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1. Analysis of the Financial Situation and
Results

1.1 OVERVIEW
Evolution of the Group

The France Telecom Group, with its principal subsidiaries Orange, the TP Group (the Polish telecommunications operator TP
S.A. and its subsidiaries), Equant and the Pagelaunes Group, offers its consumers, business customers and other
telecommunications operators, a broad selection of services ranging from fixed line and wireless telephony, data transmission,
Internet and multimedia services and other value-added services. France Telecom currently serves 125 million customers
worldwide.

In recent years, the European market for telecommunications has grown rapidly as a result of the culmination of a number of
factors: the globalization of trade, the increasing consolidation of European markets, the rapid growth of wireless telephony, the
advent and growth of the Internet and the development of data exchange.

Against this background and in an increasingly competitive environment, France Telecom pursued, from 1999 to 2002, a strategy
for the development of new services and accelerated its international development through external growth with the goal of
reaching critical mass in high growth markets on the European level, particularly in the wireless and Internet markets. These
strategic investments could not, for the most part, be financed through equity, leading to a significant increase of France
Telecom’s debt.

Following the launch of the “Ambition FT 2005” Plan at the end of 2002, the success of the plan in meeting the objectives of
refinancing the Group’s debt and strengthening shareholders’ equity, as well as the positive results of the TOP Program (see
section 1.2 The “Ambition FT 2005” Plan) in improving operations in 2003 and 2004, the Group gained greater freedom from its
financial limitations and pursued significant debt reduction.

This has allowed the Group to fully dedicate itself to the development of its strategy as an integrated global operator, by
anticipating changes in the telecommunications industry.

The telecommunications market is currently undergoing a transformation. Customers now possess a broad selection of
communication tools with highly developed options for use, however offers made to customers remain fragmented. Indeed, the
world of telecommunications continues to be divided into distinct networks and services (fixed line, wireless, Internet). The goal
of a global operator such as France Telecom is to place the customers’ concerns at the forefront of its services, in order to offer
an integrated universe of communication, regardless of the handset or network used. As an integrated operator, France
Telecom’s objective is based on the convergence of fixed line, wireless and Internet services.

France Telecom possesses a full portfolio of activities (fixed line, wireless, Internet) which address all types of customers
(consumers, small- and medium-sized businesses and multinational corporations) and uses (personal, home, professional) for
most environments (home, office, travel, mobility). These activities provide the Group with optimal advantages to meet
customer expectations and develop comprehensive offers of communication services.

This integrated operator strategy materialized at the end of 2003 and in 2004 following the acquisition of minority shareholder
interests in Orange and Wanadoo, the integration of Wanadoo into France Telecom S.A., the implementation of a new
organization for the Group pursuant to this strategy, and the sustained launch of new services. These include a new range of
offers for residential services, acceleration of the roll-out of very high-speed Internet for businesses, the launches of the
“Internet-Television Mutiservice” offer (television service through ADSL), “Maligne Visio” (a service to provide video-
conferencing capabilities on a regular telephone line), “Orange Intense” (the offer by Orange for third-generation services,
which will enable Orange Intense subscribers to communicate by video-conference to subscribers of Maligne Visio and
Wanadoo Visio) and ADSL 2+ (very high speed Internet services up to 18 Mbit/s).

Furthermore, a significant change in France Telecom’s shareholders occurred in 2004. On September 7, 2004, the French State
sold 10.85% of its shareholding in France Telecom, held directly, and indirectly through ERAP, a public industrial and
commercial state entity. The sale was completed by means of a private placement on September 1, 2004 to qualified investors
in France and institutional investors outside of France. At December 31, 2004, the French State held directly, or indirectly
through ERAP, 42.24% of France Telecom’s share capital compared with 54.53% at December 31, 2003.

Business segments

In order to reflect the Group’s evolution and the structure of its operations among its various activities and subsidiaries, France

oo ” oo

Telecom has identified the following six business segments: “Orange”, “Wanadoo”, “Fixed Line, Distribution, Networks, Large

”

Customers and Operators”, “Equant”, “TP Group” and “Other International”.
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France Telecom’s segments evolve to reflect changes in its activities and organization.

The information presented below relating to each of the segments is, unless otherwise stated, provided before deduction of
intra-group transactions. In addition, changes shown below are calculated on the basis of information in thousands, despite
being shown rounded in millions.

1.1.1 ACTIVITY AND OPERATING PROFITABILITY OF THE GROUP

1.1.1.1 Principal operating results

The following table sets forth France Telecom’s revenues, operating income before depreciation and amortization and before
amortization of actuarial adjustments in France Telecom’s early retirement plan (“operating income before depreciation and
amortization”), operating income and the measure of operating income before depreciation and amortization less CAPEX
(investments in tangible and intangible assets excluding UMTS/GSM licenses) for the years ended December 31, 2004, 2003 and
2002.

Revenues, operating income, the measure of operating income before depreciation and amortization less CAPEX and changes in
working capital requirements (trade) are management indicators which France Telecom uses to evaluate the operating
performance of the Group and its divisions and on which it bases the performance reviews of Group executives and division
managers. The measure of operating income before depreciation and amortization less CAPEX is calculated to permit better
evaluation of the efforts of operating divisions on the basis of investments in tangible and intangible assets excluding non-
recurring investments (UMTS/GSM licenses) and investments financed through capital leases (“investments in tangible and
intangible assets excluding UMTS/GSM licenses” or “CAPEX”).

The following table sets forth the principal operating statistics for France Telecom for the years ended December 31, 2004 and
2003 (see Note 4 of the Notes to the Consolidated Financial Statements).

(€ millions) Year ended December 31, Variations
2004 2003 2003 2002 2004/2003 2004/2003
ona historical  historical ona historical
comparable comparable
basis basis
(unaudited) (unaudited)
Revenues 47,157 45,278 46,121 46,630 4.1% 2.2%
Operating income before depreciation and
amortization® 18,261 16,998 17,303 14,917 7.4% 5.5%
Operating income before depreciation and amortization /
revenues 38.7% 37.5 37.5% 32%
Operating income 10,824 9,632 9,554 6,808 12.4% 13.3%
Operating income / revenues 23.0% 21.3% 20.7% 14.6%
CAPEX™M 5,127 4,972 5,086 7,441 3.1% 0.8%
CAPEX / revenues 10.9% 11.0% 11.0% 16.0%
UMTS/GSM licenses 8 0 0 134
Operating income before depreciation and
amortization less CAPEX(™ 13,134 12,026 12,217 7,475 9.2% 7.5%
Average number of employees (full-time equivalent) 204,826 218,602 221,657 240,145 (6.3)% (7.6)%

(1) See section 1.6.5 “Glossary”.

m Information on a historical basis

On a historical basis, France Telecom’s consolidated revenues reached €47.2 billion in 2004, an increase of 2.2% compared to
2003. The change in revenues on a historical basis reflects the growth of the Group’s activities in 2004, particularly in wireless
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and Internet activities. The decline in revenues for fixed line telephony in France was largely contained in 2004, with the
decrease limited to 0.4%. Conversely, the changes in the scope of consolidation affecting the Group’s revenues between 2003
and 2004 amounted to a decrease of €418 million following the sales of CTE Salvador on October 22, 2003, Orange Denmark on
October 11, 2004, Menatel on September 25, 2004 and Casema on January 28, 2003. There were no significant additions to the
scope of consolidation of France Telecom between 2003 and 2004. In addition, the negative effect of exchange rates on income
amounted to €368 million, relating mainly to the US dollar, the zloty and the Egyptian pound, between the two periods.

Operating income before depreciation and amortization grew by 5.5% in one year reaching €18.3 billion in 2004. This growth
was mainly the result of the strong increase in operating income before depreciation and amortization of wireless and domestic
fixed line services in France. These beneficial effects were partially offset by the decrease of operating income before
depreciation and amortization of other segments which were significantly affected by (i) withdrawals from the scope of
consolidation, particularly in relation to international activities (mainly CTE Salvador), (ii) the reduced sales volume of Equant,
which operates in a highly competitive market for global communication services for businesses and (iii) unfavorable exchange
rate fluctuations for TP Group and Equant. The margin of operating income before depreciation and amortization increased 1.2
points from 37.5% in 2003 to 38.7% in 2004.

Operating income grew by 13.3%, reaching €10.8 billion, over the same period, amplifying the increase in operating income
before depreciation and amortization, principally due to:

- the decrease in depreciation and amortization of fixed line activities in France, as a result of the significant decrease in
tangible and intangible assets excluding UMTS and GSM licenses prior to 2004;

- the absence of amortization of the actuarial adjustments to the early retirement plan in 2004, pursuant to the application of
Recommendation R-03-01 of April 1, 2003 of the, French National Accounting Council relating to accounting and evaluation
methods for retirement packages and other personnel benefits. The Recommendation led to the qualification of early
retirement plans for employees as compensation for departure plans, and the actuarial adjustments ( with respect to the early
retirement plan) still to be amortized being deducted from shareholders’ equity (see Note 2 of the Notes to the Consolidated
Financial Statements);

- the positive impact of exchange rate fluctuations on depreciation and amortization, particularly in relation to Equant and TP
Group; and

- the positive impact of the sale of CTE Salvador, Orange Denmark, FIT Production and Wanadoo Editions on depreciation and
amortization.

These factors fully offset the beginning of the depreciation of the UMTS licenses of Orange UK since March 1, 2004 (amounting
to €272 million in 2004), and Orange France since April 1, 2004 (amounting to €27 million in 2004). Consequently, the margin of
operating income over revenues increased by 2.3 points from 20.7% in 2003 to 23.0% in 2004.

The measure of operating income before depreciation and amortization less CAPEX increased by 7.5%, reaching €13.1 million as
a result of growth in operating income before depreciation and amortization and the increase in investments in tangible and
intangible assets excluding licenses being limited to 0.8% between 2003 and 2004.

m Figures on a comparable basis

In order to provide a basis of comparison with the results for 2004, information on a comparable basis at constant exchange
rates are set forth for 2003. To this end, the actual results of the financial year ended December 31, 2004 are retained, while the
results for the corresponding period of the previous year have been adjusted to provide, for comparable periods, financial
information with comparable scopes of consolidation and exchange rates. This is achieved by applying the scope of
consolidation for 2004 and the average exchange rate used for the 2004 income statement to the 2003 financial results.

The changes in the scope of consolidation were due almost entirely to withdrawals, including in particular the following:
- sale of Casema on January 28, 2003, with effect from January 1, 2003 on a comparable basis;

- sale of Menatel on September 25, 2003, with effect from January 1, 2003 on a comparable basis;

- sale of Wanadoo Editions on September 30, 2003, with effect from January 1, 2003 on a comparable basis;

- sale of the indirect holding in CTE Salvador on October 22, 2003, with effect from January 1, 2003 on a comparable basis;
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- sale of FIT Production on April 24, 2004, with effect from April 1, 2003 on a comparable basis; and
- sale of Orange Denmark on October 11, 2004, with effect from October 1, 2003 on a comparable basis.

The following table sets forth the transition of figures on a historical basis to figures on a comparable basis for the 2003 financial
year.

(€ millions) Variations on a comparable basis® (unaudited)

Revenues Operating Operating  CAPEX Operating Average
income income income number of
before before employees

depreciation depreciation
and and
amortization amortization
less CAPEX
2003 figures on a historical basis 46,121 17,303 9,554 5,086 12,217 221,657
CTE Salvador (267) (138) (78) (14) (124) (2,148)
Orange Denmark (60) 17) 0 (14) (3) (178)
Menatel (39) 9) (4) (2) (7) (297)
Casema (20) (7) 1 (2) (5) (127)
FIT Production 17) (16) (1) 9) (7) (8)
Wanadoo Editions (4) 16 28 9) 25 (65)
Other (11) 4 6 (3) 7 (232)
Total changes in the scope of
consolidation (418) (167) (48) (53) (114) (3,055)
Amortization of actuarial
adjustments of the early
retirement plan® 0 0 211 0 0 -
Rights to reductions® (57) (57) (57) 0 (57) -
Other@ 0 0 (39) 0 0 -
Total other variations (57) (57) 115 0 (57) -
Exchange rate fluctuations® (368) (81) 1 (61) (20) -
2003 figures on a comparable basis 45,278 16,998 9,632 4,972 12,026 218,602

(1) Contributive figures.

(2) Impact of €211 million from the amortization of actuarial adjustments of the early retirement plan (see section 2.1.4.2 Amortization of
actuarial adjustments in the early retirement plan).

(3) The €57 million expense relating to customer French loyalty programs, subject to entering into a new duration contract period granted by
Orange, pursuant to the decision of October 13, 2004 of the Urgent Issues Taskforce relating to the accounting methods for price deduction and
inkind benefits (products or services) granted by companies to their customers (see Note 2 of the Notes to the Consolidated Financial
Statements). The impact on operating income for 2004 was a cost of €73 million.

(4) Of which a negative impact on operating income, in the amount of €42 million from the consolidation of vehicles used in the context of
receivables securitization programs (see Note 2 of the Notes to the Consolidated Financial Statements).

(5) Impact of exchange rate fluctuations between the average exchange rate in 2003 and the average exchange rate in 2004.
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The impact of exchange rate fluctuations on the calculation of figures on a comparable basis are as follows:

(€ millions) Variations on a comparable basis (unaudited)
Revenues Operating income Operating CAPEX Operating income
before depreciation income before depreciation
and amortization and amortization

Currency less CAPEX
us Dollar uso (263) (15) 45 (34) 19
Zloty PLN (119) (53) (25) (25) (28)
Pound (Sterling) GBP 121 34 17 15 19
Pound (Egyptian) EGP (54) (29) (18) 9) (20)
Other currencies (53) (18) (8) (8) (10)
Exchange rate fluctuations (368) (81) 1 (61) (20)

On a comparable basis, revenues increased by 4.1% in 2004, due mainly to significant increases in wireless activities (notably
internationally) and Internet activities and, to a lesser extent, the increase recorded for international activities and TP Group.
The increase in revenues largely offsets the decrease in revenues from fixed line services in France, which only fell by 0.3% in
2004, compared with 2.4% in 2003 on a comparable basis.

Operating income before depreciation and amortization increased by 7.4% and operating income increased 12.4%, highlighting
the Group’s improved operating profitability in 2004. This growth resulted mainly from increases in wireless activities, above all
internationally, as well as the improvement of profitability for fixed line services in France.

Thus, by focusing on growth sectors and by improving its operating profitability, the Group increased its operating income
before depreciation and amortization margin by over one point to 38.7% in 2004. Excluding commercial expenses’, the ratio
increased by 2 points to 51.6% in 2004 (see section 1.1.2.2 “Results of the ‘TOP’ operational improvements program”. The
margin of operating income to revenues increased by 1.7 points from 21.3% in 2003 to 23.0% in 2004.

The increase in operating income before depreciation and amortization fully offsets the increase of investments in tangible and
intangible assets (which increased by 3.1%), and the measure of operating income before depreciation and amortization less
CAPEX rose by 9.29% during the period.

1.1.1.2 Principal net income and financial debt figures
m Evolution of Net Income

The following table sets forth the principal figures relating to net income for the France Telecom Group for the years ended
December 31, 2004, 2003 and 2002.

(€ millions) Year ended December 31,
2004 2003 2002

historical historical
Operating income 10,824 9,554 6,808
Operating Income of Integrated Companies 7,459 5,365 2,687
Net Income from Integrated Companies 5,305 6,710 (12,809)
Net Income of Consolidated Group 3,002 3,728 (20,906)
Net Income 2,784 3,206 (20,736)

1 Commercial expenses: external expenditures relating to purchases of handsets, to distribution commissions and to advertising expenses. See
Note 5 of the Notes to the Consolidated Financial Statements and section 1.6.5 “Glossary”.
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Interest expense, net (not including interest expense for the perpetual bonds redeemable for shares (titres a durée indéterminée
remboursables en actions or TDIRAs)) was €3,089 million in 2004, compared to €3,688 million a year earlier, an improvement of
€599 million. This improvement was mainly due to the decrease of average net financial debt during 2004, which reduced
interest expense by approximately €350 million. In addition, interest expense for the perpetual bonds redeemable for shares
(TDIRAs) issued in connection with the MobilCom settlement was €308 million in 2004, compared with €277 million in 2003.
This increase was due to the fact that in 2004, interest expense for the perpetual bonds redeemable for shares (TDIRAs) included
in interest accrued during 2004 and the interest capitalized in 2003.

A net foreign exchange gain of €180 million was recorded in 2004, compared with a loss of €25 million in 2003, which resulted
from the increase in value of the zloty compared to the euro (€126 million gain for TP Group), as well as from Orange
Dominicana (€55 million gain) following the implementation during the second half of 2004 of the accounting guidelines for
hyperinflation (see Note 2 of the Notes to the Consolidated Financial Statements).

Following the expense recorded for actuarial adjustments in France Telecom'’s early retirement plan which was €148 million in
2004, compared with €199 million for 2003, operating income of integrated companies amounted to €7,459 million in 2004,
compared to €5,365 million in 2003.

Other non-operating income amounted to €113 million in 2004, compared with an expense of €1,119 million for 2003. In 2004,
this item included disposal gains and losses amounting to €644 million (mainly from STMicroelectronics, which contributed €241
million, and PagesJaunes following the listing of 36.93% of its share capital in July 2004 for €201 million net of expenses), in
addition to a gain from results of €51 million and dividends of €25 million. During the second half of 2004, Equant’s short- and
medium-term perspectives continued to decline compared to the first half, so a write-down of Equant’s tangible and intangible
assets, on a pro rata basis in relation to net book value, was recorded in the amount of €483 million (€261 million for the group
share). Other items included provisions for expenses and restructuring totaling €181 million, the payment of €51 million for the
put option of TP SA shares from Kulczyk Holdings, expenses related to the exercise of Wanadoo purchasing coupons by France
Telecom SA (which amounted to €44 million) a provision of €36 million for the depreciation of assets in the lvory Coast, a sum
excluding other provisions and writebacks, net of €295 million (see section 2.3.3 “Other non-operating income/(expense)”), and
bond buyback losses with respect to Orange SA and its subsidiaries amounting to €28 million.

In 2003, other non-operating expenses amounted to €1,119 million. This item included disposal gains of €333 million, mainly
related to sales of holdings of Telecom Argentina, CTE Salvador, Inmarsat, Sprint PCS, as well as real estate. Non-operating
expenses mainly consisted of provisions and restructuring costs recorded by Orange and Equant, an adjustment of the provision
for the Kulczyk put option, the depreciation of Noos, a cash payment for the perpetual bonds redeemable for shares, losses on
the repurchases of France Telecom S.A. and Orange bonds, and expenses in connection with sales of receivables.

In 2004, the income tax liability amounted to €1,998 million, compared to a tax credit of €2,591 million a year earlier. In 2004,
the France Telecom S.A. consolidated tax group was composed of the following entities: (i) Orange and its domestic subsidiaries,
which were part of the Orange S.A. consolidated tax group before the public exchange offer (offre publique d’exchange) and (ii)
subsidiaries belonging to the former Wanadoo S.A. consolidated tax group (excluding PagesJaunes and its domestic subsidiaries),
with the merger of France Telecom S.A. and Wanadoo S.A. retroactive as of January 1, 2004. In 2004, the deferred income tax
charge for the France Telecom consolidated tax group was composed of (i) the use of the Orange France tax loss carry forwards
amounting to €1,056 million, (ii) the use of the tax loss carry forwards remaining from the former France Telecom consolidated
tax group, amounting to €252 million, (iii) the loss of the Wanadoo S.A. and Wanadoo France tax loss carry forwards of €309
million, (iv) the release of provisions for impairment and discounting amounting to €1,038 million, and changes during the
period of €281 million and (v) the impact of the change in the deferred tax rate on the tax loss carry forwards of Orange France
and the former France Telecom consolidated tax group amounting to €230 million.

Employee profit-sharing amounted to an expense of €269 million in 2004, compared to an expense of €127 million in 2003.
Net income from integrated companies was €5,305 million in 2004, compared to €6,710 million for 2003.

For 2004, equity in net income from affiliates was not significant, amounting to a gain of €4 million, compared with a loss of
€168 million for the previous year.
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Goodwill amortization charges (excluding exceptional amortization) amounted to an expense of €1,788 million in 2004, as
compared to an expense of €1,677 million in 2003. This increase was mainly due to goodwill amortization charges related to the
repurchase of minority interests in Orange and Wanadoo in 2003 and 2004.

During the first half of 2004, a total impairment by way of an exceptional amortization of Equant’s goodwill was recorded,
amounting to a total expense of €519 million (€519 million for the group share). The decline of revenues, in addition to the
uncertainties that develop in difficult market and competition circumstances such as those seen during the first half of 2004,
resulted in a reassessment of the company’s prospects. In addition, during the second half of 2004, its short- and medium-term
prospects continued to decline, as a result, a write-down of Equant’s tangible and intangible assets (on a pro rata basis in
relation to the net book value) was recorded in the amount of €483 million (€261 million for the group share).

In 2003, provisions for exceptional amortization amounted to a total expense of €1,137 million and were recorded mainly for
Wanadoo UK (formerly Freeserve) (€447 million), BITCO/Orange TA Company Ltd. (€287 million), QDQ Media (€245 million) and
Mauritius Telecom (€143 million).

Net income of the consolidated group was €3,002 million in 2004, compared to €3,728 million for 2003.

As a result of minority interests amounting to €218 million in 2004, compared to €522 million in 2003, the Group’s consolidated
net income was €2,784 million in 2004, compared with €3,206 in 2003.

m Evolution of Financial Debt

France Telecom’s net financial debt (gross borrowings net of cash and cash equivalents and marketable securities - see Note 16
of the Notes to the Consolidated Financial Statements and section 4.1 “Evolution of Net Financial Debt”) was €43,938 million at
December 31, 2004, compared to €44,167 million a year earlier. The slight decrease of €0.2 billion compared to December 31,
2003 mainly reflects the positive impacts of:

- the net cash generated by operating activities, less net cash used in investing activities excluding asset disposals' (“free cash
flow”) generated during 2004, amounting to €2.9 billion (see section 1.4.4 “Liquidity and cash flows”). This was specifically
offset in 2004 by (i) the acquisition, as part of the implementation of the integrated operator strategy, of all the minority
interests of Wanadoo S.A. and the outstanding minority interests of Orange SA, a total of €2.8 billion (see section 2.1.6.3.
“Financial Investments”) and (ii) the settlement of the Equant contingent value rights certificates (CVRs) for €2 billion (see
Note 22 of the Notes to the Consolidated Financial Statements);

- the proceeds of sales of asset disposals amounting to €2.7 billion, including in particular PagesJaunes, for €1.4 billion.
These favorable factors for the reduction of the level of indebtedness were partially offset in 2004 by:

- the impact of the consolidation of Tele Invest and Tele Invest Il, amounting to €2.3 billion, and the vehicles used in the
context of receivables securitization programs amounting to €1.5 billion as a result of a modification of accounting practices
(see Notes 2 and 16 of the Notes to the Consolidated Financial Statements);

- the distribution of €0.7 billion to France Telecom S.A. shareholders in 2003;

- the interest expense for the perpetual bonds redeemable for shares (titres a durée indéterminée remboursables en actions) of €0.3
billion and the negative impact of exchange rate fluctuations on debt amounting to €0.1 billion;

- other miscellaneous expenses amounting to €0.5 billion.

The ratio of net financial debt to shareholders’ equity amounted to 2.80 at December 31, 2004, compared with 3.67 at December
31, 2003.

1 Free cash flow excluding asset disposals takes into account the investment of cash in short-term marketable securities (SICAV de trésorerie). See
section 1.4.4 “Liquidity and cash flows” and section 1.6.5 “Glossary”.
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1.1.2 THE “AmBITION FT 2005” PLAN

1.1.2.1 Principles

On December 4, 2002, France Telecom launched the “Ambition FT 2005” Plan, the second stage of which relates to the
strengthening of the Group’s financial structure with the “15+15+15” plan:

- more than €15 billion in net cash provided by operating activities less net cash used in investing activities to be generated by
the “TOP” program (Total Operational Performance) and will be allocated to debt reduction. The results of this program are
described in further detail below;

- €15 billion in additional shareholders’ equity, with the participation of the French State in its capacity as shareholder pro rata
to its shareholding interest, i.e., approximately €9 billion. A share capital increase of €14.9 billion was completed during the
first six months of 2003;

- €15 billion in refinancing of the France Telecom Group’s debt. Between December 2002 and February 2003, France Telecom
refinanced over €14 billion of its debt (issuances of bonds in December 2002 amounting to €2.8 billion and again in January
and February 2003 amounting to €6.4 billion, in addition to the implementation in February 2003 of a new line of credit
amounting to €5 billion).

These three initiatives were implemented in parallel, with the objective of achieving, by 2005, a ratio of net financial debt to
operating income before depreciation and amortization of less than 2 giving the Group greater strategic and financial flexibility
by the end of 2005. At December 31, 2004, this ratio was 2.41, compared to 2.55 at December 31, 2003 and 4.56 at December 31,
2002.

1.1.2.2 Results of the “TOP” operational improvements program

The following table shows the changes in operating expenses before depreciation and amortization and before amortization of
actuarial adjustments in the early retirement plan (“operating expenses before depreciation and amortization” or “OPEX”; see
section 1.6.5 “Glossary”) and investments in tangible and intangible assets (excluding GSM and UMTS licenses) (“CAPEX”")
between 2003 and 2004, in the context of the implementation of the TOP Program.

Operating expenses before depreciation and amortization (operating expenses excluding labor costs and labor costs) by type of
expense is an alternative presentation to operating expenses presented by destination (cost of services and products sold,
selling, general and administrative expenses, and research and development expenses) — see Note 5 of the Notes to the
Consolidated Financial Statements.
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(€ millions) Year ended December 31, Variations
2004 2003 2003 2004/2003 2004/2003
ona historical ona historical
comparable comparable
basis™ basis

(unaudited) (unaudited)
Revenues 47,157 45,278 46,121 1,879 1,036
OPEX (excluding commercial expenses) (22,811) (22,825) (23,304) 14 493
Commercial expenses @ (6,085) (5,455) (5,514) (630) (571)
Total OPEX (28,896) (28,280) (28,818) (616) (78)
Operating income before depreciation and
amortization 18,261 16,998 17,303 1,263 958
Operating income before depreciation and
amortization/Revenues 38.7% 37.5% 37.5%
Operating income before depreciation and
amortization less commercial expenses/Revenues 51.6% 49.69% 49.5%
CAPEX 5127 4,972 5,086 155 4|

Operating income before depreciation and
amortization less CAPEX 13,134 12,026 12,217 1,108 917

Changes in working capital requirements
(decrease) (736) (1,278)

(1) The calculation, using figures on a historical basis, of figures on a comparable basis is set forth above and below.

(2) Commercial expenses are external charges related to purchases of handsets, to distribution commissions and to advertising expenses. (see
section 1.6.5 “Glossary” and Note 5 of the Notes to the Consolidated Financial Statements)

The TOP program is intended to improve the Group’s operating performance. The goal is to maximize the Group’s performance
in each of its activities (in relation to competing operators) by 2005 and produce, between 2003 and 2005, over €15 billion of free
cash flow to be used for debt reduction.

Since the beginning of 2003, the Group has taken steps to achieve this goal by creating several programs, each implemented at
the appropriate level according to the Group’s structure. In addition, group-wide projects involving multiple functions within the
Group were established. Such programs relate to purchasing, network investments, general expenses, working capital
requirements, information technology, research and development, communication expenses, logistics and real estate.

In order to accelerate the pace of progress, France Telecom launched during the second half of 2003 a growth initiative program
called “TOP Line”, which consists of approximately 50 growth projects managed by the operating divisions and 13 group-wide
programs aimed at developing and rolling out new services.

During the first half of 2004, in order to bolster the understanding of changing customer needs and accelerate the work done on
the synergies of the various segments of the Group’s activities, the TOP program projects were reorganized into four group-wide
projects centered on four themes: marketing and branding, the interaction of activity and customers, networks and information
systems, and shared group functions.
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The implementation of the TOP program produced in 2004, as in 2003, significant free cash flow. Free cash flow excluding asset
disposals® generated in 2004 amounted to €2.9 billion. Despite being reduced in 2004 by the acquisition of minority interests in
Wanadoo and Orange and the repayment of Equant’s CVRs for a total amount of €4.7 billion, free cash flow excluding asset
disposals reflects the pursuit of improvement in operating profitability, better control over investment expenses relating to
tangible and intangible assets excluding licenses, due to the TOP program, in addition to a reduction in interest expense (see
section 1.4.4 “Liquidity and cash flows”). As a result of surpassing the projected results since 2003, France Telecom has been able
to establish new margins for maneuvering, enabling it to emphasize its innovation effort and launch the plan to accelerate
growth with the “TOP Line” program.

m Changes in operating expenses before depreciation and amortization

As compared with the 2.29% increase of revenues on a historical basis, operating expenses before depreciation and amortization
remained relatively stable in 2004 with a limited increase of 0.3%.

During the launch phase of the TOP program, priority was granted to those projects which would provide the quickest results
(reduction in general expenses including reduced recourse to external consultants and part-time workers, a new secondment
policy, and a reduction of communication expenses). The projects then began a roll-out phase, which required the renewal of
procedures, the systematic search and pooling of resources in addition to the implementation of synergies to concretely
improve the Group’s operating profitability. Due to the effects of the “TOP” and “TOP Line” programs, operating expenses
before depreciation and amortization have improved in 2004 (an increase of 2.2% on a comparable basis) compared with the
growth of revenues (an increase of 4.1% on a comparable basis), thus enabling the Group to develop further maneuverability
and better compete in growth sectors. As a percentage of revenues, the share of operating expenses before depreciation and
amortization decreased by 1.2 points from 2003 to 2004 on both a comparable basis and a historical basis. Through improved
control over operating expenses before depreciation and amortization as well as the renewed growth of revenues, the
percentage of operating expenses before deprecation and amortization compared to revenues improved, on a historical basis,
from 68% in 2002, to 62.5% in 2003 and 61.3% in 2004.

As an absolute value, the increase in operating expenses before depreciation and amortization recorded in 2004 is related to the
increase in commercial expenses? which reflects the Group’s efforts, in a heightened competitive environment, to retain its
existing customer bases, to acquire new customers and to invest in growth. Excluding commercial expenses, operating expenses
before depreciation and amortization remained stable (a gain of €14 million). On a historical basis, they continued their
downward trend with a decrease of 2.1% (a gain of €493 million).

The transformation in procedures and the effects of the TOP program therefore benefit operating expenses before depreciation
and amortization through improvement in the selection of expenses and pooling of resources at Group levels. Beyond the TOP
program, which continued to be developed within the context of the first phase of the “15+15+15” Plan, France Telecom has
solidified its goal of re-launching growth with the “TOP Line” program.

See also section 1.2.1.2.1 “Operating expenses before depreciation and amortization excluding labor costs”.
® Changes in investments in tangible and intangible assets excluding licenses

On a historical basis, investments in tangible and intangible assets excluding licenses increased by 0.8% in 2004, amounting to
€5.1 billion.

On a comparable basis, the increase in investments in tangible and intangible assets excluding licenses was of 3.1% between
2003 and 2004. In line with the TOP Program, and in order to accelerate productivity and consistent with greater selectivity of
investments, expenses for investments in tangible and intangible assets, excluding licenses, increased in areas with strong
growth potential. This was particularly the case for investments relating to third-generation wireless networks (UMTS). On a

1Free cash flow excluding asset disposals: free cash flow (net cash provided by operating activities, less net cash used in
investing activities) excluding asset disposals. Investment of cash in short-term marketable securities (SICAV de trésorerie), is
considered for accounting purposes as net cash used in investing activities. For the calculation of free cash flow excluding
asset disposals, these short-term marketable securities are nevertheless considered as cash and included in this amount. See
section 1.4.4 “Liquidity and cash flows”.

2 Commercial expenses: external expenditures relating to purchases of handsets, to distribution commissions and to advertising
expenses. See Note 5 of the Notes to the Consolidated Financial Statements and section 1.6.5 “Glossary”.
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comparable basis, investments relating to third-generation equipment and infrastructures increased by 8.6% in 2004 compared
with 2003. Overall, second and third-generation wireless equipment and infrastructures amounted to an investment of €2.0
billion in 2004, an 8.5% increase from 2003.

The increase of tangible and intangible investments, excluding licenses, was nevertheless contained in 2004, which is explained
in part by the effects of negotiations conducted within the framework of the “TOP Sourcing” project, which enabled purchases
to be made at lower prices, and with greater selectivity of investments in tangible and intangible assets. Another key factor is
the very significant impact of the major reductions of purchase prices for UMTS and ADSL equipment, within the context of a
very rapid deployment of the UMTS network coverage in the United Kingdom and in France, compounded by the extremely
rapid acceleration of ADSL coverage in France, due primarily to the “Innovative Departments” program encouraged by the
Group and the roll-out of the “Very high speed Internet transmission for businesses” plan in the economic zoning areas (zones
d’activité économiques). In the field of ADSL, the improvement in the penetration rate enables the Group to benefit from more
widespread use of broadband equipment.

Due to the optimization of investments and to the positive impact of its purchase strategy, which is particularly sensitive to
new technologies, France Telecom also accelerated the roll-out of its broadband networks (fixed and wireless) without
increasing the level of its total expenses. This accounts for an increase of 88% in the number of ADSL lines in 2004, the launch
by Orange of its third-generation services (UMTS) for the general public in France and the United Kingdom and the acceleration
of the roll-out of UMTS and EDGE services in France and on other European wireless networks.

Investments in tangible and intangible assets excluding licenses accounted for 10.9% of revenues of the Group in 2004, in line
with the stated objective of France Telecom for 2004. In 2003, the percentage was 11.0%.

See also section 2.1.6.1 “Investments in tangible and intangible assets, excluding GSM and UMTS licenses.”
m Operating income before depreciation and amortization less CAPEX

On a historical basis, the measure of operating income before depreciation and amortization less CAPEX increased by €917
million between 2003 and 2004, reaching €13.1 billion in 2004.

On a comparable basis, the measure of operating income before depreciation and amortization less CAPEX rose by 9.296, an
increase of over €1.1 billion between the two periods. Other than the increase in revenues, this improvement was due to the
Group’s close management of its operating expenses and investments in tangible and intangible assets excluding licenses.

m Change in working capital requirements

The statement of consolidated cash flows showed the positive impact of a change in working capital requirements (which were
€650 million in 2004) following a positive impact of €1,242 million in 2003. Under the influence of the project to reduce working
capital requirements that was launched pursuant to the “TOP” plan, the positive change in working capital requirements
amounted to €736 million in 2004, mainly because of the reduction of outstanding customer accounts of €561 million. The
improvement of working capital requirements in 2004 comes in addition to the improvement already achieved in 2003 and
amounts to a decrease of more than €2 billion over the past two years.

1.1.3 OuTLOOK
m Objectives of the Group

Having rapidly achieved reductions in operating expenses and optimization of investments, France Telecom developed the
second phase of the TOP program with a view to generating structural gains in performance through the transformation of
fundamental procedures and strengthening of Group synergies. France Telecom’s objectives through 2005 are supported by the
joint pursuit of the “TOP” operational improvements program and the “TOP Line” growth acceleration program.

Thus, France Telecom confirms its objectives for 2005 (on the basis of French GAAP):
- revenue growth between 3% and 5% on a comparable basis;
- operating income before depreciation and amortization in excess of €19 billion;

- a ratio of investments in tangible and intangible assets, excluding licenses, to revenues reaching to the top of the range
between 10% to 12% in 2005.
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To implement its profitable growth strategy in the changing environment of the telecommunications industry, France Telecom
will principally rely on its ongoing transformation to achieve operational excellence. This is the purpose of the “TOP” program,
which is not simply a program for the reduction of expenses, but rather a program seeking to improve the operational
performance of France Telecom (more efficient work processes, functional excellence and customer service excellence), in
addition to being a program for the in-depth transformation of France Telecom in order to implement the integrated operator
strategy. Accordingly, France Telecom intends to rely on its portfolio of key assets, innovative potential and on strategic
partnerships to succeed in implementing its integrated operator strategy and to accelerate its growth. During 2005, the Group’s
priorities remain:

- the reduction of net financial debt, such that the ratio of net financial debt to operating income before depreciation and
amortization be less than 2 in 2005, on the basis of French GAAP;

- continued operational improvement;
- renewed investments in profitable growth.

Furthermore, research and development expenses for the Group (research and development costs excluding depreciation and
amortization, plus investments in tangible and intangible assets related to research and development) as a percentage of
revenues of the Group are projected to reach 1.5% in 2005 (compared to 1.3% in 2004 and 1.1% in 2003).

With respect to wireless technology in France, pursuant to the commitments made by Orange for the renewal of its GSM license
in March 2004, the goal is to achieve by 2007 market coverage of 100% of the 36,000 communities and major transport hubs. In
addition, Orange will supplement its UMTS technology with EDGE technology, which should result in complementary
broadband coverage by spring 2005 for 85% of the population.

With respect to ADSL, total investments should reach €700 million for the period 2003 to 2005. Moreover, in January 2004,
pursuant to the “Broadband for all” project commenced in June 2003, France Telecom announced a new voluntary initiative (the
“Innovative Departments” charter) to accelerate and broaden the roll-out of broadband services in France. The project obtained
the support of the majority of French regions (départements) following the signing of 70 agreements during 2004. Having reached
its objective of 90% broadband coverage by the end of 2004, France Telecom intends to increase the coverage to 96% by the end
of 2005, and by the end of 2006 100% of telephone switching centers in France should have broadband capacities. Finally, before
the end of the first half of 2005, ADSL 2+ will be rolled out over France Telecom’s entire domestic broadband network,
increasing the transfer rate to 16 megabits per second or more in the best circumstances.

In addition, efforts to accelerate and extend the Very High Speed (“Trés Haut Débit”) service plan for businesses will amount to
an additional €250 million in France Telecom’s investments between 2005 and 2007, resulting in almost €1 billion in
supplemental investment for broadband and over €3 billion in combined investments made by France Telecom for its networks
in France over the period 2005-2007.

France Telecom has established the following objectives for 2006-2007 on the basis of French GAAP:
- Sustained revenue growth of between 3% and 5% on a comparable basis;
- Growth in operating income before depreciation and amortization greater than the growth in revenues;
- A ratio of CAPEX to revenues of approximately 12%; and
- A ratio of net financial debt to operating income before depreciation and amortization of between 1.5 and 2
= Equant
m Acquisition by France Telecom of all the assets and liabilities of Equant

France Telecom announced on February 10, 2005 that it had signed a definitive agreement with Equant for the acquisition by
France Telecom of all of the assets and liabilities of Equant, its 54.1% subsidiary specialized in global communications services
for businesses, for a total aggregate consideration of €578 million for the portion not already held by France Telecom. The
agreement’s final terms have been approved at France Telecom’s Board of Directors meeting of February 9, 2005, during which
an independent expert attested to the fairness, from a financial point of view, of the terms of the offer for the Equant minority
shareholders. At this meeting, the preliminary report from the college team comprised of one Dutch and one French legal expert
was presented and confirmed, after carrying out the requisite due diligence, the conformity of the transaction with the

12



ANALYSIS OF THE FINANCIAL SITUATION AND RESULTS

corporate governance rules, applicable regulations (particularly securities regulations) and the corporate interests of France
Telecom and Equant.

The acquisition would be followed by a distribution of the purchase proceeds to Equant’s shareholders.

The Transaction remains subject to certain conditions, including approval by Equant’s shareholders at an Extraordinary General
Meeting. France Telecom has agreed to vote at this shareholders’ meeting in favor of the transaction, which will require a
simple majority for approval. In view of these conditions, the transaction should be completed and distributions paid to
shareholders no sooner than May 2005. The shares of Equant NV will subsequently be delisted from the Eurolist market of
Euronext Paris and NYSE, and Equant NV will be liquidated.

The distribution to Equant’s shareholders will not be subject to withholding tax in the Netherlands.

France Telecom believes that this transaction, if completed, will provide it with the opportunity to accelerate the
implementation of its integrated operator strategy in the business services market, and constitutes a long-term response to the
structural challenges facing Equant as a stand-alone entity.

m Equant’s objectives
Equant is facing a very challenging 2005.

In order to ensure its recovery and future success, Equant has defined its immediate priorities, strengthened its management
team and implemented a new structure and strong company values to stimulate the commitment and ambition of its
employees.

Three priorities have been determined: a drastic reduction in cash flow consumption, the development of profitable growth and
the development of partnerships. These priorities are implemented by a strengthened management team including a new CEO
(Chief Executive Officer), a new CFO (Chief Financial Officer), and a COO (Chief Operating Officer) dedicated to the operating
performance of the company. Additional positions were also created: Global Sourcing, Cash Generation and Sales Efficiency.

Equant has implemented a two tier structure with two business divisions (Equant Network Services and Equant Solutions &
Services) in addition to four sales channels (Americas, Europe, Middle-East and Africa, Asia Pacific and indirect channels),
reporting directly to the CEO.

Strong corporate values have been established to stimulate the commitment of employees: team spirit and solidarity,
transparency, speed of delivery, commitment to the achievement of established goals, and ambition.

These priorities are designed to bring real benefits to Equant’s customers: a financially stable supplier, strengthened customer
service and innovative solutions.

m PagesJaunes Group
m Sale of 8% of the share capital of the PagesJaunes Group

On February 10, 2005, France Telecom sold 22,303,169 shares, or 8% of the share capital of PagesJaunes Group (that it held
directly) to institutional investors through an accelerated placement for a price of €440.5 million, as a result of which France
Telecom’s holding of PageJaunes Group was reduced to 54%.

m PagesJaunes Group’s objectives
The financial goals of PagesJaunes are:
- growth of consolidated revenues of 5% to 7% during 2005;

- growth of more than 10% of consolidated operating income before depreciation and amortization in 2005, excluding
telephone information services in 2005;

- achievement of the stated objective of reaching stable operating income before depreciation and amortization for QDQ Media
by the end of 2006; and

- confirmation of the goal to distribute all of the 2005 net income from operating activities of PagesJaunes.

The goal with respect to a distribution should not be interpreted as a commitment by PagesJaunes Group; any future dividends
will depend on PagesJaunes Group’s results, its financial position and any other factor that the Board of Directors and
PagesJaunes Group’s shareholders may deem appropriate.
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1.2. PRESENTATION OF THE FINANCIAL YEARS 2004 AND 2003
1.2.1 FROM REVENUES TO OPERATING INCOME AND CAPITAL EXPENDITURE OF THE GROUP

Following the launch of the “Ambition FT 2005” Plan on December 4, 2002 (see section 1.1.2 “The ‘Ambition FT 2005’ Plan”),
France Telecom set targets related in particular to the TOP operational performance improvement program. The anticipated
results of the program have led the Group to analyze operating expenses before depreciation and amortization on the basis of
type of expense: (i) external charges, operating expenses before depreciation and amortization excluding labor costs, other
expenses and (ii) labor costs (see section 1.6.5 “Glossary”).

The following table sets forth the restatement of revenues to operating income and details (by type of expense) France
Telecom’s total operating expenses (see Note 5 of the Notes to the Consolidated Financial Statements) for the years ended
December 31, 2004 and 2003.

(€ millions) Year ended December 31, Variations
2004 2003 2003 2004/2003 2004/2003
ona historical ona historical
comparable comparable
basis basis
(unaudited) (unaudited)
Revenues 47,157 45,278 46,121 4.1% 2.2%
OPEX excluding labor costs (20,022) (19,181) (19,579) 4.4% 2.3%
Labor costs (8,874) (9,099) (9,239) (2.5)% (4.0)%
Total OPEX (28,896) (28,280) (28,818) 2.2% 0.3%
Operating income before depreciation and
amortization 18,261 16,998 17,303 7.4% 5.5%
Depreciation and amortization (excluding
goodwill) (7,437) (7,366) (7,538) 1.0% (1.3)%
Amortization of actuarial adjustments in the
early retirement plan 0 0 (211) ns ns
Total operating expenses (36,333) (35,646) (36,567) 1.9% (0.6)%
Operating income 10,824 9,632 9,554 12.4% 13.3%
Operating expenses/revenues 77.0% 78.7% 79.3%
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The following table sets forth the transition of operating expense figures on a historical basis to figures on a comparable basis
for the 2003 financial year.

(€ millions) Variations on a comparable basis® (unaudited)
OPEX Labor costs Provisions for Amortization of
less labor depreciation actuarial
costs and amortization adjustments in
the early
retirement plan
2003 Figures on a historical basis (19,579) (9,239) (7,538) (211)
Changes in the scope of consolidation and other 2004 51 79 2110)
Exchange rate fluctuations®@ 198 89 93 0
2003 Figures on a comparable basis (19,181) (9,099) (7,366) 0

(1) Contributive figures.
(2) Impact of exchange rate fluctuations between the average exchange rate in 2003 and the average exchange rate in 2004.

(3) See section 1.2.1.4.2 “Amortization of actuarial adjustments in the early retirement plan” and Note 2 of the Notes to the Consolidated Financial
Statements.

(4) Including a €42 million expense from the consolidation of vehicles used in the context of receivables securitization programs (see Note 2 of the
Notes to the Consolidated Financial Statements).

1.2.1.1 Revenues

France Telecom’s revenues for 2004 amounted to €47.2 billion, increasing 2.2% on a historical basis compared with the
preceding year. The increase in revenues on a historical basis is affected by (i) the negative impact of exchange rate fluctuations
of €368 million in 2004, of which €119 million related to the Polish zloty and €263 million to the US dollar. In addition, the
negative impact of changes in the scope of consolidation and other items amounted to €418 million in 2004. This was mainly
due to the impact of the sales of CTE Salvador on October 22, 2003, Orange Denmark on October 11, 2004, Menatel on
September 25, 2003 and Casema on January 28, 2003.

On a comparable basis, revenues in 2004 increased by 4.1% compared with 2003. The increase of consolidated revenues was
driven by the growth of Orange (increasing by 10.4%) and Wanadoo (increasing by 9.9%). The sustained growth of wireless and
Internet activities largely offsets a contained decrease of revenues from fixed line services in France (a decrease of 0.3%). TP
Group’s activities increased slightly (1.6%), and those of the other subsidiaries within the Other International segment increased
by 6.0%, while global services provided by Equant declined by 1.29% on a comparable basis.

The total number of customers of France Telecom and its controlled companies amounted to 124.9 million at December 31,
2004, an increase of 6.7% on a historical basis and 7.4% on a comparable basis compared with a year earlier. The number of
additional customers between December 31, 2004 and December 31, 2003 amounted to approximately 8 million on a historical
basis (almost 2.6 million during the first half of 2004) and was due principally to wireless services, with almost 7.1 million
additional active clients (2.1 million during the first half of 2004). The Internet recorded slight growth of almost 0.304 million
active clients. Fixed line services recorded an increase of 0.436 million customers, mainly from subsidiaries in the “Other
International” segment.
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The following table sets forth, for the periods ended December 31, 2004 and 2003, the Group’s revenues by segment, before
elimination of inter-segment transactions.

(€ millions) Year ended December 31, Variations
2004 2003 2003 2004/2003 2004/2003
ona historical ona historical
comparable comparable
basis basis
(unaudited) (unaudited)
Orange France 8,601 7,930 7,983 8.5% 7.7%
Orange UK 6,137 5,932 5,819 3.5% 5.5%
Orange Rest of World 5,096 4,122 4,315 23.6% 18.1%
Inter-segment eliminations (167) (175) (176) 4.4% 5.1%
Orange Segment 19,667 17,809 17,941 10.4% 9.6%
Access, Portals and e-Commerce 1,879 1,687 1,708 11.3% 10.0%
Directories 984 917 918 7.3% 7.3%
Inter-segment eliminations 9) @) C)] ns ns
Wanadoo Segment 2,854 2,597 2,617 9.9% 9.1%
Subscription fees 4,079 4,105 4,106 (0.6)% (0.7)%
Calling services 3,580 3,978 3,964 (10.0)% (9.7)%
On-line services and Internet access 1,015 902 973 12.6% 4.3%
Other consumer services 2,192 2,299 2,260 (4.7)% (3.0)%
Consumer services 10,866 11,284 11,304 (3.7)% (3.9)%
Business fixed line telephony 3,011 3,327 3,327 (9.5)% (9.5)%
Business networks 2,509 2,531 2,526 (0.9)% (0.7)%
Other business services 874 848 842 3.1% 3.8%
Business services 6,394 6,706 6,695 (4.7)% (4.5)%
Domestic interconnection 1,242 1,219 1,206 2.0% 3.0%
International operators services 658 570 574 15.4% 14.5%
Other services 2,039 1,576 1,586 29.4% 28.6%
Carrier services 3,940 3,365 3,367 17.1% 17.0%
Other revenues 481 394 395 21.9% 21.7%
Fixed Line, Distribution, Networks, Large Customers and
Operators Segment 21,681 21,749 21,761 (0.3)% (0.4)%
Equant Segment 2,346 2,374 2,612 (1.2)% (10.2)%
Fixed line services 2,981 3,157 3,250 (5.6)% (8.3)%
Wireless services 1,246 996 1,025 25.2% 21.6%
Other services 73 68 76 8.1% (3.00%
Inter-segment eliminations (195) (180) (187) (8.4)% (4.2)%
TP Group Segment 4,106 4,041 4,164 1.6% (1.4)%
Other International Segment 1,346 1,270 1,621 6.0% (17.0)%
Inter-segment eliminations (4,843) (4,562) (4,595) (6.2)% (5.4)%
Group revenues 47,157 45,278 46,121 4.1% 2.2%
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1.2.1.2 From revenues to operating income before depreciation and amortization

1.2.1.2.1 Operating expenses before depreciation and amortization excluding labor costs

Operating expenses before depreciation and amortization excluding labor costs amounted to €20,022 million in 2004, compared
to €19,579 million in 2003 on a historical basis and €19,181 on a comparable basis. The breakdown of such expenses by item is as

follows:
(€ millions) Year ended December 31, Variations
2004 2003 2003 2004/2003 2004/2003
ona historical ona historical
comparable comparable
basis basis
(unaudited) (unaudited)
External charges( (18,617) (17,589) (18,012) 5.8% 3.4%
Commercial expenses® (6,085) (5,455) (5,514) 11.6% 10.4%
Of which:
Purchases of merchandise (3,349) (3,014) (3,054) 11.1% 9.7%
Distribution commissions (1,659) (1,391) (1,396) 19.3% 18.9%
Advertising, communication and
sponsorship (1,077) (1,049) (1,063) 2.6% 1.3%
Other external charges(2) (12,532) (12,134) (12,498) 3.3% 0.3%
Other expenses (1,405) (1,592) (1,567) (11.7)% (10.4)%
OPEX excluding labor costs (20,022) (19,181) (19,579) 4.4% 2.3%

(1) Net of capitalized labor costs.
(2) See section 1.6.5 “Glossary”.

On a historical basis, operating expenses before depreciation and amortization, excluding labor costs increased by 2.3% between
2003 and 2004.

On a comparable basis with 2003, operating expenses before depreciation and amortization, excluding labor costs increased by
4.4%. This increase was mainly due to the increase of commercial expenses (11.6% on a comparable basis), which reflects the
Group’s efforts, in a highly competitive environment, to develop customer loyalty in the existing customer base, acquire new
customers and invest in growth.

Other external expenses increased slightly on a comparable basis to 3.3%, while revenues grew 4.1%, reflecting efforts to
control expenditure within the framework of the TOP plan (see section 1.1.2.2 “Results of the ‘TOP’ operational improvement
program”).

Not including commercial expenses, total operating charges excluding labor costs, expressed as a percentage of revenues
improved slightly from 30.3% in 2003 to 29.6% in 2004 on a comparable basis.
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1.2.1.2.2 Labor costs

Labor costs included in the determination of operating income before depreciation and amortization in 2004 are net of
capitalized labor costs. Labor costs amounted to €8,874 million in 2004 compared to €9,239 million in 2003 on a historical basis,
and €9,099 million on a comparable basis.

The following table presents, for the years ended December 31, 2004 and 2003, the calculation from personnel expenditure to
labor costs:

(€ millions) Year ended December 31, Variations
2004 2003 2004/2003
historical historical
Wages and salaries (6,695) (6,986) (4.2)%
Social charges (2,392) (2,471) (3.2)%
Total personnel expenditure (9,087) (9,457) (3.9)%
Capitalized labor costs™ 444 408 8.8%
Payroll taxes and other (231) (190) 21.6%
Total labor costs (8,874) (9,239) (4.0)%

(1) Capitalized labor costs correspond to labor costs included in the cost of assets produced by France Telecom.

Labor costs do not include statutory employee profit-sharing or charges relating to discounting or changes in actuarial
assumptions relating to the early retirement plan.

The following table presents, for the years ended December 31, 2004 and 2003, the distribution of the Group’s labor costs among
France Telecom S.A., its domestic subsidiaries and its international subsidiaries:

(€ millions) Year ended December 31, Variations
Labor costs 2004 2003 2003 2004/2003 2004/2003
ona historical ona historical
comparable comparable
basis basis
(unaudited) (unaudited)
France Telecom S.A. (5,262) (5,340) (5,332) (1.5)% (1.3)%
Domestic subsidiaries (1,038) (1,135) (1,147) (8.5)% (9.5)%
Total France (6,300) (6,475) (6,479) (2.7)% (2.8)%0
International subsidiaries (2,574) (2,625) (2,760) (1.9)% (6.7)%
Group Total (8,874) (9,099) (9,239) (2.5)% (4.0)%
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The following table presents, for the years ended December 31, 2004 and 2003, the average number of Group employees (full-
time equivalent) in France Telecom S.A., its domestic subsidiaries and its international subsidiaries:

Year ended December 31, Variations
Average number of employees 2004 2003 2003 2004/2003 2004/2003
(full-time equivalent)® ona historical ona historical
comparable comparable
basis basis

(unaudited) (unaudited)
France Telecom S.A. 106,875 111,136 111,031 (3.8)% (3.7)%
Domestic subsidiaries 16,894 18,908 19,069 (10.7)% (11.4)%
Total France 123,769 130,044 130,100 (4.8)% (4.9)%
International subsidiaries 81,057 88,558 91,557 (8.5)% (11.5)%
Group Total 204,826 218,602 221,657 (6.3)% (7.6)%

(1) Permanent contracts (CDI) and fixed-term contracts (CDD) - see section 1.6.5 “Glossary”.

The following table presents, for the years ended December 31, 2004 and 2003, the number of Group employees in France
Telecom S.A., its domestic subsidiaries and its international subsidiaries:

Year ended December 31, Variations
Number of employees 2004 2003 2003 2004/2003  2004/2003
(at December 31)® ona historical ona historical
comparable comparable
basis basis

(unaudited) (unaudited)
France Telecom S.A. 107,847 110,913 110,814 (2.8)% (2.7)%
Domestic subsidiaries 17,026 18,867 19,083 (9.8)% (10.8)%
Total France 124,873 129,780 129,897 (3-8)% (3.9)%
International subsidiaries 81,651 87,526 88,626 (6.7)% (7.9)%
Group Total 206,524 217,306 218,523 (5.0)% (5.5)%

(1) Permanent contracts (CDI) and fixed-term contracts (CDD) - see section 1.6.5 “Glossary”.

The following analysis is based on labor costs for the periods ended December 31, 2004 and 2003:

- The Group’s number of employees (at December 31) decreased by 11,999 employees (10,782 on a comparable basis) between
December 31, 2003 and 2004. This decline of 11,999 employees includes 5,024 employees in France (4,907 on a comparable
basis) and 6,975 employees internationally (5,875 on a comparable basis);

- The average number of employees (full-time equivalent) of the Group decreased by 6.3%, or 16,831 employees, between 2003
and 2004 on a historical basis;

Changes in the scope of consolidation accounted for the decrease of 3,056 full-time equivalent employees, principally due to the
sale of CTE Salvador (2,005 employees) and Menatel (297 employees);

On a comparable basis, the decrease in the average number of full-time equivalent employees of the Group essentially results
from the TP Group (6,471 average full-time equivalent employees), France Telecom S.A. (4,261 average full-time equivalent
employees), the Other International segment (959 average full-time equivalent employees) and Equant (462 average full-time
equivalent employees);

- During the same period, labor costs of the Group decreased by 2.5% on a comparable basis (4.0% on a historical basis) from
€9,099 million in 2003 on a comparable basis (amounting to 20.1% of revenues) to €8,874 million in 2004 (amounting to 18.8%
of revenues).

This 2.5% decrease on a comparable basis can be explained as follows:

- A decrease of 6.3% due to the volume effect linked to the decrease of the workforce (number of employees full-time
equivalent); and
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- A structural effect, representing an increase of 4%, which reflects the variation between the average cost and the actual
recorded cost relating to staff arrivals and departures;

- An increase of 2.4% due to the increase in the average unit cost excluding the impact of a decrease in the number of
employees.

m France Telecom S.A.

The average number of employees of France Telecom S.A. decreased by 3.8% between 2004 and 2003 on a comparable basis.
The decrease was due mainly to employee departures linked to France Telecom’s early retirement plan. Since the
implementation of the early retirement plan in September 1996, 30,206 employees have chosen to accept early retirement
under the plan (excluding other pre-existing early departure programs). Between 2003 and 2004, France Telecom S.A.
experienced 4,195 departures in early retirement, 2,192 definitive departures and 711 moves to employment in the public sector.

France Telecom S.A.’s labor costs decreased by 1.3% between 2004 and 2003 on a historical basis. This decrease was due mainly
to a reduction in the headcount, partially offset by the increase in salaries due to general public sector measures, as well as the
increase in the base salaries of employees under a collective bargaining agreement and the inclusion of the labor costs of
Wanadoo and Cofratel following their merger into France Telecom S.A.

m Domestic subsidiaries

In 2004, the 8.5% decrease in labor costs of domestic subsidiaries was mainly due to the 10.7% decrease of the average
headcount, which amounts to a decrease of 2,014 full-time equivalent employees (on a comparable basis).

m International subsidiaries

The 8.5% decrease in the average number of employees in the international subsidiaries between 2004 and 2003 on a
comparable basis was mainly due to the reduction of the headcount of TP Group (6,471 full-time equivalent employees), the
subsidiaries of the Other International segment (959 full-time equivalent employees), mainly from Cote d’lvoire Télécom in the
lvor