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o the Shareholders:

Once again, on writing the introduction

to the Annual Report of Telefénica, | should
like to set out several general ideas that may
serve as a background for analysing the
information that follows.

In December of this year, 1985, | will have had
the honour of being Chairman of Telefénica
for three years. Three years in the life of a
Company that held its sixtieth anniversary

a few months ago is, obviously, not very

long. But | believe that although it has been

a short period of time for the Company,

it is a good moment to take the opportunity
of self-analysis by the new management in front
of the Shareholders, and to check the degree
of fulfilment of the plans with which the new
team reached maximum responsibility in

the Company.

| believe that the first idea that should

be emphasised is that you, the Shareholder,
are participating in one of the key companies
in the future of Spain, both in the service
and industrial sectors. | consider that
Telefénica management in these three years
have demonstrated that they understand this
role of the Company, of promoting it

and reinforcing its presence in Spanish
society and in all international forums.

But this general importance of the Company
becomes even more relevant on confirming
that during this period Telefénica has been
recovering from the crisis that affected it - as it
affected all companies - and that we are
laying the foundations to ensure a better future,
on a more solid financial base, with better
employment prospects and more brilliant
from the technology point of view,

providing a more complete service; in a word,
more socially and economically profitable,
which two parameters a company with

a joint public and private shareholding

has to apply.

During this time we have implemented new
services that will help bring about our idea

of making the telephone a key instrument in
our fellow citizens’ lives over the coming
years. We can assure Shareholders that the
service is being expanded without forgetting
our responsibility towards you. In this
balancing act perhaps the greatest problem
facing us is expanding the telephone service

in the rural environment.

A Royal Decree on this matter has

called for the Autonomous Communities,
Provincial Councils, etc., to collaborate
with Telefénica to enable it to fulfil

the function commissioned to it by the State
as a public utility with monopoly, without
detriment to profitability. We hopefully
anticipate that this joint collaboration will
allow all Spanish citizens to be close to

a telephone within a few years, even should
they not have one of their own.

But together with this image of the basic
service of Telefénica, we cannot forget our
responsibility, be it direct or indirect,
towards Spanish technology, towards

the creation of companies in the electronics,
communications and information technology
sectors.

It is obvious that Telefénica cannot have

the fundamental vocation of turning

itself wholly into an industrial

holding company, but even so it is difficult

to forget the possibilities that a Company like
Telefénica has for the creation of industry
and technology, given its important
procurement capacity.

At least, this is how we, the present Managers
of Telefénica, have understood the situation
and | feel that the Shareholders can be proud
that their savings are reinforcing Spanish
industry.

However, | can understand the worry of some
Shareholders who doubt that this effort

is being properly remunerated. To avoid any
doubt whatsoever, the Management of
Telefénica wish to start, as soon as possible,
the negotiations required to allow shares

in various industrial projects to be distributed
among Telefénica Shareholders, in the correct
proportions and in the fairest possible way.

Perhaps this whole effort of service and
reindustrialization is properly demonstrated
by the corporate change of image that we are
carrying out. The new Logos, these new colours
and symbols of Telefénica are, in my opinion,
the clearest way of telling users, Shareholders
and society in general that we are trying,

to move into the future with verve, while not
losing our traditions.

But | must once again insist that this change
of image is not only formal, it is also

a change of attitudes. Thus, for example,
Telefénica Shareholders must know that today
they also participate in an ambitious

but realistic project for international activities,



that has led us to implement projects in Latin

America, China, the United States, Canada, etc.

Undoubtedly, however, in the introduction
of the Chairman of Telefénica to the Annual
Report, words should give way to numbers.

Consequently, | would ask you

to examine our Balance Sheet and Statement
of Profit and Loss with great care, in the
certainty that you are going to find

a telephone utility that, while undoubtedly
not perfect, has not stopped improving

over this period. The 1984 Balance Sheet

is better than in 1983.

| even think that the simplest way

of confirming that Shareholders have
understood this is the trend of Telefénica
shares in the Stock Exchange, which have
recovered levels which, while still
undervaluing the Company in my belief,

are way above the low share prices found
by the present Management of the Company
when they arrived.

| should very much like you and all

of the Shareholders to evaluate the effort
made by Telefénica workers and Management
to ensure that the savings that you have
entrusted to us are properly remunerated,
while we render a basic public service

to the nation.

Many thanks for the trust that your
shareholding in Telefénica signifies;

| am sure that we will not disappoint you and
that the Annual Report that you now hold

in your hands will be the best confirmation
of everything that | have been able

to say in this open letter.

Luis Solana Madariaga
Chairman of the Board of Directors
of the Compaiiia Telefénica Nacional

de Espana.
HIGHLIGHTS

Items 1983 1984 % 84/83
Number of telephones ...... 13,345,332 13,825,459 3.6
Telephones per 100 inhabitants ..........coociocuccnncnnns 34.9 358 2.6
Lines in service .. 8,453,707 8,881,727 5.1
Applications /pending: v i v 296,043 266,979 —9.8
Trunk calls (thousands of UNIts) ......cccmciiicinccnncnnnnne 2,415,832 2,565,816 6.2
Tirunk:calls I perisubscrIber it it e enseessamaeniscrnaert 285.7 288.7 Il
Automatic trunk calls (percent) (STD) ...cccoeveervccrncuncens 98.3 98.8 0.4
Outgoing international calls (thousands of units) ......... 71,099 78,402 10.3
Automatic international calls (percent) (IDD) .............. 97.0 97.2 0.2
Lengthiiof: crunk lines (Km) oo ieoomonocisimsmmssnmessetaseees 87,011,699 92,346,245 6.1
Number of employees .........cccoveurcensceunressesesssssseennes 66,830 66,781 —0.07
Gross investment for the year (millions of pesetas) ... 159,861 175,417 9
Value of telephone equipment and installations

(il oD S Of P e e tas e 1,979,411 2,258,886 14.1
Share capital (millions of pesetas) .........c.ucrcmccenen: 288,374 320416 N
Revenue from services (millions of pesetas) ............ 296,883 349,226 17.6










Networks and Services

n 1984, to meet the demand for the

range of telecommunications services

required within acceptable quality levels,

prices and delivery dates, Telefénica
reinforced its strategy of the previous year,
concentrating on the priorities of expanding
and modernising networks and services, and by
perfecting operating procedures.

In order to meet these requirements more
efficiently and to improve control over activities
and objectives, the Company was restructured
into areas better defined by their particular
responsibilities.

Within this structure the General Networks
division is responsible for Company network
design, planning and management, together with
the programming, coordination, design, instal-
lation and maintenance of individual facilities,
both in Spain and abroad.

Service and Network development

ver the last year, Telefénica has stead-
ily continued with the plant modernis-
ation policy of previous years and has
accelerated the introduction of modern
digital switching and transmission systems, in
order to build the powerful digital telecom-
munications structure that our country needs
as a contribution to economic recovery. In this
way the first steps have been taken towards the
local and trunk networks of the future; the Spa-
nish Economy is sensibly affectable by the tele-
communications infrastructures of these sectors.

An Installations Plan was prepared in 1984
for the 1985-1988 period, covering and itemising
all of the works necessary to achieve the in-
frastructure desired.

The services development policy has been
strengthened and promoted in 1984, a critical
year for the general implementation of services
such as Teletex, Ibertex and Dataphone, facsimile
terminal connection having been standardised
via the Telefax service.

An expansion and development plan was
prepared in 1984 for Ibercom, a new digital
network capable of providing companies and
institutions with the possibility of transmitting
high-speed data together with teleprocessing
and other complementary services. This will
make Ibercom an efficient complement to Iberpac
as part of the services Telefonica has targeted
for business communications.

Plant growth

rends in the main telephone parame-

ters are given below as a statistical

view of the Company’s activity in 1984.

A total of 508,350 automatic tele-

phone lines that is, subscriber trunk dialling

(STD) or direct long-distance and local dialling,

and 48,725 trunk (or long-distance) links were
installed.

The trunk network was fitted with |I,[55
channel groups, 504 transmission systems and
290 radio relay link transceivers.

In the Teleprocessing field, 7,153 gates with
422 TESYS-| units and 4 TESYS-5 units have
been installed for the IBERPAC Network.
Furthermore, 289 pulse systems were installed.

For marine and overland mobile services 20
transmitters and receivers were installed.

The paging system was commissioned in Ga-
licia, bringing the coverage of this service up to
I8 provinces.

Local network pair cable for 1,913,916 km.
was installed together with 2,317.2 km. of trunk
pair cable and 277,6 km. of coaxial cable. All of
these networks were laid in 2,757 km. of
ducting and 7,295 km. of pole lines.

The international network was provided with
43 channel groups and 168 units were installed
in the international switching centres. With
respect to the international data transmission
service (TIDA), expansion of coverage corres-
ponds to improved quality and quantity of
hardware, by installation of the TESYS equipment
employing in-house technology, in the Madrid
International Data Node to substitute existing
lower performance equipment.

One of the major achievements of 1984 was
the commissioning of the MERIDIAN Submarine
Cable, which has involved a major design eng-
ineering effort in cable communications, covering
1,341 km. between Rodiles (Asturias) and
Veurne (Belgium), of which 807 km. are cable
buried in the seabed. This has provided. a more
economic and secure routing that directly con-
nects Northern and Southern Europe, avoiding
the overland routing of telephone links via Italy,
France, and the United Kingdom.



Work has also continued on installing the
Satellite Communications Earth Station at Gua-
dalajara, which will operate in the European
Eutelsat system, nearing completion at the end
of 1984.

Furthermore, a major effort has been made
to expand the IBERPAC network in 1984,
inaugurating the X-25 connection in accordance
with the latest international data transmission
standards. This has enabled IBERPAC capacity
to be tripled within a year, providing it with a
structure capable of handling all packet switch-
ing data transmission demand that institutions
and companies may generate in the immediate
future.

The Company has invested 106,700 million
pesetas in the plant expansion described. Of
this, 5,800 million pesetas corresponds to
investment in the MERIDIAN Submarine Cable.

Properties built to house telephone plant
comprise 267 buildings, of which 263 are for
switching exchanges and the remaining 4 for
radio and transmission buildings.

Attention to rural areas

nder this heading, one hundred and

fifty-two thousand automatic lines have

been dedicated to rural areas, compris-

ing 30% of all automatic lines installed.
Of these, 9,000 substituted an identical number
existing in exchanges that had run out of capa-
city to cover local demand; 106,000 have been
assigned to cover demand from towns already
provided with an automatic service. The re-
maining 37,000 lines have been allocated to
expanding the automatic telephone service. It
should be emphasised that the province of Va-
lencia is now completely automatic, bringing
the number of provinces with a completely
automatic service to 4.

The allocation of lines to rural areas mentioned
involves plant growth for this purpose of appro-
ximately 13%, while overall line growth has
only been 4%.

The policy of bringing the telephone closer
to rural areas has continued during 1984 on the
basis of the official regulations in force. New
Local Zones (NLZ) have been created in accord-
ance with Ministry Order 27294/78, to pro-
vide a local service to population centres of
over 300 inhabitants and Public Service Tele-
phones (PST) have been installed in accordance
with Royal Decree 1218/81 in villages of over
50 inhabitants. Furthermore, the installation of
PST’s has been strongly promoted in Asturias
and Galicia in 1984, in accordance with the
Special Plans for these areas, together with the
Special Plan to provide PSTs in the province of
Jaén.

A total of |17 NLZ’s were brought into
being in 1984, together with 924 PSTs for these
reasons.

The Government promulgated a new Royal
Decree for Rural Service Expansion at the end
of 1984 that modifies the present approach for
providing this service. A Service Expansion Plan
is being drawn up on the basis of the new legal
and regulatory framework.

Introduction of new technologies

n line with plant modernization policy,

equipment based on new technology

has been incorporated over the last

year, providing a highly significant boost
to the rapid evolution of communications tech-
nology.

In the field of switching, 46,000 lines for elec-
tronic systems and 127,000 lines for semi-
electronic systems were installed. Also, a further
10,000 conventional lines were converted to
semielectronic technology, signifying a gain
of 183,000 lines employing electronic and
semielestronic technology, representing 36% of
all automatic lines installed in the year. The
total number of lines employing these new
technofogies at December 1984 amounted to
852,300, or 9% of the total installed automatic
subscriber lines at that date.

Simultaneously, a total of 107,400 electro-
mechanical rotary switch lines have been dis-
mantled.



The introduction of electronics to trunk
switching has continued at a much faster pace,
as all new items of plant installed are electronic.
The number of electronic trunk links installed
during the year amounts to 29,442, or 60% of
the total trunk links installed in the same period.
At the year end, 5% of installed trunk links
employed this state-of-the-art technology.

With respect to radio transmission, 24 digital
34 MBit/s transceivers have been installed. A
|40 MBit/s coaxial cable system was also instal-
led.

Simultaneously, collaboration has been pro-
vided for introducing optical-fibre cables into
plant, and work continues on testing the cables
installed in the Madrid and Zaragoza link net-
works and on the incorporation of new splicing
techniques and tools to ensure correct imple-
mentation.

To enable network evolution to Integrated
Digital Transmission and Switching (RDSI-Red
Digital de Servicios Integrados), work has
continued on developing subscriber network
projects that facilitate conversion of the exist-
ing multi-network to the series network, incor-
porating the new equipment necessary.

The last year has seen the successful begin-
ning of the installation in the IBERPAC network
centres of the new TESYS-5 having a capacity
of 12 packet switches, equivalent to the same
number of the previous TESYS-I equipment;
the latter will still be used in switching centres
of lesser importance or associated to TESYS-5
as local exchanges.

Network management

s mentioned previously, a total of 266

towns have been converted to automatic

telephone service in 1984, their sub-

scribers now enjoying an automatic
service as compared to the previous operator-
only facilities.

Also in 1984 three primary areas were incor-
porated into the international automatic service
with continental scope, while || provincial ca-
pitals and two primary areas were integrated
into the same service at full intercontinental level.

A total of 217,180 trunk circuits and 9,151
international circuits were in service at the end
of 1984, 11,386, and 368, respectively, being
activated during the year, increases of 5.5%,
and 4.2%.

The telephone service showed solid growth
throughout the year, having reached a figure of
2,565.8 million trunk calls and 78.4 million in-
ternational calls, with growth rates over 1983
of 6.2% and 10.3%, respectively, with degrees
of automation of 98.8% and 97.2%.

International TV transmissions, and those
between the Iberian Peninsula and the Canary
Islands amounted to 869, and 7,485 hours,
respectively, totalling 2,766 programmes, an
increase in relayed hours exceeding 16% as
compared to 1983.

Service indicators: a relative improvement of
12.5% over the previous year, should be men-
tioned in the subscriber automatic service in
1984, which measured as a percentage of Plant
faults, is 1.4%.

In order to facilitate traffic measurement and
to monitor service quality the first 100 traffic
and contingencies automatic monitors (TCAM)
were equipped in the rural networks, together
with subscriber service quality measuring equip-
ment (SSQM) in Madrid, Zaragoza, Logroiio
and Orense.



In line with the sustained expansion of the
network and international services that Telefé-
nica provides, four countries (Malaysia, Pakistan,
Sri Lanka and Zaire) have been incorporated
into the network of direct telephone connections
that at the end of the year covered 93 coun-
tries and territories, of which 55 are accessible
by satellite. To the former must be added those
that are reached via other countries, giving a
total of 188 countries or territories with which
telephone comunications are possible from
Spain. By way of illustration, it should also be
added that of the 9,151 international circuits
previously mentioned, which cover practically
the whole world, 96% are in automatic service
and 10.6% via satellite.

With respect to the International Data Trans-
mission Service (IDTS) it can be stated that with
the expansion to eight new countries, 1984
has marked the final consolidation which, at the
year end, accounted for 24 countries in Europe,
America and Asia that, given their importance,
make it possible to say that this service has a
worldwide coverage.

Operation of the Inmsarsat system has also
been improved, automating access by Teleféni-
ca operators to vessels anywhere in the world.
At the end of 1984, there were 35 vessels un-
der the Spanish flag provided with equipment
to handle this system.

Telefénica has continued collaborating with
NASA in back-up for their manned and unman-
ned space missions, facilitating the network to
properly establish communications.

AUTOMATIC LINES (LOCAL AND RURAL)

N.2 of lines
at December 31




2. Commercial Activities

n 1984, work has continued on devel-
oping new structures, systems and
procedures to facilitate and expedite
relations between Telefénica and its
subscribers.

Following these lines, implementation of the
MIGA (Mecanizacién Integral de la Gestién de
Abonados or Integrated Automation of Subs-
criber Management) project has been continuing
in the provinces of Seville, Cérdoba, Almeria,
Zaragoza, Huesca, Salamanca, Soria, Segovia,
Avila, Ciudad Real, Castellén, Tarragona, Lérida,
Gerona, Barcelona and Madrid. Furthermore,
the development and implementation of new
subscriber offices (UGIS) continued, integrating
the activities of the Commercial, Maintenance
and Billing activities, with 13 such subscriber
offices operating at the year end.

The “Telecontracting’” system has been
implemented in 40 provinces as a new method
of executing new- subscriber contracts over the
telephone, avoiding time-wasting trips for
potential subscribers.

Information technology facilities have been
provided at |3 new offices for billing management,
and 62 are now completely computerised. The
direct debit magnetic tape billing system has
incorporated 42 more banking institutions; for
the company, 87% of the billa were being set-
tled by this method by the end of the year.

Telephone Directories covering 47 areas were
published, totalling 17,197,263 copies. In 10
Directories the information pages gave the
general information both in Spanish [Castillian]
and in the corresponding regional language of the
area concerned. Also, the Business Year Book
was published, comprising |0 volumes and a
general information Appendix, with a print-run
of 8,000 copies per volume. A total of 99 sup-
plements were also published to include new
subscribers and modifications arising after the
copy date of the Directories.

The 003 Information Service [Directory
Inquiries] received 75 million calls during the
year, with 76.5% of these having been answered
utilising the CARD-COM (computerised) system.
Work continued in 1984 on opening up the
9XY-03 level for local subscribers in the towns
of Badajoz, Cérdoba, Mérida, Gijén, Oviedo,
Pontevedra and Vigo. Furthermore, in relation
to expanding this facility to provincial area
subscribers, this level has been experimentally
opened up throughout the entire province of
Cadiz with satisfactory results.

As part of the User-Office Expansion Plan,
offices have been inaugurated in Santa Cruz de
Tenerife and Las Palmas de Gran Canaria in
1984.

Service quality

uring 1984 3,180,014 fault reports
were recorded for subscriber equip-
ment, representing 0.4 annual reports
per telephone in service, i.e. one
recorded per telephone every 50 months. Of
the total received, 75% were corrected within
24 hours.

With respect to public telephone maintenance,
fault reports recorded in 1984 fell by 6.1% with
respect to 1983, 88.4% of these being repaired
in less than 24 hours. All of this has contributed
to the degree of availability of public coin-
operated telephones reaching an average of
96.5%. this year.

Development of the Microprocessor Telephone
Booth Control System (CCM and SRC 2,000
Systems) has continued, being installed two
prototypes in the provinces of Castellén and
Cédiz, with highly satisfactory results, signifying
a major step forward in plant control and
service efficiency.

Service promotion and demand

total of 773,812 applications for tele-

phone lines were recorded as received

in 1984 which-although slightly lower

than the 783,867 received in 1983, the
highest figure ever reached in the history of the
Company-is still at record levels, at around
17% higher than the average yearly demand
over the previous 5 years.

During the year, the stock of telephone
equipment in service increased by 425,020 lines
and 480,127 telephones, and outstanding
applications were reduced by 9.8% with respect
to those pending the previous year.



At the year's end Spain had a total of
8,881,727 lines in service and |3,825,457
telephones, representing 35.8 telephones per
100 inhabitants.

With respect to teleprocessing services, a
total of 33,537 circuit applications were received
during the year, representing an increase of
30.8% over those received in 1983, and signifying
a year-on-year increment of 17,753 in the
number of circuits installed.

With respect to Public Telephones (PT) a new
policy has been initiated that divides installations
into two clearly differentiated areas:

— P.T. belonging to Telefénica.—At the end
of 1984 there were 38,858 coin-operated
public telephones installed.

Of these telephones in service, 2,374 are
installed in multiple telephone booth
groups, to facilitate service availability.,
Those cities with a seasonal populations
increase had over one thousand coin-
operated Public Telephones and 222
seasonal over-the-counter multi-boothed
staffed phoning centres with 1,617 lines
temporarily installed, providing seasonal
services complementing the permanently
installed equipment.

— P.T. not belonging to Telefénica.—The

total number of P.T. not belonging to
Telefonica at December 31, 1984 amounted
to 151,709. Of these, 13,046 were Public
Telephones installed for social purposes
jointly with the Provincial Councils, where
ownership corresponds to the Local
Authorities of the districts in which they
are installed.
Call boxes &/or the aforementioneld staffed
centres are now being opened in 1984 in
organizations, or such bodies as have
ownership of them. These are serviced
and managed by the entity or organization
responsible for the building in which they
are installed, and are designed to cover
telephone demand generated by the users
of the principal activity of the organization
or entity that installs them.

Considering a different aspect, with the imple-
mentation of the Paging System subscribers
to this service amounted to | 1,437 at the end
of the year.

The traffic handled by Coastal Stations of the
Mobile Marine Service in 1984 was 666,710
radio calls, 350,955 radiotelegrams, 87,134 nave-
gation aid reports, 2,449 radio medical services,
[,175 radiotelexes and | | | emergency services.

New services

ew services marketed during the year

include “Fixed Destination Call For-

warding” that allows for automatic

forwarding of all calls corresponding to
a certain telephone number to another desig-
nated number in the Spanish network.

In the teleprocessing field, Telefénica, in its
determination to contribute to the modern-
ization of our country by implementing the
most up-to-date telecommunications services,
has achieved the following in 1984

New subscribers to teleprocessing
services

Point-to-point data transmis-

Il Il it vt e e b R 4,365
Switched telephone network

data transmission ............... 2014
Coded Alarm service .............. 3235
Dataphones’ ....iiciic oo 809
Telegraphy. c..cvrsisininiiiis 517
TelefaX ...cccoruessussusensnssassassnssnnannse 322
Private videotex ..........c..ceuen.. 121
Iberpac network .........c.cceenee.. 6,405

A service worthy of emphasis is the strong
demand for the Dataphone Service having exce-
eded all forecasts, with 1,960 applications pen-
ding connection at the end of the year, which
gives an idea of the wide acceptance and rapid
spread of this service.

TELEPHONE/INHABITANT DATA

Year et S Sl Sl s el ol b Bkl vl
1972 5,712,549 1.4 16.5 24
1973 6,331,474 10.8 18.1 25
1974 7,042,968 1.2 20.0 19
1975 7835970 | 113 220 16
1976 8,604,768 9.8 239 13
1977 9,527,781 10.7 262 14
1978 10,311,423 8.2 280 14
1979 11,107,624 77 | 294 13
1980 11,844,623 6.6 310 12
1981 12,384,656 46 329 T
1982 12,820,190 35 | 340 10
1983 13345332 | 4. 34.9 9
1984 13,825,459 37 358 7




3,

Technology

s part of the consolidation policy

outlined the previous year, Telefénica

has been newly organized to meet the

challenges: i.e. promoting technological
development in the sector; generation of in-
house technology for expanding and modernising
services; and in improving technical qualification
procesesses, necessary not only as a tool for
Telefénica’s own requirements, but also as a
backup for industrial initiatives.

An immediate consequence of the new work
methods established has been the preparation
of a technological programme which sets out
the requirements over a two-year period, detail-
ing the time schedule and the human resources
and funds necessary for their implementation.

The funds employed during the year amount
to 3,081 million pesetas (869 million pesetas of
investment and 2,212 million pesetas of expenses)
which represents 0.9% of revenue from services,
an amount that is growing with respect to
previous years and is, in consquence, coherent
with the technology development policy adopted.

Specific achievements worthy of mention
include the following:

Network Structure

xperiments and the first pilot instal-
lations of miscellaneous supplementary
telephone services have been carried
out in the Atocha Exchange (direct line,
abbreviated dialling, call waiting, call forward-
ing, consultation, and 3-way calling) with a
video conferencing facility between Madrid and
Barcelona. :

Of special importance is the SICE (Servicio
Integral de Comunicaciones de Empresa or
Integral Business Communications Service)
which comprises digital communications in the
office itself, integrating these functions with
those of data transmission (applied to various
services) and enabling the formation of private
or exclusive trunk or local networks. In reality
this is an advance of the RDSI (Red Digital de
Servicios Integrados or Integrated Digital Trans-
mission and Switching Service) with application
for the business world, which is where highly
complex advanced facilities and services are in
demand which may well not be required by
ordinary or domestic users for many years.

In order to start to establish these services,
the first installations of the Ibercom Network
Terminal Centres have been carried out, the
laborious job of selecting the best system being
completed with the end result that the MDI| |0
system to be manufactured by Intelsa was
chosen.

Under the heading of Networks, progress
continues on studies relating to the RDSI
(Integrated Digital Transmission and Switching
Service), both for the narrow and wideband
types. Specific experiments have been made in
this field and strategies have been prepared to
introduce compatibility with the Iberpac Net-
work and those to be developed in the future.
Work has also started with respect to the
RACE, the EEC wideband network.

Mention must be made of the common chan-
nel signalling network, a fundamental infrastruc-
ture for establishing the future RDSI and pre-
paring strategy for introducing cable television
distribution networks.

Finally, under this heading, the expansion of
the Iberpac Network has continued by applying
the X-25 protocol.




Subscriber equipment

mong developments in 1984 (inhouse,
jointly or under contract) are the
SATAI 5/10/3, 6/24/7, 212/ 1 and
3/6/2, which complete the whole new
range of this type of systems in the TEIDE line.
Furthermore, the ‘0’ Dataphone should be
mentioned under the heading of Teleprocessing
Terminals, together with the Multipurpose
Modem and the Ibertex Subscriber equipment.

Where technical qualification has been
completed in 1984 with a view to the introduc-
tion of Subscriber equipment this mainly
concerns the ‘Benjamin’ handset, a supplemen-
tary intecom system, and the call forwarding
device with variable destination.

Finally, it is worth mentioning the activity
carried out to extend availability of the future
digital telephone and a range of equipment
which will enrich and renovate the present lines
(multi-function telephone, high capacity auto-
matic dialler, hands-free telephone, new data-
phones, digital SATAI, audio-conferencing ter-
minals, etc.).

Switching

t the end of the year the first 2,000

subscribers had been connected to the

1240 Digital Exchange in Salamanca-

Concejo, as an advanced stage in final
commissioning. The necessary work has also
been carried out to establish a pilot RDI (Red
Digital Integrada or Integrated Digital Network)
on the basis of the 1240 system, in the Collado-
Villalba Sector.

The AXE system continues to be adapted to
the specific requirements and applications of
the Spanish network (mobile and transmission
exchanges) initiating work on the version of
AXE employing more advanced technology, the
introduction of which is planned in the next
few years.

The intense work on completing and per-
fecting development of the TESYS system is
worth a specific mention. This is in order to
ensure fulfilment of international commitments
and the requirements of Telefénica itself. In this
sense the first “Maximum Configuration” TESYS
installation has been commissioned and work
on increasing switching speed and expanding
complementary management facilities (billing,
statistics, etc.) is being completed. Similarly, the
old data network equipment is being replaced
by TESYS I.

Furthermore, studies have been initiated on
TESYS system evolution strategy, in order to
start work on the next technological generation
of the system. TESYS models have also been
incorporated into the Switch Programming
Centre (SPC) in order to guarantee proper high
level support for operation and maintenance.
maintenance.

Transmission

pecial attention continues to be given

to the introduction of digital methods,

disposing of a complete repertoire of

digital systems employing coaxial cable
and optical fibres, which will allow this process
to be completed. Attention has also been paid
to new radio applications, with the advanced
state of development of a multi-access rural di-
gital system (MARD) being notable, thus com-
pleting the scheme initiated with the MAR
system, which has been so well received in the
international markets.

Studies and experiments have been started
on the transmission of TV programmes and
other signals via the EUTELSAT communications
satellite.

Advances have been made in systems and
equipment availability for the configuration of
Ibermic services (high speed digital circuit
leasing) and for mobile services.
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External plant

ue to the type of activities included
under this heading, work has been
highly varied, directed to permanent
‘ overhauling and up-dating of comple-
mentary elements and materials (splices, junc-
tion boxes, civil works, etc.) and to the impro-
vement of maintenance services.

Worthy of mention is the specification and
introduction of cables with new characteristics
(low attenuation, new fillers, fire-resistant sheath,
etc.); the perfectioning of all optical fibre cable
laying and measurement engineering, the
introduction of an alarm system using the
switched network, the overhaul of interior net-
work engineering to enable future compatibility
with the RDSI network and cable TV, together
with a multitude of projects designed to ensure
the technological evolution of local subscriber
networks.

Operating aids

he efforts made to facilitate and make

operations more efficient are worthy

of special mention, applying the op-

portunities offered by new tecnologies.
In this sense, the plan has been designed to
establish an integrated control system for the
full stock of installed equipment called Oper-
ation and Maintenance Structure (EOC-Estruc-
tura de Operacion y Conservacién) together
with the Multi-functional Plant Terminal (TPMF-
Terminal de Planta Multifuncional) and the
Sectorial Control System (SCS-Sistema de Con-
trol Sectorial), comprise the basic elements of
this Operation and Maintenance Structure,
whose implementation is to spread, in the
course of the next few years.

Similarly as well as the corresponding job of
defining all engineering and strategy, specific
experiments have been carried out in 1984 on
some related equipment: the VCR (Vigilancia de
la Calidad de la Red-Network Quality Moni-
toring), the PDLA (Probador de Lineas de
Abonado - Subscriber Line Tester), the Remote
Subscriber Connection and Disconnection
Equipment and the CCM (Control de Cabinas
por Microprocesador - Microprocessor Control
of Telephone Booths).

Applied research

iven the rapid evolution of telecom-

munications technologies (electronics,

information technology, etc.), it is

necessary to make a major net research
effort in order to remain technically competi-
tive and to ensure the backup required at a later
date, when carrying out projects that are to
provide specific products.

In this sense, the “exploratory developments”
are of special importance, which allow the
feasibility of a new idea or technology to be
confirmed. Among activities in progress during
1984, worthy of mention are a video telephone,
a millimetre-wave digital link, a low cost mes-
sage synthesizer and an ultrasonic coin recogni-
tion system.

In the field of technologial research, work has
been carried out on frontier subjects, such as
the digital processing of signals (voice and
graphics) and artificial intelligence.

Of major significance, as it directly affects
development work in the future, is integrated
circuit design. In this sense, the integration of
various technologies has continued (predoped
CMOS, chip library and custom designed
circuits), (I) the termination of an integrated
circuit design for the medium capacity SATAI in
the Teide line being worthy of special mention.

(1) These are three integrated circuit design methods.
The first two are based on combining off-the-shelf
components in such a way as to allow a particular final
result to be obtained. In the last one, the complete design
is tailor-made for a specific application.
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4,

Industrial Policy

he first 1983-1986 Coordinated Four-
Year Plan of Telefénica and in turn its
coordination with the National Infor-
mation Technology and Electronics
Plan, were based on the possibilities of using
Telefénica’s enormous purchasing power to
promote industrial activity in the sector.

This Plan has been continued and up-dated
by the 1985-1988 Four-Year Plan that establishes
the fundamental and active participation of
Telefénica in the sector, not only as the supplier
of an essential service, but as the centre and
locomotive of an industrial group with coordi-
nated activities, a competitive capacity, high
technology and a major exporting capability.

The major instrument of this industrial policy
within the Four-Year Plan has been the Indus-
trial Purchasing Plan (PIC or Plan Industrial de
Compras).

The Industrial Purchasing Plan

his partial development of the Four-

Year Plan comprises the principal ins-

trument of group industrial policy.

With the support that the existance of
a specific known market planned over time sig-
nifies, it becomes possible for group companies
to diversify and adapt their products/markets
and increase their competitiveness. The basic
characteristics of the Industrial Purchasing Plan
are as follows:

— To guarantee availability of supplies by
diversifying suppliers.

— To allow allocation of purchasing and
procurement by applying rational criteria
in function of manufacturers’ capacity and
prices.

— To promote the export capacity of
Spanish industry by obtaining competitive
prices, commitments to assimilate new
technologies and diversify products/
markets.

— To favour the preparation of plans for the
assimilation of new technologies, forecast
to reach over 80% by the end of the
relevant plan period.

— To achieve a degree of procurement from
Spanish industry of 94% throughout the
four-year period, rising to 99% in the
particular case of telecommunications
hardware as such.

The Telefénica group

he operations of different industries

related to telecommunications and

dependent on Telefénica have allowed

results to be consolidated via the In-
dustrial Purchasing Policy and the investments
scheduled under the Four-Year Plan. These
results increasingly point towards the consol-
idation of a strong, active industrial group, with
complementary coordinated activities and
increasingly less to a conglomerate of companies
absolutely dependent on Telefénica, without
individual business opportunities of a significant
nature outside the sphere of influence of the
holding company.

Although sales to Telefénica accounted for
nearly 60% of overall group sales (73,044 million
pesetas), which demonstrates the importance
of Telefénica as group locomotive, sales to
other Spanish companies exceeded 30%, and
exports nearly 10%.

It can be stated that the results of activities
initiated last year are extremely satisfactory.

AMPER not only reorganised its financial
structure but was in profit at the year end,
maintaining its important market share (exports
have increased by 45%, now comprising 20% of
total sales).

The agreements for restructuring the ITT
industrial group, which were signed with the
collaboration of Telefénica and the Government,
have avoided the possibility that the resolution
of the ITT group crisis should accompanied by
an enormous social cost, up-dated and revised
with fair results for both parties.

The restructuring of Hispano Radio Maritima
has allowed company structure to improve and
created the possibility of new commercial
networks and the revitalization of existing ones.
It is forecast that the company will be in profit
by 1985.



The agreements signed by Telettra and
Ericsson relating to subsidiaries with share-
holdings of these companies in Spain (Intelsa
and Telettra Espafiola) place emphasis on
exports, proposing ambitious but attainable
objectives over 3 to 5 years (exports of at least
25% of turnover) together with technology
transfer and a more flexible and dynamic
development capacity in Spain.

Furthermore, the agreements signed with
Fujitsu open up major possibilities in the field of
information technology, totally complementary
to telecommunications.

These results confirm that the Telefénica
group is increasingly shaping up as a coordinated
industrial enterprise, important for the economic
and technological future of the sector.

Future projects

he results and application of the Plan

and of a coherent homogeneous in-

dustrial policy have also allowed a

series of possibilities to open up where
future results will be significant, not only with
respect to industrial production but also relating
to innovation and technological capacity.

Important agreements have been signed with
technological leaders which have resulted in joint
ventures being formed in Spain. In the case of
INDELEC, dedicated to mobile communications,
with Philips as the main technological partner,
or Control Electrénico Integrado (THM), jointly
formed with MBB-Hormann in the field of
security.

The impertance of Telefénica's investments
in submarine cables has made an independent
maintenance facility advisable, and in this respect
it was decided to build a cable ship.

The convenience of having a second supplier
of TESYS equipment and to be able to count
on a company with a sufficiently high tech-
nological level dedicated to the industrialisation
of voice/data equipment, has led to the
formation of Telefonia y Datos.

The Memorandum of Understanding signed
with ATT defines the creation of a joint venture
for designing and manufacturing integrated
circuits. ATT is a leader in microchip technology
and the project includes for a high level of
exports, to ensure the future viability of the
company ATT Microelectrénica Espafa.

Communications of the future are based on
optical fibres due to their higher capacity, speed
and performance. Telefénica has initiated the
introduction of these cables and large scale
utilization is planned over the next three or
four years (electrical utilities, RENFE, Defence,
cable TV, etc.). Given the strategic nature of
both product and manufacturing technology,
Telefénica has initiated conversations which are
now at an advanced state of maturity with the
principal world leaders, with a view to forming
a company in Spain for the manufacture of
optical fibres complementary to the existing
cable industry structure.

Other projects in progress are: digital mapping
services (that would not only cover the
requirements of Telefénica, but would also
provide a service to Councils, Ministries, etc.)
value added networks, connectors, etc.

The need for overall coordination of the
growing activities of the Telefénica group to
enable their participation in large-scale projects
has also made it advisable to create a firm of
consulting engineers for turnkey projects. The
integration of group services and commercial
networks will require a specialist company in
the field of sales and marketing.
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(1984 DATA)

TELEFONICA GROUP OF COMPANIES

pesetas.

pesetas.

* Integrated Shareholders’ Equity: 19,791 million
* Integrated Profit and Loss: 2,779 million

* Total Group Sales: 73,044 million pesetas.

Sales Breakdown:

— To Telefénica: 60%
— To other Spanish groups: 30%
— Exports: 10%
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TELEFONICA GROUP OF COMPANIES

1984 Data

TELE-

FONICA 1984

SHARE- | TURNOVER PROFIT

SHARE HOLDING $mi|lions AND STAFF
NAME CAPITAL (%) of pesetas) LOSS SIZE

AR R S A e 800 87.5 4,271 138 870
CABLES DE COMUNICA-

ClIONES; St A & 782 49 5,770 765 376
S A 434 9733 4910 67 1,019
CONTROL ELECTRONI-

CO INTEGRADO, S. A.

(THM) oo 80 55 — ) 4
COSESAT e s 700 99.14 5,457 I 426
{7 R ————————— 300 100 1,810 128 490
ENTEL; SEoAL oncncimisivins 350 100 2,960 6l 631
GRAFIBUR sty 325 100 571 58 107
HISPANO RADIO MARI-

L e — 500 100 15939 (373) 314
INDELEC oo 300 | 30 e (20) 5
INTELSA o 2,600 49 11,476 1,305 2,180
SECOINSA s 8,681 23.75| 10,291 158 973
SINIEL S A s 1,100 100 13,749 496 2,980
STANDARD ELECTRICA.... 12,335 20.64 | 52,763 (650) 15,633
TELEFONICA INTERNA-

TIONAL ........ o 1,750,000 DM | 100 — 1,580.62 DM I
TELETTRA ESPANOLA, S.A. 800 51 9,770 01 1,748
URBANA IBERICA, S. A..... 330 00 70 (104) I
TELEFONIA'Y DATOS*..... 225 100 — — —
TELECOMUNICACIONES

MARINASE s 600 100 — — 4

* Companies already formed in 1985.

() Figures in brackets are losses.




Activities
abroad

elefénica planned and coordinated its

international presence in 1984 together

with its affiliate and associate compa-

nies, with a joint approach to the

Spanish image of the sector. Consequently, the

Department of International Coordination has

been formed together with Telefénica Interna-

tional, a holding company of the Telefénica

Group, with registered offices in Luxembourg.

A consequence of this is the promotion of
three areas of activities:

I. Consultancy work for other countries,
especially in Latin America.

2. Rational marketing of Telefénica Group
systems and equipment.

3. Creation of joint ventures with companies
in other countries.

In this sense we would especially mention
the signing of various cooperation agreements
with Argentina, Costa Rica and El Salvador,
already ratified, and the establishment of heads
of agreement with Guatemala, Honduras and
Panama.

With regard to marketing Telefénica Group
equipment, the supply and installation of a data
transmission network employing Spanish tech-
nology in Canada is noteworthy, in competition
with other proposals from various countries.

Also worthy of mention is the presence of
the Telefénica group in the Popular Republic of
China for the first time, in the CHINA COMM-84
Trade Fair, which allowed several initial overall
cooperation agreements to be signed for the
development of telecommunications with the
Ministry of Communications and the Peking
Academy of Sciences, together with the
formation of a joint venture in the province of
Zhejiang for the manufacture of rural telephone
equipment.

Telefénica participated in the Spain-Argentine
workshops on electronics and information tech-
nology which took place in Buenos Aires, where
several items of data transmission equipment
were presented and demonstrated. The Com-
pany attended the Latin American Trade Fair of
Tampa (Florida) as a guest country. Finally,
the Company had a very notable partici-
pation in the exhibition held simultaneously
with the VIII Plenary Assembly fo the CCITT,

organised in Torremolinos (Malaga), itself an
outstanding success, which was organised in
close collaboration with the Spanish Authorities.

Telefénica has reached a definitive organi-
zational formalization of its relationship with
the Inter-government Bureau of Information
Technology (IBl), international organization
dependent on UNESCO, with maximum prestige
in the field of information technology and
teleprocessing, which selected our Company’s
TESYS technology for packet switching data
transmission networks.

Undoubtedly, the coordination by Telefénica
of all of its companies will permit a more solid
image of the Telefénica Group to be offered
internationally in the near future, and will
improve efficiency when penetrating new
markets.

Furthermore, some achievements in techno-
logy have had considerable commercial success
both in Spain and abroad. These products include
the Dataphone, the MAR (Multi-Access Rural)
system, the EMCO equipment (traffic measure-
ment) and, naturally, the TESYS system, one
of Telefénica’s most important technology
assets.

Other activities forming part of the Company’s
projection abroad include those related with
AHCIET (Asociacién Hispanoamericana de Cen-
tros de Investigacién y Estudios de Telecomu-
nicaciones or Latin American Association of
Telecommunications Studies and Research
Centres) of which Telefénica is a member, and
main promoter. These activities include two
meetings of specialists (on Public Terminals and
Network Planning, respectively), the active par-
ticipation in the SIT project (Servicio de Infor-
macién en Telecomunicaciones or Telecom-
muunications Information Service) and partici-
pation in the Telecommunications R & D and
New Services Seminars.

Another activity worthy of mention is the
start of preparatory work for the organization
of ECOC 86 (European Conference on Optical
Communications) which has fallen to Telefénica.
This meeting will bring together around 1,000
world specialistis in this suggestive subject in
Spain and the organization of the Conference is
a real challenge.
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5.

Planning

f the corresponding Annual Report cal-

led last year the “Year of the Plan”

due to the relevance that preparation

of the 1983-1986 Coordinated Four-
Year Plan and its approval by the Government
had for the Company, 1984 has consequently
the year of global planning in pursuit of future
management, and has culminated in the drawing
up of the 1985-1988 Four Year Plan that conti-
nues and updates the previous one.

In these years, Telefénica has perfected its
planning system and has converted the planning
processes for installations and investments into
a set of actions that has allowed management
of funds employed to be improved and the
necessary management and technological changes
to be implemented.

The 1985-1988 Plan in this context proposes
to provide cohesion to everybody’s efforts and
to ensure that progress is made on those
activities that allow the Company to advance,
both with respect to networks or services, and
in the satisfaction of the demands that society
will make in the immediate future.

Objetives of the 1985-1988 Plan

he 1985-1988 Plan has been designed
on the basis of the triple objective of
developing services, modernising infras-
tructure and promoting the industrial
sector related with Telefénica’s equipment. It
follows that management and service objectives
should be defined that enable this to be
achieved, which can be described as follows:

SERVICES OBJECTIVES

a) TELEPHONISE SPAIN

Which means developing and expanding
the basic telephone service.

b) PROMOTE INNOVATION

Which requires the up-dating of the tele-
phone service (e.g. incorporation of new
telephone facilities) and the expansion of
other telecommunications services (tele-
processing, mobile services, business com-
munications, etc.).

¢) INTRODUCTION OF MULTI-PURPOSE
NETWORK MANAGEMENT

Which will enable Telefénica to be ready
when an infrastructure has to be provided
to users that require networks for trans-
mitting more than simple telephone con-

versations.




This unavoidably requires the following
management objectives:

MANAGEMENT OBJECTIVES

a) INFRASTRUCTURE MODERNIZATION

— Conversion to digital switching
equipment.

— Digital conversion of the major trans-
mission paths.

b) UP-DATING METHODS FOR
RUNNING THE INFRASTRUCTURE

— Introduction of technical solutions for
advanced operation.

— A more flexible and efficient relationship
with the subscriber.

) ACHIEVEMENT OF MORE INTEGRATED
AND VERSATILE MANAGEMENT THAN
THAT REQUIRED BY THE TELEPHONE
SERVICE UP UNTIL NOW, DUE TO THE
APPEARANCE OF NEW SERVICES AND
THE MOVE INTO NEW BUSINESS
AREAS.

d) APPLICATION OF NEW MANAGEMENT
AND ORGANIZATION FORMULAE, PRO-
MOTION OF DECENTRALIZATION AND
INCREASED EFFICIENCY AND SPEED OF
RESPONSE TO THE DEMANDS OF
MODERN SOCIETY.

The 1985-1988 Plan as a future
management tool

he 1985-1988 Plan, drawn up on the
basis of the objectives explained above,
also includes a multiple future man-
agement project that turns planning
into a management modernization tool, for
updating services and favouring technological
progress in areas where, for various reasons, an
appreciable lag was occuring compared to the
potential of today’s techniques and equipment.

The Plan thus becomes an instrument that
requires finely tuned coordination, a reduction
in delivery dates for the availability and technical
qualification of equipment and an organization
that enables new management formulae to be
adopted as society demands them and new
technologies impose them.

This ambitions project makes planning a
decisive aid when managing a dynamic environ-
ment and preparing future management, reducing
waste, indicating new procedural formulae and
achieving levels of efficiency similar to the other
more advanced countries.

Sub-plans of the Master Plan

he 1985-1988 Master Plan contains, as

is to be expected from the above, a

set of functional and instrumental plans

that define 60 investments that are
grouped together under |2 specific investment
headings. It also includes a series of action poli-
cies and, when implemented, proposes to achieve
economic and financial results that continue
with the business reorganization process initia-
ted.

This is illustrated in the figure below (the
contents of the Master Plan) and, in turn, the
installations plan and the instrumental plans are
exactly represented in their corresponding
diagrams.
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The instrumental plans are, in reality, true
horizontal projects, that in close coordination,
involve the different functional areas responsible
for partial activities to combine to achieve a
specific objective. Some of these have the
purpose of optimising resource utilization,
avoiding onerous or non-productive lack of
coordination, while others are methodological
procedures to accelerate innovation and tech-
nology up-dating processes for infrastructure
and equipment. Fulfilment, which signifies short
action periods, is essential to ensure achievement
of the “technological leap” that the 1985-1988
Plan has as its basic objective, and it will only be

possible to talk about “future management” if
the technical facilities to make this possible are
in place at the very start.

Lastly, the operational plans that were incor-
porated into planning in 1984, propose the
achievement of a special “shared management
by objectives” scheme, centred on functional
areas, which will be developed in greated detail
and depth in following years. In the end this is
the same as a “multiple coherence and inte-
gration programme” that manages to combine
the partial objectives of each unit with the
corporate objectives set out in the Plan.

INSTRUMENTAL PLANS

MODERNIZATION PLANS

* AUTOMATION PLAN

* PC-32 REUTILIZATION PLAN
BATTERY REPLACEMENT PLAN

DIESEL GENERATOR PROVISION PLAN

* ROTARY SWITCH SUBSTITUTION PLAN

SERVICES IMPROVEMENT AND EXPANSION PLANS

» SERVICE EXPANSION PLAN
* CONCENTRATOR PLAN
* IBERPAC NETWORK PLAN

TECHNOLOGICAL ACCELERATION PLANS

* NEW SWITCHING EQUIPMENT PLAN
* MOBILE SERVICES PLAN

* NEW RADIO AND TRANSMISSION EQUIPMENT PLAN

NEW SERVICES AND NETWORKS IMPLEMENTATION PLANS

IBERCOM NETWORK PLAN

IBERMIC NETWORK PLAN
NEW SERVICE INTRODUCTION PLAN

INITIATION OF NUMERATION FOR NEW SPECIAL SERVICES PLAN

MANAGEMENT AND COORDINATION PLANS

* EQUIPMENT DELIVERY PLAN

SUBSCRIBER OFFICES PLAN
* MEETING POINT PLAN
OFFICE BUILDINGS PLAN

* EQUIPMENT PLAN FOR THE TECHNICAL OPERATIONS PLAN




1985-1988 MASTER PLAN

OBJECTIVES

THE

SUB- PLANS OF THE MASTER PLAN

LI

Services Expansion Plan

Installations and Investment Plan
Economic and Financial Plan

Commercial Plan

Network Maintenance and Development
Plan

Office of the Future and Automation Plan
Four-Year Technology Plan

Contracts, Procurement and Industrial Plan
Human Resources Plan

FUNCTIONAL
AREA
PLANS

THE CONTENTS
OF THE PLAN

OPERATIONAL
PLANS

REGIONAL
GOVERNMENT PLANS

INV

ESTMENTS

1.
111
V.

VI
VIl

VIIL.
IX.

XI.
XII.

Basic Infrastructure and Telephone
Service

New Telephone Facilities
Teleprocessing Services

Business Communications Services
Mobile Services

Teleconferencing Service

Video Communication, Video Tech-
nology and Piped Music Services
Telephone Terminals

Operations Facilities

Internal Management Facilities
Research and Development

Trade Investments

INSTALLATIONS
AND INVESTMENT

*

P >

INSTRUMENTAL
PLANS

POLICIES TO BE DEVELOPED

* External
* Technical
* Internal Management

ECONOMIC AND FINANCIAL RESULTS
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TELEFONICA AT THE START AND THE END OF THE PLAN

TECHNOLOGICAL
PARAMETERS 31-12-84 31-12-88
LOCAL LINES INSTALLED (thousands)... 9,986.9 1 1,446.9
— Automatic (% of those installed) ........cooeveuneeee 9.909.0 (99.2) 11,446.9 (100)
Electronic (% of automatic) ... 124.0 (1.3) 1,021.3 (8.9)
Conventional (% of automatic) ... 9,785.0 (98.7) 10,425.6 (21.1)

— Manual (% of those installed) .......ccccveuemnrnunes 77.9 (0.8) —
EQUIVALENT LOCAL LINES (thousands) ... 3,3726 3,747.3
— Electronic (% of total) .......mmnnminssssesseens 106.8 (3.2) 478.1 (12.8)
— Conventional (% of total) .......uniniuieniens 3,265.8 (96.8) 3,269.2 (87.2)
EINES DS M AN D e e tettt 564,745
e C O G e e e e sttasesnsssosans assssnasusnnsin —
— Conventional 490,920
— Manual ... 73,825
NUMBER of Automatic Mobile Telephones

(including Vehicle Automatic Telephones) 1.291 9,193
RADIO-PAGING SYSTEM SUBSCRIBERS.. — 17,157
PAGING SYSTEM SUBSCRIBERS ... {13437 17,934
PRIVATE RADIO TELEPHONE USERS ... — 640
AUDIO CONFERENCING ... — 5110
— High Quality ROOMS ....oiummmasssscnssssissesmsmmmasssraassasss — 10
— Standard ROOMS ...cccoceeeeveeercinenenens = 5,100
VIDEO CONFERENCING (Rooms) ... — 23
— PUb I e N S — 10
— Private - — 13
CABLE TV CONNECTIONS — 24,000
COAXIAL CABLE (KmS) ....ooonicnenccinienionns 9,933 10,880
DETAILED BILLING (thousands with ac.) ... 135 1,348
OPTICAL FIBRE (Km. of cable) ............... 2,785
TELETEX TERMINALS (In service) ............. — 7,100
VIDEOTEX TERMINALS (In service) .......... 121 12,850
DATAPHONE TERMINALS (In service) ... 809 8,712
TELEFAX TERMINALS (In service) ... 1,532 5,769
SICE-IBERCOM NETWORK (lines) ............. — 64,000
DATA TRANSMISSION CONNECTIONS:
— Switched telephone network ......c..ccecuecrucnneee. 7,955 15,099
— Telegraphy and Telex ........ccuumecscscresssssesanenss 42,753 53,311
— DI/T Circuits .| 25,125 34,972
— IBERPAC Network ......... 21,316 67,141
— Tele-Alarms .......ccccveucueerccnnene 14,351 32,317




TELEFONICA AT THE START AND THE END OF THE PLAN

SERVICE PARAMETERS 31-12-84 31-12-88

NO. OF STATIONS (thousands) ... 13,825 15,803
STATIONS/LINE oooveeereeeeoeseeeereeeeeseemeessseessessssnne 1.56 1.52
NUMBER OF TELEPHONES/ 100 inhab. ................. 358 399
LINES IN SERVICE (thousands) ......cccc.....c.... 8,881 10,361

AU O M At Gl e e e e e 8,814 10,36

—— MANUAD e er e e en e en e aenene 67 =
APPLICATIONS PENDING (thousands) ................. 266.9 —
PUBLIC SERVICE TELEPHONES (PST) ..ocooeverecree 13,000 16,046
TELEPHONE DENSITY, LINES/100 INHAB. ........ 23.0 26.2
LINES VACANT (%) ooveoceeeremscssessessssmmseeesesssseseeseee 1.3 9.5
DEGREE OF AUTOMATION (%) .uooovevevevssssssssssnneee 99.2 100
PERCENTAGE OF HOMES WITH TELEPHONE ... 49.8 59
NEW LOCAL ZONES TO BE FORMED .............. 588
TRUNK CALLS (Millions/year) w........coouummeeeeressee 2,565.8 3,208.9
NUMBER OF TRUNK LINES (thousands) ............. 217.9 259.2
COUNTRIES VIA DIRECT DIALLING oo, 93 110
EUROPEAN AUTOMATIC SERVICE CONNECT-

EDISUBSCRIBERS (%) v e 99.6 99.9
INTERCONTINENTAL SERVICE AUTOMATION

et et e 80 90
PUBLIC TELEPHONES «.ooooeeeeeeeeoeereeseeeseseesseesesomeseseene 38,858 45,620

INVESTMENT AND INSTALLATION PLAN

INTERIOR PLANT

SUBSCRIBER TERMINALS

SWITCHING
TRANSMISSION
RADIO
INFORMATION
TECHNOLOGY
POWER SUPPLY
EQUIPMENT
MOBILE SERVICES

TELEPHONE TERMINALS

TERMINALS FOR TELEPROCESSING

SERVICES

PUBLIC TELEPHONES AND BOOTHS

AUDIO CONFERENCING
VIDEO CONFERENCING

EXTERIOR PLANT

OTHER INVESTMENTS

OPTICAL FIBRES
COAXIAL CABLES
LOCAL NETWORKS
TRUNK NETWORKS
DUCTING

SOCIAL AFFAIRS AND TRAINING

WAREHOUSE FACILITIES
DATA PROCESSING

RESEARCH AND DEVELOPMENT

PROTECTION

REAL ESTATE

LAND PLOTS
BUILDINGS
SUBSCRIBER OFFICES
MEETING POINTS
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6.

Economy and
Finance

he economic and financial objectives

that Telefénica established the year

before, as defined in the 1983-1986

Four Year Plan, have been consolidated
in 1984 in coordination with the other man-
agement and activity objectives.

These objectives were as follows: to intensify
commercial action to improve income generation,
to reinforce policies for the rationalization and
control of spending, to promote restructuring
of the different assets to a maximum and to

improve and strengthen the basic financial and’

asset balances.

Advances have been made on all of these
fronts in 1984, thus laying firm foundations on
which the Company can build its future activity,
maintaining the strong rates of investment and
service expansion required of the Company, as
manifested in the [985-1988 Plan.

Despite the progress made, efforts to improve
management and the economic and financial
situation will have to continue to take pride of
place in the coming years. The fundamental
objectives of Telefénica continue to be an in-
crease in self-financing capacity, continuation of
restructuring and rationalization policies, impro-
vement in the level of borrowings, etc.

In the following pages, complementary to the
audited financial statements and the detailed
notes attached thereto, an analysis is made of
the financial and economic management per-
formance and the results obtained, both from
an internal point of view and considering the
general economic environment in which the
Company has been operating, together with
developments in the different financial markets
in which the Company has a presence.

Although this external context has demons-
trated clearly positive aspects in 1984, it will
continue to be a major conditioning factor in
1985, so that the basic financial and economic
objectives set out will continue to be maintained
this year, involving reinforcing existing efforts
to these ends, in particular with respect to the
financial structure. To the extent made possible
by the progressive liberation and innovation of
the markets, a trend that can be clearly be ap-
preciated in domestic markets, new fund-raising
and management formulae and instrumentents
will be used to achieve a better financial struc-
ture, in both quantitative and qualitative terms.

The March, 1985 capital increase for a nom-
inal amount of 40,052 millions Ptas was com-
pletely satisfactory and was granted full support
by our shareholders, confirming the important
and solid appraisal given to Telefonica shares by
the market, allowing them to rise steadily to
levels significantly higher than in previous years.

In this same context, and as complementary
action to the measures already adopted to in-
crease the shareholder base and to attract new
shareholders’ equity, progress has been made in
negotiations to obtain a listing of the Company’s
shares in various major foreign stock exchanges.

At the same time, measures have been taken
to reduce and improve the characteristics of
foreign borrowings, and the degree to which
this type debt is employed (if the external con-
ditioning factors of the country's monetary and
economic policy so permit, Telefénica will con-
sider repaying a significant part of its present
foreign debt before maturity).

The beneficial effects that this will all have on
the future economic and financial situation of
the Company ensure the stability of [984’s
achievements and their strengthening and im-
provement over the coming years.

I. Economic environment

hroughout 1984 the Spanish economy

evolved positively with respect to re-

covery in the basic economic balances.

This behaviour has been the result of
an economic policy basically emphasizing money
supply and incomes and aiming to achieve targets
in both, and from a highly favourable interna-
tional environment, which has enabled overall
production to grow by 2%, of which interna-
tional trade has contributed with 3.1 percentage
points, compensating for a drop in domestic
demand of [.1%.

This growth rate, although less than OECD
Companies overall (which has been 4.8%,
boosted by the United States and Japanese
economies) has been similar to that of the EEC.

In these other countries, growth has been
basically supported by domestic demand, as
they started from overall situations that were
generally more balanced, requiring less intense
structural changes; this has allowed them to
slow the fall in employment. On the other hand,
the Spanish economy, on having to carry out
these structural changes in the last two years
and with a less balanced growth as mentioned
above, has recorded a record loss of employ-
ment, with the unemployment rate being 21.7%
at the end of 1984.



The evolution of the following economic fi-
gures demonstrates the achievements made:

— The balance of payments on the current
account recorded a surplus of 2,069 mil-

lion dollars, after five successive years of
deficits, since the start of the second oil
crisis.

The surplus for basic balance reached 5,371
million dollars, with net foreign reserves
amounting to 15,788 million dollars, 6,000
million dollars higher than the low point
recorded in June 1983, thus producing a
general improvement in the solvency and
liquidity indicators of the economy.

— |Inflation, measured by the RPI increase at
the year end, stood at 9%, with this rate
being the lowest for the last | | years and,
in turn, signifying the most important re-
duction in relative prices for this period,
on having achieved a reduction in the
inflation differential with OECD countries
from 6.9 percentage points in 1983 to 3.9
percentage points in 1984; and, with the
EEC, from 5.3 to 2.5 percent points over
the same period.

— With respect to the [budget deficit, despite
its size and structure continuing to be a
cause for worry, 1984 saw a favourable
trend in terms of its proportion of G.D.P.
this being reduced to 4.8% as compared
to 5.4% in 1983 (in which a containment
was also achieved in this sense) - thus
staying in line with the OECD countries.

— Lastly, given the weakness in domestic
consumption, [gross savings| have grown
strongly, the highest growth rate since
1970 which, together with the fall in gross
investment in the economy, has generated
net lendings to the rest of the world;
consequently, Spain has changed from
having major finance requirements with
negative investment growth in recent
years, to a significant international financ-
ing capacity.

The realignment mentioned of the basic eco-
nomic balances has become evident at an overall
business level in the execution of a major finan-
cial restructuring and adjustment, strengthening
the growth in gross operating profit. Neverthless,
this process has followed different paths accord-
ing to companies’ degree of dependence on the
domestic market. Those which have not been
able to benefit from the positive behaviour of
international trade have been forced, to a greater
extent than those less constrained by domestic

demand, to continue the adjustment process,
basically operating on the investment and em-
ployment variables. This, on the other hand,
explains the behaviour of these two variables in
the economy overall.

In this environment, Telefénica’s activity in-
dicators have been influenced by the trend of
domestic demand, affecting the net gain in lines;
however, the important growth rate of 1983
has been maintained in absolute terms. Con-
sumption growth, measured by the traffic indi-
cators, has also moderated: the total number of
trunk calls grew by 6.2%, against 8.3% the
previous year; average consumption per line has
grown by 1.6%, less than the 2.3% for 1983,
but higher than the average rate observed for
1980-1982.

Nevertheless, despite this activity trend, Te-
lefénica has made a positive contribution to the
country’s overall output. Real value added
growth of 6.7% compared to 2% for the nation
overall and 2.2% for the services sector, means
that in this respect its share of the Spanish eco-
nomy continues to grow.

In turn, the price containment of this value
added is significantly below the corresponding
gdp deflator, positively contributing to the
considerable reduction recorded in the inflation
rate.

This trend in the Company’s basic param-
eters, together with a cost containment policy,
has allowed, whilst keeping employee numbers
steady, an increase in the gross operating profit
of 19.6% to be obtained, which has been in line
with the general picture of the Spanish economy,
as mentioned above.

In turn, a real growth in gross investment
which, given the relative importance of the
Company in total national investments, contri-
buted to reducing their falling off, without
having affected the Company’s basic financial
balances, since gross domestic savings grew by
22%.

In conclusion, the progress made by Telefo-
nica demonstrates the solid potential of the
Company to maintain a stable rate of growth.
Its capacity to generate value added has allowed
it to face up to an unfavourable environment on
the demand side, maintaining its level of em-
ployment and rate of investment while continuing
to improve its financial structure and internal
organization.

From a global perspective, the results obtained
in the economy in general provide a greater
operating margin for economic policy in 1985,
laying the foundations for a more sustained pe-
riod of recovery in line with the international
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economic background, an environment that will
be positive for Telefénica, given the reinforce-
ment achieved in its capacity for expansion.

2. Financial markets

he aforesaid considerable improvement
in the Companies’ operating profits,
weak investment in real terms, disinfla-
tion and the achievement of the trade
balance, together with the capital call on inter-
national financial markets, especially at the
beginning of the year, favoured by the pro-
nounced upturn in activity levels together with
the levelling off of the public sector borrowing
requirement and its new financing institutional
framework, allowed a financing programme to
be developed in 1984 within the overall objec-
tives desired by the monetary authorities.

Thus, during 1984 the credit funds available
were able to meet demand without problems,
with a diversification of markets and a parallel
improvement in loan terms and cost conditions.

This development occurred progressively
throughout the year, becoming clearly evident in
the second half after the balance of payments
and inflation prospects were favourably reduced
in general, which facilitated the reduction in
domestic and international interest rate diffe-
rentials.

The effects of this trend were transmitted
quite quickly to the money markets which, in
turn, induced investors and lenders to intensify
their supply of long-term funds and to diversify
their placings in different markets, with a strong
effect on the share and fixed interest security

markets, leading to a rapid increase in turnover
and placing volumes, despite the gradual reduc-
tion that has been occurring in the yields avail-
able.

This trend become evident somewhat later in
the credit and loan markets (the last four
months of the year), reducing the prime rates
for asset operations, although maintaining the
differential with other interest rates.

At the end of the year, a clear intensification,
and generalization of this panorama can be ap-
preciated, with an abundant supply of funds and
clear-cut competition between the different
lenders.

In this context, Telefénica has consolidated
and continued with its financial policy initiated
the year before of expanding and diversifying its
sources of funds in order to consolidate its fi-
nancial structure, dampen the impact of future
changes in the institutional markets, promote
the inflow of permanent resources (paying spe-
cial attention to obtaining shareholders’ equity)
and improve current asset management, stabil-
ising working capital and providing it with
suitable coverage, quantitatively and qualitatively.

In the international field, the Company has
exploited the general favourable environment
and the clear interest shown in our sector by
both lenders and risk capital investors.

All of this has been carried out with a global
view of the universal nature and interdepen-
dence of markets, attempting to overcome
certain traditional ways of regarding them,
which will allow a greater flexibility and effi-
ciency to be achieved in resource management
and utilization.

SIGNIFICANT TELEFONICA-SPANISH ECONOMY
VARIABLES 1983-1984
(Thousands of million of current Pesetas)

Total gross value added
Gross value added: service sector ................
Total capital investment
Employment (thousands)
Employment in Telefénica and Industrial Group

(1) (thousands) .........

Telefénica %

Telefonica Spain Spain
1983 | 1984 | 1983 1984 | 1983 | 1984
..| 323.6 [ 373.2 |22,682.8 (25,8704 | 1.43 | |.44
323.6 |373.2 | 13,152.1 |15,009.5 | 2.46 | 2.49
164.2 | 180.2 | 4,307.8 | 4,635.0 | 3.81 | 3.89
66.8 | 66.8 110,776,5 | 10,4758 | 0.62 | 0.64
779 | 78.0 |10,776.5 | 10,4758 | 0.72 | 0.74

Figures in terms of national accounts.
(1) Not including Standard nor Secoinsa.




Domestic markets

Credit and Loan Market

n this market Telefénica has continued

with the activities initiated in 1983,

achieving the double objective of mak-

ing it a stable and basic source for
raising funds, both to cover its large cash flow
and to obtain long-term finance, thus widening
its possibilities for cash calls in the free finance
markets, compared to the progressive reduc-
tion (accelerated at the beginning of 1985) in
the privileged institutional circuits for raising
funds.

At the end of the year, the financing capacity
of this market had been reinforced. The number
of entities granting the Company this type of
risk amounted to 70 at the year end, having in-
creased by 12 during 1984.

Fixed Interest Security Markets

he presence of Telefénica in the fixed
interest security markets has been
particularly relevant in 1984. This is
due to several reasons: on the one
hand, due to the volumes issued; secondly, due
to its capacity to gain access to non-privileged

finance markets, consolidating the Company’s
position in them, especially with relation to at-
tracting funds from small investers and savers;
additionally, by the diversity of instruments used
(floating rate and fixed interest issues, zero
coupon bonds, issues convertible into shares);
fourthly, by the reduction obtained in nominal
interest rates (from 15% to 14%); and, lastly,
due to the long-term nature of all of these funds
obtained.

The different issues by Telefonica, exploiting
the positive factors existing in these markets
mentioned at the beginning of these comments,
obtained a warm reception and the initial
volumes had to be extended in view of the
demand, and in the last issue it was even neces-
sary to make a pro rata allocation for subscrip-
tion applications above one million pesetas.

On the other hand, despite the important
volume issued in absolute terms, the Company
evaluates the pressure exerted on these markets
as being not excessive, as proven by the fact
that the total net amount placed by Telefénica
was only 5.6% of total market volume.
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TELEFONICA - ISSUES OF FIXED INTEREST SECURITIES
(millions of pesetas)

(1) (2) Net Placings
Total Total Savings| Other | Total
Issued | Placed |Redemptions| Banks | Markets | (1)-(2)
28,000 | 25,600 4,000 20,900 700 | 21,600
31,000 | 20,400 2,503 15,094 2,803 | 17,897
30,000 | 36,700 15,201 16,900 4599 | 21,499
25,000 | 31,300 19,697 2,200 9,403 | 11,603

1984 67,455 | 47,536* 25,364 4,672 | 17,500 | 22,172

*  The difference between the amount issued and placed corresponds to the latest bond issued where the subscription
period ended on January |1, 1985; at this date the whose issue was fully placed and even had to be extended by 5,000 million
pesetas as result of the strong demand.



38

New Financial Instruments

hese short-term instruments are being

developed in the heart of the Money

Market, which has enabled the trend

towards lower interest rates mentioned
previously to be exploited.

The expansion of these instruments conti-
nued in 1984, particularly in the case of Com-
pany promissory notes, with which Telef6nica
has a direct presence in the Money Market.

The use of this instrument by Telefénica con-
tinues through both “direct placings” and “stock
exchange placings”.

After the opening up of this new market for
the Company in 1983, a presence has been
maintained during 1984 in line with the objec-
tives set out: to achieve a stable financial rela-
tionship with a large group of small savers: to
match issue volumes to future prospects, avo-
iding bunching of important volumes that could
make renewal difficult; and, lastly, to adapt their
cost and offered yield to market developments.

A broad uniform distribution has been guar-
anteed for this operation via promissory notes
in direct placings, underwritten by a large
syndicate of banks and savings banks. Presence
in the market with regard to volumes and prices
has been regulated by promissory notes placed
in the Stock Exchange circuit. In this respect it
should be mentioned that the discount rate
started the year at 13.94% and by the year end
was | |%.

The comparison between the most significant
figures of 1983 and 1984 is given below:

Difectiplacing v aiiii i
Stock Exchange placing

TOTAL PLACINGS IN THE YEAR ...
BALANCE OUTSTANDING AT 31-12.

17,843.5
4,743

22,586.5
22,586.5

DISCOUNT RATES APPLIED (%):

— Direct placing
— Stock Exchange placing ........cccccovvune

14.2-13.4
14.0-13.2




International Markets

he most outstanding aspect of interna-

tional financial markets in 1984 has

been the recovery of activity levels

after two years of recession and con-
solidation of major institutional changes that
will influence future market development.

The rate of international financial activity
turned sharply upwards during the year, after a
persistent recession since 1981. The most re-
liable estimates for overall turnover in interna-
tional fixed interest security issues and loans
give a figure exceeding 200,000 million dollars,
47% more than the previous year. Bank loans
grew by 53%, although part of this figure is due
to the arrangement of various jumbo operations
(for amounts exceeding 1,000 million dollars)
for several international oil companies in order
to take-over smaller companies. Bond issues
grew by 41%.

Institutional changes include:

— Consolidation of the ECU (European
Currency Unit) as a unit on which inter-
national private financial transactions are
based, that was fully reflected in the in-
ternational loan market and Eurobond
market, in which ECU-denominated issues
increased by more than 50% over the
previous year.

— The agreement reached in May between
the United States and Japan to liberalise
access to the Japanese financial market
for foreign lenders and to gradually elimin-
ate obstacles impeding yen international-
ization, the most obvious result of which
has been a significant growth in the
Euroyen market and Eurobond issues in
the Japanese currency, which reached a
volume six times larger in 1984 than in
1983.

— Abolition by the United States Authorities
of the 30% withholding tax in July, on
income derived from bonds purchased by
non-U.S. residents and the development
of a bearer-bond market exclusively
orientated to foreign investors, which has
provided a boost to the dollar-denomi-
nated international fixed interest security
market.

— Lastly, the position of the major American
banks in the international syndicated loan
market, a consequence of their risk situa-
tion and levels in Latin America.

In this favourable climate for international
borrowers, Telefénica arranged four international
financing operations in 1984: three international
syndicated loans with a multicurrency clause
for 100 million dollars, 100 million ECU and 68
million pounds sterling, respectively, and an
operation in the domestic Japanese market for
10,000 million yen.

Continuing the policy of the year before, the
three objectives of new foreign borrowing in
1984 were: to lengthen the average maturities
of operations, to improve the economic condi-
tions thereof and to enter into new financial
markets.

Satisfactory results have been obtained on all
three accounts:

— For the first objective, average maturities
for these operations were extended up to
12.53 years.

— As regards the improvement in economic
conditions, the differentials over the Euro-
market interbank rates were reduced to
3/8%.

— Lastly, Telefénica introduced itself into
two new markets which, as mentioned
above, improved substantially in 1984:
the ECU and the domestic yen market. In
the former, an international syndicated
loan was arranged in ECU with a multi-
currency clause and possibility of partial
or total conversion into ECU-denominated
bond issues. The first Installment Sale
Facility operation was arranged in the
Japanese market, with a total maturity of
|5 years at the long-term prime rate with
no differential, reviewed half-yearly.

On the other hand, by the end of 1984, 80%
of Telefénica’s foreign currency debt comprised
syndicated loans with a multicurrency clause,
allowing active management of this debt by
modifying the currency structure.

During this year the U.S. dollar interest dif-
ferentials in the London inter-bank market
were 5 points above the Swiss franc and four
points higher than the West German mark, while
the peseta depreciated 0% against the U.S.
dollar and appreciated 7% against the Swiss
franc and 4% with respect to the West German
mark.
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The forecast and later confirmation of this
trend made it advisable to reduce borrowings
in dollars and to increase the weighting of
European currencies, especially the West Ger-
man mark, Swiss franc and ECU. Consequently,
the Company's foreign debt structure was gra-

Shares

dually adapted to the forecasts and trend of the
financial market and the international exchange
and interest rates, as mentioned, thus achieving
a positive effect on the profit and loss account
and on net worth by reducing potential losses
due to exchange rate fluctuations.

he Spanish Stock Exchanges have had

a good year in 1984. Investors have

evaluated the adjustment achieved in

the Spanish economy positively, realising
the greater capacity that this grants to economic
policy and reacting to the immediate fallout of
the considerable reduction in money market in-
terest rates.

Therefore, average share price rises have been
historical, reaching 40.66%. Turnover has in-
creased by 108%, particularly significant when
taking into account the increases.mentioned in
share prices and the increase in stock exchange
capitalization, which has amounted to 34.7%.
This enabled the continuance of the important
growth in issue volumes, which commenced in
1983 (and amounted to 28.5% in 1984).

The market for shares has attracted both
Spanish and foreign investors during the year.

The balance of purchases by the latter has been
3.4 times higher thant that of the year before,
demonstrating not only the favourable price
and yield conditions of the Spanish Stock
Exchange in comparison with world bourses, as
shown in the table below (it is also to be remem-
bered that the Spanish Stock Exchange has
taken second place in the world ranking for
stock exchange index rises) but also the greater
trust of these foreign investors in the economic
situation of our country and the trend during
1984.

In this context Telefénica has continued and
consolidated in 1984 the major Stock Exchange
recovery that it had initiated in 1983, boosting
the share price by 32.85% and offering a total
effective return of 50.7%. In this year the share
price rose above: par after 7 years of having a
below par quote. Turnover volume, which mul-

TELEFONICA AND WORLD BOURSES-1984

; 2 S Turnover/Stock
Share price/ Share price/ Dividend Annual
Book valie || Cash Flow || FER yield Index* Cai’.,‘fa",;"z“ft‘i’on
FRANKFURT ...... 1.7 43 13.5 3:9 107.4 36.8
LONDON ........... |.4 6.4 I 1.1 45 123.6 22.4
NEW YORK ....... |.4 5.6 9.9 47 96.| 49.5
PARIS ..o |.2 3.8 15.3 4.4 116.0 24.5
OO 2.6 93 27.3 I.1 123.6 46.0
ZURICH R I.1 55 I1.4 2.7 —_ —
MADRID .............. 0.40 3.0 9.0 9.0 140.9 12.5
* INTERNATIONAL
INDICES FOR
TELECOMUNI-
CATIONS
SEGT GRS 1.1 4.0 9.2 6.8 115.1 —
* TELEFONICA-
MADRIB S eeseveeses 0.4 2:5 10.0 1.5 132.9 7.2

Source: Capital International Perspective.
* Local Indices.




tiplied by four in 1983, has continued to grow
and be consolidated, exceeding the levels
achieved the previous year. Furthermore, in
1984 Telefonica shares were dealt in on every
working day, amounting to |1.67% of Stock
Exchange capitalization and 7% of total turno-
ver volume on the Madrid Stock Exchange. On
a wider basis of comparison, the Telefénica
stock exchange ratios are among the normal
international levels.

Following the general trend described above,
foreign investment in Telefénica shares has also
grown significantly, exceeding the average levels
for the Stock Exchange as a whole, demonstra-
ting not only the favourable environment offered
by the Spanish Stock Exchange but also the
attention that is being payed to the telecom-
munications sector, the protagonist of world
stock exchanges in 1984.

The favourable evolution of Telefénica shares
in 1984 was ratified by the good results achieved

for the capital increase carried out in October
for a nominal amount of 32,042 million pesetas,
in the ratio of one new share for every nine
held, with subscribers paying 70% of face value.

Developments in the prices of shares and
subscription rights together with turnover vol-
umes recorded during the capital increase
period were completely satisfactory, demon-
strating a favourable response from both tradi-
tional shareholders and large numbers of small
savers, thus greatly diversifying and improving
the stability of our shareholder base.

As the capital increase was oversubscribed, it
was considered advisable to make the bonds is-
sued in December |984-January 1985 for an
amount of 25,000 million pesetas convertible
into shares, for the first time in the history of
the Company, thus expanding possibilities for
attracting funds while offering savers greater
flexibility for decision taking.

3. Results and analysis of
financial management

his section analyses the development
of the Company from the economic
and financial management point of
view. Included below are presentations
of the Balance Sheets, Statements of Profit and
Loss, Statement of Changes in Financial Position
and other significant ratios and data, to facilitate
detailed analysis.

The level of activity, measured by the Reve-
nue from Services, has shown a nominal increase
of 17.6%, a satisfactory growth rate in the
context of overall activity in the Spanish eco-
nomy, demonstrating the positive effects of the
more active commercial policy put into practice
to utilise the considerable growth margin that
the present market shares of telephone services
still permit in our country.

If we break down this increase into its
component parts of real growth and price
growth, this positive appraisal is reinforced on
having reduced the latter (with respect to 1983)
by more than 3 percentage points, compared to
@ value added deflator for the economy overall,
which has grown at a similar rate to that of the
previous year.

As a result of the policy of rationalising and
improving management, the rate of growth of
operating expenses has been reduced, allowing
for substancial improvements in the gross oper-
ating margin which, from representing 50.18%
of the revenue from services in 1980 and
53.05% in 1983, amounted to 55.47% in 1984.

One basic reason for this trend has been the
behaviour of the salaries and related costs item,
that shows obvious improvements in productivity
levels and resource assignment resulting from
staff recycling and training activities, with strict
internal cost imputation and internal expenditure
capitalised in fixed assets growing by only 8.4%.

The improvement in the operating margin
has allowed the restructuring policy of the pre-
vious year to continue and be consolidated,
thus reinforcing the economic and financial ba-
lances, the net asset situation and the quality of
assets and results obtained.

In this respect, it is interesting to emphasise:

— The depreciation rate has been held at 5.2%
as opposed to 4.9% in 1982, thus consolida-
ting the 1983 level in accordance with the
technical studies on the useful life of plant.
The fixed assets were 40% depreciated as at
December 31, 1984.
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— The (transfer to provisions has followed the
practice established the previous year, dedi-
cating the amounts necessary to this heading
in accordance with strict criteria of pru-
dence. The transfer has risen from 3,906 mil-
lion pesetas in 1982 to 9,808 million pesetas
in 1983 and 19,032 million pesetas in 1984,
amounting to 14.7%, 35.6% and 58.3% of
net profits, respectively.

— The transfer to exchange loss provisions is
worthy of special mention, having exceeded
14,000 million pesetas and being 167%
higher with respect to 1983, thus allowing
for the writing off of all exchange losses re-
corded during the year.

— The linterest expenses have seen a slowing
down compared both to the previous year’s
growth rate, and to that for the period in-
cluded in the accompanying data. Neverthe-
less, the manner of presentation of this item
in the table does not allow the favourable
trend recorded to be fully appreciated.

Cash and liquid asset management has
improved in 1984, in accordance with the pos-
sibilities available in the money markets, which
has allowed for a significant reduction in net fi-
nance costs. For accounting reasons these effects
are not shown in the interest expenses, but in
the income corresponding to this caption (see
the important growth in “Other Income” in the
Statement of Profit and Loss and its corres-
ponding breakdown).

If we consider this trend overall, the growth
in financial charges has been 15.70% in 1984.
With the same criterion, it was 21.22% in 1983.
As a percentage of revenue from services, it has
fallen from 21.2% in 1983 to 18.7% in 1984.

This positive trend has also been achieved in
a partially negative environment due to the
change recorded in attracting funds from privi-
leged financing circuits, taking into account the
considerable amount of funds from this source
paid back during the year, with a cost much
lower than at present.

RESULTS - PROFIT MARGINS 1980-1984

(In millions of pesetas)

Yearly

Growth

Rate % Growth Rate %
ITEM 1980 1981 1982 1983 1984 |1980/84[1984/83|1983/82
+ Revenue from Services ...|168,455|204,856 [244,925|296,883 349,226 20.0 17.6 212
— Levy and Taxes ... 10,107 | 12,269| 14,845| 17,959| 21,117| 20.2 17.6 21.0
= Net Revenue from Services|l58,348|192,587230,080(278,924(328,109| 20.0 17.6 21.2
-+ Internal Expenditure

Capitalised in Fixed Assets.| 29,150| 32,956 | 39,296 43,959 47,634| |3.1 8.4 1.9

-+
e

I+

B

Salaries and Related Costs| 85,731| 99,134 |117,439|132,765(144,686| 14.0 9,0 13.1
Other Costs and Expenses| 17,236| 19,736| 26,098 32,728| 37,346| 21.3 14.1 25.4
Gross Operating Margin....| 84,531(106,673|125,839(157,390|193,711| 23.0 23.1 25.1
Connection Fees ............ 11,355) 11,914 11,925 11,785| 12,118 1.6 28 | (1.2

Non-Reimbursable Contri-

butions and Others ......... 2,598 4,385| 5,300 5,287| 4,902| 17.2 | (7.3) (0.2)
Surcharges .....cuericncunnne [,788( 1,852 1,805| 1,953| 1,842{ 0.7 | (5.7) 8.2
Resources provided by

OPerations ...z 100,272| 124,824 |144,869|176,415(212,573| 20.7 20.5 21.8
Other Income ................ 5797| 6,714 7,578| 8,676| 13,1431 22.7 5155 14.5
Interest Expenses ............. 33,672| 47,180| 53,654| 65,090| 77,655| 23.2 19.3 213
Non-Operating Expenses.. 165 202 351 275 381 233 385 | (21.7)
Extraordinary Items and

Others

Exchange Loss Provisions.| 1,500| 3,000 3,000| 5,330 14,230 75.5 | 167.0 Tl
Transfer to Provisions ..... 723 604 906! 4,478| 4,802{ 60.5 7.2 | 3943

Gross Operating Profit ...[ 70,009| 80,552( 94,536{109,918|128,648| 16.4 17.0 16.3

Depreciation of Fixed

(NREES: s D e s 46,193 56,674| 67,989| 82,382 96,028{ 20.I 16.6 21.2
Net|Profithn i, 23,816| 23,878 26,547| 27,536| 32,620| 8.2 18.5 3.




Self-financing capacity strongly, increa-
sed by 33%, amounting to 58% of in-
vestment in fixed assets (16 percentage
points higher than 5 years ago). This
demonstrates, on the one hand, the
benefit of the adjustment made and, on

the other, the reinforcement of the
future capacity of the Company to
maintain its rate of investment. Never-
theless, the low starting point means
that the rate of self-financing achieved is
still insufficient and will have to be in-

FINANCIAL RATIOS

1980 1981 1982 1983 1984

A3 CULTENTNATION = omeerivene ssnioniasnporness 4051 | 51.76 | 47.87 | 57.47 | 83.51
B — Solvency ratio ........cecccscnens 57.68 | 54.16 | 50.77 | 51.78 | 54.05
C — Guarantee ratio .........o.seeemsecescense 90.73 | 79.56 | 76.15| 77.30 | 82.44
D — Total gearing ........oeeecesericennne 4393 | 47.56 | 50.36 | 49.85 | 47.96
I EeoT T 2 1 I e 3087 | 3548 | 37.89 | 37.35| 37.90
2. Shortiterm: i 13.06 | 12.08 | 1247 | 12.50 | 10.06
E — Self-financing ratio ..........ccceruecunne. 42.02 | 45.05| 50.94 | 54.37 | 57.9I
F — Gross Operating Margin ratio ....... 50.18 | 52.07 | 51.38 | 53.01 | 55.47
G — Rate of return from operations
|. On average shareholders’ equity| 14.53 | 15.59 | 17.25| 18.56 | 19.35
2. On average net capital employed| 9.32 | 947 | 9.77 | 1028 | 10.83
3. On average fixed assets employed| 12.45 | 13.35| 14.03| 1497 | 1579
H — Rate of return on capital

|. On paid-in share capital ...........
2. On stock market capitalization.

11.10 | 11.00| 11.05| FI.18 [mmisisin
17.60 | 1510 17.10| 16.00 | 12.00

|
J

— Debt repayment capacity ..............
— Resources generated/Interest
EXPENSES .ceorureerencueresennissessarsssssassssesass

8.19 8.25 8.00 768 | 6.8l|
2.15 1.78 1.83 .86 .91

K

— Theoretical book value of shares....

249.02 | 227.24 | 246.27 | 246.15 | 255.63

Definitions and formulae:

1) Overdrafts are considered at the amount drawn and not the overall limit.

2) Remunerated liabilities = Share capital + Debentures + Bank Loans + Promissory Notes -+ Notes payable to suppliers.

A — (%) Current Assets

Current liabilities

B — (%) Shareholders’ Equit
Net Fixed Assets
C — (%) Shareholders” Equity
emunerated liabilities

D — (%) Debt Finance

Total liabilities

| — (%) Medium and Long-Term Debt

Total liabilities

2 — (%) Current Liabilities (excluding transitory accounts)

Total liabilities

E — (%) Annual Self-Financing

Investment in Fixed Assets

F — (%) Gross Operating Margin

Revenue from Operations

G.l — (%) Net Cash-Flow
Average Shareholders’ Equity

G.2— (%) Net Cash-Flow
Average Net Capital Employed

G.3 — (%) Funds Generated by Operations
Average Net Fixed Assets

H.l — (%) Net Profit
Average Paid-In Share Capital

H.2 — (%) Net Profit
Stock Market Capitalization

I. (years)  Remunerated liabilities
Resources Generated

J. (ratio) Resources Generated
Interest Expenses

K. (%) Total Assets (less intangibles) - Liabilities
Paid-In Share Capital at Year End
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creased in the coming years to place it
at more acceptable levels, which will
require continuing efforts to be made in
this direction.

The trend mentioned above was appreciated
by our shareholders and risk capital investors in
the Company who, considering the support
that these factors give to the dividend paid by

Telefénica, have continued to respond favourably
to cash calls via capital increases, as mentioned
in the preceding pages.

Furthermore, the return on capital has been
reinforced: while the return on paid up share
capital has been maintained, the stock market
yield has fallen by 4 percentage points, demon-
strating the improvement in the evaluation

INCOME

H Yearl
(In millions of Pesetas) ooy, SRR
Rate % Rate % Rate %
ITEM 1980 1981 1982 1983 1984 1980/1984 | 1984/1983 1983/82
Amount [Amount |Amount | Amount [Amount
Revenue from Services...... | 68,454 (204,855 [244,925(296,883 |349,226 20.0 17.6 2172
Connection Fees and
Others .cocoovcvcreceenensens 13,953 16,299 17,225| 17,072 17,020 5.1 (0.3) (0.9)
Income from Investments. 64| 942| 1,481 1,964| 6,183 76.2 214.8 326
Other Income ......cccoeuuece. 6,944| 7,625 7,902 8,665 8,802 6.1 1.6 9.7
Income ..o 189,992229,721 [271,533)324,584 381,231 19.0 17.4 19.5
Intemisation of Revenue from Services
Subscriber Service Charges| 44,749 | 55,059| 65,337| 74,916 |111,086 25.5 48.3 14.7
National Data Processing
Charges: ..:iucaitiieas 8,577| 11,758 14,722| 21,245| 24,568 30.1 15.6 443
National Automatic Service
Charges .....occeeeveuvsiinns 83,648 1102,295|122,054( 148,023 |149,646 15.6 I.1 21.3
Trunk Calls through
Operator. ... .. 2,129 2,252| 2,554 2,201 | 2217 1.0 0.7 (13.8)
International Service
Chargest e 24,354 | 28,040| 32,620| 40,299 51,149 20.4 26.9 235
Mobile and Maritime
Service Charges ............ 649 772 983| 1,087 1,437 21.9 322 10.6
Directories and Year Books| 4,348| 4,679| 6,655 9,112 9,123 20.3 0.1 36.9

Nevertheless, this has clearly
been compensated for by the in-
troduction of 140 free billing
pulses per month for automatic
calls, which has meant that income
from the National Automatic
Service has practically not grown

Telefénica had an income of 381,231
million pesetas in 1984, signifying a
nominal growth of 17.4 percent as
compared to 1983, demonstrating the
important growth rate in real terms.

Under the heading of Income, the
most significant item is Revenue from
Services at 349,226 million pesetas, in 1984 (1.1%) (with this being
representing 91.6% of total 1984 income, the major income item for Tele-
with the same share of income as in fénica).

1983. . 2. Behaviour of the other telephone

The following comments can be made and teleprocessing revenue items
on developments this year in comparison in 1984 is similar to the weighted
with previous years: growth of Revenue from Servi-

I. In the services included under ces. Most notable are: National

the Revenue from Services, the Data Processing, which has gene-
most significant increase was for rated 24,568 million pesetas. This
Subscriber Service Charges which increase, nearly 16%, is high but
had reached a figure of |11,086 very much lower than that re-
million pesetas in 1984, an in- corded in previous years, at the
crease of 48.3% over 1983, beginning of a spectacular poten-
mainly due to the change in the tial growth that still has a medium-
tariff structure in 1984. term outlook; and the Interna-

tional Service at 51,149 million
pesetas, which increased by
26.9% over 1983, nearly three
points higher than that obtained
in that year (23.5%).

The trend in connection fees has
stabilised with respect to 1983,
due to the different bases for
comparison, arising from the price
reduction of March 25, 1983,
with an acceptable nominal growth
rate if the comparison is made
on an homogeneous basis.

With respect to other income,
the increase in income from in-
vestments is worthy of emphasis
and is a result, as mentioned in-
the corresponding section, of the
changes in Cash and Liquid Asset
management.



EXPENSES

(Millions of Pesetas)

Yearly
Growth | Growth | Growth
Rate % Rate % Rate %

Provision for Accrued
Expenses not accounted

Other Operating Charges.. 787

ITEM 1980 1981 1982 1983 1984 1980/84 | 1984/1983|1983/1982
Operating Expenses 73,982 | 86,116 [104,592 {121,809 |134,779 | 16.2 10.6 16.5
Interest Expense ................ 33,672 | 47,180 | 53,654 | 65,090 | 77,655 | 23.2 19.3 21.3
Depreciation and Amorti-

ZATION| 7erienisss rvemevassevinacasia 46,193 | 56,674 | 67,989 | 82,382 | 96,028 | 20.1 16.6 21.2
State Levy and Taxes ... 10,107 | 12,269 | 14,845 17,959} 21,117 | 20.2 17.6 21.0
Transfer to Exchange Loss

PrOVISION fis e ritones 1,500 | 3,000 | 3,000( 5330| 14230 | 755 167.0 77.7
Transfer to Self-Insurance

Provision ......ccc.ceeeeeeenne 723 604 906 909 | 1,000 8.4 10.0 0.3
Transfer to Provision for

Bad{Bebts i —- - — 2,000 | 3,507 - 754 —
Transfer to Provision for

Contingencies and

Othersinimnshnmas — — — 1,569 295 — (81.2) —
Total Costs and

Expenses ... 166,177 (205,843 (244,986 (297,048 348,611 | 20.3 17.4 21.2

Itemisation of Operating Expenses
Salaries and Related Cost..[ 85,731 | 99,134 {117,439 |132,765 | 144,686 | 4.0 9.0 13.1
Outside Work, Supplies
and Services ... 16,614 | 19,090 | 25443 | 30,540 | 35375 | 208 15.8 20.0

848 | 1006 | 1075| 1,744

220 62.2 6.9

FOER e S b - = = 1,388 608| — (56.2) —
Investment Expenses ........ (29,150)((32,956)((39,296)|(43.959)|(47,634)| 13.1 84 1.9
Total Operating

Expenses ... 73,982 | 86,116 (104,592 |121,809 |134,779 | 16.2 10.6 16.5

In the context of an expense rationa-
lization and control policy, total expense
growth in 1983 (which amounted to
348,61 | million pesetas) has been 17.4%,
i.e. 3.8% points less than the year before
and 2.9% points less than the overall
period considered.

The different expense items can be
divided into two main groups: Firstly,
that comprising items corresponding to
the Company’s regular activities and
which it is possible to affect directly,
applying specific policies for improving
management and running; and a second
group to cover those items basically de-
termined by more independent external
behaviour variables.

In the first group one may thus include
operating expenses, interest expense,
state levy and taxes and, to a certain
extent, the transfer to the self-insurance
provision and depreciation and amorti-
zation. All of these, with the exception
of the transfer to the self-insurance pro-
vision, have grown at rates below those
of 1983 and the five-year period overall.

The second group then includes the
remaining transfers to provisions. In this
group, with the exception of the provi-
sion for contingencies and others (which
started from a very high base in 983,
the first year in which a provision was
set up for this item, therefore involving
a considerable sum), growth rates are
very high, higher than previous years,
reflecting policy criteria and maintaining
the line marked out the year before of
cost recognition and restructuring through
the results.

The most outstanding aspects and
items of greatest significance are com-
mented on below (interest expenses are
discussed in detail in the analysis of eco-
nomic and financial activity included in
this section):

The effort to rationalise expenses
takes on a special importance in the
item for operating expenses which,
amounting to 134,779 million pesetas,
only grew by 10.6%, nearly 6% points
less than the 1983 increase. The main
component, Salaries and Related Costs,

contributed 144,686 million pesetas, 9%
more than in 1983.

Equally significant within this same
item is the investment expenses heading,
a negative component of operating ex-
penses that represents the application
of internal Company funds to invest-
ments. This increase has only been 3,675
million pesetas, or a growth of 8.4%
over 1983, due mainly to two causes:
improved construction management,
and the reassignment of part of the em-
ployees normally engaged in this work
to maintenance of new plant.

The depreciation charge has been
96,028 million pesetas, representing an
increase of 16.6% with respect to 1983.
The depreciation rate is 5.2% of average
depreciatable plant, in accordance with
the technical studies on the useful life of
plant.

The other components do not require
special comment, except that the policy
initiated the previous year relating to
bad debt has been maintained, involving
a provision of 3,507 million pesetas in
1984,
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made of the Company by investors, in terms of
the share price.

At a financial level the policy applied through-
out 1984 has continued, with the already estab-
lished objectives of 1983, generally improving
on the achievements already made in that year.

The objectives of this policy, apart from the
qualitative aspects already mentioned, can be
summarised through the following aspects:

-To improve degree of the self-financing,
establishing investment levels in accordance
with the capacity of fixed assets used in
operations to generate funds.

— To diminish relative borrowing levels, encour-
aging the expansion of risk capital and self-
financing.

STATEMENT OF CHANGES IN FINANCIAL
POSITION FOR 1980-1984

(Millions of Pesetas)
(After Profit Distribution)

1981 1982 1983 1984

1980

Depreciation and Amortization| 46,193
-+ Net Variations in Reserves and

ProVISIONS ciieciiimsnrromeints 2,484
= Net Self-Financing (I) ............ 48,677
+ Non-Reimbursable Contributions

for Irrevocable Rights of Use..... 47
== (Capital Increase . uwiiciia —
+ Debentures and Bonds Issued...| 28,000
+ Other Medium and Long-Term

EOANS) fiveriiine st tiemeciitaninitanesien 53,365
= lIncrease in Net Capital

EMployedi(2) ..cicivmeismencee 81,412

Basict Finance (| 2) e 130,089
+ Increase in Working Capital ...[ 12,712
= Total Sources and Applications.. | 142,80
+ Debentures redeemed .............. 4,004
+ Amortization of Long and

Medium-Term Loans ... 22,009
= Applications of Finance (3) ...... 26,013
+ Investment in Fixed Assets ... 115,839
+ Other Investments .......c.ccoeuuneee (865)
= Total Gross Investments (4) ... [|14,974
-+ Inventories for Fixed Assets (5).| 1,814
= Basic Applications (3+4+5) ....|142,801
+ Increase in Working Capital ... —

56,674 | 67,989 | 82,383 | 96,028

2,682 | 6,584 | 4,542 [ 5,556
59,356 | 74,573 | 86,924 |101,584

193 | (30) 13 477
13,351 — | 33644 | 22,387
35092 | 34,384 | 30,537 | 47,280

59,234 | 57,822 | 83,329 [EESERSS

107,870 | 92,176 | 147,523 |196,139
167,226 |166,749 |234,447 (297,723
— | 24314 — =
167,226 |191,063 (234,447 [297,723
2,503 | 15201 | 19,699 | 25,364

18,684 | 21,913 | 31,819 | 53,278
21,187 | 37,114 | 51,518 | 78,642
131,753 |146,379 | 159,861 [175417
(3,069) | 5318 | 15659 |(14,835
128,684 [151,697 |175520 |160,58
1,955 | 2,252 | 4,256 | 4,538
151,826 |191,063 |231,294 |243,762
15,400 — | 3153 | 5396l

The difference between the increase in working capital as shown in this table and that audited is as follows:

* Increase in Working Capital .....ccooeruiiennsiennnnee. 53,961
* Increase in Stocks 4,538
* Increase in 1984 Dividends ........ccccoumuicniiinninnens 5.119
* Increased Stock Provision ... (49)



BALANCE SHEETS FOR 1980/1984
(After Profit Distribution)

(In millions of Pesetas)

ITEMS 1980 1981 1982 1983 1984
Issued Share Capital ......... 213,610 240,312 240,312 288,374 320416
Revaluation Reserve .......... 287,871 279,897 281,090 344,722 419,719
Other Reserves and Sur-

PlUST -z 28,657 25,568 30,628 35,620 40,318
Provisions and others ....... 6,611 6,594 47,664 50,307 52,090
Shareholders’ Equity ...| 536,749 552,371 599,694 719,023 832,543
Debentures and Bonds in

Pesetas ....ccevreeeersiennns 203,313 222,479 247,942 255,529 277,445
Debentures and Bonds in

Foreign Currency ........... — 4,092 11,598 19,356 19,743
Other Medium and Long-

Term Debt .o 109,207 171,899 232,283 304,415 377,279
Medium and Long-Term

Debt Finance .............. 312,520 398,470 491,823 579,300 674,467
Net Capital Employed.| 849,269 950,841 1,091,517 1,298,323 1,507,010
Fixed Assets ... 1,348,870 1,451,190 1,667,754 1,903,232 2,182,144
Accumulated Depreciation.| (522,039) (553,823) (659,630) (754,311) (868,250)
Fixed Assets under con-

SEPUCLION v 48,367 53,018 59,036 76,179 76,742
Advance Payments on

Plan G et sserieh reanc dorsotih 10,705 5,663 9,988 14,531 12,756
Inventories for Fixed

ASSELS .evevreerreerenereereaenennes 12,856 15,093 17,494 22,251 26,441
Net Fixed Assets .......... 898,759 971,141 1,094,642 1,261,882 1,429,833
Net Intangible Assets ... 922 878 2,256 35797, 4,803
INVeStMENtS ....ccovreevevrrerinnen. 16,564 20,687 22,054 37,677 33,895
Deferred Charges .............. 4,823 6,284 7,884 9,186 13,461
Unrealised Exchange Los-

SO 1inesnimiamesisiarsiin s aaatnaniaih 9,515 20,855 54,378 75,972 58,164
Total Net Assets .......... 930,583 1,019,845 1,181,214 1,388,514 1,540,156
Consumable Inventories ... 1,582 1,799 2,051 2,523 2:993
Subscriber Accounts

Payable ..o 37,954 43,494 52,022 61,587 65,895
Other Receivables ............. 10,217 15,020 12,764 21,583 21,016
Cash and Banks ............... 5,630 13,717 15,521 36,195 77,977
Short-Term Liabilities ....... 136,697 143,034 172,055 212,079 201,027
Working Capital ........... (81,314) (69,004) (89,697) (90,191) (33,146)
Total Net Assets =

Total Net Liabilities..| 985,966 1,093,875 1,263,572 1,510,402 1,708,037
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nica in 1984 amounted to 391,746 mil-
lion pesetas, an increase of 16.3% in 3
nominal terms and 7 points in real terms

in relation to 1983.

The breakdown of value added and its
change over the previous year demon-
strates the facts that have been discussed
in greater detail in the preceding pages,
of which the following should be men-

tioned:

VALUE ADDED IN THE LAST FIVE YEARS
(Millions of Pesetas)
1980 1981 1982 1983 1984
Total Income (1) +219,142 |+262,677 |+310,829 |+368542 | +428,865
Outside Work, Supplies and Services... 16,614 19,090 25,443 30,540 35,375
Other Operating Charges ... 787 848 1,006 1,075 1,744
Total External Cost and Charges ... — 17,401 |— 19,938 [— 26,449 |— 31,615 [— 37,119
Value Added 201,741 242,739 284,380 336,927 391,746
Salaries and Related Costs .....c.oueeen: 85,730 99,134 117,439 132,765 144,686
Remuneration and Interest .........co.. 56,609 69,917 79,142 90,885 108,031
— Remuneration to Shareholders
(dividends) 23,497 23,497 26,434 27,095 32,214
— Interest Expense (on loans) ........... 33,112 46,420 52,708 63,790 75817
State Levy and Taxes .......oeeiinnne 10,107 12,269 14,845 17,958 21,117
Upkeep of production facilities (de-
preciation charges, provisions,
reserves, etc.) 49,295 61,419 72,954 95,319 117,912
(1) Includes work carried
out by the Company on
fixed assets.
The value added generated by Telefé- 2. Action taken to reinforce and

improve financial and asset balances.
Intensification of the policy of
transfer to provisions and write-
offs, in order to preserve asset
quality.
Treasury payments, which increased
by 17.6% in 1984, practically all cor-
respond to the State Levy applicable to
Telefénica’s activities.

I.  Productivity increases achieved, that
allow greater value added gener-

ation per unit cost.

— To raise the degree of financial coverage of
fixed assets and working capital, by a major
rebalancing on the basis on better compen-
sated guarantee, solvency, and current ratios,
in order to improve financing capacity with
respect to third parties.

— Lastly, to improve the resources generated/
remunerated liabilities and resources genera-
ted/interest expenses ratios, in order to
widen and improve the Company’s real
capacity for expansion.

The degree to which these objectives have
been attained has been generally fully satisfac-
tory, although further efforts are necessary in
some cases. On the other hand, in other areas,
the levels required have already been achieved.

Thus, working capital has been improved to a
satisfactory level, if the high non-operating
current liabilities with which Telefénica operates
are taken into account. It could be stated in
this sense that liquidity is already at a sufficient
level to enable more qualitative elements to be
incorporated into financial management, as oc-
curred in 1984.



PAYMENTS TO THE TREASURY AND
SOCIAL SECURITY

(Millions of Pesetas)

Due as taxpayer:

| Payments to the Treasury ...

= S M oo

OTNETSE fovicibossesioses seiesessiestnaitsbassiosuones

— Tax on interests charged to affiliates and

Taxes withheld as intermediary:

— Income Tax ........

Indirect Taxes:

— Tax on telephone USe .......cocecvceieninsiimeesiiierines

— ¥ Capitaliiliax i e e,
— Non-resident Corporation TaX ...

= TR IERIER VPR comoromonmont o oo e e e ceomonene
Il Net Payments to Social Security Organizations...
R Ry L o e S e T

Increase
1984 1983 Absolute | Relative %

123222 95,264 16,958 17.8
.| 20,846 17,678 3,168 17.9
271 281 (10) (3.6)

.| 58,533 48,732 9,801 20.1
| 16,472 13,965 2,507 17.9
_ 9,153 9,024 |29 1.4
J 177 8l 96 |118.5
o 6,770 5,503 1,267 23.0
17,159 15,994 1,165 7.3

.| 129,381 111,258 18,123 16.3

Total payments by Telefénica to the
Treasury and Social Security in 1984
have amounted to 129,381 million pese-
tas, an increase of 16.3% with respect
to 1983.

The main items of this payment and
their growth in 1984 are detailed in the
corresponding table.

In this sense, it should be mentioned that
this improvement has not involved major in-
creases in total remunerated liabilities, but has
been carried out by transforming short-term
debts into long-term ones, without this trans-
formation causing marginal increases in financial
costs. Similarly, the greater diversification in the
Company’s financial current assets should be
emphasised, new intruments, and a more ration-
al management of traditional ones, being em-
ployed.

Furthermore, this has been carried out simul-
taneously with an improvement of the guarantee
and solvency ratios, as shown in the table below.
This result has seen the influence of the policy
of increasing shareholders’ equity and adapting
the volume of investments, together with the
depreciation rate in the former and self-financing
in the latter.

Self-financing capacity, although improvement
continues as mentioned earlier, must continue
to increase in the future.
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Gearing has been severely corrected, and
now shows a clearly falling trend after having
stabilised in 1983. This correction has been in-
tensified at the short term level, with a positive
effect on marginal financing costs.

On the other hand, although the present
gearing is higher than in 1980, the different li-
quidity situation in these two years should be
taken into account, with a better balanced
situation existing at the present after correcting
the considerable risk compensation in the early
years of this five-year period.

Financial policy, in turn, on having been mark-
ed by the need to match debt to the real ca-
pacity for generating resources, has committed
a substantial improvement in the capacity to
repay debt, improving in several of these years,
and also in the ratio of resources generated to
interest expenses, where the former are almost
double the latter.

With respect to revolving fund policies, the
improvements initiated the year before have
continued and a more compensated development
has been achieved in the growth of net current
assets from operations. With respect to
net current assets other than from operations,
the traditional tendency has continued, improv-
ing the management of these in line with the
earlier comments for working capital.

All of this has enabled a major restructuring
of the Company’s financial balances, and thanks
to the easier situation, it is now possible to ini-
tiate and intensify qualitative debt policies,
without this meaning that the objectives indica-
ted are not to be aimed at in the future.

It can therefore be stated that Telefonica’s
capacity has improved quantitatively and quali-
tatively, having a present growth potential
greater than that of previous years.

This greater solvency and solidity, on the
other hand, has been achieved while main-
taining a positive rate of activity and real
investment, substantially improving the return
on assets employed in operations and other
profitability ratios with the consequent benefit
for the shareholder, both directly and through
the rise in share prices that this has led to on
the Stock Exchanges.



MR. FERNANDO PEREZ OLIVARES HINOJOSA and MR. JOSE CARLES ABELLO,
designated Auditors of the Accounts for the year of 1984 by the Annual General
Meeting of Shareholders of the Compaiiia Telefénica Nacional de Espafa, held on
June 29, 1984, state that they have analysed the Balance Sheet, Statement of Profit
and Loss, Statement of Changes in Financial Position, and Statement of Movement
and Direct Applications to Reserves, together with the 25 Notes thereon and the
external reports of the auditors and the Spanish statutary auditors, included in the
Company’s Annual Report and they have found them in accordance with the infor-
mation requested by and provided to them, so that they consider that they give a
true and fair view of the financial situation of the Company and consequently
propose approval thereof by the Annual General Meeting.

And in testimony of which, we sign this Report in Madrid on the
24th of May, 1985.

v (Woag,

Mr. Fernando Pérez-Olivares Hinojosa Mr. José Carles Abelld
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itors’ Report

To the Board of Directors
Compaiiia Telefonica Nacional de Espafa
Madrid

I. We have examined the balance sheet of Compaiiia Telefénjca Nacional
de Espaia (TELEFONICA) at December 31, 1984, the statements of
profit and loss, of movements and direct applications to reserves and of
changes in financial position for the year then ended together with the
explanatory notes, as set out on pages 58 to 77. Our examination was
made in accordance with generally accepted auditing standards.

2. As indicated in Note | to the financial statements, tariffs corresponding
to the services provided by TELEFONICA are submitted annually to
the Spanish government for approval, with the prior intervention of the
Government Delegate in the Company and agreement of the Prices
Commission. Consequently, TELEFONICA falls within the group of re-
gulated entities whose peculiarities permit that income and expenses
may be attributable to each period not only on the accrual basis but
also when the related specific concepts of revenue and cost are
computed as part of the approved tariffs. On this basis, the recovery of
the amounts invested or deferred in the assets of the Company, par-
ticularly deferred exchange losses, will depend upon the adequate future
consideration, in tariffs, of these concepts.

3. The employees of the Company are covered by a social benefit plan
governed by the mutual pension fund “Institucién Telefénica de Previ-
sion” (ITP). The characteristics of this plan and the difficulties associated
with its viability are explained in Note 23 to the financial statements.
At present negotiations are in process between the interested parties in
order to determine a new scheme of social benefits assumable by the
parties involved.

In our independent auditor’ report of May 31, 1984 with respect to
the financial statements as at December 31, 1983, we qualified our
opinion due to the uncertainty existing with respect to the potential
liabilities, if any, that could have resulted for TELEFONICA as a conse-
quence of the negotiations concerning the social benefits plan.

Based upon the opinion of qualified independent legal counsel, which
has confirmed TELEFONICA’s compliance with all its contractual obli-
gations to ITP, as well as its legal independence from ITP, we under-
stand that there exists no other secondary responsibility of TELEFONICA
to ITP than that expressed in Note 23 to the financial statements.



4. In our opinion, the financial statements referred to in paragraph |
present fairly the financial position of Compafia Telefénica Nacional de
Espafia at December 31, 1984, and the results of its operations, move-
ments in reserves and changes in financial position for the year then
ended, in conformity with accounting principles generally accepted in
Spain and, as explained in paragraph 2, those required or permitted by
the specific regulations governing TELEFONICA's activities, applied on
a basis consistent with that of the preceding year. Accounting principles
which are of significance in the preparation of the financial statements
are described in Note 2.

5. These financial statements and related notes were originally issued in
the Spanish language; the translation into English is solely for the con-
venience of international readers.

Price Waterhouse Audiberia, S. A.
(Member of Fox
Moore International)

Madrid, April 29, 1985
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MR. PEDRO RODRIGUEZ SAN
ROMAN and MR. ENRIQUE FER-
NANDEZ PENA, full members of
the Institute of Spanish Statutory
Auditors, in compliance with the
mandate from the Management
Committee of Compaiiia Telefénica
Nacional de Espafia, S. A., in accord-
ance with Article 47 of the stock
Exchange Regulations in force (De-
cree 1506/67 of June 30) have
examined the Balance Sheet of the
Company at December 31, 1984
together with the Statement of
Profit and Loss corresponding to
that year.

In the examination carried out
we have jointly taken into account
the work and reports prepared by
the firms Price Waterhouse and
Audiberia, S. A., which have audited
the Company’s accounts during
1984, all in accordance with Tele-
fonica.

The said review has given rise to
this Report |7/85 that is issued
with the remarks and observations
given below.

Jtatutory

I. General remarks

I.1. The figures contained in
the Balance Sheet and State-
ment of Profit and Loss
audited come from the
Company’s general ledger
and auxiliary books, in ac-
cordance with general ac-
count groupings, shown in
detail in the annual ac-
counts.

[.2. The Company’s Balance
Book number 3, legalized
on May 30, 1973 under
number 8,756 shows the
Trial Balances on March
31, June 30, September 30
and December 31, 1984.

[.3. The Company's Day Book
number 23, legalized on
August 5, 1977 under the
number 12,002, shows the
summary of the entries
made each month, in ac-
cordance with the account
groupings mentioned in
[.1.

2. Remarks on the
Balance Sheet
2.1. Fixed assets.
This item has increased by
175,417 million Pesetas in
1984, fundamentally cor-
responding to purchases,
works contracted with
third parties and direct
imputations amounting to
151,426 million Pesetas,
and on the other hand, to
indirect investment costs
of 17,662 million Pesetas and
interest expenses charged
to the works amounting
to 6,329 million Pesetas.
Interest has been calculated
at 9% by applying a rate
of 0.75% per month on

2.2

2.3.

the balance of the work in
progress at the end of the
previous month, without
including interest expenses
already charged.

The fixed assets have
been revalued in accord-
ance with Article 3 of the
law of December 31, 1945
by 143,342 million Pesetas,
credited to accumulated
Depreciation for the year
in 57,784 million Pesetas
and charged to the revalu-
ation surplus in 85,558 mil-
lion Pesetas. This authori-
zation, which the Company
may carry out after ob-
taining prior approval from
the Ministry of Finance,
has been applied to the
fixed asset inventory at De-
cember 31, 1983.

Accumulated
depreciation and
amortization of assets.

The relevant credit items
charged to the 1984 results
amount to 96,028 million
Pesetas (95,427 million Pe-
setas of depreciation of fi-
xed assets and 601 million
Pesetas of amortization of
intangible assets). The
overall percentage of the
average value of deprecia-
ble plant (without including
the revaluation pending
mentioned above) has been
5.20%.

Net shareholdings in

companies.

Investments in the Telefo-
nica group have been valued
on the basis of the corres-
ponding company balance
sheets at December 31,
983 and represent a re-
duction of 949 million Pe-
setas that had been charged
to the Voluntary Reserve.
I he income received as
dividends during 1984 from
these shareholdings has
amounted to 395 million
Pesetas.



2.4.

2.5.

Loans to affiliates and
associates.

In the balance on this ac-
count at the year end the
most significant amount
corresponded to the bor-
rowings of Telefonia y Fi-
nanzas, S. A. (an affiliate in
which Telefonica has a
100% interest), a stock
exchange share dealing
company permitted for
this purpose by the Spa-
nish Stock Exchanges (Ar-
ticle 41 of the Stock Ex-
change Regulations in force).
This balance was practical-
ly settled in the first quar-
ter of 1985.

Unrealized exchange
losses.

The revaluation of foreign
currency borrowings at
the year end amounted to
58,164 million Pesetas.
This amount is the future
potential loss that the
Company will have to
withstand in the coming
years if present exchange
parities are maintained. In
order to cover these los-
ses the Coordinated Four
Year Plan with the Govern-
ment (1983/1986) includes
this item in the tariff pro-
vision.
During 1984 the company
has absorbed and charged
to results 14,230 million
Pesetas and 1,394 million
compensated by positive
exchange differences, cor-
responding to the collec-
tion of payment for ser-
vices in foreign currency.
At the year end the Self-
Insurance Provision for
exchange losses had a ba-
lance of 21,598 million Pe-

_setas, which reduces the

above-mentioned risk of
58,164 million Pesetas.

2.6.

2.7,

2.8.

2.9.

2.10.

Inventories.

The policy of not reflecting
purchases carried out when
the invoices are being pro-
cessed at the year end
continues: we have been
informed that this policy
will be modified in the fu-
ture.

Accounts receivable.

The caption “Subscribers”
includes ex-subscribers
where debt collection is
doubtful, amounting to a
total of 3,961 million Pese-
tas, pending revaluation.
There are provisions of
2,884 million Pesetas to
cover this amount in the
“Provision for bad-debt”
item.

Share capital.

The company, thus autho-
rised by the Annual Gene-
ral Meeting of Shareholders
held on June |1, 1982, has
carried out a capital in-
crease of 32,042 million Pe-
setas on the basis of one
new share for every one
held, with 30% of the no-
minal value charged to the
Reserves (14,419 million
Pesetas).

Statutory reserve.

The balance in this acount
has increased by 400 mil-
lion Pesetas due to the
distribution of profits for
1983 with a balance of
6,905 million Pesetas at
December 31, 1984.

Voluntary reserve and
revaluation surplus.

These have been increased
by 85,558 million Pesetas,
as a result of net plant re-
valuation, and reduced by
9,012 million Pesetas due
to the part charged to re-
serves of the capital in-

2:11;

2.12.

crease, and 949 million Pe-
setas as a consequence of
the reduction in the valu-
ation of shareholdings in
group companies. Further-
more, this item includes
the balance on the Share
Premium Reserve account,
amounting to 1,733 million
Pesetas.

Technological
development reserve.

The balance on this account
has increased by 4,292 mil-
lion Pesetas due to the dif-
ference between material
recovered and dismantling
costs.

Debentures and bonds.

Debentures amounting to
67,455 million Pesetas have
been issued in 1984, of
which 47,536 million Pese-
tas have been received.
The total amount of the
difference plus an exten-
sion of 5,000 million Pese-
tas were received in Ja-
nuary, 1985. A total of
75,889 million Pesetas
have been obtained via oth-
er financial instruments.
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2.13. Pensions.

Telefénica employees are
the beneficiaries of a social
welfare scheme, with pen-
sions that substitute and
complement the Social
Security. These pensions
are provived by the Insti-
tucion Telefénica de Previ-
sion (ITP), a pension fund
with an independent legal
status created in accord-
ance with the law of De-
cember 6, 194] and the
regulations of May 26,
1943 relating to mutual
benefit funds.

The circumstances and
explanations of this matter
are described in Note 23
to the Financial Statements.
The latest calculations by
actuaries show that, given
the qualitative and quanti-
tative importance of the
services provided by this
institution, the resources
that it possesses and the
contributions made by
employees and Telefénica
(4.3% and 9% of the regu-
latory salary, respectively)
are insufficient to cover
the obligations to benefi-
ciaries in the future, both
with respect to retired
personnel and those in ac-
tive service. For this rea-
son negotiations have com-
menced between the inte-
rested parties, creating a
tripartite Commission for
this purpose (ITP, Trade
Unions and Telefénica).

In our report of last year
we qualified our opinion
relating to the eventual
liabilities that may arise for
Telefénica as a result of
these negotiations, announ-
ced in May, 1984.

This year, on the basis of
an independent legal re-
port demonstrating compli-
ance with all contractual
obligations with the ITP
and the non-existence of
legal responsability for Te-
lefénica, the said qualifica-
tion on contingencies not
reflected in the annual ac-
counts is eliminated.

3. Remarks on the Statement
of Profit and Loss

3.1%

3:2.

Income.

The estimate of income
items for the year is con-
sidered to be correct. The
estimate carried out the
year before included insig-
nificant variations on the
final figures.

Costs and expenses.

The costs and expenses
imputed by the Company
are considered to have
been settled reasonably
and are correctly accounted
for in the fiscal year.

On the basis of the verifi-
cations made, jointly with
the work and reports of
the firms Price Waterhouse
and Audiberia, S. A, we
hereby issue the following:



REPORT

As a result of the review carried out it is our professional opinion, that
the Balance Sheet and the Statement of Profit and Loss of the Compariia
Telefénica Nacional de Espana, S. A., attached, present a true and fair view
of the financial situation of the Company at December 31, 1984 and that
they have been prepared and submitted in accordance with generally
accepted accounting principles in Spain and are substantially coherent with
previous years, in accordance with the contracts and agreements in force
with the Spanish authorities and subject to the considerations that we
have indicated.

And considering our professional work as commissioned to have fin-
ished, we issue this document with one original and six copies, issued in six
numbered pages of official paper from the Institute of Spanish Statutory
Auditors, to which two appendices, also numbered, are attached and
which we sign, seal, and paraph in Madrid on May 22, Nineteen hundred
and eighty-five.

Enrique Ferndndez Pefia Pedro Rodriguez San Roman
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ce

(before distribution of profits)

(In millions of pesetas)

1eet at Uece

ASSETS

FIXED ASSETS (Note 3) ....cccocoooennrriinnnnnns
Land
Buildings and power equipment ..........ccccouuuuene &
Telephone installations
Other fixed assets

Accumulated depreciation ...

Fixed assets under construction:
Work in progress
Advances to suppliers

INTANGIBLE ASSETS (Note 4)
Research and development and others .............
Accumulated amOrtization ........ssmsssesssnnenies

INVESTMENTS
§Notes 5 and 6)

hares and others
Loans to group COmMpanies .......sssemeeees -
Loans to employees
Guarantees and deposits

DEFERRED CHARGES (Note 7) ...

UNREALIZED EXCHANGE LOSSES
(Note 8)

INVENTORIES (Note 9) ....cccooovvmrrrirernuinnns
Inventories on hand
Obsolescence reserve

ACCOUNTS RECEIVABLE ...
Subscribers (Note 10)
Provision for bad debts (Note 10) .....cc...cooeuee.
Miscellaneous receivables
Provision for bad debts

CASH AND BANKS (Note I1)

Unused facilities - cash and banks ...
Short term investments
Funds in transit and Others ... A

OTHER CURRENT ASSETS AND
PREPAYMENTS
Prepayménts
Interim dividend
Debentures pending subscription ... =

Total

MEMORANDUM ACCOUNTS
(Note 25)

Notes | to 25 form an integral part of this statement.

1983

1,239,631
1,148,921
76,179
14,531

: 3797
4923
(1,126)

- 137,677
20,536
14,924

9,186

75972

24,774

175,155

36,195

120333

1,522,720

50,163




LIABILITIES

SHAREHOLDERS’ EQUITY ...
Share capital (Note 12)

Reserves: (Note 13)
Statutory reserve
Voluntary reserve and revaluation surplus ......
Technological development reserve ................ =
Unappropriated profit

NON-REIMBURSABLE CONTRIBUTIONS
FOR RIGHTS OF USE AND OTHERS
(Note 14)

PROVISIONS (Note I5) .......ccccccovvvvssissssses
Risk and exchange loss self-insurance .............. s
Other provisions

LONG TERM DEBT
Debentures and bonds (Note 16) .......cooeee
Loans and credit facilities (Note 17) ....cownree
Loans from the Institucién Telefonlca de

Prevision (ITP) :
Notes payable to sy pllers Note 18) ........cc.....
Collective Insurance r employees ( ote 24) .....

SHORT TERM DEBT s
Loans and credit facilities (Note l7) o
Suppllers (Note 18)

Notes payable to suppliers (Note [1:) Jp—
Taxes yable (Note 19)
Social Security payable
Other credltors ote 20) 1 S
Dividend payable (Note 21) ...

ACCRUALS (Note 22) ...
Accrued expenses and deferred Income e —
Interest payable-ITP

PROFIT AND LOSS
Profit for the year

Total

MEMORANDUM ACCOUNTS
(Note 25)

Notes | to 25 form an integral part of this statement.
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(In

INCOME

Revenue from services
Connection fees
Suburban connection fees and others .............. -
Surcharges SEatesi :

Private exchange maintenance ...
Amortization of irrevocable rights of use ........

COSTS AND EXPENSES ..o &

Salaries and related costs
Outside work, supplies and Services ...
Taxes '
Provision for bad debts (subscribers) .................
Other charges :
Exchange losses
Financial expenses
Sundry expenses .
Depreciation of fixed assets ........cooecerricnnnens
Amortization of intangible assets ... :
Amortization of deferred charges .........ccccocumnene
Internal expenditure capitalized in fixed assets:
Labour, materials and overhead .......ccooococeeecee
Notional interest allocated to construction in
progress

OPERATING PROFIT ...
OTHER INCOME

STATE LEVY
NET PROFIT

Notes | to 25 form an integral part of this statement.

millions of pesetas)




(This statement has been prepared in accordance with the classification of short and long term debts,
described in Note 2.2 k)

Millions of pesetas

SOURCES

Net profit for the year

Depreciation and amortization ...

Net movements in reserves and irrevocable
rights of use

Self-insurance and exchange differences .............

FUNDS PROVIDED BY OPERATIONS..

Capital increase
Loans to affiliates
Debentures issued
Foreign currency loans
Other loans, credit facilities and notes payable...

TOTAL SOURCES

APPLICATIONS

Dividends

Additions to fixed assets

Other additions:
Advances to suppliers of fixed assets ............ 4,543
Intangible assets 1,658
Investments in affiliates .......cocoecnmeiecmmecinn 15,386
Deferred charges 2,602

Debentures redeemed
Amortization of foreign currency loans ............
Amortization of other loans, credit facilities and

notes payable

TOTAL APPLICATIONS ...
NET MOVEMENTS

COMPOSITION OF NET
MOVEMENTS:

Increase in inventories
Increase in receivables
Increase in cash and banks ........ceiinnne =
Increase in prepayments
Variation in short term debt .....c.cccovevuecrcnenn
Increase in accruals
Variation in dividend accounts .......ceemsecees 5

Total

1983

27,536
63,682

2,832
8,615

122,665
33,644

30,537
28,026

55,920
270,792

26,434
159,861
24,189

19,699
10411

21,408
262,002
8,790

4728
16,072
20,675

5,054

(32,990
(7.524
2,775

8,790

Notes | to 25 form an integral part of this statement .
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STATEMENT OF MOVEMENTS AND DIRECT
APPLICATIONS TO RESERVES FOR THE YEARS
ENDED DECEMBER 31

(In millions of pesetas)

Balance at the beginning of the year

Profit from preceding year
Dividend declared

Portion of capital increase charged to reserves (Note 12)

— Asset revaluation (devaluation):
Fixed assets (Note 3)

Investments

— Direct operational applications:
Technological development reserve (Note 2.2.b)

Provision for bad debts - prior years

Balance at the end of the year, before distribution of profits

1984 1983
379,901 311,607
27.536 26,546
(27,095) (26,434)
(9.612) (14,419)
85,558 80,344
(949) (562)
4292 4,550
— (1,731)
459,631 379,901

Notes | to 25 form an integral part of this statement.

NOTES TO THE FINANCIAL
STATEMENTS AT DECEMBER 31,
1984 AND 1983

NOTE | - ACTIVITY AND CONTRACT
WITH THE STATE

I.I' Conditions of the Concession Agreement
The law of December 31, 1945 authorized the
Government to execute a contract with the Com-
paiia Telefonica Nacional de Espafia (TELEFONICA).
The contract regulating the conditions of the
concession was approved by Decree of October 31,
1946. For this reason TELEFONICA is a limited
company regulated by the specific rules of this
contract.
Condition 2 of the contract defines the monopoly
services that the Company can operate within the
scope of the “Telephone System™ which allows for
the transmission of speech, independently of the
procedure used.
TELEFONICA services were expanded under the
Decree of December 21, 1970 and the Order of
October 26, 1978, to include monopoly of port and
coastal communication services and non-monopoly
services for information and data transmission.

1.2 Fiscal status
The fiscal status of TELEFONICA is established in
Condition 7, by which the State shares in the

Company's revenue and, consequently, as the most
significant factor, has the right to receive annually a
levy of 15% of the net profit of the Company, such
amount never to be less that 6% of the Company’s
gross revenue from services, as defined by Condition
24 of the contract.

The amounts to be received by the State under the
terms of Condition 7, are considered for all legal
purposes as a tax. Also, by virtue of the national
scope of the Company’s services, it is exempt from
all other taxes or contributions, excise taxes or
duties of any kind, it being understood that the
exemptions and exceptions from taxes, excise taxes
and duties established in this condition will be fully
effective, even if this is not specifically stated in the
laws or stipulations regulating the levying of such
taxes (Condition 26).

Tariff situation

The arrangement for authorizing tariffs for the
services rendered is set out in Condition |9 of the
Concession Agreement and in subsequent regulations.
The tariffs will be reviewed, at the Company's request,
when for two consecutive years they do not give a
sufficiently high yield to cover all the operating
expenses, allocate the required amount for the
depreciation of the installations and properties of the
company, accumulate and maintain the statutory
reserve referred to in Condition 7 of the contract or
any other required by law, and, obtain a surplus in
each fiscal year of not less that 5% of the paid-in
share capital plus reserves defined under heading e)
of Condition 24.




PROPOSAL FOR DISTRIBUTION OF THE PROFIT
FOR THE YEAR 1984

Millions of
pesetas
Unappropriated profit brought forward from previous year 68
Net profit for the year 32,620
Total available for distribution 32,688
PROPOSED DISTRIBUTION

5% Interim dividend on shares N2 | to 576,748,073 payable as from November |1, 1984 ... 14419
6% Final dividend on the same shares pending approval 17,302

11% dividend on shares n.2 576,748,074 to 640,831,193 (proportional to the period paid-up) pending
approval 493
Total dividends 32214
To statutory reserve 400
Unappropriated profit carried forward 74
Total proposed distribution 32,688

NOTE 2 - BASES OF PRESENTATION

AND SIGNIFICANT
ACCOUNTING PRINCIPLES

2.| Bases of presentation

a)

b)

9

The financial statements have been prepared based
on the accounting records of TELEFONICA of
each year.

The financial statements are presented before the
proposed distribution of the profit for the year.
The distribution of 1984 profits is subject to
approval by the Shareholders’ General Meeting.
Due to the need to have a statement of profit
and loss which shows as far as possible the direct
and indirect results of service operations, certain
operational concepts, which are considered as
not forming part of distributable net profit, (such
as, those corresponding to plant dismantling,
corrections to the valuation of trade investments,
and other extraordinary items) are applied directly
to the Company's reserves. Consequently, the
statement of profit and loss and the statement of
movements and direct applications to reserves
should be read and considered together.

2.2 Significant accounting principles
a) Accounting standards

The accounting principles adopted in drawing up
the financial statements are, in general, in
accordance with generally accepted accounting

b)

principles in Spain, together with others required
or allowed under the conditions of concession
and by virtue of the character of a regulated
enterprise, especially those referring to the
revaluation of fixed assets and investments,
treatment of exchange differences, the self-
insurance fund and plant dismantling.

All amounts in the notes to the financial
statements are expressed in MILLIONS OF
PESETAS.

Fixed assets and method of depreciation
TELEFONICA, with the approval of the Ministerio
de Hacienda (Finance Ministry), can revalue its
assets in order to bring them into line with the
real value of its properties and installations
(Condition 24). Should this revaluation give rise
to an increase in asset values such increase will
not be included in the basis for the calculation of
the State levy.

In line with the above, fixed assets are valued at
their estimated replacement cost, in accordance
with the explanations given in Note 3. Revaluations
at replacement value, net of the corresponding
revaluation of depreciation funds, are credited to
the revaluation surplus account. Additions are
accounted for at their respective purchase price
and installation cost, including direct labour and
materials used, together with an allocatable share
of the overheads and a notional interest allocation
to the start-up date of the asset concerned.
Idle facilities (due to scrapping or dismantling of
the plant) are deducted from the value of the
corresponding fixed asset account. At the same
time, an equivalent amount is deducted from the
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<)

9

)

value of the accumulated depreciation, on the
overall assumption (periodically reviewed) that
the facilities dismantied are the oldest and that
these are fully depreciated. Furthermore, the
residual value of dismantled facilities is charged to
a corresponding inventory account and credited
to the technological development reserve and
this account, where applicable, is charged with
the inherent cost of dismantling the plant.

The annual depreciation charge is calculated
using the straight'line method, by applying
coefficients, in line with the useful life of the
assets, to the net revalued amounts.
Maintenance and repair of fixed assets.

The amounts resulting from the maintenance and
repair of fixed assets, when they do not relate to
an increase or improvement, are charged to
expenses in the year in which they are incurred.
Intangible assets.

The items recorded by the company as intangible
assets comprise labour costs and costs of outside
services and supplies incurred in developing new
product lines. Amortization is scheduled over a
maximum period of 5 years from completion of
the projects.

The rights acquired for the use of equipment and
installations owned by others as a consequence
of official concessions or irrevocable rights of use,
are valued at their respective historical purchase
cost and are amortized by the straight-line method
over periods not exceeding the estimated term of
recovery through revenue.

Intangible assets, when fully amortized, are
cancelled.

Investments - Net investments in companies
The financial statements do not present the
consolidated financial position of TELEFONICA
and its subsidiaries. Consolidation exercises have
been carried out and the results reflect that there
is no significant impact on the Company's financial
statements.

The valuation of the Company's investments in
other companies is annually adjusted against the
Company’s reserves, on the basis of the theoretical
equity value of these companies, using the balance
sheets as at December 3| of the previous fiscal
year, as approved by the Annual General Meeting
of Shareholders. Dividends are recorded as revenue
when received.

Deferred charges

Debenture issue expenses are amortized on a
straight-line basis over the period of the issues.
The remainder of deferred charges are amortized
on the straight-line method over periods of
between 5 and 10 years.
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Valuation of foreign currency accounts

Foreign accounts are valued at the end of the
year at the official exchange rate ruling in the
Madrid foreign exchange market. The differences
are recorded each year in the “Unrealized exchange
losses™ account. These are charged to expenses
each year, as realized, in accordance with the
repayment of the foreign currency debt to which
they relate. The fixing of tariffs of each year takes
into consideration the recovery of these deferred
expenses. Furthermore, the 4-year plan, agreed to
with the Spanish Government, contemplates the
recovery of these deferred expenses, for the period
which it covers, through tariff charges.
Inventories

Inventories are valued, in general, at their weighted
average purchase cost, which is lower than the
net replacement cost or realizable value.
Invoicing and accounting for revenue from services
Revenue from services is accounted for on the
accrual basis. For this reason, at the end of each
year adjustments are recorded to recognise
prepayments with respect to services invoiced bi-
monthly in advance, and to accrue for unbilled
services provided.

Pensions and other social services

Retirement pensions of TELEFONICA employees
are covered by the “Instituciéon Telefonica de
Prevision” (ITP), whose relationship with the
Company is described in Note 23.
Contributions made by TELEFONICA to ITP are
charged to expenses together with other payroll
costs.

Short and long term debts

For the purposes of the balance sheet, debts are
classified according to the maturity dates, from
the time they are contracted and up to settlement,
as follows:

Short term — Maturity up to |18 months

Long term — Maturity over |8 months
Notwithstanding, the corresponding Notes disclose
the maturities within the 12 months from balance
sheet date, and those subsequent to 12 months.



NOTE 3 — FIXED ASSETS

3.1 The composition by type of fixed asset and movements during 1984 are as follows:

Gross book Additions Dismantled | Gross book
value at Revaluation for the plant and value at
31-12-1983 year retirements | 31-12-1984
Items
Land 30,290 — 630 (6% 30914
Buildings and power equipment ........ 129,361 4,099 8,066 (356 141,170
Exchange equipment ..........ccmmesennss 577,449 50,757 45,488 (2,943) 670,751
Wire and cable transmission equip-
ment 155,398 13,144 9,924 (2,079) 176,387
Radio and satellite communication
transmission equipment ...........cce... 31,847 2,446 3,217 (460) 37,050
Local and trunk networks .........c.... 737,149 64,998 58,071 (11.911) 848,307
Subscriber sets and other related
installations 230,826 7,898 47,709 (21,312 265,121
Furniture, office and other equipment 9,052 — 1,230 (21 10,065
Other installations .........ceeiimcsune: 1,860 — 519 — 2,379
Fixed assets in SErvice .......c.cecmmemne 1,903,232 143,342 174,854 (39.284) 2,182,144
Work in progress ......occsssesssens 76,179 - 563 — 76,742
Gross additions .......cceemmmmmmsennns 175,417
Advances to suppliers for fixed assets. 14,531 — (1.775) — 12,756
FIXCA:ASSELS! wivasieesssossrssassenssbmsnanisnss 1,993,942 143,342 173,642 (39,284) 2,271,642
3.2 Service and operating conditions and the obligations 3.4 The insurance policies contracted by TELEFONICA

of the Concession Agreement require TELEFONICA
to maintain a permanent investment programme to
ensure a service with the most up-to-date and effi-

cient equipment.

The investment budget for 1985 amounts to Ptas
198,969 million, of which Ptas 191,215 is to be inves- 35
ted in fixed assets, and the remainder largely in
companies. The continuous and long-term nature of
TELEFONICA's investments means that a part of this
budget is related to the completion of projects

initiated in previous years.

The fixed asset additions comprise the following:

1984 1983
Labour 25,145 | 24,094
Material from Stock ... 35,324 | 30,857
Suppliers 49,583 | 51,617
Contractors and other direct
charges 41,374 | 32,480
Overhead and others 17,662 | 15,203
Interest allocation ............... ceasereee [IOI32Y 5610
Total 175,417 | 159,861

3.3. Condition 9 of the State Contract stipulates that
those fixed assets of TELEFONICA related to tele-
phones services cannot be mortgaged. In accordance
with this, these assets at December 31, 1984 are not
pledged under loan contracts, except for isolated
operations involving insignificant amounts. At the

same date assets amounting to Ptas 237,700

million,

are subject to legal regulations (mainly inspection by
the relevant authorities) derived from Decree Law
19/1961 and Law 6171978, which regulates the
benefits obtained for the reduction of withholding
tax on interest on the loans and borrowings indicated

in Notes |6 and 17.

cover all of the assets owned by the Company, with
the exception of the local and trunk networks and
the subscriber sets to which corresponding self-
insurance provisions are applied.

Revaluation of fixed assets.

The revaluations made to date, in accordance with
the requirements of the conditions of the Concession
Agreement mentioned in Note 2.2 b) have resulted in
the following movements:

Increased| Revalu-

Year Revalu- | depreci- | ation
ation ation reserve
From 1946 to
1978 338,895 | 162,674 176,221
1979 .| 174,682 | 105,840 68,842

1980 . 188,544 | 120,647 67,897
1982 . 109,053 68,796 40,257
1983 . 134,420 54,076 80,344

1984 ... | 143342 | 57784 | 85558
Total 1,088,936 | 569817 | 519,119

The revaluation process comprises the valuation of
the inventory of physical units at replacement prices
of the previous year. These prices are obtained by
applying the corresponding price increase index of
the supplier or suppliers to the average historical pri-
ces, or by estimated values given by the Company’s
technical departments. In the latter case the total
surplus is compared to that obtained by an indexing
procedure, the lower of the two being applied.

The same indexes used to revalue fixed assets are
applied to revalue the accumulated depreciation.
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3.6 Dismantled plant

During the year 1984 the fixed assets and accumulated
depreciation accounts were reduced by Ptas 39,284
million, crediting the technological development
reserve with Ptas 4,292 million being the net effect of
costs and revenue arising from dismantling.

For the purposes of the above calculation, dismantled
plant is considered to be the oldest plant, generally
corresponding to fully depreciated equipment, in
accordance with the criteria followed in accounting
for dismantling (Note 2.2.b).

3.7 Accumulated depreciation of fixed assets
The composition of the accumulated depreciation and its movements during 1984 are as follows:
Accumu- Accumu-
lated Depreci- lated
depreci- Dis- ation depreci-
ation at Revalu- mantled for the ation at
Group 31-12-83 ation Transfer plant year 31-12-84
Buildings and power equipment ............. 37,280 1,678 408 (362) 3,981 42,170
Exchange equipment ........cmccceenns 213,192 17,876 (655) (2.943; 23,140 251,918
Wire and cable transmission equipment.. 84,000 6,908 32 (2,079 9,422 98,220
Radio and satellite communication
transmission equipment 18,430 1,447 (65) (460) 1,643 21,124
Local and trunk networks ... 292,028 26,367 1.914 (11,911) 28,960 333,529
Subscriber sets and other related instal- :
lations 103,804 3,508 (1,635) (21,312) 27,168 114,803
Furniture, office and other equipment .... 5,385 — 13 (217) 1,076 6,257
Otheriinstallations Bt 192 — — — 37 229
Total 754311 57,784 12 (39.284) 95,427 868,250
3.8 TELEFONICA, each year revises the useful lives of
its plant with the objective of adapting such lives to Group Years
the effects of new investments and obsolescence.
The results obtained from these revisions enable the Eulldlngs S RN T AR R ;?'32
Company to determine with greater accuracy, the Eom;ler SquipIent t 23'24
rates of depreciation applicable to each fixed asset, sz' angedequmgn' : I5-I6
taking into account not only its type, but also in each La doban dtrlar;smlsswn equipmient. 44-48
case, the conditions under which it is operating and Polee g i TASLIUCLUTE onsurioeess 22.94
other special factors which might affect its rate of Cotfls ANCAWITES : 20'22
depreciation. Sab es'b. ................. -8 9
The rate of depreciation applied during 1983 and Szb::::;b:: :::: hstallatlon 9 |-6
0, takle | QULSLTIDCT SCLS HISLalaliOn .......... =
f'izgg rsassetl:een an average of 5.2% of depreciable Booths, furniture, equipment, work-
The following table indicates the useful lives of the Oshhopfs', e;c. """""""""""""""""""" I;
various types of fixed assets used by the Company, F.t. ?‘r dxe dasels v T 22.23
and which results in the overall average depreciation HISHEC: PIOJCCLS MOLEgrRYpea: :
rate of 5.2%:




NOTE 4 — INTANGIBLE ASSETS

These accounts are detailed as follows:

Book %
t |value at |amorti-
131-12-83 | zation

Research, studies and devel-

Opment Projects ... 2,983 20
Allocations to systems and |
installations ... ; 646 10

Installation concessions 1,294 4

Gross intangible assets ...... | ! 4,923
Less: Accumulated amorti- *
ZALION] i i 1,126

NOTE 5 — INVESTMENTS - SHAREHOLDINGS IN COMPANIES

5.1. The details at December 3| are as follows:

1983
Net interest in companies (Note 2.2 e) ) 15,791
Other investments 4,745

Total

20,536

5.2. Transactions during 1984 and 1983 between TELEFONICA and companies in which it has an interest have been as follows:

Acquisitions

Interest of goods and

Dividends charged by services by
received TELEFONICA TELEFONICA

| 1983 | 1983
Affiliates 16,625
Associates | 56,278
Total 72,903

Interest charged to related companies has been at market rates.

5.3 .The information presented in the following tables
under the titles “Income before taxes” and “Equity
value at December 31, 1984" have been prepared
based on the financial statements of Group compan-
ies at December 31, 1984. The calculation of the
equity value takes into account audit adjustments
required to present the best estimate of the share of
net worth at the end of 1984.
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5.4 Relevant data for TELEFONICA Group companies is as follows:

TELEFONICA Equity
direct value at 1984 income
Share holding Book December 31, before tax
Company name capital % value 1984 profit (loss)
Affiliates:
Comercial de Servicios Electréni-

cos, S. A. (COSESA) 700 99.14 1,699 1,609 |
ENITEE SYAS . 350 100.00 385 572 6l
Compaiiia Publicitaria de Exclusi-

vas Telefénicas, S. A. (CETESA). 434 97.33 642 672 67
Hispano Radio Maritima, S. A....... 500 100.00 1,026 636 (373)
Griéficas de Burgos, S. A.

(GRAFIBUR) ..ooooeveeenessnenssmnesnes 325 100.00 342 398 58
Electrénica Aragonesa, S.A. (ELASA) 300 100.00 323 384 128
Telefonia y Finanzas, S. A.

(@ELEISA) -t s 500 100.00 1,235 399 (652)
Compaiiia Financiera de la Tele-

fonia Espafiola B.V. ..o | 100.00 I | -—
Sistemas e Instalaciones de

Telecomunicacién, S.A. (SINTEL) 1,100 100.00 2,363 2,775 496
Amper; SSAL L 800 87.50 396 598 138
Urbana Ibérica, S. A. .cccvnvvrine 330 100.00 184 | (104)
Telefénica International 25 100.00 25 25 —
Control Electrénico Integrado, S.A. 80 55.00 ] 44 —

8,632 8,114
Associates:
Telettra Espafiola, S. A. ............... 800 51.00 1,568 1,331 101
Cables de Comunicaciones, S. A.

(CCSA) 782 49.00 1,053 1,207 765
Industrias de Telecomunicacién,

A (TN LS A s 2,600 49.00 1,283 2,151 1,305
Standard Eléctrica, S. A. (SESA)... |12,335 20.64 3,625 3,148 (650)
Sociedad Espafiola de Telecomu-

nicaciones, S. A. (SECOINSA).. 8,681 23.75 239 731 158
INDELEC 300 30.00 75 84 —

7,843 8,652
Others: 162 23
Total 16,637 16,789




NOTE 6 — INVESTMENTS - LOANS
TO GROUP COMPANIES

The balances at December 31, represent financial
advances given by TELEFONICA to group companies:

Activity

Company 1984 1983

AFfIlIAtES ..ooeeviriiereeieiiiiereeieeeeinnnes 8,710 14,679
Associates ... 38 19
Others ........ 414 226
OBl it tesmess s e st aan e e a s ean e eamars 9.162 14,924

Marketing of electronic equipment and services for telecommunications.

Development and implementation of projects in data processing systems
and services.
Promotion of advertising services for directories, telephone booths and

others.
Marketing and maintenance of electronical marine communication

equipment and navigation aids.
Printing telephone directories.

Manufacture and repair of telephones.

Investment management.

Financial operations.

Telecommunication cable and line laying and equipment installation.

Development, manufacture and repair of telephone and telematic
terminals. Manufacture of components (hybrid and flexible circuits).

Real estate activities.

Export of telecommunication equipment & resources.

Systems engineering.

Development, manufacture and installation of electronic telecommunica-
tion equipment, especially in transmission and radio.

‘Installation and sale of cables for telecommunications and electrical
applications.

Manufacture and installation of telecommunication equipment, especially
public and private switchboards and defence systems.

“Manufacture of telephone and telegraph transmission and exchange
systems.

Data transmission and data processing equipment.

Manufacture of portable and mobile communication equipment.

The most important item included in affiliates relates to
TELFISA, the treasury stock holding company. Balances
with this company have been virtually settled at the
beginning of 1985.

NOTE 7 — DEFERRED CHARGES

The balances at December 31 comprise the following:

1984 1983
Debenture and bond issue expenses. | 12,500 8,329

Capital increase expenses 895 737
(Ol oron oo G DD 66 120
A | R S e e S S s 13461 3,461 _—9' 186

Amortization criteria are described in Note 2.2 f); the
amortization charge for 1984 was Ptas 1,838 million
(1983 — Ptas 1,300 millions).

NOTE 8 — UNREALIZED EXCHANGE
LOSSES

The accounting priciples applicable are described in
Note 2.2 g).

Debts in foreign currency are stated in the balance sheet
at the closing exchange rate for the year in the Madrid
Foreign Exchange Market.

The amortization calendar in function of the foreign ex-
change debt maturity, is as follows:

5,680
9,533
8,698
34,253

TETE ] i o S OO e 58,164

The amount of exchange losses realized in 1984, cor-
responding to repayment of debts and other payments
was Ptas 15,624 million (1983—Ptas 6,934 million) of
which Ptas 14,230 million (1983 — Ptas 5,330 million) were
absorbed by charges against the year's profit and Ptas
1,394 million (1983 — Ptas 1,604 million) compensated by
exchange gains generated by service charges in foreign cur-
rency.
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NOTE 9 — INVENTORIES

The inventories in TELEFONICA warehouses or belonging
to the Company and deposited in third parties’ stores at
December 31 are valued in accordance with the criteria
described in Note 2.2.h) and are as follows:

1984 1983
Installation materials ...................... 25,557 | 21,557
Maintenance materials and spare parts | 3,571 2,525
Consumables) ..ot ninnas 1139 1,143 .
Obsolescence reserve .................... 30,267 | 25225
833) | (451)
Total oo 29434 | 24774

NOTE 10 — SUBSCRIBERS

The balances at December 31, comprise:

1984 1983
Services billed:
Private subscribers .........cccoceinenne ; 5317
Pablic entity subscribers 10,877
Ex-subscribers ... | I3961 3219
Uncollectible and pending classifica-
tion 84 143
23615 | 19,556
Unbilled services ......ccovvcvveurnnnns 45,164 | 43,507
68,779 | 63,063
Provision for bad debts ............... (2.884) | (1.476)
Total 65895 | 61,587

During 1984 the movement of the provision for bad debts
account was as follows:

Balance of provision at beginning of 1984 1,476
Provision for 1984 charged to income ...... - 3,206
Cancellation of bad debts, net of telephon

usage tax (1,798)
Balance of provisions at close of 1984 ... 2,884

NOTE Il — CASH AND BANKS

I'1.1 In accordance with the procedures described in Note
17.4, the total of short and long-term credit facilities
granted are registered under the classification “Unused
facilities-Cash and Banks". At December 31, 1984 of
the total balance of this classification, Ptas 43,680 mi-
llion represent unused credit facilities (1983 — 23,807
million).

1.2 The heading “Short term investments” represents
investments in liquid money market instruments.

NOTE 12 — SHARE CAPITAL

All of the shares of the Company on issue at December
31, 1984 have been fully subscribed and paid, and are bear-
er shares of Ptas 500 par value each; of these, 75% are
not transferable to foreigners.

The State has a direct 32% shareholding, together with a
further interest estimated at 15% through official ins-
titutions; the total number of shareholders is estimated to
be approximately 700,000.

The table below reflects the movements of share capital:

Issue of November 15, 1983

Balance December 31, 1983

Issue of October |1, 1984

Balance December 31 1984

Issue of March 25, 1985

NOTE 13 — RESERVES AND
UNAPPROPIATED
PROFIT

13.1 Of the total of reserves and unappropriated profit of
TELEFONICA, the statutory reserve is the only one
specifically regulated by the State Contract (Condi-
tion 24); this contemplates its free distribution for
any use as well as precludes the possibility to increase
this reserve by charge against other reserves. With
respect to the remainder, there do not exist any legal
restrictions on the free distribution of the voluntary,
technological development and revaluation reserves.

13.2 The movement on the Reserve accounts during 1984
has been as follows:

December 31,

1983
Statutory reserve 6,505
Voluntary reserve: 347,289
— Revaluation surplus 433,56}
— Share increase (discount) (52.859)
— Share premium 1,733
— Allocations to extraordinary provisions ... (39.196)
— Revaluations of investments .........cecumes 5,781
— Other (1.731)
Technological development reserve ............. 26,080
Unappropriated profit 27
Total 379,901




Number of
shares

Face
value

Ratio

Price

Paid-in

NOTE 14 — NON-REIMBURSABLE
CONTRIBUTIONS FOR
RIGHTS OF USE AND
OTHERS

These items correspond to one-time payments received
from third parties for leasing a certain number of circuits
of a “Communication System” belonging to TELEFONICA
and included in the Company’s fixed assets. These amounts
are credited to income on a straight-line basis over the
period of the concession.

NOTE |5 — PROVISIONS

The composition of balances at December 31, is as fo-
llows:

(S0 T R ————
Self-insurance
Contingencies

Secondary responsibility for comple-
mentary pensions of ITP .............
Others

Total

The provisions for exchange losses and for secondary
responsibility, created in 1982, do not correspond to con-
ventional accounting practices and were motivated by cri-
teria of exceptional prudence, thus linking free reserves
with possible but not probable contingencies, such as:

— With respect to exchange losses, revenues (tariffs) in
future periods will not allow the usual practice of ab-
sorbing the realized losses in each year.

— With respect to secondary responsibility with ITP, this
provision is set-up, as an independent act by TELE-
FONICA, to cover the possibility that it could be ne-
cessary in the future to complement the cost of the
complementary pensions of ITP.
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NOTE 16 — DEBENTURES AND BONDS

16.1 Composition and movements:

Balance New Repay- Other Balance
31-12-83 issues ments movements 31-12-84
Debentures and bonds in pesetas:
— Non-convertible .........coecunune. 255,531 47,455 (25,364) 211 277,833
— Convertible and/or exchangeable. — 20,000 — — ,00
Debentures and bonds in foreign
currency 19,356 — — 387 19,743
274,887 67,455 (25,364) 598 317,576
Convertible bonds pending subscrip-
tion —_ (19.919) — — (19.919)
Total 274,887 47,536 (25,364) 598 297,657
16.2 Redemption
Year of redemption 1985 1986 1987 Subsequent Total
Amount 34,663 38,467 48,772 175,755 297,657
16.3 Additional information:
1984 1983
Interest exXpense ... 33,097 | 29.580
Accrued interest at December
3l 12,474 | 11,218
Issues subject to fiscal benefits
(Decree Law 19/1961 and Law
6111978):
Debentures in pesetas ... 205,047 (230,411
Debentures in foreign cur- :
rency 18,669 | 18310
The interest rate for debentures and bonds in circula-
tion varies between 5.75% and 15% p.a.

16.4 Foreign currency debentures were issued for US dol-
lars 50 million and Deutsche Mark 200 million and
have been revalued at the official closing exchange
rate of each currency at year end. The revaluation
charged in 1984 to the unrealized exchange losses
account amounts to Ptas 387 million (1983 — Ptas
2,221 million).

16.5 Issues have been subscribed at par value and interest
due is paid periodically with the exception of an issue
in 1984 of Zero Coupon Bonds for Ptas 3,000 mil-
lion, which are optionally redeemable in the years
1989, 1991 or 1994 at respectively 200%, 264% or
400% of their par value.

16.6 In December 1984, an issue of exchangeable or con-

vertible bonds for Ptas 20,000 million was placed in
circulation. This issue was increased to Ptas 25,000
million in January 1985. At December 31, 1984, Ptas
8! million had been subscribed and paid up. The
balance of the issue was subscribed during the first
months of 1985. This issue is optionally convertible
or exchangeable into shares of TELEFONICA from
1986 until 1988 or redeemable at par value after
1989. The Company has made the necessary arrange-
ments to meet commitments in the case that holders
of the bonds opt for the exchange into shares.



NOTE 17 — LOAN AND CREDIT FACILITIES

17.1

17.2

17.3

As mentioned in Note 2.2 k) these accounts are classified in the balance sheet according to maturity dates at the time
they are contracted. The balances at December 31 are as follows:

1984 1983
Long | Short Lon Short
term term otal ternE term otal
Loans in foreign currencies 213,697 | 1,219 [214916 (186,662 | 7,745 |[194,407
Loans and credit facilities in pesetas 98,841 2,600 | 101,441 | 81,367 [ 15400 | 96,767
Other loans 3,125 | 3,126 2,689 4 2,693
Promissory notes (face value) 40,257 | 35632 | 75,889 — 22,607 | 22,607
355,920 | 39,452 (395,372 |270,718 | 45756 |316,474
Less:

Deferred interest on promissory NOES ..........commicseseerens 17290 | 2,273 | 19,563 - 2,687 2,687
Total 338,630 | 37,179 |375,809 [270,718 | 43,069 |313,787
The maturities are as follows:

Maturities
Total
1985 1986 1987 |Subsequent 31-12.84
Loans in foreign currencies 14,586 {23,453 | 23,029 153,848 214916
Loans and credit facilities in pesetas 26,783 {32,600 | 38,150 3,908 101,441
Other loans — — - 3,126 3.126
Promissory notes 35,632 3,115 13817 23,325 75,889
Total 77,001 |59,168 | 74,996 184,207 395,372
Additional information:
Financial Interest accrual Interest
charges (deferral) rates
1984 1983 1984 1983 1984 1983
Loans in foreign currency 15,556 | 10,130 3226 | 3253 |[4.5-13% |4.5-11%
Loans and credit facilities in pesetas ... 9,084 | 12,679 1,979 | 1,951 | 14-17% | 14-17%
Promissory notes 7.482 834 14-17% | 14.5%
Long term 17,290)
Short term 2,273) | (2,687)

17.4 Credit facilities granted are accounted for as bank

balances and as credits payable for the total amount
of the limit granted (see Note |1.1).

The disclosure of credit facilities not used at Decem-
ber 31, is as follows:

| 1984 1983
Loans and credit facilities - long
term 41,670 | 18,831
Loans and credit facilities - short
term 2,010 4,976
43,680 | 23,807

At December 31, 1984, there exist other credit facil-
ities in addition to those included in the balance
sheet, amounting to Ptas 45,000 million, represented
by new loans not drawn down and by floating credit
facilities which are accounted at the time they are
utilized.
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17.5

17.6

At December 31, 1984 of the total foreign currency
loans, Ptas 146,996 million are covered by the fiscal
benefits of Decree Law 19/1961 and Law 61/1978
(interests payable are subject to a withholding income
tax at a minimal rate).

In accordance with the accounting criteria mentioned
in Note 2.2 g), the amount of exchange differences
arising from these loans in 1984 resulted in a credit
to the account of unrealized exchange losses of Ptas
1,457 million (in 1983 there was a charge of Ptas
20,717 million).

The composition of foreign currency debt at Decem-
ber 31, 1984 is as follows:

Currency Millions
US Dollars (US$) .....coourvrmmmenerrunencnens 2425
Deutsche Marks (DM) .. 1,014.1
Swiss Francs (SF) ... 1,305.9
Canadian Dollars (Can$) . 10.0
Swedish Crowns (SKR) ... 34.4
Dutch Florins (DFL) ... 50.0
Pounds Sterling (£) ... 74.0
ECU's 75.0
Promissory notes are accounted for as liabilities, at

their face value, less interest deferred at December
31. Interest costs are accounted for over the period
during which the notes are in force, with the charge
to results being calculated using financial methods.
Estimated charges attributable to expenses in future
periods are as follows:

1985 1986 1987 |Subsequent | Total
Interest on promissory notes - long term .. 4,079 4613 3,447 5,151 17,290
Interest on promissory notes - short term 2,273 — — — 2,273
At December 31, 1984, Ptas 3,780 million of promissory
notes issued were still pending discount in the hands of the
agent bank, for sale through the stock exchange. At the
same date, there exist agreements on the part of various
banking institutions, to place Ptas 14,840 million of
promissory notes related to issues between January | and
July 1, 1985.
NOTE 18 — SUPPLIERS AND NOTES PAYABLE TO SUPPLIERS
The balances at December 31 are as follows:
Short term Long term Total
1984 1983 1984 1983 1984 1983
Suppliers 12,709 | 12062 | — — 12,709 | 12,062
Notes payable to suppliers 21,891 | 41,710 | 13818 | 13875 | 35709 | 55,585
Total 34600 | 53772 | 13818 | 13875 | 48418 | 67,647
These balances at December 31, 1984 include Ptas
13,715 million corresponding to transactions with affiliated
and associated companies, Ptas 7,495 million relating to
transactions with suppliers in foreign currencies, and the
remainder to Spanish suppliers and contractors.
1985 1986 1987 Subsequent Total
Repayment schedule of notes payable .........cocineenc 26,378 4,931 1,910 2,490 35,709




NOTE 19 — TAXES PAYABLE

The balances, at December 31, comprise the following:

1984 1983

State levy 20,846 | 17,678

Tax on telephone use and other ... [ 14,798 | 12,805

Payroll withholding tax ... 4,468 3,898
Tax withholdings on dividends and :

interest 3,685 2,865

Total 43,797 | 37,246

NOTE 20 — OTHER CREDITORS

These comprise the following groups of accounts:

1984 1983
Staff bonus Provision ... 7.807 7,109
Telephone service interchange - 3,301 2,903
Guarantee and deposits ... 1,353 1,293
Imports on the Company's account . | 1,383 1,965
Other creditors ... imimamstisi: 8,103 6,037
Total 21,947 19,307

NOTE 21 — DIVIDENDS PAYABLE

At December 31, 1984, the net dividends payable
amounted to Ptas 7,831 million after deducting 18% income
withholding tax.

On November |1, 1984, TELEFONICA declared an interim
dividend with respect to results of 1984, as detailed in the
proposed distribution of the profit. In a calculation of the
net worth of TELEFONICA, this interim dividend (included
in the assets in the balance sheet) should be considered as
a deduction of the profits pending distribution for the year.

NOTE 22 — ACCRUALS

22.1 Accrued expenses and deferred income
This item covers the following accounts:

1984 1983
Accrued INLErest .....ooeommerscenne 17,679 | 16,422
Services billed in advance ........... 7,737 5,186
Other 4,996 2,416
Total 30,412 | 24,024

22.2 Interest payable ITP:
This figure includes the interest corresponding to the
ITP loan. In accordance with the existing agreement,
the year's interest is payable on January Ist of the
following year.

NOTE 23 — PENSIONS

23.1 TELEFONICA employees benefit from a social

service system with substitutory and complementary
pensions to those provided in Spain by the Social
Security, and from a Group Endowment Insurance
scheme (the latter as explained in Note 24).
All benefits, other than the Group Endowment
Insurance, are covered by the “Institucion Telefonica
de Previsién (ITP)”, a mutual pension fund created
under the “Ley de Montepios y Mutualidades de
Prevision Social” (Social Service Mutual Fund Law)
of December 6, 194 and the regulations pertaining
thereto of May 26, 1943. In accordance with the
above legal framework, ITP is an entity with a
completely independent legal status, and as such is
governed by its own Regulations as approved by
the Sub-secretary of Social Security on January 28,
1977.

23.2 Benefits provided by ITP to its members are of

various types, and are detailed in Article 4 of the
Institute's Revised Text of Regulations, and mainly
include retirement pensions, permanent disability,
widowhood, orphanhood and other rights, pensions
bonus payment and other auxiliary and subsidiary
benefits. Pension benefits are calculated in relation
to length of service, applying a percentage scale to
the pension-base salary up to a limit of 90% of
such base salary the maximum current retirement
pension is Ptas 4.2 million per annum. The regula-
tions of ITP provide for the revaluation of pensions
based on the salary increases granted to personnel
currently employed.
The members covered by this plan comprise
approximately 8,900 retired personnel (pensioners)
and 62,300 currently on the payroll, whose actual
contributions represent 4.3% of their total gross
salary (pension-base salary).

233 To meet the abovementioned combination of
benefits ITP relies principally on the profits earned
on its assets, and the contributions of TELEFONICA
and those of its members. During 1984 the
contributions of TELEFONICA amounted to Ptas
9,078 million and those of its employees to Ptas
4,337 million.

23.4 In addition, TELEFONICA has given ITP a guarantee

of up to Ptas 8,000 million (included under
Memorandum accounts of the balance sheet). This
guarantee was authorised in 1977 in accordance
with the guarantee required by Transitory Requirement
4, of the ITP Regulations, which reads:
“TELEFONICA guarantees the effectiveness of the
benefits to be satisfied by ITP during a period of 10
years”.
For its part ITP, as principal respondent, is obliged,
if the guarantee should not be renewed or
whensoever it considers necessary, to readjust its
revenue or the benefits granted or to be granted
(article 19 and transitory stipulation 4 of the ITP's
Regulations).

23.5 Furthermore, TELEFONICA has a provision of Ptas
18,929 million charged in 1982 against the revaluation
surplus, and which, as indicated in Note |5, was set
up considering the possibility that it could be
necessary, in the future, to cover eventual shortages
in the complementary pension benefits.
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23.6

23.7

23.8

23.9

23.10

The financial policy of ITP is governed by the
regulations in force, and requires the establishment
of the necessary reserve funds in order to meet the
benefits of its retired members.

Based on actuarial studies carried out on ITP's
situation, using a capitalization factor of 8%, the
following matters are disclosed:

a) Presently there is an underfunded liability of Ptas
41,583 million in order to comply with the
aforementioned requirement.

b) If the actual required benefit levels were
maintained, the contributions required to
eliminate the deficit mentioned in a) above and
establish and maintain the necessary funding
levels, would be significantly greater than those
currently paid.

¢) However, the projections available indicate that,
on the basis of current contributions and
benefits, ITP will have sufficient funds and future
net income to meet its obligations for the next
10 or 12 years.

In view of the problematic situation, negotiations

between the interested parties have been commenced

with a three party commission (ITP, TELEFONICA
and Unions) having been formed, with the fol-
lowing objectives:

I. The study and analysis of the present position
of ITP.

2. Defining the position to be taken with respect
to new situations or actions external to |TP
which could affect it, and specifically, the
possibility of the integration of the substitutory
part of the pension benefits into the National
Social Security Scheme.

3. The viability study of the future of social benefits
of TELEFONICA's employees.

It is probable that the previously mentioned
integration of the substitutory part of social benefits
into the National Social Security scheme will occur
in the near future. In the opinion of the Company,
the integration will not produce any impact on the
net worth of the Company for the periods ended
up to December 31, 1984.

At the same time, and as a consequence of the
aforementioned, it is probable in the near future,
that a new complementary pension plan will be
defined, being established on sound financial bases.
This plan should be structured on the basis of the
new legal rules currently in force (Law 33/84 of
Private Insurance and its future Regulations still
pending announcement) or, where applicable, based
on other legal foundations that could be announced
shortly (for example, Regulation of Pension Funds).
It is expected that these will incorporate the
requirement to apply capitalisation systems in order
to determine the financing schemes and the setting
up of liabilities.

Any increase over the present costs of the social
benefits system currently supported by TELEFO-
NICA, that could derive from the circumstances
outlined in this Note, will have its effect on future
periods, being incorporated in the general situation
as outlined in Note 2.2 a) as to the effect on future
tariff structures. The guarantee which the Company
has presently given to ITP (See Note 23.4) will be
subject to the definitive solution adopted in the
new plan previously referred to.

NOTE 24 — ENDOWMENT
INSURANCE

TELEFONICA’s employees have the right to receive a
single payment for endowment insurance on reaching 65
years of age, whether still at work or retired. This payment
is variable in each case, depending on the personal situation
of each employee (labour position, collective insurance
scale to which the employee belongs, etc.), with a variable
limit.

Until December 31, 1982, the Company maintained a
policy with an insurance company. During 1983, with effect
from January | of that year, TELEFONICA changed this
policy, modifying the contract to reduce capital, and
agreeing with the insurance company that the accumulated
mathematical reserves as at December 31, 1982 be applied
in the future, to payments of benefits under the scheme, as
they become due.

At December 31, 1984, the accumulated mathematical
reserves of the insurance company relating to this policy
amounted to Ptas 8,875 million.

To cover this concept, TELEFONICA, maintains a
provision of Ptas 8,355 million of which Ptas 6,542 million
are accounted for under long term debts and the balance
(Ptas 1,813 million) under short term, having charged Ptas
4,473 million of additional provisions against profits in
1984.

As a result of the actuarial studies that have been carried
out, and on the basis that the cost of the endowment
insurance should be absorbed throughout the working life
of the employees, it was concluded that:

a) the annual charge for the year 1984, being approximately
4.2% of the overall payroll costs, is sufficient to cover
this objective, and

b) at December 31, 1984, the present value of the future
commitments, calculated at an interest rate of 6%
applied on actual salaries, amounts to approximately
Ptas 76,000 million.



NOTE 25 — MEMORANDUM

ACCOUNTS

The detail of balances at December 31, is as follows:
1984 | 1983

Guarantees of financial operations .... | 2,975 4,016
Guarantee to ITP (see Note 23) ... - 8,000 8,000
Guarantees granted to employees .. | 4,906 4312
IGTE (TUrNOVEr taX) .couoccmsesesssnnnnnne 21,752 114,982
Promissory NOtes ........ccessennenes 120,740 14,270
Others 6,033 : 4,583
Total 64,406 (50,163

The heading “Guarantees of financial operations™ refers
mainly to guarantees given by TELEFONICA to cover fi-
nancial operations of affiliated and associated companies.

The heading “Turnover Tax” relates to the taxes paid by
TELEFONICA to its suppliers for this concept as from Oc-
tober |, 1979.

The heading “Promissory notes” includes the nominal
value of underwritten promissory notes pending delivery
to the agent bank for discount and the unused balances on
credit facilities obtained to support the liquidity of the
promissory notes.
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/. Human resources
and labour relations

he major feature of human resource
management is that policy in this area
responds to the clear desire to mo-
dernise and professionalise labour rela-
tions and to the growing need to adopt more
sophisticated methods in two fields where
technological development and administrative
control have a great influence: staff assignments,
and performance and cost-benefit analyses.

Furthermore, within the general management
philosophy implied in the Four Year Plan, an
attempt has been made to incorporate personnel
management on a basis both more flexible and
forward-looking, including revues of the Company’s
functional organisation and its basic structures.

The intention also is to improve labour
relations and to promote Trade Union par-
ticipation, while fully recognising the institutional
role of the Trade Unions and their necessary
critical collaboration in the Company’s future
plans.

Finally, in order to accelerate the process
of qualification of the Company’s workforce
and to enable them to adapt to technological
change, personnel training and recruitment
activities have been promoted separately, for
two reasons: firstly, to supplement Spanish
professional training deficiencies as efficiently
as possible and, secondly, to avoid technical
absolescence of human resources where feasible.

As far as the implementation of these
policies is concerned, and with respect to the
workforce, 1984 has seen a major effort of
adjustment in order to keep staff levels stable
in relation to the preceding year.

Consequently, 1,092 new direct jobs were
created in 1984, bringing the total number of
full-time employees to 62,877, a similar figure
to the 62,883 registered at the end of 1983.

This has involved a considerable effort in
order to maintain and improve the service,
together with a significant increase in productivity
in line with the salary review agreement,
involving a break with previous policy and
allowing the Company to face a highly
technical future with a properly qualified
restructured staff. The table at the end of
this Annual Report shows the effort made to
incorporate highly qualified staff to replace
personnel leaving the Company and retiring, in
categories that will become increasingly more
affected by technological changes. This whole
process has been set out and qualified in the
Human Resource Four-Year Plan that is annually
up-dated, incorporating and correcting the
new data and forecast results. This mechanism
has revealed the need to continue with the
study of the functions and responsibilities of
the different labour groups, adapting them to
the present situation.



TELEFONICA STAFF DISTRIBUTION
NUMBER OF EMPLOYEES
DEPARTMENTS 1984
e CNICA] ASSISCANICE T attacansaaroareasssasestossiossasseatsenanssansnsentases 14,924
External Plant S 16,664
D A Y O AN GO hs vitoressrsststesssssssns tsnsannestas dastorsonsoasasianbessusspusnse 11,530
Commercial Management ........... Seeor it ceraere 6,766
COMIMETCIall SEIVICES! csascsarcssssrestosncossnsasssanshsoomssssssssomasnssasar 2,470
Administration and ProCUremMent .....ceceeeeessessessesaesnens 1,758
B ata PO Ees ST g v tite et aee e e ata iR 1,821
International ANl raTTIC e oo oncdssiassesessesensacs revioiassese 988
Internal (Plant ENgINEEHING  oucuccrscauserrasassanstosnsasasasnssaasasasess 881
Other eeevecereereeeernenns 5,015
TOTAL STAFF IN ACTIVE SERVICE ............ 62,817
Staff temporarily absent (on leave, illness, etc.) ........... 3,964
TOTAL EMPLOYEES ... ...... 66,781
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— On March 21, 1984 the economic review
of the XII Collective Wage Agreement
was signed between both parties, Tele-
fonica and U.G.T. (The General Workers'

Among the characteristics of personnel on
active service we would emphasize:

— Improvement in the level of qualifications,

aim of the new recruitment policy involving
professionally qualified staff now representing
7.4% of all personnel in 1984 compared
to 6.6% at the end of 1983.

In this respect it should be emphasized
that, throughout 1984, a study has been
prepared of personnel in active service
having a university qualification, but
carrying out functions below their status.
For the more than 1,000 employees in
this situation, an action programme is
being designed within the employment
programme to allow them to be promoted
to functions more in line with their real
level of qualifications.

— The two factors, characterising the Tele-

fonica employee as a young employee
with considerable experience, average
age 38.3 years and weighted seniority of
15.6 years, are maintained.

From the human resource management
point of view it is interesting to underline
some aspects of the year in question.

Union), specifying a salary rise of 6.5%,
an increased productivity bonus and a
reduction of absenteeism, amounting to
1192 million pesetas (1.12%) plus a
salary review based on the outcome of
the forecast Retail Price Index that, as
a consequence of deviation arising in
relation to the objectives set by the
Government in their economic policy,
represented 0.4%. The economic review
overall represented a salary increase of

8.02%.

— Absenteeism fell in 1984 to 1223 working

days lost per employee, the lowest level
for recent years.
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— The 37 hour 30 minute working week
was extended to all labour groups in
Telefénica during the year.

— Productivity, in terms of gross revenue
from services per employee, amounted
to 5,559 million pesetas, with a real
growth of 2.76% as compared to 1983,
considerably above the growth rates
recorded in previous years.

ABSENTEEISM
INDEX

WORKING DAYS LOST
YEAR PER EMPLOYEE
1980 13.2
1981 13.2
1982 12.93
1983 13.49
1984 12.23

With respect to recruitment, 1984 has seen
a wholesale adjustment effort to keep staff
levels stable in relation to the year before.
This year has involved a detailed analysis of
requirements and the facilities available, together
with a major uptrend in productivity in line with
the wage agreements. This experience has allowed
further work to be carried out on resource
assignment and planning mechanisms. Similarly,
new work methods and systems are being
studied for incorporation into Telefénica, to allow
improvements to be made in the quality of the
results and the performance of our staff.

Training activities in 1984 have concentrated on
four major areas, as follows:

a) Eight training courses for jobs in which 437
new employees have participated.

b) Twenty-two courses as part of promotion
schemes involving 945 students.

c) The following activities are worthy of
emphasis, under the heading of recycling and
perfectioning:

* In the area of administrative training, with a
total of 5903 employees/course participating in
633 different activities.

* In technical training 13,592 students have
participated in 1,248 courses.

* |n the area of advanced technologies 30
courses have been given on Systems (ARE, AXE,
PC-2000 and 1240), with a total attendance of
419 students. Furthermore, 45 courses have been
given on auxiliary equipment and devices, with
346 students attending.

* In training abroad and postgraduate studies,
I'l courses have been held involving 444 students.

d) Finally, two preparatory courses have been
organized and completed for the promotion of
238 employees.

Emphasis is to be placed on the growing role
of recycling in the immediate future, adapting
capacity to new technological requirements. Training
is conceived as a basic part of the planning
process, as limiting new appointments to the
number of employees leaving the Company
means that it is only possible to cover the
personnel requirements of new services by
internal reclassifications. Furthermore, a series
of ambitious projects have been initiated with
the incorporation of the latest training technologies,
such as video, computers, etc., from which
important results are expected.

With respect to personnel administration,
worthy of mention in this field are the efforts
being made to classify and rewrite the internal
labour regulation, and the incorporation in Tele-
fénica of new recruitment methods, simplifying
procedures and improving computerised control.

The services provided by Social Affairs are
maintained, rationalising and clarifying their running.
To this line, the services have been given a
new approach, with the Company maintaining
control and management, while the services
themselves tend to be given to our subsidiary
Playa de Madrid, S. A. to cater for.



Other sections of this Annual Report describe
in detail the situation and activities of the
Institucién Telefonica de Prevision (the Company’s
Pension Fund) and the Collective Endowment
Insurance Policy for Company employees,
which are the basis of the social welfare
system covering Telefénica staff. It is not
necessary to repeat the importance of this
matter with regard to social affairs. Telefénica,
aware of this, and given the net worth of this
institution, the changes that have occurred
and that are foreseeable in the general
regulation for this type of central welfare
systems, offered to collaborate with Trade
Union representatives and with the ITP’s
governing bodies in designing a new social
welfare system on a solid financial basis
adapted to the corresponding legal framework.

The following activities are worthy of mention
in the field of work safety:

— The performance of simulated emergency
evacuations from buildings housing more
than 80 persons (an activity being
substancially subjected at present to
reformulation, taking the guidelines pro-
duced by the Civil Protection Department
into account).

— Performance of ergonomic studies on tele-
phone work, to allow consideration from
a multidisciplinary preventative point of

— Distibution of safety and hygiene regula-
tions and principles.

— Improvement of training through educa-
tional resources and programmes and the
achievement of wider participation in
professional courses.

— Perfectioning of tools and protection facilities.

— Improvement of accident investigation,
designing preventative measures.

— Preparation of chemical-product labelling
specifications.

Negotiations on the XllI Collective Salary
Agreement were completed in the first part of
1985. This Agreement, signed within the
framework of the social and economic agreement
contains, apart from a series of major management
objectives, particularly including the rewriting of
the Company’s labour regulations, the use of
new contracting regulations in force in Spain.

We would not like to finish without paying
our respects to the memory of our companions
who lost their lives in accidents at work:

— Mr. Céndido Castedo Amado
— Mr. Jesis de Maria Mamolar
— Mr. Manuel Matros Jorge

— Mr. Juan Molina Rodriguez
— Mr. Francisco Tello Sanchez

and to whose families we reiterate our

view. condolences.
TRAINING ACTIVITY
No. of No. of
COURSES Courses Students
Employees:
— R oo OO OO e 8 437
= Promotion e eaees 22 945
Perfectioning:
— Administrative training .......ceecees 633 5,903
— Technical training «eeeeeeeeeeessnenens 1,248 13:592
— Advanced Systems ....cceeeeccsesens 75 865
— Training abroad and postgraduate
SEUIES .ooieeiesvoressnsssnnssoecensovoesss I 444
Preparation for promotion ................. 2 238
TOTAL G ieiee: 1,999 22,424
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8. Telefénica,
the institution

elefénica continued to develop systems
and structures in 1984 that allowed it
to improve management and running
from a qualitative point of view. One
result of this is the implementation of the
internal Auditing Section, complementary to
the financial and accounting audit carried out
by independent firms. The work carried out in
this field has led to over 20 reports being
prepared on various management areas, that
have allowed problems to be detected and
analysed and alternative solutions to be discussed in
economically trascendental areas, such as: the
contracting of construction works, buildings and
maintenance, purchases and warehouses, affiliate
companies, etc.
For its part, the General Inspectorate of the
Company has, as part of its specific activities,
made 48 inspections on different matters throughout
the year.

The Legal Department, apart from their work
as advisors and their share in drawing up contracts
executed by Telefonica, both in Spain and abroad,
has continued to defend the integrity of the
legal framework of the concession with the
different organizations having jurisdiction.

During 1984 Telefénica continued to develop
the Integral Security Plan, that not only includes
implementing security measures in buildings, but
also covers staff training and the drawing up of
standards.

n the field of territorial organization, the

process of decentralization of functions

and responsibilities to provincial branches

continued during the year, with the
idea of effectively bringing Management closer
to service users and, in effect, making the
provinces more operational. Functional groups
have been promoted to fulfil these objectives
that, until then, had only had a minor representation
and |6 new exterior plant provincial offices
have been created, to design link and subscriber
networks and to propose projects for works
complementary to the subscriber network.
Furthermore, the automation of Maintenance-
Switching continues in order to improve service
quality, determine maintenance cost, and control
installed plant.

On the other hand, Telefénica has held
frequent close contacts with the Executive Bodies
of the different local Corporations and Autonomous
Communities. The background of collaboration
ranges from expanding the rural telephone
system to industrial agreements, such as the
one made with Indelec, a Company in which the
Basque Government has an interest, through its
industrial companies.

The existence of Autonomous Communities
having their own co-official language has led
Telefénica to print bilingual telephone directories
and to incorporate these languages into different
areas: advertising, labelling, public attention service,
etc, always counting on the advice and
collaboration of the corresponding organizations
in each Autonomous Community.

We think that this effort by both Telefénica
and the Autonomous Communities is even
more important, considering that telecom-
munications does not have to be transferred to
them under the terms of the Constitution.



nternationally, Telefénica is actively

participating in the International Telecom-

munications Union (ITU) and in the

Conference of European Post and
Telegraph Authorities (CEPT) covering Western
Europe together with Yugoslavia. In the ITU,
Telefénica participates as a private company
with recognised operations” in the Interna-
tional Radio Communications Committees
(CCIR) and in the Committee of Telegraph
and Telephone Systems (CCITT).

These Committees, with management par-
ticipation by top Telefénica executives, include
many study commissions, work groups, etc.,
and hold plenary assemblies every 4 years in
which the activities and recommendations
prepared during the preceding study period are
reviewed and approved. _

With respect to the CEPT, Telefénica
representatives participate in their activities at
the invitation of the Spanish Government, with
different positions on various committees and
work groups.

Telefénica holds the Chairmanship of the
Eurodata Board of Directors, a foundation
dedicated to carrying out market surveys,
especially in the field of Data Transmission and
new teleprocessing services.

With respect to international organizations
for setting up and operating satellite systems
that are international property, the Spanish State
it as present a signatory to formation agree-
ments for the INTELSAT systems (International
Organization for Telecommunications via Satellite),
INMARSAT (International Organization for
Maritime Communications by Satellite) and
EUTELSAT (European Organization for Telecom-
munications by Satellite). In all three cases the
Spanish State has designated Telefénica to sign
the corresponding Operation Agreements, which
means their involvement in the governing bodies,
meetings of signatories and meetings of the
Boards of Directors, together with the Meetings
of Governors.

n 1984, when Telefénica celebrated

the 60th anniversary of the Company’s

foundation, the new corporate image

was implementd, introducing visual signs
of identity and communication more in line with
modern-day reality, with the Company’s values,
and with the future projection that is essential
for a telecommunications company.

The new logo, ten points arranged in the
shape of a T inside a circle is the updated
schematic version of the old Company symbols,
and will be progressively incorporated into all
of Telefénica’s activities and publications.
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In compliance with the
requirements of Ministry
Orders dated November
17, 1981 and February
26, 1982.

Non-financial information
on the Company

I. The Compaiiia Telefénica Nacional de
Espafa has its registered offices in Madrid, Gran
Via, 28.

2. The Company was incorporated by a
public document authorised by the Notary Public of
the lllustrious College of Madrid, Mr. Alejandro
Rosell6 y Pastors, on April 19, 1924, entered
with number [4] in his official records and
inscribed in the Madrid Register of Companies in
Volume 152, page 122, sheet 5083, inscription
l.

By public document authorised in Madrid on
April 18, 1953 by the Notary Public of Madrid,
Mr. Alejandro Bérgamo Llabrés, entered with
number 1333 in his official records, the Articles
of Association of the Compania Telefénica Na-
cional, S. A., were adapted to the Law on S. A.
Companies (Spanish Companies Act) on July 17,
[951. This public document was inscribed in the
Madrid Register of Companies in Volume 818,
book 368 of the 3rd section of the Book of
Companies, page 102, sheet 5083, inscription
I35.

3. In accordance with the provisions of
Article of Association in force, “the object of
this Company is the installation, repair,
improvement, purchase, sale, operation and
administration of all classes of telephone
services, lines and networks and of any other
telecommunications procedure used at present
or that may be discovered in the future; the
provision of other auxiliary telecommunications
procedure used at present or that may be
discovered in the future; the provisién of other
auxiliary telecommunications services; the purchase,
sale and mortgaging of all classes of goods and
chattels, buildings and real estate, rights and
concessions and the manufacture, agreement,
purchase or sale, negotiation, provision, operation
of suitable materials, machines and tools with no
exception whatsoever that may be useful for
carrying out the functions described”.

In accordance with the stipulations of Condition
| of the Contract of Concession approved by
the Decree of October 31, 1946, the Compaiiia
Telefénica Nacional de Espaiia, S. A. is committed
to establish, develop and operate a comprehensive
and homogenous local and trunk telephone
system throughout the Peninsula, adjacent
islands and areas of Spanish sovereignty, with
the appropriate complementary and auxiliary
services. The Company is also committed, in
accordance with Condition |5 of the Contract
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of Concession and to the extent that service
requirements make this necessary, to successively
install the most up-to-date equipment and materials.

4. Interested persons may consult the
Articles of Association, books and financial
statements in the Shareholders’ Office that this
Company has opened to the public in its registered
offices. In the same office, anybody may request
the brochures on the increases in capital and
debentures issued over the last three years.

5. Article 16 of the Articles of Association
establishes that the Annual General Meetings shall
be held every year prior to June 30 in the place
and on the day and hour fixed by the Board of
Directors. Extraordinary General Meetings
shall be held after giving prior notice that
describes the cause thereof, and includes the
agenda, either on the initiative of the Board of
Directors itself or when the Board of Directors
are so requested, in accordance with the
relevant procedures, and clearly expressing the
objective thereof, by shareholders that can
demostrate a minimum holding of 1/10 of the
paid-in share capital.

Information on Share Capital

I. At December 31, 1984, the share capital
was 320, 415, 596, 500 pesetas, being fully paid
in and subscribed.

2. The General Meeting of Shareholders held
in Madrid on June |1, 1982, authorized the Board
of Directors, to the extent that business
requirements in their opinion made this necessary,
to increase the capital without requiring the
agreement or holding of a General Meeting,
issuing new shares for this purpose once the
amount of previous issues has been completely
paid up, until the share capital of the Company
reaches the amount of 360, 467, 545, 500 pesetas.

Similarly, the General Meeting of Shareholders
of the Compaiiia Telefénica Nacional de Espafia
at their Meeting held on June 23, 1983 authori-
zed the Board of Directors to issue debentures
of any kind, including convertible debentures,
up to the maximum authorized by the legislation
in force at the time of issue.

3. All of the shares forming the share capital of
Compaiiia Telefénica Nacional de Espafia are
500 pesetas nominal value bearer shares, 75%
of which are stamped to demonstrate their
nontransferability to foreigners (Article 6 of
the Articles of Association).

4. Article 6 of the Articles of Association
requires that, if the new share issues should
exceed the maximum authorized for the Board
of Directors to carry out new capital increases
without the need of agreement from, or the
holding of, a General meeting, (the limit of which
is at present that the share capital of the
Company may reach the sum of 360, 467, 545,
500 pesetas), agreement to this shall be by the
General Meeting and by the majority of the
share capital, determined in accordance with
the applicable legislation in force.

5. The share capital at December 31, 1981
was 240, 311, 697, 000 pesetas and at December
31, 1984, after the capital increase of that year,
amounted to 320, 415, 596, 500 pesetas.



Over this period the following capital increases
have taken place:

Nominal
Amount in
Payment by | Millions of
Year Ratio Type Shareholder Pesetas
1981 1X8 At par 50% 26,701.3
1983 I X5 At par 70% 48,062.3
1984 1X9 At par 70% 32,041.6

The Compaiiia Telefénica Nacional de Espafia is
the parent Company of a Group of Companies
listed earlier in the Annual Report with a
shareholding of 100%.

The Spanish State holds a 31.51% interest in
the share capital of the Company.

The associated and affiliate Companies hold
a total interest of 4.5% in the capital of the
Company.

As the shares in the Company are not
registered, it is impossible to find out the
number of shares held by the members of the
Board of Directors or Managers of both the
Company and the affiliate and associate
Companies.

Personnel

In 1984 the 37 and a half hour working week
was extended to all groups of workers in the
Company.

A total of 54,875 working hours were lost
due to strikes.

The staff in service during December [983-
December 1984 and their average basic salary
was:

No. of No. of Average
Employees | Employees | basic salary
December | December in 1984 3
1983 1984 (pesetas)™ 8 g
29
Office IMaNager il e i 395 478 1,900,992 gé
University-Qualified Staff ........ccevriuecnnne. 1,405 1,695 2,370,861 g9
Auxiliary and Technically Qualified Staff ... 2,786 2;959 1,865,262 gS
Draughtsmen and Photographers ................ 194 232 1,375,133 28
Technical Operators and Plant Supervisors ... 7,483 7,331 1,472,574 S5
Mechanical Fitters ...... 4,868 4,616 1,299,454 i
Network Group and Gang Foremen ......... 2,577 2,515 1,489,633 3EJ
Linesmen, Splicers and Drivers ... 19,972 19,971 1,291,263 3 3§
Administrative SUPErvisors ............ 1,126 1,091 1,574,487 g
Subcriber Service Representatives and Super- g g g
V1S O 175 DS SR 2,508 2,566 1,381,273 SEE
Administrative Staff : 8,784 8,680 1,283,902 e =
Traffic Monitors and Managers ** ............. 750 730 1,393,028 -23:" &
OPETALOLS: iime: mmmeris e sovensionenees : 5,552 5,488 1,285,995 S 85
Warehouse Officials, Foremen and Assis- g5
tants and Other Trades .......ccovvirennnnee 1,179 1,185 1,239,757 325
ARy ASEaffl o i i e 1,251 1,219 1,166,273 >0 &
Telegraph, Radiotelephone and Radiotelegraph S0 5
() Pl AL NS e e e ot asin 57 52 1,317,023 32 s
Traffic and Technical Assistants ............. 22 20 1,535,757 S% 8
Systems Analysists and Engineers ................ 127 122 2,235,404 820
Programmer/Analysts and Programmers ... 24| 257 1,796,495 2:s
Information Technology Operators and =>%
ASSISEANtS e s TR 1,546 1,610 1,422,963 -
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Company policy on staff benefits
and particularly on all classes of pensions

The economic review agreement was signed
on March 21, 1984 for the second year that XI|
Collective Wage Agreement is in force, the basic
contents of which were as follows:

The basic salaries agreed are given in the
preceding list.

The accumulated long-service payment at
January 31, 1983 was increased by 5%.

Bonus, extra and compensation payments
were increased by 5%.

Payments for child and school assistance were
increased by 5%.

Compensation payments for accommodation
and meals in Spain were increased by 6%.

Social welfare funds were raised by 5%,
establishing a total of 587 millions pesetas for
1984,

The granting of all types of pensions for
company employees is regulated by the regulations
of Institucion Telefonica de Prevision, the pension
fund of the Company, inscribed in the Official
Register under number |74.

The Institution is financed by contributions
from employees and from the Company itself;
the latter amounted to 9,078 million pesetas in
1984.

The collective endowment insurance policy
for employees is partly paid for by the Company.
This payment amounted to 4,935 million pesetas in
1984.

All of the expenses from the above items in
1984 are included in the Statement of Profit
and Loss under the heading of Salaries and
Related Costs.

During 1984 the Company also granted loans
to employees on the basis of payments in
advance of the following month’s salary or wa-
ges and advances of three months’ wages, to be
paid back over 24 months. These loans are
interest-free and figure in the Company’s Ba-
lance Sheet under the caption of Investments,
in the “Loans to Employees” item.
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