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Cautionary Statement Cautionary Statement 

This presentation contains forward-looking statements, in particular relating to France Telecom’s outlook for 
2005 as restated under International Financial Reporting Standards (IFRS).  

Such statements are not historical facts and include expressions about management’s confidence and 
strategies and management’s expectations about new and existing programs, opportunities, technology and 
market conditions.  Although France Telecom believes its expectations are based on reasonable 
assumptions, these forward-looking statements are subject to numerous risks and uncertainties.  These 
statements should not be regarded as a representation that anticipated events will occur or that expected 
objectives will be achieved.  Important factors that could cause actual results or performance to differ 
materially from the results anticipated in the forward-looking statements include, among other things, the 
success of the FT 2005 plan, including the TOP LINE and TOP programs, France Telecom’s other strategic 
initiatives (based on the integrated operator model and including the FT Ambition 2008 program) as well as 
other financial and operating initiatives, changes in the competitive environment and the telecom market 
regulatory environment, and risks and uncertainties attendant upon exchange rate fluctuations, 
technological trends, business activity and international operations.  In addition, these forward-looking 
statements and the other information relating to France Telecom’s 2004 results as presented in accordance 
with IFRS are subject to additional specific risks and uncertainties relating to the possibility of changes in 
IFRS standards prior to December 31, 2005.  More detailed information on the potential risks that could 
affect France Telecom’s financial results is found in the Document de Référence filed with the AMF on 
March 2, 2005 and in filings made with the U.S. Securities and Exchange Commission.

This presentation contains forward-looking statements, in particular relating to France Telecom’s outlook for 
2005 as restated under International Financial Reporting Standards (IFRS).  

Such statements are not historical facts and include expressions about management’s confidence and 
strategies and management’s expectations about new and existing programs, opportunities, technology and 
market conditions.  Although France Telecom believes its expectations are based on reasonable 
assumptions, these forward-looking statements are subject to numerous risks and uncertainties.  These 
statements should not be regarded as a representation that anticipated events will occur or that expected 
objectives will be achieved.  Important factors that could cause actual results or performance to differ 
materially from the results anticipated in the forward-looking statements include, among other things, the 
success of the FT 2005 plan, including the TOP LINE and TOP programs, France Telecom’s other strategic 
initiatives (based on the integrated operator model and including the FT Ambition 2008 program) as well as 
other financial and operating initiatives, changes in the competitive environment and the telecom market 
regulatory environment, and risks and uncertainties attendant upon exchange rate fluctuations, 
technological trends, business activity and international operations.  In addition, these forward-looking 
statements and the other information relating to France Telecom’s 2004 results as presented in accordance 
with IFRS are subject to additional specific risks and uncertainties relating to the possibility of changes in 
IFRS standards prior to December 31, 2005.  More detailed information on the potential risks that could 
affect France Telecom’s financial results is found in the Document de Référence filed with the AMF on 
March 2, 2005 and in filings made with the U.S. Securities and Exchange Commission.
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Key messages Key messages 

Strategic priorities unchangedStrategic priorities unchanged

Positive impact on Net result Group Share ( + 233 million euros)Positive impact on Net result Group Share ( + 233 million euros) and and 
EPS (+8%)EPS (+8%)

Organic Cash flow Generation potential maintainedOrganic Cash flow Generation potential maintained

No change in guidanceNo change in guidance

Net Debt (+ 6 Net Debt (+ 6 bn bn euros) and Equity (+ 2bn euros) impacts consistent euros) and Equity (+ 2bn euros) impacts consistent 
with December 2004 communicationwith December 2004 communication

New business segments fitted to company organizationNew business segments fitted to company organization
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2004 Key figures French GAAP  IFRS2004 Key figures French GAAP  2004 Key figures French GAAP  IFRSIFRS

Final figures consistent with Dec, 2004 communicationFinal figures consistent with Dec, 2004 communication

RevenuesRevenues
Gross Operating Gross Operating 
margin*margin*

Net Result Net Result Group ShareGroup Share

Net debt (year end)Net debt (year end)

Equity (year end) Equity (year end) 

French French 
GAAPGAAP IFRSIFRS

47,15747,157

18,26118,261

2,7842,784

43,93843,938

15,68115,681

46,15846,158

17,92317,923

3,0173,017

49,92349,923

17,68317,683

EurosEuros, in millions, in millions

Gross Operating  Gross Operating  
Margin rateMargin rate

38.7%38.7% 38.8%38.8%

*: EBITDA proxy*: EBITDA proxy
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2004 Key figures French GAAP  IFRS2004 Key figures French GAAP  2004 Key figures French GAAP  IFRSIFRS

Organic Free Cash Flow* (in billion of euros)Organic Free Cash Flow* (in billion of euros)

EPS (in euros)EPS (in euros)

1.14
1.23

French GAAP IFRS

No impact on organic cash generation potentialNo impact on organic cash generation potential

7.657.8

French GAAP IFRS

* Cash * Cash Flow excluding EquantFlow excluding Equant CVR CVR payment and  excluding Disposals and Minorities buypayment and  excluding Disposals and Minorities buy out (out (KulczyckKulczyck put not put not includedincluded))
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2005 Guidance2005 Guidance

French GAAPFrench GAAP IFRSIFRS
Pro forma 
Revenues growth
Pro forma Pro forma 
Revenues growthRevenues growth +3% to 5% +3% to 5% +3% to 5% +3% to 5%+3% to 5%

REAA Gross 
Operating Margin
REAA REAA Gross Gross 
Operating MarginOperating Margin Over 19 bn eurosOver 19 Over 19 bn bn euroseuros Over 18.5 Over 18.5 bn bn euroseuros

CAPEX to salesCAPEX to salesCAPEX to sales Upper range Upper range 
of 10% to 12%of 10% to 12%

Upper range 
of 10% to 12%
Upper range Upper range 

of 10% to 12%of 10% to 12%

Net debt to REAA 
Net debt to 

Gross Operating 
Margin

Net debt to REAA Net debt to REAA 
Net debt to Net debt to 

Gross Operating Gross Operating 
MarginMargin

Below 2 end 
of 2005

Below 2 end Below 2 end 
of 2005of 2005

Below 2.5 end Below 2.5 end 
of 2005of 2005

Guidance unchanged, priority remains to debt reductionGuidance unchanged, priority remains to debt reduction
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2004 IFRS Income Statement2004 IFRS Income Statement2004 IFRS Income Statement

Gross Operating Margin remains the key operational performance iGross Operating Margin remains the key operational performance indicatorndicator

RevenuesRevenues 46,158

LabourLabour costs costs (excl. share(excl. share--based payment, based payment, 
employee profit sharing & discount on share offers)employee profit sharing & discount on share offers)

OwOw External purchasesExternal purchases

Non Non labourlabour costscosts

Gross Operating MarginGross Operating Margin

- 8,850

- 17,870

- 19,385

17,923

EurosEuros, in millions, in millions

AmortizationAmortization - 7,990

Operating Income Operating Income 9,312

IFRSIFRS
12/31/0412/31/04

Impairment of goodwill Impairment of goodwill - 534

Impairment of assetsImpairment of assets - 179

Disposal of assetsDisposal of assets + 922

AssociatesAssociates + 30
Restructuring costsRestructuring costs - 181

47,15747,157

-- 8,8748,874

-- 18,61718,617

-- 20,02220,022

18,26118,261

-- 7,4377,437

10,82410,824

French GAAPFrench GAAP
12/31/0412/31/04

-- 999999

+ 747+ 747

+ 637+ 637

-- 338338

-- 553553

-- 1,5121,512

DeltaDelta

-- 534534

-- 179179

+ 922+ 922

+ 30+ 30
-- 181181

AA

BB

CC

ShareShare--based paymentbased payment--Employee profit Employee profit 
sharingsharing

- 416 -- 416416

+ 24+ 24

Discount on share offers to employeesDiscount on share offers to employees -263 -- 263263
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A - RevenuesA A -- RevenuesRevenues

Revenues under French GAAP Revenues under French GAAP 

FY 2004 FY 2004 

47,15747,157

Euros, in millionsEuros, in millions

Revenue share arrangementsRevenue share arrangements -- 352352

Connection fees Connection fees -- 8080

Equipment sales through third partyEquipment sales through third party -- 345345

OthersOthers -- 55

Revenues under IFRS Revenues under IFRS 46,15846,158

Revenue share arrangements Revenue share arrangements 
reviewed to determine if FT reviewed to determine if FT 

acts as an agent (net revenue acts as an agent (net revenue 
presentation) or a principal in presentation) or a principal in 
the transaction (gross revenue the transaction (gross revenue 

presentation) presentation) 
Already netted  for content Already netted  for content 

distributiondistribution
Mainly for fixedMainly for fixed--line in line in 

France (special numbers)France (special numbers)

Revenues based on end Revenues based on end 
customers paymentcustomers payment

Mainly  Orange UKMainly  Orange UK

Differed over the average Differed over the average 
expected customer expected customer 
relationship period relationship period 

Mainly Fixed Line in FranceMainly Fixed Line in France

Mainly netting impacts and scope of consolidationMainly netting impacts and scope of consolidation

Scope of consolidationScope of consolidation -- 217217

Sonatel Sonatel (Senegal) (Senegal) 
consolidated on a consolidated on a 
proportional basisproportional basis

R
ev

en
ue

 
R

ev
en

ue
 R

ec
og

R
ec

og
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IFRS Revenues recognition impactsIFRS Revenues recognition impactsIFRS Revenues recognition impacts

Revenues share arrangementsRevenues share arrangements + 352+ 352

Equipment sales Equipment sales 
through third partythrough third party

Connection feesConnection fees

OthersOthers

+ 345+ 345

00

+44+44

EurosEuros, in millions, in millions
Non labour Non labour 

OPEXOPEX

-- 352352

-- 345345

-- 8080

-- 55

RevenuesRevenues

neutralneutral

neutralneutral

-- 8080

+39+39

Gross Op.Gross Op.
MarginMargin

TotalTotal +741+741-- 782782 -- 4141

Revenue recognition impact neutral on Gross Operating MarginRevenue recognition impact neutral on Gross Operating Margin
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B - From REAA to Gross Operating MarginB B -- From REAA to Gross Operating MarginFrom REAA to Gross Operating Margin

REAA (French GAAP )REAA (French GAAP )

FY 2004FY 2004

18,26118,261

EurosEuros, in millions, in millions

Revenue reconciliation impactRevenue reconciliation impact -- 4141

Capitalization of development costsCapitalization of development costs + 86+ 86

Non Operating Income now included in Non Operating Income now included in 
Gross Operating Margin, and othersGross Operating Margin, and others -- 242242

Change in scope of consolidationChange in scope of consolidation -- 141141

Gross operating Margin (IFRS)Gross operating Margin (IFRS) 17,92317,923

Gross Operating Margin slightly improved (+0.1 point) Gross Operating Margin slightly improved (+0.1 point) 

MarginMargin
raterate

38.7%38.7%

38.8%38.8%
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C - From Gross Operating Margin to Operating 
Income
C C -- From Gross Operating Margin to Operating From Gross Operating Margin to Operating 
IncomeIncome

Gross operating Margin Gross operating Margin 

IFRSIFRS
FY 2004FY 2004

17,92317,923

EurosEuros, in millions, in millions

Operating incomeOperating income 9,3129,312

€- 553m IFRS 
reconciliation 

impact
Ow €– 582 from client 

base amortization

Equant : 
€- 519m exceptional GW  

in 1H04  & € - 15m 
recurring GW 

amortization in H104 

Ow  €199m Pages 
Jaunes IPO, €249m STM,

€73m Radianz,€57m 
Pramindo Ikat, €38m 

Orange Denmark 
disposals

French GAAPFrench GAAP
FY 2004FY 2004

18,26118,261

10,82410,824

-- 179179

AmortizationAmortization -- 7,9907,990

Impairment of goodwill Impairment of goodwill -- 534534

Impairment of assets Impairment of assets 

Disposal of assetsDisposal of assets 922922

Restructuring costRestructuring cost --181181

AssociatesAssociates 3030

-- 7,4377,437

Increased volatility of Operating IncomeIncreased volatility of Operating Income

Ow €– 184m for Equant 
impairment

ShareShare--based paymentbased payment--Employee profit sharingEmployee profit sharing -- 416416
Discount on share offers to employeesDiscount on share offers to employees --263263
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C’ - Share-based payment, employee profit sharing 
and discount on share offers to employees
C’ C’ -- ShareShare--based payment, employee profit sharing based payment, employee profit sharing 

and discount on share offers to employeesand discount on share offers to employees

FY 2004FY 2004
EurosEuros, in millions, in millions

Employee Profit SharingEmployee Profit Sharing -- 280280

Discount on share offers to Discount on share offers to 
employees (IFRS 2)employees (IFRS 2) -- 263263

Stock option plans (IFRS 2)Stock option plans (IFRS 2) -- 136136

Total Total -- 416416

Previously  below Previously  below 
Operating Operating IncomeIncome

Linked Linked to French to French 
State Placement State Placement and and 

Page Jaunes IPOPage Jaunes IPO

Mainly related Mainly related 
to Orange to Orange 
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2004 IFRS financial charges analysis2004 IFRS financial charges analysis2004 IFRS financial charges analysis

No impact on interests paidNo impact on interests paid

Total financial Charges, net Total financial Charges, net –– French GAAPFrench GAAP

-- 3,6253,625

-- 3,3653,365

TDIRA (additional interests charges on debt component)TDIRA (additional interests charges on debt component)

Foreign exchange gain (loss) impact related to Net Debt onlyForeign exchange gain (loss) impact related to Net Debt only -- 3636

Carry back interest chargeCarry back interest charge

Impact of amortized costsImpact of amortized costs

Change in Fair Value of DerivativesChange in Fair Value of Derivatives

-- 6363

-- 7777

-- 2020

-- 3232

Interests capitalized on tangible assetsInterests capitalized on tangible assets -- 3232

Total financial Charges, net Total financial Charges, net –– IFRSIFRS

EurosEuros, in millions, in millions
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2004 IFRS Income Statement2004 IFRS Income Statement2004 IFRS Income Statement

EurosEuros, in millions, in millions

IFRSIFRS
12/31/0412/31/04

French GAAPFrench GAAP
12/31/0412/31/04

Other nonOther non--operating income/(expense), netoperating income/(expense), net

Income taxes Income taxes 

Current income from integrated companiesCurrent income from integrated companies

Net resultNet result

-- 2,4772,477

3,2103,210

7,4597,459

--1,9981,998

3,0023,002

Minority InterestsMinority Interests -- 193193--218218

Net result Group ShareNet result Group Share 3,0173,0172,7842,784

113113

Employee profitEmployee profit--sharingsharing --269269

Net income/(loss) from integrated companiesNet income/(loss) from integrated companies 5,3055,305
Equity in net income/(loss) of affiliatesEquity in net income/(loss) of affiliates 44

Goodwill amortizationGoodwill amortization --1,7881,788

Exceptional goodwill amortizationExceptional goodwill amortization --519519

Delta Delta mainlymainly
due to due to 

discountingdiscounting of  of  
DeferredDeferred taxestaxes

233 million euros positive impact on Net Result Group share233 million euros positive impact on Net Result Group share

Total financial Charges, netTotal financial Charges, net -- 3,6253,625-- 3,3653,365

Operating Income Operating Income 9,3129,31210,82410,824
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Reconciliation of EquityReconciliation of EquityReconciliation of Equity

Equity under French GAAPEquity under French GAAP

01/01/04*01/01/04*

11,44411,444

Goodwill amortizationGoodwill amortization

TDIRATDIRA

Minority interests commitmentMinority interests commitment

Customers’ relationship amortizationCustomers’ relationship amortization

Revenue recognition impactRevenue recognition impact

+1,267+1,267

-- 983983

--2,4692,469

--1,0521,052

EurosEuros, in millions, in millions

OthersOthers + 341+ 341

Equity under IFRSEquity under IFRS 13,99513,995

12/31/0412/31/04

15,68115,681

+ 1,743+ 1,743

+1,236+1,236

-- 547547

--3,1003,100

--1,1051,105

-- 277277

17,68317,683

Reclassification of minority InterestsReclassification of minority Interests + 5,447+ 5,447 + 4,052+ 4,052

*: Include post*: Include post--employment benefits & Teleemployment benefits & Tele--Invest consolidation (Invest consolidation (KulzyckKulzyck put) + impact of put) + impact of Sonatel Sonatel proportionate integrationproportionate integration

Closing balance sheet consistent with Dec, 2004 communication
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Reconciliation of Net DebtReconciliation of Net DebtReconciliation of Net Debt

Net debt under French GAAPNet debt under French GAAP 47,74447,744 43,93843,938

TDIRATDIRA

Carry backCarry back

Equant Equant CVRCVR

Derivatives and associated Derivatives and associated 
cash collateralcash collateral

Accrued interestsAccrued interests

+ 4,031+ 4,031

+ 1,431+ 1,431

+ 2,049+ 2,049

-- 892892

+ 1,308+ 1,308

+ 3,994+ 3,994

+ 1,508+ 1,508

-- 10681068

+ 1,172+ 1,172

EurosEuros, in millions, in millions

Minority interests commitmentsMinority interests commitments + 984+ 984 + 547+ 547

Net debt under IFRSNet debt under IFRS 56,69356,693 49,92349,923

01/01/0401/01/04 ** 12/31/0412/31/04

OtherOther + 38+ 38 -- 168168

Net debt to Gross Operating Margin  : < 2.5 at the end of 2005Net debt to Gross Operating Margin  : < 2.5 at the end of 2005
** Including securitization and TeleIncluding securitization and Tele--Invests consolidation («Invests consolidation (« KulczykKulczyk putput »)»)..
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New business segments New business segments 

New segmentation reflects FT new organizationNew segmentation reflects FT new organization

PersonalHome DirectoriesEnterprise

France

UK

Poland

ROW

France

ROW

Poland
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New business segments’ 2004 IFRS key
figures
New business segments’ 2004 IFRS key
figures

PersonalHome Enterprise Directories

RevenuesRevenues

Gross Op Gross Op 
MarginMargin

CAPEXCAPEX

46,15846,158

17,92317,923

5,1415,141

8,2358,235

2,0392,039

388388

22,44022,440

7,4017,401

2,0512,051

20,56420,564

8,0768,076

2,7022,702

978978

407407

88

TotalTotalEliminations

--6,0596,059

Margin rateMargin rate 38.8%38.8%24.8%24.8%33.0%33.0% 39.3%39.3% 41.6%41.6%

EurosEuros, in millions, in millions

-- 88
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Conclusion Conclusion 

No impact on cash No impact on cash 
generation potentialgeneration potential

No impact on return to No impact on return to 
shareholders potentialshareholders potential

No change in guidanceNo change in guidance

Priority remains Priority remains 
deleveragingdeleveraging

Next steps for communication : 1Q05 figures on April 28, 2005 Next steps for communication : 1Q05 figures on April 28, 2005 
–– Investor Day in JuneInvestor Day in June
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Net result under French GAAP Net result under French GAAP 

TotalTotal

3,0023,002

EurosEuros, in millions, in millions

Customer relationship amortizationCustomer relationship amortization -- 582582

Reversal of Goodwill amortizationReversal of Goodwill amortization +1,773+1,773

Equant Equant tangible and intangible impairment, tangible and intangible impairment, excl. goodwillexcl. goodwill + 299+ 299

ShareShare--Based remunerationBased remuneration -- 342342

Derivative financial instrumentsDerivative financial instruments
and amortized cost methodand amortized cost method

-- 7272

Deferred taxes net impactDeferred taxes net impact -- 493493

Net result under IFRS Net result under IFRS 3,2103,210

Ow Ow ::
€ € -- 331m Orange UK331m Orange UK

€€-- 149m TP SA149m TP SA

Reconciliation of FY 2004 net resultReconciliation of FY 2004 net resultReconciliation of FY 2004 net result

Difference Difference 
betweenbetween

+ €483m of + €483m of 
French GAAP French GAAP 

asset impairment asset impairment 
AndAnd -- € 184m € 184m 

IFRS IFRS asset asset 
impairmentimpairment

Ow Ow €€–– 206 discount 206 discount 
offer offer on on sharesshares to to 

employeeemployee*, *, 
€ € -- 136m for Stock 136m for Stock 

optionoption
OtherOther -- 375375

*: €57m already accounted for in French GAAP *: €57m already accounted for in French GAAP 
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12,81812,818

--5,5645,564
-- 2,7162,716

French French 
GAAPGAAP

-- 1,6011,601

2,8422,842

2,0152,015

5,7795,779

2,9372,937

2004 Financing IFRS vs French GAAP 2004 Financing IFRS vs French GAAP 

A A -- Net Cash provided by operating activitiesNet Cash provided by operating activities

BB -- Net cash provided by investing activitiesNet cash provided by investing activities
C C –– ow Disposals of financial investmentsow Disposals of financial investments

DD -- Impact of investment in short term marketable securitiesImpact of investment in short term marketable securities

E E -- Orange & Wanadoo minorities buy outOrange & Wanadoo minorities buy out

F F –– Equant CVR payment Equant CVR payment 

Cash Flow excl. disposals & minorities (A+B-C+D+E)

Euros in millionsEuros in millionsEuros in millions

12,69712,697

--5,5915,591
-- 2,7162,716

IFRSIFRS

-- 1,6011,601

2,8422,842

2,0152,015

5,6315,631

2,7892,789Free Cash Flow excl. disposals  (A+B-C+D)

7,7947,794Organic Cash Flow (Cash Flow excluding Equant CVR payment and 
excluding Disposals and Minorities buy out (Kulczyck put not included)
(A+B-C+D+E+F)

7,6467,646
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Revenue presentation : personalRevenue presentation : personal

PERSONAL

Personal France

Personal UK

Personal Poland

Personal Rest of World

Eliminations

ORANGE

Orange France
Orange UK

Rest of the World
Eliminations

TP GROUP

Wireless telephony

OTHER INTERNATIONAL 
OPERATIONS mobile

mobile
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Revenue presentation : homeRevenue presentation : home

HOME
Home France

Consumer services
Homes usages o/w :

Subscription fees
Calling services

On-line & Internet services
Other consumer services
Carriers services

Domestic carrier services
Other carrier services

Other Home revenues in France
Home Poland

Home Rest of the World
Eliminations

TP GROUP

Fixed line services
Internet & other revenues

FIXED LINE, DISTRIBUTION 
& NETWORKS

Consumer services

Subscription fees

Calling services

On line services & Internet access

Other consumer services
Carriers services

Domestic interconnection

International Operators services

Other carriers services
Other revenues

WANADOO
Access, portals and e-Merchant

OTHER INTERNATIONAL OPERATIONS

Fix
ed

 

Fix
ed

 lin
e

lin
e
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Revenue presentation : entreprise, 
Directories
Revenue presentation : entreprise, 
Directories

ENTERPRISE

Business Fixed line Telephony in France

Business networks in France
Other Business services in France

FIXED LINE, DISTRIBUTION 
& NETWORKS

Business services

Business Fixed line telephony

Business networks

Other Business services

EQUANT

DIRECTORIES
WANADOO

Directories

Global Services

Eliminations
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Opening balance sheet optionsOpening balance sheet options

Business Business 
combinationscombinations

No restatement of business combination accounting as No restatement of business combination accounting as 
compared to French GAAP (no pooling method accounting compared to French GAAP (no pooling method accounting 
was used in FT accounts)was used in FT accounts)

Tangible assetsTangible assets Historical cost maintained except in very limited Historical cost maintained except in very limited 
circumstancescircumstances,, for which fair value has been usedfor which fair value has been used

IAS 32/39 IAS 32/39 
adoptionadoption

Implemented as of January 1, 2004 the full version of IAS Implemented as of January 1, 2004 the full version of IAS 
32/39 (no use of the carved out version likely to be 32/39 (no use of the carved out version likely to be 
promulgated in Europe)promulgated in Europe)

Cumulative Cumulative 
translation translation 
differencesdifferences

The cumulative translation differences for all foreign The cumulative translation differences for all foreign 
operations are deemed to be zero as operations are deemed to be zero as ofof January 1, 2004 January 1, 2004 
(reclassification within equity, no impact on total equity)(reclassification within equity, no impact on total equity)

Employee Employee 
benefitsbenefits

All actuarial gains and losses have been reclassified in All actuarial gains and losses have been reclassified in 
retained earnings as of January 1, 2004retained earnings as of January 1, 2004 (as in French (as in French 
GAAP)GAAP)
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Other issues with no impact for France 
Telecom
Other issues with no impact for France 
Telecom

Employee Employee 
benefitsbenefits

•• Pension schemes are not an issue in France and Pension schemes are not an issue in France and 
Poland due to the social security regimePoland due to the social security regime
•• Pension schemes of the group in other countries are Pension schemes of the group in other countries are 
defined contribution plans (such as Orange UK) with defined contribution plans (such as Orange UK) with 
minor exception of defined benefits plans (however minor exception of defined benefits plans (however 
properly funded or provided for).properly funded or provided for).

Scope of Scope of 
consolidationconsolidation

•• TP group is fully consolidated, as in French GAAP, TP group is fully consolidated, as in French GAAP, 
since it is controlledsince it is controlled
•• SonatelSonatel, previously consolidated on global basis, is , previously consolidated on global basis, is 
now consolidated on a proportion basis (42.33%)now consolidated on a proportion basis (42.33%)
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Net Net debt is defined debt is defined inin the financial the financial 
statements statements as:as:

Total Total gross borrowing gross borrowing 
((converted at hedging converted at hedging rate)rate)

-- Cash, cash Cash, cash equivalents and equivalents and 
marketable securitiesmarketable securities

Definition of Net DebtDefinition of Net Debt

Net Net debt will be defined debt will be defined as:as:
TotalTotal gross borrowing gross borrowing 
((converted at closingconverted at closing rate)rate)

-- Asset derivativesAsset derivatives
-- Asset Asset cash cash collateralcollateral
+  +  Liability derivativesLiability derivatives
++ LiabilityLiability cash cash collateralcollateral
-- Cash, cashCash, cash equivalents and equivalents and 

marketable securitiesmarketable securities
++ Accrued interestsAccrued interests

French GAAPFrench GAAP IAS/IFRSIAS/IFRS
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French GAAPFrench GAAP IAS/IFRSIAS/IFRS

Net debt: TDIRA (IAS 32)Net debt: TDIRA (IAS 32)

Perpetual bonds redeemable for Perpetual bonds redeemable for 
France Telecom shares are classified in a France Telecom shares are classified in a 
quasiquasi--equity caption in the balance sheetequity caption in the balance sheet

Interest charge is based on the Interest charge is based on the 
contractual arrangementcontractual arrangement

Breakdown between an equity Breakdown between an equity 
component and a debt componentcomponent and a debt component

Interest charge is computed based on Interest charge is computed based on 
the effective interest ratethe effective interest rate

Increased interest charge when the Increased interest charge when the 
effective interest rate is higher than the effective interest rate is higher than the 
contractual interest rate (as it is the case contractual interest rate (as it is the case 
at the moment) at the moment) 

Such aSuch additional interest charges are dditional interest charges are 
compensated by an increase of the debt compensated by an increase of the debt 
amountamount

Debt component cc. 3/4 of the Debt component cc. 3/4 of the 
nominal valuenominal value

Equity component cc.1/4 of the Equity component cc.1/4 of the 
nominal value (subject to deferred tax nominal value (subject to deferred tax 
liability)liability)

Impact on the 2004 IFRS Impact on the 2004 IFRS 
balance sheetbalance sheet

Impact on future IFRSImpact on future IFRS
financial statementsfinancial statements
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Net debt: Carry back (IAS 32 / IAS 18)Net debt: Carry back (IAS 32 / IAS 18)

The carry back receivable sale is The carry back receivable sale is 
accounted for as a true sale with an usual accounted for as a true sale with an usual 
guarantee (Note 28.2.2 of FT financial guarantee (Note 28.2.2 of FT financial 
statements)statements)

CarryCarry--back receivable sale with a back receivable sale with a 
guarantee is considered as a secured guarantee is considered as a secured 
financingfinancing

Notional interest charge (no cash out Notional interest charge (no cash out 
since interest were prepaid at the time since interest were prepaid at the time 
the receivable was sold)the receivable was sold)
Carry back receivable and financing Carry back receivable and financing 

mature in 2007 (net debt reduction), no mature in 2007 (net debt reduction), no 
cash impactcash impact

Additional financial debt and carryAdditional financial debt and carry--
back receivable of €1.5 back receivable of €1.5 BnBn (present value)(present value)

French GAAPFrench GAAP IAS/IFRSIAS/IFRS

Impact on the 2004 IFRSImpact on the 2004 IFRS
balance sheetbalance sheet

Impact on future IFRSImpact on future IFRS
financial statementsfinancial statements
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Net debt: Equant CVR (IAS 39)Net debt: Equant CVR (IAS 39)

EquantEquant CVR is accounted for as a CVR is accounted for as a 
provision for risk and provision for risk and conticontinngenciesgencies

EquantEquant CVR is a derivative instrumentCVR is a derivative instrument
As a derivative instrument:As a derivative instrument:

Any change in the value is Any change in the value is 
recorded through income statementrecorded through income statement

It is included in the Net DebtIt is included in the Net Debt

Equant Equant CVR have been paid in July CVR have been paid in July 
2004.2004.

Reclassification from provision for risk Reclassification from provision for risk 
and contingencies to derivative included and contingencies to derivative included 
in Net Debt on January 1, 2004in Net Debt on January 1, 2004

As As Equant Equant CVR was repaid in July CVR was repaid in July 
2004, no impact on Net Debt at December 2004, no impact on Net Debt at December 
31, 200431, 2004

French GAAPFrench GAAP IAS/IFRSIAS/IFRS

Impact on the 2004 IFRS Impact on the 2004 IFRS 
balance sheetbalance sheet

Impact on future IFRSImpact on future IFRS
financial statementsfinancial statements
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Net debt: derivatives and associated cash 
collateral (IAS 39)
Net debt: derivatives and associated cash 
collateral (IAS 39)

Hedging instruments are presented off Hedging instruments are presented off 
balance sheetbalance sheet

except currency hedging instruments except currency hedging instruments 
since French GAAP debt is converted at the since French GAAP debt is converted at the 
hedging rate (debt at hedging rate = debt at hedging rate (debt at hedging rate = debt at 
closing rate + hedging inclosing rate + hedging insstrumenttrument))

Debt is converted at the closing rateDebt is converted at the closing rate
Derivatives are accounted for at fair Derivatives are accounted for at fair 

value in the balance sheetvalue in the balance sheet
Changes in the fair value of derivatives Changes in the fair value of derivatives 

are recorded through income statement are recorded through income statement 
(except for cash flow hedge accounting)(except for cash flow hedge accounting)

IncreaseIncreasedd volatility (volatility (income statementincome statement, , 
shareholders’ equity)shareholders’ equity)

••Expected to be limited since major interest Expected to be limited since major interest 
rates derivatives follow the IFRSrates derivatives follow the IFRS
documentation documentation requirements requirements for for hedge hedge 
accounting accounting qualificationqualification

IFRS Net debt (on 31/12/04) lower by IFRS Net debt (on 31/12/04) lower by 
€€1.1 1.1 BnBn

Closing rate conversion instead of          Closing rate conversion instead of          
hedging ratehedging rate --€1.9 €1.9 BnBn

Currency and interest rates                   Currency and interest rates                   
derivatives evidenced in thederivatives evidenced in the
balance sheet balance sheet +€+€1.81.8 BnBn

Prepayment of derivatives Prepayment of derivatives 
constituted by the cash collateralconstituted by the cash collateral --€ 1.1 € 1.1 BnBn

OthersOthers +€0.1Bn+€0.1Bn

French GAAPFrench GAAP IAS/IFRSIAS/IFRS

Impact on the 2004 IFRS Impact on the 2004 IFRS 
balance sheetbalance sheet

Impact on future IFRSImpact on future IFRS
financial statementsfinancial statements
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Expected Impact on net debt: minority 
interests commitments (IAS27/IAS32)
Expected Impact on net debt: minority 
interests commitments (IAS27/IAS32)

Minority interests commitments are off Minority interests commitments are off 
balance sheet commitments unless there balance sheet commitments unless there 
is a risk of an outflow of resources with no is a risk of an outflow of resources with no 
symetricalsymetrical economic benefitseconomic benefits

When minority have a right to sell shares When minority have a right to sell shares 
and the entity has obligation to buy these and the entity has obligation to buy these 
shares, the entity should record a financial shares, the entity should record a financial 
liability (present value of the exercise price) liability (present value of the exercise price) 
and reduce equity for the same amount (no and reduce equity for the same amount (no 
corresponding asset)corresponding asset)

••Purchase offers made to minority Purchase offers made to minority 
shareholders enter in this categoryshareholders enter in this category

Changes in the present value of the Changes in the present value of the putput
option is recorded through income option is recorded through income 
statementstatement

••Limited impact for purchase of minority Limited impact for purchase of minority 
interests since they are paid for during 2004interests since they are paid for during 2004
••Potential impact for conditional putsPotential impact for conditional puts

Total impact for conditional and Total impact for conditional and 
unconditional put options unconditional put options €0.55€0.55 BnBn::

Conditional put: Orange Conditional put: Orange SlovenskoSlovensko, , 
Orange Orange DominicanaDominicana: : €€0.52 B0.52 Bnn

Purchase of minority interests Purchase of minority interests 
commitments as of December 31commitments as of December 31stst 2004: 2004: 
€0.03 €0.03 BBnn

French GAAPFrench GAAP IAS/IFRSIAS/IFRS

Impact on the 2004 IFRS Impact on the 2004 IFRS 
balance sheetbalance sheet

Impact on future IFRSImpact on future IFRS
financial statementsfinancial statements
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Revenues: IAS 18 (1) - Revenue recognition 
sales equipment through dealers
Revenues: IAS 18 (1) - Revenue recognition 
sales equipment through dealers

The legal analysis of the commercial The legal analysis of the commercial 
relationship between FT and its dealers relationship between FT and its dealers 
prevails over for the accounting treatment prevails over for the accounting treatment 
and revenue is recognised based on and revenue is recognised based on 
billing (handset sales in direct and indirect billing (handset sales in direct and indirect 
channels are accounted for differently)channels are accounted for differently)

TThe substance of the commercial he substance of the commercial 
relationship prevails over its legal form relationship prevails over its legal form 
(handset sales in direct and indirect (handset sales in direct and indirect 
channels are accounted for the same channels are accounted for the same 
way)way)

The remuneration of the service The remuneration of the service 
rendered by the distributor is the net rendered by the distributor is the net 
payment between FT and the dealer. payment between FT and the dealer. 
This remuneration is disclosed in This remuneration is disclosed in 
cost of salescost of sales

Revenue from equipment is Revenue from equipment is 
estimated based on the customer estimated based on the customer 
selling priceselling price

French GAAPFrench GAAP IAS/IFRSIAS/IFRS

2004 revenue impact: <€345m> ; No impact on MBO and Net Result
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Revenues: IAS 18 (2) - Revenue share 
arrangements
Revenues: IAS 18 (2) - Revenue share 
arrangements

The legal analysis of the commercial The legal analysis of the commercial 
relationship prevails over for the relationship prevails over for the 
accounting treatment and revenue is accounting treatment and revenue is 
recognised based on billingrecognised based on billing

When it can be argued that the entity When it can be argued that the entity 
determines the main characteristics of the determines the main characteristics of the 
transaction, the amount of revenue is to transaction, the amount of revenue is to 
be reported on a gross basis. When the be reported on a gross basis. When the 
entity cannot argue that it determines the entity cannot argue that it determines the 
main characteristic of the transaction main characteristic of the transaction 
then revenues are to be reported netthen revenues are to be reported net

Characteristics are defined by the Characteristics are defined by the 
followings:followings:

who is the customer ? who is the customer ? 
Who sets the price ? Who sets the price ? 
Who determines the specifications Who determines the specifications 

of the service ? of the service ? 
Who has the credit risk ?Who has the credit risk ?

French GAAPFrench GAAP IAS/IFRSIAS/IFRS

2004 impact: <€352m> ; No impact on on MBO and Net Result

Arrangements between FT, a content provider or an other operatorArrangements between FT, a content provider or an other operator, and an end , and an end 
customercustomer
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Revenues: IAS 18 (3) - Connection feesRevenues: IAS 18 (3) - Connection fees

Under French GAAP, connection fees Under French GAAP, connection fees 
and costs related to connection are and costs related to connection are 
recognised in the P&L when the service recognised in the P&L when the service 
(connection) has been rendered(connection) has been rendered

Connection fees are deferred over the Connection fees are deferred over the 
average expected customer relationship average expected customer relationship 
periodperiod

Costs related to connection that Costs related to connection that 
can not be capitalised (and therefore can not be capitalised (and therefore 
amortised) are expensed as incurredamortised) are expensed as incurred

French GAAPFrench GAAP IAS/IFRSIAS/IFRS

2004 impact: <€80m>
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Stock options granted in certain Stock options granted in certain 
subsidiaries (Orange, subsidiaries (Orange, WanadooWanadoo, , EquantEquant))
No impact on the accounts until the No impact on the accounts until the 

stock option is exercisedstock option is exercised
No compensation expense accounted No compensation expense accounted 

for (labor for (labor OpExOpEx))

Share-based compensation (IFRS 2)Share-based compensation (IFRS 2)

The fair value of stock options is The fair value of stock options is amortiamortizzed ed 
over the vesting period as a compensation over the vesting period as a compensation 
expenseexpense
France Telecom position is to apply IFRS 2 to France Telecom position is to apply IFRS 2 to 
all stock options plans (vs. the option to apply all stock options plans (vs. the option to apply 
IFRS to plan granted after November 7, 2002)IFRS to plan granted after November 7, 2002)
Discount offer of shares to employees should Discount offer of shares to employees should 
be also accounted for as compensation be also accounted for as compensation 
expensesexpenses

French GAAPFrench GAAP IAS/IFRSIAS/IFRS
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Amortization of customer 
relationships (IAS 38)
Amortization of customer 
relationships (IAS 38)

Customer relationships accounted for Customer relationships accounted for 
in case of business combinationsin case of business combinations

No amortization and no deferred taxNo amortization and no deferred tax

Deferred tax liability Deferred tax liability 
Customer relationships amortized over the Customer relationships amortized over the 

expected contractual relationship (between 4 expected contractual relationship (between 4 
and 5 years in most cases)and 5 years in most cases)

DecreaseDecrease in EBIT as long asin EBIT as long as customer customer 
relationshipsrelationships notnot fully amortizedfully amortized

•• Negative Negative impact of €0.6 Bn in 2004impact of €0.6 Bn in 2004
•• Impact Impact should reduce should reduce in 2005 in 2005 and and 
subsequent yearssubsequent years

Retrospective amortization Retrospective amortization charge charge lead lead 
to a to a decrease decrease in total in total equity equity of €3.1 Bn of €3.1 Bn at at 
December December 31, 200431, 2004

French GAAPFrench GAAP IAS/IFRSIAS/IFRS

Impact on the 2004 IFRS Impact on the 2004 IFRS 
balance sheetbalance sheet

Impact on future IFRSImpact on future IFRS
financial statementsfinancial statements



4343

IFRS impact on income statement: other 
impacts
IFRS impact on income statement: other 
impacts

SAC’sSAC’s and and SRC’sSRC’s No difference with French No difference with French GaapGaap accountingaccounting
SAC’sSAC’s and and SRC’sSRC’s are expensed as incurredare expensed as incurred

R&DR&D
Expensed as incurred under French GAAPExpensed as incurred under French GAAP
Under IFRS, development costs meeting certain criteria Under IFRS, development costs meeting certain criteria 

should be capitalizedshould be capitalized

Goodwill Goodwill 
amortizationamortization

Under French GAAP: amortization + impairment testingUnder French GAAP: amortization + impairment testing
Under IFRS: impairment testing onlyUnder IFRS: impairment testing only

Interest Interest 
capitalicapitalizzationation

Under French GAAP, interest expenses are Under French GAAP, interest expenses are capitalisedcapitalised for for 
assets in progressassets in progress

Under IFRS, FT has chosen not to Under IFRS, FT has chosen not to capitalisecapitalise interestsinterests
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