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Deutsche Telekom at a glance.
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¥ Four pillars for sustainable growth.
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Selected financial data of the Deutsche Telekom Group.

Earnings position (billions of €) Change? 2001 2000 1999 1998 1997 1986 1995
Net revenue 18.0% 48.3 40.8 355 3541 345 32.3 30.50
Changes in inventories and othar other own capitaliied costs 1.7% 0.9 0.9 0.9 1.0 1.6 1.7 1.7
Other operating income -39.8% 6.6 11.0 1.9 2.1 1.9 2.0¢ 1.1
Goods and services purchased 12.8% 13.5 12.0 7.7¢ 55d 6.2 5.2 49
Personnel costs 247% 12.1 9.7 82 9.2 8.4 9.6 8.4
Depreciation and amortization 17.2% 15.2 13.0 8.4¢ 9.0e 0.5¢ g.0¢ 79
Other operating expenses 18.6% 12.2 10.4 6.9¢ 6.1d 5.2 49 49
Financial income/expense, net 334.8% 5.3 -1.2 2.8 233 4.0 -3.9 4.2
Resuits from ordinary business activities -138.6% 2.5 6.5 3.2 5.1 37 34 5.3
Extraordinary income/loss -100.0% - 0.2 0.2 - - -1.3 07
Taxes, levy to the Federal Republic of Germanyf 154.1% 0.8 0.3 14 2.7 19 1.1 1.9
Netincome/loss -158.3% 35 59 1.3 2.2 1.7 0.9 2.7
EBITDA2 ¢ ) -12.8% 18.1 20.7 4.5 174 17.2 16.3 17.3
Cash earningsah : 37.8% 11.8 189 97 1.3 112 9.9 10.6
Assets and liabilitias (billions of €)

Noncurrent assets . 37.6% 146.7 106.6 82.0 66.5 700 738 71.2
Current assets, prepaid expenses, deferred charges N 1.2% 17.8 17.6 12.6 128 13.2 16.3 10.7
Shareholders’ equity o 55.2% 66.3 27 35.7 25.1 248 238 12.7
Accruals : e T 61.9% 18.4 11.4 93 .83 . 17 76 6.6
Debt ' e ' 1.1% 67.0 60.4 423 399 449 51.1 56.4
Other liabilities and deferred income o 320% 128 8.7 73 60 60 66 6.2
Balance sheet totel o 325% 164.5 124.2 946 793 832 89.1 81.9

Financing (billions of €)

Net cash provided by operating activities 193% 11.9 10.0 98 135 16 114 12.1
Net cash used for investing activities -80.6% 5.4 217 -18.7 1.5 54 - 130 £.8
Net cash provided by/used for financing activities -126.9% 4.8 17.9 8.0 6.8 70 35 7.8
Capital expenditures' } 53.8% 10.9 235 6.0 48 8.8 8.6 7.5
Figures in accordance with U.S. GAAP (billions of €)

Netincome/loss LTI 4% 05 93" 15 22 13 13 29
Shareholders’ equity - T -58.8% 73.7 451 376 268 264 259 15.1
Ratios

Employees at balance sheet date )

(fultime employees, without trainees/student interns) {thousands) 13.2% 257 227 186 196 210 221 213
Revenue per employee (thousands of €} : “1.0% 199 201 183 173 159 - 152 139
EBITDA adjusted for special factors (billions of €)& 8.k 16.9% 15.1 12.9 145 17.3 17.02 1860 17.3
Cash eamings adjusted for special factors (billionis of €} h k 1.9% 8.7 8.5 97 11.2 1.3 102 1.2
Earnings per share/ADS under German GAAP (€} ' -147.4% .93 1.86 0.43 0.82 0.62 043 1.33
Earnings per share/ADS under U.S. GAAP (€)' 95.4% 0.14 3.06 0.53 0.81 0.46 0.62 140
Weighted average of cutstanding.shares {millions) . 226% 3,715 3,030 2,884 2,743 2,743 2,110 2,030
Dividend per share (€} . -40.3% 0.37m 0.62 062 - 081 061 - 0.31 0.31
Equity ratio (%) ‘ 17.6% 39 33 36 30 28 26 15

2 Calculated on the basis of more precise million figures. .

Including pro-forma value-added tax, revenue would have been EUR 33.8 billion.

Including one-time value-added tax refund amounting to EUR 338 million. :

Since the beginning of the 2000 financial year, certain expenses have been shown as other operating expenses, rather than goods and services purchased.

EUR 737 million was reclassified for the 1999 financial year and EUR 683 million for 1998.

Including depreciation of value-added tax capitalized prior to January 1, 1996.

In 1995, the levy to the Federal Republic was paid for the last time with the Company being exempt almost fully from tax.

Since January 1, 1996, the Company has been subject to normal corporate taxation,

Results from ordinary business activities plus financial income (expense), net and depreciation and amortization.

Net income/loss plus depreciation and amortization.

In accordance with.cash flow statement.

Average annual number of employees excluding trainees/student interns.

EBIDTA and cash eamings, after adjustment for special factors, should not be regarded in isolation as an alternative to netincome, operating income, net cash provided by
operating activities or other German GAAP {HGB) or U.S. GAAP indicators. Fore more details and exact derivation please refer to the information given in the section on
“Reconciliation to pro forma figures™ on pp. 114 10 118.

Netincome/loss based on the weighted average of outstanding shares. The share/ADS ratiois 1:1.

In 1995 and 1996 with retroactive consideration of tenfor-one stock split and new shares issued by way of a capital increase from retained earnings at July 31, 1996,

™ Proposed dividend.

" Without amounts earmarked for dividend payment, which are treated as short-term debt. -
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Dear Shareholders,

The year 2001, together with the previous year, was a period of intense invest-
ment in which we once again made considerable progress with the growth of the
Deutsche Telekom Group and the market position of our Company at both the
national and international fevel. In this way, our Group has created considerable
new value, which shows in our impressive competitive pasition at the end of
2001:;

- More than 100 million customer relationships in our four core divisions.

- One of the largest voice communication carriers in the giobal market.

- Among the largest mobile service providers in the world, with around
67 million customers served by companies in which we have a majority or a
minority shareholding.

- An excellent position in the transatlantic mobile communications business.

- Including its points of presence in important European markets, T-Online is
one of the largest Internet service providers in Europe in terms of customer
base and revenue.

- T-Systems is the second-largest system solutions provider in Europe.

Difficult economic conditions worldwide, 2001 was not an easy year. For various
reasons, industry and politics had to face major challenges. Worldwide economic
decline and the horrific terrorist attacks on September 11 made consumers and
investors far more reserved and many companies had to revise their plans. Al-
though Deutsche Telekom was not immune to these difficult conditions, the Com-
pany was nevertheless able to continue with the growth course of the previous
years.

Strategic realignment boosted dynamic growth. Important financial figures
such as net revenue and income before interest, taxes, depreciation and amorti-
zation and special factors (adjusted EBITDA), as well as the development of our
customer and traffic figures evidence our strong growth during 2001. The “young”
elements of our core business divisions - for example, mobile communications
and system solutions - in particular developed into important contributors to
growth within the Group, as expected, and the realignment of the Company on
the basis of our 4-pillar strategy, which is now almost complete, released the
dynamism that we intended.

Considerable revenue increase in national and international business. We
increased net revenue by 18 percent to a total of EUR 48.3 billion This was the
second double-digit revenue increase in a row. Our international activities made
an above-average contribution to this development. With an increase of 70.1 per-
cent {to EUR 13.2 billion), the share of international business in net revenue over
the Group amounted to 27.3 percent, compared to 19 percent in the 2000 finan-
cial year. This indicates how successful we have been in implementing our in-
ternationalization strategy.
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Moreover, we also increased revenue in the German market, by 5.7 percent to
EUR 35.1 billion. This means that Deutsche Telekom's net revenue grew signifi-
cantly faster than the average German economy.

Operative earning power increased again. EBITDA, adjusted for special factors,
increased by 16.9 percent, to EUR 15.1 billion. Despite the difficult overall econo-
mic situation, we have been able to increase adjusted EBITDA for the first time
since the liberalization of the German telecommunications market in 1998. This
growth fulfilled another goal that we set ourselves; it was influenced in particular
by the strong growth in the mobife communications sector. Adjusted EBITDA

for this division more than doubled from EUR 1.4 billion in the previous year to
EUR 3.1 billion in 2001.

Adjusted EBITDA is an important figure for us, since it serves as an indicator of
the development of our operating activities, before the effect of start-up costs for
the development of new units and markets (such as for the amortization of UMTS
licenses or goodwill as in the case of VoiceStream) and before unusual or rarely
occurring factors. Detailed information on this subject is included in this report
onpp. 1140 118,

Negative impact on Group results from investments in the Gompany’s growth.
The increase in our operative earning power needs to be seen in light of the fi-
nancial accounting effects of our considerable investments in the continued stra-
tegic development of the Deutsche Telekom Group. We had a net loss after taxes
of EUR 3.5 billion in the 2001 financia!l year, compared with net income of

“ EUR 5.9 billion in the previous year. In addition to the fact that the considerabty
higher level of positive special effects from the disposal of non-strategic assets in
2000 was not matched by similar contributions in 2001, this decline is also due
in particular to negative effects from the expansion of our national and interna-
tional business presence during the last few years. Our growth course is there-
fore also reflected here, albeit with contrary effects.
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Strong increase in cash generated from operations. Another factor of decisive
importance for the consideration of the financial strength of a company is its abi-
lity to finance itself - in other words, its cash flows. Net cash provided by operat-
ing activities increased by 19 percent compared with the previous year, to

EUR 11.9 billion. Taking into account the increase of EUR 1.5 billion in net inte-
rest payments included in this figure, cash generated from operations rose by
EUR 3.4 billion to EUR 16.3 billion. This positive development was mainly due to
contributions from norma! operating activities - and this is yet another indication
of our growth.

First steps taken towards reduction of net financial liabilities. Through mea-
sures that have already been launched, the increase in the net financial liabilities
resulting from the VoiceStream transaction was mitigated in the first half of 2001,
and the level was reduced by 12.5 percent in the second half year, from a level of
EUR 71 billion to EUR 62.1 billion, as previously announced.

Proposed dividend of EUR 0.37. The Board of Management and the Supervisory
Board of Deutsche Telekom will propose to the Shareholders’ Meeting to pay
shareholders a dividend of EUR 0.37 per share for the 2001 business year. Al-
though this means an approximately 40 percent lower dividend compared to the
prior year, the dividend yield of Deutsche Telekom remains among the leaders of
European and American telecommunications companies, as well as among DAX
companies.

This step is part of a package of measures agreed on by the Board of Manage-

. ment after consultation with the relevant Supervisory Board committees in re-
sponse to the prohibition of the planned sale of the Company's cable assets and
the general situation on the stock markets. As is generally known, the Federal
Cartel Office in Germany prohibited the sale of six regional cable TV companies
to the American company Liberty Media for around EUR 5.5 billion in February
2001.

The above-mentioned package of measures also includes considerable reductions
in investments in property, plant and equipment (EUR 9.9 billion in the previous
year) and in costs. Over and above this, we are again confirming our intention to
actively dispose of non-strategic activities. We will continue with the process of
selling our cable TV assets. In light of the negative stock market climate world-
wide, it was decided not to proceed with a stock exchange listing for T-Mobile in
the first half of 2002. Going forward, we expect to adapt flexibly to the market
situation.

On the basis of these measures, our goal is to reduce net financial liabilities to
around EUR 50 billion by the end of 2003.

Successful business development in all divisions. Along with the Deutsche
Telekom Group as a whole, the individual divisions also developed very success-
fully in the 2001 financial year - both in terms of building upon their market posi-
tion and with regard to their strategic positioning and orientation towards new
markets, sectors and business potential.

T-Mobile: the first transatlantic GSM provider. The acquisition of VoiceStream
and thus the successful entry into the U.S. market - the largest individual market
worldwide for mobile communications - was without doubt the outstanding
event for us in 2001. This move has given T-Mobile International a leading market
position as the first transatlantic GSM mobile communications provider.




The mobile subscriber base across all companies in which Deutsche Telekom
holds either a majority or mingrity shareholding increased by around 20 million, to
almost 67 million - i.e., by more than 40 percent compared to the prior year. in
the German market, the number of T-Mobile customers increased by around 4 mil-
lion. With more than 23 million customers at the end of 2001, the company is
thus the market leader in Germany.

In the course of 2001, VoiceStream was able to increase its number of customers
by more than 45 percent, closing the year with a record quarter. In addition to the
seasonal Christmas business, effective customer loyaity measures also took effect,
with the result that VoiceStream was able to clearly rise above the generally weak
trend on the mobile communications market.

T-Com: future-oriented expansion of fixed-network activities. Our T-Com divi-
sion too can look back on a success story in 2001, With T-DSL, we have devel-
oped fast Internet access into a new mass market. Demand for T-DSL boomed
throughout the year and beyond. We more than trebled the number of T-DSL
connections sold, from 0.6 million at the end of 2000 to 2.2 million at the end of
the year under review.

Through the market-oriented realignment of our sales and service structure and
the integration of the network sector into this division, T-Com is in an excellent
position to seize the business opportunities offered by some 41 million consum-
ers and around 420,000 medium-sized enterprises in the fixed-network market
for further growth in this business area.

T-Systems: successful market launch of Europe’s No. 2 systems house. Follow-
ing the debis Systemhaus transaction in February 2001, T-Systems was launched
as the second-largest system solutions provider in Europe. Some of the planned
targets were already clearly exceeded in the 2001 financial year, and the company
gained a large number of new customers and attractive orders and made a good
name for itself in the market.

Revenue increased by around 29 percent over the previous year, mainly due to
the consolidation of debis Systemhaus in the Group accounts for the first time in
2001. The operational business with system solutions and with national carriers
also developed positively.

System solutions integrating telecommunications and information technologies
are a core convergence field with high potential for growth, to which great impor-
tance is attached in Deutsche Telekom’s strategic planning. With T-Systems, the
Deutsche Telekom Group is excellently positioned to profit from this potential, in
particular since the path to the complete integration of the debis Systemhaus
Group in 2002 has now been cleared.

T-Online: transition to the profitable Internet media network. In the T-Online
Group, with its new management, the 2001 financial year was marked by the
consistent realignment towards profitability. The measures implemented included
a new customer and earnings-oriented rate structure and the accelerated devel-
opment of new, high quality chargeable content offers. The development of the
T-Online Group into a leading Internet media network is being driven forward
apace through a number of cooperation projects with well-known partners, such
as ZDF (a major German TV network) or BILD (national newspaper).
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In its operations, T-Online increased its customer base by 35 percent while re-
venue in this segment rose by 28.5 percent, to EUR 1,449 million. Particularly
pleasing was the 57.5 percent increase in revenue from the portal business,
which is continually growing in importance relative to the access business. The
measures that have been taken to increase profitability are working - and we have
achieved a very important objective: in terms of T-Online’s EBITDA in Germany,
the break-even point was achieved in the third quarter - two guarters earlier than
expected.

Reassignment of responsibilities in the Group’s Board of Management. In line
with the future-oriented strategic and structural reorganization of the Deutsche
Telekom Group to target the central growth markets in our industry, we also redis-
tributed the responsibilities within the Group's Board of Management with effect
from May 1, 2001. Two board members are now responsible for the management
of the T-Com/T-Systems and of the T-Mobile/T-Online divisions, respectively. In
this way, we have optimally matched the operational management of the Group
to the new Group structure and the changed requirements of the market. This
construction ensures that the four core divisions of our Group, which are aligned
to the individual sub-markets, work closely together in order to take advantage of
synergies and to jointly develop convergent products and services.

Qur 5-point program for increased profitability and growth. The Board of Man-
agement laid out a 5-point program in 2001 in order to further promote profita-
bility and earning power within the Deutsche Telekom Group. This program al-
ready produced tangible effects in the course of the year. It program includes:

- a Group-wide program for systematic quality improvement;

- a program for improving our operating results;

- a debt reduction program;

- an integration offensive;

- the consistent continuation of our product and innovation campaign.

Group-wide program for systematic quality improvement. Internally, we de-
clared the year 2001 to be the "Year of Quality". A series of quality targets were
defined and broken down to the individual divisions. We already achieved signifi-
cant progress in important areas by the end of 2001. The constant improvement
of quality also represents an important factor for success in the future.

Program for the improvement of the operating results. This includes, for exam-
ple, the optimization of business procedures by means of e-business processes,
or also continued personnel restructuring within the Group. Active debt manage-
ment also makes an important contribution, for instance through reduced financ-
ing costs. An optimization of this kind was, for example, the issuance of Euro-
bonds worth more than eight billion euros in July 2001 in order to cover loans
that were nearing maturity, thus improving, in the final analysis, the interest and
maturity structure of our liabilities.

Program for the reduction of liabilities. The successfully initiated reduction of
financial liabilities will be continued consistently in 2002. This will be achieved
through the sale of non-strategic assets, such as those in the real estate or cable
network areas. A possible stock exchange listing for our mobile communications
subsidiary will also play an important role here. It must, however, be stressed
again that the most important precondition for going ahead with a listing is an
appropriate market environment.




Revaluation of land completed. The revaluation of Deutsche Telekom's portfolio
of land holdings was completed within the framework of the realignment of our
real estate strategy towards value-oriented utilization and capitalization. Write-
downs of EUR 0.5 billion were required for the year 2001, through the applica-
tion of the legally prescribed lower-of-cost-or-market-value principle, while, at the
same time, upward adjustments of EUR 1.4 billion that could not be recognized
for accounting purposes were identified. Numerous external experts supported
and provided specialist advice for the implementation of the revaluation. The
results now available confirm cur view that the opening balance for 1995 and the
annual reports in the subsequent years were in order. The new valuation approach
was made necessary by the changeover to the new strategy aimed at capitalizing
real estate assets.

Optimum integration of all companies into the Group structure. After the strong
growth phase as a result of the new acquisitions, the companies that have been
acquired are now being integrated into the Group structure so that they will seam-
lessly complement the other units. The integration of our U.S. subsidiary and the
international positioning of T-Systems is well underway. The Eastern European
subsidiaries and shareholdings will also be integrated into the four-pillar structure.
As an additional measure, we have bundled the responsibility for the global net-
work business with corporate customers within T-Systems from January 1, 2002.

Consistent continuation of cur product and innovation campaign. Our broad-
band offerings are particularly important in this respect. Successful T-DSL mar-
keting has opened up the path to the mass market and other innovations will re-
sult from convergence - the merging of the technologies. We worked on this at
full stretch throughout 2001, and we presented a wide range of new products
and applications at the CeBIT 2002 trade fair in Hanover.

Unsatisfactory price development of the T-Share. The positive development of
our operational business was unfortunately not reflected in our Company’s valua-
tion by the capital markets in the year under review. It goes without saying, of
course, that we cannot be satisfied with the development of our share price dur-
ing the year. The main reasons for this development are known: these were above
all the poor stock market environment and the caution being shown towards
technology shares in particular, We are, however, firmly convinced that the cur-
rent share price does not reflect the substance and quality of the T-Share, and
we will make every effort to underpin a positive price development.

Effective competition established in the German telecommunications market.
A further strain on our share price is caused by the regulation of the German
market. Even in the fourth year after the extremely effective market liberalization,
we are still faced with undiminished asymmetrical regulation, which is one-sided
and to the disadvantage of Deutsche Telekom. This has continued regardiess of
the fact that an extraordinarily high level of competition has been reached in Ger-
many, far above the levels in other European countries.




The success of the liberalization of the German telecommunications market is
clearly indicated by the following facts:

- The prices of long-distance and international calls have decreased by 90 percent.

- Our competitors have acquired a market share of around 40 percent for long-
distance calls, and over 50 percent for international calls. Competition has also
significantly increased in the local network area. In more than 60 percent of all
local networks, customers can now choose between several providers.

We will make every effort to ensure that regulatory policy in Germany takes more
account of these facts than has praviously been the case, and that the reduction
of the intensity of regulation as laid down in the Telecommunications Act really
takes place.

Continued growth through consistent exploitation of all advantages of size
and structure. Despite the tough competitive environment on the German mar-
ket resulting from the regulation mentioned above, Deutsche Telekom has suc-
ceeded in achieving exceptionally positive corporate development and in creat-
ing considerable added value through the far-reaching changes over the last few
years. We have opened up excellent prospects for the future for our Group and
have safeguarded future-oriented and challenging workplaces for our employees.
Today, our situation is better than that of other companies in our sector with
whom we share a comparable history as a public authority and monopolist,

Synergy and convergence will determine the future development of the Group.

Following the phase of basic strategic and structural realignment, we will now be
focusing on the optimum exploitation of the growth platform we have established,
targeting the profitable economic and corporate development of the Deutsche
Telekom Group.

This is above all a matter of utilizing all the advantages of size and structure of-
fered by the strong growth of the Group. Convergence, synergy and integration
are our central watchwords here. In this way, we will open up new markets, sec-
tors and business fields with considerable potential for revenue and at the same
time be able to realize significant cost reductions.




We will also continue to take on the great challenges in our dynamically develop-
ing markets, to make use of all attractive market opportunities creatively and pro-
actively, and to promote profitable growth throughout the Group.

| would like to take this opportunity to thank all the employees of Deutsche Telekom
in the name of the entire Board of Management for the dedication with which you
all, throughout the world, have supported and promoted the dynamic change
within our Company.

I would also like to thank you, our shareholders, for the trust that you have shown
the Group and its potential in the year under review. The management and em-
ployees of Deutsche Telekom will continue to put all their energy, dedication and
all their strength to justifying and confirming your trust again, We are determined
to make the T-Share an asset that offers you the best prospects for the future.

Bonn, March 2002
The Board of Management

Dr. Ron Sommer
Chairman
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T-Com

T-Mobile

1-Online

T-Systems

Ditferentiation

Our strategy. Four-pillar
strategy targets high-growth
areas.

Since the mid-90s, Deutsche Telekom has been progressively evolving from its
status as a traditional telephone company into an international T.L.M.E.S. provider.
The abbreviation stands for the convergence of the Telecommunications, [T, Multi-
media, Entertainment and Security service markets. Thanks to its origntation in
accordance with the four-pillar strategy, the Deutsche Telekom Group is ideally
positioned to capitalize on the opportunities presented by growth drivers in these
markets.

Building on Deutsche Telekom's successful ISDN marketing strategy, a major DSL
broadband marketing campaign has placed T-Com at the head of the European
market. In addition, it has enabled the Group to tap the enormous demand for
telecommunications and IT services among small and medium-sized companies.

Following the successful acquisition of VoiceStream, T-Mobife became the first
transatlantic wireless communications operator utilizing the world-eading GSM
digital wireless technology standard. Whereas activities in the US focus on step-
ping up market penetration, our strategy in Western Europe concentrates on the
introduction of innovative GPRS and UMTS-based mobile data services.

Harnessing the benefits of ultra-rapid broadband market penetration and the steady
improvement of interactive mobile services, T-Online is evolving into a multi-access
portal, with a clear focus on value-add content and transactions.

With T-Systems (a joint venture stemming from the merger of debis Systemhaus
with units of the Deutsche Telekom Group), Deutsche Telekom is now positioned
at the forefront of the [T/telecom system solutions market. T-Systems provides
global named accounts with the full range of IT and telecom products and services.
Our efforts in this area are increasingly centered around network-based e-business
solutions.

The depth and breadth of our offering is unmatched in the telecommunications
and any related industry. This diversity clearly differentiates Deutsche Telekom
from competitors who restrict themselves to a single market segment. The division-
alization strategy also gives Deutsche Telekom the flexibility and agility it needs
to accelerate its internationalization drive.
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Convergence and synergy across all pillars. The recent buoyancy of the tele-
communications markets is expected 1o continue over the next few years. Rapid
technological advances are set to step up the pace of convergence across the
telecommunications, media and IT sectors. Having established a strong foothold
in these markets, Deutsche Telekom is now entering the second phase of its four-
pillar growth strategy. In addition, the Group intends to capitalize on the enormous
opportunities and scope for added efficiencies arising from Deutsche Telekom’s
increase in size and its realigned structure. The main emphasis is on cost savings
through cross-division use of processes and platforms.

Rapid emergence of new lucrative segments. Increasing technology Conver-
gence and new customer demands are creating new markets and business seg-
ments that are developing at lightning speed. Deutsche Telekom has identified
the following three key convergence areas, on which the Group intends to focus:

- Content/media and telecommunications in the mass market
- Telecommunications and IT in the corporate customer segment
- Fixed-network and mobile communications.

It is estimated that the first convergence areg, i.e. content/media and telecommu-
nications, will be worth approximately EUR 20 billion in Germany by 2004, Deutsche
Telekom is working intensively on the development of new products for this area
to ensure a first-mover advantage. Key developments include multi-access mes-
saging services, the T-Mobile Online Start Center and the T-Vision broadband
portal. With its innovative content offering, “tzones” has established T-Online as
a multi-access portal for mobile and fixed-network terminals. Some of these solu-
tions were unveiled at CeBIT 2002.

The value of the converging telecommunications and IT markets in Germany has
been estimated at EUR 13 billion by 2004. In the short term, the Group will con-

centrate on application hosting and mobile business solutions. Several products
in these areas are already at the introductory phase.

The development of bundled solutions for corporate customers and the mass
market is positioned as the main vehicle to capitalize on converging fixed-network
and communications markets. We also intend to make use of cross-selling oppor-
tunities between T-Com and T-Mobile. Deutsche Teiekom anticipates that this mar-
ket will be worth EUR 5 billion in Germany by 2004,

Capitalizing on international convergence potential. As each of the four core
divisions enjoys a strong market presence in Germany, our convergence strategy
focuses predominantly on the German market. Looking beyond national borders,
however, we see the Group’s specific range of core competencies as the perfect
vehicle to differentiate ourselves from competitors on the international market

as well, For example, T-Mobile was able to target mobile solutions more effective-
ly at the business segment in the US, the UK and Austria by cooperating with
T-Systems. Similarly, subsidiaries in Hungary, Croatia and Slovakia can prepare
for imminent or increasing market liberalization by leveraging the Group's broad
spectrum of core competencies to enter the emerging convergence markets.

Cnnvergence

Synergy

Three convergence
areas

Content/media and
telecommunications

Telecommunications
and IT

Fixed-networks
and mohile
communications

Differentation
in international
competition
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Svnergy effects
adrd vaiue

Five synergy areas

Know-how and
expertise

Added value

Capturing synergy effects to save billions. Deutsche Telekom is also increas-
ingly leveraging its specific strategic structure to create synergy effects. This in-
volves improving profitability through economies of scale, know-how transfer and
process optimization. Ten-figure savings can be realized through division-wide
collaboration. Deutsche Telekom has prioritized the following five key synergy
areas:

- Procurement: Consolidated supplier pool, aggregated purchasing demand, im-
proved terms with key suppliers, increased use of e-procurement,

- Production: Coordinated construction and expansion of network and [T plat-
forms, greatest possible standardization as well as improved capacity utilization.

- Cross-border collaboration: Economies of scale through Group-wide exploita-
tion of the Company's position as the third largest purchaser of call termination
minutes in international voice traffic worldwide,

- Order processing: Simplification and further development of the existing pro-
cess and system landscape through implementation of e-business procedures.

- Billing: Broadest possible unification of previously separate process chains in
the mass market. Realization of efficiencies through internal and cross-division
best-practice sharing.

We measure our goals and progress in these five synergy areas on the basis of
world-class standards that draw on relevant international benchmarks.

Aggressive integration strategy. Integrating new subsidiaries in the Deutsche
Telekom Group involves more than simply capitalizing on cross-division synergy
effects. By integrating newly acquired companies in the management structure
of the four divisions and in the relevant competence network, we envisage the
exposure of additional division-internal opportunities.

Thanks to their leading market positions, each division has accumulated extensive
know-how and expertise, which can empower new Group members to optimize
their process landscapes and production platforms. Significant value can be
added by improving the subsidiaries’ market profile. Products only need to be
developed once and can then be implemented by all units in the division. Customer-
facing processes are being increasingly standardized. Within T-Com, subsidiaries
in Eastern Europe can actively benefit from the experience gained in Germany
when the German market was liberalized, thus ensuring they are optimally pre-
pared for future developments and liberalization challenges on their own mar-
kets. In order o exploit synergy and convergence opportunities to the full extent,
Deutsche Telekom must ensure that all Group members are optimally integrated
within the four-pillar structure. We wili therefore continue the aggressive integra-
tion strategy we launched in 2001.




Roadmap for success. To ensure that corporate goals are achieved across all
divisions and to guarantee the best possible cooperation among the divisions
and between the divisions and our headquarters, we launched the Telekom
Success project in 2001, The initiative plots a roadmap for the successful transi-
tion to and integration within the four-pillar structure. The most important cutcome
of Telekom Success to date is the drawing up of ten principles for creating added
value within the Group. The principles give the divisions general guidelines on
collaboration and describe the new Group structures and business models. These
structures and models were implemented during the 2001 financial year and the
transition to the four-pillar structure was thus complete for day-to-day business
operations by the start of 2002,

Raising the bar for quality. Quality was an issue of central importance during
2001. We launched a Group-wide strategy aimed at further improving quality
standards and turning quality of service into a key differentiator.

Important quality benchmarks include installation and fault repair times as well
as contactability - all of which we significantly improved in 2001, Qur goal for
2002 is to ensure that our customers receive the same high standard of service
across all Group divisions and in all countries. For this purpose, we will standardize
Group-wide quality benchmarks and regularty check that these benchmarks are
being met.

Giobal provider in the convergence age. The goal of our internationalization
strategy is to create lasting shareholder value for all Company stakeholders (share-
holders, customers and employees). In recent years, we have sought to capture
growth opportunities in other countrigs. This diversification serves two purposes:
it helps us to better meet customer needs and taps new revenue streams,

Deutsche Telekom has significantly enlarged its footprint in key high-growth markets
through T-Mobile shareholdings in Western Europe and the US and its T-Com
subsidiaries in Eastern Europe. Through T-Systems, the Group is now active in
23 countries. More than a quarter of total revenue for 2001 was generated from
international activities (compared with 11 percent in 1999). One in three Group
employees are currently working abroad. Internationalization of the Deutsche
Telekom Group and strategic management of our offering go hand in hand. In
addition to consolidating our market position, we continue to streamline our ac-
tivities. Business units that do not complement our core range of competencies
are identified on the basis of clear criteria and either discontinued or sold. As part
of this streamlining process, we wilt be discontinuing our involvement in broad-
band cable and gradually reducing our real estate portfolio. Minority shareholdings
in regions that do not belong to our target markets will also continually be evaluated.

At present, integrating newly acquired companies in the Group is our main prio-
rity. However, we will continue to carefully evaluate alf opportunities that may com-
plement the Group’s offering and add value to our current range of business acti-
vities.

Transition and

integration

Quality strategy

Quality benchmarks

Shareholder value

internationat
revenue

Strategic portiotio
management
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Chairman of the Board of Management
rasponsitde for Group Communications,
Government Relations, Campetition Policy,
Regulatory Affairs.

Merber of the Board of Management
responsibie for T-Com and 1-Systems.

Member of the Board of Management
responsible for Finance and Controlling.

Mamber of the Board of Management
responsible for international Atfairs.

tMember of the Board of Managament
responsible for Corporate Alfairs (Corporate
Strategy. Auditing. Information and Process
Grganization, Legal Affais, and Share-
holdings. Partnerships).

tember of the Board of Management
responsibis for Human Resowrces,

The Board of Management of
Deutsche Telekom AG in 2001.

Dr. Ron Sommer. Born in 1949, He received a doctorate in mathematics and be-
gan his career with the Nixdorf group, first in New York and then in Paderborn and
Paris. In 1986, he became chairman of the managing board of Sony Deutschland.
In 1990, Or. Sommer became President and Chief Operating Officer of Sony USA,
and in 1993, he took over the management of Sony Europe in the same function.
Since May 16, 1995, he has been Chairman of the Board of Management of
Deutsche Telekom. Dr. Sommer now concentrates on the strategic management
and development of the Deutsche Telekom Group, group communications and
regulatory matters.

losef Brauner. Born in 1950. After having started his sales career with Avery as
the US company’s branch manager for Germany, Austria and Switzerland, Mr.
Brauner joined Sony Deutschland where he was appointed member of the manag-
ing board in 1988 and chairman of the board in 1993, In June 1997, Mr. Brauner
joined Deutsche Telekom as Head of Sales and Distribution and was appointed
to the Company’s Board of Management in October 1988. Since May 1, 2001,
Josef Brauner has been responsible for Deutsche Telekom's board of management
department CS which includes the strategic divisions T-Com and T-Systems and
the operational management of the networks infrastructure and its field organization.

Dr. Karl-Gerhard Eick. Born in 1954. After studying business administration and
gaining his doctorate, Dr, Eick worked in various positions for BMW AG between
1982 and 1988. From 1989 to 1991 he was responsible for controlling at WMF
AG in Geislingen. In 1981, he became head of the controlling, planning and IT
division at Cart Zeiss Group. From 1893 to 1999, Dr. Eick held top management
positions at the Haniel Group where he was responsible for the controlling, busi-
ness administration and IT areas of the Group’s strategic management holding
company, Franz Haniel & Cie GmbH. Since January 2000, Dr. Eick has been a Mem-
ber of Deutsche Telekom’s Board of Management.

Jeffrey A. Hedberg. Born in 1961 in the USA. Mr. Hedberg joined the TVM/
Matuschka Group in Munich, where he was primarily involved in analyzing venture
capital projects for companies with international operations. Later, he worked in
the International division of US West, the US carrier, and then as an associate
for Coopers & Lybrand, where he provided support for international projects of
globally operating telecommunications groups. In 1994, Mr. Hedberg joined
Swisscom, where he was last in charge of the Swiss company'’s international in-
vestments as Executive Vice President and member of the company's senior ma-
nagement. Mr. Hedberg joined the Deutsche Telekom Board of Management on
January 1, 1999.

Dr. Max Hirschberger. Bomn in 1957 After studying law in Regensburg and Lau-
sanne and obtaining a Master’s Degree at the University of Michigan, Or. Hirsch-
berger joined the Legal Affairs department at BMW AG, Munich in 1987, In 1994,
he became head of the department for Corporate and International Law, which
involved a number of international and business development activities. In 1997
he became head of the new Group Office of the Chairman of Deutsche Telekom.
Dr. Hirschberger has been a member of the Board of Management since May 1, 2001.

Dr. Heinz Klinkhammer. Born in 1946. He received a doctorate in law and began
his career at the Institute for German and European Labor, Social and Business Law
before becoming a Labor Court judge. From 1979 to 1990, he worked at the Minis-
try of Labor, Health and Social Affairs of the regional state of North-Rhine/West-




Sy A
U

phalia. In 1991, Dr, Klinkhammer was appointed Labor Director at Hittenwerke Krupp
Mannesmann GmbH; in 1992 he joined the board of Mannesmannréhren-Werke AG.
Dr. Klinkhammer was appointed to Deutsche Telekom's Board of Management in
April 19986, He has been responsible for Deutsche Telekom’s Human Resources
plus the new department for Top Management Staff since May 1, 2001.

Kai-Uwe Ricke. Born in 1861. Following bank training and studies at the European
Business School, Reichartshausen, Mr. Ricke joined the Bertelsmann subsidiary
Scandinavian Music Club AG in Malmd as Head of Sales and Marketing. Between
1990 and 1995 he was Managing Director of Talkline Verwaltungsgesellschaft mbH
and Talkline PS Phone Service GmbH in Elmshorn. From July 1995 to December
1887 he was Chairman and Managing Director of Talkline GmbH. In January 1998,
Kai-Uwe Ricke tock over as Chairman of the Managing Board of T-Mobil (Deutsche
Telekom MobilNet GmbH) and in February 2000 he was appointed Chairman of
T-Mobile International AG (TMO). Since May 1, 2001, Mr. Ricke has been responsible
for the mobile communications and consumer Internet activities of Deutsche Telekom
AG. He is head of Deutsche Telekom's strategic divisions T-Mobile and T-Online.

Gerd Tenzer. Born in 1943, As a communications engineer, Mr. Tenzer worked in the
telecommunications research department of AEG-Telefunken from 1968 to 1970. In
1970, he joined what was then the Deutsche Bundespost. In 1975, Gerd Tenzer moved
to the Federal Ministry of Posts and Telecommunications where he became head of
the Telecommunications Policy section in 1980. From 1990 to 1994, he was Member
of the Board of Management of Deutsche Bundespost Telekom, and since January
1995 of Deutsche Telekom's Board of Management. Since May 1, 2001, Mr, Tenzer has
been responsible for Deutsche Telekom's Production and Technology board de-
partment that also includes Group-wide and inter-pillar coordination of the net-
work infrastructure and the strategic planning and further development of networks.

tember of the Board of Management
responsible for T-Mobile and T-Online.

Member of the Board of Management
responsible for Production and Technolagy
{Networks, 17, Innovation, Purchasing, and
Environmental Protection).




Supervisory Board’s report
to the shareholders’ meeting.

The 2001 financial year was marked by continued global expansion and the con-
sistent refocusing and consolidation of the Deutsche Telekom Group on the basis
of its four strategic pillars - mobile communications (T-Mobile International AG),
Internet activities (T-Online International AG), systems solutions (T-Systems Inter-
national GmbH) and fixed-network activities (T-Com) - in a difficult competitive
and regulatory environment on the German market.

The Supervisory Board advised and supported the Board of Management on all

major decisions. The issues jointly discussed between the two boards during six

regular and two extraordinary Supervisory Board meetings included in particular:

- Development of the Group’s business

- Improvement of its competitiveness despite the continued existence of asym-
metrical regulation in Germany

- Conclusion of the VoiceStream and Powertel acquisitions and integration of both
companies into the Deutsche Telekom Group

- Restructuring and consolidation of the Deutsche Telekom Group in its four
growth divisions

- The related restructuring of the Group's Board of Management

- Expansion of shareholdings in affiliated companies in Eastern Europe

- The development of the T-Share price

- The key elements of our human resources policy and the impact that develop-
ments in our society have on our employees.

The Supervisory Board's activities were supported by the General Committee (se-
ven meetings), the Staff Committee (one meeting) and the Special Matters Com-
mittee (four meetings). The Mediation Committee did not meet during the 2001
financial year,

The following changes occurred in the composition of the Board of Management
during the 2001 financial year:

Detlev Buchal and Dr. Hagen Hultzsch stepped down from the Board of Manage-
ment on Aprit 30, 2001. The Supervisory Board would like to thank Mr. Buchal
and Dr. Hultzsch for their commitment. Dr. Max Hirschberger and Kai-Uwe Ricke
were newly appointed to the Board of Management with effect from May 1, 2001.

There have been no changes on the Supervisory Board since 2000. All share-
holders’ representatives were reelected at the 2001 shareholders’ meeting.

in the financial year under review, the Supervisory Board determined to its satisfac-
tion that the Board of Management had allowed the Federal Audit Office to inspect
the Company's operations, books and documents in accordance with the provi-
sions of the Federal Budget Law.

The annual financial statements, the consolidated financial statements, the Group's
management report and the Board of Management's proposal for appropriation
of net income, which were prepared and duly submitted by the Board of Manage-
ment, and the related auditors’ reports were presented to all members of the Super-
visory Board. ) o

The audit firms, PwC Deutsche Revision Aktiengeselischaft Wirtschaftspriifungs-
gesellschaft (Frankfurt/Main) and Ernst & Young Deutsche Allgemeine Treuhand
AG Wirtschaftspriifungsgesellschaft (Stuttgart), audited the annual financial state-
ments of Deutsche Telekom AG, the consolidated financial statements and the
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combined management report of the parent company and the Group as of Decem-
ber 31, 2001, including the accounting reports, in accordance with statutory pro-
visions, and issued unrestricted audit certificates. The auditors reported on this
personally at the Supervisory Board meeting held on April 11,2002, and at the
preparatory meeting of the relevant committee.

At the same meeting, the Supervisory Board was informed about the results of the
audit and raised no objections. In compliance with § 171 of the German Stock
Corporation Act, the Supervisory Board examined the annual financial statements
of the parent company and of the Group, the management report of Deutsche
Telekom, and the risk report, and approved the annual financial statements of the
parent company. The annual financial statements are thereby approved. The Su-
pervisory Board has examined and agrees to the Board of Management's proposal
on the appropriation of net income.

PwC Deutsche Revision Aktiengeselischaft Wirtschaftsprifungsgeselischaft and
Ernst & Young Deutsche Allgemeine Treuhand AG Wirtschaftspriifungsgeselischaft
also audited the report disclosing relations with affiliated companies (“Dependent
Company Report”) that was prepared by the Board of Management in compliance
with § 312 of the German Stock Corporation Act. The auditors reported on the
results of their audit and issued the following audit certificate:

“Based on the results of our statutory audit and our judgement we confirm that:

1. the actual information included in the report is correct;

2. the Company's compensation with respect to the transactions listed in the re-
port was not inappropriately high.”

The Supervisory Board examined the Board of Management’s report disclosing
relations with affiliated companies. It did not raise any objections to the Board of
Management’s final statement contained in the report or to the results of the audiits
conducted by PwC Deutsche Revision Aktiengeselischaft Wirtschaftspriifungsge-
sellschaft and Ernst & Young Deutsche Allgemeine Treuhand AG Wirtschaftspri-
fungsgesellschaft.

The Supervisory Board would like to thank the members of the Board of Manage-
ment and all the men and women who work for Deutsche Telekom for their success-
ful commitment to the good of the Company, its customers and its shareholders.

Bonn, Aprit 11,2002
The Supervisory Board

Dr. Hans-Dietrich Winkhaus
Chairman
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Members of the Supervisory Board e
of Deutsche Telekom AG in 2001. ‘“

Dr. Hans-Dietrich Winkhaus
Member of the Supervisory Board
since May 27, 1999

Chairman of the of Supervisory Board
of Deutsche Telekom AG

since May 25, 2000

Member of the Shareholders’
Committee of Henke! KgaA,
Disseldorf

Riidiger Schulze

Member of the Supervisory Board
since March 29, 1999

Vice Chairman of the Supervisory
Board of Deutsche Telekom AG
ver.di trade union, Head of Federal
Department 9, Berlin

Gert Becker

Member of the Supervisory Board
since January 1, 1995

Former Chairman of the Board of
Management of Degussa AG

Joset Falbisoner

Member of the Supervisory Board
since October 2, 1997

ver.di trade union, Head of ver.di
District of Bavaria

Dr. Hubertus von Griinberg
Member of the Supervisory Board
since May 25, 2000

Member of the Supervisory Board at
Continental Aktiengeselischaft,
Hannover, et al.

Dr. sc. techn. Dieter Hundt
Member of the Supervisory Board
since January 1, 1995

Managing Shareholder of Allgaier
Werke GmbH

President of the National Union of
German Employer Associations

Rainer Koch

Member of the Supervisory Board
since April 12, 2000

Chairman of the Central Works
Council at DeTeImmobilien, Deutsche
Telekom Immobilien und Service
GmbH, Miinster

Dr. h.c. André Leysen

Member of the Supervisory Board
since January 1, 1995

Chairman of the Board of Directors of
Gevaert N.V,, Mortsel/Antwerp

Waltraud Litzenberger

Member of the Supervisory Board
since June 1, 1898

Member of the Works Council at
Deutsche Telekom AG's Eschborn
Networks Branch Office

Michael Lofiler

Member of the Supervisory Board
since January 1, 1995

Member of the Works Council at
Deutsche Telekom AG's Dresden
Networks Branch Office

Hans-W. Reich

Member of the Supervisory Board
since May 27, 19389

Chairman of the Board of Managing
Directors, Kreditanstalt fir Wieder-
aufbau (KfW), Frankfurt am Main

Rainer Rl

Member of the Supervisory Board
since November 6, 1998

Vice Chairman of the Central Works
Council at Deutsche Telekom AG,
Bonn

Wolfgang Schmitt

Member of the Supervisory Board
since October 2, 1997

Head of Deutsche Tefekom AG's
Regional Directorate, South-Western
District, Freiburg/Breisgau

Prof. Dr. Helmut Sihler

Member of the Supervisory Board
since July 1, 1996

Chairman of the Supervisory Board of
Deutsche Telekom AG

untit May 25, 2000 5
Vice Chairman of the Board of
Directors of Novartis AG, Basle

Michael Sommer

Member of the Supervisory Board
since April 15, 2000

Vice Chairman of ver.di trade union,
Berlin

Ursula Steinke

Member of the Supervisory Board

since January 1, 1995 >
Chairwoman of the Works Council at

DeTeCSM's Northern District Service

and Computer Center in Kiel

Prof. Dr. h.c. Dieter Stolte

Member of the Supervisory Board

since January 1, 1995 e
Director General of ZDF (Zweites 5
Deutsches Fernsehen) TV broadcasting

organization, Mainz (until March 15,

2002), Editor of the Welt and Berliner

Morgenpost daily newspapers

(since April 1, 2002)

Bernhard Walter

Member of the Supervisory Board
since May 27, 1999

Former Chairman of the Board of
Managing Directors of Dresdner Bank
AQG, Frankfurt

Withelm Wegner

Member of the Supervisory Board
since July 1, 1996

Chairman of the Central Works
Councit at Deutsche Telekom AG

Prof. Dr. Heribert Zitzelsberger

Member of the Supervisory Board i
since May 27, 1999 "”
State Secretary, Federal Ministry of

Finance, Berlin s =
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Management report of the
Deutsche Telekom Group and

Deutsche Telekom AG for the
2001 financial year.

* Successful completion of the VoiceStream

and Powertel acquisitions

Net revenue increases by 18 percent to EUR 48.3 billion
Net cash provided by operating activities increases by
19 percent to EUR 11.9 billion

T-DSL becomes a mass market product

with 2.2 million lines sold

* T-D1 market leader in Germany

* T-Online exceeds the 10-million customer mark

A combined management report has been produced for the Deutsche Telekom

‘Group and Deutsche Telekom AG,

The 2001 financial year was characterized by strong growth rates: Net revenue
increased to around EUR 48.3 billion compared with the previous year (EUR 40.9
billion), with the proportion of international revenue rising to over 27 percent. In
terms of customer development, Deutsche Telekom further expanded its position
as one of the world’s leading mobile communications operators with a total of
48.9 million subscribers in mobile telephony. The online segment recorded an in-
crease in subscriber numbers of over 35 percent compared to the previous year.
The Group's results are negative mainly due to the increased amortization (espe-
cially of goodwill and UMTS licenses) and interest expenses (especially from the
financing of UMTS licenses). This largely results from the Group's internationali-
zation efforts and the acquisition of new business segments.
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Deutsche Telekom

Groun

Key figures for Deutsche Telekom (Group)

(billions of €) 2000 2000
Net revenue 48.3 409
of which: revenue from
international activities 13.2 7.8
Net income/({loss} (3.5) 59
Investments ’ 377 43.1
Net cash provided
" by operating activities 19 10.0
. Cash generated from cperations 163 . 129
Number of employees )
“atyearend <. 257058 227,015

" Subscriber and customer figures

Dec. 31,

 {millions) : \ 2001

Mobile communications

Majority shareholdings

of which: T-Mabile Deutschland? 231
of which: One 2 Cne 104
of which; VoiceStreamb 700
" of which: maxmobil. 217"
Cofwhich: Westet - - 25
of which: RadioMobile =~ . 29

Number of subscribers (pro rataj¢

Total number of subscribersd v ’ k

Online business

T-Online subscriberse . 07

Telephone lines!

Lines including ISDN channels {national)

of which: standard analog ines . 303

of which: ISDN channels9 ' 204 -

" Subscribers to AltivPlus calling plan 84.
T-DSL lines (sold) ..~ 2.2

Lines including ISDN channels (intemational)|____ 6.2]
Tofal (national and international)

Key figures for T-Systems (services)
Number of e-business marketptaces 6
Capacity of MiPS processors 78122

a includes T-C-Tel in 2000 {ceased 2000).
b Not fully consolidated in 2000: -

The divisions

1999
355
4.1
13
229

96
122

195,788,

Dec. 31,
2000

3.2
L 194

83

24

o 17 ‘. .

48.4
32.1

173

4.3
086

5.4

) 2
59,992

79.

Gonsolidated

financial statements

1998
35.1
24
2.2

7.5

13.5
16.4

195,876

Change

177

40

21
0.0
16.4
248
28

1.3

(1.8

3.1
4.1
16
0.8

2.1

19,130

¢ Proportion of subscribers of all associated mobile communications companies

pro+ata to shareholding.

d Subscribers of fully consolidated mobile communications companies and other

mobite communications shareholdings.

¢ Including T-Online France (Club Internet), Ya.com, T-Online.at and T-Online:ch.

t Standard lines {analog) including public telephones and ISDN channels in operation.
9 Two ISDN channels for each basic-rate access, 30 ISDN channels for each primary-rate access.

1997

345

23

1.7
79

116

15.0

209,295

56
21
25

52

47

59

bl

)
18
95

249

14

2

Supervisory
hoared conte

Lo

Further
infnrmation

-

-
D

()

-

ND



The 2001 financial year -
an Overview.

* International presence and market leadership in the mobile

communications sector

Strong subscriber growth and new content at T-Online

Market success of T-DSL

Consistent implementation of the new company structure

Acquisition of
VpiceStreamy
Powertel

T-Hoblle

T-Online

Markst success
of T-DSL

T-[SDN

T-Systems

Restructuring of
Group Board »f

Management

Developing international presence and market leadership in the mobile com-
munications sector. The acquisitions of the US mobile telephone companies
VoiceStream and Powertel were completed in June 2001, thereby creating the first-
ever transatlantic GSM mobile communications provider. In April 2001, we acquired
the majority shareholding in RadioMobil, the second largest mobile communica-
tions operator in the Czech Republic. In the second quarter of 2001, our subsidiary
T-Mobile won back market leadership in the German mobile telecommunications
industry, achieving a market share of more than 41 percent by the end of the year.

~ In order to establish the T-Mobile name as a global brand for mobile communica-

tions, a brand migration process of the majority shareholdings operating in the
mobile communications sector was initiated in 2001.

Strong subscriber growth and new content. By the end of the year, the number
of T-Online customers had risen to around 10.7 million, a subscriber growth of
more than 35 percent compared to the previous year. T-Online thus expanded its
position as one of Europe’s largest Internet service providers in terms of subscrib-
er base and revenue, The expansion of the portal business was continued in
2001 with the presentation of new portals in such areas as news, travel, informa-
tion and automobiles. The broadband T-Online Vision portal, which was launched
in the summer of 2001, has been providing an attractive and high quality range
of services along with innovative interactive opportunities since the first quarter
of 2002.

Broadband technology for fast internet access. With around 2.2 million, the
number of T-DSL lines sold more than trebled by the end of 2001 compared to
the previous year. Deutsche Telekom was therefore successful in its strategy of
further expanding this business area, which has a very promising future. The
number of customers using T-ISDN channels increased by 17 percent over the
previous year, which was primarily due to bundling the service with T-DSL.

Consistent implementation of the new company structure. February 2001 saw
the coperational launch of T-Systems, Eurcpe’s second largest system solutions
provider. T-Systems is represented in more than 20 countries and offers classical

IT and telecommunications services from a single source to key accounts through-

out the world, as well as providing integrated solutions from the IT and telecom-
munications convergence area. The restructuring of the Group's Board of Manage-
ment in May 2001 primarily resulted in management responsibility for the four
divisions being concentrated into two Board of Management departments: “CS”
{for T-Com and T-Systems) and “MO” {for T-Mobile and T-Online). This clearly de-
fines management responsibility for business operations within the Group’s Board
of Management and ensures cross-divisional cooperation within the Group.
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The economic environment.

Sluggish global economic activity

Growth slowdown in Germany

Telecommunications market grows by 4.7 percent

German telecommunications market subject

to extensive regulation

Global economy

GDhp

Purchasing power

Inflation

Restrained global growth. The global economy continued to grow slightly in
2001, the formerly robust growth coming to a virtua! halt in the course of the
year. The weakness of the economy was particularfy marked in the Asian region
due to the fall in demand for IT. Rising oil prices, the fivestock epidemics in Europe
and the terrorist attacks of September 11, 2001 in the USA also had a negative
impact on the economy. The USA is in recession after years of strong growth,
while the economies of Central and Eastern Europe are showing more positive
development in comparison and China is even reporting robust growth.

According to OECD information, the USA's gross domestic product (GDP)* grew
by a mere 1.1 percent in 2001, With a growth in GDP of 1.6 percent, the econo-
mies of the EU member states experienced stronger growth than the USA - albeit
much weaker than in the previous year. Both regions suffered from major eco-
nomic slumps.

Economic slowdown in Germany. Parallel to global development, economic ac-
tivity has also come to a virtual standstill in Germany. Following 3.0 percent growth
in 2000, GDP increased by a mere 0.6 percent in 2001, one of the weakest growth
rates since German unification. Investment activity slumped due to a crisis in in-
vestor confidence, triggering a recessive trend in Germany.

The economic downturn was accompanied by increases in net wages and sala-
ries. Disposable income - i.e., private households’ purchasing power - increased
by 3.6 percent (compared with 2.8 percent in 2000}, At the same time, private
consumer spending increased by 3.2 percent in 2001, i.e. at a lower level than
disposable income. Consequently, the savings-income ratio of private house-
holds increased for the first time in 10 years,

In January 2002, consumer prices rose by 2.1 percent compared with the level in
January 2001, This was attributable to the seasonal upsurge in food prices and
the tax increases at the beginning of the year. Without these factors, inflation in
January would have continued to drop, at 1.6 percent. In contrast, telecommuni-
cations charges declined by 5.8 percent, mainly due to intense competition in
mobile communications. In January 2002, using a mobile telephone was 8.0 per-
cent cheaper than one year ago.
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Telecommunications market grows by 4.7 percent. According to information
from the European Information Technology Observatory (‘EITO 2002"), the Ger-
man telecommunications market - Deutsche Telekom's core market - grew by
around 4.7 percent to around EUR 64.7 billion. The size of the market in the pre-
vious year was adjusted to EUR 61.8 billion in 2001, Deutsche Telekom's domestic
revenue rose to EUR 35.1 billion in 2001, an increase of 5.8 percent compared to
2000. With an imputed market share of 54.3 percent in 2001, Deutsche Telekom's
share of the relevant domestic telecommunications market increased slightly com-
pared to the level of 53.7 percent recorded in 2000. This is largely attributable to
robust growth in the mobile communications and online segments.

In the fourth year since the liberalization of the German telecommunications mar-
kets, competition continues to increase. Despite the consolidation apparent in the
German telecommunications markets during the second half of 2001, the growth
in subscriber bases and traffic volumes and the increasing number of companies
and employees in this sector all underscore the vital role of the German telecom-
munications market, both in Europe and worldwide.

By the end of 2001, a total of 431 ficenses for voice communications had been
awarded to operators with their own networks. At the end of 2001, these includ-
ed 240 companies that provide voice telephony services and just over 90 provid-
ers with their own long-distance or subscriber-line networks, while the rest oper-
ate as reseliers. The number of telecommunications services providers has now
risen 1o a total of more than 2,000 companies.
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Declining subscriber growth in the mobile communications sector. According
to information provided by the German Regulatory Authority for Telecommunica-
tions and Posts (Regulatory Authority), the increase in domestic subscriber figures
in 2001 was less marked than in previous years. The increase in 2001 amounted
to about 8 million subscribers with a total of 56.3 million using the four German
mobile communications networks D1, D2, E1 and E2 at the end of the year.
T-Mobile Deutschland GmbH closed the 2001 financial year as the market leader,
with a market share of more than 41 percent in terms of customer figures. We are
steadily nearing market saturation in mobile telecommunications in Germany, with
a penetration rate of 68.6 percent (58.8 percent in the previous year). The stag-
nating subscriber growth can be attributed to the reduction in the subsidies for
handsets in the prepay area among other reasons. In comparison with other Wes-
tern European countries, however, Germany was top of the listin 2001 in terms
of subscriber growth, followed by italy, the UK and France. Germany's penetra-
tion rate is now coming into line with that of leading western European countries
in this area, such as ltaly.

WWW'’s continuing popularity. According to information provided by the Regu-
latory Authority, almost half of the over-14 age group in Germany use the Internet
(47 percent or 30 million people). Besides Internat use at home, other areas from
which the Internet is accessed include the workplace and schools, Of those people
accessing the Internet for purely private use from their own homes, 31 percent
used the World Wide Web. Five percent of households already use a broadband
Internet connection such as T-DSL to enable faster access to the Internet, '

Convergence of information and telecommunications services. Globalization
and convergence are currently changing the information technology markets.
These developments are being driven by the increasing number of global alli-
ances, partnerships and company mergers and the growing integration of econc-
mic regions. The fundamental restructuring of traditional business processes into
networked value-added structures is leading to increasing convergence of infor-
mation technology {IT) and telecommunications (TC) activities. The key to the
success of T-Systems is therefore the fact that it has positioned itself in the IT/TC
convergence and e-business markets. The convergence business has the poten-
tial to become one of the major growth engines in the IT/TC markets, with excep-
tional rates of growth.

Established competition in the German telecommunications market. Compe-
tition in Germany has continued to increase in the fourth year since the liberaliza-
tion of the telecommunications markets. In February 2001, at a request submitted
by Deutsche Telekom, the market for telephone calls from Germany to Turkey be-
came the first end-user market to be exempted from regulation by the Regulatory
Authority. The Regulatory Authority addressed the ongoing discussion on the de-
regulation of further market segments in its April 2001 policy paper on the sub-
jects of market demarcation and dominance. In August 2001, during continuing
discussions on this paper, the Regulatory Authority also raised the possibility of
exempting Deutsche Telekom from regutation in the long-distance voice telephony
market.

o
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The European Union (EU) has developed a new legal framework for operating in New EU directives
the communications markets. §t is anticipated that the new directives will be for-

mally adopted at the beginning of 2002 and incorporated into national law in the

member states by May 2003. In the future, the new EU regulatory framework will

be applied to all communications markets, with regulatory intervention being

limited to the extent required to maintain effective competition. The new regulato-

ry framewaork also grants powers to the EU Commission in respect to national

regulatory procedures including, in particular, the right to make the final decision

with respect to the determination of market dominance.

Deutsche Telekom’s major rate decisions and the core services offered to com-

petitors and end users are still subject to approval. The Regulatory Authority and The requlator's
various other government bodies continued to take numerous important regula- decisions
tory decisions in 2001. In chronological order, these are, in particular:

- The cessation and temporary re-introduction of the formal procedure for review-
ing the charges for T-DSL, Deutsche Telekom's fast Internet service;

- The obligation to make local network capacity available to resellers and network
operators under the so-called resale offer;

- The decision to introduce so-called element-based charging for calculating in-
terconnection rates;

- The obligation to obtain approval for charges for a part of the business custom-
er range of services for closed user groups (Telekom Virtual Private Network),
which has been on the market since 1995;

- The establishment of a new price cap model to regulate all standard rates for
fines and call services for end users.

Deutsche Telekom and/or its competitors have lodged appeals against several of
these rulings. in December 2001, the Monopoly Commission presented its spe-
cial report, published every two years, on the status of competition in the telecom-
munications markets (in accordance with § 81 (3) of the German Telecommuni-
cations Act (Telekommunikationsgesetz - TKG). Despite established competition,
the Monopoly Commission used the market consolidation apparent in the German
telecommunications markets since the second half of 2001 as an opportunity to
again make no proposals for reducing the high degree of regulation. At the up-
stream services level, workable competition in the areas of traffic terminating in
foreign networks and leased lines in the long-distance sector has been estab-
lished by the Monopoly Commission.
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Development
of business in 2001.

* Revenue increases to EUR 48.3 billion

* Proportion of international revenue rises to 27 percent

by acquisitions

Consolidated balance sheet structure affected

19 percent to EUR 11.9 billion

Net revenue

Net cash provided by operating activities increases by

Strong increase in revenue. During the 2001 financial year, Deutsche Telekom
generated net revenue totaling EUR 48.3 billion. This represents an increase of
18 percent compared with the previous year. The level of revenue from interna-
tional business in relation to net revenue in the Group rose from about 19 per-
cent to over 27 percent. VoiceStream/Powertel contributed to this increase, at

EUR 2.8 billion.

‘Net reir“éhue by dh\/i.éi'on‘,”

{billions of €) L

LA e e e 2001

TCom 19.4
" T-8ysterns 1.2
T:Mobilg * 130
, TOnline : R 13

Other3 : ' B 34

Total o [as]

2000 Change? 1999

202 40% 216 -

84 325% 60
e MB% T 52

10 289%. 08

23 495% 149

409 18.0% 355

- 1in the 2001 financial ysar Deutsche,TeIekom rebrgahized its business activities according to the
4pillar strategy and has since run its business in four strategic divisions. Figures for previous

years have been adjusted accordingly.

2 Changes in percent based on more pracise million figures.

3 "Gther” contains not orily Group headquarters and central service areas; but also some-foreign

‘subsidiaries (in particutar MATAV, Slovenské Telekomunikdcie, HT-Hvratske telekomunikacije).
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The increase in net revenue resulted mainly from growth in the T-Mobile and
T-Systems divisions. T-Mobile’s net revenue rose by EUR 4.0 billion in the year un-
der review, driven by the continuous increase in mobile subscriber numbers and
the consolidation of VoiceStream/Powertel and RadioMobit. As for T-Systems,

the major contributors ta revenue growth were the first full-year consolidation of
T-Systems [TS (formerly: debis Systemhaus) and the positive development of the
business conducted with national carriers. T-Online also recorded a strong increase
in revenue largely as a result of continuing growth of its subscriber base, increased
usage across all tariffs and extensive expansion of its portal business. in the T-Com
division, the sale of the North-Rhine Westphalia, Hesse and Baden Wiirttemberg
cable companies, the fact that mobile calling is replacing fixed-network calling
(especially in the “City” zone) and competitive influences contributed to a fall in
revenue. The revenue growth in the segment “Other” is primarily attributable to
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Goods and services

increased revenues at MATAV (particularly in the mobile communications segment),
the effects of consolidating Slovenské Telekomunikacie and the Macedonian
Maktel for the first fuil year and the full consolidation of HT-Hvratske telekomuni-
kacije in the fourth quarter of 2001.

Result after taxes amounts to EUR -3.5 billion. Deutsche Telekom reports a net
loss of EUR 3.5 billion for the 2001 financial year, compared with a previous year
net profit of EUR 5.9 billion. These changes are attributable to the increase of
EUR 2.2 billion on the previous year in amortization {especially of goodwill and
UMTS licenses) and net financial expenses of EUR 5.3 billion, which in 2000
(EUR 1.2 billion) had been boosted by the sale of WIND shares (EUR 2.3 billion).
Furthermore, the previous year’s result was influenced significantly by several one-
time contributions to revenue {in particular, the tax-free sale of shareholdings in
Global One, proceeds recognized as income from the flotation of T-Online Interna-
tional and other associated companies, and the sale of shares in the North-Rhine
Westphalia and Hesse cable companies). In the period under review, positive contri-
butions came mostly from the sale of shares in Sprint and the Baden Wrttemberg
cable company (including other additional regional cable companies) and could
not match the comparably high figures of fast year’s contributions. The consoli-
dation of the newly acquired VoiceStream/Powertel companies had the effect of
reducing earnings by EUR 2.8 billion (including EUR 0.9 billion for amortization
of goodwill).

Goods and services purchased increased by EUR 1.5 billion to EUR 13.5 billion com-
pared to the previous year, which is primarily attributable to changes in the com-
position of the Deutsche Telekom Group. It was partially offset by the lower level of
terminal equipment purchased in Germany and the drop in the network access
charges in the international carrier sector. The number of employees increased by
36,628 (averaged over the year) compared to the previous year. Deutsche Telekom
thus employed an average of 241,660 people in the 2001 financial year. This increase
was largely the result of the changes in the composition of the Deutsche Telekom
Group that occurred during the period under review (in particular VoiceStream/
Powertel) along with the first full-year consolidation of the previous year's acquisi-
tions (primarily T-Systems TS, formerly: debis Systemhaus and Stovenské Tele-
komunikacie). These changes, together with collectively agreed wage and salary
adjustments (adoption of a performance-promoting and market-based pay struc-
ture) largely contributed to the increase in personnel costs by EUR 2.4 billion.
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Real estate revaluation completed. Work to review the value of land belonging
to Deutsche Telekom AG was completed during the 2001 financial year. The new
valuation approach was the result of the new disposal-oriented real estate strategy
adopted at the end of 2000. Along with aimost 500 Deutsche Telekom staff, ex-
ternal accounting and real estate experts reviewed more than 11,000 plots of tand

comprising around 30,000 lots and subjected these to a critical value assessment.

The assessment led to a replacement value for the whole portfolio of around
EUR 5.5 billion, which necessitated a write-down for the 2001 financial year of
EUR 0.5 billion compared to the net carrying amounts, This is on top of valuation

adjustment totaling approximately EUR 2.0 billion implemented in previous years.

The new net carrying amount of the real estate portfolio, totaling around EUR 4.1
billion, does not reflect hidden reserves, i.e., the upward valuation ¢f a consider-
able number of real estate items - as established in the revaluation process - com-
pared to the balance sheet carrying amount. At the end of the revaluation project,
these hidden reserves (i.e., individual cases where today's replacement value
exceeds the net carrying amount) total approximately EUR 1.4 billion, These may,
however, not be recognized for balance sheet purposes in accordance with
German GAAP.

Compared to 2000, overall depreciation and amortization increased by EUR 2.2
billion to a total of EUR 15.2 billion, with depreciation of intangible assets increas-
ing by EUR 3.5 billion to a total of EUR 5.7 billion during the year under review.
This increase is on the one hand attributable to amortization of licenses, mainly
due to the amortization of mobile communications licenses held by VoiceStream/
Powertel (EUR 0.7 billion) and by the first full-year amortization of UMTS licenses.
On the other hand, amortization of goodwill increased by EUR 2.4 billion to a
total of EUR 3.7 billion. This includes the amortization of VoiceStream/Powertef
goodwill (EUR 0.9 billion), as well as approximately EUR 1.0 billion in respect of
the nonscheduled write-downs on goodwill of DT Mobile Holdings Ltd./One 2 One
and max.mobil. following the decision taken in 2001 to initiate a brand migration
strategy in the mobile telephony subsidiaries. Depreciation of property, plant and
eguipment declined overall in the year under review (2001: EUR 9.5 billion; 2000:
EUR 10.8 billion), which in 2000 included the nonscheduled write-down on real
estate in the form of a valuation adjustment (EUR 2.0 billion). Conclusion of the
real estate revaluation resulted in a write-down of EUR 0.5 billion for 2001. Depre-
ciation of property, plant and equipment increased largely due to the expansion
of the Deutsche Telekom Group during the period under review, as well as to the
depreciation from companies in their first full year of consolidation.

Other operating expenses increased by around 17 percent, largely as a result of
higher costs for advertising gifts/commissions and increased rental and leasing
expenses due to changes in the Group’s composition (particularly VoiceStream/
Powertel). This increase was also brought about by greater losses on accounts
receivable and provisions for doubtful accounts (primarily bad debt losses in re-
spect of carriers) together with higher costs for maintenance and repairs. This
was offset mainly by lower levels of loss from the disposition of noncurrent assets,
the major contributors last year being the costs for scrapping outside plant equip-
ment and the sale of Eurobell {Holdings) Plc.
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Financial income

{expense). net

T-Com

T-Systems

T-Mobils

T-Onling

Net financial expense in 2001 was EUR 5.3 billion, compared with EUR 1.2 billion
in the previous year. A major cause of this increase in expenses is the significant
reduction in the income related to the associated company DT-FT Halian Holding,
which included proceeds from the sale of the WIND shares (EUR 2.3 billion) in
the previous year. Another reason is the increase in net interest expense due to
the increase in financial liabilities in 2001 and the financing of the UMTS licenses.
On the other hand, the interest income from debt securities and long-term loans
declined following the sale of special security funds in 2000. Furthermore, increased
write-downs on financial assets (including write-downs on the net carrying
amounts of shareholdings in France Telecom of EUR 0.3 billion) alsc contributed
to the negative financial results.

Income shifts among the segments. Before tax, income of the T-Com segment
totaled EUR 3.2 billion, a EUR 1.2 billion decrease compared to the pravious year.
This is largely the result of the one-time proceeds from the sale of the North-Rhine
Westphalia and Hesse cable companies in the previous year (EUR 3.0 billion)
with similar income in the period under review only amounting to EUR 1.0 billion
in respect of the sale of the Baden Wiirttemberg cable company and other region-
al cable services companies. The decrease in depreciation and amortization had
a positive effect on the results of this segment in 2001, as depreciation in the
previous year had been impacted by a nonscheduled write-down on outside
plant equipment (EUR 1.0 billion). The improvement in net interest expense also
had a positive effect on the results. In contrast, the deterioration in the income
relating to subsidiaries, associated and related companies (particularly due to
write-downs on financial assets and declining income from shareholdings), price-
related measures and competitive influences had a negative impact on the re-
sults of the segment.

The development of results from the T-Systems segment were largely influenced
by the proceeds from the previous year’s sale of shares in Global One (EUR 2.9
billion) for which there was no corresponding amount in the period under review.
Increased depreciation and amortization resulted from the effects of consolidat-
ing T-Systems ITS (formerly: debis Systemhaus) for the first full year. This was
partially offset by improved net interest expense and increased contributions
from operating results.

The drop in income before taxes at T-Mobile stemmed primarily from the sharp
increase in depreciation and amortization, along with a higher level of net inte-
rest expense. These influences were particularly associated with the acquisition
and consolidation of VoiceStream/Powertel. Furthermore, the first full-year amor-
tization of UMTS licenses and the nonscheduled write-downs on goodwill within
the brand migration process had a negative impact on depreciation and amorti-
zation. This was partially offset by a marked improvement in earnings before inte-
rest, tax, depreciation and amortization (EBITDA), which was largely attributable
to the sustained growth in the mobile communications subscriber base.

in 2000, income before taxes in the T-Online segment was above ail influenced
by the proceeds from the T-Online International AG flotation, there being no simi-
larincome in 2001, if this special influence is taken out of consideration, the re-
sults from this segment are approximately the same as in the previous year.
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In 2001, as in 2000, the results in the “Other” segment have been affected by se=  Gther
veral special influences. For 2001, these include in particular the proceeds from

the sale of the Sprint shareholdings and write-downs on financial assets. The

special influences in the previous year comprised the proceeds from the sale of

the WIND shareholdings, losses from the disposition of noncurrent assets and

the increased additions to accruals. At the end of the period under review, income

before taxes had risen by EUR 0.4 billion to EUR 1.6 billion. An improved level of

income before taxes at MATAV, the first fuil year consclidation of Slovenské Tele-
komunikécie, and the full consolidation of HT-Hvratske telekomunikacije {from

November 2001} also contributed to this result.

" "Key figures for group segments in 20017 -

{biflions of €}

Net income Income Change ~ Employees®
revenue? before taxes before taxes ‘ i

2001 2001 2000 2001
T-Comn ' 26.1 32 -, 4.4 1.2 117,655
TSystems 138 03 .25 28 41,528
¢ T-Mobile . - ' 146 6.4 2.4 40 30,124
T-Online : 14 02 . 28 28 3,008
Other* , 80 16 12 04 49345
- Reconciliations - .. 158 04 20 16 -

Total ‘ . @3 25 63 88 241,660

"t (he'2001 financial year Deutsche Telekom reorganized its business activities according- to‘the
" 4piiar strategy and has since run its business in four strategic divisions. Figures for previous
years have been adyusted accordingly..-

2 Net revenue plus revenue from business with other sectors
3 Average figures for the year. '

-440ther” contains not only Group headquarters and central service areas, but also some forelgn
“subsidiaries {in particular MATAY; Slovenské Telskomunikécie, HT-Hvratske telekomunikacije).

5 ltems to be reconciled 'mairyy relate to consolidation measures and nonscheduled write-downs
‘on real estate (2001: EUR -0.5 billion; 2000: EUR -2.0 billion). -

Annual financial statements of Deutsche Telekom AG. Corporate groups with
international activities are increasingly focusing their reporting on the consolidat-
ed financial statements. However, in Germany, the dividend paid to shareholders
is based on the annual financial statements of Deutsche Telekom AG. For this rea-
son, the annual financial statements of Deutsche Telekom AG are presented in
summarized form below.

Deutsche Telekom AG's balance sheet total increased significantly by EUR 15.5 Balance sheet total
billion to EUR 128.5 billion, largely as a result of the acquisition of the US mobile of parent company
communications company VoiceStream/Powertel (EUR 2.9 billion) and the increase

in receivables from subsidiaries {EUR 8.6 billion). The equity ratio also rose from

approximately 33 percent to approximately 35 percent. Deutsche Telekom's net

revenue decreased slightly by EUR 0.6 billion, but improved income relating to sub-

sidiaries, associated and related companies from the dividends of T-Mobile Inter-

national AG, Bonn and DT-FT Italian Holding GmbH, Bonn meant that income be-  Resuit of Deutsche
fore taxes was positive, Foliowing deduction of taxes of EUR 0.7 billion, net income Telekom AG
amounts to EUR 6.6 billion.




Summary of the financial statements of Deutsche Telekom AG
Statement of income
{billions of €)

Net revenue

Changes in inventories and other

-own capitalized costs
Other operating income
Goods and services purchased
Personnel costs .
Depreciation and amortization
Other operating costs
~ Financial income {expense}, net
~ Income before taxes
Taxes
Income after taxes

‘Balance.sheet.
- (piionsof€)

Property, plant and equipmen,

"and intangible assets
Financial assets
Noncurrent assets

Iventories, materials and supplies

Receivables and other assets
Liquidassets ~ © . -
Current assets
" Deferred 1éxation

Prepaid expenses

Total assets

Sharehoiders’ e‘duityi

of which: unapproriated net income

- Accruals
Liabilities .
Deferred income

Total shareholders’ equity and liabilities

2001

213

05
54
7.2
6.8
6.0
96

37’

73
0.7
6.6

Dec. 3i s
2001

384
734
11.8
08
144

13

16.3
0.0

S 04

128.5
46.6
34

73.1
0.1
128.5

87 r oo

2000

05

6.8
7.3
6.7
85
97
6.0
34
0.2
33

04

113.0
388
20

66.4
ot
113.0

The:annualfinancial statements of Deutsche Telekom AG which have an ungualified audit
opinion from PwC Deutsche Revision Aktiengeselischaft Wirtschaftsprafungsgeselischaft-and
Emst & Yong Deutsche Aligemeine Treuhand AG Wirtschaftsprifungsgeselischaft are published
in the Federal Gazette {Bundesanzeiger) and filed with the Commercial Registry of the Bonn
District Court. The annual financial statements are available upon request from Deutsche
Telekom, Investor Relations, Postfach 2000, D-53105 Bonn, Germany, fax +49228 181-88009.
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EUR 0.37 dividend per share. The Supervisory Board and Board of Management
propose, subject to approval at the shareholders’ meeting, to pay a dividend of
EUR 0.37 per individual no par value share on the dividend-bearing capital stock.
The so-called Halbeinklnfteverfahren, the procedure in Germany whereby the in-
come derived from share-based investment funds is halved for tax purposes pur-
suant to the German Law on Tax Reductions, is to be applied to Deutsche Telekom
AG shares from 2002 onwards. Accordingly, in contrast to previous years, share-
holders who are fully subject to domestic taxes are no longer entitled to imputa-
tion credits.

Consolidated balance sheet structure affected by acquisitions and investments.
In Deutsche Telekom’s consolidated financial statements, the balance sheet total
increased by 32.5 percent, i.e., EUR 40.4 billion, to EUR 164.6 billion in the 2001
financial year. The increase in the Group's assets stems almost exclusively from
changes in noncurrent assets (in particular, increases in intangible assets) and the
acquisition and full consolidation of VoiceStream/Powertel. This is also the main
reason for the increase in equity by EUR 23.6 billion, to a total of EUR 66.3 bi-
lion. The equity ratio increased from approximately 33 percent at the prior balance
sheet date to approximately 39 percent, excluding proposed dividend payments.

'Balané.esheetsh'ucture"' :
Assets - .
. {bvilions of €} -

1997

1998 1999 2000
0.7 09 16 ‘16.5 39.4 &/ Licenses, concessions and
) . : ) ) T simitar rights, advance payments
02~ 02 134 193 . 406  © Goodwil
602 654 670 708 667 W Propenty plantand equipment,
. and financial assets
12.2 11.9 11.7 16.7 17.0 Current assets
09 09 09 08 09 B Otherassets
83.2 78.3 94.6 124.2 164.6 Balance sheet total
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Liabilities
{billions of €}

&

1897

248

16

510,

-

1998 1999 2000

251 37 427

83, 93 14

459 496 701

793 sk . 1242

2001

66.3

RET.VR
199

9846

W Shareholders'equity

% Accruals

B Other iabilies -

Balance sheet total

Debt level at EUR 67.0 billion. During 2001, financial liabilities rose by 11.1 per-
cent on their position at December 31, 2000. This increase was largely the result
of the financing for the acquisition of VoiceStream/Powertel and the first full-year
consolidation of this holding during the period under review. The financial liabili-
ties are partially offset on the assets side by liquid funds, noncurrent and market-
able securities, and interest rate and cross currency swaps (reported under other
assets) amounting to a total of EUR 4.9 billion.
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: 00 financial statements

High investments in 2001 due to acquisitions. In 2001, Deutsche Telekom in-
vested EUR 37.7 billion, which is EUR 5.4 billion less than in the previous year.
Additions related to goodwill, totaling EUR 24.7 billion, were almost exclusively
due to the new consolidation of VoiceStream/Powertel and accounted for the
major part of such investments, Increases in investment in property, plant and
equipment, amounting to EUR 9.8 billion (2000: EUR 7.6 billion), relate primarily
to sefting up and expanding the networks of T-Com and T-Mobile. Additions to
financial assets in the amount of EUR 1.8 billion were well under the level of the
previous year (EUR 12.4 billion), the latter comprising, in particular, the initial
EUR 5.6 billion investment in VoiceStream and the book-entry additions to DT-FT
Italian Holding in connection with the sale of the shareholdings in WIND.

Substantial rise in net cash provided by operating activities. Cash-flow from
operating activities increased in 2001 by EUR 1.9 billion to EUR 11.9 billion. Tak-
ing into consideration the increase in net interest payments of EUR 1.5 billion,
cash generated from operations rose by EUR 3.4 billion to EUR 18.3 billion. This
positive development was achieved mainly by means of normal operating activities,
and was supported in the fourth quarter of 2001 by a tax rebate. The increased
operating result more than met the increased financing costs, and investments in
property, plant and equipment could be covered in full. The difference in the de-
velopment as compared to the Group's results, which dropped EUR 8.4 billion
from the prior year, is principally due to high positive income effects during 2000,
which resulted from financing activities (proceeds from the flotation of T-Online)
and investment activities (sale of shareholdings in Giobal One and the North-Rhine
Westphalia and Hesse cable companies), or which had not yet had any effect on
cash flows (sale of WIND stock). Net cash used for investing activities in 2001
shows a level of EUR 22.3 billion below the previous year's level. This is due pri-
marily to the purchase of the UMTS licenses in the previous year and the cash
inflows in 2001 from the sale of the Sprint shareholdings, the disposition of the
Baden Wiirttemberg cable company and the sale of receivables (asset backed
securities transaction). Net cash used for financing activities totaled EUR 4.8 bil-
lion in 2001. Aiong with the payments of dividends, the major cause of this is
the reduction of debt in 2001, During the previous year, net cash provided by
financing activities amounted to EUR 17.8 billion, primarily resulting from the
wide-ranging long-term finance activities (including financing for acquisition of
UMTS licenses) and the inflow of liquid funds from the flotation of T-Online
international AG.

Statement of cash flows (summarized) .

(billions of €) L .
2001 2000 1699
Cash generated from operations 163 129 122 .
Net.cash provided by operating activities 119 10.0 9.6
Net cash used for investing activities 5.4 217 -18.7
Net cash provided by/used for financing activities 4.8 178 8.0
Effects of foreign exchange rate changes 0.0 £.0 01
Net increase/decrease in cash and cash equivalents 1.7 G -1.2
Cash and cash equivalents {short- and fong-term) 29 19 1.2
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Purchasing.

* Reorganization of the global purchasing system

* Successful implementation of online auctions

* Internationalization of purchasing

Purchase volume

{ntegrated
purchasing
organization

eBest

The consistent exploitation of potentials for increasing efficiency and reducing
costs in the area of Deutsche Telekom’s global purchasing is an important factor
in improving the competitiveness and increasing the market value of the Company.
Total expenditure for goods and services amounted to EUR 20.2 billion in 2001,
This is an increase of 35 percent compared to the previous year and is mainly
attributable to a higher volume of the Company’s purchases along with purchas-
es by the subsidiaries and associated companies newly acquired in 2001. The
level of purchasing volume in relation to net revenue in the Group increased from
37 percent to 42 percent. In 2001, the divisions T-Mobile and T-Com accounted
for the highest volume of purchases, more than half of the total purchase volume.
The total purchase volume also includes GMG Generalmietgeselischaft (formerly:
DeTe Immobilien) with expenditure of almost EUR 1 billion in respect of construc-
tion work, buildings maintenance and services. Significant savings were achieved
through a number of targeted cost reduction measures carried out in conjunction
with our suppliers. [n doing this, we also supported our suppliers by analyzing
cost structures and assisting them in their ongoing optimization measures to im-
prove their competitiveness in the global market.

Organizational changes in the purchasing units also became necessary last year
after the Company was restructured based on divisions. The objective here was
to strategically re-focus the global purchasing organization in order to integrate
decentralized purchasing responsibilities, with centralized responsibility for pur-
chasing synergies. This new, “integrated” purchasing organization now uses a
global product-group and supplier management approach, in which one division
takes global purchasing responsibility for a specific product group. This Jead-
buyer concept makes it possible to achieve group-wide bundling effects, techni-
cal standardization and the optimization of purchasing processes.

This cross-divisional cooperation is based on group-wide purchasing tools, such
as the e-procurement system, eBest, which has already been used by more than
13,000 clients within the Company for more than 100,000 electronic orders. Ini-
tial calculations for the profitability of this technology have been exceeded. A fur-
ther step will be the complete electronic integration of strategic suppliers into the
system (from ordering and delivery to invoicing). Along with cost and knowledge
management, B2B is therefore a further factor in the ongoing development of the
group-wide purchasing strategy and serves to safeguard and improve Deutsche
Telekom'’s global competitiveness.
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In line with the 4-pillar strategy, T-Com’s purchasing activities have become increass  1-Com
ingly international with the aim of creating further synergies. Cross-divisional pro-
jects and joint projects of T-Com companies have enabied the Deutsche Telekom
Group to make significant savings. The newly created lead-buyer structure means
that, in addition to the purchase of network technology and network components,
the new division T-Com is also responsible for supplying the entire Group with
non-production materials. The continued implementation of the eBest electronic
procurement system on a group-wide basis throughout 2001 also resulted in clear
bundling advantages in this purchasing sector. Furthermore, more than 20 online
auctions for appropriate product groups have led to further improvements in pro-
cesses and cost reductions. T-Com will continue to expand its international pro-
curement network next year and will step up the use of e-procurement on an in-
ternational basis.

The commercial preparations for the introduction of third generation mobile com-
munications (UMTS) have been carried out in close coordination with the com-
panies within the T-Mobile Group. This can also be seen in the international pur- T-Mobile
chasing structure implemented within T-Mobile International, which supported the
T-Mobile Group with regard to the cooperation activities between all its affiliates
and joint ventures, and also helped to integrate new acquisitions. The main focus
here was on analyzing, identifying and implementing the available potential for
synergies in order to create added value for the T-Mobile Group in terms of pro-
ceeds and to recognize the potential for cost reduction within the Group. Syner-
gies were achieved, particularly in the areas of purchasing activity coordination
regarding the 2nd and 3rd generation mobile communications system-platform
harmonization, IT software, SIM cards and value-added services. Increased auto-
mation efforts at transport and storage service providers also helped to reduce
considerably logistics costs in the year under review.

The main aims in the creation of T-Systems International were to integrate T-Systems ~ T-Systems
ITS (formerly: debis Systemhaus) and to realize the anticipated synergy benefits

resulting from this integration. The purchasing system was also reorganized in

line with this restructuring exercise. In addition to the procurement of goods and

services for T-Systems International, the purchasing department is also respon-

sible for bundling and satisfying the |T requirements of the entire Group in terms

of hardware, software and services. The creation of 12 company-wide teams to

deal with the main [T suppliers has already resulted in significant savings.

The procurement process within T-Online has been restructured with a completely  7-Ontine
international focus. The fact that T-Online International AG belongs to the Deutsche

Telekom Group means that it can share in the benefits resulting from the large

volumes purchased by Deutsche Telekom from external suppliers and take ad-

vantage of the existing agreements between suppliers and the Deutsche Telekom

Group.




Research and development.

Innovation network and innovation management

* Innovation strategy - Mega-themes - Processes

T-Systems - individually tailored, innovative solutions

T-Venture as an engine of innovation for

Deutsche Telekom’s divisions

Innovation strategy

Mega-themes

Global Mobility

Global Seamless
Networks

Praduct iHscycle

management

R&D cost

The new strategic focus of the Deutsche Telekom Group has also been consistent-
ly implemented in the area of inngvation management. Research and Development
has been developed into a network of innovation units within the strategic divi-
sions and at Group headquarters. This development was operationally backed by
T-Systems, working in conjunction with companies, research institutes and univer-
sities. The innovation process was run by the central Innovation Management de-
partment at Group headquarters and by the product innovation departments in
each of Deutsche Telekom's four divisions. The main components of the innova-
tion process included the following:

~ The innovation strategy, by means of scenarios, indicates the challenges and
opportunities that exist between new technologies and emerging markets and
at the same time shows the business potential available for the Deutsche Telekom
Group in the period 2005 to 2010. This cross-divisional, long-term approach
allows synergy potentials to be identified at an early stage;

~ The Mega-themes, on the basis of the innovation strategy, place more detailed
attention on selected areas relevant to the Company's business, The requirements
of future services were reviewed and developed into prototypes. Finally, each
mega-theme was implemented by means of a pilot project. The main topics in-
cluded “Global Mobility” (mobile, broadband access to the Internet using hybrid
radio communications networks; an internal pilot project in operation since the
end of 2001) and “Global Seamless Network” (a seamless, fully optical trans-
portation network with flexible broadband access and automatic network confi-
guration). In addition to the mega-themes, new and interesting technologies
(such as “active networks”} are tested for their suitability for deployment in so-
called “future projects”;

- Product lifecycle management promotes the value-oriented management of the
product portfolio, enables new products to be created in an optimum manner in
terms of costs and time, and also provides the process chain with consistent
product information. The basis for this is an [T-based product management
system.

The Company's 7,437 employees working in Research and Development have
developed an innovation network that interlinks the Group's innovative strengths.
Expenditure in 2001 of around EUR 0.9 billion created the conditions for success-
ful, innovative product development activities within the Company's divisions. For
example, in cooperation with partners such as the Heinrich-Hertz Institute, the Ger-
man Research Network (Deutsches Forschungsnetz), Siemens, Alcatel and others,
we demonstrated that data transmission at a rate of 1.28 terabits per second via
an installed optical fiber cable can be achieved, This speed permits the content of
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200 CDs to be transmitted within one second. This was not only a new record for
transmission speed, but also an important milestone in the development of broad-
band networks for new services.

479 patent applications were submitted in order to protect ideas and project results.
The use of a copyright management system as required following the liberalization
of the telecommunications markets was therefore continued in a consistent man-
ner, By the end of 2001, the number of industrial rights owned and strategically
implemented by Deutsche Telekom amounted to around 4,200,

T-Systems - individually tailored, innovative solutions. T-Systems developed
numerous innovative convergence solutions during 2001. Voice Commerce, for
example, enables information and service providers to make their Internet-based
products and services also accessible to mobile phone and telephone users. The
first application of this kind - “C@il*Find", which was developed in conjunction
with DeTeMedien and iImmaobilien-Scout-24 - went online at the beginning of
October 2001, With the streaming media application, audio and video content is
transmitted in real time from a central computer to a computer at the workplace
and may even be viewed throughout the download process. A continuous flow of
information (“stream”) is created. Many companies are taking advantage of this
kind of service to impart information to their staff.

T-Venture as an engine of innovation. T-Venture (T-Telematik Venture Holding
GmbH, Bonn), a fully-owned subsidiary of Deutsche Telekom, invests equity in
high-tech companies with innovative products and an above-average level of
growth potential in the TI.M.E.S. markets. Contrary to the general trend in the ven-
ture capital market, T-Venture continues to commit itself to innovation and growth
by establishing funds in Deutsche Telekom's strategic divisions. In the period un-
der review, a total of EUR 65 million was invested. The portfolio grew to inciude 58
direct shareholdings in companies and 9 indirect shareholdings in venture capital
funds in North America, Europe, Asia and Israel. In conjunction with the T-Venture
branches, these fund partnerships form a global network which affords Deutsche
Telekom early access to innovative technologies and business models in the
TIM.E.S. markets.

In 2001 new funds were established in order to create targeted synergies with the
four divisions of Deutsche Telekom. The investment focus of these funds is tailored
to the specific business segments of the divisions. Pioneering technologies can
thus be integrated into the strategy of the business unit at an early stage. The affi-
liates in turn benefit from license and cooperation agreements with the Deutsche
Telekom divisions and may take advantage of the company's image and market-
ing strengths. Initially, two funds were launched with a fund volume of EUR 100
million each: the T-Mobile Venture Fund (TMVF) and the T-Online Venture Fund
(TOVF). In 2001, TMVF concluded four direct investments and TOVF completed
two.

Supervisory
hnard seate

Convergence
solutions

Developing
the shareholding
portfolio

Synergy effects

Further
information




Employees.

* Almost a third of all the Group’s employees work

at our international subsidiaries

* The new job evaluation and pay system marks the end

of the line for the public services pay scheme

A new strategic focus for Human Resources

As one of the largest vocational training providers in Germany,

Deutsche Telekom is a forerunner in IT training

Number of
employess

fnternational

workforce

2001 was a year of new departures and a new strategic focus. The Group’s conver-
sion to an internationally successful telematics service provider has, in recent years,
been accompanied by an intensive restructuring process in terms of human resourc-
es, which has advanced considerably since the end of 1995, By the end of 2001,
the number of personnel, based on the group structure of 1995, had been reduced
by a total of 79,168, These job cuts were realized in a sccially acceptable manner,
and not on the basis of redundancy as a result of rationalization, In the same peri-
od, innovative site management and re-training has enabled 22,746 employees to
be transferred from Deutsche Telekom AG to expanding subsidiaries, associated
and related companies. In addition, more than 30,980 new staff have since been
recruited.

Shaping the change. There have been marked structural changes in the composi-
tion of the Group's workforce as a result of the varying market trends in the individ-
ual business sectors, the strategic restructuring of the Company into four divisions
and its consistent internationalization. This can most clearly be seen in the develop-
ment of employee figures.

At the end of 1995, the total number of employees throughout the Group amounted
to 213,467. Of these, only 6,862 worked for subsidiary and associated companies
and Deutsche Telekom AG had by far the greatest proportion of staff, with 206,605
employees. In the meantime, the number of employees throughout the entire Group
rose to 257,058 by the end of 2001, This corresponded with a decline in the num-
ber of employees at Deutsche Telekom AG 1o 124,328 and an increase in those at
the mainly domestic subsidiaries and associated companies to 40,951, By the end
of 2001, international acquisitions (above all VoiceStream Wireless/Powertel, MATAV,
Slovenské Telekomunikacie) and increases in shareholdings (e.g. in the Croatian
company HT-Hrvatske telekomunikacije) added a total of 91,779 employees to the
Deutsche Telekom Group. Of the 257,058 employees, 78,722 worked abroad. This
means that almost one-third of the Group’s employees work for our international
subsidiaries. Considerable integration tasks have been, and still are, necessary in
this respect.
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Employees in the Group!

Dec. 31, Dec. 31, Dec. 31,

2001 2000 1999

Deutsche Telekom Group 227,015 195,788
TCom 116,557 117,504 124,742
TSystems 42931 40,253 19,316
TMobile o 38025 . 19,186 13,076
TOnline 2,960 3010 1236

COter - . 56585 - 47062 36,518

't Number of employees at balancé sheet date.

New strategic focus. Deutsche Telekom’s Human Resources units were reorga-
nized in terms of strategy and structure in 2001. HR has become a business part-
ner for the Group's strategic divisions, and has now started on a qualitatively new,
future-oriented phase of personnel activities. The Deutsche Telekom Group fo-
cuses its personnel activities on five strategic areas:

- Managing diversity

- Recruitment, rightsizing & retention
- Total compensation

~ Managing skills & competencies

- Quality & eHRM

The aim of Human Resources is to develop differentiated personnel strategies
and tools - ones specific to the different business areas - in conjunction with the
four divisions. It is also important to enable a variety of international cuitures to
come together under one roof and to safeguard our global presence in a respon-
sible manner through good corporate citizenship.

We act in line with our philosophy that “skilled and committed employees, who Philosophy
are able to act according to entrepreneurial standards, are our most important

success factor”. We are convinced that investments in, for example, professional

training, systematic human resource development and targeted recruitment will

pay off in the long term. This may be seen in the success of our employees in

increasing productivity. Per capita revenue has risen by over 24 percent since the

end of 1997, and stood at EUR 189,000 at the end of the 2001 financial year.

Revenue per employee at Deutsche Telokom
(Development of productivity)
2001 2000 1999 1998 1997

(thousands of €) . 199 201 . 183 173 . 159
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Suggestions for

mprovemans

New job evaluation
and pay system

Total compensation

Training programs

Clever people are our strength. 5,729 suggestions for improvement were sub-
mitted in the 2001 financial year, an increase of more than 30 percent over the
previous year. Our employees’ wealth of ideas brought us savings of EUR 119
miliion in 2001 and the number of German, Eurppean and international applica-
tions for patents was maintained at a high level.

[nnovations
2001 2000 1999 1998 1997
Number of suggestions
for improvement 5729 4,327 5,798 6,230 5,164
Savings made by suggestions
~{millions of €) 119 169 345 103 32

Number of patent applications 479 561 454 - 363 353

Shape and share in our success. The successful conclusion of the 2000 collec-
tive bargaining round had already created the foundation for all employees to
receive performance-related pay and for performance assessments to be intro-
duced. The introduction of the new job evaluation and pay system in mid-2001
for those employed under the collectively agreed wage scale (69,713 employees
at Deutsche Telekom AG) sent out a clear signal in respect of a new collective
bargaining policy. We have drawn a line under the public sector pay scheme, and
our new evaluation and payment systems are more market- and performance-
oriented, fairer in terms of pay, and more flexible. Factors such as family status,
age or length of service in the Company no longer have any influence on pay. The
only factor that counts is the function actually performed. The new system will
play an extremely important role in ensuring the loyalty of our staff in the future
and recruiting new, qualified and motivated employees. Furthermore, the new job
evaluation and pay system is also important for business management purposes
due to the transparency afforded in terms of personnel costs.

Our total compensation approach signifies a large step forward into a completely
new dimension in terms of remuneration. Remuneration for work performed not
only comprises basic pay. We also provide the option of deferred compensation
within the scope of the company pension scheme, for example, which facilitates
tax-optimized pension contributions from gross earnings. Other attractive remuy-
nerative components include individual direct and life insurance schemes or tax-
and contribution-optimized pension funds. Stock options have also been intro-
duced as a value-oriented compensation tool to attract and retain experts and
top management executives.

We develop people and markets. The continuous development in the markets
and the dynamic environment within the sector means that our employees must
be open to life-long learning. Among other things, Deutsche Telekom AG's exist-
ing collective bargaining agreement on in-house education ensures that the
necessary conditions are in place with respect to continuing education. Deutsche
Telekom’s multi-faceted training program affords it flexibility in adapting to the
constantly changing business environment, Qur aim is not only to train our em-
ployees for higher-grade tasks, but also to impart social and cultural skills. in 2001,
expenditure for centrally-organized training measures alone amounted to around
EUR 100 million, which did not include the associated costs incurred with respect
to personnel absences and travel. Around EUR 3.6 million was spent in 2001
solely on training initiatives to support the Group-wide staff restructuring program.
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Training means investments in the future!

2001 2000

~ Seminars 11,580 8,87
Participants 121,701 102,192
Number of training days . 348,892 305,201
Global Teach sessions? 152,298 124,341

' Generally excludes specific initiatives for managerial staff,
2 Global Teach is an internal e-tearning platform.

Deutsche Telekom is playing a decisive role in developing a nationwide concept
for a new continuing education structure for IT careers that will lead to recog-
nized, certified qualifications. The German Federal Institute for Vocational Training
(Bundesinstitut fir Berufshildung - BiBB) awarded its 2001 prize for innovation
in continuing education to Deutsche Telekom for its initiative “Training for the
position of network administrator”.

We seek and develop the best. Specific management development programs
have been set up for top managers occupying key positions with entrepreneurial
responsibility, as well as for the other management levels. Deutsche Telekom is
working with the world's best business schools in this area,

The future belongs to the young. Deutsche Telekom employed 9,851 trainees
and student interns at December 31, 2001. Around 3,450 of these joined the
Group in 2001, which means a total of 1,000 new trainees over the previous year.
4,000 training positions will be offered in 2002, enabling the Company to provide
qualified training to a total of 11,000 young people. Deutsche Telekom is thus one
of the largest providers of vocational training in Germany. Those trainees success-
fully completing their vocational training will be subseguently offered regular em-
ployment by the Group. This demonstrates the Group's future-oriented personnel
policy.

In light of the developments in demography and in accordance with the growing
technical requirements of the Company, Deutsche Telekom is making particular
efforts in the area of IT training to counter the shortage of specialized staff. The
proportion of IT trainees in relation to the total number of trainees increased from
12 percentin 1997 to 51 percent in 2001, In 2001, Deutsche Telekom set an ex-
ample by introducing new regufations under the collective bargaining agreement
in respect of co-determination for trainees.

We document our responsibility, Deutsche Telekom publishes an annual Human
Resources Report. This report provides information on the key figures relating to
the Company’s human resources management and also gives details of the stra-
tegies and measures that form part of our personnel policy. We also provide in-
formation on our contribution to increasing our Company’s value on a sustainable
basis and at the same time demonstrate our responsibility towards our employees
and society.

Supervisory
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Dependent company
report

Dependent company report. In the period under review, the Federal Republic of
Germany held a majority shareholding in Deutsche Telekom AG pursuantto § 16
(1) of the German Stock Corporation Act (Aktiengesetz - AktG) until May 31, 2001.
Following the capital increase implemented on May 31, 2001 for the purpose of
acquiring VoiceStream Wireless Corporation, Bellevue, USA, and Powertel, Inc.,
Bellevue, USA, the Federal Republic of Germany's overali shareholding in Deutsche
Telekom AG was reduced to 43,05 percent. As such, Deutsche Telekom AG is no
jonger a dependent company of the Federal Republic of Germany pursuant to

§ 16 (1) of the German Stock Corporation Act. Despite its minority shareholding,
the Federal Republic represents a solid majority of the average attendance at the
shareholders' meeting. Thus, Deutsche Telekom is considered a dependent com-
pany of the Federal Republic according to § 17 {1). No controlling agreement or
profitand-loss transfer agreement exists. Pursuant to § 312 of the German Stock
Corporation Act, the Board of Management of Deutsche Telekom AG has there-
fore prepared a Dependent Company Report describing relations between the
controlling body and affiliated companies. The Board of Management has includ-
ed the following statement at the end of this report: “The Board of Management
hereby states that, under the circumstances known to the Board of Management
at the time of performing the business transactions, the Company received ap-
propriate remuneration for such transactions, The Company did not perform or
omit any actions on behalf of or on the instructions of the controliing company or
any affiliated companies.”
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Risk management.

* Risk management system geared towards
the four-pillar structure

* Acquisitions successfully integrated into the
risk management system

* Risk situation reflects dynamic growth situation

Deutsche Telekom is active as an integrated T..M.E.S. provider in markets that
are characterized by highly dynamic growth, innovation and a high level of con-
vergence. Exploiting the enormous opportunities resuiting from this inevitably
involves some risk, We regard risk management as an important instrument for
making these risks calculable and controllable.

Risk management is therefore an essential part of our daily business. Apart from
the legal requirements described in detail in the Law on Control and Transparency
in Business {(Gesetz zur Kontrolle und Transparenz im Unternehmensbereich -
KonTraG), Deutsche Telekom regards risk management primarily as a competitive
necessity and a business challenge.

ltis the business policy of Deutsche Telekom to consistently seize existing oppor-
tunities. Controlled risks are taken, if this leads to the creation of a corresponding
added value. In line with defined principles, all relevant risks are systematically
identified and assessed at an early stage, and appropriate measures are selected
and implemented to respond to risks and to exploit opportunities.

The risk management system consists of a series of different but interrelated plan-
ning, information and control systems and procedures. These cover all areas of

the Company and are adapted in response to changes in the framework condi-

tions as they occur.

The system includes, among other elements, an integrated planning and manage-
ment process, a value-criented system of key figures, and controlling reports. In
addition to the other reporting systems, Corporate Risk Management submits a
risk report to the Board of Management on a quarterly or ad hoc basis informing
them of all the major risks within the Group. With the reorganization of the Group
into four strategic pillars, this reporting system has been supplemented by a di-
vision-specific reporting system. A regular exchange of information regarding
risk-relevant findings takes place between the Group's internal auditors and the
Corporate Risk Management department. Moreover, as a process-independent
authority, the Group’s internal auditors review all the components of the risk man-
agement system at appropriate intervals, thus making an important contribution
to process optimization and quality management.
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Risk areas. in our business activities, we are exposed to very different risks that
could affect the development of our business and our financial and profit situa-
tion to varying degrees. From today's viewpoint, we consider some of these risks
to be insignificant. Knowing that the risks which we regard as insignificant may
nevertheless have an impact on our goals, we show in the following presentation
only those risk areas, which we deem to be material.

Regulatory risks. Regulation of the telecommunications markets is still deter-
mined by national law and therefore shows very different forms, both within Europe
and worldwide. Unlike our competitors, Deutsche Telekom is subject to strictly
asymmetrical regulation in Germany, combined with very extensive official powers
of intervention, for example, in the determination of prices and products. This is
due to the fact that, on the basis of the German Telecommunications Act, Deutsche
Telekom is regarded, to a large extent, as a “market dominant” company.

Development in the future will be significantly influenced by regulatory decisions
at both the national and international fevels. As a result, in the course of the con-
tinuing integration of the European Union, the legal framework of the EU and the
decisions taken by the EU Commission will acquire even greater importance in
the development of the T.LM.E.S. markets in the individual EU countries.

In this context we should also mention the future possibility that regulation in the
European telecommunications market will be extended to cover all electronic
communications networks and services. An extended regulation policy of this
kind would not only lead to an additional strain, for example on the development
of the Internet and UMTS, the third generation of mobile communications, but
would also have a negative effect on global competitiveness.

Market and competition risks. With products and services in the areas of fixed-
network telephony, mobile communications, Internet and system solutions, we
regard ourselves as a driver of innovation. As a result of rapid technological pro-
gress and the trend towards convergence, there is a latent danger that current
technologies will be superseded by alternative and/or new processes in the tele-
communications sector.

Following the acquisition of VoiceStream and Powerte!, T-Mobile became the
world's first transatlantic GSM mobile communications provider. The dynamic
market growth in the USA and the forthcoming consolidation that is also evident
in this market wili set the basic conditions for the further development of T-Mobile.

In Europe, the acquisition of UMTS licenses has created the basis for the intro-
duction of the third generation of mobile communications. The amortization of
these investments - which total approximately EUR 15 billion in Germany and
the UK -~ depends on the increased use of wireless services, especially mobile
data communications. We generate the corresponding services and applications
both on our own and in collaboration with third parties (content providers).
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We rely on third parties to supply and build the UMTS infrastructure, and appro-
priate terminal equipment. The risk of delay, e.g. through supply bottlenecks, can-
not be ruled out. These risks are minimized, for example, by the adoption of ap-
propriate contractual provisions and close cooperation with our suppliers over
the long term. Within the framework of the predefined license provisions, we will
also cooperate with other UMTS providers,

For Deutsche Telekom, the safety of alt our products, especially the networks, is
an essential element of our business activity. As part of our efforts to provide
state-of-the-art technologies, we also give funding to scientific studies that aim to
detect possible side-effects at an early stage. This applies in special measure to
the subject of “electromagnetic compatibility”. We have introduced a wide range
of measures in this area in order to reinforce the base of verified scientific fin-
dings regarding possible risks and to reduce existing uncertainties by means of
an objective and transparent information policy. We regard compliance with legal
threshold values as fundamental to our activities.

We aim to consistently pursue our four-pillar strategy by selling the remaining
cable TV assets, at the same time reducing our liabilities from the proceeds of
the sale. After the Federal Cartel Office vetoed the sale to Liberty Media of the
cable TV regions of Hamburg/Schleswig-Holstein/Meckienburg-Western Pome-
rania, Bremen/Lower Saxony, Rhineland-Palatinate/Saarland, Berlin/Branden-
burg, Saxony/Saxony-Anhalt/Thuringia and Bavaria, the complete sale process
will have to be rolled out once more. From today’s viewpoint, any possible inflows
from the sale of these assets are therefore associated with risk both in terms of
the amount and timing.

Infrastructure risks. Deutsche Telekom relies on a madern, high-performance
network infrastructure as the basis for innovative telecommunications services.
The associated production processes show a high organizational and technical
compiexity. We have established a sophisticated system of safety measures - in-
cluding fire precautions, standby systems, and local contingency plans - to re-
spond to potential risks caused by network failures or faults.

Risks associated with cooperation and shareholdings. Deutsche Telekom has
completed a phase of very rapid and strong growth in terms of acquisitions. Their
rapid integration will be crucial for the success of these acquisitions and for the
realization of the growth and synergy potentials underlying these investment de-
cisions. We have already created the organizational prerequisites for this integra-
tion with our four-pillar structure.
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Financial risks. Within our Group-wide risk management system, we attach parti-
cular importance to the management of risks related to our financial situation. All
our treasury activities - in particular the use of derivative financial instruments -
are subject to the primary principle of risk minimization,

Derivative financial instruments are used to limit the risks associated with curren-
cies and changes in interest rates. All financial transactions and risks are record-
ed in a central treasury system. The market values of the derivative instruments
are determined daily on the basis of mean market prices. Regular simulations are
carried out using market scenarios. Management is informed regularly of the level
and market value of all financial transactions. Risk evaluation is carried out accord-
ing to the recommendations of the Basel Committee on Banking Supervision,

Liquidity is being safeguarded on the one hand through rolling fiquidity and finan-
cial planning, and, on the other, by securing facilities such as committed bilateral
bank lines and syndicated loans. These facilities may be drawn at short notice,
thus guaranteeing the solvency of Deutsche Telekom at all times. The existing
financial reserves of Deutsche Telekom also cover the financing requirements of
the Group even if no further non-core assets will be sold in 2002 and/or if the
listing of T-Mobile international will not take place. However, in these cases we
run the risk of our rating being downgraded.

Counterparty risk is limited on the one hand by the fact that Deutsche Telekom
only transacts commercial business with counterparties with impeccable credit
standing, and on the other hand by a creditworthiness management system within
the central treasury system that aggregates and limits the risks encountered per
counterparty.

Organizational risks are countered through the separation of the commercial and
control operations at both the development and operational stages, as well as
through clearly defined trading entitiements and regulations on representation,
and a well-established procedure for the use of new financial instruments.

Personnel risks. Last but not least, our future business success depends on the
dedication, skills and the motivation of our employees. We are therefore making
great efforts to attract suitable employees and to ensure their long-term loyalty to
the Company. This also includes the range of internal training opportunities and
attractive remuneration systems. We also took an important step towards an in-
creased recognition of performance and employee satisfaction in 2001 with the
introduction of our new job evaluation and pay system.
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Introduction of the euro.

 Group-wide conversion to the euro successfully
completed on January 1, 2002

« All transactions now carried out exclusively in euros

* No hidden price increases during the euro

CONversion process

On January 1, 2002, Deutsche Telekom and its subsidiaries successfully complet- Group-wide euro
ed their conversion to the euro according to plan. All contractual relationships with ~ launch
business partners and suppliers were converted 10 the euro with effect from that

date. Invoices, orders and tenders/offers are now issued in euros, as are prices,

which are shown in euros in all the Company's catalogs and printed media. In-

voices and T-Punkt outlets continued to quote prices in both D-Mark and euro until

February 28, 2002 and all prices were converted on an exact basis during the euro

conversion process, with no hidden price increases.

Around 110,000 card and coin telephones have been converted to the euro since
the beginning of 2002. Valid D-Mark telephone cards may continue to be used in
card telephones and Deutsche Telekom’s T-Punkt outlets will exchange telephone
cards that became invalid at the end of 2001.

The step-by-step conversion to the euro in the Deutsche Telekom Group meant that

project risks were significantly reduced. At the start of 2001, all Deutsche Telekom's

internal processes, such as salary accounting, planning, cost estimates and re-

ports, were converted to the euro. The financial accounting systems were also Conversion of
affected by the conversion of the Company's standard currency to the euro, and internal systems
our auditors verified that this was carried out in accordance with regulations through-

out the entire Group. All in all, around 200 complex computer systems had to be

converted to the euro. Since the first quarter of 1999, all annual and interim reports

have been published in euros and the removal of the D-Mark and other basket cur-

rencies that are no longer valid is nearing completion,

Deutsche Telekom’s expenditure for the euro conversion totaled EUR 140 million, Budget
EUR 30 million of which was incurred in 2001.
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Environmental protection.

* Deutsche Telekom makes a significant contribution

to climate protection

» Worldwide activities require us to think about global

and sustainability issues

* Deutsche Telekom continues in its aim to optimize

the use of energy

* T-NetBox as an example of innovation and

environmental protection

“e-nussion 55 -
Business for

Climate”

Deutsche Telekom makes a significant contribution to climate protection. For
years now, internationally renowned climatologists have been warning of the cer-
tainty of climatic change with incalculable consequences. This is primarily being
caused by carbon dioxide emissions (CO, emissions) from the burning of fossil
fuels.

As a member of the European Business Council for a Sustainable Energy Future
(e3), Deutsche Telekom has been taking part in the United Nations Framework
Convention on Climate Change since 2000. The highlight of Deutsche Telekom's
activities in 2001 was the formation of the intemnational “e-mission 55 - Business
for Climate” initiative, for which Deutsche Telekom was one of the main instigators.
Today, more than 150 companies throughout the world belong to this initiative
which is supported by the WWF, Germanwatch and €5. On July 17, 2001 Deutsche
Telekom hosted a reception at its headquarters offices for the delegates and par-
ticipants of the Conference of Parties of the UN Framework Convention for Climate
Change held in Bonn. In the presence of the German Federal Minister for the
Environment, Jiirgen Trittin, representatives of Deutsche Telekom and other mem-
ber companies of the initiative underlined the importance of climate protection
for future-criented business activities.

Reduction of CO, emissions. Deutsche Telekom is committed to this globat
challenge and wishes to use its services, among other things, to make a contribu-
tion towards climate protection. For two years now, we have been systematically
investigating how physical traffic in various services can be replaced by appro-
priate telematics services. The resuits show clear potential for our society to in-
crease energy efficiency and, accordingly, reduce CO, emissions, for example by
means of video conferencing, teleworking and e<commerce. The growing use of
these services would not only reduce CO, emissions but could also open up new
business opportunities for our Company.
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Worldwide activities require us to think about global and sustainability issues.
Deutsche Telekom has joined “Global Compact”, which was initiated by the Sec-
retary-General of the United Nations and Nobel Peace Prize Winner, Kofi Annan.
Deutsche Telekom has entered into an agreement with the United Nations in
which it commits itself to comply with the basic principles of a sustainable society
and to take an active part in maintenance and promotion of such a society. The
nine basic principles of this commitment relate to human rights, labor law and
sustainable environmental protection. Deutsche Telekom made its first contribu-
tion in this respect in June 2001, when it helped to initiate and found the “Global
e-Sustainability Initiative” (GeSI) under the auspices of the UNEP {United Nations
Environmental Program). The Company launched this initiative in conjunction
with eight globally active network operators and, for the first time, international
manufacturers.

Sustainable development. As well as committing itself to fulfill the basic princi-
ples for a sustainable company, Deutsche Telekom will also make its expertise in
this area available to less-industrialized countries and, if desired, take part in their
sustainable development in a supporting or advisory capacity.

Deutsche Telekom continues on its way towards optimizing energy utilization.
Now as then, the most energy-intensive area of Deutsche Telekom's activities is
the construction and operation of telecommunications networks, and the main
efforts to optimize energy exploitation in 2001 were again concentrated here.
Energy optimization teams were set up in all our 13 networks branch offices, who,
along the lines of the Group's environmental program, have the task of identify-
ing and implementing numerous energy-saving initiatives by 2004, These teams
have contributed to the realization of more than 100 concrete measures during
2001, which have led to energy savings totaling 15.9 million kilowatt hours.

T-NetBox as an example of innovation and environmental protection. Technical
innovation and environmental protection are closely related at Deutsche Telekom.
This is particularly demonstrated by the T-NetBox, the virtual answering machine
in the Deutsche Telekom network. Although its performance capacity goes far
beyond that of a conventional answering machine, the T-NetBox fares much bet-
ter from an environmental perspective. In a study by the independent Institute for
Applied Ecology (Oko-Institut) in Freiburg, it was stated that around 27 times less
energy was required to produce and operate the T-NetBox, even with poor utiliza-
tion, and that 66 times less waste was generated compared to a modern answer-
ing machine. Increasing numbers of T-NetBox users are further impraving the
energy-saving potential. Around 15 million T-NetBoxes are currently in use.

These factors were the main reason why the T-NetBox was named as an EcoTopTen
Product in the Freiburg Institute of Applied Ecology's campaign of the same name.
This large-scale project, promoted by the German Federal Ministry for Education
and Research, is aimed at strengthening the position of more innovative, high
quality, affordable and, of course, environmentally-sound products in the mass
market. EcoTopTen is the first nationwide campaign for end users that covers all
products, and was initially conceived for a period of five years, it will be extended
into an EU-wide campaign within two years.

The T-NetBox was praised by the jury of the German Legacy for the Future Foun-
dation (Stiftung Zukunftserbe) during its first “sustainable products” prize cere-
mony. This form of prize, which is unique in Germany, is only awarded fo products
that combine environmental criteria with high quality and benefit for the custom-
er, are offered at a reasonable price and also take social aspects into account.
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Key events after
December 31, 2001.

At the instigation of one of our competitors, the Regulatory Authority is currently
carrying out initial investigations against Deutsche Telekom. The subject of these
investigations is a contract concluded with this competitor in relation to the com-
mon use of local loops (line-sharing). An application regarding the rates proposal
for this was submitted to the Regulatory Authority at the beginning of January and
a decision is expected in the second half of March. Also in January, the Regulato-
ry Authority closed the investigation into the retrospective review of the charges
for T-DSL, Deutsche Telekom's broadband Internet service. Iin February, the Re-
gulatory Authority initiated abuse proceedings in respect of one of Deutsche
Telekom's new contract offers regarding competitors’ access to the local loop.
Also in February, the Regulatory Authority instigated abuse proceedings in respect
of the conditions under which competitors may access Deutsche Telekom’s leased
lines. The European Union (EU) formally adopted new legal framework conditions
for operations in the communications markets in mid-February. In mid-March, the
Regulatory Authority decreed new rates for the shared use of local loops, to re-
main effective until June 30, 2003.

Deutsche Telekom AG and DaimlerChrysler Services AG have concluded the com-
plete sale of debis Systemhaus to Deutsche Telekom. According to the agreement,
Deutsche Telekom AG took over the remaining share of 49.9 percent in T-Systems
ITS (formerly: debis Systemhaus GmbH) from DaimlerChrysler Services AG, follow-
ing the DaimierChrysler subsidiary’s exercising of a contractually agreed sale
option at January 1, 2002. The sale of the holding was completed in March 2002.
After conclusion of the transaction, the company will belong fully to T-Systems,
Deutsche Telekom's system solutions provider. Deutsche Telekom AG has held a
50.1 percent share in T-Systems ITS GmbH since October 2000.

In January, Deutsche Telekom and KarstadtQuelle AG agreed to combine their
customer bonus points systems under the brand HappyDigits. An independent
operator company has been formed for this purpose, in which Deutsche Telekom
holds a 51 percent share and KarstadtQuelle 49 percent. Both Groups will partici-
pate in the scheme through their subsidiaries, such as T-Online, T-Mobile Deutsch-
land, Karstadt, Neckermann and Quelie. Deutsche Telekom successfully launched
HappyDigits onto the market back in October 2001, and KarstadtQuelle AG will
start integrating their existing customer cards in the course of the second quarter
of 2002.
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On February 6, 2002 Deutsche Telekom and Siemens AG announced the start of
the rollout of their German UMTS network. By the end of the year, technology for
third generation mobile communications should have been built up in around 20
cities in Germany. All in all, T-Mobile is planning to invest more than EUR 140 mil-
lion in the preparations for the UMTS sites and the necessary systems technology
in 2002.

Also in February, Deutsche Telekom was informed by the Federaf Cartel Office in
Bonn of its final decision not to grant approval for the announced sale of the re-
gional cable TV companies to Liberty Media Corporation. The planned sale was
to cover the regional cable TV companies of Hamburg/Schleswig-Holstein/Meck-
lenburg-Western Pomerania, Bremen/Lower Saxony, Rhineland-Palatinate/Saar-
land, Berlin/ Brandenburg, Saxony/Saxony-Anhalt/Thuringia and Bavaria, includ-
ing the Level 4 operator companies of Deutsche Telekom Kabel-Services GmbH
(DeTeKS) in these regions and MediaServices GmbH (MSG). The Federal Cartel
Office had already issued a warning of this in its preliminary assessment on
January 31, 2002.
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Outlook.

Economy expected to improve

Convergence within the four divisions

Investments in the future

Further revenue growth anticipated

Improving operating result

4-pillar strategy

Four divisions
working together

Positive economic environment expected to continue. The outlook at the start
of the year for the development of the global economy and world trade in 2002
has improved slightly. it is expected that recovery will be tangible over the course
of the year, The Federal Government of Germany anticipates an annual growth
rate for the global economy between 2 and 2.5 percent. We are also assuming
that economic growth in Germany will regain momentum during 2002, particularly
in the second half of the year. For 2002, the Federal Government anticipates
growth of 0.75 percent. In line with EITO, we expect constant growth for the rele-
vant domestic telecommunications market of at least 5 percent, This estimate is
based on the particularly dynamic growth in mobile telephony and online ser-
vices.

Four divisions in converging markets. The consistent restructuring of Deutsche
Telekom by the formation of the T-Com, T-Systems, T-Mobile and T-Online divi-
sions - according to the 4-pillar strategy - has meant that the Company is opti-
mally positioned to perform particularly well in the relevant growth and competi-
tive environments.

Based on the strong ISDN penetration, T-Com has launched a broadband cam-
paign with T-DSL. T-Com has adopted the role of a trendsetter in this respect, and
new business models are being developed based on broadband connections.
T-Systems has positioned itself in the convergence area of information technology
and telecommunications {IT/TC), providing network-based e-business solutions
for its global key accounts. We aim to strengthen our position internationally, for
example by focusing on systematically expanding the global networks. T-Mobile's
most important goals, as a transatlantic GSM mobile communications provider,
include developing mobile and broadband Internet services, and consolidating
and safeguarding its strong position in all core markets. In addition, we will con-
tinue the process of migrating the T-Mobile brand into the mobile communications
subsidiaries with the aim of making the T-Mobile name a global brand in mobile
communications. T-Online’s portals are well positioned as multi-access services,
and are opening up the mobile Internet sector in this way, T-Online International
is adopting a pioneering role in the areas of paid content and broadband services,
and is also progressively developing into an Internet media network.

Taking advantage of convergence and synergy opportunities. Convergence
and synergies are the integrating elements of Deutsche Telekom’s 4-pillar strate-
gy. The fact that our four core divisions work closely together means that we are
able to offer our customers an extensive product portfolio, enabling us to distin-
guish ourselves from our competitors.
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T-Mobile and T-Online wili contribute their specific know-how in respect of the

future of the broadband mobile internet, and will market this under the name Convergense of
“T-Mobile-online”, T-Online will also further develop premium content services by  contenymedia and
creating completely new business models both via UMTS and on T-Com'’s T-DSL telacommunications
platform.

Within its wide-ranging offerings, T-Systems will primarily focus on individual host-

ing solutions and application service provision. These will in turn form the basis

for standardized products for T-Com’s SME customers (smali and medium-sized Convergence of
enterprises). T-Com and T-Mobile will work vigorously on marketing integrated IT/1C and
fixed/mobile solutions to serve both the mass and business customer markets. fixed/mobile

Potential for large savings from the collaboration between our core divisions.

Deutsche Telekom's four divisions will also work together in order to use opportu-

nities for synergies. As one of the largest European telecommunications compa-

nies and the sole transatlantic GSM mobile communications provider, we will

have considerable potential for synergies, particularly in the areas of purchasing Synergy areas
and procurement, but also in terms of billing and production. In terms of purchas-

ing, this potential will be reinforced by means of the lead-buyer concept by which,

for example, T-Systems coordinates the entire IT purchases for the Group.

Investments in the future. in 2002 investment will primarily focus on introducing
and/or developing new products and also on the international subsidiaries, asso-
ciated and related companies. Following the integration of VoiceStream/Powertel
and HT-Hvratske telekomunikacije, the proportion of the investment in plant, pro-
perty and equipment abroad will, for the first time, reach the same level as in
Germany. At an international level, the expansion of existing mobile communica-
tions networks, the extension of the global transport platform and the switch to
UMTS will be in the foreground of our activities. The focus of our investment acti-
vities in Germany will be in the area of broadband technology. This primarily in-
cludes the expansion of T-DSL and T-ISDN in the fixed network and the develop-
ment of UMTS in mobile communications. Despite our global endeavors to develop
and expand networks and products, the volume of investments is anticipated to
be below the level of last year.

The massive expansion of T-DSL will continue to be at the center of T-Com’s in- T-Com
vestment in 2002. In order to satisfy the quickly growing customer demand, we

need to expand the access network. The same applies to further growth in the

T-SDN segment. The rapid growth of broadband traffic in the supra-regional net-

work demands an increase in capacity that is primarily being achieved by deploy-

ing new technologies (e.g. wavelength division multiplexing). The Central and

Eastern European affiliates, which are to be assigned to T-Com from 2002 on-

wards, will also focus their investment activities on further expanding the net-

works.

T-Systems will focus primarily on further expanding its position as one of the lead-  T-Systems
ing global providers of convergence solutions. The main areas here will include,

for example, IT and computing services along with the expansion of this division’s

international presence.

In the mobile communications segment, our subsidiaries, associated and related ~ T-Mobile
companies will also concentrate their investments on network expansion. In the

USA in particular, our investment goal is to expand the regional networks, thus

achieving a greater coverage. In respect of the other countries where we provide

mobile communications, the focus will be on expanding the UMTS network. Fur-

ther investment goals for 2002 are to respond to increased traffic demands and

improve quality.
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T-Online will continue to invest in information technology related to the Internet,
with the focus on expanding the billing options and meeting the requirements of
B2B. On an international level, investments will be made in Ya.com, Club Internet,
T-Online.at and T-Online.ch.

Further growth in revenue. Last year's restructuring of the Deutsche Telekom
Group created an optimal basis for us to profit from the market segments promis-
ing the strongest growth generation. In the years to come, we intend to exploit
these advantages as far as possible in order to achieve further growth in revenue,

The increase in subscriber numbers in 2001 leads us to expect correspondingly
high revenues in mobile communications. In addition, net revenue from VoiceStream/
Powertel and RadioMobit will also be markedly higher, as both these companies
will be consolidated for the first full year in 2002. The launch of new services in
the non-voice area will provide additional revenue potentiai for all the companigs.

Throughout 2002 Deutsche Telekom will build on the successful T-DSL market-
ing campaign of the previous year and satisfy the existing demand for broadband
Internet access. The Group's focus on the growth areas in the T.LM.E.S. markets
during the last few years will be continued with the expansion of the product
range for SMEs,

On the basis of our strong market position in the fixed-network sector and due

to the increasing ISDN penetration, we will primarily focus on developing conver-
gence products using the synergy potentials available within the Group. Follow-
ing the successful integration of the Eastern European affiliates into T-Com, which
was part of Deutsche Telekom's internationalization strategy, realizing our targets
in terms of synergies and growth is now & central activity,

We anticipate a clear increase in revenue in the system solutions business, largely
as a result of the expansion of the computing services and systems integration
areas. T-Systems is consistently projecting itself as a leading worldwide provider
of convergence solutions from the IT/TC areas. The potential for revenue growth
in this area is well above average.

We also anticipate a marked growth in the Internet business during 2002. Besides
the increase in access business, which stems primarily from the fact that the di-
gital subscriber line (DSL) market is progressively being tapped, the portal busi-
ness in particular is expected to make a contribution to revenue growth. The main
areas here include advertising, ecommerce, paid content and paid services,

The proportion of international revenue will increase considerably in 2002, largely
as a result of VoiceStream/Powertel and HT-Hvratske telekomunikacije being fully
consolidated for the first full year and also due to the continued strong organic
growth of the international subsidiaries, associated and related companies.

Overall, due to the impact of these developments, we expect that net revenue in
2002 will be substantially higher than the 2001 level.
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Results for the 2002 financial year. In order to increase the Group's profitability, — Groupawide vaiue
a group-wide value enhancement program was launched in 2001, the core mea-  enhancement
sures of which will form the basis for us to achieve our objectives in terms of growth  program

and results in 2002, These measures should result in an improvement in the ope-

rating results of all divisions.

In the current financial year, after a high level of expenditure for acquisitions last Acquisitions,
year, we will concentrate our activities on completing existing projects and inte- integration
grating our affiliates, particularly those newly acquired in 2001. Our objective here

is to exploit synergies and create growth, at the same time expanding our compe-

titive position on an international level,

The Group's personnel costs are expected to rise slightly, primarily as a result of Personnel costs
the shareholdings acquired. This will be countered by a reduction in personnel

numbers, for example by initiatives to increase process efficiency. While amorti-

zation of UMTS licenses will remain almost unchanged, amortization of US mobile  amortization
communications licenses and goodwill will rise, in particular due to the first fuli- and depreciation
year consolidation of VoiceStream/Powertel, RadioMobil and Hvratske telekomu-

nikacije in 2002 along with the takeover of the remaining shares in T-Systems ITS

{formerly: debis Systemhaus). Due to the high level of investments in network ex-

pansion in previous years (caused by sharpincreases in subscriber numbers for

broadband connections, mobile telephony and online business), depreciation of

plant, property and equipment will continue to have a negative impact on the

Group's results.

Interest costs from the purchase of UMTS licenses in 2000 and the financing of Net interest expense
company acquisitions will also have a negative impact on the Group’s 2002 re-

sults. During the 2002 financial year, efforts to decrease the Company’s debt will

continue. This will include a package of measures, such as asset sales (e.g. real

estate, streamlining of the shareholdings portfolio) and initiatives to improve cash

flow (above all reducing the level of investments, releasing tied-up capital, optimiz-

ing cost structures),

We are also targeting the listing of T-Mobile International AG, provided that the Listing
conditions at the stock exchange support such a move. The development of the of T-Mobile
international capital markets will determine the exact timing of the stock ex-

change listing.

Overall, we expect a further improvement in the Group’s earnings before interest,
tax, depreciation and amortization (EBITDA). Contributions to these aims will be
made by the expansion of T-Mobile’s business and the optimization of cost struc-
tures, the improvement of market position and increased efficiency at T-Systems.
Further contributions will be made by the T-Com division concentrating on its
core business at the same time as improving costs and consolidating its market
position. However, negative impacts from the Group's 2001 results (particularly
the high levels of depreciation, amortization and interest expense) will also have
a marked effect on the Group’s 2002 resulits,

Despite strong competition, we expect to benefit from the further growth in the

national and international telecommunications markets. Our objective is to en-
sure that our shareholders participate appropriately in our Company’s success.
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T-Share does not escape
negative industry trend.

* Most difficult trading year since 1987

» Downward trend of share price

» Federal Republic’s stake reduced

A difficult

trading year

Highest and lowest prices of the T-Share in 2001

{Xetra closing prices)
istquarter” -
Zstquarter ... .o
3st quaﬁef
" 4stquarter
Index weightings: . I
CDAX30
DJ Euro STOXX 508

T-Share figures for 2001*
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Dividénd proposal * .
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Market cap. at Dec. 30, 2001

Stock exchange listings © *
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New York (NVSE) ., .~ ..
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*Calculated on the basis of iore precise million figures.

Development of stock indices. The 2001 financial year turned out to be the most

High
€38.88

£30.30

€27.56

€20.50

Low
€24.07
€23.30
€ 1455
€16.50

as-at March 6, 2002
9.60%
2.28%

€ 3.21 per share
€ -0.93 per share
€ 0.14 per share
€ 16.42 per share
€ 0.37 per share
4,197.75

€81bn

difficult trading year on the capital market since 1987, both on a national and
international level. The general downward market trend that began to impact on
stock exchange listings in March 2000 showed no sign of a sustained let-up in

2001, particularly among shares in the telecommunications, media and technol-

ogy sectors. A gradual slowdown in economic activity both in the USA and in

Europe, poor performance in several high-tech sectors and, finally, the aftermath
of the September 11 terrorist attacks made for difficult trading conditions, particu-

larly among high-tech shares. Deutsche Telekom was not immune to the general
negative trend. The T-Share dropped 38.3 percent during 2001, while the DAX|
Euro STOXX 50 and Nasdag Composite indices fell between 15 and 18 percent.
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Germany's top-30 blue chip stock index, DAX 30, posted a loss of 17.9 percent DAX
year-end to year-end. Having opened at 6,289 points, this pivotal German index

peaked at 6,795 points on January 31 and closed at 5,160 points. Closing the

year at 1,950 points, the US technology index, Nasdagq, fell 14.9 percent from its Nasdag
opening level of 2,291 points. The Euro STOXX 50 closed at 3,806 points, down

19 percent on its 2000 year-end level (4,701 points). Closing at 477 points, the

Euro STOXX Telecommunications Index posted a 27 percent drop (from 655 points ~ Euro STOXX
at the beginning of the year). All of these indices - the T-Share included - reached

their year-high in January before succumbing to the persistent downward trend,

which showed no sustained signs of a turnaround during the remainder of the

year,

T-Share as compared to DAX, Euro STOXX 50, Euro STOXX Telcos and Nasdaq

in 2001

M Deutsche Telekom - 88 DAX 5 Euro STOXX 50 & Euro STOXX Telcos ® Nasdag comp.
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T-Share performance. The T-Share opened on January 2, 2001 at EUR 31.30

on Xetra, Germany’s electronic stock exchange, and peaked at EUR 38.88 on Share price trend
January 19. At EUR 14.55, the T-Share recorded its yeardow on September 11,

Over the course of the year, we saw our share plummet by 38.3 percent to close

at EUR 19.30. The T-Share price remained stable for two months following com-

pletion of the VoiceStream/Powertel acquisition in June 2001, even out-perform- VoiceStream/
ing the industry average despite the fact that more than 500 million of the 1.17 bil-  Powertel
lion T-Shares issued through the acquisition were not subject to a lock-up period scguisition
and were thus free to make their way onto the market. After more than two months

of sustained stability, the unforeseen block sale of approximately 44 million T-Shares

in August 2001 provoked uncertainty among capital market investors. In the wake

of this sale, we saw our share plummet to below the EUR 20 mark.
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Market
capitalization

Trading volume

.. T-Share as compared to international telecommunications companies

in 2001
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As a result of the terrorist attacks, which sent the entire international capital mar-
ket into disarray, the T-Share recorded a year-low of EUR 14.55 on September

11, 2001, While the T-Share picked up in the subsequent phase, the DAX index
continued to fall, recording its year-low of 3,787 points on September 21. By the
end of the year, the T-Share had increased 28 percent on its year-low of EUR 14.55.
Neither the expiration of the last lock-up period for former VoiceStream/Powertel
major shareholders on December 1 nor the news that the Company's land portfo-
lio evaluation had been completed had a significant impact on the T-Share, which
remained stable. The T-Share even managed to gain in value following the an-
nouncement, albeit only slightly.

Deutsche Telekom’s market capitalization stacked off hand in hand with the down-
ward share price trend. Including the 1,168 billion new T-Shares issued in May
2001 in line with the acquisition of VoiceStream/Powertel, market capitalization
for the Company totaled EUR 81 billion at the end of the year under review. in
contrast, market capitalization totaled EUR 97 billion at the close of 2000 based
on the lower number of shares in circulation (3.03 billion).

In 2001, a total of 4.3 billion T-Shares were traded on German stock exchanges.
Pending completion of the VoiceStream/Powertel acquisition, an average of 14
million shares were traded a day. Without exerting any considerable downward
pressure on the share price, this volume increased to approximately 1.2 million
shares a day in the second half of the year. This was fuelled by the flowback of
shares stemming from sales by former VoiceStream shareholders.

The total trading volume on the New York Stock Exchange exceeded 733 million
shares with a daily average of approximately 3 miflion Deutsche Telekom ADRs.
The trading volume on the Tokyo Stock Exchange amounted to 1.5 million shares,
with almost 6,000 shares traded daily.
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Deutsche Telekom T-Share The divisions Consolidated Supervisory

financial statements hoard seate

T-Share as compared to DAX, Euro STOXX and Nasdag, 1996-2001
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T-Share as an investment vehicle. In view of the unfavorable market conditions
and the sharp decline in the T-Share price, T-Share shareholders realized a nega-
tive return on their invested capital over the year. Private investors with long-term Performance
goals, however, who participated in the Company’s PO in 19396 and took full ad-
vantage of the preferential terms on the purchase of 300 T-Shares, realized a re-
turn (based on DAX calculations) of almost 60 percent on the EUR 4,295 origi-
nally invested. This appreciation is based on the share price at the end of 2001,
entittement to loyalty shares and dividends received. An equal investment in a
DAX securities deposit account would have yielded 86 percent appreciation. in-
vestors who purchased T-Shares issued in 1999 and 2000 and held on to their
shares realized a negative return on investment.

Shareholder structure. The Company’s share capital was increased by approxi-
mately 1.17 billion shares at the end of May 2001 to finance the acquisition of the
American mobile communications providers, VoiceStream/Powertel. As a result,

the Federal Republic's stake in the Company, including the KfW's stake (Kredit- Reduction of the
anstalt flr Wiederaufbau), fell below the 50 percent mark (down from approxi- Federal Republic’s
mately 60 percent to 43 percent). Deutsche Telekom’s widely held shares thus stake

accounted for 57 percent of the Company's share capital at year-end. This per-
centage will have a significant impact on key index weightings.

Shareholder structure
as of December 31,2001 .

" Federal Republic 31%
Kiw 12% )

Institutional investors 37 %

Private investors 20 %

Further
information

Nov.
2001
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Geographical distribution of widely held shares
as of December 31, 2001

USA/Canada 26%
Asia 9%

Germany 34 %

Rest of Europe 31% -

Loyalty shares. On December 31, 2001, the lock-up period for the KW loyalty
share program expired to the benefit of private investors in Europe, the USA,
Canada and Japan, who had subscribed to the KfW share placement in June
2000 within the specified time restrictions. In total, KfW issued around 11.6 mil-
lion loyalty shares at a ratio of one loyalty share for every ten shares acquired.

Investor relations. Deutsche Telekom is committed to open, transparent dialog
that is tailored to the specific needs of individual capital market players. In addi-
tion to the timely publication of quarterly, mid-year and year-end reports, we held
analysts’ meetings for institutional investors and analysts on the occasions of these
reports. We also held our annual analysts’ meeting at CeBIT in Hanover. Our in-
vestor relations program includes road shows at the most important financial
centers in the world. Seven road shows in Germany, Europe, the USA and Japan
during the year kept institutional investors and bond holders abreast of business
developments and our corporate strategy. In addition, Deutsche Telekom repre-
sentatives were again present at major international investor conferences. Target-
ed predominantly at private investors, our T-Share forum (Forum T-Aktie or FTA
for short) provides all the latest news and information. Our FTA call center can be
contacted weekdays from 8 a.m. to 8 p.m. at the German freephone number
0800 330 2100 or by fax at 0800 330 1100.

The steady rise in the number of hits on our Investor Relations site emphasizes
the importance of the Internet for our shareholders. In order to afford our share-
holders the highest possible level of transparency, Deutsche Telekom is continu-
ously expanding the scope of its online content.

Shareholders’ meeting. We are also expanding our AGM-related services. Since
2000, our shareholders have been able to send motions to the annual general
meeting to our employees via the Internet. We took this a step further in 2001
and offered our shareholders the possibility of changing proxies granted up until
the closing date for registration (May 26) and to order their passes for the AGM
online. Qur next step is to afford cur shareholders at this year's AGM the option
of changing their vote online as often as they like pending commencement of
voting.
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T-Com. Innovation paves
the way for multimedia
communication.

¢ 41 million residential and smail business customers
and 420,000 SMEs

» Aggressive T-DSL marketing strategy taps mass

market for broadband communications

Systematic upgrading of subscriber lines increases

revenue and customer loyalty

Focus on custemers

Market
development

Suategy

Sustained growth for T-ISDN

T-Com
{millions of €) o
2001 2000 Difference
Total revenue o 26,085 27,611 {1,526)
Income before taxes T 3244 4373 . (1,129)
EBITDA (adjusted)” o . 802 8528 (502)
" Employees’ o R 117,655 121,514 {3,859)

*For important information about adjusted EBITDA see the sectionon -
"Recongiliation to pro forma figures® on pages 114 ff.

The T-Com division serves the majority of Deutsche Telekom's customers. By the
end of the 2001 financial year, a total of approximately 41 million residential and
small business customers as well as approximately 420,000 small and medium-
sized enterprises (SMEs) were using T-Com products and services. The tough
battle for market share in the telecommunications business is generally waged
on the price front. This has led to considerable price reductions for telecom ser-
vices in recent years. As the market leader, Deutsche Telekom was again subject
to asymmetric regulatory restrictions during the 2001 financial year. One of the
consequences was that T-Com had to submit new rates to the Regulatory Autho-
rity for Telecommunications and Posts for approval,

Setting the pace with customer-oriented innovation. With some 117,000 em-
ployees, T-Com set the pace of innovation in the highly competitive German tele-
communications market through its customer-focused strategy. At the same time,
this strategic piflar of the Deutsche Telekom Group used the expansion and cus-
tomer-oriented bundling of its product range to further develop key market shares
and promote long-term customer loyalty. Activities targeted at residential cus-
tomers focused on marketing broadband T-DSL to upgrade conventional telephone




connections into broadband gateways. In the business customer field, T-Com's
activities were concentrated on developing the broadband market and providing
segment-specific services and solutions.

Profitable operations despite fierce competition. In spite of stiff competition,
T-Com managed to maintain profitable operations in its fixed-network activities
during the year under review. This was achieved by concentrating on enlarging
existing markets and developing new lines of business. The upgrading of sub-
scriber lines was a key success factor. Nevertheless, sales dropped from
EUR 27.6 billion in 2000 to EUR 26.1 billion in the year under review due to
increased competition for national, regional and city/local calis and the partial
sale of cable activities.

T-Com generated an EBITDA of EUR 8.8 billion in the 2001 financial year, down
23 percent on the previous year's figure. This drop is mainly attributabie to the
falling sales volumes and the sale of the North-Rhine Westphalia and Hesse cable
companies.

Number of T-DSL contracts sold
{millions) .

20

0.0

1999 2000 2001
2.9 thousand

Unprecedented T-DSL broadband campaign paves the way for new Internet
applications. We stepped up our marketing activities targeting broadband T-DSL
connections for residential and small business customers through our MVC unit
(Marketing and Sales to Consumers). We thus succeeded in increasing our mar-
keted T-DSL base by 250 percent to 2.2 million lines by year end. As the figures
indicate, Deutsche Telekom has successfully tapped the mass market for broad-
band communications and is now positioned as one of the world's leading provid-
ers of high-speed Internet access.

One of the biggest factors contributing to the success of T-DSL was the creation
of all-inclusive offers for Deutsche Telekom customers, bundling the convenience
of T-ISDN for telephony with the fast Internet access of T-DSL. T-DSL can also be
used with analog T-Net subscriber lines.

By capturing the broadband market, T-Com has further increased the appeal of
its service portfolio. What is more, the successful T-DSL campaign has laid the
groundwork for the profitable marketing of multimedia information and entertain-
ment services on the Internet.

More competition
in the field of
subscriber lines

Success story

Afkinclusive T-ISDN
and T-DSL offers

o




Qutlaok

Among
world leaders

AktivPlus

In 2002, T-Com will further intensify its T-DSL marketing activities. Measures will
include faster transmission speeds. T-Com will offer T-DSL via sateltite from May
2002. This is aimed at customers who, for technical reasons, cannot be directly
connected to T-DSL via the fixed network.

T-ISDN ~ the boom continues. The rapid growth of T-ISDN was sustained during
the period under review. The decision to bundle T-ISDN with T-DSL proved to be
one of the main growth drivers. At the end of 2001, the number of TISDN chan-
nels used by Deutsche Telekom customers had risen to 20.4 million. Compared
with the end of 2000, this represented an increase of 18 percent. This means that
we remain firmly positioned as one of the world’s leading ISDN providers.

" Number of TUSDN channels in operation
{millions)
25

20

1997 1998 1999 2000 2001

Innovative rate options gave added momentum to T-ISDN, helping also to lay a
solid foundation for lasting customer relationships. More than 1.6 million cus-
tomers were using the T-Com top product T-ISDN XXL by the end of 2001.

Even more impressive, however, was the success of our AktivPlus marketing cam-

paign. 8.4 million customers had subscribed to this calling plan by December 31,
2001.

Number of subscribers to the AktivPlus calling plan (in operation)
{millions}
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During the year under review, AktivPlus was extended from competitive rates on
local/city and national long-distance calls as well as on calls to maobile networks
to include international calls to the CIS countries Belarus, Russia and Ukraine.
This move underpins T-Com'’s ethnomarketing strategy, which also targets
Turkish people living in Germany.

SMS (Short Message Service) - upswing also in the fixed network. Fixed and
mobile communications networks are increasingly converging. In 2001, T-Com
was among the main pioneers of this trend. With “SMS im Festnetz” (fixed-net-
work SMS) available since mid 2001, we were the first fixed-network provider to
offer our customers the option of sending short text messages within the fixed
network and to T-Mobile users,

Focus on SMEs. T-Com's MVB unit (Marketing and Sales to Businesses) serves
420,000 small and medium-sized enterprises. The solution offering has been tai-
lored to accommodate the four core processes of enterprises in this sector: gene-
rating new business through the Internet; increasing customer loyalty through the
use of telecommunications technology; optimizing internal processes by improv-
ing the internal flow of information; and strengthening relationships with busi-
ness partners through industry-specific telecommunications platforms and fast
Internet access.

Customized broadband packages for SMEs. BusinessOnline, for example, has
been tailored to the needs of SMEs. This is an Internet access package based on
T-ISDN and T-DSL with a speed of 1.5 megabits per second downstream.

With T-InterConnect dsl, T-Com offers SMEs Internet connections with access
speeds of up to 6 megabits per second. In April 2001, T-Com introduced the
T-InterConnect dsl flat-rate package for unlimited Internet usage.

Pioneering solutions for SMEs. T-Com realized numerous customized telecom-
munications solutions in 2001. One of these was the creation of a vertical market-
place for utilities and waste management, www.utility-gate.de, for M-Exchange AG,
a subsidiary of WV Energie AG. Ongoing expansion of T-Com’s range of products
and solutions focuses largely on the marketing of turn-key local area networks with
T-LAN. By bundling this offering with desktop service solutions, our MVB unit is
in a position to professionally manage customers’ entire [T infrastructures. Another
field rapidly gaining in importance is that of security solutions to protect sensitive
information. Deutsche Telekom is already positioned as one of the leading provid-
ers in this area with its TeleSec offering.

Convergence

Portolio

Business Online

T-interConnect ds!

T-LAN

TeleSec
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Telekom Global Net

T-Sinus-Pad

T-Stnus 710K

T-Octopus Open

T-Punkt shops

Magastores
T-Punkt Business

SMEs go online. T-Com’s SME major Internet initiative accelerated the deploy-
ment of internet and telecommunications technologies among SMEs. As part of
this campaign, T-Com initiated two competitions and awarded prizes for cutting-
edge Internet concepts to companies from different industries.

Strong position in the global carrier market. T-Com’s Carrier Services unit serves
national and international network operators and licensed service providers. Des-
pite ongoing consolidation in the telecommunications market and rate reduc-
tions in the interconnection segment and in the fietd of access to the subscriber
line due to regulatory intervention, we managed to increase sales in the national
carrier business. This was fuelled primarily by the sharp rise in Internet traffic
minutes routed through Deutsche Telekom's network to the Internet gateways of
our carrier customers and the increased demand among competitors for upstream
services around the access network.

in the international arena, T-Com managed to consolidate its market position
through the expansion of Telekom Global Net (TGN), a global infrastructure set

1o evolve into a worldwide sales network, and by reinforcing existing bilateral rela-
tionships. This is reflected in an 8 percent increase in traffic volume compared
with the previous year. In 2001, well over 400 carrier partners around the world
were connected to the global Deutsche Telekom network, which currently serves
customers in 40 countries.

The operating results of Carrier Services’ international activities were consolidated
in T-Com in the year under review. National and international activities were as-
signed to T-Com and T-Systems respectively at the beginning of 2002,

Innovative terminals for new applications. T-Com’s innovative strategy extended
also to terminal equipment. The T-Sinus-Pad, a mobile surfing station with a large
color monitor for rapid, wireless Internet access via TISDN or T-DSL, went on sale
in June of the year under review. In July 2001, Deutsche Telekom presented the
T-Sinus 710K - the first telephone in Germany that can send, receive and save
SMS text messages. In the fall, a new generation of communications systems for
professional users was introduced with the T-Octopus Open. These systems link
voice and data communications using voice-over-IP technology. Equally innova-
tive is the range of wireless LAN devices for mobile networking.

T-Punkt thrives. T-Punkt shops are assuming an increasingly strategic role in dri-
ving sales of Deutsche Telekom products and services to the mass market and
small business customers. For example, up to 30 percent of all fixed-network ser-
vices are sold through these Telekom stores. In 2001, we reorganized T-Punkt
shops to further increase their sales efficiency. By the end of the year, more than
300 T-Punkt shops sporting the new design had opened their doors to the public.
We also raised the number of megastores in prominent innercity iocations to 16.
T-Punkt Business shops are targeted at small business customers, offering an
extensive consulting service in particular. Of the approximately 130 business
outlets planned, we had opened 68 by the end of 2001. Reorganization of the
T-Punkt retail network will be largely completed in 2002. With over 500 outlets,
it will then be positioned as one of the largest branch-office organizations in the
German telecommunications market,

in addition to our own retail organization, we also distribute products through our
sales partners.
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Expanding for future markets. T-Com is systematically expanding its network in-  Innovative
frastructure to meet the complex multimedia demands of today's communication  infrastructure
society. In order to perfectly harmonize sales activities and network expansion,

responsibility for the national network infrastructure was assigned to Deutsche

Telekom's CS (T-Com/T-Systems) management board department. The merger

of network infrastructure and service within T-Com paves the way for even greater

synergies in the future.

in 2001, the number of installed T-DSL lines was raised to three million, thus meet-
ing increasing demands for high-speed Internet access. As many as 400,000 lines
were installed every month, a figure that is superior in comparsion to similar figures
for providers in other countries.

Deutsche Telekom also continued to increase capacity in its transport network, Transport network
both for optical-fiber and electronic communications. In 2001 for example, the expansion
flexible, highly available backbone network (WDM and-SDH} was further extend-

ed and modernized. Deutsche Telekom leverages this network to offer high-per-

formance services.

in order to keep up with the sharp rise in Internet traffic, Deutsche Telekom com-

pleted its IP2 (next-generation Internet) platform in 2001. This function-rich, high-  High-performance
performance Internet platform is designed to meet the throughput needs of T-DSL  internet platiorm
products and those of demanding, Internet-enabled customer network solutions.

Security is key. In our Network Security Center in Darmstadt, our security experts

investigate network components and technologies for susceptibility to unauthorized

use, develop and implement concepts to protect networks against unauthorized Comprehensive
external access, and coordinate security activities in Deutsche Telekom's local security meansures
offices. The center also holds security training sessions and seminars, It installed

a manipulation detection facility based on an extended monitoring system. This

facility enables the early implementation of countermeasures.

Harmonizing service delivery. T-Service is positioned as a telecommunications

and IT service provider. With a broad portfolio including installation, (remote)

maintenance, repair, hotline support, software installation, training and network

management, it offers a one-stop service point for its customers. T-Service has

created a mutually complementary service range by harmonizing the service

levels for subscriber lines, terminals, PABXs and data communications products. Compact Service
With Compact Service and Comfort Service, customers can thus rely on uniform and Comiort Service
service parameters.

Fuil-line support for SMEs. Customized service and support is one of the core

components of Deutsche Telekom's offering. This is especially true for our busi-

ness customers. In the year under review, T-Service laid the groundwork for full- integrated service
line support of SMEs by integrating the customer service for telecommunications  strategy

and information technologies. Our goal is to offer these customers a comprehen-

sive service extending from project planning through to the operation of complex
telecommunications solutions.

HappyDigits means happy customers. Since October 2001, customers have
been able to collect bonus points when buying and using any Deutsche Telekom
products or services and then exchange these for attractive gifts. More partner
companies will join the program in the near future.
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T-Systems. Joining forces
for sustained growth in
the convergence market.

Second-largest system solutions provider in Europe

Marked revenue increase among named accounts

Extended worldwide presence for global corporate customers

Pioneering e-business customer projects

Market development

- T-Systems
(millions of €)
2001 2000 Difference
Total revenue ] 13,788 10,686 3,102
Income before taxes (289) 2,498 (2,787)
EBITDA (adjusted)” 1,024 520 504
Employees .- e 41528 - 23695 17833

*For important information about adjusted EBITDA see the section on
*Reconciliation to pro forma figures* on pages 114 ff,

The market is characterized by increasing convergence across information and
telecommunications technofogies and the globalization of (T applications. These
trends are driven in particular by large corporate customers. Studies conducted
by market research companies predict that the demand for e-business and con-
vergence solutions will increase significantly over the coming years. During the
2001 financial year, EUR 80 billion was invested in these types of solutions world-
wide and this market is expected to grow to some EUR 250 billion by 2004. Based
on growth predictions of between 40 and 60 percent, the convergence business
in particular is set to evolve into a strategic revenue engine on the IT and telecom-
munications markets over the coming years.
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integrated solutions for the corporate segment. In February 2001, T-Systems
International GmbH started marketing its services. The company offers single-
source traditional IT and telecom services as well as integrated IT and telecom
solutions to large corporate customers worldwide. T-Systems’ strategy focuses
on the convergence of technologies, products, services and networks, thus driv-
ing the evolution of e-business system solutions.

T-Systems caters to national and intemnational Deutsche Telekom named accounts.
During the period under review, the company served around 1,400 named ac-
counts from different branches of trade and industry and various public institu-
tions, plus approximately 730 customers from media and broadcasting.

T-Systems International was established by merging various Deutsche Telekom
subsidiaries and group business units (such as DeTeSystem, DeTeCSM, T-Nova,
Data Communications and MediaBroadcast) with T-Systems ITS GmbH (Infor-
mation Technology Services), formerly debis Systemhaus (dSH). Both T-Systems
International (50.1 percent) and DaimlerChrysler Services AG (49.9 percent) had
shareholdings in T-Systems ITS during the year under review. On January 1, 2002
DaimlerChrysier Services exercised its sales option on its T-Systems (TS shares.
At the end of the first quarter of 2002, T-Systems had acquired all shares in
T-Systems ITS.

Leveraging its comprehensive portfolio, T-Systems’ solutions extend across the
entire value chain. The company is thus ideally positioned to capitalize on the
above-average growth in the system solutions sector. The merger process has
also paved the way for significant synergy effects in areas such as procurement
or IT services. Efficiencies have also been realized through consolidation of data
processing centers.

In addition to large corporate customers, T-Systems also addresses small and
medium-sized enterprises (SMEs) on both domestic and foreign markets. Services
and solutions targeted at this group are generally sold through T-Com. T-Systems
checks the potential of solutions created for named accounts on the SME market,
developing standard offers for targeted sales via T-Com if appropriate. The syner-
gy effects of this collaboration work consistently to the benefit of both divisions,

Revenue up for second-largest systems house in Europe. With around 41,000
employees (as of December 31, 2001) and total revenue of EUR 13.8 billion in
2001, T-Systems is positioned as the secondHargest system solutions provider in
Europe. Revenue was up EUR 3.1 billion in comparison with the previous year.
EBIDTA for 2001 was recorded at EUR 1.0 billion. EBITDA for the 2000 financial
year included the earnings that accrued to Deutsche Telekom from the sale of its
shareholding in Global One. f this is discounted as a one-off item, EBITDA in
2001 improved 87 percent compared with the previous year's figure.

Suategy

Focus on customers

Shareholdings
in T-Systems

Synergy

Cooperation
with T-Com

fncrease in revenue

.
J
P

(o

R

(-’
(-

~d




New organizational
structure

T-Systems business model

Customized
end-te-end solutions

Customer-focused reorganization. T-Systems' strategy focuses on convergence
solutions that integrate information and telecom technologies. In addition to stand-
ardized and customized solutions, T-Systems specializes in cutsourced Internet
and IT services as well as mobile business applications. To optimize service deliv-
ery, T-Systems restructured its organization during the year under review accord-
ing to business and service lines.

Business Lines

Travel & Transport
Media Broadcast

Financial Services
Manufacturing Industry
Public & Healthcare
Retail & Distribution
Tele;cammunicatlons
Convergence solutions

Sector-specific IT, telecom and convergence solutions

Business lines - industry know-how combined with solution expertise. The
main function of these industry-oriented business lines is to develop end-to-end
solutions to support customer business processes. Employees are thoroughly
familiar with the requirements and processes of the individual industry and bring
valuable experience to the table to help ensure the success of convergence pro-
jects. T-Systems has established seven different business lines: Financial Services,
Manufacturing Industry, Public & Healthcare, Retail & Distribution, Telecommuni-
cations, Travel & Transport, Media Broadcast. With customers such as DaimlerChrysler
and Deutsche Telekom, Manufacturing Industry and Telecommunications are the
business lines generating the highest revenue levels within T-Systems.
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T-Systems

The Manufacturing Industry business line serves prominent industrial conglom-
erates with a global operating base. For example, T-Systems implemented an inno-
vative simultaneous engineering application for DaimlerChrysler AG during 2001,
This solution enables engineers at 22 different locations in six countries to collab-
oratively design vehicles and vehicle parts.

The Telecommunications business line has a global customer base. On behalf of
customers in this sector, for example, T-Systems-manages the billing processes -
for 32 million mobile subscribers in six countries.

Service lines - innovation combined with technical expertise. T-Systems’ ser-
vice lines are responsible for product innovation, as well as for the production
and distribution of solution modules. The business lines then bundle these mod-
ules into project-specific applications. While business and service lines cooperate
closely in planning and implementing customer projects, each line is responsible
for its own operating results.

The service lines are managed by two different T-Systems board departments, [T
Services and TC (telecom) Services. IT Services include the service lines Systems
Integration and Computing & Desktop Services, as well as the Global Computing
Factory, Europe’s largest data center network. Services provided by T-Systems’
37 data processing centers included systems operation and user support for some
211,000 internal and external SAP workstations in the year under review. The
Global Network Factory, a unit within TC Services, runs an efficient international
infrastructure. This provides an ideal platform for customer applications and is
constantly being enhanced by T-Systems.

Worldwide service for international customers. Most of T-Systems' customers
are active in international markets. These customers demand standardized prod-
ucts and services worldwide. In order to meet these needs, T-Systems launched
major initiatives to strengthen its global presence in 2001. During the course of
the year, the brand name T-Systems was gradually introduced in foreign markets.
With more than 10,000 employees in 23 countries other than Germany, T-Systems
successfully consolidated its international presence in the year under review.

Given its economic importance and market potential, Europe is positioned as a
key region for T-Systems. Accordingly, T-Systems has established a strong pre-
sence in France, ltaly, Spain, Austria and Switzerland, in particular. The company
is committed to systematically expanding its position in these core countries.
Building on these established markets, T-Systems prepares to further extend its
international reach. Concrete measures include the taunch of T-Systems in Japan
and Hong Kong in 2002. Activities on strategic markets such as the UK and USA
will also be stepped up. In 2001, the company already opened a high-perfor-
mance data processing center in Chicago, for example.
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Worldwide network
rofiout

Customer projects

Global networks. During the year under review, Deutsche Telekom entrusted in-
ternational networks and services (Telekom Global Services, TGS) to T-Systems.
The Board of Management at Deutsche Telekom also decided to transfer the in-
ternational carrier services business to T-Systems by early 2002.

Leveraging global network infrastructures, the company is in a position to offer
corporate customers end-to-end voice and data solutions across national borders.
A global infrastructure also means that T-Systems has the opportunity to direct
telecommunications traffic from other network operators and service providers
through T-Systems’ own networks, thus generating additional value in the carrier
services business.

In the 2001 financial year, the rollout of Deutsche Telekom's worldwide network
made further progress, thus laying the groundwork for a truly global network in-
frastructure. The worldwide network currently serves customers in 40 countries,

Pioneering convergence solutions. The Deutsche Telekom Group division
T-Systemns established itself as a high-caliber provider of convergence solutions
in 2001. Numerous projects for major customers bear testimony to the company’s
success in this area. For example, T-Systems built an information network which
integrates 351 partner companies in North America for the American truck manu-
facturer Freightliner. All dealers connected to the system have online access to
the latest product and service information for every truck model. T-Systems not
only operates the Freightliner dealer network, it also looks after the customer’s
existing [T infrastructure and PC network.

In 2001, T-Systems completed a high-performance administration network for the
state of Baden-Wirttemberg in Germany. More than 65,000 users in over 1,400
regional government offices are connected to the state-wide cornmunications in-
frastructure. T-Systems also operates the network. The Baden-Wirttemberg ad-
ministration network supports e-services for citizens such as online tax returns
and information services (e.g. an electronic land register).

During the 2001 financial year, T-Systems built an international communications
platform for BP, a major petroleum and petrochemicals group. This platform uses
Internet Protocol (IP) technology to network BP gas stations with company head-
quarters. More than 1,400 gas stations in Germany and Austria already use this
platform to access BP's central merchandise information system over the Internet.
Internet-enabled communication supports large-scale automation of ordering,
logistics, inventory management and invoicing processes. BP is thus in a position
to greatly improve the quality of shopping services in its gas stations.
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T-Systems

Security in focus. T-Systems’ customers increasingly use information and telecom-
munications technologies to support their business processes. Due to the strate-
gic importance of these technologies, security has evolved into a crucial success
factor in the deployment of IT and telecom solutions in both private industry and
public administration. Security solutions are an integral part of the T-Systems range
of services. During the year under review, the company bundled the collective
competence and technical know-how of its relevant business units (T-TeleSec,
debis [T Security Services and T-Systems Nova) to offer customers an extensive
security portfolio, T-Systems advises customers on security measures, evaluates
and certifies existing systems, and offers data authentication and encryption as
well as electronic signatures. The company also offers business continuance ser-
vices to ensure uninterrupted availability in the event of a disaster. In the 2001
financial year for example, T-Systems provided an innovative security solution for
British American Tobacco (Hamburg International) GmbH that guarantees reliable
operation of data processing centers and secure data access for BAT employees.

Comprehensive
security portfolio

R

(-

SR
P

o

(-

\O

e







T-Mobile. Global player
in tomorrow’s mobile
communications market.

Revenue increased by 41 percent to EUR 14.6 billion in 2001

Brand migration of fully owned T-Mobile subsidiaries launched

Internationalization of mobile communications holding continues

Cooperation agreements to build and operate UMTS networks

Bundling of mobile
communications
activities

Market development

UMTS

T-Mobile
{millions of €)

2001 2000 Difference
Total revenue ' f 14637 10,356 4,281
Income before taxes - - no - {6,399) {2,350) (4,049)
EBITDA {adjusted}” oo 3187 1,406 1,731
Employees .. . . S 30,124 16,757 13,367

*For important information about adjusted EBITDA see the sectjon on
"Reconciliation-to. pro forma figures® on:pages 114 .

The T-Mobile segment integrates Deutsche Telekom's core mobile communica-
tions activities in Europe and the USA. T-Mobile International is the sole share-
holder of network operators in Germany (T-Mobile Deutschland), the United
Kingdom (One 2 One, soon to become T-Mobile UK), Austria (T-Mobile Austria,
formerly max.mobil.) and the USA (VoiceStream, soon to become T-Mobile USA).
Deutsche Telekom'’s mobile communications holding also has a majority stake in
the Czech mobile communications company, RadioMobil. In addition, T-Mobile
International has investments in mobile operators in the Netherlands, Russia,
Canada and Poland as well as in Hungary, Slovakia, Croatia, the Ukraine and
Southeast Asia, to name the most important. Thanks to this portfolio of direct and
indirect shareholdings, Deutsche Telekom is active in a total of 13 mobile com-
munications markets.

In the more saturated markets of Europe, activities focus on building loyalty and
acquiring new customers. Cost management and efficiency are also becoming
increasingly important in these markets. This applies in particular, for example, to
activities aimed at building and operating UMTS {(Universal Mobile Telecommuni-
cations System), the third-generation mobile communications network. A differ-
ent scenario is evident in the USA, however, where we have yet to experience a
surge in growth in the digital mobile communications market. Thanks to the ac-
quisition of VoiceStream/Powertel, Deutsche Telekom now has a strong foothold
in the US market.
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T-Mabile

In the 2001 financial year, T-Mobile International AG focused on expanding its Strategy
organizational structure, developing its first international products and stepping

up the internationalization strategy of the holding company. In June 2001, the

Supervisory Board of the holding company approved a new organizational struc-

ture and appointed additional board members. A brand migration initiative was

launched with the objective of establishing T-Mobile as a global brand for mobile  Giebal brand
communications. The German subsidiary T-Mobil was the first to change its

name on February 1, 2002 ({to T-Mobile Deutschland GmbH), followed by

max.mobil, which was renamed in the same month {to T-Mobile Austria).

At the end of the year under review, Deutsche Telekom's mobile subsidiaries

{both minority and majority shareholdings) served some 66.9 million customers

worldwide (compared with around 42.1 million at the end of 2000). The mobile Growth
communications segment of the Deutsche Telekom Group posted revenue of
approximately EUR 13 billion, representing around 27 percent of total group

revenue. In 2000, mobile communications revenue totaled EUR 9 billion (approxi-
mately 22 percent of total group revenue).

Total subscribers of fully consolidated mobile communications subsidaries
and total subsribers of other mobile communications subsidaries

{millions)
80

50

40
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International mobility. In August 2001, T-Mobile International launched

WorldClass, their first international product. This transatlantic roaming service Transatlantic
enables customers of T-Mobile Deutschland, for example, to make calls to over roaming rates
20 European countries and the USA at transparent, cost-effective rates. Calls

routed through more than 20 T-Mobile partner networks in WorldClass countries

(all major European countries and the USA) are charged at the same rate per

minute.
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Solutions

Growth

Paving the way

GPRS

UMTS

Field trials

What is more, the company provides T-Mobile online services in a number of dif-
ferent countries. T-Motion plc, a joint venture between T-Mobile International (60
percent) and T-Online International (40 percent), provides these services to the
consumer market. T-Mobile online services are delivered to WAP-enabled devi-
ces in three European countries (Germany, United Kingdom and Austria), thus
reaching approximately 36 million T-Mobile customers in Europe at year-end
2001. Generic online content is supplied free of charge. The user simply pays the
standard call charges levied by the network operator. Since August 2001, financial
information, sports news, games and entertainment content have been available
through the Maxi packet offer. A monthly fee is charged for this premium service.

Our Mobile Business Solutions unit offers a range of global business solutions
for efficient voice and data communications. Leveraging new mobile communi-
cations technologies, such as GPRS (General Packet Radio Service) and WAP
{Wireless Application Protocol), these innovative services enable business travel-
ers to access important data on their corporate network, for example.

T-Mobile subsidiaries are working closely together in the development of further
international products and services.

Leadership position reclaimed. T-Mobile Deutschland reclaimed leadership of
the German mobile communications market in 2001. At the end of 2001, T-Mobile
Deutschland, the largest of the T-Mobile International subsidiaries, boasted a
market share of over 41 percent and a subscriber base of around 23.1 million
(compared with 19.1 million the previous year).

in 2001, T-Mobile Deutschland (then still T-Mobil) paved the way for the mobile
multimedia landscape of the future. In the spring, the company was one of the
first global network operators to start marketing GPRS. In June, T-Mobile and
max.mohbil., in collaboration with Siemens, pioneered voice communication be-
tween third-generation UMTS cellphones in Munich and Vienna. The first packet-
switched transmissions were sent in late November via the test network in
Munich., In this trial, a transmission rate of 384 kilobits per second was achieved,
six times the speed of ISDN. These successful field trials are an important mile-
stone in the roadmap for building and operating a high-performance UMTS infra-
structure. This infrastructure will ultimately be the spring-board for innovative,
customer-oriented voice and data services in the mobile communications market
of tomorrow.
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Strang foothold in US market. On May 31, 2001, Deutsche Telekom completed
its acquisition of the US mobile communications companies Powertel Inc. and
VoiceStream Wireless. Deutsche Telekom then transferred its shares in these
companies to T-Mobile International and offers mobile services under the
VoiceStream brand. The acquisition made T-Mobile International the first transat-
lantic GSM mobite communications operator in the world. By the end of 2001,
licenses held by T-Mobile and its associated companies covered a population of
some 270 million in the USA alone. VoiceStream boasted a subscriber base of 7
million at the end of the year under review, representing an increase of 2.2 mil-
lion on the previous year.

With its nationwide presence, VoiceStream is the leading GSM operator in the
USA. Through iStream, the company offers a nationwide service based on the
GPRS standard.

New goals in the UK. In 2001, our British subsidiary One 2 One (to become
T-Mobile UK) faunched an initiative to reorganize its business activities. The ob-
jective of this initiative is to strengthen and expand the company's presence in
the highly competitive British telecommunications market.

As part of this initiative, One 2 One Retail Ltd. was established in October 2001.
This company controls all sales activities. All of One 2 One’s fully owned retail
outlets, including the company's PocketPhone Shop chain, were renamed One 2
One when the company was founded.

The subscriber base rose by 2.1 million new customers to 10.4 million at the end
of 2001 (8.3 miliion at the end of 2000). In the fourth quarter, a net increase of
493,000 customers and a market share of 21 percent were recorded.

Capitalizing on group synergies in Austria. With a customer base of 2.1 million
and a market share of 34 percent at the end of 2001, T-Mobile Austria (formerly
max.mobil.) maintained its strong position on the Austrian market.

2001 was a year of close collaboration with other T-Mobile group companies for
T-Mobile Austria. A handover agreement with T-Mobile Deutschland, for example,
has offered customers along the entire German/Austrian border the option of
seamless cross-border calls since July 2001,

First transatiantic
G3M operator
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T-Mobile Austria also established an international product development center in
Vienna for mobile data services in July 2001, The center focuses on developing
PDA-compatible {Personal Digital Assistant) services and appiications for T-Mobile
online. T-Mobile Austria developed and implementad the T-Mobile Future House
in Vienna on behalf of the Deutsche Telekom mobile communications holding
company in June 2001, Europe's first UMTS showcase, the Mobile Future House
provides insights into the mobile applications of the future.

Explosive growth in the Czech Republic. In April 2001, Deutsche Telekom ac-
quired a majority shareholding in RadioMobil a.s.. With a tota! of around 2.9 mil-
lion customers (compared with approximately 1.9 million at the end of 2000) and

a market share of some 41 percent at the end of 2001, RadioMobil is the second-

largest mobile communications provider in the Czech Republic. The T-Mobile
subsidiary recorded particularly strong growth in its subscriber base in the fourth
quarter of 2001, with around 400,000 new customers opting for its services. In
December, RadioMobil was awarded one of the two UMTS licenses for the Czech
Republic. The company is now ideally positioned for the mobile communications
market of the future.

Market leader in Moscow and beyond. 2001 was a year of regional expansion
for Mobile Telesystems (MTS), Russia's largest GSMS00/1800 mobile communi-
cations provider. In August, MTS acquired the East Russian company Telecom-
900. Thanks to this acquisition, MTS licenses now span 46 regions in Russia,
reaching a population of 84 million (56 percent of the total population). At year-
end, the MTS subscriber base had increased to over 2 million, compared with
1.2 million at the end of December 2000,

BEN tops the million mark. In July 2001, the customer base of the Dutch mobile
communications provider BEN exceeded one million, increasing the company’s
market share to over 9 percent. The increase in postpay subscribers was particu-
larly welcome (approximately 47 percent).

Maintaining the lead in Poland. With a market share of around 39 percent,
Polska Telefonia Cyfrowa (PTC) maintained its position as Poland's leading oper-
ator of mobile communications networks. At the end of 2001, approximately 3.8
million (end of 2000: 2.8 million) customers were using the PTC network in
Poland. The subscription business accounted for around 62 percent of all cus-
tomers.

All other Deutsche Telekom mobile communications subsidiaries or affilates with
mobile business activities, i. e. Westel (Hungary), Slovenské Telekomunikacie
(Slovakia), Hrvatske telekomunikacije (Croatia), UMC (Ukraine}, Satelindo {Indo-
nesia), TRi/Celcom {(Malaysia) and Globe Tel (Philippines), boasted a joint cus-
tomer base of around 13 million at year-end (see the chapter on “Other units” on
page 110).




T-Mcbile

Pians for mobile muitimedia. in addition to extending its current business activi-
ties, integrating the mobile subsidiaries newly consolidated during 2001 and
building lasting customer relationships, the T-Mobile Group focused on preparing
for UMTS, the third-generation mobile communications network. T-Mobile subsid-
iaries are working closely with each other and with partner companies to achieve
maximurn synergy effects. This collaboration focuses on early delivery of high-
performance mobile multimedia products and services. As early as 2001, T-Mobile
Deutschland, max.maobil., One 2 One and BEN agreed to interconnect their net-
works and jointly invest in the UMTS network infrastructure. In June 2001, T-Mobile
International and BT Wireless announced a substantial joint venture coordinating
the building and operation of UMTS networks in Germany and the UK. Both com-
panies anticipate a reduction of up to 30 percent on the estimated investment
costs for the UMTS networks as a result of this cooperation.

T-Mobile's US subsidiary VoiceStream will continue to expand this year. To accel-
erate developments in this area, VoiceStream formed a joint venture with Cingular
Wireless in October 2001. The objective is to jointly use the GSM network infra-
structure in New York {used only by VoiceStream in the past), California and Ne-
vada (used only by Cinguiar in the past). Both companies anticipate savings in
the range of several hundred million dollars on investments and operating costs
through joint access to the existing network infrastructures in these regions. The
bundled networks will serve a population of over 55 million, including three of
the ten most densely populated areas in the USA.

Outlook
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Synergy effects
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T-Online. Charting a clear
course for success.

Losses markedly reduced

A leading Internet provider with around

11 million customers

Considerable growth and efficiency gains in the

2001 financial year

T-Online makes its mark as an Internet media network

Market position

Individual Hinancial
statements

" T-Online
{millions of €)
: 2001 2000 Difference
Total revenue -~ - SRR “, 1449 - 1,128-.....321.
.. Incomebeforetaes - < o o (233) 2628  -(2861) -
. EBITDA {adjusted)* . ". - L - (14 I VX)) (55)
" Employees 3,008

2162 846
o In addttion to T-Dnline International AG's ‘business, Deutsche Telekom also shows
the results of DeTeMedien activities inits T-Onfine segment.
“*For important information about adjusted EBITDA see the section on
*Reconciliation to pro forma figures® on pages 114 ff.

Strong position on the European Internet market consolidated. In terms of
revenue and customer base, T-Online International AG ranks as one of Europe’s
largest Internet service providers. In the fall of 2001, the T-Online group’s customer
base hit the 10 million mark for the first time, With 10.7 million customers at year-
end, T-Online leads the German market for Internet access. T-Online.at (Austria),
Ya.com (Spain), T-Online France (Club-Internet) and T-Online.ch (Switzerland) are
firmly established in their respective markets. In addition to high-performance
and inexpensive Internet access, the group offers a wide range of value-added
services that include Web hosting, e-mail and instant messaging. Working in col-
laboration with its cooperation partners, T-Online further strengthened its prime
position in the portals market.

Upward trend. Competition remained intense on the German market in the year
under review. And T-Online international AG remained committed to its profita-
bility goals. The individual financial statements for the AG revealed a positive EBITDA
at the end of the third quarter of 2001. The turnaround was achieved two quar-
ters earlier than expected, The flat rate for narrowband T-Online access, which
had impacted negatively on results, expired in December 2001. This led to a con-
siderable reduction in losses generated from international activities.
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T-Online

T-Online International AG again succeeded in increasing its customer base in Increass in
2001. The total number of T-Online customers rose sharply from 7.9 million on subscriber base
December 31, 2000 to around 10.7 million by the end of 2001. In Germany, the

number of T-Online customers grew from 6.5 million to a total of 8.8 mitlion.

T-Online subscribers
‘(miliions)

T

1997 . 1998 1999 . 2000 .2001

Not only did the number of T-Online customers rise, so too did the length of time

users spent online. The total number of minutes spent online increased by 84 per-  Increase in
cent on last year's figure. Whereas T-Oniine customers used the Internet for an online minutes
average of 580 minutes every month in 2000, this figure had risen to 1,071 min-

utes a year later. The access business remains the biggest revenue engine. Re-

venue generated by this sector was up 42 percent to EUR 947 million. This was

fuelled by the increase in customer numbers and the length of time spent online.

This trend was apparent across all rates.

More and more customers are accessing T-Online through broadband T-DSL. By

the third quarter of 2001, T-DSL accounted for more online minutes in Germany

than traditional access technologies (modem and ISDN). This trend impacts posi-

tively on cost efficiency - the minutes spent online via modern T-DSL connections  Cost efficiency

are less expensive for T-Online since the call originating costs are already cov- thanks to T-DSL
_ered by the T-DSL line. This trend also helps T-Online create an excellent basis

for future broadband applications, such as T-Online Vision.

in the year under review, T-Online significantly increased the revenue generated Revenue from
through advertising and ecommerce in its portal business. At EUR 173 million, portal business
this figure was up 58 percent on last year (EUR 110 million), driven by T-Online’s

focused portal policy.
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The upward trend over the past year is reflected in a significant increase in the
consolidated sales of the T-Online group to EUR 1,449 million - up 28.5 percent
compared with the previous year.

Total EBITDA was posted at minus EUR 78 million in the year under review.

Share trends. T-Online stock was unable to escape the overriding downward
trend on the stock market in 2001. The stock market was depressed in particular
by the worldwide economic downturn and the downward slide on the NASDAQ.
T-Online stock bottomed out at EUR 4.85 on September 21, 2001, It had made a
good recovery by the end of the year, however. Indeed, viewed over the year as a
whole, T-Online stock fared much better than the NEMAX 50 index.

Strategic reorientation. Tomorrow’s Internet market will be about a lot more than
customer figures and minutes spent online. Premium content and services are
set to shape future developments and are assuming an increasingly central posi-
tion in providers' efforts to tap new revenue streams.

T-Online has assumed a pioneering role in driving the content business. As one
of the leading Internet providers in Europe with a comparatively low leve! of cus-
tomer turnover, T-Online leverages the synergy effects of combined access/portal
offerings and the benefits of large-scale direct customer billing to drive a focused
marketing strategy for premium internet content.

This strategy concentrates on the creation of Internet content and services for
specific target groups. T-Online has not entered into an exclusive agreement with
a single content producer. It works with a variety of content providers to accom-
modate future needs as it evolves into an Internet media network. Through stra-
tegic cooperation agreements and shareholdings, T-Online is building its own
Internet-specific content competence across a broad range of fields. This results
in numerous new and attractive services for T-Online customers. In the year under
review, T-Online was busy preparing for chargeable online content services. T-DSL
provides the perfect broadband platform for these new information and entertain-
ment services.

Finding the right rate. In 2001, T-Online adjusted its pricing structure for the Ger-
man online market to reflect the different usage patterns of individual target groups.
In the spring of 2001, T-Online introduced a new Internet pricing structure en-
abling customers to choose the rate best suited to their needs. The new pricing
structure offers standard rates along with seven other rate options. T-Online surf-
time 30 and T- Online surftime 80, where 30 or 90 online hours are included in
the monthly rental fee, proved particularly popular. A large percentage of former
flat-rate customers with narrowband connections opted for one of these new rate
options. During the 2001 financial year, almost 1 million T-Online customers used
the broadband T-DSL flat rate introduced in September 2000.
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T-Online

Innovative software. At the end of August 2001, T-Cnline launched the largest
ever software initiative in the company’s history. Easy to use, T-Online software
4,0 offers direct access to portal content and e-commerce services. It is thus

the perfect platform to distribute T-Online content and services. This version of
T-Online greatly enhances customer loyalty by offering a whole range of innova-
tive functions. One example of this is T-Online Messenger, which enables users
to look for friends and check which friends are currently online. In addition,
T-Online introduced its first premium services package in mid-August. At the be-
ginning of November, www.t-online.de was given a facelift, The redesign extended
far beyond the site's look and feel, however. The new structure of www.t-online.de
highlights the depth of choice within the T-Online offering.

Strategic partnerships drive portal strategy. During the 2001 financial year,
T-Online systematically expanded its up-to-the-minute German-language Internet
content. In August 2001, as part of a strategic alliance with the national German
television channel ZDF, the website heute.t-online.de (home of the “heute” prime-
time news show), was integrated into T-Online’s portal network.

Since March 2001, T-Online’s independent subsidiary T-info has been offering
an extensive portal service based on Deutsche Telekom's telephone directory
listings. The objective is to position t-info.de as the central information hub on the
Germandanguage Web in this segment,

August 2001 saw the launch of Mercedes-benz.t-online.de. Operated jointly with
DaimlerChrysler, this portal offers a broad range of target-group-specific mobility
services. T-Online also formed a joint venture with Motor-Presse Stuttgart, with the
goal of bundling the general, automobile-related Internet activities of both partners.
The new portal auto.t-online.de joined T-Online's portal network at the start of
September 2001,

Turning to e-commerce, T-Online’s shopping portal features by far the widest reach
on the Web. With around 250 renowned retailers, this major “shopping mall” offers
a wide range of products and services. In the near future, more products will be
available exclusively through our portal.

In 2001, T-Online increased its shareholding in Atrada AG from 51 to 100 percent.
Atrada is a leading developer and operator of electronic marketplaces with inno-
vative trading tools.

T-Online Travel AG was founded in the year under review in partnership with
Preussag AG and Thomas Cook AG. T-Online holds a 75.1 percent stake in the
company, which is set to play a decisive role in shaping the high-volume market
for online travel bookings. The new portal offers a vast selection of travel services
and various user-friendly features. In the travel business, like in various other seg-
ments, the combination of content and ecommerce services offers T-Online the
benefit of far-reaching synergies.

Largest-ever

software faunch

Enhancing
customer foyalty

Portel strategy

Tinfo

Shopping portal

Synergies
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1-Online securs

Business customer
strategy

International
strategy

T-Online France

T-Online.at

Ya.com

T-Online.ch

WAP norial

Premium services for business customers. Almost 60 percent of SMEs in Ger-
many access the Internet via T-Online. In the year under review, around 33,000
companies used T-Online’s business website for their Internet presence. T-Online
introduced the T-Online secureMail service for corporate customers in early 2001.
This service safeguards e-mail communication through digital signatures and
data encryption. T-Online secure VPN offers the additional option of closed Inter-
net user groups.

T-Ontine will continue to expand its offering for corporate customers in the future.
For smaller businesses in particular, who tend to prefer one-stop shopping, end-
toend solutions will be developed to cover areas such as hosting and security.
T-Online also plans 1o introduce special customer care services to ensure opti-
mum support for corporate customers.

Consolidation of European market position. In the 2001 financial year, T-Online's
international strategy focused primarily on integration of the T-Online group. The
objective is to improve the profitability of individual group members.

The T-Online France (Club-Internet) subsidiary succeeded in strengthening its
position on the French Internet market in the year under review. Activities concen-
trated on marketing broadband services. Measured in terms of the number of
ADSL customers, Club-Internet was number two in France in the year under re-
view. T-Online.at also raised its customer base in 2001, to more than 200,000
subscribers. It plans to attract new customers and increase customer loyalty
through a range of attractive and exclusive offers.

Since June 2001, T-Online is the sole owner of Ya.com Internet Factory, one of
the largest Internet enterprises on the Iberian Peninsula. The Swiss subsidiary
T-Online.ch vigorously pursued its goal of establishing itself as a leading platform
for finance, travel, leisure and lifestyle services on the established Swiss market.
In November 2001, a new portal was launched that differentiates itself clearly
from much of the competition by offering target-specific content.

Mobile content and services with T-Motion. T-Motion, a joint venture between
T-Online International (40 percent) and T-Mobile international (60 percent), devel-
ops and markets content and service offerings for WAP-enabled mobile commu-
nications devices. T-Motion's WAP portal was further optimized in 2001. Users
can now directly access local information (on restaurants and gas stations, for
example) from their cellphone. T-Online customers can easily send and receive
e-mails with their cellphones. The premium-rate T-Motion Pius service introduced
in 2001 offers exclusive information and services.




T-Online

The way forward. Since October 2001, T-Online has its own corporate venture
capital fund, T-Online Venture Fund GmbH & Co. By founding this company with
headquarters in Bonn, T-Online adapted the successful T-Venture model of
Deutsche Telekom. The capital fund has assets valued at EUR 100 million. As
well as identifying and deploying innovative technologies and business concepts,
the company is committed to achieving above-average earnings.

More than just a vision. During the year under review, T-Online laid the founda-
tion for continued profitable growth and consclidation of its leadership position
in Germany and Europe through its attractive and innovative offerings. This year,
T-Online wili continue its strategy of qualitative and quantitative growth. Concrete
measures include expansion of the Internet access business and added momen-
tum for the portal business through new functionality and content.

The broadband portal T-Online Vision is one of the cornerstones of T-Online’s
aggressive content strategy. The portal went live as scheduled in the first quarter
of 2002. it delivers multimedia content (such as films and music in CD quality,
multiplayer online games and live transmissions of concerts and shows with high
picture and sound quality) to broadband customers with T-DSL, for example.

T-Online International AG publishes its own annual report. It is available for down-
load at www. t-online.de.
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Revenue increase

Other units.

This section deals with all those Deutsche Telekom Group units whose operations

cannot be assigned clearly to one of the strategic divisions. These include Deutsche
Telekom Group Headquarters and a number of competence centers such as Billing
Services and the real estate companies. Some of Deutsche Telekom's foreign sub-
sidiaries and related companies have also been included.

Other units
{mitlions of €)

2001 2000 Difference
Total revenue 7,987 7111 876
Income before taxes 1,629 1,154 475
EBITDA (adjusted)” 3,079 2,553 526
Employees L . ) 48,345 40,904 8,441

*For important information about adjusted EBITDA see the section on
"Reconciliation to pro forma figures* on pages 114 1.

Deutsche Telekom’s internationalization strategy focuses on promoting the Group's
strategic divisions in foreign markets. Depending on their core competence, the
foreign subsidiaries and associated companies were thus assigned to one of
Deutsche Telekom's strategic piltars (T-Mobile, T-Systems, T-Online or T-Com)
during the period under review. For organizational and legal reasons, Deutsche
Telekom subsidiaries in Eastern Europe and Southeast Asia were not assigned to
one of the pillars during the 2001 financial year. Pending assignment, these sub-
sidiaries remain under the management of Deutsche Telekom's International
board department. MATAV, Hrvatske Telecomunikacije and Slovenské Telekomu-
nikacie were consolidated within the T-Com division as of January 1, 2002.

Increased revenue in Hungary. In July 2000, Deutsche Telekom increased its
share in MATAV, Hungary's largest telecommunications service provider, to 59.49
percent, MATAV leads the Hungarian fixed-network, mobile communications and
private Internet access markets. In 2001, the Deutsche Telekom shareholding gen-
erated revenue of EUR 2.1 billion, an increase of around 25 percent compared
with the previous year's figure. Net income for MATAV for the 2001 financial year
amounted to approximately EUR 433 milfion,

MATAV strengthened its position in the fixed-network market during the period
under review. In June 2001, the company acquired further shares in the local tele-
phone company Emitel, increasing its stake to 100 percent. Thanks to its Emitel
shareholding, MATAV now covers 39 domestic license areas, reaching 72 percent
of the Hungarian population. MATAV's fixed-network subscriber base rose to
three million. On December 23, 2001, the Hungarian telecommunications market
was fully liberalized. During the course of 2001, MATAV systematically prepared
itself for stiff competition in the fixed-network sector. Concrete measures included
realignment of telephone rates, introduction of new products and various effi-
ciencySfocused initiatives. MATAV also stepped up its activities in the fast-growing
data communications, Internet and mobile services markets.
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In conjunction with its subsidiaries Weste! Rt. and Westel 0660, MATAV operates
both a digital (GSM) and analog mobile communications infrastructure. Despite
strong competition, Westel managed to increase its subscriber base from 1.7 mil-
lion at the end of 2000 to over 2.5 million by the end of the year under review. In
January 2001, a consortium headed by MATAV acquired a 51 percent share in
MakTel, the leading telecommunications provider in Macedonia.

Stronger foothold on Croatian market. In October. 2001, Deutsche Telekom ac-
quired a further 16 percent share in Hrvatske telekomunikacije (HT), the leading
telecommunications provider in Croatia. The purchase gives Deutsche Telekom

a majority shareholding of 51 percent in the company. The move underpins the
Group's focus on the acquisition of majority shareholdings as the primary vehicle
of its ongoing internationalization strategy. Deutsche Telekom can now fully con-
solidate HT. The company generated revenue of EUR 907.4 million during the pe-
riod under review, Net income for 2001 was posted at EUR 41.4 million. HT's
fixed-network subscriber base exceeded 1.7 million during the year under review.
The company also served some 900,000 mobile users.

Number 1 in Slovakia. Deutsche Telekom currently holds 51 percent of Slovenské
Telekomunikacie (ST), the largest telecommunications provider in Slovakia. In
2001, ST generated revenue of EUR 462 million and a net income of EUR 94 mil-
lion. Slovenské Telekomunikacie boasted a fixed-network subscriber base of 1.6
mitfion by the end of 2001. With a customer base of 800,000, EuroTel Bratislava
{the mobile communications subsidiary of ST} was the second largest mobile
communications provider in Slovakia.

From strength to strength in Southeast Asia. During the year under review,
Deutsche Telekom's joint ventures (Satelindo in Indonesia, TRI/Celcom in Malay-
sia and Globe Telecom in the Philippines) continued to develop positively. The
companies posted positive operating results and managed to consolidate their
market positions. Deutsche Telekom held the following shares at December 31,
2001: 25 percent in Satelindo; 20.99 percent in TRI/Celcom and 22.1 percent in
Globe Telecom. The merger between Islacom, a Deutsche Telekom subsidiary,
and Globe Telecom, the second largest mobile operator in the Philippines, was
completed in fune 2001. During the year under review, Globe Telecom recorded
a mobile subscriber base of 4.7 million. Satelindo's mobile subscriber base in-
creased by some 67 percent to 1.8 million in 2001 (compared with 1.1 million in
2000), making it the second largest mobile communications pravider in Indonesia.
In the year under review, TRI/Celcom increased its subscriber base by 27 percent
to 2 miilion (2000: 1.6 million). it is thus the leading mobile network operator in
Malaysia.

in 2001, we expanded our worldwide network of country and regional offices.
With offices in Beijing, Bonn, Kiev, London, Madrid, Milan, Moscow, New York,
Paris, Singapore and Tokyo, Country and Regional Management coordinates and
supports all country- and region-specific activities for the Group. it also looks
after public relations.
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Reconciliation
to pro forma figures.

EBITDA and cash earnings after adjustment for special factors. EBITDA and
cash earnings after adjustment for special factors are pro forma figures that are
not covered by the provisions of the German Commercial Code (Handelsgesetz-
buch - HGB).

The acquisition of the UMTS licenses in 2000 and the implementation of Deutsche
Telekom's internationalization strategy had a clear negative impact on the Group’s
result in the year under review. The revenue generated from these investments was
not encugh to offset the amortization and interest expense related to the acquisi-
tion of the UMTS licenses and the goodwill amortization resulting from the con-
solidation of VoiceStream/Powertel in particular. In addition, the Group’s result in
the years 2000 and 2001 was influenced by a series of unusual or infrequent fac-
tors (special factors), which we shall describe in more detail below.

EBITDA after adjustment for special factors. EBITDA is the abbreviation for
“earnings before interest, taxes, depreciation and amortization”. Deutsche Telekom
defines EBITDA as the results from ordinary business activities plus the financial
income (expense) net and amortization on intangible assets and depreciation on
property, plant and equipment.

Deutsche Telekom discloses EBITDA after adjustment for special factors as an
indicator of the development of its operating activities before the effect of start-
up costs for the development of new units and markets that are not matched by
any relevant income, plus the special factors described below.

EBITDA after adjustment for special factors should not be regarded in isolation
as an alternative to net income, operating income, net cash provided by operating
activities or other German GAAP (HGB) or U.S. GAAP indicators. Since other com-
panies may not calculate adjusted EBITDA and other pro forma financial indica-
tors in the same way, these pro forma figures from Deutsche Telekom are not ne-
cessarily comparable with similar figures published by other companies.

The following tables show how Deutsche Telekom derives EBITDA adjusted for
special factors for the Group and for its four divisions from the consolidated state-
ment of income prepared in accordance with German GAAP. The special factors
have been defined and quantified both for the year under review and for the
previous year. At Group level, we have provided a multi-year review for the period
1985 to0 2001.

In addition to EBITDA, we have also disclosed the EBITDA margin (EBITDA return
on sales). The EBITDA margin represents the ratio of EBITDA to net revenue
(EBITDA divided by net revenue).

When analyzing EBITDA adjusted for special factors, it should be borne in mind
that the acquisition of the UMTS licenses and the takeover of VoiceStream/Powertel
in the period under review affected depreciation and amortization and interest
expense, and will continue to do so in the future, whereas the corresponding
positive effects on sales are only expected to be recorded in future financial state-
ments.
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Reconcilation to
pro forma figures

Reconciliation of EBITDA in the Group, 1995-2001

{billions of €)
2001 2000  Change %! 1999

Revenue 48.3 40.9 74 18.0 35.5
Results from ordinary

business activities {2.5) 6.5 (9.0) (138.6) 3.2
Financial income (expense}, net (5.3) (1.2} 4.1) {334.8) (2.9)
Depreciation and amortization {15.2) (13.0) 22 17.2 (8.4)
EBITDA! 18.1 ‘ 20.7 (2.6) (12.8) 14.5
EBITDA margin (%)! 374 50.6 41.0
Special factors affecting EBITDA: 3.0 7.8 -
EBITDA after adjustment

for special factors? 15.1 12.9 2.2 16.9 14.5
EB!TDA margin after adjustment

for special factors {%)! 313 ~31e 41.0

1 Calculated on the basis of more precise million figures.

Special factors affecting EBITDA in the year under review mainly included proceeds
from the sale of our interests in Sprint-FON and Sprint-PCS (including selling costs)
in the total amount of EUR 1.9 billion in the second and third quarters, the book
profit from the sale of our Baden-Wiirttemberg cable TV company (EUR 0.9 billion}
in the third quarter, and proceeds from the sale of regional cable service compa-
nies (EUR 0.1 billion) and from the reversal of accruals (EUR 0.3 billion) in the
fourth quarter. The disclosure of an additional minimum liability under personnel
costs had the effect of reducing EBITDA (EUR -0.2 billion).

The following special factors influenced EBITDA in the 2000 financial year: The
sale of Atlas/Giobal One (EUR 2.8 billion) and of the North Rhine-Westphalia

and Hesse cable TV companies (EUR 3.0 biliion), as well as the IPO of T-Online
(EUR 2.7 billion) and the dilutive effect of the IPOs of the Russian MTS (Mobile
TeleSystems) and of comdirect bank (EUR 0.2 billion), in which T-Online Interna-
tional AG holds an interest. Furthermore, additions to accruals, losses from dispo-
sitions and losses on receivables had an effect totaling EUR -0.9 billion.

In the previous years (1995 to 1999), the following special factors impacted EBITDA:
1996: one-time VAT refunds in the amount of EUR 0.3 billion Euro; 1997: income
from the reversal of accruals (EUR 0.2 biftion); 1998: income from assets dispo-
sals following the sale of SES {Société Européenne des Satellites) shares

(EUR 0.1 billion).

1098

35.1

5.1

33)
9.0}

49.6

0.1

17.3

48.2

1997

37
(4.0)
(9.5)

49.8

0.2

17.0

J

D

1996

34
(3.9)
9.0)

16.3

0.3

16.0

1996

53
(4.2)
(79)

17.3

17.3

51.3




Reconciliation of EBITDA in the core divisions in 2001 and 2000
- {billions of €)

T-Com T-Systems
2001 2000 2001 2000

Net revenue 26.1 27.6 13.8 10.7
Results from ordinary

busi