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| INTRODUCTION BY THE CHAIRMAN OF THE BOARD
OF DIRECTORS |

Dear colleagues, shareholders, business partners and friends,

the Annual Report you are holding right now evaluates the
first year of existence of GTS NOVERA a.s. ("GTS Novera"),
a year that was extremely dramatic, often difficult, but,
most notably, successful for our company. We underwent
a process that had not had many precedents on the Czech
market. Two large telecom operators — GTS CZECH, a.s.
("GTS CZECH™) and Aliatel a.s. ("Aliatel") — merged into
one entity under the new brand, GTS Novera.

The integration continued virtually for the whole of last
year and influenced all of our firm’s activities, impacting
upon everything we do. In this respect | appreciate mostly
that it did not affect our most important asset, i.e. our
customers. Although we managed to merge two previously
independent telecom networks during the year and unify
a huge amount of internal processes, we continued to
provide our customers with services at the superior level
expected from us.

Last year saw the tightening of market competition. It is an
excellent result for our company and all its employees that,
given the circumstances and the conditions of the ongoing
integration, we managed to achieve the planned economic
results and to create value for our shareholders.

What is even more important than last year’s actual results
is the fact that GTS Novera set out on a path that would
yield excellent results in the future, too. By continually
developing our activities, extending our product portfolio
and maintaining high service quality, we want to build
a long-term profitable market position, aware that the
market conditions are changing tumultuously and the
market as such is undergoing an intensive consolidation
stage right now.

I am delighted to say that GTS Novera is participating
actively in the ongoing market consolidation and at the
end of last year, signed contracts that brought additional
telecom firms operating on the Czech and Slovak markets
— Contactel, Telenor Networks and Nextra — to GTS Central
European Holding B.V. The acquisitions accomplished at the
end of January and February 2006 started a process which
results in the establishment of a new organisation acting in
the Czech Republic under a unified trade name: GTS Novera.

The first visible sign of the process was the renaming of
Telenor Networks to GTS Novera Tel, s.r.0., of Contactel
to GTS Novera Contact, s.ro. and of Nextra to
GTS Novera Next, s.r.o. The intergation culminates with
the dissolution of the said companies without liquidation
as of 30 June 2006, and with the transfer of their capital
to the successor company, GTS NOVERA a.s.

I believe that integration of these companies under the
common brand name GTS Novera will be successfully
completed, too, and that our new strengthened company
will always fulfil the task we set ourselves: to be a worthy
competitor of the dominant operator, and to offer highly
competitive services with quality guaranteed.

I would like to thank all our customers, whose trust the
new GTS Novera brand managed to sustain or newly win
last year.

My thanks also go to all of the company’s employees, my
colleagues who contributed to the success of the integration
and whose experience and commitment | will rely upon in
the future.

I would also like to thank all those people with whom we
entered a new era of telecommunications last year.

Milan Rusnéak
Chairman of the Board of Directors
of GTS NOVERA a.s.
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| COMPANY PROFILE |

HISTORY

GTS Novera is a nationwide telecom operator. It was founded
in 2005 as the result of a merger of two leading alternative
telecomoperators—GTS CZECH and Aliatel. This combination was
a part of the process of gradual consolidation of the Czech telecom
market, which only offers real room for strong and financially
stable operators, capable of delivering a comprehensive
portfolio of top-quality services. In fact the merger of two large
telecom firms resulted in the combination of the best the two
companies had to offer — from a broad range of services and
maximum availability, to an extensive technical infrastructure
and stronger focus on customers, to a personal approach and the
delivery of other benefits of a stable, well-established company.
The end of last year marked the execution of contracts that
will bring additional telecom firms operating on the Czech and
Slovak markets — Contactel, Telenor Networks and Nextra — to
GTS Central European Holding B.V. ("GTS CEH").

PROFILE

GTS Novera’s regional offices are located in Brno, eské
Bud jovice, Hradec Kralové, Liberec, Olomouc, Ostrava, Plze
and Usti nad Labem. In addition, GTS Novera operates top-
quality data centers in Prague, Brno and Ostrava, offering a large
server capacity and technology to its customers. These centers
are equipped with a full supply backup system, air-conditioning
and fire and security systems and provide a connection not only
to GTS Novera’s backbone networks, but also to the networks
of other providers.

| KEY ACTIVITIES |

The year 2005 saw the integration of the telecom operators
Aliatel and GTS CZECH into the new company GTS Novera.
On 1 April 2005, we introduced a new portfolio of products
and services, created as a result of the integration process. In
addition to the voice telephony portfolio, which continues to
emphasize the growth of voice telephony services with added
value, we offered our customers a new portfolio of data services
and Internet services. The rental of optical fibers, data circuit
connection and Frame Relay services was complemented
with a range of new services utilizing IP networks. A reliable
solution of corporate communication, leading to operating
cost savings, is based on Novera IP VPN. In the contract,
GTS Novera guarantees minimum service parameters, such as
speed, availability and reliability. The Novera Ethernet service
offers a capacity for a fast and affordable transmission of large
volumes of data. It is based on the LAN technology within
the framework of an extensive network, which considerably
simplifies service implementation and administration.

In 2005 we also extended our Novera telehousing
services, which make it possible to place corporate servers in
GTS Novera’s secure data centers equipped with top technology.
The customers are offered the operation of server infrastructure
directly and with a backup on the Internet’s backbone.

In the field of data and Internet services, we generally managed
to increase the number of the services sold as well as the
number of our customers, thanks among other things to the
increasing volume of these services compared to XDSL.

In the field of convergence services, we introduced the Novera
komplet solution — an attractive package of telephone,
Internet and optionall data services for small and medium-
sized enterprises as well as for regional branches of large
corporations. Novera komplet has the potential to fully replace
the individual services of the existing operators.
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| STATUTORY BODIES |
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| COMPANY AND MARKET DEVELOPMENT
AND THE LEGAL ENVIRONMENT IN 2005 |

From the regulatory and market viewpoint, the adoption of the new Electronic Communication
Act No. 127/2005 Coll. and its implementation on the Czech electronic communications
market were the most important events in 2005. GTS representatives participated actively
in the work of individual committees within the framework of Association of the Public
Telecommunications Networks Operators (APTNO), cooperating with the Ministry of Informatics
and the Czech Telecommunications Office in preparing legislative rules, implementing decrees
and measures.

Work associated with preparing the analyses in 18 relevant markets, necessary for the
determination of operators with a decisive market influence and the determination of regulatory
measures, continued in the second half of the year (also within the framework of APTNO).
This especially involved the completion of extensive questionnaires for such analyses and
discussions on methodology and working procedures.

As regards relationships between operators, several amendments in 2005 resulted in the
modification of interconnection contracts between mobile operators and ESKY TELECOM. The
new amendments to the existing contracts implement and provide for valid pricing decisions
issued by the Czech Telecommunications Office in 2005 and extend the offer of mutually
provided services. At the same time, intensive negotiations on the unification of interconnection
contracts for the merged companies, especially with ESKY TELECOM, also continued.

Almost 5 million assigned geographical and non-geographical numbers were transferred
to GTS NOVERA a.s. without disturbing the services provided at the date of removal of
GTS CZECH, a.s. from The Commercial Register (31 December 2005).

| BUSINESS POLICY AND MARKETING |

Marking a new era

The merger of the two leading alternative operators GTS CZECH and Aliatel also brought
considerable benefits in the field of marketing and sales. At the beginning of 2005 the new
brand GTS Novera was created on the Czech telecom market. This brand is built on providing
top-quality, reliable services for a broad range of corporate customers. The combination of
the infrastructure and know-how of GTS CZECH and Aliatel on the Czech market resulted
in the emergence of a nationwide telecom operator that manages to meet the challenging
needs of larger corporations as well as small enterprises thanks to its background and the

experience of the Central European group GTS CEH.

GTS Novera therefore marks a new era of telecommunications in the Czech Republic, where
customers are no longer forced to use the services of a single monopoly operator. In the
field of fixed lines they can finally decide on a real alternative, without the restrictions
seen in the past. A new era of telecommunications therefore became the key motto of
GTS Novera’s communication and a huge promise for all users of telecom services in the

Czech Republic in the future.

We’re closer to you

The reinforcement of infrastructure and technical facilities is not the only benefit brought
by the merger of GTS CZECH and Aliatel. The emergence of GTS Novera also marks
a distinct strengthening of the distribution network in individual regions of the Czech
Republic, from direct regional offices to sales agents. The company’s customers in more
remote regions will therefore enjoy the same level of care and services as customers

in Prague and other major cities.




| INFORMATION SYSTEMS |

The information systems used by GTS CZECH and Aliatel
were analyzed at the beginning of 2005. The results of
the analysis were used to make a qualified decision on the
final architecture of the information systems in the new
company GTS NOVERA a.s. Projects aimed at integrating
the original information systems into the final ones were
launched simultaneously.

As regards CRM (Customer Relationship Management),
the CRM — Salwin Implementation project was launched
and its first stage was completed in 2005, merging the
companies’ databases of customers, their addresses,
contact persons and business partners. The second project
stage is underway now, with a view to migrating business
case administration, administration of so-called small
services (especially ADSL, CS/CPS) and administration
of contracts associated with these services to the Salwin
application. This phase includes the implementation of
gradual system modifications for the opening of small
services. The technical aspects of implementation of all
services have already been merged. GTS Novera orders
these services using ADSLOS (Novera DSL) and NES
ordering systems (carrier pre-selection).

The so-called big services (especially data services, direct
voice telephony and all Internet services, except ADSL) are
recorded and delivered using the Operating Center (OC)
application, which underwent large modifications to allow
the migration of all services offered by both companies.

All customer updates are transferred from Salwin to the
newly created clearing system Durian Novera using the
modified ANOA integration platform. The migration of
Aliatel’s customers and services was finished at the end
of 2005, the migration of GTS CZECH’s customers and
services ended at the beginning of 2006.

The Durian Novera clearing system also records and
invoices wholesale voice telephony services (interconnect),
but their delivery is measured by the AWSB (Adastra
WholeSale Billing) clearing system. Aliatel’s customer
(operator) data were transmitted into this system during
2005 and, just as in the case of Durian Novera, the
migration of GTS CZECH’s customer data was completed
at the beginning of 2006. An extensive data warehouse
is built over the AWSB application; it serves to monitor
the operation and profitability of wholesale voice telephony
services.

In order to be in a position to price the records of individual
calls made by all of our employees consistently, it was
necessary to principally modify the mediation system.
At present the modification is complete and the system
processes data from all exchanges as well as data on the
delivery of operator services through VolIP.

The customers are informed of the operation of their voice
telephony services and invoices issued in the Webcare
application, which is connected to the Durian Novera
clearing system as well as the Salwin CRM system.

All our customers’ receivables are recorded in the Krab
application; this application also controls the claim recovery
process. It sends generated reminders to the GMC PrintNet
printing application, which is used to adjust the design of
the reminders as well as the issued invoices. To compile
the applicable invoices, the application uploads the data
directly from the Durian Novera clearing system.

The Krab application also unifies the order, invoice and
supplier contract approval process. The approved orders
and invoices are automatically exported to the SAP
financial system, which was previously used in Aliatel and
replaced the Scala financial system used in GTS CZECH.
A project focusing on the adjustment of the SAP system
for data migration from the financial system was finished
in 2005. The data migration itself was completed
in the first quarter of 2006.

As regards the NRM (Network Resource Management)
system, the first part of a project — system preparation for
the merger of data from inventory-taking applications used
in both companies — is completed. The data was merged at
the beginning of 2006. The second project stage, which is
currently underway, involves an analysis that will result in
the definition of the final shape of the NRM system.

The Sales Portal application was also launched; it serves
our partners selling the Novera DSL service.

The projects dependent on the completion of the final
IS architecture were postponed until 2006. They include
the implementation of a data warehouse (DWH) over the
Durian Novera clearing system and the implementation
of the new commission system.

BOARD OF DIRECTORS' REPORT
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| TECHNOLOGY AND INFRASTRUCTURE T

In the field of network infrastructure, the whole of 2005
was marked by the integration of all network parts, their
optimization and capacity migration. The capacity of
the national backbone DWDM and SDH networks of the
Lucent network significantly increased in relation to
these steps, while the whole monitoring system for this
technology was also improved (along with an improvement
of the whole monitoring system used for this technology).
The SDH monitoring system for the Marconi network
equally got better. The number of the network’s access
points throughout the Czech Republic increased, thanks
to the capacity upgrade in connection with new customer
projects.

As regards data networks, the IP/MPLS networks of
GTS CZECH and Aliatel were integrated in the course of
the year, along with gradual network enlargement, increase
in the transmission capacity of individual layers and the
performance of network components. The arrangement
of the IP/MPLS network backbone is fully redundant.
The GTS Central Europe networks were interconnected
at MPLS VPN level, including interconnection with
supranational networks, which makes it possible to
implement international MPLS VPN services with coverage
extending beyond the Central European region. The
new high-performance control units used for the central
routers have a positive impact on the shortened time of
convergence of the routing protocols in the IP/MPLS
network. Thanks to the implementation of the new heavy-
duty L2/L3 controllers, it is possible to offer higher data
capacities to the company’s customers, while maintaining
full redundancy. The NIX connection capacity was also raised
to 2*2 Gbps. The implementation of the increase in the
IP/MPLS capacity backbone network up to 10 Gbps was
launched at the end of 2005.

The process of synergising GTS CZECH’s and Aliatel’s
voice networks, while maintaining the existing portfolio

of voice telephony services, was another important event
in 2005. Network reliability, high service availability and
connection speed are guaranteed thanks to the state-
of-the-art technology, built around the core system of
new-generation telephone exchanges Siemens Surpass.
Surpass system components are installed in eight sites in
the Czech Republic so as to cover the largest concentrations
of commercial customers and the population as well as
to copy the locations of ESKY TELECOM'’S transit points.
The voice network is connected to the majority of national
fixed-line and mobile operators and to about 40 international
operators. All network sections are continuously monitored
and an immediate expert intervention is carried out if
needed.
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| SELECTED FINANCIAL AND OPERATING INDICATORS | (czk THOUSAND)

Total assets
Fixed assets
Current assets
Other assets

Equity
Liabilities (outside resources)
Other liabilities

Revenue from goods
Revenue from own products and service

Value added
Operating profit (loss)
Profit (loss) for the accounting period

Average adjusted number of employes
Labour productivity

| INVESTMENT | (czk THOUSAND)

Project

Customer connection lines
- voice

- data

- internet access lines

- others

Investment into backbone network

- investment in exchanges

- investment in ip technologies

- investment in transmission network
- investment in wireless network

- other network equipment

- cables

- other

Investment in information systems

Investment total

| GRAPHS | (czk THoUsAND)

STRUCTURE OF ASSETS

FIXED ASSETS 2,970,516 VOICE
|
CURRENT ASSETS 1,353,822 DATA
|
OTHER ASSETS 19,555
1

OTHER

INTERNET ACCESS LINES

31 December 2005

4,343,893
2,970,516
1,353,822

19,555

1,721,594
2,611,927
10,372

6,427
4,770,013

1,322,931
-312,000
455,078

659
7,248

CUSTOMER CONNECTION LINES

79,965

63,584

87,293

O‘

1 January 2005
7,041,461
3,598,369
3,414,618

28,474

2,176,672
4,852,246
12,543

INVESTMENT INTO BACKBONE
NETWORK

EXCHANGES 1,336
|
IP TECHNOLOGIES 17,329
|
TRANSMISSION 12,156
|
WIRELESS NETWORK 3,621
]

OTHER NETWORK
EQUIPMENT 7,371
]
CABLES 9,441
|
OTHERS 2,026



| EMPLOYEE POLICY AND SOCIAL PROGRAM |

WORKFORCE STRUCTURE AND WAGES

The number of employees and the organizational structure
reflect GTS Novera’s needs. We pay close attention to the
recruitment of highly qualified employees, able to fulfill the
company’s targets. Further education, development and
professional growth with a view to achieving the expected
professional and moral qualities form integral parts of
a professional career in our company. On 31 December 2005,
the average age of the company’s workforce was 31.55.
In terms of education, GTS Novera employed mostly people
with a secondary (59%) and a university (37%) education
in 2005.

The development of wages in 2005 matched the company’s
and its employees’ needs, responding to the development
of the telecom market. The wages currently comprise
a basic tariff as well as an incentive element, which reflects
each employee’s actual performance.

The wages and other benefits are effectively determined
taking into consideration internal justice and market
surveys in the field of information and telecom services.

EMPLOYEE CARE

Employees are provided healthcare services in keeping
with the applicable legislation. A great deal of attention is
provided to sports and games, which help eliminate stress
from the everyday workload. Each GTS Novera employee
can opt for sports in accordance with the valid rewarding
system.

All employees of GTS Novera are entitled to extra
recruitment and leaving medical examinations carried out
by COMFORT CARE, a.s.

GTS Novera also supports its employees’ cultural lives. All
employees can use a 20% discount on any performance
staged by the National Theatre, the Kolowrat Theatre and
Stavovské Theatre.

SPONSORING AND DONATIONS

In 2005 GTS Novera sponsored several cultural events
and supported humanitarian aid collections. In the field
of sports, the company’s sponsorship traditionally focused
on golf.

BOARD OF DIRECTORS' REPORT
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| 1SO STANDARDS |

When GTS CZECH and Aliatel successfully merged successfully in 2005, both companies
used an established quality management system certified under SN EN ISO 9001:2001.
That is why the individual working procedures have been continuously unified and both
quality management systems have been merged in the course of the year, with a view
to preserving the principle of a working form, capable of guaranteeing the quality of the
provided services. The preparation and publication of unified documentation reflecting
these changes and modifications formed an integral part of the whole process.

| CUSTOMERS, MONITORING AND CONTACT CENTERS |

Last year the company’s management paid increased
attention to customer support. 2005 brought many
changes, especially due to the merger of GTS CZECH and
Aliatel. It was necessary to consolidate the companies’
networks, product portfolios and information systems.
Our task was to make sure that all these steps would
only influence our customers in a positive manner.
We paid much attention to this complicated process
and currently can announce that we have managed to
secure high-quality customer support. This was backed
up by a customer satisfaction survey conducted at the
end of 2005.



| AUDITOR’S REPORT |

KPMG Ceska republika Audit, s.r.o. Telephone +420 222 123 111
Pobfezni 648/1a Fax +420 222 123 100
186 00 Praha 8 Internet  www.kpmg.cz

Ceska republika

This document is an English translation of the Czech auditor’s report.
Only the Czech version of the report is legally binding.

Auditor's reporl to the shareholder of GTS NOVERA a.s.

On the basis of our audit, on 7 April 2006 we issued an auditor’s report on the Company’s statutory financial statements,
which are included in this annual report, and our report was as follows:

"We have audited the accompanying financial statements of GTS NOVERA a.s. for the year ended 31 December 2005.
These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with the Act on Auditors and International Standards on Auditing and the relevant
guidance of the Chamber of Auditors of the Czech Republic. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by the Company’s management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements present, in all material respects, a true and fair view of the assets, liabilities,
equity and financial position of GTS NOVERA a.s. as of 31 December 2005 and the results of its operations for the year
then ended in accordance with the Act on Accounting and relevant legislation of the Czech Republic."

We have reviewed other financial information in the annual report for consistency with the audited financial statements.
In our opinion, the information is consistent in all material respects with the audited financial statements.

The management of the Company is responsible for the completeness and accuracy of the report on relations between
related parties. Our responsibility is to review the accuracy of the information included in the report. During our review
nothing came to our attention that would cause us to believe that the information contained in the report is materially
inaccurate.

Prague
30 June 2006

brue Cebe inpud Gl Qucti- am /Lm/gL

KPMG Ceska republika Audit, s.r.o. Jan Martinek
Licence number 71 Partner
Licence number 1598
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