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Consolidated income statement

In CHF million, except for per share amounts Note 2014 2013
Net revenue 6,7 11,703 11,434
Goods and services purchased 8 (2,369) (2,338)
Personnel expense 9,10,11 (2,751) (2,706)
Other operating expense 12 (2,540) (2,476)
Capitalised self-constructed assets and other income 13 370 388
Operating income before depreciation, amortisation and impairment losses (EBITDA) 4,413 4,302
Depreciation, amortisation and impairment losses on tangible and intangible assets 23,24 (2,091) (2,044)
Operating income (EBIT) 2,322 2,258
Financial income 14 112 81
Financial expense 14 (372) (340)
Share of results of associates 25 26 30
Income before income taxes 2,088 2,029
Income tax expense 15 (382) (334)
Net income 1,706 1,695
Share of net income attributable to equity holders of Swisscom Ltd 1,694 1,685
Share of net income attributable to non-controlling interests 12 10
Basic and diluted earnings per share (in CHF) 16 32.70 32.53




Consolidated statement
of comprehensive income

In CHF million Note 2014 2013
Net income 1,706 1,695
Other comprehensive income

Actuarial gains and losses from defined benefit pension plans 10,31 (1,161) 847
Income tax expense 15,31 242 (169)
Items that will not be reclassified to income statement, net of tax (919) 678
Foreign currency translation adjustments of foreign subsidiaries 31 (46) 63
Change in fair value of available-for-sale financial assets 31 - 1
Change in fair value of cash flow hedges 31 10 7
Gains and losses from cash flow hedges transferred to income statement 31 5 6
Income tax expense 15,31 12 (15)
Items that are or may be reclassified subsequently to income statement, net of tax (19) 62
Other comprehensive income (938) 740
Comprehensive income 768 2,435
Share of comprehensive income attributable to equity holders of Swisscom Ltd 757 2,423
Share of comprehensive income attributable to non-controlling interests 11 12
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Consolidated balance sheet

In CHF million Note 31.12.2014 31.12.2013
Assets

Cash and cash equivalents 17 302 723
Trade and other receivables 18 2,586 2,516
Other financial assets 19 40 160
Inventories 20 149 152
Current income tax assets 15 17 22
Other non-financial assets 21 252 210
Non-current assets held for sale 22 80 13
Total current assets 3,426 3,796
Property, plant and equipment 23 9,720 9,156
Goodwill 24 4,987 4,809
Otherintangible assets 24 1,921 2,053
Investments in associates 25 171 153
Other financial assets 19 233 193
Deferred tax assets 15 417 279
Other non-financial assets 21 57 57
Total non-current assets 17,506 16,700
Total assets 20,932 20,496
Liabilities and equity

Financial liabilities 26 1,580 1,656
Trade and other payables 27 1,876 1,870
Current income tax liabilities 15 172 184
Provisions 28 112 132
Other non-financial liabilities 30 718 759
Total current liabilities 4,458 4,601
Financial liabilities 26 7,024 7,167
Defined benefit obligations 10 2,441 1,293
Provisions 28 820 667
Deferred tax liabilities 15 357 456
Other non-financial liabilities 30 375 310
Total non-current liabilities 11,017 9,893
Total liabilities 15,475 14,494
Share capital 31 52 52
Capital reserves 136 136
Retained earnings 6,856 7,356
Other reserves 31 (1,590) (1,571)
Share of equity attributable to equity holders of Swisscom Ltd 5,454 5,973
Share of equity attributable to non-controlling interests 3 29
Total equity 5,457 6,002
Total liabilities and equity 20,932 20,496




Consolidated statement
of cash flows

In CHF million Note 2014 2013

Net income 1,706 1,695

Share of results of associates 25 (26) (30)

Income tax expense 15 382 334

Depreciation, amortisation and impairment losses 23,24 2,091 2,044

Expense for share-based payments 11 5 6

Gain on sale of property, plant and equipment 13 (60) (16)

Loss on disposal of property, plant and equipment 12 11 13

Financial income 14 (112) (81)

Financial expense 14 372 340

Change in net operating assets and liabilities 34 (213) 104

Income taxes paid 15 (386) (278)

Cash flow provided by operating activities 3,770 4,131

Capital expenditure for tangible and other intangible assets 23,24,34 (2,460) (2,445)

Proceeds from sale of tangible and other intangible assets 35 23

Proceeds from sale of non-current assets held for sale 22 205 5

Acquisition of subsidiaries, net of cash and cash equivalents acquired 5 (305) (60)

Investments in associates 25 (3) 1)

Purchase of other financial assets (25) (158)

Proceeds from other financial assets 167 24

Interest received 10 10

Dividends received 25 30 43

Cash flow used in investing activities (2,346) (2,559) 135 T
Issuance of financial liabilities 26 1,500 993

Repayment of financial liabilities 26 (1,765) (956)

Interest paid (245) (253) "E 2 -
Dividends paid to equity holders of Swisscom Ltd 32 (1,140) (1,140) E 2
Dividends paid to non-controlling interests (16) (14) *E i;”g
Acquisition of non—controlling interests 31 (162) - % :’% —
Purchase of treasury shares for share-based payments 11,31 (5) (6) é é
Other cash flows from financing activities 34 (14) (12) E %
Cash flow used in financing activities (1,847) (1,388) % E
(Net decrease) Net increase in cash and cash equivalents (423) 184 % %
Cash and cash equivalents at 1 January 723 538 s §
Foreign currency translation adjustments in respect of cash and cash equivalents 2 1 - §
Cash and cash equivalents at 31 December 302 723
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Consolidated statement

of changes in equity

Equity
attributable
to equity Non-

Share Capital Retained Treasury Other holdersof  controlling Total
In CHF million capital reserves earnings shares reserves Swisscom interests equity
Balance at 31 December 2012 52 136 6,135 - (1,633) 4,690 27 4,717
Net income - - 1,685 - - 1,685 10 1,695
Other comprehensive income - - 676 - 62 738 2 740
Comprehensive income - - 2,361 - 62 2,423 12 2,435
Dividends paid - - (1,140) - - (1,140) (14) (1,154)
Purchase of treasury shares
for share-based payments 3 - - - (6) - (6) - (6)
Allocation of treasury shares
for share-based payments*+3* - - - 6 - 6 - 6
Additions from acquisition of subsidiaries® — - - - - - 19 19
Transactions with
non-controlling interests - - - - - - (15) (15)
Balance at 31 December 2013 52 136 7,356 - (1,571) 5,973 29 6,002
Net income — — 1,694 — — 1,694 12 1,706
Other comprehensive income - - (918) - (19) (937) (1) (938)
Comprehensive income - - 776 - (19) 757 11 768
Dividends paid 32 - - (1,140) - - (1,140) (16) (1,156)
Purchase of treasury shares
for share-based payments 3! - - - (5) - (5) - (5)
Allocation of treasury shares
for share-based payments*3 - - - 5 - 5 - 5
Transactions with
non-controlling interests ** - - (136) - - (136) (22) (157)
Balance at 31 December 2014 52 136 6,856 - (1,590) 5,454 3 5,457

Reference numbers relate to the notes to the consolidated financial statements.




Notes to the consolidated
financial statements

This financial report is a translation from the original German version. In case of any inconsistency
the German version shall prevail.

1 General information

The Swisscom Group (hereinafter referred to as “Swisscom”) provides telecommunication services
and is active primarily in Switzerland and Italy. A more detailed description of Swisscom'’s business
activities is to be found in Notes 3.16 and 6. The consolidated financial statements as of and for the
year ended 31 December 2014 comprise Swisscom Ltd, the parent company, and its subsidiaries.
Atable of the Group subsidiaries is set out in Note 41. Swisscom Ltd is a limited-liability company
incorporated in Switzerland under a private statute and has its registered office in Ittigen (Berne).
Its address is: Swisscom Ltd, Alte Tiefenaustrasse 6, 3048 Worblaufen. Swisscom Ltd is listed on the
SIX Swiss Exchange. As of 31 December 2014, the Swiss Confederation (“Confederation”), as major-
ity shareholder, held 51.0% of the voting rights and issued capital of Swisscom Ltd. The Confeder-
ation is obligated by current law to hold the majority of the capital and voting rights. The Board of
Directors of Swisscom has approved the issuance of these consolidated financial statements on
4 February 2015. The consolidated financial statements must be approved at the Annual General
Meeting of Shareholders of Swisscom Ltd to be held on 8 April 2015.

2 Basis of preparation 137

The consolidated financial statements of Swisscom have been prepared in accordance with
International Financial Reporting Standards (IFRS) and in compliance with the provisions -
of Swiss law. The reporting period covers twelve months. The consolidated financial state-
ments are presented in Swiss francs (CHF). Unless otherwise indicated, all amounts are stated
in millions of Swiss francs. The balance sheet is classified according to maturities. Assets
and liabilities due within one year are classified as current. The income statement is classi-
fied based upon the nature of the income/expense. The consolidated financial statements
have been prepared on the historical cost basis, unless a Standard or Interpretation prescribes
another measurement basis for a particular caption in the consolidated financial statements.
Certain financial-statement captions are measured at fair value. Fair value is the price that would
be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. Fair value is determined on the basis of stock exchange
quotations or by using recognised valuation models, such as the discounting of anticipated future
cash flows. Unless otherwise indicated in the notes to the consolidated financial statements, fair
values correspond approximately to the carrying values reported in the balance sheet at the time
of drawing up the financial statements.
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3 Summary of significant accounting policies

3.1 Consolidation

Subsidiaries

Subsidiaries are all companies over which Swisscom Ltd has the effective ability of controlling their
financial and business policies. Control is generally assumed where Swisscom Ltd directly or indi-
rectly holds the majority of the voting rights or potential voting rights of the company. Subsidi-
aries are included in consolidation from the date on which they are acquired and deconsolidated
from the date they are disposed of. Intercompany balances and transactions, income and expenses,
shareholdings and dividends as well as unrealised gains and losses are fully eliminated. Unrealised
losses on an asset which has been transferred within the Group may be an indication of an impair-
ment in value and trigger an impairment test. Non-controlling interests in subsidiary companies
are reported within equity separately from that attributable to the shareholders of Swisscom Ltd.
The non-controlling interests in net income or loss are shown in the consolidated income state-
ment as a component of the consolidated net income or loss. Movements in shareholdings of sub-
sidiary companies are reported as transactions within equity insofar as control existed previously
and continues to exist. Written put options to owners of non-controlling interests are disclosed as
financial liabilities. The balance sheet date for all consolidated subsidiaries is 31 December. There
are no material restrictions on the transfer of funds from the subsidiaries to the parent company.

Investments in associates

Shareholdings in associates over which Swisscom exercises significant influence but does not have
control are accounted for using the equity method. A significant influence is generally assumed
to exist whenever between 20% and 50% of the voting rights are held. Under the equity method,
investments in associates are initially recognised at their purchase cost at the date of acquisition.
Purchase cost comprises the share of net assets acquired and any applicable goodwill arising. In
subsequent accounting periods, the carrying amount of the investment is adjusted by the share of
current profits and losses together with the share of movements in other equity captions, less the
share of dividends distributed. Unrealised gains and losses from transactions with associates are
eliminated on a pro-rata basis.

3.2 Foreign currency translation

Foreign currency transactions which are not denominated in the functional currency are trans-
lated into the functional currency using the exchange rates prevailing at the dates of the trans-
actions. Monetary items as of the balance sheet date are translated into the functional currency
at the exchange rate prevailing at the balance sheet date and non-monetary items are translated
using the exchange rate on the date of the transaction. Translation differences are recognised in
the income statement. The consolidated financial statements are presented in Swiss francs. Assets
and liabilities of subsidiaries and associates reporting in a different functional currency are trans-
lated at the exchange rates prevailing on the balance sheet date whereas the income statement
and the cash flow statement are translated at average exchange rates. Translation differences aris-
ing from the translation of net assets and income statements are not taken to income but recorded
directly in equity as part of other comprehensive income. Upon sale of a foreign Group company,
the cumulative foreign exchange differences previously included in the foreign currency translation
reserve under equity are taken to income as part of the gain or loss on disposal.

For the consolidated financial statements, the most significant foreign currencies during the
reporting years were translated at the following exchange rates:

Closing rate Average rate
Currency 31.12.2014 31.12.2013 31.12.2012 2014 2013
1EUR 1.202 1.228 1.207 1.213 1.229
1UsD 0.990 0.890 0.915 0.920 0.924




3.3 Cash and cash equivalents

Cash and cash equivalents include cash on hand, sight balances and time deposits with financial insti-
tutions with a maximum term of three months from the acquisition date. This definition is equally
applied for the cash flow statement. Cash and cash equivalents are accounted for at amortised cost.

3.4 Trade and other receivables

Trade and other receivables are measured at amortised cost less impairment losses. Any impair-
ment losses are recorded through the use of valuation allowance accounts. All realised losses lead
to the de-recognition of the related receivable.

Receivables and payables are netted whenever Swisscom has a legal right of set-off as of the bal-
ance sheet date and intends to either settle on a net basis or realise the asset and settle the liability
simultaneously. The right of set-off must exist as of the balance sheet date and it shall be legally
enforceable both in the ordinary course of business as well as in the case of the insolvency of the
contracting party.

3.5 Other financial assets

Other financial assets are classified either as “at fair value through profit or loss”, “loans and
receivables”, “held-to-maturity” or “available-for-sale”. The classification depends on the purpose
for which the financial asset was acquired. Management determines the classification of finan-
cial assets at the time of acquisition and reviews the classification as of each balance sheet date.
Trade date accounting is applied for routine purchases and sales of financial assets. Financial assets
are initially recognised at their fair values, including directly related transaction costs. Transaction
costs relating to financial assets at fair value through profit or loss are not capitalised on acqui-
sition but expensed immediately as incurred. Financial assets are partially or fully derecognised
if Swisscom’s rights to the cash flows arising therefrom have either elapsed or were transferred
and Swisscom is neither exposed to any risks arising from these assets nor has any entitlement to
income from them.

Financial assets at fair value through profit or loss

Financial assets valued at fair value through profit or loss are either held for trading purposes or are
classified as such upon initial recognition. They are measured at their fair value. Any gains or losses
resulting from subsequent remeasurement are taken to income. Swisscom classifies only derivative
financial instruments in this category.

Loans and receivables

After their initial recognition at amortised cost, loans and receivables are measured using the effec-
tive interest method. Foreign exchange gains and losses are taken to income. The caption loans and
receivables primarily reflects term deposits with original maturities exceeding three months which
Swisscom places directly, or through an agent, with the borrower.

Financial assets held to maturity

Held-to-maturity financial assets are fixed-term financial assets for which Swisscom has the ability
and intention to hold to maturity. After their initial recognition at amortised cost, financial assets are
accounted for using the effective interest method less provisions for impairment. Foreign exchange
gains and losses are taken to income. Swisscom has not classified any financial assets in this category.

Available-for-sale financial assets

All other financial assets are classified as available-for-sale. Available-for-sale financial assets are
accounted for at fair value and all unrealised changes in fair value are recorded in equity. Foreign
exchange gains and losses on available-for-sale debt instruments are recognised in the income
statement. When available-for-sale financial assets are sold, impaired or otherwise disposed of, the
cumulative gains and losses since acquisition that had been recognised in equity are reclassified
from equity and recorded as financial income or expense. If the fair value of an unlisted equity
instrument cannot be reliably determined, the instrument is accounted for at cost less provisions
for impairment.
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3.6 Inventories

Inventories are measured at the lower of cost and net realisable value. The cost of inventories
includes all costs of acquisition and manufacture as well as other costs incurred in order to bring
the inventories to their present location and condition as intended by management. The cost of
inventories is determined using the weighted average cost method. Write-downs are raised for
inventories that are difficult to sell. Unsaleable inventories are fully written off.

3.7 Property, plant and equipment

Property, plant and equipment is recorded at cost less accumulated depreciation/amortisa-
tion and impairment losses. In addition to the purchase cost and the costs directly attribut-
able to bringing the asset to the location and condition necessary for it to be capable of oper-
ating in the manner intended by management, purchase or manufacturing cost also includes
the estimated costs for dismantling and restoration of the site. The construction costs of self-
constructed assets include directly attributable costs as well as indirect costs of material, man-
ufacture and administration. Borrowing costs are capitalised insofar as they can be allocated
directly to the acquisition or production of a qualifying asset. Costs of replacement, renewal or
renovation of property, plant and equipment are capitalised as replacement investments if a
future inflow of economic benefits is probable and the purchase or manufacturing costs can be
measured reliably. The carrying amount of the parts replaced is de-recognised. Maintenance costs
and repairs which are not capable of being capitalised are expensed. Systematic depreciation is
calculated using the straight-line method with the exception of land, which is not depreciated.
The estimated useful lives for the main categories of property, plant and equipment are:

Category Years
Buildings and leasehold improvements 10to 40
Cables* 30
Ducts? 40
Transmission and switching equipment* 41015
Other technical installations* 3to15
Other installations 3to15

* Technical installations.

Whenever significant parts of an item of property, plant and equipment comprise individual com-
ponents with differing useful lives, each component is depreciated/amortised separately. The esti-
mated useful lives and residual values are reviewed at least annually as of the balance sheet date
and, if necessary, adjusted. Leasehold improvements and installations in leased premises are amor-
tised on a straight-line basis over the shorter of their estimated useful lives and the remaining min-
imum lease term. The carrying amount of an item of property, plant and equipment is written off
on disposal or whenever no future economic benefits are expected from its use. Gains and losses
arising on the disposal of property, plant and equipment are calculated as the difference between
the disposal proceeds and the carrying amount of the item of property, plant and equipment. They
are taken to income and recorded as other income or other operating expenses.

3.8 Business combinations and goodwill

Business combinations are accounted for using the acquisition method. As of the date of the
business combination, acquisition costs are recognised at fair value. The purchase consideration
includes the amount of cash paid as well as the fair value of the assets ceded, liabilities incurred
or assumed as well as own equity instruments ceded. Liabilities depending on future events based
upon contractual agreements are recognised at fair value. At the time of acquisition, all identifiable
assets and liabilities that satisfy the recognition criteria are recognised at their fair values. The dif-
ference between the cost of acquisition and the fair value of the identifiable assets and liabilities
acquired or assumed is accounted for as goodwill after taking into account any non-controlling
interests. Any negative difference, after further review, is expensed directly. Goodwill acquired in



connection with a business combination is recognised under intangible assets. The goodwill is not
amortised on a systematic basis but reviewed for impairment at least annually. When an entity is
disposed of, the carrying amount of the goodwill is derecognised and recorded as a component of
the gain or loss on disposal.

3.9 Otherintangible assets

Research and development costs

Research costs are not capitalised but expensed as incurred. Development costs are capitalised as
intangible assets only if they can be identified as an intangible asset which will generate future
economic benefits and the costs of this asset can be determined reliably.

Other intangible assets

Mobile phone licenses, self-developed software as well as other intangible assets are recorded at
purchase or manufacturing cost less accumulated amortisation. Intangible assets resulting from
business combinations, such as brands and customer relationships, are recorded at acquisition cost
corresponding to fair value as of the date of acquisition, less accumulated amortisation. Systematic
amortisation of mobile phone licenses is based on the term of the contract. It begins as soon as the
related network is operational, unless other information is at hand which would suggest the need
to modify the useful life.

Useful lives of other intangible assets
Systematic amortisation is computed using the straight-line method based on the following
estimated useful lives:

Category Years
Software internally generated and purchased 3to7
Customer relationships 7toll
Brands 5to 10
Other intangible assets 3to16

The estimated useful lives are reviewed at least once per year as of the balance sheet date and,
where necessary, adjusted.

3.10 Non-current assets held for sale

A non-current asset or a disposal group is classified as being held for sale if its carrying amount will
be recovered mainly as a result of a sales transaction and not through continued use. This condition
is only considered as being met if the non-current asset or disposal group is immediately available
for sale in its present condition and disposal is highly likely. In this respect, it must be assumed that
the disposal process to which management has committed itself will be completed within one year
from the date of such reclassification. Non-current assets or disposal groups that are held for sale
are reported in the balance sheet separately under current assets and liabilities. The assets or dis-
posal groups are valued at the lower of their carrying amount and fair value less costs of disposal.
Impairment losses resulting from the initial classification are recognised in the income statement.
Assets classified as held for sale and disposal groups are no longer depreciated or amortised.

3.11 Impairment losses

Impairment of financial assets

As of each balance sheet date, the carrying amounts of those financial assets for which changes
in fair value are not recognised in the income statement are reviewed for any objective indica-
tions of impairment in value. An impairment loss is recognised where there is objective evidence of
impairment, such as where the borrower is in bankruptcy, in default or other significant financial
difficulties. The impairment of a financial asset which is recorded at amortised cost is calculated
as the difference between its carrying amount and the present value of estimated future cash
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flows, discounted at the asset’s original effective interest rate. Available-for-sale financial assets
whose fair value is less than their acquisition cost for a prolonged period or to a significant degree
are considered to be value impaired. In the event of impairment, the losses are reclassified out
of equity and recognised as financial expense. As of each balance sheet date, significant financial
assets are individually reviewed for impairment. The recording of impairment losses on trade and
other receivables varies as a function of the nature of the underlying transaction either in the form
of specific valuation allowances or as portfolio-based lump-sum valuation allowances which cover
the anticipated default risk. As regards portfolio-based lump-sum valuation allowances, financial
assets are regrouped on the basis of similar credit risk characteristics and reviewed on a collective
basis for impairment in value; where applicable, an allowance is raised. In determining the antici-
pated future cash flows of the portfolio, historic default rates are taken into account in addition to
the contractually agreed payment conditions. Impairment losses on trade and other receivables are
recognised as other operating expenses. Impairment losses on other financial assets are recorded
as financial expense.

Impairment of goodwill

For the purposes of the impairment test, goodwill is allocated to cash-generating units. The impair-
ment test is performed in the fourth quarter after completion of business planning. If there is any
indication during the year that goodwill may be impaired, the cash-generating unit is tested for
impairment at that time. An impairment loss is recognised if the recoverable amount of a cash-
generating unit is lower than its carrying amount. The recoverable amount is the greater of the
fair value less costs to sell and the value in use. The method used to test impairment is described
in Note 24. Any impairment loss on goodwill recognised in prior periods may not be reversed in
subsequent periods.

Impairment of property, plant and equipment and other intangible assets

If indications exist that the value of an asset may be impaired, the recoverable amount of the asset
is determined. If the recoverable amount of the asset, which is the greater of the fair value less cost
to sell and the value in use, is less than its carrying amount, the carrying amount is reduced to the
recoverable amount.

3.12 Leases

Finance leases

Alease is recorded as a finance lease when substantially all of the risks and rewards incidental to
ownership of an asset are transferred. The asset is initially recorded at the lower of its fair value and
the present value of the minimum lease payments and is amortised over the lesser of the asset’s
useful life and the lease term. The interest component of the lease payments is recognised as inter-
est expense over the lease term using the effective interest method. Leases for land and buildings
are recorded separately if the lease payments can be reliably allocated. Gains on sale-and-leaseback
transactions are deferred and released on a straight-line basis over the lease term as other income.
Losses on sale-and-leaseback transactions are recognised immediately.

Operating leases

Lease arrangements which do not transfer all the significant risks and rewards of ownership
are classified as operating leases. Payments are recorded as other operating expense using the
straight-line method over the lease period. Gains and losses on sale-and-leaseback transactions are
recorded directly in the income statement.

3.13 Financial liabilities

Financial liabilities are initially measured at fair value less direct transaction costs. In subsequent
accounting periods, they are re-measured at amortised cost using the effective interest method.

3.14 Trade and other payables

Trade and other payables are recorded at amortised cost.



3.15 Provisions

Provisions for termination benefits

Costs relating to the implementation of personnel downsizing programmes are expensed in the
period when management commits itself to a downsizing plan, it is probable that a liability has
been incurred, the amount thereof can be reliably estimated and the implementation of the pro-
gramme has started or the individuals involved have been advised in sufficient detail as to the main
terms of the downsizing programme. A public announcement and/or communication to personnel
organisations are deemed to be equivalent to commencing the implementation of the programme.

Provisions for dismantling and restoration costs

Swisscom is legally obligated to dismantle transmitter stations and telecommunication instal-
lations located on land belonging to third parties following decommissioning and to restore the
property owned by third parties in the locations where these installations are located to its original
state. The costs of dismantling are capitalised as part of the acquisition costs of the installations
and are amortised over the useful lives of the installations. The provisions are recorded at the pres-
ent value of the aggregate future costs and are reported under long-term provisions. Whenever
the provision is remeasured, the present value of the changes in the liability are either added to or
deducted from the cost of the related capitalised asset. The amount deducted from the cost of the
related capitalised asset shall not exceed its carrying amount. Any excess is taken directly to the
income statement.

Other provisions

Provisions are raised whenever a legal or de facto liability exists as a result of an occurrence in the
past, an outflow of resources to settle the liability is probable and the amount of the liability can be
estimated reliably. Provisions are discounted if the effect is material.

3.16 Segmentation and revenue recognition

General

Net revenue is measured at the fair value of the consideration received less value-added taxes,
price reductions, volume rebates and other reductions in sales proceeds. Revenues are recognised
when it is probable that a future benefit from the transaction will accrue to Swisscom and the
amount can be reliably estimated. When Swisscom acts as principal, revenues are recorded gross.
However, when, from an economic point of view, Swisscom acts only as a broker or agent, reve-
nues are reported net of related costs. In multi-component contracts, revenue is determined and
reported separately for each identifiable component part. Total consideration for a multi-compo-
nent contract is distributed over the various component parts at fair value on a pro-rata basis.

Services by segments

Residential Customers

The segment Residential Customers comprises mainly connection fees for broadband services,
fixed-network and mobile phone subscriptions as well as national and international telephone and
data traffic for residential customers. The segment also includes value-added services, TV offerings,
the sale of terminal equipment and the operation of a directories database.

Small and Medium-Sized Enterprises

The segment Small and Medium-Sized Enterprises primarily comprises connection fees for broad-
band services, fixed-network and mobile phone subscriptions as well as national and international
telephone and data traffic for small and medium-sized enterprises.

Corporate Business

The Corporate Business segment focuses on complete communication solutions for large business
customers. The product offerings in the field of business ICT infrastructure cover everything from
individual products to complete solutions.

Wholesale

Wholesale comprises mainly the use of Swisscom fixed and mobile networks by other telecom-
munication service providers and the use of third-party networks by Swisscom. It also consists
of roaming with foreign operators whose customers use Swisscom’s mobile networks, as well as
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broadband services and regulated products as a result of the unbundling of the “last mile” for other
telecommunication service providers.

Network & IT

Network & IT encompasses primarily the planning, operation and maintenance of Swisscom’s
network infrastructure and related IT systems, both for fixed and mobile phone networks. Net-
work & IT also includes support functions for Swisscom Switzerland in the fields of finance, human
resources and strategy.

Fastweb

Fastweb is one of the largest providers of broadband services in Italy. Its product portfolio com-
prises voice, data, Internet and IP-TV services as well as video-on-demand for residential and cor-
porate customers. In addition, Fastweb offers mobile phone services on the basis of an MVNO
contract (as a virtual network operator). It also provides comprehensive network services and cus-
tomised solutions.

Other Operating Segments

Other Operating Segments mainly comprises Swisscom IT Services, Swisscom Real Estate and Par-
ticipations. It also comprises the areas Health, Connected Living and Swisscom Hospitality Services.
Swisscom IT Services is a provider of information technology services. Its core business consists
of the integration and operation of complex IT infrastructures. In addition, Swisscom IT Services
provides comprehensive services to the financial industry in the area of system integration and
business process outsourcing. Furthermore, Swisscom IT Services offers a full range of SAP ser-
vices. Participations comprise mainly the subsidiaries Alphapay Ltd, Billag Ltd, Business Fleet Man-
agement Ltd, cablex Ltd and Swisscom Broadcast Ltd. Alphapay Ltd is active as a debt collection
agentand is specialised in receivables management for third parties. Billag Ltd collects radioand TV
license fees on behalf of the Swiss Confederation. Business Fleet Management Ltd offers mobility
services. cablex Ltd operates in the field of construction and maintenance of wired and wireless
networks in Switzerland, primarily in the field of telecommunication. Swisscom Broadcast Ltd is
the leading provider in Switzerland of radio services, of cross-platform services for customers in the
media field and of securitised radio transmissions.

Revenue generated from services

Fixed networks

Fixed network services encompass primarily connection fees to residential and corporate custom-
ers, national and international telephony traffic for residential and business customers, leased lines,
the use of Swisscom’s fixed network by other telecommunication service providers, payphone ser-
vices, operator services as well as prepaid calling cards and the sale of terminal equipment. Instal-
lation and connection fees are deferred and released to income over the minimum term of the
contract on a straight-line basis. If no minimum contract term has been agreed, the revenue is
recorded on the date of installation or connection. Revenue from telephony services is recorded at
the time the calls are made. Revenue from the sale of prepaid call cards is deferred and released to
income as and when actual minutes are used or when the cards expire. Revenue from leased lines
is recorded on a straight-line basis over the duration of the contract. Revenue arising from the sale
of equipment is recorded at the time of delivery.

Mobile

Mobile-phone services encompass mainly basic subscription charges, domestic and international
mobile phone traffic for calls made by Swisscom customers in Switzerland or abroad and roaming
by foreign operators whose customers use Swisscom'’s networks. Mobile services also include val-
ue-added services, data traffic as well as the sale of mobile handsets. Revenue from mobile teleph-
ony is recorded on the basis of the actual minutes used. In part, subscriptions with a fixed monthly
flat-rate fee are offered, the revenue from which is recognised on a straight-line basis over the term
of the contract. Connection fees are deferred and released to income over the minimum term of
the contract on a straight-line basis. If no minimum contract term has been agreed, revenue is
recognised on the date of connection. Roaming services are recorded as revenue on the basis of
the minutes used or the agreed contractual rates at the time the service is provided. Revenue from
roaming services with other telecommunication service providers is recorded gross. Value-added
services as well as text or multimedia news and the sale of mobile handsets are recognised as rev-
enue at the time the service is provided.



Broadband

Internet services include the range of broadband access lines offered to residential and corporate
customers as well as broadband access lines for wholesale customers. Revenues in connection with
the provision of these services are deferred and released to income over the minimum contract
term on a straight-line basis. If no minimum contract term has been agreed, the revenue is recog-
nised on the date of installation or connection.

Digital TV

In the TV sector, revenue is generated from the range of digital TV services and video-on-demand
offered for residential and corporate customers. Revenue from TV services contains non-recur-
ring installation and connection charges and recurring subscription fees. Installation and connec
tion fees related to installations are deferred and released to income over the minimum contract
term on a straight-line basis. If no minimum contract term has been agreed upon, the revenue is
recorded on the date of installation or connection.

Communication and IT solutions

Services in the field of communication and IT solutions primarily include consultancy services as
well as the implementation and maintenance and operation of communication infrastructures.
Furthermore, they include applications and services as well as the integration, operation and main-
tenance of data networks and outsourcing services. Revenues from customer-specific construc
tion contracts are accounted for using the percentage-of-completion method which is based on
the ratio of costs incurred to-date to the estimated total costs. Revenue for long-term outsourcing
contracts is recorded based on the volume of services provided to the customer. Start-up costs and
integration of new outsourcing transactions are capitalised as other assets and amortised on a
straight-line basis over the duration of the contract. Revenue from maintenance is recorded evenly
over the term of the maintenance contracts.

3.17 Subscriber acquisition and loyalty-programme costs

Swisscom pays commissions to dealers for the acquisition and retention of Swisscom customers.
The commission payable is dependent on the type of subscription. Subscriber acquisition and loy-
alty-programme costs are expensed immediately, since these costs do not meet the criteria for the
recognition of an intangible asset.

3.18 Post-employment benefits

Defined benefit obligations and the related pension expense are determined on an actuarial basis
using the projected unit credit method. This reflects the number of years of service completed by
employees through the date of measurement and the assumptions made concerning future salary
growth. The latest actuarial valuation was undertaken as at 31 December 2014. Current pension
entitlements are charged to income in the period in which they arise. Actuarial gains and losses are
recorded under other comprehensive income in the reporting period in which they arise.

3.19 Share-based payments

The cost of shares issued to employees, members of the Group Executive Board and of the Board of
Directors is equal to the fair value of the shares at the date of issuance. The related costs are recorded
as personnel expense in the period in which the entitlement arose.

3.20 Income taxes

Income taxes include all current and deferred taxes which are based on income. Taxes which are
not based on income, such as taxes on real estate and on capital are recorded as other operating
expenses. Deferred taxes are computed using the balance sheet liability method whereby deferred
tax is recognised in principle on all temporary differences. Temporary differences arise between the
value of an asset or liability reported for tax purposes and its carrying amount in the financial state-
ments and which will reverse in future periods. Deferred tax assets and liabilities are determined
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using the tax rates that are expected to apply when the temporary difference reverses and based
on the tax rates which are in force or announced as of the balance sheet date. Deferred tax assets
are only recognised as assets to the extent that it is probable that they can be offset against future
taxable income. Income tax liabilities on undistributed profits of Group companies are only recorded
if the distribution of profits is to be made in the foreseeable future. Current and deferred tax assets
and liabilities are netted when they relate to the same taxing authority and taxable entity.

3.21 Derivative financial instruments

Derivative financial instruments are initially recorded at fair value and subsequently remeasured
at fair value. The method of recording the fluctuations in fair value is dependent on the underlying
transaction and the intention with regards thereto upon purchase or issuance of this underlying
transaction. On the date a derivative contract is entered, management designates the purpose
of the hedging relationship: hedge of the fair value of an asset or liability (“fair value hedge”) or
a hedge of future cash flows in the case of future transactions (“cash flow hedge”). Changes in
the fair value of derivative financial instruments that were designated as hedging instruments for
“fair value hedges” are recognised in the income statement. Changes in the fair value of derivative
financial instruments that were designated as “cash flow hedges” are recognised in the hedging
reserve as part of equity. If the recognition of a non-financial asset or non-financial liability results
from an anticipated future transaction, the cumulative revaluation gains and losses are reclassified
from equity and included in the acquisition cost of the asset or liability. If a hedge of a future trans-
action later results in the recording of a financial asset or financial liability, the amount included in
equity is transferred to the income statement in the same period in which the financial asset or
financial liability impacts the result. Otherwise, the amounts recorded in equity are recognised in
the income statement as income or expense in the same period the cash flows of the intended or
agreed future transaction occur. Changes in the fair value of derivative financial instruments that
are not designated as hedging instruments are taken immediately to income.

3.22 New and amended Standards and Interpretations

Amended International Financial Reporting Standards and Interpretations

which will have to be applied for the first time in the accounting period

Asfrom 1 January 2014 onwards, Swisscom adopted various amendments to existing International
Financial Reporting Standards (IFRS) and Interpretations, which have no material impact on the
results or financial position of the Group.

Standard Name

Amendments to IFRS 10, Definition of Investment entities

IFRS 12 and IAS 27

Amendments to IAS 39 Novation of OTC derivatives and continuing designation for hedge accounting
IFRIC 21 Levies




Amended International Financial Reporting Standards and Interpretations,

whose application is not yet mandatory

The following Standards and Interpretations published up to the end of 2014 are mandatory for
accounting periods beginning on or after 1 January 2015:

Standard Name Effective from
IFRS9 Financial instruments 1January 2018
Amendments to IFRS 10 Sale or contribution of assets between an investor 1January 2016
and IAS 28 and its associate or joint venture

Amendments to IFRS 11 Accounting for acquisitions of interests in a joint operation 1January 2016
IFRS 14 Regulatory accrual item 1January 2016
IFRS 15 Revenue from contracts with customers 1January 2017
Amendments to IAS 1 Disclosure initiative 1January 2016
Amendments to IAS 16 Clarification acceptable methods of depreciation and amortisation 1January 2016
and IAS 38

Amendments to IAS 16 Agriculture: Bearer plants 1January 2016
and IAS 41

Amendments to IAS 19 Defined benefit plans: employee contributions 1January 2015
Amendments to IAS 27 Equity method in separate financial statements 1January 2016
Various Improvements to IFRS 2010—2012 1January 2015
Various Improvements to IFRS 2011-2013 1January 2015
Various Improvements to IFRS 2012-2014 1January 2016

Swisscom will review its financial reporting for the impact of the new and amended Standards
which take effect on or following 1 January 2015 and for which Swisscom did not make voluntary
early application. At present, Swisscom anticipates no material impact on consolidated financial
reporting with the exception of the amendment described in the following paragraph.

IFRS 15 “Revenue from Contracts with Customers”: in contrast to the revenue recognition stand-
ards currently in force, the new Standard provides for a single, principles-based, five-step model
which is to be applied to all contracts with customers. In accordance with IFRS 15, the amount
which is expected to be received from customers as consideration for the transfer of goods and
services is to be recognised as revenue. As regards determining the time or period, it is no longer
a question of the transfer of risks and opportunities but of the transfer of control over the goods
and services to the customers. As regards multi-component contracts, IFRS 15 explicitly rules that
the transaction price is to be allocated to each distinct performance obligation in relation to the
relative stand-alone selling prices. Furthermore, the new Standard contains new rules regarding
the costs of fulfilment and obtaining a contract as well as guidelines as to the question when such
costs are to be capitalised. In addition, the new Standard requires new, more detailed note disclo-
sure information. Swisscom anticipates that the wide-ranging amendments, in particular in the
area of accounting for multi-component contracts and the prescribed capitalisation of customer
acquisition costs, will impact consolidated financial reporting. However, a reliable estimate of the
impact of IFRS 15 can only be made once a detailed analysis has been performed in a conclusive
manner.
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4 Significant accounting judgments, estimates and assumptions
in applying accounting policies

The preparation of consolidated financial statements is dependent upon estimates and assump-
tions being made in applying the accounting policies for which management can exercise a cer-
tain degree of judgment. In applying the relevant accounting policies to the consolidated financial
statements, certain assumptions and estimates have to be made about the future that may have a
material influence on the amount and presentation of assets and liabilities, revenues and expenses
as well as the disclosures in the notes. The estimates used in drawing up the consolidated finan-
cial statements and valuations are based on empirical values and other factors which are deemed
appropriate in the given circumstances. The following estimates used and assumptions made in
applying the accounting policies have a critical influence on the consolidated financial statements.

Goodwill

As of 31 December 2014, the carrying amount of goodwill from acquisitions totalled CHF 4,987 mil-
lion. The recoverability of goodwill is tested for impairment annually during the fourth quarter. In
addition, an extraordinary review is undertaken whenever there are indications that impairment
has occurred. The value of goodwill is primarily dependent upon projected cash flows, the discount
rate (WACC) and long-term growth rate. The significant assumptions are disclosed in Note 24.
Changes to these assumptions may result in an impairment loss in the following year.

Post-employment benefits

Defined-benefit obligations are calculated on the basis of various financial and demographic
assumptions. The key assumptions for valuing the retirement-benefit obligations are the discount
rate, future salary and pension increases, interest on pension plan savings as well as life expec
tancy. As of 31 December 2014, the funding deficit of CHF 2,441 million was recognised as a liabil-
ity in the consolidated balance sheet. Changes in estimates can impact recorded defined-benefit
obligations. The equal distribution of risk prescribed by law and in the regulations in the event of a
funding deficit is not taken into account when measuring the obligation. See Note 10.

Provisions for dismantling and restoration costs

Provisions are raised for costs incurred in connection with dismantling and restoring telecommu-
nication installations and transmitter stations. As of 31 December 2014, the carrying amount of
these provisions totalled CHF 646 million. The level of the provisions is primarily determined by
estimates of future costs for dismantling and restoration and the timing of the dismantling. An
increase in the estimated costs by 10% would result in an increase in the provision of CHF 60 mil-
lion. A postponement of the date of dismantling by ten years would lead to a decrease in the provi-
sions of CHF 29 million. See Note 28.

Provisions for regulatory proceedings

Various proceedings are in course in connection with the setting of prices for regulated access
services. Swisscom has set up provisions on the basis of its own estimate of the expected financial
outcome thereof. As of 31 December 2014, the provisions for regulatory proceedings aggregated
CHF 106 million. Further developments in the proceedings or a decision by the competent court
may result in a revised assessment of the financial outcome in subsequent years, thereby leading
to an increase or decrease of the recorded provisions. See Note 28.



Proceedings conducted by the Competition Commission

The Competition Commission (ComCo) is conducting an investigation into ADSL prices against
Swisscom. The proceedings are described in Note 29. In the event that Swisscom is deemed to
have violated Antitrust Law, ComCo is entitled to impose sanctions. On the basis of a legal opinion,
Swisscom considers it unlikely that ComCo will impose direct sanctions. Accordingly, no provisions
were recognised in the 2014 consolidated financial statements in connection with these proceed-
ings. Further developments in the proceedings may result in a revised assessment of the financial
outcome in subsequent years and lead to the need to record provisions.

Allowances for doubtful receivables

Allowances for doubtful receivables are recorded in order to cover foreseeable losses arising from a
customer’s inability to pay. As of 31 December 2014, the carrying value of allowances for trade and
other receivables totalled CHF 210 million. In determining the appropriateness of the allowance,
several factors are considered. These include the ageing structure of receivables, the current finan-
cial solvency of the customer and the historical experience with receivable losses. The actual level
of receivable losses may be higher than the amount recognised if the actual financial situation of
the customers is worse than originally expected. See Note 18.

Deferred income tax assets

The recognition of deferred tax assets and liabilities is based on the judgment of management.
Deferred tax assets on tax loss carry-forwards are only recognised if it is probable that they can
be used. Whether or not they can be used depends on whether taxable profits can be achieved in
the future which can be offset against the available tax loss carry-forwards. In order to assess the
probability of their future use, estimates must be made of various factors such as future profita-
bility. If the actual results differ from the estimates, this can lead to a change in the assessment
of recoverability of the deferred tax assets. On 31 December 2014, recognised deferred tax assets
amounted to CHF 950 million. See Note 15.

Useful lives of property, plant and equipment

As of 31 December 2014, the carrying amount of property, plant and equipment totalled
CHF 9,720 million. In assessing the useful life of an item of property, plant and equipment, the
expected use of the asset by the company, expected physical wear and tear, technological develop-
ments as well as past experience with comparable assets are considered. The assessment of useful
lives is based upon the judgment of management. A change in the useful lives may impact the
future level of depreciation and amortisation recorded. See Notes 3.7 and 23.
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5 Business combinations

Business combinations in 2014

In 2014, Swisscom made payments totalling CHF 305 million for the acquisition of Group companies.
Of this amount, CHF 288 million relates to the takeover of PubliGroupe in September 2014.

Public takeover of PubliGroupe SA

In June 2014, Swisscom launched a public takeover bid for PubliGroupe SA (PubliGroupe). Swisscom
offered the shareholders of PubliGroupe a price of CHF 214 per share, which corresponds to a total
purchase consideration of CHF 474 million. Upon expiration of the offer period on 25 August 2014,
Swisscom held 98.37% of the share capital of PubliGroupe and the takeover was consummated on
5 September 2014. The purchase consideration for the 98.37% of the share capital was CHF 466 mil-
lion. Because the threshold of 98% within the framework of public takeover bid was exceeded,
Swisscom may initiate a procedure to have the remaining non-controlling interests cancelled in
consideration for the payment of the offer price of CHF 214 per share. The purchase consideration
of CHF 8 million for the remaining 1.63% of the share capital was recognised as a liability in the third
quarter of 2014.

The takeover of PubliGroupe was primarily to achieve full control over and further develop the Local
Group. PubliGroupe is active primarily in the Swiss directories market and owns a 51% shareholding
in LTV Yellow Pages Ltd and a 49% shareholding in Swisscom Directories Ltd and local.ch Ltd (Local
Group). Prior to the acquisition, Swisscom had held a 49% interest in LTV Yellow Pages Ltd and a
51% shareholding in Swisscom Directories Ltd and local.ch Ltd. Until then, Swisscom Directories
Ltd and local.ch Ltd were treated as fully consolidated subsidiaries in the consolidated financial
statements of Swisscom and LTV Yellow Pages Ltd was accounted for as an associated company.
Of the purchase consideration, an amount of CHF 162 million represents the acquisition of the out-
standing non-controlling interests in Swisscom Directories Ltd and local.ch Ltd. As Swisscom held
a controlling interest in Swisscom Directories Ltd and local.ch Ltd prior to the takeover, the trans-
action is dealt with in shareholders’ equity. The carrying value in Swisscom'’s consolidated financial
statements of its 49% shareholding in LTV Yellow Pages Ltd at the time of the takeover amounted
to CHF 26 million. In accordance with IFRS, the difference of CHF 82 million between the carrying
value and the fair value was recognised as other financial income in the third quarter of 2014. Fol-
lowing the takeover, LTV Yellow Pages Ltd and local.ch Ltd were merged into Swisscom Directories
Ltd. PubliGroupe holds, in addition, further shareholdings in media companies and media service
providers as well as being the owner of real estate properties. Swisscom plans to sell the sharehold-
ings as well as the real-estate properties to the media companies. For further information see Note
22. Swisscom will examine all options regarding the further shareholdings. By the end of 2014,
various investments were sold to media companies for a price of CHF 57 million.



In accordance with IFRS, the acquisition costs for the acquisition of PubliGroupe amounted to
CHF 420 million. This is comprised of the purchase price for PubliGroupe shares of CHF 474 million
and the fair value of the previous 49% participation in LTV Yellow Pages Ltd of CHF 108 million,
less the fair value of the non-controlling shares of Swisscom Directories Ltd and local.ch Ltd of
CHF 162 million. The business combination was accounted for provisionally in the consolidated
financial statements as at 31 December 2014, since not all the necessary information concerning
the acquired foreign operations was available at the time of preparing these year-end financial
statements. The provisional allocation of acquisition costs to the net assets of PubliGroupe may be
analysed as follows:

In CHF million 2014
Cash and cash equivalents 16
Other financial assets 42
Non-current assets held for sale. See Note 22. 137
Investments in associates. See Note 25. 48
Property, plant and equipment 4
Other intangible assets 63
Receivables from pension plans 15
Other current and non-current assets 48
Deferred tax liabilities (11)
Financial liabilities (20)
Other current and non-current liabilities (114)
Identifiable assets and liabilities 228
Goodwill 192
Purchase consideration 420
Cash and cash equivalents acquired (16)
Investments in associates. See Note 25. (108)
Deferred payment of purchase price (8)
Total cash outflow 288
The gross value of the trade receivables acquired amounts to CHF 47 million. At the time of the 151 —

takeover, it was anticipated that, of this amount, CHF 7 million was irrecoverable. The main reasons
for the recognition of goodwill are the future anticipated synergies and additional market shares
as well as the qualified employees. Transaction costs of CHF 1 million were recorded as other oper-
ating expenses in connection with the takeover of PubliGroupe. Swisscom’s consolidated finan-
cial statements as of and for the year ended 31 December 2014 reflect additional net revenues
of CHF 41 million as well as net income of CHF 6 million since the takeover of PubliGroupe on
5 September 2014. On the assumption that PubliGroupe had been included in the consolidated
financial statements as from 1 January 2014, there would have resulted consolidated pro-forma
net revenues of CHF 11,753 million and a consolidated pro-forma net income of CHF 1,712 million.

Business combinations in 2013
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Payments totalling CHF 60 million were made in 2013 for the acquisition of Group companies. Of
this amount, CHF 3 million relates to deferred consideration for business combinations in prior
years and CHF 57 million for businesses acquired in 2013. The newly acquired companies in 2013
are viewed individually as non-significant business combinations and are thus reported on an
aggregate basis. —
In February 2013, Hospitality Services acquired the operating business of Deuromedia. Deuromedia

provides IP-based infotainment solutions for the hospitality market.

At the end of March 2013, Datasport Ltd acquired the entire share capital of Abavent GmbH. Abav-

ent GmbH is a German provider of sporting events.

In April 2013, Swisscom IT Services acquired the business platform from Entris Banking and in doing

so, the entire capital of Entris Integrator AG. Using the business platform of Entris Integrator AG,

banks execute their banking activities such as the processing of payment transactions, credit and

security settlements or e-banking. Following acquisition, the investee changed its name to Swisscom
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Banking Provider Ltd. In addition, in June 2013, Swisscom IT Services Ltd acquired the entire share
capital of Entris Operations AG. Entris Operations AG processes primarily the cash and securities
settlement operations for some 50 banks. Following acquisition, Entris Operations AG was merged
into Swisscom Banking Provider Ltd.

Furthermore, Swisscom increased its shareholding in CT Cinetrade Ltd (Cinetrade) from 49% to 75%
in April 2013. Cinetrade offers TV-related services, Pay-TV, transmissions of sporting events and
video-on-demand. Cinetrade additionally operates one of the leading cinema chains in Switzerland.
In December, Swisscom Switzerland acquired a 67% equity holding in DL-Groupe GMG Ltd, which
provides services in the field of IP-based managed unified communication and collaboration services.
The aggregate allocation of acquisition costs to the net assets may be analysed as follows:

In CHF million 2013
Cash and cash equivalents 55
Property, plant and equipment 32
Otherintangible assets 66
Other current and non-current assets 43
Deferred tax liabilities (15)
Other current and non-current liabilities (84)
Identifiable assets and liabilities 97
Share of identifiable net assets attributable to non-controlling interests (19)
Goodwill 159
Purchase costs 237
Cash and cash equivalents acquired (55)
Investments in associates. See Note 25. (105)
Option from business combinations. See Note 33. (20)
Cash outflow from business combinations of the current year 57
Cash outflow from business combinations of prior years 3
Total cash outflow from business combinations 60

The main reasons for the recognition of goodwill are the future anticipated synergies and addi-
tional market shares as well as the qualified employees. In the 2013 consolidated financial state-
ments, additional net revenues of CHF 172 million and net income of CHF 17 million were gener-
ated from these business combinations. Assuming that the subsidiary companies acquired in 2013
had been included in the consolidated financial statements as from 1 January 2013, there would
have resulted consolidated pro-forma net revenues of CHF 11,529 million and a consolidated pro-
forma net income of CHF 1,700 million.

6 Segment information

Operating segments requiring to be reported are determined on the basis of the management
approach. Accordingly, external segment reporting reflects the internal organisational and man-
agement structure used within the Group as well as internal financial reporting to the Chief Operat-
ing Decision Maker. The segment information disclosed is in line with that of the internal reporting
systems. Reportingis divided into the segments “Residential Customers”, “Small and Medium-Sized
Enterprises”, “Corporate Business”, “Wholesale” and “Network & IT” which are grouped under
Swisscom Switzerland, “Fastweb” and “Other Operating Segments”. In addition, unallocated costs
are reported separately under “Group Headquarters”.

In segment reporting, the business divisions of Swisscom Switzerland are reported as individual
segments. The support functions of finance, human resources and strategy of Swisscom Switzer-
land are embedded in the division Network & IT. No network costs are recharged for the financial
management of customer segments. The results of the customer segments Residential Customers,
Small and Medium-Sized Enterprises, Corporate Business and the segment Wholesale thus report
their contribution margins prior to network costs. Network costs are planned, monitored and con-
trolled by the business division Network & IT which is managed as a cost centre. For this reason,



no revenue is credited to the Network & IT division within segment reporting. The segment results
of Network & IT consist of operating expenses and depreciation and amortisation less capitalised
self-constructed assets and other income. The sum of the segment results of Swisscom Switzer-
land corresponds in aggregate to the operating results (EBIT) of Swisscom Switzerland. Fastweb
is one of the largest fixed-network operators and a leading provider of IP-based services in Italy.
It is reported in the consolidated financial statements as a separate segment. Other Operating
Segments principally comprise Swisscom IT Services, Swisscom Real Estate and the area Participa-
tions. Group Headquarters which includes unallocated costs, comprises mainly the Group central
divisions of Swisscom, Swisscom Re Ltd and the employment company Worklink Ltd.

The services offered by each operating segment are described in Note 3.16. The segment results
of the segments Fastweb and Other Operating Segments correspond to the operating result (EBIT)
of these units. The latter reflects the net revenues from external customers and other segments
less segment expenses and depreciation, amortisation and impairment losses on property, plant
and equipment and intangible assets. Segment expenses include the costs of materials and ser-
vices, personnel costs and other operating costs less capitalised self-constructed assets and other
income. The segment expense includes ordinary employer contributions as retirement-benefit
expense. The difference between the ordinary employer contributions and the retirement-benefit
expense as provided for under IAS 19 is reported in the column “Eliminations”. In 2014, no costs
are included in the column “Eliminations” as a reconciling item to retirement-benefit expense in
accordance with IAS 19 (prior year: gain of CHF 17 million).

Group Headquarters charges no management fees to other segments for its financial management
services; similarly, the segment Network & IT recharges no network costs to the other segments.
Other inter-segment services are recharged at market prices. Unrealised gains and losses may arise
as a result of recharging services and sales of assets between the segments. These are eliminated
and are reported in the segment information in the column “Eliminations”. Capital expenditures by
segment include additions to property, plant and equipment and other intangible assets.
Segment information for 2014 of Swisscom may be analysed as follows:

Other Group
Swisscom operating Head- Elimi-
2014, in CHF million Switzerland Fastweb segments quarters nation Total
Net revenue from external customers 8,571 2,043 1,088 1 - 11,703
Net revenue with other segments 60 4 801 1 (866) -
Net revenue 8,631 2,047 1,889 2 (866) 11,703
Segment result 2,403 (119) 186 (126) (22) 2,322 153 *
Financial income and financial expense, net (260)
Share of results of associates 26
Income before income taxes 2,088 a9 —
Income tax expense (382) E é
Net income 1,706 % %
R
Associates 68 47 56 - - 171 ‘_g Tﬁj o
Assets held for sale - - 80 - - 80 E §
Capital expenditure in property, plant and % %
equipment and other intangible assets 1,571 682 236 - (29) 2,460 E §
Depreciation, amortisation and impairment losses 1,173 744 175 5 (6) 2,091 °Q
Gain (loss) on disposal of property, § §
plant and equipment, net () - 51 - - 49 g
Share of results of associates 26 - - - - 26 %
(9]
g
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Segment information 2014 of Swisscom Switzerland is to be analysed as follows:

Small and Total
Medium- Swisscom
Residential Sized Corporate Whole- Network Elimi- Switzer-
2014, in CHF million Customers  Enterprises Business sale &IT nation land
Net revenue from external customers 5,168 1,139 1,694 570 — - 8,571
Net revenue with other segments 158 20 94 359 - (571) 60
Net revenue 5,326 1,159 1,788 929 - (571) 8,631
Segment result 2,823 850 832 381 (2,483) - 2,403
Associates 3 - - 64 1 - 68
Capital expenditure in property, plant and
equipment and other intangible assets 172 25 83 - 1,291 - 1,571
Depreciation, amortisation and impairment losses 128 6 68 — 971 - 1,173
Gain (loss) on disposal of property,
plantand equipment, net (@h) - - - (1) - ()
Share of results of associates 2 - - 24 - - 26
Segment information 2013 of Swisscom is to be analysed as follows:
Other Group

Swisscom operating Head- Elimi-
2013, in CHF million Switzerland Fastweb segments quarters nation Total
Net revenue from external customers 8,389 2,013 1,032 - — 11,434
Net revenue with other segments 60 5 787 1 (853) -
Net revenue 8,449 2,018 1,819 1 (853) 11,434
Segment result 2,443 (120) 108 (135) (38) 2,258
Financial income and financial expense, net (259)
Share of results of associates 30
Income before income taxes 2,029
Income tax expense (334)
Net income 1,695
Associates 93 49 11 - - 153
Assets held for sale - - 13 - - 13
Capital expenditure in property, plant and
equipment and other intangible assets 1,516 695 244 - (10) 2,445
Depreciation, amortisation and impairment losses 1,104 740 195 8 3) 2,044
Gain (loss) on disposal of property,
plant and equipment, net (10) - 13 - - 3
Share of results of associates 30 - - - - 30




Segment information 2013 of Swisscom Switzerland is to be analysed as follows:

Small and Total
Medium- Swisscom
Residential Sized Corporate Whole- Network Elimi- Switzer-
2013, in CHF million Customers  Enterprises Business sale &IT nation land
Net revenue from external customers 4,985 1,128 1,688 588 — — 8,389
Net revenue with other segments 160 23 99 378 - (600) 60
Net revenue 5,145 1,151 1,787 966 - (600) 8,449
Segment result 2,790 859 832 384 (2,423) 1 2,443
Associates 29 - - 63 1 - 93
Capital expenditure in property, plant and
equipment and other intangible assets 199 17 92 - 1,208 - 1,516
Depreciation, amortisation and impairment losses 108 5 75 — 917 (1) 1,104
Gain (loss) on disposal of property,
plant and equipment, net - - @) - © - (10)
Share of results of associates 9 - - 21 - - 30

Disclosures by geographical regions

Swisscom’s operations are conducted mainly in Switzerland where it provides a comprehensive
range of telecommunication services. Business activities abroad mainly relate to Fastweb and
Swisscom Hospitality Services. Fastweb primarily provides fixed-network and IP-based products
in Italy. Swisscom Hospitality Services is a provider of broadband and Internet-based solutions for
hotel guests in virtually all of Europe, the United States and Asia. Net revenues and assets are allo-
cated to regions. Net revenues and assets are allocated according to the registered office of the

related Group company.

2014 2013
Net Non-current Net Non-current
In CHF million revenue assets revenue assets
Switzerland 9,586 13,423 9,358 12,726
Italy 2,048 3,281 2,020 3,414 155
Other countries in Europe 55 151 48 87
Other countries outside Europe 14 - 8 1
Not allocated - 651 - 472 a9
c
Total 11,703 17,506 11,434 16,700 E é
28
M [©
ki
Disclosures by products and services 53
& ©
c C
=gt
In CHF million 2014 2013 Lol
Qv v
Mobile access lines single subscriptions 2,852 2,874 E é
Fixed access lines single subscriptions 3,832 4,027 § El
c C
Bundles 1,938 1,576 S S
()
Other 3,080 2,956 =
o
Not allocated 1 1 5
Total net revenue 11,703 11,434 I

The products and services offered by each operating segment are described in Note 3.16.

Significant customers

Swisscom has a large number of customers. No individual customers accounted for more than 10%

of segment revenue in 2013 and 2014.
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7 Netrevenue

In CHF million 2014 2013
Net revenue from services 10,874 10,556
Net revenue from sale of merchandise 828 875
Net revenue from the right of use of intangible assets 1 3
Total net revenue 11,703 11,434

Further information on Swisscom’s business activities is set out in Notes 3.16 and 6.

8 Goods and services purchased
In CHF million 2014 2013
Raw materials and supplies 42 24
Services purchased 503 502
Customer premises equipment and merchandise 1,103 1,022
National traffic fees 176 180
International traffic fees 246 265
Traffic fees of foreign subsidiaries 299 345
Total goods and services purchased 2,369 2,338

9 Personnel expense
In CHF million 2014 2013
Salary and wage costs 2,194 2,132
Social security expenses 232 224
Expense of defined benefit plans. See Note 10. 244 258
Expense of defined contribution plans. See Note 10. 10 11
Expense of share-based payments. See Note 11. 5 6
Salary and wage costs of the employment company Worklink 5 2
Termination benefits @) 6
Other personnel expense 62 67
Total personnel expense 2,751 2,706

Termination benefit programmes

Swisscom supports employees affected by downsizing through a social plan. Depending on the
relevant social plan as well as age and length of service, certain employees affected by downsizing
may transfer to the employment company Worklink Ltd. The employment company Worklink Ltd
hires out participating employees to third parties on a temporary basis. For further information see

Note 28.



10 Post-employment benefits

Defined-benefit plans

Swisscom maintains several pension plans for employees in Switzerland and Italy. Expenses of
defined benefit plans totalled CHF 268 million in 2014 (prior year: CHF 295 million). Of this amount,
CHF 244 million (prior year: CHF 258 million) was recorded as personnel expense and CHF 24 million
(prior year: CHF 37 million) as finance expense.

comPlan

The majority of Swisscom’s employees in Switzerland are insured for the risks of old age, death and
disability by the independent pension plan, comPlan. The benefits of comPlan exceed the minimum
laid down in the Federal Law on Occupational Retirement, Survivors’ and Disability Insurance (BVG).
The ordinary employer contributions encompass risk contributions of 3.35% and contributions var-
ying with age of 5-13% of the insured salary to be credited to the individual retirement savings’
accounts. The standard retirement age is 65. Employees qualify for early retirement at the earliest
on their 58th birthday, whereby the rate of conversion is reduced in line with the longer expected
duration of pension payments. Furthermore, employees may choose to take their entire pension
or part thereof in the form of a capital payment. The amount of the pension paid results from the
conversion rate which is applied to the accumulated savings of the individuals concerned in the
case of retirement. For individuals retiring at the age of 65, the rate of conversion is 6.4% up to
the end of 2013. From 2014 onwards, the conversion rate was reduced to 6.11%. The accumulated
savings result from employee and employer contributions which are paid into the individual sav-
ings account of each individual insured person as well as the interest accruing on the accumulated
savings. The interest rate to be applied to the accumulated pension savings is defined annually by
the Foundation Council of comPlan. comPlan has the legal form of a foundation. The Foundation
Council, which is constituted by an equal number of representatives of the employer and employ-
ees, is responsible for the management of the Foundation. The duties of the Foundation Council
are laid down in the BVG and the Pension Fund Rules. In accordance with BVG, a temporary short-
fall is permitted. The Foundation Council must take appropriate measures in order to solve the
shortfall within a reasonable time. Pursuant to BVG, additional employer and employee contribu-
tions may be incurred whenever a significant shortfall in accordance with BVG arises. In such cases,
the risk is split between the employer and employees and the employer is not legally obligated to
assume more than 50% of the additional contributions. As of 31 December 2014, the funding ratio
as defined by BVG of comPlan was 111% (prior year: 106%). The Investment Commission is the
central management, coordination and monitoring body for the management of the pension plan
assets. The pension plan assets are administered using mandated, independent financial service
providers. Monitoring is supported by an external investment controller. The Foundation Council
determines the investment strategy within the framework of the legal provisions. Within its terms
of reference, the Investment Commission may undertake the asset allocation.

Other pension plans

In addition to various smaller pension plans in Switzerland, other pension plans include the pen-
sion plan for Fastweb employees and the pension plan of the PubliGroupe. Employees of the Ital-
ian subsidiary Fastweb have acquired entitlements to future pension benefits up to the end of
2006. These benefits are recorded in the balance sheet as defined-benefit obligations. With the
PubliGroupe pension fund, employees of PubliGroupe Group companies in Switzerland are insured
against the risks of age, death and disability. The amount of the pension paid results from the con-
version rate which is applied to the accumulated savings of the individuals concerned in the case of
retirement. For individuals retiring at the age of 65, the rate of conversion is 6.4%. The accumulated
savings result from employee and employer contributions which are paid into the individual sav-
ings account of each individual insured person as well as the interest accruing on the accumulated
savings.
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Pension cost

Defined-benefit pension plans

In CHF million comPlan  Other plans 2014 comPlan  Other plans 2013

Current service cost 234 6 240 244 7 251

Plan amendments - - - - (3) (3)

Administration expense 3 1 4 3 1 4

Employment termination benefits - - - 6 - 6

Total recognised in personnel expense 237 7 244 253 5 258

Interest cost on net defined benefit obligations 24 - 24 37 - 37

Total recognised in financial expense 24 - 24 37 - 37

Total expense of defined benefit plans

recognised in income statement 261 7 268 290 5 295
In addition, other comprehensive income includes an actuarial loss of CHF 1,161 million (prior year:
actuarial gain of CHF 847 million) which may be analysed as follows:

In CHF million comPlan  Other plans 2014 comPlan  Otherplans 2013

Actuarial gains and losses from:

Change of the financial assumptions 1,536 52 1,588 (384) (24) (408)

Experience adjustments to defined benefit obligations (102) - (102) (165) 2 (163)

Return on plan assets excluding the

recognised part of financial result (315) (10) (325) (272) (4) (276)

Total expense (income) of defined benefit plans

recognised in other comprehensive income 1,119 42 1,161 (821) (26) (847)

Defined-contribution pension plans

Expenses in 2014 for defined-contribution plans aggregated CHF 10 million (prior year: CHF 11 million).



Status of pension plans

In CHF million comPlan  Other plans 2014 comPlan  Other plans 2013
Defined benefit obligations

Balance at 1 January 9,533 162 9,695 9,823 107 9,930
Current service cost 234 6 240 244 7 251
Interest cost on defined benefit obligations 218 - 218 188 2 190
Employee contributions 162 - 162 152 2 154
Benefits paid (259) - (259) (331) (6) (337)
Actuarial losses (gains) 1,434 52 1,486 (549) (22) (571)
Additions from acquisition of subsidiaries - 589 589 - 85 85
Plan amendments - - - - (13) (13)
Employment termination benefits - - - 6 - 6
Transfer of pension plans to comPlan 84 (84) - - - -
Balance at 31 December 11,406 725 12,131 9,533 162 9,695
Plan assets

Balance at 1 January 8,286 116 8,402 7,772 50 7,822
Interest income on plan assets 194 - 194 151 2 153
Employer contributions 259 7 266 273 3 276
Employee contributions 162 - 162 152 2 154
Benefits paid (259) - (259) (331) (4) (335)
Return on plan assets excluding the

recognised part of financial result 315 10 325 272 4 276
Additions from acquisition of subsidiaries - 604 604 - 70 70
Plan amendments - - - - (10) (10)
Administration expense (3) (2) (4) (3) (2) (4)
Transfer of pension plans to comPlan 72 (72) - - - -
Balance at 31 December 9,026 664 9,690 8,286 116 8,402

Net defined benefit obligations
Net defined benefit obligations recognised at 31 December 2,380 61 2,441 1,247 46 1,293
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Movements in recognised defined-benefit obligations are to be analysed as follows:

L8

c C

v v

€ ¢c

In CHF million comPlan  Other plans 2014 comPlan  Other plans 2013 42 %
Balance at 1 January 1,247 46 1,293 2,051 57 2,108 % % .

Pension cost, net 261 7 268 290 5 295 B

T [©

Employer contributions and benefits paid (259) (7) (266) (273) (5) (278) E E

Additions from acquisition of subsidiaries - (15) (15) - 15 15 E E

T (T

Expense (income) of defined benefit plans % %

recognised in other comprehensive income 1,119 42 1,161 (821) (26) (847) 2

o O

Transfer of pension plans to comPlan 12 (12) - - - - v

=

Balance at 31 December 2,380 61 2,441 1,247 46 1,293 5

S

g

(o]

z

The weighted average duration of the net present value of the recorded pension obligations is —
18 years (prior year: 17 years).

Breakdown of pension plan assets
comPlan

The breakdown of the comPlan’s pension assets by the various investment categories and invest-
ment strategy is as follows:
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31.12.2014 31.12.2013
Investment Not Not

Category strategy Quoted quoted Total Quoted quoted Total
Government bonds Switzerland 10.0% 53% 77% 13.0% 10.8% 8.4% 19.2%
Corporate bonds Switzerland 8.0% 8.7% - 8.7% 11.2% - 11.2%
Government bonds World-developed markets 11.0% 11.0% - 11.0% 10.2% - 10.2%
Corporate bonds World-developed markets 8.0% 7.9% - 7.9% 1.2% - 1.2%
Go