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Organization:

Focus on business.

Organizational structure of

Deutsche Telekom AG

6 districts, 39 regions,

each comprising

Regional directorate
Residential customers

Headquarters

Regional directorate
Business customers

Regional directorate
Networks " Networks

Central

facilities

Deutsche Telekom gears its organiza-
tional structure towards the dynamics
of the telecommunications market,
with two central goals being to increase
shareholder value and to focus on cus-
tomers.

Board divisions newly structured
The Company’s management process
es and systems support the indepen-
dence of the business units. Integrated
data processing systems improve ad-
ministrative efficiency and allow for
group-wide financial reporting and
controls. The Finance Division is res
ponsible for all financial review and
reporting functions as well as the
financial analysis of investments.

The parent company headquarters is
divided into eight divisions. On Novem-
ber 13, 1997, the Supervisory Board
approved a new organizational struc-
ture for the Company, which took effect
on January 1, 1998 (see "Corporate
group structure" in the front foldout).

Customer care pulled together

In the new structure, Deutsche Telekom
has grouped its marketing and distri-
bution servicing activities for residen-
tial and business customers together
under the Sales and Distribution Divi-
sion so as to be able to serve all cus-
tomer segments more efficiently using
uniform systems. Measures were ak
ready taken in early 1997 to strength-
en the strategic units of sales and ser
vice and to give them the authority

to establish comprehensive business
plans for the various customer
segments. Each business area within
Deutsche Telekom is individually
responsible for achieving commercial
success in the relevant product market.

To expand our position in global
systems business and in the dynamic
markets for multimedia communica-
tions, we established a Global Systems
Division at the beginning of 1998. This
division encompasses the business
areas system solutions, data commu-
nications and multimedia communica-
tions as well as the management of
Global One.

The Network Division now also includes
the business area licensed service
providers/carriers, which primarily
provides network-related services

to competitors, and broadband cable
and broadcasting.

each comprising

Branch office
Residential customers

Branch office
Business customers

Branch office

The International Division was restruc-
tured in the second half of 1997. Three
regional units - America, Asia/Pacific
and Europe - were created to respond
more effectively to the demands of the
international markets. They are respon-
sible for the development and expan-
sion of the international business oper-
ations together with the oversight of
Deutsche Telekom'’s subsidiaries and
associated companies in these regions
(see "Subsidiaries and associated
companies” in the rear foldout).

Decentralized responsibility
strengthened

Moreover, in 1997 we redesigned core
processes crucial to commercial suc
cess, such as product management,
management processes and customer
segment management.

Deutsche Telekom’s subsidiaries and
branch offices are managed as inde-
pendent companies responsible for
their own financial results.

In 1998, we plan to continue our pro-
cess of decentralizing responsibility for
financial results in addition to stream-
lining our centralized administrative
functions.
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'Telephone network communications:

Attractive telephone services

for a competitive market.
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In 1997, Deutsche Telekom generated
approximately DM 43.5 bn of revenue
from telephone network communica-
tions services, DM 31.5 bn of which
was earned from call charges. Of this
total revenue, approximately 38.1 per-
cent was generated from business
customers and 61.9 percent from resk
dential customers. Approximately

16 percent of the revenue came from
international calls, 46 percent came
from domestic long-distance calls and
26 percent came from local calls and
12 percent from mobile telephone
calls. Revenue from telephone net-
work communications contributed
64.4 percent to total consolidated
revenue.

Innovative products for better
service and performance

To strengthen our customer relation-
ships, we have molded our Company
strategy to market conditions. We plan
to impress our customers with our
know-how and service. Accordingly,
we tailor our products, services and
tariffs to the different needs of the
various customer submarkets.

Network Services - calling becomes
even more convenient

In 1997, we completed the digitization
of the local networks in Germany.
Through the digital T-Net, we are now
able to offer special features, such as
call waiting, alternation between lines,
three-party conferences and call for-
warding on a nationwide basis. In 1998,
we plan to offer users of analog tele-
phones extra features that until now
have been available only to ISDN cus-
tomers. The call number display and
automatic call back functions were
already introduced on January 15.

ISDN - gateway to the information
highway

At December 31, 1997, we had almost
2.9 million ISDN access lines, with
more than 7.3 million channels, mak-
ing up the world's largest ISDN net-
work. Demand for ISDN access lines
remained strong in 1997, largely due
to advertising and attractive package
offers, such as packages combining

ISDN terminal equipment and T-Online.

On the whole, we enjoyed growth of
over 40 percent in ISDN channels in
1997.

T-Net-Box successfully introduced
The T-Net-Box, our digital network-
based answering machine, was
launched in early August 1997 and
has quickly become a winner: by mid-
March 1998, over 250,000 customers
had opted for this new service.

Trendsetter in Internet telephony
With its T-Net-Call, Deutsche Telekom
has become one of the first global net-
work operators to support telephony on
the basis of the Internet protocol (IP).
An Internet telephony pilot project
involving 1,000 selected customers
was carried out in the second half of
1997.

In January 1998, Deutsche Telekom
acquired a 21.1 percent stake in the
Israeli Company VocalTec Communi-
cations Ltd. Our stakeinVocalTec
reflects our intention to make full use
of the growth potential for Internet
communications.

Our cooperation with VocalTec, one of
the market leaders for IP telephony
software, brings us new national and
international business opportunities.

”To be able to help the sick and
needy, we have to coordinate
all our staff’s movements.

Unthinkable without a telephone.

Grit Busch, Social welfare worker,

Goppingen

Combined products integrating
mobile and fixed networks

Customer interest in products that
integrate mobile communications and
fixed networks, so-called Personal
Communication Systems (PCS), is
growing. In cooperation with its mobile
telephone subsidiary T-Mobil, Deutsche
Telekom is developing such products
for residential customers and small
business customers. Such integrated
products mean more user-friendly
communications and considerable
simplification for the customer; only
one invoice, one contract and one con-
tact person for both sales and service
matters as well as one price list for
product features that integrate both
networks. We plan to market the first
products of this type this year.

Ergonomical: With its large but-
tons, the "Ergotel” telephone is
particularly easy to operate. It
contains many features which
add to the pleasure of phoning:
onhook dialing, hands-free
operation, mute function, hand-
set volume amplification. Fre-
quently dialed numbers, such
as those of family members,
can be stored on speed dialing
buttons.
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Continuous growth in the number of
lines and volume of traffic

Atthe end of 1997, Deutsche Telekom
had approximately 45 million telephone
access lines installed, producing a
penetration rate of about 551 lines per
1,000 inhabitants (as adjusted for
ISDN multiple channels). Residential
customers accounted for about 81 per
cent of the total and 19 percent were
business customers. The total number
of installed ISDN channels, as a per-
centage of total lines, was 12 percent

in 1996 and by the end of 1997 had
reached 16 percent.

With the completion of the build-out of
the network, the penetration rate in
eastern Germany has now risen to the
European level.

A year-by-year comparison

of access lines

1997 1996 1995 1994 1993

Total number of access lines

(millions)

452 442 420 39.9 375

Western Germany

364 359 346 334 322

Eastern Germany *

88 83 74 65 53

Total penetration rate

(lines per 1000 inhabitants) 551 540 513 490 462

Western Germany

564 559 539 524 507

Eastern Germany *

503 469 418 366 299

For the purposes of this table, each ISDN channel has been counted as

equivalent to one access line.

*includes Berlin

Intense competition is expected in
Germany for international calls. Since
1995, we have been competing with
providers of call-back services and
corporate networks. In 1997, Deutsche
Telekom generated revenue of DM 4.9
bn, or 7.3 percent of total revenue, in
this area. Most international traffic
involves calls to western and central
European countries and to Mediterra-
nean countries. In 1997, these destina-
tions alone accounted for about 85
percent of outgoing traffic.

International traffic by geographical regions

1997! 1996 1995 1994 1993

Western/Central Europe and

Mediterranean countries 4,102 4,096 4459 4110 3,787

U.S./Canada 306 312 321 314 306
Other 405 353 458 518 409
Total 4,813 4,761 5238 4,942 4,502

Outgoing traffic, millions of minutes

" estimate

An A

Fair prices for the market and the
customer

Deutsche Telekom'sfirst tariff reform,
effective as at January 1, 1996, was the
Company'’s first major step away from
the old, politically based tariff structure
towards competitive prices: the time-
based charge units were shortened,
the charges per unit were reduced
accordingly and differentiated time
and distance-based zones were intro-
duced.

For international traffic, for example,
we introduced the EuroCity tariffs,
which offered price reductions of up
to 13 percent for calls to certain major
European cities. This first price cam-
paign focused on optional packages
for special customer groups.

The 1996 tariff reform also included a
strategic decision of the Company not
to pass on to customers the value-
added tax (VAT) levied on monopoly
services since January 1, 1996, but
rather to absorb this cost itself.

New price campaign launched in
March 1998

With our second price campaign,
which began on March 1, 1998, we are
continuing the price policies we intro-
duced in 1996 and are meeting our
competitors head on. The price reduc
tions will affect certain tariffs:

The reduction of long-distance rates in
the Regio 200 zone has created a new
tariff zone: "the GermanCall". In future,
charges for this zone will be calculated
at the rates for the old Regio 200 zone.
A lengthening of the charge unit for
the weekend tariff will lead to price
reductions of up to 28 percent, particu-
larly for residential customers.
Differentiated prices by country provide
added flexibility for offering targeted
attractive prices. New rates for interna
tional calls will be introduced within a
program entitled "GlobalCall". Prices
for calls to the United States and Cana-
da will once again be significantly
reduced: up to 42 percent under the
standard tariff and up to 45 percent
under the economy tariff.

@ur Call Center can

always access current
data. And thisreduces
the response t@imes for

@ur customers.”

Bettina Uteschil; Call Center Team Manager,

Datev, Niirnberg

- Those who tend to make long tele-
phone calls will benefit from the new
"10Plus" tariff. This tariff will provide
reductions of about 10 percent for
analog lines, and up to 30 percent
for ISDN lines, after the tenth minute
of a call. This will apply to the Regio-
Call, GermanCall and GlobalCall
categories and to calls made into
our mobile telephone networks.

- Calls made into Deutsche Telekom's
mobile telephone networks will
become cheaper.

Our 1998 tariff campaign represents
the start of a major product and ser-
vice campaign. Since prices will not
be the only competitive factor we are
planning to use a dual strategy. We
plan to set new standards with innova-
tive products and services, such as
combined products. In addition, we
are planning a range of new products
oriented to specific target groups.

Voice telephony liberalized

The German telecommunications
market was completely liberalized on
January 1, 1998. As a result, voice
telephony services are now open to
competition. Most of the first compe-
titors already had experience in the
market, for example, in the mobile
communications sector. Apart from one
national network operator, the new
competitors consist for the most part
of licensed telecommunications com-
panies without their own network infra-
structures. A number of local and
regional network operators, such as
the city network operators, were also
early competitors. They will be joined
by others over the course of this year,
who plan to offer nationwide tele-
phone services on the basis of their
own network infrastructures. Addition
ally, more and more providers from the
U.S. market, especially resellers, are
entering the German telecommunica-
tions market or are expanding existing
activities in this market. Within the
framework of the new interconnection
regulations, our competitors can rely
on our existing network at attractive
prices. We are thus expecting competi
tion to continue to intensify for some
time to come.

An A
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From January 1, 1998, Germany's tele-
phone customers may freely choose
among different providers, either
through preselection, i.e. the choice of
one long-distance operator for all calls
made from a telephone, or through
call-by-call selection, by dialing the
network operator's prefix before each
telephone number. Because Deutsche
Telekom is entering the competitive
marketplace as the market dominating
provider, our prices are subject to

the approval of the new Regulatory
Authority for Posts and Telecommuni-
cations. A price-cap mechanism
applies to tariffs for our existing tele-
phone services, i.e., the regulator
requires that prices be reduced by a
certain percentage.



Data communications:

High-speed links for
growing data traffic.

Data communications is increasingly
shaping the international telecommu-
nications business. The growth in the
number of networked computers and
local area networks, or LANSs, in
decentralized businesses and, above
all, the dramatic increase in the sheer
volume of data through use of the
Internet are producing exponential
growth in traffic volumes for data com-
munications. The demand for broad-
band links in particular is increasing
rapidly.

Maximizing growth potential
Deutsche Telekom recognized this
development early on and has signifi-
cantly expanded its networks and
widened its portfolio of data communi-
cations services over the past few
years. To harness the market's growth
potential, we have set up a business
area solely for data communications.
In the year under review, the data com-
munications division generated DM
2.1 bnin revenues, contributing 3.1
percentto Deutsche Telekom's total
revenues. The new services in this
business area are in particular being
marketed as building blocks for higher-
value services in other business areas,
especially systems solutions and multi-
media.

Competition since 1993

The German data communications
market was opened to competition in
1993, as for example, for data connec-
tions in corporate networks. In August
1996, leased lines for data communi
cations were opened to competition as
well.

LeasedLink - strong growth in digital
connections

Fixed data connections for Deutsche
Telekom customers are marketed
under the product name LeasedLink.
These include standard leased lines,
leased lines for data communications
and international leased lines. The
number of analog leased lines used by
our customers fell from just under
450,000 in 1996 to approximately
415,000 in 1997. This decline was due
to the increased use of digital leased
lines with their substantially greater
transmission capacity. The number of
digital customers rose again in 1997
by approximately 30 percent. Deutsche
Telekom now offers digital Leased-
Links supporting bandwidths of up to
155 Mbit/s.

On November 1, 1997, we reduced
our monthly rental charges for the use
of digital leased lines by up to 30 per-
cent, with retroactive effect to January
1,1997. For the period ending Octo-
ber 1997, our LeasedLink customers
were credited with the amount of the
price savings. These and earlier price
reductions of up to 40 percent have
further enhanced the international
competitiveness of our leased lines.
Even based on the tariffs at July 1,
1997, a study by Ovum, a UK market
research company, favorably ranked
Deutsche Telekom in the middle of the
chart for tariffs throughout Europe.

The number of leased lines for data
communications is stagnating, as they
are being configured more and more
as Telekom Designed Networks.
Shifting demand from lower to higher
capacity lines is resulting in a decline
in the number of international leased
lines.

Datex-P - underpinning business
data communications

Deutsche Telekom's Datex-P service - a
packet switched data transmission ser
vice based on the X.25 standard - con-
tinues to be the technical basis for the
data communications of many compa-
nies. At the end of 1997, our custo-
mers used approximately 95,300 lines
(1996: 105,200) and 55,500 access
authorizations (1996: 39,600). At the
beginning of 1998, we relaunched our
Datex-P service incorporating, for
example, a new tariff structure and
bundling Datex-P with other Deutsche
Telekom networks and products.

FrameLink Plus - paving the way for
new business opportunities

In March 1997, Deutsche Telekom
relaunched its FrameLink service,
under the new name FrameLink Plus.
Based on frame relay technology,
FrameLink Plus is specially designed
for data communications with bursts of
high transmission volumes. Deutsche
Telekom has installed 190 network
nodes in Germany for this service.
FrameLink Plus is especially suitable
for linking LANS, but also as a basis for
corporate networks. In addition, we
introduced a further option of a
connection between FramelLink Plus
and T-Net-ATM on January 1, 1998.

Global Frame Relay was launched in
August 1997 as an additional interna-
tional FrameLink Plus option. This ser
vice is offered in the international mar
ket by Global One, the joint venture
between Deutsche Telekom, France
Telecom and Sprint Corporation. Glo-
bal Frame Relay currently delivers links
to more than 30 countries worldwide.

DatexM - High-speed data
transmission

Deutsche Telekom's DatexM network
provides our customers with high-
speed transmission rates from 64
kbit/s up to 34 Mbit/s. This represents
an exceptional range of transmission
bandwidths. The powerful DatexM
platform is intended in particular to be
used for connections between compu-
ter networks. In 1997, we increased
the number of access locations, that is,
areas with a uniform tariff structure, to
the DatexM network from 42 to 71.

Many professional business customers
make use of the possibilities offered by
the high-speed DatexM service for
data communications. We took on a
number of interesting customer projec-
tsin 1997. For example, using DatexM,
we linked the 550 branches of a major
German bank to form a high-speed
network.

City networks in German business
centers

Deutsche Telekom isincreasingly
making use of fiber optic technology to
satisfy the increasing needs of our
customers in the area of data commu-
nications. We have one of the most
dense fiber optic networks in the world,
with approximately 145,000 kilometers
of fiber optic cable installed. Deutsche
Telekom'’s city networks, located in
major German business centers, are
based on fiber optic technology. We
put an additional 15 city networks into
operation in 1997, increasing the num-
ber of these regional telecommunicati
ons pipelines to 28. We plan to further
increase the number of city networks
in operation in 1998 and to extend our
services to other countries, creating,
for example, a link between the Frank-
furt city network and the financial cen-
ter of London.

As arule, Deutsche Telekom's city net-
works serve as a platform for compre-
hensive systems solutions for our
customers. Another significant trend is
the use of the city networks as power-
ful regional platforms for access to
other broadband services offered by
Deutsche Telekom such as DatexM
and T-Net-ATM.

T-Net-ATM - available across
Germany

In February 1997, Deutsche Telekom
launched one of the most modern tele-
communications networks in the
world: the T-Net-ATM. ATM (Asynchro-
nous Transfer Mode) is considered in
the international telecommunications
industry to be the critical transmission
technology of the future. ATM allows
transmission of voice, text, data and
video communications over one line,
allowing our customers to use band-
widths of up to 155 Mbit/s as needed.

Our corporate customers can experi-
ence this cutting-edge technology in
our T-Net-ATM, available throughout
Germany. We started operation of the
network with 20 access locations. This
number was expanded to 42 in August
1997, with the result that beginning a
few months ago, it is possible to
connect all of our customers to the
T-Net-ATM network. In addition to the
core network, in 1997, we also instal
led 300 ATM nodes at customer premi-
ses as part of various application pro-
jects.

Also in 1997, Deutsche Telekom set up
ATM connections to the networks of
other countries as needed for specific
customer projects. Providing interna-
tional links for T-Net-ATM is expected
to become the norm in 1998.

"Now, everyone can fill
out alottery couponby
noon on Saturday and
be a millionnaire in the
evening.

Alexandra Missun works for *Toto-Lotto*
lottery in Lower Saxony, Hanover

Ready to meet the demand for
broadband services

Deutsche Telekom believes that it is
well-positioned to meet the growing
demand for broadband links with the
focus of our portfolio of data commu-
nications services.

In the course of carrying out customer
projects, different services offered by
Deutsche Telekom are increasingly
being combined to create customized
solutions such as FrameLink Plus and
T-Net-ATM. This focus on solutions
will continue to be promoted within
Deutsche Telekom’s data communica-
tions business area.



Systems solutions:

Applications tailored to customers
who know what they want.
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It is becoming more and more clear
that companies are using modem
telecommunications as a strategic tool
to achieve competitive advantages.

A quick and seamless flow of informa-
tion - and as a result, telecommunica
tions as the medium for delivery of
information - is becoming increasingly
important, particularly for highly
decentralized companies and corpora-
tions with global operations. Growing
numbers of such companies are
demanding customized telecommuni-
cations and data processing applica-
tions that can be flexibly adapted to
changing conditions.

To meet these customer demands,
Deutsche Telekom has created a new
group business area, Systems Solu-
tions, that focuses especially on busk
ness customers. This business area is
the leader in the tough competition for
large accounts in the German market.
We believe that we are also well posk
tioned to compete in the international
market. In 1997, Systems Solutions,
whose services are marketed under
the "T-System" brand, generated reve-
nue of DM 2.5 bn, which coresponds
to 3.6 percent of the Group's total reve-
nue. On January 1,1998, the Global
Systems Division was established,
underscoring the great significance of
named accounts for Deutsche Telekom.

Telekom Designed Networks - addi-
tional growth in customer contracts
With Telekom Designed Networks
(TDN) we offer our key and named
account customers communications
solutions that are designed in accor
dance with specific customer require-
ments. Deutsche Telekom's services
for each TDN include network design
and installation, as well as all opera-
tional services including network man-
agement. Customers are given one
contact person to whom they can tum
with all their telecommunications
needs.

The number of key and named account
customers with TDN contracts contin-
ued to grow rapidly in 1997. A fotal of
1,635 TDN contracts had been signed
by the end of 1997 - representing
growth of more than 35 percent over
the previous year. An expanded range
of individualized services is making it
possible to develop longer-term cus-
tomer relationships. Contracts normak
ly run for three to five years. This is
especially the case for the conver-
gence of telecommunications and
information technology (telematics).

A successful network quality improve-
ment campaign was implemented in
1997 to further enhance the systems
solutions available to our customers.

Cutting-edge solutions shape our
systems business

A large number of cutting-edge tele-
communications projects were com-
pleted for our customers in the Systems
Solutions business area in 1997. We
installed a nationwide corporate net-
work for one of the major German
health insurance companies. Some
50,000 network PCs will eventually

be connected to this network, in which
about 600 locations were already inte-
grated from the start.

We also completed a comprehensive
Telekom Designed Network for British
Petroleum (BP). With this TDN solu
tion, which is based on the ISDN digk
tal telecommunications network, all of
the Company’s 1,200 gas stations in
Germany can communicate directly
with BP's Hamburg headquarters. The
TDN handles all of BP's telephone, fax
and data traffic. Credit-card and Euro-
check-card payments are also settled
via this Telekom Designed Network.

Daimler-Benz AG is using a Deutsche
Telekom systems solution to create a
network for its eight locations in the
Stuttgart metropolitan area. The plat
form for this project is our City Network
in Stuttgart. This fiber optic network
provides high-speed communications;
our systems solution delivers custo-
mized telecommunications services
and comprehensive support to Daimler
Benz's clients.

In what is currently our most innovative
and largest intranet project, we have
integrated BMW AG's 800 trading part-
ners in Germany in a sophisticated on-
line ordering system. To protect this
system from unauthorized access, high
performance firewall concepts, among
otherthings, were implemented.

Integrated solutions - the fixed and
mobile communications networks
are converging

Currently, we are developing custo-
mized voice-oriented integrated solu-
tions for key and named account
customers known as corporate com-
munications services. In these solu-
tions, the fixed network and the mobile
communications network converge.
The first integrated solutions are
expected to be marketed this year.

-

"Data communications

helps us provide our cus-
tomers with whatever
they want, big or small -

worldwide.*

Bernd Montalti, Head of Speech-Data-
Integration Europe, IKEA

DeTeSystem provides customized
systems solutions

The servicing of named account cus-
tomers is provided by DeTeSystem
Deutsche Telekom Systemldsungen
GmbH, a subsidiary of Deutsche Telekom
AG. Working in close cooperation with
the customer, it functions as a generall
contractor, implementing customized
telecommunications systems solutions
on the basis of Deutsche Telekom's
standard products and services.

The growth in the systems solution
business is reflected in the increase in
DeTeSystem's workforce, which grew
from 1,179 at the end of 1996 to 1,449
atthe end of 1997.

IVBB - the telecommunications
solution for the Federal Government
In early 1998, we achieved another
major success in our systems solution
business: the Federal Government
engaged us to implement the "Informa
tion Network Bonn/Berlin" (IVBB). In
this project, we are providing federal
ministries and agencies with a high-
performance network for comprehen-
sive telecommunications and related
services. Its services will include multi-
media communications between Ber-
lin, the capital city, and Bonn, the seat
of the federal government, to support
decentralized administration. The
[VBB will link some 100 locations with
30,000 users. The contract for the

Information superhighways: In |
response to the growing vol- ]
ume of telecommunications

traffic worldwide, Deutsche
Telekom is expanding its inter
national networks further. In

1997, the amount of data traf-

fic in the international net-

works generated by Internet
communication exceeded traf-

fic from voice communication

for the first time ever.

project, which is being carried out by
DeTeSystem as general contractor, is
worth approximately DM 400 million
and is scheduled to run for 10 years. It
is one of our Company’s largest single
new contracts.




Licensed service providers and carriers: i i
When traditional and modern art

interact the Internet opens up new

Her r competitor
ere, our competitors horizons. Fhat’s Why 1t’s one essen-

are our customers.

The complete liberalization of the tele-
communications sector as of January
1, 1998, within the framework of the
European Union directives, created
one of the world's most competitive
markets in Europe and particularly in
Germany.

The providers in the German market
include, in addition to large consortia,
regional and municipal network opera-
tors, and powerful metropolitan area
network carriers. While some of the
new providers already have their own
network infrastructures, others are
depending on Deutsche Telekom's
proven range of services in order to
provide their own services.

The licensed service providers/carriers
(LDC) business area was established
in 1996 to facilitate the marketing of
our network services to other tele-
phone companies and service provid-
ers. Most of the products marketed
and supported by LDC are either inter-
connection services for mobile com-
munications and fixed network opera-
tors or transmission lines. The services
are specially tailored to the needs and
demands of competitors. Such coop-
eration is of great interest to Deutsche
Telekom: it taps additional market
potential and enhances use of our
network capacity.

Interconnection rates

Interconnected networks

Our interconnection product manage-
ment group serves the telecommunica-
tions services providers in the German
market. It makes it possible to switch
telephone calls between Deutsche
Telekom's networks and those of other
network operators. On the basis of its
own products and services, Deutsche
Telekom develops demand-oriented
services that enable mobile communi-
cations and fixed network operators as
well as radio paging service providers
to provide their own services. The con-
ditions for network interconnection are
agreed in individual bilateral contracts
that comply with the regulatory autho-
rity's specifications.

On January 1, 1998, Deutsche Telekom
made available a network platform that
has been specially tailored to the
requirements of the liberalized market.
This platform enabled all companies
who wished to offer services in the
market to begin operations. We enter
ed the marketplace with 38 initial rele-
vant locations in Germany, having made
substantial investments in the past.
The number of such locations is
expected to be increased to approxi-
mately 90 by April 1998, subject to
agreement with the other carriers.

Atthe end of 1997, network intercon-
nection contracts had been signed
with 24 fixed-network providers, of
which 19 began operations in January
1998. By the end of January 1998, re-
quests for negotiations had been re-
ceived from 51 additional companies.
We expect additional contracts to be
signed in the first half of this year.

In its decision of September 1997, the
regulatory authority established inter-
connection rates at levels we consider
very low.
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Transmission lines for other
providers

We offer transmission lines to network
operators on fixed terms.

In our established business with mobile
communications network operators,
the transmission lines carry up to 155
Mbit/s.

Business with the national fixed net-
work operators is a new area for us.
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interconnection, the tariffs for direct
access are also subject to approval by
the regulatory authority.

International business with about
300 companies

In the bilateral international business
sector, LDC manages the outbound
calls from Germany that are booked
within the telephone-network commu-
nications business area. In addition, it

tlal medium for me.”

Wolfgang Nocke, Artist,
Recklinghausen

Some 80 percent of all inbound calls
in 1997 were made from the Euro 1
and Euro 2 zones. The Euro 1 zone
includes the EU countries, Switzer-
land, Poland, the Czech Republic and
Slovakia. Euro 2 is made up of the
remaining European countries, as well
as North Africa, Israel, Lebanon and
Turkey.

Inbound traffic

In 1997, in spite of decreasing settle-
ment rates, revenues from inbound
calls increased to about DM 1.7 bn
from DM 1.6 bnin 1996 . In the area of
fixed transit traffic, Deutsche Telekom
experienced growth in revenue of over
20 percentto DM 98 million. Revenue
from switched transit traffic amounted
to DM 37 million.

The total revenue of Deutsche

: : 9am-9p.m. Ipm-9am.  Those customers can now lease our manages and markets inbound callsto  (billions of minutes) 1997 1996 Telekom’s LDC business areain 1997,
Tariff zone | (City) 0.0197 DM/min. 0.0124DM/min. - anemission lines and access lines in Germany and transit connections. At Europe Zone 1 3.732 3186 the first year after it was established,
Tariff zone Il (Regio 50) 0.0336 DM/min. 0.0202DM/min. o qer t offer their services in the liber- the end of 1997, Deutsche Telekom Europe Zone 2 0.539 0513 was DM 2.4 bn.

Tariff zone i (Regio 200) 0.0425 DM/min. 0.0235DM/min. )76 market. maintained business relationships with ~ U-S/Canada 0773 0.710
Tariff zone IV (long distance)  0.0514 DM/min. 0.0316 DM/min. approximately 300 foreign telephone Other 0.162 0.261
We are obligated by law to offer our companies.
These prices are fixed until the end of ~ competitors so-called debundled Total 5.206 4.670
1999 and are considerably lower than access to the subscriber access line,
our actual costs. Consequently, we that is, direct access to the customer. ' Projection

have filed a suit with the Cologne ad
ministrative court against the regulatory
authority's decision.

Accordingly, we have offered interest-
ed providers services with a range of
19 different product variations. As at
the end of 1997, three contracts had
already been signed. As is the case for
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Mobile communications:

Change of course to
boost business.
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Deutsche Telekom'’s mobile telephone
and paging services are provided by
its wholly-owned subsidiary T-Mobil
(DeTeMobil Deutsche Telekom Mobil-
Net GmbH). Mobile telephone and
paging services accounted for revenue
of approximately DM 5 bn (7.4 percent
of the revenue generated by the
Deutsche Telekom Group) in 1997.
Viewed as an independent Company,
T-Mobil generated revenue of DM

6.6 bn. The difference as compared
with the revenue generated by the
Group results from the use of the
T-Mobil network for calls from Deutsche
Telekom’s long-distance network.

On December 31, 1997, the market
share of the mobile telephone networks
T-D1 and T-C-Tel together accounted
for approximately 45 percent of the
German mobile communications mar-
ket measured by the number of sub-
scribers. T-Mobil’s loss of market share
is mainly attributable to the market
entry of a new mobile telephone net-
work operator.

T-D1

The digital mobile communications
network

The T-D1 network was put into operation
in August 1992, It is based on the GSM
standard (Global System for Mobile
Communications), which Deutsche
Telekom played a major role in develop-
ing. More than 200 network operators
in over 100 countries have already put
GSM networks into operation. At the
end of 1997, approximately 3.3 million
subscribers were using the T-D1 net-
work (1996: 2.2 million ).

T-Mobil invested some DM 448 million
in its GSM network in 1997 in order to
expand the geographic coverage
further, to provide improved service
inside buildings and to serve the grow-
ing number of subscribers. On Decem-
ber 31, 1997, 98 percent of the popu
lation in more than 90 percent of
Germany had access to the T-D1 net-
work.

Thanks to GSM, T-D1 customers can
make calls to and receive calls from
western, eastern and central Europe as
well as Asia, Australia, North America
and Africa. By the end of 1997, T-Mobil
had signed International Roaming
Agreements with GSM partners in
almost 70 countries. By providing the
GlobalRoam service, we are also able
to establish a link to other mobile com-

munications standards. Since July
1996, T-D1 customers have, for
instance, been able to use their own
personal telephone number for mobile
communications in any of the 50 U.S.
states, and since mid-1997, also in
Japan. The necessary AMPS or PDC
mobile phones can be rented directly
from T-Mobil.

The number of T-D1 customers has
increased dramatically in the past five
years and now totals over three million.
In 1997, mobile communications
became a mass market product in
Germany. The introduction of the eco-
tariffs and attractive prices for terminal
equipment have had a decisive impact
on this trend.
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"Mobile phon€sand Scall
pagers are great.
We can’t imagine life
before them."

Joachim Zimmerer and Nora Meifiner
from Fiirth

Small and handy: The two-line
display of the Scall XTS from
T-Mobil is ideal for the transmis-
sion of brief messages. Just like
the others in the product family,
Scall Two, Swatch the Beep,
Scall XS and Scall XT, this handy
text pager can also receive
numerical messages, whether
telephone numbers or codes.

We anticipate that the average volume
of outgoing traffic per subscriber will
continue to decrease in the future as
the number of subscribers increases.
One factor contributing to this develop-
ment is the growing number of resi-
dential customers.

New tariffs give new impetus

By introducing the “eco” tariff, T-Mobil
gave an important impetus to the Ger
man mobile telephone market in 1997.
In particular, T-Mobil made 24-month
contracts a standard in the industry,
thus reducing the risk of customer fluc-
tuation in the medium term.

The customers we serve directly are
billed a one-time installation charge,
monthly rental charges and call char-
ges for outgoing traffic. Independent
service providers purchase large
amounts of T-D1 capacity from us at
discounted rates and then bill their
customers for services directly in their

own name based on their own prices.
In 1997, total revenue generated from
call charges (including charges paid
by service providers) accounted for 64
percent of the consolidated revenue
generated by T-D1 while revenue gene-
rated from monthly rental charges and
installation charges together accounted
for 36 percent.



With the introduction of T-D1’s Xtra in
February 1997, T-Mobil was the first
network operator in Germany to offer a
pre-paid product. The Xtra package
consists of a mobile phone, a T-D1
card and a DM 50 credit for call char-
ges. No installation charge is collec-
ted. By the end of 1997, approximately
166,000 T-D1 customers had chosen
the Xtra package.

Strong competition

The digital mobile communications
market in Germany is marked by stiff
competition, relatively high customer
fluctuation and strong downward pres-
sure on prices. Currently, two cther
licensed operators are providing digital
mobile telephone services in Germany
apart from T-Mobil. In mid-1998, a
fourth competitor, which was granted
the second DCS 1800 licensein 1997,
is expected to enter the market.

According to our research, T-D1 and its
main competitor had over 85 percent
of the digital mobile communications
market in Germany at the end of 1997.

T-C-Tel

The dependable analog mobile tele-
phone network

T-Mobil operates the only analog mo-
bile communications network (T-C-Tel)
in Germany. The T-C-Tel service has
been in operation since 1985 and is
based on the C-450 standard. As at
December 31, 1997, T-C-Tel had about
476,000 customers.

The analog mobile communications
network has the highest geographic
coverage of any other mobile commu-
nications network in Germany. T-C-Tel
reaches almost 100 percent of the
population with a geographic cover-
age of over 98 percent. Because of this
geographic coverage, high transmission
quality and attractive prices, T-C-Tel is
particularly suited for car phones and
for customers who do not need to use
roaming services outside Germany.

T-C-Tel customers can choose be-
tween three attractive tariff packages
which vary according to the different
needs of certain target groups.

T-C-Tel faces stiff competition from
digital mobile communications servi-
ces in Germany. Due to the low call
charges and the almost 100 percent
nationwide coverage, it is our objective
to maintain T-C-Tel as an important ele-
ment in the mobile communications
market.

More services

Paging, mobile data, traffic telema-
tics and other services

T-Mobil also offers a number of paging
services: Cityruf, Eurosignal, Scall and
Skyper. At the end of December 1997,
T-Mobil had approximately 1 million
customers using paging services. The
Eurosignal paging service was disconti-
nued at the end of March 1998.

Furthermore, a number of specialized
mobile voice and data transmission
services supplement our portfolio:

- The mobile trunked radio service
Chekker had 116,000 customers as
at the end of the year under review.
Chekker was primarily designed for
intra-Company voice transmission.

- The mobile data transmission service
“Modacom” provides for the effi-
cient integration of mobile data into
a company’s flow of information. By
the end of 1997, Modacom had
approximately 23,800 customers.

- QOur investment in the Inmarsat satel
lite system also enables us to offer
our customers satellite-based global
voice and data communications ser-
vices.

The field of traffic telematics was spun
off from the Company in 1997.In a
joint venture with debis (Daimler Benz
InterServices AG), T-Mobil set up the
Company TEGARON Telematics GmbH
in mid-1997, whose first service “Tega-
ron-Info” is already being marketed.

Portfolio to be further improved in
1998

The positive development in the num-
ber of T-D1 subscribers continued in
early 1998. Against this backdrop,
T-Mobil is planning to launch a number
of marketing measures which will
focus on new customer groups. Spe-
cial attention will also be paid to the
development of combined products
and services on the basis of fixed and
mobile communications networks.

The strategic focal points for 1998 are
tailored specifically for each product
and service segment: further develop-
ment of the residential customer mar-
ket inthe T-D1 digital mobile telepho-
ne network, customer retention
measures to maintain the customer
base in the analog T-C-Tel network and
efficient allocation of resources with
regard to paging and special mobile
telephone services. The overall goal
for 1998 is to enhance the product and
service portfolio as well as intensify
cooperation in the areas of marketing
and distribution within the Deutsche
Telekom Group as a whole.

Multimedia:

On the road to becoming a complete
multimedia provider.

To develop the cutting-edge markets of
the Internet and multimedia, we have
launched the segment brand name
"T-Media". The overall range of services
offered is grouped under the following
system brand names:

- T-Online (our online service)

- T-MediaPro (multimedia services for
business customers)

- T-Mart (applications and solutions)

- T-MediaNet (services based on the
broadband cable network).

Revenues from multimedia are gener
ally included in the annual financial
statements in Other services, although
T-MediaNet is included in Broadband
cable and broadcasting services.

T-Online

Germany's largest online service
T-Online finished the 1997 financial
year with a record growth of more than
550,000 new subscribers. This brought
our online service to a total of approxi-
mately 1.92 million customers, giving
it the highest subscriber base of any
online service in Germany. According
to our estimates, T-Online's market
share within Germany is approximately
60 percent. Use of the T-Online service
also developed at a rapid pace. In
1997, the number of connections
reached a total of approximately half a
billion, approximately 60 percent high-
er than the previous year.

Faster and cheaper access to the
Internet

T-Online was developed out of its
predecessors BTX and DatexJ. The
applications offered range from online
database access and data retrieval to
online banking, which is now offered
by over 1,500 bank branches. More
than 3.2 million electronic bank
accounts were supported by the end
of 1997. Business customers use the
service mainly to communicate within
closed user groups. This has given us
awide range of experience in the
design of intranets and extranets.

With the 2.0 version of our T-Online
software, which was launched in July
1997, we have strengthened the inte-
gration of Internet technology with
T-Online. Users of this new software
can access the Internet faster and
more cheaply as there is no additional
charge for the Internet access. Instead,
a standard price per minute applies for
the use of both T-Online and the Inter-
net. This can save Internet customers
up to 30 percent compared to what
they were previously paying. T-Online
can be accessed throughout Germany
using both analog and ISDN telephone
lines at the City tariff.

In the future, T-Online intends to broad-
en its mass-market offers and become
internationally active. One of these
value-added services will be the intro-
duction of payment settlement proce-
dures for Internet providers. This will
make it possible for information and
service providers to sell their products
via the Internet without having to deal
with credit cards, automatic debit-
transfer systems or invoicing.

T-MediaPro

Multimedia for business customers
We provide platforms and services for
business customers under the system
brand name T-MediaPro. To meet the
rapidly growing demand for Internet
services, we have set up our own net-
work platform. This service, which is
based on the IP protocol, has been
marketed since April 1997 under the
name "T-InterConnect". It consists of
Internet access coupled with the instal-
lation of complete intranets and extra-
nets of up to 155 Mbit/s in the back-
bone (core network) and 220 access
locations. The T-Intra product family
adds to these services by offering new
value-added services ensuring safe
and reliable business processes.
Whereas the introduction of T-Intra
experienced delays in 1997, this prod-
uct family has been part of the regular
range of products offered since the
beginning of 1998.
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T-Mart complete solutions for
education and employment
TnterConnect and T-Intra are also the
building blocks for complete solutions
for specific industry sectors developed
by our Multimedia System House. In
1997, we concentrated primarily on
the fields of education and employ-
ment. Together with the Federal Minis-
try of Education, Science, Research
and Technology, we connected 6,500
schools to the Internet by the end of
1997 as part of the "Schools go online*
initiative. This initiative is to be con-
tinued until the year 2001. We have
also launched another initiative - again
in collaboration with the same ministry -
to promote telecommuting in small
and medium-sized businesses.

With T-MediaPro, we are progressing
beyond the classical business of an
Internet service provider and are posk
tioning ourselves as a complete provid-
er of multimedia services.

T-MediaNet:

Our cable connection

We offer our customers a broad range
of analog television and radio programs
on our broadband cable network. In
the last quarter of 1997, we also added
digital programs in nine federal states
on the basis of provisional media regu-
lations. This expanded range of services
is being marketed under a new name:
T-MediaNet.

With T-MediaNet, Deutsche Telekom
acts as a neutral provider of analog
and digital transmission services for
television and radio programs.

The broadband cable network was
originally installed for political reasons,
with one of the main objectives being
to permit access to the cable network
throughout the country. For public poli-
cyreasons, Deutsche Telekom was
only allowed to install its cables up to
the interconnection point, usually
located in the cellars of connected
buildings, rather than right into the
consumer's living room. This is why
Deutsche Telekom only serves about a

third of all end users; the ather two-
thirds are supplied by housing associa
tions and local network operators,
among others. Deutsche Telekom has
investments in several local cable com-
panies. Since August 1996, other pro-
viders have also been allowed to install
and operate broadband cable distribu-
tion networks in Germany.

T-MediaNet faces tough competition
from private satellite dishes and terres-
trial broadcasting stations. In Germa-
ny, about 10 million households were
receiving their programs direct via sat-
ellite at the end of 1997. Our aim is
therefore to achieve our desired mar-
ket share for T-MediaNet by offering
attractive programs and emphasizing
our high quality standards. We con-
nected over 600,000 additional house-
holds in 1997, so that by the end of the
year, 17.3 million households already
had access to the cable network. The
network will be further expanded to
the extent certain profitability criteria
are met.

One important underlying factor for
the operation of the cable network is
the contribution of the federal states to
the shaping of media policy. State reg-
ulatory agencies are responsible for
deciding which programs are fed into
the network and as a result, the pro-
grams available vary from region to
region. In the context of the amend-
ment of the Broadcasting Agreement,
Deutsche Telekom is lobbying for
greater freedom in the distribution of
digital channels.

Provisional media regulations for
digital TV

Our customers currently have a choice
of upto 33 PAL TV programs and 36
FM radio programs. The introduction
of digital television in Germany on the
basis of provisional media regulations
has created new business opportu-
nities. Extending the so-called hyper-
band makes it possible to offer the
customer up to 130 additional digital
programs as well as the freedom to
subscribe to different program pack-
ages, depending on his or her individ-
ual tastes.

To open up the market for digital pro-
grams and services as quickly as pos-
sible, we have been lobbying for the
introduction of a standard decoder
technology that is open to all providers.
Insummer 1997, Deutsche Telekom

reached agreements with CLT/ UFA
and the Kirch Group on benchmarks
for the opening of the digital television
market. The agreements are currently
being reviewed by the European
Union. Our goal is to permit customers
to receive all available programs using
a single decoder.

In addition to a one-time installation
charge, we charge a monthly subscrip-
tion fee for T-MediaNet. Having kept
prices stable for five years and not hav-
ing passed on the 15% value-added
tax levied starting at the beginning of
1996, we raised the prices for cable
services in November 1997 by an aver-
age of 15%. The monthly charge for
individual users, for example, rose from
DM 22.50 to DM 25.90. We expect that
this adjustment of our charges to
reflect the improved range of services
provided by our cable network will
contribute toward an improvement in
the currently negative position of the
broadband cable business area. We
also plan to spin off the cable business
into a separate Company and restruc
ture it as well as explore entering into
strategic partnerships.

Deutsche Telekom has more than
7,000 terrestrial broadcasting stations
providing broadcasting services for
public and private television and radio
stations. This makes us one of the larg-
est providers of broadcasting services
in Europe. We also design and install
individually tailored networks for radio
and television stations. By the end of
1997, we completed the digitization of
the approximately 103,000 kilometers
of lines forming the network for the
public broadcasters.
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Multimedia worlds: Deutsche
Telekom and its partners in the
”Schools go online“ project
had connected around 6,500
schools to the Internet by the
end of 1997. "Global Learn-
ing“, the telelearning service in
T-Online, allows students to set
their own timetables to study
individually at home and
exchange interactively with
teachers and tutors.




‘Terminal equipment:

'With the quick turnover
of our products, we o
needmobile dataand

Terminal equipment business

Marita Hansen, branch in MélIn,

Kloppenburg GmbH, Kiel

Tested and approved: Terminals
marketed under the Deutsche
Telekom brand name are sub-
ject to tough testing in our labo-
ratories as can be seen here
(right) with the "keypad*“ test.
Demand grew last year for ISDN
equipment and cordless tele-
phones in particular.

strengthens customer loyalty.

As a full-service provider inthe German
telecommunications market, Deutsche
Telekom offers a variety of terminal
devices having to do with telecommu-
nications services. They range from
individual telephones and fax machines
to private branch exchanges (PBX’s)
and comprehensive network solutions.
In our product portfolio, we attach spe-
cial importance to attractive design,
user-friendliness, reliability and com-
patibility at fair market prices.

Deutsche Telekom'’s reputation for
quality, our range of innovative and
customized solutions and our reliable
service all strengthen the loyalty of our
customers in the long term.

Terminal equipment:

the Deutsche Telekom brand

Our terminal equipment, which we

do not manufacture but generally sell
and rent exclusively under the brand
name Deutsche Telekom, were much
acclaimed in 1997. In an environment
of falling prices and intense competi
tion, revenue in the terminal equip-
ment business area decreased from
DM 3.4 bnin 1996 to 3.2 DM bn in
1997. The profitability of the terminal
equipment business was unsatisfacto-
ry in the year under review.

In 1997, we requested from our inter-
national and domestic suppliers deliv-
ery of terminal equipment and acces-
sories such as software in a total
amount of DM 1.52 bn. Deutsche
Telekom purchased approximately
78 percent of its terminal equipment
from ten suppliers in 1997. Around
40 percent of this equipment was
bought from Siemens AG, which is
also our biggest competitor in the ter
minal equipment market.

ISDN: an engine of growth

Demand for innovative products such
as ISDN telephones increased signifi-
cantly during the 1997 financial year,
resulting in sales three times the level
of the previous year. Similarly, sales of
both cordless telephones and ISDN
PBXs demonstrated clear growth ten-
dencies during the course of 1997.
New products strengthen our position
as a technology leader and continue to
satisfy our customers’ needs.

T-View: low-priced ISDN videophone
One example is our inexpensive ISDN
videophone T-View 100, which made
its debut, in the third quarter of 1997,
at the Internationale Funkausstellung
(International Consumer Electronics
Fair) in Berlin. The videophone offers
much more than just "face-to-face
communication". In the first month fol-
lowing its market launch on November
29, 1997, around 2,600 of these
devices were sold.

A A

We aim to improve results

With a view to improving its financial
results, this business area will be critk
cally analyzed in 1998. We intend to
examine and possibly streamline our
product portfolio, renegotiate prices
with our suppliers and make greater
use of purchasing synergies within the
Deutsche Telekom group. Furthermore,
two new product lines are expected to
be introduced in 1998. We plan to
offer easy-to-operate terminal equip-
ment in our low-end price range under
the brand name T-Easy. With T-Concept,
we also intend to offer a line of termi-
nal equipment with a uniform and
user-friendly operating interface that
should gradually replace existing
products.

We also introduced new purchase and
rental plans at the end of 1997. In
addition to our already familiar 3-year
and 5-year rentals, we implemented a
plan for rental of innovative products
as well as installment payment and
credit purchase plans.
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Specilal value-added services:

Customized solutions for
modern dialog marketing.
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Deutsche Telekom made two decisive
moves in 1997 to open up service mar
ket for dialog marketing further. First,
at the beginning of 1997, we began
offering our business customers call
center services. Second, at the end of
1997, we decided to consolidate the
service numbers division (0130 /0800,
0180 and 0190) in one group busi-
ness area along with our call centers,
card applications and DeTeMedien
activities. This group business area,
called special value-added services, is
thus in a position to offer our business
customers customized dialog market-
ing services. This business area also
encompasses the public telephones
division. As in 1996, this business area
generated DM 2.3 bn in revenue in the
year under review.

Expo 2000 - our first major call
center contract

In mid-1997, our call center division
was able to record its first major order
with the award of the contract from
Expo 2000 GmbH. Visitors will be able
to order their entrance tickets by
phone, fax or e-mail via the Expo 2000
call center. Itis expected that the call
center will also be a channel for sales
of merchandising articles and provi-
sion of information on Expo 2000. The
call center will be accessible starting
June 1998 until the end of the interna
tional exposition. A deciding factor

for being awarded the contract was
the wealth of experience Deutsche
Telekom has as a call center operator.
We are in fact the largest call center
operator in Germany today, having
more than 9,000 operators at approxi-
mately 100 locations. This dense net-
work of call centers enables capacity
to be increased flexibly whenever
demand is unexpectedly high. Further-
more, our call center employees are
virtually all well-trained permanent
staff who ensure a high degree of
professionalism.

Growing demand for the toll-free
service

Indicative of the good prospects for
dialog marketing is the growth in the
number of toll-free numbers: the num-
ber of connections rose in 1997 by
approximately 20 percent. Overall, the
development of sales was highly
positive. As this development shows,
business customers are making increas-
ing use of these services, although
compared to the U.S. market, they are
still relatively cautious in their use of
tollfree services. To tap market poten-
tial further, we increased our market-
ing initiatives, and introduced the
"freecall" logo in 1997. Further potential
exists in the shape of the so-called
vanity numbers, that have been permitt-
ed to be offered in Germany since the
beginning of 1998.

Reorganization of directory
assistance

Deutsche Telekom's directory assis-
tance has faced competition from
other providers since December 1,
1996. In connection with this new
competitive environment,

- the Ministry allocated directory
assistance numbers by lottery ,

- we have substantially broadened
our directory assistance services,
and

- we increased prices effective Octo-
ber 1, 1997.

We have given our directory assistance
teams intensive training to prepare for
competition in this segment of the mar
ket. To counteract any fall in demand
as a result of the new higher prices, we
have been carrying out widescale ad-
vertising for this service since October
1997.

Card-operated phones

on the increase

Atthe end of 1997, Deutsche Telekom
had 160,800 coin- and card-operated
public telephones in operation. This is
equivalent to a density of two public
telephones per 1,000 inhabitants. Some
60 percent (in 1996, 56 percent) of
these are card-operated, while 40 per-
cent are coin-operated (in 1996, 44
percent). We plan to continue the
process of replacing coin-operated
telephones with card-operated tele-
phones.

The financial results of the public tele-
phone division are unsatisfactory, with
more than half of the public telephone
locations incurring losses. This has
resulted in a program focusing particu-
larly on the question of the locations
and consequently reductions in the
number of public telephones. The cur
rent debate among the local author
ities about charging a levy for the use
of the locations has lent the issue par
ticular urgency. New tariffs, new prod-
uct and target group strategies are in
preparation.

”As the syste
global group,
munications g y
more and mo T |
tantrole in o
That’s why wéa Or
together with B tsche

Telekom.* B8

Ulrike Klietz, ProjectManagement,
Dréager Synematic GmbH; Liibeck

Faster service in the Call Cen-
ter: Call Centers are playing an
ever increasing role in the ser-
vice society. Deutsche Telekom
has thus improved the Call Cen-
ters for its own customers, e.g.
in directory inquiries, order
acceptance or marketing. Since
the start of 1997, Deutsche
Telekom has also been market-
ing the services of its Call Cen-

ters externally, to business cus-
tomers.



International business:

(zlobal activities

continued.

The telecommunications industry has
always been shaped by the internatio-
nal market forces. The worldwide libe-
ralization of former monopolies has
played a major role in boosting the
globalization of the industry, which
produced the potential for developing
new business areas in the international
markets. In the year under review,
Deutsche Telekom continued pursuing
its international strategy. We reaped
the benefit from our international acti
vities with the sale of part of our stake
in MATAV and at the same time conso-
lidated our international portfolio.

The main criteria for our international
investments are an increase in share-
holder value and the strengthening of
Deutsche Telekom'’s presence in stra-
tegically important markets. We see
our strategic alliance with France
Telecom as the basis for expanding
our international activities. After the
large amounts invested in companies
such as Sprintand MATAV in past
years, 1997 saw a marked reduction
in the size of our new international
investments.

Global One - A core element of our
internationalization strategy

The Global One joint venture is one of
the core elements of our internationa-
lization strategy. We established this
venture together with France Telecom
and Sprint Corporation at the beginning
of 1996. Our stake in Global One is
held by Atlas, a European joint venture
in which we and our strategic partner
France Telecom each have a 50 per-
cent interest.

In the international market, Global One
offers a comprehensive portfolio of tele-
communications services for busines-
ses and operators of other telecommu-
nications networks and services. Its
customized solutions include the pro-
duct “Global Intranet”, which enables
multinational companies to make use
of Internet technology for their own
internal global communications. In the
year under review, Global One in-
creased its global presence to more
than 1,400 nodes in over 65 countries
and increased its workforce to over
3,600.

A large number of customer contracts
in 1997 enabled Global One to streng-
then its position in the international

market for customized telecommunica-

tions solutions. Global One increased
its revenue from approximately US$
0.7bnin 1996 (DM 1.1 bn)to US$ 1.1
bnin 1997 (DM 1.9 bn).

Since the founding of Global One in
1996, Deutsche Telekom and France
Telecom have each held a ten percent
stake in Sprint.

MATAV - A Hungarian success story
MagyarCom is a fully consolidated
Hungarian subsidiary, jointly held by
Deutsche Telekom and Ameritech, a
US telecommunications Company.
MagyarCom holds 59.58 percent of
the shares in MATAV, Hungary’s largest
telecommunications provider. In 1997,
our investment in MATAV again proved
very successful. The Company’s reve-
nues increased from the equivalent of
DM 1.9 bn to approximately DM 2.4 bn
(HUF 253.8 bn). Compared with 1996,
this amounted to a growth in revenue
of 22 percent.

MATAV's initial public offering (IPO)

in November 1997, supported by
Deutsche Telekom’s own experience
with its own initial public offering,
marked a milestone in MATAV's history.
MATAV's offering, in which approxi-
mately 27 percent of its stock was sold
to retail and institutional investors, was
the largest IPO ever undertaken by

a company from Eastern Europe.
Moreover, MATAV was the first com-
pany from this region to be listed on
the New York Stock Exchange. As a
result of the IPO, the MagyarCom stake
in MATAV was reduced from 67.35 to
59.58 percent.

In 1997, MATAV continued its expan-
sion of the Hungarian telecommunicar
tions infrastructure, which just a few
years ago was quite underdeveloped.
MATAV increased the number of its
telephone lines by more than ten per
cent to approximately 2.4 million.
Parallel to the network expansion, it
also accelerated the modernization of
the infrastructure. As a result, approxi-
mately 70 percent of MATAV's tele-
communications network was digitized
by the end of the year under review. In
1997, MATAV gave the go-ahead for
the introduction of intelligent network
services. MATAV’s mobile communica-
tions business also had a successful
year. Inthe GSM sector, Westel 900, a
fully consolidated subsidiary of MATAV,
achieved an approximately 58 percent
share of the GSM market at the end of
1997, with a total of approximately
360,000 customers. Furthermore,
Westel 450, another fully consolidated
MATAV subsidiary, reached a market
share of over 15 percent at the end of
1997 with its analog mobile telephone
network.
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Our investment in Asia suffered from
the economic instability

Satelindo: The largest GSM operator
in Indonesia

In April 1995, T-Mobil acquired a 25
percent strategic stake in Satelindo,
the first private telecommunications
provider in Indonesia. Satelindo is the
largest GSM network operator in Indo-
nesia, the fourth largest country in the
world with a total of 200 million inhabk
tants. In addition to its digital mobile
communications services, Satelindo
holds licenses for the provision of
international telephony services and
satellite communications.

Due to the economic instability in Asia,
Satelindo's business did not develop
as planned during 1997. Despite this,
it succeeded in establishing itself as
the leader in Indonesian mobile com-
munications with a market share of 37
percent.

Satelindo also succeeded in expand-
ing its international telephone busk
ness. In the year under review, the
international gateway handled more

than 80 million telephone call minutes.

Satelindo’s market share in this sector
increased to 13 percent.

While revenues rose to over DM 747
million (1,183.4 bn rupiah) - represent-
ing a growth rate of over 750 percent
within two years, costs also increased
dramatically. Deutsche Telekom is
considering increasing its stake in
Satelindo.

TRI - Malaysian leader in mobile
telephony

Since October 1996, Deutsche Telekom
has held a 21 percent stake in the
Malaysian Company Holding Techno-
logy Resources Industries Berhad
(TRI). TRI offers telecommunications
services and is the leading mobile
communications provider in Malaysia.
The number of TRI customers rose
from 850,000 to over 950,000 in 1997.
Furthermore, TRI holds additional tele-
communications licenses for national
and international fixed network com-
munications, value-added services
and paging services. As in previous
years, TRl recorded a double-digit
growth in revenue.

Islacom:

350,000 new telephone lines

In addition to licenses for voice and
data communications in the fixed net-
work, as well as for paging services
and the operation of mobile infrastruc-
tures for the local network, Isla Com
munications (Islacom), the Philippine
telecommunications provider, holds
one of the national mobile communk
cations licenses granted in the Asian
island state, which has a total of 70
million inhabitants. Deutsche Telekom
holds a 10.42 percent direct stake in
Islacom and is considering increasing
its interests. With Deutsche Telekom’s
technical support, Islacom installed
more than 350,000 new fixed network
lines in the year under review.

Europe

Mobile communications - Invest-
ments in digital mobile telephony
With investments in Austria's
“max.mobil. Telekommunikations Ser-
vice GmbH”, Poland’s “Polska Telefonia
Cyfrowa (PTC)” and the Czech Repu-
blic's mobile communications network
operator “RADIOMOBIL”, Deutsche
Telekom played an active role in the
digital mobile communications growth
markets in Europe.

Deutsche Telekom plansto withdraw
from its mobile telephony interests in
Switzerland (Modacom - trunked mo-
bile radio) and the Netherlands (Call-
Max - paging service), as these no lon-
ger fit our strategic objectives. We sold
our stake in the U.S. APC (mobile com-
munications) business at the begin-
ning of 1998 for the same reason.

Wind - Joint venture in the fast-
growing Italian market

Italy is one of the fastest-growing tele-
communications markets in Europe,
with particularly strong growth in the
mobile communications market. In
November 1997, Deutsche Telekom,
France Telecom and the Italian power
utility Company ENEL established the
joint venture Wind. The strategic ob-
jective of Wind is to provide integrated
telecommunications services in ltaly
based on the convergence between
fixed network and mobile communica-
tions technology. In February 1998,
Wind was granted a license to provide
fixed network telephony.

Focus on quality growth

In 1998, Deutsche Telekom will conti-
nue to pursue its internationalization
strategy, focusing on quality growth.

In late March, together with France
Telecom and the British telecommunica-
tions company Energis plc, we decided
to establish companies for the provision
of a telecommunications infrastructure
and for marketing the telecommunica-
tions products offered on this platform.

Inline with the Deutsche Telekom
group’s internationalization strategy,
we aim to acquire mobile communica
tions and fixed-network licenses to be
able to offer integrated telecommuni-
cations services based on the con-
vergence of fixed-network and mobile
communications technologies.



