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1986 1987 1988 1989 1990
Lines in service (In thousands ) 97853 102364 05716 11,7972 12,6026
Lines per 100 inhabitants 53 2l Bl 300 319
% Average growth in line usage 50 82 86 5l 13
Employees 63021 63311 66,062 71155 75,350
Lines n service per employee 1552 161.7 166.| 1658 1673
Demand for new fins (thousands) 9630 11354 13564 4944 [ 4446
Operating revenue (ptas. millions) 468011 S 614829 714839 852541
Financial debt ratio (%) 400 385 383 40 503
Captal expenditure in fived assets (ptas. milions) 211514 260,183 357815 583762 703,697
Cash flow (ptas. milkons) 83456 217689 760 30246 344906
Net income (ptas. milions) 422 341 62845 68.8% 75,788
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Dear Shareho'der,

The inevitable liberalization process in the telecommunications sector has presented us
with major challenges on several fronts. Among these are the modernization anc
extension of the Network, the improvement of service qualty and response to ceman
soth for traditional and new services. Within this context, our company can oe proud
that it has once again proved its capacity to respond to Spair's needs and demancs. It s
not my intention here to glioly sing the preises of the company, rather to convey the
resu’s of a rigorous and constant assessment of what for us is most important, our
clients’ satisfaction. Sooner or later, and | trust sooner, our efforts will receive puslic
recognton.

i S AN RGE R - E RS

In this new competitive environment, and without =eglecting our basic responsiaility as
the provider of a public service, Telef6nica has begun to emphasize clients’ needs as the
principle underpinning its activiy. We are now entering a decade which will bring far-
reaching changes both in telecommunications themselves and in service provision
metnods. We must, therefore, adapt our attitudes and working procedures so that our
present and future clients regand our company as the best option when choosing a
telecommunications services supplier. From now on, Telefdnica's continuing progress
can only be guaranteed by ensuring a favoureble verdict on the part of our customers.

Céndido Velézquez-Gaztelu Ruiz

Chairman of the Board of Telefénica de Espafia



1990 saw the consolidation of the major investment drive of the previous year. Capital
expenditure in fixed assets and advances for plant reached 703,697 million pesetas, 20.5%
more than in 1989. However, if a comparison is made with 1988's investment figures, the
annual rate of growth rose to 40.2%. In 1990 Telefénica's capital expenditure programme
was again much higher than that of telecommunications operators in neighbouring
countries,

‘ ONTINUING INVESTMENT DRIVE

Telefonica's importance to the Spanish economy becomes apparent when we consider that
this investment accounts for 5.5% of the country's gross capital formation.

This intense activity resulted in a record number of line installations and a considerable
improvement in service quality. We were also able to considerably reduce the waiting list
and step up plant modemization, and thus widen the range of telecommunication services
available to the Spanish public.

1,565,000 lines were installed during 1990, bringing the total number of lines installed
at the end of the year to 14,485,150, with 28.4% digitization, compared with 19.6% in
1989.

1990 also saw a fall in the demand for new lines over 1989, and a slowing down of the
growth rate of average usage per line.

By the end of the year, telephone service penetration in Spain stood at 31.9 lines per 100
inhabitants as opposed to 300 lines per 100 inhabitants at the end of 1989. The basic
telephone network had 12,602,640 local lines in service by the end of 1990, witnessing a
growth of 68% compared with existing plant at the end of 1989.

During 1990, 1,137,367 demands for telephone lines were met, a 49% rise over the year
before. The waiting ist fell steeply to 379,892 applications at the end of December 1990, a
24.5% fall over the previous year's figure, with the ratio waiting list/line applications reaching
an all-time low. During the year Telefonica devoted special attention to extending the
telephone service in rural areas, to the benefit of 308,025 rural inhabitants. As a result, by
the end of December 1989, 98.5% of Spain's population had access to the telephone
service.

By keeping up this intense investment drive Telefénica was able to improve its range of
business communications and new services. The number of connections to the Iberpac
public data network grew by 15.9%, and the Automatic Mobile Telephone Service,
besides increasing subscriber numbers by 83.6%, widened the range of products on offer
with the introduction of the 900 Mhz (TMA-900A) waveband mobile system. Telefax
recorded a 50% increase in subscriber numbers, while in the Electronic Transfer of Funds
service the number of terminals connected rose by 25.8%. The Videoconferenciné
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service extended its coverage both in Spain and abroad, and there are now |5
Conference Rooms available. Telefonica has also continued to provide technical
assistance for TV and radio broadcasts.

Due to the modemnization of the network brought about by the investment drive, we have
been able to widen the range of supplementary telephone services available. In the area of
Intelligent Network Services special mention should be made of the 96% increase in the
number of subscribers to the 900 service.

In the field of Value Added Services, Telefonica increased its presence through its subsidiary
TSI, with a range of services including Electronic Mail, Voice Mail, Electronic Data
Interchange and International Corporate Communications.

During 1990, Telefonica complemented its basic activity as Spain's network operator by
acquiring holdings in the telecommunications network operators of other countries.
Profit making potential was the criterion underlying Telefonica's participation in these
projects.

1991 - 1995 Strdfeg/c Plan

The 5-year strategic plan has gradually established itself as our basic tool for the medium
and long term planning of the company. This is due to the relatively long periods of time
necessary for the implementation of new services and for the achievement of a retum on
the investment necessary to meet the growing demand in terms of quantity, quality and
diversity.

While keeping to our basic strategic aims, priorities and policies, Telefonica has also
been able to fulfil other more specific forecasts and objectives, making any modifications
considered necessary in terms of the development of the telecommunication services
market as a whole. In this way, although slight adjustments are made to the strategic
plan each year, planning is always carried out within the framework of the 5 year time
span.

Quality improvement remains the prime objective of the plan and its subsidiary
programmes. Accordingly, the quality improvement goals of the 1991-1995 plan have been
brought forward one year, with the aim of achieving quality standards on a par with the
most advanced countries by 1992. In fact, this will already have been achieved in most
Spanish provinces in 1991. We have also brought forward our targets for reducing the
waiting list, with the aim of bringing it down to a merely residual level in the shortest
possible period of time.

Fully aware as we are of the demands that will be made upon us by the liberalization of
telecommunications in @ much more competitive environment, we have strengthened
the organization of the company. We decided to restore a post of long-standing
tradition in the company, that of chief executive (formerly managing director), who will
be directly responsible for the area of finance. We set up a General Corporate Planning
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Department to bring together the areas of Economic Studies and Analysis, Strategic
Planning (now raised to the status of General Sub-department), Subsidiaries and Holdings,
and Corporate Relations and Communications. A General Resources Department was
also set up, integrating the areas of Human Resources, Accounts and Control and Data
Processing.

Financial performance

TELEPHONE

Telefonica’s financial performance in 1990 can be considered as on the whole positive. Our
net income was 75,788 million pesetas, 10.0% up on 989. Cash flow generated reached
344,906 million pesetas, an increase of 14.0% over the previous year.

Earnings per share stood at 81.8 pesetas, and cash flow per share at 372.| pesetas,
representing an annual growth of 9.8% and 13.8% respectively.

These satisfactory results came in a year in which the investment drive initiated in 1988
reached its peak, with capital expenditure in fixed assets rising to 703,697 million
pesetas, an all-time high for Telefonica. This exceptional volume of investment obliged
Telefénica to rely heavily on external financing, and this was reflected in the financial
ratio trends.

SERVICE

During 1990 there were 1,444,556 telephone line applications, representing a slight fall of
2.2% over the previous year. It is significant, however, that out of the total number of
requests recorded, 127,611 were for Ibercom integrated business communications lines, an
increase of 27.3% over 1989.

As for average usage per line, there was a 2.3% growth in 1990, compared with 5.1% the
previous year. This reflected the slower rate of growth of the Spanish economy duning last
year.

At year-end, the basic telephone network had 12,602,640 local lines in service, representing
a rise of 6.8% over 1989, and a telephone density of 31.9 lines per 100 inhabitants. In
addition, there were 255,490 Ibercom lines in service at the end of 1990, 75.1% up on the
previous year.

Modernization

During 1990 Telefénica installed 1,565,000 new subscriber lines, practically all of which were
digital. Out of this total, over 300,000 were digital lines installed to replace dismantled lines,
clear evidence of the company’s effort to modernize the network.



By the end of 1990, there were 2,311,000 trunk lines in transit exchanges, 26.2% more than
at the end of 1989. Digitization also rose from 47.4% to 59.6%, signifying a considerable
contribution to the improvement of the service.

The number of trunk lines in international exchanges at the end of 1990 was 65,100, 33.4%
up on the previous year, with 51.1% digitization.

Throughout 1990, switching exchanges with the latest technology were incorporated into
the three existing systems: 1240, AXE, and 5ESS. Work began on the modernization
process for analog exchanges, aimed at replacing their control systems with electronic
registers. In addition, guidelines were laid down for the integration of the Spanish network's
dialling systems into a common system for all the EEC countries. The first step in this
direction was the choice of the number |12 as the emergency services number throughout
the European Community. The first city to adopt this number will be Barcelona, coinciding
with its hosting of the 1992 Olympic Games.

The extension work on the Madrid-Alcobendas and Barcelona-Castellbisbal intemational
exchanges was completed, and the plans for the infrastructure of the new Sevilla-Pineda
international exchange were laid down. .

1990 also saw a major improvement in international land communications with
neighbouring countries. New digital trunk line services came into operation with France,
via the Gerona-Perpignan optical fibre cable, with an initial capacity of 7,680 64Kbit/s
basic circuits, and with Portugal, via the Céceres-San Mamede digital radio trunk line,
with capacity for 1920 64Kbit/s basic circuits. A radio trunk line with the same technical
specifications as the latter was laid between Barcelona and Andorra.

Underwater optical communications

During 1990 three digital underwater optical fibre cables came into operation: PENCAN 4,
between the Iberian Peninsula and the Canary Islands; the Almeria-Roquetas link, and
TRANSCAN 2, which links the two islands of Gran Canaria, Fuenteventura and Lanzarote.
These three cables total 1,910 kms, bringing the total length of underwater optical fibre
cables to 2,300kms at the end of the year.

Satellite communications

1990 was a year of remarkable activity in this field, not only because of the new
installations added to the plant already in service, but also because of the work carried
out on the new Satellite Communications Complexes and Teleports in Barcelona and
Seville, which should come into operation during 1991. Among the installations which
have come into service, special mention should be made of the three telephony earth
stations situated in the Canary Islands with the aim of linking the islands with each



other and with Europe via EUTELSAT. Two more earth stations specializing in TV
services were incorporated into the satellite communication complexes in Buitrago and
Guadalajara.

Public telephony

By the end of 1990, the number of public telephone booths had reached 42,158, 1,551
more than in [989. The year also saw the initial steps in the installation of the “Modular
Telephone Set", which accepts electronic phone cards as well as coins. This will gradually
replace the telephones now in use in public booths. These sets will provide the user with
new facilities, such as volume control and the use of remaining credit on the card for
further calls.

International communications

Among the new international services introduced in 1990 we would like to highlight the
SPAIN DIRECT service, which allows Spaniards travelling abroad to make direct reverse
charge calls to an operator in Spain, who will put them through to the number they want.
At the end of 1990 this service was operating from |8 countries.

Service expansion in the rural community

During 1990 Telefénica continued to work intensively on the task of extending the
telephone service to the rural community. The Autonomous Communities and provincial
authorities, acting on the Royal Decree 2248/84, played an active role in cooperation
agreements in this area. As a result, 892 new local zones were created and 1,574 public
telephones installed, an increase of 30% and 25% respectively over last years's figures. As a
result there were 89,434 new local subscribers, and another 118,591 rural inhabitants had
access to a public telephone.

We also met the demand for telephones in areas outside local zones, with 19,325 requests
being met in 1990, 31.2% up on 1989. .
Capital expenditure on these improvements reached 27,200 million pesetas, the highest
investment in the extension of the service in rural areas in Telefénica’s history.

Regional programmes

Telefonica plays an active role in the EC programmes promoted by FEDER with the
aim of correcting imbalances between the regions. As for the STAR Programmme,
which aims to introduce advanced services in the most underdeveloped regions of
the European Community, Telefonica's contributions included the installation of 79
digital switching exchanges, the laying of [,721 kilometres of optical fibre cable, the



' Telefénica I+D employs over 700 researchers



installation of 1,187 Iberpac data transmission ports, the Cellular Pan-European pilot
scheme in Seville, and the installation of 103 IBERTEX centres and 5,799 fax
terminals.

Telefonica took part for the first time in the regional development programmes in operation
in the Canary Islands, Castilla-La Mancha, Castilla-Ledn, Catalonia, Valencia, Extremadura,
Galicia, Madnid and Murcia. In the cities of Ceuta and Melilla a major effort was made to
modernize infrastructures. Finally, Telefonica drew up a cooperation agreement with the
Autonomous Community of Valencia through a Programme of Installations and Advanced
Networks (IRTA).

Service Quality

1990 could be considered the year of consolidation of Telefénica's global quality
management system, which was designed according to the guidelines laid down in the
Strategic Plan. This quality management is geared towards the satisfaction of clients’ needs.
The improvement in quality was in large part due to better network performance, the
network having been extended and modernized thanks to the investment drive, and
efficiency levels of 98% were achieved in local calls, 96.5% in provincial calls and 95% in
interprovincial calls. Our post-sales services attended to 130 million requests for
information as well as |8 million repair calls, 75% of which were resolved in under 24
hours. :

The Operation and Maintenance Structure, a group of systems whose purpose is to back up
telephone network management and use, has been in operation in the province of
Guadalajara since last November. We have also decided to install an Automatic Flow
Management System, which in the event of breakdown would guarantee the immediate
resumption of traffic by means of any transmission path available. A pilot scheme is
expected to begin in 1991,

Phase | of the Dynamic Network Management Centre came into service, making possible
the control and supervision of the AXE exchanges' domestic and intemational traffic. Other
equipment commissioned was the Remote Data Circuit Tester used to diagnose and locate
breakdowns in point-to-point analog circuits, and the Data Processing Services Tester, used
to identify faults affecting the provision of these services.

We also widened the field of application of the service quality measuring equipment:
the Remote Quality Unit (URCAL) and the Subscriber Lines Remote Tester (PDLA).

A decisive factor for the consolidation of service quality upgrading was the commissioning of
the Dynamic Network Management Centre, which allows us to optimize flow.







Terminals

During 1990 we established our strategies for dealing with the liberalization of the main
telephone set market, which will come into effect on July I, 1991, completing the
liberalization of the subscriber equipment market. At the same time, we widened the range
of supplementary and complementary telephone equipment on offer and updated the
multiline switchboard catalogue.

BUSINESS COMMUNICATIONS AND NEW SERVICES

Iberpac

The IBERPAC packet-switching data transmission network continued to develop at
a remarkable rate. The number of centres went up by 34 and a 16.6% increase in
network capacity for all types of user connections was achieved. All the extensions
were carried out on the IBERPAC X.25 network, which carries internationally
standardized protocols.

At the same time, intemational access was extended from the IBERPAC network to 124
public networks in 67 countries. IBERPAC also supports a variety of new data
communications services, such as the X.28 service, the X.32 top quality, high capacity
service, and the Electronic Transfer of Funds and IBERTEX services.

During the year we also defined the technical specifications and began development work
on the new IBERPAC-UNO service. This aims to meet the virtual private data network
needs of our corporate clients.

Ibercom

The IBERCOM service continued its upward trend, registering a 75% growth in the number
of lines in service. As for its penetration in the market, IBERCOM is present in practically all
our business clients" areas of activity. This is borne out by the fact that the number of
IBERCOM clients at the end of 1990 was nearly double that of the previous year. Capacity
also virtually doubled in 1990, both in lines and in front-end centres.

Ibermic

Progress towards the implementation of a modem, efficient and fully digital infrastructure
enabled us to double the number of IBERMIC centres in 1990. As a result, circut installation
capacity was boosted considerably, especially in the high-speed range (from 64Kbit/s upwards).
We are thus able to meet the heavy demand on Telefdnica for point-to-point rented circuits.



In the interests of achieving greater protection and flexibility of the transmission
structure, we have installed some 2 Mbit/s multiplex distributors. Their introduction
represents a significant boost in IBERMIC's capacity, which has been improved in areas
such as the setting up of circuits and the supervision and automation of operating
procedures.

Mobile communications

Ibertex

Telefax

At the end of 1990, the Automatic Mobile Telephony service had 54,700 users, 83.6% more
than the previous year.

To meet the growing demand we have widened the range of mobile telephony products on
offer with the introduction of the 900Mhz automatic analog mobile system (TMA-900A).
The first support centre for this service based on the TACS system was set up in Madrid-
Osuna.

This growing demand for mobile communications has encouraged Telefonica to prepare for
a new generation of services, one of which is Telepoint. The technical specifications of this
service were laid down in 1990.

We also continued to work on the implementation of new mobile communications systems
in the Pan-European field. In particular, the cellular GSM system is expected to be put into
trial service in Seville and Barcelona by 1992. The ERMES radiomessage system is also
expected to be piloted in 1992,

In terms of real capacity supplied by IBERPAC, the IBERTEX service increased by 52.4%.
During the year access levels 032 and 033 came into operation, along with the already
existing 031, We continued our efforts to put new facilities at the users' disposal, in
order to encourage greater service expansion. In 1990 development of the Conversion
Unit which will allow interconnection of France and Spain's videotex services was
completed.

It is now possible to select an IBERTEX Service Centre through an associated name. This
avoids the need for the user to memorize the nine-figure IBERPAC network number.
Access to the IBERTEX Guide Centre is now also possible through a shorter number.
We also signed agreements with large corporations for the development of their services
and information centres.

During 1990, the number of subscribers to the Telefax service rose by 50% over the
previous year, Telefax has become a basic tool in the business and professional world.




Videoconferencing

This service came into operation at the end of 1989. In 1990 we extended its domestic and
international coverage to eight of Spain's major cities, with international connections to 15
countries (All EEC countries except Ireland and Luxembourg, the USA, Finland, Sweden,
Switzerland, Austria and Norway). Agreements were also signed with the Chambers of
Commerce for the installation of videoconferencing facilities in a good many of Spain's
major provincial capitals.

Intelligent network services

Throughout the year the “Line 900" Automatic Reverse Charge service once again proved
itself to be a very effective tool for telemarketing and promotion campaigns. The service
was in demand from a wide variety of business and institutional clients. At the end of the
year there were 1,496 service users, over 96% up on the previous year. The service
continued to expand its international coverage, and agreements were signed to this end
with other Administrations. As a result service coverage was extended to Belgium,
Denmark, Finland, Chile and the United States.

Suplementary telephone services (STS)

In 1990 major steps were taken to upgrade many of our digital switching exchanges in order
to extend the basic telephone service facilities and thus expand the Multiservice Line
market. Although still far from being in wide public use, at the end of 1990 there were more
than 100,000 subscribers to the different supplementary telephone services available: Call
Rerouting, Call Waiting, Conference Calls, Pre-programmed Dialling, Detailed Information
Services, Abbreviated Dialling and Remote Call Charge Meters. Work was also carried out
to extend the range of this type of service from the second half of 1991 with the following
facilities: Advanced Automatic Reverse Charge Calling, Additional Charging, Shared
Payment, Televoting, etc.

Electronic funds transfer

By the end of the year there were 163,100 terminals for business transactions with credit
cards (dataphone) connected to the network, representing an increase of 25.8% over
1989.

Value added services

During 1990 the Telefénica Group continued to make progress in the development
and coordination of Value Added Services, mainly through its affiliated companies






Telefonica Servicios (TSI), CETESA and ESTRATEL, a new company active in the field
of Telemarketing which was launched during the year. Special mention should be made
of the major success achieved by TSI's Mensatel Service, which, with 20,000
subscribers was Spain’s leading Radiomessage Service in a fiercely competitive market.
TSI continued to set the pace in the Data Processing Value Added Services market by
setting up Spain's first Electronic Data Interchange centre (EDI). EDI is set to become
an extremely important business area in the future, given that it enables companies to
simplify and rationalize the flow of information with their clients, suppliers and
distributors. In the field of electronic publishing and distribution of information,
CETESA's Electronic Yellow Pages service continued to make progress, reaching 3,071
subscribers by the end of 1990.

The first steps taken in 1989 and 1990 have convinced us that business prospects in the
area of Value Added Services are extremely healthy. Consequently we anticipate stepping
up our activity in this field over the next few years.

Audio-visual communications

In 1990 we increased the number of VSAT networks providing coverage both in Spain
and abroad. Of particular significance in the international area was the extension of
the networks assigned to the SER radio broadcasting company and the EFE press
agency.

We put three satellite TV channels at the disposal of Retevision for the transmission of
the new private TV channels, along with 14 earth stations using digital optical fibre
technology. We also provided the Federation of Regional Television Companies with a
contribution-distribution system transmitted by an earth network and a permanent
satellite channel.

As in 1989, Telefonica took special interest in the television coverage of major sporting
events both in Spain and abroad, providing the Spanish state television company RTVE with
the necessary satellite faciities.

Also of special significance was the strengthening of Telefonica's presence in the
international TV market, as witnessed by our participation in new satellite projects,
especially the new INTELSAT-K.

Telefonica is also taking steps to provide the technical facilities necessary for the
broadcasting of the special events to be held in Spain in 1992.

Integrated services digital network (ISDN)

During 1990 preparation continued for the introduction of the ISDN in Spain, with working
installations being shown to the press and presented at various forums.

We also completed the definition of the structure which, in 1992, will support the first
phase of the expansion of the ISDN (coinciding with the World Fair in Seville, the Olympic



Optical fibre cable is now the network’s main medium



Games in Barcelona and Madrid's becoming the European Capital of Culture) which wil
connect Spain's major cities.

RESEARCH AND DEVELOPMENT

Throughout 1990, the activity of our subsidiary company Telefénica |+D was directed
towards responding to Telefonica's needs, and providing profitable technological openings
for the Company.

Of particular note was the construction of several prototypes of the Tesys-B packet
switching system. We also made progress on the development of the new IBERPAC
operating system, which will allow the integrated operating of the Tesys-A and B
systems.

As for the Operations and Maintenance Structure (EOC), which is a systems package for
telephone network management and operations, we continued to develop new ways of
reducing operating costs and improving service quality. In this respect, we started work
on a new Control System for IBERCOM and a Transmission Equipment Supervision
System, both of which should have the first installations in service in 1991.

Telefonica 1+D also carried on its research in the field of speech technology, with one
application being the Audiotex service, and in-the development of the Broadband
Communications Experimental Network.

HU MAN RESOURCES DEVELOPMENT

The aim of Telefonica's human resources strategy is to involve the employees in the
company's goals, increase motivation and improve workforce qualification levels in the face
of technological change. Telefonica is operating in an ‘environment of constant technological
innovation and growing liberalization, and its ability to adapt its human resources to this
reality will be a decisive factor for the company's competitive performance. In response to
this need, last year saw a major boost in training and development programmes for
managers and staff. _

By the end of the year, Telefonica had a total workforce of 75,350 employees, an
increase of 5.9% over 1989. This increase was accounted for by a net growth of 719
temporary staff and 3,476 permanent staff, 818 of whom were university degree
holders. These figures confirm Telefonica's position as the Spanish company with the
largest workforce, and as one of the country's leading job creators. In addition, over
four million hours of training were given, with training policy supported by an increase



in the resources devoted to this area, from 4.5% of total personnel costs in 1989 to
6.9% in 1990.

NTERNATIONAL RELATIONS

During 1990 we stepped up our contacts with a view to participating in projects likely to
expand and consolidate our presence with our own resources on the international scene,
and in other projects of significant strategic interest to the company. Of the former, special
mention should be made of the signing of the Memorandum Agreements for the TSL
(Transovietic Line) project to lay an optical fibre cable across the USSR to the Pacific, the
Palma-Algiers and Barcelona-Marseilles underwater cables, the EURAFRICA underwater
cable, the UK-Holland 12 and the SAT-2, which will link South Africa with Spain and
Portugal in 1993. Of the latter, of prime importance wes the signing of the Memorandum
Agreement with TELMEX of Mexico for the installation and commissioning in 1994 of an
underwater cable between Spain and Mexico, with support in the Caribbean. This
agreement will later be extended to the US company ATT and to the ltalian company
ltalcable.

In 1990 Telefénica maintained a higher profile in various interational organisations, chairing
several CEPT and ETSI committees. We also held the vice-chairmanship of the EURESCOM
(European Institute for Research and Strategic Studies in Telecommunication) preparatory
committee. In addition, Telefonica coordinated the first steps towards the creation of the
operators association ETNO, a collective decision-making body.

Telefénica continued to reach bilateral agreements with other operators, the most
significant being those signed with RTT of Belgium, D.B. Telekom of Germany, CPRM
Marconi of Portugal and CTC and ENTEL of Chile.

Telefonica and its affiliates were also extremely active on the EEC front, participating in and
closely following the development of community legislation, as well as taking part in various
European projects, such as RACE, ESPRIT, CTS-2, DRIVE and COST.

In Latin America, Telefénica continued to play an active role in AHCIET.

THE TELEFONICA GROUP

In 1990 the Telefonica Group companies' sales showed a 27.6% increase over 1989, thus
maintaining the upward trend of previous years.

As a result of the Entel-Eria merger, the Entel subsidiaries Maptel and Ecotel joined the
group of affiliated companies during the year. Maptel is mainly concerned with digital



cartography, while Ecotel provides audience measurement services. Another newcomer to
the group was Estratel, a telemarketing company.

Telefonica Intenacional, which became a 100% Telefonica subsidiary as of December 31,
1990, camied out a number of significant operations during the year, the most noteworthy
of which was the acquisition of a 44.49% holding in the Chilean local telephone services
operator, CTC. The second operation of particular interest was the increase in its holding in
the Chilean long distance and intenational telephone service operator ENTEL to 20%. The
third significant investment was the acquisition, through COINTEL SAA, of a 6% holding in
Telefonica Argentina S.A. (TASA), the domestic telephone service operator in southern
Argentina.

These investments, which represented in 1990 3% of Telefonica's gross capital expenditure
in fixed assets, are closely in line with the company's business criteria, offering potential
profitability and support to the company’s basic strategy.
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INANCIAL REVIEW
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Last year was a period of inflexion in the recent development of the Spanish economy.
The surge in economic growth, which began in the second half of 1985, upset the basic
balance mechanisms and the government was forced to implement a tight monetary
policy and reduce budgetary expansion for the year. In addition, the exchange rate

-~ discipline of the European Monetary System and the forthcoming European economic
union tended to keep domestic interest rates high, and led to the continuation
throughout 1990 of the Bank of Spain's policy of restricting foreign debt, initiated at the
beginning of 1989.

TELEFONICA AND THE SPANISH ECONOMY

Added to the effects of this restrictive economic policy was the fall off in economic
prospects brought about by the Gulf crisis. The result was a lower growth rate in the
Spanish economy and a slowing down in the job creation process.

Growth in domestic demand decreased considerably, 4.6% in 1990 compared with
7.8% in 1989. This was basically due to the fall in investment demand, particularly
investment in capital goods, while the construction industry had to rely heavily on
public works.

Rises in real salaries helped to stimulate growth in private consumption, although this
trend was offset by a fall in job creation which caused a moderate fall off in this area
of demand.

Spain's G.D.P. rose by 3.7% in real terms, which was nearer to the growth in global
demand than in previous years, thus showing a more balanced performance by the
Spanish economy.

Exports were well up, despite a fall in revenue from tourism, while the import
growth rate fell back sharply to roughly half the 1989 figure. These factors were



reflected in a slight reduction in the current account deficit as a proportion of the
G.D.P. (3.1% in 1990 as opposed to 3.2% the year before).The continuing inflow of
capital into the Spanish economy through foreign investment, along with short term
capital attracted by high domestic interest rates, resulted in a large balance of
payments surplus, with foreign reserves rising by 8,683 million dollars, 91% up on
1989.
The pressure of labour costs, and the inflationary impact of oil price rises caused by
the Gulf crisis are key factors in analysing the performance of the G.D.P. deflator,
which rose by 7.3%, rather more than in 1989. Consumer prices, on the other hand,
witnessed an annual average growth similar to that of the year before.
Within this economic context, Telefonica continued to step up its participation in the
Spanish economy during 1990. The value added generated by our company grew by
9.3%, a higher growth rate in real terms than the G.D.P., and represented 1.79% of
this figure. There were similar trends in Telefonica's gross operating profit, which
now accounts for 2.13% of the national total.
Telefonica's fixed assets investment grew last year in macroeconomic terms by
21.1%, in marked contrast with the figure for the Spanish economy as a whole, which
stood at 6.7%. The continuing investment drive in 1990 brought Telefénica’s
contribution to Spain's gross capital formation up from 5.14% in 1989 to 5.49% in
1990. The difficult prevailing conditions in the domestic financial markets last year,
and the corresponding effect on the company's financial expenses hindered similar
progress in Telefonica's contribution to national gross savings.
Finally, Telefonica made a positive contribution to the performance of the Spanish
economy in two more areas: employment, which saw a net growth 6.8% in 1990 as
opposed to 2.7% in the Spanish economy as a whole, and prices, with tariffs showing
sy | ITORE a 6.4% average increase, nearly a point less than the G.D.P. deflator.
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(as a % of the national total, except prices) TELEFONICA

AND THE SPANISH

1988 1987 1988 1989 1930 ECONOMY
Gross value added 1.6 I 1.68 I7 179
Wages and refated benefts 12 118 119 155 |28
Gross operating proft 205 119 10 103 13
(Gross savings 1% 29 156 164 255
Gross capital formation 430 449 3N 514 549

Prices

GDP. deflator 1042 58 S84 695 13
Telefonica 1) 651 458 100 170 640

(1) Average yearly effect on service prices due to tanff increases.
Source: .N.E. and Telefénica.



In December 1990 the new General Accounting Plan was approved, under the
Commercial Legislation Partial Reform and Adaptation to E.E.C. Directives Act.
Telefonica has therefore presented the 1990 Annual Accounts according to the
formats laid down in the General Accounting Plan for balance sheets, statements of
income and the annual report. This new presentation brings our financial statements
into line with E.E.C. accounting norms, especially with the Fourth Directive.

MANAGEMENT'S DISCUSSION
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OPERATING REVENUE
(Milions of Ptas)

In 1990, Telefonica's revenue from operations was 852,542 million pesetas, representing
an annual growth of 19.3%. Operating profit was 237,475 million pesetas, 21.4% up on
the year before. After taking into account financial expenses and net extraordinary
items, income before tax reached 93,188 million pesetas. After applying provision for
corporate tax, net income for the year was 75,788 million pesetas, an increase of
10.0% over 1989. Earnings per share were 81.8 pesetas, 9.8% more than the previous
year.

The proposal for the distribution of profits, with 50,983 million pesetas set aside for the
payment of dividends and 24,805 million going to increase reserves, represents a pay-out
ratio of 67.3%. This is a continuation of the policy aimed at strengthening the company's
equity base, initiated in 1987.

Operating revenue

The 19.3% growth in operating revenue reflects the high rate of activity carried out
in 1990. This revenue totalled 852,542 million pesetas.

The average rises in service charges in 1989 (3.4%) and 1990 (7.3%), which came
into effect on the 12th and 20th of March respectively, resulted in an estimated
effect on the year's operating revenue of 6.4%.

The most dynamic revenue components were terminals, mobile services and data and
image transmission, which grew by 180.5%, 89.7% and 26.6% respectively. Revenue
from mobile services, at 8,696 million pesetas, almost equalled the rapid pace of
growth attained in 1989. As a result, its contribution to the revenue structure rose
to 1%. Revenue from data and image transmission, at 87,628 million pesetas, also
continued to increase as a percentage of the total, reaching 10.3% compared with
9.7% in 1989,

Revenue from the domestic automatic service rose by 18.9% to 374,472 million
pesetas, accounting for 44% of total operating revenue. International service revenue
went up by 17.5% to 113,857 million pesetas, representing 13.3% of the total. The
notable growth in revenue from international traffic during last year is especially



significant bearing in mind that the rise in tariffs had no overall effect on this revenue
item. '

Revenue from subscriber service charges increased by 12.6% to 207,119 million
pesetas, although it fell as a proportion of total operating revenue from 25.7% in
1989 to 24.3% in 1990. Revenue from connection fees grew by 19.1%, reaching
38,895 million pesetas. Finally, revenue from advertising in directories and yearbooks
was 8,500 million pesetas, 16.5% more than the year before.

Operating expenses

Excluding local taxes and provision for the setting up of a pension fund, operating
expenses rose to 387,829 million pesetas, 18.3% up on the year before. The main
component was personnel expenses, which increased from 253,439 million pesetas in
1989 to 293,603 million in 1990. The average number of employees rose from 68,609 to
73253, up by 6.8%. At the end of 1990, Telefonica’s workforce stood at 75,330, of
which 5,803 were temporary workers. '

Expenses for subcontractors, supplies and services were 93,709 million pesetas, 26.8%
more than in 1989. This increase was a consequence of the surge in Telefonica’s activity
in 1990, both in installation of plant and provision of services.

Local taxation rose to 16,085 million pesetas, up 19.6% on 1989. The transfer to the
provision for the setting up of a pension fund went up by 16.0% to 20,300 million
pesetas. Finally, internal expenditure capitalized in fixed assets fell by 6.5%, due to the
fact that staff efforts were increasingly dedicated to network conservation tasks. This
maintained the downward trend in recent years of this expenditure item as a percentage
of operating expenses.

Operating margin

The operating margin went up from 417,123 million pesetas in 1989 to 485,408 million
pesetas in 1990, representing an increase of 16.4% and accounting for 56.9% of operating
revenue. This trend in operating margin can in large part be put down to the reduction in
internal expenditure capitalized in fixed assets, which dropped from 61,071 to 57,080
million pesetas between 1989 and 1990.

Other operating revenue and expenses

Depreciation of fixed assets rose to 250,615 million pesetas, 15.0% up on 1989. Practically
all of this figure (99%) was accounted for by plant depreciation, with an average

e depreciation rate of 7.4% as opposed to 7.0% in 1989.



(Figures in %, unless otherwise indicated) FINANCIAL

1% 197 1% 199 1% RATION
Operating margin/Operating revenve (1 62 662 97 584 59
Financial expenses/Operating revenue (g} 196 180 162 160 187
Operating margin/Av. net plant (3) 184 194 183 183 182
Fived assets coverage (4) 83 894 0. gl 85
Guarantee ratio (9) 57 569 55 493 49
Selffrancing ratio ) 627 407 63 4l 415
Financal debt ratio (7) 400 385 33 40 503
Debt repayment capacty (years) (8) 5% 49 36 44 50
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(1) Operating revenue - Operating expenses + Intemnal expenditure capitalized in fixed assets/Operating
revenue.

(2) Financial expenses + Exchange losses + Amortization of deferred charges/Operating revenue.

(3) Operating margin/Average net capital expenditure in fixed assets.

(4) Shareholders’ equity + Deferred income + Provisions + Long term debt/Fixed assets + Deferred
expenses.

(5) Shareholders’ equity + Deferred income + Provisions/Assets.

(6) Net income - Dividends + Depreciation of plant and equipment+ Dismantled plant pending
depreciation/Capital expenditure in fixed assets + Advances to suppliers + stocks for fixed assets.

(7) Interest bearing debt/Shareholders’ equity + Deferred income + Provisions + Financial debt - Capital
increase expenses - Deferred expenses (except promissory note interest).
Interest bearing debt: Long-term creditors - Notes payable - Payments pending on shares + Short
term issue + Short-term debts with credit institutions - promissory note interest

(8) Interest bearing debt/Net income + Amortization of deferred expenses + Depreciation of fixed assets
+ Dismantled plant - Intemal expenditure capitalized in fixed assets.

(9) Net income + Financial expenses + Exchange losses + Amortization of deferred charges - Intemal
expenditure capitalized in fixed assets/Financial expenses + Exchange losses + Amortization of
deferred charges.

Note: Shareholders' equity for each year is calculated after the distribution of profits has been carried out.

Operating provisions and charges totalled 9,382 million pesetas, 30.7% more than the 7,179
million set aside for this item in 1989, with 86.7% of the total being accounted for by
provision for bad debt. The remaining 1,246 million pesetas went to provision for stock
depreciation and contingencies.

Other operating revenue totalled 13,887 million pesetas, representing an annual growth of
65.9%. External contributions were particularly significant, accounting for 50% of the total

:
1 and showing an increase of over 85%.
Finally, other operating expenses stood at 1,823 million pesetas, 60.7% down on the year
et before. The above figures resulted in an operating income of 237,475 million pesetas, an
increase of 21.4% over 1989,
T Financial expenses and extraordinary items
Telefonica's high level of capital expenditure, with a powerful investment drive carried
| out mainly through external financing, resulted in financial expenses rising to 159,308
million pesetas in 1990, an increase of 39.6% over the previous year. Deferred charges
, rose by 42.3% to 149,362 million pesetas, and at 93.8% of the total was by far the largest
component of financial expenses. This trend was the consequence of the financial
% | & il

6 -

demands made on the company by the extensive installations programme, financed in a

0 macroeconomic climate dominated by a restrictive monetary policy which affected
S ¥ 8 ¥3 interest rates and limited the availability of financial resources in foreign currency.
DEBT REPAYMENT Consequently, the average cost of new debt incorporated into total liabilities rose from

(feas) 14.2% in 1989 to 14.5% in 1990. Exchange losses were 6,815 million pesetas, as opposed



to 7,331 million pesetas the year before. The remaining 3,131 million pesetas were
accounted for by the amortization of deferred charges.

Extraordinary items produced a surplus of 3,991 million pesetas. In extraordinary
revenue, special mention should be made of the capital gains of 3321 million pesetas
from the sale of the 44.1% holding in ENTEL, and the 2,713 million received from the
Insurance Clearing Consortium. As for extraordinary expenses, they rose to 6,786 million
pesetas, 32.1% more than the previous year. The write-off of dismantled plant pending
depreciation reached 15,372 million pesetas, compared with 13,678 million in 1989. This
item, being by its very nature an accelerated depreciation item, can be added to the
depreciation of fixed assets, bringing this total to 265,987 million pesetas, 14.8% up on
the previous year.
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Taxes

Taxes charged to Telefonica in 1990 amounted to 16,602 million pesetas, showing an
annual growth of 19.0%. Local taxes accounted for 16,085 million pesetas (96.9% of the
total).

The provision for corporate tax was 17,400 million pesetas, 28.0% down on the year
before, representing an effective corporate tax rate of 18.7%, as opposed to 26.0% in 1989
and 25.3% in 1988. This decline was mainly due to the deductions in corporate tax owing to
the company's expenditure on installations for the 1992 Seville World Fair and Barcelona
Olympics, and to the growth in employment already referred to.

Net income and cash flow

Net income, at 75,788 million pesetas, showed a 10.0% growth over 1989. After adding
depreciation of fixed assets and deferred charges, cash flow stood at 344,906 million
pesetas, 14.0% more than the year before. Eamings per share were 81.8 pesetas, and cash
flow per share reached 372.1 pesetas, representing an annual growth of 9.8% and 13.8%
respectively.

Capital expenditure and financing

In 1990, Telefénica's capital expenditure in tangible and intangible fixed assets and
investments reached 734,514 million pesetas, compared with 615,647 millions in 1989.
95.8% of this total, 703,697 million pesetas, went on capital expenditure in tangible fixed
assets and advances for plant, representing a 20.5% annual increase on the 583,762 million
pesetas invested in these items in [989.

Gross investments in affiliates last year totalled 32,931 million pesetas. Disposal of
investments totalled 6,962 million pesetas, leaving a net investment in affiliates of 25,969
million pesetas which, despite Telefonica’s significant international expansion in 1990,
accounted for 3.5% of the total capital expenditure in fixed assets.

As a consequence of the high level of capital expenditure, the rate of self-financing showed
little variation over the previous year (41.5% in 1990 as opposed to 41.1% in 1989). In
1990, we once again relied heavily on external financing, with the result that interest-bearing
debt rose significantly, standing at 50.3% of the Company's real capital employed at year-
end. This represented an annual increase of 6.3 percentage points in the financial debt ratio.
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Free translation from the original in Spanish

Independent auditor’s report on the annual accounts
To the Shareholders of Telefénica de Espaiia, S.A., by appointment of the Board of Directors

We have audited the annual accounts of Telefénica de Espafia, S.A. consisting of the balance sheets at
December 31, 1990 and 1989, the profit and loss accounts and the notes corresponding to the years then ended,
whose preparation is the responsibility of the company’s management. Our responsibility is to express an opinion
on the aforementioned annual accounts as a whole, based on our audit work carried out in accordance with
generally accepted auditing standards, which included selected tests to the supporting evidence of the underlying
records of the annual accounts, an assessment of their presentation and of the accounting principles and the
estimates applied.

As indicated in Note 1 to the annual accounts, tariffs corresponding to the services provided by Telef6nica are
submitted to the Spanish Government for approval, with the prior intervention of the Government Delegate
in the Company and agreement of the Price Control Board. Consequently, Telefénica falls within the group of
regulated 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, will depend upon the adequate future consideration, in tariffs, of these concepts.

Notes 18 and 19 to the annual accounts include a detailed explanation of the characteristics of the pension
scheme by which the employees of Telefénica are covered though the mutual pension fund "Institucién
Telefénica de Previsién" (ITP), as well as the current going concern problems, negotiations held and the
Company’s present position in respect of these.

There exist opinions of independent legal counsel which reconfirm Telefénica’s compliance with all its
contractual obligations to ITP, as well as the legal independence of the latter as regards Telefénica and the
nonexistence of any other subsidiary responsibility for Telef6nica than that started in Note 18.

In our opinion, the attached annual accounts for the years 1990 and 1989 present fairly, in all material respects,
the equity and financial positions of Telefénica de Espaiia, S.A. at December, 31 1990 and 1989 and the results
of their operations and the resources obtained and applied during the year ended on that date, and they contain
the necessary and relevant information in order to adequately interpret and understand them, in accordance with
generally accepted -accounting principles applied on a basis consistent with that of the preceding year.

The accompanying Directors’ Report for 1990 contains the information that management considers relevant to
the company’s situation, the evolution of their business and of other matters and does not form an integral part
of the annual accounts. We have verified that the accounting information contained in the aforementioned
Directors’ Report coincides with that of the annual accounts for 1990. Our work as auditors is limited to
verifying the Directors’ Report within the scope already mentioned in this paragraph and it does not include the
review of information other than that obtained form the company’s audited accounting records.

Price Waterhouse Auditores, S.A. Audiberia, SA.

ROAC Registrationyber: 12
wa A7 lsey

A Juan Manuel Osorio
Partner

Madrid, March 21, 1991



Telefénica
de Espafia,S.A.

BALANCE SHEETS AT DECEMBER 31

(Before distribution of profits)

(In millions of pesetas)

ASSETS 1990 1989
A) LONG TERM ASSETS
I. COSTS OF NEW EQUITY CAPITAL 2170 3251
Il. INTANGIBLE ASSETS (Note 5) 17812 10,665
Research and development expenses 15853 3071
Other intangible assets 5812 2714
Accumulated amortization (3853) (15.120)
[Il. FIXED ASSETS (Note 6) 2,886,690 2,457,589
Land 45480 40467
Buildings 247919 204,125
Power equipment 83,520 69,733
Telephone installations 3,408,984 3028974
Other fixed assets 64,186 43,805
Fixed assets under construction:
Construction in progress 646,434 490,166
Advances to suppliers 0447 40,041
Stocks for fixed assets 56,853 67,720
Accumulated depreciation (1,689,133) (1.527.442)
[V. INVESTMENTS (Note 7) 70556 47389
Investments in group companies 40,502 16,281
Investments in associated companies 17320 12,864
Other investments 12436 14,765
Loans to employees 2,136 2,637
Guarantees and deposits 441 1,283
Provisions for depreciation of investments (3.279) (441)
TOTALA 2971228 2518894
B) DEFERRED EXPENSES (Note 8) 66,213 59451
TOTALB 66213 59451
C) CURRENT ASSETS
I. INVENTORIES 8,16l 8320
.. ACCOUNTS RECEIVABLE 236,151 202,449
Subscribers (Note 10) 195,685 160,756
Group company 8,060 10,134
Associated company 80 112
Miscellaneous receivables 28,580 25534
Advances to employees 5157 4957
Taxes receivable (Note 16) 10,705 10,100
Provisions:
Provision for bad debts (Note 10) (9,191) (6.834)
Provision for sundry debtors (3.525) (2310)
lIl. CASH 2562 936
Cash and banks 916 872
Funds intransit and other in transit 1,646 64
IV. ACCRUALS AND PREPAYMENTS 2520 2626
TOTALC 249,394 214331
TOTAL ASSETS 3292835 2792676

Notes | to 23 form an integral part of these annual accounts.
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"Notes | to 23 form 2n integral part of these amual accounts.

LIABILITIES AND SHAREHOLDERS' EQUITY 19%0 1989
A) SHAREHOLDERS' EQUITY (Note 11)
|. SHARE CAPITAL 463479 462,482
II. SHARE PREMIUM 33467 32,752
[Il. REVALUATION RESERVE 653,780 653,780
IV. OTHER RESERVES 91,069 B4
V. UNAPPROPRIATED PROFIT 95 %3
VI. UNDISTRIBUTED EARNINGS FOR THE YEAR 75,788 68,898
VIL. INTERIM DIVIDEND .17 B122)
TOTALA 1,294,504 1,267,925
B) DEFERRED INCOME (Note 12)
Capital grants 17,000 8,880
Deferred unrealized exchange gains (Note 9) 21,059 14,025
Deferred taxes and other 11941 2242
TOTALB 50000 25,147
C) PROVISIONS FOR RISKS AND EXPENSES (Note 13) 129,741 111246
TOTALC 129741 111,246
D) LONG TERM DEBT
I. DEBT ISSUES (Note 14) 383,732 279827
Debentures and convertible bonds - 25419
Debentures and non-convertible bonds 371,640 253,808
Commercial paper 12,09 600
II. LOANS AND CREDIT FACILITIES (Note I5) 539956 466,204
[l OTHER DEBTS 125018 109870
Notes payable to suppliers 508 [113
Loans from the Institucion Telefénica de Prevision (ITP) 66,151 59,834
Collective insurance for employees (Note 19) 43439 35939
Payable to mutual funds 6,443 5,782
Other 8477 7202
IV. PAYMENTS PENDING ON SUBSCRIBED SHARES (Note 7) 2987 6272
. of subsidiaries 487 2391
‘of associates 2500 3881
. TOTALD 1,051,693 862,173
E) SHORT TERM DEBT
|, DEBT ISSUES (Note 14) 347,656 160478
" Debentures and non-convertible bonds 4009 /39800
Commercial paper 293478 107,072
Interest payable 14,082 13,606
Il. LOANS AND CREDIT FACILITIES (Note I5) 78,954 81,359
Loans and credit facilities ! 65,659 72015
Interest payable 13,295 9344
[Il. DEBTS WITH GROUP AND ASSOCIATED COMPANIES 1n 41,075
Debts with group companies - 24646 14876
Debts with associated compantes 47,127 26,199
. IV. TRADE CREDITORS 129,788 102,541
Debts on purchases or provision of services 88,409 99818
Notes payable to suppliers 41379 273
V. OTHER CREDITORS 117,034 120,601
Taxes payable (Note 16) 25,266 37,075
Sundry creditors (Note 17) 91,768 83,526
V1. ACCRUALS 21,692 20,131
TOTALE 766897 526,185
TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY 3,292,835 2.792.676




Telefénica

PROFIT AND LOSS FOR THE YEARS ENDED

de Espafia,S.A. DECEMBER 31 (In millions of pesetas)
DEBIT 1990 1989
Salaries and related costs (Note 21.2) 293,603 253439
Depreciations of fixed assets 250615 218,002
Variations in provisions 29,682 21619
Variation in the provisions for stock (Note 6.10) 800 -
Vanation in the provisions and losses of relating to bad debts 8,136 7179
Variation in other provisions (Note 13) 446 -
Provision for constituting a pension fund pension plan (Note 13) 20300 17500
Other operating expenses 112,134 92484
Subcontracts supplies and services 93,709 73895
Taxes 16,602 13953
Other expenses 183 4636
|. OPERATING PROFIT B7475 195,679
Interest expenses 149,362 104935
Amortization of debenture issue expenses 3131 1,683
Variation in the provisions for investments 2838 187
Exchange losses (Note 9) 6815 1331
Il. FINANCIAL INCOME
L. PROFIT BEFORE NON-OPERATINGACTIVITIES 89,197 93,069
Loss on sale of fixed assets 4936 3,695
Other non-operating expenses (Note 21.3) 1,850 1,443
V. bROHT NON-OPERATING ACTIVITIES 3N 4
V. PROFIT BEFORE TAX 93,188 93073
Corporate income tax (Note 20) 17400 175
VI: NET INCOME FOR THE YEAR (PROFIT) 75,788 . 68,898

Notes | 0 23 form an integral part of these annual accounts.

ANNUAL ACCOUNT TO THE YEARS ENDED AT DECEMBER 31, 1990 AND 1989

NOTES TO ANNUAL ACCOUNTS.

NOTE I-ACTIVITY AND CONTRACT WITH THE STATE

LI Adiity

Telefénica de Espafia, SA. (Telefnica) was incorporated in Madeid in April 18, 1924. lts main corporate purpose is to provide and operate all types of public and private telecommunication services,
according to condition 4 of the statutes approved by the general meeting of shareholders held on june 15, 1990.

1.2 Condtions of the State Contract

The Telecommunications Law, dated December |8, 987, stipulates that basic telecommunication services will be provided by monopoly
Telecommunication Law contemplates that a new contract will be signed

through 30-year concessionary contract with the State. The
between the Company and the Spanish State. On December 31, 1990, the new contract was stil being negotiated, thus the

current state contract defined by the Law of December 31, 1945 and the Decree of October 31, 1946 remains in force. The Company is a limited liability corporation whose operations are regulated by

the provisions of the State Contract
13 Regulation of tariffs

According to the State Contract, tariffs will be reviewed at Telefbnica’s request when, for two consecutive years, they do not give a sufficiently high yield to cover ol operating expenses (including the
depreciation of Company installations and properties, to accumulate and maintain the statutory reserve refered to in Condition 7 of the State Contract or any other required by law) and to obtain an
amount of net income in each fiscal year of not less than 5% of the paid-in share capital plus reserves as defined in the State Controct.

4



CREDIT

IV. EXTRAORDINARY LOSS
* V. LOSS BEFORE TAX

VL. NET INCOME FOR THE YEAR (LOSS)

14 Tax

According to the Telefénica Taxation Law of july 30, 1987 and to Royal Decree 1334/1988 of November 4, 1988, beginning january |, 1988, Telefonica became subject to certain specific local
property taxes (Contnbucido Teritorial Rdstica Urbana) and that it would pay a yearly levy equal to two percent of gross revenues in lieu of local and regional taxes other than property taxes.

19% 1989
. Sales (Note 21.1) 852,542 714839
Revenue from services 801,920 677,987
Connection fees and other 0612 36852
Intemal expenditure capitalized in fixed assets 57,080 61,071
Other operating income 13,887 8373
Other income 13380 80%
Subsidies 507 274
|. OPERATING LOSS
Income from capital investments 3,197 1517
In group companies 1,200 -
In associated companies 694 4|
In other 1303 1,076
Interest income 10671 10,209
From group 1,348 1320
From associated 1,066 84
From other 8257 8,805
II. FINANCIAL LOSS 148278 102,610
[Il. LOSS BEFORE NON-OPERATING ACTITIES
Profit on sale of fixed assets 3514 1,606
Capital grants (Note 12) 91l 34
Other non-operating income (Note 21.3) 6342 3302

By the Minitry Order dated December 27, 1989 has obtained from the Spanish tax authorites, th right to file consolidated income tax retums dunng 1990, 1991 and 1992. This concession is subject
to compliance with certain requirements of the Law (Decree Law 15/1977 of February 25 and Law 18/82 of May 26).

NOTE 2 -BASES OF PRESENTATION OF THE ANNUAL ACCOUNTS

a)The annual accounts have been prepared on the basis of the accounting records of Teleftnica for each year and have been prepared in conformity with accounting prinaples generally accepted in Spain, os
stipulated by the low. The financial statements are shown in accordance with the new General Accounting Plan approved by the Royal Decree of December 20, 1990. For comparative purposes, the 989

financial statements have been restated to conform with the 990 General Accounting Plan. The most significant changes are as follows:
- Shareholders’ equity includes the profit of the year, net of the interim dividend approved by the board of directors.

- Long and short term debts.

Regarding long and short term debts, and for the purposes of the balance sheet presentation, debts are dlassified according to their maturity dates, from the time they are contracted. Long tem debts

are reclassified into short term debts when they become due within |2 months of the balance sheet date.
Are registered at their nominal value except for debentures and bonds issuances which are registered at par value plus accrued interest

b) Except as otherwise indicated, all amounts shown in the balance sheet, profit and loss accounts and notes to the annual accounts are expressed in milions of pesetas.



NOTE 3 -PROPOSED DISTRIBUTION OF PROFITS

The following proposal for distrbution of profits wil be submitted by the Board of Directors for approval at the shareholder's Annual General Meeting:
BASIS OF DISTRIBUTION

Net income after corporate income tax

Unappropriated profit

To be distributed

DISTRIBUTION
5% intenm dividend on shares n° | to 926,958,077, payable as from February 1S, 199!

6% final dividend on shares n° | to 926,958,077, pending zpproval

To dividends

~

To legal reserves

To voluntary reserve

Unappropriated profit carried forward

Total proposed distribution

INTERIM DIVIDEND

75,788
95

75883

8,174
27809

50,983
7600
7,150
150
75883

The mesting of the Board of Directors held on December 26, 1990, based on economic and financial data and in accordance with Art. 216 of the law of corporations, distrbution of an interim dividend of

25 pesetas per share, n° | to 926.958.077, before tax withholding on dividends.
Budgetary situation - cash forecast for the year

Collections forecast of credits for the period from December 26, 1990 to December 26, 1991 ......... 1,776,603
Payments forecast of payments for the period from December 26, 1990 to December 26, 1991 ........ 1726201
Financial statement supporting the distabution of on interim dividend:
Profits for the period from January |, 1990 to November 30, 1990 71,061
Unappropriated profit brought forward from 1989 95
Accumulated losses- :
Compulsory allocation to reserves (7.107)
Profits for distribution 64049
Proposed interim dividend 3,174
Financial situation:
* Funds available for distribution:
Cash assets 454
Loans granted 477
Proposed interim dividend (23,174)
Difference 25,052

NOTE 4 -SIGNIFICANT ACCOUNTING PRINCIPLES
The accounting standards applied in the preparation of the annual accounts were:
a) Cost of new equity capital

Issuance expenses of bonds converted to share capital and expenses related to the issuance of share capital are valued at cost and are amortized on straight line bass over five years from the date of

each share capital increase or conversion.
b) Intangible assets and amortization

Intangible assets include costs incurred in developing new product fines capable of being marketed or utifized in the telephone network. Finished projects with the passibilty of commerciol or industrial use

are amortized over five years and rejected projects are written off immediately.

This heading also encompasses the acquired rights to use of equipment and plant owned by others and the cost of licenses for the indefinite use of software. These assets are amortized on d straight-fine

basis over 25 years and 3 years, respectively.
¢) Fixed assets and method of depreciation
Property additions are valued at cost including installation cost, direct labor and material sed, together with allocable share of overhead costs.
The annual depreciation charge is calculated using the straight-line method based on the useful lives of the assets. The estimated useful ive are as follows:



Type of fixed asset Years of useful life

Buildings 40

Power equipment 18-19
Exchange equipment 1423
Transmission equipment 13-16
Local and domestic long distance networks 18-22
Suscriber sets and other related installations 48

Fumiture, office and other equipment 5-10

Fixed asset maintenance and repair costs not representing an increase of value or improvement are expensed when incurred.
d) Investments - net shareholdings in companies

The financial statements do nat present the consolidated financial position of Telefénica and its majority-owned subsidiaries. No significant impact on the Company's annual accounts would result form
consolidation of these entities.

New investments are recorded at cost, including related expenses, and are adjusted for reductions in the proportional equity value of the investment, with a charge against income. The most recent
balance sheet as approved by the shareholders at the Annual General Meeting is used for the valuation adjustment, if any.

e) Defered charges
Deferred charges comprise:

a) Debenture issue expenses: valued at selling price and are amortized based on the respective principals outstanding at each year end.

b) Interest on commercial paper: reflects the difference between the issue price and repayment price and is accounted for over the period during which the commercial paper is outstanding, with the
charge to results being calculated using the capital outstanding method.

¢) Exchange losses or gains: see Note 4.

) Inventories and stocks for fixed assets
Inventories and stocks are generally volued at their weighted average cost
g Copil grnt

Capital grants are registered at their nominal amount, and are charged to results on a straight-ine basis over 10 years. This period of time is similar to that of the fixed assets linked to these grants. The
main sources for such funds are:

- Offical Agencies, Autonomic Communities, Local and Regional Administrations, for the extension of the telephonic services to rural aregs.
- The European Economic Community, for the promotion and development of telecommunication activities between companies of the sector.

In all cases, Telefdnica fulfils all the requirements to receive the grants.
h) Retirement pensions and endowment insurance

Retirement pensions of TelefGnica’s employees are covered by the Institucidn Telefénica de Prevision (ITP), whose relationship with the Company is described in Note 18,

Endowment insurance is accrued against income by applying the actuarially calculated coefficients to the base salaries paid; these coefficients include current and past senvice cost (See Note [9).
i) Co:p&gate income tax

Corporate income tax is charged against results of the coresponding year considering deferred or prepaid taxes resulting from timing differences between book and taxable income.
j) Valuation of foreign currency accounts

As:general rule, operations in foreign currency are translated to pesetas, at the official exchange rate quoted by the Bank of Spain. At the end of the year, these operations are translated to pesetas at the
official exchange rate for the lost day of the year. Unrealized exchange gains or losses are dlassified in groups according to the following criteria:

1) According to foreign convertible currencies

2) According to matunities
Unrealized exchange gains or losses are calculated for each group. Unrealized losses are recorded as expense for the year and gains are recorded t the balance sheet date as unreaiized income. Under

this criterio, unrealized losses at December 31, 1989 are amortized, according to the transitory provisions of Royal Decree 1643/90 of December 20, over a 3 year period (1990 to 1992), the maturities
of each operation.

NOTE 5 -INTANGIBLE ASSETS
Composition and movements
Research and Rights of Other
development indefinite use intangible
expenses of software assets Total
Balance December 31, 1988 .........uucvsinns 18,703 735 967 20405
Addtions 4368 994 18 5,380
Balance December 31, 1989 .......cceuvesinne 3071 1,729 985 25,785
Addtions 5995 3091 7 9,093
Retirements (13213) - - (13213)
Balance December 31, 1990 ......uvvcvcsinnes 15853 4820 992 21,665
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Vanation in accumulated amortization:

Research and Rights of Other
development indefinite use intangible
expenses of software assets Total
Balance December 31, 1988 ........cuccvnenns 13219 - 905 14,124
Additions 597 576 n 1,245
Transfers - - (49) (249)
Balance December 31, 1989 ......covvvevernnes 13816 576 728 15,120
Addttions 62 1,253 n 1946
Retirements (13213) - - (13213)
Balance December 31, 1990 ..vvvuveeonvennns 1,224 1,829 800 3853
NOTE 6 -FIXED ASSETS
6.1 Composition and movements
Balance Balance Balance
December 3!, 1988  Additions  Retirements ~ December 31, 1989  Addtions  Retirements December 31, 1990
Land 38640 1,865 38 40467 5043 30 45480
Building 187430 16813 118 204,125 43799 5 247919
Power equipment 61613 870 98! 69.733 16,443 2,656 83520
EXchange eqUIPMENt ......uvvccesssscsmessumssessssesnes 964,891 94811 3798 1,055,904 148,361 2830 1,181.435
Transmission EQUIDMENt .....cusvervessesssesesssesssses 326460 51870 2245 376,085 122,020 3954 494,151
Local and domestic long distance networks ........ 1324934 121,677 52290 1394321 165302 55811 1503812
Subscriber sets and other related installation ....... 174573 45,114 17023 202,664 43325 16,403 229,586
Fumiture, office and other equipment ................ 37,209 8,050 | 454 43805 20730 349 64,186
Fixed SSEL iN SIVICE vvvvveererrssrsssmssersnnsessresseenee 3,115,750 348901 71547 3,387,104 565023 102,038 3,850,089
Net vanation of:
CONStrUCHION IN PrOGTESS vecsssscrsserresssssssseees 274840 215986 660 490,166 156,268 646,434
Advances to suppliers of fixed assets ... i 21,166 18875 - 40,041 (17.594) 20447
Stock for fiXed aSSELS .....vvermvuveessenseenssnssnseees 50499 17221 67,120 (10,867) 56,853
" Total book amount 3462,255 600983 78207 3985031 692,830 102,038 4575823
Variation of the accumulated depreciation were os follows:
Balance Balance Balance
; December 31,1988  Addtions  Retirements ~ December3l, 1989  Addtions  Retirements  December 31, 1990
Building 57299 4887 9 62,087 5,669 2 67754
Power equipment 33099 3499 66 36,532 4511 1.595 39,448
Exchange eqUIPMENt .......ccovmeermsescssessessassses 430376 51,768 1,575 480,569 74993 19,762 535,800
Transmission EQUIPMENE ......v.eversresseesessessssssssss 187012 2427 1,101 210,182 26507 3020 233,669
Local and domestic long distance networks ........ 569,263 84432 45510 608,185 85,809 47,255 646,739
Subscriber sets and other related installation ....... 81,012 42205 12,255 110982 4143 14027 141,098
Fumiture, office and other equpMENt .........c.ueee 15327 4144 566 18905 5933 23 24625
Total 1373388 215226 61,172 1527442 247,565 85,874 1,689,133
62 Detail of fixed assets amount completely amortized at December 31, 1990:
1990 1989
Power equipment 3 3326 2167
Exchange equipment .........ccecsussesssicsssmmsunssnees 77213 71375
Transmission equipment 86,072 35909
Local and domestic long distance networks ......... 35,386 28542
Subscriber sets and other related installation ...... 26,030 23958
Fumniture, office and other equipment ................ 7449 6,155
Total 235476 174,106

63 As of December 31, 1990 of the local balance of ‘Subscrber sets and other related installations’, amounting to Ptas | 1,005 milfion (in 1989, Ptas 11,550 milion), Ptos 4,245 million net of
accumulated depreciation (in 1989, Ptas 6,355 millon) became subject to sale in accordance with the Ministry Order dated December 2, 1987. During the year equipment was sold for gross amount
of Ptas 545 milion, Ptas 230 milion net of accumulated depreciation (in 1989, Ptas 876 million, Ptas 482 million net of accumulated depreciation).

64 The investment budget for 1991 amounts to Ptas 593,000 milion, of which Ptas 572,000 millon is to be invested in fixed assets and the remainder largely in companies. The continuous ond long-temn
nature of Telefénica’s investments means that a part of this budget is related to the completion of projects initiated in previous years.

6.5 Telefénica's fixed assets used to provide telephone services may not be mortgaged.
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66 At December 31, 1990, assets amounting to Ptas 176,891 millon were subject to legal regulations (mainly inspection by relevant authorities) under Decree Law 19/1961 and Law 61/1978, which
regulate the benefits obtained for the reduction of withholding tax on interest on loans and borrowings indicated in Notes 14 and 5.

6.7 Insurance policies contracted by Telefonica cover all assets owned by the Company with the exception of the deductibles applicable to local and trunk networks and the subscrber sets, to which

comesponding selfinsurance provisions are applied

68 Revaluations made to 1987 (lost one), have yielded the following results:

From 1946 to 1985 1986 1987 Total

Fixed  Accumulated Fixed  Accumulated Fixed  Accumulated fixed  Accumulated  Revaluation

Assets  Depreciation Assets  Depreciation Assets  Depreciation Assets  Depreciation  Reserve
Land 23,140 - 690! - 30,041 - 30,041
Buildings 58,061 14545 - - 3522 10489 93282 25,034 68,248
POWEr EQUIPMENt ...vvvvvvvennsescssssssssss 24367 11373 2697 1222 446! 2378 31,525 14973 16552
Exchange equipment ...... 408892 180,280 38,078 15,098 ST.672 20312 504,642 215690 288,952
Transmission equipment 131,107 84,187 11,759 6922 8,170 3909 151,036 95,018 56,018
Local and domestic long distance netwodks . 535,420 287,030 56905 20718 56,620 24003 648,945 31751 317,194
Subscriber sets and other related installation 31,757 40936 - - (35910) (13.287) (413) 27,649 (31.802)
Total 1,212,744 618351 109,439 43960 133,135 47,804 1,455,318 710,115 745203

The effect of these revaluations on the annual depreciation charge was Ptas 62,881 milfion (in 1989, Ptas 58,907 million).
69 The usefullives of the different elements of Telefonica’s fixed assets are calculated based on technical studies carried out by the Company, periodically revised on the basis of technological development

and renewal programs. These useful fives are as described in Note 4.c).

6.10 Inventories and stocks are shown net of reserve for obsolescence. The total provision as of December 31, 1990 was Ptas 5,896 millon (in 1989, Ptas 6,238 millon). The charge to the provision in 1990,

based on technical studies, was Ptas 800 million.

NOTE 7 -INVESTMENTS
7.1 The composition and movements with respect to investments, together with the provision for depreciation were as foflows:
a) Variation of investments:
Balance Balance Balance
December 3 December 3| December 31,
1988 Addttions  Retirements 1989 Addtions  Retirements Transfers . 19%0
Investments in group COMPANIES .uueuessssseumsssrsrns 13956 4262 1937 16281 10,626 520 26387
Advances for capital increases - - - - 14,115 - - 14,115
Investments in associated COMPANIES ..v.uuuuvsrssssssess 7,689 5175 12,864 - - 4456 17320
Other investments 12,185 2580 - 14,765 4446 2319 (4.456) 12436
Loans to employees 2963 264 590 2637 255 756 - 2136
(T 1) o 1T 01— 815 502 34 1283 203 45 | 441
Total 37,608 12,783 2.56! 47,830 29,645 3,640 73835
b) Variations in the provision for depreciation of investments:
' Balance Balance Balance
December 31, December 3| December 31,
1988 Additions  Retirements 1989 Addtions  Retirements 1990
IOVESLENS i SUDSICIZTES ..o 93 209 3 i 1399 106 1,564
InVeStMENts in ASSOCIALES vvveersusreerresssesssssenens > o - 2 - 2 1,083 2 1,083
Other investments 161 7 168 465 | 632
Total 254 218 3| 44 2947 109 3279
0 Variotioninpaymemspemﬁngonshare:.
Balance Balance Balance
December 31, December 3| December 31,
1988 Addtions  Retirements 1989 Addtions  Retirements 1990
Investments in group COMPANIES .uvuveervvsssssssernre Bl 2359 699 2391 600 2504 487
[NVESEMENES IN BSSOCIALES vvvevvessesermrrssssesesssenessnsess 400 4481 1,000 3881 - 1381 2,500
Total 1,131 6,840 1,699 6,272 600 3,885 987
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72 Detail of subsidianes, associated and porticipated companies

TELEFONICA
HOLDING TELEFONICA
SHARE NET BOOK

(In millions of pesetas) CAPITAL DIR I INDIR VALUE

Subsidiaries

Telefonica Intemacional de Espafiz, SA ) 11,19 100 11,200
RO: Paseo de Recoletos, 41 (MADRID) - 28004

Sistemas e Instalaciones de Telecomunicacion, SA (SINTEL) " 1,100 100 2935
RO: Rafael Calvo, 18 (MADRID) - 28010

Telefonfa y Finanzas, SA. (TELFISA) e * 500 100 1,535
RO: Paseo de la Castellana, 151 (MADRID) - 28046

Telecomunicaciones Marinas, SA. (TEMASA) * 1376 100 1,326
RO: Silva, 2 (MADRID) - 28013

Telefonica Investigacion y Desarrollo, SA. (TIDSA) ) 1,000 100 1,000
RO.: Emilio Vargas, 6 (MADRID) - 28043

TS-1, Telefonica de Servicios, SA. 1,600 100 999
RO: Manuel Tovar, 35 (MADRID) - 28034

Telefonica Sistemas, SA. " 534 4382 56.18 898
RO: Sor Angela de la Cruz, 9 (MADRID) - 28020

Compaiia Espariola de Tecnologlz, SA. (COMET) ® 1,100 100 755
RO: Paseo de la Castellana, 83-85 (MADRID) - 28006

Compafifa Publicitaria Exclusivas Telefénicas.SA(CETESA) ® 434 97.33 267 695
RO: Avenida Brasi, 17 (MADRID) - 28020

Compaifa Espafiola de Telecomunicaciones, S.A. (ENTEL) 650 55.87 659
RO: Paseo de la Castellana, 141 (MADRID) - 28046

Seguros de Vida y Pensiones Antares, SA 920 100 520
‘RO: General Peron, 38 (MADRID) - 28020

Casiopea Reaseguradora, SA. 498 100 498
RO: | Rue Schiller L-2519 (LUXEMBURGO)

Servicios de Teledistribucion, SA. (5. HILO) ® 210 9.7 083 33
RO: Covarrubias, | (MADRID) - 28010

Maptel, SA 150 7 00
RO: Orense, |1 (MADRID) - 28020

Cabinas Telefonicas, SA. (CABITEL) ) 200 100 201
RO: Plaza de Carlos Trias Bertrén, 7 (MADRID) - 28020

Pabellon de Operadores Europeos de Telecomunicaciones, SA. 800 25 75 162
RO: Plaza de Espafia, 4 (MADRID) - 28008

Ecotel, SA 200 60 120
RO: Bravo Murillo, 60 (MADRID) - 28003

THM, Control Electrdnico Integrado, SA. 320 8025 I
RO: General Arando, 40-8 (MADRID) - 28010

Estrategias Telefonicas, SA. (ESTRATEL) ... 150 100 %
RO: Paseo de la Castellana, 83-85 (MADRID) - 28046

Playa de Madrid, SA ® 40 100 54
RO: Paseo de la Castellana, 83-85 (MADRID) - 28046

Teleinformética y Comunicaciones, SA. (TELYCO) ] 50 100 50
RO: Raimundo Fdez. Villaverde, 28 (MADRID) - 28003

Urbana Ibérica, SA. 330 100 14
RO: General Yagle, | | (MADRID) - 28020

Telefonica North America, Inc. | 100 |
RO: CTrust Center.] 209 Orange St Wilm. Delaware (USA)

Total subsidiaries 2433

(*) Companies included in the consolidated corporate income tax declaration



SHAREHOLDERS EQUITY
EQUITY AT INCOME
DECEMBER 31, PROFIT
1990 (LOSS) ACTIVITY
10352 (873) Export of Telecommunication equipment and services
6529 1,504 Telecommunication cable, line laying and equipment installation
1,448 (87) Investment management
2058 3 Surveying, laying, and repairing submarine cables.
1429 141 Research and development
%0 (918) Marketing of value added services
351 (548) Engineering of systems
590 (169) Promotion and investment in new companies
1,619 685 Attract publicity for telephone guides and malling services
1011 188 Development and implementation of projects in data processing
6!8 73 Life insurance and pensions
498 0 Reinsurance
3 ) 3 Marketing of Teledistribution equipments and services music, voice, imagen, .., etc
17 . 9 Computing consutting and digtal cartography
1,002 271 Collection, and repair of public tefephones
158 4 Design installation operation and management of the telecommunications European Operators Arena, in the exposition of Sevillz, 1992
121 n Marke..ting audience and Opinion research
294 180 Engineering of security systems
8 2% " Marketing of added services and publiity
165 30 Recreational and social activities
1,069 113 Promotion and marketing of telephonic and data transmitting equipment
188 (1) Real Estate activities
| 0 Financial investment agent
30,166

Sl



TELEFONICA

HOLDING TELEFONICA
SHARE —'———— NET BOOK

(In millions of pesetas) CAPITAL DR INDIR VALUE

Associated companies

Fujitsu Espaia, SA 8,000 40 3,500
RO: Paseo de la Castellana, 95 (MADRID) - 28046

Alcatel Standard Eléctrica, SA 25975 21.14 329
RO: Ramirez de Prado, 5 (MADRID) - 28045 .

Hispasat, SA. 20,000 25 2486
RO: Gobelas, 4] (MADRID) - 28023

Amper, SA. 6371 750 784 1,560
RO. Tomelaguna, 75 (MADRID) - 28027

ATT Microelectrnica, SA. 12481 2 1427
RO: Colmenar Viejo (MADRID) - 28770

Sistemas Técnicos de Loterfas del Estado, SA. 2,000 3175 635
RO:: Maria de Molina, 48-50 (MADRID) - 28006

Telettra Espafiola, SA. 2,800 10 9 400
RO: Raimundo Fdez. Villaverde, 65 (MADRID) - 28003

Torre de Collserola, SA. 1,000 35 350
RO:: Balmes, 150 (BARCELONA) - 08008

Industria Electronica de Comunicaciones, SA. (INDELEC) 600 30 150
RO: Avda. Pinoz, 8 Zamudio (VIZCAYA) - 48016

Total associated companies 13,737

Participating companies

Telettra, SpA. 4816 10 3990
RO: Via Comelia, |9 (MILAN)

Iniciatives, SA 3,100 gV 140
RO: Paseo de Gracia, 2 (BARCELONA) - 08007

Promoci6 de Ciutat Vella, SA. 2,800 357 95
RO: Rambles, 77 (BARCELONA) - 08002

Other investments 14

Total participating companies 4239

Total Group ; 42312

(**) Information corresponding to 1989. |

)



SHAREHOLDERS EQUITY

EQUITY AT INCOME
DECEMBER 31, PROFIT
1990 (LOSS) ACTVITY
2593 (1.475) Data transmission and data processing equipment
5849 1017 Manufacture of telephone and telegraph transmission and exchange systems
2500 0 Operation of telecommunicaton satelite
2116 5 De;elopment. manufacture and repair of telephone .and telematic terminals: manufacture of components (hybrid and flexible circuits)
575 (648) Design, manufacture, assembling and marketing of high technology integrated circuits
525 (127) Installation maintenance and operation of lottery systems through terminals
1,845 902 Development, manufacture and installation of electronic telecommunication equipment, especially in transmission and radio
353 2 Communication towers
486 28 Manufacturing of portable communication equipment
16,842
4.0i6 **) 1733 (**) Development manufacture and installation of electronic telecommunication equipment
128 (0)] The development of iniciatives to generate wealth and a general well-being of the communicate
93 . ' 4 Rehabilitation of “Ciutat Vella”
14
4261,
51,269
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73 The consolidation exercise has been carmied out, the results of which show an increase i the profits of the year of Ptas 968 millon and Ptas 9,624 million in the net equity in relation with those of
Telefonica.

74 In 1990 the company soid 44,1% of its interest in the Compatiia Espariola de Telecomunicaciones SA. (Entel ) which has generated a capital gain of Ptas 3,321 milion. This transaction was in
connection with the merger agreement between Entel and Erig.
On december 12, 1990 an agreement was reached whereby Telefénica could sel to Alcatel NV its interest in Telettra $.p.a. (5,556,000 shares) for a price of Ptas 21,600 million. This agreement is
pending of a final resolution by the EEC

75 An on account payment has been made by Telefdnica to Telefonica Intemacional in the amount of Ptas 14,115 milion. This payment has been made in anticipation of o share issue by Telefonica
Intemacional to Telefénica. This transaction is pending the final resolution.

76 The most relevant operations recorded during the year between Telefénica and group companies were as follows:

1990 1989
Dividends received 1,894 441
Purchases of good services by Telefonica x............... 280967 273384 -

1.7 The company Amper, SA, is histed in the stock exchange. Its average share price during the last quarter was Ptas 958,94 and the price at the year end was 830 ptas per share.
78 All the acquisitions of share holdings for the year have been made in accordance Art. 86, of the Spanish Company Law.

NOTE 8 -DEFERRED EXPENSES
The balances and amortization schedule are as follows:
L Balance Balance
1991 1992 1993 1994 1995 Subsequent  12:31-90 12:31-89
Debenture iSSUe EXPENSES ...uvvvvrrrssssscessmmesssssssseess 301 2524 2198 1937 1,10 2,663 13,448 686!
Exchange losses 9,558 4070 - - - - 13628 16,067
Interest on long term debentures ...........uwweersnns 3,145 3,158 3566 3483 3,155 7501 24348 27391
Interest on COMMErCial PAPET .vu.vvvveesseseessssssassanssases 14437 352 - - - - 14789 9,132
Total 30,161 10,104 5,764 5360 4,260 10,564 66213 5945
NOTE 9 -DEFERRED EXCHANGE
The balances and omortization schedule with respect to deferred exchange loss and gains are as follows:
ey Balance Balance
1991 1992 1993 Subsequent  12-31-90 12-31-89
Deferred realized eXchange I0SSES ...wmmmmmmanssens 9,558 4070 - - 13628 16,067
Deferred exchange unrealized gains .......c.cuevsuessees - (46) (110) (20.903)  (21,059) (14,025)
Total 9,558 404 (110) (20903) (7431) 2082
For the year ended 1991 the company expects the application of Ptas 3,000 million that is scheduled in the provisions for net worth contingencies.
The details of the charge to expenses for the year are summarized os follows: 1990 1989
Repayments of 0ans and Other debt ........v.vrvermmrcc. 599 7189
Service charge in foreign currency 823 142
Total ¢ 6815 7331
NOTE 10 -ACCOUNTS RECEIVABLE FROM SUBSCRIBERS
Year-end subscribed accounts receivable were as follows:
1990 1989
Subscriber services billed .
Private subscriber 10,889 18816
Public entity subscribers 52823 36,268
Ex-subscribers 8,385 5872
Other and pending classification 2,095 1,145
74192 62,101
Unbilled services: 121,493 98,655
195,685 160756
Provision for bad debts (9.191) (6834)
Total 186,494 153922

During th year the conceled bod debts was Ptas. 4414 milion (1989, Pos. 3963 milion)



NOTE || -SHAREHOLDER'S EQUITY

The amount and movements in the shareholder's equity during the years ended at December 31, 1989, and 1990 were as follows:

Distribution Issuance of Distribution  Issuance of
of profits share capital Other of profits share capital Other
1988 1988 1989 transfers 1989 1989 1990 transfers 1990

T Yo - 460,620 - 1,862 462,482 997 463479
Revaluation MEServe .........cosmusisumsens 653,780 - 653,780 - 653,780
Share Premium .ve..couueessssssessssssssssss 31,677 1,075 - 32752 715 33467
StAtUtOry MESEIVE ....vvveeesussusssssassnsssnes 16,005 - - (16,005) - - - -
Legal MESeIVe .ucvvervcmmusnsmsssssissnssnssnes - 8409 16,005 1414 9307 B
VOluNtary MESEIVE ....coveensecssssesssssssses 41,600 7028 - 48,628 8,720 57348
Unappropriated profit ........ccesescsssssens 9 | - 93 2 - 95
Profits and I0SSES cvveersusssssssessassssssssene 62845 (62,845) . 68898 68898 (68,898) 75788 75788
Interim GIVIAENd vvvvvereeeesessseassassssssnsnes (21,548) 21,548 ®.122) (3.122) B2 (3.174) (23.174)
Total 1,245,071 (25859) 2937 45,776 1267925 (7,747 1712 52614 1,294,504

All of the outstanding shares of the Company at December 31, 1990, have been fully subscribed and paid-in, and are bearer shares at a per value of Ptas 500. Telefénica shares are fisted on the
four Spanish Stock Exchanges, as well as the Stock Exchange of Frankfurt, London, Paris, Tokyo and New York At December 31, 1990, the State had an approximate 32.29% (32.4% in 1989) direct
shareholding together with o further interest estimated at 2.71% (3.9% in 1989) through official institutions. Under Spanish legislation, total foreign shareholdings cannot exceed 25% of the share

capital.

The table below reflects the movements of share capital from December 31, 1988 through December 31, 1990.

Balance December 31, 1988 .............

Issue of January 1989
Issue of July 1989 ....cccurssers

Balance December 31, 1989
Issue of January 1990

Balance December 31, 1990

Al of the above issuances were in connection with convertible bonds.
The General Meeting of Shareholders held on June 15, 990 gave power to the Board of Directors to issue share without further notice to the approval of the shoreholders. Share Capital may be increased up
to Ptas 695,218 millon, over @ moximum 5 year period.

The General Meeting of Shareholders held on June 30, 1989 approved the transfer of the Statutory reserve balance (constituted in accordance with conditions 7 and 24 of the State Contract) to the legal

reserve. account

Number of Par Price as a percentage

shares Value of par value Paid in
i 921,240,693 460,620

3571252 1,786 156477% 2794

151,506 76 188.581% 143
924963451 462482

1,994,626 997 171.687% 1712
926,958,077 463479

_ The revaluation reserve can be used to offset future losses or to issue additional share capital once checked and approved. The balance of the revaluation reserve can be transferred to freely distributable
reserves within five years from the date of the last revalued balance sheet

The Company makes free use of the remaining reserve whenever operating or financial requirements wamrant

NOTE 12 -DEFERRED INCOME

12.1 The composition at December 31 is os folows:

Capital grants
Deferred unrealized exchange gains (See Note 9) ......

Deferred taxes and others:
Deferred taxes

Extemal contribution no repayable

Defferences on tax profit CONSORGRION .vvvveersrerersrs

Total

1990

7,000
21,059

7140
2,134
2,667

50,000

1989

8,880
14025

2242

25,147

)



12.2 Movements of Capital Grants from December 31, 1988 to December 31, 1990.

Balance Balance Balance
123188 Additions Amortization 123189 Additions Amortization 123190
From offcial OFGANSAIONS ... 232 3409 pX)) 5,503 394 57 8864
From European Economic Community:
)] 59 2 7 ] 8 82
- 47 - 47 48 5 90
349 3249 4983 325 7907
2 2 55 - 57
2,348 6,766 234 8,880 9,031 9l 17,000

123 Deferred taxes, as a consequence of temporary differences arising during the year (Note 20), will be cancelled in accordance with their reversal,
The consolidoted tax profit generated from-offset bases, will be transfered to group companies in periods in which they obtain positve results, while the ones that come from the write off o inter-group

profits will be input to future taxes.

NOTE 13 -PROVISIONS FOR RISKS AND EXPENSES
The composition of the provisions balances at December 31 is as follows

1988 Charges Applications 1989 Charges Applications 1990
Self insurance for damages in Plant ............cemmverernneees 4491 - 56 4435 - 682 3753
Contingencies 55,667 - 55667 446 1569 54,544
Eventual contributions to the employee
benefit system (Note 18.2) .....vvveessccummmssssssssenees 18,829 - 18829 - 18829
Provision for constituting pension funds (Note 18) ....... 14815 17,500 32315 20,300 52615
Total 93,802 17,500 56 111246 20746 2251 129,74
NOTE 14 -ISSUES
14.1 Composition and movements of issues from December 31, 1988 to December 31, 1990 are as follows:
Debentures and bonds in national currency Debentures
Convertible andbondsin  Commercial
Non- convertible and/or exchangeable  foreign currency paper Total
Balance 123188 260450 29073 29532 31974 357,029
New issues 38,000 - - 292799 330799
Repayments (35,637) (3,785) - (223,101) (262.523)
Revaluations and other MOVEMENS ..........ueessersessneece 950 131 313 - 1,394
Balance 1231.89 263,763 25419 29,845 107,672 426,699
New issues 161,111 - . 711307 872418
Repayments (69,765) (2891) - (513409) (586,065)
Revaluations and other MOVEMENtS ....vvuvvuvssessics 6,120 - (1.866) - 4254
Transfers 258 (22528) - -
Balance 123190 383,757 - 21979 305,570 717,306
Detail of maturities: :
Long-term 343,661 - 2979 12092 383732
Short-term 40,096 - - 293478 333574
~ Accrued expenses pending of MatUTtY v....cocvecnsinne 13439 - 643 14,082
14.2 There are two issue commercial paper progrommes, with the following characteristics:
Exposure limit Nominal value Contract
Public issues 200,000 million 500,000 pesetas Monthly competitive action
Institutional issues 200,000 million 100 million minimum Punctual operations



143 The detail of the Bonds and debentures outstanding at December 31, 1990 and the relevant characteristics are fisted as follows:

The average cost of the debentures and bonds outstanding is 1201% for 1990 (1148% i 1989)

MATURITIES
DATE OF ISSUE INTEREST (%) AMOUNT 1991 1992 1993 1994 1995  SUBSEQUENT
DEBENTURES
MARCHITTE iioscioaesisicsoicsaine 93623 1,545 1,545
DECEMBER 1976 93623 909 454 455
BRI AT D i 93623 1,818 909 909
JULY 1977 93633 909 454 455
MARCH 1978 .ooveeesnsmenssssns 116397 3,000 1,000 1,000 1,000
JUNE 1978 116397 1,250 417 417 416
OCTOBER 1978 121457 1,250 417 417 416
MARCH 1979 ..... 1250 1,667 1,667
SEPTEMBER 1979 ... 1275 833 833
FEBRUARY 1981 1375 4409 4429
MAY 1982 1425 5,500 2750 2750
NOVEMBER 1982 1425 3000 1,000 1,000 1,000
APRIL 1983 ... 1500 9375 3125 3125 3125
FEBRUARY 1984 . 15,00 2935 2935
APRILISBA e i VARIABLE 1350 5,500 2500 3,000
JUNE 1984 COUPONZERO 1487 7178 7178
AUGUST 1984 SERIEA .o VARABLE 1404 2750 1250 1,500
AUGUST 1985 SERIE B ..ccoovevcncrrn 1475 8250 3750 4500
JUNE 1986 VARIABLE  13.I5 15,000 15,000
JULY 1987 VARIABLE 1300 25,000 25,000
[T AL S — 1250 30000 30,000
JULY 1989 1200 10,060 10060
DECEMBER 1989 v..vevrveesssssessnses VARIABLE 13326 7200 800 800 800 800 800 3,200
JANUARY 1990 ... 1200 7 ]
FEBRUARY 1990 SERIEA ... 1260 93] 935!
FEBRUARY 1990 SERIEB ... 1260 1367 1,367
FEBRUARY 1990 SERIEC ... 1260 626 626
FEBRUARY 1990 SERED ... ... COUPONZERO 12889 7069 7,069
FEBRUARY 1990 SERIEE ... ... COUPONZERO 12853 2308 2308
FEBRUARY 1990 SERIE F ..ocoovcererrce COUPON ZERO 125793 258 258
JUNE 19%0 COUPON ZERO 1400 153 0,153
JULY 1990 COUPON ZERO 144420 31,885 31,885
DECEMBER 1990 .ovvocervcenscesmscnns COUPON ZERO 13576 20028 20028
BONDS
MARCH 1984 .veoeeersessrsssssess 1475 10575 10575
" DECEMBER 1984 .. 1400 15,058 15058
NOVEMBER 1985 .coeveereessesnnne 175 5,035 5035
~ MAY 1986 VARIABLE 900 10000 10,000
JULY 1986 900 315 315
DECEMBER 1986 ...veoorcereererscresees 925 5717 1906 1906 1,905
JANUARY 1988 ..... ... COUPONZERO 1000 1,583 1,583
OCTOBER 1989 ........ 1275 20000 20000
SEPTEMBER 1990 ... 425 60,000 60000
NOVEMBER 1990 ...... : 140625 600 600
NOVEMBER 1990 .ovoervecrcsmmssserns VARIABLE 152575 400 400
DEBENTURES FOREIGN CURRENCY
EUROBONOS FRANKFURT MAY 1983 ... - 825 6398 6398
LONDON JULY 1988 e VARABLE 835 21,581 21,581
TOTAL ISSUES 411,736 4009 40227 25,060 69,561 37988 198,804
144 Additional information
1990 1989
Interest expenses 43649 36611
The amount of issues subject to tax benefits
is as follows:
Debentures in 102l CUTBNCY wovvvrnerssrssrns 2,110 45,986
Debentures in fOreign CUENCY ueuuuuuummmmussssssnenns 25,803 28454



145 Foreign curency debentures amount to Deutsche Marks 100 million and to US doflars 200 milkion.

Qutstanding debentures are valued at the official closing exchange rate of each currency at year end quoted by the Bank of Spain. The exchange differences credited in 1990 to unvealized exchange
losses account amounted to Ptas 2,651 millon (in 1989 Ptas 663 milion).

The issue in US dollars gives the holders the right to exercise, in estabiished periods, the nght to convert the debentures into ordinary shares of the Company, according to the temms and conditions of
the issue deed.

14.6 Conversion options for a total amount of Ptas 1,712 millions were exercised during January 990, corresponding to the issue of December 1986,

NOTE 15 -LOANS AND CREDIT FACILITIES
15.1 As mentioned in Note 2.0), these accounts are dlassified in the balance by its maturity. The balances at December 31 1990 and 1989 are summarized as follows:
1990 1989
. Long term Shorttem . Total Longtem  Short term Total

Commercial paper (face VAlUE) .......ovusssssesenssresssses 45,000 5,000 50000 50000 - 50000

L0ans in fOrBign CUMNCIES ...vvvvvrvsssssuvessssssssssssssne 218364 5003 23367 163351 574 163925

Loans and credit faciities .........ocoueemsessssssssssserere 276592 55,656 332,48 252853 71441 324294

Total 539956 65,659 605,615 466,204 72015 538219
15.2 The detail of maturities is as follows:

Maturities
1991 1992 1993 1994 1995 Subsequents  31-12-90

Loans in fOreign CUMeNCes .......eecessevussssssssssssssssen 5,003 3,198 - 9.716 14,595 190,855 223367

Loans and credits fACtIES ......ccowssmmeevsssecssssessvnsenes 55,656 26320 B 11,475 15,025 200750 332,248

Commercial paper 5,000 - - 7402 - 37,598 50000

Total 65,659 29518 B0 28,593 29620 429,203 605,615
153 Additional information:

Interest accrual
Financial Charges (Deferral) Interest rates (Average)
1990 1989 1990 1989 1990 1989

Loans in fOreign CUMNCIES .....uvuveesssssessessesssassssenns 17437 10350 4425 2,109 812 784

Loans and credits fAClItIEs ........ceewsssseeevessssssssssrenns 45,146 37385 8,869 735 1459 1429

Commercial paper 3043 3117 15.84 1491

5.4 The foans and credit focilties accounts reflect only amounts actually borrowed. Unused facilties are disclosed in Note 22.
15.5:At December 31, 1990 of the total foreign currency loans, Ptas 48,541 million are covered by the tox benefits of Decree Law 19/1961 and law 61/1978.

15.6 In accordance with the accounting criteria set forth in Note 4 (j), the exchange losses arising from these loans in 990 resulted in @ charge to the account of unrealized exchange losses of Ptas 5,754
million (in 1989 Ptas 4,395 million).

15.7 The composition of foreign currencies debt is shown below:

1990 1989
US Dollars . 4500 3750
Deutsche Marks 2555 2555
Swiss Francs ; 4205 1533
Dutch Flonins 1768 77
Yen 26,0206 17,0000
French Francs . 6499 6500
ECUs ; 6544 5046

15.8 Loans denominated in foreign cumrencies include:

The Company has muiti-option financing facilty in the amount to US dollars 250 millon represented as of December 31, 1990 by Telefénica’s notes in euro commercial paper amounting to US dollars
225 millon with maturities of fess than six months and US dollars 25 millon in  line of credit supporting the euro commercial paper notes with the same maturity terms. When they become due, the
Company may opt to:

0) issue new euro commerciol paper,

b) use the credit facility to refinance the amounts due; or

<) repay the notes without using such credit faciliy.
The company has loan ogreement with its subsidiary, Telefonica North Amenica, Inc, with o limit of US dollors 125 milion. As of December 31, 1990, US dollrs 125 million were drawn down. This loan
derives from o commerciol paper program, supported by a subsidiary credit line issued to the US subsidiary and guaranteed by Telefénica.

The company hos received lon granted by the European Investment Bank made through the Spanish Officiol Credt Institute (1C.0.) amounting to ECUs 1,200 millon, repayable in 15 years, with a grace

)



period of five years. Repayment will be in 20 half-yearly installments. Interest s fixed during the first five years and revisable at the end of the Sth and 10th year. The loan also has o multicurrency option.

NOTE 16 -TAXES PAYABLES AND RECEIVABLES
The composition at December 31, is as follows:

1990 1989
Taxes Payable:
Payroll withholding tax 5615 4614
Treasury credit for VAT 185 (2.002)
Tax withholdings on dividends and interest and Other ........c..ccussummmmsummesessrens 1317 1413
Corporation Income Tax 8,051 24388
Local Taxes 2421 1,894
Social Security 1677 6,768
25266 37075
Taxes Receivable:
Payments on account Corporation Tax:
Tax withholdings on capital retums 581 340
Payments on account on consolidated INCOME taX FERUMS....uvuveeusevssssssesseases 9,602 9,202
Taxes and Surcharges to recoup 522 531
Social Security entities - Claims - 2
10,705 10,100
NOTE |7 -OTHER CREDITORS
This consists of the following accounts:
1950 1989
Staff bonus provision 15,148 13091
Telephone service interchange 11359 28
Guarantees and deposits 11,285 7023
Accrued charges 10476 10,057
Dividends payable 29955 28,852
Other creditors 13,545 17.230
Total 91,768 83,526
NOTE 18 -PENSIONS

8.1 Telefénica’s employees benefit from pensions that substitute for and complement those provided in Spain by the Social Security and from @ Group Endowment Insurance program (the latter is
explained in Note 19).

All benefits, other than the Group Endowment Insurance, are provided by the “Institucidn Telefénica de Previsin (ITP)", @ mutual pension fund created under the “Ley de Montepios y
Mutualidades de Prevision Social” (Social Service Mutual Fund Law) of December 6, 1941 and the regulations pertaining thereto of May 26, 1943. In accordance with this legal fromework, 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 Secunity on January 28, 1977.

Benefits provided by ITP to its members are of various types, as detailed in Article 4 of the ITP's Revised Text of Regulations, and include primarily retirement pensions, permanent disability,

widowhood and pension bonus payments. Pension benefits are cakulated 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 members covered by this plan number approximately |2,708 retired persons (pensioners) and 75,350 members currently on the payroll, whose current pension contributions represent 4.3%
of their total gross salary (pension-base salary). *

To meet the above-mentioned combination of benefts, ITP relies principally on the profits eamed on its assets, and on the contributions of Telefénica and its members. During 990 the
contributions of Telef6nica amounted to Ptas 17,809 million (Ptas |5,463 million in 1989) and those of its employees Ptas 8,509 million (Ptas 7,388 million in 1989).

The financial policy of ITP is governed by the regulations in force and requires the establishment of reserve funds necessary to meet the benefits of its retired members. Studies carmied out show @
shortfall in reserves and the insufficiency of income to cover medium and long-term commitments.

18.2 Telefénica has a provision of Ptas 18,829 million charged in 1982 against the revaluation surplus and which, as indicated in Note |3, was originally set up unilaterally on the part by Telefdnica
for if it should so decide in the future, covering eventual shortages in the complementary pension benefits that have to be met by ITP. In 1988, 1989 and 1990 Teleftnica established the
provisions of Ptas 14,815, 17,500 and 20,300 million respectively, for the possible creation of a Pension Fund (see Note 13).

183 ITP has not carried out the legally required accounting and economic separation of its substitutive and complementary pensions. The three year period established by Law 33/1984 for this
separation expired in 1987.

In addition, while Law 33/1984 requires that regulations be issued to guarantee the solvency, liquidity and liabilities of ITP, no such regulations have been issued.

18.4 Telefonica has shown its willingness to colloborate in the development of a future system that would make viable the pension system of its employees. Consequentl, negotiations have been held
since 1985 without an agreement being reached. These negotiations, which have recently been camied out within the fromework provided in Spanish legislation (*Legislation sobre Planes y
Fondos de Pensiones”), have been based on the premise that if a solution is reached it must include a definitive and global agreement with respect to the pension plans of Telefénica’s
employees.
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In order to reach such global agreement and taking into account that the current pension system of Telefénica’s employees has unique characteristics (it is  system that substitutes for Social
Security with complementary benefits), the participation of the Company, representatives of its employees and the Spanish Government is required. Without the agreement of any one of these
parties, no solution would be viable.

As of the date hereof, no definitive agreement has been reached with the employee’s representatives nor have regulations been issued for the required accounting and finandial separation of the substitutive and
complementary schemes, or for inclusion of the assets and liabilites of the current complementary system in the Social Security system and the fiquidation of the cument complete inventory system.

In November 1990 o new phase of the negotiation process began which should lead to a global and definitive agreement as previously described. ff no definitive agreemement to create a pension fund
is reached, the amount of income tax payable by Telefanica will increase, at such time, due to the provisions previously made by Telefdnica but not cantributed to such a fund.

As a result, as of the date hereof, Telefénica's only obligations are those it has to [TP under the current system which amount to 9% of an employee’s salary as stipulated by regulation. Nevertheless,
Telefénica has reiterated its willingness to continue to negotiate @ global agreement so long as the effect of such agreement on its stockholders' equity and results of operations can be absorbed over
future years during normal operations of the Company and in @ manner consistent with the interests of its shareholders. .

NOTE 19 -ENDOWMENT INSURANCE

Tde{dnica'semployeeshwetheﬂghtonmd\ingﬁyearsofoge.whethemlatwofkonemiomadngkpwnm(ﬂxmmmtinamme,memmofm&pmdsmmemumof
each employee.

To cover payment of these benefits, funds have been established and placed both with an insurance company and in Telefonica that, at December 31, 1990, amounted to Ptas 958 million and Ptas 43,439
milion, respectively. In 1990 the Company made provision for a total of Ptas 11,545 millon to these funds (in 1989 Pras 9,060 milion).

Based on the actuarial calculations that have been camied out it is possible to conclude that the annual charge for 990, which incorporates the amortization in 15 years of the difference between the
obligations for projected benefits (Ptas 86,369 million) and the constituted funds, is considered sufficient to finance the benefits.

NOTE 20 -TAXATION

Years open to tax inspection are os follows:
Tox Years open to Inspection
-Corporate income tax 1988-1990
-Local taxes 1988-1990
-Value Added Tox (VAT) 1986-1990
Copital transfer tax 1988-1990
-Interest withholding tax 1985-1990
-Withholding on account personal 1985-1990

RECONCILIATION OF PROFIT BEFORE TAX AND ESTIMATED TAXABLE INCOME

Profit before tax 93,188
Increares Decreares
Permanent differences 168 5077 (4909)
Adjusted profit 88279
Temporary differences:
Arising from the year - 20,400 (20,400)
Estimated taxable income 67879
CORPORATE TAX
Accrued Payable Deferred
Overall rate 35%:
Of the profit before tax adjusted ...........cctuumuumuens 30,898 - 30,898
Of the estimated taxable INCOME «....uvvvvvssessessesssss - 3,758 (23758)
Reductions
Double taxation ; (625) (625)
Allowances (259) (255)
Investment tax credit (11,285) (11,285)
Job creation j (1333) (1,333)

17400 10,260 7,140

After the applications for the year, since the company did not have a sufficient quota to apply for deductions on investments, the following amounts remain as tax credits in 1988 Ptas 16,192 million; 1989
Ptas 27,954 milion and 1990 Ptas 34,398 million. The amount of the tax benefit for reinvestment, is Ptas 1,02 million. The temporary differences are due to a free amortization estimate, consistent with
the final disposition 7° at the law |643/90 at December, 20.

Payments on account Corporation tax, omounted to Ptas 9,754 milfion.

NOTE 21 -INCOME AND EXPENSES
21.1 The composition of sales is as follows:



Classification 1990 1989

Payment fees 207,119 184,001
Transmission of data 87,628 69,230
Direct local service 374412 314984
Operator trunk calls 1,642 988
International service 113,857 96902
Marine and portable SErVICE ......vvvrmsmecssssssssssssssssss 8,696 4583
Advertising 8,506 1299
Connection fees 38,895 32671
Marketing of terminal and Other .......cecesusecssssunee 1727 418
OPERATING PROFIT 852,542 714839

21.2 The composition of the average number of employees, by professional categories, and stall expenses is as follows:
Average number of employees: . Staff expenses:
Category 1990 1989 Classification 1990 1989
Area Managers 1,044 1017 Salaries, wages and SChOrShips ....vvecvsssusssnsssessns 081 193,195
Qualified staff, and specialized technicians 3638 3293 Staff welfare expenses 71522 60,244
Assistant to qualified staff and technicians 6466 5619 93603 253439
Supervisors and workers extemal plant ... 16,502 14,647 . L
Supervisors and workers intemal plant ... 21411 20842
Computer analysts and BSSIStANS ....uuuuvevcessessssnsnsnes 1,620 1,584
Clerical staff 10,126 9722
Subscribers service 3353 3053
Labourers 6,284 6,063
Warehouse staff and Mechanics .cucussssussmessssssssusens 722 1,574
Apprentices 1,049 1092
Others 38 4

73253 68,609

21.3 Extraordinary jncome and expenses are detailed below:
EX¥RAORDINARY INCOME EXTRAORDINARY EXPENSES
Classification 1990 Classification 1990
Insurance compesation consortium 2713 Donations article 131 of the Regulation at Corporate Income Tax ..... 760
Indemnities for materials non fulfilment of COMFACLS ....vvvuuvssssussss 814 Deferred expenses from participating in
Sale of scrap in RAIF and payments without specification .. 795 LT S TE VT ———— 212
Rental of property and computerized eqUIPMENt ............cveeeessseenes 548 Settiement of the supplement to the retired employees of ENTEL ... 185
Compensation, in accordance with the sales Payment to TESYS for the readjustments to invoiced amounts ....... 177

of shares in "Cables de ComUNICACIONES” ......uccusuvuvsmmsessansssssssssss 488 Complementary settlement to the Social Security

Bills for damages, and modfications to installations ........... 253 for the charge in the payment grOUPS .....uceessssmmssessssssssssessnss 160
The refund of improper tax withholdings on capital eamings ........... 173 Irrecoverable expenses of rejected investments 192
Allowances for Insurance Policies 50 Various 214
Technical certificates and royalties 260 Totd 1850
Company store and medical services 50 —
The transfer of staff to other entities 36
Various 162
e it

NOTE 22 -OTHER INFORMATION

2.1 Remuneration of Directors

Duing the year ended 1990, the salaries and expense allowarce paid to the Members o the Directors Board increased to Pras 11| milion.

Telefénica has not conceded any loan or credit, and has not incurred any pension o insurance payments obligation in favour of the members of the Board of Directors.
222 Unused Credit Focites ‘

1990 1989
Available credit - Iong temM ....uuuuumuimcssssssssssssssisssns 40093 18,178
Floating rate credit facilties ..., 12,046 11,500
Available credit - Short teM .....vecuummvissmmsssssssssssssses 1,146 301
Commercial paper 30799 -
86,084 29979
22.3 Commitments and diverse rights
Guarantees of financial OPErations ........sssessssssssssssses 2,509 2917
Guarantees granted t0 emPIOYEES ....uvuuveussssesmsnsssnses 33N 3,656 .

Guotanteesofﬁmﬂalopemtionsreferspdmaﬂfytog)amnteesgivmbymeCunmmbadshonnecﬁmﬁthﬁnmddopemﬁmofgrwpmpmk:
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NOTE 23 -SUBSEQUENT EVENTS

On January 2nd 1991, Prvate Limited Company TAETEL, SL was estabished with a share capital of Ptas 4,700 milion, fuly subscribed by Telefonica and paid with the contrbution of shares of Telettra

$p.0, owned by Telefénica, and Ptas 59 million in cash.

On March 13th 1991, o definitve interchange agreement was formalized whereby 20% of the shares of Telefonica in ATT Microelectrénica de Esparia, SA, would be traded for a 6% participation in ATT

Network Systems Intemational.

STATEMENT OF SOURCE AND APPLICATION OF FUNDS FOR THE YEAR ENDED 1990 AND 1989

APPLICATIONS 1990 1989 SOURCES 1990 1989
|. Debt arrangement expenses 9.74| 1,258 |.. Funds from operating activities 392115 331,046
2. Acqisition of fixed assets I 2. Funds from shareholders
a) Intangible fixed assets 9,093 5380 a) From issuance of common stock 97 1,862
b) Tangible fixed assets 72191 564,887 b) Share premium 715 1,075
¢) Investments 32931 9,284
d) Advances to supplier (17594) 18875 3. Deferred income 16,065 13646
€) Stock for fixed assets (11,207) 17221 :
4. Long term debts
3. Dividends paid 50921 48981 a) Debentures loan and other similar liabilities 160,112 38,000
b) Other debts 17887 239327
4. Cancellations and transfer of long term debts
2) Debentures and other similar liabilities 40,09 72,005 5. Sale proceeds of fixed assets
b) Other debts 110,855 136,686 2) Tangible fixed assets i 4437
b) Investments 6,962 4962
5. Provisions . 15836 7388
TOTAL APPLICATIONS 961,963 881,965 TOTAL SOURCES 756314 634355
EXCESS OF SOURCES OVER APPLICATIONS EXCESS OF APPLICATIONS OVER SOURCES 205,649 247610
(INCREASE IN WORKING CAPITAL) 961963 881965 (DECREASE IN WORKING CAPITAL) 961963 881,965
CHANGES IN WORKING CAPITAL FOR THE YEAR ENDED DECEMBER 31
1990 Increases Decreases 1989 Increases Decreases
|. Inventories 159 I. Inventories 1,808
2 Debtors 33,702 2. Debtors 24433
3. Creditors 239,151 3. Creditors 257414
4, Short term investments 1,582 4. Short term investments 1573
5. Cash and banks 44 5. Cash and banks 465
6! Prepayments 1,667 6. Prepayments 15329
TOTAL 35328 20977 TOTAL 26,706 274316
CHANGES IN WORKING CAPITAL 205,649 CHANGES IN WORKING CAPITAL 247610
240977 240977 274316 274316

The reconciliation net income to funds from operating activities.

FUNDS FROM OPERATING ACTIVITIES 1990 1989

Net income for the year 75,788 68,898
Depreciation fixed assets 247,565 215226
Amortization of intangible assets 1946 1,245
Amortization of intangible expenses'add debts formalization 436 3414
Reduction in the proportional inivestments equity Value .........cc..cvcees 2838 187
Exchange losses 6815 1331
Provision for pension fund 20300 17,500
Other provision 46 -
Non amortized dismantled plant 15,509 13678
Provision for inventories 800 -
Capital grant (1) -
Increase in interest payable 10,608 5173
Deferred taxes and other 9699 -
Profit in exchange of investment interest (3321 (759)
Profit in sales of assets (203) (847)
TOTAL 392,115 331,046
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MANAGEMENT REPORT
Business trends and situation of the Company

Telefonica’s net income in 1990 was 75,768 million pesetas, that is |0% more than in 1989, Cash flow (net income and depreciation and amortization) rose in the some period to 326,403 millon pesetas,
with o 13.8% growth over 1989. Capital expenditure in fixed assets reached 692,830 millon pesetas, representing an increase of 15.3% over the year before.

The telephone service

The high level of investment camied out last year enabled Telefdnica to install 1,564,624 local fines (98% digital), an increase of 6.3% over 1989. This brought the number of lines installed to 14,476,567,
10.0% more than in 1989, with 28.4% digitization, 8.6% up on December [989. 1,137,367 demands for telephone lines were met, bringing the number of lines in service at the end of the year to
12,602,640, 6.8% more than the previous year. The demand for new lines was down on 1989, and the number of applications dropped by 5.5% to 1,316,945. The waiting list stood at 379,892
applications, showing an annual decrease of 28.5%.

Revenue

Operating revenue reached 852,542 millon pesetas, 19.3% up on the year before. The most dynamic revenue component was terminals, with an annual growth of 180.5%, followed by mobile senvices, which
grew by 89.7%. Revenue from data and image transmission services rose to over 87,600 million pesetas, an increase of 26.6%

Revenue from the domestic automatic service (44.1% of the total) grew by 19.0%, while that of the intemational service rose to | 13,857 million pesetas, an increase of |7.5%, considerably higher than the
previous year's figure of 10.7%.

Subscriber senvice charges, which account for 24.3% of operating revenue, showed the most moderate increase, with a growth of 12.6%.
Intemal expenditure capitalized in fixed assets was down by 6.5%, due to the fact that staff efforts were increasingly dedicated to maintenance tasks.
Expenses

Operating expenses rose to 686,034 million pesetas, an increase of 16.6% over 1989. Personnel expenses, the fargest item under this heading, reached a total of 293,603 million pesetas, with an onnual
growth of 15.8% The company's work force increased by 4,195 employees, representing a 5.9% growth over 1989. At the end of the year, the work force totalled 75,350 employees, of whom 69,547 were
permanent and 5,803 were temporary workers.

Depreciation of fixed assets reached 250,615 million pesetas, an increase of 15.0% over the year before.

Current assets provision totalled 29,682 million pesetas, 20.3% more than the year before. 684% of this total went on the provision for the constitution of a pension fund. The level of quality achieved in
Telefonica’s assets enabled the company to keep other provisions and charges to @ minimum.

The largest increase in this area was produced by other operating expenses, which grew by 21.2%. This ws mainly due to extemal sevices, which at 93,709 million pesetas were 26.8% up on the year
before. The reason for this increase was the intense activity camed out by Telefénica in 1990. Financiol expenses amounted to 149,362 million pesetas, 42.3% more than in 1989. This negative trend can
be put down to two main factors: the restrictive monetary policy, with its effect on interest rates, and the limitations on obtaining funds in foreign cumency in o year which saw an extensive capital
expenditure programme financed almost entirely through debt

Proftt margins and Results

Operating profit rose to 237,475 million pesetas, 21,4% up on 1989. Financial income produced a negative resuit of 148,278 million pesetas, extraordinary income was 3,99/ million pesetas and provision
for corporate tax was 17,400 million pesetas (28.0% less than in 1989, mainly due to tax incentives for expenditure on installations for the 1992 Seville World Fair and Barcelona Olympics). This left a net
income after tax of 75,788 million pesetas, an increase of 10.0% over 1989, Eamings and cash flow per share were 81.8 and 352.1 pesetas, representing growth of 9.8% and |3.5% respectively.

Intemnational Activities
Telefénica plays an active role in the intemational telecommunications sector through its subsidiary Telefdnica Intemacional de Espafia, SA. (T.1). Telefénica Intemacional’s main activities are the acquisition
of holdings in overseas operators, participation in the advanced services market, especially mobile and volue added senvices, and the formation of strategic alances for the operation of high capacity
intemationl networks.
In fine with this policy, Telefonica Intemacional has the following holdings in basic telephone senvice operators:

*4).8% in the Compaiia de Teléfonos de Chile (CT.C), which supplies local telephone services in Chile.

* 20% in the Empresa Nacional de Telecomunicaciones (Entel), which operates intemational and long distance telephone services in Chile.

* 6% in Telefonica de Argenting (TASA), whlthwpphesmetelephonesemcemdhesouﬂlo{ArgulmwwfudwhosoSO%holdngmlhecompameshcensedtopmdemtemoumlmdodvonced
services.

T also has a 5.38% holding in Infonet, a company which supplies intemational data and image transmission services, and holdings of 2.92% and 0.69% respectively in the mobile services companies
Geostar and Locstar.

Futuetrmds

Telefénxaexpectsonetdemmdfornewﬁnesm 1991 of 630,000, which, if confirmed, will be 10.6% lower than in 1990. A programme of over a million connections to the network is plonned, thus
reducing the waiting list to 330,000 applications, an annual decrease of 3% Plant in service will be increased by 6.8%

The capital expenditure in fixed assets planned for 1991 is 571,600 million pesetas. 842,000 local fines and 412,000 trunk lines are scheduled to be installed.

Research and development

During 1990, Telefénica spent a total of 5,995 million pesetas on research and development. 2,000 million pesetas went on new developments in operating assistance such as the EOC (Conservation and
Operation Structure). Over 1,000 millon pesetas was devoted to Networks and Sevices Projects such as the Broadband Communications Expenmental Network, Advanced Audiotex Systems and other
European projects. The remaining research money went to Packet Switching projects (improvements to Tesys-B, Electronic Registers for Electromechanical Systems) and other Public Telephony projects.
Acquisition of own shares

During 1990 Telefdnica did not acquire any of its own shares.
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RECONCILIATION OF NET INCOME AND SHAREHOLDERS’ EQUITY AS REPORTED IN
THE SPANISH STATUTORY ACCOUNTS WITH NET INCOME AND SHAREHOLDERS’
EQUITY IN ACCORDANCE WITH UNITED STATES GENERALLY ACCEPTED
ACCOUNTING PRINCIPLES (U.S. GAAP)

Certain accounting practices applied by Telefénica in its financial statements prepared for use in Spain, together with others required or allowed under the
Conditions of Concession of Telefénica as a regulated entity (Note 2)*, may not conform with generally accepted accounting principles in the United States.

As a result of Telefénica's shares being traded in the New York Stock Exchange, where they have been listed since the middle of 1987, the Company is
requested to adjust its net income and shareholders' equity based on American accounting principles.

The most significant differences between these accounting practices are summarized below:

Present practice for local Spanish purposes Treatment for U.S, GAAP purposes
I. Intangible assets (see note 4.0)* Research and development costs are expenses as incurred. The effect is shown below.

2. Income tax (see note |.4)* Deferred taxes arising from timing differences between income and taxable income must be
accounted for.

3. Property, plant and equipment (see note 4.c)* Revaluation of fixed assets is not permitted. Property, plant and equipment and related
accumulated depreciation are stated at historical cost values.

4. Investments (see note 4.d)* Investments in subsidiaries should generally be accounted for as follows:
- More than 50% holding:
Consolidated or equity method of accounting.
- Between 20% and 50% holding:
Equity method of accounting.
- Less than 20% holding:
At the lower of cost value or net realizable value.

5. Costs of new equity capital US GAAP requires expenses of raising capital to be deducted from the proceeds of the new
capital.

6. Income per share is not required to be Per share computations are required to be shown.
in the financial statements nor in any
other obligatory financial information

7. Endowment insurance (see note 4h)* From January |, 1989 the FASB n° 87 has been applied to record the costs for past services.
8. Allowance for funds during construction Interest accrued up to the time when the assets are placed in service are accounted for.



The total effect on the statement of income and on the statement of charges in shareholders' equity

is as follows (in millions of pesetas)

Net income for the year as reported in the Spanish statutory accounts at December 3

Adjustments for US GAAP purposes:
Reversal of depreciation of revalued portion of fixed assets
Research and development expenses - Net effect between
prior write-offs and current amortization
Reversal of self-insurance
Reversal of amortization of costs of new equity capital
Adjustment of investments to net equity value
Adjustment of endowment insurance cost
Allowance for funds during construction
Less amount due to effect of fixed assets revaluations,
of the retired plant not depreciated
Deferred taxes due to adjustments
Reversal of charges to provisions

Approximate net income for the year in accordance with US GAAP
Shareholders' equity as reported in the Spanish statutory accounts at December 31
Interim dividend

Adjustments for US GAAP purposes:
Reversal of net effect of revaluation of fixed assets and related
" accumulated depreciation
Charges to provisions
Research and development expenses - Net effect between
prior write-offs and current amortization
Costs of new equity capital
Investments:
Reversal of revaluation
Adjustments to equty value
Accrual of past service costs of endowment insurance
Allowance for funds during construction
Less amount due to effect of fixed assets revaluations,
of the retired plant not depreciated
Deferred tax due to US GAAP adjustments

Approximate shareholders' equity in accordance with US GAAP

* Notes in brackets refer to the financial statements on pages 41 to 62 of this Annual Report.
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HAREHOLDER INFORMATION

Share Capital

The share capital of Telefonica at April 30, 1991 was 463.479,038,500 ptas, represented by
926,958,077 bearer shares of 500 ptas. nominal value, fully paid in.
Capital increases since 1986 are as follows:

Issue Paic by the Nomanal Amount
Year Rato prce Shareholders (ptas) Milions of ptas
1986 [x9 100% 45000 400519
1986 Corv - 128375% 641875 6.1
1986 Conv - 168975% 844875 112042
1987 Conv - [56993% 774965 1812
1987 Conv . 148.115% 740575 1518
1987 Conv . 165.205% 826.125 8022
1988 Conv - 129.666% 648330 152575
1988 Conv - 144921% 24605 3143
1988 Conv - 180.730% 903650 8l
1988 Conv - 152642% 763210 283952
1988 Conv . 160341% 801.705 1084
1988 Conv . 166.656% 833280 4
1988 Conv - 163418% 817090 19
1988 Conv - 159.809% 1945 94
1988 Conv - 155.268% 71634 953
1989 Conv . [56477% 782385 17856
1989 Cony - 188.581% 942905 758
1990 Conv - 171.687% 858435 %73

Note: At Apnl 30, 1991 Telefénica had outstanding 200 million dollars in convertible Bonds.

Share listings

Telefénica shares are listed on all the Spanish Stock Exchanges -Madrid, Barcelona, Bilbao
and Valencia - and on five foreign Stock Exchanges - London, Paris, Frankfurt, Tokyo and
New York (TEF)*,

Since April, 5, 1988, Telefonica is quoted on the London Stock Exchange SEAQ
INTERNATIONAL* system.

On November 6, 1989 Telefénica started to be quoted on the Computer Assisted
Continuous Market on the Spanish Stock Exchanges.

Since November 27, 1989, option contracts are negotiated on the American Stock
Exchange (AMEX), based on Telefonica ADRs.

*It 1s isted on American Depositary Receipts. | ADR = 3 shares.
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TRENDS IN TELEFONICA SHARES DURING 1990

[ ONTHLY SHARE MONTHLY VARIATION
TURNOVER (DOMESTIC) MARKET PRICE
HIGH - LOW (MADRID) MONTHLY SHARE
MARKET PRICE (Ptas.) [ MONTHLY SHARE TURNOVER
TURNOVER (NEW YORK) = MONTHLY CLOSING PRICE (MADRID) (Thousands of shares)
1100 L 140000
1050 1
1120000
1000 |
950 | . 100000
1 80000
1 [ T 1 0000
1 40000
L 20000
| 0
JAN FEB  MAR  APR  MAY  JUN JUL  AUG SEP  OCT° NOV  DEC
TELEFONICA: INTERNATIONAL COMPARISONS AT DECEMBER 31-12-1.990
PIE PRICE CASH-FLOW PRICE / BOOK VALUE DIVIDEND YIELD
14 5 1.8 7
L o & 4+ 4
12,50 450 635 646

2 203 206
I
0
IT T T. IT T T: T T T. T T T.
(US GAAP) (US GAAP) (US GAAP) (US GAAP

1T:: International telecommunications index (Source: *Capital Intemational Perspective”).T: Telefénica - Data according to Spanish accounting principles. T (UA GAAP): Telefonica - Data according to US accounting principle

Market prices

The table shows high, low and closing prices on the Madrid Stock Exchange in Ptas.

YEAR Hgh Low Clogng
196 116000 63000 87500
197 126500 #4500 80000
1988 | 4875 7500 86875
1989 108625 8500 88800
1990 I quarter 94100 81500 890
1990 2nd quarter 8700 B0 8900
1990 3rd quarter 98400 76500 mm
1990 4th quarter 85500 76300 84000
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Dividend Policy

Telefonica normally pays an interim dividend at year end and a final dividend once the total
dividend for the year has been approved by the General Meeting of Shareholders, following
the proposal of the Board of Directors.

New shares from capital increases participate in net income on the basis of the time they
have been outstanding.

Recent dividends were:
% of par % of par
1989 value 1990 value
Interim 25 s, 5 05 ptis 5
Final 30 ptas. b 30 ptas b
Total 55 ptas. I 55 ps. I

* Pending approval by the General Meeting of Shareholders, in accordance with the proposal for net income distribution.

State shareholding in Telefénica de Espana, S.A.

Since Telefonica shares are bearer shares, no official register of shareholders exists.
Nevertheless, in paying the interim dividend for 1990 on February 15, 1991, it was verified
that the state shareholding is as follows:

Interest at % of

Share Capitd
Spanish State 3
Bank of Spain 103
Caja Postal {Post Office Savings Bank) .68

(Figures in thousands of millions of pesetas) STOCK MARKET
Avenage CAPITALIZATION
Growth
1986 1987 988 1989 19%0 % 90186
Telefonica 009 8637 7661 f12 7186 266
Total Madrd
Stock Exchange 84773 77488 10313.1 134574 17444 (604
Telefonica
Weghting on the
MSE.index () 1520 1089 bl 7% 653
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BOARD OF DIRECTORS

As t stood 2t Apri 30, 1991

CHAIRMAN

Céndido Veldzquez-Gaztelu Ruiz
VICE-CHAIRMEN

José Maria Concejo Alvarez
Claudio Boada Vilallonga
CHIEF EXECUTIVE
Germdn Ancochea Soto
DIRECTORS {Representing shareholders)
Baltasar Aymerich Corominas
José Maria Carballo Cotanda
Miguel Cruz Amords

Antonio Flos Bassols

José Montes Femandez

José Constantino Nalda Garcia
Juan Manuel Rebollo Castrillo
Epifanio Ridruejo Brieva

Arturo Romani Biescas

Mateo Ruiz Oriol

Elena Salgado Méndez

Eugenio Triana Garcia

José Vilarasau Salat

Carlos Westendorp y Cabeza
DIRECTORS (Representing the Government)
Luis Alcaide de la Rosa

Enrique Martinez Robles

Satumino Suanzes de la Hidalga
SECRETARY {non Director)

Heliodoro Alcaraz Garcia de la Barrera
VICE-SECRETARY (on Director)
Mariano Aldama Magnet
GOVERNMENT DELEGATE (non Director)
Javier Nadal Arifio

Changes recorded in the Board of Directors after the end of the 1990 financial year.

JOSE MARIA AMUSATEGUI DE LA CIERVA
retired as Director and Vice-chairman of the Board
of Directors and member of the Executive
Committee on January 30, 1991. Appointed in his
place was CLAUDIO BOADA VILALLONGA.

JOSE TEOFILO SERRANO BELTRAN retired as
Director representing shareholders and the general
interest of the Spanish State on February 27, 1991.
Appointed in his place was JOSE CONSTANTINO
NALDA GARCIA.

JOSE LUIS MARTIN PALACIN retired as
Director and member of the Executive Committee,

representing shareholders and the general
interest of the Spanish State on April 24, 1991.
Appointed in his place was ELENA SALGADO
MENDEZ.

PEDRO SOLBES MIRA retired as Director
representing shareholders and the general interest
of the Spanish State on April 24, 1991. Appointed
in his place was CARLOS WESTENDORP Y
CABEZA.

JUAN ANTONIO BLANCO MAGADAN
AMUTIO and ALVARO ESPINA MONTERO
retired as Directors as of Apnil 24, 1991.

EXECUTIVE COMMITTEE

As it stood at April 30, 1991

CHAIRMAN

Cindido Veldzquez- Gaztelu Ruiz.
VICE-CHAIRMEN

José Maria Concejo Alvarez
Claudio Boada Vilallonga

CHIEF EXECUTIVE

Germén Ancochea Soto
DIRECTORS

Luis Alcaide de la Rosa

Enrique Martinez Robles
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Mateo Ruiz Oriol

Elena Salgado Méndez

Eugenio Triana Garcia

José Vilarasau Salat

Epifanio Ridruejo Brieva (Advsory Member)
SECRETARY (non Director)

Heliodoro Alcaraz Garcia de la Barrera
VICE-SECRETARY (non Director)
Mariano Aldama Magnet



MANAGEMENT COMMITTEE

As it stood at Apnl 30, 1991

CHAIRMAN

Candido Veldzquez- Gaztelu Ruiz- Chairman of the Board of Directors.

MEMBERS
German Ancochea Soto.- Chief Executive

Antonio Lopez-Barajas y Garcia-Valdecasas- General Manager of the National Telephone Service.
Germén Ramajo Romero.- General Manager of Sales.

Enrique Used Aznar.- General Manager of International and Advanced Services.

Francisco Ferre Ferre.- General Manager of Network

José Caballero Guerrero.- General Manager of Resources

Manuel A. Blanco Losada- General Manager of Corporate Planning.

Heliodoro Alcaraz Garcia de [a Barrera- General Secretary and Secretary of the Board of Directors.

DEPUTY GENERAL MANAGERS

As 1t stood at April 30, 1991

Access Networks
Ramén Torres Grajales

Accounts and Control
Isidro Lopez Cuadra

Advanced Services
Félix Padl lvorra Cano

Corporate Clients
Guillermo Femandez Vidal

Corporate Relations and Communications
Guillermo Medina Gonzalez

Data Processing
Juan Manuel Barreiro de las Llanderas

Economic Studies and Analysis
Crisanto Plaza Bayon

Finance and Budgetary Control
Francisco Mochén Morcillo

Inspection
Faustino Rivero Morales

International Communications
Vicente San Miguel Garcia

International Cooperation
José Luis Rojo Serrano

1l

Marketing
José Ignacio Esteve Espinosa

Personnel Management
Oscar Maraver Sanchez- Valdeperias

Planning and Technology
José Maria Vézquez Quintana

Post-Sales Services
Antonio Masanés Pérez

Procurement and Supplies
José Luis Franganillo Asensio

Provincial Coordination
Rafael Hernandez Garcia

Security
José Luis Femandez Dopico

Strategic Planning
José Alberto Blanco Losada

Subsidiaries and Holdings
Margarta Sanchez Lopez

"Training and Technology" Foundation
José Manuel Morén Criado

Transit Networks
Manuel Badenes Moles



Notice of the General Meeting of Shareholders
Date: June 7, 1991 (at the second notice)
Time: 12h
Place: Paseo de la Castellana, 259, Madrid
Pabellon de Deportes de la Ciudad Deportiva del Real Madrid

Shareholder information
Copies of this Annual Report may be obtained free of charge from the
Company offices or by request in writing to:

Telefénica de Espaiia, S.A.
Financial Department
General Perdn, 38- planta |5
Edificio Master's Il
28020 MADRID
In compliance with the stipulations of the Ministry Orders of November 17, 1981 and
February 26, 1982, a biannual information brochure is available to shareholders.

Published by: Telefonica
Gran Via, 28. 28013 Madrid
Design: AN & C
Photographs: Pablo Neustadt
Printing: Grafoffset, SA. Getafe - Madrid
Depésito Legal: M. 20195-199|









	PORTADA
	INDICE
	ANNUAL REPORT 1990
	LETTER TO SHAREHOLDERS
	CONTINUING INVESTMENT DRIVE
	BASIC TELEPHONE SERVICE
	BUSINESS COMMUNICATIONS AND NEW SERVICES
	RESEARCH AND DEVELOPMENT
	HUMAN RESOURCES DEVELOPMENT
	INTERNATIONAL RELATIONS
	THE TELEFONICA GROUP
	SELECTRED OPERATING DATA
	FINALCIAL REVIEW
	TELEFONICA AND THE SPANISH ECONOMY
	MANAGEMENT'S DISCUSION
	AUDITED FINALCIAL STATEMENTS
	MANAGEMENT REPORT
	RECONCILIATION OF NET INCOME
	SHAREHOLDERS INFORMATION
	MANAGEMENT



