In 1998 Dewsche Telekom s share of Josses from investments in companies accounted for using the equity
method. including risk provisions for write-downs of equity book values and related goodwill amortization.
decreased by EUR 396 million. In 1998. Deutsche Telekom's share of loss related 1o Atlas (through which
Deutsche Telekom and France Telecom held their 1nterests in Global One} amounted to EUR 221 million.
EUR 33 million more than in 1997 The combined effect of this increased loss and the absence of Further write-
downs of Atlas’ equity book value increased losses by EUR 23 million. In 1998, Deutsche Telekom's Asian
Ventures. paruicularly TRI. Asiacom and Satelindo, generated |osses from financial activities of

EUR 171 million. a decrease of EUR. 295 million from the 1997 level. The 1998 decrease in loss from financial
activities includes principally a EUR 44 million decrease in nonscheduled goodwill amortization, a

EUR 37 million decling in sk provisions (net) for the write-down of equity bock values and a

EUR 145 million decrease in proportionate losses. By reducing the equity book value of these ventures to

EUR 143 mullion by vear-end 1998. Deutsche Telekam had reduced 115 risk exposure with respect 1o its Asian
ventures significantly. Outside of Asia, risk provisions of EUR 30 million which Deutsche Telekom made in
previous vears with respect 10 its mvestments in DETECON Deutsche Telepost Consulting GmbH and EUCOM
Gesellschafi fiir Telekommunikations-Mehrwendienste mbH were reversed in 1998 and no funther losses were
incurred. The combined positive effect on results relaied 1o companies accounted for under the equity method
amounted to EUR 71 million.

Taxes
The following 1able presents information conceming income taxes and other laxes.

Yeag cinded

Decomber 31
1393 jsak  jogy

(milBons ol earn)
BB BRSO e R 1380 2477 1.512
Othertaxes .. ... .. R B e e L S 90 _177 332
Taxes.. , - e LA 1654|844

Incomne taxes decreased in 1999 but increased in 1998 In each vear, changes in income taxes correlated with
changes in income before Laxes. Fi urthermore, income taxes reflect differences in accounting and valuation
between the statements for financial reporung purposes and the statements for tax purposes. The decrease in
other taxes in 1999 rasuited pnmarily from a refund of wage taxes withheld in a prnor peried and a reversal of

wis no longer imposed in 15998,

Deutsche Telekom's effective income tax rate {income 1axes as a percentage of pre-1ax income) was
approximalely 48 percent in 1999, 50 percent in 1998 and 44 percent in 1997, The statutory income tax rate for
Deutsche Telekom was approximalely 52 percent in 1999 and 57 percent in 199§ and 1997, including
corporate income laxes (assuming that earmings are not distributed), trade income taxes (using 3 German
mauonal average rate) and the solidarity surcharge on corporate income Lax (Solidaritdtszuschiag). The
differences between the statutory rate and the effective rate relate primarily to the lower income tax rate of

30 percent on the propased dividend of EUR 1.9 billion for 1999 and the dividend of EUR 1.7 billion for each
of 1998 and 1997, differentials of tax rates on income taxable outside of Germany, temporary differences and
Insses for which deferred taxes are not recorded under German GAAP, and, in 1997, tax effects resulling from
the restructuring of companies

Liquidity and Capital Resources

The following 1able provides information concermung Deutsche Telekom 's cash flows.




Year eniled
December 31,
1999 1998 1997
(millivne nf earo)
Net cash provided by operating activities ., o e S5H8 13491 11576
Net cash used for investing activities .. (18684 (7311 (5400
et cash provided by (used for) financing activities ... ... cee 1985 (6.797)  (T.035)
Effect of foreign exchange rate changes on cash and cash equivalents {33} & {3}
Net decrease in cash and cash equivalents (1)...... LL186) _(B11) (866}
Cash and cash equivalents, at beginning of vear....... . ... . . . canee 2064 2.B7H 3,741
Cash and cash equivalents, atend of vear. . .. ..o H78 2064 2875

(1) Cash and cash equivalents include cash and shoni-term investments with ori ginal matunties of three
months ar less.

Liguidin

Vet Cash Provided by Operating Activities, Deutsche Telekom's primary source of liquidity s cash generated
from operations. Net cash provided by operating activities decreased by EUR 3.9 billion in 1999 primartly as a
result of a decline in net income, which was particularly driven by the decline in revenues from fixed line
telephone communications. [n addition, net cash from operating activities has been negatively affected by a
change in working capital, increased tax payments in excess of taxes recognized in the statement of income and
expenditures relating to Deutsche Telekom’s second public offering of shares in 1999 The change in working
capital was particularly influenced by an increase in receivables, which was partially offset by an increasz in
liabilities

In 1998, net cash provided by operating activities increased by EUR 1.9 billion as compared (o the prior vear
The increase was in pan attributable 10 a higher inflow of cash from net revenues. Net cash provided by
Operating activities was also favorably influenced by the change in the ratio of non-cash expenses for income
taxes and income tax pavments. With other non-cash items decreasing to a greater extent than net income
increased. net cash provided by operating activities benefited from declines in accounts receivable and increases
in accounts pavable. In addition, reduced cash outflows for interest pavments coupled with higher cash inflows
from interest earnings contributed 1o the increase in net cash provided by operating activities.

Net Cash Used For Investing Activities. Cash used for investing activities consists of net changes in
lemporary cash mvestments (i.e., securities with a maturity of over three months) and other cash used for
investing activities such as capital expenditures. acquisitions and proceeds from sales of assets,

T3
k) 1998
[medlitons of eura)
Net change in short-tenm investments ... ....._..........o.o.oooioii . 2328 (701 1,729
Other cash used for investing activities .. .. e QLOIY (68100 (7133
Net cash used for investing activities (18.684) (2.511) (S404)

In 1999, 4 net amount of EUR 2.3 bullion of short-term investments was redeemed, resulting in a net cash
inflow from short-term investments. In 1998, Deutsche Telekom dediceied a net amount of EUR 0 7 billion of
cash to short-term investments,

Other net cash used for investing activities increased by 200 percent from 1998 1o 1999 An increase of

EUR 13 4 millicn in investments in subsidianes, associated companics and related compames, principally due
1o the acquisition of interests in max.mobil. and One 2 One, together with an increase in capital expenditures
from EUR 4.8 billion in 1998 to EUR 6.0 billion 1n 1999, accounted for a substantial majority of the increase in
other net cash used for investing activities in 1999 The increase in capital expenditures resulted primarily from
increased expenditures of T-Mobil for mobile network equipment and from the inclusion of capital
expenditures of max mobil. and One 2 One in Deutsche Telekom's consolidated financial statements for the
first ume 1n 1999 For further information in this regard, see “—Capital Expenditures and Investments.”

Other cash used for investing activities declined from 1997 1o 1998, primarily as a result of a decrease in
capital expenditures that was due to the completion of the digitization of Deutsche Telekom's network at the
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end of 1997 [n 1997 and 1998, cash was used for investments in noncurrent secunties and invesiments in Jaim
ventures and third party telecommunications companies.

Net Cash Provided By (Used For) Financing Activities. Net cash provided by financing activities increased
to EUR 8 0 billion in 1999. which represents a cash inflow of EUR 10.6 billion frem Dewsche Telekom 's (994
public offering of shares. EUR 1.7 billion used for pavment of dividends relating to the 1998 financial vear and
a net amount of EUR 0.9 billion used for retirement of indebledness. EUR 0.9 billion of indebredness wis
retired prior to maturity in 1999, Although a net cash outflow relating to retirement of indebtedness occurred in
1999, net indebtedness in the balance sheet increased by EUR 2.4 billion during 1999 due 1o the assumption of
indebtedness in connection with acquisitions made in that vear, which did not have an impact on cash flows
from financing activities.

in 1998, Deutsche Telekom reduced its outstanding debt by EUR 5.0 billion. In addition. Deutsche Telekom
paid dividends in an aggregate amount of EUR | 8 billion in 1998 relating to the 1997 financial vear. which for
the first time included dividends paid by MATAV.

As in 1998, the change in net cash provided by (used for) financing activities in 1999 includes the effect of the
cash inflow of EUR | billion from bonds issued by Deutsche Telekom from a debut benchmark bond issue.

Capital Resources

At December 31. 1999, Deutsche Telekom had commitied short-term credit facilities of EUR 8.3 bilhon. The
interest rates for these facilities range from 5.5 percent 1o 6.0 percent or are set at the daily interbank rate plus
0.25 percent. Deutsche Telekom expects to renew these facilities annually At December 31, 1999, these eredit
lines had been drawn upon in the amount of EUR 3.5 billion, At December 31, 1999, medium ferm notes in thé
amount of EUR 358 million were outstanding, of which EUR 51 million expire in 2000 and the remaining
EUR 307 million have maturities ranging from 2001 to 2009, At December 31, 1999, these medium ferm notes
bore intetesl at an average effective rate 6.5 percent.

As of December 31, 1999, EUR 318 billion of Deutsche Telekom's liabilities were guaranteed by the Federal
Republic. Indebiedness incurred by Deutsche Telekom since the beginning 1995 is no longer guaranteed by the
Federal Republic, as described above under the heading “Relationship with the Federal Republic—Federal
Republic Guaraniees”,

Deutsche Telekom believes that its bank facilities, together with its liquid assets, are sufficient to meet its
present working capital needs, Deutsche Telekom may incur additional indebtedness in connection with the
implementation of its internationalization strategy. In addition, Deutsche Telekom may incur new debi 1o
refinance existing debt. Financing and refinancing conditions will depend principally upon future market
conditions, Deutsche Telekom's rating as a debtor and its future prospects. See “—“Quantitative and
Qualitative Disclosures About Market Risk” for a presentation of scheduled maturities of Deutsche Telekom's
indebtedness as of December 31, 1999, Debt of EUR 8.9 billion {including Habilities to banks) will reach
maturity in 2000. For the longer term, Deutsche Telekom is seeking to establish a capital structure consisting of
approximaiely 40 percent equity, 40 percent debt and 20 percent accruals. Deutsche Telekom may face
increased cash requirements, which exceed internal cash flow, (o support its growth in the global markets and
its evolution toward being a telematics services provider, and may consider capital-raising measures in this

regard,
Capital Expenditures and Investments

The following table provides information concerning capital expenditures and investments in subsidiaries,
associated companies and related companies as well as proceeds from sale of non-current assels:
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Year ended Year ended

December 31, December 51,
1999 oo L1997 19991998 |9OM(90T

(millhoms of eurs) (%a change}
Capnal expenditores.... ... . s 914 RO 6,791 247 {29 4)
I SIS .o et S 16,113 2.7 &l 1896 .1
Proceeds from sale of non-current assets (LT3 (715 (3% 50.1 173
O i i, e e s (21 1 (130 (3000 (108
Net cash used for investing activities(1).................... - 2L012 6810 7033 8.5 (4.5)

(1) Excluding net change in shon-term investments

Capital Expenditures

The following table provides information concerming Deutsche Telekom's capital expenditures and percentage
changes in them. Other capital expenditures include mtangible assets, other equipment. plant and office
equipment as well as advance pavments and construction in progress

Vear ended
December J1, B]]
lo9y 1998 1997 | 99)99R

ﬂﬂqdm) % change)
2,576 2,318 4.268 97 [45.0)
547 283 03 BR9 424
&4 223 313 632 {28 8)
i rs i s R L3 LDOT 288 (3.8}
Total capital expenditures. : 5274 4791 5791 24.7 (19.5)

In 19949, the increase in capital expenditures for fixed networks was due to intensified capital expenditures on
switching and transmission equipment. Capital expenditures on mobile networks reflect the increased number
of subscribers of T-Mobil, resulting in additions to transmission cquipment. The newly acquired companies 2
One 2 O and max.mobil. contributed significantly 1o capital expenditures on mobile networks. Other capital
expenditures increased primarily due to the fee that the Regulatory Authonity required Deutsche Telekom to pay
in October 1999 for telephone number blocks allocated 10 Deutsche Telekom prior to January 1, 1998,

In 1998, the decrease in capital expenditures reflects the completion of the digitization of switching and
iransmission equipment. Capital expenditures on technical assets and equipment for the fixed and mobile
networks accounted for approximately 55 percent of total capital expendires in 1998, with investments in
telephone network and switching equipment both accounting for approximately 12 percent. [nvestments in
assets other than technical assets and equipment accounted for the remaining 45 percent. These included
capial expenditures for intangible assets of EUR 0.5 billion. which related primarily 1o software,

In 2000, Deutsche Telekom plans to dedicate EUR 1.5 billion fo iis fixed telephone network. Within this
amount, capital expenditores of EUR 400 million relate 1o the expansion of the number of I[SDM channels in
the national network, EUR 500 million is to be devoted to improvements of the international and national
network and EUR. 500 million is planned for the expansion of its Internet platform. Additionally, Deutsche
Telekom plans to dedicate capital expenditures of approximately EUR 804 millicn to the expansion of the
capacity of its mobile network. In the event that Deutsche Telekom is successful in bidding for UMTS licenses,
significant further investments will be necessary over the next VEars,

Imvesiments

Investments in subsidiaries, associated companies and related companies made in 1999 totaled

EUR 16 | billion. Deutsche Telekom's investments in fully consolidated companies (prncipally One 2 One,
max.mobil. and SIRIS) account for EUR 12.6 billion of this total. A further EUR 1.2 billion relate to equity
investments in HT — Hrvatske telekomunikacije d d , Croatia, which accounted for EUR 0 & billion, and in
Sprint and Atlas/Global One, each of which accounted for EUR 0.2 billion. A loan of EUR 0.2 billion was
granted 10 DETECON, an associated company. Deutsche Telekom invested a further EUR. 1.3 billion in other
investment securities, of which EUR 1.0 billion was invested in fixed-income securities issues and

EUR 0.3 bullien in specialized security funds (mainly fixed Funds).
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Investments in subsidianes. associated companies and related companies made in 1998 totaled EUR 2.7 billion.
Deutsche Telekom AG invested an additional EUR 0.6 billion in fixed-income securities (annuity funds). mixed
funds and equity investment funds. with the chject of enhancing income from medium- and long-lerm reserves.
Atotal of EUR 1.9 billion was invested in associated and related companies Among the equity investments
made was the purchase of a 2 percent interest in France Telecom for EUR 1.2 billion, Other companies in
which Deutsche Telekom made equity investments were Atlas/Glebal One with EUR 240 million. the Jouni
venture Wind S.p. A, ltalv, with EUR 77 million. the Isracli company VocalTee Comnwunications Lid with
EUR 46 mullion, the satellite company SES Socigté Européenne des Satellites 5.A. with EUR 174 million and
Sprint with EUR 38 mullion. Deutsche Telekom also granted a boan of EUR 111 million to DETECON. an
associated company

Expenditures for further selective expansion into international markets are expected fo constiluie a greater
share of total investment activity over the next few years. [n line with its sirategy for growth, Deutsche Telekom
continuously evaluates potential acquisitions and business opportunities and will make investmenis on a
selective basis where they maich Deutsche Telekom's strategic plans. Going forward. Deutsche Telckom
imends to emphasize acquisitions which allow 1t 1o exercise a degree of conirol over the companies in which it
invests, and which are within its four strategic growth areas: mobile telecommunications, data communications,
consumer Internet and network access.

Preparation for the euro and the Year 2000
Euro

The euro was introduced in the Federal Republic on January 1, 1999, To meel customer expectations and
comply with legal requirements, Deutsche Telekom in 1997 initiated a project armed at making its processes.
support systems and applications compatible with the curo on a tumely and efficient basis. The euro project _
group coordinates and controls the transition process for the Deutsche Telekom group. It supports the differemt
departments in identifying the processes and systems 1o be modified and in planning appropriate measures. The
euro project group also sets the framework within which Deutsche Telekom's subsidiaries proceed with their
transition to the euro,

Deutsche Telekom plans 1o use the euro as its general billing currency and 10 modify its general terms and
conditions for doing business accordingly starting in January 2002. Until then, Deutsche Telekam will issue its
invoices denominated in DM or ewro with convenience translations into the other currency, depending an the
preference of the customer. The implementation of the euro for all of Deutsche Telekom's internal and exiernal
accounting systems is scheduled o be completed by 2001.

Deutsche Telekom estimates 1ol expenditures of EUR 140 million for its euro compliance program.
Mpodification costs for system adjustments will be expensed as incurred. [n 1999, Deutsche Telckom spent
approximately EUR 35 million on its ¢ure compliance activities. For 2000, Deutsche Telekom expects further
costs of approxamately EUR 40 mullion.

Preparing for the Year 2000

Deuatsche Telekom successfully completed its Year 2000 readiness work and passed through the January 1,
2000 and leap year rollover event while encountering no material outages or business interruptions that affected
customers. From the inception of Deutsche Telekom’s Year 2000 readiness program in 1997 through December
31, 1999, Deutsche Telekom incurred costs of approximately EUR 134 million of costs associated with the
program. Deutsche Telekom expects to spend a further EUR 5 million for completion of the project.

German GAAP Compared to U.S, GAAP

Under U.5. GAAP, Deutschie Telekom's net income was EUR 1.5 billion in 1999, EUR 2.2 billion in 1998 and
EUR 1.3 hillion in 1997, compared to EUR 1.3 billion in 1999, EUR 2.2 billion in 1998, and EUR 1.7 billion
in 1997 under German GAAP. Under US. GAAP, shareholders’ equity was EUR 37.6 billion at December 11,
1999 and EUR 26.9 billion at December 31, 1998, compared to EUR 35.7 billion at December 31, 1999 and
EUR 25 | billion at December 31, 1998 under German GAAP. Differences result primarily from the different
treatment of VAT, capitalization of software costs, the employes share purchase plan, personnel restructuring
and other accruals, termination of interest rate swaps and financial instruments, income taxes and share
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offenng costs. See note 36 1o the consolidated (inancial statements. In addition. sharcholders’ equity also
reflects differences in market value adjustments.

New Accounting Pronouncements

Various new accounting standards affecting Deutsche Telekom s financial statements under U 8. GAAP have
been adopted. as described in note 40 to the consohidated financial statements.

ITEM YA—QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Disclosures about Market Risk

Deutsche Telekom is exposed to interest rate, foreign exchange rate and equity price risk associated with
underlving assets, liabilities and anticipated transactions. Following the evaluation of these positions, Deutsche
Telekom selectively enters inlo derivative financial instruments 1o manage the related risk exposures. These
contracts are enfered into with major financial institutions, thereby minimizing the risk of credit loss. The
activities of the Deutsche Telekom central treasury are subject 1o policies approved by senior management,
These policies address the use of derivative financial instruments, including the approval of counterpartics,
setung of limits and invesiment of excess liquidity. Deutsche Telekom's policy is to hold or issue dervative
financial instruments for purpeses other than trading.

Deutsche Telekom regards effective market risk systems as an imporiant element of its treasury function and is
currently enhancing its systems. The risk analysis, which is based on the market middle price, follows the
recommendations of the Basel committee bank supervisory boards. The central treasury function, operating as .
a service center. also supplies financial services to Group companies appropriate (o their requirements and local
Circumstances. -

The following discussion and tables, which constitute forward-looking statements that imvolve risk and
uncertainties. summanze Deutsche Telekom's market-sensitive financial instruments including fatr value,
maturity and contract terms.  These tahles address market risk only and do not present other risks which
Dreutsche Telekom faces in the normal course of business, including country risk, credit risk and legal nsk.

fnterest Rate Risk

Deutsche Telekom's major market risk exposure arises from changing interest rates, primarily in the European
Union. An increase in interest rates reduces the fair value of Deutsche Telekom's debt portfalio, which is
primarily of a fixed interest nature. Dentsche Telekom uses interest rate swaps, forward rate agreements,
swaptions and futures contracts 1o diversify funding, reduce interest rate volatility on certain debt isses and
investments, and manage its interest expense by achieving a balanced mixture of floating and fixed rate debt
Under interest rate swaps, Deutsche Telekom agrees with other parties to exchange, at specified intervals, the
difference between fixed-rate and floating-rate amounts calculated by reference to an agreed notional principal
amount. Swaptions entitle the purchaser to require the counterparty to enter an interest rate swap at specified
terms. Deutsche Telekom restrictively sells swaptions 1o improve interest income. Interest rate caps require
Deutsche Telekam to pay, or entitle Deutsche Telekom to receive, the excess of 2n agreed upon rate over a
reference interest rate, Futures contracts require Deutsche Telekom to paiy or 1o receive lnsses or gains arising
on movements in the quoted contract price during the period before delivery.

The following tables summanize the nominal and fair values, maturity and contract terms of the interest rate
sensitive financial instruments that were held by Deutsche Telekom at December 31, 1999,

103




-

December 31, 1999
Assets and related derivative instruments subject to interest rate risk

Manurities
FAIR
1000 oMt zez 003 2004 Thereafler TOTAL VALUE

(i millions of raroe)
ASSETS
Orher long-term lnams
Fised rads.. .. e s e ({1 4 162 1n2 133 2 [ 447 M7
Avernge IRt ratle [Ma) e 695 6.93 695 693 593 6.95 ]
‘Yarahle rate e 180 . o K : 180 ]
AVETARE MLETesT fale (AN 1), o
Dther imvestmerts m non-<urmend securlien 1358 174 191 104 . - 2027 2.204
Interest instrument imvestment porifche o Mole (5 535 503 450 . -
Orbher mvesiments m marketable sccurilies
Fomdmbec o el e S S 71 166 257 I3 01 alG 1723 1,728
Avirg ieresleat (YNZ) 82 5.5 &3] £39 335 415
Ligquisl aaseta
Fuoed rmte DB, FUR, EME. ... oo o mrmosoms s s snssias s 7 . % . - i 7 ur
Aversge imerest rate (Ya}2) . L T H - . - - 117
Fized iz UUSS ... .. EERHAT 1o - - " " - log 1]
AveTage imlees] rae (MaN1) 547 . - - - - 347
Fimd e GBP 2 196 . = . - - I96. 1%
Avenge imteremtete (1 %30 5 : . t > 520
Vamabie rale DA, EUR. EMS 3 - - - . X, ]
Average mierest rale (") R S 176 - . - - . 175
Vanabie rate 1155 179 - - - - 179 173
Averags mterest rale (%) 174 - - . - - iT4
Variable rate GEP 3 . . = = - 3 i
Average inleres rate [*4) 415 . - - - - 215
EUR wnterest rale swaps
Recarve fixed, pav vaRabled) e - - . 200 - - - Apey 1oy
Average receive rate (%3 - : # 37 - . - T
EUR FRAs sold
Contract amounrt.............. | 0y . . - . . 1000 (4)
Average rate (%5} 12t 5 = - - - in
[nterest rate futurss bought
50% contracts with ELR 100,000 nominsl valos ... ., -] . . - - . 51 4]
At o T e R S ld 1 3 ! . - - " 104,15
i1y The inlerest rale terms for & months LIBOR plus 0,3,
(2}  Weighted average rates of the porifiolio at the period end
13} Weighted averags sstilement rales applicable 1o the coment serilement period. B
{4} Represents notional amoums
{5} The inlerest rate berms for these investments {mainly mvestment funde and musxed funds) are not svailable.
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December 31, 1999
Liabilities and related derivative instruments subject to interest rate risk

Msturities
FAIR

1000 01 3002 103 2004 Thereafer TOTAL VALLE
(i muilbions of eoroe)

3984 5316 TET4 1557 9.1R0 1726 31747 36M
ERT 797 JFoz s125 738 157 .54

950 H - i N £ 1.040 L
515 = - 461 - 300 539

Liabifities 1o banks

Fined rate. . i s e A e e e e i) e A 237 119 &7 313 TEd i 1) 5T
Avergs Mtllm:f‘il‘]j e 3ITa T9E 710 682 TH3 469 47

Variable rate[4) 430 1607 0 T4 48 20 LE4T 387 18

AVEAGE TSN o 499 630 M8 WS WT SM 6D

EUR Forward forward depasit

Average rate (M) o

EUR mierest rate swaps
Recerve vaniabbe, pay fed.... ... 5 . 1m0 1% s L334 1892 4D
Averagepayrate a2y - - 320 48T 543 163 3,57

Average recetve rale (3aK2) - - 349 293 3l 340 3136

EUR mnterest raie swaps

Recerve fixed, pay varisbie(}) s, T R D = e 561 2518 3a
Aversge oy rie (M) 29 33w . 2 34 126

63 435 47 - - 500 4GB

Average ceceive rate (K2).

GBP interest rate swap
Receive varable, pay fised.. ... .o . - 13l 1,008 HE - LT 20
Avarage PRy AR (NIED - .o e s e . - B3 637 IR - &3

- - 1583 - - - 133 4
. = 3%3 - - - 1K}

GBP sntevest rate caps {cullm}pm:h.ud
Comsact ameunt.... .., i S * - 302 O - - 82 ]

T S - - B TS B E ¥2

LSS micresi rale swaps

Receive vanable, pay finsd(3) L s = 50 50 - 114 424 17
Average pay rate (%N2) S e < 613 1B : 613 611

Aversge receive rats ("ENT) . - 614 4R . 605 601

USE imterest rate swaps
Recelve fooed, payvariable(3) . ... . . ’ © o e, o oo e
Average pay ruis (%N2) - G4 558 . 6.05 a1

Aversge recenve mle (%N2)

e e o TR bbb b 8

Ciroms coprensy inlerest raie PR
Recerve fined GRD, pay vanable DM.... ... SRS
Average pay rute (%6¥2)
Average recerve rale (a2 ..

- g L] Fi ] - - TG L
SR 5 S b W - - 3z

= 9T RO R - - B9

Receive fixad U'SD, pay variable EUR . - ’ = & 49 4 3
dverage pay rale (%4)2) E - - - - - 681 6.8
Average receive rale (YaX2h e o T T 465 465

(13 Weighted average rates of the portfolio st U period snd

(3} Weighied average setilomend rales applicable 1o the currem settlement period.
(3) Represents roUonal wmoants,

(4)  Consiste manly of debt denominated in GBP.
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Foreign Exchange Rate Risk

Deutsche Telekom conducts its business primanly in Germany and. therefiore. its cash flows have been
pamarily denominated in euros. Deutsche Telekom is exposed to foreign exchange risk related to foreign
currency denominated liabilities. international participations and anticipated foreign exchange pavments,

These liabilities relate primarily 1o foreign currency denominated debl of group companies. Anticipated foreign
exchange pavments, representing & substantial sum. relate primarily to expense payments, principally o
international third party telecommumications carmiers. and capital expenditures. Based on Deutsche Telekom's
estimate of future foreign exchange rates. it enters inio foreign currency forward exchange contracts to reduce
fluctuations in foreign currency cash flows related to these anucipated payments. There can be no assurance
that actual pavments will conform to Deutsche Telekom's expectations or to histarical pavment patierns

The table below provides information about foreign currency derivative instruments. The on balance sheet
foreign currency positions are indicaled in the interest rate tables. Deutsche Telekom has entered into
dertvative instruments in connection with anlicipated setlement pavments o international third party carmers.
In addition, in connection with the purchase and financing of One 2 One, Deutsche Telekom has entered into
forward sales of GBP (see below) in order to hedge in pant the foreign exchange nsk.

December 31, 1999
Derivative instruments subject to foreign exchange risk

—  lwturities =
M _—
1000 200] Z0OF 1003 iid Thevestey JOTAL VALUE
{in millions of eurs) {in ruillions of euro}
Foreign currency forward exchange contracts '
Buy LSS/ sell EUR ...t eensms e rens sses vemss : 5 - - - - - 5 I
Average contractual exchange rate (EURUSS). . ... 109 - - - . - L9 !
DL LIS R by B R oo s i smacnsiaans 1,039 - - - - - LD3%  (L05)
Average contractual exchange rate (EURUSS) ... LIL - - - - - L1
Sell GBP/ buy EUR oo, 7,066 - - - - = 706 (151)
Average contractual exchange rate (EUR/GBPY .. ... ... 0.54 - - - - - bad
SOl I e B S I - B . - 145 (2
Average contractual exchange rate (HUF(USS) ..., 1.57 - - - - = 157
Cross currency inferest rale swaps
Receive fixed GRD, pay vanable DM ... ... ... : - 10 18 28 - - 16 8]
Average pay rate (%)(1) ..o, R A o . - 312 312 311 - - 312
Average receive T (Y1) i, L = 97 903 811 - - 8.96
Receive fixed USD, pay variable EUR ... .. ... . .. . - . - - - 45 49 2
Averagepayrate (%X1) . ... ... ... - - - - - 68 &8l
Average receive rate (Y1) ............. T 465 465

(1} Weighted average settlement rates applicable to the current settlement period.
Equity Price Risk

Deutsche Telekom continuously cvaluates invesimen: opportunities with a view to'enhancing its return on
excess liquidity, while mamntaining a diversified portfolio. The table below presents the cost and fair vaiue of
those marketable equity securities comprising mixed and cquty funds held by Deutsche Telekom at December
31, 1999 which are sensitive 1o changes in equity prices. The securities are carried at cost.

Dece 3
Assets ubject to equity
price risk
_Cost  Faif Value
{in millions of ewre)
Other investments in non=current securities
Equity investmem portfolio ..., R S T GRS 888

The fair value of debt and investments which are publicly traded, primarily bonds and debentures, is estimated
based on quoted market prices at vear end. The book values of commercial paper, liabilities to banks and other

108

1




liabilities approximate their fair values. The nel carrying amounts of liquid assets reflect reasonable estimates
of fair value due (o the relatively shon period to maturity of the instruments.  The fair value of off-balance sheet
financial instruments generally reflects the estimated amourt Deusche Telekom would receive or pav 1o
lerminate the contracts at the reporung date. thereby taking into account the current unrealized gains and losses
of open contracis. The estimated fair values of derivatives used 1o hedge or modify Deutsche Telekom's risk
will vary substantially with future changes in interest rates or with fluctuations in forsign exchange rates. These
fair values should not be viewed in isolation. but rather in relation to the fair values of the underlving hedged
transactions and the overall reduction in Deutsche Telekom's exposure to adverse fluctuations in interest and
foreign exchange raies

Changes in market risk exposure compared io 1998

The reduction of the fixed rate bonds by approximately 12 percent to EUR 31.7 billion accordingly reduces the
fair value risk resulting from potential changes in interest rates  Deutsche Telekom's foreign exchange
exposure did not matenally change compared to 1998 Deutsche Telekom faces an increased equity price risk
related to its imvestment in mixed and equity funds which increased by EUR 147 million in 1999 to EUR 685
million. For a summanized comparison of the nominal amounts, book values and market valoes of financial
instruments and other information relating to those instruments, see note 33 (o the consolidated financial
stalcments.

ITEM 10—DIRECTORS AND OFFICERS OF REGISTRANT
General

A5 required by the German Stock Corporation Act, Deutsche Telekom has a iwo-tier board system consisting of
3 Board of Management and a Supervisory Board. The Board of Management is responsible for managing
Deutsche Telekom and representing Deutsche Telekom in its dealings with third parties, while the Supervisory
Board appeints and removes the members of the Board of Management and oversees the management of
Deutsche Telekom. Since |998, the Supervisory Board is required to review not only the annual financial
statements of Dewische Telekom AG but also the consolidated financial statements, The official auditer is

engaged by the Supervisory Board.

Under the German Stock Corporation Act, the Supervisory Board is not permitted to make management
decisions. Pursuant 1o the Articles of Association of Deutsche Telekom and the By-laws (Geschdftsordnung) of
the Board of Management, the Board of Management must obtain the consent of the Supervisory Board for
certain actions, including acquisitions or dispositions of real property having a value of more than EUR 25
million, acquisitions or dispositions of equity investments, the appointment of members of the Sopervisory
Board or other bodies having supervisory functions of direct or indirect subsidiaries with a share capital of
more than EUR 2.5 million or an annual turnover of more than EUR 25 million, and actions concerning the
corporate structure or the strategy of Deutsche Telekom. In addition, under the German Stock Corporution Act,
the Supervisory Board is authorized to subject other actions of the Board of Managememnt (o its consent.

The Board of Management is required to ensure that adequate risk management and internal monitoring
svstems exist in the company, The Board of Management has to submit regular reports on the operations and
fundamental planning of Deutsche Telekom to the Supervisory Board. The Supervisory Board is also entitled
to request special reports at any time. The German Stock Corporation Act prohibits simultaneous membership
on the board of management and the supervisory board of a company.

Both the members of the Board of Management and the members of the Supervisory Board owe a duty of
lovalty and care to Deutsche Telekom. In carrving out their duties, members of both the Board of Management
and the Supervisory Board must exercise the standard of care of a prudent and diligent businessman. The
interests of Deutsche Telekom are deemed 1o include the interests of the sharsholders, the interests of the work
foree and, to some extent, the common interest, and both the Board of Management and the Supervisory Board
must take all these interests into account when taking actions or decisions.  Although there s no explicit
obligation to act solely in the interests of shareholders, the Board of Management is required to respect their
rights 1o equal treatment and equal information.

Under German law, shareholders, like other persons, are prohibited from using their influence on Deutsche
Telekom to cause a member of the Board of Management or the Supervisory Board 1o act in a way that is
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harmful to Devtsche Telekom. A controlling enterprise may not cause Dentsche Telckom 1o take measures that
are unfavorable to Dentsche Telekom unless any resulung disadvaruage is compensated. An individual
shareholder or any other person exerting influence on Deutsche Telekom to cause a member of the Board of
Management or of the Supervisorv Board or holders of special proxies (Prokuristen or
Hundlungshevollmdchtigre) 10 act in a way that is unfavorable 1o Deutsche Telekom or its shareholders is liable
for damages to Deutsche Telekom and its shareholders. Board members who have neglected their duties in
laking the actions are likewise jointly and severally liable for damages

As a general rule under German law, a shareholder has no direct recourse against the members of the Board of
Management or the Supervisorv Board in the event that they are beheved to have breached a duty to Deutsche
Telekem. Only Deutsche Telekom has the right to claim damages from the members of the two Boards.
Deutsche Telekom may only waive such damages or settle such claims if at least three vears have passed and if
the sharcholders so approve at a shareholders’ meeting with a simple majority of the votes. provided that the
oppesing shareholders do not held. in the aggregate, one tenth or more of the nominal share capital of Deutsche
Telekom and do not formally express their oppasition at the sharcholders' meeting by having their opposition
noied in the minutes of the meeting maintained by a German notary (Norar).

Board of Management

Pursuant 10 Deutsche Telekom's Articles of [ncorporation, the Supervisory Board determines the size of the
HBoard of Management, subject to the requirement that the Board of Management must have at least two
members. The Supervisory Board may appoint a Chairman of the Board of Management as well as a Deputy
Chairman,

The members of the Board of Management are appointed by the Supervisory Board for a term of up 1o five
vears. Thev may be re-appointed or have their lerm extended for one or mare terms of up to five years. Under
cenain circumstances. such as a matenal breach of duty or a bona fide vote of no confidence by the :
shareholders. a member of the Board of Management may be removed by the Supervisory Board prior 1o the
expiration of such term. A member of the Board of Management mav not deal with, or vote on, matiers
relating to proposals, arrangements or contracts between himself and Deutsche Telekom.

The Board of Management takes action by simple majority unless otherwise provided by law. In the event of a
deadlock, the Doard of Management member in whose area of responsibility the resolution falls has a deciding
Viote.

For a list of the members of the Board of Management, their ages and their responsibilities, the dates of their
appoiniment and brief biographical information, see the information set forth under the heading "The Board of
Mansgement of Deutsche Telckom AG in 1999/2000" on pages 6 and 7 of the 1999 Annual Report, which
nformation is incorporated herein by reference. The members of the Board of Management may be reached at
Deutsche Telekom's registered address.

Dr. Joachim Kréske, Chief Financial Officer and Chief Accounting Officer, resigned from the Board of
Management of Dewmsche Telekom AG. His position was filled by Dr. Karl-Gerhard Eick with effect from
January 1, 2000,

The members of Deutsche Telekom's Board of Management owned a total of approximately 4,200 Deutsche
Telekom shares as of March 31, 2000,

Supervisory Board

In accordance with the German Stock Corporation Act, the Supervisory Board of Deutsche Telekom consists of
twenty members, ten of whom represent the sharcholders and ten of whom represent the emplovess. Members
of the Supervisory Board may be elected for a term of up to five vears. The Supervisory Board members
representing the shareholders are elecied at the annual shareholders’ meeting.  Most of the current Supervisory
Board members representing employees were elected on October 2, 1997 by the employees in accordance with
the provisions of the Co-Determination Act of 1976 (Afitbestimmungsgesets) In this election procedure,
employees elect ten representatives made up of workers, regular emplovees, senior management employees and
thre union representatives. Under Postreform 11, cavil servants. who are not covered by the Co-Determination
Act, are included in these groups according to their cccupations for purposes of these clections.
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A member of the Supervisory Board elected by the sharcholders may be removed by the shareholders bva
majonty of the voies cast at the annual shareholders meeung. A member of the Supervisory Board elected by
the emplovees mayv be removed by a majority of at least three quarters of the votes cast by the relevant class of
emplovees.

If a member of the Supervisory Board resigns ahead of time. it is possible under the Act for a new member o be
dppointed. in urgent cases. by courn.

The Supervisory Board elecis a Chairman and a Deputy Chairman from among s members:. in the event that a
majority of two thirds of the members of the Supervisory Board is not achieved. the sharcholder representatives
elect the Chairman and the emploves representatives elect the Deputy Chairman

The Supervisory Board must meet at least four times per calendar vear. To achieve a quorum, at least ten of the
members of the Supervisory Board must be present or cast their voles in writing. Except in situations in which
a dufferent majority is required by law, the Supervisory Board takes decisions by simple majority of the votes
cast. If, in the event of a deadlock, a second vote again results in a tie. the Chairman of the Supervisory Board
can cast a deciding vote.

The Supervisory Board has formed several committees including a mediation committee, a personnel
commitiee. a committee for extraordinary matiers and a presiding committee, All committess have an equal
number of shareholder representatives and employee representatives. The Chairman of the Supervisory Board
is the chairman of the mediation commuttee and the presiding commitiee where he has the deciding vole in case
ofatic In the other commitiees, the chairman does not have the deciding vote in case of a tie. The chairman
of the personnel committee is a representative of the emplovees.

The first election of shareholder representatives 1o the Supervisory Board 100k place at the sharcholders' _
meeting in July 1996. Since then, further clections have taken place 1o fill vacancies of the Supervisory Bourd.
The 1erms of office of the shareholder representatives will expire at the end of the shareholders’ meeting at
which the shareholders discharge the Supervisory Board members in respect of the financial vear 2000, which
is expected 1o occur in 2001, The terms of office of the emplovee representatives on the Supervisory Board
cxpire in 2002 upan the election of new emplovee representatives in accordance with the Co-Determination
At

For a list of the members of the Supervisory Board, the vears of their appointment and their principal
vecupations, see the information set forth under the heading “The Supervisory Board of Deutsche Telekom AG
in 1999" on page 10 of the 1999 Annual Repor, which information is incorporated herein by reference.

Veronika Altmever resigned from the Supervisory Board as of March 28, 1999, Her position was filled by
Ridiger Schulze on the basis of a court order with effect as of March 29, 1999. He was elected as Vice
Chairman of the Supervisory Board with effect from April 13, 1999

Al the annual shareholders' meeting of Deutsche Telekom held on May 27, 1999, Rainer Funke, Prof, Dr. Peter
Glotz, Dr -Ing. Paul Kriiger and Dr. Claus Noé resigned from their Supervisory Board positions and were
replaced by Hans W. Reich, Bernhard Walter, Dr. Hans-Dietrich Winkhaus and Prof. Dr. Heribert

Zitzelsherger.

Maud Pagel resigned from the Supervisory Board as of May 31, 1999 Her position was filled by Waltraud
Litzenberger with effect from June 1, 1999,

Reinhard Ahrensmeier resigned from the Supervisory Board as of February 29, 2000, His position will be filled
by Rainer Koch in April, 2000 on the basis of a court order,

Michael Ben resigned from the Supervisory Board as of March 31, 2000. The annual sharehoider's mesting
held on May 25, 2000 will elect a successor.

Franz-Josef Klare resigned from the Supervisory Board as of April 15, 2000 His position will be filled by
Michael Sommer




Prof. Dr. Herbert Sihler declared that he will leave his position as Chairman of the Supervisory Board with
effect of the end of the annual shareholders’ meeting held on May 25, 2000 The Supervisory Board will elect a
new Charrman of the Supervisory Board in a meeting 1n May, 2000

The members of the Supervisory Board owned a total of approximately 2,700 Deutsche Telekom shares as of
March 31, 2000,

ITEM 11—COMPENSATION OF DIRECTORS AND OFFICERS

In add:tion to reimbursement of actual cut-of-pocket expenses. members of the Supervisary Board receive a fee
of EUR. 200 per meeting in respect of imputed out-of-pocket expenses and an annual pavment  The annual
compensaticn for 1999 will be determined by the shareholders' meeting on May 25, 2000, The proposed
amount is EUR 50,000 for the Chairman, EUR 37,500 for the Deputy Chairman and EUR 25000 for each
remaining member of the Supervisory Board. In 1999, remuneration was paid to members of the Supervisary
Board of Deutsche Telekom AG for 1998 in the amount of EUR 246.442 68 inclusive of meeling expenses of
EUR 18,406.51.

Provided the 1999 financial statements of Deutsche Telekom AG are approved in their current form. the
remuneration of the Board of Management of Deutsche Telekom. in respect of financial vear 1999, will amount
1o EUR 7.557,167.33. A portion of the total compensation of the Board of Management is paid porsuant 1o a
bonus arrangement consisting of a guarantced portion and a variable portion. The vamable portion is
dependent upon a number of criteria, including the attainment of certain financial perfonmance objectives and
the achievement of certain individual performance objectives. For the year ended December 31, 1999, 39.2
percent of the total remuneration was paid pursuant to such bonus arrangement. Subject to the approval of the .
Supervisory Board and the shareholders’ meeting, a stock option program for the members of 1he Board of
Management and key emplovees will be introduced in the vear 2000,

Pension accruals totaling EUR 10,967,012 have been established in the books of Deutsche Telekom AG for the
members of the Board of Management as of December 31, 1999,

ITEM 12—OPTIONS TO PURCHASE SECURITIES FROM REGISTRANT OR SUBSIDIARIES

Mot applicable. Deutsche Telekom may, however, introduce a stock option program for members of the
management beard and key employees in the year 2000. See "Compensation of Direciors and Officers”

ITEM 13—INTEREST OF MANAGEMENT IN CERTAIN TRANSACTIONS

To the extent disclosed 10 shareholders or otherwise made public, see “Control of Registrant” for information
concerning material transactions with the Federal Republic, which as al December 31, 1999, held an
approximate 43percent direct stake in Deutsche Telekom and an additional indirect stake as a result of the
interest held by KW of approximately 12 percent.

FART I

ITEM 14—DESCRIPTION OF SECURITIES TO BE REGISTERED

Not applicable,
PART I

ITEM 15—DEFAULTS UPON SENIOR SECURITIES

Mot applicable, :
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ITEM 16—CHANGES IN SECURITIES, CHANGES IN SECURITY FOR REGISTERED
SECURITIES AND USE OF PROCEEDS

Deutsche Telekom determined during 1999 that. with effect as of January 24, 2000, the ordinary shares of
Deutsche Telekom would be converied from bearer form 1o registered form. This conversion has no substantive
impact on the Amencan Depositary Shares. each representing one Share. Although the conversion affects the

manner in which shareholders exercise rights attached to the ordinary shares, including votng rights and nghts
to receive dividends, the conversion does not matenally change shareholders’ substantive fghts,

PART IV

ITEM 17T—FINANCIAL STATEMENTS

Not zpplicable.

ITEM 18—FINANCIAL STATEMENTS

See “Financial Statements and Exhibits Deutsche Telekom™ for a list of financial statements filed under liem
18

ITEM 19—FINANCIAL STATEMENTS AND EXHIBITS DEUTSCHE TELEKOM
With the exception of the pages set forth in the list of consolidated financial stalements imcorporated by
reference herein and the items incorporated by reference elsewhere in this report, the 1999 Annual Report is
not to be deemed filed as part of this report.
{a) Financial Statements
{1} Incorporated by reference from the 1999 Anmual Report contained in the Company’s Report on Form 6-K

dated April 19. 2000:
1999 Annual Repon Pages

Consolidated Statement of Income for the vears ended December 31, 1999 1998 and 1997 88

Consolidated Balance Sheet at December 31, 1999 and 1998 a9
Consolidated Statement of Cash Flows for the years ended December

L IR YRR O WL i n vt R Lo e 92
Consolidated Statemnent of Shareholders’ Equity at December 31, 1999 and 1998 . L'k ]
Motes to Consolidated Financial SIISMEDNS . ..o e o4

{2) PRepon of Independent Accountants

The comsolidated financial stalements listed above which are included in the-1999 Annual Report are
incorporated herein by reference,
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Management and Sharcholders of Deutsche Telekom AG

We have audited the consolidated balance sheets of Deutsche Telekom AG as of December 31, 1998 and 1999
and the related consolidated statements of income, sharcholders' equity and cash flows of Deutsche Telekom
AG for each of the three vears in the period ended December 31, 1999 These consolidated financial statements
are the responsibility of the Company's management. Our responsibility is 1o express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in sccordance with generally accepted anditing standards in Germany, which are
substantially the same as those followed in the Umited Stales. Those standards require that we plan and perform
the audit 1o obtain reascnable assurance about whether the financial statements are free of material
misstatement. An qudit inclodes examining, on a test basis. evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and significant
cstimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consclidated financial position of Deutsche Telekom AG as of December 31, 1998 and 1999, and the
consolidated results of operations, shareholders’ equity and cash flows of Deutsche Telekom AG for each of the
three years in the period ended December 11, 1999 m conformity with generally accepted accounting principles
in Germany,

Application of accounting principles generally aceepted in the United States would have affected shareiolders'

equity as of December 31, 1998 and 1999 and net income for each of the years in the three year period ended

December 11, 1999 1o the extent summanzed in Mote 36 to the consolidated financial statements.
Frankfurt am Main,

March 27, 2000

PwC Deutsche Revision
Aknengescllschaft
Wirtschaftspritffungsgesellschaft

Dickmann Lane
Winschaftsprifer ‘Winschaftsprifer
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veutsche Telekom

The registrant hercby
20-F and that it has duly caused and

amendment thereto to be signed on its behalf by the undersigned, thereunto duly suthorized.
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cortifics that it mecw all requirements for filing on Form
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Dr.
Title:  Chief Financial Officer and Chief
Accounting Officer

Dare: December 5, 2000




