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Communication is, without doubt,

one of the cornerstones of human
civilisation. The application of science

and technology has led to the development
of modern telecommunications technologies
which, day by day, push back the frontiers
of our potential and our dreams.

Good communication connects people
and brings them closer together.

Quality telecommunications technology
and services are an indispensable part
of modern life.
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Letter from the Chairman of the Board of Directors and CEQO

Dear Shareholders,

Let me briefly comment on the activities of the CESKY TELECOM Group in the first half of
2004. These include the Group’s focus on the development and roll out of new growth
services, improvement of operating and financial efficiencies to achieve operating and
capital expenditures savings in order to protect margins, and generation of free cash flows.
The dynamics of the telecommunication market and our results during this period confirmed
that the Group is on track to achieve its transformation goals, as presented in November of
last year, in order to further contribute to shareholders” value.

The first six months of 2004 showed a continuing growth of demand for Internet, data and
other value-added services, both in the fixed line and mobile technology areas. The range of
products and services of the CESKY TELECOM Group has espoused the trend, while still being
most accommodating to the ever-changing needs of our customers. One of the main goals of
the Group continues to be providing quality services, thereby meeting customers’ needs in
the highly competitive and dynamic Czech telecommunications market.

In line with our efforts, in May, we launched INTERNET EXPRESS, a new broadband Internet
service, which also offers attractive voice service programs bundled under a single monthly
fee. To follow up on this service, we, as the first operator in Central and Eastern Europe to
offer an entertainment service, launched a unique entertainment portal from which our
customers can download movies and music. We believe that the expanded offer will help to
increase our share of revenues from Internet and similar fixed line technology services, thus
partly compensating for the declining revenues from traditional voice services.

Furthermore, the offering of Eurotel, our 100% subsidiary, which is fully consolidated in
CESKY TELECOM Group’s results, focused primarily on the area of mobile data services. As an
example, Eurotel is marketing music downloads, the first European mobile operator in history
to offer this service. In addition, Eurotel’s integrated web and mobile portal enables
customers to set-up their handsets and services, and provides games, news, and other
information services.

The first results of synergies between CESKY TELECOM and Eurotel are beginning to emerge.
INTERNET EXPRESS is also being sold through Eurotel’s brand stores. Further, in the area of
data services, both companies offer seamless wireless Wi-Fi Internet access by means of
mutual roaming. The joint network covers 163 hot spots in the Czech Republic.

Full consolidation of Eurotel’s results had a positive effect on the financial profile of the
CESKY TELECOM Group in the first half. Consolidated revenues grew 23% year on year to CZK
31 billion, while operating costs increased to CZK 16 billion over the same period, resulting
in a consolidated EBITDA of CZK 15 billion and EBITDA margin of 49%. Performance of the
CESKY TELECOM Group, measured by EBITDA margin is still above the average of other
companies in the telecommunications industry, despite the ongoing unfavorable regulatory
environment.

These results are evidence of management’s focus on improving operating and financial
performance, operating and capital expenditure discipline, free cash generation and gradual
debt reduction. The fixed line business has also achieved significant operating and workforce
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improvement. Fixed line headcount was reduced by 26% compared to the same period last
year, improving the operating efficiency indicator of lines per employee by 30% yoy to 368
as at the end of June 2004.

An important event for the company’s shareholders in the first half of 2004 was the declaration
of a dividend, which was approved by the General Meeting on June 24, 2004. The gross dividend
amounts to CZK 5.476 billion, or CZK 17 per share, and is payable on October 20, 2004.

Goals of the company management for the second half of the year are based on the
Transformation Program and follow the results of the first six months. One of the main
objectives continues to be meeting our customers’ needs while remaining focused on
operating and financial performance, low capital expenditure and high free cash flows.

Gabriel Berdar
CHAIRMAN OF THE BOARD OF DIRECTORS AND CEO

28 JULY 2004
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:of Events - 1st Half of 2004

January

> CESKY TELECOM established 15 thousand ADSL connections over the country, less than 10
months since the launch of the service.

> Eurotel introduced four new Top service packages of services for corporate and residential
post-paid customers (Eurotel Top Minuty, Eurotel Top SMS, Eurotel Top Noc, Eurotel Top
Pevnd).

February

> CESKY TELECOM started the pilot operation of a flat-rate dial-up Internet access service.

> CESKY TELECOM announced its selected preliminary unaudited consolidated results for fiscal
year 2003 prepared according to International Financial Reporting Standards. Eurotel
extended its general partnership agreement with football club AC Sparta Praha fotbal, a.s.,
by another three years.

March

> Users of dial-up Internet access service of CESKY TELECOM can now establish a data
connection 30% faster on average.

> CESKY TELECOM announced its audited consolidated financial results for fiscal year 2003
prepared according to International Financial Reporting Standards. With revenues of CZK
51.5 billion, the CESKY TELECOM Group showed a consolidated loss of CZK 1.8 billion, mainly
due to the one-off impairment charge of CZK 9.9 billion.

> Eurotel launched Eurotel Live!, its first integrated web and mobile portal.

> Eurotel became the winner of the International Stevie Award in the “Overall Design”
category for the Best Corporate Website.

> Eurotel became the sponsor of World Ice Hockey Championship 2004.

April

> CESKY TELECOM approved the Founder’s Deed of subsidiary company Eurotel Praha, spol. s r.o.
The document replaced the previously valid Articles of Association between the owners.

> CESKY TELECOM, Siemens and T-Systems agreed on co-operation in the area of electronic
toll systems.

> ADSL Internet access has been taken up by almost 21 thousand CESKY TELECOM customers.

> CESKY TELECOM announced its unaudited consolidated financial results for the first quarter
of 2004. The results were prepared under International Financial Reporting Standards and
include the full consolidation of Eurotel, a wholly owned subsidiary company.

May

> CESKY TELECOM customers can now send SMS messages from their fixed lines for CZK 1.

> CESKY TELECOM obtained a permission for pilot operation of digital television broadcasting
from the Czech Telecommunications Office.

> CESKY TELECOM launched INTERNET EXPRESS, unlimited data broadband Internet service.

> CESKY TELECOM is the first operator in Central and Eastern Europe to launch a unique
entertainment portal www.starzone.cz.

> CESKY TELECOM and Eurotel concluded a roaming agreement, providing for mutual sharing
of Wi-Fi Hot Spots.

> Eurotel paid CESKY TELECOM part of the retained profits from previous periods, amounting
to CZK 4 billion.

June

> CESKY TELECOM's Regular General Meeting was held, attended by shareholders owning
65.8% of shares. The shareholders approved a proposal of the Board of Directors for the
payment of a dividend for 2003 of CZK 17 per share from a part of retained profits from
previous years, in a total amount of CZK 5.476 billion.

> Potential coverage of broadband Internet access increased to 63.5% of all telephone lines
of CESKY TELECOM. The service is now available to 2,285,000 customers.

> The Czech Telecommunications Office extended CESKY TELECOM’s telecommunications
license for public telecommunications network operation by including digital television and
radio signal broadcasting via terrestrial transmitters. CESKY TELECOM has fulfilled another
condition to launch its own commercial digital television broadcasting.

> Eurotel, together with Chaoticom, a music service provider, was awarded MEF Best
Contribution to Mobile Music 2004 and MEF Best in Show 2004 for Jukebox service.
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4.1 | Report

4.1.1. | Czech telecomunication market in the first half of 2004

The Czech telecommunication market during the first six months of 2004 confirmed the
trends seen in the previously reported periods and was marked by continued competitive
pressures from both fixed and mobile operators, growing fixed lines usage in favor of data
services and value added services, and the persisting unfavorable regulatory environment.
The country’s fixed line penetration declined moderately to 34% compared to the same period
in the previous year, while the penetration of mobile SIM cards is approximately 100%.

The telecommunication market in the first half of 2004 was impacted by the change in the
VAT rate charged to telecommunication services, which increased from 5% to 22% since
January 2004 and subsequently decreased to 19% since May 2004. These regulatory changes
resulted increased costs for customers. CESKY TELECOM Group tried to compensate for the VAT
changes by expanding new services and price plans, which provide customers more value from
fixed line and partially mitigate the revenue impact of the increase in VAT rate. On the other
hand, the performance of the Group was positively influenced by the decrease of corporate
tax to 28% from 31% effective from January 1, 2004.

The Czech Telecommunication Office, the industry reqgulator, made decisions that effectively
decreased the interconnection charges for calls terminated in both fixed and mobile networks
in the first half of 2004. While the interconnection charges for calls to fixed networks
decreased on average by 20% from January 8, 2004, the interconnection charge for calls to
mobile networks dropped by 13% as of April 1, 2004. CESKY TELECOM disagreed with the fixed
networks interconnection charges because, from the company’s perspective, the pricing
decisions do not comply with the Telecommunication law.

4.1.2. | New products and services

Fixed line business

One of the key objectives of CESKY TELECOM is to provide its customers with quality services
at prices that meet their needs in such a competitive and dynamic telecommunication market.
During the first six months of 2004, CESKY TELECOM introduced several new products and
services to meet this target.

In the area of voice services, CESKY TELECOM introduced new tariff packages for households
and SMEs effective from January 2004, which provide customers more value from fixed line
and partially mitigate the revenue impact of the increase in VAT rate. The company currently
offers six “Telefon” packages for residential, and “Business” packages for SMEs segment which
include free minutes for domestic calls and Internet dial-up connectivity. The “Telefon
Universal” (“Business Universal”) package provides calls including Internet dial-up at the
best prices, while the “Telefon Universal dialog” (“Business Universal dialog”) package
provides customers with a unique pricing of CZK 9.90 for the first hour of the call. The price
relates to all calls (local and long distance, peak and off-peak) to all fixed lines in the Czech
Republic. The newly introduced packages also allow unused free minutes transfer. More than
500,000 customers, who subscribed to the new “Telefon” programs during the first half of
2004, underline the success of the new pricing plans.

For cheap international off-peak callings (the Xcall service), CESKY TELECOM expanded the
number of destinations to 44 including all the countries of the enlarged EU.
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A significant event in the area of data services is the joint offering of CESKY TELECOM and
Eurotel in wireless Internet access via Wi-Fi Hot Spots. The users of Wi-Fi Hot Spots provided
by CESKY TELECOM and WiFi Jet provided by Eurotel can use the Hot Spots of both companies
for the same rates on the basis of mutual roaming. The entire network amounts to 163 hot
spots with connection capabilities, making it the biggest in the country.

From May 12, 2004, CESKY TELECOM introduced INTERNET EXPRESS, the new offering in the
area of broadband Internet. The existing retail portfolio of ADSL services is being offered
under the new brand name “Internet Broadband” (previously IOL Broadband) with unchanged
prices and speeds. INTERNET EXPRESS, with maximum speeds of 512 kb/s and 1,024 kb/s,
offers unlimited data broadband Internet bundled with attractive voice programs, Telefon
Universal or Telefon Universal Dialog, which are bundled under a single fee package.
INTERNET EXPRESS is sold also through Eurotel’s brand stores to support the broadest
distribution. The success of the new service is underlined by the number of daily retail
installations, which increased to 200-300 from 50. CESKY TELECOM’s ADSL technology
coverage in the Czech Republic reached 64% of fixed lines at the end of June 2004.

On May 13, 2004, CESKY TELECOM, the first operator in Central and Eastern Europe to offer
an entertainment service, launched a unique entertainment portal called StarZone.cz.
The new service enables Internet users, who connect to the Internet via CESKY TELECOM,
to download movies and music. A license to view and/or listen can be purchased depending
on the number of times the movie is played or for a selected length of time (e.g. 24 hours).
A basic portfolio of several tens of Czech and foreign titles, including independent works,
documentaries, TV series, and fairy tales is planned to be expanded continuously.

Following the expansion of the company’s line of business into TV and radio transmission and
following the extension of the telecommunications Llicense approved by the Czech
Telecommunications Office and allocation of frequencies, CESKY TELECOM launched the pilot
digital television transmission in the first half of 2004.

Besides expanding its portfolio, CESKY TELECOM focuses also on customer care improvement.
The company reduced the average time for billing claim settlement by 71% and the average
installation time of retail ADSL connection by 61% during the first half of 2004.

Mobile business

In the first half of 2004, Eurotel confirmed its leading position with the continuous launch
of new mobile data services for both corporate and private customers, and tariff and Go
prepaid customers. Tariff customers saw the introduction of a package that combined Eurotel
Data Nonstop tariff, voice service tariffs and attractive prices for GPRS based handsets. For
users of Go prepaid services, Eurotel introduced unlimited Internet and WAP access via GPRS,
under Go Data Nonstop service brand name.

Eurotel introduced a new tariff, Eurotel WiFi Jet Nonstop, for wireless Wi-Fi technology users.
This service offers unlimited high-speed access for a monthly flat charge. Roaming agreement
on mutual sharing of Wi-Fi access points enables CESKY TELECOM and Eurotel to offer their
customers the largest Wi-Fi network and the best coverage in the Czech Republic. In addition,
Eurotel introduced a new Eurotel WiFi Jet Basic tariff suitable for Wi-Fi customers with a
usage up to 90 hours per month.

Interest in data services was also driven to at large extent by the attractive content available
via mobile phones anytime and anywhere. Eurotel introduced a whole suite of services of this
kind during the first half of 2004. Eurotel was the first mobile operator in Europe offering
Jukebox, a service that enables customers to download and play music on mobile handsets.
Eurotel cooperated with Chaotiom, the technology and software company, to develop and
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design this service. BMG, Warner Music, and Sony provide the multimedia content of Eurotel
Jukebox service including songs, ring tones, true tones, preview clips, and pictures. In June
2004, Eurotel Jukebox service won its category in the first year of Mobile Entertainment
Forum (MEF) awards. MEF is an association for the development of mobile entertainment.
Eurotel Jukebox was awarded the MEF Best Contribution to Mobile Music 2004 and MEF Best
in Show 2004.

Eurotel also launched a new integrated web and mobile portal Eurotel Live! Customers are
able to set up mobile phones, activate, order and use services via the Internet and WAP.
The portal offers news, games and information covering the areas of entertainment, music
and sports. Eurotel, as a long-standing general partner of the Czech National Ice Hockey Team
and the official sponsor of the World Ice Hockey Championship 2004, offered its customers
a broad choice of unique services and products via the Eurotel Live! Portal. Following the
success of Eurotel Live!’s Ice Hockey news, Eurotel introduced a similar offering of football
news from the EURO 2004 Football Championship in June 2004. Eurotel provided on-line news
and scores overview via SMS and MMS, multimedia news based on football themes, ring tones,
logos, unique JAVA game and other services. The offering of services prepared in connection
with the SuperStar reality show (Czech Pop Idol) via the Eurotel Live! Portal was also
extremely popular.

During the first half of 2004, Eurotel expanded its offer of “Top” packages that were
introduced in 2003, and recorded a significant response from customers. These were: Top SMS,
Top MMS, Top Minuty, Top Volani, Top Noc and Top Pevna. For a unified monthly charge,
customers can gain more SMS or MMS, minutes of calling at better prices, enabling customers
to tailor make services for their own individual needs.

During the first half of 2004, Eurotel acquired new important corporate clients, such as Lesy
Ceské republiky, and renewed contracts with a large number of existing corporate customers.
Eurotel offered the extension of VPN Nonstop service, which enables nonstop free calls within
a company for a monthly charge. Since the beginning of 2004, Eurotel VPN Nonstop included
free calls to an additional 10 phone numbers outside of the VPN network that are part of
Eurotel Team service. Eurotel Office Connector is another service tailored to business
customers. It helps them meet their individual needs to access company e-mail, calendar,
contacts and tasks from their mobile phone. Eurotel SMS Connector service helps business
customers to improve communication with their clients and business partners, and also with
employees within their company. Eurotel also introduced new mobile solutions for trading
companies selling goods and services via sales representatives, making their business more
effective.

Loyalty programs are becoming more important in the Czech mobile market, which has
penetration approaching the level of 100% activated SIM cards. Eurotel offered its tariff
customers mobile handsets at more attractive prices within the Benefit program. In the first
half of 2004, Eurotel introduced the Go bod program for its users of pre-paid services. While
recharging, prepaid customers collect points that represent calling credits, and credits for
SMS and MMS.
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4.2 | Comments on financial results

Consolidated financial results

CESKY TELECOM Group’s consolidated financial statements, which are prepared in accordance
with IFRS, include the full consolidation of Eurotel, a 100% subsidiary, in the first half of
2004. The full consolidation of Eurotel’s results significantly influenced the consolidated
results of CESKY TELECOM and has had a positive impact on the financial profile of the Group,
when compared to the first half of 2003 financials. This is a result of the change in
consolidation following the acquisition of a 49% stake in Eurotel in November 2003. In the
first half of 2003, CESKY TELECOM Group's consolidated financial statements included the 51%
proportionate consolidation of Eurotel.

For the first half of 2004, CESKY TELECOM Group’s total consolidated revenues reached CZK 31.1
billion, up 23% yoy when compared to the same period of 2003. Total consolidated operating
costs (excluding depreciation and amortization) reached CZK 15.9 billion. As a result,
consolidated EBITDA reached CZK 15.2 billion, representing an above industry average EBITDA
margin of 49%. EBITDA margin, when adjusted for one-off restructuring charges, including
ones for transformation costs, reached 50%.

Consolidated depreciation and amortization in the first six months of 2004 amounted to CZK
10.4 billion, up 13% yoy, mainly due to the change in consolidation. On the other hand,
the charge was positively influenced by the one-off impairment charge of CZK 9.9 billion,
accounted for in the 2003 financial statements, effectively decreasing the depreciation base.

Consolidated earnings before interest and tax (EBIT) reached CZK 4.7 billion, and
consolidated earnings before tax (EBT) reached CZK 4.3 billion, representing yoy increases of
45% and 44% respectively. Net profit reached CZK 3.3 billion, up 46%, also positively
influenced by the reduction in the Czech corporate tax rate.

CESKY TELECOM Group’s consolidated debt as at the end of June 2004 amounted to CZK 31.2
billion, which almost doubled when compared to the end of the same period last year,
representing a gross leverage of 35% and net leverage of 34%. The significant increase in
leverage was mainly the result of syndicated loan of EUR 850 million for the purchase of the 49%
stake in Eurotel in November 2003, and general corporate purposes, and a decrease in equity
as a result of the aforementioned impairment charge of CZK 9.9 billion, and a CZK 18.5 billion
dividend payment in October 2003. Substantial free cash flows generated by the CESKY TELECOM
Group in the first half of 2004 enabled the partial repayment of the syndicated loan, which
resulted in a 31% decrease in the consolidated debt during the course of the first six months.

The CESKY TELECOM Group strategy has been continuously focused on maintaining capex
efficiency. Total consolidated capex for the first half of 2004 amounted to CZK 2.3 billion
of which CZK 1.3 billion represented capex in the mobile segment. When compared to the
overall consolidated revenues, the capex ratio to revenues was 7.3%, providing a good basis
for reaching the full year target of no more than 12%.

The high level of EBITDA and low capex have helped to produce significant free cash flows
of CZK 9.8 billion.

At the Annual General Meeting held on June 24, 2004, the shareholders of the company
approved a dividend payout from part of the previous years’ retained profits amounting to
CZK 5.476 billion, i.e. CZK 17 per share. The record day for the dividend payout was July 9, 2004.
The dividend will be paid on October 20, 2004. The 2003 dividend, despite the recorded loss
reflects the company’s healthy financial profile, volume of the retained profits of previous
years, and also the expected generation of free cash flows and profits.
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Fixed Line Business Overview*

The fixed line business results in the first half of 2004 have been marked by continuing
growth of the Internet and data services share of total revenues. The increased usage of the
Internet services by CESKY TELECOM's customers is evidenced by the share of Internet dial-up
traffic of the overall traffic originated by customers of CESKY TELECOM, amounting to 54%.
On the other hand, revenues from traditional voice continued to decline as seen in the
previously reported periods.

Following the above mentioned trends and aiming to ameliorate revenue declines from voice
services, CESKY TELECOM introduced several aforementioned new services and packages,
providing customers with more value for their telecommunication needs and partially
mitigating the VAT impact. In terms of telecommunications industry regulation, an
unfavorable environment persists, impeding the infrastructure development and investments
to new technologies. Contrary to the effective EU legislation and regulations, there are
ongoing efforts to regulate services offered on ADSL technology, putting potentially at risk
the development of Internet access in the Czech Republic.

Revenues in the segment of fixed lines declined 7% to CZK 17.4 billion in line with the
preceding periods, driven mainly by declines in traditional voice services which were not fully
compensated by the increase in data and value added services. During the same period,
operating costs dropped 7% yoy to CZK 9.4 billion, which resulted in EBITDA of CZK 8 billion,
representing a 46% margin. EBITDA excluding one-off items amounted to CZK 8.2 billion,
being EBITDA margin of 48%.

During the period, a continued increase was seen in revenue items such as Internet,
Data services, and value added services, which grew 16% yoy to CZK 1.7 billion. Revenues
from Internet grew 5% yoy to CZK 292 million. Revenues from data services grew 13% yoy to
CZK 790 million. Revenues generated from the broadband service INTERNET EXPRESS reached
CZK 169 million, an eight-fold increase over the same period last year, while total ADSL
connections reached around 30 thousand at the end of June 2004. While the net additions
of ADSL connections were 5 thousand in the first quarter, it reached almost 12 thousand in
the second quarter. CESKY TELECOM’s share of broadband Internet access on ADSL increased
to almost 65% from 60%, and the share of newly installed connections reached nearly 80%.
Following the successful coordination of a joint strategy for fast Internet via CDMA
technology in May 2004, the company commenced further investments into the broadband
business, the June sales increased six-fold compared to the monthly performance at
beginning of the year.

Revenues from other network operators grew 17% yoy to CZK 1.8 billion during the first half,
driven by a 54% yoy increase in revenues from domestic operators to CZK 1 billion. This was
mainly due to increased termination and origination traffic. The Czech Telecommunication
Office, through its price decision, artificially favored other licensed operators at the expense
of CESKY TELECOM. Like in other cases, this decision is being challenged in the courts.
In spite of this, the growth in traffic generated by other operators’ customers has nearly
stopped in the second quarter of 2004, thus demonstrating CESKY TELECOM's success
in customer acquisition and retention. On the other hand, revenues from international
network operators declined 11% yoy to CZK 796 million due to lower transit traffic. Revenues
from leased circuits grew 2% yoy to CZK 1.4 billion.

Revenues from communications voice services declined 24% yoy to CZK 5.5 billion,
while revenues from monthly subscriptions and connection charges dropped a moderate 2%
to CZK 6.1 billion. The overall number of fixed lines of CESKY TELECOM stood
at 3,471 thousand, down 4% yoy, when compared to the same period last year. Other

* before consolidation adjustments
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revenues, including equipment sales and sales of material amounted to CZK 918 million and
remained stable compared to the same period of the previous year. This category includes
several one-off items, like insurance settlements and proceeds from the sale of cars,
amounting to CZK 458 million.

The greatest contribution to the overall operating costs reduction was staff costs, including
severance pays, declined 5% yoy to CZK 3.2 billion. This was driven by staff reduction of 26%
yoy to 9,444 at the end of the period. This has provided a solid basis to meet the year-end
headcount target, less than 9,000 employees. The total amount of severance payments
included in the first half of 2004 staff costs was CZK 311 million. The decrease in headcount
helped to improve the operational efficiency measured by the numbers of fixed Llines
per employee, which increased significantly 30% yoy to 368 at the end of June 2004.
Another indicator for efficiency improvement is revenue per employee, which amounted
to CZK 1.7 million in the first half, up 21% yoy.

The headcount decrease was also supported by the improvement of internal processes, which
is one of the goals of the Transformation Program. The operational efficiency improvement
was achieved through the projects such as centralization of business and corporate segment
claim centers, centralization of network management into one principal and one backup
center, network access from 360 to 74 points, and network administration and documentation
from 72 to 24 sites.

Payments to other network operators amounted to CZK 2.4 billion, down 5% yoy. This
decrease was the result of an 18% yoy decline in payments to domestic network operators to
CZK 1.6 billion, while the payments to international operators reached CZK 801 million,
up 38% yoy.

The majority of other operating costs items decreased in the first half, with the exception
of equipment and material cost of sales growing to CZK 313 million, up 83% yoy. The most
significant reductions are reported in material and energy consumption, down 11% yoy
to CZK 488 million, marketing expenses down 25% to CZK 238 million, while repair and
maintenance declined 2% to CZK 902 million. Other operating costs, which include operating
and building expenses, consultancy and other costs, declined in aggregate 15% yoy
to CZK 1.9 billion. The net book value of cars disposed in the car fleet outsourcing process
is the major item in the one-off costs disclosed under other costs.

Operating costs, excluding the one-off items relating principally to the Transformation
Program, decreased 9% compared to the same period of the previous year.

Mobile Technology Overview*

For the first half of 2004, total Eurotel revenue grew 3% yoy to CZK 14.6 billion, operating
costs excluding Depreciation and Amortization grew 9% yoy to CZK 7.4 billion. As a result,
EBITDA was CZK 7.2 billion and EBITDA margin reached the level of 49% in the first half
of 2004 in comparison with CZK 7.3 billion and 52% margin in the first half of last year.

Both revenue and operating costs were driven by several external factors in the competitive
environment of a very saturated Czech mobile market, with SIM card penetration approaching
a level of 100%. Increased VAT and the regulatory decision lowering the interconnection
charge since the second quarter also impacted the performance in the first half of 2004.
Increasing demand for data and Internet and value added services were the most recent
trends positively affecting the telecommunications business. Most of Eurotel’s new services
introduced during the first half of 2004 were of this kind.

Communication traffic revenues continue to represent the Eurotel’s largest revenue stream

* before consolidation adjustments
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while its share of total revenues has been decreasing thanks to the growing popularity
of non-voice services. Communication traffic revenues were CZK 5.9 billion, down by 7% yoy
while revenues from SMS, MMS, Internet and data services and value added services reached
CZK 1.8 billion, up 17% yoy. In the first half of 2004, Eurotel customers sent and received
1,126 million SMS compared to 1,084 million SMS in the same period last year. Also, the
number of customers who have activated MMS service increased to 354 thousand at the end
of the period. Thanks to a complex and unique offering of data services, Eurotel’s total GPRS
traffic increased from 3 thousand GB in the first half of 2003 to 94 thousand GB in the first
half of 2004. The most successful of these services was unlimited Internet access, the Eurotel
Data Nonstop service. The number of users of the Eurotel Data Nonstop service increased from
the beginning of 2004 by 76% to 56 thousand customers at the end of the first half of 2004.

The number of Eurotel’s activated SIM cards increased during the first half of 2004 by
105 thousand to 4,320 thousand, which was approximately the same as year ago. The total
number of activated SIM cards increased 8% yoy when compared to 12% yoy increase in the
first half of last year. The number of GSM prepaid customers increased 5% yoy
to 3,348 thousand and the number of GSM contract customers increased 21% yoy to
936 thousand while the churn of GSM contract customers (annualized) was 10% in the first
half of 2004 vs. 12% in the same period last year. Development of the number of activated
SIM cards had an impact on connection charges which grew 11% yoy to CZK 202 million,
subscription charges which grew 8% yoy to CZK 2.6 billion, and together with increasing
interest in data and internet services, also on revenues from equipment sales and sales of
material, which grew 25% yoy to CZK 570 million. Demand for “intelligent” mobile phones
was fueled by an increased number of customers interested in new data services, including
access to attractive content.

The total number of activated SIM cards increased during the first half of 2004 but the
increase has slowed down when compared to the previous periods. Furthermore, there has
been an increased number of mobile service users who owned more SIM cards in order
to optimize their mobile service spending. This has had an impact on ARPU (average service
revenue excluding roaming visitors per user per months) and MOU (average minutes of use
per user per month). In the first half of 2004, ARPU reached a level of CZK 509 vs. CZK 545
for the same period last year; MOU was 86 minutes vs. 89 minutes. The total number
of incoming and outgoing minutes increased 4% yoy to 2.2 billion minutes. Revenues from
other network operators reached CZK 3.4 billion vs. CZK 3.2 billion in the first half of 2003.

Operating costs have been driven by the similar external factors as were revenues, and have
been helped by an emphasis put by Eurotel’s management on efficiency of cost spending.
The largest operating cost categories were payments to other network operators
of CZK 2.9 billion vs. CZK 2.6 billion last year, equipment and material cost of sales which
grew 30% yoy to CZK 1.4 billion, marketing and sales which increased 2% yoy to CZK 563 million
and staff costs which grew 6% yoy to CZK 821 million. The number of employees at the end
of the first half of 2004 was 2,463 vs. 2,439 employees at the end of the same period last year.
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Outlook for 2004

The CESKY TELECOM Group will strive to meet and drive customer needs in the rapidly
changing telecommunications market while remaining focused on operational and financial
efficiencies, as previously announced in the Transformation Program in November of last year.
CESKY TELECOM will strive to exploit new business opportunities in order to replace revenues
from traditional voice services. The main aspects of financial management of the CESKY
TELECOM Group will remain focused on above average EBITDA margins, low capex levels and
strong free cash flows, which are the key parameters of operating efficiency. Regulation
is additional area of interest. The Group will strive to achieve a transparent regulatory
framework, which will not harm single competitors, and which will respect the basic
principles of the current Telecommunication Act, new Act on Electronic Communication and
EU directives.
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At the Regular General Meeting held on June 24, 2004, shareholders approved the regular
unconsolidated financial statements for 2003 in compliance with the Act on Accounting
and other relevant legislation of the Czech Republic, and the consolidated financial
statements according to International Financial Reporting Standards (IFRS), recommended
for approval by the Supervisory Board. Shareholders also approved a proposal of the Board
of Directors for the payment of a dividend of CZK 17 per share from part of the retained
profits of previous periods, in a total amount of CZK 5.476 billion. It was decided that the
relevant record day for the payment of these dividends will be July 9, 2004, and the date of
payment will be October 20, 2004. Payment of dividends for 2003, despite the recorded loss,
takes into account not only the company’s healthy financial profile, and volume of the
retained profits of previous years, but also the expected generation of free cash flows and
profits.

The General Meeting also approved amendments to the Articles of Association proposed
by the Board of Directors, which, however, did not change the corporate governance model
of CESKY TELECOM. The amendments reflect changes to laws and regulations, which became
effective from May this year. In addition, the changes relate to the competency of the
Supervisory Board and the Board of Directors, including a modified scope of authority for the
Supervisory Board Committees (the Staff and Remuneration Committee, the Finance and Audit
Committee). Other changes relate to the company’s line of business, which was expanded to
include TV and radio transmission. This allows CESKY TELECOM, following the extension of the
telecommunications license approved by the Czech Telecommunications Office and allocation
of frequencies, to operate digital television broadcasting on a commercial basis.

The General Meeting confirmed the appointment of co-opted Supervisory Board members,
Petr Polak and Martin Fassmann as members of this body, and elected three new members,
Ivana Krynesova-Gage, Jifi Hurych and Stanislav Bélehradek. The new members replaced
Ondfej Felix, Adam Blecha and Hana Dolezalova who resigned their memberships in the
Supervisory Board as of the day of the General Meeting.

Following the Regular General Meeting in June, the Supervisory Board elected Jifi Hurych as
its Chairman, Zdenék Hruby, as the 1st Vice Chairman, and Lubomir Vinduska, a member of
the Supervisory Board elected by the employees, as the 2nd Vice Chairman. Further, personnel
changes were also made to the committees established by the Supervisory Board.

The General Meeting approved an amendment to the rules for remuneration of the members
of the Board of Directors and the Supervisory Board, part of which is a retention
and motivation remuneration system, called the Compensation Plan. According to the Plan,
the remuneration will reflect the development of the market value of CESKY TELECOM shares.
The Compensation Plan is not a share or share option plan. It only provides monetary
remuneration depending on the value of the company’s shares traded on the market over
a specified period. Remuneration will be paid in eight quarterly payments in 2005 and 2006,
provided the shareholder control of the company does not change during this period. The goal
of the Plan is to further align top management’s interests with the corporate objectives
in order to further support shareholders’ value.

The primary goal of the CESKY TELECOM management has been to assume control over
financial flows and management of Eurotel, its 100% subsidiary company. In line with this
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Composition of the Board of Directors and the Supervisory Board

of CESKY TELECOM, as at July 31, 2004:

BOARD OF DIRECTORS SUPERVISORY BOARD
Gabriel Berdar Jiti Hurych
CHAIRMAN OF THE BOARD OF DIRECTORS CHAIRMAN OF THE SUPERVISORY BOARD

Juraj Sedivy Zdenék Hruby
1ST VICE-CHAIRMAN OF THE BOARD OF DIRECTORS

Petr Slovacek Lubomir Vinduska
2ND VICE-CHAIRMAN OF THE BOARD OF DIRECTORS
Michal Hefman MEMBERS OF THE SUPERVISORY BOARD:
MEMBER OF THE BOARD OF DIRECTORS

Vlastimil Barbofak
Roman Stupka
MEMBER OF THE BOARD OF DIRECTORS

Stanislav Bélehradek
Martin Fassmann
Pavel Herstik

Jan Juchelka

Martin Kovar
Miloslav Krch

Ivana Krynesova-Gage
Pavel Kuta

Petr Polak

Dusan Starecek

Petr Zatloukal

objective, the Board of Directors of CESKY TELECOM named Michal Hefman and Martin Bek as
the new statutory representatives of Eurotel, replacing Terrence Valeski and Lubo$ Borik.
The statutory position of Jaroslav Kubista remains unchanged.

The Board of Directors of CESKY TELECOM approved Eurotel’s Founder Deed, which replaced the
previous Memorandum of Association between CESKY TELECOM and Atlantic West B.V. The
Founder Deed established a new body of Eurotel - a five member Supervisory Board. Ondfej
Felix, Jan Juchelka, Zdenék Hruby, Adam Blecha and Petr Zatloukal became the members.
In July 2004, Jifi Hurych and Martin Kovar, who replaced Ondfej Felix and Adam Blecha, were
appointed as members of the Supervisory Board of Eurotel. The Supervisory Board of Eurotel
elected Jifi Hurych as its Chairman, and Zdenék Hruby continues to be Vice-Chairman.

1ST VICE-CHAIRMAN OF THE SUPERVISORY BOARD

2ND VICE-CHAIRMAN OF THE SUPERVISORY BOARD
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Following the resignation of Terrence Valeski, Chief Executive Officer and Robert Bowker,
the Chief Finance Officer of Eurotel, the statutory representatives of Eurotel named
Michal Hefman as acting Chief Executive Officer in June and Marcela Malivankova as acting
Chief Financial Officer in May.

The new members of the Supervisory Board, elected at the Regular General
Meeting on June 24, 2004:

Jifi Hurych | *1968

Studied at Secondary School of Construction, Mélnik. In 1991-1994 studied at the Graham
School of Management, Saint Xavier University, Chicago. Undertook a number of international
courses and residencies in the area of management and marketing. Presently he is a student
at the U.S. Business School - Rochester Institute of Technology, Prague. He started his
professional career in 1994 in Kaucuk Kralupy. From 1995, worked in executive management
of Komer¢ni banka: Director for Segments and Products, Deputy Director for Division Financial
Markets, Deputy Director for Sales Division Management. Specialized in marketing, corporate
restructuring, crisis management and acquisitions. In 2002-2004 was Chairman of the Board
of Directors and Chief Executive Officer of Skoda Praha.

Stanislav Bélehradek | *1943

Graduated from the Engineering Faculty of the Technical University, Brno, in 1967.
In 1967-1985, worked in various executive management positions in Minerva Boskovice and
Karborundum Kunstat. Until 1989, worked as an executive manager of non-agricultural
businesses of Lysice Collective Farm, later went into politics. In the last 14 years, he occupied
a number of high political functions, for instance Member of Parliament of the Czech Republic,
Minister for Economic Competition and Senator. In 1992-1998, he was President of the Office
for Protection of Economic Competition. Presently he is verifier of the Committee for Regional
Development, Public Administration and Environment, verifier of the Senate and member of
the Standing egation of the Czech Republic to the Parliamentary Assembly of th
Organisation for Security and Co-operation in Europe.

Ivana Krynesova-Gage | *1948

Graduated from the University of Economics, Prague, and qualified as authorized securities
salesperson with the Finance and Securities Authority, London. From 1980 to 2003, lived in
the United Kingdom and USA where she worked as investment banker for Citibank, Lehman
Brothers, James Capel and Morgan Stanley. From January 2003 she has been Advisor
to Deputy Prime Minister and Minister of Finance.
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6.1 | Consolidated financial statements - 1st Half of 2004

These consolidated financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS).
These statements are unaudited. In 2004 Eurotel Praha has been consolidated on a full basis (figures for previous years were
consolidated on a proportional basis). All amounts are in CZK million.

These consolidated financial statements were approved by the Board of Directors on 28 July 2004 and were signed on its behalf by:

O ﬁ‘“‘\{'
Gabriel Berdar Juraj Sedivy
Chairman of the Board of Directors Chief Financial Officer
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6.2 | Stand-alone financial statements - 1st Half of 2004

Financial statements were prepared in accordance with the Act on Accounting and other relevant legislation of the Czech Republic.
These statements are unaudited. All amounts are in CZK thousand.
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These financial statements were approved by the Board of Directors on 28 July 2004 and were signed on its behalf by:

Do, =

Gabriel Berdar Juraj Sedivy
Chairman of the Board of Directors Chief Financial Officer
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Shareholder information

CESKY TELECOM's shareholders structure as at June 30, 2004 was as follows:

CESKY TELECOM belonged to the most traded companies on the Prague Stock Exchange (BCPP) in the first half of 2004 measured by
market capitalization and trade volumes. Market capitalization reached CZK 103 billion at June 30, 2004, the average daily trade
volume amounted to CZK 416 million. Company shares are also traded on the London Stock Exchange in the form of Global Depository
Receipts (GDRs). Their average price amounted to USD 12.1 in the first half of 2004.

CESKY TELECOM's share price performance

CESKY TELECOM's share price on the Prague Stock Exchange amounted to CZK 319.60 as at June 30, 2004, up 11% compared to the
beginning of year 2004 and up 13% compared to the 2003 half year. The development of CESKY TELECOM's share price was influenced
by the volatile spirits of domestic and, in particular, foreign investors and developments on global and Europeans markets. The share
price reached its highest value (CZK 360) on April 20, 2004, just before the first quarter results’ announcement.

CESKY TELECOM's share price on Prague Stock Exchange
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Dividend

The shareholders approved at the General Meeting held on June 24, 2004 to pay dividends from the part of the retained profits of previous
years in the amount of CZK 5.476 billion. This represents a dividend of CZK 17 before tax per one share in the nominal value of CZK 100
and a dividend of CZK 170 before tax per one share in the nominal value of CZK 1,000. The relevant record day for the dividend payment
was set on July 9, 2004. The dividend is payable on October 20, 2004. The dividend will be paid to the shareholders via Komercni banka.

Institutional investors and shareholders may contact:
CESKY TELECOM, a.s., Investor Relations

Olsanska 55/5, 130 34 Prague 3

Tel.: +420 271 463 784, fax: +420 271 469 877

E-mail: investor.relations@ct.cz, www.telecom.cz
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Asymmetric Digital Subscriber Line

Average Revenue Per User - an indicator of monthly revenues per user, exclusive of roaming revenues
from customers of foreign operators

A customer loyalty scheme of Eurotel for post-paid customers, offering a number of rewards and
benefits, a point-based system

A package of CESKY TELECOM price programs for the business segment with free minutes for domestic
calls and dial-up Internet

A price program of CESKY TELECOM for the business segment, offering the best prices on all types of
calls, including dial-up Internet

A price program of CESKY TELECOM for the business segment, offering a standard price of CZK 9.90 for
the first hour of the call; the price applies to all types of calls (local and long-distance, peak and
off-peak) to all fixed line networks in the Czech Republic

Czech Telecommunications Office

see Eurotel Data Nonstop

Earnings before Interest and Tax

Earnings before Interest, Tax, Depreciation and Amortisation

Earnings before Tax

A price program of Eurotel for post-paid customers, offering unlimited mobile Internet access via GPRS

A portal of Eurotel, featuring WAP, SMS, MMS or video entertainment and information services for
mobile telephones; ordering of these and other services is quick and easy at www.eurotel-live.cz or via
WAP

A service of Eurotel for corporate customers; it gives customers access from their mobile telephone to
their corporate e-mail, calendar, address book and planner, based on their individual needs

A service of Eurotel for corporate customers, helping them improve their communication with their
customers, business partners and employees in the company; SMS messaging from corporate
applications

A new service package of Eurotel for post-paid customers, doubling the number of free minutes
(the service was available for activation until 30 June 2004)

A new service package of Eurotel for post-paid customers; the customer can send 10 multimedia
messages of any kind a month for only CZK 50 (CZK 59.50 incl. VAT)

A new service package of Eurotel for post-paid customers; the customers gets 150 free minutes for
calls from 7 pm to 7 am on weekdays to the network of Eurotel or a domestic fixed line number
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Eurotel Top Pevna

Eurotel Top SMS

Eurotel Top Volani

Eurotel VPN Nonstop

Eurotel WiFi Jet Basic

Eurotel WiFi Jet Nonstop

Go bod

Go Data Nonstop

GPRS

GSM

IFRS

INTERNET EXPRESS

Jukebox

Internet Broadband

Internet Broadband Profi

ISDN

MMS
MOU
SMS

StarZone.cz

A new service package of Eurotel for post-paid customers; the customer gets 150 free minutes for calls
to a domestic fixed line number, regardless of whether the call is in the peak or off-peak

A new service package of Eurotel for post-paid customers; the customer gets free SMS on weekdays,
holidays and weekends to all networks

A new service package of Eurotel for post-paid customers; the customer gets 60 free minutes a month
for calls to all networks without limitation, for a bargain monthly price of CZK 150 (CZK 178.50 incl. VAT)

A service of Eurotel for corporate customers; the customer can make any number of calls within
a corporate VPN network; the service is charged at a flat monthly rate

A wireless Internet service of Eurotel, making use of mutual roaming with CESKY TELECOM, designed
for customers with usage of up to 90 hours a month

A wireless Internet service of Eurotel, making use of the mutual roaming with CESKY TELECOM, offering
an unlimited high-speed wireless Internet access for a flat monthly fee

A program of Eurotel for pre-paid customers who accumulate points for each purchase of credit - the
points can get them more credit for calls, SMS and MMS

A service package of Eurotel combining Data Nonstop, an unlimited mobile GPRS-enabled Internet
access, and 30 free minutes for voice calls in the Czech Republic

General Packet Radio Service, a technology for mobile data transmission

Global System for Mobile Communication; the most widely deployed digital wireless communication
standard for the digital mobile system which globally uses frequencies of 450, 900, 1,800 and 1,900
MHz, and frequencies of 900 and 1,800 MHz in the Czech Republic

International Financial Reporting Standards

A new high-speed Internet service of CESKY TELECOM, including also voice call programs with
favourable rates, all for a flat monthly fee

A service of Eurotel for music downloads and replay on a mobile telephone; in designing and
developing the service, Eurotel joined forces with Chaoticom, a technology and software development
company

A broadband Internet service of CESKY TELECOM for residential customers and small/home offices
(formerly IOL Broadband)

A broadband Internet service of CESKY TELECOM for companies, corporations and institutions.
(formerly IOL Broadband Profi)

Integrated Services Digital Network, a digital network powering modern and quality services of
telephony, Fast Internet and High-speed Data Transmission

A multimedia format for mobile data transmission
An indicator of minutes of use per month per customer.
A format for short messages used in mobile telephony

A unique entertainment portal of CESKY TELECOM where users can connect via CESKY TELECOM and
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Telefon

Telefon Universal

Telefon Universal Dialog

Top Minuty
Top MMS
Top Noc

Top SMS

Top Pevna
Top Volani
VPN Nonstop
WAP

Wi-Fi
Wi-Fi Hot Spot
WiFi Jet

Xcall
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download films and music from the Internet.

A package of price programs of CESKY TELECOM for residential customers with free minutes for domestic
calls and dial-up Internet.

A price program of CESKY TELECOM for residential customers, offering the best prices on all types of
calls, including dial-up Internet

A price program of CESKY TELECOM for the residential segment, offering a standard price of CZK 9.90
for the first hour of the call; the price applies to all types of calls (local and long-distance, peak and
off-peak) to all fixed line networks in the Czech Republic

see Eurotel Top Minuty
see Eurotel Top MMS

see Eurotel Top Noc

see Eurotel Top SMS

see Eurotel Top Pevna
see Eurotel Top Volani
see Eurotel VPN Nonstop

Wireless Application Protocol, a protocol for displaying selected Internet pages on a mobile telephone
display

A wireless Internet access technology
A wireless Internet service of CESKY TELECOM using mutual with Eurotel.

A wireless Internet service of Eurotel making use of mutual roaming with CESKY TELECOM; also see
Eurotel WiFi Jet Basic and WiFi Jet Nonstop

A service of CESKY TELECOM for cheap off-peak international calls
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CESKY TELECOM, a.s.

Olsanska 55/5, 130 34 Praha 3, Czech Republic
Tel.: +420 271 411 111, fax: +420 271 469 868
Telephone Services Centre: 800 123456

CIN: 60193336

www.telecom.cz

Company founded: 16. 12. 1993

Company incorporated: 1. 1. 1994

Duration of the Company: The Company is established for an indefinite
period of time

Legal form: Joint-stock company

Legal regulation according to which the Issuer was established:
The provisions of Section 172 (2), (3) of the Commercial Code
Registration court: Prague Municipal Court

Registration Court Record number: Section B, Enclosure 2322
Subject of business: According to Article 3 of the valid Articles
of Association of the Company

Half-Year Report 2004

©2004

Published by: CESKY TELECOM, a.s.
Conception and produkction: Ogilvy CID, s.r.o.
Design: Studio Najbrt

Photographs: Adam Holy

CAUTIONARY STATEMENT: Any forward-looking statements concerning
the future economic and financial performance of CESKY TELECOM, a.s.,
contained in this Half-Year Report are based on assumptions

and expectations of the future development of factors having material
influence on the future economic and financial performance

of CESKY TELECOM, a.s. These factors include, but are not limited to,
public regulation in the telecommunications sector, the future
macroeconomic situation, and the development of market competitions
and related demand for telecommunications and other services. The actual
development of these factors, however, may be different. Consequently,
the actual future results of the economic and financial performance

of CESKY TELECOM, a.s., could materially differ from those expressed

in the forward-looking statements contained in this Half-Year Report.








