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AUDITORS’ REPORT ON CONSOLIDATED FINANCIAL STATEMENTS

To the Shareholders of
Telefénica de Espaiia, S.A.:

1. We have audited the consolidated financial statements of TELEFONICA DE ESPANA, S.A.
and COMPANIES composing the TELEFONICA GROUP, which consist of the balance sheets
as of December 31, 1997 and 1996, and the related statements of income and notes to
financial statements for the years then ended. The preparation of these consolidated financial
statements is the responsibility of the controlling company's directors. Our responsibility is
to express an opinion on the consolidated financial statements taken as a whole based on our
audit work performed'in accordance with generally accepted auditing standards, which
require examination, by means of selective tests, of the documentation supporting the
financial statements and evaluation of their presentation, of the accounting principles
applied and of the estimates made.

2. As indicated in, 7 and 11, Telefénica de Espafia, S.A. revalued its assets pursuant to Royal
Decree-Law 7/1996, which gave rise to a surplus, net of the single tax, of Ptas. 219,076
million, and this amount is included under the “Revaluation Reserves” caption in the
consolidated financial statements referred to above.

3. In our opinion, the consolidated financial statements referred to above present, in all
material respects, a true and fair view of the net worth and financial position of Telefénica de
Espaiia, S.A. and Companies composing the Telefénica Group as of December 31, 1997 and
1996, and of the results of their operations and of the funds obtained and applied by them in
the years then ended, and contain the required information, sufficient for their proper
interpretation and comprehension, in conformity with generally accepted accounting
principles and standards applied on a consistent basis.

4. The accompanying consolidated management report for 1997 contains the explanations
which the directors of Telefénica de Espaiia, S.A. consider appropriate about the Telef6nica
Group's situation, the evolution of its business and other matters, but is not an integral part
of the consolidated financial statements. We have checked that the accounting information in
the management report is consistent with that contained in the consolidated financial
statements for 1997. Our work as auditors was confined to checking the management report
with the aforementioned scope, and did not include a review of any information other than
that drawn from the accounting records of the consolidated companies.

ARTHUR ANDERSEN

Eduardo Sanz Hernandez
February 25, 1998

Arthur Andersen y Cia., 5. Com. Inscrita en el Registro Oficial de Auditores de

Reg. Merc. Madrid, Tomo 3190, Libro 0, Folio 1, Cuentas (ROAC)

Sec. 8, Hoja M-54414, Inscrip. 1.* Inscrita en el Registro de Ec i Audi (REA)
Domicilio Social:

Raimundo Fdez. Villaverde, 65. 28003 Madrid
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TELEFONICA DE ESPANA, S.A. AND COMPANIES COMPOSING THE TELEFONICA GROUP
CONSOLIDATED BALANCE SHEETS AS OF DECEMBER 31, 1997 AND 1996

ASSETS

(Currency-Millions of Spanish Pesetas)

A) Due from stockholders for uncalled capital
B) Fixed and other noncurrent assets

Start-up expenses

Intangible assets (Note 6)-

Research and development expenses
Rights on leased assets

Other intangible assets

- e

Property and equipment (Note 7)
Land and structures

Technical installations and machinery
Telephone installations

Furniture

Construction in progress

Advances on property and equipment
Installation materials

Depreciation

Long-term financial investments (Note 8)
Holdings in associated companies
Other holdings

Other loans

Long-term deposits and guarantees
Falta traduccién

Provisions

C) Goodwill in consolidation (Note 5)
D) Deferred charges (Note 9)
E) Current assets

Iit.

V.

Vi,

Due from stockholders for capital calls
Inventories

Inventories

Advances

Provisions

Accounts receivable-

Customer receivables (Note 10)
Receivable from associated companies
Sundry accounts receivable

Employee receivables

Receivable from public authorities (Note |18)
Allowance for bad debts (Note 10)
Allowances for sundry accounts receivable
Short-term financial investments-

Loans to associated companies
Short-term investment securities

Other loans

Provisions

Short-term treasury stock

Cash

VII. Accrual accounts
TOTAL ASSETS (A+B+C+D+E)

1997

446
4,987,098
2337
356,109
120,582
16,336
348573
(129,382)
4,148,113
717,016
159,392
6,035,655
256,41 |
396,465
2,288
38,977
(3458,091)
480,539
201,390
92,642
96,834
1,754
92,763
(4,844)
284,364
135,103
817,750
- 37,691
40,149
144
(2.602)
629,230
479916
4391
113,138
12,612
87,188
(61,355)
(6,660)
126,093
85331
40,770
(8
169
10,432
13935

6,224,761

The accompanying Notes | to 25 and Exhibits | and Il are an integral part of these consolidated balance sheets.
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1996

4,655,150
577
337.825
104,047
15,425
313336
(94,983)
3.973.870
656,279
130,487
5,598,023
237,582
327,861
23,640
50,804
(3.050,806)
342,878
116317
128,540
31,374
1,369
70,007
(4.729)
49,798
130,294
602,495
33834
34,966
38
(1,170)
507,775
405,722
4453
77,811
14417
55,961
© (43,196)
(7.393)
35,843

5,437,737



TELEFONICA DE ESPANA, S.A. AND COMPANIES COMPOSING THE TELEFONICA GROUP
CONSOLIDATED BALANCE SHEETS AS OF DECEMBER 31, 1997 AND 1996
(Currency-Millions of Spanish Pesetas)

STOCKHOLDERS' EQUITY AND LIABILITIES 1997 1996
A) Stockholders' Equity (Note 11) 1,991,374 1,863,760
|.  Subscrbed cap tal stock 469,735 469,735
Il.  Paid-ir surplus 43,067 43,067
Il. Revaluation reserves 868,392 868,392
IV. Reserves 457,559 355,053
Legal reserve 93,947 86,071
Other reserves 175,779 157,061
Consolidat on reserve 126,577 75935
Trans atior ciferences in consolidat o» 61,256 35,986
V. Prior years' ncome 137 112
VI. 'ncome for the year 190,063 160,282
Income of the parent company and subsidiaries 254,147 211,149
Income of associated compan es 9,958 7811
Ircome attributed to minority interests (Note 2) (74,042) (58,678)
VII. Interim d vidend paid during the year (37.579) (32,881)
B) Minority interests (Note 12) 394,097 374,693
C) Deferred revenues (Note 13) 112,471 102,218
D) Provisions for contingencies and expenses (Note 14) 388,896 336,615
E) Long-term debt 1,916,627 1,672,907
I. Debentures, bonds and other negotiab e instruments (Note |5)- 714923 654,378
Nonconvertible debentures and bonds 611,472 637919
Convert ble debentures and bonds 103,149 4,645
Other marketable debt securities 302 1,814
Payable to credt entities (Note |6) 942,728 -+ 843,349
lll. Payable to Group and associated companies 271
IV Other accounts payable- 174,505 03,147
Other accounts payable Notes 2-d and 4-) 74,505 03,14/
V. Accrued taxes payable (Note 18) 83,444 69,011
VI Urcalled capita pavments pavab e- 1,027 2,751
Associated companies 452 243
Other companies 575 2,508
F) Current liabilities 1,421,296 1,087,544
|.  Debentures, bonds ard other negotiable instruments (Note : 5) 2840 8 147,427
Debentures 192,201 63,580
Other negotiable .nstruments 77274 68,854
Interest on debentures and other securit es 14,543 14,993
Il. Payabe to credit entties (Note |6)- 336,525 244,617
Loans and other accounts payable 322515 234,136
Interest payable 14010 10,48
lll. Payabe to associated companies 15,080 28,458
IV. Trade accounts payable- 351,357 374,580
Advances rece ved on orders 296l 933
Payables for purchases and services 344,832 370,564
Notes payabe 3.564 3,083
V. Other nontrade payables 382,872 266,326
Accrued taxes payable (Note '8) 91,407 106,289
Other nontrade payabes (Note |9) 291,465 160,037
VI Accrual accounts 5 444 26,136
TOTAL STOCKHOLDERS' INVESTMENT AND LIABILITIES (A+B+C+D+E+F) 6,224,761 5,437,737

The accompanying Notes | to 25 and Exh bits | and |l are an rtegral part of these consolidated ba ance sheets
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TELEFONICA DE ESPANA, S.A. AND COMPANIES COMPOSING THE TELEFONICA GROUP
CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 1997 AND 1996
(Currency-Millions of Spanish Pesetas)

DEBIT 1997 1996
A) EXPENSES
Reduction in inventories 758 3253
Supplies-
Purchases from associated companies and other 195,132 136,314
Work performed by other companies 138,936 92.290
334.068 228.604
Personnel expenses (Note 20) 570,895 554,682
Period depreciation and amortization-
Property and equipment 565472 499,924
Intangible assets 35,575 26,087
Deferred charges 1,610 218
602,657 526.229
Variation in operating provisions-
Variation in provision for inventories 1,150 266
Variation in allowance for bad debts 22,711 17,161
Variation in other operating provisions 11,896 9.142
35,757 26,569
Other operating expenses-
Outside services 260,760 207,638
Taxes other than income tax 38,763 35,106
Other operating expenses 21,998 19,307
321,521 262,051
I. Operating income 660,454 575,965
Interest on payables to associated companies — 60
Other interest on accounts payable and similar expenses (Note 20) 189,967 181,645
Amortization of deferred interest expenses 3,754 3,603
Variation in financial investment provisions 6464 665
Exchange losses (Note 20) 21,066 20,452

Il. Financial income

Share in losses of companies carried by the equity method 10968 8114
Amortization of goodwill in consolidation (Note 5) 33312 16,786
lil. Income from ordinary activities 449,367 390,399
Variation in control portfolio provisions 213 246
Losses on fixed assets 27513 45,034
Losses on disposals of consolidated companies (Note 8) 68 2,609
Extraordinary expenses and losses (Note 20) 135,593 98,570
IV. Extraordinary income — —
V. Income before taxes 337,641 275,881
Corporate income tax (Note 18) 36,554 25,804
Foreign taxes (Note 18) 36982 31,117
VI. Consolidated income for the year 264,105 218,960
Income attributed to minority interests (Note 12) 74282 59,287
VIl Income for the year 190,063 160,282

The accompanying Notes | to 25 and Exhibits | and Il are an integral part of these consolidated statements of income.
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TELEFONICA DE ESPANA, S.A. AND COMPANIES COMPOSING THE TELEFONICA GROUP
CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 1997 AND 1996
(Currency-Millions of Spanish Pesetas)

CREDIT 1997 1996
B) REVENUES
Net sales and services (Note 20) 2,363, 02 2006058
Increase in work- n-process 3,779 6218
Capritalized expenses of n-house work on fixed assets 117,932 127319
Other operating revenues-
Sundry and other current operating revenues 36,795 32,653
Subs dies 1,639 643
Overprov sion for contingencies and expenses 2,863 3,462
41,297 37,758
I. Operating loss — —
ncome from sharehold ngs
Associated companies 23 25
Other companies |1 746 2,350
769 2,375
Revenues from other securtes and oans-
Associated compan es 687 889
Other companies 22957 15,892
23,604 16,78
Exchange gans 8, 45 10,678
Il. Financial loss 187,733 176,591
Equty in ncome of companies carr ed by the equ ty method 20,926 15,925

lll. Loss on ordinary activities —
Gans on fxed asset disposas 709 2,150

Gans on disposa s of holdings in conso dated companies (Note 8) 2737 0,335
Captal subs dies | 285 035
Extraordinary revenues (Note 20) 12,296 9,141
IV. Extraordinary loss 111,726 114,518

V. Loss before taxes —_ —_—

VI. Consolidated loss for the year —_ —
Loss attributed to minor ty interests (Note 2) 240 609

VIl. Loss for the year =

The accompany ng Notes to 25 and Exhbits and | are an integral part of these consol dated statements of ncome
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Translation of reports and financial statements originally issued in Spanish and prepared in accordance with generally accepted accounting principles
n Spain (see Note 25). In the event of a discrepancy, the Span sh-language version prevails.

TELEFONICA DE ESPANA, S.A.
AND COMPANIES COMPOSING THE TELEFONICA GROUP

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR 1997 AND 1996

I. GROUP DESCRIPTION AND STATE CONTRACT

Group companies

Telefénica de Espaiia, S.A. (‘"Telefénica") and its dependent companies make up an integrated group of companies (“the Telefénica
Group") operating in the telecommunications industry.

Exhibit | to these notes to consolidated financial statements lists the subsidiaries, associated companies and investees in which
Telefénica has direct or indirect holdings and their lines of business, net worth and results. Exhibit |l describes the main variations
in the consolidated group.

Parent Company

Telefénica de Espafia, S.A. is a company which was incorporated pursuant to the Spanish Commercial Code for an indefinite period
of time on April 19, 1924. lts registered office is at calle Gran Via, 28 - 28013 Madrid (Spain).

a) Corporate purpose

The Company's corporate purpose, per Article 4 of its bylaws, Is as follows:

I. The provision and operation of all manner of public and private telecommunications services, and for this purpose, the design,
installation, upkeep, repair, improvement, acquisition, disposal, interconnection, management, administration and any other
activity not included in the foregoing list, in connection with all manner of existing or future telecommunications networks, lines,
satellites, equipment, and technical systems and infrastructures, including the land and buildings where they are located.

2. The supply and operation of all manner of ancillary or supplementary telecommunications services or the services derived
therefrom.

3. The research and development, promotion and application of all manner of components, equipment and systems, directly or
indirectly used for telecommunications.

4. Manufacturing, production and, in general, all other industrial activities relating to telecommunications.

5. Acquisition, disposal and, in general, all other commercial activities relating to telecommunications.

All the activities that constitute the corporate purpose described in the preceding paragraphs may be performed either in Spain or

abroad and may be carried on either wholly or partially by the Company, or through shareholdings or participations in other

companies or legal entities with an identical or similar corporate purpose.

b) Framework for the provision of services

Telefénica is the State licensee for rendering certain public telecommunications services pursuant to the License Contract entered
into with the Spanish Administration on December 26, 1991. In accordance with the prowisions of such Contract, Telefénica may
also carry on any financial, industrial or service-related activities deemed necessary for its interests, provided they do not cause any
deterioration in the normal operation of the ultimate carrier services forming the subject matter of the aforementioned Contract
or involve the assumption of obligations contrary to the provisions of the Spanish National Telecommunications Plan.
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As the licensee of said services, Telefénica undertakes, in general, to provide them observing such general interest criteria of a
noneconomic nature as may be determined in the regulations on telecommunications services, particularly taking into account the
maintenance of security in the operation of networks and services, the integrity and the interoperativeness thereof, data protection
and the confidentiality of communications.

As telecommunications services have been progressively deregulated and Telefénica has modified the enabling instruments to
provide these services, they have ceased to be governed by the License Contract of December 26, 1991. Only the basic telephony
service and the related carrier service are currently governed by the aforementioned Contract.

The deregulation process has paved the way for the shift to restricted or full competition systems for part of the services forming
the subject matter of the State License Contract entered into with the State on December 26, 1991. In particular, Royal Decree-
Law 6/1996, now repealed, and Telecommunications Deregulation Law |2/1997, which superseded it, granted Retevisién an
enabling instrument to provide urban, national and international basic telephony services as well as supporting carrier services in
connection with basic telephony services, for which purpose it has incorporated a company which will be charged with rendering
the service under an indirect management arrangement.

Under the aforementioned Law |12/1997, Telefénica must allow access to its network by all service operators who wish to do so
in order to enable circuits to be interconnected with service interoperativeness. On December 30, 1997, Telefénica entered into
a general interconnection agreement with Retevisién. The interconnection rates and conditions are determined by a Ministerial
Order of March 18, 1997, and will remain in force until the full deregulation of telecommunications in Spain, i. e, December |,
1998.

The emergence of a second global operator in Spain has made it necessary to regulate various fundamental matters to enable the
free-market provision of services under a fully competitive system. Specifically, a Ministerial Order of July 18, 1997, established the
conditions for the selection and pre-assignment of operators for long-distance calls, and a Ministerial Order of August 4, 1997,
regulated the user’s right to keep his number when he switches to a new access operator; provided that his physical location remains
the same.

Telefénica also provides other noteworthy services in the telecommunications industry, such as the circuit rental carrier service,
regulated by the Technical and Service Provision Regulation enacted by Royal Decree 1558/1995. Telefénica has obtained the
enabling instrument to provide the value added service of packet- and circuit-switched data, which is thereby added to that
transferred by the Company to its subsidiary Telefénica Transmisién de Datos, S.A. The same can be said of the value added service
of voice telephony in closed user groups.

Special mention should also be made of the key role of the Infovia Internet Service Provider in the development of the Internet in
Spain. In September 1997 a Ministerial Order was published stipulating the conditions of the service under a system of free
competition.

Telefénica is also present in the satellite telecommunications market. Under Law 37/1995, which deregulated such services, the only
requirement for providing them is a simple administrative authorization.

The Cable Telecommunications Law empowers Telefénica to supply this service on an integrated basis with the basic telephony
service in all areas where it is requested, after |6 months have elapsed from the award of the cable operator tender in each area,
unless the tender is declared void, in which case commencement of the provision of services will be immediate. In response to a
proposal by the Spanish National Telecommunications Market Commission, the Government may reduce this period depending on
market conditions in cases in which such reduction is necessary to ensure effective competition in the provision of cable
telecommunications services, provided that it is not against users’ interests.

At the end of 1997 the Technical, Final Basic Telephony Service and Carrier Services Regulation was published and enacted by Royal
Decree 1912/1997, which envisaged, inter alia, the granting of an enabling instrument to Telefdnica for the carrier service
supporting the DCS-1800 personal mobile communications service.

1997 was the last year in which there was a Government Representation at Telefénica. Pursuant to Law 12/1997, this arrangement
came to an end on January |, 1998.

c) Rate system

The License Contract established a system of regulated rates and prices aimed at guaranteeing, except with respect to the
modifications expressly provided by the Contract deriving from the change from a monopoly to a competitive system, the overall
financial balance of the concession, while safeguarding the principle of universal service. To that end, within the framework of cost
discipline and efficient management of the Company's production resources, the rate system must ensure that Telefénica is able to
cover its operating expenses, appropriations to reserves and return on capital, while striving to align the rate structure and the cost
structure.

Recently, Law 12/1997, deregulating the telecommunications industry, determined that the Government, at the proposal of the
Ministry of Development and subject to a report by the Telecommunications Market Commission, may establish the cases in which
fixed maximum and minimum rates and simple price adjustment rates will apply, and the methods to be used to set them, based
on the degree of market demand for the various services,
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Rate rebalance mechanism

The preamble to of the Ministerial Order of March 18, 1997, stated that, in accordance with the legally established procedure,
Telefénica would be authorized to make certain rate adjustments in the amounts and within the time periods stipulated by the
Fourth Additional Provision, thereby commencing the rate rebalance process.

Telefénica has requested the Ministry of Development to commence the rate adjustment procedure, under which the adjustments
provided in the aforementioned Ministerial Order will have to be carried out.

d) Tax regime

Telefénica is been subject to general tax legislation for central State and Autonomous Community taxes. As regards local taxes,
Telefénica is subject to property tax, the other local taxes being replaced by an annual cash compensation payment equal to 2%
of gross billings.

Pursuant to a Ministerial Order of December 27, 1989, Telefénica was authorized to file consolidated corporate income tax returns
for 1990, 1991 and 1992. This authorization was extended to 1993, 1994 and 1995 by a Ministerial Order of July 21, 1993. Under
Corporate Income Tax Law 43/1995 and pursuant to a resolution passed by the Stockholders' Meeting on March 29, 1996, the
tax authorities have been notified that the Company intends to file tax returns for 1996, 1997 and 1998 under the special regime
for groups of companies.

2. BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL STATEMENTS

a) True and fair view

The accompanying consolidated financial statements of the Telefénica Group were prepared from the accounting records of
Telefénica de Espafia, S.A. and from those of each of the companies which compose the Telefénica Group. The respective
individual financial statements were prepared by each company's directors in accordance with the accounting principles and
standards provided in Spain by the Spanish Corporations Law as enacted by Legislative Royal Decree |564/1989, implemented by
the Spanish National Chart of Accounts, as enacted by Royal Decree 1643/1990, and by the regulations for the preparation of
consolidated financial statements, as approved by Royal Decree 1815/1991 and the applicable regulations in the different countries
in which the companies composing the Consolidated Group are located. Accordingly, these consolidated financial statements give
a true and fair view of the net worth, financial position, results and funds obtained and applied in 1997 and 1996.

The 1997 consolidated financial statements and the 1997 individual financial statements of Telefénica de Espafia, S.A. and of each
Group company will be submitted for approval by the respective Stockholders' Meetings, and it is considered that they will be
approved without any changes. The 1996 individual financial statements of each of the consolidated Group companies were
approved by their respective Stockholders’ Meetings. The 1996 consolidated financial statements of the Telefénica Group were
approved by the Stockholders' Meeting on March 21, 1997.

b) Consolidation principles

The companies over which effective control is exercised by virtue of ownership of a majority of the voting rights in their
representation and decision-making bodies were consolidated by the global integration method; the multigroup companies which
are managed jointly with third parties were consolidated by the proportional integration method; and those in which there is
significant influence but not ownership of a majority of the voting rights or joint management with third parties are carried by the
equity method. Significant influence is deemed to exist if the ownership interest exceeds 20% in the case of unlisted companies or
3% in the case of listed companies.

All material accounts and transactions between the consolidated companies were eliminated in consolidation. In the case of
investees whose accounting and valuation methods differed from those of Telefénica, adjustments were made in consolidation so
as to present the consolidated financial statements on a uniform basis. The margins included in the invoices issued by subsidiaries
to Telefénica for installations are eliminated at the time of the transaction, and this income is recognized as the related installations
are depreciated.

The revenues and expenses through the aforementioned date of companies which have left the Group, and those of the companies
which joined the Group from that date through year-end, are recorded in the consolidated statement of income.

The equity of the minority interests in the net worth and results of the consolidated dependent companies consolidated by the
global integration method is recorded under the “Minority Interests” and “Income Attributed to Minority Interests” captions (see
Note 12).

In accordance with standard practice in Spain, the accompanying consolidated financial statements do not include the tax effect, if
any, of transferring the reserves of the consolidated subsidiaries to the controlling company’s accounts, since it is considered that
such reserves will be used to finance their operations and that those that may be distributed will not give rise to a material
additional tax cost.
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c¢) Comparative information

In 1997 the “Long-Term Prepaid Taxes" caption was included under “Long-Term Financial Investments”, and the “Long-Term
Deferred Taxes” caption under “Long-Term Taxes Payable”, except for the credits for deferred investments, which were included
under the Deferred Revenues" caption. The 1996 information was reclassified for comparison purposes (see Notes 14 and 18).

The figures contained in the financial statements, balance sheet, statement of income, notes to financial statements and management
report are stated in millions of pesetas unless otherwise stated.

In 1997 the Group changed its method of recording exchange differences arising on foreign currency loans obtained by Telefénica
Internacional de Espafia, S.A. to finance foreign investments, in accordance with the resolution of the Spanish Accounting and Audit
Institute (ICAC) dated December 19, 1997.

Had this method been applied in the 1996 financial statements, income for the year would not have been altered and net worth
would have been increased by Ptas. 2,277 million.

d) Changes in the consolidated Group
The main changes in the consolidated Group in 1997 and 1996 were as follows:

1997

In November Telefénica acquired from SEPPA 23.78% of its shares in Telefénica Internacional de Espaiia, S.A. (T.l.) for Ptas. 127,000
million. As a result of this acquisition, the Telefénica Group's percentage of ownership in Tl's dependent companies increased by
the same proportion. The outstanding amount payable (Ptas. 88,000 million) was recorded under the “Other Nontrade Payables"
caption (see Note |9).

Telefénica sold 25% of its shares of Unisource, N. V. to Telia AB, PTT and Telecom BV and Swisscom. This purchase and sale
transaction was carried out for a total price of Fl 465 million (Ptas. 34,921 million).

Telefénica acquired all the shares of Telefénica Transmisién de Datos, S.A. (TTD) and Telefénica VSAT, SA. (VSAT), for FI 455
million and Fl 10 million, respectively. TTD and VSAT are consolidated by the global integration method.

In addition, the Group increased its holding in Cointel from 33.16% to 50%, involving a disbursement of Ptas. 80,423 million. In
December 1997 CTC acquired the remaining 45% of Startel, S.A, bringing its holding to 100%. The purchase price was US$ 425
million (Ptas. 64,473 million), and this amount was included under the "Other Long-Term Debt" caption in the accompanying
balance sheet.

In August Telefénica Multimedia, S.A. acquired 25% of the capital stock of Antena 3 de Television, S.A. for Ptas. 26,004 million. The
company is carried by the equity method.

In July Telefénica Multimedia, S.A. acquired 49% of the capital stock of Gestora de Medios Audiovisuales de Fiitbol, S.L for Ptas.
18,545 million. This holding was subsequently sold to Telefénica Medios de Comunicacién, S.A. The company is carried by the
equity method.

In January Telefénica participated in the incorporation of DTS Distribuidora de Televisién Digital, S.A., subscribing 35% of its capital
stock for Ptas. 3,500 million. In May, the aforementioned company was sold to Telefénica Multimedia, SA. In November DTS
increased its capital and T. Multimedia subscribed its corresponding share of capital stock for Ptas. 5,250 million. The company is
carried by the equity method.

From January |, 1997, CRT, a company which was acquired in December 1996, became a member of the consolidated Group,
having been carried at cost at 1996 year-end. The Group's ownership interest in the aforementioned company amounts to 10.3%
of its total common and preferred shares of capital stock, through the various holdings owned by Group companies in the
consortium which was awarded 35% of the company’s common voting stock.

In October; Telefénica acquired 3.5% of the capital stock of Portugal Telecom, S.A., for Ptas. 41,212 million. The company is carried
by the equity method.

1996

Telefénica acquired 25% of Unisource N.V. by exchanging all the shares of Telefénica Transmisién de Datos, S.A. and Telefénica
VS.AT, S.A. Unisource N.V. is carried by the equity method (see Notes 8D.| and 8D.2).

On December 17, 1996, the consortium led by Telefénica Internacional de Espafia, S.A. (“Telef6nica Internacional”) submitted the
successful bid in an intemational call for tender for the acquisition of 35% of the voting stock of Compagnia Riograndense de
Telecomunicacoes (CRT), equivalent to |3.45% of the latter's stock with dividend rights, for 68| million reales. The portion of the
holding acquired and attributable to the Telefénica Group represents 7.87% of the company's total capital stock. The companies
participating in the consortium with Telefénica Internacional are RB.S. Participagoes, S.A., Compafifa de Telecomunicaciones de
Chile, S.A. Telefénica de Argentina, S.A. and Citicorp.

The acquisition of the aforementioned shares was formally executed on December 30, 1996. The holding in this company was
recorded at cost as of December 31, 1996, and was carried by the equity method in 1997.



Telefénica sold its entire holding in Sistemas e Instalaciones de Telecomunicacién, S.A. (SINTEL - see Note 8). Accordingly,
Sintelperd, S.A. and Sintelar, S.A. (each 25% owned by Telefénica Internacional and 38% and 50% owned, respectively, by Sintel,
S.A.), are now carried by the equity method.

Telefénica Internacional acquired 25% of the Argentine companies Multicanal, S.A. and PEM, S.A., both of which are carried by the
equity method.

STARTEL, S.A, a CTC Group company, was incorporated in 1996 as a result of agreements entered into on March |1, 1996,
between CTC-Celular and VTR-Comunicaciones Mdviles, S.A. to jointly operate in the cellular telephony business. CTC's and VTR's
holdings of 55% and 45%, respectively, in the new company, were obtained through the contribution of 75% and 25% of STARTEL,
S.Als assets, respectively, and through the subsequent sale of 20% of the company's capital stock for US$ 67 million. As a result of
this salz, the Telefénica Internacional Group recorded extraordinary income of Ptas. 2,444 million, net of taxes and the equity of
minority interests, the gross amount of which (Ptas. 6,597 million) is recorded under the "Gains on Disposals of Holdings in
Consolidated Companies” caption in the accompanying statement of income.

3. DISTRIBUTION OF THE INCOME OF THE CONTROLLING COMPANY

The proposed distribution of 1997 income that the Board of Directors will submit for approval by the Stockholders’ Meeting is as
follows:

Millions of Pesetas

BASIS OF DISTRIBUTION

1997 net income 133,774
Prior year's retained earnings 137
Total amount to be distributed 133,911
DISTRIBUTION TO:

Interim dividend of 8%, declared on January 19, 1998 37.579
Supplementary dividend of 12.4%, pending approval 58,246
Dividends 95,825
Voluntary reserve 38,000
Retained earnings 86
Total amount distributed 133,911

Interim dividend

In accordance with Article 216 of the revised Corporations Law, on December 17, 1997, the Board of Directors, based on the
economic and financial information submitted to it, approved the distribution of an interim dividend of Ptas. 40 gross per share out
of 1997 income.

The accounting statement prepared in accordance with legal requirements (Article 216 of the revised Corporations Law),
evidencing the existence of sufficient liquidity for the distribution of the interim dividend for 1997, was as follows:

Millions of Pesetas
Accounting Statement Supporting Liquidity for Distribution of Interim Dividend:

Income from January I, 1997, to November 30, 1997 121,780
1996 retained earnings 137
Mandatory appropriation to reserves o=
Distributable income 121,917
Proposed interim dividend 37.579

Financial position (forecast at | 1/30/97):
Distributable funds:

Cash 2,552
Available credit 108,162
Proposed interim dividend (37.579)
Difference 73,135

The proposed distribution of the income of Telefénica de Espafia, S.A. that will be submitted for approval by the next Stockholders’
Meeting will be accompanied by a request for the distribution of a supplementary dividend for 1997 of Ptas. 62 gross per share.
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4. VALUATION STANDARDS
The main valuation methods applied in preparing the consolidated financial statements for 1997 and 1996 were as follows:

a) Goodwill in consolidation

The accompanying 1997 and 1996 consolidated balance sheets include goodwill, net of amortization, arising from the positive
difference in consolidation between the amounts paid to acquire the shares of the dependent companies consolidated or carried
by the equity method and their underlying book values at the acquisition date.

Goodwill is amortized on a straight-line basis over ten years, since this is the period over which it is estimated that the goodwill
will contribute to obtaining income at the Group.

b) Translation methods (year-end exchange rate method)

The financial statements of the Group companies abroad were translated to pesetas at the exchange rates ruling at year-end, except

for:

|. Capital stock and reserves, which were translated at historical exchange rates.

. Income statements, which were translated at the average exchange rate for the year.

3. The companies using accounting methods that include inflation adjustments apply the accounting standards in force in their

respective countries, which consist of valuing monetary assets and liabilities at face value and adjusting the historical cost of
nonmonetary assets by the inflation from the date of inclusion of the asset in the company’s balance sheet to year-end. The
effect of the year's inflation on the monetary assets and liabilities is included in the statement of income for the year.
The exchange difference arising from application of these procedures is included under the "'Stockholders’ Equity - Translation
Differences in Consolidation” caption in the accompanying consolidated balance sheets, net of the portion of said difference
relating to minority interests, which is recorded under the "Minority Interests” caption on the liability side of the accompanying
consolidated balance sheets.

c) Start-up expenses
Start-up expenses, which comprise incorporation and capital increase expenses, are recorded at cost and are amortized on a
straight-line basis over five years.

d) Intangible assets

This caption in the accompanying consolidated balance sheets includes the following items:

Research and development expenses

These relate to the costs incurred in developing new products to be marketed or used for the Group's own network, which are
amortized by the straight-line method over five years. Costs incurred in projects which are not viable for the future are expensed
currently.

Rights on leased assets

The rights under financial lease contracts are recorded at the cost of the related assets, and the total debt for lease payments plus
the amount of the purchase option are recorded as a liability. The difference between the two amounts, which represents the
interest expenses on the transaction, is recorded as a deferred expense and is allocated to income each year by the interest
method. The existing contracts, which relate to computer hardware, are amortized by the straight-line method over five years,
which coincides with the years of useful life of the hardware.

Software licenses
Software licenses are recorded at cost and are amortized by the straight-line method over three years.

Other intangible assets

This caption includes other intangible assets; the main items relate to the costs incurred in acquiring capacity and rights of way in
other operators' cables, These rights are amortized on a straight-line basis over 25 years.

The administrative concessions related to a concession granted by the Peruvian Government to CPT and Entel Peri at the time of
acquisition of these two companies by Telefénica Internacional. It is recorded at the difference between the acquisition cost and
the proportional part of the equity of the companies acquired at that date, adjusted by estimates of certain costs to be incurred
in the merger and restructuring of these two companies' operations. This intangible asset will be amortized over 20 years (the
concession period) and on the basis of the number of lines installed, since this is the variable which determines the obtaining of
revenues allocable to the concession.
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e) Property and equipment

Property and equipment is carried at cost revalued pursuant to the applicable enabling legislation from 1946 to 1996, including
Royal Decree-Law 7/1996 (see Note 7). If the regulations applicable in each country so require, the property and equipment is
valued at cost or appraisal value adjusted by inflation.

Cost includes external costs plus internal costs comprising materials used, direct labor used in installation work and the allocable
portion of the indirect costs required for the related investment. The latter two items are recorded as revenue under the
“Capitalized Expenses of In-House Work on Fixed Assets" caption.

The costs of expansion, modernization or improvements leading to increased productivity, capacity or efficiency or to a lengthening
of the useful lives of the assets are capitalized.

Upkeep and maintenance expenses are expensed currently.

The companies depreciate their property and equipment by the straight-line method at annual rates based on the years of
estimated useful life, calculated in accordance with technical studies conducted by Telefénica and the Group companies, reviewed
periodically based on technological advances and the rate of dismantling, as follows:

Years of Estimated

Useful Life

Buildings 30 - 50
Power equipment 10 - 20
Switching equipment 7-17
Transmission equipment 5-14
Local and domestic long-distance networks 7-25
Subscriber equipment and other installations 4-8

Furniture, office equipment and other 4-15

The increases in value resulting from the revaluations are depreciated over the years of residual useful life of the revalued assets.

f) Long- and short-term financial investments

Equity securities representing holdings in dependent companies not consolidable by the global integration method or in other
companies in which the Group has a holding of 20% or more (3% for listed companies) which do not meet the conditions for
consolidation by the proportional integration method, are carried by the equity method. The recording of these holdings was based
on the provisional financial statements provided by these companies, which, according to the reviews made, will not differ
significantly from their definitive financial statements.

Shareholdings which were not consolidated were recorded in the consolidated balance sheet at the lower of cost or market.

The market value was determined as follows:

I, Listed securities:

The market value was taken to be the lower of average market price in the last quarter or market price at year-end.

2. Unlisted securities:

At cost, net, if appropriate, of the required provisions for depreciation if cost was higher than underlying book value at year-end.
Unrealized losses (cost higher than market or book value at year-end) are recorded in the “Provision for Financial Investments"”
account,

g) Deferred charges
This caption in the accompanying consolidated balance sheets includes the following items:

Debt arrangement expenses

These relate to long-term debt arrangement expenses and paid-in surpluses on debentures and bonds and are amortized by the
interest method on the basis of the principal amounts outstanding.

Interest on promissory notes

This relates to the difference between the par value and the effective issue value of the promissory notes issued at over one year.
This interest is charged to income by the interest method.
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Interest on financial lease contracts

This relates to the interest expenses on financial lease contracts, which are charged to income by the interest method (see Note
4-d).

Supplementary pension payments to retired employees (shortfall)—

These relate to the shortfall in the provisions recorded for the commitments made by Telefénica to retired employees as of June
30, 1992. Since then, the shortfall has been allocated to income over |5 years by the straight-line method, in accordance with the
communication obtained from the Accounting and Audit Institute dated March |, 1993. On November |, 1997, an external fund
had been set up for these commitments (see Notes 4-| and |4).

h) Inventories

Warehouse materials for installation in capital expenditure projects and consumables and replacement parts are valued at the lower
of weighted average cost, monetarily adjusted in the countries whose legislation so requires, or market.

Obsolete, defective or slow-moving inventories have been reduced to realizable value. The provisions for depreciation of
inventories are recorded on the basis of age and turnover.

i) Treasury stock
Treasury stock is valued at the lower of cost, comprising the total amount paid or to be paid for acquisition, or market. Market
value is the lower of average market price in the last quarter of the year or year-end market price.

j) Capital subsidies

Capital subsidies are valued at the amount granted and are allocated to income on a straight-line basis over a maximum period of
ten years, which does not differ materially from the estimated useful life of the subsidized assets.

The main subsidies obtained were granted as follows:

Grantor Reason for Granting
Official agencies, autonomous community governments Extension of supply to rural areas
and regional and local authorities
European Union Promotion and development of telecommunications activities
European Union (FEDER Program) Infrastructures for depressed areas

Most of the aforementioned subsidies were granted to the parent company and all the subsidy grant requirements are being met
in all cases.

k) Foreign currency transactions

Fixed-income securities and receivables and payables denominated in foreign currencies are translated to pesetas at the exchange
rates ruling at the transaction date, and are adjusted at year-end to the exchange rates then prevailing.

Exchange differences arising on adjustment of foreign currency accounts payable and receivable to year-end exchange rates are
classified by currency and due date, and for this purpose currencies which, although different, are officially convertible are grouped
together.

The positive net differences in each group of currencies are recorded under the "Deferred Revenues" caption on the liability side
of the consolidated balance sheet, unless exchange losses in a given group have been charged to income in prior years, in which
case the net positive differences are credited to period income up to the limit of the negative net differences charged to income
in prior years.

The positive differences deferred in prior years are credited to income in the year in which the related accounts receivable and
payable fall due or are repaid early, or as negative exchange differences for the same or a higher amount are recognized in each
homogeneous group.

In accordance with a Ministry of Economy and Finance Order dated March 12, 1993, which adapts the foreign currency transaction
valuation method in the Spanish National Chart of Accounts for certain companies, including Telefénica, exchange losses arising in
the year must be allocated by the interest method over the term of the transaction. Pursuant to this Order, Telefénica applied the
foregoing method to its foreign currency debts.

In view of the foreseeable full deregulation of telecommunications from January |, 1998, in 1995 Telefénica only deferred exchange
losses relating to debts maturing in 1996 and 1997 and wrote off, with a charge to income, those relating to debts maturing
subsequent to 1997.
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In 1996 the Company recorded, with a charge to income, the exchange losses relating to debts maturing in 1996 and new exchange
losses relating to debts maturing subsequent to 1997. The exchange losses relating to debts maturing in 1997 were recorded under
the "Deferred Expenses” caption.

In 1997 the Company recorded with a charge to income all the exchange losses arising in the year and those deferred from prior
years (see Note 9).

Since 1997 exchange gains or losses arising from specific financing of foreign currency investments in investee companies to hedge
the exchange rate risk in these investments have been recorded under the “Translation Differences in Consolidation™ caption in the
consolidated balance sheet.

In order for these transactions to be deemed to be hedging transactions, they must meet certain requirements. Most notably, the
foreign currency in which the financing is denominated must be the same as or match the functional currency of the investment
and of the flows generated by it, and that anticipated flows of dividends and management fees must match the loan repayments.
As mentioned in Note 2-c, had this method been applied in the 1996 financial statements, the effect on income for the year would
have been zero and net worth would have increased by Ptas. 2,277 million.

1) Pension and similar commitments

Through December 31, 1991, Telefénica de Espafia, S.A. personnel benefited from a social welfare system provided by Institucicn
Telefénica de Previsién (ITP). A Ministry of Labor and Social Security Order dated December 30, 1991, provided for the inclusion
of the serving and retired employees of ITP be included in the general social security system. Since January |, 1992, Telefénica and
its employees have been contributing to the general social security system.

The methods used to record and calculate the commitments arising from the aforementioned event are as follows:

I) Cost of including pensioners in the social security system
A resolution issued by the Directorate-General of Planning and Economic Organization of the Social Security System on May
25, 1992, stipulated that the cost of including ITP pensioners in the social security system would amount to Ptas. 130,683
million. TP had,to pay this amount to the social security authorities as follows.
I. An initial payment of Ptas. 75,000 million.
2. The remaining Ptas. 55,683 million will be paid in constant annual installments over a period of ten years, with a two —year

grace period, with interest at 8%.

Since ITP does not have sufficient resources to meet the payments, Telefénica, although secondarily liable, has been
contributing the necessary funds to the social security authorities to make the payments. As of December 31, 1996, the
outstanding debt amounted to Ptas. 38,688 million, for which Telefénica has recorded the related provisions under the
“Provisions for Contingencies and Expenses" caption (see Note 14). On November 21, 1997, LTR was finally liquidated.
Accordingly, a resolution issued by the Ministry of Labor’s Directorate-General of Social Security on November 24, 1997,
stipulated that Telefdnica is directly liable to the social security authorities for the outstanding debt plus the related interest.
Telefénica proceeded to make early repayment of this debt (Ptas. 38,688 million) plus the interest incurred through that date
(Ptas. 2,815 million), and these amounts were recorded under the “Extraordinary Expenses” caption (see Note 20). As a result
of this transaction, Ptas. 7.301 million were recorded under “Deferred Revenues" (see Note 18) due to the accrual for
accounting purposes of the tax credit taken.

2) Cost of including serving employees in the social security system
As a result of the inclusion of serving employees in the social security system, Telefénica must make additional contributions
to the social security system during a period of 25 years, based on the serving employees' effective contribution bases at every
given moment. These contributions consist of the payment of an additional 1% during the first four years and of an additional
2.2% over the remaining 2| years, and the related amounts are recorded under the “Personnel Expenses” caption. Ptas. 5,715
million and Ptas. 5,675 million were recorded in this connection in 1997 and 1996, respectively.
In 1992, Telefénica entered into a collective labor agreement, pursuant to the Workers' Statute, with the workers' representatives
for the creation of a pension plan for serving employees. The agreement also recognized the entitlement of retired employees to
receive pension payments supplementing their social security pensions. The commitments undertaken and the methods for
recording them are as follows:

1) Pension plan for serving employees
Following an offer made on June 30, 1992, and accepted by the workers on September 17, 1992, Telefénica reached a
collective labor agreement, pursuant to the Workers' Statute, with the workers' representatives. The main features of the
pension plan are as follows:
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Creation of a pension plan pursuant to Pension Plans and Funds Law 8/1987 with the following features:
— Employment system pension plan.

— Defined contribution.

— Mandatory contributions by the participating employees.

— Individual and financial capitalization.

Contribution by the promoter of 6.87% of the participating employees' regulatory base salary. For employees who joined
Telefénica after June 30, 1992, the contribution is 4.51% of the regulatory base salary.

The obligatory contribution of the participants will be a minimum of 2.2% of his/her regulatory base salary.

The plan came into effect on July I, 1992. The past service benefits recognized for employees availing themselves of the plan
amounted to Ptas. 228,489 million, which, in accordance with the Rebalancing Plan approved on July |8, 1995, by the
Directorate-General of Insurance and by a Ministry of Economy and Finance Resolution dated April 24, 1996, will be financed
as follows:

I Telefénica will contribute the Ptas. 121,350 million that it had recorded under the “Long-Term Debt - Other Accounts
Payable" caption. This amount will be transferred to the pension plan through the year 2000 at an annual effective
interest rate of 6.7%. Ptas. 48,273 million were recorded under the foregoing caption and pending transfer as of
December 31, 1997.

2. In accordance with the communication obtained from the Accounting and Audit Institute dated March |, 1993, the
resulting shortfall (Ptas. 107,139 million) must be contributed to the pension plan within 28 years in monthly
installments payable in advance at an annual interest rate of 6%. The Company records provisions for the shortfall over
28 years pursuant to a systematic plan, with installments increasing each year by a rate of 1.042 through the year 2002
and based on the Rebalancing Plan thereafter. The provision for 1997 was Ptas. 4,876 million (Ptas. 4,677 million in
1996). The resulting cumulative difference (Ptas. 12,472 million as of December 31, 1997) between the provisions
recorded and the contributions made to the pension plan is recorded in the “Provisions for Contingencies and
Expenses - Provisions for the Rebalancing Plan" account (see Note |4).

In accordance with the conditions for adhesion to the Plan, transfers have been made for a total amount of Ptas. 149,682
million, as follows:

Transfer Plan u isioned Shortfall
nprovision ordiay
Principal Interest Principal Interest Contribution Total
Through 12/31/95 44,446 23,652 7,661 20,276 1,883 97918
Transferred in 1996 13,961 4,486 1,625 5531 578 26,181
Transferred in 1997 14,670 3556 1,525 5438 394 25,583
Total 73,077 31,694 10,811 31,245 2,855 149,682

2)

As of December 31, 1997, the principal not yet transferred to the Fund, which is managed by Fonditel, Entidad Gestora de
Pensiones, S.A., amounted to Ptas. 141,746 million, of which Ptas. 81,001 million related to the unprovisioned shortfall.

67,618 employees had joined the Plan as of December 31, 1997 (67,135 at the same date in 1996). The retirement, disability
and death benefits earned affected a total of 5,583 participants in 1997 (4,615 in 1996).

Supplementary pension payments to retired employees

On July 8, 1992, Telefénica reached an agreement with its employees whereby it recognized supplementary pension payments
for employees who were retired as of June 30, 1992, equal to the difference between the pension payable by the social security
system and that which would be paid to them by ITP. Once the aforementioned supplementary pension payments have been
quantified, they become fixed, lifelong and nonrevaluable. 60% of the payments are transferable to the spouse recognized as
such as of June 30, 1992, and to underage children.

In accordance with an actuarial study conducted by Telefénica, applying GRM-F80 tables and an assumed interest rate of 8%,
as of June 30, 1992, the discounted present value of the commitments amounted to Ptas. 132,025 million, and this amount
was recorded under the “Provisions for Contingencies and Expenses” caption. Through that date, the Company had recorded
provisions totaling Ptas. 14,356 million in this connection. The resulting underprovision (Ptas. | 17,669 million) was recorded
under the "Deferred Charges" caption and has been allocated to income since that date by the straight-line method over 15
years, the estimated remaining life of the retired employees (1992-2007).
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At each year-end the Company updates this actuanal study by adapting the assumed interest rate used to the market rate (see
Note 9). Accordingly, in 1996 the interest rate fell from 8% to 6.5%, which increased the value of the necessary provision by
Ptas. 10,597 million. This provision was recorded with a charge to "Deferred Expenses", and is allocated to income over the
expected average life of the retired employees from January |, 1996, i.e. | 1.5 years.

In 1997 the Company, as a result of application of the new GRM/F-80-2 tables, adjusted the value of the necessary provision
by Ptas. 10,048 million. In addition, the assumed interest rate fell from 6.5% to 6.3%, leading to an increase of Ptas. 1,841 million
in the provision. Both amounts were recorded with a charge to “Deferred Expenses” which, in accordance with the method
described above, will be adjusted over 10.5 years.

The increase in the present discounted value due to the financial provisions to the fund are recorded as an expense under the
"Other Financial Expenses on Debt and Similar Expenses” captoon (see Note 20).

Under Private Insurance Law 30/1995, on November |, 1997, these commitments were externalized to the Group company,
Seguros de Vida y Pensiones Antares, S.A. A first payment of Ptas. 28,846 million, equal to the provisions already recorded,
was made and the remainder will be contributed over a period of seven years. Antares has used these amounts to arrange a
Deposit contract with various finance entities to eliminate the possible risk of future interest rate fluctuations on the
outstanding payments.

3) Group life insurance
Retired employees who did not join the pension plan continue to be entitled to receive survivorship benefits at the age of 65.
The Company has recorded an internal allowance to cover these commitments, based on the actuarial studies conducted
internally, applying the GRM/F-80-2 mortality table and an assumed interest rate of 6%. As of December 31, 1997 and 1996,
this allowance amounted to Ptas. |3,376 million and Ptas. 13,219 million, respectively, and was recorded under the “Provisions
for Contingencies and Expenses"” caption (see Note [4).
An external fund must be created for this commitment pursuant to Private Insurance Law 30/1995, within the time limits
established in Transitory Provision 14 thereof.
In 1997 Telefénica entered into a Loyalty-Building Plan with a considerable proportion of the Group's executives, whereby
Telefénica undertakes to pay them, on February 25, 2000, certain amounts calculated on the basis of the market price of
Telefénica's shares and of a maximum number of shares acquired directly by each executive in the market.
In order to meet the payments which may arise under this plan, the Company has arranged with two finance entities the purchase
of options on Telefénica shares which would fully cover such payments. The cost of these options will be deferred over three years
until the Plan matures. Ptas. 700 million were recorded in this connection in 1997 with a charge to the “Extraordinary Expenses
and Losses" caption.
In addition, in January 1998 the Board of Directors of Telefénica Internacional, S.A. resolved to grant to a significant group of
executives option rights to purchase a total of 77,985 shares of Telefénica Internacional, S.A. (0.65% of its capital stock). This option
may be exercised in a staggered manner over a period of three years, starting in 1998, at the same price at which they were
acquired by Telefénica Internacional, S.A. from Telefénica de Espafia, S.A. This price is the same as that paid by Telefénica de Espafia,
S.A. to SEPPA on November 7, 1997 (see Note 2-d).

m) Provisions for voluntary pre-retirements and early retirements

The deregulation of the telecommunications industry in Spain made it necessary to adapt the labor force to Telefénica’s actual
needs and, accordingly, the voluntary “preretirement” and early retirement plan initiated in 1994 and ratified in the 1997/1998
Collective Labor Agreement was continued.

The 1997/1998 Collective Labor Agreement provides for “preretirement” of employees above 57 years of age and/or subsequent
early retirement of employees above 60 years of age, at the employee’s request and subject to acceptance by the company and to
certain agreed-upon financial conditions.

In addition, only n 1997, employees over the age of 55 may opt for “preretirement” under the same terms. The Collective Labor
Agreement also envisages the possibility of new plans for the future.

Telefénica records with a charge to income, in accordance with a systematic plan, the amounts required to ensure that the provision
for “preretirement” and early retirement is recorded in full at the date on which the employee is terminated, both for employees
whose applications have been approved and those who, according to estimates prepared by Company management, might qualify
through the year 2000, in order to achieve the desired labor force optimization (see Note [4).

n) Technical provisions

This caption relates mainly to mathematical provisions for life nsurance, pension and reinsurance commitments taken on by Seguros
de Vida y Pensiones Antares, S.A. and Casiopea Re. These provisions are credited when the commitments covered are paid. The
provisons recorded in 1997 relate mainly to the externalization of pension supplements for retired employees (see Note 14).
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o) Accounts payable

Accounts payable are recorded at redemption value, except for zero-coupon debenture and bond issuances made through
December 31, 1997, which are recorded in the balance sheet at issue value plus earned interest (see Note |5).

p) Derivatives

Transactions aimed at eliminating or significantly reducing exchange, interest rate or market risks on balance sheet positions or on
other transactions are treated as hedging transactions. Gains or losses arising over the life of these derivatives are taken to the
income statement using the same recognition method as that used for gains or losses on the asset and main transaction hedged by
the derivatives, incorporating them in that outcome (see Note 17).

Transactions carried out to obtain returns rather than to hedge risks are not treated as hedge transactions. In transactions of this
kind, the differences in market price are recorded for accounting purposes when the transactions are canceled or finally settled.
However, if potential losses are anticipated at year-end, the related provision is recorded with a charge to the statement of income.

q) Corporate income tax

The expense for corporate income tax of each year is calculated on the basis of book income before taxes, increased or decreased,
as appropriate, by permanent differences. Tax relief and tax credits, excluding tax withholdings and prepayments, are deducted from
the corporate income tax charge in the year in which they are definitively taken, except in the case of investment tax credits earned
from 1996, which, at the time when they are taken, are deferred over the average life of the assets which gave rise to the tax
credits. The difference between the expense incurred and the tax paid is due to the above-mentioned deferral and to revenue and
expense recognition timing differences giving rise to prepaid and deferred taxes (see Note |8).

r) Recognition of revenues and expenses

Revenues and expenses are recognized on an accrual basis, i.e. when the actual flow of the related goods and services occurs,
regardless of when the resulting monetary or financial flow arises.

The revenues from telephony and other services are recognized on an accrual basis. These services are generally billed every two
months. Uninvoiced revenues from the beginning of the billing cycle to the end of each month are estimated or recorded as soon
as they are known. The differences between the estimated revenues and those subsequently invoiced are not material and are
recorded in the following period. In accordance with the accounting principle of prudence, only realized income is recorded at year-
end, whereas foreseeable contingencies and losses, including possible losses, are recorded as soon as they become known (see
Note 20).



5. GOODWILL IN CONSOLIDATION

The detail of the balance of goodwil in consolidation, the reated accumulated amortization and the variations therein in 1997 is

as follows:

Goodwill in Consolidation

Companies consolidated by the
global integration method:

C.T.C. (Chile)

Instacom

Intercom

Invercom

Multicable T.V. (Chile)

Publigufas (Chile)

Rem Infogréfica

Servicios y Contenidos por la Red

Startel

T. Perd Holding

T.T. Datos

T.LD. (Puerto Rico)

Telefénica Cable

Telefénica Internacional

TMP Worldwide

Companies carried by the equity method:

Antena 3

CRT.

Cointel (Argentina)
G.M.A. Futbol
Invercom

Lola Films
Multicanal

Portugal Telecom
Siris y DBKOM
Sofres, AM.
Unisource, N.V.
Venworld (Venezuela)

Total goodwill

Balance at
12/31/96

5,508
1,334

(111)

1,095
426

126
461
7479

8
16,326

23,836

7423

9,155
1,130
157
7,742
22,330
71,773

88,099

Additions

143
56.8&
25.7;

127
46,865

129,730

18,446
85
44,132
8,957

142

30,657

102,419
232,149

Millions of Pesetas

Translation

Retirements Transfers Differences
— — 253

— == (26)

= 8,822 e
— = 207
— 8,822 434
- 42813 —
— (8.822) 1,399
(9,155) — —
(1,130) == —
(7.742) — —
(18,027) 33,991 1,399
(18,027) 42,813 1,833

Balance at
12/31/97

5,508
1,587
(137)

8,822
1,302
426
143
126

56,801

461
25,794
7.479
127
46,865
8

155,312

18,446
42,898
67,968
8,957
0

142

0
30,657
0

157

0
22,330
191,555

346,867



Millions of Pesetas

Amortization of Goodwill in Consolidation Balance at Translation  Balance at
12/31/96 Additions Retirements Transfers Differences  12/31/97
Companies consolidated by the global
integration method:
C.T.C. (Chile) 3,703 551 — — — 4,254
Instacom 399 141 — — 48 588
Intercom (28) (13) — — 9 (50)
Invercom — 849 — 2,247 30 3,126
Multicable T.V. (Chile) 148 126 — — 33 307
Publigufas (Chile) 171 43 — — . — 214
Rem Infogrdfica — 143 — — —_ 143
Servicios y Contenidos por la Red 126 — — — — 126
Startel — 192 - — 6 198
T. Pend Holding 97 46 —_ — — 143
T.T. Datos — 15,860 — — — 15,860
T.LD. (Puerto Rico) 2992 748 — — -- 3,740
Telefénica Cable — 8 —_ — — 8
Telefénica Internacional — 391 - — — 391
TMP Worldwide 8 — — — — 8
7,616 19,085 — 2,247 108 29,056
Companies carried by the equity method:
Antena 3 — 768 — — — 768
CRT. — 4,285 — — — 4,285
Cointel (Argentina) 7,898 5,804 — — — 13,702
G.MA. Fatbol - 622 — — — 622
Invercom 1,889 — — (2,247) 358 0
Lola Films - 4 — - — 4
Multicanal 704 — (704) — — 0
Portugal Telecom — 511 — —_ — Sl
Siris y DBKOM 1,130 — (1,130) — —_ 0
Sofres, AM. 157 — — — — 157
Unisource, N.V. 7742 — (7,742) — — 0
Venworld (Venezuela) 11,165 2233 — — — 13.398
30,685 14,227 (9.576) (2,247) 358 33.447
Total accumulated amortization 38,301 33,312 (9,576) — 466 62,503
Unamortized goodwill in consolidation 49,798 198,837 (8,451) 42,813 1,367 284,364
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The detail of the balance of goodwill in consolidation, the related accumulated amortization and the variations therein in 1996 is
as follows:

Millions of Pesetas

Balance at Translation  Balance at
12/31/95 Additions Retirements Transfers Differences 12/31/96
Companies consolidated by the global integration method:
C.T.C. (Chile) 5,508 — — — — 5,508
TLD. (Puerto Rico) 7,595 — (116) — — 7479
Publiguias (Chile) 426 — — — — 426
T. Perd Holding 463 — — 2 —_ - 461
Multicable T.V. (Chile) 992 — — 2 101 1,095
Invercom 6,710 —_ — (6,710) — —
Instacom 1,216 — (126) — 244 1,334
Intercom — (e — — — (1)
Servicios y Contenidos por la Red — 126 — — — 126
TMP Worldwide —_ 8 — —_ — 8
22,910 23 (242) (6,710) 345 16,326
Companies carried by the equity method:
Sofres, AM. 157 — — — — 157
Venworld (Venezuela) 19,982 — — 2,348 — 22,330
Tepesa 7 — @) = = =
Cointel (Argentina) 23,835 — — | — 23,836
Multicanal - 9,155 — — — 9,155
Invercom — — — 6,648 775 7423
Unisource, N.V. — 7,742 — — — 7,742
Siris y DBKOM — 1,130 — — — 1,130
43,981 18,027 ©) 8,997 775 71,773
Total goodwill 66,891 18,050 (249) 2,287 1,120 88,099
Companies consolidated by the global integration method:
C.T.C. (Chile) 3,151 551 — | — 3,703
TLD. (Puerto Rico) 2,360 748 (116) — — 2992
Publigufas (Chile) 128 43 — — — 171
T. Pert Holding 52 46 — () — 97
Multicable T.V. (Chile) 35 105 —_ I 7 148
Invercom 1,114 — —_ (1.114) —_ —
Instacom 230 130 (126) — 165 399
Intercom — (8) — - (20) (28)
Servicios y Contenidos por la Red —_ 126 — — — 126
TMP Worldwide — 8 — — — 8
7,070 1,749 (242) (1,113) 152 7616
Companies carried by the equity method:
Sofres, AM. 140 17 — — — 157
Venworld (Venezuela) 6,585 2,233 — 2,347 — 11,165
Tepesa 7 — @) — — —
Cointel (Argentina) 5,402 2,495 — | — 7,898
Multicanal — 704 — — — 704
Invercom = 716 — 1,052 121 1,889
Unisource, N.V. — 7,742 - — — 7,742
Siris y DBKOM — 1,130 — — — 1,130
12,134 15,037 @) 3,400 121 30,685
Total accumulated amortization 19,204 16,786 (249) 2,287 273 38,301
Unamortized goodwill in consolidation 47,687 1,264 —_ —_— 847 49,798
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Balance at 12/31/95
Additions

Retirements

Transfers

Inclusion of companies
Variation in exchange rate
Exclusion of companies
Balance at 12/31/96
Additions

Retirements

Transfers

Inclusion of companies
Variation in exchange rate
Exclusion of companies

Balance at 12/31/97

6.

INTANGIBLE ASSETS

The detail of the balances of the intangible asset accounts and the variations therein in

Research and
Development
Expenses

79,628
21,170

3,170

79

104,047
19,683

(3.241)

93

120,582

Leased
Assets

10,711
4,080

732

[

(99)
15,425
2192

(1798)
517

16,336

Millions of Pesetas

Software
Licenses and
Development

54,178
19,330

(168)
80

52

(6)
73,466
27,997

(553)
201
24

101,352

1997 and 1996 are as follows:

Other
Intangible
Assets

241,023
802
(38)

(2.I55)
295
(57)

239,870

1171
(237)
4663
846
1198
(290)

247,221

Total

385,540
45382
(206)
1,827
427
(162)
432,808
51,043
(790)
(175)
1,087
1,808
(290)

485,491

The main item included under the "Other Intangible Assets" caption was the administrative concession described in Note 4-d, for
a gross amount of Ptas. 227,01 | million, which decreased to Ptas. 204,501 million as a result of amortization.

The variations in the related accumulated amortization were as follows:

Balance at 12/31/95
Additions

Retirements

Transfers

Inclusion of companies
Variation in exchange rate
Exclusion of companies
Balance at 12/31/96
Additions

Retirements

Transfers

Inclusion of companies
Variation in exchange rate
Exclusion of companies
Balance at 12/31/97

1997 intangible assets,
1996 intangible assets,

Research and
Development

Expenses

28,862
11,768

536

6l

41,227
12,772

(1,191)

65

52,873
net 67,709
net 62,820

12

Leased
Assets

1,969
1,784

29)

44

@)
3,766
1,670

(1,634)
91
3,893
12,443
11,659

Millions of Pesetas

Software
Licenses and
Developvent

27,292
5846
(63)
55

65
3)
33,192
11,644
(136)
(17)
66

44,749
56,603
40,274

Other
Intangible
Assets

10,178
6,863
(46)
(112)
(57)
(28)
16,798
9,489
(167)
1,030
423
468
(174)
27.867

219,354
223,072

Total

68,301
26,261
(109)
450
13
(33)
94,983
35,575
(303)
(1.812)
489
624
(174)
129.382

356,109
337,825



7. PROPERTY AND EQUIPMENT
The detail of the balances of property and equipment, the related accumulated depreciation and the variations therein in 1997 is

as follows:

Cost:
Land and structures
Technical installations and machinery
Telephone installations, networks
and equipment
Furniture, tools and other
Total property and equipment
in service
Net variation in construction
in progress
Advances to fixed asset suppliers
Installation materials in warehouses
Total property and equipment

Accumulated depreciation:

Structures

Technical installations and machinery

Telephone installations, networks
and equipment

Furniture, tools and other

Total accumulated depreciation

Property and equipment, net

Balance at
12/31/96

656,279
130,487

5,598,023
237.582

6,622,371

327,861
23,640
50.804

7,024,676

148,177
71,599

2,682,757
148.273
3,050,806

3,973,870

Additions

490
6,506

73,065
14,449

94,510

552,946
(6.766)
(6.734)

633,956

20,043
11,124

518,651
15.654
565,472

68,484

Retirements

(2.556)
(6.347)

(288417)
(4319)

(301,639)

(89)

(19)
(165)
(301,912)

(993)
(5.641)

(252011)
(3.348)
(261,993)

(39,919)

Millions of Pesetas

Inclusion of Exclusion of

Companies

8
408

48,371
1,148

49,935

6,852

56,787

|
160

34951
314
35,426

21,361

Exchange
Companies Differences Transfers

(18) 11583 51,230
(45) 2769 25614
(3277) 148274 459616
(182) 9337 (1.604)
(3.522) 171,963 534856
= 22325 (513430
= 2222 (16789)
(41) 2351 (7.238)
(3.563) 198,861 (2,601)
@ 3482 40
(22) 1,137 6.940
(695) 58,707 (1,.550)
(77 5064 (4,644)
(796) 68,390 786
(2,767) 130,471
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Balance at
12/31/97

717016
- 159,392

6,035,655
256411

7,168,474

396,465
2,288
38977
7,606,204

170,748
85297

3,040810
161,236
3,458,091

(3,387) 4,148,113



The detail of the balances of property and equipment, the related accumulated depreciation and the variations therein in 1996 is
as follows:

Millions of Pesetas

Balance at Inclusion of Exclusion of Exchange Account  Balance at
12/31/95 Additions Retirements Companies Companies Differences Transfers Restatement 12/31/96

Cost:
Land and structures 570,203 643 (4,098) 90 (900) 4,638 33,896 51,807 656,279
Technical installations

and machinery 135,885 3,855 (6,752) — (1,029) o (1,472) - 130,487
Telephone installations, networks .

and equipment 5,285,469 80,178  (430,982) 2,619 — 59,547 429,028 172,164 5,598,023
Furniture, tools and other 231,059 13,702 (6,521) 1117 (5.365) 6,170 (4461) 1,881 237,582

Total property and equipment

in service 6,222,616 98,378  (448,353) 3,826 (7,294) 70,355 456,991 225,852 6,622,371
Net variation in construction

in progress 291,302 564,848 (69) — — 6936  (535,156) — 327,861
Advances to fixed asset suppliers 10,574 5812 (238) — - 47 7445 — 23,640
Installation materials in warehouses 14014 7338 —_ — — (183) 29,635 — 50,804
Total property and equipment 6,538,506 676,376  (448,660) 3,826 (7.294) 77,155 (41,085) 225,852 7,024,676
Accumulated depreciation:
Structures 133,389 14,196 (729) 8 (142) 1,477 (22) 148,177
Technical installations

and machinery 68,861 9,066 (5.950) — (601) — 223 — 71,599
Telephone installations, networks

and equipment 2,605,859 454,045  (381,334) 234 21977 (18,024) — 2,682,757
Furniture, tools and other 132971 23.674 (6.170) 100 (3.727) 2329 (904) — 148.273
Total accumulated depreciation 2,941,080 500,981  (394,183) 342 (4,470) 25,783 (18,727) — 3,050,806

Property and equipment, net 3,597,426 175,395  (54,477) 3,484  (2,824) 51,372 (22,358) 225,852 3,973,870

The installation materials in warehouses are recorded net of provisions, which amounted to Ptas. 4,126 million as of December 31,
1997 (Ptas. 5,936 million in 1996). The provision for inventory depreciation recorded in 1997, based on actual diminution in value,
amounted to Ptas. 888 million (Ptas. 2,496 million in 1996).

The “Inclusion of Companies” account in 1996 includes the variations in property and equipment as a result of the merger of the
Chilean companies VTR and CTC Celular, since this merger resulted in the contribution of assets to the Group. The main variations
in this account in 1997 relate mainly to the inclusion in the Group of Telefénica Transmisién de Datos (TTD), Telefénica VSAT and
Hispaservices.

The “Exclusion of Companies” account in 1996 includes the accumulated balances as of December 31, 1995, of the Sintel Group
companies, Tepesa, Telefénica Transmisién de Datos (TTD), Sociedad General de Cablevisién and Telefénica VSAT, since they were
excluded from the consolidated Group in 1996. In 1997 this account includes the balances relating to Telefénica Romania.

The "Exchange Differences” column includes both the effect of the variation in exchange rates on the beginning balances and the
monetary adjustment applied by certain companies to their balances to adjust for inflation, in accordance with the accounting
practices in their respective countries. The effect of exchange rates on the period variations is included under the appropriate
column for each variation.
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As of December 31, 1997 and 1996, the following items had been fully depreciated:

Millions of Pesetas

1997 1996
Buildings 8,525 7,201
Power equipment 30,176 26,583
Switching equipment 355,287 334,529
Transmission equipment 125,264 157,050
Local and domestic long-distance networks 224613 160,350
Subscriber equipment and other installations 166,953 155,987
Furniture, office equipment and other 107,256 87,454
Total 1,018,074 929,154

Telefénica’s fixed assets used to provide telephone services cannot be mortgaged without government authorization.

Telefénica has taken out insurance policies to cover the possible risks affecting its property and equipment used in operations,
except for the franchise existing in policies in force for local and domestic long-distance networks and subscriber equipment.

On December 31, 1996, Telefénica revalued its property and equipment pursuant to Royal Decree-Law 7/1996 and paid the
related single 3% tax. The Company had previously revalued its accounts pursuant to the enabling legislation specifically applicable
to Telefénica de Espaiia, SA. The 1996 revaluation was performed by applying the maximum coefficients authorized under this
Royal Decree-Law, with the 40% reduction provided for the effect of Company financing and observing the revaluation limit
imposed by the market value of the revalued assets.

The revaluation surplus, net of the single 3% tax, was credited to the “Revaluation Reserves” caption, with a charge to the
appropriate revalued asset accounts, without altering the recorded accumulated depreciation amount.

The net increase in value resulting from this revaluation will be depreciated over the tax periods in the remaining useful lives of the
restated assets. It is estimated that the 1996 revaluation will increase the 1997 depreciation charge by approximately Ptas. 38,608
million.

Millions of Pesetas

1997 1996
Cost 1,512,435 1,133947
Accumulated depreciation (511,793) (374,528)
Total 1,000,642 759,419

15



8. LONG-TERM FINANCIAL INVESTMENTS

A) The detail of the balances of and variations in financial investments in 1997 and 1996, of the related provision for depreciation,
and of the capital payments outstanding is as follows:
I. Variations in financial investments:

Millions of Pesetas

Balance at Transfers  Balance at Transfers  Balance at
12/31/95 Additions Retirements and Consol. 12/31/96  Additions Retirements and Consol.  12/31/97

Holdings in associated companies s
(Exhibit 1) 85,339 35,350 (6,395) 2,023 116317 195,061  (41,600) (68388) 201,390
Other holdings (Exhibit 1) 45,875 85,276 (2,649) 38 128,540 70,433 (4299) (102,032) 92,642
Other loans 20,429 17913  (19,416) 12,448 31,374 53,243 (10.679) 22,896 96,834
Long-term guarantees and deposits 1,262 409 (304) 2 1,369 548 (162) (1 1,754
Tax receivables 50,336 22,147 (2,354) (122) 70,007 41,471  (18,650) (65) 92,763
Total 203,241 161,095 (31,118) 14,389 347,607 360,756 (75,390) (147,590) 485,383
In 1997 the transfers of holdings in associated companies related mainly to the calculation of the goodwill in consolidation of
Antena 3, GMAF and Portugal Telecom (see Note 5), and the collection of the dividend from Cointel. The transfers of other
holdings arose as a result of the assignment of CRT's goodwill (see Note 5) and the transfer of the financial investments of
Seguros de Vida y Pensiones Antares, S.A. to the "Other Loans" caption.
The “Other Loans" caption includes the application of the mathematical provisions of the Group's insurance companies, mainly
in government debentures, government debt securities and long-term deposits, which mature through 2027 and provide average
returns of 8.14%. In addition, the ""Short-Term Financial Investment - Short-Term Investment Securities” caption includes Ptas.
43,432 million recorded with a charge to commitments recorded as “Technical Provisions" (see Note 14).
2. Variations in the provision for depreciation of financial investments:
Millions of Pesetas
Balance at Transfers  Balance at Transfers  Balance at
12/31/95 Additions Retirements and Consol. 12/31/96  Additions Retirements and Consol.  12/31/97
Other holdings 3928 1,702 (901) — 4,729 133 (490) 472 4,844
Total 3,928 1,702 (901) — 4,729 133 (490) 472 4,844

Total financial investments 199,313 159,393 (30,217) 14,389 342,878 360,623 (74,900) (148,062) 480,539

3. Variations in capital payments outstanding:

Millions of Pesetas

Balance at Transfers  Balance at Transfers  Balance at

12/31/95 Additions Retirements and Consol. 12/31/96  Additions Retirements and Consol.  12/31/97

Group companies 10 — (10) - — 918 — (918) —
Associated companies 184 169 (110) — 243 378 (169) — 452
Other companies 2,544 - (36) — 2,508 523 (2.457) | 575
Total 2,738 169 (156) —_ 2,751 1,819 (2,626) 17 1,027

Total financial investments, net 196,575 159,224 (30,061) 14,389 340,127 358,804 (72,274) (147,145) 479,512
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B)

D)

G)

Exhibit | to these notes to financial statements provides detailed information on the Group, associated and investee companies,

the percentages of ownership therein and the consolidation method used.

In 1995, in application of Law 29/199 |, adapting certain tax concepts to EC Directives and regulations, Telefénica carried out

the following transactions as part of the reorganization of its corporate group:

— Contribution of mobile telephony lines of business to the subsidiary Telefénica Servicios Mdviles, S.A.

— By means of a share exchange transaction, Telefénica de Espafia, S.A. contributed to Telefénica Publicidad e Informacién,
SAA. all the capital stock of Estrategias Telefénicas, S.A.

The disclosures referred to in Article 14 of Law 29/1991 are included in the first annual report approved following the

transactions.

In 1996 Telefénica carried out the following transactions in accordance with Title VIIl, Chapter VIII of Corporate Income Tax

Law 43/1995:

1) Nonmonetary contribution of assets to Telefénica Transmisién de Datos, S.AA. pursuant to Article 108 of Corporate

Income Tax Law 43/1995.

2) By means of a share exchange transaction, Telefénica de Espafia, S.A. contributed to Unisource, N.V. 1,208,149 shares of
Telefénica Transmision de Datos, S.A. and 26,200 shares of Telefénica VSAT, S.A., representing 100% of the capital stock
of both companies. In exchange, it received 23,000 new shares of Unisource, N.V. of Fl. 1,000 par value each, representing
25% of its capital stock. The mandatory appraisal was carried out by an independent appraiser.

Sale of shares of Unisource N.V.

Telefénica has left the Unisource consortium and, on December 29, 1997, it sold its 25% holding in Unisource, N.V. to Telia
AB, PTT Telecom BV and Swisscom. In 1997, the Telefénica Group recorded Ptas. 4,696 million of losses attributable to
Unisource, which were recorded under the “Share in Losses of Companies Carried by the Equity Method" caption.

This sale was made for Fl. 465 million (Ptas. 34,921 million at the acquisition date), giving rise to a capital gain of Ptas. 20,556
million.

Prior to the aforementioned transaction, in compliance with the related Company resolutions, Telefénica contributed Fl. 193
million (Ptas. 14,489 million) to Unisource’s capital.

Acquisition of Telefénica Transmisién de Datos, S.A. and Telefénica VSAT, S.A. shares.

Telefénica acquired all the shares of Telefénica Transmisién de Datos, S.A. and Telefénica VSAT, S.A. for a total of Fl. 455 million
(Ptas. 34,170 million) and Fl. 10 million (Ptas. 75| million), respectively.

The purchase of Telefénica Transmisién de Datos, S.A. gave rise to goodwill of Ptas. 25,794 million in the consolidated financial
statements. Ptas. 15,860 million of the foregoing amount was allocated to amortize goodwill in consolidation in the
consolidated financial statements.

The remaining goodwill will be amortized over a maximum of 10 years.

Acquisition of shares of Toeos y Competencias, S.A., Cablevisién, S.A. and Advance Telecomunicaciones, S.A.

In 1997 the Group acquired the following Argentinean companies, all with registered offices in Buenos Aires (Argentina):
Torneos y Competencias, S.A.: an Argentinean company whose main activity is the production of television programs relating
to sports events, chiefly football, operating under various contracts granting it exclusive rights to this operation. In October
1997 T.. acquired a |16.67% holding in this company for Ptas. 10,309 million. In January 1998 it acquired an additional 3.33%.

Cablevisién, S.A.: an Argentinean company which provides cable television services. In October 1997 Tl. acquired a 33.28%
holding in this company for Ptas. 57,139 million.

Advance Telecomunicaciones, SA.. an Argentinean company which provides on-line and data transmission services. In
September 1997 T.. acquired a 50% holding in this company for Ptas. 757 million.

These three companies were included at cost in the consolidated financial statements.
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H) In 1997 the Telefénica Group sold its holdings in various companies with the following results:

Dependent and associated companies:
Sintelar, S.A.

Sintelperd, S.A.

Telefénica Cable Andalucia, S.A.
Telefénica Cable Castilla y Ledn, S.A.
Telefénica Cable Madrid, S.A.
Telefénica Cable Navarra, S.A.
Telefénica de Argentina, S.A.
Telefénica Romanfa, S.A.

Unisource, N.V.

Other

Total

Investees:
I-CO Global Communications (Holdings) Limited

Total

The detail of the holdings disposed of by the Telefénica Group in 1996 and of the gains on the disposals is as follows:

Dependent and associated companies:

Sistemas e Instalaciones de Telecomunicaciones, S.A.

Sociedad General de Cablevisién, S.A.
Tepesa, S.A.

Telecartera, S.A.

VTR

Telefénica Argentina, S.A.

Telecom Vallés, S.A.

S.APPEC.

Amper, SA.

Total

Investees:

Participaciones de CTC

European Silicom Structures, S.A.

Cable del Guadalquivir, SA.

Grupo Gallego de Empresas para el Cable, S.A.
Financial Network Association, S.A.

Total

18

Percentage of Capital
Stock Sold

25.00%
25.00%
27.00%
24.00%
34.00%
31.00%

1.08%
60.00%
25.00%

1.69%

Percentage of Capital
Stock Sold

100.00%

50.00%
55.64%
0.12%
20.00%
0.67%
24.90%
33.00%
0.35%

0.38%
20.00%
10.00%

8.33%

Millions of Pesetas

Gross Book
Value

2,987
2,987

Millions of Pesetas
Gross Book
Value

7,935
1,069
139

I

67 MUSD
2,526

26

13

10

voand |

Gain
(Loss)

(43)

6,494
197
20,556
105
27,303

122
122

Gain
(Loss)

(2347)
(222)
(30)

6,597
3,666

(10)
72
7,726
183
®
)

|

177



[) The Group companies listed on the stock exchange and their market value at year-end and the average market price in the last

quarter are as follows:

Company

Telefénica

Telefénica

Telefénica

Telefénica

Telefénica

Telefénica

Amper

CTC (Chile)

CTC (Chile)

CTC (Chile)

TASA (Argentina)

TASA (Argentina)
Telefénica del Perd (Pert)
Telefénica del Perd (Perd)
Telefénica del Perd (Peni)
CANTYV (Venezuela)
CAN.TV. (Venezuela)
Portugal Telecom
Portugal Telecom
Portugal Telecom

Stock
Currency Exchange
Shares Peseta Madrid
ADS's US. dollar New York
Shares Yen Tokyo
Shares Deutsche mark Frankfurt
ADS's US. dollar SEAQ
Shares French franc Paris
Shares Peseta Madrid
Shares A Chilean peso Santiago
Shares B Chilean peso Santiago
ADS's US. dollar New York
Shares Arg. peso Buenos Aires
ADS's US. dollar New York
Shares B Nuevo sol Lima
Shares C Nuevo sol Lima
ADS's US. dollar New York
Shares Bolivar Caracas
ADS's US. dollar New York
Shares Escudo Lisbon
Shares Escudo SEAQ
ADS's US. dollar New York

The market prices are expressed in the currency in which the shares are traded:

— Telefénica:

— TASA:

— Portugal Telecom:
— Telefénica del Pert:
— CANTV:

— CTC:

| ADS = 3 shares
| ADS = |0 shares
| ADS = | share

| ADS = |0 shares
| ADS = 7 shares
| ADS = 4 shares

Market Price 1997

Year-End

4,350.00
91.06
3,750.00
53.00
88.66
180.00
4,115.00
3,170.00
2,200.00
29.90
375
37.25
6.09
6.05
2331
2,925.00
41.63
8,540.00
8,420.00
47.00

19

Average Last
Quarter

4,261.00
86.58
3,456.00
50.64
86.42
170.20
4,364.00
2,940.00
2,200.00
28.20
330
33.08
591
531
2206
2,968.00
41.66
7.801.47
7,765.47
4353



9. DEFERRED CHARGES
The breakdown of the balance of this caption and the amortization schedule are as follows:

1998
Pension supplements (shortfall)

(Note 4-) 9,349
Debt arrangement expenses 6,506
Interest on long-term promissory

notes 3,741
Exchange losses (Note 4-k) —
Interest on lease transactions 215
Other deferred charges 2,067
Total 21,878

1999

9,349
5,552

2,740

42
1,121

18,804

2000

9.349
4,798

1,550

20
350

16,067

Millions of Pesetas

Maturity
2001

9.349
3337

183

33
12,902

2002

9,349
2,052

33
11,434

Balance at Balance at

Subsequent Years 12/31/97 12/3196
51,416 98,161 95,642
1,409 23,654 15710

— 8214 11,815

— — 6,401

— 277 616

1,193 4,797 110
54,018 135,103 130,294

The variations in the balances of the “Pension Supplements (Shortfall)" caption were as follows:

Balance at 12/31/95

Amortization

Change of assumed interest rate (Note 4-I)

Balance at 12/31/96

Amortization

Updating of new GRM/80-2 tables (Note 4-I)
Change of assumed interest rate (Note 4-)

Balance at 12/31/97

Millions of Pesetas

94,154
(9.109)
10,597
95,642
(9.370)
10,048
1,841

98,161



10. CUSTOMER RECEIVABLES
The detail of the balances of this caption as of December 31, 1997 and 1996, is as follows:

Millions of Pesetas

Balance at Balance at

12/31/97 12/31/96

Services billed:

Customers billed 141,546 133,294
Doubtful customer receivables 61,063 39,394
Other 9518 2978
212,127 175,666

Unbilled services 267,789 230,056
479916 405,722

Allowance for bad debts (61.355) (43,196)
Total 418,561 362,526

The “Unbilled Services" account includes the connection, subscription and metered service charges not yet billed by Telefénica and
the other Group operators. This amount arises because these companies’ subscriber billing schedules do not coincide with year-
end (see Note 4-r).

The balance of the public-sector customer account receivable amounted to Ptas. 37,821 million (at Telefénica de Espana, S.A. it
amounted to Ptas. 34,093 million in 1997 and Ptas. 52,671 million in 1996).

In 1997 provisions amounting to Ptas. 16,448 million (Ptas. 17,804 million in 1996) were released and Ptas. 34,607 million were
added (Ptas. 26,303 million in 1996).

11. STOCKHOLDERS’ EQUITY
The detail of the balances and variations in equity accounts in 1997 and 1996 is as follows:

Millions of Pesetas

Distribution Distribution

Balance at of 1995 Other Balance at of 1996 Other
12/31/95 Income Variations 12/31/96 Income Variations

Capital stock 469,735 — — 469,735 — -
Paid-in surplus 43,067 - — 43,067 - —
Revaluation reserve 649,316 — 219,076 868,392 — —
Legal reserve 75453 10,618 — 86,071 7,876 —
Voluntary reserve 130,149 26816 96 157,061 18718 (369)
Reserve for treasury stock — — — — — 369
Consolidation reserve 51,597 24415 77) 75,935 50,051 591
Retained earnings 147 (35) — 112 25 —
Consolidation translation differences 21,978 - 14,008 35,986 - 25270
Income for the year 133,214 (133,214) 160,282 160,282  (160,282) 190,063
Interim dividend (28,184) 28,184 (32,881) (32,881) 32,881 (37,579)
Total 1,546,472 (43,216) 360,504 1,863,760 (50,731) 178,345

a) Capital stock

As of December 31, 1997, Telefénica’s capital stock consisted of 939,470,820 fully subscribed and paid bearer shares of Ptas. 500
par value each, all recorded by the book-entry system of trading and listed on the four Spanish stock exchanges and on the
Frankfurt, London, Paris, Tokyo and New York stock exchanges. According to the information to which Telefénica has had access,
as of December 31, 1997, significant holdings in its capital stock were owned by Banco Bilbao Vizcaya, SA. (6.92%), Grupo
Corporacién Bancaria de Espaia, S.A. (ARGENTARIA, 5.21%) and Caja de Ahorros y Pensiones de Barcelona (5.01%). The State
Property Agency owned 0.65% of its capital stock, through Sociedad Estatal de Participaciones Patrimoniales (SEPPA) (0.55%) and
Sociedad Estatal de Patrimonio Il, S. A. (0.1%).
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Balance at
12/31/97

469,735
43,067
868,392
93947
175410
369
126,577
137
61,256
190,063
(37.579)

1,991,374



Pursuant to Royal Decree 8/1997, the prior administrative authorization regime applies to Telefénica de Espafia, S.A. and Telefénica
Servicios Mdviles, S.A. Accordingly, certain corporate resolutions and other agreements which may give entitlement to the direct
or indirect acquisition, including through fiduciary or interposed third parties, of shares of Telefénica de Espana, S.A. or Telefénica
Servicios Méviles, S.A. representing at least 10% of capital stock are subject to such authorization. The administrative authorization
regime will be in force for ten years from February 18, 1997.

On April 21, 1995, the Stockholders' Meeting authorized the Board of Directors to increase capital, at one or several times, up to
a maximum of Ptas. 704,603 million within a maximum period of five years and without requiring further notice or resolution.

On March 21, 1997, the Stockholders’ Meeting authorized the derivative acquisition of treasury stock, for a consideration, by the
Board of Directors up to the limits and within the terms and conditions established by the Stockholders' Meeting itself, within a
maximum period of |8 months from that date, up to a maximum of 46,973,54| shares, for a minimum value of Ptas. 500 and a
maximum value of Ptas. 4,000 each.

In 1997 the Company carried out the following treasury stock transactions:

Transaction date Number of shares Price per share Amount
Acquisitions

August 1997 175,000 3977 696

October 1997 335,000 3,469 1,162

November 1997 100,000 3920 392
Total 610,000 3,689 2,250
Disposals

December 1997 510,000 4314 2,200
Total 510,000 4314 2,200
Shares in portfolio 100,000 3,689 369
b) Legal reserve

Under the revised Corporations Law, |0% of income for each year must be transferred to the legal reserve until the balance of
this reserve reaches at least 20% of capital stock. Telefénica covered this percentage with the distribution of 1996 income. The legal
reserve can be used to increase capital provided that the remaining reserve balance does not fall below 10% of the increased capital
stock amount. Otherwise, until the legal reserve exceeds 20% of capital stock, it can only be used to offset losses, provided that
sufficient other reserves are not available for this purpose.

c) Revaluation reserves
The balance of the “Revaluation Reserves™ caption arose as a result of revaluations made from 1946 to 1987, and of the revaluation
pursuant to Royal Decree-Law 7/1996.

As of December 31, 1997 and 1996, the balances of the revaluation reserve amounted to Ptas. 868,392 million in both years, as
follows:

Millions of Pesetas

1997 1996

Revaluations from 1946 to 1987:

Revaluations made 745,203 745,203
Revaluation reserve Royal Decree-Law 7/1996 225,852 225,852
Amounts used:

Capital increases from 1977 to 1986 (74,487) (74,487)
Transfer to provisions in 1982 (18,829) (18,829)
Single tax on revaluation, Royal Decree-Law 7/1996 (6,776) (6.776)
Other variations from 1981 to 1986 (2571) (2,571)
Total 868,392 868,392

The balance of the reserve relating to the revaluations made from 1946 to 1987 was unrestricted as to its use.
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From the date on which the tax authorities have reviewed and approved the balance of the “Revaluation Reserve Royal Decree-
Law 7/1996" account (or the three-year period for review has expired), the aforementioned balance can be used, free of tax, to
offset recorded losses which might arise in the future, and to increase capital stock. From January |, 2007 (ten years from the date
of the balance sheet reflecting the revaluations), the balance of this account can be taken to unrestricted reserves, provided that
the monetary surplus has been realized. The surplus is deemed to be realized in respect of the portion relating to the depreciation
recorded for accounting purposes or when the restated assets have been transferred or retired from the accounting records.

d) Consolidation reserve
The detail of the consolidation reserve and of the variations therein in 1997 and 1996 is as follows::

Millions of Pesetas

Balance at Balance at
1997 12/31/96 Increase Decrease 12/31/97
Companies consolidated by the global
and proportional integration methods 58,342 41,160 (2,155) 97,347
Companies carried by the equity method 17,593 12,180 (543) 29,230
Total 75,935 53,340 (2,698) 126,577

Millions of Pesetas

Balance at Balance at
1996 12/31/95 Increase Decrease 12/31/96
Companies consolidated by the global
and proportional integration methods 27314 33,864 (2.836) 58,342
Companies carried by the equity method 24,283 917 (7,607) 17,593
Total 51,597 34,781 (10,443) 75,935

e) Translation differences in consolidation

The translation differences relate mainly to the effect of exchange rate fluctuations on the net assets of the companies located
abroad (see Note 4-b) and the effect of the adjustment for inflation on the assets contributed by the companies at which this
accounting practice is applied. Positive differences of Ptas. 62,839 million and Ptas. 17,946 million in 1997 and 1996, respectively,
arose at Tl. in this connection. In 1997 this account also includes exchange differences resulting from specific foreign-currency
financing transactions carried out by Tl. relating to investments in investee companies and which hedge the exchange risk on these
investments. Differences amounting to Ptas. 27,798 million arose in this connection as a result of the revaluation of Ptas. 425,903
million of loans assigned to these investments.

f) Equity of the controlling company
The detail of the capital and reserves of the controlling company as of December 31, 1997 and 1996, is as follows:

Millions of Pesetas

1997 1996

Capital stock 469,735 469,735
Paid-in surplus 43,067 43,067
Revaluation reserve 872,856 872,856
Legal reserve 93,947 86,071

Voluntary reserve 203,229 174,698
Reserve for treasury stock 369 —
Retained earnings 137 112
Income for the year 133,774 120414
Interim dividend (37.579) (32.881)
Total 1,779,535 1,734,072
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The differences (amounting to Ptas. 4464 million) between the revaluation reserves in the individual financial statements of
Telefénica and those in the consolidated financial statements arose in consolidation, as a result of the reclassifications to the
voluntary reserves account of the reserves of the companies sold and to the consolidation reserve account of the reserves of
existing companies.

Contribution of the Group companies to the consolidated accounts
The contribution of the Group companies to consolidated equity as of December 31, 1997, was as follows:

Millions of Pesetas
December 31, 1997

Contributions
To Total
To Consolidated To Translation Contribution

Company Income Reserves Differences to Equity
Capital stock of the parent company 469,735
Cabitel 2,891 5051 — 7,942
Fonditel 588 687 — 1,275
G. Casiopea 1,202 1,495 2 2,699
G. Comet ) (882) — (884)
G. Servicio Teledistribucién Hilo 118 248 — 366
G. Telefénica Internacional 27,363 88516 61,255 177,134
G. Telefénica Servicios Méviles 27814 17,855 - 45,669
G. Telefénica Sistemas 515 2,956 (1 3,470
G. Telefénica Publicidad e Informacién 7,136 6,943 —- 14,079
G. Telefénica Medios Comunicacién (926) — — (926)
G. Telefdnica Servicio Multimedia (5.823) (1,122) — (6,945)
G. Telefénica Soluciones Sectoriales (86) — — (86)
Playa de Madrid 18 96 — 114
Taetel 226 1,466 — 1,692
Telefénica Europe B.V. 14 — — 14
Telfisa 94 (42) — 52
Telyco 581 (685) — (104)
Temasa 1,883 4,676 — 6,559
Tidsa 686 2974 - 3,660
Urbana Ibérica | 94 — 95
Telefénica de Espafia and associated companies 121,212 1,213,735 - 1,334,947
Total Telefénica Group 185,505 1,344,061 61,256 1,590,822
Variation in income and reserves due

to fixed asset transactions 4,558 (36,162) — (31,604)
Interim dividend - — — (37,579)
Contributions to equity :

of the Telefénica Group 190,063 1,307,899 61,256 1,991,374
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The contribution of the Group companies to consolidated equity as of December 31, 1996, was as follows:

Millions of Pesetas
December 31, 1996

Contributions
To Total
To Consolidated To Translation Contribution

Company Income Reserves Differences to Equity
Capital stock of the parent company — — —_ 469,735
Cabitel 2,794 2,257 — 5051
Fonditel 390 297 - 687
G. Casiopea 373 1,288 31 1,692
G. Comet (34) (848) — (882)
G. Servicio Teledistribucién (C1)) 309 — 248
G. Sintel (through 04/30/96) 710 (30) — 680
G. Telecartera y Sociedad de Cablevisién (804) (82) — (886)
G. Telefénica Servicios Mdviles 15,135 1,664 — 16,799
G. Telefénica Sistemas 674 2,261 — 2935
G. Telefénica Internacional 22,445 66,067 34,800 123312
Telefénica Publicidad e Informacién 3611 3,041 — 6,652
Playa de Madrid 12 84 — 96
Taetel 325 1,129 — 1,454
Telefénica Multimedia (Group) (210) (131) — (341)
Telfisa 65 (107) — (42)
Telyco 848 (1,533) — (685)
Temasa 1,885 2,791 — 4,676
Tidsa 953 2,021 - 2974
Urbana Ibérica 4 89 - 93
Telefénica de Espaia and associated

companies 111,364 966,953 1,155 1,079,472
Total Telefénica Group 160,479 1,047,520 35,986 1,243,985
Revaluation Royal-Decree Law 7/1996 — 219,076 — 219,076
Variation in income and reserves

due to fixed asset transactions (197) (35,958) — (36,155)
Interim dividend — — — (32,881)
Contributions to equity

of the Telefénica Group 160,282 1,230,638 35,986 1,863,760

The contribution to the income of the Telefénica Internacional Group of the operator companies consolidated by the global
integration method was as follows:

Millions of Pesetas

1997 1996
Companifa de Telecomunicaciones de Chile, S.A. 20,548 17,092
Telefénica Larga Distancia, Inc, (Puerto Rico) 867 (462)
Publigufas, S.A. 1,176 827
Telefénica del Perd, S.A. 17,564 13,820
Telefénica Romania, S.A. 390 460
Total 40,545 31,737

(*) There may be immatenial variations in the contribution to the consolidated income used in consolidation at the definitive year-end close of the
Group companies.
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12. MINORITY INTERESTS

Minority interests

This caption relates to the holdings of minority stockholders in the equity and income/loss for the year of the Group companies
consolidated by the global integration method.

As of December 31, 1997, the balance of this caption comprised the holdings of minority stockholders in the following companies:

Millions of Pesetas

% of Minority Translation Income Balance at
Company Interests Net Worth Differences (Loss) 12/31/97
C.T.C. Chile 56.38 90,532 51,006 27425 168,963
Doubleclick 10.00 15 - ()] 14
Fordttel 19.00 658 - 138 796
Hispaservices 12.00 18 (14) 4
Mensatel 10.00 106 — (70) 36
Publigufas, S.A. 45.07 360 559 856 1,775
Radiored Cataluiia 9.00 16 - ) 14
Telefénica Cable Andalucia 27.00 266 — (2) 264
Telefénica Cable Canarias 49.00 90 - (1 79
Telefénica Cable Castilla y Ledn 39.00 389 — (3) 386
Telefénica Cable Madrid 34.00 26 4) 22
Telefén:ca Cable Navarra 31.00 26 —_ (3) 23
Telefénica del Perd Holding 10.00 27,691 1,726 1,169 30,586
Telefonica del Perd, S.A. 65.00 109,791 42,188 36,244 188,223
Telefénica Larga Distancia, Inc. 21.00 3551 (837) 62 2776
TMP Worldwide Espana 49.00 16 7 23
Other Chilean companies — 108 (972) 1,134 270
Other Peruvian companies 105 (329) — (224)
Other companies — 9 | 57 67
Total 233,773 93,342 66,982 394,097

The income (loss) attributed to minority stockholders is modified by Ptas. 6,930 million, Ptas. 260 million and Ptas. (130) million
relating to the income (loss) arising at Telefénica Internacional, S.A., Telefénica Romania, S.A. and Rem Infogréfica, S.A., respectively,
from the start of the year until the holding of the minority stockholder; or the company itself, disappears.
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As of December 31, 1996, the balance of this caption comprised the holdings of minority stockholders in the following companies:

Company

C.T.C. Chile

Other Chilean companies
Telefénica del Perd, S.A.
Negocios Cibernéticos
Mensatel

Publigufas

Telefénica Internacional
Telefénica Larga Distancia, Inc.
Telecartera

T. Romania

Telefénica del Perd Holding
Other Peruvian companies
REM Infogréfica

TMP Worldwide Espania
Radiored Catalufia
Fonditel

S.G. Cablevisién Madrid
S.G. Cablevisié Barcelona
S.G. Cablevisién Cantabria
S.G. Cablevisién Canarias
S.G. Cablevisién Alicante
S.G. Cablevisién Asturias
S.G. Cablevisién Bizkaia
S.G. Cablevisién Burgos
S.G. Cablevisién Cddiz
S.G. Cablevisién Granada
S.G. Cablevisién Ledn

S.G. Cablevisién Lleida
S.G. Cablevisién Mdlaga
S.G. Cablevisién Murcia
S.G. Cablevisién Navarra
S.G. Cablevisién Rioja

S.G. Cablevisién Sevilla
S.G. Cablevisién Valencia
S.G. Cablevisién Valladolid
S.G. Cablevisié Balears
Gestired

Servicios y Contenidos por la Red

Total

% of Minority
Interests

56.38

65.00
50.00
10.00
45.07
2378
21.00
25.00
40.00
10.00

40.00
49.00

9.00
19.00
12.25
12.25
1225
49.00
12.25
12.25
1225
23.50
12.25
12.25
1225
1225
1225
1225
12.25
1225
1225
12.25
12.25
12.25

Millions of Pesetas

Translation
Net Worth Differences

91,955 12,107
4472 14
105,712 7,949
5 =

102 —_

565 80
48914 10,858
2,424 187
135 —_
572 58
27,824 998

283,764 32,251

Income
(Loss)

21,052
83|
28518
4
609
7,003
(268)
(166)
307
868

(63)
2
)
92
®
(N
3
(15)
)
)
(0
()

@
("
@

2
Q)

@

@n
(39)

58,678
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125,114
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5
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66,775
2343
G
937
29,690

374,693



Variations in minority interests
The variations in minority interests in 1997 were as follows:

Variations
in minority interest

Company

Telefénica Larga Distancia, Inc.

Publigufas, S.A.

Telefénica Romania

Telefénica del Perd Holding

Telefénica del Perd, S.A.

Compaiiia de Telecomunicaciones
de Chile, SA.

Other Peruvian Companies

Other Chilean Companies

Other Companies

Negocios Cibernéticos

Mensatel

T.l. Telefénica Internacional

Telecartera

Rem Infogréfica

TMP Worldwide Espafia

Radiored Cataluna

Fonditel

Hispaservices

Doubleclick

S.G. Cablevisién Madrid

S.G. Cablevisié Barcelona

S.G. Cablevisién Cantabria

S.G. Cablevisién Canarias

S.G. Cablevisién Alicante

S.G. Cablevisién Asturias

S.G. Cablevisién Bizkaia

S.G. Cablevisién Burgos

S.G. Cablevisién Cddiz

S.G. Cablevisién Granada

S.G. Cablevisién Ledn

S.G. Cablevisién Lleida

S.G. Cablevisién Andalucia

S.G. Cablevisién Murcia

S.G. Cablevisién Navarra

S.G. Cablevisién Rioja

S.G. Cablevisién Sevilla

S.G. Cablevisién Valencia

S.G. Cablevisién Valladolid

S.G. Cablevisié Balears

Total

Balance at
31/12/96

2,343
1,254
937
29,690
142,179

125,114
90
5317
5
106
66,775
@3
(43)
16
7
63!

374,693

Capital
Contribution
Inclusin

of Companies for the Year

Income
(Loss)

62
856
260

1,169
36,244

27425

1,134
57
(70)
6930
(130)
7
@)
138
(149

(0
Q)

(1

74,042

Variation in
Translation
Differences

371
276
146
698
23,659

28,770
16

694

|

6430

61,061

Other

Variations

(330)
(6:875)

(80,135)
3|
173

()
()

(1
(13)

®
(23)
(12)
(13)
(13)
(n

(1
(12)
(10)
(1)

(10)
(87,287)

Exclusion Dividends Balance at
of Companies Distributed 31712197

= — 2776

— . 611 1,775
(1276) (67) 0
— (971 30,586
(13.859) 188,223

= (12.346) 168,963
— = (224)
— = 270
== = 67
(©) 0

- 36

| i
[
Joo

| I
'
I
X
WO HLAROOODOOOOO

I
)

|
'
I
w
@©
oo ocoo

(1,281) (27,854) 394,097



Variations in minority interests
The variations in minority interests in 1996 were as follows:

Company

C.T.C Chile

Other Chilean Companies
Telefénica del Perd
Negocios Cibernéticos
Mensatel

Publigufas

T.. Telefénica Internacional
T.LD. Puerto Rico
Telecartera

Telefénica Romania
Telefénica Peri Holding
Other Peruvian Companies
Rem Infogréfica

TMP Worlwide Espafa
Radiored Catalunya
Fonditel

S.G. Cablevisién Madrid
S.G. Cablevisié Barcelona
S.G. Cablevisién Cantabria
S.G. Cablevisién Canarias
S.G. Cablevisién Alicante
S.G. Cablevisién Asturias
S.G. Cablevisién Bizkaia
S.G. Cablevisién Burgos
S.G. Cablevisién Cédiz
S.G. Cablevisién Granada
S.G. Cablevisién Leén
S.G. Cablevisién Lleida
S.G. Cablevisién Mdlaga
S.G. Cablevisién Murcia
S.G. Cablevisién Navarra
S.G. Cablevisién Rioja
S.G. Cablevisién Sevilla
S.G. Cablevisién Valencia
S.G. Cablevisién Valladolid
S.G. Cablevisié Balears
Sintelpert

Sintelar

Cotronic

Incosa

Tepesa

Radiored Zaragoza
Gestired

Servicios y Contenidos por la Red

Total

Balance at
31/12/95

107,229

116,510
102

895
55914
2,421
244
571
28,427

9
500
10

313,753

Inclusion

of Companies of Companies for the Year Differences

4,325

Exclusion

(27)
873

Income (Loss) Translation

21,052 7237
831 14
28518 11,776

4 =
609 176
4,060
(268) 10

307 (38)
868 1,054

3 =
(" =

(o) =

) =
@ -

(Z_I) =
(39) =
58,678 24,289

Other
Variations

3285
147

(3.827)

(20)
(202)
180
(110)
97
(56)

(380)

Distributed

Balance at
31712196

(13689 125114
— 5317
(10798) 142,179
- 5

— 106
(406) 1,254
— 66775
— 2343

Dividends

(25,496) 374,693



13. DEFERRED REVENUES

The detail of the balances of and variations in this caption in the accompanying consolidated balance sheets is as follows:

Capital
Subsidies

Balance at 12/31/95 70,666
Additions 13,485
Transfers .
Allocation to income (10.317)
Balance at 12/31/96 73,834
Additions 9,071
Allocation to income (11.285)
Balance at 31-12-97 71,620

Exchange
Gains

13,780
(8,724)

(2,067)

2,989
271

(2.989)

271

Millions of Pesetas

Nonrefundable
Third-Party
Deferred Taxes Contributions
(Note 18) and Other Total
— 6,812 91,258
14,732 4,352 23,845
2,295 (2.295) 0
— (501) (12,885)
17,027 8,368 102,218
15,433 15,310 40,085
(1,938) (13,620) (29,832)
30,522 10,058 112,471

The “Nonrefundable Third-Party Contributions™ caption includes amounts received by Telefénica for use of the underwater cable
systems in which Telefénica has an interest as owner or co-owner.

Capital subsidies

The detail of the capital subsidies not yet allocated to income is as follows:

Grantor
Official agencies, autonomous community

governments, regional and local governments and other

EU

STAR Programme

ERDF Programme

IRTA Programme

ERDF 94/95 Programme
Other

Millions of Pesetas

12/31/97 12/31/96
29,264 31,452
11,495 14,223

6,032 6,570
1,677 2,000
19,571 16,368
3,58l 3221
71,620 73,834



14. PROVISIONS FOR CONTINGENCIES AND EXPENSES
The detail of the balances of and variations in provisions for contingencies and expenses is as follows:

Millions of Pesetas
Balance at Amount Balance at Amount
12/31/95  Provisions Used Other 12/31/96  Provisions Used Other

Provision for cost of integrating

retired employees in the social

security system (Note 4- ) 44,794 — (6.106) — 38,688 — (38,688) —
Provision for Rebalancing Plan

(Note 4-1) 6,069 4,677 (1,625) — 9.121 4,876 (1,525) —
Provision for supplementary pension

payments (Notes 4-1 and 9) 117913 7,853 (14328) 10597 122,035 7,296 (40,287) 11,889
Group insurance (Note 4-1) 16,549 1,620 (4.950) — 13219 1,368 (1.211) —
Provision “preretirement"” and early

retirement (Note 4-m) 52619 58519 (24.354) — 86,784 90,166 (52,337) —
Technical provisions (Note 4-n) 35223 13,263 (18) (30) 48438 58,967 — —
Claims 1,100 — (160) (563) 377 — (119) (258)
Other provisions 13,729 11,807 (6,790) (793) 17,953 17,110 (7.962) 2,996
Total 287,996 97,739 (58,331) 9,211 336,615 179,783 (142,129) 14,627
Most of the provisions are explained in Note 4- The “Technical Provisions” account includes the provisions recorded by the Group
companies engaging in the insurance business. The balancing items for these provisions are recorded under the “Short-Term
Financial Investments" and “Long-Term Financial Investments” captions.
I5. DEBENTURES, BONDS AND OTHER NEGOTIABLE INSTRUMENTS
The detail of the balances as of December 31, 1997 and 1996, of debentures, bonds and other negotiable instruments is as follows:

CONSOLIDATED
Peseta Debentures Foreign Currency Debentures
and Bonds and Bonds
Convertible Convertible Corporate
Non- and/or Non- and/or Promissory
convertible Exchangeable  convertible Exchangeable Notes

Balance at 12/31/95 628,384 — 50,938 13,553 45,226
New issues — — 50,809 1,087 168,774
Redemptions, conversions and exchanges (61,206) — (18,670) (1,094) (150,955)
Revaluations and other variations (46,700) — 4519 1,124 7623
Transfers — — (278) 278 —
Balance at 12/31/96 613,878 — 87,318 14,948 70,668
New issues — — 107,565 99,402 159,871
Redemptions, conversions and exchanges (52,365) — (19,401) (12,195) (152,963)
Revaluations and other variations 51,083 — 15,595 994 —
Balance at 12/31/97 612,596 — 191,077 103,149 77,576
Maturity:
Long-term 431,474 — 179,998 103,149 302
Short-term 181,122 — 11,079 — 77274
Unmatured accrued interest 11,350 — 3,193 — —
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Balance at
12/31/97

12,472

100,933
13,376

124,613
107,405

30,097
388,896

Total

738,101
220,670
(231.925)
59,966

786,812
366,838
(236924)
67,672
984,398

714923
269,475
14,543



Issue

Debentures:
Yankee Bonds 1996
Series D 1989
July 1989
December 1989 (*)
January 1990
February 1990
Series A
February 1990
Series B
February 1990
Series C
February 1990
Series D
February 1990
Series E
February 1990
Series F
December 1990
Series E 1991
Series F 1991
February 1991
Series A
February 1991
Series B
March 1991
Private issue
April 1991
April 1991 Series A
April 1991 Series B
Series G 1993
Series H 1994
Series | 1994
July 1997
October 1997
December 1997
C September 1998
D September 2001
B November 2000
C November 2002
B October 2000
C October 2004

Total Debentures

Debentures and bonds

The detail of the debentures and bonds outstanding as of December 31, 1997, and of the main features thereof is as follows:

Interest
Currency Rate 1998 1999
US$ 7.63 — —
U.Fomento 5.80 3,652 1,825
Pesetas 12.00 — —
Pesetas 448 800 800
Pesetas 12.00 — —
Pesetas 12.60 — -
Pesetas 12.60 —_ —
Pesetas 12.60 = .
Pesetas 12.89 — —
Pesetas 12.85 — —
Pesetas 12.58 — —
Pesetas 13.58 — -
U.Fomento 6.00 1,522 1,522
U.Fomento 6.00 348 348
Pesetas 14.25 29,485 —
Pesetas 14.47 74,630 —
Pesetas 14.48 10,086 2,521
Pesetas 14.25 20,000 —
Pesetas 13.50 — —
Pesetas 13.67 — —

U.Fomento 4.50 — —
U.Fomento 5.80 — —
U.Fomento 5.50 — —

Us$ 212 — —
Us$ 5.33 — —
US$ 6.38 — -—
Pesetas 10.12 46,121 —
Pesetas 10.25 — —
Pesetas 10.06 — —
Pesetas 10.06 — —
Pesetas 8.00 — —
Pesetas 825 — —

186,644 7,016
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Maturity
2000

1,522
348

20,439

12,372

61,765

1,522
348

62,415

124,261

19.316

122,907

Subsequent

Years

30,340

10,340

27,654

1,367

626

5381

592
48,825
762
4,695

4,729
13,390
8,825

12,416
75829

11,520
257,291

Total

30,340
5,477
10,340
1,600
27911

9,350
1,367
626
16,517
5,381

592
48,825
8,372
6,435

29,485

74,630
12,607

20,000
10,000
47,237

4,729
19,477

9,738
98,420
12,416
75,829
46,121
62,415
20,439
19.316
12,372
11,520

759,884



Total Debentures
Bonds:

April 1991

July 1991

Series G 1996
Series | 1996
Single series 1997
Single series 1997

Total issues

(*) Average interest rate for 1997 on floating-rate issues.

The zero-coupon debentures and bonds are recorded in the consolidated balance sheet at their issue value plus the accrued

Currency

Pesetas
Pesetas
N. Soles
N. Soles
N. Soles
N. Soles

Interest

Rate

14.52
1451
VAC+5.1%
VAC+5.6%
14.50
12.38

interest through December 31, 1997.
The detail of the maturities and redemption values as of December 31, 1997, is as follows:

Debentures:

February 1990 Series D
February 1990 Series E
February 1990 Series F

December 1990

February 1991 Series B

March 1991
March 1991
March 1991
March 1991
March 1991

April 1991 Series B
C September 1998
D September 2001

Bonds:
April 1991
July 1991

1998
186,644

5,557

192,201

Maturity
Date

02-26-2000
02-26-2005
02-26-2010
12-28-2005
02-28-1998
03-01-1998
06-01-1998
09-01-1998
12-01-1998
03-01-1999
04-17-2001
09-19-1998
09-19-2001

04-15-1999
07-15-1999

Maturity

1999 2000
7,016 61,765
115,538 —-
8407 —
4313 —
— 7,502
135,274 69,267

%

Redemption
Rate

336.154
613.338
1069.470
675.000
257.500
257.729
266.659
275.899
285353
295.022
360.000
196.531
265.543

295.740
295.740

2001
124,261

129,882

2002
122,907

122,907

Millions of Pesetas

Current
Value

16517
5381
592
48,825
74,630
2,522
2,522
2,521
2,521
2,521
47,237
46,121
62,415

115,538
8,407

438,270

Redemption

Value

21,447
12,776
2,503
135,000
76,249
2577
2,667
2,759
2,854
2,950
72,000
49,401
89,687

137,519
10,351

620,740

Subsequent
Years
257,291

257,291

As of December 31, 1997, the redemption value amounted to Ptas. 620,740 million and the current value to Ptas. 438,270 million.
In July 1997 convertible debentures were issued amounting to US$ 600 million.
The features of the issue were as follows:
— lIssue of 600,000 debentures of par value US$ 1,000 each.
— Interest rate: 2.125%.

— Possibility of conversion during the life of the issue at the exchange rate of 31.43467 shares per debenture.
— Possibility of early redemption by Telefénica from 07/15/2000.
— Final redemption on 07/15/2002 at |108.02%.
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Total
759,884

115,538
8,407
4313
5621
5,557
7,502

906,822



Corporate promissory notes
There are two corporate promissory note issue programs at Telefénica, as follows:

Millions of Pesetas

Balance Pesetas
Limit Addressed to Par Value Method of Acquisition
75,000 Public 500,000 Monthly competitive auctions
Companies and institutions 100 million Monthly competitive auctions
75,000 Companies and institutions 500 million (minimum) Specific transactions

The average interest rate on the outstanding debentures and bonds was 12.69% for 1997 (12.30% in 1996), and that on the
corporate promissory notes was 6.05% in 1997 (8.26% in 1996).

16. PAYABLE TO CREDIT ENTITIES
The detail of accounts payable to credit entities is as follows:

Millions of Pesetas

Balance at 12/31/97 Balance at 12/31/96
Average Interest Rate Short Long Short Long
1997 1996 Term Term Total Term Term Total
Corporate promissory notes 13,39 13,37 1,314 35,541 36,855 365 36,855 37,220
Loans and credits 6,32 871 54,697 291,477 346,174 59,594 249,906 309,500
Foreign currency loans 540 6,54 266,504 615710 882,214 174,177 556,588 730,765
Total 322,515 942,728 1,265,243 234,136 843,349 1,077,485

As of December 31, 1997, the payables were scheduled to mature as follows:

Millions of Pesetas

1998 1999 2000 2001 2002 Subsequent Years Total
Corporate promissory notes 1,314 21,637 1,618 12,286 — — 36,855
Loans and credits 54,697 49479 21,046 66,837 47,086 107,029 346,174
Foreign currency loans 266,504 136,901 104,011 111,512 48613 214,673 882,214
Total 322,515 208,017 126,675 190,635 95,699 321,702 1,265,243
Loans and credits

The peseta loans and credits include the amount used in pesetas of a multicurrency loan originally granted in ECUs by the European
Investment Bank for Ptas. 12,113 million and other multicurrency loans swapped for peseta loans totaling Ptas. 69,385 million.
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Foreign currency loans
The detail of the foreign-currency loans as of December 31, 1997 and 1996, and of the main features thereof is as follows:

Outstanding Principal

Interest Rate Foreign Currency
Entity Year Currency Maturity 1997 1996 12/31/97 12/31/96 12/31/97
Telefénica—
Ist ICO-EIB 1988 ECU 2003 6.29 6.15 9l 106 15,296
Ist ICO-EIB 1988 FRF 2003 5.94 5.90 390 455 9878
Ist ICO-EIB 1988 CHF 2003 4.56 4.30 64 75 6,688
3rd ICO-EIB (*) 1989 ECU 2004 8.06 7.85 98 240 16,358 .
4th ICO-EIB 1989 DEM 2004 6.73 6.70 144 164 12,191
Sth ICO-EIB 1990 ECU 2005 10.21 10.20 - 127 —
Sth ICO-EIB 1990 CHF 2005 8.11 7.65 — 229 —
Sth ICO-EIB 1990 NLG 2005 9.36 8.80 — 98 —
5th ICO-EIB 1990 JPY 2005 7.68 7.45 7,668 —
7th ICO- EIB (**) 1992 ECU 2007 4.55 5.32 - 150 —
7th ICO- EIB (**) 1992 FRF 2007 498 — 607 - 15,366
8th ICO- EIB 1992 JPY 2002 0.90 0.77 — 19,500 —
9th ICO-EIB 1992 NLG 2002 332 3:37. 74 82 5,556
S.B. GRAL. 1987 JPY 2000 2.76 3.11 - 6,364 —
Credit facility 1997 PTE 5.66 - 10 - 8 —
Telfisa
EIB 1991 ECU 2006 428 6.37 212 237 35,592
EIB 1991 NLG 2006 3.18 420 123 137 9229
EIB 1991 FRF 2006 361 590 370 414 9.376
EIB 1991 usD 2006 5.78 6.29 120 134 18,251
EIB 1995 LIRA 2000 109 — 120,000 120,000 10,358
EIB 1995 JPY 1999 2.10 — 17,000 17,000 19,922
EIB 1995 ECU 2000 4.65 — 65 — 10,887
Telefénica Internacional
ABN Amro Bank 1994 usD 2001 L+0.17 L+0.17 975 690 147,909
Banco Santander 1996 UsD 2005 L+0.12 L+0.07 300 478 45511
Banco Central Hispano 1993 UsD 1998 L+0.15 L+0.15 130 130 19,721
ABN Amro Bank 1995 usD 2000 L+0.85 L+0.85 275 275 41,718
Other CTC loans Various usD Various L+0.17 L+0.50 Various Various 150,706
L+0.85 L+0.85
Telefénica del Peni loans Various uUsD Various L+0.48 L+0.50 Various Various 105,839
L+0.50 L+1.00

Other loans (***) Various usD Various Various Various Various Various 175,705
Telefénica Sistemas
Argentaria-BEX 1997 PCH 1998 11.56 — 430 - 149

882,214

(*) From 08/25/97, ECUs 112.34 million were swapped for Ptas. 18,525 million.
(**) From 12/15/97, ECUS 142.5 million were swapped for FF 606.67 million and Ptas. 8,285 million.

(***) This item relates to several loans in different currencies and, therefore, the year granted, currency, interest rate and year of maturity are not
indicated

Pesetas
12/31/96

17,347
11,379
7,258
39,075
13,872
20,729
22,231

7,356

8,693
24,422

22,109
6,172
7215

49,251
10,312
10,348
17,652
10,303
19,274

90,579
62,859
17,066
36,101
108,254

52,865

38,043

730,765



Described below are the main foreign currency loans:

ICO-EIB

In 1988 Telefénica obtained from the European Investment Bank (EIB) a financing commitment for capital expenditure projects
aimed at improving infrastructures and new technologies. This financing is obtained through Instituto de Crédito Oficial (ICO). At
the same time, a |5-year multicurrency loan was arranged, originally for ECUs 1,200 million (st to Sth ICO-EIB tranches), which
has been drawn down by Telefénica in six different currencies, has a five-year grace period and is repayable in 20 semiannual
installments. The loan bears fixed interest in the first five years and is subsequently renegotiable for five-year periods

In 1992 a new multicurrency loan was arranged for ECUs 150 million, Fl. 82 million and ¥ 19,500 million (7th to 9th ICO-EIB
tranches), for the same purpose and under the same repayment terms as those described above. The loan bears interest at three-
month Libor less 0.75% for the drawdowns in ECUs and Dutch guilders, and at six-month Libor plus 0.175% for the drawdowns
in yen. .

In August 1997 the 5th ICO-EIB loan denominated in ECUs and drawn down in several currencies was repaid early, giving rise to
an extraordinary expense of Ptas. 7,124 million (see Note 20).

EIB (Telfisa)

In 1991 Telefonia y Finanzas, S.A. (Telfisa) obtained a |5-year multicurrency loan from the EIB for ECUs 600 million, drawn down
in four different currencies, with a grace period of five years, repayable in 20 semiannual installments and with floating interest
negotiated on a quarterly basis with the EIB.

Syndicated loan (Telefénica Internacional)

A long-term syndicated loan for US$ 1,100 million was arranged on December 30, 1994. ABN Amro Bank NV and Banco de
Negocios Argentaria acted as lead-managers. The loan is repayable in seven years, with a three-year grace period and final maturity
in 2001. The interest periods may be one, three or six months, at the Company's discretion, and the applicable interest rate is Libor
for the chosen period plus 0.17%.

Credit available

The loans and credits accounts reflect only the amounts drawn against the credit facilities, and there is no penalty or cost for the
portion not drawn down. The undrawn credit facility funds available were as follows:

Millions of Pesetas

Balance at Balance at
12/31/97 12/31/96
Credit available at long term 147,946 253,848
Other credit facilities (floating policies) 50,531 76,000
Credit available at short term 154,220 140,665
Total 352,697 470,513

17. DERIVATIVES

In 1997 the Company continued to use derivatives both to limit interest rate and exchange risks on unhedged positions and to
adapt its debt structure to market conditions.

As of December 31, 1997, the total outstanding volume of hedging transactions was Ptas. 656,215 million (Ptas. 140,240 million in
1996), and the total outstanding volume of forward transactions was Ptas. 137,207 million (zero in 1996).

In terms of volume, the most significant transactions carried out in 1997 by Telefénica de Espaiia, S.A., included most notably the
hedging of a portion of its convertible bond issue. Of the US$ 600 million issued, US$ 400 million were hedged, 50% through a
five-year US$/Ptas. swap transaction in variable pesetas and 50% through a five-year forward transaction which can be canceled on
the basis of the price of Telefénica shares in US$.

In 1997 management of the derivatives portfolio gave rise to income of Ptas. |,674 million (Ptas. 1,041 million in 1996).



The detail, by type of derivative, of the (notional) contractual values of the derivatives held by the Group as of December 31, 1997,

is as follows:

Type of Risk Hedged

Interest rate risk:

Pta. interest rate swaps (1)
Currency interest rate swaps
US$ interest rate swaps
Pta.interest rate collar: (2)
US$ interest rate collar

Exchange risk:
Exchange swaps

Total

Forward (trading)

(1) Includes Ptas. 20,000 million with deferred commencement
(2) Includes Ptas. 30,250 million with deferred commencement

The detail, by maturity, of the hedges is as follows:

Hedged
Instrument

Promissory notes
Loans
Peseta loans (1)
Foreign currency loans
Debentures and bonds
Peseta debentures and bonds
Foreign currency loans

Total
Forward

(1) Includes Ptas. 50,250 million with deferred commencement.

Notional Value

509,698
194,787
12,437
148,817
120,250
33408

146,517
8926
23,074
37,388
15,340
61,789
656,215

137,207
32,580
59,986
11,894
10,728
22019

Amount

4,564
561,263
281,873
279,390

90,388
28,600
61,788

656,215
137,207

Millions

Derivative Currency Value

194,786
15,000
980
120,250
220

8,926
23,074
37.389

607
61,788

32,580
395

71
145

PTAS.
PTAS.
US$
PTAS.
Us$

PTAS.
PTAS.
PTAS.
FF

PTAS.

PTAS.
Us$
Us$
US$
Us$

Millions of Pesetas

Up to
| Year

4,564
36,261
2,094
34,167

40,825
93,620

| to3
Years

350,460
159,826
190,634

350,460
43,587

Underlying Currency Value

15,000
980

220

120,000
17,000
227

93

432

221

34,824
194
181

305
Years

90,388
28,600
61,788

90,388
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PTAS.
US$

Us$

Lire
Yen
ECUs
ECUs
UsS$

US$

UF

Peso

N. Soles
Reales

5 Years

174,542
119,953
54,589

174,542



18. TAX MATTERS

Since 1990 Telefénica has filed consolidated tax returns with certain Group companies. 4| companies formed the tax consolidation
group in 1997, including most notably, in terms of sales, Telefénica de Espana, Telefénica Servicios Mdéviles, Cabinas Telefénicas,

Telefénica Publicidad e Informacién and Telefénica Sistemas.

Prepaid and deferred taxes

The detail as of December 31, 1997 and 1996, of the Telefénica Group's prepaid and deferred taxes, and of the variations therein

in the years then ended, is as follows:

Millions of Pesetas

Prepaid Taxes

Short Long

Term Term
Balance at December 31, 1995 870 50,336
Reversal (209) (2,354)
Arising in the year 4,747 22,147
Exclusion of companies and other 69 (122)
Balance at December 31, 1996 5,477 70,007
Reversal (5.902) (18,650)
Arising in the year 4,982 41,471
Net international variations — —_
Exclusion of companies and other (Note 14) 731 (65)
Balance at December 31, 1997 5,288 92,763

Deferred Taxes

Short
Term

Long
Term

61,095
(11,758)
24,129

(741)
72,725

(5591)
3233
13,790
(14.732)

69,425

Intercompany

Long
Term

9918
(1,252)
2,203

89
11,018
(1,865)

1,484

3382
14,019

The prepaid taxes recorded by the Company relate mainly to early retirements, provisions for supplementary pension payments to
retired employees and exchange differences. The deferred taxes recorded relate mainly to timing differences for accelerated

depreciation.



Accrued taxes payable and tax receivables
The detail of the “Accrued Taxes Payable" and “Tax Receivables" captions as of December 31, 1997 and 1996, is as follows:

Millions of Pesetas

Balance at Balance at
12/31/97 12/31/96

Accrued taxes payable:
Personal income tax withholdings 10,781 10,142
VAT and Canary Islands general indirect tax payable 5,054 2,122
Withholdings from income from movable capital and other 1,586 2,085
Corporate income tax 39,467 36817
Single tax on revaluation Royal Decree-Law 7/1996 — 6776
Local taxes 1,342 6,633
Accrued social security taxes 25,124 24,797
Foreign taxes 8,053 16917
Total 91,407 106,289
Tax receivables:
Corporate income tax prepayments-

Withholdings at source from income from movable capital 2,046 2,547

Prepayments on consolidated income tax returns 48,503 16,514

Prepayments on individual income tax returns 163 71
Taxes, surcharges and other payments recoverable 393 529
Prepaid taxes 5,288 5,477
VAT and Canary Islands general indirect tax receivable 15,482 11,034
VAT deductible 41 9,224
Foreign taxes 15272 10,565
Total 87,188 55,961

Reconciliation of consolidated income per books to consolidated taxable income
The reconciliation of income per books to taxable income for corporate income tax purposes for 1997 and 1996 is as follows:

Millions of Pesetas »
1997 1996

Consolidated income per books 337,641 275,881
Permanent differences (175,869) (102,081)
Timing differences:
Arising in the year 88,790 68,288
Arising in prior years (36,831) 22,364
Taxable income 213,731 264,452

The adjustments for permanent differences relate mainly to the release of provisions due to the dissolution of ITF, income earned
by subsidiaries taxed abroad, income relating to associated companies and amortization of goodwill in consolidation.



The variations in timing differences in 1997 were as follows:

Voluntary early retirement

Provisions for supplementary pension payments to retired employees
Pension fund

Allowance for bad debts

Unrealized gains on transactions involving fixed assets
Loyalty bonuses and other

Fixed asset provisions

Intercompany transactions

Other

Timing differences arising in the year

Reversal of accelerated depreciation taken in prior years
Provision for diminution in value of securities portfolio
in prior years

Exchange differences

Unrealized gains on transactions involving fixed assets
Reversal of allowance for bad debts

Reversal of provision for contingencies and expenses
Intercompany operators

Other

Timing differences arising in prior years

Increase

66,774
2,661
3352

10,424

14,177
1,516

3.341
102,271
15,897

5,329
52
21,278

Millions of Pesetas

Calculation of corporate income tax expense and net corporate income tax payable

The corporate income tax expense and the net corporate income tax payable in 1997 and 1996 were as follows:

Consolidated income

Permanent differences

Adjusted income per books

Gross tax at 35%

Tax credits and relief

Spanish corporate income tax expense
Tax effect of timing differences and other
Corporate income tax payable

Spanish corporate income tax expense
Tax accrual

Accrued foreign taxes

Total corporate income tax

100

Decrease

8216
58,109

Millions of Pesetas

1997

337,641

(175,869)
161,772
56,620
20,066
36,554
2913
39,467
36,554

36,982
73,536

1996

275,881

(102,081)
175,796
60,830
34,759
26,071
10,746
36,817
26,071

(267)
31,117

56,921



Ptas. 35,336 million and Ptas. 55,755 million of tax credits and tax relief were taken in 1997 and 1996, respectively. In view of the
ceilings on investment tax credits, as of December 31, 1997, after deducting the tax credits taken in 1997, the Telefénica tax Group
has Ptas. 44,829 million of tax credits available from prior years, as follows:

Millions of Pesetas
Year 1993 1994 1995 1996 Total
Amount 4,465 6,460 21,061 12,843 44,829

The years open for review by the tax inspection authorities for the main applicable taxes vary from one consolidated company to
another; although they are generally all years since 1993. No additional material liabilities are expected to arise for the Group in
the event of a tax inspection.

Accrual of investment tax credit and permanent differences

The effect on the corporate income tax expense of the accrual of permanent adjustments (permanent differences) and investment
tax credits was as follows:

Accrual of Corporate Income Tax Expense (Note 13)

Tax Credits Permanent Differences

Balance at December 31, 1995 — —

Reversal — =

Arising in the year 17,027 —

Balance at December 31, 1996 17,027 0

Reversal (1.938)

Arising in the year 8,133 7.301

Balance at December 31, 1997 23,222 7,301

19. OTHER NONTRADE PAYABLES
The detail of the balances of this caption in the consolidated balance sheets as of December 31, 1997, and 1996, is as follows:

Millions of Pesetas

Balance at Balance at

12/31/97 12/31/96
Accrued expenses payable 50,833 31,261
Dividends payable 45,531 39,327
Provision for extra-payroll 29,423 23,440
Exchange of telephone service with other operators 15,146 13,168
Guarantees and deposits 10,308 11,291
Provision for third-party liability 11,590 18,245
Other accounts payable (see Note 2-d) 128,634 23,305
Total 291,465 160,037
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20. REVENUES AND EXPENSES

Sales and services
The detail, by business line, of net sales and services is as follows:

Basic telephony
Basic telephone service
Rental of circuits
Ibercom
Digital exchanges, intelligent network, ISDN and other
Terminals
Directories

International communications

Public telephony

Data transmission

Other revenues

Total revenues of Telefénica

Cabitel

Telefénica Internacional Group

Telefénica Servicios Méviles Group
Telefénica Publicidad e Informacién Group
Other subsidiaries

Group revenues before intercompany sales
Intercompany sales

Total revenues from Group operations

Personnel expenses
The detail of personnel expenses is as follows:

Compensation
Provisions to the pension allowance and other commitments to employees
Employee welfare expenses and other

102

Millions of Pesetas

1997

1,007,844
98,133
73516
75925
73,456
12,050

1,340,924

134,659
68,193
54513

6812

1,605,101

43,788
443,131
363,255

47,476
198210

2,700,961

(337.859)

2,363,102

1996

947,748
73317
69,290
49,898
71,696
11,547

1,223,496

136,124
64,655
44,645

4,125
1,473,045
40,482

331,598

259,118
35432

173,706

2,313,381
(307.323)

2,006,058

Millions of Pesetas

1997

424,320
23,155
123,420

570,895

1996

413,668
22,823
118,191

554,682



Average number of employees

Professional Category

General management

University graduates and special technicians
Junior college graduates and technicians
Internal plant supervisors and operators
External plant supervisors and operators
Applications operators and data processing assistants
Clerical staff

Sales staff

Operations personnel

Warehouse, office and garage personnel
Messengers, etc.

Other

Total

Other interest on accounts payable and similar expenses

1997

1,912
5,654
12,695
16,386
17,467

18,779
4,129
8,338
1,602

3258
92,151

The detail of the “Other Interest on Accounts Payable and Similar Expenses * caption is as follows:

Debentures, bonds and other negot'able instruments
Loans and credits

Foreign currency loans

Promissory notes with credit entities

Other

Exchange differences

The detail of exchange losses charged to income 1s as follows:

Write-off of potential losses maturing in 1998 and subsequent years (see Note 4-k)

Repayment of loans

Deferred losses per Ministerial Order dated 3/12/93 (Note 4 k)

Operating transact ons

1996

1,694
5255
12911
7,05
18,552
713
22,294
3,289
5,696
1,640
1,898
1,155

92,148

Millions of Pesetas

997

101,509
25,756
53,249

3,388
6,065

189,967

1996

81,361
33,124
45017

3946
18,197

181,645

Millions of Pesetas

1997

10,000
8,590
2,476

21,066
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1996

7431
6,827
4226
1,968

20,452



Extraordinary revenues
The detail of extraordinary revenues is as follows:

Millions of Pesetas

1997 1996

Prior years' revenues 2935 2,077
Indemnity payments for breach of contract 829 1,063
Consortium for compensation of insurance 281 934
Gain on sale of shares 319 -
Share in EURESCOM X 763 67
Recovery of revenue on intergroup transactions 2,221 —
Collections from third-parties 617 —
Other 4331 5,000

12,296 9,141

Extraordinary expenses

Millions of Pesetas

1997 1996
Supplementary pension payments to retired 9,370 9.109
employees (Note 4-1)
Court-ordered indemnity payments LI —
Provisions recorded:
Cost of inclusion of retired employees in social security system (Note 4-1) 2815 3,676
Voluntary early retirement and “preretirement” indemnities 90,166 58519
Other 7,343 13,707
Compensation for transfers 802 897
Subsidies and voluntary donations 844 882
Early repayment of loans (Note |6) 7,124 —
Airtel Mévil indemnity (Ministerial Order 1252/1997) 2967 —
PRI Program 1,255 4,444
Sundry 11,796 7336
135,593 98,570

Under Royal Decree-Law 1252/1997, Telefénica de Espaiia was obliged to reduce by Ptas. 15,000 million the interconnection
charges to Airtel Mdvil, S.A, thus concluding the dispute between the Spanish Government and the European Commission
regarding the contributions made by Airtel Mévil for the award of the license to provide GSM services. In addition to other
measures adopted by the Spanish government, said decision was completed with the signature by Telefénica and Airtel of a
commercial agreement which is satisfactory to the interests of both companies. Charges are made to expenses for the year as the
interconnection revenues arise. Ptas. 2,967 million were recorded under the “Extraordinary Expenses” caption in 1997 in this
connection.

Losses on fixed assets

This caption includes Ptas. 38,100 million in 1997 and Ptas. 47,918 million in 1996 recorded as a result of the dismantling of
Telefénica's plant for network digitalization.

Management contract with Telefénica de Argentina, S.A.

In November 1990, Telefénica de Espafia, S.A. and Telefénica Argentina entered into a management contract expiring in 2003
regulating the counseling services rendered by Telefénica de Espafia, S.A. and the price thereof. The revenues received in this
connection, net of the payments for third-party counseling, amounted to Ptas. 9,219 million in 1997 and Ptas. 8,296 million in 1996
and were recorded under the "Sundry and Other Current Operating Revenues" and “Other Operating Expenses” captions.
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Other technical services and management transfer contracts

On May 16, 1994, CPT and ENTEL PERU each, on an individual basis, entered into a technical know-how and management transfer
contract with Telefénica Internacional de Espafia, S.A., for a five-year term, automatically renewable for additional five-year terms,
up to a maximum of 20 years, coinciding with the initial term of the assignment contract.

Telefénica Internacional de Espafia, S.A., receives as compensation quarterly fees net of taxes, which in the case of the transfer of
technical know-how is equal to 1% of the revenues for services billed by the companies. The management fee is equal to 9% of
the operating income, excluding depreciation, amortization of intangible assets, provisions for future expenses, financial expenses,
payment of fees, taxes and levies, rights, duties and royalties contained in the service contracts.

Also, pursuant to clause eight of the contract, and due to the merger of CPT with ENTEL PERU, from the last quarter of 1994 the
fee will be determined only for the merged entity on the basis of its statement of income results.

In December 1996 following the privatization of CRT, , the consortium which was awarded a holding in Compaiifa Riograndense
de Telecomunicagoes (CRT) and in which Telefénica Internacional has a 73% holding, signed an agreement whereby it receives 1%
of CRT's net revenues on the basis of compliance with certain network service quality requirements defined in the agreement. The
agreement has a five-year term, renewable for a further five years, and is consequently renewable for consecutive two-year periods.
In 1997, this contract generated Ptas. 1,023 million of revenues allocable to the Group before taxes and withholdings which were
recorded under the “Sundry and Other Current Operating Revenues" caption.

21. DIRECTORS’ REMUNERATION AND OTHER BENEFITS

In 1997 and 1996 the compensation paid to the Board members for salaries, per diems and attendance fees, amounted to Ptas.
783 million and Ptas. 276 million, respectively.

The pension and life insurance commitments to directors with executive functions arise solely from their status as employees and
amounted to Ptas. 2 million for each financial year. There were no other pension commitments to the rest of the Board members.

It should be noted that in 1997 the Company's privatization process concluded, giving rise to a significant change in the composition
of the Board of Directors, with the substitution of the Spanish Government's representatives by prestigious personnel from the
academic and professional fields. Also, in 1997 the modus operandi of the Board of Directors was substantially changed with the
setting-up of specific support committees in the Remuneration and Audit Departments, among others.

22. OTHER INFORMATION
a) Sundry commitments and rights-

Millions of Pesetas

1997 1996
Financial transaction guarantees 173,738 84,434
Guarantees provided for employees 209 219
Other 2,333 —

The “Financial Transaction Guarantees” caption includes mainly the guarantees provided by Telefénica for its subsidiaries and
investees through bank guarantees of their transactions with third parties.

No loss is expected in connection with these commitments.

Pursuant to the purchase agreement entered into between Telefénica and T. Multimedia, S.A., to acquire a 49% holding in GMAF,
the Company granted a put option for the remaining 49% to the seller, for a price resutting from increasing the amount paid for
the portion purchased, by one-year Mibor applied to said amount, through the date on which the option were exercised, and
reduced by such adjustments to the net worth as might be declared appropriate as a result of the review process currently being
concluded. This option was granted for a three-year term as from July 25, 1997, although it may not be exercised until July 24, 1998.

Also, Telefénica has provided guarantees to Banco Santander; S.A. and Banco Central Hispanoamericano, S.A., by means of an
agreement dated August 7, 1997, to ensure the liquidity and value of the investment made by them in Antena 3 de Televisién, S.A.,
including interest at Mibor for the period between the exercise of the option, less the dividends received in said period. This
guarantee is applicable after the second year of investment pursuant to the legislation in force.
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b) Call option on Telefénica Larga Distancia de Puerto Rico

Under the shareholder agreements entered into between the Group and the Telecommunications Authority of Puerto Rico
(TAPR), Telefdnica Internacional has a call option on 19% of the shares of TLD owned by PRTA for a price of US$ 140 per share
plus an amount equal to interest earned up to the date of exercise of the option, calculated at 8% annual compound interest. Also,
it is obliged to purchase, at the request of PRTA, and not before December 22, 1997 unless a situation of insolvency arises, said
number of shares at the above-mentioned price. As of December 31, 1997, this call option had not been exercised.

c) Put option on Telefénica Perd Holding

On November 8, 1994, in compliance with a call option contract, 10% of the capital stock of Telefénica Perti Holding, S.A. held by
the Company at that date was transferred to local Peruvian companies. Simultaneously, Telefénica Internacional arranged a put
option with these buyers, whereby it undertook, within three years from the original sale, to repurchase from the current owners
10% of Telefénica Perti Holding, S.A. if the owners exercise the put option.

The exercise price of this option will be equal to the acquisition price of the shares capitalized at a market interest rate less any
cash flows collected by the purchaser for maintenance of the investment and for participation in the technical know-how and
management transfer contract, capitalized at the same interest rate. This option, whose initial maturity was set for November 1997
was extended through May 1998.

d) Put option on CRT shares-

Telefénica Internacional entered into a put option contract with RBS, a Brazilian partner in the consortium to which the shares of
CRT were awarded. Under this contract, Telefénica Internacional undertakes to buy 10% of the shares of the consortium or of
such investor company as may replace it, owned by RBS. This option will be exercisable on December 27, 2001, depending on
whether or not RBS has fulfilled certain financial obligations. The price will be the initial acquisition price of the shares. If a loss arises
as a result of the difference between the option exercise price and the market price of the shares at the time of sale, RBS must
compensate Telefénica Internacional de Espafia, S.A. by means of shares of the consortium (or of such company as may replace it)
owned by RBS. If, on the contrary, a capital gain should arise, it would correspond to RBS,

RBS also holds a call option on 17% of the shares of the consortium (or of such company as may replace it) owned by Telefénica
Internacional. The exercise of this option, if appropriate, will take place on the 1,097th day from the date of acquisition of the shares
of CRT. Until the date of the possible exercise of the option, the voting rights on these shares are held by RBS. If the option is not
exercised on the date stipulated for exercise, the aforementioned voting rights will automatically be assigned to Telefénica
Internacional. The price of the above-mentioned option will be the initial acquisition price, capitalized at three-year LIBOR plus 40
basis points.

e) Call option on Multicanal

On October 9, 1997, Telefénica Internacional signed a contract with the CLARIN Group whereby call and put options were
reciprocally granted on the shares of Multicanal, owned by the Telefénica Internacional Group. Consequently, the CLARIN Group
holds the call option right on the shares, under this contract from the date on which it was signed until April 9, 1998, for an amount
between US$ 302 million and US$ 320.5 million, depending on the date of execution of the sale of the aforementioned shares,
which is stipulated for between April 9 and May 9, 1998, for US$ 320.5 million.

f) Litigation in progress-

On February 18, 1998, in relation to the appeal filed against the decision of the Ministry of Development authorizing the sale of
Antena 3 Televisién, S.A. to Telefénica de Esparia, S.A., the Spanish Court of Appeals ordered the precautionary stay of the
authorization granted. Management of Telefénica de Espafia, S.A. declares its total disagreement with the grounds of the order and
expects to obtain a resolution favorable to its interests through the appropriate legal action. Until the appeal filed has been not
definitively resolved, the ownership and management of Antena 3 will remain unchanged, given the suspension triggered by the
appeals filed.

In any event, a hypothetical annulment of the above-mentioned share purchase of shares would involve the recovery by Telefénica
de Espaiia, S.A. of the investment made by it.

There is litigation against certain Telefénica Group operators relating to the disconnection of entertainment lines, matters relating
to competition and other issues. This litigation is at the processing or appeal stage. The companies' legal advisers consider that the
outcome of this litigation will not lead to material liabilities.
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23. SUBSEQUENT EVENTS

Sale of ownership interest in Cocelco (see Note 2-d)

On January 27, 1998, the Telefénica Group sold its ownership interest (39.83%) in Compaifa Celular de Colombia, S.A.
(COCELCO) to the majority shareholder of the company (Grupo Sarmiento) for a total of US$ 50.6 million and obtained gains of
approximately Ptas. 1,037 million.

The Telefénica Group's percentage of ownership at the time of its sale was as follows:

Telefénica de Espafia, S.A 14.51%

Telefénica Internacional, S.A 16.32%

Companiia de Telecomunicaciones de Chile, S.A....... 9.00%
Interim dividend

From January 19, Telefénica distributed an interim dividend of Ptas. 40 gross (Ptas. 30 net) per share out of 1997 income, by means
of the presentation of the related ownership certificate issued by “Servicio de Compensacién y Liquidacién de Valores, S.A. (the
Spanish Securities Clearing and Settlement Service).

Issue of debentures

On January 28, 1998, Telefénica formalized the issue of debentures for Ptas. 70,000 million, divided into 7 million debentures of
Ptas. 10,000 par value each. The annual nominal interest rate is 4.8414%, which will accrued from March 3, 1998 (date of issue) to
March 3, 2008 (date of redemption), payable semiannually.

Loan to Telefénica Méviles

The European Investment Bank (BEI), granted Telefénica Mdviles a credit line for Ptas. 65,000 million for 1997/1998 for the
“Telefénica Mobile Telephony" project.

The Company arranged an exchange rate hedging SWAP transaction for the dollar tranche with the Chase Manhattan Bank.

Alliance between Telefénica and Recoletos Pearson Group

On February 9, 1998, the Stockholders' Meetings of Antena 3 TV. and Recoletos, a Spanish subsidiary of the Pearson Group,
resolved to increase their capital to cross-sell shares, thus ratifying the agreement reached by them in September with Telefénica
de Espana, which envisages the acquisition by Telefénica Medios de Comunicacién of a 20% holding in Recoletos and the acquisition
by the latter of a 10% holding in Antena 3.
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24. 1997 AND 1996 STATEMENTS OF CHANGES IN FINANCIAL POSITION

Application of funds
Funds applied in operations

Start-up and debt arrangement expenses

Fixed asset additions-
a) Intangible assets
b) Property and equipment

¢) Long-term financial investments

Revaluation reserve
Dividends
or transfer
of long-term debt
Provisions
Other funds applied
Decrease in working capital due
to disposal of shareholdings
Decrease in working capital due
to acquisition of shareholdings
Variation in working capital due
to translation differences
Total funds applied

Funds obtained in excess
of funds applied
(Increase in working capital)

Total

Millions of Pesetas
1997 1996
9,740 4,58l
51,043 45,382
634,845 678,871
545,438 142,944
— 6,776
116,164 101,593
424,531 316,587
142,129 58,331
2,144 7398
563 11,000
(2379) (924)
1,924,218 1,372,539
1,924,218 1,372,539

VARIATION IN WORKING CAPITAL

Due from stockholders for capital calls

Inventories
Accounts receivable

Accounts payable

Short-term financial investments
Cash

Accrual accounts

Total
Variation in working capital
Total
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Increase

3857
121,456

90,250

215,563
118,496
334,059

1997

Source of funds
Funds from operations
Contributions from shareholders-
a) Capital increases
b) Paid-in surplus
¢) Minority interests
Deferred revenues
Long-term deferred taxes
Long-term debt
Fixed asset disposals-
a) Intangible assets
b) Property and equipment
¢) Long-term financial investments
Provisions and deferred charges
Increase in working capital due to disposal of
shareholdings
Increase in working capital due
to inclusion of subsidiaries

Total funds obtained
Funds applied in excess
of funds obtained
(Decrease in working capital)
Total
Millions of Pesetas
Decrease Increase
— 4,798
— 106,816
308441 —
1,845 714
23,773 8,505
334,059 120,833
— 157,186
334,059 278,019

Millions of Pesetas

1997
1,147,863

723
24,381
3,550
518,725

13,108
87,670

9.702
1,805,722
118,496

1,924,218

1996
948,690

4722
17,837
5,032
188,469

13,076
36,053

1,474
1,215,353
157,186

1,372,539

Decrease
4

245,611
32,404

278,019

278,019



The reconciliation of the balances in the statements of income to the funds obtained from operations is as follows:

Income
Income attributed to minority interests
Income (loss) attributable to associated companies

Add:
Dividends at companies carried by the equity method
Depreciation and amortization
Amortization of debt arrangement expenses
Amortization of goodwill in consolidation
Provision for diminution in value of financial investments
Exchange differences
Undepreciated plant dismantled
Provision for inventory adjustment
Other provisions
Deferred interest
Paid-in surplus and repayment
Amortization of COOB 92 and EXPO 92 expenses
Property and equipment and intangible assets
Financial provision and supplementary pension payments to retired employees
Loss on disposal of consolidated companies

Less:
Gain on disposal of financial investments
Gain on disposal of property and equipment
Capital subsidies
Nonrefundable third-party contributions
Deferred taxes and long-term advances
Gain on disposal of consolidated companies
Other

Funds from operations

Millions of Pesetas

1997

190,063
74,042
(9.958)

254,147

29,465
602,657
3754
33312
213
4,166
38,100
888
179,783
55,656
1,366
3,444
9,370
68

122

14,740
11,285
13,504
1,402
27,371

102
1,147,863

1996

160,282
58,678

7811)
211,149

5,550
526229
3,603
16,786
9l
1416
47918
2,496
97,739
55,987
12
5,707
9.109
2,609

73
10,435
10317

7,935
10,335

(564)
948,690
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The funds used for acquisition or disposal of holdings were as follows:

Effect on Working Capital

Financial investments and change in consolidation method
Due from stockholders for uncalled capital
Start-up expenses

Intangible assets

Property and equipment

Long-term financial investments

Goodwill in consolidation

Deferred charges

Capital increase

Prepaid taxes

Minority interests

Deferred revenues

Income for the year through date of sale
Provisions

Long-term debt

Losses/gains on disposal of holdings
Deferred taxes

Working capital
Price of acquisition or disposal of holdings

12-31-97
Acquisitions
(35,155)

22
598
21,475
103
25,795

25. EXPLANATION ADDED FOR TRANSLATION TO ENGLISH

These consolidated financial statements are presented on the basis of accounting principles generally accepted in Spain. Certain
accounting practices applied by the Group that conform with generally accepted accounting principles in Spain may not conform

with generally accepted accounting principles in other countries.
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Millions of Pesetas

Disposals
50,215

(116
(2.767)
(21,064)

48
58
(27.303)

563
50,215

Acquisitions

(5.155)

(28)

(1,474)
5,155

Disposals

5,852
(198)
@)
(129)
(2.824)
(3.09)
(121
(3,000)
(121)
1,243
4
(903)
1,520
8542
2,843
1,455

11,000
5,852



EXHIBIT |

DETAIL OF GROUP AND ASSOCIATED COMPANIES AND INVESTEES AS OF DECEMBER 31,
Ownership

GROUP COMPANIES AND THEIR HOLDINGS
Cabinas Telefénicas, SA. (CABITEL) () (%) (1)

Installation of public nes

Plaza de Carlos Trias Bertrén, 7 - 28020 Madrid
Casiopea Reaseguradora, SA. (3)

Reinsurance

73, Rue du Fort Neipperg - L-2230 Luxembourg
P éyade Perunsutar Corredura de Seguros del Grupo Telefénica. SA. (3)
Distnbution, promotion or preparmtion of nsuronce Contrcts, opemting os G broker
Avda. Generce Perdn, 38 Master | 17° P- 28020 Madnd
Seguros de Vida y Pensiones Antares, SA. (3)
Ufe insuronce and pensions
Avdo. Generat Perén 38 28020 Madnd
Fondatel Entidad Gestora de Fordos de Pensiones, SA. (3)
Cmmﬁh&paﬂohdeTmbﬁ;SA(CO"EU(*)(“)(!)
Promotion of business initiatives and
Villanuevo, 2 duplicado planta |* Oficina 2. ZBOOIModnd
Satel, SA. (8)
Comandante Zonta, 4 - 28020 Modnd
Cleon, SA (3)

Property development
Villgnueva, 2 duphcado plonta i° Ofiona 23 28001 Madnd
Bacelona Tecnologia, SA.
Venture capitol compony
/60 - 25%,27* Sector A Poligono Industriol Zona Fronca 08040 Barcelona.
Catalana D'Iniciatives, CR., SA.
FonditglEmidadGmndeFondosderiones.SA@)

Pension fund management
Pedro Teixeira n® 8 - 3° P. - 28020 Madrid

"%:deﬂadnd-&k(‘)(“)@)
of goods, operation of sporting and hospitality focilties

Doaorﬂaning.3 1°P - 28036 Modrid
Taetel, SL. (%) (%) (3)

Acquisition, holding and
Beatriz de Bobadilla, 3 - 2
Telecomunicaciones Marinas, SA. (TEMASA) (*) () (2)

Drin% and repair of underwater cables
Silva, - 28013 Modnd

Telefonfa y Finanzas, S.A. (TELFISA) (*) (**) (3
cash and

mm3mm 15 - 28020 Madrid

Telefénica Investigacién y Desarrollo, S.A. (TIDSA) (*) (*) (2)
Telecommunications research activities and projects.

Emilio Vargas, 6 - 28043 Modrid
Telefénica North America, INC (3)

bl

1209 Orange Street, 19.801 Wiimington/New Castle County Delaware (USA)

Telefénica Telecomunicaciones Pablicas, SA. (*) (**)

Public telecommunications
Paseo de Recoletos, 4/ - 28004 Madrid
Teleinformética y Comunicaciones, S.A. (TELYCO)(') (") (2)
distribution of

Promotion, marketing and
Raimundo Ferndndez Villaverde, 28 - PL 2° - 28003Modnd

capital markets
Aert van Nesstraat 45, 4° Rotterdom - 3012 CA - Holanda
Urbana Ibérica, S.A. (3) (*) (**)
Collection of debts

outstanding
General Peron, 38 - Master Il Pta. 15 - 28020 Madrid

of shares and holdings in other companies
Madrid

ial support for Group companies

of the cash generated by the sale of land

Direct  Indirect
100.00%
100.00%

1667% 8333%

2133% 7867%

378%
100.00%

85.00%

50.00%

421%

126%

71.2% 3.78%
100.00%
100.00%
100.00%
100.00%
100.00%
| oo.oo7c
100.00%
100.00%
100.00%
100.00%

(*) Companies filing consolidated corporate income tax returns in |996.
(**) Companies filing consolidated corporate income tax returns in 1997.

Interim  Income
Telefonica Group ~ Capital Reserves ~dividend  (loss)
100.00% %0 5052 2045 289
100.00% 498 134 m
10000% 60 196 167
0000% 1500 288 747
100.00% 149 249 3
85.00% 25 ND ND
SG00% 370 52
421% 28 12 17
81.00% 2612 848 726
100.00% 40 112 15
100.00% 4700 1466 -158 26
100.00% 1376 4676 -1285 1883
100.00% 500 293 94
100.00% 1,000 2974 439 706
100.00% |
100.00% 10
100.00% 460 958 619
100.00% 8 14
100.00% 264 l |
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1997

Book  Consolidation Value n (10)

value
200

498

60

1960

685

2,115

4,700

1,326

2,099

Method
G.L

G.L

G.l.

G.l.

G.l.

G.l.

G. L

G. I

G. I

G.l.

G.l.

G.l

Consolidation



DETAIL OF GROUP AND ASSOCIATED COMPANIES AND INVESTEES AS OF DECEMBER 31, 1997

: Interim  Income  Book  Consolidation Value in (10)
GROUP COMPANIES AND THEIR HOLDINGS Direct Indirect  Telefonica Group  Capital Reserves dividend  (loss) value Method  Consolidation
Telefénica Multimedia, S.A. (*) (*) (2) 100.00% 100.00% 20,000 =334 4093 20000 G.L

mim‘on and of multimedia service activities and businesses

Calvo, 18 - 28.010 Madrid
Telefénica Servicios Audiovisuales, SA. (*) (**) () 10000% 10000% 1,000 393 523 1393 Gl

Audiovisuol telecommunicatons services of ofl kinds
Virgito, 2 - Edifiio 2 - CGudod de la kmagen (Pozuelo de Alarcdn) - 28223 Maded

Telefénica Cable, SA (2) 10000% 106.00% 3,000 -265 3000 GL
Cable telecommunications+D 149 systems services .
Virgivo, 2 - Edificio 2 - Cudod de la kmogen (Pozuelo de Alarcén) - 28223 Maddid

Telefénica Cable Madnid, SA 66.00% 6600% 100 -3 -12 50 Gl
Cable television systems and volue-odded services
Virgibo, 2 - Edificio 2 - Ciudod de lo Imagen (Pozuedo de Alarcdn) - 28223 Modnd

Telefonica Cable Catalunya, SA. 100.00% 100.00% 100 =20 100 Gl
Coble television systems and volue-odded services
Avda. karia, 136 - 08005 Borcelona

Telefonica Cable Cantabria, SA 100.00% 100.00% 100 =25 -1 ) Gl
Lo Milogrosa, 2 - 39001 Santander

Sociedad General de Cablevisién Alicante, SA. 10000% 100.00% 100 -7 -9 93 GL
Cable television systems and value-added services
Avda. Pérez Goldos, 5-7 - 03004 Afcante

Telefénica Cable Asturias, SA. 100.00% 100,00% 100 2 2 101 Gl
Cable television systems and volue-added services
Grol. Eloza, 17 - 33001 Oviedo

Telefonica Cable Euskadi, SA. 100.00% 100.00% 100 -2 -12 78 Gl
Cable television systems and volue-added services
Gregonio de la Revilg, 27 - 48010 Bibao

Sociedad General de Cablevision Cédz. SA 100.00% 100.00% 100 -9 -10 93 Gl
Cable television systems and value-added services
Santa Mario Soledod, 6 - 11006 Codz

Sociedad General de Cablevision Granada, SA. 100.00% 100,00% 100 | 3 101 (Y
Avenida del Sur, | - 18014 Granada
Sociedad General de Cablevisin Ledn, SA 100.00% 100.00% 100 | 2 101 G.L

Cable tedevision systems ond volue-added services
Podre Isla, 16 - 24002 Leén

Sociedad General de Cablevision Lleida, SA. 10000% 100.00% 100 -17 -1 83 Gl
Cable television systems and volue-added services
Clot de les Monges, 6-8 - 25007 Ueida

Sociedad General de Cablevision Mdlaga, SA 100.00% 100.00% 100 2 3 101 Gl
Cable televison systems and volue-added services
Hilera, 2 - 29007 Mélaga

Telefénica Cable Murcia, SA 100.00% 100.00% 100 -1 -10 89 Gl
Cable television systems ond value-odded services
San Antdn, 4 - 30009 Muda

Telefdnica Cable Navarra, SA. 69.00% 69.00% 100 -16 -10 S8 Gl
Monasterio de lo Olva, 9 - Pamplona

Telefdnica Cable La Rioja, SA 100.00% 100.00% 100 -1 -8 101 Gl
San Milan, 3 - 26004 Logrofio

Telefénica Cable Andalucia, SA 73.00% 7300% 1,000 -14 -10 720 G.lL
Cable telension systems and volue-odded services
Grahan Bel. 5 - 41.010 Sevila

Telefénica Cable Valencia, SA. 100.00% 100.00% 100 -8 -9 92 Gl
San Vicente, 148 - 46007 Valencia

Socedad General de Cablevisién Vakadolid, SA 100.00% 100.00% 100 -8 101 GL
Cable television systems and value-added services
Dugque de fa Victoria, 10 - 47001 Valladokd

Telefénica Cable Balears, SA 100.00% 100.00% 100 -14 -1 85 Gl
Cabie television systems and volue-odded services
Fedenco Gorcia Lorca, 2 - 07014 Paima de Maliorca

(*) Companies filing consolidated corporate income tax returns in 1996.
(**) Companies filing consolidated corporate income tax returns in 1997.
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DETAIL OF GROUP AND ASSOCIATED COMPANIES AND INVESTEES AS OF DECEMBER 31, 1997

il Interim  Income  Book Consolidation Value in (10)
GROUP COMPANIES AND THEIR HOLDINGS Direct  Indirect  Telefonica Group  Capital Reserves dividend  (loss) value Method  Consolidation
Telefdnica Cable Castilla y Ledn, SA. 61.00% 6100% 1,000 4 -7 612 Gl
Cable tefevision systems and volue-odded services
Avda. Reyes Catéficos, 38 - 09005 Burgos
Sociedad General de Cablevision Canarias, SA 51.00% 51.00% 25 -2 -3 9 Gl

Cable television systems and volue-odded services
Akalde Mandiio Tejera, 8 - 38007 Sonta Cruz de Tenerife
Servicios y Contenidos por la Red, SA. (SCR) (**) (2) 100.00% 100.00% 20 133 -187 210 Gl
Provision of services in the leisure and entertoinment areas
Julidn Comanilo, 6, 2° P. - 28037 Modnd.
Ifgenia Phus, S.L 10.00% 1000% 16 4 | I

Servicios de Teledistrbucion, SA. (ST. HILO) (*) (**) (2) 100.00% 10000% 210 407 17 297 (A
Supply of services i the teledistibution industry
Luchana, 23 - 28010 Madnd
Producciones Multitemdticas, SA. (**) 100.00% 10000% 2,000 -267 2,000 Gl
Production, distribution, sole ond purchase and opertion of television and movie productions
Virgiko, 2 - Edificio 2 - Giudad de la Imagen (Pozuelo de Alarcén) - 28223 Madrd.
Rem Infogrifica, SA. (2) 100.00% 100.00% 10 -362 Gl

Production of 3D objects, promotion and marketing of computer products and services
Plaza de Santa Bérbar, 10 - I* Dcho. - 28004 Modnd
Lola Films, SA. 33.33% 3333% 1,050 190 136 600 E 459
Doctor Gimeno, 12 - Barcelona
Antena 3 de televisién, SA 25.00% 2500% 25,000 2563 126 26,004 E 6922
Management of public and satelite TV service
Avdo. Isla Grociosa, s.n. - San Sebastidn de los Reyes - 28700 Madnd
DTS Distnbuidora de television digital, SA. 35.00% 3500% 15,000 10,000 -13743 8750 E 3940
Digital TV vio sotellite services
Rafoel Calvo, 18, Pra. 3* - 28010 Madnd
Audiovisual Realtime BIT, SA. (ARTBIT) 25.00% 2500% 100 -9 -89 25 E -4

Poligono Industriol de Inca. Solar en interseccign de los vites C y D Molorca 07300 inca
Telefonica Publicidad e Informacién, SA. (*) (*) (2) 100.00% 100.00% 502 6247 450 6844 9% G.L
Publishing of directories and ﬁwd of media
Avda. de Manoteros, 12 - 28050

Estrategias Telefdnicas, SA. (ESTRATEL) (*) (“) @ 100.00% 100.00% 20 707 -634 1339 411 G.l.

Services, promotion, marketing ond market surveys relating to direct marketing
Orense, 4 - 1* Izq. - 28002 Madnd

Tempotel, Empresa de Trabajo Temporal, SA. (*) (**) 2) 100.00% 100.00% 10 -2 -5 10 Gl
Temporary employment agency
Hernars, 64 - 28020 Modrid
Doubleclick Iberoaménica, SL. (**) 90.00% 9000% 149 -5 134 Gl
in Interet
Avda. de Manoteras, 12 - 28050 MADRID
TMPWorkMdeEspah.sAO) 51.00% 51.00% 45 -14 13 b Gl
g of major in yellow poges
Pmapedewvgauuz 4P - 28002 Modnd
Ventunni Espaiia, SA. (2) 25.00% 25.00% 500 n 15 125 E 147
intng and grophic arts
Industnio, |7 Tres Cantos - Modnd
Euredit. SA 5.00% 500% 3 mfF ND ND 13 L 13

Pubishig

Avda. Friedond, 9 - 75008 Ports (Froncia)
TLTdMaImumciomlde&pahSA.(l)(?) 100.00% 100.00% 119,009 208225 5140 227713 G.l.
Investment in the telecommunications industry abroad
Jorge Manrique, 12 - 28006 Madrid

Advance Telecomunicaciones, SA. (ARGENTINA) 50.00% 5000% ND ND ND 757 L 57
Dato service+D214

Telefénica Panamericana - MCI (HOLANDA) 50.00% 5000% ND ND ND 802 L 802
Holding

Cablevision, SA. (ARGENTINA) 33.28% 3328% ND ND ND 57,139 L S7.139
Cable tefevision

(*) Companies filing consolidated corporate income tax returns in 1996.
(**) Companies filing consolidated corporate income tax returns in 1997.
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DETAIL OF GROUP AND ASSOCIATED COMPANIES AND INVESTEES AS OF DECEMBER 31, 1997

oy Interin  Income  Book  Consolidation Value in (10)
GROUP COMPANIES AND THEIR HOLDINGS Direct Indirect  Telefonica Group ~ Capital Reserves dividend  (loss) value Method  Consolidation
Torneos y Competencias, SA. (ARGENTINA) 2667% 2667% ND ND ND 10309 L 10309
Footboll content and+D31 | nghts
Telefonica International, SA. (LUXEMBURGO) (1) 100.00% 100.00% n -34 -8 961 G.L
Holding company
Telefénica Finance Limited (ISLA DE MAN) (1) 10000% 100.00% | 8483 -2028 I Gl
Finance
Telefénica Bolivia Holding (BOLVIA) 100.00% 100.00% ND ND ND L
Telefénica del Pents Holding (PERU) (1) 90.00% 9000% 303735  -8035 7763 249,701 Gl
Holding company
Telefonica del Perd, SA. (PERU) (1) 3500% 31.50% 168910 62889 57607 303735 Gl
Operator of locol, long-distance and intemational telephone services in Peru
Avda. Arequipo, 1155 Santa Beotriz - Lima
Telefonica International Holding, B.V. (HOLANDA) (1) 100.00% 100.00% 95906 29746 21,488 69410 Gl
Holding company
Telefénica Chile Holding, B.V. (HOLANDA) (1) 100.00% 100.00% 4909 7923 -2 31192 Gl
Holding comparny
Telefénica Internacional de Chile, SA. (CHILE) (4) 100.00% 100.00% 11272 141057 25814 12,880 Gl
Holding company
Compaiia de Telecomunicaciones de Chile, SA. (C.T.C), (CHILE) (4) 4362% 43.62% 160575 126219 55,354 42963 Gl
Telecommunications operator in Chie
Avenida Providencia, | | piso 29 Sontiogo de Chile
Other holdings NA NA NA NA NA NA E 1899
Impresora y Comercial Publiguias, SA. (CHILE) (4) 5493% 5493% 7] 1397 2142 958 GL
Publshing and sale of advertising. White and yellow pages
Avda. de Sonta Mania, 792 Santiogo de Chile
Telefénica Venezuela Holding, BV. (HOLANDA) (1) 100.00% 100.00% 3 -65% 3209 11924 Gl
Holding compony
Venworld Telecom, CA. (VENEZUELA) (1) 1600% 1600% ND ND ND 45758 E
Holdng company
Cla. Anénima N. de Teléfonos de Venezuela, CA(CANTV) (VENEZUELA) (1) 40.00% 640% 1,091 554713 77118 ND ES 34732
Operodora de Telecomunicaciones
Avenida Libertodor, Centro Nocional de Telecomunicaciones, Piso | - 1226 Carocos
Compafiia de Inver. en Telecomunicaciones, SA (COINTEL) (ARGENTINA) (11) 50.00% 50.00% 80499 110607 20688 141536 E 88340
Holding company
Tucumdn, | P-18 Buenos Aires
Telefénica de Argentina, SA. (ARGENTINA) (11) 51.00% 2550% 357640 134275 69436 287569 E
Telecommunications operotor in southem Argenting
Presidente Perdn, 949 - piso 7 - 1038 Buenos Aires
TYSSA, Telecomunicaciones y Sistemas, SA. (ARGENTINA) 40.40% 4040% ND ND ND 116 L 116
T ations systems consultiog
Presidente Perdn, 949 P-14 - 1038 Buenos Aires
Telefnica Larga Distancia de Puerto Rico, INC. (PUERTO RICO) (1) 79.00% 79.00% 16910  -1.281 6 17,167 Gl
Telecommunications operator
Calle |, Edificio n* 8. Metro Office Pork. Sector de Buchanan. Guaynabo - Puerto Rico
Contactel (PORTUGAL) 15.00% 15.00% ND ND ND 302 L 302
i 385 "
Rua Luaano Cordeiro, 116 - 1050 Lisboa
Telecomunicaciones Ultramarinas de Puerto Rico (PUERTO RICO) 1490% 1490% ND ND ND 3280 L 3280
Telecommunications operator
Infonet Services Corporation (USA) (5) 1874% 1874% ND ND ND 5320 L 5320
Telecommunicotions operator
2100 East. Crond Avenve. EI Segundo, Colifornia 90245 - 1022 USA
Geostar Corporation, INC (USA) ND ND ND ND ND 646 L 646
Telefénica Do Brasil Holding, SA. (BRASIL) 7682% 7682% ND ND ND | L 1
Hlding company
Companhia Riograndense de Tek cacoes (BRASIL) (2) 1033% 1033% 96104 122099 15070 71469 E 32089
Telecommunications operator
Avdo. Borges de Medeiros n* 512, 15 andorPorto Alegre - Rio Grande do Sul 90020-022 Brosi
Other holdings NA NA NA NA NA NA I 7459
Telefénica Sistemas de Portugal (PORTUGAL) 25.00%
Tehr, SA. (FEDERACION RUSA) 5.00% 11.60% ND ND ND 53 L 53
Manufocture of te .

(*) Companies filing consolidated corporate income tax returns in 1996.
(**) Companies filing consolidated corporate income tax returns in 1997.
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DETAIL OF GROUP AND ASSOCIATED COMPANIES AND INVESTEES AS OF DECEMBER 31, 1997

Qi inerim  Income  Book  Consolidation Value in (10)
GROUP COMPANIES AND THEIR HOLDINGS Diect  Indrect  TelonicaGroup Capitd Reserves dhidend (o)  vave  Method  Comsoliation

T, el Sstemas, SA () (9.0) 100.00% 100.00% 1403 2805 @ 2% Gl

Telecommunications systems, and infrastructure engineering
Sor Angela de lo Cruz, 3 - PL. 9* - 28020 Modrid

Telefénica Sistemas de Informacidn Geogréfica, SA. (TSIG) (*) (**) () 100.00% 100.00% 25 8l 40 % 30 Gl
Computer advisory services and digital cartogrophy
Rosario Pino, 5 - 10° P - 28046 Madnd

Telefdnica Gestion de Sistemas, SA. (TGS) (*) (**) (2) 100.00% 100.00% 50 93 -38 50 Gl

Systems outsourcing
Sor Angela de lo Ciz, 3 - 28020 Madnd
Teuamstmmas Ingenmhde Pmduuns.SA (TSIP) (*) (**) @) 100.00% 100.00% 150 139 =25 262 150 GL
network

Tarrelqmn 2° P - 28043 Modid
Telefénica Sistemas Ings de Productos, Seguridad, SA. (TSIP-S) (*) (**) ) 100.00% 100.00% 40 21 54 53 Gl
Condesa de Venadito, | - 9* P. - 28027 Madnd
Gestién y Operacién de Redes, SA. (GESTIRED) (**) (2) 100.00% 100.00% 70 -43 35 Gl
Management and marketing of networks
Sor Angela de ko Cruz, 3 - 28020 Modnd
TS. Telefdnica Sistemas de Portugal, SA. (PORTUGAL) (2) 7499% 9999% 51 -34 -16 57 Gl
P iy : S

systems equip gineenng

Proga de Albalade, 6 - 2° A-1 - 1700 Lisboa

Bitel Baleares Innovacién Telemitica, SA. (6) 44.00% 4400% 316 -9 -3 139 E 103
Provision of systems engineering services in the information technologies

and communications fields

Paseo Maritima, 38 A - 07005 Palma de Mallorca

Servicio Educacién a Distancia (SED.) 40.00% 40.00% 10 4 E 4
Advisory services and implementation of Virtual compuses+D391 for education purposes
Avda. Tibidabo, 39

Telefénica Tmpr.rllsién de Datos, SA. 100.00% 100.00% 6533 s 1518 U170 G.L

Data transmission
Beatriz de Bobadillo, 18 - 28040 Madrid
Telefénica VSAT, SA 100.00% 100.00% 262 233 3 5l GL
Sotelite telecommunications services
&npa.4 Edifido Bruselas. Parque empresanial de Lo Moraleja - 28109 Alcobendas
Telefénica Servicios A dos de Inf iéa, SA (TSA)) () (**) () 100.00% 100.00% 310 340 3 m G.L
Vweod&dmwmmmmmmkmmmmm
Julién Camarilo, 6 - 26037 Madrid
Hspmvnm SA Q) 88.00% 88.00% 350 -198 -115 67 Gl
Dato processing via communication 6nd computer networks
Edifido Trioda, Avdo. de Burgos, |7 Torre A, 10°P.- 2M36Mﬁ
Telefonica Servicios Méviles, SA. (*) (%) (1) 100.00% 100.00% 68100 27845 U849 TBAK G.L
automatic

Management and marketing mobile

Hazadehlndepwdwdu.édmﬁ 28001 MADRID

Radiored |, SA. (*) (**) (1) 10000% 100.00% 1500 155 -428 2750 Gl
Group company management support. Trunking (Parent Company)
Manuel Tovar, 43 - 2° - 28034 Modrid

Radiored Madrid, SA. (*) (**) (1) 100.00% 100.00% 150 48 -3 260 Gl

Jnunking
Manuel Tovar, 43 - 28034 Modnd
WMSA(') *9) () 100.00% 100.00% 150 49 =35 240 Gl

Tr
Manuel Tovar, 43 - 28034 Madnid
wmnu (*) (*) (1) 100.00% 100.00% 140 =35 -39 05 GL

T
Manuel Towar, 43 - 26034 Modid
Radiored Malaga - Costa del Sol, SA (%) (**) (1) 100.00% 10000% 145 3l -3% 215 GL

Tunking

Manwel Torer, 43 - 28034 Madrid

Radiored Sevill - Cédiz, SA. (*) (**) (1) 100.00% 10000% 0 -8 -4 %5 Gl
Tnnking

Manvel Towor, 43 - 28034 Modid

(*) Companies filing consolidated corporate income tax returns in 1996.
(**) Companies filing consolidated corporate income tax returns in 1997.
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DETAIL OF GROUP AND ASSOCIATED COMPANIES AND INVESTEES AS OF DECEMBER 31, 1997

' Interim  Income  Book  Consolidation Value in (10)
GROUP COMPANIES AND THEIR HOLDINGS Direct  Indirect  TelefonicaGroup  Capital Reserves dividend  (loss) value Method  Consolidation
Radiored Santiago - La Corufia, SA. (*) (**) (1) 10000% 10000% 130 -9 -30 20 Gl
Trunking
Manuel Tovor, 43 - 28034 Madnd
Radiored Zaragoza, SA. (*) (**) (1) 10000% 10000% 185 -58 66 287 Gl
Trunking
Manuel Tovor, 43 - 28034 Modid
Radiored Canarias, SA. (*) (**) (1) 10000% 10000% 200 25 200 Gl
Trunking
Manuel Tovar, 43 - 28034 Modrd .
Radiored Extremadura, SA. (%) (**) (1) 100.00% 100.00% 10 -l 10 Gl
Trunking
Manuel Tovor, 43 - 28034 Moddd
Radiored Baleares, SA. (*) (**) (1) 10000% 10000% 200 -l 200 Gl
Trunking
Manuel Tovar, 43 - 28034 Madid
Radiored Catalunya, SA. (*) (**) (1) 91.00% 91.00% 200 -20 -18 m Gl
Tk
Manuel Tovor, 43 - 28034 Modrid
Compaiia Gestora del Servicio Mensatel SA. (1) 89.99% 8999% 667 98 -698 2 Gl
Manag and marketing of the Mensate! radiopoging service
Manuel Tovor, 35 - 3* - 28034 Modid
Tdmdmd:fmm%u 100.00% 100.00% 26,300 -1303 26300 G.L
Hakiz shares of companies in industry
Gran Via, 28 - 28013 Madrid
Gestora de Medios Audiovisuales de Fiitbol, SL 49.00% 49.00% 20,000 -1 18798 E 9.256
Football rights
Consel de Cent, 425 - Barcelona
Audiovisual Sport, SL 4000% 19.60% 8250 ND ND E NA
Holder of footbol rights
0'Donned, 12 - Madid
Agencia EFE, SA 0.06% 006% 4161 -1275 3178 2 L 2
Obtoi distribution of news throughout the word
Espronceda, 32 - 28003 Modid
Tmm:mum 100.00% 100.00% 1600 -55 1,600 G.L
Rosario Pino, 5 - 28020 Madrid
Portel Servicios Telemiticos, SA. (1) 49.00% 49.00% 500 -4l -16 24 E 217
engineering and telecommunications in port areas
Avda. de Portenda, 10 Campo de kas Nociones - 28042 Madsd.
Madrid 112, SA (6) 49.00% 49.00% 1,000 -157 471 E 413

Emergency services and citizen advice in the Autonomous Community of Madridd
Carretera de La Consla, Km. 22 - Las Rozas - Moddd
Tecnologia e Ingenieria de Sist. y Servicios Avanzados de Telec, SA. (TISSAT) (7) 3077% 30.77% 130 23 pel E 3

Buddnet (2) 3350% 3350% 150 -9 1 E 18
On-line and sundry information services for the construction industry vio own
Edifico Tiada, Avda. de Burgos, 17 Torre A, 10° - 28036 Modrid

Caser MVS 49.00% 49.00% 580 284 E 284
Virtual insurance moarket reseorch
Plaza de lo Lealtod, 4 - 28014 Maddid

Incatel 40.00% 40.00% 50 20 E 20
Provision of multimedia services
Cebridn, 3 - 35003 Las Polmas de Gron Canaria

QsL 3333% 3B% 60 -2 20 E 1
Teleossistance
Pabelidn n* || Isko de ko Cortuja - Sevilla

Casertel 15.00% 15.00% 500 75 L 75
Virtual insurance )
Plaza de la Lealtod, 4 - 28014 Madnd

Agencia de Certificacién Electrénica, SA 40.00% 40.00% 250 =31 97 E 88
Development of *Electronic notary" business+D458 through SET technology

Sor Angela de lo Cruz, 3 - 28020 Madnd

® ies filing consolidated corporate income tax returns in 1996,
(**) Companies fiing d corporate income tax returns in 1997,
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DETAIL OF GROUP AND ASSOCIATED COMPANIES AND INVESTEES AS OF DECEMBER 31, 1997

DEPENDENT COMPANIES
Telefonica Fiat Factoring Establecimiento Financiero de Crédito, SA.

Factoring
Pedro Teixeira, 8 - 28020 Modrid
Utilitel Comunicaciones, S.A.
Value-added services and teleassistance
Serrano, 41 - 28001 Madrid
Torre de Coligerola, S.A.
Operation of a telecommunications tower and technical assistance and
advisory services.
Ctra. Vallvidrero-Tibidabo, sin® - 08017 Barcelona
Indra SSI, SA.

Software )
Veldzquez, 132 - 28006 Madrid
Sistemas Técnicos de Loterfas del Estado, SA.
Operation of a gaming terminal system for Organismo Nacional de Loterias y
Apuestas del Estado
Manuel Tovar, 9 - 28034 Madrid
t, SA.
jon of a satellite
Gobelas, 41-45 - 28023 Madrid
SofmAud;«mdeMedm.SA

Market sui oudience measurement
Plaza Carlos mswmj 28020 Madrid

Amper, SA. (9)
manufocture and repair of telecommunications systems
and equipment
Torrelaguno, 75 - 28027 Madrid
Portugal Telecom, S.A. (PORTUGAL)
Telecommunications operator
Fontes Pereira de Melo, 40 - 1089 Lisboa

system

INVESTEES

PromoctbdeCimtVelh SA
irban improvements in the Giutat Vella of Barcelona
Rombdu 77 - 08002 Barcelona
Caulana Dlmcnuves.C& SA

Promotion of nonfinance entities
Passeig de Gracia, 2 - 2'B - 08007 Barcelona.
1-CO Global Communications (HOLDINGS) Limited
Other holdings

TOTAL VALUE OF CONSOLIDATED DEPENDENT COMPANIES (Note 8)
TOTAL VALUE OF CONSOLIDATED INVESTEES (Note 8)

(1) Companies audited by Arthur Andersen.
(2) Companies audited by Price Waterhouse

(3) Companies audited by K.PM.G. Peat Marwick.
(4) Companies audited by Langton Clarke.

(5) Company audited by Deloitte & Touche.

(6) Company audited by Ernst & Young,

50.00%

42.00%

3656%

3175%

2.74%

2500%

15.00%

350%

3.57%

235%

0.49%
N/A

Ownership
Indirect

Ownership

1.26%

N/A

(7) Company audited by Coopers & Lybrand.
(8) Companies in liquidation.
(9) Consolidated figures.
(10) This figure refers to the contribution to the
Telefénica Group and not to the sub-groups to
which the contributing companies belong.. Investees

Interim

Income

Telefonica Group  Capital Reserves  dvidend  (loss)

S0.00%

50.00%

42.00%

36.56%

31.75%

2L.74%

25.00%

15.00%

3.50%

Telefonica Group
3.57%

361%

0.49%
N/A

(11) Company audited by Pistrelli, Diaz & Asociados.

1560

400

2000

2302

2,000

15312

210

4,186

150000
MESC

Capital Reserves dividend

5,000

N/D
N/A

-160

2576

354

-5933

507

5958

140378
MESC

874

N/A

261

-39

36

1,158

736

2240

303

5510

52193

Income

(loss)

426

ND
N/A

Book  Consolidation Value n (10)

value

795

193

845

2121

635

5339

435

2620

41212

Book
value

100

240

1,002
4935

Method  Consolidation
E 831
(= 180
E 857
E 2207
E 1994
E 2642
3 255
3 2348
3 11,105

Consolidation Value in (10)
Method  Consolidation
I 100

L 240

L 1,002
L 4935

201,390
92,642

1.G. Companies consolidated by the global integration method..
P1.. Companies consolidated by the proportional integration method.
E. Companies carried by the equity method.
N/A Not applicable.
N/D Information not available.
Figures in foreign currencies: M=Millions, t=Thousands.

Provisional figures for dependent companies and investees.
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EXHIBIT Il
The changes in the consolidated Group in 1997 and 1996 were as follows:

1997

In April 1997 the Telefénica Group acquired a 25% stake in Telefénica Cable, S.A., bringing its holding to 100%.

Telefénica incorporated Telefénica Medios de Comunicacién, S.A. and Telefénica Soluciones Sectoriales, S.A., and acquired all

their capital stock. Both companies are consolidated by the global integration method.

In November Telefénica acquired from SEPPA 23.78% of its shares in Telefénica Internacional de Espafia, S.A. In December

1.25% of capital stock was sold to Tl. itself for treasury stock. The company continues to be consolidated by the global

integration method.

In January Telefénica participated in the incorporation of DTS Distribuidora de Televisién Digital, S.A., subscribing 35% of its

capital stock. In May, the aforementioned company was sold to Telefénica Muttimedia, S.A. In November DTS increased its

capital and Telefénica Multimedia subscribed its corresponding share of capital stock. The company is carried by the equity
method.

In October, Telefénica acquired 3.5% of the capital stock of Portugal Telecom, S.A. The company is carried by the equity

method.

Telefénica left the Unisource consortium and on December 29, 1997, sold its 25% holding in Unisource N.V. to Telia AB, PTT

y Telecom BV and Swisscom. In 1997 the Telefénica Group recorded Ptas. 4,696 million of losses of attributable to Unisource,

which were recorded under the «Share in Losses of Companies Carried by the Equity Method» caption.

This purchase and sale transaction was carried out for a total of Fl 465 million (Ptas. 34,921 million at the date of acquisition),

giving rise to capital gains of Ptas. 20,556 million.

Previously, pursuant to the related company resolutions, Telefénica made a capital contribution of FI 193 million to Unisource.

Telefénica acquired all the shares of Telefénica Transmisién de Datos, S.A. and Telefénica VSAT, S.A. for Fl 455 million and FI 10

million, respectively.

The purchase of Telefénica Transmisién de Datos, S.A. gave rise to goodwill of Ptas. 25,794 million in consolidated accounts,

Ptas. 15,860 million having been used in consolidated accounts to amortize goodwill in consolidation.

The remaining goodwill will be amortized over |0 years.

In 1997 the Group acquired the following Argentinean companies, all with registered offices in Buenos Aires (Argentina):
Torneos y Competencias, S.A.: an Argentinean company whose main activity is the production of television programs
relating to sports events, chiefly football, operating under various contracts granting it exclusive rights to this operation. In
October 1997 Tl. acquired a 16.67% holding in this company for Ptas. 10,309 million. In January 1998 it acquired an
additional 3.33%.

Cablevisién, S.A: an Argentinean company which provides cable television services. In October 1997 Tl. acquired a 33.28%
holding in this company for Ptas. 57,139 million.

Advance Telecomunicaciones, S.A.: an Argentinean company which provides on-line services and data transmission services.
In September 1997 Tl. acquired a 50% holding in this company for Ptas. 757 million.

These three companies were included at cost in the consolidated financial statements.

In March Telefénica Sistemas participated in the incorporation of Utilitel Comunicaciones, S.A. and acquired 50% of its capital

stock. In November Telefénica purchased all the shares in the company owned by Telefénica Sistemas. Utilitel is carried by the

equity method. .

Pabellén de Operadores Europeos de Telecomunicaciones, S.A., which is carried in the Telefénica Group's financial statements

by the equity method, was dissolved and liquidated in December.

In August Telefénica Multimedia, S.A. acquired 25% of the capital stock of Antena 3 de Televisién, S.A. The company is carried

by the equity method.

In July Telefénica Multimedia, S.A. acquired 49% of the capital stock of Gestora de Medios Audiovisuales de Fitbol, S.L. In

December this holding was sold to Telefénica Medios de Comunicacién, SA. The company is carried by the equity method.

Telefénica Multimedia, S.A. incorporated the wholly-owned company Producciones Multitemdticas, S.A., which is consolidated

by the global integration method.

In August Producciones Multitemdticas, S.A. acquired 20% of the capital stock of Lola Films, S.A. In December Lola Films, S.A.

increased capital up to the current amount of Ptas. 1,050 million and Producciones Multiteméticas increased its holding in the

company to 33.3%. The company is carried by the equity method.

Telefénica Cable, S.A. sold to nongroup entities 34% of its holding in Telefénica Cable Madrid, S.A., its 31% holding in Telefénica

Cable Navarra, SA., 27% of the capital stock of Telefénica Cable Andalucfa, S.A., and 24% of the capital stock of Telefénica
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Cable Castilla y Leén, S.A. The latter company increased capital by Ptas. 900 million in November. All the aforementioned
companies continue to be consolidated by the global integration method.
In November Telefénica Publicidad e Informacién, S.A. participated in the incorporation of Doubleclick Iberoamérica, S.L., in
which it has a 90% holding. The company is consolidated by the global integration method.
In July Rem Infogrdfica, S.A, which was 60% owned by TPl in 1996, carried out an «accordion» transaction (reduction and
subsequent increase of capital stock) as a result of which capital stock decreased from Ptas, 50 million to Ptas. 10 million, with
a paid-in surplus of Ptas. 280 million. TPl. acquired the remaining 40% of capital stock from minority shareholders.
The Telefénica Intemacional de Espafia group sold its holding in Sintelar and Sintel-Peru, both of which provide installation
services, mainly in the telecommunications industry. The companies, each of which is 25% owned by Telefénica Internacional,
operate in Argentina and Peru, respectively. The sale gave rise to capital losses of Ptas. 42 million and Ptas. 25 million,
respectively. Net losses on these sales were recorded under the «Losses on Sales of Holdings in Consolidated Companies»
caption in the statement of income.
Telefénica sold to Rom Telecom, S.A. its 60% holding in Telefénica Romania, S.A., which provides cellular mobile telephony
services in Romania, for US$ 13.5 million. The Telefénica Group relieved from its accounts all the assets and liabilities
contributed to this company to consolidation, giving rise to capital gains of Ptas. 197 million on this transaction, which was
recorded under the «Gains on Sales of Holdings in Consolidated Companies» caption in the statement of income.
From January |, 1997, CRT, a company which was acquired in December 1996, became a member of the consolidated Group,
having been carried at cost at 1996 year-end.The Group's ownership interest in the aforementioned company amounts to 10.3%
of its total common and preferred shares of capital stock, through the various holdings owned by Group companies in the
consortium which was awarded 35% of the company's common voting stock
In 1997 Compaiifa Celular de Colombia, S.A. and Multicanal, S.A. were excluded from consolidation. As a result of negotiations
in 1997 for the sale of the holdings in these two companies, Compaiifa Celular de Colombia, S.A. was sold in January 1998;
Multicanal, S.A. will be sold by May 1998 (the exercise date of put & call option contracts entered into in October 1997).
In addition, the Group increased its holding in Cointel from 33.16% to 50%, involving a disbursement of US$ 554.25 million.
The Group also increased to 100% its holding in STARTEL, a CTC group company, for US$ 425 million. Telefénica Internacional
de Espaiia, S.A. sold its direct holding in TASA (1.0816%), obtaining capital gains of Ptas. 6,494 million.
In January Telefénica Sistemas, S.A. acquired an additional 49% of the capital stock of Hispaservices, SA., bringing its holding to 88%.
The company, which was carried by the equity method in 1996, was consolidated by the global integration method in 1997.
Telefénica Sistemas was also involved in the following transactions:
In January the company Buildnet, S.A. was incorporated with capital stock of Ptas. 150 million. Telefénica Sistemas
participated in the incorporation of this company and acquired 33.5% of its capital stock. The company is carried by the
equity method.
In April the company Agencia de Certificacién Electrénica, S.A. was incorporated with capital stock of Ptas. 250 million.
Telefénica Sistemas acquired a 40% holding in this company. The company is carried by the equity method.
In January the company Servicio Educacién a Distancia (S.ED.) was incorporated with capital stock of Ptas. 10 million.
Telefénica Sistemas acquired a 40% holding in this company. The company is carried by the equity method.
Negocios Cibernéticos, S.A. , a subsidiary 50% owned by Telefénica Sistemas, was dissolved and liquidated in 1997.
Telefénica Soluciones Sectoriales, S.A. participated in the incorporation of the following companies:
Caser MVS, with capital stock of Ptas. 580 million, is 49% owned by TS. Sectoriales.
Incatel, with capital stock of Ptas. 5O million, is 40% owned by TS. Sectoriales.
QSL, with capital stock of Ptas. 60 million, is 33.33% owned by TS. Sectoriales.
These three companies are carried by the equity method.

1996

Telefénica acquired 25% of Unisource N.V. by exchanging all the shares of Telefénica Transmisién de Datos, S.A. and Telefénica
VS.AT, SA. Unisource N.V. is carried by the equity method (see Notes 8D.| and 8D.2).

On December 17, 1996, the consortium led by Telefénica Internacional de Espafia, S.A. («Telefénica Internacional») submitted
the successful bid in an international call for tender for the acquisition of 35% of the voting stock of Compagnia Riograndense
de Telecomunicagoes (CRT), equivalent to 13.45% of the latter's stock with dividend rights, for 681 million reales. The portion
of the holding acquired and attributable to the Telefénica Group represents 7.87% of the company's total capital stock. The
companies participating in the consortium with Telefénica Internacional are RB.S. Participagoes, SA, Compaifa de
Telecomunicaciones de Chile, S.A. Telefénica de Argentina, S.A. and Citicorp.

The acquisition of the aforementioned shares was formally executed on December 30, 1996. The holding in this company was
recorded at cost as of December 31, 1996, but it will be carried by the equity method in 1997.
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Telefénica sold its entire holding in Sistemas e Instalaciones de Telecomunicacién, S.A. (SINTEL) and, accordingly, Sintelperd, S.A.
and Sintelar, S.A. (each 25% owned by Telefénica Internacional and 38% and 50% owned, respectively, by Sintel, S.A.), are now
carried by the equity method (see Note 8D.3).
Telefdnica continued to incorporate companies to operate the cable television system and to provide added value services at
local level. The companies incorporated in 1996 were as follows:

Sociedad General de Cablevisién Sevilla, S.A.

Sociedad General de Cablevisié Balears, S.A.

Sociedad General de Cablevisién C4diz, S.A.

Sociedad General de Cablevisién Navarra, S.A.

Sociedad General de Cablevisién Murcia, S.A.

Sociedad General de Cablevisién Lleida, S.A.

Sociedad General de Cablevisién Bizkaia, S.A.

Sociedad General de Cablevisién Rioja, S.A.

Sociedad General de Cablevisién Asturias, S.A.

Sociedad General de Cablevisién Burgos, S.A.

Sociedad General de Cablevision Ledn, S.A.

Sociedad General de Cablevisién Valladolid, S.A.

Sociedad General de Cablevisién Valencia, S.A.

Sociedad General de Cablevisién Alicante, S.A.

Sociedad General de Cablevisién Malaga, S.A.

Sociedad General de Cablevisién Granada, S.A.

all of which were consolidated by the global integration method.

Telefénica Internacional acquired 25% of the Argentinean companies Multicanal, S.A. and PEM, S.A., both of which are carried
by the equity method.
TS. Telefénica Sistemas, S.A. participated in the incorporation of Negocios Cibernéticos, S.A. by acquiring 50% of the capital
stock of the new company, which was consolidated by the global integration method.
it also participated in the incorporation of Madrid | 12, in which it has a 49% ownership interest. This company is consolidated
by the equity method.
Telefénica Sistemas, S.A. acquired 50% of Gestidn y Operacién de Redes, S.A. (GESTIRED) from its subsidiary Telefénica

Gestidn de Sistemas, SA. (T.GS.). It subsequently acquired the remaining 49% of this company, bringing its total shareholding
to 100%. GESTIRED continues to be consolidated by the global integration method.

Telefénica Sistemas, S.A. also acquired 50% of the capital stock of Servicios y Contenidos por la Red, S.A., bringing its current
ownership interest to |00%. This latter company continues to be consolidated by the global integration method.

Maptel, S.A. and TS.C. Telefénica Seguridad y Comunicaciones, S.A. changed their corporate names to Telefénica Sistemas de
Informacién Geogriéfica, S.A. (T.S.1.G.) and Telefénica Sistemas de Ingeniera de Productos, Seguridad, S.A. (T.S.I.PS.), respectively.
Telefénica Sistemas, S.A. sold all its holding (55.64%) in T.P. Servicios Integrales de Proteccién Civil, S.A. (TEPESA) (see Note
8D.3).

It also sold all its holding (24.99%) in Telecom Valles, S.A. (see Note 8D.3).

Telefénica Publicidad e Informacién, S.A. (TPI) participated in the incorporation of REM Infogréfica, S.A., acquiring 60% of the
capital stock of the new company, which is consolidated by the global integration method.

TPI also acquired 51% of the capital stock of TM.PR Worldwide Espafia, S.A., which is consolidated by the global integration
method.

On December 20, 1996, TP dissolved and liquidated Promotora de Mercados Telemdticos, S.A. and Central de Compras de
Papel, S.A,, both of which were wholly-owned subsidiaries.

Estrategias Telefdnicas, S.A. (ESTRATEL) incorporated Tempotel, Empresa de Trabajo Temporal, S.A. and subscribed all its
capital stock. This company is consolidated by the global integration method.

Telefénica Multimedia, S.A. sold all its holdings in Cable del Guadalquivir, S.A. (20%) and Grupo Gallego de Empresas para el
Cable, S.A. (10%) (see Note 8.3).

Radiored |, S.A. acquired a 9% holding in the capital stock of Radiored Zaragoza, S.A., bringing its shareholding in this company
to 100%. This company continues to be consolidated by the global integration method.
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During the year Radiored |, S.A. incorporated the following companies: Radiored Extremadura, S.A., Radiored Canarias, S.A.
and Radiored Baleares, S.A. These three companies, which were consolidated by the global integration method, all are wholly
owned by Radiored, S.A.

In November 1996 Telecartera, S.A. exchanged with Sogecable its 50% holding in Sociedad General de Cablevisién, S.A. for
Sogecable's holdings in local operators (10% holdings, except for the local operators in the Canary Islands, Madrid and
Barcelona). Telecartera also acquired from Cablevisién its holdings in local operators (39% holdings except in the case of the
companies in Madrid and Barcelona -49%- and Burgos -24%) for Ptas. 635 million.

Servicios de Teledistribucién, S.A. (ST-Hilo) sold its 33% holding in Sociedad Anénima de Productos Electrénicos y de
Comunicacién (S.A.PE.C.) (see Note 8D.3).

Hispasat, S.A. increased capital in 1996. Telefénica, however, did not subscribe all the shares corresponding to it, thereby
reducing its holding in this company by 2.26% to 22.74%. This company continues to be consolidated by the equity method..
Telefénica sold 30 shares of Telecartera, S.A., thereby reducing its holding in this company to 75%. This company continues to
be consolidated by the global integration method (see Note 8D.3).

It also sold 48,000 shares of Amper; S.A., reducing its holding to 15%. This company continues to be carried by the equity
method (see Note 8D.3).

Telefénica sold all its holdings in European Silicon Structures, S.A. (ES-2) (0.38%) and Financial Network Association (FN.A.)
(8.33%) (see Note 8D.3).

STARTEL, S.A., a CTC Group company, was incorporated in 1996 as a result of agreements entered into on March |1, 1996,
between CTC-Celular and VTR-Comunicaciones Méviles, S.A. to jointly operate in the cellular telephony business. CTC's and
VTR's holdings of 55% and 45%, respectively, in the new company, were obtained through the contribution of 75% and 25% of
STARTEL, S.A''s assets, respectively, and through the subsequent sale of 20% of the company's capital stock for US$ 67 million.
As a result of this sale, the Telefénica Internacional Group recorded extraordinary income of Ptas. 2,444 million, net of taxes
and the equity of minority interests, the gross amount of which (Ptas. 6,597 million) is recorded under the «Gains on Disposals
of Holdings in Consolidated Companies» caption in the accompanying 1996 statement of income.
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TELEFONICA GROUP MANAGEMENT REPORT

Throughout 1997, the Telefénica Group has continued to
develop its extensive activity, both through actions aimed at the
maintaining of its position of leadership in the Spanish
telecommunications marketplace, bearing in mind the progressive
liberalization of the sector, and the consolidation and strengthening
of its international presence, moving into new business lines with high
growth potential, especially the multimedia segment. All these actions
reflect one prime objective: that of finding effective solutions to the
communications needs of our customers.

The Telefénica Group has continued to strengthen the products
and services offered by the Group, through the development of
publicity campaigns focused on increasing the degree of penetration
and usage, and through a higher degree of personal contact with our
customers, thanks to our Telefénica Shops, where our customers can
purchase, subscribe to and make inquiries about any of our products
and services on the spot or dial our free-phone information service.

1997 has witnessed a series of agreements and alliances, not
only nationally but also internationally, therefore allowing Telefénica
to consolidate and expand its scope in the telecommunications
marketplace.

In April, Telefénica signed a collaboration agreement with
Telecom Portugal which included the exchange of share capital
between the two companies. In line with this agreement, in October,
Telefénica purchased a 3.5% stake in the Portuguese operator and
this, in turn, acquired 1% of Telefénica's share capital. The agreement
also states that the two companies will collaborate in different
privatization processes in the Brazilian telecommunications market and
in the region of the Magreb.

In this same month, Telefénica formed a strategic alliance with
BT and MCl which included agreements on several transactions, such
as the incorporation of Panamericana-MCl, the distribution of Concert
services, and, the drawing up of agreements with Puerto Rico and
the Spanish-speaking market in the US.

In June, Telefénica signed a commercial deal with Airtel Mdvil
S.A. (Airtel), in which Telefénica, as the majority operator; agreed to
provide the circuits for Airtel's GSM service, as well as the international
connection for this same network, and the extension of the
interconnection contract between Airtel's GSM network and the
Telefénica networks.

In August, Telefénica acquired a 25% stake in Antena 3
Television S.A., at the same time as it purchased 49% of Gestora de
Medios Audiovisuales Futbol S.L. (GMAF). The investors agreed that
Telefénica would appoint the Board members for Antena 3 Television,
as well as the Managing-Director and the management team.
Telefénica would also appoint 60% of the Board of GMAF.

In September; Telefénica de Espaia and the Recoletos-Pearson
Group reached an collaboration agreement by which the Recoletos
Group would acquire a stake in Antena 3, through the underwriting of
afuture |0% capital increase amounting to Ptas. | 1,500 million. Telefénica,
in turn, would acquire a 20% stake in Recoletos Compaiia Editorial S.A,
for the approximate amount of Ptas 23,000 million, through its wholly-
owned subsidiary Telefénica Medios de Comunicacidn.

Since September 1997, Telefénica de Espaiia has been offering
its digital television service via satellite, Via Digital, through the
consortium Distribuidora de Televisién por Satelite, in which
Telefénica holds a 35% stake and is accompanied by other
shareholders such as Radiotelevisién Espafola, Televisa, Canal 9,
Televisién de Galicia, and the COPE chain. This service is provided
through the Hispasat satellite.

Telefénica has also created a subsidiary in Morocco, in order
to study the business opportunities that arise in the North African
telecommunications market.

In November, Telefénica acquired the participation that was
previously held by the Sociedad Estatal de Participaciones
Patrimoniales, S.A., (SEPPa) in Telefdnica Internacional de Espana,
S.A. (TISA), for the amount of Ptas 127,000 million and representing
23.78% of the company's share capital.

In December, Telefénica withdrew from its participation in
Unisource, following the agreement reached by the members of the
alliance. As a consequence, Telefénica sold its whole participation in
the alliance and purchased 100% of the shares of both Telefénica
Transmision de Datos and Telefénica VSAT.

Also in the month of December, Telefénica Internacional carried
out the divestiture of its 60% participation in the mobile telephony
operator Telefénica Romania for the amount of $13.5 million. It had
held this stake since 1992, having purchased it for $4.8 million.

Within Telefénica Internacional’s strategy of maintaining its
position in the Argentinean cable TV market, the Group acquired
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several participations in companies within this sector, one of these
being Cablevisién S.A. for which it paid $380 million for a 33.28%
stake. Within this same strategy other participations have been or
are in the process of being purchased through Cablevisién, namely
the 100% participation in Mandeville (33.28% is an indirect
participation) and 50% of VCC (16.64% also being an indirect
participation). Regarding content, Telefénica Internacional purchased
16.67% of the company Torneos y Competencias S.A., a group
responsible for the distribution of the television rights on Argentinean
football.

ECONOMIC RESULTS

Throughout 1997 the Telefénica Group has registered
extremely favourable results, reflecting growth in all its margins. As a
consequence of this performance, the consolidated net result
amounted to Ptas 190,063 million, rising 18.6% compared with the
figure for 1996. The principal items that have contributed to this result
have been:

Operating revenue: At year-end 1997, the figure for this item
stood at Ptas 2,526,110 million, having grown 16.0% over that of
1996. This growth is principally derived from the increase in the
minutes of usage registered by the basic telephony lines (due, among
other things, to the introduction of new services), the growth in the
number of mobile telephony customers and the rise in cable TV
subscribers.

Operating expenses: This item totalled Ptas. 1,865,656 million,
having risen |6.5% over the figure for the previous year. Within this
item it is worth mentioning the favourable performance of personnel
expenses which grew 2.9% to total Ptas. 570,895 million , mainly as
a result of the streamlining of the workforce taking place in the
parent. On the other hand, supplies (including stocks) and
subcontracts amounted to Ptas. 595,586 million, having risen 35.5%.

Financial expenses: This item rose 7.6% to total Ptas. 200, |85
million (excluding exchange losses). This increase is due to the higher
degree of external financing in order to cover new investments.

Extraordinary expenses: The figure for this item grew |1.6%
to reach Ptas. 163,387 million. This growth derives from the increase
in the provisions made for the early and voluntary retirements
underway in the parent, as these have not been offset by the lower
need for the dismantling of plant pending depreciation, carried out
in order to renovate and modernise our infrastructures.

Within the Telefénica Group, at December 1997, the parent
managed a plant in service of 15,854, 448 lines, 2.9% up on the figure
for 1996; Telefénica Méviles was responsible for 3,187,696 cellular
lines, reflecting a 35.9% increase; Telefénica Internacional managed
11,631,586 basic telephone lines, 13.8% more than in 1996,
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1,865,708 cellular lines, reflecting | | 1.9% growth and had 1,551,860
cable TV subscribers, which is 35.0% higher than the number
registered in 1996.

OPERATING REVENUE

At year-end 1997, the figure for this item amounted to Ptas
.2,526,1 10 million, having risen by |6.0%. Within the components that
make up operating revenue, revenue from sales contributed Ptas
2,363,102 million, growing 17.8% compared with 1996, internal
expenditure capitalized in fixed assets totalled Ptas | 17,932 million
having fallen 7.4% compared with the previous year, as a consequence
of the slowdown in the need for investment in the parent's
infrastructures, combined with the considerable drop in the investment
made by Telefénica Servicios Méviles (28.5% down on that of 1996);
finally, other operating revenue amounted to Ptas .41,297 million,
reflecting a 9.4% increase.

Regarding Telefénica, operating revenue stood at Ptas.
1,712,276 million, having grown by 8.3% and representing 67.8% of
the total figure for the Telefénica Group. Within Telefénica’s operating
revenue, the main contributors were the basic telephony service
which contributed Ptas. 1,007,844 million, the revenue derived from
the Integrated Service Digital Network (ISDN), amounting to
Ptas.19,353 million and reflecting 225.9% growth, and other operating
revenue such as the services provided to other operators, public
telephony, data transmission and management fees.

With regard to the operating revenues registered by other
companies within the Group, those of Telefénica Servicios Mdviles
and the Telefénica Internacional Group are worthy of particular
mention, due to the substantial increase in the number of customers
in the businesses in which they operate.

At December 1997, Telefénica Servicios Méviles had 3,187,696
customers, of which |,100,595 belonged to the MoviLine (analog)
service and 2,087,101 had opted for MoviStar (digital GSM), therefore
reflecting a total market share of 73.5%, and 64.5% of the GSM
market share, and registering operating revenue amounting to Ptas
362,992 million, this being 40.2% up on the figure for 1996.

The Telefénica Intermacional Group, through its principal activity
of providing basic and mobile telephony, along with cable TV, recorded
a 33.6% rise in its operating revenue which totalled Ptas 443,13 million.

OPERATING EXPENSES

Throughout 1997, operating expenses rose |6.5% to reach Ptas
1,865,656 million. The principal component within this item was
operating expenses which stood at Ptas 1,205,244 million, reflecting
17.1% growth. This component also includes stock, supplies, personnel
expenses, subcontracts and taxes. The previously growth was



principally due to the increase in subcontracts and supplies, as the
personnel expenses were constrained, having only grown by 2.9%. At
year-end, the Group's workforce stood at 92,022 employees, 0.7%
up on the previous year's figure.

Suppliers and subcontracts amounted to Ptas. 595,586 million
at year-end, having grown 35.5%. This growth is derived from
interconnection charges paid to other fixed and mobile operators, as
well as the expenses incurred from advertising and promotion
campaigns focused on those business lines that are open to competition.

Operating expenses for the parent rose | 1.8% to reach Ptas
804,825 million , making up 66.8% of the total figure for the Group.
Telefénica's personnel expenses amounted to Ptas 448,074 million,
having grown |.2%. The item supplies and subcontracts registered Ptas
325,578 million, reflecting 31.2% growth. Regarding Telefénica's
workforce, the company continued downsizing through its policy of
early and voluntary retirement, therefore placing the number of
employees at year-end at 64,109, 4.6% down on [996. This has
contributed to lines per employee having risen to 266.8 compared
with 243.4 at the end of 1996.

The Telefénica Internacional Group's figure for personnel
expenses stood at Ptas 78,654 million, growing 10.3%. At year-end,
the company had 15,523 employees, 6.6% fewer than in |996.

The Telefénica Méviles Group contributed Ptas | 1,673 million
to the Group's figure for personnel expenses. Telefénica Servicios
Médviles' workforce totalled 2,363 at the end of 1997, 30.0% up on
the figure for year-end 1996, due to the need to address the high
expansion rate of the mobile telephony business. The net variation
in employees reflected by the rest of the companies was favourable.

At year-end, depreciation stood at Ptas 602,657 million, having
grown 14.5% when compared with 1996, principally due to
Telefdnica’s 1996 asset revaluation, combined with the high investment
rate reflected by Telefénica Servicios Mdviles and the Latin American
subsidiaries.

OPERATING PROFIT

The revenue and expenses derived from operations previously
mentioned, permitted a net income amounting to Ptas 660,454
million, reflecting 14.7% growth compared with 1996.

PROFIT FROM ORDINARY ACTIVITIES

The figure for profit from ordinary activities amounted to Ptas
449,367 miillion in 1997, reflecting a 15.1% increase. Of this amount
Ptas 284,648 million correspond to Telefénica, representing 63.3% of
the total figure for the Group's ordinary activities.

This result is principally derived from the increase in financial
revenue and the profit registered by associated companies which

was offset by the growth in financial expenses and the amortization
of goodwill.

Financial revenue amounted to Ptas 25,373 million having risen
32.5%, with exchange gains totalling Ptas 8,145 million.

Financial expenses recorded 7.6% growth to stand at Ptas
200, 185 million, including interest payments on debts, the amortization
of debenture issue expenditure and financial provisions. Exchange
losses amounted to Ptas 21,066 million, 3% higher than in |996.

Within the total amount registered for financial expenses,
interest payments on debts stood at Ptas 189,967 million, 4.5%
higher than in 1996, due to the external financing used in the financial
investment programme, although the average cost of the financial
debt has gone down when compared with 1996. Provisions to the
amount of Ptas 6,464 million were also made for the provisions for
financial investments. Of the total amount for interest payments on
debts, Ptas 136,49 I million corresponded to the parent, reflecting a
8.6% decrease.

The higher degree of amortization of goodwill was a result of
the acquisitions made at the end of 1996 and throughout 1997. This
amortization amounted to Ptas 33,312 million, 98.5% higher than in
1996.

Lastly, the companies than consolidate using the equity method,
contributed Ptas 9,958 million to the Group’s figure, reflecting a
27.5% increase.

PRE-TAX INCOME

Pre-tax income rose 22.4% to total Ptas. 337,641 million. This
result derived from the Ptas 51,66 | million registered by extraordinary
income, reflecting 61.7% growth, and the extraordinary expenses that
rose | |.6% to total Ptas 163,387 million.

The figure for extraordinary income corresponds principally to
the proceeds from the sale of participations in consolidated companies
(164.8% growth amounting to Ptas 27,37 | million) and the crediting
of the capital grants in the profit and loss accounts (Ptas | 1,285
million, rising 9.4%).

In Telefénica, the capital grants amounted to Ptas | 1,270 million,
representing 99.9% of the total figure received by the Group, and
growing by 9.3% compared with the previous year. Of the other
Group companies the one that was particularly outstanding was
Telefénica Internacional whose extraordinary income reached Ptas
9,818 million, of which Ptas 6,494 million derived from the sale,
through Cointel, of its non-controlling participation in Telefénica de
Argentina.

The figure for the Telefénica Group's extraordinary expenses
stood at Ptas 163,387 million, having grown | 1.6% compared with
1996. Of this figure Telefénica contributed Ptas 38,100 million derived
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from non-depreciated dismantled plant, and Ptas 90,166 million in
provisions for the voluntary and early retirements. This figure is 54.0%
higher than that registered for 1996.

NET INCOME

Consolidated net income for the year amounted to Ptas
264,105 million, a 20.6% increase over the figure for 1996, after
having subtracted the national and international taxes which totalled
Ptas 73,536 million, compared with Ptas 56,92 | million in 1996. These
taxes reflected an effective rate of 21.8%, 1.2 pp higher than the
previous year.

The contribution of minorty interests to the results grew 26.2%
to Ptas 74,042 million. In 1998, this figure will reflect a substantial
decrease due to Telefdnica's purchase of the Telefénica Internacional
share capital previously in the hands of the Spanish authorities

Finally, the net income derived from the parent rose 18.6% to
reach Ptas 190,063, as a consequence of the success of the business
activities in which the Group participates, especially in regard to basic
and mobile telephony, and our international businesses.

INVESTMENT ACTIVITY

Throughout 1997, the Telefénica Group invested Ptas 1,231,326
million, 42.0% more than in 1996.

The investment in tangible assets went down 6.5% to Ptas
634,845 million, while the investment in intangible assets grew 2.5%
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to total Ptas 51,043 million. Finally, Ptas 545,438 million were
channelled into financial investment which is 281.6% up on the figure
for 1996.

Breaking the overall figure down into companies, Teleféncia's
investment amounted to Ptas 709,092 million, that of Telefénica
Internacional stood at Ptas 327,754 and Telefdnica Servicios Mdviles
invested Ptas 100,878 million.

The investment made by the Group in R&D was focused on
enabling the Group's companies to offer an ever-increasing range of
products and services, at the same time as further enhancing our
customer-care service. The bulk of our investment was channelled into
priority areas such as multimedia services, public telephony and
mobile services. Work has continued on our MORE system which
focuses on the modernizing of our analog exchanges, the new tools
needed for network planning and the new versions of the Operating
and Monitoring Structure (EOC).

TREASURY STOCK

Throughout 1997, 610,000 treasury stocks were acquired with
a nominal value of Ptas 500 each with an average purchase price of
Ptas 3,689. Subsequently, 510,000 of the previous shares were sold
for an average of Ptas 4,3 14. These operations resulted in capital gains
amounting to Ptas 319,000,000.

At the close of 1997, Telefénica held 100,000 shares with a
purchase price of Ptas 368,900,000.



