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TELECOM GROUP 
CONSOLIDATED INCOME STATEMENT 

 

  
   

  
   

For the year ended December 31, 
 
 

  

  
   

Note 
 
   

2005 
 
   

2004 
 
   

2003 
 
   

  
   

  
   

(millions of €) 
 
 

  
Net revenue   (1)  59,604  57,353  55,596  
Cost of sales   (2)  (31,862) (31,544) (29,493) 
        

 
   

 
   

 
  

Gross profit      27,742  25,809  26,103  
        

 
   

 
   

 
  

Selling expenses   (3)  (14,683) (12,870) (12,752) 
General and administrative expenses   (4)  (4,210) (4,476) (4,596) 
Other operating income   (5)  2,408  1,718  2,359  
Other operating expenses   (6)  (3,635) (3,916) (2,765) 
        

 
   

 
   

 
  

Profit from operations      7,622  6,265  8,349  
        

 
   

 
   

 
  

Finance costs   (7)  (2,401) (3,280) (3,589) 
  Interest income      398  377  200  
  Interest expense      (2,799) (3,657) (3,789) 
Share of profit (loss) of associates and joint ventures accounted for 
using the equity method   (8)  214  945  356  
Other financial income (expense)   (9)  777  (361) (890) 
        

 
   

 
   

 
  

Profit (loss) from financial activities      (1,410) (2,696) (4,123) 
        

 
   

 
   

 
  

Profit before income taxes      6,212  3,569  4,226  
        

 
   

 
   

 
  

Income taxes   (10)  (196) (1,552) (1,709) 
        

 
   

 
   

 
  

Profit after income taxes      6,016  2,017  2,517  
        

 
   

 
   

 
  

  Profit (loss) attributable to minority interests   (11)  432  424  454  
  Net profit                   
  (profit attributable to equity holders of the parent)      5,584  1,593  2,063  
 

Earnings per share 
 
  

 
(12)  

 
  

 
  

 
  

 
  

 
  

 
  

Basic      1.31  0.39  0.50  
Diluted      1.31  0.39  0.50  
 

The accompanying notes are an integral part of the consolidated financial statements. 
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TELECOM GROUP 
CONSOLIDATED BALANCE SHEET 

  
   

  
   

As of December 31, 
 
 

 
   

  
   

Note 
 
 
 

 
 

  
2005 

 
 

 
   

2004 
 
 

 
   

2003 
 
 

 
   

  
 

    
 

  (millions of €) 
 

  
Assets                   
Current assets                   
Cash and cash equivalents   17  4,975  8,005   8,684  
Trade and other receivables   18  7,512  6,731   7,567  
Current recoverable income taxes   10  613  317   1,025  
Other financial assets   23  1,362  1,237   1,940  
Inventories   19  1,097  1,154   972  
Other assets      1,109  1,420   1,247  
       

 
 

 
   

 
 

 
   

 
 

 
   

       16,668  18,864   21,435  
      

 
 

 
   

 
 

 
   

 
 

 
   

Noncurrent assets  
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  Intangible assets   20  52,675  50,745   55,460  

Property, plant and equipment   21  47,806  46,294   49,249  
Investments accounted for using the equity method   22  1,825  2,667   2,382  
Other financial assets   23  779  1,636   1,368  
Deferred tax assets   10  7,552  4,724   5,855  
Other assets      575  360   309  
       

 
 

 
   

 
 

 
   

 
 

 
   

       111,212  106,426   114,623  
       

 
 

 
   

 
 

 
   

 
 

 
   

Total assets   127,880 125,290 136,058
       

 
 

 
   

 
 

 
   

 
 

 
   

Liabilities and shareholders' equity  
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  Current liabilities                   

Financial liabilities   24  10,374  12,592   17,256  
Trade and other payables   25  6,902  6,116   6,354  
Income tax liabilities   10  1,358  1,049   466  
Provisions   29  3,621  3,546   3,070  
Other liabilities   27  2,703  2,969   3,062  
       

 
 

 
   

 
 

 
   

 
 

 
   

       24,958  26,272   30,208  
       

 
 

 
   

 
 

 
   

 
 

 
   

Noncurrent liabilities  
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  Financial liabilities   24  36,347  38,498   46,776  

Provisions for pensions and other employee benefits   28  4,596  4,209   4,175  
Other provisions   29  2,036  2,883   2,601  
Deferred tax liabilities   10  8,331  5,948   7,024  
Other liabilities   27  2,030  1,677   1,536  
       

 
 

 
   

 
 

 
   

 
 

 
   

       53,340  53,215   62,112  
       

 
 

 
   

 
 

 
   

 
 

 
   

Liabilities      78,298  79,487   92,320  
Shareholders' equity  

  
30

  
 
  

 
  

 
  

 
  

 
  

 
  Issued capital   31  10,747  10,747   10,746  

Capital reserves   32  49,561  49,528   49,500  
Retained earnings including carryforwards   33  (18,760) (17,766 ) (19,829) 
Accumulated comprehensive income   34  (1,055) (2,678 ) (2,954) 
Net profit      5,584  1,593   2,063  
Treasury shares   35  (6) (8 ) (8) 
Equity attributable to equity holders of the parent      46,071  41,416   39,518  
Minority interests   36  3,511  4,387   4,220  
       

 
 

 
   

 
 

 
   

 
 

 
   

       49,582  45,803   43,738  
       

 
 

 
   

 
 

 
   

 
 

 
   

Total liabilities and shareholders' equity      127,880  125,290   136,058  
       

 
 

 
   

 
 

 
   

 
 

 
   

 
The accompanying notes are an integral part of the consolidated financial statements. 
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TELECOM GROUP 
CONSOLIDATED CASH FLOW STATEMENT 

  
   

  
   

 
For the year ended 

 December 31, 
   

  
   

Note 
 37 

 
   

 
2005 

 
   

 
2004 

 
   

 
2003 

 
   

  
   

  
   

(millions of €) 
 
 

  
Profit after income taxes      6,016  2,017  2,517  
Depreciation, amortization and impairment losses      12,497  13,127  10,305  
Income tax expense (refund)      196  1,552  1,709  
Interest income and interest expenses      2,401  3,280  3,589  
(Gain) loss from the disposal of noncurrent assets      (1,058) (1306) (865) 

Share of (profit) loss of associates and joint ventures accounted for using 
the equity method      (152) 27  192  
Other non-cash transactions      (111) 845  1,207  
Change in assets carried as working capital      (360) 523  (643) 
Change in provisions      (230) 604  651  
Change in other liabilities carried as working capital      (130) (337) 223  
Income taxes received (paid)      (1,200) 48  121  
Dividends received      60  82  38  
                 Cash generated from operations      17,929  20,462  19,044  
                 
Interest paid      (4,017) (4,986) (4,766) 
Interest received      1,086  1,244  775  
                 
Net cash from operating activities      14,998  16,720  15,053  
                 
Cash outflows for investments in                   
—Intangible assets      (1,868) (1,044) (1,141) 
—Property, plant and equipment      (7,401) (5,366) (5,221) 
—Noncurrent financial assets      (604) (870) (391) 
—Investments in fully consolidated subsidiaries      (2,051) (483) (275) 
Proceeds from the disposal of                   
—Intangible assets      33  7  19  
—Property, plant and equipment      333  550  1,016  
—Noncurrent financial assets      1,648  2,140  1,989  
—Investments in fully consolidated companies and business units      0  1  1,511  
Net change in short-term investments                   
and marketable securities      (148) 564  (222) 
Other      0  0  466  
                 Net cash used in investing activities      (10,058) (4,501) (2,249) 
                 Proceeds from the issue of current financial liabilities      5,304  703  12,094  
Repayment of current financial liabilities      (14,747) (13,798) (21,381) 
Proceeds from the issue of noncurrent financial liabilities      4,944  1,322  6,940  
Repayment of noncurrent financial liabilities      (443) (481) (3,211) 

Dividend payments      (2,931) (404) (96) 
Proceeds from the exercise of stock options      34  21  16  
Repayment of lease liabilities      (200) (244) (150) 
Change in minority interests      0  0  (7) 
                 
Net cash used in financing activities      (8,039) (12,881) (5,795) 
         

 
   

 
   

 
  

Effect of exchange rate changes on cash and cash equivalents      69  (17) (36) 
         

 
   

 
   

 
  

Net increase (decrease) in cash and cash equivalents      (3,030) (679) 6,973  
         

 
   

 
   

 
  

Cash and cash equivalents, at the beginning of the year      8,005  8,684  1,711  
         

 
   

 
   

 
  

Cash and cash equivalents, at the end of the year      4,975  8,005  8,684  
         

 
   

 
   

 
  

 
The accompanying notes are an integral part of the consolidated financial statements. 
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TELECOM GROUP 

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY 

  
  

 
Equity attributable to equity holders of the parent 

 
 
 

  

  
 

 
 
 
 
 

 
Equity contributed 

 
 
 

  

Consolidated shareholders' 
 equity generated 

 
 
 

  

 
Other comprehensive income 

 
 
 

  
 
 
 
 
(millions of €) 
 
 
  

 
 
 

Number of 
 shares in 
thousands 
 
   

 
 
 
 

Issued 
 capital 
 
   

 
 
 
 

Capital 
reserves 
 
   

 
 
 
 

Retained 
 earnings 
 
   

 
 
 
 

Carry- 
 forwards 
 
   

 
 
 

Net 
profit 
 (loss) 
 
   

 
 
 
 
 

Total 
 
   

Fair value 
measurement 
 of available- 

 for-sale 
 financial 
 assets 

 
   

 
 

Fair value 
measurement 

 of hedging 
 instruments 

 
   

 
 

Revaluation 
 due to 

 business 
combinations 
 
   

 
 
 
 

Deferred 
 taxes(1) 
 
   

 
 

Difference 
 from 

 currency 
 translation 
 
   

 
 
 
 
 

Other 
 
   

 
 
 
 
 

Total 
 
   

At Jan. 1, 2003  4,197,752  10,746  49,551  (19,827) 0  0  (19,827) 316  267  0  (110) (33) 0  440   
    

 
   

 
   

 
   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

  

Changes in the 
composition of 
the Group           (2)       (2)                   0   
Profit after 
income taxes                 2,063  2,063                    0   
Dividends                    0                    0   

Proceeds from 
the exercise of 
stock options        20           0                    0   

Shareholders' 
equity effect 
from mandatory 
convertible bond 
including tax 
effect        (71)          0                    0   

Change in other 
comprehensive 
income (not 
recognized in 
income 
statement)                    0  (9) 857     (326) (3,871)    (3,349 ) 

Recognition of 
other 
comprehensive 
income in 
income 
statement                    0  (45)                (45 ) 
    

 
   

 
   

 
   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

  

At Dec. 31, 
2003  4,197,752  10,746  49,500  (19,829) 0  2,063  (17,766) 262  1,124  0  (436) (3,904) 0  (2,954 ) 
    

 
   

 
   

 
   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

  

Changes in the 
composition of 
the Group                    0                    0   
Profit after 
income taxes                 1,593  1,593                    0   

Unappropriated 
net profit (loss) 
carried forward 
from previous 
year              2,063  (2,063) 0                    0   
Dividends                    0                    0   
Proceeds from 
the exercise of 
option and 
conversion rights 102  1  28           0                    0   

Change in other 
comprehensive 
income (not 
recognized in 
income 
statement)                    0  855  304  63  (120) (623)    479   

Recognition of 
other 
comprehensive 
income in 
income 
statement                    0  (257) 1        53     (203 ) 
    

 
   

 
   

 
   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

  

At Dec. 31, 
2004  4,197,854  10,747  49,528  (19,829) 2,063  1,593  (16,173) 860  1,429  63  (556) (4,474) 0  (2,678 ) 
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Changes in the 
composition of 
the Group           (6)       (6)                   0   
Profit after 
income taxes                 5,584  5,584                    0   

Unappropriated 
net profit (loss) 
carried forward 
from previous 
year              1,593  (1,593) 0                    0   
Dividends           (2,586)       (2,586)                   0   

Proceeds from 
the exercise of 
stock options  224     33           0                    0   

Change in other 
comprehensive 
income (not 
recognized in 
income 
statement)           5        5  126  (537) (5) 211  2,794     2,589   

Recognition of 
other 
comprehensive 
income in 
income 
statement                    0  (984) (28)    10  36     (966 ) 

Sale of 2005 
anniversary 
shares                    0                    0   
    

 
   

 
   

 
   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

  

At Dec. 31, 
2005  4,198,078  10,747  49,561  (22,416) 3,656  5,584  (13,176) 2  864  58  (335) (1,644) 0  (1,055 ) 
    

 
   

 
   

 
   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

  

 
 
 
(1) Substantially all of the deferred taxes recorded in other comprehensive income relate to the fair value measurement of hedging instruments. 
 

The accompanying notes are an integral part of the consolidated financial statements. 
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TELECOM GROUP 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

 
 
Summary of accounting policies 
 
General information 
 
        The Telecom Group (hereinafter referred to as Telecom Company, the Group, or the Company) is one of the world's leading service providers in 
the telecommunications and information technology sector. With its strategic business areas Broadband/Fixed Network, Mobile Communications and 
Business Customers, the Group covers the full range of state-of-the-art telecommunications and information technology services. 
 
Basis of preparation 
 
        The consolidated financial statements of the Group have been prepared in accordance with the International Financial Reporting Standards (IFRS) 
as adopted by the European Union (E.U.), as well as with the regulations under commercial law. All IFRSs issued by the International Accounting 
Standards Board (IASB), effective at the time of preparing these consolidated financial statements and applied by the Group, have been adopted for use 
in the E.U. by the European Commission. The consolidated financial statements of the Group therefore also comply with IFRS. In accordance with IFRS 
1, assets and liabilities are recognized and measured in accordance with the IFRSs required to be applied as of December 31, 2005. The resulting 
differences between the IFRS carrying amounts and the carrying amounts of the assets and liabilities in the consolidated balance sheet under Previous 
GAAP as of January 1, 2003 are recognized directly in equity at the date of transition to IFRS. 
 
        In August 2005, the IASB issued IFRS 7 "Financial Instruments: Disclosures," which contains new regulations concerning the disclosure of financial 
instruments. IFRS 7 replaces the disclosure regulations of International Accounting Standard (IAS) 32 and must be applied to reporting periods that 
commence on or after January 1, 2007. The Group has decided to apply IFRS 7 voluntarily to its 2005 consolidated financial statements and makes use 
of the option in IFRS 1 to prepare comparable data for the 2004 and 2003 financial years under IAS 32. 
 
        The financial year corresponds to the calendar year. The consolidated income statement, the consolidated cash flow statement and the 
consolidated statement of changes in shareholders' equity include two comparative years. 
 
        Presentation in the balance sheet differentiates between current and noncurrent assets and liabilities, some of which are broken down further by 
their respective maturities in the notes to the financial statements. The income statement is presented using the cost-of-sales method. Under this format, 
net revenues are compared against the expenses incurred to generate these revenues, classified into cost of sales, selling, and general and 
administrative functions. The consolidated financial statements are prepared in euros. 
 
        The financial statements of the Group and its subsidiaries included in the consolidated financial statements were prepared using uniform group 
accounting policies. 
 
Standards, Interpretations and Amendments Issued, But Not Yet Adopted 
 
        In December 2004, the International Financial Reporting Interpretations Committee (IFRIC) issued IFRIC 5, "Rights to Interests arising from 
Decommissioning, Restoration and Environmental Funds." IFRIC 5 explains how to treat expected reimbursements from funds set up to meet the costs 
of decommissioning assets or in undertaking environmental restoration or rehabilitation. The provisions are effective for financial years beginning on or 
after January 1, 2006. The adoption of IFRIC 5 is not expected to have a material impact on the Group's results of operations, financial position or cash 
flows. 
 
        In December 2004, the IASB issued an amendment to International Accounting Standard (IAS) 19, "Employee Benefits." The IASB has decided to 
allow the option of recognizing actuarial gains and losses in full in the period in which they occur, outside profit or loss, directly in equity. This optional 
method may be used for financial years beginning on or after December 16, 2004. The Group decided not to apply this option. The amendment also 
specifies how Group entities should account for defined benefit group plans in their separate or individual financial statements and requires entities to 
give additional disclosures. This provision is effective for financial years beginning on or after January 1, 2006 and is not expected to have a material 
impact on the Group's results of operations, financial position or cash flows. 
 
        In April 2005, the IASB issued an amendment to IAS 39, "Financial Instruments: Recognition and Measurement—Cash Flow Hedge Accounting of 
Forecast Intragroup Transactions." Under this amendment, it is possible to recognize the foreign currency risks of a highly probable forecast intragroup 
transaction as a hedge in the consolidated financial statements. This requires the transaction to be denominated in a currency other than the functional 
currency of the entity entering into that transaction and the resulting currency risk to be recognized in net profit/loss in accordance with IFRS. The 
adoption of this amendment to IAS 39 is not expected to have a material impact on the Group's results of operations, financial position or cash flows. 
 
        In June 2005, the IASB issued an amendment to IAS 39, "Financial Instruments: Recognition and Measurement—The Fair Value Option," to restrict 
the use of the option to designate any financial asset or any financial liability to be measured at fair value through profit or loss (the fair value option). 
The provisions of this amendment are effective for reporting periods beginning on or after January 1, 2006. The Group has not yet made use of the 
option of designating financial assets upon initial recognition as financial assets at fair value through profit or loss. 
 
        In August 2005, the IASB issued an amendment to IAS 1, "Presentation of Financial Instruments—Capital Disclosures." The amendment requires 
disclosures regarding an entity's objectives, policies and processes for managing capital. The provisions are effective for reporting periods beginning on 
or after January 1, 2007. As the amendment to IAS 1 only affects disclosure requirements, it will not have an impact on the Group's results of operations, 
financial position or cash flows. 
 
        In August 2005, the IASB issued an amendment to IAS 39, "Financial Instruments: Recognition and Measurement" and IFRS 4, "Insurance 
Contracts," "Financial Guarantee Contracts." These amendments clarify whether IFRS 4 or IAS 39 is to be applied when accounting for financial 
guarantee contracts in the issuer's financial statements. Regardless of whether they fulfill the characteristics of an insurance contract, financial 
guarantees are included in the scope of IAS 39 and are measured at fair value upon initial recognition. Subsequently, financial guarantees are measured 
at the higher of (1) the amount determined in accordance with IAS 37 and (2) the amount initially recognized (less, when appropriate, cumulative 
amortization recognized in accordance with IAS 18). If the issuer has asserted prior to the amendment to the standard that it regards a financial 
guarantee contract as an insurance contract within the meaning of IFRS 4, the issuer may elect to continue to apply IFRS 4 or to adopt IAS 39. The 
amendments to IAS 39 and IFRS 4 are not expected to have a material impact on the Group's results of operations, financial position or cash flows. 
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   In November 2005, the IFRIC issued IFRIC 7, "Applying the Restatement Approach under IAS 29 Reporting in Hyperinflationary Economies." IFRIC 7 
clarifies that in the period in which the economy of an entity's functional currency becomes hyperinflationary, the entity shall apply the requirements of 
IAS 29 as though the economy had always been hyperinflationary. The effect of this requirement is that non-monetary items carried at cost shall be 
restated from the dates at which those items were first recognized; for other non-monetary items the restatements are made from the dates at which 
revised carrying amounts for those items were established. Deferred tax amounts in the opening balance sheet are determined in two stages: 
(a) Deferred tax items are remeasured in accordance with IAS 12, "Income Taxes," after restating the nominal carrying amounts of the non-monetary 
items in the opening balance sheet by applying the measuring unit at that date; (b) the deferred tax items remeasured in this way are restated for the 
change in the measuring unit from the date of the opening balance sheet to the date of the closing balance sheet. The provisions are effective for 
reporting periods beginning on or after March 1, 2006. The adoption of IFRIC 7 is not expected to have a material impact on the Group's results of 
operations, financial position or cash flows. 
 
        In December 2005, the IASB issued an amendment to IAS 21, "The Effects of Changes in Foreign Exchange Rates." The amendment to IAS 21 
provides that if an exchange difference arises on a monetary item that forms part of a reporting entity's net investment in a foreign operation, that 
exchange difference should be reclassified to the separate component of equity in the financial statements in which the foreign operation is consolidated, 
proportionately consolidated, or accounted for using the equity method. This requirement applies regardless of the currency in which the monetary item 
is denominated and of which Group entity transacts with the foreign operation. The provisions of this amendment are effective for reporting periods 
beginning on or after January 1, 2006. The adoption of this amendment to IAS 21 is not expected to have a material impact on the Group's results of 
operations, financial position or cash flows. 
 
        In January 2006, the IFRIC issued IFRIC 8, "Scope of IFRS 2." The interpretation clarifies that IFRS 2 applies to arrangements where an entity 
makes share-based payments for apparently nil or inadequate consideration. If the identifiable consideration given appears to be less than the fair value 
of the equity instruments granted, under IFRIC 8 this situation typically indicates that other consideration has been or will be received. IFRS 2 therefore 
applies. IFRIC 8 becomes effective for financial years beginning on or after May 1, 2006. The adoption of this interpretation is not expected to have a 
material impact on the Group's results of operations, financial position or cash flows. 
 
Consolidated group 
 
        All subsidiaries, joint ventures and associates are included in the consolidated financial statements. Subsidiaries are companies that are directly or 
indirectly controlled by the Group and are fully consolidated. Joint ventures are companies jointly controlled by the Group and other companies. 
Associates are companies on which the Group has a significant influence, and that are neither subsidiaries nor joint ventures. As with joint ventures, 
associates are accounted for using the equity method. 
 
        The changes in the composition of the Group in 2005 are presented in the following table: 
 

  
   

Domestic 
 
 

  

International 
 
 

  

Total 
 
 

  
Consolidated subsidiaries (including special-purpose entities)               
Jan. 1, 2005   73  272  345  
Additions   0  20  20  
Disposals   (4) (11) (15) 
     

 
   

 
   

 
  

Dec. 31, 2005   69  281  350  
     

 
   

 
   

 
  

 
Associates accounted for using the equity method  

  
 
  

 
  

 
  

 
  

 
  

 
  

Jan. 1, 2005   12  16  28  
Additions   1  0  1  
Disposals   (2) (5) (7) 
     

 
   

 
   

 
  

Dec. 31, 2005   11  11  22  
             
Joint ventures accounted for using the equity method               
Jan. 1, 2005   2  2  4  
Additions   0  0  0  
Disposals   0  (2) (2) 
     

 
   

 
   

 
  

Dec. 31, 2005   2  0  2  
     

 
   

 
   

 
  

Total               
Jan. 1, 2005   87  290  377  
Additions   1  20  21  
Disposals   (6) (18) (24) 
     

 
   

 
   

 
  

Dec. 31, 2005   82  292  374  
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Business combinations 
 
2004: 
 
        On February 18, 2004, the Group acquired all shares in a Swiss telecom company. The purchase price of EUR 0.2 billion was paid in cash and 
included the assumption of a shareholder loan amounting to EUR 37 million. The Swiss telecom company is primarily active in the market for internet 
marketplaces. Goodwill of EUR 96 million resulted from a company valuation and subsequent purchase price allocation. 
 
        Pursuant to a purchase agreement dated December 23, 2004, the Group acquired the remaining 49 percent of the shares in its Slovak subsidiary 
for a cash price of EUR 0.3 billion. The company valuation and subsequent purchase price allocation resulted in goodwill of EUR 59 million. 
 
        The fair values at the time of the aforementioned business combination and the carrying amounts immediately prior to the business combination are 
shown in the table below: 
 

  
   

Amounts recognized 
(fair values) at the 
date of first-time 

consolidation 
 
 
 
 

  

Carrying amounts 
immediately prior to the 
business combination 

 
 
 
   

Amounts recognized (fair 
values) at the date of first-

time consolidation 
 
 
 
   

Carrying amounts 
immediately prior to the 
business combination 

 
 
 
 

  
   

(in millions of €) 
 
   

   
Swiss Telecom Company 

 
 

  
Slovak subsidiary 

 
 Assets   129  45  672  370

Current assets   16  16  74  74
Cash and cash equivalents   4  4  22  22
Miscellaneous assets   12  12  52  52
 
Non-current assets  

   
113  

 
29  

 
598  

 
296 

Intangible assets   66  2  410  89 
Property, plant and equipment   2  2  179  203 
Investments accounted for using the 
equity method 

  
21  1  0  0 

Miscellaneous assets   24  24  9  4 
 
Liabilities  

   
86  

 
63  

 
251  

 
187 

Current liabilities   63  63  67  67 
Financial liabilities   36  36  2  2 
Trade payables   5  5  36  36 
Other liabilities   22  22  29  29 
 
Non-current liabilities  

   
23  

 
0  

 
184  

 
120 

Financial liabilities   0  0  100  97 
Other liabilities   23  0  84  23 
 
2005: 
 
        In February and March 2005, the Group purchased as part of a public tender offer, and thereafter, approximately 16 percent of the outstanding 
shares of one of its subsidiaries for a total price of EUR 1.8 billion. These transactions in February and March 2005 led to an increase in goodwill of EUR 
0.8 billion. 
 
        The Group acquired an equity interest of approximately 76.5 percent in a telecom company based in Montenegro for around EUR 0.15 billion in 
March and May 2005. The purchase price was paid in cash. In addition to traditional fixed-network services, The company not only offers mobile 
communications services, but also operates as an Internet service provider. The purchase price allocation resulted in goodwill of EUR 25 million. The 
company was included in the consolidated financial statements as of March 31, 2005 for the first time. 
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Amounts recognized (fair 
values) at the date of first-

time consolidation 
 
 
 

  

Carrying amounts 
immediately prior to the 
business combination 

 
 
 

  
   

(in millions of €) 
  
 

 
 Assets   201  181

Current assets   35  35
Cash and cash equivalents   7  7
Miscellaneous assets   28  28
 
Non-current assets  

  
 

166
 

  
 

146
Intangible assets   40  19
Property, plant and equipment   114  122
Miscellaneous assets   12  5
 
Liabilities  

  
 

41
 

  
 

44
Current liabilities   28  34
Financial liabilities   10  15
Trade payables   6  6
Other liabilities   12  13
 
Non-current liabilities  

  
 

13
 

  
 

10
Financial liabilities   3  3
Other liabilities   10  7
 
       The Group fully acquired a cable network operator at June 30, 2005. The purchase price amounted to EUR 36 million; the purchase price allocation 
resulted in negative goodwill of EUR 4 million, which was recognized as income in profit or loss. The fair values of the assets acquired amounted to less 
than EUR 0.1 billion. 
 
Pro forma information 
 
        The following pro forma information shows the most important financial data of the Group, including its principal consolidated subsidiaries acquired 
in 2003 through 2005, as if they had been consolidated at the beginning of the financial year in which the acquisition was made. 
 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 

  
(millions of €) 

 
 

  
(millions of €) 

 
 Net revenue             

Reported   59,604  57,353  55,596
Pro forma   59,627  57,671  55,596
 
Net profit  

  
 
  

 
  

 
  

 
  

 
  

Reported   5,584  1,593  2,063
Pro forma   5,584  1,639  2,063
 
Earnings per share (€)  

  
 
  

 
  

 
  

 
  

 
  

Reported   1.31  0.39  0.50
Pro forma   1.31  0.40  0.50
 
 
Consolidation methods 
 
        The financial statements of the companies included in the Group's consolidated financial statements are prepared in accordance with uniform 
accounting policies. 
 
        Under IFRS, all business combinations must be accounted for using the purchase method. The acquirer allocates the cost of a business 
combination by recognizing the acquiree's identifiable assets, liabilities and contingent liabilities that satisfy the recognition criteria at their fair value at 
the acquisition date. Any excess of the cost of the business combination over the acquirer's interest in the net fair value of identifiable assets and of the 
liabilities and contingent liabilities taken over, regardless of the level of the investment held, is recognized as goodwill. Any excess of the acquirer's 
interest in the net fair value of the identifiable assets, liabilities and contingent liabilities which exceeds the cost of a business combination is recognized 
immediately in profit or loss. In the periods following the business combination, any realized differences between the carrying amounts and fair values of 
assets and liabilities are adjusted, amortized or reversed, in accordance with the treatment of the corresponding assets and liabilities. 
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        When acquiring additional equity interests in companies that are already consolidated subsidiaries, the difference between the purchase price 
consideration and the proportionate acquired equity is recognized as goodwill. 
 
        Intercompany income and expenses, receivables and liabilities, and profits or losses are eliminated. 
 
        A subsidiary is deconsolidated from the date it is no longer controlled by the Group. 
 
        Investments in joint ventures and associates accounted for using the equity method are carried at the acquirer's interest in the identifiable assets 
(including any attributable goodwill), liabilities and contingent liabilities are remeasured to fair value. Goodwill from application of the equity method is not 
amortized, but tested for impairment at least once a year. Unrealized gains and losses from transactions with these companies are eliminated in 
proportion to the acquirer's interest. 
 
Currency translation 
 
        Foreign currency transactions are translated into the functional currency at the exchange rate at the date of transaction. At balance sheet dates, 
monetary items are translated at the closing rate, and non-monetary items continue to be translated at the exchange rate at the date of transaction. Any 
resulting exchange rate differences are recognized in profit or loss. 
 
        The financial statements of Group entities whose functional currency is not the euro are translated using the modified closing rate method. In the 
consolidated financial statements, the assets and liabilities of foreign Group entities are translated into euros from the local currency at the middle rates 
at the balance sheet date. The income statements and corresponding profit or loss of foreign currency denominated Group entities are translated at 
average exchange rates for the period. Exchange rate differences are recognized as a separate component of equity. 
 
        The exchange rates of certain significant currencies changed as follows: 
 
  
 

    
 

    
 

    
   

   

Rate at balance 
 sheet date 

 
   

 
  

Annual average rate 
 
 
 

  
   

2005 
 
   

2004 
 
   

2003 
 
   

 
Dec. 31, 2005 
 
   

 
Dec. 31, 2004 
 
   

 
Dec. 31, 2003 
 
 

  
   

€ 
 
 

  
€ 

 
 

  
€ 

 
 

  
€ 

 
 

  
€ 

 
 

  
€ 

 
 100 Czech korunas (CZK)   3.35741  3.13631  3.14101  3.44983  3.29045  3.08873

1 Pound sterling (GBP)   1.46209  1.47305  1.44585  1.45541  1.41624  1.41663
100 Croatian kunas (HRK)   13.51280  13.33720  13.21220  13.56480  13.04550  13.11000
1,000 Hungarian forints (HUF)   4.03201  3.97687  3.94347  3.95594  4.06902  3.79407
100 Polish zlotys (PLN)   24.86080  22.10010  22.73590  25.90210  24.52550  21.27500
100 Macedonian denars (MKD)   1.65696  1.61304  1.64012  1.64052  1.57865  1.62514
100 Slovak korunas (SKK)   2.59153  2.49843  2.41004  2.63992  2.58158  2.43000
1 U.S. dollar (USD)   0.80325  0.80386  0.88492  0.84496  0.73320  0.79340
 
Accounting policies 
 
        Intangible assets (excluding goodwill) with finite useful lives, including UMTS licenses, are measured at cost and amortized on a straight-line 
basis over their useful lives. Such assets are impaired if their recoverable amount, which is measured at the higher of fair value less costs to sell and 
value in use is lower than the carrying amount. Indefinite-lived intangible assets (U.S. mobile communications licenses (FCC licenses)) are carried at 
cost. They are not amortized, but tested for impairment annually or whenever there are indications of impairment and, if necessary, written down to the 
recoverable amount. Impairment losses are reversed if the reasons for recognizing the original impairment loss no longer apply. The useful lives and the 
amortization method of the assets are reviewed at least at each financial year-end and, if expectations differ from previous estimates, the changes are 
accounted for as changes in accounting estimates in accordance with IAS 8. 
 
        Amortization of mobile communications licenses begins as soon as the related network is ready for use. The useful lives of mobile communications 
licenses are determined based on several factors, including the term of the licenses granted by the respective regulatory body in each country, the 
availability and expected cost of renewing the licenses, as well as the development of future technologies. The useful lives of the Group's mobile 
communications licenses are as follows: 

  
   

Years 
 
 Mobile communications licenses:     

  FCC licenses   Indefinite
  UMTS licenses   15 to 22
  GSM licenses   10 to 20

 
        Development expenditures, including internally developed software, are capitalized if they meet the criteria for recognition as assets and are 
amortized over their useful lives. Research expenditures and borrowing costs are not capitalized and are expensed as incurred. 
 
        Marketing expenses are similarly expensed as incurred, and amounted to approximately EUR 2.0 billion, EUR 1.7 billion and EUR 1.5 billion for the 
years ended December 31, 2005, 2004 and 2003. 
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        Goodwill is not amortized, but is tested for impairment based on the recoverable amount of the cash-generating unit to which the goodwill is 
allocated (impairment-only approach). For the purpose of impairment testing, goodwill acquired in a business combination is allocated to each of the 
cash-generating units that are expected to benefit from the synergies of the combination. The impairment test must be performed annually, as well as 
whenever there are indications that the carrying amount of the cash-generating unit is impaired. If the carrying amount of the cash-generating unit to 
which goodwill is allocated exceeds its recoverable amount, goodwill allocated to this cash-generating unit must be reduced in the amount of the 
difference. Impairment losses for goodwill may not be reversed. If the impairment loss recognized for the cash-generating unit exceeds the carrying 
amount of the allocated goodwill, the additional amount of the impairment loss is recognized through the pro rata reduction of the carrying amounts of 
the assets allocated to the cash-generating unit. The Group determines the recoverable amount of a cash-generating unit based on its fair value less 
costs to sell. The fair value less costs to sell is usually determined based on discounted cash flow calculations. These discounted cash flow calculations 
use projections that are based on financial budgets approved by management covering a ten-year-period and are also used for internal purposes. Cash 
flows beyond the ten-year period are extrapolated using appropriate growth rates. Key assumptions on which management has based its determination 
of fair value less costs to sell include average revenue per user (ARPU), customer acquisition and retention costs, churn rates, capital expenditures, 
market share, growth rates and discount rate. Cash flow calculations are supported by external sources of information. 
 
        Property, plant and equipment is carried at cost less straight-line depreciation and impairment losses. The depreciation period is based on the 
expected useful life. Items of property, plant and equipment are depreciated pro rata in the year of acquisition. The residual values, useful lives and the 
depreciation method of the assets are reviewed at least at each financial year-end and, if expectations differ from previous estimates, the changes are 
accounted for as changes in accounting estimates in accordance with IAS 8. In addition to directly attributable costs, the costs of internally developed 
assets include proportionate indirect material and labor costs, as well as administrative expenses relating to production or the provision of services. 
Costs also include the estimated costs for dismantling and removing the asset, and restoring the site on which it is located. If an item of property, plant 
and equipment consists of several components with different estimated useful lives, the individual significant components are depreciated over their 
individual useful lives. Maintenance and repair costs are allocated to the relevant assets and expensed as incurred. Borrowing costs are not capitalized. 
Investment grants received reduce the cost of the assets for which the grants were made. 
 
        Impairment of intangible assets and items of property, plant and equipment is identified by comparing the carrying amount with the 
recoverable amount. If no future cash flows generated independently of other assets can be allocated to the individual assets, recoverability is tested on 
the basis of the cash-generating unit to which the assets can be allocated. At each reporting date the Group assesses whether there is any indication 
that an asset may be impaired. If any such indication exists, the recoverable amount of the asset or cash-generating unit must be determined. 
Impairment losses are reversed if the reasons for recognizing the original impairment loss no longer apply. 
 
        The recoverable amount of the cash-generating units is generally determined using discounted cash flow calculations. Cash flows are projected 
over the estimated useful life of the asset or cash-generating unit. The discount rate used reflects the risk specific to the asset or cash-generating unit. 
The cash flows used reflect management assumptions and are supported by external sources of information. 
 
        The useful lives of material asset categories are as follows: 

  
   

Years 
 
 Buildings   25 to 50

Telephone facilities and terminal equipment   3 to 10
Data communications equipment, telephone network and ISDN switching 
equipment, transmission equipment, radio transmission equipment and technical 
equipment for broadband distribution networks 

  

4 to 12
Broadband distribution networks, outside plant networks and cable conduit lines   15 to 35
Other equipment, operating and office equipment   2 to 23

 
        Leasehold improvements are depreciated over the shorter of their useful lives or lease terms. 
 
        Beneficial ownership of leased assets is attributed to the contracting party in the lease to which substantially all risks and rewards incidental to 
ownership of the asset are transferred. If substantially all risks and rewards are attributable to the lessor (operating lease), the leased asset is 
recognized by the lessor. Measurement of the leased asset is then based on the accounting policies applicable to that asset. The lease payments are 
recognized in profit or loss. The lessee in an operating lease recognizes the lease payments made during the term of the lease in profit or loss. 
 
        If substantially all risks and rewards incidental to ownership of the leased asset are attributable to the lessee (finance lease), the lessee must 
recognize the leased asset. At the commencement of the lease term, the leased asset is measured at the lower of fair value or present value of the 
future minimum lease payments and is depreciated over the shorter of the estimated useful life or the lease term. Depreciation is recognized as 
expense. The lessee recognizes a lease liability equal to the carrying amount of the leased asset at the commencement of the lease term. In subsequent 
periods, the lease liability is reduced using the effective interest method and the carrying amount adjusted accordingly. The lessor in a finance lease 
recognizes a receivable in the amount of the net investment in the lease. Lease income is classified into repayments of the lease receivable and 
financial income. The lease receivable is reduced using the effective interest method and the carrying amount adjusted accordingly. 
 
        If a sale and leaseback transaction results in a finance lease, any excess of sales proceeds over the carrying amount is deferred and amortized 
over the lease term. 
 
        Investment property consists of all property held to earn rentals or for capital appreciation and not used in production or for administrative 
purposes. Investment property is measured at cost less any accumulated depreciation and impairment losses. 
 
        Noncurrent assets held for sale are classified as held for sale if their carrying amount will be recovered principally through a sale transaction 
rather than through continuing use. These assets are measured at the lower of carrying amount and fair value less costs to sell and are classified as 
"noncurrent assets held for sale." Such assets are no longer depreciated. As a rule, impairment of such assets is only recognized if fair value less costs 
to sell is lower than the carrying amount. If fair value less costs to sell subsequently increases, the impairment loss previously recognized must be 
reversed. The reversal of impairment losses is restricted to the impairment losses previously recognized for the assets concerned. 
 
        Inventories are carried at cost. Borrowing costs are not capitalized. Items of inventory are written down at the balance sheet date if their net 
realizable value is lower than their carrying amount. Similar items of inventory are measured using the weighted average cost method. 
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        Pension obligations and other employee benefits relate to obligations to non-civil servants. Liabilities for defined benefit plans are measured 
using the projected unit credit method, taking into account not only the pension obligations and vested pension rights known at the balance sheet date, 
but also expected future salary and benefit increases. For discounting the present value of benefits, taking into account future salary increases (defined 
benefit obligation), the Group used a rate of 4.1 percent as of December 31, 2005. Actuarial gains and losses arising from experience-based 
adjustments and changes in actuarial assumptions are recognized at the balance sheet date only to the extent that the net cumulative unrecognized 
actuarial gains and losses at the end of the previous reporting period exceed the higher of 10 percent of the present value of the defined benefit 
obligation at this point in time (prior to the deduction of the plan assets) and 10 percent of the fair value of any plan assets at this point in time. In this 
case they are amortized prospectively to profit or loss over the expected average remaining working life of the employees participating in the plan. The 
interest component of the addition to provisions contained in pension expenses is classified as interest expense. The return on plan assets is also 
classified in interest income. Service costs are shown within profit from operations. The amounts payable under defined contribution plans are expensed 
when the contributions are due and shown within profit from operations. Prepaid contributions are recognized as an asset to the extent that a cash 
refund or a reduction in the future payments is available. Past service costs are recognized immediately to the extent that the benefits are vested, 
otherwise, they are recognized on a straight line basis over the average remaining vesting period. 
 
        For active civil servants and those who have taken leave from civil-servant status and have an employment contract, the Group is obliged to make 
annual contributions to a special pension fund which makes pension payments to this group of people. The amounts of these contributions are set out by 
Postreform II, the legislation by which the former Group was legally transformed into a stock corporation, which came into force in 1995, and are 
therefore not subject to a separate actuarial calculation. The contributions are expensed in the period in which they are incurred and shown within profit 
from operations. 
 
        Part-time working arrangements for employees approaching retirement are based on the block model of Altersteilzeit (partial retirement 
arrangement). Two types of obligations, both measured at their present value in accordance with actuarial principles, arise and are accounted for 
separately. The first type of obligation relates to the cumulative outstanding settlement amount, which is recorded on a pro rata basis during the term of 
the arrangement. The cumulative outstanding settlement amount is based on the difference between (a) the employee's remuneration before entering 
partial retirement (including the employer's social security contributions) and (b) the remuneration for the part-time service (including the employer's 
social security contributions, but excluding top-up payments). The second type of obligation relates to the employer's obligation to make top-up 
payments plus an additional contribution to the statutory pension scheme and is recognized in full when the obligation arises. 
 
        Other provisions are recognized where the Group has legal or constructive obligations to third parties on the basis of past transactions or events 
that will probably require an outflow of resources to settle, and this outflow can be reliably measured. These provisions are carried at their expected 
settlement amount, taking into account all identifiable risks, and may not be offset against reimbursements. The settlement amount is calculated on the 
basis of a best estimate. Provisions are discounted when the effect of the time value of money is material. Changes in estimates of the amount and 
timing of payments or changes in the discount rate applied in measuring provisions for decommissioning, restoration, and similar obligations are 
recognized in accordance with the change in the carrying amount of the related asset. Where the decrease in the amount of a provision exceeds the 
carrying amount of the related asset, the excess is recognized immediately in profit or loss. Provisions are recognized for external legal fees related to 
expected losses from executory contracts. 
 
        Contingencies (contingent liabilities and assets) are essentially potential liabilities or assets arising from past events whose existence will be 
confirmed by the occurrence or non-occurrence of one or more uncertain future events not entirely within the control of the Group. Contingent liabilities 
are recognized at their fair value if they were assumed in the course of a business combination. Contingent assets may not be recognized. Information 
on contingent liabilities are disclosed in the notes to the consolidated financial statements, unless the possibility of an outflow of economic benefits is 
remote. The same applies to contingent assets where an inflow of economic benefits is probable. 
 
        A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of another entity. 
Financial assets include, in particular, cash and cash equivalents, trade receivables and other originated loans and receivables, held-to-maturity 
investments, and derivative and non-derivative financial assets held for trading. Financial liabilities generally substantiate claims for repayment in cash or 
another financial asset. In particular, this includes bonds, commercial paper, medium-term notes, and similar liabilities; trade payables; liabilities to 
banks; finance lease payables; promissory notes and derivative financial liabilities. Financial instruments are generally recognized as soon as the Group 
becomes a party to the contractual regulations of the financial instrument. However, in the case of regular way purchase or sale (purchase or sale of a 
financial asset under a contract whose terms require delivery of the asset within the timeframe established generally by regulation or convention in the 
market place concerned), the settlement date is relevant for the initial recognition and derecognition. This is the day on which the asset is delivered to or 
by the Group. In general, financial assets and financial liabilities are offset and the net amount presented in the balance sheet when, and only when, the 
entity currently has a right to set off the recognized amounts and intends to settle on a net basis. 
 
        The liability and equity components of compound financial instruments are reported separately in the issuer's financial statements. The liability 
component is recognized at the amount that would have been generated from the issue of the equivalent debt instrument without the equity component 
based on the market conditions at the issue date. Accordingly, the amount recognized in equity—including deferred taxes and transaction costs—is 
equal to the market value of the conversion rights or options at the issue date, and hence the difference to the proceeds of issue. The equity component 
is included in capital reserves at a constant amount. 
 
        Financial assets are measured at fair value on initial recognition. For all financial assets not subsequently measured at fair value through profit or 
loss, the transaction costs directly attributable to the acquisition are taken into account. The fair values recognized in the balance sheet generally 
correspond to the market prices of the financial assets. If these are not immediately available, they must be calculated using standard valuation models 
on the basis of current market parameters. For this calculation, the cash flows already fixed or determined by way of forward rates using the current yield 
curve are discounted at the measurement date using the discount factors calculated from the yield curve applicable at the reporting date. Middle rates 
are used. 
 
        Cash and cash equivalents, which include cash accounts and short-term cash deposits at banks, have maturities of up to three months and are 
measured at amortized cost. 
 
        Trade and other current receivables are measured at cost less any impairment losses using the effective interest method, if necessary. 
Impairments, which take the form of allowances, make adequate provision for the expected credit risk; concrete cases of default lead to the 
derecognition of the respective receivables. For allowances, financial assets that may need to be written down are grouped together on the basis of 
similar credit risk characteristics, tested collectively for impairment and written down if necessary. When the expected future cash flows of the portfolio 
are being calculated as required for this, previous cases of default are taken into consideration in addition to the cash flows envisaged in the contract. 
The cash flows are discounted on the basis of the weighted average of the original effective interest rates of the financial assets contained in the 
relevant portfolio. 
 
        Impairment losses on trade accounts receivable are recognized in some cases using allowance accounts. The decision to account for credit risks 
using an allowance account or by directly reducing the receivable will depend on the reliability of the risk assessment. As there is a wide variety of 
business areas and regional circumstances, this decision is the responsibility of the portfolio managers in question. 
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        Other noncurrent receivables are measured at amortized cost using the effective interest method. 
 
        Financial assets held for trading are measured at fair value. These mainly include derivatives that are not part of an effective hedging 
relationship as set out in IAS 39 and therefore have to be classified as "held for trading." Any gains or losses arising from subsequent measurement are 
recognized in the income statement. 
 
        Certain types of investment are intended and expected to be held to maturity with reasonable economic certainty. These financial assets are 
measured at amortized cost using the effective interest method. 
 
        Other non-derivative financial assets are classified as "available for sale" and generally measured at fair value. The gains and losses arising from 
fair value measurement are recognized directly in equity, unless the impairment is prolonged, significant or the changes in the fair value of debt 
instruments resulting from currency fluctuations are recognized in profit or loss. The cumulative gains and losses arising from fair value measurement 
are only recognized in profit or loss on disposal of the related financial assets. If the fair value of unquoted equity instruments cannot be measured with 
sufficient reliability, these instruments are measured at cost (less any impairment losses, if applicable). 
 
        The Group has not yet made use of the option of designating financial assets upon initial recognition as financial assets at fair value through 
profit or loss . 
 
        The carrying amounts of the financial assets that are not designated as at fair value through profit or loss are tested at each reporting date to 
determine whether there is objective, material evidence of impairment (e.g., a debtor is facing serious financial difficulties, it is highly probable that 
insolvency proceedings will be initiated against the debtor, an active market for the financial asset disappears, there is a substantial change in the 
technological, economic or legal environment and the market environment of the issuer, or there is a continuous decline in the fair value of the financial 
asset to a level below amortized cost). Any impairment losses caused by the fair value being lower than the carrying amount are recognized in profit or 
loss. Where impairments of the fair values of available-for-sale financial assets were recognized directly in equity in the past, these must now be 
reclassified from equity in the amount of the impairment determined and reclassified to the income statement. If, in a subsequent period, the fair value of 
the financial asset increases and this increase can be related objectively to events occurring after the impairment was recognized, the impairment loss is 
reversed to income in the appropriate amount. Impairment losses on unquoted equity instruments that are classified as available for sale and carried at 
cost may not be reversed. Both the fair value of held-to-maturity securities to be determined by testing for impairment and the fair value of the loans and 
receivables measured at amortized cost, which are required for impairment testing, correspond to the present value of the estimated future cash flows 
discounted using the original effective interest rate. The fair value of unquoted equity instruments measured at cost is calculated as the present value of 
the expected future cash flows, discounted using the current interest rate that corresponds to the investment's special risk position. 
 
        Financial liabilities are measured at fair value on initial recognition. For all financial liabilities not subsequently measured at fair value through 
profit or loss, the transaction costs directly attributable to the acquisition are also recognized. 
 
        Trade payables and other non-derivative financial liabilities are generally measured at amortized cost using the effective interest method. 
 
        The Group has not yet made use of the option to designate financial liabilities upon initial recognition as financial liabilities at fair value through 
profit or loss . 
 
        Derivatives that are not part of an effective hedging relationship as set out in IAS 39 must be classified as "held for trading" and reported at fair 
value through profit or loss. If the fair values are negative, the derivatives are recognized as financial liabilities. 
 
        The Group uses derivatives to hedge the interest rate and currency risks resulting from its operating, financing, and investing activities. 
 
        The Group does not hold or issue derivatives for speculative trading purposes. 
 
        Like all financial instruments, derivatives are carried at their fair value upon initial recognition. The fair values are also relevant for subsequent 
measurement. The fair value of traded derivatives is equal to their market value, which can be positive or negative. If there is no market value available, 
the fair value must be calculated using standard financial valuation models. 
 
        The fair value of derivatives is the value that the Group would receive or have to pay if the financial instrument were discontinued at the reporting 
date. This is calculated on the basis of the contracting parties' relevant exchange rates, interest rates, and credit ratings at the reporting date. 
Calculations are made using middle rates. Interest-bearing derivatives are recorded at the full fair values, including accrued interest. 
 
        For recording changes in the fair values, recognition in either the income statement or directly in equity, a determination is made whether or not the 
derivative is part of an effective hedging relationship as set out in IAS 39. If no hedge accounting is employed, the changes in the fair values of the 
derivatives must always be recognized in profit or loss. If, on the other hand, an effective hedging relationship as set out in IAS 39 exists, the hedge will 
be recognized as such. 
 
        The Group applies hedge accounting in accordance with IAS 39 to hedge balance sheet items and future cash flows, thus reducing income 
statement volatility. A distinction is made between fair value hedges, cash flow hedges, and hedges of a net investment in a foreign operation depending 
on the nature of the hedged item. 
 
        Fair value hedges are used to hedge the fair values of assets recognized in the balance sheet, liabilities recognized in the balance sheet, or firm 
commitments not yet recognized in the balance sheet. Any change in the fair value of the derivative designated as the hedging instrument is recognized 
in profit or loss; the carrying amount of the hedged item is adjusted by the profit or loss to the extent of the hedged risk (basis adjustment). The 
adjustments to the carrying amount are not amortized until the hedging relationship has been discontinued. 
 
        Cash flow hedges are used to hedge against fluctuations in future cash flows from assets and liabilities recognized in the balance sheet, from firm 
commitments (in the case of currency risks), or from highly probable forecast transactions. To hedge the currency risk of an unrecognized firm 
commitment, the Group makes use of the option to recognize this as a cash flow hedge rather than a fair value hedge. If a cash flow hedge is employed, 
the effective portion of the change in the fair value of the hedging instrument is recognized in equity (hedging reserve) until the gain or loss on the 
hedged item is realized; the ineffective portion of the hedging instrument is always recognized in profit or loss. In the case of currency risks, the change 
in the fair value resulting from spot rate changes is designated as the hedged risk. The interest component is separated from the hedge in accordance 
with IAS 39.74 (b). If a hedge of a forecast transaction subsequently results in the recognition of a financial or non-financial asset or liability, the 
associated cumulative gains and losses that were recognized directly in equity are reclassified into profit or loss in the same periods during which the 
financial asset acquired or the financial liability assumed affects profit or loss for the period. In doing so, the Group has decided not to make use of the 
basis adjustment option for hedging forecast transactions when non-financial balance sheet items arise. 
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        If hedges of a net investment in a foreign operation are employed, all gains or losses on the effective portion of the hedging instrument, together 
with any gains or losses on the foreign currency translation of the hedged investment in accordance with IAS 21, are taken directly to equity. Any gains 
or losses on the ineffective portion are recognized immediately in profit or loss. The cumulative remeasurement gains and losses on the hedging 
instrument that had previously been recognized directly in equity and the gains and losses on the currency translation of the hedged item are recognized 
in profit or loss only on disposal of the investment. 
 
        IAS 39 sets out strict requirements on the use of hedge accounting. These are fulfilled at the Group by documenting, at the inception of a hedge, 
both the relationship between the financial instrument used as the hedging instrument and the hedged item, as well as the aim and strategy of the 
hedge. This involves concretely assigning the hedging instruments to the corresponding assets/liabilities or (firmly agreed) future transactions and also 
estimating the degree of effectiveness of the hedging instruments employed. The effectiveness of existing hedge accounting is monitored on an ongoing 
basis; ineffective hedges are discontinued immediately. 
 
        The Group also employs hedges that do not satisfy the strict hedge accounting criteria of IAS 39 but which make an effective contribution to 
hedging the financial risk in accordance with the principles of risk management. Furthermore, the Group does not use hedge accounting in accordance 
with IAS 39 to hedge the foreign currency exposure of recognized monetary assets and liab ilities, because the gains and losses on the hedged item from 
currency translation that are recognized in profit or loss in accordance with IAS 21 are shown in the income statement together with the gains and losses 
on the derivatives used as hedging instruments. 
 
        Stock options (equity-settled share-based payment transactions) are measured at fair value on the grant date. The fair value of the obligation is 
recognized as personnel costs over the vesting period. Obligations arising from cash-settled share-based payment transactions are recognized as a 
liability and measured at fair value at the balance sheet date. The expenses are recognized over the vesting period. For both cash-settled and equity-
settled share-based payment transactions, the fair value is determined using internationally accepted valuation techniques. 
 
        Revenues contain all revenues from the ordinary business activities of the Group. Revenues are recorded net of value-added tax. They are 
recognized in the accounting period in which they are earned in accordance with the realization principle. Up-front fees and related costs are deferred 
and amortized over the estimated average period of customer retention, unless they are part of a multiple-element arrangement, in which case they are 
a component of the arrangement consideration to be paid by the customer. Related costs of acquiring customers are also deferred, up to the amount of 
deferred up-front fees, and recognized over the average customer retention period. For multiple-element arrangements, revenue recognition for each of 
the elements identified must be determined separately. 
 
         The Group has adopted the framework of the Emerging Issues Task Force Issue No. 00-21, "Accounting for Revenue Arrangements with Multiple 
Deliverables" (EITF 00-21) in order to account for multiple-element revenue agreements entered into after January 1, 2003, as permitted by IAS 8.12. 
EITF 00-21 requires that arrangements involving the delivery of bundled products or services be separated into individual units of accounting, each with 
its own separate earnings process. Total arrangement consideration relating to the bundled contract is allocated among the different units based on their 
relative fair values (i.e., the relative fair value of each of the accounting units to the aggregated fair value of the bundled deliverables). If the fair value of 
the delivered elements can not be determined reliably but the fair value of the undelivered elements can be determined reliably, the residual value 
method is used to allocate the arrangement consideration. 
 
        Revenues from construction contracts are accounted for based on proportional performance. The stage of completion is determined on the basis 
of the costs incurred to date as a proportion of the estimated total costs. Receivables from construction contracts are classified in the balance sheet item 
"trade and other receivables." Receivables from construction contracts are calculated as the balance of the costs incurred and the profits recognized, 
less any discounts and recognized losses on the contract; if the balance for a contract is negative, this amount is reported in liabilities from construction 
contracts. If the total actual and estimated expenses exceed revenues for a particular contract, the loss is immediately recognized. 
 
        Revenue in the Group's strategic business areas is recognized as follows: 
 
Broadband/Fixed Network: 
 
        The Broadband/Fixed Network strategic business area comprises the Broadband and Online business units. Online provides customers with 
narrow and broadband access to its fixed network. It also sells, leases, and services telecommunications equipment for its customers and provides 
additional telecommunications services. Online recognizes service revenues when the services are provided in accordance with contractual terms and 
conditions. Revenue and expenses associated with the sale of telecommunications equipment and accessories are recognized when the products are 
delivered, provided there are no unfulfilled company obligations that affect the customer's final acceptance of the arrangement. Revenue from rentals 
and operating leases is recognized monthly as the fees accrue Broadband revenues consist primarily of revenues from subscriber fees and charges for 
advertising and e-commerce. Subscriber fees, consisting primarily of basic monthly charges for Broadband services and Internet access as well as use-
related fees, are recognized as revenue in the period the service is provided. Advertising revenues are recognized in the period that the advertisements 
are exhibited. Transaction revenues are recognized upon notification from the customer that qualifying transactions have occurred and collection of the 
resulting receivable is reasonably assured. 
 
Mobile Communications: 
 
        Mobile Communications revenues include revenues from the provision of mobile services, customer activation fees, and sales of mobile handsets 
and accessories. Mobile services revenues include monthly service charges, charges for special features, call charges, and roaming charges billed to 
customers, as well as other mobile operators. Mobile services revenue is recognized based upon minutes of use and contracted fees less credits and 
adjustments for discounts. The revenue and related expenses associated with the sale of mobile phones, wireless data devices, and accessories are 
recognized when the products are delivered and accepted by the customer. 
 
Business Customers: 
 
Business Services 
 
        Telecommunication Services include Network Services, Hosting & ASP Services, and Broadcast Services. Contracts for network services, which 
consist of the installation and operation of communication networks for customers, have an average duration of approximately three years. Revenues for 
voice and data services are recognized under such contracts when used by the customer. Revenues from Hosting & ASP Services are recognized as 
the services are provided. 
 
Enterprise Services 
 
        The terms of contracts awarded by Enterprise Services generally range from less than one year up to ten years. Revenue from outsourcing 
contracts reflects the extent of actual services delivered in the period in accordance with the terms of the contract. Revenue from service contracts billed 
on the basis of time and material used is recognized as the services are provided. Revenue from systems integration contracts requiring the delivery of 
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customized products and/or services is generally covered by one of the following types of contracts: fixed-price, milestone, or time and material-based. 
For fixed-price contracts, revenue is generally recognized based on proportional performance. For milestone contracts, revenue is recognized at the time 
a milestone is achieved and accepted by the customer. In the case of contracts billed on the basis of time and material, revenue is recognized as the 
services are rendered. Revenue from maintenance services is recognized over the contractual period or as the services are provided. Revenue from 
hardware sales or sales-type leases is recognized when the product is shipped to the customer, provided there are no unfulfilled company obligations 
that affect the customer's final acceptance of the arrangement. Any costs of these obligations are recognized when the corresponding revenue is 
recognized. Revenue from rentals and leases is recognized monthly as the fees accrue. Revenue for telecommunication services rendered by 
Enterprise Services is realized in line with the methods described under Business Services. 
 
        Income taxes include current income taxes payable as well as deferred taxes. Deferred tax assets and liabilities are recognized for temporary 
differences between the carrying amounts in the consolidated balance sheet and the tax base, as well as for tax loss carryforwards. Deferred tax assets 
are recognized to the extent that it is probable that future taxable profit will be available against which the temporary differences can be utilized. Deferred 
tax is provided on temporary difference arising on the investments in subsidiaries and associates, except where the timing of the reversal of the 
temporary difference is controlled by the Group and it is probable that the temporary difference will not reverse in the foreseeable future. Deferred tax is 
not recognized if it arises from the initial recognition of an asset or liability in a transaction other than a business combination that at the time of the 
transaction affects neither accounting nor taxable profit or loss. Currently enacted tax laws and tax laws that have been substantively enacted as of the 
balance sheet date are used as the basis for measuring deferred taxes. 
 
Measurement uncertainties 
 
        The presentation of the results of operations, financial position or cash flows in the consolidated financial statements is dependent upon and 
sensitive to the accounting policies, assumptions and estimates that are used as the basis for the preparation of the consolidated financial statements. 
The following critical accounting estimates and related assumptions and uncertainties inherent in accounting policies applied are essential to understand 
the underlying financial reporting risks and the effects that these accounting estimates, assumptions and uncertainties have on the consolidated financial 
statements. 
 
        Accounting for property, plant and equipment, and intangible assets involves the use of estimates for determining the fair value at the 
acquisition date, in particular in the case of such assets acquired in a business combination. Furthermore, the expected useful lives of these assets must 
be estimated. The determination of the fair values of assets and liabilities, as well as of the useful lives of the assets is based on management's 
judgment. 
 
        The determination of impairments of property, plant and equipment, and intangible assets involves the use of estimates that include, but are 
not limited to, the cause, timing and amount of the impairment. Impairment is based on a large number of factors, such as changes in current 
competitive conditions, expectations of growth in the mobile communications industry, increased cost of capital, changes in the future availability of 
financing, technological obsolescence, discontinuance of services, current replacement costs and other changes in circumstances that indicate an 
impairment exists. The recoverable amount and the fair values are typically determined using a discounted cash flow method which incorporates 
reasonable market participant assumptions. The identification of impairment indicators, the estimation of future cash flows and the determination of fair 
values for assets (or groups of assets) requires management to make significant judgments concerning the identification and validation of impairment 
indicators, expected cash flows, applicable discount rates, useful lives and residual values. Specifically, the estimation of cash flows underlying the fair 
values of the Group's mobile businesses considers the continued investment in network infrastructure required to generate future revenue growth 
through the offering of new data products and services, for which only limited historical information on customer demand is available. If the demand for 
these products and services does not materialize as expected, this will result in less revenue, less cash flow and potential impairment to write-down 
these investments to their fair values, which could adversely affect future operating results. 
 
        The determination of the recoverable amount of a cash-generating unit involves the use of estimates by management. Methods used to 
determine the fair value less costs to sell include discounted cash flow-based methods and methods that use quoted stock market prices as a basis. Key 
assumptions on which management has based its determination of fair value less costs to sell include ARPU, subscriber acquisition, earnings multiples 
and retention costs, churn rates, capital expenditure and market share. These estimates, including the methodologies used, can have a material impact 
on the fair value and ultimately the amount of any goodwill impairment. 
 
        Financial assets include equity investments in foreign telecommunications service providers that are principally engaged in the mobile, fixed-
network, Internet and data communications businesses, some of which are publicly traded and have highly volatile share prices. As a rule, an investment 
impairment loss is recorded in accordance with IFRS when an investment's carrying amount exceeds the present value of its estimated future cash 
flows. The calculation of the present value of estimated future cash flows and the determination of whether an impairment is prolonged involves 
judgment and relies heavily on an assessment by management regarding the future development prospects of the investee. In measuring impairments, 
quoted market prices are used, if available, or other valuation methods, based on information available from the investee. To determine whether an 
impairment is prolonged, the Group considers the ability and intent to hold the investment for a reasonable period of time sufficient for a forecasted 
recovery of fair value up to (or beyond) the carrying amount, including an assessment of factors such as the length of time and magnitude of the excess 
of carrying value over market value, the forecasted results of the investee, the regional geographic economic environment and state of the industry. 
Future adverse changes in market conditions, particularly a downturn in the telecommunications industry, or poor operating results of investees, could 
result in losses or an inability to recover the carrying amount of the investments that may not be reflected in an investment's current carrying amount. 
This could result in impairment losses, which could adversely affect future operating results. 
 
        Management maintains an allowance for doubtful accounts to account for estimated losses resulting from the inability of customers to make 
required payments. When evaluating the adequacy of an allowance for doubtful accounts, management bases its estimates on the aging of accounts 
receivable balances and historical write-off experience, customer credit worthiness and changes in customer payment terms. If the financial condition of 
customers were to deteriorate, actual write-offs might be higher than expected. 
 
        Income taxes must be estimated for each of the jurisdictions in which the Group operates, involving a specific calculation of the expected actual 
income tax exposure for each tax object and an assessment of temporary differences resulting from the different treatment of certain items for IFRS 
consolidated financial and tax reporting purposes. Any temporary differences will result in the recognition of deferred tax assets and liabilities in the 
consolidated financial statements. Management judgment is required for the calculation of actual and deferred taxes. Deferred tax assets are recognized 
to the extent that their utilization is probable. The utilization of deferred tax assets will depend on whether it is possible to generate sufficient taxable 
income in respective tax type and jurisdiction, taking into account any legal restrictions on the length of the loss-carryforward period. Various factors are 
used to assess the probability of the future utilization of deferred tax assets, including past operating results, operational plans, loss-carryforward 
periods, and tax planning strategies. If actual results differ from these estimates or if these estimates must be adjusted in future periods, the financial 
position, results of operations and cash flows may be negatively affected. In the event that the assessment of future utilization of deferred tax assets 
changes, the recognized deferred tax assets must be reduced and this reduction be recognized in profit or loss. 
 
        Pension obligations for benefits to non-civil servants are generally satisfied by plans which are classified and accounted for as defined benefit 
plans. Pension benefit costs for non-civil servants are determined in accordance with actuarial valuation, which rely on assumptions including discount 
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rates, life expectancies and, to a limited extent, expected return on plan assets. Estimations of the expected return on plan assets have a limited impact 
on pension cost, because the amount of funded plan assets is small in relation to the outstanding pension obligations. Other key assumptions for 
pension costs are based in part on actuarial valuations, which rely on assumptions, including discount rates used to calculate the amount of the pension 
obligation. The assumptions concerning the expected return on plan assets are determined on a uniform basis, considering long-term historical returns, 
asset allocation and future estimates of long-term investment returns. In the event that further changes in assumptions are required with respect to 
discount rates and expected returns on invested assets, the future amounts of the pension benefit costs may be affected materially. 
 
        The Group is obligated, under domestic regulation, to pay for its share of any operating cost shortfalls between the sources of regular income of the 
Civil Service Health Insurance Fund   and benefits paid. The Civil Service Health Insurance Fund provides services mainly in cases of illness, birth, or 
death for its members, who are civil servants employed by or retired from the Group, , and their relatives. When Postreform II came into effect, 
participation in the Civil Service Health Insurance Fund was closed to new members. The insurance premiums collected by the Civil Service Health 
Insurance Fund may not exceed the insurance premiums imposed by alternative private health insurance enterprises for comparable insurance benefits, 
and, therefore, do not reflect the changing composition of ages of the participants in the fund. In the past, the Group recognized provisions in the amount 
of the actuarially determined present value of the Group's share in the fund's future deficit, using a discount rate and making assumptions about life 
expectancies and projections for contributions and future increases in general health care costs. Since the calculation of these provisions involves long-
term projections over periods of more than 50 years, the present value of the liability may be highly sensitive even to small variations in the underlying 
assumptions. 
 
        The Group exercises considerable judgment in measuring and recognizing provisions and the exposure to contingent liabilities related to 
pending litigation or other outstanding claims subject to negotiated settlement, mediation, arbitration or government regulation, as well as other 
contingent liabilities. Judgment is necessary in assessing the likelihood that a pending claim will succeed, or a liability will arise, and to quantify the 
possible range of the final settlement. Provisions are recorded for liabilities when losses are expected from executory contracts, a loss is considered 
probable and can be reasonably estimated. Because of the inherent uncertainties in this evaluation process, actual losses may be different from the 
originally estimated provision. In addition, significant estimates are involved in the determination of provisions related to taxes, environmental liabilities 
and litigation risks. These estimates are subject to change as new information becomes available, primarily with the support of internal specialists, if 
available, or with the support of outside consultants, such as actuaries or legal counsel. Revisions to the estimates of these losses from executory 
contracts may significantly affect future operating results. 
 
Revenue recognition 
 
Customer activation fees 
 
        Certain subsidiaries receive installation and activation revenues from new customers. These revenues (and related costs) are deferred and 
amortized over the expected duration of the customer relationship. The estimation of the expected average duration of the relationship is based on 
historical customer turnover. If management's estimates are revised, material differences may result in the amount and timing of revenue for any period. 
 
Service contracts 
 
        Certain subsidiaries conduct a portion of its business under long-term contracts with customers. The Group accounts for certain long-term service 
contracts based on proportional performance, recognizing revenue as performance of a contract progresses. Contract progress is estimated. Depending 
on the methodology used to determine contract progress, these estimates may include total contract costs, remaining costs to completion, total contract 
revenues, contract risks and other judgments. All estimates involved in such long-term contracts are subject to regular reviews and adjusted as 
necessary. 
 
Multiple-element arrangements 
 
        The framework of the Emerging Issues Task Force Issue No. 00-21 was adopted to account for multiple-element arrangements in accordance with 
IAS 8.12. EITF 00-21 requires that arrangements involving the delivery of bundled products or services be separated into individual units of accounting, 
each with its own separate earnings process. Total arrangement consideration relating to the bundled contract is allocated among the different units 
based on their relative fair values (i.e., the relative fair value of each of the accounting units to the aggregated fair value of the bundled deliverables). 
The determination of fair values is complex, because some of the elements are price sensitive and, thus, volatile in a competitive marketplace. Revisions 
to the estimates of these relative fair values may significantly affect the allocation of total arrangement consideration among the different accounting 
units, affecting future operating results. 
 
Explanation of transition to IFRS 
 
        According to Article 4 of Regulation (EC) No. 1606/2002 of the European Parliament and of the Council of July 19, 2002 on the application of 
international accounting standards (Official Journal EC L 243 p. 1), the Group is required to prepare consolidated financial statements in accordance 
with International Financial Reporting Standards for the first time for the 2005 financial year. The opening IFRS consolidated balance sheet was 
prepared as of January 1, 2003 (date of transition to IFRS in accordance with IFRS 1). The Group adopts IFRS as adopted by the European 
Commission for use in the European Union for the first time in its consolidated financial statements for the year ended December 31, 2005, which 
includes comparative financial statements for the years ended December 31, 2004 and 2003. IFRS 1 requires that an entity develops accounting policies 
based on the standards and related interpretations effective at the reporting date of its first annual IFRS consolidated financial statements. These 
accounting policies must be applied as of the date of transition to IFRS and throughout all periods presented in the first IFRS consolidated financial 
statements. 
 
        In accordance with IFRS 1, assets and liabilities are recognized and measured in accordance with those IFRSs required to be applied as of 
December 31, 2005. The resulting differences between the IFRS carrying amounts and the carrying amounts of the assets and liabilities in the 
consolidated balance sheet under Previous GAAP as of January 1, 2003 are recognized directly in equity at the date of transition to IFRS. 
 
Explanation of exemptions applied under IFRS 1 
 
        In general, the carrying amounts of the assets and liabilities in the consolidated balance sheet under Previous GAAP for the period ended 
December 31, 2002 must be recognized and measured retrospectively in the opening IFRS consolidated balance sheet as of January 1, 2003 on the 
basis of those IFRSs in force at December 31, 2005. IFRS 1 nevertheless provides exemptions from this principle in specific cases. The main 
exemptions applied by the Group are explained below: 
 
Business combinations 
 
        IFRS 3, "Business Combinations," is not required to be applied retroactively to business combinations that took place before the date of transition to 
IFRS. The Group has applied this exemption. The classification and amounts recorded in a business combination under Previous GAAP must then be 
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maintained. As a rule, all assets and liabilities that were acquired or assumed in business combinations must be carried in the opening IFRS 
consolidated balance sheet. All assets, except intangible assets, and liabilities that were recognized in the consolidated balance sheet under Previous 
GAAP but that do not meet the IFRS recognition criteria are not recognized in the opening IFRS consolidated balance sheet, and reduce or increase the 
amount of retained earnings. All assets, except intangible assets and liabilities that were not recognized in the consolidated balance sheet under 
Previous GAAP but that do meet the IFRS recognition criteria are recognized in the opening IFRS consolidated balance sheet and increase or reduce 
the amount of retained earnings. Changes in the carrying amount of assets and liabilities already recognized under Previous GAAP are also presented 
in retained earnings. The carrying amount of goodwill under Previous GAAP is recognized in the opening IFRS consolidated balance sheet, subject to 
any necessary adjustments. At the date of transition to IFRS, goodwill was tested for impairment and was written down at the date of transition to IFRS if 
required. No other adjustments to the carrying amount were required. 
 
        Historical cost and accumulated goodwill amortization were netted for the purpose of preparing the opening IFRS consolidated balance sheet. 
 
Revaluation as deemed cost 
 
        Entities that have revalued their assets at fair values at one particular date prior to first-time adoption of IFRS because of a specific event may 
establish these fair values as deemed cost and account for them from the date of the revaluation in accordance with the IFRSs effective at the date of 
preparation of the first IFRS financial statements. The Group has applied this exemption and has used the fair values of assets recognized in its opening 
consolidated balance sheet at the date of privatization (January 1, 1995) as the deemed cost of the assets under IFRS at January 1, 1995. These figures 
were carried in accordance with regulations on subsequent measurement for the period January 1, 1995 to January 1, 2003 (date of preparation of the 
opening IFRS consolidated balance sheet). 
 
Fair value measurement 
 
        An entity may elect to measure certain items of noncurrent assets at the date of transition at fair value instead of subsequent historical cost under 
IFRS; this exemption may be applied individually to each asset. The Group has applied this exemption in specific cases. 
 
Employee benefits 
 
        If an entity elects to recognize actuarial gains and losses arising as a result of the measurement of defined benefit plans after the date of transition 
to IFRS using the corridor approach permitted by IAS 19 "Employee Benefits," it may still decide not to apply the corridor approach retrospectively and to 
recognize all cumulative actuarial gains and losses from defined benefit plans directly in equity at the date of transition to IFRS. The Group has applied 
this exemption. 
 
Cumulative translation differences 
 
        Under IAS 21 "The Effects of Changes in Foreign Exchange Rates," differences from the translation of financial statements prepared in a currency 
other than the presentation currency of the parent must be recognized as a separate component of equity. In line with the principle of retrospective 
application of IFRS, these differences would be required to be determined retrospectively. According to the exemption in IFRS 1, cumulative translation 
differences may be deemed to be zero at the date of transition. In the case of subsequent disposal of the entity concerned, only translation differences 
that arose after the date of transition to IFRS are recognized in profit or loss. The Group has applied this exemption. 
 
Share-based payment 
 
        Under IFRS 1, equity instruments from share-based options granted on or before November 7, 2002 and those granted after November 7, 2002 
and vested before January 1, 2005 are not required to be recognized under IFRS 2 "Share-based Payment" by a first-time adopter. The Group has 
applied this exemption. 
 
        Material effects on the financial position and results of operations as a consequence of the transition from Previous GAAP to IFRS are presented in 
the following reconciliation. 
 
Reconciliation of consolidated shareholders' equity: 
 

  
   

Explanatory 
 notes 

 
 

 

Dec. 31, 2004 
 
 
 

  

Dec. 31, 2003 
 
 
 

  

Jan. 1, 2003 
 
 
 

 

  
   

  
  

(millions of €) 
 
   

(millions of €) 
 
   

(millions of €) 
 
  

Shareholders' equity (Previous GAAP)     37,941  33,811  35,416 
Goodwill   1 (3,070) (3,508) (5,953)
Mobile communications licenses   1 9,773  13,134  13,973 
Software   2 583  608  623 
Borrowing costs   3 (477) (574) (774)
Available-for-sale financial assets   4 856  270  283 
Leases   5 (641) (456) (189)
Provisions   6 1,550  1,587  1,093 
  Pension provisions     381  279  (167)
  Other provisions     1,169  1,308  1,260 
Deferred revenue   7 (1,023) (944) (923)
Other IFRS adjustments   8 294  60  101 
Deferred taxes   9 17  (250) 1,314 
  Deferred tax assets     2,854  4,008  7,008 
  Deferred tax liabilities     (2,837) (4,258) (5,694)
Shareholders' equity under IFRS     45,803  43,738  44,964 
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Reconciliation of profit after income taxes: 

  
  

Explanatory 
 notes 

 
 

  

FY 2004 
 
 
 

  

FY 2003 
 
 
 

  

  
  

  
   

(millions of 
€) 

 
 

  

(millions of 
€) 

 
 

  
Income after taxes under Previous GAAP     4,933   1,623   
Goodwill  1  115   1,584   
Mobile communications licenses  1  (3,083 ) 1,113   
Software  2  (24 ) (6 ) 
Borrowing costs  3  94   184   
Available-for-sale financial assets  4  (13 ) (7 ) 
Leases  5  (191 ) (271 ) 
Provisions  6  30   500   
  Pension provisions     105   439   
  Other provisions     (75 ) 61   
Deferred revenue  7  (83 ) (24 ) 
Other IFRS adjustments  8  72   (118 ) 
Deferred taxes  9  167   (2,061 ) 
Profit after income taxes under IFRS     2,017   2,517   
 
(1) Goodwill and mobile communications licenses 
 
        FCC licenses have indefinite useful lives because of their independence from future technological developments and they are renewable 
indefinitely at little cost. Therefore, in contrast to Previous GAAP, under IFRS FCC licenses are not amortized but instead reviewed for impairment once 
a year (impairment-only approach). As a result, the amortization and non-scheduled write-downs of the FCC licenses charged in accordance with 
Previous GAAP as of January 1, 2003 were reversed. This reversal increased the carrying amount of the FCC licenses at January 1, 2003 by EUR 
9.9 billion as compared to Previous GAAP. 
 
        In contrast to Previous GAAP, goodwill is not amortized under IFRS due to its indefinite useful life. Instead, goodwill is allocated to the Group's 
cash-generating units and tested for impairment once a year and, if a triggering event exists, during the year. 
 
        The impairment test performed in accordance with IFRS at the Group’s US subsidiary resulted in an impairment loss of EUR 5.0 billion as of 
January 1, 2003 and of EUR 0.8 billion as of December 31, 2003, which was recognized through a reduction in the net carrying amount of goodwill. In 
2004 as part of the winding up of the U.S. mobile communications joint venture and the ensuing transfer of mobile communications licenses, the licenses 
were impaired by EUR 1.3 billion. In addition, the write-up of the previously recorded non-scheduled write-downs of FCC licenses under Previous GAAP 
in the amount of EUR 2.4 billion in 2004 was reversed. 
 
        The impairment test of the Group’s UK subsidiary, resulted in an impairment under IFRS of EUR 0.6 billion as of January 1, 2003 and EUR 
2.2 billion as of December 31, 2004, which reduced the net carrying amount of goodwill accordingly. 
 
        The causes of the 2004 impairment of the Group’s UK subsidiary 2 were primarily the following: 
 

•Expected increase in competition due to the entrance of new competitors, 
•OFCOM (the independent regulator and competition authority for the communications industries) regulation effects on call termination 
charges. 

 
        The impairment test of the Group’s Netherlands subsidiary resulted in an impairment under IFRS as of January 1, 2003 which was recognized 
through a reduction of EUR 0.1 billion in the net carrying amount of goodwill. 
 
        The impairment test of the Group’s Slovak subsidiary resulted in an impairment under IFRS of EUR 0.3 billion as of January 1, 2003 and of 
EUR 0.2 billion as of December 31, 2003. Both these impairments were recognized through a reduction in the goodwill carrying amount. 
 
        UMTS licenses must be amortized under IFRS due to their finite useful lives. Under IFRS, however, they may only be amortized from the time the 
UMTS network is put into operation, rather than from the time of their acquisition. In Austria the UMTS network was put into operation in 
December 2003, in Germany in the second quarter of 2004 and in the United Kingdom in the third quarter of 2004. The UMTS networks have not yet 
been put into operation in the Netherlands and the Czech Republic. The amortization and non-scheduled write-downs under Previous GAAP as of 
January 1, 2003 have therefore been reversed. This reversal resulted in an increase of EUR 4.1 billion in the carrying amounts of the UMTS licenses as 
of January 1, 2003. The UMTS licenses in Germany and the United Kingdom were put into operation in 2004; as a result, the UMTS licenses were 
amortized under IFRS for the first time by EUR 0.5 billion in the 2004 financial year. 
 
(2) Software 
 
        Software and other development costs were expensed as incurred under Previous GAAP. However, in certain cases IFRS requires the 
capitalization of software development costs and their amortization over the software's useful life. Under IFRS, recognizing the cost of internally 
developed software increases shareholders' equity in all of the periods presented. In the periods following the recognition, profit after income taxes 
under IFRS in the periods presented remains largely unaffected. 
 
(3) Borrowing costs 
 
        Borrowing (finance) costs incurred during construction periods were capitalized under Previous GAAP, whereas under IFRS capitalization is 
optional for qualifying assets. The Group has elected to expense all finance costs incurred in connection with qualifying assets. Expensing borrowing 
costs reduces shareholders' equity under IFRS in all periods. The lower depreciation than under Previous GAAP increases profit after income taxes. 
 
(4) Available-for-sale financial assets 
 
        Investments in companies not fully consolidated and not accounted for in the consolidated financial statements using the equity method must be 
measured at fair value according to IFRS. As a rule, the resulting unrealized gains and losses are recognized directly in equity. If an impairment is 
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prolonged, it must be recognized in the income statement. According to Previous GAAP, these assets are measured at amortized cost or, if appropriate, 
at the lower fair value. As a result of the different accounting policies used under IFRS and Previous GAAP, the IFRS shareholders' equity increases in 
all of the periods presented. The main effect at December 31, 2004 relates to the remeasurement of one investment. The carrying amount of this 
investment under IFRS at December 31, 2004 is EUR 1.0 billion; the effect of EUR 0.8 billion resulting from the remeasurement has no effect on the 
income statement and is recognized directly as an increase in equity. Profit after income taxes remains largely unchanged in the periods presented. 
 
(5) Leases 
 
        Under Previous GAAP, the lease accounting classification generally follows its tax treatment. Under IFRS, the classifications of leased assets are 
based on the substance of the arrangement. A larger number of leases tend to be classified as finance leases under IFRS than under Previous GAAP. 
In an operating lease the lessor recognizes the asset while in a finance lease, the lessee recognizes the asset. The Group has entered into sale and 
leaseback transactions in connection with its real estate portfolio. Under Previous GAAP, these transactions usually involved the sale of the real estate 
that was subsequently leased back under operating leases, whereas under IFRS the buildings are classified as finance leases and the land as operating 
leases. Under IFRS, this results in the recognition of interest expense and a depreciation charge for the buildings and the recognition of rental expense 
for the land; the disposal gains as well as disposal losses not attributable to the impairment of the asset are recognized over the term of the lease. Under 
Previous GAAP, gains or losses from the sale of real estate are recorded, as is rental expense. 
 
        This reduces shareholders' equity and the profit after income taxes under IFRS in all of the periods presented. 
 
(6) Provisions 
 
        Provisions must be recognized for pension obligations under both Previous GAAP and IFRS. Under commercial law, the Group's pension 
obligations were calculated in accordance with the provisions of SFAS 87. Differences between the carrying amounts under IFRS and SFAS 87 arise 
from the different treatment of actuarial gains and losses in the opening IFRS balance sheet as of January 1, 2003 and the fact that the additional 
minimum liability is not recognized under IFRS. This reduces shareholders' equity in the opening IFRS consolidated balance sheet and increases it at 
the other reporting dates presented. Profit after income taxes increases for the periods presented. 
 
        In the other provisions, it is primarily the restructuring provisions that increase shareholders' equity in all of the periods presented because the 
recognition of restructuring provisions under IFRS is subject to more detailed and stricter criteria than under Previous GAAP. Furthermore, provisions for 
future internal expenses that may be recognized under Previous GAAP are not carried under IFRS. Profit after income taxes remains largely unchanged 
in the periods presented. 
 
(7) Deferred revenue 
 
        The main difference between Previous GAAP and IFRS is the manner in which up-front fees are recognized. Under Previous GAAP, the up-front 
fees are recognized as revenue on the date on which the line is activated. Under IFRS, the up-front fees and the incremental costs are initially deferred 
and then recognized over the estimated average period of the customer retention. In addition, differences in the revenue recognition of construction 
contracts, leases and multiple-element arrangements have an impact on revenue. Overall, this reduces shareholders' equity under IFRS in all of the 
periods presented. Profit after income taxes remains largely unchanged. 
 
(8) Other IFRS adjustments 
 
        Other IFRS adjustments primarily relate to the different accounting for asset-backed securitization (ABS) transactions, derivatives, and the 
measurement of property, plant and equipment. All in all, this increased shareholders' equity in all of the periods presented. Profit after income taxes 
increased for the 2004 financial year and decreased for the 2003 financial year. 
 
(9) Deferred taxes 
 
        The differences in the definition of deferred taxes under IFRS and Previous GAAP relate in particular to the Group's goodwill from the privatization, 
tax loss carryforwards, and general recognition and measurement differences between IFRS and Previous GAAP. 
 
        As a result of the privatization of the Group, goodwill was recognized in the tax accounts, yet under IFRS no goodwill is capitalized in the Group's 
consolidated balance sheet. In contrast to Previous GAAP, the Group recognizes deferred taxes on this temporary difference in accordance with IAS 12 
that will be reversed on a pro rata basis through goodwill amortization. 
 
        Furthermore, under IFRS, in contrast to Previous GAAP, deferred tax assets are recognized on future expected tax reductions from the utilization of 
tax loss carryforwards. The deferred tax assets have been recognized to the extent it is probable that the recognized deferred tax assets from loss 
carryforwards will be realized, taking into account the expected developments of future earnings. 
 
        The recognition of deferred taxes assets of EUR 7.0 billion as of January 1, 2003 resulted in an increase in shareholders' equity under IFRS; the 
item income tax in the income statement increases as a result of the reversal of deferred tax assets in all of the periods presented. 
 
        Deferred taxes recognized on accounting differences consist primarily of deferred tax liabilities on temporary differences resulting from 
measurement differences under IFRS and Previous GAAP in connection with the U.S. mobile communications licenses. The recognition of these 
deferred tax liabilities reduces shareholders' equity under IFRS. Since these licenses are not amortized, the deferred tax liabilities would only be 
released in connection with the recognition of an impairment. The impairment recognized under IFRS in the second quarter of 2004 and the reversal of 
the write-up of these licenses under Previous GAAP resulted in the corresponding release of the deferred tax liabilities and, consequently, in an increase 
in profit after income taxes under IFRS. 
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Explanatory notes on material adjustments to the cash flow statement 
 
Net cash from operating activities 
  
  

  
   

For the year ended 
 December 31, 

 
  

  
  

Explanatory 
 notes 

 
 

      
  
      

2004 
 
 

  
2003 

 
 

  
  
  

  
   

(millions of €) 
 
 

  
Previous GAAP      16,307  14,316  
Internally developed software  10   254  242  
ABS  11   (339) 378  
Leases  12   207  150  
Borrowing costs  13   (58) (41) 
Other      349  8  
IFRS      16,720  15,053  
 
Net cash used in investing activities 

  
  

  
   

For the year ended 
 December 31, 

 
 

  

  
  

Explanatory 
 notes 

       

  
      

2004 
 
 

  

2003 
 
 

  
  
  

  
   

(millions of €) 
 
 

  
Previous GAAP      (4,318) (2,073) 
Internally developed software  10   (254) (242) 
ABS  11   41  46  
Leases  12   37  0  
Borrowing costs  13   58  41  
Other      (65) (21) 
IFRS      (4,501) (2,249) 
 
 
Net cash used in financing activities 
 

 

 
 
(10) Internally developed software 
 
        Under Previous GAAP, expenses for internally developed software are recognized as operating expenses. As such, the payments are shown under 
net cash from operating activities. Under IFRS, these expenses are recognized as internally generated intangible assets. These payments lead to an 
addition to assets and are shown under net cash used in investing activities. 
 
(11) ABS 
 
        As part of ABS transactions, certain financial assets are sold to a special-purpose entity (SPE). The SPE refinances itself on the capital market. 
Under IFRS, SPEs are generally consolidated by the economic beneficiary. In total, there are three SPEs arising from ABS transactions that are 
consolidated by the Group. Therefore, under IFRS, both financial liabilities (December 31, 2004: EUR 1,563 million; thereof EUR 256 million with a 
maturity of less than one year) and trade receivables increase. Changes under this item are shown accordingly under net cash used in financing 
activities or working capital and therefore net cash from operating activities. The effects of retained discounts are no longer shown under net cash from 
operating activities as in Previous GAAP, but under financial liabilities or financial receivables and shown under net cash used in investing or used in 
financing activities under IFRS. 

  
  

  
   

For the year ended 
 December 31, 

 
  

  
  

Explanatory 
 notes 

       

  
      

FY 2004 
 
   

FY 2003 
 
   

  
  

  
   

(millions of €) 
 
 

  
Previous GAAP     (12,652) (5,226) 
Internally developed software  10  0  0  
ABS  11  298  (424) 
Leases  12  (244) (150) 
Borrowing costs  13  0  0  
Other     (283) 5  
IFRS     (12,881) (5,795) 
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(12) Leases 
 
        Agreements that are classified as finance leases under IFRS but as operating lease for Previous GAAP lead to the IFRS recognition of the leased 
property by the lessee under lease liabilities. For the lessee, the lease payments represent interest payments and repayments. These repayments are 
shown under net cash used in financing activities. In the case of an operating lease under Previous GAAP, these payments for operating leases were 
classified as net cash from operating activities. In cases where the Group is the lessor of a finance lease under IFRS, the payments received (from the 
lessee) represent repayments of financial receivables and as such are shown under net cash used in investing activities. 
 
(13) Borrowing costs 
 
        Under Previous GAAP, certain borrowing costs are capitalized and shown under cash outflows for investments in property. Under IFRS, the option 
to capitalize borrowing costs was not applied and the payments are included in interest paid under net cash from operating activities. 
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NOTES TO THE CONSOLIDATED INCOME STATEMENT 

 
 
(1)   Net revenue 
 
        Net revenue breaks down into the following revenue categories: 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 Revenue from the rendering of services   55,942  53,451  51,697

Revenue from the sale of goods and merchandise   3,345  3,535  3,458
Revenue from the use of entity assets by others   317  367  441
     

 
   

 
   

 Net revenue   59,604  57,353  55,596
     

 
   

 
   

  
        The Mobile Communications business area, which increased revenues in the financial year by 12.1 percent, remains the major driver of revenues. 
The Broadband/Fixed Network business area, on the other hand, recorded a drop in revenues of about 3.0 percent, while the decline of revenues in the 
Business Customers business area was less pronounced at 2.0 percent. 
 
        Changes to the composition of the group had a favorable impact on revenues of approximately EUR 0.4 billion, as did currency translation effects of 
EUR 0.1 billion. 
 
(2)   Cost of sales 
 
        The cost of sales rose by approximately EUR 0.4 billion in 2005 to EUR 31.9 billion (2004: EUR 31.5 billion; 2003: EUR 29.5 billion). Compared to 
the growth in revenue, this is a less than proportional increase. 
 
        In addition to the sales-driven increase in costs, 2005 was impacted especially by higher amortization expense for UMTS licenses, along with 
increased depreciation expenses in connection with the acquisition of networks in California/Nevada and New York. This contrasts with EUR 1.3 billion 
in impairment losses on mobile communications licenses in the United States in 2004. 
 
(3)   Selling expenses 
 
        The increase in selling expenses by EUR 1.8 billion to EUR 14.7 billion (2004: EUR 12.9 billion; 2003: EUR 12.8 billion) results in particular from 
higher expenses at the Group’s US subsidiary due to the growth in the number of stores, as well as higher customer acquisition costs. Higher marketing 
and selling expenses were also incurred in the Broadband/Fixed Network business area in connection with the broadband initiative. 
 
(4)   General and administrative expenses 
 
        In 2005, general and administrative expenses decreased year-on-year by EUR 0.3 billion to EUR 4.2 billion (2004: EUR 4.5 billion, 2003: 
EUR 4.6 billion). The decline at Group Headquarters and Shared Services (due in part to the non-recurrence of risks for other taxes) and in the Business 
Customers business area was offset by higher expenses in the Broadband/Fixed Network business area. 
 
(5)   Other operating income 
  
   

2005 
   

2004 
   

2003 
 

  
   

(millions of €) 
 
 Income from reversal of provisions   978  144  73

Income from transfers of costs   260  372  381
Income from disposal of noncurrent assets   141  182  307
Income from insurance compensation   84  52  63
Gains on disposal   1  0  503
Miscellaneous other operating income   944  968  1,032
     

 
   

 
   

     2,408  1,718  2,359
     

 
   

 
   

  
        The EUR 0.7 billion increase in other operating income in the 2005 financial year to EUR 2.4 billion is mainly due to noticeably higher income from 
a reversal of provisions. The new arrangements for the financing of the Civil Service Health Insurance Fund resulted in such income totaling around 
EUR 0.8 billion. For further information about the reversal of provisions see Note (29) "Other provisions." 
 
        Miscellaneous other operating income encompasses a variety of income items for which the individually recognized amounts are largely not 
material. 
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(6)   Other operating expenses 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 Goodwill impairment losses   1,920  2,434  983

Loss on disposal of noncurrent assets   143  127  265
Additions to provisions   77  123  73
Losses on disposal   3  9  62
Miscellaneous other operating expenses   1,492  1,223  1,382
     

 
   

 
   

     3,635  3,916  2,765
     

 
   

 
   

  
        The reduction in other operating expenses is marked by offsetting effects: the reduction in expenses recognized for goodwill impairment losses to 
EUR 1.9 billion in 2005 contrasts with a EUR 0.3 billion increase in miscellaneous expenses related to personnel adjustment and restructuring 
measures. In the prior year, goodwill impairment losses recognized as expenses totaled EUR 2.4 billion.  
 
        Miscellaneous other operating expenses encompass a variety of expense items for which the individually recognized amounts are largely not 
material. 
 
(7)   Finance costs 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
  
   

(millions of €) 
 
 

  
Interest income   398  377  200  
Interest expense   (2,799) (3,657) (3,789) 
     

 
   

 
   

 
  

    (2,401) (3,280) (3,589) 
     

 
   

 
   

 
  

 

of which from financial instruments in the measurement categories in 
accordance with IAS 39: 

 
  

 
  

 
  

 
  

 
  

 
  

 
  

Loans and receivables   220  178  114  
Held-to-maturity investments   3  13  18  
Available-for-sale financial assets   36  57  171  
Financial liabilities carried at amortized cost*   (2,510) (3,402) (3,768) 
 
 
 
*Interest expense calculated using the effective interest method and adjusted for accrued interest from derivatives that were used as hedging 
instruments against interest-rate-based changes in the fair values of financial liabilities carried at amortized cost in the reporting period for hedge 
accounting in accordance with IAS 39. 
 
        The favorable trend for interest expense and finance costs is due in particular to the reduction in financial liabilities in the 2005 financial year and 
improved debt ratings for the Group. 
 
        Accrued interest payments from derivatives (interest rate swaps) that were designated as hedging instruments in a fair value hedge in accordance 
with IAS 39 are netted per swap contract and recognized as interest income or interest expense depending on the net amount. Finance costs are 
assigned to the measurement categories on the basis of the hedged item; only financial liabilities were hedged in the reporting period. 
 
(8)   Share of profit/loss of associates and joint ventures accounted for using the equity method 
 

  
   

2005 
 
   

2004 
 
   

2003 
 
   

  
   

(millions of €) 
 
 

  
Share of loss of joint ventures   (1) (370) (453) 
Share of profit of associates   215  1,315  809  
     

 
   

 
   

 
  

    214  945  356  
     

 
   

 
   

 
  

 



25 

(9)   Other financial income/expense 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
  
   

(millions of €) 
 
 

  
Income from investments   32  10  19  
Net gain (loss) from financial instruments   1,090  (87) (362) 
Interest component from measurement of provisions and liabilities   (345) (284) (547) 
     

 
   

 
   

 
  

    777  (361) (890) 
     

 
   

 
   

 
  

 
       All income components including interest income and expense from financial instruments held for trading are reported under other financial 
income/expense. 
 
        In the period under review, income from financial instruments included a translation gain of EUR 0.1 billion (2004: EUR -0.1 billion) as well as 
income from the subsequent measurement of financial instruments held for trading in the amount of EUR 0.02 billion (2004: EUR -0.2 billion). 
 
(10) Income taxes 
 
Income taxes in the consolidated income statement 
 
        Income taxes are broken down into current income taxes paid or payable in the individual countries, as well as deferred taxes. 
 
        The following table provides a breakdown of profit or loss before income taxes: 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 Domestic   5,146  4,943  4,117

International   1,066  (1,374) 109
     

 
   

 
   

     6,212  3,569  4,226
     

 
   

 
   

  
        The following table provides a breakdown of income taxes for Domestic and International: 
 

  
   

2005 
 
   

2004 
 
   

2003 
 
   

  
   

(millions of €) 
 
 

  
Current taxes               
Domestic   916  1,069  (241) 
International   287  188  185  
     

 
   

 
   

 
  

    1,203  1,257  (56) 
     

 
   

 
   

 
  

Deferred taxes               
Domestic   1,025  708  1,881  
International   (2,032) (413) (116) 
     

 
   

 
   

 
  

    (1,007) 295  1,765  
     

 
   

 
   

 
  

    196  1,552  1,709  
     

 
   

 
   

 
  

 
        The Group's combined income tax rate for 2005 amounts to 39.0 percent, comprising corporate income tax at a rate of 25.0 percent, the solidarity 
surcharge of 5.5 percent on corporate income tax, and trade income tax at the average national rate of 414 percent. While the combined income tax rate 
was also 39.0 percent in 2004, it was 40.4 percent in 2003. The Domestic Flood Victim Solidarity Act  resulted in a one-time increase of 1.5 percentage 
points in the corporate income tax rate in 2003 from 25.0 percent to 26.5 percent. 
 
Reconciliation of the effective tax rate: 
 
        The overall income tax expense of EUR 196 million in the reporting year (2004: EUR 1,552 million; 2003: EUR 1,709 million) is derived as follows 
from the expected income tax expense that would have arisen had the statutory income tax rate of the parent company (combined income tax rate) been 
applied to profit before income taxes: 
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2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
  
   

(millions of €) 
 
 

  
Profit before income taxes   6,212  3,569  4,226  
Expected income tax expense (applicable income tax rate of the Group: 2005: 39.0%, 
2004: 39.0%, 2003: 40.4%)   2,423  1,392  1,707  
Adjustments to expected tax expense               
Effect of changes in statutory tax rates   (5) 6  (12) 
Tax effects from prior years   148  (15) (193) 
Non-deductible foreign withholding taxes   4  29  (2) 
Non-taxable income   (503) (130) (331) 
Tax effects from equity investments   (49) (369) (148) 
Non-deductible expenses   100  91  88  
Permanent differences   (18) (283) 76  
Impairment of goodwill   749  949  377  
Tax effects from allowances on loss carryforwards   (2,585) (274) 392  
Tax effects from additions to and reductions of trade tax   103  262  (109) 
Amount of taxes after adjustment to different foreign tax rates   (212) (151) (127) 
Other tax rate effects   41  45  (9) 
     

 
   

 
   

 
  

Income tax expense according to the consolidated income statement   196  1,552  1,709  
     

 
   

 
   

 
  

 

Effective income tax rate 
 
  

 
3% 

 
43% 

 
40% 

 
Current income taxes in the consolidated income statement: 
 
        The following table provides a breakdown of current income taxes: 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
  
   

(millions of €) 
 
 

  
Current income taxes   1,203   1,257  (56) 
of which:               
  Current tax expense   1,111   1,165  322  
  Prior-period tax expense (income)   92   92  (378) 
 
        A credit in the amount of EUR 12 million exists for future dividend payments. This is due to prior-year retained earnings being taxed at a higher 
corporate income tax rate. 
 
Deferred taxes in the consolidated income statement: 
 
        The following table shows the development of deferred taxes: 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 Deferred tax expense (income)   (1,007) 295  1,765

of which on:             
  Temporary differences   1,105  317  1,333
  Loss carryforwards   (2,090) (22) 432
 
        A positive tax effect in the amount of EUR 306 million was recorded in 2005, attributable to the utilization of loss carryforwards on which deferred 
tax assets had not yet been recognized. (2004: EUR 5 million; 2003: EUR 3 million). 
 
        Impairments, reversals of prior impairments and the first-time recognition of deferred tax assets resulted in a positive tax effect in the amount of 
EUR 2,304 million in 2005. (2004: EUR 4 million; 2003: EUR 161 million). 
 
        Based on an assessment of all available evidence, the Group determined that it had become probable that EUR 2,176 million of the previously 
unrecognized deferred tax assets at the Group’s US subsidiary was realizable in the near term. A remaining deferred tax asset amounting to 
EUR 1,705 million was not recognized. Although the Group’s US subsidiary  became profitable in 2005 and expects to remain so in the future, the 
recognition of the deferred tax asset was limited to the amount realizable in the near term, taking into account a significant loss history, uncertainties 
regarding the demand for future products and services, and uncertainties surrounding the developments within the industry and competitive 
environment. The Group will re-assess the need to recognize deferred tax assets in future periods and review forecasts in relation to actual results and 
expected trends on an ongoing basis. The achievement of business plan targets in the future may change the Group's assessment regarding the 
recoverability of the deferred tax asset and may result in the recognition of further deferred tax assets in the period in which the realization of the 
remaining deferred tax asset becomes probable. 
 
        Significant judgement is required in making such an assessment, and it is difficult to predict when, if ever, the Group's assessment may conclude 
that the remaining portion of its deferred tax assts are realizable. 
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Current income taxes in the consolidated balance sheet: 

  
   

December 31, 
 
 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 Recoverable taxes   613  317  1,025 

Tax liabilities   1,358  1,049  466 
 
Deferred taxes in the consolidated balance sheet: 

  
   

December 31, 
 
 

  

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
  
   

(millions of €) 
 
 

  
Deferred tax assets   7,552  4,724  5,855  
Deferred tax liabilities   (8,331) (5,948) (7,024) 
     

 
   

 
   

 
  

    (779) (1,224) (1,169) 
     

 
   

 
   

 
  

Of which:               
  Recognized in equity   (339) (560) (440) 
 
 
 
Deferred taxes relate to the following key balance sheet items, loss carryforwards, and tax credits: 
 

  
   

Deferred tax 
 assets 

 Dec. 31, 
 2005 

 
 

  

Deferred tax 
 liabilities 
 Dec. 31, 

 2005 
 
 

  

Deferred tax 
 assets 

 Dec. 31, 
 2004 

 
 

  

Deferred tax 
 liabilities 
 Dec. 31, 

 2004 
 
 

  

Deferred tax 
 assets 

 Dec. 31, 
 2003 

 
 

  

Deferred tax 
 liabilities 
 Dec. 31, 

 2003 
 
 

  
  
   

(millions of €) 
 
 

  
Current assets   612  (1,273) 594  (1,627) 558  (1,730 ) 
Trade and other receivables   211  (544) 107  (610) 91  (738 ) 
Other financial assets   360  (565) 330  (803) 331  (788 ) 
Inventories   15  (32) 106  (26) 136  (31 ) 
Other assets   26  (132) 51  (188) 0  (173 ) 
 

Noncurrent assets 
 
  

 
2,354  

 
(9,410) 

 
2,601

 
  

 
(8,270) 

 
3,542  

 
(8,957 ) 

Intangible assets   1,408  (7,317) 1,723  (6,462) 2,024  (7,243 ) 
Property, plant and equipment   509  (1,564) 502  (1,240) 768  (1,152 ) 
Investments accounted for using the 
equity method   0  (56) 2  (54) 0  (42 ) 
Other financial assets   340  (308) 316  (362) 624  (373 ) 
Other assets   97  (165) 58  (152) 126  (147 ) 
 

Current liabilities 
 
  

 
1,387  

 
(712) 

 
2,157

 
  

 
(1,379) 

 
2,168  

 
(1,166 ) 

Financial liabilities   124  (107) 261  (339) 245  (285 ) 
Trade and other payables   705  (357) 1,472  (902) 1,298  (842 ) 
Provisions   471  (97) 265  (60) 297  (39 ) 
Other liabilities   87  (151) 159  (78) 328  0   
 

Noncurrent liabilities 
 
  

 
2,799  

 
(489) 

 
3,426

 
  

 
(476) 

 
3,376  

 
(626 ) 

Financial liabilities   1,441  (398) 1,391  (277) 1,612  (374 ) 
Provisions for pensions and other 
employee benefits   211  (49) 545  (46) 598  (22 ) 
Other provisions   388  (33) 603  (25) 395  0   
Other liabilities   759  (9) 887  (128) 771  (230 ) 
 

Tax credits 
 
  

 
62  

 
0  
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0  

 
0  

 
0   

Loss carryforwards   6,461  0  6,400  0  6,895  0   
     

 
   

 
   

 
   

 
   

 
   

 
  

 



28 

Total 
 
  

 
13,675  

 
(11,884) 

 
15,205

 
  

 
(11,752) 

 
16,539  

 
(12,479 ) 

Of which noncurrent   10,895  (8,642) 11,920  (8,606) 13,402  (9,583 ) 
 

Netting 
 
  

 
(3,553) 

 
3,553  

 
(5,804

 
) 

 
5,804  

 
(5,455) 

 
5,455   

Valuation allowance   (2,570) 0  (4,677) 0  (5,229) 0   
 

Recognition 
 
  

 
7,552  

 
(8,331) 

 
4,724

 
  

 
(5,948) 

 
5,855  

 
(7,024 ) 

 
 
        The following table shows the amount and expiration dates of operating loss carryforwards for tax purposes at December 31, 2005 in the Group: 
 

  
   

Loss carryforwards 
 for corporate income 

 tax purposes 
 
 
 
 

  

Loss carryforwards 
 for trade 

 income tax purposes 
 
 
 
 Expiry within         

  1 year   11   0 
  2 years   14   0 
  3 years   15   0 
  4 years   10   0 
  5 years   2   0 
  After 5 years   10,357   0 
Unlimited carryforward period   6,180   3,741 

 
Loss carryforwards and temporary differences for which no deferred taxes were recorded amount to: 
 

  
   

December 31, 
 
 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 

  
   

Loss carryforwards 
 for corporate income 

 tax purposes 
 
  

Expiry within  
  

 
  

 
  

 
  

 
  

 
  

   
1 year 

 
  

 
—  

 
—  

 
—

  2 years   5  —  —
  3 years   9  —  —
  4 years   4  9  —
  5 years   2  4  16
  After 5 years   4,264  9,284  9,810
Unlimited carryforward period   2,920  3,064  3,384

 
   

  
 

Temporary differences in 
 corporate income tax 

 
   

  
 

68  
 

77  
 

231

 
        In addition, no deferred taxes are recognized on trade tax loss carryforwards of EUR 132 million (December 31, 2004: EUR 222 million, 
December 31, 2003: EUR 107 million) and on temporary differences for trade tax purposes in the amount of EUR 15 million (December 31, 2004: EUR 
89 million, December 31, 2003: EUR 4 million). 
 
        No deferred tax assets were recognized on the aforementioned tax loss carryforwards and temporary differences as it is not probable that taxable 
profit will be available in the near future against which these tax loss carryforwards can be utilized. 
 
        Despite losses in the current and prior year, deferred tax assets in the amount of EUR 2,425 million were recognized on loss carryforwards and 
temporary differences for 2005 (December 31, 2004: EUR 305 million, December 31, 2003: EUR 5,748 million), as the Group expects to generate future 
taxable profits. 
 
        No deferred tax liabilities were recognized on temporary differences in connection with equity interests in subsidiaries amounting to EUR 515 million 
(December 31, 2004: EUR 1,171 million, December 31, 2003: EUR 1,425 million) as it is unlikely that these differences will be reversed in the near 
future. 



29 

 
(11) Profit/loss attributable to minority interests 
 
        Profit/loss attributable to minority interests includes EUR 655 million (2004: EUR 961 million; 2003: EUR 583 million) in gains and EUR 223 million 
(2004: EUR 537 million; 2003: EUR 129 million) in losses. 
 
(12) Earnings per share 
 
Basic earnings per share 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
Net profit (millions of €)   5,584  1,593  2,063  

Adjustment for the financing costs of the mandatory convertible bond (after taxes) 
(millions of €)   98  95  81  
     

 
   

 
   

 
  

Adjusted net profit (basic) (millions of €)   5,682  1,688  2,144  
 

Number of ordinary shares issued (millions) 
 
  

 
4,198

 
  

 
4,198

 
  

 
4,198  

Treasury shares (millions)   (2) (3) (3) 

Shares reserved for outstanding options granted to certain subsidiaries (millions)   (24) (28) (31) 
Effect from the potential conversion of the mandatory convertible bond (millions)   163  156  138  
     

 
   

 
   

 
  

Adjusted weighted average number of ordinary shares outstanding (basic) 
(millions)   4,335  4,323  4,302  
     

 
   

 
   

 
  

 

Basic earnings per share/ADS (€) 
 
  

 
1.31

 
  

 
0.39

 
  

 
0.50  

 
        Net profit/loss is calculated as the profit/loss after income taxes less profit/loss attributable to minority interests. The weighted average number of 
ordinary shares outstanding is determined by deducting the treasury shares held by the Group as well as the shares that, as part of the issue of new 
shares in the course of the acquisition of certain subsidiaries, are held in a trust deposit account for later issue and later trading as registered shares 
and/or American depositary shares (ADS), each multiplied by the corresponding time weighting factor. 
 
        In addition to calculate basic earnings per share, the number of ordinary shares outstanding is increased by the total number of potential shares if 
the mandatory convertible bond issued in February 2003 were converted at the present time. Likewise, net profit is adjusted for all costs (after taxes) for 
financing the mandatory convertible bond, interest expense for the current period and bank fees, as these cease to apply when the bond is converted, 
and therefore no longer have an effect on net profit. 
 
 
Diluted earnings per share 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

Adjusted net profit (basic) (millions of €)   5,682  1,688  2,144
Dilutive effects on profit (loss) from stock options (after taxes) (millions of €)   0  0  0
     

 
   
 

   
 

Net profit (diluted) (millions of €)   5,682  1,688  2,144
 

Adjusted weighted average number of ordinary shares outstanding (basic) (millions) 
 
  

 
4,335  

 
4,323

 
  

 
4,302

Dilutive potential ordinary shares from stock options (millions)   3  5  5
Weighted average number of ordinary shares outstanding (diluted) (millions)   4,338  4,328  4,307
     

 
   
 

   
  

Diluted earnings per share/ADS (€) 
 
  

 
1.31  

 
0.39

 
  

 
0.50

 
        The calculation of diluted earnings per share generally corresponds to the method for calculating basic earnings per share. However, the 
calculation must be adjusted for all dilutive effects arising from potential ordinary shares. The equity instruments described below may dilute basic 
earnings per share in the future and have been included in the calculation of diluted earnings per share. 
 
Stock options of the Group 
 
        In 2001, the Group created the 2001 Stock Option Plan that led to the issue of stock options in August 2001 (2001 tranche) and July 2002 (2002 
tranche). Potential dilutive ordinary shares may be created on the basis of this stock option plan. 
 
        Options from the 2001 tranche of the 2001 Stock Option Plan have not yet had any dilutive effects. In other words, the 2001 tranche has had no 
effect on the determination of diluted earnings per share up to now. 
 
        The determination of diluted earnings per share for the 2005 and 2004 financial years is nevertheless impacted by potential dilutive ordinary shares 
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from the 2002 tranche of the 2001 Stock Option Plan. For the 2003 financial year, the 2002 tranche had no dilutive effect and was hence not included in 
the calculation of the diluted earnings per share. The number of ordinary shares outstanding (undiluted) was increased by 1 million potential dilutive 
ordinary shares for 2005 (2004: 1 million). 
 
Stock options of the Group’s US Subsidiary 
 
        As a consequence of the acquisition of the Group’s US subsidiary in 2001, all unvested, outstanding options owned by those employees have been 
converted into Group options at a conversion rate of 3.7647. The dilutive effect arising from these options was taken into account in the determination of 
diluted earnings per share. The number of ordinary shares outstanding was therefore increased by 2 million potential dilutive ordinary shares for 2005 
(2004: 3 million; 2003: 4 million). 
 
Stock options of the Group’s Italian Subsidiary  
 
        As a consequence of the acquisition of the Group’s Italian Subsidiary in 2001 all unvested, outstanding options have been converted into Group 
options at a conversion rate of 2.6353. The dilutive effect arising from these options was taken into account in the determination of diluted earnings per 
share. Accordingly, the number of ordinary shares outstanding was increased by the potential dilutive ordinary shares. For the full year of 2005, the 
dilutive effect, rounded to millions of units, is less than 1 million (2004: 1 million; 2003: 1 million) units. 
 
(13) Dividend per share 
 
        For the 2005 financial year, the Board of Management proposes a dividend of EUR 0.72 for each no par value share carrying dividend rights. On 
the basis of this proposed appropriation, total dividends in the amount of EUR 3,005 million will be appropriated to the no par value shares carrying 
dividend rights at December 31, 2005. 
 
        The final amount of the dividend depends on the number of no par value shares carrying dividend rights as of the date of the resolution on the 
appropriation of net income as adopted on the day of the shareholders' meeting. 
 
(14) Goods and services purchased 
 
        This item breaks down as follows: 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 Goods purchased   6,190  5,867  5,503

Services purchased   10,157  10,345  10,751
     

 
   

 
   

     16,347  16,212  16,254
     

 
   

 
   

  
(15) Personnel costs 
 
        The following table provides a breakdown of the personnel costs included in the functional costs: 
 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
   

   (millions of €) 
 

Wages and salaries   11,436  10,411  10,528
Social security contributions and expenses for pension plans and 
benefits:             
  Social security costs   1,520  1,482  1,404
  Expenses for pension plans   1,129  1,195  1,108
  Expenses for benefits   169  254  193
     

 
   

 
   

 
    14,254  13,342  13,233
     

 
   

 
   

  
        The year-on-year increase in 2005 is mainly due to expenditures for staff-related measures totaling approximately EUR 1.2 billion (2004: 
approximately EUR 0.2 billion). 
 
        Number of employees (average for the year): 

  
   

2005 
 
   

2004 
 
   

2003 
 
   

 
  (Number) 

 Civil servants   46,525  48,536   49,998
Non-civil servants   197,501  199,023   201,265
     

 
   

 
   

 Total Group   244,026  247,559   251,263
     

 
   

 
   

  
Trainees and student interns  

  
 

10,019  
 

10,146  
 

9,958 
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(16) Depreciation, amortization and impairment losses 
 
        The following table provides a breakdown of depreciation, amortization and impairment losses contained in the functional costs: 
 

  
   

2005 
 
   

2004 
 
   

2003 
 
 

  
   

(millions of €) 
 
 Amortization and impairment of intangible assets   4,427  5,461  2,233

  of which: goodwill impairment losses   1,920  2,434  983

  of which: amortization of mobile communications licenses   951  1,824  55
 

Depreciation and impairment of property, plant and equipment 
 
  

 
8,070  

 
7,666  

 
8,072

     
 

   
 

   
 

    12,497  13,127  10,305
     

 
   

 
   

  
        Amortization and impairment of intangible assets are mainly related to mobile communications and software licenses as well as goodwill. The 
decrease in amortization and impairment of intangible assets of approximately EUR 1.0 billion resulted primarily from the fact that, in the prior year, 
impairment losses on goodwill were recognized at the Group’s UK Subsidiary (EUR 2.2 billion) and Slovak Subsidiary (EUR 0.2 billion), as well as on 
U.S mobile communications licenses (approximately EUR 1.2 billion) in connection with the winding up of the network joint venture. In the 2005 financial 
year, by contrast, impairment losses were recognized on goodwill at the US Subsidiary (EUR 1.9 billion) and the amortization of UMTS licenses 
increased by around EUR 0.3 billion, since the UMTS licenses in Germany and the United Kingdom were not put into commercial operation until the 
second and third quarters of 2004 respectively, meaning that the respective amortization did not begin until the second and third quarters of 2004. In 
addition, amortization of other intangible assets recognized at the Group’s US Subsidiary increased in the reporting period by approximately EUR 
0.2 billion.  
 
        The increase in depreciation of property, plant and equipment by approximately EUR 0.4 billion resulted primarily from an increase in depreciation 
due to the networks in California/Nevada and New York acquired in the first quarter of 2005. 
 
        The Group performs its annual impairment test as of September 30. These tests resulted in an impairment expense equal to EUR 1.9 billion as of 
December 31, 2005. 
 
        The following table provides a breakdown of impairment losses: 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 Intangible assets   1,958  3,710  1,017

  of which: goodwill   1,920  2,434  983
  of which: U.S. mobile communications licenses   30  1,250  0

 
Property, plant and equipment  

  
 

248  
 

158  
 

132
  of which: land and buildings   233  106  94
  of which: technical equipment and machinery   7  45  33
  of which: other equipment, operating and office equipment   5  5  5
  of which: advance payments and construction in progress   3  2  0
     

 
   

 
   

     2,206  3,868  1,149
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NOTES TO THE CONSOLIDATED BALANCE SHEET 
 
 
(17) Cash and cash equivalents 
 
        The assets reported under this category have an original maturity of less than three months and mainly comprise fixed-term bank deposits. They 
also include small amounts of cash-in-hand and checks. 
 
        In the reporting period, cash and cash equivalents decreased by EUR 3.0 billion to EUR 5.0 billion. The main reasons for this decrease included the 
acquisition of additional interests in one of the Group’s subsidiaries prior to the ongoing merger process of the latter into the Group and the acquisition of 
networks in the United States, the dividend payment, and the repayment of bonds. The income from the sale of the remaining shares in Investment 3, in 
addition to the free cash-flow, had an offsetting effect. 
 
        For the development of cash and cash equivalents, please see the consolidated cash flow statement. 
 
(18) Trade and other receivables 

  
   

Dec. 31, 
2005 

 
 

  

Dec. 31, 
2004 

 
 

  

Dec. 31, 
2003 

 
 

  
   

(millions of €) 
 
 Trade receivables   7,328  6,625  7,309

 
Receivables from construction contracts  

  
 

184
 

  
 

106  
 

258
     

 
   

 
   

     7,512  6,731  7,567
     

 
   

 
   

  
        Of the total amount of trade receivables and receivables from construction contracts, EUR 7,509 million (December 31, 2004: EUR 6,612 million; 
December 31, 2003: EUR 7,474 million) are due within one year. 
 
  
 

    
   

 
  

of which, not impaired as of the reporting date and past due in the following 
periods 

 

  
   

Net carrying 
 amount as of 

 Dec. 31, 
 2005 

 
 
 
   

of which, 
 neither 

 impaired nor 
 past due on 
 the reporting 

 date 
 
 
 
   

less than 
 30 days 

 
 
 
   

between 30 
 and 60 
 days 

 
 
 
   

between 60 
 and 90 
 days 

 
 
 
   

between 90 
 and 180 

 days 
 
 
 
   

between 180 
 and 360 

 days 
 
 
 
   

more than 
 360 days 

 
 
 
 

Trade receivables   7,328  4,022   705  107  57  69  182  311
Receivables from 
construction contracts   184  184                         
 
        With respect to the outstanding trade receivables or receivables from construction contracts that are neither impaired nor past due, there are no 
indications as of the reporting date that the debtors will not meet their payment obligations. 
 
        The Group has sold trade receivables to special-purpose entities in asset-backed securitization (ABS) transactions. These entities finance the 
purchase of assets by issuing securities on the capital market. The asset-backed securities transactions do not reduce the Group's receivables because 
the special-purpose entities are part of the consolidated group. As of December 31, 2005, the Group had sold trade receivables with a nominal value of 
EUR 1,544 million (December 31, 2004: EUR 1,697 million) to the special-purpose entities. Depending on the program, the receivables are sold with 
different discounts for bad debts and dilutions. As of December 31, 2005, the cumulative discount for bad debts was EUR 63 million (December 31, 
2004: EUR 68 million) and that for dilutions was EUR 89 million (December 31, 2004: EUR 103 million). Risks in these amounts still remain at the Group. 
All other risks in connection with the receivables sold have been transferred to the special-purpose entities. 
 
        In the 2005 financial year, trade receivables amounting to EUR 1,324 million (December 31, 2004: EUR 1,612 million) were pledged in connection 
with ABS transactions, and collateral in the form of cash deposits amounting to EUR 154 million (December 31, 2004: EUR 82 million) was pledged to 
third parties outside the Group. The latter were also reported under receivables on the balance sheet. 
 
        Receivables totaling EUR 102 million (December 31, 2004: EUR 220 million) were used in connection with collateral agreements as surety for the 
default risk from derivative transactions. Collateral agreements are used to stipulate that a contracting party must transfer collateral in the form of cash to 
the other contracting party if the fair values of the derivatives between the two parties exceed a certain limit, the "allowance." In these collateral 
agreements, allowances and, in some cases, also the calculation frequency depend on the counterparty's rating. If the rating of one of the counterparties 
deteriorates, its allowance decreases, which means that this counterparty may have to provide higher collateral if required. In addition, a lower rating of a 
counterparty shortens the calculation frequency, in some cases down to daily calculation. In connection with collateral agreements, the Group, as of 
December 31, 2005, had also accepted cash collateral in the amount of EUR 10 million. 
 
        In 2005, the Group accepted a total of EUR 6 million (2004: EUR 11 million) in cash collateral as securities for receivables arising from the 
marketing of mobile communications services. By the reporting date this cash collateral had neither been sold nor transferred as collateral. 
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        The following table shows the development of allowances on receivables: 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
  
   

(millions of €) 
 
 

  
Allowances at January 1   1,045  1,038  1,229   
Currency translation adjustments   23  (1) (35 ) 
Additions (allowances recognized as expense)   541  464  409   
Use   (396) (402) (332 ) 
Reversal   (105) (54) (233 ) 
     

 
   

 
   

 
  

Allowances at December 31   1,108  1,045  1,038   
     

 
   

 
   

 
  

 
        The expense impact of derecognitions totals EUR 367 million (2004: EUR 382 million; 2003: EUR 508 million). 
 
        In the 2005 financial year, the total amount recognized as net impairment losses on loans and receivables was EUR 787 million (2004: EUR 
764 million) (impairment losses: EUR 909 million; 2004: EUR 857 million; reversals of impairment losses: EUR 122 million; 2004: EUR 93 million). These 
are principally related to allowances on trade receivables as well as full derecognition of such items on grounds of uncollectibility. 
 
(19) Inventories 

  
   

Dec. 31, 
2005 

 
 

  

Dec. 31, 
2004 

 
 

  

Dec. 31, 
2003 

 
 

  
   

(millions of €) 
 
 Raw materials and supplies   105  251  224

Work in process   93  125  104
Finished goods and merchandise   873  761  636
Advance payments   26  17  8
     

 
   

 
   

     1,097  1,154  972
     

 
   

 
   

  
        Of the inventories reported as of December 31, 2005, EUR 139 million (December 31, 2004: EUR 88 million; December 31, 2003: EUR 25 million) 
were recognized at their net realizable value. Write-downs of EUR 150 million (2004: EUR 67 million; 2003: EUR 114 million) on the net realizable value 
were recognized in profit or loss. 
 
        Inventories are not subject to any restrictions on title. 
 
(20) Intangible assets 
 

  
   

  
   

Acquired intangible assets 
 
 

  
  
   

  
   

  
   

  
   

 
Internally 

 developed 
 intangible 

 assets 
 
 

  

 
 
 
 

Total 
 
 

  

Acquired 
 concessions, 
 industrial and 
 similar rights 
 and assets 

 
 

  

 
 
 

UMTS 
License 
 
 

  

 
 
 

GSM 
 licenses 

 
 

  

 
 

FCC 
 licenses 

  
 
 

  

 
Other 

 acquired 
 intangible 

 assets 
 
 

  

 
 
 
 

Goodwill 
 
 

  

 
 
 

Advance 
payment 
 
 

  

 
 
 
 

Total 
 
 

  
  
   

(millions of €) 
   

Cost                                           

At January 1, 2003   728  40,753  1,038  15,378  825  20,272  3,240  29,426  228  71,135  
Currency translation   (8) (4,054) (25) (483) (12) (3,394) (140) (2,447) 0  (6,509) 
Changes in the 
composition of the 
Group   (6) (145) 17  0  0  13  (175) (51) 0  (202) 
Additions   235  682  129  1  1  20  531  104  56  1,077  
Disposals   65  637  84  0  0  18  535  24  10  736  
Reclassifications   43  396  (270) 0  0  (16) 682  0  (179) 260  
At December 31,   927  36,995  805  14,896  814  16,877  3,603  27,008  95  65,025  
Currency translation   (6) (1,259) 20  8  15  (1,271) (31) (615) 0  (1,880) 
Changes in the 
composition of the 
Group   0  589  379  38  17  0  155  31  4  624  
Additions   234  781  78  87  0  13  603  227  83  1,325  
Disposals   118  505  52  0  0  9  444  0  2  625  
Reclassifications   19  258  (210) 0  0  (1) 469  0  (81) 196  
At December 31,   1,056  36,859  1,020  15,029  846  15,609  4,355  26,651  99  64,665  
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Currency translation   15  2,740  8  163  7  2,404  158  1,467  1  4,223  
Changes in the 
composition of the 
Group   0  70  22  0  4  0  44  (15) (1) 54  
Additions   233  1,571  104  2  0  336  1,129  866  158  2,828  
Disposals   133  655  22  0  0  6  627  14  8  810  
Reclassifications   228  201  (401) 0  0  0  602  1  (109) 321  
At December 31,   1,399  40,786  731  15,194  857  18,343  5,661  28,956  140  71,281  
Accumulated 
amortization                                           
At January 1, 2003   208  2,997  698  198  216  0  1,885  6,020  4  9,229  
Currency translation   (3) (89) (15) 0  (2) 0  (72) (963) 0  (1,055) 
Changes in the 
composition of the 
Group   (5) (123) 12  0  0  0  (135) (47) 0  (175) 
Additions   213  1,003  107  1  54  0  841  0  0  1,216  
Additions   0  34  3  0  0  0  31  983  0  1,017  
Disposals   65  595  80  0  0  0  515  9  4  673  
Reclassifications   0  6  (173) 0  0  0  179  0  0  6  
At December 31,   348  3,233  552  199  268  0  2,214  5,984  0  9,565  
Currency translation   (3) (160) 9  (4) 5  (142) (28) (472) 0  (635) 
Changes in the 
composition of the 
Group   0  103  0  0  8  0  95  0  0  103  
Additions   273  1,478  84  519  55  0  820  0  0  1,751  
Additions   0  1,276  23  0  0  1,250  3  2,434  0  3,710  
Disposals   107  481  51  0  0  0  430  0  0  588  
Reclassifications   0  14  (135) 0  0  0  149  0  0  14  
At December 31,   511  5,463  482  714  336  1,108  2,823  7,946  0  13,920  
Currency translation   8  253  0  3  2  158  90  743  0  1,004  
Changes in the 
composition of the 
Group   0  26  0  0  1  0  25  (20) 0  6  
                                            
 
 
Additions   351  2,118  97  864  57  0  1,100  0  0  2,469  
Additions   0  38  0  0  0  30  8  1,920  0  1,958  
Disposals   132  622  19  0  0  0  603  8  0  762  
Reclassifications   (13) 24  (354) 0  0  0  378  0  0  11  
At December 31,   725  7,300  206  1,581  396  1,296  3,821  10,581  0  18,606  
 
Net carrying 
amounts 

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

At December 31,   579  33,762  253  14,697  546  16,877  1,389  21,024  95  55,460  
At December 31,   545  31,396  538  14,315  510  14,501  1,532  18,705  99  50,745  
At December 31,   674  33,486  525  13,613  461  17,047  1,840  18,375  140  52,675  
 
        Cost and amortization of goodwill are allocated to the Group's strategic business areas as follows: 
 

  
   

Broadband 
 Fixed Network 

 
   

 
Mobile 

 
   

 
Systems 

 
   

Group 
 Headquarters 

 
   

 
Elimination 

 
   

 
 Group 

 
   

  
 

  (millions of €) 
 

  
Acquisition cost                           
At January 1, 2003   2,111  22,995  4,360  0  (40) 29,426  
Currency translation   (20) (2,428) (2) 0  3  (2,447) 
Changes in the consolidated 
group   (53) 0  1  0  1  (51) 
Additions   94  10  1  1  (2) 104  
Disposals   (13) 0  (11) 0  0  (24) 
     

 
   

 
   

 
   

 
   

 
   

 
  

At December 31, 2003   2,119  20,577  4,349  1  (38) 27,008  
Currency translation   30  (645) 0  0  0  (615) 
Changes in the consolidated 
group   187  0  (156) 0  0  31  
Additions   104  119  6  0  (2) 227  
Disposals   0  0  (13) 0  13  0  
Reclassifications   0  0  0  2  (2) 0  
     

 
   

 
   

 
   

 
   

 
   

 
  

At December 31, 2004   2,440  20,051  4,186  3  (29) 26,651  
Currency translation   (4) 1,471  0  0  0  1,467  
Changes in the consolidated 
group   (15) 0  0  0  0  (15) 
Additions   793  66  11  0  (4) 866  
Disposals   (8) (11) (3) 0  8  (14) 
Reclassifications   0  1  0  0  0  1  



35 

     
 

   
 

   
 

   
 

   
 

   
 

  

At December 31, 2005   3,206  21,578  4,194  3  (25) 28,956  
 

Amortization 
 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

At January 1, 2003   187  5,833  0  0  0  6,020  
Currency translation   (2) (961) 0  0  0  (963) 
                            
 
Changes in the consolidated 
group   (47) 0  0  0  0  (47) 
Additions   81  902  0  0  0  983  
Disposals   (9) 0  0  0  0  (9) 
     

 
   

 
   

 
   

 
   

 
   

 
  

At December 31, 2003   210  5,774  0  0  0  5,984  
Currency translation   2  (471) (2) (1) 0  (472) 
Changes in the consolidated 
group   0  0  0  0  0  0  
Additions   155  2,279  0  0  0  2,434  
Disposals   0  0  0  0  0  0  
Reclassifications   0  0  0  0  0  0  
     

 
   

 
   

 
   

 
   

 
   

 
  

At December 31, 2004   367  7,582  (2) (1) 0  7,946  
Currency translation   11  736  0  0  (4) 743  
Changes in the consolidated 
group   (20) 0  0  0  0  (20) 
Additions   0  1,917  0  0  3  1,920  
Disposals   (8) 0  0  0  0  (8) 
Reclassifications   0  0  0  0  0  0  
     

 
   

 
   

 
   

 
   

 
   

 
  

At December 31, 2005   350  10,235  (2) (1) (1) 10,581  
 

Net carrying amounts 
 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

At December 31, 2003   1,909  14,803  4,349  1  (38) 21,024  
At December 31, 2004   2,073  12,469  4,188  4  (29) 18,705  
At December 31, 2005   2,856  11,343  4,196  4  (24) 18,375  
 
        The carrying amounts of the goodwill assets are allocated to the following cash-generating units: 
 

  
   

Dec. 31, 
2005 

 
 

  

Dec. 31, 
2004 

 
 

  

Dec. 31, 
2003 

 
 

  
   

(millions of €) 
 
 USA   4,325  3,755  4,032

Germany   4,196  4,188  4,349
UK   2,886  4,655  6,775
Netherlands   1,144  1,144  1,144
Other   5,824  4,963  4,724
     

 
   

 
   

 Total   18,375  18,705  21,024
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(21) Property, plant and equipment 

  
   

Land and 
 equivalent rights, 

 and buildings 
 including buildings 

 on land owned 
 by third parties 

 
 

  

 
 
 

Technical 
 equipment and 

 machinery 
 
 

  

 
Other 

 equipment, 
 operating and 

 office 
 equipment 

 
 

  

 
Advance 

 payments 
 and 

 construction 
 in progress 

 
 

  

 
 
 
 
 

Total 
 
 

  
  
   

(millions of €) 
 
 

  
Cost                       
At January 1, 2003   17,246  83,114  6,473  2,413  109,246  
Currency translation   (143) (1,458) (176) (223) (2,000) 
Changes in the composition of the 
Group   (1) (3,960) (260) (9) (4,230) 
Additions   821  2,310  524  2,838  6,493  
Disposals   988  1,885  461  58  3,392  
Reclassifications   472  1,537  358  (2,601) (234) 
At December 31, 2003   17,407  79,658  6,458  2,360  105,883  
Currency translation   8  (20) (8) (94) (114) 
Changes in the composition of the 
Group   0  297  18  17  332  
Additions   340  2,061  601  2,252  5,254  
Disposals   368  1,729  569  62  2,728  
Reclassifications   13  1,999  276  (2,484) (196) 
At December 31, 2004   17,400  82,266  6,776  1,989  108,431  
Currency translation   105  1,175  112  196  1,588  
Changes in the composition of the 
Group   21  196  27  24  268  
Additions   134  3,793  733  3,612  8,272  
Disposals   801  1,661  596  46  3,104  
Reclassifications   287  3,075  337  (3,110) 589  
At December 31, 2005   17,146  88,844  7,389  2,665  116,044  
Accumulated depreciation                       
At January 1, 2003   4,623  45,476  4,223  1  54,323  
Currency translation   (29) (484) (100) 0  (613) 
Changes in the composition of the 
Group   (1) (2,584) (226) 0  (2,811) 
Additions (depreciation)   600  6,567  773  0  7,940  
Additions (impairment)   94  33  5  0  132  
Disposals   316  1,651  365  0  2,332  
Reclassifications   42  (62) 16  0  (4) 
Reversal of impairment losses   0  (1) 0  0  (1) 
At December 31, 2003   5,013  47,294  4,326  1  56,634  
Currency translation   (3) 35  (3) 0  29  
Changes in the composition of the 
Group   0  151  14  0  165  
Additions (depreciation)   723  6,052  730  3  7,508  
Additions (impairment)   106  45  5  2  158  
Disposals   128  1,719  496  0  2,343  
Reclassifications   (70) 68  (11) (1) (14) 
Reversal of impairment losses   0  0  0  0  0  
At December 31, 2004   5,641  51,926  4,565  5  62,137  
Currency translation   33  387  65  0  485  
                        
Changes in the composition of the 
Group   0  67  18  0  85  
Additions (depreciation)   649  6,369  786  18  7,822  
Additions (impairment)   233  7  5  3  248  
Disposals   427  1,555  530  11  2,523  
Reclassifications   1  (46) 12  20  (3) 
Reversal of impairment losses   (12) 0  0  (1) (13) 
At December 31, 2005   6,128  57,155  4,921  34  68,238  
Net carrying amounts                       
At December 31, 2003   12,394  32,364  2,132  2,359  49,249  
At December 31, 2004   11,759  30,340  2,211  1,984  46,294  
At December 31, 2005   11,018  31,689  2,468  2,631  47,806  
 
        EUR 277 million were recognized on the balance sheet in connection with restoration obligations as of December 31, 2005 (December 31, 2004: 
EUR 233 million, December 31, 2003: EUR 183 million). 
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(22) Investments accounted for using the equity method 
 
        Significant investments in entities accounted for using the equity method and the related goodwill amounts break down as follows: 
 

  
   

Dec. 31, 2005 
 
 

  

Dec. 31, 2004 
 
 

  

Dec. 31, 2003 
 
  

Name 
 
 
 

  

 
Group 
 share 

 
 

  

Net 
 carrying 
 amount 

 
 

  

 
 

Goodwill 
 
 

  

 
Group 
 share 

 
 

  

Net 
 carrying 
 amount 

 
 

  

 
 

Goodwill 
 
 

  

 
Group 
 share 

 
 

  

Net 
 carrying 
 amount 

 
 

  

 
 

Goodwill 
 
 

  
   

% 
 
 

  
(millions of €) 

 
 

  
% 

 
 

  
(millions of €) 

 
 

  
% 

 
 

  
(millions of €) 

 
 Alpha   49.00  1,693  1,163  49.00  1,473  1,101  49.00  1,175  955

Beta(1)   n/a  n/a  n/a  35.17  879  0  29.20  575  0
Gamma(2),(3)   n/a  n/a  n/a  n/a  n/a  n/a  25.15  332  6
Delta   45.00  0  0  45.00  0  0  45.00  0  0
Other   —  132  58  —  315  59  —  300  39
         

 
   

 
      

 
   

 
      

 
   

        1,825  1,221     2,667  1,160     2,382  1,000
         

 
   

 
      

 
   

 
      

 
   

  
 
 
(1) Entity was dissolved in January 2005 
(2) Share was reduced to approximately 10% in December 2004, complete sale in September 2005 
(3) Proportional market value on December 31, 2003: EUR 1,647 million 
 
 
        Aggregated key financial figures for the associates accounted for using the equity method are shown in the following overview. The data is not 
based on the portions attributable to the Group, but represents the shareholdings on a 100-percent basis. 
 

  
   

Dec. 31, 
2005 

 
 

  

Dec. 31, 
2004 

 
 

  

Dec. 31, 
2003 

 
 

  
   

(billions of €) 
 
 Aggregated key financial figures for the 

associates accounted for using the equity 
method             

 

Total assets 
 
  

 
2.5

 
  

 
5.4  

 
8.8

Total liabilities   1.0  3.6  6.0
 

Net revenue 
 
  

 
2.2

 
  

 
2.1  

 
3.8

Profit (loss)   0.3  0.1  0.5
 
    The following table is a summary presentation of aggregated key financial figures—pro-rated according to the relevant percentage of shares held—for 
the joint ventures of the Group accounted for using the equity method: 
 

  
   

Dec. 31, 
2005 

 
 

  

Dec. 31, 
2004 

 
 

  

Dec. 31, 
2003 

 
 

  
  
   

(billions of €) 
 
 

  
Aggregated key financial figures for the joint 
ventures accounted for using the equity 
method               

 

Total assets 
 
  

 
0.4  

 
1.4  

 
1.3  

Current   0.2  0.1  0.2  
Non-current   0.2  1.3  1.1  

 

Total liabilities 
 
  

 
0.8  

 
0.8  

 
0.9  

Current   0.2  0.6  0.6  
Non-current   0.6  0.2  0.3  

 

Net revenue 
 
  

 
0.2  

 
0.2  

 
0.7  

Profit (loss)   (0.1) (0.4) (0.4) 
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(23) Other financial assets 

  
   

Dec. 31, 2005 
 
   

Dec. 31, 2004 
 
   

Dec. 31, 2003 
 
 

  
   

 
Total 

 
 

  

of which: 
 current 

 
 

  

 
Total 

 
 

  

of which: 
 current 

 
 

  

 
Total 

 
 

  

of which: 
 current 

 
 

  
   

(millions of €) 
 
 Originated loans and receivables   1,284  831  1,106  738  1,759  1,338

Available-for-sale financial assets  
  

 
317  

 
129  

 
1,348  

 
88  

 
1,024  

 
106

Derivatives  
  

 
445  

 
315  

 
396  

 
396  

 
475  

 
455

 
Miscellaneous assets  95 87 23 15 50 41
     

 
   

 
   

 
   

 
   

 
   

  
   

  
 

2,141  
 

1,362  
 

2,873  
 

1,237  
 

3,308  
 

1,940
     

 
   

 
   

 
   

 
   

 
   

          
  
 

    
   

 
  

of which, not impaired as of the reporting date and past due in the following 
periods 

 

  
   

Net carrying 
 amount as of 

 Dec. 31, 
 2005 

 
   

of which 
 neither 

 impaired nor 
 past due on 
 the reporting 

 date 
 
 

  

 
less than 
 30 days 

 
 

  

between 30 
 and 60 
 days 

 
 

  

between 60 
 and 90 
 days 

 
 

  

between 90 
 and 180 

 days 
 
 

  

between 180 
 and 360 

 days 
 
 

  

 
more than 
 360 days 

 
 

Originated loans and 
receivables                                 
due within one year   831  672   7  2  1  81  28  33
due after more than 
one year   453  453                         
 
        With respect to the originated loans and receivables that are neither impaired nor past due, there are no indications as of the reporting date that the 
debtors will not meet their payment obligations. 
 
        The available-for-sale financial assets include unquoted equity instruments whose fair values could not be reliably measured, and which were 
therefore recognized at cost in the amount of EUR 163 million as of December 31, 2005 (December 31, 2004: EUR 211 million). 
 
        In the 2005 financial year, EUR 9 million (2004: EUR 10 million) in impairment losses on available-for-sale financial assets were recognized in profit 
or loss because the impairment was prolonged or material. 
 
        A market price was not available for certain investments. It was also impossible to derive the fair value for the period using comparable 
transactions. The company did not measure the investments by discounting the expected cash flows because the cash flows could not be reliably 
determined. 
 
        The investment in Investment 11, which had been carried at cost, was sold in the 2005 financial year. The net carrying amount at the time of 
disposal was EUR 79 million. A gain of EUR 21 million was realized on disposal. 
 
        The Group sold two investments carried at cost in the 2004 financial year. The carrying amounts of these investments amounted to EUR 7 million at 
the time of the sale. Gains on disposal totaled EUR 9 million. 
 
 
 
(24) Financial liabilities 

  
   

Dec. 31, 2005 
 
 

  
   

 
Total 

 
 

  

due within 
 one year 

 
 

  

due > one year 
 < five years 

 
 

  

 
due > five years 
 
 

  
   

(millions of €) 
 
 Convertible bonds   2,296  2,296  0  0

Non-convertible bonds   27,099  4,682  9,724  12,693
Commercial papers, medium-term notes, and similar liabilities   7,860  222  5,219  2,419
Liabilities to banks   2,227  284  1,394  549
     

 
   

 
   

 
   

 
    39,482  7,484  16,337  15,661
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Lease liabilities 
 
  

 
2,373  

 
200  

 
455  

 
1,718 

Liabilities arising from ABS transactions   1,363  274  1,089  0 
Promissory notes   645  0  0  645 
Other interest-bearing liabilities   129  71  58  0 
Other non-interest-bearing liabilities   2,051  1,690  352  9 
Derivative financial liabilities   678  655  22  1 
     

 
   

 
   

 
   

 
    7,239  2,890  1,976  2,373 
     

 
   

 
   

 
   

  
 

  
   

Dec. 31, 2004 
 
 

  
   

 
Total 

 
 

  

due within 
 one year 

 
 

  

due > one year 
 < five years 

 
 

  

 
due > five years 
 
 

  
   

(millions of €) 
 
 Convertible bonds   2,318  0  2,318  0

Non-convertible bonds   29,447  5,983  9,876  13,588
Commercial paper, medium-term notes, and similar liabilities   8,055  1,574  4,097  2,384
Liabilities to banks   3,082  1,383  855  844
     

 
   

 
   

 
   

 
    42,902  8,940  17,146  16,816
     

 
   

 
   

 
   

  

Lease liabilities 
 
  

 
2,487  

 
189  

 
505  

 
1,793 

Liabilities arising from ABS transactions   1,563  256  1,307  0 
Promissory notes   651  9  0  642 
Other interest-bearing liabilities   131  129  2  0 
Other non-interest-bearing liabilities   2,197  1,914  21  262 
Derivative financial liabilities   1,159  1,155  4  0 
     

 
   

 
   

 
   

 
    8,188  3,652  1,839  2,697 
     

 
   

 
   

 
   

  
 

  
   

Dec. 31, 2003 
 
 

  
   

 
Total 

 
 

  

due within 
 one year 

 
 

  

due > one year 
 < five years 

 
 

  

 
due > five years 
 
 

  
   

(millions of €) 
 
 Convertible bonds   2,337  0  2,337  0

Non-convertible bonds   40,490  10,272  16,140  14,078
Commercial paper, medium-term notes, and similar liabilities   8,786  1,774  3,929  3,083
Liabilities to banks   3,801  808  1,933  1,060
     

 
   

 
   

 
   

 
    55,414  12,854  24,339  18,221
     

 
   

 
   

 
   

  

Lease liabilities 
 
  

 
2,443  

 
241  

 
506  

 
1,696 

Liabilities arising from ABS transactions   1,233  104  1,129  0 
Promissory notes   756  77  0  679 
Other interest-bearing liabilities   201  197  4  0 
Other non-interest-bearing liabilities   2,651  2,467  20  164 
Derivative financial liabilities   1,334  1,316  18  0 
     

 
   

 
   

 
   

 
    8,618  4,402  1,677  2,539 
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        The main items under convertible and non-convertible bonds are the bonds issued by the Financing Subsidiary, at the following terms: 
 
 

(millions of €) 
 
   

Nominal interest 
 rate 

 
 

  

Effective interest 
 rate 

 
 

  

 
Due on 

 
 

  
   

(%) 
 
 

  
  
 

1998/99 eurobond             
EUR 1,023   5.250  5.375  May 20, 2008 
EUR 977   5.250  4.369  May 20, 2008 
2000 global bond             
EUR 750   6.625  6.697  July 6, 2010 
GBP 300   7.125  7.418  June 15, 2030 
USD 3,000   8.000  8.284  June 15, 2010 
USD 3,500   8.250  8.511  June 15, 2030 
2001 eurobond             
EUR 4,500   5.875  5.934  July 11, 2006 
EUR 3,500   6.625  6.781  July 11, 2011 
2002 global bond             
EUR 2,000   8.125  8.289  May 29, 2012 
EUR 2,500   7.500  7.705  May 29, 2007 
USD 500   9.250  9.644  June 1, 2032 
2003 USD bond             
USD 750   3.875  4.048  July 22, 2008 
USD 1,250   5.250  5.482  July 22, 2013 
2003 mandatory convertible bond             
EUR 2,289   6.500  7.273  June 1, 2006 
2005 eurobond             
EUR 1,250   3.250  3.506  Jan. 19, 2010 
EUR 1,750   4.000  4.254  Jan. 19, 2015 

 
 

  
   

Carrying 
 amount 
 Dec. 31, 

 2005 
 
 

  

 
Fair value 
 Dec. 31, 

 2005 
 
 

  

Carrying 
 amount 
 Dec. 31, 

 2004 
 
 

  

 
Fair value 
 Dec. 31, 

 2004 
 
 

  

Carrying 
 amount 
 Dec. 31, 

 2003 
 
 

  

 
Fair value 
 Dec. 31, 

 2003 
 
   

   
(millions of €) 

 
 1998/99 eurobond                         

EUR 1,023   1,019  1,069  1,018  1,089  1,017  1,071 
EUR 977   996  1,022  1,004  1,041  1,010  1,023 
2000 global bond                         
EUR 750   748  848  764  878  747  864 
GBP 300   429  564  441  536  442  528 
USD 3,000   2,524  2,825  2,236  2,616  2,425  2,927 
USD 3,500   2,930  3,751  2,677  3,376  2,898  3,714 
2001 eurobond                         
EUR 4,500   4,497  4,568  4,525  4,740  4,492  4,828 
EUR 3,500   3,474  4,027  3,560  4,141  3,466  4,063 
2002 global bond                         
EUR 2,000   1,983  2,496  1,981  2,536  1,979  2,472 
EUR 2,500   2,492  2,649  2,487  2,760  2,483  2,805 
USD 500   415  597  360  523  390  558 
2003 USD bond                         
USD 750   632  618  547  549  592  595 
USD 1,250   1,046  1,051  907  940  980  1,005 
2003 mandatory convertible bond                         
EUR 2,289   2,296  2,399  2,318  2,641  2,337  2,457 
2005 eurobond                         
EUR 1,250   1,239  1,244  —  —  —  — 
EUR 1,750   1,720  1,758  —  —  —  — 
 
        On February 24, 2003 the Group issued a EUR 2.3 billion mandatory convertible bond through its financing subsidiary. The maturity of the bond is 
June 1, 2006. At maturity the bond converts into shares of the Group. During the term of the bond investors may already voluntarily convert the bond into 
shares of the Group. 
 
        The bond offers standard anti-dilution protection and has a coupon of 6.50 percent. 
 
        The financing subsidiary is a wholly owned subsidiary of the Group, and its bond issuances are unconditionally and irrevocably guaranteed by the 
Group. 
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     Certain subsidiaries of the Group are or may be subject to debt covenants that restrain the payment of dividends or the making of loans to the Group. 
With regard to non-wholly owned subsidiaries, agreements with minority shareholders or generally applicable principles of law relating to the rights of 
minority shareholders may in some instances restrict the ability of the Group to direct the payment of dividends or making of loans from those 
subsidiaries to the Group. The ability of subsidiaries to pay dividends may be subject to limitations relating to the availability of sufficient retained 
earnings or other law requirements of general applicability. 
 
        The following table shows the carrying amounts, maturities, and effective interest rates of the main commercial papers, medium-term notes and 
similar liabilities as well as the liabilities to banks: 

  
   

 
 
 

Currency 
 
 

  

 
Effective 
 interest 
 rate in % 

 
 

  

 
 
 

Due on 
 
 

  

Carrying 
 amount 
 Dec. 31, 

 2005 
 
 

  

Carrying 
 amount 
 Dec. 31, 

 2004 
 
 

  

Carrying 
 amount 
 Dec. 31, 

 2003 
 
   

   
  
   

  
   

  
   

(millions of €) 
 
 Commercial papers, medium-term notes 

and similar liabilities                         
    EUR   4.324   Mar. 30, 2006   128  128  128
    EUR   5.372   Jan. 22, 2007   499  499  498
    EUR   6.270   Dec. 4, 2007   499  498  497
    EUR   5.829   Feb. 12, 2008   998  998  997
    EUR   1.177   Mar. 5, 2009   500        
    EUR   3.120   Apr. 22, 2009   498        
    EUR   6.850   Apr. 27, 2009   102  102  102
    EUR   6.231   Jun. 9, 2009   102  102  102
    EUR   6.685   Oct. 7, 2009   497  496  496
    EUR   1.848   Nov. 23, 2009   500  499    
    EUR   1.836   Dec. 8, 2009   500  499    
    GBP   6.257   Dec. 9, 2010   364  354  354
    GBP   7.619   Sep. 26, 2012   354  344  343
    GBP   7.231   Sep. 26, 2012   362  352  352
    GBP   4.915   Sep. 23, 2014   363        
    EUR   6.783   Mar. 29, 2018   493  493  493
    GBP   7.537   Dec. 4, 2019   359  349  349
    EUR   7.632   Jan. 24, 2033   492  492  492
Liabilities to banks                         
    GBP   7.288   Jul. 14, 2008   218  212  212
    USD   2.474   Jun. 15, 2010   564        
    GBP   7.294   Jul. 13, 2010   218  212  212
    EUR   6.690   Mar. 14, 2016   291  288  287
    EUR   6.185   May 30, 2016   250  251  248
    JPY   3.683   Oct. 31, 2032   216  215  223
 
        To ensure liquidity and financial flexibility at all times, the Group maintains a liquidity reserve consisting of committed credit facilities and, if required, 
cash. For this purpose, the Group entered into standardized bilateral credit agreements with several banks amounting to a total of EUR 16.8 billion in 
2005. The Group currently pays a commitment fee of 0.075% on the unused facilities and an interest margin of 0.15% above Euribor for loans drawn 
under the facilities. These conditions are dependent on the Group's senior credit rating. After varying initial maturities, the bilateral credit agreements will 
have maturities of 36 months. Extension of the individual agreements can be requested after 12 months, resulting once again in a residual term of 
36 months. 
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        The following table shows the Group's contractually agreed (undiscounted) interest payments and repayments of the non-derivative financial 
liabilities and the derivatives with positive and negative fair values: 
 

  
   

  
   

Cash flows in millions of € 
 
 

  

  
   

  
   

2006 
 
   

2007 
 
   

  
   

Net carrying 
 amount 

 Dec. 31, 2005 
 
 

  

 
Fixed 

 interest rate 
 
 

  

 
Variable 

 interest rate 
 
 

  

 
 

Repayment 
 
 

  

 
Fixed 

 interest rate 
 
 

  

 
Variable 

 interest rate 
 
 

  

 
 

Repayment 
 
 

  
  
   

(millions of €) 
 
 

  
  
   

  
   

  
   

  
   

  
   

  
   

Non-derivative financial 
liabilities: Bonds, 
commercial papers, 
medium-term notes, and 
similar liabilities; liabilities 
to banks; promissory 
 notes   (40,127) (2,342) (86) (5,129) (1,924) (75) (3,766) 
Finance lease liabilities   (1,856) (151)    (207) (172)    (186) 
Liabilities arising from 
ABS transactions   (1,363)    (38) (825)    (15)     
Other interest-bearing 
liabilities   (646)       (77)       (19) 

Other non-interest-
bearing liabilities   (2,051)       (1,741)       (298) 
Derivative financial 
liabilities and assets:                               
Derivative financial 
liabilities                            
—Currency derivatives 
without a hedging 
relationship   (14)       (10)           
—Currency derivatives in 
connection with cash flow 
hedges   (32)       (2)       (14) 
—Interest rate 
derivatives without a 
hedging relationship   (619) (214) (32) (56) (116) (38) (19) 
—Interest rate 
derivatives in connection 
with fair value hedges   (2) 41  (39)    18  (18)     
Derivative financial 
assets 

                              
—Currency derivatives 
without a hedging 
relationship   18        11        3  
—Interest rate 
derivatives without a 
hedging relationship   258  161  (74)    83  (42) 1  
—Interest rate 
derivatives in connection 
with fair value hedges   151  319  (234)    225  (141)     
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Cash flows in millions of € 
 
 

  

  
   

2008-2010 
 
 

  

2011-2015 
 
 

  

2016 and thereafter 
 
 

  

  
   

Fixed 
 interest 

rate 
 
 

  

 
Variable 

 interest rate 
 
 

  

 
 

Repayment 
 
 

  

Fixed 
 interest 

rate 
 
 

  

 
Variable 

 interest rate 
 
 

  

 
 

Repayment 
 
 

  

Fixed 
 interest 

rate 
 
 

  

Variable 
interest 

rate 
 
 

  

 
 

Repayment 
 
 

  

Non-derivative financial 
liabilities: Bonds, 
commercial papers, 
medium-term notes, and 
similar liabilities; liabilities 
to banks; promissory 
notes   (4,546) (157) (12,608) (3,643)    (9,678) (5,913)    (7,943 ) 
Finance lease liabilities   (324)    (221) (408)    (465) (405)    (777 ) 
Liabilities arising from 
ABS transactions      (15) (538)                        
Other interest-bearing 
liabilities         (72)       (74)       (404 ) 

Other non-interest-bearing 
liabilities         (4)       (1)       (7 ) 

Derivative financial 
liabilities and assets: 
Derivative financial 
liabilities                                       
—Currency derivatives 
without a hedging 
relationship                                      
—Currency derivatives in 
connection with cash flow 
hedges         (2)                       
—Interest rate derivatives 
without a hedging 
relationship   (103) (53) (49) 91  (96) (34) 134  (214) (31 ) 
—Interest rate derivatives 
in connection with fair 
value hedges   53  (54)    71  (72)                 
Derivative financial assets                                       
—Currency derivatives 
without a hedging 
relationship                                      
—Interest rate derivatives 
without a hedging 
relationship   212  (119) 10  15  (17)                           
—Interest rate derivatives 
in connection with fair 
value hedges   162  (89)                             
 
        All instruments held at December 31, 2005 and for which payments were already contractually agreed were included. Planning data for future, new 
liabilities is not included. Amounts in foreign currency were each translated at the closing rate at the reporting date. The variable interest payments 
arising from the financial instruments were calculated using the last interest rates fixed before December 31, 2005. Financial liabilities that can be repaid 
at any time are always assigned to the earliest possible time period. 
 
        In accordance with Postreform II (§ 2 (4) of the Stock Corporation Transformation Act), the Federal Republic is guarantor of all the Group's liabilities 
which were outstanding at January 1, 1995. As of December 31, 2005 the nominal figure was EUR 2.0 billion. 
 
(25) Trade and other payables 
 

  
   

Dec. 31, 2005 
 
   

Dec. 31, 2004 
 
   

Dec. 31, 2003 
 
 

  
   

(millions of €) 
 
 

  
(millions of €) 

 
 

  
(millions of €) 

 
 Trade payables   6,889  6,090  6,259

Liabilities from 
construction 
contracts   13  26  95
     

 
   

 
   

 
    6,902  6,116  6,354
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        Of the total of trade and other payables, EUR 6,901 million (December 31, 2004: EUR 6,112 million; December 31, 2003: EUR 6,324 million) are 
due within one year. 
 
(26) Additional disclosures on financial instruments 
 
        Measurement of financial instruments by category. 
 
        The following table shows, based on the relevant balance sheet items, the connections between the classification and the carrying amounts of the 
financial instruments: 

  
   

  
   

Carrying amount millions of € 
 
 

  
   

 
Net carrying amount 

Dec. 31, 2005 
 
 

  

 
Amortized 

cost 
 
 

  

 
 

Cost 
 
 

  

Fair value 
recognized 

in equity 
 
 

  

Fair value 
recognized 
in profit or 

loss 
 

  
   

 
(millions of €) 

 
  

  
   

  
   

  
   

  
 

Assets                     
Cash and cash equivalents (loans 
and receivables)   4,975  4,975             
Trade and other receivables (loans 
and receivables)   7,512  7,512             
Other receivables (loans and 
receivables)   1,284  1,284             
Other non-derivative financial assets                     
—Held-to-maturity investments   86  86             

—Available-for-sale financial assets   317      163  154    

—Financial assets held for trading   9            9
Derivative financial assets                     
—Derivatives without a hedging 
relationship (held for trading)   294            294
—Derivatives with a hedging 
relationship (hedge accounting)   151            151
 

Liabilities and shareholders' 
equity 

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

Trade and other payables (financial 
liabilities measured at amortized 
cost)   6,902  6,902             

Bonds, commercial papers, medium-
term notes, and similar liabilities 
(financial liabilities measured at 
amortized cost)   37,255  37,255             
Liabilities to banks (financial liabilities 
measured at amortized cost)   2,227  2,227             
Finance lease liabilities (financial 
liabilities measured at amortized 
cost)   1,856  1,856             
Liabilities arising from ABS 
transactions (financial liabilities 
measured at amortized cost)   1,363  1,363             
Promissory notes (financial liabilities 
measured at amortized cost)   645  645             
Other interest-bearing liabilities 
(financial liabilities measured at 
amortized cost)   646  646             
Other non-interest-bearing liabilities 
(financial liabilities measured at 
amortized cost)   2,051  2,051             
Derivative financial liabilities                     
—Derivatives without a hedging 
relationship (held for trading)   644            644
—Derivatives with a hedging 
relationship (hedge accounting)   34         32  2
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Of which aggregated by 
measurement category in 
accordance with IAS 39 

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

Loans and receivables   13,771  13,771             
Held-to-maturity investments   86  86             
Available-for-sale financial assets   317      163  154    
Financial assets held for trading   303            303
Financial liabilities measured at 
amortized cost   52,945  52,945             
Financial liabilities held for trading   644            644
 
 

  
   

  
   

Carrying amount millions of € 
 
 

  
   

 
Net carrying amount 

Dec. 31, 2004 
 
 

  

 
Amortized 

cost 
 
 

  

 
 

Cost 
 
 

  

Fair value 
recognized 

in equity 
 
 

  

Fair value 
recognized 
in profit or 

loss 
   

 
  (millions of €) 

 
    

 
    

 
    

 
    

 Assets                     
Cash and cash equivalents (loans 
and receivables)   8,005  8,005            
Trade and other receivables 
(loans and receivables)   6,731  6,731            
Other receivables (loans and 
receivables)   1,106  1,106            
Other non-derivative financial 
assets                     

—Held-to-maturity investments   6  6            
—Available-for-sale financial 
assets   1,348     211  1,137     
—Financial assets held for 
trading   17            17
Derivative financial assets                     
—Derivatives without a hedging 
relationship (held for trading)   303            303
—Derivatives with a hedging 
relationship (hedge accounting)   93        1   92
Liabilities and shareholders' 
equity 

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

Trade and other payables 
(financial liabilities measured at 
amortized cost)   6,116  6,116            

Bonds, commercial papers, 
medium-term notes, and similar 
liabilities (financial liabilities 
measured at amortized cost)   39,820  39,820            
Liabilities to banks (financial 
liabilities measured at amortized 
cost)   3,082  3,082            
Finance lease liabilities (financial 
liabilities measured at amortized 
cost)   1,971  1,971            
Liabilities arising from ABS 
transactions (financial liabilities 
measured at amortized cost)   1,563  1,563            
Promissory notes (financial 
liabilities measured at amortized 
cost)   651  651            
Other interest-bearing liabilities 
(financial liabilities measured at 
amortized cost)   647  647            
Other non-interest-bearing 
liabilities (financial liabilities 
measured at amortized cost)   2,197  2,197            
Derivative financial liabilities                     
—Derivatives without a hedging 
relationship (held for trading)   1,136            1,136

—Derivatives with a hedging 
relationship (hedge accounting)   23        22   1
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Of which aggregated by 
measurement category in 
accordance with IAS 39 

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

Loans and receivables   15,842  15,842            
Held-to-maturity investments   6  6            
Available-for-sale financial assets   1,348     211  1,137     
Financial assets held for trading   320            320
Financial liabilities measured at 
amortized cost   56,047  56,047            

Financial liabilities held for trading   1,136            1,136
 
 

  
   

  
   

Carrying amount millions of € 
 
 

  
   

 
Net carrying amounts 

Dec. 31, 2003 
 
 

  

 
Amortized 

cost 
 
 

  

 
 

Cost 
 
 

  

Fair value 
recognized 

in equity 
 
 

  

Fair value 
recognized 
in profit or 

loss 
 

  
   

(millions of €) 
 
 

  
  
   

  
   

  
   

  
 

Assets                     
Cash and cash equivalents (loans 
and receivables)   8,684  8,684             
Trade and other receivables (loans 
and receivables)   7,567  7,567             
Other receivables (loans and 
receivables)   1,759  1,759             
Other non-derivative financial assets                     
—Held-to-maturity investments   49  49             

—Available-for-sale financial assets   1,024      254  770    

—Financial assets held for trading   1            1
Derivative financial assets                     
—Derivatives without a hedging 
relationship (held for trading)   258            258
—Derivatives with a hedging 
relationship (hedge accounting)   217         23  194
 

Liabilities and shareholders' 
equity 

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

Trade and other payables (financial 
liabilities measured at amortized 
cost)   6,354  6,354             

Bonds, commercial papers, medium-
term notes, and similar liabilities 
(financial liabilities measured at 
amortized cost)   51,613  51,613             
Liabilities to banks (financial liabilities 
measured at amortized cost)   3,801  3,801             
Finance lease liabilities (financial 
liabilities measured at amortized 
cost)   1,947  1,947             
Liabilities arising from ABS 
transactions (financial liabilities 
measured at amortized cost)   1,233  1,233             
Promissory notes (financial liabilities 
measured at amortized cost)   756  756             
Other interest-bearing liabilities 
(financial liabilities measured at 
amortized cost)   697  697             
Other non-interest-bearing liabilities 
(financial liabilities measured at 
amortized cost)   2,651  2,651             
Derivative financial liabilities                     
—Derivatives without a hedging 
relationship (held for trading)   1,316            1,316
—Derivatives with a hedging 
relationship (hedge accounting)   18         15  3
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Of which aggregated by 
measurement category in 
accordance with IAS 39 

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

 
  

Loans and receivables   18,010  18,010             
Held-to-maturity investments   49  49             
Available-for-sale financial assets   1,024      254  770    
Financial assets held for trading   259            259
Financial liabilities measured at 
amortized cost   69,052  69,052             
Financial liabilities held for trading   1,316            1,316
 
        Net gains of EUR 126 million (2004: EUR 855 million) from remeasurement were recognized in equity in 2005 as a result of the recognition of 
changes in the fair values of available-for-sale financial assets. The net gains recognized in equity in 2004 are mainly attributable to the increase in the 
fair value of the investment in the publicly listed company Investment 3 and Investment 14. 
 
        In relation to available-for-sale financial assets, net gains of EUR 984 million (2004: EUR 257 million) recorded in shareholders' equity were 
reclassified to the income statement in the 2005 financial year. This was primarily the recognition in profit or loss of gains from the change in the fair 
value of the Investment 3 stake sold in 2005, which had been recognized in equity in 2004. 
 
Fair values of financial instruments carried at amortized cost 
 
        The following table shows the fair values of the financial assets and liabilities carried at amortized cost. The fair values of the financial instruments 
not carried at amortized cost are equal to the carrying amounts (with the exception of available-for-sale financial assets, which are measured at cost 
because the fair value cannot be reliably measured). 

  
   

 
Fair value 

Dec. 31, 2005 
 
 

  

Net carrying 
amount 

Dec. 31, 2005 
 
 

  
   

(millions of €) 
 
 Assets         

Cash and cash equivalents (loans and receivables)   4,975  4,975
Trade and other receivables (loans and receivables)   7,512  7,512
Other receivables (loans and receivables)   1,284  1,284
Other non-derivative financial assets         
—Held-to-maturity investments   86  86
 

Liabilities and shareholders' equity 
 
  

 
  

 
  

 
  

Trade and other payables (financial liabilities measured at amortized cost)   6,902  6,902
Bonds, commercial papers, medium-term notes, and similar liabilities (financial liabilities measured at amortized 
cost)   41,332  37,255
Liabilities to banks (financial liabilities measured at amortized cost)   2,429  2,227
Finance lease liabilities (financial liabilities measured at amortized cost)   2,384  1,856
Liabilities arising from ABS transactions (financial liabilities measured at amortized cost)   1,363  1,363
Promissory notes (financial liabilities measured at amortized cost)   765  645
Other interest-bearing liabilities (financial liabilities measured at amortized cost)   646  646
Other non-interest-bearing liabilities (financial liabilities measured at amortized cost)   2,051  2,051
 

Of which aggregated by measurement category in accordance with IAS 39 
 
  

 
  

 
  

 
  

Loans and receivables   13,771  13,771
Held-to-maturity investments   86  86
Financial liabilities measured at amortized cost   57,872  52,945
 
 

  
   

 
Fair value 

Dec. 31, 2004 
 
 

  

Net carrying 
amount 

Dec. 31, 2004 
 
 

  
   

(millions of €) 
 
 Assets         

Cash and cash equivalents (loans and receivables)   8,005  8,005
Trade and other receivables (loans and receivables)   6,731  6,731
Other receivables (loans and receivables)   1,106  1,106
Other non-derivative financial assets         
—Held-to-maturity investments   6  6
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Liabilities and shareholders' equity 
 
  

 
  

 
  

 
  

Trade and other payables (financial liabilities measured at amortized cost)   6,116  6,116
Bonds, commercial papers, medium-term notes, and similar liabilities (financial liabilities measured at amortized 
cost)   44,433  39,820
Liabilities to banks (financial liabilities measured at amortized cost)   3,285  3,082
Finance lease liabilities (financial liabilities measured at amortized cost)   2,504  1,971
Liabilities arising from ABS transactions (financial liabilities measured at amortized cost)   1,563  1,563
Promissory notes (financial liabilities measured at amortized cost)   742  651
Other interest-bearing liabilities (financial liabilities measured at amortized cost)   647  647
Other non-interest-bearing liabilities (financial liabilities measured at amortized cost)   2,197  2,197
          
 
 
 

Of which aggregated by measurement category in accordance with IAS 39 
 
  

 
  

 
  

 
  

Loans and receivables   15,842  15,842
Held-to-maturity investments   6  6
Financial liabilities measured at amortized cost   61,487  56,047
 
 

  

  
   

 
Fair value 

Dec. 31, 2003 
 
 

  

Net carrying 
amounts 

Dec. 31, 2003 
 
 

  
   

(millions of €) 
 
 Assets         

Cash and cash equivalents (loans and receivables)   8,684  8,684
Trade and other receivables (loans and receivables)   7,567  7,567
Other receivables (loans and receivables)   1,759  1,759
Other non-derivative financial assets         
—Held-to-maturity investments   49  49
 

Liabilities and shareholders' equity 
 
  

 
  

 
  

 
  

Trade and other payables (financial liabilities measured at amortized cost)   6,354  6,354
Bonds, commercial papers, medium-term notes, and similar liabilities (financial liabilities measured at amortized 
cost)   56,458  51,613
Liabilities to banks (financial liabilities measured at amortized cost)   3,937  3,801
Finance lease liabilities (financial liabilities measured at amortized cost)   2,322  1,947
Liabilities arising from ABS transactions (financial liabilities measured at amortized cost)   1,233  1,233
Promissory notes (financial liabilities measured at amortized cost)   870  756
Other interest-bearing liabilities (financial liabilities measured at amortized cost)   697  697
Other non-interest-bearing liabilities (financial liabilities measured at amortized cost)   2,651  2,651
 

Of which aggregated by measurement category in accordance with IAS 39 
 
  

 
  

 
  

 
  

Loans and receivables   18,010  18,010
Held-to-maturity investments   49  49
Financial liabilities measured at amortized cost   74,522  69,052
 
        Cash and cash equivalents and trade and other receivables mainly have short times to maturity. For this reason, their carrying amounts at the 
reporting date approximate the fair values. 
 
        The fair values of other noncurrent receivables and held-to-maturity financial investments due after more than one year correspond to the present 
values of the payments related to the assets, taking into account the current interest rate parameters that reflect market- and partner-based changes to 
terms and conditions and expectations. 
 
        Trade and other payables, as well as other liabilities, generally have short times to maturity; the values reported approximate the fair values. 
 
        The fair values of the quoted bonds, commercial paper, medium-term notes, and similar liabilities equal the nominal amounts multiplied by the price 
quotations at the reporting date. 
 
        The fair values of unquoted bonds, liabilities to banks, promissory notes, and other financial liabilities are calculated as the present values of the 
payments associated with the debts, based on the applicable yield curve and the Group's credit spread curve for specific currencies. 
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(27)    Other liabilities 

  
   

Dec. 31, 2005 
 
 

  

Dec. 31, 2004 
 
 

  

Dec. 31, 2003 
 
 

  
   

(millions of €) 
 
 Deferred revenues   2,529  2,420  2,141

Other liabilities   2,204  2,226  2,457
           
Total   4,733  4,646  4,598
     

 
   

 
   

  
        Among other items, other liabilities encompass liabilities from other taxes, liabilities to employees and social security liabilities. 
 
(28)    Provisions for pensions and other employee benefits 
 
        In addition to the Group's pension obligations for non-civil servants based on indirect and direct pension commitments, there are further obligations 
under Article 131 of the Basic Law (GG). The Group's indirect pension commitments were made to its employees via the VAP and the DTBS. 
 
        The VAP provides pension services for pensioners who were employed by the Group. The VAP benefits, which supplement statutory pension 
benefits up to the level specified by the pension benefits formula, are generally calculated on the basis of the level of employee compensation during 
specific periods of their employment. Within the scope of negotiations on the realignment of the company pension plan, the employer and the trade 
unions agreed in 1997 on arrangements for the protection of vested VAP benefits. Pursuant to this agreement, the benefit obligations due to retirees and 
employees approaching retirement will remain unchanged. For younger employees with vested benefits, the obligations have been converted into an 
initial amount based on the number of years of coverage to date, which was then credited to a capital account held by the employer (cash balance plan). 
The Group credits this account on an annual basis; when the insured event occurs, the account balance is paid out in full or in installments, or converted 
into a pension. If these employees have not yet reached the age of 35 and had been insured for less than ten years, their benefit obligations are due 
directly from the Group. The DTBS was founded for processing the remaining obligations. 
 
        A new regulation of VAP benefits was made by collective agreement in the year 2000 without affecting obligations. Since November 2000, the 
pensioners covered by this collective agreement no longer receive their pension payments from the VAP as the indirect provider of pension services, but 
directly and with a legal claim from the Group. VAP's obligations are therefore suspended (parallel obligation). Those pensioners remaining in the VAP 
continue to receive their benefits directly from the VAP as the provider of pension services. Pursuant to the VAP's business plan, the Group will to a 
certain extent continue to be assigned additional obligations and the corresponding assets on a pro rata basis. 
 
        Pursuant to the change to the articles of association of the VAP in 2004, the future annual adjustments to pensions has been defined in percentage 
points, in accordance with the articles of association of the VAP. 
 
        As a result of the harmonization of the company pension plan in 2005 within the Group, as of October 2005 obligations in the Group (primarily 
employment relationships existing at the Group as of October 1, 2005) that were previously processed through the DTBS have been handled directly by 
the Group and with a legal claim on the part of the employees. 
 
        Benefits relating to other direct pension plans are generally determined on the basis of salary levels and years of service; these benefit obligations 
are also usually determined by the amounts credited by the Group to its capital accounts. 
 
        Calculation of pension provisions: 

  
   

Dec. 31, 2005 
 
   

Dec. 31, 2004 
 
   

Dec. 31, 2003 
 
   

  
   

(millions of €) 
 
 

  
Present value of fund-financed obligations   1,410   2,073  1,813  
Plan assets at fair value   (901 ) (623) (489) 
Projected benefit obligations in excess of plan assets   509   1,450  1,324  
Present value of non-fund-financed obligations   5,606   3,238  3,219  
Unrecognized past service cost   0   0  0  
Unrecognized net (losses) gains   (1,571 ) (479) (368) 
Net defined benefit liability   4,544   4,209  4,175  
Defined benefit asset   52   0  0  
Pension provisions according to the consolidated balance sheet   4,596   4,209  4,175  
 
        The defined benefit asset is recognized under other assets. 
 
        The following table shows the composition of pension obligations: 

  
   

Dec. 31, 2005 
 
 

  

Dec. 31, 2004 
 
 

  

Dec. 31, 2003 
 
 

  
   

(millions of €) 
 
 Pension obligations             

Direct   4,386   3,016  2,982
Indirect   153   1,187  1,186
Obligations in accordance with Article 131 GG   5   6  7
Net pension provisions   4,544   4,209  4,175
 
        The carrying amount is EUR 4,278 million (2004: EUR 4,071 million; 2003: EUR 3,674 million). 
 
        The amount of the pension obligations was determined using actuarial principles that are consistent with IAS 19, and using the assumptions at the 
respective balance sheet dates as shown in the following table: 



50 

 
Assumptions for the measurement of defined benefit 
obligations as of Dec. 31 
 
   

2005 
 
 
 

  

2004 
 
 
 

  

2003 
 
 
 % 

 
 

  
  
   

  
   

  
 

Discount rate   4.1/3.25(2)/4.75(3)  5.25/3.25(2)/5.30(3)  5.25
Projected salary increase   2.75/3.50(1)/1.00(2)/3.90(3)  2.75/3.50(1)/1.00(2)/3.80(3)  2.75/3.50(1)

Projected pension increase   1.00/1.50/1.00(2)/2.90(3)  1.00/1.50/1.00(2)/2.80(3)  1.50
 
 
(1) For non-civil servants not covered by collective agreements 
(2)Switzerland 
(3)UK 
 
        For calculating the present value of pension obligations, taking into account future salary increases (defined benefit obligation), the Group used a 
rate of 4.1 percent as of December 31, 2005. This interest rate was determined based on a duration (weighted average term) of the obligation of 
approximately 15 years. As the obligations arise mainly domestically and are denominated in euros, the discount rate is based on the rate of return of 
zero-coupon bonds of with the corresponding duration and adjusted with a risk premium for high-quality European corporate bonds with an AA rating. 
 
Assumptions for determining the pension expense 
for years ending Dec. 31 
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

% 
 
 Discount rate   5.25/3.25(2)/5.30(3)  5.25  5.75

Projected salary increase   2.75/3.50(1)/1.00(2)/3.80(3)  2.75/3.50(1)  2.75/3.50(1)

Return on plan assets   5.00/4.50(2)/7.25(3)  5.50  6.00
Projected pension increase   1.00/1.50/1.00(2)/2.80(3)  1.50  1.50
 
 
(1)For non-civil servants not covered by collective agreements 
(2) Switzerland 
(3) UK 
 
        Development of the projected benefit obligations in the reporting year: 

  
   

2005 
 
   

2004 
 
   

  
   

(millions of €) 
 
 

  
Present value of the defined benefit obligation as of January 1   5,311  5,032  
Current service cost   223  171  
Interest cost   289  255  
Contributions by plan participants   12  0  
Change in obligations   297  124  
Actuarial gains   1,158  93  
Total benefits actually paid   (274) (260) 
Plan amendments   0  (104) 
Present value of the defined benefit obligation as of December 31   7,016  5,311  
 
        Information on pension plans with a defined benefit obligation that exceeds the plan assets: 
 

  
   

Dec. 31, 2005 
 
   

Dec. 31, 2004 
 
   

Dec. 31, 2003 
 
 

  
   

(millions of €) 
 
 Defined benefit obligation   1,410  2,073  1,813

Plan assets   901  623  489
 
        Taking the plan assets into consideration, the pension obligations were accounted for in full. 
 
 
        Development of plan assets at fair value in the respective reporting year: 

  
   

2005 
 
 

  

2004 
 
 

  
  
   

(millions of €) 
 
 

  
Plan assets at fair value, as of January 1   623  489  
Expected return on plan assets   47  27  
Actuarial gains   54  3  
Contributions by employer   29  68  
Contributions by plan participants   12  0  
Benefits actually paid through pension funds   (69) (64) 
Change in obligations   205  100  
Plan assets at fair value, as of December 31   901  623  
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        Breakdown of plan assets at fair value by investment category: 
 

  
   

Dec. 31, 2005 
 
   

Dec. 31, 2004 
 
 

  
   

% 
 
 Equity securities   37  27

Debt securities   50  48
Real estate   10  2
Other   3  23
 
        The plan assets include shares amounting to EUR 336 million (December 31, 2004: EUR 168 million) and bonds amounting to EUR 452 million 
(December 31, 2004: EUR 299 million). 
 
        Determination of the expected return on plan assets: 
 
        As in previous years, the investment strategy is based on the principles of § 54 of the Insurance Supervision Act (VAG) and is guided by a strategy 
of risk minimization. It is conservative and concentrates on safeguarding liquidity and on investments in the euro zone. Most investments are made in 
deposits and fixed-rate notes. The target return for the plan assets is set at 4.0 percent in the economic plan of VAP and DTBS. 
 
        The following table provides a breakdown of net periodic pension cost: 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
  
   

(millions of €) 
 
 

  
Current service cost   223  171  140  
Interest cost   289  255  251  
Expected return on plan assets   (47) (27) (27) 
Distribution amounts (payback)   10  (103) 0  
     

 
   

 
   

 
  

Pension expense   475  296  364  
     

 
   

 
   

 
  

Actual return on plan assets   101  30  (13) 
 
        Expected employer contributions for the subsequent year: 

  
   

2006 
 
   

2005 
 
   

2004 
 
 

  
   

(millions of €) 
 
 Expected contributions by employer   28  68  87

 
 
        Expected values for subsequent years: 
 
Years starting after Dec. 31: 
 
   

2006 
 
 

  

2007 
 
 

  

2008 
 
 

  

2009 
 
 

  

2010 
 
 

  

2011-2015 
 
 

  
   

(millions of €) 
 
 Expected pension payments   257  267  283  287  293  1,490

 
        Amounts for the current year and two preceding years of pension obligations, plan assets, assets in excess of benefit obligations, and experience-
based adjustments: 

  
   

Dec. 31, 
 2005 

 
 

  

Dec. 31, 
 2004 

 
 

  

Dec. 31, 
 2003 

 
 

  
  
   

(millions of €) 
 
 

  
Defined benefit obligation   7,016  5,311  5,032  
Plan assets   (901) (623) (489) 
     

 
   

 
   

 
  

Projected benefit obligations in excess of plan assets (funded 
status)   6,115  4,688  4,543  
     

 
   

 
   

 
  

 
Increase (%) 
 
   

2005 
 
 

  

2004 
 
 Experience-based adjustment of pension obligations   2.2  2.6 

Experience-based adjustment of plan assets   6.5  0.6 
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Civil-servant retirement arrangements 
 
        Until the 2000 financial year, the Group maintained a special pension fund for its active and former civil servants, which was merged with two other 
special pension funds by notarized agreement on December 7, 2000 to form the joint pension fund. On January 11, 2001, the fund was entered in the 
Register of Associations with retroactive effect from July 1, 2000. The fund works on behalf of all three companies and also handles financial 
administration for the Federal Republic on a trust basis 
 
        In accordance with the provisions of the Posts and Telecommunications Reorganization Act, the joint pension fund makes pension and allowance 
payments to retired employees and their surviving dependents who are entitled to pension payments as a result of civil servant status. Since 2000, the 
Group has been legally obliged to make an annual contribution to the special pension fund amounting to 33 percent of the pensionable gross 
emoluments of active civil servants and the notional pensionable gross emoluments of civil servants on leave of absence. This contribution is recognized 
as an ongoing expense in the respective year, and amounted to EUR 862 million in 2005 (2004: EUR 911 million; 2003: EUR 809 million) (see also 
(39) Contingencies and other financial obligations). 
 
        The Federal Republic compensates the special pension fund for differences between the ongoing payment obligations of the special pension fund, 
amounts received from the Group, and returns on assets, and guarantees that the special pension fund is always in a position to fulfill the obligations it 
has assumed. The Federal Republic cannot require reimbursement from the Group for amounts paid by it to the special fund. 
 
(29) Other provisions 

  
   

 
Personnel 
 
 

  

Restoration 
obligations 

 
 

  

Investment 
risks 

 
 

  

Litigation 
risks 

 
 

  

 
Reimbursements 

 
 

  

 
Other 

 
 

  

 
Total 

 
 

  
  
   

(millions of €) 
 
 

  
At January 1, 2003   2,497  336  146   113  161  1,399  4,652  
  of which: current   1,069  26  146   78  155  1,044  2,518  
Changes in the composition of the Group   (21) 0  0   (2) (1) (17) (41) 
Currency translation adjustments   (22) (7) (8 ) (2) (8) (46) (93) 
Addition   1,368  138  315   152  222  1,398  3,593  
Use   (1,026) (12) (1 ) (43) (105) (974) (2,161) 
Reversal   (64) (94) (53 ) (61) (35) (203) (510) 
Interest effect   278  6  0   0  0  (6) 278  
Other changes   (1) 51  0   3  2  (102) (47) 
     

 
   

 
   

 
   

 
   

 
   

 
   

 
  

At December 31, 2003 
 
  

 
3,009  

 
418  

 
399   

 
160  

 
236  

 
1,449  

 
5,671  

  of which: current   1,281  30  399   101  235  1,024  3,070  
Changes in the composition of the Group   1  3  0   0  0  (5) (1) 
Currency translation adjustments   (6) (1) 2   (1) (4) (11) (21) 
Addition   1,889  204  306   261  152  688  3,500  
Use   (1,353) (29) (197 ) (32) (162) (534) (2,307) 
Reversal   (165) (76) (56 ) (17) (43) (212) (569) 
Interest effect   13  15  0   0  0  24  52  
Other changes   5  9  0   10  (9) 89  104  
     

 
   

 
   

 
   

 
   

 
   

 
   

 
  

 

At December 31, 2004 
 
  

 
3,393  

 
543  

 
454   

 
381  

 
170  

 
1,488  

 
6,429  

  of which: current   1,633  9  454   228  169  1,053  3,546  
Changes in the composition of the Group   3  0  0   0  (3) 3  3  
Currency translation adjustments   20  8  0   3  6  31  68  
Addition   2,514  181  0   78  143  838  3,754  
Use   (2,028) (40) (143 ) (171) (150) (545) (3,077) 
Reversal   (871) (10) 0   (46) (12) (403) (1,342) 
Interest effect   27  33  0   0  0  12  72  
Other changes   (45) (73) 0   (7) (1) (124) (250) 
     

 
   

 
   

 
   

 
   

 
   

 
   

 
  

 

At December 31, 2005 
 
  

 
3,013  

 
642  

 
311   

 
238  

 
153  

 
1,300  

 
5,657  

  of which: current   2,097  6  311   88  152  967  3,621  
 
        Provisions for employee expenses include a variety of individual issues such as provisions for anniversary gifts, deferred compensation and 
allowances. Moreover, the expenses associated with human resources measures are also included here. The expenses are allocated to functional costs 
or to other operating expenses based on actual cost generation. 
 
        In the reporting year, a comprehensive, need-oriented staff restructuring program was launched. Under this program, a total of 32,000 employees in 
Germany are expected to leave the Group between 2006 and 2008. This includes about 7,000 employees who will be outplaced as part of the 
deconsolidation of the business lines. While the other 25,000 employees will leave the Group, around 6,000 new employees are to be recruited, in 
particular young experts and junior staff to support the roll-out of new technologies and the alignment of the Group toward better service and higher 
quality. Staff restructuring will also be pushed ahead by the creation of new jobs in new business areas, such as the construction of a high-speed fiber-
optic network. The net reduction in jobs over the next three years will therefore be 19,000. The downsizing will generally be carried out in a socially 
considerate way, i.e., on a voluntary basis. The Group will stick to the agreement reached with the trade unions in 2004 to avoid compulsory 
redundancies. 
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        Taking into account the staff-related measures introduced in previous years, the overall trend is as follows: 
 

Jan. 1, 
2005 

 
 

  

 
Addition 

 
 

  

 
Use 

 
 

  

 
Reversal 
 
 

  

Other 
changes 

 
 

  

Dec. 31, 
2005 

 
 (millions of €) 

 
 234   978  (117) (21) (20) 1,054

 
        Around EUR 0.6 billion of the total provisions for staff-related measures is attributable to the Broadband/Fixed Network business area, while around 
EUR 0.2 billion each is attributable to Business Customers and Group Headquarters and Shared Services. 
 
        The financing of the Civil Service Health Insurance Fund, which has been closed to new members since January 1, 1995, was changed by the 
amendment to the Federal Posts and Telecommunications Agency Act effective from December 1, 2005. 
 
        As part of this change, the successor companies of the predecessor set up a top-up fund in the amount of EUR 525 million to cover the costs of the 
closure. Assuming the payments to be made by the Civil Service Health Insurance Fund will rise while there is a cap on the insurance premiums, the 
Group is faced with a liability risk. A provision in the amount of approximately EUR 0.3 billion—based on an actuarial report—was recognized in 
response to this risk. Excess provisions of around EUR 0.8 billion were reversed. 
 
        Restoration obligations include the estimated costs for dismantling and removing an asset, and restoring the site on which it is located. The 
estimated costs are included in the costs of the relevant asset. 
 
        The provision for investment risks is related to a joint venture project. Negative earnings trends within the project resulted in an obligation to inject 
additional capital on the part of the shareholders due to the liability arising from the operating agreement and the joint venture agreement. To the extent 
that the Group could foresee that a future injection of additional capital would be necessary during the project, provisions were recognized for anticipated 
losses relating to the project. As of December 31, 2005, the provisions for investment risks arising from the project amounted to EUR 311 million. 
 
        The provision for litigation risks includes pending lawsuits for damages in connection with reimbursement claims relating to the sale of subscriber 
data. 
 
        Provisions for reimbursements are established for discounts that are to be granted but had not yet been granted as of the reporting date. 
 
        Other provisions include provisions for environmental damage and risks, other taxes, warranties, advertising cost allowances, premiums and 
commissions as well as a variety of other items for which the individually recognized amounts are largely not material. The reversal of provisions in 2005 
relate to environmental risks in the real estate area (EUR 0.1 billion) due to new real estate opinions based on more sophisticated procedures. Risks for 
other taxes of EUR 0.3 billion were also eliminated. 
 
(30) Shareholders' equity—Overview 
 
        A detailed breakdown of the development of consolidated shareholders' equity for the years 2003, 2004, and 2005 is presented in a separate table 
before the notes to the consolidated financial statements. 
 
        The development of consolidated shareholders' equity from January 1, 2003 through December 31, 2005 is as follows (millions of €): 
 

 
 
(31) Issued capital 
 
        As of December 31, 2005, the share capital of the Group totaled EUR 10,747 million and is composed of 4,198 million no par value registered 
ordinary shares. Each share entitles the holder to one vote.  
 
        In the course of the acquisition of the US and Italian subsidiaries, the Group granted options on Group shares in exchange for the outstanding 
warrants between the Group and each subsidiary at the time of the acquisition. As of December 31, 2005, the number of Group shares reserved for the 
stock options granted to the US and Italian subsidiaries’ employees and still outstanding was 13,848,284 shares. 
 
Authorized capital 
 
        The Board of Management is authorized, with the approval of the Supervisory Board, to increase the share capital by up to a nominal amount of 
EUR 2,560,000,000 by issuing up to 1,000,000,000 no par value registered bearer shares against non-cash capital contributions in the period up to 
May 17, 2009. This authorization may be exercised in full or in one or several partial amounts. The Board of Management is also authorized, with the 
approval of the Supervisory Board, to exclude shareholders' preemptive rights and, with the approval of the Supervisory Board, to determine the rights 
accruing to the shares in future and the conditions for issuing shares. The Board of Management exercised this authority with the approval of the 
Supervisory Board in August 2005 and resolved to increase the capital stock in the amount of EUR 160,589,265.92 for the purpose of a merger. The 
implementation of this capital increase was entered in the commercial register on September 12, 2005; it will take effect together with the merger. 
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(33) Retained earnings including carryforwards 
 
        Retained earnings were impacted especially by the appropriation of an amount of EUR 1.6 billion in net profit for the prior year, and by the payment 
of EUR 2.6 billion in dividends for the 2004 financial year. 
 
(34) Other comprehensive income 
 
        Other comprehensive income improved year-on-year by around EUR 1.6 billion to EUR -1.1 billion. This reflects offsetting effects: positive 
exchange rate effects from the translation of foreign Group companies were offset by negative effects from changes in fair value associated with 
disposals—especially in connection with the sale of the remaining shares in Investment 3—that had previously been recognized directly in equity. 
 
(35) Treasury shares 
 
        The authorization of the Board of Management to acquire treasury shares as adopted by the shareholders' meeting on May 18, 2004 was rescinded 
by resolution of the shareholders' meeting on April 26, 2005, effective as of the end of the shareholders' meeting on April 26, 2005. At the same time, the 
Board of Management of the Group was authorized to acquire up to 419,786,533 shares, i.e., up to almost 10 percent of the share capital—until 
October 25, 2006. The treasury shares acquired on the basis of this authorization may be resold on the stock exchange, used, with the approval of the 
Supervisory Board, to list the Group's shares on foreign stock exchanges, offered, with the approval of the Supervisory Board, to third parties in the 
course of business combinations or for the acquisition of companies, parts of companies, or equity interests in companies, cancelled with the approval of 
the Supervisory Board, tendered to shareholders on the basis of a subscription offer extended to all shareholders, or, with the approval of the 
Supervisory Board, disposed of in a manner other than on the stock exchange or tender to all shareholders, used, with the approval of the Supervisory 
Board, for the fulfillment of conversion or option rights/obligations arising from convertible bonds or bonds with warrants issued by the Group based on 
the authority resolved by the shareholders' meeting of April 26, 2005 or, with the approval of the Supervisory Board, used to service stock options to 
which holders of the Group’s Italian subsidiary stock options are entitled and which are to be granted to them as a result of the merger of the subsidiary 
into the Group, once it is effective, in accordance with the merger agreement of March 8, 2005. The authorizations described above may be exercised 
once or repeatedly, individually or in combination, in full or in relation to lesser quantities of shares purchased. 
 
        On the occasion of its 10th anniversary, the Group launched an Employee Stock Purchase Plan for the Group's employees. The shares required for 
this purpose were drawn from the holding of treasury shares. As a result, the number of treasury shares held decreased year-on-year by 774,820 shares 
to 1,896,008 shares. As of December 31, 2005, these holdings break down as follows: 
 
1996 Employee Stock Purchase Plan   459,900  
Decrease as a result of the 2005 Employee Stock Purchase Plan   (459,900) 
1999 Employee Stock Purchase Plan   5,185,278  
Decrease as a result of the 2000 Employee Stock Purchase Plan   (2,988,980) 
Decrease as a result of the 2005 Employee Stock Purchase Plan   (314,920) 
Shares acquired from KfW, not yet issued   14,630  
     

 
  

    1,896,008  
     

 
  

 
        The shares are recorded on the balance sheet at acquisition costs. 
 
        Treasury shares account for a total of 0.05 percent of the capital stock. The treasury shares have an imputed value of around EUR 5 million. 
 
        All treasury shares are held by Telecom Company. 
 
(36) Minority interests 
 
        Minority interests declined year-on-year by about EUR 0.9 billion to EUR 3.5 billion. This was mainly attributable to the acquisition of additional 
shares of a subsidiary prior to the ongoing process of merging the entity into the Group. 
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OTHER DISCLOSURES 
 
 
(37) Notes to the consolidated cash flow statement 
 
Net cash from operating activities 
 
        In the reporting period, net cash from operating activities totaled EUR 15.0 billion, a decrease of EUR 1.7 billion compared with the prior year. Apart 
from the change in working capital, this is mainly attributable to tax payments, whereas tax refunds were recorded in the prior year. On the other hand, 
net interest payments decreased. 
 
Net cash used in investing activities 
 
        Net cash used in investing activities increased to EUR 10.1 billion as compared with EUR 4.5 billion in the prior-year period. The main contributing 
factors were the increase of EUR 2.9 billion in cash outflows for intangible assets and property, plant and equipment, as well as the increase of 
EUR 1.6 billion in cash outflows for investments in fully consolidated subsidiaries. This includes in particular investments of EUR 1.7 billion by the US 
Subsidiary in connection with the winding up of the U.S. mobile communications joint venture, as well as other investments in the Mobile 
Communications business area and the acquisition of additional shares of one subsidiary for EUR 1.8 billion. The sale of shares in a mobile 
communications operator investment for EUR 1.2 billion had a positive impact on net cash used in investing activities. 
 
Net cash used in financing activities 
 
        In the reporting period, cash flow used in financing activities decreased year-on-year by EUR 4.8 billion to EUR 8.0 billion. The main reason for this 
is an increase of EUR 8.2 billion in the issuance of current as well as noncurrent financial liabilities, partly offset by a EUR 0.9 billion rise in short-term 
debt repayments. Moreover, cash used in financing activities was negatively impacted by the EUR 2.5 billion rise in dividend payments (to shareholders 
of the Group and minority shareholders in the Eastern European telecommunications companies). 
 
(38) Segment reporting 
 
        The Group reports on the Broadband/Fixed Network, Mobile Communications, Business Customers, and Group Headquarters and Shared Services 
in the primary reporting format. These segments for which reporting is required are strategic business areas which differ in their products and services, 
their production processes, the profile of their customers, their sales channels and their regulatory environment. 
 
        The Broadband/Fixed Network strategic business area consists of the Broadband and Online business units and provides consumers and very 
small business customers with traditional fixed-network services with modern infrastructures, broadband Internet access, and customer-oriented 
multimedia services on the basis of attractive Internet content. They also do business with resellers (wholesale, including resale, i.e., the sale of DSL 
products to other providers and local loop operators) and with national and international network operators (carrier services business) and provide 
upstream services for other strategic business areas of the Group. 
 
        The Mobile Communications strategic business area combines all activities of the mobile businesses. This business area now operates under a 
common brand in almost all the markets in which it is present and has branch offices in Germany, the United Kingdom, Austria, the Czech Republic, the 
Netherlands and the United States. It also has a minority interest in Poland. As a result of the strategic realignment, the Group's mobile communications 
subsidiaries in Hungary, Slovakia, Croatia, Macedonia, and Montenegro have been allocated to the Mobile Communications strategic business area 
since January 1, 2005. All companies offer digital mobile voice and data services to consumers and business customers. They also sells hardware, such 
as mobile phones and other terminal devices, in connection with the services offered. These services and devices are sold to consumers, business 
customers, and resellers—and in some cases also to companies that buy network services and market them independently to third parties (so-called 
mobile virtual network operators, MVNOs). 
 
        The Business Customers strategic business area consists of two business units. Enterprise Systems serves some 60 multinational groups and 
large public institutions, and Business Systems serves some 160,000 large and medium-sized business customers. Since 2005, Business Customers 
has also been serving small- and medium-sized enterprises (SMEs), which were previously allocated to Broadband. The planning, roll-out, and operation 
of the service platform for SMEs will also be managed by Business Systems in future. 
 
        Group units and subsidiaries that are not directly allocated to one of the strategic business areas are included in Group Headquarters and Shared 
Services . Group Headquarters is responsible for strategic management functions across the business areas. All other operating functions not directly 
related to the strategic business areas' core business are now the responsibility of Shared Services. These include the real estate business, a full-
service fleet management and mobility services provider. The former Billing & Collection shared service has been managed within the Business 
Customers strategic business area under the Other brand name since 2005. 
 
        The measurement methods used for Group segment reporting correspond to the accounting policies used in the consolidated financial statements 
under IFRS. The Group evaluates the segments' performance based on their profit/loss from operations (EBIT) and other factors. The share of profit/loss 
of associates and joint ventures accounted for using the equity method is reported separately. Depreciation and amortization are shown separately from 
impairment losses. 
 
        Revenues generated and goods and services exchanged between the segments are generally calculated on the basis of market prices. 
 
        Segment assets and liabilities include all assets and liabilities that are attributable to operations and whose positive or negative results determine 
profit/loss from operations (EBIT). Segment assets include in particular intangible assets; property, plant and equipment; trade and other receivables; 
and inventories. Segment liabilities include in particular trade and other payables, and significant provisions. Segment investments include additions to 
intangible assets and property, plant and equipment. 
 
        Where entities accounted for using the equity method are directly allocable to a segment, their share of profit/loss after income taxes and their 
carrying amount are reported in this segment's accounts. 
 
        Segment assets, segment investments and net revenues are also shown by geographical region in the secondary reporting format. These are the 
main regions in which the Group is active: Germany, Europe (excluding Germany), North America and Other countries. The Europe segment (excluding 
Germany) covers the entire European Union and the other countries in Europe. The North America region comprises in particular the United States and 
Canada. The Other countries segment includes all countries that are not Germany or in Europe (excluding Germany) or North America. Assignment of 
the segment assets and segment investments to the regions is generally done based on the location of the relevant asset while net revenues are 
assigned based on the location of the relevant customers. 
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Net 
 revenue 

 
 

  

 
 

Revenue 
 between 

 segments 
 
 

  

 
 
 

Total 
 revenue 

 
 

  

 
Profit (loss) 

 from 
operations 

(EBIT) 
 
 

  

 
 
 

Finance 
 costs 

 
 

  

Share of (profit) 
 loss of associates 
 and joint ventures 

 accounted for using 
 the equity method 

 
 

  
  
   

  
   

(millions of €) 
 
 

  
Broadband/Fixed Network   2005  21,731  4,304  26,035  5,142  269  53  
    2004  22,397  4,615  27,012  5,551  227  25  
    2003  23,161  5,098  28,259  5,587  (209) 45  
 

Mobile Communications 
 
  

 
2005  

 
28,531

 
  

 
921  

 
29,452  

 
3,005  

 
(624

 
) 

 
133

 
  

    2004  25,450  1,077  26,527  1,524  (1,042) 1,177  
    2003  22,933  1,394  24,327  3,440  (1,054) 546  
 

Business Customers 
 
  

 
2005  

 
9,058

 
  

 
3,792  

 
12,850  

 
409  

 
(62

 
) 

 
3

 
  

    2004  9,246  3,716  12,962  554  (49) (298) 
    2003  9,267  3,670  12,937  459  (48) (417) 
 

Group Headquarters and Shared 
Services 

 
  

 
2005  

 
284

 
  

 
3,221  

 
3,505  

 
(840) 

 
(1,940

 
) 

 
(1

 
) 

    2004  260  3,266  3,526  (1,441) (2,517) 27  
    2003  235  3,036  3,271  (1,167) (2,708) 181  
 

Reconciliation 
 
  

 
2005  

 
—

 
  

 
(12,238) 

 
(12,238) 

 
(94) 

 
(44

 
) 

 
26

 
  

    2004  —  (12,674) (12,674) 77  101  14  
    2003  —  (13,198) (13,198) 30  430  1  
 

Group 
 
  

 
2005  

 
59,604

 
  

 
—  

 
59,604  

 
7,622  

 
(2,401

 
) 

 
214

 
  

    2004  57,353  —  57,353  6,265  (3,280) 945  
    2003  55,596  —  55,596  8,349  (3,589) 356  
 

  
   

  
   

 
 

Segment 
 assets 

 
 

  

 
Segment 

 
liabilities 
 
 

  

 
 

Segment 
investments 
 
 

  

Investments 
 accounted for 

 using the 
 equity method 

 
 

  

 
Depreciation 

 and 
 amortization 
 
 

  

 
 

Impairment 
 losses 

 
 

  

 
 

Employees
 (1) 

 
   

   
  
   

(millions of €) 
 
 Broadband/Fixed   2005  27,757  6,683  3,430  110  (4,026) (8) 112,872

    2004  28,266  7,646  2,088  269  (4,199) (200) 115,292
    2003  31,177  7,129  2,065  229  (4,641) (98) 128,065
 
Mobile 
Communications 

 
  

 
2005  

 
64,984  

 
7,446  

 
6,288  

 
1,599  

 
(4,745) 

 
(1,951) 

 
49,479

    2004  59,359  6,451  3,014  2,260  (3,379) (3,564) 47,417
    2003  64,070  6,686  3,831  2,084  (2,806) (962) 44,899
 

Business Customers 
 
  

 
2005  

 
8,720  

 
3,764  

 
966  

 
18  

 
(885) 

 
(11) 

 
51,744

    2004  8,849  3,686  889  8  (953) (2) 51,978
    2003  9,028  3,673  938  2  (1,074) 0  54,390
Group 
Headquarters and   2005  11,125  5,494  600  3  (695) (233) 29,931
    2004  12,074  5,508  673  67  (784) (101) 32,872
    2003  13,236  5,059  862  18  (683) (88) 23,909
 

Reconciliation 
 
  

 
2005  

 
(1,675) 

 
(1,597) 

 
(184) 

 
95  

 
60  

 
(3) 

 
—

    2004  (1,757) (2,154) (85) 63  56  (1) —
    2003  (2,593) (1,987) (126) 49  48  (1) —
 

Group 
 
  

 
2005  

 
110,911  

 
21,790  

 
11,100  

 
1,825  

 
(10,291) 

 
(2,206) 

 
244,026

    2004  106,791  21,137  6,579  2,667  (9,259) (3,868) 247,559
    2003  114,918  20,560  7,570  2,382  (9,156) (1,149) 251,263
 
 
 
(1) 
Annual average. 
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Net cash 
 from (used 

in) 
 operating 
activities 

 
 

  

Net cash 
 from (used 

in) 
 investing 
activities 

 
 

  

of which: cash outflows 
 for investments in 

 intangible assets and 
 property, plant 
 and equipment 

 
 

  

Net cash 
 from (used 

in) 
 financing 
activities 

 
 

  
  
   

  
   

(millions of €) 
 
 

  
Broadband/Fixed Network   2005  9,289  (2,025) (3,274) (5,903) 
    2004  11,600  (2,021) (2,226) (5,797) 
    2003  11,014  (1,183) (2,225) (1,819) 
 

Mobile Communications 
 
  

 
2005  

 
8,117  

 
(4,537) 

 
(5,669) 

 
(3,957) 

    2004  7,543  (2,227) (3,197) (2,998) 
    2003  6,372  (2,515) (3,323) (3,851) 
 

Business Customers 
 
  

 
2005  

 
1,420  

 
(951) 

 
(786) 

 
(824) 

    2004  1,400  (921) (763) (769) 
    2003  1,931  (752) (736) (2,386) 
 

Group Headquarters and Shared 
Services 

 
  

 
2005  

 
4,014  

 
(1,414) 

 
(456) 

 
(6,589) 

    2004  3,652  1,135  (518) (11,161) 
    2003  4,443  (2,187) (462) (2,041) 
 

Reconciliation 
 
  

 
2005  

 
(7,842) 

 
(1,131) 

 
50  

 
9,234  

    2004  (7,475) (467) 67  7,844  
    2003  (8,707) 4,388  280  4,302  
 

Group 
 
  

 
2005  

 
14,998  

 
(10,058) 

 
(10,135) 

 
(8,039) 

    2004  16,720  (4,501) (6,637) (12,881) 
    2003  15,053  (2,249) (6,466) (5,795) 
 

RECONCILIATION OF PROFIT FROM OPERATIONS: 
 

  
   

2005 
 
   

2004 
 
   

2003 
 
   

  
   

(millions of €) 
 
 

  
Profit from operations (EBIT)   7,622  6,265  8,349  
Loss from financial activities   (1,410) (2,696) (4,123) 
Income taxes   (196) (1,552) (1,709) 
     

 
   

 
   

 
  

Profit after income taxes   6,016  2,017  2,517  
     

 
   

 
   

 
  

        

RECONCILIATION OF SEGMENT ASSETS AND SEGMENT LIABILITIES: 
 

  
   

2005 
 
 

  

2004 
 
 

  

2003 
 
 

  
   

(millions of €) 
 
 Segment assets   110,911  106,791  114,918

Cash and cash equivalents   4,975  8,005  8,684
Current recoverable income taxes   613  317  1,025
Other current financial assets (excluding receivables from suppliers)   1,225  1,150  1,826
Investments accounted for using the equity method   1,825  2,667  2,382
Other noncurrent financial assets (excluding receivables from suppliers)   779  1,636  1,368
Deferred tax assets   7,552  4,724  5,855
     

 
   

 
   

 
Assets in accordance with the consolidated balance sheet   127,880  125,290  136,058
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Segment liabilities 
 
  

 
21,790  

 
21,137  

 
20,560

Current financial liabilities   10,139  12,385  17,095
Income tax liabilities   1,358  1,049  466
Noncurrent financial liabilities   36,347  38,498  46,776
Deferred tax liabilities   8,331  5,948  7,024
Other liabilities   333  470  399
     

 
   

 
   

 
Liabilities in accordance with the consolidated balance sheet   78,298  79,487  92,320
     

 
   

 
   

  
SEGMENTS BY GEOGRAPHIC AREA: 

 

  
   

Segment assets 
 
 

  

Segment investments 
 
 

  
   

2005 
 
   

2004 
 
   

2003 
 
   

2005 
 
   

2004 
 
   

2003 
 
 

  
   

(millions of €) 
 
 Domestic   53,517  55,843  60,769  4,618  3,431  3,980

Europe (excluding Domestic)   24,228  25,865  26,739  1,983  1,756  1,546
North America   33,116  25,035  27,275  4,488  1,373  2,028
Other   50  48  135  11  19  16
     

 
   

 
   

 
   

 
   

 
   

 Group   110,911  106,791  114,918  11,100  6,579  7,570
     

 
   

 
   

 
   

 
   

 
   

 
  
   

Net revenue 
 
 

  
   

2005 
 
   

2004 
 
   

2003 
 
 

  
   

(millions of €) 
 
 Domestic   34,183  34,741  34,365

Europe (excluding Domestic)   13,272  12,952  13,085
North America   11,858  9,301  7,687
Other   291  359  459
     

 
   

 
   

 Group   59,604  57,353  55,596
     

 
   

 
   

  
(39) Contingencies and other financial obligations 
 
Contingencies: 

  
   

Dec. 31, 
2005 

 
 

  

Dec. 31, 
2004 

 
 

  

Dec. 31, 
2003 

 
 

  
   

(millions of €) 
 
 Contingent liabilities relating to warranty agreements   6  9  19 

Contingent liabilities relating to guarantees and bills issued   36  49  31 
Other contingent liabilities   6  10  54 
     

 
   

 
   

     48  68  104 
     

 
   

 
   

  
        The Group is a party to a number of lawsuits and other proceedings arising from the general conduct of its business. Litigation provisions include 
the costs of legal counsel services and any probable losses. The Group does not believe that any additional costs arising from legal counsel services or 
the results of proceedings will have a material adverse effect on the financial position, and results of operations of the Group. 
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Other financial obligations: 

  
   

Dec. 31, 
2005 

 
 

  

Dec. 31, 
2004 

 
 

  

Dec. 31, 
2003 

 
 

  
   

(millions of €) 
 
 Obligations arising from rental agreements and leases, including non-

cancelable operating leases   20,335  15,157  14,964 
Present value of payments to special pension fund   7,900  8,200  9,000 
Purchase commitments and similar obligations   3,507  3,226  2,726 
Purchase commitments for interests in other companies   1,802  206  273 
Miscellaneous other obligations   144  1  5 
     

 
   

 
   

 
    33,688  26,790  26,968 
     

 
   

 
   

  
        The increase in obligations arising from rental and lease agreements, including non-cancelable operating leases over the previous year resulted 
primarily from additional leasing obligations undertaken by the Group’s US subsidiary in connection with the winding up of the U.S. mobile 
communications joint venture. The increase is also attributable to the exchange rate trend of the U.S. dollar. 
 
        The present value of payments to be made by the Group to the special pension fund amounted to EUR 7.9 billion at December 31, 2005 (see also 
Note (28) "Provisions for pensions and other employee benefits"). 
 
        The amount of contractual commitments to acquire intangible assets totaled EUR 0.2 billion at the end of 2005 (2004: EUR 0.1 billion; 2003: EUR 
0.1 billion). Obligations to acquire property, plant and equipment amounted to EUR 0.8 billion at December 31, 2005 (December 31, 2004: EUR 
0.7 billion; December 31, 2003: EUR 0.5 billion). 
 
        Purchase commitments for interests in other companies in 2005 relate in particular to the acquisition of certain subsidiaries. 
 
         The EUR 0.1 billion change in miscellaneous other obligations is almost exclusively attributable to new full power contracts entered into by the 
Group. 
 
Litigation, Claims and Assessments 
 
Domestic Prospectus Liability Suits 
 
        Since 2001, purported purchasers of Group shares sold pursuant to prospectuses dated May 28, 1999, and May 26, 2000, have filed over 2,000 
lawsuits predominantly alleging that the book values of the Group's real property portfolio were improperly established and maintained under Previous 
GAAP. In many of these lawsuits, claims have also been made alleging that the Group failed to adequately disclose detailed information relating to 
merger negotiations. In the most recent series of related lawsuits, however, which were mainly filed in May 2003, plaintiffs assert additional allegations, 
including, among other things, that the purchase price for a certain mobile carrier was unreasonably high, that the prospectus did not adequately inform 
investors about necessary write-offs to goodwill, that the Group's internal mid-term financial plan for 2000–2004 was inaccurate, and that the prospectus 
did not properly inform investors about the general risks of international expansion, relations with the Group's major shareholder and the risks of the 
liberalization of the Group’s domestic telecommunications market. Further, they allege that the Group's business prospects were described too positively 
and that the prospectus did not properly inform investors about the price to be paid for a UMTS license to be purchased in an auction in August 2000. 
 
        These lawsuits are pending before the District Court, where a first oral hearing took place on November 23, 2004. In the hearing, the presiding 
judge at that time issued a statement describing his preliminary view that he doubted whether the valuation method the Group had used in determining 
the book values recorded for its real property portfolio complied with the applicable legal standards. Therefore, he continued, it might become necessary 
to take evidence by obtaining an expert opinion with respect to the value of the real property portfolio. However, the presiding judge also stated that the 
court, in its preliminary opinion, and subject to additional briefing by the parties, regarded the claims unrelated to the valuation of the Group's real 
property portfolio as unfounded. In a second oral hearing on October 25, 2005, the court announced that it expects to be able to utilize the Act on Model 
Case Proceedings in Disputes under Capital Markets Law, which became effective November 1, 2005. The Capital Markets Model Case Act allows for 
the initiation of a "model proceeding" upon the motion of any party seeking a decision regarding questions of necessary facts or law. If the motion is 
joined by nine other parties or is made in nine other cases, the District Court must initiate the master proceeding by seeking a decision of the Court of 
Appeals as to the common questions of law and fact. The master decision by the Court of Appeals is binding for all parties in the main proceedings. The 
aggregate amount of all shareholders' claims filed in these lawsuits is approximately EUR 76 million. 
 
        The Group is contesting each of the aforementioned lawsuits vigorously. 
 
Prospectus Liability Conciliation Proceedings 
 
        In addition, many purported shareholders have initiated conciliation proceedings, in the Group's view, mainly as an effort to stay the statute of 
limitations. According to information received, several thousand shareholders have instituted conciliation proceedings. The Group expects the claims 
made in these conciliation proceedings to be analogous to those made in the prospectus liability lawsuits described above. The Group's participation in 
these conciliation proceedings is voluntary, and the Group has declined to participate. The Group expects that the regulatory authority will eventually 
dismiss these proceedings and that a substantial number of the applicants will file lawsuits analogous to those made in the prospectus liability lawsuits 
described above. 
 
Other Proceedings and Matters 
 
Bundle By-Call/ISDN 
 
        In the first quarter of 2000, a third party brought preliminary injunction proceedings and filed a complaint against the Group before the District Court, 
claiming that the Group had engaged in an anti-competitive practice by bundling its "By-Call" Internet access charge with the Group's ISDN telephone 
access. The court decided in the Group's favor with regard to both the injunction as well as the main action.  The third party’s appeal to the Court of 
Appeals was rejected and then lodged an appeal with the Federal Court of Justice . In March 2004, the Federal Court of Justice remanded the case to 
the Court of Appeals for further proceedings in connection with factual determinations that could have a significant influence on the outcome of the 
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appellate proceeding. The Group believe that these additional proceedings will not be concluded in the near term and, therefore, that a determination 
with respect to a likely outcome of these proceedings cannot be made at this time. However the Group has determined, that the case is not material. 
 
Consumer Class Actions 
 
        A number of substantially identical purported consumer class-action lawsuits are pending in various state and federal courts in the United States 
(the federal cases have been consolidated in the U.S. District Court for the Southern District of New York), against the Group’s US Subsidiary, as well as 
other major U.S. wireless carriers, alleging that each of the defendants had violated federal antitrust laws by improperly tying the sale of wireless mobile 
devices to the sale of wireless telephone services. The complaints seek injunctive relief, treble damages, and attorneys' fees. In August 2005, the 
federal district court granted a motion for summary judgment in favor of all defendants, dismissing all claims in the federal cases except the conspiracy 
claims, which had not been the subject of the motion. The plaintiffs have appealed this ruling. The parties are engaging in limited discovery with respect 
to these remaining claims, after which the court has scheduled an opportunity for additional summary judgment motions as well as other procedural 
motions (such as class certification). The Group is continuing to defend these lawsuits vigorously. 
 
QPSX Patents 
 
        In April 2001, a third party filed suit for a permanent injunction with the District Court in Munich against the Group and another company, alleging 
that both are infringing on the plaintiff's patent by providing services using ATM technology. Because ATM technology is used in a number of products 
and services that the Group offers, an unfavorable outcome in this proceeding could have a substantial adverse effect on the Group's business. In 
June 2004 the Federal Patent Court nullified the patent. An appeal has  been lodged to the Federal Court of Justice. 
 
Reimbursement and Damages for Subscriber Data Costs 
 
        In December 2004 and January and February 2005, a number of telephone directory service providers who receive data from the Group relating to 
subscribers of voice telephony services for the purpose of providing their own directory services, filed lawsuits in the aggregate amount of approximately 
EUR 100 million, plus interest, claiming reimbursement for payments made to the Group since 1999. The plaintiffs, referring to a decision by the 
European Court of Justice, accused the Group of having included inadmissible costs in its charges for providing customer data. In August and 
September 2005, the court ordered the Group to reimburse the plaintiffs in the aggregate amount of approximately EUR 75 million, but the Group has 
lodged an appeal against this decision. One of the service providers, which was awarded approximately EUR 60 million of this amount, but which had 
claimed an additional EUR 25 million, has lodged an appeal of the lower court's decision with the Appellate Court. 
 
Damages for Lost Profits/Price Squeeze 
 
        In December 2005, a third party filed a lawsuit in the aggregate amount of approximately EUR 41.9 million, plus interest, claiming damages for lost 
profit with retail analogue access products as a result of an alleged price squeeze between the Group's wholesale tariffs for access to the local loop and 
its retail access tariffs between January 1998 and September 2003. The litigant bases its claim primarily on the E.U. Commission's decision of May 21, 
2003 against the Group for allegedly abusing its dominant position by charging its competitors and end-users unfair monthly and one-off charges for 
access to its local network. In July 2003, the Group filed a lawsuit with the Court of First Instance of the European Communities (the "Court of First 
Instance") to obtain reversal of that decision. In February 2006, the original damage claim was increased to an aggregate of EUR 223 million, 
purportedly based on a new calculation methodology used by the plaintiff, which, in the Group's view, deviates from the E.U. Commission's approach. If 
the Court of First Instance annuls the E.U. Commission's decision, the Group would expect that the basis of the litigant's damage claim will be 
undermined. 
 
Federal Republic 
 
        As previously reported, the Federal Republic has initiated arbitration proceedings against the Group for damages suffered as a result of the delay in 
the commencement of operations of the toll collection system and alleged breaches of the operating agreement. 
 
        The Federal Republic specified its claims in a statement of claims that was received on August 2, 2005. The statement of claims asserts claims for 
damages of EUR 3.51 billion plus interest (EUR 236 million through July 31, 2005) for lost revenues from September 31, 2003 through December 31, 
2004 and contractual penalties of EUR 1.65 billion, plus interest (EUR 107 million through July 31, 2005). This amount includes contractual penalties of 
EUR 1.1 billion relating to the allegation that the agreement of the Federal Republic was not sought prior to the execution of certain subcontractor 
agreements. As some of the contractual penalties are time-related and further claims for contractual penalties have been asserted by the Federal 
Republic, the amount claimed as contractual penalties may increase. 
 
        Although the outcome of these arbitration proceedings is difficult to predict, the Group believes the claims presented in the arbitration notice and 
statement of claims are unsustainable. The Group is contesting the Federal Republic's claims vigorously. 
 
(40) Disclosures on leases 
 
The Group as lessee 
 
Finance leases 
 
        Beneficial ownership of leased assets is attributed to the lessee provided that this is the party to which all the substantial risks and rewards 
incidental to ownership of the asset are transferred. The finance lease transactions of the Group are mainly related to long-term rental and lease 
agreements for office buildings. In this context, the lease term is usually up to 25 years. The agreements include extension and purchase options. The 
following table shows the net carrying amounts of leased assets capitalized in connection with a finance lease as of the reporting date. 
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Dec. 31, 2005 
 
 

  

Dec. 31, 2004 
 
 

  

Dec. 31, 2003 
 
 

  
   

  
   

of which: sale 
 and leaseback 

 
 

  
  
   

of which: sale 
 and leaseback 

 
 

  
  
   

of which: sale 
 and leaseback 

 
 

  
   

(millions of €) 
 
 Intangible assets   4  —  6  —  —  — 

Land and buildings   1,318  788  1,390  822  1,330  644 
Technical equipment and machinery   246  —  314  1  342  12 
Other equipment, operating and office equipment   36  29  43  38  51  46 
     

 
   

 
   

 
   

 
   

 
   

 
Net carrying amounts of leased assets 
capitalized   1,604  817  1,753  861  1,723  702 
     

 
   

 
   

 
   

 
   

 
   

  
        Payment obligations arising from finance leases as of the reporting date are recognized as liabilities at the present value of future lease payments. 
In subsequent years, the minimum lease payments comprising the present value and interest component must be paid to the lessor. 
 
        The following table provides a breakdown of these amounts: 
 
 
Dec. 31, 2005 
 (millions of €) 
 
 

  

Minimum lease payments 
 
 
 

  

Interest component 
 
 
 

  

Present values 
 
 
 Maturity 

 
 
 

  

 
Total 

 
 

  

of which: sale 
 and leaseback 

 
 

  

 
Total 

 
 

  

of which: sale 
 and leaseback 

 
 

  

 
Total 

 
 

  

of which: sale 
 and leaseback 

 
 within 1 year   338  105  144  74  194  31

in 1 to 3 years   576  231  298  141  278  90
in 3 to 5 years   352  203  209  130  143  73
after 5 years   2,054  1,270  813  551  1,241  719
     

 
   

 
   

 
   

 
   

 
   

 Total   3,320  1,809  1,464  896  1,856  913
     

 
   

 
   

 
   

 
   

 
   

  
Dec. 31, 2004 
 (millions of €) 
 
 

  

Minimum lease payments 
 
 
 

  

Interest component 
 
 
 

  

Present values 
 
 
 Maturity 

 
 
 

  

 
Total 

 
 

  

of which: sale 
 and leaseback 

 
 

  

 
Total 

 
 

  

of which: sale 
 and leaseback 

 
 

  

 
Total 

 
 

  

of which: sale 
 and leaseback 

 
 within 1 year   334  101  158  74  176  27

in 1 to 3 years   575  214  232  141  343  73
in 3 to 5 years   355  210  209  132  146  78
after 5 years   2,215  1,353  909  607  1,306  746
     

 
   

 
   

 
   

 
   

 
   

 Total   3,479  1,878  1,508  954  1,971  924
     

 
   

 
   

 
   

 
   

 
   

  
 

            

Dec. 31, 2003 
 (millions of €) 
 
 

  

Minimum lease payments 
 
 
 

  

Interest component 
 
 
 

  

Present values 
 
 
 Maturity 

 
 
 

  

 
Total 

 
 

  

of which: sale 
 and leaseback 

 
 

  

 
Total 

 
 

  

of which: sale 
 and leaseback 

 
 

  

 
Total 

 
 

  

of which: sale 
 and leaseback 

 
 within 1 year   394  92  155  62  239  30

in 1 to 3 years   558  161  241  123  317  38
in 3 to 5 years   333  185  176  116  157  69
after 5 years   2,222  1,239  988  609  1,234  630
     

 
   

 
   

 
   

 
   

 
   

 Total   3,507  1,677  1,560  910  1,947  767
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Operating leases 
 
        Beneficial ownership of a lease is attributed to the lessor if this is the party to which all the substantial risks and rewards incidental to ownership of 
the asset are transferred. The Group's obligations arising from non-cancelable operating leases are mainly related to long-term rental or lease 
agreements for network infrastructure, radio towers and real estate. Some leases include extension options and provide for stepped rents which are 
accounted for on a straight-line basis. The operating lease expenses recognized in profit or loss amount to EUR 1.6 billion as of the end of 2005 (2004: 
EUR 1.4 billion; 2003: EUR 1.5 billion). The following table provides a breakdown of the amounts of future operating lease liabilities: 
 
Maturity 
 
 
 

  

Dec. 31, 
2005 

 
 

  

Dec. 31, 
2004 

 
 

  

Dec. 31, 
2003 

 
 

  
   

(millions of €) 
 
 within 1 year   1,738  1,419  1,423 

in 1 to 3 years   3,195  2,393  2,409 
in 3 to 5 years   2,665  2,045  1,846 
after 5 years   12,737  9,300  9,286 
     

 
   

 
   

 Total   20,335  15,157  14,964 
     

 
   

 
   

  
The Group as lessor 
 
Finance leases 
 
        The Group acts as lessor in connection with finance leases, which mainly relate to the rental of routers. The leased assets are recognized at the 
present value of future minimum lease payments. The present value of minimum lease payments from finance leases is determined as shown in the 
following table: 

  
   

Dec. 
31, 

2005 
   

Dec. 
31, 

2004 
   

Dec. 
31, 

2003 
   

  
   

(millions of €) 
 
 

  
Total gross investment   349   170  52  
Unearned finance income   (36 ) (16) (7) 
     

 
   

 
   

 
  

Net investment in the lease   313   154  45  
     

 
   

 
   

 
  

Present value of the residual value   —   —  —  
Present value of the minimum lease payments   313   154  45  
 
 
        Total gross investment in leases and present values of minimum lease payments receivable at the respective balance sheet dates are disclosed in 
the summary below: 

  
   

Dec. 31, 2005 
 
   

Dec. 31, 2004 
 
   

Dec. 31, 2003 
 
  

 
 
Maturity 
 
 
 

  

 
 
 

Total gross 
investment 

 
 

  

Present 
value of 

minimum 
lease 

payments 
 
 

  

 
 
 

Total gross 
investment 

 
 

  

Present 
value of 

minimum 
lease 

payments 
 
 

  

 
 
 

Total gross 
investment 

 
 

  

Present 
value of 

minimum 
lease 

payments 
 
   

   
(millions of €) 

 
 within 1 year   162   143  94   85  47   41 

in 1 to 3 years   156   141  69   62  —   — 
in 3 to 5 years   29   27  7   7  5   4 
after 5 years   2   2  —   —  —   — 
     

 
   

 
   
 

   
 

   
 

   
 Total   349   313  170   154  52   45 

     
 

   
 

   
 

   
 

   
 

   
  

        Accumulated allowance for uncollectible minimum lease payments receivable was not recorded. 
 
Operating leases 
 
        The Group acts as lessor in connection with operating leases, which mainly relate to the rental of building space and radio towers. The leases have 
an average term of 8 years. The following table provides a breakdown of minimum lease payments arising from non-cancelable operating leases. The 
figures for the year under review include payments from sub-letting arrangements amounting to approximately EUR 50 million. 
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Maturity 
 
 
 

  

Dec. 
31, 

2005 
 
 

  

Dec. 
31, 

2004 
 
 

  

Dec. 
31, 

2003 
 
 

  
   

(millions of €) 
 
 within 1 year   147   130  117

in 1 to 3 years   167   131  119
in 3 to 5 years   108   84  58
after 5 years   257   189  136
     

 
   

 
   

 Total   679   534  430
     

 
   

 
   

  
(41) Stock-based compensation plans 
 
Stock option plans 
 
        The following table provides an overview of all existing stock option plans: 
 
 
 
Entity 
 
 
 

  

 
 
 

Plan 
 
 

  

 
 

Year of 
(issuance) 
 
 

  

Stock 
options 

granted (in 
thousands) 
 
 

  

 
Lock-up 
period 

(in years) 
 
 

  

 
Contractual 

term (in 
years) 

 
 

  

 
Weighted 
exercise 

price 
 
 

  

 
Share 

price at 
grant date 
 
 

  

 
Maximum 
price for 

SARs 
 
 

  

 
 
 

Notes 
 
 

  

 
Classification/ 

accounting 
treatment 

 
 Group   

SOP 2000   2000  1,024   2  5  €62.69  €60.40   
    Expired 

in 2005   Equity- settled 
    SOP 2001   2001  8,221   2 – 3  10  €30.00  €19.10           Equity- settled 
        2002  3,928   2 – 3  10  €12.36  €10.30           Equity-settled 
    SARs   2001  165   2 – 3  10  €30.00  €19.10   €50.00       Cash- settled 
        2002  3   2 – 3  10  €12.36  €10.30   €20.60       Cash-settled 
Italian 
Subsidiary 

  
SOP 2000   2000  214   2  5  €37.65  €32.87   

    Expired 
in 2005   Equity- settled 

    SOP 2001   2001  2,369   2 – 3  10  €10.35  €8.28           Equity- settled 
        2002  2,067   2 – 6  10  €10.26  €8.21           Equity- settled 
       2000  1,864   —     —  —       Expired 

in 2003 
  Equity- settled 

US Subsidiary   Acquired   2001  24,278   up to 4  max. 10  USD 15.36              Equity- settled 
        2002  5,964   up to 4  max. 10  USD 13.35              Equity- settled 
        2003  865   up to 4  max. 10  USD 12.86              Equity- settled 
      2001  5,323   up to 4  max. 10  USD 20.04              Equity- settled 
       2004  230   up to 4  max. 10  USD 19.64          Plans 

merged 
  Equity- settled 

Other   SOP 2002   2002  3,964   1 – 3  5  HUF 933 or 
HUF 950 

  HUF 833           Equity-settled 

 
        No new stock option plans have been issued since 2003. So far no expenses have been incurred for stock option plans. 
 
Supplemental disclosures on the individual plans 
 
Group 
 
2000 Stock Option Plan 
 
        In the 2000 financial year, the Group granted stock options to members of the Board of Management and senior managers of the Group and Group 
entities within and outside Germany for the first time. On July 19, 2000, the Group granted 1,023,920.54 options for the purchase of 1,023,920.54 shares 
at an exercise price of EUR 62.69 to the beneficiaries of the 2000 Stock Option Plan on the basis of the resolution adopted by the shareholders' meeting 
in May 2000. The Xetra closing price of the Group's common stock quoted at the Stock Exchange on the grant date was EUR 60.40 per share. The 
options expired on July 20, 2005. The fair value of the options was EUR 25.08 at the time they were granted. 
 
        The options would have been exercisable at the end of a two-year lock-up period if and when the absolute and relative performance targets had 
both been exceeded at least once in the period from July 20, 2002 to July 19, 2005. 
 
        Since neither of the performance targets was achieved during the term of the 2000 Stock Option Plan, the options granted were forfeited on 
July 20, 2005 without compensation. 
 
2001 Stock Option Plan 
 
        For the 2001 Stock Option Plan, the shareholders' meeting in May 2001 resolved to increase the capital stock (share capital) of the Group by EUR 
307,200,000 by issuing up to 120,000,000 new no par value registered shares. This contingent capital increase is exclusively for the purpose of allowing 
up to 120,000,000 stock options to be issued to members of the Board of Management and other executives and specialists of the Group and lower-tier 
subsidiaries as part of the Group 2001 Stock Option Plan. In accordance with the resolution passed by the shareholders' meeting, the allocation of the 
total number of options to beneficiaries is as follows: 
 

 a maximum of 15 percent to members of the Board of Management of the Group, 
 

 a maximum of 20 percent to members of the Group’s second-tier management, 
 

 a maximum of 15 percent to other executives, managers and specialists of the Group, 
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 a maximum of 15 percent to members of the boards of management of Group entities within and outside Germany, 

 
 a maximum of 35 percent to other executives, managers, and specialists of Group entities within and outside Germany. 

 
 The following conditions apply under the terms of the 2001 Stock Option Plan: 

 
        50 percent of the options granted to each beneficiary may only be exercised following the end of a lock-up period of two years, starting from the day 
on which the options are granted. The remaining 50 percent of the options granted to each beneficiary may be exercised at the earliest following the end 
of a lock-up period of three years, starting from the day on which the options are granted. 
 
        The exercise price is payable upon exercise of the options. The exercise price per share is 120 percent of the reference price. The reference price 
corresponds to the non-weighted average closing prices of Group shares in Xetra trading at the Stock Exchange over the last 30 trading days before the 
grant of the options. If the average closing price calculated by this method is lower than the closing price of Group shares in Xetra trading at the CITY E 
Stock Exchange on the grant date of the options, this closing price shall be taken as the reference price. The exercise price may not be lower than the 
notional value of one share in the capital stock (share capital). The exercise price is also the performance target. 
 
        The options may not legally be sold, transferred, pledged, or otherwise disposed of except in the event of death, in which case the options are 
transferred to the beneficiary's heirs. 
 
        The Group reserved the right, at its election, to settle the options through the payment of a cash amount (stock appreciation rights—SAR) instead of 
issuing new shares. The exercise of an SAR cancels the related option, and the exercise of an option cancels the related SAR. As of December 31, 
2005, no resolution on conversion had been passed to this effect. 
 
        On August 13, 2001, the Group granted 8,220,803 options for the purchase of 8,220,803 shares at an exercise price of EUR 30.00 to the 
beneficiaries of the Stock Option Plan on the basis of the resolution adopted by the shareholders' meeting in May 2001. The Xetra closing price of the 
Group's common stock quoted at the Stock Exchange on the grant date was EUR 19.10 per share. The reference price, based upon which the exercise 
price was calculated, was EUR 25.00. The term of the options runs until August 12, 2011. At the time they were granted, the options of the 2001 and 
2002 tranches were worth EUR 4.87 and EUR 3.79 respectively. 
 
        In the 2002 financial year, the Group granted additional stock options to certain employees. On July 15, 2002, the Group granted a further 
3,927,845 options for the purchase of 3,927,845 shares at an exercise price of EUR 12.36 to the beneficiaries of the Stock Option Plan on the basis of 
the resolution adopted by the shareholders' meeting in May 2001. The Xetra closing price of the Group's common stock quoted at the Stock Exchange 
on the grant date, based upon which the exercise price was calculated, was EUR 10.30 per share. The term of the options runs until July 14, 2012. 
 
        As of December 31, 2005, the weighted average remaining contractual life of all outstanding options from the 2001 Stock Option Plan was around 
5.9 years. 
 
        The 2004 shareholders' meeting rescinded the authorization of the Board of Management and the Supervisory Board to issue additional options for 
the 2001 Stock Option Plan, and partially canceled the contingent capital. 
 
        8,525 SARs were additionally forfeited in the year under review by employees in countries in which it was not legally possible to issue stock 
options. As of December 31, 2005, 150,785 of the SARs granted in those countries in 2001 and 2002 were still outstanding. 
 
        The table below shows the following changes in outstanding options issued by the Group: 
 

  
   

SOP 2000 
 
 

  

SOP 2001 
 
 

  

SARs 
 
  

 
Group 
 
 
 
 

  

Stock 
options 

(in thousan
ds) 

 
 
 

  

Weighted 
average 
exercise 
price (€) 

 
 
 

  

Stock 
options 

(in thousan
ds) 

 
 
 

  

Weighted 
average 
exercise 
price (€) 

 
 
 

  

 
 
 

SARs 
 
 
 

  

Weighted 
average 
exercise 
price (€) 

 
 
 Stock options outstanding at Jan. 1, 2003   994  62.69  11,964   24.22  167,920   29.73

  Granted   0  —  0   —  —   —
  Forfeited   7  62.69  196   25.89  5,360   30.00
  Exercised   0  —  0   —  —   —
Stock options outstanding at Dec. 31, 2003   987  62.69  11,768   24.25  162,560   29.72
of which: exercisable   0  —  3,964   30.00  79,976   30.00
  Granted   0  —  0   —  0   —
  Forfeited   132  62.69  223   25.18  3,250   30.00
  Exercised   0  —  101   12.39  0   —
Stock options outstanding at Dec. 31, 2004   855  62.69  11,444   24.36  159,310   29.71
of which: exercisable   0  —  9,564   26.71  158,020   29.86
  Granted   0  —  0   —  0   —
  Forfeited   855  62.69  131   24.11  8,525   28.57
  Exercised   0  —  217   12.36  0   —
Stock options outstanding at Dec. 31, 2005   Expired     11,096   24.59  150,785   29.78
of which: exercisable         11,096   24.59  150,785   29.78
Supplemental information for 2005                         
Remaining contractual life of options 
outstanding at end of period (years, 
weighted)   0     5.9      5.6     
Expected remaining life of options 
outstanding at end of period (years, 
weighted)   0     5.9      5.6     
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        The characteristics of the options outstanding and/or exercisable at the reporting date are as follows: 
 

Group 
 
 Options outstanding as of December 31, 2003 
 
 
 

  

Options exercisable as of 
December 31, 2003 

 
  

 
 
Range of exercise prices (€) 
 
 
 

  

 
 
 

Number (in 
thousands) 
 
 

  

Weighted 
average 

remaining 
contractual 
life (years) 

 
 

  

 
Weighted 
average 
exercise 
price € 

 
 

  

 
 
 

Number (in 
thousands) 
 
 

  

 
Weighted 
average 
exercise 
price € 

 
 10 – 20   3,839  8.5  12.36  —   —

21 – 40   7,929  7.6  30.00  3,964   30.00
10 – 40   11,768  7.9  24.25  3,964   30.00
 

Group 
 
 Options outstanding as of December 31, 2004 
 
 
 

  

Options exercisable as of 
December 31, 2004 

 
  

 
 
Range of exercise prices (€) 
 
 
 

  

 
 
 

Number (in 
thousands) 
 
 

  

Weighted 
average 

remaining 
contractual 
life (years) 

 
 

  

 
Weighted 
average 
exercise 
price € 

 
 

  

 
 
 

Number (in 
thousands) 
 
 

  

 
Weighted 
average 
exercise 
price € 

 
 10 – 20   3,662  7.5  12.36  1,782   12.36

21 – 40   7,782  6.6  30.00  7,782   30.00
10 – 40   11,444  6.9  24.36  9,564   26.71
        

 
Group 

 Options outstanding as of December 31, 2005 
 
 
 

  

Options exercisable as of 
December 31, 2005 

 
  

 
 
Range of exercise prices (€) 
 
 
 

  

 
 
 

Number (in 
thousands) 
 
 

  

Weighted 
average 

remaining 
contractual 
life (years) 

 
 

  

 
Weighted 
average 
exercise 
price € 

 
 

  

 
 
 

Number (in 
thousands) 
 
 

  

 
Weighted 
average 
exercise 
price € 

 
 10 – 20   3,401  6.5  12.36  3,401   12.36

21 – 40   7,695  5.6  30.00  7,695   30.00
10 – 40   11,096  5.9  24.59  11,096   24.59
 
Subsidiary  7 
 
2000 Stock Option Plan 
 
        In 2000, the Group’s Italian subsidiary granted stock options to certain employees . On July 6, 2000, the subsidiary used its authority under the 
shareholders' resolution adopted in March 2000 to grant 214,473 options for the purchase of 214,473 shares to participants at an exercise price of EUR 
37.65. The Xetra closing price of the common stock quoted at the Stock Exchange on the grant date was EUR 32.87 per share. The options expired on 
July 6, 2005. 
 
        The options would have been exercisable at the end of a two-year lock-up period if and when the absolute and relative performance targets had 
both been exceeded at least once in the period from July 7, 2002 to July 6, 2005. 
 
        Since neither of the performance targets was achieved during the term of the 2000 Stock Option Plan, the options granted were forfeited on July 6, 
2005. 
 
2001 Stock Option Plan 
 
        The shareholders' meeting on May 30, 2001 contingently increased the capital stock of the Group’s Italian subsidiary by EUR 51,000,000 for the 
2001 Stock Option Plan and authorized the Supervisory Board to issue preemptive rights to the members of the Board of Management. It also 
authorized the Board of Management to issue preemptive rights to managers below the Board of Management. These include directors, senior 
managers, selected specialists at the subsidiary, and members of the board of management, members of the management and other directors, senior 
managers, and selected specialists at Group entities in which the subsidiary directly or indirectly holds a majority shareholding. 
 
        The Stock Option Plan is structured as a premium-priced plan. The exercise price is payable upon exercise of the options. The exercise price per 
share is 125 percent of the reference price. The reference price corresponds to the non-weighted average closing price of their shares in Xetra trading at 
the Stock Exchange over the last 30 trading days before the day on which the options are granted. If the average price calculated using this method is 
lower than the closing price of the shares in Xetra trading at the Stock Exchange on the grant date of the options, this closing price shall be taken as the 
reference price. 
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        Preemptive rights were issued in annual tranches for the years 2001 and 2002. 
 
        The exercise rules specify that 50 percent of the options granted at a given date may only be exercised after a two-year lock-up—calculated from 
the grant date of the options. The remaining 50 percent of options granted at a given date may only be exercised three years after the day the options 
are granted. The options have a life of ten years from the date on which they are granted, meaning that the options granted in the first tranche in 2001 
and the options granted in the second tranche in 2002 are forfeited without replacement or compensation at the latest on August 12, 2011 and July 14, 
2012, respectively. As of December 31, 2005, the weighted average remaining contractual life of the outstanding options from the 2001 Stock Option 
Plan was 6 years. 
 
        2,369,655 options were granted in the first tranche on August 13, 2001 on the basis of the resolution adopted by the shareholders' meeting in 
May 2001. A further 2,067,460 options were granted in the second tranche on July 15, 2002. The exercise price—i.e., the performance target—is EUR 
10.35 for the first tranche (125 percent of the reference price of EUR 8.28) and EUR 10.26 for the second tranche (125 percent of the reference price of 
EUR 8.21). 
 
        The 2004 shareholders' meeting rescinded the authorization of the Board of Management and the Supervisory Board to issue additional options for 
the 2001 Stock Option Plan, and partially canceled the contingent capital II. 
 
 
                The table below shows the following changes in outstanding options issued by the Group’s Italian subsidiary: 
 

  
   

SOP 2000 
 
 

  

SOP 2001 
 
 

  

Other SOP 
 
  

 
Italian Subsidiary 
 
 
 
 

  

 
 

Stock options 
 (in thousands) 

 
 
 

  

Weighted 
 average 
 exercise 
 price (€) 

 
 
 

  

 
Stock 

options (in 
thousands) 
 
 
 

  

Weighted 
 average 
 exercise 
 price (€) 

 
 
 

  

 
 

SARs 
 (in thousands) 

 
 
 

  

Weighted 
 average 
 exercise 
 price (€) 

 
 
 Stock options outstanding at Jan. 1, 2003   209  37.65  4,415  10.31  366  0.00

  Granted   0  —  0  —  0  —
  Forfeited   88  37.65  204  10.33  3  0.00
  Exercised   0  —  26  10.35  363  0.00
Stock options outstanding at Dec. 31, 2003   121  37.65  4,185  10.31  0  —
  of which: exercisable   0  —  1,062  10.35  0  —
  Granted   0  —  0  —  Expired    
  Forfeited   4  37.65  311  10.32        
  Exercised   0  —  6  10.35        
Stock options outstanding at Dec. 31, 2004   117  37.65  3,868  10.31        
  of which: exercisable   0  —  2,893  10.32        
  Granted   0  —  0  —        
  Forfeited   117  37.65  317  10.31        
  Exercised   0  —  0  —        
Stock options outstanding at Dec. 31, 2005   Expired     3,551  10.30        
  of which: exercisable         3,518  10.31        
Supplemental information for 2005                         
Remaining contractual life of options 
outstanding at end of period (years,   0     6.0     0    
Expected remaining life of options 
outstanding at end of period (years,   0     6.0     0    
 
 
        The characteristics of the options outstanding and/or exercisable at the reporting date are as follows: 
 

Subsidary 7 
 
 Options outstanding as of December 31, 2003 
 
 
 

  

Options exercisable as of 
December 31, 2003 

 
  

 
 
Range of exercise prices (€) 
 
 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

Weighted 
 average 

 remaining 
 contractual 
 life (years) 

 
 

  

 
Weighted 
average 
 exercise 
 price € 

 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

 
Weighted 
 average 
 exercise 
 price € 

 
 10 – 20   2,152  7.6   10.35  1,062  10.35

10 – 20   2,033  8.5   10.26  —  —
10 – 20   4,185  8.0   10.31  1,062  10.35

 
Italian Subsidiary 

 Options outstanding as of December 31, 2004 
 
 
 

  

Options exercisable as of 
December 31, 2004 

 
 

 
 
 
Range of exercise prices (€) 
 
 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

Weighted 
 average 

 remaining 
 contractual 
 life (years) 

 
 

  

 
Weighted 
 average 
 exercise 
 price € 

 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

 
Weighted 
 average 
 exercise 
 price € 
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10 – 20   1,952  6.6   10.35  1,952  10.35
10 – 20   1,916  7.5   10.26  941  10.26
10 – 20   3,868  7.0   10.31  2,893  10.32

 
Italian Subsidiary 

 Options outstanding as of December 31, 2005 
 
 
 

  

Options exercisable as of 
December 31, 2005 

 
  

 
 
Range of exercise prices (€) 
 
 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

Weighted 
 average 

 remaining 
 contractual 
 life (years) 

 
 

  

 
Weighted 
 average 
 exercise 
 price € 

 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

 
Weighted 
 average 
 exercise 
 price € 

 
 10 – 20   1,769  5.6   10.35  1,769  10.35

10 – 20   1,782  6.5   10.26  1,749  10.26
10 – 20   3,551  6.0   10.30  3,518  10.31
 
US Subsidiary 
 
Plans issued by the Group’s US subsidiary 
 
        Before its acquisition on May 31, 2001, the Group’s US subsidiary had granted stock options to its employees. On May 31, 2001, as a consequence 
of the acquisition, all unvested, outstanding options of the subsidiary’s employees were converted from subsidiary  options into Group options at a 
conversion rate of 3.7647 per unvested, outstanding subsidiary option. The shares linked to these options are administered in a trust deposit account 
that has been established for the benefit of holders of the subsidiary stock options. The exercise price for each Group ordinary share corresponds to the 
applicable exercise price per ordinary share divided by 3.7647. Furthermore, no more options will be granted under any other US subsidiary stock option 
plans. 
 
        At December 31, 2002, 25.0 million shares were available for outstanding options for the 1999 Management Incentive Stock Option Plan (MISOP), 
which was changed as a consequence of the acquisition on May 31, 2001. The MISOP provides for the issue of up to 8 million Group ordinary shares, 
either as non-qualified stock options or as incentive stock options, plus the number of ordinary shares deliverable upon the exercise of the US Subsidiary 
rollover options in accordance with the Agreement and Plan of Merger between the Group and the Group’s US subsidiary. The vesting period and option 
terms relating to the option plan are determined by the MISOP administrator. The options typically vest for a period of four years and have a term of up 
to ten years. 
 
        The plan has now expired and no more options can be issued. A total of 13,848 thousand were still outstanding at December 31, 2005. 
 
 
        The table below shows the following changes in outstanding options issued by the Group’s US subsidiary: 
 
  
 

     
 
 
 
 
 
 

  

Stock options 
 (in thousands) 

 
 
 
 

  

Weighted 
 average 
 exercise 

 price (USD) 
 
 

  
Stock options outstanding at Jan. 1, 2003   24,980  16.41  
  Granted   1,715  12.86  
  Forfeited   1,865  21.34  
  Exercised   3,709  4.20  
Stock options outstanding at Dec. 31, 2003   21,121  17.95  
of which: exercisable   11,756  17.88  
Plans merged from Jan. 1, 2004           
  Outstanding   22,539  17.90  
  Granted   230  19.64  
  Forfeited   1,626  24.19  
  Exercised   3,627  6.75  
  Expired   0  —  
Stock options outstanding at Dec. 31, 2004   17,516  19.68  
of which: exercisable   13,048  20.93  
  Granted   0  —  
  Forfeited   1,771  24.51  
  Exercised   1,897  8.94  
  Expired   0  —  
Stock options outstanding at Dec. 31, 2005   13,848  20.36  
of which: exercisable   12,455  21.15  
Supplemental information for 2005           
Remaining contractual life of options outstanding at 
end of period (years, weighted)   8.8     
Expected remaining life of options outstanding at end 
of period (years, weighted)   4.1     
 
        The characteristics of the options outstanding and/or exercisable at the reporting date are as follows: 
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US Subsidiary 
 
 Options outstanding as of December 31, 2003 
 
   

Options exercisable as of 
December 31, 2003 

  
 
Range of exercise prices 
(USD) 
 
 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

Weighted 
average 

 remaining 
 contractual 
life (years) 

 
 

  

 
 

Weighted average 
 exercise price 

 USD 
 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

 
 

Weighted average 
 exercise price 

 USD 
 
   0.02 –  7.60   3,600  4.2  2.79  2,840  2.79

  7.61 – 15.20   7,673  7.3  12.22  2,551  11.00
15.21 – 22.80   58  5.8  17.50  58  17.50
22.81 – 30.39   8,604  6.3  26.30  5,412  26.88
30.40 – 38.00   1,186  6.1  30.97  895  30.97
  0.02 – 38.00   21,121  6.4  17.95  11,756  17.88
 
 

Options outstanding as of December 31, 2004 
 
   

Options exercisable as of 
December 31, 2004 

  
 
Range of exercise prices 
(USD) 
 
 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

Weighted 
average 

 remaining 
 contractual 
life (years) 

 
 

  

 
 

Weighted average 
 exercise price 

 USD 
 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

 
 

Weighted average 
 exercise price 

 USD 
 
   0.02 –  3.79   1,061  3.5  2.33  1,061  2.33

  3.80 –  7.59   695  4.5  5.03  695  5.03
  7.60 – 11.39   1,067  3.5  8.16  912  8.00
11.40 – 15.19   4,974  7.2  13.27  1,902  13.29
15.20 – 18.99   41  4.7  17.04  42  17.04
19.00 – 22.79   194  8.8  19.78  14  20.04
22.80 – 26.59   4,043  6.1  23.25  3,062  23.26
26.60 – 30.39   3,937  5.1  29.48  3,864  29.53
30.40 – 34.19   1,201  5.3  31.03  1,193  31.03
34.20 – 38.00   303  5.1  37.05  303  37.05
  0.02 – 38.00   17,516  5.4  19.68  13,048  20.93
      

 
 
 Options outstanding as of December 31, 2005 
 
   

Options exercisable as of 
December 31, 2005 

  
 
Range of exercise prices 
(USD) 
 
 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

Weighted 
average 

 remaining 
 contractual 
life (years) 

 
 

  

 
 

Weighted average 
 exercise price 

 USD 
 
 

  

 
 
 

Number 
 (in thousands) 

 
 

  

 
 

Weighted average 
 exercise price 

 USD 
 
   0.02 –  3.79   759  3.5  2.38  759  2.38

  3.80 –  7.59   407  3.5  5.00  407  5.00
  7.60 – 11.39   787  2.5  8.20  745  8.06
11.40 – 15.19   3,677  6.2  13.28  2,363  13.31
15.20 – 18.99   38  3.7  17.14  38  17.14
19.00 – 22.79   92  7.6  19.55  55  19.77
22.80 – 26.59   3,455  5.2  23.25  3,455  23.25
26.60 – 30.39   3,332  4.3  29.50  3,332  29.50
30.40 – 34.19   1,074  4.4  31.01  1,074  31.01
34.20 – 38.00   227  4.1  37.03  227  37.03
  0.02 – 38.00   13,848  4.9  20.36  12,455  21.15
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Mid-Term Incentive Plan (MTIP) / Long-Term Incentive Plan (LTIP) 
 
Group  
 
Mid-Term Incentive Plan 2004/2005 
 
        In the 2004 financial year, the Group introduced its first Mid-Term Incentive Plan (MTIP) to ensure competitive total compensation for members of 
the Board of Management, senior executives of the Group, and other beneficiaries, mainly in the United States and the United Kingdom. The MTIP is a 
global, Group-wide compensation instrument for the Group that promotes mid- and long-term value creation in the Group, and therefore combines the 
interests of management and shareholders. 
 
        The MTIP 2004 came into effect in 2004; the MTIP 2005 came into effect in 2005. The plans each have a term of three years. The intention is to 
launch the plan annually on a revolving basis for 5 years. A decision will be made each year on whether to re-launch the plan, as well as on the specific 
terms of the plan, in particular the performance targets. On account of its rolling issuance, implemented for the first time in 2005, the MTIP takes the 
form of a compensation component with long-term incentives. The plans have maximum budgets of EUR 80 million and EUR 83 million, respectively. 
The proportionate amount to be expensed and recognized as a provision at each balance sheet date is calculated based on a Monte Carlo simulation. 
 
        The MTIP is a cash-based plan. A certain amount is earmarked as an award to the beneficiaries by the respective employer, and this amount is 
paid out to the beneficiaries at the end of the plan, subject to the achievement of the two previously defined performance targets. 
 
        MTIP 2004 and MTIP 2005 are pegged to two equally weighted, share-based performance parameters—one absolute and one relative. If both 
performance targets are achieved, then the total amount of the award is paid out; if one performance target is achieved, 50 percent of the amount is paid 
out, and if neither performance target is achieved, no payment is made. 
 
        The absolute performance target is achieved if, at the end of the individual plans, the Group's share price has risen by at least 30 percent 
compared with its share price at the beginning of the plan. The benchmark for the assessment is the non-weighted average closing price of the Group 
shares in Xetra trading at the CITY E Stock Exchange during the last 20 trading days prior to the beginning and end of the plan. The starting price for the 
MTIP 2004 is EUR 14.08 per Group share. Consequently, the performance target is achieved if an average share price of at least EUR 18.30 is reached 
during the defined period prior to the end of the plan. For MTIP 2005, the relevant starting price is EUR 16.43, and the absolute performance target EUR 
21.36. 
 
        The relative performance target is achieved if the total return of the Group’s shares has outperformed the Dow Jones Euro STOXX Total Return 
Index on a percentage basis during the term of the individual plan. The benchmark is the non-weighted average of the Group’s shares (based on the 
Xetra closing prices of the Group’s shares) plus the value of dividends paid and reinvested in the Group’s shares, bonus shares etc., and the non-
weighted average of the Dow Jones Euro STOXX Total Return Index during the last 20 trading days prior to the beginning and end of the plan. The 
starting value of the index for the MTIP 2004 is 317.95 points; for the MTIP 2005 358.99 points. The starting value of the total return of the Group’s 
shares corresponds to the share price prior to the beginning of the plan (EUR 14.08 for the MTIP 2004, and EUR 16.43 for the MTIP 2005). 
 
        The ambitiousness and strategic relevance of the performance targets are reviewed and adjusted if necessary prior to each new rolling issue of the 
MTIP. The nature or thresholds of the performance targets cannot be changed once the plan has begun. 
 
        At the end of the term of the individual plans, the General Committee of the Group's Supervisory Board will establish whether the absolute and 
relative performance targets for the Board of Management have been achieved. Based on the findings of the Supervisory Board General Committee, the 
Board of Management will establish whether the target has been achieved for the Group as a whole and will communicate this decision. Once it has 
been established that one or both targets have been achieved, the payment will be made to the beneficiaries. 
 
US Subsidiary  
 
Mid-Term Incentive Plan 2004/2005 
 
        The US Subsidiary's MTIP is based on the same terms and conditions as the Group's MTIP. 
 
Long-Term Incentive Plan 2004/2005 
 
        In addition to the aforementioned terms and conditions of the Group's MTIP, the US Subsidiary has issued a performance cash plan as a Long-
Term Incentive Plan (LTIP) that is aimed at the top management, from the vice presidents upwards. Additional customer growth and profit targets have 
been agreed for this group of persons on the basis of the company's 2003 figures. The achievement of the performance targets is evaluated at the end 
of every year, starting from 2004; payments have been made from 2004. 
 
UK SUBSIDIARY 
 
Mid-Term Incentive Plan 2004/2005 
 
        The UK Subsidiary's MTIP is also based on the same terms and conditions as the Group's MTIP. In addition to the two performance targets in that 
plan, however, the UK Subsidiary has introduced a third target for a defined group of participants which is based on the cash contribution (EBITDA 
before investments in intangible assets and property, plant and equipment). The third performance target can generally only be achieved after the two 
other performance targets have been achieved. 
 
        The following table provides an overview of the effects on the balance sheet in the 2005 and 2004 financial years: 

  
   

2005 
 
 

  

2004 
 
 

  
   

(millions of €) 
 
 

  
(millions of €) 

 
 Provisions (at end of period)   39  18

Personnel costs   30  24
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(42) Risk management and financial derivatives 
 
Principles of risk management 
 
        The Group is exposed in particular to risks from movements in exchange rates, interest rates, and market prices that affect its assets, liabilities, and 
forecast transactions. Financial risk management aims to limit these market risks through ongoing operational and finance activities. Selected derivative 
and non-derivative hedging instruments are used for this purpose, depending on the risk assessment. However, the Group only hedges the risks that 
affect the Group's cash flows. Derivatives are exclusively used as hedging instruments, i.e., not for trading or other speculative purposes, although not 
all have been accounted for as hedges. To reduce the credit risk, hedging transactions are generally only concluded with leading financial institutions 
whose credit rating is at least BBB+/Baa1. In addition, the credit risk of financial instruments with a positive fair value is minimized by way of limit 
management, which sets individualized relative and absolute figures for risk exposure depending on the counterparty's rating. 
 
        The fundamentals of the Group's financial policy are established each year by the Board of Management and overseen by the Supervisory Board. 
Group Treasury is responsible for implementing the finance policy and for ongoing risk management. Certain transactions require the prior approval of 
the Board of Management, which is also regularly briefed on the extent and the amount of the current risk exposure. 
 
        Treasury regards effective management of the market risk as one of its main tasks. The department performs simulation calculations using different 
worst-case and market scenarios so that it can estimate the effects of different conditions on the market. 
 
Currency risks 
 
        The Group is exposed to currency risks, for example from its investing, financing, and operating activities. Risks from foreign currencies are hedged 
to the extent that they influence the Group's cash flows. Foreign currency risks that do not influence the Group's cash flows (i.e., the risks resulting from 
the translation of assets and liabilities of foreign operations into the Group's reporting currency) are generally not hedged, however, the Group may 
nevertheless also hedge this foreign currency risk under certain circumstances. 
 
        Foreign-currency risks in the area of investment result, for example, from the acquisition and disposal of investments in foreign companies. The 
Group hedges these risks. If the risk exceeds EUR 100 million, the Board of Management must make a special decision on how the risk shall be 
hedged. At the reporting date, the Group was not exposed to any significant risks from foreign-currency transactions in the field of investments. 
 
        Foreign-currency risks in the financing area are caused by financial liabilities in foreign currency. Treasury hedges these risks as far as possible. 
Cross-currency swaps and currency derivatives are used to convert financial obligations denominated in foreign currencies into the Group entities' 
functional currencies (euro, U.S. dollar and British pound sterling). 
 
        At the reporting date, the foreign-currency liabilities for which currency risks were hedged mainly consisted of bonds and medium-term notes in 
Japanese yen, sterling, and Polish zlotys. Intragroup loans in foreign currencies are principally hedged by way of forward transactions. On account of 
these hedging activities, the Group was not exposed to any significant currency risks in the area of financing at the reporting date. 
 
        The individual Group entities predominantly execute their operating activities in their respective functional currencies. This is why the assessment of 
the Group's exchange-rate risk from ongoing operations is low. Some Group entities, however, are exposed to foreign-currency risks in connection with 
scheduled payments in currencies that are not their functional currency. These are mainly payments to international carriers for the provision of 
subscriber lines for the international calls of the Group's customers in Germany, for the procurement of handsets, and for international roaming. The 
Group uses currency derivatives or currency options to hedge these payments up to a maximum of one year in advance. On account of these hedging 
activities, the Group was not exposed to any significant currency risks from its operating activities at the reporting date. 
 
        For the presentation of market risks, IFRS 7 requires sensitivity analyses that show the effects of hypothetical changes of relevant risk variables on 
profit or loss and shareholders' equity. In addition to currency risks, the Group is exposed to interest rate risks and price risks in its investments. The 
periodic effects are determined by relating the hypothetical changes in the risk variables to the balance of financial instruments at the reporting date. It is 
assumed that the balance at the reporting date is representative for the year as a whole. 
 
        Currency risks as defined by IFRS 7 arise on account of financial instruments being denominated in a currency that is not the functional currency 
and being of a monetary nature; translation-related risks are not taken into consideration. Relevant risk variables are generally non-functional currencies 
in which the Group has financial instruments. 
 
        The currency sensitivity analysis is based on the following assumptions: 
 
        Major non-derivative monetary financial instruments (liquid assets, receivables, interest-bearing securities and/or debt instruments held, interest-
bearing liabilities, finance lease liabilities, liabilities arising from ABS transactions, non-interest-bearing liabilities) are either directly denominated in the 
functional currency or are transferred to the functional currency through the use of derivatives. Exchange-rate fluctuations therefore have no effects on 
profit or loss, or shareholders' equity. 
 
        Non-interest-bearing securities or equity instruments held are of a non-monetary nature and therefore are not exposed to currency risk as defined 
by IFRS 7. 
 
        Interest income and interest expense from financial instruments are also either recorded directly in the functional currency or transferred to the 
functional currency by using derivatives. For this reason, there can be no effects on the variables considered in this connection. 
 
        In the case of fair value hedges designed for hedging currency risks, the changes in the fair values of the hedged item and the hedging instruments 
attributable to exchange rate movements balance out almost completely in the income statement in the same period. As a consequence, these financial 
instruments are not exposed to currency risks with an effect on profit or loss, or shareholders' equity either. 
 
        Cross-currency swaps are always assigned to non-derivative hedged items, so these instruments also do not have any currency effects. 
 
        The Group is therefore only exposed to currency risks from specific currency derivatives. Some of these are currency derivatives that are part of an 
effective cash flow hedge for hedging transactions are based affect the hedging reserve in shareholders' equity and the fair value of these hedging 
instruments. Others are currency derivatives that are neither designated as an effective hedge as defined in IAS 39 nor part of a natural hedge. These 
derivatives are used to mitigate the risks arising from certain planned transactions. Exchange-rate fluctuations of the currencies, on which such financial 
instruments are based, affect other financial income or expense (net gain/loss from remeasurement of financial assets to fair value). 
 
        If the euro had been 10 percent stronger (weaker) against the U.S. dollar at December 31, 2005, the hedging reserve in shareholders' equity and in 
the fair value of the hedging transactions would have been EUR 68 million higher (lower). 
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        If the euro had been 10 percent stronger (weaker) against all currencies at December 31, 2005, other financial income and the fair value of the 
hedging transactions would have been EUR 3 million lower (higher). The hypothetical effect on profit or loss of EUR -3 million results from the currency 
sensitivities EUR/USD: EUR +6 million; EUR/CZK: EUR -2 million; EUR/SKK: EUR -3 million; EUR/GBP: EUR -4 million. 
 
Interest rate risks 
 
        The Group is exposed to interest rate risks, mainly in the euro zone, in the United Kingdom, and in the United States of America. To minimize the 
effects of interest rate fluctuations in these regions, the Group manages the interest rate risk for net debt denominated in euros, U.S. dollars and sterling 
separately. Once a year, the Board of Management stipulates the desired mix of fixed-and variable-interest net financial liabilities for a future period of 
three years. Taking account of the Group's existing and planned debt structure, Treasury uses interest rate derivatives to adjust the interest structure for 
the net financial liabilities of the composition specified by the Board of Management payment fluctuations resulting from exchange rate movements in 
accordance with IAS 39.. 
 
        Due to the derivative hedges, an average of 67 percent (2004: 76 percent) of the net financial liabilities in 2005 denominated in euros, 80 percent 
(2004: 84 percent) of those denominated in sterling, and 85 percent (2004: 86 percent) of those denominated in U.S. dollars had a fixed rate of interest. 
The average value is representative for the year as a whole. 
 
        Interest rate risks are presented by way of sensitivity analyses in accordance with IFRS 7. These show the effects of changes in market interest 
rates on interest payments, interest income and expense, other income components and, if appropriate, shareholders' equity. The interest rate sensitivity 
analyses are based on the following assumptions: 
 
        Changes in the market interest rates of non-derivative financial instruments with fixed interest rates only affect income if these are recognized at 
their fair value. As such, all financial instruments with fixed interest rates that are carried at amortized cost are not subject to interest rate risk as defined 
in IFRS 7. 
 
        In the case of fair value hedges designed for hedging interest rate risks, the changes in the fair values of the hedged item and the hedging 
instrument attributable to interest rate movements balance out almost completely in the income statement in the same period. As a consequence, these 
financial instruments are also not exposed to interest rate risk. 
 
        Changes in the market interest rate of financial instruments that were designated as hedging instruments in a cash flow hedge to hedge payment 
fluctuations resulting from interest rate movements affect the hedging reserve in shareholders' equity and are therefore taken into consideration in the 
equity-related sensitivity calculations. 
 
        Changes in market interest rates affect the interest income or expense of non-derivative variable-interest financial instruments, the interest 
payments of which are not designated as hedged items of cash flow hedges against interest rate risks. As a consequence, they are included in the 
calculation of income-related sensitivities. 
 
        Changes in the market interest rate of interest rate derivatives (interest rate swaps, cross-currency swaps) that are not part of a hedging 
relationship as set out in IAS 39 affect other financial income or expense (net gain/loss from remeasurement of the financial assets to fair value) and are 
therefore taken into consideration in the income-related sensitivity calculations. 
 
        Currency derivatives are not exposed to interest rate risks and therefore do not affect the interest rate sensitivities. 
 
        If the market interest rates had been 100 basis points higher (lower) at December 31, 2005, profit or loss would have been EUR 158 million lower 
(higher). The hypothetical effect of EUR -158 million on income results from the potential effects of EUR -132 million from interest rate derivatives and 
EUR -26 million from non-derivative, variable-interest financial liabilities. 
 
Other price risks 
 
        As part of the presentation of market risks, IFRS 7 also requires disclosures on how hypothetical changes in risk variables affect the price of 
financial instruments. Important risk variables are stock exchange prices or indexes. 
 
        As of December 31, 2005, the Group did not hold any material investments to be classified as available for sale. 
 
Credit risks: 
 
        The Group is exposed to a credit risk from its operating activities and certain financing activities. With regard to financing activities, transactions are 
only concluded with counterparties that have at least an investment-grade credit rating, in connection with an operational credit management system. At 
the level of operations, the outstanding debts are continuously monitored in each area, i.e., locally. Credit risks must be taken into account through 
allowances. 
 
        In the course of ABS transactions, receivables from the bulk business are managed separately. A security margin is provided as a cash reserve for 
the credit risk. The percentage of the provision for the credit risk has been statistically proven to be stable. A statement of the actual loan losses is 
prepared periodically and any excess payments to the cash reserve are refunded. 
 
        The solvency of the business with key accounts, especially international carriers, is monitored separately. In terms of the overall risk exposure from 
the credit risk, however, the receivables from these counterparties are not so extensive as to justify extraordinary concentrations of risk. 
 
        The maximum exposure to credit risk is represented by the going concern values of the originated loans and receivables that are carried in the 
balance sheet, including derivatives with positive market values. 
 
        At the reporting date there were no significant global offsetting agreements that reduce this risk, nor were there any significant financial guarantees 
for third-party obligations that increase this risk. 
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Hedge accounting: 
 
Fair value hedges 
 
        To hedge the fair value risk of fixed-interest liabilities, the Group used interest rate swaps and forward interest rate swaps (receive fixed, pay 
variable) denominated in EUR, GBP, and USD in the 2005 and 2004 financial years. Fixed-income bonds denominated in EUR, GBP, and USD were 
designated as hedged items. The changes in the fair values of the hedged items resulting from changes in the Euribor, USDLibor or GBPLibor swap rate 
are offset against the changes in the value of the interest rate swaps. The aim of this hedging is to transform the fixed-income bonds into variable-
interest debt, thus hedging the fair value of the financial liabilities. Credit risks are not part of the hedging. 
 
        The effectiveness of the hedging relationship is prospectively tested using the critical terms match method set out in IAS 39.AG 108. An 
effectiveness test is carried out retrospectively at each reporting date using the dollar-offset method. This method compares past changes in the fair 
value of the hedged item expressed in currency units with past changes in the fair values of the interest rate swaps expressed in currency units. The 
changes in the fair value of the two transactions are calculated on the basis of the outstanding cash flows at the beginning and end of the test period and 
are adjusted for accrued interest. All hedging relationships were effective within the range of the ratios of the two past changes in value (between 80 and 
125 percent) as specified in IAS 39. When the effectiveness was being measured, the change in the credit spread was not taken into account for 
calculating the change in the fair value of the hedged item. For fair value hedges entered into from 2005, the effectiveness of the hedging relationship is 
tested by means of statistical methods using a regression analysis. This involves defining the performance of the hedged item as the independent 
variable and the performance of the hedging transaction as the dependent variable. A hedging relationship is classified as effective, when R 2  > 0.96 
and, depending on the actual realization of R 2 , factor b has a value between -0.85 and -1.17. All hedging relationships, with their effectiveness having 
been tested using statistical methods, were effective at the reporting date. 
 
        As the list of the fair values of derivatives in the following section shows, the Group had designated interest rate derivatives in a net amount of EUR 
149 million (2004: EUR 91 million) as fair value hedges at December 31, 2005. The remeasurement of the hedged items results in gains of EUR 
68 million being recorded in other financial income in the 2005 financial year; the changes in the fair values of the hedging transactions result in losses of 
EUR 67 million being recorded in other financial income. 
 
Cash flow hedges—USD 
 
        In 2005 and 2004, the Group designated some "forward purchase U.S. dollar/sell in EUR" currency derivatives as cash flow hedges to hedge the 
amount translated into EUR payable for contractually fixed payments denominated in U.S. dollars. 
 
        These are hedges of unrecognized firm commitments against foreign currency risks arising from spot rate changes. The hedged items designated 
in 2005 and 2004 were highly probable U.S. dollar payments for software licenses. 
 
        The following table shows the contractual maturities of the payments, i.e., when the hedged item will affect profit or loss: 
 

Nominal amount millions of USD 
 
   

Maturity 
 
 10   Jan. 15, 2006 

  8   Feb. 1, 2006 
10   Jan. 15, 2007 
  8   Feb. 1, 2007 
10   Jan. 15, 2008 
  8   Feb. 1, 2008 
54     

 
        Additionally, the Group in 2005 entered into hedges of future interest payments denominated in U.S. dollar resulting from recognized liabilities 
against foreign currency risks arising from spot rate changes. The hedged items designated were interest payments from bonds denominated in U.S. 
dollars. 
 
        The following table shows the contractual maturities of the payments, i.e., when the hedged item will affect profit or loss: 
 

Nominal amount millions of USD 
 
   

Maturity 
 
 165   Jun. 15, 2006 

159   Dec. 15, 2006 
  19   Jun. 15, 2007 
411   Dec. 17, 2007 
754     

 
        The objective of this hedging is to eliminate the risk from payment fluctuations as a result of exchange rate movements. 
 
        The effectiveness of the hedging relationship is calculated prospectively using the critical terms match method set out in IAS 39.AG 108. An 
effectiveness test is carried out retrospectively using the cumulative dollar-offset method. For this, the changes in the fair values of the hedged item and 
the hedging instrument attributable to spot rate changes are calculated and a ratio is created. If this ratio is between 80 and 125 percent, the hedge is 
effective. 
 
        In the 2005 financial year, gains totaling EUR 106 million (2004: losses of EUR 8 million) resulting from the change in the fair values of currency 
derivatives were taken directly to equity (hedging reserve). These changes constitute the effective portion of the hedging relationship. Gains amounting 
to EUR 29 million and losses amounting to EUR 1 million recognized in shareholders' equity in 2004 were transferred to other financial income/expense 
in the 2005 financial year. The Group expects that, within the next 12 months, gains recognized in equity in the amount of EUR 28 million will be 
transferred to the income statement when payments are made. There was no material ineffectiveness of these hedges recorded as of the balance sheet 
date. 
 
        As the list of the fair values of derivatives in the following section shows, the Group had designated currency forwards with a negative fair value of 
EUR 32 million (2004: EUR 17 million) as cash flow hedges at December 31, 2005. 
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Cash flow hedges—GBP 
 
        To hedge future interest payments from syndicated loans of a notional GBP 500 million, the Group also designated some "pay-fixed, receive-
variable GBP interest rate swaps" as cash flow hedges in 2005 and 2004. These are hedges of variable-interest payments from recognized liabilities 
against interest rate risks. The hedged items designated were variable interest payments (reference interest rate: GBP6MLibor) from the syndicated 
loans. The aim of the hedge accounting is to transform the variable-interest borrowing into fixed-interest borrowing; credit risks do not form part of the 
hedge. 
 
        In the 2005 financial year, gains of EUR 2 million (2004: EUR 0.6 million) resulting from the change in the fair values of interest rate derivatives 
were recognized in shareholders' equity (hedging reserve). These changes constitute the effective portion of the hedging relationship. Losses of EUR 10 
million recognized in shareholders' equity were transferred to the income statement in the 2004 financial year. In 2005, the cash flow hedge was 
discontinued and losses amounting to EUR 3 million were transferred from equity to other financial income or expense since the hedged item had 
ceased to exist. There was no ineffectiveness of this hedge recorded at the balance sheet date. 
 
        As the list of the fair values of derivatives in the following section shows, the Group had designated interest rate swaps with a negative fair value of 
EUR 5 million as cash flow hedges at December 31, 2004. 
 
Net investment hedge 
 
        The Group hedged repayable preferred stock of the US Subsidiary amounting to USD 5,000 million against foreign currency risks in 2005 and 2004 
using fixed-income USD bonds and currency derivatives. The interests in the US Subsidiary (hedged item) constitute a net investment in a foreign 
operation. The aim of the hedging is to eliminate the risk from a potential repayment of the interests resulting from exchange rate fluctuations. 
 
        The effectiveness of the hedging relationship is tested using prospective and retrospective effectiveness tests. In a retrospective effectiveness test, 
the changes in the fair value of the USD bonds since the inception of the hedge resulting from spot rate changes are compared with the proportionate 
changes in the value of the interests due to changes in the spot rate. The prospective effectiveness test is performed using the critical terms match 
method set out in IAS 39.AG 108. As both the nominal volumes and the currencies of the hedged item and the hedging transaction are identical, a highly 
effective hedging relationship is expected. 
 
        In 2005 losses from spot rate changes of the USD bonds of EUR 584 million (2004: gains of EUR 302 million) were taken directly to equity (hedging 
reserve). The USD bonds designated as hedging instruments for net investment hedges had a market value of EUR 4,945 million at the reporting date 
(2004: EUR 4,227 million). 
 
        Furthermore, loans amounting to a nominal volume of USD 4,030 million were designated as hedging instruments in the 2005 financial year as part 
of the hedging of the net investment in the US Subsidiary. The prospective and retrospective effectiveness was determined in line with the method 
described above. Losses of EUR 59 million (hedging reserve) were charged to equity in connection with this hedge; this amount will be transferred to 
other financial income or expense upon discontinuation of the hedged item. This hedge was de-designated as of April 30, 2005. 
 
Derivatives 
 
        The following table shows the fair values of the various derivatives carried. A distinction is made depending on whether these are part of a hedging 
relationship as set out in IAS 39 (fair value hedge, cash flow hedge, net investment hedge) or not. Other derivatives can also be embedded (i.e., a 
component of a composite instrument that contains a non-derivative host contract). 
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 Assets             

Interest rate swaps             
- held for trading   205  275  212
- in connection with fair 
value hedges   151  92  194
- in connection with cash 
flow hedges         20

Currency 
forwards/currency swaps             
- held for trading   18  12  27
- in connection with net 
investment hedges      1  3
Cross- currency swaps 
held for trading   53  14  18

Embedded derivatives   18  2  1
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Interest rate swaps             
- held for trading   311  396  478
- in connection with fair 
value hedges   2  1  3

- in connection with cash 
flow hedges      5  15



74 

Currency 
forwards/currency swaps             

- held for trading   14  175  111
- in connection with cash 
flow hedges   32  17    

Cross- currency swaps 
held for trading   308  564  727

Other derivatives             

- embedded   11      

- held for trading      1   
 
(43) Related party disclosures 
 
        The Federal Republic is both a direct and an indirect shareholder and holds 37.49 percent of the share capital of the Group. As the Federal 
Republic represents a solid majority at the shareholders' meeting despite its minority shareholding due to the average attendance of the shareholders' 
meeting, the Group is a dependent company of the Federal Republic. Therefore, the Federal Republic and the companies controlled by the Federal 
Republic are classified as related parties of the Group. 
 
Related individuals 
 
        No major transactions took place between the Group and persons in key management positions, including close members of their families. 
 
(44) Events after the balance sheet date 
 
Medium-term notes issued by Financing Subsidiary 
 
        The Group issued two medium-term notes (MTN) of EUR 500 million each through its Dutch financing subsidiary. An MTN that will mature in three 
years was issued on January 25, 2006 with a fixed coupon of 3 percent. A variable-interest MTN that will mature in 3.5 years was issued on February 9, 
2006; its coupon will be calculated each quarter based on the three-month Euribor rate. The proceeds of the two medium-term notes will help to maintain 
general liquidity. 
 


