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CONSOLIDATED STATEMENT OF INCOME

(Amounts in millions of euros, except share data)

Not Year ended Year ended Year ended
€ December 31, 2006 December 31, 2005 December 31, 2004
Revenues 345 51,702 45,082 45,285
External purchases 36 (22,809 (19,923 (17 B50)
Other operating income 36 473 410 862
Other operating expense 36 (2,235 2,152 (2,107
Labour expenses: - Wages and employee benefit expenses 36 8,592 (3 .464) 8574
Gross operating margin 18,539 17,953 17,516
- Employee profit-sharing 36 (346) (349 (2500
- Share-based compensation 36 (300 (158) (374
Depreciation and amortization 13-14 7824 7,024 (¥ .980)
Impairment of goodwill 7 (2,800 1 534)
Impairment of non-current assets 7 (108) (568) (179
Gains (losses) on disposal of assets 8 97 1,089 723
Restructuring costs 9 (B67) 454) (181
Share of profits (losses) of associates 15 24 20 29
Operating income 6,988 10,498 8,770
Interest expense 10 (3,155) (3,058) (3,641
Faoreign exchange gains (losses) 10 26 (147) 144
Discounting expense 10 122y (162) (148)
Finance costs, net (3,251) (3,367) (3,649)
Income tax 1 (2,180) (14150 (2329
Consolidated net income after tax of continuing operations 1,557 5,712 2,796
Consolidated net income after tax of discontinued operations 4 3,211 648 414
Consolidated net income after tax 4,768 6,360 3,210
Met income attributable to equity holders of France Telecom SA 4139 5709 307
Minority interests 30 629 651 193
Earnings per share (in euros)
Met income of continuing operations attributable to equity holders of France Telecom 54
- Basic 0.40 207 1.09
- Diluted 0.3 200 1.08
Met income of discontinued operations attributable to equity holders of France Telecom 54
- Basic 1.19 0.1 015
- Diluted 117 0.z0 014
Met income attributable to equity holders of France Telecom SA
- Basic 1.59 228 1.23
- Diluted 157 220 122

The accompanying notes are an integral part of the consolidated financial statements
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CONSOLIDATED BALANCE SHEET (Amounts in millions of euros)

At December 31, AtDecember 31, AtDecember 31,

Note 2006 2005 2004
ASSETS
Goodwill, net 12 31517 33726 27 589
Other Intangible assets, net 13 18713 18,865 16 532
Froperty, plant and equipment, net 14 28222 28570 26 502
Interests in associates 15 360 321 370
Assets available for sale 16 338 263 G615
Cther non-current financial assets and derivatives 17 o987 1,506 4285
Deferred tax assets 11 8,250 11,020 9 468
Total non-current assets 88,387 94,271 84,462
Irventories, net 844 854 44
Trade receivables, net 18 B.756 7121 B 589
Other current assets 18 1,783 1917 2,785
Current tax assets 1 247 313 a5
Prepaid expenses 18 580 572 B60
Other current financial assets and derivatives 17 599 205 312
Cash and cash equivalents 19 35970 4 097 3,153
Total current assets 14,784 15,079 14,231
TOTAL ASSETS 103,171 109,350 98,693
EQUITY AND LIABILITIES
Share capital 10,427 10412 9,869
Additional paid-in capital 15,179 15131 12 675
Retained earnings (deficit) 5,171 8.325) (11,673)
Met incorme for the year 4139 5,709 307
Translation adjustrent 2220 15933 L]
Equity attributable to equity holders of France Telecom SA 26,794 24,860 14,451
Minarity interests 4 844 3578 3232
Total equity 30 31,638 28,438 17,683
Exchangeable or convertible bonds (non-current) 19 30,829 34218 34222
Cther non-current financial debt and derivatives 19 7234 8418 8571
Mon-current employee benefits 26 534 B79 625
Other non-current provisions 28 2206 2645 3249
Other non-current liabilities 29 1,494 1,231 1,339
Deferred tax liabilities 11 1,749 3,720 18978
Total non-current liahilities 44,046 50,911 49 987
Exchangeable or conwertible bonds, and other current financial debt and derivatives 19 8,057 9,193 11,480
Accrued interest payable 19 1,240 1,296 1172
Current employes benefits 26 1606 1,763 15982
Current provisions 28 1816 1847 1543
Trade payables 9015 9518 77a7
Cther current liabilities 29 2,110 2,192 2 kaa
Current tax payables 1 466 337 431
Deferred income 29 3177 3,755 3570
Total current liahilities 27 A87 30,001 31,023
TOTAL EQUITY AND LIABILITIES 103,171 109,350 98,693

The accompanying notes are an integral part of the consolidated financial staterments
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

(Amounts in millions of euros)

Attribuable to equity holders of France Telecom SA
. . i i . Minority .
Retained earnings
Share capital Ad‘.‘“m"a.l paid- 4 Net income Tr:ansla(mn Total interests Total Equity
in capital adjustments
Number of shares Income {expense) recognized Others
Note in issue directly in equity Teserves
Assets available Hedging instruments Deferred taxes
for sale

Balance at January 1, 2006 2,603,059,797 10,412 15,111 123 (200 68 (8,316) 5,709 1,933 24,860 3,578 28,438
Unrealized foreign exchange gains (losses) 292 292 18 274
Gains (losses) on financial assets avallable for sake 5 5 5
Gains (losses) on cash flow hedges taken to equity 162 102 2 104
Deferred tax an items recagnized directly in equity (36) (36) (36)
Tatal income and expense recogrized divactly in equity (A) 5 102 (36) 292 353 (16) 337
Net income for the year (B) 4,939 4,139 629 4,768
Total recagnized income and expense for the year (A+B) ) 02 6y RES] 792 1492 GE 5105

Allocation of 2005 net income 5,709 (5.709)
Capital increase (stock options exercised) 27730 3613333 15 48 B3 B3
Equity share aptions issued: stock options 27 3 31 3 34
Impact of sale of PagesJaunes Groupe 4 o (155 (1585
Impact of purchase of minority interest and merger of Spanish entities 4 3 31 1,136 1,167
Impact of purchase of minority interest and change in consolidation rethod of Jordan entitites 4 59 59 pd| 280
Dividends 30 (2602) (2)602) (590) (3,182
Other movernents (135) 5) (140) 42 (28)
Balance at December 31, 2006 2,606,673,130 10,427 15,179 118 98) 32 5,223) 4,139 2,220 26,794 4,844 31,638

The accampanying notes are an integral part of the consolidated financial statements
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

(Amounts in millions of euros)

Attribuable to equity holders of France Telecom SA

Minority

Share capital }.\dt.illmna.l Retained eamings Net income Tr.anslallun Total interests Total Equity
paid-in capital adjustments
Number of shares Income (expense) recognized Others
Note in issue reserves
for sale
[Balance at January 1, 2004 2,402,316,828 9,609 15,333 150 (148) 6 (15,311) 1] 0 9,639 4,356 13,995
Uniealized foreign exchange gains (losses) 548 548 254 802
Gains flosses) on financial assets available for sale 26) (26) (2 28
Galna (losses) on cash fow hedges taken to equity (13 (13 8 &
Deferrad tax on ttems recognized directly in equity 18 18 1 14
Total income and expense recognized directly in equity (4) 26 13 15 545 524 259 783
Met income for the year (B) 3017 3017 793 3,210
Total recognized income and expense for the year (A+E) (26) (13) 15 1} 37 548 3541 452 3893
Appropriation of France Telecomn SA profit (3.116) 3116 u] 1}
Share capital issued in connection with the public exchange offer for Wanadoo shares (attributable to equity
holders of FT SA) 4 64,796,795 259 1,085 1,344 (1,220) 124
Commitments to purchase minarity interests 308 308 197 505
Dividends 30 B17) B17) o7y 724)
Evuity share options issued 27 40 40 19 g8
Other movements 219,803 1 i) 190 15 196 [465) (269)
[Balance at December 31, 2004 2,467,333,426 9,869 12,675 124 (161) 21 (11,657) 3,017 563 14,451 3,232 17,683
Unrealized foreign exchange gains {losses) 1,380 1,380 193 1,573
Gains (losses) on financial assets available for sale &) (1) 1 (2
Gains flosses) on cash flow hedges taken to equity £38) (39) 2 (41)
Deferrad tax on ftems recognized divectly in ecquity 47 47 1 45
Total income and expense recognized directly in equity (4) n (39 47 1,360 1,387 791 1,578
Met incorme for the year (B) 5709 5709 857 6, 360
Total recognized income and expense far the year (A+E) K] D) 7 0 5,705 T 360 7 096 542 7558
Share capital issued in connection with the acquisition of Amena 307 3017
Impact of Amena acguisition 30 133,435 454 534 2423 2557 25887
Capital increase (stock options exercised) 4 641 641
Evuity share options issued: stock options 27730 2286917 ] 3 40 40
Equity share options issued: offer resered for employees within the scope of the sale of shares owned by the
French State 27 46 4B 3 49
Equity share options issusd: Orange liquidity contract: impact of the change to an equity-settled plan 27 84 84 [ a0
Dividends 27 284 284 1 285
Irmpact of the purchase of minority interests in Orange Slovensko 30 (1,184 (1,184) (409) (1,593
Impact of the purchase of minority interests in Orange Romania 4 354 394 (19 375
Impact of the acquisition of all of Equant's assets and liabilities 4 [l 1 (120) (1313
Impact of the change in consolidation method for Senegalese entities {proportional to full consolidation) 4 7 7 (376) (369
Transfer of PTK-Centertel shares to TP SA& 4 83 83 386 463
Other movernents 4 634 634 (634) 1}
Autres mouvernents 2 13 (1m @20 25 4
Balance at December 31, 2005 2,603,059,797 10,412 15,131 123 (200} 68 8,316) 5,709 1,933 24,860 3,578 28,438
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CONSOLIDATED STATEMENT OF CASH FLOWS (Amounts in millions of euros)

Hote Year ended Year ended Year ended
D ber 31, 2006 D ber 31, 2005 D ber 31, 2004

OPERATING ACTIVITIES

Met income attributable to equity holders of France Telecom SA 4,139 5709 307
Adjustments to reconcile net incomef{loss) to funds genersted from operations
Depreciation and amartization 1314 7833 7034 7990
Impairment of non-current assets 71314 105 o686 179
Impairment of goodwill 712 2,500 " 534
Gain on disposals of assets 8 (3079) (1.475) (@22)
Change in other provisions (847) (1,265) (1,296)
Share of profits (losses) of associates 13 24) )] (30
Income tax 1 2302 1568 2477
Interest income and expense 3,004 3,080 3730
Minority interests 30 629 651 193
Foreign exchange gains and losses, net (798) 1059 (&575)
Derivatives 1,038 797) 328
Share-hased compensation 34 139 342
Change In inventories, trade receivables and trade payables
Decrease/{increase) in inventories (net) 1 (143) 15
Decrease/(increase) in trade accounts receivable 32 212 44
Increased(decrease) in trade accounts payahle 318) AR 237

Change in other working capital

Decrease/{increase) in other receivables 15 B76 (&579)
Increased(decrease) in accrued expenses and other payables 235 (462) 352
Dividends and interest income received 164 284 184
Interest paid and interest rates effects on derivatives, net (2,848) (3.358) (3,262
Income tax paid (B0B) B11) (7B2)
Met cash provided by operating activities 13,863 13,374 12,697
INVESTING ACTIVITIES
Purchases/salas of propery, plant and equipment and intangible assets
Purchases of property, plant and equipment and intangible assets 1314 (7039) (B,142) 5,141)
Increases(decrease) in amounts due to fixed asset suppliers 228 34 67)
Proceeds from sales of property, plant and equipment and intangible assets 1314 105 215 199
Cash paid for investment securties, net of cash acquired
Wanadoo (cash portion of exchange offer and tender offer followed by compulsory purchase procedure) 4 - - (2,373
Equant CWRs - - (2,015)
Qrange (tender offer followed by compulsary purchase procedure) 4 - - (469)
Equant 4 - (590) -
Orange Romania 4 - 404) -
Amena 4 (113) (6,038)
Orange Slovensko 4 - a02) -
Others investment securities (142) ()] (6]
Procesds fram sales of imestment secunties, net of cash transferad
PagesJaunes 4 2597 440 1,443
Orange Denmark 4 - - 610
ST 4 - 472
Tower Participations 4 400 -
Cable activities 4 3n
Mabilcom 4 - 285 -
Others proceeds from sales 12 179 190
Investments in associates 15 - - (14)
Decrease/(increase) in marketable securities and other long-term asssts B539) 224 1640
Met cash used in imesting activities 4,691) (11,677) 5,391)
FINANCING ACTIVITIES
Issuances
Bonds conwertible, exchangeable or redeemable into shares 19 928 2485 3922
Long-term debt 19 s35 1647 4061
Redemptions and repayments
Bonds convertible, sxchangeable or redeemable into shares 19 (3.895) [4,736) (8.,364)
Long-term debt 19 (1,957) (2,281) (4,692
Equity portion of hybrid debt 19.30 42) 21 31)
In-substance defeasance deposit 1719 - 74 -
Tele Invest | debt - - (1,902)
Tele Invest || debt 472 - 3a1) -
Increased(decrease) in bank overdrafts and shart-term borrowings 19 (1,117 (134) 607
Decrease/{increase) in deposits and other debt-linked financial assets (including cash collateral) 17 192 493 (219)
Exchange rates effects on derivatives, net 19 724) 77 -
Buyhacks performed by subsidiaries on their own shares 30 (10 -
Capital increase 30 54 25997 -
Minority shareholders’ contributions 30 (B0) 16 107
Dividends paid to minority shareholders 30 (593) 442) (105)
Dividends paid 30 (2502 (1.184) 710
et cash used in financing activities 9,271) (B60) 7.346)
Net change in cash and cash equivalents ©9) 837 (240)
Effect of exchange rates changes on cash and cash equivalents (28) 107 23
Cagh and cash equivalents at beginning of year 4,097 3,183 3,370
Cash and cash equivalents at end of year 3970 4,007 3,153
Additi | cashflow discl : see note 31
The accompanying notes are an integral part of the consolidated financial statements
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NOTE 1 - DESCRIPTION OF BUSINESS AND BASIS OF PREPARATION OF THE FINANCIAL STATEMENTS

1.1 Description of business

The France Telecom Group provides consumers, businesses and other telecommunications operators with a wide range of
services including fixed telephony and mobile telecommunications, data transmission, Internet and multimedia, and other value-

added services.

1.2 Basis of preparation of 2006 financial data

In accordance with European regulation n° 1606/2002 dated July 19, 2002, the 2006 consolidated financial statements have
been prepared in accordance with International Financial Reporting Standards (IFRS) and International Accounting Standards
(IAS) as adopted for use by the European Union. Comparative figures are presented for 2005 and 2004 compiled using the

same basis of preparation.
The principles applied to prepare financial data relating to the financial year 2006 are described in Note 2, and are based on:

— all standards and interpretations endorsed by the European Union and applicable with effect from December 31,
2006;

— IASs/IFRSs and related interpretations adopted for use by the European Union whose application will be compulsory

after December 31, 2006 but for which the Group has opted for earlier application;

— accounting positions adopted by the Group in accordance with paragraphs 10 to 12 of IAS 8 in the absence of a

standard or an interpretation that specifically applies to a transaction or event;
—  the options and exemptions used by the Group.

Lastly, where a specific transaction is not dealt with in any standards or interpretations, management uses its judgment to

define and apply an accounting policy that will result in relevant and reliable information, such that the financial statements:
—  present fairly the Group's financial position, financial performance and cash flows;
—  reflect the economic substance of transactions;
—  are neutral;
— are prepared on a prudent basis;
— are complete in all material respects.

The consolidated financial statements and notes thereto are presented in euros. They were approved by the Board of Directors
at its meeting of March 5, 2007.

10

Disclaimer

This English language translation of the consolidated financial statements prepared in French has been prepared solely for the
convenience of English speaking readers. Despite all the efforts devoted to this translation, certain errors, omissions or
approximations may subsist. France Telecom, its representatives and employees decline all responsibility in this regard.



1.3 Use of estimates

In preparing the Group's accounts, France Telecom's management is required to make estimates, insofar as many elements
included in the financial statements cannot be measured with precision. These estimates may be revised if the underlying
circumstances evolve or in the light of new information or experience. Consequently, estimates made at December 31, 2006

may subsequently be changed. The main estimates made are described in the following notes:

Note Type of information disclosed

Main acquisitions and disposals of | Where applicable, presentation of the key measurement methods and assumptions used
Note 4 companies and changes in scope of | to identify intangible assets in business combinations.
consolidation

. Key assumptions used to determine recoverable amounts: models, discount rates,
Note 7 Impairment
perpetual growth rates (see Note 7.2).

Note 11 Income tax Assumptions used for recognition of deferred tax assets.

Note 26 Employee benefits Discount rates, inflation, return on plan assets, salary increases (see Note 26.2).

. Model, assumptions underlying the measurement of fair values: share price of underlying
Note 27 Share-based compensation . . .
on grant date, exercise price, volatility, etc. (see Note 27.1.4).

Provisions for termination benefits and restructurings: discount rates, plan success rates,
Note 28 Provisions etc. The assumptions underlying the measurement of provisions for claims and litigation
are disclosed in note 33.
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NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES AND CHANGES IN ESTIMATES

This note describes the accounting principles applied to prepare the 2006 consolidated financial statements in accordance with

IFRSs endorsed by the European Commission at December 31, 2006.

2.1 Adoption of new accounting standards and options used

2141 Impacts related to the publication of new standards and interpretations

e  Adoption of standards, amendments to standards and interpretations which are compulsory as of January 1, 2006

The Group elected to adopt an early application as of January 1, 2004 the following standards and interpretations, which

are compulsory as of January 1, 2006:

— IAS 39 "The Fair Value Option Amendment", which deals with the designation on initial recognition of a financial
asset or liability at fair value through profit or loss. This amendment eliminates one of the exemptions adopted by the
European Commission upon the endorsement of IAS 39. The option to designate financial liabilities as at fair value
has been used since 2005 for the Amena credit lines following the acquisition of 80% of Auna Operadores de
Telecomunicaciones SA (see Note 4 Main acquisitions and disposals of companies and changes in scope of

consolidation, and Note 22 Bank borrowings);

— IFRIC 4 "Determining whether an Arrangement Contains a Lease", which is compulsory as of financial years
beginning on or after January 1, 2006. This interpretation has been used by the Group to treat components of
contracts relating to complex transactions such as unbundling agreements, acquisition of indefeasible rights of use or
the purchase of satellite capacity. The principles used are described in Note 2.3.3 ("Net revenues") and Note 2.3.9
("Indefeasible Rights of Use").

The following standards or amendments endorsed by the European Union have become effective and are compulsory as
of January 1, 2006:

— Amendments to IAS 39 "Financial Instruments: Recognition and Measurement" and IFRS 4 "Insurance Contracts -
Financial Guarantee Contracts". Adoption of these amendments did not lead to the recognition of any additional

financial liabilities.

—  Amendment to IAS 19 "Actuarial Gains and Losses, Group Plans and Disclosures", applicable retrospectively for
financial years beginning on or after January 1, 2006. The impacts of adoption are described in Note 2.1.3 as regards
the option to recognize actuarial gains and losses directly in equity and in Note 26 “Employee benefits” as regards

the new disclosures required under this amendment.

— Amendment to IAS 21 “The Effects of Changes in Foreign Exchange Rates”, concerning net investments in
subsidiaries. This amendment was published to clarify certain provisions of IAS 21. It has had no impact on the

Group's policy on hedging net investments in foreign operations, as the Group only applies IAS 21 by exception.

— Amendments to IAS 39 "Cash Flow Hedge Accounting of Forecast Intragroup Transactions”, applicable as from

January 2006. Early application of this amendment did not give rise to the designation of hedging relationships;

— IFRIC 6 "Liabilities arising from Participating in a Specific Market - Waste Electrical and Electronic Equipment". A
description of its impact on the France Telecom Group can be found in paragraph 2.1.2. The adoption of this

interpretation did not give rise to the recognition of any material provisions in the Group's financial statements.
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The Group is not concerned by the following standards and interpretations:
— IFRS 6 "Exploration for and Evaluation of Mineral Resources";

— the amendments to IFRS 1 "First-time Adoption of International Financial Reporting Standards" and IFRS 6

"Exploration for and Evaluation of Mineral Resources" concerning presentation of comparative data;
— IFRIC 5 "Rights to Interests Arising from Decommissioning, Restoration and Environmental Funds".

° Standards, amendments and interpretations compulsory as of January 1, 2007 that have not been adopted by the Group

for early application:

France Telecom has not opted for early application of the following standards, amendments and interpretations (already

adopted or in the process of being adopted by the European Union):

— IFRS 7 "Financial Instruments: Disclosures", which is applicable with effect from January 1, 2007. This standard
replaces IAS 30 and IAS 32 but also includes new disclosure requirements for the notes to the consolidated financial
statements, particularly as regards the Group's financial risks and risk management policy (market risk, credit risk,

liquidity risk). The impacts of IFRS 7 are currently being analyzed.

— IFRS 8 "Operating Segments", applicable as of January 1, 2009. This standard has not yet been endorsed by the
European Commission. The provisions of this standard may affect the structure of segment reporting and the way in

which cash-generating units (CGUs) are grouped for the purpose of goodwill impairment testing.

— Amendment to IAS 1 "Presentation of Financial Statements — Capital Disclosures", which is compulsory as of
January 1, 2007.

— IFRIC 7 "Applying the Restatement Approach under IAS 29 Financial Reporting in Hyperinflationary Economies”,
which is compulsory for financial years beginning after March 1, 2006, i.e. as of January 1, 2007 for France Telecom.
As of the balance sheet date, no company included in the Group's scope of consolidation used the currency of a
hyperinflationary economy as its functional currency. The application of this interpretation as of December 31, 2006

would therefore not have had any impact on the Group's financial statements.

— IFRIC 8 "Scope of IFRS 2 Share-based Payment", which is compulsory for financial years beginning after May 1,

2006, i.e. as of January 1, 2007 for France Telecom. The impacts of this interpretation are currently being analyzed.

— IFRIC 9 "Reassessment of Embedded Derivatives", which is compulsory for financial years beginning after June 1,

20086, i.e. as of January 1, 2007 for France Telecom. The impacts of this interpretation are currently being analyzed.

— IFRIC 10 "Interim Financial Reporting and Impairment"”, which is compulsory for financial years beginning after
November 1, 2006. This interpretation has not yet been approved by the European Commission. Its main provisions,
which concern the irreversible nature of an impairment loss taken against goodwill or against a financial asset

classified as available for sale in the interim financial statements, are applied de facto by the Group.

— IFRIC 11 "IFRS 2 — Group and Treasury Share Transactions", which is compulsory for financial years beginning after
March 1, 2007. This interpretation has not yet been approved by the European Commission. Its impacts are currently

being analyzed.

— IFRIC 12 "Service Concession Arrangements", which is compulsory for financial years beginning after January 1,
2008. This interpretation sets out general principles for recognizing and measuring the obligations and related rights
in service concession arrangements. To date, the Group has no material arrangements likely to fall within the scope

of application of IFRIC 12. This interpretation has not yet been approved by the European Commission.
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2.1.2 Accounting positions adopted by the France Telecom Group in accordance with paragraphs 10 to 12 of IAS 8
"Accounting Policies, Changes in Accounting Estimates, and Errors"

The accounting positions described below are not specifically (or only partially) dealt with by the standards or interpretations

endorsed by the European Commission. The France Telecom Group has adopted accounting policies which it believes best

reflect the substance of the transactions concerned.

Accounting treatment of waste electrical and electronic equipment

European Directive 2002/96/EC as amended by Directive 2003/108/EC distinguishes the waste of electrical and electronic
equipment between the users (private households or professional) and between the responsibility of the market
participants before and after August 13, 2005. In accordance with these Directives, the France Telecom Group has

adopted the following principles:

(a) The cost of collection, treatment and recovery attached to the professional use and produced before August 13, 2005
should be borne by the users. The corresponding obligation is accounted for in accordance with IAS 37 and IFRIC 1.
This obligation is valued using an estimated volume to be recycled and an average cost per tonne. The

corresponding provision is discounted as it will be settled at a future date and with a tangible asset as a counterpart.

(b) The cost of collection, treatment and recovery of waste from private households is always the responsibility of the
producers. IFRIC 6 “Liabilities arising from Participating in a Specific Market - Waste Electrical and Electronic
Equipment”, which applies to historical waste produced before August 13, 2005, specifies that participation in the
market during the measurement period is the obligating event. Market shares and measurement periods are fixed by

national legislation.

(c) For private and professional waste produced after August 13, 2005, the Group will apply the provisions set out in

IFRIC 6, provided they are not contrary to the national laws adopted in application of the European directives.

Based on a review of all European entities concerned by transposition of the European Directive into their national law, the
Group believes that its obligations principally involve equipment used for its own needs (network equipment, information
systems equipment, etc.) acquired before August 13, 2005. A provision of 59 million euros has been taken in respect of

these obligations as of December 31, 2006 in accordance with the accounting principles set out in a) above.

Obligations relating to other electrical and electronic waste referred to in paragraphs b) and c) above are not deemed to be

material by the Group and accordingly no provision has been taken at year-end 2006.
Acquisitions of minority interests

These transactions are not addressed by IASs/IFRSs. The Group has therefore applied French GAAP accounting
treatment, which consists of recognizing in goodwill the difference between the cost of acquisition of minority interests and
the Group's equity in the book value of the underlying net assets, without making any fair value adjustments to the assets
and liabilities acquired. Depending on the IASB's decision ("Business Combinations" Phase Il project), the accounting

treatment described above may be changed.

The most significant goodwill arising on the acquisition of minority interests in 2006 relates to Amena and France Telecom

Operadores de Telecomunicaciones SA (FTOT, previously Auna) for 1,218 million euros, and Jitco for 20 million euros.
Transfers of consolidated shares within the Group resulting in changes in ownership interest

In the absence of specific guidance in IASs/IFRSs, the Group applied the following accounting policy to account for
intercompany transfers of consolidated shares resulting in changes in ownership interest. The transferred shares are

maintained at historical cost and the gain or loss on the transfer is fully eliminated in the accounts of the acquiring entities.
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The minority interests are adjusted to reflect the change in their share in the equity with the corresponding opposite effect

on Group retained earnings, resulting in no impact on profit and loss or shareholders' equity.
e Acquisitions of minority interests in exchange for shares in a consolidated entity

IASs/IFRSs do not address the accounting treatment for the transfer by minority shareholders of their interests in a
consolidated entity of the Group in exchange for shares of another consolidated entity of the Group. Nor do they address
the accounting treatment of the resulting decrease in ownership interest. The Group has therefore developed the following
accounting treatment: the transfer by the minority shareholders is treated as an acquisition of minority interests; the
decrease in ownership interest is treated as a disposal and the resulting net gain or loss is recognized in income when it is

realized.
e  Commitments to purchase minority interests (put options):

Commitments to purchase minority interests and put options granted to minority shareholders are currently recognized as
a financial debt and as a reduction in minority interests in equity, in accordance with IAS 27 "Consolidated and Separate
Financial Statements” and IAS 32 "Financial Instruments: Disclosure and Presentation". Where the amount of the
commitment exceeds the amount of the minority interest, the difference is recorded as a reduction in shareholders' equity
attributable to the equity holders of France Telecom S.A.. The fair value of commitments to purchase minority interests is
revised at each balance sheet date and the corresponding financial debt is adjusted with a contra-entry to financial income
or expense. Since this accounting treatment does not reflect the economic substance of these transactions and given the
lack of clarity in the standards as regards the scope of commitments covered, and particularly conditional commitments,
the Group submitted the issue to the International Financial Reporting Interpretations Committee (IFRIC) for consideration,
in order to obtain guidance on the appropriate accounting treatment and the scope of application of the related standards.
The IFRIC has confirmed that a financial liability should be recognized but has not clarified the issue with regard to the

contra-entry. The accounting treatment proposed by the Group has therefore been maintained.

Conditional put options granted to minority shareholders amounted to 30 million euros at December 31, 2006 (73 million
euros at December 31, 2005 and 547 million euros at December 2004). The overall effect on equity attributable to equity
holders of France Telecom S.A. arising from the recognition of these commitments as a liability is 21 million euros at
December 31, 2006 (45 million euros at December 31, 2005 and 422 million euros at December 31, 2004).

e  Loyalty programs

Loyalty programs consist of granting future benefits to customers (such as call credit and product discounts) in exchange
for present and past use of the service. Pending to the publication of the IFRIC interpretation on "Customer Loyalty
Programs", the Group continues to apply French GAAP accounting treatment to its loyalty programs, which is based on

Comité d'Urgence (Emerging Accounting Issues Committee) recommendation 2004-E dated October 13, 2004.

Points awarded to customers are treated as a separable component to be delivered of the transaction that triggered the
acquisition of the points. Part of the invoiced revenue is allocated to these points based on their fair value taking account
of an estimated utilization rate, and deferred until the date on which the points are definitively converted into benefits. This
principle is applied for both types of loyalty program that exist within the Group, those with and those without a contract
renewal obligation. The liability recognized for the loyalty programs with a contract renewal obligation amounts to 400
million euros at December 31, 2006 (360 million euros at December 31, 2005 and 383 million euros at December 31,
2004).

. Employee share offer

The Group considers that the grant date for the employee share offers corresponds to the date on which the main terms of
the offer are announced. This treatment complies with the recommended method set out in the CNC communication dated

December 21, 2004 on employee share ownership plans (Plans d'épargne d'entreprise - PEE), which interprets this
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announcement date as being the grant date defined in IFRS 2 "Share-based Payment". The expense recognized for
employee share offers in the 2006 financial statements amounts to 106 million euros (248 million euros in 2005 and 2004).
If the grant date were the end of the subscription period, a further 2 million euros would have been expensed in 2005 (177
million euros in 2004), mainly reflecting the change in the share price between the announcement date and the end of the

subscription period.
Individual rights to training for employees (Droit Individuel a la Formation - DIF)

In accordance with Opinion 2004-F issued on October 13, 2004 by the CNC's Comité d'urgence (Emerging Accounting
Issues Committee) concerning statutory training rights, any expenditure incurred in this respect is recorded as a current
expense and no provision is recognized. The credit of training hours is to be disclosed in the notes to the financial

statements, together with the number of training hours still to be claimed by employees.

In the limited number of cases (request for individual training leave, redundancy or resignation) where these costs cannot
be considered as remuneration of future services, the resulting short-term obligation is provided for as soon as its

settlement becomes probable or certain.

Options available under IASs/IFRSs and used by France Telecom Group

Certain IASs/IFRSs offer alternative methods of measuring and recognizing assets and liabilities. These options are

summarized below:

Standards and Amendments Option used

IAS 2 Inventories

Recognition of inventories at their original cost determined by the weighted
average unit cost method.

IAS 16 Property, Plant and Equipment

Property, plant & equipment are measured at amortized historical cost and
not revalued at each closing date.

Recognition of actuarial gains and losses on pensions and other post-
employment benefit obligations as from January 1, 2004 according to the
corridor method. This method consists of recognizing a specified portion of

IAS 19 Employee Benefits the net cumulative actuarial gains and losses that exceed 10% of the

greater of (i) the present value of the defined benefit obligation; and (ii) the
fair value of plan assets, over the average expected remaining working lives
of the employees participating in the plan.

Ame

This amendment, which is applicable as of January 1, 2006, permits the

ndment to . immediate recognition in equity of actuarial gains and losses incurred during
Amendment to IAS 19 "Employee Benefits"

IAS 19 the year. At this stage, the Group continues to recognize actuarial gains and

losses using the corridor method.

Interest expense incurred during the construction and acquisition period of

IAS 23 Borrowing Costs . . . . o
property, plant and equipment and intangible assets is not capitalized.
The France Telecom Group accounts for its interests in joint ventures using
IAS 31 Interests in Joint Ventures
the proportional consolidation method.
. Intangible assets are measured at amortized historical cost and not
IAS 38 Intangible Assets . .
revalued at fair value at each closing.
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Under IFRS 1 "First-time Adoption of International Financial Reporting Standards", certain exemptions are available regarding

the retrospective application of IASs/IFRSs at the transition date (January 1, 2004 for the France Telecom Group). The

exemptions used by the Group to prepare the opening balance sheet are summarized below:

Reference standards and amendments

First-time adoption

IFRS 2

Share-based Payment

The provisions of IFRS 2 "Share-based Payment" have been applied
retrospectively to equity-settled and cash-settled plans, including those
implemented prior to November 7, 2002. Plans issued prior to December 31,
2003 have been valued in accordance with US GAAP (FAS 123) using the Black-
Scholes model. Effective from January 1, 2004, all new plans are valued in
accordance with IFRS 2 using a binomial model.

IFRS 3

Business Combinations

The Group has not applied the provisions of this standard for business
combinations prior to the transition date. IFRS 1 does not deal explicitly with
acquisitions of minority interests and none of the other standards specifically
address this issue. Consequently, the Group has decided to continue to apply the
French GAAP accounting treatment.

IFRS 4

Insurance Contracts

The Group is not concerned by the provisions of IFRS 4 at the transition date.

IAS 16 and IAS
38

Property, Plant and Equipment and
Intangible Assets

France Telecom has elected to measure property, plant and equipment and
intangible assets at historical cost, except for certain real estate assets held by
TP Group and certain items of property, plant and equipment owned by France
Telecom S.A., which were revalued at fair value at the time of the change in the
Company's status and deregulation of the telecommunications market in 1996.

IAS 19

Employee Benefits

All actuarial gains and losses existing at the transition date have been recognized
in equity.

IAS 21

Effect of Changes in Foreign
Exchange Rates

Cumulative translation differences for all foreign operations were transferred to
retained earnings at January 1, 2004. This adjustment had no impact on opening
equity. The cumulative translation adjustment is therefore equal to zero at that
date. On disposal of a foreign subsidiary, cumulative translation differences
arising prior to January 1, 2004 are not recycled to the income statement.

IAS 39

Financial Instruments

The Group has reclassified certain financial instruments recognized prior to
January 1, 2004 as financial assets and liabilities at fair value through profit or
loss or as assets available for sale.

IAS 39

Financial Instruments

France Telecom is not affected by the exemption regarding hybrid financial
instruments as the liability component of its perpetual bonds redeemable for
shares (TDIRAs) and bonds exchangeable for STM shares was not extinguished
at the date of transition to IFRS.

Amendment to
IAS 39

Fair Value Option

This amendment sets out the conditions for measuring financial assets and
liabilities in which there is no active market. It has been applied prospectively as
of January 1, 2004.

Disclaimer
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2.2 Presentation of the financial statements

° Presentation of the income statement:

As allowed under IAS 1 "Presentation of Financial Statements", expenses are presented by nature in the consolidated

income statement.

Under IFRS, operating income corresponds to net profit before:

— financial income;

—  finance costs;

—  income taxes (current and deferred taxes);

— netincome of discontinued operations or operations held for sale.

Gross operating margin, a sub-total calculated by France Telecom in accordance with paragraph 83 of IAS 1, corresponds

to operating income before:

—  employee profit-sharing;

—  share-based compensation;

—  depreciation and amortization expense;

—  impairment of goodwill and other non-current assets;
— gains and losses on disposal of assets;

—  restructuring costs;

—  share of profits (losses) of associates;

—  impairment of goodwill on associates.

Gross operating margin is one of the indicators used to track the operating performance of the Group and its divisions. It is
also used as a basis for the appraisal of the Group's Executive Directors and the divisional senior executive managers. It
does not include employee profit-sharing because such costs are mainly generated by French legal requirements and are
principally computed on the basis of the unconsolidated of each legal entity in the Group. Also, France Telecom has not
included share-based compensation as such expenses mainly result from the sales of shares in the company by the
French State (as further explained in Note 2.3.16), which are by nature unpredictable in their amount and in their

frequency.

In accordance with IFRS 5, the gain or loss of discontinued operations or non-current assets held for sale is reported on a
separate line in the income statement. Assets and liabilities of controlled entities that are considered as being held for sale
are reported on a separate line in the consolidated balance sheet. This does not affect the presentation of the cash flow

statement.
. Earnings per share

The Group discloses both basic earnings per share and diluted earnings per share for continuing operations and
discontinued operations. Basic earnings per share are calculated by dividing net income for the year attributable to the
equity holders of France Telecom S.A. by the average number of shares outstanding during the year. Diluted earnings per
share are calculated based on earnings per share attributable to the equity holders of France Telecom S.A., adjusted for the
finance cost of dilutive debt instruments and their impact on employee profit-sharing, net of the related tax effect. The

number of shares used to calculate diluted earnings per share takes into account the conversion into ordinary shares of
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potentially dilutive instruments outstanding at year-end. When earnings per share are negative, diluted earnings per share
are identical to basic earnings per share. In the event of an issuance of shares at a price lower than the market price, and
in order to ensure comparability of earnings per share information, the weighted average numbers of shares outstanding
from current and previous periods are adjusted. Treasury shares deducted from consolidated equity are not taken into

account in the calculation of basic or diluted earnings per share.

2.3 Significant accounting policies

2.31 Consolidation rules

Subsidiaries that are controlled exclusively by France Telecom, directly or indirectly, are fully consolidated. Control is deemed

to exist when the Group owns more than 50% of the voting rights of an entity or has power:
— over more than one half of the voting rights of the other entity by virtue of an agreement;
—  to govern the financial and operating policies of the other entity under a statute or agreement;

—  to appoint or remove the majority of the members of the board of directors or equivalent governing body of the other

entity;
—  to cast the majority of votes at meetings of the board of directors or equivalent governing body of the other entity.

Companies that are controlled jointly by France Telecom and a limited number of other shareholders are proportionally
consolidated; if these companies have any exclusively controlled, fully consolidated subsidiaries that are not wholly owned,
indirect minority interests in these subsidiaries are recognized separately in the France Telecom consolidated financial

statements.

Companies over which France Telecom exercises significant influence (generally corresponding to an ownership interest of

20% to 50%) are accounted for using the equity method.

When assessing the level of control or significant influence exercised over a subsidiary or associate, account is taken of the

existence and effect of any exercisable or convertible potential voting rights at the balance sheet date.

Material intercompany transactions and balances are eliminated in consolidation.

2.3.2 Effect of changes in foreign exchange rates
e  Translation of financial statements of foreign subsidiaries

The financial statements of foreign subsidiaries whose functional currency is not the euro or the currency of a

hyperinflationary economy are translated into France Telecom's presentation currency (euros) as follows:
—  assets and liabilities are translated at the year-end rate;
— items in the statement of income are translated at the average rate for the year;

— the translation adjustment resulting from the use of these different rates is included as a separate component of

shareholders' equity.
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Transactions in foreign currencies

The principles covering the measurement and recognition of transactions in foreign currencies are set out in IAS 21 "The
Effects of Changes in Foreign Exchange Rates". In accordance with this standard, transactions in foreign currencies are
converted by the subsidiary into its functional currency at the exchange rate at the transaction date. Monetary assets and
liabilities are remeasured at each balance sheet date at the year-end exchange rate and the resulting translation

differences are recorded in the income statement:
—  in operating income for commercial transactions;
— infinancial income or finance costs for financial transactions.

Derivative instruments are measured and recognized in accordance with the general principles described in Note 2.3.11.
Currency derivatives are recognized in the balance sheet at fair value at each period-end. Gains and losses arising from

remeasurement at fair value are recognized:
—  in operating income for fair value hedges of commercial transactions;

— infinancial income or finance costs for hedges of financial assets and liabilities and derivative instruments that do not

qualify for hedge accounting.

The France Telecom Group may hedge the foreign exchange risk arising on the net operating cash flows less purchases
of property, plant and equipment and intangible assets of some entities. The impact of these hedges is recorded in the

income statement under other operating expense and in the cash flow statement under operating activities.

Net revenues

Revenues from France Telecom activities are recognized and presented as follows, in accordance with IAS 18 "Revenue":

Separable components of packaged and bundled offers

Sales of packaged mobile and Internet offers are considered as comprising identifiable and separate components to which
general revenue recognition criteria can be applied separately. Numerous service offers on the Group's main markets are
made up of two components, a product (e.g. mobile handset) and a service. Once the separate components have been
identified, the amount received or receivable from the customer is allocated based on each component's fair value. The
sum allocated to delivered items is limited to the amount that is not dependent on the delivery of other items. For example,
the sum allocated to delivered equipment generally corresponds to the price paid by the end-customer for that equipment.

The balance of the amount received or receivable is contingent upon the future delivery of the service.

Offers that cannot be analyzed between separately identifiable components, because the commercial effect cannot be
understood without reference to the series of transactions as a whole, are treated as bundled offers. Revenues from
bundled offers are recognized in full over the life of the contract. The main example is connection to the service: this does
not represent a separately identifiable transaction from the subscription and communications, and connection fees are

therefore recognized over the average expected life of the contractual relationship.
Equipment sales

Revenues from equipment sales are recognized when the significant risks and rewards of ownership are transferred to the

buyer.
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When the equipment is sold by a third-party retailer who purchases it from the Group and receives a commission for
signing up the customer, the related revenue is recognized when the equipment is sold to the end-customer. The amount
of revenue recognized reflects the Group's best estimate of the retail price, taking account of any subsidies granted to the

retailer at the time of the sale and passed on to the end-customer in the form of a rebate on the equipment.
. Equipment rentals

In accordance with IFRIC 4 " Determining Whether an Arrangement Contains a Lease", equipment for which a right of use

is granted is analyzed in accordance with IAS 17 "Leases".

Equipment lease revenues are recognized on a straight-line basis over the life of the lease agreement, except in the case
of finance leases which are accounted for as sales on credit. Deferred tax is recognized on restatements of finance

leases.
. Content sales

Revenues from the sale or supply of content (audio, video, games, etc.) via the Group's various communications systems
(mobile, PC, TV, fixed line, etc.) are recognized gross when the Group is deemed to be the primary obligor in the
transaction vis-a-vis the end-customer, i.e. when the customer has no specific recourse against the content provider, and
when the Group bears the inventory risk and has reasonable latitude in the selection of content providers and in setting
prices charged to the end-customer. These revenues are recognized net of amounts due to the content provider when the

latter is responsible for supplying the content to the end-customer and for setting the price to subscribers.

Similarly, revenue-sharing arrangements (audiotel, premium rate number, special numbers for Internet dial-up) are
recognized gross when the Group has reasonable latitude in setting prices and determining the key features of the content
(service or product) sold to the end-customer. They are recognized net of amounts due to the service provider when the

latter is responsible for the service and for setting the price to be paid by subscribers.
e  Service revenues

Telephone service and Internet access subscription fees are recognized in revenue on a straight-line basis over the

service period.
Charges for incoming and outgoing telephone calls are recognized in revenue when the service is rendered.

Revenues from the sale of transmission capacity on terrestrial and submarine cables (indefeasible rights of use -- IRU) are
recognized on a straight-line basis over the life of the contract. The same treatment is applied to revenues from the
wholesale of broadband access or subscriptions, and from local loop unbundling, when the IFRIC 4 conditions have been

reviewed and are deemed not to be satisfied.

Revenues from Internet advertising are recognized over the period during which the advertisement appears.

° Customized contracts

France Telecom offers customized solutions in particular to its business customers. The related contracts are analyzed as
multiple-element transactions (including management of the telecommunication network, access, voice and data
transmission and migration). The commercial discounts granted under these contracts if certain conditions are fulfilled are

recorded as a deduction from revenue based on the specific terms of each contract.

Migration costs incurred by France Telecom under these contracts are recognized in expenses when they are incurred,

except in the case of contracts that include an early termination penalty clause.
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. Promotional offers

Revenues are stated net of discounts. For certain commercial offers where customers are offered a free service over a
certain period in exchange for signing up for a fixed period (time-based incentives), the total revenue generated under the

contract is spread over the fixed, non-cancelable period.
e  Loyalty programs

Loyalty programs consist of granting future benefits to customers (such as call credit and product discounts) in exchange

for present and past use of the service.

Points awarded to customers are treated as a separable component to be delivered of the transaction that triggered the
acquisition of the points. Part of the invoiced revenue is allocated to these points based on their fair value taking account

of an estimated utilization rate, and deferred until the date on which the points are definitively converted into benefits.
. Penalties

All the Group's commercial contracts contain service level commitments (delivery time, service reinstatement time). If the
Group fails to comply with these commitments, it pays compensation to the end-customer, usually in the form of a price

reduction which is deducted from revenues.
. Exchanges of goods or services

Revenues from barter transactions are recognized only when the actual value of the exchanged services can be
determined. They are recognized at the fair value of the goods or services provided or received, whichever is fairer,
irrespective of whether or not the bartered goods or services are similar. The fair value is determined by reference to non-
barter sales, i.e. similar sale transactions of the Group with other third parties in identical conditions, the fair value of which
can be measured reliably. If fair value cannot be estimated reliably, the transaction is valued either at the book value of the

asset given in the exchange or at a nil value. Accordingly:

—  cooperative advertising agreements with certain suppliers are recognized in revenues when the Group receives a fee
for an identifiable service and the fair value of that service can be measured reliably. In all other cases, revenues
from cooperative advertising agreements are accounted for as a deduction from the expenses incurred with the

supplier. As a general rule, no amounts are recognized in revenues for cooperative advertising agreements.

—  call terminations from mobile to mobile, which were not invoiced (income and expenses) between French mobile
operators until December 31, 2004, have been treated as an exchange of goods and services, the fair value of which
is not determinable for the year ended December 31, 2004, and no revenue has been recognized on these calls.

Since 2005, these call terminations have been invoiced.

234 Subscriber acquisition costs, advertising and related costs

Subscriber acquisition and retention costs, other than loyalty program costs (see Note 2.3.3), are recognized as an expense for
the period in which they are incurred. Advertising, promotion, sponsoring, communication and brand marketing costs are also

expensed as incurred.

2.3.5 Borrowing costs

The Group does not capitalize interest expense for the period of construction and acquisition of property, plant and equipment

and intangible assets (see Note 2.1.3).
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2.3.6 Share issuance costs

External costs directly related to share issues are deducted from the related premium, net of any tax saving. Other costs are

expensed as incurred.

2.3.7 Goodwill

Goodwill represents the excess of the purchase cost of shares in consolidated companies, including transaction expenses, over
the Group's corresponding equity in the fair value of the underlying net assets at the date of acquisition. When full control is
acquired, goodwill is deemed equal to fair value as established by reference to the market value of the underlying shares, or in
the absence of an active market, by using generally accepted valuation methods such as those based on revenues or costs.

Where full control is not acquired, the assets and liabilities acquired are not remeasured.
e Impairment tests and Cash-Generating Units

In accordance with IFRS 3 "Business Combinations", goodwill is not amortized but tested for impairment at least once a
year or more frequently when there is an indication that it may be impaired. IAS 36 "Impairment of Assets" requires these
tests to be performed either at the level of each Cash-Generating Unit (CGU) to which the goodwill has been allocated (a
cash-generating unit is defined as the smallest identifiable group of assets that generates cash inflows that are largely
independent of the cash inflows from other assets or groups of assets), or at the level of a group of CGUs within a
business or geographical segment. The allocation is reviewed if the Group changes the level at which it monitors return on

investment for goodwill testing purposes. The allocation of goodwill is presented in Note 7.

Goodwill impairment losses are recorded in the income statement as a deduction from operating income.

° Recoverable amount

To determine whether an impairment loss should be recognized, the carrying value of the assets and liabilities of the CGU
(or group of CGUs) is compared to its recoverable amount. The recoverable amount of a CGU is the higher of its fair value

less costs to sell and its value in use.

Fair value less costs to sell is the best estimate of the amount obtainable from the sale of a CGU in an arm's length
transaction between knowledgeable, willing parties, less the costs of disposal. This estimate is determined on the basis of

available market information taking into account specific circumstances.

Value in use is the present value of the future cash flows expected to be derived from the CGU or group of CGUs. Cash
flow projections are based on economic and regulatory assumptions, license renewal assumptions and forecast trading

conditions drawn up by France Telecom management, as follows :
—  cash flow projections are based on three to five year business plans;

— cash flow projections beyond that timeframe are extrapolated by applying a declining or flat growth rate over the next
two years (for some CGUs), followed by a growth rate to perpetuity reflecting the expected long-term growth in the

market;

—  the cash flows obtained are discounted using appropriate rates for the type of business and the countries concerned.
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2.3.8 Intangible assets

Intangible assets, consisting mainly of trademarks, subscriber bases, licenses, content rights, patents, development costs and

software, are stated at acquisition or production cost.

When intangible assets are acquired in a business combination, their cost is generally determined in connection with the
purchase price allocation based on their respective market values. When their market value is not readily determinable, cost is

determined using generally accepted valuation methods based on revenues, costs or other appropriate criteria.
Internally developed trademarks and subscriber bases are not recognized in intangible assets.
e  Trademarks

Trademarks have an indefinite useful life and are not amortized but tested for impairment. Finite-lived trademarks are

amortized over their expected useful lives.
e  Subscriber bases

Subscriber bases are amortized over the expected life of the commercial relationship, estimated at between three and

seven years.
o Licenses

Licenses to operate mobile telephone networks are amortized on a straight-line basis over the license period from the date
when the network is technically ready and the service can be marketed. The right to operate a mobile network is recorded
in an amount corresponding to the fixed portion of the royalties due when the license was granted. The variable user fee
(in France corresponding to 1% of qualifying revenues generated by the second and third generation network) is expensed

as incurred.
e  Contentrights

Acquisitions of rights over content (sale, dissemination, broadcast) are recognized as intangible assets when the following
two conditions are met:

—  the content has been accepted technically;
—  the rights have become valid.

Prior to meeting these conditions, firm purchase commitments are recorded as off-balance sheet items, less any
prepayments made, which are recognized as prepaid expenses on non-current assets.

Content rights are amortized over the operating term defined contractually.
. Patents

Patents are amortized on a straight-line basis over the expected period of use, not to exceed twenty years.
e  Software and research and development costs

Under IAS 38 "Intangible Assets", development costs are recognized as an intangible asset when the following can be

demonstrated:

— the intention to complete the intangible asset and use or sell it and the availability of adequate technical and financial

resources for this purpose;
—  how the intangible asset will generate probable future economic benefits for the Group;

—  the Group's ability to measure reliably the expenditure attributable to the intangible asset during its development.
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Research costs, and development costs not fulfilling the above criteria, are expensed as incurred. The Group's research

and development projects mainly concern:
— upgrading the network architecture or functionality;
—  developing service platforms aimed at offering new services to the Group's customers.

These projects generally give rise to the development of software that does not form an integral part of the network's
tangible assets within the meaning of IAS 38. Development costs recognized as an intangible asset and software are

recorded under "Other intangible assets".

Development costs recognized as an intangible asset are amortized on a straight-line basis over their estimated useful life,
generally not exceeding three years. Software is amortized on a straight-line basis over its expected useful life, not to

exceed five years.
Other development costs
Website development costs are capitalized when all of the following conditions are met:

— it is probable that the website will be successfully developed, the Group has adequate technical, financial and other

resources to complete the development and has the intention of and ability to complete the site and use or sell it;
—  the website will generate future economic benefits;
—  the Group has the ability to reliably measure the expenditure attributable to the website during its development.
Website development costs are expensed as incurred or recognized as an intangible asset depending on the phase:
— initial design costs are expensed as incurred;
— qualifying development and graphic design costs are recognized as an intangible asset;

— expenditure incurred after the website has been completed is recorded as an expense, except where it enables the
website to generate future additional economic benefits, and if it can be reliably estimated and attributed to the

website.

2.3.9 Property, plant and equipment

Cost

The cost of tangible assets corresponds to their purchase or production cost, including costs directly attributable to
bringing the asset to the location and condition necessary for it to be capable of operating in the manner intended by
management. It also includes the initial estimate of the costs of dismantling and removing the item and restoring the site

on which it is located, representing the obligation incurred by the Group.
The cost of networks includes design and construction costs, as well as capacity improvement costs.

The total cost of an asset is allocated among its different components and each component accounted for separately,
when the components have different useful lives or when the pattern in which their future economic benefits are expected

to be consumed by the entity varies. Depreciation is then revised accordingly.

Maintenance and repair costs are expensed as incurred, except where they serve to increase the asset's productivity or

prolong its useful life.
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° Finance leases

Assets acquired under leases that transfer the risks and rewards of ownership to France Telecom are recorded as assets
and an obligation in the same amount is recorded in liabilities. The risks and rewards of ownership are considered as

having been transferred to France Telecom when:
—  the lease transfers ownership of the asset to the lessee by the end of the lease term;

— the Group has the option to purchase the asset at a price that is expected to be sufficiently lower than fair value at
the date the option becomes exercisable for it to be reasonably certain, at the inception of the lease, that the option

will be exercised;
—  the lease term is for the major part of the estimated economic life of the leased asset;

— atthe inception of the lease, the present value of the minimum lease payments amounts to at least substantially all of

the fair value of the leased asset.

Assets leased by France Telecom as lessor under leases that transfer the risks and rewards of ownership to the lessee

are treated as having been sold.
e Indefeasible Rights of Use (IRU)

Indefeasible Rights of Use (IRU) correspond to the right to use a portion of the capacity of a terrestrial or submarine
transmission cable granted for a fixed period. IRUs are recognized as an asset when France Telecom has the specific
indefeasible right to use an identified portion of the underlying asset, generally optical fibers or dedicated wavelength
bandwidth, and the duration of the right is for the major part of the underlying asset's economic life. They are depreciated

over the shorter of the expected period of use and the life of the contract.
e  Satellite capacity

Contracts relating to satellite capacity have been reviewed in light of the criteria set out in IFRIC 4. As no specific assets

have been identified, these contracts have been classified as services.
o Government grants

France Telecom may receive non-repayable government grants in the form of direct or indirect funding of capital projects,
mainly provided by local and regional authorities. These grants are deducted from the cost of the related assets and
recognized in the income statement, based on the pattern in which the related asset's expected future economic benefits

are consumed.
o Depreciation

Property, plant and equipment are depreciated to write off their cost less any residual value on a basis that reflects the
pattern in which their future economic benefits are expected to be consumed. Therefore, the straight-line basis is usually

applied over the following estimated useful lives:

Buildings and leasehold improvements
10 to 30 years

Switching, transmission and other network equipment
5to 10 years
Cables and civil works
15 to 30 years
Computer hardware
3 to 5 years

Other
3 to 14 years
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These useful lives are reviewed annually and are adjusted if current estimated useful lives are different from previous

estimates. These changes in accounting estimates are recognized prospectively (see Note 2.2).

2.3.10 Impairment of non-current assets other than goodwill

In the case of a decline in the recoverable amount of an item of property, plant and equipment or an intangible asset to below
its net book value, due to events or circumstances occurring during the period (such as obsolescence, physical damage,
significant changes to the manner in which the asset is used, worse than expected economic performance, a drop in revenues

or other external indicators) an impairment loss is recognized.

The recoverable amount of an asset is the higher of its fair value less costs to sell and its value in use. The recoverable amount
of an asset is generally determined by reference to its value in use, corresponding to the future economic benefits expected to
be derived from the use of the asset and its subsequent disposal. It is assessed by the discounted cash flows method, based
on management's best estimate of the set of economic conditions that will exist over the remaining useful life of the asset and

the asset's expected conditions of use.
The impairment loss recognized is equal to the difference between net book value and recoverable amount.

Impairment tests are carried out on individual assets, except where they do not generate independent cash flows. The
recoverable amount is then determined at the level of the cash-generating unit (CGU) to which the asset belongs, except

where:
- the fair value less costs to sell of the individual asset is higher than its book value;

- or the value in use of the asset can be estimated as being close to its fair value less costs to sell, where fair value

can be reliably determined.

Given the nature of its assets and operations, most of the France Telecom Group's individual assets do not generate cash flow

independently of their cash-generating units.

2.3.1 Financial assets and liabilities

Financial assets include available-for-sale assets, held-to-maturity assets, assets held for trading, derivative instruments, cash

collateral paid on derivative instruments, loans and receivables and cash and cash equivalents.

Financial liabilities include borrowings, other financing and bank overdrafts, derivative instruments, cash collateral received on

derivative instruments and accounts payable.

Financial assets and liabilities are measured and recognized in accordance with IAS 39 "Financial Instruments: Recognition

and Measurement”.
e Measurement and recognition of financial assets
Held-to-maturity assets

Held-to-maturity assets are non-derivative financial assets with fixed or determinable payments and fixed maturity, other
than loans and receivables, that the Group has the positive intention and ability to hold to maturity. They are recognized

initially at fair value and are subsequently measured at amortized cost by the effective interest method.
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At each balance sheet date, the Group assesses whether there is any objective evidence that held-to-maturity assets are
impaired. If any such evidence exists, the asset's recoverable amount is calculated. If the recoverable amount is less than

the asset's book value, an impairment loss is recognized in the income statement.
Assets available for sale

Assets available for sale consist mainly of shares in non-consolidated companies and marketable securities that do not
fulfill the criteria for classification in any of the other categories of financial assets. They are measured at fair value and

gains and losses arising from remeasurement at fair value are recognized in equity.

Fair value corresponds to market price for listed securities and estimated fair value for unlisted securities, determined

according to the most appropriate financial criteria in each case.

When there is objective evidence that available-for-sale assets are impaired, the cumulative impairment loss included in

equity is taken to income.
Loans and receivables

Loans and receivables include loans to and receivables from non-consolidated companies, other loans and receivables
and trade receivables. They are recognized at fair value upon origination and are subsequently measured at amortized
cost by the effective interest method. Short-term receivables with no stated interest rate are measured at the original
invoice amount if the effect of discounting is immaterial. Cash flows on loans and receivables at variable rates of interest

are remeasured periodically, to take into account changes in market interest rates.

At each balance sheet date, the Group assesses whether there is any objective evidence that loans or receivables are
impaired. If any such evidence exists, the asset's recoverable amount is calculated. If the recoverable amount is less than

the asset's book value, an impairment loss is recognized in the income statement.
Assets at fair value through profit or loss

Assets at fair value through profit or loss are assets held for trading that the Group acquired principally for the purpose of
selling them in the near term in order to realize a profit, that form part of a portfolio of identified financial instruments that
are managed together and for which there is evidence of a recent actual pattern of short-term profit-taking. This category

also includes assets not fulfilling the above criteria that the Group has opted to measure using the fair value option.
Assets at fair value through profit or loss are carried in the balance sheet under "Other financial and current assets".
Cash and cash equivalents

Cash equivalents are held primarily to meet the Group's short-term cash needs rather than for investment or other
purposes. They consist of instruments that are readily convertible into known amounts of cash and are not exposed to any

material risk of change in value.
e Measurement and recognition of financial liabilities
Financial liabilities

With the exception of financial liabilities held for trading, bonds redeemable for STM shares, FT Espafia's credit lines, and
derivative instruments which are measured at fair value through profit or loss, borrowings and other financial liabilities are

recognized at fair value and subsequently measured at amortized cost by the effective interest method.

Transaction costs that are directly attributable to the acquisition or issue of the financial liability are deducted from the
liability's carrying value. This is because financial liabilities are initially recognized at cost, corresponding to the fair value
of the sums paid or received in exchange for the liability. The costs are subsequently amortized over the life of the debt, by

the effective interest method.
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The effective interest rate is the rate that exactly discounts estimated future cash payments through the expected life of
the financial instrument or, when appropriate, through the period to the next interest adjustment date, to the net carrying
amount of the financial liability. The calculation includes all fees and points paid or received between parties to the

contract.

Certain borrowings are designated as being hedged by fair value hedges. A fair value hedge is a hedge of the exposure to
changes in fair value of a recognized liability or an identified portion of the liability, that is attributable to a particular risk

and could affect profit or loss.

Certain other financial liabilities are designated as being hedged by cash flow hedges. A cash flow hedge is a hedge of the
exposure to variability in cash flows that is attributable to a particular risk associated with a recognized liability or a highly

probable forecast transaction (such as a purchase or sale) and could affect profit or loss.

Concerning the bonds redeemable for STM shares, it is not possible to measure the embedded derivative separately from
the host contract either at acquisition or at a subsequent financial reporting date; consequently, the entire combined

contract has been treated as a financial liability at fair value.
Hybrid instruments

Certain financial instruments comprise both a liability component and an equity component. For the France Telecom
Group, they comprise perpetual bonds redeemable for shares (TDIRAs), bonds convertible into or exchangeable for new

or existing shares (OCEANESs) and bonds with an exchange option.

On initial recognition, the fair value of the liability component is the present value of the contractually determined stream of
future cash flows discounted at the rate of interest applied at that time by the market to instruments of comparable credit

status and providing substantially the same cash flows, on the same terms, but without the conversion option.

The equity component is assigned to the residual amount after deducting from the fair value of the instrument as a whole

the amount separately determined for the liability component.

Financial liabilities held for trading

Financial liabilities held for trading are measured at fair value.
e Measurement and recognition of derivative instruments

Derivative instruments are recognized in the balance sheet and measured at fair value. Except as explained below, gains
and losses arising from remeasurement at fair value of derivative instruments are systematically recognized in the income

statement.
Hedging instruments
Derivative instruments may be designated as fair value hedges or cash flow hedges:

—  Afair value hedge is a hedge of the exposure to changes in fair value of a recognized asset or liability or an identified
portion of the asset or liability, that is attributable to a particular risk - notably interest rate and currency risks - and

could affect profit or loss.

— A cash flow hedge is a hedge of the exposure to variability in cash flows that is attributable to a particular risk
associated with a recognized asset or liability or a highly probable forecast transaction (such as a future purchase or

sale) and could affect profit or loss.
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A hedging relationship qualifies for hedge accounting when:
— atthe inception of the hedge, there is formal designation and documentation of the hedging relationship;

— at the inception of the hedge and in subsequent periods, the hedge is expected to be highly effective in achieving
offsetting changes in fair value or cash flows attributable to the hedged risk during the period for which the hedge is

designated (i.e. the actual results of the hedge are within a range of 80-125 per cent).
The effects of applying hedge accounting are as follows:

—  for fair value hedges of existing assets and liabilities, the hedged portion of the asset or liability is recognized in the
balance sheet at fair value. The gain or loss from remeasuring the hedged item at fair value is recognized in profit or

loss and is offset by the effective portion of the loss or gain from remeasuring the hedging instrument at fair value;

—  for cash flow hedges, the portion of the gain or loss on the hedging instrument that is determined to be an effective
hedge is recognized directly in equity -- because the change in the fair value of the hedged portion of the underlying
item is not recognized in the balance sheet -- and the ineffective portion of the gain or loss on the hedging instrument
is recognized in profit or loss. Amounts recognized directly in equity are subsequently recognized in profit or loss in

the same period or periods during which the hedged item affects profit or loss.

The France Telecom Group presents derivatives in its financial statements according to their maturity date, whether or not

they qualify for hedge accounting under IAS 39.

2.3.12 Inventories

Inventories are stated at the lower of cost and net realizable value, taking into account expected revenues from the sale of
packages comprising a mobile handset and a subscription. Cost corresponds to purchase or production cost determined by the

weighted average cost method.

2.3.13 Deferred taxes

In accordance with IAS 12 "Income Taxes", deferred taxes are recognized for all temporary differences between the book
values of assets and liabilities and their tax basis, as well as for unused tax losses, using the liability method. Deferred tax

assets are recognized only when their recovery is considered probable.

A deferred tax liability is recognized for all taxable temporary differences associated with investments in subsidiaries, branches

and associates, and interests in joint ventures, except to the extent that both of the following conditions are satisfied:
—  the Group is able to control the timing of the reversal of the temporary difference (e.g. the payment of dividends); and
— itis probable that the temporary difference will not reverse in the foreseeable future.

Accordingly, for fully and proportionally consolidated companies, a deferred tax liability is only recognized in the amount of the

taxes payable on planned dividend distributions by these companies.

In accordance with IAS 12, deferred tax assets and liabilities are not discounted.
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2.3.14 Provisions

In accordance with IAS 37 "Provisions, Contingent Liabilities and Contingent Assets", a provision is recognized when the Group
has a present obligation towards a third party and it is probable that an outflow of resources embodying economic benefits will

be required to settle the obligation.

The obligation may be legal, regulatory or contractual or it may represent a constructive obligation deriving from the Group's
actions where, by an established pattern of past practice, published policies or a sufficiently specific current statement, the

Group has indicated to other parties that it will accept certain responsibilities.

The estimate of the amount of the provision corresponds to the expenditure likely to be incurred by the Group to settle its
obligation. If a reliable estimate cannot be made of the amount of the obligation, no provision is recorded and the obligation is

deemed to be a "contingent liability".

Contingent liabilities - corresponding (i) to probable obligations that are not recognized because their existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain future events not wholly within the Group's
control, or (ii) to present obligations arising from past events that are not recognized because it is not probable that an outflow
of resources embodying economic benefits will be required to settle the obligation or because the amount of the obligation

cannot be measured with sufficient reliability - are disclosed in the notes to the financial statements.
. Restructuring

Provisions for restructuring costs are recognized only when the restructuring has been announced and the Group has

drawn up or has started to implement a detailed formal plan, prior to the balance sheet date.
. Provisions for dismantling and restoring sites

The Group is required to dismantle equipment and restore sites. In accordance with paragraphs 36 and 37 of IAS 37
"Provisions, Contingent Liabilities and Contingent Assets", the provision was based on the best estimate of the amount
required to settle the obligation. It is discounted by applying a discount rate that reflects the passage of time, based on a
risk-free rate of return. The amount of the provision is revised yearly and adjusted where appropriate, with a contra-entry

to the asset to which it relates.

e  Provisions for the treatment of Waste Electrical and Electronic Equipment (WE&EE): see Note 2.1.2.

2.3.15 Pensions and similar benefits

These benefits are offered under defined contribution and defined benefit plans. The Group's obligation under defined

contribution plans is limited to the payment of contributions, which are expensed as incurred.
. Post-employment benefits

In accordance with IAS 19, obligations under defined benefit plans are measured by the projected unit credit method. This
method sees each period of service as giving rise to an additional unit of benefit entittement and measures each unit

separately to build up the final obligation which is then discounted.

The calculation is based on demographic assumptions concerning retirement age, rates of future salary increases, staff
turnover rates, and financial assumptions concerning future interest rates (to determine the discount rate) and inflation.

These assumptions are made at the level of each individual entity, based on its macro-economic environment.
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Civil servants' pension plans in France

Civil servants employed by France Telecom are covered by the government-sponsored civil and military pension plan.
France Telecom's obligation under these plans is limited to the payment of annual contributions (Act no. 96-660 dated July
26, 1996). Consequently, France Telecom has no obligation to fund future deficits of the pension plans covering its own

civil servant employees or any other civil service plans.
Retirement bonuses and other similar benefits

Under the laws of some countries, employees are entitled to certain lump-sum payments or bonuses subsequent to

retirement. The amount of these payments depends on their years of service and end-of-career salary.
Benefits other than pensions

France Telecom offers retired employees certain benefits such as free telephone lines and coverage of certain healthcare

costs.
Other long-term benefits

Other long-term benefits consist mainly of seniority awards in France or similar awards in other countries, and paid long-

term leaves of absence, for which the related obligations are also measured on an actuarial basis.

Termination benefits
Early retirement plan in France

France Telecom has set up an early retirement plan for civil servants and employees under contract. Under the terms of
the plan, which will expire on December 31, 2006, France Telecom employees aged 55 and over who have completed at
least 25 years' service, are eligible to take early retirement at 70% of their salary for the period up to the statutory
retirement age of 60. Participants also receive a lump-sum payment which is equal to one year's salary if they take early
retirement at 55 and is reduced progressively as the age at which they elect to retire approaches the statutory retirement

age.

Under IAS 19, the benefit is treated in the same way as lump-sum benefits payable on termination of service and a

provision is recognized for the obligation, based on actuarial assumptions.
Other termination benefits

Any other termination benefits are also determined on an actuarial basis and covered by provisions. For all commitments
where termination of employment contracts would trigger payment of an indemnity, actuarial gains and losses are

recognized in profit or loss for the period when the assumptions are revised.

2.3.16  Share-based compensation

In accordance with IFRS 2 "Share-based Payment", the fair value of stock options, employee share issues and share grants

without consideration (concerning the shares of France Telecom or its subsidiaries) is determined on the grant date.

Employee share offers

Following the sale by the State of a portion of France Telecom's capital, shares were offered to the Group's current and

former employees, in accordance with Article 11 of the 1986 French Privatization Act.
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The Group considers that the grant date of this employee share offer corresponds to the date on which the main terms of
the offer were announced. This treatment complies with the recommended method set out in the CNC communication

dated December 21, 2004 on employee share ownership plans (Plans d'épargne d'entreprise - PEE ).

Shares granted to employees have been valued by the Group at their fair value on the grant date taking account of their
non-transferability after purchase. The non-transferability discount has been estimated by valuing the cost of a hedging
strategy combining the forward sale of the non-transferable shares and the purchase of an equivalent number of
transferable shares for cash, financed by borrowings, using a valuation model based on market data (the data used are

presented in note 27). As no vesting period applies, the amount was expensed immediately, with an adjustment to equity.
e Other share-based payments

The cost of the employee share offer corresponds to the fair value of the rights to shares at the grant date. The value of
stock options is generally determined by reference to the exercise price, the life of the options, the current price of the
underlying shares, the expected share price volatility, expected dividends and the risk-free interest rate over the life of the
options. The amount so determined is recognized in labour expenses on a straight-line basis over the period between the
grant date and the exercise date - corresponding to the vesting period - and in equity for equity-settled plans or in debt for

cash-settled plans.

2.3.17 Treasury shares

Treasury shares are recorded as a deduction from equity, at cost. When shares are sold out of treasury shares, the resulting

profit or loss is recorded in equity net of tax.
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NOTE 3 - RESTATED SEGMENT INFORMATION

. Presentation of business segments

As a result of the Group's new strategic choices, the France Telecom Group's management structure is now based on: (i)
business lines (Home, Personal, Enterprise) and (ii) management teams integrated at country level. Consequently, and in
accordance with IAS 14 "Segment Reporting”, the Group has defined the following three business segments as its basis for

primary segment reporting:

—  Personal Communication Services (PCS), covering the mobile telecommunications services activities in France,
the United Kingdom, Spain, Poland, and the rest of the world. This segment includes the entire Orange subsidiaries,
as well as the mobile telephony business of FT Espafia in Spain, TP Group (with its subsidiary PTK Centertel) in

Poland, and that of other international companies in the Group;

— Home Communication Services (HCS), covering the fixed telecommunications services activities (fixed telephony,
Internet services, and services to operators) in France, Poland and the rest of the world, as well as revenues from

distribution and from the support functions provided to other segments of France Telecom Group;

—  Enterprise Communication Services (ECS), covering business communications solutions and services in France

and worldwide.

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

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

The use of shared resources is taken into account in segment results based on the terms of contractual agreements between
legal entities, or external benchmarks, or by allocating costs among all the segments. The supply of shared resources is
included in inter-segment revenues of the service provider, and use of the resources is included in expenses taken into account
for the calculation of the service user's gross operating margin. The cost of shared resources supplied may be affected by

changes in regulations and may therefore have an impact on the segment results disclosed from one year to another.

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

segment concerned.

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

Spain), the rest of Europe and the rest of the world.

. Disposal of PagesJaunes

Following the France Telecom Group's disposal of PagesJaunes on October 11, 2006, PagesJaunes has been presented as a
discontinued operation as required by IFRS 5. Consequently, its net expenses and revenues are reported separately under net

income of discontinued operations. The 2004 and 2005 comparative data have been restated.

Note 4 provides details of the main impacts of the disposal of PagesJaunes, a condensed income statement and net cash flows

relating to PagesJaunes.

PagesJaunes' operations include the printing and distribution of printed directories, the sale of advertising space in its online
directories, directory enquiry services, the sale of marketing databases and the development and hosting of web sites for

advertisers.
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3.1 Analysis by business segment

3.1.1 Main operating indicators per segment for the year ended December 31, 2006:

Income statement for the year ended December 31, 2006:

PCS HCS ECS Eliminations France
and Telecom total
(in millions of euros) unallocated
items
Net revenues 27,745 22,487 7,652 (6,182) 51,702
- external 26,770 17,701 7,231 - 51,702
- inter-segment 975 4,786 421 (6,182) -
Gross operating margin 9,686 7,265 " 1,590 2) 18,539
Employee profit-sharing (71) (252) (23) - (346)
Share-based compensation (13) (14) 3) - (30)
Depreciation and amortization (4,183) (3,241) (402) 2 (7,824)
Impairment of goodwill (2,525) (275) @ - - (2,800)
Impairment of non-current assets (31) (72) 2) - (105)
Gains (losses) on disposal of assets - - - 97 97
Restructuring costs (68) (474) (25) - (567)
Share of profits (losses) of associates - 24 - - 24
Operating income 6,988
- Allocated by segment 2,795 2,961 1,135 - 6,891
- Non-allocable 97 97
Interest expense - - - (3,155) (3,155)
Foreign exchange gains (losses) - - - 26 26
Discounting expense - - - (122) (122)
Income tax - - - (2,180) (2,180)
Net income of continuing operations 1,557
Net income of discontinued operations 3,211
Consolidated net income after tax 4,768

Non-cash income and expense items
included in operating income allocated (6,691) (2,823) (368) - (9,892)
by business segment

Investments in property, plant &
equipment and intangible assets

- excluding telecommunications licenses 3,581 2,721 430 - 6,732
- telecommunications licenses 283 . - . 283
- financed through finance leases 20 2 15 - 37
Total investments 3,884 2,723 445 - 7,052

™ Includes a 129 million euro reversal of provisions for post-employment benefits (see Note 6).
@ Goodwill on TP Group is included in the Home segment. It is tested for impairment at the level of the "Poland" cash-generating unit (see

Note 7).
®  Mainly renewal of Orange France's GSM license.
" Including 1,771 million euros for other intangible assets and 5,281 million euros for property, plant and equipment (see Notes 13 and 14).
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Balance sheet at December 31, 2006:

PCS HCS ECS Eliminations France Telecom
and total
(in millions of euros) unallocated
items

Goodwill, net 25,371 5,838 308 - 31,517
Other intangible assets, net 12,408 1,876 228 4,201 @ 18,713
Property, plant and equipment, net 12,413 15,144 665 - 28,222
Interests in associates 318 36 6 - 360
Non-segment non-current assets @ - - - 9,575 9,575
Non-current assets 88,387
Inventories, net 532 256 56 - 844
Trade receivables, net ) 3,861 4,842 873 (2,820) 6,756
Other current assets 850 908 153 (123) 1,788
Prepaid expenses 283 273 66 (42) 580
Non-segment current assets @ - - - 4,816 4,816
Current assets 14,784
Total assets 103,171
- o/w segment assets 56,036 29,173 2,355 1,216 88,780

- o/w non-segment assets 14,391 14,391
Equity 31,638 31,638
Non-current employee benefits 36 424 74 - 534
Other non-current provisions 349 1,748 109 - 2,206
Other non-current liabilities 505 987 2 - 1,494
Non-segment non-current liabilities @ - - - 39,812 39,812
Non-current liabilities 44,046
Current employee benefits 293 1,044 269 - 1,606
Current provisions 225 1,480 111 - 1,816
Trade payables 6,788 4,226 826 (2,825) 9,015
Other current liabilities 911 1,169 149 (119) 2,110
Deferred income 1,589 1,464 164 (40) 3,177
Non-segment current liabilities ©! - - - 9,763 9,763
Current liabilities 27,487
Total equity and liabilities 103,171
- o/w segment liabilities 10,696 12,542 1,704 (2,984) 21,958

- o/w non-segment liabilities 81,213 81,213

™" Goodwill on TP Group is included in the Home segment. It is tested for impairment at the level of the "Poland" cash-generating unit (see

Note 7).

Corresponds to the Orange trademark.

Mainly comprising gross financial debt and deferred taxes.

Some trade receivables generated by the Enterprise Communication Services segment are included in the Home Communication Services
segment, which is responsible for their collection. Their reallocation would amount to approximately 450 million euros.
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3.1.2 Main operating indicators per segment for the year ended December 31, 2005:

Income statement for the year ended December 31, 2005:

PCS HCS ECS Eliminations France

and Telecom total

(in millions of euros) unallocated
items
Net revenues 23,535 22,534 7,785 (5,772) 48,082
- external 22,576 18,075 7,431 - 48,082
- inter-segment 959 4,459 354 (5,772) -
Gross operating margin 8471 7,538 @ 1,049 (5) 17,953
Employee profit-sharing (75) (253) (21) - (349)
Share-based compensation (45) (92) (21) - (158)
Depreciation and amortization (3,436) (3,116) 477) 5 (7,024)
Impairment of goodwill - (11) - - (11)
Impairment of non-current assets (363) (14) (191) - (568)
Gains (losses) on disposal of assets - - - 1,089 1,089
Restructuring costs (1) (380) (73) - (454)
Share of profits (losses) of associates (15) 35 - - 20
Operating income 10,498
- Allocated by segment 4,536 3,707 1,166 - 9,409
- Non-allocable - - - 1,089 1,089
Interest expense - - - (3,058) (3,058)
Foreign exchange gains (losses) - - - (147) (147)
Discounting expense - - - (162) (162)
Income tax - - - (1,419) (1,419)
Net income of continuing operations 5,712
Net income of discontinued operations 648
Consolidated net income after tax 6,360
Non-cash income and expense items (3,647) (2,136) (645) - (6,428)

included in operating income allocated by

business segment

Property, plant and equipment and

intangible assets

- excluding telecommunications licenses 3,130 2,537 370 4) 6,033
- telecommunications licenses 97 - - - 97
- financed through finance leases 2 - 1 - 3
Total investments 3,229 2,537 371 (4) 6,133
™" Includes (256) million euros in respect of the fine imposed by the Competition Council (Conseil de la Concurrence) (see Note 6).
@ Includes a 199 million euro reversal of the provision for FTM Liban (see Note 6).
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Balance sheet at December 31, 2005:

PCS HCS ECS Discontinued Eliminations France

operations and Telecom

(in millions of euros) unallocated total

items

Goodwill, net 27,276 5,958 255 237 - 33,726
Other intangible assets, net 17,023 1,614 218 10 - 18,865
Property, plant and equipment, net 12,055 15,775 722 18 - 28,570
Interests in associates 306 15 - - - 321
Non-segment non-current assets @ - - - - 12,789 12,789
Non-current assets 94,271
Inventories, net 538 267 44 5 - 854
Trade receivables, net © 3,627 4,603 984 473 (2,566) 7,121
Other current assets 779 961 226 40 (89) 1,917
Prepaid expenses 250 293 53 56 (80) 572
Non-segment current assets @ - - - - 4,615 4,615
Current assets 15,079
Total assets 109,350
- o/w segment assets 61,854 29,486 2,502 839 (2,735) 91,946

- o/w non-segment assets - - - - 17,404 17,404
Equity 28,438 28,438
Non-current employee benefits 35 531 88 25 - 679
Other non-current provisions 352 2,175 110 8 - 2,645
Other non-current liabilities 306 918 7 2 (2) 1,231
Non-segment non-current liabilities - - - - 46,356 46,356
Non-current liabilities 50,911
Current employee benefits 329 1,079 267 88 - 1,763
Current provisions 251 1,530 65 1 - 1,847
Trade payables 6,376 4,672 925 124 (2,579) 9,518
Other current liabilities 795 1,183 190 101 (77) 2,192
Deferred income 1,537 1,472 233 592 (79) 3,755
Non-segment current liabilities ® - - - - 10,926 10,926
Current liabilities 30,001
Total equity and liabilities 109,350
- o/w segment liabilities 9,981 13,560 1,884 941 (2,737) 23,630

- o/w non-segment liabilities - - - - 85,720 85,720

™ Goodwill on TP Group is included in the Home segment. It is tested for impairment at the level of the "Poland" cash-generating unit (see

Note 7).

@ Mainly comprising gross financial debt and deferred taxes.
®  Some trade receivables generated by the Enterprise Communication Services segment are included in the Home Communication Services

segment, which is responsible for their collection. Their reallocation would amount to approximately 350 million euros.
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3.1.3 Main operating indicators per segment for the year ended December 31, 2004:

Income statement for the year ended December 31, 2004:

PCS HCS ECS Eliminations France Telecom
and total
(in millions of euros) unallocated
items
Net revenues 20,564 22,440 8,235 (5,954) 45,285
- external 19,521 17,902 7,862 - 45,285
- inter-segment 1,043 4,538 373 (5,954) -
Gross operating margin 8,076 7,401 2,039 R 17,516
Employee profit-sharing (72) (156) (22) - (250)
Share-based compensation (124) (212) (38) - (374)
Depreciation and amortization (3,388) (3,935) (657) - (7,980)
Impairment of goodwill - - (534) - (534)
Impairment of non-current assets 5) 10 (184) - (179)
Gains (losses) on disposal of assets - - - 723 723
Restructuring costs (15) (134) (32) - (181)
Share of profits (losses) of associates - 17 12 - 29
Operating income 8,770
- Allocated by segment 4,472 2,991 584 - 8,047
- Non-allocable - - - 723 723
Interest expense - - - (3,641) (3,641)
Foreign exchange gains (losses) - - - 144 144
Discounting expense - - - (148) (148)
Income tax - - - (2,329) (2,329)
Net income of continuing operations 2,796
Net income of discontinued operations 414
Consolidated net income after tax 3,210
Non-cash income and expense items (3,328) (2,917) (1,306) R (7,551)
included in operating income allocated
by business segment
Investments in property, plant &
equipment and intangible assets
- excluding telecommunications licenses 2,695 2,051 388 (8) 5,126
- telecommunications licenses 7 - - - 7
- financed through finance leases 24 - - - 24
Total investments 2,726 2,051 388 (8) 5,157
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Balance sheet at December 31, 2004:

PCS HCS ECS Discontinued Eliminations France

operations and Telecom

(in millions of euros) unallocated total

items

Goodwill, net 21,587 5,740 " 32 230 - 27,589
Other intangible assets, net 13,831 1,337 457 7 - 15,632
Property, plant and equipment, net 9,495 16,181 809 17 - 26,502
Interests in associates - 262 93 15 - 370
Non-segment non-current assets ? - - - - 14,369 14,369
Non-current assets 84,462
Inventories, net 386 227 19 12 - 644
Trade receivables, net © 2,835 4,729 1,075 431 (2,481) 6,589
Other current assets 1,012 1,488 251 44 (10) 2,785
Prepaid expenses 215 383 67 40 (45) 660
Non-segment current assets ? - - - - 3,553 3,553
Current assets 14,231
Total assets 98,693
- o/lw segment assets 49,361 30,347 2,803 796 (2,536) 80,771

- o/w non-segment assets - - - - 17,922 17,922
Equity 17,683 17,683
Non-current employee benefits 13 519 74 22 - 628
Other non-current provisions 215 2,869 157 8 - 3,249
Other non-current liabilities 250 1,089 - - h 1,339
Non-segment non-current liabilities ? - - - - 44,771 44,771
Non-current liabilities 49,987
Current employee benefits 600 1,034 266 82 - 1,982
Current provisions 164 1,749 30 - - 1,943
Trade payables 4,550 4,536 993 107 (2,429) 7,757
Other current liabilities 999 1,473 212 91 (87) 2,688
Deferred income 1,249 1,487 319 535 (20) 3,570
Non-segment current liabilities ® - - - - 13,083 13,083
Current liabilities 31,023
Total equity and liabilities 98,693
- o/lw segment liabilities 8,040 14,756 2,051 845 (2,536) 23,156

- o/lw non-segment liabilities - - - - 75,537 75,537

™ Goodwill on TP Group is included in the Home segment. It is tested for impairment at the level of the "Poland" cash-generating unit (see

Note 7).

Mainly comprising gross financial debt and deferred taxes.

®  Some trade receivables generated by the Enterprise Communication Services segment are included in the Home Communication Services

segment, which is responsible for their collection. Their reallocation would amount to approximately 600 million euros.
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3.2 Analysis by geographic segment

3.2.1 Revenue contribution

(in millions of euros )

Year ended

December 31,2006 December 31,2005 December 31, 2004

France 27,432 27,555 26,528
United Kingdom 6,266 6,209 6,097
Poland 4,752 4,543 4,082
Spain 3,827 1,187 571
Rest of Europe 4,907 4,541 4,314
Rest of the world ) 4,518 4,047 3,693
Group total 51,702 48,082 45,285

™" Includes all Equant Group companies.

3.2.2 Property, plant & equipment and intangible assets (including finance leases and telecommunications licenses)

(in millions of euros )

Year ended

December 31, 2006 December 31, 2005 December 31, 2004

France 3,419 2,960 2,666
United Kingdom 541 622 589
Poland 770 758 699
Spain 686 281 109
Rest of Europe 748 799 625
Rest of the world ") 888 713 469
Group total 7,052 6,133 5,157

™ Includes all Equant Group companies.
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3.2.3 Property, plant and equipment and intangible assets, net (excluding goodwill)

Year ended

(in millions of euros ) December 31, 2006 December 31,2005 December 31, 2004

France 15,546 15,481 15,874
United Kingdom 12,972 13,215 13,524
Poland 6,801 7,157 7,112
Spain " 5,195 5,506 346
Rest of Europe 3,457 3,482 3,393
Rest of the world © 2,964 2,566 1,861

Discontinued operations - 28 24
Group total 46,935 47,435 42,134

™" The change from 2004 to 2005 is mainly due to the acquisition of Amena (see Note 4).

@ Includes all Equant Group companies.
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NOTE 4 - MAIN ACQUISITIONS AND DISPOSALS OF COMPANIES AND CHANGES IN SCOPE OF
CONSOLIDATION

YEAR ENDED DECEMBER 31, 2006

Main acquisitions

. Acquisition of Groupe Diwan shares

In July 2006, France Telecom Group acquired a controlling block of approximately 72% of the capital of Groupe Diwan for a
cash consideration of 28.2 million euros. Groupe Diwan, an integration company specializing in systems, networks and
telecoms infrastructure management and security, is listed on Alternext stock exchange. In accordance with Alternext rules and
the General Regulation of the French stock market regulatory authority (Autorité des Marchés Financiers - AMF), France
Telecom Group made a standing market offer ("garantie de cours") to Groupe Diwan shareholders at a price per share equal to
the price paid by the Group for the controlling block. Subsequently France Telecom Group made a buyout offer for the
remaining shares. Pursuant to these transactions, which took place in November and December 2006, France Telecom Group
acquired an additional interest of 27.51% for 11 million euros and owns 99.51% of Groupe Diwan. The company has since

been delisted.

Goodwill relating to this transaction amounted to 47 million euros.

e Acquisition of an additional interest in Jordan Telecommunications Company (JTC)

On April 4, 2006, France Telecom acquired an additional 12% interest (45,241,056 shares) in Jitco from Arab Bank for a cash
consideration of 60 million euros. Pursuant to this transaction, France Telecom owns 100% of Jitco, holding company of Jordan
Telecommunications Company (JTC), the historical telecoms operator in Jordan. Goodwill relating to this transaction amounted

to 20 million euros.

On July 5 and November 30, 2006, France Telecom successively acquired 10% and then 1% less one share (27,499,999
shares) of JTC, company consolidated using the proportionate consolidation, from the Jordanian government for a cash
consideration of 145 million euros. Pursuant to these transactions, France Telecom owns 51% less one share of JTC. By virtue
of amendments made to the shareholders' agreement with the Jordanian government, France Telecom controls and therefore

fully consolidates JTC from July 5, 2006. Goodwill relating to these two transactions amounted to 85 million euros.

Remeasurement of the assets and liabilities of JTC led to the recognition of trademarks for 14 million euros, licenses for

8 million euros, subscriber bases for 169 million euros and related deferred tax liabilities for 48 million euros (see Note 13).

Including the minority interests, these transactions had a positive impact on equity of 280 million euros, of which 59 million

euros on equity attributable to equity holders of France Telecom S.A..

The change in the consolidation method for Jordan Telecommunications Company resulted in an increase in net cash by

137 million euros.

e Acquisition of an additional interest in Amena and impacts of the Spanish entities merger

In March 20086, in accordance with the undertakings made in November 2005 upon the acquisition of 79.4% of Auna, France
Telecom acquired an additional 0.61% interest in Auna (now France Telecom Operadores de Telecomunicaciones SA (FTOT))

from the minority shareholders for a cash consideration of 49 million euros, raising its shareholding to 80%. In addition, FTOT
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acquired an additional 1.4% interest in Retevision Movil SA (Amena), for a cash consideration of 106 million euros, raising its

shareholding to 99.3%. The additional goodwill arising on these transactions amounted to 92 million euros.

In May and July 2006, France Telecom received 124 million euros pursuant to the purchase price adjustment provisions. These

price adjustments were recorded as a deduction from goodwill.

On July 31, 2006, in accordance with the undertakings made in November 2005, FT Espafia, FTOT and Amena merged into FT
Espafia. The minority shareholders of FTOT and Amena received shares in FT Espafia in exchange for their interests. After
the merger, France Telecom's ownership interest in FT Espafia is 79.29%. As IASs/IFRSs do not specifically address this type
of transaction with minority shareholders nor the resulting decrease in ownership interest, France Telecom applied the
accounting treatment described in Note 2.1.2. The merger was treated as an acquisition of the minority interests in FTOT and
Amena followed by the disposal of 20.71% of FT Espafia. Goodwill arising on the acquisition of the minority interests in FTOT
and Amena amounted to 1,126 million euros. The disposal of 20.71% of FT Espafia resulted in a gain of 129 million euros.
Due to the preemption right and call option held by France Telecom over these minority interests, the gain was deferred and

recorded in "Other non-current liabilities" at December 31, 2006 (see Note 29.1).

Pursuant to the merger, certain assets recognized in the consolidated financial statements upon the acquisition of Auna in
November 2005 became tax deductible. Consequently, the deferred tax liabilities recognized at the time of the acquisition in

connection with these assets were reversed, of which 709 million were reversed against goodwill.

Following these transactions, goodwill amounted to 4,840 million euros at December 31, 2006.

Main disposals

. Disposal of France Telecom Mobile Satellite Communications (FTMSC)

On 31 October 2006, France Telecom sold all of its shareholding in FTMSC (7,965,655 shares) to Apax Partners France for an
amount of 52 million euros net of disposal costs. At December 31, 2006, the gain on disposal before tax related to this

transaction amounted 10 million euros.

. Disposal of PagesJaunes Group

On 11 October 2006, France Telecom disposed of its 54% shareholding in PagesJaunes Group (150,546,830 shares) to
Médiannuaire, a subsidiary of Kohlberg Kraus Roberts & Co Ltd (KKR) for an amount of 3,287 million euros net of disposal
costs. At December 31, 2006, the gain on disposal before tax related to this transaction amounted to 2,983 million euros. After
repayment of intercompany loans and impact of the cash sold, the disposal had a net impact on Group cash of 2,697 million

euros.

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

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

Year ended
(in millions of euros) 31 December 31,2006 " December 31,2005 December 31, 2004
Net revenues 822 1,061 978
Gross operating margin 361 463 407
Operating income 339 400 343
Finance costs, net 1" 1" 20
Income tax (122) (149) (148)
Net income generated by PagesJaunes 228 262 215
Gain on disposal of PagesJaunes, before tax 2,983 386 199
Tax - - -
Gain on disposal of PagesJaunes, after tax 2,983 386 199
Net income of discontinued operations 3,211 648 414

M Corresponds to the net result of the operations of PagesJaunes until the disposal date.

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

Year ended
(in millions of euros) December 31, 2006 December 31,2005 December 31, 2004
Net cash provided by operating activities 275 264 362
Net cash provided by or used in investing activities 2 1 (88)
Net cash used in financing activities (280) (254) (268)

™ Including investments in property, plant & equipment and intangible assets: 24 millions euros in 2006, 12 million euros in 2005 and 8 million

euros in 2004.

. Disposal of Ypso shares

In January 2006, France Telecom disposed of its 20% shareholding in Ypso, a cable network operator, for 44 million euros. The

gain on disposal before tax related to this transaction amounted to 84 million euros.
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YEAR ENDED DECEMBER 31, 2005

Main acquisitions

e Increased stake in Orange Slovensko

On November 9, 2005, France Telecom acquired 36.1% of Orange Slovensko (representing 12,197,012 shares) for a total cash
consideration of USD 628 million (502 million euros). This transaction raised the Group's total stake in the company from 63.9%
to 100%. Goodwill relating to this transaction amounted to 375 million euros. The conditional commitment to purchase the
shares was recognized under financial debt in the balance sheet at December 31, 2004 for an amount of 500 million euros (see

Note 19). On November 9, 2005, this liability was reversed to reflect the cash paid out.

e Acquisition of Amena shares

Details of the transaction

According to the terms of an agreement signed July 29, 2005 with the shareholders of Auna, France Telecom acquired
28,971,688 Auna shares and 260,554 Multimedia Cable shares on November 8, 2005 for a total cash consideration of 6.4
billion euros. As a result of the acquisition, France Telecom held 79.4% of Auna shares. Auna has a 97.9% stake in Retevision
Movil SA, the mobile operator trading under the name of "Amena", and referred to as Amena in the document. Goodwill relating

to this transaction amounted to 4,454 million euros.

Auna and Retevision Movil SA have been fully consolidated from the acquisition date. Their measurement and presentation

principles applied in accounting for these companies have been harmonized with those of France Telecom.

Cost and purchase price allocation

The Group identified the assets and liabilities acquired in order to determine how Auna's purchase price should be allocated.

The main items were as follows:

(in millions of euros)

Cash paid out for the acquisition 6,342
Direct costs attributable to the acquisition 87
Purchase price consideration " 6,429
Liabilities assumed (price guarantee given, see below) 258
Total acquisition cost 6,687
Allocation
Assets acquired, net ? (638)
Trademark (360)
License (568)
Existing subscriber base (2,230)
Deferred tax liabilities 1,105
Attributable to minority interests on remeasurement 458
Goodwill 4,454

" Of which 60 million euros in charges were outstanding at December 31, 2005.

@ Of which 79.4% was allocated to Auna, and 77.7% to Amena.
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The trademark was measured according to the royalty savings methodology, which takes the present value of fees that would

have been paid to a third party for use of the trademark had the Group not owned it.

The licenses were measured globally according to the Greenfield method, using the present value of future cash flows for a

new entrant onto a new market.

The existing subscriber base was measured by taking the future cash flow generated by existing customers at the acquisition

date.

The preliminary allocation of the acquisition price was determined according to Amena's situation on November 8, 2005. Any

changes in value, including price adjustments, will be taken into account over the allocation period (12 months from the

transaction date).

Breakdown of net assets acquired:

(in millions of euros)

Historical cost at

November 8, 2005

Fair value at

November 8, 2005

Intangible assets, net 411 3,569
Property, plant and equipment, net 1,870 1,870
Net deferred tax assets 1,868 1,868
Other non-current assets 13 13
Total non-current assets 4,162 7,320
Inventories, net 47 47
Trade receivables, net 390 390
Cash and cash equivalents 331 331
Other current assets 96 96
Total current assets 864 864
Other non-current financial debt and derivatives (2,632) (2,632)
Deferred tax liabilities - (1,105)
Other non-current liabilities (200) (200)
Total non-current liabilities (2,832) (3,937)
Other current financial debt and derivatives (267) (267)
Current provisions (34) (34)
Trade payables (939) (939)
Other current liabilities (133) (133)
Total current liabilities (1,373) (1,373)
Net assets fully acquired 821 2,874
Assets and liabilities attributable to minority interests (183) (641)
Net assets acquired attributable to equity holders of France Telecom
SA. 638 2,233
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Price guarantee

At the time of the acquisition by France Telecom, on November 8, 2005, of Auna Operadores de Telecomunicaciones SA,
which owns Retevision Movil SA (Amena), those shareholders holding the residual interest in Auna undertook not to sell their
shares for a period of three years except in the event of a transfer to a Spanish entity that is not a competitor of France

Telecom.

At the end of this period, and for an initial period of one month, the minority shareholders may approach France Telecom in

order to determine whether it is interested in buying their shares, in which case discussions could begin.

After this one-month period, and for a period of six months, certain minority shareholders may decide to sell all of their shares
provided that they received from a third party a "Bona Fide Offer", defined as an offer at least equal to a floor valuation of the
shares as established by two investment banks. After receiving the "Bona Fide Offer", the minority shareholders are required to

notify France Telecom, which may decide to acquire the shares or not.

In the event that France Telecom chooses not to exercise its preemption right, it undertakes to indemnify the minority
shareholders for the difference, if negative, between the price of the "Bona Fide Offer" and 90% of the price of each Auna share
acquired by France Telecom, plus capitalized annual interest of 4.5% (the "Guaranteed Price »). This price guarantee given to
minority shareholders has been accounted for as a "synthetic" derivative and measured at fair value at the acquisition date for

an amount of 258 million euros.

After the six months, minority shareholders may ask for their shares to be listed. The value of the shares must then be
established by two investment banks. At any moment up to the date a prospectus is filed with the relevant stock exchange
authorities, France Telecom can exercise its preemption right on the shares held by the minority shareholders, at a price at

least equal to the Guaranteed Price per share.

As from three years and seven months after November 8, 2005 and until the fifth anniversary of the acquisition date, France
Telecom holds a call option on the shares held by the minority shareholders, that may be exercised at a price equal to the

higher of (i) the fair value of the shares; and (ii) the Guaranteed Price.

Other information

Revenue and net income for the financial year 2005, including Amena for the full year, would have been 51,715 million euros

and 6,369 million euros, respectively.

Amena's net income is included within that of France Telecom as from the acquisition date, and amounts to (243) million euros,
of which (224) million euros corresponds to the impairment loss taken on the Amena trademark, net of the deferred tax effect
(see Note 7).

In 2006, France Telecom plans to merge Auna, Retevision Movil SA and France Telecom Espafia, which operates the Group's

fixed telephony and internet business in Spain under the Wanadoo banner.

e Increased stake in Orange Dominicana

On September 8, 2005, France Telecom acquired 14.0% of Orange Dominicana (representing 2,454,019 shares) for a cash
consideration of USD 37.7 million (30.3 million euros), raising the Group's total stake in the company from 86.0% to 100.0%.
Goodwill relating to this transaction amounted to 24 million euros. The conditional commitment to purchase the shares was
recognized under financial debt in the balance sheet at December 31, 2004 for an amount of 19 million euros. On September 8,

2005, this liability was reversed to reflect the cash paid out.
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. Increased stake in Wirtualna Polska

On September 8, 2005, TP Group acquired 19.5% of Wirtualna Polska, representing 873,485 shares, for a cash consideration
of PLN 221 million (54.7 million euros), raising its interest in the company from 80.5% to 100%. At December 31, 2005, goodwill

relating to this transaction amounted to 22 million euros.

e Increased stake in Orange Romania

On April 13, 2005, France Telecom acquired 23.5% of Orange Romania (representing 220,390,775 shares) for a cash
consideration of USD 527.5 million (404.2 million euros), raising the Group's total stake in the company from 73.3% to 96.8%.

Goodwill relating to this transaction amounted to 272 million euros.

e Acquisition of all of Equant's assets and liabilities

On February 10, 2005, France Telecom announced that it had signed a definitive agreement with Equant NV for the acquisition
by France Telecom of all the assets and liabilities of Equant that it did not already own. Equant is France Telecom's 54.1%-
owned subsidiary specialized in global communications services for businesses. The agreement's final terms were approved by
France Telecom's Board of Directors on February 9, 2005, during which an independent expert attested to the fairness, from a
financial point of view, of the terms of the offer for Equant NV's minority shareholders. At this meeting, the legal counsel,
comprising one Dutch and one French legal expert, confirmed, after completion of the requisite due diligence, that the
transaction was in compliance with corporate governance rules, applicable regulations (particularly stock market regulations)

and the corporate interests of France Telecom and Equant NV.

Equant NV's shareholders approved the transaction during their extraordinary general meeting of May 24, 2005. The assets
were transferred on May 25, 2005 for a total amount of 578 million euros, and Equant NV was wound up on December 31,
2005. The proceeds of the sale were paid to Equant NV shareholders on May 25, 2005 on the basis of 4.30 euros per Equant

share.

An amount of 12 million euros in acquisition-related costs was capitalized. Goodwill relating to the assets acquired amounted to

214 million euros.

Other changes in the scope of consolidation

e  Exchange of Sonaecom shares

On November 15, 2005, France Telecom exchanged its minority interest in Portugal-based Optimus, Novis and Clix against
shares in their parent company Sonaecom. The exchange was realized through a share issue reserved for France Telecom.
Following this operation, France Telecom held 23.7% of Sonaecom's capital (70,276,868 shares), representing 250 million
euros based on the share price at the transaction date. At December 31, 2005, the net gain on disposal before tax was 113

million euros (see Notes 8 and 31). France Telecom's interest in Sonaecom is consolidated by the equity method.

This operation led to the cancellation of the conditional commitments concerning Clix signed by France Telecom and Sonae, a

shareholder in Sonaecom. New agreements between France Telecom and Sonae have been signed (see Note 32).

. Sonatel

Following the amendment of the shareholders' agreement with the Senegalese government, Sonatel was fully consolidated with

effect from July 1, 2005. France Telecom's interest in Sonatel was previously consolidated according to the proportional
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method. The remeasurement of the assets and liabilities of Sonatel and its subsidiaries led to the recognition of 288 million
euros in existing subscriber bases in France Telecom's consolidated financial statements, and the corresponding deferred tax
liability of 79 million euros, which had a net impact on equity of 209 million euros (see Note 13). After taking account of minority
interests, full consolidation of Sonatel had a positive impact on equity of 469 million euros, including 83 million euros on equity

attributable to equity holders of the Group.

. Tele Invest Il

On January 17, 2005, France Telecom acquired 3.57% of the shares of TP SA, which were previously held by Tele Invest II.
The price paid by France Telecom to Tele Invest Il was 351 million euros, enabling Tele Invest to fully pay down its 349 million

euros debt (see Note 22). Tele Invest |l shares were deconsolidated following this operation.

Main disposals

. Transfer of PTK-Centertel shares to TP SA 4

On November 4, 2005, TP SA acquired 34% of PTK-Centertel from FT Mobiles International, a wholly-owned subsidiary of
France Telecom, for a cash consideration of PLN 4.88 billion. As a result of this transaction, TP SA owns 100% of its mobile
subsidiary PTK-Centertel and France Telecom's shareholding in PTK-Centertel decreased from 65.3% as of December 31,
2004 to 47.5% as of December 31, 2005. This transaction is a transfer of consolidated shares within the France Telecom
Group. As IASs/IFRSs do not specifically address such transaction, the Group applied the accounting policy described in Note
2.1.2. The shares of PTK-Centertel acquired by TP SA were maintained at historical cost and the gain on the transfer was fully
eliminated in the accounts of TP SA. As the minority interests were adjusted to reflect the change in their share in the equity of
TP SA and PTK-Centertel with a corresponding opposite effect on the Group retained earnings, the profit and loss and the

shareholders' equity remain unchanged.

e  Delivery of STMicroelectronics shares

On August 6, 2002, France Telecom issued bonds exchangeable for STMicroelectronics NV (“STM”) shares. In August 2005,
France Telecom redeemed all of the remaining bonds in circulation on August 6, 2005 (the maturity date) by delivering STM
shares on the basis of 1.25 STM share per bond, in accordance with the conditions attached to the bonds. At December 31,
2005, the net gain on disposal before tax related to this transaction amounted to 162 million euros (see Notes 8, 15, 21, 31 and

32). France Telecom no longer holds any STM shares.

. Sale of Mobilcom shares

On May 2, 2005, France Telecom announced the sale of its 27.3% interest in Mobilcom AG to Texas Pacific Group (TPG), a
US investment fund, for a total consideration of 265 million euros. France Telecom continues to own 1% of MobilCom. At
December 31, 2005, the net gain on disposal before tax related to this transaction was 265 million euros (see Notes 8, 15, 16
and 33).

. Sale of cable activities

Further to their announcement of December 22, 2004, France Telecom, the Canal+ group and TDF sold their cable network
activities to the Ypso consortium, controlled by the fund manager Cinven and 10%-owned by cable operator Altice, on March
31, 2005. At December 31, 2005, the net gain before tax related to this transaction amounted to 18 million euros (see Notes 4
and 32).
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Within the scope of this transaction, France Telecom sold to the Ypso group its France Telecom Cable subsidiary, as well as
the cable networks that it owned and that were operated by France Telecom Cable or NC Numéricable, a subsidiary of the
Canal+ group. The total consideration for the sale amounted to 348 million euros. France Telecom and the Canal+ group each
hold 20% of Ypso, representing an immaterial amount. France Telecom's interest in Ypso is subject to put and call options (see
Note 32). The operation is shown on the consolidated statement of cash flows net of a shareholder's loan amounting to 37
million euros granted by France Telecom to Ypso Holding. This shareholder's loan was paid down in full in December 2005
when Ypso arranged refinancing, enabling France Telecom to cash in 76 million euros. In January 2006, France Telecom sold

its interest in Ypso and consequently, all options were cancelled.

Under the terms of this transaction, France Telecom agreed not to distribute audiovisual programs via cable networks in France

(excluding ADSL in particular) for a period of two years.

. Sale of 8% of the capital of PagesJaunes

On February 10, 2005, France Telecom sold 22,303,169 shares, or 8% of the share capital, of PagesJaunes to institutional
investors through an accelerated placement for a price of 440.5 million euros, as a result of which its interest in PagesJaunes
group was reduced to 54%. At December 31, 2005, the net gain on disposal before tax related to this transaction was 386

million euros.

. Sale of Tower Participations

On January 27, 2005, pursuant to an agreement entered into on November 8, 2004, France Telecom sold its interest in Tower
Participations SAS for an amount of 400 million euros. At December 31, 2005, the net gain on disposal before tax related to this

transaction was 377 million euros (see Notes 8, 15 and 32).

. Sale of Intelsat

On January 28, 2005, Intelsat announced its merger with Zeus Holding. Pursuant to this transaction, France Telecom sold the
entirety of its stake in Intelsat (5.4%) for a consideration of USD 164 million. The net gain on disposal before tax related to this

transaction was 51 million euros (see Notes 8 and 16).
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YEAR ENDED DECEMBER 31, 2004

Main acquisitions

e  Acquisition of Orange SA shares through public offers

Following the decision of the Paris Court of Appeal to reject the claims of certain minority shareholders, France Telecom
proceeded with the compulsory purchase of the outstanding shares in Orange on April 23, 2004, raising its interest in Orange to
100%.

At December 31, 2004, the goodwill corresponding to the additional 1.0% of Orange SA shares acquired by France Telecom

amounted to 249 million euros.

. Acquisition of Wanadoo SA shares through public offers

Further to a simplified mixed public tender and exchange offer (offre publique mixte simplifi€e d'achat et d'échange) for
Wanadoo shares launched on February 25, 2004, France Telecom acquired 370,267,396 additional Wanadoo shares on May
3, 2004, raising its ownership in Wanadoo to 1,426,228,769 shares, representing 95.9% of the capital. As consideration for the
shares acquired, France Telecom issued 64,796,795 new France Telecom shares - representing a total acquisition cost of
1,344 million euros based on France Telecom's closing share price of 20.75 euros on April 28, 2004, the date on which the
French Financial Markets Council (Conseil des marchés financiers -- CMF) published the results of the offer - and paid 1,805

million euros in cash.

On June 29, 2004, France Telecom filed a public tender offer (offre publique de retrait) followed by a compulsory purchase
procedure (retrait obligatoire) relating to outstanding shares in Wanadoo, at a price of 8.86 euros per share. The tender offer
subsequently ran from July 12, 2004 to July 23, 2004, and the compulsory purchase procedure took place on July 26, 2004. By

acquiring a total of 62,429,567 shares for the sum of 553 million euros, France Telecom gained 100% ownership of Wanadoo.

The expenses incurred in respect of these acquisitions were capitalized as part of the acquisition cost of securities in the

amount of 15 million euros before tax.

At December 31, 2004, goodwill corresponding to the additional 29.1% of Wanadoo SA shares acquired by France Telecom

(net of the dilutive impact) amounted to 1,276 million euros.

Other changes in the scope of consolidation

. Tele Invest

On October 12, 2004, France Telecom acquired a 10% stake less one share of TP SA, previously owned by Tele Invest. The
price paid by France Telecom to Tele Invest was 1,902 million euros, enabling Tele Invest to fully pay down its debt of the same

amount. Tele Invest shares were deconsolidated following this operation.

Main disposals

. STMicroelectronics

On March 9, 2004, France Telecom redeemed all of the bonds exchangeable for STMicroelectronic NV ("STM") shares which

were due to mature on December 17, 2004. Subsequently, the Group indirectly carried out a block sale of the 30 million shares
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initially underlying these bonds on December 3, 2004. As a result, France Telecom indirectly sold all remaining interests in STM
available at that date, i.e. 3.3% of STM's capital. The net impact on cash of this transaction for France Telecom amounted to

472 million euros, and the net gain on disposal before tax was 249 million euros (see Note 8).

At December 31, 2004 France Telecom indirectly held (via FT1Cl) 26.42 million STM shares underlying bonds redeemable for
STM shares maturing on August 6, 2005.

. Radianz

In accordance with the agreement signed on October 21, 2004, Equant sold its 49% interest in Radianz to Reuters -- its partner
in the joint venture -- for USD 110 million in cash. Under the terms of the contract, Equant is released from all future funding

commitments with respect to Radianz, and all the partnership agreements were terminated.

At December 31, 2004, the net impact on cash of this transaction for France Telecom amounted to 89 million euros and the net

gain on disposal before tax was 73 million euros (see Note 8).

. Orange Denmark

In accordance with an agreement entered into on July 7, 2004, Orange sold all of its activities operated under the Orange A/S
banner in Denmark to TeliaSonera on October 11, 2004. The cash proceeds generated by France Telecom on this transaction
amounted to 610 million euros, and the corresponding gain on disposal before tax was 38 million euros (see Note 8). Asset and

liability warranties granted by France Telecom as part of this disposal agreement are capped at 90 million euros.

e  Bitco (Thailand)

On March 2, 2004, Orange reached an agreement with its partners in Bitco -- True Corporation Public Company Limited
(formerly Telecom Asia) and CP Group -- on the partial sale of its interest in Bitco. The transaction, which was completed by the
parties on September 29, 2004 at a price of 1 Thai baht per Bitco share, concerned 39% of Bitco's share capital. Following the

transaction, Orange's interest in Bitco was reduced from 49% to 10% (see Note 16).

Under the above-mentioned agreement, Orange was fully released from all obligations and commitments in respect of the

bridge loan taken out in 2002 by TA Orange Company Limited, Bitco's 99.9%-owned subsidiary.

e  PagesJaunes

In accordance with the provisions set out in the public exchange offer for Wanadoo shares and the information memorandum
approved by the French stock exchange regulatory authority (Autorité des marché financiers - AMF) on June 21, 2004 under
no. 04-614, in July 2004, when PagesJaunes shares were first traded on the Premier marché of Euronext Paris, Wanadoo
placed 101,200,000 existing shares, representing 36.9% of the capital. The placing price was set at 14.40 euros per share for
institutional investors and 14.10 euros per share for private investors. In addition, 4,739,610 new shares resulting from the
capital increase reserved for employees were issued at the same time as the placement. Subsequent to these operations,

France Telecom held 62% of PagesJaunes SA's capital at December.

At December 31, 2004, the net impact on cash of this transaction for France Telecom amounted to 1,443 million euros and the

net gain on disposal before tax amounted to 199 million euros (see Note 8).

. Noos

On June 15, 2004, France Telecom sold its non-consolidated 27% interest in Suez-Lyonnaise Telecom (Noos) to Suez at a
price of 1 euro. The value of this investment had been written down to zero in France Telecom's financial statements at January

1, 2004. France Telecom offered no contractual guarantees as part of the disposal agreement.
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NOTE 5 - REVENUES

(in millions of euros)

Year ended

December 31,

December 31,

December 31,

2006 2005 2004
Personal Communication Services (a) 27,745 23,535 20,564
France 9,882 9,773 8,365
United Kingdom 5,874 5,832 5,833
Spain 3,353 536 -
Poland 1,934 1,598 1,247
Other 6,920 5,991 5,290
Intra-segment eliminations (218) (195) (171)
Home Communication Services (b) 22,487 22,534 22,440
France 17,657 17,718 18,002
Poland 3,048 3,141 3,011
Other 2,005 1,837 1,584
Intra-segment eliminations (223) (162) (157)
Enterprise Communication Services (c) 7,652 7,785 8,235
Business network legacy 4,063 4,726 5,542
Advanced business network 1,879 1,702 1,442
Extended business services 836 747 640
Other business services 874 610 611
Inter-segment eliminations (d) (6,182) (5,772) (5,954)
Total (a) + (b) + (c) + (d) 51,702 48,082 45,285

France Telecom generates substantially all of its revenues from services.
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NOTE 6 - OPERATING INCOME AND EXPENSE

6.1 Labour expenses

Labour expenses break down as follows:

(in millions of euros )

Year ended

December 31,

December 31,

December 31,

2006 2005 2004

Average number of employees" (full time equivalents) 189,028 191,775 199,547
Wages and employee benefit expenses (a) (8,592) (8,464) (8,574)
olw - Wages and salaries (6,460) (6,385) (6,488)
- Social security charges (2,157) (2,120) (2,314)

- Capitalized labour expenses @ 547 543 505

- Other labour expenses © (522) (502) (277)
Employee profit sharing (b) (346) (349) (250)
Share-based compensation (c) (30) (158) (374)
o/w - Employee share offer 0 (106) (248)
- Stock options (30) (52) (126)
Total (a-) + (b) + (c) (8,968) (8,971) (9,198)

™ Of whom approximately 38.2% are French civil servants at December 31, 2006 (39.7% at December 31, 2005 and 42.5% at December 31,

2004).

@ Capitalized labour expenses correspond to labour expenses included in the cost of assets produced by the Group.

®  Of which other short-term employee benefits (315 million euros at December 31, 2006) and payroll taxes (162 million euros at December

31, 2006).
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6.2 External purchases

External purchases can be analyzed as follows :

(in millions of euros) Year ended

December 31, 2006 December 31, 2005 December 31, 2004
Commercial expenses " (7,780) (6,442) (5,660)
Service fees and inter-operators costs (8,053) (7,440) (6,222)
Other external purchases (6,976) (6,041) (5,768)
Total external purchases (22,809) (19,923) (17,650)

™ Commercial expenses include (i) purchases of handsets and other products sold, (ii) retail fees and commissions, and advertising,
promotional, sponsoring and rebranding costs. Advertising, promotional, sponsoring and rebranding costs amounted to (1,305) million euros
at December 31, 2006, (1,170) million euros at December 31, 2005 and (1,063) million euros at December 31, 2004.

@ Other external purchases include overheads, real estate fees, outsourcing fees relating to technical operation and maintenance, IT costs,

purchases of equipment, and call center outsourcing fees, net of capitalized goods and services costs.

6.3 Other operating income

(in millions of euros) Year ended

December 31, 2006 December 31, 2005 December 31, 2004
410 562

Total other operating income " 473

M Other operating income includes late-payment interest on trade receivables, proceeds from trade receivables written off, income from

universal service, income relating to damage to lines, and penalties and reimbursements received.
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6.4 Other operating expense

Other operating expense breaks down as follows:

(in millions of euros)

Year ended

December 31, 2006

December 31, 2005

December 31, 2004

Taxes other than income tax " (1,586) (1,317) (1,239)
Impairment losses on trade receivables (316) (332) (326)
Other expenses and changes in provisions ® (333) (503) (542)
Total other operating expense (2,235) (2,152) (2,107)

™ Including business tax for an amount of (1,047) million euros at December 31, 2006, (1,022) million euros at December 31, 2005 and

(1,002) million euros at December 31, 2004.

@ Other expenses and changes in provisions mainly comprise costs, additions to and reversals from utilized and surplus provisions associated
with penalties, litigation, royalties and patents. In 2006, this item mainly included a 129 million euro reversal of provisions for post-
employment benefits (see Notes 3 and 26). Before the transfer of responsibility for social welfare and cultural benefits to France Telecom's
Works Council, some post-employments benefits were managed directly by the company and had been provisioned in accordance with IAS
19. France Telecom believes that the transfer has extinguished its legal and constructive obligations in respect of these benefits and
therefore reversed the 129 million euro provision previously taken. In 2005, it included the (256) million euro fine imposed by the
Competition Council (Conseil de la Concurrence) and a 199 million euro reversal of the FTM Liban provision (see Notes 3 and 33). In 2004,

it included a 121 million euro reversal of the MobilCom provision.
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NOTE 7 - IMPAIRMENT

Impairment tests are carried out annually, or when indicators show that assets may be impaired. This note sets out the main
changes in the cash-generating units (CGUs) identified in the France Telecom Group, the groups of cash-generating units

which are tested for impairment, goodwill where applicable, and the key assumptions used to determine recoverable amounts.

7.1 Changes in and definition of CGUs and groups of CGUs

Definition of cash-generating units

At December 31, 2006, the France Telecom Group had 33 CGUs, generally corresponding to an operation in a particular
country. Each CGU represents the smallest identifiable group of assets that generates cash inflows that are largely

independent of the cash inflows from other assets or groups of assets. The CGUs break down as follows by primary business

segment:
Year ended
December 31, 2006 December 31, 2005 December 31, 2004
Personal Communication Services 21 21 20
Home Communication Services 10 10 10
Enterprise Communication Services (c ") 2 4 4
Total 33 35 34

" At December 31, 2006, three CGUs were merged following the absorption of Transpac's activities and the integration of Equant's activities

within France Telecom’s Enterprise business. The second CGU in the Enterprise segment corresponds to the activities of the Globecast
sub-group.

Changes in the level of goodwill impairment testing

To carry out the impairment tests, goodwill acquired within a business combination is allocated to each CGU or group of CGUs
likely to benefit from acquisition-related synergies. These CGUs or groups of CGUs represent the level at which these assets
are monitored for internal management purposes. CGUs are combined within a business or geographic sector, as permitted
under IAS 36 "Impairment of Assets". The main items of goodwill are tested at the level of the following CGUs or groups of
CGUs:

Year ended

December 31, 2006 December 31, 2005 and December 31, 2004

Orange goodwill: Orange goodwill:

Tested at the level of each CGU historically forming part of the Orange | Tested at the level of the group of sixteen CGUs in the Personal
sub-group (Personal Communication Services in France, the United | Communication Services corresponding to the former Orange sub-group.
Kingdom, Netherlands, Switzerland, Belgium, Romania, etc.).

Amena goodwill: Amena goodwill:

Tested at the level of the Personal Communication Services - Spain | Tested at the level of the Personal Communication Services - Spain
CGU. CGU.

Wanadoo goodwill: Wanadoo goodwiill:

Tested at the level of each CGU historically forming part of the | Tested at the level of the group of four CGUs in the Home
Wanadoo sub-group (Home Communication Services in France, the { Communication Services segment corresponding to the former Wanadoo
United Kingdom, Netherlands and Spain). sub-group.

TP sub-group goodwill: TP sub-group gooawiill:
Tested at the level of the group of two CGUs corresponding to the | Tested at the level of the group of two CGUs corresponding to the
Personal and Home activities in Poland. Personal and Home activities in Poland.

PagesJaunes sub-group goodwill:
Tested at the level of the group of three CGUs corresponding to the
Directories business in Europe.
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As the level at which return on investment is monitored has changed, the level of goodwill impairment testing has also changed
accordingly. Until June 30, 2006, goodwill on the sixteen Personal operations (corresponding to sixteen CGUs), which formed
part of the sub-group headed by Orange SA in 2000, were tested at the level of that group. Similarly, the four broadband
Internet operations which formed part of the Wanadoo sub-group were tested at the level of that group. Within each business
line, return on investment is now monitored on a country basis. In accordance with the principles set out in Note 2.3.7, the
goodwill on these former sub-groups has been reallocated to each of the constituent CGUs. The allocation was made in

proportion to the fair values of each CGU as of November 30, 2006, the date on which the impairment test was carried out.

Net book values of CGUs and groups of CGUs at December 31, 2006:

Net book values of the CGUs and groups of CGUs tested include goodwill, intangible assets with indefinite useful lives arising
from business combinations (except for the Orange trademark, which is tested separately) and assets with finite useful lives
(property, plant and equipment, intangible assets with finite useful lives and net working capital). Net book values are disclosed
at the level of the CGUs and groups of CGUs, i.e. including accounting items related to transactions with other CGUs or groups
of CGUs.

(in millions of euros) Goodwill Intangible assets with
an indefinite useful life
(Net book value) o/w impairment
Personal - France 12,852
Personal - UK 1,662 2,350
Personal - Spain 4,841
Personal - Switzerland 621
Personal - Romania 1,806
Personal - Belgium 934
Personal - Slovakia 712
Home - France 2,142
Home - UK 325
Home - Spain 248
Poland (Personal and Home) 2,781 275 208
Enterprise 308
Other 2,285 175 4,214
Total 31,517 2,800 4,422

™ Intangible assets with an indefinite useful life mainly comprise the Orange and Telekomunikacja trademarks recognized in the Group's

consolidated balance sheet.
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7.2 Key assumptions used to determine recoverable amounts of the main CGUs and groups of CGUs

Basis for calculating recoverable amounts:

Recoverable amount is the higher of value in use and fair value less costs to sell. France Telecom has calculated the fair value

less costs to sell, and value in use of each of its CGUs:

Fair value less costs to sell represents the best estimate of the amount the Group would receive if it sold the CGU.
Fair value calculated on November 30, 2006 was estimated on the basis of: (i) the discounted present value of future
cash flows over a five-year period, plus a residual value based on a flat growth rate to perpetuity, (ii) 2006 revenue
and EBITDA multiples for comparable companies adjusted for a control premium; and (iii) revenue and EBITDA
multiples for comparable transactions applied in line with 2006.

Value in use corresponds to the present value of estimated future net cash flows based on three/ five-year budgets

and business plans. Cash flow projections beyond the five-year timeframe are extrapolated by applying a flat growth

rate to perpetuity (or declining growth rate over two to three years), not exceeding the average expected long-term

growth rate for the sector.

Key assumptions used to determine recoverable amounts:

Key assumptions used to determine the value in use of assets in the telecommunications segment are similar in nature. They

include:

market level, penetration rate and market share; decisions of regulators in terms of the pricing, accessibility of
services, and internet service provider tariffs between operators; the level of commercial expenses required to

replace products and keep up with existing competitors or new market entrants; the impact on costs of changes in net

revenues; and

the level of investment spends, which may be affected by the roll-out of necessary new technologies.

The amounts assigned to each of these parameters reflect past experience adjusted for expected changes over the timeframe

of the business plan, but may also be affected by unforeseeable changes in the political, economic or legal framework of certain

countries.

Other assumptions also influence the estimation of recoverable amounts, as summarized in the table below:

Main CGUs and groups| Personal - Personal - Personal - Home - Enterprise Poland -
of CGUs France United Spain France excl. Home and
Kingdom Globecast, Personal
Globecast

Basis of recoverable amount Fair value Value in use Value in use Fair value Fair value Value in use
Source used Budget and Budget and Budget and Budget Budget Budget and
plans plans plans plans

5-year cash flow |5-year cash flow |5-year cash flow EBITDA EBITDA |5-year cash flow

projections projections projections multiples multiples projections

Growth rate to perpetuity 1.0% 2.0% 2.0% N/A N/A | 0.0% to3.0%
Post-tax discount rate'” 8.5% 9.0% 8.5% N/A N/A 11.3%

(1)

The post-tax discount rate is based on a pre-tax discount rate defined by current accounting standards and used to calculate value in use:

Personal - United Kingdom: 11.7%; Personal - Spain: 11.3%; Home - Poland: 11.7%; Personal - Poland: 11.6%.
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Among the main CGUs or groups of CGUs listed above:
— Animpairment loss has been taken against Home and Personal - Poland and Personal - UK (see below);

—  For Personal - France, Home - France and Enterprise excluding Globecast, the Group considers it improbable that
there will be a change in valuation parameters that would bring the recoverable amount of these entities equal to their

book value;

—  For Personal — Spain, whose value in use at 100% exceeds book value by over 400 million euros, a discount rate of
0.3% more than the rate used or a growth rate to perpetuity of 0.4% less than the rate used would reduce the value in

use to book value.

7.3 Impairment, net of reversals

Year ended
(in millions of euros) December 31, 2006 December 31, 2005 December 31, 2004
Goodwill ~ Assets with a Assets with in Goodwill ~ Assets  Assets with | Goodwill ~Assets with  Assets with
finite useful life indefinite witha  inindefinite afinite  in indefinite
useful life finite useful life useful life useful life
useful
life
Personal - UK (2,350)
Personal - Netherlands (175)
Poland (Personal and
Home) (275) (21) anm 6
Spain (14) (345)
Enterprise (191) (534) (184)
Other (70) (38) 5
Total (2,800) (91) (14) (11) (32) (536) (534) (179)

™" In respect of Wirtualna Polska (see Note 4).

@ In respect of Equant.

The (2,350) million euro impairment loss taken against the Personal - UK CGU was mainly due to a change in the level at which
return on investment is monitored (see Note 7.1). The allocation of goodwill on the former Orange sub-group has significantly
increased the net book value of the assets comprising this CGU. The impairment loss taken against the Personal - Netherlands

CGU stems from the same source.

For Poland, the impairment loss is based on the business plan prepared by the company's management and stems from an
increase in the discount rate to 11.3% (against 9.5% for Home and 10.5% for Personal previously), to take account of the
uncertainty generated by the local regulatory environment. Long-term growth rates remain unchanged (0% for Home and 3%

for Personal).

As part of the NexT plan, a number of trademarks acquired in business combinations have been abandoned. A specific
impairment loss or an accelerated depreciation charge has been taken against these trademarks over their residual lives. The
trademarks concerned are Equant in the sum of (191) million euros at December 31, 2005, and Amena in the sum of (345)

million euros at December 31, 2005 and (14) million euros at December 31, 2006.
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NOTE 8 - GAINS AND LOSSES ON DISPOSAL OF ASSETS

The main disposals are set out in Note 4.

Year ended

(in millions of euros) December 31, 2006

December 31, 2005

December 31, 2004

Sale of cable activities 84 18 -
Exchange of Sonaecom shares 25 113 -
Other disposals 10 30 51
Sale of Tower Participations - 377 -
Sale of Mobilcom shares - 265 -
STMicroelectronics - 162 249
Eutelsat (gain deferred in 2003) - 74 -
Sale of Intelsat - 51 -
Disposals of property, plant and equipment and intangible assets (24) 43 46
Sale of Radianz shares - - 73
Sale of Pramindo shares - - 57
Sale of Orange Denmark shares - - 38
Dilution impacts - 4 51
Other 2 (48) 158
Total 97 1,089 723

™" Mainly includes impairment losses on securities and receivables relating to non consolidated companies. At December 31, 2004, this item

principally related to business wind-ups, of which 61 million euros was attributable to Telinvest.
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NOTE 9 - RESTRUCTURING COSTS

Restructuring costs, net of restructuring provision reversals, break down as follows:

Year ended

(in millions of euros) December 31, 2006 December 31, 2005 December 31, 2004
Public service secondment costs 47) (52) (25)
Early retirement plan (280) (182) -
Contributions to the Works' Committee in respect of

early retirement plans (13) (83) :
Restructuring plans (1) (227) (137) (156)
Total (567) (454) (181)

(1) At December 31, 20086, it relates mainly to TPSA for 74 million euros and Orange in the UK for 39 million euros. At December 31, 2005, it
relates mainly to Equant for 60 million euros. At December 31, 2004, it relates mainly to TP Group for 34 million euros and Equant for 28 million
euros.
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NOTE 10 - FINANCE COSTS, NET

(in millions of euros )

Year ended

December 31, 2006

December 31, 2005

December 31, 2004

Cost of net financial debt " (2,625) (2,876) (3,697)
Other net financial expense @ (530) (182) 56
Financial expense, net (a) (3,155) (3,058) (3,641)
Foreign exchange gains (losses) ® (b) 26 (147) 144
Discounting expense (c) (122) (162) (148)
Finance costs, net (a) + (b) + (c) (3,251) (3,367) (3,645)

™" Including interest rate derivatives, interest income and income from receivables (164 million euros at December 31, 2006, 168 million euros
at December 31, 2005 and 167 million euros at December 31, 2004).

@ Includes dividends received, changes in fair value of assets and liabilities measured at fair value, and any financial expense or income
recognized following a restructuring of financial debt. At December 31, 2006, this mainly includes the change in fair value of the price
guarantee given to the minority shareholders of FT Espafia for an amount of (258) million euros (see Notes 4 and 19), the change in fair
value of a bond issue for an amount of (189) million euros and the impact of redeeming perpetual bonds redeemable for shares (TDIRA) for
an amount of (103) million euros (see Note 21). At December 31, 2005, it mainly includes the impact of consolidating the France Telecom
S.A. carry-back receivable for an amount of (147) million euros (see Notes 17 and 31). At December 31, 2004, it mainly includes the change
in fair value of the STMicroelectronics bonds redeemable for shares for an amount of 108 million euros (see Note 4).

® Including foreign currency derivatives.
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NOTE 11 - INCOME TAX

1.1 France Telecom Group tax proof

Income tax for 2006 is based on the application of the effective tax rate on pre-tax profit for the year ended December 31, 2006.

In France, deferred taxes are calculated based on enacted tax rates, i.e. 34.43% for 2006 and thereafter.

The reconciliation between effective income tax expense on continuing operations and the theoretical tax calculated based on

the French statutory tax rate is as follows:

(in millions of euros)

Year ended

December 31,

December 31,

December 31,

2006 2005 2004
Net income from continuing operations before tax 3,737 7,131 5,125
Impairment of goodwill 2,800 11 533
Net income from continuing operations before tax and impairment 6,537 7,142 5,658
of goodwill
Statutory income tax rate 34.43% 34.93% 35.43%
Theoretical tax (2,250) (2,494) (2,005)
Share of profits (losses) of associates 8 7 11
Recognition of share-based compensation (12) (69) (135)
Recognition (derecognition) of tax losses 136 614 (287)
Difference in tax rates 233 147 136
Change in local tax rate (271) - (230)
Capital gains and losses of equity investments not taxable at the statutory tax rate 14 351 257
Price guarantee granted to the minority shareholders of FT Espafia (see Note 4) (89) - -
Other 51 25 (76)
Effective tax (2,180) (1,419) (2,329)
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11.2 Income tax benefit/(charge)

The income tax split between the tax consolidation groups and the other subsidiaries is as follows:

(in millions of euros)

Year ended

December 31,

December 31,

December 31,

2006 2005 2004
France tax group (1,280) (1,245) (1,808)
- Current taxes (22) 0 (70)
- Deferred taxes (1,258) (1,245) (1,738)
UK tax group 74 33 (102)
- Current taxes 37 (2) (189)
- Deferred taxes 37 35 87
Spain tax group (327) 131 -
- Current taxes 3) 0 -
- Deferred taxes (324) 131 -
TP Group " (102) (94) (114)
- Current taxes (156) (163) (71)
- Deferred taxes 54 69 (43)
Other subsidiaries (545) (244) (305)
- Current taxes (447) (374) (375)
- Deferred taxes (98) 130 70
Tax benefit/(charge) (2,180) (1,419) (2,329)
- Current taxes (591) (539) (705)
- Deferred taxes (1,589) (880) (1,624)

o TP Group is not a member of a tax consolidation group.
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France tax consolidation group
The deferred tax charge in 2006 for the France tax consolidation group mainly consists of:
e Use of tax loss carryforwards amounting to (1,465) million euros.

. Recognition of deferred tax assets over the period amounting to 416 million euros due to a reappraisal of their

recoverability

France Telecom S.A. and its main direct or indirect subsidiaries have been subject to audit by the French Tax Administration

since January 2006, covering the financial years 2000 to 2004 inclusive. The audit has not yet been completed.

In 2005 and 2004, the deferred tax charge for the France tax group also included the use of tax loss carryforwards and, to a
lesser extent, impacts related to the recoverability horizon. In 2004, the deferred tax charge more particularly included the
derecognition of tax loss carryforwards relating to Wanadoo SA and Wanadoo France together with the change in the

corporate income tax rate in France.

Spain tax group

At December 31, 2006, the tax charge mainly consisted in the decrease in the Spanish corporate income tax rate measured at
(271) million euros. In 2005, the tax benefit mainly stemmed from the tax effect of abandoning the Amena brand (121 million

euros).
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11.3 Balance sheet tax position

Year ended
December 31, 2006 December 31,2005  December 31, 2004
(in millions of euros) Assets Liabilities Net Net Net
France tax group
- Current taxes 194 33 161" 249 @ (33)
- Deferred taxes 6,667 - 6,667 7,950 9,144
UK tax group
- Current taxes 27 - 27 (10) (69)
- Deferred taxes - 1,567 (1,567) (1,588) (1,572)
Spain tax group
- Current taxes 1 - 1 1 -
- Deferred taxes 1,470 2 1,468 894 -
TP Group
- Current taxes 2 121 (119) 17) 30
- Deferred taxes 26 22 4 (49) (118)
Discontinued operations’
- Current taxes - - - (11) (66)
- Deferred taxes - - - 28 26
Other subsidiaries
- Current taxes 23 312 (289) (236) (205)
- Deferred taxes 88 159 (71) 65 11
Net balance sheet income tax
- Current taxes 247 466 (219) (24) (343)
- Deferred taxes 8,250 1,749 6,501 7,300 7,491

M Including 139 million euros in respect of the 2001 carryback which matures in 2007.
@ Including 235 million euros in respect of the 2000 carryback which matures in 2006.

® At December 31, 2006, for the France tax group, the deferred tax liabilities relating to the perpetual bonds redeemable for shares (TDIRA)
and bonds convertible and/or exchangeable into new or existing France Telecom shares (OCEANE) (see Note 21) have been offset against
the tax group's deferred tax assets for an amount of 319 million euros.

@ TP Group is not a member of a tax consolidation group.
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The balance sheet tax position by classes of temporary difference breaks down as follows:

Year ended

(in millions of euros) December 31, December 31, December 31,
2006 2005 2004

Net Net Net

Provisions for early retirement plans 887 1,095 1,190
Property, plant and equipment and intangible assets ") (1,229) (2,304) (1,351)
Tax loss carryforwards 6,347 7,698 7,224
Other differences 496 811 428
Net deferred taxes -- France Telecom Group 6,501 7,300 7,491

™" In 20086, following the merger between FT Espafia, FTOT and Amena, some assets recognized upon allocation of the acquisition cost of
Amena became partially tax deductible. In 2005, following the acquisition of Amena, 1,105 million euros of deferred tax liabilities were
recognized upon allocation of the cost of acquisition to the brand , licenses and subscriber bases.

At December 31, 2006 unrecognized deferred tax assets for France Telecom Group amount to 6.4 billion euros (7.4 billion

euros in 2005).

Deferred tax assets arising on tax loss carryforwards are not recognized under certain circumstances specific to each

company/tax consolidation group concerned, such as:

—  Entities which cannot evidence there is sufficient probability that they will use the tax loss carryforwards against

future taxable profits, due to forecasts and uncertainties as to the economic environment;
—  Entities which have not yet begun to use the loss carryforwards;
—  Entities which do not expect to use the losses within the timeframe allowed by tax regulations;

— tax losses which are uncertain to be used due to risks of differing interpretations with regard to the application of tax

legislation.
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11.4 Changes in Group net deferred taxes

(in millions of euros)

Year ended

December 31,

December 31,

December 31,

2006 2005 2004
Opening balance (balance sheet asset position) 7,300 7,491 9,154
Changes in the scope of consolidation ™ (60) 685 1
Recognition in net income of continuing operations (1,589) (880) (1,624)
Recognition in net income of discontinued operations 9) 2 2
Recognition in equity (13) 42 (29)
Translation adjustments and other items 872 (40) (13)

6,501 7,300 7,491

Closing balance (balance sheet asset position)

™ In 20086, this item includes (48) million euros in respect of the Jordanian companies, corresponding to the effect of remeasuring assets and

liabilities following the change in consolidation method.

In 2005, this item included 763 million euros in respect of Amena, and (79) million euros in respect of Sonatel. In respect of Amena, the
amount of 763 million euros corresponds to 1,868 million euros in deferred tax assets, mainly on tax loss carryforwards, and 1,105 million
euros in deferred tax liabilities, mainly on the effect of the allocation of the acquisition price to the brand , licenses and subscriber bases. In
respect of Sonatel, this reflects the effect on the subscriber bases recorded following the remeasurement of assets and liabilities due to the

change in consolidation method.

@ In 2006, this item includes the derecognition of a deferred tax liability for an amount of 893 million euros by offset against goodwill for an
amount of 709 million euros (see Note 4) and against minority interests for an amount of 184 million euros, following the merger between FT

Espafia, FTOT and Amena.
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NOTE 12 - GOODWILL

The principal goodwill items arising from fully or proportionally consolidated subsidiaries can be analyzed by business segment

as follows:

Year ended

December 31, 2006

December 31, 2005 December 31, 2004

(in millions of euros) Cost Accumulated Net Net Net
impairment losses

Personal Communications Services 27,907 (2,537) 25,370 27,276 21,587

Home Communications Services 6,162 (323) 5,839 5,958 5,740

Enterprise Communications Services 963 (655) 308 255 32

Directories - - - 237 230

Total 35,032 (3,515) 31,517 33,726 27,589

M Goodwill on TP Group is included in the Home segment. It is tested for impairment at the level of the "Poland" group of CGUs (see Note 7).

Movements in the net book value of goodwill are as follows:

Year ended

(in millions of euros) December 31, 2006

December 31, 2005 December 31, 2004

Opening balance 33,726 27,589 26,537
Acquisitions (" 565 5,471 1,555
Disposals ? (248) (19) (329)
Impairment © (2,800) (11) (534)
Translation adjustment 265 730 397
Reclassifications and other items 9 (34) (37)
Closing balance 31,517 33,726 27,589

™ Including, in 2006: FT Espafia (386 million euros) and JTC (104 million euros) (see Note 4). Including, in 2005: Amena (4,454 million euros),
Orange Slovensko (375 million euros), Orange Romania (272 million euros), and Equant (214 million euros) (see Note 4). Including, in
2004, 1,276 million euros in respect of the acquisition of minority interests in Wanadoo, and 249 million euros relating to the compulsory
purchase procedure (offre de retrait obligatoire) and the Orange liquidity contract (see Note 4).

@ Including, in 2006, 237 million euros relating to the sale of PagesJaunes Group (see note 4). Including, in 2004, 237 million euros relating to
the sale of Orange Denmark and 88 million euros relating to the flotation of 36.9% of PagesJaunes' capital.

®  See Note 7.

® At December 31, 2008, this item mainly related to Orange in the UK (272 million euros). At December 31, 2005, it mainly related to Orange
in the UK (478 million euros) and TP Group (165 million euros). At December 31, 2004, it mainly related to TP Group (373 million euros -

see Note 30).

71

Disclaimer

This English language translation of the consolidated financial statements prepared in French has been prepared solely for the
convenience of English speaking readers. Despite all the efforts devoted to this translation, certain errors, omissions or
approximations may subsist. France Telecom, its representatives and employees decline all responsibility in this regard.



NOTE 13 - INTANGIBLE ASSETS, NET

Year ended
December 31, 2006 December 31, December 31,
2005 2004
(in millions of euros) Cost Accumulated Impairment Net Net Net
depreciation
Telecommunications licenses 10,891 (2,433) - 8,458 8,696 8,024
Trademarks 5,097 - (674) 4,423 4,337 4,366
(3)
Subscriber bases 6,196 (4,055) (4) 2,137 2,445 186
Software 8,283 (4,787) (25) 3,471 3,062 2,807
Other 1,061 (667) (170) 224 325 249
Total 31,528 (11,942) (873) 18,713 18,865 15,632
M See below.

@ The breakdown of trademarks per group of CGUs is shown in Note 7.

® At December 31, 2006, the net value of subscriber bases mainly relates to FT Esparia (1,796 million euros), Sonatel (197 million euros) and

the Jordanian companies (146 million euros).

Movements in the net book values of intangible assets were as follows:

(in millions of euros)

Year ended

December 31, 2006

December 31, 2005

December 31, 2004

Opening balance 18,865 15,632 15,865
Acquisitions of intangible assets ") 1,790 1,466 1,025
Impact of changes in the scope of consolidation ® 179 3,901 (162)
Disposals (13) 3) (5)
Depreciation and amortization on continuing operations (2,372) (1,975) (2,013)
Depreciation and amortization on discontinued operations (5) (4) 4)
Impairment © (63) (553) (63)
Translation adjustment @ 209 422 145
Reclassifications and other ) 123 (21) 844
Closing balance 18,713 18,865 15,632

™" Including discontinued operations for an amount of 19 million euros at December 31, 2006 (7 million euros at December 31, 2005 and 2

million euros at December 31, 2004).

@ In 20086, this item mainly relates to the Jordanian companies for an amount of 206 million euros. In 2005, it mainly related to FT Espafia for
an amount of 3,569 million euros (subscriber bases, licenses and trademark), and Sonatel and its subsidiaries for an amount of 315 million
euros (see Note 4). In 2004, it mainly related to Orange Denmark for an amount of 146 million euros.

@ In 2005, this item mainly concerned impairment losses taken on the Amena trademark for 345 million euros, and on the Equant trademark
for 191 million euros (see Note 7). In 2004, it related solely to Equant, mainly in respect of the impairment loss taken on the Equant

trademark for an amount of 43 million euros (see Note 7).

" In 2006, this item relates mainly to Orange UK for an amount of 152 million euros (282 million euros in 2005).
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Details of the Group's principal intangible assets (telecommunications licenses)

France Telecom's commitments under licenses awarded are disclosed in Note 32.

(in millions of euros) Cost Net Residual useful life "
GSM 799 462 8.7
uMTS @ 6,101 5131 14.9

United Kingdom

6,900 5,593
GSM 188 179 13.2
uMTS @ 639 582 13.2
Spain
827 761
GSM 281 266 14.3
umTs @ 629 534 146
France
910 800
GSM (2 licenses) 158 51 6.8t07.7
uMTS @ 426 399 15.9

Poland 584 449

Other ® 1,670 854

Total telecommunications licenses 10,891 8,458

™" In number of years at December 31, 2006.

@ UMTS mobile network licenses are amortized on a straight-line basis from the date on which the network is technically ready to market

services.

This item mainly relates to licenses in the Netherlands, Belgium and Egypt.
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NOTE 14 - PROPERTY, PLANT AND EQUIPMENT, NET

Year ended

December 31, 2006 December 31, December 31,

2005 2004

(in millions of euros) Cost Accumulated Impairment Net Net Net

depreciation

Land and buildings 6,354 (2,700) (461) 3,193 3,255 5,510
Networks and terminals 72,057 (48,298) (230) 23,529 23,937 19,848
IT equipment 3,536 (2,555) - 981 945 897
Other 2,087 (1,486) (82) 519 433 247
Total 84,034 (55,039) (773) 28,222 28,570 26,502

Movements in the net book value of property, plant and equipment can be analyzed as follows:

(in millions of euros)

Year ended

December 31, 2006

December 31, 2005

December 31, 2004

Opening balance 28,570 26,502 28,972
Acquisitions of property, plant and equipment " @ @ 5,286 4,679 4,140
Impact of changes in the scope of consolidation ) 148 2,171 (243)
Disposals and retirements (106) (305) (144)
Depreciation and amortization on continuing operations (5,452) (5,049) (5,989)
Depreciation and amortization on discontinued operations (4) (6) (6)
Impairment (42) (15) (116)
Translation adjustment (74) 619 791
Reclassifications and other © (104) (26) (903)
Closing balance 28,222 28,570 26,502

™" Including discontinued operations for an amount of 5 million euros at December 31, 2006 (5 million euros at December 31, 2005 and 6

million euros at December 31, 2004).

@ Including 37 million euros acquired under finance leases at December 31, 2006 (3 million euros at December 31, 2005 and 24 million euros

at December 31, 2004).

@ In 2006, this item mainly relates to the Jordanian companies for an amount of 174 million euros. In 2005, it related mainly to FT Espafia
(1,870 million euros) and Sonatel and its subsidiaries (222 million euros). In 2004, it related mainly to the impact of the sale of Orange

Denmark for an amount of 250 million euros.

“ In 2006, this item mainly relates to FCR Vietnam. In 2004, it comprised the 121 million impairment loss taken on Equant's property, plant

and equipment, which was split proportionally according to the net book value of the related assets (see Note 7).

® In 2005, the translation adjustment relates mainly to TP Group (335 million euros) and Orange UK (90 million euros). In 2004, it related

mainly to TP group (816 million euros).

®  |n 2004, this item mainly included reclassifications of property, plant and equipment as software (see Note 13).
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