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NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND CHANGES IN ESTIMATES 

This note describes the changes in significant accounting policies which have taken place since publication of the consolidated financial 

statements for 2006 and which have been used to prepare the interim financial statements at June 30, 2007. 

1.1 Basis for preparation of the financial statements 

As required by European regulation no. 1606/2002 of July 19, 2002, the consolidated financial statements for the first six months of 2007 have 

been prepared in accordance with IAS 34 “Interim Financial Reporting”, as endorsed by the European Union. The comparative data presented for 

the first six months of 2006 and the twelve months of 2006 have been prepared on the same basis. 

The interim financial statements have been prepared using the same accounting policies as the financial statements for the year ended 

December 31, 2006, with the exception of the changes described in paragraph 1.2 and the specific requirements of IAS 34 "Interim Financial 

Reporting”. 

Revenues and expenses as well as gain on disposal relating to PagesJaunes Group are classified as “Consolidated net income after tax of 

discontinued operations” in the income statement for the first six months of 2006 for comparison purposes (see note 4).  

In preparing the financial statements, France Telecom’s management is required to make estimates and assumptions that affect the reported 

amounts of assets and liabilities, as well as items of revenue and expense. These estimates may be revised if the underlying circumstances 

evolve or in the light of new information or experience. Accordingly, subsequent estimates may be revised compared with those of June 30, 2007. 

Lastly, in the absence of a standard or an interpretation that specifically applies to a transaction, management uses its judgment on developing 

and applying an accounting policy that results in relevant and reliable information, such that the financial statements: 

− represent faithfully the financial position, financial performance and cash flows 

− reflect the economic substance of transactions 

− are neutral 

− are prepared on a prudent basis 

− are complete in all material respects. 

 

The consolidated financial statements and notes thereto are presented in euros. They were approved by the Board of Directors at its meeting of 

August 1st, 2007. 

 

1.2 Changes in accounting policies 

• Adoption of standards, amendments to standards and interpretations which are compulsory as of January 1, 2007: 

− Amendment to IAS 1 “Presentation of Financial Statements – Capital disclosure”  

− IFRS 7 “Financial instruments: Disclosures”  

These two disclosure standards, which are not applicable in condensed interim financial statements, will be fully applied in the consolidated 

financial statements as of December 31, 2007.  

− IFRIC 7 “Applying the Restatement approach under IAS 29 Financial Reporting in Hyperinflationary Economies”, which is compulsory 

for financial years beginning after March 2006, i.e. as of January 1, 2007 for France Telecom. The provisions of this interpretation are 

not applicable for the interim financial statements at June 30, 2007. 

− IFRIC 8 “Scope of IFRS 2”, which is compulsory for financial years beginning after May 1, 2006, i.e. as of January 1, 2007 for France 

Telecom. The application of this interpretation has no impact on the reported financial statements. 
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− IFRIC 9 “Reassessment of embedded derivatives”, which is compulsory for financial years beginning after June 1, 2006, i.e. as of 

January 1, 2007 for France Telecom. The application of this interpretation has no impact on the Group financial statements.   

− IFRIC 10 “Interim Financial Reporting and Impairment”, applicable for financial years beginning after November 1, 2006 has not yet 

been endorsed by the European Union. Its main provisions, which concern the irreversible nature of an impairment loss taken against 

goodwill or against a financial asset classified as available for sale in the interim financial statements, are already applied in substance 

by the Group. 

 

• Standards, amendments and interpretations that have not been adopted by the Group for an early application: 

France Telecom has elected not to adopt the following standards, amendments and interpretations for which an early application is possible 

(endorsed or in course of endorsement by the European Union): 

− IFRS 8 “Operating Segments”, applicable as of January 1, 2009 has not yet been endorsed by the European Union. The provisions of 

this standard may affect the structure of segment reporting and the way in which Cash Generating Units (CGUs) are grouped for the 

purpose of goodwill impairment testing. 

− Amendment to IAS 23 “Borrowing Costs”, which is compulsory for financial years beginning after January 1, 2009 has not yet been 

endorsed by the European Union. Expense of borrowing costs in connection to borrowing funds for the purpose of obtaining a 

qualifying asset will no longer be permitted once the amendment is enforced ; borrowing costs directly attributable to the acquisition, 

construction or production of a qualifying asset shall be capitalized as part of the cost of that asset. The revised standard shall be 

applied to borrowing costs relating to qualifying assets for which the commencement date for capitalization is on or after January 1, 

2009.  

− IFRIC 11 “IFRS 2 – Group and Treasury Share Transactions”, applicable for financial years beginning after March 1, 2007. The 

provisions of this interpretation have no impact on the reported financial statements. 

− IFRIC 12 “Service Concession Arrangements”, which is compulsory for financial years beginning after January 1, 2008 has not yet 

been approved by the European Union. This interpretation sets out general principles for recognizing and measuring the obligations 

and related rights in service concession arrangements. To date, the Group has no material arrangements likely to fall within the scope 

of application of IFRIC 12. 

− IFRIC 13 “Customer Loyalty Programmes”, which is compulsory for financial years beginning after July 1, 2008, i.e. as of January 1, 

2009 for France Telecom. The impacts of this interpretation are currently being analyzed. To date, the Group continues to apply French 

GAAP accounting treatment to its loyalty programmes which is based on Comité d’Urgence (Emergency Accounting Issues Committee) 

recommendation 2004-E dated October 13, 2004. 

− IFRIC 14 “IAS 19 - The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction”, which is compulsory 

for financial years beginning after January 1, 2008. This interpretation provides general guidance on how to assess the limit in IAS 19 

Employee Benefits on the amount of surplus that can be recognized as an asset. It also explains how the pension asset or liability may 

be affected when there is a statutory or contractual minimum funding requirement. The impacts of this interpretation are currently being 

analyzed. 
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NOTE 2 – RESTATED SEGMENT INFORMATION 

France Telecom Group's management structure is based on: (i) business lines (Home, Personal, Enterprise) and (ii) management teams 

integrated at country level. Consequently, and in accordance with IAS 14 "Segment Reporting", the Group has defined the following three 

business segments as its basis for primary segment reporting: 

− Personal Communication Services (PCS), covering the mobile telecommunications services activities in France, the United Kingdom, 

Spain, Poland, and the rest of the world. This segment includes the entire Orange subsidiaries, as well as the mobile telephony 

business of FT España in Spain, TP Group (with its subsidiary PTK Centertel) in Poland, and that of other international companies in 

the Group;  

− Home Communication Services (HCS), covering the fixed telecommunications services activities (fixed telephony, internet services, 

and services to operators) in France, Poland and the rest of the world, as well as revenues from distribution and from the support 

functions provided to other segments of France Telecom Group; 

− Enterprise Communication Services (ECS), covering  business communications solutions and services in France and worldwide. 

Each of the segments defined by the Group has its own resources, although they may also share certain resources in the areas of networks and 

information systems, research and development, distribution networks and other shared competencies. 

The use of shared resources is taken into account in segment results based on the terms of contractual agreements between legal entities, or 

external benchmarks, or by allocating costs among all the segments. The supply of shared resources is included in inter-segment revenues of the 

service provider, and use of the resources is included in expenses taken into account for the calculation of the service user's operating income. 

The cost of shared resources supplied may be affected by changes in regulations and may therefore have an impact on the segment results 

disclosed from one year to another. 

Gross Operating Margin (GOM) is one of the key measures used by France Telecom internally to i) manage and assess the results of its 

business segments, ii) make decisions with respect to investments and allocation of resources, and iii) assess the performance of the Group 

executive management. France Telecom’s management believes that GOM is meaningful for investors because it provides an analysis of its 

operating results and segment profitability using the same measure used by management. As a consequence and in accordance with IAS 14, 

paragraph 46, GOM is presented in the analysis by business segment. 

GOM is not an explicit measure of financial performance measure under IFRS and may not be comparable to other similarly titled measures for 

other companies. GOM should not be considered an alternative to operating income as an indicator of France Telecom’s operating performance, 

or an alternative to cash flows from operating activities as a measure of liquidity. GOM corresponds to operating income before employee profit 

sharing, share-based compensation, depreciation and amortization expense, impairment of goodwill and other non-current assets, gains and 

losses on disposal of assets, restructuring costs and share of profits (losses) of associates. GOM is calculated by excluding i) employee profit 

sharing and share-based compensation expenses because such expenses are mainly based on either mandatory statutory requirements or 

depend mainly on the sale of shares by the French State and various shareholders decisions, ii) depreciation and amortization because such 

expenses reflect the impact of generally long-term capital investments that cannot be significantly influenced by management in the short-term 

and iii) impairment charges, restructuring costs and gain and losses on disposals of assets because these elements can be both infrequent and 

material and are by their nature unpredictable in their amount and/or their frequency. 

Segment results correspond to operating income, excluding gains and losses on disposals of assets not directly related to the segment 

concerned. 

The Group has six geographic segments, including four main geographic markets (France, the United Kingdom, Poland and Spain), the rest of 

Europe and the rest of the world. 
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2.1 Analysis by business segment 

2.1.1 Analysis of main operating indicators by business segment for the period ended June 30, 2007: 

 

 
 

(in millions of euros) 

PCS HCS ECS Eliminations  

and  

unallocated 
items  

France 
Telecom total

Revenues  14,107 11,168 3,800 (3,162) 25,913 

  - external 13,628 8,698 3,587 - 25,913
 - inter-segment 479 2,470 213 (3,162) -
 External purchases (7,724) (4,044) (2,423) 3,161 (11,030)
 Other operating income (1) 123 518 59 (464) 236
 Other operating expense (1) (805) (846) (89) 464 (1,276)
 Labour expenses: - wages and employee benefit expenses (727) (3,001) (699) - (4,427)
Gross Operating Margin  4,974 3,795 648 (1) 9,416

                              - employee profit-sharing (31) (117) (11) - (159)
                              - share-based compensation (4) (121) (12) - (137)
 Depreciation and amortization (2,223) (1,573) (212) 1 (4,007)
 Impairment of goodwill - - - - -
 Impairment of non-current assets - 2 (17) - (15)
 Gains (losses) on disposal of assets  - - - 409 409
 Restructuring costs (4) (36) (5) - (45)
 Share of profits (losses) of associates 1 - - - 1
Operating income     5,463 

 - Allocated by segment 2,713 1,950 391 - 5,054
 - Non-allocable - - - 409 409
 Interest expense - - - (1,240) (1,240)
 Foreign exchange gains (losses) - - - 1 1
 Discounting expense - - - (57) (57)
 Income tax - - - (543) (543)
Net income of continuing operations     3,624 

Net income of discontinued operations     - 

Consolidated net income after tax     3,624 

Non-cash income and expense items included in 

operating income allocated by business segment (2,216) (1,213) (217) - (3,646) 

Excluding telecommunications licenses 1,537 1,232 198 - 2,967 

 Telecommunications licenses - - - - - 

 Financed through finance leases 11 - 2 - 13 

Total investments in property, plant & equipment 

and intangible assets (2) 1,548 1,232 200 - 2,980 

(1) In 2007, HCS includes the entity which holds the Orange trademark (previously included in the PCS segment)  
(2) Including 643 million euros for other intangible assets and 2,337 million euros for property, plant and equipment. 
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2.1.2 Analysis of main operating indicators by business segment for the period ended June 30, 2006: 

 

 
 

(in millions of euros) 

PCS HCS ECS Eliminations  

and  

unallocated 
items  

France 
Telecom total

Revenues  13,429 11,127 3,820 (3,005) 25,371 

  - external 12,955 8,803 3,613 - 25,371
 - inter-segment 474 2,324 207 (3,005) -
 External purchases (7,347) (4,206) (2,384) 3,004 (10,933)
 Other operating income 50 320 62 (148) 284
 Other operating expense (482) (675) (69) 148 (1,078)
 Labour expenses: - wages and employee benefit expenses (766) (3,024) (596) - (4,386)
Gross Operating Margin  4,884 3,542 833 (1) 9,258 

                              - employee profit-sharing (34) (98) (8) - (140)
                              - share-based compensation (11) (7) (1) - (19)
 Depreciation and amortization (2,047) (1,598) (188) 1 (3,832)
 Impairment of goodwill - - - - -
 Impairment of non-current assets (125) (5) (1) - (131)
 Gains (losses) on disposal of assets  - - - 92 92
 Restructuring costs (41) (50) (15) - (106)
 Share of profits (losses) of associates (5) 22 - - 17
Operating income   5,139

 - Allocated by segment 2,621 1,806 620 - 5,047
 - Non-allocable - - - 92 92
 Interest expense - - - (1,248) (1,248)
 Foreign exchange gains (losses) - - - 20 20
 Discounting expense - - - (70) (70)
 Income tax - - - (1,214) (1,214)
Net income of continuing operations   2,627
Net income of discontinued operations (1)  132
Consolidated net income after tax   2,759

Non-cash income and expense items included in 

operating income allocated by business segment (2,205) (1,077) (163) - (3,445)

Excluding telecommunications licenses 1,586 1,261 200 - 3,047 

 Telecommunications licenses (2) 282 - - - 282 

 Financed through finance leases 3 2 2 - 7 

Total investments in property, plant & equipment and 

intangible assets (3) 1,871 1,263 202 - 3,336

(1) Corresponds to Directories activities (PagesJaunes Group) sold in 2006. 
(2) Mainly renewal of Orange France's GSM license. 
(3) Including 930 million euros for other intangible assets and 2,406 million euros for property, plant and equipment. 
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2.1.3 Analysis of main operating indicators by business segment for the period ended December 31, 2006: 

 

 
 

(in millions of euros) 

PCS HCS ECS Eliminations  

and  

unallocated 
items  

France 
Telecom total

Revenues  27,745 22,487 7,652 (6,182) 51,702

  - external 26,770 17,701 7,231 - 51,702
 - inter-segment 975 4,786 421 (6,182) -
 External purchases (15,653) (8,520) (4,816) 6,180 (22,809)
 Other operating income 155 529 122 (333) 473
 Other operating expense (1,034) (1,384) (150) 333 (2,235)
 Labour expenses: - wages and employee benefit expenses (1,527) (5,847) (1,218) - (8,592)
Gross Operating Margin  9,686 7,265 (1) 1,590 (2) 18,539

                              - employee profit-sharing (71) (252) (23) - (346)
                              - share-based compensation (13) (14) (3) - (30)
 Depreciation and amortization (4,183) (3,241) (402) 2 (7,824)
 Impairment of goodwill (2,525) (275) (2) - - (2,800)
 Impairment of non-current assets (31) (72) (2) - (105)
 Gains (losses) on disposal of assets  - - - 97 97
 Restructuring costs (68) (474) (25) - (567)
 Share of profits (losses) of associates - 24 - - 24
Operating income     6,988

 - Allocated by segment 2,795 2,961 1,135 - 6,891
 - Non-allocable  97 97
 Interest expense - - - (3,155) (3,155)
 Foreign exchange gains (losses) - - - 26 26
 Discounting expense - - - (122) (122)
 Income tax - - - (2,180) (2,180)
Net income of continuing operations     1,557

Net income of discontinued operations (3)     3,211 

Consolidated net income after tax     4,768

Non-cash income and expense items included in 

operating income allocated by business segment 
(6,691) (2,823) (368) - (9,892)

 Excluding telecommunications licenses 3,581 2,721 430 - 6,732 

 Telecommunications licenses (4) 283 - - - 283 

 Financed through finance leases 20 2 15 - 37 

Total investments in property, plant & equipment 

and intangible assets (5) 3,884 2,723 445 - 7,052

(1) Includes a 129 million euros reversal of provisions for post-employment benefits. 
(2) Goodwill on TP Group is included in the Home segment. It is tested for impairment at the level of the "Poland" cash-generating unit. 
(3) Corresponds to Directories activities (PagesJaunes Group) sold in 2006. 
(4) Mainly renewal of Orange France's GSM license. 
(5) Including 1,771 million euros for other intangible assets and 5,281 million euros for property, plant and equipment. 
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2.2 Analysis by geographic segment  

 

2.2.1 Revenue contribution 

 

 Period ended 

(in millions of euros ) June 30, 2007 June 30, 2006 December 31, 2006

France 13,644 13,534 27,432

United Kingdom 3,170 3,065 6,266

Poland 2,311 2,356 4,752

Spain  1,896 1,904 3,827

Rest of Europe 2,468 2,372 4,907

Rest of the world (1) 2,424 2,140 4,518

Group total  25,913 25,371 51,702

(1) Includes all Equant companies. 

 

 

2.2.2 Investments in property, plant & equipment and intangible assets (including finance leases and telecommunications licenses) 

 

 Period ended 

(in millions of euros ) June 30, 2007 June 30, 2006 December 31, 2006

France 1,390 1,778 3,419

United Kingdom 204 289 541

Poland 332 300 770

Spain  284 260 686

Rest of Europe 276 338 748

Rest of the world (1) 494 371 888

Group total  2,980 3,336 7,052
(1) Includes all Equant companies. 
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NOTE 3 – MAIN ACQUISITIONS AND DISPOSALS OF COMPANIES AND CHANGES IN SCOPE OF CONSOLIDATION 

Details of the main transactions carried out in the six months ended June 30, 2007 are as follows: 

 

• Acquisition of Groupe Silicomp 

On January 4, 2007, France Telecom acquired a controlling block of approximately 54% of the capital of Groupe Silicomp, a company listed on 

Eurolist by Euronext Paris SA, for a cash consideration of 50 million euros. Groupe Silicomp provides services in consulting, creation of 

softwares, development and implementation of network infrastructures. Pursuant to the standing market offer (garantie de cours) launched from 

February 7 through February 27, 2007 at a price per share equal to the price paid for the controlling block, France Telecom acquired an additional 

36.5% of Groupe Silicomp for 43 million euros.  At June 30, 2007, France Telecom owns 91,4% of Groupe Silicomp’s shares and 95% of Groupe 

Silicomp’s share warrants. 

At June 30, 2007, the allocation of the acquisition price was determined provisionally, including the recognition of goodwill for 66 million euros. 

The net cash-out related to this acquisition amounted to 89 million euros. 

 

• Sale of the shareholding in Bluebirds 

Pursuant to the disposal by Bluebirds of its interest in Eutelsat Communications, France Telecom received 110 million euros in February 2007 

and disposed of all of its interest in Bluebirds in May 2007.  At June 30, 2007, the gain on disposal before tax related to this transaction amounted 

to 104 million euros (see note 5).  
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NOTE 4 – ASSETS HELD FOR SALE AND DISCONTINUED ACTIVITIES 

4.1 Assets held for sale 

As France Telecom declared on May 28, 2007 to have begun a formal process of analysis of offers and expressions of interest for its subsidiary 

in the Netherlands, these assets are presented in the financial statements at June 30, 2007 as assets held for sale. The main aggregates of 

assets and liabilities are presented below: 

 

 Period ended

(in millions of euros )  June 30, 2007

Goodwill, net   333 

Other intangible assets, net   370 

Property, plant and equipment, net   402 

Other non current assets   2 

Trade receivables, net   92 

Cash and cash equivalents   8 

Other current assets   58 

Assets held for sale   1,265

    

Non current liabilities   8 

Trade payables   122 

Other current liabilities   122 

Liabilities included in assets held for sale  252

 

4.2 Discontinued activities 

On 11 October 2006, France Telecom disposed of its 54% shareholding in PagesJaunes Group to Médiannuaire, a subsidiary of Kohlberg Kravis 

Roberts & Co Ltd (KKR) for an amount of 3,287 million euros net of disposal costs. At December 31, 2006, the gain on disposal before tax related 

to this transaction amounted to 2,983 million euros. After repayment of intercompany loans and impact of the cash sold, the disposal had a net 

impact on Group cash of 2,697 million euros. 

PagesJaunes Group is presented in the 2006 financial statements as a discontinued operation. The net result of the operations of PagesJaunes 

and net gains on disposal are reported under net income of discontinued operations.  
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The main aggregates comprising net income of discontinued operations for the periods presented are as follows: 

 

  Period ended 

(in millions of euros) June 30, 2006 December 31, 2006 (1)

Revenues  512 822 

Gross operating margin  209 361 

Operating income  195 339 

Finance costs, net  8 11 

Income tax  (71) (122) 

Net income generated by PagesJaunes 132 228

Gain on disposal of PagesJaunes, before tax  - 2,983 

Tax - -

Gain on disposal of PagesJaunes, after tax  - 2,983 

Net income of discontinued operations 132 3,211

(1) Corresponds to the net result of the operations of PagesJaunes until the disposal date. 

 

The net cash flows attributable to PagesJaunes for the periods presented are as follows: 

 

  Period ended 

(in millions of euros) June 30, 2006 December 31, 2006

Net cash provided by operating activities  200 275 

Net cash provided by or used in investing activities (1)  94 2 

Net cash used in financing activities  (273) (280) 

(1) Including investments in property, plant & equipment and intangible assets: 8 million euros at June 30, 2006 and 24 million euros at December 31, 2006. 
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NOTE 5 – GAINS AND LOSSES ON DISPOSALS OF ASSETS 

 
  Period ended 

(in millions of euros)   June 30, 2007 June 30, 2006 December 31, 2006

Tower Participations (see below)  307 - - 

Bluebirds (see note 3)  104 - - 

Cable activities  - 84 84 

Exchange of Sonaecom shares   - - 25 

Other  (2) 8 (12) 
Total  409 92 97

 

Tower Participations (TDF) 

On January 31, 2007, France Telecom's former co-shareholders in Tower Participations sold their shareholding in this company. In accordance 

with the terms of the agreement to share net capital gains entered in 2002 at the time of the disposal of TDF to Tower Participations and 

amended in 2005 when France Telecom sold its shareholding, France Telecom received an additional consideration of 254 million euros in 

January 2007. In addition, the gain that was deferred in 2005 in the amount of 53 million euros due to the risk of a repayment pursuant to the 

agreement has been recognized in 2007. 
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NOTE 6 – INCOME TAX 

The tax expense in the income statement breaks down as follows: 

 
 Period ended 

(in millions of euros)  June 30, 2007 June 30, 2006 December 31, 2006

Income tax (543) (1,214) (2,180)

 - Current taxes (300) (293) (591) 

 - Deferred taxes (243) (921) (1,589) 

 

At June 30, 2007, the France tax group recognized 584 million euros of deferred tax assets. The change of United Kingdom’s income tax rate 

leads to a 84 million euros decrease in deferred tax expense. 
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NOTE 7 – NET FINANCIAL DEBT 

Net financial debt as defined and used by France Telecom corresponds to the total gross financial debt (converted at the year-end closing rate), 

less (i) derivative instruments carried in assets for trading, cash flow hedges and fair value hedges, (ii) cash collateral paid on derivative 

instruments, (iii) cash and cash equivalents and marketable securities held for trading, and (iv) deposits paid on certain specific transactions (if 

the related debt is included in gross financial debt). The Group has set up derivatives that are eligible for cash flow hedge accounting. The future 

cash flows underlying the hedges are not included in the calculation of net financial debt. However, the market value of the derivatives used to 

hedge these cash flows is included in the calculation. The line “Effective portion of cash flow hedges" is added to the net financial debt in order to 

offset this temporary difference. 

7.1 Balance sheet items included in the calculation of net financial debt 

 
 Balance sheet items o/w contribution  

(in millions of euros)  June 30, 2007 December 31, 

2006

June 30, 2007 December 31, 

2006

Equity attributable to equity holders of France Telecom S.A. 27,034 26,794   

o/w Effective portion of cash flow hedges (16) (85) (16) (85) 

Exchangeable or convertible bonds (non-current) 29,136 30,829 29,136 30,829 

Other non-current financial debt and derivatives 6,793 7,234 6,793 7,234 

Exchangeable or convertible bonds, and other current 

financial debt and derivatives  9,754 8,057 9,754 8,057 

Accrued interest payable 993 1,240 993 1,240 
Equity and liabilities included in the calculation of net 

financial debt 46,660 47,275 

Assets available for sale 307 338   

o/w Deposits related to cross-lease operations 105 106 105 106 

Other non-current financial assets and derivatives 1,162 987   

o/w Cash collateral paid 610 459 610 459 

 

Deposits related to cross-lease operations and other 

financial assets related to financial debt  133

 

96 

 

133 

 

96 

 Non-current derivatives (assets) 63 81 63 81 

Other current financial assets and derivatives 434 599   

o/w Current derivatives (assets) 34 41 34 41 

 Financial assets at fair value 345 505 345 505 

Cash and cash equivalents 3,257 3,970 3,257 3,970 
Assets included in the calculation of net financial debt   4,547 5,258 

Net financial debt (1)  42,113 42,017 

(1) Excluded net financial debt of assets held for sale. 
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7.2 Net financial debt analysis by type and maturity 

 

(in millions of euros) Under one year Over one year Total at  

June 30, 2007 

Total at 

December 31, 

2006

Bonds (1) 5,246 29,136 34,382 34,246

Bank loans 2,085 3,247 5,332 5,830

Finance lease liabilities
  (2) 1 1,614 1,615 1,659

Derivatives (liabilities) (3) 90 1,848 1,938 1,867

Accrued interest payable 993 - 993 1,240

Treasury bills  1,038 - 1,038 977

Bank overdrafts 188 - 188 197

Other financial liabilities (4) 1,105 84 1,190 1,344

Gross financial debt (a) 10,747 35,929 46,676 47,360

Derivatives (assets) 34 63 97 122

Cash collateral paid - 610 610 459

Other financial assets - 238 238 202

Financial assets at fair value 345  - 345 505

Cash and cash equivalents 3,257 - 3,257 3,970

Total (b) 3,636 911 4,547 5,258

Effective portion of cash flow hedges (c) (1) (15) (16) (85)

Net financial debt (5) (a) - (b) + (c) 7,119 35,003 42,113 42,017
(1) By convention, the maturity date used for the perpetual bonds redeemable for France Telecom shares (TDIRAs) is their last maturity date. 
(2) Finance lease liabilities primarily include liabilities associated with Orange UK’s in-substance defeasance operations, totalling 1,188 million euros at 

June 30,  2007 (1,216 million euros at December 31, 2006), for which the final settlement payments are due after 2017.   
(3) At June 30, 2007, includes the change in value of the price guarantee given to the minority shareholders of FT España amounting to 536 million euros 

(516 million euros at December 31, 2006). 
(4) Other financial liabilities primarily include gross debt carried by receivables securitization vehicles relating to France Telecom S.A., Orange France and Orange 

UK amounting to 1,079 million euros at June 30, 2007 (1,221 million euros at December 31, 2006). 
(5) Excluded net financial debt of assets held for sale 

 
 

7.3 Main debt issues and redemptions 

During the first half of 2007, France Telecom SA made the following bond issues: 

− In February 2007, closing of a 2 500 million euros bond offering in two tranches: a 1 000 million euros tranche maturing in five years 

and bearing interests at 4.375% as well as a 1 500 million euros tranche maturing in ten years and bearing interests at 4.75% 

− In March 2007, issue of a 250 million pounds bond maturing in five years, with an option to postpone maturity for 25 years. The five first 

years, this bond bears interests at 6%. 
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During the first half of 2007, the Group made the following bond redemptions: 

− In January 2007, redemption by France Telecom SA of a 1 000 million euros bond bearing interests at EURIBOR 3M + 0.25%. 

− In March 2007, redemption by TP Group of a 475 million euros bond bearing interests at 6.5%. 

− In April 2007, redemption by France Telecom SA of a 907 million euros bond bearing interests at 5.75%. 

− Redemption by France Telecom of bank loans for a total amount of 696 million euros. 

 

Moreover, France Telecom bought back some of perpetual bonds redeemable for France Telecom shares (TDIRAs) in March 2007 for an amount 

of 203 million euros, among which 162 million euros related to the debt component. This buy-back resulted in booking a charge of 37 million 

euros. 

 

7.4 Main changes in credit lines 

The main changes in credit lines on the semester concern: 

− FT España : repayment of its credit line for 400 million euros 

− TP Group: use of its credit line for 557 million euros 

 

7.5  France Telecom’s debt ratings as at June 30, 2007 

 

 Standard & Poor's Moody's Fitch IBCA 

Long-term debt A- A3 A-
Outlook Stable Stable Stable
Short-term debt A2 P2 F1

 

7.6 Management of covenants 

At June 30, 2007, the ratios calculated met the conditions required. 
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NOTE 8 – EQUITY 

At June 30, 2007, France Telecom’s share capital amounted to 10,435,647,364 euros, comprising 2,608,911,841 ordinary shares with a par value 

of 4 euros each. 

These figures take into account the issue by France Telecom, during the first semester 2007, of 2,238,711 new shares including 399,269 shares 

underlying the subscription options for Wanadoo shares transferred to France Telecom and 1,839,442 shares underlying the options liquidity 

instruments held by Orange stock option holders.  The issue of these new shares will be noted by the Board of Directors, on its fist meeting after 

December 31, 2007 at the latest. 

During the period ended June 30, 2007, the weighted average number of ordinary shares outstanding was 2,602,307,251 and the weighted 

average number of ordinary and dilutive shares was 2,762,661,322. 

On June 25, 2007 the French State sold 130 million of France Telecom ‘s shares, representing 5% of the share capital. In accordance with the 

law of August 6, 1986, 14.4 millions shares will be offered to employees and former employees. The conditions of the offer will be set out by 

ministry order. 

At June 30, 2007, the French State owned 27.4% of France Telecom’s share capital either directly or indirectly through ERAP and 27.5% of the 

voting rights. 

 

8.1  Treasury shares 

The Ordinary and Extraordinary Shareholders' Meeting of April 21, 2006 authorized, for a period of 18 months running from the date of the 

meeting to October 21, 2007, a share buyback program for up to 10% of France Telecom's capital. The description of France Telecom’s share 

buy back programme was published on March 19, 2007. The Ordinary and Extraordinary Shareholders' Meeting of May 21, 2007 renewed this 

authorization, for a period of 18 months running from the date of the meeting to November 21, 2008. The description of France Telecom’s share 

buy back programme was published on May 21, 2007. During the fist semester 2007, France Telecom bought back 9,113,884 shares as part of 

the programme authorised in 2006. 

Furthermore France Telecom has entrusted in May 2007 the implementation of a liquidity contract concerning its ordinary shares to a financial 

institution. Funding in the amount of 100 million euros has been allocated to the liquidity account for purposes of implementing the contract. At 

June 30, 2007 France Telecom owns 1,400,000 shares as part of the liquidity contract. The non-used part of the funding allocated has been 

invested in monetary funds. 

At June 30, 2007, France Telecom owns 10,513,884 shares, recorded as a reduction in equity. 

 

8.2 Free of charge shares  

To help ensure that staffs are fully behind the NExT objectives, the Board of Directors of France Telecom decided the implementation of a new 

compensation mechanism to recognize the efforts made by its staff under the NExT plan. 

Therefore the Board of Directors approved on April 25, 2007 the rules of a free of charge shares’ scheme open to all of the Groups’ employees in 

France. 

10,529,251 shares will be vested provided that the NExT cash flow objective is reached both in 2007 an 2008 and by generating during this two 

year period additional cash flow up to the cost of the plan. Sale of shares will not be allowed during a  two year period after they are vested, which 

means until April 25, 2011. 

France telecom has measured the fair value of services received as consideration for the free of charge shares, based on the fair value of the 

equity instruments granted. 

The following assumptions have been used to determine the fair value at the grant date. The grant date being June 19, 2007,  when all 

employees were fully informed about their rights to the plan. 
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Key assumptions: 

• Price of underlying  at the grant date: 21.32€ 

• Expected dividend payout rate (market consensus): 6% 

• Risk-free yield: 4.47% 

• Cost of FT stock lending:  4.91% 

The fair value amounts to 18.72 euros per share, taking into account a notional cost related to the non transferability of the shares of 0.36 euros. 

The compensation cost of shares granted to employees are valued by the Group at the fair value on the grant date taking account of their non-

transferability after they vest. The non-transferability discount has been estimated by valuing the cost of a hedging strategy combining the forward 

sale of the non-transferable shares and the purchase of an equivalent number of transferable shares for cash, financed by borrowings, using a 

valuation model based on market data here above. 

On June 30, 2007 , an expense of 128 million euros has been recognized with counterpart in equity, a supplementary expense of 66 million euros 

will have to be recognized progressively until April 25, 2009. 

 

8.3  Stock option plan 

During the first semester 2007, France Telecom has granted to some of its key managers 10,093,300 stock options. The measurement date is 

June 29, 2007, on which each beneficiary received information about its right to the plan. 

The options give rise to subscribe new shares with an exercised price of 21.61 euros and terms of ten years.  

An expense of 26 million euros will be progressively recognized over the vesting period until 2010. 

 

8.4  Dividends 

France Telecom’s Annual Ordinary Shareholders’ Meeting, held on May 21, 2007, decided to pay France Telecom shareholders a cash dividend 

in respect of 2006 of 1.20 euro per share. The dividend was paid on June 7, 2007 in the total amount of 3,117 million euros. 

 

8.5  Minority interests  

In the first half of 2007, net income attributable to minority interests primarily included 139 million euros in respect of TP Group, 74 million euros in 

respect of Mobistar and 69 million euros in respect of Sonatel.  

Dividends paid out to minority shareholders in the first half of 2007 primarily included 268 million euros in respect of TP SA, 142 million euros in 

respect of Mobistar and 88 million euros in respect of Sonatel. 

At June 30, 2007, minority interests reflected on the balance sheet primarily included 1,881 million euros in respect of TP Group, 1,331 million 

euros in respect of FT Espana, 459 million euros in respect of Sonatel and 323 millions euros in respect of Mobistar.  
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NOTE 9 – LITIGATION, CONTRACTUAL OBLIGATIONS AND OFF-BALANCE SHEET COMMITMENTS 

9.1 Litigation and claims 

This note describes any new governmental, judicial or arbitration proceedings and any developments in existing litigation since the publication of 

the financial statements for the year ended December 31, 2006, which may have or which have had during the past 6 months any significant 

effects on the financial situation or the profitability of the Group.  At June 30, 2007, France Telecom had 477 million euros in provisions recorded 

on its balance sheet to cover all the litigation proceedings in which it is involved (375 million euros at December 31, 2006). 
 
 

European Commission proceedings, investigations and inquiries  

No significant events have occurred during the first half of 2007 in the proceedings on the merits before the European Court of First Instance in 

Luxembourg between the European Commission on the one hand, and the French State and France Telecom on the other, concerning possible 

state aid in favor of France Telecom under the special French business tax regime established by the French law of July 2, 1990. In related 

proceedings, the European Court of Justice, responding to the Commission’s request to rule that the French authorities had failed to execute its 

decision of August 2, 2004, indicated in May 2007 that it had closed the submission of written briefs. This development has no effect on France 

Telecom’s assessment of the risk in this dispute. France Telecom considers that the risk constitutes a contingent liability as defined under the IAS 

37 standard entitled “Provisions, Contingent Liabilities and Contingent Assets”.  

On March 8, 2007, the Court of First Instance in Luxembourg dismissed France Telecom’s appeal of the European Commission’s decision 

authorizing a search of the premises of France Telecom and Wanadoo in the context of the investigation of a complaint for predatory rate 

practices by Wanadoo beginning in January 2004. France Telecom does not intend to appeal this decision, thus ending the proceedings, the 

Commission having for its part closed the proceedings on the substantive issue.  

 

 

Proceedings with national competition authorities 

On January 25, 2007 Iliad and Free withdrew their complaints before the Competition Council with regard to the television offers over telephone 

lines launched by France Telecom and TPS in 2003. These withdrawals followed those of LD Com and Neuf Telecom in 2005. In light of these 

withdrawals, the Council could choose to close the case.  

On 22 February 2007, the Office for Electronic Communications (OEC) imposed a fine of PLN 339 million (86 million euros) on TP S.A. for non-

performance of the regulatory obligation to submit its Internet (Neostrada) price list for the OEC’s approval, and for failing to meet the 

requirements of the Polish law on telecommunication which requires that prices of services be based on the cost of their provision. TP S.A. 

considers that OEC has no right to challenge Neostrada prices in view of the fact that it is not defined as a regulated service. On March 7, 2007, 

TP S.A. appealed from the decision before the Warsaw court. 

In the proceedings initiated in 2002 by the Competition Council involving the conditions under which Wanadoo had been marketing ADSL access 

offers, France Telecom received a notice of complaint in March 2007 addressing the substance of the case. France Telecom and the Council staff 

services have since entered into a settlement procedure pursuant to Article L.464-2 III of the French Commercial Code. Under this procedure, 

France Telecom will refrain from contesting the notified complaints, and will enter into certain commitments for the future, in return for which the 

sanction to be applied to the company will be no greater than a ceiling currently set at 60 million euros. The hearing at which this procedure will 

be finalized is expected to be held in September, 2007.  

On June 29, 2007, the French Supreme Court partially overturned the Court of Appeal decision of December 12, 2006 which had dismissed the 

appeal by Orange France, SFR and Bouygues Telecom against the November 30, 2005 Competition Council decision imposing fines for 

engaging in two types of anti-competitive agreement in the mobile telephony market. The Supreme Court ruled that the mere fact of information 

sharing occurring between the operators from 1997 to 2003 was not sufficient to establish the anti-competitive character of such a practice, and 

that the Court of Appeal was required to determine specifically whether such sharing of information had as its aim, or had the actual or potential 

effect, of significantly altering the functioning of competition in the market concerned. The Supreme Court restored the parties to their positions 

prior to the Paris Court of Appeal decision, which entitles the parties to bring new proceedings before a differently constituted panel of the Court 

of Appeal. 
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Civil proceedings 

No significant events have occurred during the first half of 2007 with respect to the four proceedings pending before the German courts 

concerning the investment made by France Telecom in Germany in partnership with MobilCom. Although the outcome of this litigation cannot be 

foreseen with certainty, France Telecom considers, as of June 30, 2007, that all of the claims are unfounded and brought in bad faith.  

On March 13, 2007, the minority shareholders of FTML who hold 33% of the capital filed suit against France Telecom in the Paris Commercial 

Court seeking payment of compensation provisionally estimated at 97 million US dollars. The minority shareholders claim that France Telecom 

imposed upon its Lebanese subsidiary the settlement agreement of January 12, 2006 with the Lebanese government, thereby depriving them of 

any chance to collect their full share of the sums awarded by the arbitration rulings of January and April 2005. 
 
 

Administrative proceedings 

On May 24, 2007, the Paris Administrative Court of Appeal delivered its decision in connection with the claim for damages presented by the 

SNCF relating to the use by France Telecom of SNCF railway infrastructure between 1991 and 1997. The Court confirmed the judgement of the 

Paris Administrative Court which had ruled that the SNCF’s claims were inadmissible. 
 
 

International arbitration proceedings 

In the ongoing arbitration proceedings between TP SA and the Danish company DPTG concerning the calculation and sharing of revenues for an 

optical transmission system known as “NSL”, the expert named by the tribunal issued a second opinion in May 2007. TP opposes the conclusions 

of this opinion. The parties can submit questions to the expert so as to clarify certain assumptions made by the expert in his evaluation model. 

The calendar set by the arbitral tribunal foresees the next hearing in December 2007. The outcome of this case remains uncertain. 

 

There are no other governmental, judicial or arbitration proceedings, including any proceedings of which France Telecom is aware, either pending 

or threatened, which may have or which have had in the past 6 months any significant effects on the  financial position or the profitability of the 

Group. 

 

9.2 Contractual obligations and off-balance sheet commitments 

The main changes in the contractual obligations reflected on the balance sheet during the first half of 2007 concerned changes in net financial 

debt as described in note 7. The main events during the first half of 2007 affecting off-balance sheet commitments and contractual obligations are 

as follows: 

• Acquisition of One GmbH 

Pursuant to a contract signed on June 21, 2007, the consortium formed between the investment fund Mid Europa Partners and France Telecom 

agreed to acquire a 100% stake in One GmbH for an enterprise value of 1.4 billion euros. The amount received by France Telecom for the sale of 

its current shareholding of 17.45% in One GmbH and the reimbursement of its shareholder’s loan will be partially reinvested in order to obtain a 

35% stake in the consortium, which will be controlled by Mid Europa Partners with a stake of 65%. Completion of the transaction is subject to 

approval by competition authorities. 
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• TP Group investment commitments 

As part of the acquisition of TP Group, France Telecom undertook to the Polish Treasury to vote in favour of a multi-annual investment program 

of 27 billion zlotys covering the period from January 1, 2001 to December 31, 2007. At June 30, 2007, the total amount of investments made by 

TP Group, including the purchase by TP S.A. from FTMI of its 34% holding in PTK Centertel and the purchase by TP S.A. of the minority interests 

in Wirtualna Polska, amounted to 30.6 billion zlotys. 
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NOTE 10 – SUBSEQUENT EVENTS  

• Orange Moldova 

On July 2, 2007 France Telecom acquired indirectly, for a cash consideration of 103 million euros, an additional stake in Orange Moldova, 

bringing its total stake to 94.3%. 
 

• VOXmobile 

On July 2, 2007, Mobistar acquired 90% of the Luxembourg mobile operator VOXmobile for a cash consideration of 80 million euros. The 

remaining 10% is subject, until July 2, 2010, to a purchase option exercisable at any time by Mobistar in its discretion and to a sale option 

exercisable by the vendors under certain conditions.  France Telecom holds a 50.17% stake in Mobistar. 
 

• Acquisition of Ya.com 

On July 31, 2007, France Telecom acquired a 100% stake in the Spanish company Ya.com for an enterprise value of 320 million euros. Ya.com 

is the third broadband operator in Spain. 
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The financial data presented in this half-year management discussion report are unaudited. The following comments are made on the 

basis of the consolidated financial statements drawn up under International Financial Reporting Standards (IFRS) (see Note 1 to the 

consolidated financial statements). The data for the business segments and sub-segments presented in the following sections are 

assumed to be stated, except where otherwise indicated, prior to the elimination of inter-segment and inter-sub-segment transactions 

(the segments are described in Section 3. "Analysis for each segment"). In addition, the changes below are calculated on the basis of 

data in thousands of euros, although displayed in millions of euros. 

Following the France Telecom Group's disposal of PagesJaunes Group on October 11, 2006, PagesJaunes Group has been presented 

as a discontinued operation as required by IFRS 5. Consequently, in the income statement for the first half of 2006, presented for 

comparison, the expenses and net income linked to PagesJaunes Group business are recorded under consolidated net income of 

discontinued operations (see Section 2.3.4 "Consolidated net income of discontinued operations" and Notes 1 and 4 to the consolidated 

financial statements). 

The transition from data on an historical basis to data on a comparable basis for the first half of 2006 (see Section 5.5 “Financial 

glossary") is described in Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 

1. OVERVIEW 

 Financial data and workforce 

(in millions of euros) Half years ended June 30
2007 2006 2006 2007 / 2006 2007 / 2006

comparable historical comparable historical
basis (1) basis basis (1) basis

Revenues 25,913 25,422 25,371 1.9 % 2.1 %
GOM (2) 9,416 9,236 9,258 1.9 % 1.7 %
GOM / Revenues 36.3 % 36.3 % 36.5 %
Operating income 5,463 - 5,139 - 6.3 %
Operating income / Revenues 21.1 % - 20.3 %
CAPEX (2) 2,967 3,053 3,047 (2.8)% (2.6)%
CAPEX / Revenues 11.4 % 12.0 % 12.0 %
Telecommunication licenses - 282 282 ns  ns  
GOM - CAPEX (2) 6,449 6,183 6,211 4.3 % 3.8 %
Average number of employees (FTE) (2) 184,923 192,904 189,899 (4.1)% (2.6)%  

(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 
(2) See Section 5.5 “Financial glossary". 

 Net income 

(in millions of euros) Half years ended June 30
2007 2006

historical basis
Operating income 5,463 5,139
Finance costs, net (1,296) (1,298)
Income tax (543) (1,214)
Consolidated net income after tax of continuing operations 3,624 2,627
Consolidated net income after tax of discontinued operations - 132
Consolidated net income after tax 3,624 2,759
Net income attributable to equity holders of France Telecom SA 3,308 2,346
Minority interests 316 413  

 Net financial debt (1) and organic cash flow (1) 

(in millions of euros) Periods ended
June 30, 2007 Dec. 31, 2006 June 30, 2006

historical basis historical basis
Organic cash flow (1) 3,260 7,157 3,314
Net financial debt (1) 42,113 42,017 47,234
Ratio of Net financial debt / GOM 2.25 (2) 2.27 2.49 (2) (3)

 
(1) See Section 5.5 “Financial glossary". 
(2) GOM recorded over the previous 12 months based on historical data. 
(3) GOM restated to factor in Amena’s GOM over 12 months (year-on-year) at June 30, 2006 and including the GOM for PagesJaunes Group, a business 

sold off on October 11, 2006 (see Notes 1 and 4 to the consolidated financial statements). 
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 Summary of results for the first half of 2007 

o Revenues up 1.9% on a comparable basis (2.1% on an historical basis) to 25.9 billion euros over the first half of 2007, reflecting 

the good performance achieved in Q2 2007: 

- strong growth in revenues on growing markets, which represented 13% of revenues over the first half of 2007, compared with 

10% over the first half of 2005; 

- stabilization of revenues on mature markets and good performance in France, with growth coming out at 0.7% between the 

first half of 2006 and the first half of 2007. 

o 1.9% increase on a comparable basis in the gross operating margin (hereafter GOM, see Section 5.5 "Financial glossary"), up to 

9.4 billion euros over the first half of 2007, with the ratio of GOM to revenues stable at 36.3% of revenues. 

o Improvement in the level of net income attributable to France Telecom SA equity holders, up to 3.3 billion euros over the first half 

of 2007, compared with 2.3 billion over the first half of 2006 (i.e. 2.4 compared with 2.2 billion on a comparable basis). 

o 138 million euro increase in organic cash flow (see Section 5.5 "Financial glossary") in relation to the first half of 2006 excluding 

the PagesJaunes Group, rising to 3.3 billion euros over the first half of 2007. 

o Decrease in net financial debt (see Section 5.5 "Financial glossary"), after dividend payments for 2006, coming in at 42.1 billion 

euros over the first half of 2007, giving a ratio of net financial debt to GOM of 2.25, compared with 47.2 billion euros over the first 

half of 2006. 

 Main events or operations over the first half of 2007 

 Disposals 

o Further to the disposal of the interest held by France Telecom’s former co-shareholders in Tower Participations (company 

owning TDF), France Telecom received a price supplement in January 2007 representing 254 million euros and in this 

respect recorded 307 million euros in income from disposals after tax, including a previously deferred capital gain for 53 

million euros (see Note 5 to the consolidated financial statements). 

o Further to the disposal of Eurazeo’s interests in Eutelsat Communications, France Telecom received 110 million euros in 

February 2007 and sold off its entire interest in Bluebirds Participations France in May 2007. At June 30, 2007, the 

corresponding income from disposals after tax totaled 104 million euros (see Notes 3 and 5 to the consolidated financial 

statements). 

o In May 2007, France Telecom announced that it had launched a formal process to analyze offers to acquire its subsidiary in 

the Netherlands. As such, Orange’s assets in the Netherlands are presented in the financial statements for the first half of 

2007 as assets intended to be sold off (see Note 4 to the consolidated financial statements). 

 Acquisitions and investments 

o In January 2007, France Telecom acquired a block controlling interest representing around 54% of the Silicomp Group’s 

capital for 50 million euros in cash, and issued a standing market offer in February 2007 for all the shares and Silicomp 2007 

share warrants not held by France Telecom. Further to a standing market offer, France Telecom acquired a further 36.5% 

stake for 43 million euros. France Telecom has continued to buy shares and share warrants, taking its interest up to 91.4% of 

the Silicomp Group’s shares and 95% of its share warrants at June 30, 2007. The net cash-out related to this operation 

amounted to 89 million euros (see Note 3 to the consolidated financial statements). 

o In March 2007, France Telecom announced the expansion of its African operations through two transactions carried out by 

Sonatel, namely the acquisition of a third mobile telephony license in Guinea-Bissau and the acquisition of a mobile license in 

Guinea. Furthermore, in April 2007, France Telecom announced the acquisition of a mobile and Internet license in the 

Central African Republic. 

o In May 2007, Mobistar, a company in which France Telecom has a 50.2% stake, announced the signing of an agreement to 

acquire a 90% interest in the Luxembourg mobile operator VOXmobile for 80 million euros. This acquisition was completed 

on July 2, 2007 (see Note 10 to the consolidated financial statements). 
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o In June 2007, France Telecom announced the acquisition of the entire capital of the Spanish company Ya.com, the third 

largest ADSL provider in Spain, for an enterprise value of 320 million euros. This acquisition was carried out on July 31, 2007 

(see Note 10 to the consolidated financial statements). 

o In June 2007, the consortium formed by the investment fund Mid Europa Partners and France Telecom made a commitment 

to acquire a 100% stake in One GmbH, the third largest mobile telephony operator in Austria, for an enterprise value of 1.4 

billion euros. The amount received by France Telecom for the sale of its current 17.45% stake in One GmbH and the 

repayment of its shareholder loan will be partially reinvested in order to hold a 35% stake in the consortium, which will be 

controlled by Mid Europa Partners with a 65% stake. This transaction is subject to approval by the competition authorities 

(see Note 9 to the consolidated financial statements). 

 Adoption and implementation of regulatory measures 

o On May 21, 2007, Orange implemented the new conditions for the portability of mobile numbers in France. Portability, which 

makes it possible to change mobile operators while keeping the same telephone number, is now based on a process that is 

simpler (through a “one-stop-shop”) and faster (10 days). Termination notice periods have also been shortened to 10 days. 

o At the end of June 2007, the European Union adopted regulations capping retail rates for international “voice” roaming in 

Europe: 49 euro cents per minute in 2007 for outgoing calls, and 24 cents for incoming calls. The new regulations will be 

applied over the third quarter of 2007. 

 Acquisition of treasury shares 

o In March 2007, France Telecom acquired 9,113,884 treasury shares in line with its 2006 share buyback program at a cost of 

180 million euros (see Note 8 to the consolidated financial statements). A detailed description of the program was published 

on March 19, 2007, 

o In May 2007, France Telecom set up a liquidity contract with a financial institution for its ordinary shares in order to increase 

liquidity and reduce any excess volatility. A total of 100 million euros have been set aside for the implementation of this 

contract. At June 30, 2007, France Telecom had 1,400,000 treasury shares acquired under this contract (see Note 8 to the 

consolidated financial statements). 

At June 30, 2007, France Telecom held a total of 10,513,884 treasury shares. 

 Free of charge shares and stock options plan 

o To encourage employees to rally around the objectives for the "NExT" plan, the Board of Directors decided in April 2007 to 

set up a new scheme designed to reward the efforts of its staff in connection with this plan. This scheme involves the 

distribution of free of charge shares, for which the Board of Directors approves the conditions for all employees in France on 

April 25, 2007: 

- Number of shares allotted: around 10.5 million, 

- Distribution period: two years as of the allotment date, i.e. up until April 24, 2009, 

- Vesting period: two years as of the distribution date, i.e. up until April 25, 2011. 

The distribution of shares is subject to various performance conditions linked to the generation of organic cash flow over 

2007 and 2008, as planned under the "NExT" plan, and additional organic cash flow covering the cost of the free of charge 

shares scheme (see Note 8 to the consolidated financial statements). 

o Over the first half of 2007, France Telecom allotted 10.1 million stock options to some of its executives and managers with 

key expertise or responsibilities for the Group. The exercise price for these stock options, with a 10-year maturity, has been 

set at 21.61 euros per share (see Note 8 to the consolidated financial statements). 

 Sale of shares by the French State 

On June 25, 2007, the French State sold off 130 million existing France Telecom shares, representing 5% of the share capital. 

As required under the French law of August 6, 1986, 14.4 million shares will be offered to current and former staff. At June 30, 
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2007, the French State directly and indirectly through the ERAP holds 27.4% of the capital and 27.5% of the voting rights of 

France Telecom SA (see Note 8 to the consolidated financial statements). 

 Bond issue 

In February 2007, France Telecom placed a 2,500 million euro bond issue, split into two tranches: a 1,000 million euro tranche 

maturing in five years bearing an interest rate of 4.375% and a 1,500 million euro tranche maturing in 10 years bearing an 

interest rate of 4.75%. 

 Outlook 

The first half results enable the Group to reaffirm its confidence in achieving the 2007 objectives: to maintain the organic cash flow 

generation of 6.8 billion euros over 2007. Set against a global context of moderate growth on the Group's markets, this objective is 

based on the ratio of GOM to revenues remaining virtually stable by strengthening the cost optimization and reduction program and on 

the ratio of capital expenditures on tangible and intangible assets excluding licenses to revenues being kept at the 2006 level. 

Furthermore, the objective to reduce the level of financial debt has been confirmed, with a ratio of net financial debt to GOM of less than 

2 by the end of 2008. 

By their very nature, these objectives are subject to a number of risks and uncertainties that may lead to differences between the 

objectives announced and the actual results achieved. The most significant risks are presented in Section 4 "Risk factors" of the 2006 

reference document. This analysis of the main risks is still valid on the date on which this report is being published with regard to the 

assessment of any major uncertainties or risks over the second half of 2007. 

2. ANALYSIS OF THE GROUP’S INCOME STATEMENT AND CAPITAL 
EXPENDITURE 

2.1 FROM GROUP REVENUES TO GROSS OPERATING MARGIN 
(in millions of euros) Half years ended June 30

2007 2006 2006 Change (%) Change (%)
comparable historical comparable historical

basis (1) basis basis (1) basis
Revenues 25,913 25,422 25,371 1.9 % 2.1 %
OPEX (2) (16,497) (16,186) (16,113) 1.9 % 2.4 %

OPEX excluding labour expenses
(wages and employee benefit expenses) (2) (12,070) (11,750) (11,727) 2.7 % 2.9 %

External purchases (2) (11,030) (10,935) (10,933) 0.9 % 0.9 %
Other operating income and expenses (1,040) (815) (794) 27.5 % 31.1 %

Labour expenses
(wages and employee benefit expenses) (2) (4,427) (4,436) (4,386) (0.2)% 0.9 %

GOM 9,416 9,236 9,258 1.9 % 1.7 %  
(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 
(2) See Section 5.5 “Financial glossary". 
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2.1.1 Revenues 

(in millions of euros) Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

Personal Communication Services (PCS) 14,107 13,473 13,429 4.7 % 5.0 %
PCS France 4,828 4,824 4,823 0.1 % 0.1 %
PCS United Kingdom 3,015 2,924 2,870 3.1 % 5.0 %
PCS Spain 1,676 1,633 1,633 2.6 % 2.6 %
PCS Poland 995 932 921 6.8 % 8.0 %
PCS Rest of the world 3,692 3,261 3,284 13.2 % 12.4 %
Eliminations (99) (101) (102) (0.7)% (2.1)%

Home Communication Services (HCS) 11,168 11,223 11,127 (0.5)% 0.4 %
HCS France 8,838 8,742 8,714 1.1 % 1.4 %
HCS Poland 1,421 1,561 1,543 (9.0)% (7.9)%
HCS Rest of the world 1,029 1,008 959 2.0 % 7.2 %
Eliminations (120) (88) (89) 35.3 % 32.4 %

Enterprise Communication Services (ECS) 3,800 3,845 3,820 (1.2)% (0.5)%
Eliminations (3,162) (3,119) (3,005) 1.3 % 5.2 %
Group total 25,913 25,422 25,371 1.9 % 2.1 %

Revenues

 
(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 

 Change in revenues 

The France Telecom Group recorded 25,913 million euros in revenues over the first half of 2007, up 2.1% on an historical basis and 

1.9% on a comparable basis in relation to the first half of 2006. 

On an historical basis, the 2.1% growth in the Group's revenues, representing an increase in 542 million euros, between the first half 

of 2006 and the first half of 2007, notably reflects: 

- the favorable impact of changes in the scope of consolidation and other changes, representing 103 million euros between the two 

periods, and primarily factoring in i) the impact of the full consolidation of Jordan Telecommunications Company (JTC) and its 

subsidiaries on July 5, 2006 for 117 million euros, and ii) the impact of the acquisition of the Silicomp Group on January 4, 2007 for 

51 million euros, iii) offset in part by the negative impact of the sale of France Telecom Mobile Satellite Communications (FTMSC) 

on October 31, 2006 for 73 million euros; 

- the negative impact of foreign exchange fluctuations, totaling 52 million euros between the two periods. 

On a comparable basis, the France Telecom Group’s revenues rose 1.9% between the first half of 2006 and the first half of 2007 

(representing an increase in 491 million euros), driven by growth on mobile activities and ADSL broadband services. 

Over the first half of 2007, PCS revenues (mobile services) are up 4.7% in relation to the first half of 2006, totaling 14,107 million euros. 

This increase reflects the growth achieved on mobile telephony activities, supported by dynamic growth in the customer base. Between 

the two periods, PCS revenues rose across virtually all these sub-segments, notably with strong growth for the Rest of the World (up 

13.2%) and Poland (up 6.8%). 

HCS revenues (fixed-line and Internet services) came to 11,168 million euros over the first half of 2007, down by only 0.5% in relation to 

the first half of 2006. The strong level of growth achieved on ADSL broadband services, notably in France, has to a great extent made 

up for the downturn in traditional telephone services (traditional telephone subscriptions and communications) in France and Poland. 

ECS revenues (enterprise services) totaled 3,800 million euros over the first half of 2007, down 1.2% on the first half of 2006. Traditional 

data services, marked by the migration of business networks over to IP solutions, have seen a sustained downturn in their revenues, 

although less marked than the previous year. Traditional telephony services have also continued trending down, linked to the downturn 

in the volume of telephone calls combined with price cuts. 

 Change in the customer base 

On an historical basis, the number of France Telecom Group customers through its controlled companies totaled 163.3 million at June 

30, 2007, representing an increase of 9.6% in relation to June 30, 2006. The number of additional customers between June 30, 2006 

and June 30, 2007 was 14.3 million. With 102.5 million customers at June 30, 2007, the number of mobile telephony customers is up 

15.7% on June 30, 2006, with an additional 13.9 million customers. The number of customers subscribing for mobile broadband offers 
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(EDGE and UMTS technologies) has more than tripled, with 8.9 million customers at June 30, 2007, up from 2.9 million at June 30, 

2006. Similarly, the number of consumer ADSL broadband customers is growing rapidly, with 10.5 million at June 30, 2007, up from 8.5 

million at June 30, 2006, an increase in 23.1%. The total number of Internet customers (broadband and low-speed) came to 12.6 million 

at June 30, 2007, up 5.5% on June 30, 2006 (0.7 million additional customers). 

On a comparable basis, the number of France Telecom Group customers through controlled companies rose 8.9% between June 30, 

2006 and June 30, 2007, while the number of mobile telephony and Internet customers was up 14.9% and 5.4% respectively. 

2.1.2 Operating expenses 

2.1.2.1 Operating expenses excluding labour expenses (wages and employee benefit expenses) 

(in millions of euros) Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

External purchases (2) (11,030) (10,935) (10,933) 0.9 % 0.9 %
Commercial expenses (2) (3,669) (3,563) (3,541) 3.0 % 3.6 %
Services fees and inter-operator costs (3,876) (3,949) (3,984) (1.8)% (2.7)%
Other external purchases (2) (3,485) (3,423) (3,408) 1.8 % 2.2 %

Other operating income and expenses (1,040) (815) (794) 27.5 % 31.1 %
OPEX excluding labour expenses
(wages and employee benefit expenses) (2) (12,070) (11,750) (11,727) 2.7 % 2.9 %  

(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 
(2) See Section 5.5 “Financial glossary". 

Operating expenses excluding labour expenses (wages and employee benefit expenses) included in the GOM (see Section 5.5 

“Financial glossary") came to 12,070 million euros over the first half of 2007, compared with an expense of 11,727 million euros over the 

first half of 2006 on an historical basis and 11,750 million euros on a comparable basis. 

On an historical basis, operating expenses excluding labour expenses (wages and employee benefit expenses) rose 2.9%, 

representing 343 million euros, between the two periods, driven by the negative impact of changes in the scope of consolidation and 

other changes for 38 million euros, offset in part by the favorable impact of foreign exchange fluctuations (16 million euros). 

On a comparable basis, operating expenses excluding labour expenses (wages and employee benefit expenses) are up 2.7%, 

representing a charge of 320 million euros between the first half of 2006 and the first half of 2007. External purchases (see Section 5.5 

“Financial glossary"), which accounted for 91% of operating expenses excluding labour expenses (wages and employee benefit 

expenses) over the first half of 2007, increased by only 0.9% between the two half-year periods. The increase in operating expenses 

excluding labour expenses (wages and employee benefit expenses) primarily reflects the higher level of other operating expenses 

recorded (net of other operating income), up 27.5% between the two periods. 

 External purchases 

Over the first half of 2007, external purchases represented a total cost of 11,030 million euros, compared with a cost of 10,933 million 

euros over the first half of 2006 on an historical basis and a cost of 10,935 million euros on a comparable basis. 

On an historical basis, the negative impact of changes in the scope of consolidation and other changes, representing a charge of 18 

million euros, has been offset by the favorable impact of foreign exchange fluctuations (18 million euros). 

On a comparable basis, external purchases are up 0.9% between the first half of 2006 and the first half of 2007, with this growth 

primarily reflecting the 3.0% increase in commercial expenses (see Section 5.5 “Financial glossary"). In line with the objective 

announced for 2007, this increase has remained under control, with the ratio of commercial expenses to revenues coming out at 14.2% 

over the first half of 2007, virtually stable in relation to the first half of 2006 (14.0%) and down on 2006 (15.0%). Furthermore, the 1.8% 

increase in other external purchases (see Section 5.5 “Financial glossary"), primarily linked to the increase in call centre outsourcing 

costs, is fully offset by the 1.8% reduction in service fees and inter-operator costs. In the end, the 0.9% increase in external purchases 

between the first half of 2006 and the first half of 2007 has been kept under control in view of revenue growth of 1.9%. In relation to 

revenues, external purchases are down 0.4 point, dropping from 43.0% of revenues over the first half of 2006 on a comparable basis to 

42.6% of revenues over the first half of 2007. 
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 Other operating income and expenses 

Over the first half of 2007, other operating income and expenses represented a total expense of 1,040 million euros, compared with an 

expense of 794 million euros over the first half of 2006 on an historical basis and an expense of 815 million euros on a comparable 

basis, representing an increase in 31.1% on an historical basis and 27.5% on a comparable basis. 

On an historical basis, other operating income and expenses notably factor in the negative impact of changes in the scope of 

consolidation and other changes for 20 million, in addition to the negative impact of the foreign exchange fluctuations for 2 million euros. 

On a comparable basis, the 27.5% increase in other operating income and expenses between the two periods primarily reflects i) 22 

million euros in income recorded for a settlement indemnity relative to the Group’s activities in Lebanon over the first half of 2007, 

compared with 74 million euros over the first half of 2006, ii) the 71 million euro increase in taxes other than income tax, and iii) the 49 

million euro increase in provisions on trade receivables. 

2.1.2.2 Labour expenses (wages and employee benefit expenses) 

Labour expenses (wages and employee benefit expenses) included in the GOM (see Section 5.5 "Financial glossary") do not include 

employee profit-sharing or share-based compensation (see Section 2.2 "From Group gross operating margin to operating income"). 

 Number of employees (active employees at end of period) 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

France Telecom S.A. 99,279 105,680 104,670 (6.1)% (5.2)%
Subsidiaries in France 8,820 9,495 9,090 (7.1)% (3.0)%
France total 108,099 115,175 113,760 (6.1)% (5.0)%
International subsidiaries 82,018 82,857 81,168 (1.0)% 1.0 %
Group total 190,117 198,032 194,928 (4.0)% (2.5)%

Number of employees
(active employees at end of period) (1)

 
(1) See Section 5.5 “Financial glossary". 

 Average number of employees (full-time equivalents) 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

France Telecom S.A. 96,409 102,869 101,863 (6.3)% (5.4)%
Subsidiaries in France 8,695 9,348 8,963 (7.0)% (3.0)%
France total 105,104 112,217 110,826 (6.3)% (5.2)%
International subsidiaries 79,819 80,687 79,073 (1.1)% 0.9 %
Group total 184,923 192,904 189,899 (4.1)% (2.6)%

Average number of employees
(full-time equivalents) (1)

 
(1) See Section 5.5 “Financial glossary". 

 Labour expenses (wages and employee benefit expenses) 

(in millions of euros) Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

France Telecom S.A. (2,751) (2,811) (2,781) (2.1)% (1.1)%
Subsidiaries in France (269) (283) (260) (4.9)% 3.7 %
France total (3,020) (3,094) (3,041) (2.4)% (0.7)%
International subsidiaries (1,407) (1,342) (1,345) 4.9 % 4.6 %
Group total (4,427) (4,436) (4,386) (0.2)% 0.9 %

Labour expenses
(wages and employee benefit expenses) (1)

 
(1) See Section 5.5 “Financial glossary". 

On an historical basis, the Group’s labour expenses (wages and employee benefit expenses) are up 0.9% (a negative impact of 41 

million euros), between the first half of 2006 and the first half of 2007, coming out at a charge of 4,427 million euros over the first half of 

2007. This increase primarily reflects the negative impact of changes in the scope of consolidation and other changes for 58 million 

euros, offset to some extent by the favorable impact of foreign exchange fluctuations (8 million euros). 

On a comparable basis, labour expenses (wages and employee benefit expenses) are down 0.2% between the two periods, with this 

slight reduction in labour expenses (wages and employee benefit expenses) reflecting: 



MANAGEMENT REPORT 

 38

- a 4.1% reduction due to a volume effect, linked to the reduction in the Group's average headcount, representing a decrease of 

7,981 employees (full-time equivalents); 

- a 0.3% reduction due to a structural effect, in light of the difference between the average cost and the actual cost recorded for 

Group arrivals and departures; 

- and a 4.2% increase due to the change in average unit costs. 

In relation to revenues, labour expenses (wages and employee benefit expenses) are down 0.4 point, dropping from 17.5% of revenues 

over the first half of 2006 on a comparable basis to 17.1% over the first half of 2007. 

2.1.3 Gross operating margin 

On an historical basis, the France Telecom Group’s GOM is up 1.7% on the first half of 2006, climbing 158 million euros to 9,416 

million euros over the first half of 2007. Between the two periods, the increase in the Group’s GOM factors in the negative impact of 

foreign exchange fluctuations, representing 29 million euros, offset in part by the favorable impact of changes in the scope of 

consolidation and other changes, coming out at 7 million euros. 

On a comparable basis, the Group’s GOM is up 1.9% (a positive impact of 180 million euros), climbing from 9,236 million euros over 

the first half of 2006 to 9,416 million euros over the first half of 2007, driven by: 

- the 3.9% increase in the PCS GOM, reflecting the 12.6% increase in the PCS GOM for the Rest of the World. This increase factors 

in growth on the mobile telephony business, based on the dynamic development of the customer base in addition to the increase in 

operating expenses included in the GOM (see Section 5.5 “Financial glossary"), excluding commercial expenses, service fees and 

inter-operator costs, at a lower rate than for revenues; 

- and the 2.5% increase in the HCS GOM, linked to the 10.3% increase in the GOM for HCS France. This improvement reflects the 

combined impact of i) the significant reduction in operating expenses included in the GOM, primarily relating to the sharp reduction 

in service fees and inter-operator costs (notably due to lower fixed-to-mobile call termination rates), and the significant reduction 

recorded in labour expenses (wages and employee benefit expenses), and ii) the increase in revenues. On the other hand, the 

change in the HCS GOM between the two periods reflects the 22.3% reduction in the GOM for HCS Poland, primarily due to the 

downturn on traditional telephone services (traditional telephone subscriptions and communications) and the impact of lower call 

termination rates. 

However, these changes are offset in part by the 13.5% reduction in the ECS GOM on a comparable basis between the two periods. 

This downturn reflects the transformation of the ECS business model, with i) downwards pressure on the margin for network activities 

linked to growing competitive pressure at international level and the migration over to IP solutions, and ii) the growing focus on service 

activities. 

In the end, the ratio of GOM to revenues came out at 36.3% over the first half of 2007, representing an identical level to the first half of 

2006 on a comparable basis, in line with the objective to keep this ratio virtually stable in 2007 compared with 2006. 

2.2 FROM GROUP GROSS OPERATING MARGIN TO OPERATING INCOME 
(in millions of euros) Half years ended June 30

2007 2006 2006 Change (%) Change (%)
comparable historical comparable historical

basis (1) basis basis (1) basis
GOM 9,416 9,236 9,258 1.9 % 1.7 %
Employee profit-sharing (159) - (140) - 13.2 %
Share-based compensation (137) - (19) - ns  
Depreciation and amortization (4,007) (3,855) (3,832) 3.9 % 4.6 %
Impairment of goodwill - - - - -
Impairment of non-current assets (15) - (131) - (88.4)%
Gains (losses) on disposal of assets 409 - 92 - ns  
Restructuring costs (45) - (106) - (57.6)%
Share of profits (losses) of associates 1 - 17 - (95.0)%
Operating income 5,463 - 5,139 - 6.3 %  

(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 
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 Share-based compensation 

The share-based compensation increased from an expense of 19 million euros over the first half of 2006 on an historical basis to an 

expense of 137 million euros over the first half of 2007, primarily due to the introduction of a free-of-charge shares scheme for the 

Group's staff in April 2007 (see Section 1. "Overview" and Note 8 to the consolidated financial statements). 

 Depreciation and amortization 

(in millions of euros) Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

Personal Communication Services (PCS) (2,223) (2,047) (2,047) 8.6 % 8.6 %
Home Communication Services (HCS) (1,573) (1,625) (1,598) (3.2)% (1.5)%
Enterprise Communication Services (ECS) (212) (185) (188) 14.5 % 12.5 %
Eliminations 1 2 1 ns  ns  
Group total (4,007) (3,855) (3,832) 3.9 % 4.6 %

Depreciation and amortization

 
(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 

On an historical basis, the 4.6% increase in depreciation and amortization, representing an additional expense of 175 million euros 

between the first half of 2006 and the first half of 2007, notably factors in the unfavorable impact of changes in the scope of 

consolidation and other changes for 24 million euros, while the positive impact of foreign exchange fluctuations represents 1 million 

euros between the two periods. 

On a comparable basis, depreciation and amortization is up 3.9% between the first half of 2006 and the first half of 2007, representing 

a negative impact of 152 million euros, and coming in a charge of 4,007 million euros over the first six months of 2007. The higher level 

of depreciation and amortization on PCS (a negative effect of 176 million euros) primarily reflects the increase in capital expenditures on 

tangible and intangible assets excluding licenses since 2004 in mobile subsidiaries, notably in Spain and the Rest of the World. 

 Gains (losses) on disposal of assets 

(in millions of euros) Half years ended June 30
2007 2006

historical basis
307 -
104 -

- 84
(2) 8

409 92Group total

Sale of 20.0 % of Ypso Holding (cable network activities)

Gains (losses) on disposal of assets (1)

Sale of Tower Participations (company holding TDF) (2)

Sale of 20.0 % of Bluebirds Participations France (2)

Other

 
(1) See Notes 3 and 5 to the consolidated financial statements. 
(2) See Section 1. "Overview". 

 Operating income 

The France Telecom Group’s operating income came to 5,463 million euros over the first half of 2007, compared with 5,139 million 

euros over the first half of 2006 on an historical basis, up 6.3%. This 324 million euro increase between the two periods primarily reflects 

the 317 million euro increase in income from asset disposals and the 158 million euro improvement in the GOM, offset in part by the 

higher level of depreciation and amortization recorded (a degradation of 175 million euros). 
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2.3 FROM GROUP OPERATING INCOME TO NET INCOME 
(in millions of euros) Half years ended June 30

2007 2006
historical basis

Operating income 5,463 5,139
Interest expense (1,240) (1,248)
Foreign exchange gains (losses) 1 20
Discounting expense (57) (70)
Finance costs, net (1,296) (1,298)
Income tax (543) (1,214)
Consolidated net income after tax of continuing operations 3,624 2,627
Consolidated net income after tax of discontinued operations - 132
Consolidated net income after tax 3,624 2,759
Net income attributable to equity holders of France Telecom SA 3,308 2,346
Minority interests 316 413  

2.3.1 Finance costs, net 

Over the first half of 2007, finance costs, net totaled an expense of 1,296 million euros (including a 1,240 million euro interest expense), 

stable in relation to the first half of 2006 (an expense of 1,298 million euros, including a 1,248 million euro interest expense). 

 Interest expense indicators 

(in millions of euros) Half years ended June 30
2007 2006 Change

historical basis historical basis
Interest expense (1,240) (1,248) 8
Net financial debt at end of period (1) 42,113 47,234 (5,121)
Average outstandings of net financial debt over the period 38,532 46,282 (7,750)
Weighted average cost of net financial debt 6.18 % 5.69 % -  

(1) See Section 5.5 “Financial glossary" and Note 7 to the consolidated financial statements. 

The weighted average cost of net financial debt is calculated as the ratio of interest expense, less exceptional and non-recurring items, 

to average outstandings, calculated based on net financial debt adjusted for the amounts not giving rise to interest, such as accrued 

interest payable and liabilities relating to commitments to purchase minority interests. 

The change in France Telecom's net financial debt is presented in Section 4.2 "Net financial debt". 

 Change in interest expense 

(in millions of euros) Half years ended June 30
(1,248)

220

(96)

(94)
(37)
15

(1,240)Interest expense at June 30, 2007

Increase factors:
Increase in change in fair value of the price guarantee given to FT España minority shareholders
(-20 million euros in the first half 2007 versus +76 million euros in the first half of 2006) (1)

Increase in weighted average cost of net financial debt
Redemption of perpetual bonds redeemable for shares in the first half 2007 (TDIRAs) (1)

Interest expense at June 30, 2006 (historical basis)
Decrease factors:

Decrease in average outstandings of net financial debt over the period

Other items

 
(1) See Note 7 to the consolidated financial statements. 

2.3.2 Income tax 

(in millions of euros) Half years ended June 30
2007 2006

historical basis
Current taxes (300) (293)
Deferred taxes (243) (921)

Group total (543) (1,214)

Income tax (1)

 
(1) See Note 6 to the consolidated financial statements. 

Income tax represented a total expense of 543 million euros for the first half of 2007, compared with a charge of 1,214 million euros for 

the first half of 2006. Over the first half of 2007, the France tax group recognized a 584 million euro gain in deferred tax assets. The 
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change in the UK tax rate has reduced the deferred tax charge for the period by 84 million euros. 

2.3.3 Consolidated net income after tax of continuing operations 

Consolidated net income after tax of continuing operations came to 3,624 million euros over the first half of 2007, compared with 2,627 

million euros over the first half of 2006. This 997 million euro increase between the two periods primarily reflects the lower income tax 

expense (a positive impact of 671 million euros) and the 324 million euro increase in operating income. 

2.3.4 Consolidated net income after tax of discontinued operations 

The Group did not record any consolidated net income after tax of discontinued operations over the first half of 2007. Consolidated net 

income after tax of discontinued operations over the first half of 2006, representing a 132 million euro gain, corresponds to net income 

generated by PagesJaunes Group, a business sold off on October 11, 2006 (see Notes 1 and 4 to the consolidated financial 

statements). 

2.3.5 Consolidated net income after tax 

The France Telecom Group’s consolidated net income after tax totaled 3,624 million euros over the first half of 2007, compared with 

2,759 million euros over the first half of 2006, with this 865 million euro increase reflecting the increase in consolidated net income after 

tax of continuing operations between the two periods. 

Minority interests totaled 316 million euros over the first half of 2007, compared with 413 million euros over the first half of 2006. 

After factoring in minority interests, net income attributable to France Telecom SA equity holders rose from 2,346 million euros over the 

first half of 2006 to 3,308 million euros over the first half of 2007, up 962 million euros. 

2.4 GROUP CAPITAL EXPENDITURES 
(in millions of euros) Half years ended June 30

2007 2006 2006 Change (%) Change (%)
comparable historical comparable historical

basis (1) basis basis (1) basis
CAPEX (2) (3) 2,967 3,053 3,047 (2.8)% (2.6)%
CAPEX / Revenues 11.4 % 12.0 % 12.0 %
Telecommunication licenses - - 282 - ns  
Financial investments (2) 128 - 212 - (39.6)%  

(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 
(2) See Section 5.5 “Financial glossary". 
(3) See Note 2 to the consolidated financial statements. 

2.4.1 Capital expenditures on tangible and intangible assets excluding telecommunication licenses 

(in millions of euros) Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

Personal Communication Services (PCS) 1,537 1,527 1,586 0.6 % (3.1)%
Home Communication Services (HCS) 1,232 1,326 1,261 (7.0)% (2.3)%
Enterprise Communication Services (ECS) 198 200 200 (1.4)% (1.2)%
Group total 2,967 3,053 3,047 (2.8)% (2.6)%

CAPEX

 
(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 

On an historical basis, capital expenditures on tangible and intangible assets excluding telecommunication licenses and finance lease-

based investments (hereafter CAPEX, see Section 5.5 "Financial glossary") are down 2.6% or 80 million euros between the first half of 

2006 and the first half of 2007, factoring in the impact of changes in the scope of consolidation and other changes, representing 13 

million euros, as well as the impact of foreign exchange fluctuations, giving a decrease of 7 million euros between the two periods. 

On a comparable basis, capital expenditures on tangible and intangible assets excluding licenses are down 2.8% or 86 million euros 

between the first half of 2006 and the first half of 2007, primarily due to the 94 million euros reduction in capital expenditures on HCS. 

This downturn primarily reflects the low level of IT investments, notably in France, and customer service platforms-related investments, 

which had been particularly high over the first half of 2006. 
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The effective management of capital expenditures on tangible and intangible assets excluding licenses over the first half of 2007 

enabled the Group to achieve a ratio of capital expenditures on tangible and intangible assets excluding licenses to revenues of 11.4% 

(down 0.6 point in relation to the first half of 2006 on both an historical and a comparable basis), in line with the objectives announced to 

keep this ratio at the 2006 level. 

2.4.2 Telecommunication licenses 

No telecommunication licenses were recorded over the first half of 2007. Over the first half of 2006, telecommunication licenses, 

representing 282 million euros on both an historical and a comparable basis, virtually all corresponded to the fixed portion of the 15-year 

renewal of Orange’s GSM license in France. 

2.4.3 Financial investments 

Financial investments (see Section 5.5 “Financial glossary" and Note 3 to the consolidated financial statements) are presented in 

Section 4.1 "Liquidity and cash flow". 

3. ANALYSIS BY BUSINESS SEGMENT 
The organization for France Telecom’s operational management is built around i) business lines (home, personal, enterprise), and ii) 

integrated management teams at country level. Within this context, and in accordance with IAS 14 "Segment Reporting", the Group has 

defined the following three business segments as the first level of segment reporting: 

- the “Personal Communication Services” segment (hereafter PCS) covers mobile telecommunications services activities in 

France, the UK, Spain, Poland and the Rest of the World. It includes all of the Orange subsidiaries, as well as the mobile telephony 

business of FT España in Spain, TP Group in Poland (with its subsidiary PTK Centertel), and the Group’s other international 

companies; 

- the “Home Communication Services” segment (hereafter HCS) covers the fixed telecommunications services activities (fixed-line 

telephony, Internet services, operator services) in France, Poland and the Rest of the World, as well as the distribution activities 

and support functions provided to other France Telecom Group business segments; 

- the "Enterprise Communication Services" segment (hereafter ECS) covers business communication solutions and services in 

France and around the world. 

 Operating aggregates by business segment at June 30, 2007 

(in millions of euros) Half years ended June 30, 2007
Eliminations

& unallocated
items

Revenues 14,107 11,168 3,800 (3,162) 25,913
external 13,628 8,698 3,587 - 25,913
inter-segment 479 2,470 213 (3,162) -

GOM 4,974 3,795 648 (1) 9,416
Employee profit-sharing (31) (117) (11) - (159)
Share-based compensation (4) (121) (12) - (137)
Depreciation and amortization (2,223) (1,573) (212) 1 (4,007)
Impairment of goodwill - - - - -
Impairment of non-current assets - 2 (17) - (15)
Gains (losses) on disposal of assets - - - 409 409
Restructuring costs (4) (36) (5) - (45)
Share of profits (losses) of associates 1 - - - 1
Operating income 5,463

allocated by business segment 2,713 1,950 391 - 5,054
not allocable - - - 409 409

CAPEX 1,537 1,232 198 - 2,967
Telecommunication licenses - - - - -
GOM - CAPEX 3,437 2,563 450 (1) 6,449
Average number of employees (FTE) 35,519 130,121 19,283 - 184,923

Group..
total..PCS HCS ECS
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 Operating aggregates by business segment at June 30, 2006 (comparable basis) 

(in millions of euros) Half years ended June 30, 2006 (comparable basis (1))..
Eliminations

& unallocated
items

Revenues 13,473 11,223 3,845 (3,119) 25,422
external 12,994 8,798 3,630 - 25,422
inter-segment 479 2,425 215 (3,119) -

GOM 4,788 3,701 749 (2) 9,236
Employee profit-sharing - - - - -
Share-based compensation - - - - -
Depreciation and amortization (2,047) (1,625) (185) 2 (3,855)
Impairment of goodwill - - - - -
Impairment of non-current assets - - - - -
Gains (losses) on disposal of assets - - - - -
Restructuring costs - - - - -
Share of profits (losses) of associates - - - - -
Operating income -

allocated by business segment - - - - -
not allocable - - - - -

CAPEX 1,527 1,326 200 - 3,053
Telecommunication licenses 282 - - - 282
GOM - CAPEX 3,261 2,375 549 (2) 6,183
Average number of employees (FTE) 36,205 138,014 18,685 - 192,904

Group..
total..PCS HCS ECS

 
(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 

 Operating aggregates by business segment at June 30, 2006 (historical basis) 

(in millions of euros) Half years ended June 30, 2006 (historical basis)
Eliminations

& unallocated
items

Revenues 13,429 11,127 3,820 (3,005) 25,371
external 12,955 8,803 3,613 - 25,371
inter-segment 474 2,324 207 (3,005) -

GOM 4,884 3,542 833 (1) 9,258
Employee profit-sharing (34) (98) (8) - (140)
Share-based compensation (11) (7) (1) - (19)
Depreciation and amortization (2,047) (1,598) (188) 1 (3,832)
Impairment of goodwill - - - - -
Impairment of non-current assets (125) (5) (1) - (131)
Gains (losses) on disposal of assets - - - 92 92
Restructuring costs (41) (50) (15) - (106)
Share of profits (losses) of associates (5) 22 - - 17
Operating income 5,139

allocated by business segment 2,621 1,806 620 - 5,047
not allocable - - - 92 92

CAPEX 1,586 1,261 200 - 3,047
Telecommunication licenses 282 - - - 282
GOM - CAPEX 3,298 2,281 633 (1) 6,211
Average number of employees (FTE) 37,392 135,441 17,066 - 189,899

Group..
total..PCS HCS ECS

 

3.1 PERSONAL COMMUNICATION SERVICES (PCS) 

The Personal Communication Services (PCS) segment covers mobile telecommunications services in France, the UK, Spain, Poland, 

and the Rest of the World, comprising five business sub-segments: i) the PCS France sub-segment, including Orange subsidiaries in 

Metropolitan France, Orange Caraïbes and Orange Réunion, ii) the PCS UK sub-segment, with the Orange subsidiary in the UK, iii) the 

PCS Spain sub-segment, with the FT España mobile business, iv) the PCS Poland sub-segment, with the subsidiary PTK Centertel, and 

v) the PCS Rest of the World sub-segment, covering international subsidiaries outside of France, the UK, Spain and Poland, i.e. 

primarily Belgium, Moldavia, the Netherlands, Romania, Slovakia and Switzerland, in addition to the following countries outside of 

Europe - Egypt, Jordan, Botswana, Cameroon, Ivory Coast, Equatorial Guinea, Mauritius, Madagascar, Mali, Senegal and the 

Dominican Republic. 
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(in millions of euros) Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

PCS
Revenues 14,107 13,473 13,429 4.7 % 5.0 %
GOM 4,974 4,788 4,884 3.9 % 1.8 %
GOM / Revenues 35.3 % 35.5 % 36.4 %
CAPEX 1,537 1,527 1,586 0.6 % (3.1)%
CAPEX / Revenues 10.9 % 11.3 % 11.8 %
Telecommunication licenses - 282 282 ns  ns  
GOM - CAPEX 3,437 3,261 3,298 5.4 % 4.2 %
Average number of employees (FTE) 35,519 36,205 37,392 (1.9)% (5.0)%

PCS France
Revenues 4,828 4,824 4,823 0.1 % 0.1 %
GOM 1,943 1,903 1,934 2.1 % 0.5 %
GOM / Revenues 40.2 % 39.5 % 40.1 %
CAPEX 382 427 486 (10.6)% (21.5)%
CAPEX / Revenues 7.9 % 8.9 % 10.1 %
Telecommunication licenses - 284 284 ns  ns  
GOM - CAPEX 1,561 1,476 1,448 5.8 % 7.8 %
Average number of employees (FTE) 5,441 5,751 7,102 (5.4)% (23.4)%

PCS United Kingdom
Revenues 3,015 2,924 2,870 3.1 % 5.0 %
GOM 712 779 765 (8.6)% (6.9)%
GOM / Revenues 23.6 % 26.6 % 26.6 %
CAPEX 191 260 256 (26.6)% (25.4)%
CAPEX / Revenues 6.3 % 8.9 % 8.9 %
Telecommunication licenses - - - - -
GOM - CAPEX 520 518 508 0.4 % 2.4 %
Average number of employees (FTE) 11,006 12,034 12,065 (8.5)% (8.8)%

PCS Spain
Revenues 1,676 1,633 1,633 2.6 % 2.6 %
GOM 393 432 489 (9.0)% (19.7)%
GOM / Revenues 23.5 % 26.5 % 30.0 %
CAPEX 226 184 184 22.7 % 22.7 %
CAPEX / Revenues 13.5 % 11.3 % 11.3 %
Telecommunication licenses - - - - -
GOM - CAPEX 167 248 305 (32.6)% (45.3)%
Average number of employees (FTE) 1,885 2,097 2,097 (10.1)% (10.1)%

PCS Poland
Revenues 995 932 921 6.8 % 8.0 %
GOM 383 303 299 26.6 % 28.1 %
GOM / Revenues 38.5 % 32.5 % 32.5 %
CAPEX 133 115 113 16.4 % 17.8 %
CAPEX / Revenues 13.4 % 12.3 % 12.3 %
Telecommunication licenses - - - - -
GOM - CAPEX 249 188 186 32.8 % 34.3 %
Average number of employees (FTE) 3,205 3,142 3,142 2.0 % 2.0 %

PCS Rest of the world
Revenues 3,692 3,261 3,284 13.2 % 12.4 %
GOM 1,544 1,371 1,397 12.6 % 10.5 %
GOM / Revenues 41.8 % 42.0 % 42.5 %
CAPEX 604 540 546 11.8 % 10.7 %
CAPEX / Revenues 16.4 % 16.6 % 16.6 %
Telecommunication licenses - - - - -
GOM - CAPEX 940 831 851 13.1 % 10.4 %
Average number of employees (FTE) 13,983 13,182 12,986 6.1 % 7.7 %

Personal Communication Services (PCS)

 
(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 
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3.1.1 Revenues - PCS 

 Revenues - PCS France 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis basis basis basis

Revenues (1) 4,828 4,824 4,823 0.1 % 0.1 %
Total number of customers (2) 23,403 22,390 22,390 4.5 % 4.5 %

o/w Number of contract customers (2) 15,050 14,076 14,076 6.9 % 6.9 %
o/w Number of prepaid customers (2) 8,353 8,314 8,314 0.5 % 0.5 %
o/w Number of broadband customers (2) 5,221 1,903 1,903 174.4 % 174.4 %

ARPU (3) (in euros) 403 417 417 (3.2)% (3.2)%
AUPU (3) (in minutes) 195 182 182 7.0 % 7.0 %

PCS France

 
(1) In millions of euros. 
(2) In thousands, at end of period. 
(3) See Section 5.5 “Financial glossary". 

On both an historical and a comparable basis, revenues for PCS France remained stable on the whole (up 0.1%) between the first 

half of 2006 and the first half of 2007. The slight increase in network revenues (see Section 5.5 “Financial glossary”), up 0.6% linked to 

the development of revenues generated with MVNOs or mobile virtual network operators, has been offset to some extent by the 20.7% 

reduction seen in equipment revenues (see Section 5.5 “Financial glossary"). 

Excluding the impact of lower call termination rates, revenues are up 3.4% over the first half of 2007 in relation to the first half of 2006, 

with this growth driven by: 

- to a great extent, the significant increase achieved in the total number of customers, up 4.5% to represent nearly 23.4 million 

customers at June 30, 2007, and the increase in the proportion of contract customers in the total customer base, representing 

64.3% at June 30, 2007, compared with 62.9% one year earlier; 

- and the 11.1% increase in revenues on “non-voice” services (see Section 5.5 “Financial glossary”), with the percentage of “non-

voice” services revenues in network revenues coming out at 17.2% over the first half of 2007, compared with 15.5% over the same 

period in 2006. 

The average use per customer (AUPU - see Section 5.5 “Financial glossary”) was up 7.0% at June 30, 2007. 

The annual average revenue per customer (ARPU - see Section 5.5 “Financial glossary“) was down 3.2% at June 30, 2007 on a 

comparable basis, primarily reflecting the unfavorable impact of the reduction in text messaging (SMS) and voice call termination rates. 

 Revenues - PCS United Kingdom 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis basis basis basis

Revenues (1) 3,015 2,924 2,870 3.1 % 5.0 %
Total number of customers (2) 15,165 14,951 14,951 1.4 % 1.4 %

o/w Number of contract customers (2) 5,183 4,731 4,731 9.6 % 9.6 %
o/w Number of prepaid customers (2) 9,982 10,220 10,220 (2.3)% (2.3)%
o/w Number of broadband customers (2) 1,368 526 526 160.1 % 160.1 %

ARPU (3) (in pounds sterling) 258 261 261 (1.1)% (1.1)%
AUPU (3) (in minutes) 150 146 146 2.7 % 2.7 %

PCS United Kingdom

 
(1) In millions of euros. 
(2) In thousands, at end of period. 
(3) See Section 5.5 “Financial glossary". 

On an historical basis, PCS UK revenues rose 5.0% in relation to the first half of 2006 to total 3,015 million euros over the first half of 

2007, primarily driven by intrinsic growth in the business of PCS UK. 

On a comparable basis, the PCS UK sub-segment recorded revenue growth of 3.1% between the two periods, while revenues 

excluding equipment revenues are up 4.0%, reflecting: 

- the 1.4% increase in the total number of customers between June 30, 2006 and June 30, 2007 (representing more than 0.21 

million additional customers between the two periods), giving a total of 15.17 million customers at June 30, 2007, compared with 

14.95 million one year earlier. This growth has been driven by the 9.6% increase in the number of contract customers (0.45 million 
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additional customers between June 30, 2006 and June 30, 2007), representing 34.2% of the total number of customers at June 30, 

2007, up from 31.6% at June 30, 2006; 

- strong revenue growth on “non-voice” services, generated by the increase in data traffic and text messaging (SMS); 

- and "voice" traffic growth, with the AUPU up 2.7% at June 30, 2007 in relation to June 30, 2006. 

These positive effects were partially offset by a more competitive environment reflected in the 1.1% drop in the ARPU between June 30, 

2006 and June 30, 2007. 

 Revenues - PCS Spain 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis basis basis basis

Revenues (1) 1,676 1,633 1,633 2.6 % 2.6 %
Total number of customers (2) 10,692 10,664 10,664 0.3 % 0.3 %

o/w Number of contract customers (2) 5,621 5,149 5,149 9.2 % 9.2 %
o/w Number of prepaid customers (2) 5,071 5,514 5,514 (8.0)% (8.0)%
o/w Number of broadband customers (2) 925 173 173 ns  ns  

ARPU (3) (in euros) 301 307 307 (1.9)% (1.9)%
AUPU (3) (in minutes) 135 126 126 7.6 % 7.6 %

PCS Spain

 
(1) In millions of euros. 
(2) In thousands, at end of period. 
(3) See Section 5.5 “Financial glossary". 

On both an historical and a comparable basis, the 2.6% increase in PCS Spain revenues between the first half of 2006 and the first 

half of 2007 primarily reflects the 9.2% increase in the number of contract customers, up to 5.6 million customers at June 30, 2007. 

At the same time, the broadband customer base has increased by more than five times in relation to June 30, 2006, with 925,000 

customers at June 30, 2007. 

The impact of growth in the contract customer base is offset to some extent by the negative impact of lower termination rates for calls to 

the mobile network and the downturn in equipment revenues. Excluding the impact of the reduction in call termination rates, revenues 

rose 5.1% between the two periods, driven primarily by contract customer revenue growth. 

The average use per customer (AUPU) was up 7.6% at June 30, 2007, driven by the reduction in the average price for outgoing calls. 

 Revenues - PCS Poland 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis basis basis basis

Revenues (1) 995 932 921 6.8 % 8.0 %
Total number of customers (2) 13,056 11,127 11,127 17.3 % 17.3 %

o/w Number of contract customers (2) 5,189 4,363 4,363 18.9 % 18.9 %
o/w Number of prepaid customers (2) 7,867 6,763 6,763 16.3 % 16.3 %
o/w Number of broadband customers (2) 131 43 43 ns  ns  

ARPU (3) (in Polish zlotys) 615 686 686 (10.4)% (10.4)%
AUPU (3) (in minutes) 99 90 90 9.8 % 9.8 %

PCS Poland

 
(1) In millions of euros. 
(2) In thousands, at end of period. 
(3) See Section 5.5 “Financial glossary". 

On an historical basis, revenues for PCS Poland are up 8.0% on the first half of 2006, climbing to 995 million euros over the first half of 

2007, notably factoring in the positive impact of foreign exchange fluctuations for 11 million euros. 

On a comparable basis, the sustained level of 6.8% in revenue growth has been generated by the significant increase of 17.3% in PTK 

Centertel’s customer base in relation to June 30, 2006 (with more than 13.0 million customers at June 30, 2007) and the 9.8% increase 

in AUPU, driven by new abundance offers. On the other hand, the 10.4% reduction in the ARPU between June 30, 2006 and June 30, 

2007 primarily reflects the lower rates for outgoing calls, linked to these new abundance offerings. 

PTK Centertel, which adopted the Orange brand in September 2005, has further strengthened its competitive position, with more than 

1.9 million additional customers at June 30, 2007. 
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Growth on the Polish mobile market (37.8 million mobile customers at March 31, 2007) is primarily linked to the increase in the number 

of prepaid offers, with the mobile telephony penetration rate climbing from 80.6% at June 30, 2006 to 99.2% at March 31, 2007 

(according to the Polish Central Statistical Office’s latest estimates). 

 Revenues - PCS Rest of the World 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis basis basis basis

Belgium
Revenues (1) 748 758 758 (1.3)% (1.3)%
Total number of customers (2) 3,200 3,020 3,020 6.0 % 6.0 %
ARPU (3) (in euros) 443 - 468 - (5.3)%

Romania
Revenues (1) 578 466 504 24.1 % 14.7 %
Total number of customers (2) 8,572 7,212 7,212 18.9 % 18.9 %
ARPU (3) (in euros) 136 - 141 - (3.5)%

Switzerland
Revenues (1) 396 414 431 (4.2)% (8.1)%
Total number of customers (2) 1,441 1,285 1,285 12.1 % 12.1 %
ARPU (3) (in euros) 546 - 662 - (17.5)%

Slovakia
Revenues (1) 355 335 304 5.8 % 16.8 %
Total number of customers (2) 2,702 2,553 2,553 5.8 % 5.8 %
ARPU (3) (in euros) 243 - 227 - 7.0 %

Netherlands
Revenues (1) 331 302 305 9.6 % 8.5 %
Total number of customers (2) 2,148 1,996 1,996 7.6 % 7.6 %
ARPU (3) (in euros) 243 - 269 - (9.7)%

Other subsidiaries (4)

Revenues (1) 1,284 986 982 30.2 % 30.8 %
Total number of customers (2) 22,164 14,082 13,467 57.4 % 64.6 %

Total
Revenues (1) 3,692 3,261 3,284 13.2 % 12.4 %
Total number of customers (2) 40,227 30,147 29,532 33.4 % 36.2 %

o/w Number of broadband customers (2) 1,295 279 279 ns  ns  

PCS Rest of the World

 
(1) In millions of euros. 
(2) In thousands, at end of period. 
(3) See Section 5.5 “Financial glossary". 
(4) Other subsidiaries notably include subsidiaries in Botswana, Cameroon, Ivory Coast, Egypt, Equatorial Guinea, Mauritius, Jordan, Madagascar, Mali, 

Moldavia, the Dominican Republic and Senegal. 
(5) In millions of euros, including revenues from other subsidiaries and eliminations. 

On an historical basis, the 12.4% growth in PCS Rest of the World revenues between the first half of 2006 and the first half of 2007 

notably factors in the negative impact of foreign exchange fluctuations, primarily linked to the US dollar, Egyptian pound and Swiss 

franc, to some extent offsetting the positive impact of changes in the scope of consolidation relative to the full consolidation of 

Mobilecom in Jordan on July 5, 2006, effective January 1, 2006 in the comparable basis data. 

On a comparable basis, the 13.2% increase in revenues between the two periods is primarily due to the overall increase in the number 

of customers, combined with strong business growth on international mobile subsidiaries, particularly in Romania, Senegal, Mali, the 

Dominican Republic and the Netherlands (revenue growth linked to transit activities). This change is offset to some extent by the 

unfavorable impact of lower call termination rates in European countries, notably Belgium, Switzerland and Romania. 

3.1.2 Gross operating margin - PCS 

On an historical basis, the PCS GOM is up 1.8% over the first half of 2007 in relation to the first half of 2006, climbing to 4,974 million 

euros. This increase primarily factors in the impact of internal reorganizations between business segments with no impact at Group 

level, and the positive impact of changes in the scope of consolidation relative to the full consolidation of Mobilecom in Jordan on July 5, 

2006, effective January 1, 2006 in the comparable basis data. 

On a comparable basis, the PCS GOM is up 3.9% between the two periods, primarily reflecting: 
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- the 12.6% increase in the PCS Rest of the World GOM over the first half of 2007 in relation to the first half of 2006, representing 

172 million euros. This increase is primarily linked to revenue growth, partly offsetting the higher level of operating expenses 

included in the GOM due to i) the increase in service fees and inter-operator costs as a result of traffic growth, and ii) the increase 

in commercial expenses resulting from the overall increase in the customer base; 

- the 26.6% increase in the PCS Poland GOM between the two periods, representing an improvement of 80 million euros. This 

increase primarily reflects revenue growth and to a lesser extent the reduction in operating expenses included in the GOM, due to 

the lower level of service fees, inter-operator costs and commercial expenses (linked to the downturn on handset purchases and 

other products sold); 

- and the 2.1% increase in the PCS France GOM between the two periods. This 40 million euro increase primarily reflects the 

reduction in operating expenses included in the GOM linked to a great extent to the downturn in service fees and inter-operator 

costs, in light of the favorable impact of lower call termination rates. On the other hand, the increase in commercial expenses is 

linked to the efforts made i) to promote and develop wireless broadband offerings in a fiercely competitive context, paving the way 

for very strong growth in the wireless broadband customer base, up to over 5.2 million at June 30, 2007 (representing a 174% 

increase in relation to June 30, 2006), and ii) to build customer loyalty, reflected in the development of the MCP or Mobile Change 

Program offers. 

These increases have been offset to some extent by: 

- the 8.6% or 67 million euro reduction in the PCS UK GOM, due to the increase in service fees and inter-operator costs (driven by 

growth on abundance offers) and commercial expenses (linked to the 9.6% increase in the number of contract customers at June 

30, 2007), partly offsetting revenue growth; 

- and the 9.0% or 39 million euro reduction in the PCS Spain GOM, notably reflecting the negative impact of lower call termination 

rates on revenue growth, in addition to the increase in service fees and inter-operator costs. 

3.1.3 Capital expenditures on tangible and intangible assets excluding telecommunication 
licenses - PCS 

On an historical basis, PCS capital expenditures on tangible and intangible assets excluding licenses are down 3.1% to 1,537 million 

euros over the first half of 2007, compared with 1,586 million euros over the first half of 2006. This downturn primarily reflects the impact 

of internal reorganizations between business segments with no impact at Group level and the impact of changes in the scope of 

consolidation relative to the full consolidation of Mobilecom in Jordan on July 5, 2006, effective January 1, 2006 in the comparable basis 

data. 

On a comparable basis, the 0.6% increase in capital expenditures on tangible and intangible assets excluding licenses, representing 

an increase in 10 million euros, primarily reflects: 

- the 11.8% increase in capital expenditures on tangible and intangible assets excluding licenses for PCS Rest of the World. This 64 

million euro increase is notably due to the increase in capital expenditures relative to the development of network coverage and 

capacity growth linked to the rising number of customers in high-growth countries for PCS Rest of the World; 

- the 22.7% or 42 million euro increase in capital expenditures for PCS Spain, due to a different half-year breakdown in 2007, 

notably on account of the rural deployment of the GSM 900 network; 

- and the 16.4% and 19 million euro increase in capital expenditures on tangible and intangible assets excluding licenses for PCS 

Poland, reflecting to a great extent the higher level of capital expenditures on broadband access and network capacities. 

This increase has been offset to some extent by: 

- the 26.6% or 69 million euro decrease in capital expenditures for PCS UK, notably due to the review of the capital expenditure 

program in connection with talks that are underway on the network sharing agreement with Vodafone; 

- and the 10.6% or 46 million euro decrease in capital expenditures on tangible and intangible assets excluding licenses for PCS 

France. 
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3.1.4 Telecommunication licenses - PCS 

GSM and UMTS licenses totaled 282 million euros over the first half of 2006, corresponding to virtually the entire updated amount of the 

fixed portion, as of March 2006, of the renewal of the Orange France GSM license for the next fifteen years. 

3.2 HOME COMMUNICATION SERVICES (HCS) 

The Home Communication Services (HCS) segment covers fixed telecommunication service activities (fixed-line telephony, Internet 

services, and services for operators) in France, Poland and the Rest of the World, as well as distribution activities and support functions 

provided to other segments within the France Telecom Group. It includes three business sub-segments: i) the HCS France sub-

segment, ii) the HCS Poland sub-segment, which includes TP SA and its subsidiaries (excluding mobile subsidiaries), and iii) the HCS 

Rest of the World sub-segment, covering the fixed-line and Internet operations of international subsidiaries outside of France and 

Poland, i.e. Spain, the Netherlands, the UK, Ivory Coast, Mauritius, Jordan and Senegal. 

(in millions of euros) Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

HCS
Revenues 11,168 11,223 11,127 (0.5)% 0.4 %
GOM 3,795 3,701 3,542 2.5 % 7.1 %
GOM / Revenues 34.0 % 33.0 % 31.8 %
CAPEX 1,232 1,326 1,261 (7.0)% (2.3)%
CAPEX / Revenues 11.0 % 11.8 % 11.3 %
GOM - CAPEX 2,563 2,375 2,281 7.9 % 12.3 %
Average number of employees (FTE) 130,121 138,014 135,441 (5.7)% (3.9)%

HCS France
Revenues 8,838 8,742 8,714 1.1 % 1.4 %
GOM 3,129 2,836 2,683 10.3 % 16.6 %
GOM / Revenues 35.4 % 32.4 % 30.8 %
CAPEX 917 978 918 (6.3)% (0.1)%
CAPEX / Revenues 10.4 % 11.2 % 10.5 %
GOM - CAPEX 2,213 1,858 1,765 19.1 % 25.4 %
Average number of employees (FTE) 92,281 99,109 98,086 (6.9)% (5.9)%

HCS Poland
Revenues 1,421 1,561 1,543 (9.0)% (7.9)%
GOM 584 752 743 (22.3)% (21.4)%
GOM / Revenues 41.1 % 48.1 % 48.1 %
CAPEX 199 189 187 5.0 % 6.2 %
CAPEX / Revenues 14.0 % 12.1 % 12.1 %
GOM - CAPEX 385 562 556 (31.5)% (30.7)%
Average number of employees (FTE) 29,121 29,990 29,990 (2.9)% (2.9)%

HCS Rest of the world
Revenues 1,029 1,008 959 2.0 % 7.2 %
GOM 82 113 116 (27.4)% (29.4)%
GOM / Revenues 8.0 % 11.2 % 12.1 %
CAPEX 117 159 156 (26.3)% (25.0)%
CAPEX / Revenues 11.4 % 15.7 % 16.3 %
GOM - CAPEX (35) (46) (40) (23.6)% (12.3)%
Average number of employees (FTE) 8,719 8,915 7,364 (2.2)% 18.4 %

Home Communication Services (HCS)

 
(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 
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3.2.1 Revenues - HCS 

 Revenues - HCS France 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis basis basis basis

Revenues (1) 8,838 8,742 8,714 1.1 % 1.4 %
Consumer Services 4,712 4,709 4,720 0.1 % (0.2)%
Carrier Services 3,004 2,932 2,773 2.5 % 8.3 %
Other HCS in France 1,121 1,102 1,222 1.8 % (8.2)%

Consumer Services
Number of Consumer telephone lines (2)

(in millions) 23.9 - 26.3 - (9.0)%
"Voice" telephone traffic of Consumer customers (3)

(in billions of minutes) 17.7 - 21.8 - (18.8)%
Number of Consumer customers
for ADSL broadband usages (4) 6,575 - 5,216 - 26.1 %
Number of subscribers to multi-service offers:

Number of leased Livebox (4) 4,273 - 2,515 - 69.9 %
Number of subscribers to "Voice over IP" services (4) 3,017 - 1,464 - 106.1 %
Number of subscribers to ADSL TV offers (4) 837 - 306 - 173.5 %

Carrier Services
Traffic (in billions of minutes):

Domestic interconnection "voice" traffic 28.2 - 28.8 - (2.2)%
Incoming international traffic 2.5 - 2.1 - 18.7 %

Wholesale lines rental (4) 449 - 1 - ns  
Total number of unbundled telephone lines (4) 4,547 - 3,351 - 35.7 %

Number of partially unbundled telephone lines (4) 1,682 - 2,108 - (20.2)%
Number of fully unbundled telephone lines (4) 2,865 - 1,243 - 130.5 %

Wholesale sales of ADSL access to third party IAPs (4) 2,208 - 1,883 - 17.3 %
o/w Wholesale sales of naked ADSL
to third party IAPs (4) 643 - - - -

HCS France

 
(1) In millions of euros. 
(2) At end of period. This figure includes i) standard analog lines (excluding full unbundled lines) and Numéris channels (ISDN), with each Numéris channel 

counted as one line, and ii) since October 2006, lines without low-speed telephone subscriptions (bare ADSL) sold directly to its Consumer customers 
by France Telecom. 

(3) Excluding voice-over IP traffic. 
(4) In thousands, at end of period. 

On an historical basis, HCS France revenues are up 1.4% over the first half of 2007 in relation to the first half of 2006, notably 

factoring in the impact of internal reorganizations between business segments with no impact at Group level and the sale of France 

Telecom Mobile Satellite Communications (FTMSC). 

On a comparable basis, HCS France revenues are up 1.1% between the two periods, climbing to 8,838 million euros for the first half of 

2007. 

 Revenues - Consumer Services 

On a comparable basis, the slight increase in revenues on Consumer Services, up 0.1% to 4,712 million euros over the first half of 

2007, reflects the rapid development of ADSL broadband services, more than making up for the downturn in revenues on Consumer 

calling services (switched telephone network "voice" traffic). The ARPU on Consumer fixed-line services (see Section 5.5 “Financial 

glossary") has increased significantly, rising from 27.2 euros at June 30, 2006 to 29.2 euros at June 30, 2007 (calculated over the last 

12 months year-on-year), driven by: 

- the 30.1% increase in revenues on Consumer Online and Internet access services, linked to the rapid development of ADSL 

broadband services (26.1% growth in the number of consumer customers for ADSL broadband usages, 69.9% increase in the 

number of Livebox gateways leased, 106.1% increase in the number of subscribers for voice-over IP services, and 173.5% 

increase in the number of subscribers for ADSL TV services), to some extent offsetting the continued downturn in the number of 

low-speed Internet customers (796,000 low-speed Internet customers at June 30, 2007, compared with 1.2 million one year 

earlier), reflecting the impact of migrations over to ADSL broadband services, and the downturn in revenues on the Télétel kiosque; 

- the 17.1% decrease in revenues on Consumer Calling services, primarily due to i) the downturn in the global switched telephone 

traffic market (measured to the interconnection), which has picked up pace significantly since September 2005 in light of the 
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development of voice-over IP services (18.8% reduction in total STN traffic billed to France Telecom customers), and ii) the impact 

of lower prices for calls to mobiles (to all mobile operators, introduced on January 3, 2007 for professionals and January 18, 2007 

for residential customers); 

- the 0.4% decrease in revenues from Consumer Subscription fees (on both an historical and a comparable basis), due to the 

development of full unbundling, on wholesale subscription sales since the start of the year and wholesale bare ADSL access sales 

to third-party ISPs (Internet service providers) since October 2006 (revenues from which are included under "Network and Operator 

Revenues" discussed below). In this way, the number of lines invoiced directly to customers under residential telephone 

subscription fees or Pros contracts fell by 9.0% between June 30, 2006 and June 30, 2007, with these negative impacts partially 

offset by the positive impact of the 7.1% increase in the main subscription fee on July 4, 2006; 

- and the 8.2% decrease in revenues on Other Consumer Services, linked to the 21.3% drop in public phone traffic and card 

services and the downturn in telephone handset leasing, with the number of terminals leased (excluding Livebox gateways) falling 

17.4% in one year. These negative impacts are partially offset by the significant increase achieved in revenues on portals and 

content services (online advertising for Orange Internet portals). 

 Revenues - Other Carrier Services 

On a comparable basis, the 2.5% increase in revenues on Carrier Services, rising to 3,004 million euros over the first half of 2007 

reflects: 

- the 9.6% increase in revenues on Domestic Carrier Services, primarily linked to the rapid development of the ADSL broadband 

market and, more specifically, the unbundling of telephone lines. At the same time, revenues from wholesale ADSL access sales to 

third-party ISPs (Internet service providers) are up 11.9%, driven by the increase in the number of ADSL accesses sold to third-

party ISPs on a wholesale basis. The level of wholesale subscription sales increased significantly over the first half of 2007, with 

21,000 accesses in January 2007 and 449,000 at June 30, 2007. Domestic interconnection revenues are down 4.8% due to the 

lower-level of "voice" traffic for the domestic interconnection and the continued downturn in traffic for the "low-speed Internet" 

interconnection. Lastly, revenues on carrier data services (leased lines and Turbo DSL services) have seen a slight increase, up 

0.6%, despite price cuts thanks to growth in the installed capacity; 

- offset in part by the 4.1% drop in revenues on Other Carrier Services, primarily corresponding to the downturn in revenues for 

services provided to other France Telecom Group segments (lower telephone traffic volumes and lower prices linked in particular 

to terminations for calls to mobiles). 

 Revenues - Other Home Communication Services in France 

On a comparable basis, the 1.8% increase in revenues on Other Home Communication Services in France, totaling 1,121 million 

euros over the first half of 2007, primarily reflects the 3.3% increase in income generated through services provided to other segments 

(retail sales of products and services, sales administration, after-sales service, interconnection, maintenance and invoicing), which 

account for 81% of revenues for Other Home Communication Services in France. Furthermore, external revenues are down 4.3%, 

notably concerning information services. 

 Revenues - HCS Poland 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis basis basis basis

Revenues (1) 1,421 1,561 1,543 (9.0)% (7.9)%
Consumer and Business customers

Number of fixed-line telephony customers (2) 9,476 10,388 10,388 (8.8)% (8.8)%
Number of broadband Internet customers (2) (3) 1,870 1,415 1,415 32.1 % 32.1 %

Wholesale Services
Wholesale lines rental (2) 327 - - - -
Number of Bitstream access (2) 52 - - - -

HCS Poland

 
(1) In millions of euros. 
(2) In thousands, at end of period. 
(3) ADSL and SDI technologies (rapid Internet access technologies). 

On an historical basis, HCS Poland revenues came to 1,421 million euros over the first half of 2007, down 7.9% in relation to the first 
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half of 2006, in light of the positive impact of foreign exchange fluctuations. 

On a comparable basis, HCS Poland revenues are down 9.0%, notably due to: 

- the downturn in “voice” revenues, with the lower level of telephone traffic revenues notably reflecting the growing impact of fixed-

lines being replaced by mobiles and the increasingly competitive environment. However, the continued migration of customers from 

the traditional initial offers to the New Tariff Plans (launched in 2004, with a higher subscription rate) is making it possible to slow 

the decline in telephone traffic down while increasing subscription-related revenues, up from 56% of “voice” revenues over the first 

half of 2006 to 60% for the first half of 2007; 

- partly offset by the increase in revenues from high-growth services, such as broadband Internet access and managed network 

activities. On a comparable basis, broadband Internet access revenues rose 4% over the first half of 2007, compared with the first 

half of 2006, to some extent reflecting the increase in the number of customers (1.870 million broadband customers at June 30, 

2007, compared with 1.415 million one year earlier). Data transmission services (including low-speed and broadband Internet, data 

transmission and leased lines), down 1% over the first half of 2007, accounted for 20.3% of HCS Poland’s total revenues, 

compared with 18.7% over the first half of 2006. 

 Revenues - HCS Rest of the World 

Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis basis basis basis

Spain
Revenues (1) 268 275 294 (2.5)% (8.7)%
Number of broadband Internet customers (ADSL) (2) 698 593 593 17.8 % 17.8 %

United Kingdom
Revenues (1) 206 215 211 (4.0)% (2.2)%
Number of broadband Internet customers (ADSL) (2) 1,090 1,004 1,004 8.6 % 8.6 %

Netherlands
Revenues (1) 52 49 49 7.6 % 7.6 %
Number of broadband Internet customers
(ADSL and Cable) (2) 458 503 503 (8.9)% (8.9)%

Senegal
Revenues (1) 195 184 184 5.6 % 5.6 %
Number of fixed-line telephony customers (2) 284 273 273 4.0 % 4.0 %

Jordan (3)

Revenues (1) 134 129 56 4.5 % 141.8 %
Number of fixed-line telephony customers (2) 600 630 252 (4.8)% 138.1 %

Ivory Coast
Revenues (1) 92 80 80 15.1 % 15.1 %
Number of fixed-line telephony customers (2) 246 257 257 (4.3)% (4.3)%

Other subsidiaries (4)

Revenues (5) 81 77 86 4.9 % (6.1)%
Total

Revenues (1) 1,029 1,008 959 2.0 % 7.2 %

HCS Rest of the World

 
(1) In millions of euros. 
(2) In thousands, at end of period. 
(3) Full consolidation of Jordan Telecommunications Company (JTC) and its subsidiaries on July 5, 2006 (previously proportionately consolidated at 

40.0%). 
(4) Other subsidiaries notably include the subsidiaries in Mauritius. 
(5) In millions of euros, including revenues from other subsidiaries and eliminations. 

On an historical basis, revenues for HCS Rest of the World rose 7.2% to 1,029 million euros over the first half of 2007, primarily driven 

by the favorable impact of changes in the scope of consolidation and other changes, notably concerning the full consolidation of Jordan 

Telecommunications Company and its subsidiaries on July 5, 2006, effective January 1, 2006 in the comparable basis data, partly 

making up for the negative impact of foreign exchange fluctuations. 

On a comparable basis, the 2.0% increase in revenues for HCS Rest of the World over the period primarily reflects revenue growth in 

Senegal and Ivory Coast, partially offset by the downturn in revenues in Spain and the UK (with the drop in low-speed Internet revenues 

only partially offset by broadband revenue growth). 
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3.2.2 Gross operating margin - HCS 

On an historical basis, the HCS GOM rose 7.1% between June 2006 and June 2007 to 3,795 million euros, primarily factoring in the 

favorable impact of changes in the scope of consolidation and other changes notably concerning i) internal reorganizations between 

business segments with no impact at Group level, and ii) the full consolidation of Jordan Telecommunications Company and its 

subsidiaries on July 5, 2006, effective January 1, 2006 in the comparable basis data. 

On a comparable basis, the 2.5% increase in the HCS GOM reflects the 10.3% or 293 million euro increase in the GOM for HCS 

France between the first half of 2006 and the first half of 2007. This growth primarily reflects the downturn in operating expenses 

included in the GOM, resulting from i) the reduction in service fees and inter-operator costs in light of the lower fixed-to-mobile call 

termination rates, ii) the decrease in labour expenses (wages and employee benefit expenses), primarily linked to lower staffing levels 

(average number of employees (full-time equivalents), and iii) the downturn in commercial expenses linked to the reduction in 

advertising, promotional, sponsoring and brand costs. These positive effects are partially offset by the increase in other operating 

income and expenses, representing a negative impact of 60 million euros, primarily reflecting the income recorded relative to a 

settlement indemnity for the Group’s activities in Lebanon for 22 million euros over the first half of 2007, compared with 74 million euros 

over the first half of 2006. 

Between the first half of 2006 and the first half of 2007, the increase in the HCS France GOM is offset in part by: 

- the 22.3% decrease in the HCS Poland GOM, down 168 million euros between the first half of 2006 and the first half of 2007, 

primarily due to the lower level of revenues and the increase in operating expenses included in the GOM. This increase in 

operating expenses included in the GOM concerns i) other operating expenses (net of other operating income), with the increase 

primarily reflecting the higher level of provisions, and ii) technical operation and maintenance-related outsourcing fees, as well as 

IT costs further to the new network installation and maintenance outsourcing contracts. These increases are offset to some extent 

by the low level of service fees and inter-operator costs, resulting from the marked reduction in fixed-to-mobile call termination 

rates. Labour expenses (wages and employee benefit expenses) are still stable in relation to the first half of 2006, with the volume 

effect resulting from the voluntary departure program offset by a price effect, notably reflecting the increase in skills and 

qualifications for certain staff profiles; 

- and the 27.4% or 31 million euro reduction in the HCS Rest of the World GOM, primarily reflecting the downturn in the GOM in the 

UK, notably due to the lower level of revenues, offset in part by the increase in the GOM for Ivory Coast and the Netherlands, 

driven primarily by revenue growth. 

3.2.3 Capital expenditures on tangible and intangible assets excluding telecommunication 
licenses - HCS 

On an historical basis, capital expenditures on tangible and intangible assets excluding licenses were down 2.3% to 1,232 million 

euros over the first half of 2007, in light of the impacts of changes in the scope of consolidation and other changes notably relative to i) 

internal reorganizations between business segments with no impact at Group level, and ii) the full consolidation of Jordan 

Telecommunications Company and its subsidiaries on July 5, 2006, effective January 1, 2006 in the comparable basis data. 

On a comparable basis, the 7.0% reduction in HCS capital expenditures on tangible and intangible assets excluding licenses over the 

first half of 2007 primarily concerns: 

- capital expenditures for HCS France, down 6.3% or 61 million euros over the period, primarily due to greater efforts to optimize and 

rationalize IT equipment and applications as well as customer service platforms; 

- and capital expenditures on tangible and intangible assets excluding licenses for HCS Rest of the World, down 26.3% or 42 million 

euros between the first half of 2006 and the first half of 2007, primarily reflecting the downturn in investments in the UK and Spain. 
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3.3 ENTERPRISE COMMUNICATION SERVICES (ECS) 

The ECS segment covers communication solutions and services provided to businesses in France and around the world. 

(in millions of euros) Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

Revenues 3,800 3,845 3,820 (1.2)% (0.5)%
GOM 648 749 833 (13.5)% (22.2)%
GOM / Revenues 17.0 % 19.5 % 21.8 %
CAPEX 198 200 200 (1.4)% (1.2)%
CAPEX / Revenues 5.2 % 5.2 % 5.2 %
GOM - CAPEX 450 549 633 (17.9)% (28.9)%
Average number of employees (FTE) 19,283 18,685 17,066 3.2 % 13.0 %

Enterprise Communication Services (ECS)

 
(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 

3.3.1 Revenues - ECS 

(in millions of euros) Half years ended June 30
2007 2006 2006 Change (%) Change (%)

comparable historical comparable historical
basis (1) basis basis (1) basis

Revenues (2) 3,800 3,845 3,820 (1.2)% (0.5)%
Business network legacy 1,857 2,080 2,100 (10.7)% (11.6)%
Advanced business network 962 900 921 6.9 % 4.5 %
Extended business services 538 477 384 12.8 % 40.0 %
Other business services 443 388 414 14.3 % 6.9 %

Operating indicators
Number of Business telephone lines in France (3) 

(in millions) 5.7 - 5.9 - (2.4)%
Total number of permanent accesses
to data networks in France (4) (5) 309.2 - 294.3 - 5.1 %

o/w Number of IP-VPN accesses in France (4) (5) 223.6 - 184.5 - 21.2 %
Number of IP-VPN accesses worldwide (5) 273.3 - 228.4 - 19.6 %
Number of Business Everywhere
mobile services users in France (5) 525.5 - 442.8 - 18.7 %

Enterprise Communication Services (ECS)

 
(1) See Section 5.1 "Transition from data on an historical basis to data on a comparable basis for first half 2006". 
(2) In millions of euros. 
(3) At end of period. This figure includes standard analog lines (excluding full unbundled lines) and Numéris channels (ISDN), with each Numéris channel 

counted as one line. 
(4) Access by customers outside the France Telecom Group, excluding carrier market. 
(5) In thousands, at end of period. 

On an historical basis, ECS revenues are down 0.5% between June 2006 and June 2007, notably factoring in the positive impact of 

changes in the scope of consolidation primarily following the acquisition of the Diwan Group on July 27, 2006 and the Silicomp Group on 

January 4, 2007, effective January 1, 2006 in the comparable basis data. 

 Revenues - Business network legacy 

On a comparable basis, the lower level of Business network legacy revenues is primarily linked to the reduction in data legacy 

revenues and, to a lesser extent, the drop in fixed-line telephony revenues. 

On a comparable basis, revenues on data legacy, which primarily concern leased lines and managed network technologies legacy 

such as X.25, ATM and Frame Relay, are down 19.6% over the first half of 2007 in relation to the first half of 2006. The clear slowdown 

in the rate of negative growth in data infrastructure legacy revenues, generated primarily in France, in relation to the previous period 

reflects the gradual lessening of the impacts of migrations over to more recent technologies by our major customers, the majority of 

which had been completed by the end of 2005. Similarly, the downturn in revenues on managed network legacy is less marked than the 

previous year, reflecting disconnections for customers opting for IP solutions. 

On a comparable basis, the 6.3% drop in traditional voice legacy revenues (representing 70% of Business network legacy revenues) is 

linked to: 

- the 8% decrease in the volume of business calling services (market reduction measured at the interconnection); 
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- the impact of lower prices, primarily in light of discounts granted to businesses on their calls and the price cuts adopted at the start 

of the year on fixed-to-mobile calls; 

- the structural downturn in traffic and the average price per minute for customer relations services (Audiotel, N° Accueil), with no 

charge for callers when queuing and a gradual transfer over to Internet and SMS-based resources for business with the highest 

rates. 

The number of Business telephone lines in France fell only slightly, with the reduction in the number of Numéris (ISDN) channels, 

gradually being replaced by IP over ADSL access, offset in part by i) the increase in the number of analog lines, supporting the 

migration over to IP solutions, and ii) a still not particularly marked migration over to voice over IP. 

 Revenues - Advanced business services 

On a comparable basis, the significant increase in revenues on Advanced business services (up 6.9% between the first half of 2006 

and the first half of 2007) primarily reflects revenue growth on IP network services. 

On a comparable basis, revenues on Business network IP, which include IP virtual private networks, Internet accesses, and voice over 

IP and represent 92% of revenues on advanced business services, are up 6.5% over the first half of 2007. This growth reflects a trend 

to consolidate the migration of businesses over to IP networks. This consolidation is also sensitive to the level of growth in the number 

of IP-VPN accesses in France, which, although continuing, has slowed down slightly (up 21% over the first half of 2007 compared with 

the previous year). 

On a comparable basis, revenues on data infrastructure advanced, all generated in France and covering xDSL and very high-speed 

services, are up 9.2% over the first half of 2007 in relation to the first half of 2006, reflecting the development of very high-speed 

services such as MAN Ethernet and Ethernet LINK. 

 Revenues – Extended business services 

On an historical basis, revenues on Extended business services are up 40.0% between the first half of 2006 and the first half of 2007, 

driven in part by the acquisition of the Diwan Group, Neocles Corporate and the Silicomp Group, effective January 1, 2006 in the 

comparable basis data. 

On a comparable basis, revenues on Extended business services rose 12.8% over the same period. This increase mainly reflects the 

sustained level of growth achieved between the first half of 2006 and the first half of 2007, with revenues on platforms services up 

24.9%, notably in France, including messaging services, hosting and security, machine-to-machine solutions and customer relationship 

management platforms. Similarly, revenues on project management and consulting services have seen significant growth, climbing 

15.5% over the first half of 2007 in relation to the first half of 2006. Lastly, after a phase of continuous growth over 2006, revenues on 

integration services, including revenues linked to onsite service integration and maintenance, tended to level off over the first half of 

2007, with growth coming out at 1.4%. 

 Revenues - Other business services 

On a comparable basis, revenues on Other business services are up 14.3% over the first half of 2007. This includes the broadcasting 

business, a market on which France Telecom is present through its subsidiary GlobeCast, in addition to network equipment sales (PBX, 

IPBX, routers). This growth is primarily linked to the significant increase achieved in revenues on network equipment sales, with a 

number of major contracts sealed both in France and at international level, while the broadcasting business saw a slight increase. 

3.3.2 Gross operating margin - ECS 

On an historical basis, the ECS GOM came to 648 million euros over the first half of 2007, down 22.2% in relation to the first half of 

2006. 

On a comparable basis, the ECS GOM is down 13.5%. In this way, the ratio of GOM to revenues has dropped 2.5 points, coming out 

at 17.0% over the first half of 2007. The downturn in the GOM reflects the transformation of the business model, with i) downwards 

pressure on the margin for network activities linked to growing competitive pressure at international level and the migration over to IP 

solutions, and ii) the growing focus on service activities. 
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3.3.3 Capital expenditures on tangible and intangible assets excluding telecommunication 
licenses - ECS 

On a comparable basis, capital expenditures on tangible and intangible assets excluding licenses totaled 198 million euros over the 

first half of 2007, with a slight decrease of 1.4% in relation to the first half of 2006, with these investments following on from 2006 and 

focusing primarily on connectivity and the ongoing development of the service business. 

4. CASH FLOW AND FINANCIAL DEBT 

4.1 LIQUIDITY AND CASH FLOW 

 Simplified consolidated cash flow statement (1) 

(in millions of euros) Half years ended June 30
2007 2006

historical basis
6,552 6,650

(2,844) (3,518)
(4,431) (4,933)

(723) (1,801)
18 (35)

3,970 4,097
3,265 2,261

Effect of exchange rate changes on cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Net cash provided by operating activities
Net cash used in investing activities
Net cash used in financing activities
Net change in cash and cash equivalents

 
(1) For further details, see the “Consolidated cash flow statement” in the consolidated financial statements. 

 Organic cash flow 

France Telecom uses organic cash flow (see Section 5.5 “Financial glossary") as an operational performance indicator for measuring 

the cash flow generated by operating activities, excluding financial investments (see Section 5.5 “Financial glossary") and excluding 

proceeds from the sales of investment securities (net of cash transferred). 

(in millions of euros) Half years ended June 30
2007 2006

historical basis
6,552 6,650

(3,343) (3,407)
(2,967) (3,047)

- (8)
- (282)

(376) (70)
51 71

3,260 3,314

Net cash provided by operating activities
Acquisitions of property, plant and equipment and intangible assets
(net of the change in amounts due to fixed asset suppliers)

CAPEX of continuing operations (1)

CAPEX of discontinued operations (2)

Telecommunication licenses (1)

Increase (decrease) in amounts due to fixed asset suppliers
Proceeds from sales of property, plant and equipment and intangible assets
Organic cash flow  

(1) See Section 2.4 "Group capital expenditures" and Note 2 to the consolidated financial statements. 
(2) Capital expenditures on tangible and intangible assets for the PagesJaunes Group, a business sold off on October 11, 2006 (see Note 4 to the 

consolidated financial statements). 

Organic cash flow came to 3,260 million euros over the first half of 2007, compared with 3,314 million euros over the first half of 2006, 

down 54 million euros. This downturn reflects the fact that organic cash flow for the first half of 2006 includes the PagesJaunes Group, a 

business sold off on October 11, 2006 (see Note 4 to the consolidated financial statements). Excluding the PagesJaunes Group, organic 

cash flow is up 138 million euros to 3,260 million euros over the first half of 2007, compared with 3,122 million euros over the first half of 

2006. 

 Net cash provided by operating activities 

Net cash flow provided by operating activities came to 6,552 million euros over the first half of 2007, compared with 6,650 million euros 

over the first half of 2006, down 98 million euros between the two periods. 
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(in millions of euros) Half years ended June 30
6,650

158

129

(209)
(153)
(23)

6,552

Net cash provided by operating activities at June 30, 2006 (historical basis) 
Increase factors:

Increase in the GOM of continuing operations 
Decrease in interest paid and interest rates effects on derivatives, net
(net of dividends and interest income received)

Other items
Net cash provided by operating activities at June 30, 2007

Decrease in the change in total working capital requirement (2)

Decrease factors:
GOM of discontinued operations (209 million of euros in the first half of 2006) (1)

 
(1) PagesJaunes Group GOM, a business sold off on October 11, 2006 (see Note 4 to the consolidated financial statements). 
(2) See Section 5.5 “Financial glossary". 

 Net cash used in investing activities 

Net cash flow used in investing activities totaled 2,844 million euros over the first half of 2007, compared with 3,518 million euros over 

the first half of 2006. 

 Acquisitions and sales of tangible and intangible assets 

(in millions of euros) Half years ended June 30
2007 2006

historical basis
(2,967) (3,337)
(2,967) (3,047)

- (8)
- (282)

(376) (70)
51 71

(3,292) (3,336)

Increase (decrease) in amounts due to fixed asset suppliers
Proceeds from sales of property, plant and equipment and intangible assets
Group total

Acquisitions and sales of property, plant and equipment and intangible assets
(net of the change in amounts due to fixed asset suppliers)
Acquisitions of property, plant and equipment and intangible assets

CAPEX of continuing operations (1)

CAPEX of discontinued operations (2)

Telecommunication licenses (1)

 
(1) See Section 2.4 "Group capital expenditures" and Note 2 to the consolidated financial statements. 
(2) Capital expenditures on tangible and intangible assets for the PagesJaunes Group, a business sold off on October 11, 2006 (see Note 4 to the 

consolidated financial statements). 

 Acquisitions and sales of investment securities and investments in associates 

(in millions of euros) Half years ended June 30
2007 2006

historical basis
(89) -

- (109)
- (60)

(39) (43)
(128) (212)Group total

Financial investments (1)

Acquisition of 91.4 % of Groupe Silicomp (2)

Acquisition of 1.7 % of Amena (3)

Acquisition of 4.8 % of Jordan Telecommunications Company (JTC) (4)

Other acquisitions

 
(1) See Section 5.5 “Financial glossary" and Note 3 to the consolidated financial statements. 
(2) See Section 1. "Overview". 
(3) France Telecom’s acquisition of a further 0.6% stake in Auna (now France Telecom Operadores de Telecomunicaciones SA, FTOT), and FTOT’s 

acquisition of a further 1.4% stake in Retevision Movil SA (Amena). 
(4) France Telecom’s acquisition of a further 12.0% stake in Jitco, the holding structure for Jordan Telecommunications Company. 

 Proceeds from sales of investment securities 

(in millions of euros) Half years ended June 30
2007 2006

historical basis
254 -
110 -

- 44
48 15

412 59

Proceeds from sale of 20.0 % of Ypso Holding (cable network activities)
Other proceeds from sales
Group total 

Proceeds from sales of investment securities
(net of cash transferred) (1)

Price supplement tied to the sale of Tower Participations (company holding TDF) (2)

Proceeds from sale of 20.0 % of Bluebirds Participations France (2)

 
(1) See Notes 3 and 5 to the consolidated financial statements. 
(2) See Section 1. "Overview". 

 Net cash flow used in financing activities 

Net cash flow for financing operations represented a total need of 4,431 million euros over the first half of 2007, compared with a total 

need of 4,933 million euros over the first half of 2006. 
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4.2 NET FINANCIAL DEBT 

France Telecom’s net financial debt (see Section 5.5 “Financial glossary" and Note 7 to the consolidated financial statements) came to 

42,113 million euros at June 30, 2007, compared with 47,234 million euros at June 30, 2006, and 42,017 million euros at December 31, 

2006. In this way, net financial debt is down 5,121 million euros in relation to June 30, 2006, primarily in light of the PagesJaunes 

Group’s sale on October 11, 2006. In relation to December 31, 2006, net financial debt is stable at June 30, 2007. 

 Net financial debt indicators 

(in millions of euros) Periods ended
June 30, 2007 Dec. 31, 2006 June 30, 2006

historical basis historical basis
Net financial debt 42,113 42,017 47,234
Weighted average cost of net financial debt 6.18 % 5.91 % 5.69 %
Average maturity of net financial debt (1) 7.1 years 6.7 years 6.2 years
Ratio of Net financial debt / Shareholders' equity 1.34 1.33 1.73
Ratio of Net financial debt / GOM 2.25 (2) 2.27 2.49 (2) (3)

 
(1) Excluding perpetual bonds redeemable for shares (TDIRA). 
(2) GOM recorded over the previous 12 months based on historical data. 
(3) GOM restated to factor in Amena’s GOM over 12 months (year-on-year) at June 30, 2006 and including the PagesJaunes Group GOM, a business sold 

off on October 11, 2006 (see Notes 1 and 4 to the consolidated financial statements). 

The weighted average cost of net financial debt is calculated as the ratio of interest expense, less exceptional and non-recurring items, 

to average outstandings, calculated based on net financial debt adjusted for the amounts not giving rise to interest, such as accrued 

interest payable and liabilities relating to commitments to purchase minority interests. 

 Change in net financial debt 

(in millions of euros)
42,017

(3,260)
(412)

3,117
531
128

(8)
42,113

Net financial debt at June 30, 2006 (historical basis) 
Decrease factors:

Organic cash flow (1)

Procceds from sales of investment securities (net of cash transferred) (1)

Other items
Net financial debt at June 30, 2007

Increase factors:
Dividends paid by France Telecom S.A. (1,20 euro per share)
Dividends paid by the subsidiaries to minority shareholders and contributions from minority shareholders
Financial investments

 
(1) See Section 4.1 "Liquidity and cash flow". 
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5. ADDITIONAL INFORMATION 

5.1 TRANSITION FROM DATA ON AN HISTORICAL BASIS TO DATA ON A COMPARABLE BASIS FOR 
FIRST HALF 2006 

Data on a comparable basis (see Section 5.5 “Financial glossary") are established up to the GOM. For items between GOM and 

operating income, data on a comparable basis are established only for depreciation and amortization. 

 Group summary 

(in millions of euros) Changes in contributive data
GOM Depreciation CAPEX GOM Average nb

& amortization - CAPEX of employees
Data on an historical basis
at June 30, 2006 25,371 9,258 (3,832) 3,047 6,211 189,899
Changes in scope of consolidation 126 45 (15) 14 31 3,005

Newly consolidated companies 201 50 (19) 16 34 3,290
Jordan Telecommunications 
Company (JTC) and its subsidiaries 117 55 (18) 14 41 1,888
Silicomp Group 51 (6) (1) 1 (7) 1,098
Diwan Group 19 - - - - 253
Top Achat Clust 10 (1) - - (1) -
Other 4 2 - 1 1 51

Companies no longer consolidated (75) (5) 4 (2) (3) (285)
France Telecom Mobile Satellite 
Communications (FTMSC) (73) (4) 4 (2) (2) (253)
Other (2) (1) - - (1) (32)

Other changes (23) (38) (9) (1) (37) -
Foreign exchange fluctuations (1) (52) (29) 1 (7) (22) -
Data on a comparable basis
at June 30, 2006 25,422 9,236 (3,855) 3,053 6,183 192,904

Revenues

 
(1) Exchange rate fluctuations between the average exchange rates for the first half of 2006 and the first half of 2007. 

The variations included in the transition from data on an historical basis to data on a comparable basis for first half 2006 primarily 

include: 

- Changes in the scope of consolidation (see Note 3 to the consolidated financial statements), primarily with the impacts of: 

- the full consolidation of Jordan Telecommunications Company (JTC, HCS Rest of the world sub-segment) and its subsidiaries 

Wanadoo Jordan, E-Dimension (HCS Rest of the world sub-segment) and Mobilecom (PCS Rest of the world sub-segment) 

on July 5, 2006, effective January 1, 2006 in the comparable basis data. Before July 5, 2006, France Telecom’s stake in 

Jordan Telecommunications Company (JTC) was proportionately consolidated; 

- the acquisition of the Silicomp Group (ECS segment) on January 4, 2007, effective January 1, 2006 in the comparable basis 

data (see Section 1. "Overview"); 

- the acquisition of the Diwan Group (ECS segment) on July 27, 2006, effective January 1, 2006 in the comparable basis data; 

- the acquisition of Top Achat Clust (HCS France sub-segment) on March 31, 2006, effective January 1, 2006 in the 

comparable basis data; 

- the sale of France Telecom Mobile Satellite Communications (FTMSC, HCS France sub-segment) on October 31, 2006, 

effective January 1, 2006 in the comparable basis data; 

- and the exchange rate fluctuations between the average exchange rate for the first half of 2006 and the average exchange rate 

for the first half of 2007. 
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 Personal Communication Services (PCS) 

(in millions of euros) Changes in contributive data
Revenues GOM Depreciation CAPEX GOM Average nb

& amortization - CAPEX of employees
Data on an historical basis
at June 30, 2006 13,429 4,884 (2,047) 1,586 3,298 37,392
Changes in scope of consolidation 44 16 (7) 10 6 290

Full consolidation of Jordan 
Telecommunications Company (JTC) 
subsidiaries 44 16 (7) 10 6 290

Other changes 3 (101) 7 (63) (38) (1,477)
Internal reorganizations (1) 7 (87) 16 (63) (24) (1,477)
Other changes (4) (14) (9) - (14) -

Foreign exchange fluctuations (2) (3) (11) - (6) (5) -
Data on a comparable basis
at June 30, 2006 13,473 4,788 (2,047) 1,527 3,261 36,205

PCS

 
(1) Internal reorganizations between business segments with no impact at Group level. 
(2) Exchange rate fluctuations between the average exchange rates for the first half of 2006 and the first half of 2007. 

 Home Communication Services (HCS) 

(in millions of euros) Changes in contributive data
Revenues GOM Depreciation CAPEX GOM Average nb

& amortization - CAPEX of employees
Data on an historical basis
at June 30, 2006 11,127 3,542 (1,598) 1,261 2,281 135,441
Changes in scope of consolidation 18 35 (7) 3 32 1,330

Full consolidation of Jordan 
Telecommunications Company (JTC) 
and its subsidiaries 81 40 (11) 5 35 1,598
Sale of France Telecom Mobile Satellite 
Communications (FTMSC) (73) (4) 4 (2) (2) (253)
Acquisition of Top Achat Clust 10 (1) - - (1) -
Other - - - - - (15)

Other changes 71 125 (17) 60 65 1,243
Internal reorganizations (1) 97 144 (16) 61 83 1,243
Other changes (26) (19) (1) (1) (18) -

Foreign exchange fluctuations (2) 7 (1) (3) 2 (3) -
Data on a comparable basis
at June 30, 2006 11,223 3,701 (1,625) 1,326 2,375 138,014

HCS

 
(1) Internal reorganizations between business segments with no impact at Group level. 
(2) Exchange rate fluctuations between the average exchange rates for the first half of 2006 and the first half of 2007. 

 Enterprise Communication Services (ECS) 

(in millions of euros) Changes in contributive data
Revenues GOM Depreciation CAPEX GOM Average nb

& amortization - CAPEX of employees
Data on an historical basis
at June 30, 2006 3,820 833 (188) 200 633 17,066
Changes in scope of consolidation 71 (6) (1) 1 (7) 1,392

Acquisition of Silicomp Group 51 (6) (1) 1 (7) 1,098
Acquisition of Diwan Group 19 - - - - 253
Other 1 - - - - 41

Other changes 12 (61) - 2 (63) 227
Internal reorganizations (1) 12 (61) - 2 (63) 227

Foreign exchange fluctuations (2) (58) (17) 4 (3) (14) -
Data on a comparable basis
at June 30, 2006 3,845 749 (185) 200 549 18,685

ECS

 
(1) Internal reorganizations between business segments with no impact at Group level. 
(2) Exchange rate fluctuations between the average exchange rates for the first half of 2006 and the first half of 2007. 
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5.2 CONTRACTUAL OBLIGATIONS AND OFF-BALANCE SHEET COMMITMENTS 

The main events over the first half of 2007 affecting contractual obligations and off-balance sheet commitments are described in Note 9 

to the consolidated financial statements. 

5.3 TRANSACTIONS WITH RELATED PARTIES 

Over the first half of 2007, France Telecom did not carry out any significant transactions with related parties (as defined in the 2006 

reference document). 

5.4  SUBSEQUENT EVENTS 

The main subsequent events that occurred after the closing date on June 30, 2007 are described in Note 10 to the consolidated 

financial statements. 

5.5 FINANCIAL GLOSSARY 

ARPU (PCS segment): the average annual revenue per user (ARPU) is calculated by dividing the network revenues (see Network 

Revenues) generated over the last twelve months (excluding revenues from mobile virtual network operators - MVNO) by the weighted 

average number of customers over the same period. The weighted average number of customers is the average of the monthly 

averages during the period in question. The monthly average is the arithmetic mean of the number of customers at the start and end of 

the month. The ARPU is expressed as annual revenues per customer. 

ARPU for Consumer Fixed Services (HCS segment): the average monthly revenues per line for Consumer fixed Services (ARPU) is 

calculated by dividing the average monthly revenues, on the basis of the last twelve months, by the weighted average number of lines 

for Consumer fixed Services over the same period. The weighted average number of lines for Consumer fixed Services is the average 

of the monthly averages during the period in question. The monthly average is the arithmetic mean of the number of lines for Consumer 

fixed Services at the beginning and the end of the month. The ARPU for Consumer fixed Services is expressed as monthly revenues 

per line. 

AUPU (PCS segment): the average monthly usage per user (AUPU) is calculated by dividing the average monthly minutes used over 

the preceding twelve months (outgoing calls, incoming calls and roaming, excluding traffic for mobile virtual network operators (MVNO)) 

by the weighted average number of customers over the same period. The AUPU is expressed in minutes as monthly usage per 

customer. 

Average number of employees (full-time equivalents): average number of active employees over the period, prorated by their work 

time, including permanent and fixed-term contracts. 

CAPEX: capital expenditures on tangible and intangible assets excluding telecommunication licenses and excluding investments 

financed through finance leases (see Note 2 to the consolidated financial statements). 

Capital expenditures on tangible and intangible assets excluding licenses: see CAPEX. 

Change in operating working capital requirement: change in net inventories, plus change in trade receivables, plus change in trade 

payables (excluding fixed asset suppliers). 

Change in total working capital requirement: change in operating working capital requirement, plus change in other receivables, plus 

change in other liabilities. 

Commercial expenses: see External purchases. 

Data on a comparable basis: data with comparable methods, scope of consolidation and exchange rates are presented for the 

preceding period. This transition from data on an historical basis to data on comparable basis consists of keeping the results for the 

period ended and restating the results for the corresponding period of the preceding year for the purpose of presenting, over 

comparable periods, financial data with comparable methods, scope of consolidation and exchange rates. The method used is to apply 

the scope of consolidation for the period ended as well as the average exchange rate used for the income statement for the period 

ended to the data for the corresponding period from the preceding year. Data on a comparable basis are not intended to replace the 
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data on an historical basis for the year ended or the previous periods. 

Equipment revenues (PCS segment): equipment revenues include the sale of mobile handsets and accessories. 

External purchases: external purchases include: 

- Commercial expenses: external purchases including the purchase of handsets and other products sold, retail fees and 

commissions, and advertising, sponsoring and brand costs; 

- Service fees and inter-operator costs; 

- and Other external purchases: external purchases including overheads, real estate fees, outsourcing fees relating to technical 

operation and maintenance, IT expenses, equipment purchases, and call center outsourcing fees, net of capitalized goods and 

services produced. 

Financial investments: acquisitions of investment securities (net of cash acquired) and investments in associates. 

GOM – CAPEX: indicator for the gross operating margin (GOM) less capital expenditures on tangible and intangible assets excluding 

telecommunication licenses and excluding investments financed through finance leases (CAPEX). 

GOM: gross operating margin (see Note 2 to the consolidated financial statements). Revenues less external purchases, other operating 

expenses (net of other operating income) and labour expenses (wages and employee benefit expenses). The labour expenses (wages 

and employee benefit expenses) presented in the gross operating margin (GOM) do not include employee profit-sharing or share-based 

compensation. 

Gross operating margin: see GOM. 

Labour expenses (wages and employee benefit expenses): see OPEX. 

Net financial debt: net financial debt corresponds to the total gross financial debt (converted at the closing rate) less i) active 

transaction derivatives, cash flow hedges and fair value hedges, ii) security deposits paid relative to derivatives, iii) cash, cash 

equivalents and marketable securities, and iv) certain security deposits made for specific transactions (if the associated debt is included 

in the gross financial debt). Cash flow hedging derivatives are set up to cover future cash flows that are not included under net financial 

debt. However, the market value of these derivatives is included in it. The "effective portion of cash flow hedging" is added to the net 

financial debt to offset this time dependent difference (see Note 7 to the consolidated financial statements). 

Network revenues (PCS segment): network revenues represent the revenues (voice, data and SMS) generated through use of the 

mobile network, including revenues generated by incoming and outgoing calls, network access fees, roaming revenues from customers 

of other networks, revenues from value-added services, and revenues from mobile virtual network operators (MVNO). It represents the 

most relevant recurring income for the wireless business and is directly correlated with business indicators. 

"Non-voice" service revenues (PCS segment): "non-voice" services revenues correspond to network revenues, excluding revenues 

generated by "voice" (excluding revenues from mobile virtual network operators - MVNO). For example, it includes revenues generated 

by sending text messages (SMS), multimedia messages (MMS), data (WAP, GPRS and 3G) and content revenues from customers 

(downloading of ringtones, sports results, etc.). 

Number of employees (active employees at end of period): the number of people working on the last day of the period, including 

both permanent and fixed-term contracts. 

Operating expenses excluding labour expenses (wages and employee benefit expenses): see OPEX. 

Operating expenses included in the calculation of Gross Operating Margin (GOM): see OPEX. 

OPEX: operating expenses included in the determination of the gross operating margin (GOM), including: 

- Labour expenses (wages and employee benefit expenses): the labour expenses (wages and employee benefit expenses) 

included in the determination of the gross operating margin (GOM) do not include employee profit sharing or share-based 

compensation costs. These are part of the costs included between the gross operating margin (GOM) and operating income. 

Labour expenses (wages and employee benefit expenses) are net of capitalized labour expenses; 
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- OPEX excluding labour expenses (wages and employee benefit expenses): operating expenses excluding labour expenses 

(wages and employee benefit expenses) included in the calculation of the gross operating margin (GOM) include external 

purchases (see External purchases) and other operating income and expenses. Operating expenses excluding labour expenses 

(wages and employee benefit expenses) are net of capitalized costs. 

OPEX excluding labour expenses (wages and employee benefit expenses): see OPEX. 

Organic cash flow: net cash provided by operating activities minus purchases of property, plant and equipment and intangible assets 

(net of the change in amounts due to fixed asset suppliers) plus proceeds from sales of property, plant and equipment and intangible 

assets. 

Other external purchases: see External purchases. 
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3. STATEMENT BY THE RESPONSIBLE PERSON 
 

I certify that based on my knowledge, the first half 2007 financial statements have been prepared in accordance with the 

applicable accounting standards and fairly present the assets and liabilities, financial condition, and results of operations of the 

company and of its consolidated subsidiaries, and that the half-yearly management report fairly presents the material events 

which occurred during the first six months of the financial year, their impact on the interim financial statements, the main 

transactions between related parties, as well as the main risk factors and uncertainties for the remaining six months of the 

financial year. 

  

 

Chairman and Chief Executive Officer 

Didier Lombard 
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4. STATUTORY AUDITORS’ REVIEW REPORT ON 
THE FIRST HALF-YEAR FINANCIAL 
INFORMATION FOR 2007 

 

To the Shareholders 

 

In our capacity of statutory auditors and in accordance with the requirements of article L 232-7 of the French Commercial Law 

(the Code de Commerce), we hereby report to you on: 

- the review of the accompanying condensed half-year consolidated financial statements of France Telecom, for the period 

January 1 to June 30, 2007, 

- the verification of information contained in the half-year management report. 

These condensed half-year consolidated financial statements are the responsibility of the Board of Directors. Our role is to 

express a conclusion on these financial statements based on our review.  

We conducted our review in accordance with professional standards applicable in France. A review of interim financial 

information consists of making inquiries, primarily of persons responsible for financial and accounting matters, and applying 

analytical and other review procedures. A review is substantially less in scope than an audit conducted in accordance with 

professional standards applicable in France and consequently does not enable us to obtain assurance that we would become 

aware of all significant matters that might be identified in an audit. Accordingly, we do not express an audit opinion.  

Based on our review, nothing has come to our attention that causes us to believe that the accompanying condensed half-year 

consolidated financial statements are not prepared, in all material respects, in accordance with IAS 34- standard of the IFRSs as 

adopted by the European Union applicable to Interim financial information. 

Without qualifying the conclusion expressed above, we draw your attention to note 9 that sets out the decision of the European 

Commission, relating to business tax ("taxe professionnelle") which clarifies that the request made by the Commission enters 

into the category of the contingent liabilities as defined in IAS 37 “Provisions, Contingent Liabilities and Contingent Assets”. 

 

In accordance with professional standards applicable in France, we have also verified the information given in the interim half-

year management report commenting the condensed half-year consolidated financial statements subject to our review. 

We have no matters to report as to its fair presentation and consistency with the condensed half-year consolidated financial 

statements. 

 

Paris-La-Défense  and Neuilly-sur-Seine, August 2, 2007 

 

The statutory auditors 

French original signed by 

 

Ernst & Young Audit     Deloitte & Associés 

Christian Chiarasini          Jean-Paul Picard  Etienne Jacquemin 


