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INTRODUCTION

Presentation of financial and other infor mation

Swisscom publishesits financial statementsin Swiss francs (“CHF"). Unless otherwise indicated, all amountsin this
annual report are expressed in Swiss francs. Solely for the convenience of the reader, certain amounts denominated
in foreign currencies appearing primarily under the heading*“ Item 4: Information on the Company — debitel” and
“Item 4: Information on the Company — Participations’ have been translated into Swiss francs. These translations
should not be construed as representations that the amounts referred to actually represent such translated amounts or
could be converted into the translated currency at the rate indicated.

Swisscom’ s annual audited consolidated financial statements are prepared in accordance with International Financial
Reporting Standards (“1FRS"), which differ in certain respects from U.S. GAAP. For areconciliation of the material
differences between IFRSand U.S. GAAP asthey relate to Swisscom, see Note 42 to the consolidated financial
statements.

Asused in thisannual report, the term “ Swisscom”, unless the context otherwise requires, refersto Swisscom AG
and its consolidated subsidiaries. Theterm “Confederation” refersto the Swiss Confederation.

Cautionary statement regar ding forwar d-looking statements

Thisannual report contains statements that constitute “forward-looking statements” within the meaning of

Section 27A of the U.S. Securities Act of 1933, asamended, and Section 21E of the U.S. Securities Exchange Act of
1934, asamended. In addition, other written or oral statements, which constitute forward-looking statements have
been made and may in the future be made by or on behalf of Swisscom. In this annual report, such forward-looking
statements may be found, in particular, in “Item4: Information on the Company” and “Item5: Operating and
Financial Review and Prospects” and include, without limitation, statements relating to:

the implementation of strategic initiatives;

the devel opment of revenue overall and within specific business areas;

the development of operating expenses;

the anticipated level of capital expenditures and associated depreciation expense; and

other statements relating to Swissconi s future business devel opment and economic performance.
The words “anticipate”, “believe”, “expect”, “estimate”, “intend”, “plan” and similar expressions identify certain of
these forward-looking statements. Readers are cautioned not to put undue reliance on forward-looking statements
because actual events and results may differ materially from the expected results described by such forward-looking

statements.

Many factors may influence Swisscom’s actual results and cause them to differ materially from expected results as
described in forward-looking statements. Such factorsinclude:

general market trends affecting demand for telecommunications services;

developmentsin the interpretation and application of existing telecommunication regulationsin
Switzerland and the possibility that additional regulations may be imposed in the future;

developments in technology, particularly the timely rollout of equipment;



evolution of Swisscom’ s strategic partnerships and acquisitions, including costs associated with
possible future acquisitions and dispositions;

effects of tariff reductions and other marketing initiatives;
the outcome of litigation in which Swisscom isinvolved; and

macroeconomic trends, governmental decisions and regulatory policies affecting businessesin
Switzerland generally, including changes in the level of interest or tax rates.

Swisscom disclaims any intention or obligation to update and revise any forward-looking statements, whether as a
result of new information, future events or otherwise



PART |

ITEM 1: IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not Applicable.

ITEM 2: OFFER STATISTICSAND EXPECTED TIMETABLE

Not Applicable.



ITEM 3: KEY INFORMATION

SELECTED FINANCIAL DATA

Selected Consolidated Financial and Statistical Data

The selected consolidated financial data below should be read in conjunction with Swisscom’s Financial Statements
included elsewhere in this annual report. The selected financial data as of December 31, 1999, 2000, 2001, 2002 and
2003 and for each of the yearsin the five-year period ended December 31, 2003, have been extracted or derived
from, and are qualified by reference to, the Financial Statements of Swisscom which have been audited by
PricewaterhouseCoopers AG, independent auditors. The Financial Statements were prepared in accordance with
IFRS, which differsin certain respects from U.S. GAAP. For areconciliation of the material differences between
IFRSand U.S. GAAP asthey relate to Swisscom, see Note 42 to the consolidated financial statements.

CHF in millions Year Ended December 31,
1999 : 2000 2001 2002 2003

Consolidated |ncome Statement Data:
Amounts in accordance with IFRS;

NEL FEVENUE ...t 11,038 14,060 14,174 14,526 14,581
Other operating iNCOME .........ccveerreerreeeerennns 83 125 213 266 256
TOLAl e 11,126 14,185 14,387 14,792 14,837
Goods and services purchased...........cc........ 1,916 4,423 4,513 4,959 4,834
Personnel eXpenses.........ccoeenireenereesernenas 2,531 2,512 2,461 2,593 2,535
Other operating expenses v 2,499 3,216 3,004 2,827 2,827
DEPreciation .........coceeeeereceneeeeneeeeneeeeneeseneeeenas 1,612 1,850 1,702 1,578 1,564
AMOrtiZatiON.....oeeereeereeeerererereeere e 91 353 472 427 361
Total operating eXpenses......coeeeeeerenns 8,649 12,354 12,152 12,384 12,121
Impairment of GOOOAWill ...........cvvvveeeeeeeeern. - - (1,230) @ (702) ® (280) @
Gain on sale of real estate.............ccccoeeeeees - - 568 (2 - -
Gain on partial sale of Swisscom Mobile

Y - - 3,837 - -
Operating iNCoME .......ccevvevereerereerereereseereenes 2,477 1,831 5,510 1,706 2,436
Financial eXpense.........cccveneenereenernenernenas (259) (329) (771) (517) (154)
Financial iNCOME........cococervnirernereeereeens 220 490 416 206 140
Income befor e income taxes, equity in

net result of affiliated companies and

MINOrity INTEreSt...cceveeeeeeeeee e 2,438 1,992 5,155 1,395 2,422
Income tax (expense) benefit®................. (532) (640) 15 (361) (500)
Equity in net result of affiliated

COMPANIES ....vveeeeeereernteiresessseessesssssesesssseses 301 1,749 32 95 @)
MiNOFity INtErESt.....cvvvveeeererercreeereeeereresenens @) (14 (238) (305) (346)
Net income from continuing

OPEN ALIONS ...t 2,200 3,087 4,964 824 1,569
Discontinuing operations 183 69 - - -
NEL INCOME ..ot seneeenes 2,383 3,156 4,964 824 1,569




CHF in millions except per Share
and
ADS amounts

Basic earnings per share®

-0n continuing operations..............e...
-on discontinuing operations...............
“NELINCOME ...

Diluted earnings per share®

-0on continuing operations...........cccveeeue
-on discontinuing operations................
SNEL INCOME. ...t

Basic and diluted earnings per

N 0 1

Amounts in accordance with U.S.
GAAP:

NEL reVENUE.....eeceeeeeeeeee e,

Net income from continuing

(o] o<z 1] 0] 1SS

Cumulative effect of achangein

accounting POliCY ....coveeeeeeereeenrerernrnenn,
Net income (10SS) .....cccveveererererereeennene,

Basic earnings (loss) per share

-before accounting change.....................

Cumulative effect of achangein
accounting policy

“NELINCOME ...,

Diluted earnings (loss) per share

-before accounting change..........c..........

Cumulative effect of achangein

accounting POlICY ......oveveeeereecenreeeneinenn,
SNELINCOME. ...t
Basic earnings per ADS™ .........oooooooo..
Diluted earnings per ADS“..................

Year Ended December 31,

1999 2000 2001 2002 2003
29.01 41.97 67.50 12.18 23.70
2.49 0.94 - - -
32.40 42.91 67.50 12.18 23.70
29.88 41.93 67.46 12.17 23.69
248 0.94 - - -
32.36 42.87 67.46 12.17 23.69
3.24 429 6.75 1.21 2.37
11,032 14,035 14,192 14,535 14,612
1,801 2,257 5,702 786 2,058
- (169) - (1649) 38
1,801 2,088 5,702 (863) 2,096
24.49 30.69 77.53 11.62 31.09
- (2.30) - (24.38) 057
24.49 28.39 77.53 (12.76) 31.66
24.46 30.66 77.49 11.61 31.07
- (2.30) - (24.35) 057
24.46 28.36 77.49 (12.74) 31.64
2.45 284 7.75 (1.28) 3.17
2.45 284 7.75 (1.27) 3.16



CHF in millions Year Ended December 31,

1999 2000 2001 2002 2003
Consolidated Balance Sheet Data:
(end of period)
Amountsin accordance with IFRS:
Cash and cash equivalents.................... 1,211 2,265 3,788 1,682 3,237
Other current assetsS ......ococeeevveveeeerenenns 3,762 3,957 6,586 3,511 3,398
Property, plant and equipment............. 10,723 9,946 8,104 7,536 7,009
Investmentsin affiliated companies ... 713 512 603 691 53
Other non-current assets .........ooceeveene. 4,404 5,323 5,268 3,538 2,843
Total aSSEtS....ovveerererrerrreereeeereerereereneens 20,813 22,003 24,349 16,958 16,540
Short-term debt..........oooccevverssserreersee 4,049® 26850 1,757 ® 1,016 ® 576®
Trade accounts payable and other
current lHabilities .....coovvvervvecereeeereeennees 3,485 4,049 3,507 2,947 2,892
Long-term debt and finance lease
0 S TTCT: (T o 3,605 3,782 3,743 2,697 ©® 2,444
Accrued pension cost 2,248 1,925 1,218 1,101 1,113
Accrued liabilities and other long-
term [iabilitieS......occuveeereereerereee 727 931 1,272 1,102 1,095
Total liabilities.......coocveeneernerercireen. 14,114 13,372 11,497 8,863 8,120
Minority interest 31 61 783 796 751
Shareholders equity.....cccovveeererrennnes 6,668 8,570 12,069 7,299 7,669
Amounts in accordance with U.S.
GAAP:
Total 8SSEtS......overeeereiereie e 26,256 25,718 28,098 19,819 19,372
Long term debt and finance |ease
0bligatioN.....c.cceuveeereeecree e 5,947 5,622 7,283 6,438 5,892
Shareholders’ equity 9,392 8,110 12,294 5,587 6,523
Consolidated Cash Flow Data:
Amountsin accordance with IFRS:
Net cash provided by operating
BCHVITIES oo 3,716 3,821 3,389 3,785 4,732
Capital expenditures:
Fixed-line networks..........ccccccuu.... 513 485 470 479 497
Mobile networks..........cccccevevennee. 308 286 258 295 381
UMTS/GSM licenses.......cccovvunee. - 120 - - -
Other intangibles..........cccovecunieennee. - 118 163 137 135
BUildingS......ccccoeveverrreneceereseeens 145 18 28 3 6
(@1 0= 502 423 315 309 194
Total capital expenditures..................... 1,468 1,450 1,234 1,222 1,213
Investmentsin affiliated companies ... 8 113 2 37 11



Year Ended December 31,

1999 2000 2001 2002 2003
Statistical Data:
Fixed-line access lines®
(end of period, in thousands)
PSTN [iNES....ovrrrrrreireireirienenenn, 3,621 3,382 3,240 3,163 3,086
ISDN INES ..vvveeererereeirereseserenenns 529 723 857 911 924
Total fixed-line access lines............. 4,150 4,105 4,097 4,074 4,010
Traffic (in millions of minutes):
National fixed-line
tel ephony” ... 16,849 15,274 14,317 12,316 10,957
Outgoing international fixed-
linetelephony®.................... 1,381 1,306 1,399 1,394 1,341
Mobiletelephony®................ 2,030 2,977 3,296 3,331 3,335
Bluewin on-line service
subscribers (end of period, in
thousand9 ™ .........ccoreereeeereeeeeeeeeeen 307 550 734 860 944
Swisscom Mobile subscribers?
(end of period, inthousandsy).............. 2,282 2,961 3,373 3,605 3,796
debitel subscribersin Germany
(end of period, in thousands).............. 3,096 6,374 7,647 7,729 8,300
Number of full-time equivalent
employees (end of period)..........c....... 21,777 20,604 21,238 20,470 19,207

@

@

(©)

4

®)

Notesto Selected Consolidated Financial and Statistical Data

Effective October 1999, Swisscom acquired atotal of 74.2% of the shares of debitel AG, the largest network-independent
mobile service provider in Germany for CHF 3.4 hillion. debitel was fully consolidated for the fourth quarter 1999. In
2001, Swisscom acquired afurther 20% of debitel’s shares for CHF 928 million. In 2002, Swisscom reduced its sharein
debitel from 94.2% to 93%. In 2001 and 2002, Swisscom wrote down the value of the goodwill associated with the debitel
acquisition by CHF 1.1 billion and CHF 702 million, respectively. In connection with the discussions concerning the
disposal of its shareholding in debitel, Swisscom recorded a further goodwill impairment charge in the amount of

CHF 280 million in 2003, reflecting the net amount that was expected from the sale. On April 29, 2004, Swisscom sold its
stake in debitel for a purchase price of EUR 640 million (equity value).

In 2001, Swisscom entered into two agreements for the sale of real estate and recorded a gain of CHF 568 million. In
2001, Swisscom sold 25% of the shares of Swisscom Mobile AG to Vodafone and recorded a gain of CHF 3,837 million
on disposal.

Prior to its incorporation effective January 1, 1998, Swisscom was not subject to income taxes. Subsequent to its
transformation into a stock corporation, Swisscom became subject to normal corporate income taxation and up to the end
of 2001, itsincome was subject to aweighted average statutory rate of 25%. Swisscom'’s effective tax rate for the year
ended December 31, 2001 was reduced by three one-time effects: (1) the gain on the sale of Swisscom Mobile was, in
effect, not subject to tax; (2) the gain on the sale of real estate, which was only partially subject to tax; and (3) the
impairment charge of debitel for tax purposes exceeded that recorded in the consolidated financial statements. In 2002,
Swisscom transferred its operations from Swisscom AG to newly formed subsidiaries, which are each subject to individual
tax rates. Thisresulted in a decrease in the weighted average tax rate from 25% to 23%. In 2003, the weighted average tax
rate was again 23%. See Note 16 to the consolidated financial statements.

Earnings per ADS are based on the ratio of one-tenth of one share to one ADS. Basic weighted-average number of shares
outstanding in 1999, 2000, 2001, 2002 and 2003 was 73,550,000, 73,540,974, 73,543,972, 67,647,928 and 66,199,789,
respectively. In March 2002, Swisscom repurchased 7,346,739 shares, or 9.99% of its share capital, at a price of CHF 580
per share.

Total debt at December 31, 1999, 2000, 2001 and 2002 includes debt outstanding to the Swiss Post and the Federal
Treasury in the aggregate principal amount of CHF 4.2 billion, CHF 3.0 billion, CHF 1.8 billion and CHF 0.8 hillion,
respectively. In the course of 2003, Swisscom repaid the remaining outstanding loans of CHF 0.8 billion to the Swiss Post.
Short-term debt at December 31, 1999 includes aloan outstanding of CHF 1.7 billion. Thisloan was part of the financing
measures taken for the acquisition of debitel and was repaid in the first half of 2000.

7-



(6) Basedonlinesin service, including courtesy and service lines and lines for payphones.

(7) Representstotal traffic generated by customers of Fixnet and Enterprise Solutions. Includes traffic on courtesy and service
lines. Includes traffic from Swisscom’s fixed-line network to mobile networks and to private user networks. Does not
include Internet traffic and traffic generated from Swisscom-operated public payphones, Swisscom’s toll-free, cost shared
and premium rate telephone number services for business customers or by Swisscom’ s information services.

(8) Representstotal traffic generated by customers of Fixnet and Enterprise Solutions. Based on minutes as determined for
customer billing purposes.

(9)  Includes minutes from all outgoing calls made by Mobile subscribers of Swisscom Mobile. Beginning in 2001, figures
include voice minutes only, whereas in prior years, minutes relating to data and value-added services were a so included.

(10) “Active’ access subscribersinclude all paid-access subscribers and those subscribers to Swisscom'’ s free access services
who have accessed their accounts at least once in the past 40 days.

(11) Beginning in 2001, Swisscom no longer includes accounts of any prepaid customer with inactivity of more than twelve
months in its subscriber figures. In December 2001, this resulted in the deactivation of 207,000 inactive prepaid customers.

Dividend Information

The following table shows, in respect of each of the yearsindicated, information concerning the dividends per share
paidin Swissfrancsand in U.S. dollars. Dividends were declared in Swiss francs and converted into U.S. dollars
using the noon buying rate for Swiss francs per U.S. dollar on the date of the shareholders' meeting at which the
relevant dividend was approved. As used in this annual report, the term “noon buying rate” refersto the exchange
rate for Swiss francs per U.S. dollar, as announced by the Federal Reserve Bank of New Y ork for customs purposes
astheratein The City of New York for cable transfersin foreign currencies.

Dividend per Share

Year Ended December 31, (CHF) (USD)
1909, eeeeeeeeseeeeeeees e eese s se s ee s s e eess s eees e eeessenes 15 8.88
721000 OO OSSOSO 1 6.17
00 OO 1 6.78
7007 12 9.15
100 < A BSOS 13 10.01

(1) Ineachof 2001, 2002 and 2003, shareholders received in addition a distribution of CHF 8 per share (equivalent to USD
4.48 per share, USD 4.93 per share and USD 6.00 per share, in each caseon the date of the shareholders’ meeting at which
the relevant distribution was approved) following par value reductions.

(2)  Atthe Annual General Meeting on April 27, 2004, Swisscom'’s shareholders approved the Board of Directors' proposal of
adividend of CHF 13 per share in respect of fiscal year 2003.



Exchange Rate Information

The following table shows, for the yearsindicated, information concerning the noon buying rate, expressed in Swiss
francs per U.S. dollar. The noon buying rate at April 30, 2004 was CHF 1.2984.

Avera%e
Year Ended December 31, Rate'

1.5139
1.6930
1.6944
1.5497
1.3374

(1) Theaverage of the noon buying rates on the last business day of each full month during the relevant period.

The following table shows, for the periods indicated, information concerning the high and low noon buying rates for
the Swiss franc, expressed in Swiss francs per U.S. dollar.

Month High Low

November 2003 1.3737 1.2917
December 2003 1.3003 1.2380
January 2004..........cccoueeunee 1.2659 1.2190
February 2004..........c....... 1.2680 1.2269
March 2004..........ccccoueu... 1.3038 1.2560
N o 220 T 1.3202 1.2627



RISK FACTORS

Risks Related to Swisscom’sBusiness

Swisscom may not be able to maintain its current level of profitability for traditional telecommunications services
provided in Switzerland

Since the entry into force of the Swiss Telecommunications Act on January 1, 1998 (Fernmeldegesetz) (the
“Telecommunications Act™), the Swiss telecommunications market has been open to full competition. The
Telecommunications Act contains numerous provisions designed to facilitate competition, including provisions
relating to interconnection, carrier pre-selection and number portability. These provisions primarily affect the
traditional telecommunications services Swisscom offers, such as fixed-line voice and mobil e telephony and data
services. In these core business areas, which continue to account for the majority of Swisscom'’s revenues, margins
have come under pressure and profitability has declined. Moreover, recent amendments to the Telecommunications
Ordinance and proposed amendments to the Telecommunication Act are likely to further increase competition in
these areas and put additional pressure on margins.

In the area of fixed network telephony and related services, Swisscom faces intense competition, particularly in
the national long distance and international calling markets. Over the last several years, Swisscom has had to
significantly reduce its interconnection prices, tariffs have come under pressure and margins have declined
substantially. Moreover, in November 2003, ComCom issued two decisions requiring Swisscom to lower
interconnection prices by 25-35% with retroactive effect for the years 2000 to 2003. In connection with these
proceedings, there are currently appeal s pending at the Federal Court, which, if decided against Swisscom,
could result in afurther reduction in interconnection prices.

While Swisscom has been able to maintain relatively high margins from the provision of non-regulated access
services and from local area calls, margins have also begun to decline in respect of these services and
Swisscom expects further margin erosion and loss of market share in the future. Under the amended
Telecommunications Ordinance, Swisscom has been required to offer unbundled accessto itslocal loop on a
cost-oriented basis, which may significantly accelerate thistrend.

Moreover, the traditional fixed-line telephony services sector is declining in importance due to technol ogical
developments and the emergence of alternative means of carrying voice traffic. With mobile penetration rates
having reached 82% in Switzerland, mobile telephony isincreasingly used as a substitute for fixed-line
telephony. Recently, new competitors such as cable operators, in particular Cablecom, the largest cable
operator in Switzerland, and Internet service providers have begun to offer Internet telephony (known as voice
over IP) services. Asthe quality of Internet telephony improves, it is becoming a viable alternative to
traditional fixed-linetelephony aswell, atrend Swisscom expects to continue and intensify in the future.

In its mobile business, Swisscom faces competition primarily from the other two mobile licenseesin
Switzerland, Orange and TDC Switzerland (Sunrise). Competition for business customersis particularly
intense, as Orange and TDC have been increasing their efforts to win market share in this segment. In
December 2003, the Federal Communications Commission (“ComCom”) awarded GSM licenses to Tele2 and
In& Phone, which will further intensify competition in the mobile business market. Moreover, with strong
competition and the high rate of mobile penetration in Switzerland, customer retention costs have increased
substantially which is putting additional pressure on margins. In connection with the planned introduction of
broadband mobile services such as UMTS, Swisscom would be adversely affected if itscompetitors were able
to rollout such services before Swisscom is able to do so. Swisscom'’ s profitability may also be affected by
regulatory initiatives, which could include regulation of mobile termination tariffs as well as accessto certain
mobile services.

Swisscom faces particularly intense competition in the provision of basic telecommunication servicesto
business customers. Leased lines and conventional data transmission have become a commodity business
characterized by low margins. In addition, under the amended Telecommunications Ordinance, Swisscom has
been required to offer competitorsinterconnection to leased lines on a cost-oriented basis, which is putting
additional pressure on margins.



In connection with the sale of debitel, Swisscom may not be able to recover the full amount of the vendor loan
notes and may be required to make additional payments under the representations and warranties made and
indemnities provided in the purchase agreement

On April 29, 2004, Swisscom entered into an agreement to sell its 95% stake in debitel AG, including 2% it
acquired from ElectronicPartner in connection with this transaction, in aleveraged buy out by funds advised by the
private equity firm Permira (Permira Funds), for a purchase price of EUR 640 million (equity value). The purchase
price will be partially financed by Swisscom through the conversion of existing intercompany loans in the amount of
EUR 210 million into two vendor loan notes of EUR 105 million each, to be assumed by debitel
Konzernfinanzierungs GmbH, an indirect 100% owned subsidiary of the entity to be acquired by Permira Fundsin
the transaction. Consideration from the sale including the vendor loan notes will be recorded at fair value at closing
of the transaction. Swisscom expects the fair value of the vendor loan notesto be lower than their face value. After
deduction of the deferred portion of the purchase price, Swisscom expects to receive EUR 430 million in cash at
closing. Pending the closing of the transaction, Swisscom’s debitel shareswill be held in ablocked account to
prevent Swisscom from selling these shares otherwise than to the Permira Funds pursuant to the purchase
agreement.

A portion of the purchase priceis also being financed on a senior secured basis by a consortium of banks.
Repayment of Swisscom’s vendor [oan notes, which have aterm of 7 and 8 years, respectively, is subordinated to
the full repayment of the senior facilities provided by these banks. Upon repayment of the senior facilities, the
vendor |oan notes will be secured by assets of debitel Konzernfinanzierungs GmbH, which consist primarily of the
debitel shares acquired in the transaction. As aresult, Swisscom faces the risk that it may not recover the full
amount of the vendor loan notes in the event debitel Konzernfinanzierungs GmbH were to default on its obligations
and the assets securing the vendor loans notes were insufficient to satisfy both the senior banks and Swisscom.

Asiscommon in thistype of transaction, Swisscom has agreed to indemnify the purchaser for any breach of the
representations and warranties made by it in the purchase agreement and for certain liabilities, including tax
liabilities, of debitel. In addition, Swisscom has agreed to bear therisk of and to indemnify the purchaser for any
losses which may arisein the future at one of debitel’sinternational subsidiaries. However, the purchase agreement
provides Swisscom under certain conditionswith the right to take control over this subsidiary in order to minimize
itsliabil ity under thisindemnity.

If the level of demand for ADSL servicesislower than expected or if Swisscom were forced to significantly
reduceitsaccesstariffsfor ADSL services due to strong competition, the revenues and profitability of its Fixnet
business would be adversely affected

Swisscom believes that the provision of broadband access based on ADSL technology will be afuture source of
growth. However, Swisscom faces strong competition in the market for broadband access, particularly from cable
network operators, including Cablecom. If Cablecom and other cable operators are successful in promoting
broadband access over their networks in Switzerland, Swisscom may not be able to grow its broadband business as
quickly asit currently anticipates and its fixed-line business would suffer. In addition, future wireless services using
broadband technol ogies may, when they become commercially available, partially substitute ADSL services.

In order to compete with other broadband access operators more effectively, Swisscom has had to reduce its ADSL
access tariffs significantly. Further price reductions due to the increasing competition from Cablecom or other
broadband access providers would adversly affect the revenues and profitability of Swisscom’ sfixed-line business.

Thelevel of demand for broadband mobile services, which Swisscom hasidentified as a source of future growth
in its mobile business, may be lower than expected and Swisscom may not be able to recoup the substantial
investment required to upgrade its existing network

The future success of Swisscom’s mobile business, which in recent years has been Swisscom’s most profitable
operating segment, depends on, among other things, the capabilities and widespread market acceptance of
broadband mobile technologies such as UMTS. UMTS is athird generation mobile radio system that creates
additional mobile radio capacity and enables broadband media applications while also providing high speed Internet
access.
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Swisscom has begun to build out its UMTS network and to develop related products and services and expects to
incur substantial capital expendituresin connection with this process. However, the development of UMTS
technology istaking longer than anticipated and deficiencies continue to exist both with respect to handsets and
network components, which may further delay the introduction of commercial UMTS services. For instance,
network operators are currently experiencing difficulty in “handing over” calls between the UMTS network and the
GSM network due to technical problems which have to be resolved before commercial UMTS services can be
introduced on awide scale. Once commercial services based on UM TS technology are introduced, thereisaso a
risk that they will not meet with market acceptance. Market acceptance will depend on a number of factors,
including the availability of applications which exploit the potential of the technology, the breadth and quality of
available content and the geographical availability of UMTS. Furthermore, the level of demand for UMTS services
could be lower than expected as aresult of increased use of alternative mobile broadband technologies, such as
public wireless LAN. If the introduction of UMTS servicesis further delayed or UMTS fails to achieve the expected
advantages over existing technologies, Swisscom’s mobile business will suffer and Swisscom may be unable to
recoup itsinvestment in UM TS technology.

Thelevel of demand for integrated communication solutionsand I T services, which Swisscom hasidentified as a
source of future growth, may not increase as quickly as anticipated

Asthe provision of basic telecommunication services to business customers has become a commodity business
characterized by low margins, Swisscom believes that future growth in this market lies in the provision of enhanced
business solutions. Accordingly, it hasinvested in upgrading its data networks, enabling the provision of integrated
data and voice services with greater flexibility, scalability and performance. However, demand for such integrated
communications solutions may not develop as quickly as Swisscom had anticipated. The slowdown of the global
economy has led to adecline in corporate spending which has been particularly pronounced intheIT area. While
Swisscom expects corporate spending in this areato pick up as the economy improves, the timing of any such
improvement in the level of demand cannot be predicted with assurance. Moreover, Swisscom faces intense
competition from other playersin the market for integrated communication solutions and I T services, some of which
have more experience than Swisscom and there can be no assurance that Swisscom will benefit proportionately from
any upturn in the market.

Swisscom depends upon a limited number of suppliers, particularly for the supply of next generation fixed and
mobile network components

Swisscom’ s ability to provide and roll out reliable, high quality and secure products and services, depends upon,
among other things, the adequate and timely supply of transmission and switching, routing and data collection
systems and related software and other network equipment. If Swisscom were unable to obtain adegquate supplies of
equipment in atimely manner, or if there were significant increases in the costs of such supplies, Swisscom’s
operations would be adversely affected. Thisis particularly true with respect to network equipment and services
that Swisscom requires to upgrade its existing fixed and mobile networks to support next generation technol ogies,
suchas ADSL and UMTS. While Swisscom seeksto diversify its suppliers, it currently has only one supplier of
ADSL and one supplier of UMTS equipment. Inthe case of UMTS, Swisscom expects that there will be intense
demand for UMTS equipment as UM TS licensees compete to build out their UMTS networks. Because Swisscom
isrelatively small in comparison with other UM TS licensees in Europe, it may be more strongly affected in case
there are supply shortages or delays. Swisscom would be adversely affected if its UMTS supplier were to delay
shipment of network components as this could enabl e its competitors to rollout services before Swisscom is able to
do so. Swisscom also depends on the timely supply of mobile handsets which can be used in the UM TS network.

Network failures may result in loss of traffic, reduced revenue and may harm Swisscom’ s reputation

Modern telecommunication networks are vulnerable to damage or interruption caused by system failures, hardware
or software failures, computer viruses or by external eventssuch as storms, floods, avalanches, fires, power loss or
intentional wrongdoing. In July 2001, Swisscom’s mobile network was disrupted for several hours due to a string of
contingencies and a software failure, and in August 2001, a part of Swisscom’s fixed-line network was disrupted due
to ahardware failure. 1n response to these events, Swisscom initiated a series of internal and external auditsto
carefully analyze its networks in order to reduce the probability of network failuresin the future as well asto limit
the damage in case a network failure does occur. While there were no major network failuresin 2003, the risk of
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network failures can never be entirely eliminated and should such failures occur in the future, this may harm
Swisscom'’ s reputation and could result in customer dissatisfaction and reduced traffic and revenues.

Actual or perceived health risks or other problemsrelating to mobile devices or transmission masts could lead to
decreased mobile communications usage

Concern has been expressed that the electromagnetic signals from mobile devices and base stations may pose health
risks or interfere with the operation of electronic equipment, including automobile braking and steering systems.

For example, arecent study showed that the impact of UMTS radiation on humansis higher than previously
assumed. Actual or perceived health risks of mobile handsets or base stations and related publicity, regulation or
litigation could have a material adversely affect on Swisscom’s mobile communicationsbusiness and cause its
customer base and average usage per customer to decline. Environmental objections may also make it more difficult
to find attractive sites for base stations and could thereby impair the build-out of Swisscom’sinfrastructure,
including primarily the mobile and data networks.

Complex I T systems which have been developed over a long period of time may hamper Swisscom’ s business
development

Swisscom relies for many of its most important data processing functions on complex I T systems which have been
developed over along period of time. Older systems have been upgraded and adapted on an ongoing basis and new
systemsintroduced. As aresult, thereisalack of harmonization and flexibility, which may limit Swisscom’ s ability
to provide flexible and cost-effective services to its customers and harm its competitive position. In addition, further
adaptation and extension of itsIT systems, in particular the billing, order management and customer relationship
management systems, can be complex and time-consuming and, therefore, hamper Swisscom’ s business
development.

Swisscom may not be able to attract and retain highly skilled and qualified employees

Competition for highly qualified personnel isintense in the telecommunications industry generaly, and in
Switzerland in particular. Thisis particularly true with respect to employees with expertise in the areas Swisscom
hasidentified as strategic, such as | P expertise. These difficulties are exacerbated by relatively low levels of
unemployment and high wages generally in Switzerland.

Swisscom may not be able to implement necessary restructuring measures and its relations with the trade unions
could deteriorate

While Swisscom was able to reach an agreement with the trade unions on the extension of the collective bargaining
agreement in 2003, new negotiations are scheduled for 2005. In the course of these negotiations, Swisscom expects
to face considerabl e disagreement with the trade unions, particularly with regard to the applicability of anew
collective bargaining agreement to all Swisscom group companies and Swisscom’s aim to introduce more flexible
labour and termination conditions. If Swisscom is not ableto achieve its aims, this could restrict its operating
subsidiariesin their ability to adapt to changing market conditions, which could negatively affect their profitability.
In addition, the negotiations as well as further staff reductions could damage industrial relations or even lead to work
disruptions, which in turn also could negatively affect Swisscom’s profitability and competitiveness.

A deterioration of the capital markets or the revision of previously made assumptions may result in increased
pension expense and could affect Swisscom'’s profit

Swisscom contributes to comPlan, adefined benefit plan, which provides retirement benefits for the majority of its
employeesin Switzerland. comPlan covers the risks of old age, death and disability in accordance with Swiss
pension legislation.

The determination of the liability and expense for pension benefitsin Swisscom’s consolidated financial statements
is based on guidelines established by the International Financial Reporting Standards and is dependent on the
selection of assumptions, which attempt to anticipate future events, including the discount rate, expected long-term
rate of return on plan assets and rates of increase in future compensation levels. These assumptions are regularly
reviewed and revised when appropriate, and changes in one or more of them could affect the amount of Swisscom’s
recorded expenses for these benefits. Under IFRS, the total underfunding at December 31, 2003 was CHF 2,010
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million, of which CHF 1,113 million is recognized in the balance sheet. The unrecognized loss of CHF 897 million
is subject to future recognition as described in Note 2.15 to the consolidated financial statements and will resultin
an additional expense of CHF 9 millionin 2004. In 2003, Swisscom had an additional expense of CHF 25 million,
after an unrecognized loss of CHF 1,066 million at December 31, 2002. For more information on Swisscom’s
pension plan, see Note 9 to the consolidated financial statements. If actual experience differs from expectations,
Swisscom’ sresults of operations and cash outflows in future periods could be affected. A deterioration of the
capital markets would affect Swisscom’s future pension expense and could lead Swisscom to increase its
contributions, which would result in higher cash outflows.

Swisscom may be audited by the Swiss tax authorities and, if any deficiencies are uncovered, may be required to
make substantial payments

Since Swisscom’ sincorporation as a Swiss stock corporation, only some of Swisscom’s group companies have been
subject to adetailed review by the Swiss tax authorities. Based on the experience of other Swiss companies,
Swisscom believes that areview of the direct and indirect taxes of other Swisscom group companies or of the whole
group may occur in the near future. Audits by the Swiss tax authorities of other Swiss companiesin the past havein
some cases resulted in substantial additional payments being required of the affected companies. If Swisscom were
audited by the Swiss tax authorities and any deficiencies were uncovered, Swisscom may have to make substantial
payments for which it has not made any provisions.

Swisscom isinvolved in a number of legal proceedingswhich, if decided against Swisscom, could in the
aggregate have a material adverse effect on itsresults

Swisscom isinvolved in several legal proceedings that are described in more detail under ” Item 8: Financial
Information — Legal Proceedings’. Swisscom’s position as the principal telecommunications provider in
Switzerland has attracted the attention of its competitorsin Switzerland and the Swiss regulatory authorities. In
addition, Swisscom isregularly involved in legal disputes with competitors as aresult of its|eading position in the
fixed-line and mobile communications market in which it operates. Although Swisscom believes that most of these
proceedings would individually not have a material adverse effect on its results of operations and financial
condition, in aggregate these proceedings could have such an effect.

Swisscom’ s strategy of entering into acquisitions, strategic partnerships and joint ventures entails inherent
uncertainty

Swisscom actively considers investment opportunities, which may include significant acquisitions, both in
Switzerland and abroad. There can be no assurance, however, that Swisscom will be able to identify investment
opportunities that meet itsinvestment criteria or that it will be able to successfully enter into any transactionsin
respect of opportunitiesit doesidentify. Moreover, acquisitions are inherently risky because of the difficultiesin
integrating people, operations, technologies and products that may arise. For example, the internal controls over
financial reporting of acquired companies may not meet the standards Swisscom appliesto itsinternal control over
financial reporting and may need to be adapted accordingly. If Swisscom does enter into an acquisition transaction,
these difficulties may result in unanticipated additional costs or failure to achieve anticipated benefits, including
synergies, from the transaction. If Swisscom were to find in the future that its expectations concerning future cash
flows from an investment are not likely to be met, the carrying value of that investment would be adversely affected.
In particular, Swisscom has made small acquisitionsin thefield of public wireless LAN services, an area which may
not grow as fast as Swisscom currently anticipates.

Swisscom will also consider entering into strategic partnerships or joint ventures, particularly at the level of its
individual operating subsidiaries, asit did in 2001, when Vodafone acquired a 25% stake in Swisscom Mobile AG.
Such transactions are also risky because they require ongoing cooperation between the partners, which may have or
may come to have divergent views as to how the business should be managed and which business devel opment
objectivesto pursue.



Risks Related to Regulatory Matters

Recent amendments to the Telecommunications Ordinance and proposed amendmentsto the
Telecommunications Act could substantially affect the overall profitability of Swisscom’sbusinessi n the future

In March 2003, the Federal Council adopted significant amendments to the Telecommunications Ordinance
(Verordnung tber Fernmeldedienste), which isthe principal ordinance on telecommunications services. In addition,
in November 2003, the Federal Council submitted abill to the Swiss Parliament with significant amendmentsto the
Telecommunications Act that would, among other things, implement the recent amendments to the
Telecommunications Ordinance into law. Swisscom does not expect that any amendments would become effective
in the course of 2004. Important features of the amendments to the Telecommunications Ordinance and the proposed
amendments to the Telecommunications Act include:

Unbundling of the Local Loop and Interconnection to Leased Lines. Under the amended
Telecommunications Ordinance, Swisscom is required to offer unbundled access toitslocal loop, aswell as
interconnection to leased lines, on a cost-oriented basis. However, because Swisscom believes that such a
significant change in the telecommunications regul ations requires an amendment to the Telecommunications
Act, it has not yet implemented these provisions, pending the adoption of corresponding amendmentsto the
Telecommunications Act. In addition, TDC Switzerland (Sunrise) filed a petition with ComCom requesting
that Swisscom be required to offer unbundled accessto itslocal loop and interconnection to leased lineson a
cost-oriented basis. If Swisscom isrequired to implement these provisions, competitors will have direct access
to Swisscom’ s customers and be able to offer them afull range of services without the need to use Swisscom
asan intermediary. In addition, if Swisscom were required to offer bitstream access, which is one form of
unbundling of the local loop, on a cost-oriented basis, it can not be excluded that Swisscom would be required
to reduce the current wholesale prices for ADSL services, which would adversely affect the revenues and
profitability of Swisscom’sfixed-line business.

Additional Requirements Applicable to Market-Dominant Service Providers. Under proposed
amendments to the Telecommunications Act, market-dominant service providerswill be required to offer
“access’ and not just “interconnection” to itsinstallations and services on a cost-oriented basis. The “access”
concept, which is more general than "interconnection”, isintended to cover unbundling of the local loop and
interconnection to leased lines, but also to provide the legal basis for requiring market-dominant service
providersto provide access to any other relevant installation or service on a cost-oriented basis. Expansion of
the concept of interconnection would make it more likely that Swisscom could be required to provide services
which are currently not subject to the interconnection regime. If the amendments to the interconnection
provisions of the Telecommunications Act were adopted as currently proposed, it could have a substantial and
adverse effect on Swisscom’ srevenues and profitability.

ComCom’s Authority to Deter mine Access Ser vices. Under the proposed amendmentsto the
Telecommunications Act, ComCom would be given the power to determine the access services that market-
dominant providers are required to provide. Since this decision is not subject to any review, ComCom could
modify the scope of services covered under the “access” concept in arelatively fast and unpredictable manner.
Thiswould make it more difficult for Swisscom to anticipate and effectively respond to any such changes.

Regulation of mobile termination and mobile roaming may have a significant impact on Swisscom’s mobile
revenues and lead to additional pressure on margins and reduced profitability

Swisscom’ s mobile termination tariffs and roaming surcharges may become subject to regulation in the future due to
anumber of developments, including regulatory initiatives in the European Union and ongoing proceedingsin
which Swisscomisinvolved.

In March 2002, the European Union has published the final part of its new regulatory framework for the
telecommunications industry. Among other things, these recommendations, which were to be implemented by the
member states of the European Union by July 2003, result in the regul ation of mobile call termination fees. In
addition, the European Union is currently investigating whether operators have been engaged in excessive pricing
when entering into roaming agreements. While Switzerland is not a member state of the EU and therefore is not
subject to EU legislation, the deregulation of the Swiss telecommunications market has moved in parallel with
deregulation in the EU, and EU directives and implementing legislation in various EU countries have served as
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points of reference for the development of the Swiss regulatory regime. In addition, the awarding of new mobile
licenses to two mobile service providers that require interconnection to the networks of other mobile network
operatorsin areas where they do not have their own network may increase the pressure on the Swiss regulatory
authorities to regul ate mobile termination tariffs.

Swisscom was involved in alegal dispute and is currently subject to aregulatory proceeding, both relating to mobile
termination. On November 12, 2002, Tele2 initiated proceedings against Swisscom relating to interconnection
pricing with ComCom, alleging that Swisscom’ s wholesale prices for termination of transit traffic on the Swisscom
mobile network should be reduced retroactively, on the grounds that Swisscom has a dominant position in the
mobile termination market. In early 2003, Tele2 withdrew its complaint on procedural grounds, but reserved the
right to refile the previous or an amended complaint. In October 2002, the Competition Commission initiated
proceedings against Swisscom, Orange and TDC Switzerland (Sunrise) in connection with mobile termination costs,
alleging that each operator has a dominant position with respect to terminating traffic on its own mobile network. In
addition, the new “access’ concept, described above, may also facilitate the regulator’ s authority to impose
regulation on mobile termination tariffs asit isintended to provide the legal basis for requiring market-dominant
service providersto provide access to any relevant installation or service on a cost-oriented basis.

Regulation of mobile termination fees or roaming surcharges would have a significant impact on Swisscom’s mobile
revenues and lead to additional pressure on margins and reduced profitability.

Regulation of radiation emissions from mobile base stations and antennae may result in additional capital
expendituresin order to maintain current quality of GSM service and in a delay of the build out of new
technologies such asUMTS

In December 1999, the Federal Council adopted an ordinance, known as the NIS Ordinance, which establishes
emission standardsto protect the population of Switzerland from non-ionizing radiation emitted by various sources,
including mobile antennae and base stations. The NIS Ordinance isimplemented by the cantons, which until
recently have used different methods of measuring radiation emissions to determine compliance with the NIS
Ordinance, resulting in significant regional variationsin effective emission standards. In order to address thisissue,
the Swiss Agency for the Environment, Forests and Landscape (“BUWAL") issued final recommendationsin July
2002 which provide guidance for enforcement authorities on the appropriate method for measuring electromagnetic
emissions from base stations and masts in the GSM network. These recommendations are generally binding on the
cantons, but deviations are permitted under certain circumstances. In order to comply with the applicable emission
standards and maintain current quality of service Swisscom will be required to put up additional antennae. However,
Swisscom does not expect the associated costs in 2004 to be materially different from those incurred in previous
years. While the BUWAL recommendations establish uniform standards for measuring emissionsin GSM networks,
they do not address emission standards for UM TS networks. Recommendations relating to emission standards for
UMTS networks are expected in the course of 2004. Depending on the enforcement recommendations ultimately
adopted, it is possible that additional capital expenditureswill be required in connection with the build-out of
Swisscom’'s UMTS network. Furthermore, recent scientific findings showed that UM TS radiation has a higher
impact on humans than previously assumed, which could cause regulatory authorities to set higher emission
standards than currently expected.

Risks Related to the Owner ship by the Swiss Confederation

The interests of the Swiss Confederation, which owns a majority stake in Swisscom, may differ from those of
Swisscom and could hamper Swisscom’ s devel opment

The Swiss Confederation holds amajority of Swisscom shares. Any reduction of the Confederation’s holding below
amagjority would require achangein law. Swisscom may not undertake a capital increase that would otherwise
have the effect of decreasing the Confederation’ s shareholding to less than a majority, unless the Confederation
agrees to participate in the capital increase. Swisscom’s ability to raise additional equity capital therefore could be
constrained. In addition, Swisscom isalso limited in its ability to undertake major corporate actions, such as
acquisitions or entry into strategic partnerships, either at the parent company level or through subsidiaries, whichis
an important element of its strategy.



The sale of a substantial stake in Swisscom by the Swiss Confederation could negatively affect Swisscom’s share
price

The Swiss Confederation currently holds a 62.7% stake in Swisscom. While any reduction of the Confederation’s
holding below amajority would require a change in law, future sales by the Swiss Confederation down to the
required majority may occur. In December 2003, the Swiss government issued bonds convertible into Swisscom
sharesin the aggregate amount of CHF 1.5billion and with a maturity of four years. If fully exercised, the bond
issuance could result in adecline of the Confederation’s stake in Swisscom down to 58.2%. The Federal Council has
also reaffirmed itsintention to further reduce its stake to the legal minimum. The sale or potential sale of a
significant number of Swisscom'’s shares by the Swiss Confederation may cause the market price of Swisscom’s
shares and ADSsto decline significantly.

Risks Related to Swisscom’s Shares

Currency fluctuations may adversely affect the trading prices of Swisscom’s ADSs and the value of any
distributions Swisscom makes

Because Swisscom’ s stock istraded in Swiss francs and the ADSs are traded in U.S. dollar, fluctuation in the
exchange rate between the two currencies may affect the relative value of Swisscom’s ADSs. In addition, should
Swisscom make any distribution on itscommon stock in Swiss francs, the depositary will convert such distributions
to U.S. dollars. If exchange rates fluctuate before the depositary converts the currencies, U.S. shareholders may lose
some of the value of the distribution.

Shareholders’ rights are governed by Swiss law and differ in some respects from the rights of shareholders under
U.S. law

Swisscom is a stock corporation organized under the laws of Switzerland. The rights of holders of Swisscom’s
shares, and therefore, many of the rights of its ADS holders are governed by Swisscom’s articles of incorporation
and by Swisslaw. Theserights differ in some respects from the rights of shareholdersin typical U.S. corporations.
In particular, Swiss law significantly limits the circumstances under which shareholders of Swiss corporations may
bring derivative actions.

It may not be possible for shareholdersto enforce judgments of U.S. courts against members of Swisscom’s
Board of Directorsor Group Executive Board

Swisscom is a Swiss stock corporation. The members of its Board of Directors and Group Executive Board are non-
residents of the United States. In addition, Swisscom'’ s assets and the assets of members of its Board of Directors
and Group Executive Board are located in whole or in substantial part outside the United States. Asaresult, it may
not be possible for shareholders to enforce against Swisscom or members of its Board of Directors and Group
Executive Board judgments obtained in the United States courts based on the civil liability provisions of the
securities laws of the United States. In addition, awards of punitive damages and judgments rendered in the United
States or elsewhere may be unenforceable in Switzerland.
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ITEM 4: INFORMATION ON THE COMPANY

OVERVIEW

Swisscom isthe principal telecommunications provider in Switzerland, offering a comprehensive range of products
and servicesto residential and business customers. Asthe leading provider of fixed-line services, Swisscom offers
analog and digital access services. In addition, Swisscom offers broadband services over existing subscriber lines
using a technology commonly referred to as ADSL. At December 31, 2003, Swisscom provided, in Switzerland, 4.0
million fixed-line telephone access lines, of which 0.9 million were digital or ISDN lines and 0.5 million were being
used for ADSL access. I1n 2003, Swisscom billed an aggregate of 18.1 billion minutes of national transit and
interconnection traffic and terminated over 1.6 billion minutes of incoming international traffic on behalf of other
telecommunication service providers. Through Swisscom Maobile AG, in which Vodafone holds a 25% stake,
Swisscom is the |eading mobile telecommunications service provider in Switzerland, with 3.8 million subscribers to
its mobile service at December 31, 2003. Swisscom also offersafull range of state-of-the-art data services, from
leased lines to integrated solutions for its corporate customers. Swisscom holds a 95% stake in debitel, the largest
network-independent telecommunications provider in Europe, which had over 10 million customers at the end of
2003. In 2003, Swisscom had consolidated net revenue of CHF 14.6 billion, including revenue of CHF 4.6 hillion
attributable to debitel.

On April 29, 2004, Swisscom entered into an agreement to sell its 95% stake in debitel AG, including 2% it
acquired from ElectronicPartner in connection with this transaction, in aleveraged buyout by funds advised by the
private equity firm Permira (Permira Funds), for a purchase price of EUR 640 million (equity value). The purchase
price will be partially financed by Swisscom through the conversion of existing intercompany loans in the amount of
EUR 210 million into two vendor loan notes of EUR 105 million each, to be assumed by debitel
Konzernfinanzierungs GmbH, an indirect 100% owned subsidiary of the entity to be acquired by Permira Fundsin
the transaction. Consideration from the sale including the vendor loan notes will be recorded at fair value at closing
of the transaction. In determining the expected net sdling price for purposes of calculating the impairment charge at
December 31, 2003, management estimated the fair value of the vendor loan at an amount lower than its nominal
value. After deduction of the deferred portion of the purchase price, Swisscom expectsto receive EUR 430 million
in cash at closing. Pending the closing of the transaction, Swisscom’s debitel shares will be held in a blocked
account to prevent Swisscom from selling these shares otherwise than to the Permira Funds pursuant to the purchase
agreement.

Swisscom'’ s state-of-the-art telecommuni cations networks enable quick and cost-effective introduction of new
generation services. Swisscom’sfixed-line network features fully digitalized transmission and local switching and
fully integrated ISDN. Swisscom’s digital mobile network also utilizes specific technologies supporting a variety of
value-added services. Swisscom’s strategy focuses on the development of broadband services both in fixed-line and
mobile communications. To thisend, Swisscom continues to invest in capacity enhancement, geographical roll -out
and functional upgrades of its fixed-line broadband platform. Swisscom is currently capable of offering ADSL
access services to over 98% of the population of Switzerland. With respect to its mobile networks, Swisscom
continuesto build out its “third generation” UM TS network, while also investing in capacity enhancements and
functional upgrades of its existing GSM network, for example to further improve its mobile data services by using
general packet radio service, commonly referred to as GPRS, technology. See“ — Networks and Technology”.

The following table sets forth Swisscom'’s capital expenditures for the periods indicated.

CHF in millions Year Ended December 31,
2001 2002 2003
Fixed-line network ..........ccceeeecueeeeeerencnnn. 470 479 497
Mobile network 258 295 381
506 448 335
TOtAl o e 1,234 1,222 1,213




Prior to January 1, 1998, Swisscom was the state monopoly service provider and was subject only to limited
competition. On January 1, 1998, the Swiss telecommunications market was opened to full competition with the
implementation of the Telecommunications Act. Since then, alarge number of competitors have entered the Swiss
market, with intense competition in both fixed-line and mobile telephony and in services provided to business
customers. Although Switzerland is not a member of the EU, the Swiss market has been liberalized on the schedule
and in the manner set forth in the EU directives mandating the liberalization of telecommunications services in
member states, and Swisscom anticipates that recent amendments to EU regulations and future EU initiatives will
influence the development of the Swiss telecommunications regulatory regime. In March 2003, the Federal Council
adopted amendments to the Telecommunications Ordinance that require Swisscom to offer unbundled accessto its
local loop, as well as interconnection to leased lines, on a cost-oriented basis, with effect of April 1, 2003. Further,
in November 2003, the Federal Council submitted a bill to the Swiss Parliament with significant amendmentsto the
Telecommunications Act that would, among other things, implement the recent amendments to the
Telecommunications Ordinance into law. See” — Regulation— Unbundling of the Local Loop and I nterconnection
to Leased Lines’ .

Under the Telecommunications Act, Swisscom was required to continue to provide certain basic

telecommuni cations services comprising Universal Service throughout Switzerland until December 31, 2002, with a
number of such services subject to price ceilings. In June 2002, ComCom renewed Swisscom’s Universal Service
license for another five-year term. Under the terms of thislicense, ISDN access is part of Universal Serviceand is
subject to aprice ceiling.

Historically, Swisscom’ s operations were a part of the Swiss PTT, a dependent agency of the Swiss Government.
The Telecommunications Enterprise Act of 1997 (the “TUG”) established Swisscom as a special statutory stock
corporation. The TUG provides that the Swiss Confederation must hold a majority of the capital and voting rights
of Swisscom. Any reduction of the Confederation’s holding below a majority would require achangein law. In
December 2003, the Swiss government issued bonds convertible into Swisscom shares in the aggregate amount of
CHF 1.5billion and with a maturity of four years. If fully exercised, the bond issuance could result in a decline of
the Confederation’s stake in Swisscom from currently 62.7% down to 58.2%.

In 2002, Swisscom completed the process of spinning off individual businesses into subsidiaries under a holding
company which has responsibility for overall strategy and financial management of the group. The operating
subsidiaries are managed independently in order to increase competitiveness, transparency and flexibility in their
specific markets. The new organization allows for separate strategic partnerships with the possibility of equity
stakes being taken by third partiesin Swisscom’s individual businesses, as occurred in 2001, when Vodafone
acquired its 25% stake in Swisscom Mobile AG.

Swisscom’ s objective isto remain aleading and innovative multi-service provider of telecommunication servicesin
Switzerland. In its home market, Swisscom believes that the mobile business has growth potential, while the fixed-
line businessis, in spite of increasing broadband penetration, likely to erode over time. Accordingly, Swisscom
seeks to optimize its free cash flow from its existing businesses, while exploring other opportunitiesto create value
by acquisition. In thisregard, Swisscom continues to actively consider investment opportunities both in Switzerland
and abroad. Over the course of 2003, Swisscom has made small acquisitionsin the field of public wireless LAN
services and, in December 2003, one acquisition in the field of billing process outsourcing. Swisscom may also
consider other investments, including potentially large acquisitions, in the future. However, Swisscom’s investment
criteriaare strict and, therefore, should no suitable investment opportunity arise, Swisscom will return capital it does
not requireto its shareholdersin line with its return policy. See “Item 8: Financial Information— Dividend Policy”.

In the course of 2004, Swisscom intends, in accordance with its return policy, to return to its shareholders
approximately CHF 2 billion in the form of a share repurchase. See“Item 8: Financial Information— Dividend
Policy”.

Swisscom'’ s principal executive offices arelocated at Alte Tiefenaustrasse 6, 3050 Bern, Switzerland. For alist of
Swisscom’ s subsidiaries and affiliated companies, see Note 40 to the consolidated financial statements.



Overview of Revenue by Business Segment

In 2003, Swisscom operated in the foll owing business segments:
Fixnet provides fixed-line voice and I nternet access services to residential and business customersand a
comprehensive range of fixed-line telecommunication services to residential customers. In addition, Fixnet

provides awide range of wholesale services. Fixnet also offers avariety of other services, including the sale of
customer equipment, the provision of leased lines and the operation of adirectories database.

M obile provides mobile telephony, data and value-added servicesin Switzerland.

Enterprise Solutions provides national and international fixed-line voice telephony services to business
customers and offersleased lines, Intranet, private network and other services.

debitel isaprovider of mobile communications and value-added services in Germany and other European
countries.

Other covers mainly the sale of corporate voice communications equipment through Swisscom Systems, the
provision of IT services through Swisscom IT Services aswell as the operation of a pan-European network for
broadband Internet connectivity through Swisscom Eurospot.

Corporate includes Swisscom'’ s headquarter functions, group-company shared services, property rentals
through the real estate company Swisscom Immobilien and Swisscom’s programs under its social plan.

The following table sets forth external revenue generated by Swisscom’s segments for the periods indicated.

CHF in millions Year Ended December 31,
2001 2002 2003
4,845 4,762 4,498
3,220 3,373 3,434
