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Match point.
We’re upping the pace and hitting the mark.
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Management report of the
Deutsche Telekom Group and
Deutsche Telekom AG for the
2002 financial year.
• Strategic review of the Group completed
• Debt reduction program bears fruit
• Group revenue increased 11 percent to EUR 53.7 billion
• Development of cash flows supported debt reduction activities
• Fixed-network business consolidated
• T-Mobile’s customer base in the USA and in Europe significantly boosted
• T-Online on the way to becoming Internet media network
• Innovative large customer projects at T-Systems
A combined management report has been produced for the Deutsche Telekom
Group and Deutsche Telekom AG.
In 2002, Deutsche Telekom conducted a strategic review of its activities due to
the dramatic changes in the business environment, particularly the long-term
assessment of the mobile communications market and the substantial deterioration on the capital markets. Valuation adjustments were made for major intangible
assets, which contributed substantially to consolidated loss of EUR 24.6 billion.
Encouraging developments were recorded in our operational activities. At
EUR 53.7 billion, revenue was up 11 percent year-on-year (including changes to
the composition of the Deutsche Telekom Group), and net cash provided by operating activities increased to EUR 12.5 billion.

Key figures for the Deutsche Telekom Group
(billions of 2)
2002

2001

2000

1999

1998

53.7

48.3

40.9

35.5

35.1

18.4
(24.6)

13.2
(3.5)

7.8
5.9

4.1
1.3

2.4
2.2

Investments

13.2

37.7

43.1

22.9

7.5

Cash generated from operations
Net cash provided by
operating activities

16.7

16.3

12.9

12.2

16.4

12.5

11.9

10.0

9.6

13.5

255,969

257,058

227,015

195,788

195,876

Net revenue
of which: revenue from
international activities
Net income/(loss)

Number of employees
at year-end
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Subscriber and customer figures
(millions)
Dec. 31,
2002

Dec. 31,
2001

Change

%

58.6
24.6
12.4
9.9
2.0
3.4
3.5
1.2
1.4
61.7
81.7

48.9
23.1
10.4
7.0
2.1
2.5
2.9
0.9
–
51.2
66.9

9.7
1.5
2.0
2.9
(0.1)
0.9
0.6
0.3
–
10.5
14.8

20
7
19
42
(3)
35
23
41
–
21
22

12.2

10.7

1.5

15

10.0

8.8

1.2

14

Telephone linesa, f
Lines including ISDN channels (national)
of which: standard analog lines
of which: ISDN channelsg
Subscribers to AktivPlus calling plan
T-DSL subscriptions (marketed)
Lines including ISDN channels (international)

51.3
28.9
22.4
10.7
3.1
6.1

50.7
30.3
20.4
8.4
2.2
6.2

0.6
(1.4)
2.0
2.3
0.9
(0.1)

1
(5)
10
27
44
(2)

Total (national and international)

57.5

56.9

0.6

1

1,204,292
92,968

970,000
79,122

234,292
13,846
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Mobile subscribersa
Subscribers of fully
consolidated subsidiaries
T-Mobile Deutschland
T-Mobile UKb
T-Mobile USA
T-Mobile Austria
Westel (via MATÁV)
T-Mobile CZ
HT-Hrvatske telekomunikacije
Benc
Number of subscribers (pro rata)d
Total number of subscribers e
T-Online subscribersa
Total number of subscribers
of which: T-Online International AG
(Germany)

Key figures for T-Systems
Number of workstations managed
and serviced
Overall processor performance in MIPSh

a Total amounts and percent changes over previous year calculated on the basis of precise figures.
b Including Virgin Mobile.
c Ben (or T-Mobile Netherlands in the future) was consolidated in full for the first time in 2002.
d Proportionate number of subscribers in all mobile communications subsidiaries according to the

percentage of shares held in each subsidiary; the 25 percent shareholding in PT Satelindo was
sold in the second quarter of 2002; historical figures have not been adjusted.
e Total number of subscribers of the fully consolidated mobile communications subsidiaries and
total number of subscribers of other mobile communications shareholdings.
f Standard lines (analog) including public telephones and ISDN channels in operation.
g Two ISDN channels are available per basic-rate access line, and 30 ISDN channels per primaryrate access line.
h Million instructions per second.
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The 2002 financial year –
an overview.
• Strategic review and reorganization of the Group’s Board of Management
• Strong growth in international customer base and rebranding at T-Mobile
• Exploitation of growth potential in the areas of broadband access
and non-access
• T-DSL campaign continued and ISDN market position strengthened
• Innovative large customer projects at T-Systems

Strategic review

Reorganization of
Group Board of
Management

Global brand

T-Mobile USA

T-Online

Internet media
network

Deutsche Telekom carried out a review of the Group’s strategic focus and its
portfolio of shareholdings in 2002. The primary result of this strategic review was
the validation of our four-pillar strategy as the basis for growth. Furthermore the
Group’s intangible assets, in particular its goodwill and licenses, were reviewed
for impairment and adjustments were made to the net carrying amounts of these
assets. A Group-wide program of measures to improve results, reduce debt and
increase efficiency that was adopted by the Board of Management in mid-2002
has produced initial results. Debt reduction was driven forward in the reporting
period by the sale of shareholdings and real estate, as well as through positive
cash flow generated from operations. In order to focus the Deutsche Telekom
Group more strongly on the needs of the market, the divisions, which now each
have dedicated representatives on the Group’s Board of Management, have been
given increased responsibility and decision-making powers. In addition, Deutsche
Telekom established its own Personnel Service Agency (PSA) in the second half
of the year to support staff restructuring measures. This agency will be responsible for placing employees in Germany in vacant positions both inside and outside of the Group in the future.
Strong growth in international customer base and rebranding at T-Mobile.
Since 2002, Deutsche Telekom’s mobile communications services in Germany,
the USA, the UK, Austria and the Czech Republic have been offered under a single
“T-Mobile” brand name. Following the purchase of the remaining shares in Ben
in September 2002, which made the Dutch mobile communications provider a
wholly-owned subsidiary of T-Mobile, Ben will also operate under the global mobile
communications brand (T-Mobile Netherlands) with effect from February 2003.
The strong increase in the number of T-Mobile subscribers in 2002 contributed
to an increase in revenue. T-Mobile USA generated strong organic growth in terms
of new customers, outstripping most other providers in the United States.
Exploitation of growth potential for broadband access and non-access.
Despite intensive competition in the online market, T-Online was able to increase
its customer base again in the 2002 financial year. Customer figures grew from
10.7 million in the previous year to 12.2 million in 2002, with T-Online reaping
the benefits of the continued positive developments in the broadband Internet
sector. The broadband portal T-Online Vision, which was introduced last year,
was extended in the summer to include topic-specific information and entertainment products. With the help of a new organizer and orientation system, T-Online
is developing from its role as a traditional ISP towards the concept of Internet
media networking. This multiportal, cross-media approach paves the way for content synergies by allowing multiple use and marketing, and the construction of
multichannel, customizable content areas.
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T-DSL campaign continued and ISDN market-leader position strengthened.
The successful marketing of calling plans such as AktivPlus and BusinessCall,
along with innovative access products such as T-ISDN xxl, led to an increase in
the loyalty of ISDN and T-DSL customers. By the end of 2002, the number of customers using T-ISDN channels of Deutsche Telekom AG had increased by approximately 10 percent, to a total of 22.4 million. During the same period, the number
of T-DSL lines increased by almost 44 percent, to over 3.1 million. This puts Deutsche
Telekom clearly in first place for ADSL technology in Europe and the USA.
Integration of T-Systems ITS completed – Innovative large customer projects.
The integration of T-Systems ITS GmbH (formerly debis Systemhaus) was completed with the acquisition of the remaining stake in T-Systems ITS GmbH
and its merger with T-Systems International GmbH. During financial year 2002,
T-Systems was able to further extend its existing customer base and win new
projects. For example, T-Systems will provide data center services and IT/telecommunications solutions to the consortium selected for constructing and operating the planned electronic highway-toll system. The company will also offer
consulting services for the entire technical integration of the project.

T-DSL subscriptions marketed
(millions)
3.0

3.1

2.2

2.0

1.0
0.6
0.0
2000

2001

2002

Mobile subscribers of fully consolidated subsidaries
(millions)
60
58.6
50
48.9
40
30

31.2

20
10
0
2000

2001

2002

T-ISDN

T-DSL

New projects
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The economic environment.
• Weak economy
• Stagnation in Germany
• Growth potential for mobile communications in the USA
and in Eastern Europe
• New EU regulatory framework for communications markets passed

General economic
situation

Temporary economic slump in the industrialized nations. In 2002, the global
economy recovered only slightly from the slump of the previous year. The USA
managed to come out of recession. The recovery of the developing and emerging
economies in Asia and the continued positive development of the British economy provided positive impetus. However, this development has been significantly
weaker in the Euro zone than in the other regions of the world. The drop in stock
market prices and the political uncertainty regarding the situation in the Middle
East, as well as the resulting temporary hike in oil prices, acted as obstacles to
growth.
According to estimates by the Institut für Weltwirtschaft (Institute for World Economics), U.S. Gross Domestic Product (GDP – represents the value of all products and services produced within a country) grew by 2.4 percent. With a growth
rate of 0.8 percent, the development of the economies in the Euro zone was, in
contrast, weaker than that of the USA. The euro made steady improvement against
the dollar during the whole of 2002. It also gained on both the Japanese Yen and
the Pound Sterling.

GDP

Purchasing power,
inflation

Stagnation in Germany. The German economy continued to show signs of weakness in 2002. GDP increased by only 0.2 percent, in contrast to a 0.6 percent increase in the previous year. This represents one of the lowest growth rates since
German reunification. In the fourth quarter in particular the slight economic recovery stagnated and investment activity declined. The economic slump was
accompanied by only very slight increases (0.2 percent) in net wages and salaries.
Disposable income – i.e., private households’ purchasing power – increased by
1.0 percent (compared with 3.8 percent in 2001). Consumer spending increased
by 0.9 percent in 2002, or less than disposable income as in the previous year.
Consequently, the savings-income ratio of private households increased for the
second year running. Consumer prices rose by 1.3 percent as compared to the
previous year.

Management report 2002 29

Gross domestic product on the basis of 1995 prices
Changes over prior-year period in real terms (%)
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Source: Federal Statistical Office; prior-year figures partially adjusted.

Telecommunications market grew by 1.3 percent. According to information
from the European Information Technology Observatory, “EITO 2003”, the German telecommunications market – Deutsche Telekom’s core market – grew by
around 1.3 percent to around EUR 64.0 billion in 2002. The size of the market in
the previous year was adjusted to EUR 63.2 billion. In 2002, Deutsche Telekom’s
domestic revenue increased 0.5 percent compared with 2001, to a total of
EUR 35.3 billion. With an imputed market share of 55.1 percent in 2002, Deutsche
Telekom’s share of the relevant domestic telecommunications market decreased
slightly compared to the level of 55.5 percent recorded in the previous year.
Even five years after the liberalization of the German telecommunications market,
competition continued to increase. Despite the consolidation of the German telecommunications markets and the fact that the number of employees in the sector
declined slightly for the first time since 1998 over the past year, the German telecommunications market continued to grow in 2002 and remains of major importance both in Europe, and worldwide.
By the end of 2002, a total of 496 licenses for voice communications had been
awarded to operators with their own networks. At the start of 2002, these included
250 companies that provide voice telephony services and just over 100 providers
with their own long-distance or subscriber-line networks, while the rest operate as
resellers. The number of telecommunications services providers has now risen to
a total of more than 2,100 companies.
Growth potential in the USA and in Eastern Europe. According to information
supplied by the German Regulatory Authority for Telecommunications and Posts
(Regulierungsbehörde für Telekommunikation und Post – RegTP), the German
mobile communications networks had a total of 59.2 million subscribers at the
end of 2002. At approximately 3 million additional subscribers, growth in 2002
was again weaker than in previous years. T-Mobile Deutschland GmbH closed
the 2002 financial year as the market leader, with a market share of approximately
41 percent in terms of customer figures. With a penetration rate of 71.7 percent
(68.2 percent in the previous year), Germany is below the Western European
average (77.0 percent), but far exceeds the penetration rates recorded in the USA
(47.7 percent) and Eastern Europe (30.0 percent). This highlights the fact that
Deutsche Telekom was able to secure further growth potential with its mobile telecommunications activities in the USA and in Eastern Europe, while the domestic
market is increasingly saturated.

5th year of market
liberalization

Licenses

Mobile
communications
segment
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Internet and online
services segment

IT/TC convergence
market

Trend towards broadband access. According to estimates by the German Regulatory Authority, almost half of the over-14 age group in Germany use the Internet (some 35 million people). Besides Internet use at home, other areas from
which the Internet is accessed include the workplace and schools. This is mainly
due to a drop in the cost of Internet access. Internet users with high traffic volume
in particular are switching from narrowband to broadband access. This is reflected
in the sharp rise in the number of T-DSL users, which stood at 2.6 million at the
end of 2002.
Creating added value through networked structures. Globalization and convergence are two of the main factors influencing the development of economic regions today. The increasing international links between companies, customers
and suppliers are replacing traditional business processes with new, networked
added value structures. This fundamental move is leading to the increasing convergence of information technology (IT) and telecommunications (TC). New technologies such as WLAN, UMTS, and IP-MPLS will generate growth. On the provider side, our positioning on the market for integrated IT/TC solutions along with
an international presence and proper ability to deliver will be key success factors.
New legal framework for the German telecommunications market. Competition
developed positively in Germany in a slow-growing market even five years after
the liberalization of its telecommunications markets, especially at regional level.
The Federal Ministry of Economics introduced an amendment to the German
Telecommunications Act (Telekommunikationsgesetz – TKG) in order to implement the new legal framework for activities on the communications markets
approved by the EU in February 2002.
The new EU regulatory framework must be incorporated into national law in the
member states by July 2003. In future, it will be applied to all communications
markets, with regulatory intervention being limited to the degree required to
maintain effective competition. The new legal framework also gives the European
Commission powers within the framework of national regulatory procedures, in
particular the right to make a final decision on the definition of markets which will
become subject to regulation in the future, as well as on the determination of
market dominance.
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Deutsche Telekom’s major rate decisions and the core services offered to competitors and end users are still subject to approval. The Regulatory Authority and
various other government bodies continued to take numerous important regulatory decisions in 2002. In chronological order, these include, in particular:
– The establishment of the rights of other operators to damages, to the provision
of a comprehensive range of wholesale products and to certain delivery
periods for Deutsche Telekom’s leased lines offering;
– The establishment of a duty to cooperate and of contractual penalties in line
sharing contracts between Deutsche Telekom and other providers;
– The establishment (for the first time) of new charges for Deutsche Telekom’s
line sharing offering;
– The ex-post review of charges for the business customer offering for closed
user groups (Telekom Virtual Private Network), which has been on the market
since 1995;
– The establishment of parameters for the new price cap model to regulate all
standard rates for lines and call services for end users.
Deutsche Telekom and/or its competitors have lodged appeals against several of
these rulings.
The German government introduced an amendment to parts of the existing
Telecommunications Act which came into force in December 2002, exempting
mobile communications providers from the provisions regarding carrier selection
contained in the Telecommunications Act until the new EU regulatory framework
takes effect. On the other hand, Deutsche Telekom was forced to extend the
existing option of selecting an alternative carrier for fixed-line calls to other local
networks to include calls within the same local network. This amendment, which
allows especially carriers who do not have sufficient network infrastructure of
their own to offer local call services more easily, contains specific provisions
designed to protect infrastructure investments. In late December, the European
Commission opened proceedings against the Federal Republic of Germany dealing with the amendment of the German Telecommunications Act in respect of
carrier selection in the local network.
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Development
of business in 2002.
• Revenue increased to EUR 53.7 billion
• High level of nonscheduled write-downs impacts Group results
• Increase in net cash provided by operating activities
• Debt level reduced

Net revenue
for the Group

Strong increase in revenue. Deutsche Telekom’s revenue increased by
EUR 5.4 billion year-on-year, to EUR 53.7 billion. EUR 3.3 billion of this relates to
changes in the composition of the Deutsche Telekom Group, in particular to the
first full-year consolidation of T-Mobile USA (EUR 2.2 billion) and HT-Hrvatske
telecomunicajie (EUR 0.7 billion) in 2002.

Net revenue by division1
(billions of 2)

T-Com
T-Systems
T-Mobile
T-Online
Other
Total

2002

2001

Change2

2000

25.4
7.8
18.2
1.7
0.6
53.7

25.0
8.3
13.0
1.3
0.7
48.3

1.6 %
(6.3) %
40.3 %
25.0 %
(9.5) %
11.1 %

24.5
6.0
9.0
1.0
0.4
40.9

1 The National Carrier Services business, previously part of T-Systems, has been part of the

T-Com division, and the International Carrier Services business, previously part of T-Com, has
been part of T-Systems since January 1, 2002. Furthermore, MATÁV, Slovenské Telekomunikácie
and HT-Hrvatske telekomunikacije, which were previously assigned to “Other”, have been part of
the T-Com division since January 1, 2002; the sales responsibility of the foreign subsidiaries in
New York, London, Tokyo and Singapore was transferred from “Other” to the T-Systems division
as of January 1, 2002; prior-year figures have been adjusted accordingly.
2 Changes in percent based on the more precise figures in millions.

Increase in
net revenue

The increase in net revenue results mainly from the growth in the T-Mobile, T-Com
and T-Online divisions. Besides the effects of T-Mobile USA, which was consolidated for the first time in June 2001, the increased number of subscribers and
higher average revenues per user (ARPU) at subsidiaries of T-Mobile International
AG had a positive impact. Furthermore, the T-Com division contributed EUR 0.4 billion to the increase in Group revenue, in particular due to higher revenues at its
Eastern European affiliates and the positive development of its broadband business. The T-Online division also made a contribution thanks to higher revenues
in its access and non-access business segments. By contrast, revenues decreased
at T-Systems, mainly as a result of lower demand in the international Carrier Services area as well as a reluctance among major customers to issue orders.

Management report 2002 33

Net revenue by division
(billions of 2)
25
20
15
10
5
0

2000
2001
2002

T-Com

T-Systems

T-Mobile

T-Online

24.5
25.0
25.4

6.0
8.3
7.8

9.0
13.0
18.2

1.0
1.3
1.7

Other
0.4
0.7
0.6

Net revenue 1998 to 2002
(billions of 2)
54
53.7
50
48.3
46

42
40.9
38
35.5
34

35.1

30
1998

1999

2000

2001

2002

Net loss. Deutsche Telekom generated a net loss of EUR 24.6 billion for the
2002 financial year, compared with a net loss of EUR 3.5 billion in the previous
year. As a result of the strategic review of the Group as a whole, a number of
adjustments were made and recognized in income. In particular, nonscheduled
write-downs of goodwill and licenses at mobile communications companies totaling EUR 20.8 billion had a substantial negative impact on the Group’s result. In
addition, the increase in net financial expense as against the previous year of
EUR 0.7 billion had a negative effect on results. The previous year was dominated
primarily by the sale of the Sprint FON/PCS shareholdings and of the BadenWürttemberg cable company. The sale of shares in Satelindo and T-Online in
2002 was unable to repeat the contribution to earnings made by last year’s disposals.
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Goods and services
purchased

Personnel costs

Write-downs and
strategic review

Goods and services purchased increased by 7 percent to EUR 14.4 billion compared to the same period last year, which is primarily due to changes in the composition of the Deutsche Telekom Group. Excluding these changes, goods and
services purchased remained at almost the same level as the previous year.
Personnel costs grew by EUR 1.4 billion to total EUR 13.5 billion. Part of this increase is the result of changes in the composition of the Deutsche Telekom Group
during the reporting period (EUR 0.6 billion). Another part is the result of accruals for restructuring measures at T-Systems (EUR 0.3 billion) and the revision of
salaries within the framework of collective agreements to make them both performance- and market-oriented. The number of employees, averaged over the year,
increased compared to the previous year by 14,236 (or 5.9 percent) to 255,896.
This increase is on the one hand attributable to changes in the composition of the
Deutsche Telekom Group (primarily T-Mobile USA and HT-Hrvastke telekomunikacjie), and on the other hand to personnel reductions at other Group companies
which were implemented while avoiding compulsory redundancies.
As a result of the strategic review in the second half of the year, nonscheduled
write-downs of intangible assets in particular led to an increase in depreciation
and amortization to total EUR 36.9 billion at year-end 2002. The strategic review
also involved the performance of cash flow-based valuations of Deutsche Telekom’s
affiliates and assets. As a result, and in line with the change in the macro-economic environment and restrictions in investments, the Company adjusted the assumptions used to determine medium- and long-term forecasts. The carrying
amounts for the relevant companies and licenses recorded in the balance sheet
were reduced. Lower expectations regarding the average revenue per user in the
long term and changes to long-term forecasts concerning penetration rates were
among the factors resulting in goodwill amortization (EUR 8.3 billion) and amortization of licenses (EUR 9.4 billion) at T-Mobile USA.
Like other subsidiaries, T-Mobile UK carried out evaluations using internal and
external expertise which resulted in an additional write-down of EUR 2.2 billion
on the British UMTS license. The remaining shares of the Dutch mobile communications subsidiary Ben (or T-Mobile Netherlands in the future) were acquired
in September 2002 for a purchase price that had been previously agreed. The
assessment immediately after the acquisition date led to a valuation adjustment
and write-downs of goodwill totaling EUR 1.0 billion. Reviews at T-Systems resulted in a valuation adjustment for the French company SIRIS, resulting in nonscheduled write-downs of goodwill totaling EUR 0.6 billion in 2002.

Net financial
income/expense

T-Com

Net financial expense increased by EUR 0.7 billion in the period under review
compared with the previous year (to a total of EUR 6.0 billion). This is mainly
attributable to the increase in write-downs of financial assets by EUR 0.8 billion.
These relate primarily to the write-downs of net carrying amounts of the stake in
France Telecom (EUR 0.6 billion), of loans to associated companies (EUR 0.3 billion) and of other investments in noncurrent securities (EUR 0.4 billion) in 2002.
Income related to associated companies and net interest expense both improved
slightly on the previous year (by around EUR 0.1 billion in total).
Development of income in the divisions. Pre-tax, income in the T-Com division
fell by EUR 1.1 billion to EUR 3.5 billion, as against EUR 4.6 billion in the previous
year. This development is largely the result of the prior-year proceeds (EUR 1.0 billion) from the sale of the Baden-Württemberg cable company and regional cable
companies in North-Rhine/Westphalia and Hesse in 2001.
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The EUR 1.6 billion drop in income before taxes in the T-Systems division to
EUR -2.0 billion includes the nonscheduled write-down of goodwill performed as
part of the strategic review (mainly in relation to SIRIS) and nonscheduled writedowns of property, plant and equipment. Also included are nonscheduled writedowns of submarine cable capacity in the North Atlantic and scheduled goodwill
amortization following the takeover of the remaining shares in T-Systems ITS
GmbH (formerly debis Systemhaus).

T-Systems

The decrease of pre-tax results at T-Mobile to a loss of EUR 23.7 billion stemmed
primarily from the need for write-downs as a result of the strategic review. Nonscheduled write-downs totaled EUR 20.8 billion (EUR 9.2 billion on goodwill,
EUR 11.6 billion on mobile communications and UMTS licenses).

T-Mobile

The T-Online division recorded income before taxes of EUR 9 million, despite the
fact that results were impacted by nonscheduled write-downs of the net carrying
amount of the investment in comdirect Bank, which amounted to EUR 88 million.

T-Online

Income before taxes in the “Other” segment fell by EUR 4.8 billion to EUR -4.4 billion compared with EUR 0.4 billion in the previous year. Significant negative special influences included the write-down of the net carrying amount of Deutsche
Telekom’s shareholding in France Telecom, as well as of other investments in
noncurrent securities. On the other hand, the proceeds from the sale of shares in
Satelindo and T-Online had a positive effect, although they could not match the
level of proceeds from the sale of shares in Sprint FON/PCS in the previous year.

Other

Key figures for group segments1
(billions of 2)
Net
revenue2

Income/
Income/
(loss)
(loss)
before taxes before taxes
2002
2002
2001

T-Com
T-Systems
T-Mobile
T-Online
Other
Reconciliation4
Total

30.2
11.3
19.7
1.8
4.4
(13.7)
53.7

3.5
(2.0)
(23.7)
0
(4.4)
(0.2)
(26.8)

4.6
(0.4)
(6.4)
(0.2)
0.4
(0.5)
(2.5)

Change

Employees3

2002
(1.1)
(1.6)
(17.3)
0.2
(4.8)
0.3
(24.3)

152,836
43,482
38,943
2,765
17,870
–
255,896

1 The National Carrier Services business, previously part of T-Systems, has been part of the

T-Com division, and the International Carrier Services business, previously part of T-Com, has
been part of T-Systems since January 1, 2002. Furthermore, MATÁV, Slovenské Telekomunikácie
and HT-Hrvatske telekomunikacije, which were previously assigned to “Other”, have been part of
the T-Com division since January 1, 2002; the sales responsibility of the foreign subsidiaries in
New York, London, Tokyo and Singapore was transferred from “Other” to the T-Systems division
as of January 1, 2002; prior-year figures have been adjusted accordingly.
2 Net revenue plus revenue from business with other sectors.
3 Average figures for the year.
4 Items to be reconciled mainly relate to consolidation measures; the previous-year figure also
includes nonscheduled write-downs of real estate amounting to EUR 0.5 billion.

Annual financial statements of Deutsche Telekom AG. In general, corporate
groups with international activities focus their reporting on the consolidated financial statements. However, dividend payments at Deutsche Telekom are based on
the annual financial statements of Deutsche Telekom AG. For this reason, the
annual financial statements of Deutsche Telekom AG are presented in summarized
form below.
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Balance sheet total
of parent company

Results of
Deutsche
Telekom AG

Deutsche Telekom AG’s balance sheet total decreased by EUR 13.5 billion to
EUR 115.0 billion due to the drop in receivables from subsidiaries and the reduction in bonds and debentures. The equity ratio increased from around 35 percent
to 37 percent. Deutsche Telekom AG’s net revenue decreased by EUR 1.5 billion.
Income before tax was negative, in particular due to loss transfers relating to
T-Systems International GmbH (Frankfurt), Kabel Deutschland GmbH (Bonn), GSH
Global Satelliten-Beteilungsholding GmbH (Bonn), DT Satelliten-Holding GmbH
(Bonn) and GMG Generalmietgesellschaft mbH (Münster) (EUR 2.9 billion in total),
as well as lower dividend income than in the previous year. Taking into account
tax refunds of EUR 0.6 billion, the net loss amounted to EUR 3.0 billion.

Summary of the financial statements of Deutsche Telekom AG
Balance sheet
(billions of 2)
Dec. 31,
2002

Dec. 31,
2001

Property, plant and equipment, and intangible assets
Financial assets
Noncurrent assets
Inventories, materials and supplies
Receivables and other assets
Liquid assets
Current assets
Prepaid expenses
Total assets

33.0
75.3
108.3
0.3
5.9
0.1
6.3
0.4
115.0

38.4
73.4
111.8
0.6
14.4
1.3
16.3
0.4
128.5

Shareholders’ equity
– of which: unappropriated net income
Accruals
Liabilities
Deferred income
Total shareholders’ equity and liabilities

42.1
0.0
7.6
65.2
0.1
115.0

46.6
3.4
8.7
73.1
0.1
128.5

2002

2001

25.8
0.3
5.1
(6.2)
(7.0)
(5.4)
(9.8)
(6.4)
(3.6)
0.6
(3.0)

27.3
0.5
5.4
(7.2)
(6.8)
(6.0)
(9.6)
3.7
7.3
(0.7)
6.6

Statement of income
(billions of 2)

Net revenue
Changes in inventories and other own capitalized costs
Other operating income
Goods and services purchased
Personnel costs
Depreciation and amortization
Other operating expenses
Financial income (expense), net
Income/(loss) before taxes
Taxes
Income/(loss) after taxes

The annual financial statements of Deutsche Telekom AG, which have an unqualified audit
opinion from Ernst & Young Deutsche Allgemeine Treuhand AG Wirtschaftsprüfungsgesellschaft
and PwC Deutsche Revision Aktiengesellschaft Wirtschaftsprüfungsgesellschaft, 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 +49 228 181-88009.
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Proposal to suspend the payment of dividends. The Board of Management
and the Supervisory Board will propose to the shareholders’ meeting that no
dividend should be paid for the 2002 financial year. This would make a further
contribution to reducing net debt.
Consolidated balance sheet structure heavily influenced by valuation adjustments for assets. The balance sheet total of the Deutsche Telekom Group fell by
24 percent, or EUR 38.8 billion, during the 2002 financial year. This decline is
due primarily to the write-downs of the net carrying amounts of intangible assets
carried out as part of the strategic review of the Group as a whole. As a result, the
equity ratio fell to around 28 percent compared with 39 percent in the previous
year (excluding the amount proposed as a dividend payment). The EUR 5.6 billion
debt reduction was mainly due to a decrease in financial liabilities.
Debt (in accordance with the balance sheet) down EUR 4.0 billion. Financial
liabilities were reduced to EUR 63.0 billion in 2002, despite the dividend payment
and the purchase of the remaining shares in T-Systems ITS GmbH and Ben
Nederland B.V.. This reduction is mainly due to the sale of real estate and shares
in affiliates (Satelindo and T-Online), as well as from cash provided by operating
activities and exchange rate effects.

Consolidated
balance sheet total

Shareholders’
equity

Debt reduction

Debt (in accordance with the balance sheet)
at year-end (billions of 2)
67.0
60

63.0

60.4

42.3

40
39.9
20

0
1998

1999

2000

2001

2002

As well as financial liabilities, other liabilities include loan notes, liabilities from
interest rate/cross currency swaps and collateral payments received (EUR 1.1 billion; 2001: EUR 0.9 billion) which, along with financial liabilities, are partly offset
on the assets side by liquid funds, marketable securities, interest rate and cross
currency swaps, collateral payments made (reported under other assets), and
discount on loans, amounting to a total of EUR 3.0 billion (2001: EUR 5.1 billion).
This results in “net debt” of EUR 61.1 billion (2001: EUR 62.8 billion) at Deutsche
Telekom. This key figure, which is not an integral part of consolidated financial
statements in accordance with German GAAP, is used by senior Deutsche Telekom
officials for debt management and control purposes. Although many competitors
of Deutsche Telekom use this key figure, there is no uniform definition of it to date.

“Net debt”
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Balance sheet structure
Assets
(billions of 2)

1998

1999

2000

2001

2002

0.9

1.6

16.5

39.4

24.0

0.2

13.4

19.3

40.6

29.4

65.4

67.0

70.8

66.7

58.1

11.9

11.7

16.7

17.0

13.5

0.9

0.9

0.9

0.9

0.8

79.3

94.6

124.2

164.6

125.8

1998

1999

2000

2001

2002

25.1

35.7

42.7

66.3

35.4

Shareholders’ equity

8.3

9.3

11.4

18.4

16.1

Accruals

39.9

42.3

60.4

67.0

63.0

Debt

6.0

7.3

9.7

12.9

11.3

Other liabilities

79.3

94.6

124.2

164.6

125.8

Licenses, concessions and similar rights, advance payments
Goodwill
Property, plant and equipment,
and financial assets
Current assets
Other assets
Balance sheet total

Liabilities
(billions of 2)

Balance sheet total
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Net cash provided by operating activities up slightly on last year’s level. Net
cash provided by operating activities was up year-on-year by EUR 0.6 billion to
EUR 12.5 billion. Several factors contributed to this increase. As well as lower net
interest payments resulting from the reversal of hedging transactions which were
no longer required, the increase in noncash transactions, in particular as a result
of the write-downs of loans to subsidiaries and of the net carrying amount of
shareholdings in France Telecom, had a positive effect on cash flow. Furthermore, the depreciation and amortization of noncurrent assets, which rose disproportionately to the Group’s result, and higher accruals (mainly personnel accruals)
also contributed to this development. Net cash used for investing activities in
2002 amounted to EUR 10.1 billion, compared with EUR 5.4 billion in the same
period last year. Despite a reduction in cash outflows for investments in property,
plant and equipment amounting to EUR 3.1 billion, this development is largely
the result of the drop in cash inflows from divestitures; although in 2002 the latter included EUR 0.7 billion from the sale of shares in T-Online, in the previous
year it primarily reflected the high cash inflows from the sale of shares in Sprint
(EUR 3.4 billion) and in the Baden-Württemberg cable company (EUR 0.9 billion). Net cash used for financing activities increased in the period under review
by EUR 1.4 billion to EUR 3.4 billion due to lower repayments of financial liabilities. In addition, the dividend payment in 2002 resulted in a cash outflow of
EUR 1.6 billion.

Statement of cash flows (summarized)
(billions of 2)

Cash generated from operations
Net cash provided by operating activities
Net cash used for investing activities
Net cash provided by/used for financing activities
Effects of foreign exchange rate changes
Net increase/decrease in cash and cash equivalents
Cash and cash equivalents (short- and long-term)

2002

2001

2000

16.7
12.5
(10.1)
(3.4)
(0.0)
(1.0)
1.9

16.3
11.9
(5.4)
(4.8)
(0.0)
1.7
2.9

12.9
10.0
(27.7)
17.8
(0.0)
0.1
1.9

Net cash provided
by operating
activities

Net cash used for
investing activities

Net cash used for
financing activities
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Purchasing.
• Establishment of Group-wide purchasing systems
• Expansion and extension of purchasing systems
• Expansion of electronic ordering processes
• Conclusion of UMTS master agreements

Sourcing strategy

Purchasing volume

Introduction of
UNSPSC

Global sourcing

Networked
structures

Along with improved efficiency and effectiveness in purchasing processes, the
systematic exploitation of cost-cutting potential by using synergies and pooling
purchasing volumes is the core objective of Deutsche Telekom’s purchasing
department and, as such, essential to our ability to improve results and increase
our competitiveness. In 2002, we further optimized the restructuring and global
focus of our purchasing organization, which was implemented as part of our fourpillar strategy using main product groups, by introducing standard Group-wide
purchasing systems. As well as improving process quality by making transactions
faster and more reliable, this led to substantial process cost benefits.
In 2002, the Group spent around EUR 18.7 billion on goods and services. This
represents approximately 35 percent of Group revenue. T-Mobile was responsible
for the largest proportion of the Group’s purchasing volume, followed by the divisions T-Com and T-Systems. IT-related purchases (IT hardware, IT software and
IT services) account for the largest proportion (almost one third) of the Group’s
30 main product groups.
Expansion and extension of purchasing systems. Roll-out of the Group-wide
electronic ordering and e-procurement system, eBest, continued systematically
in 2002. With more than 20,000 users, it is now one of the world’s largest e-procurement applications. The proportion of electronic orders grew compared to the
previous year, with almost 200,000 purchasing transactions being processed
entirely electronically. The cross-divisional e-procurement program will continue
to be expanded and implemented systematically throughout the Group in 2003.
The introduction of the UNSPSC (United Nations Standard Product and Services
Code) formed the basis for the Group-wide exchange of purchasing data and
therefore provided the framework for increased cooperation within the Deutsche
Telekom Group’s global sourcing network. The “Kokon” information processing
application (which in German stands for Group-wide contracts) was introduced in
the year under review to administer all master agreements. This gives the divisions
the opportunity of taking advantage of existing Group-wide purchasing conditions.
Product group management. We continued with the systematic implementation
of product group management in 2002. This involved the transfer of responsibility
for certain purchasing issues from Group to divisional level. Particular emphasis
was put on the integration of international companies, in order to exploit existing
price differentials, especially in Eastern Europe. This work focused on investmentsensitive fields such as UMTS technologies, networks and construction work. Expenditure on cost-sensitive services such as management consultancy services,
marketing/media, travel management and logistics was also optimized in line with
the extensive degree of internationalization within the Group. In 2003, our activities will continue to be focused on networking Purchasing with Controlling and
the end-user departments through our product-group and supplier teams. The
emphasis here will be on network management and spare parts sourcing. As well
as reducing costs, the aim of this process is to further reduce tied-up capital and
optimize warranty claims in the field of capital goods.
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Expansion of electronic ordering processes. In 2002, the purchasing department of our T-Com division realized substantial savings thanks to more favorable
purchasing conditions. The focus in 2002 lay on further expanding electronic
order processing and the integration of T-Com’s international affiliates in order to
leverage synergy potentials. The proportion of purchasing transactions processed
electronically was again increased, to over 50 percent. Thanks to close coordination with its Eastern European affiliates, T-Com was able to exploit a large number
of potential synergies in major purchasing projects. Next year, T-Com will concentrate on further expanding electronic tender and ordering procedures, among
other things, thus hoping to achieve substantial increases in productivity in its
purchasing department.
Conclusion of UMTS master agreements and reorganization of the purchasing organization. For T-Mobile, the 2002 financial year was dominated by the
conclusion of UMTS master agreements with selected system technology suppliers. Other technological platforms were procured by Europe-wide, harmonized
sourcing based on international master agreements. The efficiency of the purchasing organization was increased even further as a result of the reorganization
of the domestic and international units; substantial purchasing benefits could
above all be achieved for our American subsidiary, T-Mobile USA. In addition, the
overall economic situation was used in order to adjust prices to reflect the change
in market conditions.
Successful eAuction on the German market. The Workstation and Operating
Systems commodity team issued a tender for PCs and monitors in 2002. This
tender, which consists of two batches and has a total volume of 150,000 PCs
and monitors, will cover Deutsche Telekom’s entire demand for the next three
years. The last stage in this tender involved one of the largest eAuctions on the
German IT market to date, with a total order volume of around EUR 140 million.
The initial result of the negotiations for the two batches was confirmed by the
eAuction. The introduction of eBest in the T-Systems division was used as an
opportunity to extend the system to include capital goods, thus optimizing many
of the business processes of T-Systems’ purchasing units. The first of T-Systems’
major suppliers were integrated with the T-Mart marketplace in order to enable
orders to be dispatched electronically from our SAP systems.
Improved process quality and transparency. The introduction of eBest in early
2002 has facilitated internal purchase requests to be issued and processed
using an entirely electronic procedure. As well as the substantial improvements
in relation to process quality, this has also led to transparency as to requirements
and significantly faster processing times. In addition, further measures designed
to optimize both our processes and business transactions were prepared for
2003. The introduction of electronic catalogs, for example, will allow employees
to place online orders for goods with suppliers.

T-Com

T-Mobile

T-Systems

T-Online
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Research and development.
• Group innovation network proves its worth
• Active innovation management
• Group-wide product data platform for product lifecycle
management established
• Tense situation on the venture capital market affects T-Venture
The innovation network consisting of a central Innovation Management department and the innovation departments in the divisions has proved to be a sound
basis for cooperation within the Deutsche Telekom Group in 2002. The marketoriented implementation of innovations was ensured by means of autonomous
product development in the individual divisions, supported by Group headquarters. The interlinking of the central innovation strategy, the Group strategy and
the divisional strategy departments combined market findings with the latest
technological approaches at an early stage.

T-Systems

Innovation strategy

Group R&D

T-Systems worked closely with third-party companies, research institutes and universities to realize its projects. For example, the company developed and launched
an online marketplace called “popfile.de” for the largest German music portal,
run by Universal Music Group. T-Systems’ Technology Center in Darmstadt developed a Web configurator (http://www.t-mart-web.de), which supports the
web-based sale of complex products and services using an integrated workflow
management and billing system, which allows each customer to configure his or
her own individual business model.
Active innovation management. The system of future scenarios was developed
further in 2002. A wealth of new technological information, e.g. on new generations of chips, was filtered for its implementability as potential new products of
the Group and was then prepared for discussion with the relevant market managers. A concrete forecast for the next five years (plus business models) was drawn
up on the basis of our vision for the telecommunications environment in ten
years’ time.
Like in the previous year, new mega topics were developed from the results of
our innovation strategy (for example, Conference & Communication Support or
Competence Development). Projects which were developed further or translated
into prototypes in 2002 included, for example, the “Josy” telehome project, an
active home platform which links all items of household technology to the external
telecommunications network. The “Telebusiness” project saw the completion of
the pilot implementation of the Business Solution Manager, a virtual, networkbased management consultancy system for small and medium-sized companies.
To round off the Global Mobility mega topic, the results of the Mobile Media
Distribution project component were transferred to the Broadcast business line
of the T-Systems division. The project received substantial support from crossfunctional teams made up of staff from the divisions and central Innovation
Management.
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Our product lifecycle management system, PRIMA, and the related Group-wide
product data platform which documents and lends transparency to the lifecycle
of all the Group’s products was put into productive operation. With PRIMA and
KOMPAS (Group-wide modular product data structure) as the basis for establishing a standardized pre-product portfolio, we tap potential for development and
production cost savings while at the same time retaining customization in our
offerings.

Product lifecycle
management

At approximately EUR 0.9 billion, expenditure on R&D activities was at the same
level in financial year 2002 as in the previous year, with the main portion accounting for development and adjustment of software systems and architectures.
The remaining share was used for preliminary product-related research and development activities as part of the projects implemented by central Innovation
Management and as part of divisional product developments. A total of around
6,900 employees were involved in projects and activities aimed at creating new
products and offering them efficiently to the customers.

R&D costs

A significant number of ideas and project results were converted into a total of
547 patent applications during 2002, the focus being on securing software
patents. At the end of 2002, Deutsche Telekom owned around 4,500 intellectual
property rights. These rights were exploited strategically and, in some cases,
marketing activities were started.

Patent applications

Number of patent applications filed by Deutsche Telekom
600
561

547

454

400

479

363
200
0
1998

1999

2000

2001

2002

Tense situation on the venture capital market. T-Venture (T-Venture Holding
GmbH) invests equity in young, innovative high-tech companies with an aboveaverage level of growth potential. In addition, T-Venture has shareholdings in
venture capital funds in North America, Europe, Asia and Israel, and manages
the divisional venture funds of T-Mobile and T-Online. T-Venture invested a total
of approximately EUR 11 million in the period under review. The year-on-year
decline in investment activity is a result of the difficult conditions of the economy
as a whole, as well as the ongoing slump on the stock markets and the accompanying change in risk assessment. Many of the companies in which T-Venture
holds a share have been unable to meet their targets due to the tense market
situation and the unfavorable situation of the economy as a whole. Therefore,
T-Venture continued to consolidate its venture portfolio in 2002. The focus in the
financial year to come will be on portfolio companies with particularly high potential. At December 31, 2002 T-Venture’s portfolio consisted of 41 direct shareholdings in companies and 9 indirect shareholdings in venture capital funds.

T-Venture

Investment volume
adjusted

Tense market
situation
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Employees.
• Staff restructuring measures required in light of Group situation
• Pioneering role thanks to the new Personnel Service Agency
• Campaign in the field of ideas management
• Record performance in vocational training
• Establishment of Deutsche Telekom Pension Fund
The economic situation of the Deutsche Telekom Group demands a stringent
consolidation policy in order to improve the Group’s financial room to maneuver.
The main aim of the Group’s human resources strategy is therefore to make an
independent contribution to consolidation without neglecting our human “resources”, which represent a long-term source of growth.
Focused strategy. In 2002, we extended the new focus on future-oriented personnel activities, which was initiated in 2001, to include three strategic packages:
Top Value, Top Leadership and Top People. These will help us to pave the way to
improved efficiency and increased competitiveness.

Strategic measures

Top Value refers to the direct measures which have a positive impact on results,
in particular those relating to personnel costs and capacity-oriented employment
management. They include the new Personnel Service Agency, cost reduction
measures in relation to the Group’s travel policy and the company car policy,
as well as the postponement/cancellation of the pay round for employees not
covered by collective agreements and senior executives. In addition, a campaign
in the field of ideas management is helping to mobilize the expertise of our employees in order to exploit the savings potential within the Company.
Top Leadership relates to the indirect supportive contribution made by the
Group’s Human Resources department as a business partner in the consolidation
phase, helping to ensure that we have motivated and loyal employees. The main
features of Top Leadership are instruments designed to make our HR policy
more flexible, as well as processes for strategy implementation and instruments
for strategy communication.
Top People guarantees that the right people are employed in specialist and
managerial positions for the phase which will follow the consolidation process,
and is mainly focused on the internal job market. It includes, for example, the
establishment of a universal management development system covering all
employees from junior staff to top management, while also taking into account
our diversity and gender mainstreaming policy.
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Restructuring using the new Personnel Service Agency. In the medium term,
our human resources planning aims to significantly reduce the workforce by
2005, first and foremost in Germany and primarily in the fixed network sector.
The traditional methods of staff restructuring, such as severance payments or
early retirement programs, have been largely exhausted. Staff restructuring at
Deutsche Telekom will nevertheless continue in a socially acceptable manner,
and priority will continue to be given to the placement of employees working in
areas with staff surpluses in vacancies both inside and outside of the Group. In
June 2002, Deutsche Telekom AG and the ver.di service industry union signed a
collective agreement on protection against rationalization and safeguarding employment. This agreement contains clauses providing protection for employees
with collectively agreed employment relationships and junior staff in training of
Deutsche Telekom AG in the event of job cuts resulting from rationalization.
The centerpiece of this collective agreement is the establishment of the in-house
Personnel Service Agency (PSA). This agency has the primary task of absorbing
those domestic employees who are affected by rationalization measures and,
after appropriate retraining if necessary, placing them in vacant positions inside
and outside of the Deutsche Telekom Group. If no appropriate positions are
vacant, the employees may, for limited periods, be assigned to temporary jobs
inside or outside of the Deutsche Telekom Group in accordance with the provisions of the German Act on Temporary Employment Businesses. Trainees who
have successfully completed their vocational training at Deutsche Telekom AG
are transferred to the PSA for a limited period of one year immediately after completion of their training.

Workforce development (as at December 31 in all cases)
Employees in the Group
Total
of which: Deutsche Telekom AG
T-Com
T-Systems
T-Mobile
T-Online
Other
Breakdown by region
Germany
International
of which: other EU member countries
of which: rest of Europe
of which: North America
of which: rest of world
Revenue per employee
at Deutsche Telekom
Development of productivity
(thousands of 2)

2002

20011

20001

255,969
120,009
148,900
43,292
41,597
2,814
19,366

257,058
124,328
155,342
43,449
38,025
2,960
17,282

227,015
126,857
144,969
40,672
19,186
3,010
19,178

177,823
78,146
17,647
39,601
19,144
1,754

178,336
78,722
16,538
43,343
16,909
1,932

179,197
47,818
16,577
29,408
170
1,663

210

199

201

1 Figures for the previous years relating to our various divisions have been adjusted to reflect the

new organizational structure in 2002 financial year.

Collective
agreement on
rationalization

Personnel Service
Agency
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Campaign in the field of ideas management. This campaign is designed to
better mobilize the creativity and expertise of our employees. In 2002, the Deutsche
Telekom Group made savings of EUR 385 million thanks to 8,703 suggestions
for improvement (first-time filings including subsequent approvals). This represents a clear increase on 2001. The number of German, European and international applications for patents was increased once again compared with 2001.

Innovations

Number of suggestions for improvement
Savings (millions of 2)
Number of patent applications

Telekom Training
Center

2002

2001

2000

8,703
385
547

8,308
121
479

5,135
170
561

The capital in the heads of our employees. In spite of the consolidation process
and the necessary savings, we are already laying the foundations for future growth.
This includes a training and continuing education process which is tailored to the
markets of the future. Our in-house Telekom Training Center (TTC), with its broad
spectrum of training and qualifications-building opportunities, opened on January
1, 2002. By pooling our expertise in the training and continuing education sector,
we can ensure that our employees are provided with future-oriented and innovative further training and retraining measures.

Training through the TTC – Investing in the future1

Seminars
Participants
Training days
Global Teach sessions2

2002

2001

2000

12,021
111,168
342,157
175,373

11,580
121,701
348,892
152,298

9,871
102,192
305,201
124,341

1 Generally excludes specific programs for managerial staff.
2 Global Teach is an internal e-learning platform.

Expenditure for centrally organized training measures amounted to around
EUR 115 million, not including the associated costs incurred through personnel
absences and travel.
Taking responsibility for the next generation. We have been steadily increasing
the number of jobs for junior staff in training for several years. The total number
of trainees and student interns rose to 11,709 by the end of 2002, an increase
of 19 percent over the previous year. Around 4,000 of them joined the Group in
2002, which means a total of some 500 new trainees over the previous year.
3,840 jobs for junior staff in training will be offered in 2003, and 160 students
will be admitted to Deutsche Telekom’s University of Applied Sciences in Leipzig.
Deutsche Telekom thus remains one of the largest providers of vocational training in Germany.
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Innovative pension scheme. In 2002, we successfully implemented the reform of
the German Old Age Pension Act at corporate level by establishing the Deutsche
Telekom Pension Fund (TPF) in 2002. This applies to both our deferred compensation plans and the state subsidy programs. Over 60 Group companies have
meanwhile joined the TPF. Deutsche Telekom has also developed new products
designed to promote our employees’ responsible and earnings-related personal
pension provision. Employee funds and employee index certificates, which are
open to all employees within the Group as well as to their families, were set up in
April 2002.

Deutsche Telekom
Pension Fund

New collective agreement for T-Systems. The main feature of the new collective
agreement for T-Systems is the agreement of annual target salaries. These provide
for a variable pay component that varies according to whether or not the agreed
individual annual target is met. A salary band above the lower limit of the annual
target salary under the collective agreement was agreed for the first time. This
allows salary development to be tailored to the individual employee. The individual determination of salaries within the salary band is based on long-term performance and the potential of the employee, as well as on the internal value of
his/her function and the employee’s market value. A further aspect is the agreement of highly flexible regulations on working hours. These are designed to
reflect the employees’ personal circumstances and plans on the one hand, and
the company’s objectives in the fiercely competitive named accounts market on
the other.

Collective
agreement for
T-Systems
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Sustainability and environmental protection.
• Telecommunications offer high resource efficiency
• Emissions trading a suitable instrument for the reduction
of CO2 emissions
• Online billing doubles our contribution to climate protection
• Annual savings target exceeded in 2002 thanks to optimized
energy usage
• Deutsche Telekom awarded good rating by oekom

Resource efficiency

Contributions to
energy efficiency

Kyoto Protocol

Pilot project under
realistic conditions

Telecommunications and climate protection. The field of telecommunications,
which is characterized, among other things, by its high degree of resource efficiency, is crucial to the preservation and further development of an efficient
society. The global warming due to the drastic increase in CO2 emissions which
has been forecast by internationally renowned climatologists will most likely lead
to climate instability with extreme weather conditions. This is a clear warning for
us to stop wasting natural resources. Innovative and highly efficient services such
as e-government, e-commerce, e-learning, video and audio conferencing, teleworking and fast data transmission, for example, allow the telecommunications
sector to make a decisive contribution to increasing energy efficiency and, as
such, to cutting CO2 emissions. Deutsche Telekom regards this not only as part
of its responsibility towards society in general but also as offering business
opportunities for the Company. Therefore, Deutsche Telekom has developed a
strategy ranging from the promotion of the Kyoto process, through the appraisal
of the potential of our services, to the use of renewable energies and the reduction of our own energy consumption.
Emissions trading – cooperation partners give the “Hesse Tender” the thumbs
up. One of the main instruments of the Kyoto Protocol for the reduction of CO2
emissions is what is known as emissions trading. It allows CO2 emission rights to
be traded, like securities, between companies and countries. A company which
manages to reduce its CO2 emissions to below a certain level can sell any surplus it has to other companies which have not met their targets, or which were
unable to meet them within the defined timeframe because they were unable to
make the necessary investments involved in emission reduction, for example. In
order to test this system in the form of a pilot project, Deutsche Telekom took part
in the “Hesse Tender”, a project run by the Hesse Ministry of the Environment,
along with several other companies. This pilot project allows all elements of emissions certificate trading (from price discovery through standard contracts to the
monitoring process) to be tested under realistic conditions. In light of the positive
results of the “Hesse Tender”, Deutsche Telekom believes emissions trading to
be a suitable instrument for reducing CO2 emissions under market conditions.
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Online billing doubles our contribution to climate protection. After only one
year, some 1.5 million customers are paying their telephone bills via the userfriendly online billing system. If all of Germany’s 14 million households with Internet access were to switch to online billing, paper consumption would be reduced
by around 2,800 tons per year, and the electricity used to produce the paper
could be cut by 5.7 million kilowatt hours. In order to bring online billing to the
attention of the general public, we have launched several campaigns along with
the Bund für Umwelt und Naturschutz Deutschland e.V. (Friends of the Earth
Germany). In Kiel, our T-Com division supported the “Baum statt Rechnung”
(Trees not Bills) campaign, by donating EUR 0.50 for every new customer, which
financed the planting of an avenue of oak trees. A donation of one euro per new
customer was made in Berlin as part of the campaign “Bäume für Berlin” (Trees
for Berlin) in order to fund the reforestation of trees damaged by the hurricaneforce winds.
Energy optimization. Deutsche Telekom is contributing to improved resource
efficiency with products such as online billing and T-NetBox. In addition, the Company’s processes are being revised in order to make them as resource-efficient
as possible. Our T-Com division, for example, has set itself the target of saving
33.15 GWh per year for a period of 4 years. This corresponds to an annual saving
of approximately 3 percent. We exceeded this target in 2002, with 40.5 GWh and
cost cuts amounting to EUR 3.5 million. Numerous measures, both large and
small-scale, were implemented, leading to savings of more than 47 GWh in the
T-Com and T-Mobile divisions in Germany alone.
Use of fuel cell technology in Munich. The use of fuel cell technology to generate
power, or power and heat together (co-generation) is a fundamental new innovation, because fuel cells offer an alternative to thermodynamic energy conversion.
Deutsche Telekom’s real-estate subsidiary, DeTeImmobilien, ran a successful project that generated considerable public interest and that was 50 percent funded
by the German Economics Ministry. The aim of the project was to demonstrate
how fuel cells can provide and ensure an innovative and highly environmentallyfriendly source of energy for technical buildings.
Deutsche Telekom awarded good rating by oekom. The renowned Munich
research agency oekom awarded the Deutsche Telekom Group an overall B+
rating (on a scale ranging from D- to A+) in both the socio-cultural and environmental categories. In the period under review, 38 telecommunications companies worldwide were examined. Deutsche Telekom’s Code of Conduct was given
special mention in this context. The Company was awarded bonus points for its
differentiated price system, which makes allowances for socially disadvantaged
and disabled customers, and for the range of special products on offer to these
customers.

Online billing

Annual savings

Environmentallyfriendly energy

B+ rating
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Dependent company report. In the period under review, the Federal Republic of
Germany held a 42.77 percent stake in Deutsche Telekom AG. The 0.28 percent
decrease compared with 2001 is the result of the issue of bonus shares by the
federal corporation KfW, which was implemented at the beginning of 2002. The
Federal Republic provided approximately 7 million of the 11.6 million bonus
shares to KfW for this purpose. As the Federal Republic, despite its minority shareholding, represents a solid majority at the shareholders’ meeting due to the average attendance of the shareholders’ meeting, Deutsche Telekom is a dependent
company of the Federal Republic according to § 17 (1) of the German Stock Corporation Act (Aktiengesetz – AktG).
No controlling agreement or profit-and-loss transfer agreement exists. Pursuant
to § 312 of the AktG, the Board of Management of Deutsche Telekom AG has
therefore prepared a Dependent Company Report describing relations between
the controlling body and affiliated companies. The Board of Management issued
the following statement at the end of the report: “The Board of Management
hereby declares that under the circumstances known to the Board of Management at the time the business transactions were performed, the Company received
appropriate remuneration for such transactions. The Company did not perform
or omit any actions on behalf of or on the instructions of the controlling company
or any affiliated companies.”
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Risk management.
• Risk situation largely dependent on regulatory policy
and capital market developments
• Risk management system increasingly becoming
a strategic success factor
• Risk management established as an integral part
of planning and controlling systems
As an integrated T.I.M.E.S. provider, Deutsche Telekom is exposed to a multitude
of risks as part of its business activities. To us, risk management is about more
than merely fulfilling the legal requirements; making risks calculable and controllable by means of efficient processes and adequate risk awareness is, first and
foremost, a business challenge.
It is the business policy of Deutsche Telekom to systematically leverage existing
opportunities and to take controlled risks if this can be expected to result in corresponding added value.
Our Group-wide risk management system involves the systematic identification
and assessment of all relevant risks at an early stage in accordance with defined
principles and the selection and implementation of the appropriate measures to
respond to risks and to exploit opportunities. In keeping with our philosophy of
decentralized responsibility, the individual units are responsible for managing
their own risks.
The risk management system consists of a series of different but interlinked planning, control and information systems, which cover all areas of the Company and
contain specific opportunity and risk assessments. This includes a value-oriented
system of key performance indicators and controlling reports.
In addition, an independent risk reporting system is in place. This system is used
to report risks that exceed a defined threshold value to the next reporting level.
Corporate Risk Management submits a risk report to the Board of Management
on a quarterly or ad hoc basis informing them of all of the major risks within the
Group, and also ensures that the system as a whole functions correctly and efficiently.
We attach particular importance to the management of risks resulting from financial items. All our treasury activities – in particular the use of derivative financial
instruments – are subject to the overriding principle of risk minimization. Derivative financial instruments are used to limit risks associated with currencies and
changes in interest rates and which have an effect on cash flow. All financial
transactions and risks are recorded in a central treasury system. Management is
informed regularly of these transactions.

Risk reporting
system

Management of
financial risks
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Liquidity is safeguarded through rolling liquidity and financial planning. Confirmed bilateral bank lines of credit and syndicated loans are held as liquidity
reserves. These facilities may be drawn at short notice, thus guaranteeing the
solvency of Deutsche Telekom at all times. Deutsche Telekom only transacts
commercial business with counterparts with impeccable credit standing and
limits the counterpart default risks by means of a credit management system.
Organizational risks are countered by means of regulations in accordance with
the Minimum Requirements on Trading Activities at Banks.

Group auditing

Risk areas

As an instance that is not involved in the individual processes concerned, the
Group’s internal auditors review all the components of the risk management
system at appropriate intervals, thus making an important contribution to process
optimization and quality management.
Out of all of the risks to which the Company is exposed, we have listed below
those risk areas that we currently deem to be material. Even risks which we
regard as insignificant or those which we are unable to identify at present can
have a fundamental impact on our goals.
Regulatory risks. Regulation of the telecommunications markets continues to be
determined by national considerations and therefore shows very different forms,
both within Europe and worldwide.
Unlike its 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 current German Telecommunications Act (Telekommunikationsgesetz – TKG), Deutsche Telekom is regarded as being, to a large extent,
a “market dominant” company.

Amendments to
German Telecommunications
Act

The amendments to the TKG required to implement the new EU regulatory framework by July 2003 are likely to result in a series of new regulations. Although the
new EU framework aims at limiting regulatory intervention on the telecommunications markets, the revision of the TKG could also result in Deutsche Telekom
being subject to additional obligations which could have a substantial negative
impact on the Company’s wholesale and end-user business.
Competition risks. With our products and services in the areas of fixed-network
communications, mobile communications, Internet and system solutions, we regard ourselves as a driver of innovation. As a result of the rapid technological
progress and the trend towards convergence, there is a latent danger that current
technologies will be superseded by alternative and/or new processes in the telecommunications sector.

T-Com

T-Online

Deutsche Telekom is subject to fierce competition in all of its lines of business.
The traditional fixed-network business has been characterized by stiff competition
over the past few years. Rates for long-distance and international calls, for example, have fallen by up to 90 percent since 1998. In the future, competition will
be heavily influenced by future decisions on the part of the Regulatory Authority
for Telecommunications and Posts (Regulierungsbehörde für Telekommunikation
und Post – RegTP), in particular relating to the amendments to the TKG. Price
pressure is expected to increase in light of the fact that the introduction of the
call-by-call system in local networks has just been approved by the Mediation
Committee of the German Bundestag.
T-Online faces the general risk of decisions taken by the Regulatory Authority
having a direct or indirect impact on the determination of end-user rates.
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The difficult economic situation at present is reflected in the named accounts
market segment of both the IT and telecommunications sectors in particular. The
reluctance of our customers to invest and noticeably stiffer price competition are
both testimony to this.
While the US mobile communications market is recording high customer growth
rates, market penetration in Europe has already reached an advanced stage.
Therefore, the focus in Europe is on improving the average revenue per user by
introducing new mobile data services. Following the promising launch of new
applications such as MMS (e.g. photo messaging), increasing importance is
being attached to the further development of multimedia services using UMTS.

T-Systems

T-Mobile

T-Mobile has already fulfilled one of the requirements for launching UMTS on
schedule with its timely construction of the relevant network infrastructure. However, the success of UMTS depends to a large extent on how quickly the manufacturers of the terminal equipment can supply the appropriate number of highperformance, reliable and market-oriented terminals. The possibility of delays
cannot generally be ruled out in principle. The success of the new mobile data
services also relies heavily on customers’ acceptance of, and willingness to pay
for them.
We cannot yet rule out increased regulation of the European mobile communications market, e.g. in relation to pricing, something which could have a serious
impact on the competitive situation in the future.
In the United States, T-Mobile is currently among the fastest-growing mobile
communications carriers in terms of customer growth. The continued success
of T-Mobile USA will essentially depend on the customer growth rate being stabilized or even increased while further strengthening customer loyalty.
Should there be a consolidation on the U.S. mobile communications market
without T-Mobile USA being involved, a possible merger of competitors could
impact negatively on T-Mobile USA’s growth and profitability levels in the medium term.
Electromagnetic compatibility. For Deutsche Telekom, the safety of all our products, especially the (radiocommunications) networks, is an essential element of
our business activity. Our efforts to provide state-of-the-art technologies therefore
include funding scientific studies that aim to detect possible side-effects at an
early stage.
This applies especially 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 findings 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.
Personnel risks. Deutsche Telekom AG plans to dramatically reduce its workforce by 2005. Staff reductions will involve transferring those domestic employees
of Deutsche Telekom AG affected by the rationalization measures to the newlycreated Personnel Service Agency (PSA). This agency bears the employment risk
for employees who cannot be dismissed either on the grounds of their status as
civil servants or because of dismissal protection provisions laid down either by
collective agreements or by law.
It is the duty of the PSA to find long-term employment for these employees where
possible, either inside or outside of the Group. There are various risks attached
to the agency’s ability to meet its placement quota targets, especially because
the planned assignment of employees to positions on the external labor market
is largely dependent on the future development of the economy as a whole.

Staff reductions
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Legal risks. Deutsche Telekom AG is involved in a number of judicial and extrajudicial proceedings with official authorities, competitors and other parties. These
also include the prospectus liability actions brought against Deutsche Telekom
in Germany and the United States, dealing with claims for damages due to
allegedly incomplete or wrong information in the Company’s DT-3 investor prospectus (real-estate assets/status of Voicestream/Powertel negotiations) and
wrong balance sheet data, respectively. It is not possible to make any statement
about the outcome of these proceedings at this point of time.

IT and TC systems
downtimes

IT/TC infrastructure risks. Deutsche Telekom has a modern, high-performance
IT/TC infrastructure that serves as the basis for innovative telecommunications
services. By leveraging potential convergence synergies in information technology
(IT) and telecommunications (TC), Deutsche Telekom is able to offer highly innovative and competitive services on a global level, as well as to develop and support optimal cross-divisional production processes within the Group. The associated production processes show a high organizational and technical complexity.
We counteract the potential risks associated with the various IT and TC infrastructure systems (such as fire, flooding, terrorism, fraud, hacking, viruses, etc.)
by means of comprehensive quality measures and a sophisticated system of technical security measures. These include firewalls, virus scanners, special IT/TC
early warning systems, contingency plans, standby systems and optimized network structures.

Risks related to
large customer
projects

Net debt reduction

Ratings

Project risks. T-Systems’ business model focuses for the large part on realizing
complex, large-scale projects with innovative customized solutions. On the one
hand, this clearly differentiates T-Systems from many of its competitors, thus
improving its market opportunities. On the other hand, these large projects are
subject to contractual agreements which could give rise to extensive customer
claims with respect to warranties, damages or contractual penalties where the
service provided by T-Systems is deemed to be unsatisfactory. Since experience
of such large projects is, naturally enough, limited, they also involve higher risks.
Capital market risks. Even under pessimistic assumptions, Deutsche Telekom is
completely financed until mid-2004. In order to ensure continued access to the
capital market, the planned reduction of net debt is being given top priority. The
aim is to meet this target by the end of 2003 by generating cash flow from operations and selling assets. Part of these sales were already carried out in 2002. The
remaining planned sales entail a degree of risk in terms of the realizable proceeds in light of the uncertain market conditions.
In January 2003, the rating agency Moody’s downgraded our credit rating to
Baa3. Although this will not affect the financing costs involved in our existing credit contracts provided that Deutsche Telekom is not downgraded by any further
rating agencies, the rating awarded to us by Moody’s is the lowest investment
grade. The rating agencies Standard & Poors and Fitch confirmed their estimated
rating in November 2002 and announced that they did not see a need to revise
the existing rating and outlook.
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Interest rate and currency risks. Deutsche Telekom only hedges foreign currency
risks which have an effect on cash flow. Foreign currency fluctuations resulting
purely from balance sheet items are not hedged as a matter of principle. Interest
risks are largely relevant for Deutsche Telekom in the EUR, USD and GBP currencies. To hedge these risks, the Board of Management determines a fix-and-variable
mix for these currencies once a year. Permanent adjustments are being made
within the currency risk management system by the Group’s central Treasury department, particularly through the use of derivative financial instruments.
Balance sheet valuation risks. Deutsche Telekom regularly reviews its intangible
balance sheet assets, including goodwill, for impairment. In determining the existence of possible impairments, Deutsche Telekom considers the effects of any
significant negative changes in the legal, market-specific and economic environment, as well as operational performance and strategic plans of the companies
of the Group. Other relevant factors include disadvantageous decisions taken by
regulatory bodies, unforeseen changes to the competitive situation, changes in
market share as well as the possibility of the sale of Deutsche Telekom business
units.
Furthermore, Deutsche Telekom’s market capitalization is taken into account
insofar as stock market development accurately reflects the current situation in,
and the expected long-term performance of, the sector. On this basis, comprehensive value adjustments were performed in 2002. Deutsche Telekom may consider further adjustments to be necessary as a result of future valuation reviews.

Value of balance
sheet items
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Key events after
December 31, 2002.

Regulatory
framework

Bond issues

At the beginning of February 2003, the European Commission issued a recommendation on relevant product and service markets as part of the new EU regulatory framework for electronic communications networks and services. The recommendation contains a list of markets which the Commission believes should
continue to be subject to sector-specific regulation in the future. The national
regulatory authorities are obliged to analyze these markets in order to determine
what degree of regulation is required at national level. Any deviations from the
EU recommendation must be approved by the European Commission. At the
beginning of February, Deutsche Telekom lodged a request with the German Regulatory Authority for new charges for line sharing and the determination of the
access charge for service providers in order to protect investments by access
providers. At the end of February, the date for the introduction of carrier selection
in local network areas was set by the German Regulatory Authority at April 24,
2003 for call-by-call, and July 8, 2003 for preselection. Also at the end of February,
the Federal Ministry of Economics and Labor distributed a draft version of the
new German Telecommunications Act to all market players who were involved in
talks with the Federal Ministry regarding the amendment for their comments.
In January 2003, Deutsche Telekom issued a bond of EUR 1 billion with a term of
5 years via its financing subsidiary, Deutsche Telekom International Finance B.V..
The bond is aimed at a broad range of investors and, in particular, at savings
banks and credit cooperative institutions. The proceeds of the bond will help to
maintain liquidity without increasing the Group’s net debt level.
Furthermore, Deutsche Telekom issued a mandatory convertible bond in February
2003, again via its financing subsidiary Deutsche Telekom International Finance
B.V., which will generate proceeds of issue totaling approximately EUR 2.3 billion.
This mandatory convertible bond, which does not increase the Group’s net debt
level and is aimed exclusively at institutional investors outside the USA, must be
converted to Deutsche Telekom shares at the end of three years.

SOP

In January 2003, Deutsche Telekom decided that in principle no options from the
2001 stock option plan (SOP) of Deutsche Telekom AG will be issued to the Board
of Management and the Company’s managerial staff in the current year. By waiving its allocation under the SOP, the whole of the Company’s management hopes
to send a clear message to shareholders.
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In January 2003, Deutsche Telekom sold its remaining six regional cable companies to a consortium of financial investors including Apax, Goldman Sachs Capital
Partners and Providence Equity for EUR 1.7 billion. The EU antitrust authorities
approved the sale in early March; the transaction was completed in mid-March
2003. The proceeds of this deal will be used to reduce debt. The sale relates to
the regional cable companies of Hamburg/Schleswig-Holstein/MecklenburgWestern Pomerania, Lower Saxony/Bremen, Berlin/Brandenburg, Saxony/SaxonyAnhalt/Thuringia, Rhineland-Palatinate/Saarland and Bavaria (together with the
relevant central business units) which have, up until now, been owned by Deutsche
Telekom. It was agreed with the investors that the purchase price will rise by up
to EUR 0.4 billion, depending on the future development of the value of cable
business. The companies sold as part of this deal employ a total staff of 2,500
who will move to the new owners as soon as the transaction is completed.
Deutsche Telekom has sold its 10.87 percent stake in the European satellite operator EUTELSAT S.A.; the purchase contract which was signed in early December
2002 will take effect in February 2003.
In February 2003, Deutsche Telekom transferred all the shares it held in its subsidiary T-Mobile International AG to a fully-owned direct subsidiary of Deutsche
Telekom AG. Following this transaction, T-Mobile International AG was converted
into a limited partnership under German law (T-Mobile International AG & Co. KG).
In January 2003, Deutsche Telekom decided to begin commercial introduction of
the new mobile communications standard, UMTS, in 200 towns and cities. This
will allow Deutsche Telekom to clearly exceed the minimum coverage requirement set by the Regulatory Authority of 25 percent of the German population by
the end of 2003.
In February 2003, T-Mobile Deutschland and O2 Germany agreed to extend their
cooperation on the shared use of T-Mobile Deutschland’s UMTS network. The
contract will allow the customers of the Munich-based network operator to use
the T-Mobile UMTS network wherever O2 does not have UMTS coverage of its
own as soon as the commercial marketing of UMTS services commences. O2
will pay T-Mobile Deutschland a total of EUR 210 million in 2003 for this privilege.
In February 2003, T-Systems International GmbH sold its fully-owned subsidiary,
Telecash Kommunikations-Service GmbH, Stuttgart, to First Data Corporation
(FDC), a U.S. provider of e-commerce and e-payment services. 340 employees
will move to FDC in the course of this transaction. The Federal Cartel Office still
has to approve the sale.
In early March 2003, T-Systems International GmbH sold its French subsidiary
SIRIS, along with the national fixed-network business of the company, to LDCOM
(Louis Dreyfus Communications); the relevant French authorities and the employee
representatives at SIRIS and LDCOM still have to approve the deal. LDCOM will
then act as T-Systems’ sales partner on the French market. LDCOM acquires
100 percent of SIRIS shares at a price of EUR 25 million.

Sale of cable assets

Sale of EUTELSAT

T-Mobile

UMTS

Cooperation

Sale of Telecash

Sale of SIRIS
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Outlook.
• Global economy expected to improve
• Debt reduction and growth strategy
• Improvements to results of divisions
• Consistent debt reduction activities
Economic environment expected to improve. The global economy is expected
to recover in 2003. Along with the German federal government, we are expecting
the global economy to grow by between 3.0 and 3.5 percent in real terms in
2003. Economic recovery in the USA, the EU member states and in Central and
Eastern Europe is expected to provide stimuli for the global economy as a whole.
In the medium term, the financial measures taken in the USA should start to take
effect and the interest rate cuts made in 2002 should have a positive impact on
real economic growth. The six leading economic research institutes forecast
annual growth of between 0.6 and 1.1 percent in Germany. The German economy is not expected to pick up before the second half of 2003.

Group strategy

T-Com

T-Mobile

Debt reduction and growth. The review of our Group strategy in the second half
of 2002 validated Deutsche Telekom’s current four-pillar strategy, which essentially means concentrating on the major growth markets in the telecommunications industry. Our major strategic focus remains on stabilizing business and realizing growth potential, without losing sight of the need to systematically reduce
debt. Once completed this will provide us with new strategic opportunities. In
order to be able to meet these ambitious targets simultaneously, we will continue
to increase our operating excellence and focus our activities in our four divisions
on our core business by streamlining our portfolio.
Implementation of Group strategy through independent market development
by our divisions. T-Com is to continue contributing to the accomplishment of
Group objectives by increasing efficiency, i.e. by streamlining its product portfolio
via “product modules” which allow administrative processes to be radically simplified without reducing the choices available to the customer. Staffing programs
will assist in accomplishing these measures.
The mobile communications division is facing a major challenge in the launch of
UMTS. T-Mobile, with its diverse mobile data service offering, is in an excellent
position to meet this challenge. In addition, T-Mobile continues to prove that its
companies can perform at home and abroad. The driving force behind this development is the “One Company” approach, which means a universal approach
not only to the use of the “T-Mobile” brand but also to network planning and
technology. The focus here is on sustained reductions in costs.
T-Mobile USA is currently one of the fastest-growing mobile communications
carriers in the United States in terms of customer growth, which is why we expect
it to be able to position itself competitively using its own reserves in its national
market. If the consolidation in the U.S. telecommunications market presents
T-Mobile USA with an opportunity to strengthen its position on the market still
further, we will follow up this opportunity rigorously and with an eye to increasing
shareholder value.

Management report 2002 59

T-Systems will focus on selected industries and regions. In doing so, we plan to
increase T-Systems’ presence in the international marketplace, in particular by
working together with partners in the IT sector. In addition, T-Systems will continue to develop its international networks in order to allow it to offer international
T-Systems customers individual one-stop solutions.
Along with high levels of customer loyalty among narrowband customers, the
large T-Online customer base in the broadband sector is vital to the successful
long-term growth of T-Online. T-Online will continue to develop and implement
new business models, such as paid content and paid services, in the broadband
business in particular. The international activities of the division will be continued
with a focus toward adding shareholder value.
Innovations and bundled product know-how of our divisions. Innovation remains the engine driving our business development in all divisions. We will also
use the competitive advantages offered by cross-divisional cooperation. Examples
of this include the construction of the broadband network by T-Mobile with UMTS
and T-Com with T-DSL, and the multimedia services offering of T-Online, with
added value being generated through the use of these innovative technologies.
The establishment of wireless LAN cells by T-Mobile Deutschland enables wireless, broadband Internet access and seamlessly connects mobile data services
in GSM or UMTS networks. The corresponding Internet traffic is handled on
T-Com’s broadband platforms, while the messaging and content offerings are
supplemented by T-Online.

T-Systems

T-Online

Innovations

Improved results in all divisions. The IT/telecommunications sector in Germany
will experience further market consolidation in 2003. Prices are likely to remain
low and will be influenced by the introduction of call-by-call in local networks.
The opening of the Eastern European markets will cause additional competition
for Deutsche Telekom’s affiliates in these markets due to the presence of alternative fixed-network service providers.
As such, we expect revenues in our T-Com division to remain constant for the
2003 financial year. The continuation of the broadband campaign will be the
major stabilizing factor for revenues. In addition, we will be taking a series of
specific measures in our business customer segment, in order to win back the
customers we lost to competitors in the first few years of market liberalization
in Germany.
The activities of our T-Com division are centered on improving earnings before
interest, tax, depreciation and amortization (EBITDA) and cash generated from
operations in both domestic business and Eastern European markets in Hungary,
Croatia and Slovakia. This can be achieved primarily by optimizing costs and investments internally, e.g. by streamlining processes and organizational structures.
In this way, efficiency can be improved without compromising on the quality of
our service.
We will continue the systematic expansion of T-DSL in 2003 in light of high customer demand for broadband Internet access. This will involve further investments
in the German access and transmission networks to allow them to support the
expected volume of broadband traffic. We also expect the high demand for T-ISDN
lines to continue. Our investment activities will focus on the further expansion of
the fixed and mobile networks of T-Com’s Eastern European affiliates.

T-Com
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T-Mobile

The T-Mobile division is one of the world’s leading mobile communications companies. This division is Deutsche Telekom Group’s primary driver of growth in
terms of revenue and earnings before interest, tax, depreciation and amortization
(EBITDA). While we must expect growth to slow and a market consolidation
phase to set in on the Western European market, we anticipate that growth will
continue uninterrupted in the USA. We also see good potential for growth on the
Eastern European markets.
We expect revenues to rise in 2003 in light of the increase in both the customer
base and the proportion of postpay subscribers during 2002. New services in the
non-voice area should generate additional revenues. Revenue growth should
optimize cash flow due to improved efficiency from synergies within the T-Mobile
division. In addition, the net revenue of our T-Mobile subsidiary in the Netherlands should have a positive effect, given that this company will be consolidated
for the first full year in 2003.
The fact that the majority of the Group’s investments will be made in T-Mobile
property, plant and equipment highlights how essential this division is to the
growth of the Deutsche Telekom Group. In the United States, investments will be
used to increase the coverage of licensed areas or to support higher network
capacity in light of the fast-growing customer base. European investments will be
used to construct the UMTS network as well as to further optimize the GSM network and GPRS technology.

T-Systems

The T-Systems division is operating in a competitive environment which is dominated by a process of international consolidation. Despite the difficult market environment, we expect revenues to stabilize. Earnings before interest, tax, depreciation and amortization (EBITDA) are forecast to rise against the previous year.
We intend to achieve this improvement in EBITDA primarily by reducing operating costs through staffing measures and by improving our processes. These
measures will focus, among other things, on integrating and improving the performance of our data processing centers.

T-Online

In the T-Online division, we expect user numbers to continue to rise and the frequency of use to increase in the new financial year. The online market is already
showing trends towards a readiness to pay for media content. In this market, too,
we expect the consolidation of providers to continue.
We also anticipate further marked growth in the Internet business during 2003.
Besides the increase in access business, stemming primarily from the fact that
the DSL market is continuing to develop, the portal business is also expected to
make particular contributions to revenue growth.

Net debt reduction

Cash generated
from operations
Sale of assets

Reducing debt and improving results in the Group. The main objective of the
Group in 2003 is to reduce net debt. In the 2002 financial year, we bundled our
activities to reduce net debt into a Group-wide program of measures. This program is, on the one hand, designed to improve cash generated from operations
in 2003 by taking concrete measures within the divisions (mainly the reduction
of the operating cost base and working capital). At the same time, Group capital
expenditure and investments in intangible assets will be lower than in 2002. In
addition, the ongoing streamlining of the Group portfolio through the sale of investments and real estate should make a significant contribution.
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We expect net revenue to grow further in 2003 as compared to the previous year,
with the mobile communications sector acting as the main catalyst. The share of
the Group’s total revenue generated outside Germany will increase further due to
the growth of our foreign shareholdings, as well as to the first full-year consolidation of our Dutch mobile communications subsidiary, Ben (or T-Mobile Netherlands in the future).
Overall, we are aiming at an improvement in the Group’s earnings before interest,
tax, depreciation and amortization (EBITDA). T-Com will achieve this by concentrating on its core business, as well as improving costs and consolidating its
market position. In our T-Mobile and T-Online divisions, the emphasis will be on
business expansion and the optimization of cost structures, and at T-Systems,
on substantial improvements to efficiency in all areas.
As a result of the nonscheduled write-downs of goodwill and licenses from the
strategic review carried out in 2002, the Group expects a significant year-on-year
reduction in scheduled depreciation and amortization in 2003. Depreciation and
amortization in 2003 will be essentially driven by the high level of investments
made in property, plant and equipment in previous years (e.g. in the access network and in the core network due to the sharp rise in the number of subscribers
in the broadband and mobile communications sectors). Depreciation and amortization of intangible assets will be due to the investments in UMTS and U.S. mobile communications licenses as well as amortization of goodwill as a result of
our acquisition activities between 1998 and 2002.
Due to the recognizable success in the reduction of our debt level at the end of
financial year 2002 and the ongoing commitment to further reduce debt in 2003,
we expect interest expense to be lower than in 2002.
The Group’s net income 2002 was affected by special factors relating to noncurrent assets, in particular by the nonscheduled write-downs resulting from the strategic review. With the planned EBITDA improvement, lower levels of depreciation
and amortization, and lower interest expense, we expect our net income to
improve significantly in 2003.
In order to help us meet our primary objective in 2003 – debt reduction –, the
Board of Management and the Supervisory Board will propose to the shareholders’
meeting that no dividend be paid to shareholders for the 2002 financial year.
This reinforces our determination to ensure the reduction of net debt and to continue with the current savings plan.
We are aware of the fact that the 2003 financial year will continue to see intense
national and international competition, as well as being affected by the overall
economic situation. Our primary objective is to secure Deutsche Telekom’s capability to meet the challenges of the future in the interests of our customers and
shareholders. We are confident that we will be able to achieve this objective with
our systematic debt reduction policy and simultaneous growth.

Revenue increase,
growth of international contribution

EBITDA

Depreciation and
amortization

Net interest
expense

Net income

No dividend
payment for 2002

Body check.

We face our challenges head-on.
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The T-Share. Difficult
global trading and
economic climate.
• Massive losses recorded for international capital markets
• T-Share dropped by 36.5 percent
• New strategic focus positively received
Highest and lowest prices of the T-Share in 2002
Xetra closing prices
1st quarter
2nd quarter
3rd quarter
4th quarter

High
2 20.16
2 17.12
2 12.60
2 13.26

Index weightings
DAX 30
DJ Euro STOXX 50 ©
Key figures of the T-Share for 2002*
Net cash provided by operating activities
Earnings per share (German GAAP)
Earnings per share (U.S. GAAP)
Dividend proposal
Number of shares issued (millions)
Market capitalization at December 30, 2002

Low
2 15.00
2 8.59
2 8.42
2 8.74
as at March 4, 2003
9.30 %
2.30 %

2 2.97 per share
2 -5.86 per share
2 -5.30 per share
2 0.00 per share
4,197.75
4 51.4 bn

Stock exchange listings
Germany (all stock exchanges)
New York (NYSE)
Tokyo (TSE)
* Calculated on the basis of the weighted average of outstanding shares.

In 2002, the trading environment was tough. A difficult global economic climate
was compounded in the second half of the year by the increasingly uncertain
political situation. For the first time since the Second World War, international
stock exchanges posted massive losses for the third year running.

Indices

Downward trend for indices. At the start of 2002, the DAX opened at 5,167 points
and closed trading on December 30, 2002 at 2,892 points. The major German
index thus lost close to half its value (44 percent) in the course of the year. This
downward trend was even more pronounced than that of other international markets. The Euro STOXX 50© lost 20 percent, the Dow Jones 17 percent and the
Nasdaq Composite dropped 32 percent. The Japanese Nikkei closed with a loss
of 19 percent and the European stock exchanges in Paris and London dropped
24 percent and 34 percent respectively.
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The negative trend impacted in particular technology stocks around the world.
Bankruptcy among telecommunications providers led to further uncertainty on
capital markets.

T-Share as compared to DAX, Euro STOXX 50 and Nasdaq comp.
in 2002
Deutsche Telekom
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T-Share caught in negative trend. Although Deutsche Telekom did not escape
the general downward trend and closed 2002 with a loss of 36.5 percent, it outperformed the DAX 30, following the trend in the telecommunications industry
index. The Dow Jones Euro STOXX Telecom© also fell by about 36 percent.

Trend

On January 2, 2002, The T-Share was valued at EUR 19.23; two days later, on
January 4, 2002, it reached its year-high of EUR 20.16. On September 30, it
recorded its all-time low of EUR 8.42. The closing price on December 30, 2002
was EUR 12.25.
The T-Share price mainly showed sideways movement during the first months
of 2002. The German Federal Cartel Office’s decision to block the sale of cable
network operations to Liberty Media on February 25 took its toll, however. The
market continued to slump and, for the first time, the T-Share dropped below the
EUR 10 mark on June 14, 2002.

T-Share as compared to other telecommunications companies
in 2002
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Sale of cable assets
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Public speculation about Dr. Ron Sommer, the Chairman of the Deutsche
Telekom AG Board of Management, began at the end of June. The replacement
of Dr. Sommer with Supervisory Board member Dr. Helmut Sihler put an end to
the speculation. It was announced that Dr. Sihler would stand in as Chairman of
the Board of Management for a maximum of six months.
The appointment of Kai-Uwe Ricke as new Chairman on November 14, 2002
refocused public and capital market attention on Deutsche Telekom’s corporate
development and policy. In parallel, the results of the Board of Management’s
strategic review were made public. Initiated by Helmut Sihler and continued by
Kai-Uwe Ricke, the new focus on debt reduction, cost cutting and earningsoriented growth was favorably received by investors. In the fourth quarter, capital
markets responded positively when Mr. Ricke announced (and started to implement) new measures aimed at improving efficiency, including the sale of real
estate and non-strategic shareholdings, restructuring of the Board of Management,
considerable staff cuts and the introduction of the Personnel Service Agency.
The T-Share managed to gain 45 percent from its low point of EUR 8.42 at the
end of September 2002 to close at EUR 12.25.

Goals

Implementation

Deutsche Telekom’s market capitalization at the end of 2002 was EUR 51.4 billion compared with EUR 81 billion on December 31, 2001.
In 2002, a total of 5.7 billion T-Shares were traded on German stock exchanges
(compared with 4.3 billion in 2001). An average of 23 million shares were traded
a day. The total T-Share trading volume on the New York Stock Exchange was
211 million American Depository Receipts (2001: 755 million), with a daily average
of approximately 840,000 shares. The number of shares traded was significantly
higher in the previous year due to the flowback of shares stemming from sales
by former VoiceStream shareholders. In Japan, the trading volume amounted to
1.3 million shares (2001: 1.5 million) on the Tokyo Stock Exchange, with some
5,000 shares traded daily.

Trading volume

T-Share as compared to DAX, Euro STOXX 50 and Nasdaq comp., Nov. 1996–2002
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Shareholder structure. Significant shareholdings (i.e. stakes exceeding 5 percent)
held by the German Federal Republic (approximately 31 percent) and Kreditanstalt für Wiederaufbau (KfW) (approximately 12 percent) are close to the stakes
held by the same at the end of 2001. Approximately 11.6 million loyalty shares
issued from the stake owned by the Federal Republic and KfW only marginally
reduced this stake, keeping the free float (widely held shares) at around 57 percent.

Shareholder structure
as of December 31, 2002
Federal Republic 31 %
KfW 12 %

Institutional investors 37 %

Private investors 20 %

Geographical distribution of widely held shares
as of December 31, 2002
USA/Canada 27 %
Asia 6 %

Germany 41 %

Rest of Europe 26 %

Significant
shareholdings

Widely held shares
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Dialog with
capital markets

Shareholders’
meeting

Newsletter

Investor relations. Especially in a challenging trading environment, it is immensely important for a listed company to keep the capital markets informed of its
corporate strategy and financial developments. It is equally important to establish
and maintain open dialog with financial analysts and institutional and private
investors worldwide. Deutsche Telekom’s management team talked to institutional investors during eight roadshows in Germany, Europe, USA and Japan. Over
250 one-on-one meetings were held during these roadshows. In addition to the
Investors’ Day at CeBIT in Hanover, analysts’ presentations and telephone conferences were held at the Company headquarters for the release of the quarterly,
mid-year and year-end reports. The latter were broadcast to the public via the
Internet. As in previous years, company executives again participated in major
international investor conferences during 2002. At last year’s shareholders’ meeting in Cologne, the management spoke to around 10,500 investors. This meeting
lasted 13 hours, making it the longest in company history. Internet coverage of
the annual shareholders’ meeting recorded over 50,000 hits. As part of our commitment to provide our investors with up-to-date and relevant corporate information, we have once again extended our Investor Relations online service. This
open and transparent communication service ensures that our private investors
have access to the same information as institutional investors. Another significant
component of our open communication policy targeted at private investors is our
T-Share forum (Forum T-Aktie, or FTA for short). The free company newsletter,
“direkt”, which usually appears quarterly, is another source of current and useful
information about the Deutsche Telekom Group, its subsidiaries and associated
companies. Anyone interested in the Company has instant access to up-to-theminute information about Deutsche Telekom’s business developments, strategy
and prospects. Our FTA call center can be contacted weekdays from 8 a.m. to
8 p.m. at the German toll-free number 0800 33 02100 or by fax at 0800 33 01100.

