France lelecom
2010







&fran cetelecom

Société Anonyme (French Public Limited Company) with a share capital of 10,595,434,424 euros
Registered office: 6, place d’Alleray, Paris (15 ™ arrondissement)
Paris Trade Register 380 129 866

2010 reqistration document
ANNUAL FINANCIAL REPORT

This registration document includes
all the items of the annual financial report

This document constitutes the English translation of France Telecom’s 2010 registration document
as prepared in French and filed with the Autorités des Marchés Financiers on April 4, 2011
pursuant to Article 212-13 of the AMF General Regulation.

2010 REGISTRATION DOCUMENT / FRANGE TELEGOM |



2010 REGISTRATION DOCUMENT / FRANCE TELECOM



person responsible
1.1 PERSON RESPONSIBLE FOR THE INFORMATION CONTAINED IN THE REGISTRATION DOCUMENT
1.2 DECLARATION BY THE PERSON RESPONSIBLE

statutory auditors
2.1 STATUTORY AUDITORS
2.2 ALTERNATE STATUTORY AUDITORS

selected financial information

3.1  CONSOLIDATED INCOME STATEMENT

3.2 CONSOLIDATED STATEMENT OF FINANCIAL POSITION
3.3 CONSOLIDATED STATEMENT OF CASH FLOW

3.4 ORGANIC CASH FLOW

risk factors

41 OPERATIONAL RISKS
4.2 LEGAL RISKS

4.3 FINANCIAL RISKS

information about the issuer
5.1 HISTORY AND EVOLUTION OF THE COMPANY
5.2 INVESTMENTS

overview of the group’s business
6.1 THE TELECOMMUNICATION SERVICES MARKET

6.2 FRANCE TELECOM'S STRATEGY

6.3 OVERVIEW OF BUSINESS

6.4 ENVIRONMENTAL INFORMATION

6.5 EXCEPTIONAL EVENTS

6.6 DEPENDENCY ON PATENTS

6.7 REGULATIONS

6.8 SUPPLIERS

6.9 INSURANCE

organizational chart

property, plant and equipment
8.1 NETWORKS AND SERVICE PLATFORMS
8.2 REALESTATE

11

1
1

13

13
14
14
14

15

17
21
22

27

27
28

29

30
33
35
157
162
162
162
168
169

171

173

174
192

2010 REGISTRATION DOCUMENT / FRANCE TELECOM



analysis of the financial position and earnings 193

9.1 ANALYSIS OF THE GROUP’S FINANCIAL POSITION AND EARNINGS 194
9.2 ANALYSIS OF FRANCE TELECOM S.A.’S FINANCIAL POSITION AND EARNINGS

(FRENCH ACCOUNTING STANDARDS) 275
cash flow and equity 283

innovation, research and development,

patents, and licenses 285
information on trends 289
profit forecasts or estimates 291

administrative and management bodies

and senior management 293
14.1 BOARD OF DIRECTORS - ORGANIZATION AND FUNCTIONING 294
14.2 STRUCTURE AND PERFORMANCE OF THE GENERAL MANAGEMENT 310
14.3 INTERNAL CONTROL AND RISK MANAGEMENT 314
14.4 STATUTORY AUDITORS’ REPORT 322

compensation and benefits paid to executives,

directors and corporate officers 323
15.1 RULES FOR DETERMINING THE COMPENSATION OF DIRECTORS AND OFFICERS 324
15.2 COMPENSATION PAID TO DIRECTORS AND OFFICERS 327
15.3 COMPENSATION FOR THE GENERAL MANAGEMENT COMMITTEE

AND THE EXECUTIVE COMMITTEE IN 2010 330
15.4 PROVISIONS FOR PENSIONS, RETIREMENTS, AND OTHER BENEFITS 331
board practices 333
employees 335
17.1 WORKFORCE TRENDS 336
17.2 ORGANIZATION OF WORKING HOURS 340
17.3 COMPENSATION 341
17.4 LABOR RELATIONS 346
17.5 HEALTH AND SAFETY CONDITIONS 347
17.6 TRAINING 348
17.7 EMPLOYMENT AND INTEGRATION OF PEOPLE WITH DISABILITIES 349
17.8 SOCIAL AND CULTURAL ACTIVITIES 350
17.9 OUTSOURCING 350
17.10IMPACT ON NATIONAL EMPLOYMENT AND REGIONAL DEVELOPMENT 351

2010 REGISTRATION DOCUMENT / FRANCE TELECOM



major shareholders
18.1 DISTRIBUTION OF SHARE CAPITAL AND VOTING RIGHTS
18.2 DIRECT AND INDIRECT CONTROL OF FRANCE TELECOM

operations with parent companies

financial information concerning the company’s assets
and liabilities, financial position and profits and losses

20.1 CONSOLIDATED STATEMENTS

20.2 NON CONSOLIDATED STATEMENTS

20.3 DIVIDEND DISTRIBUTION POLICY

20.4 LITIGATION AND ARBITRATION PROCEEDINGS

20.5 SIGNIFICANT CHANGE IN FINANCIAL OR TRADING POSITION

additional information

21.1 SHARE CAPITAL

21.2 CORPORATE BYLAWS

21.3 FACTORS THAT MAY HAVE AN EFFECT IN THE EVENT OF A PUBLIC OFFERING

material contracts

third party information and statements
by experts and declarations of any interest

documents on display

information on holdings

2011 shareholders’ meeting

26.1 DRAFT RESOLUTIONS TO BE SUBMITTED TO THE COMBINED ORDINARY
AND EXTRAORDINARY SHAREHOLDERS’ MEETING TO BE HELD ON JUNE 7, 2011

26.2 REPORT OF THE BOARD OF DIRECTORS OF FRANCE TELECOM ON RESOLUTIONS
SUBMITTED TO THE ANNUAL SHAREHOLDERS’ MEETING - FINANCIAL YEAR 2010

26.3 STATUTORY AUDITORS’ REPORTS

appendices
TECHNICAL GLOSSARY
FINANCIAL GLOSSARY

ANNUAL DOCUMENT PREPARED PURSUANT TO ARTICLE 222-7
OF THE AMF GENERAL REGULATION

CORRESPONDENCE TABLES

353

354
356

357

359

360
501
549
549
550

551

552
554
557

559

561

563

565

567

568

577
590

601

602
608

610
613

2010 REGISTRATION DOCUMENT / FRANCE TELECOM



The present Registration Document serves as:

the annual financial report prepared pursuant to Articles
L. 451-1-2 of the French Monetary and Financial Code and
222-3 of the AMF General Regulation;

the  management report prepared pursuant to
Articles L. 225-100, L. 225-100-2, L. 225-100-3, L. 225-102,
L. 225-102-1, L. 225-211, L. 232-1, L. 232-6, L. 233-6,
L. 233-13, L. 233-26, R. 225-104 and R. 225-105 of the
French Commercial Code, L. 621-18-2 of the French
Monetary and Financial Code, 243 B of the French General
Tax Code and 223-26 of the AMF General Regulation;

the Chairman’s report on corporate governance and internal
control prepared pursuant to Article L. 225-37 of the French
Commercial Code.

Correspondence tables between the information legally required
in these reports and this Registration Document are displayed
on pages 613 to 615.

Pursuant to Article 28 of Commission Regulation (EC)
n°. 809/2004, the following information is incorporated by
reference into this document:

the consolidated financial statements and the corresponding
audit report displayed on pages 344 to 471 of Registration
Document D. 10-0345 as well as the Group’s Management
Report displayed on pages 198 to 265 of the same document;

the consolidated financial statements and the corresponding
audit report displayed on pages 251 to 354 of Registration
Document D. 09-0227, as well as the Group’s Management
Report displayed on pages 138 to 184 of the same document;

the non-consolidated financial statements and the
corresponding audit report displayed on pages 472 to
517 of Registration Document D. 10-0345, as well as the
France Telecom S.A. Management Report displayed on
pages 265 to 272;

the non-consolidated financial statements and the
corresponding audit report displayed on pages 355 to
398 of Registration Document D. 09-0227, as well as the
France Telecom S.A. Management Report displayed on
pages 185 to 190.
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The references to websites contained in this document are
provided for reference purposes only; the information contained
on these websites is not incorporated by reference in this
document.

In this Registration Document, unless otherwise indicated,
the terms “the Company” and “France Telecom S.A.” refer
to France Telecom S.A. and the terms “France Telecom”,
“the Group” and “the France Telecom Group” refer to
France Telecom S.A. together with its consolidated subsidiaries.

This document contains forward-looking statements about
France Telecom’s business, notably in Section 6.2 France
Telecom’s Strategy, and Chapter 12 Information on Trends.
These statements are sometimes identified by the use of the
future and conditional verb tenses and words such as “should”
or “could”, or are introduced by conjugated or unconjugated
forms of expressions such as “to expect”, “to estimate”, or “to

believe”.

Although France Telecom believes these statements are based
on reasonable assumptions, these forward-looking statements
are subject to numerous risks and uncertainties, including risks
not yet known to us or not currently considered significant by
us, and there can be no assurance that anticipated events will
occur or that the objectives set out will actually be achieved.

Important factors that could cause actual results to differ
significantly from the results anticipated in the forward-looking
statements include, notably:

fluctuations in general economic activity levels such as
the level of activity in each of the markets in which France
Telecom operates;

the efficiency of the strategy incorporated in the “Conquests
2015” industrial plan as well as of the other strategic,
operational, and financial plans of France Telecom;

France Telecom’s ability to face strong competition within
its sector and to adapt to the ongoing transformation of the
telecommunications industry;

changes in regulatory constraints and results of current
litigations;



risks and uncertainties specifically related to international
operations;

exchange rate fluctuations;
capital market access conditions.

Except to the extent required by law (in particular pursuant
to Article 223-1 et seq. of the AMF General Regulation),
France Telecom does not undertake any obligation to update
forward-looking statements.

The most significant risks are described in Chapter 4, Risk
factors.

A glossary of technical and financial terms is provided on
pages 602 to 609 of the present document.
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person responsible

1.1 PERSON RESPONSIBLE FOR THE INFORMATION CONTAINED
IN THE REGISTRATION DOCUMENT

The Chairman and Chief Executive Officer
Stéphane Richard

1.2 DECLARATION BY THE PERSON RESPONSIBLE

After having taken all reasonable measures in this regard,
I hereby certify that the information in this Registration Document
is, to the best of my knowledge, in accordance with the facts,
with no omissions likely to affect its import.

| hereby certify that, to the best of my knowledge, the financial
statements have been prepared in accordance with applicable
accounting standards and give a true and fair view of the assets
and liabilities, financial position, and results of the Company and
of all consolidated companies, and that the Management Report
set out on pages 194 to 281 of this Registration Document
presents a true image of the business performance, results,
and financial position of the Company and of all consolidated
companies as well as a description of the major risks and
uncertainties facing them.

| have received a work completion letter from the statutory
auditors, in which they state that they have verified the
information regarding the financial position and financial
statements presented in this document and have read the entire
document.

The statutory auditors have issued reports on the historical
financial information presented in this document. These reports
contain the following observations:

Without qualifying their opinion on the financial statements, in
their report on the consolidated financial statements for the year
ending December 31, 2010 set out on page 495 of the present
document, the statutory auditors drew the reader’s attention to
the matter set out in Notes 1.2 and 1.5 to the consolidated
financial statements regarding changes in accounting options
occurring on or after January 1, 2010, particularly with regard to
the accounting treatment of interests in jointly controlled entities
and the recognition of actuarial gains and losses related to
defined benefit plans.

Without qualifying their opinion on the financial statements, in
their report on the consolidated financial statements for the year
ending December 31, 2009 set out on page 471 of Registration
Document D.10-0345, the statutory auditors drew the reader’s
attention to Note 1.2, which sets out the changes in accounting
methods resulting from the application, as of January 1, 2009,
of new standards and interpretations, specifically IFRS 8,
“Operating Sectors”, IAS 36, “Depreciation of Assets”, as
amended by IFRS 8, and IAS 1, “Presentation of financial
statements”, revised in 2007.

Without qualifying their opinion on the financial statements, in
their report on the consolidated financial statements for the year
ending December 31, 2008 set out on page 354 of Registration
Document D.09-0227, the statutory auditors drew the reader’s
attention to the European Commission’s ruling in relation to
the French business tax regime as described in Note 30 on
litigation, and to the change in accounting method following the
first-time application of IFRIC 13 “Customer Loyalty Programs”
from January 1, 2008 discussed in Note 1.2.

Without qualifying their opinion on the financial statements, in
their report on the separate financial statements for the year
ending December 31, 2008 set out on page 397 of Registration
Document D.09-0227, the statutory auditors drew the reader’s
attention to the European Commission’s ruling in relation to
the French business tax regime as described in Note 9.1 on
litigation.

Paris, April 4, 2011
The Chairman and Chief Executive Officer
Stéphane Richard
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2 statutory auditors

2.1 STATUTORY AUDITORS

Ernst & Young Audit

Represented by Vincent de La Bachelerie

11, allée de I’Arche
92037 Paris-La Défense Cedex

Ernst & Young Audit was appointed by Government decree
dated September 18, 1991, and this appointment was renewed
by Government decrees dated May 14, 1997 and May 27, 2003,
then by a decision of the Ordinary Shareholders’ Meeting of
May 26, 2009 for a period of six years.

Deloitte & Associés

Represented by Frédéric Moulin

185, avenue Charles de Gaulle
92524 Neuilly-sur-Seine Cedex

Deloitte Touche Tohmatsu (now Deloitte & Associés) was
appointed by Government decree of dated May 27, 2003, and
this appointment was renewed by a decision of the Ordinary
Shareholders’ Meeting of May 26, 2009, for a period of
six years.

2.2 ALTERNATE STATUTORY AUDITORS

Auditex

Tour Ernst & Young

Faubourg de I’Arche

11, allée de I’Arche

92037 Paris-La Défense Cedex

BEAS

7-9, villa Houssay
92524 Neuilly-sur-Seine Cedex

Auditex and BEAS were appointed by Government decree of May 27, 2003, and this appointment was renewed by a decision
of the Ordinary Shareholders’ Meeting of May 26, 2009, for a period of six years.

The terms of office of all Statutory Auditors will expire at the end of the Ordinary Shareholders’ Meeting convened to approve
the financial statements for the year ended December 31, 2014.
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8 selected financial information

The selected financial information presented below relating to The selected financial information relating to the years ending
the years ending December 31, 2006, 2007, 2008, 2009, and December 31, 2010, 2009, and 2008 must be read together
2010 is extracted from the consolidated financial statements with the consolidated financial statements and the Group’s
audited by Ernst & Young Audit and Deloitte & Associates. management report covering these financial years (see Section 9.1

Analysis of the group’s financial position and earnings).

3.1 CONSOLIDATED INCOME STATEMENT

Amounts in accordance with IFRS
(in millions of euros except for per

share and dividend data) 2010 2009 2008 2007 2006
Revenues 45503 100.0% 44,845 100.0% 46,712 100.0% 46,568 100.0% 51,702 100.0%
Operating income 7,562 16.6% 7,650 17.1% 9,754  209% 10,540 22.6% 6,988  13.5%
Finance costs, net, (2,000) 4.49%  (2,206) 4.9% (2,884) 6.22%  (2,647) 5.7%  (3,251) (6.3)%
Consolidated net income

of continuing operations 3,807 8.4% 3,202 7.1% 4,014 8.6% 6,648 14.3% 1,557 3.0%
Consolidated net income

of discontinued operations 1,070 2.4% 200 0.4% 404 0.9% 171 0.4% 3,211 6.2%

Consolidated Net income
(attributable to owners

of the parent company) 4,880 10.7% 3,018 6.7% 4,073 8.7% 6,300 13.5% 4,139 8.0%
Net earnings per share

- basic 1.84 1.14 1.56 2.42 1.59

Net earnings per share

- diluted @ 1.82 1.14 1.54 2.36 1.57

Dividend per share for the year 1.40 @ 1.40 1.40 1.30 1.20

(1) Earnings per share on a comparable basis.
(2) Subject to approval by the General Shareholders’ Meeting.
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3.2 CONSOLIDATED STATEMENT OF FINANCIAL POSITION

Amounts in accordance with IFRS (in millions of euros) 2009 2008 2007 2006
Intangible fixed assets, net () 40,335 37,750 43,923 47,465 49,675
Property, plant and equipment, net 24,756 23,547 25,826 27,849 28,222
Total assets 94,276 90,910 93,652 100,601 102,616
Net financial debt 31,840 32,534 35,424 37,980 42,017
Equity attributable to the owners of the parent company 29,101 26,864 27,032 29,471 26,437

(1) Includes goodwill and other intangible assets.

3.3 CONSOLIDATED STATEMENT OF CASH FLOW

(in millions of euros) 2009 2008 2007 2006
Net cash provided by operating activities 12,588 14,003 14,743 14,644 13,863
Net cash used in investing activities (5,951) (5,397) (7,167) (6,881) (4,691)
Purchase of tangible and intangible assets (6,102) (5,454) (6,657) (7,064) (7,039)
Net cash used in financing activities 6,117) (9,554) (6,706) (7,654) 9,271)
Cash and cash equivalents at year-end 4,428 3,805 4,694 4,025 3,970

3.4 ORGANIC CASH FLOW

(in millions of euros) 2009 2008 2007 2006
Net cash provided by operating activities 12,588 14,003 14,743 14,644 13,863
Purchase of tangible and intangible assets (6,102) (5,454) (6,657) (7,064) (7,039)
Increase (decrease) in amounts due

to fixed asset suppliers 150 (423) (228) 125 228
Proceeds from tangible and intangible assets 64 92 232 113 105
Organic cash flow 6,700 8,218 8,090 7,818 7,157
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In addition to the information contained in this registration
document, investors should carefully consider the risks
described below before deciding whether to invest. Any or all of
these risks could have a negative impact on France Telecom’s
business, financial position or profits. In addition, other risks that
are not yet identified or currently considered to be immaterial
by France Telecom could have a similarly negative impact and
investors could lose all or part of their investment.

The risks described in this chapter concern:

risks relating to France Telecom’s business activities
(see Section 4.1);

risks of a legal nature (see Section 4.2);
financial risks (see Section 4.3).

In each section, risk factors are presented in diminishing
order of importance, as determined by the Company at the
registration date of the current registration document. France
Telecom may change its view of their relative importance at any
time, particularly if new external or internal facts come to light.

Several other chapters also discuss risks in some detail:

for a discussion of regulatory risks and pressures see
Sections 6.7 Regulations and Note 31 Litigation to the
consolidated financial statements;

for risks arising from the vulnerability of technical infrastructure
and environmental risks see Section 6.4 Environmental
Information;
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for financial risks see:

= Note 27 to the consolidated financial statements Other
Information on Exposure to Market Risks for a discussion
of interest rate risk, currency risk, liquidity risk, covenants,
credit risk, counterparty risk and equity market risk;

=Note 22 to the consolidated financial statements on
derivative instruments.

for risks arising from litigation involving the Group see Notes 31
Litigation and 33 Subsequent events to the consolidated
financial statements, as well as Section 20.4 Litigation and
Arbitration Proceedings.

policy for managing interest rate, currency and liquidity
risks is set by the Treasury and Financing Committee. See
Section 14.2.5 Group Governance Committees:

for insurance strategy see Section 6.9 Insurance;

more generally, policy for managing risk throughout the
France Telecom group is discussed in the Chairman’s report
on governance and internal control. See Section 14.3 Internal
Control and Risk Management;

for risks related to France Telecom’s general strategy see
Section 6.2 France Telecom’s Strategy.



4.1 OPERATIONAL RISKS

1. France Telecom generates much of its revenues from
mature countries and business activities where intense
competition in the telecommunications sector may
erode its market share or profitability.

At constant exchange rates and scope of consolidation, the
increase in France Telecom’s revenues in recent years has been
primarily due to the rapid growth in its mobile communications
and Internet businesses, driven in Europe by the upswing in
the corresponding markets. These markets are now nearing
maturity and in some cases showing signs of saturation and
France Telecom now faces fierce competition. In light of this
competition and with a view to increasing or maintaining its
market shares, the Group was forced to increase its customer-
retention spending, cut its rates (initially in the fixed-line
telephony market and more recently in the mobile market),
trim its sales margins, and carry out major capital expenditure
programs. These developments could intensify, notably on the
mobile market in France, where competition is expected to
increase yet further following the award of a fourth 3G license
in December 2009.

Heightened competition in the core services (fixed-line and
mobile telephony, Internet access) could result in France
Telecom losing market share or seeing its margins tighten
significantly, and its revenues and profitability could then be
adversely affected.

For further information on the competition faced by the France
Telecom Group in the business segments in which it operates,
see Section 6 Overview of the Group’s Business.

2.France Telecom’s strategy is now to seek out fresh growth
drivers in new business activities and new countries, a
search that could, however, prove difficult, unsuccessful
or expensive and also raises the risk of overpaying for
acquisitions. In addition, investments already made
may fail to bring the expected returns, may become
unforeseen liabilities, or may translate into increased
country risk. In all cases, the Group’s results and outlook
could be impaired.

The Group’s growth depends heavily on its activities in fast-
growing regions of the world. France Telecom has invested in
telecommunications operators in Eastern Europe, the Middle
East, Asia and Africa and could make further investments in
these or in other fast-growing regions. The political, economic,
legal or social environment in certain of these countries may
change for the worse. Furthermore, the growth outlook projected
when making these investments may fail to materialize, notably
in view of the unfavorable evolution of certain key economic
factors (price of oil, prices of commodities).

OPERATIONAL RISKS

France Telecom also carries out some of its businesses
through companies that it does not control (or where, despite
being majority shareholder, some aspects of the business are
outside its control). Articles of incorporation or agreements for
some of these activities require that some major decisions,
such as the approval of business plans or timing and size of
dividends, need approval from France Telecom’s partners.
Should France Telecom and its partners disagree regarding
these decisions, the contribution of these companies to
France Telecom’s results and the strategy pursued by
France Telecom in the countries in which these companies
are located could be adversely affected. These risks could in
particular affect the joint venture between France Telecom and
Deutsche Telekom in the United Kingdom as well as Mauritius
Telecom, the operator in Mauritius, 40% consolidated, in which
France Telecom shares control with another shareholder. The
Group could fail to control, sustain or make profitable newly
created or acquired businesses, thereby affecting the forecast
returns for these investments and the Group’s results.

Group growth also depends on a strategy of developing new
businesses to cope with the deep and rapid transformation
now enveloping the telecommunications sector. This means
developing convergent services and new businesses such
as content, audience or e-health offerings, under the single
Orange Brand . The pursuit of these goals requires substantial
resources, in particular for service integration and content
development, with no guarantee that usage of these services
and content will grow and provide a return on the investment.
Furthermore, the development of these new services could be
hampered by regulatory changes or the economic environment.
The growth in revenue expected from new business activities
could thus be hampered and France Telecom’s growth outlook,
financial position and results adversely affected.

3. The economic environment could deteriorate further
in a way that significantly impacts France Telecom’s
business, notably by its impact on Group revenue or the
development of new services.

Following the economic downturn announced in 2008 and
confirmed in 2009, the world economy improved significantly
in 2010. However, the risk of a new downturn remains high
while public finances in certain States have been seriously
harmed. This situation could have a direct impact, or indirect as
a result of increased fiscal pressure, on household and business
consumption, and have a significant effect on the Group’s
business, revenues and income.
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OPERATIONAL RISKS

4. The rapid growth in the popularity of audiovisual content
streamed through the telecommunications network
could lead to telecoms operators being supplanted by
other content or customer-relations providers and to a
saturation of the network, stripping operators like France
Telecom of part of their revenues and margins while
simultaneously requiring higher investment. This could
affect the Group’s financial position and outlook.

Competition to control the customer relationship between the
different players in the industry, newcomers such as content
and service providers, aggregators, search engines, handset
makers, etc., and incumbent operators like France Telecom, is
already happening, intensifying and could erode the operators’
market position. It is the direct relationship with customers that
is the source of value for the operators and to lose all or part of
it to new entrants could affect the revenue, margins, financial
position and outlook of telecoms operators including France
Telecom.

Also, as with the competition in voice traffic from VolIP,
suppliers are competing with telecoms operators to offer
integrated communications packages, notably by developing
new applications compatible with fixed or mobile handsets
(Smartphone applications, etc.). This situation poses a risk that
could affect the revenue, margins, financial position and outlook
of telecoms operators such as France Telecom.

Lastly, the current expansion in permanent connections to the
Internet via smartphones and broadband usages such as TV
as part of triple-play offerings or fixed-line and mobile Internet
streaming has already, on occasion, resulted in the saturation
of existing collection and transfer networks, for France Telecom
and other operators. This forced the imposition of short-
term speed limits on some services prompting customer
dissatisfaction.

In response, France Telecom has adopted a medium-term
strategy of investing heavily to boost capacity on its collection
and transport networks. There is, however, no guarantee that
such investments will be enough to handle the rising volumes of
content being piped through the telecommunications networks
or that they will be profitable in the face of pressure from new
entrants or regulators in the countries concerned. If it is not
possible to assure returns on such capital expenditure, France
Telecom’s financial position and outlook could be adversely
affected as a result.

Debates between new entrants and operators have already led
the authorities and regulators to step in. For further information
on the regulatory environment and the legal risks, see
Section 4.2 Legal Risks. See too, reports on the debates held
under the auspices of the regulator on the issue of net neutrality,
available on the regulator’s website (www.arcep.fr).
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5.In order to remain competitive, France Telecom must
master complex technologies via systems and processes
in a constant state of flux and capable of delivering the
services that customers expect. If France Telecom fails to
maintain or implement the right systems or processes, it
could lose customers and market share and its revenue
and results may be negatively affected.

The services France Telecom provides require a huge number
of systems and processes that rely on complex technologies. In
addition, systems must be continually upgraded to keep pace
with advancing technology and customer demand. Should
France Telecom not manage to control the complexity of the
networks, technologies (including technologies acquired from
third parties under patents, licenses and partnerships) and
processes necessary to meet the expectations of its customers
as regards quality and ease-of-use, it might lose (or not gain)
market share or be required to cut margins in its core market,
and its financial position and results could be adversely affected.

Forfurtherinformation on France Telecom’s revenue performance
in 2010 and a breakdown thereof, see Section 9.1.2.1.1
Revenues.

6. Given its heavy fixed costs, France Telecom will have to
continue streamlining its organization and infrastructure,
updating its IT systems and bearing down on overheads.
If France Telecom does not successfully complete this
transformation, its operating margins, financial position
and results could be adversely affected as a result.

France Telecom’s capacity to confront these competitors
and to take advantage of new technologies or new business
models continues to rely on the transformation of its structures,
operating procedures, IT systems and cost base, notably by
reducing purchasing and network costs. This transformation
requires a continued pooling of the various networks, service
platforms, shared service centers and call centers, upgrading of
IT systems and strengthening of the Group’s integration across
the board.

If France Telecom does not complete these transformations,
its operating margins, financial position and results could be
adversely affected.

7.1ln 2009, France Telecom went through a significant
labour crisis that generated widespread media coverage
in France and internationally. France Telecom put in
place an ambitious project to respond to this crisis but
this might not deliver the expected results, something
that could have a significant impact on the Group’s
image, operations and results.



During 2009, the Group went through a significant crisis in relation
with psycho-social risks and anxiety at work and the effects
persisted in 2010. This crisis, which generated widespread
coverage in the French and international media after a number
of employee suicides, had a big impact on the Group’s image.
In response, at the start of the third quarter of 2009, the Group
launched an ambitious project with shared aims to clarify the
Company'’s professional practice and management culture and
to provide long-term solutions to the risk factors identified. This
plan notably gave rise to an evaluation of stress and working
conditions and the organization of a vast program of collective
discussions within the Group. Furthermore, France Telecom
entered into negotiations with labour unions on a certain number
of issues. These negotiations led to a number of agreements
being signed in 2010 on work stress and organization.

Putting people back at the heart of the Group’s development
in this way and creating a new social contract illustrates how
social considerations are fully integrated into France Telecom’s
strategy. Although the Group believes that the cost, evaluated
at 900 million euros, of implementing such a project should
be more than offset by the benefits flowing to the Company
and its employees, this project may nevertheless delay certain
cost-cutting programs. Moreover, in the event that the project
does not achieve the expected results, this crisis may persist,
affecting the Group’s brand image, its running and its results for
a long time.

8. Should France Telecom not be sufficiently attractive
compared to its competitors, in terms of recruiting or
rehiring, when needed, the skilled personnel necessary
across all countries to develop its business and ensure
the Group retains expertise and maintains sufficient
continuity with regard to the management of ongoing
projects, its commercial activities and operating income
could be adversely affected.

Wherever it operates, France Telecom is exposed to risks
relating to its ability to attract and retain skilled personnel in
its strategic professions, and to replace expertise in key fields
by taking advantage, in France, of the increased pace of
retirements, in particular as a result of the implementation of
part-time schemes for older employees. For instance, France
Telecom plans to recruit 10,000 employees in France in 2010-
2012.

France Telecom’s success depends in part on its ability to
attract highly-skilled personnel in all the countries in which it
operates, and in particular in France in recent times, and to
retain and motivate its best employees.

OPERATIONAL RISKS

9. Technical failures or saturation of the telecoms networks,
technical infrastructure or IT system may reduce traffic,
lower revenues and harm the reputation of operators or
the sector as a whole.

Damage or interruptions to services provided to customers may
occur following outages (hardware or software), human error or
sabotage to critical hardware or software, or a failure or refusal
to provide services by a key supplier or a lack of capacity on
the network in question. As a result of the rationalization of the
network based on the implementation of all-IP technologies, the
increase in the size of the service platforms and the relocation of
equipment into fewer buildings, such service interruptions may
in the future affect a greater number of customers and more
than one country simultaneously. While impossible to quantify,
the impact of such events occurring in one or more countries
could result in customer dissatisfaction, a decrease in France
Telecom’s traffic and revenues and government intervention in
the country or countries affected.

Finally, during the current period, the risk of failure of the
internal France Telecom IT system has increased due to the
accelerated implementation of new services and applications
relating to billing and customer relationship management. More
specifically, incidents (including the possible loss of control over
personal data) could occur during the implementation of new
applications or software.

10. The technical infrastructure of telecommunications
operators is vulnerable to damage or interruptions
caused by floods, storms, fires, war, acts of terrorism,
intentional damage, malicious acts and other similar
events.

A natural disaster, such as the storms Klaus and Xynthia which
struck in early 2009 and late February 2010, Hurricane Dean in
Martinique in August 2007 and the storms in December 1999,
which disrupted service in France in early 2000, and other
unexpected occurrences affecting France Telecom’s facilities
or any other incident or failure of its networks may result in
serious damage with a high repair cost. In most cases, France
Telecom has no insurance for damage to its aerial lines and
must assume the full cost of the repairs itself. Furthermore,
the damage caused by such major disasters may have more
long-term consequences resulting in significant expense for
France Telecom and which would harm its image. Moreover,
international, community and national laws now recognize the
existence of climate change. Weather phenomena associated
with this climate change may increase the seriousness of
disasters and of the damage caused.
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OPERATIONAL RISKS

11. The scope of France Telecom’s activities and the
openness of networks mean that the Group is at all
times exposed to the danger of falling victim to a range
of frauds, which could impact its revenues and margin
and damage its image.

Like any telecommunications operator, France Telecom runs
the risk of falling victim to frauds designed, by the fraudsters,
either to use the operator’s services without paying (possibly
with subsequent resale), or to defraud the operator’s customers
via the communications services offered by the operator. By
virtue notably of the current weakened economic climate, the
frauds to which the Group is exposed could increase. With
the increased complexity of technologies and networks, new
types of fraud that are more difficult to detect or combat may
also develop. In any event, France Telecom’s revenues, margin,
service quality and reputation could be adversely affected.

12. Exposure to the electromagnetic fields of
telecommunications equipment raises concerns
regarding possible health risks. This situation
could result in a decrease in the usage of mobile
telecommunications services, additional difficulties
rolling out cell phone masts and wireless networks or an
increased number of lawsuits, which could negatively
impact France Telecom’s results.

In certain countries in which France Telecom carries out
its mobile telephony business, concerns have been raised
regarding the possible health risks to humans of exposure
to electromagnetic fields emitted by telecommunications
equipment (such as mobile telephones, cell phone masts, WiFi
etc.). These concerns have been taken up by public opinion
campaigns. In the absence of complete scientific certainty,
some health or public authorities have issued various usage
precautions designed to cut user exposure to electromagnetic
fields from mobile phones or recommended limited mobile usage
by children. Certain countries have adopted regulations which
limit public exposure to base stations and wireless networks
to levels below the limits recommended by the International
Commission on Non-lonizing Radiation Protection (ICNIRP),
and other countries may consider taking similar measures. In
certain cases, jurisdictions have ordered telephone operators to
take down cell phone masts and to compensate local residents,
and similar decisions may well be handed down in the future.

These regulatory and case law developments could result in
a reduction in geographic coverage, a deterioration in service
quality and customer dissatisfaction as well as a slowdown
in the roll-out of transmitter sites and an increase in network
roll-out costs, which could seriously tarnish the Orange Brand
image and significantly impact France Telecom’s results and
financial position.
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The potential risks or perception of risks by the public or
employees could also result in a decrease in the number of
customers and lower usage per customer, as well as an increase
in lawsuits or other consequences including the vandalism of
transmitter sites.

Moreover, France Telecom cannot be certain that future scientific
research publications will rule out any link between radio-
frequency emissions and health risks. In 2011 the International
Agency for Research on Cancer (IARC), a specialist arm of the
World Health Organisation, will investigate whether the radio
frequency emissions from mobile phones pose carcinogenic
risks. A new classification by the IARC or actual evidence for
such a link could have a significant adverse impact on France
Telecom’s business activities and results.

For further information, see Section 6.4 Environmental
Information.

13. The activities conducted by a telecommunications
network operator require the use of certain facilities,
products or substances that may represent an
environmental hazard or nuisance.

France Telecom believes that its telecommunications operator
activities present no major environmental risks. Indeed, these
activities do not employ any production processes that seriously
threaten rare or non-renewable resources, natural resources
(water, air) or biodiversity (see Section 6.4 Environmental
Information which contains information on regulations governing
waste, classified facilities and hazardous substances).

France Telecom does, however, use certain facilities, products
or substances that could represent environmental hazards
or nuisances, such as wooden telephone poles. Prevention
and appropriate remediation programs have been adopted in
respect of the corresponding risks.

In general, France Telecom follows the rules governing the
recognition of environmental liabilities, and in particular the rules
concerning provisions for site remediation and dismantling,
in accordance with applicable legislation and regulations (see
Note 24 Provisions to the consolidated financial statements).
France Telecom cannot, however, rule out the possibility of a
legislative or regulatory change that would require it to incur
additional expense and to record larger provisions in this
respect.



4.2 LEGAL RISKS

14. France Telecom continues to operate in highly regulated
markets, where its flexibility to manage its business is
limited and where it is subject to constant regulatory
pressures.

In most countries in which it operates, France Telecom must
comply with various regulatory obligations governing the
provision of its products and services, primarily relating to
the obtaining of licenses, as well as oversight by authorities
seeking to maintain effective competition in the electronic
communications markets. Furthermore, in certain countries
France Telecom faces a number of regulatory constraints as
a result of its historically dominant position in the fixed-line
telecommunications market, in particular in France and Poland.

France Telecom believes that, in general and in all countries, it
complies with all specifically applicable regulations as well as
the terms of its operator licenses, but it cannot predict how
oversight authorities or courts that may be asked or have
already been asked to resolve a certain number of claims will
decide on the issues. Also, France Telecom has little leeway.

For further information on regulations, see Section 6.7
Regulatory Environment and the parts regarding regulatory
environment in Sections 6.3.1 t0 6.3.6.

15. France Telecom is continually involved in legal
proceedings and disputes with regulatory authorities,
competitors or other parties. The outcome of such
proceedings is generally uncertain and could have a
material impact on its results or financial position.

France Telecom’s position as the main operator and provider
of network and telecommunications services, particularly in
France and Poland, and one of the leading telecommunications
operators worldwide, attracts the attention of competitors
and competition authorities. Accordingly, France Telecom is
involved in lawsuits or European Commission investigations
regarding state aid France Telecom is alleged to have received
in France and involving some very large amounts. In early 2010
France Telecom appealed to the European Court of Justice
seeking to overturn the ruling made at the end of 2009 by the
General Court of the European Union upholding the European
Commission’s finding that the special business tax regime
enjoyed by France Telecom up to 2003 represented State aid
of around 1 billion euros. In a separate case, the Commission is
maintaining that the reform of how the pensions of French civil
servants seconded to France Telecom were financed, following
the Law of July 26, 1996 which turned France Telecom into a
société anonyme, also represented state aid. In addition, France
Telecom - in particular in France and Poland - is frequently
involved in legal proceedings with its competitors and with the

LEGAL RISKS

regulatory authorities due to its preeminent position in certain
markets, and the complaints filed against France Telecom may
be very substantial. Finally, the Group may be the object of
substantial commercial lawsuits, such as that giving rise to a
ruling on September 3, 2010 by the Arbitral Tribunal in Vienna
sentencing Telekomunikacja Polska (TP) to pay the equivalent of
396 million euros (including interest) to Danish company DPTG.

The outcome of lawsuits is by definition unpredictable.

In the case of proceedings involving the European Commission,
particularly, the maximum fine provided for by law is 10% of the
consolidated revenues of the company at fault (or the group to
which it belongs, as the case may be).

The main proceedings in which France Telecom is involved are
described in Notes 31 Litigation and 33 Subsequent events to
the consolidated financial statements, as well as Section 20.4
Litigation and Arbitration Proceedings. Developments in or the
results of some or all of the ongoing proceedings could have a
material impact on its results or financial position.

16. France Telecom’s business activities and results
could be materially adversely affected by legislative,
regulatory or government policy changes.

France Telecom’s business activities and operating income
may be materially adversely affected by legislative, regulatory
or government policy changes, and in particular by decisions
taken by regulatory or competition authorities in connection
with:

amendment or renewal on unfavorable conditions, or even
withdrawal, of licenses to use broadcasting frequencies
which are essential to the mobile business;

opening up of France Telecom’s networks and civil engineering
infrastructure to rivals;

service rates. For example, the European Commission
regulation of June 18, 2009 has extended to June 2012
the cut in international roaming rates decided in 2007 and
established maximum levels for SMS and data roaming.

the introduction of new taxes or increases to existing taxes.
In France, for instance, the 2011 budget makes the whole of
triple-play subscriptions subject to standard-rate VAT.

Such decisions could materially adversely affect the Group’s
revenues and results.
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FINANCIAL RISKS

17. France Telecom’s Internet access and hosting services
may involve it in civil liability suits and it will also need
to invest to meet its recently expanded obligations as
part of the struggle against illegal or illicit uses of the
Internet. In addition, like all telecommunications service
providers, France Telecom may be held liable for the
loss, release or inappropriate modification of customer
data stored on its servers or carried by its networks.

In most of the countries in which France Telecom operates, the
provision of its Internet access and hosting services (including
the operation of websites with self-generated content) is
regulated under a limited liability regime applicable to the
content that it makes available to the public as a technical
service provider, particularly content protected by copyright or
similar laws. However, regulatory changes have been introduced
imposing additional obligations on access providers (such as
blocking access to a website) as part of the struggle against
some illegal or illicit uses of the Internet, notably in France,
Spain and the UK. Furthermore, the implementation in France of
the Law of June 12, 2009 establishing HADOPI (Haute Autorité
pour la Diffusion des Oeuvres et la Protection des Droits sur
Internet - High Authority for the Dissemination of Works and the
Protection of Rights on the Internet) results in additional costs
for France Telecom and increases its exposure to liability.

France Telecom may also be held liable for the loss, release or
inappropriate modification of the data of its customers or the
wider general public which is stored on its servers or carried
by its networks. Such an event could involve many people and
have a considerable impact on the Company’s reputation, as

4.3 FINANCIAL RISKS

19. France Telecom’s results and outlook may be adversely
affected if access to capital markets remains difficult
or worsens.

France Telecom raises most of its finance from the capital
markets (particularly the bond market). For three years, financial
markets have been extremely volatile and have shown signs
of malfunctioning, materially reducing their liquidity. In the final
quarter of 2008, the liquidity crisis reached unprecedented
levels, considerably restricting the access of borrowers or issuers
to the financial markets, except at times, at rates considered
high. To save the financial sector and mitigate the impact of
the economic crisis, most States in the developed world had
to drastically increase their spending. In some countries, the
burden was so great that a crisis of confidence enveloped
their sovereign debt. Although the situation in corporate bond
markets seems to have been stabilized for the moment, as
matters stand, it is impossible to rule out contamination by a
sovereign debt crisis or other major market event.
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well as give rise to heavy liabilities that are hard to quantify
ahead of time (in particular, since the transposition of European
Directives 2009/136 and 2009/140, France Telecom’s French
business is subject to stricter rules on the protection of data
belonging to its customers and the disclosure of security lapses
to the authorities).

18. The French Public Sector, directly or indirectly, owns
nearly 27% of France Telecom’s share capital, which
could, in practice, allow it to determine the outcome of
votes at Annual Shareholders’ Meetings.

At December 31, 2010 the French Government owned,
together with Fonds Stratégique d’Investissement (a société
anonyme that is directly and indirectly wholly owned by Caisse
des Dépdts et Consignations, itself wholly owned by the French
Government), 26.97% of the shares and of the voting rights
in France Telecom (see Section 18 Major Shareholders) and
had the right to appoint three of the 15 board members (see
Section 14.1.1 Composition of the Board of Directors). The
interests of the French Public Sector may differ from those of
the other shareholders and the French Public Sector could, in
practice, given the absence of other major shareholder blocks,
determine the outcome of votes on issues requiring a simple
majority at Shareholders’ Meetings. Nevertheless, the French
Government does not have a golden share or any other special
advantage other than the right to have representatives on
the Board of Directors in proportion to its shareholding (see
Section 18.2 Direct and Indirect Control of France Telecom).

As a result, and in these circumstances, companies having
recourse to the bond market or to bank loans can have no
assurance that they will obtain the financing or refinancing
necessary to their businesses at prices and on terms considered
reasonable, even for first-rate borrowers or issuers that have
strong balance sheets and good ratings, such as France
Telecom.

Any inability to access the markets and/or obtain financing
on reasonable terms could have a material adverse effect on
France Telecom. The Company could, in particular, be required
to allocate a significant portion of its available cash to pay
off debt, in particular for the purposes of repaying loans that
cannot be refinanced. In any event, France Telecom’s results,
cash flows and, more generally, financial position and flexibility
could be adversely affected.



See Note 27.3 Liquidity Risk Management to the consolidated
financial statements, which notably sets out the various sources
of financing enjoyed by France Telecom, the maturity on its debt
and changes to its rating, as well as Note 27.4 Management
of Covenants which contains information on the limited
commitments of the France Telecom Group as regards financial
ratios and in the event of bankruptcy or a material adverse
development.

20. The insolvency or deterioration in the financial position
of a bank or other institution with which France Telecom
has contractual relations may have a material adverse
effect on the Company.

In the course of its business activities, France Telecom engages
in relations with financial institutions, particularly in order
to manage currency and interest rate risks. Although cash
collateral accounts are in place with most banking derivative
counterparties, the failure of these counterparties to meet a
ny of these commitments could have adverse consequences
on France Telecom. In this regard, the Group is exposed to
counterparty risk with respect to these transactions.

Also, France Telecom’s position as a result of its financing
agreements (and in particular with regard to the 8 billion euros
undrawn syndicated loan facility, even if the facility includes
a large number of lenders) could be compromised if one or
more of the financial institutions with which the Company has
contractual relations experiences liquidity problems or is no
longer able to meet its obligations.

Investments can also expose France Telecom to counterparty
risk since the Company is exposed to the collapse of the
financial entities with which it has made investments. See
Note 27.5 Credit Risk and Counterparty Risk Management.

The international banking system is such that financial
institutions are interdependent. As a result, the collapse of a
single institution (or even rumors regarding the financial position
of one of them) may increase the risk for the other institutions,
which would increase the counterparty risk for France Telecom.

For customer-related credit risk and counterparty risk see
Note 27.5 Credit Risk and Counterparty Risk Management and
Note 17 Loans and Receivables.

FINANCIAL RISKS

21. France Telecom’s business activities could be adversely
affected by interest rate fluctuations.

In the normal course of its business, France Telecom draws
most of its funding from capital markets (particularly the bond
market) and to a lesser extent to bank loans. Part of France
Telecom’s debt is at floating rates but the great majority is
fixed rate. As a result, France Telecom is exposed to interest
rate increases, first on the variable component of its debt, and
second, when refinancing. The consequences of entering into a
financing arrangement during a period when the available rates
are high may be long-lasting, depending on the maturity of the
loan or bonds.

To limit exposure to interest rate fluctuations, France Telecom
from time to time makes use of financial instruments (derivatives)
but cannot guarantee that these transactions will effectively or
completely limit its exposure or that suitable financial instruments
will be available at reasonable prices. In addition, hedging
costs stemming from interest rate fluctuations could increase,
generally, in line with market liquidity and banks’ circumstances.

In the event that France Telecom cannot use financial instruments
or if its financial instrument strategy proves ineffective, cash flow
and earnings may be adversely affected.

The management of interest rate risks and an analysis of the
sensitivity of the Group’s position to changes in interest rates are
set out in Note 27.1 Other Information on Exposure to Market
Risks: Interest Rate Risk Management to the consolidated
financial statements.

22. The downgrading of France Telecom’s debt rating by
the rating agencies could increase borrowing costs and
in certain circumstances limit the Company’s access to
the capital it needs (and thus have a material adverse
effect on its results and financial position).

France Telecom’s financial rating is partly based on factors
over which it has no control, namely conditions affecting the
telecommunications industry in general or conditions affecting
certain countries or regions in which it operates, and can be
changed at any time by the rating agencies.

The Company’s rating has already been downgraded in the
past (in 2001 and 2002) as a result of concerns raised by the
agencies regarding the Company’s ability to implement its debt
reduction policy. Even though its debt has fallen considerably
since 2001 and 2002, and even though the Company’s rating
has improved, it could be reviewed at any time, in light of
changing economic conditions, or following a deterioration in
the Company’s results or performance.

2010 REGISTRATION DOCUMENT / FRANCE TELECOM
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23. France Telecom’s results and cash position are exposed
to exchange rate fluctuations.

In general, foreign exchange markets have recently experienced
heightened volatility as a result of the global economic and
financial crisis, which could increase the currency risks and
hedging costs for France Telecom, as a result of unfavorable
exchange rate movements.

A significant portion of France Telecom’s revenues and
expenses is recognized in currencies other than the euro. The
main currencies for which France Telecom is exposed to a
material foreign exchange risk are the pound sterling, the Polish
Zloty, the Swiss franc and the Egyptian pound. Fluctuations
from one period to the next in the average exchange rate for a
given currency could have a material effect on the revenues and
expenses in this currency, which would in turn have a material
effect on France Telecom’s results. For example, in regard to
2010 data, the theoretical impact of a 10% fall against the euro
in the main currencies in which the Group’s subsidiaries operate
would have cut consolidated revenues by 1.7% and EBITDA
by 1.3%. In addition to the main currencies, France Telecom
carries on its business in other monetary zones, including in
certain countries in the CFA franc zone, which are incidentally
considered to be drivers of future growth for France Telecom.
A fall in the CFA franc would adversely affect France Telecom’s
revenues and gross operating margin as well as its growth
potential.

Finally, as a result of focusing its development strategy on
emerging markets the share of Group business exposed to
currency risk is likely to rise in the future.

When preparing the Group’s consolidated financial statements,
the assets and liabilities of foreign subsidiaries are translated
into euros at the closing rate. This translation, which does not
affect the income statement, could have an adverse effect on
the assets and liabilities in the consolidated balance sheet, with
a corresponding translation adjustment in equity, for potentially
significant amounts. See Note 27.2 Foreign Exchange Risk
Management, Note 12 Other Intangible Assets and Note 20
Equity to the consolidated financial statements.

France Telecom manages the foreign exchange risk on
commercial transactions (stemming from operations) and
financial transactions (stemming from financial debt) in the
manner set out in Note 27.2 to the consolidated financial
statements Other Information on Exposure to Market Risks:
Foreign Exchange Risk Management.
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Notably, France Telecom makes use of derivatives to hedge
its exposure to exchange rate risk but cannot guarantee that
these hedging transactions will effectively or completely limit its
exposure or that suitable hedging instruments will be available
at reasonable prices In addition, hedging costs stemming from
exchange rate fluctuations could increase generally depending
on market liquidity and banks’ financial positions.

To the extent that France Telecom had not used any hedging
instruments to hedge part of this risk, or if its strategy for using
such instruments is ineffective, France Telecom’s cash flows
and results could be adversely affected.

See Note 22 to the consolidated financial statements Derivative
Instruments.

24. France Telecom has recognized substantial amounts of
goodwill as a result of acquisitions made since 1999.
Impairment losses on this goodwill, likely to have a
material adverse effect on France Telecom’s balance
sheet and results, could be recognized in compliance
with IFRS as a result of internal group restructuring.

France Telecom has recognized substantial amounts of goodwiill
in connection with its acquisitions since 1999, in particular the
acquisitions of Orange, Equant, Amena and the equity interest
in TP SA. As of December 31, 2009, goodwill amounted to
approximately 28.2 billion euros.

Pursuant to IFRS, the present value of goodwill is reviewed
annually and, when events or circumstances indicate that an
impairment loss may occur, France Telecom recognizes an
impairment loss on this goodwill, particularly in the case of
events or circumstances that involve material adverse changes
of a permanent nature affecting the economic climate or the
assumptions and targets used at the time of the acquisition.
In particular, France Telecom recognized impairment losses
in respect of its interests in Equant, the TP Group and some
Orange and Wanadoo subsidiaries in 2002, 2003, 2004 and
2006 and new events or adverse circumstances could occur
that would cause France Telecom to review the present value
of this goodwill and to recognize further substantial impairment
losses that could have a material adverse effect on its results.



In addition, when reviewing the present value of goodwill, France
Telecom carries out impairment tests at the level at which the
Group assesses the return on investment on the goodwill.
This level may be a cash generating unit or a group of cash
generating units within the same business or geographic region.
The scope of these groups of cash generating units may be
reviewed as a result of changes in the Group’s structure, as was
the case in 2007 (see Note 8 Impairment to the consolidated
financial statements). Moreover, the possible adoption of new
rules regarding the definition of business segments could
require the Group to review the groups currently defined. Such
changes could have an impact on the outcome of impairment
tests and, accordingly, on the impairment losses recognized.

For further information on the impairment of goodwill, see
Section 9.1.2.2. From Group EBITDA Presented to Operating
Income.

25. France Telecom’s results and financial position could be
adversely affected by a downturn in the equity markets.

Volatility in the equity markets, and especially a downward
trend in such markets, could have an adverse impact on
France Telecom’s results, in the event of a fall in the stock
prices of France Telecom’s listed subsidiaries, in particular

FINANCIAL RISKS

TP S.A. (Poland), Mobistar (Belgium) and ECMS (Egypt), if it
subsequently becomes necessary to recognize impairment
losses on the corresponding assets.

In addition, the Group is exposed to equity market risks via the
hedging assets of some of its pension plans, including defined
benefit plans, and via free share award plans and similar
compensation programs.

See Note 27.6 Equity Market Risk and Note 23.2 Pensions
and Other Long-Term Employee Benefit Obligations to the
consolidated financial statements.

26. Future sales by the Public Sector of shares in France
Telecom may negatively impact France Telecom’s share
price.

At December 31, 2010, the French Government owned,
together with Fonds Stratégique d’Investissement (a société
anonyme that is directly and indirectly wholly owned by Caisse
des Dépdts et Consignations, itself wholly owned by the French
Government), 26.97% of the shares and of the voting rights in
France Telecom (see Section 18 Major Shareholders). Should
the Public Sector decide to reduce their interest in France
Telecom, such a sale, or even the belief that such a sale is
imminent, could have an adverse effect on France Telecom’s
share price.
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5 information about the issuer

5.1 HISTORY AND EVOLUTION OF THE COMPANY

5.1.1 Company Name

France Telecom

5.1.2 Place of Registration
and Registration Number

Paris trade and companies register (Registre du commerce et
des societés — RCS)

RCS number: 380 129 866

APE (Activité Principale Exercée - principal activity) code: 642C

5.1.3 Date of Incorporation and Term

France Telecom was incorporated as a French sociéte
anonyme on December 31, 1996 for a 99 year term. Barring
early liquidation or extension, the Company will expire on
December 31, 2095.

5.1.4 Registered Office, Legal Form
and Governing Law

6, place d’Alleray in Paris (15" arrondissement), France.
Telephone: +33 (0)1 44 44 22 22

France Telecom S.A. is governed by French corporate law,
subject to specific laws governing the Company, notably
Act 90-568 of July 2, 1990 on the organization of public postal
and telecommunications services, as amended by Act 96-660
of July 26, 1996 and Act 2003-1365 of December 31, 2008.

The regulations applicable to France Telecom S.A. as an
operator are described in Section 6.7 Regulation.

5.1.5 Important Events
in the Development
of the Company’s Business

Since the 1990s, France Telecom’s area of activity and its
regulatory and competitive environment have undergone
significant changes which have affected the composition of its
revenues, its activities and its internal organization. In France,
all telecommunications services have been open to competition
since January 1, 1998 (apart from local communications, which
became open to competition on January 1, 2002).

In a context or increased deregulation and competition, France
Telecom, between 1999 and 2002, pursued a strategy of
developing new services and accelerated its international
development by making many strategic investments
(acquisitions, equity investments, UMTS licenses). During
that period it acquired, in particular, Orange Plc, Global One
and Equant, and made equity investments in Polish operator
TP S.A., NTL in the United Kingdom (which has since been
sold) and MobilCom in Germany (now called Freenet, of which
France Telecom holds less than 1%). Mostly, these strategic
investments could not be financed by issuing shares, which has
led to a significant increase in the Group’s debt.

At the end of 2002, France Telecom started a large-scale
refinancing plan for its debt to reinforce its balance sheet, as well
as an operational improvements program, the success of which
has allowed the Group to develop its global integrated-operator
strategy by anticipating changes in the telecommunications
industry.

This strategy was consolidated at the end of 2003 through the
acquisition of the minority interests in Orange S.A., Wanadoo
and Equant, the implementation of a new Group organization
consistent with this strategy and the launch of new offers at a
sustained pace.
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INVESTMENTS

In 2005, France Telecom acquired 80% of the capital of Spanish
mobile operator Amena, whose activities were then regrouped
with the fixed and Internet activities of France Telecom in Spain
into a single entity operating under the Orange Brand. In 2008
and 2009, France Telecom acquired almost all of the remaining
capital of France Telecom Espana.

In parallel, France Telecom has streamlined its asset portfolio
by selling non-strategic subsidiaries or holdings such as
Casema, Eutelsat, Wind, Compania de Telecomunicaciones
de El Salvador, Telecom Argentina, Noos, Bitco (Thailand),
Orange Denmark, ST Microelectronics, Télédiffusion de France
(TDF), Intelsat, as well as its mobile and Internet activities in the
Netherlands.

Furthermore, PagesJaunes, the Group’s directories subsidiary,
was floated on the Paris stock exchange in 2004, and the
balance of the France Telecom stake was sold in 2006.

In 2006, “Orange” became the single brand of the Group for
Internet, television and mobile services in most countries where
the Group operates, and “Orange Business Services” the brand
for services offered to businesses throughout the world.

As of 2007, France Telecom has pursued a selective acquisition
policy mainly focused on emerging markets (in particular
Africa and the Middle East), while also attempting to grasp
opportunities for consolidation in markets where the Group was
already present. This strategy was reflected in the acquisition
in December 2010 of a 40% stake in the Moroccan operator
Méditel and in the signature of agreements with Deutsche
Telekom which led to the establishment on April 1, 2010 of the

5.2 INVESTMENTS

See section 9.1.2.5 Group capital expenditures.
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joint venture Everything Everywhere in the United Kingdom.
However, the Swiss authorities opposed a merger with TDC
Sunrise.

In July 2010, the Group launched a new industrial plan,
“Conquests 2015”, oriented simultaneously toward its staff,
customers and shareholders, as well as, more broadly, toward
the society in which the Company operates: for more information
on France Telecom’s strategy, see section 6.2 France Telecom’s
Strategy.

The introduction to section 6.3 Overview of business provides
information on France Telecom’s competitive positioning in its
various markets.

The Company’s stock has been listed since October 1997 on
both Euronext Paris and the New York Stock Exchange. The
listing was part of the French State’s disposal of 25% of its
shares to the general public and France Telecom employees.
The French State’s interest was subsequently reduced in
steps to 53.1% prior to the Act of December 31, 2003 on
telecommunications public service obligations and on France
Telecom, which authorized the Company’s privatization,
eventually taking place on September 7, 2004 when the French
State sold an additional 10.85%. As of December 31, 2010,
the French State held, directly or together with the FSI (Fonds
Stratégique d’Investissement), 26.97% of France Telecom’s
share capital.
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THE TELECOMMUNICATION SERVICES MARKET

6.1 THE TELECOMMUNICATION SERVICES MARKET

FIGURE 1: GEOGRAPHICAL BREAKDOWN OF THE GLOBAL REVENUES OF THE TELECOMMUNICATIONS MARKET,

IN BILLIONS OF EUROS
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In 2010, the telecommunications sector sustained its growth,
continuing the trends observed over the last ten years.
Fundamental changes were already evident, and these have
been confirmed and amplified. Demand for both traditional
and new services has remained strong, and equipment has
been a major factor in driving forward the distribution of the
new services. Customer demands are increasingly related to
speed, but also to the quality and simplicity of use, the benefit
of assistance and a relationship of trust with operators.

2010 was marked in particular by:

a strong demand for tablets, which represent a new gateway
to the Internet at home or in new, “on the move” contexts and
meet new modes of use;

economic uncertainty, which, despite a recovery in business
and continued growth in the sector, was not without an
impact on the telecommunications industry and market in
developed countries.
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\\2008 2009 2010 /

Sector Developments

The global telecom services market grew faster in 2010 than
2009 (up by 2.2% in 2010 compared to 1.1% according to
IDATE), but at a slower pace than global GDP growth, which
was actually 5.0% as estimated by the IMF over the same
period, after a 0.6% contraction in 2009. The sector, which
had thus resisted the deteriorating economic environment
moderately well in 2009, has resumed a path to growth, albeit
without returning to its pre-crisis levels given the challenging
economic climate and the maturity of a number of markets:

mobile services, which have been driving sector growth,
are beginning to ease, with rates of roughly +4% (Source:
Idate). Mobile services revenues now account for 56% of
total volumes in the telecommunications sector. Growth in
the customer base nevertheless remained robust, with the
number of mobile subscribers topping 5 billion at the end
of 2010 (+13.9%; source: IDATE), especially as a result of
the massive influx of low-income customers in emerging
countries;



fixed-line telephony now accounts for only 24% of total
telecommunications services, compared to 50% in 2001,
mostly attributed to the migration from fixed line to mobile
telephony and a move to IP based telephony;

other services continue to grow reaching 20% of total
telecommunications services, driven by strong performance
in Internet services, but which have not fully offset the decline
in fixed services.

While the sector has generally held up fairly well over recent
years, the recession still had an impact: the sharp deterioration
in the global economic environment in 2009 significantly
changed consumer behavior and the ways people use telecom
services. It forced operators to adapt in their search for ways
to better serve customers and satisfy their needs in a difficult
economic climate.

The reaction of telecoms markets to these changes differed
greatly depending on their maturity. Europe, for instance, the
largest telecom market in the world, with revenues of 297 billion
euros in 2010, was down 0.7% compared with 2009 and is
expected to be overtaken by Asia in 2011. Asia recorded growth
of 3.4%, and still has huge growth potential. Emerging countries
in Africa, the Middle East and Latin America maintained high
rates of growth compared with 2009 (Figure 1). In 2011, Europe
is also expected to continue its growth, albeit at a more modest
pace, whereas Asia and other regions of the world are expected
to see sustained growth in the telecommunications sector.

As for changes in the mobile telephone market, with its 3.8 billion
customers (representing over 5 billion mobile lines), for a global
penetration rate of 55%, market dynamics are driven mainly by
the demographic effect, and are expected to vary according to
penetration rates in the different markets. Western Europe has
the highest penetration rate (83.5% of Europeans own a mobile
phone; source: Strategy Analytics), ahead of Eastern Europe,
Latin America and North America (with a market penetration
rate slightly over 70%), considerably ahead of Africa, the Middle
East and Asia (46.8%), which, however, is expected to see
average annual growth of 7% in the next five years.

The total number of subscriptions (number of SIM cards reported
by operators) indicates that the mobile phone penetration rate is
substantially higher, especially in countries where the presence
of pre-paid subscriptions is significant (Figure 2). This is the
case in ltaly, which has a penetration rate of 154%, the United
Kingdom, where it is 129%, and Spain, with 122% (Source:
Idate). By contrast, emerging economies in Asia, Africa and
Latin America, where the SIM card penetration rate is still very
low (e.g. 65% in China and 63% in India in 2010; Source: Idate),
offer significant potential for growth.

THE TELECOMMUNICATION SERVICES MARKET

FIGURE 2: PENETRATION OF MOBILE PHONES
(NUMBER OF SIM CARDS) AND BROADBAND IN 2010
(AS A % OF THE POPULATION)
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In terms of revenues, growth in the mobile phone market has
slowed considerably (Figure 3), especially in Europe (+0.2%)
and North America (+2.0%). This can be partially attributed to
cuts in voice call termination rates imposed by regulators. This
is the case in France, where operators recorded falls of 30%
and 33% in voice call termination revenues in 2009 and 2010
respectively.

The slowdown can also be ascribed to changes in user behavior,
with people trying out new forms of communication, particularly
social networks such as Facebook and Twitter. Although these
new methods of communication have led to an increased use of
mobile data, this has only partly offset the fall in revenues from
voice services.

Changes in the Internet services sector are not very different
from those in mobile services. While broadband Internet is a
newer service and its growth potential is far from exhausted, the
penetration rate is already very high in Europe: 57% of Western
European households already have a broadband Internet
connection, compared with a mere 22% in Asia (Source:
Yankee Group).

In terms of revenues, migration to the Internet has sparked a
substantial decline in traditional fixed-line telephony (Figure 3),
especially in Europe and North America, where the penetration
of traditional telephony is higher and the migration to broadband
more advanced. The sustained growth of the Internet,
which accounts for more than half the growth of the global
telecommunications market, nevertheless goes some way to
making up for the fall in revenues from traditional telephony.
The migration to the Internet is driven essentially by the growth
in services such as VoIP, which saw a 24% increase in user
numbers worldwide in 2010 (Source: Yankee Group), and
TVoIP (+35% increase in users worldwide in 2010 according to
Yankee Group).
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FIGURE 3: ANNUAL GROWTH IN TELECOM REVENUES
IN 2010
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Dynamics of the ICT sector and new Uses

The telecoms industry, a very new sector compared to the car,
finance and property sectors, is undergoing major changes with
the constant development of new uses and new technologies.

The major “information and communication technologies” (ICT)
players are moving away from their traditional core businesses
and diversifying into related sectors such as information
technology and broadcasting. The addition of these new areas
is creating an “ecosystem” in which several sub-sectors and
different players interact, both in partnership and in competition.
These players can be placed into four categories: network
equipment and handset manufacturers (Nokia, Cisco and
Ericsson); network operators (Orange and Vodafone); suppliers
of services via the Internet (Google and eBay); and content
producers (Canal+ and Sky).

This movement increases competition among the players
because it challenges the classic service provider model.
However, the reorganization of the ecosystem also generates
synergies, because the innovations brought to the market by a
player circulate and benefit all layers of the ecosystem. A prime
example of this trend is the success of the iPhone, marketed
by Apple since 2007, with more than 47.5 million sold in 2010
(Source: www.apple.com/investor). Apple’s entry into the
telecommunications market, after initially causing apprehension
among telecom operators, has radically changed the way
in which mobile phones are used, and led to considerable
development in the use of the mobile Internet.

2010 was a boom year for mobile Internet. The wide range
of services offered and a lowering of prices saw it come into
everyday use. Mobile handsets are now being used for much
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more than simply making calls and sending messages. They are
used to read emails, access information, watch television and
take photos and videos and share them on the Internet. Mobile
handsets have thus become veritable multimedia platforms able
to provide access to a multitude of services.

Over the next few years, the handsets market should continue
to grow rapidly and gain more ground in the ITC sector. Handset
manufacturers will continue to gain momentum and, in doing
so, will forge a special relationship with the consumer. Projected
figures for Smartphones point to a significant increase in sales
of this type of handset. In 2010, 23.8% of purchasers preferred
a Smartphone to a traditional handset (Source: Screen Digest),
and they accounted for 24.8% of the mobile subscriber base in
Western Europe (Source: IDC, October 2010).

The trend towards Smartphones, which favors the penetration
of new uses such as 3G, Wifi and GPS, is not without
consequences for operators. According to a study by Cisco,
IP traffic worldwide is poised to grow at an annual rate of
34% until 2014. Moreover, in some countries, mobile Internet
will actually become a complete substitute for fixed Internet.
This growth will need to be backed by a network capable of
providing good, reliable access, increasingly powerful mobile
handsets and 3G keys providing users with mobile Internet
access from their computer. This will require operators to invest
heavily, particularly in technologies such as HSPA++ (High
Speed Packet Access), and fairly quickly in the new generation
of LTE (Long Term Evolution) mobile networks.

FIGURE 4: ESTIMATED GROWTH IN IP TRAFFIC
BETWEEN 2009 AND 2014
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Mobile Internet has also sparked a surge in tablet sales, with
booming sales of 19.5 million units in 2010. 3G USB keys,
which are becoming the connection method of choice for
mobile Internet, experienced a parallel boom in sales.



Fixed Internet services also shared in this rapid expansion. Pay
TV, Video On Demand, Internet content and catch-up TV are
driving the market forward in the developed countries. Sales
of television sets in 2010, particularly flat screens and TVs with
Internet connection, bear witness to the important place TV now
has in the family home. In France, 11 million people watched
catch-up TV, 4.2 million people used video-on-demand services
via their television (2.3 million) computer (2 million) mobile
handset, games console or multimedia walkman.

6.2 FRANCE TELECOM'S STRATEGY

On July 1, 2010, the France Telecom-Orange Group launched
a new corporate project, known as Conquests 2015. It is an
ambitious plan for the Group: to become the preferred operator
of its main stakeholders (customers, employees, shareholders,
society as a whole), and to acquire a new dimension without
compromising its values.

The new project focuses on four axes of conquest:
the conquest of Orange’s men and women;
the conquest of networks;
the conquest of customers;
the conquest of international markets.

To ensure that this project mobilizes the forces of the entire
company, it was developed using aninnovative “co-construction”
approach involving the various entities in the different countries
where the Group operates. Following this first phase, the action
plans were defined and implemented across the Group.

True to its history, its culture and its values, France Telecom-
Orange has put its social ambition at the heart of its growth
strategy. Creating everyday contact and mutually enriching
exchanges are at the center of our priorities. The Group
continues its efforts to become a model in its sector in terms of
corporate social responsibility.

An active and responsible employment policy

To ensure its growth and prepare for the future, the Group has
set out to hire 4,500 young people in work-related training
programs, with a minimum of 1,200 to be taken on as permanent
employees on completion of their programs. Particular attention
will be paid to their workplace integration, as well as to respect

FRANCE TELECOM'S STRATEGY

These new uses, and the growing number of users, is leading to
an explosion of traffic which requires increased network capacity
and which tends to increase costs for telecommunications
operators. Service quality and network management accordingly
remain a priority and a strategic driver for these operators.

of equality and diversity. Furthermore, the France Telecom-
Orange Group has integrated its social criteria into the variable
remuneration conditions of its top 1,000 managers. Lastly,
the Group aims to see more women become members of its
Management Committees, so that they make up 35% of their
composition by 2015.

Putting people back at the heart of the business and
creating pride in belonging, via:

an adapted workplace with [T tools that encourage
collaboration and exchange between employees;

a clear vision of the roles, tasks and responsibilities of each
employee, regular updates on strategic guidelines to give
each employee a sense of how their work contributes to the
Group’s business;

training adapted to specific country, cultural and business
line contexts to build each employee’s professional skills
alongside the growth of the business;

career paths that motivate employees through personalized
guidance, helping them to better manage their own career
development, as well as recognizing their skills and offering
opportunities for international growth.

A new management culture: Managers who are responsible
and recognized, whose role is based on relationships of trust and
an ability to listen to employees, and who have the necessary
support and authority to make decisions. A Management
Charter formalizes and structures this new management culture
across the Group as a whole. To create this new culture and
promote exchanges, three networks of managers have been
created: a community of all Group managers with specific
training programs, known as Orange Campus, a group of
1,000 leaders and a club of 300 directors.
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A responsible presence in all markets

The France Telecom-Orange Group is also committed to focused
actions in corporate social responsibility and the support of
major causes. The Group can thus foster developments for
the environment (such as mobile phone recycling) or safety
(protection of personal data), which form part of the work of the
Orange Foundation.

Conquests 2015 aims to restore carrying communication and
the operating of fixed and mobile network infrastructure to their
central place as Orange’s core business, and as the foundations
of its growth.

Reinforce coverage and increase speeds in anticipation of
a surge in uses

in France, the fiber optic program, La Fibre, is aimed at
investing 2 billion euros to guarantee coverage of the most
densely populated regions of France by 2015;

the rollout of 2G or 3G mobile networks is to continue in
Europe and the emerging markets;

tests on LTE (Long Term Evolution) networks, paving the way
for fourth-generation mobile networks, are being conducted
in France to quickly offer LTE services to our customers. In
Belgium, the first LTE network tests were completed in 2011;

“green” networks and the coverage of rural areas will be
expanded into emerging markets as a new source of growth.

Continually improve the quality of network service

The Group aims to be number one in quality of service wherever
it operates, giving more intelligence, power and reliability to
its networks, thanks in large part to the modernization of
the mobile network and the migration of all networks to an
“all IP” architecture. Orange Espagne has already moved
forward along these lines through its commitment at the end of
2010 to modernizing all network access to 2G and 3G.

The France Telecom-Orange Group aims to position itself as
the preferred “universal” people’s operator, and to inspire
confidence in customers so that they reap the full benefits of
“digital” life. In every country where the Group operates, it aims
to satisfy its customers with new services and an ability to meet
their expectations.
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Supporting customers in their digital lives
This commitment covers four aspects:

facilitate customers’ digital lives through to the adaptability
and simplification of its offers, the ease of use of its services
and support for new customers;

protect customers, through the protection of personal data
and access to it, as well as through the ability to monitor and
control their usage;

provide customers with the complete wealth of digital media,
through an innovative capacity to respond to new needs and
new Uses;

maintain an ongoing relationship with customers through
excellence in the relationship at all points of contact, and
rewards for loyalty.

Enhance existing offerings through content partnerships

Orange is positioning itself as a content aggregator in a strategic
partnership approach extended to players across all media:
press, television, games, music, films and online betting. The
Group will focus on innovation to provide its customers the best
of existing digital content (MyTF1, M6replay, Deezer platforms,
for example), and its partners will in return be able to enrich their
content by providing the interactivity of Orange’s networks and
the new Livebox capabilities.

Developing new services

The development of new services as part of the Conquests 2015
plan will build on the Group’s various capacities for innovation
through the structure of its Orange Labs network, with a focus on
customer expectations (for more information, see Chapter 11,
Innovation, research and development, patents and licenses).
A commitment to enriching voice telephony and traditional
services has been made in response to the changes in the
consumer and business markets. To develop services closer to
its core business, the Group will explore six areas: entertainment,
Internet audience, health, digital life skills, targeted services for
the emerging markets and business services (cloud computing,
machine to machine, video conferencing).

Orange aims to achieve a new dimension internationally with a
target of having 300 million customers by 2015, which means
winning 100 million new customers.



Conquering growth markets

= the Conquests 2015 plan provides for a substantial expansion
of the Group’s presence in emerging markets, particularly in
Africa and the Middle East. In this zone, the Group aims to
double its revenues to 7 billion euros in three to five years;

6.3 OVERVIEW OF BUSINESS
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®

m Orange will use leverage in four areas to achieve this
objective: organic growth; the acquisition of new licenses; the
acquisition of stakes in existing operators; and the acquisition
of additional shareholdings in existing asset portfolios.

For more information on the Group’s financial ambitions in the
Conquests 2015 plan, see Chapter 12, Information on trends.
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(1) The Everything Everywhere customer base is 50% consolidated in the France Telecom-Orange customer base.

At the end of 2010, the France Telecom Group had 209 million
customers in the world, a 6% increase on 2009, of which 150
million were mobile phone customers (9.1% increase) and 13.7
million were broadband Internet customers (3.4% increase). As
well, the MVNO customer base for the Group in Europe has
expanded by 28.5% (4.6 million customers at December 31,
2010). From this customer base, more than 66% of the Internet,
mobile phone and television customers in most of the countries
where the Group operates are under the Orange brand, the
flagship brand of France Telecom.

2010 was marked by the continuing expansion of broadband
Internet uses such as digital television, which included 4.1 million
subscribers at year-end, a 28% increase from the previous year,
VolP (Voice over IP), which grew by 10.5% on 2009, to reach a
total of 8.3 million users at year-end, and Livebox, which had a
7.9% increase in subscriptions (9.2 million Liveboxes in Europe
at year-end).

The Group is the third largest European mobile operator, the
second largest ADSL Internet access provider in Europe, and
a global leader in telecommunications services for multinational
businesses under the Orange Business Services brand.

In 2010, the Group generated 45.5 billion euros in revenue
(excluding the United Kingdom).

The Group’s activities are detailed in the Registration Document
by operating sector according to the segmentation used in
2010: France, Poland, Spain, Rest of the World, Business
Communication Services, International Carriers and Shared
Services. The financial indicators mentioned in this chapter,
such as EBITDA and CAPEX, are financial aggregates that
are not defined by IFRS. For more information, see Chapter 9,
Section 9.1.5.4 and the Financial glossary appendix. Unless
otherwise indicated, the market shares indicated in this chapter
correspond to market shares in terms of volume.

2010 REGISTRATION DOCUMENT / FRANCE TELECOM 35



36

overview of the group’s business
OVERVIEW OF BUSINESS

France

e

6.3.1 France

6.3.1.1 The Telecom Services Market

» KEY MACROECONOMIC INDICATORS

2010 2009 2008
Population (in millions) 64.9 64.5 64.1
Households (in millions) 27.7 27.7 27.5
Growth in GDP (%) +1.5% -2.5% +0.1%
GDP per capita (in dollars PPP) @ 34,092 33,434 34,178
Change in household consumption (%) (" 1.6% 0.6% 0.5%

Sources:
(1) INSEE.
(2) IMF.

» TELECOM SERVICES RETAIL MARKET REVENUES
(IN BILLIONS OF EUROS)

40.7 41.0
2.3 2.2
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Source: Arcep (aggregate data over a rolling 12-month period at Q3 2010).

» NUMBER OF CUSTOMERS (IN MILLIONS)
20.5 21.4

61.5 62.6
M1 40.3 I I

2009 2010 2009 2010 2009 2010

Fixed internet® Fixed telephony Mobile telephony®

Source: Arcep (aggregate data over a rolling 12-month period at Q3 2010).

After a 2.5% contraction in GDP in France in 2009, growth
resumed in 2010, with GDP up 1.5% (Source: INSEE,
October 2010). There were also signs of an upturn in the
telecommunications market: the total market of electronic
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communications services rose 0.8% (compared with +0.5% in
2009) (Source: Arcep, September 30, 2010).

According to a Credoc study released in November 2010,
there was a pause in the growth of the penetration of fixed and
mobile telephony, which, however, was accompanied by an
intensification and transformation of uses related to the ongoing
development of the Internet.

The mobile penetration rate gained 3.7 points in 2010, reaching
99.7% at December 31, 2010, compared with 96% a year
earlier (Source: Arcep), while uses continued to grow and
diversify — for example, a year-on-year increase of more than
62% in SMS traffic in the third quarter of 2010, and a broad
increase in data traffic.

Three-quarters of people in France who own a computer
now have Internet access at home (Source: Credoc,
December 2010). However, the penetration rate of 90% seen in
some OECD countries suggests that growth potential remains
strong. The Internet, accessed via a computer or a mobile
device, has become a dominant medium, with a wide variety
of uses.

At end-September 2010, revenue growth generated by mobile
telephony services on the retail market had slowed (+2.4% year-
on-year at end-September, compared with +2.6% in 2009), due
to slower growth in the customer base (+1.7%, compared with
+6.2% in 2009). As in 2009, mobiles accounted for nearly half of
all telecommunications services revenues. Revenues growth in
the mobile market also slowed across the market as a result of
price cuts applied in the wholesale market in July 2010 (mobile
call terminations between operators), as well as on consumer
roaming rates and text messaging.

Revenues from fixed services (fixed telephony and the Internet)
edged up (+0.3% year-on-year at end-September 2010),
with growth in subscriptions to Internet services continuing to
offset the continued erosion of subscriptions to fixed telephony
services.
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France
Fixed-line telephony market
» NARROWBAND
2010 2009 2008
Revenues (in milions of euros) 7,655 8,483 9,505
o/w PSTN access 4,559 5,097 5,400
o/w PSTN calls 2,842 3,115 3,750
o/w narrowband Internet 52 72 119
o/w other (Phone cards and public phones) 202 199 236
Number of subscriptions (in milions) 40.3 41.2 40.7
PSTN access 22.1 241 26.3
\olIP access 18.2 17.0 14.4
o/w VolP-only 11.9 10.5 8.0
Traffic 111,448 109,482 107,075
PSTN traffic (in millions of minutes) 48,749 53,446 60,028
VoIP traffic (in millions of minutes) 62,699 56,036 47,047

Source: Arcep (aggregate data over a rolling 12-month period at Q3 2010).

As at end-September 2010, the fixed-line telephony market
was down 2.2% in volume, due to the decline in the switched
telephone network, which was only partially offset by the growth
of 7.2% in Internet telephony or VolIP offered under dual-, triple-
or quadruple-play offers. Growth in voice over IP (VolP) was
also illustrated by the proportion of fixed communications made
via VoIP, which amounted to 56.2% at end-September 2010,
compared with 51.2% at end-December 2009.

» BROADBAND AND HIGH CAPACITY BROADBAND

In terms of revenues, fixed-line telephony continued its decline
on the back of falls in subscription volumes and narrowband
communications in favor of VoIP services, recognized under
broadband revenues.

2010 2009 2008
Revenues (in milions of euros) 8,275 7,398 6,515
o/w Internet access and VolIP service 7,030 6,234 5,451
o/w billed VoIP calls 747 691 598
o/w other Internet access revenues 498 473 466
Number of subscriptions (in milions) 20.9 19.8 17.9
Broadband 20.4 19.5 17.7
o/w ADSL 19.5 18.6 16.8
o/w other broadband subscriptions 1.0 1.0 0.9
Very high broadband 0.4 0.3 0.2
Average bill by broadband and very high broadband access
(euros per month) 32.2 30.6 30.4
Number of IPTV subscriptions (in millions) 10.1 8.8 6.2
% of IPTV in ADSL access 51.9% 47.5% 36.9%

Source: Arcep (aggregate data over a rolling 12-month period at Q3 2010).
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France

The rate of growth in broadband and high broadband
Internet access remained robust in the nine months to end-
September 2010 (+5.18%), although it marked a deceleration
compared with the previous two years (10.8% in 2009). ADSL
accounted for 93.4% of this access. Very high broadband
access, although still marginal, with 421,000 lines as at end-
September 2010, grew by 46.2% over the first nine months.

Revenue growth of broadband and very high broadband
Internet access slowed in 2010, and stood at 11.8% at end-
September (compared with +13.6% in 2009). This growth was
driven by Internet access revenues, including revenues from
multiplay packages and subscriptions and communications on
VolP services, which accounted for 85% of total broadband and
very high broadband revenues, which were up 12.8%.

(in millions of euros - excluding revenues from incoming calls)
o/w voice
o/w messaging (SMS, MMS)
o/w access to data

(en millions)
o/w subscriptions
o/w pre-payed
o/w active 3G customer base
o/w Internet data subscribers only

(euros par mois - year-on-year)

(in millions)
minutes from mobile phones
number of SMS

(minutes per month)

Source: Arcep (aggregate data over a rolling 12-month period at Q3 2010).

France had nearly 62.6 million mobile subscribers (SIM cards
in service) in the third quarter of 2010, an increase of 4.9%
compared with the third quarter of 2009 (Source: Arcep). Growth
in the mobile telephony market has been driven largely by the
increase of dual equipment (3G keys for PCs and handsets) and
the development of mobile multimedia applications.

The mobile penetration rate in the French population was 99.7%
at end-December 2010 (Source: Arcep), an increase of 4 points.
Growth in SIM cards for the Internet and/or communicating
material was a particularly big contributor to growth. Mobile
