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CHAIRMAN & CEQ’S MESSAGE

This year was undoubtedly one of the most challenging in the
Group's history. As we sirove to implement the acfion plan | announ-
ced in March 2003 - designed fo resolve specific operational
problems, improve operclional performance ond strengthen our
balance sheet — a combination of factors precipilated ALSTOM info
a highly-mediafised crisis situation during the summer of 2003.

What led ALSTOM to such a crisis2 In addition to the weckness of the
global economy and o marked degradation in power market
trading conditions, we were facing in July 2003 increasing

customer worries over ALSTOM's future and severe difficulties in obtai-

ning contract bonds which, just as for our competitors, are necessary
in securing orders. This led fo o slowdown in order iniake ond cusie-
mer advances as well as ¢ deterioration of the commercial terms with
our suppliers, thus creating a liquidity issue.

In September 2003, following lengthy negotiations, o €3.2 billion
financing plan was agreed between ALSTOM, its banks and the French
State. This plan, subsequently approved by our sharehalders, improved our
financial sucturs significantly ond made available commercial bonds for
approximately one vear. ltwas a dear and positive signat o our cusiomers
ond suppliers worldwide that she Group was back in normdl busingss.

Achieving commercial recovery

Al elements of the financing packoge were in ploce by the end of
December 2003, including a €300 million capital increase and @
£300 million issue of bonds reimbursable with shares designed o

strengthen our equity base, €2 billion of medium and longrerm loans
from our barks and the French State and a €3.5 billion contract
tbonding facility to cover our ongoing commercial needs.

After the first two quarters were impacied by uncertainties about
our future with order intoke down 23% on o comparable basis com-
pared with the same period last year, on a comparable basis compe-
red with the same period last year, our orderbock in the third and fourth
quarters of fiscal yeor 2004 showed tangible signs of refuming cus-
tomer confidence: during the second half {October 2003 -
March 2004]) we bocked more than €9 billion in new orders, a 34%
increase compared fo the previous year on-a comparable basis.

Need for visibility and stability

Though the finoncing package had legitimately allayed fears over
our liquidity, we still faced three difficult issues: too high debt and
financial expenses; the need fo ensure access to contract bonding
necessary for our future commercial activity; and a lack of stability
in our shareholder bese leading to high voldtility in the share price.

The comprehensive financing package announced at the end of
May 2004 addresses these issues. We oim af syndicating through
our banks a new bonding facility which should cover our needs for
the next 2 yeors. We plan to sirengthen equily by between €1.8--
€2.5 billion by conversion into equity of the €300 million 20vyear
bord held by the French State, and a new capilal increase of
€1.5€2.2 billion, comprised of a rights issue of £1.0-€1.2 billion

‘——
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and a deblioequity swap of €500 million-€1.2 billion.
The French State would become an important shareholder to

accompany ALSTOM's recovery through the conversion of its
exisling suberdinated bond into equity, its participation in the
rights issue and ifs infended conversion of existing loans.

The European Commission is expected to render its decision
on this package by the end of June 2004, and its approval is
obviously o condition to its implementation. In that context,
ALSTOM with commit fo the disposol of businesses representing
10% of the sales of the current scope of the Group; these asset
sales, however, will nat affect our remaining activities and should
not impact our recovery plan. We have also agreed thet,
as part of our internctiona! development in the hydro business,

we would enfer into o 5G-50 joint venlure in the coming years.

Finclly, we intend tc implement, within the next four years, industrial
parinerships fo ensure our future development; this is supported both
by the french Stote ond the European Commission.

Once implemented, the financing plon will give us the visibility and
stability needed to ensure success in our markets.

Refocusing the Group

Curing the fiscal year we made significant progress in completing
some major disposals, announced in Merch 2003, These have refor
cused the Group's activities in the power and transport arkes.

We successtully completed the sale of our Industrial Turbines bust-
nesses for €970 million in two transactions — the first one, covering the
sale of the small gas turbines, in Aprit 2003, and the second one cover
ring medium gas turbines and industrial steam turbines, four months later.
The scle of our Transmission & Distribution activities to French nucleor
group Areva for an enlerprise value of approximately €950 million was
completed in January 2004.

Improving our operational performance

Last year we announced the launch of major restruciuring and
costreduction programmes designed to adapt the Group fo
market conditions and improve aur operational performance. These
programmes will lead to restructuring costs estimated at €950 mit
fion, including €655 miftion in fiscal year 2003,/04; we expect they
will vield some €500 million of annual cost savings from 2005/06.

We also pursued our efforls o improve cashflow generation and to

ensure more effective management of working capital.

Qur cperational performance will benefit from current inifiatives
to improve overoll qudlity ond sourcing, but olso hinges on sirict risk
management at project tender and execution stage. We are striving
to achieve excellence in project execution throughout our businesses:
as Chairman of the Risk Commities, | am involved in reviewing the
condifions of the main tenders we participote in and the monitoring
of the Group's large project execution on @ monthly bosis. Risk mono-
gement will remain a key focus for the years to come.

B ——— |
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Building a more efficient organisation

with a clearer commercial focus

In March 2003, we took steps o simplify our organisation,
notably through the creation of three new operational Seclors ser-
ving the power generation market. We recently announced @ new

phase in implementing these changes which is designed to improve

commercial efficiency and to concentrate the senior management
team in line with our reduced scope following disposals. A newly
appointed President of both the Power Tutbo-Systems and Power
Environment Sectars is also now responsible for ensuring total consis:
tency of action fowards our customer base through coordination of
the three Power Sectors and the supervision of our International
Network.

There have also been mojor changes in the menagement team; since
the beginning of the previous fiscal year, our Executive Commiftee
has been largely renewed.

Disappointing performance in fiscal year
2003/04 but an encouraging rebound

in orders

QOur order intake for the full year, at €£16.5 billion, was slightly above
the previous year's level on a comparable basis due to the strong
recovery experienced in the second half. Our order backlog stood
ol €25.4 billion, equivalent to 18 months of sales.

We won many good orders this year at margin levels in line with our
profitability targets including, among others, trams and metros in
Europe, gas turbines in Algeria, a combined-cycle power plant, and
o major extension of o steom power plant in the Middle East,
service contracts in North and South America and orders for one
of the world's largest circulating fluidised bed boilers in China.

We dlso registered @ major order in Spain during the yeor for our
heavy-duty GT26 turbines and reloted service, the first since we iden-
tified technical problems with this technology in 2000. This confirmed
the successful implantction of our gas turbine recovery programme and
marked our retum to the large gas turbine market.

Sales were at €16.7 killion, leading to o bock to bill raic of 1, 0
sfrong improvement compared to 0.9 in 2002/03.

Cur-operating margin for fiscal year 2003704 was slightly below 2%
due to nontecurring charges tofalling €210 miflion in US prejects, the
negative impact of the current overcapacily in @ number of our eng
neering and manufocturing centres. This low level of cperating margin,
an increase in financial charges ond restructuring costs led to another
year of heavy net loss ot €1.84 billion.

As expected, our free cash flow was strongly negative, at €1.007
billion, of which €766 million wcs_linked 1o scheduled cash out
flows linked to our GT24/GT26 gos turbine issues.

Economic debt was reduced this year by approximately €2 billion to
reach €3 billion. This reduction results from the equity increase and
from the disposals made in fiscal year 2003/04, partly offset by o
negative free cash flow.

Shaping the future

Following the implementation of the financing package, with @
defined porfalio, sirengthened balance sheet and stable sharehok
ding after the eniry of the French State in the Group's capital, we wil
remain concentrated on our operationa! priorities: 1o sharpen our com:
merciol focus and to significantly improve operational performance
through more effective project execution and confinued cosf reduction.
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We are already seeing encouraging signs of progress towards

achieving those objeciives. Our order infake this year indicates that our

efforts on the commercial front have been successful; our risk manage
ment processes are constantly improving; all our restructuring plans
have been launched and in some cases have been completed more

rapidly than forecasted.

Fiscal year 2004/05 will be a transition year on our way fo achie-
ving the stated key targets in 2005/06: an operating margin of 6%
and o posifive free cash flow,

We will, mareover, need the support of cur customers, who have
made an invaluable contribution through their continued trust in us
during this difficult period. We will need the dedication and talents
of our teams: | take this opportunity to extend my sincere thanks fo our
employees around the world for their immense contribution to
ALSTOM' ongoing recovery in a period of uncertainty created by the
unaveidable resiructuring plans. We will need our shareholders,
who, though disappainted by our share price performance and the
repected efforts that have been asked of them, have been consistently

present af crifical moments in the life of the Group.

We sill have more to do 1o ensure ALSTOMs full recovery:
be assured that all my efforts and thase of my colleagues of the mana-
gement team are focused on determinedly implementing our action

plan to achieve our stated godls.

{

L

Patrick Kron ;
Chairman & Chief Executive Officer

Chairman & CEO’s message

ALSTOM'S ACTION PLAN

FOCUSING ALSTOM’S RANGE OF
ACTIVITIES WHILE STRENGTHENING
OUR FINANCIAL BASE -

@ €2.6 billion secured from disposals;
additional disposals requested by

the Europeon Commission will not

affect remaining activifies

% New capital increase of €1.8-€2.5 billion
submitted to shareholders, subject to

European Commission approval:

« conversion of a €300 million bond held
by the French State;

» capital increase of €1.5-€2.2 billien
through rights issue and debt-to-equity
swap, subject to European Commission
approval

@ Access fo new bonding to be syndicated
to financial institutions

IMPROVING OUR OPERATIONAL
PERFORMANCE AND ADAPTING
TO MARKET CONDITIONS

@ All restructuring and cost-reduction
programmes now underway

< Risk Monagement leading fo stricter
order intake; closer follow-up of
project execution

BUILDING A MORE EFFICIENT
ORGANISATION

& Delayering ond simplification of
our way of doing business

© New organisation to enhance
commercial focus

© Concentrated management team;
renewal of the Execufive Committee
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' DESCRIPTION OF ACTIVITIES
ORGANISATION

DESCRIPTION OF ACTIVITIES

We serve the energy market ’fhrough our activities in power generation and the transport market through our
activities in rail transport and marine. We design, supply and service a complete range of technologically advanced
products and systems for our customers and possess a unique expertise in systems integration and through-life
maintenance and service. In fiscal year 2004, we had sales of €16.7 billion. At 31 March 2004, we employed

approximately 76,800 people in around 70 countries.

ORGANISATION

/A\ ur management organisation is based on Seclars, each
A } i of which has o global responsibility in their respective
K7 domains. A President, who repor?s to our Chairman &
Chief Execuhve Cficer, manages each of the Sectors and consfituent
Businesses within the Sectors.

To implement a more balanced structure and to reduce organisa-
fional layers, the five Segmenis of the former Power Seclor were
regrouped into three Sectors on 1 April 2003:

e,

® Power Turbo-Systems {the former Gas Turbine and Steam
Power Plant Segments);

W Power Environment (the former Boilers & Environment and
Hydro Power Segments); and

m Power Service (the former Customer Service Segment).

As a result of this regrouping, we are currently orgonised in five
Sectars and one Business:

m Power Turbo-Systems Sector

| Power Environment Sector

W Power Service Sector

W Transport Sector

W Marine Seclor

8 Power Conversion Business

From February 2004, coordination of the three Power Sectors was
reinforced by the appointment of a single Sector President for Power
Turbo-Systems and Power Environment whose mission is to improve
commercial efficiency by ensuring a clearer organisationa! interface
with customers. In May 2004, the former Businesses of Power
Turbo-Systems and Power Environment Secfors were re-organised.
For more details, see "Power Sectors” in this section.

An Infernational Network coordinates all ALSTOM Group sales and
morkefing activities, and represents us throughout the world. The
International Network is organised into three geographic regions:

u Eastern and Northern Europe - Asia Pacific (Area 1)
cavering: Central Asia, Romania, Russia, Finland, Norway,
Sweden, Australio, Ching, Indio, Indonesia, Japan, Koreg,
Malaysia, Singapare, Taiwan, Thailand and Vietnam.

® Western Europe - Africa/Middle East [Area 2), covering:
Belgium, Czech Republic, France, Germany, Greece,
Hungary, Irelond, ltcly, the Netherlands, Poland, Switzerand,
the UK, Algeria, Egypt, Gulf, tran, libya, Morocco, Nigeria,
Saudi Arabia, South Africa and Turkey.

# Americas - Portugal & Spain {Area 3}, covering: Brozil,
Canado, Chile, Mexico, Panama, USA, Venezuele, Portugal
ond Spain.

Maonvladuring Focllities

We have produchon facilifies in Europe, North and Scuth America,
Asia and Africa. VWe own or lease all of our principal manufacturing
facilities and substantially all of the land on which these facilities are
localed.

Since our formation, we hove focused on consolidating facilifies and
on shiffing production o lowcost sites. In @ number of areas, we have
also sought to outsource low valueadded manufacturing activities.

The three Power Sectors’” manufacturing and service sites are focoted
mainly in France, the UK, Germany, Switzerland, Sweden, Spain,’
Romania, the US, Canada, Mexico, Argentina, Brazil, Japan,
Ching, Indio ond Australio.

Transport has manufacturing sites and service locations in France,
the UK, Germany, Belgium, Spain, Poland, Romania, ltaly, China,
the US, Canada, Mexico and Brazil.

Marine has manufacturing sites and service locations in Fronce.

Employees

Our employee numbers have reduced significantly over the lost
three years as a result of disposals and on-going restructuring plans
For more defails on restructuring, see “Management Discussion &
Anclysis: Restrucluring”.

‘—




2003-2004

S

DESCRIPTION OF ACTIVITIES
ORGANISATION

The tables below set out, for the perieds indicated, the number of fullime equivalent employees li} by Sector and (i} by geographic location.

> YEAR ENDED 31 MARCH

2002 2003

Power Sectors 49097 46,581 5 n/a_ |
Power TurboSysiems 9802
Power Environment 3 11,888
Power Service 20,044
Transmission & Distribution 27736 24,341 nfa &
Transport 29,119 28,558 L 25623 F
Maring 4,978 4,555 4018 &
Power Conversion 4,784 3,841 /| 5
Others " 3,281 1,795
TOTAL 118,995 109,671
{1} "Others” includes employees of the international Network for the three years.
B YEAR ENDED 31 MARCH
(%) 2002 2003
REGIONS EUROPEAN UNION - 54 57
of which ¢ France 23 24

+ UK 11 12

* Germany Q 9
Rest of Europe 14 14
NORTH AMERICA 9 9
of which » US 6 o)
CENTRAL AND SOUTH AMERICA 6 S
ASIA/PACIFIC 14 14
AFRICA/MIDDLE EAST 3 i
TOTAL 100% 100%

Employee consuliation

Membership of our employees in trade unions varies frem country
fo couniry, and we have entered into various collective bargaining
ogreements. i is our practice to renew o replace our various labour
crrangements relating to continuing operations as and when they
expire and we are not aware of any material arrangements whose
expiry is pending and which is not expected to be satisfactorily
renewed or replaced in a timely manner. In 1997, with the relevant
trade unions, we established a European Works Forum (EWF], @
European employeremployee consultative body, in anticipation of
EU law. An amendment to the EWF agreement was signed between
ALSTOM's management and the members of the EWF in July 2002,
covering a period of five vears. In this period of significant restruc-
turing, this body has to meet more often than in the past. We have
further expanded the EWF by including employee delegates from
Hungary and Estonia, as these countries joined the EU. The sale of
our Transmission & Distribution activities has also triggered some

changes in the compoasition of the EWFE. In relation to the EWF's role,
recent meetings have revealed different interpretations of processes
concerning the EWF which raise the possibility of additional employ-
ees’ consultation and delays in resfructuring. Although we believe
that relations with our employees are satisfactory in general, the
restructuring we cre currently in the process of effecting hos given
rise ta strikes and may further harm employee relations. For more
defails, see “Management Discussion & Analysis” and “Main Risk
Factors — We may experience difficulties in implementing our restruc-
turing infiatives”.

ALSTOM, the parent company, does not publish a bilan social
(social report} since it has no employees. However, units and legal
entities in France which employ more than 300 people publish
bilans sociaux and these are made available to employees in those
units or legal entities, in full compliance with French low.
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POWER SECTORS

=773 ogether, ALSTOM's three Power Sectors offer o comprehen

“1. sive range of power generation solutions from turnkey power
£ plants fo all types of turbines (gas, steam, hydro|, generators,
boilers, emissions reduction systems ond control systems, as well as
o full range of services including plant modernisation, mointenance
and long-erm operation.

Organisation from May 2004

Following the decision to oppoint o single Sector President for the
Power Turbo-Systems and Power Environment Secfors, a new organ-
isation was announced in May 2004, The Power Turbo-Systems,/
Power Environment Sectors now comprise the following six Businesses
with common support funclions:

Organisation before May 2004 | Organisation after

May 2004 |
Plant Operations o
Plant Sales Plats ;!
Gas Turbine
Steam Turbine & (.Eeneroror Tutbo Machines
Marufacturing
Technology Centre
Heat Recovery & Plants
Eergy Recovnreyry Sysems Energy Recovery & Plants

Utility Boilers Utility Boilers i
Hydro Power Hydro Power

Environmental Centrol Systems ¥ Environmental Control Systems [

INDUSTRY CHARACTERISTICS

The world’s instafled power generction capacity is currently esfi-
mated at around 3,900 GW. The chart below sets out the break-
down of this installed bose by technelogy in calendor yeor 2003
lbased on data from the Utlity Data Institute in the US).

Based on internal estimates, we believe the average annual value of
the overall world power generation market to hove been approximately

INSTALLED CAPACITY IN CALENDAR YEAR 2003

20%
HYORO

3%
OTHERS
10%
NUCLEAR
18%

GAS PLANTS

49%

CONVENTIONAL PLANTS

DESCRIPTION OF ACTIVITIES
POWER SECTORS

WORLD POWER GENERATION MARKET VALUE

44%
SERVICE

44%
NEW EQUIPMENT

$160 billion for the lost three years. The chart above illustrates how
we believe this market value breaks down. Demand for power

"generation equipment tends to be driven by a variety of complex

and interrelated factors, notably:

Economic growth

Responding 1o growth in demand for electricity, global demand for
new power plants hos tended to be strongest in those regions
where economic growth is high.

Historically, there has been a strong correlation between growth in
the installed base of power plants and world-wide GDP growth,
clihough on @ shortterm basis demand for power generation equip-
ment may fluctuate significantly. In addition, even where GDP
growth is at a fow level, the increasing number of old plants to be
retired is aslo driving the need to build new power plants to main-
toin current levels of electricity supply capacity. We believe that
demand for power generation equipment is also driven by changing
consumption patterns that faveur electricity as o power source.

Following o period of infense growth in investment in power infro-
structure in the US from the late 1990s until 2002, referred to as
the “gas bubble” since investment was focused mainly in gos
turbine combined-cycle power plants, 2002 saw a sharp drop in
the level of new orders. This decline was mainly due to the end of
the US investment cycle.

We believe that in the changing global market, Europe, the Middle
Eost ond latin America will remain relatively stable in terms of
demand aver the next few years. We expect the North American
market to remcin at the current low level and Asia and China fo
increase, leading to o greater focus on steam and hydro turbines,
which account for a large proportion of this region’s insialled bose
of equipment. We believe we are shategically pesitioned 1o bene-
fit from this market evolution, as we believe we have strong market
share and are @ recognised lecder in steam and hydro turbines.

Envirenmental concerns
Moves o infroduce stricter environmental legistation in response to
pressure to reduce greenhouse gas emissions drives demand for
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cleaner power generation technologies. In Eastern Europe, Asia and
in the US in particular, environmental concerns have created
increased demand for clean-coal technologies, which allow
inexpensive, lowsgrade coal to be used as fuel while minimising
emissions. In addition, the “Clear Skies” inifiative, launched by the
Bush Adminisiration, sefs ambitious fargets fo reduce power plani
emissions, ond should lead fo increased demand for power plant
refurbishment and the infegration of environmental control systems
in existing plarts. Similar growth in demand is expected in Wesfern
Europe, where new environmental regulations such as the Large
Combustion Plant and National Emission Ceilings Directives have
established challenging emissions reduction targets for power plant
owners and couniries.

Refurbishment of aging plonts

We believe that the service market is growing rapidly. In recent
years, demand for maintenance and refurbishment has been strength-
ened by a general frend among power producers to seek to increase
efficiency, lower operating costs and extend the life cycles of their

- existing. plants. This increase in demand to upgrade facilities has par-

ficularly benefited original equipment manufacturers such as ALSTOM
and we believe it will be a significant source of fulure growth for our
power service aclivities due to our large installed base.

Deregulation and liberalisation

The deregulation and liberalisation of electricity markets have trans-
formed our customer base and dlso impacted demand, especially
in the US, where demand in recent years come principally from mer-
chant developers, which are private power plant aperators that sell
their electricity independently. However, as a result of high price
volatility of fuels and electricity in the US, merchant developers’ assets
abruptly lost volue in 2002, as power generation overcapacity
become apparent, forcing re-deployment of power generation
assets to larger energy companies.

Besides driving new invesiment, liberalisation also caused consid-
ercble price pressure on power plant costs over the last decade and
increased the demand for more efficient end environmentallydriendly
plants with higher operating profitability. The deregulation of
markefs tends lo shift allocation of technical and financial risks
more towards suppliers such as ALSTOM by means of more strin-
gent penclties and coniract terms. In addition, the increasing num-
ber of plonts built and owned by private companies which tend to
outsource most f their opersling and- maintenance activities is
also driving service morket growth.

Glcbalisstion

Suppliers with global capabilities, such as ALSTOM, are well
ploced to serve customers who are themselves becoming more
global. This.globolisation has olso helped suppliers 1o cope with
major shifts in regional demand.

DESCRIPTION OF ACTIVITIES
POWER SECTORS

Fuel and generction securily

In the past, determination of power plant type was mainly driven by
medium and longterm fuel price forecasts. improved plant economics,
technological advances, environmential concerns and reasonable
naiural gas prices fovoured gas powered stations over coatfired in
recent years. However, increasing concerns about the security of
energy supplies, higher and more volatile gos prices in recent months
and lower and more predictable coal prices make the construciion of
new cocHired plants with clean combustion technalogies a viable
option in regions where coal is abundant, such as Ching.

COMPETITIVE POSITION

The power generation equipment market has been characterised in
recent years by industry consolidation among the main suppliers.
We are o world leader in many of our power activities such as large
steam turbines, boilers and hydro power (based on 2003 data pub-
lished by McCoy). As at 31 December 2003, we had installed
major equipment in more than 25% of the world's power plants
according to the Utility Data Institute of the US (UDH).

The success foctors in the power generation industry are princi-
pally technology, quality, cost, size and international presence.
Our competitive strengths include:

e strong market positions and extensive experience in @ number
of technclogies {for example, steam turbines, generators,
midrange gos turtbines, clean coal combustion and hydro);

o size and extensive geographic presence [ global marketing
and sales network in mare than 70 countries); and

= considerable experience with a lorge installed base of dli
types of power plants in every major market in the world
{including the US).

POWER TURBO-SYSTEMS

The Power Turbo-Systems Sector supplies gas turbines (56 MW-281
MW}, steam turbines (100 MW 1o 1,600 MW), turbogenerators
(40 MW-T,700 MW), turnkey power plants [engineering-procure-
mentconstruction or EPC) for large gas and steam turbine applicar
tions, electrical and control systems for all types of power plont; and
repowering ond rehabilifation services.

COMPETITIVE POSITION

The Power Turbo-Systems Sector is o world leader in large steam
furbines, generators and power plont engineering ond construction

lbosed on 2003 deta published by McCoy & UDI). In gas end
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steam turbines the Seclor compeles against twe other majer groups:
General Electric and Siemens, and 1o a lesser extent the Jopanese
groups, Mitsubishi, Hitochi and Toshiba.

The Power Turbo-Systems Sector’s competitive sfrengths include:

» its unique capability to supply optimised turnkey plants by
integrating oll major components from inhouse techrology
{turbine, generator, boiler, condenser, environmental systems,
electrical and control systems); and

> exltensive experience in midfange gas lurbines, with @
porifclio of proven machines.

ACTIVITIES - BUSINESSES

Power Turbo-Systems has an infernational crganisation, with main
manufacturing sites in Germany, Switzerland, France and Poland,
and a dedicated sales force on all five continents.

During fiscal year 2004, the Power Turbo-Systems Secior was
organised info the fallowing six Businesses:

B Cas Turbine;

B Sieam Turbines and Generators;
m Plont Sales;

& Plant Operations;

W Manufachuring; ond

& Technology Centre.

For more details on the new organisation infroduced in May 2004,
see "Power Sectors” in this section.

Gas Turbine Business
The Gas Turbine Business offers:

¢ o wide spectrum of heavy-duty gas turbines ranging from
56 MW up to 281 MW for both 5O Hz and 60Hz markets;

e all units con operate either in simple cycle, cogeneration or
combinedcycle applicalions;

¢ fuelled by natural gas, diesel oil and for certain machines,
crude oil and coal gas

This Business addresses ufilities, independent power producers,
power generators and archifectengineers worldwide.

ALSTOM:s gas turbine products ore listed below:
e G126 (281 MW) for 50 Hz
s G724 (188 MW for 60 Hz
= GTI13E2 (172 MW for 50 Hz
» GTTINZ [115 MW for 50 and 60 Hz
o GT8C2 (56 MW) for 50 and 60 Hz

DESCRIPTION OF ACTIVITIES
POWER SECTORS

Steam Turbine and Generaiors
The Steam Turbine and Generators Business is responsible for:

» research and development of proprietary steam turbine and
generator designs;

= sales and execufion of new turbogenerators and steom turbines;

= technical engineering suppor! services: experts in materials,
festing, logistics;

= ypgrades and retrofits of used [existing] steam turbines and
generators {ALSTOM or other Criginal Equipment
Manufacturer equipment).

The Business supplies the following products:
Steam Turbines:

* singlecasing and multiplecasing reheat steam lurbines for
conventional cycle, combinedcycle, cogeneration,
desdlination, lorge industrial and nuclear power plants
matching 100-1600 MW outputs;

@ steam turbines retrofits lo improve the efficiency and reliability
of cylinders in operation. This includes the inslaliation of the
world’s most efficient High Pressure [HP) steam turbine.

The Business has a family of siandardised steam turbine frames,
comprising the STF 15C, STF 20C, STF 255, STF 30C, STF
40/50s, STF 608.

Generators:

* g wide voriety of turbogenerators ranging from around
40 MW 1o aver 1,500 MW. They range in application
from gas and combinedcycle power plants to steam and
nuclear powered plants;

e as o result of conslan! improvement In part design ond
a live testing facility in Birr, Switzerland, the Business offers
the advanced generators, such as Topair;

¢ the world's largest aircooled turbogenerator, with the potential
to generote more than 400 MVV, is one of the Business' latest
innovations.

The Business’ range of generator products covers large 4-pole,
large 2-pole, Topgas, Topair and Topock. The Business also
carries out generator refrofit.

Plont Sales

During fiscal year 2004, Plont Sales was composed of one sales
organisation for the whole Power Turbo-Systems Sector Product
portfolic and its sales management was represenied by region and
tendering by products. The sales teams bring together ALSTOM:s core
knowhow dligned with client needs and market practices.
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Plont Sales covered the full product range of the Power Turbe-
Systems Sector offering the following services and applications:

e steam power plants cbove circa SOMW;

® gas turbine open cycle and combinedcycle plants above
circa SOMW;

s comprehensive turnkey EPC or EP Packages;

= consulting services;

* electrical and control systems.

Plant Operoiions

During fiscal year 2004, the Plant Operations Business had o
global organisation with offices in 8 countries. Plant Operations was
responsible for the execution of turnkey power plants using
ALSTOM's components: boiler, gas turbine, steam turbine and
generator fechnology. The Business managed power plont projects
through engineering, procurement, logistics, civil works to construc-
lion and commissioning.

Plant Operations’ products were:

#'gas turbine power plants;

s combinedcycle power plants;
¢ add-on lo existing gas turbines;
= steam power plants;

o nuclear conventionatl Islands.

Manufacturing 7
During fiscal year 2004, Manufacturing was one of the core
businesses of the Power Turbo-Systems Sector with facilities in
various countries including for the manufecture of:

» turbines and generators in Birr, Switzerland;

e hot gas parts and combustor parts, also in Birr;

2 stators for sleam and gas turbines in Mannheim, Germany;
o air cooled generators, also in Mannheim;

= blades in Bexbach, Germany;

e rofors and stators for turbines in Belfort, France;

= small size air cooled generators clso in Belfort;

© large generators in Wroclaw, Poland;

= furbines in Elblag, Poland, mainly serving the local market;
* turbine casfings and ship indusiry castings in Elblag.

Technology Cenire

The Technology Centre consists of five establishments in the UK and
Switzerland. These establishments provide innovative technology prod-
uct design and development for components of cur gas ond steam
turbines and generators. The Technology Centre clso provides technot
ogy and engineering solutions for the aerospace industry, including the
Eurcpeon Space Agency, with a specialised manufacturing fecility for
aero engine rofating companents for the aeroengine industry.

DESCRIPTION OF ACTIVITIES
POWER SECTORS

Many of the Cenire’s projects contribute to our success by ensuring
the Power Sectors’ products are competitive through application of
proven and cutiing-edge technology.

RESEARCH & DEVELOPMENT

The Power Tutbo-Systems Sector continued work fo srengthen the
whole of its heaw-duty gas turbine range in fiscal yeor 2004,
through access to RollsRoyce cercrengine technology under an
ogreement signed in February 2002. The ogreement provides
occess fo RolisRoyce's lechnology bose, notably very high temper-
alure technologies, advanced aero ond thermo dynomics ond very
high strength, high temperature materials. Through this ogreement,
the expertise and knowledge gained by RollsRoyce in developing
its aeroengines [which use the same base technology as gas
turbines) are being applied to ALSTOM' heaw-duty gas turbines
fo improve efficiency, power output and durcbility.

The GT24/GT26 gos turbine fleet, which has been the focus of the
Sector's recent Research & Development efforts, has now accumu-
lated a significant number of operating hours. 74 machines are in
operation with high tevels of reliability and availability and bestin-
class emissions levels. The engines are supplying enough electric-
ity to meet the needs of 20 million people in 17 countries
worldwide, confirming the successful implementation of the gas tur-
bine recovery programme. Additionally, the commercial implications
have been quantified and mitigation plans have been put in place.
For further information regarding the GT24/GT26 issue, see
"Management Discussion and Analysis: Powerupdate on
Gl24/GT26 gos turbine issues”.

STRATEGY

The Power Turbe-Systems Sector aims to consolidate its leading
posifion in steam turbines, generators and power plant engineering
and construction and fo consolitiate technical improvements in gas
furbines. Turbo-Systems plans to complete the opfimisation of its
industrial base 1o adapt to difficult market conditions by substanticlly
reducing power plont engineering and manufacturing capacity and
the number of execution centres. This should allow the Sector to be
more selective in the projects followed and to improve execution
competencies, thereby reducing its risk profile.

Power Turbo-Systems also aims to regain the confidence of its cus-
tomers and position in the large heavy-duty gas lurbine market,
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POWER ENVIRONMENT

The Power Environment Sector designs, manufactures and supplies
a broad range of products and services to the power generation
ond industrial markets. This renge includes clean coal combustion
technologies, all types of boilers, environmental control systems,
energy recovery systems, hydro power plant, and maintenance
and refrofit.

COMPETITIVE POSITION

The Power Environment Sector is a world leading supplier of
beilers, hydro turbines and generators and environmental control
systems, including selective catalyfic reduction and flue gas desut
phurisation (according fo 2003 data published by McCoy and
UDi.

In utility boilers, the Sector's main competitors are Mitsubishi Heavy
Industries, Babcock and Wilcox, Babeock Hitachi, Foster Wheeler
and IHI. In emissions control systems for the power industry our main
competitors are Fisio Bobeock, Bobeock Power, Bobcock & Wilcox,
Lurgi, Wheelabrator, Milsubishi Heavy Industries end Hamon. In
emissions confrol for industry, the Sector mainly competes with
Hamon, FLS Airtech, BHA and Lurgi.

In the hydro power market, the Power Environment Seclor’s main
competitors are Voith-Siemens, VATech and General Electric Hydro.

The Power Environment's competitive strengths. are:

e strang market position and extensive experience in all types
of boiler lechnologies, including clean coal combustion;

s lorge installed base representing potential for higher margin
service activily (boiler performance upgrades, retrofits); and

@ size and balanced geographic presence.

ACTIVITIES - BUSINESSES

During fiscal year 2004, the Power Environment Sector was
organised into the following five businesses:

» Utility Boilers

B Energy Recovery Systems

B Heat Recovery & Plants

& Envirenmental Conirol Systems
m Hydro Power

For more details on the new organisation infroduced in May 2004,
see "Power Sectors” in this secfion.

DESCRIPTION OF ACTIVITIES
POWER SECTORS

Utility Boilers
During fisccl year 2004, the Ulility Boilers Business offered the
following products and services:

= advanced subcritical and advanced hightempercture
supercritical boilers up fo 1,000 MW for power generation;

= clean coal technclogies including Circulating Fluidised Bed
boilers (circulating, bubbling, hybrid], which allow low grade
fuels to be burned whilst minimising emissions;

e fuel and combustion expeitise, codls, lignite, gas/cil, petcoke,
biomass, waste fuels, burer retrofits;

= component retrofit; and

° low nifrogen oxide [NO, ) burmers.

The Business’ main markets are China, the US and Europe. It is a
lecder in the supply of utility boilers and low NO_ bumers.

Energy Recovery Syslems

During fiscal year 2004, the Energy Recovery Systems Business
offered a full range of Origina! Equipment Monufacturer {OEM) and
oftermarket design, manufacturing and support services for boiler
related ond industricl producis such as air prehecters, ufility and
industrial pulverizers and transfer line exchangers. Its product range
includes: :

< energy recovery products for pefrochemical processes;

= mills, firing equipment, air pre-heaters, gasto-gas oir
precheaters, condensers and heat exchangers;

o utility and industrial pulverizers;

# rofary incinerators, thermal oxidizers;

= transfer line exchangers, wasle heat recovery units; and

» carbon black air preheaters for the pefrochemical industry.

The Energy Recovery Systems Business is o world leader in the
development of energy recovery and other auxiliary products for the
power generation, industrial processing, and petrochemical industries.
Strong brand names such as UUNGSTROM® Air Preheaters,
RAYMOND?® Bowl Mills, ond SCHMIDT'SCHE® Transfer Line
Exchangers are commonly recognised by boiler companies, ufilities,
and industrial manufacturers thraughout the world.

The Business' main markets and regional operaling centres are
located in Japan, Germany and the US.

Heat Recovery & Plants
During fiscal yeor 2004, the Heat Recovery & Plants Business
offered the following products:

* heat recovery steam generators (HRSG] for gas turbines in
combined-cycle and industrial applications;

e bailers and industrial plants, with products including all size
heat recovery steom generators (HRSG);
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» field erected boilers including: circulating fluidised bed boiters
{CFB) and package boilers up to 300 tonnes of steam
production,/hour;

* turnkey steam power plants and steam add-ons for gas turbine
power plants up to 100 MW,

= thermal waste treatment plants for municipal ond industricl
applicotions [Germany and Austric only); ond

¢ geothermal power plonts.

The Business is the market leader for woste to energy plants in
Germany and Austria, and is a technological leader for HRSGs,
modular CFBs and biomassfueled boilers. This year, the Business
announced the launch of @ new CnceThrough Heat Recovery
Steam Generator (HRSG), which combines ALSTOM's OCC HRSG
design with newlylicensed Once-Through evaporatar
technology.

Environmental Conirol Systems

The Environmental Control Systems Business develops technology
into commercial products for the capture and/or transformation of
compounds identified as pollutants. The main pollutants are
nitrogen oxides (NO,}, sulphur oxides (SO |, particulate matter and
mercury emissions. The Business offers solutions for both power
ond industrial applications, including:

» selective Catalytic Reduction {SCR] technology for the
reduction of NO, emissions;

o wet, dry and seawater scrubbers for the reduction of SO,
emissions; and

o dry and wet electrostatic precipitators, and fabric filters
for controlling particulate emissions.

A recent addition to Environmental Control Systems’ product port
folic is the Advanced Contral System for optimising performance of
air pollution control systems.

The Business is a leading supplier of environmental control equip-
ment to the aluminium industry with the ABART system for the removal
and recovery of fluorides and particulates. lts main markets are
Europe, the US and Asia.

DESCRIPTION OF ACTIVITIES
POWER SECTORS

Hydro Power
The Hydro Power Business supplies the following products and
services:

* hydraulic turbines and pumps up to 800 MW,

© hydro generators up to 800 MW,

« generator motors, salient pole generators, gates and valves;

= jumkey confracting including conirol systems covering the
complete range of plants from 2 MW to 800 MWV,

e refurbishment of hydro power plants; and

= water pumping stations and hydromechanical equipment
for water transportation.

Aleading supplier of hydro turbines and generators, the Business’
main markets are Canada, Brazil and China.

RESEARCH & DEVELOPMENT

Our R&D focus in Power Environment is on improvements in the
environmental performance and energy conversion efficiency of
our products. This focus includes the advancement of Clean Coal
technologies with optimized steam cycles, improved performance,
and reduced capital and operating costs. The Sector is olso
working on cdvanced coal power plant concepts with the goal of
significantly increased efficiency and near zero emissions af costs
competitive with alternafive power generation options.

STRATEGY

Power Environment will focus on the growing segments within its
markets. These include emissions control equipment in the power
generation, petrochemical and industrial markets; demand for
upgrades and modernisation of existing power plonts; hydro power
plant refurbishment; smallscale hydro plants, and largescale imigation
projects. The Sector aims to strengthen its position in Asian
markets, where demand for new coalfired plonts is expected to
grow.
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POWER SERVICE

The Power Service Sector complements the monufacturing activities
of the Power Turbo-Systems ond Power Environment Sectors by pro-
viding services to customers in all geographic markets.

Power Service supplies the following products and services:

= a porffolio of services from spare ports and field services 1o full
operation and maintenance packages;

s refurbishment and modemisation of existing plants;

¢ technical consultancy services;

= tailormade services and “value packages” fintegrated
solutions designed to meet specific customer requirements
for asset lifecycle management, performance improvements,
risk management, cost management or environmental
comgliance]; and

= new service product development.

* COMPETITIVE POSITION

As of 2003, ALSTOM had installed major power generation equipment
in more than 25% of the word's power plants, according to the Utility
Dota Institute of the US (UDI). This insialled bose of equipment
should be key in securing customer service contracts and supporiing
sales of our Power Service Sector in the future, as existing power
planfs require operation, maintenance and repair, performance
improvement and lifetime exiension services.

We believe the Power Service Sector is one of the world's leading
service providers o the power generation indusiry. Main competitors
in service include other original equipment manufecturers of power
generation equipment such as General Electric, Siemens-
Westinghouse, Mitsubishi, and to a lesser extent Ansaldo.

The Power Service Sector's competitive strengths cre:
o extensive global network in around 100 couniries, with
strong tocal service capabilities in ll regions of the world.

s lorge bose of ALSTOM-supplied power generation equipment
e g large service product portfolio, including parts {spare parts,
recondifioned parts, workshop repairs), field service [outage

management, field repairs, erection, commissioning,
construction, commissioning and supervision], consultancy
and support [technical services, condition assessment,
consultancy, fraining, monitoring and diagnosis, performance
analysis|, performance improvements (upgrades, uprates,
modernisation, optimisation, lifetime extension) and

service agreements {inventory management, maintenance
management, fongterm service agreements, operation

and maintenance).

DESCRIPTION OF ACTIVITIES
POWER SECTORS

ACTIVITIES - REGIONS

Power Service has monufocturing and service sites located mainly
in France, the UK, Germany, Switzerland, Sweden, Romania, the
US, Canada, Mexico, India, Australia, Croatia, Hungary, Poland,
Denmark, Finland, Belgium, ttaly and the Middle East.

In fiscal year 2004, Power Service was organised into 5 Service
Regions, each with a geographic allecation of countries and local
service cenfres, and one productbased business:

. M Region 1 » North America
WRegion2 = Western and Southern Europe, lalin America
MRegion3 = Swiizerland, Middle East
& Region 4 = Central and Eastern Europe, Russia, Indian
subcontinent
MRegion5 > Northem Europe, North Easl Asia,

South East Asia, Australasia
W Flowsystems
business = operates principally in Scandinavic and Eastern
Europe [responsible for adfivities gssgcicted with
the retained contracts of the former Industrial

Gas Turbine Segment]

The Heat Exchange Business, formerly part of the Power Environment
Sector, was also integrated into Power Service's regional structure
during the year.

Each Service Region has a consistent structure with at least one
strong fleet/product unit as a platform to develop and support the
business and to provide a strong focus to grow capability for the
plont business.

Countries are responsible for their domestic market and the Profit &
loss for their own business. Countries with Fleet Ownership in
addition support the service for their fleet on o global basis.

In addition, each of the Regions is responsible for one or more
technologies and product fleets:

m Region 1 > Boilers (supplied by Combustion Engineering, ABB)

W Region 2 = Steam turbines, generators, boilers and heat
exchange (e.g. supplied by Stein, Alsthom, Roteau,
ACEC)

W Region 3 > Gas furbines (supplied by BBC, ABB)

W Region 4 > Steam turbines, generolors, boilers e.g. supplied by
MAN, BBC, ABB, EVT, PBS)

W Region 5 = Steam turbines, generators, boilers, environmental

systerns fe.g. supplied by GEC, ICL, Zomech, Floek)
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These fleet owners act as the home base for main components
and manage and market existing product tines. In addition, they are
required to develop competitive service products and suppert Local
Service Centres in their domestic markets.

Mew organisation as of 1 April 2004

To increase efficiency, implement new product strategies and further
streamline the organisation, Power Service Regions 2 and 4 were
merged and responsibility for certain countries re-allocated as of

1 April 2004,
The Power Service Sector is currently organised as follows:

B Region 1 > North and Cenfrol Americo

 Region 2 > Confinental Europe and Africa

MRegion 3 > South East Europe, the Middle East and
South America

W Region 4 = North Europe, North and South East Asig,
India and Australia

B Flowsystems busipess

DESCRIPTION OF ACTIVITIES
POWER SECTORS

RESEARCH & DEVELOPMENT

Cur R&D focus in Power Service is on development of differentiating
products and services in anticipation of, or in response to, customers’
key drivers, including improvement packages, advanced repair
solutions, upgrade packages, component lifelime optimisation,
retrofit products, onsite repair capabilities and monitoring and
diagnostics.

STRATEGY

With @ full service offering and extensive global and regional
market coverage, we are in a strong position to grow our Power
Service business in the future; our large insialled base of equipment
and the potential in service and modernization of equipment
supplied by other manufacturers offer attractive opportunities. With
the aim of further developing recurring service revenues, we will
continue to focus efforts on securing longterm operation and
maintenance confracts and on leveraging our broad product
porffolio ino longerm dlliances and cusiomer partnerships. We aim
to become the leader in power plant expertise and know-how
focusing on asset optimisation ond fife-cycle management;
operational effectiveness and risk management; maintenance cost
manogement and environmental compliance.
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TRANSPORT

" rensport designs, manufaciures and supplies o broad range
of products, systems and services fo rail customers world-

!

§ .»:

I3 wide. This range includes fully infegrated transport systems,

rolling stock of all types, signaling and infrastructure as well as cus-

tomer services in the fields of maintenance, renovation, customer
fraining and technical consuliancy.

INDUSTRY CHARACTERISTICS

The Union of the European Raitway Industries (Unife] has assessed
the size of the global market accessible to its members as being
approximotely €36 billion in value per annum. Of this figure, and
allowing for those elements of the toflal market in which ALSTOM
is not currently active, we estimate that the overall size of the acces-
sible marketrelevant to ALSTOM for rolling stock, signaling, infra-
structure and service was in the region of €30 billion in fiscal year
2004. Addilionally, the nonoutsourced portion of the maintenance
and renovation morket had an estimated value of €15 billion,
which presents further potential for future growth.

We expect growth, which has been at o sustained level in the
Transport morket, to continue as a result of fundomenial changes in
the rail indusfry in recent years in terms of customer base, customer
behaviour and product and/or service requirements, The main
frends currently affecting the industry include:

Urbonisation

Urbanisation in many parts of the developed and developing
regions of the world is affecting the structure of the rait supply industry.
Within the rolling stock market, for example, demand for mass
iransit systems and local integrated solutions is increasing, as local
operators seek solufions 1o ecse outemobile fraffic congestion and
address environmental concerns in urban and suburban arecs.

Higher speeds/Reduced journey Himes

Urbanisation has led to increasing demand for high-speed frains to link
major urban centres. The “time is money” philosophy has caused
many railways fc invest heavily in order fo reduce journey fimes in the
expectation of grecter patronage. This markel, which is currently
experiencing a turn-areund following o period of decline in the 1990s,
continues to be driven by Western Europe [notably Spain, France, Italy
ond the UK during fiscal year 2004, but increasingly other countries,
nofably in Asia, are looking to respond fo the some demands with high
speed rail solutions.

DESCRIPTION OF ACTIVITIES
TRANSPORT

Government support and local manufaciuring
presence

Reilway cperators have been characterised by their need for locdl,
slate/regional and central government funding in order to maintoin their
financial equilibrium. As a result, rolling stock orders con depend on
the level of government support to railways, and order selection may
favour suppliers with local manufacturing bases, thus creating and/or
sustaining loccl employment,

Replacement needs

The main European networks that had delayed major procurement of
rail equipment during the industry slowdaown in the mid-1990s are now
replacing old equipment and expanding their networks. In some coses,
needs are driven by pressure on operators to improve their level of service
and in ofhers by safety concerns.

Growing emphasis on security, refiobility

and efficiency

Traditional and new operators around the world are showing
growing interest in the proven benefits of new train control and troin
management systems, including increased safety, higher rail troffic
density, lower maintenance cosls and grecler international harmon-
isation. As a result, the signalling market siill continues to benefit from
annual volume growth obove the railway supply industry average.

Environmental concerns

local pelicies in many countries and policies of many major
development agencies favour more environmentallyfriendly means
of transport, such os rail and mefro services to reduce traffic con-
gestion, pollution and noise levels.

Deregulation

In many countries, deregulation of the industry and privatisation of
rail have changed expectations and introduced new customers
taced with the competitive pressures of private industry. These new
rail enterprises include private operators, leasing companies and
private seclor infrastructure owners. While presenting mojor opportu-
nities for development for suppliers such as ALSTOM, the changing
nature of the customer base can clso generate new performance
expecfalions from the contractual relationship. However, customers
in deregulated markets tend to concentrate on their core businesses
and increasingly outsource maintenance and service.

infernationalisclion

Internctionalisation and the opening of national markets to interno-
tional competition hos occurred alongside deregulation and privati-
sation. It has led suppliers to seek growth opportunities in new
geographic zones beyond their traditional domestic markets and
to esfablish a local commercial and/or industrial presence. The
globdlisation of suppliers has increased pricing pressure, offset to
a degree by the concentration of suppliers that has occurred.
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The development of crossborder traffic for both freight and passen-
ger services, as encouraged in parficular by the European Union
through its TEN-T pricrity project programme, is giving rise 1o new
opportunities both for the construction of new lines and for the
upgrading of existing lines fo new international standards.

COMPETITIVE POSITION

Transport has successtully established an internctional presence
through o strafegy of organic growth in new geographic markets,
complemented by selected acquisitions and alliances, in order to
diversify market cycle risks.

Transport's main customers reflect its worldwide presence and include
private and public operglors, such as SNCF (France], RENFE (Spain,
Virgin [UK), SNCB (Belgium), FS/Trenitalia {lialy), Deutsche Bahn
|Germanyl, Amtrak {US), KHRC {South Korea), CTAChicago, BINSF
and NYCT [{US), S} and SL (Sweden), Sanfiago Metro {Chile],
Caracas Mefro {Venezuela), Shanghai Municipality (China), SBB
{Switzerland), Connex {Australia} and NS (the Netherlands).

Based on orders, we are one of the world's three leading providers
in the raitway supply industry. In particular, Transport has strong pos-
tions in high-speed trains, electrical and diesel multiple units, mefros,
fraction systems, customer service and signalling. Our leading posi-
fions in all our product segments were confirmed by major contracls
awarded this year.

Qur principal competitors in the field of rail ransport are Bombardier and
Siemens, both of whom dlso offer o full range of products and services.

The key competitive factors for Transport are:
e product scope;

» technological compliance;

= performance achievement;

= customer service and assistance;

> life cycle cost competitiveness; and

e worldwide presence.

Product scope, size and Infernational presence are necessary for
a supplier to participate in major projectbased undertakings, o sus-
ioin a steady revenue stream that counterbalances the effects of
investment cycles in individual economies, and to adequately cover
the necessary sales, marketing and research and development
costs. As a result of deregulafion and privatisation, a supplier may
alsc develop a competifive advantage through its ability to provide
bundled offerings le.g. the supply of trains, plus a signaling system,
plus associcted services, ol os one pockoge), oftersales service
support and increased added value to customers in the form of
product and component standardisation. However, products and

DESCRIPTION OF ACTIVITIES
TRANSPORT

services in our indusiry are sfill highly customised, os national or
private rail operators continue 1o have specific requirements and
infrastructure constraints.

ACTIVITIES — BUSINESSES AND PRODUCT LINES

Transport has on international orgonisation, with 32 mojor produc-
fion and service sifes around the world and o dedicated sales
force on all five continents. Transport's principal production sites are
in Belgium, Brazil, Canada, China, France, Germany, laly, The
Netherlands, Poland, Spain, the UK and the US.

During fiscal year 2004, Transport was recrganised into four
customerfocused regional businesses (Northern Europe, Southem
Europe, the Americas and Asia Pacific).

In addition, a single world-wide Operations Group was created,
consisting of:

e five product lines: rolling stock, maintenance, infrasiructure,
information solufions and systems;

© g components crgonisdﬁon lo catalogue infernal and external
producls; -

e a projecs office to manage and allocate resources to projects
worldwide.

Rolling Stock
The rolling stock product line comprises the design, development,
production, testing, delivering and commissioning of:

o very high-speed and high-speed trains;
s filting trains;
= diesel and electrical locomotives;
 mass fransit {Iramways, metros, light rail vehicles,
electrical and diesel multiple units);
= convenfional passenger trains for regional networks,
such as doubledeckers;
e freight cars;
 bogies (wheel and suspension assemblies for railcars); and
& components.

The standard product line for main fine possenger transportation
needs covers:

o TGV™* for very high-speed networks;

o PENDOUNOQ™ for high-speed trains;

» PRIMA™ for locomotives; and

= TILTRONIX™ for filting technology and equipment.
* TGV is a rademark of SNCF.

The standord preduct line for main line passenger transportation
includes:
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= CITADIS™ for tromways and light rail vehicles;
* METROPOLIS™ for moss urbon fronsport;

s XTRAPOLIS™ for suburban trains;

= CORADIA™ for inter<ity trains.

informetion Solutions
The Information Solutions product line includes o wide range of
products and solutions such as:

= train control and supervision systems;

s hardware and software for train control information systems;

4 control centres; and

= signalling products, including point machines, level crossings,
signal lights and interlocking.

Information Solutions provides innovative solutions for complete
frain control and hain management systems. It also covers full
signalling and frain conircl mainienance and on-sile assislonce.

Rolling Stodc Maintenance
Maintenance offers public and private rail transport operctors o
broad range of services for train life management, including:

¢ maintenance;

@ renovation;

# technical support and assistance;

= replacement parts;

¢ supply chain management; and

= infrastructure and rolfing stock management.

Infrastruciure
The infrostructure product line provides infrastructure for main line and
urban ransportation including:

» signafling end train control;

o station utilities;

@ track installation;

e depot workshops;

» power supply including catenary and subsstations.

Svysiems
The Systems product line covers:

e complete rail fransport turnkey systems (including infrastructure,
signaling and rolling stock] from construction fa operation;

» infrastructure and complete system maintenance; and

o concession development lincluding Build-Operate-Transfer
projects).

The Systems product line acts as system engineer, system integro-
for, project manager and coordinator in conjunction with other

DESCRIPTION OF ACTIVITIES
TRANSPORT

Transport product lines, dllowing us to offer our customers
complete mullidisciplinary integrated solufions.

STRATEGY

Transport's strategy has evolved from a growth, development and
penetration strategy fo one of selectivity, with consolidation being
an important aspect for the coming years. This, along with cautious
further growth, should allow us 1o consclidate our strong positions
in selected markets and to improve profitability by:

= taking advantage of markefs where growth is still strong, for
example in Europe;

e delivering our new confracts successfully to confirm our strong
positicn in the US and Canada;

# continuing to develop our non-manutacturing activities in
service and signalling; and

¢ developing technological odvonlages by further innovotion
within existing product ranges.

RESEARCH & DEVELOPMENT

Transport's R&D activities focus on the development of strategic
products and platfforms and improvement of current rail technologies,
with the aim of strengthening our position as a world recognised
rail technology leader in noise reduciion, crash prevenfion, ride com-
fort, refiability, ovailability and environmentally-friendly solutions.

Product development programmes include:

= a new 4 vollage electric freight locomative;

= the implementation of our high speed train strategy, bosed
on two core products: the new highcapacity Duplex TGV*
and the fully-orticulated electric multiple unit (EMU) which
operates at speeds of up to 350 km/h;

o the further development of the CORADIA regional frains
range; and

e ERTMS {European Rail Traffic Management Sysiems) impravements,

* TGV is a trademark of SNCF

Platform developments focus on:

o ONIX™ traction drive range and the implementation of a new
generation of drives based on synchronous permanent magnet
maotors;

¢ further improving and testing our high speed filting platform,
TILTRONIX;

» irain control and monitoring systems to predict maintenance
needs; and

© possenger information syslems and close circuit television

(CCTV),
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MARINE

T ur Marine Sector s o specialised shipbuilder bosed in
Oﬂ* France focusing on complex, high valueadded segments
" of the marine market such as:

B passenger ships, notably cruisediners, high-speed ferries and
large private yachts;

m NG (liquefied natural gas) carriers and FPSO {Floating
Production, Storage and Offloading} vessels or structures;

B surface naval vessels; and

M research and scientific vessels.

INDUSTRY CHARACTERISTICS

The main trends currently affecting the industry include:

Cruise-Ship Market

The strength of the cruise-ship market is based principally on the mar
ket for cruise holidoys, dlthough the relotionship is not direct, as
orders are generally placed s much as three or four years prior to
delivery. The largest share of cruiseship passengers is in the US, with
an average growth rate in passenger numbers of 8.4% from 1980

2002, with a higher increcse of 10.6% in 2002 and cn esti-

mated growth rate of 9% in 2003. However, this form of leisure is

still under-developed since the percentage of the US population who

go on cruises, although rapidly increcsing from 1.5% in 1995, was
still less than 2.4% in 2002; its potential development is forecast
ot around 2.6% in 2005 and 3.0% in 2010 {scurce: GP Wild);
8.3 million North Americans are estimated to have cruised in
2003, i.e. 9% more than the record number of 7.6 million in
2002, according to Cruise Lines International Association. In
Western Eurape, the market is much less developed: 0.26% of the
population tock cruises in 1995, 0.59% in 2002 and is forecast
to reach 0.74% in 2005 and 0.96% in 2010,

Further fo the September 11* affack and the subsequent war in
Iraq, in oddition to a current weakness in general consumer
demand, the cruise indusiry has faced o series of unprecedented
market conditions which have affected demand for cruises, espe-
cially in North America. However, according fo G.P. Wild, despite
these difficulties, the cruisemarket appears ta be recovering more
rapidly than any other sector of the travel and tourism market, and
the outlook for 2004 looks mere promising than has been the case
since September 11" 2001.

With very few new orders registered worldwide since 2001 and
the deliveries which have token place since 2001, the industry’s
global orderbook, which at the end of 2001 comprised 38 ships,

DESCRIPTION OF ACTIVITIES
MARINE

fell o 30 ships ot the end of 2002 and to 19 at the end of 2003.
If the cruise industry is to achieve its longrterm growth objectives,
the rate of new orders will need 1o be accelerated. We therefore
believe that prospects for recovery are sound. In fiscal year 2004,
while no new ship order was registered in the first half of the year
by any shipbuilder, three new orders were granted in the third
quarter and four orders, two of which for ALSTOM Marine in the
fourth quarter,

Subsidies

The world shipbuilding industry was, until recently, characterised by
direct and indirect government subsidies and various other forms of
siate aid in fovour of shipbuilders. In December 2000, the European
Council of Minisfers for Industry confirmed the suppression of ol
direct government shipbuilding subsidies within the European Union.
This ruling applies fo all shipbuilding contracts signed and per-
formed since 1 January 2001 or deliverable after 31 December
2003. The Council clso asked the European Commission to mon-
itor shipbuilding competition from outside the European Union and
to report on unfair practices. As @ result of the new ruling, we have
received no subsidies for any orders taken after 1 January 2001
or deliverable cfier 31 December 2003. Consequently, orders for
which subsidies are receivable will rade out of our backlog comr
pletely over fiscal year 2004, with the exception of ING carrier
orders which benefit from temporary measures set up the European
Union to combat the unfair pricing practices of Korean yards.

Customer Financing ,

Some Marine customers request financing ossistance in connection
with the purchose of new cruiseships. Therefore, in addition to
shipbuilding ond project management expertise, Marine has in the
past provided technical assistance to its customers in obtaining
appropriate financing for their projects, and in some cases indirect
financial support. While these cases of customer support allowed
Marine to increase the number of ifs customers in the past, they have
also resulted in increased financial exposure for us. This wos
manifested in the bankruptey of Renaissance in 2001, previously
one of our largest cusiomers, and more recently by the default of
Festival on debt repayment and the subsequent seizure in
January 2004 by the lending financial institutions and/or current
owners of the ships operated by Festival, the three newest of which
had been built by ALSTOM Marine. We have not made commit-
menis fo provide vendor financing for our Marine Sector since
1999 and do not intend to make any such commitments in the
future. For further information on Marine vendor financing and its
impact on us, see “Management Discussion & Anclysis: Marine-
Renaissance and Festival” and “Risks: factor ~ We have given
financial assistance in connection with the purchase of some of our
products by our customers which exposes us o longer term Risks of
customer default or bankruptey.” See also Notes 25(0) and 27 to
the Consolidated Financial Statements.
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COMPETITIVE POSITION

The main competitors in the cruise-ship market are European and
include Fincantier {ltaly], Kvaerner Masa Yards (Finland] and Meyer
Werft {Germany). As ALSTOM and ifs three mojor competitors
account for 75% to 85% of the world cruiseship orderbook, the
market remains highly concentrated.

This market has high barriers to entry, requiring specialised yard
facilities and highly-developed engineering copabilities, such as
Marine’s at SaintNazaire, France, in addition to an extensive and
reliable subcontractor network.

In the ING lankers market, our main competitors are Korean,
namely Doewoo, Hyundai and Somsung, and japanese, mainly
Mitsubishi Heavy Industry (MHI). The market remains active, in
particular in China, which is building ING terminals as part of its
overall energy diversification policy and is preparing its yards fo
begin constructing ING carriers for domestic needs.

The naval vessels market, largely based on national procurement
policies, offers opporiunities for diversification for cur Marine Sector.

ACTIVITIES -

Qur Marine facilities and employees are located on the French
Aflantic coost. Our Marine Sector operales:

¢ one of the largest European shipyards, able to build the largest
and most complex vessels. This facility is operated through
our wholly-owned subsidiary, Chantiers de I'Atlantique,
located in SaintNazaire, France;

= o substantially smaller yard, sfill able to build sophisticated
ships up to 140 metres long. The yard is operated through
our wholly-owned subsidiary, ALSTOM Leroux Naval,
located in Lorient France; and

o AMR. (formerly "Ateliers de Montair”}, a speciclist supplier
of joinery and small steelwork for shipbuilding and other
industries, located near SaintNazaire, France.

In fiscal year 2004, a small yord located at SaintMalo, Fronce and
operated by ALSTOM Leroux Naval was closed.

DESCRIPTION OF ACTIVITIES
MARINE

STRATEGY

To address the recent difficulties in the cruise-ship market and
capitalise on cur shipbuilding technology, our sirategy in Marine is
lo improve our position as one of the world leaders in cruise-ship
building by focusing on cost, technology, quality, and punctuality
in delivery, while enhancing opportunifies for diversification and
adapting our facilities to o smaller cruiseship building market for the
coming years.

We are seeking to expand our activities in speciality ships tyachts;
scientific vessels| and in naval vessel construction. As the European
defence industry progresses, the number of fransnational opportu-
nities for European-based naval vessels is likely to increase. We have
already seized opportunities to work in partnership with DCN, the
French Stateowned Navy yards, and some systems providers;
we intend to develop allionces necessary to meet the special
requirements of military vessels.

Over the longerterm we seek fo pariicipate in the required restructuring
of the shipbuilding industry through parinerships and dlliances at the
national or infernational level, in order to consolidate the development
of our Marine Sector and to limit the downward cycles which ore
typical of the merchant shipbuilding market and adversely impact its
economic performance.
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POWER CONVERSION

[Z77 he fingl fink in the “power supply chain”, focusing on convert

{ .| ing electrical energy info productive plant and machine perform-
4 ance, Power Conversion provides electiical engineering, systems
integration and associated services for the confrol and automation of
industricl processes. It also manufacfures and supplies o wide range
of electrical products and power electronic equipment, including
motors and generators, drives and drive systems.

Following the sale of ALSTOM' Transmission & Distribution activities,
Power Conversion now operates as a stand-alone business within
ALSTOM.

INDUSTRY CHARACTERISTICS

In the marine and offshore market, the main growth drivers are
large naval US and UK projects such as the Type 45 Destroyers,
CVF Aircraft Carriers, TAKE Auxiliary Ships and DDX Destroyers.
Power Conversion expects sliong growth in the naval, offshore
and merchant marine market up until 2006,/07 and beyond.
However, large defence projects are subject to investment delay
depending on a variety of political issues e.g. the impact of the kag
war, This may lead to programme slippoges, os was the case

during 2003/04.

The metal industries market experienced a decrease during the last
three years in parallel with an increased concentration of main
producers. However, Power Conversion believes that this trend is
coming fo an end due to the absorption of previous overcapacity
and estimates an overall compound annual growth rate {CAGR) of
3% between 2003/04 and 2006/07, with a 6% CAGR in
China.

The electric drives global market continued to grow in fiscal year
2003/04, with annual volume growth ot 6%. The global search
for energy efficiency and the limitation on CO: and NO, emissions
["Kyoto Effect”) should lead to increcsed use of electric variable
speed drives. Power Conversion estimates an overall CAGR
between 2003,/04 and 2006,/07cf 3% with the following elec-
fric drives markets demonstrating the largest growth increases:
renewables [wind energy), oil ond gos [in porticular electric drives
for gas compression a substitute market for gas turbines) and
materiol handling.

like the electric drives market, the motors ond generators market is
growing. Power Conversion expects this trend lo confinue unfil
2006/07 ot on overcll CAGR of 4% and onficipotes that the follow-

ing melors and generators markets will show the grealest growth:

DESCRIPTION OF ACTIVITIES
POWER CONVERSION

marine propulsion, wind power generation, oil & gas and
customer services.

COMPETITIVE POSITION
In all its markets, Power Conversion's recognised strengths are:

R lechnical expertise backed;

m a portiolic of leadingedge products;

® long-standing experience;

m capabiliies as an integrator of complicated systems.

Power Conversion competes worldwide ocross various market seg-
ments with a limited number of infernational groups such as ABB,
Siemens, AS! Robicon and TMEIC (Toshiba Mitsubishi-Electric
Industrial Systems Corporation).

In the metal indusfries market, competitors also include mechanical
suppliers such as SMS Demag (Germany), Danieli {italy] and VA
Tech [Austria). RollsRoyce is a strong competitor in the naval market,
and Kongsberg in the offshore market for dynamic positioning
sysfems.

ACTIVITIES

Power Conversion operates globally and is organised geographi-
cally with principle sites in six countries: France, Germany, the UK,
USA Brozil and China.

Its main markets are:

® marine, offshore, noval;

B metals industries and materials handling;
m oil & gos;

W power generation; and

W renewable energy.

Piarine, offshore, noval

In the merine, offshore and naval market, Power Conversion supplies
o global solution including power & propulsion systems, automation
& vessel control systems and dynamic positioning systems,

Metals indusiries and materials hoendling

in metals processing, Power Conversion provides complete
solutions for the control and opfimization of metals production and
processing for steel, aluminum, copper and brass monufocturers. That
includes il electrical equioment ond drive ond oulomation systems.

In matericls handling, Power Cenversion supplies vaoriable speed
drives ond cutomation systems for all lypes of cranes, ship loaders
and unloaders as well as crane management systems.




2003-2004

Oif & gos

In the oil and gas market, Power Conversion supplies mainly electric
motars and variable speed drive systems in particular for compressors,
including its market leading high-speed motors.

Power generation
In power generation, Power Conversion supplies motors and gen-
erators as well as static frequency converters and excitation systems.

STRATEGY

Power Conversion aims fo continue fo loke advaniage of ifs unique
technology in naval propulsion to strengthen its position in the US
Navy market whilst focusing on the more profitable segments of its
markets and developing its service business.

it will streamline the organisation, achieve product and offer stan-
derdisation, rationalise the manufacturing base and dromatically
improve operational efficiency.

Power Conversion's objective is 1o increase market penelration in
torgeled geogrophic regions of the world such as China, Brozil,
Russic and India.

DESCRIPTION OF ACTIVITIES
POWER CONVERSION ,

RESEARCH & DEVELOPMENT

Power Conversion strives to ensure that ifs products and technolo-
gies are olways on the cutting edge. In line with market pull and
technology push, the emphasis is on having o competitive,
differential advantage in farget market segments {advanced induc:
tion machine for noval propulsion, Prowind drive for wind energy,
high speed motor for gas compression) and on cest reduction
through standardised design.

The MV7000, a powerful and compact medium voltage ronge of
drives based on presspack IGBT semiconductor components, is
scheduled for introduction to the market in calendar year 2004,

Work on new technologies is focused on permanent magnet mate-
rials which enable offshore wind power applications with size,
weight, efficiency ond reliability advantages; on super conductiv-
ity solutions that should be ot the forefront of future compact
solutions; and on the implementation of new semi-conductor
devices.
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DESCRIPTION OF ACTIVITIES
TRANSMISSION & DISTRIBUTION

TRANSMISSION & DISTRIBUTION

220 ur Transmission & Distribution (T&D) Sector provided
*‘\y/j“”‘ products, systems and services for the medium and high-

i’ voltage markets. Its products are used to fransmit and dis-
tribute electricity from the generator fo the large endwuser, to ensure
the reliability, quclity and safety of energy flows and to operate effi-
cient networks through information management.

ALSTOM signed a binding agreement for the sale of its transmission
and distribution {T&D) activities to Areva in September 2003 for a

selling price (subject to closing adjustments) of €957 miflion, exclud-
ing the Power Conversion business, which remains within ALSTOM.
Pursuant to the authorisations received from the European Commission
and from the US antirust authorifies, ALSTOM completed the scle
of virtually all its T&D activities in January 2004.

The transfer to Areva of the remaining T&D activifies will be progres-
sively completed once the relevant local regulatory and other
autherisations are obtained. For more informations see “Management
Discussion & Analysis: Disposal of T&D".
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MD&A
OVERVIEW

MANAGEMENT DISCUSSION AND ANALYSIS ON CONSOLIDATED
FINANCIAL STATEMENTS AS AT 31 MARCH 2004

FISCAL YEAR 2004

You should read the following discussion together with the 31 March 2004 Consolidated Financial Statements.
During the periods discussed in this section, we undertook several significant fransactions that affected the compa-
rability of our financial results between periods. In order to allow you to compare the relevant periods, we present
cerfain information both as it appears in our financial statements and adjusted for business composition and
exchange rate variations to improve comparability. We describe these adjustments under “—Change in business
composition and presentation of our accounts, non-GAAP measures—Comparable basis” below.

OVERVIEW

INTRODUCTION

C;ﬂ oday, we serve the energy market through our acfivities in the
é< field of power generation and the transport market through our

25 activifies in rail iransport and marine. YWe design, supply and
service a complete range of technologically advanced products and
systems for our customers, and possess a unique experfise in systems

integration and throughdife maintenance and service.

We believe the power and trensport markets we operate in are
sound, offering:

» solid longerm growth prospects based on customers’ need 1o
expand essenfial infrastructure systems in developing economies
and to replace or modernise them in the developed world; and

® gliractive opportunities in service and systems.

We believe we can capitalise on our long-standing expertise in
these two markefs to achieve competitive differentiation. We are
shrategically wellpositioned for the following reasons:

= we are one of the top three players in oll major market
segmenls;

= we benefit from one of the largest installed bases of equipment
in power generation ond roliing stock, which should encble us
fo grow our service business;

@ we are a recognised technology leader in most of our fields
of activity, providing bestinclass technology; and

 we have global reach, with a presence in around 70 countries
worldwide.

STATUS OF OUR ACTION PLAN AND
MAIN EVENTS OF FISCAL YEAR 2004

On 12 Moarch 2003, we presented our new strategy and action
plan to overcome three key difficulties: an insufficient fevel of
profitability and cash generation, problems with the GT24/GT26
gos turbines sold in past years and, to a lesser extent, some
individua! contracts, and a high level of debt. Qur action plan
comprises three main elements:

= focusing ALSTOM's range of activiies by the disposcl of some
assetfs;

= improving operational performance and adapting fo market
conditions; and

e strengthening our financial base.

We achieved significant progress during fiscal year 2004 and
in porticular we:

s put info place o more efficient organisation;

» increased proceeds from disposals, secured to date, to
€2.6 billion, mainly by the dispesal of our Industricl Turbines
businesses and of our T&D activities:

@ achieved substantial progress in resolving specific operational
problems conceming GT24/GT26 heavy duty gas turbines
and UK tains;

s successfully re-infroduced in the market our GT24/GT26 gas
turbines by obtaining o significant contract for three turbines
and related service in Spain;

= launched restructuring plans which are progressing well; our
workforce, within the remaining activities, has been reduced
by approximately 5,500 employees during fiscal year 2004;

ond
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> reached ogreement on o comprehensive financing package
o strengthen our financial structure which was then implemented
during the fiscal year, including a capital increase and the issuance
of bonds mandatorily reimbursable with shares. Part of this
ogreement s subject 1o opproval from the Europeon Commission,
plecse refer to "Recent Developments” further in this section.

PUTTING INTO PLACE A MORE EFFICIENT
ORGANISATION

implementation of a more efficient organisation
in the Sectors

Our former Power Sector, which accounted for more than half of
Group sales in fiscal year 2003, was reorganised info three new
Sectors on 1 April 2003: Power Tutbo-Systems, Power Environment
and Power Service with the former Power Sector management layer
removed. The new struciure is reflected in the figures presented in this
section. For further commerciol efficiency, Power Turbo-Systems and
Power Environment have been under the same mancgement line
since February 2004; this will promote grecler consistency of action
towards our cusfomers and increase cooperation between these
Sectors. See as well “Description of Activities - Power Sectors”

On 7 October 2003, the management of our Transport Sector
announced a new organisation, effective as of 1 January 2004,
The Sector is now organised in four infernational regions, with
strengthened cusfomer focus and with clearer definition of respon-
siblity for project execution.

A simpler and more reacfive Group-wide sfruciure has been imple-

mented, with clearer profit and loss accountability in the Sectors.

Empowerment and full responsibility are given 1o the Sector man-
agement with a clearer relotionship between business and country
organisations.

Reorganisation of Infernational Network

and Corporate

Our objective is to both improve efficiency and reduce our over-
heads significantly, notably through the simplification of administra-
tive processes and a reduction of management layers. Some central
functions have been reallocated to the Sectors or eliminated. As o
consequence, the Corporate and International Network organisc-
tians have been reorganised and the number of related employees
reduced. Overall, savings are fargeted fo reach 35% of related costs
os compared with fiscal yeor 2003 on on annual bosis by Morch
2005. Vigorous plans have also been launched in the Sectors
where the target is to save 15% of overhead costs in each Sector
by March 2005. Cn o comparable basis, savings on selling and
administrative expenses for the Group during the fiscal year 2004
reached 9% against the previous fiscal year.

‘to strengthen the risk review process. It meets on a monthly basis.

MD&A
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Stricter risk monagement

We are exercising a sricfer control of the contractual terms and
conditions and the margins in our orders in hand, nofob\y with the
creation of a Central Risk Commitiee headed by the Chairman
and Chief Executive Officer. This committee was set up in March
2003 to review clt major bids and contracts under execution and

We are continuously improving risk management processes in the
Sectors and have set up a project dafabase by Sector dllowing more
efficient central control and follow-up of margins by contracts on @
regular basis.

DISPOSAL PROGRAMME

We made disposals of £2.6 billion during fiscal years 2003 ond
2004 with:

W £473 million of proceeds from the scle of real estate and from
investment in real estate, of which:

During fiscal year 2003:

o £231 million achieved through the disposal of real estate; and
¢ €36 million from the sale of real estate investment.

During fiscal year 2004:

¢ €138 million from proceeds from the disposal of 15 sites, mainly
in France, Spain, Switzerand and Belgium in April 2003;

e £10 million, in July 2003, in respect of the disposal of one
site in France; and

> €58 million received to date for the sale, in the last quarter
of the fiscal year 2004, of recl estate mainly in Valencia
San Vicente in Spain and Saint Cuen in France.

m £2,131 million of proceeds from business disposals of which:
During fiscal year 2003:

¢ €151 million with the disposal of our activities in South Africa
and of our captive insurance company.

During fiscal yeor 2004:

o £970 million of gross proceeds expected from the sale of
our Industrial Turbines businesses (€784 million of proceeds net
of cash sold and costs incurred were received in fiscal yeor
2004, €27 million of net proceeds were received since
1 April 2004, and €125 million are held in escrow);
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= €957 million of gross proceeds from the sale of our T&D
activities, subject to closing adjustments (€632 million
of proceeds net of cosh sold and costs incurred were
received in fiscal year 2004, €89 million were held in
escrow, and €188 million of cash sold and other closing
adjustments are claimed from the acquirer, which is contesting
this amount}; and

< £53 million of gross proceeds from the sale of a codl
power plant invesiment in China ond several minor activitles
{€38 million of net proceeds have been received to dote).

Pursuant to our new financing package and subjec! fo approval by
the Europeon Commission, we have commitied to dispose some
other activities. For more details, please see “Recent Developments”.

Disposal of our Indusirial Turbines businesses
On 26 April 2003, we signed binding agreements to sell our small
gas turbines business and medium-sized gas turbines and industrial
steam turbines businesses in two fransactions to Siemens AG.

MD&A
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to be released o us on 3 May 2004, but fo dote hove not been
received. The remainder should be received on 2 May 2005.

Disposal of sur Transmission & Disiribution (T&D)
activities

The process to dispose of the T&D Sector was announced
on 12 March 2003. On 25 September 2003, we signed a binding
agreement lo sell our T&D activities (our T&D Sector excluding the
Power Conversion business) to Areva for gross proceeds of €957
million, subject to closing cdjustments. This transaction was closed
on 9 Jonuary 2004, except for some minor businesses located in
jurisdictions where transfer procedures are on-going. As of 31 March
2004 we had received proceeds net of cos) incurred of €632 million
from Areva, and a further €89 million were held in escrow to cover
closing adjustments and the value of the businesses still to be trans-
ferred. In oddition €188 million of cosh sold and other closing
adjusiments are clcimed from the acquirer, which is contesting this
amount.

The first transaction covered our small gas turbines business, and
the second transaction covered our medium-sized gos turbines and
industrial steam turbines businesses. In the fiscal year ended
31 March 2003, the Industrial Turbines businesses generated sales

of approximately €1.25 billien and had an operating margin of

approximately 7%. At 31 March 2003, these businesses employed
around 6,500 people.

On 30 April 2003, we announced the closing of the sale of the
small gos turbines business. Completion cf this transaction followed
receipt of a formal derogation from the European Commission
under EC Merger Regulations, allowing ownership of the business
to be transferred to Siemens AG with immediate effect. On 10 july
2003, we announced that the European Commission had granted
formal clearcnce under EC Merger Regulations for the disposal
of both the small gas turbines and the medium gas furbines and
industrial steam turbines businesses.

On 1 August 2003, we announced thol we had completed the
major part of the disposal of the medium gas turbines and industrial
steam turbines businesses. Completion of this second stage of the
disposal followed approval from both the European Commission
and US merger control autherities.

All other minor sites of our Industrial Turbines business have since been
ransferred o Siemens following the complefion of legal procedures relar
ing to competition laws and transfer procedures in cerfain jurisdic-
tions. To date we have received net proceeds of €811 million from
the disposal of these businesses and an additional €125 miflion is cur-
rently being held in escrow to cover certain postclosing adjustments
and indemnities, if any. €62 million of these escrowed amounts were

PROGRESS ON SPECIFIC OPERATIONAL PROBLEMS

GT24/G726 heavy-duty gas turbines

GT24 and GT26 gas turbines, with outputs of around 180 MW
and 260 MW, respectively, are the largest of our extensive range
of gos turbines. The technology was originally developed by ABB
in the mid-1990s, with most sales made prior to the acquisition by
ALSTOM. At the start of the commercial operation of the second
generation, or “B” version furbines, in 1999 and 2000, o number
of technical issues were identified, indicating that the turbines would
not meet contractual performance obligations. For o discussion of
the history of the GT24/GT26 gas turbines and the issues that we
have faced with these products, see Note 20 to the Consolidated
Financicl Statements.

We have implemented several technical improvements to the
turbines, which generally permit flexible and relioble operation of
the fleet. Cumulative plant reliability since start of commercial
operation is now 97% for the GT24/GT26 fleet. Operational
reliability and flexibility are important factors for our customers,
particularly for those in merchant markets.

Our confidence in the technology is being reinforced by major
progress achieved to date. Modifications aimed at delivering
enhancements to ouiput and efficiency have been designed,
validated, tested and are being implemented as follows:

> compressor mass flow and efficiency increcse for G724 and
G126, with increased electrical output. It has been successfully
implemented on eight engines in Mexico, USA, Spain, UK and
reland, totalling 25,000 hours of operation.




2003-2004

32

The fleet lead unit, with the new compressor, has now been
in operation for more than 8,600 hours. This compressor
is now part of the standard design for new engines;

& dual Fuel Capability - Successful demonstration in operation.
The sysiem is now available for commercial opplication on
both existing and new gos insiallations;

s lifetime Package — eight engines have been fitted with a blade
improvement package, and after 7,000 hours of operation on
the lead unit, inspection shows a fully satisfactory behaviour.
The eight units have now accumulated more than 32,000 hours
of operation.

The 74 machines in service today had accumulated over 900,000
operating hours at high reliability levels.

As a consequence of the technical improvements implemented on
our GT24/GT26 gos turbines, we are now back in the large gas
furbine market. The successful remarketing of the GT26 machine
was demonstrated by the securing of a significant contract for three
GT26 tyrbines in Spain for Gas Natural. This contract, awarded
by a cusfomer who is already operating ALSTOM GT26 gas
turbines, is @ significant sign that both technology and performance
are now fully in line with customer expectations.

The commercial situation with respect to the 80 GT24/GT26 gas
turbines initially sold continues to improve: as of today, 74 units
are in commercial operation {73 as of 31 March 2004}, one is in
commissioning {two as of 31 March 2004, one is in construction
ond for four units the contract has been concelled.

Today, we have reached commercial seflements for 64 units out of the
76 sold. Under agreements covering to date 20 of the units {22 as
of 31 March 2004}, the Group is committed to or otherwise has
the opportunity to make upgrade improvements within agreed time
periods. The other units in commercicl operotion are either in
normal warranty or have had these warranty periods expire. All of
the cases of client litigation which offected seven unifs as of March
2003 are now resolved vio sofisfoctory commercial sefflements.
There are commercial disputes involving contractual arbitration
ongoing with respect o two projects for which the customers have
accepled the turbines, but allege that contractual penalties are due
in amounts contested by the Group.

Cash ouflow related to the GT24/GT26 gas turbines over fiscal
year 2004 ot €766 million has decreased as compared with
£1,055 million in fiscal year 2003 and was befter than ine
£800 million expected. We expect our cash outflow related to the
GT24/GT26 gas turbines issue to be around €500 miflion and
€200 million in fiscol years 2005 and 2006 respectively.

As of 31 March 2004, we retained €738 million of related
provisions and accrued contract costs compared with £1,655 million
s of 31 March 2003, both affer toking info account an exposure,
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which we consider will be mitigated by appropriate action plans. As
of 31 March 2004, the exposure to be mitigated of €454 million
had been reduced by €220 million to €234 million. This reduction
included a €28 million related to changes in exchange rates,
€176 million of achieved mitigation acfions and certain planned
mitigation actions which did not materialise resulting in a corespon:
ding €16 million charge to our operating income for fiscal year 2004,

Actual costs incurred may exceed the amounts of provisions and
accrued contract costs refained at 31 March 2004 because of a
number of faciors, including cost overruns or delays the Group
may incur in the manufacture of modified components, the imple-
mentation of madifications or the delivery of modified turbines and
the outcome of claims or litigation made by or against the Group.

UK Trains

With respect to the UK regional rains, 119 have been delivered
and are now in service. Support for these is being provided through
warranty commitments ond under long ferm maintenance contracts.
On the West Coast Main Line confract, 41 of the 53 trains have
been delivered in line with the customer’s revised expectations. On
completion of the WCML contract expected in September 2004,
our UK new build activities will be halted as we will convert to a
substantial service/maintenance base in the UK.

Lifigation over the WCML contract has recently been suspended
pending on-going sefflement discussions. At 31 March 2004,
provisions of €41 million are reloined in respect of UK Train equip-
ment supply contracts. For more detail, see “Transport” further in this
section.

RESTRUCTURING AND COST REDUCTION
PROGRAMMES

We have launched restruciuring and costreduction programmes
necessary to adapt our organisation and industrial base to current
market conditions. We consider these programmes to be vital, cs
we believe that the power market downturn is sef to confinue for
some years before refurning to a longterm fundomental growth
irend. We expect that these programmes will improve our opera-
fional performance.

As we have accelerated our restructuring plans, we have accrued
significantly more related charges in fiscal yeor 2004 than in fis-
cal year 2003, and have exceeded the amouni that we had
expected to accrue in 2004. Our total restructuring experses
were €655 million in fiscal yeor 2004, of which €213 million for
Transport, €147 million for Power Tutbo-Systems, €83 million for
Power Service including for the losssmaking activities fransferred
from the former Industrial Segment, €85 million for Corporate and
Power Conversion including the resfructuring of the former Power
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Sector monagement loyer, and €58 million for Power Environment,
as well os €64 million for T&D.

Following continuous menitoring of our activities, we larget a reduction
in our workforce of opproximaiely 8,400 employees worldwide
principally over fiscal years 2004 and 2005 through restructuring
plans. Of the reduction in headcount, approximately 2,300 positions
are outside Europe {mainly in the US ond in Asia) and 6,100 positions
are in Europe. '

We have complefed or well advanced the information and consul-
fation with frade union representatives regarding the consequences
of these overhead reduction and industrial restructuring plans. The
implementation of the plans is on going.

The tofal reduction in headcount related to these restructuring plans
impacts Power TurbarSystems for approximately 3,200 employees,
Transport for approximately 2,500 employees including
the announcement in February 2004 of the closure of the manufac:
turing facility in Birmingham in the UK, Power Environment
for approximately 1,100 employees, Power Service for around
1,100 empleyees, and Corporate headquarters and other activities
for around 500 employees. In most restructuring plans, we have
reached an agreement with the unions on the socicl conditions of
the plans, even if plans triggering the closure of plants are in some
cases difficult to implement. Nofably during the fiscal yeor 2004,
we experienced some work stoppages in France but with fimited con-
sequences on our activity. We expect to complete all the announced
plans by the end of fiscal year 2005, subject fo information and
consultation procedures. We have not implemented restructuring
plans in our Marine Sector, where some staff reduction has occurred
by natural atirition {retirement, early retirement). Further adjustments
of the workforce in this Sector are currently being considered.

During fiscal year 2004, the workforce in the current porifolio of
activities has been reduced by opproximately 4,500 employees
through restructuring plans and by an additional 1,000 through
normal aftrition or actions.

2003 FINANCING PACKAGE

The key terms of the financing package, announced and fully
implemented in fiscal year 2004, are described below. In May
2004, we announced a new comprehensive package, which will
amend in part certain aspects of the preceding one.
This new financial package is described below under “Recent
developments”.

As port of our 12 Morch 2003 stategy ond action plan, we
reporfed that we needed to strengthen our financicl base by
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conducting o capital increose and refinancing our debt. In the
months following the announcement of our new plan, however,
the markets for our products and services continued to deferiorate,
resulling in reduced levels of orders. Furthermore, problems in
obtaining bonds due to & general tightening of the bond market and
concerns wilhin that market cbout our financial posiion exacer
bated the deferioration in our order intake. Our worsening financial
situation made negotiations with our main lending banks in connec-
fion with the proposed renewal of our credit lines and the capitel
increase more difficult. By the end of July 2003, we faced the risk
of not being able to meet our shorterm financial commitments,
which led us 1o renegotiate with more than 30 of our banks with
the support of the French State. We reached agreement on a
financing package for the Group, which was designed to provide
adequate long-term financing and shorterm liquidity.

This initial financing package included measures amongst ofhers that
would have necessorily led to o porticipation by the French Stale
in the capilal of the Company. We were informed that the French

State had notified and provided information to the European

Cemmission relating to its commitments under the proposed financing
pockage on 8 and 14 August 2003, pursuant to European
Community laws. As a result of this notification, the European
Commission began a preliminary examination of the French State’s
measures described in the August notification. The uncertainty
generated by this situation substantially worsened the concems of
our customers and suppliers as to our financial stability and long term
viability, and negalively impacted our commercial activity
and sources of liquidity. Foifowing the European Commission's pre-
fiminary examination of the French State’s measures described in the
August notification, it opened a formal investigation procedure

under Article 88(2) of the EC Treaty on 17 September 2003.

When opening this procedure, the Commission stated that it
believed the conditions for the issuance of an injunction were
present pursuant to applicable EU regulations. Specifically, the
Commission threatened 1o oppose the implementation of certain
parts of the financing package regarded as “ireversible” uniil it had
reached a final decision on their Siate aid legiiimacy and compafibility
with the common market regulations. On 17 September 2003, the
Commission announced that it had authorised the Competition
Commissioner to issue an injunction unless the French authorities
agreed not fo parficipale in measures that would cutomatically
and ireversibly result in the French State’s participation in our equity
capital prior fo clearance by the Commission of the financing
package.

As a consequence, we entered into new discussions with our banks,
the French State and the European Commission towards designing
o revised package to mest our financial needs while complying with
European Commission requirements.
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On 22 September 2003, we announced that we had reached a
revised agreement on our financing package. While this revised
package s still subject to European Commission review, the
Commission announced that it did not intend to issue an injunction
against any ports of the package, cnd the implementation of the
related transactions was able go forward without delay.

On 8 November 2003, the European Commission announced
formally in the Official Journal of the European Union, that it was
extending the procedure, opened on 17 September 2003, to deter-
mine whether the package is compatible with the common market.

The revised financing package included the offerings described
hereunder, approved by our shareholders at an Ordinary and
Extraordinary Meefing held on 18 November 2003 and completed
in November/December 2003.

o £300 million capital increase. The capital increase involved
the subscription of shares reserved to o group of banks, with
the simultaneous disfribution of free warrants fo existing
shareholders allowing them to purchase the shares subscribed
by the banks. The subscription price for the shares and the
exercise price of the warrants was €1.25 per share;

° £300 million of subordinated bonds with @ 20vear maturity

issued to the French State, which will be automatically

reimbursable with shares upon the approval of the
reimbursement with shares by the European Commission

("TSDD RA" or fitres subordonnés & durée déterminée

remboursables en actions). These subordinated bonds are

carrying an annual interest rate of 2% until a decision of the

Eurcpean Commission is cbiained, ot which point (if the

decision is negative) the rate will be adjusted to EURIBOR plus

5%, of which 1.5% will be capitalised annually and paid

upon reimbursement, The issue price for each bond was

£1.25, and each bond is reimbursable with one share,
subject fo anli-dilution odjustments;

£200 million of subordinated bonds with a 1 5year maturity

have been issued to the French Stafe {“TSDD” or titres

subordonnées & durée déterminée). These subordinated bonds
are carrying on interest rate of EURIBOR plus 5%, of which

1.5% is capitalised annually and paid upon reimbursement;

and ‘

on issuance of €901 million of bonds mandatorily

reimbursoble with shores {ORA] with preferential subscription

rights for existing shoreholders, which was underwritten by

o syndicate of banks. The issue price of the ORA was

£1.40 per bond, representing 100% of each bend's principal

amount. The ORAs are to mature on 31 December 2008.

Each ORA s reimbursable at maturity with one share, subject

to anti-dilution adjustments. ORA holders have the right to

receive shares prior fo maturity, based on the same ratio.

L3
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As at 31 March 2004, 535,064,016 bonds had been
reimbursed with shares, representing 83.11% of the bonds
issue and @ cepital increase of €668,830,020 [nominal
amount).

Assuming that the European Commission approves the
reimbursement with shares of the TSDD RA, the French State
would own 18.5% of our shares and voting rights following the
reimbursement of the TSDD RA, before taking into account the
remaining conversion or reimbursement of the ORAs. Assuming
the full reimbursement of the ORAs, the French State would own
17.1% of our shares and voting rights.

The revised financing package also included:

« subordinated loans with 5~vear maturity totalling

€1,563 millions ["PSDD" or prét subordonné & durée
déterminée]. The banks provided €1,263 million of the
total amount of these subordinated loans, with the remainder
provided by the French State. The rate of inferest on these
subordinated loans is EURIBOR plus 4.5%, of which 1.5%
is capitalised annually and paid upon reimbursement.

The Subordinated Debt Facility Agreement relafing to these
loans was entered into on 30 September 2003; and

a bonding guarantee facility agreement of €3,500 million
provided by a syndicate of banks to support our continued
commercial activity. A French Statecontrolled financial
institution provided counter guarontees of 65% of the
aggregate amount of these bonds. This facility was entered
info on 29 August 2003 and was amended on 1 October
2003 cnd amended and restated on 18 February 2004,

&

Pending our receipt of proceeds from the financing package and
the disposal of our T&D activities, our shortterm liquidity was
supperted through the purchase of commercial paper (billets de
trésorerie} by a syndicate of banks {for €120 million), and the
purchase of commercial paper by the Caisse des Dépéis et
Consignations, a financial institufion confrolled by the French State
{for €300 million). This commercial paper is rolled over until January
2005. A syndicate of banks financed the early reimbursement to
us of €180 million of debt due to us from two special purpose
entities in connection with Marine vendor financing.

Furthermore, the Caisse des Dépdts et Consignations hod also
commitied to provide us with up to €900 million in commercicl
paper financing which was reimbursed in its entirety by the end of

January 2004,

For information about our liquidity prfile, please see “liquidity and
Capital Resources ~ Maturity and Liquidity” below.
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Capital increase ond issuance of bonds
mandatorily reimbursable with shares (ORA)

The capital increase reserved fo banks was completed in November
2003. Pursuont to this offering, 239,933,033 new ALSTOM
shares were issued at the price of €1.25 per share. The net
proceeds of the offering amounted to €299, million.

The issuance of bonds mandalarily reimbursable with shares was
completed of the same time. Pursuant fo this offering, 643,795,472
new ALSTOM bonds were issued at the price of €1.40 per bond.
The net proceeds of the offering, after deducting underwriting and
other discounts and commissions and expenses, amounted to
€884 million. As at 31 March 2004, 535,064,016 million of
bonds have been reimbursed into shares.

ALSTOM:s share capital was composed of 1,056,657,572 shares
os at 31 March 2004, and 108,731,456 bonds remain fo be

reimbursed with shares.

Bending faciiity

This €3.5 billion bonding focility provided by a syndicate of banks
and countes-guaranteed for 65% by o French State-controlled
institution is not revolving and as at 31 March 2004, €2,312 millien
of the total amount has been used.

This bonding facility is likely to be fully drawn during the summer
2004. To address this situction, we are currently attempting, through
discussions with our main banks, to secure new sources of bonds
under new terms and conditions and to procure some bonds on @
case by case basis.

For more details, please see "Difficulties in securing new sources of
bonds may jeopardise our ability to obtain new orders and o
receive advances and progress payments from customers” in the
section "Risk factors”.

Europeun Commission

The European Commission {the “Commission”) opened @ formal
investigation in September 2003 to determine whether our financing
package, the sale of our T&D Sector to Areva and certain other
transactions enfered info with entities confrolled by the French State
contain elements of State aid that may be incompatible with the
common market rules.

For more details, please see “The European Commission may find
that elements of our financing plan implemented in...” in the
section “Risk factors”.

MD&A
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MDE&A §
GENERAL COMMENTS

GENERAL COMMENTS ON ACTIVITY AND RESULTS

KEY FINANCIAL FIGURES

The following tables set out, on a consolidated basis, some of our key financiol and operating figures:

TOTAL GROUP ACTUAL FIGURES

P YEAR ENDED 31 MARCH % varigtion % variation
March 03/ March G4/

fin € miflion} 2002 2003 2004 - March 02 March 03

Order bockleg 35,815 30,330 25368 {15%) (16%)

Orders received 22,686 19,123 16,500 (16%) (14%)

Sales 23,453 21,351 16,688 ¢ (9%} [22%)

Operating income 941 (507) 300 i

Operating margin 4,0% (2.4%) 18% =

EBIT 487 {1,129) {871}

Copital Employed ™ 6,688 4,949 2,560

Capiial expendilures (550) 410 (254)

Free Cash Flow ! (1,151) [263) {1,007}

TOTAL GROUP COMPARABLE FIGURES @

P YEAR ENDED 31 MARCH i i % variation % veriction
; March 03/ March 04/

fin € million) 2002 2003 2004 March 02 March 03

Order backlog 32,085 26,589 25,368 0 (17%) 15%)

Orders received 17,089 16,366 16,500 i (4% 1%

Sales 18,282 18,531 16,688 i 1% {10%)

Operating income 698 {543) 300 ﬂ

Operating margin 3.8% (2.9%) 18%

{1] See "Change in business composition and presentation of our accounts, nonGAAP measures ~ Use and reconciliation of non-GAAP financial measures”.

BTN

{2) Adjusted for changes in business composition and exchange rates. See "Change in business composition and. presentation of our accounts, non-GAAP measures ~

Compoarable bosis”.

GENERAL COMMENTS ON ACTIVITY

During fiscat year 2004, we continued to face market uncertain-
fies, and, more generally, a weak global economy. Concerning our
Sectors' markels, power generation new equipment remained at his:
torically low levels with no significant rebound foreseen although
some positive signs have been observed with respect o gas and
sleam equipment in Europe, the Middle East and Asia. Growth driv-
ers remain solid in the environmental markets with increasing
demand due fo new emission regulations in Europe and the US and
to new boiler and hydro equipment needs in Asia and lotin
America. The power service market remained sound despite

reduced volumes in the US construction business and fiercer com-
pefifion on some Operations & Maintenance [O&M) business. The
transport market remained relatively healthy, but as o whaole lower
than the record level of the previous year. The cruise-ship market is
still uncertoin, but we expect it to recover, though the timing of such
a recovery is unclear.
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ORDERS RECEIVED AND BACKLOG

The Group’s commercial cctivity for the first half of fiscal year 2004
was significantly impacted by customer uncertainty as to cur finan-
cial future, as well as by difficullies in issuing contract bends.
We reported in November 2003 that orders received in the first half
of fiscal year 2004 had decreased by 23% compared with the first
half of fiscal year 2003 on a comparable basis {decrease by 29%
on an actual basis). The second half of the fiscal year showed a
significant recovery of confidence from our cusiomers following the
implementation of our financing package. !t translated info strong
rebound in our commercicl activity with major orders in all Sectors
and an increase in orders received by 34% in the second half of
fiscal year 2004 as compared with the second half of fiscal year
2003 on a comparable basis {an increase of 6% on an actual

* basisl. As a consequence, for the Rl year orders received were

€16,500 million, an increase by 1% when compared with fiscal
year 2003 on o comporable basis {o decrease of 14% on an
octuo! basis).

Our backleg was €25,368 million at 31 March 2004, representing

approximately 18 months of sales.

SALES

On an actual basis, sales decreased by 22% in fiscal year 2004
as compered with fiscal year 2003, This decrecse was due fo the
decrease in orders received in fiscal year 2003, mainly as a result
of the strong decline in Power Turbo-Systems as well as to the
disposal of our Industrial Turbines businesses and T&D activities
and the decline of the US dollar against the Euro.

On o comperable bosis, soles decreased by 10% compared with
fiscal year 2003.

OPERATING INCOME

On an actudl basis, operating income in fiscal year 2004 was
€300 million or 1.8% of sales. This low level of operating margin
in fiscal year 2004 was mainly due lo:

= the lower level of sales which was not fully offset by the
corresponding decrease in operating expenses since the
restructuring plans launched in fiscal year 2004 had not
et had @ material impact; and

o charges amounting to €102 million for our Transport Sector
and lo €108 million for our Power Environment Sector as o
result of additional provisioning following review of specific
difficult projects in the US.

MD&A
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NET INCOME/LOSS

Net loss after goodwill amortisation was €1,836 million os a result
of the low level of operating income, high financial expenses
{€£460 million), on exceptionally high level of restructuring charges
(€655 million), current tax charges and writeoff of deferred tax
assets due to valuation allowance.

FREE CASH FLOW

Our free cash flow was €(1,007] million in fiscal vear 2004 as o
result of:

> cash outflows of €766 million on the GT24,/GT26 gas
turbines {as compared with €1,055 million for fiscal year
2003 and betier than the €800 million expected for fiscal
year 2004},

o higher restructuring ond financial expenses, which were
partially offset by

» the improvement of our working capital mainly due to
the significant reduction of cur overdue receivables and
higher customer deposits resulting from the rebound in orders
received and the recovery of confidence from cur customers.

Our free cash flow profile o €(674) million in the first half of fiscal
year 2004 and £€(333] million in the second half, of which cash
oufflow for the GT24/GT26 was respectively €394 million and
€(372] million, showed an improvement in the second half of the
year. In the first half working capital deferiorated and this was
corrected after the anncuncement of our financing package during
the second half of fiscal year 2004.
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RECENT DEVELOPMENTS

The seciion below was esiablished on 25 May 2004. Since this date,

we have signed on 27 May 2004 an agreement with the french Stote

ard our main banks in relation to cur financing packege, pursuant fo which:

o the French State has committed fo subscribe to the capital
increase and to convert into equity up to €500 miffion of debt
as described below,

# our main banks hove committed o participate o the bonding
programme and fo underwrite the capital increase as described below.

The decision of the European Commission is now expecled in early

summer 2004.

See “Other Information — Exiract of the Agreement dated as of

27 May 2004".

NEW FINANCING PACKAGE

The financing package that we concluded in September 2003 and
that was implemented in fiscal year 2004 was an important step

forward in reducing our debt and represented a sound foundation

for the strengthening of our balance sheet. The September 2003
financing package allowed customers and suppliers to regain
canfidence in our preducts and services as expressed by our
levels of new orders, and creditors in our capacity to reimburse credit
lines maturing in fiscal years 2004, 2005, and 2006, and 1o issue
bonds to cover our commercial needs. Nevertheless, the Seplember
2003 financing package did not fully resclve some of our structural
weaknesses, and we are still facing three difficult issues:

o debt and financial expenses remain too high,

s we need access to increased contract bonding to meet our
current and projected future levels of commercial activity, and

» we lack stability in our shareholder base that results in high
volatility of our share price.

To address these three issues, we infend to launch a new financial
package covering the following items:

@ g bonding progremme qiming at covering our needs for the
next 2 years,

© ¢ capital increase by a rights issue of between €1.0 billion
and €1.2 billion, in which the French State has indicated its
readiness 1o subscribe to a capital increase of €1 billion in
proportion of its preferential subscription rights resulting from
the reimbursement of the TSDD RA,

¢ an optional debtorequity swap of between €500 million
and €1.2 billion, including €500 million from the French
State, provided that the French State’s participation in our
equily or voling righls would not exceed 31.5%.

MD&A
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The french Stote would become an important shareholder to accom
pany ALSTOM recovery and would have Board representation.
This global financing package, which amends the plan as described
above under the heading “2003 finoncing Package”, has yet to be
opproved by the European Commission. Its approval will be subject
to certain commitments, also described below, made to the Commission
by the French State and to the French State by us. We expect o
decision before the end of June 2004, prior fo our Annual General
Shareholder's Meeling convened on 9 july 2004 on second call.

Bonding Programime fo cover our needs

far the nexi rwe yeurs

We intend to launch the syndication of a secured bonding guaran-
tee fociliy programme, which would have a maximum target limit
of €8 billion. This programme would include the bonds issued
under the bonding line of €3.5 billion provided last summer by o
syndicate of banks and counter guaranteed by a French State-
guaranteed financial institufion and new bonds to be issued over
the coming two years. The bonds under this progromme would
benefit from o €2 billion guarantee package consisting of:

« a first loss guarantee in the form of collateral provided
by ALSTOM Heldings for £700 million fout of the proceeds
of the capital increase described below); and

s g second rank security for o tofal amount of €1,300 million
covering second losses in excess of the cash collateral, in the
form of guarantees, given by a French Stateguaranteed institution
for €1,250 million, in replacement of the guarantee granted on
the €3,500 million bonding line mentioned dbove, and the
remainder (€50 million} by a group comprising our core banks.

This programme is revolving: any bond expiring releases capacity
to issue new bonds within the €8 billion limit.

We are under advariced negotiations with our core banks for the
participation in the programme for a volume of up to €6,600 million,
which we expect would caver approximately 75% of our fore-
casted bonding needs for the next two years. The remaining por-
fion would be syndicated among other selected financial institutions.
Depending on the outcome of the syndication, we currently expect
this programme would cover our bonding requirements for o period
of 18 months to two years.

Conversion of the TSDD RA

Under the financing package announced in September 2003, the
French State subscribed to €300 million of subordinated bonds
reimbursable with shares with a 20-year maturity (TSDD RA). As
pert of this tinancing package and upon approval by the
European Commission, these bonds will be automatically reim-
bursed with shares, giving the French State an equity participa-
tion in ALSTOM of aporoximately 18.5% [based on the share
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eédpital as of 31 March 2004). This should occur prior to the
capital increase described below.

New capital increase

We intend o raise between €1.5 billion and €2.2 billion through
a capifal increase by way of a rights issue and o debtforequity
swap s follows:

Capital increase of between €1 billion and £1.2 billion:

= A new capital increase up to €1.2 billion would involve
the distribution of preferential subscription rights to exisfing
shareholders allowing them to subscribe new shares. The French
State has indicated its readiness fo subscribe to this copital
increase by exercise of its preferential subscripfion rights = up
to approximately €185 million {its pro rata subscripfion in an
assumed copital increase of €1 billion]. We are under
advanced negofiations with our core banks for the underwriting
of £1 billion of the copital increase, less the French State's
pro rata portion.

Conversion inio equity of between €500 million and €1.2 biflion
of existing debt:

= The conversion of up to €500 million of debt by the French
State, comprised of up to €200 million of subordinated
bonds with a 1 5vyear maturity subscribed by the French State
(“TSDD"}, and up to £300 million of the €1,563 million
subordinated loan with @ 5-year maturity {"PSDD"), provided
that its equity participation or voting rights in ALSTOM do not
exceed 31.5%.

o

The opfional conversion of an aggregote amount of existing
debt of up to €700 million This conversion would be
proposed fo our lenders other than the French State, parties
to the CDC Finance- CDC- ixis bilateral facility (€200
million], the syndicated credit facility (€721.5 million] and
the PSDD.

The maximum amount proposed for conversion by our lenders
would be reduced accordingly should the rights issue exceed
£ billion.

The subscription price for the conversion of debt info equity will
exceed by 25% to 35% the subscription price for the capital increase
fo be subscribed in cosh.

Resolutions regarding the capital increcses will be submitted for
approval at ALSTOM's Ordinary and Extraordinary Annual General
Meeting of shareholders convened on @ july 2004 on second
call. The timing, terms and final amount of the capital increases
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would be decided by our Boerd of Directers, and would depend
on market conditions and the willingness of our creditors to convert
their debt.

The debt equity swap programme requires waivers ond/or amend-
ments to the facilities ond the TSOD and we are seeking the different
lenders’ and banks’ consent.

impact on our bolance sheet and liguidity

The combined new capital increase ond conversion of the subor-
dinated bonds and loan, if opproved ond if the optional canversion
is fully subscribed, would increase our equity by €2.5 billion and
decrease our debt by €1.8 billion, as part of the capital increase
would be cllocated to the €700 million cash collateral for the
bonding programme, providing us with a stronger balance sheet.
As of 31 March 2004, our shareholders' equily including minor-
ity interests was €37 million and our net debt was €2,906 million.
Restated as of 31 March 2004 to illustrate the impact of the new
global package if approved by the European Commission and our
banks, our equity would be €2,597 million and our net debt would
be €1,106 million.

Lommitments

To secure the European Commission’s approval of our new financ:
ing plon and the September 2003 financing package, the French
State has agreed, in cooperation with the Group’s management,
to a number of significant commitments. These commitments will take
effect if the European Commission gives its formal approval to both
our refinancing plans.

As part of this agreement, we would commit not to make any
significant acquisitions in the Transport Seclor within the European
Union over the next four years and to dispose over the next two years
of businesses representing approximately €1.5 billion in sales.

We have announced that half of our disposal commitment would
be fulfiled by selling the following activities:

° our freight locomotive business in Valencio, Spain,

e our Transport Sector's acivities in Australia and New Zecland, and

& our industrial boilers business, which is port of our Power
Environment Sector.

The rest of our commitment, representing €800 million of annual sales
would be fulfilled by disposing of acfivities yet 1o be identified.

We would dlso agree to enter into a 50-50 joint venture in our
Hydro business within the next few years.

Finally, we would commit to implementing, within the next four
years, indusirial parinerships concerning o significant part of our
aclivities to ensure our future development.
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COVENANTS

Qur £3,500 million bonding focility ogreement, €1,563 million
subordinated debt facility agreement, syndicated credit facility,
currently in the amount of €721.5 million, ond cerfain of our other
financing agreements include requirements that we maintain
complicnce with pre-established financial ratios, or covenants.

These covenants are described in Note 22 to the Consolidated
Financial Statements as of 31 March 2004.

On the basis of our consclidated accounts as of 31 March 2004,
we would have failed to comply with the financial covenants
"Consclidated Net Worth” and "EBITDA”. We have requested
and obtained on 26 April 2004 from our lenders the suspension
of covenants until 30 September 2004 and we aim to renegotiate
new financial covenants before that date.

DISPOSALS

We have received in April 2004, nef proceeds of €27 million from
the completion of the disposal of the minor US businesses of Indusirial
Turbines.

OUTLOOK

The timing of recovery in the power generation equipment and
cruise-ship markets remain uncerlain over the short to medium-term
even if we foresee some positive developments, while we believe
that the transport market should remain sound. We expect overall
demand in power generafion equipment to remain generally low
over the coming months but we believe that market fundamentals
should lead, in the medium 1o long-term, to growing demand for
both new equipment and service.

However, markets are highly uncertain and we are exposed to the
risks related to execution of large coniracts, which have in the
recent past impacted strongly our performance. Moreover, we are
still kacing uncertainties related to obtaining further bonding facilifies.
For infernal planning purposes, on the basis of the current portfolio
of activities, ond with the ossumption that bonding facilities ore ovail
able to us, we have set a number of financial objectives. On a com:
parable basis, we aim to mainfain the positive trend in orders
received achieved in the second half of the year and fo exceed in
fiscal year 20035 the level realised in fiscal year 2004. On the basis
of our assessment of current market conditions and backlog, we aim
to hove our sales {on a comparcble bosis) around the some level
in the fiscal year 2005 when compared with fiscal year 2004,
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generally reflecting the lower level of orders received in fiscal year
2003 mainly in the former Power Sector and Marine. We aim to
reach an operafing margin between 3.5 and 4% in fiscal year
2005 We aim fo reach by fiscal year 2006 consclidated sales of
approximately €15 biflion on our current scope of activities fexclud-
ing our Industrial Turbines and T&D businesses|, which are subject
to @ possible reduction depending on the timing of the disposcls
requested by the European Commission, and an operating margin
of 6%. Our ability to meet these objectives depends on a number
ot factors, including notably the results of our restructuring ond cost:
reduction programmes {we aim to record approximately €300 million
of additional restructuring chorges in fiscol year 20035, ond our goal is
to sove approximately €500 million on an annual basis beginning
in fiscal year 20006), the recovery in our Turbo-Systems Sector,
definitive resolution of our GT24/GT26 gas turbines issue, the
improvement in operafing margin in the Tronsport sector with a
goal of 7% (based on the strategic objectives described below), the
proper execution of our large contracts and the progressive growth
in our businesses of the more profitable aftersales service and
maintenance. Ve are taking the following steps by Sector to reach
our acfion plan objectives announced on 12 March 2003:

B Power Turbo-Systems: Major restructuring plans are under-
way to adapt our industricl capacity to the new equipment
market downturn and to cut losses and breakeven on an operating
income level in fiscal year 2006, notably by definifively resolving
the problems encountered in the GT24/GT26 gos turbines and
by reducing exposure 1o turnkey plants projects;

B Power Service: We expect that this market will continue
to grow and we aim to develop our services based on our
current fleet and by targeting third-party fleets. We intend also to
develop services in the GT24/GT26 gas turbine market. We
hope to maintain our operating margin at 15% or improve our
margins by costeutting measures (quality control, reducing sourcing
cosfs, savings on overheads] as well as by the evoluticn of our
porticlio of businesses towards highermargin segments;

B Power Environment: Our business plan consists principally
of seizing profit opportunities on certain fargeted markets, such
as environmenta! contral and smaller sized hydro power projects
as well as by benefiting from overcll growth in the Asion markets,
especiclly Chino. We plan lo improve our current margin level
by cost reduction progrommes {restructuring, cost savings,
quality of project execution) as well as by improvement in our
business portfolio;

B Transport: Soles should increase based on the strong order
backlog which represented 3 years of sales ot 31 March 2004,
Bosed on this order backlog and additicnal orders we target,
our objective is fo reach an operating margin of 7% due
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to improvemenls in contract execution, restructuring plonts with
overcapacity and reducing overheads;

B Marine: We are working on rebuilding our order backloag by
toking orders for cruise ships ond other complex high value-
odded ships and will endeavour to improve the ability of the
Chontiers de I'Allantique site o manage o lower level of octiv-
ity by @ number of measures including @ reduction in the work-
force if necessary;

B Power Conversion: Our objeclive is to increase significantly
the performance of this business.

We have also set infernal objectives with respect to our free cash

flow. We expect our free cash flow to be negative through the end

of fiscal year 2005 (approximately €1400) million) due to the
expected cash outflows linked to the GT24,/GT26 gas turbines,
which will continue in fiscal year 2005, os well as significant
restructuring expenses. Qur objective is to achieve positive cash flow

in fiscal year 2006.

The foregoing are “forwardHooking statements, “ and as a result they
are subject to unceriainties. The success of our sirategy and action
plan, our sales, operating margin ond financial position could
differ materially from the goals and targets expressed above if any
of the risks we describe in “Cautionary Note Regording Forward-
looking Statements” and “Risk Factors”, or other unknown risks,
materialise. In particular, our ability to achieve our objectives
depends, cmong other things, on the European Commission approv
ing our financing package without requiring us to modify our business
significantly, ie not requiring any disposal of core activities, our finan-
cial position allowing us to obtain additional or extended sources
of bonding, our meeting some of the financial covenants in our
financing agreements and our success in negotiating some new
covenants, our achieving the objectives of our restructuring plans,
our resolving successfully performancerelated issues, our managing
working copital effectively, our avoiding adverse effects relating to
the credit of our customers.

MD&A
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CHANGE IN BUSINESS COMPOSITION AND PRESENTATION OF OUR ACCOUNTS,
NON-GAAP MEASURES

CHANGES IN BUSINESS COMPOSITION

Our results of operations for the three years ended 31 March 2002, 2003 and 2004 have been significantly impacted by the acquisi-
tions and disposals described below. The table below sets out our main acquisitions during the pericds indicated. Sales and numbers of
employees are presented for the fiscal year preceding the acquisition, except as otherwise indicated.

Country/ % of shares Sales Number of

Companies/Assets acquired Sectors Region ccquired {in € million) employees
» Fiscal year 2004
Innorail Transport . France o 100% 7 7
p Fiscal year 2003 e : By N .
Fiat Ferroviario " Tronsport faly Remaining 49% , ‘

" “Farhom™ T&D United Kingdom ’ Assets 5 S 62
» Fiscal year 2002 ‘ ‘ ‘
Bironics, Inc. T&D K United States C o 100% 13 &0
Railcare Uid Transport United Kingdom - 100% 53 633

Ansaldo Coemso SA T&D/Power Brozil 100% 40 516

{1} Fiat Ferroviaria consolidated with effect from | Oclober 2000.

The toble below sets out our main disposols during the periods indicoted. Soles ore presented for the fiscal yeor preceding disposal.

Country/ % of shares Sales Number of
Componies/Assets disposed Sectors Region . sold {in € million) employees
i Fiscal year 2004 '
T&D Sector 8D ) Worldwide . 100% 3,082 28,182
Industrial Turbine activity Power ' Worldwide “100% 1,268 L6397
Schilling Robofics Power Convetsion USA o 100% - 14 54
AP Chaudieres Industrielles Power:Environment France C 100% 33 209
Figlec shares Corporate Ching ‘ 40% :
v Fiscal yeor 2003 :
Cperations in South Africa Al Sectors South Africa Q0% 170 4000
AP Insurance Ud. All Sectors Switzerland 100% 28 0
Brazil Services 18D Brazil . 51% Q Q]
Réducteurs de Mesures 180 aly Assefs 7 98
# Fiscal year 2002 _ ' '
Confracting Sector Contracting World-wide 100% 2,485 23,797
GTRM Transpor! United Kingdom 5% 229 4,203

ALSTOM Power Boilers Powar ~ = " France < 100% 124 R L
Waste to energy} business I . : . i
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Disposol of our Industrial Turbines businesses

On 26 April 2003, we signed binding agreements to sell our
small gas turbines business and mediumsized gos turbines and
industrial steam turbines businesses in two transactions to Siemens
AG. On 30 Agril 2003, we announced the closing of the sale of
the small gas turbines business. On T August 2003, we announced
that we had completed the major part of the disposal of the medium
gas tutbines and industrial steam turbines businesses. All other
minor sites of our Industrial Turbines businesses have since been
transferred to Siemens following the completion of legal proce-
dures relating to competition laws and transfer procedures in
certoin jurisdictions.

Disposat of our Trans:
activities

On 25 September 2003, we signed a binding agreement to sell

our T&D activities [our T&D Sector excluding the Power Conversion
business} to Areva. This ransaction was closed on @ January 2004,
except for some minor businesses located in jurisdictions where
transfer procedures are on-going.

USE AND RECONCIUATION OF NON-GAAP
FINANCIAL MEASURES

From time to fime in this section, we disclose figures, which are non-
GAAP financial indicators. Under the rules of the United States
Securities ond Exchonge Commission ["SEC"} and the Autorité des
Marchés Financiers [“AMF’), a non-GAAP financial indicator is @
numerical measurement of our historical or future financial perform-

TOTAL GROUP ACTUAL FIGURES
B> YEAR ENDED 31 MARCH
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ance, financial pesition o cash flows thot excludes omounts, or is
subject fo adjustments that have the effect of excluding amounts, that
are included in the most directly comparable measurement caleu-
lated and presented in accordance with GAAP in our consolidated
income statement, consolidated balance sheet or consolidated
statement of cash flows; or includes amounts, or is subject to adjust
ments that have the effect of including amounts, that are excluded
from the most directly comparable measurement so calculated and
presented. In this regard, GAAP refers to generally accepted
accounting principles in France.

Free cash flow

We define free cash flow to mean net cash provided by {used in)
operating activilies less capital expenditures, net of proceeds from
disposals of property, plant and eguipment and increase {decrease)
in existing receivables cansidered os a source of funding of our activ-
ity. Total proceeds from disposals of property, plant and equipment
in our Consolidated Statemenls of Cash Flows include proceeds
from our real estate disposal programme designed under our
strafegy and action plan that we eliminate from the calculation of
free cash flow given that this progromme is nonrecurring and that

- we consider only the receipt of minor proceeds as part of cur

normal operations.

Free cash flow does not represent net cash pravided by {used in)
operating activities, as calculated under French GAAP. The most
directly comparable financial measure to free cash flows calcu-
loted and presented in accordonce with French GAAP is nef cash
provided by [used in} operating activities, and a reconcilialion of
free cash flows and net cash provided by |used in} operating activities
is presented below.

fin € million) 2002 2003 @
Net cash provided by (used in} operating activities (579) (537) (1,058) -
Blimination of variation in existing receivables ' {140 661 i 267 i
Capital expenditures {550) 410} (254) 1:
Proceeds from disposals of property, plant and equipment 118 252 244

Elimination of proceeds from our programme of disposal of real estate assels (231} [206)
Free Cash Flow (1,151) (265) o7

PN - LS

We use the free cash flow measure both for internal analysis purposes as well as for external communications, as we believe it provides
more accurate insight into the actual amount of cash generated or used by our operations.
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Economic Debt

We define economic debt to mean net debt (or financial debt net
of short term investments and cash and cash equivalents| plus cash
proceeds from sale of frade receivables {“securitisation of existing
receivables”). Economic debt does not represent our financial debt
as calculated under French GAAP, and should not be considered
os an indicaior of our currently outstonding indebtedness, as frade

TOTAL GROUP ACTUAL FIGURES
> YEAR ENDED 31 MARCH
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receivables securifised are scld irrevocably and generally without
recourse. The financial measure most direcily comparcble to
economic debt calculated and presented in accordance with French
GAAP is financial debt, and a reconciliation of economic debt and
financial debt s measured in accordance with French GAAP is
presented below.

fin € milfon] 2002 2003 i
Financial Debt 6,035 6,331 L4372
Redeemable preference shares of subsidiary 205 L
Undated subordinated notes 250 - -0
Short term investments {331) {142) (39
Cash and cash equivalents {1,905) (1,628 ‘ 1,427} &
Cash proceeds from sale of trade receivables 1,036 357 5;\‘ o4
Economic debt 5,290 4918 ¢ !

{1) Our undated subordinated notes and redeemoble preference shares have been reclassified in Financial debt as ot 31 March 2003.

We use the economic debt measure both for internal analysis
purposes cs well os for externcl communications, as we believe it
provides @ mere cecurate mecsure by which to analyse our total
external sources of funding for our operations and ifs variation from
one period to another.

Capital Emploved
We define capital employed to mean net fixed assets, plus current
assels [excluding net amount of securifisation of existing receivables),

TOTAL GROUP ACTUAL FIGURES
1> YEAR ENDED 31 MARCH

less provisions for risks and charges and current liobilities. Capilel
employed does not represent current assels, as calculoted under
French GAAP. The most directly comparable finoncicl measure to
capilal employed and presented in accordance with French GAAP
is current assets, and a reconciliation of capital employed and
current assefs is presented below.

Capital emplayed by Sector and for the Group as o whole are dlso
presented in Note 26 fo the 31 March 2004 Consolidated
Financial Stofements.

fin € milion] 2002 2003 ,
Current assels 13,627 11,728 :
Cash proceeds from scle of frade receivables 1,036 357 94 I
Current liabilities {14,323) 12,916) 3 [9,742)
Provisions for risks and charges (3,849 (3,698] (3,489}
Fixed assets 10,197 9,478 7326
Capital employed 6,688

4,949 i 2,560
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We use the capital employed measure both for internal analysis
purposes as well as for external communications, as we believe they
provide insight into the amount of financial resources employed by
a Sector or the Group as a whole and the profitability of a Sector
or the Group as a whole in regard to the resources employed.

COMPARABLE BASIS

The figures presented in this secfion include performance indicafors
presented on an octual basis and on a comparable bosis. Figures
have been given on a comparable basis in order to eliminate the
impact of changes in business composition and changes resulling from
the translation of our accounts into Euro following the variation of for-
eign currencies against the Eura. All figures provided on @ compara-
ble basis are nonGAAP measures. We use figures prepared on a
comparable basis bath for aur internal analysis and for our exiernal
communications, as we believe they provide means by which to
analyse and explain variations from one period to ancther. However,
these figures provided on o comparable basis are not measurements
of performance under either French or US GAAP.

To prepare figures on a comparable basis, we have performed the
following adjustments to the corresponding figures presented on an
octual basis:

s restatement of the actual figures for fiscal years 2003 and
2002 using 31 March 2004 exchange rates for order
backlog, orders received, sales and operating income and
elements consfitufing our operating income; and

= adjustments due to changes in business composition 1o the
some line items for fiscal year 2003 and 200Z. More
particularly contributions of material activities scld since
1 April 2002 have been excluded from the figures reported
in the fiscal years 2003 and 2002, i.e., mainly the
Contracting business seld in July 2001, the South Africa
business and a railway maintenance business sold in
September 2002, the Industricl Turbines businesses sold in
the first half of fiscal year 2004 and our T&D activities,
for which to prepare comparable bases, we have excluded
the last quarter of fiscal years 2002 and 2003.

MD&A
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The following table sets out the estimated impact of changes in exchange rates and in business composition (*Scope impact”] for all
indicators disclosed in this document both on an actual basis and on o comparable basis for fiscal years 2003 and 2002. No adjust
ment has been mode on figures disclosed for fiscal yeor 2004.

e s
e mhsetn;

B
HARCH 2002 MARCH 2003 ‘; MARCH 2004

Actual  Exchange Scope  Comparable Actual  Exchange Scope Comparable ’ ;  Acual % Variation
{in € million) figures rate impact figures figures rote impact figures 1+ figures 04/03
Power Tubo-Systems n/a n/a n/a n/a 3,445 {9Q) 0 3,355 “_1 2,940
Power Environment n/a n/a n/a n/c 3,863 1102 0 3,761 1 3,508
Power Service n/a n/a n/a n/a 2,793 {8&) 0 2,707 ‘ 3,107
Transport 14,505 (1,024} 4 13,477 14,676 {133) 6] 14,537 & 14,321
Marine 2,928 0 0 2,928 1,523 o] 0 1,523 817 v
Power Conversion 668 (38] (13 617 568 (16 {14} 538 4G5
Corporate and other 55 5 0 &0 52 {1 0 51 4 70
p New ALSTOM n/a nfa nfa n/a 26,919 (428) {20} 26,472 ' 25257
Confracting ¢} 0 0 0 K
T&D 27255 {241) 156) 1,958 2,126 {104} (1,905 17 58 110 (&%) l
Industrial Turbines n/a n/a n/a n/a 1,285 144) {1,239 0 »4 0 0% &
ORDER BACKLOG 35,815 (3,317} {412) 32,085 30,330 1577) (3,164) 26,589 25,368 5%}
Power TurboSystems n/a n/o n/a n/c 1,821 {89} 0 1,732 2,463 42% v
Power Environment n/a n/a n/a n/a 2,583 1154 0 2427 . 2644 9% i
Power Service n/a n/a n/a n/a 2,934 {174} 0 2760 ¢ 3023 10% /i
Transport 6,154 {348) 1523) 5,283 6,412 {340] 7 60065 [ 4709 (22%) 1
Marine e 462 Q o . 462 163 (o] . a 163 i 381 134% 1t
Power Conversion 667 (48] {13) 606 533 {23) 110) 499 434 113%) z
Corporate and other 251 38 0 289 214 71 0 207 7 295 A%
> New ALSTOM n/a n/a n/a n/a 14,660 [789) {18} 13,853 é" 13,949 1% &
Confraciing Q09 (14} (893) 0 o
T&D 3.210 (282] (796 2,132 3,198 (P11 (894] 2,193 ¢ 2231 2%
Industriaf Tutines n/a n/a n/a n/a 1,265 76 (849} 320 {1 320 i
ORDERS RECEIVED 22,686 12,219] (3,378) 17,089 19,123 (974) 11,781) 16,366 | 16,500 1% 1+
Power TutboSysiems n/a n/o n/a n/o  3.857 {198 0 2,381 {35%
Power Environment n/a n/a n/c n/o 3,098 (238} 0 2,578 {6%)
Power Service n/a n/a n/a n/a 2,678 171 0 2747 10% ;
Transport 4,413 (354} {207} 3,852 5,072 {164} {6) 4,903 ‘l 4,862 (1%) H
Marine 1,240 0 0 1,240 1,568 0 0 o7 f36%) |1
Power Conversion 450 {44] (12) 594 523 {16} {12 [ 499 1%
Corporate and cther 251 38 o] 289 205 ] 0 241 22% 1%
»New ALSTOM n/c n/a n/a nfa___ 17,001 {796) {18} 16,188 i1 14,405 (11%) f{s
Contracting 759 12 (747) e} i
T&D 3164 {266} 941} 1,857 3,082 (110 {838) 2,133 & 2073 (3% ,)’
Industrial Turbines n/a n/a n/a n/a 1,268 (78| (980] H 210 0%
SALES 23453 (2473) _ (2,698) 18,282 21,351 1983)  (1,835) b now '
Power TulboSystems n/a n/a n/a n/a {1,399) 124 o] 1,275) § (246} “
Power Environment n/a n/a n/a n/a 224 21 0 203 \ 71
Power Service n/a nfa n/a n/a 403 (32) 0 370 417 i
Transport 101 (5) (14 81 (24) 14 1 i &4 %?
Marine 47 ¢} 0 47 24 o l¢] {19} #
Power Conversion 23 t (6} 16 15 ol 3 15 ?"
Corporate and other (35 1] 0 (35 {44] o) o] (59 N
New ALSTOM n/a n/a n/e n/o {801) 84 4 165 B
Contracting 30 0 (30) 0 it
T&D 203 (15] (64 124 212 (1] (55} 121 :
Industriat Turbines n/a n/a n/a n/a 82 (3) {65) {1 14 4
OPERATING INCOME 941 {114) 1129) 698 507) 80 {116) (543) [ 300 ;
Soles 23453 473 (2699 18,282 21,351 083 (1,835 18531 . 16688 (0% i
Cost of sales (19,623) 2,138 2,184 {15,301} 119,187 Q57 1,468 116,762 “ [14,304] [15%)
Selling expenses 1.078) 84 160 834) 1970} Ki:] 128 (804) 1 {785 29%) =
R & D expenses 15735) 40 &8 (467) 622) 25 50 (547) 11 (473} {14%)
Administrative expenses (1,236} 97 156 (983) 11,079) 43 74 962) 11 {826) (14%)
OPERATING INCOME 941 114) {129) 698 1507] 80 {116} {543) . 300
Operaling margin 2.0% 4.6% 4.8% 3.8% (2.4%] {8.1%] 6.3% (2.9%] 2 i

f
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A significant part of our sales and expenditures are realised and
incurred in currencies other than the Euro.

The principal currencies to which we had significant exposures in
fiscal year 2004 were the US Dollar, British Pound, Swiss Franc,
Mexican Peso and Brazilian Real. Our orders received and sales
have been impacted by the franslation of our accounts into Euros

MD&A
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resuliing from changes in value of the Euro against other currencies
in fiscal year 2004. The impact was a decrease of opproximately
5% of the orders received and the sales compared with fiscal year
2003. The impact was also a decrease of cpproximately 5% of the
orders received and the sales when comparing fiscal year 2003

with 2002.

KEY GEOGRAPHICAL FIGURES FOR FISCAL YEARS 2004, 2003 AND 2002

GEOGRAPHICAL ANALYSIS OF ORDERS

The table below sets out, on an actual basis, the geographic breckdown of orders received by region of destination.

TOTAL GROUP ACTUAL FIGURES

B YEAR ENDED 31 MARCH

{in € million} 2002 % conrib. 2003 % conib, i 2004 % contrib.
Europe 10,096 45% 3,889 47% 5 8,252 50%
Norh America ™ 5,161 23% 4,604 24% 5 2,079 13%
South and Central America 1,832 8% 098 5% 704 4%
Asia/Pacific 4,162 8% 2717 149% L 3,063 19%
Middle East/Africa 1,435 % 1915 10% J 2402 14%
Orders received by destination 22,686 100% 19,123 100% by 16,500 100%

In terms of geography, the main trend was a decrease in orders
received in the Americas.

Europe remained the lorgest market in terms of orders received,
representing 50% of the total.

The decrease in North America was mainly due to the decrease in
orders received by Transport, which were at exceptionally high
levels last year, a decrease in the orders received by Power Sectors
due o a general decrease of the market following a strong boom
in the recent years in the US market and to the fall of the US dollar
ogoinst the Euro.

Activity in South and Central America remained low and markets
were depressed in Brazil for Power Environment and Power Service.

The Asia/Pacific region increased to represent 19% of the total,
The level of orders received during fiscal year 2004 was higher os
compared with last year, mainly due to large Transport projects.

The share of Middle East/Africa in orders received increased from
10% in fiscal year 2003 up to 15% in fiscal year 2004, notably
os a result of orders received for gas power plants in Algeria, a
steam power plont in Saudi Arabia as well s a hydro power
plant in Sudan.

In fiscal year 2003, the geographic breakdown of orders received
was broadly equivalent to that in fiscal year 2002. Europe
remained the most imporiant market in terms of orders received,
with 47% of the total. On on actual basis, orders received
decrecsed in this region by 12% in fiscal year 2003 compared
with fiscal yeor 2002 due o the disposal of GTRM and
Contracting.
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GEOGRAPHICAL ANALYSIS OF SALES BY REGION OF DESTINATION

The toble below sefs out, on on ociucl bosis, the geogrophic breakdown of sales by region of destination.

TOTAL GROUP ACTUAL FIGURES
> YEAR ENDED 31 MARCH

{in € million] 2002 % conirib. 2003 % contrib. i 2004 % conrrib. iz
Europe 9,313 40% 9,219 43% 78,002 8% |
North America 6,255 7% 4719 22% i 3,001 18% |
South and Central America 1,439 6% 1,534 7% 857 5% 1
Asia/Pacific 4,52) 19% 3,727 18% B3,40) 20%
Middle East/Africa 1,925 8% 2,152 10% ; 1,427 0%
Sales by destination 23453 100% 21,351 100%

Although the leve! of sales in Europe decreased in actual terms,
Europe's share of total sales increased from 43% in the fiscal year
2003 to 48% in fiscal year 2004. This is the result of the signifi-
cant decrease in soles in other areas such as North America and
South and Central America.

North America decreased mainly as a result of the low level of
sales in the field of power generation, reflecting the depressed state
of the US power generation market.

Compared with fiscal year 2002, Europe remains stable in fiscal
year 2003, and North America was facing a decrease in sales due
to the end of execufion of gas lurbines projects.

GEOGRAPHICAL ANALYSIS OF SALES BY REGION OF ORIGIN

The table below sets out, on an octual basis, the geographical breakdown of scles by region of crigin.

TOTAL GROUP ACTUAL FIGURES

P YEAR ENDED 31 MARCH -

{in € million] 2002 % contrib. 2003 % contrib. G 2004 % contrib. 14
Europe 14,755 63% 14,762 9% 12,205 73% |
North America 5,623 24% 3,935 18% 2,519 15%
South and Central America 683 3% 801 3% B 414 % 0
Asia/Pacific 2,050 % 1,833 9% 1416 9% |
Middle East/Africa 342 1% 220 1% 134 % i
Sales by arigin 23453 100% 21,351 100% B

Although the level of sales in Europe decreased in actual terms,
Europe’s share of total scles increased from &9% in fiscal year
2003 to 73% in fiscal year 2004, This is the result of the signifi-
cont decrease in sales in other areas and notably North America.

North America decreased mainly as @ result of the low level of
sales in the figld of power generation, reflecting the-evolution of this

" morket.

Compared with fiscal year 2002, Europe remains stable in fiscal
year 2003, ond North America was facing a decrease in sales due
to the end of execution of gas turbines projects.
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The tollowing toble sefs out cerloin key financial and operating data for the Power Turbo-Systems Sector:

POWER TURBO-SYSTEMS ACTUAL FIGURES

B YEAR ENDED 31 MARCH e % variation % variation
Morch 03/ March D4/

fin € million} 2002 2003 i 2004 March 02 March 03

Order backlog n/a 3,445 - 2,940 (15%)

Orders received n/o 1,821 2,463 35%

Sales n/a 3,857 2,381 (38%}

COperating income n/a (1,399 (246)

Qperating margin n/a {36.3%j {10.3%

EBIT n/a (1,527) [461]

Capital employed n/a n/a

POWER TURBO-SYSTEMS COMPARABLE FIGURES

> YEAR ENDED 31 MARCH % variation % variation
- E tiarch 03/ March 04/

{in € million) 2002 2003 ) 2004 March 02 March 03

Order backlog n/a 3,355 D 2940 & ‘ ‘

Orders received n/a 1,732 ! 2,463 i 42%

Soles n/a 3,659 ! 2,381 {35%)

Operating income n/a (1,275 N (246)

Operaling margin n/a {34.8%)

ORDERS RECEIVED

The global power generation market during fiscal year 2004
remained at historically low levels. it was nevertheless influenced by
huge domestic demand in China and saw a recovery trend in the
rest of the world (excluding the Americas) compared 1o the previous
yeor. In the growing Asian [besides China) market, we believe that
the strong growth in eleciricity demand will require new power plant
construction, with major involvement coming from regulated busi-
nesses (Utilities) and private developers, especially in several South-
East Asian Countries. America has been the least acfive region, with
limited new orders [including few coal plants) out of the globally
overequipped US market, and an extremely depressed market in
South America.

In the Middle-East the demand for new power equipment has
significantly increased compared to the averoge of the past
3 years. Europe remained quite stable, with new power plant orders
in a number of Western cauniries, Spain showing the strongest activity.

The regional switch from North America to Asia particularly in
China also impacted the choice of technology, giving now

(10.3% &

dominance to steam and hydro versus gas turbines in the previous
years. This strong link between regional markets and technclogy mix,
together with increased price volatility for fuel ond electricity
stemming from liberalisation, reemphasised the need for flexibility
ond diversity of power generation technologies.

On an actual basis, orders received by Power Turbo-Systems for
fiscal year 2004 were 35% higher than fiscal year 2003 [+ 42%
on comparable baosis), reflecting o recovery of market share, our
good positioning in Europe ond the Middle East and despite the
overall market envirenment descriced above.

By region, compared to fiscal year 2003, orders received
decreased by 6% in Europe, while North Americo dropped sharply
by 68%. Steem turbine refrofits remained active, essentially for
nuclear plants, and including turbines initially supplied by others.
South America was extremely depressed with @ limited level of
new infrastructure invesiments expected in the neor future. Asia
remains an important market, and the level of orders received in the
region increased by 9%. The most active regions were the Middle
East and Africa, with ¢ total amount of orders received necrly
trebling compared to the prior 1 2month pericd.

Nz
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During fiscal year 2004, Power Turbe-Systems booked the following
major orders:

s in Algeria, on open cycle plant {2 GT13 E2 gas turbines);
2 in Bohrain, a combined cycle plant {3 GT13 E2);

® in Nigerio, a turnkey open cycle plant;

in Spain, a combined cycle plant, including 3 GT26 gas
turbines;

in India, a combined cycle plant (1 GT13 E2 gas turbine);
in Saudi Arabia, o steam power plant

(3x367 MW, oil fired);

]

@

k-3

Cein China, Steam turbines and generaters {4x SOOMW); and

= in Europe and in the US, several Steam turbine retrofit
orders.

MD&A
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SALES

Sales in Power Turbo-Systems in fiscal year 2004 decreased
strongly, down 38% compared with fiscal year 2003 on an actual
basis, ond by 35% on o comparable basis. This is mainly due
to the very high level of sales achieved last year, os o continuation
of the exceptional level of orders received in the prior years. The
lower level of orders received in fiscal year 2003 had a significant
negative impact on the current year's sales.

By geography, compared lo fiscal year 2003, North and South
America decreased by 67%, Europe decreased by 27%, Middle
East/Africo reduced by 36%, while Asia/Pacific cnly dropped
by 15%.

The following table sefs out, on an actual basis, the geographic breckdown of sales by desfination:

. POWER TURBO-SYSTEMS ACTUAL FIGURES

P> YEAR ENDED 31 MARCH

{in € million) 2002 % conrib. 2003 % conrib, % contrib.
Europe n/a n/a 1,083 28% 787 33% i
North America n/a n/a 649 17% 224 o%
South and Central America n/a n/a 510 13% b 159 7%
Asia/Pacific n/a n/a 829 21% i 708 30% |
Middle East/Africa n/a n/a 786 20% , 503 21% |
Sales by destination n/o n/a 3,857 100%

OPERATING INCOME AND OPERATING MARGIN

Power Turbo-Systems’ operating income was £[246) million in fiscal
year 2004, compared with €{1,399) million in fiscal year 2003 on
an achual basis. The main reason for this negative operating income
in fiscal year 2004 is the impact of cost increases in the
execufion of certain tumkey contracts in Mexico, Tukey, Malaysia
and Greece, as'well os the under absorption of fixed cosls due to
low activity in some manufacturing facilities prior to the reduction of
their copacities. In addition, certain anticipoted achievements in

our miligation plon for the GT24,/GT26 did not materidlise, leading
to a charge of €22 million {Power Service has recorded a small profit
of €6 million as they managed to mitigate more than anticipated on
cerfain contracts, leading to o total net failure of €16 million for the

Croup).

Operating income in fiscal year 2003 had been strongly impacted
by the negative effects of the GT24/GT26 gos turbine problems and
the related excepfional provisions, and by a first stage decrease in
sales os compored with fiscal year 2002.
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POWER ENVIRONMENT
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The following table sefs out some key financicl and operating data for the Power Environment Sector:

POWER ENVIRONMENT ACTUAL FIGURES

> YEAR ENDED 31 MARCH % variation % variotion
March 03/ March 04/

fin € miflion) 2002 2003 March 02 March 03

Order backlog n/a 3,863 3,508 i [9%)

Orders received n/o 2,583 2,644 2%

Sales n/a 3098 2678 (14%)

Opergting income n/o 224 i 7]+

Operating margin n/a 7.2% 0.3% ¢

EBIT n/a 107 = [180) &

Capital employed n/a n/a ;

POWER ENVIRONMENT COMPARABLE FIGURES

B YEAR ENDED 31 MARCH S % varigfion % variation
March 03/ March 04/

fin € million) 2002 2003 2004 March 02 March 03

Order backlog n/a 3,761 3508 o

Orders received n/a 2,427 ¥ 2,644 F 9%

Sales n/a 2860 L 2678 I 6%

Operating income n/a 203

QOperating margin n/a 7%

ORDERS RECEIVED

The market downturn in the United States continued — particulady in
the combined cycle market. The recovery has been slight but improv-
ing over the year. Lofin American economic difficulties confinued, with
o small number of projects being announced. Hydro was awarded
medium sized contracts in Brazil and Ecuador, however the slow mar-
ket continued lo impact its results. In Eurcpe, the market remained
active in some areas, in particular Germany for Woste to Energy
confracts and lialy for Hect Recovery Steam Generators. In Asia,
Ching continued to develop its capacity of electricity generation at
a very fost pace, crecting numerous opportunities particularly for
Hydro and Boilers, but a large number of projects continued 1o be
awarded fo local suppliers. The Middle East and Africa provided two
lorge contracts, for Hydro in Sudon end Boilers in Scudi Arabio.
Environmenial policies are increasingly being integroted into market
requirements favouring cur environmenial control equipment.

Crders received by Power Environment in fiscal year 2004 were
higher than fiscal year 2003 by 2% on actual and 9% on compa-
rable bases. This was driven by a strang second half performance
in all businesses. '

Power Environment major orders received during fiscal year 2004
were:!

« In Sudan, a new hydro power plant (10 x 125MW];

= In Saudi Arabia, three boilers of 367 MW,

¢ In France, one contract, for DelNox and Flue Gos
Desulfurization [FGD) equipment; and

@ In the US, one contract for 4 FGDs won by the Environmenicl
Controls business.

7y
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SALES
Sales of Power Environment in fiscal year 2004 fell 14% compared with fiscal year 2003, on an actual bosis, and 6% on a comparable
basis. Hydro Business sales were higher due to a large order booked in the second half of the previous fiscal yeor. Utifity Boiler and

Environmental Conirol sales are significontly lower due fo low bookings in the second half of fiscal year 2003.

The following table sets out, on an octual basis, the geographic breckdown of sales by destination:

P YEAR ENDED 31 MARCH

% contrib,

fin € milfion) 2002 % conrb. 2003 % contrib, . H
Europe n/a n/c 794 26% 860 32% 1
Nerth America " n/a n/a 1,216 39% 755 28% i
South and Central America n/a n/a 342 1% h 243 0%
Asia/Pacific n/a n/a 561 18% r 612 23% #
Middle Ecst/ Africa n/a n/a 185 &% i} 208 8% -
Sales by destinafion n/a n/a 3,098 100% L R

OPERATING INCOME AND OPERATING MARGIN

The operating income of Power Environment was €{7) million for fiscal  uliimately went bankrupt, and which were not mitigated. Operating
year 2004, compored with €224 million for fiscal year 2003 This ~ income was also impacted by the propoerticnately high level of
low level included a charge of £108 million related to the revised  trading on some lower margin contracts, the decrease in sales as
cost of completion of @ utility boiler contract in the US for the  well as by the impact of under absorption of fixed costs prior to the
Seward project due to difficulties with two key subcontraciors thal  restructuring actions taken.

POWER SERVICE

The following table sefs forth some key financial and operating data for the Power Service Sector:

POWER SERVICE ACTUAL FIGURES

B YEAR ENDED 31 MARCH i SR % variation % variation
Q 2 March 03/ March 04/

fin € million) 2002 2003 2004 March 02 March 03

Order backlog n/a 2,793 i 3,107 11%

Orders received n/a 2,934 3,023 . 3%

Sales n/a 2,678 L2747 3%

Operaling income n/a 403 AV

Operating margin n/a 15.0% 5 15.2%

ERIT n/o 34 0 227

921

Capital employed n/a n/a

Hl—

:.,
i
)
i1
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POWER SERVICE COMPARABLE FIGURES
B YEAR ENDED 31 MARCH

MD&A
OPERATING AND FINANCIAL REVIEW

% variaticn % variation

March 03/ March 04/
{in € million} 2002 2003 i 2004 March 02 March 03
Order backlog n/a 2,707 L3107 15%
Orders received n/c 2,760 i 3023 10%
Scles n/a 2,507 22747 10%
Operating income n/a 371 417
Operating margin n/o 14.8% 5 15.2%
ORDERS RECEIVED

The power service market remained sound in fiscal year 2004 in o
context of a continuation of trends already emerging in the last fis-
cal year in the service market for gasfired and combined cycle
plants. Clients generally were more cost driven and continued to
lower their maintenance budgets. Many markets showed the impacts
of generation overcapacity and high fuel prices lecding o less
aperating hours and deferred spending, thus lowering the potential
service business. But the business maintained a good workload with
regular service work and sales development in service packages and
system solutions, in addifion to parts and repair projects. Most geo-
grophic markets are growing with the global expansion of the
installed base, need for power plant lifetime extension and moderni-
safion and the necessity fo invest info environmental compliance.

The increased price volatility for fuel and electricity following the
liberolisofion of morkets hos reemphosised the need for flexibility
and diversity of power generation lechnologies and environmental
policies are increasingly being integrated into martket requirements.
These developments favour our upgrade solutions for existing
equipment.

On a regional basis orders were strong in the United States
supported by the bocking of several time and material contracts and
our large installed base of coal fired plants, which have been
running ot high capacity.

Capacity increase projects in Italy, moinly conversions from Steom
to Combined Cycle Power Plants, are ongeing. In Spain, new
Combined Cycle Gas Turbines will continue to come cnling in the
next fiscal year, offering some opportunities for the near future. The
German market remained stable while the Eastern European
markets are expected fo pick up in fiscal year 2005, In Asic
several longterm service agreements were signed.

Orders received for fiscal year 2004 were €3,023 million, 10%
higher than fiscal year 2003 on a comparable basis. On an actual
basis, orders were 3% higher.

By region, on an cclual basis, orders received split is heavily
influenced by large Operation & Maintenance (O8M) contracts.
It has increased by almost 33% in Europe, essentially due to the book-
ing of Carlagena in Spain and Api in ltaly. France ended somewhat
below lost yeor's level while the UK achieved higher volumes than
lost year. North America decrecsed slightly, due to the end of the
environmental bubble specifically influencing the construction business
in the 2~ half of the year. South America was low during this year
while Asia was slightly up and prospects remain good in this region.

During fiscal year 2004, Power Service booked the foliowing
major orders:

= in the US, an order for a Hot Gas Protection Plant for
a GT24 Combined Cycle Plant in Brozil and an order
for o GT1 1N inspection;

® in Brozil, on O8M order for a GT11N2 Power plant;

» in Finland, @ modernisation and design contract for new
reheaters/moisture separators and a high pressure turbine
for a power plant;

< in Spain, a 1 2~ear Operation and Maintenance contract
for a GT26 Combined Cycle Plant; and

< in ltaly, @ &year extension of an existing Operation and
Maintenance contract for o GT13E2 Combined Cycle Plant,
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» YEAR ENDED 31 MARCH R
fin € million) 2002 % conrib. 2003 % contrib, “ 2004 % contrib. i}
Euiope n/a n/a 881 33% 989 6%
North America n/a n/a Q84 37% it 852 3% ‘
South and Central America n/a n/a 131 5% 11Q 4% i
Asia/Pacific n/c. n/a 475 18% - 534 9%
Middle East/Africa n/a n/o 207 8% 253 0% 1t
. Sales by destination n/a n/a 2,678 . 100%

" Power Service's operating income was €417 million or 15.2% of scles in fiscal year 2004 compared with €403 million or 15.0% of

MD&A
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SALES

Scles booked by Power Service in fiscal year 2004 were slighly  several countries in the Asia/Pacific area. This was further
up as compared with fiscal year 2003 on an actual basis, ond  supported by increased sales on O8M contracts as more plants
increased by 10% on o comparable basis. This is mainly due to  were starting their operation phase this year. US volumes were
stable growth in several European countries including the UK, taly  strong in the first half of the year but decreased slightly in the
and the Netherlands and increased volumes in Australic and  second half due to the end of the environmental butble.

The following table sefs out, on an actual basis, the geographic breakdown of sales by destination:

POWER SERVICE ACTUAL FIGURES

2,747 100%

OPERATING INCOME AND OPERATING MARGIN

sales for fiscal year 2003. Operaling margin increased slightly mainly due to a decrease in selling and administrative expenses.
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INDUSTRIAL TURBINES

Our Industrial Turbines businesses were sold to Siemens in the first half
of fiscal year 2004 pursuont to two Wransactions: our small gos
turbines business with effect from 30 April 2003 and our mediumsized
gas turbine and industrial steam turbine businesses with effect from
1 August 2003.

The scope of the businesses which we have scld is o sum of
several management units, assets and investments with respect to

MD&A
OPERATING AND FINANCIAL REVIEW

which it is very complex to reconstruct historicol dote for the first
month of last year, for our small gas turbine business, and for the
fist four months of last year, for our medium-sized gas turbine and
industrial steam turbine businesses.

For the presentation of ALSTOM' comparable consolidated figures
for fiscal year 2003, we have taken the same data es for fiscal year

2004.

The following table sets out some key financial and operating data for our Industrial Turbines businesses:

INDUSTRIAL TURBINES ACTUAL FIGURES
> YEAR ENDED 31 MARCH

% variation % variation
March 03/ March 04/
fin € million} 2002 20603 2004 March 02 March 03
Order backlog n/a 1,285 I nfa | n/a
Orders received n/a 1,265 [ 320 F (75%)
Sales n/a 1,268 : 210 4 83y
Crperating income n/a 82 14
Operating margin n/a 6.5% ; 67% &
EBIT n/a 33 7 i
Capital employed n/a n/a ¢

FORMER POWER SECTOR

With effect 1 April 2003, our former Power Sector was reorganised
inlo three new sectors, Power Turbo Systems, Power Service ond
Power Environment, with the Industrial Turbines activity of the former
Power Sector being, disposed of shortly thereafter.

For o discussion of the orders received, scles and operating income
and margin in the fiscal year 2004 as compared to 2003 for the
new sectars comprising our former Power Sector, see the individual
discussions regarding each of these sectors provided above.

With respect to the fiscal year 2003 as compared fo 2002, Power
Sector orders received declined by 22% to €£8,603 million from
€11,033 million. Of this decline, approximately 8% was due to
currency exchange rate variations. The remainder of the difference
was due to declines in the Boilers & Environment, Gas Turbines and
Industrial Turbines businesses that were only partially offset by
increases in orders received in the Customer Service, Hydro and
Steam Power Plant businesses. Geographically, the decline in
orders was particularly pronounced in the Americas.

nfa i

Pawer Sector sales in fiscal year 2003 declined by 16% to
€10,901 million as compared to €12,976 million in the prior
year. This decline was due principally to currency exchange
variations and sharp decreases in the Gas and Steam Power Plant
businesses that were only partially offset by increases in Boilers &
Environment and Customer Service.

Power Sector operating income and operating margin both
decreased in fiscal year 2003 to an operating loss of €690 million
compared with an operating income of €572 million in the prior
year. This decrease reflected the negative effects of GT24/GT26
gos turbine problems and a sharp decrease in gas turbine sales,
which were only partially offset by increases in margins in the
Boilers & Environment, Steam Power Plant and industriol Turbine
businesses.
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TRANSMISSION & DISTRIBUTION (T&D)

Our T&D activifies, excluding our Power Conversion business, hove
been sold to Areva. The transaction closed on 9 January 2004,
except in respect of cerfain businesses located in juridictions-where
iransfer pracedures are ongoing.

MD&A
OPERATING AND FINANCIAL REVIEW

The following table sefs out some key financial and operating data
for our T&D activities as sold to- Areva, restated lo exclude our
Power Conversion business, which is presented separately (Figures
for fiscal year 2004 are consclidated up uniil @ January as a result
of the disposcl of T&D on that date):

T&D ACTUAL FIGURES

B YEAR ENDED 31 MARCH R % variation % variation
March 03/ March 04/

{in € million) 2002 2003 2004 March 02 March 03

Order backlog 2,255 2,126 110 16%) {95%)

Orders received 3,210 3,198 o223 ¢ (0%) 30%

Scles 3,164 3082 i 2073 I 3% 33%]

Opertating income 203 212 i 1217 ¢

Qperating margin 6.4% 6.9% ‘ 5.8% f

EBIT 140 103 26) &

Capital employed Q46 915

T&D COMPARABLE FIGURES

B YEAR ENDED 31 MARCH % variation % variafion
March 03/ March 04/

in € million} 2002 2003 2004 March 02 March 03

Order backlog 1,958 117 110 & (94%) (6%

Orders received 2,132 2,193 2231 3% 2%

Sales 1,957 2,133 2,073 & 9% (3%

Operating income 124 155

Operating margin 6.4% 7.3%

ORDERS RECEIVED SALES

Over fiscal year 2004, the fransmission and distribution market
stobilised affer the previous years” weak evolution, although ot o
relatively low level. By region, Europe remained weck, especially
in the industricl market. North America started to show first signs of
recovery. Asia, especially China, conlinued to show strong growth.

On on octual basis, orders received by T8D decrecsed by 30% as
we report only & months of activity in fiscal year 2004, due o the
disposal of our T8D activities with effect on 9 January 2004, Cn @
comparable basis, orders received by T8D in fiscal year 2004
increased by 2% compared with fiscal year 2003,

Orders received are stable in fiscal yeor 2003 compared with fis-
cal year 2002, on an actual basis, due to changes in business com-
position and exchange rate variation.

T&D soles amounted fo £€2,073 million in fiscal year 2004, a
decreose of 33% compored with fiscol yeor 2003 due o the
disposal of our T&D activities with effect on 9 January 2004, On
a comparable basis, the decrease was limited to 3%.

Sales decreased parficularly in the Middle East/Africa. This
decrease was porfially offset by scles in Algeria and Bahrain,
where the trading of significant contracts started. Trading activity in
Europe remained stable. This is principally due to the volume of
system orders won at the beginning of fiscal year 2003 in Eastern
Europe, where the projects won in Kazokhstan and Romania last
yeor siarted o be traded. Sdles in the Americos dropped. Sales in
the Asian market decreased slightly, while the level of trading in
China continued to increase mainly in the High Voltage Products
business.
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Scles decreased by 3% in fiscol year 2003 compared with fiscal yeor 2002, on an actual besis, due to changes in business composition

and exchange rate variation.

The following fable sefs out, on an actual basis, the geographic breakdown of sales by destination:

T&D ACTUAL FIGURES
B YEAR ENDED 31 MARCH

. (in€ million] o 2002 % contrib. 20023 % contrib. o % conrib. £
Europe 1,368 3% 1,33 43% 3 995 48% T
North America 527 17% 458 15% i 242 12% {1
South and Central America 258 8% 220 7% i 104 5% 1
Asia/Pecific 590 19% 645 21% i 473 23% b
Middle East/Africa 412 13% 423 14% ' 259 12% |
Sales by destination 3,164 100% 3,082

OPERATING INCOME AND OPERATING MARGIN

T&D operciing income amounted to €121 million in fiscal year
2004, compared with €212 million in fiscal year 2003 on an
octual basis, or €155 million on o comparable basis. Operating
margin was 5.8% in fiscol year 2004 as compared with 6.9% in
fiscal year 2003. T&D's operoting margin wes impacted by the low
level of sales in both product and system activities.

TRANSPORT

T&D operating income amounted 1o €212 million in fiscal yeor
2003, compared with £203 million in fiscal year 2002, on an
actual basis. The operating margin increased to 6.9% in fiscal
year 2003, compared fo 6.4% in fiscal year 2002. This increase .
in margin was the first result of better monitoring of overhead expen-
diture and cof our cost reduction programmes.

The following table sets out some key financicl and operating data for the Transport Sector:

TRANSPORT ACTUAL FIGURES

B YEAR ENDED 31 MARCH [T EACE % variation % variation
i March 03/ March 04/

fin € million) 2002 2003 2004 & March 02 Morch 03

Order backlog 14,505 14,676 i 14,321 w 1% (2%}

Orders received 6,154 6,412 L4709 4% (27%)

Scles 4,413 5072 Y4862 15% (4%

Operating income 10 (24) i 64 il

Operaing morgin 2.3% 0.5%) 1.3% 0

EBIT 83 B (189 4

Capital employed 1,041 738 360

TRANSPORT COMPARABLE FIGURES

2 YEAR ENDED 31 MARCH fremssm % variation % varigtion
March 03/ March 04/

{in € million} 20072 2003 i 2004 = March 02 March 03

Order backlog 13,477 14,537 i 14,321 ¢ 8% (1%

Orders received 5,283 6,065 | 4709 H 15% {22%)

Soles 3,852 4,903 i 4862 i 27% (1%

Cperating income ' 81 )

Operaling margin 2.1% (0.2%)
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ORDERS RECEIVED

During fiscal year 2004, the market remained active in Europe and
Asia, which partially compensated for the downturn seen in North
America. The morket for framways remained the most active, and
we were awarded several contracts, including Strasbourg,
Valenciennes, Paris and Grenoble in France, and Alicante in Spain.
We believe that this business will remain active and benefit from
further orders in the coming months.

We clso confirmed two significant Melro coniracts, one for the
supply of 84 new trainsets for the London underground and the other
for the supply of 168 new cars for the Yong Py ling in Shanghai.

The Information Solutions business received orders in Chile, China,
South Korea, Belgium and the Netherlands.

Several countries, including lialy, Spain, Switzerland, the UK and
the Netherlands, are now expanding their high speed networks,
which should offer significant business opportunities over the
coming manths.

The High Speed Train in Korea (KTX] successfully entered inio
service on 1 April 2004, This event was the conclusion of ¢
fenyear contract that included an oulstanding example of technelogy
transfer between France and Korea. This coniract demonstrates to
our markets, especially those in Asio, ALSTOM's world leading
capability in high-speed rail solutions and international project
management. In Singapore the North East Line melro entered info
service, providing o world-wide showcase for our automatic
driverless system and in December 2003 the Bordeaux tram
network, with its innovative in-ground power supply, also started
passenger operation.

Orders received by Transport in fiscal year 2004 amounted to
€4,709 million compared with €6,412 million in fiscal year 2003,
on an actual basis. This decrease of 27% (22% on a comporable
basis} was due to a lower order intake in the US compared fo the
previous fiscal year. Since the announcement of the revised financing
package for ALSTOM, we have seen o very positive response
from the market, which we consider to be a significant sign of the
renewed confidence our customers have in us. This is demonstraled,
in porticulor, through our second halfyear orders which grew by o
factor of two in comperison 1o the first halfyear.

As o percentage of total orders received, Asio/Pacific and the
Americas represented 17% and 10% respectively, compared with

.10% and 29% last year. Europe continued to represent a very

significant market share with 73% of orders received.

MD&A
OPERATING AND FINANCIAL REVIEW

The maior orders received in fiscal year 2004 included:

© in Mexico, multiyear maintenance of freight locomotives;

= in France, 112 “Citadis” trams (plus opfions for a further 49
35 for Strasbourg; 21 for Valenciennes; 35 for Grenoble; 21
for Paris;

e in Shanghai, 168 “Metropolis” cars for Yang Pu Metro Line;

® in Spain, @ ram-rain rails from the region of Alicante;

® in Germany, 55 Coradia “Lint" regiondl frains; :

o in the Netherlands, ERTMS train control for the Betuweroute
raitwoy line;

= in Brazil, Power supply for the Sco Paulo metro Line 4;

¢ in Taiwan, Crange & Blue line extensions of the DORTS
Taipei mefro system;

o in France, 7 dualvoliage TGV "Duplex” trainsets and
15 sets of 8 trailers;

e 12414 "Pendolino” high-speed tilting trains for crossborder
operation between lialy and Switzerland;

« in France, 60 electic locomotives;

* in Australio, maintenance of infrastructure and the newly
expanded fleet in Melbourre.

With respect fo fiscal year 2003 as compared to fiscal year 2002,
orders received increased to €6,412 million from €6,154 million
on actual basis, reflecting strong growth in all business except
Intercity.

SALES

Sales in Transport decreased by 4% in fiscal year 2004
compared with fiscal year 2003 en an actual basis, but remained
stable on a comparable basis. Sales in the Asia/Pacific region
grew rapidly but this was partially offset by some delivery delays
on cerfain projects in the United States that were experienced
later in the year.

With respect to fiscol year 2003 as compared to fiscal year
2002, sales increased to €5,072 million on an actual basis from
£4,413 million, reflecting increases in Intercity, Transit and Systems.

In fiscal year 2004, Transport's sales breckdown by region was
as follows: Europe 71%, the Americas 2%, Asio/Pacific 14% and
Middle East/Africe 3%, Compared with fiscal yeor 2003, Europe
increased from 66% to 71% whereas the Americas decreased and
Asia remained stable.

In fiscal year 2003, France was the major contributor to the increase
in sales, more than offsetting a decrease in North America.
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The following table sets out, on an actual basis, the geographic breakdown of sales by destination:

TRANSPORT ACTUAL FIGURES

B YEAR ENDED 31 MARCH .

{in € million) 2002 %conwib. 2003 % conib. i 2004 % contrib. {
Europe 2,820 64% 3,367 60% 3,463 71% 1
North America 624 14% 543 11% K 419 9% i
South ond Central America 179 4% 253 5% 145 3% i
Asia/Pacific 688 16% 764 15% 703 14% ¢
Middle East/Africa 102 2% 145 3% i 132 3% T
Sales by destination 4413 100% 5,072 100% 4,862 100% !

OPERATING INCOME AND OPERATING MARGIN

The operating income of Transport for fiscal year 2004 amounted
to €64 million or 1.3% of scles, mainly due to additional charges
of €102 million in relation to the US Transport business. It amounted
to £{24) million.in fiscal year 2003 mainly due 1o the €140 million
of provisions,accrued contract costs and payables recorded on
the UK Trains and €73 million recorded on the US Trains.

In fiscal year 2003, Transport recorded an operating loss of
€24 million as compared to an income of €101 million in the prior
year. This decrease was due to difficulties encountered with the UK
Trains and US Trains issues described below.

UK TRAINS

In 1997, we received five orders for a total of 119 new trains with
an aggregate value of €670 million. These orders were part of the
first series of orders following the rail deregulation in the UK. Following
this deregulation the traditional roles and responsibililies for suppli-
ers changed radically while the rail regulaiory orgenisafion estab-
lished by the UK government was medified. We experienced
significant delays in gaining regulatory approvals to ihe detailed spec-
ifications and in an affempt to meet our delivery commitments, we
started production of these trains, in cnticipation of receiving the nec-
essary cpprovals. When the specificalions were findlised, they dif
fered from our expectations, which required costly and time
consuming modifications. As a result, we did not meet our delivery
schedule and begen lo foce reliability issues on the trains.

The 119 regional trains have been delivered and put into service.
The extensive modificotion programme of the Washwood Heath
plant reported in September 2003 has been completed and the
frains are now in operation. Support for these fleets is being
provided pursuant to warranty commitmenls and under long ferm
mainienance confracls.

T ot
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The project for the supply of 53 Pendclino High Speed Trains for
Virgin on the West Coast Mainline confinues in line with our com-
mitments to the customer and the rail authorities. At the end of
March 2004, 41 trains had been delivered. Trains are now oper-
ating in regulor revenue service with some units being used for
driver fraining, and preparation is underway for higher speed tilk
ing operation. The next major milestones for the programme are
the completion of build and the transition to higher speed tilting
revenue service by the end of Summer 2004. litigation over the
contract has recently been suspended pending on-going seftle-
ment discussions.

The delivery of the final Pendolino under this coniract will mark the
end of assembly activity at Washwood Heath. The majerily of the
resulting C0 redundancies will take place by September 2004.

US TRAINS

On 30 Jure 2003, we announced that we were conducting an
internal review, assisted by external lawyers and accountants, fol-
lowing receipt of anonymous letters alleging accounting impropri-
elies on @ train contract being executed at the New York facility
of ALSTOM Transportation Inc. ["AT!"), one of our US subsidiories.
Following receipt of these lefters the SEC began an inquiry which
is on going.

The Transport Secior’s aperating loss in fiscal year 2003 included
an additional charge of €73 million, recorded following contract
losses ot ATl

In addition, following the discovery of accounting improprieties at
ATl, we subsequently conducted reviews of all other ATl contracts
and, as a result, we recorded costs of €102 million in relation to
the US Transport business in fiscal year 2004. Slightly more than
half of this amount relotes fo o significont dispute with AMTRAK on
the North East Corridor which was setiled in March 2004,
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MARINE

The following table sefs out some key financial and operating date for our Marine Sector:

MARINE ACTUAL FIGURES

B> YEAR ENDED 31 MARCH R % voriotion % variction
; March 03/ March 04/

- -{in € million) 2002 2003 { 2004 March 02 March 03

Order beckleg 2,928 1,523 ¢ 817 © (48%) {46%)

Crders received 462 163 81 {65%] 134%

Sales 1,240 1,568 ; 997 26% (36%

Operating income 47 24 NE

Cperating margin 3.8% 1.5% k (1.9%

ERIT 32 12 b [40)

Capital employed 100 (343) (580)

MARINE COMPARABLE FIGURES

B YEAR ENDED 31 MARCH B % variction % variation
i March 03/ March 04/

{in € miflion) 2002 2003 : March 02 March 03

Order backlog 2,928 1,523 i " sy 6%

Orders received 462 163 ; {65% 134%

Sales 1,240 1568 - 26% (36%)|

Operating income 47 24 ' [

Operating margin 3.8% 1.5%

ORDERS RECEIVED

Since 2001, Marine’s main market, cruiseship consfruction, has
remained very weak world wide, due both fo the high level of orders
in the previous vears [the year 2000 ended with a record order-
bock of 50 ships under construction worldwide ~ essentially in
Europe) and to the uncericinties following September 2001 events.
In 2001 there wos only one new order worldwide (granted to
ALSTOM,, in 2002 there were only three new orders world-wide,
and in 2003 there were no orders until Sepfember 2003, when
three new orders were booked by a European competitor. A num-
ber of observers of the cruise market have seen the September
2003 orders os a possible sign of an upcoming market recovery.
Four new orders were placed world wide in the first quarter of the
calendar year 2004, of which two were placed with Marine as
described below.

The ING carrier morket remained very active, but Marine's commer
cial outlook is jeopardised by the low pricing policy of the Korean
yards. In June 2003, the European Commission extended certain
proteclive subsidies intended o compensate detimental Korean
pricing to this market segment,

Orders received by Marine during fiscal year 2004 totaled
€381 million comprising a transchannel carferry for Seafrance and
a 153,000 m* ING carrier- for Goz de France. In March 2004,
Gaz de France cenfirmed its option for @ sistership to the 153,000 m?
NG carrier, but the contract will be booked in our backlog only when
GDF completes its financing and chartering arrangements.

Also, in March 2004, Marine was owarded by Mediterranean
Shipping Company (MSC) a contract, subject to financing arrange:
ments, for two 1,275 cobin cruise-ships, with an option for a third
sistership. The first ship will be delivered in June 2006 and the
second in spring 2007. This contract is not in our backlog at
end of March 2004 and will be bocked ence the financing
arrangements have been put in place by MSC.

in fiscal year 2003 as in fiscal year 2002, Marine’s main market,
cruiseships, remained weak; as a consequence, Marine regis-
tered no new cruise-ship order in fiscal year 2003 and 2002.
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- SALES

Sales amounted to €997 million in the fiscal year 2004, during
which Marine completed ond delivered the following vessels:

o a surveillance frigate for the Royal Moroccan Navy;
= the cruise-ship lslond Princess for P&O Princess [now Camival plc);

MD&A
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» the cruise-ship Crystal Serenity for NYK/Crysta! Cruises; and
¢ the cruisediner Queen Mary 2 for Cunard.

With respect to fiscal year 2003 as compred o fiscal yeor 2002,
Marine sales levels reflected o high level of deliveries {including
four cruise ships) and work in progress (including the Queen
Mary 2).

The following table sefs out, on an actual basis, the geographic breakdown of sales by destination:

MARINE ACTUAL FIGURES

B YEAR ENDED 31 MARCH ;
(in € million) 2002 % conib. 2003 % confiib. ! 2004 % contib. 1
Europe 755 61% 724 46% Y 44% 1
North Americo 417 34% 636 4% 343 34% 1
South and Central America 0 0% 0 0% £ 9 1% U
Asia/Pacific 0 o% 186 12% 192 19% ¢
Middle East/Africa 8 5% 22 1% N 1% L
Sales by destination 1,240 100% 1,568 - - - 100% 997 100% |

OPERATING INCOME AND OPERATING MARGIN

Operating income was £€(19) million in fiscal year 2004, during
which Merine incurred additicnal costs in the completion and
delivery of one cruise-ship and o certain level of underactivity after
the very successful delivery of the Queen Mary 2 which created an
operafing loss during the second half of fiscal year.

Marine cperating income and opercting margin in fiscal year 2003
as cempared to the prior year reflected the elimination of cerfain sub-
sidies on new orders and an absence of increase in market prices.

RENAISSANCE AND FESTIVAL

We made commitments fo provide vendor financing/guarantees fo cer
tain Marine customers during fiscal years 1997 to 1999, which
allowed Marine fo obiain repeated orders for cruiseships and increased
the productivity of the SainHNozaire shipyard. As at 31 March 2004,
the remaining vendor finoncing guaraniees related thereby to ¢ fofal of
fourteen ships, including six cruiseships delivered to Renaissance Cruises
{"Renaissance”], three ships delivered fo Festival Cruises [“Festival’]
and five ships for four other customers. In addifien, two other cruiseships
had been supplied 1o Renaissance without vendor financing.

Renaissance filed for bankruptey in September 2001, Thereafter, we
and the lenders undertook actions to secure ond maintain the ships
and o restucture their financing. As part of the restructuring, which

BN S e

was completed in fiscal year 2002, ownership of the six ships, includ-
ing four that were previously owned by four special purpose leasing
enfities in which we had an inferest, was tranferred to subsidiaries of
Cruiseinvest {Jersey] ld., an enfity in which we own no shares.
Cruiseinvest financed this acquisifion principally through ban borrow
ings, guaranteed in part by us. In addifion, we purchased subordinated
limited recourse notes issued by Cruiseinves!, agreed to provide
Cruiseinvest with a fine of credit and met certain of our commitments
under our preexisting guarantees. Interest on the subordinated limited
recourse nofes is payable only from amounts remaining after safisfac:
fion of payments due on Cruiseinvest's bank borrowings.

In parallel, the remarketing of the ships commenced, with the objec:
tive to put the ships back info cruise operations as quickly as pos-
sible, through bare-boat or time charters, and eventually sell them
to the new operators when normal conditions are restored on the
second-hand market. One of these ships was chartered to Swan
Hellenic, o subsidiary of P&O Princess and resumed operations in
April 2003. Two other ships have been operated from summer
2003 by Oceania Cruise, a new cruise-operafor. Two others have
also been operated from spring 2003 by Pullmantur, with possibik
ities of extension. A long-term lease has also been finalised with the
European operaior Delphin Seereisen for one ship, which has
resumed cruise operations from summer 2003. The two other ships
supplied to Renaissance without vendor financing have also been
taken over by P&Q Princess pursuant o a forward sales contract for
fransfer of tifle in 2005, and resumed cruise operations in November
and December 2002. In brief, dll the eight former Renaissance ships
had resumed cruise operations on or before July 2003.
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In January 2004, given Fesfival's failure to meet certain financial
obligaticns, o procedure to immobilize three ships previously built
by our subsidiary Chanliers de I'Atlantique and terminate the
charter arrangements with Festival, was launched by the
concerned financial institutions for two ships (European Vision and
European Stars) and by the owner Auxiliaire Maritime J31 (guar-
anteed by ALSTOM,) for the other ship (Mistral]. We have not
increased the existing provision on Marine vendor financing due
to these events. On the basis of an estimate of their market value,
we have considered that the direct and indirect interest owned by
ALSTOM in the ships {in particular Mistral] should in the aggregate
cover the Group exposure adequately.

POWER CONVERSION

MD&A
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Cur total vendor financing exposure in relation to Marine amounted
to €643 million at 31 March 2004 compared with €933 million
at 31 March 2003.

The last shipbuilding contract having benefited from any type of ven-
dor financing come into force in November 1999, There is no other
vendor financing arrangement or commitment relating to any conr
tract in Marine’s order backlog.

As a result of the foregoing, we maintained a provision of €140 mik
ion at 31 March 2004 to cover risks associated with Marine
vendor financing. See alsc in the section “Risk Factor - We have
given financial assistance in connection with..." and Notes 25b
and 27 to the Consolidated Financiol Statements.

The following table sets out some key financial and operating data for our Power Conversion Business:

POWER CONVERSION ACTUAL FIGURES

7 YEAR ENDED 31 MARCH % variation % variation
March 03/ Maorch 04/

{in € million) 2002 2003 2004 H March Q2 March 03

Order backlog 668 568 495 115%) 113%)

Orders received 667 533 434 [20%) {(19%)

Scles 650 523 499 (20%) (5%)

Operating income 23 15 15

Qperating margin 3.5% 2.9% 30% ¢

ERIT [18) 22) 19 i

Caopital employed 98 48 25

POWER CONVERSION COMPARABLE FIGURES

# YEAR ENDED 31 MARCH e % varigtion % variation
i i March 03/ March 04/

{in € million) 2002 2003 i 2004 March 02 March 03

Order backlog 617 538 495 L (13%) (8%

Orders received 606 499 i 434 18%) (13%)

Sales 594 495 ; 499 (7% 1%

Operating income 16 17 15 1

Operating margin 2.7% 3.4% ] 30% 1
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ORDERS RECEIVED

The level of orders received in fiscal year 2004 decreased by 19%
compared to fiscal year 2003, On a comparable basis with fiscal
year 2003, orders received have decreased by 13%. This decrease
is mainly in Europe and is particlly offset by a strong increase of
orders in Chino ond in the United-States.

Power Conversion booked the following major orders:

s in Chine, outomatisation and control systems for DMS Baoxin
in the Process Industries business;

= in the United-States, supply of four quadrant load for the DDX
desfroyer programme in the Marine business.

MD&A
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Orders received decreased by 20% in fiscal year 2003 compared
to fiscal year 2002, which was an exceptional year with the
booking of two major contracts with the UK Royal Navy and the
Europecn Organisation for Nuclear Research (CERN].

SALES

In fiscal year 2004, sales decreased following an exchange rate
franstation impact for activities in US dollars and British pounds. On
o comparable basis, sales increased by 1% between fiscal years
2003 and 2004.

On an acludt basis, sales decreased by 20% in fiscal year 2003
compared with fiscal year 2002 as a consequence of orders
received trend.

__Jhe following.table sets out, on an actual basis, the geographic breakdown of sales by destination:

POWER CONVERSION ACTUAL FIGURES
B> YEAR ENDED 31 MARCH

{in € million) 2002 % contrib. 2003 % confrib. 2004 % confrib. x
Europe 387 60% 305 58% ; 306 61%
North Americo 121 19% 91 17% il 79 16% &
South and Central America 35 5% 34 7% i 28 6% &
Asia/Pacific 67 10% 42 8% 4 8% o
Middle East/Africa 40 &% 51 10% ! 45 0% il
Sales by destination 650 100% 523 100% i 100% 1]

OPERATING INCOME AND OPERATING MARGIN

The decrease of operating income in fiscal year 2004 was mainly
due to significant losses coming from our Motor Business. The relocar
tion of this business to a new factory was poorly executed and led

to losing orders in 2003. Consequently, this business suffered in
2C04 from a reduction in the level of activity.

The decrease of operating income in fiscal yeor 2003 compared
o fiscal year 2002 is mainly due to scope impact.
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CORPORATE AND OTHER

MD&A
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"Corporate and Other” comprises all units accourting for Corporate costs, the International Network and the overseas entities in Australi,

New Zecland, and India which are not reported by Sectors.

The following table sets out some key financial and operating data for our Corporate and Other organisation:

CORPORATE & OTHER ACTUAL FIGURES

B YEAR ENDED 31 MARCH % varigtion % varigtion
March 03/ March 04/

lin € million] 2002 2003 March 02 March 03

Order backlog 55 52 (6%} 35%

Orders received 251 214 (15%) 38%

Sales 251 205 {18%] 18%

Operating income {35 {44) 159

EBIT (49) {46) {252

Capital Employed 1,491 1,208 1,334

CORPORATE & OTHER COMPARABLE FIGURES R

B YEAR ENDED 31 MARCH % variation % variation
March 03/ March 04/

{in € million) 2002 2003 March 02 March 03

Order backlog 60 51 {15%) 37%

Orders received 289 207 129%) 43%

Sales 286 197 i 241 122%) 22%

Operating income (35) (44) (59)

OPERATING INCOME CAPITAL EMPLOYED

Operating income includes Corporate cosls as wel! as the
contribution of the Infernationel Network and the overseas entities.
For fiscal year 2004, operating income also included costs of the
former Power Sector headquarters which are now borne by
Cerperate and that amounted to approximately €25 million in
fiscal year 2003. Operating income was €£{59) million in fiscal year
2004, compared with €{44) miliion in fiscal year 2003. The
variation is mainly due to the additiona! costs incurred by Corporate
on behalf of the former Power headquarters, not fully compensated
by savings on the reorganisation of Corporate and the number of
related employees reduced. :

Operating income was €(44]} million in fiscal year 2003 com-
pared to €{35) million in fiscal year 2002.

Copital employed for Corporate was high ot €1,334 million
because the main part of our other fixed assefs is allocated to
Corporate’s capital employed as they are managed by Corporate;
they mainly include loans in respect of Marine Vendor Financing and
prepaid assets - pensions.

Capital employed were €£1,208 million in fiscal yeor 2003 com-
pared to €1,491 million in fiscal year 2002,
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FINANCIAL STATEMENTS

INCOME STATEMENT
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The following table sets out, on a consclidated basis, the elements of our operating income both on an actual and on a comparable basis

for the Group as a whole:

TOTAL GROUP ACTUAL FIGURES

B YEAR ENDED 31 MARCH % variation % variation
March 03/ March 04/
fin € million} 2002 2003 2004 March 02 March 03
- SALES 23,453 21,351 16,688 (9%} {22%)
Cost of sales 119,623} (19,187} {14,304} {2%) 125%)
Selling expenses {1,078) [970) [785) 10%) (19%)
R & D expenses [575) (622) [473) | 8% 124%)
Administrative expenses {1,236) 1,079) 1826) 13%) 123%)
OPERATING INCOME 941 507)  © 300
Operating margin 4.0% 12.4%) 3 1.8%
TOTAL GROUP COMPARABLE FIGURES
# YEAR ENDED 31 MARCH I “’—'i % variation % variation
o March 03/ March 04/
fin € million) 2002 2003 i 2004 March 02 March 03
SALES 18,282 18,531 P 16,6488 1% {10%)
Cost of sales {15,301) (16,762) 114,304) ¥ 10% {(15%
Selling expenses {834) (804) (785 ! (4%) (2%
R & D expenses 467) {547) it 1473) I 17% 114%)
Administrative expenses (@83) (@62) ¢! {826} | (2%} (14%)
OPERATING INCOME 698 {543) 300 |
Operating margin 3.8% {2.9%) 35 1.8%

Sales

Sales were €16,688 million in fiscal year 2004, compared with
€21,351 million in fiscal year 2003, o decrease by 22% on an
actual basis. This decrease was due principally to exchange rate var:
afions and the disposal of our Industrial Turbines businesses and
T&D activities, as well as lower sales in Power Turbo-Systems while
sales in other sectors remained stable or slightly increased on a com:
parable basis. On a comparable basis, scles decreased by 10%.

Sales in fiscal year 2003 decreased by 9% os compared with sales
in fiscal year 2002, on on actudl basis due principaly to exchange
rale variations and disposals.

No single customer represented more than 10% of our sales in any
of the three pericds discussed.

Selling und adminisirative expenses

Selling and administrative expenses were £1,611 million in fiscal
year 2004 compared with €2,049 million in fiscal year 2003
ond €2,314 million in fiscal year 2002, due principally to the
disposal of cur Industrial Turbines businesses and T&D activities.
On a comparable basis, selling and administrative expenses have
decreased by 9% between fiscal year 2004 and fiscal year 2003.
This decrease reflected the savings and the first impacts of the restruc-
turing programmes launched as part of our action plan and o a lesser
extent the decrease in sales.

On on aclua! basis selling and administrative expenses have decreased
by approximately 11% between fiscal year 2003 and fiscal yeor
2002 mainly due to variation in scope and exchange rate.
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Research and Development expenses

Research and Development expenses were €473 million in fiscal
year 2004, os compared to €622 million in fiscal year 2003 and
€575 million in fiscal year 2002. Correcling the impact of the
disposal of our Industrial Turbine businesses and T&D activilies,
and on a comparable basis, Research and Development expenses
have decreased by 14% between fiscal year 2004 and fiscal
year 2003. This decrease was mainly due to o decrease in
expenses in connection with the GT24,/GT26 gas turtbines as the
fechnology stobilised and fo the phasing of these expenses. The
increase recorded between fiscal year 2002 and 2003 was
mainly due to increased spending on gas turbines.

Operating income (loss) and opercting margin
Operating income is measured before restructuring costs, goodwill-and
other intangible assefs cmortisation expenses, ond other flems includ-
ing foreign exchange gains and losses, gains and losses on sales of
assels, pension costs and employee profit sharing and before toxes,
inferest income ond expenses. Operating morgin is calcuated by
--—dividing-the operating-income by total annual sales.

On an actual basis, operating income and operating margin were
€300 million and 1.8% in fiscal year 2004, as compared with
operating income of €{507} million and operating margin of (2.4%
in fiscal year 2003 and operating income of €941 million and
operating margin of 4.0% in fiscal year 2002.

Qur operating margin in fiscal year 2004 was impacted by:

> the lower leve! of sales which was not fully offset by o comesponding
decrease in operating expenses as the restructuring plans launched
in fiscal year 2004 did not yet have a material imped); ond

e charges amounting to €102 million for cur Transport Sector and
to €108 million for our Power Environment Sector respeciively
as a result of additional provisioning following project reviews
in the US and difficuliies with two subcontractors in the US.

In fiscal year 2003, exceptional provisions and accrued costs were
recorded for the GT24,/GT26 heavwyduty gas turbines and for UK
Trains.

Ecarnings Before Intferest and Tax {(EBIT)

EBIT was €{871) million in fiscal year 2004, compared with
11,129 miltion in fiscal year 2003 and €487 million in fiscal year
2002,

The negetive EBIT in fiscal yeor 2004 was mainly due to:
@ the low level of operating income;

= high restructuring costs amounting to €655 million in fiscal
year 2004, compared with £268 million in fiscal year 2003.

MD&A
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The increase in fiscal year 2004 was due to restruciuring
plans announced in our action plan in March 2003 in order
to reduce our overheads significantly and to edapt our
orgenisation and industrial base to current market conditions.
Restruciuring costs are occrued when manogement announces
the reduction or closure of facilities, or @ programme to reduce
the workforce and when related costs are precisely
determined. Such costs include employees’ severance and
ferminafion benefits, estimated facility closing costs and
writeoff of assets;

* pension costs were €263 million in fiscal yeor 2004,
compared with €214 million in fiscal year 2003 and
€139 million in fiscal year 2002. This increase was primarily
due to an increase in the amortisation of the unrecognised
actuorial difference between pension obligations and the foir
marke! value of the ossels following the fall in global stock
market in 2002.

The negative EBIT in fiscal year 2003 was mainly due fo o decrease
in operating income and increases in pension and restructuring costs.

Financial expenses, net

The deferioration of our net financial expenses, €460 million in
fiscal year 2004 compared with €270 million in fiscal year 2003
and €294 million in fiscal year 2002, was due to the increase in
fees poid on credit lines in connection with the agreements reached
in March 2003 for o bridge facility and extension of maturity for
cerfain loans and the amortisation of cosls on securitisation of future
receivables with the final delivery of cruise-ships, as well as foreign
exchange losses (€19 million), whereas gains of €55 millicn were
recorded for fiscal year 2003.

All fees including exceptional fees finked to restructuring of our
debt {both for the negotiations in March 2003 for the new bridge
facility and extended loans and for the financing package agree-
ment in September 2003) as well as lawyers' ond auditers' fees
should amount to a total of approximately €200 million. The related
charge in our income statement was €125 million in fiscal year
2004, ond the remaining will be amortised over the next five
fiscal years.

Income fux )

The income tax charge was €251 million for fiscal year 2004 as we
recognised deferred tax charge of €149 million and a-current income
tax charge of €102 million. This deferred tax charge of €149 million
in fiscal year 2004 compared with a credit of €416 million in fiscel
year 2003 woas moinly due to voluation ollowance ofter a delailed
review by jurisdiction as described in Note 6 to the Consolidated
Financial Statements. Given the ability o carry forward indefinitely cer
tain 1ax losses, those deferred tox assets currently subject to valuation
allowance remain available to be utilised in the future.
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Our deferred tox assets omounted to €1,561 million as of
31 March 2004, Based on our business plan, we expect our
deferred tax that are not currently subject to valuation allowance will
be recovered over o period of four to twelve years. For more
details, see Note & to the Consolidated Financial Statements,

Share in net inceme (loss) of equity investments
Our share in net income {loss) of equity investments was nil in
fiscal year 2004 compared with £3 million in fiscal year 2003 and
€1 million in fiscal year 2002.

Dividend on redeemable preference shares

of o subsidiary

Cur dividend on redeemable preference shares of o subsidiary has
been reclassified in financial income {expenses| net, in fiscal year
2003 due to the reclassification of the redeemable preference
shares as financial debt. The dividend poid was €11 million in
tiscal year 2004 and €13 million in fiscal year 2003, thereby
impacfing the financial income, and €14 million in fiscal year
2002 impacting the dividend item in our income siatement.

Minority interests

Minarity inferests were €2 million in fiscal vear 2004 compared with
€(15) miflion in fiscal year 2003 and €(23} million in fiscal year
2002.

Goodwill amortisation

Goodwill amortisation cmounted to €256 million in fiscat year
2004 compared with €284 millior-in fiscal year 2003 and €286 mit
lion in fiscal year 2002. The decrease was due lo the disposal of
our Industrial Turbine businesses and, to a lesser extent, of our T&D
activities.

We requested an independent third porty evaluation as part of our
onnual impairment tests of goodwill and other intangible assets. The
valuation as af 31 March 2004 supported our opinion that our
goodwill and other infangible assets were not impaired,

Net income (loss)

Net losses in fiscal year 2004 amounted to £1,836 million,
compared with a net loss of €1,432 million in fiscal year 2003 and
o net loss of €139 million in fiscal year 2002.

MD&A
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BALANCE SHEET

Goodwill, net

Net Goodwill decreased to €3,424 million af 31 March 2004
compared to €4,440 million at 31 March 2003 due to the amor-
fisation of goodwill for €256 million and to the disposal of our
industrial Turbine and Transmission & Distribution businesses which
led to o decrease of the corresponding goodwill of €759 million.

Net Goodwill decreased to €4,440 million at 31 March 2003 as
compared o £4,612 million at 31 March 2002 as a result of
amortisation offseffing the impact of the acguisition of the remain-
ing 49% of Fiat Ferroviaria in April 2002.

Working capitfol

Working capital [defined as current assets less current ligbilities
and provisions for risks and charges) at 31 March 2004 was
£(4,860) million compared with €(4,886) million as reported at 31
March 2003. This variation was due fo ¢ posifive net effect of
foreign currency translation for €117 million and to the changes in
scope. Excluding these effects, the working copital was stable.
See Note 16 to the Censolidated Firancial Statements for more
details.

Working capital at 31 March 2003 was €(4,886) million com-
pared with €(4,545) million ot 31 March 2002, reflecting tighter
working capital management and a decrease in total provisions
for risks and charges.

Customer deposits and advances

We record customer deposits and advanices on our balance sheet
upon receipt as gross customer deposits and advances. The gross
amounts were €8,722 million, €12,689 millicn and €14,159 ot
31 March 2004, 31 March 2003 and 31 March 2002 respec-
fively. At the balance sheet date, we apply these deposits first o
reduce ony related gross accounts receivable and then 1o reduce
any inventories and contracls in progress relafing to the project for
which we received the deposit or edvance. Any remaining deposit
or advance is recorded as "Customer deposils and advances” on
our bclance sheet. As of 31 March 2004, our net customer
deposits and advances were €2,714 million, compared with
£3 541 million os of 31 March 2003 and £4,22 1 million as of
31 March 2002.

The decrease of our customer cash deposits and odvances of
€827 million which occurred during fiscal year 2004 included
negative currency franslation effects of €84 million and the impact
of the disposal of our Industrial Turbine businesses and our T&D
activities of €742 million. The impact on our cash flow of the
change in customer’ deposits ond advances wos negative by
€1 million in fiscal year 2004 after a negative €221 million in the
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first half of fiscal year 2004. This is due fo the increase in our orders
received in the second half of the fiscal year and demonsirating
the return of confidence from our customers following the implemen-
tation of our refinancing package.

The decrease of customer cash deposils at the end of fiscal year
2003 os compared o fiscal year 2002 waos mainly due to
translation effects.

Provisions for risks and charges
At 31 March 2004, the provisions for risks and charges were
€3,489 million compared with €3,698 million at 31 March 2003.

This nel decrease was accounted for mainly by the following
movements:

° o decrease in provisions on contracts for €561 million, mainly
resulting from application of the GT24/GT26 gos furbines
and fo the disposal of activities;

-a-an-increase-in-restructuring provisions. of €247 million due to
the numerous restructuring plans announced, for which we
have recorded a high level of provisions in fiscol year 2004
that will be applied during the Fiscal year 2005; and

s a decrease in foreign currency translation effects.

At 31 March 2003, the provisions for risks and charges were

" 3,698 million compared to-with 3,84%-million.at 31 March 2002.

" The decrédise 'was due to o decrease in- provisions. on. contracts,

restructuring and other provisicns, foreign currency fronslation effects
which more than offset the net increase in provisions for the

GT24/G126 gus turbine,

Shareholders’ equity and minority interests
Shareholders” equity ot 31 March 2004 was €97 million, including
minority interests, compared with €853 million of 31 March 2003
and £1,843 million at 31 March 2002. This decrease at
31 March 2004, was mainly due to the net loss for the period of
€1,836 million, offset by the capital increase of €300 million, the
issuance of convertible bonds for £733 miflion net of related costs
ond the positive impact of cumulative translofion adjusiments for
€74 million. The decrease at 31 March 2003 was mainly due
to the net loss and translation adjusiments, partially offset by o
capital increase of €622 million.

As at 31 March 2004, €152 million of bonds, out of the
€901 million issued, have not yel been converted info capital.

MD&A
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Securitisation of existing receivables

In order to fund our acfivity, we sell selecled exisiing frade receivables
to o third porty on on irevocable, without recourse basis. The
net cash proceeds from securitisation of existing rade receivables
at 31 March 2004 was €94 million compared with €357 million
at 31 March 2003 and €1,036 million at 31 March 2002.

Securifisation of future receivables

in order 1o finance working capital and to mitigate the cashnega-
five profiles of some contracts, we have sold to third parties selected
future receivables due from our customers. This securitisation
of future receivables has the benefit of reducing our exposure to
customers {since some future receivables are sold without recourse
to us should the obligor under the receivable default for reasons
other than our failure to meet our obligations under the relevant
contract) and applies principally to Marine and Transport. The total
securifisation of future receivables at 31 March 2004 was
£265 million compared with €1,292 million at 31 March 2003 and
€1,735 million at 31 March 2002. The decrease in fiscal year
2004 .compared with_fiscal year 2003 was mainly due fo the
delivery of two cruiseships by our Marine Sector. During fiscal
year 2004, we did not enter info any new securitisation of future
receivables. The decrease in fiscal year 2003 compared with
fiscal year 2002 was mainly due fo the lower level of orders
received in Marine.

Financiaf debt

Our financial debt was €4,372 millioa at 37 March 2004,
compared with €6,331 million af 31 March 2003 and
€6,035 million at 31 March 2002.

Met defor

We define net debt s financial debt less shorkerm investments, cash
and cash equivalents. Net debt was €2,906 million ot 31 March
2004, compared with £4,561 million ot 31 Morch 2003 and
€3,799 million at 31 March 2002. Our net debt decreased
due 1o the capital increase, the issuance of bonds mandatority reim-
bursable with shares and proceeds on disposal of investments partly
offset by net cash used in operafing acfivities. The increase in fiscal
2003 was due to o decrease in cash and cash equivalents ond the
reclassification of our preference shares and undated subordinated
notes.
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LIQUIDITY AND CAPITAL RESOURCES

CONSOLIDATED STATEMENT OF CASH FLOWS

MD&A
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The following table sets out selected figures concerning our consclidated statement of cash flows:

TOTAL GROUP ACTUAL FIGURES
B YEAR ENDED 31 MARCH
{in € million) 2002 2003 ;
Net income after eliminafion of non cash items 341 (1,087 (1,053 §
Change in net working capital (920) 550 {50 &
Net cash provided by (used in) operating adtivities 579) {537) [ (1,058) i
Net cash provided by (used in] investing activities 123 {341} 5 1,561 &
Net cash provided by [used in) financing activities 136) 621 1,173
(592) 1257) k 1,676 -
Net effect of exchange rate (12} 41 b N
Other changes and reclassifications 16 {464) b n4) i
Decrease (increase) in net debt {588) 762} 1,655 ¢

Net cash provided by (used in) operating aciivities
Net cosh provided by operotfing octivities is defined as the net
income after elimination of noncash items plus working capital
movements. Net cash provided by {used in] operating activities was
£€{1,058) million in fiscal year 2004 compared to £(537) million
in fiscal year 2003 and £{579) million in the fiscal year 2002.

Net income after elimination of noncash items was €(1,053] million
in fiscal year 2004. This emount represented the cash genercted
by net income before working capital movements. As provisions are
included in the definition of our working capital, provisions are not
part of the elimination of noncash items. This negative amount was
mainly due high levels of restructuring and financial expenditures.

Change in net working capital was €[5} million. The principal
movements. in working capital were due fo:

@ g decreose of £267 million in sale of frade receivables
{securitisation of existing receivables};

= a decrease of €295 million in contractelated provisions due
to the application of GT24/GT26 provisions partially offset
by new provisions recorded on other coniracts ond
for restructuring not yet applied;

s stable customer deposits and advances; and

@ o decrease of €985 million in trade paysbles and other
poycbles, o decrecse by €388 million of inventories and
contracts in progress and o decrease of rode and other
receivables by €770 million, these movements are mainly

due to the decrease in sales by 10% on a comparable basis
ond ¢ high level of delivery in the fiscal year 2004. The
positive cash flow of €173 million figgered by this net
decrease in working capital resulted from the application of
accrued contract costs for the GT24/GT26, ¢ positive change
for Marine following deliveries and the combined effect of a
decrease in activity and & better working capital manogement
{mainly reduction of overdue receivables from customers|.

The net cash used in operating activities of (€ (537 million} in fiscal
year 2003 was mainly due to the net loss of the fiscal vear partly
offset by a positive change in working capital.

The net cash used in operating activities of (€ [579) million) in fiscal
year 2002 was mainly affected by the net outflow from change in
waorking capifal.

Net cosh provided by (used in) investing aciivities
Net cash provided by investing activities was €1,561 million
in fiscal year 2004, This amount comprised:

s proceeds of €244 million from disposals of property, plent and
equipment lincluding €206 million from the disposal of reat estatel;
» capital expenditures for €254 million;
» decrease in other fixed assets of €125 million mainly due
to the proceeds from the early reimbursement of receivables
due 1o us by two special purpose enlities in connection
with Marine vendor financing; and
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» cash proceeds from the sale of investments, net of net cash
sold for €1,454 million, comprising of mainly the procesds
from the sale of our Industrial Turbine businesses for
€784 million and our T&D activities for €632 million.

Net cash provided by {used in} investing activities was €{341]
million in fiscal year 2003 and €123 million in fiscal year 2002.
The nel cash outflow in fiscal year 2003 was mainly due to €410
million of capital expenditures ond €154 million of cash expend-
tures for the acquisition of the remaining 49% in Fiat Feroviaria Spa.

The net cash inflow in fiscal year 2002 was mainly due to sale of
investment [Contracting & GTRM|.

. Net cash provided by (used in} financing octivities

Net cash provided by financing activities in fiscal year 2004 was
€1,172 million, including @ capital increase for €300 million and
ORA issuance for €901 million, compared with €621 million of net
proceeds in fiscal year 2003, including primarily proceeds from a
capital increase completed in July 2002.

The net cash used in finoncing activities in fiscal year 2002 of
(€ (1 36] million} was due to dividend poid.

MD&A
OPERATING AND FINANCIAL REVIEW

Decrease (increase) in net debt

As a result of the above, our net debt decreased by €1,655 million
in fiscel year 2004, compared with an increase of €762 million in
fiscal year 2003 and of €588 million in fiscal year 2002.

MATURITY AND LIQUIDITY

We rely on a variely of sources of fiquidity in order I finance our oper
ations, including principally borrowings under revolving credit facili-
fies, the issuance of commercial poper end asset disposals. Additional
saurces include customer deposits and advances and proceeds from
the sale of trade receivables, including future rade receivables. [n the
past, we have also used the issuance ofsecurifies, including debt
securifies and preferred shares, as a source of liquidity.

In August 2003, we entered into o new financing package with
mare than 30 of our commercial lenders and the French Siate,
and in September 2003 we amended this financial package, as
described above under "— Status of our action plan and main
events of fiscal year 2004 — 2003 Ffinancing Package.” .
Implemertation cf this financing pockage has reduced and substontially
changed the maturity prefile of our debt.

The following table sets forth our outstanding financial debt obligations {including future receivables securitised) ond avoilable credit lines

as of 31 March 2004:

(iﬁ € million} After
T“quarter 2 quarfer 37 quorter  4* quarter Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
2004/05  2004/05 2004/05  2004/05 Yeor 2005 Yeor 2006 Year 2007 Yeor 2008 Yeor 2009  Year 2009

Redeemable preference

shares 208 {205}

Subordinated notes 250 {250}

Subordinated loans [PSDD} 1,563 {1,563)

Subordinated

long term bond [TSDD) 200 {200}

Subordinated bands

reimbursable with

shares - TSDD RA 300 (300)

Bonds 650 [650)

Syndicated loans 722 (722

Bilateral loans 260 127) (33) 1200}

Commercial poper 420 (420} 420)

Bank averdraft/ather

faciliies/accrued inferests @ 320 {278} 1278) 114) fo)] (3 {3) 116}

Sub-total 4,890 (278) 0 0 1420) {698) (246) {1,661} {203} {1,566} {518)

Future receivables ¥ 265 (68} 69} 168} {60} (265)

Total 5,155 {346} {69) {68) (480) {963) (246) {1,661) (203} {1,566) {516)

Financiol debt 4,372

Available fines 783

[1) Subordinated bonds reimbursable with shares (TSDD RA) will only be reimbursed in cash in the event the European Commission does not approve their reimbursement
with shares. See "Status of our action plan and main events of fiscal year 2004 - 2003 Financing package”.

12) Focilities entered into by subsidiories hove been clossified os being immediciely due becouse ‘such focililies ore generolly uncommitted.

{3} Excluding the reimbursement of which will come directly from the direct payment of the customer lo the investor lo whom we sold the right 1o receive the payment.
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Total aveilable unused credit lines together with cash available in
the Group amounted fo €2,249 million ot 31 March 2004,
compared with €2,370 million at 31 March 2003.

The amounts consisted of;

s Available credit fines ot Group level, which were consfituted
of €420 million of commercial paper ond €363 million
of the tranche B of the Subordinated loans (PSDD), for
£783 million ot 31 March 2004, compared with o bridge
facility of €600 million at 31 March 2003;

¢ Cash available ot Group fevel was €532 million
at 31 March 2004, compared with €610 million
at 3 1March 2003; and

s Cash available at subsidiary level of €934 million at 31 March
2004, compared with £1,160 million at 31 March 2003.

ALSTOM, the Group parent company, may readily access some
cash held by whaolly owned subsidiaries through the payment of
dividends or pursuant fo intescompany lending arrangements. Local
constraints can delay or restrict this access, however. Furthermore,
while we have the power to control decisions of subsidiaries of
which we are the majority owner, our subsidiaries are distinct legal
entities and the poyment of dividends and the making of loans,
advances and other payments io us by them maoy be subject to legal
or confractual restrictions, be contingent upon their earnings or be
subject fo business or other consiraints, These limitations include local
tinancial assistance rules, corporate benelit laws and other legal
restrictions. Qur policy is to centralise liquidity of subsidiaries at the
parent company level when possible, and to continue lo progress
towards this goal. The cash availoble ot subsidiary level was
£2,069 million, €1,160 million and €934 million respectively in
March 2002, 2003 and 2004.

PENSION ACCOUNTING

We provide various fypes of refirement, termination and postrefirement
benefits (including healthcare and medicall to cur employess. The type
cf benefits offered to on individual employee is reloted 1o local legal
requirements as well as the historical operating practices of the
specific subsidiaries and invalves us in the operation of, or participation
in, various refirement plans.

These plans are either defined-contribution, defined-benefit or
multemployer plans.

Defined contribution plans

For the definedcontribution plans, we pay contributions 1o inde-
pendently administered funds at a fixed percentage of employees’
pay. The pension costs in respect of definedconfribution plans are

MD&A
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charged in the income stalement as operaling expenses and
represent the confributions paid by the Company fo these funds.

Befined-benefit plans
These plans mainly cover refirement and termination benefits and
postretirement medical benelits.

For the defined benefit plons, which we operate, benefits are
normally based on an employee’s pensionable remuneration and
length of service. These plans are either funded through independ-
ently administered pension funds or unfunded. Pension liabilities are
assessed annually by external professionally qualified actuaries.
These actuarial assessments are carried out for each plan using the
Projected Unit Credit method with @ measurement date of
31 December. The finoncial and demographic assumptions used
are determined at the measurement date as being appropriate for
the plan and the couniry in which it is situated.

The most important assumptions made are listed below:

e discount rate;

< inflation rate;

o rate of salery increases;

2 longterm rate of refurn on plan assets;
= morlality roles; ond

¢ employee turnover rates.

Cerlain assumptions used are discussed in Note 21 to the
Consolidated Financial Statements.

The assets of externally administrated defined-benefit plans are
invested mainly in equity and debt securities. The components of
these assets are disclosed in Note 21 1o the Consolidated Financial
Statements.

The expected costs of providing retirement pensions under defined-
benefit plans, os well as the costs of other postretirement benefit
plans, are charged to the profit and loss account over the periods
benefiting from the employees’ services.

Valuation of the Projecied Benefit Obligotion

The actuarial value of the future obligations of the employer estimated
with the Projected Unit Credit method {Projected Benefit Obligatian
- "PBO") fluctuates annually, depending upon the following:

o increases relafed fo the acquisifion by the employees of one
additional year of rights |"service cost");

@ increase in the present value of the PBO which arises because the
benefits are one year closer fo their payment dates {"interest cost');

s decreases reloted lo the benefits paid during the yeer;

e changes related to madifications of the actuarial assumptions
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{“actuarial gains and losses”: discount rate, inflafion rate, rate of
salary increases etc ),
= changes in obligations reloted to plon amendments; and
= changes due to curtailments or setlements applied on the plans,
= changes in scope |"business combinations/disposals”].

The chonge in the PBC is disclosed in Note 21 1o the Consolidoted
Financial Statements.

Yaluation of plon assels

The fair value of the assets held by each plon is the amount that the
plon could reasonably expect fo receive in a current sale of the assets
between a willing buyer and a willing seller. This is compared with
the PBO and the difference is referred to os the “funded status” of
the plan.

The changes in the fair value of assels and ine funded siatus are
disclosed in Note 21 to the “Consolidated Finoncial Stafements”.

Acruarial guins and lesses, prior yeor service

costs and iransition obligotions

A number of factors can trigger actuarial goins and fosses:

s differences befween the assumptions used and the actual
experience (for instance, an actual retumn on assets differing
from the expected rate of refurn af the beginning of the yeor);

o changes in the longterm actuarial assumptions (inflation rafe,
discount rate, rate of salary escalation, mortality table et ):

s changes due fo plan amendments; and

» impact of the first application of the cctuarial methodology
{Projected Unit Credit method)].

The impact of these facters is shown in the toble entifed “Chonge in
plan assets” in Note 21 to the “Consolidated Financial Statements”:
o ynrecognised actuarial loss {gainl;

= unrecognised prior service cost [due to plon amendments); and
¢ unrecagnised fronsition,

The unrecognised actuarial loss |gain) at the yearend is compared
on a planbyplan bosis with the higher of the PBO and the foir value
of the assets held. if the unrecognised actuarial loss (gain] exceeds
10% of this amount the excess above the 10% level is spread
across the remaining working lives of the employees of the respective
plon.

As of 31 March 2004, the actuarica! losses unrecognised in the

balonce sheet were €918 million, a decrease of €49 million since

March 2003. Recognition of these liabilities under French GAAP
is cllowed over the average remaining working lives of the relevant
parficipants. Thus, starting with fiscal year 2005, the portion above
10% calculated scheme by scheme, is spread across the average
residual working peried of these plans, being 10-15 years.

MD&A
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The unrecognised gains on prior service costs and on transition
amounted to €33 million at 31 March 2004, The fotal amount is
omortised on a straightline basis over the remaining working lives
of the plans’ participants.

Pensien cost

The tctol pension cost related to defined benefit is defined annually

by qualified actuaries and is detailed in Note 21 fo the

“*Consolidated Financial Statements” as follows:

s service cost, which corresponds fo the acquisition of one
additional yeor of rights; '

s inferest cost, which is due fo the increase in the present
value of the PBO which arises because the benefils are
one period closer o their payment dotes;

» expected refurn on plan assets (profit);

s cost {or potentially profit] corresponding fo the amortisation
of prior service cost;

o cost {or potentially profit) corresponding to the omortisation
of actuarial gains and losses; and

= profit {or potentially cost} of Curtailments/ Setlements
corresponding to the impact of o reduction/cancellation
of the obligation mainly due to a modification of the plan’s
scope (downsizing, business disposals, closing of a
defined-berefits plan, elc.).

Multi-emplover plans in the United States

end Canada

We employ workers from US ond Caonada Trade Unions mainly in
our Customer Service activity related to the boiler aftermarket.

The pension cosls charged in the income statement as “COther
expenses — Pension costs” represent contributions payable by us to

these dedicated funds.

During the yecr ended 31 March 2004, pension and other post
retirement benefit costs recorded totaled of €263 million. Of
this amount €191 million related to defined benefit schemes,
€32 million to defined contribution schemes, €28 million 1o
multiremployer schemes ond €12 million fo other post refirement
benefits. The total cash spend in the year was €199 million.

The fair value of defined benefit scheme asset fotcled €2,263 mil-
lion ot 31 March 2004 and the benefit obligations, pension and
other benefits; totaled €3,633 million leaving an underfurding in
the plans of €1,370 million. We have recorded accrued benefit
costs of €485 million in our Consolidotd Finoncial Statements.
This leaves €885 million 1o be recorded, taking inte account
changes in actuarial assumptions on benefit obligations and plan
assets and provisions, over the average fulure service period of
employees.

*—
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OFF BALANCE SHEET COMMITMENTS AND CONTRACTUAL OBLIGATIONS

OFF BALANCE SHEET COMMITMENTS

The following table sefs forth our oftbalance sheet commitments, which are discussed further ot Note 27 to the Consolidated Finoncial

Statements:

TOTAL GROUP ACTUAL FIGURES
P YEAR ENDED 31 MARCH

MD&A
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fin € million) 2002 2003
Guarantees relafed fo confracts 11,451 9,465
Guaranlees related to vendor financing 932 749
Discounted notes receivables 18 11
Commitments to purchase fixed assets 8 7
Other guarantees 58 Q4
Off balance sheet commitments 12,467 10,326

Guaroniees reloted jo confrocts

The overall omount given s guarantees on controcts decreased from
€9 465 million in March 2003 1o £8, 169 million in March 2004,
o decrease by 14% mainly due the disposal of our industrial Turbine
businesses and our T&D activities, and o exchange rate variations.

Yendor Financing Exposure

In some instances, we have provided financial support to institutions
which finance some of our customers ond also, in some cases,
directly fo our customers for their purchases of our products. We refer
to this financial support as “vendor financing”. We have not
committed to provide any vender financing guaraniees fo our cus:
tomers since fiscal year 1999,

At 31 March

Vendor financing totolled €969 million of 31 Morch 2004
{of which €640 million was off balance sheet} compared to
£1,259 million at 31 March 2003 {of which €749 million was
off balance sheet). This decrease was mainly due to the early reim-
bursement to us of €180 million due fo us from two special purpose
entities following the agreement with our lenders under our new
financing package.

Coniraciuat Obligations

i Less than More than
fin € million} i 2004 1 year 1-3 years 3-5 years 5 years
Financial Debt Obligations o 4372 1l 543 1 907 ] 406 516
(Exclusive of Capitallease Obligations| L
Long fesm rental 683 H 11 31 44 597
Capitc! lease Obligations 237 37 55 39 106
Operating Lease Obligations 430 62 106 75 187
Pensions and refirement obligation, net 485 63 120 120 182
Total 6207 716 2219 1684 1588
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CRITICAL ACCOUNTING POLICIES

The preparation of cur Consolidated Financial Siatements requires
us to make estimates and judgements that affect the reported
amounts of assels, liabiliies, revenues and expenses, ond related
disclosure of commitments and conlingencies, including financing
arrangements. On a regular ongoing basis, we evaluate our
estimates, including those relating to projects, products, parts and
other oftermarket operations, and included in cccrued contract
costs, provisions for risks and charges, bad debts, inventories,
investments, infangible assets, including goadwill and other acquired
infangibles, taxation including deferred tox assets and liabilities,
warranty obligations, restructuring, longderm service contracts,
pensicns and other postretirement benefifs, commitments, confingen-
cies and liigation. Estimates are based on historical experience and
on vorious other assumptions that are believed to be reasonable
under the circumstances, the resulis of which form the basis
for making judgements about the carrying value of assets and
liabilities. Actual results may differ from thase estimates under
different circumstonces, assumptions or conditions.

Accounting policies important to an understanding of the financial
statements include those related to business combinations, consol-
idation methods, goodwill, other acquired intangible assets and
restructuring that may be subject fo the application of differing
accounting principles. We believe the following critical accounting
policies ore most offected by our judgements ond estimates in
preparing our Consolidated Financial Statements,

Revenue recognition on long term coniracis

We recognise revenue and profit as work progresses on longterm,
fixed-price contracts using the percentoge of completion method,
based on contract milestones or costs incurred |See Note 2(c) to the
Consolidoted Finoncial Statements), which relies on estimates of tolal
expected confract revenue and cost. We follow this method because

‘we believe we can make reasoncbly dependable esfimates of the rev-

enue and costs applicable to various defined stages, or milestones,
of a confract. Recognised revenues and profil taken ore
subject fo revisions as the confract progresses fo complefion. Revisions
to profit estimales are charged to income in the period in which the
facts that give rise fo the revision become known. VWhen we book rev-
enue, we also book certain contract costs fincluding direct maferials
and labour costs and indirect costs related to the contract] so that the
contract margin, on o cumulafive basis, equals the total contract
grass margin determined in the latest project review. We generally
account for longrterm service contracts using the percentage of com-
pletion method, recognising revenue as perfarmance of the contract
progresses using estimoted confroct profit rates. Selling ond adminis-
frative expenses are charged to expenses cs incurred.

MD&A
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Confract accruais

Significant esfimates are involved in the determination of provisions
related to contract losses and warranty costs. f @ project review
indicates o negative gross margin, we recognise the enfire expected
loss on the contract when we idenlify the negaiive gross morgin.
Estimates of future costs reflect our current best estimate of the prob-
able outflow of financial resources that will be required to seftle
coniractual obligations. These estimates are assessed on a confract
by-contract bosis. Such estimates cre subject to chonge based on
new information as projects progress toward completion.

We provide for the estimated cost of product warranties at the time rev-
enue is recognised. Our warronly obligations are affected by product
failure rafes, material usage and service delivery costs incurred in cor-
recting any failures. Should actual failure rates, materia! usage or serv
ice delivery cost of the products differ from current esiimates, revisions
o the esfimated warranty liability would be required. The introduction
of technologically advanced products exposes us o risk of product faik
ure significantly beyond the terms of standard confractual warranties
applying te-suppliers of equipment only. Should adverse changes to prod-
uct failure rates oceur, additional cost to complefe may be required ond
result in actucl financial consequences different from our estimates.

Inventories

We write down our inventories for estimated obsolescence or
unmarketability in an amount equal to the difference between the
cost of the inventary and the estimated market value based on o
assumptlions about future- demand and market conditions. if actual
market conditions are less favourable than those we project,
oddifiona! inventory write-downs may be required.

Doubiful accounts

We maintain allowances for doubtful accounts, for estimated losses
resulting from the inability of our customers to make required
paymenis. If the financiol conditions of our customers were to
deteriorate, resulfing in an impairment of their ability to make
poyments, additional ollowances could be required.

impairment of long term osseis

We review our long term assets, both tangible and intangible, on
on onnugl basis and record an impairment charge when we believe
an asset has experienced a decline in value that is other than
temporary. Fulure adverse changes in market conditions or poor
opercling results from underlying assets could result in losses or an
inability to recover the carrying value of the assets that may not be
reflected in the current carrying value. This could require us 1o
record an impairment charge in the future.

In respect of goodwill and other intangble assets we base our impair
ment testing by Sector on the Group's infernal threeyear Business Plan
cnd extrapolate over ten years together with o terminal value.

*——
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These are discounted ot the Group's Weighted Average Cost of
Capital “WACC",

Valuation of deferred fax assets

We record a valuation cllowonce o reduce our deferred tox ossels
to the amount that is more likely than not fo be realised. We iake info
account future taxable income and ongoing prudent and
feasible tax planning strategies in assessing the need for the valuation
dllowance. When we defermine that we are able to realise our
deferred tox assels in the future in excess of our net recorded amount,
we make an adjustment to the deferred tox asset, fo increase income
in the period that such determination is made. Likewise, when we defer
mine that we are not able to redlise all or part of our net deferred fax
assefs, an adjustment fo the deferred tax asset is charged fo income.

Pension benefits

We sponsor pension and other refirement plans in various forms cov
ering substantially oll employees whe meet eligibility requirements.
Several stafistical and other factors that attempt 1o anticipate future
evenls are used in calculating the expense and liability related to
the plans. These factors include assumptions about the discount
role, expecied refurn on plon ossets and rate of future compenso-
tion increases as determined by us, within certain guidelines.

In additien, our actuarial consuliants also use subjective factors
such as withdrawal and morality rafes to esfimate these facfors. The
octuariol assumplions we use may differ matericlly from actual
results due fo changing market and economic conditions, higher or
lower withdrawal rates or longer or shorter fife spans of participants.
These differences could result in a significant change 1o the amount
of pension expense recorded and on the assessment of the
benefit cbligations.

Capital leases
Under French GAAP the Group can elect to capitalise finance
feases (benchmark treatment] or not to capitalise.

The Group has chosen the latter option.

Operating income
The Group does not include within ifs Income Statement fine item
operaling Income, restructuring costs, employee profit sharing and
pension costs. These are included within the line item Earnings
before Interest and Tax.

Ofher significant arcounting polices

Other significant accounting policies are important to an understand-
ing of the financial statements. Palicies related to purchase cccounting,
consolidation policies, provisions and financial instruments and
debt require difficult judgements on complex matters that are often
subject to mulliple sources of authoritative guidance.

MD&A
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TRANSITION TO INTERNATIONAL
FINANCIAL REPORTING STANDARDS

Following the coming into force of European Regulation
n® 1606/2002, European listed companies ore required to adopt
International Financial Reporting Standards (IFRS/IAS] in the prepa-
ration of their Consolidated Financial Statements covering periods
beginning on or after 1 january 2005. Consequently, ALSTOM
Consclidoted Financial Statements covering the period beginning
1 Aprit 20035 will be presented occording to IFRS, fogether with
comparative information related to the previous period converted
to the same standards. In order to present those comparative data,
an opening balarice sheet at 1 April 2004 (transition date)
converted to IFRS will have to be prepared.

The group has sef up an IFRS implementation program aiming at
the following obijectives:

* identification of differences between the accounting principles
currently followed by the Group and the applicable provisions of
[FRS, with respect fo recognition, measurement and presentation,

o estimation of main impacts,

< analysis of required adapfations of corporate processes and
information systems, and

» organisation of iraining action plans.

The project is supervised by a Monagement Committee, choired
by the Group Chief Financial Officer and composed of represen-
tatives of Sectors and Corporate. Working groups have been set
up in order to address the main issues potentially impacting the
Group's financiol statements and the existing information sysfems,
A central feam is in chorge of coordinating the project.

The adoption of the new body of accounting standards is still
subject to the approval by the European Commission of the
standards related to financial instruments and of the new standards,
amendments or inferpretations issued since June 2003.

Accordingly, the forecast impacts of the conversion fo IFRS are
based on a platform which is not yet fully finalised by the
International Accounting Standard Board and have to be considered
only os the conclusion of o preliminary diagnesis.

On the date of publication cf this report, the Group is of the opinion
that the main differences in accounting treatments due to the
conversion fo IFRS already identified are the following:

Pension end long-term benefits

According to IFRS 1 which governs the preparation of the balance
sheet at the transition date, two dliernative treatments of unrecog
nised actuarial gains or losses can be considered:
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# immediate recognition in the balance sheet of all actuarial
gains o losses related to pension benefifs existing at the
date of iransition, measured according 1o 1AS 19
(Employee Benefits),

s complele refrospective application of 1AS 19 since inception
of all plans with cumulative amortisation of actuarial gains and
losses, as if the standard had been opplied in the previous years.

Recognition of development costs as assets
Development cosfs which meet the conditions sef out in IAS 38
[Intangible ossets) must be recognised os assets, whereas they are
presently expensed as incurred.

The Group is currently reviewing its information systems in order fo
assess if they are able to provide the necessary data for identifica-
fion of costs eligible as assets, both in future years and retrospec:
tively with respect to the technology internally developed and used
at the date of firstime adoption of the standard.

The counterpart of any recognition of development assets would ke
an increase in assets and opening equily at the fransition date.

Leoses
The main impact of the conversion to IFRS will relate to assets
financed through capital leases and sales type leases.

Those assets, as well as corresponding liabilifies, will have to be
recognised in the bolancesheet, while they ore presently disclosed
as oftbalance sheet commitments. This change of accounting method
will significanily increase both fixed assets and financial debt.
Opening equity and future eamings will be marginally offected.

Revenue and cost recognifion

Revenue ond cost recognition on construction and long term
service contracts is currently under review. The Group will assess if
any material impact can derive from the adoption of IFRS when an
interprefation about the combination or segmentation of contracts
currently considered by the IFRS Interpretation Committee is released.

Reclossification of penaliies and claims os reduction of scoles instead
of increase in costs will reduce future revenues on contracts subject
fo such penclties, if any.

Some other reclassifications in the presentation of construction
contracts in the balance sheet are likely to oceur.

Financial instruments

Derivative instruments will have to be recorded at their fair volue
in the balonce sheet, whatever the nature of the underlying asset
or liability.

The new standards will mainly affect foreign currency hedges:
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currency derivative financial instruments which will not meet the
documentation and effectiveness criteria required by the standard
will be recorded without any corresponding offset by the recognition
of the fair volue of hedged items. Such o situation will generate
volatility in income from operations.

There will be major implications for accounting systems, as hedg-
ing instruments are required to be reviewed with the underlying
assets or lichiliies to which they relate.

Due 1o the complexity of processes fo be implemented 1o satisfy the
IFRS requirements on financial derivatives, the group has decided,
as authorised by IFRST ~First time application of IFRS, not to opply
IAS 32-39 (Financial instruments) in the comparative data to be
prepared for the fiscal year 2005.

Consolidation scope :
IFRS requires o controlled special purpose entity to be consoli-
dated, even in cases where the group owns no shares in this entity.

_The French Standard, presently in force and applied by the group,

demands cansolidation, only if the group owns a share in the entity.
Starting from finoncial years beginning after 31 March 2004, the
requirement of the French Law will be the same as IFRS.

This modification will result in an increase of assets and financial

debit.

Business combinations
As permitted by IFRS1, the group has elected not to resiate past
business combinations according to IFRS.

Under the new standard, goodwill will no longer be amortised.
Impairment tests will have to be performed at transition date and
at regulor infervals, ot least, yearly.

Presentation of financial statements ]
The aggregation in the profit and loss account of items of income
and expense s non-operaling income or expense is prohibited by
the IFRS. These items will have to be included in the income from
operations. Income and expenses from discontinued operations
will be presenled on a single line as soon as the sale is highly
probable, while they are presently part of the group's operations uniil
the effective date of disposcl.

Changes in the presentation of the balance sheet will mainly result
from the distinction between current and non-current items and from
some reclassifications in working capital items. Assets and liabili-
ties included within a disposal group classified as held for sale will
be presented separately.
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SIGNIFICANT DIFFERENCES BETWEEN
ACCOUNTING PRINCIPLES GENERALLY
ACCEPTED IN FRANCE AND IN THE US

As a foreign registrant on the New York Stock Exchange, we
prepare a reconcifing fable of nef income ond shareholders’ equity
from French GAAP 1o US GAAP for inclusion in cur Annual Report on
Form 20 filed with the Securities and Exchange Commission {SEC).

The main differences related to net income, liabilities and shareholders’
equity are as follows:

Accounting for restuciuring costs = The conditions under which a
liability can be recorded are different than those that prevail under
French GAAP. We record a liabilily related to a resiructuring plan
whenever the plan is finalised, opproved by mancgement and
cnnounced before fhe closing of the finoncial statements. In US
GAAP, exit costs are accrued as a liability when an anncuncement
is made to employees prior to the closing date. In oddition, some
costs that are recorded as restructuring cosfs under French GAAP
are classified under cost of goods sold in US GAAP (inventory
wiite offs which result from resfructuring plans).

Finally, the Group applied since the 1 January 2003 the SFAS 146.
This siatement requires that @ liability for casts associated with exit or dis-
posal activities to be recognised at fair value when the ficbility is incured
rather than at the date an enfity commits fo @ plan of restructuring.

Voluation and accounting of financial instruments — Under French
GAAP, profit and losses on financial instruments considered as
hedges of our interest rate and forward exchonge rate risks are
recorded in the same period as.the hedged item. The US standard
SEAS 133, which is applicable to us since 1 April 2001, requires
that all derivatives ore recorded ot their fair values in the balance
sheet. The change in fair value of these derivatives is recorded in
the income statement. f, under certain criteria, the derivative is
qualified as o hedge, the effect in the income statement resulfing
from the change in fair values is compensated by the income or loss
generated by the change of the value of the underlying item.

Business combination — The dllocation of purchase price to assets and
liabilifies acquired or assumed following an cequisifion can be revised
under French GAAP until the end of the fiscal year following the
fiscal year of an acquisifion, whereas, according to US GAAP, such
revision con only be made within the 1 2-month period following the
acquisition. This difference in principles has reduced the goodwill
recognised ct the firme of the acquisition, on 11 May 2000, of the
50% remaing stokeholding of ABB in the Joint Venture “ABB ALSTOM
POWER”, renamed Power,
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Pension, termination and postretirement benefitsdefined benefit
plan ~ The Group determines its costs and accruals in accordance
with actuarial techniques compliant with the methodology stated by
SFAS 87, Employers Accounting for Pensions and SFAS 106,
Employers Accounting for Post Retirement Benefits Other Than
Pensions. Minimum licbility adjustments {"MLA*} are nof recognised
in the Group’s financial statements as under French GAAP the
recognifion of these adjustments is not required. Under US GAAP
the Minimum Licbility Adjustment is recognised through the net

equity.

Financial debt — Certcin items which are not necessarily recorded
as financial debt under French GAAP, such as capital leases, are
recorded as financial debt under US GAAP. Financial debt is alse
incregsed under US GAAP with the consolidation of special purpose
entities which are not consolidated under French GAAF.

Valuation of Goodwill — Beginning 1 April 2002, the Group
cdopted SFAS 142, "Coodwill and Other Intangible Assets”. As
o result, goodwill is no longer amortized. Instead the Group
periodically evaluate goodwill for recoverability. The Group has
determined that no potential goodwill impairment existed as at
31 March 2003 ond 31 March 2004, the annual testing date,
following the adoption of SFAS 142.

Valuation of deferred fax assefs ~ In certain circumstances there can
be differences arising between french GAAP and US GAAP as @
result of interpretation of US accounting rules. In the year ended
31 March 2004 the Group in interpreting US accounting rules
concluded that a full valuation allowance for deferred tox is required
under SFAS 109 "Income taxes”.

Net deferred tax assets accordingly were subject of a full valuation
dllowance in the US GAAP cccounts for the year ended 31 March
2004 but not in the French GAAP accounts. This interpretive
judgement under US GAAP reflected the uncerlainty surrounding
the implementation of the financing package and the resultant issues
concerning the financial condition of the Group and produced an
uncertainty which led lo the requirement to take a valuation allowance
ogainst all the net deferred tax assets of the Group.

Other than in these circumstances, differences in deferred tax
accounting between French and US GAAP should not be material.

In oddition to the motters described obove that impact net income,
ligbiliies ond shareholders’ equity, there are other differences in
accounting principles between French GAAP and US GAAP that
may materially offect the presentation of the balance sheet and
income stafement,
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We expect fo file our Annual Report on Form 20+ for the Fiscal year
ended 31 March 2004 with the SEC during June 2004, An
electronic version of our Annucl Report on Form 20-F will be
available on cur interet site ot www.finance.alstom.com.

IMPACT OF EXCHANGE RATE AND
INTEREST RATE FLUCTUATIONS

Qur policy is to use derivatives, such as forward foreign exchange
confracts, in order fo hedge exchange rate fluctuations and, to @
much lesser extent, inferest rafe fluctuations. Qur policy does not
permit any speculative market position.

We have implemented o centralised treasury policy in order to
better confrol the company'’s financial risks and 1o opfimise cash man-
agement by pooling our available cash, thereby reducing the
amount of external debt required and permitling us to obtain
better terms under our various financing arrangements.

The Corporcte Trecsurer reports directly to the CFO ond hos global
responsibility for foreign exchange risk, interest rate management,
intra-group financing ond cash management. He managed a team
of about 27 pecple in fiscal year 2004 located in the Paris
Headquarters. Corporate Treasury is organised in a FrontCOffice or
Dealing Room, a Middle-Office and a Back-Office to ensure
segregation of duties. In addition io this, a small team operates the
nefting of intercompany paymenis and prepares a weekly cash
forecast. A network of Country Treasurers supports Corporate
Treasury in the countries where we have o significant presence.

Corporaie Treasury acts as an inrhouse bank for subsidicries by pro-
viding hedging and funding and mainiaining internal current accounts.
We have implemented cash pooling structures to centralise cash on
a daily basis in the countries where local regulations permit it.

Corporate Treasury uses the Reuters CaoshFlow Treasury
Management System for straightthrough processing of treasury
fransactions from dealing to seflement and management of in-
house banking activity. Our Treasury Mancgement System s inter-
faced with SAP for automatic generation of accounting entries. The
Decling Room is equipped with a Reuters Information System for real:
fime market data ond uses a professional telephone dedling system
provided by Etrali to tape ol exchanges with bank’s dealing rooms.
A dedicated Information Technology team administers Treasury sys-
tems and guarantees back-up and contingency plans.

The Middle Office monitars the Decling Room activity, guarantees
that no open positions are maintained, ond produces regular risk
reporting.
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Exchange rate risks

In the course of our operations, we are exposed to currency fisk
arising from tenders for business remitted in foreign currency, and
from oworded contracts or “firm commitmenis” under which revenues
cre denominated in foreign currency. The principol currencies 1o
which we had significant exposure in fiscal year 2004 were the
US dollor, British Pound and Swiss Franc. We hedge risks related

to firm commitments and tenders as follows:

& by using forward contracts for firm commitments;

« by using foreign exchange derivative instruments, for tenders,
usually pursuant to sfrategies involving combinations of
purchased and written options; or

< by enlering into specific insurance pelicies, such as with
Coface in France or Hermes in Germany.

The purpose of these hedging activities is-to profect us against any
adverse currency movements which may affect contract revenues
should the tender be successful, and to minimise the cost of having
to unwind the sirategy in the event of on unsuccessful tender.
The decision whether fo hedge tender volumes is based on the
prebability of the transaction being awarded to us, expected
payment terms and our assessment of market conditions. Under
our policy, only senicr management may make such decisions.

When a fender results in the award of a confract, we hedge the
resulting net cash flows mainly in the forward markets or, in some
exceptional cases, keep them covered under insurance policies. Due
to the'long-term nature of our business, the average duration of these
forward confracts is approximately 12-14 months. We may, in
some circumstances, enter into forward foreign exchcnge confracts
of @ shorter maturity than the expected underlying currency flow.
Such contracts are rolled over until the occurrence of the underlying
flow. Although this provides adequate protection against exchange
rate fluctuations, we remain exposed fo voriations in the differential
between the interest rctes of the two currencies involved. The impoct
of such vorictions remains however relatively minor,

We do not hedge our net assets invested in foreign operations. We
monitor our market positions closely and regularly analyse market
valuations. We also have in place counterparty risk management
guidelines. Al derivative fransactions, including forward exchange
conlracls, are designed and executed by our central corporcle
freasury depariment, except in some specific countries where restrictive
regulation prevent a cenfralised execution.

interest rofe risks
See Note 29(b} to the Consclidated Financial Statements for discussion
of our interest rate risks and of sensitivily to inferest rate variation.
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VALUE OF FINANCIAL INSTRUMENTS

Nominal value
Maturing in year ending 31 March 2004
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Fair market value
Maturing in year ending 31 March 2004

Tolal < Tyear I-5years  >5years Tolol  <lyear 1-5vyears >S5 vyears

- {in€ million] _

BALANCE SHEET ITEMS

Assets

Loans, deposits and retentions 798 282 102 414 782 282 102 398

Other finonciol assets 62 - - 62 62 - - 62

Shortterm investments 39 35 4 - 39 35 4 -

Cosh and cash equivalents 1,427 1,427 1,427 1,427

Liabilities

Finoncial debt 4,372 543 3,313 516 4,310 543 3,251 516

OFF BALANCE SHEET ITEMS

INTEREST RATE INSTRUMENTS

Interest rate swaps: receive fixed 374 21 353 - 18 1 17.

Euro 320 - 320 - 17 - 17

US Dallar 54 21 33 | i -

FOREIGN EXCHANGE INSTRUMEINTS

Currency swaps - Currency purchased 2,728 2,705 23 - {127) (126) {1 -
Austealian Dollar 89 8% . 2 2 . .
Swiss Franc 716 706 10 13) 12) m

Czech Koruna 55 55 - 1 ] -

British Pound 233 232 1 -

Pelish New Zloty 72 65 7 -
Swedish Krona 78 73 S - -

US Dollar 1,401 1,401 {128} {128]

Other Currencies 84 84 1 i

Currency swaps - Currency sold 4,708 4,51 197 - 21 94 27

Conodian Dollar 126 125 ] - 13} {3) -

Swiss Frane 1,154 1,130 24 12 11 i

British Pound 198 198 - - - -

Japanese Yen 51 S1 {n {1

Swedish Krona 70 65 5 i 1 - -
Singapore Dollar 109 75 34 31 21 10

US Dollar 2,854 2,722 132 84 68 16

Cther Currencies 146 145 1 {31 (3] -
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Nominal value Fair market value

Maturing in year ending 31 March 2004 Maturing in year ending 31 March 2004

Totol  <lyear 1-Syears  >5vears Totad  <1year 1-5years >5vears
fin € million)
Foreign exchange contracts - Contracts purchased 922 691 231 - {58) (12)  (46) -
Swiss Franc 164 148 46 - (7) (3) 14) -
Czech Koruna 31 29 2 - {1) {1 -
British Pound 31 26 5 - - -
Japonese Yen 13 13 -
Polish New Zloly 58 55 3
Swedish Krona 130 123 7 - - - -
US Dollar 431 264 167 - {49) 7 42)
Other Currencies 34 33 1 - {1} {1 -
Foreign exchange contracts - Contracts sold 2,A77 2,028 449 - 94 22 72 -
Australian Dollar 70 59 11 - (4} {2 (2 .
Swiss Franc 796 724 72 - {4} 8] 4
British Pound 288 250 38 - (14 {10} [4)
indian Rupee 48 48 - - - - -
Jopanese Yen 71 56 5 - 7 - 5 2 3
Swedish Krono 68 66 2 - (6 6] .
US Dollar 1,009 705 304 - 119 48 71
Other Currencies 127 120 7 - 2) (2] -
Insurance contracts - Contracts purchased - - - - - - - -
insurance contracts - Contracts sold 161 148 13 - (5) (4) (1) -
Swiss Franc 16 16 - - i 1 - -
British Pound 2 2 - - - -
Jopanese Yen 17 17 - - (2 {2} -
US Dollar 126 113 13 - {4l (3} {1}
Currency options - Purchased
Call: 278 278 - - 2 2 - -
New Zealand Dollar 28 28 - - . - - -
Swedish Krona 79 79 - - - .
US Dollar 114 114 - - 2 2
Other Currencies 57 57 - - - -
Pur____ - 279 279 - - 17 17 - -
Swiss Fronc i ] 1 - -} - - -
Joponese Yen 22 22 . - 1 )
US Dallar 256 256 - - 16 16
Currency options - Sale
Call: 308 308 - - (2) (2) - -
British Pound 5 5 - - - - - -
Jopanese Yen 20 20 - - - - - -
US Dollor 283 283 - - {2) (2]
Pur: 214 214 - - (2) (2) - -
New Zealand Dollor 28 28 - - - - - -
Swedish Krona 50 50 - - - . - -
US Dollor 81 8l - - n (1 . ;
Other Currencies 55 55 . - 1) 1) - -
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CONSOLIDATED FINANCIAL STATEMENTS
INDEPENDENT AUDITORS' REPORT

Year ended 31 March 2004

{Free transfation of o French language original prepared for convenience
purpose only. Accounfing principles and auditing standards and their
application in practice vary from one country to another. The occompanying
financial sialements are not infended to present ihe financial position, results
of operations and cash flows in accordance with accounting principles ond
practices generally accepted in countries other than France. In addition,

the procedures and practices followed by the statutory auditors in France
with respect to such financial statements included in a prospectus may differ
from those generally accepted and applied by auditors in other countries.
Accordingly, the French finoncial statements and the auditors’ report

- of which o translation is presented in this document for convenience

only - are for use by those knowledgeable about French accounting
precedures, oudifing slandosds and their opplication in praclice).

We draw your aliention fo the new requirement under the French Financial
Securities Act of 1 August 2003 that auditors must exploin iheir assessments
in their reports on the finoncial statements of aff French companies.

Such explonations, that have no equivalent in other financial markefs,

-are required for oll reports, whether or not qualified.

In accordance with our appointment as auditors by your Annual
General Mesting, we hereby report to you, for the year ended
31 March 2004 on the cudit of the cccompanying Censolidated
Financial Statements of ALSTOM, reparted in eurcs.

The Consolidated Financial Statements have been approved by
the Board of Directors. Our role is 1o express an opinion on these
financial stotements based on our audit.

1/ Opinion on the Consolidated Financial Statements

We conducted our audit in accordance with professicnal stan-
dards applicable in France. Those standards require that we plan
ond perform our audit to obiain reasonable ossuronce about
whether the Consolidated Financial Statements are free of material

misstatement. An audit includes examining, on a test basis, evi-
dence supporting the amounts and disclosures in the financial
statements. An audit clso includes assessing the accounting prin-
ciples used and significant estimates made by management, as
well as evaluating the overall financial stalement presentation. We
believe that our cudit provides @ reasonable basis for our opinion
as expressed below.

In our opinion, the Consolidated Financicl Statements give o true
and fair view of the financial position and the assets and liabili-
fies of the Group as at 31 March 2004 and the results of its oper-
ations for the yeor then ended in accordance with accounting
principles generally accepted in France.

Without qualifying cur opinion, we draw your aftention to the fact
that the Consolidated Finoncial Statements hove been prepared
assuming that ALSTOM will continue as @ going concern. ALSTOM
has incurred significant.operating losses and a high level of indebt
edness as a result of which its ability to mest its financial needs
depends on the successful outcome of the negotiations currently on-
going with its main banks and on the obtention of approvals of the
European Commission as described in Note 1.b. The capacity of
ALSTOM to continue jo have access to bonding faciliies, which is
necessary to oblain new orders, is also conditional on the favor-
able outcome of those negotiations as described in the Netes 1.b
and 27.a. We also draw attention on the fact that, as described
in the Notes 1.b, 22.0 and 29.e, the ALSTOM banks have sus
pended until 30 September 2004 the covenants related to existing
credit lines, pending the oulcome of current negofiations. The
Consolidated Financicl Statements do net include any edjustment to
assefs and fiabilifies, in particulor goodwill, ofher infangible ossefs
and deferred tox assets,net that are stated on the balance sheet
os of 31 March 2004 for, respectively, €3,424, €356 and
€1,531 million (see Notes 7, 8 and 6.¢), that may possibly result
from & negotive ouicome to the unceriainly reloted to going concern
arising through the matters described above.
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2/ Justification of our assessments

In accordance with the requirements of article 1.225-235 of the
French Company law (Code de Commercel relating to the justif-
cation of our assessments, introduced by the Financicl Securities
Actof 1 August 2003 and which come into effect for the first time

- this yecr, we bring jo your attention. the following:

2.1 As indicated in Note 7 of the Consolideted Financial Statemenis,
ALSTOM has requested o third party voluer to review the
value of goodwill by using the discounted cash flows method-
ology, derived from the strategic plans prepared by all Sectors
and approved by the management of the Group. We took
note of the reports prepared by the third party valuer which
describe the assumptions made, the fests performed and the
valuations which justify-the fact that goodwill is not impaired
as al 31 March 2004. In oddition, we have compared the
data used by the valuer with ALSTOM's forecasts.

2.2 Deferred tax assets related to tax loss carry forward and other
timing differences are recorded as assets in the Consolidated
Financial Statements to the extent that they are recoverable,
according to ALSTOMS forecasts, and are estimated 1o be
recoverable over a period of four to twelve years. ALSTOM
recorded as at 31 March 2004 a valugtion allowance
against certain deferred tax assets of €730 million as
described in Note 6. We have taken note of the assumptions
used by the Group, which support the fact that deferred tox
assets, netof €1,53 1 million are recorded in the Group's con-
solidated bolance sheet. We also note that the maintaining of
the deferred tax assets,net on the consolidated balance sheet
depends on the capacity of the Group fo generate sufficient
taxable income in the future years.

2.3 ALSTOM records provisions for refirement, terminafion and
postretirement benefit obligations according to the principles
described in Note 21 which lead to the recognition in the
consclidated income siatements of the costs related to those

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

obligations during the working life of the employees, as rec-
ommended by French accounting rules. As at 31 March
2004, the application of the method generates a particl
recognifion of these total obligations and unrecognised actu-
arial losses of a total amount of €918 million. The major part
of these obligations has been the subject of external actuarial
valuations that we have read.

2.4 As described in Notes 2.b, 2.¢, 20, 27 ond 28 of the
Consolidoted Finoncial Stotements, ALSTOM mokes signifi-
cont accounting estimates, notably when determining the
overall forecast margin on ecch controct, defermined on the
basis of the latest information ovailoble. Those estimates led
ALSTOM to record provisions for risks and charges on con-
tracts. We have laken note of the process used by ALSTOM
in this respect and have considered the data and assumplions
on which these eslimales are based.

All the peints mentioned in the paragraphs above are based on
forecasts which are, by nature, uncertain and that the final cutcome
can, as a consequence, materially differ from the inifial forecasts.

The assessments were made in the context of our qudit of the
financial statements, token as a whole, and therefore contributed
to the formation of the unqualified opinion expressed in the first
part of this report.

3/ Specific procedures

We have performed the procedures required by low on the Group
financial information given in the mancgement report of the Board
of Directors. We have no comment to make as to the fair presen-
fafion of this information, nor its consistency with the Consolidated
Financial Statemenfs.

Neuifty-sur-Seine, 26 May 2004

The Independent Auditors

BARBIER FRINAULT & AUTRES ~ DELOITTE TOUCHE TOHMATSU
ERNST & YOUNG

Gilles Puissochet Alan Glen
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CONSOLDATED INCOME STATEMENTS

» YEAR ENDED 31 MARCH

fin € million) Note 2002 2003 2004
SALES 23,453 21351 | 14488 I
Of which products 17,54] 16,374 L 12786 |
Of which services 5912 4,977 G 3,002
Cost of sales {19,623] (19187 1 (14,304 |
Of which products : {15,141} {15,504) 0o (11,353 &
Of which services 4,482) (3,683 H (2951 &
Selling expenses (1,078 L (785} I
Research ond development expenses 1575) 622 1473 b
Adminisative expenses {1,236) [1,079) {826)
OPERATING INCOME {LOSS} ‘ 941 : (507} . I .. 300 H
Other income {expenses), net {4) {390} (555) oy i
Other intangible assets amartisation {8 (64 {67 {60 L
EARNINGS BEFORE INTEREST AND TAX 487 029 L 87N -
Financial income (expense}, net {5) (294) (270} 1460) i
PRE-TAX INCOME [LOSS) 193 1,399 [ 0,331)
Income fox {charge] credit (6] (10} 263 i (251}
Shere in net income (loss) of equity investments 1 3 i - b
Dividend on redeemable preference shares of a subsidiary (14) - “ -l
Minority interests {23) 15) 3 2
Goodwill amortisation 7 (286] (284 i (256] {
NET INCOME (LOSS) (139) 432  © n8as) |
Earnings per share in Euro
Basic 0.6 (5.4 1 4.1 i
Diluted (0.6} 5.4 [4.1)

LI

The accompanying Notes are on integral part of these Consolidated Financial Statements.
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CONSOUDATED BALANCE SHEETS
¥ AT 31 MARCH el
{in € million] Note 2002 2003 i 2004
ASSETS
Goodwill, net {71 4,612 4,440 i 3,424
Chher infongible ossels, net 18) 1,170 1,168 956 i
Property, plant and equipment, net <) 2,788 2,331 1,569 i
Equity method Investments and other investments, net (10} 301 245 i 160
Other fixed assets, net i 1,326 1,294 1217 1
Fixed assets, net 10,197 9,478 3 7326
Deferred taxes 6] 1,486 1,831 1,561
Inventories and confracts in progress, net 112) 5,593 4,608 2,887
Trade receivables, net (13) 4,730 4,855 3,462
Other accounts receivable, et (15) 3,304 2205 52,022
Current assets 13,627 11,728 8,371
Short term investments {(17] a3 142 i 39
Cash and cash equivalents [18) 1,905 1,628 v 1427
TOTAL ASSETS 27,546 24,807 18,724
LIABILITIES 5
Shareholders’ equity 1,752 758 29 0
Minority interests (19) 91 95 68
Bonds reimbyrsable with shares - - 152 ¢
Redeemable preference shares of a subsidiary (22) 205 ! -
Undated subardinated notes (22} 250 - : -
Provisions for risks and charges {20} 3,849 3,698 3489
Accrued pension and retirement benefits 21} 994 972 842 !
Financial debt [22] 6,035 6,331 4372 |
Deferred toxes ©) A7 7 30
Customers’ deposits and advances (24) 4,221 3,541 e 2,714 ¢
Trade paycbles 5,564 4,629 3,130 i
Accrued contract costs and other payables (23] 4,538 4,746 i 3.898 1
Current liobilities 14,323 12916 9742
TOTAL LIABILITIES 27,546 24,807 18724 |
Commitments and contingencies (27 & 28) i "
The accompanying Notes are an infegral part of these Consolidated Financial Statements.
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CONSOLDATED STATEMENTS OF CASH FLOWS

B> YEAR ENDED 31 MARCH ¥
fin € millor) 2002 2003 | 2004 |

Net income {loss) (139) (1432) (1,836}
Minority interests 23 15 (2]
Depreciation and amortisation 792 754 726 1
Changes in provision for pension and refirement benefils, net (51 22 85
Net (gain) loss on disposal of fixed assets and invesiments {198} 119} i3 (}75)
Share in net income (loss] of equily investees (net of dividends received) - {3 1 -
Changes in deferred tox (86) {424) i 149 ‘
Net income after elimination of non cash items K.} (1087) K (1053
Decrease (increase in inventories and contracts in progress, net 54 415 389 |
Decrease fincrease) in trade and other receivables, net 528 650 770 1
Increase {decrease) in sale of rade receivables, net 140 661) 267
Increase {decrease] in contract related provisions (948 160 (295] i
Increase [decrease) in other provisions 2 {49) il 13
Increase {decrease] in restructuring provisions {123 (29) L 271 &
Increase (decrease} in customers’ deposits and advances (1,254] (QS] ' ,, ) (1 ‘
Increase (decrease) in trade and other payables, accrued contract costs and accrued expenses 681 162 v (985) s
Changes in net working capital (920) 550 i {5 &

- Net cash provided by (used in) operating octivities (579) (537) {1,058)
Proceeds from disposals of property, plont ond equipment 118 252 i 244 1
Capital expenditures 1550} 410 {254) i
Decrease {increase) in other fixed assets (104) (55) il 125
Cash expenditures for acquisition of investments, net of net cosh acauired (113) {166} 8] H
Cash proceeds from sale of invesiments, net of net cash sold 772 38 i 1,454
Net cash provided by {used in) investing activities 123 (341) 3 1,561 '
Capitdl increase - 622 b 1,024 &
Bonds reimbursable with shares nof yef converted - - it 152 7
Dividends paid including minorities {136) 1 x (3) .
Net cash provided by used in) financing activities (136) 621 iy 1,173
Nef effect of exchange rate (12} (41 , (71 i
Other changes 16 {4o4) (4 .
Decrease {increase) in net debt {588) (762) : 1,655
Net debt at the beginning of the period (3,211} (3,799) i 4,561} i
Net debt at the end of the period (3,799) 4561 i (2,906) I
Cash paid for income taxes 154 70 i 75 b
Cash paid for net interast 165 172

{1} Nef debt includes shortterm investments, cash and cash equivalents net of financiof debt.

(2] See Note 15,

13) including in year ended 31 March 2003 reclassification of redeemable preference shares of a subsidiary and undated subardinated notes
totalling €455 million as disclosed in Note 22 (o).

{4) The net proceeds of € 1,454 million are made of:
- Total selling price of € 1,977 million including & total amount of € 1,927 million for T&D Sector and Industrial Turbines businesses {see Note 3),
~ Consideration to be teceived for a tofal amount of € 263 million of which €214 million are held in escrow at 31 March 2004,
- Net cash sold 1o be reimbursed by the acquirers and selling costs of € 260 million.

The accompanying Notes are on integrol part of these Consolidated Finonciol Statements.
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CONSOLDATED STATEMENT OF CHANGES

IN SHAREHOLDERS' EQUITY

Number of Copital Additional Retained Cumulative  Shareholders’
fin € millon outstanding Paid-in Earnings  Translation Equity
except for number of shores| shares Cdpifcl Adiusfrnent
At 1 April 2001 215,387 459 1,292 85 774 {61) 2,090
Changes in Cumulative Translation Adjustments - - (80) {80)
Net income {loss) {139 {139
Dividend paid - - - (119 (119}
At 31 March 2002 215,387,459 1,292 85 516 (141) 1,752
Capital increase 66,273,064 398 224 - 622
Chenges in Cumulative Translation Adjustments - - [184) (184)
Net income |loss) {1,432) {1,432)
Dividend paid - - - - -
At 31 March 2003 281,660,523 1,690 309 {916} (325) 758
Capital increase 774,997,049 969 64 - 1,033
Copilal decrecse {1,338) {309) 1,647 - -
Changes in Cumulotive Translation Adjustments - - . 74 74
Net income {loss) {1,836) (1,836)
Dividend paid . - - - - -
At 31 March 2004 1,056,657,572 1,321 64 {1,105) (251) 29

In July 2002, an issue of shares was made and 66,273,064
shares having a par value of €6 were subscribed. Related costs net
of tax of €15 million were charged against additional paid-in
capital of £239 million.

The ALSTOM shareholders’ equity at 31 March 2003 constituted
less than 50% of its share capital. Therefore, in accordance with
arficle L. 225248 of the French Code de commerce, the sharehclders
were requested, af the General Shareholders’ Meeting held on
2 July 2003, to decide not fo liquidate the company. Further, it was
decided at that General Shareholders' Meeling, to reduce
ALSTOM:s share capital, due fo losses, from €£1,689,963,138 1o
€352,075,653. This reduction in the share capital was imple-
mented through the reduction in the nominal value of ALSTOM
ordinary shere from €6 per share to €1.25 per share.

Subsequently, in November 2003, an issue of shares was mode and
239,933,033 shares with a par value of £1.25 were subscribed.

In December 2003, an issue of bonds reimbursable in shares
"Otligations remboursables en actions’ was made and
643,795,472 bonds having o par volue of €1.25 were
subscribed. At 31 March 2004, 535,064,016 bonds were
converted. into shares on the basis of one share for one bond.
Related costs net of tox of €16 million were chorged against
additional paid-in copital of €80 millien.

At 31 March 2004, the share capital amounted 1o
€1,320,821,965 consisting of 1,056,657,572 shates with a
nominal value of £1.25 per shore. Al shares are fully paid up.

At the Ordinary General Shareholders” Meeting which is scheduled
on first call on 30 June 2004 and if the quorum requirement is not
met on that date will be held on @ July 2004, the Board will
propose thet no dividend be paid.

The accompanying Nofes are on inlegral part of these Consclidated Financial Stotements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - Description of business and basis
of preparation

Y Description of business

ALSTOM (the Group) is a provider of energy and transport infra-
structure. The energy market is served through activities in the
fields of power generation, power conversion, and the transport
market through rail and marine activities. A range of components,
systems and services is offered by the Group covering design,
manufacture, commissioning, long-ferm maintenance, system
integration, management of turnkey projects and applications of

.odvanced technologies.

B Basis of preparation

The Consolidated Financial Statements for the year ended 31 March
2004 have been prepared on the basis of the accounting policies and
methods of computation as set out in Note 2.

In preparing these Consolidated Financial Statements the Group
has loken into account the matter set out hereatter:

s The Financing Packege negoticted in September 2003

resulted in a new set of financia! covenanis which are set out

in Note 22. As at 31 March 2004, the Group would have

failed to comply with those covenants related fo “consolidated

net worth” and “EBITDA”. Accordingly, the Group obtained

agreement from its lenders to suspend the covenants it hod

previously negotiated until 30 September 2004.

The Group obtained bonding and guarentee tacilities os o

result of the Financing Package agreed in September 2003 of

€3,500 miflion, of which 65% was guaranteed by the Republic

of France. This facility was sufficient to meet approximately

one year of orders and is now expecled to be used during

the summer 2004. The Group has enfered info discussions

with certin of its main banks fo secure access fo contract

bonding and guarantee focilifies.

» The approval of the European Commission for the Financing
Package announced on 22 September 2003 remains cutstanding.

L1

Having considered the matters set out above, the Group has
concluded that the going concern principle is the appropriate basis
of preparation for these Consolidated Financial Statements on the
assumption that it will be able fo:

@ secure contract bonding and guarantee facilifies to meet
its normal business activity (see Note 27 (all;

e successfully negotiate new covenants with its lenders
{see Notes 22 |a) and 29 le}),

¢ obtain all necessary approvals from the European
Commission,

& generate operaling income and cash flow sufficient 1o respect
covenants or waivers being granted, thus ensuring continved
availability of debt financing.

NOTE 2 - Summary of accounting policies

The Consolidated Financial Statements of the Group are prepared
in accordance with Accounting Principles and Réglements 99-02
& 0006 of the Comité de Réglemeniation Comptable {Generally
Accepled Accounting Principles in France]. Benchmark reatments
are generally used. Capital lease arrangements and long term
rentals are not capitalised, see Note 27 (b).

D Consclidation methods

Invesiments over which the Group has direct or indirect control of
more than 50% of the outstanding voting shares, or over which it
exercises effective control, are fully consolidated. Control exists
where the Group has the power, directly or indirectly, to govern the
financial and operating policies of an enterprise so s lo obiain ben-
efits from its activities.

Joint ventures in companies in which the Group has joint control are
consclidated by the proportionate method with the Group's share
of the joint ventures’ results, cssets and liabilities recorded in the
Consolidated Financial Statements.

Investments in which the Group has an equily interest of 20% to 50%
and over which the Group exercises significant influence, but not
control, are accounted for under the equity method.

Results of operations of subsidiaries acquired or disposed of during
the year are recognised in the Consclidated Income Statements as
from the date of acquisifion or up to the date of disposal, respectively.

Inter company balances and transactions are eliminated on
consolidation.
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A list of the Group's major consolidated businesses and investees
and the applicable method of consolidation is provided in Note 32.

B Use of estimates

The preparation of the Censolidated Financial Statements in con-
formity with generally accepted accounting principles requires
management to make estimates and cssumptions that offect the
reported amounts of assets and liabilifies and disclosure of contin-
gent gains and liabilities at the date of the financia! statements and
the reporfed amounis of the revenues and expenses during the
reporting period. Management reviews estimates on an ongoing
basis using currently available information on ¢ contract by contract
basis. Costs to date are considered, as are estimated costs to
complete and estimated future costs of warranty obligations.
Estimates of future costs reflect management's current best estimate
of the probable oufflow of financict resources that will be required
to seftle contractual obligations. The assumptions fo caleulate pres-
ent obligations take into account current technology as well as the
commercial and contractual positions, assessed on a contract by
contract basis.

The infroduction of fechnologically advanced products exposes the
Group 1o risks of product failure significantly beyond the terms of
standard confractual warranfies applying to suppliers of equipment
only, Changes in focts and circumstances may result in octual financial
consequences different from the estimates.

B Revenue and cost recognition

Revenue on contracis which are of less than one year duration,
substantially the scle of manufoctured products, is recognised upon
transfer of fifle, including the risks and rewards of ownership, which
gererdlly occurs on delivery to the customer.

Revenue on construction fype contracts of more than one year, long
term. confracts, is recognised on the percentage of completion
‘methed; measured-either by segmented portions of the “contract mile-
stones” or costs incurred to date compared to esfimoted total costs.

Claims are recognised as revenue when it is probable that the
claim will result in additional revenue and the amount can be
reasonably estimated, which generally occurs upon agreement by
the customer. Government subsidies reloting fo the Marine sector are
odded fo the related contract volue and are recognised os revenue
using the percentage of completion method.

For long term service contracts, revenues are recognised as
delivery occurs or as services are performed over the term of the
confract, using esfimated contract profit margins.

Total estimated costs at completion include direct (such as material
and labour} and indirect contract costs incurred to date as well as

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

estimated similar costs to complete, including warranly accruals and
costs to seflle cloims or disputes that are considered probable.
Selling and administrative expenses are recorded as incurred. As
a result of contract review, accruals for losses on contracts and other
confract related provisions are recorded os soon as they are prob-
able in the line item “Cost of scles” in the Consolidated Income
Statement. Adjusiments to contract esfimates resulting from job condi-
fions and performance, as well as changes in eslimoted profitability,
are recognised in "Cost of Sales” as soon as they occur.

Cost of scles is computed on the basis of percentage of completion
applied fo fotal estimated costs, The excess of that amount over the
cost of sales reported in prior periods is the cost of revenues for the
period. Contract complefion accrugls are recorded for future expenses
to be incurred in connection with the completion of contracts or of
identifioble portions of contracts. Warranty provisions are estimated
on the basis of contraciual agreement and. available stafistical data.

[ Transiation of finencicl statements
deneminated in foreign currencies
The functional currency of the Group's foreign subsidiaries is the
applicable local currency. Assets and liabilities of foreign
subsidiaries located outside the Euro zone cre ranslated info euros
at the yearend rate of exchange, ond their income statements and
cash flow statements are converted ot the average annual rate
of exchange. The resulting translation adjustment is included as a
component of shareholders’ equity.

O Foreign currency fransection

Foreign currency transactions are translated into local currency ot
the rate of exchange applicable to the transaction fmarket rate or
forward hedge rate). At yearend, foreign currency assets and
liabilities. to be seffled are translated into lacal currency at the rate
of exchange prevailing ot thet date or the forward hedge rate.
Resulting exchange rote differences are included in the Consalidated
Income Statement.

B Finondal instruments

The Group operates internationally giving rise to exposure to
market risks and changes in interest rates aond foreign exchange
rates. Financicl instruments are utilised by the Group 1o reduce
those risks. The Group’s policy is to hedge currency exposures by
holding or issuing finonciol instruments.

The Group enters info various inferest rate swaps, forward rate
agreements (“FRA”} and floors to manage its interest rate
exposures. Net interest is accrued as either interest receivable or
payable with the offset recorded in financial interest.

The Group enters into farward foreign exchange contracts to hedge
foreign currency transactions. Realised ond unrealised gains and
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losses on these insiruments are recorded against the related hedged
asset o liobility.

The Group also uses export insurance contracts o hedge its currency
exposure on certain longrterm contracts during the open bid time as
well as when the commercial contract is signed. If the Graup is not
successful in signing the conract, the Group incurs no cdditional
liability towards the insurance company except the prepaid
premium. As @ consequence, during the open bid period, these
insurance confracts are accounted for as such, the premium being
expensed when incurred. When the confract is signed, the insurance
centract is accounted for as described above for forward foreign
exchange contracts.

In addifion, the Group may enter into derivatives in order to optimise
the use of some of its existing assets. Such o decision is foken on a
case by case basis and is subject lo approval by the management.

3 Goodwill

Goodwill represents the excess of the purchase price over the fair__

value of the assets and liabilities acquired in a business combination.
Inifial esfimates of fair values are finalised ot the end of the financial
year following the year of acquisifion. Thereafter, releases of unre-
quired provisions for risks and charges resulting from the purchase
price allocation are applied to goodwill. Goodwill is amortised on
the siraightine basis over a period of twenty years in all sectors due
to the longterm nature of the contracts and activities involved.

[ Sther intongible assels

The Group recognises other intangible assefs such as technology,
licensing agreements, installed bases of customers, etc. These
acquired intangible assets are omortised on the straightline basis
over a period of twenty years in all sectors due 1o the longerm
nature of the contracts and acfivifies involved.

0 Property, ploant ond sguinpment

Property, plant and equipment are recorded at historical cost fo the
Group. Depreciation is computed using the straightline method
over the following estimated useful lives:

Estimated useful life

In years
Buildings 25
Machinery and equipment 10
Tools, fumiture, fixtures and others 37

Assets financed through capital lecse are not capitalised {see

Note 27 (b))

0 Cther investments
Oiher investments are recorded at the lower of historical cost or net
realisable value, ossessed on on individual investment basis.

FINANCIAL INFORMATION
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The net realisable value is caleulated using the following porameters: ‘
equity value, profitability and expected cash flow from the investment.

[ Giher fixed assets
Other fixed assets are recorded at the lower of historical cost or net
redlisable value, assessed on an individual investment basis.

D inventories and contracts in progress

Raw materials and supplies, work and conlracts in progress, and
finished products are stated at the lower of cost, using fhe weighted
average cost method, or net realisable value. Net redlisable value
is the estimated selling price in the ordinary course of business, less
the estimated costs of completion and selling expenses. Inventory
cost includes costs of acquiring inventories and bringing them to their
existing location and condition. Finished goods and work and
confract in progress inveniory includes an allocation of applicable
manufacturing overheads.

B Short-term investmenis

_Shortterm investments include debt ond equity securities and deposits

with an inftial maturity greater than three months but available for sale.
SherHerm investments are recorded at the lower of cost or market
value, on a line by line basis.

[ Cash and cash equivalents
Cash ond cash equivalents consist of cash and highly liquid investments
with an initial maturity of less than three months.

B Deferred toxation

Deferred faxes are calculated for each faxable enlily for temporary
differences arising between the fox value and book value of assets
and liabilities. Deferred tox assels and licbilities are recognised
where timing differences are expected 1o reverse in fulure years.
Deferred tax assets are recorded up fo their expecied recoverable
amount. Deferred tax amounts are adjusted for changes in the appl-
cable fox rate upon enactment.

No provision is made for income taxes on accumulated earnings of
consolidated businesses or equity method investees for which no
distribution is planned.

B Customer deposits and advances

Customer deposits and advances are shown net, and represent
amounts received from customers in advance of work being under
token on their behalf. Where trading has token place under the
long term contract trading rules, but provisional acceptance of the
contract has not taken place, the reloted customer advance is
shown os o deduction from the related receivables.

If any balance of customer deposits and advances is still out-
stonding ond where work is underiaken on behalf of customers
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before sale, the related customer advance, termed o progress
payment is deducted from Inventories and controcts in progress
on a coniract by contract basis.

B Provisions for risks and charges
A provision is recognised when:

¢ the Group has a present legal or constructive obligation
of uncertain fiming or amount as a result of @ past event;

o it is proboble that on cutflow of economic resources will be
required fo settle the obligation; and

@ such outflow can be reliably estimated.

Provisions for warranties are recognised based on contract terms.
Warranty periods may extend up lo five years. The provisions are
bosed on historical warranty data and o weighting of oll possible
outcomes against their associated probabilities. Provisions for
contract losses are recorded of the point where the loss is first
determined. Provisions are recorded for all penalties and claims
bosed on management's assessment of the likely outcome.

A Impoirment

At the balance sheet date, whenever events or changes in markets
indicate a pofential impairment including goodwill, other intangible
assets, property, plant and equipment and deferred tax assels,
a delailed review is carried out based on projected operating
performance. Whenever such review indicates that there is an
impairment, the carrying amount of such assets is reduced fo their
estimated recoverable value.

H Stock options

Stock opfions are net recorded by the Group af the date of grant.
However, upen exercise of stock options, the Group records the
issuance of the common shares as an equity fransaction bosed on
the amaunt of cash received from the holders.

K Research and development
Internally generated research and development costs are expensed
os incurred.

' FINANCIAL INFORMATION
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[ Employee benefits
The esfimated cost of providing benefits to employees is accrued
during the years in which the employees render services.

For single employer defined benefit plans, the fair value of plon
assets is assessed annually and aciuarial assumptions are used to
determine cost and benefit obligations. Liabilities and prepaid
expenses are accrued over the estimated ferm of service of employees
using actuarial methods, Experience gains and losses, as well as
chonges in octucrial ossumptions ond plan assets and provisions
are amortised over the average future service period of employees.

For defined contribution plans and multi-employer pension plans,
expenses are recorded as incurred.

2 Restructuring

Restructuring costs are accrued when management announces the
reduction or closure of facilities, or o program to reduce the work-
force and when refated costs are precisely determined. Such costs
include employees' severance and termination benefits, esfimated
facility closing costs and write-off of assets.

[ Financial income-{expense}

Financial income {expense] is principally comprised of interest
payable on borrowings, interest receivable on funds invested,
foreign exchange gains and losses as well as gains and losses on
hedging instruments, fees paid for putting in place guarantees,
syndicated loans ond other finoncing focilities, depreciation of
financial assets and investments.

Interest income is recognised in the income statement as it accrues,
taking info account the effective yield on the asset. Dividend income
is recognised in the income siatement on the date that the dividend
is declared.

All interest and other costs incurred in connection with borrowings
are expensed as incurred as part of net financing costs.

B Eornings per share

Basic eornings per share are computed by dividing the annual ret
income {loss] by the weighted average number of outstanding
shares during the financial year.

Diluted earnings per shore are computed by dividing the annual net
income floss) by the weighted averoge number of shares cutstanding
plus the effect of any dilutive instruments.

For the diluted earnings per share calculation, nef income (loss| is
not adjusted as the Group is loss making.




2003-2004

93

Exchange rates used for the fransiction of main currencies
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i et

2002 2003 2004 4
€ for 1 monetary unil Average Closing Average Closing Average Closing
British pound 1627372 1.631321 1.549571 1.450116 i 1.444363 1.501727 |
Swiss franc 0.670010 0.681663 0.682536 0.677323 - 0.646074 0.641272 1
US dollar 1.136956 1.146263 0.997990 0.917852 0.849427 0.818063 '
Canadian doliar 0.725494 0.718236 0.646284 0.623558 0.628913 0.625821 |
Ausiralian dollar 0.582556 0.610426 0.563472 0.553220 I 0591628

NOTE 3 - Changes in consolidated companies

The main changes in the consolidated companies during the year
ended 31 March 2004 are as follows:

B Sisposal of Industrial Turbines businesses

In April 2003, the Group signed binding ogreements to sell its small
gas turbines business and medium-sized gas turbines and industrial
steam turbines businesses in two fransactions.

The first trensaction covered the small gos turbines business, and the
second transaction covered medium-sized gas turbines and
industrial steam turbines businesses.

In April 2003, the closing of the sole of the small gas turbines
business cccurred. In August 2003, completion of the major part of
the disposal of the medium gas turbines and industrial steam furbines
businesses (excluding US businesses] occurred following approval
from both the European Commission and US merger control authorifies.

These businesses have ceased to be consclidated from their respective
dates of disposal.

On 15 April 2004, the disposal of the US businesses was
completed with effect from 1 April 2004 {see Note 31). This
business will be deconsclidated from 1 April 2004,

Total selling price is €970 million of which €125 million is held in
escrow at 31 March 2004.

0.622975 1,
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B Disposcl of Transmission & Distribution Sector
(Exciuding the Power (onversion Business)

In early January 2004, the Group disposed of the T8D Sector

excluding the Power Conversion business, which is being refained.

Total selling price is €957 million (subject to closing price adjust
ments) of which €89 million is held in escrow of 31 March 2004.

As a result, the T&D Sector ceased to be consolidated with effect
from 31 December 2003.

ALSTOM continues to own and therefore to consolidate certain
former T&D businesses insignificont fo the Group which ore expected
to be transterred to Areva, subject to local regulatory approvals.
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NOTE 4 ~ Other income (expense), net

P YEAR ENDED 31 MARCH

fin € million) 2002 2003 2004
Net gain on disposal of fixed assets 11 29 13 %
Nef goin floss) on disposol of invesimens ™ 107 {35) [24) &
Resfructuring costs @ (227) {268] (655)
Employees’ profit sharing (5) (18) [16)
Pension costs # {139 (214) {263)
Others, net ¥ 137} 149} {166}
Other income (expense}, net {390} (555) (1,117)

{1} in the year ended 31 March 2002, it reflects:

- the net gains on the disposal of the Contracting Sector of €106 million and GTRM of €43 million
- the net loss on disposal of the Waste 1o Energy business of €{42) million.

In the year ended 31 March 2003 it mainly reflects the net losses on disposal of South Africa operations and Alsiom Power Insurance Utd.
In the year ended 31 March 2004 it mainly corresponds io:

- the net loss of € 10 million on the disposal of the Industrial Turbine businesses (See Note 3]. The Group has disposed of its industrial Turbines businesses in a two pail
ransaction with effect from, respectively, 30 April 2003 and 31 July 2003. As a result, the consolidation packages prepared for each unit disposed of for the last month
of aclivity prior o sale were prepared under the conlrol of the acquirer. The Group made cerlain adjusiments o the consalidation packages received to ensure canformity
with Group accounting principles and judgemenis, consisienily applied. These adjusiments resulted in no impact on Earnings Belore Inferest and Taxalion and Net
income, but did result in a reclassification reducing the gain on disposal included within other income lexpense), net and increasing operating income by €67 million.

"7 - the net gain of €4 million on the disposal of the T&D sector excluding the Power Conversion business (See Note 3). Certain restructuring costs in T&D tolaling €62 milfion
accruals recorded prior to disposal but not impaciing cash and wholly for the benefit of the acquirer are shown as part of the Net gain {loss) on disposal of investments.

- the net loss of € 10 million on the disposal of the Group's 40% shareholding in the Chinese entity *FIGIEC* (see Note 10)

- other net losses of €8 million on various disposal of non significant consolidated companies.

(2) In the year ended 31 March 2004, it corresponds o additionat plans accrued for a net amount of €628 million relating o the downsizing of activities including closure
of plonts or activities-and reduction in employees in oll sectors except Marine and €27 million of wiiteoff of assets.

{3) See Note 21 "Retirement, lermination and pastreticement benefits”.

[4] In the year ended 31 March 2002, in addition lo ather non operating cosis it mainly includes €90 million for additional Marine vendor finance provisioning.

I# the year ended 31 March 2003, in addition-io.other non.operating cos!s it mainly include € 1.5 million of costs related to past acquisition and disposal of aciivities.

In the year ended 31 March 2004, in addition o other non operating costs it mainly includes costs related 1o past acquisitions and disposal of aciivities of € 59 million,

cosis of exisling or reorganising octivilies not qualifying as restructuring cos!s of €34 million, and € 10 million of costs related to the capital increose.

NOTE 5 - Financial income {expense)

B YEAR ENDED 31 MARCH

fin € million) 2002 2003 i [
Nef interest income (expense] {163 (182 (2477 11
Securilisation expenses 187) 182) s (24) U
Foreign currency gain {loss) " (3 55 19 i
Other financial income {expense} @ {41} 61) (170
Financial income [expense) [294) (270} [460)

{1} The foreign cumency gain in the year ended 31 March 2003 mainly results from the unwinding of ferward sale contracts of US dollars
against euros following o recssessment of the financing structure in the USA.
{2) Other financial income fexpenses|, net include tees paid on guaranises, syndicated loans and other financing facilities of €22 million,

€41 million and € 125 million for the years ended 31 Maich 2002, 2003 and 2004 respectively.
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NOTE 6 - [ncome tax

O Analysis by nature aond geographic origin
B YEAR ENDED 31 MARCH
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fin € million) 2002 2003

France (3} {3) . 7

Foreign (94 {150 i (@5

Current income tax 97) (153) (102)

France 114 8

Foreign {27) 408

Deferred income tax 87 416

Income tox [charge) credit {10} 263

A Effective income tax rate

B VEAR ENDED 31 MARCH

{in € million) 2002 2003

France {128) 218)

Foreign 321 {1.181} {535

Pre-tax income (loss) 193 (1,399) T

Stotutory income fox rote of the parent company 35.43% 35.43% i 35.43%

Expected 1ax {charge) credit {68) 494 472 ©

Impoct of: L i
= difference in rote of taxation 4 1110 5 '
» raduced faxation of copital gain {non recognised losses on disposals) 39 3% (172) &
¢ recognition {non recognition) of deferred tox assets {20) (76) : (377} 1
® net change in estimate of fox ligbililies 37 35 ) (43} #
% infangible assets amartisation {23) (22) (21] 4
s other permanent differences 21 (96 ', (115 ‘

Income tax |charge) credit {10) 263 251) &

Effective fax rate 5.2% - . -

In the year ended 31 March 2002, the effective tax rate was
principally affected by the reduced tax rate on capital gains.

In the year ended 31 March 2003, the effective tox rate was
principally affected by the non recogniiion of deferred fox assets and
the lower rate of toxation in Switzerland.

In the year ended 31 March 2004, the effective tox rate is
principally affected by the non recognition of deferred fax assets and
the toxation of disposals.

The Group consolidates most of its country operations for tax pur-
poses, including in France, the United Kingdem, the United States,
ond Germany. At 31 March 2004 there were fox losses, principally
refating to France, Germany, Italy, Switzerland, the United Kingdom
and the United States, which aggregated €4,482 million.

Furthermore, the changes in industrial acfivity and shareholding
that the Group is undergoing may in some jurisdictions cause
certain deferred tax assets on loss camy forward 1o be examined
under antiabuse legislation relating to change. The Group is aware
of this possibility but does not currently believe that any material
impact on the Consalidated Financial Statements would arise.
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The tax loss carry forward by maturity is as follows:

B AT 31 MARCH [
fin € miflion) 2003 5 2004 ¢
Expiring within 1 year 221 1 20 &
2 years 66 ¥ 15
3 years 157 4 75 i
4 vears 507 s 80
5 years and more 2,873 1,999
Not subject fo expiration 1,501 ] 2,293

Total 5,325

On the part of the €4,482 million that led 1o recognition of net deferred tox assets, €22 million of losses expire within five years.
The losses incurred over the last two years have led to.a detailed review by jurisdiction of deferred tax assets. This review ook inlo account
current and past performance, length of camy back, carry forward and expiry periods, existing contracts in the order book, budget and
three years plan. This review led to valuation allowance on deferred tax assets of €730 million at 31 March 2004, Most of the deferred
tax assets currenily subject to valuation allowance remain available to be utilised in the future.

3 The deferred tox assets and ligbilities cre made up as follows:

B AT 31 MARCH

{in € million) 2002 2003

Accelerated depreciation 54 48

Intangible assets 188 245 i 337
Profit sharing, annual leave and pension accrual not yet deductible 137 113 o 89
Provisions ond other expenses not currently deductible 629 535 512 1
Conlract provisions taxed in advance 2 110 38 J
Tox loss carryforwards 1,204 1,755 1510+
Others 21 149 I
Gross Deferred tax assets 2414 2,955 2701 -
Valuation allowance (270) (365) i (730} H
Netting by tox grouping or by legal entity {658) {759 {410 7
Deferred tax assets 1,486 1,831 1,561
Accelerated depreciation for lox purposes (88) (81) i 63
Contract revenues not currently taxable {209) [255) i 1132 ¥
Losses on inlercompony transfers {44) [34) E 4) I
Deferred income related to leasing transactions {32} [60) g 67) Ui
Inventory valuation methods 69} {49 22) |
Pensions and other adjusiments not currently laxable {76} @1} (57} i
Provisions and other expenses deducted in advance (187 (226) i Q5
Gross Deferred tax liabilities (705} (796) (440}
Netting by tox grouping or by legal entity 658 759 i 410

Deferred tax ligbilifies 47) (37) I (30) z




2003-2004

97

The Group is sofisfied as to the recoverability of the deferred tox
assets, net ot 31 March 2004 of €1,531 million, on the basis of
an extrapolation of the three year business plon, opproved by the
Board of Directors, which shows o copacity to generae a sufficient

NOTE 7 - Goodwill, net

Net value at  Net value ot

FINANCIAL INFORMATION
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level of toxable profits to recover its net tox loss carry forwerd ond
other net assets generated through timing differences over ¢ period
of four to twelve years, this reflecting the long term nature of the
Group's cperations.

Acquisitions Amortisation  Translation Net value ot |

31 March 31 March Disposals Adjustments :; 31 March
2002 0 2003 ond other 2004
{in € million) changes
Power Environment (g} 790 (45} - 710 &
Power TurboSystems [o) 121 - 7) {1y ¥ 107 i
Power Service {a} & @ 2,268 2,166 {47) {128 - b 1,991 1
Transport (b} 449 7 [38) 30 530 1
Marine 2 - - - 2
Power Industrial Turbines (o} & © 345 (324) 5) -k :
. _Transmission & Distribution ® 564 {394) (26} 195 b
Power conversion ¥ i 17 87
Other (c) 73 - - - S F
Goodwill, net 4,612 4,440 (759} (256) n

[1] From 1 April 2003, the former Power Sector wos reorgonised into three new sectors, Power Turbo-Sysiems, Power Service ond Power Environment {See Note 26/,
Consequently, the Goodwill, net, allocoted 1o the former Sector is now presented to reflect the current reporting structure.

{2} In April 2003, the Group onnounced the completion of the disposal of its small gas turbine business and on 1 August 2003, the completion of the disposal
of the medium gos turbines and industiial steam hurbines business was announced, both o Siemens. The related Service activifies were sold in the some ransactions.
The result of these ransoctions is o decrease of Goodwill of €371 million {See Note 3).

{3/ In Jonuary 2004, the Group announced the completion of the disposal of the mojorily of its T&D Sector {excluding Power conversion business).
As o result, Power conversion goodwill, included in T&D Sector in March 2002 ond 2003, has been presented in a seporate line.
Goodwill relating to the TAD octivities not deconsolidoted ot 31 March 2004 is shown in the line “other” (See Note 3).

The gross value of goodwill was €5,452 million, €5,449 million
and €4,420 million at 31 March 2002, 2003 and 2004

respectively.

a) Power Turbo-Systems, Power Environment

and Power Service (ex Power Sector}
The goodwill of Power Turbo-Systems, Power Environment and
Power Service arose from the acquisition of ABB ALSTOM Power
in @ two step process in 1999 and 2000.

The aggregate amount of goodwill recorded in connection with the
acquisition of ALSTOM Power in the June 1999 and May 2000

transactions was £3,253 million.

b} Transport

In Cetober 2000, the Group purchased 51% of Fiat Ferroviaria SPA
now renamed ALSTOM Ferroviaria SPA for €149 million. Goodwill
arising on that acquisition is €109 million.

In April 2002, a put oplion requiring the Group 1o purchase the
remaining 49% of the capital was exercised by Fiat Spa for an
cmount of €154 million. The resulting goodwill increase amounts
to €158 million.

¢} Other

At 31 March 2003, other goodwill, which substantially reflected
the acquisition costs of the Group's international network activity,
was reallocated fo the sectors which the Network serves.

d) Impairment

The Group requested a third parly valuer fo provide an independent
report as part of its impairment test, performed annually, on good-
will and other intangible assets (see Note 8).




20032004

98

The valuafion in use was determined primarily by focusing on the
discounted cash flow methodology which captured the potentiat of
the osset base to generate future profits and cash flow and was
based on the following foctors:

s The Group's internal three year Business Plon prepared as part

of its annual budget exercise at secter level and reviewed by
external experts.

NOTE 8 - Other intangible assets, net

FINANCIAL INFORMATION
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s Exfrapolation of the three year Business Plan over 10 years.

¢ Terminal volue at the end of the ten year period representing
cpproximately 45% of toial enterprise value.

< The Group's Weighted Average Cost of Capital, postiax, of
10.5% 10 11.5%.

The valuation supported the Group's opinion that its goodwill and
other infangible assets were not impoired.

At At Acquisitions/  Disposals  Translation

31 March 31 March  Amortisation adjustments

2002 2003 and other

fin € million) changes

Gross value 1,289 1,354 16 [193) 15)
Amartisation {119} {186} |&60) 30

Other intangible assets, net 1,170 1,168 (44) (163) (5)

Other intangible assets mainly result from the allocation of the
purchase price following the acquisition of ABB's 50% sharehold-
ing in Power. It includes technology, an installed base of customers
and licensing agreements. Additions in the yearend 31 March
2003 and 2004 reflect payments under ¢ technology sharing
agreement signed during the year ended 31 March 2002.

The decrease of €163 million results from the disposal of the small
and medium gas furbine business and the industrial steam turbine
business (see Note 3).
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NOTE 9 - Property, plant and equipment, net

At At Acquisitions/ Disposals  Chongesin  Tronslation i
31 March 31 March Depreciation scopeof  odjustments ¢ 31 March !
2002 2003 consolidation and other ;| 2004
{in € mifion} changes | L
land 390 286 28 1122) [37) [3) & 152 4
Buildings 1,661 1,505 43 {209} {251) 25 1 1,013 i
Machinery and Equipment 3,516 3,174 123 (294) (759 78 2,320
Tools, furniture, fixtures
and cthers 1,009 Q47 76 (89 (201 (175) & 558
Gross value 6,576 5912 270 716} {1,248) 75) & 4,143 r
lond 23) (8 2) | 1 2 ¢ (&) i
Buildings 667) 638) 77) 98 150 4 L |91 ¢
Machinery and Equipment (2,541 [2.415) [199) 267 603 27 0 uanl
Tools, furniture, fixtures 5 5
and others {557 {520) {68} 62 143 22 (3¢0]
Accumulated depreciation {3,788] (3,581) (346 428 897 28 ¢ (2,574) *
lond 367 278 26 (121} (361 (1 H 146 !
Buildings 994 867 34] oy (107) 1 622 &
Machinery and Equipment 975 759 (78] 129 [156) 105 H 603 1
Todls, tumniture, Fixtures \- 5
and others 452 427 8 127) 158) (1521 & 108
Net value 2,788 2,331 {76) {288) (351) 4n 0 1,569 [

Assets financed through capital leases are not capitalised (see Note 27 (bil.

NOTE 10 - Equity method investments and other investments, net
Invesiments in which the Group has direct or indirect conirol of more than 50% of the outstanding voling shares or over which it exercises
effective control, are fully consolidated. Only investments in which the Group has an equily interest of 20% 1o 50% and over which it exercises

significent influence are accounted for under the equity method.

B Equity method investmenis

B AT 31 MARCH % Share in
(in € miflion] 2002 2003 ‘ 5 Interest Net income
Guangsi Laibin Electric Power Co lid “Figlec” 65 59 -

Termoeléctrica del Golfo and Termoeléctrica Pefioles 72 87 66 H 49.5 -
ALSTOM S.A. de C.V., Mexico 10 8 i g 49.0 2
Others 15 8 ' ' 2)

Totdl 162 162

During the year ended 31 March 2004, the Group sold to a third party its shareholding of 40% of the registered copital of o Chinese
entity “Figlec”, a company which operates a thermal Power Plant at Laibin, China.
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O Gther investments, net
B AT 31 MARCH

2002 2003 2004
Net Net ; Gross Provision Net “ %
i Interest
fin € million) i i 2004
Ballord 40 2 0 29 2) 27 k. 2.37%
ATrain AB & ATrain Invest AB 1Y 11 5 - -
Lo Moguinisto Vile Globel 28 - g
Birecik Baraj ve Hidroelektrik Santrali Tesis
ve Isletme AS 16 20 20 {5) 15 4 13.60%
Tramvia Metropelita SA 7 8 4 8 - § & 2535%
Tramvia Metropolita del Besos - 8 8 - 8 25.35%
Others @ 37 20 1 39 [2)) 18 1
Total 139 83 104 (28} 76

{1} ATrain AB & A-Train Invest AB were sold in January 2004
{2} No other investments’ net value exceeds €5 miflion

___Information on the maoin other investments ot 31 March 2004 is based on the most recent finoncial siolements ovailable and is the
following:

Share in
fin € million] Net income : Net Equity
Birecik Baraj ve Hidroelektrik Santrali Tesis ve sleime AS 119 43
Tramvia Metropolita SA - 8
Tramvia Metropolilc des Bescs {Trambesos) - 8

NOTE 11 - Other fixed assets, net

B AT 31 MARCH ;4 = :';”l
fin € millon) 2002 2003 2004 1
Long term loans, deposits and refentions 778 814 i 798 i
Prepaid assets — pensions [see Note 21) 489 397 , 357 1
Others 79 83 62 |
Other fixed assefs, net " 1,326 1,294 1,217

{1) Includes loans and cash deposits in respect of Marine vendor financing {See Note 27 fal{2)) for total amounts of €561 million, €510 million and €329 millien
at 31 March 2002, 2003 and 2004, respectively. At 31 March 2004, it ofso includes € 125 million beld in escrow following the disposal of the small and medium gas
turbine businesses and the industrial steom turbines business.
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P AT 31 MARCH

{in € million] 2002 2003

Raw materials and supplies 1,586 1,485

Work and contracls in progress 6,929 5,198 i o
Finished products 361 276 i 63
Inventories, and cantracts in progress, gross 8,876 6,959 5 4,520 |
Less valuation allowance {323 {301} 12411 ¢
inventories, and confracts in progress, net of valuation allowances 8,553 6,658 L 4279
less related customers’ deposits and advances (2,960} 12,050} (1,392} W
Inventories, and contracts in progress, net of valuation allowances i
ond related customers’ deposits and advances 5,593 4,608 i 2,887
NOTE 13 - Trade receivables, net

B AT 31 MARCH

{in € million) 2002 2003
Trade receivables on contracts 10,376 - 10,941
Giher trade receivables 1,469 1,142 i
Trade receivables, gross 11,845 12,083 ¥
Less valuation allowance (137) (130] HEE
Trade receivables, net of valuation allowances 11,708 11,953 s 8,078 !
less related customers’ deposits and advances (6,978) (7,098) 14,616)
Trade receivables, net of voluation allowances and related W 7
customers’ deposits and advances 4,730 4,855 3462 |
{1} after sale of trade receivables {see Note 14,

NOTE 14 -~ Sale of trade receivables

The following fable shows net proceeds from sale of trade receivables:

B AT 31 MARCH L B
{in € million| 2002 2003 2004
Trade receivables sold 1,388 357 ‘! o4 !
Retained inferests (Note 15) [352) - S S
Net cash proceeds from sale of trade receivables 1,036 357 i 94

During the yeor ended 31 March 2002, the Group sold trade  The Group generally continues fo service, administer, ond collect
receivables which it irevocably and without recourse transferred  the receivables on behalf of the purchasers.

eligible receivables to third parties. Under the terms of certain of  During the years ended 31 March 2003 and 2004, the Group
these agreements, cerfain receivables are pledged as credit  sold, irrevocably and without recourse, trade receivables to third
erhancement. The retained interest in these pledged receivebles  parties. The Group generally continues to service, administer, and
remains on the consolidated balance sheet as other receivables.  collect the receivables on behalf of the purchasers.
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NOTE 15 — Other accounts receivables, net

B AT 31 MARCH $~~" R
{in € million) 20062 2003 ¥ 2004
Advances paid 1o suppliers 1,192 758 528
Amounts due on lecal port of controcts 24} 248 11
Income tox and olher governmeni receivables 519 496 5 450 i
Prepaid expenses 446 262 i 200 &
Retained interests in receivables [Note 4] 352 - > -
Others 7 554 501 733 &
Other accounts receivables, net 3,304 2,265 2,022

{1) The variotion between fiscal year 2003 ond 2004 is mainly due fo the receivatles held at 31 March 2004 following the disposal of the T&D Sector to Areva.

NOTE 16 - Changes in net working capital

At Cashflow  Translation  Changesin \ At ’

31 March adjustments scopeand 51 31 March i

fin € millon) 2003 others & 2004 .
Inventories and contract in progress, net 4,608 {389} (99) {1,233 ¢ 2,887
Trade ond other receivables, net ™ 7477 (770} (144] {985) i 5,578
.Sale of frade receivables, net {357) 267 - 4 4 94 7
Contract refated provisions (3,264) 205 103 163 H (2,703} &
Other provisions (296} (113) - g U (401) &
Restructuring provisions {138 (271} (M 25 & (385]
Customers' deposits and advances (3,541} 1 84 742 | 2714 =
Trade and other payables (9,375) 985 174 1,188 (7,028) 1
Net working capital (4,886) 5 17 (96) . (4,860) '

(1] Before impact of net proceeds from sale of irade receivables.
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NOTE 17 - Short-ferm investments

. Carrying Valve Within 1to 5 years Over 5 years

{in € million} “ & 1 year

At 31 March 2002

Equity securities N 31 - - 31

Deposits 121§ 117 4 -

Bonds and other debt securities o 179 18 160 1
Yot A 331 135 164 32

TTUUAY3 Maich 2003 - R P o

Government debt securities o - 4 = } ' 3 .

Deposits i 53 ¢ 53 -

Bonds and other debt securities i 85 36 43 o)

Total 142 90 46 6

At 31 March 2004 5 :

Bonds and other debt securities g 35 4

Total 35 4

TN

The aggregate fair value is €333 million, €143 million and €39 million at 31 March 2002, 2003 and 2004, respectively.

NOTE 18 - Cash and cash equivalents

Cash and cash equivalents include cash at banks and cash on hand of €1,413 million, €897 million and €735 million at 31 March
2002, 2003 and 2004 respectively, and highly liquid investments of £492 million, €731 million and €692 million at 31 March 2002,
2003 and 2004, respectively.

NOTE 19 — Minority interests

b AT 31 MARCH

fin € milion) 2002 2003 3
Balonce beginning of year 102 N
Share of net income 23 15
Translation adjustment 1l {15} 5
Dividend paid 21 M i
Change in scops and other changes [12) 5 3
Balance end of yeor 91 95
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NOTE 20 - Provisions for risks and charges
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Translation

At At Additons  Releases Applied  adjustments

31 March 31 March and other

(in € milfion) 2002 2003 changes {*)
Warranties 1,618 815 456 {138} [225) {101}
Penalties and claims 774 1,766 175 (109) 631) 1123}
Centract loss cecruals 490 412 251 (27) (328 (4]
Other risks on confracts 333 271 384 [42) 61} {38)
Provisions on contracts 3,215 3,264 1,266 (316} (1,245) {266)
Restructuring 178 138 645 17) (357) (24)
Other provisions 456 296 203 47 (43) {8)
Total 3,849 3,698 2,114 (380} {1,645) (298)

[*] Including €(102} million of franslation effects.
Provisions on confracis

GT24/GT26 heavy duty gas turbines

In July 2000, the Group announced that it had experienced signif-
icant technical difficulties in the introduction of the new GT24/GT26
heovy-duty gas turbines which are at the top end of the extensive

range of gas turbines. They are among the largest individual prod-

ucts the Group sells and are typically sold as part of a larger power

* project involving other Power products. The GT24,/GT26 turbines

are based upon technology developed by ABB which initiated the
development and markefing of the GT24/GT26 turbines in 1995,
ond dlso entered into contracts for sales of these turbines. These
turbines were based on an advanced and novel design concepl.
In connection with the start of commercial operation of these turbines
in 1999 and 2000, a number of significant technical problems
were identified affecting all the turbines.

In response, the Group set in motion high-priority initiatives to design
and implement modifications across the fleet. The first step of these
inifictives was to derate the units so that they could operate in
commercial service with lower efficiency and output, while the
Group developed the technical solutions to allow full rating opere-
fion. The Group also embarked on o comprehensive programme
to discuss and resolve any contractual issues with customers.
Commercial seflements with customers were negotiated fo deal with
the consequences of the derating. Typically, what was proposed
was a Performance Recovery Period of around 2-3 years, prior to
implementing the lifeime and performance upgrades, that the
Group calls @ “recovery package”. This deferred the fiming of the
dote ot which provisional acceptance was achieved and reloted
confractual remedies, including liquidated damages, apply. During
that period, varying solutions were applied depending on the situ-
afion, however in general the Group replaced short life components
ot its cost and agreed on contractuc! amendments, including revised
financial conditions, with each customer.

By March 2003, the commercic! situation with respect to the
GT24/GT26 gos turbines became clearer. The Group reached
commercial selements on 61 of the 80 units and of these setlements
24 were unconditiondl, that is to say the contracts were in the
normal warranty period, and there was no obligation fo upgrade
or pay further pendlties. Under the cther setlements, the Group com-
mitted to make additional upgrade improvements, either in respec
of performance or the life of key companents and was required to
pay liquidated domages if the modified gos turbines did not meet
performance criteria or if the Group did not respect the agreed fime
delays for the implementation of the modifications. As concerns the
remaining 19 units for which no sefffements had been reached,
7 were subject e litigation, and negotiations were ongoing or not
yet started for the remainder. The orders in hand included €558 mil
lion, at 31 March 2003, in respect of a GT26 suspended contract
for four units on which the. customer had an option for termination.
As this contract has since been terminated, the orders in hand were
adjusted accordingly during the year ended 31 March 2004.

Notwithstanding the progress achieved since November 2002, the
Group experienced unexpected set backs and delays in validating
and testing several important components of the recovery package,
notably the GT24 compressor upgrade and the ‘full lifefime” blades.
These delays resulted in being uncble to respect the duration of the
recovery periods agreed with some of its customers under opplico-
ble agreements, including under conditional sefflement agreements,
prior to the implementation of the recovery package with the
expected improvements in performance, efficiency ard life of key
components. In the current stote of the energy wholesole markets,
customers do not have the incentive to accept these machines.
These delays therefore mean significantly increased exposure as cus:
tomers are less inclined fo agree to further extensions of the recow
ery periods and are invoking penalfies and liquidated damages.
The Group dlso incurred addifional. costs because it has been
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forced 1o shut down the machines more frequently fo replace short
life components at its own expense. The Group's previously expected
targefs were therefore not achievable.

As a consequence, the Group revised ifs andlysis of the residual
finoncial impact of the GT24/GT26 issue on a confract
by contract basis, which it estimaied at €1,655 million net at
31 March 2003.

. As of 31 March 2004, the 73 machines in service had accumu-

loted over 900,000 operating hours ot high reliability levels.

The commercial situation with respect to the remaining 76
GT24/GT26 gas turbines initially sold continues fo improve at
31 March 2004: 73 units are in commercial operation, 2 are in com-
missioning, 1 is in construction. Under agreements covering 22 of the
units, the Group is commitied fo or otherwise has the opporiunily fo
make upgrade improvements within agreed time periods. The other
unils which are in commercial aperation, are either in normal warranty
or have had those warranty periods expire. All of the cases of client
fitigation which affected 7 units as of March 2003 are now resclved
via safistactory commercial setlements. There are commercial disputes
involving contractual arbilration with respect to hwo projects for which
the customers have accepled the turbines, but cllege that contractual
penalties are due in amounts contested by the Group.

At 31 March 2002, £1,489 million of provisions and accrued
contract costs were retained in respect of these turbines after having
recorded €1,075 million during the year.

The Group recorded an additional €1,637 million of provisions and
cccrued confract costs related to these turbines in the year ended
March 2003, including €83 million recorded in the Customer
Service Segment {now Power Service Sector) in respect of contracts
transferred to this Segment as part of the Group's after market oper
ations and on which it hos no uncovered exposure. The Group,
therefore, retained €1,655 million of provisions and accrued
contract costs at 31 March 2003 in respect of these turbines after
laking info account mitigation plans of €454 million. This provision
did not take into account interest fo be paid io cusiomers {cost of
cany), the cost of which are recorded when it folls due.

In the year ended 31 March 2004, provisicns and accrued
contract costs of €825 million were utilised and €738 million were
retained ot 31 March 2004 in Provisions for Risks and Charges,
affer taking info account remaining mitigation plans of €234 million
and currency movements.

Actual costs incurred may exceed the amounts of provisions refained
at 31 March 2004 because of a number of factors, including cost
overruns or deloys the Group may incur in the manutacture of
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modified components, the implementation of modifications or the
delivery of modified turbines and the outcome of claims or arbitration
mcde by or against the Group.

UK trains
At 31 March 2004, provisions of €41 million are retained in
respect of UK frain equipment supply contracts.

Actual costs incurred may exceed the amounts of provisions and
accrued contract costs refained ot 31 March 2004 as, omong ofher
ifems, the oulcome of cloims made by or cgainst the Group-are a!
such an early stage that no meaningful assessment of amounts
which may become due 1o or by the Group is possible. On one of
the UK contracts, the West Coast Main line, any sefffement will
require the approval of the Strategic Rail Authority.

Alstom Transportation Inc.

During the year ended 31 March 2004, the Group identified and
recognised odditional costs of €102 million of which €44 million
in provisions for risks on confracts following the re-estimation of
costs to complete on several contracis in Alstom Trqnsportciion inc.
The additional provisions mainly concern two North East Coridor
INEC) line contracts together with receivables writedown and
accrued contract costs and other payables.

On these two NEC contracts, new build and maintenance, all
parties agreed to enter a mediation phase starting June 2003.
A resolution between the parties has been achieved in line with
amounts previously provided.

Restructuring expenditures and provisiens

During the yeor ended 31 Morch 2004, further restructuring plans
were adopted for an amount of €645 million in oll Sectors
other than Marine, and also in Corporate headguarters. Al
31 March 2004, provisions of €385 million were retained after
on expenditure in the period of €357 million.

During the year ended 31 March 2003, restructuring expenditure
amounted to €297 million. New plans were adopted during the
period in Power, Transmission & Distribution and Transport,
for which provisions have been created. At 31 March 2003,
restructuring and redundancy provisions mainly relate to Power and
Transmission & Distribution Sectors.

During the year ended 31 March 2002, restructuring expenditure
amounted to €344 million, principally in the Power, Transmission
& Distribution and Transport Sectors. New plans were cdopted
during the peried in Transport for which provisions have been
created during the year. At 31 March 2002, restructuring and
redundancy provisions mainly relate to Power, Transmission and
Distribution and Power Conversion Sectors.
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Cther provisions

Other provisions include €144 miflion of 31 March 2002 and
£140 million at 31 March 2003 and 2004, respectively to cover
Marine vendor financing exposure (Note 27 (al].

NOTE 21 — Retirement, termination
and post-retirement benefits
The Group provides various types of refirement, fermination benefits and

post refirement benefits (including healthcare benefits and medical cost)
fo ifs employees. The type of benefits offered to an individual

CHANGE IN BENEFIT OBLIGATION

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

employee is related to local legal requirements as well as the his-
forical operafing practices of the specific subsidiaries.

Termination benefits are generally lump sum payments based upon
an individual’s years of credited service and annualised salary ot
retirement or termination of employment. Pension benefits are
generally determined using a formulo which uses the employee’s
years of credited service and average final eamings. Most defined-
benefit pension licbilities are funded through separate pension
funds. Pension plan assets related to funded plans cre invested
mainly in equity and debt securities. Other supplemental defined-
benefit pension plans sponsored by the Group for ceriain employess
are funded from the Group’s assets as they become due.

PENSION BENEFIT OTHER BENEFITS TOTAL
t> AT 31 MARCH B e
{in € million) 2002 2603 2004 2002 2003 2004 2002 2003
‘Accumulated Benefit Obligation _ o
at end of year (3,168} (3,137] (3,335 (242} (204) - (144} (3410} (3,341]
Benefit Obligation at LN S
Beginning of year {3,865) (3,527} (3,339) (206) (242) . (204) {4,071} (3,769} © (3,543)
Service cost (99) (107] (86} (3) (2} R (102 ' (87) &
Interest cost {205 (196) - (184} (16) {15) .. (19} {221) 195) ||
Plan participants contiibutions 119} (20 126} - S (19) (26) ‘
Amendments {16) 1 {2) 150 (16] 13 1
Business Combinations/disposals™ 359 13) 129 Eo 359 199 i
Curiciiment 9 12 -8 9 6
Setlements or 74 - - - Rz
Actaricl {loss) gain 154 {97) [234) 31 N2y A7 123 1109} & (2177
Benefits paid 178 149 1. 206 17 17 8~ 195 166 [ 224 =
Foreign currency ansiation [23) 358 32 (3} 50 21 26} 408 5§ oann
Benefit Obligation P e 1y 1
ot end of Year [3,527) (3,339) .(3,488) {242) {204) (145)." {3,769) (3,543} [ {3,633}

{1}dn the year ended 31 March 2002, the Business combination relates mainly io the purchose and the integration of Railcare limited

and 1o the sale of GT Railways Maintenance Limited and Contracling sector.

In the year ended 31 March 2004, the Business combination relates mainly to the Disposol of T&D Sector fexcluding Power Conversion business).
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CHANGE IN PLAN ASSETS
PENSION BENEFIT OTHER BENEFITS TOTAL

B AT 31 MARCH e
{in € miflion) 2002 2605 2004 2002 2003 2004 2002 2003 | 2004
Fair value of plan assets ot o :
Beginning of yeor 3,322 2,712 2,012 - - 3,322 2,712 12012 i
Actul return-on plan assets 6s)  (282) 302 165)  (282) 302 1
Company contribufions 81 73 74 81 73 W 744
Plon porticipant confributions 19 23 26 19 23 [ 26 0
Business Combinations/disposals " (444) {30} 12 {444) 130} & 12 44
Sefflements 735} (33 75 {33) .
Benefits paid (122} 25 {159 (122) (95) (159] 1
Foreign currency translation 21 (314) 29 21 (314) H 29 0
Fair value of plan assets ot i
End of year 2712 2012 2,263 - - - 2,712 2,012 {12,263 |
Funded status of the plan {815) {1,327) (1,225) {242) (204) (145) {1,057) (1,531) £(1,370) F
Unrecognised actuaridl loss {gain) 506 233 Q04 34 34 14 540 967 L 918 @
Unrecognised prior service cost 18 K 8 (H 14) 18 10 {o) &
Unrecognised transitional obligation (26) (24} (29 - 3 2 (26 21 it @7 h
{Accrued) prepaid benefit cost (317) {407) (342 (208) . (168) {143) (525)  (575). i (485)}
Of which: b ‘
Accrued pensions and retirement i
Benefits (786}  (804) [699) (208) (168) {143) 994)  (972) (842) 1
Prepoid essels [Note 11) 469 397 357 - - - 469 397 357

{1} In the vear ended 31 Morch 2002, the Business combination relates mainly 1o the purchase and the integration of Railcare limited
and lo the sale of GT Railways Mainlenance limited and Coniracting sector.
In the yeor-ended 31 March 2004, the Business combination relates mainly to the Disposal of T&D Sector fexcluding Power Conversion business).

COMPONENTS OF PLAN ASSETS
B AT 31 MARCH T R R
2002 2003 2004
{in a milion] % {in @ millionf % i {in a miflionf % "
Equities 1,646 60.7 1,156 575 i 1,289 570 [i
Bonds 827 30.5 641 318 i 734 324 1,
Properties 142 5.2 129 6.4 137 60 ¥
Others o7 3.6 86 43 103 46
Total 2,712 100 2,012 100 2,263 100

The actuarial assumptions used vary by business unit and country, bosed upen local considerations.

P T
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ASSUMPTIONS [WEIGHTED AVERAGE RATES)

B~ YEAR ENDED 31 MARCH

PENSION BENEFIT

FINANCIAL INFORMATION
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OTHER BENEFITS

{in € millon] 2002 2003 2002 2003 1 2004
Discount rafe 6.14%  590% 1 5.60% 7.25%  6.75% 6.3%
Rate of compensation increase 3.31% 3.28% N/A N/A N/A L
Expected return on plan assets 7.79% 7.57% N/A N/A

Regarding the Expected return of plan assets, the same basis has

been applied in oll countries where the Group has assets covering

its pension liabilities: the Expected return on plan assels is the

weighted average of the returns of bonds, equities and properties

portfolios determined as follows:

= equily relurn = risk free rate [government bond yield) + Equity risk
premiurm {4%};

The 4% equity risk premium is considered fo be o fair assumption
given the following reasons:

o it reflects the relatively low valuation of stock markets, following
3 vears of stock market declines;

s in oddition, risk free rates are low by historical standards due
fo disappointing growth and oggressive monelary policies.

= bond return = Discount rate;

... & propetty return. = Equity retumn - 1%.

The following table shows the amounts of net periodic benefit cost for each of the three years ended 31 March 2002, 2003 and 2004.

PENSION BENEFIT OTHER BENEFITS

7
H

P YEAR ENDED 31 MARCH

fin € million) 2002 2003 2002 2003 ; |
Service cosf 99 107 © 3 2 i >
linterest cost 205 196 & 16 15 7 o
Expected retumn on plan assefs (208) (193) H
Amorlisation of unrecognised prior service cost 18) 2 -
Amortisation of aciuarial net loss (gain) B 16 S g
Curtailments/Setlements {32) Q - - ‘
Net periodic benefit cost 67 137 19 18
Cunailments/ Setflements effects included in Net

gain on disposal of investiments [See Note 4] - - - -

Net periodic benefit cost dlassified in Pensions {See Note 4] 67 137 19 18

(1) Disposal of T&D Secior as well as Small and Medium gas turbines and Indusirial steam turbines businesses.

The Group's heclth care plans, disclosed in other benefits are
generally confributory with participants’ contribufions adjusted annually.
The healthcare trend rate is assumed o be 10% in the year ended
31 March 2004 ond 7.4% therecfter.

In addifion to the net periodic benefit cost disclosed above, the
Group charged in pensions costs contributions related to schemes
mixing defined benefits and defined contributions for €32 million

together with multi-employer contributions for €28 million.

The total of pension and other post refirement benefit costs for each
of the three year ended 31 March 2004 are shown in Note 4 —
Other income {expenses), net.

The total cash spend in the yeor ended 31 March 2004 was
€199 million.
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NOTE 22 - Financial Debt

D Analvsis by noture

ey

SRR Y

P AT 31 MARCH [
fin € million) 2002 2003 L 2004 &
Redeemable preference shares &) - 205 205
Subordinated notes @ - 250 i 250
Bonds @ 1,200 1,200 650
Syndicated loans @ 1,550 2,627 o ] 922
Subordinated long term bond (TSDD] ® - - 200
Subordinated bonds reimbursable with shares (TSDDRA} ® - - i 300 &
Bilaterc! loons 283 358 ! 260 1
Bank overdroft and other focilities 779 266 ) 274
Commercial poper @ 455 83 i - 4
Accrued interest 33 50 46
Total 4,300 5,039 4107
Future receivables securitised, net 1,735 1,202 ' 265
Financiol debt 6,035 6,331 z 4372
Longerm. portion 3,644 3.647 o 3829
Sharterm portion 2,391 2,684 3

® On 30 March 2001, o wholly owned subsidiary of ALSTOM On 6 February 2007, the Group issved bonds for a principal

Holdings issued perpetual, cumulative, non voting, preference
shares for a lolol amount of €205 million.

The preference shares were not redeemable, except of the exclu-
sive option of the issuer, in whole but not in parf, on or affer the
Sth anniversary of the issue date or at any time in case of
certain limited specific pre identified events. Included in those
evens, cre changes in fox lows and the issuonce of new shore
capital.

In July 2002 an issue of shares waos made triggering the con-
fractual redemption of the preferred shares at 31 March 2006
at @ price equal to par value together with dividends accrued,

but not vet paid.

@ The Group issued, on September 2000, €250 million Auction

Rate Coupon Undated Subordinated Notes.

In March 2003, the terms of redemption were omended and
the notes ore redeemable in September 2006. They refain their
subordinated nature and rank “pari passu” with holders of other
subordinated indebtedness. Interest is poycble quarterly, of
variable rates based on EURIBOR.

® On July 26, 1999, the Group issued bonds for ¢ principal

amount of €650 million with @ 7 year maiurity, listed on the Paris
and luxembourg Stock Exchenges, bearing a 5% coupon and
fo be redeemed at par on 26 July 2006.

omount of €550 million with @ 3 yeor maturity, listed on the
Luxembourg Stock Exchange, bearing a 5.625% coupon. These
bonds have been redeemed ot par on 6 February 2004.

@ Syndicated loans

Syndicated loans include:

¢ a S-year subordinated debt facility signed on 30 September

2003 with o syndicate of banks and financicl institutions for an
amount up to €1,563 million, as part of the new financing
package {the “Financing package”) which was announced
on 22 September 2003, following an agreement reached with
all inferested parties. This subordinated debt facility is divided
between the term loan “Part A" of €1,200 million and the revolving
credit "Part B" of €363 million. The “Part A” has been made
available in wo advances used to repay the eutsionding balance of
the £1,250 million 2004 Muliicurrency Revolving Credit Agreement,
commercial paper {billefs de tésorerie) and the £550 million bonds
in full. The “Part B” is ovailoble since 20 january 2004 ond was
not drawn at 31 March 2004.

¢ €722 million as part of a 2006 Multicurrency Revolving Credit

Agreement.
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The subordinated debt facility and the 2006 Multicurrency Revolving
Credit Agreement are subject fo new financial covenants amending
the ones applicable at 31 March 2003.

Under this agreement, upon the occurrence and continuation of
evenls that qualify as events of default (or early repoyment events),
ihe lenders may cancel all commitments and declare ol
outstanding amounts to be immediately due and payable.

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

On the basis of the Consolidated Financial Statements as of
31 March 2004, the Group would have failed fo comply with
the financial cavenants “Consolidated net worth” and “EBITDA”
described below. In late April 2004, the Group obtained an
agreement from ils lenders to suspend these covenants until
30 September 2004 and expects fo negotiate new financial
covenants befere this date.

Covenants Minimum Minimum Maximum Maximum Minimum
Interest consolidated net worth Total debt net debt EBITDA
Cover (including TSDDRA *) {excluding TSDDRA *) leverage
{al {b) el {d) (e)
fin € million) {in € miflion) fin € million)
March 2004 1,400 4,750 100
June 2004 - 4,850 -
September 2004 1,000 4,800 230
December 2004 - 4,600
March 2005 1.2 1,100 4,450 8.0
June 2005 - - 4,650 -
September 2005 1.6 850 4,650 7.5
December 2005 4,600
March 2006 2.5 1,150 4,450 40
June 2006 - 4,400
September 2006 2.5 1,150 4,400 3.6
December 2006 - . 4,400 -
March 2007 2.5 1,150 4,400 3.6
June 2007 - - 4,400
September 2007 2.5 1,150 4,400 3.6
December 2007 - 4,400
March 2008 25 1,150 4,400 3.6
June 2008 - 4 400

* TSDDRA, or "titres subordonngs & durée déterminge remboursobles en actions”.

{a) Rotio of EBITDA (see fe) below) io consolidated net financial
expense [interest expense plus securiiisation expenses less
interest income).

{b} Sum of shareholders’ equity and minority inferests [this covenant
will not apply if and for os long as ALSTOMS long lerm unse-
cured, unsubordinated debt is assigned a credit rating of a! leost
Baa3 by Mocdy's or BBE- by Standord & Peor’s). For purposes
of this financial covenant, consolidated net worth shall include
the TSDDRA.

{c) Sum of the financial debt and the net amount of sole of rade
receivables (this covenant will not apply if and for os long as

ALSTOMS long ferm unsecured, unsubordinated debt is assigned
a credit rating of ot least Bao3 by Moady's or BBB- by Stondord
& Poors). For purposes of this financial covenant, tofol debt is -
1o be colculoted excluding the TSDDRA.

[d) Ratio of total net debt fiotal financial debt less shortterm invesk

ments and cosh and cash equivalents) to EBITDA (see (e] below).
For purposes of this financial covenant, total financial debt is con-
tractually io be colculated excluding the TSDDRA.

fe) Earnings Before Interest and Tax plus depreciation and amortisa-

lion as set out in Consolidated Statements of Cash Flow less good
will amortisation and less capital gain on disposal of investments.
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(® As part of the financing package mentioned above, the Group
issved €200 million of subordincled bonds with a 15+vear
maturity to the French State |"TSDD" or titres subordennés & durée
déterminée). These subordinated bonds are carrying an interest
rate of EURIBOR plus 5%, of which 1.5% is capitalised annually
and paid upon reimbursement

{® As pori of the financing package mentioned above, the Group
issued €300 million of subordinated bonds with a 20year
maturity to the French State, which will be automatically
reimbursable with shares upon the approval of the reimbursement
with shares by the Europecn Commission ("TSDDRA” or fifres
subordonnés & durée déferminée remboursables en actions).
These subordinated bonds are carrying an inferest rate of 2% until
a decision of the European Commission is obtained, ot which
point (if the decision is negative) the rate will be adjusted to
EURIBOR plus 5%, of which 1.5% will be capitalised annually
and paid upon reimbursement. The issue price for each bond
will be 1.25, and each will be reimbursable with one share,
subject fo anti-dilufion adjustments

O Andlysis by moturity and interest rate

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

@ The total authorised commercial paper program is £2,50C million,
availability being subject to market conditions. As part of the
financing package, the French State and a consortium of
banks have committed to subscribe, if requested by the
Group, on amount of commercial paper of €420 million until

January 2005.

® The Group sold, in several transactions, the right to receive
payment from certain cusiomers for future receivables for o net
amount of €1,735 million, €1,292 million and €265 million at
31 March 2002, 2003 ond 2004, respectively. The total
amount of €265 million at 31 March 2004 concerns the
Transport Sector.

Total avoilable credit lines ot Group fevel at 31 March 2004 of
€783 million are constituted of €420 million of commercial paper
and €363 million of the tranche B of the Subordinated ioans not
yet drawn. ,

IR Short Long Term

?J o Term

. Total less 1-2years 2-3years 3-4years 4-5years After  Average

than 5 years interest
fin € million) ‘ k1 yeor rate
Redeemable preference shares T 205 ¢ 205 . 5.2%
Subordinated notes 1250 7 250 14.2%
Bonds L 650 650 - 1 3.5%
Syndicated loars 11922 4 722 1,200 - 5.7%
Subordinated long term bond (TSDD] {1 200 ! - 200 7.3%
Subordinated bonds reimbursable ,X
with shares {TSCDRA) = 300 300 2.0%
Bilateral loans 260 27 33 200 4.3%
Bank overdraft and other facilities 274 232 14 6 3 3 16 3.4%
Commercial Paper .
Accrued interests : 46 46
Total 14,107 278 246 1,661 203 1,203 516
Future receivables securitised, net ? 265 i 265 - - - - 5,4%
Finoncial debt : 543 246 1,661 203 1,203 516

[ PR Aot

{1} including the effects of inferes! rote swaps associated with the underlying debt [see Note 29 [b)).
(2] the reimbursement of which will come from the direct payment of the customer 1o the investor to whom the Group sold the right lo receive the payment.
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fin € million) Amount before Hedging Amount after Hedging "
Financial debt ot fixed rate 1,055 735
Financial debt cf floating rate @ 3,317 3,637
Total 4,372 4,372

{1) After taking into occount €320 million of interest swaps converting the financiol debt af fixed rates inlo variable rates [see Note 29 (b)).

[2] Floating inferest rates are based on EURIBOR and (IBOR.

Anglysis by currency

B AT 3] MARCH R
{in € miflion) 2002 2003 2004
Euro 5,676 6,205 ; 4,214

US Dollar 125 22 A 12
Swiss franc - - g8 I
Mexican peso 59 - - |
British Pound 24 3 i 12
Other currencies 151 101 26
Total 6,035 6,331 i 4372
NOTE 23 - Accrued contract costs and other payables

B AT 31 MARCH
fin € million} 2002 2003 I3
Accrued contract cost [contract completion) 2725 2,822
Staff and associaled costs 210 888 i
Income taxes B 158 192
Other taxes 239 254 o
Others 506 590 489 H
Accrued contract costs and other payables 4,538 4,746

NOTE 24 - Queen Mary Il Financing

In the year ended 31 March 2003 the Group's marine subsidiary
entered info o construction finance contract in respect of cne ship deliv
ered in December 2003. Under the terms of this contract finance was
made available against commitments to suppliers and to work in
progress. The amounts financed were secured against the ship involved
and the future receivable was collaterised by way of o guarantee of the
prefinancement.

Cash received was first applied against amounts included in trade
receivables then against work in progress and where commitments
made did not become work in progress cash was shown as part of
customer deposils and advances.

At 31 March 2003, cash received on this prefinancing was
€453 million, of which €434 million was applied and the remaining

balance of €19 million included in customer deposits and advances.
At 31 March 2004, this financing is fully repaid.

NOTE 25 - Financing arrangements

O Specicl purpose leasing entities

Al 31 Merch 2004, the Group has inferests in eight special
purpose leasing entities relating to seven cruise-ships and sixty
locomotives. Because the Group has no shares in these entities,
they are nol consolidated. Four special purpose entities are active
at 31 March 2004, the four others being dormant.

During the year ended 31 March 2002 the leasing arrangements
of four special purpose leasing entifies owning four cruiseships
were re-organised following the bankruptey of Renaissance Cruises
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which went into Chapter 11 bankruptcy proceedings in
September 2001 and for which the Group had previously built and
delivered eight cruise-ships.

The four cruiseships owned by four special purpose leasing entities
which were afterwards put inte liquidation were subsequently sold
fo separate subsidiaries of Cruiseinvest LL.C, a subsidiary of

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

Cruiseinvest (Jersey] ltd, an entity in which the Group has no shares.
Consequently, at 31 March 2003 and 2004, the Graup has four
ongoing leasing arrangements, three relating to Marine Secter and
one relating to Transport Sector,

The summarised balance sheets is as follows:

g AT 31 MARCH i T )*
{in € milfion] 2002 2003 it 2004
Assets
Fixed assets, net 88 85 i 118 t
longerm receivables, net (*) 923 770 677
Advance payments 10 10 10 !
Other assefs 43 41 29 &
Total 1,064 906 834 |
T 3
Liabilities
Bank barrowings @ 634 510 H
Alsiomn borrowings @ 270 266
Customers refentions 160 130 i
Tatal 1,064 906 !

{*] long-term receivables, net are presented net of unearned income that amounts fo €552 million, €457 million and €366 million

at 31 March 2002, 2003 and 2004 respectively.

The decrease of lofal balance sheet in fiscal year 2003 and 2004
is mainly due to the appreciation of Euro against US dollar during
the periods.

(D Bank borrowings

Marine

Borrowing of one entfity tolalling €123 million, €111 million and
€96 miflion at 31 March 2002, 2003 and 2004, respectively
is guaranteed by the Group. In the event of the guarantee of repay-
ment of borrowings being cdlled, the Group's position is secured
on the underlying assets of the entity. The Group's exposure is
disclosed in Note 27(0)2) "vendor financing”.

Borrowings of the two other entities of €224 million, €147 million
and €263 miflion at 31 March 2002, 2003 and 2004, respec-
tively are not guaranteed by the Group which consequently has no
exposure in respect of these borrowings.

Transport

Borrowings of the entity involving sixty locomotives totalling
£287 million, €252 million and €243 million at 31 March 2002,
2003 and 2004, respectively are guoranteed by o Western
European state with no recourse o the members of the entity in case
of defoult. The Group hos no exposure in respect of these borrowings.

@ Alstom borrowings

Marine

Two leasing enfifies are also direclly financed by the Group for an
amount of €270 million, €223 million and €48 million at 31 March
2002, 2003 and 2004, respectively, that will increase to @ maximum
of opproximately €49 miflion (US$&60 million) in 2005. The
decrease is due fo the appreciation of Euro against US dollars
during the fiscal year 2003 and 2004 and the repayment of
part of the financing granted for an amount of approximately €180
million in fiscal year 2004.

In addition, at 31 March 2004, a loan of €17 million has been
granted fo the other leasing entity. This financing is secured by -
ship morlgages. The Group's exposure is disclosed in Note 27(c)(2)
“Vendor financing”.

Transport

The entity involving sixty locomotives is also directly financed by
the Group for an amount of €43 million and €50 million at
31 March 2003 and 2004, respectively, that will increase to a
maximum of approximately €61 million in 2009. This financing
is guaranteed by a Western European state. Due to this guaran-
tee, the Group has no exposure in respect of these borrowings.
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As a consequence, af 31 March 2003 and 2004, the Group’s vendor financing exposure in respect of these enfities is €351 million
and €162 million, respectively (see Note 271a){2) “Vendor financing”).

The summarised income stalement is as follows:

% YEAR ENDED 31 MARCH

{in € million} 2002 2603
lease income 58 63
Financial expenses [69) 160)

Other income (expenses)

1 (3l

Net income (loss)

Such arrangements are structured in such @ way that cumulative
results of each special purpose leasing entity equal zero at the end
of each arrangement, interest expenses being compensated by
leosing revenues. As @ consequence, inferim nef income {loss) is put
to zero by the recording of o corresponding liability lasset) to reflect
the substance of the fransactions.

The summarised condensed balance sheets is as follows:
¥ AT 31 MARCH

B Cruiseinvest

The uliimate owner of Cruiseinvest (lersey) lid, o company, incorporated
on 12 November 2001, is ¢ Jersey charitable trust. The main assets
of this structure through subsidiaries of Cruiseinvest UC are six cruise
ships initially delivered to Renaissance, the ownership of which was
recrganised following the bankruptey of Renaissance Cruises, including
the four cruiseships referred to in Note 25(a), and acquired affer o
sedled bid auction process.

fin € million) 2002 1Y 2003 [*4)
Cruise ships ot cost, net 1,026 Q07
Other assets 26 6
Total assets 1,052 913
Retained ecmings (including Cumulative Translafion Adjustments) - 7
Net income [loss) |85)
Net equity - {78)
Bank borrowings " {* * * 857 804
ALSTOM limited recourse notes ™ {** *) 195 169
ALSTOM credit lines © {* * ] 15
OCther poyables - 3
Total liabilities 1,052 913

{*] Unaudited, based on dato provided by Cruiseinvest at 31 December 2001.

{* *} Based on financial statement information provided by Cruiseinvest prepared in accordance with International Financial Reporting Standards. Cruiseinvest’s independent
auditors have indicated a likely impairment in the carrying value of the vessels which the Group has considered in defermining ils vendor financing provision

{see Note 27 (o) (2] “Vendor Financing”).
{***) Including interests due ond cccrued.

{1) The Group guoranteed some of the financing orrangements up o U5$173 million ot 31 March 2002 and 2003 and US$ 156 million at 31 March 2004
(€197 million ot 31 March 2002, €159 million at 31 Morch 2003 and € 128 million at 31 March 2004) of which US$84 million (€96 million at 31 March 2002,
€77 million at 31 March 2003 and €69 million at 31 March 2004) are supported by a cash deposit.

(2] The Group purchased US$ 1.70 million (€ 195 million ar 31 March 2002, € 156 million at 31 March 2003 and € 1 39 miflion ot 31 March 2004] of subordinated
limited recourse noles issued by Cruiseinvest Jersey] id. These subordinated limited recourse noles are composed of a series of five notes bearing interes! at 6% per
annum payable kol yearly in arrears, and maturing in December 201 1. The right of the Group as note-holder is limited to the available fiquidity of Cruiseinvest (fersey] (id.
Related interest due and accrued amounted to € 13 million at 31 March 2003 and €20 million ot 31 March 2004.

{3) The Group provided Ciuiseinvest UC with o €40 million line of credit, of which € 15 million.and € 16 million was drawn down af 31 March 2003 and 2004,
respectively. Additional loans were gronted by the Group at 31 Morch 2004 for an amount of € 16 million 1o Cruiseinvest Jersey ltd subsidiaries.

Related interest due ond accrued amounted to €3 million ot 31 March 2004.
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The decrease of total balonce sheet in fiscal yeors 2003 and
2004 is mainly due to the appreciotion of Euro against US dollar
during the pericd.

At 31 March 2003, the Group's vendor financing exposure in respect
of Cruiseinvest was €368 million, corresponding fo the limited recourse
note including inferest of €169 million, the total commitment concern
ing the line of credit of €40 million and €159 million of guarantees
given on borrowings {see Note 27 {a} (2) "Vendor financing”).

B YEAR ENDED 31 MARCH

FINANCIAL INFORMATION
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At 31 March 2004, the Group's vendor financing exposure in
respect of Cruiseinvest is €323 million, coresponding fo the limited
recourse note of €139 million, excluding interest, the total commit-
ment concerning the line of credit of €40 million, €128 million of
guarantees given on borrowings and loans to Cruiseinvesl
subsidiaries of €16 million, excluding interest {see Note 27 {a] (2]
“Vendor financing”}.

The summarised income statement of Cruiseinvest is as follows:

{in € million] 2003

lease income 3

Operating expenses (19 i (31]
Depreciation expense [35) i 28
Operating loss 149) i B1)_©
Financial expenses {3¢] i (32) f
Net income (loss) [85) (63) .

The Article 133 of the Loi de Sécurité Financigre suppressed the
obligation to hold shares for consolidation of controlled entities.
As a consequence, entilies that the Group will control without
owning shares will be consolidated next fiscal year.

NOTE 26 — Secfor and geographic data

B Sector data

The Group is managed through Sectors of activity and has
determined its reporioble segments cccordingly.

Starting from 1 April 2003, the Group is organised in seven sectors:
The Former Power sector hos been reorganised into three new
sectors. Starting from 1 April 2003, the former Gas Turbine and
Steam Power Plant segments have been merged into Power Turbe-
Systems, the Boiler & Environment and Hydro segments have been
merged info Power Environment, the Customer Service segment
has been renamed Power Service.

B Power Turbo-Systems Sector
Power Turoo-Systemns provides steam furbines, generators and power
plant engineering and consiruction and mid-range gas turbines.

8 Power Environment Sector

Power Environment focuses on emissions control equipment in the
power generation, petrochemical and industrial markets; demand
for upgrades and modernisation of existing power plants; hydro
power plant refurbishment; smalkscale hydro plants; and lorge-
scale irrigation projects.

W Power Service Sector

Power Service promotes the service activities relating to the Power
Turbo-Systems Sector ond the Power Environment Sector and services
to customers in all geographic markets. The Segment supplies the
following products and services:

s portfolio of services from spare parts and field services to full
operation.and maintenance packages;

+ refurbishment and modernisation of existing plants;

s technical consultancy services;

s foilormade services and “value packages” lintegrated solutions
designed to achieve improved plant availability and religbility;
improved plant efficiency and capocity; lower production costs
and enhanced environmental compatability); ond

* new service product development.

¥ Transport Sector

Transport offers equipment, systems, and customer suppert for rail
fransportation including passenger trains, locomotives, signafling
equipment, rail components ond service.

®m Marine Sector

Marine designs and manufactures cruise and other specidlity ships.
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® Transmission & Distribution Sector

The Transmission & Distribution Sector offers equipment and customer
support for the iransmission and distribution of electrical energy.
In early January 2004, the closing of the sale of the T&D Sector was
announced. T&D Sector ceased to be consolidated with effect from
31 December 2003, excluding insignificant businesses that are sl
part of the Group’s scope at 31 March 2004,

B Power Conversion

Pawer Conversion provides solutions for manufacturing processes
and supplies highperformance products including motors, generators,
propulsion systems for Marine and drives for a variety of industrial
cpplications.

£ YEAR ENDED 31 MARCH
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The compasition of the Sectors may vary slightly from time 1o time.
As part of any change in the composition of its sectors, Group
management may also medify the manner in which it evaluates and
measures profitability.

It evaluates internally their performance on Operating income and
Free Cash Flow.

Some unifs, not material to the sector presentation, have been
transferred between sectors, The revised segment composition has
not been reflected on o retroactive bosis as the Group determined
it was not practicable to do so.

fin € million) 2002 2003

ORDERS RECEIVED

Power Environmeni n/a 2,583 ‘ 2,644
Power Turbo-Systems n/o 1,821 2,463
Power Service n/a 2,934 i 3023 &
Power Industrial Turbines ! n/a 1,265 320 #
Total Power 11,033 8,603 5 8450 |
Transport 6,154 6,412 4 4,709 i
Marine 462 163 381
Transmission & Distribution ® 3,210 3,198 G 2231 &
Power Conversion 667 533 5 434 1
Contracting ¥ 909 . ’ -4
Comporate & cthers ¥ 251 214 295 ©
Total 22,686 19,123 Vi 16,500
B~ YEAR ENDED 31 MARCH 1
{in € million] 2002 2003 H g
SALES H i
Power Environment n/a 3,098 ! 2,678 |
Power Turbo-Systems n/a 3,857 2,381
Power Service n/a 2,678 s 2,747
Power Industiial Turbines n/a 1,268 210 ¢
Total Power 12,976 10,901 L8016 [
Transpert 4413 5,072 o 4862 U
Marine 1,240 1,568 i 997 &
Transmission & Distribution # 3,164 3,082 o 2,073 3
Power Conversion 650 523 f 499 U
Contracting ¥ 759 - g - 7
Corporate & ofhers 251 205 i 241 |
Total 23,453 21,351 16,688 it
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~J

B YEAR ENDED 31 MARCH

{in € miflion] 2002 2003

OPERATING INCOME

Power Environment n/a 2724

Power Turbo-Systems n/a (1,399

Power Service n/a 403

Power Industrial Turbines n/a 82

Total Power 572 (690}

Transport 101 (24)

Marine 47 24

Transmission & Distribution @ 203 212

Power Conversion 23 15

Contragting ¥ 30 -

Corporate & others (33) (44)

Total 941 (507}

B~ YEAR ENDED 31 MARCH

fin € million} 2002 2003

EBIT I

Power Environment n/a 107 s (180] 4
Power Turbo Systems n/a (1 527) i {461) 4
Power Service n/a 304 227 4
Power Industrial Turbines ™ n/a 53 7 U
Total Power 271 {1063) 5 {407) !

Transport 83 {113} Y {189) =
Marine 32 12 (40) 1
Transmission & Distribution @ 140 103 B 0
Power Conversion {18) {22) 3l 19}
Contracting ™ 28 - -8
Corporate & others (49 (46) b
Total B 487 (1129

P YEAR ENDED 31 MARCH

{in € million) 2002 2003 :

CAPITAL EMPLOYED (*) # [
Power Environment n/a n/a i 733
Power Tube-Systems n/a n/a K {1,232} -
Power Service n/a n/a 1921 0
Power Industrial Turbines 1 n/a n/a & - L
Total Power 3,012 2,383 1422
Transport 1,04 738 1 360 i
Marine 100 (343) (580]
Transmission & Distribution @ 1,044 9463 ] -l
Power Conversion - - | y
Corporate & others * 1,491 1,208

Total 6,688 4,949

{*) Capital employed is defined as the closing position of the tofal of tangible, intangible ond oiher fixed assets net, current assets
{excluding net amount of securitisation of existing receivables) less current liabilities and provisions for risks and charges.

(1] Disposed of in a two step process in Aprif 2003 and August 2003.

{2)-Disposed of in jenuary 2004.

{3} Disposed of in july 2001,

{4} Corporate & others include aff units accounting for Corporate costs, the International Network and the overseas entities in Austrofio, New Zeolond, South Africa
{before disposal} and India, that are not cllocated to Secors.
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B Gecgraphic data

B YEAR ENDED 31 MARCH ;“r*“:::.;,*;z; c
{in € million) 2002 2003 P 2004 -
SALES BY COUNTRY OF DESTINATION il
Europe 9,313 9,219 B 8,002 V
North America 6,255 4719 3,001 .
South & Central America 1,439 1,534 857 1
Asia / Pacific 4,521 3,727 1 3,401 |
Middle East / Africa 1,925 2,152 1,427 o
Total 23,453 21,351 16,688

> YEAR ENDED 31 MARCH

{in € millian) 2002 2003

SALES BY COUNTRY OF ORIGIN

Europe 14,755 14,762

North America 5,623 3,935

South & Central America 683 601

Asia / Pacific [*} 2,050 1,833 B i
Middle East / Africa [*} 342 220 134 |

Total 23,453 ' 21,351 Sl 16,688 &

{*} Indic and Pakistan, included in Middle East at 31 March 2002, are included in Asia / Pacific since April 2002. The figures at 31 March 2002
have been restated accordingly.

Net sales of €3,258 million {13.9%), €3,300 million [15.5%] and €2,650 million [15.9%} in the years ended 31 March 2002, 2003
and 2004 respectively, are obtained from a group of stote owned companies, independently managed, the fargest of which represented
2.4%, 4.2% and 3.9% in the years ended 31 March 2002, 2003 and 2004 respectively:

No client represented more than 10% of net sales in any of the three years.

NOTE 27 - Off balance sheet commitments and other obligations

A &F bolance shest commiiments

B AT 31 MARCH
fin € million} 2002 2003 k

Guarantees reloted to contracts & 11,451 9,465 8,169 1
Guarontees reloted to Vendor financing @ Q32 749 i 640 i
Discounted notes receivable 18 11 i 6
Commitments fo purchase fixed assefs 8 7 -
Other guarantess S8 Q4 43 i
Total 12,467 10,326 ¥ 8,858

FINANCIAL INFORMATION
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(D Guarantees related to coniracts

In accordance with industry practice guorontees of performance
under controcts with customers and under offers on tenders are given.

Such guarantees can, in the normal course, extend from the fender
period until the finol occepionce by the customer, ond the end of
the warranty period and may include guarantees on project com-
plefion, of contract specific defined performance criteric or plant

availability.

The guarantees are provided by banks or surely companies by
way of performance bonds, surety bonds and lefters of credit and
are normally for defined amounts and periods.

The Group provides a counter indemnity to the bank or surefy company.
The projects for which the guarantees are given are regularly
reviewed by management and when it becomes probable that
payments pursuant fo performance guarantees will be required to
be made accruals are recorded in the Consolidated Financial
Statements at that time.

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

Guarantees given by parent or group companies relating fo liabilifies
included in the consolidated accounts are not included.

In September 2003, the Group entered info a revised financing
ogreement with its banks and the French Republic. This agreement
included o new bonding facility of €3, 500 million, 65% of which
waos counter guoranteed by the French Republic.

On the basis of current management eslimates, this bonding
facility is expected 1o be fully used during the summer 2004.

The Group is currently negotiating with its main banks for an extension
of this bonding facility in order to be able to provide centract
related guarantees to its customers.

@ Vendor financing

The Group has provided financial support, referred to as vendor
financing, to financial institutions and granted financing to certain
purchasers of its cruise-ships for shig-building contracts signed up to
fiscal year 1999 and other equipment. The total “vendor financing”
was €1,493 million, €1,259 million and €269 million at
31 March 2002,2003 and 2004, respectively.

The table below sets forth the breakdown of the outstanding vendor financing by Sectar at 31 March 2003 and 31 March 2004:

At 31 March 2003

At 31 March 2004

Balonce  Off balance Total || Balance  Off balance Total
fin € mifkon) sheet sheet @ '\ sheetMa@ sheet®
Marine 510 423 933 | 329 314 643 &

» Cruiseinves! /Renaissance 261 107 368 & 240 83 323 1]
e festival 26 208 234 T 41 144 185 H
» Others 223 108 331 ¢ 48 87 135 i
Transport 317 317 & . 321 321 &
= European meiro operctor 257 257 i 266 266 %
* Others - 60 60 H 55 55 1
Other Sectors - 9 9 5 5
Total 510 749 1259 640 969

{1) Balonce sheets items are included in *other fixed assets™ (Noie 11).

RIS

{2) Oftbalance sheet figures correspond o the total guarantees and commitments, net of related cash deposits, which are shown as balance-sheet items.
(3} At 31 March 2004, outstanding vendor financing did not include interest due and accrued (€23 million) which is not recorded until it is reasonably

certain to be received.
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Marine

Cruiseinvest / Renaissance

The “vendor financing” granted to Cruiseinvest relating to
Rencissance Cruises amounted to €432 million, €368 million and
€323 million at 31 March 2002, 2003 ond 2004, respectively.
The decrease is mainly due to the oppreciation of Euro against US
dollars during the fiscal years 2003 and 2004, See Note 25 (b).

Festival

The Group guarantees the financing of one special leasing entity
relafing fo one cruise-ship for on emount of €123 million, €111 milion
and €96 million ar 31 March 2002, 2003 and 2004 respectively,
and finances the entity for an amount of €17 million at

31 March 2004. See Note 25 {al.

In addition, the Group has guaranteed the financing arrangements
of two cruise ships delivered fo Fesfival for an amount of €93 million,
£97 million and €48 million at 31 March 2002, 2003 and
2004 respectively, of which €26 million and €24 million are
supported by a cash deposit at 31 March 2003 and 2004,
respectively. The decrecse is due to the release by a French siate
owned company of the counter guarantee obtained from the Group
on delivery of one cruiseship.

Other

The Group finances two special leasing entities relating fo two
cruise-ships for an amount of €270 million, €223 million and
€48 million at 31 March 2002, 2003 and 2004 respeciively.
The maximum amount is of €286 million, €240 million and
€49 million at 31 March 2002, 2003 ond 2004, respectively.
See Note 25 (a].

FINANCIAL INFORMATION
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The Group has guoronteed the financing arrangements of one
cruise~ship and two high speed ferries delivered to three customers
for an amount of €108 million, €21 million and €86 million .at
31 March 2002, 2003 and 2004 respectively. The decrease is
due to the appreciation of Euro against US dollars during the fiscal
year 2003 and 2004,

Based on current known facts and circumstances, cash How
forecasts based on the existing leasing arrangements and on
assumpticns as to leases renewal and ships sales for Cruiseinvest
and other cruise-ships, the Group considers that the provision
in respect of Morine Vendor financing of €140 million
at 31 March 2004 (€140 million at 31 March 2003 and
€144 million ot 31 March 2002] remains cdegucte to cover the
probable risk.

Transport

Guarantees given as part of vendor financing arrangements
in Transpert Sector amount to €416 million, €317 million and
€321 million at 31 March 2002, 2003 and 2004, respectively.

Included in this amount are guorantees given os part of o leasing
scheme invalving @ major European metro opercior as described
in the section (o} {1} of this Note. If the metro operator decides
in year 2017 not fo extend the initial period the Group has
guaranteed fo the lessors that the value of the frains and associoted
equipment ot the option date should not ke less than GBP 177 million
(€280 million, €257 million and €266 million at 31 March 2002,
2003 and 2004, respectively).

Other Sectors

Other guorantees tofalling €33 million, €9 million and €5 million
at 31 March 2002, 2003 and 2004 respectively have been
given. There has been no default by any of the concemed entities
under the underlying agreements,
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Within Over
fin € milion) 1 year 1to 5 years 5 years
long term rental @ 6 48 613
Capital leases obligation @ 3] 93 154
Operaling lecses ® 90 225 219
At 31 March 2003 127 366 986
long term rental @ 11 75 597
Capital leases obligotion @ 37 94 106
Operoting leases @ 62 181 187
At 31 March 2004 110 350 890 .

(© long term rental

Pursuant fo a confract signed in 1995 with a major European metro
operator, the Group has sold 103 trains and associaled equipment
to two leasing entities. These entities have entered into an agree-
ment by which the Group leases back the trains and associated
equipment from the lessors for a period of 30 years. The troins are
made available for use by the metro operctor for an initial period
of 20 vears, extendible ot the option of the operator for a further
ten year period. The trains are being maintained and serviced by
the Group.

- AT 31 MARCH

These commitments are in respect of the full lease period ond are
covered by payments due to the Group from the mefre operalor.

if this lease was capitalised it would increase longterm cssets
and longterm debt by €757 million, €667 million and €683 million
of 31 March 2002, 2003 and 2004 respectively.

@ Capital leases

if capital leases had been capitalised, it would have the following
effects on the consolidated balance sheet:

{in € millon) 2002 2003
Increase of long ferm assets {property plant and equipment] 112 212 i 205
Increase of long term financial debt 119 216 ‘| 200
Increase (Decrease) of shareholder’s equity ] |4) i

3 Operating leases

A number of these operating leases have renewal opfions. Rent
expense was £87 million in the year ended 31 March 2004,

No material commitments are omitted in this note in accordance with
current accounting rules.
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NOTE 28 - Contingencies

Litigotion

The Group is engoged in several legal proceedings, mostly contract
disputes that hove arisen in the normal course of business. Contract
disputes, offen involving claims for confract delays or additional
work, are common in the arecs in which the Group operates, par
ticularly for large, longferm projects. In some cases, the amounts
cloimed cgainst the Group, sometimes jointly with its consortium part-
ners, in these proceedings and disputes are significant, ranging in
one case up to approximately €500 million (US$S6TT million).
Some proceedings against the Group are without a specified
amount. Amounts refained in respect of litigation, considered as best
estimates of probable liabilities are included in provisions for risks
and charges and accrued confract cos's. Actual costs incurred may
exceed the amount of provisions for litigation because of a number
of foclors including the inherent uncerlainties of the outcome of
litigation.

Claim from Royal Coribbean Cruises Limited
(”RCCL”} ‘

In August 2003, RCCL and various RCCL group companies filed
a lawsuit in Florida, USA against various Rolls Royce group
companies and against various ALSTOM group companies claiming
damages for a global amount of approximately €245 million {US$
300 million} for alleged misrepresentations in the selling of pods,
ond negligence in the design ond manufociure of pods. The Group
end Rolls Royce are strongly contesting this claim.

Asbestos

The Group is subject to regulations, including in France, the US and
the UK, regarding the control and removat of asbestes—containing
material and identification of potential exposure of its employees
fo asbestos. It has been the Group's plicy for many years to abandon
definitively the use of products containing asbestos by oll of its
operating units world-wide and to promore the application of this
principle to all of the Group's suppliers, including in those countries
where the use of asbestos is permitied. In the past, however, the
Group has used and sold some products containing asbestos,
particularly in France in the Marine Sectar and to a lesser extent in
the other Sectors.

As of 30 April 2004, in France, the Group is aware of approxi-
mately 2,090 asbestos sickness related declarations accepted by
the French Social Security autherifies in france concerning the
Group’s employees, former employees or third parties, arising out
of the Graup's activities in France. All of such cases are treated under
the French Sociol Security system which poys the medical ond
other costs of those who are sick and which pays a lump sum
indemnity. Out of these 2,090 declarations, the Group is aware
of approximately 207 asbestoseloted cases in France from
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employees or former employees. They have instituted judicial
proceedings against certain of the Group's subsidiaries with the aim
of obtaining a court decision holding these subsidiaries lioble for
an inexcusable fault (faute inexcusable) which would allow them to
obtain o supplementary compensation cbove the poyments made
by the French Social Security funds of related medical costs. All deci-
sions rendered as of today by the Social Security Affairs Courts in
proceedings involving the Group's subsidiaries have found these
subsidiaries liable on the grounds of inexcusable fault. Decisions of
the Courts of Appeal have all confirmed these findings of inexcus-
able fault. In March 2004, the French Supreme Court (Cour de
Cassation] rendered its first decisions on the appeals lodged by a
subsidiary of the Group's Marine Sector. The French Supreme Court
has confirmed the inexcusable fault, but has reversed the Court of
Appeal’s decisions which hod ordered the Group's subsidiary to pay
damages os the domages are to be directly compensated by the
Social Security funds (Caisse primaire d'essurance maladiel. [n
May 2004, the French Supreme Court has confirmed the finding
of inexcusable fault in six decisions rendered in relation to cases in
the Group’s Marine Sector, while confirming that the damages
were fo be definitively borne by the Social Security funds. In the
current cases within the Group's Marine Sector, the Social Security
authorities have not in fact attempted to charge the Group subsidiary
the financial consequences of occupational disease, including
those arising out of the inexcusable fault pursuant to article 2 para-
graph 2 of the decree of 16 Ocloter 1995, In the other Seclors,
the Group esfimates that most of the current cases will be governed
by the same terms, pursuant to the above-mentioned decree.

The Group therefore believes that the abovermentioned lawsuits in
France will not have material adverse consequences on the Group
financial position. The compensation for most of the current 207
proceedings, including in the cases where the Group could be
found licble, has been and is expected fo continue 1o be borne by
the general French Secial Security {medical) funds. Based on appli-
cable legislation and current case law, the Group believes that the
financial consequences of any subrogatory action. of the publicly
funded Indemnification Fund for Asbestos Victims {FIVA), created in
2001, in relation to proceedings referred to above, will be borne
by the general French Social Security (medical) funds. The Group
also believes that those cases where compensation may not be
definitively borne by the general French Social Security {medical)
funds or by the FIVA represent an immaterial exposure for which the
Group has not made any provisions.

In addition to the foregoing, in the United States, as of 15 May
2004, the Group was subject to approximately 155 asbestos-
reloted personal iniury lawsuits which have their origin solely in the
Company's purchase of some of ABB's power genercfion business,
for which the Group is indemnified by ABB. The Group is also
currently subject o two class action lawsuits in the United States
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asserfing fraudulent conveyance claims against various ALISTOM and
ABB enfities in relation to Combustion Engineering, Inc. ("CE”), for
which the Group has asserted indemnification against ABB. CE is @
United States subsidiary of ABB, and its power activities were part
of the power generation business purchased by the Group from ABB.
In Jonuary 2003, CE filed a “prepackaged” plan of reorganisation
in United States bankruptey count. This plan was confirmed by the
bankruptey court and the United States federal district court. The plan
has been appealed and has not yat become effective; consumme-
fion of the plon is subject fo certain other conditions specified therein.
In addition to its profection under the ABB indemnity, ALSTOM believes
that under the terms of the plon it would be protected against
pending and future personal injury asbestos claims, or fraudulent
conveyance claims, arising out of the past operations of CE.

As of 15 May 2004, the Group was subject to approximately 32
other asbestostelated personal injury fawsuits in the United Stafes
involving approximetely 507 claimants that, in whole or in part,
assert claims against ALSTOM which are not related to ALSTOM's
purchase of some of ABB's power generation business or as fo
which the complaint does not provide details sufficient to permit the
Group fo determine whether the ABB indemnity applies. Most of
these lowsuits are In the preliminary stoges of the litigation process
and they each involve multiple defendants. The dllegations in these
lawsuits are often very general and difficult to evaluate at preliminary
slages in the litigation process. In those cases where ALSTOMs
defence has not been assumed by o third party and meaningful
evaluation is practicable, the Group belfieves that it has valid
defences and, with respect to a number of lawsuits, the Group is
osserting rights to indemnification against @ third party.

The Group has not in recent years suffered any adverse judgement,
or made any selflement payment, in respact of any US personal injury
osbestos claim. Between 31 October 2002 and 15 Moy 2004,
atotdl of 171 cases invalving approximately 17,724 daimants were
voluntarily dismissed by plaintiffs, typically without prejudice {which
is to say the plaintiffs may refile these cases in the future).

For purposes of the foregoing discussion of U.S. asbestostelated
cases, the Group censiders a claim to have been dismissed, and
to no longer be pending against it, if the plaintiffs’ attorneys have
executed a nafice or stipulation of dismissal or non-suit, or other
similar document.

The Group is dlso subject to asbesios+elated or other employee per-
sonal injury related claims in other countries, including in the UK.
As of 31 March 2004, the Group is subject to approximalely
150 asbestos related claims currently ongoing in the UK. The
Group retains provisions of €3 million in relation fo these claims.
While the outcome of the existingasbestostelated cases described
above is not prediciable, the Group believes that those cases will
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not have a material adverse effect on its financial condition. The
Group can give no assurances thot asbestosteloled cases ogainst
it will not grow in number or that these it has at present, or may face
in the future, may nat have o material adverse impact on its financicl
condifion.

Product licbility

The Group designs, manufactures, and sells several products of large
individual value that are used in major infrastructure projects. In this
environment, productrelated defects have the potential to create lic-
bilities that could be material. If potential product defects become
known, o technical assessment occurs whereby products of the
affected type are quantified and studied. If the resulls of the study
indicate that a product liability exists, provisions-are recorded. The
Group befieves that it has made adequate provisions fo cover currently
known productrelated liabilities, and regularly revises its estimates
using currently available information. Neither the Group nor any of
its businesses are aware of productrelated liabilities, which would
exceed the amounts olready recognised and believes it has pro-
vided sufficient amounts to satishy its litigation, environmental ond
product licbility obligations to the extent they can be estimated.

SEC investigation

The SEC is conducling a formal investigation, and the Group has
conducted its own internal review, into certain matters relating to
ALSTOM Transportation Inc. ("AT1"}, one of the Group's subsidiaries.
These actions followed receipt of anonymous lefters clleging account
ing improprieties on a railcar contract being executed at ATl's New
York facility. Following receipt of these lefters, the United States
Federal Burecu cof Investigation {the “FBI") also began an infarmal
inquiry. The Group has fully cooperated with the SEC and the FBI
in this matter and intends to continue fo do so. The Group believes
the FBI inquiry is currently dormant.

- APAF Investigotion

Senior officials of the Group have been interviewed by inspectors
of the French Autorité des Marchés Financiers {the "AME"} in
connection with the AMF's investigation regarding public disclosures
by the Group and frading of the Group's shares since 31 December
2001. ALSTOM is cooperating fully with the AMF in these inquiries.

United States Putative Class Action Lawsuits

The Group, certain of its subsidiaries and certain of its current and
former officers and directors, have been named as defendants by
shareholders in the United Stales in o number of putative shareholder
class action lowsuits filed on behalf of various dlleged classes of
purchasers of American Depositary Receipts or other ALSTOM
securities between varicus dotes beginning as of 17 November
1998. These lawsuits which are now consolidated into one
proceeding before the Federal District Court of the Southern District
of New York seek 1o allege violations of United States federal
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securities laws, specifically Sections 10{b) and 20(a) of the Securities
Exchange Act of 1934, as amended, and Section 11 of the
Securities Act of 1933, as amended, on the basis of various
allegations that there were untrue statements of materials facts,
and/cr omissions fo state material facts necessary to make the state-
ments made not misleading, in varicus ALSTOM public communicar
fions regarding our business, operations and prospects, causing the
putative classes to purchase ALSTOM securities at artificially inflated
prices. The plointiffs seek, cmong other things, closs aclion certifico-
tion, compensatory damages in an unspecified amount, and an
award of costs and expenses, including counsel fees.

Environmental, health and safery
The Group is subject to a broad range of environmental laws and

~ regulations in each of the jurisdictions in which it operates. These

lows and regulations impose increasingly stingent environmental
profection standards regarding, smong other things, air emissions,
wastewater discharges, the use and handling of hazardous waste
or materials, waste disposal praclices and the remediation of
environmental confamination. These standards expose the Group
to the risk of substantial environmental costs and liabilities, including
liabilities associated with divested assets and past activities. In
most of the jurisdictions in which operations take place, industrial
aclivities are subject fo obtaining permits, licenses or/cnd authori-
sations, or lo prior notification. Most facilities must comply with
these permits, licenses or authorisalions and are subject to regular
adminisirative inspections.

Significant amounts are invested to ensure that activities are
conducted in order fo reduce the risks of impacting the environment
and capital expenditures are regularly incurred in connection with
environmental compliance requirements, Although involved in the
remediafion of contamination of cerlain properties and other sites,
the Group believes that its facilities are in complionce with its
operating permits and that operations are generally in compliance
with environmental lows and regulotions.

The outcome of environmental matters cannot be predicied with
cerfainty and there can be no assurance that the amounts provided
will be adequate. In addition, fulure developments, such os chonges
in low or environmental conditions, could result in increased
environmental costs and liabilities that could have a material effect
on the financial condition or results of operations. To date, no
significant licbility hos been csserted against us, and compliance
with environmental regulations has not had o materiol effect on the
results of operations.
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Cloims reloting to disposals

From time to time the Group disposes of certain businesses or
business segments. As is usual certain cequirers make claims against
the Group as a result of price adjusiment mechanisms generally
foreseen in the sale agreements. The Group has received certain
demands from the acquirer following the disposal of the T&D Sector,
Areva informed the Group on 11 May 2004 of an investigation
commenced by the European Commission wilh respect fo alleged
onli-compelitive arrangements omong suppliers of gos-nsulated
swilch gears, including the T&D Secter sold to Areva. It is not
possible to estimate the cmount of any polential liability of the
Group with respect to this investigation, which is af an early stage.
The Group considers thot there are no claims or demands oufstand-
ing and unprovided that cre capable of estimation and likely to have
a materiol adverse impact on the Consclidated Financial Statements.

NOTE 29 - Market related exposures

B Currency risk

Bue Io the international nature of its activities, numerous cash flows
of the Group are denominated in foreign currencies. The Group
acquires financial instruments with off balance sheet risk solely to
hedge such exposure on either anticipated transactions or firm
commitments. The only instruments used are exchange rate guarantees
obtained through export insurance companies, forward exchange
contracts and options.

The Group may not, in specific circumstances, and as an excep-
tion to the policy described above, fully hedge certain identified
exposures or anticipate the forthcoming risks on ils operating
transactions with management approval.

With respect to anticipated transactions:

8 During the tender pericd, depending on the probability of obtaining
the project and market conditions, the Group generally hedges
o portion of its tenders using options or export insurance contracts
when possible. The guarantees granted by these contracts become
firm if and when the underlying tender is occepted.

W Once the contract is signed, forward exchange contracts or
currency swaps are used fo adjust the hedging position fo the
actual exposure during the life of the contract [either as the only
hedging instruments or as a complement to existing export
insurance contracls).
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O interest rate risk
The Group does not have a dynamic interest rate risk management policy. However, it may enter into transactions in order o hedge its
inferest rate risk on a case by case basis according to market opportunities, under the supervision of the Executive Committee.

L At31March

fin € million} ¥ 2004 < 1 year 1-5 years > 5 years
Financial assets af floating rate 1,864 1 1,636 72 156
Financiol assets at fixed rote 371 i 101 - 270
Finoncial ossels not bearing interest ne 91 i 7 34 50
Financial assets 2326 © 1,744 106 476
Financial debt af Hoating rate i {3,316 s (511) (2,605) (200
Financial debt ot fixed rate i 1,056) (32) (708) (314)
Financial debt 1 4372) (543) (3,313) (516)
Net position at floating rate before hedging {1,452) 1 1,125 2,533} {44)
Net position at fixed rote before hedging g (685 69 {708} (46]
Net position before hedging 2,137} © 1,194 (3,241) (90)
Swap fixed to variable 320 ‘ - 320

Net position a floating rafe after hedgihg ) 1.772) 1,125 (2,853) {44
Net position at fixed rate after hedging i 1365) 69 [388) ‘ [46)
Net position after hedging (2,137) 1,194 (3,241) (90)

The net short term loan position af floating rofe ofter hedging amounts to €1,125 million. A 100 bps increcse in the morket rotés would
have decreased the net inferest expense by €11 million, representing 4. 1% of the net interest expense for the year ended 31 March 2004,

A Nominai and foir value of financial instruments cutsianding of veor-end

NOMINAL VALUE OF FINANCIAL INSTRUMENTS

B AT 31 MARCH 2004 o . Remaining Average
Term fixed rafe

fin € million) . < 1year 1-5 years > 5 years {*)

Inferest rate instruments: '

Interest rate swaps — receive fixed 21 353 - 51%

Foreign exchange instruments: 5

Currency swaps — curiencies purchased ™ 2,728 i 2,705 23

Currency swaps — currencies sold @ 5 4,708 Hoo451 197

Forward contracts — currencies purchased i 922 b 691 231

Forward contracts — currencies sold 2,477 2028 449

Insurance contracis — currencies purchased - 5 - -

Insurance contracts — currencies sold 148 13

Currency options — purchased 557

Cumency options - sold 522

{1} At 3] March 2004, the outstanding inleres! rate swops mainly relate 1o €320 miflion receiving fixed rates hedging a portion of the €650 million bond issue.

{2) the currency swaps include four swaps, two swaps — currency purchased for a notional amount of € 1,200 million and Mo swaps ~ currency sold for a notionat amount
of €1,200 million, whose final poyoff are also related 1o Group's share price. As a whole, these swaps do not create any currency position and their fulure potential
losses are capped.
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Remaining Average
Term fixed rate

fin € million] Total 1 < 1 year 1-5 years > 5 years ")
Interest rate instruments:
Interest rate swaps - receive fixed 649 248 401 - 4.4%
Foreign exchange instruments: -
Currency swaps — currencies purchased " b 2906 1658 1,249
Currency swaps ~ currencies sold ! 6808 L 4,867 2,031 -
Forward confracts — currencies purchesed 798 & 584 214 -
Forword contracts = currencies sold < 2708 4 1,646 895 168 ]
Insurance contracts — currencies purchased 78 18 -
Insurance controcts — currencies sold
Cunency options - purchosed 568 23
Currency options - sold 544 20 -

{*} Floating rates are generally based on EURIBOR/UBOR.

{1} At 31 Morch 2003, the main inferest rafe swaps oufstanding are:
- €353 million receiving fixed rates, €320 million hedging o portion of the €650 million bond issue and €33 million hedging o biloterol loon.
- €33 million receiving fixed rotes with an effective staring dote at 20 Januory 2004.
- €200 miflion receiving fixed rates to optimise the short lerm liquidity monagement.

{2) The currency swaps include four swaps, two swaps ~ currency purchased for a notional amount of € 1,200 million and two swaps - currency sold for @' notional amount
of €1,200 million, whose final payoff are also related to Group’s share price. As o whole, these swaps do not create any currency position and their future potential

losses are cappad.

P> AT 31 MARCH 2002

Remaining Average
Term fixed rate

fin € million) Total < 1 year 1-5 years > 5 years *)
Interest rate instruments: 0
Interest rate swaps — receive fixed : 546 30 449 67 5.3%
Cap b 2 = - - 2
Foreign exchange instruments: i
Currency swaps - currencies purchased G1,581 1 1,550 3]
Currency swaps — currencies sold L7143 i 6,243 898 2 -
Forward contracts — currencies purchosed A 856 115 - -
Forward contracts — currencies sold o 5172 L 3,443 1,521 208
Insurance coniracts ~ currencies purchosed ? : - ’ - - - -
Insurance confracts ~ currencies sold 5 227 184 43 -
Currency options — purchased I 834 = 854 - -
Currency options — sold 547 547 - -

{*) Floating rates are generally bosed on EURIBOR/LIBOR.
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FAIR VALUE OF FINANCIAL INSTRUMENTS

Publicly fraded equity and marketable debt securities are disclosed
ot market prices. The fair values of all financial instruments other than
specified items such as lease confracts, controlled businesses and
Equity method investees and other investments and employers’ pen-
sion and benefit obligations have been estimated using various val-
uation techniques, including the present value of future cash flows.
However, methods and assumptions followed to disclose data
presented herein are inherently judgmental and involve various
limitations, including the following:

¢ Fair values presenfed do not foke info considerction the effects
of future interest rate and currency fluctuations,

o Estimates as at 31 March 2004 are not necessarily indicative
of the amounts that the Group would record upon further
disposal /termingtion of the financicl instrument.

The use of different estimations, methodologies and assumpfions
may have a materiol effect on the estimated fair value amounts. The
_methodologies used are as follows:

Long term loans, retentions, deposits and other fixed assets

The fair values of these financial instruments were determined by
estimating future cash flows on an item-by-item basis and discount-
ing these future cash flows using a risk free rate [Government

bond vield).

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

Cash and cash equivalents, bank overdrafts,

short-term borrowings,

The carrying amounts reflected in the consolidated balance sheet
approximate fair value due to the shortterm nature of the instruments.

Long-term debt

The fair value of the fong term debt was determined by estimaling
future cash flows on an ilemby-ifem basis and discounting these
future cash flows using the market price when it relates to publicly
froded instruments,

Interest rate swops, currency swaps, oplions, and forward
exchange coniracts

The fair value of these instruments is the estimated amount that the
Group would receive or pay to settle the related agreements,
valued upon relevant yield curves ond foreign exchange rafes os
of, 31 March 2002, 2003 and 2004.

The fair value of forward exchange contracts was computed by
applying the difference befween the contract rate and the market
forward rate at closing date to the nominal amount.

Export insurance contracts related to tenders are insurance
contracts that are not marked to markel. Export insurance confracts
that hedge firm cemmiiments are considered as acting os derivatives
and were marked to market for the purpose of the disclosure.
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The foir value of financial instruments outstanding is analysed os follows:

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

B S RROIME RrEL RN S o S

At 31 March 2002 At 31 March 2003 At 31 March 2004 |,

{in € million] Carrying Fair Corrying Fair '  Carrying Fair |
Value Value Value Value Value Value

BALANCE SHEET 5
Assets i
long term loans, deposils and refentions 778 750 814 701 L 798 782 1V
Other fixed assefs 79 79 83 83 & 62 62 i
Shortterm investments 331 333 142 143 39 39
Cash & cash equivalents 1,005 1,905 1,628 1,628 & 1,427 1,427 i
Licbilities ; i
Financial debt 6,035 5,948 6,331 5,909 4,372 4,310 |
OFF BALANCE SHEET
Interest rate instruments; M W
Interest tate swaps — receive fixed - 5 39 : - 18 &
Foreign exchange instuments
Currency swaps ~ currencies purchased - 16 - (178} - {127} 2
Currency swaps - currencies sold - (70 - 257 - 121 4
Forward confracts - currencies purchased - 38 {301 (58) |
Forword coniracts — cumrencies sold 197 - 87 94 1
Insurance contracts - currencies purchased - - - {6) - L
Insurance contracts ~ currencies sold - 2 - - (5y i
Currency optien contracts - purchased . 8 - 37 19
Currency option centracts - sold - (13} - v

The increase in fair value of forward contracts and currency swaps
{currency sold) and the decrease in fair value of forward contracts
and currency swaps {currency purchased] during the fiscal years
ending 31 March 2003 and 2004 is mainly due fo the oppreci-
ation of the Euro against the US Dollar.

B Credit risk
The Group hedges up lo 90% of the credit risk on certain contracts
using export credit insurance contracts. The Group believes the
risk of counterparty failure to perform as contracted, which could
have a significant impact on the Group’s financiol stotements

or results of operations, is limited due to the generally high credit
rating of the counterparties.
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A Liguidity risk Alter the implementation of the financing pockage renegeticted in
The analysis by maturity and inferest rate of the Group's debt is set  September 2003, the Group's available liquidity for the coming year
cut in Note 22 {b). Details of shortterm liquidity are set out below. s as follows:

b AT 31 MARCH 2004

fin € million)

Available credit lines (see Note 22 {a)] "

Cash equivalents available at parent Company level © , L 532 ik

Cosh equivalents and Shor Term investments at subsidiary level d 934 i

Available liquidity R 2,249 |
T

(278) Il
(420) |

Financial debt to be reimbursed within one year {see Note 22)

Available credit line to be reimbursed within one year
Available liguidity for the coming year

{1} including €420 miflion of commercial paper availoble until jonuary 2003.
{2} See Notes 17 & 18.
(3] The reimbursement of securitisation of future receivobles is excluded as this occurs only when amounts are received from customers.

The Group's lines of credit os well as cerlcin of its other financing ~ On the basis of the Consolidoted Financicl Statements as of

agreements contain covenants requiring it to maintain compliance 31 March 2004, the Group would have failed fo comply with the

with financiol covenants as disclosed in Note 22. financic! covenants “Consolidated net worth” ond "EBITDA"
described in Note 22. In late April 2004, the Group cbtained an

In addition, most of the financing agreement and outslonding debt  agreement from its lenders to suspend these covenants until

securities include crossdefault and cross-acceleration provisions 30 September 2004 and expects to negotiate new financial

pursuant lo which a payment defoull, an acceleration, or a failure covenants before this date.

lo respect financicl covenants or other undertakings, may result in

the acceleration of all or a significant part of the Group’s debtand ~ The Group's abilily to maintain financing depends on its ability to

may consequently prevent it from drawing upon its credit lines. renegotiate covenants.

NOTE 30 — Payroll, staff, employee profit sharing and stock options

B AT 31 MARCH L
fin € milfion except number of employees| 2002 2003 I 5
Total wages and salaries 4,499 3,919 i 3,274
Of which executive officers (*} 5 5 0 5 0
Social security payments and other benefits 1,236 1,032 866 1
Employee profit sharing 5 18 i/ 16 |
Staff of consolidoted companies at yearend
Managers, Engineers and professionals 38,087 35,983 B 23,885
Other employess 80,908 73,688 i 52,926
Approximate number of employees 118,995 109,671 L 76,811 b

{*] executive officers at closing.
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Stock options

Main characteristics of Group' s stock options plons ore as follows:

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

Plan no. 3 Plan no. 5 Plan no. 6
Date of shareholders’ meeting 24 july 2001 24 july 2001 24 July 2001
Creation date 24 July 2001 8 January 2002 7 January 2003
Exercise price " £€33.00 €13.09 £ 6.00
Adjusted exercise price ® £25.72 €10.2] €4.84
Beginning of exercise period 24 fuly 2002 8 Jonuary 2003 7 January 2004
Expiration date 23 July 2009 7 January 2010 6 Jonuary 20711
Number of beneficicries 1,703 1,653 5
Total number of options eriginally granted 4,200,000 4,200,000 1,220,000
Total number of opfions exercised 0 C 0
Total number of options cancelled
since the origin 731,800 653,600 0
Adjusted number of remaining options
os of 31 March 2004 @ 4,449 662 4,546,578 1,512,397
Adjusted Number of shares that
may be subscribed by members
of the_executive commitiee ? 83,399 121,800 1,487,605

Terms and conditions of exercise

- 1/3 of options exercisable

as from 24 july 2002

- 1/3 of opfions exercisable

as from 8 january 2003

- 1/3 of options exercisoble

as from 7 jonuary 2004

-2/3 of options exercisable

-2/3 of opiions exercisable

- 2/3 of oplions exercisoble

as from 24 July 2003 os from 8 jonuary 2004 as from 7 January 2005
- all options exerciscble -l options exercisable - oll options exercisable
as from 24 July 2004 as from 8 January 2005 as from 7 January 2006

{1} Subscription price corresponding fo the average opening price of the shares during the twenly trading days preceding the day on which the options were granted
by the board [na discount or surcharge] or the nominal value of the share when the average share price is lower.
12} Plans n°3, 5 and & have been odjusied in complionce with French law os o result of the completion of the operotions which impacted the share copital in 2002

and 2003.

Plars n®1 previously granted became void in April 2004 as a
result of the non fulfilment of its exercise condition. Therefore, no
options have been exercised under this plan and 2,611,663 options

have been cancelled (adjusted number).
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The following is @ summary of acfivity of the plans:

Shares Weighted average exercise
price per share

Outstanding at 1 April 2001 6,086,500 €29.17
Granted 8,685,000 £€23.37
Exercised - -
Cancelled {540,400} €19.36
Outstanding at 31 March 2002 14,231,100 €25,67 .
Outstanding at 1 April 2002 adjusted 14,726,354 €24.81
Granled 1,220,000 €6.00
Exercised - -
Cancelled (4,833,091) €28.62
Quistanding at 31 March 2003 11,113,263 £21.09
Outstanding ot 1 April 2003 adjusted 13,775,923 £17.01
Granted - -
Exercised - -
Cancelled (3,267,286) £20.25
Outstanding ot 31 March 2004 10,508,637 €16.00
{1} including Plan n°1 which became void in April 2004.
NOTE 31 - Post balance sheet events
Suspension of application of financiul covenants Disposal of Industrial Turbines businesses

The financing packoge agreed in September 2003 between the  In April 2004, the disposal of the minor US businesses of Industricl
Group, its banks and the french State required the Group fo respect  Turbines was completed. The business will cease to be consolidated
certain financial covenants set out in Note 22. from T April 2004.

On the basis of the Consolidated Financial Statements as of
31 March 2004, the Group would have failed to comply with the
financial covenants “Consolidated net worth” and “EBITDA”. In
late April 2004, the Group obtained on ogresment from its lenders
to suspend these covenants until 30 September 2004 and expects
lo negotiate new financial covenants betore this date.
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NOTE 32 - Major companies included in the scope of consolidation

The major companies are selected according fo the following criteria:

< holding companies;
» sales above €50 milfion.

FINANCIAL INFORMATION
CONSOLIDATED FINANCIAL STATEMENTS

Companies Country Owmership % Consclidation

Method
ALSTOM France Parent company
ALSTOM Holdings France 100.0 Full consolidation
ALSTOM Gmbh |holding) Germany 100.0 Full consolidation
ALSTOM UK Ud (holding] United Kingdom 100.0 Full consolidation
ALSTOM Inc [helding) United-States 100.0 Full consolidotion
ALSTOM NV (holding] Netherlands 100.0 Full consolidation
ALSTOM Mexico SA de CV (holding) Mexico 100.0 Full consolidation
ALSTOM Espana 1B (holding) Spain 100.0 Full consolidation
ALSTOM [Switzerland) lid Switzerland 100.0 Full consolidation
ALSTOM Australia lid Australia 100.0 Full consolidation
ALSTOM Belgium SA ~ Belgium 100.0 Full consolidation
ALSTOM Brasil lida Brazil 100.0 ' Full consolidation
ALSTOM Canado Inc Canada 100.0 Full consclidation
ALSTOM Controls lid United Kingdom 100.0 Full consolidation
Alstom Export Sdn Bhd Malaysia 100.0 Full consclidation
ALSTOM Ferroviaria Spa haly 100.0 Full consolidation
ALSTOM K K. Jopan 100.0 Full consolidation
ALSTOM IHB GmbH Germany 100.0 Full consolidation
ALSTOM lid United Kingdom 100.0 Full consclidation
ALSTOM Id India 100.0 Full consclidation
ALSTOM New Zealand Holdings lid New Zecland 100.0 Full consolidation
ALSTOM Power 5 r.0 Czech Republic 100.0 Full consclidation
ALSTOM Power Asio Pacific Sdn Bhd Maloysia 100.0 Full consolidation
ALSTOM Power Austria AG Austria 100.0 Full consolidation
ALSTOM Power Boiler GmbH Germany 100.0 Full consolidation
ALSTOM Power Centrales Fronce 100.0 Full consolidation
ALSTOM Power Conversion GmbH ~ Germany 100.0 Full consolidation
ALSTOM Power Conversion Inc United-Stotes 100.0 Full consolidation
ALSTOM Power Conversion SA France France 100.0 Full consclidation
ALSTOM Power Energy Recovery GmbH Germany 100.0 Full consolidation
ALSTOM Power Generation AG Germany 100.0 Full consolidation
ALSTOM Power Hydraulique France 100.0 Full consalidation
ALSTOM Power Hydro France 100.0 Full consclidation
ALSTOM Power Inc United States 100.0 Full consolidation
ALSTOM Power liclia Spa Italy 100.0 Full consolidation
ALSTOM Power itd Australia 100.0 Full consalidation
ALSTOM Power Mexico S.A. de C.V. Mexico 100.0 Full consolidation
ALSTOM Power Norway AS Norway 100.0 Full cansolidation
ALSTOM Power O8M Lid Switzerlond 100.0 Full consolidation
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Companies Country Owmership % Consolidation

Method
ALSTOM Power SA Spain 100.0 Full consolidation
ALSTOM Power Service Fronce 100.0 Full consalidation
ALSTOM Power Service Lid United Arab Emirate 100.0 Full consolidation
ALSTOM Power Service GmbH Germany 100.0 Full consolidation
ALSTOM Power Sp Zoo Polond 100.0 Full consclidation
ALSTOM Power Sweden AB Sweden 100.0 Full consolidation
ALSTOM Power Tutbomachines France 100.0 Full consalidation
ALSTOM Projects India lid India 68.5 Full consolidation
ALSTOM Schienenfahrzeuge AG Switzerland 100.0 Full consclidation
ALSTOM Signalling Inc United States 100.0 Full consolidation
ALSTOMT&D Inc. Uniled States 100.0 Full consolidation
ALSTOM Transport SA France 100.0 Full consolidation
ALSTOM Transportation Inc United States 100.0 Full consolidation
ALSTOM Transporte SA de CV Mexico 100.0 Full consalidation
ALSTOM Transport BY Netherlands 100.0 Full consolidation
ALSTOM Transporte Spain 100.0 Full consolidation
Chantiers de I'Alontique France 100.0 Full consolidation
EUKQRAIL td South Korea 100.0 Full consolidation
West Coast Traincare United Kingdom 76.0 Full consclidation

= Companies included in the list of major companies ot 31 March 2003 and sold during the year.

ALSTOM Energielechnik GmbH Germany
ALSTOMTED SA France
ALSTOMTED SA de CV Mexico

o Companies included in the list of major companies at March 2003 for which scles are below €50 million at March 2004.

ALSTOM DDF SA France
ALSTOM Power UK lid United Kingdom
ALSTOM Projects Taiwan Lid Taiwan
ALSTOM Raif id United Kingdom
Japan Gas Turbines K K. Japan

¢ Companies included in the list of major companies af Match 2003 ond which merged

ALSTOM Power Turbinen GmbH merged into ALSTOM Power Conversion GmbH

Alist of dll consolidated companies is available upon request at the head office of the Group.
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PRO FORMA FINANCIAL STATEMENTS
INDEPENDENT AUDITORS' REPORT

Periods from 1 April 2002 to 31 March 2003 ond

from 1 April 2003 to 31 March 2004

{Free translation of a French language origina! prepared for convenience
purpose only. Accounting principles and auditing standards and their
application in practice vary from one country to another. The accompanying
financial sialements are not intended to present the financial position, resufts
of operations and cash flows in accordance with accounting principles and
practices generally occepted in countries other thon France. In oddition,

the procedures and proclices followed by the stattory audiiors in France
with respect fo such financiaf statements included in o prospectus may differ
from those generally accepted and applied by auditors in other countries.
Accordingly, the French financial statemenis and the auditors’ report

- of which a translation is presented in this document for convenience

only - are for use by those knowledgeable about French accounting
procedures, auditing standards and their application in practicel.

To the Chairman of the Board of Direciors

You have asked us to examine the pro forma financial stotements
covering the periods from 1 April 2002 to 31 March 2003 and
from 1 April 2003 to 31 March 2004, attached to this present
report, prepared due to the disposal of the first ranche on 30
April 2002 ond the second tranche on 31 July 2003 of the Smoll
and Medium Industrial Gas Turbines and Industrial Steom Turbines
fo Siemens and to the conclusion on 25 September 2003 of @
binding agreement to dispose the T&D Sector lexcluding the
Power Conversion business) to Areva, as if those disposals had
occurred as of 1 April 2002,

The pro forma Consolidated Financial Statements are the respon-
sibility of the Chairman of the Board of Directors and have been
prepared on 25 May 2004 on the basis of:

- the Consolidated Financial Statements for the year ended 31
March 2004, approved by the Board of Directors ot thet date,
and which have been subject, by us, to an audit performed in
accordance with professional standards applicable in France.
Those standards require that we perform procedures to obtain
reasonable ossurance about whether the Consolidated Financial
Statements are free of material misstatement. In our opinior, the
Consclidated Financial Statements give a true and fair view of
the financial position end the assets and liabilities of the Group
s at 31 March 2004 and the results of its operations for the year
then ended in cecordonce with rules and accounling principles
generally accepted in France. Without qualifying our opinion, we
have made the following matter of emphasis:

“The accompanying Consolidated Financial Statements have
been prepared assuming that ALSTOM will continue as a going
concern. ALSTOM has incurred significant operating losses and a
high level of indebtedness os o result of which ifs obility to meet
its financial needs depends on the successful outcome of the nego-
tiations currently on-going with its main banks and on the obten-
tion of approvals of the European Commission as described in the
Note 1.b. The capacity of the Group io continue o have access
to bonding facilities, which is necessary io oblain new orders, is
also conditioncl to the fovourable oulcome of those negofiations
as described in the Notes 1.b and 27.0. We also draw atfention
on the fact that, as described in the Notes 1.b,22.a and 2%.e,
the ALSTOM bonks have suspended until 30 September 2004 the
covenonts related to existing credit lines, pending the outcome of
current negotiations. The accompanying Consolidated Financial
Statements do not include-any odjustment lo assels and liabilifies,
in particular goodwill, other infangible assets and deferred tax
assets, net that are stoted on the balance sheet as of 31 March
2004 for, respectively, €3,424, € 956 and € 1,531 million [see
Notes 7, 8 and 6.c), that-may eventually result from a negative
oulcome of the unceriainly on going concern generated by the
elements described above.”

-the Consclidated Financial Statements for the year ended
31 March 2003, approved by the Board of Directers, modified
on proposal of the Board of Directors on 2 July 2003 and adopt-
ed by the Annual General Meeting of the some day, and which
have been subject, by us, to an audit performed in accordance
with professional standards applicable in France. Those stan-
dards require that we perform procedures to obtain reasonable
assurance obout whether the Consclidated Financial Statements
are free of material misstatement. In our opinion, the
Consolidated Financial Statements give o true and fair view of
the financiol position and the assets and liabilities of the Group
as at 31 March 2003 and the results of its operations for the
year then ended in accordance with rules and accounting prin-
ciples generally accepted in France. Without qualifying our opin-
ion, we have made the following matter of emphasis:

"We draw atiention to the Note 1{b) - Basis of preparation of the
consolidated accounts which highlights the fundamental princi-
ples, the main assumptions and certain additional matters used by
the Board of Directors to approve the consolidated accounts.”
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In our supplementary report fo our report dated 14 May 2003,
dated 2 July 2003, without qualifying our opinion, we have
made the following observations:

"We draw affention lo the main modificotions fo the consolidoied
accourts approved on 13 May 2003 by the Boord of Directors:
Compared fo the accounts approved on 13 May 2003, the prin-
cipal changes are a reduction of shareholders’ equity from
€805 million o €758 million, on increase of the loss of the year
fom €1,381 million o €1,432 million and a reduction of the
operating result of Transport Sector from €49 million (positive} to
€24 million [negative).”

"We draw atiention to the fact that in his presentation of 2 july
2003 to the Annual Shareholders’ Meeting, the Chairman updat
ed the shareholders on the action plan related 1o the indebted-
ness, financing and progress made on the asset dispesal plan of
the Company. The successtul completion of this plan is essential io
the debt reduction programme. We have indicated that if these
plans were to suffer from a significant, unfavourable outcome,
which the Company does not expect, the application of account-
ing principles generally applicable where the going concermn prin-
ciple is opplicable might no longer be appropriaie. ”

We performed a review of the pro forma financial statements in
gceordance with accounting standards applicable in France.
These standards require an assessment of the procedures imple-
mented for selecting the accounting conventions and preparing
the reconstituted pro formas, the pro forma financial statements
and for performing of tests lo assess whether the conventions used
are consistent, o determine how they are reflected in the figures
and fo ensure that the accounting methods used are compatible with
those followed for draowing up ALSTOM's Consolidated Financidl
Statements as ot 31 March 2003 and as at 31 March 2004,

The pro forma financial statements are intended to express how o
given fransaction or event would effect the historical financial infor-
mation priar to the date on which the transaction or event actual
ly occurred. However, they are not necessarily representative of
the financial position or performance which would hove been
observed if the transaction or event had occurred on o date
previous to its oclual or foreseen occurrence.

FINANCIAL INFORMATION
PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS

In our opinion, the conventions used constitute o recsoncble basis
for presenting the effects of the disposal of the Small and Medium
gas furbines and industrial turbines to Siemens and of the dispos:
al of the Transmission & Distribution Sector {except the Power
Conversion Business) fo Areva in the pro forma financial state-
ments covering the period from 1 April 2002 to 31 March 2003
and from 1 April 2003 to 31 March 2004. The figures are
appropriate and the accounting methods used are consistent with
those followed in preparing the Consclidated Financial Stotements
as at 31 March 2003 and as at 31 March 2004.

Neuilly-sur-Seine, 26 May 2004 |

The Independent Auditors

BARBIER FRINAULT & AUTRES  DELOITTE TOUCHE TOHMATSU
ERNST & YOUNG

Gilles Puissochet Alan Glen
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PRO FORMA CONSOLDATED INCOME STATEMENTS

P YEAR ENDED 31 MARCH

2004
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IE

TSNS

v

2003 003 2004 |

fin € million) Published Pro forma ii Published ™ Pro forma® 1
—~ &

SALES 21,351 17,001 i} 16,688 14,358
Of which producis 16,374 12738 & 12,786 10749 &
Of which services 4,977 4263 ¢ 3,902 3,609 1
Cost of sales (19,187) {15,924) } {14,304) (12,592) i
OF which products [15,504) (12787) & {11,353 9.857) i
Of which services (3,683 31370 & (2.951) (2735 1
Selling expenses (970} (605) H [785) (564)
Research and development expenses 1622) {463) li (473) (388)
Administrative expenses {1,079 [810) 1826} 649 |
OPERATING INCOME (LOSS) (507} (801) i 300 165 7
Other income [expense), net (555} 444y (nLnmn (1,014) ¥
Other intangible ossets omortisotion (67) {57) (60} 158)
EARNINGS BEFORE INTEREST AND TAX {1,129 {1,302) L 871} {907)
Financial income (expense}, net (270 (198} 460 (412) o
PRE-TAX INCOME (LOSS) {1,399) {1,500} & (1,331) {1,319)
Income tax [chorge) credit 263 256 i 251} 1250)
Shate in net income {loss) of equity investments 3 3 . - U
Minority inferests (15) N2 & 2 2 7
Goodwill amortisation [284) 229y [256) (224)
NET INCOME (LOSS) {1,432} {1,482) i {1,836) {1,791}
Eamings per share in Euro =
Basic (5.4) 5.60 & 4.1) 40 o
Diluied (5.4) 5.6] ' [4.1) [4.0)

(1) See Note 3 for the reconciliation of the consolidated income statements between the published and the pro forma
Consolidated Financial Statements lor the year ended 31 March 2003 and the year ended 31 March 2004.

The accompanying Noles are an integral part of these pro forma Consolidated Financial Stotements.

Tt e tion.
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PRO FORMA CONSOLDATED BALANCE SHEETS

B AT 31 MARCH RN R ~;,,4.;_:;;;.qp
2003 2003 & 2004 2004 |
fin € miffion] Published ! Pro forma 1" *\ Published " Proforma® |}
ASSETS i
Goodwill, nes 4,440 3,633 3,424 3424 I
Other infangible assets, nei 1,168 1,004 B 956 056 =
Property, plant and equipment, net 2,331 1,857 5 1,569 1555
Equity method investments and other invesiments, net 245 245 160 160§
Other fixed assets, net 1,204 1,405 i 1,217 1,217 1
Fixed assets, net 9,478 8,144 7,326 7312
Deferred toxes 1,831 1,707 i 1,561 1,528 &
Inventories and confrocts in progress, net 4,608 3,535 2,887 2,85¢ ¢
Trade receivables, net . 4,855 3,682 3,462 3,404 ¢
Other accounts receivables, net 2,265 2,193 2,022 1,990 &
Current assets 11,728 9,710 8,371 8,253 |
" Short ferm investments : 142 142 B 39 39
Cash and cash equivalents 1,628 1,624 g 1,427 1423 |
TOTAL ASSETS 24,807 21,327 s 18,724 18,555 7
LUABILTIES i
Shareholders’ equity 758 703 N 29 39 I
Minority interests 95 72 68 67 i
Bonds reimbursable with share - - 1 152 152
Provisions for risks and charges 3,698 3,420 3,489 3484 |
Accrued pension and retirement benefits 972 825 . 842 842 =
Financial debt 6,331 5,112 4,372 4277 1!
Deferred taxes 37 36 30 30
Customners’ deposits and advances 3,541 3,007 2714 2,705 [
Trade payobles 4,629 4,098 3,130 3,096 |
Accryed contract costs and other poyables 4,746 3,964 L 3,898 3,863 I
Current liabilities 12916 11,159 9,742 9,664 |
TOTAL LIABILTIES 24,807 21,327 3 18,724 18,555 ‘x
Off balance sheet commitments and other obligations ® T T T

{1) See Note 4 for the reconciliation of consolidated bolance sheets between the published and the pro forma -
Consolidated financial Starements ot 31 March 2003 and 31 March 2004.
{2) See Note 6.

The accompanying Notes are an integral part of these pro forma Consolidated Financial Statements.
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PRO FORMA CONSOLDATED STATEMENTS OF CASH FLOWS
B YEAR ENDED 31 MARCH ; PR :
2603 003 & 2004 2004
{in € milfion] Published # Proforma® i Published® Proforma®
Net income (loss) (1,432 (1,482 {1,836) {1,791)
Minorily inferests ‘ 15 12§ {2} 2) 0
Depreciation and amortisation 754 604 726 649 b
Changes in provision for pension and refirement benefits, net 22 15 U 85 80
Net |gain] loss on disposal of fixed assels and investments 19} 22] = {175) (180) &
Share in net income {loss) of equily investees (net of dividends received) {3} e/ - - '
Changes in deferred tax [424) [38¢] 149 157 &
Net income dfter elimination of non cash items (1,087) {1,262} {1,053} (1,087) |
Decrease lincrease] in inventories and confracts in progress, net 415 341 389 368 *
Decrease |increase) in trade and other receivables, net 650 583 4 770 1,053 };
Increase {decreose] in sale of frade receivables, net (661) 767} F (267) (148
Increase (decrease) in contract related provisions 160 200 U (205) {274)
Increose |decrecse) in other provisions {49) {50) ' 113 121
Increase [decrease] in restructuring provisions (29} 18} 271 285 &
Increase (decrease} in customers’ deposits and advances (98] m i (" 161 =
Increase (decrease) in rade and other paycbles, accrued » i
contract cosls and accrued expenses 162 176 4 |985) 979 .
Changes in net working capital 550 473 {5] 265 |
Net cash provided by {used in} operating activities (537 789) (1,058} (822} U
Proceeds from disposals of property, plant and equipment 252 228§ 244 236 |
Capilal expenditures 410 (325 (254] (206) B
Decrease (increase) in other fixed assets, net [55) {50) = 125 125 1
Cash expendiiures for acquisition of investments, net of net cash acquired {166) Nn73 {8) |5 &
Cash proceeds from sale of invesments, net of net cash sold 38 1,448 i 1,454 39 ¢
Net cash provided by {used in) invesling acfivities {341) 1,128 1,561 189 U
Capital increase 622 622 L 1,024 1,024 =
Bonds reimbursable with shares - -0 152 152 1t
Dividends paid including minorities i i 13) 2] b
Net cash provided by (used in) financing activities 621 621 i 1,173 1174 &
Net effect of exchange rafe 41 (51 # v 20 &
Other changes ™ [464) [456)  F [14) 10 &
Decrease (increase) in net debt ) 762} 453 1,655 531
Net debt ot the beginning of the period " (3,799) (3,799) - 4,561) (3,348)
Net debt of the end of the period " {4,561) [3,346) (2,906) (2,815)
Cash paid for income taxes 70 46 % 75 62
- . Cash paid for net interest 172 95 !l 251 203 ]
T T 1) The et debtis the sum of casheand cash-equivalents and shorHerm investments less the financial debt, S S TR
{2} Including-at 31 March 2003 the reclassification of redeemable preference shares and undated subordinaled nolés
for o total of €455 million as described in Note 22 (o) of the Consclidated Financial Statements as ot 31 March 2003.
{3) See Note 5 for the reconcifiation of the consolidated stolements of cash flows between the published and the pro forma
Consolidoted Financiol Statemenis for the yeor ended 31 March 2003 and the yeor ended 31 March 2004.
The accompanying Naotes are an integral part of these pro forma Consolidated Financial Statements,
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NOTES TO THE PRO FORMA CONSOLIDATED

FINANCIAL STATEMENTS

NOTE 1 - Basis of preparation

EX Obiective of the pro forma Consolidated
Financiol Stotements

The pro forma Consolidated Financial Statements as at 31 March
2003 and 31 March 2004 cim fo disclose the effects of the dis-
posals of the Transmission & Distribution sector {T&D), excluding the
Power Conversion business, and the Industrial Turbines businesses
{small and medium industrial gas turbines and industial steam
turbines| as if those disposals had occurred on 1 April 2002,

The disposal of the small and medium industrial gas turbines and
industrial steam turbines businesses has been concluded in
April 2003 for the first ransaction and in August 2003 for the sec-
ond transaction.

The disposal of the T&D sector to Areva, excluding the Power
Conversion business has been concluded in early January 2004,

Those pro forma Consolidated Financial Statements have been
prepared for information purpose anly and are not represeniative
of the situation or of the performances that would have been realised
if the T&D ond Industrial Turbines activities had been sold on
1 April 2002,

O Basis of preparation
The pro forme Consolidated Financicl Statements at 31 March 2003
have been prepared on the besis of the Consclidated Financial
Statements modified and approved by the General Shareholders’
Meeting held on 2 july 2003.

The pro forma Consolidated Financial Statements at 31 March
2004 have been prepared on the basis of the Consolidated
Financial Statements approved by the board of direciors on 25 May
2004 and which will be presented for adoption to General
Shareholders’ meeting on first call on 30 June 2004 and, if quorum
requirement is not met on that date, on 9 July 2004,

Those pro forma financicl siatements have been prepared cn the
basis of preparation as set out in Note 1 {bj to the Consclidated
Financial Statements and using the accounting policies and methods
of computation described in Note 2 below.

Assumptions
The following assumptions have been taken fo prepere these pro
forma Censolidated Financial Statements:

¢ the disposal of T&D Sector, excluding the Power Conversion
business, is considered to have occurred on 1 April 2002 fer
a selling price of €957 million (subject 1o closing price adjust-
ments) of which €89 million is held in escrow ot 31 March
2004. The figures published in the update of the Reference
Document in the form of an annual report dated 17 November
2003 relating to the fiscal year ended 31 March 2003 have
been restated accordingly since the assumption then token was
a selling price of €950 million, '

the disposal of the Indusfrial Turbines businesses is considered to
have occurred on 1 April 2002 for o selling price of
€970 million including o €125 million deposit in an escrow
account and disclosed in “Other fixed assets, net”. The ligures pub-
lished in the update of the Reference Document in the form of an
annual report dated 17 November 2003 relating to the fiscol year
ended 31 March 2003 have been resicted accordingly since the
assumpfion then taken was a selling price of €967 million,

the scope finally agreed as part of the T&D disposal is slightly
different from the one taken in the update of the Reference
Document in the form of an annual report dated 17 November
2003 relating to the fiscal year ended 31 March 2003. T&D
figures relating to this fiscal year have been restated accordingly,
the net incomes {losses) and the cash flows related to the sold
businesses during the fiscal years ended 31 March 2003 and
31 March 2004 have been deconsclidated,

the net loss on disposals amounts to €17 million before tax
effects and is disclosed as “Other income (expenses), net” in the
pro forma financial consolidated statements for fiscal year ended
31 March 2003. This loss on disposal, calculated on the basis
of the net assets as of 1 April 2002, is neither representative of
the nef gain recorded as part of the deconsclidation of the
Industrial Turbines businesses in the Consolidated Financial
Statements for the year ended 31 March 2004, nor of the net
resull recorded as part of the deconsolidation of the T8D Secier,
excluding the Power Conversion business. According fo the
agreement, the net ossefs exclude the net cash or net debt and
the outstanding amount of sale of rade receivables of Industricl
Turbines businesses and T&D Sector excluding Power Conversion,

o

o

L4

o
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except for cosh sold in the Industrial Turbines businesses. The final
netloss on disposal differs following the evolution of the net assets
sold between the 1 April 2002 and the effective respective decon-
solidation dates, the variations in currency rates and the
cdditiona! costs incurred in these fransactions,
> the cutstanding amount at 1 April 2002 of sale of trade
receivables relating fo the activities sold outstanding has been
considered as reimbursed in the pro forma financial statements
os ot March 2003. The pro forma finoncicl siatements os af
31 March 2004 tcke into account the effective reimbursement
done at the time of the disposals,
the €1,415 million of net proceeds [£1,927 million of total
selling price minus related costs and consideration net yet paid
by the acquirers) from the disposed activities, have been fully

&

dedicated to the immediate reimbursement of the financial debt,

-3

the Group has esfimated, on the basis of its debt structure, that
this anficipated reimbursement would have generated o saving
of inferest expenses of around €57 million for the fiscal yvear
ended 31 March 2003 and €38 million for the year ended
31 March 2004,

the goodwill and other intangible assets omortisation reloted to
the disposed activities have been cancelled from the pro forma
Consclidated Financial Statements,

the related selling costs as incurred at 31 March 2004 have
been taken into account as of 1 April 2002,

the tax effects on the pro forma result on disposals, the saving
on interest expenses and the costs relating to the disposals have
been taken into account.

n

L

o

NOTE 2 - Summary of accounting policies

The pro forma consclidated stafements of the Group are prepared
in accordance with French Generally Accepted Accounting Principles
and Reglements 9902 & 0006 of the "Comité de Réglementation
Complable” {French consolidation methodelogyl. Benchmark
treaiments are generally used. Capitol lease arrangements and long
term rentcls are not capitalised (See Note 6.

A Consolidation methods

Investments over which the Group has direct or indirect control of
mare than 50% of the outstanding voling shares, or over which it
exercises effective confrol, are fully consolidated. Control exists
where the Group has the power, directly or indirectly, to govern the
finoncial end operating pdlicies of an enterprise so as to obtain
benelits from its activities.

Joint ventures in companies in which the Group has joint control are
consclidated by the proportionate methed with the Group's share
of the joint ventures’ results, assets and liabilities recorded in the
Consolidated Financial Statements.

FINANCIAL INFORMATION
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Investments in which the Group hos an equity interest of 20% to 50%
and over which the Group exercises significant influence, but not
control, are accounted for under the equity method.

Results of operations of subsidicries acquired or disposed of during
the year are recognised in the Consolidated Income Statements as
from the date of acquisition or up fo the date of disposdl, respectively.

inter company balonces ond transactions ore eliminated on
consclidation.

[ Use of estimates

The preparction of the pro forma Consolidated Financial Statements
in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contin-
gent gains and liobiliies of the date of the financiol siatements
and the reported amounts of the revenues and expenses during the
reporting period. Management reviews esfimales on an ongoing
basis using currently available information on @ contract by contract
basis. Costs lo date are considered, as are esfimated coss lo com-
plete and estimated future costs of warranty obligations. Estimates of
future costs reflect management's current best estimate of the probable
ouflow of financial resources that will be required to setfle contractua
obligations. The assumptions jo calculote present obligations toke info
account current technology as well as the commercial and confractual
positions, assessed on o confract by contract basis.

The infroduction of technologically advanced products exposes the
Group fo risks of product failure significantly beyond the terms of
standard contractual warranties applying to suppliers of equipment
only. Changes in focts and circumstances may result in actual financial
consequences different from the estimates.

[ Revenue ond cost recognition

Revenue on contracts which are of less than one year duration,
substantially the sale of manufactured products, is recognised upon
transfer of file, including the risks and rewards of ownership, which
generally oceurs on delivery fo the customer.

Revenue on construction type contracts of more than one year, long
term contracts, Is recognised on the percentage of complefion method,
measured either by segmented portions of the confract “contract
milestones” or costs incurred fo date compered to esfimated tolal cosfs.

Claims are recognised as revenue when it is probable that the
claim will result in additional revenue and the amount can be
recsonably estimated, which generally occurs upen agreement by
the customer. Government subsidies relafing to the Marine sector are
added to the related contract value and are recognised as revenue
using the percentage of completion method.
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For long term service contracts, revenues are recognised as
delivery occurs or as services are performed over the term of the
confrocl, using estimated cortract profit margins.

Total estimated costs at completion include direct {such as matericl
ond lobour} and indirect contract costs incurred to date os well os
estimated similar cosls to complete, including warronty accruals ond
costs to seftle claims or disputes that are considered probable.
Selling and odminisirative expenses cre recorded as incurred. As
a result of contract review, accrudls for losses on contracts and other
contract related provisions are recorded as soon as they are
probable in the line item "Cost of sales” in the Consolidated Income
Statement. Adjustments to contract estimates resulling from job
conditions and performance, as well as changes in estimated prof-
itability, are recognised in “Cost of Sales” as soon as they occur,

Cost of sales is computed on the basis of percentage of comple-
fion applied to total estimated costs. The excess of that amount over
the cost of sales reported in prior periods is the cost of revenues for
the period, Contract completion accruals are recerded for future
expenses fo be incurred in connection with the completion of
confracls or of identifiable porfions of contracts. Warranty provisions
ore esfimated on the basis of confraciual agreement and available
statistical dato.

[ Transiation of finsncial statements
denominated in foreign currencies
The functional currency of the Group’s foreign subsidiaries is the
applicable local currency. Assets and liabilities of foreign sub-
sidiaries located outside the Euro zone are translated into euros at
the yearend rate of exchange, and their income statemenls and
cash flow slatements are converted at the average annual rate of
exchange. The resulting translation adjustment is included as a
component of shareholders’ equity.

3 Foreign currency fransaction

Foreign currency transactions are translated info local currency at
the rate of exchange applicable to the transaction (market rate or
forward hedge rate). At yearend, foreign currency assets and
liabilities to be setlled are translated info local currency af the rate
of exchange prevailing at thot date or the forward hedge rate.
Resulting exchange rate differences are included in the Consolidated
Income Statement.

I Finantial instruments

The Group operates internafionally giving rise fo exposure to
market risks ond changes in inferest rates and foreign exchange
rates. Financial instruments are utilised by the Group to reduce
those risks. The Group's policy is to hedge currency exposures by
holding or issuing financial instruments.

FINANCIAL INFORMATION
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The Group enfers inlo various interest rate swaps, forward rate
agreements ["FRA") and floors o manage ifs interes! rote exposures.
Net inlerest is occrued os either interest receivable or payable with
the offsef recorded in finoncial interest.

The Group enters info forward foreign exchange contracts to hedge
foreign currency ronsactions. Realised and unredlised goins and
losses on these instruments are recorded agginst the related hedged
asset or liability.

The Group dlso uses export insurance contracts to hedge its currency
exposure on certain longerm contracts during the open bid time as
well as when the commercial contract is signed. If the Group is not
successtul in signing the contract, the Group incurs no additional lia-
bility towards the insurance company except the prepaid premium.
As a consequence, during the open bid period, these insurance con
fracts are accounted for as such, the premium being expensed when
incurred. When the confract is signed, the insurance contract
is accounted for as described above for forward foreign exchange
contracts.

in oddition, the Group may enter into derivatives in order to optimise
the use of some of its existing assets. Such a decision is taken on a
case by case basis and is subject to cpproval by the management.

B Goodwill

Goodwill represents the excess of the purchase price over the fair
value of the assets and liabilities acquired in a business combina-
tion. Initial estimates of fair values are finalised at the end of the finan-
ciol year following the yecr of acquisition. Thereafter, releases of
unrequired provisions for risks and charges resulting from the
purchase price affocation are applied to goodwill. Goodwill
is amorlised on the straightine basis over a period of twenty years
in dll sectors due to the fongterm nature of the controcts and
acfivities involved.

@ Other intangible assels

The Group recognises other intangible assets such os technology,
licensing agreements, instolled bases of customers, etc. These
ocquired intengible assets are amortised on the siraightline basis
over a period of twenty years in cll sectors due to the longterm
nature of the confracts and activities involved. ’

I Property, plant and eguipment

Property, plant and equipment are recorded at historical cost to the
Croup. Depreciation is computed using the sfraightline method
over the following estimated useful lives:
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Estimated useful life
in years
Buildings 25
Machinery and equipment 10
Tools, furniture, fixtures and others 37

Qther investments

Ciher investments are recorded at the lower of historical cost or net
realisable value, assessed on an individual investment basis. The
net realisable value is calculated using the following parameters:

equity value, profitability ond expected cash flow from the |

investment.

B COther fixed assets

Other fixed assets are recorded at the lower of historical cost
or net realisable value, assessed on an individual investment
basis.

DO inveniories and confracts in progress

Raw materials and supplies, work and coniracts in progress, and
finished products are stated at the lower of cost, using the weighted
overage cost method, or net reclisable value. Net realisable value
is the estimated selling price in the ordinary course of business, less
the estimated costs of completion and selling expenses. Inventory
cost includes costs of acquiring inventories and oringing them 1o their
existing location and condition. Finished gocds and work and
contract in progress inveritory includes an allocation of applicable
manufacturing overheads.

@ Short-term investments

Shorterm investments include debt and equity securities and deposits
with an initial maturity greater than three months but available for sale.
ShortHerm investments are recorded af the lower of cost or market
value, on a line by line basis.

B Cash and cash equivalents
Cash and cesh equivalents consist of cash end highly liquid invest-
ments with an initial maturity of less than three months.

B Deferred taxation

Deferred taxes are calculated for each taxable entity for temporary
differences crising between the lax value and book value of assets
and liabilities. Deferred tax assets and liabilities are recognised
where timing differences are expected to reverse in future years.
Deferred tax assets are recorded up to their expected recovercble
omount. Deferred tax omounts are odjusted for chonges in the oppli-
cable tax rate upon enaciment.

No provision is made for income taxes on accumulated eamings of
consolidated businesses or equity method investees for which no
distribution is planned.
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I Custemer deposits and advances

Customer deposits and advarices are shown net, and represent
amounts received from customers in advance of work being under-
ioken on their behalf. Where irading hos token place under the
long term contract frading rules, but provisional acceptance of the
contract has not taken place, the related customer advance is
shown as a deduction from the related receivables.

if any balance of customer deposits and advances is still
outstanding and where work is undertoken on behalf of customers
before sale, the related customer advance, termed a progress
payment is deducted from Inventories and contracts in progress
on a contract by contract basis.

[ Provisions for risks ond chorges
A provision is recognised when:

< the Group has o present legal or constructive obligation
of uncertain fiming or amount as a result of a past event;

= it is probable that an outflow of economic resources will be
required to settle the obligation;

* such oufflow can be reliably estimated.

Provisions for warranties are recognised based on contract terms.
Warranly periods may extend up to five years. The provisions cre
based on historical warranty data and a weighting of all possible
oulcomes ageinst their associated probabilities. Provisions far
contract losses are recorded at the paint where the loss is first
determined. Provisions are recorded for all penaities and claims
based on management's assessment of the likely oulcome.

8 impairment

At the bolance sheet date, whenever events or changes in markets
indicate a potential impairment including goodwill, other infangible
assefs, property, plant and equipment and deferred tox assets,
o deloiled review is corried out based on projected operating
performance. Whenever such review indicates that there is an
impairment, the carrying amount of such assets is reduced to their
estimated recoverable volue,

B Stock options

Stock options are not recorded by the Group at the date of grant.
However, upon exercise of stock options, the Group records the
issuance of the common shares as an equity transaction based on
the amount of cash received from the holders.

K Research and development
Internally generated research and development costs are expensed
as incurred.
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[ Employee benefiis
The estimated cost of providing benefits fo employees is accrued
during the years in which the employees render services.

For single employer defined benefit plons, the fair value of plan
assets is assessed annually and octuarial assumptions are used
to determine cost and benefit obligations. tiabililies end prepaid
expenses are accrued over the estimaled ferm of service of employ-
ees using actuaricl methods. Experience gains and losses, as
well os changes in cctuarial assumptions and plan assets and
provisions are amortised over the average fulure service period of
employees.

For defined contribution plans and multi-employer pension plans,
expenses are recorded as incurred.

B Restructuring

Restructuring costs are accrued when management announces the
reduction or closure of facilities, or @ program to reduce the work-
force and when related costs are precisely determined. Such costs
include employees’ severance ond termination benefits, estimated
facility closing costs and writeoff of assets.

[ Financial income {expense)
Financial income (expense) is principally comprised of interest
payable on borrowings, interest receivable on funds invested,

FINANCIAL INFORMATION
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foreign exchonge gains and losses as well as gains and losses on
hedging instruments, fees paid for putiing in place guarantees,
syndicated loans and other financing facilities, depreciation of
financicl assets and investments.

Interest income is recognised in the income slatement as it accrues,
toking into account the effective yield on the asset. Dividend income
is recognised in the income siatement on the date that the dividend
is declared.

All interest and other costs incurred in connection with borrowings
are expensed as incurred as part of net financing cosfs.

H Ecrnings per share

Basic earnings per share are computed by dividing the annual net
income {loss) by the weighted average number of outstanding
shares during the financial yeor.

Diluted eamings per share are computed by dividing the annual
net income {loss) by the weighled average number of shares
outstending plus the effect of any dilutive instruments.

For the diluted earnings per share calculation, net income (loss} is
net adjusted as the Group is loss making.

Exchaonge rates used for the fransiation of moin currendies

B AT 31 MARCH ;

2003 | i
€ for | monetary vnit Average Closing ' Average Closing !
British pound 1.549571 1450116 5 1.444363 1.501727 1
Swiss franc 0.682536 0677323 1  0.646074 0.641272 1
US dollar 0997990 0017852 | 0849427 0818063 i
Canadian dollar 0.646284 0.623558 i 0.428913 0.625821
Australion dallor 0.563472 0.553220 0.622975

0.591628




2003-2004

FINANCIAL INFORMATION
PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS

144

NOTE 3 - Reconciliation of the consclidated income statements between the published and pro forma Consclidated
Financial Statements for the year ended 31 March 2003 and the year ended 31 March 2004

DY Reconciliation between published consolidated income statement and pro forma consolideted
income stotement for the year ended 31 Morch 2003

Year ended Disposal of Disposal of Proforma  Year ended
31 March Industrial T&D sector  adjustments 31 March
2003 Turbines  {excluding Power 2003
(in € millionf o Published businesses Conversion) ¥ Pro forma
SALES 21,351 {1,268) {3,082) - 17,001
OF which products 16,374 {1,004) (2,632) - 12738
OF which services 4,977 {264} {450} - 4263
Cost of sales (19,187} 1,005 2,258 - 115,924)
Of which products {15,504} 828 1,889 - {12.787)
OF which services {3,683} 177 369 - 13,137)
Selling expenses {370 70 295 - (6035)
Research and development expenses (622) 53 106 - (463)
Administrative expenses {1,079 58 211 - {810}
OPERATING INCOME {LOSS) {507 (82) (212) - {801}
Other income {expense), net (555} 19 109 B {17) (444}
Other infangible assets amortisation (671 10 - - {57
EARNINGS BEFORE INTEREST AND TAX {1,129) {53) (103} (17} {1,302)
Financial income (expense), net (270} - 15 W57 {198}
PRE-TAX INCOME (LOSS) (1,399) {53) {88} 40 {1,500)
Income Yox [charge) credit 263 . 2] 5128) 256
Share in net income {loss) of equity investments 3 - - - 3
Minority interests {15 - 3 - {12)
Goedwill amortisation (284) 22 33 - [229)
NET INCOME (LOSS) (1,432) {371) (31) 12 {1,482}
Earnings per share in Euro
Basic (5.4) 0.1 0.1 - (5.6)
Diluted (5.4) (0.1} .1 - (5.6

{1} Effects of the deconsolidation at 1 April 2002 of the Indusirial Turbines businesses.

12) Effects of the deconsolidation at 1 April 2002 of the T&D sector, excluding the Power Conversion business.

{3) This net result on disposal is not representative of the net result that has been recorded when these aciivilies have effectively been deconsolidated.
The final net result on disposal differs according 10 the evolution of the net assets sold between the 1 April 2002 and the effective deconsolidotion daies,
ihe varigtions in currency rates and the additional costs incurred in these ransactions.

(4] The interest expenses for the fiscal yeor ended 31 Morch 2003 has been reduced by €57 million to take into account the estimated savings generated from the alfocation
of the € 1,415 million net proceeds from the disposal of the Industriol Turbines businesses and the T&D sector to the reimbursement of the net debt at 1 April 2002.

{5) The pro forma deferred tax charges adjusiments amount to € 28 million of which €8 million relate to the net result on disposals and € 20 milfion relate to the interest
expenses saved,
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B Reconciliation between gau?m ished conso xdu?ed income statements and pro forma conso :dcred
intome siatements for the yoar ended 31 March 2004

Year ended Disposal of Disposal of Proforma  Year ended

31 March Industrial T&D sector  adjustments 31 March

2004 Turbines  {excluding Power 2004

fin € milion) Published businesses ™ Conversion) 2 Pro forma
SALES 16,688 (264) (2,066) - 14,358
Of which products 12,786 {260) (1,777 - 10,749
Of which services 3,902 {4) [289) - 3,609
Cost of sales {14,304} 212 1,500 - 12,592
Of which products {11,353) 209 1,287 - [?.857)
OFf which services f2,951) 3 213 - {2,735}
Selling expenses {785) i3 208 - (564}
Research and development expenses (473) 7 78 - {388}
Adminisirative expenses (826 16 161 - 649}
OPERATING INCOME (LOSS) 300 (16) {(119) - 165
Other income [expense), net (1,1 7 84 N (1,014
OCther intangible assets amortisation - (60} 2 : - - {58)
EARNINGS BEFORE INTEREST AND TAX {871) 4] (35) é (907)
Financial income {expense], net {460) . 10 " 38 {412
PRE-TAX INCOME (LOSS) (1,331} # (25} 44 {1,319}
Income tax |charge] credit [251) - o) 5{5) {250}
Shore in net income {loss] of equity investments - - - -
Minority interests 2 - - - 2
Goodwill amortisation (256) 5 27 - (224}
NET INCOME (LOSS) (1,836} 2) 8 39 (1,791}

Earnings per share in Euro

Basic (4.1 . - 0.1 (4.0}
Diluted 4.1 - - 0.1 (4.0}

{1) Effects of the deconsclidation at 1 April 2002 of the Industria! Turbines businesses. Includes US activities, not sold ot 31 March 2004 and reported
in Corporote Sector in the Consolidated Financial Statements (Note 26) for the octivity carried out after August 2003.

{2} Effects of the decansolidation at | April 2002 of the T&D sector excluding the Power Conversion business. Excludes activities that were part of the T&D Sector
but which are excluded from the disposal of this sector.

{3} Canceliation of the actual net capital loss on disposals recorded at 31 mars 2004 in the Consolidated Finoncial Statements.

{4) The inferest expense for the year ended 31 March 2004 has been reduced by €38 million to take info account the esfimated savings generated from the oflocation
of the € 1,415 million net proceeds from disposal of the Industrial Turbines businesses and the T&D Secior 1o the reimbursement of the net debt ot 1 April 2002,

{5) Cancellation of deferred tax charge (€8 million) on the estimated capital gain at 31 March 2003 and deferred tax charge on interest expenses saved € 13 million;
see (4 above).
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. .{3) Reflects the escrow account of €125 million held by the buyer as pari of the disposal of the Industrial Turbines businesses.
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NOTE 4 - Reconciliation of the consolidated balance sheets between the published and the pro forma
Consolidated Financial Statements at 31 March 2003 and 31 March 2004

Y Reconciliotion between published consolidated balance sheet and pro forma conselidated
balance sheet ot 31 March 2003

Year ended Disposal of Disposal of Proforma  Year ended
31 Morch Industridl T&D sector  cdjustments 31 March
2003 Turbines  (excluding Power 2003
fin € million) Published businesses Conversion) % Pro forma
ASSETS
Goodwill, net 4,440 [379) [428) - 3,633
Other intangible assets, net 1,168 (164) - - 1,004
Property, plant and equipment, net 2,331 [146) 1328) - 1,857
Equity method invesiments and other invesiments, net 245 - - - 245
Other fixed assets, net 1,294 - (14) w125 1,405
Fixed assets, net 9,478 689} (770) 125 8,144
Deferred taxes 1,831 - {96) “ (28) 1,707
Inventories ond contracts in progress, net 4,608 {504) (569 - 3,535
Trade receivables, net 4,855 {292 819 238 3,982
Other accounts receivables, net 2,265 79 (139 146 2,193
Current assets 11,728 (875) (1,527 - 384 " 9,710
Short term investments 142 - - - 142
Cash and cash equivalents 1,628 {4} - - 1,624
TOTAL ASSETS 24,807 {1,568) (2,393) 481 21,327
LIABILITIES
Shareholders’ equity 758 (822) (948) 1,715 " 703
Minority interests 95 - (23} - 72
Provisions for risks and charges 3,698 (55) (223) - 3,420
Accrued pension and retirement benefits 972 (34) (113 - 825
Financial debt 6,331 (2) 17 “(1,234) 5,112
Deferred taxes 37 i - - 36
Customers’ depesits and advances 3,541 217 (227 - 3,097
Trade payables 4,629 {193) {338) - 4,098
Accrued contract costs and other payables 4,746 o [244) 1538) - 3,964
Current licbilities 12,916 {654) {1,103) - 11,159
TOTAL UABILITIES . 24,807 (1,568) (2,393) 481 21,327

{1} Reversal of the Industrial Tutbines businesses contribution at 31 March 2003.
[2) Reversal of the T&D sector contribution, excluding the Power conversion business, at 31 March 2003,

(4] Reflects the reduciion of deferred tax ossels on capital foss and interest saving on disposafs.
(5) Reflects the selling price on disposals not yet paid by the acquirers.
(&} Reflects.
- the net proceeds from the disposal of the Industrial Turbines businesses and the T&D sector fexcluding the Power Conversion business) which reduced the debt
by €1,415 million,
- the estimated inferest expenses saved which reduced the debt by €57 million,
- the reimbursement of ihe outstanding amount of sale of rade receivables of the disposed aclivities at 1 April 2002 which increased the debt by € 238 million.
{7] The reconcifiation of the shareholders’ equity between the published and pro forma Consolidated Financial Statements at 31 March 2003 is the following:

- Published shareholders’ equity at 31 March 2003 758
- Cancellation of the net income of the T&D Sector

(excluding Power Conversion} and Industrial Turbines businesses {62]
- Recognition of the estimated result on disposal, net of tax effects and related costs {25)
- Recognition of the estimoted interest savings, net of tax effects 37
- Change in currency honslation odjustment 15)
Pro forma shareholders’ equity at 31 March 2003 703
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B Reconciliation between the published consolidated balance sheet and the pro forma consclidated
balance sheet ot 31 March 2004
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Year ended Disposal of Disposal of Proforma  Year ended
31 March Industrial T&D sector  adjustments 31 March
2004 Turbines  |excluding Power 2004
fin € million) Published businesses " Conversion) @ Pro forma
ASSETS
~ Goodwill, net 3,424 - - - 3,424
Other infangible assets, net 856 . - - 956
Property, plont and equipment, net 1,569 (8] (6} - 1,555
Equity method investiments and other investments, net 160 - - - 160
Other fixed assets, net 1,217 - - - 1,217
Fixed assefs, net 7,326 (8) {6) - 7,312
Deferred taxes 1,561 - - = (33) 1,528
Inventories and confrocts in progress, net 2,887 (15) (13) - 2,859
Trade receivables, net 3,462 {15) {43} - 3,404
Other accounts receivables, net 2,022 - i7) [25) 1,990
Current assets 8,371 (30) (63) (25) 8,253
" Short term investments 39 - ' - - 39
Cash and cash equivalents 1427 - 4 - 1423
TOTAL ASSETS 18,724 [38) 73) {58) 18,555
LIABILTIES
- Shareholders’ equity 29 {20) (29} 59 ® 39
Minority interests 68 - i - 67
Bonds reimbursable with shares 152 - - - 152
Provisions for risks and charges 3,489 (n {4} - 3,484
Accrued pension and refirement benefits 842 - - - 842
Financial debt 4372 - - “ (95) 4,277
Deferred taxes 30 - - - 30
Customers’ deposits and advances 2,714 {n (8} - 2,705
Trade payables 3,130 (1) (23) - 3,096
Accrued contract costs and other payables 3,898 (5) (8) (22} 3,863
Current liabilities 9,742 17) {39} {22) 9,664
TOTAL LIABILITIES 18,724 (38) (73] (58) 18,555

{1} including US activities not deconsolidoted in the Consolidated Financial Statemenis ot 31 March 2004,
{2).Including minor activities not deconsolidated in the Consolidated Finoncial Statements at 31 March 2004.
{3} Reflects the reduction of deferred lax ossets relating 1o the interest savings on nei proceeds in fiscal years 2003 and 2004.
{4} Reflects the lotol of interest savings during fiscal years 2003 and 2004.
(5) The reconciliation of the shareholders” equity between published and pro forma Consolidated Financial Statements at 31 March 2004 is the following:
- Published shareholders’ equity at 31 March 2004 29
- Cancellation. of net income {loss} from the T&D Secior fexcluding Power Conversion)
and Industrial Turbines businesses (€62} at 31 March 2003

ond €6 million at 31 March 2004) : 156)
- Recognition of the estimated interest savings, net of tox effecl.

(€95 of interests and €(33) million of tax effects} 62
- Difference between the estimated loss on disposals net of tox and reloted costs

(€17 million} and the final loss recorded at 31 March 2004 (€6 million} (11
- Change in currency translation adjustment 15
Pro forma shareholders’ equity at 31 March 2004 39
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NOTE 5 - Reconciliation of the consolidated statements of cash flows between the published and
the pro forma Consolidated Financial Statements for the yeor ended 31 March 2003 and

the year ended 31 March 2004

B Reconciliotion berween the published consclidated statement of cash Hows and the pro forma

consclidated statement of cash fows for the year ended 31 March 2003

Year ended Disposal of Disposal of Proforma  Year ended
31 Morch Industrial T&D sector  adjustments 31 March
2003 Turbines  [excluding Power 2003
fin € million) Published businesses Conversion) ? Pro forma
Net income {loss) 1,432) {31) {31) By2 (1,482)
Mincrity interests 15 - {3) 12
Depreciation and amortisation 754 {57) 23] 604
Changes in provision for pension and retirement benefits, net 22 {4) (3 - 15
Net {gain] loss on disposal of fixed assets and investments (19} i (21 w7 (22
Share in net income (loss} of equity investees
{net of dividends received} {3 - (3
Changes in deferred tax 424) - 10 828 {386)
Net income after elimination of non cash items {1,087 {91) {141) 57 {1,262)
Decrease (increase) in inventories and contracts
in progress, net 415 - (74) 341
Decrease [increase) in irade and other receivables, net 650 127) (40) - 583
Increose {decrease) in sale of trode receivables, net 661) 66 [olo) “1(238) (767)
Increase |decrease] in contract reloted provisions 160 } 48 - 209
Increase [decrease) in other provisions 149 - h (50}
Increase [decrease] in restruchuring provisions (29) {t 12 {18}
Increase {decrease] in customers’ deposits ond advances (98] 77 20 {1
Increase (decrease] in frade and other payables,
cccrued contract costs ond accrued expenses 162 (34) 48 - 176
Changes in net working capital 550 82 79 (238} 473
Net cash provided by (used in] operating adtivities (537) 9} {62) “(181) {789}
Proceeds from disposals of property, plont and equipment 252 (16) (8) - 228
Capital expenditures 410 24 61 {325)
Decrease lincrease) in other fixed assets, net {53) - 5 [50)
Cosh expenditures for acquisition of invesiments,
net of net cash acquired [166) |7) {173)
Cash proceeds from sale of investments, net of nel cosh sold 38 - {5) 1,415 1 448
Net cash provided by (used in) investing activities (341) 8 46 51,415 1128
Capital increase 622 - - - 622
Dividends paid including minorities {1 - {0}
Net cash provided by {used in] financing acfivities 621 - - - 621
Net effect of exchange rate 41 - (10 (51}
QOther changes (464] (1] 9 - 1456)
Decrease {increase) in net debt (762) 2) (17) 1,234 453
Net debt at the beginning of the period (3,799 - - - (3,799)
Net debt ot the end of the period {4,561) {2) (17) 1,234 (3,346)

{1} Effects of the deconsolidation ot | April 2002 of the Industrial Turbines businesses.
{2) Effects of the deconsolidation o1 1 April 2002 of the T&D sector excluding the Power Conversion business.
13} See Note 3 (af of the pro forma Consolidated Financial Statements.

t4) The net cash used in operaling activities reflects the estimated intetest savings of €57 million, decreased by the reimbursement of the outstanding amount

of sale of rode receivables of the disposed activities at 1 Aprif 2002 for €238 miflion

(5] The net cash provided by investing activities reflects the net proceeds from the disposal of the Industrial Turbines business and the T&D secior

fexcluding the Pawer Conversion business) for € 1,415 million, net of related costs.
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Yecr ended Disposal of Disposal of Proforma  Yeor ended
31 March Industrial T&D sector  adjustments 31 March
2004 Turbines  (excluding Power 2004
fin € million) Published businesses Conversion) Pro forma
Net income (loss} (1,836} (2) 8 @39 (1,791)
Minority interests 2] - - - 12}
Depreciaticn and amortisation 726 {12) [635) 649
Changes in provision for pension ond refirement benefits, net 85 - |5) - 80
Net (gain) loss on disposal of fixed assets and investments 1175) - 1 B (6) (180)
Share in net income {loss] of equity investees
{net of dividends received) - - - - -
Changes in deferred tox 149 - 3 a5 157
Net income after elimination of non cash items (1,053) (14) {58} 38 (1,087)
Decrease |increase] in inventories and contracts
in progress, net 389 12} 119} 368
Decrecse (increase) in frade and other receivables, net 770 148 135 1,053
Increase (decrease) in sale of trade receivables, net (267) - 11¢ {148}
Increase [decrease} in contract related provisions (295) 15) 26 [274)
Increose [decrease] in oiher provisions 113 - 8 121
Increase [decrease) in restruchuring provisions 271 - 14 285
Increase {decrease] in customers’ deposits and advances {1} (14} (146 (161
Increase {decrease] in frade and other payables,
accrued confract costs and accrued expenses {985) (57) 63 (979)
Changes in net working capital (5) 70 200 - 265
Net cash provided by (used in) operating activities {1,058) 56 142 “ 38 (822)
Proceeds from disposals of property, plont and equipment 244 - 8] . 236
Capitol expenditures [254) : i 47 (206)
Decrease |increase] in other fixed assets, net 125 - 125
Cash expenditures for acquisition of investments,
net of net cash acquired (8) - 3 - 15)
Cash proceeds from sole of investments, net of net cash sold 1,454 - - (1.415] 39
Net cash provided by (used in) investing activities 1,561 i 42 @ (1,415) 189
Capilal increase 1,024 - - 1,024
Bonds reimbursable with share 152 152
Dividends paid including mincrities {3 - 1 (2)
Net cash provided by (used in} financing activities 1,173 - 1 - 1,174
Net effect of exchange rate 7] {4) () - {20)
Other changes {14 {(51) {163} “ 7238 10
Decrease [increase) in net debt 1,655 2 13 (1,139) 531
Net debt at the beginning of the period ' {4,561) (2) 17 1,234 (3,346)
Net debt at the end of the period " (2,906) - {4) 95 (2,815}
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B Reconciliation between the published consolidated statement of cash flows and the pro forma

consolidated statement of cash flows for the year ended 31 March 2004

{1} Effects of the deconsolidation ot 1 April 2002 of the Industrial Turbines businesses.

12) Effects of the deconsolidation at 1 April 2002 of the T&D sector excluding the Power Conversion business.

{3} See Note 3 (b} of the pro forma Consolidated Finoncial Stotements.

[4) Reflects the estimated inferest savings of the period.

{5) Reversal of procesd of disposals already booked in fiscal year ended 31 March 2003.

{6] Reversal of the adjusiment of the reimbursement of the programmes of sale of rade receivables anticipated at 31 March 2003.
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NOTE 6 - Pro forma off balance sheet commitments and other obligations

A Off balance sheer commitments

b AT 31 MARCH 2003 |
fin € million] Published Pro forma Published Pro formo !
Guarantees related o contracts @ 9,465 3039 8,169 8,169
Guarentees related o Vendor financing @ 749 745 E 640 640 i
Discounted notes receivable 11 11 6 6
Commitments to purchase fixed assels 7 3 W - - U
Other guarantees Q4 88 £ 43 43 ‘
Total 10,326 9,886 8,858 ‘

@) Guarantees related to contracts

In accordance with industry practice guarantees of performance
under coniracts with customers and under offers on tenders are given.

Such guarantees can, in the normal course, extend from the tender
period until the final acceptance by the customer, and the end of the
warranly period and may include guarantees on project completion,
of confract specific defined performance criteria or plant ovailability.

The guarantees are provided by barks or surety companies by way
of performance bonds, surety bonds and letters of credit and are
normally for defined amounts and periods.

The Group provides a counter indemnity to the bank or surely company.
The projects for which the guarantees are given are regularly reviewed

by menagement and when it becomes probable that payments

B Copitol and opersiing lecse obligations

pursuant to performance guaraniees will require to be made accruals
are recorded in the Consclidated Financial Statement at that fime.

Guarantees given by parent or group companies relating to liabilifies
included in the consolidaled accounts are net included.

@ Vendor financing

The Group hos provided financial support, referred to as vendor
finaneing, to financial institutions and granted financing to certain
purchasers of its cruise-ships for ship-building contracts signed up fo
fiscal year 1999 and other equipment.

The total “vendor financing” is not significantly impacted by the
disposal of the T&D sector fexcluding the Power Conversion business]
and the Industrial Turbines businesses.

B AT 31 MARCH 2003 2004

fin € million) Published Pro forma Published Proforma I
long term rental @ 667 667 683 683 1
Capital lease obligations @ 278 230 3 237 237 i
Operating leases ® 534 446 3 430 430
Total of future payments 1,479 1,343 1,350

(@ long term rental

Pursuant to a contract signed in 1995 with @ major European metro
operator, the Group has sold 103 trains and associated equipment
to two leasing entities. These entities have entered into cn agree-
ment by which the Group lecses back the trains and assecialed

1,350

equipment from the lessors for @ period of 30 years. The frains are
made available for use by the mefro operator for an initial peried of
20 years, extendible at the option of the operator for a further ten
year period. The frains are being maintained and serviced by the
Group.




FINANCIAL INFORMATION
PRO FORMA CONSOLIDATED FINANCIAL STATEMENTS

2003-2004

W

These commitments are in respect of the full lease period and are covered by payments due to the Group from the metro operator.

If this lease was copilalised it would increase longderm assets and longterm debt by €667 million and €683 million ot 31 March 2003 and
31 March 2004, respectively.

@ Capital leases

If capitat leases hed been capitalised, it would have hed the following effects on the consolidated balance sheets:

B AT 31 MARCH 2003 3
{in € milion) Published Pro forma " Published Proforma |
Increase of fixed assets, net 212 182 i 205 205 0
Increase of fong term financial debt 216 186 i 200 200 i
Increase |decrease) in shareholders’ equity {4) {4) l 5 5

3 Operating leases

Rent expense was €110 million and €87 million for the published financial statements of fiscal yedr ended 31 March 2003 and fiscal year
ended 31 March 2004, respectively.

Rent expense was €65 million and €78 million for the pro forma financial statements of fiscal year ended 31 March 2003 and fiscal year
ended 31 March 2004, respectively.

A number of these operating leases have renewal options.
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STATUTORY ACCOUNTS
INDEPENDENT AUDITORS' GENERAL REPORT

Year ended 31 March 2004

[Free translotion of a French language original prepared for convenience
purpose only. Accounting principles and ouditing standards and their
application in practice vary from one couniry to another. The accompanying
financicl statements ore not infended 1o present the financiol position, results
of operations and cash flows in accordonce with accounting principles and
practices generally accepted in countries other than France. In addition,

the procedures and practices followed by the statutory auditors in France
with respect to such financial statements included in a prospecius may differ
from those generally accepted and applied by audilors in other countries.
Accordingly, the French financial statements and the auditors’ report

- of which o tronslation is presented in this document for convenience

only - are for use by those knowledgeable about French accounting
procedures, auditing standards and their application in practice/.

We draw your oftention to the new requirement under the French Financial
Security Act of 1 August 2003 that auditors must explain their assessments in
their reports on the financial siolements of all French companies. Such
explanations, that have no equivalent in other financial markets, are required
for ofl reports, whether or not qualified.

To the sharehclders of ALSTOM,

In occordonce with our appoiniment as independent auditors by
your Annual General Meeting, we hereby report to you, for the
year ended 31 March 2004 on:

- the audit of the accompanying financial statements of ALSTOM,
established in euros,

- the justification of our assessments,

- the specific procedures and disclosures required by law.

" These financial statements have been approved by the Board: of

Directors. Qur role is to express an opinion on these financial
statements, based cn our audit,

1 - Opinion on the Financial Statements

We conducted our oudit in occordance with professional stan-
dords applicable in France. Those standards require that we plon
and perform our audit to obtain reasonable assurance about
whether the financial siatements ore free of material misstatement.
An audit includes examining, on ¢ fest basis, evidence supporting
the amounts and disclosures in the financicl statements. An audit

also includes assessing the accounting principles used and signif
icant estimates made by management, as well os evaluating the
overall financial statement presentation. We believe that our audit
provides a reascnable basis for our opinion.

In our opinion, the financial stotements give a tue ond fair view
of the financicl position and the assets and liabilities of the
Company as at 31 March 2004, ard the results of its operations
for the year then ended in accordance with French accounting
principles.

Without qualifying our opinion, we draw your attention to the foct
that the statutory financial statements have been prepared assum-
ing that ALSTOM will continue as a going concern. ALSTOM has
incurred significant losses and a high level of indebtedness as @
result of which its ability to meet ifs financial needs depends on
the successful outcome of the negotiations currently on-going with
its main banks and on the obtention of approvals of the European
Commission as described in Note 1- Basis of preparation of the
statutory accounts. The copacity of ALSTOM fo continue fo have
access lo bonding focilities, which is necessary to oblain new
orders, is also conditional on the favorable outcome of those
negofiations as described in the Note 1. We also draw attention
on the fact that, as described in the Notes 1 and G.b, the
ALSTOM banks have suspended unfil 30 September 2004 the
covenants related to existing credit lines, pending the outcome of
current negotiations. The statutory financial stofements do net
include any odijustments to assets and liabilities that may possibly
result from @ negative outcome o the uncertainty related to going
concern arising through the matters described above.

1l - Justification of our assessments

In accordance with the requirements of article L.225-235 of the
French Company low [Code de Commerce) relating to the justifi-
cotion of our assessments, introduced by the Financial Securities
Act of 1 August 2003 and which came into effect for he first fime
this year, we bring fo your cttention the following:

As indicated in the Notes to the financial statements, the valuation
of investments can lead to the recognition of a provision when the
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value in use, determined though a number of valuation methods,
is lower than the book value, or when the conjunction of a num-
ber of factors triggers the necessity of an impairment test {Note 2b
~ Summary of accounting policies ~ “Invesiments and advances’).

We have taken nofe of the assumptions and the methodalogy
used to perform the impairment test as described in Note 2 -
Balance sheel — "Financial Assets” and the repors prepared by o
third party valuer and used by your Company to assess the enter-
prise value of the ALSTOM Group, as well as the value in use of
investments and related accounts held by Alstom Holdings, since
Alstom Holdings holds directly or indirectly ol the subsidiaries
within the Group. In addition, we have compared the data used
by the valuer with ALSTOM's forecasts.

The assessments were made in the context of our audit of the
financial statements, taken as a whole, and therefore contributed
fo the formation of the unquadlified opinion expressed in the first
part of this report.

1l - Specific Procedures and Disclosures

We have also performed the other procedures required by law,
in accordance with professional standards applicable in France.

We have no comment o make as to the fair presentation and con-
sistency with the financial statements of the information given in the
management report of the Beard of Directors and in the docu-
ments addressed to the shareholders with respect to the financial
position and the financial statements.

In accordance with the law, we verified that all the information
relating to share invesiments, controlling interests and the identity
of the shareholders has been included in the Director’s report.

We inform you that, because of losses incurred, the shareholders’
equity of your Company is, as at 31 March 2004, below half of
the share capital. In conformity with the article L. 225- 248 of the
French "Code de Commerce”, on exiroordinary shareholders'
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meeting must be held, at the latest four months dfter the approval
of the financial statements, in crder to vote on the dissolution of
your Company. {f such resolufion is not voted, we inform you that
your company will have fo reconstitute its shareholders’ equity at
a level at least equal to half of the share capital before 31 March
2007.

Neuilly-surSeine, 26 May 2004

The Independent Auditors

BARBIER FRINAULT & AUTRES  DELONTE TOUCHE TOHMATSU
ERNST & YOUNG

Gilles Puissochet Alan Glen
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SPECIAL REPORT OF THE INDEPENDENT AUDITORS
ON CERTAIN RELATED PARTY TRANSACTIONS

Year ended 31 March 2004

{Free sranslotion of o French longuoge originol prepored for convenience
purpose only. Accounting principles and auditing standards ond their
application in praclice vary from one country to another. The accompanying
financial statements are nof infended to present the financial position, results
of operations ond cosh flows in accordonce with accounting principles ond
practices generally accepted in countries other than France. In addition,

the procedures and practices followed by the stalutory cudilors in Fronce
with respect fo such financial siatements included in a prospectus may differ
from those generally accepied and applied by auditors in other countries.
Accordingly, the French finoncia! statements and the auditors’ report

- of which o tronslation is presented in ihis document for convenience

only - are for use by those knowledgeable about French accounting
procedures, auditing standards and their application in practice.

To the Shareholders of ALSTOM,

in our capacity as auditors to your Company, we hereby report
on cerfain contractual agreements with certain related parties of
which we have been advised. We are not required to ascerfain
whether such agreements exist.

We hereby inform you that we have not had been notified of any
agreements covered by article L. 225-38 of French Company
law {Code de Commerce).

Neuilly-sur-Seine, 26 May 2004
The Independent Auditors
BARBIER FRINAULT & AUTRES  DELOITTE TOUCHE TOHMATSU

ERNST & YOUNG
Gilles Puissochet Alan Glen
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INCOME STATEMENT

B YEAR ENDED 31 MARCH
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(in € million] Note 2002 2003
TOTAL SALES - .
Release of provisions and depreciation i
Cther operating income Q4.4 92.1 685 ¢
Total Operating Income {I) 94.4 92,1 5 685
Cther supplies purchased and external expenses 39.6 29.1 s 739
Toxes and duties 0.7 0.4 } 0.4
Depreciation and Provisions for risks and charges 19 . o 2.6
Other operating expenses 0.3 04 i 04 |
Total Operating Expenses (ll) 42.5 29.9 I 773 ¢
OPERATING INCOME {1 - 1f) 51.9 62.2 i 8.8] #
Dividends received 155.6 - i -
Other interest income and related income 88.0 220.7 , 3300 0
Foreign exchange gains - - 5 0.1 [
Total Financial Income {Iil 243.6 2297 | 330.1
Depreciation and provisions 35 7 580.0 © 14453
Interest expenses ond reloted expenses 238.2 212.8 g 2821 .
Foreign exchange losses - - i 01 I
Total Financial Expenses {IV) 241.7 7,792.8 017275
Financial income {ill - V) 1.9 7563.1) 1 (1,397.4) !
OPERATING INCOME AFTER FINANCING (1- Il + Il - V) {1} 53.8 (7,500.9) (1,406.2) -
i
2
NON RECURRING INCOME (V) 2) 0.1 - 285 |
Current income tax {Vl) {3) (36.9) {26.8) (36.6]
Total Income {1 +1ll + V) 338.1 321.8 4271
Total Expenses (Il + [V + V| 247.3 (7,7959) . (1,768.2) -
INET RESULT 90.8 {7,A74.1} {1,341.1)

A

St i ]
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BALANCE SHEET

B> NET VALUE AT 31 MARCH . ;;.".'“,.E:.;i’;??’1;,?;5?;,.“.‘

fin € milion] Note 2002 2003 2004
ASSETS
FIXED ASSETS : ‘
Intangible fixed assets (m 1.7 1.7 ¢ 7.2
Financial assets (2) :

Invesiments (Net) 6,553.5 0.0 0.0
Advanced to subsidiary (Nef] 4,6239 4,847.9 S 3,674.4
Total Fixed Assets {I) 11,1791 4,849.6 b 3,681.6
CURRENT ASSETS L

Other receivables {3) 658.5 11.8 J:

Cash 4 77.7 6.6

Prepaid expenses 15) 12.2 : 274

Total Current Assets (1l) 748.4 45.8

TOTAL ASSETS (1 + 1)) 11,927.5 4,895.4
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b INET VALUE AT 31 MARCH S R
(in € miflion) Note 2002 2003 b 2004
SHAREHOLDERS' EQUITY, PROVISIONS AND LIABILITIES
SHAREHOLDERS' EQUITY i
Share copital 16) 1,292.3 1,690.0 S01,3208 -
Copital surplus 5,530.4 57472 552
Reserves i
legal reserves 130.3 1303 &
Non distributable reserves 20.9 20.9 i -
Retained earnings 142.9 2337 (4.0
Net result for the current year 30.8 7,474} P340 ks
Interim dividend - - -
Net shareholders’ equity (I 7,207.6 348.0 309
OTHER SHAREHOLDERS EQUITY g
Bonds reimbursable with shares {7 - 153.2
Undated subordinaled notes {8) 250.0 -
Total other shareholders’ equity (1) 250.0 153.2 ©
PROVISIONS for RISKS and CHARGES i
Provision for risks 1.9 1.9 19 1
Total Provision (lli} 1.9 19 U 19
LIABILITIES 91110} y
Bonds issued 1,226.8 1,226.8 . 6721 i
Borowings 2,187.1 3,204.8 29206 -
Ciher financial debt 1,001.5 85.1 ‘, -
Trade poycbles 10.4 21.0 ! 326
Tox, socia! securlty debts 40.4 7.6 ] 0.5
Other payables and accrued expenses 1.8 0.2 - b
Total liabilities [IV) 4,468.0 4,545.5 36258 |
TOTAL SHAREHOLDERS' EQUITY, PROVISIONS ¥
AND LIABILITIES {I + 11 + Il + V) 11,927.5 48954

038118




2003-2004

158

FINANCIAL INFORMATION
STATUTORY ACCOUNTS |

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 - Basis of preparation

ALSTOM (the Company) is a “société anonyme” organised under

the laws of France ond preperes its financicl statements using,

accounting principles generally accepted in France.

The Company, in preparing the financial statements has token into
account the matiers set out hereafter:

s The Financing Package negotiated in September 2003
resulted in a new set of financial covenants which are set
out in Note 9.

As at 31 March 2004, the Group would have failed to
comply with those covenants related to “consolidated net
worth” and “EBITDA".

Accordingly, the Group obtained agreement from its lenders
to suspend the covenants it had previously negetiated until
30 September 2004.

The Group cbtained bonding and guarantee facilities

as a result of the Financing Package agreed in
September 2003 of £3 500 million, of which 65% was
guaranteed by the Republic of France. This facility was
sufficient fo meet approximately one vear of orders and is
now expected to be used during the summer 2004.

The Group hos entered into discussions with ceriain

of its main banks to secure access to contract bonding
and guarantee faciliies.

The approval of the European Commission for the Financing
Package announced on 22 September 2003 remains
outstanding.

o

L3

Having considered the matters set out above, the Company has
concluded the applicability of the fundamental accounting principles,
including the going congem, cutoff between accounting periods
and consistency of accounting principle is the appropriate basis of
preparation for these financicl stotements on the assumption that it
will be able to:

¢ secure confract bonding and guarantee facilifies to meet
its normal business activity;

< successfully negotiate new covenants with its lenders;

¢ obtain all necessary approvals from the European Commissicon;

# generale operating income and cash flow sufficient to respect
covenants or waivers being granted, thus ensuring continued
avallability of debt financing.

NOTE 2 - Summary of accounting policies

O Summary of accounting policies

The accounts.cs of 31 March 2004 have been prepared in accor
dance with the provisions of the French law dated 30 April 1983,
pursuant to French decree dated 29 November 1983 and of the
French General Accounting Rules 1999 as described by French
CRC regulation 9903 dated 21 September 1999.

O invesiments and advances

Investments are recorded at direct acquisifion cost. Any additional
cosfs are recorded as expenses to be amortised over a fiveyear
period.

When the valuation of the investment and advances s lower than
the book value, @ provision is recorded fo cover the difference. The
year end valuation is made on the basis of current use value defined
as the value of the investment to the Compeny employing o
number of valuation methods, including return on assets, foir value
ond other methods, as oppropriate.
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[ Capital increase

Share capital is recorded at the nominal share price. If a difference
exists with the effective cash received this difference is recorded
in Capital surplus line [shares premium minus cosls). In the case of
no share premium exists, cosis are recorded as intangible fixed
assefs which are amorfised over a period of five years.

I Berrowings

Borrowings are recorded at the nominal value. Borrowings costs are
recorded as expenses o be amortised over the duration of the
borrowings {five years maximum).

" @ Exchange operations

There were no specific foreign exchange operations during fiscal
year 2003-2004 other thon in the ordinary course of business.

B Fincncial insfroment
Financial instruments (swops) are used to cover interest rate risks on
bonds and other longterm debt.

B Tox consolidation
The Company is the leader of the French Tox group in France, and
any tax savings are recorded in its books.

NOTE 3 - Main events

The share copital has been increased during the period (see Note 6
to the Balance Sheet] ofter it had been reduced according the
extracrdinary shareholders meeting held on the 2+ july 2003
motivated by losses during the fiscal year 2002/2003.

Advonces to ALSTOM Holdings have been depreciated during
this year by £1,400 million reflecting the modification of the Croup
valuation according fo its consolidoted shareholders equity.

FINANCIAL INFORMATION
STATUTORY ACCOUNTS




2003-2004

160

NOTE 1 - Intangible fixed assets

Intongible fixed assets include costs related to the capital increcse
done at the nominal share price. These costs are amortised over a
duration of five years. Amortisation is recorded af operating level.
o Gross amount : €6.9 Million
s Net amount  : €5.5 Million

NOTE 2 - Financial Assets

ALSTOM Holdings is the only subsidiary of ALSTOM. It owns all
operating entities of the group. Gross financial assets that correspond
to the shares of ALSTOM Heldings amount to €6,553.5 million and
ALSTOM Holdings' advances of €6,094.6 million, including
£46.9 million as accrued inferest.

£7 573.7 million provision had been recorded last year relating to
the investment (€6,553.5 million} and ALSTOM Holdings' advance
of €1,020.2 million (see lost year accounts note 1 to the balance
sheetl,

£1,400.0 million provision has been recorded relating to ALSTOM
Holdings' advance.

The writedown of ALSTOM Heldings' shares and cdvances made
to ALSTOM Holdings follows an impairment test, the necessity for
which was friggered by the conjunction of o number of factors
including the following:

= significant continuous reduction of ALSTOM ‘s share price
during fiscal year 2002/03 and 2003/04;

» losses during the previous year 2002/03 of €1.43 billion
suffered by subsidicries in conneclion with additiona!
provisions, including the GT24/GT26 gas turbines issues.

s fosses during the year 2003/04 of €1.84 billion suffered
by ALSTOM group due to high financial loss, low level
of operating income, costs of restructuring operations and
valuation allowances ogainst deferred tax assets.

A valuation was performed combining internal and external valuation
studies of the Group. The methodology aimed of measuring the enter-
prise value of the Group through consolidated discounted cash flows

fram which consolidated financial debt, pensions provisions, unrecog-

nised actuarial net losses and consolidated financial debt of specicl
purpose vehicles in which the Group has some interest have been

deducted.

FINANCIAL INFORMATION
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Discounted cash flows were derived from the ALSTOM Three Year Plan
to cbtain a tenwyear projeciion to which an estimated residual value

has been added.

Such evalustion of the ALSTOM Group approximotes the volue in use
of ALSTOM Holdings' investments ant ifs advances, the Company’s
only subsidiary, which owns all operating subsidiaries of the Group.

NOTE 3 - Other Receivables

Other Receivables are due within one year:

Gross value Affiliated
fin € miflion) os 31 Morch 2004 ' corporations
Trade receivables 0.8 0.8
Other receivables 49.4 27.4

50.2 28.2

Main significant amounts in Other receivables concern:

» £20.8 million due from Areva T&D {part of the sale of patents
and marks|;

= €26.1 million due from French units referring the French tox
Group; and

> £1.3 million as Alstom Heldings’ current account.

NOTE 4 - Cosh

Income receivables and related expenses on swap operations
were bocked in cash as of 31 March 2003 of £6.6 million have
been included less accrued interest in the underlying borrowings
of €3.9 million at the end of March 2004,
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NOTE 5 - Prepaid expenses
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Gross value Amortisation Net value i
fin € million) during the year 3 31 Morch 2004 =
Charges to be amortized I ;
March 2003 existed bonds and borrowings 55.7 39.0 3 77 L
Bonds reimbursable with shares 6.2 0.3 59 =
New borrowings 554 5.5 499 1
Subordinated debts 78 0.4 75 i
Prepaid expenses i
Insurance 00 i
Total 80.0

e e S R

Charges to be amortised cover bonds and borrowings’ costs amertised over the duration on the borrowings five years maxi).
The amoriisation charge for the year ended March 2005 is estimaled to €16.5 million.

NOTE 6 — Shareholders’ equity

Share Capital

As of 31 March 2004, ALSTOM's share capital amounted to
£€1,320,821,965 consisling of 1,056,657,572 shares, with a
nominal value of €1.25 per share, all of the same class and fully
paid up.

The Ordinary ond Extraordinary General Meeting of 2 July 2003
opproved a share capital decrease mofivated by losses, from
£1,689,963,13810€352,075,653.75 redlised by reduction of
the nominal value of the shares from €610 €1,25.

Within the framework of the implementation of the financing agree-
ment with the bonks of the Group end the Republic of Fronce signed
in September 2003, the Chairman and Chief Executive Officer, using
the powers delegated to him by the Board of Directors acting
pursuant fo the authorisation given by the General Meeting of
18 Nevember 2003, decided on the same day:

through the issue of 239,933,033 shares, at an fssue price
of €1.25 per share which subscription has been reserved
to ceriain financial instiutions and completed on
20 November 2003;

< 1o dllocate, free of charge, fo all the Company’s shareholders,
warrants giving right to purchase the 239,933,033 shares
subscribed by the financidl insfitufions, and

© 1o issue subordinated bonds reimbursable into shares
with maintenance of the preferential subscription rights
for an amount of €901,313,660.80 which may lead to
the issue of @ maximum of 643,795,472 new shares
{before adjustments). This issue has been complefed
on 23 December 2003.

As of 31 March 2004, 535,064,016 subordinated bonds
reimbursable have been reimbursed in shares representing 83.11%
of the issue and resulted in the creation of 535,064,016 new
shares.

Number Per value

Existing shares at beginning of year 281,660,523 €6.00

Share capital decrease realised by reduction of the nominal value €1.25
Shares issued

- Capital increase 239,933,033 £1.25

- Reimbursements of bonds 535,064,016 €1.25

Existing shares af year end 1,056,657,572 €1.25

No dividend hes been distributed for this fiscal year.
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CHANGES IN SHAREHOLDER’S EQUITY
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As of

Asof  Shareholders Meeting held Other
fin€ million) 31 March 2003 2 July 2003 Enfries - 31 March 2004
Capilal ' 1,690.0 {1,338.0} 9688 = 1,3208 *
Capital surplus 5,747.2 5,747.2) 552 - 55.2
legal reserves 130.3 {130.3) - -
Non distribuable reserves 20.9 {20.9) -
Retoined eamings 2337 (237.7) 14.0)
Net result [7.474.1) 74741 11,341.1) {1,341.1)
Net equity 348.0 0 (317.1) 30.9

 Other entries concern:

» the result of the capital increase of €299.9 million;

AT SR T T

= the result, net of related costs, of the conversion of bends reimbursable with shares of €724.1 million {included £€55.2 million

in capital surplus); and
» the loss of the period of €{1,341.1) million.

NOTE 7 - Bonds reimbursable with shares

643,795,472 bonds reimbursable with shares were created in
December 2003 having a nominal value of €1.40. Interest rate is 2%.
As of 31 March 2004 535,064,016 bonds were converted into
535,064,016 shares having a per volue of €1.25. Share premium
minus costs are recorded as capital surplus.

Bonds reimbursable with shares amount €153.2 million:

o £152.2 million detailed by 108,731,456 bonds having
a per value of €1.40;

s £1.0 million as accrued interests payable as of
31 December 2005.

NOTE 9 - Liabilities

Amount as of

NOTE 8 - Undated subordinated notes

ALSTOM issued, in September 2000, €250 million Auction Rate
Coupon Undated Subordinated Notes.

As port of the negotiction with the banks which took place in
March 2003, the Undated Subordinated Notes, that had been
privately placed with o group of banks, have been amended and
are now redeemable on 29 Sepfember 2006. They have however
kept their subordinated nature.

Therefore this instrument has been re<lassified as longterm debt and
are included in borrowings (see Note @ below).

IR TR AN

Within One to More than
fin € million) 31 March 2004 one year five years five years
Financial debt
Bonds issued 672.1 221 650.0 -
Borrowings 2,920.6 159 2,404.7 5000
Other financicl debt - - - -
Trade creditors and related accounts 326 8.0 24.6 -
Tax, social security debts fl 0.5 | 0.5 - -
Other liabilities - - . -
Total - 3,625.8 46.5 3,079.3 500.0
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O Bonds

On July 26, 1999, the Company issued bonds for a principal
amount of €650 million with @ 7 year maturity, listed on the Paris
ond Luxembourg Stock Exchange, bearing a 5% coupon and to be
redeemed at par on 26 July 20006,

This bond issue, nominal value of £650 million, of which €320 million

B Borrowings
Borrowings of £2,920.6 million include:

At March 31,
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was swapped from fixed to floating rate at 31 March 2004.
€22.1 million related to accrued interest.

The €550 million of bonds issued on & February 2001, listed on
the luxembourg Stock Exchange, was repaid on due date on
6 February 2004,

At March 31,

Average
fin € million) 2003 2004 interest rate
Syndicated loans 2,626.3 721.5 Euribor 6 months

+200%
1,2000 =« Euribor 1 month
b 5 + 3%
e " £ + 1.5 % deferred
CNCEP 200.0 2000 ¢ Euribor 3 months
+2.00%
Subordinated bonds reimbursable with shares 300.0 Fixed 2% till EC
(TSDDRA] -l decision
5 [see below)
Subordinated long term bonds {1 5yeor moturity) 200.0 Euribor 1 Yeor
i +5%
I [see below]
CRCA Mutuelle Charente Périgord 33.2 332 i Fixed 5.63%
Subordinoted notes 250.0 2500 & Euribor 6 months
b +120%
Cther bilateral loans 75.0 : iy
Accrued interest 20.3 b 159 i
3,204.8 i s

2,920.6

Syndicated loans include:

< A five year subordinated debt facility signed on
30 September 2003 with a syndicate of banks and
financial insfitutions for an amount up to €1,563 millien,
as part of the new financing package [the “Financing
package”) which was cnnounced on 22 September 2003,
following an agreement reached which all interested porties.
This subordinated debt facility is divided between the term
loon "Part A" of £1,200 million and the revolving credit
“Part B” of €363 million.
Only the part A was drawn at 31 March 2004,

s £721.5 million, as part of a 2006 Multicurrency
Revolving Credit Agreement,

As part of the financing package, the Company issued €200 million
of subordinated bonds with o 1 S-year maturity fo the French Sicte
{"TSDD" or Titres Subordonnés & Durée Déterminée). These subordi-
nated bonds are carrying an interest rate of Euribor plus 5%, of which
1.5% are capitalised annually and paid upon reimbursement.

The Company also issued €300 million of subordinated bonds
with a 20yeor moturlly 1o fhe French State, which will be automatically
reimbursable with shares upon the approval by the European
Commission ["TSDDRA" or Titres Subordonnés & Durée Délerminée
Remboursables en Actions]. These subordinated bonds are carrying
an interest rate of 2% until a decision of the European Commission
is obtained. If the decision is negative the rate will be adjusted to
Euribor plus 5% of which 1.5% will be capitalised annually and paid
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upon reimbursement. The issue price for bonds will be €1.25, and
each will be reimbursable with one share, subject to antidilution
cdjustments.

The subordinated debt facility and the 2006 Mulficurrency Revolving
Credit Agreement are subject to new financial covenants amending
the ones applicable at 31 March 2003.

Under this agreement, upon the occurrence and confinuation of
events that qualify as events of default [or ecrly repayment events),
the lenders may cancel ofl commitments and declere all outstanding
amounts fo be immedictely due and payable.

FINANCIAL INFORMATION
STATUTORY ACCOUNTS

On the basis of the Consolidated Financial Statements as
of 31 March 2004, the Group would have failed to comply with
the financial covenonts “Consolidated net worth” and “EBITDA"
described below. In late April 2004, the Group obtained an agree-
ment from its lenders to suspend these covenants until 30 September
2004 ond expects to negetiate new financial covenants before
this date.

Covenants Minimum Interest Minimum Maximum Maximum Minimum
Cover consolidated net worth Total debt net debt EBITDA
{including TSDDRA} lexcluding TSDDRA) leverage
{a) (b) c) (d) e}
fin € million) fin € million} fin € million)
March 2004 1,400 4,750 100
June 2004 T T 4,850
September 2004 1,000 4,800 230
December 2004 4,600
March 2005 1.2 1,100 4,450 80
June 2005 . 4,650
September 2005 1.6 B850 4,650 7.5
December 2005 4,600
March 2006 2.5 1,150 4,450 4.0
June 2006 4,400
September 2006 2.5 1,150 4,400 3.6
~ December 2006 4,400
March 2007 2.5 1,150 4,400 3.6
June 2007 4,400
September 2007 2.5 1,150 4,400 3.6
December 2007 4,400
March 2008 25 1,150 4,400 3.6
June 2008 4,400

al Ratio of EBITDA (see (el below] to consolidated net financial
expense (interest expense plus securitisation expenses less
interest income)

{b) Sum of shareholders’ equity and minorify inferests [this covenant
will not apply if and for as long as ALSTOM's long term unse-
cured, unsubordinated debt is assigned a credit rating of at least
Baa3 by Mocdy's or BBB- by Standard & Poors). For puiposes
of this financial covenant, consolidated net worth shall include the
TSDDRA.

{c) Sum of the financial debt and the net amount of sale of trade
receivables {this covenant will not apply if and for as long as

ALSTOMS long term unsecured, unsubordinated debt is assigned
a credit rating of ot least Baa3 by Moody's or BBB- by Standard
& Poor’s). For purposes of this financial covenant, total debt is
fo be calculoted excluding the TSDDRA

(d) Ratio of total net debt {total financial debt less shortHerm invest-
ments and cash and cash equivalents) to EBITDA (see (e] below).
For purposes of this financicl covenant, total financial debt is
coniractually to be caleulated excluding the TSDDRA

le) Eamnings Before Interest and Tax plus depreciation and amortisafion
as sef out in Consolidated Statements of Cash Flow less goodwill
omoriisation and less capital gain on disposal of investments
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A Trade payable and related accounts

Trade payable and related accounts amounted €32.6 million
including €0.2 million payable to group companies and
€24.6 million due to banks payable in September and
December 2005.

NOTE 10 - Accrued expenses

FINANCIAL INFORMATION
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[in € million) At 31 March 2004
Bonds reimbursable with shares 10
Bonds issued 223 i
Borrowings 15.9 “,
Trade payable and related aecounts i 275 ¢
Other debts 0.4
Total 66.9

BT TR IR R
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NOTES TO THE INCOME STATEMENT

The net loss of the year ended 31 March 2004 amounted 1o €1,341.1 million.

NOTE 1 - Operating income after financing

O Cperating Income

Income from operations of €(8.8) million is mainly comprised of
macnagement fees invoiced to the companies of the ALSTOM Group
for the use of the ALSTOM name of €68.5 million, less the man-
agement fees invoiced by ALSTOM Holdings {€23.7 million} and
other current purchase and expenses including €10.5 million euros
cosls reloted 1o operating charges around the refinancing packages
(Extraordinary shareholders meeting, non cffected fees ...J.

The decrease of Trade Mark fees is due to the sale of T&D and
Industrial Turbines aclivities and less added sales which are the base
of the fees.

The gross remuneration of the Chairman and Chief Executive Officer
which amounted fo €661,420 since 1 April 2003 is also included
in operating income.

O Fincncial income
The financial loss amounted to €1,397.4 million and includes:

= £1,400 million pravision on ALSTOM Heldings' advances;

o £330.1 million interes! income including €311.5 million
from ALSTOM Holdings;

¢+ £282.1 million interest on bonds and borrowings; and

e €45.4 million on bonds and borrowings amorfisation.

B Other operating expenses
» Operating expenses include directors Fees of €410 768.

NOTE 2 - Non recurring income

Non recurring income include:

o £32.4 million mark and patent sale price o Areva T&D;

 €(3.9) million as a compensation for an Indian unit sold paid
to a third party.

NOTE 3 - Current Income Tax

ALSTOM is the leader of the French Tax Grouping. The tax savings
are recorded in its accounts., ‘

The tax credit of €£36.6 million comprises £36.1 million from within
the tax grouping profit, €(2.3) million as withholding taxes and

£2.8 million prioryear tax credits.

As a whole entity, ALSTOM does not pay current income fox.
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OTHER INFORMATION

O Commitments
ALSTOM, as Parent Company, has issued guarantees of
£594.6 million. These include:

» US$80 million s guarantees of leases;
> GBP 80 million as performance guarantees;
2 £409 million on Transport contracts,
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The total quthorised commercial paper program is €2,500 million,
availability being subject lo market condifions. As part of the financing
package, the French State and a consortium of beonds have committed
to subscribe, if requested by the Group, an amount of commercial
paper of £420 million until jonuary 2005.

Tota! available credit fines ot 31 March 2004 of €783 million are con-
stituted of 420 million of commercial poper and €363 million of the
“Tranche B" of the subordinated loan {see Note 9 to the balance shee).

B Stock options

Main characteristics of Group” s stock opfions plans are as follows:

Plan no. 3 Plan no. 5 Plon no. 6
Date of shareholders' meefing 24 July 2001 24 July 2001 24 july 2001
Creation date 24 July 2001 8 lenucry 2002 7 January 2003
Exercise price ! £33.00 €£13.09 €6.00
Adjusted price @ €25.72 €10.2) . €484
Beginning of exercise period 24 july 2002 8 January 2003 7 lanuary 2004
Expiration date 23 July 2009 7 january 2010 6 January 2011
Number of beneficiaries 1,703 1,653 5
Total number of options originally granted 4,200,000 4,200,000 1,220,000
Total number of options exercised 0 0 0
Total number of options cancelled 731,800 653,600 0
Number of remaining options
as of 31 March 2004 @ 4,449 662 4,546,578 1,512,397

Terms and conditions of exercise

- 1/3 of opions exercisable

as fram 24 July 2002

- 1/3 of options exercisable

as from 8 January 2003

- 1/3 of options exercisable

as from 7 January 2004

- 2/3 of options exercisable

-2/ 3 of options exercisable

-2/3 of options exercisable

as from 24 July 2003 as from 8 January 2004 as from 7 January 2005
i B - oll opfions exercisable - ol sptions exercisable - alt opfions exercisable-
as from 24 July 2004, as from 8 January 2005, as from 7 January 2006.

{1) Subscription price corresponding to the average opening price of the shares during the twenly trading doys preceding the day on which the opfions were granted
by the board fno discount or suicharge] on the nominal volue of the shore when the average price is lower.
{2) Plans n°3, 5 and 6 have been adjusted in complionce with French law as a result of the completion of the operations which impacted the share capital in 2002 and 2003.

Plans n°1 previously granted became void in April 2004 os a result of the nan fulfilment of its exercise condition. Therefore, no options

have been exercised under this plan and 2,611,663 options have been cancelled ladjusted number).

B st of subsidicries

ALSTOM Holdings is the only subsidiary of ALSTOM (99.76%).

o lnvestments [gross value) €6,553.5 million
= Investments {net value| £0
= loans and advances {gross value) £6,095.9 millien
_ ¢ loans and advances |net value) ~ €£3,675.7 million

o Bonds and guarantees €0
s Dividends paid €0
= Net equity as of 31 March 2003 £{12.7) million
= Net equity as of 31 March 2004 £(2) billion
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2 SLIMMARY

i 1&\%‘\ LWLV |

31 March 31 March 31 March 31 March - 31 March |

2000 2001 2002 2003 2004

1. Capital at year end i

o} Share capital fin € thousonds) 1,282,190 1,292,325 1,292,325 1,689,963 ' 1,320,822

b} Number of outstonding issued shares 213,698,403 215,387,459 215,387,459 281,660,523 | 1,056,657,572 |

2. Operations and income for the year ’

{in € million) 4

a) Dividend received 158.0 110.1 0.3 - -0

b} Income before fax, profit sharing

{depreciation and provisions) 166.4 106.2 50 4 70 1 , 20.3 1

o} Income fax 50.2 33.2 36.9 268 366

d) French legal prefit sharing - - - .o s

e} Net income after tax, profit sharing, depreciation

ond provisions 215.2 158.7 0.8 [7.474.1) [1,34).1)7;

f} Dividends 117.5 118.5 - - g
3. Earnings per share fin €]

o} Net earming after fox, profit sharing, but before \ &

depreciation and provisions 1.01 0.65 Q.45 0.38 0.10 i,

b} Net earning after tax, profitsharing, ‘

depreciation and provisions 1.01 0.74 0.42 [26.54) . 11.27) ¢

c} Net dividend per share 0.55 0.55 . A T

4, Personnel

a) Number of personnel employed during the year - - -

b} Amount of gross wages and salaries
for the year fin € thousands) - - - 155

c] Amount of social charges for the year (Social security
and other welfare benefits} (in € thousands/ - - - 52
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RECONCILIATION BETWEEN ACCOUNTING
PRINCIPLES FOLLOWED BY THE GROUP
(FRENCH GAAP) AND US GAAP

(Extract of the Annual Report on Form 20-F filed with the Securities and Exchange Commission on 17 june 2004)

The Note 33 mentioned below is included in the Annual report on
form 204 at 31 March 2004 filed with the Securities and Exchange
Commission on 17 June 2004.

The Consclidated Financial Siatements have been prepared
in accordance with the generally accepted accounting principles
described in Note 2 above (“French GAAP") which differ in certain
significant respects from those applicable in the United States of
America ("US GAAP”). These differences relate mainly lo the ilems
which are described below ond which are summerized in the
following tobles. Such differences affect both the determination of
net income and shareholders’ equity, as well as the classification
and format of the Consolidated Finarcial Statements. Certain reclas-
sifications hove been made fo prior years' amounts to conform to
the current year presentation.

French law sfipulales that annual financial statements are final once
they have been approved by the Board of Directers and the General
Meeting of shareholders, and that, from then, they can not be

modified.

The Group's annual report on form 20+ as-at 31 March 2003 has
been filed with the Securities and Exchange Commission on
15 October 2003 while the French fincnciol statements have been
approved by the General Meeting of shareholders held on 2 july
2003. The US GAAP rules require that companies fake into account
events occurred or changes of assumption decided after the
opproval of accounts, if they are material ond give additiond! infor-
mation on an existing situation ot the dote of closing.

The Group identified ot the end of July 2003, on the basis of
project reviews updated at this date, an increase in costs to comr
plete certain contracts in the Transport Sector of US$94 million (€94
million in the year ended 31 March 2003 and €80 million in the
year ended 31 Maich 2004). The related income tax credit
amounted to US$38 million (€38 million in the year ended 31
March 2003 and €32 miflion in the year ended 31 March 2004},
This increase due to additional information related to an existing
situation at clasing date, had to be taken into account in the 20+,

According to Securities and Exchange Commission rules, this increase
of costs to complete these contracts was taken into account through
o modification of primary accounts, as disclosed in the 20+,

As stipulated in French low, this change in assumption of cosfs to
complete certain contracts subsequent to the General Meeting
which approved the Consclidated Financial Statements for the
yearended 31 March 2003 filed with the Tribuncl de Commerce,
affected the net loss under French GAAP of the fiscal year-ended
31 March 2004 s opproved by the Board of Directors held on
25 May 2004.

B Items affecting net income (loss) and
shareholders’ equily

o) Business combinations ~ Acquisition of ABB ALSTOM

Power ~ “Power”
As described in Note 7, the Group finalized its acquisition of
ABB's 50% shareholding in ABB ALSTOM Power [renamed the
"Power" Sector} on 11 May 2000. Up 1o that date, the Group
consolidated by the proportionate consolidotion method its 50%
share in Power under French GAAP. From 11 May 2000 the
results of Power are fully consolidated in French GAAP. Under
US GAAP. Power would have been accounted for as an equity
method investment until 11 May 2000, ot which fime full consol-
idation would begin,

* March 2001 purchase accounting

For the year ended 31 March 2001, the Group recorded various
adjustments under French GAAP in connection with its acquisition
of ABB's 50% shareholding in Power and the related purchase
price allocation. These adjustments reflected the Group's estimate
of the fair value of the assets and liabilities acquired and, under
French GAAP, such cdjustments were recarded as part of the
purchase price allocation process and created additional goodwill
to be amortized in future years.
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Under US GAAP, certain of these adjusiments did not meet the
criteria for recognition as purchase price allocation adjustments. The
Group identified the period in which events or changes in
conditions occurred that resulted in a different estimation of the
value of certain ossets and liabilities.

Specifically, the Group determined whether the income statement
charges to be recorded existed before or after the 11 May 2000
ocquisifion dote. Income statement adjusiments recorded prior fo
11 May 2000 are reflected in the Consolidated Financial Statements
for the year ended 31 March 2001 based on the Group’s
previously existing 50% equity interest in Power. Adjustments in
respect of the pericd ofter 11 May 2000 are recorded in the
Group's income statement based on its 100% shareholding in Power.

During the year ended 31 March 2001, and following the consal-
idation of ABB ALSTOM Power (AAP] starting 11 May 2000, the
Group has reversed, under US GAAP, purchase accounting enfries
that were recognized as such under French GAAP. As a consequence,
the Group has recorded on additional charge fo the income state-
ment of €1,497 million under US GAAP that was essentiolly made
up of the following:

e Conlract provisions

At 31 March 2001 the preliminary purchase price allocation
recorded under French GAAP included accruals for €1,276 million
on contract provisions mainly on but not limited to GT24,/GT26 gas
and steam turbines issues. Under US GAAP, the amount of any
necessary adjustments is reported in the period in which the frends,
events or changes in operations and condilions occurred. A
valuation ond esfimation of the performance issues and associated
performonce penalties, worranty and contract liobility cosls related
to those contracts was already previously made by AAP and
reflected in the AAP financial statements prior fo the acquisition
date of the remaining 50% of AAP.

The contract provisions recorded of both 31 December 1999 and
31 Morch 2000 [pre acquisiion dotes) reflected in occordance with
SOP 81-1, Accounting for Performance of Censtructiontypes and
cerloin productiontypes contracts the best estimate of the liability
based on the information available at that time.

in July 2000, subsequent to the 11 May 2000 acquisition of ABB's
50% stoke in AAP. further performance issues with confracts {mainly
GT24/GT26} arose following scheduled inspections on some
machines. Under US GAAP an adjustment to the provision of contract
fosses is required to be recognized in.the period in which the loss
becomes evident pursuont to SOP 81-1. Therefore, the additional
contract provisions recorded to reflect the estimated costs that will
be incurred are considered o change in esiimate subsequent fo the
11 May 2000 acquisition date.
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Under US GAAP this change in estimate is recorded in the period of
the change and therefore the €1,276 million is recorded as a charge
in the income statement in the year ended 31 March 2001,

¢ Write down of certain assets

As of 31 March 2000, AAP recorded assets of certain precontract
costs that were capitalized under US GAAP pursuant to SOP
81-1. During the 12-month period ended 31 March 2001 the
Group concluded such costs were no longer probable of
recavery. Under US GAAP the write off of these precontract costs
has been charged fo the income stafement in the 12-month pericd
ended 31 March 2001 for an amount of €13 millicn. In addition,
certain assets including property and equipment and inventories that
were wiritten off in French GAAP, hence increcsing goodwill, were
expensed for an cmount of €101 million under US GAAP as they
were not following the provisions of SFAS 38, Accounting for
Preacquisition Contingencies of Purchased Enferprises.

* Adjustments to the value of financial instruments

During the year ended 31 March 2001 confracss in foreign currency
signed before July 1999 and contributed by ABB to AAP were can-
celled. Such event required that foreign exchange derivatives,
which formerly served as hedges of these confractual arrangements
be recorded at their market value. For US GAAP, the Group has
recorded a charge to income of €68 million reflecting the change
in market value of these instruments.

* March 2002 purchase accounting

Pursuant to French GAAP requirements, the Group finalized the pur
chase price cllocation of Power pricr to 31 March 2002, the end of
the first fiscal year subsequent to the 11 May 2000 acquisition period.

Under US GAAP, the allocation period defined as being the period
required to identify and quantify the assets acquired and the fiabili
ties assumed should usually not exceed cne year from the consumma-
fion of the business combination. For US GAAP purposes, the purchase
price allocation was finalized prior to 11 May 2001 and oddi-
fional liability adjusiments made after with respect o the French GAAP
allocation period are racorded in the Group’s income statement,

Ouring the year ended 31 March 2002, the Group has recorded
cn additional charge fo the income statement of €453 million
under US GAAP made up of accruals on contracts (€389 million)
ond other costs which were not considered lo be liabiliies under
US GAAP at 31 March 2001 (€64 million). For purposes of French
GAAP these liabilities were included as o compenent of the cost
of acquisition and charged against goodwill as part of the purchase
price allocation at 31 March 2002 and 31 March 2001, respec-
tively. In addition, the Group has reversed a portion of the valuo-
tion ollowance on deferred tox ossets following the implementation
of tax planning strategies in Switzerland (€103 million).
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In addition, US GAAP adjusiments result in a reduction in goodwill
amorlization charged for the year ended 31 March 2001 and
2002 of €62 million and €87 million, respectively.

At 31 March 2002, 2003 and 2004, the above described adjust
ments reduce goodwill, net by €£1,419 million and shoreholders’
equily by €1,419 miliion [net of €279 million positive tax effect).

b} Impairment

* Impairment of goodwill

In the Group'’s Consolidated Financial Statements prepared under
French GAAP, goodwill is generally amortized over its estimated life,
not fo exceed 20 yeors.

Under US GAAP, the Group has evcluated its existing goodwill
relating to prior business combinations and has defermined that an
adjustment or reclassification to intangible ossefs as of 31 March
2002 was nof required in order fo conform fo the new criferia in
SFAS 1471, Business Combinations.

Beginning 1 April 2002, the Group adopted SFAS 142, “Goodwill
and Other Inlangible Assets”. As o result, goodwill is no longer
amortized. Instead the Group pericdically evaluate goodwill for
recoverability.

Goodwill is also evaluated whenever events and changes in circum-
stances suggest that the carmying amount may not be recoverable

~ from its estimated future cash flows. Upon adoption, the Group

eslablished reporting unils based on its current reporting
structure. Goodwill was assigned to the reporting units, as well as
other assets and liabilities, to the extent that they relate to the
reporting unit. The first step of the goodwill impairment test
was complefed on adoption and as at 31 March 2003 ond
31 March 2004, the annudl testing date, the Group has determined
that no potential goodwill impairment exists. As a result, the Group
did not recognize transitional impairment loss in fiscal year 2003
in connection with the adoption of SFAS 142,

The goodwill impairment test is based on fair value and performed of
reporting unit level which corresponds to operating segments (Sectors);

Other intongible assets recorded by the Group have a finite useful life.

The applicaiion of SFAS 142 increases net income {loss) by €284 mit
lior ond €256 million ot 31 March 2003.and 2004, respectively.
It increases Goodwill, net and shareholders’ equity by €284 million
and €453 million ot 31 March 2003 and 2004, respectively.

The higher carrying value of goodwill under US GAAP dllocated
fo business /activities disposed negatively impacts the gain {loss]
on disposal of activities. Accordingly, the copital gain {loss) related
to the disposal of the T&D Sector {excluding Power Conversion) and

FINANCIAL INFORMATION
RECONCILIATION BETWEEN ACCOUNTING

PRINCIPLES FOLLOWED BY THE GROUP
{FRENCH GAAP) AND US GAAP.

Industrial Turbines businesses is reduced by €87 million under US
GAAP in the yearended 31 March 2004 {see Note 33 (A} (n}).

* Impairment of long-lived assets {other than Goodwill and
net deferred tox assets)

Under US GAAP the Group reviews longlived assels for impairment
whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. If these events or
changes in circumsicnces indicate that such amounts could not be
recoverable, the Group esfimates the future cash flows expected to resul
from the use of the assef and its eventual disposal. If the sum of the undis-
counted future cash flows is less than the carmying amount of the asset,
the Group recognizes an impairment loss for the difference between the
camying value of the asset and its fair value. At 31 March 2002, 2003
and 2004 as described in Note 33{A} (m} the Group has recorded an
impaiment under US GAAP related to the Cruiseinvest Cruise ships.

* Impairment of net deferred tax

The significant uncertainties surrcunding the implementation of the
Financing Package and the resullant issues concerning the financial
condition of the Group in fiscal year 2004, led the Group in inter-
prefting US accounting rules fo conclude that a full veluation
allowance for deferred fax assets is required under SFAS 109,
* Accounting for Income Taxes".

Management conducted a full review of these assels and con-
clyded that the conditions did not exist to require ¢ full valuction
cllowance under French GAAP.

At 31 March 2004, the resulting US GAAP adjustment reduces net
deferred tax assets and shareholders’ equity by €1,584 million.
decreases the nef income (loss] in the yearended 31 March 2004
by €1,317 million. The valuation allowance of the deferred tox
assets related to the Minimum Liability Adjustment [MLA] (see Note
33 (A} [d)} of €267 million has been recorded in diminution of “other

comprehensive income”.

¢) Restructuring

Uniil 31 December 2002, the Group accounted for the restructuring
liabilities when restructuring programs have been finalized and
approved by mancgement and have been announced before the
closing date. With this respect, the Group applies EITF 94-3, EfTF
©5-3, SFAS 88 ond SFAS 112 for the purposes of preparing the
US GAAP reconciliation.

Starting 1 January 2003, the Group applied prospectively and for
oll new plans initiated after this date SFAS 146, Accounting for
Costs Associated with Exit or Disposal Activities. This statement
requires that a liability for costs associated with exit or disposal
activities be recognized at fair value when the liability is incurred
rather than at the date an entity commits to ¢ plan of restructuring.
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The table below reconciles the restructuring expense as determined under French and US GAAP, before tax effects.

b YEAR ENDED 31 MARCH

fin € million) 2002 2003 i

French GAAP income statement expense (Note 4) 227 268 i 655 ?‘f
Adjustments required for US GAAP purposes: i
New plan provisions and adjustments to prior year estimates ! 15 4
Costs charged against goodwill under French-GAAP # 64 N

Impact on income of US GAAP restatement

{before goodwill amortization) 79 15

US GAAP income statement expense

{before goodwill amortization) * 306 283

Write off of assets reclassified in Cost of sales - -

Impact on goodwill amortization @)

US GAAP income statement expense 297 283

* of which €85 million, €91 million and €64 million for the years ended 31 March 2002, 2003 and 2004, respectively,
reloting to discountinued operations
{1](2] Note references are to the notes fo the table befow.

The table below details the ﬁre—fox imp»ocf of resfr-ucfuring adjustments on shareholders’ equity pursuant to US GAAP.

fin € millionf 2002 2003

Provisions per US GAAP 163 138

Provisions per French GAAP [Note 20) 178 138

Difference between U.S. and French GAAP provisions 15 -

Restructuring costs charged ogainst goodwill under French GAAP

and which do not qualify under EITF 95-3 @ i |

Cumulative adjustment on new plan provisions i
and adjustment on prior estimates 4 - 169
Cumulative costs originclly charged against goodwill {French GAAP by
and subsequently expensed under US GAAP # (309 (320] a (320]
Effect of deconsolidation of Sectors/businesses @ 39 39 i 94 |
Cumulative goodwill amortization 45 45 45
Cumulative translation adjustment 4 4 { 4 |
Impact on shareholders’ equity per US GAAP (217} (232)

{1) Prior to 31 March 2001, under French GAAP, the Group recorded restructuring fiabilities during the period when decisions have been opproved by the

appropriate level of management. Since 1 April 2007, under French GAAP, as disclosed-in-Note 2(v}, the Group records a restructuring liability during the period
when the plan is finalized, approved by management-and-announced-before the closing-of the financial statements. Under US-GAAF, untif 31 December 2002,
ihe Group has opplisd the SFAS 112, “Employer's Accounting for Post Employment Benefits” and Emerging Issues Task Force {*EITF*j No. 94-3, liability Recognition
for Certain Employes Termination Benefits and Other Costs to Exit an Activity” {"EITF 94-3") in accounting for its employee redundancy and restructuring costs.

Under EITF 94-3, o provision for restucturing can only be recorded during the period when cerlain conditions are sofisfied, including the specific identification and

approval by the appropriate level of management of the operations and activities o be restruclured, and fimely notification to the employees who are to be made
redundant. In addifion, costs associoted with an exit plon are recognized as restructuring provisions only if the related costs are not associated with or do not benefit
continuing octivities of the Group. The foregaing creates a timing difference between fi] the recording of provisions of French GAAP chorges to the extent that such

provisions are nof accrued for US GAAP purposes, (il restructuring charges accrued under US GAAP that were expensed for French GAAP purposes in a prior period,

and fiii} changes in estimates on prior year French GAAP provisions thatdid not qualify for accrual under US GAAP. Starting 1 january 2003, the Group applied

prospectively and for all new plons initioled after this date SFAS 146, Accounting for Costs Associated with Exit or Disposdl Activities, This statement requires that

a liabifity for costs associated with exit or disposal activities to be recognized at fair value when the liability is incured rather than at the date an entity commits fo

g plan of restiucturing.
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[2) For the purpose of the US GAAP reconciliation, the Group has opplied EfTF No. 95-3 Recognition of licbilifies in Connection with a Purchase Business Combination in
accounting for restiuciuring costs associoled with businesses it hos ocquired. As discussed in (1] above, the requirements for recording restructuring costs and liobiliies are
more strict under US GAAP. Therefore, certain restructuring provisions included in the purchase price ollocation related fo businesses acquired under French GAAP are
not accruable under US GAAP, generating a difference in goodwill and fibilities assumed for restructuring costs chorged against goodwilf under French GAAP
Cerfain restructuring charges originally charged agoinsf goodwill under French GAAP are subsequently expensed under US GAAP once the US GAAP criterio have
been satisfied for recording the costs. Furthermere, a reduction in goodwill amortization results from ihe US GAAP reaiment until 31 March 2002.

3} During the fiscal year ended 31 March 2002 the Group disposed of its Contracling Secior and GTRM. At the time of the acquisition, the goodwill computed differed
by €39 million between french and US GAAP. mainly because of French GAAP resiructuring provisions that did not meet the criteria of EITF ©5-3 Recognition of Liabilities
in Connection With o Purchose Business Combination resulting from the lower goodwill under US GAAP. In the year end 31 March 2002 the counterparly effect is an
increase of the capital gain of €39 million under US GAAP as reporied in Note 33Ain).

During the fiscal year ended 31 March 2004 the Group disposed of its T&D Sector [excluding Power conversion). At the time of the acquisition, the goodwill computed
differed by €55 million between French and US GAAP, mainly becouse of French GAAP restructuring provisions that did not meet the criteria of EITF 95-3 Recognition
of Liabifities in Connection With o Purchase Business Combination resulling from the lower goodwill under US GAAP. In the yeor end 31 March 2004 the counterparly
effect is an increase of the capital goin of €55 million under US GAAP as reported in Note 33A(n).

US GAAP addifional restructuring disclosures are presented in Note 33D(d).

d) Pension, termination and post-retirement benefits -
Defined benefit plans

The Group determines its cosfs and occruals in accordance with
actuarial techniques compliant with the methodology stated by
SFAS 87, Employers Accounting for Pensions and SFAS 106,
Employers Accounting for Post Retirement Benefits Other Than
Pensions. Minimum liability adjustments {"MLA") are not recognized
in the Group's financial statements as under French GAAP the
recognition of these adjustments is not required.

The Group is using o measurement date at 31 December of each
fiscal year.

The projected benefit obligation, accumulated benefit cbligation and
fair value of plan assets for the pension plans with accumulated
benefit obligation in excess of plan assets are the following:

B AT 31 MARCH .

fin € million) 2002 2003

Projected benefit obligation 1,378 3,211

Accumulated benefit obligation 1,29 3,070 3,139 &
Fair value of plon assets 536 1,934 !

* Amounts recognized in ‘the balance sheets:

In accordance with SFAS 87, @ minimum liability corresponding to
the unfunded Accumulated Benefit Obligation [Accumulated Benefit
Chligation ~ Fair Value of Plan Assets) should be recognized in the
balance sheet.

Recognition of an additional minimum liability is required if an
unfunded Accumulated Benefit Obligation exists and:

s an gsset has been recognised as prepaid pension cost, o,
s the liability clready recognized is less than the unfunded
Accumulated Benelit Chligation.

The counterparties of this recognition are:

= intangible assets 1o the extent of the unrecognized prior
service cost,
s the reduction of equity, net of any tax benefits.

The total net position thus recognised in the baolance sheet in
respect of pensions corresponds to the difference between the
Group's discounted obligation {with no sclary increase] and the fair
value of plan assets.
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The amounts recorded for at 31 March 2002, 2003 and 2004 in the accompanying balance shests can be compared with belances

determined under US GAAFP as follows:

PENSION BENEFITS OTHER BENEFITS TOTAL

» AT 31 MARCH frpecan e |
fin € milkon] 2002 2003 2004 2002 2003 2004 2002 2003 . 2004 .
Accrued benefit liability (including MIA]  (980] {1,602] . (1,537) [208)  (168] . (143) (1,188) (1,770} | (1,680} &
Prepaid benefit cost 469 397 357 - - - 469 397 I 357 1
Net amount recorded under US GAAP {511} {1,205) {1,180} (208}  (168) - (143) 719 (1,373} ©(1,323) °
MLA 194 798 838 - - - 194 798 : 838
Net emount recorded in consolidated ‘
Financial statements {317)  {407) (342) {208)  (168) . (143) {525)  {575) . (485) %
Accrued (786] (804 (699) (208] {168 - (143] (994)  (972] + (842] i
Prepaid 469 397 357 - ~ - 469 397 i 357 1

ol

Regarding the other benefit plans, a one-percentoge-point change in assumed heclth care cost trend rates would have the following effects:

fin € million} 1-Percentage Point Increase  1-Percentage Point Decrease
Effect on ioial of service and inferest cost compeonents 0.04 {0.04)
Effect on the post refirement benefit obligation 0.05 [0.05)

e) Short term investment

The Group holds various debt and equity securifies and deposits,
which are classified on the balance shest as shorterm invesiments avail
cbleforsale. These investments are carried at the lower of cost o fair
valve. French GAAP does not permit upward adjustments fo the value
of these investments to reflect their fair value. Under US GAAP, these
invesiments are measured at fair value, with unrealized gains and
losses net of tax effects excluded from earnings and reported os @
component of shareholders’ equity {other comprehensive incomel.

At 31 March 2002 and 2003, Shorterm invesiments and Shareholders'
equily increased by €2 million cnd €1 million, respectively.

f) Asset revaluations

At the formation of GEC ALSTHOM NLV. in 1989, cerfain businesses
contributed by its shareholders were revalued and restated to amourts
different than the historical carrying values used by the sharehclders.
Under US GAAP, the values of such contributed businesses is
recorded by the Group at the shareholders” historical value.

Under French GAAP, assets can be revalued periodically and car-
ried at foir value subsequent 1o initial recognition. Revaluation
increases are credited directly to ecuity as revaluation surpluses.
Under US GAAP assets are recorded at historical cost and are not
revalued unless acquired in a purchase business combination.

At 31 March 2002, this difference decreases land by €91 million,

buildings, net by €72 million, increases goodwill, net by €17 mil
lion and decreases shareholders” equity by €146 million.

At 31 March 2003, this difference decreases lond by €39 million,
buildings, net by €53 million, increases goodwill, net by €17 million
and decreases shareholders’ equity by €75 million.

At 31 March 2004, this difference decreases land by €39 million,
buildings, net by €39 million, and decreases shareholders’ equity
by €78 million.

The impact of the change in asset values resulls in an adjusiment
of amertization/depreciation expense between French GAAP and
US GAAP. Additionally the difference in the carrying value of ossets
favorably impacts the amount of gain or loss on sales/disposals of
ossefs under US GAAP.

The impact on operating income {loss) is €26 million, €71 million
and €(3] for the years ended 31 March 2002, 2003 and 2004
respectively.

g) Capital and sales type leases

The Group has assefs financed through copital leases -and sells
through salestype lease arrangements. The Group accounts for
payments made or received under these contracts as expenses or
revenues. The relaled commitments are presented as offbclance
sheet ifems. Under US GAAP, assets financed through capital leases
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are capitalized and the related financing is presented os debt on the
balance sheet; for salestype leases, the selling price of the product is
recorded in revenues and the renfdls to be received are recorded as
net investment in sales fype leases, nef of the related uneamed income.
This presentaiion increases propery, plent and equipment by €112 mit
lion, €206 million and €205 million; net investment in sales type leases
by €757 million €667 million and €683 million; financial debt by
€876 million, €877 million and €883 million and increases [decreases)
shareholders” equity by €(7) million, €(4} million and €5 million at
31 March 2002, 2003 and 2004, respectively.

In the year ended 31 March 2002, 2003 and 2004, it increases
operaiing income {loss) by €12 million, €13 million and €13 million,
respectively, and decreases financial income [expense] by
£18 million, €10 million ond €6 million, respectively.

h} Derivative instruments and hedging activities

On 1 April 2001, the Group adopled SFAS 133, Accounting for
Derivative insiruments and Hedging Activities and SFAS 138,
Accounting for Certain Derivotive Instruments and Cerfain Hedging
Activities, an amendment of SFAS 133, These statements significantly
differ from French GAAP, as they require the Group to recognize all
derivatives, other than certain derivatives indexed fo the Group's own
stock, on the bolance sheet at fair value. Derivatives that are not
designated as hedges must be adjusted to fair value through income.
if the derivative is designated as a hedge, depending on the nature
of the hedge, changes in the fair value of derivatives will either be
offset against the change in fair value of the hedged assets, liabifities,
or firm commitments through eamings or recognized in accumulated
other comprehensive income until the hedged item is recognized in
earnings. The ineffective portion cf a derivative’s chonge in fair value is
immediately recognized in eamings. Formal documentation designating
the relafionship between the hedging instrument and the hedged
underlying fransaction must be in place af inception, and hedge
effectiveness must be reassessed regulary.

* Foreign currency risk

The Group uses derivative instruments to reduce its exposure to the
effects of currency fluctuations. There must be a relationship between
the hedging instrument and the hedged underlying transaction. The
change in the fair value of the hedged ifem attributable fo the
hedged foreign currency risk is recorded to offset the mark to
market of the derivative hedging instument designated and
qualifying as a fair value hedging instrument. Changes in the deriv-
ative’s foir value and related change in foir value of the hedged ifem
are recognized in the income stotement as o fair value hedge.
Derivative instruments used to cover commercial bids are economic
hedges but do not qualify for hedge cccounting because the
redlization of the forecosted transaciions are not considered indi-
vidually sufficiently probable. As a result, the change in fair value
of the derivative is recorded through income.
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» Interest rate risk

Derivative instruments are used to reduce exposure to inferest rate
fluctuations. Derivative instruments used to cover debt linterest rate
swaps, Cross cuttency swaps) are economic hedges but they do nol
all qualify for hedge accounting. Therefore the change in foir value
of the derivative instrument which is recognized in earnings is only
parfly offset by the change in fair value of the covered items.

The effect on net income of the first opplication of SFAS 133 as of
31 March 2001 is €37 million. in the year ended 31 March 2002,
it results in o decrease by €20 million of operating income {expense]
and a decrease of finoncial income {expense] of £6 million.

In the vear ended 31 March 2003, it results in an increase by
€73million of operating income (expense) and an increase by
€26 million of financiol income (expense).

In the year ended 31 March 2004, it resulis in a decrease by
€14 million of operating income (expense) and on decrease by
€24 million of finoncial income (expense).

i) Stock based compensation

» Stock option plans ‘
As mentioned in Note 30, the Group granted stock options during
the years ended 31 March 2000, 2002 and 2003 to certain
employees. Under french GAAP, such stock option plans are not
compensatory.

Under US GAAP, the options awarded in the 24 July 2001 plan
{n® 3], the 8 January 2002 plan {n° 5} and the 7 January 2003
plan {n°6) are considered fixed compensatory plars. The plan n®
1 granted in April 1999 became void in April 2004 as o result of
the non fulfilment of its exercice conditions. All stock options plans
are accounted for according to APB No. 25 "Accounting for Stock
lssued to Employees” using the inirinsic value method to measure
compensation expense associated with grants of stock options to
employses.

Accordingly, as either (i) the performance conditions of respectively
the plan n°® 3, 5 and 6 have not been met ot 31 March 2002,
2003 and 2004 or [ii] the stock options were granted with no
discount, no compensation cost has been recognized in the years

then ended.

i) Start-up costs

Startup costs capitalized by the Group under French GAAP and
expensed under US GAAP pursuant to SOP 98-5, Reporting of the
Costs of StartUp Activities amounted to €41 million, €21 million and
€18 million at 31 March 2002, 2003 and 2004, respectively. The
impact of the change in assefs values results in an adjustiment to
amortization expense between French GAAP and US GAAP.
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The resulting impact of the obove odjusiments is ¢ decrecse by
€2 million, on increase by €16 millicn ond €1 million of operar
ing income [loss] for the yearsended 31 March 2002, 2003 and
2004, respectively. The increase in fiscal year 2003 results from
the fact that certain start up costs previously capilclized were
expensed under French GAAP during the period.

k) ALSTOM Ferroviaria 49% minority interests

As disclosed in Note 7, in connection with the acquisition of 51%
of Fiat Ferroviaria {now renamed ALSTOM Ferroviarial in
October 2000, the Group and FIAT entered into o put and call
agreement on the remaining 49% interest in this company. Under
French GAAP, the Group recorded the acquisition of the 51% of
ALSTOM Ferroviaria and reported minorily interests for the remain-
ing 49%. Under U.S. GAAP, as the exercise price and other terms
of the options were already determined and essentially similar, the
Group was required to report a {00% acquisifion of ALSTOM
Ferroviaria fogether with a financing of the 49% not yet legally
ocquired. o

On 16 April 2002, the put option requiring the Group to
purchase the remaining 49% of the capital was exercised by Fiot
Spa for an amount of €154 million resuliing in an increase of
goodwill of £158 million under French GAAP.

At 31 March 2002, this difference increases goodwill, net by
€152 million, decreases shareholders equity by €5 million, increases
minorily inferests by €3 million and increases financial debt by
€ 154 million.

Since 31 March 2003, this difference decreases goodwill, net by
€5 millien and decreases shareholders equity by €5 million.

The impact on operating income (loss) was €( 10} million and €(3)
on net income (loss) for the year ended 31 March 2002.

I} Other differences

Under a put and cell agreement two ships sold to a cusfomer may
be returned to the Group to be resold. Under French GAAP the
margin on the sale is recognized on a pescentage of completion
basis. Under US GAAP. the sale and the cost of sale have been
deferred until the expiration of the option for an amount of
£168 million and €161 million, respeciively.

The Group entered into an agreement to sell lond to third parties in
several steps in the year ended 31 March 1999, Under French
GAAP, this sale is recognized in income at the signature of the
contract. Under US GAAP, such o sale is recognized only when cer
fain scle recognition criteria are met.

Conseguently a net gain on the sale was not recognized at the time
of sale. During the year ended 31 March 2002, the net gain has
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been recognized for on omount of €1 million as the required
criteria were salisfied.

Under French GAAP, the Group recorded during the vear ended
31 March 1999 a liability against shareholders’ equity for a poten-
tial tax risk relaled to the reorganization that occurred pricr 1o the
inifial public offering. The risk of loss was and is considered
reasonably possible of occurrence and therefore, under US GAAP
pursuant to SFAS 5, Accounting for Contingencies, only disclosure
of the contingent liability is appropriate.

m)} Basis of consolidation — Controlled entities and investees

* Special purpose entities

Certain special purpose leasing entities have not been consoli-
doted under French GAAP [see Note 25 (o} because the Group
owns no shares in such entities. Under US GAAP, these entities are
consolidated because the Group refains some of the risks and
rewards of ownership.

The Cruiseinvest sfrucfure-of which. the main.assefs.are six cruise.ships.
has not been consolidated under French GAAP as the Group owns. -
no shares in such sfructure. As the Group is one of the primary
beneficiaries, this special purpose entity is consolidated under US
GAAP (see Note 25 (bj).

Under US GAAP, the carrying value of the ships has been impaired
pursuant to SFAS 144 at 31 March 2002, 2003 and 2004 for
an amount of 126 million US dollars (€144 million, €115 miliion
and €103 million at 31 March 2002, 2003 and 2004, respec-
tively]. This loss is compensated by the reversal, due to Cruiseinvest
consolidation under US GAAP of vendor financing provision
recorded under French GAAP to cover Group's share of Cruissinvest
exposure.

At 31 March 2002, the odditional US GAAP ret losses of €19 mil-
lion resulting-from the Cruiseinvest consolidation are allocated to the
Group. At 31 March 2003, out of the tatal cumulated net losses of
€54 million resulting from the Cruiseinvest consolidation, €15 million
are allocated to the Group and €39 million to minority interests. At
31 March 2004, out of the total cumulated net losses of
€63 million resulting from the Cruiseinvest consolidation, €63 million
are dliocated to minority interests.

Losses incurred as of 31 March 2002, 2003 and 2004, respec-
tively including impairment losses related 1o ships pursuant to appli-
cation of SFAS 144 have been allocated between the Group and
other minority inferests in Cruiseinvest consistent with the amounts that
the Group is exposed to, based on existing guarantees and ifs
current investment.
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For the year ended 31 March 2002, 2003 and 2004 the consclidation of the special purpose leasing entities mentioned above and
Cruiseinvest results in the following adjustments 1o Consolidated balance sheets line items:

i AT 31 MARCH

fin € miflion| 2002 2003 I

Cther fixed assets, net 1377 (365) i {167) &
Crise ships, net 872 791 685 1]
Netl invesiment in scles lype leases %23 770 677
Cther accounts receivables 79 57 ) 44
Total assets adjustments 1,497 1,253 4 1,239 }J
Shareholder’s equity {19) {15] g - 0
Minority inferesfs - {39) A 63 i
Provisions for risks and charges {144) 1140 {140) H
Financial debt 1,660 1444 s 1,437 1
Other payables - 3 3 5
Total liabilities adjustments 1,497 1,253 1,239

The consolidation of the special purpose entilies mentioned above
reduces the total vendor financing exposure disclosed in
Note 271a) (2) by €826 million, €719 million ond €485 million
at 31 March 2002, 2003 and 2004, respectively.

o Other entities

For the yeor ended 31 March 2002, with no significant effect on net
income, total assets and shareholders’ equity, the Group has
accounted for, for practical reasons, certain entities over which it
exercises significant influence (but no control) ot cost. At 31 March
2003 and 2004, there were no differences in the basis of consoli-
dation between US and French GAAP.

Under US GAAP, entities over which significant influence is exercised
are accounted for using the equity methed.

n) Capital gain{loss) on disposed activities

During the fiscal years ended 31 March 2002, the Group disposed
of its Contracting Sector and GTRM. During the fiscal year ended
31 Morch 2004, the Group disposed of its T&D Sector lexcluding
Power Conversion] and its Industrial Turbines businesses. The
carrying value of these Sectors/businesses deferred under
US GAAP compared to French GAAP because of US GAAP adjust
menis allocated to these Sectors/businesses. These adjustments
resulted from differences in the accounting freafment of resfructuring
costs, sale and lease back transactions, goodwill and from the
deferred tox associoted with the corresponding adjusiments.
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The toble below summarises the total impact on capital gain (loss) on disposal of activities under US GAAP:

P> YEAR ENDED 31 MARCH

fin € million) 2002 2003
Restructuring (see Note 33 (A) ()] 3Q

Sale ond leaseback accounting (see Note 33 (A (o))

Goodwill omortization [see Note 33 (A} {b))

Tax effect on the above adjustments - -
US GAAP adjustment on capital gain {loss) on disposal of adtivities 39 -

o} Sale and lease-back accounting

In the yearended 31 March 2003, the Group disposed part of its
real estate porffolio. These premises were leased back over periods
of up to 15 years. Under French GAAP o capital gain of €59 million
was recorded. Under US GAAP, the lower carrying volue of these
assets due to the reversal of the 1989 revaluation (see Note 33 (A) (f)
increased the capital gain by €50 million.

Under US GAAP, these lease back transactions were substonticlly
all classified as capital leases and the resulting capital gain amor-
tized over the lease term. Consequently, the copital gain was
deferred for an amount of £106 million at 31 March 2003.

The impact of the amorlization is an increase of the cperating
income (loss] by €6 million for the yearended 31 March 2004,

In addition the difference in carrying value of the assets impacis te
amount of gain or loss on sales/disposals of activities under US
GAAP. In the yearended 31 March 2004, the Group disposed of

This adjustment impacts shareholder's equity as follows:

B AT 31 MARCH

its T&D sector lexcluding Power Conversion} ond ifs Industrial
Turbines businesses decreasing the capital loss on disposal of invest
ments by €50 million.

The remaining porfion of 31 March 2003 copitel goin deferred as
at 31 March 2004 is €50 million.

In the yearended 31 March 2004, the Group disposed addi-
tional recl.estote assets. Some of these premises were leased back
over periads of up to 12 years. Under French GAAP @ capital gain
of €25 million was recorded, excluding the effect of the T&D and
Industrial Turbines disposal. Under US GAAP, these fease back
fransactions were substantially all classified as copitol lecses and
the resulting capital gain amortized over the lease term.

Under US GAAP, this capital gain is deferred for an amount of €23
million at 31 March 2004 decreasing the operating income [Joss)
by the same amount.

{in € million) 2003
Opening US GAAP adjustment on shareholders’ equity -
Impoct on capital gain (loss| on disposal of fixed assets (106}
impact on capital gain (loss) on disposed acfivities {see Note 33 (A {n)) -
Closing US GAAP adjustment on shareholders’ equity {106)

p) Creation of jointly controlled business

The creation of the AAP joint venture in July 1999 was made on
the basis of historical book values in the financial statements of the
Group. However, the difference in the historical book values and
the Group's investment basis in AAP due fo the cash payment by
the Group fo ABB, led to the recognition of goodwill under French
GAAP. Under US GAAP this difference did not qualify as goodwill
because it relafes to the creation of a joint venture and not o
purchase business combination.

Under US GAAP this difference was allocated to the corresponding
underlying assets of the joint venture and amortized over their
respective useful lives. In the present case, the amortization period
of the underlying assets is estimated of opproximately 20 years and
consequently does not generate any significant difference between
French and US GAAP in the amortization charge for the period.
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. The reconciliation to US GAAP of net income floss] and shareholders’ equity for the years ended 31 March 2002, 2003 and 2004

are as follows:

P~ YEAR ENDED 31 MARCH 2002 2003
fin mifion of
{in € million) US dollars) 11
Net income {loss) according to French GAAP ¥ (139) 1432 (1,836) [2,244) |
Adjustments booked for 20F purposes - (56 L 48 59 5
Net income (loss) adjusted for 20-F purposes (139) (1,488 - (1,788} (2,185) !
{a) Business combinations [263) - - -
{b) Goodwill amertization - 284 8 256 313 -
(c) Restructuring {70} (15) i 169 207
{f| Asset revaluations 26 71 {3) 4
{g) Capilal and sales type leases (6} 3 3 7 9 ‘
" (h] Derivative instruments and hedging octivities [ Q9 o (38). (46} s
i) Startup costs {2 16 1 1
{k) Alstom Ferrovigria minority interests {3) b
(I} Other differences ] - 5 - -
[m] Basis of consolidation (19) T 15 g
{n) Capital gain on disposed activities 39 -l {16} (20)
(o} Sole and lease back accounting - [106) R {17) 21 %
Tax effects of the US GAAP adjustments 129 4 = (36) : 144)
[b) Net deferred tax assets valuation allowance - - {1.317] (1,610 =
Net income (loss) according to US GAAP (296) (1,141 & (2,767) (3,382}

T L T TR TR

{* Translated solely for the convenience of the reader at the role of US dollar 1.22 10 €. 1.00, the Noon Buying Rate on 31 March 2004,
{1} As adopted by the General Shareholders’ mesting held on 2 July 2003 for the fiscal yearended 31 March 2003 and as opproved
by the Boord of Directors for the fiscal yearend 31 March 2004.
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B AT 31 MARCH 2002 2003 g;- 2004 2004 (")
i fin millon of 1
(in € miflion) i US dollars]
Shareholders’ equity according to French GAAP ! 1,752 758 i 29 3’
Adjusiments booked for 20 purposes : (51 & Al
Shareholders’ equity adjusted for 20-F purposes 1,752 707 29 35 &
{a) Business combinotions {1,698) [1,698) [1,698) [2,076) ‘
{b) Goodwill amortization - 284 o 453 554 i
|c) Restructuring (217} (232 (8) {10)
{d} Pension, termination and postrelirement benefits 1194 {798) {838) (1,024) H
(e} Short term investments 2 1 - -
{f] Asset revaluation {146} (75] b (78} (@5)
lg) Capila! and sales ipeteases {7 {4 5 o)
{h] Derivative instruments and hedging octivities {34) 65 27 33
fj) Startup costs [41] 1) (18) {22)
(k} ALSTOM Ferroviario minority interests {5) (5) r | (5] 6 ¥
(i) Other differences 13 13 4 13 16
(m| Basis of consolidation (19] (15 i - -
lo} Sale and lease back accounting - 1106} {73 189} &
Tax effects of the US GAAP adjustments 435 635 572 699 &
(b} Net deferred tox assets valuation allowance - - {1,584) (1.936] &
Shareholders’ equity [deficit) according to US GAAP (159) {1,249) © (3,203) 3915 £

ok s o AR

{*] Translated solely for the convenience of the reader at the rate of US doflar 1.22 io €1.00, the Noon Buying Rate an 31 March 2004.
[1) As adopted by the General Shareholders’ meeting held on 2 july 2003 for the fiscal yearended 31 March 2003 and as cpproved

by the Board of Directors for the fiscal yearend 31 March 2004.

R e AR v i

The reconciliation of US GAAP sharehclders’ equity for the years ended 31 March 2002, 2003 and 2004 is as follows:

B AT 31 MARCH

2004 ()

2002 2003 T

fin million of
fin € mifkon] US dollors)
Opening Shareholders’ equity {deficit) according to US GAAP 420 (159) : {1,249) {1,526) 1
Net income {loss) {296) {1,141} & {2,767 (3,382) ~
Other comprehensive income b
Currency translation adjusiments {80} {170} ! 82 100 i
Minimum liobility adjustment (MLA/ (145 [604) & 140 49
Unrealized gain on debt and equily securities - {1 {1 (1 i
Tax effect of the obove odjusimenis 60 204 é 7o
Valuation allowance on MIA tox effects - ¥ {267] {326} ,e
Dividends poid {118 - - &
Capital increase - 622 5 1,033 1,262
Closing Shareholders’ equity {deficit) according to US GAAP {159) (1,249 (3,203) 3,915)

{*) Tronslated solely for the convenience of the reader at the rate of US doflar 1.22 10 €1.00,

the Noon Buying Rate on 31 March 2004.

e
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A items cffecting presentation of Consolidated
Financia! Statements

a) Discontinued operations

Under French GAAP, discontinued operations are recognized only
when selling agreements have been signed before the balance sheet
date and fransfer of control ond influence is effective prior to the
closing of the books, Discontinued operations have no impact on
the preseniation of balance sheefs and income statements prior to
the date of the disposition or abandonment.

Under US GAAP, the disposal of a business segment or component
of @ business segment requires preseniation as discontinued oper-
ations from the date certain criteria under SFAS 144, Accounting
for the Impairment or disposal of long-ived assets are met,
involving @ formal commitment to sale at cuthorized management
level and active actions undertaken to effect the disposal plan
fwithout necessarily requiring a binding selling agreement prior to
the closing date).

Revenues and expenses of discontinued operations are presented
under o separate caption of the income statements refrospectively
all over the pericds presented and assets and liabilities ore
segregated from other assefs and liabilifies on the foce of the Iatest
balance sheet presented.

» Contracting Sector
On 20 July 2001, the Group's signed ¢ binding agreement o sell
its Contracting Sector fo CDC Equity Capital.

As a result, the Contracting Sector ceased o be consolidated with

effect from 30 July 2001 under French GAAP.
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® Transmission and Distribution Sector (T&D)

In sarly Jonuary 2004, the Group disposed of the T&D Sector
excluding the Power Conversion business, which is being refained. The
Tolal selling price is €957 million (subject to closing price adjust
ments} of which £89 millicn is held in escrow at 31 March 2004.

As a result, the T&D Sector [excluding Power Conversion| ceased
to be consolidated with effect from 31 December 2003 under
French GAAP.

# Industrial Turbine businesses

In Aprit 2003, the Group signed binding agreements to sell its small
gas lurbines business and medium-sized gos furbines and industriol
steom furbines businesses in two fransoctions.

The first transaction covered the small gas turbines business, and the
second fransaction covered the medium-sized gas lurbines and
industrial steam turbines businesses.

In April 2003, the closing of the sale of the small gas turbines busi-
ness accurred. In August 2003, completion of the major part of the
disposal of the medium gas turbines and industrial steam turbines
businesses (excluding US businesses} occurred following approval
from both the European Commission and US merger control
authorities. Total selling price is €970 million of which €125 million
is held in escrow at 31 March 2004

These businesses hove cecsed fo be consclidated from their respective
dates of disposal under French GAAP.
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The effect of the decision 1o dispose of the T&D Sector and the Industrial Turbine business at 31 March 2003, was to reduce, on a US
GAAP basis, assets and liabilities by the amounts presented below:

ASSETS AND LIABILITIES

B AT 31 MARCH

fin € million) 2003
Cash and cash equivalents 114
Short term investments 10
Trade and other accounts receivables 1,307
Inventories and confract in progress 1,011
Property plant and equipment, net 505
Goodwill and other infongible assets, net , 1,030
Deferred tax assels 103
Chher assets 22
Assets held for sale 4,102
Trade and other accounts poyable 1,402
Customers deposits and advances 300
Other liabilities 580
Financial debt 64
Minority interests ‘ -
Liabilities held for sale 2,436

The effect of the disposal of the Contracting Sector, Transmission and Distribution Sector and the Industrial Turbine business s fo reduce,
on a US GAAP basis, revenues and expenses for the years end 31 March 2002, 2003 and 2004 by the amounts presented below:

REVENUES AND EXPENSES
B~ YEAR ENDED 31 MARCH
fin € million} 2002 2003 | ‘
Sales 5,025 4,322 © 2330
Of which products 3,581 3,464 ’d 2037
Of which services 1,444 858 i 293 i
Cost cf sales [3,504) (3,267) L N738)
Of which products (2,756} [2,648) , 11,520)
CF which services {1,148) {619} H 216) 4
Selling expenses (388} (36¢) I (221) -
Research and development expenses [162) {153} 185) H
Adminisirative expenses {328) (257) i N7z |
Restnuchuring expenses {85} {91) i 64)
Goodwill and inlangible ossels amortization {83) {1 - 2]
Capital gain on disposal of invesiments - {2) -
Other income {expenses) 3 i7) 13) &
Operating income 78 168 442
Financial income [expensel, net 1) {15) ;! oy -
Income tax {38} 15} l; e
Share in net income (loss) of equity Investments - ! i -
Minority interests 2 2) 8] R
Net income {loss) from disconfinued operations 37 137 5 2% -




2003~2004

183

b) Operating cycle

The Group’s majer infrastructure contracting activities are generally
performed under fixed-price contracts. The length of such contracts
varies but is typically between one and five years. Under US GAAP
a nonclassified balance sheet would be shown because the con-
tractrelated items in the balance sheet have reclization and liqui-
dation periods extending beyond one year.

¢) Contract accounting

Under French GAAP loss provisions are presented under the capfion
“Provisions”; under US GAAP loss provisions are deducted from
related accumulated cost on the balance sheet.

This preseniofion reduces confract in progress and provisions for risks
and charges by €306 million, €185 million and €112 million af
31 March 2002, 2003 and 2004, respectively.

d) Operating income {loss)

Cerlain items such as restiuciuring expenses, pension costs, nef gains
(losses) on disposal of fixed assets and investments (excluding net gains
{losses] from discountinued operations|, employees’ prefit sharing and
other non recurring provisions and costs classified as other income
{exoense) are classified as part of the operating income (loss] under
US GAAP. Additionally, goodwill and intangitle assets amartization
are dlso classified as part of the operaling expenses.

In oddifion 1o US GAAP adjusiments affecting operaling income: floss)
described in Note 33 {A, the above menticned reclassificafions decrease
operating income {loss) by €846 million, €622 million and €1,165 mik
lion in the yearsended 31 March 2002, 2003 and 2004, respecively.

¢} Redeemable preference shares of a subsidiary

On 30 March 2001, q wholly owned subsidiary of ALSTOM
Holdings issued perpetual, cumulafive, non voting, preference
shares for o total amount of €205 million. French GAAP requires
thet redeemable preference shares be presented as long term capital
between shareholder’s equity and financial debt in the consoli-

B> YEAR ENDED 31 MARCH
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dated balance sheet. Accordingly, the dividend applicable to the
preference shareholders was presented on a specific line after
Pre-Tax Income {loss) in the consolidated statement of income. For
US GAAP, redeemable preference shares of o consolidated sub-
sidiary issued to third parties is reflected as minority interest on the
consolidated balance sheet with the related dividends expensed
through minority interest on the consolidated statement of income.

The effect of the above difference on the French GAAP consolidated
balance shest was to increase minority interest by €205 million o
31 March 2002. The result of minority interests were reduced by
€14 million in the yearended 31 March 2002,

As disclosed in Note 22, the July 2002 capital increase friggered the
contractual redemption of the preferred shares at 31 March 2006.
Consequently, this instrument has been relassified both in French and
US GAAP as long term debt ond its related interest has been classi-
fied as interest and shown as Net interest income (expense).

f) Bonds reimbursable with shares

The Group issued 643,795,472 bonds reimbursable in shares:
during the 12 month period ended 31 March 2004 ot €1.4 per
bonds with ¢ par value of 1.25.

The 108,731,456 bonds not yet reimbursed at 31 March 2004
€152 million) are included within financial debt under US GAAP
consistent with the clossification of debt securities convertible into
common stock under APB 14-" Accounting for Convertible Debt and
Debt Issued with Stock Purchase Warrants”.

g) Consolidated statements of cash flows

Under French GAAP the consclidated statements of cash flows reconciles
the movements in cash, cash equivalents and shortterm investments net
of movement in financial debt. Under US GAAP, it reconciles the move-
ment in cash and cash equivalents. For the year ended 31 March
2002, 2003 and 2004 it results in the following adjustments to the
French GAAF consolidated statements of cash flows:

fin € million} 2002 2003

Net cash provided by (used in) operating activities - - -
Cash proceeds from scle of investments, net of net cash sold {60} 112 (12)
Adjustment on net cash provided by [used in) investing activities (60) 112 I (12) -
Decrease lincrease] in short term investments 143 20 3 Q0 &
Increase {decrease) in financial debt {266) (12} 1,915
Adjustment on net cash provided by (used in) financing activities (123) B 1 {1,825) I
Adjustmert on net effect of exchange rates and other changes 152 365 N9
Total adjustment (31) 485 {1,856) .
Opening adjustment to reconcile net debt with cash and cash equivalents 5,735 5,704 b 6,189 U
Closing adjustment to reconcile net debt with cash and cash equivalents ™ 5,704 6,189 ‘ 4,333

{1} including € 1 14 million relafing fo discountinued operations at 31 March 2003.

[Nt St S o o
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@A Summarised US CAAP Consclidated Financial Statements

CONSOLDATED INCOME STATEMENTS

L e o e

{*} Translated sclely for the convenience of the reader ot the rate of US doflars 1.22 to € 1.00, the Noon Buying Rate on 31 March 2004.

{1 see Notes 33 [A] (al, fcl, f, (gl (], &, {ll, i, {m}, ond (o] and Notes 33 (8] (af and (d].

(2] see Note 33 (A} (h {g] and (m].

(3} see Note 33 (A} (b).

(4} see Note 33 (B} lo].

15) the net gain on the disposal of discountinued operations for the yearended 31 March 2002 previously presented in “capiiol goin floss) on disposal of invesiments”
hos been reclossified in “copitol goin floss) from discountinued operotions” without impoct on reperted net income floss) for the yeorended 31 March 2002.

gh p

B YEAR ENDED 31 MARCH 2002 2003 2004
; {in million of

{in € million} L US doflars} 1:
Sales 18,428 17,029 . 14,358 17,551 1
Of which products 13,960 12910 h 10749 13,139 &
Of which services 4,468 4119 1 3,609 4412 |
Cast of sales {16,431} 116,189, 1 {12,754 {15593
Of which products - [13,097) (13,125) &  {10,021) 112,250
Of which services 13,334) 13.064) T 12,735 13,343
- Selling expenses 690) 604 = (564 (689
Research and development expenses {413} 1469 v 1388) {474) =
Adminisirafive expenses (896 1809) i [636) 777) ¢
Resfructuring expenses (221} o2 o (395) (483 i3
Geodwill and intangible assets amoriization {185) (56) 5 (58) vl it
Copilal gain [loss] on disposal of invesiments * ] {33) {18) 122} »
Other income (expenses| (17 144} i (178§ (218 -
Operating income (loss) " {424) (1367) (635) o (776)
Financial income lexpense], net ® [326) 251} o 1542) 1663)
income tax 262 312 4 (1,631] (1,993 14
Share in net income {loss) of equity Investments ] 2 i - -
Mincrity interests (28} 26 I 37 45 U
Net income {loss} from continuing operations before i
cumulative effect of changes in accounting principles 1
and discountinued operations (515) (1,278} i (2,771) (3387] .
Cumulative effect of change in accounting for derivative
instruments and hedging adliviies 37 - B - i
Capital gain {loss| from discountinued operations # 145 - ; (22) 27
Net income {loss) fom discontinued eperations * 37 137 ‘ 26 32 4
Net income (loss) [296) (1,141} {2,767) {3,382) I
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CONSOLIDATED BALANCE SHEETS
B AT 31 MARCH 2002 20037 2004 2004

o fin million of 13
fin € miflion} US dollars)
Cash ond cash equivalents 1 905 1,514 o 1,427 1,744
Short term investments 333 133 g 39 28
Trade and other accounts receivables 8,111 5,008 A 5,553 6788
Inventories and confract in progress " 5,287 3,412 2,775 3,392 ©
Property plant and equipment, net 3,567 2,710 2,363 2,868 |
Goodwill and other intangible assets, net# 4,587 3,509 v 3.471 4,243 1
Deferred tax assets, net of valuation allowance ®® 1,366 1,858 . -
Crher assets 2,927 2,589 2,570 3,162
Assets held for sale - 4,102 : -
Total assets 28,083 25,735 18,198 22,245 |
Trade and other accounts payable 10,137 8,103 3 7,105 8,685 i
Customers deposits and advances 4,221 3,151 2,714 3318 .
Deferred tax liabilities ® 53 28 4 - -
Other liabilities * TABOSTTTTT L2200 4,733 5785
Financial debt # 8,727 8,588 6,844 8,366
Minority inferests 7 299 56 f 5 6 U
Liobiliies held for sale - 2 436 | 3
Shareholders’ equity: 5
Common shares 1,292 1,690 U 1,321 1,615
PaidHin surplus 85 309 64 78 |
Retained earnings [1,258) 2,309) . {3,519 : {4,302} 'g
Accumulated other comprehensive income [278) {849} {1,069} {1.306) &
Total shareholders’ equity {159) (1,249) = {3,203) (3,915)
Total liabilities and shareholders’ equity (deficit) 28,083 25,735 18,198 22,245 ¢
{*) Transloted solely for the convenience of the reader ot the rale of US dollor 1.22 1o € 1.00, the Noon Buying Rate o 31 Maich 2004,
[**} See Note 33(Bl(a).
{1} See Note 33(Bjlc).
{2} See Notes 33(A)i. (gl fil, im).
{3} See Notz 33{Dfa).

(4] See Notes 33({Al(gl,fm].

{5) See Notes 33(Al(cl.{d},(m} and (I} ond Note 33(Bj(c).

(6} See Note 33(D(g).

{7) See Note 33[A)im),Ik) ond [Blfe).

{8) See Nete 33{Akb)

{9} In the year ended 31 March 2001, the Group did not recognise deferred tax liabilities in connection with intangible assets purchased as part of the acquisifion
of ABB ALSTOM Power for an amount of € 1,242 million. The relaled impact on net income floss) has not been reflected as it is not significant. The deferred tax liobililies
have been offset against deferred tox assets with a corresponding increase of goodwill reported at 31 March 2002 and 2003.
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EARNINGS PER SHARE

FINANCIAL INFORMATION
RECONCILIATION BETWEEN ACCOUNTING

PRINCIPLES FOLLOWED BY THE GROUP
(FRENCH GAAP) AND US GAAP.

Under US GAAP, earmings (loss] per share are required 1o be computed in accordance with SFAS 128, Earnings Per Share os set out below:

2 AT 31 MARCH

fin € miflion except number of shares and per share data) 2002 2003

Numerator

Earnings [loss) from continuing operations (515} (1,278} 2,771
Earnings lloss) from discontinued operations 182 137 4
impact of change in accounting principles 37 - -
Net earnings (loss) US GAAP basis (296) (1,141) (2,767)
Denominator {share amounts) ¢ H
Weighted average number of shares outsianding— basic and diluted 215,387,459 265,092,257 451,367,698
Basic and diluted earnings {loss) per share i i
Eamings (loss] from continuing operations 2.39) (4.82) b 6.4 #
Earnings [loss) from discontinued operations 0.85 0.52 7 0.01 ¥
Impact of change in accounting principles 0.17 - 7 - n
Net earnings {loss] per share US GAAP basis (1.37) {4.30} 13

{1} including €145 million and €(22] milfion of capital gain floss) relating to discountinued operations in the yearended 31 March 2002 and 31 March 2004,

The Group uses the treasury stock method for purposes of determin-
ing the number of shares io be issued in conjunction with the
Group's stock incentive plan,

The diluted share base for the years ended 31 March 2002 and
2003, respectively excludes incremental shares of 445,580 and
57,100 relcted to employee stock options. In addition, in the year
ended 31 March 2004, it excludes 29,194,396 incremental
bonds reimbursable with shares not yet reimbursed ot the closing date.
These shares were excluded from the calculotion-of diluted Earnings
lloss) per shore as inclusion of such items would hove been antidilutive.

B YEAR ENDED 31 MARCH

B Additionod US GAAP discosures

a} SFAS 142 disclosures

SFAS 142 requires disclosure of what reported net income {loss) and
eamings per share before extroordinory items and net income
would have been in all periods presented excluding amartization
expense (including any related tox effect} recognized in those periods
related to goodwill that is no longer amortized.

{in € million except per share dato) 2002 2003

Net income {loss) according to U.S. GAAP (2G6) (1,141 |2,767)
Goodwill amortization 204 -
Adjusted net income (loss} {92} (1,141) {2,767}
Basic Earmings per share 1.37) [4.30) [6.13)
Gooedwill amertization 0.95 - -
Adjusted earnings [loss) per share {0.42) (4.30) 6.13)
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Net value  Acquisitions/  Translation ( Net value x

at 31 March Disposals Adjustments - at 31 March [

2003 and other 2004

fin € milion) changes y

Power Environment 705 b 705

Power Tutbo Systems - - - -

Power Service 1,206 {55} (1} 1,150 ¢

Transport 593 1 3 597

Maring 2 - 2 ‘

Power Industrial Turbines 395 {395]
Transmission & Distribution [T&D) 470 |405)
Power Conversion - i
Other - -
- Goodwill, net 2 ] " 3,371 (855)

FINANCIAL INFORMATION
RECONCILIATION BETWEEN ACCOUNTING

.i 87 PRINCIPLES FOLLOWED BY THE GROUP
[FRENCH GAAP) AND US GAAP.

The changes during fiscal year 2003 in the carrying value of goodwill, net by Secior are presented below:

Net value Acquisitions/  Translation Net value
at 31 March Disposals Adjustments  at 31 March
2002 and other 2003

{in € million) ’ changes
Power Environment 697 12} 10 705
Power Turbo Systems - - - -
Power Service 1,168 - 38 1,206
Transport 604 - (17 593
Marine 2 - . 2
Power Industrial Turbines 362 . 3 305
Transmission & Distribution (T&D) 481 4 (15) 470
Cther 73 {10) {63) -
Goodwill, net @ 3417 (8) (38} 33710

[1} including €866 milfion relating to discontinued operatians.
12} see Notes 33 (A {a] {b] [c] {f) and (k).

The changes during fiscal year 2004 in the carrying value of goodwill, net by Sector are presented below:

{1} including €866 million relating o discontinued operations.
(2] see Notes 33 (A} (al (bl {c} (7 and (k).

Other identifiable intangible assets, net under US GAAP are as follows:

¥ AT 31 MARCH 2002 2003 i

fin € million} Gross Accumu- Net Gross Accumu- Net Gross  Accumu- Net 5

Carrying lated Carrying  Carrying lated Carrying | Carrying lated Carrying |

Volue amortization  Value Value amortization Value™ @ Volue amortization Value

Technology 758 {68) 690 823 {109 714 716 (127) 589 i

Installed customer base 497 148) 449 497 {72) 425 432 {84) 348 &

licensing agresments 34 (3] 31 34 {5} 29 24 (5] 19 i
Total 1,289 119) 1,170 1,354 (186) 1,168

956

{1} including € 164 million relating to discontinved operations ot 31 March 2003.
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The amortization expense for the year ended 31 March 2004 is
£58 millien {excluding €2 million relating to discontinued operations|
and is expected to remain stable for the next five years.

5 YEAR ENDED 31 MARCH

FINANCIAL INFORMATION
RECONCILIATION BETWEEN ACCOUNTING

PRINCIPLES FOLLOWED BY THE GROUP
(FRENCH GAAP) AND US GAAP.

b} Stock-based compensation

Pursuant to the disclosure provisions of SFAS 123, Accounting for
Siock Based Compensation the Group has provided pro forma
information, as if the Group had measured the fair market value of
the options at the date of grant.

v
JREEN A I

fin €million except number of shares and per share dotal 2002 2003 2004
Net income {loss}

US GAAP {296 (1,141} 5 (2,767
Pro forma {331 (1,173 (2,781
Weighted average number of shares outstanding - Basic and diluted 215,387 459 265,092,257 451,367,698
Pro forma earnings (loss) per share-Basic and diluted (1.54] (4.42)

The fair values of the stock options granted on 22 April 1999, 24 July 2001, 8 January 2002 and 7 lanuary 2003 have been
estimated on their respective date of grant using the Monle Corlo option-pricing model or the Black-Scholes opnon pricing model

The following assumptions hove been used:

2004

2002 2003 :
Stock options Stock opfions Stock options

plans plans plans ¢

Interest rate 4% 3% i
Expected life 5 years "6 years 1y TR
Expected volatility 57% 81% B -
Expected dividends g

2% - I

The weighted average fair value of options granted during the year ended 31 March 2003 is'€3.8 per award. No options were

granted during the year ended 31 March 2004,

¢} Income taxes

The Group recognizes deferred tox assefs on tax losses corried
forward and on temporory differences when it is reasonably
cerfain that the asset will be recovered in future years. Under US
GAAP such deferred tox assets are recognized when it is “more
likely than not” that the related tox assets will be recovered. The
Group does not record certain deferred tax liabilities which are
judged to be essentially permanent in nature, until it becomes likely
that the liability will be incurred.

Redlization is dependent on generating sufficient toxable income in
order lo recover the deferred tox balances. Management believes it

is more likely than not that ofl of the net deferred lax assets will be real
ized in subsequent years. The amount of the net deferred tox assets
considered realizable could be reduced in the near term if estimates
of future laxable income in the related faxing jurisdiction are reduced.

Under French GAAP. deferred tax assets are disclosed bosed on
the net estimated recoverable amount. Pursuant to SFAS 109
Accounting for Income Taxes, US GAAP requires the deferred tax
assets to be disclosed of the gross amount and reduced by the
appropriate voluofion allowonce. The table below sets forth the
gross deferred tox assets and related valuatien allowance:

> AT 31 MARCH [
{in € million] 2002 2003 ¢ 2004
Deferred tax assets {after netting by tax jurisdiction] 1,636 2,326 2,359 4
Valuation allowances (270) {365) (2,359 H
Deferred tax assets 1,366 1,961 i - 5
Deferred tax liabifities {53} {28} y - G
Net deferred tax assets 1,313 i

1,933 i .

{1} including € 103 miflion relating to discontinved operations at 31 March 2003.

‘—
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During the year ended 31 March 2002, net deferred tax increased
by €537 million due to boh the increase in recognized taxable
losses and the reduction of valuation allowances arising from the
adopfion of a tax plon to utilize losses against which provisions had
previously been made.

During the year ended 31 March 2003, net deferred tax increased
by €620 million mainly due fo the recognition of deferred tax
income associated with exceptional provisions recorded during

“the period and the recogriition of deferred fox assets related o the

varigtion of pension minimum liability adjusiment (MLA] recorded in
fiscal year 2003.

During the year ended 31 March 2004, net deferred tax has been
subject to o full valuation allowance following the Group interpre-
tafion of US accounting rules as disclosed in Note 33 {4 {b].

The Group has not provided any deferred income toxes on the undis-
iributed earnings of its foreign subsidiaries based upon its defermi-
nation that such earings will be indefinitely reinvested.

' FINANCIAL INFORMATION
RECONCILIATION BETWEEN ACCOUNTING . .
PRINCIPLES FOLLOWED BY THE GROUP
(FRENCH GAAP} AND US GAAP.

The Group has considered that the determingtion of the amount of
any unrecognized deferred jax liability for the cumulative undistributed
earnings of the foreign subsidiaries is not practical since it would
depend on a number of factors that cannot be known until such fime
as a decision to repatriate the earnings might be made. n addition,
no provision for income taxes has been made relating to unremitted
earnings of the Group's subsidiories in that:

@ the remittance of such earnings would be tax exempt for
@5% or more owned subsidiaries,

e the income tax which would be paid upon distribution of the
undistributed earnings of 95% or less owned subsidiaries
and equily investees could be offset by foreign tax credits in
the world-wide consolidated tax return and be reimbursed
to the Group.

dj Restructuring

The table below presents the movements in the restructuring provision
as defermined under US GAAP for the year ended 31 March 2002.
All amounts are expressed in million euros, unless otherwise stoted:

At Cumentyear Charged fo Recognition Currency At

31 March expense, cost and {Removal} fransiation 31 March

2001 net  expensed  uponbusiness  adjustments 2002

(in € million) combination  and others {*)

- Employee termination benefits 118 40 {110) 15 63

- Other costs - 75 76} - 1 -
Power 118 115 {186} - 16 63
- Employee termination benefits 38 107 (76) 3 2 74

- Other costs 9 - {4) - 5
T&D [***) 47 107 (80) 3 2 79
- Employee termination benefits 3 42 {41 - 1 5

- Other costs 1 9 @) - - 1
Transport 4 51 {50) - 1 6
- Employee terminction benefits 16 XK] {28) {10) 3 14

- Other costs | - - - - 1
Others 17 33 (28} {10) 3 15
US GAAP provisions 186 306 (344) 7 22 {**) 163

[*) Other movement includes € 1.5 million related to reclassification of contract provision o restructuring.

{**} including € 16 million of termination benefits and other coss reloted 1o exit plans.
[***}including Power Conversion integrated in T&D since 1 Aprif 2002.
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During the yeor ended 31 March 2002, restructuring provisions of approximalely €306 million, relating to approximately 3,800 employees
were recorded. Such resfructuring provisions included redundancy provisions related fo operations in France, Germany and United
Kingdom and included the following mejor actions by sector:

B YEAR ENDED 31 MARCH 2002

fin € million)

Power

115

Raticndlization of the production capacity fellowing the creation of the ABB ALSTOM Power jcint venture. The rationalization consisted
primarily of the eliminction of over capacity and duplication of activities among businesses contributed to the JV. Costs that did not qualify
under EITF 94-3 to be accrued for in 2000 and 2001 were expensed when incurred during the year ended 31 March 2002, or accrued
for if they met the EITF 94-3 criterion at that time. Accrued expenses that did not meet the provisions of EITF 95-3 were recorded as expenses
when incurred. The restructuring charges expensed during fiscal year 2002 related to 79 plans.

T&D

Various dewnsizing plans in France, Germany and the UK o ensure confinuing compefiiiveness. Rationalizafion and downsizing of
Alstom Power Conversion structure in Europe.

107

Transport 51

Downsizing resulling from the current market condifions thet led to the reduction of production copocity included restruciuring expenses
that were incurred during fiscal year 2002 related to 35 sites, principally in France and the UK.

Marine 23
Restructuring expense incurred were mainly for voluntary termination benefits offered to and accepted by 201 employees in france.

Others ‘ L 10
306

Resfructuring expense

During the year ended 31 March 2002, cash expenditures were  situation, the Group has followed the provisions of EITF 94-3 for

approximately €341 million which included payments for approx-
imately 4,600 employess.

At 31 March 2002 restructuring provisions for redundancy costs
were €163 million and corresponded to approximately 2,100
employees. Group plans for restructuring may. include involuntary
termination benefits as part of the overall restructuring plan. n that

involuntory terminalion benefits. Incremental voluntary termination
benefits cre recognized in accordance with SFAS 88 when the
employees accept the cffer. As of 31 March 2002, veluntary
termination benefits accrued for were approximately €50 million.

The €163 million restruciuring provisions determined in accordonce

with US GAAP at 31 March 2002 can be analyzed, as follows:

Number of employees
Power 850
T&D 1,050
Transport 70
Other 130
Totdl 2,100
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" During the year ended 31 March 2003, resiructuring provisions of approximately €283 miltion {net of changes in estimates on prior period

FINANCIAL INFORMATION
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1 QE PRINCIPLES FOLLOWED BY THE GROUP
(FRENCH GAAP) AND US GAAP.

The table below presents the movemerts in the restructuring provision as determined under US GAAP for the year ended 31 March 2003,
Al amounts are expressed in million euros, unless otherwise stated:

At Current year Charged to Currency At

31 March expense, cost and translafion 31 March

2002 net expensed odjustments 2003

{in € miffion} and others {*)

- Employee termination benefits 63 56 (64) {5) 50

- Other costs . 42 (44) 2 -
Power 63 98 (108) (3 50
- Employee termination benefits 74 73 92) (4 51

- Other costs 5 18 2N - 2
T&D {***) 79 91 (113) {4) 53
- Employee termination benefits 5 30 123) {2) 10

- Other costs 1 40 {34 (3] 2
Transport 6 70 (59} {5) 12
- Employee termination benefits 14 14 {6} 1 23

- Cther costs ] 10 1) -
Others 15 24 (17) 1 23
US GAAP provisions {** 163 283 (297) i 138 (%)

{*} including ot 31 Morch 2003, €40 millicn relaifing to discontinved operations as presented in Nofe 33 (B] (o).
[**) including € 16 million of termination benefits and other costs related 1o exit plons.
{***} including Power Conversion integrated in T&D from 1 April 2002,

plans of €14 million), relating to approximately 3,900 employees were recorded. Such restructuring provisions included redundaney
provisians related to operations in France, Germany and United Kingdom and included the following maijor actions by sector:

B YEAR ENDED 31 MARCH 2003

{in € million)

Power 98

Downsizing of Steam business, principally in Belfort, France ond in the LUK where social plans hove been announced. Reorganisation of

Hydro ond Bailer businesses including shutdown of an aclivily in Conada and secial plans in Nenles, Fronce and Vosteras, Sweden.

T&D 91
Various downsizing plans fo ensure continuing compelitiveness, including downsizing of Medium Voltage Swiichgear and Energy
Automation & Information Solutions businesses, principally in France, Germany and the UK.

Transport 70

Reorgonisation of Tronport Services business, principally in Conado and the UK. Downsizing of Intercity business resulling in reduction of
production capacily o odapt current markes conditions, principally in France and the UK.
Marine 7

Voluntary termination offers accepted by employees in Saint Nazaire, France and closing of Saint Malo site, France.

Others 17
Restructuring expense 283
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During the year ended 31 March 2003, cash expenditures were
approximately €290 million which included payments for approx-
imately 3,800 employees.

At 31 March 2003 restructuring provisions for redundancy costs
were €138 million ond corresponded 1o approximately 2,200
employees. Group plars for restructuring may include involuntary
termination benefits as part of the overall restructuring plan. in that
situation, the Group has followed the provisions of SFAS 146 and

FINANCIAL INFORMATION
RECONCIUATION BETWEEN ACCOUNTING

PRINCIPLES FOLLOWED BY THE GROUP
(FRENCH GAAP) AND US GAAP.

EiTF 94-3 for involuntary termination benefits. Incremenial voluntary
termination benefits are recognized in accordance with SFAS 88
when the employees accept the offer. As of 31 March 2003,
voluntary termination benefits accrued for were approximately
€70 million.

The €138 million resiructuring provisions defermined in accordance
with US GAAP at 31 March 2003 can be analyzed, os follows:

Number of employees

Power 950
18D 800
Transport 150
Other 300
Total 2,200

The table below presents the movements in the restructuring provision as determined under US GAAP for the year ended 31 March 2004.

All amounts are expressed in million euros, unless otherwise stated:

At Currentyear Charged to Recogpnition Currency &
31 March expense, cost and {Removal} translation ¢
2003 net  expensed  uponbusiness  adjustments i
fin € million} combination  and others {*)
- Employee termination benefits 13 36 [30) ‘ (2)
- Other costs 7 {7) (I bl
Power Environment 13 43 (37) - (1 18
- Employee termination benefits 18 Q3 149) 4 5 66 b
- Other costs . - - - - 0
Power Turbo-Systems 18 93 (49) 4 66 -
- Employee termination benefits 19 33 {41 - -0 11
- Other casts ! ) - -4
Power Service 19 34 (42) - - b 11
- Employee termination benefits 38 62 [75) {25) - n -
- Other costs 2 : () (1) - -
T&D 40 62 (76} (26) - A -k
- Employee termingtion benefits 10 107 {56} - = 61 i
- Other costs 2 4] (18 4 = 21 &
Transport 12 148 {74) - 4 =~ 82 .
" - Employee termination benelfits 36 79 77) - 1R 39 =
- Other costs . 2) 2 7
Others {*) 36 79 (79) - 3.0 39
US GAAP provisions 138 459 (357) {26) 2 i 216 7

[*} Including € 13 milfion from Power Conversion previously integrated in T&D Sector.

RGN
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During the year ended 31 March 2004 restructuring provisions of appreximately €459 million {net of changes in estimates on prior pericd
plans of €21 million), related to approximately 9,500 employess lincluding T&D Sector) were recorded. Such restructuring costs reloted
primarily fo operations in France, Germany, the United Kingdom ond included the following major actiens by sector:

b YEAR ENDED 31 MARCH 2004 Total  Amount incurred
omount  in the yeor ended

fin € milion expected 31 March 2004

Power Environment 57 43

Closure of different sites and reorganisation of businesses due to weak market conditions. Reorganisation of

Hydro and Boller business including definitive shutdown of Painting activily in France and Diesel Controcting

activity in Spain.

Power Turbo-Sytems 141 93

Downsizing of Steam business, principally in Belfort, France and Mannheim, Germany Reduction in capacity

and consclidation of sifes info fhree main locofions: France, Switzedand ond India for Plant business. Downsizing

of Manufacturing business resuliing in reduction of production capacity to odapt current market conditions.

Power Service 77 34

Reorganisation and downsizing of activities in UK, France and Belgium.
T&D 62 62

Various downsizing plans to ensure continuing competitiveness mainly through early refirement plans in France
- -and partime refirement agreements in Germany. - — -

148

Transport 200

Reorganisation of activities principally in Canada, UK and France. Reduction of production capacity to adapt

current market conditions especially in UK where Transit business and New built production have been stopped

to concentrate on service and maintenance.

Others 91 79
Restructuring expense 628 459

i

During the year ended 31 March 2004, cash expenditures were
approximately €357 million, which included paymenis for cpproxi-
mately 7,000 employees {including T&D Sector].

At 31 March 2004 restructuring provisions. for redundancy casts
were €216 million and corresponded fo cpproximately 4,150
employees. Group plans for restructiring include involuntary fermina-
tion benefits as part of the overall restructuring plan. In that situation,

the Group has followed the provisions of SFAS 146 and ElTF 94-3
for involuntory fermination benefits. Incremental voluntory termination
benefits are recognized in accordance with SFAS 88 when the
employees accept the offer. As of 31 March 2004, voluntary
termination benefits accrued for were approximately €100 million.

The €216 million restructuring provisions defermined in accordence
with US GAAP at 31 March 2004 can be analyzed, as follows:

Number of Employees

Power Environment 480
Power TurboSystems 1,400
Power Service 530
Transport 1,300
Other 440
Total 4,150

Under US GAAP, the annual cash payments for restructuring provisions recorded at 31 March 2004 are expected to be approximately the
following percentoges, 85% and 15% for the years ending 31 March 2005 and 2006, respectively.
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e} Net investment in sales type leoses

The Group sells through salestype lease arrangements and consolidates under US GAAP certain special purpose leasing entities
lsee Note 33 [A) Ig] and (m)) resulting in the total amount of Net invesiment described below:

FINANCIAL INFORMATION
RECONCILIATION BETWEEN ACCOUNTING

PRINCIPLES FOLLOWED BY THE GROUP
(FRENCH GAAP] AND US GAAP.

B AT 31 MARCH y LTI

fin € million) 2002 2003 1y 2004
Future Minimum lease payments 2,431 2,035 3 1,847 ¢
Estimated residual values of leased property 483 416 R 402
less Unearned Income (1,234) 1,014) 1889) |
Net investment in sales fype leases 1,680 1437

Maturity of Future minimum lease payments is shown below fin €million):

4

2004

Future minimum lease poyments ' 1,847 122 126

127 128 129 1,215

f Acquisitions

The Group completed in the year ended 31 March 2002 the  As a result of these additional acquisitions €131 million were

acquisition of five individually not material companies (Bitronics Inc.,  added to the Group's 31 March 2002 year ended net revenues.

Ansaldo Coemsa, Railcore, RMK TB Bongalore and loboratoire  The confribufion of these oddilional acquisitions to the Group's

Oxman Séraphin). assets and liability is follows:

&> AT 31 MARCH

fin € million) 2002

Cash 5

Other current assels 42

Contractsinprogress 20

Fair volue of fixed assets, net 57

Residual goodwill 155
___Customers’ deposits ond advances {16}

- Other current liabilities B 134}
Financial debr {19)
Accrued liabilities {135)

. Purchase price 75
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g} Financial debt
B AT 31 MARCH
{in € million] 2602 2003 1
Redeemable preference shares 205 205
Subordinated notes - 250 i 250
Bonds 1,200 1,200 650
Bonds reimbursable with shares * - - 152
Syndicated loans 1,550 2,627 3 1922 =
Subordinated long term bond [TSDD) . 200 7
Subordinated bonds reimbursable with shares {TSDDRA) - 300 ©
Bilaterc! loans 283 358 t 260 M
Bank overdraft and cther facilities " 2,595 1,710 171
Commercial paper 455 83 I -
Capital leases * 876 877 i 883
Accrued interest 33 50 b 46
Total ¥ 6,992 7,360 3 6,579
Future receivables securitized, net 1,735 1,292 : 265 i
Financial debt 8,727 8,652 i 6,844
Longrterm portion 6,035 5,834 P .
ShorHerm portion % 2,692 2,818

{1) Including the differences between French and US GAAP accounting principles presented in Note 33 {A] (k] {m).
{2} Including the differences between French and US. GAAP accounting principles presented in Note 33 (A) (g).

{3) Including ot 31 Morch 2003 €64 million relating to discontinued operations.

{4) Including the differences between French and US GAAP accounting principles presented in Note 33 (B} {f].

(5] In the Note 22 of the Consolidated Financial Statements the Group stated that, on the basis of the Consolidated Financial Statements as of 31 March 2004,
it would have failed lo comply with the financial covenants “Consolidated net worih” and “EBITDA® described in Note 22 and thal, in late April 2004, an ogreement
from its lenders to suspend these covenanis until 30 September 2004 was obtained and the negofiafion of new financial covenants before this date was expecled.
Under US GAAP, the events mentioned above friggered the reclassification as shorterm debt of the long term portion [€6,003 million on a US GAAP basis| of

the outstanding financial debi at 31 March 2004.

h} Guarantees - FIN 45

With effect 1 Jonuary 2003, the Group has odopted FIN 45,
Guaranior's Accounting and Disclosure Requirements for guarantees,
Including Indiirect Guaraniee of indebtedhness of Others. FIN 45
requires the recognition of a licbility ot the inception of the guaran-
tee for guarantees issued or modified after 31 December 2002 for
the fair value the Group assumed in issuing the guarantes.

The disclosures relating to contingencies, off balance sheet commitments
and other obligations are included in Notes 27 and 28. The guarantees
related fo confracts provided fo banks or surety companies do not fofl under
the scope of FIN 45. For guarantees falling into the scope of FIN 45 and
entered into or modified afier 31 December 2002, the Group has
cpplied the recognition and measurement provisions of FIN 45.

During the yearended 31 March 2004, the Group has issued guar-
antees in connection with the disposition of Sectors/businesses

mainly the T&D Sector {excluding Power Conversion} and the Small
and Medium Industrial Turbines and Industrial Steam Turbine busi-
ness in addition to guarantees outstanding in respect of disposals
since 1 January 2003. Such indemnifications protect the buyer
from fax, legal, environmental and other risks relafing fo the pur-
chased businesses/ Sectors. Al 31 March 2004, the tofal accruals
relating to these guarantees amount to €112 million and is included
in addition fo provisions in Note 20.

For the last quarter of the fiscal yearended 31 March 2003, the
impact of the fair value of the guarantees falling into the scope of
FIN 45 was not significant.

i) SFAS 13 disclosures

SFAS 13, "Accounting for leases”, requires the disclosure of the
maturity of copital and operating leases obligation year by year up
to the 5th year as follows:
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RECONCILIATION BETWEEN ACCOUNTING
196 PRINCIPLES FOLLOWED BY THE GROUP
{FRENCH GAAP) AND US GAAP.
Within Over
(in € miflion Total lyear 1-2years 2-3years 3-dyears 4-5years 5 years
long term rental 667 6 9 1] 13 15 613
Capital leases 278 3l 28 24 21 20 154
Operating leases 534 Q0 83 58 45 39 219
At 31 March 2003 0 1479 127 120 23 79 74 986
Long term rental 683 Ik 14 17 20 24 597
Capital leases 237 37 32 23 20 19 106
Operating leases 430 o2 59 47 39 36 187
At 31 March 2004 1350 110 105 87 79 79 890

1} See Nole 27 of the Consolidated Financia! Stolemenis.

i) Related Porty Transactions

The Group has, from time fo fime and in the ordinary course of busi-
ness, entered info infriccompany arrangements with its subsidiaries and
offilicted companies, regarding, generally, sales and purchases of
products and the provision of comporate services. These arrangements
are entered into on an arm'slength basis in accordance with the
Group's normal business practices.

Ms Candace Beinecke, a member of the Group's Board of Directors,
has been Cheir of the low firm of Hughes Hubbord & Reed LIP,
New York, USA, since 1999. Hughes Hubbard & Reed provides the
Group with legal services in connection with a variety of significant
contraciudl, transactional, liigation and orbitration matiers. The Group
paid Hughes Hubbard & Reed aggregate fees of approximately
US$15.1 million for services performed in fiscal year 2004.

Mr Georges Chedron de Courcel, @ member of the Group's Board
of Directors, is Chief Operating Cfficer of BNP Paribas, one of the
Group's core banks and finoncicl advisors. The Group has entered
into various financing and related agreements pursuant to which BINP
Paribas has acted as a lender.

k) Contingencies
in oddifion o the matters set out in Note 28 the Group has o number of
other proceedings outstanding;

Investigation by the Prosecutor of Milan

During the first half of 2003, the public Prosecuior of the city of Milan,
aly began an investigation of certain power generation equipment
manufacturers, including certain of the Group's companies, and @
govemmentowned lialian cusiomer of the Group, relating to alleged
poyments made fo certain managers of that company in connection
with the bidding on equipment purchase confracts. In connection with
a confract entered info in june 2001, the Prosecutor has alleged that
o third party working on behdlf of the Group made on illicit payment
to managers of the ltalian company concerned. To date, the
Prosecutor has interviewed various of the Group employees and has

issued a formal nofice of invesfigation, but has not brought formal
charges against or indicted any of the Group's employees or com-
oanies. The Group has fully cooperated with the Milan Prosecutor
in this matler and intends to continue to do so.

Administrative proceedings in Mexico _

An administrative procedure was launched in February 2004 by the
Mexican Minisiry of the Public Services against two ALSTOM sub-
sidicries in Mexico, one of which belonging fo the Transmission &
Distribufion Sector (sold to Areva in fonuary 2004), regarding alleged
payments, which were purportedly made by an agent of the Group
fo certain members of the management of a public company in
relation to certain contracts from this public company. This proce
dure is cimed ot excluding the concerned subsidiaries from public
tenders in Mexico for a period of up to two years. The Group is fully
cooperating with the Mexican authorities.

Tribunal de Grande Instance - France

The Group has become o civil parly to judicial proceedings being con-
ducted by a judge of the Tribunal de Grande Instance irial court) of
Paris regerding aflegations of an illegal payment to government off-
cials in connection with the transfer in 1994 of the headquarters of the
Transport Secior, payment of which is afieged 1o have been approved
by former senior officers of the Group. The Group has elected to jcin
the civil proceedings in order to seek recovery of any such paymentf.

Recently Issued Accounting Pronouncements

o FIN 46

In January 2003, the FASB issued Interpretation No. 46, Conso-
lidation of Variable Interest Entities, an interpretation of ARB
No. S1{FIN 46). In December 2003, the FASB modified FIN 46 to
make certain technical corrections and address certain implementation
issues that hod arisen. FIN 46 oddresses when a company should
include in its financial statements the assets, liabilities and activities
of another entity. FIN 46 requires consolidation of o variable




2003-2004

197

interest entity if the reporting entity is subject to o majority of the risk
of loss from the veriable inferest entity’s activities or enfifled to
receive a majority of the variable interest entity's returns or both.

FIN 46 waos effective immediately for variable interest entities
created after 31 January 2003. The Group will apply FIN 46, as
revised, to varicble inferest entifies created before | Februory 2003
as follows: {i] beginning 1 April 2004 for structures commonly
referred to as special purpose entities os o cumulative effect of the
accounting change as of that date; and [ii) at 31 March 2005 for
other than speciclpurpose entities.

With respeci to enlities created after 31 January 2003, the
adoption of FiN 46 did not have a significant impact and the
Group is currently evaluating the impact of adopting FIN 46 for
entities created before 1 February 2003.

e SFAS 150
In May 2003, the FASB issued SFAS 150, Accounting for Certain

Financial Instruments with Characieristics of both Liabilities and

Equity. SFAS 150 establishes standards for how an issuer classifies
and measures cerlain financial instruments with characterisfics of both
liobilities and equity. It requires that an issuer clossify o financial
insfrument that is within its scope as a liability {or an asset in some
circumstances). SFAS 150 affects the issuer's accounting for three
types of freestanding financial instruments:

> Mandatorily redeemable share, which embodies an
unconditional obligation requiring the issuing company to
redeem in exchange for cash or other assets ot a specified or
determinable dotels) or upon an event that is cerloin to occur;
Instruments that require or may require the issuer to repurchase
some of its shares in exchange for cash or other assets, which
includes put options ond forword purchase controcts;
Chligations that must or may be seffled by issuing a variable
number of equity shares, the monetary value of which is fixed,
tied solely or predominantly 1o o variable such as o market
index, or varies inversely with the value of the issuers’ shares.

3

£

SFAS 150 does not apply to features embedded in o financial
instrument that is not a derivative in its entirely.

SFAS 150 is effective for financial instruments entered into or
modified after 31 May 2003. No such instruments within the scope
of this Statement were issued or modified by the Group from 31 May
2003 and untit 31 March 2004,

Financial instruments existing before 31 May 2003 are subject o
this Statement beginning 1 April 2004 for the Group. The Group
is currently reviewing this issue to measure the potential impact on
its results of operations, s financial position or its cash flows.

FINANCIAL INFORMATION
RECONCILIATION BETWEEN ACCOUNTING

PRINCIPLES FOLLOWED BY THE GROUP
(FRENCH GAAP) AND US GAAP.

® IFRS implementation

The Group is to adopt Infernational Financial Reporting Standards
["IFRS") as primary generally accepted accounting principles
["GAAP") by fiscal year 2005,/2006 ending 31 Maich 2006, as
required under European Regulation applicable to European pub-
lic companies. The full set of IFRS remains subject to changes and
endorsement by the European Commission.

In March 2004, the SEC proposed an amendment to the Form 20-F
that would allow foreign private issuers that change their bosis of
accounting to IFRS to include only two years of audited financicl
statements in their SEC filings. This amendment would apply for the
first year of reporting under IFRS. Provided this proposed amendment
is accepled, the Group will select 1 April 2004 as its transifion date
to IFRS and thus present restated 2004 /2005 IFRS financial state-
ments in its 2005/2006 Form 20F and continue to report under

French GAAP as primary GAAP in the meantime.

Transition from French GAAP to IFRS will be made in compliance
with IFRS 1 “First Time Adoption of Infernational Financial Reporting

Standards” general retrospective application guidance and related
exemptions and exceplions.

The Group is currentty assessing the impoct, which may be significant,
that the opplication of IFRS will have on its 2004,/05 financial stole-
ments and will disclose as soon as practically possible ofter the full
set of appliccble IFRS is complete:

= in its primary GAAP financial statements, the reconciliation
disclosure between French GAAP and IFRS (including narrative
and net income and shareholders’ equity reconciliotions)
required with respect to fiscal year 2004 /2005 financial
statements ; and

s the additional reconciliation disclosure between IFRS ond
US GAAP (including narrative and tabular net income and
shareholders” equity reconciliations} with respect to fiscal year
2004 /05 finoncial statements required under SEC Rules
when reporting under primary GAAP other than US GAAP.
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FINANCIAL INFORMATION
CONTROLS AND PROCEDURES

CONTROLS AND PROCEDURES

[Extract of the Annual Report on Form 20+ filed with the Securities end Exchange Commission on 1.7 June 2004)

The Group's manogement, with the porticipation of the Group'’s
Chairman & Chief Executive Officer and Chief Financial Officer,
has evaluated the effectiveness of the Group's disclosure controls
and procedures, as of 31 March 2004. Based on such evaluation,
the Group's Chief Executive Officer and Chief Financial Officer have
concluded that, as of 31 March 2004, the Group's disclosure controls

and procedures were effective.

As described in more detail in the Consolidated Financial Siatements
- Note 28 - Contingencies - SEC lnvestigation, on 30 June 2003,
the Group announced thot if wos conducting on internal review
assisted by external lawyers and accountanis following receipt of
anonymous letters alleging accounting impropriefies on @ railear con-
fract being executed ot the Hormell, New York facility of ALSTOM
Trensportation Inc. ["ATI"}, o US subsidicry of ALSTOM. In its Annual
Report on Form 20F for the fiscal year ended 31 March 2003, the
Group disclosed that, based on management's evaluation of the
Group's disclosure controls and procedures as of 31 March 2003,
the Group's Chief Executive Cfficer and Chief Financial Officer
concluded that the system and operation of ATl's controls and
procedures was unsafisfactory and that improvements should be
implemented.

During the fiscal year ended 31 March 2004, the Group imple-
mented several changes related fo our internal controls over finan-
cial reporting, including without limitation the following:

o Reporting lines of the unit finance directors have been revised
5o that they all now repori direcily fo the financial officers of
the relevont business ond sectors and ultimately to our Chief
Financial Officer.

¢ Sincel March 2004, the Chief Internal Auditor reports

. directly to the Chief Executive Officer.

» A Corporate Risk Commitiee, chaired by the Group’s Chief
Executive Officer, has been established in order to strengthen
the risk review process in the tender and execution of major
contracts.

¢ Several new checklists have been issued relating fo internal
controls over financial reporting and disclosure.controls and
procedures, and on internal control selfassessment
questionnaire has been prepared and used, to enable
management fo monitor unit compliance with corporate
policies and instructions. ‘

= Selective upgrades of occounting personnel have been made.

In addition, in general, the Group’s internal contrals over financial
reporting used to be embedded in a single reporting and account
ing manual. The internal controls over financial reporting have now
been set out in @ separate Internal Contrals Manual.

Improvements in controls specifically at ATl are progressively being
inftoduced including in planning, implemeniation and control of
projects also in ensuring integration of projects with purchasing
and with the accounting and reporting system. Improvements in All's
system of fracking design and bill of moterial changes have also
been introduced and management changes made.

Except as set forth above, there have not been any changes in the
Group's internal control over financial reporting during the Group's
fiscal year ended 31 March 2004 that have malerially affected,
or are reasonably likely to materidlly affect, the Group's internal con-
irol over financial reporting.

For further defails on internal control procedures, please also refer
to Section 5 — Other information — Chairman’s Report pursuant
to article :225-37 of the French Code du Commerce.
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RISK

MAIN RISK FACTORS

The level of our orders received was affected during the first half
of fiscal year 2004 by difficult market conditions and uncer-
tainties regarding our financial condition. If the recovery on
some of our markets and the return of customer confidence,
which we noted in the second half of fiscal year 2004, are not
confirmed in the longer term, this could have an adverse impact
on our results, and our orders might not return to prior levels.

Orders received during the first half of fiscal yeor 2004 decreased
on o comparable basis by 23% and 7% compared with the first and
second halves of fiscal year 2003 respectively {29% and 13%
respectively on an actual basis). Over fiscal year 2004, orders
received remained globally stable compared with fiscal year 2003
on a comparable basis (+1% on a comparable basis and —14%
on an actual bosis) thanks to the increase in orders received since
the announcement of our financing plan in September 2003.

Our orders and sales depend on the level of infrostructure spending,

which has historically been significantly impacted by the rate of
growth in gross domestic product. Poor economic and political
condifions or downturns in broad economic trends in our markets
therefore have a negative effect on our orders, sales, results and
financial condition. The level of infrastructure spending is olso
significantly affected by customers’ expectations about a variety of
other factors, such as their ability to raise financing for their
businesses and chonges in applicable laws, including the deregu-
lotion and liberclisation of infrastructure services. Although shorterm
changes in gross domestic product may affect our orders received,
in the past such changes have had less of on impoct on our scles
due to the length of our product delivery cycles and the size of our
order backlog.

In addition to difficult market condifions, the uncertainty resulting from
our financial condition may have led 1o some cusiomers delaying
or not placing orders with us. Improvement in our results of operc-
tions, cash flow and financial condition in general depends on our
ability to restore our level of orders, but we may not be successhul
in doing so. Even if our orders recover relotively quickly, our sales
and income in subsequent years may be lower than has been the

MAIN RISK FACTORS ‘

case in recent periods. If we do not have & sustained recovery in

~our orders, we may have to underiake additional restructuring and

bear additional costs in order to achieve accepfable operating
margins which may have a material adverse effect on our results of
operations, financial condition and prospects.

The European Commission may find that elements of our financing
plan implemented in 2003, other transactions that we have
entered info and our financing package announced in May 2004,
constitute State aid that is not compatible with European
Community law. Any requirements by the Commission notably
to terminate or modify certain elements of our financing plans
could affect our operations and results. The 2003 and 2004 financ-
ings are key elements in our plan to reduce our high level of
indebtedness, address our bonding requirements and sustain our
commercial activity.

The European Commission {the. “Commission”] opened a formal
invesfigation in September 2003 to defermine whether the State
elements of our financing plon, the sale of our T&D Sector to Arevo,
a French Statecwned company, and certain other transoctions
entered info with entilies contrclled by the French Siate contain
elements of State aid and if so, whether the aid is compatible with the
common matket. Under European Community faw, o Member Stote
may not provide aid to a company unless the Commission finds that
the aid is compalible with the common market.

Our financing plan was originally announced on August 6, 2003,
and was renegotioted in Seplember 2003 to address cerfain
concerns raised by the Commission. Netably, the Commission had
authorised the issuance of an injunction to suspend the granting of
the elements of this financing package supporied by the French
State, unless the French authorities agreed not to participate in
measures that would automatically and irreversibly result in the
French Slate’s participation in our equity capital prior to the
Commission’s final decision. Following the renegotiation of the
plan, the Commission announced on 22 September 2003 that
it would not issue the injunction. The Europeen Commission's
investigation of the new financing package is currently ongoing.
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The main items of the Commission’s investigation related to out

financing plon implemented in 2003 are the following:

s the French Stole's subscription to £300 million of subordinated
bonds reimbursable with shares in the Company;

> the reimbursement of those bonds with shares in the Company
{which is explicity conditioned on European Commission
approval;

¢ the French State’s subscription to €200 million of additioncl
subordinated bonds;

o the french State’s guarantee of €300 million of subordinated
leans, granted by the Caisse Francaise de Développement
Industriel [“CFDI");

» the purchase of €300 million of commercial paper by
he Caisse des Dépéts et Consignations {"CDC’|, and an
additional purchase of €900 million of commerciol paper
by the CDC,;

» the French State’s counterguarantee of 65% of our
€3,500 million bonding facility;

= the terms of the sale of our T&D Sector to Areva, a french
Stote-owned-compony;-ond-ca ...

= orders such as a ING tanker by a French Stateowned
company, a ferry by another French Stateowned company
and certain gas power plants,

Al of the transactions referred to above hove been completed.

On 27 May 2004, we signed an agreement with the French State and
our main banks on a new financing package, in order to secure new
occess to bonding, fo strengthen our bolance sheet and to
stabilise cur shareholder base. For more information, see “Management
discussion & analysis ~ Recent developments” and “Cther Information ~
Exiract of the Agreement dated as of 27 May 2004": The Commission’s
approval is a condition to the implementation of this package and cur
current understanding is that the Commission will render its decision by
early summer 2004, which may be conditionnal upen cenain commit-
ments we will make, including the sale of businesses representing approx
imately €1.5 billion in sales. Any negative decision of the Commission
or any delay in the approvat or implemeniation of our financing pack:
age could result in events of default under our financial agreements and
could significantly affect our business and financicl condition, in particular
our ability fo obiain bonding to sustain our commercial activity.

If all or any part of our financing plan implemented in 2003, the
other transactions referred to above or our new financing plan are
found to constitute State aid that is incompatible with the common
market, the Commission could require the French State fo recover
some or all of the finoncing gronted under this plon or to comply
with specific conditions. Further, it could prohibit us from deliver
ing shares to the French State in reimbursement of the subordinated
bonds reimbursable with shares {“TSDD RA") issued to the French
State in December 2003.

MAIN RISK FACTORS

The Commission could clso subject the approval of the aid to cer-
fain condifions, for example our selling additional businesses or
undertaking further restructuring, which would increase our costs,
or, in the extreme and highly improbable case, even terminate the
relevant transactions.

We have a high level of indebtedness and the 2003 and 2004
financings are key elements in our plan to reduce this indebtedness.
A negative decision by the Commission could severely hamper this
effort and have a materiol adverse effect on our financial position
and prospects. A negative decision by the Commission could
also trigger clouses in our financing agreements that would restrict
our obility to obtain bonds under our bonding facility of
€3,500 million {counterguaranteed by the French State af the
level of 65%), or to draw under our credit facilities, or would
require s to repay amounts outstanding under our financing agree-
ments. This would require us lo renegofiate the agreements referred
fo.above in order to meet our financial obligations, which we might
be unable to do on commercially reasonable terms or at all. in
addition, o negative decision by the Europeon Commission could
significantly affect our business and financial condilion, in partic-
ular our share price as well as the confidence of our customers.

Prior to the Commission’s decision, a third party has the right to
challenge ond seek suspension or reimbursement of any aid put into
effect prior to the Commission’s final decision before any competent
court on the grounds that it constitutes “unlawful State aid”. VWe are
not aware of any such challenges at this time.

A decision by the European Commission may be cppedled. In
particular, the French State could appeal a decision before the
Court of Justice of the European Communities, and we could
challenge @ decision before the Court of First Instance of the
European Communities. A third party, if it has locus standi, could
also oppeal o favourable decision by the Commission.

Difficulties in securing sufficient sources of bonds may jeopardise
our ability to obtain new orders and to receive advances and
progress payments from customers.

It is customary in our businesses to post bonds issued by banks fin
particular: bid bonds, advance payment bonds, performance bonds,
warranty bonds) and by insuronce companies (surety bonds). In
posting such bonds, we are required 1o seek out third parties [banks
ond insurance companies), fo issue bonds as @ condifion fo bidding,
entering into commercial contracts with ous clients or receiving
advances and progress payments from them. The amount of such
bonds is often significant, averaging in total approximately 25% of
the price of the contracts signed.
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Bond providers hove reduced or siopped further bond issuances in
order to maintain their credit rafings. Simulianeously, new regule-
tory constraints affecting banks end the deterioration of cur credit
profile have resulted in reduced available capacity and higher
pricing for these instruments.

In fiscal yeor 2003, we foced ¢ significont decreose of the bonding
capacily of the market generally. Moreover, we have had difficulty
obtaining bends, in particular during the first half of fiscal year
2004, as financial institutions have been reluctant to increase their
financial exposure to our Group in light of our financia! situation.
As part of our September 2003 financing package, on 29 August
2003 we signed a €3,500 million bonding facility [which was
amended on 1 October 2003 and on 18 february 2004),
counterguaranteed by the French State af the level of 65%, (the
“Bonding Facifity”), which has again enabled us to obtain bonds.

We had initially esfimated that the Bonding Facility would cover our
bonding needs through the third quarter of fiscal year 2005. Given
the level of our order intake in the third and fourth quarters of fiscal
year 2004, the full amount available under this facility is fikely to be
used earlier than expected {in summer 2004). Under our financing
package announced in May 2004, we aim to syndicate a new
bonding programme, which we currently estimate will cover our
needs for the next two vears. Our core banks are commitied 1o
provide approximately three quarters of our bonding requirements
cnd the remainder will be proposed to other financial insfitutions.

Given our credit profile and the bonding copacity of the market,
which remains very limited, we can give no ossurance that we will
be successful in the negotiations. of the remainder of our bonding
requirements with other financial institutions and that we will be
able to raise sufficient bonding capacity allowing us to cover our
bonding needs adequately in the long term. Our inability fo secure
new sources of bonding could seriously jeopardize our ability to win
new contracts, sustain our commercial operations and have @
material adverse impact on our results of operations and financial
condition. For more information, see also risk foctor above “The
European commission may find that elements of our financing plen
implemented in 2003, other ransactions that we have entered
into and our financing packoge announced in May 2004 consfi-
tute Stale cid that is not compatible with European Community
law. Any requirements by the Commissian notably to terminate or
modify certain elements of our financing plans could offect our oper-
ations and resulis. The 2003 and 2004 financings are key elements
in our plan to reduce our high level of indebtedness and address
our bonding requirements and sustain our commercial activiy”.

MAIN RISK FACTORS

Our lines of credit and certain of our other financing ogree-
ments contain financial covenants, currently suspended until
30 September 2004, that we may be unable to renegotiate or
to meet in the future.

Our ability to maintain and oblain financing depends largely upon
our financial performance.

QOur Bonding Facility referred fo in the risk factor above, our subor
dinated debt focility of €1,563 million signed on 30 September
2003 {the "Subordinated Debt Facllity), the syndicated credit facility
renegotiated on 19 December 2003, currently in the amount of
€721.5 million [the "Syndicoted Credit Facility”) and certain
of our other financing agreements contain covenanls requiring us
to maintain compliance with pre-established financial ratios
("covenants”).

These covenonts ore described in Note 22 to the Consclidated
Financial Statements as of 31 Maich 2004, They took effect from
31 December 2003 in relation to Total Debt, and from 31 March
2004 in relation to Consolidated Net Worth and minimum EBITDA.
The covenants in relation to interest cover and total Net Debt leverage
will apply from 31 March 2005.

Most of our financing agreements and our outstanding securities
include crossdefault and crossacceleration provisions pursuant to
which a payment default, an ccceleration, or a failure to respect
financial covenants or other undertakings under one agreement
may result in all or a significant part of our other debt becoming
immediately repayable. Such an event may dlso prevent us from
drawing upon our credit lines. If the debt under our financial agree-
ments were fo be accelerated, we might not have the funds required
to immediately repay this debt.

Based on our forecasts of fiscal year 2004 results, we have
requested ond obtained from our lenders the suspension of the
financial covenants "Consolidated Net Worth" and "minimum
EBITDA" until 30 September 2004 and we have commitied io them
to renegotiate before that date @ new covenants package. We are
currently in discussions with our main banks within the framework
of our financing packege announced in May 2004. We cannal
ossure the outcome of these negotictions or that o defoult with
respect to these covenants will be avoided.

Our ability to meet our financial covenants depends on our abil-
ity o resfore our levels of activity and margins, reduce our indebt-
edness and maintain sufficient net worth, each of which could be
cdversely affected by events beyond our control. In the event of
a default under any of these agreements, the lenders could elect
to declare all of the amounts outstanding under the agreements
to be immediately due and payable. Although we would attempt
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fo negotiate with our lenders to seek a waiver of such default or
an amendment fo the relevant agreement, such hegotiations might
not be successful.

We have announced a financing package in May 2004, in
order to secure new access fo oddifional bonding, to strengthen
our balance sheet and to stabilise our shareholder base. This
package is subject to approval by the European Commission
and our sharehalders that we are seeking to obtain.

VWe signed an ogreement with the French Stote and our main banks
in May 2004, in order to implement a new financing package, see
“Other Information - Extract of the Agreement doted as of 27 May
2004". These measures consist of the following principal features:

* an increase in our bonding fecility programme from

€3.5 billion fo up to €8 billicn, which would benefit from

a €2 billion guarantee package, with €700 million security

provided by ALSTOM, €1,250 million given by a French-State

guaranieed institution and the remaining €50 miflion from a

group of banks,

= a capital increase for a fotal amount, issue premium included,

of €2.2 billion consisting of:

- @ capital increase by a share issue for @ maximum
amount of €1.2 billion, including issue premium, with
sharehalders' preferential subscriplion rights in which
the French Stote would participate by exercising all
of its preferential subscription rights, resulting from the
reimbursement in shares of its TSDD RAs, up to a limit
of 18.5% of £1 billion {on the basis of the share capital
as of 31 March, 2004);

- the conversion info equily of between €500 million and
£€1,200 million of existing debt, through the conversion
of up to €500 million of subordinated bonds by the French
Stote {provided that the French State’s total equity
participation or vating rights in the Company does not
exceed 31.5%} and the conversion info equity,
to be proposed to our lenders other than the French State,
of an aggregate maximum amount of existing debt of

£700 million.

This financing package is subject to European Commission
approvel, which we hope to obtoin by eorly summer 2004,
Resolutions regarding the capilal increases will be submitted for
approval ot ALSTOM'S Ordinary and Extracrdinary General
Meeting convened cn @ July 2004 {second call). The timing, terms
and fincl amount of the capital increases will be decided by our
Board of Directors, and will depend on market conditions and the
willingness of our creditors fo convert their debt.

' MAIN RISK FACTORS

Qur ability to successfully implement these measures will depend
upon a number of factors, including the cpproval by our shareholders,
the granting by our creditors of the waivers and amendments that
will be required to permit the debt to equity exchange, the
willingness of our credilors 1o tender their debt instruments for shares
and the approval by the European Commission of the new
measures. This opproval will also be econditional upon cerlain
commitments we will make, including the sale of businesses
representing approximately 10% of our current sales. As a result
of these financial measures, we expect to issue a large number
of new shares, o part of which would not be subject to preferenticl
subscripfion rights in favour of existing shareholders. Upon the issuance
of new shares, current shareholders who do not exercise their prefer-
ential subscription rights will experience substantial dilution.

Any refusal of the European Commission or our shareholders to
approve these measures or any delays in their approval or implemen-
fafion could significantly offect our business and financial condition,
in parficular our ability fo obtain bonding to sustain cur commercicl
activity.

We have unfunded liabilifies with respect fo our pension plans
and other post-refirement benefits.

We have cbligations to our employees and former employees
relating to refirement and other postretirement indemnities in the
maiority of the countries where we operate. In France, retirement
indemnities arise pursuant to labour agreements, specific conventions
and applicable local legal requirements. Retirement indemnities in
France are funded from current cashflows, and there is no legal
requirement lo maintain assets to fund these liabilities.

In the United Stctes, the United Kingdom ond elsewhere, lichilities
arise pursuant to labour agreements, pension schemes and plans
and other employee benefit plans, some of which are required to
maintain assels in off balance sheet trusts o fund their liabilities.
As a result of stock market declines in fiscal year 2003, the
market volue of the asses in our pension plans declined. The stock
market revival in fiscal year 2004 led to an increase in the
market value of the assets held in our funded pension plans, which
remains, however, significantly below the related projected
benefit obligations.

With respect to retirement, terminafion and postretirement bene-
fits, we had projected benefit obligafions of £3,633 million and
plan assets of €2,263 million. As of 31 March 2004, we have
recognised €485 miffion of net fiabilities in respect of our pension
plans and other postretirement benefit arrangements. The unrecog-
nised liabilities, which amounted to €885 million, will be
amortised over the average working lives of the active members
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of the plans, in compliance with the accaunting standeards used
for the preparation of the Consolidated Financial Statements.

In oddifion, pursuant fo certain of our defined benefit schemes, we
are commitied to eventually provide cash o cover any differences
between plan’s assets market value and required levels for such
schemes over ¢ defined period. Investment refurns on these assets
have so far covered such differences. We can, however, give no
ossurance thot these commitments or ofher scheme obligations may
not have any adverse impact on our cashflows.

Our projected benefit obligations are based on certain actuarial
assumptions that vary from country o country, including, in particular,
discount rafes, longterm rates of retumn on invested plan assefs, rates

of increase in compensation levels and rates of mortality. .

i actual results, especially discount rates and/or rates of return on
plan assefs, were to differ from these assumptions, cur pension, refire-
ment and other postemployment costs would be higher or lower,

and our cash flows would be unfovourably or favourably impacted.

by the funding of these obligations.

Bosed on International Financicl Reporling Standards [or “IRFS”), that
we will be obliged to adopt for fiscal year 2005/06, we may elect
either to recognise all cumulative actuarial gains and losses af the time
of fransition {i.e. 1 April 2005) or lo split these cumulative acluar-
ial gains and losses from the dote of inception of the plans until the
date of transition to IFRS into a recognised and unrecognised por-
tion, the unrecognised porlion fo be recognised over the average
working lives of the members of the plans. Recognition of alf cumu-
lative actuarial gains and losses in our fiscal year 2006 consoli-
dated occounts would have a moterial impact on the Group
balance sheet.

Further defails on the methodclogy used fo assess pension assets
and lickilities logether with the annual pension costs are included
in “Management discussion and analysis — Liquidity and copital
resources — Pension accounting” ond Note 21 to the Consolidated
Financial Statements as at 31 March 2004.

If we do not achieve our forecast income or cash flow, we may
be led to review the valuation of certain assets and have to
depreciate them,

Qur deferred tax assetsnel amounted to €1,531 million as
of 31 March 2004. This valuation has been established on the
basis of our business plan for each country.

If our income per country is below our forecasts and if consequently
we do not make sufficient taxable income in certain countries to
allow tax losses carried forward to be used before their expiry, we
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would be obliged 1o review the valuation of these assefs and, os
appropriate, fo book a valuation allowance for them. At 31 March
2004 we had valuation allowances of €730 million. Any require-
ment for further valuation allowances may have a material adverse
effect on our balance sheet and results.

Mareover, goodwill and other intangible assets are shown in our
consolidated balance sheet for the amounts of €4,380 million and
€5,608 million respectively as at 31 March 2004 and 31 March
2003. As at these dates, in addition to our normal annual internal
review, we requested an independent third porty expert fo provide
a report as part of the impairment fests performed annually on
goodwill and other intangible assets. This valuation supported our
opinion that goodwill and other infangible assets do not have to be
depreciaied beyond annual amortisation. If in the future our own
vcluations lor those which could be led by an independent expert)
conclude thot the net book value of goodwill and intangible assets
is greater than the “fair value” of these assets [this concept being
presented in Note 7 1o the Consdlidated Financial Siclements as
ot 31 March 2004}, we would be obliged to depreciate these
assets beyond normal annual depreciation, which could have o
material odverse effect on our balance sheet and resulls. In certain
circumsiances, there can be differences arising between French
GAAP and US GAAP as a result of interpretation of US accounting
rules. In the fiscal year ended 31 March 2004, the Group in inter-
preting US accounting rules, concluded that a full valuation
allowance for net deferred tax assets is required under FAS 109
" Accounting for Income Toxes”.

Net deferred tax assets accordingly were subject to o full
valuation allowance in the US GAAP accounts for the year ended
31 March 2004 but not in the French GAAP accounts. This
interprefive judgement under US GAAP reflected the uncertainty
surrounding the implementation of the financing package and the
resultant issues conceming the financial condition of the Group
and produced on uncertainty which led fo the requirement to take
o valuation dllowonce against oll the net deferred fox assets of the
Group. Other than in these circumstances, differences in deferred
tax accounling between French and US GAAP should not be
materiol. See "Manogement discussion ond onalysis - Significont
differences between accounting principles gererally accepted in
France and in the US".

We will be obliged to adopt new accounting standards for our
fiscal year beginning 1 April 2005 that will materially impoct
the presentation of our Consolidated Financial Statements and
our financial reporting.

We currently prepare our Consolidated Financial Statements in accor-
dance with French GAAP and prepare a reconciliation o US GAAP
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of stockholders’ equity, net income and certain other financial
information. In June 2002, the Council of Ministers of the European
Union approved o new regulation proposed by the European
Commission requiring all EWHisted companies to apply Internctional
Financiol Reporting Standards {“IFRS”} in preparing their financicl stote-
ments for fiscal vears beginning on or cfter 1 January 2005. IFRS
emphasises the principle of the fair volue of o company's ossets ond
liabilites. Aoplying these standards to our financial siatements may have
g considerable impact on a number of importont areas, including,
among others, valuation and depreciation of goodwill and intangible
ossefs, accounting for development costs, tangible ossets’ foir volue,
accounting for pensions and other postretirement benefits, marketable
securities and derivative financial instruments as well as classification
of debt and equity. Further defails are provided in "Management dis-
cussion and andlysis — Transition to interational financial reporfing
standards”. This change in accounting rules will not give rise fo @
change in the infrinsic value of the Group and its aciivities, but is fikely
fo impact the balance sheet accounting value assigned to certain items.
Because our Consolidated Financial Statements prepored in accor
deance with JERS would differ, perhaps materially, Fom our Consclidated
Financial Siatements prepared in accordance with French GAAP,
the methods used by the financial community to assess our Group's
financial performance ond value our publicly raded securilies, such os
pricetoeamings ratics and debttoequity ratios, could be affected.

Our results, cash flows and the price of our listed securities are
exposed fo currency exchange rate movements.

A significont percentage of our sales and expenditures is effected
in currencies other than the euro. The principal currencies to which
we had significant exposure in fiscal year 2004 were the US
dollar, Pound sterling, Swiss franc, Mexican peso and Brazilian real.
Our policy is to manage transaction exposure as follows:

o by matching, as far as possible, the currencies of aur sales
with the specific currencies in which we incur related costs
{or "natural hedge”}; ond

e by hedging remaining exchonge rote risks, corresponding
to the amounts not covered by the natural hedge.

We do not specifically hedge our net assets invested in foreign
operations. We monifor our market posifion closely ond regularly
cnalyse market valuations. In addition, our central corporate
freasury department designs and executes almost all derivatives,
except in countries where, due tc legal restrictions, forward
currency exchange contracts are dealt with locally by our offiliates
with local banks.

For consolidation purposes, the balance sheats of cur consolidated
foreign subsidiaries are translated into euro at the periodend exchange
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rote, and their income staternents and cash flow statements are converted
at the average exchange rate for the period. The balance sheet impact
of such fronslafion may be materidl. Periodioperiod changes in the aver
age exchange rate for a porticular currency can significantly affect
reported sales and operating and other expenses incurred in such
currency as reflected in our income siatement, and therefore can
significantly affect our financial condition or results of operations.

Currency exchange rate fluctuations in those currencies in which we
incur our principel manufacturing expenses fthe euro, US dollar,
Pound sterling, Swiss franc, Mexican peso and Brozilion real) moy
have the effect of distorting competiion between us and those
competitors whose costs are incurred in other currencies. To the
extent that our principal currencies appreciate in value against such
other currencies, our compelitiveness against our competitors may
be eroded. Detailed information on currency exchange risk is
provided in “Management discussion and analysis — impact of
exchange rate and interest rate fluctuations” and Note 29 to the
Consolidated Financial Siatements os of 31 March 2004.

Our shares frade in euro on the Premier marché of Euronext Paris
and our ADRs trade in US dollars on the NYSE. The value of the
shares and ADRs could fluctucte as the euro and US dalior exchange
rates fluctuate. Since any dividends we may declare are denomi-
nated in euro, exchange rate fluciuctions could offect the US
dollar equivalent of dividends, which could ke received in the

fulure by ADR holders.

We may experience difficulfies in implementing our restructur-
ing initiotives, which could offect our results and limit our
ability to reduce our indebtedness and adapt our production
capacity to our order backlog.

In March 2003, we anncunced an action plan. including cost
reduction and operational improvement measures. In fiscal year
2004, we have accelerated our restructuring inifictives. Moreover,
fo adapt cur production capacity to our order backiog, we have,
in particular, announced the corresponding indusirial resiructuring
plans in all the Sectors, except Marine.

Qur restructuring initictives are subject to employee consultation in each
Sector, function and country offected. We have achieved more then
half of our headcount reduction objectives. We can however give no
assurance that we will be successful in achieving all our restruciuring
targets fixed in-our action plans. Part of our restructuring plans include
the closures of facilities and the reduction of workforce in efforts to cut
costs and rafionalise our operations. Restructurings, which eniail plant
closure may harm our relations with our employees, the focal commu-
nity and third parties and have led, and could lead 1o further, work
stoppages and/or demonstrations.




2003+2004

207

These events would in turn adversely affect our operations and
results. Furthermore, if we experience significant difficulties in imple-
menting our overhecd reduction initiatives and our operational
improvement measures, our business and results could be adversely
offected and we might not achieve our annual savings torgets
according fo our planned timetables.

If we are unable to manage our working capital effectively or
negotiate satisfactory payment terms with our customers and
suppliers, or if we apply existing provisions more quickly than
expected, we may be required to seek new sources of financ-
ing in the future.

The structure of customer deposils and advances is posticuorly impor-
fant in our long-term project activity, which represents approximetely
50% of cur sales. Customer deposits and advances indude preliminary
cash advances paid by customers as well as customers progress
payments during the execution of the praject as confraciually agreed.
Taking customer advances serves in part to provide us with working
capiia! fo finance the execution of our projects. Our ability to negotiate
and collect customer advances is in lorge port linked o the con-
fidence that cur customers place in. us. For more information
regarding cusiomer deposits and advances, see "Management
discussion and anclysis — Financial statements — Balance sheet ~
Customer deposits and advances”, and Notes 12 and 13 to the
Consolidated Financial Statements as of 31 March 2004.

Longterm projects experience a disbursement of expenses over the
life of the project, which can typically take two to five years to
complete, depending upon the noture of the contract. The cash
disbursement pattern for a project usually starts slowly through the
design and mobilisation stages, then accelerates through project
execution tailing off of the end of the project during the instollation
and/or commissioning stages. As a result, in the early stages of
our projects we are often left with deposit and advance amounts
which exceed the immediate project related costs to which these
may be attributed.

We may be required to accept less favourable payment conditions
than those received in the past and may not be able 1o reflect
these more difficult terms in contracts with our subcontraciars or
suppliers. Our abilily to obtain satisfactory poyment terms from our
suppliers is limited in lorge part by their views of our financicl
solidity. In addition, a reduction in order intake could cause o
reducfion in customer deposits and advances.

At 31 March 2004, we had €3,489 miflion of provisions for risks
and charges. If the provisioned risks materidlise, if the application of
these provisions is occeleroted or if we ore required to increose them
due to unforeseen events or cenlingencies, we could be required 1o
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dedicate significant amounts of cash to such risks and charges. Given
our current financial situation, it is unlikely that we could obtain
significant amounts of cash through berrowings in the short term.

All of these foctors may cause our cash requirements to grow and
our net cash position to deteriorate and may require us to find
cliernative sources of financing. In the short term, it is unlikely that
alternative means of financing will be available to us on commer-
cially reasoncble terms, if of all. See also above “Difficulties in secur-
ing sufficient sources of bonds may jecpardise our ability to cbtain
new orders and to receive advances and progress payments from
customers.”

Our products often incorporate advanced and complex
technologies and somefimes require modifications after they
have been delivered.

We design, manufacture and sell several products of large individucl
value that are used in major infrastructure projects. We are
somelimes required to intraduce new, highly sophisticated and
technologically complex products on increasingly short time scales.
This necessarily limits the fime available for testing and increases the
risk of product defects and their financial consequences. VWe
occasionally discover the need 1o fine tune or modify products ofter
we begin manufacturing them or affer our customers begin operating
them. Because we produce some of our products in series, we may
need to make such modifications to a large number of preducts.
At the same time, when we sell our products or enter info mainter
nance contracts, we are increasingly required to accept onerous
contracual aftersales warranties and pendlties in particular related
to performance, availability and delay in delivering our products.
Our contracts may also include clauses allowing the customer to
terminate the contract or return the equipment if performance
specitications or delivery schedules are not met. As a result of
these contractual provisions and the pressures of accelerated new
product development, design and manufacturing, problems
encountered with our products may result in material unanticipated
expenditures.

The GT24/GT26 gos turbines problems, described in “Mana-
gement discussion and analysis — Status of our action plan and
main events of fiscal year 2004”, "Management discussion and
analysis — Power Turbo-Systems” and in Note 20 to the
Consolidated Financial Statements as at 31 March 2004, and the
UK Train issues described in "Management discussion and
analysis = Status of our acfion plon and main events of fiscal year
2004", "Management discussion and analysis - Transport” and
in Note 20 to the Consolidated Financial Statements as at
31 Moarch 2004, ore mojor examples of this risk. We connot guor-
antee that the total costs that we ultimately incur in connection with
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the GT24/CGT26 lurbines, the UK Trains and other of cur products
and maintenance contracts will not exceed the estimates that we
have provisioned. Nor can we guarantee that the rate of spending
will be in line with our current estimates. In addition, we cannot
ensure that the mitigation programmes to reduce our expected costs
lin particular with respect to cur GT24/GT26 gas wibines| will dllow
us to attain the full extent of the cost reductions enviscged by these
programmes. The tofel amount and timing of actual expendilures (in
parficuar, penalties and damages), as well as the actual savings
obtained through implementation of miligation programmes, may
vary as a result of o number of factors, including the following:

8

the results of liligation and negotiations with certain clients;
cost overruns in the manufacture of modified components;

delays and cost overruns in medifying products, delivering
modified preducts, obtaining cusiomer acceptance of or

L3

o

implementing technical modification programmes;

the extension of contractua! recovery periods;

the application of penalties by customers;

the performance of modified equipment over time;

our ability to develop subsequent madifications that will
further improve the performance of our equipment;

our ability to redlise our mitigation cbijectives; and

the ovailability of sufficient supplies of replacement parts
and raw molerials.

e

]

2
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Given the technical sophistication of some of our products, we can
give no assurance that we will not encounter new problems or
delays with our preducts, in spite of the technical validation
processes implemented within the Group. Any such problems or
delays could be costly, could harm our business reputation or affect
our ahility to sell other products and could have a material adverse
impact on our financial condition or resulis of operations or cause
our products lo be less competitive than those of our competitors.

We have given financial assistance in connection with the pur-
chase of some of our products by our customers which exposes
us o longer-term risks of customer default or bankruptcy.

In the energy ond transport infrastruciure markets, customers have
occasionally required suppliers such as us ta assist in financing
purchases or projects. This has been particularly true in the Marine
Sector. This assistance moy toke the form of guarantees of indebtedness
or taking portial equity ownership of enlities operating the projects
on a longterm basis. This financial assistance exposes us to longerterm
risks of customer default or bankruptey resulfing in our guarantees
being called or the value of our equity investment being reduced.
We have not made commitments to provide guarantees of our
new customers’ indebtedness since the end of 1999 and intend not
fo do so in the future.
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At 31 March 2004, our vendor financing exposure amounted fo
€969 million, of which €321 million related 1o our Transport Sector
and €643 million to our Marine Sector (€323 million relating fo
Renaissance Cruises, which entered info bankrupicy proceedings in
September 2001, €185 million relating to Festival Cruises, which
suspended its cruise operations following creditor actions begun in
January 2004, and €135 million reloting 1o three other ship
operators which are in operation). We describe our vendor financing
exposure in greater detail in "Management discussion and onolysis — Off
balance sheet commilments and contractual obligations” and
Note 27(a) {2) to the Consolidated Financial Stotements as of
31 March 2004,

In January 2004, given Festival's failure to meet certain financial obli
gations, a procedure to immobilize three ships built by our subsidiary
Chartiers de |'Atlantique and terminate the charter arrangements
with Festival was launched by the concerned financial insitutions
for wo ships (European Vision and European Stars| and by its
owner, guaranieed by ALSTOM, for the third ship {Mistrall. We have
not increased the existing provision on Marine vendor financing due
to these events because, on the basis of an estimate of their
market value, we have considered that the direct and indirect
interest owned by ALSTOM in the ships (in particular Mistral] should
in the aggregate cover the Group exposure adequately.

The European Vision was sold in April 2004 at ¢ price in line with
our expeciations. VWe do not expect difficulties in protecting our rights
on the other ships formerly operated by Festival, but cannct be ensured
of the results. In addition, difficuliies may be encountered in selling or
leasing these ships and those formerly operated by Renaissance
within estimated fime periods and ot estimated value. Therefore, there
can be no assurance that current provisions will be satisfactory to cover
all future risks relating to Marine vendor financing.

In general, @ downturn in the markets may expose us fo an increased
risk of certain of our customers’ defaulting or bankruptey and lead
o losses in excess of the provisions we have established, which
could have @ material adverse impact-on our financial condition and
results of operations.

We are exposed to credit risk with respect to some of our
customers.

To the extent our customers do not advance us sufficient funds fo
finance our expenses during the execution phase of our contracts,
we are exposed to the risk that they will be unable to accept
delivery or that they will be unable to make payment ot the time
of delivery. In these circumstances, we could be unable io recoup
the expenses we incur on a project and cauld be unable to obtain
the operating margins we expecled upon enfering the confract.
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We currenlly mitigote this risk by endeovouring fo negoticle with cur
customers in order to have them make more timely progress
payments, and through our risk management procedures, in particu:
lar through the implementation of hedges subscribed with private or
public insurers or other ad hoc coverage instruments.

In fiscal year 2004, our ten largest customers accounted for 15.5%
of our sales. If one of our largest customers were unable to meet its
commitments, due to bankruptcy or any other reason, we could be
unable to recover some or all of the costs we incur on these
projects, which could have a material cdverse effect on our
financiol condition or results of operations.

Our financial performance could be adversely impacted by a
limited number of contracts.

Each year, opproximately onethird of our business is conducted
under a limited number of major long-term contracts. Variations in
activity levels under these contracts can resulf in significant variations
in our sales and operating income from vear o year. At 31 March
2004, our ten largest projects in terms of order backlog repre-
sented approximately 19.7% of our total order backlog. Generally,
the revenue that we recognise on a project may vary significantly
in accordance with the progress of that project. As a result of this
variability, the profitability of certain of our contracts may significantly
impact our income in any given pericd. In addition, the profitabil-
ity of o contract and/or our sales, our results and cash flow may
be affected by the following:

e withholding of payments by customers;

o ihe refusal of suppliers fo maintain favourable payment
conditions;

s delays in awards of major contracts;

» postponement of previously owarded contracts;

s ynanticipated technical problems with equipment being
supplied or incompatibility of such equipment with existing
infrastructure;

o customers’ difficulties in obtaining adequate financing on
reasonable terms;

= difficullies in oblaining required governmental permits;

» ynanticipated costs due o project modifications;

s performance defaults by suppliers, subcontractors or
consortium partners;

= customer poyment defaults ond/er bankrupicy; and

= changes in laws or taxation,

In addition to the general faclors listed above, the profit margins
realised on ceriain of our contracts may vary from our original esfimotes
as a result of changes in costs and productivity over their term.

MAIN RISK FACTORS

We have eslablished stricter risk control procedures for tenders
and confracts in progress, with a view lo improving and better for-
malising processes within the Sectors. However, we can give no
assurance that these and our other initiatives will be sufficient to
ovoid problems in the future, and certain of our projects may be
subject to deloys, cost overruns, or perfformance shortfalls which may
lead io the payment of pendlties or damages. There can be no
assurance that we can profitably complete our fixed price contracts.

We operate in competitive markets.

We face strong competition in our markets, both from large
infernational competitors and, in @ number of markets, from smaller
niche players. Industry consolidation is increasing globally and the
main players are adopling a strategy of global expansion. This
competition has generally resulted in lower selling prices end a
deterioration of terms of payment in fovour of our customers. In
response, we have adapted several ongoing programmes to cut
costs and improve efficiency.

Although we believe we compete effectively in most of our major
markets, there can be no assurance that we will be able to continue
to do so, in porticular os a result of our high indebtedness and our
financial condition in general.

The business and asset disposals that we make are generally
subject to pricing adjustments and warranties that may delay
poayments due to us, reduce the net proceeds that we receive
or require us to pay indemnities to the acquirer.

We have recently disposed of @ number of businesses and assets,
notably cur T&D sector and Industricl Turbines businesses, and we
expect to make further disposals pursuant io the expected terms of
the European Commission's approval of our financing package. As
is usual, the terms of these disposals have provided for price adjust
ment mechanisms and we have made cerfoin warranties regarding
the business or assets being sold, and we expect similar terms to
apply to our future disposals. As a result of such mechanisms and
worranties, the nel proceeds that we receive following a disposal
may be delayed or reduced, or we may be required to pay indem-
nities to the acquirer, which could have a material adverse effect
on our resulfs of operations and financial position. For o description
of certain recent disposals, see “Management discussion and analy-
sis — Status of our action plan and main events of fiscal year 2004 -
Disposal Programme - Disposal of our Transmission & Dislribution
{T&D} activities” and "Cther risks” hereinafter.




20032004

210

ALSTOM is currently involved in various proceedings relating
to alleged violations of securities laws in France and the
United States.

ALSTOM, certain of our subsidiaries and certain current and former
officers and members of cur board of directors have been involved

_in French and US regulatory investigations regarding potential

securities law viclations, and have been named as defendants in
a number of securities law-related proceedings, including putative
class action lawsuits in the United States that allege violations of the
U.S. federal securities lows. Qur monagement hos ond may in the
future be required to spend considerable time and effort dedling with
these investigations and lawsuits. VWhile we have cooperated ond
intend fo continue o cooperate with ongoing investigations and to
vigorously defend lawsuits, we cannot ensure that there will be no
adverse outcome which could have a material adverse effect on our
business, results of operations and financial condition. For more
details regarding these processings and claims and litigations in
general, see "Other risks” hereinaffer.

We have announced our intention to launch a share capital
increase with maintenance of preferential rights to subscribe for
our shares to our existing stockholders. We have also announced
a debt for equity exchange pursuant to which we may issue new
shares to certain of our creditors in exchange for the cancellation
of debis. If current stockholders do not exercise their preferential
rights, their ownership interests will be significantly diluted.

In conneclion with our financing package, we have announced our
intention to launch @ rights offering in the coming months for up to
£€1.2 billion. We intend to distribute preferential subscription rights
to existing stockholders, allowing them to subscribe for new shares
to be issued in the capital increase. Upon the issuance of new
shares, current stockholders who do not exercise their rights will exper
rience substantial dilution.

We have dlso onnounced o debt for equily exchange pursuant to
which we may issue new shares to cerfain of our creditors in
exchange for the cancellation of debls. This fransaction, if approved
by shareholders and accepted by our creditors, will be dilutive to
our existing shareholders

The prospect of the issuance of a large number of shares in the rights
offering and the debtequity transaction may weigh on our stock
price.

If the rights offering is not fully subscribed by investors, the under-
writers of the offering could hold a significant amount of our shares
and have o significant influence at our general stockholders’ meet
ings. These underwriters could have interests that differ from those
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of our general stockholders. In addition, following implementation
of our financing package, the French State may hold up to 31.5%
of our share capital, and will have representation on the Board.

Following, the rights offering and the debtequity transaction, the
prospect of sales of substantial aumbers of shares by the French State
or, if they acquire shares in the rights offering, the underwriters, could
weigh on our stock price.
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OTHER RISKS

LEGAL RISKS

CLAIMS AND LEGAL PROCEEDINGS: GENERAL

We are involved in several legal proceedings os a plaintiff or o
defendant, primarily contractrelated disputes, that have arisen in the
ordinary course of business. Contract related disputes, often involving
claims for contract deloys or additional work, are common in the
areas in which we operate, parficularly for large, longterm projects.
In some cases the amounis claimed against us, sometimes jointly with
our consorfium partners, in these proceedings and disputes are
significant, ranging up to approximately €500 million in one par-
ticular dispute {US$611 million ot 31 March 2004) and, if
adversely determined, these cases may have o material adverse
effect on our financial condition or results of operation. Some pro-

. _ceedings against us are without a specified amount, including the

putative class actions in the United States. All contract related claims
and legal proceedings in which we are involved are reviewed
regularly by project managers with their Sector management and
are reviewed on o halfyear basis with our statutory auditors, in order
to determine appropriate level of provisions.

CLAIMS AND LEGAL PROCEEDINGS: ASBESTOS

We are subject to regulations, including in France, the US and the
UK, regarding the contrel and removal of asbestos—containing
material and identification of potential exposure of employees to
osbestos. It has been our policy for many years to cbandon
definitively the use of products containing asbestos by cll of our
operating units worldwide and to promote the opplication of this
principle to all of our suppliers, including in those countries where
the use of asbestos is permitted. In the past, however, we have used
and seld some products containing asbeslos, particularly in France
in our Marine Sector and to a lesser extent in our other Sectors.

As of 30 April 2004, in France, we were aware of approximately
2,090 asbesfos sicknessrelated declarations accepled by the
French Social Security authorities in France concerning cur employees,
former employees or third parties, arising out of our activities in
France. All of such cases are treated under the French Social
Security system, which pays the medical and other costs of those
who are sick and which pays @ lump sum indemnity. Out of these
2,090 declarations, we were aware of approximately 207 asbestos-
related cases in France from our employees or former employees.
They have insfituted judicial proceedings against certain of our
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subsidiaries with the aim of obtaining a court decision holding
these subsidiaries liable for an inexcusable fault (favte inexcusable)
which would aliow them to obtain o supplementary compensation
above the payments made by the French Social Security funds of
related medical costs. All decisions rendered as of today by the
Social Security Affairs Courts in proceedings involving our sub-
sidiaries have found these subsidiaries fiable on the grounds of inex:
cusable fault. Decisions of the Courts of Appeal have alf confirmed
these findings of inexcusable faull. In March 2004, the French
Supreme Court {Cour de Cassation) rendered its first decisions on
the appeals lodged by o subsidiary of our Marine Sector. The
French Supreme Court has confirmed the inexcusable fault, but has
reversed the Court of Appeal’s decisions which had ordered our sub-
sidiary to pay damages as the damages are to be directly compen-
safed by the Social Security funds {Caisse primaire d'assurance
maladie). In May 2004, the French Supreme Court has confirmed
the finding of inexcusable fault in six decisions rendered in relation
fo cases in our Marine Sector, while confirming that the damages
were to be definitively bome by the Social Security funds. In the current
cases within our Marine Sector, the Sociol Security authorities have
not in fact attempted to charge to our subsidiary the financial con-
sequences of occupational disease, including those arising out of
the inexcusable fault pursuant to arlicle 2 paragraph 2 of the
decree of 16 October 1995. In the other Sectors, we estimate that
most of our current cases will be governed by the same terms, pursuant
to the obove-mentioned decree.

We therefore believe that the abovementioned lawstits in France will
not have material adverse consequences on our financial pesition. The
compensation for most of the current 207 proceedings, including in the
cases where we could be found liable, has been and is expected to
continue fo be bome by the general French Socicl Security (medical)
funds. Based on applicable legistation and current case law, we believe
that the financial consequences of any subrogatory action of the pub
licly funded Indemnification Fund for Asbestas Victims {FIVA), created in
2001, in relation to proceedings referred to above, will be bome by
the general French Socicl Security (medicall funds. We dlso believe that
those cases where compensation may not be definitively borne by the
general French Social Security {medical) funds or by the FIVA represent
an immaterial exposure for which we have not made any provisions.

In addition 1o the foregoing, in the United States, s of 15 May
2004, we were subject to approximately 155 asbestosrelated
personal injury lawsuits which have their origin solely in the
Company’s purchase of some of ABB's power generation business,
for which we cre indemnified by ABB. We are also currently
subject o two class action lawsuits in the United States asserting
fraudulent conveyance cloims against various ALSTOM and ABB
entities in relotion to Combustion Engineering, Inc. {“CE"), for which
we have asserted indemnification against ABB. CE is o United
States subsidiary of ABB, and its power aclivities were part of the
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power generation business purchased by us from ABB. In
January 2003, CE filed o “pre-packaged” plan of reorganisation in
United States bankruptey court. This olan was confirmed by the
bankruptey court and the United States federal district court. The plan
hos been appealed and has not yet become effective; consummer
tion of the plan is subject fo certain other conditions specified therein.
In addition to its protection under the ABB indemnity, ALSTOM
believes that under the terms of the plan it would be protected
against pending and future personal injury asbestos claims, or fraud-
ulent conveyance claims, arising out of the past operations of CE.

As of 15 May 2004, we were subject to approximately 32 other
asbestostelated personal injury lawsuils in the Uniled States involving
approximately 507 claimants that, in whole or in part, assert claims
against ALSTOM which are not reloted to ALSTOMS purchase of
some of ABB's power generalion business or as o which the
complaint does not provide details sufficient to permit us to
determine whether the ABB indemnity applies. Most of these
lawsuits are in the prefiminary slages of the liigation process and they
each involve multiple defendants. The allegations in these
lawsuits are often very general and difficult fo evaluate at preliminary
stages in the lifigation process. In those cases where ALSTOM'
defence has not been assumed by o third parly and meaningful
evaluation is practicable, we believe that we have valid defences and,
with respect fo @ number of lawsuils, we are asserting rights to indem-
nification ogainst o third party.

We have not in recent years suffered any adverse judgement, or
made any setlement payment, in respect of any US personal injury
asbestos claim. Between 31 October 2002 and 15 May 2004,
a fotal of 171 cases involving approximately 17,724 claimants
were voluntarily dismissed by plainfiffs, typically without prejudice
{which is to say the plaintiffs may refile these cases in the future].

For purposes of the foregoing discussion of U.S. asbestosrelated
cases, we consider a claim fo have been dismissed, and fo no longer
be pending against us, if the plaintiffs’ aftomeys have executed o
niotice o stipulation of dismissal or non-suit, or other similar document.

We are dlso subject o asbestostelaled or other employee personal
injuryrelated cloims in other countries, including in the UK. As of
31 March 2004, we are subject fo approximotely 150 osbestos-
related claims currently ongoing in the UK. We have sef a reserve
of €3 million in relation with these claims.

While the outcome of the existing-osbestostelated cases described
above is not predictable, we believe that those coses will not have
a material adverse effect on our financial condition. We can give
no cssurances that asbestostelated cases against us will not grow
in number or that those we have af present, ormay face in the future,
may not have o material adverse impact on our financiof condition.

OTHER RISKS

CLAIMS AND PROCEEDINGS LINKED
TO ROYAL CARIBBEAN CRUISES

In June 1995, ALSTOM Power Conversion (formerly Cegelec SA
then ALSTOM Industrie] entered info o development and cooperc-
tion agreement with RollsRoyce AB (formerly Komewa AB| for the
development of marine pod propulsion systems {"Pods”}. In
April 1998, ALSTOM Power Conversion and RollsRoyce AB
entered into @ consortivm agreement for the manufacture, scle and
marketing of Pods under the Mermaid brand name [the “Mermoid
Consortium”}. Pods are o technology used in electrical propulsion
for ships that can replace both conventional inboard eleclrical
propulsion systems ond rudders. Pods are found within an inte-
grated propulsion unit that is mounted underneath the hull of the ship.

To date, 49 Pods have been delivered by the Mermaid Consortium
and, among these, 29 to Chanliers de I'Aflantique, o subsidiary of
our Marine Sector. Chantiers de I'Atlantique has to date delivered
fen cruise ships equipped with podded drives io six cruise opera-
fors. Ameng these, between june 2000 and May 2002, Chantiers
de I'Aflantique delivered four new cruise ships of the Miflennium class
to Celebrity Cruises, one of the brands of Royal Caribbean Cruises
Ld ("RCCL).

A number of the vessels equipped with Pods, and among these the
four delivered to RCCL, experienced various technical problems with
their Pods, and, as o result, some of them had 1o be tempororily
removed from service during their warranty period io be repaired
in dry-dock. This occurred more than once with respect to certain
of the ships. In one instance, o failure of the Pods accurred during
secrtrials of a ship, and os o result delivery of this ship was
ulimately delayed.

In the Mermaid Consortium organisation, technical problems with
the Pods are the responsibility of ALSTOM Power Conversion with
respect fo electrical failures and of Rolls-Royce with respect to
mechanical foilures. With respect to all repairs to Pods occurring
during the warranty period of a ship, Chantiers de 'Alantique has
cerfain primary abligations o indemnify its customer the shipowner
for the cost of repairs, but has certain rights for reimbursement of such
cosis by the member of the Mermaid Consortium responsible for the
feilure. Chantiers de I'Atlantique has thus filed a claim ogainst Rolls-
Royce AB with respect to mechanical failures of Pods in the Tribunal
de Commerce de Paris, which is pending.

On 7 August 2003, RCCL and various RCCL group companies,
including Celebrity Cruises, filed o lowsuit in the State Court of
Miami, Florida, against RollsRoyce plc, Rolls Royce AB, and
various U.S. members of the RollsRoyce group, as well as against
ALSTOM Power Conversion SA, ALSTOM Ine, ALISTOM Power
Conversion Inc. and Marine Service Parners Inc. In this lawsuit, which
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is currently pending before the federal district court, RCCL claims

domages for a global estimated amount of epproximately €245 million
{US$300 million) for alleged misrepresentations in the selling of the
Pods, and negligence in the design and manufacture of the Pods.
ALSTOM and RellsRoyce are stongly contesting this claim.

While we believe the RCCL complaint is without merit, we cannot
ensure that there will be no adverse court decisions which could
have o material adverse impact on our financial condition and
results of operations. Nor can we ensure that we will not encounter
further difficulties or incur further costs with respect fo products of the
sophistication and complexity of the Pods of the Mermaid
Consortium.

INVESTIGATION BY THE PROSECUTOR OF MILAN

Ouring the first half of 2003, the public Prosecutor of the city of
Milan, ltaly began an investigation of certain power generafion
equipment manufacturers, including certain ALSTOM companies,
and ¢ governmentowned ltalian customer of ALSTOM, relating to
alleged payments made to ceriain managers of that company in
connection with the bidding on equipment purchase contracts. In
connection with a contract entered into in June 2001, the Prosecutor
has clleged that a third party working on behalf of ALSTOM made
an illicit payment to managers of the ltolian company concerned.
To date, the Prosecutor has inferviewed various ALSTOM employees
and has issued formal nofice of investigation, but has not brought
formal charges against or indicted any ALSTOM group employees
or companies. ALSTOM has fully cooperated with the Milan
Prosecutor in this matter and infends fo continue to do so.

We have no knowledge of wrongdoings by our employees in
connection with these alleged illegal payments. There can, however,
be no assurance that these investigations will not have a regative
effect on any ALSTOM company. Any adverse developments in con
nection with these investigations, including, but not limited to, any
enforcement action against us or any of our personnel, could result
in civil or criminal sanctions against ALSTOM companies or could
ofherwise have odverse effects including, without limitation, in
relation to our ability to cbiain governmentallyfunded powerrelated
contracts, or otherwise could materially impact our reputation and
our business.

ADMINISTRATIVE PROCEEDINGS IN MEXICO

An administrative procedure was lounched in February 2004 by
the Mexican Ministry of the Public Services against two of our
subsidiaries in Mexico, cne of which belonging to our former
Transmission & Distribution Sector was sold to Areva in January

OTHER RISKS

2004, regarding alleged payments, which were purportedly made
by an agent of the Group to cerlain members of the management
of a public company in relation fo obtaining certain contracts from
this public company. This procedure is aimed at excluding the
concerned subsidiaries from public tenders in Mexico for a period
of up to two vears. We are fully cooperating with the Mexican
cuthorities. However, we have no assurance that this procedure will
not have any material adverse commercial effect on the subsidiaries
or the Group as a whole. Any material adverse development may
lead to other civil or criminal proceedings.

INVESTIGATION RELATING
TO ALSTOM TRANSPORTATION INC.

On 30 June 2003, we announced that the Group was conducting
on inferncl review, assisted by external lawyers and accountants,
following receipt of anonymous lefters alleging accounting impro-
priefies on a railcar contract being execufed of the New York facil-
ity of ALSTOM Transportation Inc. {“ATI"}, one of our US subsidiaries.
Following receipt of these letters, the SEC and the FBI begon infor-
mal inquiries. We believe the FBI inquiry is currently dormant.

We also announced that the Group's internal review had identified
that losses had been significontly understated in the ATl accounts,
in substantial part due to accounting improprieties. As a result an
addifional charge of €73 million was recorded in ATl's accounts for
the year ended 31 March 2003 and was recorded in the Group's
Consolidated Financial Statements approved by the Genercl
Meeting of Shareholders on 2 july 2003.

On 11 August 2003, we announced that we hed been advised that

the SEC had issued o formal order of investigation in connection with
its earlier review.

We have tully cooperated with the SEC and the FBI in this mat-
ter and intend to continue o do so. The SEC’s investigation is
pending, and we cannot predict when it will be completed or
its outcome. Any adverse developments in connection with this
matter, including, but not limited to, any enforcement action
cgoainst us or any of our personnel, could result in civil or crimi-
nal sanctions against us or any of our personnel, which could limit
our ability lo obtain in the United States governmentallyfunded
transportation contracts, or could otherwise materially negatively
impact our business. Qur management has spent and may, in the
future, be required lo spend considerable time and effort dealing
with the internal and external actions relating to ATI.
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UNITED STATES PUTATIVE CLASS ACTION LAWSUIT

ALSTOM, certain of its subsidiories and certain of its current and
former officers and directors have been nomed as defendants in a
number of putative shareholder class action lawsuits filed betwen
August and Ociober 2003 on behalf of various clleged purchasers
of American Deposilary Receipis and other ALSTOM securifies
between various dates beginning as of 17 November 1998,
These lowsuits allege violations of United States federal securities
lows, including Sections 10(b) and 20ia] of the Securities Exchange
Act of 1934, as amended, and Section 11 of the Securities Act of
1933, os amended, on the basis of ollegations that there were
unlrue statements of materials focts, and/or omissions to state
material focts necessary to make the statements made not mis-
leading, in various ALSTOM public communicaiions regording
our business, operations and prospects, causing the allegedly
affected shareholders fo purchase ALSTOM securities ot artificially
infloted prices. The plointiffs seek, among other things, class cer-
tification, compensatory damages in an unspecified amount, and
cn award of costs and expenses, including counsel fees. Two of
the cases have been voluntarily dismissed by the plaintiffs and the
remaining cases have been consclidated into one proceeding in
the United States District Court for the Southern District of New York.
We infend to defend vigorously against this oclion, but we cannct
ensure the oulcome of this litigation may not have material adverse
consequences on the Group or be concluded without consider
able efforts from the management.

OTHER LEGAL PROCEEDINGS

ALSTOM has become a civil parly fo judicial proceedings being con-
ducted by a judge of the Tribuna! de Grande Instance [trial court) of
Paris regarding allegations of an illegal payment to government offi-
cicls in connection with the ransfer in 1994 of the headquarters of
the Transport Sector, payment which is alleged to hove been opproved
by former senior officers of the company. ALSTOM has elected to join
the civil proceedings in order to seek recovery of any such payment.

It has been reported in the French press that a French association
of minority shareholders, APPAC, has filed a criminal complaint with
the Tribunc! de Grande Instance of Paris, in accordance with French
law, against an unspecified defendant. The complaint purportedly
alleges that ALSTOM distributed false or deceptive information
conceming its condition end future prospects. ALSTOM has not
received official notice of this complaint and is unaware of any
specific allegations it may contain.

Current and former senior officers of ALSTOM have been
inferviewed by inspectors of the French Commission des opérations
de bourse {the "COB") and its successor the French Autorité des
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marchés financiers {the "AMF") in conneclion with on investigation
regarding public disclosures by the Group and trading of ALSTOM
shares since 31 December 2001 and letters of grievance have been
issued by the AMF 1o two of these officers. ALSTOM is cooperating
fully with the AMF in these inquiries.

No assurances can be given that the various proceedings described
above will not result in rulings unfavorable to ALSTOM er its current
ond former management which moy have significant odverse
consequences fo the reputation and financial condition of ALSTOM.

OTHER LEGAL RISKS

To date, we have not experienced any material adverse impact on
aur financicl condition or results of operations relating to nationdl,

European Union or US competition and antiftust iows. However,

there con be ne cssurance that the opplication of such laws will not
have a material adverse effect on our reputation, financic! condition
or results of operations in the future. Ve have been informed of an
investigation recently commenced by the European Commission with
respect to alleged anti-compelitive arrangements among suppliers
of gasinsolated switch gears, including the T&D business which was
sold by the Company 1o Areva on 9 januory 2004. We are coop
erating with Areva with respect to this investigation.

We are also subject to o formal investigation procedure by the
European Commission with respect to our financing plan. For more
information see above “Main risk factors: The European Commission
may find thot cerlain elements of our financing plon implemented
in 2003, other transactions that we have entered into and our
financing package announced in May 2004, constitute State aid
that is not compatible with European Community law. Any require-
ments by the Commission notably to terminate or modify certain
elements of our financing plans could affect our operations and
results. The 2003 and 2004 financings ore key elements in our plan
to reduce our high level of indebledness, address our bonding
requirements and sustain our commercial activity.”

We are subject to fows which prohibit certain payments to foreign
govermmental officials, political parties and others. Some of our
subsidiories operafe in couniries known o experience corruption,
which creates the risk of prohibited payments by our employees or
ogents. A limited number of former employees and agents of our
group have been or are currently being investigoted with respect to
alleged illegal payments. We have esiablished internal compliance pro-
grammes which we believe confrol the risk of illegal activity. Any deter-
mination that ALSTOM or its subsidiaries violated such lows, however,
could have @ material adverse impact on our results of operations or
financial condition. (See also above “Invesfigation by the Prosecutor
of Milan" and "Administrative proceedings in Mexico”).
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To dote and to our knowdedge, there are no other proceedings that may
have a material adverse effect an our financial condifion.

Some entities of our group are bound by confidentiality agreements
entered into in the normal course of their acfivities and that are narmally
linked to major contracts. Breach of such confidenticlity obligations
could lead to the payment of indemnities or other recourse that could
have @ moterial adverse effect on our financial condition.

INTELLECTUAL PROPERTY

We own or have licenses to use various frademarks, palents and
other intellectual property rights which are of value in the conduct of
our business, but to date no such license is, by ifself, material
to our acfivifies.

MARKET RISKS

We are exposed to a variety of market risks, including currency risk,
interest rate risk and cradit risk, in the course of our business.
Detailed information regarding this exposure is provided in
"Management discussion and anclysis — Impact of exchange rate
and interest rate fluctuations” and in Note 29 to the Consolidated
Financial Statements as of 31 March 2004.

LIQUIDITY RISKS

Our financing agreements contain a certain number of financial
covenants and clauses in the event of default or material odverse
change. If we fail to meet our obligations arising from cur financing
agreements or our oufstanding securities, our creditors may require early
repayment, Most of our financing ogreements and our cutstanding secyr
rities include crossdefault and crossocceleration provisions pursuont to
which a payment default, an acceleration, or a tailure fo respect finan-
cicl covenants or other underfakings may result in the acceleration of
all or a significant part of our debt and may consequently prevent us
from drawing upen our credit lines. Detailed information regerding this
exposure is provided in “Risk Factors”, in particular: “Our lines of
credit and certain of our other financing agreements contain financiol
covenarits, currenty suspended until 30 September 2004, that we may
be unable to renegociate or meet in the future”, in “Management
discussion and analysis - liquidity and capital resources”, in Notes 22
and 29 fo the Consolidated Financial Statements as of 31 March
2004.

OTHER RISKS

STOCK MARKET RISKS

For more information, see Risk factor above entitled “We have
unfunded liabilities with respect to our pension plans and other
postretirement benefits” above and Note 21 to the Consolidated
Financial Statements as of 31 March 2004.

ENVIRONMENTAL, HEALTH
AND SAFETY RISKS (E.H.S)

We ore subject 1o a brood range of environmeniol lows and
regulations in each of the jurisdictions in which we operate. These

“laws and regulafions impose increasingly stringent environmental

protection standards on us regarding, among other things, air emis-
sions, wastewater discharges, the use and hondling of hazordous
wasle or materials, waste disposal practices and the remediation
of environmental centamination. These standards expose us to the
risk of substantial environmental costs and lichilities, including
liabilifies associated with divested assets and past activities. In
most of the jurisdictions in which we operate, our industrial activi-
fies are subject to oblaining permits, licences ond/or authorisations,
or to prier notification. Most of our facilities must comply with these
permits, licences or authorisations and are subject 1o regular
administrative inspections.

We invest significant amounts to ensure that we conduct our
activities in order to reduce the risks of impacling the environment
and regularly incur capital expenditures in connection with environ-
mental compliance requirements. Although we are involved in the
remedialion of contamingtion of certain properties and other sites,
we believe that our focilities are in compliance with their operating
permits and that our operalions are generally in compliance with
environmental laws and regulations.

We have put in place a global policy covering the management
of environmental, health and safety risks. Detailed information
regarding this policy is provided in “Environmental, Heclth and
Sofety Management policy (E.H.S.)" below.

The procedures ensuring compliance with environmental, health
ond safely regulations are decentrclised and monitored ot each
plont. The costs linked to environmenial health ond scfety issues are
budgeted o plant or unit level and included in the profit and loss
cecounts of our local subsidiaries. We have refained €35.2 miltion
of provisions to cover environmental risks in our Consolidated Financial

Statements at 31 March 2004,

The outcome of environmental, health and safety matters cannct be
predicted with certainty and there can be no assurance that we will
not incur any environmental, health and safely liabilities in the future
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and we cannot guaraniee that the amount that we have budgeted
or provided for remediation and capital expenditures for environmen-
tal or heclth and safety related projects will be sufficient to cover the
intended loss or expenditure. In addition, the discovery of new facts
or conditions or future changes in environmental laws, regulations or
case law may result in increased liabilities that could have a mate-
rial effect on our financial condition or results of cperations.

Our Environment, Health & Safety management policy (E.H.S.):

We recognise our obligotion to our stakeholders, employees,
customers, suppliers and the communities at large in which we
operate, to provide a safe workplace and safe products, to minimise
the impact of our operations on the environment and to protect our
industrial and commercial assets.

To this end, we have put in place a global plicy covering the man-
agement of Environment, Health and Safety risks at an individual
operating unit level, 1o achieve a high level of pedormance
including strict complionce of local norms and regulations. The
global policy is designed and coordinated ot corporate level and
is adapted and implemented locally. We have selected independ-
ent risk specialists, ALUANZ and URS, to carry out around the
world the Corporate EHS annual audit progremme of our manufae:
turing sites. ALUANZ and URS are dlso supporting the operating units
in the creation of specific action and improvement plans. The
completion of the action plan is measured and followed up through
a monthly corporale reporling process. Through our environmental
management programme, we seek primarily to:

» develop products and services thet have an acceptable impact
on the environment along the product life cycle from
manutacturing through product use and ct the end of
their useful lives;

= evaluate the environmental impact of new indusirial processes
prior to their implementation as well as the discontinuation
of existing processes or the disposal of existing sites;

» improve technology in order to reduce the consumption
of energy and natural resources and to minimise waste
and pollution; and

= promote the application of our environmental management
principles te our sub-contraciors and suppliers.

Additional Health and Safety programmes are implemented at
each of our operating units. Such programmes typically cover heclth
ond sofely issues, both of the design stoge of the workploce ond
product equipment through to their implementation and use, as
well as accident and occupational iflness prevention programmes.

Our asset and business interruption management programmes are
designed fo minimise exposure 1o loss or damage to our assets and
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to ensure business continuity. This includes exposure to fire,
breakdown and natural catastrophes as well as theft or deliberate
damage.

We have established Environmental, Health and Scfety ccordina-
tion in order lo improve the coherence of the prevention
programmes. We have created Environmental, Health and Sofety
follow-up indicators as well as a system of reporting.

Curing fiscal year 2004, 58 EHS audits were carried out by
ALUANZ and URS and have been reviewed by the local manag:
ing directors in order to validate the areas of improvement suggested
by the auditors. The cost of these external audits amounted to
£179 000 for fiscal year 2004, After three years spent for the imple-
mentation of our inlegrated audit programme “Environmental, Health
and Safety”, we are now auditing our sites according to a critical
ity grid, which tckes info account the resulis of previous audits and
improvements achieved, which has led us to reduce the number of
external audits. In addition to external audits, we have launched an
internal environmental audit programme during fiscal year 2003,
During fiscal year 2004, 20 of our employees have been frained
and 30 audits have been carried out on the basis of ALSTOMs sys-
tem of reference used by URS.

INSURANCE

Our policy Is 1o purchase insurance policies covering risks of a cat-
astrophic nature from insurers presenting excellent solvency criteria.
The amount of insurance purchased varies according to our estima-
tion of the maximum foreseeable loss, both for property domage ond
liability insurances. This estimate is made within the framework of
industrial risk management audits that we conduct for property
domage and depends on the evaluation of the moximum legal risk
considering the various activities of our Group for our civil liability.
We have put in place a global policy covering the management of
environmenial, health and safety risks described above, as well as
internal control procedures for the review of tenders and contracts
in progress.

Qur main Group policies were renewed on 1 January 2004 for a
duration of 12 months. This renewal was conducted in a more
stable insurance market environment than in the previous years. Our
ability to renew in the future our insurance coverage will continue
to depend on availability of insurance capacity and competition in
the market, the scope of coverage offered by insurers and our own
loss experience. In particular we cannot be sure that we will be able
to renew our policies in 2005 of equivalent coverage or premium.

The main risks covered by our main insurance policies are the
following:
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* property damage and Business interruption coused by fire,
explosion, natural events o other named perils as well as
machinery breckdown;

¢ liability incurred because of damage caused to third parties by
out operations, products and services, with customary
exclusions and fimits;

= fransit, covering transportotion risks from stort to discharge
of goeds at worehouse, construction site or final destfination,
with customary limits ond exclusions; and

» construction and Installation, covering risks during execution of
confiacts, subject fo certain customary condiiions and declarafions.

In addition to Group pdiicies, we purchase, in the vorious countries
where we are present, policies of insurance of a mandatory nature
or designed to cover specific risks such os automobile or worker's
compensation or employer’s liability.

Our main Group insurance pelicies, including limits on coverage
and premiums, are described in greater defail below. This presen-
tation is @ summary which cannot take into account all restrictions
and limits applicable to our pelicies. Furthermore for reasons of
confidentiality and protection of the interests of the Company it is
not possible to describe exhaustively all policies.

Property damage and Business interruption:

The insurance programme covers accidental damege and
consequent business interrupfion caused by fire, explosions, smoke,
impact of vehicles and aircraft, storm, hail, snow, rict, civil comme-
fion, water damage and natural events to indusirial, commercial and
adminisirative sites of the Group named in the policies.

e the programme is in two layers, for an overall limit
of €350 million per event,

« sublimits apply in particular for natural events {these sublimits
vary according to the insured sites and the type of events)

- for machinery breakdown and occidental events other than
those-named in the palicy;

T e coverage is subjectto usual limitations-and. exclusions, in

particular: war, civil war, ferrorism, nuclear reaction, and
certain natural events normally insured in national pools.

Civil liability resulting from operations or products:

= the Group insurance programme covers the financial
consequences of liability caused 1o third parties because
of our operations or products and services;

» the programme has 4 layers of insuronce for an overall limis of €600
million per event and in annual aggregate. Sublimits are applicable;
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= the policy is subject to usual limitations and exclusions of policies
of this type, in particular, war, nuclear reactions, work accidents,
Directers and Officers liability, automohile liability, consequences
of contractual obligations more onerous than trade practice,
as well os damages caused by products such as asbestos,
formaldehyde, lead, organic pollutants as well as these caused
" by toxic mould, magnetic fields and electronic viruses.

Transport insurance:

» the policy covers damages to transported goods imespeciive
of the mode of ransportation: seq, land or air, anywhere in
the world; coverage is extended lo war risks [however some
lerrifories are excluded);

* the policy limit is €70 million, subtimils are applicable notably
during storage of packers or subconfraciors;

o the policy is subject to limitations and exclusions generally
opplicable to policies of this type.

The total amount of premiums paid for calendar year 2004 for the
3 types of insurance listed above was approximately €50 million.

Damoge during installation and construction:

o g construction and installation policy covers damage to
equipment being installed by the Company for contracts
having values of less than €100 million; this policy applies
differently according to the Sectors of the Group ard
according fo the countries involved;

¢ the insurance limit is €100 million; subdimits apply;

s the palicy is subject to customary limilations and exclusions;
in particular it excludes war, rodicactive contamination and
ferrorism (except France;

o the provisional premium for calendar year 2004 is
£6.2 million; this premium will be adjustoble in 2005
according to the actual level of activity 2004;

e specific policies are put in plece for contracts exceeding
€100 million in value or to cover contracts not covered in
the above described policy. This is the case for insurance
of vessels under construction at Chantiers de I'Atlantique.

We benefit from o redinsurance vehicule (through o captive cell
of an insurance company] which we used in calendar 2003 to
selfinsure property damage and business interruption risks up to
£5 million in certain countries. It was also used to seffinsure
liability risks in certain countries up to €2 million. This vehicule was
not used in calendor year 2004. Al risks previously selfinsured
through this coptive have been transferred to insurers or refained
through deductibles for calendar year 2004,
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he Company applies. the fundamentals of corporate
governance such as they result from the Bouton report
issued in 2002} and the Viénot reports {issued in 1995
and 1999). It has also taken into account the American
rules or recommendations resulling from the Americon Scrbones
Oxley Act as currently opplicable to non-American companies,
and hos even in some cases anticipoted their application,
always to the extent compatible with French regulations and/or
recommendations.

The Boord of Directors and the two Board Committess created in
1998 ct the time of the Company's stock market flotation [the Audit
Commitiee and the Nominations and Remuneration Commities)
work to internal rules and regulations epproved by the Board of
Directors on May 13, 2003 ond which incorporate most of these
recommendalions. These internal rules and regulations have been
amended following the evaluation of the functioning of the Board
and the Board Commitiees carried out in 2004,

The Company dlso adopted at the time of its flotation an instruction
in relcticn to insider information which defines the situations in
which certain individuals must refrain from carrying out fransac:
tions involving the Company’s shares as well as the periods during
which ransactions are authorised, under the autherity of the Group's
General Counsel. This instruction applies to the Directors, officers
and employees of the Group.

The Company has had @ Code of Ethics for several years, which
applies fo every ALSTOM Director, officer and employee, wherever
they work in the Company. This Code, a summary of ALSTOM's

principal rules of ethics, is designed to promote ethical conduct.
Every officer and employee of the Company is expected to have
knowledge of and comply with the Code of Ethics. The Code was
updated in 2003 to take account of new French and American
regulations.

During the past fiscal yeor a “Disclosure Committee” {Comité de
l'information) was created on the iniliative of the Chairman and
Chief Executive Officer ond the Chief Financiol Officer. The mem-
bers of this Commitiee, which is not @ Boord Committee, consist
of top Company executives ond a representative fom each Group
sector. Its general rcle is lo verily the quality of finoncial informa-
tion communicated to shareholders and markets, and ensure that
effective internal audit and infarmation collection systems have
been set up, in particular for preparing the accounts for certifica-
tion by the Chairman and Chief Executive Officer and the Chief
Financial Officer and evaluating the procedures for information
collection and internal audits pursuant to the new American regu-
lafions resulting from the Sarbanes Oxley Act. The internal rules and
regulations of this Commitiee were ratified by the Audit Committee
and, pursuant to these internal rules and regulations, similar
Committees have been sef up in each Group sector. These rules
were reviewed during the fiscal year in order to take account of
the changes in the American rules opplicable to the certifications
and declarations to be included in the Company’s annual report
filed with the US Securities and Exchange Commission (*SEC).

The infernal rules and regulations of the Board of Directors and the
Board Committees, the Directors” Charter and the Cede of Ethics
are availoble on the ALSTOM Infernet site.
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THE BOARD OF DIRECTORS
AND THE BOARD’S COMMITTEES

THE BOARD OF DIRECTORS

The Board is chaired by Patrick Kron, ocfing as Chairman & Chief
Executive Cfficer since 11 March 2003. It is composed of eight
members of whom half are non-French nationals.

Composition as of 17 June 2004

u Patrick KRON
Chairman & Chief Executive Officer
Born on 26 September 1953 in Paris, France.
Nationality: French.

Appointed cn 24 July 2001 as Director.
Directorship will expire af the end of the general meeting called in
2007 to consider the accounls for the fiscal year 2007.

Patrick Kron started his career in the French Ministry of Industry
between 1679 and 1984 and then held various positions within
the Pechiney Group. In 1993, he became a member of the
Executive Commitiee of the Pechiney Group and was Chairman of
the Board of the Carbone Lorraine Company from 1993 to 1997.
From 1998 to 2002, Patrick Kron was Chief Executive Officer of
Imerys before joining ALSTOM. He has been Chief Execulive
Officer of ALSTOM since 1 January 2003 and Chairman & Chief
Executive Cfficer since 11 March 2003,

Oither directorships and positions:
Patrick Kron has been o Member of the Supervisory Board
of Imerys since 5 May 2003. He is also a Director of ALSTOM UK
Heldings Ud and of ALSTOM lid.

Number of ALSTOM shares held: 3,783.

® Jean-Poul BECHAT (*)
Born on 2 September 1942 in Montlhéry, France.
Nationality: French.

Appointed on 15 January 2001 as Director starting 14 May
2001.

Directorship will expire ot the end of the general mesfing called in
2004 to consider the accounts for the fiscal year 2004. The
renewal of his mandote will be submitted for approval to the
ordinory and extraordinary shareholders’ meeting called to consider
the accounts for the fiscal year 2004.

Other directorships and positions:

Jean Paul Béchat is Chairman & Chief Executive Officer of Snecma.
He is o member of the Board of Directors of Messier-Dowty
Internafional Uid. and SOGEPA. He hos been cppeinted by the
French government as ¢ member of the “General Council for
Armaments”. He is also a member of AECMA Council. He was a
Director of Natexis Banques Populaires until February 2004,

Number of ALSTOM shares held: 8,420.

(*} independent Director

m Candace BEINECKE
Bom on 26 November 1946 in the USA.
Nationality: American.

Appointed on 24 july 2001 as Director.
Directorship will expire at the end of the general meeting called in
2007 to consider the accounts for the fiscal year 2007.

Other directorships and positions:

Candace Beinecke has been Chair of Hughes Hubbard & Reed UP,
New York, USA, since 1999, She serves as Chairperson of the
Board of Amhold & S. Bleichroeder Advisors First Eagle Funds, Inc.,
a public mutual fund family. She also serves as Director of the
Partnership for New York City.

Number of ALSTOM shares held: 1,000.

B Georges CHODRON DE COURCEL
Born on 20 May 1950 in Amiens, France
Nationality: French.

Appointed on 3 July 2002 as Director.
Directorship will expire at the end of the general meeling called in
2006 to consider the accounts for the fiscal year 2006.

Other directorships ond positions:

Georges Chodron de Courcel is Chief Operating Cfficer of BINP
Paribas. He is Direcior of Bouygues and Nexans, a nonwvoting
Director of Scor and of Scor Vie and a member of the Supervisory
Board of logardére. He has been a Director of BNP Paribaes
Caenada {Cenada) and of BNP Paribas UK Holdings Limited (United
Kingdom] during fiscol year 2004,

Number of shares held: 3,702.

" OTHER INFORMATION J}
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B James B. CRONIN [*}
Born on 14 October 1937 in Greenford, United Kingdom.
. Nationglity: British.

Appointment as Director renewed on 3 July 2002.
Directorship will expire ot the end of the general meeting colled in
2006 1o consider the accounts for the fiscal year 2006,

Jomes B. Cronin was appointed Monaging Director and member
of the Board of Directors of GEC AISTHOM N.V. in 1989 and was
deputy Chief Executive Officer of ALSTOM until June 2000.

Other direclorships and positions:
James B. Cronin is a Director of ALSTOM SA [Proprietary] Limited.
He was a director of AWG ple until 31 July 2003.

Number of ALSTOM shares held: 17,874.

|*) independent Director

B Gérard HAUSER {*)
Born on 29 October 1941 in Paris, France.
Nationality: French.

Appoointed on 11 March 2003 as Direclor.

Directorship will expire at the end of the general meeting called in
2004 to consider the accounts for the fiscal year 2004. The
renewal of his mandate will be submitted for approval to the ordi-
nary and extraordinary shoreholders’ meeting called to consider the
accounts for the fiscal year 2004,

Other directorships and positions:
Gérard Hauser is Chairman & Chief Executive Officer of Nexans.

Faurecio. He has been o Director of Liban Cables up to September 2003
and a member of the Supervisory Board of Alcatel Deutschland

GmbH up to June 2003.

Number of ALSTOM shares held: 1,400.

{*] independent Direcior

u James William LENG (*)
Born on 19 November 1945 in Sunderland, England
Nationality: British.

Appointed on 18 November 2003 as Director.

Directorship will expire at the end of the general meeting called in
2007 to consider the accounts for the fiscal year 2007.
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Orher directorships and positions:

James Williom Leng is Chairman of Corus Group plc and of Laporte
Group Pension Trustees lid, non Execufive Director of Pilkington
plc, IMI ple, lennox Managements Limited, and of Hanson ple
from 1 June 2004. He is olso @ Governor of the National Institute
of Economic ond Social Research and o Fellow of the Insfitute
of Marketing. He wasChairman of Doncasters Group Limited unfil
9 June 2003 and non Executive Director of {P Morgan Fleming Mid
Cap Investment Trust ple up to 30 April 2004.

Number of ALSTOM shares held: 1,000.

(*} independent Director

m George SIMPSON {*)
Born on 2 July 1942 in Dundee, United Kingdom.
Nationglity: British.

Appointed on 14 May 1998 as Director.

Directorship will expire af the end of the general meefing called in
2004 to consider the accounts for the fiscal year 2004, The
renewal of his mandote will be submitted for approval to the
crdinary and extiracrdinary shareholders” meefing called 1o consider
the accounts for the fiscal year 2004.

Other directorships and positions:

lord Simpson is a Director of Triumph Inc. He is o Fellow of the
Chartered Institute of Certified Accountants and an Industrial
Professor at Warwick University as well os being o Fellow of both
the London Business School and Abertay University. He was a
Director of Nestlé S.A. until April 2004,

Number of AISTOM shares held: 855.

(*) independent Director

Chonges in the membership of the Board

of Directors during the fiscal year

Sir William Purves resigned from his positions as Director,
Vice-Chairman of the Board of Directors and Chairman of the
Nominations and Remuneration Commitiee effective 28 July 2003.
Dr Klaus Esser resigned from his positions as Directer and Chairman
of the Audit Commities effective 31 December 2003.

Upon proposcl of the Nominations and Remunerction Committee,
the Board of Directors submitted for approvel the appointment
of Mr. Jomes William leng as Director for a fouryear period fo
the general meeting held on 18 November 2003. This was
approved.
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The Board of Directors then appointed Mr. leng Chairman of the
Nominglions and Remuneration Commitiee.

The mondates of Messrs Jean-Paul Béchat, Gérard Hauser and
George Simpson will expire ot the end of the next ordinary general
meeting convened on 9 July 2004 {second call), therefore it will
be proposed fo this Shareholders’ meeting to apgrove the renewal
of their mandates for a four year duration until the end of the
shareholders' meeting which shall approve the accounts for the
fiscal year 2008.

It will also be proposed to this sharehclders’ meeting to approve the
appointment of Dr Pascal Colombani for o four year duration unhi}
the end of the shareholders’ meeting which sholl approve the
accounts for the fiscal vear 2008.

Evaluation of the Directors’ independence
As contemplated in the Bouton report and set forth in the Board

of Directors’ internal rules and regulations, the Board Meeting

of 25 March 2004 re-examined the criteria for Director’s inde-
pendence that it hod approved last year and once again looked
ot the situgtion of each Director in the light of these criteria based
on proposals made by the Nominations and Remuneration
Committee, which were accepted.

As was the case last vear, the Board considered that a Director is
independent when he or she has no relationship of any kind what-
soever with the Company or ifs management, or with any of its con-
solidated offilictes, that is such os 1o compromise the independence
of his or her judgement, and approved the following criteria:

¢ the Director is not an employee or registered corporate officer

{“mandataire social’) of the Company, or of one of ifs

consolidated subsidiaries;

the Director is not a registered corporate officer

{"mandctaire social’] of o company in which the Company

holds, either directly or indirectly, o directorship, or in which

o directorship is held by an employee or a registered

corporate officer ("mandataire social”] of the Company;

the Director is none of the following (whether directly or

indirectly] a customer, supplier, investment banker or

commercial banker ~ in each case: which is material for

the Company or its Group, or for which the Company or

its Group represents o maleriol proportion of the enfily's

activity;

the Director does not have any close fomily fies with a

registered corporate officer {“mandataire social”) of the

Company;

® the Director has not been an auditor of the Company over
the past five years;

o

&
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» the Director has not been a Director of the Company for more
than twelve years;

¢ the Director does not held, control, or represent a shareholder
which holds clone or in concert more than 10% of the
Compuony's share capital or voting rights.

These criteric are largely inspired by the Bouton report criteria but
are not strictly identical. They also differ from the American
criterio defined for assessing the independence of the members of
Audit Commitiees. Such criteric are not yet in force for non-American
companies listed in the United States.

Based on these reiterated criteria, the Board of Directors determined
that five members should be considered as independent Directors
(Mr Jean Paul Béchat, Mr Jomes B. Cronin, Mr Gérard Hauser,
Mr James William leng and Lerd Simpson) out of the eight members.
As was the case lost vear, the Board's defermination that James B. Cronin
should be considered to be independent tock info account the
Board's view that his functions within the ALSTOM Group unfil June
2000 {which ceased less than five years age, period mentioned in
the Bouton report] and his directorship in a company: in which the
Company holds 5% only, had not compromised, and were not likely
fo compromise, the independence of his judgement in the exercise
of this direcforship, thus not applying all the criferia contained in the
Bouton repert. The Board's view that Mr-Gérard Hauser should be
considered to be independent tock into account the commercial
relationship between Nexans and the Group, which in the Board’s
view is not material, and that o Director of the Company is Director
of Nexons, as neither of these facts were likely to compromise the
independence of his judgement.

In addition to Patrick Kron, Chairman & Chief Executive Officer of
the Company, Candace Beinecke who is Chair of Hughes Hubbard
& Reed P, one of the Company’s principal legal advisors, and
Georges Chodron de Courcel who is a member of the Executive
Committee of BINP Paribas, one of the core banks and financial
advisors of the Company and party to the global refinancing
package signed in September 2003 with more than thirty banks
and the French State, are not independent Directors.

Therefore, the Board of Directors determined that five members are
independent, that is to soy more than the proportion of half of the
Board members recommended by the Boutan report for companies
with a widely spread share capital and not having controlling
shareholders.

Funichioning of the Board of Directors

The procedures for the organisation end functioning of the Board
of Directors are defined by the Board of Directors’ internal rules
ond regulations agreed on 13 May 2003 and modified on
25 May 2004,
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Pursuant fo its infernal rules and regulations, the Board of Directors
carried out an evaluation of its functioning. Each Board Committes,
clso evaluated its functioning.

- For more-information on the organisation, functioning, activily of the
Board during the past fiscal year and the annual evaluation, see
hereinafter the Chairman’s Report pursucnt fo article L.225-37 of the
Commercial Code (French Code de Commerce).

The Boord's internal rules and regulations include an oppendix
colled the Directors” Charter which defines the rights and duties of
the Directors in complionce with the fundamentals of the recommen-
dations of the Bouton report.

The Directors’ Charter confirms the ebligation of Directors te dbstain
from transactions in Company shores when they have information
not yet made public, and their obligation to conform to the
Company's infernal rules and regulations and any applicable stafu-
tory or legal provisions. These internal rules and regulations stipu-
late that the purchase and sale of Company shares are authorised
only during a 45-day pericd following the publication of results by
the Company, and provided thot the person is not in possession of
insider information. In addition, purchase or sale operations require
the prior approval of the Group General Counsel who will consult
the Chief Executive Officer.

This Charter was amended by the Board on 25 May 2004 cnd
now provides that eoch Director is to hold @ minimum number of
1,000 Company's shares, higher than the minimum of ten Company
shares required by the bylaws.

THE COMMITTEES OF THE BOARD OF DIRECTORS

The membership, duties and functioning of each Committee are
defined in their internal rules ond regulations approved in May
2003 which take info account most of the French recommendations
on corporate governance and certain of the new rules under the US
Sarbanes Oxley Act. Pursuant to their terms, the internal rules and
regulations of each Commitiee were reviewed by the Commitiee
after the closing of the past fiscal year and modified by the Board
of Directors on 25 March and 25 May 2004 upon the Commitiees’
proposal. I has thus been decided to decrease the minimum num-
ber of members of each Commitiee from four to three.

The membership of each Commitiee has been reviewed by the
Board of Directors upon the proposal of the Neminations and
Remuneration Committee, following the changes in Board member-
ship during the fiscal year.

OTHER INFORMATION
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For more information on the organisation, functioning and activity
of each Committee during fiscal year 2004, see hereinafter the
Chairman's Report pursuant lo article 1.225-37 of the Commercial
Code {French Code de Commerce).

The Audit Commitiee
The Audit Committee is currently composed of Mr. Jean-Paul Béchat
Chairman of the Committee since 1 Jonuary 2004, Mr. james B

Cronin, and lord Simpson, member of the Committee since
13 November 2003.

All members of the Audit Commitiee cre independent, including the
Chairman. This corresponds to a proportion that is koth higher
than the recommendation made by the Bouton report for a third of
the directors, and in conformity with the requirements of the American
rules not yet in force for non-American companies.

The Board of Directors appointed Mr. James B. Cranin as financial
expert within the meaning of the Sarbanes Oxley Act.

The Nomingtions and Remuneration Commitiee
The Nominafions and Remuneration Commitiee is currently com-
posed of Mr. Jomes William leng, Chairman of the Committee
since 18 November 2003, Ms. Candace Beinecke, Mr. Georges
Chodron de Courcel, and Mr. Gerard Hauser, member of the
Committee since 13 November 2003.

Half of the members of the Commitiee are independent, including
the Chairman of the Commitiee; the Bouton report recommends that
there be a majority of independent members on Remuneration
Commifiees.
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THE EXECUTIVE COMMITTEE

As of 31 March 2004, the Executive Commitiee is composed
of the following persons:

® Patrick KRON
Chairman & Chief Executive Officer
= Philippe JAFFRE
Chief Financial Officer
m Donna VITTER
General Counsel
m Patrick DUBERT
Senior Vice President, Human Resources
m Patrick BOISSIER
President, Marine Sector
® Walter GRAENICHER
President, Power Service Sector
= Phifippe JOUBERT
President, Power Environment
and Power Turbo-Systems Sectors
® Philippe MELLIER
President, Transport Sector

CHAIRMAN'’S REPORT PURSUANT
TO ARTICLE L.225-37 OF THE FRENCH

CODE DE COMMERCE

Pursuant fo article L.225-37 of the French Code de Commerce, the
conditions of preparation and organisation of the work of the Board
of Directors, the limitations to the Chief Executive Officer's powers
and the internal control procedures implemented by the Company
within the Group are the subject of o report of the Chairmon of the
Board included herecfter.

CONDITIONS OF PREPARATION
AND ORGANISATION OF THE WORK
OF THE BOARD OF DIRECTORS

Organisation and functioning of the Board

of Directors

The methods of crganisction and functioning of the Board of
Directors are defined by the internal rules and regulations of the
Board in addition to applicable laws and regulations.

These rules notably provide that the Board of Directors:

» shall, to the extent practicable, be comprised of o least half
of independent members as determined and reviewed
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annually by the Board on the basis of a proposal to be made
by the Nominations and Remuneration Commitiee;

shall define, upon the proposal of the Chief Executive Officer,
the Group’s strategy, and shall regularly review the Group's
sirategic options as previously defined, supervise management
and verify the quality of information supplied to shareholders
and the financial markets;

shall consider in advance of implementation any operation that
is not part of the Group’s announced strategy or that could
significantly affect or materially modify the financial structure

or results of the Group;

shall examine and approve any plans for major acquisifions

or divestitures, the annual budget and the medium-term plan;
shall be kept regularly informed of developments in the Group's
business activities and results, its financial position,
indebtedness, cash position and, more generally, any Greup
commitments, and may request information about the
foregoing at any time;

shall create one or more speciclist Committees and shall define
their composition and responsibilities;

shall approve the composition of the Group's Executive
Committee; o

sholl fix the remunerotion of the registered corporate officers
["mandataires saciaux”) and of other members of the Executive
Committee as the case may be.

®
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At least four meetings are programmed each vear. The Board must
examine ifs functioning at least once a year and implement @
formal evaluation every three years.

information to be supplied to the Board of Directors

Before each Board Meeting, the Directors shall receive, sufficiently
in advance ond with proper nofice, o file on the matters on the
agenda which require prior examination and consideration.

Qutside of Board Meetings, Directors shall regulary receive key
information concerning the Company and shall be informed of any
event or development that may have a material impact on operar
tions or on any information previously communicated to the Board.

More specifically, they shall receive copies of any press releases
issued by the Company which have not been specifically approved
by the Bocrd, as well os the main orficles appecring in the press
ond reports by financicl analysts.

Any Director may request further information from the Chairman who
shall assess whether the documents requested are perfinent. Any
Director shall be entitled to meet with the Group's senior executives
without the presence of the corporate officers fmandataires sociaux)
of the Company.




1003-2004

Board Committees

The Board of Directors has created two Committees, the Audit
Commitiee and the Nominations and Remuneration Committee,
each with the role of studying and preparing the Board's main
deliberations.

Each Beard Meeting is generally preceded by a meefing of one
or of the two Commitiees depending on the items on the Board
Meeting agenda. The Committees report to the Board on their
work and observations, and submit their opinions, proposals or rec-
ommendations.

The composition, the powers and the procedures of each Commitiee
are also defined by internal rules and regulations put forward by
each Commitiee involved and approved by the Board of Directors.
Each Committee reviews every year its internal rules and regulations
and can submit any modifications that it considers appropriate fo

the Board.

In the context of its work, each Committee con meet any Group
executive it wishes, resort to the services of experts on ifs own ini-
fiative-and-ask for any information which is useful for it to conduct
its work properly.

Moreover, each member of a Commitiee may propose that a meet:
ing be held if he or she considers this necessary in order to discuss
a particular issue.

Each Committee prepares a report of its work during the past
fiscal year which is coniained in the annual report {see hereinafter).

Activity report of the Board for the fiscal year 2004

The Beard of Directors met on fourteen occasions during the fiscal
year including eight meetings on exceptional calls between July and
November 2003 due fo the exceptional financial difficulties which
the Group was facing and which could have jeopardised ifs future.
The averoge attendance was 79% including videoconterence
participation) and 91% including telephone participation. The
meetings lasted an average of 2 '/, hours.

These exceptional Boord Meelings were devoted to the analysis and
evolution of the Group's financial situction, the defericration of
which in July 2003 led o the negotiation and sefting up, in a very
short period of time, of a global refinancing package with more than

thirty banks and the French State. This was finalised in September -

2003 following a first agreement reached on 6 August 2003 but
opposed by the European Commission. The terms of each of the
two agreements were discussed and approved by the Board which
then approved the initiation of the financial fransactions resulting from
the implementation of this plan as previously outhorised by the
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shareholders’ general meeting (new share capital issue, free attri-
bution of warrants to purchase shares, redeemable subordinated
bonds and subordinated bond issues).

Throughout the fiscal year the Board was kept informed and dis-
cussed the ongoing financial and commercial situation of the Group,
the cash flow and profit and loss forecasts, the evolution of the debt
situation, the conlingent liabilities and nature of the significant risks
foced by the Company. It also exomined ond approved the
2004/05 budget and the three-yeor forecasts revised ot the end
of the budgetary process undertaken by General Management in
February 2004.

The Board carried out the first formal self-assessment of its function-
ing in 2004 pursuant to its rules and regulations.

This evoluation was based on @ questionnaire prepared by the
Nominations and Remuneration Committee addressed lo each
Director. A summary of the individual assessments collected by the
Commitiee on an anonymous bosis wos discussed by the Boord of
Directors. A similar request was made to evaluate the workings of
each Committee.

The Board'’s evaluation mainly covered the composition of the
Board, the frequency ond length of the meetings, the issues dis-
cussed, the infarmation provided fo the members and the interac:
tion with the Group's executives.

Generdlly, the Directors had a pasifive opinion of the quality of the
information mcde available to them, the continuous improvement of
which was stressed, and the preparotion for Boord decisions.

To continue in this approach, the following principles were agreed:

@ organisation of specific meefings focused on strategy, human
rescurces, risk management or any other subjects according
fo pricrities and needs;

s increosed participotion by Group executives of Board
Meetings, in parficular the Sector Presidents;

e possibility for the non-executive Directors to meet without the
executive Directors’ presence as done during the post fiscal
year, where ¢ full Board session was followed by o
non-executive session.

The outcome of these assessments led to cerlain changes in the
internal rules and regulations and the Directors’ Charter, decided
by the Boord (proportion of independent Directors on the Board
raised from one third to one half of the members, reduction of the
minimum number of Committee members 1o three 1o aliow greater
flexibility, holding of at least 1,000 shares per Director],
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Its other main fields of intervention were as follows:

® it examined and approved the Company and Group
consolidated accounts and profit and loss statements for the
fiscal year ended on 31 March 2003 as well as the Group
consclidated accounts for the first half of the fiscal year
2003/04 closed on 30 September 2003, and the related
management reports;
the Board of Directors monitored the progress of the sirategic
action plan approved in March 2003, and approved the sale
of the T&D seclor, on essential component of the divestiture
program undertaken;
it was kept informed and discussed the main lega!
proceedings ond investigations involving the Group;
it adopted the resolutions ond the documents required by low
concerning shareholders’ general meetings convened during
the fiscal year and discussed answers 1o the questions roised
by the shareholders;
it discussed and approved the description of the main risks
which the Group is focing, included in the Company’s annual
report [ond ifs update);
it approved the modifications made 1o the Group management
structures;
it discussed and approved the rules and regulations of
the Board and the Board Committees and modified the
composition of the Committees following the changes in
the membership of the Board of Directors;
it approved the methods for adjusting the exercise conditions
cf existing stock option plars as a result of the operations
which had an impact on the share capital pursuant fo
the refinancing agreement;
the work of the Commitiees was the subject of reports
- submitted by their Chairmen and discussed by the Board;
the Board was dlso informed of the work of the Disclosure
Committee created on the initiative of the Chairman and
Chief Executive Cfficer and the Chief Financial Officer to
assist them in seffing up and monitoring internal procedures
for the callection and control of information.

-]
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The ouditors were invited to three of the Board Meetings.

Audit Commiltes

The genercl purpose of the Committee is fo ossist the Board of
Directors in its oversight of:

i} the completeness, quality, occurocy ond truthfulness of the finon-
cial statements of the Group and other related financial information
or reports provided 1o the shareholders, the public and stock
exchanges authorifies;

(i) the Company's compliance with legal and regulatory
requirements;

] OTHER INFORMATION
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[iii} the performance of the Company's interna! audit function;
(ivl the system of internal controls and accounting and financial
reporting processes generally.

In fultilling its role, the Commitiee has the following duties:

s to review the scope of consolidation and examine dll draft
financial statements and related reports which will be
submitted to the Board for approval and to discuss them with
mancgement and the external auditors;

fo review with management and the external auditors the
generally accepled accounting principles and methods used in
the preparation of the accounts including the appropricteness
of current and alternative applications of accounting principles,
and ony change in accounting principles, methods or rules;

fo review the report on the critical accounting policies and
other key issues and decisions related to finoncial statements
and related reports, and other material writien communications
between the external auditors ond the management;

to examine the management's report on risks (including
litigation risks) ond significant offbolonce sheet commitments;
to review with the external auditers the nature, scope and
results of their audit and work performed, any comments and
suggestions they may have relating nofably to internal contrals,
occaunting practices and the internal audit programme;

to review and evaluate at least annually the internal control
procedures including for financial reporting contributing to the
preparation of the accounts, including the system of risk
assessment ond risk management and the organisation and
functioning of internal audit;

to review and control the external auditor selection process
and make recommendations to the Board on their appointment
or renewdl, to express an opinion on the amount of fees
proposed fo be-paid to the externa!l auditors, to give prior
authorisation of any non audit services directly complementary
to the cudit of the accounts os well as the related fees and

to ensure external aquditors’ independence.

o
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The Committee may also perform any other activities as the
Commitiee or the Board of Directors deems necessary or appropriale.
The Commiftee may seek on its sole decision any exiernal assistance
it may deem necesscry.

Activity report for the fiscal year 2004

The Commitiee me six fimes during fiscol yeor 2004 {five fimes in
2003}. The average aftendance rate of Commitiee meelings was
87.5 per cent.

The Chief Financial Officer, the Senior Vice President Corporate
Accounting and o representative of the two independent audit firms were
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in attendance at all six meetings. The General Counsel participated
in three meetings and the Chief Internal Auditor at two meefings.
Other Senior Management including several Chief Financial Officers
of Sectors affended as required by the Commitiee.

The Commitiee reviewed the statutory and Consclidated Financial
Statements and Document de Référence for the fiscal vear ended 31 March
20083 prior to its filing with the Autorié des Marchés Financiers.

It also reviewed the annual report for the year ended 31 Moarch 2003
on Form 20F prior to its filing with the US Securities and Exchange
Commission.

It specifically reviewed the sifuation ot ALSTOM Transporiation Inc.
and received reports from both outside counsel and the Chief
Infernal Auditor.

The Consclidated interim Financial Statements as of 30 September
2003 were clso reviewed.

As par of its work, defailed reports on the resulls, on major risk
coniracts and on significant accounting policies were received and
considered. Reports on business risks including contract execution
risks were received as were regular reports on main legal risks. it
also nofed the work performed by the Disclosure Committee.

An External Audit Charter which will govern relations between the
Company and its twe auditors in the next six years and which sefs
out those services which could be underiaken and those that are not
permitied and pre-approval policies and procedures, consistently with
opplicable French and US rules, was approved.

The Committee was cppraised of work undertaken to improve
internal control and risk control with selfassessment questionnaires
and the nternal Controls Manual.

A report on disclosure and internal control and procedures was
received from the Senior Vice President Corporate Accounting
sefting out requirements of the loi de Sécurité Financiére in France
end US requirements derived from the Sarbanes Oxley Act.

The Commitiee also reviewed and approved the Audit Committee
Rules, the Disclosure Committes Charter and Disclosure Commitiee
Controls and Procedures.

The Chief Internal Auditer presented the Infernal Audit activity report
for 2003 during which internal oudit resources were considered.
The proposed infernal audit progromme for each of the next three
years waos tabled and approved. The Commitiee noted the steps
being taken to coordinate internal and independent cuditor pro-
grammes and conclusicns.
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The budgets for 2004 /2005 were received.

The Senior Vice President Corporate Accounting provided @ paper
on the implications of the future implementation of Internafional
Financial Reporting Statements “IFRS”. Afer review the Committee
requested a regular update on progress towards the full implemen-
tation of IFRS.

The Commitiee reported on its work, provided comments and gave
proposals to the Board.

Nominctions end Remuneration Commitee
The Committee reviews and makes proposals or gives ils opinion
to the Board of Directors on the following subjects:

« the separation or combining of the functions of Chairman
of the Board and Chief Executive Officer of the Company;

= the nomination {or revocation) of the Chairman of the Board
and of the Chief Executive Officer;

* the nomination of new Directors including in cose of vacancy;
in particular the Committee organises an appropriate
procedure for selecting future independent Directors and makes
its own independent research on potential candidates prior to
their being approached:;

% the nomination [or revocation], upon proposal of the Chief
Executive Officer, of any other corparate officers (*mandataires
sociaux’} and members of the Executive Committee;

= the succession plans for the corporate officers;

e the Company’s corporate governance practices and the
Board and Committees’ composition and funclioning
{including the Neminations and Remuneration Committee);

e the Company's definifion of an “independent Director” and
the list of independent Directors to be inserted in the
Company's annual report;

* the compensation (fixed and variable) to be paid to each

of the corporate officers, including compensation and benefits

of any kind (including pensions and termination benefits) olso

paid fo them by the companies belonging to the Group.

The Commitiee notably reviews and defines the rules for

determining the variable part of such compensation, ensures

their coherence with the annual performance evaluation

and the strategy of the Company, and thereafter controls

the implementation of these rules;

the Company’s general policy relating to stock option plans

including the granting, fiming and frequency of cllocations,

and any proposed stock option plans including the proposed
beneficiories;

= the Company’s general policy relating to employee share
purchase schemes and any proposed schemes;

¢ the Directors' fees and the conditions for their award.

k]
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The Committee decides whether it will define, upon proposal of the
Chief Executive CHficer, the compensation and benefits of all or some
of the members of the Executive Committee, including the principles
and criteria used for their annual performance evaluation, in par-
ticular those for determining the voriable part of their remuneration,
or whether it will just be informed of these.

The Committee alsc develops and recommends to the Board for its
approval, o formal process for evaluating the functioning of the
Board and its Committees to be implemented at least every three
years and, without the presence of the Directors concerned, pre-
pares the annual performance evaluation of the Chairman of the
Board and of the corporate officers based on the principles applied
to other Senior Corporate Executives.

The Committee performs any other related activities as the
Committee or the Board deems necessary or apprepriate.

Activity report for the fiscal year 2004
The Committee met four times during fiscal year 2004 {six times
in 2003}, The atendance rote of Commities meetings was 100 per cent.

The Committee exomined the composition of the Board of Directors
and Committees. | proposed the appoiniment of Mssrs Gérard
Hauser and james William teng as well as the modifications in the
composition and chairmanship of the Committees which took place
during the fiscal year.

it made proposals fo the Board on the fixed and variable compen-
sation to be paid to the Chairman and Chief Executive Officer, the
Executive Vice President and the Chief Finoncial Officer for the
past fiscal year, and on the granting condifions of the Directors' fees
among the Direciors. The Chairman and Chief Executive Officer
informed the Committee of the fixed and varicble compensations
paid to the cther members of the Executive Committee.

The Committee reviewed the composition of the Executive
Committee ond the proposed chonges, and opproved the new
Group organisation made public in February 2004, including the
reporting line for risks’ management and internal audit. The
Commitiee reviewed and approved the contractual lermination
packages of the members of the Executive Commitiee who left it dur-
ing the fiscal year,

During the fiscal yeor, it carried out its work on short, medium and
longrterm incentive plans, including stock option plans, and reviewed
the revised Group supplementary retirement schemes.

As part of its corporate governance review, the Commitiee considered
the corporate govemnance chapter of the 2003 Annual Report,
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assessed in 2003 and 2004, the Directors’” independence and
appropricteness of the independence criteria and reviewed the draft
Board and Committeas’ internal rules. The Committee monitored the
selfevaluation procedures of the functioning of the Board of Directors
and Committees, launched for the first time in 2004, and reevaluated
the Company's corporate governance pracfices compared to appli-
cable recommendations and rules.

The Committee reported on its work and recommendations fo the
Board on dll these matters.

LIMITATIONS TO THE CHIEF EXECUTIVE OFFICER’S
POWERS

The internal rules and regulafions -of the Board indicate fhat the
Board of Directors defines and reviews the Group's strategy on a
regular basis.

In addition, it indicales that there shall be a prior Board approval
on any operation:

s that is not part of the Group’s announced strafegy cor that could
significantly affect if;
= that could materially modify the financial struciure or results of

the Group.

The Board of Directors also examines and approves any plans for
major acquisitions or divestitures. It examines and opproves the
annual budget and the medium+erm plan

INTERNAL -CONTROL PROCEDURES

The internal contral procedures put into place by the Company at
Croup level are based on control guidelines prepared by a recogr
nised body CCOSQO {Committee of Sponsoring Organisations of the
Treadway Commission). The system .enables to provide reasonable
assuronce that:

= operalions are complefed in an optimal manner
@ financial information and data is reliable
o applicable lows and regulations are complied with at all times.

Objectives
The objectlives of the internal control system are:

= primarily monitoring that there exists no material items that call
info question the reliability of either the Consclidated Financial
Statemenls or the statutory financial statements.
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® to conirol the risks resulting from the operations as well as to
prevent the risk of error or fraud particularly in areas of
accounting and finance.

By essence, it cannot provide a guarantee that such risks have been
totally eliminated. it must bring them down to an acceplable level.

Definition of Internal Control

Infernal control consists of five interrelated components, namely
conirol environment, risk assessment, control activities, information
and reporting, ond monitoring, all of which are being implemented
within the Group:

= contral envircnment covering integrity, ethics, competencies,
authorities, responsibilities and people development;

» risk assessment, i.e. the identification, analysis and minimising
of relevant risks;

s control activities: policies and procedures that ensure that
management directives are carried out;

* information and reporting: relevant information must be
identified, captured and communicated in & form and
timeframe to enable the relevant persons o carry out their
responsibilities;

e monitoring includes internal check and infernal control
procedures os well as internal cudit: o process that assesses
the quality of the systems performance over time.

1. Organisation of intemmal control procedures
A - Key porticipants

€ SENIOR MANAGEMENT

The Chairman and Chief Executive Officer is direcily responsible
for the infernal control system and for ensuring that internal control
procedures are designed and operated effectively within the Group.
Management at oll levels under delegated responsibilities is
responsible for developing, operating and monitoring the systems
of internal contrel and for providing necessary assurance that it has
done so.

£ AUDIT COMMITTEE

The Audit Committee assists the Board of Directors in its over-

sight of:

s the completeness, quality and accuracy of the financicl
statements and related financial information,

e the Group's infernal control procedures including in respect of
accounting and financial reporting processes generally and

o the performance of the Audit function.
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In fuffilling its role it reviews and evoluates ot least annually the inter-
nal control procedures including for financial reporting, contributing
to the preparation of the accounts. This includes the review and eval
uation of the system of risk assessment and risk management (includ-
ing contract and legal risks) and the organisation and funclioning
of internal audit.

At the Audit Commitiee, the scope of planned internal audit activ-
ities is reviewed in advance and the Inlernal Audit Department
develops an onnual plan taking account of the perceived risk and
determines the cllocation of resources.

£+ INTERNAL AUDIT DEPARTMENT

Since 1 March 2004, the Senior Vice President Internal Audit, who
is in charge of an cpproximately 15-member Internal Audit
Department, repors to the Chief Executive Officer and works in close
cooperation with the Chief Financial Officer and the General
Counsel.

The main role of the infernal Audit Department is to advise the
Chief Executive Cfficer and the Audit Committee on the adequacy
ond effectiveness of the system of internal control in all phases of
the Group's business.

It operates in accardance with the Internal Audit Charter approved
by the Audit Commitiee ond has the authority to examine any and
all aspects of operations.

In particular, the Internal Audit Department evaluates controls that
promote:

s compliance with applicable laws and with interal policies
and procedures;

o physical safeguarding of tangible and intangible assets
including risk identification;

= availability, relicbility, integrity, confidentiality of information
and reporting;

a efficiency of business processes, functions, octivities, assisted
by risk assessment procedures.

A further role is to recommend improvement in Group's procedures
and whenever possible premete best proctices.

The effecfiveness and adequacy of internal controls and complionce
with accounting policies and procedures are reviewed regularly by
the Internal Audit Department. After each internal audit a report is
issued seffing out the audit findings and recommendations. Copies
of the report are given to the menaging director and the finance
director of the audited units and to Senior Management and are
summarised in an annual Audit Report which is presented to the
Audit Committee on the overcll results of the internal audits
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conducted, as well as on any other matier which affects internal con-
trol. This report provides the basis for the Audit Committee lo review
the effectiveness of the Inferncl Audit work including internal conirols,
ond risks assessment.

Management must foke adequate actions within a recsonable fime-
frame to correct deficiencies reported by the Internal Audit
Departmert and to respond in a timely and appropricte manner to
findings and recommendations of both intemnal audit and of the inde-
pendent auditors regarding internal control and policies and pro-
cedures of the Company.

For the purpase of this report, the word “units” covers reporting enti-
ties which correspond or do not correspond to legal entities.

2 FINANCE DEPARTMENT

The Finance function controls Business, operations and projects fo
optimise the Group's profitability and cash generation whilst provid-
ing internal and external stakeholders with reliable information.
In-particular, the Finance Department at Corporate level defines the
Group's principles and financial policies in ferms of funding, treas-
ury, interncl control, accounting, tox and management contral,
designs and leads key financial processes {three-year plan, budget,
business reviews) as well as reporting tools to determine and
appraise Sectors’ performance, and produces Group performance
analysis and Consclidated Financial Statements.

More specifically:

» The Control Function defines formats, indicators, processes
and timing for threeyear plans, budgefs and forecasts for
Group purpeses, analyses the Group’s actual and forecast
performance and manages the Corporate budget;

s The Group Accounting Department is responsitle for designing

and issuing the relevant accounting procedures in the Group,

ensuring that they are in compliance with accounting laws and
standards and producing consolidated and parent company
financial siatements, as well as financial information for
external siakeholders.

In particular:

- it defines the Group's accaunting procedures in compliance
with French GAAP

- it provides Sectors with instructions on accounting principles,

- it controls and investigates dala consistency and compliance
with the Group’s accounting principles.

The Reporting Function makes information available to allow

management fo betier confrol the business, to lake relevant

decisions on a confinuous basis, and io allow the Accounting

Function to produce financicl siotements.

-]
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The Reporting Function is responsible for managing the
reporting structure, processes and tools fo ensure that Sectors
are able fo accurately analyse and report on their
performance.

The Treasury Function defines rules and procedures regarding
cash management, currency risk hedging as weill as bonds

" ond guaranlees. In addition, it menages the related risks
[market, liquidity, foreign exchange and interest rate), the
relotionships with subsidicries, the cash pooling structure and
the nefting process.

The Tax Function defines the overall tax policy and planning for
the Group and ensures proper compliance with regard 1o tox
refurns and payments.

L)
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& DISCLOSURE COMMITTEE

The Chief Executive Officer and the Chief Financial Officer have
eslablished Disclosure Committees at Corporaie and Sector levels
in order to assist them in evaluating the effectiveness of the Group's
disclosure controls and procedures that are designed to ensure that
the material finoncial and other information required to be dis-
closed is recorded, processed, summarised and reported on @
timely basis and that appropriate information is communicated fo
management including the Chief Executive Officer and Chief
Financial Officer to allow timely decisions regarding such disclasure.

The Corporate Disclosure Committee is composed of the Deputy
Chief Financial Officer, the General Counsel, the Chief Accounting
Officer, the Vice President Performance Monagement, the Vice
President Tender & Projects Control, the Senior Vice President Internal
Audit and @ member of the senior mancgement of each of the
Sectors.

A member of the Disclosure Commitiee reports at least once a year
to the Audit Committee on the preparation of the annual report, any
material weaknesses or any significant changes in internal controls
and any fraud that involves management or other employees who
have a significant role in the the Group's infernal conirols.

Each of ALSTOM's Seciors has established o Sector Disclosure
Committee which shafl report to the Disclosure Commitiee as to the
results of its review of the Group's disclosure controls and procedures
and as to ils evaluation of its effectiveness within its Sector.

The Group's infernc| controls are recognised to be an integral part
of the Group's disclosure controls and procedures. The Disclosure
Committee assists the Chief Executive Officer and Chief Financial
Cfficer in evaluating the efficiency of the internal controls through
the Internal Confrols Working Group.
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£ THE INTERNAL CONTROLS WORKING GROUP
This working group has the following responsibilities:

¢ Determine the actions and information necessary or
appropriote fo be provided by the Segments {Businesses} and
Sectors and put in place procedures fo assure that such aclions
will be taken and information will be obtained on a timely
basis. Any failure by Segments (Businesses] and Seciors 1o take
such actions or provide such information on a timely basis shall
be reported by the working group to the Chief Financial
Cfficer,

Review and evaluate the Compary's infernal controls and
compliance with accounting principles and procedures as set
out in the Reporting and Accounting Manudl,

Monitor implementation of changes fo the internal controls
initiated by the working group or approved by the Chief
Financial Officer and report pericdically to the Chief Financial
Officer with respect to the progress of such implementation,
ond

Report, through the Chief Accounting Officer and the Senior
Vice President Internal Audit, to the Disclosure Commitiee
before presentction of ALSTOM's consclidated six months
accounts and annual occounts to the Audit Committee as fo
the evaluation by the working group of the effectiveness of the
Company's disclosure procedures and controls as they relate to
the Group's internal controls.

o

% CORPORATE RiISK COMMITTEE
The Risk Committee choired by the Chief Executive Officer review
the risks faken in the tenders and the execution of contracts.

The Commifiee is compoased of the Chief Executive Officer, Chief
Financial Officer, Deputy Chief Financial Officer, General Counsel,
Senior Vice President Internal Audit, Senior Vice President
Infernational Network, Senior Vice President Project and Export
Finance and Vice President Tenders and Projects Control, and meets
on a monthly basis in order to:

= Review risks from major tenders exceeding 100 miflion eurcs
or deviating from defined criteria. The tenders reviewed by the
Tenders and Projects Control Department are required to be
approved by either the Chief Executive Officer or an Executive
Vice President before the bid date

¢ Be briefed on the project reviews attended by the Tenders and
Projects Control Department during the preceding month

* Review matters reported by Internal Audit and/or the
International Network

¢ Be briefed on specific concerns which may arise from time 1o
fime |eg raw material price evolution) and have an impact
within the Sectors.
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Following the Committee, Minutes of meefing record the required
actions defined during the session.

In @ similar way, each Sector has established risk review procedures,
which are consistent with the Group principles. In particular, the
relevant Sector management must be advised:

* of important changes in original tender assumptions and
of the related impact on the assessment of risks;

* of matericl changes in contract scope which could impinge
significantly on its result,

Finally, the Internal Control Manual specifies that project reviews,
which must be minuted, must be held every three months for
contracts which could have a major effect on the relevant unit's
financial performance, or every six months in other circumstances.

B - Formal Procedures or guidelines

ALSTOM has established a set of corporate instructions that constitute
the body of internal rules (the “Corporate Instructions’) and are
posted on ALSTOMs Intranet website.

The Corporate Instructions decl with issues of importance through-
out the Group and are mandatory for the whole of the Group
including Sectors, Segments, Businesses, Units, Countries and
Functions. Once a Corporate Instruction is issued, all units must
ensure that any pre-exisfing procedures, policies, direciives or other
communications af any level cre revised to comply with the
Corporate Instruction.

Ceriain of the Corporate Instructions are recognised to form a part
of, or be directly related in whole or in part o, the Group's disclo-
sure controls and procedures which include infernal controls. Those
Corporate Instructions include or require compliance with, notably,
the Code of Ethics: the Internal Controls Manual; ALSTOM
Organisation - Delegation of Authority and Appointment of Direclors;
Finance Function; Corporate Treasury; Accounting Principles &
Reporting;, legal Function; litigation and Setilements;
Communications with the Media; Press Releases and Crisis
Management; Selection, Use of and Payments to Agents,
Consultants and Representatives for Business Transactions; and
International Network.

& CODE OF ETHICS

The Code of Ethics published on 15 February 2001 and updated
since then, is a summary of ALSTOM:s principal ethics and applies
at every level in the Company including the Board of Directors.
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It covers various topics such as compliance with lows, profection of
the Groug’s assets, disclosure of information and infernal contrals
and records, insider trading, dedling with third parties, bribery
and corruption and refers for some of them fo the more detailed
information contained in Corporate Instructions.

% INTERNAL CONTROLS MANUAL

In June 2003, the Company produced an Internal Controls Marual
which defines the requirements, instructions and best practices
necessary to create and mainiain a satisfaciory control environ-
ment and which covers the internal controls over financicl reporting.
The Infernal Controls Manucl summarises the elements of internal
confrol covering most of the business processes in the Group and
is posted on ALSTOMSs Intranet site.

The Manual coniains a number of principles that cre to be observed
at all times, including segregation of duties and delegation of
authorities, which are mandatory for ol business units. Other
business processes are classified as "advisable” and, in these
cases, management must ensure that internal controls for the units
for which they are responsible comply.

The management of the respective entily, unit, business, Sector,
country or Corporate is responsible for developing, implementing,
operating and monitoring systems of internal contre! in complionce
with the Internal Controls Manual and for providing assurance that
it has done so.

Any significant failings or weaknesses that are reported must be
remedied promptly.

2. Internal control over financial reporting

Interna! control over financial reporting deals more specifically with
internal contrel procedures in respect of the preparation and the pro-
cessing of accounting and financial information.

The Group's principle rules and procedures in relation to financial
reporting and accounting are set out in the Infernal Controls Manual
and the Reporting and Accounting Manual.

Application and compliance with these principles, rules and proce-
dures cre under the direct responsibility of each unit Finance Director.
The reperting lines of the unit Finance Directors have been revised
5o that they all now report directly 1o the financial officers of the rel-
evant business and Sector and ultimately to the Group Chief
Finoncial Officer.

Unit Finance Directors must ensure that information that is provided
via the Carat reporting packages particularly at the Half Year and
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Year End fully reflects required disclosures, the results of the period
and the financial position at the period end and they must send @
written confirmation thereof. More precisely, bi-annual returns are
fo be sent to the Corporate Accounting Department along with a
selfcssessment checkdist which must be individually signed off by
the responsible Finance Director and Managing Director. This check-
list covers in particular, but is not limited to, cash and bank recon-
ciliations, project reviews, provision movements, intercompany
bolances, hedging instruments, bonds and gucrantees ond signik
icant accounting estimates and entries. In addition, a similar check-
list must clso be signed off by each Sector Senior Vice President
Finance.

In addition, an internal control Self-Assessment Questionnaire has
been prepared for the first time in February 2004 by the Senior Vice
President Internal Audit and the Chief Accounting Officer in cooper-
ation with the Sectors.

" SelfAssessment Questionnaire is designed fo help the unis to ensure

that their processes comply with the Internal Control Manual.

Eoch completed questionnaire is signed by the unit Managing
Directar and the unit Finance Director os a confirmation that they
are sctisfied that the disclosure controls and infernal controls are func:
tioning properly in the unit to enable them to assure the Chairman
and Chief Executive Officer and the Chief Financial Officer that the
Financial Reporting information provided by their unit fully reflects
required disclosures, results for the period and the financial position
at the periodend.

Whenever an answer fo the questionnaire indicates internal-control
weaknesses, detciled action plans are put in place to eradicate the
weaknesses and to ensure the required levels of controls, specifying
the officers in charge cof the actions and the relevant deadline.

The Company is involved in long term contracts which require man-
ogement to mcke estimates and cssumptions that may effect the
reported amounts of assets and liabilities ot the date of the Financial
Statements and the reported amounts of revenue and expenses
during the reporting peried. Esfimates ore reviewed on a regufar
basis using currently available information. Estimates of future costs
reflect Management's current best estimate of the probable outflow
of fincncial resources that will be required to setle contractual obli-
gations. Accounting esfimates are therefore subject to change, due
fo changes in circumstances surrounding the execution of contracis,

Management reviews the effectiveness of internal control over
financial reporting regularly with a view in particular of ensuring
the timeliness and aceuracy of accounting for fransactions and
assets. In addition it verifies that fransactions have been recorded
consistently in accordance with French GAAP as applied by the
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Company and as set out in the Reporting and Accounting
Manual in which the Group's accounting policies and procedures
are defined.

Procedures for the production of accounting

and financial information

The accounts of subsidiary units are prepared in accordance with
Group accounting policies. The dota are then adjusted, where
necessary, to produce the local stotutory and tax accounts.

Infegrated consolidation sofware is used for both management
reporting purposes and also to produce the Group financial
statements. The main reporting processes cover monthly results,
and consolidation of financial data to preduce the Consolidated
Financial Statements, as well as forecast data.

B System design, database and accounting standards

The Consclidated Financial Statements are prepared in accor
dance with French generally accepted accounting principles.
The Consclidated Financial Statements comply with the fundamental
principles of faimess, prudence, and consistent application of
accounting methods. They are prepared on a going concern
basis using the historical cost convention. Amounis reported in the
closing balonce sheet are automatically taken up in the opening
balance sheet for the next period. The management reporiing and
consolidation packages of all Group entities are prepared skrictly
in accordance with Group accounting principles and policies.

B Accounls closing process
The reporting units produce monthly statements which are used
to determine the Group's monthly operating income, cash flow
and balance sheet.

8 Role of the Group Accounting Department

The list of entities to be consolidoted or accounted for by the
equity methad is drawn up by the Group Accounting Department.
This deportment also checks the quality of the reporting pockages
submitted by the units, focusing primarily on reconciliations
between legal entiies and reporting entifies, intercompany elimi-
nations, the accounting treatment of non~recurring transactions
for the period, ond movements between the opening ond closing
balance sheet used to prepare the statement of cash flows.

The unit dlso checks the resulls of procedures, including conversions,
intercompany eliminations, fransfers to minority interests and recog-
nition of the effects of changes in scope of consclidation.

The Group’s Consolidated Financial Statements are also analysed
in detail, to understand and check the main contributions by sub-
sidiaries, as well as the substance of ransoctions reflected in the
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accounts. The key contral points concern the preporation and val-
idction of the statement of changes in shareholder’s equity and the
statement of cash flows.

The Group is currently studying the impact of IFRS on its cansclidated
accounts and will adapt in due course its accounting policies. IFRS
is not yet @ comprehensive sef of accounting rules, wich are under
development, nor have the present standards been fully endorsed
by the European Union.
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AUDITORS’ REPORT

PREPARED IN ACCORDANCE WITH
ARTICLE L.225-235 OF THE FRENCH
CODE DE COMMERCE ON THE

REPORT PREPARED BY THE CHAIRMAN
OF THE BOARD OF ALSTOM, ON

THE INTERNAL CONTROL PROCEDURES
RELATING TO THE PREPARATION

AND PROCESSING OF FINANCIAL
AND ACCOUNTING INFORMATION

Year ended 31 March 2004

To the shareholders of ALSTOM,

In o copacity as independent cudifors of ALSTOM, ond in
accordance with article 1.225-235 of the French Company low
([Code de Commerce}, we report to you on the report prepared
by the President of your company in accordance with article
[.225-37 of the French. Company low (Code de Commerce) for
the year ended 31 March 2004,

Under the responsibility of the board, it is for menagement to
determine and implement cppropriate and effective internal
control procedures. It is for the President lo give an account, in his
report, notably of the conditions in which the duties of the board
of directors are prepored and organized ond the infernal control
pracedures in place within the company.

It is our responsibility to report to you our observations on the
information set out in the President’s report on the infernal control
procedures relating to the preparation and processing of financial
and accounting information.

We performed our procedures in accordance with professional
guidelines applicable in France. These require us o perform
procedures o assess the foiress of the information set out in the
President’s report on the internal control procedures relating to
the preparation and processing of financial and accounting
information.

OTHER INFORMATION
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These procedures notably consisted of:

- oblaining on understanding of the objectives and general
organization of internal contral, as well as the internal control
procedures relafing to the preparation and processing of
financial and accounting information, as set out in the
President’s report;

- obtaining an understanding of the work performed to support
the information given in the report.

On the basis of these procedures, we have no matters to report in
connection with the information given on the intemal control
procedures relating to the preparation and processing of financial
and accounfing information, contained in the President of
the board's report, prepared in accordance with article £.225-37
of the French Company law [Code de Commerce).

Neuillysur-Seine, 26 May 2004

The Independent Auditors

BARBIER FRINAULT & AUTRES  DELOITTE TOUCHE TOHMATSU
ERNST & YOUNG

Gilles Puissochet

Alen Glen
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COMPENSATION OF EXECUTIVE
AND NON-EXECUTIVE DIRECTORS
(“MANDATAIRES SOCIAUX"

AND MEMBERS OF THE EXECUTIVE
COMMITTEE

EXECUTIVE AND NON EXECUTIVE DIRECTORS
(“MANDATAIRES SOCIAUX")

Chairman and Chief Executive Office

The compensation of the Chairman and Chief Executive Officer is
decided by the Board of Directors upon the proposal of the
Nominations and Remuneration Commitlee ond consists of a fixed
component and a varioble compenent defermined on an annual
basis and which is tied to the reclisation of objectives set forth ot
the beginning of the fiscal year by the Board of Directors upon
proposal of the Nominations and Remuneration Commitiee. The
variable component may reach a maximum of 120% of the fixed
component.

For fiscal yeor 2004, the variable component is lied on the one
hand, to the realisation of Group obiectives related to free cash flow,
operational margin, and oneoff proceeds, and on the other hand,
to the achievement of personal objectives evaluated by the
Nominations and Remuneration Committee.

For fiscal yeor 2004, the fixed gross compensation of the Chairman
and Chief Executive Officer amounted to €880,000. His variable
gross compensation amounted to £660,000 and corresponds to
75% of his fixed compensation.

The Chairman and Chief Executive CHficer benefits from o company
car which corresponds to a benefit in kind of €3,412.53 per year
over fiscal yeor 2004 and 5,010 per year as from | January 2004
{pursuant to the new valuafion rules effective as of 1 january 2004,

He receives Directors’ fees which in respect of fiscal year 2004,
on the basis of the specific terms of grant applicable to this fiscal
year as set forth hereinafter, amounted to £€57,680 out of which an

omount of £28,584 poaid in fiscal year 2005,

He benefits from @ complementary pension scheme, based on the
part of his salary not token into account through the legal pension
schemes, which purpose is as for the other individuals with the some

remuneration level, to give rights globally equivalent to those which -

would have been cbiained by contributing to the legal schemes for
this part of salary. The scheme is composed of a defined contribution
plan wholly financed by the Company, and of a scheme with
defined benefits, where the reference salary is capped ot
€2,000,000 (fixed compensation plus variable compensation).
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Directors’ fees paid fo Directors
Apart from the Chairman and Chief Executive Officer, no Director
receives any compensation other than Directors’ fees.

The maximum annual amount of Directors’ fees which can be distributed
among the members of the Board of Directors, until decided otherwise
was fixed at €£400,000 by the Ordinary and Exircordinary General
Meeting of 24 July 2001.

The terms of grant of the Direclors’ fees cre decided by the Board of
Directors upon proposal of the Nominations and Remuneration
Committee.

The terms usuolly applied are that each Director is poid o fixed -amount
of €£15,000. The Chairman of the Board of Directors is paid an addi-
tional amount of €20,000, the Vice Chairman of the Board of Directors
is paid an additional amount of €5,000 and the Chairs of the Audit
Committee and of the Nominaticns and Remuneration Commitiee each
receive an additional emount of €7,500 per year. In addition, each
Director is paid €2,500.per participation at each of the meetings of
the Board or of the Committees of which she or he is @ member.

Given the anticipated exceptionally high number of Board and
Committee meetings for fiscal year 2004, it appeared that the maxi-
mum annual amount of fees authorised (£400,000)] would not allow
the application of these terms of grant. Therefore, upon proposal of the
Nominations and Remuneration Committee, the Board of Directors
decided not to alter the terms of the fixed component but o distribute
among the Directors an amount of €230,000 as variable component,
bosed on their parficipation at the Bocrd and Committees meetings. Half
of the fixed and varicble components were paid during fiscal year 2004
and the remaining amounts due during fiscal year 2005.

Based on these terms of grant, the variable component based on the
participation at Board and Committee meetings- has been reduced
from €2,500 fo €1,620 cnd the total Directors’ fees in respect of fis-
cal year 2004 omounts to €398,268.67.
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Compensation and benefits poid to executive and non-executive Directors {“mandataires sociaux”)
All gross compensation and benefits of any kind in respect of fiscal year 2004 paid by the Company and any company controlled by the Company
as defined under article L.233-16 of the French Code de Commerce to the Company's. officers defined as “mandotaires socicux” under French

Law are mentioned in the fable below:

Paid-in respect of fiscal

Paid in respect of fiscal

Paid in respect of fiscal
{in evros} _year 2002 " year 20037 year 2004 ¥
Current “mandataires sociaux” Gross ~ Directors’ Gross Directors” - Gross Directors’
compensation fees  compensation compensation . fees
and benefits and benefits and benefits
of any kind of any kind of any kind
Patrick Kron # : e 2800000 0 338,220.00 0 40,000.00  1,543,811.90 ° 57,680.00
JeanPaul Béchat C = 37,500,000 - 45,000.00 ~ T A4A500
Candace Beinecke - 30,000.00 ~ 52.50000 @ 7 T~ - 44,160.00
Georges Chodron de Courcel - = - 35,000.00 - 40,920.00
James B. Cronin = 30,000.00 - 42,500.00 - 44,160.00
Gérard Hauser ¥ s - : ~ - : - . 47,400.00
James W. leng ® , - - ~ - - - 20,970.00
Lord Simpson S 35,000.60 - 45,000.00 - 39,300.00
“Mandataires sociaux” :
who resigned during fiscal year 2004 : :
Sir William Purves @ - 52,500.00 - 57,500.00 TS 19,708.67
Dr. Klaus Esser ® - 40,000.00 - 55,000.00 L - 39,555.00

1} Includles variable compensaticns and variable Directors” fees paid during fiscal year 2003 in respect of fiscal year 2002.
2) Includes variable compensations and variable Directars’ fees paid during fiscal year 2004 in respect of fiscal year 2003.
3} Includes variable compensations and variable Directors” fees paid during fiscal year 2005 in respect of fiscal year 2004.

{4} Chief Executive Officer from } fanuary 2003, Member of the Audit Commitiee until 7 january 2003 and Chairman & Chief Executive Officer from 11 March 2003.

{5} Director as of 11 March 2003.
6

(7| Resignation effective on 28 July 2003,
18] Resignation effective on 31 December 2003.

By a letter dated 14 August 2003, Mr Pierre Bilger informed the
Board of Directors that he would waive his contractual fermination
entilements, as well as any form of remuneration due after
11 March 2003 [i.e. a total gross amount of €4.1 million) and has
repaid the amounts received in this respect.

MEMBERS OF THE EXECUTIVE COMMITTEE

The compensation of the Executive Committee members, excluding
the Chairman and Chief Executive Officer, is decided annually by the
Chairman and Chief Executive Officer and reviewed by the
Nominations and: Remuneration Committee. It consists of o fixed
compenent and a variable component tied to the realisation of objec-
tives determined at the beginning of the fiscal year. The variable
component may represent up to 80% or 85% of the fixed component.

For fiscal year 2004, the verioble part is tied on the one hand, fo
the realisation of Group objectives relafed to free cash flow,
operational margin and oneoff proceeds, and also fo secfor free
cash flow and operafional income for sector presidents, and on the
other hand, fo the realisation of individual objectives evaoluated by
the Nominations and Remuneration Committee.

) Director and -Chairman of the Nominations and Remuneration Commitiee from 18 Nevember 2003.

Total compensation packages are tied to both ALSTOM? financial
performance and individual and team contributions. They are based
on best praclices within the indusiry, compensation surveys and
advice from specialised international counsels.

The overall amount of the gross remuneration due to the members
of the Executive Commitiee, excluding the Chairman and Chief
Executive Officer's remuneration detailed on page 233, by the
Company and the companies controlled by the Company within the
meaning of Article L.233-16 of the French Code de Commerce in
respect of fiscal year 2004 amounted to €4,192,479, The fixed
component represents €2,471,833 (7 members of the Executive
Committee concerned as of 31 March 2004, excluding the
Chairman and Chief Executive Officer and the variable component
linked to the results of fiscal year 2004) represents €1,720,646
(7 members of the Executive Committee concerned as of 31 March
2004, excluding the Chairman and Chief Executive Officer].

These amounts do not include the total compensation paid to mem-
bers of the Executive Committee during fiscal year 2004 but who
left it before 31 March 2004 {Messrs Nick Salmen, Andrew
Hibbert, Mike Barrett and Philippe Soulié).
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INTERESTS OF THE OFFICERS AND
EMPLOYEES IN THE SHARE CAPITAL

STOCK OPTION PLANS

Granting policy

Stock options plans are decided by the Board of Directors upon the
proposal of the Nominations and Remuneration Committee, which
reviews all terms of these plans, including the granting criteria.

Beneficiaries of stock options are generally selected among the exec-
utives of profil centres, functional execuives, couniry presidents,
managers of large projects ond, more generally, holders of key
salaried positions in ALSTOM and its subsidiaries which have made

OTHER INFORMATION
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The choice of beneficiaries and the number of options granted are
based on the position, job performance and the potential of each
person. For each plan, the subscription price of the options correr
sponds to the average price of the shares during the twenty
trading days preceding the day on which the opticns are granted
by the Board of Directors though this subscripfion price cannot be
lower thon the nominal value. In oddition, the exercise of options
is subject to the condition that the employment contract or the
mandate of the beneficiary is still in force as of the date the options
are exercised, with some exceptions.

The main characteristics of all stock option plans implemented by
ALSTOM and outsfanding are summarised below. No other
company of the Group has implemented stock option plans giving
right to ALSTOM shares.

a significant contribution to ALSTOMs results.

MAIN CHARACTERISTICS OF ALSTOM’S STOCK OPTIONS PLANS

Plan no. 3 Plan no, 5 Planno. 6
Date of Shareholders’ Meeting 24 July 2001 24 July 2001 24 luly 2001
Creation date 24 July 2001 8 January 2002 7 January 2003
Exercise price .. €£33.00 €13.09 €6.00
Adjusted exercise price @ €2572 €10.21 €4.84
Beginning of exercise pericd 24 July 2002 8 Janucry 2003 7 January 2004
Expiration date 23 july 2009 7 January 2010 6 Jdnuary 2011
Initial number of beneficiaries 1,703 1,653 .5
Total number of oplions originally granted 4,200,000 4,200,000 1,220,000
Total number of options exercised , 0 0 0
Total number of options cancelled ~ 731800 653 600 0
Adjusted number of remaining options ‘ ST
os of 31 March 2004 # 4,449,662 4,546,578 1,512,399
Tota!l adjusted number of shares that may be subscribed : :
by members of the Executive Committee 83,399 121,800 1,487,605,
Terms of exercise - 1/3 of opfions - 1/3 of options - 1/3 of opfions
exercisable as from exercisable ‘exercisable as from

24/07/02. as from 8,/01/03. 07/01/04.

-2/3 of options - 2/3 of options .. 2.2/ 3 of options
exercisable as from exercisable as from exercisable as from
24/07/03. 8/01/04. 07/0}/05.

-all options - oll options - all opfions’
"exerciscble as from exercisable as from exercisable as from
24/07/04. 8/01/05. Q07 /01 /06,

{1] Subscription price cortesponding lo the average opening price of the shares during the twenly rading days preceding the day on which the options were granted
by the Boaid Ino discount or surchaige) or the nominal value of the share when the average share price is lower
{2} Plons n°3, 5 and & have been adjusted in compliance with French law as a resull of the completion of the operations which impacied the share copital in 2002 and 2003.
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Plan n°1 previously granted became void in April 2004 as a result of the non fulfilment of its exercise condition. Trerefore, no options
have been exercised under this plan and 2,611,663 options have been cancelled {odjusted number).

Shock options granted
No share subscription or purchase opfion was allocated during the past fiscal year.

Stock oplions exercised
No option was exercised by the beneficiaries during the past fiscal year.

EMPLOYEE PROFIT SHARING

All the French subsidiaries of the Group to which the French low of 7 November 1990 applies have entered info employee profit
sharing agreements. The amounts paid in respect of the French statutory employee profit sharing agreements over the last five years are
os follows:

B FISCAL YEAR ENDING 31 MARCH
fin € million} 2000 2007 2002 2003 2004

Statutary employee profit sharing agreements 19 25 10 4 2

As of foday, opproximately ten French subsidiaries have enfered info a specific profit sharing plon {“Accord d'inféressement”). The amounts
paid in respect of fiscal year 2003,/04 are not yet known fo date, because they depend on a series of criteria defined in profit sharing
plans applicable for each subsidiary, the final result of which are known within six months as from the end of fiscal year, i.e. 3Q September
of each vear. The amounts paid in respect of profit sharing plans are as follows:

b+ FISCAL YEAR ENDING 31 MARCH
{in € million} 1999 2000 2001 2002 2003

Specific employee profit sharing plans 12 9 9 13 15

Concurrently with ifs inifial public offering, in june 1998 ALSTOM implemented o share capital increase reserved for the employees partic-
ipating in an ALSTOM savings plan. A tofal of 2,941,869 shares were issued at @ price of FRF 167 {or €25.46) per share. During fiscal
year 2001, o further capital increase reserved for employees of ALSTOM and its subsidiaries participating in the ALSTOM savings plan
was approved. As a result of this increase of the share capital on 8 August 2000, 1,689,056 new shares, nominal value €6 per share,
were issued at a price of €24 per share. The Group's employees and former employees hold approximately 0,5% of the Company's share
capital as of 31 March 2004,
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SHARE CAPITAL

s of 3) March 2004, ALSTOM:Ss share capital amounted
/LA to €1,320,821,965 consisting of 1,056,657,572
LG shares, with o nomingl velue of €1.25 per share, all of
the same class and fully paid up.

The Ordinary and Extraordinary General Mesfing of 2 july 2003
approved a share capital decrease motivated by losses, from
€1,689,963,138 10 €352,075,653.75 redlised by reduction of
the nominal value of the actions from €6 to €1,25.

Within the framework of the implementation of the financing agree-
ment signed with the French Republic and the main banks of the
Group in September 2003, the Chairman and Chief Executive
Officer, using the powers delegated fo him by the Board of Directors
acting pursuant fo the authorisation given by the General Meeting
of 18 November 2003, decided on the scme day:

< fo increase the share capital by an amount of

€2997078, 29725 Trrough the issue of 239,933,033 shares,
al an issue price of €1.25 per shore which subscription has
been reserved to certain financial institutions and completed
on 20 November 2003;

= to allocate, free of charge, to all the Company’s shareholders,
warrants giving right to purchase the 239,933,033 shares
subscribed by the financial institufions;

o to issue fixed term subordinated bonds reimbursable info shares
{"TSDD RA") for an amaunt of £€300,000,000, reserved to
the French Republic, which will be automatically reimbursed into
240,000,000 shares upon approval by the Commission of this
reimbursement; this issue was complated on 23 December 2003; and

= 1o issue subordinated bonds reimbursable info shares ["ORA")

OTHER INFORMATION
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with maintenance of the preferential subscription rights for an
amount of €901,313,660.80, which may lead 1o the issue of
o maximum of 643,795,472 new shares {before adjustments);
this issue was completed on 23 December 2003.

As of 31 March 2004, 535,064,016 ORAs have been
reimbursed in shares representing 83.11% of the issue and resulted
in the craation of 535,064,016 new shares.

it will be proposed fo the nexi Crdinary and Extraordinary General
Meeting scheduled on 30 June 2004 on first call, and on @ july
2004 on second call, if the quorum requirement is not met on first
call, fo approve the reduction of the share capital due to losses, from
€1,320,821,965 to €369,830,150.20. This reduction in the
share capital will be implemented through the reduction of the
nominal value of the share from €1.25 to0 £0,35.

The amount of the capital reduction may be adjusted at the General
Meeting to take into account, if necessary, the repayment in shares
of the TSDD RA, which would occur automatically following the
decision of the European Commission approving their repayment
in shares and would result in a share capital increase of
€300,000,000. The amount may clso be adjusted to take into
account the repayment in shares of the ORAs. In the event all of the
TSDD RAs and ORAs are reimbursed by shares, the amount of the
capitcl would be €£1,756,736,285 pricr to capitel reduction and
€491,886,159.80 following capital reduction.

The shareholders’ equity as of 31 March 2004 was less than the
half of the share capital. Therefore, it will be proposed at the same
General Meeting to not decide the oniicipated liquidation of the
Company.
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AUTHORISATIONS TO INCREASE THE SHARE CAPITAL

The table hereunder summarises the authorisations currently in ploce to increase the share copital of the Company:

OTHER INFORMATION
SHARE CAPITAL

Maximum nominal Outstanding Duration
Amount Authorised
Granting of stock options giving rights Capital increase: 5% of the share 49 24 September 2004
to subscribe new shares of ALSTOM capital os of the date of grant by {38 months as
lor to purchase existing shares of ALSTOM)  the Board of Directors from 24 July 2001}
[AGM 24 July 2001, resolution n° 17)
issuance of shores and/or other securities
giving access fo the share capital, reserved €35.2 million €35,2 million 18 january 2006

for members of a Company savings plan
IAGM 18 Noavember 2003, resokstion n® 8)

{26 months as from
18 November 2003)

{1) On the basis of the share capital as of 31 March 2004.

It will be propased to the next Ordinary and Extraordinary Genercl
Meeting scheduled on 30 June 2004 on first call, and on 9 july 2004
on second call, if the quorum requirement is not met on first call, to
approve, within the framework of the financing agreement signed with
the French Republic and the main banks of the Group in May 2004
[see “Other Information” — “Extract of the Agreement dated as of
27 May 2004}, the following authorisations to increase the share
capital of the Company:

* a capifal increase by a share issue for a maximum amount of
€1.2 billion, including issue premium, refcining the shareholders’
preferential subscription rights, in which the French Republic
would participate by exercising, on an ireducible basis, all of
its preferential subscription rights resulting from the reimbursement
in shares of its TSDD RAs, up to ¢ fimit of 18.5% of €1 billion
{on the basis of the capital as of March 31, 2004,

®

a capital increase for @ maximum ameount of €500 million, including
issue premium, that would be reserved for the French Republic
and the Caisse Francaise de Développement Industriel {"CFDI"),
payable by offsefting the Company's debts, under the TSCD for
the French Republic, ond under the fixed term subordinated loan

dated September 30, 2003 {"PSDD") for the CFDI;

3

a copital increase for a maximum amount of €700 million,
including issue premium, that would be reserved for creditors
other than the CFDl in respect of the revolving syndicated credit
doted August 3, 2001 {he “Syndicated Credit"), the loan dated
August 18, 2000, ond the PSDD, payable by offsetiing all or
part of the Company’s debis under the terms of these agreements.

In the event that the omount of the copitol increase with maintenance
ot the shareholders’ preferenticl rights exceeds €1 billion, the amount
of the capilal increase payable by offsetting the Company’s debt
would be reduced so as the total amount of the share capita! increases

lisied above will not exceed €2.2 billion, issue premium included.
The French Republic’s participation in these operations is subject o
the approval of the European Commission and the French Republic's
stake in the Company’s share capital following the implementafion
of this plan would af no time exceed 31.5% of the Company's share
capital and voting rights.

The implementation of this plan lexcept the capital increcse with
maintenance of the shareholders’ preferential subscription rights) is
also subject to the authorisations of our lenders required pursuant
to the credits mentioned above.

It will also be proposed to cancel the autharisation relating the
share copitol increase reserved for Group's employess, which was
granted by the General Meeting held on 18 November 2003 in
its eight resolution, which hos not been used, and to renew it in order
to authorise the Board for a period of twenty-six months to increase
the share capital by issuing shares or other securities giving access
to the capital up to an amount of €66,040,000 lexcluding adjust-
ments), reserved for the members of a savings plan.

It will clso be proposed to the General Meeling to cancel the unused
amaunt of the autharisation granted by the General Meeting of 24 July
2001 in its seventeenth resolution, which will expire at the end of
September 2004, and fo renew it, by authorising the Beard, for o
petiod of thirty-eight months fo aliocate to those members which it des-
ignates from amongst the employees and corporate officers of the
Company and companies or economic interest groupings associated
with i, pursuant to the terms of Article L. 225-180 of the Commercial
Code, options to subscribe or purchase shares in the Company up to
a total number of options granted pursuant to this authorisation, which
may not give the right to subscribe or purchase o number of shares
exceeding 5% of the share capital at the date the options are allocated,
taking into account the aptions already allocated pursuant to this authe-
risation which may be but have not yet been exercised.
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CHANGES IN SHARE CAPITAL

Number Nominal Paidin  Resulting total Totul amount
of shares Amount  Capifal amount number of share capital
issued of capital of shares
increase
or of capital
decrease
In FRF In FRF In FRF
31 March 1999 213,698,403 8,547,936,120
In€ In€ In€
31 March 2000 213,698,403 1,282,190,418
Capital increase
reserved for employees 1,689,056 10,134,336 30,403,008 215,387,459 1,292,324,754
31 March 2001 215,387 459 1,292,324,754
31 March 2002 215,387 459 1,292,324,754
Capital increase
with preferenticl subscription rights 66,273,064 397,638,384 238,583,030 281,660,523 1,689,963,138
31 March 2003 281,660,523 1,689,963,138
Copitc! decrecse realised
by reduction of the nominal value
of the shares from €610 €1.25
{2 July 2003} ® 1,337,887,484.25 281,660,523 352,075,653.75
Capital increase reserved to banks
{20 November 2003) 239,933,033 299,016,201.25 521,593,556 651,991,045
Capital increase following
exchange of the ORA @ 535,064,016 668,830,020 80,259,602.40 1,056,657,572 1,320,821,965
31 March 2004 1,056,657,572 1,320,821,965

(1] Number of shares unchanged.
{2) Subordinated bonds reimbursable into shares issued with mainfenance of the subscription rights on 23 December 2003, one bond giving right to one share, subject fo
adjustments.

OWNERSHIP OF ALSTOM SHARES OVER THE LAST THREE FISCAL YEARS

31 March 2004 31 March 2003 31 March 2002

Shares % Shares % Shares %

ofthe of the of the

i share | share share

= capital  § capital capitel

Natexis Bleichroeder i 10,194,642 1.81% & . - - -
Caisse des Dépdis ef Consignations 15,516,886 1.46% 1. 9375168 3.32% 4,307,972 2.00%
CIC Growp 13916815 131% 1 : : : :
Deutsche Bank Group & 13,634,596 1.29% - - - -
Société Générale Group 11,640,278 1.10% © 6,246,153 2.22% 3,516,805 1.63%
Crédit Agricole Group 10,358,905 0.98% i 1,423,203 051% 3,183,566 1.47%
Frankiin Resources i - - % 28589922  10.15% 27,581,103 12.80%
Employés (*] ! 4,746,207 0.49% I 4,199,940 1.50% 3,944,839 1.90%
Public G Q67,649,243 Q1.56% 231,826,137 82.30% 172,853,174 . 80.20%
Total {* 1,056,657,572 100% | 281,660,523 100% 215,387 459 100%

LITITTRERR SUTENANI T

———
RTINS

{*] Shares held by employees and former employees of the ALSTOM Group savings plan
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After conversion of all of the TSDD RAs, the french Republic would
hold approximately 18.5% of the share capital, on the basis of the
share capital as of 31 March 2004, and opproximately 17% of the
share capital in case of the conversion of all of the ORAs.

After the close of fiscal year 2004 {31 March 2004, we have
been informed by Société Générale Group that it held 6,786,087
shares as of 21 May 2004, representing 0.64% of the share capital
and voting rights of the Company.

To the knowiedge of ALSTOM, on the basis of declarations received
{however excluding notifications received from global custodians),
there is no other shareholder holding, directly or indirectly, more than
0,5% cf the share capital and voting rights of the Company.

To the kﬁowledge of ALSTOM, there is no shareholders’ agreement
concerning its share capital.

To date 38,034 shares are held by the Directors of the Company

..and 81,373 shares by the members of the Executive Commiftee,

representing in total approximately 0,01% of ALSTOM's share
capital {119,407 sheres).

ALSTOM dces nof hold, direcily or indirectly {through companies
centrofled by it], any of its own shares and each director holds at
least the number of shares required by the Ariicles of Association.

There ore no double voling rights or voting rights restrictions.

A request made by ALSTOM fo obtain information on the holders
of its bearer shares showed that there were approximately 300,000
bearer shareholders as of 30 September 2002. This request does
not take into account the issues realised in 2003 and described in
"Capital” above.

To the knowledge of the Company, there is to date no surefy recordad
on the shares of the Company or of its significant subsidiaries.
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SECURITIES OR RIGHTS GIVING
ACCESS TO ALSTOM'S SHARE CAPITAL

Within the framework of the implementation of cur financing agree-
ment signed with the French Republic and the main banks of the
Group in September 2003, the Chairman and Chief Executive
Officer, using the powers delegated to him by the Board of
Directors, acling pursuant to the authorisation given by the General
Meefing of 18 November 2003, decided:

s {0 issue subordinated bonds reimbursable into shares {"ORA”)
with maintenance of the preferential subscription rights for an
amount of €901,313,660.80 which may lead o the issue of
a maximum of 643,795,472 new shares (before adjustments).
As of 31 March 2004, 535,064,016 CRAs have been
reimbursed in shores representing 83.11% of the issue ond
resulted in the creation of 535,064,016 new shares;

to issue subordinated bonds for @ nominal amount

€300 million with a fixed duration and reimbursable into
shares ["TSDD RA"), whose subscription has been reserved
o the French Republic, and which will be automatically
reimbursed info shares upon approval by the Europeon
Commission of this reimbursement.

&

Based upon the number of remaining options as of 31 March 2004
{10,508,639 options), the share capital increase thal
may result from the exercise of all these options would be
€13,135,798.95 [on the basis of the nominal value of the shares
to date).

AUTHORISATIONS TO ISSUE
DEBT SECURITIES

The Ordinary and Extraordinary Shareholders' meeting held on
24 July 2001 cuthorised the Boerd of Directors, for a peried of five
years, as from the date of the Shareholders’ Meeting to issue any
kind of debt securities within the limit of a total nominal amount of
£€2.5 billion. This authorisation has not been used to date.

Within the fremework of the implementation of our financing agree-
ment signed with the French Republic and the main banks of the
Group in seplember 2003, the Chairman and Chief Executive
Cficer, using the powers delegated to him by the Board of Directors
of 18 November 2003, acting pursuant to the authorisation given
by the Ordinary and Exiraordinory General Mesting of the some
day, also decided the issue of subordinated bonds with a fixed
duration for o nominal amount of €200 million, whose subscription
has been reserved to the French Republic.
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REPORTS ON THE ISSUANCES
COMPLETED DURING FISCAL YEAR 2004

ADDITIONAL REPORT

On 20 November 2003, pursuont fo arficles 155-2 ond 155-3
of the French Decree of 23 march 1967, we hereby report on the
utilisation of the delegations granted to the Board of Directors pur-
suant to the third, fourth, five and sixth resclutions approved by the
ordinary and extraordinary General Meeting of 18 November
2003 (the "General Meeting”).

Capital increase

Pursuant lo its fourth resolution, the General Meeting delegated to
the Board of Directars, for a period of one year from the date of
this General Meefing, the necessary powers fo proceed with the
issuance of shores of the Compony, with o waiver of the shareholders’
preferential subscription rights, for the benefit of BNP Paribas,
Crédit Agricole Indosuez, CLIFAP, EZEPART, Crédit Incustriel et
Commercial, CDC Ixis Capital Markels, Natexis Bleichroeder
S.A. and FINANPAR 17 {the “Banks"}, up to an aggregate max-
imum nominal amount of €300 million, ot a subscription price of
€1.25 per share. Pursuant to this delegation, the Board of Directors
held on the same day decided the principle of a capital increase
up o an aggregate maximum nominal amount of €300 million,
through the issuance lo the Banks of 240 million shares with a nom-
inal value of €1.25 ecch, of o subscription price of €1.25 per
share. The Board also sub-delegaled to its Chairman and Chief
Executive Officer all powers in order to proceed, as soon as pos-
sible, with the issuance of the said shares, together with power to
suspend such issuance, in accordance with the conditions and lim-

its set forth. in the fourth resolution of the General Meeting. Each

of the Banks lisied above underiook that these shares be offered af
the price of €1.235 per share by the holders of warranis referred to
in the third resclution described hereafter. Consequently, pursuant to
the decision of the Chairman and Chief Executive Officer of 18
November 2003, it was decided fo proceed with the capital
increase with the Banks' subscripfion rights waived.

The main characteristics of this issue were the following:

e Number of shares issued: 239,933,033 shares,
nominal value €1,25 per share, representing a capital
increase with o nominal value of € 299,916,291 .25.

= Subscription price: At par value, i.e. €1.25 per share, fully
paid up at the time of subscription.

s Right to dividend: 1 April 2003.

o Suppression of preferential subscription rights:
The shareholders having waived their preferentiel subscription
rights to the benefit of:
- BNP Paribas for 59,503,393 shares,
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- Crédit Agricole Indosuez for 29,806,881 shares,
- CLIFAP (Groupe Crédit Lyonnais) for 18,659,591 shares
- EZEPART (Groupe Société Générale) for 40,788,616 shares,
- Crédit Industriel et Commercial for 40,788,616 shares,
- CDC XIS Capital Markets for 21,593,973 shares,
- Nafexis Bleichroeder S.A. for 19,194 6472 shares,
- FINANPAR 17 {Groupe CCF) for 9,597,321 shares.
= Payment date: 20 November 2003.
o Listing: The Premier Marché of Euronext Poris on 19 january
2003 on the scme line as current shares.

All the other terms and conditions of this issue are described in the
Note d'Opération filed with the Commission des opérations de
bourse on 19 November 2003 under number 03-1023 [the “Nole
d'Opération”].

issuance ond allocation, free of charge,

te shareholders of warranis giving the rights

o purchose shares

Pursuant to its third resolution, the General Meeling delegated fo the
Board of Directors, for a period of one year from the dete of the
General Meeting, the necessary powers to proceed with the
issuance and allocation of warrants, free of charge, to sharehold-
ers in proportion to the number of shares they hold, giving the right
to purchase, at a price of €1.25 per share, giving the right to
acquire up fo a maximum of 240 million shares which would be
issued pursuant to the fourth resclution described above Ithe
"Warrants”}. The exercise period of the Warrants cannot exceed
sixty days. The General Meeting decided that the Board shall
proceed as soon as possible and at the latest thirty days after the
issuance of the shares pursuant to the fourth resolution. Pursuant to
this delegation, the Board of Directors held on the same day
decided the principle of this issuance and cllocation free of charge
of the Warrants pursuant to the conditions and fimits decided by the
General Meeting. The Board also subdelegated to its Chairman
and Chief Executive Cfficer all powers in order to proceed, as soon
os possible, with the issuonce of the Warrants, together with power
to suspend such issuance, in accordance with the condifions and
limits set forth in the third resolution of the General Meeting.
Consequently, pursuant to a decision of the Chairman and Chief
Executive Officer of 18 November 2003, it was decided to pro-
ceed with the issuance and dllocation free of charge of the Warrants
with the following characteristics.

s Number of Warrants issued: 521,593,556 Warrants
allocated free of charge to ALSTOMSs shareholders. Each
shore entifling to receive one Warrant, being specified that the:
Banks waived their rights to exercise or sell the 239,933,033
Warrants atfributed to them in respect of the shares subscribed
in the reserved capilal increase described above and that
another shareholder agreed net 1o exercise & of its VWarrants.
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Beneficiaries: Each share ot the close of business on

26 November 2003 entitled the holder fo receive one
Warrant,

Allocation date: 27 November 2003.

Theoritical value ; €0.39 (on ihe basis of the latest stock
market price of ALSTOM share as of 17 November 2003,
ie. €2.78)

listing of the Warrants: 281,660,517 Warants will be listed,
taking into account the committment of the Banks and of the
shareholder mentionned above, on the Premier Marché of
Eurenext Paris on 27 November 2003 and may be traded
during the Exercise Period defined hereundey, i.e. from 27
November 2003 until @ January 2004, They will be listed
after the close of the 9 January 2004 trading session.
Exercise ratio: 27 Warranis will entifle the holder to purchase
23 shares for €1.25 per shares, being specified that the
Banks have waived their rights to exercise or sell the warrants
afiributed to them in respect of the shares subscribed in the
reserved capital increase described above and that ancther
_shareholder agreed not to exercise 6 of its Warranis.
Exercise period: The Warrants may be exercised at any fime
from 27 November 2003 uniit ¢ january 2004.

Following the expiration of the exercise period, the Warrants
will be cancelled and become null and void.

Delivery of the shares underlying the Warrants:

19 January 2004,
= Right to dividend of the shares underlying the Warrants:
1 April 2003.

o

o

<]

o

k-]

All the other terms and conditions of this issue are described in the
Note d'Opération filed with the Commission des opérations de
bourse on 19 November 2003 under number 03-1023 [the “Note
d'Opération”).

Issuance of bonds mondaterily relmbursable with
shares {ORAs)

Pursuant to its fifth resolution, the General Meeting delegated fo the
board of directors, for a period of one yeor from the date of the
General Meeting, the necessary powers fo proceed with, on one or
more occasions, when it deems appropriate, the issuance of subor-
dinated or unsubordinated bonds, with maintenance of preferenticl
subscription sights, reimburscble with shares of the Company for a
maximum nominal amount of €1 billion, each bond giving the right
through reimbursement to one share of the Company [the “Bonds”).

Pussuant to this delegation, the Board of Directors’ meeting on the some
doy outhorised the principle of this issuance of bonds, with maintenance
of shareholders’ preferenticl subscription rights, for @ moximum amount
of €902,000,000, with an issue price per Bond of €1.40, on interest
rate of 2% and maturity on 31 December of the fifth year following their
issuance. The total nominal amount of the capital increases that may be
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realised through reimbursement of the Bonds into new shares shafl not
exceed €893,000,000, icking info account future additional capital
increcses with the necessary adjustments to maintain the preferential
rights of shareholders. it also decided o subdelegate to its Chairman
and Chief Executive Officer olf necessary powers to proceed with, in @
fimely manner, the issuance of Bonds as well as the powers necessary
fo postpone such issuance, according fo the ferms and condifions and
within the limits set by the fifth resolution of the General Meefing.
Consequently, on the basis of the Chairman and Chief Executive Officer's
decision of 18 November 2003, it was decided to proceed with the

issuance of Bonds with the feltowing main characteristics:

= Nominal value of €1.40 per Bond.

« Issue price: af par value, i.e., €1.40, payable in one
instalment on the setlement date.

» Date of issuance, maturity and settlement: 23 December 2003.

o Preferential subscription right: The subscription of the Bonds

will be reserved in preference fo current shareholders or

transferees of their rights, who may subscribe:

- On an irreducible basis: on the basis of 16 Bonds per

7 shares held, it being noted that this par rate of exchange

waos decided in light of the fact that each of the Banks

irevocably waived its right to exercise or transfer any

of the preferential subscription rights o the Bonds attached

to the shares that it will subscribe to in the capital increase

described above and that a shareholder undertook o similar

obligation with respect to the preferential subscription rights

of the Bonds attached to 4 of its shares;

- On a reducible basis: the number of Bonds that they wish to

subscribe to in addition to the ones to which they subscribe on

an irreducible basis, to the extent that Bonds remain available

as a result of bond rights that are not exercised.

Subscription peried: from 27 November 2003 to 10

December 2003, inclusive.

listing of the Bonds: expected on 23 December 2003 on the

Premier Marché of Euronext Paris.

Theoretical value of the preferential subscription right: €0.69

[on the basis of the last share price on 17 November 2003,

ie., €2.78).

Term of the loan: 5 years and 8 days.

Annual inferest:

- The Bonds will bear interest at the rate of 2% per year. The

interest will be payable on 31 December for each of the years

from 2005 to 2008. The accrued inferest for the period from

23 December 2003 [inclusive) to 31 December 2004 (exclusive)

shall not be poid on 31 December 2004, but will be capilalised

on this date ond will bear inferest of @ rate of 2% ond be paid on

31 December 20035 with the inferest due for the period from

31 December 2004 |inclusive) lo 31 December 2005 {exclusive).

Consequently, the amount of interest payoble for ¢ Bond will be

£0.05719 on 31 December 2005 and £0.0280 con each

@

[

]

o
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31 December for 2006, 2007 ond 2008,

Addifional amount

- In the event that ALSTOM distributes to its shareholders

a dividend in cash, in shares, or in kind {except for the part of
the dividend paid in the form of a distribution of reserves or cash
premiums or porticlio securifies giving rise 1o on adjustment

in accordance with the paragraph “Maintenance of the rights

of Bondholders” on the terms of the Bonds which is found in the
Note d'Opération), each Bond would give the right, in addition
to the payment of inferest, to a payment of a sum (he “Additional
Amount”} equal to the product of (o] the reimbursement ratio

{as defined hereinafter) and {b) the amount of the dividend paid
for one ALSTOM share, increased, if appropriate, by an amount
equal to the avoir fiscal attached to such dividend.
Reimbursement of the Bonds on their normal reimbursement date:
- Unless the Bonds have been previously reimbursed by early
redemption or purchased by ALSTOM or cancelled, each
Bond will be redeemed into new shores on 31 December 2008
{the “Reimbursement Date”] for the first business day following
this date if it is not a business day] on the basis of the ratio
{the “Reimbursement Ratio”) of ane new ALSTOM share for one
Bond, subject to the provisions of the poragraph “Maintenance
of the rights of Bondholders” on the terms of the Bonds found
in the Note d'Opération.

Adjustment of the Reimbursement Ratio:

- The Reimbursement Ratio will be adjusted, as necessary,

in accordance with the paragraph “Mainienance of the righs
of Bondholders” on the terms of the Bonds found in the

Note d'Opération.

Debt ranking:

- The Bonds constitute undertakings that are direct, general,
unconditional, subordinated and not assorted with ALSTOM
securities. The cash payments due from ALSTOM which are
mentioned in the "Annucl Interest” and “Additional Amount”
sections above, will be of the same rark as each other and in the
same rank as all of ALSTOM's other unsecured, unsubordinated
debt, present or future, subject to the stipulations below in
“Reimbursement and payment in cash of a collective procedure.”
The cash payment owed by ALSTOM in the event of certain
collective procedures related fo it will be carried out according
to the conditions described below.

Reimbursemeni and payments in cash in the event of o
collective procedure:

- Except in the event of liquidation or the termination of ALSTOM's
activity, the Bonds will continue to be exclusively reimbursable
with shares in the event of a collective procedure related

to ALSTOM.

- In the event of liquidation or the termination of ALSTOM's
activity, the Bonds will be reimbursed in cash at par volue,
increased by a coupon accrued on the dofe of the decision to
liquidale or ferminate acfivity, as the case may be. The poyment
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of the sum corresponding lo the reimbursement af por volue

of the Bonds and, if applicable, to the amount of inferest

of the Additional Amount due in relation to the Bonds will be

subordinated to the prior full payment of the lenders” debt

resulling from the grant of the Subordinated loars (s defined
below] and that of the holders of suberdinated securities issued
by ALSTOM on 29 September 2000 for an amount in principle

of €250,000,000 and maturing on 29 Seplember 2006.

"Subordinated Loans” refers 1o the subordinated loans of a tetal

amount in principle of €1,563,399,105 granted to ALSTOM

pursucnt to the confract dated 30 September 2003 entered
into between ALSTOM, as borrower, and certain lenders.

Maximum number of shares that may be issued through

reimbursement:

- 643,795,472 (subject to adjustments in accordance with the

paragraph “Maintenance of the rights of Bondholders” on the

terms of the Bonds found in the Note d'Opération).

Right to-dividends of the newly issued shares following

reimbursement: The new shares that will be issued following

the reimbursement of the Bonds will include the right to
dividends as from the first day of the financial year in which
the request for reimbursement was made in the event of early
redemption, or in the current financial year of the Reimbursement

Date in the event of reimbursement at their normal maturity

date, thereby giving right to all of the dividends due for such

financial year and paid in the following financial year.

s listing of the newly issued shares foflowing reimbursement:
planned on the Premier Marché of Euronext Paris at the time of
reimbursement.

> Guarontee: the issuance of Bonds will be the subject of an
irevocable underwriting agreement between ALSTOM and o
syndicate of banks.

2

Lol

The deiailed terms and characteristics of this issuance are found
in the Note d'Opération.

Issue of subordinated bonds reimbursable
with shares in the Company

Pursuant fo the sixth resclution, the Genera! Meeting authorised the
Board of Directors to issue, on one or more occasions, subordinated
bonds reimbursable with shares in the Compony {'TSDD RA"), with the
suppression of the French State’s preferential subscription rights, for a max
imum nominal omount of €300 million. The nominal increase in share
capital resulfing from the tofal reimbursement in shares of the TSDD RA
issued may not exceed €300 million, to which will be added, if need
be, the nominal amount of supplementary shares issued in order to mairr
fain the rights of TSDD RA holders. The Board of Directors, in its meet
ing held on the same day, approved the principle of the issuance of
TSDD RA bonds. It also decided 1o delegate to the Chief Executive
Cficer the power to carry out the issuance of TSDD RA, or to post
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pone it, as necessary, according to the conditions and limitations
set by the sixth resolution of the General Meeting. Following the dec-
sion by the Chief Executive Officer on 18 November 2003, it was
decided that the issuance of the TSDD RA would be carried out,
waiving the preferential subscription rights for the French State.
The principal characteristics ore set forth below.

B Conditions for the repayment of TSDD RA bonds in shares of the
Company

The TSDD RA will be reimbursable into new shares of ALSTOM at
o nominal value of €1.25 per share, under the sole condition that
the French State obtain of a decision of the European Commission
declaring that the subscription by the French State for the TSDD RA
and their reimbursement in shares either does not constitute State
aide or constitutes State aid compatible with article 87 of the traaty
of the European Commission, as modified (the Décision de la
Commission Européenne]. In this case, the reimbursement in shares
would toke place automatically on the first trading day following the
receipt by the French State of the aforementioned decision.

The other principal characteristics of the TSDD RA are the following:

o Number of TSDD RA issued: 240,000,000

& Value of the issue: €300,000,000

< Interest:

- Prior fc the Decision of the European Commission (Décision
de o Commission Européenne), 2% per year, payable annually
at the expiry date;

- In the case of a Decision of the European Commission
{Décision de la Commission Européenne) opposing the
reimbursement in shares, and as of the date of this decision,
the 12-month Euribor rate will be subject to @ marginal
increase of 5% per year, of which 3.5% is payable annuclly af
the expiry date and 1.5% is capitalised annually and payable
in exchange for TSDD RA.

Subscription price: €1.25 per TSDD RA,

Reimbursement rafic: 1 new share for one TSDD RA bond
{before adjustments).

Date of issuance and payment: 23 December 2003.
Duration: 20 years as of the subscription date.

Maximum number of shares to be issued as reimbursement

for the TSDD RA on the reimbursement date: 240,000,000
(before adjustments).

Use of the new shares issued following the reimbursement

{on the condition that the reimbursement in shares described
herein is realised): the new shares issued in reimbursement

of the TSDD RA may be used on the first colendar day following
the date on which the reimbursement occurs.

Listing of the new shares issued following the reimbursement:
expected on the Premier Marché of Euronext Paris upon

the reimbursement, on the condition that the reimbursement

in shares described herein is realised.

o

=3

o

o

o

a

o
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impaoct of the issuances on the shareholding

of ¢ shareholder, on the portion of the
consolidated shareholders’ equity of one share
ond en the share price

The Group's financing plon, nolably including the TSDD RA issuonce
described herein, constitutes an important slep in our financial
restructuring. These operations may have an impact on the market
value of ALSTOM shares, particularly in light of the dilution of exist-
ing shares which may result from it. Given the complexity of the oper
ations envisioned and the current unceriainty, it is difficult fo evaluate
this impact precisely.

The tables attached to this report present the effects of the issuance
on the share copitaf and on the share of shareholders’ equity.
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- W Impact on the shareholding of a shareholder

The toble below shows the impact of the issue of new shares and
of the reimbursement in shores of the TSDD RAs ond of the Bonds
on the situation of ¢ shareholder holding 1% of the share capital
prior o these ransactions, whether he exercises or not his prefer-
enfial subscripfion rights within the framework of Ihe issue of the
Bonds with maintenance of the preferential subscription rights and
whether he exercises or not his Warrants (these colculations have
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been made {a] on the basis of the number of shares which form the
shore capitol as of 12 November 2003 (undiluted basis, represent-
ing 281,660,523 shares) ond (b} taking account of the potential
share capital corresponding to the stock options which may be
exercised as of 12 November 2003 {diluted basis, representing
291,999,331 actions)):

a) On an undiluted basis
. Shareholder Shareholder Shareholder Shareholder
does not subscribe  subscribes to  does not subscribe  subscribes to
Assumptions to the Bonds Gid”  the Bonds but “to the Bonds- the Bonds and
does not exercise.  does not exercise  but exercises exercises his
his Warrants - his Warrants his Warrants Warrants
(in %) {in %) {in %] fin %)
o After issue of 239,933,033 shares reserved . . R
jo the Banks 0.54 0.54 100 1.00
After issue:
¢ of 239,933,033 shares reserved fo the Banks, and :
e of the maximum number of shares (before adjustments) 0:37 0.37 0.68 0.68
which may be issued as reimbursement of oll
the TSDD RAs (240,000,000 shares)
After issue:
¢ of 239,933,033 shares reserved fo the Banks, and v .
¢ of the maximum number of shares {before adjustments) - 0.24.. 0.79 0.45 1.00
which may be issued as reimbursement of all the Bonds
643,795,472 shares)
Alfter issue:
s of 239,933,033 shares reserved to the Banks,
< of the maximum number of shares (before adjusiments)
which may be issued as reimbursement of all the L
TSDD RAs (240,000,000 shares), and 0.20 0.66 037 0.83

® of the maximum number of shares {before adjustments)
which may be issued as reimbursement of afl the Bonds
643,795,472 shares)
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b) On a diluted basis

 Shareholder Shareholder Sharehalder Shareholder
does not subscribe  subscribes fo  does not subscribe  subscribes to

Assumptions tothe Bonds and  the Bonds but to theBonds . the Bonds and
does notexercise  does not exercise - but exercises exercises his
‘his Warrants- = his Warrants his Warrants Warrants
(in %J {in %j fin %} : fin %/
s After issue of 239,933,033 shares reserved » i ‘ :
to the Banks Q.53 0.53 0.98 : 0.98
After issue:
o of 239,933,033 shares reserved to the Banks, and s S -
» of the maximum number of shares (before adjustments] 086 0.36 . 068 0.68

which may be issued os reimbursement of all
the TSDD RAs (240,000,000 shares)

After issue:

@ of 239,933,033 shares reserved to the Banks, and

= of the maximum number of shares [before adjustments) . 024 0.79 0.44 0.99
which may be issued as reimbursement of all the Bonds ‘
(643,795,472 shares)

After issue:
s of 239,233,033 shares reserved to the Banks,
+ of the moximum number of shares {before odjustments)
which may be issued as reimbursement of all the
TSDD RAs (240,000,000 shares), and 0.20 0.65 0:37 0.82
o of the moximum number of shares (before adjustments)
which may be issued as reimbursement of all the Bonds
643,795,472 shares)
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W Impact on the portion of the consolidated shareholders’ equity
for the holder of one share

The toble below shows the impact of the issue of new shares and of
the reimbursement in shares of the Bonds and of the TSDD RAs on the
porfion cf the consolidated shareholders’ equity per one ALSTOM
share (these calculations have been made (a) on the basis of the
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number of shares which form the share capital as of 12 November
2003 {undiluied basis, represerting 281,660,523 shares) and {b)
taking account of the potential share caopital corresponding to the
stock options which may be exercised as of 12 November 2003
{diluted bosis, representing 291,999,331 shares), and {c} on the basis
of the consolidated shareholders’ equity porfion as of 30 September
2003 [representing 0.65 euro per share):

a) On an undiluted basis _F_Port‘ip:n o_f”:ﬂ'vie_
shareholders” -
Assumptions o equity
L. fn€)
e After issue of 239,933,033 shares reserved 1o the Banks ' 0193_' o
Alfter issue: 03
o of 239,933,033 shares reserved fo the Banks, and R
@ of the maximum number of shares {before adjustments) which may be issued cs reimbursement of oll the TSDD RAs
{240,000,000 shares)
Alter issue: 119
e of 239,933,033 shares reserved o the Banks, and e
» of the maximum number of shares [before adjustments) which may be issued as reimbursement of all the Bonds
643,795,472 shares)
After issue: 1,20
o of 239,933,033 shares reserved to the Banks,
* of the maximum number of shares {before adjusiments) which mcy be issued as reimbursement of all the TSDD RAs
[240,000,000 shares), and - . N
» of the moximum number of shares [before adjustmenis) which may be issued os reimbursement of all the Bonds
643,795,472 shares)
b) On a diluted basis
e After issue of 239,933,033 shares reserved to the Banks 1,38 - -
Alter issue: 1,30
e of 239,933,033 shares reserved to the Banks, and !
s of the maximum number of shores [before adjusiments) which moy be issued os reimbursement of alf the TSDD RAs
{240,000,000 shares)
After issue:
e of 239,033,033 shares reserved to the Banks, and 21,37
© of the maximum number of shares (before adjusiments) which may be issued cs reimbursement of all the Bonds
643,795,472 shares)
Alter issue: 135 ‘

= of 239,933,033 shares reserved to the Banks,

= of the maximum number of shares {before adjustments) which may be issued as reimbursement of all the TSOD RAs

{240,000,000 shares}, and

¢ of the maximum number of shares (before adjustments) which may be issued as reimbursement of all the Bonds

(643,795,472 shares|
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SUPPLEMENTARY REPORT OF THE INDEPENDENT
AUDITORS CONCERNING THE ISSUANCE

AND ALLOCATION, FREE OF CHARGE,

OF WARRANTS TO SHAREHOLDERS TO
PURCHASE SHARES

{Free translation of o French language original prepored for convenience purpose
only. Accounting principles and auditing standards and their application in
practice vary from one country fo another. The accompanying financial siatements
are not infended to present the financial position, resulfs of operations and cash
flows in accordance with accounting principles and praclices generally accepted
incouniries other than France. In addiiion, the procedures and practices followed
by the statutory auditors in France with respect fo such financiol statements
included in a prospectus may differ from those generally occepled and applied
by auditors in other countries. Accordingly, the French financial statements ond
the auditors’ report - of which a translation is presented in this document for
convenience only - are for use by those knowledgeable about French accounting
procedures, auditing standards and their application in practice.

Year ended 31 March 2004

To the Shareholders of ALSTOM,

In our capacity as independent auditors end in accerdance with the
provisions set forth in Article 155-2 of the decree dated 23 March
1967, we present our supplementary report to our special report
dated 21 October 2003 reloted fo the issue and dllocation of
warrants, free of charge, to shareholders giving the right to pur-
chase, ot the unit price of €1.25, shares which would be issued
pursuant fo the fourth resclution of the ordinary and' extraordinary
shareholders’ meeting held on 18 November 2003 and subr
scribed by the finoncial institutions identified in that resolution. The
purpose of this resolution was to autherise a share capital increase
of @ maximum nominal amount of €300m. This operation was
authorised by the ordinary and exiraordinary sharehalders” meet-

ing held on 18 November 2003,

The ordinary and extracrdinary shareholders’ meeting held on
18 November 2003 voted to delegate to your Board of Directors
the decision as to how fo put inio effect this operation and fo
defermine the final conditions thereof. Your Board of Direciors held
on the same date approved this operation within the conditions
ond limits set by the Shareholders’ meeting and decided o leave,

through the subdelegation, the Chairman and Chief Executive

Officer, to deal with these cperations.

Using this delegation and sub-delegation, your Chairman and
Chief Executive officer decided on 18 November 2003 the
issuance and dllocation of warrants, free of charge, for o tofal
omount that would give the right to purchase o maximal aggre-
gate amount of 240 million of shares to be issued pursuant to the
fourth resolution. The allocation, free of charge, of these warrants
is carried out in fovour of the Company's shareholders in propor
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fion to the number of shares held. The unit price to purchose
share upon the exercise of the warrants has been set ot €1.25
and the exercise period of these wanants would extend from
27 November 20C3 to 9 Jonuary 2004, 27 warrans giving the
right to their holder to purchose 23 shares of the Company.

We have performed our work according to the French profession-

al auditing standerd applicable fo such engagements. These stan-

dards require that we perform the procedures necessary for the
purpose of examining:

- the financial information extracted from the interim consolidated
financial statements covering the period from 1 April 2003 to
30 September 2003, prepared under the responsibility of the
Board of Directors and using the same methods and having the
same presentation of the Consolidated Financial Statements as
at 31 march 2003. These interim financial statements have been
subject o a review by us in accordance with professional audit
ing standards applicable in france,

- the consistency of the modalities of the operations with regard to
the authorisation given by the Shareholders’ meeting and the
appropriateness of the information provided in the further report
of the Chairman and Chief Executive Cfficer to justify the criteria
selected for the calculation of the issue price and its amount.

We have no comment to make as fo:

- the appropriate exiraction of the financial information from the
inferim Consolidated Financial Statements of the Company cov-
ering the period from 1 April 2003 fo 30 September 2003 and
disclosed in the supplementary report of the Chairman and Chief
Executive Cfficer,

- the consistency of the moddlities of the operation with regard fo
the authorisation given by the ordinary and extraordinary share-
holders’ meeting held 18 November and the informaticn provid-
ed during this meeting,

- the presentation of the impact of the operation on the situation of
a shareholder in relation with his share in the equity of the
Company.

We have the following comments on the criteric selected for the
calculation of the purchase price of the shares and its amount.

The purchase price of o share has been set at € 1.25, in conformity
with the amount menticned during the ordinary and extraordinary
meeting held on 18 November 2003, dlthough it is equal to the
nominal value of the share, it is:

- lower than the share price of your Company ot the end of the
day prior to the date on which your Chairman end Chief
Executive Officer used the delegation and subdelegation fon 17
November 2003, the share price being €1.76) and at the end
of the day prior to the date of this report {€1.84),
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- higher that the amount per share of the consclidoted net equity,

€ 0.65, as extracted from the interim Consolidated Financial
Statements, covering the period from 1 Aprl 2003 o
30 September 2003, prepared under the responsibility of the
Board of Directors on 12 November 2003, os opposed to the
siluation as presented in the report of the Board of Directors date
22 September 2003, which referred to the Consolidated
Financial Statements covering the period from 1 April 2002 to
31 March 2003.

In addition, given the complexity of the contemplated transactions
and current context, the Chairman and Chief Executive Officer
considers he is not in a position to assess the impact of this
operation on the market value of the ALSTOM shore at this stage.

As o consequence, we are not able fo express an opinion on the
choice of criteria used to determine the purchase price of the
share nor its amount, nor fo assess the impact of this operation on
the market value of the ALSTOM shares.

Neuilly-surSeine, 21 November 2003

The Independent Auditors

BARBIER FRINAULT & AUTRES  DELOITTE TOUCHE TOHMATSU
ERNST & YOUNG

Gilles Puissochet Alan Glen

SHARE CAPITAL

SUPPLEMENTARY REPORT OF THE INDEPENDENT
AUDITORS CONCERNING THE ISSUANCE OF
SHARES WITH WAIVER OF A PREFERENTIAL RIGHT

{Free translotion of o French longuage criginal prepared for convenience purpose
only. Accounting principles and ouditing standards and their application in
practice vary from one couniry fo another. The accompanying financial statements
are not intended io present the financial position, results of operations and cash
flows in accordance with accounting principles and practices generally accepled
in countries other than France. In addition, the procedures and proctices followed
by the statuiory ouditors in France with respect to such financial stalements
included in a prospectus may differ from those generally accepted and applied
by auditors in other countries. Accordingly, the French financial siolements and
the auditors” report - of which a wranslation is presented in this document fos
convenience only - are for use by thase knowledgeable about French accounting
procedures, auditing standards and their application in practice.

Year ended 31 March 2004

To the Shareholders of ALSTOM,

In our copacity os independent ouditors and in accordance with
the provisions set forth in Article 155-2 of the decree dated
23 March 1967, we present our supplementary report to our spe-
cial report dated 21 Oclober 2003 reloted to the issue voted by
the ordinary ond exiraordinary shareholders’ meeting at
18 November 2003, of shares reserved to financial institutions
BNP-Paribas,Crédit Agricole Indosuez, CLIFAP, EZEPART, Crédit
Industriel et Commercial, CDC Ixis Capito! Markefs, Natexis
Bleichroeder S.A. and FINANPAR 17 for @ maximum nominal amount
of €300 million or ¢ maximum of 240 million shares of €1.25 each.

The ordinary and extraordinary shareholders’ meeling held on
18 Novermber 2003 voted o delegate to your Boord of Directors
the decision as to how o reclise this operation and to determine
the final conditions thereof. Your Board of Directors held on the
some date approved this operation within the conditions and lim-
its set by the Shareholders’ meeting and decided to leave, through
the subdelegation, the Chairman and Chief Executive Officer, to
deal with. these operations.

Using this delegation and subdelegation, your Chairman and Chief
Executive officer decided on 18 November 2003 the share capital
increase with waiver of the preferenticl subscription rights of the
shareholders fo the financial insfitufions previcusly mentioned, for an
omount of £299,916,291.25 by issuance of 239,933,033
shares with a subscription price equal o the nominal value of €1.25.

We have performed our work according fo the French profession-
al oudiing standord applicable to such .engagemenis. These
standards require that we perform the procedures necessary for
the purpose of examining:

- the financial information extracted from the interim Consolidated
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Finoncial Stofements covering the period from 1 April 2003 1o
30 September 2003, prepared under the responsibility of the
Board of Directors and using the some methods and having the
same presentation of the consolidated financial statements as at
31 march 2003. These interim financic! statements have been
subject to a review by us in accordance with professional auditing
stondords applicable in France,

- the consistency of the moddlities of the operations with regard to
the authorisation given by the Shareholders' meefing and the
appropriateness of the information provided in the further report of
the Chairman and Chief Executive Officer to justify the criteria
selected for the calculation of the issue price and its amount.

Ve have no comment to make as to:

- the appropriate extraction of the financial information from the

inferim Consolidated Financial Statements of the Company covering
the period from 1* April 2003 to 30 September 2003 and
disclosed in the supplementary report of the Choirman and Chief
Executive CHficer,

- the consistency of the meddlities of the operation with regard to the
autherisation given by the Shareholders’ meeting held 18 November
and the information provided during this meeting,

- the presentation of the impact of the operation on the situation of
o shareholder in relation with his share in the shareholder's equity
of the Company.

We have the following comments on the proposal to waive the
preferential subscription rights of the shareholders and the criteria
selected for the calculation cof the issue price of the subordinated
bonds reimbursable with shares of the Company.

The subscription price of o share has been set of €1.25, in con-
formity with the amount mentioned during the ordinary and
exiraordinary meeting held on 18 November 2003, although if
is equal 1o the nominal volue of the shore, it is: _

- lower than the share price of your Company at the end of the
day prior to the date on which your Chaiman and Chief
Executive Officer used the delegation and sub-delegation fon 17
November 2003, the shore price being €1.76) and ot the end
of the day pricr to the date of this report (€1.84),

- higher that the omount per shore of the consclidated nef equity,
£0.65, as extracted from the interim Consolidated Financial
Statements, covering the period from 1¢ Aprl 2003 to
30 September 2003, prepared under the responsibility of the
Board of Directors on12 November 2003, os opposed to the
situation as presented in the report of the Board of Directors
date 22 September 2003, which referred to the consolidated
financial statements covering the period from 1* April 2002 to
31 March 2003.

In addition, given the complexity of the contemplated transactions
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ond current context, the Chairman and Chief Executive Officer
considers he is not in a position 1o assess the impact of this
operation on the market value of the ALSTOM share at this stage.

As a consequence, we are not able to express an opinion on the
choice of criteria used to defermine the issuance price of the share
nor its amount, nor fo assess the impact of this operation on the
market value of the ALSTOM shares and consequently on the
proposal to waive the preferential subscription rights which is
proposed to you.

Nevilly-sur-Seine, 21 November 2003

The Independent Auditors

BARBIER FRINAULT & AUTRES  DELOITTE TOUCHE TOHMATSU
ERNST & YOUNG

Gilles Puissochet Alan Glen
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SUPPLEMENTARY REPORT OF THE INDEPENDENT
AUDITORS CONCERNING THE ISSUANCE OF
BONDS MANDATORILY REIMBURSABLE IN

NEW SHARES

{Free franslation of @ french longuage original prepared for convenience purpose
only. Accounting principles and auditing siandards and their application in
practice vary from one country to another. The accompanying financial statements
are not intended to present the financial position, resulls of operations and cash
flows in accordance with accounting principles ond practices generally accepted
in counlries other than France. In addifion, the procedures ond practices followed
by the statiory auditors in France with respect to such financiol statements
included in a prospectus may differ from those generally accepted and applied
by audlitors in other countries. Accordingly, the French financial statements and
the ouditors’ report - of which o translation is presented in this document for
convenience only - are for use by those knowledgeable about french accounting
procedutes, auditing standords and their application in pracice.

Year ended 31 March 2004

To the Shareholders of ALSTOM,

In our capacity as independent auditors and in accordance with
the provisions set forth in Article 155-2 of the decree dated 23
March 1967, we present our supplementary report fo our special

- report dated. 21 October 2003 reloted fo the issue of bonds

mandatorily reimbursable in shares (obligations remboursables en
actions] {"the ORAs"). The issue price per ORA has been set at
£1.40, the maximum nominal aggregate amount of the ORA's to
be issued may not exceed €1,000 million, the aggregote nomi-
nal value of the share capitel increase resulting from the redemp-
fion in shares of all the ORAs may not exceed €893 million 1o
which may be added, the nominal amount of shares to be issued
in order to preserve the rights of the holders of shores and/or
securiies giving immediate or fulure access to shares of the
Company. This operafion was authorised by the ordinary and
extraordinary shareholders’ meefing held on 18 November 2003.

The ordinory and extraordinary shareholders’ meeting held on
18 November 2003 voted to delegate to your Board of Directors
the decision as 1o how to realise this operction and to defermine
the final conditions thereof. Your Boord of Directors held on the
same date approved this operation within the condifions and lim-
its set by the Shareholders’ meeting and decided 1o leave, through
the subdelegation, the Chairman and Chief Executive Officer, to
deal with these operations.

Using this delegotion and sub-delegation, your Chairman and
Chief Executive Officer decided on 18 November 2003 the
issuance, with the maintenance of preferential subscription rights
of shareholders, bonds mandatorily reimbursable with new shares
["ORA") up to on aggregote nominal amount of €902 million.
The unit issue price the ORAs would be €1.40, the ORAs would
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bear inferest ot o rate of 2% per onnum and would become due
on 31 December of the fifth year following their issuance. The
aggregote nominal value of the share capital increase resuliing
from the redemption in shares of all the ORA’s may not exceed
€893 million to which may be added, the nominal emount of
shares 1o be issued in order to preserve the rights of the holders
of shares and/or securities giving immediate or future access to
shares of the Company.

We have performed our work according to the French profession-
af auditing stendard applicable to such engagements. These stan-
dords require thot we perform the procedures necessory for the
purpose of examining:

- the financial information extracted from the interim Consolidated
Financicl Statements covering the period from 1¢ April 2003 to
30 September 2003, prepared under the responsibility of the
Boord of Directors and using the same methods ond hoving the
same presentafion of the Consolidated Financial Statements as
af 31 march 2003. These inferim financial statements have been
subject to @ review by us in accordance with professional audit
ing standards applicable in France,

- the consistency of the modalities of the operotions with regard 1o
the authorisation given by the Shareholders’ meeting and the
appropriteness of the information: provided in. the. further report
of the Chairman and Chief Execuiive Officer to justily the criteric
selected for the calculation of the issue price and its amount.

We have no comment to make os to:

- the appropriate extraction of the financial information fom the interim
Censolidated Financial Statements of the Company covering the pert
od from 1* April 2003 to 30 September 2003 end disclosed in the
supplementary report of the Chairman and Chief Executive Officer,

- the consistency of the modalities of the operation with regard to
the authorisation  given by the ordinary and extraordinary share-
holders’ meeting held 18 November and the information provid-
ed during this meeting,

- the presentation of the impact of the operation on the situation of a
shareholder in relation with his share in the shareholder's equity of
the Company.

We have the following comments on the criteria selected for the
caleulation of the purchase price of the shares and its amount:

The unit issue price of the bonds mandatorily reimbursable in new
shares has been set at €1.40, in conformity with the amount mer-
tioned during the ordinary and extraordinary meefing held on
18 November 2003, is based on the issue price of the shares
and that of the exercise of the warranfs to purchase shares, subject
of the fourth and third resclutions respactively li.e. €1.25),
increased by a premium calculated on the basis of the 2% dividend.
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As a consequence, the issue price of the shares to be issued in
redemption of the ORAs, although it is equal fo the nominal volue
of the share, is:

- lower than the share price of your Company af the end of the
day prior to the date on which your Chairman and Chief
Executive Officer used the delegation ond subdelegation fon 17
November 2003, the share price being €1.76} and at the end
of the day prior to the date of this report (£1.84),

- higher that the amount per share of the consolidated net equily,
£0.65, os extracted from the interim Consolidated Financial
Statements, covering the period from 1 April 2003 to 30
September 2003, prepared under the responsibility of the Baard
of Directors on 12 November 2003, os opposed 1o the situe-
tion as presented in the report of the Board of Directors date
22 September 2003, which referred to the Consolidated
Finoncial Stclements covering the period from 1+ April 2002 1o
31 March 2003.

In addition, given the complexity of the contemplated transactions
and current conlext, the Cheirman and Chief Executive Officer
considers he is not in a posifion 1o assess the impact of this oper
ction on the market value of the ALSTOM share at this stage.

As a consequence, we are not able to express an opinion on the
choice of criferia used to defermine the purchase price of the
share nor its amount, nor to assess the impact of this operation an
the morket volue of the ALSTOM shares.

Neuillysur-Seine, 21 November 2003

The Independent Auditars

BARBIER FRINAULT & AUTRES  DELOITTE TOUCHE TOHMATSU
ERNST & YOUNG

Gilles Puissochet Alan Glen
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SUPPLEMENTARY REPORT OF THE INDEPENDENT
AUDITORS CONCERNING THE ISSUANCE

OF SUBORDINATED BONDS REIMBURSABLE

IN SHARES (TSDDRA) WITH THE WAIVER

OF PREFERENTIAL SUBSCRIPTION RIGHTS

{Free franslation of o french languoge original prepared for convenience purpose
only. Accounting principles and auditing standards and their application in
practice vary from one couniry to another. The accompanying financial statements
are nof intended io present the financial position, results of operations and cash
flows in accordance with accounting principles and praclices generally accepted
in countries other thon France. In addifion, the procedures ond prectices followed
by the statutory auditors in France with respect fo such financial statements
included in a prospectus may differ from those generally accepled and opplied
by auditoss in other countries. Accordingly, the French financial statements and
the auditors’ report - of which a iranslation is presented in this document for
convenience only - are for use by those knowledgeable about French accounting
procedures, auditing standards and their application in praciice.

Year ended 31 March 2004

To the Shareholders of ALSTOM,

In our copacity as independent auditors of your Company and in
accordance with the provisions set forth in Arficle 155-2 of the
decree dated 23 March 1967, we present our further report to
our special report dated 21 October 2003 related o the issue,
voted by your 18 November 2003 ordinary and extraordinary
shareholders’ meeting, of subordinated bonds reimbursable with
shares of the Company {"TSDDRA") reserved to the Republic of
France within the limit of an aggregate nominal amount of €300
million {“the operation”}, taking into accourt the fact that the nom-
inal omount of the copital increase which may result from the reim-
bursement of the TSDD RA thus issued with shares may not exceed
€300 million, thus 240 millions of shares to be issued ot €1.25
to which may be added, the nominal amount of shares to be
issued in order fo preserve the rights of the holders of subordinot
ed bonds reimbursable with shares of the Company.

The ordinary and exiraordinary meeting held on 18 November
2003 voled the delegation to your Board of Directors the way to
realise this operafion and fo decide the final conditions of this oper
ation. Your Board of Directors, held on the same date, approved this
operation within the conditions and limifs set by the Shareholders’
meefing and decided 1o leave, through the subdelegation, the
Chairman and Chief Executive Officer, to lake cate of this operction.

Using this delegation and this subdelegation, your Cheirman ond
Chief Executive Officer decided on 18 November 2003 the
issuance of 20vear subordinated bonds represented by the TSD-
DRA, with waiver of the preferential subscription rights of fe share-
holders 1o the Republic of France, within the limit of an aggregate
nominal amount of €300 miltion and the following precisions:

E———
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- the issucnce price of the TSDDRA will be €1.25,

- the TSDDRA will be automatically reimbursed in shares of the
Company, each bond giving the right of reimbursement in one share
of the Company, with the same right of the existing shares except
for their date of possession, under the condifion that the Republic of
France cbtains a decision from the European Commission confirming
that the TSDDRA [and ifs reimbursement in shares of the Compony)
does not represent State Aid, or represent State Aid which is
compatible with the Article 17 of the ireaty which governs the
creation of the European Community,

- the TSDORA will be reimbursoble in cash if the European Commission
does not confirm the fact above mentioned,

- the TSDDRA will becr interest ot 2 % until the dofe of the European
Commissicn decision, however if the European Commission refuses
the reimbursement info shares, the TSDDRA will bear interest [not
retroactively] at @ EURBOR rate increased by @ 5 % annual margin,
of which 1.5 % capilclised annudlly and payable in fine,

- the nominal amaount of the increase in copital which could result in the
reimbursement info shares of the toial amount of the TSDDRA will not
exceed €300 million, to which may be added, the nominal amount
of shares ‘o be issued in order to preserve the rights of the holders of
securiies giving rights to shares of the Company.

We have performed our work according to the French profession-
al auditing standard applicable to such engagements. These stan-
dards require that we perform the procedures necessary for the
purpose of examining:

- the financial information extracted from the interim Consclidated
Financicl Stalements covering the period from 1 Aprif 2003 1o
30 September 2003, prepared under the responsibility the
Board of Directors and using the some methods and having the
same presentation of the Consolidated Financial Stotements os
at 31 March 2003. These interim financicl statements hove
been subject to a limited review by us in occordance with pro-
fessional auditing standards applicable in France,

- the consistency of the parameters of the operafion with regard to
the authorisction given by the Shareholders’ meeting and the
appropriateness of the information provided in the further report
of the Chairman and Chief Executive Officer to justify the criteria
selected for the calculation of the issue price and its amount.

We have no comment to make as o

- the appropriate extraction of the financial information from the
interim Consolidated Financial Statements of the Company covering
the period from 1 April 2003 to 30 September 2003 and
disclosed in the further report of the Chairman and Chief Executive
Officer,

- the consistency of the parameters of te operation with regard fothe
authorisation given by the Shareholders' meefing held on 18 Novermber
2003 and the infermation provided during this meeting,
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- the presentation of the impoct of the operation on the situation of
a shareholder in relation with its share of the shareholders’ equity
of the Company.

We hove the following comments on the proposal to waive the
preferential subscription rights of the shareholders and the criteria
selected for the calculation of the issue price of the subordinated
bonds reimbursable with shares of the Company:

The subscription price of a share to be issued o reimburse TSDDRA
hos been set ot €£1.25, in conformity with the cmount mentioned
during the Annual and Exiraordincry Shareholders’ meeting held
on 18 November 2003, although it is equal o the nominal value
of the share, it is:

- lower than the share price of your Company ot the end of the day
prior fo the date ot which your Chairman and Chief Executive
Cificer used the delegation and sub-delegation fon 17 November
2003, the share price being €1,76) and at the end of the day
prior o the date of this report [€1,84),

- higher than the amount per share of consolidated net equity,
£€0,65, as extracted from the interim Consclidated Financial
Statements, covering the period from 1# April 2003 to 30 September
2003, prepared under the responsibility of the Board of Directors
on 12 November 2003, as opposed fo the situation as presented
in the report of the Board of Directors dated 22 September 2003,
which was referring to the Consclidated Financial Statements
covering the period from 1 April 2002 to 31 March 2003.

in addition, given the complexity of the confemplated fransactions
and current context, the Chairman and Chief Executive Officer
considers nof to be in @ position to assess the impact of this oper-
ation on the market value of the ALSTOM shares af this sloge.

As o consequence, we ore not able to express an opinion on the
choice of criteria used to determine the issuance price of the TSD-
DRA and its amount, nor fo assess the impact of this operation on
the market value of the ALSTOM shares and consequently on the
proposal to waive the preferential subscription rights which is pro-
posed to you.

Neuvilly-sur-Seine, 21 November 2003

The Independent Auditors

BARBIER FRINAULT & AUTRES  DELOITTE TOUCHE TOHMATSU
ERNST & YOUNG

Gilles Puissochet Alan Glen
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REPURCHASE OF SHARES

The Ordinary and Extraordinary Shareholders” Meefing held on
2 July 2003 cuthorised the Board of Directors, pursuant o orlicle
L. 225-209 of the Code de commerce, to purchase through a
stock exchange or otherwise, and by any means, ALSTOMs shares
within the limit of @ number of shares representing 10% of ALSTOMS
share copital as ot 31 March 2003, i.e. 28,166,052 shores
and for o maximum cggregate purchase price of €563,321,040,

Acquisitions of shares may be made with a view towerds stabilis-
ing share prices, distributing shares to current and former employees,
or executive officers of the Group, iis offiliated companies as
defined in article 1.225-180 and 1.233-16 of the French Code de
Commerce and in particular in connection with stock option plans
that may be granted, and in order fo hold, sell, transfer or exchange
the shares purchased in connection with any financial transactions
os well as in connection with the general and financial management
of the share capital and ALSTOMs stockholders” equity, in particular

‘with respect to its financing needs. The shares acquired may also

be cancelled under the conditions laid down by law.

The purchase, sate, transfer or exchange of shares may oceur, in
accordance with the rules enacted by the relevant regulatory bedies,
on or off the stock exchange, at any fime, including at the fime of
any toke-over bid, and by all means, including through the use of
any financial instrument nolably through optional transactions such
as the purchase and scle of put or call options. The purchase price
shall not exceed €20 per share, and the sale price shall be at least
€1.25 per share, except in the case of o particular legal provision.
This share purchase programme has not been used by ALISTOM.

The cancellation of this authorisation and its renewal for o period of
one year within the conditions sef forth in COB regulations number
28-02 and 98-04 as amended will be proposed to the next
Shareholders’ General Mesting scheduled on 30 June 2004 on first
call and, if the quorum is not met, on 9 July 2004, on second <oll.
The number of shares which could be purchased under this authari-
sation would not exceed 10% of the shore capital as of 31 Morch
2004, i.e. o theoretical maximum number of 105,865,757 shares. The
maximum purchase price and the minimum sale price proposed are
€5 ond €1 respectively.
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STOCK MARKET INFORMATION

The ALSTOM shares are listed on Eurcnext Paris (“Premier Marché” — Euroclear France code 12019) and on the New York Stock Exchange.
The shares were excluded from the CAC 40 Index since 3 April 2002. The ALSTOM shares are no longer listed on the london Stock
Exchonge since 17 November 2003,

VOLUMES AND SHARE PRICES ON EURONEXT PARIS (PREMIER MARCHE]

Month ; Total - Daily overage Total - Doily  Opening price High price Low price
‘ “Volume Volume " volume overage . onthe last doy of the month - of the month
- in-shares. inshares o omount of the month S
In € thousand In€ thousand = T In€ - In€ oo o€l
2002 , . e
Oclober 71,926,227 - 3127227  310,393.39 13,49536 . ... 508 5.58 325
November 64,716,106 3,081,624  413,317.73 19,681.80 7.30 803 .« 503
December 45,362,283 2,268,114 272,596.28 13,629.81 475 789 4472
2003 o ‘ ‘ N e _
January 47,248,564 2,147,662 - 236,853.00 10,76605 4.55 5.77 4,34
February 49,837,187 2,491,859 - 182,135.48 9,106.78 2.85" 485 261
March 303,142.720 14,435,368 46855311 2231205 1.43 2.99 057
April S 112,330,794 7 5616540 - 184:617.07 9,230.86 -, 177 . 184 152
Moy 269,782,352 12,846779 = 834,348.65 3973089 . . 331 404 . 187
June 74417187 - 3543676  239,846.16 11,421.25 4 300 3.48 295
July - 77,280,882 3,360,036 - 216,819.67. . 042694 281 310 237
August 184,084;869-- 8765946 ..450,162.25"  21,436.30 226 336 195 -
Seplember 215,697,802 9,804,446 -608,867.30 27.675.79 270 318 T2y
Oclober 53,798,904 2,339,083 14162666 615768 273 278 P 247
November 1421892488 © 7,144,624  336,332.04: 16,816.60 B 200 1.61
December 191,727,752 9,129,893 7801319 13,339.61 i £1:29-0 .72 .. .0.25
jonuary  1,043,799.006 49,704,715 1,627,596.43 7750459 1.68 177 T 26
February  1,479,319,255 73,965,963  3,053,978.38 152,698.92 225 2.5) 048
March 066,600,351 42,026,102 1,835,511.40 79,804.84 2.03 234 1.57

April 370,644,409 18,532,223 681,186.18 34,059.31 1.70 208 1.58

Scurce: Euronext Paris (“Brochure Emetteur”.
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AVERAGE VOLUMES AND SHARE PRICES ON THE NEW YORK STOCK EXCHANGE

New York Stock exchange {ADS)

Volume Daily Average Price low
Price High
In USD In USD
2002
Fourth quarter 55,609 781 3.05
2003
First quarter 86,638 6.1 1.28
Second quarter 125,468 415 1,65
Third quarter 63,300 3.69 2.39
Fourth quarter 79,341 3.63 1.61
2004
First quarter 1,103,901 3.22 1.63
Source: Reuters v s
SHAREHOLDER INFORMATION
In fiscal year 2004, ALISTOM continved its aclive communication ALSTOM
ond information policy fargefing private os well os insfitutionol 25, avenue Klgber
shareholders, both in France and in other countries. 75116 Paris
Tel.:  33.1.47.55.20.00

The Group once ogain held a series of information meetings with
institutional investors based in Fronce, Germony, the United
Kingdom, Swiizedand, the United States and Canada.

In oddition to its annucl and interim reports, ALSTOM communicates
with its shareholders through a number of medic, including o
“Shareholders' letter” twice o year and on the occasion of any major
Group event.

ALSTOM dlso took advantage of the possibilities offered by its
Infernet site, www.alslom.com, fo provide uptodate information on
the share price, an email news service, recent press releases,
details of shareholder events, as well as o proctical guide to being
an ALSTOM shareholder, Visitors could view recorded webcasts of
the Annual General Meeting of Sharehalders as well as our results
announcements.

ALSTOM has also developed opportunities for exchange and dia-
logue apert from the Annual General Meeting of Shareholders.

Investor Relations contact

The English and Frenchspecking Investor Relations team, based in
Paris, France, can be contacled vic telephone, fax or email af
ALSTOM's Head Office:

Emmanuelle Chéatelain — Analysts and institutional investors
Emmanuelle Douézy - Individua! shareholders

Fax:  33.1.47.55.25.60

E-mail: investor.relations@chg. alstom.com

Information for shareholders including current share price, recent
press relecses and detoils of shareholder events can be found on
ALSTOM's web site: htip:wwaw.alstom.com

English and French language versions of ALSTOMs annual report
2003/04 are avcilable on request from the Investor Relations
team:

= frence - Toll free number: 0800 50 90 51

s American Depasitary Receipt Holders may contoct our US
Registration Agent, the Bank of New York on shareholder helpline:
1 888 BNY ADR [toll-free]

listed on Euronext Paris and New York

Security codes:  EURQOCLEAR: 12019
CUSIP: 021244108

SBF 120
EURONEXT 100

Indices:
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INFORMATION
ON THE COMPANY

IDENTITY OF THE COMPANY

COMPANY NAME AND REGISTERED OFFICE
ALSTOM - 25, avenue Kléber - 75116 Paris

It will be proposed to the next Ordinary and Extraordinary
Shareholders’ Meeting, scheduled on 30 June 2004 on first call,
and on 9 July 2004 on second call, if the quorum requirement is
not met on first call, to ratify the transfer of the registered head office
of the Company fo 3 avenue André Malraux, 92 300 levallois:
Perret, decided by the Board of Directors held on 25 May 2004.
This transfer would be effective at the latest on 31 December 2004.

LEGAL FORM, APPLICABLE LEGISLATION,

AND COMPETENT JURIDICTIONS

Limited liability company (French “société ancnyme & conseil d'ad:
ministration”} incorporated under the laws of France and regulated
notably by the French Commercial Code ("Code de commerce”).

DURATION

ALSTOM was incorporated under the name "JOTELEC" on
17 November 1992 and its existence will expire on 17 November
2091, unless it is earlier dissolved or its life is extended.

REGISTRATION NUMBER 389 058 447 Paris
CODE APE 625E

SUMMARY OF KEY PROVISIONS
OF THE ARTICLES OF ASSOCIATION

PURPOSE OF THE COMPANY

{article 3 of the Arficles of Association)
The obijects of ALSTOM are directly or indirectly:

8 The conduct of all indusirial, commercial, shipping, financidl, real
property and asset transactions in France and abroad, notably
in the following fields:

® energy;

s transmission and distibution of energy;
¢ fransport;

= industrial equipment;

* naval consfruction ond repair work;
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¢ engineering and consultancy, design and/or production
studies ond general contracting ossociated with public or
private works and construction; and

= more generally, activities related or incidental to the above,

W Participation, by every means, directly or indirectly, in any oper-

ations which may be associaled with its objecs, by the creation
of new companies, capital contributions, subscription o pur-
chase of stocks or rights, merger with such companies or other
wise; the creation, acquisition, lease or loke over of business
goodwill or businesses; the adoption, acquisition, cperation or
sale of any processes ond patents conceming such activities; and

B Generally undertaking all industrial, commercial, financial and
civil operations and real property and asset fransactions that
moy be directly or indirectly associated with ALISTOM objects
or with any similar or related object.

Furthermore, ALSTOM con ioke an interest, of whatever form, in any
French or foreign business or organisation.

FISCAL YEAR

(article 18 of the Articles of Association)
From 1 April o 31 March.

INSPECTION OF LEGAL DOCUMENTS

The Articles of Association, minutes of shareholders’ Meetings and
other corporate documents are available for inspection at ALSTOM's
registered office.

SHAREHOLDERS' MEETINGS
{article 15 of the Articles of Association)

Convening and proceedings - Agenda

Crdinary and Extraordinary General Mesting, satisfying the legel
conditions for quorum and majorily voting, exercise the powers
respectively aftributed to them by the low. They are convened in
accordance with the rules and the terms loid down by law.

Meetings are held of the registered office of ALSTOM or at any other
place determined by the board, either within the “département” in
which the registered office is located or in any other French territory.

The agenda of the meeting is drawn up by the Board of Directors
if the Board has called the meeting and, if not, by the person cal-
ing the meeting. However, one or more shareholders salisfying the
conditions laid down by law may request the inclusion of droft res-
olutions on the agenda. Questions not appecring on the agenda
may not be considered.
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Admission end representation
Ordinary and Extraordinary General Meetings are made up of all
shareholders without distinction between the class of shares which

they hold.

In all shereholders’ meetings, holders of registered shares will not
be enfiled fo vote unless their shares are registered under their
names at the lotest two days before the meeting and remain so
registered until the end of such meeting. Holders of bearer shares
must, two days of the latest before the date of such meeting,
provide evidence that they have deposited their securities under
French legal conditions or produce one of the certificates described
in Arficle 136 of the French decree of 23 March 1967. These time
periods may be changed by the Board of Directors.

Any shareholder who has voted by correspondence or designated
a proxy by presenting a certificate of immobilisation defivered by the
shore deposilory, mey nevertheless sell all or part of the shares by
which he has cast his vote ar his designation, provided that he
notifies the issuing.company. of.the elements.allowing his.vote or proxy
to be cancelled or to modify the number of shares and correspon-
ding votes, no loter than noon on the day prior 1o the meefing.

A shareholder may arrange fo be represented by another share-
holder or by his or her spouse.

However, halders of shares listed in the 3rd paragraph of article
L.228-1 of the Code de Commerce con be represented by o
registered intermediary in the conditions set down by law.

Shareholders may vote by proxy or by postal vote at General
Meetings under the conditions laid down by low.

The Board of Directors shall have the powers fo organise, within the
limits of the law, the participation and voting of the shareholders by
visioconference or any other telecommunication means permiting
the identification of such shareholders. Where relevant, this deci-
sion of the Board shall be communicated in the notice of the meet-
ing and/or the invilation 1o atiend. The sharehelders who participate
by visioconference or by any of those other telecommunication
means shall be deemed present for purposes of the calculation of
the quorum and majority.

Yoting rights

Each member of the meeting is entitled to one vote for each share
held. At all Ordinary, Extraordinary or Special General Meetings,
the voting right on shares shall, in cases where such shares are sub-

ject to usufruct {life interest], be exercisable by the the usufruciuary.

There are no double voting rights.

OTHER INFORMATION
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It will be proposed 1o the nest Ordinary and Exsraordinary General
Meeting scheduled on 30 June 2004 on first.call and on @ july 2004
on second call, if the guorum requirement is not met on first call, to
amend the article 15 of the Articles of Association of the Company in
order to comply with article 136 of the decree of 23 March 1967,
as amended by orticle 384!l of the decree of 3 May 2002, on
deadlines for shareholders to send documents cancelling their votes
or changing the number of voles {one day prior to the General
Meeting at 3: p.m. instead of 12: a.m ).

New text proposed:

“Any shareholder who has voted by correspondence or designated
o proxy by presenting a certificate of immobilisation delivered by
the share depositary, may nevertheless sell all or part of the shares
by which he has cast his voie or his designation, provided that he
notifies the elements allowing his vote or proxy lo be cancelled or
to modify the number of shares and corresponding votes, no lafer
than 3.00 p.m. on the day prior fo the Meeting pursuant fo art. 136
of the Decree of 23 Morch 1967

NOTIFICATION OF HOLDINGS EXCEEDING
CERTAIN PERCENTAGES

{article 7 of the Articles of Associotion)

In addition to the legal obligation to notify ALSTOM of certain share-
holding levels set forth in articles L. 233-7 to L. 233-11 of the Code
de commerce, any individual or legal entfity acquiring a number of
ALSTOM shares giving a shoreholding in excess of 0.5% of the tofal
numbser of shares issued must notify ALSTOM by lefter, fax or telex
of the total number of shares that he possesses within fiffeen days of
this threshold being exceeded. Notification is fo be repeated under
the same conditions whenever an odditionol 0.5% threshold is
exceeded, up o and including a thresheld of 50%. To determine
these thresholds, both indirectly held shares and shares classified with
shares owned (as defined by the provisions of articles L. 233-7 et
seq. of the Code de commerce) should also be taken into account.

In ecch of the obovementioned nofifications, the declaring person must
certify that the noiification includes all shares held or owned in the
sense of the preceding paragraph. Such notification must also
indicate the acquisition datels). In the event of nonobservance of the
above provisions and in accordance with the conditions and levels
established by low, ¢ shareholder shall lose the voting rights relating
fo the shares in excess of the thresholds which should have been
nofified, if one or more shareholders holding at least 3% of the share
capitel so requirels).

Any shareholder whose shareholding falls below one of the
abovermentioned thresholds is also under an obligation to nofify
ALSTOM within the same length of time [i.e. 15 doys) and by the
same means.
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It will be proposed to the next Ordinary and Exfraordinary General
Meeting scheduled on 30 June 2004 on first call, end on 9 July
2004 on second cal!, if the quorum requirement is not met on first
call, to amend the Articles of Asseciation of the Company in order
to put them in compliance with Financial Security law n°2003-176
of 1 August 2003, with respect to the delay for informing the
Compony in case stotutory thresholds hove been exceeded [deloy
reduced from fifieen trading days to five frading days}:

New text proposed:

"In addition fo the legal obligation to nofify the Company of certain
sharehelding levels, any individual or fegal entity acquiring a number
of shares in the Company giving o shoreholding equal lo or in excess
of 0.5% of the total number of shares issued must notify the
Company by letter, fox or telex of the total number of shares that
he possesses within five trading days of this thresh-old being
exceeded. Notification is fo be repeated under the same conditions
whenever on oddifional 0.5% threshold is exceeded, up o and

. _including_a threshold of 50%. Any shcreholder whose sharehold-

ing falls below one of the abovermentioned thresholds is alsc under
an obligation to nofify the Company within the same length of fime
of fifieen days and by the same means.”

IDENTIFICATION OF HOLDERS
OF BEARER SHARES

(article 7 of the Articles of Association)

ALSTOM may, under the conditions laid down by the legal ond
regulotory provisions in force, request any officially authorised
organisation or intermediary to pass on all information concerning
its shareholders or holders of its stock conferring an immediate or
subsequent right to vote, their identity and the number of shares that

they hold.

APPROPRIATION OF INCOME
{article 20 of the Articles of Association)

The profits for fiscal year consist of the revenues relating 1o the
preceding fiscal year, less overheads and other company expen-
diture including provisions and depreciation allowances.

At least 5% is set aside from the profits less any previous fosses if
appropriate to form the legal reserve fund. This provision ceoses te
be mandatory once the value of the fund reaches onefenth of the
shore capital.

The remainder (less the above deductions) of the refained eamings
and withdrawals from the reserves which the General Meeting has
at its disposal shall, if the General Meeting so desires, be distributed
among the shares, once the sums carmed forward by the said meeling

OTHER INFORMATION
INFORMATION ON THE COMPANY

or fransferred by it to one or more reserve funds have been

deducted.

After the accounts have been opproved by the General Meeting,
any losses are carried forward to be charged against the profits of
subsequent fiscal years until they are cancelled out.

Each shareholder may be granted, af the General Meeting, for afl
or part of the dividend or interim dividend to be distributed, on
option to be paid the dividend or interim dividends in cash or in
shares of ALSTOM, under the current legal and regulatory conditions.

Dividends not claimed at the expiration of a fiveryear period are
paid to the French Tax Entity Trésor Public.
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AUDITORS
STATUTORY AUDITORS

Barbier, Frinault & Autres, Ernst & Young
represented by Mr. Gilles Puissochet

41, rue Ybry

92576 Neuilly-surSeine Cedex
__Fronce

Deloitte Touche Tohmatsu
represented by Mr. Alan Glen
185, avenue Charlesde-Gaulle
B.P 136

92203 Neuilly-sur-Seine Cedex
France

The statutory auditors were appointed by the Ordinary General
Mesting of 2 July 2003; their mandate of six fiscal years will expire
ot the Ordinary General Meefing called to consider the accounts
for fiscal year ending 31 March 2009.
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DEPUTY AUDITORS

Mr. Pascal Macioce

41, rve Ybry

92576 Neuillysur-Seine
France

BEAS (SARL)

79, Villa Houssay
92954 Neuilly-sur-Seine
France

The deputy auditors were appointed by the ordinary general meeling
of 2 July 2003; their mandate of six fiscal years will expire at the
ordinary general meeting called to consider the accounts for
fiscal year ending 31 March 2009.

STATUTORY AUDITORS FEES
FISCAL YEAR 2004 FISCAL YEAR 2003
Barbier Frinault Deloitte Touche 37" Barbier Frinault Deloitte Touche
et Autres Tohmatsy . et Autres Tohmatsu
Ernst & Young Emnst & Young
Amount % Amount % : Amount % Amount %
in € million in € million in € million in € million

Audit o
Statutory auditors diligence, .
certification, review of individual
and consolidated accounts 68 61% 6.8 49% 59  57% 59 35%
Audil related assignments i 3.5 32% 60 43% = 39 37% 8.7 52%
Sub-total Y 103 93% 128 92% & 9.8 94% 14.6 87%
Other services ( g
legal, fox, social* 08 7% 1) 8% - 0.6 &% 1.6 9%
information technology 3 - - 0.2 1%
Cther it - 0.5 3%
Sub-total 08 7% 11 8% | 0.6 6% 23 13%
TOTAL 1.1 100% 13.9 104 100% 169 100%

* Principally ouiside France
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ACTIVITY OF THE HOLDING COMPANY

ALSTOM is the holding compary of the ALSTOM Group. ALSTOM
invesiments consists exclusively of the shares of ALSTOM Holdings.
ALSTOM centralises a large part of the external financing of the
Group ond directs the funds so oblained o its subsidiary ALSTOM
Holdings through loans and current account. Fees from its indirect
subsidiaries for the use of the ALSTCM name are ALSTOM's main
other source of revenue. For more information, see "Slolutory
Accounts”.

ENVIRONMENTAL
AND SOCIAL INFORMATION

information given pursuant to article L 225-102-1 of the Code de
Commerce:

ALSTOM, the parent company of the ALSTOM Group, has no

employees and no industrial or commercial activity.

Fundamental Conventions of the International Lobour

Organisation

ALSTOM seeks to ensure complicnce by its French and overseas

subsidicries of the fundamental Conventions of the International

labour Organisation, understood as:

= equal opportunities and nondiscrimination in the workploce
(conventions 110 and 111},

= freedom of association - freedom to form unions or to adhere
to unions and freedom to bargain collectively with employers
{conventions 97 and 98,

o child labour - ban on employment of children under 15 years
of age and under 18 vears of age for “high risk” jobs
(conventions 138 and 182},

s forced labour — ban on use of forced labour, slavery and use
of imprisoned workers [conventions 29 and 105).

Our “Code cf Ethics” is incorporated in the collection of the Group's
policies and instructions {known as the e-Book) which is available
through the Group's Infranet to all employees word-wide.

The "Code of Ethics” stipulates that alt employees must comply
with the laws, regulations and requirements relating o their job, loca
fion and environment and must avoid activities which would involve
ALSTOM in any unlowtul proctice. Compliance with the policies and
instructions contained in the eBook is obligatory. An internal cudit
team routinely checks our Units throughout the world for compliance
with the Corporate Insfructions contained therein.

We believe therefore that in almost olf countries in which the Group
operates, the couniries’ labour law complies with fundamental 1O
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conventions, and thal we respect these laws. In oddition, the "eBook”
stipulates @ pelicy of equal opportunity and nondiscrimination in the
workplace. We do not believe that any of our operations employ
child or forced labour of any kind. However, some of the Group's
operations may be run under jurisdictions which do not respect all
ILO conventions, such as freedom of association {conventions 97
ond 98). So far, we have not introduced measures to ensure sys-
fematic monitoring of our suppliers’ compliance with the fundamen-
tal ILO conventions listed obove.

Impact of foreign subsidiaries operations

on regional development and local populations

Our foreign subsidiaries take into account the impact of their oper-
ations on regional development and local populations principally
through observance of the Group’s environmental health and safety
policy, which is monitored on a site by site basis. Impact on regional
development in terms of employment is monitored and reported by
our human resources network.

Foreign subsidiaries’ environmental objectives

With respect o environmental objectives assigned fo our foreign sub-
sidiaries, all sites in principle menitor and measure performance on
a wide range of such issues. Our Environment, Health and Scfety
{EHS) function has elaborated o "road-map” methodology which is
used by exiernal auditors to grede each site in terms of its perform-
ance. Our environmental management plan requires that each sife
measure its water, raw material and energy consumption and waste
production. We assign target improvements in each of these areas
as necessary.

We do not assign explicit obiectives in respect of bioclogical stability,
natural environments or protected species of animals and wildlife,
though some of our sites are involved in local initiatives to preserve
local wildlife.

We do not assign objectives in respect of environmenial cerfifico-
tion. Our internal “road-map” methodolegy is based on a manage-
ment system approach, linked to perfermance, each site complying
with ALSTOM criteria being able 1o require and obtain cerfification
ifit is necessary for its activity.

This fiscal year we completed our technical assessment of the
historic and actual environmenial impact of ALSTOM’s main
menufacturing sites and introduced corresponding action plans
which will be formally reviewed by each Sector to ensure strict
follow up on progress.

In most of the jurisdictions in which we operate our industrial activ-
ities are subject to operating permits, licenses or/and authorisations
and most must comply with these permits, licences or authorisations
and are subject to regular administrative inspections. Through our
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internal methodology, which is externally audited, we control each
site’s compliance in this respect, including operating units of our
foreign subsidiaries.

We do not currently consclidate our expenditure on environmental
impact prevention, but we believe that all our sites have adequate
environmentcl management systems in place. Each site employs an
environmental, health and safety manager responsible for aflocating
resources fo the reduction of environmental risk and for reporting on
and managing environmentally-demaging aecidents, should such
accidents orise. These environmental health and safety managers
are trained on a regular basis, as are the Group's Unit Managing
Directors.

OTHER INFORMATION
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SIMPLIFIED ORGANISATION CHART AS OF 31 MARCH 2004

ALSTOM Holdings
{France)

OTHER INFORMATION
SIMPLIFIED ORGANISATION CHART

1 ALSTOM GmbH 15 ALSTOM fnc. |
{Holding - Germany) ! {Halding - USA) ;
{2 ALSTOM UK Holdings Utd {6 ALSTOM Mexico SAdeCV |
; [Holding - UK} ] i {Holding « Mexico) ;
'3 ALSTOM Espana 1B ! i7 ALSTOM (Ching} Investment Co. Lid f
‘ {Holding - Spain) i 7 {Holding - Ching) i
ALSTOM NV 7 {8 ALSTOM Power Holdings lida |
{Holding - Netherlands) [Holding - Brazil) {
I i 1
i ALSTOM Power Holdings ALSTOM Tromsport SA i : Chantiers de !'Afianfique Vol ALSTOM Power
{France) {France) P {France) | i Conversion SA |
_ ! . T | {France)
ALSTOM Power Boilers SA 4 ALSTOM Ferroviaria SpA ] ALSTOM Leroux Naval T
{France) ; {ltaly) l {France)
ALSTOM Power Hydra I3 ALSTOM Transporte L A MR || |1 ALTOM Power
P ! | Conversion GmbH
{France} L (Spain) {France)
- : i ! {Germany) !
ALSTOM Power Service SA Al ALSTOM LHB GmbH
i {France] i (Germany)
{4 ASTOMPower | '4  AISTOMPower | |8 ALSTOM Brasil Lida | L2 ACL;WM,PW;
| Turbomachines . Boiler GmbH Lo [Brazil) i verson
: {Fronce) . (Germany) 1 : - : e ‘EJK_L o
: L6
|4 AMSTOMPower | 1, Ngomkk || AsTom Trw:itl“ e
[ Services GmbH _ foen] oL o
& (Germany) » P :
- S 2 ALSTOM Transport !
4 ASTOMPower | |4 ALSTOM | (UK
holic SpA ! Power sro L
(taly} L1 [CzechRepubli) | ' [S ALSTOM Transportation Inc i
T ) {USA) :
{4 ALSTOM Power L4 ALSTOM w )
SP Zoo [ Power Inc s ALSTOM Signaling inc. i
(Poland) b (USA) (USA) L
|4  ASTOMPower | |2 ALSTOM Power
| Swaden AB o UK Holdings Ltd
| {Sweden) L {UK)
4 AISTOM | 4 ALSTOMPower
Switzerland Uid Asia Pocific Sdn Bhd
{Switzerland) {Malaysic}
14 ALSTOM Power L 14 ALSTOM Power
[ Centrales . Generation AG i
i {France) 1 {Germany)
4 NSTOMPewer |
| Hydraulique )
1 France}

* We have recrganised our Power Sector in three new Seclors: Power TurboSystems, Power Service and Power Environment. This reciganisation is effective as from 1 April 2003. No company
listed above has on octivity exclusively dedicated to one of these three new Seciors, except ALSTOM Power Centrales {France] which is dedicated to the Power TurboSystems Sector,
ALSTOM Power Service GmbH [Germany} which is dedicated o the Power Service Sector, and ALSTOM Power Boiler GmbH [Germany] which is dedlicated to the Power Environment sector.

Neota: Unless otherwise stoled, companies are wholly owned - Each number in a box indicates the ultimate holding company with the same number that holds its shares.
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OTHER INFORMATION
EXTRACT OF THE PROTOCOL

DATED AS OF 27 MAY 2004

EXTRACT OF THE AGREEMENT DATED AS OF 27 MAY 2004

Translation for information purposes only

BETWEEN THE UNDERSIGNED

The FRENCH REPUBLIC, represented by its State Minister of the
Economy, Finance and Industry,

hereafter designated as the “State”

of the first part

The company ALSTOM represented by Mr. Philippe JAFFRE, its
Finance Director,

hereafter designated as the “Company”
of the second part, and

1°- BNP PARIBAS, represented by Mr. Beudouin PRCT,
2° CALYON, represented by Mr. Alain PAPIASSE,
3° SOCIETE GENERALE, represented by M. Philippe CITERNE,
4°- NATEXIS BANQUES PCPULAIRES, represented
by M. Lourent GILLET,
5°- CCF, represented by Mr. Gilles DENOYEL,
&°- CREDIT INDUSTRIEL ET COMMERCIAL, represented
by Mr. Jean HUET,
7°- CDC FINANCE - CDC XIS, represented
by Mr. taurent VIEILLEVIGNE.

heredfter designated as the “Banks”
of the third part

The undertakings agreed upon in this Agreement, cs well as those
in the Agreement of 2 August 2003 as modilied by the Amendment,
or, os the case may be, by this Agreement, form an overall pack-
age for the parties. However, the noncompliance by one of the par-
fies of one of their undertakings yet to be performed can only be
invoked by anather party if this noncempliance is significant and

of o nature to upset the balonce of this Agreement and the
Agreement of 2 August 2003 as modified by the Amendment.
The undertakings of the different parties are in the same order of
presentation as the Amendment.

The undertakings of the State in this Agreement are subject to the
favourable decision of the Commiltee of the European Commission
with regard fo the aid plon notfified in 2003 for the restructuring of
the Company and to the underickings of the State in this Agreement.

I - UNDERTAKINGS OF THE COMPANY

1.1. The Agreement of 2 August 2003 as amended by the
Amendment of 20 September 2003 contemplated that the redemp-
tion in shares of the TSDDRA was to occur automatically and by law
on the first business day following the receipt by the State of the
Commission's decision.

ftis also provided that the redemption in shares of the TSDDRA must
lead 1o the issue of 240 million new shares, with the contraciual
repayment parity being 1.25 euros.

The Company undertakes to do everything necessary in order that
the redemption in shares of the TSDDRA is registered in the books
of the Company as soon as possible following the receipt by the
Compony of a copy of the pasitive decision of the European
Commission addressed to the State, declaring that the subscription
by the State of the TSDDRA issued by the Company and their
redemption in shares constitule an aid compatible with the Common
Market (or do not constitute State aid).

1.2. The Company undertakes to submit to a vote of sharsholders
an Ordinary and Exirarordinary Meeting of Shareholders of the
Company the authorisation of a new capital increase for a maxi-
mum amount of 2.2 billion eurcs, issue premium included, defailed
os follows:

a) on increase in capital mainiaining the preferential right of sub-
scription of the shareholders of the Comparny payoble in cash or cash
equivalent for a maximum amount of 1.2 billion euros. This increase
will be made at a subscription price which takes into account a dis-
count reflecting market practice.

b} an increase in capitel of an amount of 500 million eurcs reserved
for the Stete and the CFDI, payable by set off of their cutstandings
under the PSDD and TSDD {see clause 2.1 below). The State will
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buy bock all of the shares subscribed in this way by the CFDI. The
participation of the State and the CFDI in this capital increase by set
off of outsiandings will be such that the State, after buying all of the
shares subscribed by the CFD!, will never at any time hold more than
31.5% of the capital or of the voting rights of the Company.

c) an increase in capital of a maximum amount of 700 million eures
reserved for the Company's senior and subordinated lenders, other

‘than the State and the CFDI, which may-elect fo subscribe by pro

rata set off of their outstandings.

This last increase in capital will be payable by sef off against all or
a part of the debt which may, os the case may be, result from the early
prepayment of the amounts due under all of the drawn facilities
[PSCD, syndicated facility due 2006 and loon of 18 August 2000},

The capilal increases mentioned above in b} and c) will be made
at the same subscription price, equal to the subscription price of the
capital increase with preferential right of subscription mentioned in
a) above, increased by a premium reflecting market conditions.
The subscription prices of the aforementioned capital increases will
be fixed by ogreement between the Banks and the Company, in
consultation with the State, in order 1o ensure the success of the plac-
ing of the capital increases mentioned in a) then c).

1.3. Other underlakings of the Company
The Company clso underiakes to:

» carry out the asset disposal programme as defined by the
Company, the State, and the European Commission in
accordonce with the ogreed conditions and timedimits;

o through decisions of its Board of Directors or a vote of its
shareholders, take all the decisions necessary to set up the
plan, and in particular to reduce the nominal value of the
shares of the Company.

» grant security of 700 million euros remunerated ot @ market
rate, put in place in order fo guarantee the first loss of amounts
due fo the Banks and other insfitutions parficipating in the New
Bonding Programme referred fo in 3.2 below. This security will
be constituted sither in the form of o cosh deposit or o pledge
over a bank account or securities, in any legal form ond
located in the place of the Banks choosing, in consultation with
the Company and the State;

> continue the implementation of its medium term industrial plan;

s confinue its programme of the streamlining the legal structure of
the group.

OTHER INFORMATION
EXTRACT OF THE PROTOCOL ‘

DATED AS OF 27 MAY 2004

2 - UNDERTAKINGS OF THE STATE

2.1. Undertakings regarding the capital increase

s The State will take any necessary decisions, or arrange for
them to be tcken, as soon as possible in order to redeem the
TSDDRA with shares of the Company.

% The State undertakes to subscribe in cash for the capital

increase with preferential subscription rights referred to in

1.2.0), by the exercise on the basis of a full take up of all or

part of ifs preferential subscription rights arising from the

redemption in shares of the TSDDRA, for an amount of
between 170 millicns euros and 185 million euros which will
be determined in function of the possible repayment of the
bonds redeematle in shares {ORA) which may occur between
the date of this Agreement and that of the implementation of
the capital increase referred o in 1.2.aj above.

The exact amount will correspond to the subscriptions which

an exercise on the basis of o full take up of the preferential

subscription rights of the State will permit, in respect of a

capital increase of 1 billion euros.

« In oddition, the State and the CFD! will subscribe for the
reserved capifal increcse mentioned in 1.2.b} and will poy up
this capital increase by set off with their outstandings for the
amount of:

@

- 300 millions euras of the CFDI in respect of the PSDD, and
- 200 millions euros in respect of the TSDD of the State,

subject to @ maximum shareholding of the State of 31.5% as men-
tioned in 1.2.b] above.

2.2. Undertakings concerning the New Bonding Programme

In addition, the State underiakes to participate in the reorganisation
of the system of bonding gucrantees, particularly concerning the
bonding gucraniees issued by the Banks having participoted in the
syndicated bonding guarantee focility of 29 August 2003 [clause
2.4 of the Agreement of 2 August 2003), in the following way:

The guarantee resulting from the CFDI Notice in favour of the Banks
having participated in the syndicated bonding guarantee facility of
29 August 2003 will be amended or terminated with the agresment
of the Banks (pursuant to the terms and conditions fo be agreed in
order to ensure the confinuily of the cover of the “bonding guaran-
tee risk” by the State/CFDl}, and o new notice (the "New Nofice”]
will be given by the State ond/or the body designated by it.
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The guarantee given to the Banks by the CFDI by means of the CFDI
Notice will not be able o be called by the Banks in respect of the
bonding guerantees issued up to the date of the signing of the New
Notice, as long as, without prejudice fc ifs scheduled redemption,
this New Notice is actionable, and the CFDI, or any cther body
designated by the State to issue the New Notice, benefit from the
counler-guarantee of the State. However, the counterguaraniee

~ given by the CFDI under the counterguarantee of the State in the

coniext of the old bonding guarantee facility may under no circum-
stonces be aggregated with that given by the CFD! or the State or
any other institution operating under its guaraniee in the framework
of the New Bonding Guarantee Facility.

The outsiandings [with the exception of bonding guarantees relat-

.ing to the T8D business transferred in January 2004) under the bond-

ing guarantee facility of 29 August 2003 existing at the time of the
establishment of the new bonding guarantee facility, will be incor
porated in, and govemed by a new bonding guarantee facility
granted by the banks o, as the case may be, by amendment to the
existing facility of 29 August 2003, as described in clause 3.2
below {the "New Bonding Guarantee Facility"). The bonding guar-
antees issued by the banks participating in the New Bonding
Guarantee Facility and by the institutions which, having adhered to
the intercreditors agreement, will clso issue bonding guarantees
upon request of the Company or its subsidiaries will constitute the
"New Bonding Programme”.

The State will grant its counterguarantee, directly or through the CFDI
or any other body which it guaraniees, for that part of losses {second
loss guarantee] of mere than 700 miflion euros and up to @ maximum
of 1.25 biflien euros, to the banks and other insfitutions participating
in the bonding guarantees of the Company in the context of the
New Bonding Programme. The New Notice, or the amended CFD
Natice, will be issued by the CFDI, by the State, or any other body
operating under the guaraniee of the State, in order fo cover, in an
event of defoult by the Company, losses exceeding 700 million euros
incurred by the banks or other inslitufional guarantors of the Company,
participating in the INew Bonding Programme.

The direct guarantee by the State, the CFDI, or any other institution
chosen by the State and counter guaranteed by it, will cover the bong-
ing guarantees which will be tronsferred to or issued during @ maxi-
mum of twenhyfour {24) months beginning on the dote of the entering
info force of the New Bonding Progromme. This “second loss”
guarantee will only be triggered after the utilisation of all of the
700 million euros. The maximum outstandings under New Bonding
Progremme will be 8 billion euros.

The guarontee which will be given by the State, the CFD), or by any
institution operating under the guarantee of the State, to the banks and
institufions participating in the New Bonding Programme shall not
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exceed 1.25 billion euros.

The Stote will use ifs best efforts to obtain a decision from the European
Commission by the end of june 2004, opproving the restructuring plan
notified in August and December of 2003, as amended by this
Agreement.

3 - UNDERTAKINGS OF THE BANKS
3.1 Capital increase with preferential rights of subscription

The Banks undertake, on the basis set out in the table in the appen:
dix to this Agreement, to underwrite in cash the capital increase with
preferential subscription rights referred o in 1.2.a}or o gross amount
of 1 billion euros before deduction of the part subscribed in cash by
the State by exercise of all or a part-of its preferenticl subscription rights
as described in clause 2.1.

3.2. New Bonding Programme of 8 biflion eurss

The Benks undertake fo establish the New Bonding Programme and
in particular fo establish the New Bonding Guarantee Facility in
which the gross outstandings, as increased by the outstanding bond-
ing guarontees issued outside the New Bonding Guarantee Facility
by other institutions, will be between 6.6 and 8 billion eurcs.

The outstandings of the Banks under the exisfing bonding guarantee
facility of 29 August 2003 [with the exception of the bonding guar
antess relating to the T&D business fransferred in January 2004)
the time of the establishment of the New Bonding Guarantee Facility,
will be transferred to the New Bonding Guarantee Facility. No other
existing bonding gucrantes of the Banks may be integrated into the
New Bonding Guaraniee Facility.

The institutions participating in the New Bonding Programme will

benefit from:

o the first loss guarantee of 700 million euros,

@ second loss guarantees exceeding losses over ond above the
first 700 miflion euros, gronted pari passu

¢ by the State {or by any body operating under its guarantee} for
an amount of 1.25 billion euros

o by the Banks for an amount of 50 millions euros in the
proportions set out in the table in Appendix .

These guarantees will amortise ot the end of the drowing period under
the New Bonding Programme in such a way that these guarantees will
remain, at all fimes, subject to the utilisation of the first loss guarantee,
at least equal to 25 % of the outstanding bonding guarantees under
the New Bonding Programme, s reduced by any calls on the first
loss guarantee. The second loss guarantee of 1.25 billion euros of
the State and 50 million euros by the Banks will reduce in priority and




2003-2004

269

pari possu as between the Stote and the Banks os from the end of
the drawing period under the New Banding Programme (24 months
starting. from the date of the entry into force of the New Bonding
Programme). The first loss guarantee of 700 millions euros will be
amortised thereafter,

The net risk is defined as the amount of the New Bonding Programme,
reduced by the first loss guarantee of 700 million euros and by the
second loss guarantee granted by the Siate ond the Banks for 1.3
billion euros.

The maximum net risk of the New Bonding Programme may thus
amount fo & billion euros.

It is understood that the Banks underiake, in accordance with the pre-
porfions set out in the table in Appendix 1, to issue new bonding guar-
antees under the New Bonding Guaraniee Facility referred fo above
for @ maximum amount of autstending nef risk of 4.6 billion eurcs, dur
ing a pericd of twentyfour (24] months starting from the entry info force
of the New Bonding Programme. This net risk of the Banks of 4.6 bil-
lion euros may be reduced in the event that syndication of the New
Bonding Programme permits the figure of 8 biflion euros of gross out
standing bonding guaranlees 1o be exceeded.

The payment conditiens of this facility will reflect market conditions and
will be, for the State as well as for the Banks, comparable to that of
the conditions of the syndicoted bonding guarentee focility of 29
August 2003, 1o the extent that it remains compatible with market con-
difions.

3.3. Miscelloneous undertakings

The Banks undertake to approve the amendments/waivers which will
be, in consultation with the Company and afer the agreement of the
Banks, presented fo the various groups of creditors for their approval.

4 - GENERAL CONDITIONS

4.1, The implementation of this Agreement is conditional upon the
obtaining of the necessary authorisations:

» from the European Community authorifies,

» from the shareholders of the Company, its management,
ond the obfaining of any other approval, opinion or consultation
required by law.

= from the senior or subordinated lenders in the various bilateral or
syndicated facililies gronted to the Company and its subsidiaries,
and os opplied should the occasien arise, from the guarantee
issuers whose consent would be necessary.
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The approval of the lenders/issuers should principally relate to the
following:

< early repayment fo allow for the subscription of capital
increases by setcff of debt;

o disposals of assets;

® covenants;

» constitution of the first loss guarantee of 700 million euros
referred in 1.3 above; and

< the seffing up of o bridge bonding guarantee facility
if necessary.

4.2. Varicus conditions

This Agreement will be communicated to the banks referred to in
Appendix 2 of the Agreement of 2 August 2003, as well as to the
banks now participating in the PSDD. It will also be communicated
to the European authorities, as well as to any securifies market authority,
or other, in cccordance with the various regulations applicable to
the Company. -

27 May 2004
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INFORMATION ON THE ANNUAL REPORT

PERSONS ASSUMING THE RESPONSIBILITY OF THE DOCUMENT

To my knowledge the information contained in this “Reference Document” is accurate; it contains all information necessary to an investor to
evaluate the assefs, the acfivities, the financial situation, the results of operations and the prospects of ALSTOM, There is no cther informa-
fion the omission of which would olter the scope thereof.

Paris, 17 June 2004 !
The Chairman & Chief Executive Officer
Patrick Kron

PERSONS RESPONSIBLE FOR AUDITING THE FINANCIAL STATEMENTS

{Free translation of a French langucge original prepored for convenience purposes only. Accounting principles and auditing standords and their application in practice
vary from one country to another. The accompanying finoncial statements are not infended to present the financial position, results of operations and cash flows in
accordance with accounting principles and practices generally accepted in countries other than france. In addition, the procedures and practices followed by the
statuiory auditors in France with respect to such finonciol stolements included in o prospectus moy differ from those generafly occepted ond opplied by cuditors in
other countries. Accordingly, the French financial siatements and the audilors’ report - of which a franslation is presented in this document for convenience only - are
for use by those knowledgeable about French accounting procedures, auditing siandards and their application in proctice.)

We draw your attention to the new requirement under the French Financial Securities Act of 1 August 2003 that
requires auditors to explain their assessments in their reports on the finoncial statements of all French companies. Such
explanations, that have no equivalent in other financial markets, are required for all reports, whether or not qualified.

As independent auditors of ALSTOM and pursuant to Rule 9801 of the Commission des Opérations de Bourse and professional standards appli-
cable in France, we have performed certain procedures on the information confained in this "Reference Document” relating 1o the historical finan-
cial statements of the Compeny.

The Chairman and Chief Executive Officer of ALSTOM is responsible for the preparation of the “Reference Document’. Qur responsibility is 1o
teport on the foirness of the information presented in the “Reference Document” relating fo the financial situation and the financial statemenis.

We have conducted our work in accordance with professional standards applicable in France. Those standards require that we assess the fair-
ness of the information presented relating fo the financial situction and the financial statements and its consistency with the financial stotements on
which we have issued a report. Qur procedures also include reading the other information contoined in the “Reference Document” in order to
identify material inconsistencies with the information relating to the financial! situation and the financial statements and 1o report any apparent mate-
ricl misstalement of facts that we may have found in reading the other information based on our general knowledge of the company cbiained
during the course of our engagement. When reading the forward looking information defermined accerding to a structured process, we took into
account the assumptions used by manogement and the amounts obtained by applying these assumptions.

We have audited in accordance with professional stondards applicable in France the statutory and Censolidated Financial Statements of the
Company prepared in accordance with accounting principles generally accepted in France for the fiscal year ended March 31, 2002, approved
by the Board of Directors. We expressed an unqualified opinion on such financial stalements.

The sfatutory and Consolidated Financial Statements for the yearended March 31, 2003, opproved by the Board of Directors, medified on pro-
posal of the Board of Directors on July 2, 2003 and adopted by the Annual General Meeting of the same day, ond which have been subject by
us fo an oudit in accordance with professional stondards applicoble in France, hove been issued with an unqualified opinion on such financial
statements.

In the report on the statutory financial stotements of the Company for the year ended 31 March 2003, without qualifying cur opinion, we included
the following emphasis of matter: :
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“We draw attenfion to the Note 1- “Basis of preparation of the statufory accounts” which highlights the fundamental principles, the main assumptions
ond cerloin addilional matters used by the Board of Directors lo opprove the statutory financiol statements.”

In the report on the Consclidated Financial Statements of the Company for the year ended 31 March 2003, without qualifying our opinioﬁ, we
included the following emphasis of matter:

"We drow attention to the Note 1 (b} ~ "Basis of preparation of the consolidated accounts” which highlights the fundamenta! principles, the main
assumplions and certain additional matters used by the Board of Directors to approve the Consolidated Financial Statements,”

In our supplementary report to our report dated 14 May 2003, dated 2 july 2003, without quolifying our opinion, we made the following
observations:

“We draw aftention to the main modifications to the consclidated occounts approved on 13 May 2003 by the Board of Directors: compared to
the accounts approved on 13 May 2003, the principal changes are o reduction of shareholders’ equity from €805 million to €758 millon, an
increase of the loss of the year from €1,381 million to €1,432 million and a reduction of the operating result of Transport Sector from
€49 million {posifive] to €24 million (negative).

We draw attention 1o the fact that in his presentation of 2 July 2003 to the Annual Shareholders' Meeting, the Chairman and CEQ updated the
shareholders on the action plan related to the indebtedness, financing and progress made on the asset disposal plan of the Company. The successful
completion of this plan is essential fo the debt reduction programme. We have indicoted that if these plans were to suffer from a significant,
unfavourable outcome, which the Company does not expect, the application of accounting principles generally applicable where the going concemn
principle is applicable might no longer be appropriate.”

The statutory and Consolidated Financicl Statements for the yearended March 31, 2004 approved by the Board of Directors, and which have
been subject by us to an audit in accordance with professional standards applicable in France, have been issued with an unqudlified opinion on
such financial statements.

In the report on the statutory financial statements of the Company for the year ended 31 March 2004, without qualifying our opinion, we included
the following emphasis of matter:

“We draw your attenfion fo the fact that the statutory financial statements have been prepared assuming that ALSTOM will continue os-a-going
concern, ALSTOM has incurred significant losses and a high level of indebtedness as a result of which its ability to meet its financial needs depends
on the successful outcome of the negotiations currently on-going with its main banks and on the obtentien of approvals of the European Commission
" os described in Note 1- Basis of preparation of the statutory accounts. The capacity of AISTOM to continue to have access to bonding facilities,
which is necessary to obiain new orders, is also conditional on the favorable outcome of those negotiations s described in the Nofe 1. We also draw
atiention on the foct that, as described in the Notes 1 and 9.5, the ALSTOM banks have suspended until 30 September 2004 the covenants
related to existing credit lines, pending the outcome of current negotiations. The statutory financial statements do not include any adjustments to assets
and liakilities that may possibly result from o negative outcome to the uncerlainty related to going concem arising through the matiers described above.”

In the report on the Consolidated Financicl Statements of the Company for the year ended 31 March 2004, without qualifying our opinion, we
included the following emphasis of matier:

“We draw attention to the fact that the Consolidated Financial Siatements have been prepared assuming that ALSTOM will continue as a going
concern. ALSTOM has incurred significant operating losses and a high level of indebtedness as a result of which its ability to meet its financial
needs depends on the successful outcome of the negotictions currently on-going with its main banks and on the approval of the European
Commission as described in Note 1.b. The copacity ALSTOM to access to bondings, which is necessary to book new orders, is also conditional
to the fovorable outcome of those negotialions os described in the Notes 1.b ond 27.0. We olso draw oftention on the fact that, os described
in the Notes 1.b, 22.c and 29.¢, the banks of ALSTOM have suspended until 30 September 2004 the covenants related o existing credit lines,
pending the oulcome of current negotiations. The Consolidated Financicl Statements do not include any adjustments to assets and liobilities, in
particular goodwill, other intangible assets and net deferred tox assets that are stated on the balance sheet as of 31 March 2004 for, respec:
tively, €3 424, €956 and €1 531 million {see Notes 7, 8 and 6., that may possibly result from a negative outcome to-the uncertainty related
fo going concern arising through the matters described above.”

The proforma financial statements covering the years ended 31 March 2003 and 31 March 2004, are the responsibility of the Chairman and
Chief Executive Officer and hove been reviewed by us in accordance with professional standords applicable in France. Based on our review,
the conventions used constilute o reasonable basis for presenting the effects of the disposal of the Small and Medium Gas Turbines and Industrial
Turbines Businesses io Siemens and of the disposal of the Transmission & Distribution Sector (excluding the Power Conversion Business) to Areva
in the pro forma financidl stalements covering the years ended 31 March 2003 and 31 March 2004, their reflection in the pro forma financial

statements is appropriate and the accounting conventions used are consistent with those followed in preparing the Consolidated Financicl
Statements as at 31 March 2003 and 31 March 2004.




' 2603-2004

OTHER INFORMATION
INFORMATION ON THE ANNUAL REPORT ‘

1272

Based on the procedures performed, we have no matters to report regarding the fairness of the information relating 1o the financial situation and
the financial statements presented in the “Reference Document” .

NeuillysurSeine, 17 June 2004

The Independent Auditors

BARBIER FRINAULT & AUTRES DELOITTE TOUCHE TOHMATSU
ERNST & YOUNG
"’f’!?
R [ P
%
Gilles Puissochet Alan Glen

Additional information

This "Reference Document” includes:

- the reports on the statutory and Consclidated Financial Statements of the Company for the year ended 31 March 2004, which include pages
152 and 83, respectively, the justification of our assessments in occordance with the requiremenis of article £.225-235 of the Code de Commerce.
- the independent auditors’ repart (page 234] prepared in accordance with article L.225-235 of the Code de Commerce on the report prepared
by the Chairman and Chief Executive Officer on the internal control procedures relating fo the preparation and processing of financial and account-
ing information.
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RECONCILIATION WITH COB REGULATIONS

This “Document de référence” was filed with the "Autorité des Marchés Financiers” {"AMF”) on 17 June 2004 in accordance with the COB

"

regulation (‘Réglement n° 98-01"}.

it may be used in connection with an offering of securities if it is cccomponied by o prospecius |"Note d'Opération”] for which the AMF
has issued a visa. '

To facilitate the reading of the annudl report filed as "Document de référence”, the following table identifies the main information required
by the AMF within'its rules and instructions.

INFORMATION
CERTIFICATION
W Responsibility for the accuracy of the Document of reference : Page 270
u Certification of independent auditors Pages 27010 272
® Communication policy Page 258

GENERAL INFORMATION
Issuer
B ALSTOM ' o - Pages 259 to 264

French Société anonyme with a share capital of €1,320,821,965
25, avenue Kléber - 75116 Paris - France
RCS: 389 058 447 Paris

Share copital

B Characteristics {voting rights restrictions. . ) Pages 242 and 259 to 261
B Authorised share capital not issued Page 240
m Pofential share capital Poge 242
m Changes in share capital over five years Page 241

Stock market information
B Evolution of the share prices and volumes over 18 months Pages 257 to 258

Share copital ond voling rights

B Ownership of share capital and voting rights Pages 241 to 242
B Changes in shareholding Pages 241 to 242
B Shareholders’ agreements Page 242

Activity of the group

& Organisation of the Group ‘ Pages @, 10.and 265
® Information by Sector Poges 49 1o 64
B Markefs ond issuer's compelitive position Poges 11 1o 26
B financial indicators Pages 36 and 37

Analysis of the risks of the group

m Risk factors Pages 201 to 216
- Markef risks Pages 78, 124 to 129 and 215
- Specific risks in connection with the activity Pages 201 10 210
- legal risks Poges 211 t0 215
- Industrial risks and environmental risks Pages 21510 216

W Insurance and risk coverage Pages 21610 217
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RECONCILIATION WITH COB REGULATIONS (FoLLow)

Assets, financial situation end resulis

m Consolidated accounts Pages 83 1o 133
m Contingent fiobilities ' Pages 11810 124
® Auditors” fees Page 262
B FPro forma financial information Pages 134 to 151
W Statutory accounts Pages 15210 167

Corporate governance

m Composition and functioning of the Board and management Pages 200 to 225 ond 228
® Composition and functioning of the Committees Pages 223 and 225 to 228
® Chairman’s report pursuant fo article 1.225-37 of the French Code de Commerce Pages 224 to 233
® Auditor's report on the Chairman's report, pursuant to article L.225-235 of the French Cede de Commerce Page 234
¥ Directors |“mandalaires sociaux’| Pages 235 to 238
® First ten employees not “mandataires sociaux” Page 238

Recent developments and outlook

B Recent developments _ Pages 38 to 40
m Outlock _ Pages 40 and 41
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report confains, and other written or oral reports and communications of ALSTOM may
from time to fime contain, forward-looking statements within the meaning of Section 27A of the
Securifies Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended. Such statements appear, without limitation, in the sections entitled "Description of
Activities” and "Management Discussion and Analysis (MD&A)” {including without limitation
“Management Discussion and Analysis (MD&A) — Outlock). Examples of such forward-looking
statements include, but are not limited to, (i) projections or expectatfions of sales, income,
operating margins, dividends, provisions, cash flow, debt or other financial items or rafics; (i)
statements of plans, objectives or goals of the Group or its management; (i} sfatements of future
product or economic performance; and {iv) statements of assumptions underlying such statements.
Words such as “belfieves”, “anticipates”, "expects”, “intends”, “aims”, “plans” and “will" and similar
expressions are intended fo identify forward-looking statements but are not the exclusive means of
identifying such statements. By their very nature, forward-locking statements involve risks and
uncertainties that the forecasts, projections and other forward-looking statements will not be
achieved. Such statements are based on ALSTOM's current plans and expectations and are
subject to a number of important factors that could cause actual results to differ materially from the
plans, objectives and expectations expressed in such forward-looking statements. These factors
include the factors listed below as well as those described under “Risks": (i) the inherent difficulty of
forecasting future market conditions, level of infrastructure spending, GDP growth generally, interest
rates and exchange rates; i} the effects of, and changes in, laws, regulations, governmental
policy, taxation or accounting standards or practices; (i) the effects of currency exchange rate
movements on the pricing and competitiveness of ALSTOM'S products, and on the cost of raw
materials; (iv) the effects of competition in the product markets and geographic areas in which
ALSTOM operates; (v) ALSTOM's ability to increase market share, control costs and enhance cash
generation while maintaining high quality products and services; (vi) the timely development of
new products and services; {vii) the ability to obtain shareholder approval for and implement
ALSTOM's new financing package; (viii} the ability to meet, as necessary, the financial and other
covenants contained in ALSTOM's financing agreements; (ix) the ability to renegotiate ALSTOM'’s
Bonding Facility in order to obtain bid, performance and other bonds in amounts that are sufficient
o meet the needs of ALSTOM's businesses; (x) the fiming of and ability 1o meet the cash generation
and other initiatives of the action plan and the financing plans, including the ability to dispose of
certain real estate and other assets on favourable terms or in a timely fashion; (xi) the results of
investigations by the United Stafes Securities and Exchange Commission (“SEC"} and the Autorité
des Marchés Financiers; (xii) the outcome of the putative class action lawsuits filed against ALSTOM
and certain of ALSTOM's current and former directors and officers; (xiii) the results of the European
Commission's review of the French State's involvement in ALSTOM's financing plans and other
aspects of ALSTOM's businesses; (xiv) the availability of external sources of financing on
commercially reasonabie terms; (xv) the inherent technical compiexity of many of ALSTOM's
. _._products and technologies and ALSTOM's ability o resolve effectively, on time, and at reasonable
cost technical problems; infrastrocture constraints or regulatory issues that inevitably arise, including
in particular the problems encountered with the GT24/GT26 gas turbines and the UK frains; {xvi) risks
inherent in large contracts and/or significant fixed price contracts that comprise a substantial
portion of ALSTOM's business; (xvii) the inherent difficulty in estimating future charter or sale prices of
any cruise ship in any appraisal of ALSTOM's exposure in respect of Renaissance Cruises and ships
that have been seized from Festival; (xviii) the inherent difficulty in estimating ALSTOM's vendor
financing risks and other credit risks, which may notably be affected by customers’ payment
default; [xix) ALSTOM's ability to invest successfully in, and compete at the leading edge of,
technology developments across all of ALSTOM's sectors; (xx} the availability of adequate cash
flow from operations or other sources of liquidity to achieve management’s objectives or goals,
including ALSTOM's goal of reducing indebtedness; (xxi) whether certain of ALSTOM's markets,
particularly the Power Sectors, recover from their currently depressed state; (xxii) the possible
impact on customer confidence of ALSTOM's financial difficulties, and if so, ALSTOM's ability to re-




establish this confidence; (xxiii) the effects of acquisitions and disposals generally; (xxiv) the unusual
level of uncertainty at this time regarding the world economy in general; and [xxv) ALSTOM's
success in adjusting to and managing the foregoing risks.

We caution you that this list of important factors is not exhaustive; when relying on forward-looking
statements to make decisions with respect to ALSTOM, you should carefully consider the foregoing
factors and other uncertainties and events, as well as other factors described in other documents
ALSTOM files with or submits to, from time to time, the SEC, including reports submitted on Form 6-K.
Such forward-looking statements speak only as of the date on which they are made, and ALSTOM
undertakes no obligation to update or revise any of them, whether as a result of new information,
future events or otherwise.




