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company
profile

Aliatela.s., Sokolovskd 131/86, 186 00 Praha 8, Czech Republic

1€0 (Company Registration number): 61058904, DIC (Tax Registration number): 008-61058904

A joint-stock company registered in the Corporate Register maintained by the District Commercial Court of Prague, section B,
numberofinsert3988.

Services delivered: telecommunication services (Voice, Dataand Internetservices)

Vision
Aliatela.s.isthe preferred partnerof those who consider high-level quality telecommunications a must.

Mission
Aliatel's mission is to provide all customers with the security and background of high-level professional telecommunication
services.

Company Profile

Aliatel a.s. was founded on May 13, 1996 as a joint telecommunication project by eight Czech regional power distribution joint-
stock companies (REAS). Two years later (in April 1998) they were joined by the German-based company RWE Telliance AG (now
RWE Com Geschaftsfiihrungs - GmbH), whichisa partofthe RWE Group, one of the major European utilities.

In the same year (1998) Aliatel a.s. entered the Czech telecommunication marketplace with its first Data services. By the year
2000 Aliatel's range had expanded to Internet services. One year later the company made a forceful entry into a partially
liberalized marketplace of public Voice services. In 2002 the company, as the very first alternative operator, enabled its customers
to utilize phone services through CS (Carrier Selection). In the same yearit founded a daughter company, Aliatel Slovakia, s.r.o.,
in Bratislava, Slovak Republic. Aliatel Slovakia, s.r.0. is to ensure a provision of complex solutions within the area of telecommunication
serviceswith afocus on corporate clientsin the Slovak Republic.

In2003 Aliatela.s., again asthe veryfirstalternative operator, began offering so-called CPS (Carrier Pre-Selection) service toits
customers. The above-mentioned service enables customers to place their calls through the dominant operator's network
without dialing a four-digit prefix or having a special dialerinstalled. In the sameyearthe companyachieved another breakthrough -
so-called Number Portability, which enables migrating customers to retain their current phone number.

Aliatel a.s. is currently providing a complete portfolio of Data, Voice and Internet services with a guaranteed quality level - all
of these services are supported with a high-level reliability, professional care and individual approach to each and every customer.
Qualityisafundamental parameter of the services provided. Aliatela.s., as the veryfirstalternative telecommunication operator
in the Czech Republic, introduced the SLA (Service Level Agreement). Aliatel, the first operator to provide public telephone
services on a fixed-line network, was awarded the ISO 9001 quality certificate. At the beginning of 2003, upon passing
a re-certification audit performed by a leading Swiss company SGS Switzerland SA, was awarded the internationally recognized
qualitymanagement certificate IS0 9001:2000.

Advanced infrastructure, state-of-the-art technology, a complete portfolio of services, high-level customer care and a team
of highly skilled professionals - all help Aliatel a.s. to achieve and maintain its position as a leading telecommunication

operatorwitha considerable shareinall segments of the business market.

Aliatela.s. serves a wide range of customers. The objective of the company is to fully satisfy theirindividual requirements - not
onlytechnologically butin customer careas well.
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ownership
structure

As of December 31, 2003 the basic capital of the company amounted to CZK 3,272,120,000. The basic capital has been paidin full.
Tt comprises 327,212inscribed bookshares which may only be transferred subject to the General Meeting'sapproval.

Structure of the Shareholders as of December 31, 2003

Aliatel's General Meetingsin 2003

= RegularGeneral Meeting of April 10, 2003:

- adoptedannualaccountsfor2002;

- adopted Business Plan for 2003-2008;

- took due note of the Board of Directors' report on business activities of the company and the state of the company's assets
in 2002;

- tookduenoteofthe SupervisoryBoard'sreport;

- recalled Mr. PetrJiza from the Board of Directors;

- appointed Mr. Bernhard Fangera new member ofthe Board of Directors;

- recalled Mr. Tomas Hiiner from the Supervisory Board; *

- appointed Mr. FrantiSek Kotineka new member of the Supervisory Board. *

*  Atits meeting held on April 10, 2003 the Supervisory Board elected Mr. Frantisek Kofinek new Chairman.

= ExtraordinaryGeneral Meeting of June 27,2003:
- adopted AnnualReport2002.

u Extraordinary General Meeting of July 24, 2003:
- tookaduenoteof Mr. Frantisek Kofinek's resignation from his membership of the Supervisory Board as of June 18, 2003; **
- appointed Mr. Jan Veskrnaa new member of the Supervisory Board.**

*
*

Atits meeting held on August 27, 2003 the Supervisory Board elected Mr. Stanislav Peleska new Chairman.

m  TheRegularGeneral Meeting will take place on May 27, 2004, the programme willinclude:

- approvalofcompanybudgetfor2004;

- approvalofcompanybusiness plantill2008;

- approvalofcompanyannualfinancialstatementfor2003;

- discussionofthereportofthe Board of Directors on Aliatel's business activities and state ofassetsin 2003.
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directors
and officers

Supervisory Board

(as of December31,2003)

Mr. Stanislav Peleska (1946), Chairman
Mr.Thomas Riemann (1955), member

Mr. Jan Veskrna (1965), member

Mr. Karel Dietrich-Nespésny (1964), member*
Mr. Petr Kroupa (1967), member

Mr. JaroslavVostarek (1968), member

* On November 19, 2003 Mr. Roman Hodosi's membership of the Board of Directors ceased upon his resignation notice; on the same day Mr. Karel
Dietrich-Nespésny was co-opted into the Board of Directors.

Board of Directors

(asof December31,2003)

Mr. Josef Havel (1951), Chairman

Ms. Susanne Kiippers (1966), Vice-chairwomen
Mr. Engelbert Halm (1956), member

Mr.Jan Saska (1952), member

Mr. Bernhard Fanger (1962), member

Mr. Véclav Culik (1955), member**

** 0On September 24, 2003 Mr. Zdenék Sroubek's membership of the Board of Directors ceased upon his resignation notice; on the same day Mr. Vdclav
Culik was co-opted into the Board of Directors.

Top Management

(asof December31,2003)

Mr. Bernhard Fanger (1962), Director General

Mr. Petr Stajner (1968), Director of Marketing and Product Management

Mr. Petr Kroupa (1967), Director of Engineeringand Operations; Acting Director of Informatics
Mr. Miroslav Herdni (1962), Director of Sales

Mr. Ale$ Spacil (1966), Director of Customer Care

Mr. PetrJiiza (1970), Director of Controlling; Acting Director of Financing

ChangesintheTopM mentin2003

39

Mr. Petr Stajner was appointed acting Director General from January 1, 2003 to May 31, 2003.

Mr. PetrJiiza was appointed Director of Controlling on March 1, 2003.

Mr. Jifi Pinkas was appointed Director of Informatics on April 15, 2003.

Mr. Jaroslav Opat resigned from the position of Director of Financing on May 31, 2003.

Mr. Bernhard Fangerwas appointed Director Generalon June 1, 2003.

Mr. PetrJiiza was appointed acting Director of Financingon June 12, 2003.

Mr. VladimirVacha was recalled from the position of Director of Sales on July 2, 2003.

Mr. Miroslav Heran was appointed Director of Sales on July 3, 2003.

Mr. Ale$ RiiZicka was recalled from the position of Director of Strategy Marketingand Product Managementon July 31, 2003.
Mr. Petr Stajner was recalled from the position of Director - Strategy on July 31, 2003.

Mr. Petr Stajner was appointed Director of Marketing and Product Management on August 1, 2003.
Mr. Jifi Pinkas resigned from the position of Director of Informatics on November 30, 2003.

Mr. Petr Kroupa was appointed acting Director of Informatics on December 1, 2003.

Changesin theTop Management after December 31, 2003:

As of February 1, 2004 the position of Director of Informatics was cancelled and the relevant department merged with the Department of Engineering
and Operations; Mr. Petr Kroupais managing the new departmentsince then.

Mr. PetrJiza resigned from the position of Director of Controlling on March 9, 2004.
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key events
of the year 2003

January

- Aliatel, astheveryfirstalternative operator, began providing the CPS (Carrier Pre-Selection), which enabled Aliatel's customers
to place calls through the dominant operator's network without first dialing a four-digit prefix or having a special dialer
installed.

- TheBoard of Directorsappointed Mr. Bernhard Fanger Director General of Aliatel a.s., which cameinto effect June 1, 2003.

April

- Anewservice, Business Komplet, was launched. Itis a telecommunication solution comprising a bundle of Voice, Internet
and Data (optionally) services addressed to business customers.

- Aliatelofficially launched operations of the long-awaited and ground breaking Number Portability service.

- Updated Business Plan of the company for 2003-2008 and budget for 2003 was discussed at the General Meeting on April 10,
2003. Mr. Petr Jiiza was recalled from the Board of Directors and substituted by Mr. Bernhard Fanger. Mr. Tomds Hiiner was recalled
from the Supervisory Board and substituted by Mr. FrantiSek Kofinek of Severomoravska energetika, a.s. Later on Mr. Frantisek
Kofinek was elected Chairman of the Supervisory Board.

June

- Mr.Bernhard Fangertookoverthe position of Director General.

- Aliatellaunchedits broadband Internet connectivity service utilizing ADSL technology.

- OnJune 27,2003, atthe Extraordinary General Meeting, Aliateladopted the proposal on a deferral of maturity of the shareholders'
loans provided by Severoceska energetika, a.sand Prazska energetika, a.s.

July

- Extraordinary General Meeting of July 24, 2003 took a due note of Mr. FrantiSek Kofinek's resignation from the Supervisory
Board and appointed Mr. Jan Veskrna as a new member of the Supervisory Board. Later on Mr. Stanislav Peleska was elected
Chairman of the Supervisory Board.

August
- Aliatel a.s. started a regional road-show during which members of Aliatel's top management visited six regional centers
in the Czech Republic, metselected customersandintroduced Aliatel's activities and plans to the local media.

October
- According to the results of the annual Fast 50 competition organized by the company Deloitte, Aliatel was the fastest growing
technology companyin Central Europe.

December

- After winning the Fast 50 competition for Central Europe, Aliatel also succeeded in the all-European poll Fast 500 and was
declared the 15th fastest growing technology companyin Europe.
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report of the
board of directors

Report of The Board of Directors on Aliatel's Business Activities and State of Assets in 2003
Dear Shareholders, Customersand Friends:

Theyear 2003 was a very successfulone forthe company. Aliatelas a reliable operator providing state-of-the-artand high quality
services further established its already strong position in the Czech telecommunication market. As in the previous years, Aliatel
oncemoreachieved the highestorganicrevenue growthamongalltelecommunication operatorsinthe Czech Republic.

In January 2003, Aliatel was the very first operator to launch services based on CPS (Carrier Pre-Selection). Two months later
the company, was the very first alternative operator to, launch the NP (Number Portability) service, enabling customers to switch
all oftheirvoice trafficwithout disruption to Aliatel.

Moreinnovative and cost-efficient Voice services were launched this year, including Value-Added services and extended options
of the Business Call Direct service. The significant growth in voice revenues can be mainly attributed to the success in the SME
(small and medium-size enterprises) segment, where Aliatel is by far the leading alternative operator. Targeting this SME
segment, Aliatelintroduced in the first half of 2003 new services utilizing the own WLL (Wireless Local Loop) technology within
the 3.5 GHz band. The so-called Business Komplet services enable the company to offer integrated solutions of Voice, Data and
Internettothe customer.

In the data area the company succeeded in increasing its market share. Data will continue to be in the spotlight because Aliatel
sees a further potential to realize growth opportunities. The launch of Dial-up Internet connectivity proved to be veryimportant
as this service comprises a good complement of the currently existing retail Voice services. An ADSL resale service was launched
as well, though the conditions given by the incumbent proved to be difficult and limited the success of the offering. Not surprising,

Internetservices were the most dynamicin terms of revenue growthin 2003.

In the wholesale area Aliatel confirmed its leading position in the marketplace in 2003. The list of customers includes many
leading international fixed operators, mobile operators and growing alternative service providers. Expectations and budget
weresignificantly exceeded. However, there was a disparity between Voice and Data. While Voice services did very well, Data services
suffered under strong competitive pressure and subsequent drastic price decreases.

Aliatel continuedits strategic cooperation with INFONET asits representative for the Czech and Slovak Republic.

In 2003 the development of telecommunicationinfrastructure wasimpacted by two main factors:

= Capacitygrowth

Compared to the previous year the requirements for additional capacities decreased. This impacted positively on the network-
oriented capital expenditures allocated for both transport and access networks. Since the network rollout moved to a very
customer oriented approach, specific requirements for new customer connections were the main driver for further investments
especiallyintheaccess network.

m Serviceintroductionand platform upgrades

Compared to previous years and despite the introduction of the new services described beforehand, there were less investments
required for launching new services and the associated technology platforms.
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Both of the above-mentioned factors as well as newly introduced guidelines for the economic evaluation and approval of every
investment helped reduce the overall volume of capital expenditures to almost one fourth of the volume of investments spent
in 2002.

Besides the above-mentioned development of the telecommunication infrastructure, Aliatel initiated more activities in order
to improve the cost efficiency of the network. Guidelines for the financially optimal access method are one example of these
activities.

Supporting the success on the market, severalinternal consolidation and process improvement projects started. The activities
were focused on optimizing the customer processes within the following areas: billingandinvoicing, management of receivables,
and process changes in the Contact Center. We succeeded in improving these areas, leading to a higher level of customer
satisfaction.

Further activities in the area of IT/IS commenced at the end of 2003. The consolidation of CRM applications in order to improve
support users and quality of data may serve as one example. Owing to the long-term nature of these projects they are unlikely
to becompleted beforethe end of 2004.

The annual audit of Aliatel's quality management system, which was completed successfully, confirmed a full consistency with
the requirements of IS0 9001:2000 standards and recommended that the company may retain the relevant quality management
certificate.

Self-financing ofthe company forthe entirety of 2003 was a major goaland a significantachievement. Withinidentified areasthe
management also took some unpopular saving measures, which were not limited to capital expenditures. Aliatel's headcount
settled to its current level, which still ensures the provision of high-quality services at reasonable payroll levels. A tight-budget
regime was successful especially in the areas of operational and capital expenditures with positive impact on these financial
indicators. Therefore the management plans to keep these measurementsin placein 2004 as well.

Overall the measures taken secured sufficient financial means for 2003. The company did not draw down any additional external
financialfundsthatwere originally planned for June 2003. The cash balancein December 2003 exceeded expectations.

Inregardstofinances, letus turn ourattentionto some keyfinancialindicators:

= Profit/lossas of December31, 2003 amounted to TCZK (-)791,641, mainlyinfluenced by temporary extraordinaryitems.

= Revenuesfromthe own products and servicesamounted to TCZK 2,551,471; compared to the previous year this number grew
byalmost 38%.

= The above-mentioned saving measures impacted capital expenditures most. Capital expenditures amounted to TCZK 251,607,
i.e.theyfellto 25 % oftheamountspentin 2002 and were significantly under plan.

= Basiccapitalofthe company remained unchangedandamountedtoTCZK 3,272,120.
Shareholders' equityfellto TCZK 405,257.
In 2003 Financing of the company were in compliance with the saving measures taken. The company utilized additional
external financial funds in the beginning of the year (from January 2003 to April 2003). The total sum amounted to TCZK
400,000. As of December 31, 2003 the total amount of external financial funds comprised TCZK 2,252,220 (the split was
as follows: our own bonds worth of TCZK 1,298,160; loan facility provided by Commerzbank AG upon the relevant loan
agreementworth of TCZK 865,440; and currenttwo shareholders' loansamounting to TCZK 88,620 provided by SCEand PRE).

= As of December 31, 2003 Aliatel Slovakia, s.r.o0., Aliatel's daughter company, generated profit before taxation amounting
to TSKK 7,697 (TCZK5,908).
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The positive results achieved by the Daughter Company Aliatel Slovakia are promising. Aliatel Slovakia, s.r.o. has focused its
activities on the sale of Data services, realization of customer projects, and customer supportin Slovakia. The objective of the
company is to serve Aliatel's customers with a presence in both countries with very limited investments, operational and personal
costs.

In 2003 Aliatel Slovakia generated revenues amounting of TSKK 34,776 (TCZK 26,692). This represents a 260% growth compared
t02002, though froma low basis since Aliatel Slovakia started its business activities in May 2002.

For the customers, the year 2003 meant the offering and sales of traditional Voice and Data products which are already well
established in the marketplace as well as increase in the service portfolio with a range of new products, offering the customers
additional options for satisfying their telecommunication requirements. We will continue in this direction in the years to come,
offering high-quality telecommunication services for competitive prices and maintaining the position as a leading
telecommunication operatorinthe Czech Republic.

Behind all of Aliatel's achievements there have always been people. We would like to use this opportunity to thank all the

customers, employees, business partners and shareholders for their personal contribution and their ongoing commitment,
which has helped to achieve thesejoint results.

G. 4 f_!lﬁ““

JosefHavel Bernhard Fanger

Chairman ofthe Board General Director

Aliatela.s. Memberofthe Board
Aliatela.s.
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company
financing

The financing guidelines adopted by the Extraordinary General Meeting of December 18, 2001 helped Aliatel a.s. to overcome
the period from Q1/2002 to Q1/2003 when the planned volume of expenditures was higher than the volume of planned revenues.
The financing of the company was supposed to be consolidated during the remaining quarters and the company was to turn
to a self-financing stage.

From the financial point of view the year 2003 was a breakthrough year for the company. There were identified areas in which the
company took saving measures in order to reduce operational and investment costs. Thanks to the above-mentioned measures
and revenue growth, the company succeeded in covering all of its financial requirements from its own resources, thus fulfilling
oneofthe main financialtasksimposed by the shareholders for 2003.

Description of Long-term External Financial Resources
Aliatelisfinancedviabonds, shareholders loansanda loanfacilityagreement with Commerzbank AG, Prague Branch.

Risk Assessment

Business Risks

Aliatel a.s. has been doing business in a dynamic sector characterized by rapid changes in products and technology as well
as a large number of competitors on the part of both customers and providers of telecommunication services. In order to minimize
the risk of losing competitiveness and ensure rapid growth, the company has prioritized investments into its own development
while ensuring a balance between short-term and lasting sustainable development. Gaining customers and increasing
competitiveness have been the key success factors.

The rising number of company customers also reduces the risk of posting financial losses owing to a concentration on a single
area of business relations.

Financialand Currency Risks

The exchange rate risk is a significant financial risk for Aliatel a.s. Other risks are interest rates, credit facilities, liquidity
managementand control of contractual-partner risks. The company copes with all financial risks in accordance with the financial
policytaken bythe top managementand adopted by the Board of Directors ofthe company.

Exchange rate fluctuations affect the companyin terms ofincomes and expenditures. Therefore the company reduced the number
of foreign currencies used in customer and vendor billing to Euros and U.S. dollars only, providing that since 2002 most of the
payments have been transacted in Euro. As most of payments have consistently been made in CZK and given the small volume
of payments made in foreign currencies, impacts of these risks were not significant. As a result, the value of the company capital
andshareholders' equity has not been affected negatively within this period.

Contractual Partners Risk

Owing to an increase in the number of customers the volume of credit risk that Aliatel a.s. is exposed to has also increased.
The counter measures that have already been taken have been gradually implemented into information systems and have been
optimized on an ongoing basis. For example, a readjustment of debt collection proceedings and their consistent enforcement
helpedtoreduceafinancialvolume of receivables overdue to less thana half of the volume as of December 31, 2002.

Operationaland Legal Risks

Allemployees of the companyincluding the company management have paid a high-level of attention to the elimination of these
risksinthe environment ofa developing telecommunication market.

The customer billing process and the controlling documentation have been fully rewritten. Despite a three-fold number of invoices
theinvoice processing time was reduced by halfand theinvoice error rate also fell significantly. The measuresimpacted positively
on cost effectiveness and helped to reduceitin thearea of financial risks as well.
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summary
of services provided

Aliatel a.s. has utilized the gradual liberalization of the telecommunication environment in the Czech Republic to offer a complete
range of progressive, highly professional and complex telecommunication solutions to the customers of the company. For most
of these services, Aliatel offersa contractually guaranteed quality level (SLA).

Data, Voice and Internet services are capable of meeting all requirements of large corporations as well as smalland medium sized

companies. Aliatela.s. is wellknown forits reliable services.

DataServices

Aliatela.s. provides a wide range of extremely reliable and high quality Data services. The company provides them on its own fully
backed-up high-capacity network. Thank to available optic multiplex capacities offered by the company, the traditional transmission
capacities (i.e. 64 kbit/s - 622 Mbit/s) may beincreased up to 10 Gbit/s.

- DigitalLine leaseof nationalandinternational digitallines

- FrameRelay data transmission with a secured capacity - nationaland international
- ATMCellRelay high-capacity data transmission

- Transparent LAN LAN remoteinterconnection

- BusinessIP IPVPNfor professionalusage

Voice Services

Aliatel a.s. uses a state-of-the-art installation of classical circuit switching technology for the provision of public telephone
services and offers nationaland international calls to all destinations, including mobile networks, transmission of fax and data.

Additionalservices makethe calling more comfortable.

In 2003 the number of customers using Voice services grew significantly. Aliatel a.s., as the very first alternative operatorin the
Czech Republic, offers indirect connection through CPS (Carrier Pre-Selection) and was also the first operator to offer Number
Portability which allows the customerto change his operator without being forced to change his existing phone number.

Aliatel'stelephoneservicesare currently available to business clientele of any sizein the entire of Czech Republic.

- BusinessCall Direct directconnection services
- BusinessCallSmart indirect connection services - Carrier Selection/Pre-Selection
- ProfitCall intelligent network services - toll free calls, shared cost calls, and premium rate services

InternetServices

Aliatel a.s. also offers all types of Internet services. Their key parameters are mostly guaranteed, even on the basic level.
The Internet services are used by companies and small entrepreneurs; they have also been used by Internet Service Providers
(ISP), Internet Content Providers (ICP) and Application Service Providers (ASP) on the wholesale level.

- Speedline DSL fixed Internet connection through the ADSLtechnology

- Speedline fixed Internet connection

- ConnectivityPartner  fixed customerconnection forlocalISP's

- HotPilot shared hosting - a lease of application environmentat server
- HouseofServer housing-a lease of space and provision of data-centerservices
- WebMail webhostingand e-mail center

- Minutes Partner complexsolution forvirtualdial-upISP's

- BusinessDialUp dial-up Internetconnectivity for SME's
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ComplexSolution
In2003 Aliatela.s. developed and launched service bundles comprising telephone, Internetand Data (optionally) services.

- Business Komplet asetofservicesfor SME's
- BCD+Speedline telephoneandInternetservicesaddressed to largeand medium-size companies
- BCS+Speedline telephoneandInternetservicesaddressed to SME's

- BusinessIP, Digital Line, Frame Relayand Speedline DataandInternetservices

Carrier's Carrier services and Infonet services
Aliatela.s. provides telecommunication services to other leading operatorsin the Czech Republic and abroad. Aliatel's customers
areglobaltelecommunication companiesand national operators, as wellas localISP's.

Aliatela.s.isapartnerofthe globalworldwide Infonet networkin the Czech and Slovak Republic.

Further Development of Services
Aliatel a.s. makes every endeavor in order to fully understand all requirements resulting from each individual customer's type
andscope of business, to fulfillthese requirements, and provide the customerwith professional customer care.

As for Data services, we plan on the further development of the Business IP services. Aliatel a.s. provides the above-mentioned
services with state-of-the-art technology ensuring absolute security, reliability and optimal transmission conditions. The Business IP
services allows the customer to set up specific parameters for operating mission critical operations (including the transmission
ofvoice, dataandvideo) and controlling them.

Inadditiontherewillbeimproved usage of ADSLand SDSL technologies on the access network of the dominant operator. It will be
of specialsignificance especiallyin case of Internet connectivity with a lower/medium-size transmission rate suitable for SME's.
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telecommunications
area

Telecommunication Network
Interms of the coverage and quality of its own telecommunicationinfrastructure, Aliatel a.s. has traditionally kepta very unique
positionamongalltelecommunication operators providing fixed publictelecommunication servicesin the Czech marketplace.

Thebackbonetransport networkis based on optic-fiber routes. It connects over 50 cities all over the Czech Republic through more
than 10,000 kilometers of optic-fiber pairs. This network is interconnected through optic-fiber routes to all leading operators
in the Czech Republicas wellastoallneighboring countries.

Modern Dense Wavelength Division Multiplexing (DWDM) technology provides for increasing the capacity of the backbone
networkinaccordancewitha growing number of customers connected, and more extensive utilization of broadband services.

The entire spectrum oftechnological solutions has been used for customeraccess to Aliatel's network services - from a realization
of optic-fiber access routes, through microwave link ups to leased access lines or routes with ADSL technology to non-direct
access based on Carrier Pre-Selection.

The technology of advanced voice exchanges enabled an increase in the total number of calls made in 2003 up to almost
500 million. Compared to the previous yearthe number of calls almost doubled.

Information Services

Inorderto servealarge number of customers Aliatel has the vital and effective functioning support of Information Systems (IS).
In 2003, thanks to massive IS support, the company succeeded in improving the quality-level of material customer-oriented
processes, namely billing and the activities of the company's Contact Center. Improving customer-oriented processes and support
systemswillremaina priority ofthe company.

Process and Quality Management

By the end of the year 2000, Aliatel a.s. was awarded the ISO 9001 international quality certificate as the very first fixed
telecommunication operator in Czech Republic providing public telephone services. Upon a successful re-certification audit
performed by the company SGS (International Certification Services AG Ziirich) Aliatel a.s. was awarded the ISO 9001:2000
quality certificateagainin 2002. Furtherinspection auditsjustified the award.

Aliatela.s. is a customer-oriented process-driven company. In the last period there has been changes in the organization structure
of the companyin orderto meetbetterand more effectively all requirements of Aliatel's currentand prospective customers.
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employees

In 2003 there were no significant number of headcount variations and the fluctuation remained on normal levels. By the end
of the calendar year, i.e. by December 31, 2003, the headcount amounted to 353 people (266 men and 87 women). The average
ageof Aliatel's staffwas 32 years.

In 2003 the HR department carried on with the development of the corporate culture and the improvement of the staff working
conditions. Internal communication was significantly improved by the development of new employees workshop, an internal
magazine, intranet and a greater interaction between management and employees via regularly scheduled meetings. As for the
staff recruitment there was accentuated a selection of apt candidates to fill vacant positions in order to minimize a churn during
the probationterm.

Staff age structure as of December 31, 2003 broken by sex

Staff qualification structure as of December 31, 2003
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company
future

Intheyearsto comeAliatela.s. will further solidifyits leading positionamong the alternative operatorsin the Czech telecommunication
marketplace. The company plans to carry on providing the portfolio of Voice, Data and Internet services all over the Czech
Republic. Aliatel will focus on providing telecommunication solutions to business client of large companies and state administration
and with offers of Voice and Internet services Aliatel will concentrate on a perspective segment of small and medium sized
companies.

The high quality services provided with a guaranteed quality level will still be based on the own modern and effective
telecommunication infrastructure which may be aptly complemented by an infrastructure leased from other operators, namely
in the area of access networks. Given the capacity of the infrastructure and current coverage and IS support it will be quite
possibleforustoincreasethe customerbaseand overall network traffic, innovate the currently existing products and price plans
without any significant investments or increases in operational costs. As the financial indicators in 2003 fully confirmed this
trend, Aliatel anticipate further revenue growth and a significantly lower volume of investments, as well as a growth of EBITDA
and otherkey financialindicators.

Besides an overall growth of revenues generated by the Data and Internet services, the future growth source for the business
clientele will especially bein Voice services forthe SME segmentand provision of Value Added Voice services. Revenues generated
by Data and Voice services provided to wholesale customers will still comprise an important part of the overall volume of revenues.
Aliatel a.s. will put a great deal of focus on launching new and innovative product bundles and price plans, integrated solutions
and services addressed to specific segments, and the attaining of customer requirements. Maintaining the high level of customer
careforthe currentclientsas wellas the overallimprovement of management programs willalso be veryimportant.

Aliatel a.s. wants to be perceived by its customers as the outright alternative to the dominant operator, namely thank to the
quality-level ofits services, guarantees provided, customer orientation, flexibility, and - last but not least - competitive prices.
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Aliatel
Slovakia

Aliatel Slovakia, s.r.o. is the daughter company of Aliatel a.s. The company does business in the Slovak telecommunication
marketplace within thearea ofinternational Data services.

The company's specialization is consistent with the nature of the Slovak telecommunication market on which the real
liberalization of Voice services has not started yet. Aliatel Slovakia, s.r.o. focuses its activities solely on Data services, customer
supportand realization of sales cases ofthe mother companyAliatela.s. in Slovakia.

The optimal asset and personal structure of the company has been adjusted to this specialization. The objective of Aliatel
Slovakia, s.r.o. is to achieve a maximum effectiveness of the sale of services and profit generation with minimum investment,
operationaland personal costs.

Thanks to a good acquaintance with local conditions, Aliatel Slovakia, s.r.0. may supportindividual business cases of Aliatel a.s.
in the Czech-Slovak frame, i.e. the sale of services to Czech or international companies which have already been customers
of Aliatel a.s. and undertake simultaneous business activities in the Slovak Republic or have their affiliates or daughter
companies established in Slovakia. A prime benefit is the support of the mother company Aliatel a.s. when negotiating with
leading Slovak operators, monitoring trends on the Slovak telecommunication market as well as presentation of the mother
companyAliatela.s. asaleading operatorin Central Europeto the professionaltelecommunication community.

A sole owner of Aliatel Slovakia, s.r.o. is Aliatel a.s., which executes its ownership rights through managing directors of the
company, namely Messrs. Pavel Henke and Vladimir Galovi¢, and members of the Supervisory Board, namely Mr. Vladimir Culik,
Ms. Eva Kratkd and Ms. Marie Kurcova.

The Supervisory Board supervises the activities of the managing directors of the company, economy and the financial results
of the company. In compliance with the resolutions adopted by the Board of Directors of the mother company, Aliatel a.s.
determinesthe basicdirection of Aliatel Slovakia, s.r.o.

In 2003 Aliatel Slovakia, s.r.0. generated a total volume of revenues amounting to SKK 34,776 (TCZK 26,692). Compared to 2002
thevolume of revenues grew by 260 %, thoughitshould be takenintoaccountthat Aliatel Slovakia, s.r.o. commencedits business
activitiesin May 2002.

In the years to come the objective and mission of Aliatel Slovakia, s.r.o0. will be as follows: the company will act on behalf of the
mother company Aliatel a.s. in Slovakia as it will support effectively the sale of services in this marketplace and utilize
theinvestments and know-how of both companies. It will focus on profitable services requiring minimal investment and
operational costsin orderto optimize these costs effectively, i.e. attain the basic mission of Aliatel Slovakia, s.r.0.

Aliatel Slovakia, s.r.o. will monitor developments in the Slovak marketplace, identify business opportunities for the mother
company Aliatel a.s., realize effectively specific business cases in the Slovak Republic, supportinterests of the mother company
inthe Slovak telecommunication marketplace, and withoutany financial requirements addressed to the mother company sustain
asmall, effectiveand profitable affiliate of Aliatela.s.
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report of the supervisory
board of Aliatel a.s.

The Supervisory Board of Aliatela.s. metin 2003 asand when required by the needs of the company.

At its meetings, the Supervisory Board reviewed and evaluated all material business decisions of the Board of Directors
and management of the company with a maximum responsibility and in compliance with the duties and responsibilities of the
Supervisory Board pursuantto the provisions setforthin Sections 97 through 201 of the Act No. 513/1991 Coll. asamended.

The Supervisory Board has regularly discussed Aliatel's business concept, primarily taking into account a development of voice
services, business activities of the company in the telecommunications marketplace and improvement of the company's
effectiveness.

At its 61st meeting in March 2004 the Supervisory Board examined the company's audited regular and consolidated annual
accounts and proposal for a coverage of losses incurred in 2003 and recommended that the shareholders adopt these documents
atthe GeneralMeeting.

Furthermore, atthe above-mentioned meeting the Supervisory Board also examined the Report on Relationships among Persons
Related/Linked for the accounting period of 2003 pursuant to provisions set forth in Section 66a, Clause 9 of Commercial Code.
The Supervisory Boards consents to conclusions setforthin this report.

Stanislav Peleska
Chairman ofthe Supervisory Board
Aliatela.s.
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auditor's report
to the annual report

Tothe Shareholders of Aliatela.s.:

We have audited the financial statements of Aliatel a.s. for the year ended 31 December 2003 in accordance with the Act No.
254/2000 Coll. on Auditors and the auditing guidelines issued by the Chamber of Auditors of the Czech Republic. Our auditincluded
an examination of evidence supporting the financial statements and of the accounting policies and estimates used by management
intheir preparation. Ouraudit procedures were carried out on a test basis and with regard to the principle of materiality.

The management of Aliatel a.s. is responsible for maintaining accounting records and for preparing financial statements which
give atrue and fair view of the assets, liabilities, equity, financial results and financial situation of Aliatel a.s. Our responsibility
is to express an opinion on the financial statements taken as a whole, based on our audit performed in accordance with this Act
andtheauditing guidelines.

Inouropinion, the financial statements present, in all material respects, a true and fair view of the assets, liabilities, equity and
financial position of Aliatel a.s. as of 31 December 2003 and the financial results for the year then ended in accordance with Act
No.563/1991 Coll. on Accounting and relevant legislation.

Without qualifying our opinion, we would like to draw attention to the fact that the accompanying financial statements have been
prepared assuming that the Company will continue as a going concern. The Companyincurred a loss of CZK 791,641 thousand during
theyear ending 31 December 2003 and as of that date its accumulated losses of previous years exceed the one half of the registered
capitalby CZK 1,231,142 thousand. This fact, along with the other matters highlighted in Note 21, raise substantialdoubt that the
Company will be able to continue as a going concern. Management's plans in regard to these matters are also described in Note 21.
Thefinancialstatements do notinclude any adjustments that might result from the outcome of these uncertainties.

We have also audited the financial statements of Aliatel a.s. for the years ended 31 December 2002 and 2001 and issued unqualified
reportsthereon dated 14 February 2003 and 15 March 2002, respectively.

The accompanying annual report for 2003 contains information about important matters related to the Company's financial
statements, the evolution of its business and other matters. We have checked that the accounting information in the annual
report is consistent with that contained in the audited financial statements as of 31 December 2003. Our work as auditors was
confined to checking the annualreportwith the aforementioned scope and did notinclude a review ofanyinformation otherthan
thatdrawn from the audited accounting records of the Company.

We have reviewed the information contained in the report on related parties, which was prepared in accordance with Section 66a
of the Commercial Code. The Board of Directors is responsible for the complete and accurate presentation of the report. Our
responsibilityis to reviewtheaccuracy of theinformationincluded in the report. During ouraudit, nothing came to ourattention
that would cause us to believe that the information disclosed in the report was inaccurate. We did not review the completeness
of theinformation presented in the report. In addition, we are unable to assess whether the relationships between related parties
had an adverse effect on the Company. However, the management of the Company believes thatall transactions between related
parties were performed onanarm's length basis.

g«h?’

Ernst&Young CR, s*t.0.
License No. 401

2

Milan Slavik
Auditor, License No. 708

16 February 2004
Prague, Czech Republic
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CONSOLIDATED FINANCIAL STATEMENTS

consolidated financial statements
and auditor's report

Tothe Shareholders of Aliatela.s.

We have audited the consolidated financial statements of Aliatel a.s. (“the Company”) and its subsidiaries for the year ending December 31,
2003, which comprise the consolidated income statement, consolidated balance sheet, consolidated cash flow statement, consolidated
statement of changes in equity and the related notes 1 to 21. These financial statements are the responsibility of the Company's
management. Our responsibilityis to expressan opinion on these consolidated financial statements based on ouraudit.

We conducted our auditin accordance with International Standards on Auditing. Those Standards require that we plan and perform the audit
to obtain reasonable assurance about whetherthe consolidated financial statements are free of material misstatement. An auditincludes
examining, onatest basis, evidence supporting theamountsand disclosures in the consolidated financial statements. An auditalsoincludes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall consolidated
financialstatement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements give a true and fair view of the financial position of Aliatel a.s. and its subsidiaries
as of December 31, 2003 and of the results of its operations and its cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Without qualifying our opinion we draw attention to Notes 1, 2 and 20 in the consolidated financial statements. The Company incurred
a loss of CZK 787,320 thousand during the year ending December 31, 2003 and as of that date its accumulated deficit amounted to CZK
2,862,810 thousand. These factors, along with the other matters highlighted in Notes 1, 2 and 20, raise substantial doubt that the Company
willbeableto continueasagoing concern.

é.mls 7/"“1(

Ernst&Young (R, s.r.0.
16 February 2004
Prague, Czech Republic
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consolidated
financial statements

(Czech Crowns - CZK in thousands)

ASSETS Notes 2003 2002
NON-CURRENT ASSETS:
Property, plant and equipment, net 3 1,989,586 2,578,509
Intangible assets, net 3 313,005 411,510
Long-term receivables 2,586 870
Total non-current assets 2,305,177 2,990,889
CURRENT ASSETS:
Inventory 4 127,621 189,989
Accounts receivable and prepayments, net 5 439,489 597,291
Tax receivables (VAT receivables) 7,978 49,514
Cash and cash equivalents 6 288,580 124,972
Total current assets 863,668 961,766
Total assets 3,168,845 3,952,655
SHAREHOLDERS' EQUITY AND LIABILITIES Notes 2003 2002
SHAREHOLDERS' EQUITY:
Share capital 8 3,272,120 3,272,120
Cumulative translation adjustment 459 94
Accumulated deficit -2,862,810 -2,075,490
Total shareholders' equity 409,769 1,196,724
NON-CURRENT LIABILITIES:
Borrowings 7 2,138,600 1,763,600
Deferred income tax liabilities 15 174 0
Commitments and Provisions 10 6,752 0
Other 12 5
Total non-current liabilities 2,145,538 1,763,605
CURRENT LIABILITIES:
Borrowings 7 113,620 88,620
Accounts payable and accruals 9 489,123 890,749
Tax payables 10,795 12,957
Total current liabilities 613,538 992,326
Total shareholders' equity and liabilities 3,168,845 3,952,655
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(Czech Crowns - CZK in thousands)

Notes 2003 2002
Revenues: services 1 2,550,200 1,851,972
Cost of services 12 -1,573,950 -1138,874
Gross profit 976,250 713,098
Selling, general and administration costs -636,442 -697,785
Depreciation and amortization -517,340 -571,370
Impairment loss charge 3 -406,114 0
Other operating income 13 32,034 224,927
Other operating expenses 13 -143,554 -304,852
Operating loss -695,166 -635,982
Financial expenses, net -90,567 -84,263
Loss before income tax provision -785,733 -720,245
Income tax provision 15 -1,587 -154
Net loss -787,320 -720,399
Income (loss) per share - basic 17 -2,406 -2,497
Income (loss) per share - diluted 17 -2,406 -2,497
(Czech Crowns - CZKin thousands)
Cumulative
Numbers Share Share Translation Accumulated
of Share Capital Premium  Adjustment Deficit Total
Balance - December 31, 2001 280,712 2,807,120 0 0 -1,471,021 1,336,099
Increaseinshare capital 1 10 115,930 0 0 115,940
Share premium cancellation 0 0 -115,930 0 115,930 0
Conversion of shareholder's loan 46,499 464,990 0 0 = 464,990
Netloss 0 0 0 0 -720,399 -720,399
Changein cumulative foreign currencytranslation
adjustment 0 0 94 = 94
Balance - December 31,2002 327,212 3,272,120 94 -2,075,490 1,196,724
Netloss 0 0 0 -787,320 -787,320
Changein cumulative foreign currencytranslation
adjustment 0 0 365 = 365
Balance - December 31, 2003 327,212 3,272,120 0 459 -2,862,810 409,769
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(Czech Crowns - CZK in thousands)

2003 2002
Cash flows from operating activities:
Net loss -787,320 -720,399
Adjustments to reconcile net (loss) to net cash provided by operating activities:
Depreciation and amortization 517,340 571,370
Impairment loss charge 406,114 0
Interest expense, net 76,820 80,441
Income tax provision 1,587 0
Change in provisions 6,752 0
Change in cumulative foreign currency translation adjustment 365 94
(Gain) loss on sale of property, plant and equipment 144,357 -14,116
(Increase) in accounts receivable 199,338 -347,179
(Increase) decrease in inventory 62,368 26,547
Increase in accounts payable and accrued liabilities -376,851 235,568
Total adjustments 1,038,190 552,725
Net cash provided by (used in) operating activities 250,870 -167,674
Cash flows from investing activities:
Purchase of property, plant and equipment -383,911 -837,939
Sale of investments 0 0
Proceeds from sale of property, plant and equipment 3,740 29,329
Interest received 2,765 3,338
Net cash (used in) investing activities -377,406 -805,272
Cash flows from financing activities:
Issue of share capital 0 0
Proceeds from bank borrowings 160,000 705,440
Proceeds from issue of bonds 240,000 1,058,160
Repayment of short-term loans 0 -707,210
(Increase) in long-term receivables -1,716 -70
Decrease in other non-current liabilities 7 -2
Interest paid -108,147 -102,184
Net cash provided by financing activities 290,144 954,134
Net increase (decrease) in cash 163,608 -18,812
Cash at beginning of year 124,972 143,784
Cash at end of year 288,580 124,972
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CONSOLIDATED FINANCIAL STATEMENTS

notes to the consolidated
financial statement

(in thousands of Czech Crowns - CZK thousand)

Aliatel a.s. (“the Company” or “Aliatel” or “the Group” when referring to the consolidated group), a Czech joint stock company, was
incorporated on May 13, 1996. The Company isinvolved in the provision of telecommunication services and the establishment, assembly
and maintenance of telecommunication equipment and related services. The Company has its registered office at Sokolovska 131/86,
186 00 Praha 8, Czech Republic.

The subsidiary which wasincluded with the companyinthe consolidation as of December 31, 2003 is as follows:
Entity Place ofincorporation Date ofacquisition Ownershipinterest

AliatelSlovakia, s.r.o. Slovakia November 28,2001 100%

Theshareholders of the Companyareas follows:

Share
Name of legal entity Registered seat in CZK thousands %
Jihoceska energetika, a.s. Ceské Budé&jovice, Lannova 16 338,110 10.33
Jihomoravskd energetika, a.s. Brno, Lidicka 36 338,130 10.33
Prazska energetika, a.s. Praha 10, Na Hroudé 19 305,400 9.33
Severomoravskd energetika, a.s. Ostrava, 28. fijna 152 338,120 10.33
Severoceskd energetika, a.s. Décin, Teplicka 8 305,390 9.33
Zapadoceska energetika, a.s. Plzen, Guldenerova 19 338,120 10.33
RWE Com Geschaftsfiihrungs-GmbH Gutenbergstrasse 3, Essen, Germany 1,308,850 40.00
Total 3,272,120 100.00
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Since 1 April 2003, the Company has been included in the consolidated group of CEZ as an affiliate, as since that date, CEZ, a.s. effectively
controls 30% through ownership of Severomoravska energetika, a.s., Severoceska energetika, a.s. and Zapadoceskd energetika, a.s.

Theaverage number of employees of the Group was 348in 2003 and 3831in 2002.

The continuation of the Company's business depends on the ability to gain sufficient cash resources (see Note 20) and on the access
to a fibre optic network in the Czech Republic, which is owned by the Company's shareholders. Such access is governed by a rental
agreementwithanormalrental period of 20 years signedin 1998.

The consolidated financial statements were authorized for issue by Ing. Josef Havel, Chairman of the Board of Directors, Ing. Petr Jlza,
In lieu of Director of Finance, and Ing. Marie Kurcovd, Senior Accounting Manager, on February 16, 2004.

GeneralAccounting Policies

The consolidated financial statements have been prepared from records originating and maintained in the Czech and Slovak Republics,
the countries, in which the Company operates. The accounting principles followed in these records are those required by Czech and Slovak
law. The accompanying financial statements are presented in accordance with International Financial Reporting Standards (“IFRS”),
which comprise standards and interpretations approved by the International Accounting Standards Board (“IASB”), and International
Accounting Standards and Standing Interpretations Committee interpretations approved by the IASC that remain in effect. They have
been prepared by restating the Company's local financial statements (see Note 21) and are prepared on the historical cost basis.

The consolidated financial statements are prepared on a going concern basis as the management believe they have access to adequate
financialresources to meetfuture operational requirements (see Note 20).

Certain reclassifications have been made to the prioryearfinancial statements to conform to the currentyear presentation.
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Principles of Consolidation

Subsidiary undertakings, which are those companies in which the Company, directly or indirectly, has an interest of more than one half
of thevoting rights or otherwise has power to exercise control over the operations, have been consolidated. Subsidiaries are consolidated
from the date on which effective controlis transferred to the Company. Allintercompany transactions, balances and unrealized surpluses
and deficits on transactions between group companies have been eliminated.

Acquisitions of subsidiaries have been recorded using the purchase method of accounting. The Company'sinterestin theindividual assets
and liabilitiesacquiredis recognized separately at the date of acquisition, and measured at their fairvalue as of that date.

Comparative figures
Certain comparative figuresin the financial statements were reclassified to conform to the presentation adopted in 2003. Tax receivables
andtax payablesare currently shown separately on the Balance Sheet.

Use of Estimates

The preparation of the financial statements in conformity with International Financial Reporting Standards requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the reported period. Actual results
could differ from those estimates.

Property, Plantand Equipment

Property, plantand equipment are stated at cost less accumulated depreciation and anyimpairmentin value. When assets are sold or retired,
their cost and accumulated depreciation are eliminated from the accounts and any gain or loss resulting from their disposalis included
in theincome statement.

Costincludesthe expensesincurred to acquire an assetatthe time ofits acquisition or construction. Expenditures incurred after the fixed
assets have been putinto operation, such as repairs and maintenance and overhaul costs, are normally charged to income in the period
in which the costsareincurred. Insituations whereitcan be clearly demonstrated that the expenditures have resultedinanincreasein the
future economic benefits expected to be obtained from the use of anitem of property, plantand equipment beyondits originally assessed
standard of performance, the expenditures are capitalised asanadditional cost of property, plantand equipment.

Depreciationis computed on a straight-line basis over the following estimated useful lives:

Years
Freehold buildings 10-30
Telecommunication equipment 2-15
Otherplantand equipment 4-8
Leaseholdimprovements Leaseterm
Intangible fixed assets 3-5
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The useful life and depreciation method are reviewed periodically to ensure that the method and period of depreciation are consistent
with the expected pattern of economicbenefits fromitems of property, plantand equipment.

In 2003, the Company decided to change the accounting depreciation rates of tangible fixed assets used as of December 31, 2002 and
of newtangible fixed assets putinto operation from January 1, 2003. The depreciation periods were adjusted from 4 to 6 or 8 years, or, for
selected asset categories, reduced from 15 to 12 or 8 years. The depreciation charge for these assets for 2003 was calculated on the basis
of application of remaining useful economic lives to the net book value as of January 1, 2003. Fixed assets acquired since January 1, 2003
werealready putinto operation with changed depreciation rates. The effect of the change wasimpracticable to be disclosed.

Construction-in-progress represents plant and properties under construction and is stated at cost. This includes cost of construction,
plant and equipment and other direct costs. Construction-in-progress is not depreciated until such time as the relevant assets are
completedand putinto operationaluse.
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The carrying values of property, plant and equipment are reviewed forimpairment when events or changes in circumstances indicate
the carrying value may not be recoverable. If any such indication exists and where the carrying values exceed the estimated recoverable
amount, theassets or cash-generating units are written down to their recoverable amount. The recoverable amount of property, plantand
equipment is the greater of net selling price and value in use. In assessing value in use, the estimated future cash flows are discounted
to their present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specificto the asset. Foran asset that does not generate largely independent cash inflows, the recoverable amount is determined for the
cash-generating unitto which theasset belongs. Impairment losses are recognisedin theincome statement.

Intangible Assets

Intangibleassets are measuredinitiallyat cost. Intangible assets are recognisedifitis probable that the future economic benefits thatare
attributable to the asset will flow to the enterprise and the cost of the asset can be measured reliably. Afterinitial recognition, intangible
assets are measured at cost less accumulated amortisation and any impairment in value. The carrying values of intangible assets are
reviewed forimpairmentwhen events or changesin circumstancesindicate that the carrying value may not be recoverable.

Receivables

Receivables areinitially measured at fair value of consideration given, carried atamortized costs and adjusted for uncollectable amounts
based on an aging analysis of receivables and an estimate of their collectibility. Trade receivables are short-duration receivables with
no statedinterestrateand are measured at originalinvoice amountsince the effect ofimputing interest would be insignificant.

Inventories

Inventories, consisting of spare parts and consumables, are stated at the lower of cost and net realizable value. Costincludes the expenses
incurred to bring each producttoits present location and condition. Net realisable valueis based on estimated selling price less the estimated
costs necessaryto completethesale.

Cashand Cash Equivalents
Cashincludes cash on hand and cash with banks. Cash equivalents are short-term, highly liquid investments that are readily convertible
to knownamounts of cash with original maturities of three months or lessand thatare subject toaninsignificantrisk of changein value.

FairValue of Financial Instruments
Managementbelieves thatthe carrying value ofthe Company's financialinstruments approximates fairvalue.

Taxation
In 2003 (and 2002), corporateincome tax was calculated in accordance with the Czech and Slovak tax regulations at a rate of 31% (31%in 2002)
and 25% (29%in 2002), respectively.

Deferred income taxis provided, using the liability method, on alltemporary differences at the balance sheet date between the tax bases
ofassetsand liabilities and their carrying amounts for financial reporting purposes. The differences relate primarily to provision for doubtful
accounts and fixed assets. Net tax operating losses can be carried forward to offset taxable income for 7 and 5 years in the Czech and Slovak
Republic, respectively. The tax effects of these differences are reflected as deferred taxitems.

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and reduced to the extent that it is no longer
probablethatsufficienttaxable profitwillbeavailabletoallowallor partofthe deferredincome taxassetto be utilised.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset is realised
orthe liabilityis settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at the balance sheet date.
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Revenue Recognition

Revenue is recognised to the extent that itis probable that the economic benefits associated with the transaction will flow to the enterprise
and theamount of the revenue can be measured reliably. Revenues are recorded net of discounts and VAT based on the period of provision
oftheservice.

Revenue related to provision of telephony, internet and data transfer services to customers are recognized in the period in which the related
servicesare provided.

Activation revenues and activation costs are recognizedin the period in which customers wereacquired.

Borrowings and Borrowing Costs

Borrowing costs generally are expensed as incurred. Borrowing costs are capitalized if they are directly attributable to the acquisition,
construction or production of a qualifying asset. Capitalization of borrowing costs commences when the activities to prepare the assetare
in progress and expenditures and borrowing costs are being incurred. Borrowing costs are capitalized up to the point the related asset
whichis being financed is putinto use. Borrowing costs include interest charges and other costs incurred in connection with the borrowing
of funds.

Borrowings are initially recognized at the fair value of the proceeds received, net of transaction costs. They are subsequently carried
at amortized costs using the effective interest rate method, the difference between net proceeds and redemption value being recognized
inthe netprofitor loss forthe period overthe life of the borrowings.

Foreign CurrencyTranslation

Transactionsin foreign currencies are recorded at the exchange rate ruling at the date of the transaction for all receivables and liabilities.
Monetary assets and liabilities denominated in foreign currencies are retranslated at the rate of exchange ruling at the balance sheet
date. All differences are taken to theincome statement.

Exchange rate differences arising on settlement of transactions or on reporting foreign currency transactions at rates different from
thoseatwhich theywere originally recorded areincludedin theincome statementas they occur.

Financial statements for Aliatel's subsidiary outside the Czech Republic (the Slovak Republic) are translated into Czech Crowns at year-
end exchange rates for assets and liabilities and weighted average exchange rates for the year for income and expenses. The resulting
translation adjustments are recorded as a separate component of shareholders' equity.

Provisions

Provisions are recognised when the group has a present obligation (legal or constructive) as a result of a past event, itis probable that
an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable estimate can be made of the
amount of the obligation. Where the Company expects a provision to be reimbursed, for example under an insurance contract,
the reimbursementis recognised as a separate asset but only when the reimbursement s virtually certain. If the effect of the time value
of money is material, provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and, where appropriate, the risks specific to the liability. Where discountingis used, theincrease
inthe provision dueto the passage oftimeis recognised asaninterest expense.

Subsequentevents
Post-year-end events that provide additionalinformation about the Company's position at the balance sheet date (adjusting events) are
reflectedin thefinancialstatements. Post-year-end events thatare notadjusting events are disclosed in the notes when material.
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The composition of property, plantand equipmentandintangible assetsisas follows (in CZK thousands):

Tangibles

Machinery Furniture and

Freehold and andother  Intangible intangibles
Cost buildings  equipment assets assets  inprogress Total
Balance as of December 31, 2002 647,172 2,609,350 2,274 585,350 338,084 4,182,230
Additions - - - - 383,911 383,911
Disposals -1,882 -309,170 - -1,361 - -312,413
Transfers 105,520 479,808 845 95,838 -682,011 -
Exchangeadjustment - 252 40 5 -25 272
Balance as of December 31,2003 750,810 2,780,240 3,159 679,832 39,959 4,254,000

Tangibles

Machinery Furniture and

Freehold and andother  Intangible intangibles
Accumulated depreciation buildings  equipment assets assets  inprogress Total
Balance as of December 31,2002 59,722 925,102 1,011 206,376 - 1,192,211
Depreciation charge 42,927 364,788 515 109,110 - 517,340
Impairmentloss charge - 350,790 - 55,324 - 406,114
Disposals -1,213 -161,852 - -1,251 = -164,316
Exchangeadjustment - 46 13 1 - 60
Balanceas of December 31,2003 101,436 1,478,874 1,539 369,560 - 1,951,409
Netbookvalue as of December 31, 2003 649,374 1,301,366 1,620 310,272 39,959 2,302,591
Netbookvalue as of December 31, 2002 587,450 1,684,248 1,263 378,974 338,084 2,990,019
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As of December 31, 2003 and 2002, the net book value of freehold buildings include CZK 271,655 thousand and CZK 241,098 thousand,
respectively, of leasehold improvements.

Intangibleassetsas of December 31, 2003 and 2002 contain mainly acquired software.

The impairment loss of CZK 406,114 thousand represents the write-down of certain fixed assets to recoverable amount. The impairment
review was performed following the updated business plan for the years 2004 through 2009. The recoverable amount was based on value
in use and was determined at the cash-generating unit level. The cash-generating unit consists of the Company seated in the Czech
Republic and substantially all its business operations. In determining the value in use for the cash-generating unit, the cash flows were
discounted atanominalrate of 12.7% on a pre-tax basis.

Inventories contain materials on stock at cost of CZK 147,112 thousand and CZK 214,847 thousand, decreased by the allowance for slow
movingand obsoleteitems of CZK 19,491 thousand and CZK 24,858 thousand as of December 31, 2003 and 2002, respectively.
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The composition of receivables and prepaymentsis as follows (in CZK thousands):

Dec. 31,2003

Dec. 31,2002

Trade receivables

Amounts due from related parties (see Note 19)
Otherreceivables

Prepaid expensesand accruedincome

Less: reserve for doubtful debts

Total

433,959
3,778
913
52,273
-51,434
439,489

544,567
3,352
1,451

90,040
-42,119
597,291

Included in cash is a restricted deposit in the amount of EUR 178 thousand (CZK 5,768 thousand) which is pledged against a guarantee
issued by CSOB a.s. relating to an office rental contract. This cashis restricted until October 1, 2007.

Borrowings consist of the following (in CZK thousands):

Dec. 31,2003

Dec. 31,2002

Current

Loans from shareholders
Currentportion of long-term loans
Totalcurrentborrowings
Non-current

Bonds

Bank loan

Less: currentportion
Totalnon-currentborrowings
Total

88,620
25,000
113,620

1,298,160
865,440
-25,000

2,138,600

2,252,220

88,620
88,620

1,058,160
705,440
1,763,600
1,852,220

Loans from shareholders
Loans from shareholders consist of the following (in CZK thousands):

Dec. 31,2003

Dec.31,2002

Total Amount Amount

Maturity facility drawn down drawn down

Severoceskd energetika, a.s. June 30,2003 87,710 44,310 44,310
Prazska energetika, a.s. June 30,2003 87,710 44,310 44,310
88,620 88,620
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Interest rate onthese loansis setat 140% of CNB's discount rate as of the signature date. CNB's discount rate ranged from 1.75%t0 1.00%

in2003.

Loans from Severoceskd energetika, a.s. and Prazskd energetika, a.s. are currently overdue. The Company records a reserve for the overdue

penaltyinterestonthese loans. These loans are notsecured by any collateral.

Based on a General Meeting resolution, in 2002 management prepared and executed a plan for long-term financing in the form of a bond
issue and a loan contract signed with Commerzbank AG. The total sum for this long-term financing is CZK 4,620,000 thousand as set out

below:
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Bonds

The bonds are bearer bonds with a nominal value of CZK 10 thousand. The bonds were issued under number ISIN CZ0003501280
on March, 2002 and a total of 105,816 bonds were placed onto the market. The first tranche was purchased by selected Czech owners
of the Group. The second trancheincluded another 24,000 bonds, which were alsoissued to selected Czech owners of the Group.

Undertheissue terms up to 330 000 bonds may beissued. The bonds bear floating interest of PRIBOR + 1.7% and the yield is payable semi-
annually. Theinterestfloatrateis re-priced semi-annuallyand the nextre-pricing takes place on March 2, 2004.

The firm CONSEQ Finance was the chiefmanager of theissueand CSOB a.s. was theissue administrator.

Thebondsare repayablein 2008.

Bankloan

As of 31 December 2003, the Company had a long-term loan from Commerzbank AG, the Prague branch. The loanis long term with a maximum
credit limitof CZK 1,320,000 thousand. The loan bear floating interest of PRIBOR + 0.65% and is repayable in 2008. The shareholders have
decided that no drawings above CZK 865,440 thousands may be made.

ALetter of Comfortissued by one of the Company's shareholders, RWE Com Geschaftsfiihrungs-GmbH, secures the loan. The Letter of Comfort
isgoverned by German legislation.

As of December 31, 2003 and 2002, Aliatel had 327,212 ordinary shares outstanding with a nominalvalue of CZK 10 thousand and carrying

onevotingrighteach. Allshares were fully paid.

On September 27, 2002, the Annual General Meeting approved an increase in the registered capital by CZK 464,990 thousand by capitalization
of apartofshareholder loans.

Theshare premium of CZK 115,930 thousand wasin 2002 used to partially offset the accumulated losses brought forward.

Asof December 31, 2003, Aliatel had no distributable earnings.

The composition oftrade and other payablesisas follows (in CZK thousands):
Dec. 31,2003 Dec. 31,2002

Trade payables 185,135 485,066
Accrued expenses 255,671 362,191
Deferredincome 22,859 -
Advances from customers 2,626 -
Amounts dueto related parties (see Note 19) 10,761 29,986
Payables to employees 10,229 13,215
Other payables 1,842 291
Total 489,123 890,749
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Accrued expenses represent primarily unbilled deliveriesand services.
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Operating lease commitments

Rentalexpense for officesincluding services connected was CZK 47,944 thousandin 2003.

Future minimum rentals for offices (without services connected) under non-cancelable leases are as follows (in EUR thousands):

2003 2002
Within oneyear 1,079 1,079
After oneyear but not more than fiveyears 5,033 6,112
Morethan fiveyears - -
Total 6,112 7,191
Provisions

Provisions were created in 2003 in the amount of CZK 6,752 thousand to cover the risks resulting from litigation and overdue penalty
interest on outstanding shareholder loans from Severoceska energetika, a.s. and Prazskd energetika, a.s. The reserves for risks resulting
from litigation were determined on the basis ofthe Company lawyers' analysis; the reserve for delayinterest was based ona calculation.

The composition of revenuesisas follows (in CZK thousands):

2003 2002
Voice 1,775,822 1,004,379
Data 670,634 795,406
Internet 99,593 49,375
Other 4,151 2,812
Total 2,550,200 1,851,972
The composition of costs of servicesis as follows (in CZK thousands):

2003 2002
Interconnect-usage national 534,977 412,567
Interconnect-usageinternational 587,955 337,329
Rentand telecommunications services 143,569 178,060
Multinationalservices - recurring fees 199,210 108,066
Other 108,239 102,852
Total 1,573,950 1,138,874

In 2003, other operating expenses and income include CZK 23,296 thousand (CZK 160,794 thousand in 2002) and CZK 5,302 thousand
(CZK155,000thousandin 2002), respectively, representing costs of damages caused by floodsin August 2002 and related insurance claims.

The composition of Financialexpenses and revenuesis as follows (in CZK thousands):

2003 2002

Interestincome 2,924 10,763
Interestexpense -79,744 -83,769
Exchangerategain/(loss), net -13,747 -11,257
-90,567 -84,263
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In the Czech and Slovak Republics, income taxes are calculated on anindividual company basis since the tax laws do not permit consolidated
taxreturns.

The Czech and Slovak Republics currently have a number of laws related to various taxes imposed by governmental authorities. Applicable
taxesincludevalueaddedtax, corporate tax, and payroll (social) taxes, together with others. In addition, laws related to these taxes have
notbeenin force forsignificant periods, in contrast to more developed market economies; therefore, implementing requlations are often
unclear or nonexistent. Accordingly, few precedents with regard to issues have been established. Often, differing opinions regarding
legalinterpretations exist both among and within government ministries and organizations; thus, creating uncertainties and areas
of conflict.

Tax declarations, together with other legal compliance areas (as examples, customs and currency control matters) are subject to review
and investigation by a number of authorities, who are enabled by law to impose extremely severe fines, penalties and interest charges.
These facts create tax risks in the Czech and Slovak Republics substantially more significant than typically found in countries with more
developed tax systems.

Managementis convinced that it has adequately provided for tax liabilities in the accompanying financial statements; however, the risk
remains thatrelevantauthorities could take differing positions with regard tointerpretiveissues and the effect could be significant.

The components of theincome tax provisionis as follows (in CZK thousands):

2003 2002
Currentexpense 1,413 154
Deferred (benefit) expense 174 -
Total 1,587 154

Areconciliation of expected income tax provision forthe yearended December 31, 2003, and 2002 is as follows (in CZK thousands):

2003 2002
Net (loss) beforeincome tax -785,733 -720,399
Statutoryincometaxrate 31% 31%
Expected tax benefit -243,577 -223,324
Tax effect of lowerincome taxin Slovakia -354 -34
Add/deducttax effect of:
Non-taxable revenues - -
Non-deductible expenses 21,536 41,526
Other 17,100 -25,334
Changeinvaluationallowance 206,882 207,320
Incometax 1,587 154
Effectivetaxrate 0% 0%

AtDecember 31,2003 and 2002, deferred taxassets (liabilities) were comprised of the following (in CZK thousands):

2003 2002
Deferred taxassets:
Netoperating loss carry forwards 593,560 661,413
Carryingvalue of assets lowerthan theirtax value 300,341 25,606
Totaldeferred tax assets 893,901 687,019
Valuationallowance -893,901 -687,019
Netdeferred taxassets - -
Deferred tax liabilities:
Fixed assets -174 -
Totaldeferred tax liabilities -174 -
Net deferred taxassets (liabilities) -174 -

32



CONSOLIDATED FINANCIAL STATEMENTS

In addition to the above, the Company s further eligible, under certain conditions, to obtain additional tax credits which can be applied
against taxes payable in current and future years. These have not been included in the deferred tax balances presented above due
to uncertaintiesastotimingandamount.

Deferred tax assets are recorded at an amount which management believes will ultimately be realized. Realization of deferred tax assets
is dependent upon sufficient future taxable income during the period that temporary differences and carry forwards are expected to be
available to reduce taxable income. Management performed a review of the Company's deferred tax assets and elected to record a valuation
allowancefora portion of the deferred tax assets.

In 2003, the Czech government enacted a change in the corporate income tax rate from the current 31% to 28%, 26% and 24% for the
years 2004, 2005 and 2006. The estimated effect of these rate changes have been reflected in the deferred tax asset and the valuation
allowanceintheamountof CZK 144,699 thousand.

Priorto finalization of the 2002 income tax return, subsequent toissuance of the 2002 financial statements, the Company's management
decided to suspend thetax depreciation of certain asset categories. The 2002 data were adjusted toactualsin above tables.

Corporatetax liabilityand utilization of loss carry forwards are finalized annuallyin accordance with the laws valid in the Czech and Slovak
Republics.

As of December 31, 2003, the Company had net operating loss carry forwards that are available to reduce taxable income in future years,
as follows (in CZK thousands):

Losses expiringin

2004 76,944
2005 321,155
2006 393,095
2007 498,047
2008and further 826,614

2,115,855

AliatelSlovakias.r.o.

On November 28, 2001, Aliatel established a 100% subsidiary Aliatel Slovakia s.r.o., a Slovak limited liability company. The total cost
of theinvestmentwas CZK 5,518 thousand paidin cash which equaled to the fairvalue of netassets of Aliatel Slovakias.r.o.

Contribution to net profitfor 2003 amounted to CZK 4,394 thousand.

Basic loss per share s calculated by dividing the net loss by the weighted average number of ordinary shares of stock outstanding for the
years ended December 31,2003 and 2002, respectively.

Diluted earnings pershare fortheyears ended December 31, 2003 and 2002 are calculated the same way as thereare no dilutive factors.

Loss pershare fortheyears ended December 31, 2003 and 2002 was as follows:

December31,2003
Loss Weighted average (Loss) pershare
(CZKthousands) number of shares (CZK)
Basic (loss) pershare
Net (loss) attributable to shareholder -787,320 327,212 -2,406.15
Diluted (loss) pershare
Net (loss) attributable to shareholder -787,320 327,212 -2,406.15
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December31,2002
Loss Weighted average (Loss) pershare
(CZKthousands) number of shares (CZK)
Basic (loss) pershare
Net (loss) attributable to shareholder -720,399 288,463 -2,497.37
Diluted (loss) pershare
Net (loss) attributable to shareholder -720,399 288,463 -2,497.37
Financialriskfactors

The Company's activities expose it to a variety of financial risks, including the effects of changes in foreign currency exchange rates and
interestrates and creditrisk. Risk managementis carried out underinstructions approved by the Board of Directors.

Interestrate risk
Long-term debt with floating interest rates exposes the Company to interest rate risk. As of December 31, 2003 and 2002 long-term debt
with floating rates ofinterestamounted to CZK 2,252,220 thousand and CZK 1,852,220 thousand, respectively (see Note 7).

Foreign exchangerisk
Thefollowing tableanalyses assetsand liabilitiesin foreign currencies at December 31, 2003 and 2002 by the currency (in thousands):
Receivables Payables

2003 2002 2003 2002
usD 203 1,068 7 886
EUR 4,344 5,378 1,517 1,744
GBP - - - 1
SKK 20 34 539 158
XDR 73 86 141 -
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The Company utilises naturalhedging to manage the currency risk.

Creditrisk
Creditrisks, ortherisk of counterparties defaulting, is controlled by the application of creditapprovals, limits and monitoring procedures.

Counterparties to financialinstruments consist, amongst other, ofa number of prime financialinstitutions. The Company does not expect
any counterparties to failto meettheirobligations, given their high credit ratings.

The Company has no significant concentration of credit risk with any single counterparty or group of counterparties. The four largest
customers of the Companyaccounted for 17.52%and 22.66% oftrade accounts receivableas of December 31, 2003 and 2002, respectively.

The Company's maximum exposure to credit risk (nottakinginto accountthevalue ofany collateral or other security held) in the event the
counterparties failto performtheir obligations as of December 31, 2003 in relation to each class of recognized financial assets, otherthan
derivatives, isthe carryingamountofthose assets asindicated in the balance sheet.

Fairvalue estimation

The face values less any estimated adjustments for impairment of financial assets and liabilities with a maturity of less than one year are
assumed to approximate their fair values. The fair value of financial liabilities for disclosure purposes is estimated by discounting the future
contractual cash flows atthe current marketinterest rate available to the Company for similar financialinstruments.
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During the year there were the following transactions with the Company's related parties. The pricing policies and terms of these
transactionsareapproved by the Company's management.

The Companysellsvoice, internetand data services toits related parties. Sales for2003 and 2002 were as follows (in CZK thousands):

Company Nature 2003 2002
Jihoceska energetika, a.s. Shareholder 12,331 7,075
Jihomoravskd energetika, a.s. Shareholder 7,161 1,110
Severoceska energetika, a.s. Shareholder 6,455 3,088
Zapadoceskd energetika, a.s. Shareholder 5,224 3,371
Severomoravskd energetika, a.s. Shareholder 1,561 2,675
Prazska energetika, a.s. Shareholder 1,262 -
RWE Com Geschaftsfiihrungs-GmbH Shareholder 420 -
Vlychodoceska energetika, a.s. subsidiary of CEZ, a.s. (98.62%) 3,017 -
Stfedoceskd energetickd, a.s. subsidiary of CEZ, a.s. (97.72%) 2,353 -
is:energy czecha.s. subsidiary of JCE (49.5%) 1,722 -
HELLUX ELEKTRA s.1.0. subsidiary of JCE (33.3%) 51 -
EN-DATAa.s. subsidiary of ZCE (100%) 1,881 1,150
Plzeriskd energetika, a.s. subsidiary of ZCE (50%) 235 823
Chodské vodarnyakanalizacea.s. subsidiary of ZCE (7.29%) 150 -
PRO ENERGO Plzen, spol.sr.o. subsidiary of ZCE (80%) 6 -
ESSs.r.0. subsidiary of SCE (51%) 1 -
Union Leasing, a.s. subsidiary of SME (100%) 45 -
CEZnet a.s. subsidiary of CEZ, a.s. (100%) 9 -
Kotoué Stramberk,spol. sr.o. affiliated subsidiary of CEZ, a.s. 6 -

43,900 19,292

Amounts receivable from related parties were as follows (in CZK thousands):

Company Nature Dec. 31,2003 Dec. 31,2002
Jihomoravskd energetika, a.s. Shareholder 1,265 264
Severoceskd energetika, a.s. Shareholder 678 975
Jihoceska energetika, a.s. Shareholder 597 611
Zapadoceskd energetika, a.s. Shareholder 498 784
Severomoravskd energetika, a.s. Shareholder 105 365
Vlychodoceska energetika, a.s. subsidiary of CEZ, a.s. (98.62%) 213 -
Stredoceskd energeticka, a.s. subsidiary of CEZ, a.s. (97.72%) 62 -
HELLUX ELEKTRAs.r.0. subsidiary of JCE (33.3%) 4 -
is:energyczecha.s. subsidiary of JCE (49.5%) 137 -
Chodské vodérnyakanalizacea.s. subsidiary of ZCE (7.29%) 14 -
PRO ENERGO Plzen, spol.sr.o. subsidiary of ZCE (80%) 5 -
Plzeriskd energetika, a.s. subsidiary of ZCE (50%) 14 120
EN-DATAa.s. subsidiary of ZCE (100%) 156 233
ESSs.r.0. subsidiary of SCE (51%) 4 -
Union Leasing, a.s. subsidiary of SME (100%) 17 -
CEZneta.s. subsidiary of CEZ,a.s. (100%) 9 -

3,778 3,352
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The Company rents fibre network and purchases electricity from its related parties. Purchases for 2003 and 2002 were as follows (in CZK

thousands):
Company Nature 2003 2002
Severoceskd energetika, a.s. Shareholder 23,035 20,829
Zapadoceskd energetika, a.s. Shareholder 22,858 22,858
Jihomoravskd energetika, a.s. Shareholder 21,605 21,609
Severomoravska energetika, a.s. Shareholder 21,554 23,605
Jihoceska energetika, a.s. Shareholder 17,696 18,841
Prazska energetika, a.s. Shareholder 13,655 12,077
Vychodoceska energetika, a.s. subsidiary of CEZ, a.s. (98.62%) 15,216 -
Stredoceskd energeticka, a.s. subsidiary of CEZ, a.s. (97.72%) 9,970 -
TeplarnaTabora.s. subsidiary of JCE (51%) 12 -
Energetické Centrums.r.o. subsidiary of JCE (51%) 54 -
SINIT, a.s. subsidiary of SME (100%) 57 -
Energetika Vitkovice, a.s. subsidiary of SME (100%) 91 108
EN-DATAa.s. subsidiary of ZCE (100%) 6 -
CEZ a.s. 2,984 -
CEPS, a.s. affiliated subsidiary of CEZ,a.s. 858 -
CEZneta.s. subsidiary of CEZ,a.s. (100%) 1,159 -
150,810 119,927

Amounts payableto related parties were as follows (in CZK thousands):

Company Nature Dec. 31,2003 Dec. 31,2002
Zapadoceskd energetika, a.s. Shareholder 4 4,784
Jihoceskd energetika, a.s. Shareholder 1,808 5,046
Severomoravskd energetika, a.s. Shareholder 1,991 6,253
Jihomoravskd energetika, a.s. Shareholder 1,973 5,553
Severoceskd energetika, a.s. Shareholder 2,201 6,113
Prazska energetika, a.s. Shareholder 496 1,069
RWE Com Geschaftsfiihrungs - GmbH Shareholder - 61
Stfedoceskd energetickd, a.s. subsidiary of CEZ, a.s. (97.72%) 898 -
Vlychodoceska energetika, a.s. subsidiary of CEZ, a.s. (98.62%) 1,033 -
TeplarnaTabora.s. subsidiary of JCE (51%) 13 -
Energetické Centrums.r.o. subsidiary of JCE (51%) 1 -
Energetika Vitkovice, a.s. subsidiary of SME (100%) 60 56
SINIT subsidiary of SME (100%) 40 51
CEPS, a.s. affiliated subsidiary of CEZ,a.s. 178 =
CEZnet a.s. subsidiary of CEZ,a.s. (100%) 65 -

10,761 29,986
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There were no transactions with members of the Board of Directors in 2003 and 2002. No guarantees were provided on behalf of related

partiesin2003and 2002.

The Company hasalso loans from related parties (see Note 7).
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The consolidated financial statements have been prepared on a going concern basis, which assumes the Company will continue in operation
forthe foreseeable futureand willbe able to realiseits assets and dischargeits liabilities and commitmentsin the ordinary course of business.
The Company has fully drawn currently available credit facilities, however Management forecast the Company has access to sufficient cash
resources to allow continued operation for the foreseeable future. As part of its cash management programme, Management plan to defer
repayment oftwo shareholder loans amounting to CZK 88,620 thousand, which are currently overdue, untilat least 2005, although formal
agreement from the lenders to this planned deferral have not yet been received. These loans are classified as current liabilities within
short-term loans.

These financial statements do notinclude any adjustments to the amounts and classification of assets and liabilities that may be necessary
should the Company be unable to agree to a deferral of the shareholder loan repayments or if the company's actual cash needs exceed
those forecast.

The following table summarizes the differencesin accumulated deficitand net loss between the Company's consolidated statutory accounts
andInternational Financial Reporting Standards (IFRS) (in CZK thousands):

2003 2002
Accumulated deficit per statutoryaccountsatend of year -2,862,737 -2,075,558
Adjustments required by IFRS:
Reversalofunrealized foreign exchangevariances - -
Reversalof statutory deferred tax liability -73 68
IFRS accumulated deficitatend of year -2,862,810 -2,075,490
Net loss per statutoryaccounts -787,247 -718,829
Adjustments required by IFRS:
Reversalof unrealized foreign exchangevariances - -1,638
Reversal of statutory deferred tax liability -73 68
Other - -
IFRS netloss -787,320 -720,399
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financial statements
and auditor's report

Tothe Board of Directors of Aliatela.s.:

We have audited the financial statements of Aliatel a.s. for the year ended 31 December 2003 in accordance with the Act No. 254/2000
Coll. on Auditors and the auditing guidelines issued by the Chamber of Auditors of the Czech Republic. Our auditincluded an examination
of evidence supporting the financial statements and of the accounting policies and estimates used by management in their preparation.
Ouraudit procedures were carried out on a test basis and with regard to the principle of materiality.

The management of Aliatela.s. is responsible for maintaining accounting records and for preparing financial statements which give a true
and fairview of the assets, liabilities, equity, financial results and financial situation of Aliatel a.s. Our responsibilityis to express an opinion
onthefinancialstatementstakenasawhole, based on ouraudit performedinaccordance with this Actand the auditing guidelines.

Inouropinion, the financial statements present, in all material respects, a true and fair view of the assets, liabilities, equityand financial
position of Aliatela.s. as of 31 December 2003 and the financial results for the year then ended in accordance with Act No. 563/1991 Coll.
onAccountingand relevant legislation.

Without qualifying our opinion, we would like to draw attention to the fact, that the accompanying financial statements have been
prepared assuming that the Company will continue as a going concern. The Company incurred a loss of CZK 791,641 thousand during
the year ending December 31, 2003 and as of that date its accumulated losses of previous years exceed the one half of the registered
capital by CZK 1,231,142 thousand. This fact, along with the other matters highlighted in Note 21, raise substantial doubt that the Company
will be able to continue as a going concern. Management's plans in regard to these matters are also described in Note 21. The financial
statements do notinclude anyadjustments that might result from the outcome of these uncertainties.

We have also audited the financial statements of Aliatel a.s. for the years ended 31 December 2002 and 2001 and issued unqualified
reportsthereon dated 14 February 2003 and 15 March 2002, respectively.

é:ul‘i 7,'*"1(

Ernst&YoungCR, s.r.0.
License No. 401

P

Milan Slavik
Auditor, License No. 708

16 February 2004
Prague, Czech Republic
Aliatela.s.
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financial
statements

(Czech Crowns - CZK in thousands)

PriorYear PriorYear

CurrentYear2003 2002 2001

Gross  Provisions Net Net Net

TOTALASSETS 5,183,825 -2,020,638 3,163,187 3,951,624 3,402,818

A. STOCK SUBSCRIPTION RECEIVABLE 0 0 0 0 0
B. FIXED ASSETS 4,252,311 -1,949,713 2,302,598 2,990,338 2,738,818
B. L Intangibleassets 682,450 -369,521 312,929 411,416 298,432
B. I. 1 Foundationandorganizationexpenses 0 0 0 0 0
2 Researchanddevelopment 0 0 0 0 0

3 Software 638,609 -329,923 308,686 363,618 161,728

4 Patents, royaltiesand similar rights 41,108 -39,598 1,510 15,262 28,986

5 Goodwill 0 0 0 0 0

6 Otherintangibleassets 0 0 0 0 553

7 Intangibleassetsin progress 1,580 0 1,580 25,485 100,475

8 Advancesgrantedforintangibleassets 1,153 0 1,153 7,051 6,690

B. IIL Tangibleassets 3,564,343 -1,580,192 1,984,151 2,573,652 2,440,231
B. II. 1 Land 0 0 0 0 0
2 Constructions 750,810 -101,436 649,374 587,450 258,602

3 Separatemovableitemsand groups of movableitems 2,776,399  -1,478,739 1,297,660 1,680,654 1,314,209

4 Perennialcrops 0 0 0 0 0

5 Livestock 0 0 0 0 0

6 Othertangibleassets 17 -17 0 0 330,735

7 Tangibleassetsin progress 33,462 0 33,462 302,209 533,110

8 Advancesgranted fortangibleassets 3,655 0 3,655 3,339 3,575

9 Gainorlossonrevaluation ofacquired property 0 0 0 0 0

B. IIL Financialinvestments 5,518 0 5,518 5,270 155
B. III.1 Subsidiaries 5,518 0 5,518 5,270 155
2 Associates 0 0 0 0 0

3 Otherlong-termsecuritiesand interests 0 0 0 0 0

4 Loanstosubsidiariesand associates 0 0 0 0 0

5 Otherlong-terminvestments 0 0 0 0 0

6 Long-terminvestmentsin progress 0 0 0 0 0

7 Advancesgranted forlong-terminvestments 0 0 0 0 0

C. CURRENTASSETS 923,597 -70,925 852,672 873,051 648,968
C. L Inventory 147,112 -19,491 127,621 189,989 216,537
C. I. 1 Materials 147,112 -19,491 127,621 189,989 216,537
2 Workin progressand semi-finished production 0 0 0 0 0

3 Finished products 0 0 0 0 0

4 Livestock 0 0 0 0 0

5 Goods 0 0 0 0 0

6 Advancesgrantedforinventory 0 0 0 0 0
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(Czech Crowns - CZK in thousands)

PriorYear PriorYear
CurrentYear2003 2002 2001
Gross  Provisions Net Net Net
C. IL Long-term receivables 2,586 0 2,586 870 800
C. II. 1 Tradereceivables 2,586 0 2,586 870 800
2 Receivablesfrom subsidiaries 0 0 0 0 0
3 Receivablesfromassociates 0 0 0 0 0

4 Receivablesfrom partners, co-operative members
and participantsinassociation 0 0 0 0 0
5 Unbilled revenue 0 0 0 0 0
6 Otherreceivables 0 0 0 0 0
7 Deferredtaxasset 0 0 0 0 0
C. II. Short-term receivables 489,068 -51,434 437,634 558,090 288,002
C. II.1 Tradereceivables 436,338 -51,434 384,904 466,600 232,371
2 Receivablesfrom subsidiaries 0 0 0 0 0
3 Receivablesfromassociates 0 0 0 0 0

4 Receivablesfrom partners, co-operative members
and participantsinassociation 0 0 0 0 0
5 Socialsecurityand healthinsurance 0 0 0 0 0
6 Duefromgovernment-taxreceivables 7,989 0 7,989 49,514 39,217
7 Otheradvancesgranted 34,756 0 34,756 38,727 12,157
8 Unbilled revenue 9,540 0 9,540 1,798 3,909
9 Otherreceivables 445 0 445 1,451 348
C. 1Iv. Short-term financialassets 284,831 0 284,831 124,102 143,629
C. IV. 1 Cash 204 0 204 431 1,301
2 Bankaccounts 224,627 0 224,627 123,671 142,328
3 Short-termsecuritiesand interests 60,000 0 60,000 0 0
4 Short-termfinancialassetsin progress 0 0 0 0 0
D. OTHER ASSETS -TEMPORARY ACCOUNTS OF ASSETS 7,917 (1] 7,917 88,235 15,032
D. L Accrued assets and deferred liabilities 7,917 0 7,917 88,235 15,032
D. I. 1 Prepaidexpenses 7,901 0 7,901 12,257 14,859
2 Prepaid expenses (specific-purpose expenses) 0 0 0 0 0
3 Unbilled revenue 16 0 16 75,978 173

(Czech Crowns - CZK in thousands)

CurrentYear PriorYear PriorYear
2003 2002 2001
TOTAL EQUITY & LIABILITIES 3,163,187 3,951,624 3,402,818
A. EQUITY 405,257 1,196,651 1,334,461
A L Basiccapital 3,272,120 3,272,120 2,807,120
A. I. 1 Registered capital 3,272,120 2,807,130 2,807,120
2 Ownsharesand own ownershipinterests (-) 0 0 0
3 Changesin basiccapital 0 464,990 0
A. II. Capitalfunds 339 92 0
A II. 1 Sharepremium (agio) 0 0 0
2 Othercapitalfunds 0 0 0
3 Gainorlossonrevaluation of assetsand liabilities 339 92 0
4 Gainorlosson revaluation of companytransformations 0 0 0
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(Czech Crowns - CZK in thousands)

CurrentYear PriorYear PriorYear

2003 2002 2001

A I Reservefunds, (indivisible fund) and otherfunds created from profit 0 0 0
A 1.1 Legalreservefund/Indivisible fund 0 0 0
2 Statutoryand otherfunds 0 0 0

A. IV. Profit (loss) forthe previousyears -2,075,561 -1,356,729 -977,334
IV. 1 Retained earningsforthe previousyears 0 0 0

2 Accumulated loss of previous years -2,075,561 -1,356,729 -977,334

A V. Profit (loss) fortheyear (+/-) -791,641 -718,832 -495,325
B. LIABILITIES 2,732,547 2,740,300 2,023,296
B. I Reserves 6,122 0 3,409
B. I. 1 Reservescreatedunderspeciallegislation 0 0 0
2 Reserveforpensionsandsimilarobligations 0 0 0

3 Reserveforcorporateincometax 0 0 0

4 Otherreserves 6,122 0 3,409

B. II. Long-term liabilities 1,298,165 1,058,165 7
B. II. 1 Tradepayables 0 0 0
2 Liabilities to subsidiaries 0 0 0

3 Liabilitiestoassociates 0 0 0

4 Liabilities to partners, co-operative members and participantsin association 0 0 0

5 Advancesreceived 5 5 7

6 Bondspayable 1,298,160 1,058,160 0

7 Notes payable 0 0 0

8 Unbilled deliveries 0 0 0

9 Otherliabilities 0 0 0

10 Deferred tax liability 0 0 0

B. II.  Currentliabilities 474,200 888,075 643,120
B. IIl.1 Tradepayables 197,984 515,646 421,489
2 Liabilities to subsidiaries 0 0 0

3 Liabilitiestoassociates 0 0 0

4 Liabilitiesto partners, co-operative members and participantsin association 0 7 150

5 Liabilitiesto employees 10,416 13,132 9,385

6 Liabilitiesarising from social securityand healthinsurance 7,389 8,520 6,694

7 Duetogovernment-taxesandsubsidies 3,315 4,405 2,741

8 Advancesreceived 2,626 2,000 13,147

9 Bondspayable 0 0 0

10 Unbilled deliveries 252,386 344,084 188,961

11 Other liabilities 84 281 547

B. IV. Bankloansand borrowings 954,060 794,060 1,376,760
B. IV. 1 Long-termbankloans 840,440 705,440 0
2 Short-termbank loans 25,000 0 0

3 Borrowings 88,620 88,620 1,376,760

C. OTHER LIABILITIES - TEMPORARY ACCOUNTS OF LIABILITIES 25,383 14,673 45,061
C. I Accrued liabilitiesand deferred assets 25,383 14,673 45,061
C. I. 1 Accruals 2,524 14,673 29,056
2 Deferredincome 22,859 0 16,005
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(Czech Crowns - CZK in thousands)

CurrentYear PriorYear PriorYear

2003 2002 2001

L. Revenue from sale of goods 0 0 0

A. Costofgoodssold 0 0 0

+ Gross margin 0 0 0

1I. Production 2,806,521 2,202,563 1,595,978

II. 1 Revenuefromsaleoffinished productsandservices 2,551,471 1,852,035 1,219,183

2 Changeininventory producedinternally 0 0 0

3 Ownworkcapitalized 255,050 350,528 376,795

B. Production related consumption 2,146,887 1861,308 1,321,436

B. 1 Consumption of materialand energy 270,429 400,891 372,171

B. 2 Services 1,876,458 1,460,417 949,265

+ Valueadded 659,634 341,255 274,542

C. Personnelexpenses 318,963 324,243 256,711

C. 1 Wagesandsalaries 228,929 232,191 183,392

C. 2 Bonusestomembersof company or cooperation bodies 2,879 2,834 2,975

C. 3 Socialsecurityand healthinsurance 81,531 82,406 64,827

C. 4 Othersocial costs 5,624 6,812 5,517

D. Taxesand charges 25,086 26,357 32,595

B Amortizationand depreciation ofintangibleand tangible fixed assets 576,495 570,748 467,075

II1. Revenuefromsale ofintangible and tangible fixed assets and materials 7,134 29,309 9,996

III. 1 Revenuesfromsaleofintangibleand tangible fixed assets 3,740 28,787 9,922

2 Revenuefromsale of materials 3,394 522 74

F. Netbookvalue ofintangible and tangible fixed assets and materials sold 19,340 15,193 9,447

F. 1 Netbookvalue ofintangibleandtangible fixed assets sold 12,838 14,663 9,391

F. 2 Materialssold 6,502 530 56
G. Changeinreservesand provisions relating to operations andin prepaid expenses

(specific-purpose expenses) 416,184 46,397 12,898

IWA Otheroperating revenues 8,729 4,513 26,128

H. Other operating expenses 38,707 39,009 11,705

V. Transfer of operating revenues 0 0 0

L. Transfer of operating expenses 0 0 0

* Profitor loss on operating activities -719,278  -646,870 -479,765

VI. Revenuefrom sale of securitiesandinterests 4,370 0 0

o Securitiesandinterests sold 4,370 0 0

VII.  Incomefromfinancialinvestments 0 0 0

VII.1 Incomefromsubsidiariesandassociates 0 0 0

2 Incomefrom otherlong-term securitiesandinterests 0 0 0

3 Incomefromotherfinancialinvestments 0 0 0

VIII. Incomefromshort-termfinancialassets 78 7,714 0

K. Expenses related to financialassets 0 0 0

IX. Gain on revaluation of securities and derivatives 0 0 0
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(Czech Crowns - CZK in thousands)

CurrentYear PriorYear PriorYear

2003 2002 2001

L. Loss onrevaluation of securities and derivatives 0 0 0
M. Changeinreservesand provisions relating to financialactivities 0 -3,409 3,409
X. Interestincome 2,765 3,338 6,324

N. Interestexpense 79,744 83,779 8,270
XI. Otherfinanceincome 14,845 18,944 16,823

0. Otherfinance cost 28,301 31,790 28,361
XII.  Transferoffinanceincome 0 0 0

P. Transfer of finance cost 0 0 0
* Profitor loss on financialactivities -90,357 -82,164 -16,893

Q. Tax on profitor loss on ordinaryactivities 0 0 0
Q. 1 -due 0 0 0
Q. 2 -deferred 0 0 0
** Profitor loss on ordinaryactivies after taxation -809,635 -729,034  -496,658
XII.  Extraordinarygains 23,296 182,091 2,465

R. Extraordinary losses 5,302 171,889 1,132
S. Tax on extraordinary profitor loss 0 0 0
S. 1 -due 0 0 0
S. 2 -deferred 0 0 0
* Extraordinary profitor loss 17,994 10,202 1,333

T. Transfer of share of profitor loss to partners (+/-) 0 0 0
***  Profit orlossfortheyear (+/-) -791,641  -718,832  -495,325
Profit orloss before taxation -791,641 -718,832 -495,325

43



FINANCIAL STATEMENTS

(Czech Crowns-CZKinthousands)

CurrentYear PriorYear PriorYear
2003 2002 2001
Cash flows from operating activities
Z. Profitor loss on ordinaryactivities before taxation (+/-) -809,635 -729,034  -496,658
A. 1. Adjustments to reconcile profitorloss to net cash provided by orusedin operating
activities 1,085,748 705,704 571,583
A. 1. 1. Depreciationand amortization of fixed assets, write-off of receivables
andadjustmenttoacquired property 583,487 570,748 467,075
A. 1. 2. Changeinprovisions 410,062 72,048 107,366
A. 1. 3. Changeinreserves 6,122 -3,409 -4,273
A. 1. 4. Foreignexchangedifferences 0 0 0
A. 1. 5. (Gain)/Lossondisposaloffixedassets 9,098 -14,124 -530
A. 1. 6. Interestexpenseandinterestincome 76,979 80,441 1,945
A. 1. 7. Othernon-cashmovements (e.g.revaluationatfairvalueto profitorloss,
dividends received) 0 0 0
A* Net cash from operating activities before taxation, changesin working capital
and extraordinaryitems 276,113 -23,330 74,925
A 2 Changein non-cash components of working capital -101,516  -1,444,029 -147,721
A. 2. 1. Changeininventory 67,735 26,548 -60,866
A. 2. 2. Changeintradereceivables 63,673 -256,867 -60,791
A. 2. 3. Changeinotherreceivablesandin prepaid expensesand unbilled revenue 119,078 -15,402 3,670
A. 2. 4. Changeintradepayables -317,662 94,157 207,100
A. 2. 5. Changeinotherpayables, short-term loansandinaccrualsand deferredincome -34,340 -1,292,465 -236,834
A** Net cash from operating activities before taxation, interest paid
and extraordinaryitems 174,597 -1,467,359 -72,796
A3 Interest paid -108,147 -102,184 -8,270
A. 4. Tax paid 0 0 0
A. 5 Gainsand losses on extraordinaryitems 17,994 10,294 1,545
A*** Netcash provided by (used in) operating activities 84,444 -1,559,249 -79,521
Cash flows frominvesting activities
B. 1. Purchase of fixed assets -309,590 -836,931 -1,387,993
B. 2. Proceeds from sale of fixed assets 8,110 28,787 9,922
B. 3. Interestreceived 2,765 3,338 6,324
B. 4. Dividends received 0 0 0
Bx** Net cash provided by (usedin) investing activities -298,715  -804,806 -1,371,747
Cash flows from financing activities
C. 1. Changein long-term liabilities and long-term loans 375,000 1,763,598 -2
C. 2. 1. Effectofchangesinbasiccapitaloncash 0 465,000 1,496,970
C. 2. 2. Dividendsorprofitsharing paid 0 0 0
C. 2. 3. Effectofotherchangesinbasiccapitaloncash 0 115,930 0
Crxx Netcash provided by (usedin) financing activities 375,000 2,344,528 1,496,968
F. Netincrease (decrease) incash 160,729 -19,527 45,700
P. Cash and cash equivalents at beginning of year 124,102 143,629 97,929
R. Cashand cash equivalents atend of year 284,831 124,102 143,629
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notes to
the financial statements

Aliatela.s. (“the Company”)isajoint stock companyincorporated on 13 May 1996 in the Czech Republic. The Company's registered office
is located at Sokolovskd 86, Prague 8, Czech Republic and the business registration number (IC0) is 61058904. The Company is involved
in the provision of telecommunication services and establishment, assembly and maintenance of telecommunication equipment.

The following significantchanges were made to the Commercial Register entryin 2003:

- 0n28July 2003, anincrease in the Company's basic capital by CZK 464,990 thousand was recorded based on the General Meeting's
decision of 27 September 2002.

- Allchangesin the members of the Company's statutory bodies were recorded during the year except for the following: JUDr. Roman
Hodosiresigned from the position of member ofthe Supervisory Board and Ing. Karel Dietrich-Nespésny has been appointedinstead.

Shareholderswithaninterestinthe Company's basic capitalare as follows:

Corporatebodyname Registered office Shareholding Shareholding

(in CZKthousands) (in %)
Jihoceska energetika, a.s. Ceské Budéjovice, Lannova 16 338,110 10.33
Jihomoravskd energetika, a.s. Brno, Lidicka 36 338,130 10.33
Prazska energetika, a.s. Praha 10, Na Hroudé 19 305,400 9.33
Severomoravska energetika, a.s. Ostrava, 28. fijna 152 338,120 10.33
Severoceskd energetika, a.s. Décin, Teplicka 8 305,390 9.33
Zapadoceskd energetika, a.s. Plzen, Guldenerova 19 338,120 10.33
RWE Com Geschéftsfiihrungs-GmbH  Gutenbergstrasse 3, Essen, Germany 1,308,850 40.00
Total 3,272,120 100.00

The Company has not concluded a control agreement with the controlling company, RWE Com Geschaftsfiihrungs-GmbH. The Company
isincludedinits consolidated group.

Since 1 April 2003, the Company has been included in the consolidated group of CEZ as an affiliate, as since that date, CEZ, a.s. effectively
controls 30% through ownership of Severomoravska energetika, a.s., Severoceskd energetika, a.s. and Zadpadoceskd energetika, a.s.

Members of statutoryand supervisory bodies as of 31 December 2003 were as follows:

Board of Directors

Chair: Ing. JosefHavel
Vice-chair: SusanneKiippers
Member: EngelbertHalm
Member: Ing.Jan Saska
Member: Bernhard Fanger
Member: Ing. Vaclav Culik
Supervisory Board

Chair: Ing. Stanislav Peleska
Member: Dr.Thomas Riemann
Member: Ing.JanVeskrna
Member: Ing. Karel Dietrich-Nespésny
Member: Ing. PetrKroupa
Member: Ing.JaroslavVostarek
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The accompanying financial statements were prepared in accordance with the Czech Act on Accounting, the relevant accounting procedures
for entrepreneurs and the decree regulating certain provisions of the Accounting Act for accounting units - entrepreneurs using double
entry book-keeping, asapplicable for2003, 2002 and 2001.

2.1 Information Comparability

In connection with theamendments to the Act on Accounting and to the accounting procedures, the form of reporting of someitemsin the
balance sheet, income statement and cash flow statement has changed in 2003. For this reason, certain balances of previous accounting
periods have been adjusted so thatthey can be fully comparablein theaccompanying financialstatements.

Explanation Added for Translationinto English

These financial statements are presented on the basis of accounting principles and standards generally accepted in the Czech Republic.
Certain accounting practices applied by the Company that conform with generally accepted accounting principles and standards in the
Czech Republic may not conform with generally accepted accounting principlesin other countries.

Theaccounting policiesapplied by the Companyin preparing the 2003, 2002 and 2001 financial statements are as follows:

3.1 Intangible Fixed Assets

Intangiblefixed assetsarevalued attheiracquisition costand related expenses.

Low-value intangible fixed assets (with a cost between CZK 10 and 60 thousand) are amortized on a straight-line basis over their estimated
useful lives that do not exceed fouryears.

Low-valueintangibleassets (with a cost between CZK 3 and 10 thousand) are expensed and carried off-balance sheet.

The costs of technicalimprovements of intangible fixed assets exceeding CZK 60 thousand peraccounting period are capitalized.

3.2 Tangible Fixed Assets

Purchased tangible fixed assets are recorded at their acquisition cost that consists of purchase price, freight, customs duties and other
related costs.

Low-value tangible fixed assets (with a cost between CZK 10 and 40 thousand) are depreciated on a straight-line basis over their estimated
usefullives as determined by a Company guideline, thatdo notexceed ten years.

Low-valuetangibleassets (with a cost between CZK3and 10 thousand) are expensed and carried off-balance sheet.

The costs of technical improvements of tangible fixed assets exceeding CZK 40 thousand per accounting period are capitalized. Repairs
and maintenance expenses are expensed asincurred.

Ifthe netbookvalue of tangible fixed assets exceeds their estimated recoverable value, a corresponding provision is recorded.

Depreciation
Depreciation is calculated based on the acquisition cost and the estimated useful life of the related asset. The estimated useful lives are

as follows:
Years
Constructions 10-300roverthe lease periodin case of technicalimprovements of leased constructions
Machineryand equipment 2-15
Vehicles 4
Furniture and fixtures 4-8
Othertangibles 2-4
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In 2003, the Company decided to change the accounting depreciation rates of tangible fixed assets used as of 31 December 2002 and
of newtangible fixed assets putinto operation from 1 January 2003. The depreciation periods were adjusted from 4 to 6 or 8 years, or, for
selected asset categories, reduced from 15 to 12 or 8 years. The depreciation charge for these assets for 2003 was calculated on the basis
of application of remaining useful economic lives to the net book value as of 1 January 2003. Fixed assets acquired since 1 January 2003
werealready putinto operation with changed depreciation rates.
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3.3 Financialassets
Short-term financial assets consist of liquid valuables, cash in hand and at bank or depository bills. The depository bills bear interest
and arevalued at costthat corresponds to their marketvalue.

Long-term financialassets consist of ownershipinterests.

Asof31December2003and 2002, theindividual components of financialassets are revalued using the following method:

- Held-for-trading securities are revalued to fairvalue; the changein the fairvalueis charged or recognized toincome, as appropriate.

- Ownership interests are revalued to fair value, and, in case of foreign interests, also at the CNB rate prevailing as at 31 December;
the revaluationamountsarerecordedin equitythrough revaluation ofassetsand liabilities.

The fair value is the market value that is published by the relevant domestic or foreign stock exchange; or, if the market value is not
available from a public market, isavaluation amountgivenina qualified estimate orin a certified expert's opinion.

3.4 Inventory
Purchased inventory is valued at actual cost using the weighted average cost method. Costs of purchased inventory include acquisition
related costs (freight, customs duty, commission, etc).

Inventoryis reduced toits realizable value by a provision account. Additions to the provision are charged toincome.

3.5 Receivables
Both long- and short-term receivables are carried at their realizable value after provision for doubtful accounts. Additions to the provision
accountare chargedtoincome.

3.6 Equity

The basic capital of the Company is stated at the amount recorded in the Commercial Register maintained in the Municipal Court. Any
increase or decrease in the basic capital made pursuant to the decision of the General Meeting, which was not entered in the Commercial
Register as of the financial statements date, is recorded through changes in basic capital. Contributions in excess of basic capital are
recorded as share premium.

Inthe firstyearin which profitis generated, ajoint-stock company allocates 20% of profit after tax to the legal reserve fund. In subsequent
years, the legal reserve fund is allocated 5% of profit after tax until the fund reaches 20% of basic capital. These funds can only be used
to offset losses.

3.7 Reservesand Liabilities
The Company creates legal reserves within the meaning of the Act on Reserves and reserves for losses and risks if the related title, amount
andtiming can be reliably estimated and the accrualand matching principles are observed.

Long-term liabilities and current liabilities are carried at theirnominalvalues.

Short-term and long-term loans are recorded at their nominalvalues. Any portion of long-term debt, which is due within one year of the
balancesheetdate, is regarded as short-term debt.

3.8 Foreign CurrencyTransactions

Monetary assets and liabilities whose acquisition or production costs were denominated in foreign currencies are translated into Czech
crowns at the exchange rate existing at the transaction date and on the balance sheet date they are adjusted to the exchange rates
as published by the Czech National Bankat 31 December.
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Realized exchange rate gains and losses were charged or credited, as appropriate, to income for the year. Beginning in 2002, unrealized
exchange rate gains and losses are also recognized or charged, as appropriate, into income. In 2001 these gains and losses were not
recognized or charged, as appropriate, into income until collection or payment of the related item occurred, and were included in other
liabilities or other assets, as appropriate, in the accompanying balance sheet. Unrealized exchange rate losses were reported as assets in
theaccompanying balance sheetand were offset by a reserve with a corresponding chargetoincome.

3.9 Recognition of Revenues and Expenses
Revenues and expenses are recognized on an accrual basis, that is, they are recognized in the periods in which the actual flow of the
related goods orservices occurs, regardless of when the related monetary flowarises.

Foreseeable risksand losses are recorded as they become known.

3.10 IncomeTax

The corporate income tax expense is calculated based on the statutory tax rate and book income before taxes, increased or decreased
by the appropriate permanent and temporary differences (e.g. non-deductible reserves and provisions, entertainment expenses, differences
between bookand tax depreciation, etc.).

The deferred tax position reflects the net tax effects of temporary differences between the carrying amounts of assets and liabilities

for financial reporting purposes and the amounts used for corporate income tax purposes, taking into consideration the period
of realization.

4.1 Intangible Fixed Assets (in CZK thousands)

cosT
Atbeginning Atend
ofyear Additions Disposals Transfers ofyear
Software 543,706 - -935 95,838 638,609
Patents, royalties and similarrights 41,534 - -426 - 41,108
Intangiblesin progress 25,485 60,185 - -84,090 1,580
Advancesforintangibles 7,051 5,850 - -11,748 1,153
2003 Total 617,776 66,035 -1,361 - 682,450
2002 Total 393,253 324,998 - -100,475 617,776
2001 Total 256,759 321,940 - -185,443 393,253

The totalvalue of smallintangible fixed assets, which are not reflected in the accompanying balance sheet, was CZK 121 thousand,
CZK 241 thousandand CZK 230thousand atacquisition costas of 31 December 2003, 2002 and 2001, respectively.

ACCUMULATED AMORTIZATION

Atbeginning Atend Netbook

ofyear Additions Disposals ofyear  Provisions value

Software 180,088 95,379 -868 274,599 55,324 308,686
Patents, royaltiesand similarrights 26,272 13,709 -383 39,598 - 1,510
Intangiblesin progress - - - - - 1,580
Advancesforintangibles - - - - - 1,153
2003 Total 206,360 109,088 -1,251 314,197 55,324 312,929
2002 Total 94,821 111,539 - 206,360 = 411,416
2001 Total 36,840 57,993 -12 94,821 - 298,432
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In 2003, the Company performed an impairment review of fixed assets. The method of discounted estimated operating cash flows, based
ontheapproved business plan fortheyears 2004 through 2009, has been used. Based on the result of theimpairment review, the Company
recorded an impairment provision in the total amount of CZK 406,114 thousand. CZK 55,324 thousand has been allocated against
software.



FINANCIAL STATEMENTS

4.2 Tangible Fixed Assets (in CZKthousands)

cosT
Atbeginning Atend
ofyear Additions Disposals Transfers ofyear
Constructions * 647,172 - -1,882 105,520 750,810
Machineryand equipment 2,535,731 - -301,841 478,344 2,712,234
Vehicles 68,265 - -7,329 655 61,591
Furnitureand fixtures 2,257 - - 317 2,574
Othertangibles * 17 - - - 17
Tangiblesin progress 302,209 315,056 - -583,803 33,462
Advancesfortangibles 3,339 1,349 - -1,033 3,655
2003 Total 3,558,990 316,405 -311,052 - 3,564,343
2002 Total 3,130,336 1,217,786 -315,921 -473,211 3,558,990
2001 Total 1,934,619 3,479,944 -375,159  -1,909,068 3,130,336

Note: *) The 2000 and 2001 balances on accounts “Constructions” and “Other tangibles” were recalculated using the 2002 and 2003 reporting
method to ensure their comparability. In previous years, technical improvements of leased buildings were reported within “Other tangibles”.
Startingin 2002, theyareincluded in the “Constructions” category.

Additions and disposals of assets do not agree to the respective account movements in the general ledger. Additions and disposals
of assets include, apart from actual additions, such as acquisitions through purchase, capitalisation or disposal, also amounts resulting
from the corrections of accounting entries, transfers between accounts, etc. These movements impact the turnover on the credit/debit
sides ofthe general ledgeraccounts and result from limitations ofthe currentaccounting system.

The total value of small tangible fixed assets, which are not reflected in the accompanying balance sheet, was CZK 78,922 thousand,
CZK 56,723 thousandand CZK 19,764 thousand atacquisition costas of 31 December 2003, 2002 and 2001, respectively.

ACCUMULATED AMORTIZATION

Atbeginning Atend Netbook

ofyear Additions Disposals ofyear  Provisions value

Constructions 59,722 42,927 (1,213) 101,436 - 649,374
Machineryand equipment 894,002 350,376 (156,365) 1,088,013 350,790 1,273,431
Vehicles 30,603 13,540 (5,487) 38,656 - 22,935
Furniture and fixtures 994 286 - 1,280 - 1,294
Othertangibles 17 - - 17 - -
Tangiblesin progress - - - - - 33,462
Advancesfortangibles - - - - - 3,655
2003 Total 985,338 407,129 (163,065) 1,229,402 350,790 1,984,151
2002 Total 690,105 611,154 (315,921) 985,338 - 2,573,652
2001 Total 327,544 411,673 (49,112) 690,105 = 2,440,231
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In 2003, the Company performed an impairment review of fixed assets. The method of discounted estimated operating cash flows, based
ontheapproved business plan fortheyears 2004 through 2009, has been used. Based on the result of theimpairment review, the Company
recorded an impairment provision in the total amount of CZK 406,114 thousand. CZK 350,790 thousand has been allocated against
Machineryand equipment.
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4.3 Long-Term FinancialInvestments (in CZK thousands)

Shares and ownership interests in subsidiaries include financial investments in Aliatel Slovakia s.r.o. The balance sheet data were
translated using the Czech National Bank rate as of 31 December 2003, the income statement data were translated at an average annual
SKKrateannounced bythe Czech National Bank (in CZK thousands):

2003 2002 2001
Percentage of ownership 100 100 100
Totalassets 14,528 9,445 155
Equity 10,028 5,275 155
Basiccapitaland capital funds 5,516 5,263 155
Funds created from profit 8 7 -
Retained earnings 5 = =
Profitforthe currentyear 4,394 5 -
Acquisition costofinterest 5,518 5,270 155
Nominalvalue ofinterest 5,518 5,270 155
Intrinsicvalue of interest 10,028 5,275 155

Financialinformation about Aliatel Slovakias.r.0. was obtained from the company's audited financial statements.

Excess, obsolete and slow moving inventory has been written down to its estimated net realizable value by a provision account. The provision
is determined by managementbased on the results of inventory stock takes (see Note 7).

Provisions against outstanding receivables that are considered doubtful were charged to income based on their review and ageing
analysisin 2003, 2002 and 2001, respectively (see Note 7).

Receivables overdue for more than 180 days totaled CZK 44,273 thousand, CZK 35,640 thousand and CZK 6,008 thousand as of 31 December
2003,2002and 2001, respectively.

As of 31 December 2003, 2002 and 2001, the Company had CZK 2,586 thousand, CZK 870 thousand and CZK 800 thousand, respectively,
of long-term receivables relating to long-term advance payments for services provided by the company Eurotel and for the rent for non-
residential premises for the purposes of technology placement and warehousing. The advance payments will be accounted for as soon
as therelevantservices cease to be provided.

Receivables from related parties (see Note 19).

Provisions reflectatemporary diminutioninvalue ofassets (see Notes 4, 5and 6).
Changesinthe provisionaccounts (in CZKthousands):

Balanceat Balanceat Balanceat
Provisionsagainst: 31/12/2001  Additions Deductions 31/12/2002  Additions Deductions 31/12/2003
Fixed assets - - - - 406,114 - 406,114
Inventory 1,099 24,858 -1,099 24,858 19,491 -24,858 19,491
Receivables legal 1,144 13,122 -2,538 11,728 13,277 -11,871 13,134
Receivables other 18,337 34,075 -22,021 30,391 38,580 -30,671 38,300
Total 20,580 72,055 -25,658 66,977 477,462 -67,400 477,039
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Legalprovisionsare createdin compliance with the Act on Reserves.
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Prepaid expenses include, in particular, costs of the lease of non-residential premises for the placement of the Company's equipment,
costs of insurance of the Company's technology and asset and software maintenance costs. The fees for frequencies and numbers granted
by the Czech Telecommunication Authority accountforanothersignificant element of prepaid expenses.

Unbilled revenuesas of 31 December 2002include, in particular, insurance company benefits for damages caused by August 2002 flooding.
The basic capital of the Company consists of 327,212 dematerialized and non-tradable registered shares with a nominal value of CZK

10 thousand.
The movementsin the capitalaccounts during 2003, 2002 and 2001 were as follows (in CZK thousands):

Balanceat Balanceat Balanceat
31/12/2001 Increase Decrease 31/12/2002 Increase Decrease 31/12/2003
Number of shares 280,712 46,500 - 327,212 - - 327,212
Basiccapital 2,807,120 10 = 2,807,130 464,990 = 3,272,120
Changesin basiccapital - - - 464,990 - -464,990 -
Share premium - 115,930 -115,930 - - - -
Differencesarising from revaluation
ofassetsand liabilities - 92 - 92 247 - 339
Non-compensated loss
of previousyears -977,334 -495,325 115,930 -1,356,729 -718,832 - -2,075,561

On 27 September 2002, the Company's General Meeting of Shareholders decided about the basic capitalincrease by 46,499 shares with
a nominal value of CZK 10 thousand, i.e. by CZK 464,990 thousand. The decision was recorded in the Commercial Register on 6 December
2002. The basic capital was off-set against the outstanding amount of shareholder loans in December 2002. The increase was recorded in
the Commercial Registerin July 2003 (see Note 1).

Differences arising from revaluation of assets and liabilities were due to the translation of long-term financial assets, i.e. the ownership
interestin AliatelSlovakias.r.o. (see Note 4.3).

The Annual General Meetings held on 10 April 2003 and 12 June 2002, respectively, approved the transfer of losses for 2002 and 2001
of CZK 718,832 thousand and CZK 495,325 thousand, respectively, to accumulated losses of previous years.

The movementsin the reserveaccounts wereas follows (in CZK thousands):

Balanceat Balanceat Balanceat
Provisionsagainst: 31/12/2001 Additions  Deductions 31/12/2002 Additions  Deductions 31/12/2003
Foreign exchangerate losses 3,409 - -3,409 - - - -
Other - - - - 6,122 - 6,122
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Other reserves are created to cover the risks resulting from litigation and overdue penaltyinterest on outstanding shareholder loans from
Severoceska energetika, a.s. and Prazskd energetika, a.s. The reserves for risks resulting from litigation were determined on the basis
of the Company lawyers' analysis; the reserve for delayinterestwas based on a calculation.

On 4 March 2003, the Companyissued dematerialized bearer bonds with a nominalvalue of CZK 10 thousand (ISIN CZ0003501280). A total
of 105,816 bonds were placed onto the market. The first tranche was purchased by selected Czech owners of the Company. The second
tranche included another 24,000 bonds, based on a contract. Under the issue terms up to 330,000 bonds may be issued. The bonds bear
floating interest of PRIBOR + 1.7% payable semi-annually. The bonds mature in 2008. CONSEQ Finance is the chief manager of the issue
and Ceskoslovenska obchodni banka is the issue administrator. Bonds totaling CZK 1,298,160 thousand were placed as of 31 December
2003.
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As of 31 December 2003, 2002 and 2001, the Company had overdue current trade payables totaling CZK 45,428 thousand, CZK 153,653
thousandand CZK 13,359 thousand, respectively.

Contingencies as of 31 December 2003 include, in particular, unbilled supplies and services of CZK 211,232 thousand, expected interest

onshareholderloans of CZK 11,178 thousand and interests and fees relating to a long-term loan and issued bonds of CZK 29,975 thousand.
Payablesto related parties (see Note 19).

Bank loansas of 31 Decemberwere as follows (in CZK thousands):

2003 2002 2001

Amount Amount Amoun

Bank Maturity Totallimit Interestrate inTCZK inTCZK inTCZK
Commerzbank AG 4.3.2008  TCZK1,320,000 PRIBOR+0.65% 865,440 705,440 -
Commerzbank AGand Creditanstalt AG 21.3.2001 USD 34,000thous. LIBOR+0.45% - - 594,552
Currentportion -25,000 - -594,552
Duein futureyears 840,440 - -

As of 31 December 2003, the Company had a long-term loan from Commerzbank AG, the Prague branch. The original credit limit is CZK
1,320,000 thousand. Shareholders decided that no drawings above CZK 865,440 thousands would be made. The loan is secured
by a binding letter of comfortissued by RWE Com Geschaftsfiihrungs-GmbH.

The interest expense relating to bank loans for 2003, 2002 and 2001 was CZK 26,221 thousand, CZK 26,439 thousand and CZK 9,387 thousand,
respectively, of which CZK 2,240thousand, CZK 2,130 thousand and CZK 6,985 thousand, respectively, were capitalized as part of construction
oftangible fixed assets.

Short-term financialborrowings from shareholders (see Note 19).

Accruals include, in particular, credit notes to customer invoices issued by the Company after the end of the period in which they were

incurred.

Deferred income includes, in particular, installation fees related to the provision of services. They are recognized into income for the
period theyrelateto.

(in CZKthousands)

2003 2002 2001
Loss before taxes -791,641 -718,832 -495,325
Non-taxable revenues -57,066 -19,436 -30,221
Differences between bookand tax depreciation 329,330 404,430 -213,382
Non-deductible expenses
Creation of provisions 463,638 55,248 29,239
Other 69,471 133,955 27,710
Taxableincome 13,732 -144,635 -681,979
Cumulated tax losses utilization -13,732 - -
Currentincometaxrate 31% 31% 31%

Currenttax expense = o -




FINANCIAL STATEMENTS

Pursuantto the Income Taxes Act, the Company can carryforward tax losses for up to seven years. The remaining tax loss carryforward from
the years 1997 through 2002, the benefit of which has not been recognized in the accompanying financial statements, amounted
to CZK 2,115,854 thousand as of 31 December 2003. These total accumulated tax losses are net of tax losses arisingin 1996 in the amount
of CZK 4,003 thousand, which expiredin 2003.

InMay 2003, the Company's management decided to suspend the tax depreciation of selected asset categories. The decision was reflected
in the 2002 corporate income tax return, but the change was not reflected in Note 14 of the Notes to the 2002 financial statements -

IncomeTaxes. Thedataincludedintheabovetable havealready been adjusted to 2002 actual.

The Company quantified deferred taxes as follows:

2003 2002 2001

Deferred Deferred Deferred Deferred Deferred Deferred
Deferred taxitems taxasset taxliability taxasset taxliability taxasset taxliability
Difference between netbookvalue of fixed assets
foraccountingand tax purposes 182,442 - 11,353 - - -143,604
Othertemporary differences:
- Provisionagainstreceivables 10,798 - 6,547 - 5,330 -
- Provisionagainstinventory 5,457 - 7,706 - 340 =
- Provision againstfixed assets 100,175 - - - - -
- Reserves 1,469 - - - 1,057 -
- Tax loss carryforward 593,560 - 661,413 - 616,576 -
Total 893,901 = 687,019 = 623,303 -143,604
Net 893,901 - 687,019 - 479,699 -

In 2002, the Company suspended the tax depreciation of certain asset categories. The 2002 data were adjusted to actuals in the above
table.

The Company did not record a deferred taxasset of CZK893,901 thousand on the basis thatits recoveryis uncertain.

The components of the gross deferred tax balance presented above are subject to finalization ofthe 2003 tax returnin connection with the
Company's tax planning. In this respect, the utilization of various components of temporary differences may change. However, in aggregate,
therewillbe no materialimpacton totaltemporary differences.

The Company has opened a depository revolving account with CSOB in the amount of EUR 178 thousand (CZK 5,768 thousand) resulting
from the rental contract signed with ZIRKON REAL, spol. s r.o. (the rent of non-residential premises, including utilities). The account
is restricted from use until 1 October 2007.

In the course of 2003, bank guarantees for tenders were deposited within tender proceedings. The guarantees were short-term and all

of them have been returned. In addition, a 6-month payment guarantee of CZK 3,500 thousand was deposited in connection with the
contracton the provision oftelecommunication services with ERIKA. The guarantee expires in March 2004.

The breakdown of revenues from ordinaryactivitiesis as follows (in CZK thousands):

2003 2002 2001
Domestic Foreign Domestic Foreign Domestic Foreign
Services 2,250,553 300,918 1,233,696 618,339 829,325 389,858
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In 2003, a significant portion of the revenues of the Company (approximately 30%) was concentrated with 10 main customers in the
telecommunicationindustry. Theseare both domesticand foreign telecommunication operators.
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The breakdown of personnelexpensesisas follows (in CZK thousands):

2003 2002 2001
Members of Members of Members of
Total managerial Total managerial Total managerial
personnel bodies  personnel bodies  personnel bodies
Average number of employees 348 7 383 6 319 5
Wagesand salaries 228,929 22,627 232,191 19,465 183,392 14,789
Socialsecurity 81,531 7,920 82,406 6,813 64,827 5,176
Social cost 5,624 138 6,812 128 5,517 84
Total personnel expenses 316,084 30,685 321,409 26,406 253,736 20,049

The members and former members of statutory and supervisory bodies received total bonuses and other remuneration of CZK 2,879
thousand, CZK 2,834 thousand and CZK 2,975 thousand in 2003, 2002 and 2001, respectively.

The members of statutory bodies were granted no loans, guarantees, advances or other benefitsin 2003, 2002 and 2001 and they do not

hold anyshares ofthe Company.

Short-term loans received from the shareholders as of 31 December were as follows (in CZK thousands):

2003 2002 2001

Outstanding Outstanding Outstanding
Related party Loan interest Loan interest Loan interest
Zapadoceskd energetika, a.s. - 2,710 - 2,710 61,210 2,185
Jihoceska energetika, a.s. - 2,293 - 2,293 295,710 40,795
Severomoravskd energetika, a.s. - 3,489 - 3,489 92,210 3,055
Jihomoravskd energetika, a.s. - 3,479 - 3,479 92,210 2,837
Severoceskd energetika, a.s. 44,310 10,548 44,310 7,983 87,710 2,696
Prazska energetika, a.s. 44,310 10,699 44,310 8,034 87,710 2,648
RWE Com Geschaftsfiihrungs-GmbH - 13,692 - 13,692 660,000 49,354
Total 88,620 46,910 88,620 41,680 1,376,760 103,570
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The loans bearinterestamounting to 140% of the CNB discount rate.
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The Company sells products and services to related partiesin the ordinary course of business. Sales were CZK 47,585 thousand, CZK 22,228
thousand and CZK 9,276 thousand in 2003, 2002 and 2001, respectively. Short-term receivables from related parties as of 31 December

wereas follows (in CZKthousands):

Related party 2003 2002 2001
Zapadoceskd energetika, a.s. 498 784 =
Jihoceska energetika, a.s. 597 611 608
Severomoravskd energetika, a.s. 105 365 250
Jihomoravskd energetika, a.s. 1,265 264 -
Severoceskd energetika, a.s. 678 975 171
Stredoceskd energeticka, a.s. 62 - -
Vychodoceska energetika, a.s. 213 - -
Plzenskd energetika, a.s. 14 120 -
EN-DATAa.s. 156 233 -
ESSs.r.o. 4 - -
CEZneta.s. 9 - -
HELLUX ELEKTRAS.r.0. - -
Chodskévodarnya kanalizacea.s. 14 - -
is:energyczecha.s. 137 - -
PRO energo Plzen, spol.sr.o. 5 - -
Union Leasing, a.s. 17 - -
AliatelSlovakias.r.o. 1,113 2,055 -
Total 4,891 5,407 1,029

The Company purchases products and receives services from related parties in the ordinary course of business. Purchases were CZK
175,088 thousand, CZK 126,992 thousand and CZK 100,865 thousand in 2003, 2002 and 2001, respectively. Short-term payables to related

partiesas of 31 Decemberwere as follows (in CZK thousands):

Related party 2003 2002 2001
Zapadoceskd energetika, a.s. 4 4,784 4,071
Jihoceskd energetika, a.s. 1,808 5,046 2,046
Severomoravskd energetika, a.s. 1,991 6,253 2,103
Jihomoravskd energetika, a.s. 1,973 5,553 12,305
Severoceskd energetika, a.s. 2,201 6,113 1,807
Prazska energetika, a.s. 496 1,069 806
Stfedoceskd energetika, a.s. 898 - -
Vychodoceska energetika, a.s. 1,033 - -
RWE Com Geschéftsfiihrungs-GmbH - 61 -
CEPS, a.s. 178 - -
CEZnet a.s. 65 - -
Energetické centrums.r.o. 1 - -
TepldrnaTébora.s. 13 - -
SINIT, a.s. 40 51 -
Energetika Vitkovice, a.s. 60 56 -
AliatelSlovakias.r.o. 2,240 1,080 150
Total 13,001 30,066 23,288
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Extraordinary gains include, in particular, insurance benefits provided by the insurance company as a compensation for damages due
to 2002 flooding.

Extraordinary lossesinclude, in particular, damages caused by the flooding.

The financial statements have been prepared on a going concern basis, which assumes the Company will continue in operation for the
foreseeable future and will be able to realize its assets and discharge its liabilities and commitments in the ordinary course of business.
The Company has fully drawn currently available credit facilities, however Management forecast the Company has access to sufficient cash
resources to allow continued operation for the foreseeable future. As part of its cash management programme, Management plan to defer
repayment oftwo shareholder loans amounting to CZK 88,620 thousand, which are currently overdue, untilat least 2005, although formal
agreement from the lenders to this planned deferral have not yet been received. These loans are classified as current liabilities within
borrowings.

These financial statements do notinclude any adjustments to the amounts and classification of assets and liabilities that may be necessary
should the Company be unable to agree to a deferral of the shareholder loan repayments or if the company's actual cash needs exceed
those forecast.
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REPORT ON RELATIONS AMONG PERSONS RELATED/LINKED

report on relations
among persons related/linked

pursuant to provisions set forth at Article 66a, clause 9 of Act # 513 /1991 Coll. as amended (Commercial Code) for the fiscal period
fromJanuary 1, 2003 to December 31, 2003

The report on relationships between the person controlling and controlled and relationships among persons controlled by the same
controlling person (so-called ,persons related/linked”) has been developed by the Board of Directors of Aliatel a.s. This report was
discussedatthe board meeting held on March 24, 2004 and approved unanimously.

As ofthe last day of the fiscalyear of 2003, i.e. as of December 31, 2003, thejoint-stock companyAliatel, a.s., havingits seatat Sokolovska
131/86, 186 00 Praha 8, IC (company ID): 61058904 has got the basic capital amounting to CZK 3,272,120,000 comprised by a total
of 327,212 shares booked on a bearer, each with a nominal value amounting to CZK 10,000. These shares have been owned by seven
shareholders. As of the last day of the fiscal year of 2003, i.e. as of December 31, 2003, the shareholding structure of Aliatel a.s. was

as follows:

Shareholder Number of Shares Stakeinthe Company [in %]
Prazska energetika, a.s. 30,540 9.33340
Severoceskd energetika, a.s. 30,539 9.33309
Zapadoceska energetika, a.s. 33,812 10.33336
Jihoceskad energetika, a.s. 33,811 10.33306
Jihomoravskd energetika, a.s. 33,813 10.33367
Severomoravskd energetika, a.s. 33,812 10.33336
RWE Com Geschéftsfiihrungs-GmbH 130,885 40.00006

Pursuant to provisions set forth at Article 66a, clause 2 of Act # 513/1991 Coll. as amended (Commercial Code) a controlling person
is understood as the person who de facto or legally exercises, directly or indirectly, a decisive influence on the control or operation
of another person's (party's) enterprise. Pursuant to Article 66a, clause 5 of Act # 513/1991 Coll. as amended (Commercial Code) the person
who has got atits disposal at least 40% of the voting rights in a legal entity is the controlling person, and that persons who are involved
in concerted conductand have gotattheir disposalat least 40% of the voting rightsin a legal entity are the controlling persons unless itis
proved thatanother person has gotatits disposalthe same ora higher percentage of voting rights.

The person who in compliance with the above-mentioned provisions has got at its disposal at least 40% of the voting rightsin Aliatela.s.
is RWE Com Geschéftsfiihrungs-GmbH, seated at Gutenbergstrasse 3, 45128 Essen, Germany, the shareholder. Thereis no relevant information
thatthereareanotherpersonsactinginaconcerted conductwith the same or higheramountofthevoting rights.

There has been no controlling agreement concluded between and by Aliatela.s. (controlled person) and RWE Com Geschéaftsfiihrungs-GmbH,
theshareholder (controlling persons).
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Pursuant to provisions set forth at Article 66a, clause 9 of Act #513/1991 Coll. asamended (Commercial Code) the persons related/linked
are understood as persons controlled by the same controlling person. It was found out from the information provided by RWE Com
Geschdftsfiihrungs-GmbH, that besides Aliatel a.s. the shareholder RWE Com Geschaftsfiihrungs-GmbH as controlling person has also
controlled other personsas follows:

1 mysaar.com BetreibergesellschaftVerwaltungs GmbH 100.00%
Gutenbergstrasse 3, 45128 Essen, Germany

2 RWETelliance Finance GmbH 100.00%
Gutenbergstrasse 3, 45128 Essen, Germany

3 VRTelecommunications Geschaftsfiihrungs GmbH 48.75%
Diekstraat7, 25870 Norderfriedrichskoog, Germany

4 VRTelecommunications Holding GmbH1.L. 50.00%
e.on Platz 1, 40479 Diisseldorf, Germany

5 VRTelecommunications Beteiligungsverwaltungs GmbH & Co. KG 48.75%
e.on Platz 1, 40479 Diisseldorf, Germany

5 VRTelecommunications Beteiligungsverwaltungs GmbH 48.75%

e.onPlatz 1, 40479 Disseldorf, Germany
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Attheabove table there are listed such persons onlyin whose the controlling person has owned 40% and more shares. Aliatel a.s. has got
not enough information either to assess whether the number of votes corresponds to the above-mentioned stakes or not, orindicating
the concerted conduct upon whichindividual persons might be controlled. The above list does not comprise the controlled persons where
the controlling personitselfhas not revealed the stakein such controlled person.

Within the fiscal period monitored Aliatela.s. had not concluded an agreement with the persons related/linked.

Within the fiscal period monitored Aliatela.s. had undertaken no legalacts or measuresin favor of the persons related/linked.

Aliatela.s. had not provided any services to the persons related/linked. There are notany short-term receivables or long-term receivables
with respectto persons related/linked.

Aliatela.s. had not purchased from persons related/linked any goods nor services.

Aliatela.s., asaperson controlled, had notincurred any harms ordamages resulting fromany legalacts with respect to persons related/linked.

The Board of Directors of Aliatela.s. hereby state that within the fiscal period monitored the company - as person controlled - had received
no directive from any controlling person that might cause any harm or damage to the company, i.e. person controlled.

A

JosefHavel
Chairman ofthe Board
Aliatela.s.
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Persons responsible for the contents of Annual Report are as follows:
JosefHavel, Chairman ofthe Board of Aliatela.s.
Bernhard Fanger, Member ofthe Board of Directors and Director General of Aliatela.s.

Affirmation
Information set forth in this Annual Report orits part hereof fully correspond with the reality; there were not omitted or misrepresented
anysubstantialfacts that mayaffectanaccurateand correct evaluation of theissuerand securities thisissuer had issued.

f-}eﬂ~
Josef Have Bernhard Fanger
Chairman ofthe Board Member of the Board of Directors
Aliatela.s. General Director
Aliatela.s.
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