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In the past two years Telefonica
has increased its growth by:

+10
X1.5

increasing profitability:

X2.3/



Telefonica: Market size (2005)

Mexico
Mobile accesses
6,368

Data and Internet
accesses

Panama
Mobile accesses

849\

Guatemala
Mobile accesses
1,041

Fixed Telephony
accesses

Data and Internet
accesses
g

Colombia
Mobile accesses
6,033

Data and Internet
accesses
3

Ecuador
Mobile accesses
1,885

Peru
Mobile accesses
3,455

Fixed Telephony
accesses
2,348

Data and Internet
accesses
403

Pay-TV customers
462
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Chile
Mobile accesses
5,276

Fixed Telephony
accesses
2,429

Data and Internet
accesses
484

El Salvador
Mobile accesses
538

Fixed Telephony
accesses

Data and Internet
accesses?]

Pay-TV customers
14

Argentina
Mobile accesses
8,335

Fixed Telephony
accesses
4,532

Data and Internet
accesses
902

Nicaragua
Mobile accesses
372

Uruguay
Mobile accesses
419

Venezuela
Mobile accesses
6,160

Brazil
Mobile accesses
29,805

Fixed Telephony
accesses
12,340

Data and Internet
accesses
3,329

Germany
United Kingdom
Ireland
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Morocco
Mobile accesses
4,023

Czech Republic
Mobile accesses
4,676

Fixed Telephony
accesses
2,961

Data and Internet
accesses
661

Spain
Mobile accesses
19,890

Fixed Telephony accesses
16,136

Data and Internet
accesses
5,586

Pay-TV customers
207

China
China Netcom
5% share capital



Profitable Growth*

Results 4,445.8 million euros

Revenue OIBDA Cashflow generation
Millions of euros Millions of euros (OIBDA - CAPEX)
37,8821 Millions of euros
30,280.9 15,276.4
12,222 9,917.7
8,454.9
+25.1% +25.0% +17.3%
Customers 154 million accesses (not including O2)
Broadband Internet accesses Mobiles Imagenio
Thousands of Customers Thousands of Customers Customers
5,880
3,916 99
74.4 206,600
6,024
+50.2% +33.2% +200.6%
Size 5 corporate acquisitions in the past 2 years

Growth due to acquisition 2004-2005

Bellsouth Cesky China 02 Colombia
Telecom Netcom Telecom



Driving Progress

Divestiture Shareholders

Financial others 4,119 4,822 Employees

suppliers 905
3,075 4,213

Investments

10,524

Economic

'18,000 Suppliers

51,58

'1.7% Contribution of income of

National GDP

1 million
euros

154 Mmillion accesses (not including O2)

1.5 million shareholders

-207,000 Employees

Clients
43,482

Total Income
Public

5581 ) G

Total Payments

Suppliers

Commercial
19,087

CapEx

4,423

Technological

Innovation
Millions of euros

2,900

2,398 ‘

2004 2005

2,900 million euros on innovation

R&D

Millions of euros

533
461 |

2004 2005

Who innovates?
Percentages

Telefénica
Latinamerica

Others
15 Telefénica
Mobiles
15 52
53 1 Telefonica Mobiles
Telefénica 25 i Telefénica de Spain
de Spain Others
27 Telefonica Latinamerica

+20.9% +16.6%
Social 54 million euros in social action
Social action Digital inclusion Employee training

Millions of euros
54.1

465 |

2004 2005

+16.6%

Millions of lines in low income homes

LATAM

5,541

4,720 |

2004 2005

+17.4%

Thousands of hours

9,349
8,910

2004 2005

+5%



Letter from the Chairman



Dear Shareholder,

It gives me great satisfaction to share with you the results of Telefénica’s management for
2005, and our vision of the future of the telecommunications business.

This year has been especially positive, and | believe we have reason to be satisfied, given
both the exceptional results achieved, and the impact of the operations carried out.

Undoubtedly, 2005 was a milestone financial year, not only due to the consolidation of our
leadership and the strengthening of our Company’s competitive advantages, but also due
to our short- and long-term outlook.

The current state of the telecommunications sector is at once promising and challenging.
The challenges and opportunities are bigger than in the past. Today the market is more
global; and our competitors, more dynamic and varied. Technology is doing away with
frontiers between sectors, opening up new opportunities for us and for companies in
sectors adjacent to ours, in the face of which our main strength will be, once again, to
remain one step ahead.

A new Telefonica

Two years ago, we embarked on an important process of change, which is translating into
an excellent combination of scale and diversification, with a view to one aim: maximising
value for the shareholder. Every year, Telefénica sets itself further apart from the rest of
operators in the sector, because it grows more than the rest, and because, at the same time,
it has the best balance in terms of geography and business.

In addition, Telefonica is generating new business opportunities and reaching higher levels
of efficiency, derived from its integrated management model. Its local sales strength, the
integration of solutions for each customer segment, the advantages of being an
international brand, together with the adoption of best practices and the coordination of
networks and services, define the features of a Telefonica that is increasingly strong and
flexible, based on three pillars:

® Customer-orientation.
® [nnovation.

® Operational Efficiency.



Not only our profile is different; our results are too.

Telefonica’s unique profile is due both to its singular features as a
telecommunications operator and to the solidity of its results,
which is reflected in the constancy of its growth, profitability, cash
flow generation and shareholder remuneration.

In 2005, Telefonica’s results have shown, once again, that the
company is capable of growing within an increasingly competitive
environment. Net profit rose by 40%, reaching the record mark of
4.45 billion euros and net profit per share of 0.913 euros, 43.4%
above that achieved in 2004. These figures are proof of the robust
organic growth of our businesses and of the efficiency of

our operations.

Revenues for operations exceeded the substantial growth
registered in the previous year, with a year-on-year growth of 25.1%,
comparing favourably with any of the main European operators,
which, together, registered a weighted average growth of 5.8%. At
constant exchange rates and excluding changes in the
consolidation boundary, our revenues would have increased at a
rate of 9.3%.

In addition, this financial year has allowed Telefénica to achieve
operating earnings before and after amortizations of 15.28 billion
euros and 8.56 billion euros respectively, with increases of 25% and
30.5% with regard to 2004.

These figures have been compatible with a 42.3% increase in
investment, which reached 5.36 billion euros, whereas free cash
flow generation reached 7.11 billion euros, which implies a
conversion ratio of 18.7% of our revenue.

Telefénica and each of its lines of activity fulfiled all the financial
aims established for financial year 2005.

These results are only the foretaste of the potential provided
by combining scale, balanced diversification and integration in
our sector.

The integrated operator with the

most international profile.

Together with the improvement registered in results, it has also
been important to position Telefénica as the company with the
most international profile of all the large integrated operators.
59% of our revenues are now generated outside our original home
market, as well as 77% of our accesses.

FY 2005 has contributed decisively to this process of
internationalisation, with transactions such as the acquisition of
69.4% of the operator Cesky Telecom, the fixed and mobile
telephone services leader in the Czech Republic, or the completion
in January of the process of integration of all the operators acquired
from BellSouth in Latin America. Telefonica closed the financial year
with mobile operations in a position of leadership in 15 countries,
with a total combined population of almost soo million.

Also worthy of note is the strategic investment of 5% in China
Netcom, which gives Telefénica access to a region with great
potential and opens a fruitful path for the collaboration between
both companies.

And, lastly, | would like to draw your attention to the purchase of
the British mobile operator O2, announced in October 2005, which,
with over 27 million customers at the close of last financial year,
and relevant operations in Great Britain, Ireland and Germany,
brings to Telefénica a quality asset, a new source of growth, as well
as profitability from day one.

8

Whereas the purchase of O2 brought Telefénica European scale, the
announcement in 2006 of the purchase of a controlling stake in
Colombia Telecom, with 50% of shares plus one, strengthens our
commitment as a long-term investor with Latin America.

At year-end 2005, Telefénica had a total of 153.5 million accesses, of
which 99.1 million corresponded to mobile accesses, 40.9 million to
fixed telephone services accesses and the rest, to data, Internet and
pay-TV accesses. With the addition of O2, the total base of accesses
of Telefénica reaches 180.9 million, exceeded worldwide only by two
Chinese companies. This growth in the number of accesses is also
reflected in the presence of Telefonica in new markets, with relevant
operations in 19 countries at the end of year 2005, of which 10 have
been incorporated in the last two years, and which amount to a
total combined population of 670 million.

Investment in growth.
One of the distinctive features of Telefénica’s approach is
anticipation in all aspects of its operations.

This factor, together with technological evolution, leads Telefonica
to permanently increase investment in new businesses and growth
initiatives: the deployment of broadband and the improvement of
fixed telephone lines, the pioneering development of TV over IP, the
increased capacity of mobile networks and the adoption of 3G in
Spain, or the regionalisation of infrastructures and systems to
favour efficiency of our operations in Latin America.

In 2005, Telefonica devoted over 2.9 billion euros to items
associated with technological innovation, a figure 21% above that of
2004. Of this amount, 533 million corresponded to research and
development activities, amounting to 1.4% of our turnover,
positioning Telefonica among the first companies in the
Telecommunications sector worldwide in terms of investment in
innovation. During 2005, the European Commission recognised
Telefonica as the first Spanish company in terms of R&D efforts,
and in terms of participation in European projects.

This investment in growth and profitability is validated by the
growth in broadband accesses and services, both in Spain and in
Latin America, by the increase in penetration of mobile services and
by the positive advances in our offer of solutions.

We are creating the broadband market in Spain, the Czech Republic
and Latin America. We chose to believe in DSL technology and
worldwide trends confirm that we were right to do so: 66% of
consumers worldwide have also chosen this option.

At the end of 2005, Telefonica had almost 5.9 million DSL lines (3.5
million in Spain). Especially worthy of note is the 52.1% growth of
broadband in Latin America, reaching 2.2 million lines, as well as the
performance of Imagenio, the pay-TV service over DSL that in Spain,
reached a coverage of 33% and over 200,000 users.

We know what we want to be.

We want to be among the best in anticipating wants and needs of
consumers and in making technological advances essential
elements of day to day life.

To this aim we have carried out an in-depth transformation of our
structures with a clearly defined goal: to reorientate our entire
organisation towards interaction, collaboration and synergies
between all the people and business areas that make up Telefonica.
With one priority -the consumer, as the main focus-, and one goal -
the offer of integral solutions-.



Through different transformation programmes covering all our
service and management areas, with a clear vision of the company:
we aim to be the integral operator that is the most competitive, the
most capable of providing solutions to the customer, and at the
same time, of offering the best combination of growth and
profitability for our shareholders.

Within this framework, Telefonica is ideally positioned to obtain
value from added-value products, emerging markets or new
possibilities of an extended sector, and in fact, it is already doing so.

The best combination of growth and

shareholder remuneration.

Our performance and our evolution have allowed us to offer, one
more year, the best combination of growth and shareholder
remuneration in the sector. A growth that, as | mentioned above,
reached 25.1% in revenues this year. As regards shareholder
remuneration, in 2005, a dividend corresponding to FY 2004 of 0.5
euros per share was paid out, own shares in the proportion of 1x25
corresponding to 4% of share capital were distributed, and progress
has continued in the share buyback programme.

It is in this direction that the changes in the company are geared
to, increasing our focus on core activities and lightening the
structure of assets and costs. In May 2005, the absorption of Terra
Networks by Telefénica S.A. was approved, thus enabling access to
the advantages of operational integration of the fixed telephone
network and Internet, increasingly necessary with the development
of broadband. In 2006, the merger of Telefénica Moviles and
Telefénica S.A. has been proposed, strengthening a strategic model
that benefits from the economies of scale and scope, as well as
from an integrated offer, and is coherent with a technological
development that softens barriers between fixed and mobile
networks and services.

The results and decisions of 2005 improve Telefonica’s positioning
in the face of coming years. The outlook is still favourable, both for
Europe and Latin America, on the macroeconomic front, as well as
for the ICTs sector. Information and Communication Technologies
are proving to be essential to increase competitivity and
productivity of economies, as well as citizens’ quality of life.
Telecommunications are a key tool to bring to life the Information
Society, whose development they are already driving, and that is
why our sector has a very positive growth outlook, associated with
increases in use, penetration and new services and markets.

Telefonica’s Commitment.
| believe we have more than enough reasons to be optimistic.

We are prepared for a new phase, where strategy will be measured
by success in execution. That is why, to this aim, we will continue
our work. With a threefold commitment: towards our team of
professionals, towards society in general and, of course, towards
each and every one of our shareholders.

On behalf of the Board of Directors of Telefénica and in my own
name, | wish to thank you, once again, for the trust you have placed
in us, and assure you that we will make every effort to continue
deserving it.

A

César Alierta
Executive Chairman, Telefonica, S.A.
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In 2005, Telefonica acquired a new
dimension, with a new size on a

regional scale and a wider diversification
of its businesses.
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01|01 About Telefonica

“Telefonica is world
eader in the
telecommunications
sector, with over 181"
million accesses and
presence in 19 countries”

‘Including 02
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About Telefonica 2006

Over 181"

4th

Almost 2.9

More than 207,000

Dow Jones
Global 5o Titans

Telefénica is world
leader in the
telecommunications
sector

Accesses

As at the end of FY 2005, Telefénica Group
had a total of 153.5 million accesses.
Including customers of O2, whose
acquisition materialised in 2006, Telefénica

Group’s customer base rises to 180.9 million.

The mobile telephony customer base grew
to 99.1 million, and fixed telephony reached
the figure of 40.9 million customers.

Including O2 customers, Telefénica was
fourth largest company in the world in
terms of number of customers as at end of
2005.

Investment

During the last two years, Telefonica has
considerably expanded with the acquisition
of BellSouth’s assets in Latin America in
2004, the acquisition of Cesky Telecom and
the purchase of 5% of the share capital of
China Netcom in 2005 and the acquisition
of the European assets of 02 in 2006.

Telefonica has relevant operations in 19
countries, and is the leading private investor
in Latin America.

In the course of 2005, Telefénica assigned
almost 2.9 billion euros to technological
innovation activities.

R&D

In the course of 2005, R&D rose to 311
million euro in Spain, and over 533 million
euro worldwide.

In 2005, Telefénica assigned almost 2.9 billion
euros to technological innovation activities,
an 20.9% increase compared to 2004.

Financial Results

Telefonica Group’s income increased by
25.1% with respect to 2004, reaching
37.8821 billion euros.

Telefonica Group’s OIBDA amounted to
15.2764 billion euros, with an increase of
25.0% compared to 2004.

Telefonica Group’s net income rose to
4.4458 billion euros, a 40.0% increase
compared to 2004, thanks to the good
performance of operations as a whole, and
to the positive contribution of the
acquisitions made.

Employees

Telefonica’s direct staff as a consolidated
Group includes over 207,000 employees, of
which 37% correspond to Europe and 63%
correspond to Latin America.

Shareholders

Telefonica is an entirely private company,
with over 1.5 million direct shareholders,
listed in the main national and foreign
stock exchanges.

Telefonica is part of the Dow Jones Global
5o Titans index, which includes the 5o
most important companies in the world.

Further information:
www.telefonica.es/acercadetelefonica



Transformation of the Telefénica Group

International
presence

Global presence, local focus
Telefénica operates in many countries, each
one of them with very different challenges
and opportunities. The value of a business
is not only focused on the penetration into
new markets, but rather in the day-to-day
management of the companies, thinking
globally while keeping the local focus on
our operations.

Telefonica will only become a genuinely
global company if it acts and manages its
affairs as a local company. To this aim, the
common focus of Telefénica Group lies in
its customers, and the importance of
customers for Telefénica Group is what
makes Telefonica different from other
operators.

Dimension and scale

The year 2005 has meant an important
step ahead in terms of the Group’s
dimension and scale. The integration of the
operations of BellSouth and Cesky Telecom,
together with the acquisition of O2, have
accelerated its growth profile, increasing its
differential factor with regard to its
European competitors.

These operations are proof that one of
Telefonica’s strategic aims is the obtention
of synergies. More specifically, and as a
result of the integration of BellSouth
mobile operators Latin America, Telefénica
Group has already met over 50% of its own
synergy previsions. In the case of the
integration of O2 in Telefonica Group,
previsions point to the synergies generated
reaching 3.3 billion euros.

X2
+10
x1.5

As from April 2006, Telefénica is a strategic
partner of the State operator Colombia
Telecom. In addition, Telefénica owns 5% of
the share capital of the Chinese u

telecommunications company China

Netcom, which has allowed Telefonica to

start creating a strategic framework for

cooperation in fields such as joint 51.9
acquisition of technology and
infrastructures, technology transfers and
other fields related to management.

Geographic distribution of revenues’

415

Integrated Operator:

business diversification

The financial results for 2005 have been

strengthened by the diversification brought

by being an integrated operator. In this I 6.6
context, the mobile telephone business is

the main contributor to the Group’s

revenue (+38.1%/year) while the fixed

telephony business is the most profitable

line, having grown by 19.9% in Spain and

14.6% in Latin America with regard to 2004.

By geographic regions, Spain represents
51.9% of the Group’s consolidated revenue,
while Latin America represents 41.5%. The
acquisition of Cesky Telecom, in July 2005,
has brought increased geographic
diversification, with the Czech Republic
representing 2.7% of the consolidated
revenue.

Business Lines Distribution of revenues
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Telefénica

Organisational Profile

Throughout recent years, Telefonica has
concentrated its telecommunications
business, strengthening its presence in
fixed and mobile telephony markets, and
focusing its business model on satisfying
all its customers’ communication needs.

Lines of activity

Telefonica de Espana
[ts main activity is providing fixed

telephony and broadband services in Spain.

Telefonica Empresas, Telefonica Soluciones
and Terra in Spain are also integrated in
this business unit, offering value-added
services to its customers.

Telefonica International
Telefonica’s investments in the fixed
telephony sector in Latin America are
managed through Telefénica International
(also known as Telefénica Latinoamérica).
Its activities are carried out mainly in

Argentina (TASA), Brazil (Telesp), Chile (CTC),

Peru (TdP). Telefénica Empresas América,
Terra Latinoamérica and Telefonica
International Wholesale Services are also
integrated in this business unit.

Telefonica Moviles

Telefonica Moviles leads the Spanish-and
Portuguese-speaking markets. As at
December 2005 Telefénica Moviles offered
its services to over 94 million clients, being
present in all key markets in Latin America,
and achieving a leading position in

the region

02

At the start of 2006 Telefénica concluded a
tender offer to buy the operator O2, with
significant operations in Germany, Ireland
and the United Kingdom.

As a result of the reorganisation carried out
by Telefénica in December 2005, Cesky
Telecom and Telefonica Deutschland are
also integrated within this Business Unit.

Others

Atento

Provides customer assistance service
through contact centres or multi-channel
platforms (telephone, fax, Internet...).

Telefénica 1+D

Oriented towards the creation of services,
the management of networks, services and
businesses, with special attention to
technological innovation of a strategic
nature or new to the market.

tgestiona

Administrative support for the Group
related to non-strategic activities common
to the different business units.

Fundacion Telefénica
Channels all the non-profit social and
cultural activities.

Corporate Centre

Responsible for the definition of global
strategy and corporate policies, for the
management of common activities and the
coordination of the activities of the
business units.



Driving progress

Telefonica is an important driving force for
economic, social and technological
development in the countries where it is
present.

Driving Economic

Development

In 2005 Telefénica distributed over 51 billion
euros among its stakeholder groups, of which
over 4 billion euros were used for employee
remuneration; almost g billion euros were
distributed among shareholders and over 19
billion euros went to suppliers. It is important
to note the collecting role of Telefonica
which, through fees, licenses, consumer taxes
and indirect taxes, has channelled over 8.5
billion euros for the Public Administrations.

Telefénica’s revenue represents an average
of 1.7% of the Gross Domestic Product of
the economies of the main countries where
itis present.

Over 18,000 suppliers collaborate with
Telefonica worldwide, with a high
percentage of contracts being awarded to
local suppliers (an average of 85% in 2005).

Driving Technological

Development

During 2005, Telefénica earmarked almost
2.9 billion euros for technological
innovation activities.

Telefonica further increased its investment
in R&D activities in 2005, reaching a total
of 533 million euros, which amounts to 1.4%
of Telefénica Group’s total revenue.

Driving Social Development
Telefonica wishes to be perceived as a
group that is responsible and committed
towards its stakeholder groups.

Telefonica is increasingly customer-
oriented, and committed to excellency in
quality and services. As a result of this
effort, in 2005, Telefonica has reached a
customer satisfaction level in Spain of 83%.

During 2005, Fundacion Telefonica carried
out a strategic revision of all its projects,
focusing its efforts on two areas of activity:
Education (Educared) and the integration
of children into society (Pronino). It is
important to note the commitment of
employees to volunteer activities, and their
commitment towards disabled people
through ATAM.

51.581 billion

Revenue / GDP =1.7%

Over 18,000

The digital inclusion of people with low
economic resources (over 5 million prepaid
and controlled lines in Latin America) or 533
people with disabilities (via the project
Telefénica Accesible) are initiatives which
show Telefénica’s commitment to social
inclusion.

83%

Implementation of Telefonica Group's Code 5.5 M illion
of Ethics.

Publication of annual reports on Corporate
Responsibility in Argentina, Brazil, Chile
and Peru. 54 million euros
Presence of Telefonica in the main

sustainability indices: DJSI and FTSE4good,

among others.






01|02 Business
Strategy

“Telefonica’s growth-
oriented business strategy
s represented by the
motto “Forging ahead to
gain leadership”, and is
built on § cornerstones:
Customers, Innovation,
-xcellence, People
.eadership and ldentity
and Communication”
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Business strategy

22

Accelerate to
increase our leadership

Customer

Accelerate to increase our leadership

Jlnnovation

Accelerate to increase our leadership

‘ Operating
excellence

Accelerate to increase our leadership

Leadership
and commitment

Accelerate to increase our leadership

Corporate
identity

Accelerate to increase our leadership

A new scale

Telefénica in 2005 has taken on a new
dimension. In fact it has become a new and
better company, with a new size on a
regional scale and greater diversification in
its businesses. The reasons for this
transformation are supported by the
establishing of suitable growth platforms
and thanks to geographical and business
equilibrium. The rapid integration of the
assets acquired from BellSouth, the clear
operating and financial improvement of
Cesky Telecom and the incorporation of O2
into Telefénica’s assets are the main
milestones of the past financial year.

As from April 2006, Telefénica also became
strategic partner of the state operator
Colombia Telecom. At the same time,
Telefonica has 5% of the equity of the
Chinese telecommunications company
China Netcom, which has enabled it to
start a strategic cooperation framework in
areas such as the joint acquisition of
technology and infrastructure, technology
transfers and other areas related

with management.

Mexico and
Central America
Mexico

Guatemala g

Nicaragua
El Salvador
Panama

This unique and distinctive profile of
Telefonica within the industry as a whole
locates the company in an incomparable
position to gain the maximum benefit
from the growth opportunities available in
the sector. This distinguishes Telefonica
from the rest, exceeding market
expectations and winning credibility
through sticking to its commitments.

In the past 20 years, Telefénica has in fact
increased the value of its assets seven
times, has multiplied the revenue
generated twenty-one times and has
increased its stock market capitalisation
thirty-nine times. The number of
employees has tripled and the number
of customers multiplied twenty times.



Latin America
Colombia
Venezuela
Peru

Ecuador
Brazil

Chile
Argentina
Uruguay

An integrated, diversified and

global operator

Telefonica has met all the financial targets
set for financial year 2005. These economic
and financial results have been
strengthened by the diversification
involved in being an integrated operator. In
this context, the mobile business is clearly
the main contributor to Group revenues
(+38.1% per year) while the fixed telephony
business is the main source of profitability,
growing 19.9% in Spain and 14.6% in Latin
America compared to 2004.

By geographic zones, Spain represents
51.9% of the consolidated revenue of the
Group while Latin America represents 41.5%
due to the incorporation of the BellSouth
operators. The incorporation of Cesky
Telecom since July 2005 has provided
greater geographic diversification,
providing some 2.7% of consolidated
revenues from the Czech Republic.

Telefonica operates in numerous countries,
each with its own very different challenges
and opportunities. The value of our
business is not centred only on a dynamic
of entering new markets, but on the day-
to-day running of our companies, thinking
globally but keeping the local focus of our
operations. Telefonica will only become a
truly global company if it acts and
manages itself as a local company. For this,
the common focus of the Telefénica Group
is on the customer and the importance
that the customer has for Telefonica is
what differentiates it from other operators.

Asia
China

Telefonica has been one of the few
incumbents to revise its growth
expectations upwards thanks to European
industry obtaining greater organic growth,
to confidence in its revenue generating
capacity, above the market average, aspects
in which it also offers greater growth
profiles compared with its European peers.
The predictions are suggesting revenue
increases of between 34% and 37%, and an
investment of around 7.2 billion euros.

2006, then, will be marked by the
integration and consolidation of O2, which
not only brings with it significant benefits
of scale and synergies, but also, together
with the activity in the Czech Republic,
enables a rebalancing and diversifying of
Group exposure.

Europe

United Kingdom
Ireland
Germany

Czech Republic
Portugal

Spain o, ¥
Africa

Morocco

A

PL
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Orientated to growth

All these operations help to point up that
obtaining synergies is one of the strategic
targets of Telefénica. In fact, as a result of
the integration of the BellSouth mobile
operators in Latin America, Telefénica has
already obtained more than 50% of its own
predictions of synergies. As for the
integration of O2, predictions suggest that
the synergies produced should reach some
3.3 billion euros in the first year.

Telefonica continues to maintain its
objective of offering the best combination
of growth and returns to the sector
shareholder. This is why the company's
vision involves placing the customer in the
foreground, being the most competitive
operator in every market, offering
innovative services simply and running
Telefonica as an integrated IP company.

Its business strategy is therefore designed
with a clear orientation towards growth,
to designing an integrated offering that
will meet the global communications
needs of its customers, extend innovation
from the technological area to the different
processes of the value chain, have the
highest levels of customer satisfaction

in the sector, and stand out for its social
activity and for its employees’

pride of belonging.

This business strategy is based on four
principles: financial excellence, a better
spending structure, integrated, clearly
customer-orientated management through
a totally IP company, and a significant
growth in revenue, the latter, driven mainly
by the increase in the customer base and in
the ratio obtained per customer, with
innovative products and integrated
communication, information and
entertainment solutions. In this context
already in 2005, the evolution from the
traditional voice-centred business model
towards a greater weighting of income
from data, broadband and others, can be
clearly seen. Proof of this is that, in the
whole year, the income from traditional
voice was expected to be 55%. The
expectations for 2009 aim at voice revenue
around 15%, giving way to income from
data and broadband.

In this context, and with the aim of
becoming the best combination of growth
and profitability for the shareholder, in
2005 Telefonica continued developing its
transformation programme which, with
the motto Forging ahead to gain
leadership, focuses itself on five
cornerstones: customer orientation,
innovation, excellence in operations,
leadership of people and a common
identity and communication.



With a clear, growth orientated strategy

Deepen

relationship
Increase > with client
use

of mobile voice and

data application

/N

Increase in
penetration

of broadband

Target 2009

Nowadays Telefénica has a series of
companies that run the businesses, others
that work across these, a series of support
areas, and a Corporate Centre, responsible
for global strategy and corporate policies,
the running of common activities, and the
coordination of the activities of the
business units. Thus in 2005, as a
consequence of its strategy for a greater
internationalisation of the business and an
integrated, global operator model, the
Company adapted its organisation, also
creating a Telefonica General Director of
Coordination, Business Development and
Synergies, responsible for deepening the
development of the Group as a single,
integrated company.

Today Telefonica is in a privileged position
to capture the promising growth
opportunities offered by the sector. Thus,
out of the total market of Information and
Communications Technologies (ICT), 59%
corresponds to telecommunications,
occupying a central role in its development
and truly a huge opportunity for
Telefénica. Telecommunications will thus
lead this growth driven by its four great
levers: mobile telecommunications, fixed
broadband, the emerging markets and
other related businesses. Only those
companies capable of adapting
themselves to market trends will be able
to exploit all their possibilities.

Expa NSION of traditional
fixed and mobile business in
emerging markets

_|_

/N

Services and applications
before connectivity

Telefonica is thus preparing to reach 255
million connections in all the world by
2009, which would be an increase of 41%
over the 181 million users it currently
enjoys. The greatest growth will take place
in the mobile telephony business, in which
it will almost double its portfolio of
customers in four years to 186 million
connections, and in that of rapid Internet
connections (ADSL), also expected to
double from 7 to 16 million.

For this future challenge, Telefénica has
the regional scale to respond to
globalisation, the capability to confront
the competition and a great capacity for
adaptation to convergence.

Consolidation of
selective products for emerging
markets

< New uses for
mobiles in developed
markets
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Accelerate to increase our leadership

The “customer axis” may be the strategic
line on which the other strategic axes have
depended throughout the financial year.
Telefonica this year has thus strengthened
its trade profile with a business model
designed to confront a context of
important changes that have been taking
place in the Telecommunications sector.
During 2005, this has created a new
business scenario for us of constant
technological changes, greater
competition and customers with new
requirements. Telefonica’s response has
been based, on the one hand, on profitable
growth, and on the other, on deepening its
commercial transformation strategy
established in 2004.

A year of growth

Financial year 2005 has seen a great
expansion in the customer base (more
than 24.3%), the product of organic growth
as much as of entering new markets. This
growth has been compatible with an
increase in average income per customer,
which, together with other management
factors, has helped us to achieve the record
net income of 4.4458 billion euros, 40%
higher than the previous year.

In the fixed telephony business, Telefénica
de Espana fully met the expectations set at
the start of the year. In 2005, the estimated
market share reached in fixed telephone
connections was 85%, in voice traffic 66%,
in fixed broadband Internet connections
89% and in retail broadband Internet
connections was 55%, with a growth in the
fourth quarter of half a million
connections, which is the greatest absolute
quarterly growth recorded up to that time
in Spain. The success of Telefonica’s ADSL
offerings in Spain has made a decisive
contribution to this growth, reaching all

together (wholesale plus retail including
connections that offer only the Imagenio
service) 3,479,824 connections at the end of
2005. As well as in Spain, the broadband
market in 2005 also shows great

dynamism and growth in Latin America
and the Czech Republic, with Group retail
broadband Internet connections reaching 5
million at the end of December, 55.7%
higher than the previous year’s figure.

It should be stressed that all this has been
achieved in a very aggressive commercial
environment, both from our cable
competitors and from the loop renters.

But at the same time, this commercial
effort has also meant that we have met 12
of the 16 quality targets set by the
regulator. According to a study made by the
Secretariat of State, Telefonica de Espana
offers higher average quality than the
alternative operators in the thirteen
parameters measured. The Consumers’
Union in Spain has also situated it as the
Spanish fixed telephony operator with the
best quality/price ratio. The study is based
on price information from the
Telecommunications Market Committee,
CMT, and quality information provided by
the Secretariat of State for
Telecommunications and the Information
Society, SETSI.

Telefonica Moviles consolidated its position
in 2005 as one of the main sector operators
on a worldwide scale, with more than 94.4
million customers at the end of the
financial year(+26.9% compared to 2004)
and having captured almost 5.4 million
customers in the fourth quarter, mainly
because of the strong growth recorded in
Latin American markets. All this, in a year
marked by the process of integrating the 10
operators acquired from BellSouth,



The last two years have seen the strongest period
of growth and transformation ever experienced by the Company

10 Operators

BellSouth

LatAm
2004

> Access

> Countries

technological migrations in 8 countries and
strong pressure from the competition in
the main operational markets, and in which
Telefonica Moviles also earned the largest
net profit in its history.

Telefonica Publicidad e Informacion (TPI) in
2005, set out on an intense process of
adapting its business model to the new
requirements of its customers and users. In
December 2005 TPI had more than 455,000
customers, with 67% in Spain and the other
33% in its subsidiaries in Latin America.
Visits to the network of sites in Spain
increased 70.6% compared to 2004 and the
new commercial strategy resulted in client
growth in Spain of over 4 per cent.

The purchase of Telinver, the marketing
company for Argentina’s telephone
directories, is the culmination of the
process of integrating all the directory
assets of the Telefonica Group in Latin
America under the management of TPI.

In February 2006, the Telefénica Board of
Directors agreed to start the disinvestment
process (sale) of Telefénica’s share in the
capital of TPI. The operation was completed
in May with the acceptance of a Public
Offer for the Acquisition of 59.905% of the
equity of TPl — currently owned by
Telefonica — by the British telephone
directory company, Yell Group plc. Under
this agreement, Yell commits itself to
present a request to the National Securities
Market Commission (CNMV) for the
authorisation of a Public Offer of
Acquisition for all the shares of TPI, while
Telefonica commits itself to accept the
Offer in relation to all the TPl shares of
which it is the owner, in accordance with
the terms and conditions of the
agreement. Only if a competitive public bid
authorised by the CNMV should make a

_|_

180 million
19

counter-offer more than 10% higher than
the initial price of Yell's offer, and the latter
should opt not to improve its offer, could
Telefonica be freed from its commitment to
accept it.

Renewing services

Within the process of changing towards a
company with a strong commercial
orientation and a cost-efficient business
model, 2005 brought with it the natural
development of this process towards a new
concept in transformation: convergence.
This means, on the one hand, that the
technology supporting the services and
products the Company offers has become
more and more "transparent” for the
customer, and this has enabled Telefonica,
in turn, to give greater value added to its
services and establish closer relationships
with its customers.

The effort in 2005 has thus been aimed at
obtaining a global view of our customers,
to include comprehensively all their needs,
connectivity, mobility, band-width, etc.

One example of this integrated service
availability is the Duos and Trios with a
broad range of modalities, flat
metropolitan and national rates, 24 hour
ADSL, ADSL mini, Imagenio TV ... The
Imagenio met its 2005 target by reaching
206,572 customers, with a net increase in
the fourth quarter of 114,466 customers,
which gives an idea of its operating
capacity in handling such a large number
of new connections. With such growth,
Imagenio has now reached a 6% share of
the pre-paid television market in Spain,
compared with its 0.3% in the year 2004.

Other commercial launches should also be
noted, among them the inclusion of fixed-
mobile traffic in the plans Tarifa Plana de Voz
Mini [Voice Mini Flat-Rate] and Tarifa Plana
Nacional [National Flat-Rate], fixed-mobile
calls with a single price per minute and
without call connection charge, or the Mini-
International rate, with attractive prices to
various international destinations, whether
fixed or mobile.

The agreement on Wi-Fi service signed with
Telecom lItalia and Portugal Telecom has
opened up the Roaming Wi-Fi service in both
countries, thus broadening coverage to 790
new Wi-Fi zones in Portugal and to 800 in
Italy. These zones are in addition to the “Zona
ADSL Wi-Fi” which has the greatest operating
coverage in Spain with 1,555 hotspots in
December 2005.

Other examples of the renewed commercial
services available from Telefonica de Espana
are the overall management of information
and communication technologies (ICT), new
catalogues of sector solutions for companies,
a new positioning in relation to terminals (a
new concept of leading terminal, cobranded),
and the development and commercialisation
of multimedia IP terminals.

In the course of 2005, Telefénica has
launched important initiatives, adapting
the services it offers as well as the
commercialisation channels, always looking
for a new way of relating to Customers.

This is the case, for example, of the Telefonica
de Espana “Impulso Comercial” module, part
of its “Meta Cliente” programme of
commercial transformation, organised in
four blocks related with commercial projects.
commercial organisation, attitudes and
behaviours, capabilities and commercial
talents.
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The Atento Group is also noteworthy for
facing numerous challenges in 2005 in
order to improve the services it offers, thus
responding to the confidence placed in the
organisation by its more than 400
customers, each a leader in its own sector:
banking and insurance,
telecommunications, energy, large
consumers, freight, services and public
administration, among others.

The Telefonica company tgestiona,
specialising in providing comprehensive
management support services, also during
2005, initiated a new period of
progressively winning customers from
outside Telefonica, at the same time as
maintaining its commitment to quality and
efficiency in its services for the Group
companies, which are still the main focus
of its activities.

28

To transform technological advances into simple
communications solutions to the benefit of our

customers

Synergies of scale

Telefonica is currently in various markets
which are themselves in different stages of
development, which makes it possible to
modulate service provision and take
advantage of Group synergies, always to
the benefit of customers.

In this context, the ability to share
knowledge between the different
companies making up the Group becomes
particularly important. The best practices in
“customer satisfaction”and in handling the
"customer experience” are thus being
transferred between the different
operators, among them O2.

In Spain, the “commercial intelligence”
initiative was held in 2005, to strengthen
the use of the tools in the organisation,
providing precise information to the sales
network to offer each customer the value
proposal most suited to their needs.
Different “Practice Communities” were also
organised among the commercial
professionals with the aim of sharing ideas
and knowledge, to bring out even more the
tacit knowledge and complement the
explicit knowledge of the customers.

toa
customer- centred
company

Customer Satisfaction

The satisfaction of its customers is the
priority objective of the Telefénica Group
and the core of its strategy. In order to
know how this is progressing and to
monitor the effects of the different
measures taken by Telefonica, the Group
companies periodically follow up levels of
satisfaction by polling. The methodology
for measuring General Satisfaction used by
Telefonica International, by Telefonica
Moviles Espana and by Telefénica de
Espana is homogeneous, and its use is
expected to be extended to Telefonica
Moviles Latam as from 2006.

Telefénica de Espafia took more than
500,000 samples in its satisfaction polling
in 2005. In Latin America in the last
measurement of the year, the results of
which were published in December, 4,789
customers were interviewed in the
residential segment, 3,624 SMEs, 1,079 firms
and also 3,499 customers of Speedy, the
broadband service. In the Telefénica
Moviles Espafia studies, the number of
interviewees was 27,000, 14.5% more than
in the previous year, and the global
satisfaction level reached in 2005 was
85.6%.

Likewise in 2005, Telefonica focused on the
analysis of different areas of work that
interact under the umbrella of
consultation, planning, action and solution:
Surveys, Indicators, Proyecto Bandera, Seis
Sigma and Certifications.

The efforts in customer loyalty activities
should also be mentioned. Telefonica
Moviles stands out for launching
campaigns in Spain that rewarded the
permanence of customers and offered
favourable conditions for renewing the
terminal, encouraging greater commitment



Mabp of Telefénica Group channels
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Spain

Own Stores: 112

Exclusive distributor PoS: 5,000
Call Centre': 5,600 operators
Consumer Channel PoS?: 3,500

from our customers. This explains why, in
the fourth quarter of 2005 almost 1.1
million changes were registered, with an
increase of nearly 4.5 million in all the year
2005 (+23.2% compared to the year 2004).
These activities and commercial initiatives
such as the “Ya te llamo yo” [Now I'll call
you] or the “100x1” promotion have proved
an important tool for customer loyalty, and
have enabled us to contain “churn”at a
level of 1.8% for the whole of 2005, despite
the commercial aggressiveness of the
competition.

Telefonica de Espana also worked on a
series of initiatives seeking to encourage an
attitude and individual mentality about the
commercial transformation process,
strengthening particular critical aspects
internally with a greater customer
orientation and taking of initiatives. This is
the case of "Acércate a Ventas”
[Approaching Sales], “Foro de Mejores
Practicas” [Best Practices Forum], “Role
modelling”, or “Acércate a Marketing”
[Approaching Marketing], the latter with
the aim of establishing a new way of
working in marketing (common language
and methodology), and consolidating a
level of marketing knowledge in the
organisation, resulting in more than 45
business ideas, some of which have been
partly or wholly put into practice.

Also during 2005 the TPI group went further
in setting up the comprehensive customer
management project in Spain. This initiative
aims to improve the level of knowledge
about the customer to be able to more
precisely identify their publicity needs and
offer them tailored commercial advice.

Telefonica maintains a fluid dialogue with
many consumer and user associations,
some of which are specialised in the area

Rest of Europe
(UK, Germany and Czech Republic)

Own Stores: 790 (including 194 franchises)
Exclusive distributor PoS: n.d.

Call Centre: n.d.

Consumer Chain PoS2%* 12,000

of ICT. The company has set up a single
communication channel for this in order to
transfer to the different companies and
business lines of the Group the concerns
raised by these associations with
Telefonica.

A multi-channel
offering

Seeking closeness and convenience for
customers, the Company designed a new
multi-channel commercialisation strategy
during 2005, with the entire portfolio of
Telefonica products and services through
its Online, telephone, face-to-face, and
Large Consumer channels..This new multi-
channel model of multi-contact with the
customer, aiming to offer them a single
point of contact able to respond to any
wish or request, has involved the
development of an optimum channel map
in coordination with the whole Telefonica
Group.

The year 2005 also brought the start of
developing the Customer Protection
Service (SDC), an important initiative that is
being finally launched in Spain at the start
of 2006, with the objective of watching
over the customer’s rights and
guaranteeing the Group’s quality
commitments. The SDC is open to
customers of those companies that have
joined the Service: Telefonica de Espana
S.AU and Telefonica Moviles Espafia S.AU.

Central and
South America )
Own Stores: 770 A
Exclusive distributor PoS: 28,000
Call Centre: 10,700 operators
Consumer Chain PoS2:12,000

The SDC is a new instrument for customer
relations that is accepted voluntarily by the
customer and the company, and offers the
customers of companies joining the Service
an additional guarantee of fair treatment
and conditions of equity. Its main function
is to provide a review system for customers
who have previously gone through the
normal complaints procedure made
available by Telefénica, and thus works as a
mechanism of last resort. The work of the
Customer Protection Service will always be
guided by principles of objectivity and
independence, in order to act in the
defence and protection of the customers'
rights.
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Accelerate to increase our leadership

Innovation at the
Telefonica Group

The innovation projects carried out by
Telefénica in 2005 have not been limited to
the creation of new products, services and
management processes, but have also
included all actions geared towards
creating and capturing value and
developing new opportunities for growth.
Proof of this is the 2.9 billion euros invested
in technological innovation (21% more than
the previous year).

For Telefénica, innovation is the key to
profitable and sustained growth, and is
based on the transformation of ideas into
more efficient business processes that offer
competitive advantages, or into profitable
products and services that provide value to
customers. For this reason, innovation
should have a specific impact on revenues,
customer satisfaction or cost reduction, as
a consequence of the changes in
organisational processeses, the business
model and/or the portfolio of products
and services.

In order to achieve good results it is
necessary to develop an innovation culture
and a set of structured and coordinated
processes to strategically address the
social, regulatory and technological
challenges faced by Telefonica.

Technological innovation

in 2005

In 2005, Telefénica earmarked almost 2.9
billion euros, following the OECD criteria, for
technological innovation. This is a 21%
increase with regard to the previous financial
year, mainly due to the incorporation of the
new businesses in Latin America, with a 29%

increase compared to the previous year, and the
Czech Republic, already contributing 2% to the
total of the Group’s technological innovation
activities. 45% of this investment refers to
technological innovation carried out in Spain,
23% to that carried out in Brazil and 6% to the
activities carried out in Argentina.

Telefonica Moviles is, once again, with its
investment accounting for 52% of the total,
the company of the Group with the highest
proportional investment in innovation, due to
its efforts in Latin America. Broken down by
item, technological innovation for the
deployment of new networks is especially
significant.

However, innovation cannot be based on
technology acquisition alone. It is essential
that the research and development activities
be made the axis and focus for the rest of
innovation activities in order to guarantee
competitive advantages.

During 2005, R&D investment rose 16% with
regard to the previous year, reaching 311 million
euros in Spain and more than 533 million
worldwide. The latter figure is equivalent to 1.42
% of Telefonica’s total revenues. According to
data from the European Commission, in 2004,
Telefénica was the Spanish company, including
all sectors, which devoted the most resources
to research and development, with an
investment three times that of the second
company in the classification. Telefonica’s
investment represented 8% of private
investment in R&D in Spain. With regard to the
companies in the ICTs sector, according to the
Spanish Association of ICT Companies, the
sector devoted 1.334 billion euros to R&D, and
5.249 billion euros to technological innovation
in general. According to these figures, Telefonica
accounts for 23% of the ICT sector’s investment
in R&D, and for 22% of its technological
innovation investment.



Distribution of R&D by country

Proof of these efforts is the fact that in
Telefonica 1+D alone, technological
innovation activities in 2005 involved all
1,265 employees of their staff (93% of
whom are university graduates) and
approximately 40 companies and 30
universities, contributing an activity
equivalent to that of more than 1,500
people, of which approximately 600 work
at the Telefonica 1+D centres. Generally
speaking, Telefonica’s R&D activities
generate employment equivalent to 4,200
people in Spain and 6,800 people
worldwide.

Technological innovation in Telefénica 2005

19

million euros

Research by

25 31 Telefénica 1+D
|
|
|
22 / n
22

2005

Distribution of innovation by country

Telefonica 1+D

(Research & Development)

Most of the Group’s R&D activities are
carried out at Telefonica Investigacion y
Desarrollo, a subsidiary fully owned by
Telefonica, which works mainly for the
Group’s businesses, as well as participating
in other research projects, both nationally
and internationally. Its mission is to
contribute to increasing the Group’s
competitiveness through technological
innovation, always bearing in mind that the
R&D activities must represent a
competitive value for the operators,
transferable to the customers.
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13
\ Who carries it out?
‘ |
|
|

What happens?

During 2005, Telefonica initiated a gradual
transformation process, seeking to
strengthen innovation activities as part of
a global strategy, which it defines as one of
the four essential areas of focus to position
itself as the leading integrated operator of
the world.

Telefonica has significantly increased its
efforts of participation in calls for proposals
made by national and European
organisations throughout 2005 and has
taken part in the most important
innovation projects launched by these
organisations. Specifically, during 2005, it
worked on over 1,800 projects, devoted to

2.9

billion euros
17 How does innovation
take place?
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developing products, services and processes
for Telefénica’s businesses, and applied
research financed by the Corporation.
Generally speaking, this activity puts into
practice Telefonica’s strategy, followed for
many years now, of strengthening its own
research and development activities, as a
guarantee to ensure competitive
advantages, and to drive the rest of the
Group’s innovation activities. Thus,
Telefonica is a driving force for
technological innovation, with a double
role: on the one hand it develops the ICT
solutions and platforms and networks it
requires, and on the other hand, it
identifies and anticipates technological
alternatives which could have an impact on
the Businesses.

Another result of Telefonica’s innovating
effort is the Company’s portfolio of
proprietary products, which, at December
31,2005, comprised 3,055 patents, models
and industrial designs. The portfolio has
generated 26.4 million euros in royalties, of
which 77% is from products and
technologies developed by Telefénica I+D.

The new Innovation Model has also led to
the creation of Telefonica 1+D’s Scientific
Advisory Council, formed by academic
experts of national and international
renown, with the mission of providing
guidance to Telefénica from the scientific
and academic spheres.

32

Main products

The development of advanced products,
services and processes has allowed the
different Businesses of the Group to have
quick access to applied results and
solutions, either to increase their offer with
a better positioning in the market or to
incorporate to their systems and processes

improved efficiency and better quality. Thus,

the technological innovation activities
carried out in 2005 have been geared
mainly towards creating value for the Lines
of Business, especially for broadband
services and mobile services.

Fixed telephone services

In the fixed telephone sector, Telefénica
participates in research projects of new
NGN (Next Generation Networks)
opportunities and new protocols that are
being implemented over these networks.
Within the wide range of fields that have
been studied, special attention has been
paid to areas such as service quality for
personal communications and the use of
network types based on GRID technologies
to provide these new services.

Telefonica de Espana (TdE) has developed the
Centro de Servicios (Service Centre), a voice
portal that simplifies and facilitates the
management of the wide range of its
services. It has also worked on achieving full
convergence between NGNs and traditional
networks, in order to offer all the possible
combinations of messaging between
terminals of both networks. This network
capacity is leading to the development of
new concepts of Ambient Intelligence, where
customers do not need to worry about what
type of network they are using, or pay
attention to the phone-set they are
connected to, but may rather use the services
in a transparent manner, leaving the network
to make all the necessary adaptations.

Mobile services

Telefonica Moviles has carried out
consultancy activities for the development
of new network technologies and the
deployment of solutions. In addition, the
commercial efforts related to UMTS
technology, within a context of operation
of heterogeneous networks, and to
GSM/GPRS technology, has meant the
implication of Telefonica in innovating
solutions to optimise networks and
processes (in order to increase operational
efficiency) and increase service quality.

Significant progress has also been made
with regard to leveraging multioperator
synergies, through the platforms developed
to host pay-as-you-go, corporate (VPN),
messaging and other network services. In
this context, they have completed the
deployment of pay-as-you-go services for
seven new operators, in addition to those
already in place (Spain, Mexico and Peru):
Colombia, Ecuador, Guatemala, El Salvador,
Panama and Nicaragua, as well as in Peru.
In addition, its contribution to third
generation voice call and videotelephone
services for mobile networks has been
consolidated, with the launch of new
applications.

2005 has also seen the commercial
consolidation of data over UMTS services in
Spain, which the ‘Oficin@ movistar
UMTS/GPRS’ has improved with capacities,
for business customers. This service has
allowed the connection of high-speed data
and innovative services over UMTS, using
Escritorio movistar (movistar Desktop).

Data services

Telefonica has carried out important
activities aligned with its Broadband strategy,
collaborating for the implementation of new
connectivity services, and setting up



Number of new Telefénica products
Moviles de Espaiia and Telefénica de Espaiia

platforms capable of providing new
communications and contents services, to
customers with DSL access. Thus, it has
promoted new services in xDS environment
and collaborated in the Alejandra network,
which replaces the ATM network with an
Ethernet, to offer the xDSL services.

The development of the Portal de Seleccién
de Servicios de Banda Ancha (Portal for
Selection of Broadband Services), a unified
project aimed at broadening the offer of
broadband services in Latin America,
especially in Brazil, Chile, Argentina and Peru,
has been especially relevant from a strategic
point of view in the offer of variable DSL
services (traffic quotas, time, plans, discounts,
etc.). In 2005, Telefénica reached two million
DSL retail accesses in Latin America.

In addition, 2005 has also seen the launch
of several innovation projects in content
management and advanced services for
the home focused on the interoperability of
devices, ambient intelligence and creation
of new contents.

Television and multimedia services

The activities developed within the
framework of TV over DSL, the Imagenio
Service, have allowed Telefonica to launch
offers on the market, such as the “triple
play” products: products that combine
telephone, data and television services. At
year end 2005, Imagenio had 200,000
customers in Spain and was being
launched in the Czech Republic.

With regard to video services, among other
activities, it is collaborating with the
European Space Agency (ESA), to study the
plausibility of deploying bidirectional
services via satellite in Latin America and
Africa, based on the DVB-RCS standard.

Innovation in commercial and
business processes

Business and operations
management

Efforts in the field of innovation are not only
focused on the launch of new services, but
also on innovation in commercial and
business processes and new working
models. Thus, Telefonica has developed new
management systems and substantially
improved those already in place, within the
framework of commercial and operational
management, aimed at designing innovative
solutions for business processes. The aim is
to provide them with further intelligence
and increase profitability and efficacy of
Provisioning, Billing, Customer Service and
Infrastructure Management processes.

Telefonica also leads the development of
the workforce and activity management
systems, key to improving the performance
of basic businesses, as they reduce
operating costs and improve the quality of
service received by the customers.

In Latin America, it has gradually deployed
the GAUDI system and has contributed
significantly in the mobility of field
technicians. Another relevant activity has
been to strengthen all the systems that
reinforce customer knowledge. In this
sense, it has developed a solution for the
analysis of rates of mobile operators in the
region, which makes it possible to design
attractive rate schemes for the market. In
addition, Telefénica 1+D has extensive
experience in business intelligence
applications, which support decision-
making and allow real-time interactive
access, analysis and handling of critical
information for the company.

Network and service management
There has also been significant activity in
network and service management systems,
aimed at improving infrastructures and
their quality, through innovative solutions.
Thus, 2005 has seen the consolidation of
the Sistema de Explotacion de la Red de
Acceso (SERA) (Access Network System
Management), as the central tool of
Telefonica for the diagnosis of broadband
access breakdowns.

Through the Integrated DSL Management
System, Telefénica has contributed to
consolidating the Imagenio service, with the
incorporation of new network architectures.
For the provision of differentiated mobile
services, it has developed a broadband
manager: the CAC (Connection Admission
Control) System, which allows the provider
of the transport network to guarantee
quality of service for the traffic requested.

In the field of open code software,
significant activities were carried out within
the framework of the free software
community MORFEO, whose aim is to
promote the development of a community
for collaboration on R&D& projects.

Applied Research Activities

The new Innovation Model has
strengthened applied research activities,
more geared to the medium and long
terms, in many cases transversal, with
technologies that will influence the
evolution of the Lines of Business. These
activities have focused on Network
Technologies, Service and Content
Platforms, Business and Residential
Solutions and Information Systems.
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The Applied Research activities within
Telefénica’s corporate framework are
complemented with a strong participation in
European R&D projects, promoted and
partially financed by the EU, that have
contributed decisively to Telefonica being the
leading Spanish company in terms of
participation in this type of project. Thus,
during the period 2004-08, Telefénica is
participating in 71 projects promoted by the
EU, focused mainly in the areas of new
multimedia services, mobile and integrated
communications, and software solutions for
the provision of new services.

In addition, it plays a very active role in EU
initiatives and programmes aimed at
promoting R&D, through three European
technological platforms: eMobility (on
mobility), NEM (Networked Electronic Media)
and NESSI (Networked European Software
and Services Initiative).

There was also been work towards
providing advanced “Ambient Intelligence”
services, which will improve users’
relationship with technology, through
applying concepts such as ubiquitous
computing and communication, user
recognition and natural interfaces.

In addition, the growing importance of
content management has led Telefénica to
develop an integrating vision of
telecommunications, moving towards what
is called “Networked and Electronic Media”™:
new electronic communications and
information. This scenario sets two
challenges: to search for the most
innovative solutions and to promote the
integration both between networks and
between networks and their contents.
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A new innovation culture

An essential factor for Telefénica’s
transformation into an even more
innovative company is the development
and promotion of a new innovation culture
that reaches all employees. To this aim,
Telefonica is creating specific organisations
to manage and promote innovation.

During 2005, Telefénica de Espana set out
to make innovation part of the day-to-day
work of all employees. To this aim, different
activities and measures have been carried
out, such as training sessions, contact with
other companies, creativity technique
sessions, internal communication actions
and projects for the dissemination of
innovation, work sessions with people
recognised for their innovative character,
recognition to employees, identification of
innovative projects, etc. Specifically, the
Innovation Module, one of the four axes of
the strategic programme Meta:Cliente,
offers a framework from which to promote
and cultivate innovation.

Within the innovation tools of Telefonica
Méviles, it is interesting to point to the
establishment of the MovilForum, an
initiative launched in Spain five years ago to
promote the collaboration with the
business world with a view to
strengthening and encouraging
development and commercialisation of
mobility services and applications.
Movilforum -which offers companies its
platforms and networks to carry out tests,
free terminals and training courses-,
currently has over 6,000 partner members
and 150 registered companies, who already
have a catalogue of products and services
with over 200 different applications based
on mobile technology to improve business
management in various sectors such as
Transport, Health, Insurance, Banking,

Public Administration or Leisure, among
others. In addition, during 2005, Telefonica
Moviles Espana has launched the second
Patenta, Fabrica de Ideas, (Patenta, Factory of
Ideas) competition, organised to recognise
the best initiatives of employees related to
the Improvement of Efficiency. The winning
ideas were selected by the Evaluation
Committee of the Competition from a total
of 95 proposals that entered the competition.

In 2005, Telefonica International has also
carried out a series of initiatives geared to
promoting innovation. To this aim, it has
promoted internal initiatives to define its
vision of the Innovation Model, analysing
the most relevant aspects of the innovating
process: definition of innovation strategies,
generation of ideas, development,
assessment of ideas, pilot trials,
commercialisation of results and
management of agreements and alliances
associated with the innovating process.
Specifically, it created an Innovation
Committee, local units for Innovation in
each country, as well as starting the
development of an Annual Innovation Plan.
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Operating
excellence

Accelerate to increase our leadership

Operative excellence is, for Telefénica, one
of the main axes around on which its
transformation process, which commenced
in 2004, is based. Since then the company
has been working on a range of initiatives
to improve efficiency and performance, the
so called ‘Telefonica Excelente’. The
transformation sought in this axis is
aimed at improving our way of doing
things and not just results - becoming
more efficient and consistently achieving a
better perception from our customers.

Effectiveness and Efficiency
In 2005, we believe notable progress was
made in two areas. In each initiative
projects have been implemented aimed at
improving effectiveness and achieving a
significant improvement in the operative
parameters of objective quality. Also,
measures were implemented to improve
efficiency levels, in other words the
amount of resources and means used by
Telefénica to carry out each activity.

The final result of these projects is, in each
initiative. The improvement of our
operations to improve things day by day -
effectiveness - and doing this at a lower
cost base - efficiency. Some notable
projects of this type have included
initiatives such as:

New Working Spaces

Global mobile terminal management
Telefonica customer attention
Regionalisation of operators in America
Broadband quality

E-purchasing

Reduction of logistics costs

Functional reference model (information
systems)

New working spaces:
district C

The aim of the initiative is to achieve a
greater number of mobile workers to
further improve collaboration between
divisions and businesses. This initiative is
one of the levers for improving the
performance of Telefénica employees, in
which district Cis not just a new property
efficiency project (although it is that as
well). It is, above all, an example of
Telefonica’s new working culture which
will be at the heart of the transformation
we are undergoing and which is based on
two concepts: mobility and collaboration.

Thus, workspaces will be at the service of
people, encouraging a new way of
interconnecting, and the architecture and
technology has been designed jointly to
facilitate a new way of working which will
be characterised by more horizontal
relationships, greater mobility, flexibility,
team work and management by
objectives. Spaces, technologies and new
ways of working are three main levers for
innovation and transformation.

In district C the different types of
workstations and spaces are designed to
better meet different requirements, key to
this being the “advanced workstation”
aimed at people with high levels of
mobility or collaboration which enables
more effective use of the company’s
property assets, employee time and
resulting in a better work-life balance.

Executives and managers will not only
work alongside their teams, as is common,
but many will work in open plan and airy
spaces designed to facilitate
communication and collaboration. All this
will mean notable progress to a new form
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of leadership more linked to target and
performance based management; towards
greater autonomy in time and activity
management, beginning a clear trend
towards accounting for time at the
workstation and beyond it. In summary,
spaces and technologies to encourage
talent, creativity and innovation, favouring
development, motivation and greater
balance and generating efficiency and
productivity.

However, district C was also designed as a
space which is open to the city and our
neighbours, an area to share with our
customers and our partners, integrated
into its surroundings and a shop window
to project an innovative Telefénica
committed to the environment, open,
transparent and close.

Without forgetting the initiatives
focussing on effectiveness and efficiency,
in other administrative spaces owned by
Telefonica throughout the world, other
objectives have also been sought:
improving the productivity of building
occupancy (measured in m2 for example)
and implementing a 'paperless office’.

In relation to the first objective it is worth
indicating that in Spain, efficiency rates
have increased by 30% since the beginning
of the plan, a figure which will logically be
increased with the occupation of the new
Telefonica offices in District C. Property
efficiency improvements were also
achieved in other areas, but not as
significant. This has allowed savings in
building occupancy.
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In relation to the second objective — the
paperless office, the project carried out
during 2005 in Spain is achieving
significant results, managing to reduce
paper consumption by more than 40%
since its launch.

Global mobile terminal

management

The second initiative is global mobile
terminal management. The aim of this
initiative is to obtain a radical
improvement in processes of supply and
storage of terminals among operators,
differentiating us from other operators,
giving us a competitive edge over our
competitors.

In this respect, the acquisition of Bell
South Mobile operators during 2004 and
the beginning of 2005 has improved the
leadership position of almost all our
operators in Latin America and has
significantly increased the number of
markets in which they operate. This fact
has made this initiative even more
relevant.

Telefonica de Espafa, for its part, has been
developing the integrated management of
materials, extending monitoring of
Material Management to the whole life
cycle, from acquisition and inventorying to
customer delivery, with the aim of
optimising costs and improving
replacement times to guarantee agreed
service levels.

Telefonica customer attention
The third initiative focuses on Telefonica
customer service. Its aim is to improve
efficiency in interaction with customers
from customer attention centres,
maximising first contact resolution levels
in any requirement related to our
companies, their products and services.

In this respect, the Telefonica de Espana
Operative Excellence module arose as a
response to the need to improve the
quality of attention and service as a
differentiating element, always within the
cost reduction strategy established for the
whole group. Making this philosophy a
reality has required not only the
optimisation of processes but also a
profound cultural transformation
throughout the organisation. Each person
needs to know their contribution to the
value chain and act with a global view of
the company.

The key to success with this module lies in
the capacity to think and act as a single
team, the “Telefonica team”. A transversal
end to end vision is necessary for this, in
which all areas work in close cooperation
with a common objective, the customer.
Basically it means converting this cross
sectoral approach into our greatest
strength.

During 2005, this module’s work focussed
on the most critical areas requiring the
most urgent action. This included
Customer Attention (at home and PNP),
paying attention to quality and immediate
resolution of matters raised by customers.



For 2006 is it planned to expand this
physical customer attention module will
be expanded to include the elimination of
returned service orders and continue
progress in improving broadband products
and services.

Broadband Quality

In relation to the broadband quality
initiative, of particular note is the effort
made in the operations area of all fixed
telephony operators. This effort has taken
the form of projects aimed at operational
improvements and has made it possible to
absorb the large broadband demand
generated as a result of successful
commercial offers which almost all
operators launched during 200s.

The importance to Telefonica of this
initiative lies in the need to put broadband
services in reach of a large section of the
population in the markets we operate in, as
a driver for the modernisation of these
societies.

Specifically Telefonica de Espafia has
focussed on broadband services (Imagenio
and ADSL), improving the processes of
provision, maintenance and service provision
and improving levels of compliance with the
commitments made to the customer. In
maintenance, improvements focussed on
the process of customer attention and
solving incidents and minimising operative
costs, reducing interventions necessary in
the street. Thus, the action plan focussed on
provision of the ADSL Kit, ADSL solutions, PC
equipment, joint subscriptions in the offices
of major customers, ADSL maintenance and
an end to end cross sectoral process:
Imagenio and NetlLan.

Regionalisation of
American operators

This is an initiative clearly aimed at
efficiency, the main lever of which is the
redistribution of skills between units in the
same or different entities to succeed in the
objective of becoming the most efficient
company in the sector in Latin America.

For Telefdnica to become ever more
profitable, and sustainable so, with better
services and solutions, it is necessary to
make more of its personnel’s capacity to
specialise, share its technological
resources and focus on activities directly
related to our business.

In this direction, at the end of 2005
Telefonica International created a General
Operations Department responsible for
production and delivery of services to final
customers and manages all network and
operational processes of customers,
including all systems management. This
division, a regional “plant”, also plays an
important role in coordinating the

Telefénica
Service

imagenio
ADSL

Residential

Personal
service

Application
to other P/S

Quality

Efficiency

operations of Telefénica International,
progressing towards a regional model and
leading in the convergence of systems,
networks and technologies as well as
maximising operative synergies
throughout the region in these areas.

Optima
Project

Commercial
reasons

Companies

PNP
Materials
management
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Other initiatives

As well as those mentioned up to now,
Telefonica is carrying out cross sectoral
monographic projects in e-purchasing, for
the reduction of logistics costs etc.
Significant progress has been made in these
areas and, perhaps the most important,
areas of improvement for greater efficiency
above and beyond the duration of the
initiatives themselves.

Once of these activities carried out by
Telefonica de Espana in 2005 is a new billing
model with the aim of improving customer
satisfaction with the invoice, improving
clarity and quality of same. And the key was
the use of a more user friendly format better
understood by the customer, ensuring the
accuracy of the information it contains.

For its part, and during 2005, tgestiona made
progress in making general efficiency
improvements and, in particular, reducing
the weight of the structure throughout all
country tgestiona units. Likewise,
investments were strictly controlled, falling
to 30% below budget.

Operative efficiency was also one of the
main strategic axes of TPI. In this respect, in
2005 it made the most of its international
presence, transferring and sharing synergies
and practical improvements between the
different subsidiaries which make up the
group. As part of this continuous
improvement process the company has
implemented initiatives not only aimed at
optimising costs, but also rationalising key
functions in the management of different
companies. Some examples, in this respect,
were joint contracts between companies for
paper and printing, unification of planning
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Billing and
charges

and commercial monitoring and the launch
of new products and services.

For its part, in 2005 the strategy of the Atento
Group continued to focus on differentiation
through quality and generating value for its
customers’ business through proximity and
operative excellence. During the year, Atento
moved forwards in its strategy to seek
operative excellence and improve customer
attention, through the Seis Sigma strategy as
the best methodology to start the COPC
(Customer Operations Performance Centre)
certification process in several of the
countries in which it is present.

Also, during 2005, Atento Argentina, Atento
Brazil, Atento Colombia and Atento Mexico y
Centroamérica began progress towards COPC
certification, which certifies specific and very
demanding quality standards for the Contact
Centre sector. It is planned that in 2006, the
same process will begin with Atento Chile,
Atento Puerto Rico and Atento Venezuela.

In terms of Telefonica R+D, during the 2005
financial year it continued to consolidate its
network of Centres of Excellence. It also
notably increased the percentage of activity
carried out in its centres in Mexico DF and
Sao Paulo (Brazil), which share the task of
supporting the technical innovation of the
subsidiaries of the Group which operate in
Latin America.

In the framework of the strategy which
commenced a few years ago aimed at
spreading the Group’s technological
innovation nationally, Telefénica R+D set up,
in Andalusia, the new R+D centre in
Granada, which complements the activities
of Telefénica R+D in its other centres in
Barcelona, Huesca, Madrid and Valladolid.
2005 also saw a clear boost to the centre in
Barcelona, through a new organisational

structure making its possible to triple its
human resources, while a new technological
strategy was developed in relation to the
activities to be carried out there. All this is
making Telefonica R+D a Technological
Innovation Network with national and
international reach.



° >e
Diagnosis

Coming and
going

Involvement, key to
efficiency

The involvement and motivation of the
Telefonica workforce is key to achieving
efficiency. An example of this is can be
found in Telefénica de Espana, whose
organisation of its Operative Excellence
module has an Operative Excellence
Committee comprised of the Chairman of
Telefonica de Espana and the Managing
Directors of business areas, a Committee
from the office of Operative Excellence
formed by the module leader and directors
of the participating areas.

It is supported by the module Office which
is staffed by a team of full time employees
who coordinate the different multi
disciplinary teams participating, and
Project Teams. For each initiative a
multidisciplinary team has been created
with the participation of all divisions
participating in the process.

The working model follows the Lean-Seis
Sigma methodology and is structured in
four phases. The first is “Diagnosis”, critical
to successfully analyse objectives. This
phase analyses the reasons for customer
dissatisfaction and identifies the root
causes of same.

For this, a methodology of “go and see” is
applied, in other words the working team
is integrated in the daily operations of the
activity being analysed. The second, the
“End result model” establishes the vision
of what the final service provided should
be. In this model, which has high yet
achievable ambitions, operative indicators
are established pursuant to best market
practices. The third, the “action plan”

Arrival model

Best practices

> @ > e

Action plan

Over 1000 people in
8oo actions

defines the actions to implement to reach
the end result model. Actions are
staggered into three periods, prioritised
depending on their impact and
complexity: short (jul-os), medium
(dec-o5) and long term (jul-06). Finally,
the “follow up” of each action to ensure
complete implementation.

In 2005, all action plans for the different
projects were launched. Over 800 actions
with over 1,000 people participated
directly from all levels of the organisation.

Follow-up
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Telefonica is making progress in its
integration as a single company, with
values and an identity shared by all the
subsidiaries of the Telefonica Group. To
achieve this objective it is developing
transformation initiatives within the
identity and communication axis.

Brand strategy aimed at defining the
architecture strategy and model for
institutional and commercial brands of
the Telefénica Group.

Communication tools which included
online communication initiatives
(Telefonica on the Internet) and internal
communication (Internal
Communication plan, Intranet etc.).

Corporate responsibility reports, with an
executive summary included in this
annual report.

Telefonica Accesible, which is Telefénica’s
response to the disabled (see section on
Corporate Responsibility).

Public presence of Telefonica, an
initiative lead by the Communications
and Institutional Relations divisions, and
which seeks to position Telefonica as a
strategic ally in the economic,
technological and social progress of the
companies in which it operates.

Encouragement of corporate
volunteering, as a means of building a
group culture, bringing the company
closer to the needs of society.

Management of risk to Corporate
Reputation, aimed at anticipating
situations which might cause a risk to
the perception of Telefonica by its
interest groups.

Brand awareness for fixed telephony

Brand and Architecture
strategy

In 2005, Telefonica reviewed its brand
strategy and architecture model. The aim is
to strengthen the commercial relationship
with customers and transmit corporate
values to interest groups related to the
company - the starting point for fleshing
out the commitments that Telefonica
makes with its interest groups.

Thus, Telefonica has built its brand on two
functional attributes - leadership and
innovation — which are supported by the
capacities of the Group, and two emotional
- Proximity and Commitment - which seek
to give the brand a personality and tighten
relationships with those linked to it.

Said model defines the roles, criteria and
hierarchies between Group brands,
described through its principles of identity
and a graphic system of brand coexistence.

In this context, and as a “masterbrand”,
Telefénica, the main brand because of its
institutional profile and values associated
with it, supports and guarantees the
commercial offer associated with its
commercial brands, increasing their
stature. The commercial brands provide
proximity and freshness, differentiation and
relevance to the commercial offer, making
it more relevant and credible. They also
rejuvenate and refresh the “masterbrand”.
The brand family system is strengthened
via a solid and inseparable relationship. This
doesn't involve a co-branding or
endorsement, but rather a system which
favours the standardisation of values
between Group brands.



Brand awareness for mobile telephony

The graphic system defines colours, codes,
formats, styles and typesetting to transmit
a balanced and coherent picture of

the group.

Brand Committee

In 2005 the "Brand Committee" was
consolidated as a technical body, reporting
directly to the Board of Directors and
headed by the General Manager of
Corporate Communication and comprising
technical representatives from the
different business lines and country
corporate centres and possibly from other
corporate areas for specific matters. Its
mission is to ensure the correct
implementation of the Group's new Brand
Strategy and Architecture Model.

For this end, the Committee has full
powers to catalyse the vision, objectives
and requirements of business lines and
countries, channel all Group initiatives
related to the brand (communication,
advertising, sponsorship, fairs, events etc.)
and encourage the establishment of the
brand architecture system, developing
specific rules, procedures, projects and
initiatives to, if necessary, strengthen
same.

Throughout the year the Committee has
developed new adaptations of the brand
within the scope of Telefénica businesses.
Among them, a new brand strategy for
tgestiona adapted to its new internal and
external business requirements.

Telefonica has developed a range of tools
to manage and analyse information
common to business lines and countries,
with the aim of carrying out ongoing and
systematic monitoring and control of the
reputation, image, satisfaction and affinity
of brands in their different audiences.

In the fixed telephony category, the
Telefonica brand showed high levels of
recognition in all countries. In mobile
telephony, bearing in mind the launch of
the new commercial brand in the
countries where the Group's mobile
operation did not have a presence, similar
levels of recognition were obtained,

and in some cases higher than that of
previous brands.
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Global launch of "movistar”
movistar was the first commercial brand
to adapt its identity to the Telefonica
Group's new architecture strategy. The
advertising campaign for the new image
was launched simultaneously in 13
countries in March 2005 and was
accompanied by attractive product
promotions and services and means the
substitution of the brand image in 25,000
movistar sales establishments.

One year after its launch, the publication
Expansion rated the launch campaign as
one of the best advertising campaigns

carried out in Spain over the next 20 years,

highlighting the coordination of
simultaneous actions in the different
Spanish and Latin American markets.

It can also be stated that the system
of coexistence between both brands,
Telefénica and movistar, has shown
that this level of connection improves
the recognition of both brands among
its customers.
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External
communication

Telefonica sees external communication as
an act of responsibility and transparency in
its relationships with communications
media, and by extension with society. Thus,
with its daily contact with the media,
Telefonica lets its customers, shareholders,
investors and even its own employees what
is going on.

Telefénica pays special attention to its
relationship with the media and meets the
demand for information in various ways,
whether over the phone or by personal
meetings and press conferences with the
aim of meeting all information needs.

This attention is reproduced locally in each
of the countries where the company
operates. The Telefonica communications
team spreads from Buenos Aires to Mexico
DF, from Lima to London and from Prague
to Sao Paolo, and in each country its
relationship with the media is adapted to
the specific nature of each of them, with
the shared aim of transparent, rigorous and
truthful communication.

Another alternative route of
communication and constant information
is the Telefonica virtual press room,
attractive and intuitive, complete and
continuously updated. Just one more
example of the way the Telefonica Group
anticipates and responds to the great
demand for information it generates.
Specifically, in Spain at the end of 2005, the
total amount of sessions on its press room
was 129,398, total accesses to said page
being 2,813,253.

Internal
communication

One of the priorities for the 2005 financial
year was to involve all professionals in
Telefonica’s transformation process, carried
out under the slogan “Forging ahead to
gain leadership”. In this respect, both
internal communications channels and
presentations to directors have paid special
attention to the five main axes for
transformation which have been worked
on since 2004.

Specifically, the Internal Master
Communication Plan approved in 2004 and
aligned with the company’s Strategic Plan,
established for 2005 the aim of giving our
Group a single dynamic for internal
communication which took account of the
requirements and particular nature of all
professionals, motivating their active
participation in achieving the company's
objectives and strengthening internal
‘cohesion. “Forging ahead to gain
leadership” was the main message from
the development of this Master Plan.

In this context, the action plan carried out
in 2005 involved the implementation of
numerous initiatives. Among them, the
creation of teams and new
communications dynamics in different
companies, the inventorying and
remodelling of internal communications
tools and the creation of new channels, the
implementation of personal
communications dynamics and the
commencement of a Training Program in
communication, both for directors and
professionals involved in this sphere. Also
carried out, and in coordination with the
different countries, were specific
communication initiatives in the Master
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Plan, as well as ensuring compliance with
new common objectives of existing actions
in different businesses and countries.

One of the main initiatives of the Internal
Communication Master Plan was the
establishment of an Internal
Communications Consultant-Advisor per
country, which has become a driver and
guarantee for this joint dynamic.

El diario de Telefonica

Specifically, in Spain and as part of the
priorities of the Consultant-Advisor, 2005
saw the launch of "el diario de Telefénica”, a
decisive step forward in the creation of an
integrated communications dynamic for all
Telefonica employees. With real time
information updates, the newspaper has
become the online reference for internal
communication of the Group in this
country, developing and integrating the
experience of various internal
communication channels with those
already available to the Group in Spain,
including Infobuzén, which was included in
the newspaper after g years of daily
contact with employees. It is planned that,
during 2006, this same online channel
model will be progressively implemented in
all the countries where Telefonica operates.

Management portal

Another of the initiatives of the Internal
Master Communication Plan developed over
the year was the launch of the beta version
of the “Management portal” to which the
top 1400 executives throughout the world
have personalised access. This is a new
channel for executives in the Group which,
alongside the Telefénica Intranet, has the
objective of becoming a communication
channel par excellence for executives
involved in Telefonica's process of change as
catalysts for said change process.
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The portal contains content on both
current affairs and training matters,
management tools, items relating to
executive talent etc. Of particular interest
and continuously updated is the Telefonica
Strategic Plan. This activity, lead from the
Presidency in collaboration with the
Communications department, carried out
the following activities in 2005:
Presentation of the Strategic Plan to 34
Boards of Directors in Group subsidiaries
in 7 countries, involving over 400
executives, executive training courses on
the methodology of strategic plans,
involving over 300 participants in Spain (15
sessions) and 750 in Latin America

(35 sessions); cascade communication
through specific communication materials,
among others.

district C

The imminent move to the new
headquarters that Telefonica is building in
Madrid (district C) has lead to the
implementation of an extensive
Communication Plan aimed directly at the
14,000 people who will be transferring to
the complex and, indirectly, to all
professionals in the Group, because district
C will become the benchmark for the new
way of working that Telefonica will be
implementing in all the countries it
operates in, as part of the transformation
process.

Other initiatives

Notable progress has also been made
during 2005 in the new Single Intranet
model, already applied as part of district C
as a pilot experience.
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Teleféonica on the Internet

Germany
Argentina
Brazil
Chile
Colombia
El Salvador
Spain

USA
Guatemala
Morroco
Mexico
Peru
Puerto Rico

http://www.telefonica.de
http://www.telefonica.com.ar
http://www.telefonica.com.br
http://www.telefonicachile.cl
http://www.telefonica.com.co
http://www.telefonica.com.sv
http://www.telefonica.es
http://www.us.telefonica.com
http://www.telefonica.com.gt
http://www.telefonica.ma
http://www.telefonica.com.mx
http://www.telefonica.com.pe
http://www.telefonica.pr/empresas

The new model benefits from the
contributions of experts in all business
lines, with the aim of meeting the
communication and management needs of
all professionals in the Group.

Of particular note are communication and
involvement actions carried out during the
year by the Telefonica de Espana Group.
Thus, numerous activities were launched
and implemented from the
communications module in the “Meta:
Cliente 2005, a project for all” program
developed with over 500 people through
different media Televip, el diario, e-domus,
screensavers, mass mailing, meetings,
motivation channel, motivation mail box
etc. Also implemented was a Plan to
improve communication satisfaction
through the creation of the Focus Group
with operational personnel from the
different divisions, the identification of
improvement actions to be implemented,
among other initiatives.

Online
communications

Telefonica’s online presence articulates
around the Alquimia Project which was
launched at the end of 2002 in the context
of a collaboration agreement between Terra
and Telefonica. This project was completed
at the end of 2005, following the start-up
of the new web page model
"telefonica.pais” in 13 countries. During the
year, a range of technical activities were
also carried out relating to said portals

to improve accessibility to their pages

and obtain better global positioning on
the Internet.

Thus, the number of visits received in 2005
to all "telefonica.pais” portals in Latin
America exceeded sixty million, with over
400,000 individually registered users. The
“telefonica.es” portal ended the 2005
financial year with over three million
monthly visits.

Telefonica presents itself on the Internet as
an integrated telecommunications service
provider in each of the countries it
operates in. The “telefonica.pais” model
seeks to establish in each country a single
point of Internet access allowing the
customer to gain transparent access to all
the company's commercial and
institutional information. The final result is
a range of products and services which
meet the needs of customers; offering
specific solutions aimed at private
individuals, professionals and companies.
Other interest groups of the company
(shareholders, investors, providers,
partners, employees, communications
media and citizens in general) also have
specific sections in each of the
“telefonica.pais” portals.

Telefonica’s Internet model is transparent
and the organisation and technology have
achieved great flexibility and speed in
meeting the needs of the market.
Organisational transparency means it can
adapt to changing commercial models
while maintaining the operative autonomy
of businesses without changing the
model.



Sponsorships

Telefonica participates in numerous
activities in the companies it operates in
through sponsorship of sporting,

technological, cultural and social activities.

In total, during 2005 there were
819 sponsorships.

Cultural

Of particular note are certain cultural
sponsorships such as the ‘Diccionario
Panhispanico de Dudas’ (a dictionary
unifying use of the Spanish language) in
collaboration with the 22 Spanish
Language Academies from all Spanish and
Latin American countries; the
monographic exhibition on Juan Gris at
the National Museum Reina Sofia Art
Centre, with over 160,000 visits; the
celebration of the IV centenary of El
Quixote, with an interactive web site
aimed at school children and with over
194,000 visits. In relation to music, the
most notable events were concerts and
tours in Latin America and Spain of artists
such as Shakira or Carlinhos Brown,
sponsored by Telefénica movistar.

Sports sponsorships

The Telefonica Group has continued its
support for the Spanish driver Fernando
Alonso and the Renault F1 Team, in 2005
and for the first time in the history of
Formula, seeing the World Champion
won by a Spaniard, as well as his group.
Telefénica also continues its support

for football as sponsor and exclusive
provider from the telecom sector to
important Spanish clubs Real Madrid C.F.
and FC. Barcelona as well as supporting
the Zaragoza Expo 2008 through the
football club Zaragoza S.A.D. It has also
initiated a social sponsorship action with
this sport, promoting with great success
initiative such as the Copa movistar de las
Culturas and the Mundialito Solidario,
both aimed at the significant social group
of immigrants.

Also, local initiatives have been carried out
with a popular, cultural or sporting nature,
including the Maraton Popular de Madrid
which attracted over 13,000 runners and in
Latin America support for a large number
of popular and cultural fiestas such as the
fiestas in San Pedrito de Chimbote in Peru
or the Rio carnival in Brazil, among others.
Telefénica wants people to know about its
presence and support for activities in
society, so for this end it has a sponsorship
section on the Internet
www.telefonica.es/patrocinios which is a
window on the actions it promotes and
carries out in all spheres: Sporting, cultural
and social...

Other sponsorships

Another axis of action has developed
through another type of sponsorship
aimed at actively involving and committing
Telefénica to the encouragement and
development of the information society. For
this end it collaborates directly with those
public and private bodies that have the
same objective, through sponsorship of
business forums, congresses and
international meetings of the main
representatives of the sector, such as for
example: Internet Global Congress 2005,
Broadband World Forum Europe 2005, etc.
This strategic line also takes the form of
Technical Institutes, Academies,
professorships in universities, in other
words collaboration knowledge generation
sources in Information Technology matters.

In 2005, once again Telefénica has provided
technical support, through the installation
of telecommunication lines and services, to
the main meeting of European Internet
users - the Campus Party in Valencia
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Leadership people
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Leadership
and commitment

Accelerate to increase our leadership

People management is one of the key
values in the new culture of Telefonica. For
this reason, within the axis aimed at
strengthening the leadership and
commitment of Telefénica's professionals,
numerous initiatives have been taken
related to professional development,
clarity, training or reward policies, among
others.

Description of the workforce
Telefonica closed financial year 2005 with
a workforce of 207,641 professionals, which
is a19% increase over the previous year.
The most significant changes affecting the
workforce during the year were due,
among other reasons, to the purchase or
creation of new companies (TPI Direct in
the Directorios Group, the purchase of
Azeler Automocion and Terra Business
Travel, the creation of Terra Asociadas or
the purchase of Cesky), the closing of
companies such as Terra, Telefonica UK, T
Gestiona Mexico, Lola Films or T. Short in
Contenidos, or to the Continuation of the
Employment Regulation Plan at Telefonica
de Espana. In the latter case, a total of
1,945 employees are recorded as signing
up in 2005, to add to the 7906 requests
for redundancy accumulated up to the
year 2004.

The Telefonica Group workforce worldwide
has the following characteristics: 85.4%
have a fixed or indefinite contract (86% in
2004), with the rest divided between
employees with temporary contracts
(13.6%) and grants (0.9%). As regards their
distribution by functions, without taking
into account the Atento staff, 37.2% are
dedicated to commercial functions (33.2%
in 2004), 48.3% to production functions
and 14.4% to support functions. The
increase in commercial staff for the second
year running stands out. 47% of the

workforce are women (48% in 2004), with
an average seniority of 7.3 years (8 years in
2004) and an average age of 32.7.

The Telefonica Group companies (not
including Atento) made more than 10,000
staff appointments in financial year 2005,
10% of which are appointments from inside
the Group itself.

Telefonica has launched numerous
programmes to incorporate young people
into the workforce or to the labour market
in general. Specifically, Telefonica de Espana
and the Fundacion SEPI, as part of the 2005
grants programme, offered 52 scholarships
to young graduates of tertiary professional
training in the specialities of
Telecommunications and Information
Technology Systems, Commercial and
Marketing Management, Administration
and Finances and IT Systems Management.
This programme of long-term grants is part
of the Employment Creation processes
associated with the Social Plan of the
Employment Regulation Plan, since it is
expected that in 2006 part of those
selected can be consolidated as
appointments to Telefénica. One of the
aims of these incorporations is to
strengthen the Customer Attention Centres
of the Business and Professionals Segment.

Telefonica International, in turn, during
2005 ran a regional process to cover
management vacancies which, through a
committee, identified and selected for and
filled 76 posts. It also designed and set up
a regional mobility programme to spur the
development of professionals with a
regional vision and to push forward
projects of high strategic value for the
company. 70 professionals from all the
countries took part in the rotation
programme.



Characteristics of Telefonica Group workforce

Contract type % Manager-staff ratio % Function % Experience Diversity
fixed temporary grants commercial operations support seniority Average % women
age

Fixed Espana 98.5 1.0 0.6 33 314 56.5 12.1 18.7 423 27.4
Fixed Latinoamérica 95.9 2.0 2.0 6.5 339 53.5 12.6 135 39.7 283
Telefonica Moviles 96.9 11 2.0 10.5 56.2 256 18.1 5.0 30.0 40.5
Contenidos 98.3 16 0.1 54 12.0 72.8 15.2 35 38.7 7.7
Directorios 91.8 59 2.3 7.9 73.7 114 14.9 8.3 38.5 43.9
Atento 714 28.5 0.1 14 0.2 98.5 13 15 27.1 66.3
tgestiona 94.2 11 47 7.4 1.0 93.6 5.4 8.3 25.8 26.2
Cesky Telecom 95.2 438 0.0 53 38.8 49.0 12.2 12.2 37.8 34.4
Otras 84.1 6.9 89 18.0 9.9 524 37.7 4.9 289 47.2

Telefonica Group workforce!

By Country 2005 2004 2003
Spain 60,405 59,978 58,189
Europe 14,326 4,322 -
Czech Rep, 10,051 - -
Netherlands 3,789 3,789 -
Germany 480 533 -
Luxembourg 3 3 -
Switzerland 3 3 -
Latin America 131,968 94,204 80,041
Argentina 18,856 15,177 14,100
Brazil 63,743 51,741 42,496
Chile 12,375 10,060 8,795
Peru 11,548 10,733 9,422
Mexico 8,506 6,493 5,228
Colombia 4487 - -
Venezuela 5,983 - -
USA 1,166 - -
Uruguay 536 - -
Ecuador 747 - -
Panama 601 - -
Nicaragua 285 - -
Central America 3,135 - -
Morocco 942 1,075 -
Other countries - 13,469 10,058
Telefénica 207,641 173,554 148,288
By business 2005 2004 2003
Spain Fixed 35,053 36,425 38,464
Latin America Fixed 28,856 25,905 25,762
Terra - 1,584 2,229
Telefénica Moviles 22,739 19,797 13,093
Directorios 2,942 2,876 2,787
Contenidos 5,734 5,860 4,638
Atento 95,907 74,829 54,394
Cesky Telecom 10,051 - -
Others 6,359 6,278 6,921
Telefonica 207,641 173,554 148,288
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The Atento Group again stood out in 2005

for its capacity for generating employment.

At close of year, the organisation had
96,000 employees, 28 per cent more than
the previous year. This ability to create jobs
and thus contribute to the development of
society was greatly valued in the 12
countries where the Group is present.

Professional development

To continue moving its transformation
process forward, Telefonica has taken
numerous initiatives in 2005 related to a
series of principles: Clarity, Remuneration
Policy, Professional Development, etc. These
initiatives throughout the year and since
the Management Summit of 2004 have
had a particular concrete visibility in the
organisation, led by the senior
management of Telefénica, with a
commitment to follow-up by its Board of
Directors.

If, in general, people are Telefénica’s most
important resources, this statement has
especial importance when we are talking
of innovation, since this is only possible
when it starts from the creative and
pioneering spirit of the people responsible
for developing new products or analysing
the business impact of new technologies.

Professional career

Among the initiatives developed around
the careers of its professionals, Telefénica
established a framework during 2005 for
rotating managers and supervisors with
the aim of encouraging the transfer of
good management practices between
different units of the company, offering the
employees opportunities for professional
development and helping to share existing
talent within the organisation. This makes
it easier to be able to reach management
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levels, since it creates management
vacancies that have to be covered internally
and as a priority. Thus during financial year
2005, 171 managers have rotated internally
(12% of the total), and a good proportion of
JAP (high potential young people) have
taken part in this initiative. In Telefénica de
Espafia, staff rotation between general
departments was used in 30% of the
internal selection processes, and in 44% of
the cases of employees of the same general
department.

Also in 2005, thanks to the participation in
the Fundacion Carolina Grants Programme,
26 professionals of the Telefonica Group in
Latin America worked professionally in
Telefénica Group companies in Spain while
doing postgraduate studies for a year.

The global publication of vacancies in the
Intranet of Telefonica has also helped to
make known to all the Group's employees
the professional opportunities available in
the different companies and to encourage
clarity and transparency in the processes of
filling posts, and foster the transmission of
internal talent. The first phase of the
project was put into effect in March 2005,
and since then more than 350 vacancies
have been published. This tool is available
for publishing both management and non-
management vacancies.

A programme with similar aims is the
interchange of projects between Telefénica
de Espana and Telefonica Latinoamérica,
with the dual purpose of transferring good
project management practices and
developing professionals with an overall
telecommunications group vision. 25
professionals took part in this initiative
during 2005.

At the start of the year, Telefonica de
Espana also approved the evolution of the
expert career model towards a new
professional career in project management
with the aim of understanding and
adapting the expert function to the needs
of the company, identifying the most
suitable experts for each post, offering
more attractive professional perspectives
and greater job satisfaction, and, in brief,
positioning this group within the overall
strategic lines of the company. The Project
Management career, together with the
Commercial career and that of Customer
Technical Adviser (ATC) brings together
around 4000 company professionals into a
single model of professional development
and career. A plan was also drawn up for
revitalising the commercial career,
according to the business units.

The selection of High Potential Young
People (JAP) was completed in 2004 with a
total of 138 employees. Periodic rotations
(from 3 to 6 months) were made in 2005 in
which they carried out their work in other
functional areas within the same company,
other Group companies, and in some cases,
in other countries. This has helped to
increase their overall view and knowledge
of the Group. Additional development
activities are expected to be held in 2006,
which will mark the end of the 2004-2006
invitations to the JAP Programme.



Variable Reward and

Remuneration Policies

Staff costs in the Telefénica Group in 2005
totalled 5.045 billion euros (4.346 billion
euros in 2004), representing some 13.3% of
Group revenues in 2005 (14.4% in 2004). Of
this total, the salaries package (fixed
remuneration + variable remuneration +
benefits + pensions plans + commissions)
covers 78%, with 69.2% corresponding to
the sum of the fixed and variable
remuneration and 4.3% to benefits. In
addition, Telefonica has run up workforce
restructuring costs for a total of 611.20
million euros.

The Telefonica Group’s Remuneration
System is in line with the Group’s global
strategy and with the best market
practices. The objective is to motivate the
employee in a competitive, equitable and
consistent way, setting a remuneration
package based on the following points:
adaptation to the reality of each market
and each business line, consistency with
the values of the Telefonica Group,
focussing on key persons according to their
performance, and the contribution and
relevance of non-cash rewards: social
benefits and in kind.

For defining this remuneration system,
salary benchmarks were set that would
enable comparison with companies in the
market of similar size and importance to
those of the Telefénica Group. These
analyses have been made for the senior and
middle managers in Spain, Europe and Latin
America, and the remuneration conditions
for the workforce in general are described in
the various current collective agreements.
At the end of 2005, there were more than
142,700 Telefonica Group employees with
their conditions regulated by collective
agreements, as against 120,000 in 2004.

For some years the Telefonica Group has
been working on the design and
establishment of variable remuneration
policies to reward its employees’ efforts
and achievement of objectives. These
policies seek, on the one hand, greater
commitment and involvement by the
employees with the objectives of their
company, and on the other, greater equity
in remuneration systems. Variable
remuneration is thus aimed to foster the
achievement of global Group aims and to
reward in function of the contribution to
results through its Company, Area and
individual objectives. It is also based on a
model which, linked to the overall results of
the Group, combines the perspective of
goal achievement (what has been
obtained), with perception of performance
(how it was obtained). More than 147,000
employees (105,000 in 2004) are subject to
variable remuneration based on the
achievement of individual, company and
group goals.

For its managers, both in terms of fixed
and of variable remuneration, the
Telefénica Group set an overall common
remuneration framework aimed at
achieving the results and defined
strategies, with the necessary flexibility
and transparency for maintaining the
greatest possible internal equity and
external competitiveness, and with the aim
of encouraging mobility, attractiveness,
motivation and the retention of
management talent.

Management by competencies

All the Telefonica Group lines share a
generic competencies system for the
employees which reinforces Group values
and serves as a basis for the implantation
of the strategy. Competencies are the
guidelines for performance that enable

each of the employees to know what the
company expects from them, and also
serve as a personalised guide for
professional development.

In 2005, the Telefénica Group companies
took part in an assessment process that
consisted in, at least, self-evaluation and in
the assessment of their supervisors. The
result of this assessment helped to identify
areas of improvement for each employee
and the appropriate activities to be carried
out each year.

During 2005, excluding Atento, more than
78,361 employees of the Telefénica Group
were assessed on the basis of their
competencies. This was a strengthening of
the model compared with the 68,677 in
2004 and the 35,758 in 2003.

Telefonica continues moving ahead with
management by competencies, integrating
them within the different human resources
management systems (selection, training,
development ..), thanks to a corporate
competencies model that aids horizontal
and vertical mobility between areas, units
and countries, driving the development of
the organisation and improving the
integration of personal skills.

The development of competencies is
intended to advance a process of moving
the culture towards a professional model
of greater employability, facilitating
efficiency, the vision of the internal
customer and transfunctional empathy. All
Group employees thus have access to a
training portal where there is a section for
self-development of corporate
competencies in which many activities can
be found to raise one's skill level in the
competencies.
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Hours of training by employee and business line

2005 2004

Seniors Middle Rest of Seniors Middle Rest of

Managers Managers workforce Managers managers  workforce

Spain fixed business 46 187 44 48 187 40
Latin America fixed business 29 69 32 50 48 31
Mobiles business 54 38 39 123 58 71
Directories business 27 67 30 145 132 35
tgestiona Group 21 57 31 - - -
Other companies 13 12 7 38 95 25
Atento Group - - 64 - - 84

The Human Resources area of Telefonica is
also moving ahead on a project of
implanting a 360° assessment model for
the Group managers, which up to now has
completed the assessment of
management talent in 2005 and the 180°
minimum feedback process. 360°
assessment implies the evaluation of
professionals by their superiors, the people
depending on them and the people who
work at the same level, as a complement
to the self-assessment process. A series of
corporate policies around this initiative are
expected to be developed during the next
financial year.

Training

The Telefonica Group invested more than 70
million euros in 2005 in the training of its
employees, an average of 380 euros per
employee. Telefonica Group professionals
spent more than nine million hours in
training in the year 2005, which is an
absolute growth of 5%. By business lines, the
effort of Atento again stands out this year
with more than five and half million hours
of training for its employees. Considering the
Telefonica Group without counting the
customer relations company, the absolute
growth in hours of training is 15%.

Annual hours of training per employee
equivalent are over 48, which breaks down
into 33 hours for managers, 58 for middle
managers and 48 for the rest of the
workforce. The decrease compared to the
60 hours per employee of 2004 is basically
due to the lower intensity of training in
the mobile telephone and directory
businesses, joined to the effect of the
specific training activities for middle level
managers held by Telefénica de Espana in
2004.
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The number of individual students was
over 650,000 (600,000 in 2004) which is
an average of over three training activities
per employee. Counting the rest of the
workforce (without including Atento), the
distribution of hours by functions shows 37
hours of training for employees who
perform commercial functions, 38 for those
with operational functions and 30 for the
support professionals.

During 2005 Telefonica has advanced the
commercial orientation of its workforce
through various training programmes. The
Managers’ programme: “Transforming the
organisation towards the customer”,
already started in 2004 and held for more
than 1,000 managers of all the Group
businesses and given in Spain, Argentina,
Brazil, Chile, Peru and Mexico, went more
deeply into the importance of converting
Telefonica into an operator creating value
solutions for its customers. The training
[tinerary: “Commitment to our customers”
was completed by more than 5,000 middle
managers of the Group in the main
countries where it is present (Argentina,
Brazil, Chile and Peru). This programme has
helped to improve the participants’skills
and the knowledge which they need in
order to respond successfully to the
commitment of the whole organisation to
a greater customer orientation. Among the
activities targeted at all the Group's
employees should be stressed the access to
specific courses for improving the
commercial orientation through the
training Portal.

This commercial orientation in formation
has led to the different Group businesses
reinforcing this commercial training with
specific activities. Among these are the
recuperation of the teacher-collaborator
and the Telefonica de Espana Sales Schools,

and the programmes associated with the
"Customer Commitment” initiative of
Telefonica International. The formation of
Atento’s employees is particularly intensive
due to the size of its workforce, its greater
turnover of professionals compared with
other Telefonica Group companies and to
the special characteristics of the activities
involved in its operations. The employees in
Atento acquire formation in the handling
of computer applications for recording
their contacts with customers, as well as
that directly related to customer attention.

Number of employees
with personalised
training plans'

Spain 35,242
Latin America 7,441
Argentina 1,858
Brazil 1,576
Chile N.D.
Peru 1,060
Mexico 153
Colombia 430
Venezuela 2,364
Rest of America 367
Total 43,050




Workplace environment

The second application of the common
environment survey began in Telefonica in
November 2005. As well as the seven
corporate indicators measured in 2004
(Clarity of Communication, Leadership of
the Immediate Supervisor, Confidence in
Management, Professional Development,
Customer Orientation, Internal
Collaboration, and Perception of the
Group), four extra questions have been
included (passing from 29 to 33) to obtain a
new indicator to measure Innovation in the
Group companies.

66 companies took part in the survey (19
more than in 2004) and 71% participation
has been obtained (10 points more thanin
2004). The objective was set for 2005 of
increasing the Global Satisfaction Index by
5% and this has been passed, increasing it
by 7.1% (3.91 percentage points, passing
from 55% to 58.91%). Taking into account
the 4 values introduced in 2005 (reaching
33 questions) the resulting satisfaction
value is at 58%. The greatest improvement
(average increase of g percentage points)
has been in the perception of the
collaborators, especially in aspects related
to Clarity of Communication and
Confidence in Management. This advance
reduces the gap between the perceptions
of Management and of the Collaborators.
The improvement in the Managers group
has been seen fundamentally in subjects
related with internal Collaboration and in
professional Development.

Evolution working
environment survey

2004 2005
Management 73 78
Mid management 63 64
Collaborators 48 57
Telefénica 55 59

After communicating the results to all the
employees, 2006 will begin with the
design of the action plans for improving
the environment. The priority lines of
action on which the action plans for
improving the environment will
concentrate are: Professional Development,
Leadership, Innovation and Customer
Orientation.

Workplace environment

observatory

During 2004 the workplace environment
observatory was established, comprising
workplace environment representatives
from the main Telefénica companies. Its
mission is to share and encourage
workplace environment improvement
initiatives in the Group and, definitively,
provide a space for debate and innovation
to help improve employee satisfaction and
their motivation in terms of the project for
the future of Telefénica. The workplace
environment observatory started off in
Spain and has been repeated in Argentina,
Brazil, Chile and Peru.
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“Telefonica has
gradually adapted its
organisational structure
to its commercial
orientation and the
development of the
synergies of the Group”
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Group Structure

Telefonica Group Telefonica Latino América Group
% Part % Part
Telefonica de Espana 100.00% Telesp 87.49%
Telefonica Moviles' 92.46% Telefonica del Peru 98.19%
Telefonica Latinoamérica 100.00%  Telefonica de Argentina 98.03%
TPI Group 59.90% TLD Puerto Rico 98.00%
Telefonica de Contenidos 100.00% CTC Chile 44.89%
Atento Group 91.35% Terra Networks Peru 99.99%
Cesky Telecom 69.41%  Terra Networks Mexico 99.99%
Terra Networks USA 100.00%
Terra Networks Guatemala 100.00%
Terra Networks Venezuela 100.00%
Terra Networks Brazil 100.00%
Telefonica Espaﬁa GFOUP Terra Networks Argentina 99.99%
o% Part Terra Networks Chile 100.00%
Terra Networks Colombia 99.99%
Telyc? ' o 100.00% Telefonica Data Colombia 100.00%
Teleﬂ?n!ca Telecgmumc. Publ.lcas 100.00% Telefonica Empresas Brazil 93.98%
Telefclm!ca Soluciones Sectf;rlales 100.00% Telefonica Empresas Peru 9707%
Telefonica Empresastpana 100.00% Telefonica Data Argentina 97.92%
ferra Ngtworks Espana ) 100.00% Telefonica Data USA 100.00%
T.50luciones de Informatica y 10000% 1 |htern. wholesale Serv. (TIWS) 100.00%

Comunicaciones de Espana

Other Participations

% Part
Lycos Europe 32,10%
Sogecable’ 23.83%
Portugal Telecom? 9.84%
China Netcom Group? 5.00%
BBVA 1.07%
Amper 6.10%
Telepizza 4.13%
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Grupo Telefénica

Grupo Telefénica
Espana

Telefonica Moviles Group

Grupo Telefénica
Latinoamérica

Grupo TPI

Paginas amarillas

TPI - Paginas Amarillas Group

% Part % Part
Telefonica Moviles Espana 100,00% TPI Edita 100.00%
Brasilcel 50,00% Publiguias (Chile) 100.00%
TCP Argentina 100,00% TPI Brazil 100.00%
TEM Peru 98,03% TPI Peru 100.00%
T. Moviles Mexico 100,00% Teleinver (Argentina) 100.00%
TM Chile 100,00% 11888 Servicios de Consulta Telefonica 100.00%
TEM El Salvador 99,02% Services de Renseig. T. (Francia) 100.00%
TEM Guatemala 100,00% Servizio di Consultazione Telefonica, 100.00%
Telcel (Venezuela) 100,00% SR.L (Italia)
TEM Colombia 100,00%
TEM Guatemalay Cia 100,00%
Otecel (Ecuador) 100,00% Atento Grou p
TEM Panama 99,98% % Part
Abiatar’(Uruguay) ) 100,00% Atento Teleservicios Espana, S.A. 100.00%
Telefoma Cellular Nlc’a'ragua 100,00% Atento Brazil, SA. 100.00%
Radlo{cc?mum,cavc. I\/\ov.lles SA (Arg) 100,00% Atento Argentina, SA. 100.00%
Telefonica Moviles Chile 100,00% Atento de Guatemala, SA. 100.00%
Group 3G (Germany) >7,20% Atento Mexicana, S.A. de CV. 100.00%
IPSE 2000 (talia} 4559%  atento Peru, SAC. 99.46%
3G Moblle AG (Switzerland) 100,00% Atento Chile, SA. 77 60%
l\/\ed|’Te.Iecom, ) ) 3218% Atento Maroc, S.A. 100.00%
Telef6nica Méviles Interacciona N Atento El Salvador, S.A. de CV 100.00%
100,00% -
Mobipay Espana 13,36%
Mobipay International ‘ 2000%  Telefénica de Contenidos Group
T. Méviles Soluciones y Aplicac. (Chile) 100,00%
Tempos 21° 38,50% % Part
Telefé 100.00%
Endemol’ 99.70%
Telefénica Servicios de Musica 100.00%
Telefonica Servicios Audiovisuales 100.00%
Hispasat 13.23%
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01|04 Timeline

“BellSouth, Cesky Telecom
and O2 were the main
protagonists of the most
important milestones
achieved in the year”
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Timeline

January

Telefonica de Espana exceeds 2,600,000
DSL lines in operation. In addition, it starts
the year with 345 Wi-Fi service points.

Telefonica presents its fifth "The
Information Society in Spain” report,
corresponding to 2004.

Telefonica de Espana’s Text Messaging
Service registers a spectacular increase in
volume of handled messages, exceeding 50
million, a 217% increase compared to the
previous year.

Fundacion Telefénica presents the
Collection “El Cubismo y sus entornos”
(Cubism and its Environment), with over 40
masterpieces .

The President of the Regional Government
of Madrid opens the works for the
Metronorte project, at the future
headquarters of Telefénica, in the Distrito C.

Telesp Celular Participacoes achieves
significant success in its capital increase.

The Board of Directors of Telefénica decides
to increase the shareholder remuneration
policy. To this aim, it agrees to propose to
the General Shareholders’ Meeting the
payment of a dividend of 0.5 euro per share.

César Alierta, Chairman of the Telefénica
Group, closes the Annual Convention of
Telefonica de Espana Managers, within the
process of transformation to turn
Telefonica into the best and largest
integrated telecommunications group in
the world.
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February

Telefonica de Espafna signs an agreement
with the Representatives of the Employees
to launch a telecommuting pilot
programme for employees.

"La Caixa" and Telefonica de Espana reach
an agreement to offer the new Zona ADSL
Wi-Fi pre-paid cards through the bank’s
6,988 automatic teller machines.

The latest worldwide Investor Relations
Websites and Online Annual Reports
Awards gives the first and second prize in
Spain, respectively, to the Internet pages for
Shareholders and Investors of Telefénica
S.A.and Telefénica Moviles S.A., and the
award to the Best Online Annual Report, to
Telefonica’s online report.

Telefonica agrees to propose to Terra
Networks the start of negotiations for a
possible merger. The Board of Directors of
Telefonica, S.A. decides to accept Terra
Networks, S.As proposal and approved the
merger.

César Alierta closes the internal convention
of Telefénica Moviles, highlighting the
company’s significant synergy
opportunities arising after the acquisition
of Bellsouth’s assets in Latin America.

The Customer Relations Centre of
Telefonica Moviles Espafia wins the first
Excellence Prize, awarded every year by Izo
System.

Telefonica Moviles Espafia presents the first
catalogue of "Mobile Services for Social
Integration” in the telecommunications
sector.

March

Telefonica de Espana announces the sale of
DSL access and wireless terminals in major
retail outlets. Imagenio, the new digital
television service of Telefonica de Espana, is
awarded the prize to the best innovative
idea by the magazine Actualidad
Econdomica.

The Spanish Association of
Telecommunications and Information
Society Users (AUTELSI) awards Telefonica
Moviles Espafia the prize in the Digital City
category for its Ciudad Movil (Mobile City)
project.

Telefonica Latinoamérica exceeds one and a
half million DSL lines in operation.

Telefonica’s Spanish website
(www.telefonica.es) registers a 22 per cent
increase in number of sessions and a 21 per
cent increase in number of unique visitors.

Telefonica International holds its |l
Convention of Managers of the Programme
" Compromiso Cliente" (Customer
Commitment).

The Telefonica Group, through the platform
Adquira Espana, reaches electronic
purchases for the value of 4 billion euros in
over 12,000 transactions.

Telefonica de Espafa, through Telefénica
International Wholesale Services (TIWS),
joins the international association Wireless
Broadband Alliance (WBA).



April

Telefonica Moviles unifies the image of its
operations in 13 Spanish-speaking countries
under the brand movistar, an operation
without precedent in the
telecommunications market.

César Alierta chairs the first meeting of the
"Alianza Brazil-Espaia" (Brazil-Spain
Alliance) programme.

The Government of the Czech Republic
approves the sale to Telefénica of 51.1% of
its stake in the operator Cesky Telecom.

Paginasamarillas.es’ street map receives
the annual Award to the Best Website from
the Spanish Association of Internet Users
(AU).

Telefonica creates the Telefonica Board of
the Region of Valencia.

César Alierta announces at the opening of
the IV Investors Conference held in
Barcelona, that in 2008 the company will
reach 8 million DSL customers (Spain and
Latin America) and will enable 40% of the
total number of mobile customers in Spain
to operate with UMTS handsets.

8oth anniversary of Telefonica’s presence
on the Madrid Stock Exchange. On the
occasion, the chairman of Telefénica Group,
César Alierta takes part on April 27 in the
symbolic act of opening the Madrid trading
floor.

May

The Annual General Meeting of Telefonica
Méviles approves a gross fixed dividend for
0.193 euros.

Spain exceeds three million DSL lines in
operation, following the increase in over
95,000 lines in April.

Telefénica Empresas completes the
migration of its interconnection network
with the Switched Telephone Network to a
new generation network.

Telefonica takes part in the Il Social Action
in Businesses Fair, whose aim is to promote
Social Action and Social Responsibility in
companies.

Iberia and Telefénica Empresas reaches an
agreement by which the latter will be
responsible for the management and
operation of the communications of the
airline in Spain for a period of five years.

Fernando Xavier Ferreira replaces Félix
Ivorra as Chairman of the Board of
Directors of Brasilcel and Roberto de
Oliveira Lima takes over from Francisco
Padinha at the head of the Management of
Vivo.

The television advertising spot "Oficina”, of
Telefonica Mdviles Espaiia, receives a Silver
Ampe Award from the Spanish Association
of Advertising Media.

The General Shareholders’ Meeting of
Telefonica approves the merger with Terra
Networks.

June

Terra Networks holds its General
Shareholders’ Meeting in Barcelona, where it
approves the merger between Telefonica, S.A.
and Terra Networks, S.A.

Telefonica Wholesale extends its coverage in
Europe through Dutch operator KPN’s network.

Telefénica Mdviles Espaiia becomes the first
Spanish operator and one of the first
operators in the world, to carry out a real-
time demonstration of the latest
developments in HSDPA technology, the new
version of the UMTS standard.

César Alierta expresses to Alvaro Uribe, the
President of the Republic of Colombia, the
strategic importance that Colombia has for
the Telefénica Group.

The European Commission authorises the
concentration operation whereby Telefonica
S.A. takes control of the Czech
telecommunications operator Cesky Telecom.
Telefonica joins the initiative.

Connect the World, launched by the
International Telecommunications Union (ITU).

Telefonica presents, for the third consecutive
year, its Annual Corporate Responsibility Report.
The new headquarters of Telefonica being built
in Madrid is chosen as the best Town-planning
Project in Spain, and receives the special award
to the best architectural concept at the Real
Estate Awards organised by the financial
newspaper La Gaceta de los Negocios.

Telefonica acquires 2.99% of the share capital
of the Chinese telecommunications company
China Netcom (CNC), and announces its
intention to acquire up to 5 % of the share
capital of CNC.
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July - August

Telefonica requests approval from the Czech
Securities Commission, of a mandatory
tender offer for 48.9% of Cesky Telecom’s
share capital.

The Ministry of Industry, Tourism and
Commerce publishes its “General Report on
Service Quality with Regard to Fixed
Telephone Services in Spain”, where it is
recognises that Telefonica de Espafa offers
high levels of service quality.

The General Directorate of State Assets
awards the Temporary Business Association
formed by Telefonica, Indra and Software AG
the contract for the design and development
of the Spanish Electronic National Identity
Document.

Telefonica Maviles, through its subsidiary
Vivo, launches the first services on the
Brazilian market for mobile handsets based
on Third Generation technology.

Médi Telecom, the subsidiary operator of
Telefonica Moviles in Morocco, wins a fixed
telephone service licence.

Telefonica de Espana completes the first
phase of the deployment of Imagenio across
the Spanish territory.

Telefonica launches a plan for the
reinforcement of its activities and structure
in Catalonia.

Telefénica announces the inclusion in its new
headquarters being built in Madrid (Distrito
(), of the largest solar power site in Europe
and one of the largest roof-mounted solar
cell panel installations in the world.
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September

A report prepared by the Spanish Consumer
Union (UCE) points to the advantages of
Imagenio for consumers and users, with
regard to cable television.

The chairman of Telefénica, César Alierta,
states at the courses held at the UIMP of
Santander that the telecommunications
sector is key in the globalisation and
convergence of technologies.

The Spanish-US Chamber of Commerce
awards the Chairman of Telefénica, "The
Global Spanish Entrepreneur” prize in
recognition of the Telefonica Group’s recent
entry in the Dow Jones Global Titans 50
index of New York.

Telefonica Moviles is listed in the prestigious
FTSEurofirst 300 index, which includes the
300 European companies with the largest
capitalisation of the FTSE Developed Europe
index.

Telefonica creates an advisory body that
reinforces the Group’s new Technological
Innovation Model and establishes a new
framework in the development of its R&D&i
activities.

Telefonica is listed in the European
and World Dow Jones Sustainability
Indices (DJSI).

Telefénica announces that its participation
in Cesky Telecom rises from 51.1% to 69.4 per
cent after concluding its PTO on the Czech
operator.

TPI-Paginas Amarillas announces it will start
to operate in Italy through its subsidiary
1288 Servizio di Consultazione Telefonica.

October

Telefonica takes part in the Broadband
World Forum Europe 2005, the
international meeting that brings together
the main agents of the broadband
business, held in Spain for the first time.

The Spanish Ministry of Industry publishes
a study on the quality of service in the
sector of mobile telephony, where movistar
stands out in four of the six sections
regarding voice and SMS services.

Telefonica de Espana reaches 100,000
Imagenio connections.

Telefonica Moviles Espana, Abertis Telecom,
Nokia and the main TV channels join forces
to carry out the first tests of digital
television on mobiles carried out in Spain.

At the European Parliament, César Alierta
calls for the need of a regulatory
framework that aids investment by the
sector's companies.

Telefonica’s website achieves the most
points with regard to social action,
according to the report by Empresay
Sociedad.

Telefonica de Espana concludes the second
process of free speed duplication for its DSL
lines, which now exceed the figure of 3.48
million.

Telefonica announces the launch of a
binding Tender Offer for the UK company
O2 plc. The Board of Directors of O2 plc
announces its unanimous
recommendation for its shareholders to
accept the offer of Telefonica.



November

Over 2,000 education professionals come
together at the Il EducaRed International
Conference organised by Fundacion
Telefonica.

Telefonica International increases by 57%
the number of DSL lines (Speedy in Latin
America), reaching 2 million.

All twenty-two Spanish Language Academies
present the Diccionario Panhispanico de
Dudas (Pan-Hispanic Dictionary of Usage),
sponsored by Telefonica.

Telefénica de Argentina is prized for its Good
Corporate Governance by the country’s
Centre for Financial Stability. In addition, the
chairman of the Telefonica Group in Chile,
Bruno Philippi, presents the first Corporate
Responsibility report for the country.

The president of the Republic of China, Hu
Jintao, visits the facilities of the National
Centre of Supervision and Operation
(CNSO) at Aravaca, Madrid, coinciding with
the start of his official visit to Spain.

Telefonica de Espana launches its Wi-Fi
roaming service with Telecom Italia and PT
Wi-Fi (Portugal Telecom Group).

Telefonica participates in Tunisia in the
second phase of the World Information
Society Summit promoted by the United
Nations.

Telefénica and NTT DoCoMo analyse
different ways of reinforcing the strategic
alliance between both groups.

Telefonica Moviles reaches an agreement
with Research in Motion (RIM) to launch
BlackBerry in the 13 Latin American
countries.

December

TPI test-launches Noxtrum, an Internet
search engine, with proprietary technology.

Telefonica Moviles Espafia announces that
the Spanish data service market will
generate annual revenues exceeding 350
million euros.

Telefénica, MRW and Caja Madrid stand out
as the entities which are best perceived for
their social action, according to a survey
carried out by the Empresa y Sociedad
Foundation to 275 experts.

Telefonica is awarded four prizes by
AUTELSI (Asociacion Espafiola de Usuarios
de Telecomunicaciones y de la Sociedad de
la Informacion).

Telefonica presents its sixth edition of the
Information Society in Spain report,
corresponding to 2005. 85% of Spanish
homes are connected to the Internet.

Telefonica de Espana presents the project
“One bill, one tree” an initiative that aims
to plant a tree for each client that
subscribes to the online billing service, e-
factura.

Telefonica International announces a new
organisational structure that aims to make
progress in its functioning as a single
company in Latin America.

The Ministry of Public Administrations
renews the image of the State Lotteries
and Bets on the Internet, aided by
Telefonica Empresas.

Telefonica Moviles reaches an agreement
with its partner Alejandro Burillo, for the
purchase of 8% of the capital of Telefénica
Moviles Mexico.

Telefonica launches Peru Magico, a new
international cable television channel,
which will air in the US, Canada, Latin
America and Spain.

The users of the service Imagenio reaches
200,000.

Telefénica adapts its new managerial
structure to the new projection of the
Group’s aims. The new General Directorate
of Coordination, Business Development and
Synergies is created, headed by Julio
Linares, and Luis Lada is named chairman
of Telefénica de Espafia.
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“Telefonica, the best
combination in the
sector in terms of
growth and profitability
for shareholders”
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Information for shareholders

66

Shareholder remuneration

in 2005

In Financial Year 2005, the Telefénica Group
reinforced its strategic aim of positioning
itself as the best combination in the
telecommunications sector in terms of
growth and profitability for its
shareholders. In this sense, the shareholder
remuneration policy has continued making
progress during 2005 and the Company
has positioned itself as one of the most
attractive in the sector, further
strengthened by the acquisition of O2,
announced in October 2005.In 2005, a
dividend of 0.5 ?/share was paid
corresponding to financial year 2004, own
shares of Telefonica S.A. representing 4%
of share capital were distributed, and the
share buyback programme continued. At
March 30,2006, the company’s treasury
stock represented 4.868% of the

share capital.

The measures taken and approved by the
last General Shareholders’ Meeting held on
May 31,2005, were:

The payment of a dividend charged
against the results of the financial year
closed on December 31,2004, for the set
gross sum of 0.23 euros per share. This
dividend was paid on May 13, 2005.

The distribution of own shares of
Telefonica, S.A., in the proportion of one
treasury stock share for every 25 shares
held by shareholders, charged against
paid-in surplus. The distribution
consisted of a maximum of 190,611,206
shares.

The payment of a dividend charged
against paid-in surplus, for a set sum of
0.27 euros per share. This dividend was
paid on November 11,2005.

Telefonica has announced at its Fifth
Investor Conference being held in Valencia
that it has set as a strategic target for the
year 2009 to double both earnings per
share and dividend per share from the 0.91
euros and 0.50 euros reported for 2005.

Moreover, the Chairman of Telefonica will
submit to the Board of Directors a proposal
to pay an interim dividend of 0.30 euros per
share from 2006 profits, to be paid in
November 2006. This payment will be
followed by an additional 0.30 euros per
share to be paid in the first semester

of 2007.

Finally, and until the end of 2007, the
Company has decided to set a limit of 1.5
billion euros and a commitment not to
issue new shares to execute net new
acquisitions over those already announced.
Shares to be acquired to complete the
current buyback program will be cancelled.



Evolution of Share

Performance in 2005

In 2005, the performance of the European
Telecommunications sector was in contrast
with that of the international stock
exchanges, ending the financial year with a
negative profitability of 1.8%. This worse
relative performance was also different to
that of the rest of sectors in Europe, all of
them ending the year with positive returns,
in a macroeconomic context that was more
favourable for other sectors, and untouched
by the perception of higher uncertainty in
the telecommunications sector. Among the
main risks associated with the
telecommunications operators in 2005, it is
important to point to the risk of mergers
and acquisitions, both in cash and in
shares, with the subsequent uncertainty
with regard to future shareholder
remuneration, as well as uncertainties
associated with increased competition,
technology and regulations.

In this context, the evolution of stock
performance for telecommunications
companies was generally negative, except
for the companies considered to be
acquisition targets (TDC +62.9%, OTE and
Telecom Austria +36.2%, KPN +21.2%).
However, Telefénica was the operator with
best performance relative to other
comparable operators, with a negative
return of 8.3% compared to the drops
registered by Telecom Italia (-18.3%),
Deutsche Telecom (-15.4%), France Telecom
(-13.5%) and Vodafone (-11.2%).

Telefonica’s average daily trading volume
on the Spanish stock market in 2005 was
44.5 million shares, up from the 41.4 million
shares traded in 2004. The Company'’s
market capitalisation at close of 2005 was
62.548 billion euros (74.113 billion dollars).
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Stock exchanges where
Telefonica shares are traded

Spanish computerised trading system
(within the “Ibex 35" Index) and the four
Spanish stock exchanges (Madrid,
Barcelona, Bilbao and Valencia)

London Stock Exchange

Paris Stock Exchange
Frankfurt Stock Exchange
Tokyo Stock Exchange

New York Stock Exchange
Buenos Aires Stock Exchange
Lima Stock Exchange

Sao Paulo Stock Exchange

Price / Volume

Returns for Shareholders

A shareholder who purchased 100 shares
at January 1, 2005, would have obtained

a return of —0.94% for financial year 2005,
mainly due to the downward stock market
trend in 2005 that affected the entire
telecommunications sector, and would
have obtained for his or her investment 4
additional shares due to the distribution of
own shares of Telefonica S.A.in the
proportion of 1x25, as well as 51.08 euros
in dividends.

Company Share Capital

The latest share capital modification took
place in June 2005 as a result of the
reduction of the capital with the
amortisation of treasury stock shares (for
an amount of 34,760,964 euros), placing
corporate share capital at 4,921,130,397
euros, which was maintained throughout
financial year 2005.

Number of Shareholders
According to the information obtained
from the “Sociedad de Gestion de los
Sistemas de Registro, Compensacion y
Liquidacion de Valores” (Securities,
Recording, Clearing and Settlement
Systems Management Company)
(Iberclear), dated April 3,2006, the number
of shareholders in Telefénica, according to
separate records in favour of legal and
natural persons, amounted to 1,570,039
shareholders.

Stock performance in 2005
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Purchase of 100 Telefénica shares on January 1, 2005

Ne° shares Net amount
Value of 100 shares at January 1, 2005 100 1,386€
Cash Dividend May 13,2005 100 0.23€/share
Dividend in kind in June distribution 1x25 shares 104 -
Cash Dividend November 11, 2005 104 0.27€/share
Value of 104 shares at January 1,2006 13218€
Total value of portfolio of 104 shares 1,372.9€
Earnings 2005 (0.94) %

Significant Shareholdings'
Telefonica shares are recorded by the book
entry system and therefore the company
does not keep a shareholders’ registry. It is
therefore difficult to know the exact
ownership structure.

In any case, according to the information
available in the Company, there is currently
no natural or legal person that exercises, or
may exercise control, directly or indirectly,
individually or jointly, over Telefonica,

according to the terms established in
article 4 of the Spanish Securities Exchange
Act (Ley del Mercado de Valores).

There are, however, certain shareholders
with shareholdings that can be considered
significant, in accordance with the
Ministerial Order 3722/2003, of December
26.These shareholders are listed below:

Direct Indirect
Total shareholding shareholding
Percentage shares Percentage shares  Percentage shares
BBVA 6.63% 326,349,743 6.63% 326,256,235 0.00% 93,508
La Caixa 5.09% 250,466,066 1.41% 69,406,501 3.68% 181,059,565
Shares held by members of
the Board of Directors’
Name Direct Indirect Number of
Shareholding Shareholding shares held
Mr. César Alierta Izuel 923,200 78,000 1,001,200
Mr. Isidro Fainé Casas 144,978 0 144,978
Mr. Gregorio Villalabeitia Galarraga 55 0 55
Mr. Fernando de Almansa Moreno-Barreda 3,849 0 3,849
Mr. Maximino Carpio Garcia 8,069 0 8,069
Mr. Carlos Colomer Casellas 564 22,450 23,014
Mr. Alfonso Ferrari Herrero 1,883 103,480 105,363
Mr.Gonzalo Hinojosa Fernandez de Angulo 39,476 150,000 189,476
Mr. Miguel Horta e Costa 368 0 368
Mr. Pablo Isla Alvarez de Tejera 401 0 401
Mr. Luis Lada Diaz 31,200 0 31,200
Mr.Julio Linares Lopez 24,420 2,067 26,487
Mr. Antonio Massanell Lavilla 2,190 667 2,857
Mr.Vitalino Manuel Nafria Aznar 300 0 300
Mr. Enrique Used Aznar 20,228 34,000 54,228
Mr. Mario Eduardo Vazquez 10 0 10
Mr. Antonio Viana-Baptista 22,873 0 22,873
Total 1,224,064 390,664 1,614,728
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elefonica maintained 3

prudent coverage of its
financial risks in 2005, at
a reasonable price,
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Risk Management

72

The Telefonica Group is exposed to several
financial market risks, as a result of (i) its
ordinary business, (i) the debt undertaken
to finance its operations, (iii) stakes in
companies, and (iv) other financial
instruments related to the previous points.

The main market risks that affect the
Group’s companies are:

Exchange Rate Risk.

This risk arises mainly due to the
international presence of Telefénica, with
investments and operations in countries
with currencies other than the euro
(mainly in Latin America, but also in the
Czech Republic and, as from 2006, in the
United Kingdom), and due to debt in
currencies other than those of the
countries where business is carried out
or where the companies that have
undertaken the debt are based.

Interest Rate Risk.

This risk is related to the variation of (i)
the financial costs of debt with a variable
interest rate (or with short term
maturity, and foreseeable renewal), as a
consequence of the variation in interest
rates, and of (i) the value of long term
liabilities with fixed interest rates (whose
market value increases when interest
rates drop).

Share Price Risk.

This is the risk related to the variation of
the value of the share stakes that can be
subject to operations, of the derivatives
of those stakes, of the company’s own
treasury stock, and of share derivatives.

In addition, the Group faces liquidity risk,
which arises due to the possibility of
imbalance between the need for funds (for
operating and financial expenses,
investment, debt maturity and committed
dividends) and the sources of these

(income, divestitures, financing
commitments to financial bodies, and
capital market operations). The cost of
obtaining funds can also be affected by
variations in credit margins (of interest
rates) required by the lenders.

Lastly, it is important to note what is known
as “country risk” (in combination with the
market and liquidity risks) that is related to
the possibility of asset value loss or to the
reduction of flows generated or sent to the
parent company, as a consequence of
political, economic and social instability in
the countries where the Telefénica Group
operates, especially in Latin America.

The Telefonica Group actively manages
these risks, with a view to stabilising:

Cash flows, in order to aid the financial
planning and to take advantage of the
investment opportunities that arise,

Financial Results, in order to aid investors
in their understanding and predictions,

The value of the company’s equity,
protecting the value of investments
made.

In cases where these aims are mutually
exclusive, the financial management of the
group decides which aim should prevail.

In its risk management, Telefénica uses
derivative financial instruments, mainly on
exchange rates, interest rates and shares.



Exchange Rate Risk

The main aim of the exchange rate risk
management policy is to compensate (at
least partially) possible loss in the value of
assets related to Telefonica’s business
caused by depreciation of currencies with
regard to the euro, with the savings
generated by the lower value in euros of
the debt in foreign currency (due to the
depreciation of the currency). The degree of
coverage (percentage of foreign currency
debt with regard to asset value)
implemented tends to be higher:

the higher the estimated correlation
between the asset value and the foreign
currency exchange rate, and

the lower the estimated cost of the
coverage (calculated as the spread
between the additional financial costs
for financing in the local currency and
the expected depreciation of the
currency with regard to the euro).

the higher the liquidity of the currency
and derivatives market.

In general, the estimated correlation
between the asset value and the currency
exchange rate is higher the higher the
weight of cash flows generated in the first
years as a percentage of the estimated
value for the asset is.

The protection against future depreciations
of Latin American currencies with regard to
the euro is based, firstly, on the debt in Latin
American currencies. As at December 31, the
debt in Latin American currencies amounted
to almost 5.4 billion euros. However, this debt
is not uniformly distributed as the proportion
of the flows generated in each country, so its
future effectiveness as protection against
exchange rate risks will depend on where
depreciations may take place.

In addition, the protection against losses in
the value of Latin American assets due to
changes in exchange rates, is
complemented with debt in dollars, both in
Spain (associated to the investment while
the coverage is deemed effective) and in
the countries in question in the absence of
a financing market in local currency or a
deep enough coverage market. As at
December 31, the Group’s debt in dollars
amounted to the equivalent of 2.999 billion
euros.

Likewise, the exchange rate risk
management is carried out by seeking to
minimise the negative impact on the
Financial Results, without prejudice to
remaining flexible if required. The need for
this flexibility may arise for three reasons:
(i) due to the narrowness of some
derivatives markets or due to the difficulty
of obtaining financing in local currency,
which does not allow for low cost coverage
(as is the case in Argentina); (i) due to
financing by means of intra-group loans,
with an accounting treatment of the
foreign currency risk different from that
applied to financing through capital
contributions; (iii) due to company
decisions.

In 2005 exchange rate management
achieved positive results amounting to a
total of 162.0 million euros, mostly because
it was decided not to entirely cover the
loans in dollars to Latin American
subsidiaries, which led to profit as a result
of the appreciation with regard to the
dollar and of the dollar with regard to

the euro.

Additionally, in 2005 the group acquired a
69.4% stake in Cesky Telecom for 3.658
billion equivalent euros. This acquisition
was financed with debt, a substantial part
of which (1.839 billion equivalent euros)
was transformed by means of exchange
rate derivatives into synthetic debt in Czech
crowns. This implies that a substantial part
of value of the acquisition has been left
exposed to the risk of the Czech crown —
Euro exchange rate. This decision was
made on the basis of a positive opinion on
the evolution of the Czech economy, an
opinion which underlies the acquisition
decision. From the moment of the
acquisition until December 31, 2005 the
crown increased in value by 3.5% with
regard to the euro.

The recent acquisition of the British
company O2 has been financed with a
multicurrency loan signed in 2005. The
final composition by currency of the
liability resulting from the acquisition will
take into account that part of the value of
the company is due to its business in the
Eurozone (Germany and Ireland), and that
the lack of a perfect correlation between
the value of the business in the United
Kingdom and the Pound Sterling-Euro
exchange rate does not make it advisable
to finance it entirely in Pounds Sterling.
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Interest Rate Risk

The financial costs to Telefonica are
exposed to variations in interest rates. In
2005, short-term interest rates with the
highest volume of exposed debt were
mainly the Euribor, the Brazilian SELIC rate,
the dollar Libor and the Chilean UF. At
December 31,2005, 55% of the total debt
(or 66% of the long-term debt), had its rate
fixed for a period of more than a year. Of
the remaining 45% (floating debt or debt at
a fixed interest rate with a maturity of
under a year) 14 percentage points (or 16%
of long-term debt) had a fixed interest rate
for a period exceeding a year, whereas at
December 31,2004, 83% of the long-term
debt had a fixed interest rate. The new debt
undertaken in the course of the year also
implied exposure to the long-term interest
rates applicable at the time of contracting
or coverage. In this sense, a syndicated loan
of 6 billion euros was taken out, to which
interest rate swaps were associated to fix
the financial costs.

Lastly, the financial updating of the early
retirement liabilities was carried out in the
course of the year with the interest rate
curve of the swap market. The drop in
interest rates implied an increase in the
value of these liabilities.

Financial costs in 2005 came t01.6343
billion euros, 0.3% lower than those in
2004. However, excluding results due to
exchange rate variations, the figures would
be 1.7964 in 2005 and 1.4621 in 2004, which
would entail a 22.9% increase in adjusted
financial costs in 2005 with regard to 2004.
To a great extent this rise is explained by
the 18.6% increase in the total net average
debt (29.5339 billion euros, at December 371,
2005, including early retirement
commitments); the rest of the increase is
due to the rise in interest rates in Brazil
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(average SELIC rate of 19.14% in 2005
compared t0 16.38% in 2004) and to the
increase of the debt in Latin American
currencies, following the acquisitions of
mobile telephony companies made in 2004
and beginning of 2005. Financial expenses
in 2005 show an average cost of 5.5% for
the total average net debt in the year,and
of 6.1%, excluding the effect of variations in
exchange rates.

The acquisition of O2 for almost 17.9 billion
Pounds Sterling through a syndicated loan
and its subsequent refinancing increases
the exposure of the Group to changes in
rates, including Pound Sterling exchange
rates. In January 2006, Telefonica issued
long-term bonds for amounts of 4 billion
euros and 1.25 billion pounds sterling in
order to prolong the maturity terms of its
debt, with fixed interest rates similar to
those used in the valuation of the acquired
company.

Share Price Risk

One of the equity risks to which Telefonica
is exposed is that related to the price of its
own shares, as a result of the share
buyback programme announced in October
2003 and renewed in April 2005, for an
estimated amount of 6 billion euros until
2007 (inclusive), subject to cash flow
generation and the evolution of the

share price.

At December 2005, Telefonica S.A. held over
136 million own shares, and purchase
options for 56 million own shares, with
maturity in the first four months of 2006.
This option strategy offers a certain degree
of protection against the scenario where
share prices rise, purchases become more
expensive and fewer shares can be
purchased with the previously established
amount. The maximum financial losses

that could be faced with this strategy is the
premium paid for the option, if at maturity
the share price were to be lower than the
exercise price; however, in such case
Telefénica would be able to purchase its
shares on the market at a lower price.

Telefonica is also exposed to fluctuations in
the prices of shares of its investee
companies, especially to the extent that
these are not integrated in its core business
and may be subject to divesture. In 2005 the
most significant divestiture was the sale of
25.0% of Endemol, for an estimated amount
of 264.4 Mio. Eur, which generated a profit
of 55.2 Mio. Eur before tax.

Liquidity Risk

Telefonica aims to adapt the maturity profile
of its debt to its capacity to generate cash
flows to pay it, maintaining a certain
margin. In practice, that has led to the
monitoring of two criteria:

1. The average maturity of the Group’s debt
must be longer than the time required to
pay the debt (assuming fulfilment of the
internal projections, and all the flows
generated being allocated to payment of
the debt, and not to dividends or
acquisitions).

N

. The group must be able to pay off all its
commitments in the coming 12 months,
without having to resort to further loans
or to the capital markets (but maintaining
the credit lines already firmly committed
by financing institutions), assuming
budgetary fulfilment.

At December 31, the average maturity of the
net financial debt —30.0669 billion euros-
was 5.0 years. As was announced at the
Investor Conference held in April 2005, the
Telefonica Group expects to generate more
than 36 billion euros in the four-year period



from 2005-2008, assuming exchange rates
stay at 2004 levels. This shows that the
first of the criteria is fulfiled: in a period of
less than four years the Group will be able
to repay all its debt, which has a longer
average maturity.

On the other hand, the gross maturity of
debt in 2006 (8.824 billion euros or 9.066
billion euros taking into account the
market value of derivatives with a maturity
term of under a year and debt to
employees), is less than the liquid assets,
calculated as the sum of (i) liquid assets as
at December 31 of 3.561 billion euros
(temporary financial investments of 1.348
billion euros and treasury of 2.213 billion
euros) (i) the annual cash generation
estimated for 2006 (projected to exceed
the figure of 2005, which amounted to
6.975 billion euros), (iii) the unused lines of
credit committed by banks with an initial
maturity term of more than a year or
extendible at the discretion of the
Telefonica Group (3.029 billion euros at
December 31, including Cesky Telecom and
Endemol BV) and (iv) 1.264 billion euros in
lines of credit with an initial maturity term
of more than a year or extendible at the
discretion of Telefonica used for the
purchase of O2 shares, and which could be
transferred to the syndicated loan of 18.5
billion pounds sterling structured for the
acquisition of that company. The existing
margin allows the Group to face the
payment of a minimum dividend of 50
cents per share (approximately 2.4 billion
euros), and the continuation of the own
shares buyback programme.

Following the acquisition of O2 it is
advisable to perform a liquidity analysis
beyond 2006, estimating possible
additional sums maturing in 2007. After
exercising the extension option, these
could amount to 2.175 billion pounds
sterling (approximately 3.175 billion euros).
This is due to the fact that after, (i)
adjusting the cost of the acquisition to
almost 17.9 billion pounds sterling, (ii)
receiving requests for exchange of 02
shares for “Loan Notes”, and (iii) the January
2006 long-term bond issue for 4 billion
euros and 1.25 billion pounds sterling, it has
been possible to pay off part of the
syndicated loan taken out for the
acquisition. The amount of the loan was
thus reduced to 14.175 billion pounds
sterling, of which only 2.175 billion cannot
be extended beyond October 2007.

To this amount, the long-term debt
maturities for 2007 (almost 2.4 billion
euros) must be added, which would result
in a figure of approximately 5.5 billion
euros, similar to net maturities in 2006
(gross maturity less cash). This figure will
be affected by the results of the
refinancing processes scheduled for 2006,
which will have two contradictory impacts:

An increase in maturities in 2007 due to
short-term renewal of part of the debts
with maturity in 2006 (especially
commercial paper), and

A reduction in 2007 maturities due to
the raising of long-term financing (bonds
and loans) largely to pay off the
syndicated loan for the acquisition of O2.

The raising of long-term financing is
exposed to the financial market risks, both
with regard to volume and to cost. The
possible variation in cost is due not only to
changes benchmark rates (on sovereign
bonds or swap rates) but also to changes
on the credit spread to be paid on these
benchmarks.

Having said this, given the scale of 2007
maturities, the Group should be able to
meet its second criterion —to cover its 12
month commitments with available
financing- at the end of 2006, assuming
the operations generate the expected
flows.

In any case, following the acquisition of Oz,
there is an increased need to have access
to swift credit, at a good price and under
good terms and conditions. To this aim,
Telefonica has established two objectives
as axes of its financial policy:

1. To maintain a BBB+/Baa1 credit rating as
the minimum desirable rating, and

2.To maintain a net debt —assumable
financial commitments ratio equal or
less than 2.5 times the OIBDA (Operating
Income Before Depreciation and
Amortisation) in the medium term.

With regard to these points, the Group’s
current ratings are BBB+ by Standard &
Poor’s, Baa1 by Moody’s and A- by Fitch, and
a pro-forma analysis with unaudited data
at September 2005 (as if the O2 acquisition
had taken place at that date) shows a

net financial debt equal to 3.0 times

the OIBDA.
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Main credit ratios as at year-end 2005*

Operating highlights 2005

| OIBDA 15,276.4
Il Free Cash Flow 7,108.1
11 Capex 4,409.9
Y Telefonica, S.A. dividends 2,379.5
V=l Cash Flow Withheld (before capex) 9,1385
Vil Pro-forma OIBDA 15,733.1
Liabilities at Dec 31,2005
A Financial debt 30,067.0
B Guarantees 449.0
C Net commitments for workforce reduction 3,057.7
D=A+B+C Total debt + Commitments 33,554.3
Financial ratios
Financial Debt / Pro-forma OIBDA 191
Total debt + Commitments / Pro-forma OIBDA 213
Cash Flow Withheld (before capex) Total Debt + Commitments 27.23%

Country Risk

The perception of sovereign risk in Latin
America ended 2005 under 280 bps, an all-
time low , due to a number of
macroeconomic milestones, some of them
historic. Thus, with a growth of over 4% in
2005, a path of high and solid growth is
established, which has allowed an 1%
growth of the income per capita in the
region since 2003, the highest growth rate
since the 1970s. In addition, this growth
has occurred with no rise in inflation (6%)
and, even more importantly, with the
current account showing a record surplus
of $30 billion.

Undoubtedly, the favourable international
climate of growth and the prices of raw
materials generated clear improvements in
the region’s terms of trade (31% above the
average in the 1990s), driving export
growth to almost 10%. This influx was
accompanied by a strong increase in the
remittances from expatriate workers, to
$47.4 billion.

The current account surplus, equal to 1.3%
of the GDP, was further strengthened by
the $47 billion in direct foreign investment.
This has made it possible to pay off $42
billion of foreign debt and to accumulate
$35 billion in international reserves,
reaching the highest level since 1990. That
is, the region has taken advantage of the
favourable climate to address its weakest
points in terms of external vulnerability:
high foreign debt and low reserves.

In addition, some governments in the
region have taken advantage of the
existing surplus liquidity and the emerging
appetite for risk, to swap external debt for
domestic debt on favourable terms
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(Argentina, Colombia and Peru) or to
redeem debt issued on foreign markets
(Argentina, Brazil, Mexico, Panama and
Peru) so as to increase maturities for long-
term debt and increase the percentage of
foreign debt in local currency (especially in
Mexico and Brazil).

All these measures —aimed at raising the
credit rating of the region to ‘investment
grade’- have been reflected not only in the
lowest country risk rate in history, as was
mentioned at the beginning of this section,
but also in the appreciation by 4% in the
real trade-weighted exchange rate of the
region with regard to the rest of the world
and more moderate public debt ratios
(42.9% of GDP), thereby boosting investor
confidence and regaining investment ratios
similar to those of 1998 (almost 23% of
GDP), before the severe economic recession
that lasted until 2002.

Although the macroeconomic scenario
promises stability and the economic
policies are still appropriate, it is necessary
to bear in mind some risks that are still
present on the microeconomic front, that
affect the countries in the region when
compared to other more economically
developed countries. Among these risks are
regulatory decisions, the highly
bureaucratic procedures in business and
the rigidity of some of the market of
production factors, which prevent the
region from achieving a higher growth
through investment and productivity.
Likewise, additional efforts are required in
terms of reforms of the tax, educational
and health systems that build on the
achievements gained in human
development in recent years for the region
to meet the World Bank’s Millennium
Development Goals.

The previously mentioned improvement in
the economic context and the positive
outlook does not prevent Telefénica from
continuing with its strict monitoring of the
risk of unforeseen loss in value of Latin
American assets due to possible social,
economic or political instability. To this aim,
it has continued by pursuing two broad
lines of action (in addition to the normal
management of its businesses):

1. To partially compensate the assets with
liabilities in the Latin American
companies, not guaranteed by the parent
company, to ensure that any loss in asset
value would go hand in hand with a
reduction of liabilities, and

2. To repatriate funds generated in Latin
America which are not expected to be
made satisfactorily profitable in future,
through opportunities for the
development of the business in
the region.

With regard to the first point, the Latin
American companies have a net external
debt volume unguaranteed by the Spanish
companies amounting to 2.716 billion
euros, 9% of the net financial debt of the
Group, with Brazil (1.583 billion euros) and
Argentina (760 million euros) as especially
salient cases. In some mobile companies
previously belonging to Bell South there
was another debt guaranteed by Telefénica
S.A.as a result of the acquisition process,
part of which has already been refinanced
without guarantee. In fact, in December
2005 the mobile subsidiary in Chile signed
aloan for almost 180 million dollars
(without guarantees from the parent
company) in order to replace another loan
for the same amount guaranteed by
Telefonica S.A., for which reason this
amount has been considered part of the
total external debt without recourse in



Latin America (even though the
replacement took effect at the beginning
of January). In addition, the mobile
subsidiary in Peru refinanced, without
guarantees from the parent company,
throughout 2005 and the beginning of this
year, a loan for 200 million dollars
guaranteed by Telefénica, S.A,, whose
outstanding balance at December 31
amounted to 163 million dollars (not
included in the external debt without
recourse in Latin America at December 31).

Also as an exceptional measure, Telefonica,
S.A.guaranteed a programme for the
issuance of certificados bursatiles (peso
bond) for the amount of up to 12 billion
Mexican pesos by its indirect subsidiary
Teleféonica Finanzas de Mexico, S.A. de CV.
The amount issued under this programme
at December 31 amounted to g billion
pesos. Subsequent issues have raised the
amount to a total of up to 11.5 billion pesos,
an amount that has not been included in
the previous calculation of Latin American
debt without recourse (nor has the
calculation for the total unused cash at
December 31 been included). The special
factors that led to extending the guarantee
in this specific case are:

Difficulties to make contributions from
the Telefénica Group, either in capital
(due to the existence of a minority
shareholder) or debt (due to fiscal
inefficiencies).

Impossibility of raising external financial
resources for the necessary amount at a
reasonable cost, given the long phase of
expansion the company has embarked
on, and that correspond to negative
operating results due to the strong
commercial activity and high investment
in infrastructure.

Possibility of legally implementing the
guarantee without causing a structural
subordination for the rest of Telefénica’s
creditors (from the point of view of the
credit rating agencies).

With regard to the second point
—repatriation of funds — in the year 2005
Latin America received a net sum of 1.684
billion euros —excluding Mexico- mostly in
dividends (884 million euros) and the rest
in loan interests and principal to the Latin
American subsidiaries and management
fees. In the opposite direction, the influx of
funds into Mexico continued mainly to
finance the needs of Telefénica Moviles
both for capex -261 million euros-, and
OIBDA losses -159 million euros-.

Lastly, the exposure of Telefénica SA's
OIBDA to the different countries has

altered slightly after the final completion of

the acquisition of the subsidiary mobile
companies of Bell South at the beginning
of 2005 and the acquisition of Cesky
Telecom. Thus, looking at the most
important countries in terms of OIBDA
generation, the Eurozone still dominates,
with 61.8% of the total, followed by Brazil
(generating 18.5% of the Group’s OIBDA),
Argentina (4.7%), Chile (4.2%), Venezuela
(3.9%) and Peru (3.8%), with the exposure
to the Czech Republic being 3% of the
Group'’s OIBDA for 200s.

Derivatives Policy

At December 31,2005 the nominal value of
outstanding derivatives with external
counterparties came to 58.1345 billion
euros. This volume is so high because
derivatives may be applied several times to
the same debt for an amount equal to its
nominal value; for instance, a debt in
foreign currency may be hedged into euros,
at a floating rate, and then for each interest
rate period, the rate may be fixed by using
an FRA. Even adjusting the position
downwards, it is necessary to exercise
extreme caution when using derivatives so
as to avoid problems due to errors or lack
of knowledge of the real position and

its risks.

The policy followed in the use of derivatives
emphasised the following points:

. Existence of a clearly identified
underlying, on which the derivative
is based.

Acceptable underlying include profits,
income and cash flows both in the
Company’s operating currency and in
currencies other than the operating
currency. These flows may be contractual
(debt and interest payments, payment of
accounts payable in foreign currency)
which are reasonably certain or
foreseeable (capex programme, future
debt issues, commercial paper
programmes, etc.). Whether the
previously mentioned cases are counted
as underlying, will not depend on
whether or not they adapt to the criteria
required by accounting regulations for
underlying as hedged items, as occurs,
for instance, with some intragroup
transactions. In addition, in the case of
the parent company, the investment in
subsidiaries with an operating currency
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other than the euro also qualify as
acceptable underlying assets.

Economic hedges, i.e. hedges with an
assigned underlying asset and which in
some circumstances may offset
variations in the value of the underlying
asset, do not always fulfil the
requirements and effectiveness tests
established by the various accounting
regulations to be treated as hedges. The
decision to maintain them after they fail
to pass the effectiveness test or certain
requirements are not fulfiled, will
depend on the marginal impact on the
financial statements and therefore on
how far this might compromise the aim

of stabilising the Financial Statements. In

any event the results are recorded in the
Profit and Loss Account.

In this sense, in 2004, hedging
relationships were adjusted to take into
account changes in the treatment that
the IFRS gives to certain transactions
with respect to previous regulations, so
as to maintain the full economic hedge
while limiting the combined impact of
the hedge and its underlying in the
financial statements.

. Adjustment of the underlying to one
side of the derivative.

This adjustment is applied mostly to
debt in foreign currency and derivatives
hedging payments in foreign currency in
the Group’s subsidiaries, as a way of
cancelling the risk derived from
variations in foreign currency interest
rates. However, even when a perfect
hedging of the flows is sought, the lack
of depth to certain markets, especially
those associated to LATAM currencies,
has led to historical imbalances between
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the characteristics of the hedges and the
debts covered. Telefonica Group’s
intention is to reduce these imbalances,
so long as this does not involve
disproportionate transaction costs. In
this sense, if the adjustment is not
possible for the reasons mentioned, the
Group will seek to modify the financial
duration of the foreign currency
underlying in order to minimise foreign
currency interest rate risk.

On some occasions, the definition of the
underlying the derivative is assigned to
does not coincide with the timing of the
contractual underlying.

I1l. Identity of the country contracting the

derivative and the company that owns
the underlying.

In general, it is sought that the hedging
derivative and the underlying asset or
risk that it covers are held by the same
company. However, on other occasions,
hedges have been taken out by the
holding of the companies which own the
underlying asset, (Telefénica S.A,
Telefénica Méviles S.A.and TISA). These
transactions fail to meet the hedging
criteria required by accounting standards
and resulting gains or losses are
therefore recognised on the Profit and
Losses Account. The main reasons for the
mentioned separation of the hedge and
the underlying asset were possible
differences in the legal validity of local
hedges with regard to international
hedged (as a result of unforeseen legal
changes) and the different credit ratings
of the counterparties (whether the
companies of the Group involved or

the banks).

IV. Capacity to measure the derivatives’
market value, using the valuation
systems available to the Group.

Telefonica uses a number of tools to
measure and manage risks in derivatives
and debt. The include, notably, Kondor+
system, licensed by Reuters and widely
used by financial entities, as well MBRM
specialist financial calculator libraries.

V. Sale of options only when there is an
underlying exposure.

The sale of options is only allowed when:
i) there is an underlying exposure
(recorded on the balance or associated
with a highly probable external flow)
that would offset the potential loss from
the exercise of the option by the
counterparty, or ii) this option is part of a
structure where there exists another
derivative that can offset this loss.
Likewise, the sale of options included in
the option structures where at the time
of contracting, the net premium is
higher or equal to zero, is allowed.

For instance, short term options on
interest rate swaps can be sold, which
entitle the counterparty to enter a swap
receiving a specific fixed interest rate,
below the level prevailing at the time of
selling the option; thus, if rates dropped,
Telefonica would swap part of its debt
from floating rate to a fixed rate, at
lower levels to the initial ones, having
collected a premium.



VI. Hedge Accounting:

The main risks that may qualify for
hedge accounting (that is, with
symmetry between the underlying asset
and the hedge) are:

Variations in market interest rates (either
money market rates, or credit spreads, or
both) that affect the value of the
underlying asset or the measurement of
the cash flows.

Variations in exchange rates that affect
the value of the underlying asset in the
company’s operating currency and that
influence the measurement of the cash
flow in the operating currency.

Variations in the volatility associated with
any financial variable, asset or liability,
which modifies either the valuation or
the measurement of flows in debts or
investments with embedded options,
whether or not these options are
separable.

Variations in the valuation of any
financial asset, especially shares of
companies held in the available-for-sale
portfolio.

Regarding the Underlying Asset,

Hedges can cover the total value or part
of the value of the underlying asset.

The risk to be hedged may be for the
entire period of the transaction, or for a
time fraction of said transaction.

The underlying asset may be a highly
probable future transaction, or a
contractual underlying asset (loan,
payment in foreign currency, investment,
financial asset...) or a combination of
both that defines an underlying asset
with a longer term. Thus, there are cases
in which the contracted hedges have

longer terms than the contractual
underlying assets to which they are
associated. This occurs when Telefonica
enters into long-term swaps, caps, or
collars to protect itself against interest
rates rises that may raise the financial
costs generated by its promissory notes,
commercial paper and certain floating
rate loans which mature earlier than
their hedges. The likelihood of renewing
these financing operations with a
floating interest rate is very high and the
company commits to this by defining the
underlying asset in more general terms
as a financing programme with floating
interest rates whose maturity coincides
with the maturity of the hedge.

Hedges can be of three types:

Fair value hedges.

Cash flow hedges, for any value of the
risk to be hedged (interest rates,
exchange rates, etc.) or for a given range
within said value (interest rates of
between 2% and 4%, interest rates above
4%, etc). In the latter case, options are
used as the hedging instruments, and
only the intrinsic value of the option is
recognised as an effective hedge.
Changes in the time value of the option
are recorded as profits and losses.

Hedges on net investment associated
with subsidiaries that are integrated in
the consolidation of the Group. In
general these will be put in place by
Telefonica S.A and other Group holding
companies. Wherever possible, these
hedges are implemented through real

debt in foreign currency. However, this is
often not possible for many Latin
American currencies, as non-resident
companies cannot issue debt in these
currencies as they are not convertible. It
may also be that the depth of the debt
market in that currency is not sufficient
to accommodate the required hedge
(Czech Crown, Pound Sterling), or that an
acquisition is made in cash, with no need
for market finance. In these cases, the
Group resorts to derivative instruments,
either forwards or cross-currency swaps,
to hedge the net investment. “Pay fixed-
rate foreign currency” cross-currency
swaps are valued using the forward
calculation method (the interest spread
and changes in value of the derivative
due to changes in the interest rates are
taken to equity). For “pay floating-rate
foreign currency” swaps, the spot
method is used (the interest spread and
changes in value of the derivative due to
movements in interest rates are taken to
earnings). As an exception to this general
rule, for those currencies in which the
interest spreads with regard to the euro
is high (e.g. Brazil), short-term structures
are chosen (about 1year) and the spot
method is used even for fixed-rate
foreign currency swaps, in order to make
the Financial Statements easier to
understand. For hedges with forwards
the case is analysed currency by currency.
For reasons related to technical market
issues, or to a possible change in the fx
risk perception, it may be decided to
cancel the designation of a position as a
hedge early, regardless of its maturity
term. Likewise, for those hedging
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positions approaching maturity (under 3
months), for technical market reasons,
such as liquidity, depth, etc. maturity may
be brought forward (by taking an
offsetting position or selling the
derivative on the market) should it have
been decided not to renew, in which case
the designation would be cancelled, and
the operation can then be treated as
effectively the same as the hedge
reaching maturity. Otherwise, the hedge
can be renewed early, in which case the
designation of the first hedge is
cancelled and the new hedge is
designated in its stead. Sometimes, a
derivative-based hedged may be
renewed using foreign currency debt
instruments.

Hedges can comprise a combination of
different derivatives.

Management of accounting hedges need
not be static, with an unchanging hedging
relationship lasting through to maturity. In
fact, hedging relationships may change to
allow appropriate management that serves
the Group’s stated principles of stabilising
cash flows, financial results and protecting
the Group’s share capital. Thus, the
designation of the hedged may be
cancelled, before their maturity, either by a
change in the underlying asset or by a
change in the perceived risk on the
underlying asset. Derivatives included in

these hedges may be reassigned to other
possible new hedges that must pass the
effectiveness tests and be properly
documented.

The guiding principles for risk
management are laid down by the General
Management of Corporate Finance of the
Telefonica Group and implemented by the
financial managers of the companies
(ensuring they are in keeping with both the
individual interests of the companies and
those of the Group). The General
Management of Corporate Finance may
authorise deviations from this policy for
justifiable reasons, normally when the
market is too thin for the volume of
transactions or for clearly limited, reduced
risks. Likewise, companies joining the
Group as a result of acquisitions or mergers
may require time to adapt.



Risk Control Systems

Telefonica carries out constant monitoring
of the most significant risks that could
affect the main companies that form part
of its Group. To this aim it has a Corporate
Model that is applied periodically and
homogeneously in the Companies of the
Group, allowing the evaluation of both the
importance of each of the risks that could
affect the companies, and the degree of
control over each of the risks.

Thus, the Group has a risk map that allows
it to identify those risks that require
specific control and monitoring, prioritised
in accordance with their importance. In
addition, the model has a matrix that
includes all the operational processes
where each of the risks considered are
managed, in order to allow the evaluation
of the established controls and be able to
have reasonable certainty that they will
not materialise.

The identification of these risks and
processes is carried out by the Internal
Auditing Office, which is responsible for the
internal control of the Group. Its results are
informed periodically to Telefonica’s Audit
and Control Committee.

The 50 risks considered in the model are
classified in the following categories:

Business process risks: (operational risks,
integrity risks, management and human
resources risks, technological risks and
financial risks).

Information risks: (operational, financial
and strategic)

Contextual risks: (competition;
shareholder relations; availability of
resources; political and economic
environment; legal and fiscal; regulations
and changes in the sector).
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Corporate Governance

Shareholders with
significant stakes

Name or % total share
corporate name capital
"La Caixa” 5.09%
BBVA 6.63%
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Ownership

Telefonica’s fully subscribed and paid-up
share capital amounts to 4,921,130,397
euros, and is divided into 4,921,130,397
ordinary shares, of a single class and series,
with a nominal value of (1) one euro each,
represented by book entries.

In accordance with the information
available in the Company, there is currently
no natural or legal person that exercises, or
may exercise control, directly or indirectly,
individually or jointly, over Telefonica. There
are, however, two shareholders with
significant shareholdings, directly and
indirectly, as is shown in the following
table: Caja de Ahorros y Pensiones de
Barcelona (La Caixa), and Banco Bilbao
Vizcaya Argentaria, S.A. (BBVA), with 5.09%
and 6.632% of the share capital,
respectively.

Corporate Governance
in Telefonica

Principles of Corporate

Governance

The basic corporate governance regulations
of Telefénica are set out in the Company
By-laws, in the Regulations of the General
Shareholders Meeting and in the
Regulations of the Board of Directors.

The Regulations of the General
Shareholders’ Meeting establishes the
principles of organisation and its operation,
offering shareholders a framework that
guarantees and enables the exercise of
their rights with regard to the General
Shareholder’s Meeting, as the governing
body of the Company.

Likewise, the Regulations of the Board of
Directors, as the founding rules of
corporate governance for the Company,
determine the principles guiding the
actions of the Board of Directors, regulate
its organisation and operation and
establish the rules of conduct for its
members.

In accordance with the foregoing, and as
the basis of the governance structure of
Telefénica, the Regulations of the Board of
Directors of the Company determine the
fundamental principles that guide the
actions of the Board of Directors:

With respect to corporate interest. The
Board of Directors executes its functions in
accordance with corporate interest,
understood as the Company's interest, and,



This chapter presents a summarised version of the Annual
Report on Corporate Governance of Telefonica S.A. for FY 2005.
This report, which addresses the requirements established in
the Circular 1/2004, of March 17, of the Comision Nacional del
Mercado de Valores (Spanish Stock Exchange Commission), is
published on an annual basis, and can be accessed through the
Company’s website for shareholders and investors.

(www.telefonica.es/investors).

in this respect, acts to guarantee the long
term viability of the Company and
maximise its value, whilst taking into
account the plurality of legitimate public
or private interests that converge in the
execution of all business activities.

With respect to its shareholders. The Board
of Directors, as the liaison between the
shareholders and management, is
responsible for setting up the necessary
channels to be aware of the suggestions
put forward by shareholders with respect
to the corporate management. The Board
of Directors also undertakes to

guarantee equal treatment in its relations
with shareholders.

With respect to the market. The Board
undertakes to execute the acts and take
the necessary measures to ensure the
Company's transparency in financial
markets, and to promote correct formation
of the Company's share prices, particularly
avoiding manipulation and abuse of
privileged information.

The Board of Directors

The Regulations of the Board of Directors
establish it as a basically supervisory body
controlling the Company’s activity, while
entrusting the day-to-day management of
the business to the executive bodies and
the management team. Moreover, and in
keeping with the provisions of these
Regulations, those powers that are legally
or statutorily reserved for the Board of
Directors may not be delegated, nor may
any others necessary for the responsible
performance of its basic supervisory and
control duties.

Accordingly, and within the scope of its
duties of supervision and control, the Board
of Directors (i) determines the strategies
and guidelines for the Company
management, (ii) establishes the basis for
corporate organisation to ensure its
maximum efficiency, (iii) implements and
oversees the suitable information
procedures to report Company information
to shareholders and the markets in general,
(iv) makes decisions regarding business
and financial transactions of particular
importance to the Company and (v)
approves the bases of its own organisation
and operation to ensure the optimal
fulfilment of these duties.

The Company By-Laws of Telefonica
establish that the Board of Directors must
comprise a minimum of five and a
maximum of twenty Board Members. In
April 2006, the Board of Directors of
Telefonica was comprised of 18 Directors, of
which 6 are Executive Directors, 4 are
Proprietary Directors and 8 are
Independent Directors.
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The Board of Directors

Executive Committee

Subject to the legislation in force, the
Board of Directors has expressly delegated
all of its powers and attributes, save those
that may not be legally or statutorily
delegated, to an Executive Committee with
general decision-making powers.

The relationship between the Board of
Directors and its Executive Committee is
based on the principle of transparency,
such that the Board is always fully aware of
the decisions adopted by the Committee.
Thus, the Board of Directors is informed at
each of its sessions of all the resolutions
adopted by the Executive Committee,
distributing a summary of the minutes of
the Committee sessions for this purpose to
all the Board members. The Board then
proceeds to ratify these resolutions.
Moreover, the election of the members of
the Board of Directors to the Executive
Committee must have the backing of, at
least, two thirds of the Board of Directors.

The Board of Directors’
Consultative or Control

Committees

The Board of Directors of Telefénica has
constituted several consultative or control
Committees —precisely six- which it
entrusts with the continual study and
monitoring of areas of particular relevance
for the Company’s good governance, or for
the monographic analysis of certain
significant aspects or issues where such
study is appropriate. These Committees are
not corporate bodies, but rather are
structured as instruments to serve the
Board of Directors, which receives the
conclusions reached in the matters and
issues the Committees are instructed

to study.
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Composition of the Board of Directors
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Among the consultative or control
Committees constituted by the Board of
Directors of Telefénica, are those that have
been specifically recommended:

Audit and Control Committee, established
in 1997, is regulated by the Company By-
Laws and the Board Regulations. It verifies
both the financial information and the
annual accounts of the Company, ensuring
that all the financial information is
prepared in accordance with the same
professional principles and practices. Its
responsibilities are mainly (i) to know the
financial information process and evaluate
the accounting verification system, (ii) to
safeguard the independence of the
external auditor, supervising their work and
serving as a liaison between the Board of
Directors and the external auditor; (iii) to
supervise the internal auditing services and
(iv) to supervise compliance and integrity
of the internal control systems for financial
information.

The Nominating, Compensation and
Corporate Governance Committee,
regulated by the Board Regulations, has the
following competencies: (i) to inform with
regard to proposals for the appointment of
Directors and other high-ranking officers of
the Company and its subsidiaries, (ii), to
approve the remuneration bands for the
high-ranking officers of the Company, (iii)
to approve the standard contracts for the
high-ranking officers, (iv) to determine the
remuneration scheme for the Chairman, (v)
to inform and propose to the Board of
Directors the retribution schemes for
Directors and to revise them periodically,
(vi) to inform of the incentive plans, (vii) to
perform an annual analysis of the
remuneration policy for Directors and high-
ranking officers, (viii) to inform with regard
to proposals for the appointment of

members to the Board Committees, (ix), to
prepare and keep a register of the status of
the Directors and high-ranking officers of
the Company, (x) to prepare the Annual
Report on Corporate Governance and (xi) to
exercise those competencies assigned to
this Committee by the Board of Directors.

In addition, the Board of Directors deemed
it convenient to constitute four additional
consultative Committees: the Human
Resources and Corporate Reputation
Committee, the Regulation Committee,
the Service Quality and Customer Service
Committee and the International

Affairs Committee.

Directors

Appointment

In accordance with the provisions of the
Ley de Sociedades Andnimas (Spanish
Corporations Act), the appointment of
Directors is submitted for decision and
approval by the General Shareholders’
Meeting. In addition, and in accordance
with the Regulations of the Board of
Directors of the Company, the proposals for
appointment are preceded by the relevant
favourable report from the Nominating,
Compensation and Corporate Governance
Committee.

Rights and Obligations

The Regulations of the Board of Directors
specifically devote title V, comprised of nine
articles, to the detailed description of the
rights and obligations of Directors. This
title sets out the duties arising from the
obligations of diligence, fidelity and loyalty
of Directors and, in particular, envisages
situations of conflict of interest, the duty
of confidentiality, the exploitation of
business opportunities and the use of
corporate assets.



Telefonica’s Board of Directors’ Committee!

Board of Directors’ Committee

Non-executive board members

Executive board members Ne°. of sessions 2005

Executive Committee
Audit and Control

Nominating, Compensation and Corporate Governance

Regulation

Human Resources and Corporate Reputation
Service Quality and Customer Service
International Affairs
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Furthermore, the Regulations of the Board
of Directors also includes the right of
Directors to obtain the information and
counsel necessary to perform their duties,
as well as the establishment of the suitable
channels for the exercise of such rights. In
this respect, the Company has adopted the
measures required to ensure that Directors
are furnished in a timely manner with
sufficient information specially drawn up
to this effect, geared to preparing for the
sessions of the Board and its Committees.

In accordance with the Regulations of the
Board of Directors, the latter performs an
annual evaluation of its performance and
quality of its work on the occasion of the
approval of the Annual Report on Corporate
Governance.

Remuneration Policy

As regards the remuneration policy for
Directors, this policy is proposed, evaluated
and reviewed by the Nominating,
Compensation and Corporate Governance
Committee, always in keeping with criteria
of moderation. Currently there is no
remuneration system linked to the market
price of the company shares or that
involves handing over shares or stock
options to Board Directors.

On an annual basis, the Company provides
information regarding the remuneration
received by the Members of the Board of
Directors, both in its Annual Report and in
the Report on Corporate Governance, in
accordance with the criteria established for
each of these documents.

Transparency of the
Information for
Shareholders

Regulations for Reporting
to Markets

In 2003, The Board of Directors of
Telefonica approved the “Regulations on
Communication of Information to the
Markets”, which includes the legal
requirements that affect Telefonica derived
both from the Spanish law and from
international laws applicable to the
Company due to its shares being listed on
other stock markets. In accordance with
these Regulations, the Company
disseminates immediately and
simultaneously to the markets where it is
present all the information that could be
considered relevant, and therefore must be
communicated to the market.

Likewise, these communications are
published on the Company’s website.

Independence of the

External Auditor

Among the main competencies of the
Audit and Control Committee is to propose
to the Board of Directors, for submittal to
the General Shareholders’ Meeting, the
appointment of the Accounts Auditor, as
well as the terms and conditions of
contract, the scope of the auditor’s
professional mandate and the renewal or
not of their appointment.

The External Auditor has direct access to
the Audit and Control Committee, and
regularly takes part in its meetings,
without the presence of the administrator
when necessary.

In line with the legal requirements
established by American regulations, the
contracting of any service from the
External Auditor of the Company must
always be previously approved by the Audit
and Control Committee. In addition,
contracting services other than account
auditing must be done in strict compliance
with the Spanish Auditing Act and the
Sarbanes-Oxley Act published in the United
States, and its regulations. In this sense, the
amount corresponding to work other than
auditing with regard to the total amount
invoiced by the auditing firm was 11% in

FY 2005.
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Composition of the Board of Directors

of Telefonica S.A. and its Committees’

Nominating Human Services
Compensation, Resources Quality and
Type of Executive Audit and Corporate and Corporate Customer International
Director Committee and Control Governance Reputation Regulation Services Affairs
César Alierta Izuel (Chairman) )
Isidro Fainé Casas (Vice Chairman)
Gregorio Villalabeitia Galarraga (Vice Chairman) )

Fernando de Almansa Moreno-Barreda

David Arculus

Maximino Carpio Garcia

Carlos Colomer Casellas

Peter Erskine

Alfonso Ferrari Herrero

Gonzalo Hinojosa Fernandez de Angulo

Pablo Isla Alvarez de Tejera

Luis Lada Diaz

Julio Linares Lopez

Antonio Massanell Lavilla

Vitalino Manuel Nafria Aznar

Enrique Used Aznar

Mario Eduardo Vazquez

Antonio Viana-Baptista

Non- member Secretary

Ramiro Sanchez de Lerin Garcia-Ovies

® Executive Chairman
® Proprietary Director
Independent
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Handbook of Internal Control
for Financial Information
Reporting

The Sarbanes-Oxley Act affects companies
listed on US financial markets and
establishes, among their obligations, the
need for senior managers of companies
to evaluate the internal control systems
regarding financial information reporting
as a necessary condition for ensuring
reliability.

Telefonica has considered this legal
requirement as an opportunity for
improvement and, far from merely
complying with the law, it has fully
developed its internal control structures,
control mechanisms and applied
evaluation procedures.

As a result of this experience, the “Manual
de Control Interno para el Reporte de la
Informacién Financiera” (Handbook of
Internal Control for Financial Information
Reporting) has been published, with three
main goals:

To share the knowledge acquired

To transmit to the markets Telefonica’s
commitment to the development of
good corporate governance practices

To provide an easier understanding of
the model developed, with a practical
handbook for all its users or users of
information reported by Telefonica with
reference to its Internal Control Model
for Financial Reporting (SEC, rating
agencies...)
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“Telefonica sees corporate responsibility as
a way of managing its business in relation
to all its stakeholder groups.

For Telefonica, It is as important to achieve
its goals and financial results as is the way
in which those results are achieved”.

03 |01  Corporate Responsibility 94
in Telefonica
0302 Driving progress 100

03|03 Foreveryone 108
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Telefonica, the power behind progress for all

Economic
Progress

Technological
Progress

social
Progress

92

Customers
Quality and fulfilment

Customer satisfaction
84% fixed Spain

73% fixed Argentina

55% fixed Brazil

66% fixed Chile

63% fixed Peru

>70% mobile LATAM

Price evolution

Fall of 12% in mobile
telephony in Spain in 2005
5.1% a year fall in fixed
telephony in Spain

(since 1998)

Productivity
increases

Innovation

2.9 billion € on
innovation in 2005
533 million € on R&D
>130 new products

Operation

2.18% faults in Spain
4.17% faults in Latam
95% minimum network
efficiency GSM CDMA

Digital household
150 cities with digital
television cover in Spain
in December 2005

(3in Dec.2004)

Digital inclusion

5.5 million low income lines
in Latin America

>300,000 social subscribers
in Spain

Telefonica Accessible
>30 services for the disabled

Service
responsibility

Shareholders

Profitability and
transparency

Investment
>1.5 million shareholders

Profitability

+76% accumulated
profitability 2003-2005
0.5 € dividend per share

Results 2005
+40% results
+24% income

+17 free cash flow
generation

Shareholder

and investor website
1,182,000 visits

963,000 downloads

Shareholder helpline

>88,000 queries

Responsible
investment

48.1 million euros invested
by Fonditel in responsible
funds (1.01% of total)

FI5E4Good

Employees

Clarity and professional
development

Employment
207,000 employees
60,405 Spain
14,326 Europe
131,968 LATAM

Compensation
5.045 billion euros
147,000 employee with
variable salaries

Pension Plans

94 million € contributed by
Telefonica to private plans
>12% profitability (fonditel)

Training

9.3 million hours

48 training hours

per employee

20% online training
>43,000 training plans

Telework
>1,000 teleworkers

Professional career
350 published vacancies

Competencies
>78,000 jobs evaluated

Working practices
142,000 employees in
collective agreements

Work auditing
26 companies audited in 2004
4 companies audited in 2005

Integration

1,079 disabled employees
49.3% women

21.8% female managers

Contracting
85.4% payroll with permanent
or indefinite contract



Society

Contribution and
proximity

Economic impact
(% TEF income on GDP)
2.2% Spain

1.3% Argentina

11% Brazil

1.8% Chile

2.1% Peru

1.6% Venezuela

Public
Administrations
8.511 billion € paid

in 2005

Digital inclusion
ADSL coverage
97.3% Spain,

89.5% Argentina, 96.8% Brazil,

96.5% Chile, 97.0% Peru

Mobile coverage
99% Spain,

92% Argentina, 95% Chile
76% Ecuador, 69% Mexico
62% Peru, 93% Venezuela

Public services
~700,000 boxes

Social action
>54 million € invested

Fundacion Telefonica
763 projects

31,000 participating entities
41 million participants

Internet training
>5,000 schools
connected in Chile

Telefénica Accessible
Manual of accessible
communication in
collaboration with CERMI

Suppliers

Equal opportunities
and mutual benefit

Purchases
>13 billion €
>18,000 awarded suppliers

>42,000 suppliers in catalogue

Local suppliers
90% awarded suppliers
85% volume adjudicated

Supplier satisfaction
67.5% overall satisfaction

Online purchasing
>8 billion € adjudicated
>20,000 online purchasing
processes

Online auctions
685 million € adjudicated
948 purchasing processes

Joint innovation
5,000 people collaborate
with Telefénica

Ethical standards
in the supply chain
90% of suppliers support
them (survey)

Compliance with
payment times
98% invoices

96% amount

(data for Spain)

Environment

Respect and protection

Investments

District C: largest rooftop
solar power producing park
in Europe (21.5 million €)
(16,600 solar panels)

Support to
environmental
organisations

10 NGOs receive support
from Telefénica

Environmental
impact of ICT

12 studies in 2005

Internal training
3,348 employees trained
in 2005

Infrastructure
development
Agreement with the
Federation of Municipalities
for the development of the
Information Society

Global environmental

management

13 countries share the
regulation of minimum
environmental
requirements

Training in society
Social training on
electromagnetic emissions

Media

Information and
transparency

Advertisin
investmen
47% television
19% press
18% exterior
10% radio

Online press room
176,000 sessions in 2005
(82,000 in 2004)

Product
information
42% press notes
on products

Transparency
Telefénica, the company
with the best information
in social action®

1° Telefonica: 746 points
2° Classified: 496 points
3° Classified: 465 points

*Fundacion Empresa
y Sociedad
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elefonica has the
‘rategic aim of being
erceived as a committed
nd responsible leader

by its stakeholders ”



Values

Telefonica’s goal is, for its customers,
employees, suppliers, shareholders and
companies in the countries where it
operates, to place their trust in its ability to
fulfil the commitments it makes.

Telefonica knows that trust cannot simply
be expected, but is rather earned on a daily
basis, by making the right commitments
and fulfilling them, demonstrating that it
is capable of delivering the goals it sets
itself. Telefonica seeks to achieve this
through an attitude of understanding
towards the needs of its stakeholders;
through constantly improving everything
it does; accepting the responsibilities that
come with leadership, and through being
committed to respecting transparency,
integrity and ethics.

Code of Ethics

In July 2005, the Board of Directors of
Telefonica approved a Code of Ethics that
must be observed by the employees of the
Telefonica Group in their daily activities.
Grupo Telefonica Moviles already had a
Code of Ethics, on the same terms as that
of the Code approved.
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Telefénica’s Values

Employees

Suppliers

Environment

In 2005 Telefonica Moviles celebrated the
first anniversary of the creation of its Ethics
Committees. Including both the activities of
the operators’ Corporate Committee and
Ethics Committees, the total number of
cases dealt with during 2005 was 306. Even
if -the classification of the cases can
sometimes be subjective, the cases related
to behaviour, regarding the attitude of
bosses or relationships between colleagues,
favouritism and working harassment were
the most common issues dealt with by the

Committees, representing 44.9% of the total.

During 2006 one of the key aims of the
Group is to consolidate the
implementation of this code across the
entire Telefénica Group, as well as to align
02's “Business Principles” and Telefénica’s
Code of Ethics.

Anti-corruption and Bribe
Telefonica has expressed institutionally, in
its Code of Ethics approved by the Board of
Directors, communicated to its employees
and published for the knowledge of its
different stakeholder groups, its firm
commitment to act in accordance with
applicable national and international laws
and regulations and, under no
circumstance, resort to or tolerate bribes of
third parties to the Company or its
employees, or vice versa. Likewise,

Shareholders

4‘ Customers

Media

Society

the Code includes the obligation of its
employees to reject and not offer bribes,
including gifts which, due to their value,
could result in subsequent obligations.

The Group also has reporting channels that
guarantee the confidentiality of the
reporter and has established rules for
his/her protection. In addition, the Group’s
internal regulations establish controls for
the processes that link decision-making
and fund releasing that provide reasonable
certainty that no manager or employee
may, unilaterally, make undue payments or,
should payments of this sort be made, that
they will be detected in time.

It should be noted that there are no
conclusions in the Inspection reports
prepared by the Group that suggest the
existence of payments to political parties,
bribes or payments to people or companies
that could act as intermediaries to provide
funds to political parties or candidates.



Strategic Goal

Telefonica has included in its Strategic Map
the goal of being perceived as a committed
and responsible leader by society in general
and its stakeholders in particular. The
associated monitoring indicators are:

Evaluations carried out by analysts and
observers of corporate responsibility.

Public surveys with regard to society’s
perception of Telefonica, using the
corporate reputation model RepTrack,
developed by the Reputation Institute in
collaboration with the Corporate
Reputation Forum.

Organisation of Corporate
Responsibility in Telefonica
Corporate Responsibility management at
Telefonica is the competency of the
Subdirectorate General of Corporate
Reputation, Brand and Social Responsibility,
part of the Directorate General of
Corporate Communication.

This unit works with the collaboration of
the different corporate management areas
in charge of stakeholder relations, the
Business Units of the Group and the
countries where the Company operates.

Corporate responsibility management model in Telefonica

Evaluation of
Fulfilment

Implementation

For the supervision of corporate social
responsibility issues, Telefonica S.A’s Board
of Directors has a Committee made up by
four non-executive board members:

the Human Resources and Corporate
Reputation Committee, a supervisory and
control body that is informed every two
months of the most relevant aspects
related to corporate reputation and its
evolution, corporate responsibility and the
behaviour of Telefénica with regard to the
demands of its stakeholders.

Management Model

The management of Corporate
Responsibility at Telefonica is based on five
principles structured in phases that,
together, make up a management cycle
geared to continuous improvement. This
management model (described in the Full
Report) seeks a balance between the
economic growth of the business and
meeting the expectations of all its
stakeholders.

Corporate Responsibility management
should answer to a process of continuous
improvement, by virtue of which a prior
diagnosis is made both of the risks related
to corporate responsibility and the
expectations of the stakeholders. On this

basis, the company establishes policies and

actions for improvement that adapt to the

Internal Diagnosis:

1

External
Diagnosis:

Development
and Launch

specifics of each business lines and
country. When evaluating the degree of
fulfilment of aims and communicating it
to the stakeholders, a new cycle is initiated
in such a way that the entire process is
repeated periodically over time.

Dialogue

During 2005, Telefénica has made
significant progress in its dialogue with
stakeholders, through their participation in
the methodology debate and the
application of four case studies. Through
these dialogue processes, the Company
seeks to achieve a double aim:

That the stakeholders can influence the
development of the business aims and
projects undertaken by Telefonica,
expressing their needs to the Company,
as well as their perception.

That the actions and projects put into
practice by Telefénica are in line with the
expectations of their stakeholders, are
well focused, and create value.
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03 | 01 Corporate Responsibility

Milestones and Challenges
in Corporate Responsibility

Corporate Responsibility

2 Code of Ethics

Corporate Reputation

4 Brand

Approval of Code of Ethics for the
Telefonica Group

Implementation of the Code of
Ethics in Telefonica Méviles

Establishment of the Telefénica
Brand Model

Global launch of movistar,
commercial brand of Mobile
Telephony

98 Telefonica, S.A

Annual Report 2005

Coordinate the CR strategy with 02

Auditing of CR Report in accordance
with norm AA1000/AS in the
countries

Pilot projects for dialogue with
stakeholders LATAM 2006

Implementation of the Code of
Ethics in the Telefénica Group

Alignment with 02’s Business
Principles

Improve perception of Telefénica in
the weakest dimensions by 5% in
Latin American countries

Implementation of Corporate
Model of reputation risk
management

Alignment of Telefonica and 02
Brand Models

Launch of a commercial brand for
the digital home

Challenge 2006

5 Customers

Consistent customer satisfaction
measurement systems for TdE, TISA
and Telefonica Méviles Espaiia

Projects for the improvement of
assistance by solving the
customer’s problem in the first
contact

Advances in 1SO 9001
certification

Policy of Acceptable Use of Internet
Service

Adult Content Management
Regulations

Customer guide explaining the
basics of mobile telephony

Establishment of consistent
customer satisfaction
measurement systems for
Telefonica Méviles LATAM

Customer Defence Service in Spain

Advances in 1SO 9001
certification

Implement Policy of Acceptable
Use of Internet Service

Implement Adult Content
Management Regulations

Customer guide explaining the
basics of mobile telephony for
LATAM 2006 customers

Games Management Regulations
as contents




Main Awards and Recognition to
Telefonica’s Corporate Responsibility

1. Recognition for Corporate Responsibility
projects in Spain

3. Corporate Responsibility Communication 4. Responsible Investment

FTSE4Good

2. Recognition for Corporate Responsibility
projects in Latin America

Society
Environment

Employees Suppliers

Increase employee satisfaction by
over 5%

Worldwide publication of vacancies
in Intranet in order to encourage
professional development and
internal rotation

Regulation for control of occupational
risks in the contracting of works and
services (as a preventive measure
following the 2004 audit)

Over 75% of employees
evaluated by competencies

Over 75% of employees
evaluated by competencies

Increase employee satisfaction by
over 5%

Personalised development plan for
all employees

3rd and last phase of the social
audit of the Telefonica Group

Homogenisation of management
procedures for Health and Safety in
the Group

Development of model of Corporate
University

Homogenisation of the social
benefits for the Group’s
Management

New ways of working: dynamic
office, mobile work; Policy for the
Reconciliation between private and
professional life.

Corporate Policy for the Integration
of People with Disabilities in

accordance with the LISMI Law (Law
for the Social Integration of People

Launch of Internal Communication
Plan LATAM 2006

Strategic review of the working
areas of Fundacion Telefénica
(educared, proniio, forum,
volunteers)

“Telefonica Accesible” Project
(Spain 2005)

Implementation of Norm “Minimum
Environmental Requirements”

Programmes of paper consumption
efficiency

Supplier satisfaction survey

Increase of online contracting

Participation in the Supply Chain
Group of the GeSI

Promotion of the Corporate
Volunteer Projects

“Telefénica Accesible” Project
(2 countries in LATAM in 2006)

3

Promotion of “Digital Inclusion”
Project in LATAM

Implementation of the Norm
“Minimum Environmental
Requirements”. A step in each
company

Improvement of waste
management systems in LATAM

Internal Regulations for
environmental management and
control

Creation of Environment
Committees per country

Publication of an Environmental
Policy for the Telefonica Group

Responsible purchasing policy of the
Telefénica Group

Purchasing policy for social
suppliers

Participation in the Supply Chain
Group of the GeSI
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elefonica’s contribution
s decisive in terms of the
economic, technological
and social development
of the countries

where it operates’
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Driving

Progress

Economic
Technological

Social

Driving economic development

elefénica, SA. | Annual Report 2005

Impact of the Activity on the Economy
Telefonica, as one of the leading national
companies in each of the countries where
it operates, assumes its role as a driving
force behind the national economy. In
2005, Telefénica has become a more
regional company, as a result of its
commitment to investment and to
adapting to the needs of each of the
markets where it operates. This regional
character is reflected in the distribution
of its revenue; 48% of its revenue in 2005
is from countries other than Spain

(40% in 2004).

Distribution of Income

Telefonica Group plays an important role in
redistributing wealth among all its
stakeholders: approximately 45% is
redistributed among its suppliers; 16% goes
to the various Public Administrations and
8% is devoted to the financial
remuneration of its over 207,000
employees worldwide.

Evolution of Rates

One of the issues Telefénica’s customers
are most concerned about is the evolution
of the rates associated with the services
they buy. Rate reduction provides
consumers with higher purchasing

power and has an anti-inflation impact
on society.

In Spain, communications are the only
component of the CPI consumption basket
where there has been a constant reduction
of rates since the year 2000. In addition, in
Latin America, fixed telephony rates in
recent years have evolved at a considerably
slower pace than the CPI.

Impact on productivity

The adoption and use of Information and
Communication Technologies (ICTs) on
behalf of companies seems to have a
positive impact on productivity and
economic growth in general. This is due to
the fact that these technologies have
brought opportunities for the
development of new business, and the
improvement of existing business
processes. The possibility of reducing costs,
the efficient use of resources and the
possibility of increasing markets have
contributed to citizens benefiting

from products of increasing quality at
lower prices.



Driving progress

Redistribution of income

Financial
Suppliers

3,075

Customers

43,482

Redistribution of income
These pages are intended to provide a summary of

the contribution of Telefonica’s economic activity
to society. By studying the distribution of the economic
flows in which the Telefonica Group intervenes, the

effect of redistribution among its suppliers, employees,
the public administration, credit institutions,

shareholders and clients.

Divestiture Shareholders

Other 4,119
905 4,822

Total Income

51,581

Total Payments

Employees

4,213

Investment

10,524

Public
Administrations

8,511

Suppliers
Commercia

19,087

CapEx

4,423
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Driving economic development

Colombia

% TEF revenue: 2.1
% TEF revenue/GDP: 0.8
CAPEX 2005" 275.4
Taxes paid": m
Thousand accesses? 6,036
Employees: 4,487
Suppliers: 1,272

% awarded to local suppliers:  36.9

Mexico

% TEF revenue: 23
% TEF revenue/GDP: 01
CAPEX 2005" 266.7
Taxes paid™:

Thousand accesses?: 6,371
Employees: 8,506
Suppliers: 590

% awarded to local suppliers:  95.8

*During 2005 Telefénica received a tax rebate

Peru

% TEF revenue: 3.4
% TEF revenue/GDP: 21
CAPEX 2005" 175.3
Taxes paid'": 399
Thousand accesses?: 6,.668
Employees: 11,548
Suppliers: 2,338

% awarded to local suppliers:  83.4

Chile

% TEF revenue: 42
% TEF revenue/GDP: 1.8
CAPEX 2005" 310.7
Taxes paid" 265
Thousand accesses 8,189
Employees: 12,375
Suppliers: 1,693

% awarded to local suppliers: ~ 74.3

104

37.8821

207,000

Venezuela

% TEF revenue: 3.8
% TEF revenue/GDP: 1.6
CAPEX 2005": 1478
Taxes paid" 358
Thousand accesses? 6,160
Employees: 5983
Suppliers: 1,102

% awarded to local suppliers:  51.4

Argentina
% TEF revenue:

% TEF revenue/GDP:

CAPEX 2005":
Taxes paid"

Thousand accesses

Employees:
Suppliers:

% awarded to local suppliers:

Brazil

% TEF revenue:

% TEF revenue/GDP:
CAPEX 2005"

Taxes paid™:
Thousand accesses:
Employees:
Suppliers:

5.2

13
260.4
450
13,769
18,856
1514
83.4

% awarded to local suppliers:

18.2

11
1,068.4
2,894
46,406
63,743
2,161
98.8



Driving progress

(1) Million euros

(2) Fixed + mobile + DSL + TV

The information published on this page has been obtained from internal cash flow evolution sources of Telefénica
Group, and verified by the auditor of this report. The mentioned data could be subject to variations as a result of
subsequent events and evolutionary effects that could cause changes in their content.

This information has been consolidated on an accrual basis, whereas the redistribution of income has been calculated
on a cash basis.

For a detailed analysis of the consolidated financial statements of Telefénica Group, the audited information is
included in the annual accounts report.

Countries representing over 2% of Telefénica’s revenues are included. Telefonica revenues in each country are taken as
the country’s contribution to Telefonica Group’s consolidated revenue.

Country

% TEF revenues: Percentage contributed by the country to Telefénica’s revenues, calculated on the basis of the
contribution to Group’s consolidated revenue. (%).

% TEF revenues/GDP: Ratio of Telefonica’s revenues (contribution of the country to the consolidated revenues of
Telefénica Group) and the estimated GDP for the country. (%).

CAPEX 2005: Consolidated investment in country by Telefénica in the Financial Year (millions of euros).

Taxes Paid: Taxed paid in the country during the financial year (millions of euros).

Thousand accesses: Number of fixed + mobile + DSL + Pay TV accesses (thousands).

Employees: Direct employees of Telefonica Group in the country (as at December, 31, 2005)

Suppliers: Suppliers awarded contracts in the country in 2005.

% of contracts awarded to local suppliers: percentage of contracts awarded to suppliers with registered address in the
country with regard to total number of contract awards, based on awarding volume.

Spain Czech Republic

% TEF revenue: 51.9 % TEF revenue: 2.7
% TEF revenue/GDP: 2.2 % TEF revenue/GDP: 11
CAPEX 2005": 2,485 CAPEX 2005" 183.2
Taxes paid": 2,789 Taxes paid":

Thousand accesses 41,819 Thousand accesse:
Employees: 60,405 Employees:
Suppliers: 4,234 Suppliers:

% awarded to local suppliers: ~ 93.7 % awarded t

B Countries that represent over 2%
of Telefénica’s revenues.

I Other countries where Telefonica
is present.
Does not include O2 data 31/12/05
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Information Society

The key to the promotion of the
Information Society lies in managing to
transform its potential benefits into actual
benefits for its users. To achieve this,
together with the development of basic
infrastructure and significant efforts in
terms of studies, meetings and
publications, Telefonica develops, in
collaboration with other companies,
services geared to improving productivity
of the different business sectors and Public
Administrations. These actions are
classified in the following categories:

Home and citizen inclusion
Competitiveness and innovations
Education in the digital era
Digital public services

Digital context

Innovation

For Telefonica, innovation constitutes the
key to the development of the information
society. To innovate is to transform ideas
into profitable products and services that
provide value for the customer.

In 2005, Telefonica earmarked 2.9 billion,
following OECD criteria, for technological
innovation. This is a 20.9% increase with
regard to the previous financial year, mainly
due to the incorporation of the new
businesses in Latin America and the Czech
Republic. 45% of this investment went to
technological innovation carried out in
Spain, 23% to that carried out in Brazil and

6% to the activities carried out in Argentina.

Telefonica Moviles is, once again, with its
investment accounting for 52% of the total,
the company of the Group with the highest
proportional investment in innovation.

Telefonica believes that in order to achieve
better positioning in an increasingly complex
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market, innovation cannot only be based on
technology acquisition. It is essential that the
research and development activities become
the axis and focus for the rest of innovation
activities in order to guarantee competitive
advantages. During 2005, R&D investment
rose 15.6% with regard to the previous year,
reaching 311 million euros in Spain and over
533 million euros worldwide. The latter
figure is equivalent to 1.41 % of Telefonica’s
total revenues.

Telefonica generates employment for over
6,800 people in the field of technological
innovation, with over 1,800 professionals in
companies belonging to Telefonica Group
and 5,000 employees at partner companies.
The Portfolio of Proprietary Products of
Telefonica includes 3,055 patents, models
and industrial designs.

Telefonica I+D

Its mission is to contribute to increasing
Telefonica’s competitiveness by means of
technological innovation, keeping in mind
that the R&D results must always be
transferable to customers. In 2005,
Telefonica 1+D worked on 1,800 projects
(1,660 in 2004), devoting its work to
developing products, services and processes
for Telefonica’s businesses, as well as to
applied research.

R&D distribution by country

Distribution of Innovation by country

Collaboration with the

University Sector

Telefonica is aware of the importance of
the need to be in contact with all the
players that take part in the process. That is
why the promotion of the relationship
between Universities and Businesses is a
priority goal for Telefénica. The initiatives
launched by Telefénica in this field support
both basic research and applied research,
encourage the training of future
professionals, and generally aid the
expansion of new technologies throughout
the country’s economy.

In Spain, Telefénica Group carried out over
100 initiatives in 2005 with Universities and
Business Schools and awarded 1,700 grants
to students from different Universities
across the country. The financial investment
of the Telefonica Group aimed at
supporting University training programmes
exceeded eight million euros in the last
financial year.

The Telefénica Chair programme has been
up and running since 2001, and in its fifth
year, the activity has continued its
consolidation process. In 2005, the financial
year was closed with 12 Telefonica Chairs
and 2 master courses at different Spanish
universities.

Institutional Collaboration
Telefénica collaborates with prestigious and
recognised associations and bodies
worldwide, contributing to the
development of technology standards and
the professionalisation of the businesses.
The main associations and forums with
which Telefénica participates actively are
those related to telecommunications,
mainly in the regions where the company
operates (Spain, Latin America and Europe).



Telecommunications and Sustainable Development

Telecommunications have always had a leading role in the development of new models of
relations between people and within companies. In addition, and increasingly, they are
gaining protagonism in the reduction of the consumption of environmental resources in
business activities, and in the social inclusion of people through digital inclusion
initiatives. For all this to become a reality it is necessary to increase awareness in society
that these positive impacts are larger than the cost of overcoming the barriers for their
implementation or than the sum of their negative collateral impacts.

For more information, the complete studies can be found at www.telefonica.es/corporate

responsibility

Implementation Barriers

Energetic efficiency of the networks
Effect of replacing transport
with telecommunications

Use of ICTs as a means of creating
awareness with regard to energy savings

Production and use of electronic equipment
Consumption of equipment in stand-by mode

Energy consumption of network operators

Improvement in quality of life
Improvement of home health assistance
Improved home security

Increased leisure opportunities

Power consumption
Investments by citizens

Speed, comfort and flexibility
Simplification of bureaucracy

Closer approach to the citizens
and higher citizen participation

Higher efficiency in bureaucracy procedures
Reduction of errors and increased efficiency

Need for connectivity
Usability and accessibility
Lack of experience and training

Security and lack of trust
Investments by the administration

Prevention and early warning

Warning systems for citizens
and speed of response

Help for coordination tasks

Mobilisation and channelling of
humanitarian aid

Vulnerability of telecommunication systems

Dependence on geographic and
social-economic setting

Universal access to information

Improved opportunities (study, work...)

Solutions for integration of hearing, speech,
sight, physical, intellectual, aging disabilities

Design “for everyone” by manufacturers
and service developers

Implementation difficulties
Cost of adaptation of services

More educational resources for existing students

Taking education to excluded groups (rural areas
people with disabilities, areas in conflict...)

Improve education in developing countries
More flexibility and wider reach for universities

Need for equipment and infrastructure
(investment required)

Lack of motivation among students

Lack of training of teachers
“Life-long” training

Efficiency in work place
Mobility and collaboration

Administrative procedures without paper

Dematerialisation (commercial transactions,
online publications, emil, learning...)

Bad printing habits

Implementation difficulties for the
electronic signature

Tired eyes due to reading on screen

Need for new equipment and technologies

Lower travel prices for tourists

Increased information regarding
tourist destinations

Opportunities for regional development

Lack of trust in the security of electronic
purchase processes

Increase of greenhouse gas emissions
(due to increase in trave

Improved adaptation to traveller’s needs

Improved emergency management
(early diagnosis and preparation)
Improved diagnosis and training of
of health professionals

Improved hospital management

Patient attention where-ever and
whenever it is needed

Heavy initial investment in equipment
and training

Interoperability problems between
health centres

Adaptation of health staff to
new technologies

Lack of trust in the security
of personal details
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Ccustomers
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Customers
Shareholders
Employees
Society
Environment
Suppliers
Media

Markets

Evolution of the global market
In 2005, Telefénica has experienced a
strong growth in total number of accesses
(+24,3% year-on-year), led by the increase of
mobile telephony customers and
broadband accesses, closing FY 2005 with
153.5 million accesses. Including customers
of 02, whose acquisition materialised in
2006, Telefonica Group’s customer base
rises to 180.9 million.

Fixed Telephony in Spain

In Spain, Telefonica de Espafia has an
estimated market share of 85% in fixed
telephony accesses, of 65% in voice traffic
and 55% in retail accesses to broadband
Internet.

Telefonica de Espana fulfils 12 of the 16
quality goals established by the regulating
authorities. According to a study carried
out by the Department of State, Telefonica
de Espana offers better average quality
than the other alternative operators in the
thirteen parameters measured.

In 2005, Telefonica de Espafia faced
different sanction proceedings, related to
Telefénica de Espafia’s actions as the
dominating operator, as is detailed in the
Full Report.



For everyone

Total accesses of Telefonica Group

Millions
M Mobile
Fixed+ ADSL
180.9
153.5
123.5
2004 2005 2005

(incl. 02)

Fixed Telephony in

Latin America

Telefonica offers fixed telephony services
in Argentina, Brazil (Sao Paulo State),

Chile and Peru, under the strict supervision
of quality levels offered by the regulatory
bodies.

© During FY 2005, TeleSP signed the
renewal of its concession contract,
undertaking to comply with the new
terms and conditions established
therein.

© Telefonica del Peru is in the process of
renewing its concession contract, the
regulatory body having recognised in its
report that the company has a high
degree of fulfilment of the aims in 18 of
the 24 goals established.

© In Argentina, operations are taking place
in a context of growing activity and
consumption, and within the framework
of frozen rates.

©In Chile there is an important claim
against Telefonica before the
Competition Court.

Mobile Telephony

Mobile telephony markets are
characterised by a higher degree of
competitiveness in almost all markets,
reflected in the fact that Telefonica’s
market shares are lower than in the case of
fixed telephony. In Spain, Telefonica
Méviles” market share is approximately at
50% of the total number of accesses.

The different operators also comply with
the different conditions established by the
regulatory authorities. Specifically,
Telefonica Moviles Espafia ranked first for
four of the six parameters in the study on
mobile telephony service quality in Spain,
carried out by the Ministry of Industry,
Tourism and Commerce.

Of the relevant legal claims initiated during
2005 against Telefénica Moviles SA, eleven
were related to national regulations on the
provision of telecommunications services.

Quality and

fulfilment

m
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Critical customer relations processes

Provision of
service

Marketing

Operation

Customer relations

Telefénica’s aim is to optimise the
satisfaction of its customers. Within this
effort to increase customer-orientation, the
motivation and persuasion of the
professionals and employees of the
Company is essential. This is the aim of the
programmes “Compromiso Cliente”
(Customer Commitment) in Telefénica
Latinoamérica and “meta:cliente” (target:
customer) of Telefonica de Espafa.

In its customer relations, Telefonica pays
special attention to:

Qualitative Research

Telefénica holds an open dialogue with
many consumers and users associations,
some of them specialised in the field of
new technologies. In the case of Spain,
Telefonica actively collaborates with a total
of 16 associations, 12 of them national and
4 of them regional.

In Latin America, Telefénica has
consolidated permanent dialogue channels
with the various consumer associations.

For Telefénica, these relationships are of
great value, as they allow the company to
transfer to the customers, in the form of
improvements in the products and services
offered, many of the suggestions received
from these associations. During 2005,
issues such as irregular pre-selection,
rounding off practices in the telephony
sector, Internet access quality and new DSL
offers and packages, among others,

were discussed.

N2 Telefénica, S.A. | Annual Report 2005

Technical
Support

Billing Customer Service

Critical customer relations
processes

Marketing

In 2005, Telefonica geared its customer
strategy towards marketing products
adapted to their needs. Some of the
initiatives developed to this aim are:

© Free duplication of speed for DSL service,
the combined offers Do and Trio, and
the DSL solutions.

© Provide customers with terminals and
applications in order that they may
benefit from the better functionalities
and broadband access of the new mobile
networks.

With regard to the number of commercial
outlets, Telefonica Group offers its services
both through its own outlets (104 Telefénica
de Espafia outlets, 124 TeleSP outlets, 51
Telefénica de Argentina outlets and 815
Telefénica Moviles outlets worldwide) and
through indirect sales channels (over
30,000 Telefonica Moviles sales points and
2,500 Telefénica de Espafia sales points).

It is worth drawing attention to the efforts
made by Telefonica (especially by Telefonica
Méviles Espafa) in terms of promoting
customer loyalty. In 2005, the movistar
points programme registered 4.5 million
handset upgrades.

Provision of service

In 2005, Telefénica de Espafa installed
more than 1,100,000 telephone lines and
fulfiled its installation commitment
established by the clients in 99.17% of the
cases. The average time for installation of a
line is under 10 days (9.68 days).

In Latin America, Telefonica strives to carry
out the line installations within the
shortest time possible, adapting to
customer expectations, and reached an
average installation time of 5.67 days in
2005 (6.84 in 2004).

In Spain in 2005, Telefonica de Espana
installed more than one million ADSL lines,
with an average installation time of 11.53
days (9.8 en 2004).

In Latin America, the average time for
installation of broadband services for the
residential segment, as at December, 2005,
was 5.53 days (4.8 in 2004).

Operation

All the companies of the Grupo Telefonica
Moviles keep a constant control on quality
by means of a series of indicators that
allow them to verify the state of their
networks and services periodically.

The internal value of effectiveness of the
GSM and CDMA networks of Telefénica
Moviles worldwide reached 95%, including
the operations incorporated into the Group
in 2005.

During FY 2005, the average number of
breakdowns per 100 basic telephony lines
was 2.18 for Telefonica de Espafa (2.07 in
2004). As to Latin America, the percentage
of breakdowns for basic telephony for 2005
was 4.17%, compared to 4.49% in the
previous year.

One of the issues identified as one of the
main concerns of our customers is the
breakdowns ratio. That is why Telefénica
International intends to measure the
percentage of reoccurring breakdowns in
the region. In December 2004, this
percentage was 19.4% (23.11% in 2004).



Customer satisfaction with Telefonica

Fixed telephony Mobile telephony
Residential segment
2005 2004 2005 2004
Spain 84 81
Argentina 73 68
Brazil 55 51
Chile 66 61
Peru 63 58
Global Espana - 86
Contract Lationamérica’ - 70
Prepaid Lationamérica'’ - 78

In June 2005, the Association of Internet
Users published its third study on Internet
access speed, in which Telefénica’s DSL
service was found the quickest and most
reliable compared to the rest of DSL and
cable operators, with a speed up to 32%
higher than the alternative operators.

Billing

Claims regarding Telefénica de Espana bills
in 402005 reached 3.48 per thousand, with
the objective value established by the
regulator being 5 per thousand.

In 2005, Telefonica Latinoamérica achieved
a percentage of claims regarding basic
telephony bills of 1.28% (1.59% in 2004).
The percentage of these claims resulting
in adjustments in favour of the customer
was 65.47% for this region.

Claims regarding Telefénica Moviles Espana
bills in 40 2005 reached 1.655 per thousand.

Customer Service

Telephone is the most widely used means
for Telefonica customers to communicate
with the Company and formulate their
queries, requests and claims, as is evident
from the fact that it attended over 600
million calls in 2005,

The aim of the Telefénica Customer Service
Centres is to effectively address customer
demands in the shortest possible time and
during the first contact. Customers gave
Telefonica de Espana’s service a mark of
6.77 (over 10), when asked to rate the
service efficiency at the end of their
conversation with the operator.

Technical Support

The average time for resolving faults in a
basic telephone line in Spain was 16 hours
in 2005, the same average as in 2004. In
Latin America, the average was 42 hours

(42.75 in 2004).

The average time to solve problems with
ADSL lines in Spain was 14.15 hours (10.36 in
2004). In the case of ADSL in Latin America,
the average time for solving problems was
21.8 hours (19.45 in 2004).

Customer Satisfaction

Customer satisfaction is Telefénica Group’s
main objective and the central axis of its
whole strategy. In order to follow the
evolution of this satisfaction and to verify
the effectiveness of the different measures
adopted by Telefonica, the companies of
the Group perform periodical monitoring
of the levels of satisfaction through
surveys.

Prioritisation of the critical

points for improvement

The critical points for improvement are
determined on the basis of the relative
importance given to each process by
customers and on Telefonica’s qualification
with regard to the competition.

The main points where Telefénica must
continue working on in order to adapt to
the needs of its customers are sales and
customer service.

Implementation of the
projects for improving service
quality

The aim is to achieve significant
improvements in customer perception of
the quality offered in the different
processes of the Company’s action towards
customers. Telefénica de Espafia has 250
improvement initiatives in course, and
Telefonica Latinoamérica has over 150. One
of the most widespread methodologies in
the Telefonica Group is Six Sigma.

Certification

The achievement of quality certifications
enables the company to subject their
internal operational systems to the
evaluation by independent external bodies,
who apply standardised international
regulations.

Telefonica de Espana has a Quality
System implemented and certified since
2001, applicable in all processes across
the organisation and in all territories
where the Company operates.

Telefonica Latinoamérica made
significant progress in the certification of
its quality processes under the 1SO 9001
standard. These certification processes in
the region involved more than 5,000
professionals of the Group.

Telefonica Mdviles is also moving
forward in the process of certifying its
processes in all countries of Latin
America where it has operations.

13



Internet Abuse

Telefonica believes it must co-operate with
its customers in the protection against
such abuse. In March 2004, Telefénica set
up a corporate initiative to co-ordinate the
policies and processes used in detecting
and resolving IP incidents in the networks.
In 2005, the Company developed and
approved the “Policy of Acceptable Use of
Internet Services” and the “Obligations of
the Companies of the Telefénica Group
related to the Management of Abuse in
Internet services”.

In addition to regulating the use of the
Internet, Telefénica’s collaboration in this
field includes advice to customers with
regard to Internet use, claim procedures
and offers of tools and services for the
protection of customers’ equipment.

Data Protection

The regulations and procedures of
Telefénica’s companies to protect
customers’ personal information establish
that information be provided only to the
owner of the line, and that requests related
to the service be processed only when
directly instructed by the owner of the line
to do so. The request for information
regarding customers made by third parties
is allowed exclusively under court
authorisation or under authorisation of the
relevant authorities in the country.

The Full Report provides details of the
claims and proceedings against Telefonica
presented before the Data Protection
Agencies.
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Intellectual Property

Protection

Telefonica expresses its full support to
promote the licit use of contents in the
Information Society and its unequivocal
rejection of criminal acts or infringement
of third party rights through digital
networks. In this sense, during 2005, it has
participated in governmental and
industrial initiatives in Spain, in addition to
include a specific chapter on intellectual
property protection in its “Policy of
Acceptable Use”.

Child Protection

During 2005, Telefénica led several
initiatives for the awareness of good use of
the Internet on behalf of children at
schools and meetings with teachers and
parents, in coordination with the “Defensor
del Menor” (Child Protection Agency).

The HR and Corporate Reputation
Committee of the Board of Directors of
Telefonica reported favourably on the
Regulations for Adult Content
Management drafted by the Telefonica
Group in 2005. These regulations establish
several controls for the offer of content to
minors, which were already being
established in different service packages
such as a CanguroNet (“BabysitterNet”) or
PlayPack (Mobile Telephony).

In addition, in 2005 Telefonica took several
measures against the exhibition of

child pornography, resulting in a 99%
reduction of this type of crime, according
to Spanish authorities.

Theft of Handsets

During 2005, the Telefénica Moviles
operators have continued its work within
the programme for the control of handset
theft. The processing of handset blocking
requests is carried out through an
application that validates the IMEI/MSISDN
identities and, if authenticated, the
handset is blocked for all national
operators who share these agreements. In
Spain, the total number of stolen handsets
reported exceeded half a million,and in
18.5% of cases, the handsets were blocked
by the system.

Promotion of responsible use

by customers

Despite significant social consensus with
regard to the positive impact of new
technologies on society,
telecommunications are having a
considerable effect on people’s lifestyles,
occasionally causing negative impacts. This
negative impact tends to be associated
with the bad use of mobile telephony,
particularly in public spaces such as
cinemas, theatres, churches, conferences,
academic contexts, etc. In spite of growing
social awareness, many drivers combine
the activities of speaking on their mobile
phones and driving, with the subsequent
risks to their own physical integrity, and
that of others.

For this reason, several Telefénica Moviles
operators have made communication
efforts geared towards sensitising their
customers with regard to the use of
technology. To this aim, in Spain, Chile,
Nicaragua, Colombia and Peru, the
company has developed campaigns via the
Internet, publication of leaflets, advertising,
and inserts with bills.



Profitability and

transparency

Profitability per share 2003-2005

Ne° Net amount

shares euros
Value of 100 shares at January 12003 100 853.00
Cash dividend (total) during 2003 - 2005 129.55
Value of 108 shares as at 2006 108 1,372.68
Return 76.11%
Proﬂtability Shareholders’ and

Telefénica’s shareholder remuneration
policy has continued advancing in 2005,
positioning the Company as one of the
most attractive in the sector, even more so
since the purchase of O2.In 2005, a
dividend was paid corresponding to
financial year 2004 of 0.5 ?/share, own
shares of Telefonica S.A. representing 4% of
equity have been distributed in the
proportion 1x25, and the share buyback
programme has continued.

Despite the trend seen in the stock market
in 2005 that affected the whole
Telecommunications sector, the year has
seen a total accumulated profit of almost
76% for a shareholder who invested in
Telefénica on January 1,2003.

Transparency

In 1997, Telefonica set up its Shareholder
Attention Service with a view to
establishing transparent and fluid
communication with individual
shareholders. Currently a total of 194,784
shareholders are registered with this
service, and receive all the Telefénica Group
information, both results and any other
Company news that may be relevant for
their investment.

The Investor Relations Department is
responsible for the communication with
the financial markets and institutional
investors.

investors’ web page

The number of visits to the web page of
Shareholders and Investors rose to
1,182,729, an estimated increase of 150%
compared to the previous year's figure.

Shareholder Information line
Telefénica has a free Shareholder
information line that answered 88,251
queries in 2005. As well as the calls to the
free shareholder information line, it also
dealt with 3,139 emil and/or postal queries.

Annual Report

The axis of communication with analysts
and investors is the Annual Report, which,
in 2005 received more than 20,000 queries
through the website and 300,000 file
downloads, as well as its print edition

of more than 18,000 copies. All the annual
reports published by Telefénica, since

its foundation in 1924, are available on

its website.

“Accion Telefénica” magazine

The physical means of regularly
communicating with registered
shareholders is the quarterly Telefénica
shareholders’ magazine, called Accion
Telefonica. In 2005,165,000 copies were
sent quarterly to their homes.

General Shareholders’ Meeting
The 2005 General Shareholders’ Meeting
was held on May 31,and the quorum

of attendance represented 59.163% of

the share capital.

The shareholders are supported by the

Shareholders' Office in all issues related to
the Shareholders' General Meeting.
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Clarity and
professional

development

Description of workforce
Telefénica closed FY 2005 with a staff of
207,641 employees, a 19% increase with
regard to the previous year:

85.4% has a permanent contract.

4.3% are international executives and
managers.

37.2% devoted to sales activities, 48.3% to
production activities and 14.4% to
support activities (Atento not included).

47% of women in the Group.
Average of 7.3 years in company.

Average age of 32.7.

Among the most relevant events is the
continuation of the Workforce Adjustment
Plan in Telefonica de Espana. The Plan is
governed by the principles of freedom of
decision, universality and non-
discrimination. During 2005, a total of 1,945
employees requested their adhesion to the
plan, which add to the 7,906 requests for
severance accumulated up to 2004

Work Climate

In 2005, 66 companies took part in the
survey (19 more than in 2004), with a
participation rate of 71% (ten points above
the 2004 rate). For 2005, the goal was to
increase the Global Satisfaction Index by
5%, and this goal has been surpassed, the
index having increased by 7.11% (3.91
percentage points, from 55% to 58.91%).
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Compensation

Personnel expenses in the Telefénica Group
in 2005 totalled 5.045 billion euros (4.41
billion euros in 2004). From this total,
salary package expenses accounted for
78%. In addition, Telefonica has invested
611.2 million euros in staff reorganisation.

During 2005, both for fixed and variable
salary, the Telefonica Group established a
common remuneration framework for all
its management staff. For the general
Telefonica workforce, compensation
conditions for employees are described in
the different collective bargaining
agreements in force. At the close of 2005,
over 142,700 employees in the Telefonica
Group had their status regulated on the
basis of collective bargaining agreements
(120,000 in 2004).

Over 147,000 employees (105,000 in 2004)
have a variable salary scheme based on the
fulfilment of individual, company and
group targets.

Professional Development

Rotation within the Group

Through the publication of all vacant
positions on its intranet, Telefonica aims to
inform all Group employees of the
professional opportunities which exist in the
different companies of the Group. The first
phase of the project started in March 2005
and, since then, over 350 vacancies in the
Group have been published. This tool is
available for the publication of management
and non management vacancies.

Workforce by region

Rotation of managers offers opportunities
for professional development to employees,
as internal candidates are given priority for
vacancies in management positions.
During FY 2005,171 managers rotated
internally (12% of the total) and 54 have left
Telefénica (4% of the total).

Professionals in Telefonica Group received
over nine million hours of training in 2005,
representing a 5% increase. By business
lines, Atento stands out with over five and
a half million hours of training for its
employees. Considering the Telefonica
Group without including Atento, absolute
growth in training hours was around 15%.

Telefénica has kept up its commitment in
recent years to distance training. In 2005,
professionals from the Telefonica Group
(excluding Atento) carried out 20% of their
training via online tools.

Competencies

In 2005, all companies of the Telefénica
Group participated in an assessment which
involved, at least, self assessment and the
assessment of their bosses. The results of
this evaluation enabled the identification
of areas for improvement for each
employee and the appropriate actions to
be carried out each year. During 2005, over
78,361 employees from the Telefénica
Group were assessed on the basis of their
skills, implying a consolidation of the model
compared to the 68,677 in 2004 and the
35,758 in 2003.



Workforce per business unit

Professionals and Persons

The departments of the Telefénica Group
develop different initiatives aimed at
guaranteeing human rights, equal
opportunities, the reconciliation of private
and professional life and maximum health
and safety protection.

Human Rights

Continuing the process initiated in FY
2004, during 2005, labour audits have been
carried out at Telefonica companies in
order to ensure compliance with applicable
labour law, basic human resources policies
and procedures, as well as to identify,
evaluate and correct any workplace
contingencies.

As a corrective measure on a corporate
level, in February 2005 the Company
approved a joint corporate instruction
(audit and human resources), with criteria
for actions geared to controlling
occupational risks in the contracting of
works and services. The challenge for 2006
is to complete the third and last phase of
the labour audit in Telefonica.

Freedom of Association

Freedom of association is a right of
Telefonica’s employees, as is shown by the
more than 45,000 employees with trade
union affiliation. By company, those with
the largest number of affiliated personnel
are Telefonica de Espana with 15,876,
Telefonica Latinoamérica with 13,227 and
Atento with 7,579. By country, the countries
with the highest number of affiliated
personnel are Spain, with 16,246, Argentina
with 12,275 and Chile with 3,957 affiliated
employees.

Hours of training per employee and company 2005

Management Middle management Rest
Fixed Spain 46 187 44
Fixed LATAM 29 69 32
Mobile 54 38 39
Directories 27 67 30
t-Gestiona 21 57 31
Others 13 12 7
Atento - - 64

In this respect, the agreement signed in
July 2003 between the company and the
majority trade labour unions proved
efficient during the 2005 financial year.

Social dialogue and collective bargaining
are irreplaceable instruments for labour
relations management and governance, as
well as for enabling collective bargaining to
adapt to the changes occurring at the
companies. Its sound functioning is clearly
evidenced by the meetings held
periodically between the parties.

Equal Opportunities

On average, 49.32% of Telefénica Group’s
staff is comprised of women, an increase
compared to the average of 48% in FY
2004. By business Line, Atento stands out
for its high degree of integration of women
in the Company, with 67%, whereas the
fixed telephony companies have the lowest
percentage of women. Without taking into
account Atento, the percentage of women
in the company is 33%. With regard to
management, there are more than 1,700
women in management and middle
management positions, representing
21.83% of the total.

Currently, 1,079 professionals with
disabilities work for Telefénica Group,
amounting to 0.54% of its staff worldwide.
The number of employees is 9.6% higher to
that of 2004, in spite of new regulations in
Brazil that have raised the requirements for
a person to be considered a professional
with disabilities. Within its global plan of
support to people with disabilities
(Telefénica Accesible), the Company is
developing a series of measures geared
towards favouring the integration of
people with disabilities into their
workforce.

Health and Safety

The commitment to health and safety in
Spain is structured through the Joint
Service for Occupational Risk Prevention, in
lines of action geared towards maintaining
and increasing Risk Prevention.

The rest of the countries apply different
health and safety management policies,
always in accordance with the legislation in
force. During 2006, Telefénica Group has
set itself the aim of standardising certain
procedures in its health and safety
management worldwide.

Occupational accidents in Spain
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Contribution

and proximity

Digital inclusion
Geographical divide

Spain

Telefonica de Espafia’s investment has led
to an increase in the already substantial
ADSL coverage to 96% of lines and 97% of
homes, bringing Spain closer to total
broadband accessibility. FY 2005 has been
decisive for extending the offer of digital
television from only three Spanish cities in
2004 to more than 150 cities across the
country.

Telefénica de Espafa is replacing the TRAC
technology used to offer services in rural
areas with other different technologies
(LMDS, GSM/GPRS, satellite or, especially,
copper), for which, up to December 2005, it
has invested a total of 146.24 million euros.
Accesses for provinces included in the
European Commission “Objective 1”
programme receive European subsidies to
aid implementation (31 million euros in
ERDF funds).

Teleféonica Moviles was one of the two
operators to subscribe, together with the
Ministry of Industry, the Plan for the
Extension of Mobile Telephony, which

will place Spain at the head of European
countries with regard to mobile telephony
coverage, with 99% of its territory covered.
The plan, linked to the concession of

GSM 9oo MHz frequency band (June 2005),

includes a joint investment of
833 million euros.

Latin America

Telefénica’s investment in Latin America to
promote broadband is reflected in the
digitalisation of the telephony network,
which reaches 100% in Argentina, Brazil
and Chile, and 97% in Peru. This network
digitalisation has made it possible to reach
high coverage of broadband services over
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Digital technology itself is not the cause behind the digital
divide: differing levels of telecommunications infrastructure,
income and technological literacy are the main factors that lead

to the divide.

In 2005, Telefonica joined the initiative Connect the World,
launched by the International Telecommunications Union (ITU).

the fixed telephony network, reaching 97%
in Sao Paulo (Brazil, TeleSP), Peru (TdP) and
Chile (CTC), and 89.5% in Argentina (TASA).

Telefonica del Peru has launched the
Llagt@red project, to integrate the rural
areas of the country and offer them access
to information, satisfying the needs and
expectations of its citizens. The first stage
of the plan integrated 17 villages, providing
permanent Internet access, for a flat rate.

In Latin America, Telefonica Moviles has
reinforced its position as the main operator
in the region, extending its coverage in all
countries where it operates.

Mobile telephony coverage in
Latin America

Coverage / population (%) 2005
Argentina 92
Chile 95.7
Colombia 68
Ecuador 76.1
El Salvador 774
Guatemala 56
Mexico 69
Nicaragua 25
Panama -
Peru 61.6
Uruguay 80
Venezuela 933

Economic divide

Itis important that the products and
services offered are adapted to the social
and economic context of the different
countries and address the needs of the
sectors of population that, for economic
reasons, do not have access to
telecommunications services.

Rates for low income households in
Latin America

In Latin America, growth of basic telephony
services among low income households
depends on the development and offer of
products adapted to their needs and
disposable income.

The over 5.5 million pre-paid and controlled
consumption lines in Latin America
account for over 25% of the network. When
this percentage is compared with the
income generated by the lines, and with
the income generated from the sale of pre-
paid cards, it is evident that this type of
service is offering a real alternative to the
lower-income sectors of society.

Public telephones

Public telephones are another alternative
to home lines, making access to
communications easier for all members of
society, without the need to pay a
connection or maintenance fee.

Public terminals,
Latin America

Thousands 2003 2004 2005
Argentina 107 105 121
Sao Paulo (Brazil) 327 331 330
Peru 118 129 137
Chile 33 28 24




Mobile telephony

In general terms, the prepaid system and
low cost of SMS messaging have been
decisive for the extension of cellular mobile
telephony to all social strata, as seen in the
figures relating to the use of these services.

The commercial offer that was launched
together with the new unified brand
included a wide range of products, making
it easy for any type of client to have access
to mobile telephony.

Telefonica Moviles Peru studied different
alternatives to make mobile telephony
more accessible to the lower income
segments of population. The cost of
handsets was identified as the main
barrier. Through the project Rentas Bajas
(Low Incomes), different plans have been
analysed, as well as non-traditional
distribution channels, special plans for calls
originating in low income areas, as well as
the creation of virtual voice-mail services to
receive messages, with the possibility of
purchasing the handset at a later date, and
keeping the same telephone number.

Abono Social (Social Plan)

Telefonica de Espana has created Abono
Social (Social Plan) with the aim of
providing easier access to basic
telecommunications services in Spain. The
number of lines benefiting from the Abono
Social plan in Spain as at December 2005
was 327,243 (386,430 in 2004).

Prepaid and controlled consumption lines in Latin America

2004 2005 % of total lines 5
Brazil 1,945 2,294 18.60
Argentina’ 1,200 1,328 29.30
Chile? 409 534 21.90
Peru* 1,157 1,385 58.90
Telefénica International 4,720 5,541 25.60

Education-Training divide
Technological barriers are not the only
cause for the digital divide. There are
educational and background barriers which
can be more divisive than technological
barriers, especially in developing countries
and among elderly or disabled
communities. Telefénica, in collaboration
with Fundacion Telefénica, carries out
programmes aimed at educating society in
the use of new technologies.

Telefonica collaborates with different
regulatory bodies and organisations that
seek to bring new technologies to society
as a whole. In this sense, Telefénica Group’s
advertising strategy in Peru is interesting in
that it presents specific applications and
services which transform people’s lives,
under the slogan “sin darnos cuenta, la vida
se nos ha hecho mas facil” (without
realising, life just got easier).

In the case of Chile, with “Internet en las
Escuelas” (Internet at School), there are
3,435 schools with broadband access and
2,265 schools with dial-up connections. In
2005, Telefonica Chile’s contribution in
terms of non-realizable income was
equivalent to US$3.6 million.

Telefonica promotes the use of
technologies in schools in every country
where it operates. “EducaRed” on an
international scale, “Huascaran” in Peru or
“Escuelas y Ciudadania” in Mexico are other
examples of this commitment, aimed at
educating primary and secondary school
students of private and public schools in
the use of the Internet.

Contribution to the

Universal Service

In Spain, Telefonica de Espana is assuming
the net cost of the provision of a Universal
Service, which in addition to including the
telephone service, also comprises a series
of obligations of a predominantly social
character, such as the Abono Social (social
plan) or certain special services for people
with disabilities; a telephone information
service at an affordable price (free from
telephone booths); the creation of a free
telephone guide for users and a sufficiently
extensive offer of public phone booths in
public spaces.

The net cost of the obligations of the
Universal Service in 2004 amounted to 131
million euros according to

Telefénica de Espafa.

The Comisién de Mercado de
Telecomunicaciones (CMT,
Telecommunications Market Commission)
has not yet established the final Net Cost
to Telefonica in 2004. The net cost does not
include the total cost which the
compliance of these obligations implies for
Telefonica de Espana. Thus, for
methodology reasons established by the
CMT, losses associated to the maintenance
of 18,949 booths in places where their use
does not cover the cost of maintenance —
amounting to 62 million euros — are
compensated.

In Latin America, Telefénica’s companies
collaborate with the different public
initiatives for the universalisation of the
service, with a contribution to the
universalisation funds exceeding 65 million
€uros in 2006.
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Fundacion Telefonica

Fundacion Telefonica carries out different
projects in collaboration with social
organisations in Spain, Argentina, Brazil,
Chile, Morocco, Mexico and Peru. For
Fundacion Telefénica, the application of
new technologies is the key to improving
educational processes, paying special
attention to disadvantaged children.

During financial year 2005, Fundacion
Telefonica has completed a process of
strategic review of its activity. As from 2006
it will concentrate its activities on the
support of education, the social integration
of children in Latin America, the promotion
of the knowledge society and the
management of corporate volunteer
programmes.

Fundacion Telefénica spent 29 million
euros on 763 projects. These activities have
had the backing of 489 collaborating
bodies, to the benefit of more than 31,000
organisations and more than 41.5 million
people. 69% of these beneficiaries are
people who accessed contents, services or
social information through the Internet,
which reflects the role of new technologies
as a driving force for social development.

The main aim of EducaRed is to contribute
to improving the quality of education and
to encourage equal opportunities by
applying new technologies to teaching and
learning processes. In Spain, Argentina,
Brazil, Chile and Peru, EducaRed has made
available to primary and secondary
education the most advanced educational
technology in terms of uses, applications,
exchange of knowledge and advanced

120

Telefonica’s investment in social and cultural action

2005 2004 2003
Fundacién Telefénica' 28,999 25,011 23,447
ATAM! 9,069 8,983 9,111
Other social and cultural action programmes 16,045 12,500 14,271
Total 54,113 46,494 46,829

information searching. These tools have
brought pupils, teachers and researchers
from the Latin American context together
in virtual communities.

The Pronifio programme was created in
2001 by the mobile telephony operators in
Latin America, with the aim of contributing
to the elimination of child labour in the
region. In 2005, the programme was
incorporated into the strategy of Fundacion
Telefonica, which runs the project in
collaboration with Telefonica Moviles. In
2005, over 11,500 children have benefited
from the programme.

Detailed information on the projects
developed by Fundacion Telefonica can be
found in the Fundacion Telefonica Annual
Report 2005 or at
www.fundacion.telefonica.com.

ATAM

ATAM (Asociacion Telefonica de Asistencia a
Personas Discapacitadas — Telefonica
Association for the Assistance of the
Disabled persons) is largely funded by
voluntary contributions of approximately
61,000 employees from 22 companies of
the Telefénica Group. The workers
contribute 2 per thousand of their basic
salaries and the companies double the
contribution. The amounts provided to
ATAM by all the companies of the
Telefonica Group in 2005 reached
9,069,072 euros, directly benefiting around
4,000 people.

Details of its activity can be found on the
web page www.atam.es.

Other social and cultural

action projects

The companies of Telefénica Group carry
out different social and cultural action
projects that complement the activities of
Fundacion Telefonica.

During 2005, a total of 16 million euros
was devoted to projects of this kind.

Social action reach
Fundacion Telefénica

Number of people (workforce) 70
Number of projects 763
Number of collaborating organisations 489

Number of benefiting organisations 31,108
Number of people benefiting
via Internet (thousands) 28,707
Number of people benefiting
in other contexts (thousands) 12,891




In 2004, Telefénica set up the Telefénica Accesible (Accessible
Telefénica) programme as a global project for people with
disabilities. The aim of this programme is to make Telefonica a
Group that is fully accessible in all its processes and to actively
promote equal opportunities for people with disabilities.

Collaboration

For the development of the Telefénica
Accesible Global Plan, Telefénica signed an
agreement of collaboration with the
Spanish Committee of Representatives of
People with Disabilities (CERMI), the
platform that brings together the main
associations for the disabled and their
families, representing the needs of this
population of 3.5 million Spaniards and
their families. By virtue of this Agreement,
people with disabilities and their
representatives participate in the different
initiatives, projects and actions carried out
by Telefénica Group, expressing their
opinion, approving the contents and
advising the company.

Awareness-raising

The Telefonica Accesible plan includes
actions aimed at raising awareness in
society with regard to the needs and
concerns of people with disabilities. In this
sense, Telefonica Group makes available to
disabled people its social network and its
channels of communication with the
stakeholders, that reach a large part of the
societies in which it is present. During
2005, various activities have been
promoted and carried out, including the
creation of a “Handbook of Communication
for All".

Products and services

In setting up Telefonica Accesible, the
Telefonica Group has contributed to
improving everyone’s quality of life, especially
that of disabled people, by providing
telecommunications for all. Telefénica works
constantly to improve the accessibility of its
processes, products and services, and with
them, encourage the inclusion of disabled
people in society and in the workplace.

Telefonica Moviles Espana has published the
“Catalogue of mobile services for social
integration”, including more than 30 services
already in operation aimed at aiding social
inclusion and improving the quality of life of
people with disabilities, elderly people, victims
of domestic violence, people with health
problems and foreign residents in Spain.

Under the Design for All concept, Telefonica
de Espana has developed products that
enable all kinds of users to have access to
fixed telephony and broadband services.

Telefénica Soluciones provides information
on the accessibility of products through the
Observatory of Accessibility to New
Technologies, and has developed several
solutions which make access to computers
and communication easier for people with
disabilities.

Workplace Integration

The Telefonica Group meets the legal
requirement established by the LISMI (Disabled
Persons Social Integration Act) of reserving two
per cent of its staff positions for people with
disabilities. In addition, together with ATAM
and other companies of the Telefénica Group, it
is promoting policies for the integration of
disabled people in the workplace such as
mercadis, special employment centres in
Atento, or the existence of special employment
centres with ATAM.

www.telefonica.es/accesible
Telefénica has developed the “Telefonica
Accesible” portal,
www.telefonica.es/accesible, as a tool
available to society showing the activities
carried out by the Telefénica Group
towards the integration of the disabled
community, as well as anything that may
be of interest to this community and their
families, such as a training and legislation
centre, sector-related news, or access to
specialised publications.
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ATAM

ATAM is the main reference for issues
regarding disability for all the Group’s
companies, as a specialised association
within the sector. The details of its activity
can be found on its web page
www.atam.es.

121



03 | 03 Corporate Responsibility

Contribution

and proximity

Environment

Environmental commitment

Identifying legal requirements

Follow-up and measuring

122 Telefonica, S.A. | Annual Report 2005

Environmental commitment
Telefonica views its commitment to the
environment as an essential part of
corporate responsibility. In 2002, Telefénica
Group signed the United Nations Global
Compact, thereby undertaking as part of
the principles of this pact to:adopt a
preventive approach, encourage
environmental responsibility and the
development of environmentally friendly
technologies. The Group also takes part in
several international initiatives aimed at
promoting Sustainable Development, such
as GeSl or the ETNO sustainability group.

Communication of the environmental
commitment, preliminary evaluation,
environmental indicators, awareness-raising
and training

Identification, monitoring and compliance
with the environmental requirements
applicable to the organisation

Identifying and evaluating environmental
aspects, establishing objectives and
establishing operational controls

Likewise, various companies of the Telefonica
Group have established specific environmental
policies and commitments. Telefonica has
established the aim of approving a corporate
environmental policy in 2006.

Environmental Management
Under the internal regulations for the
"Minimum Environmental Requirements”,
Telefonica aims to make progress in
environmental management with a common
methodology throughout the Group,
ensuring behaviour that is environmentally
responsible. To facilitate compliance with the
regulations, 5 steps have been established,
based on commitment, application
requirements, improvement of behaviour,
implementation of systems and certification.

There is a follow-up programme in place to
monitor the implementation of the internal
environmental regulations in each of the
Group’s companies, with the aim of ensuring
their correct implementation. Country
Environment Committees will be set up
throughout 2006 to make implementation
easier.

The training and sensitisation of personnel is
one of the necessary conditions for ensuring
correct environmental management. During
the course of 2005, 3,348 professionals in the
Telefonica Group received training in
environmental issues.

In addition to managing the environmental
impact of its own operations, Telefénica also
contributes to the promotion of responsible
practices throughout its supply chain. For
this reason, environmental clauses obliging
the fulfilment of environmental legislation
and particularly of legislation related to
waste management are now being included
in contracts between Telefénica and

its suppliers.



Monitoring and follow-up of

environmental aspects
Throughout 2005, the majority of
Telefonica’s fixed and mobile telephony
operators carried out a preliminary
environmental diagnosis with the aim of
identifying the environmental aspects that
are relevant to their activity, in order to
monitor and control these aspects.

Electromagnetic emissions
The companies of the Telefénica Group
take on a double role:

Firstly, to ensure that the levels of
electromagnetic emissions comply with
all international regulations and
guidelines. In 2005, a total of 6,900
mobile telephony sites and 44 radio
electric infrastructure sites for fixed
telephony networks were measured. The
number of measurements increased by
32% compared to 2004. It is important to
point out that in 100% of the
measurements taken, existing
regulations were complied with by a
broad margin.

Secondly, Telefénica holds a regular
dialogue with its different stakeholder
groups, providing information on the
functioning of mobile telephony, the
measurements made, the degree of
compliance etc.

Impact of the Installations

La planificacion, construccion, The
planning, construction, maintenance and
operation of these installations affect
environmental aspects such as visual
impact or the occupation of land. The
evaluation of these aspects prior to the
installation of new equipment takes place
through environmental impact studies.
1,098 studies were carried out in 2005, thus
fulfilling the legal requirements set by the

Most relevant environmental aspects
for telecommunications companies

Fixed Mobile
telephony  telephony
Electromagnetic emissions
Visual impact
Energy consumption ([ ]
Lead batteries waste )
Noise from electromagnetic equipment and/or
air conditioning equipment e
Discharges from generators
Consumption of poles

different administrations or by voluntary
requirements when installation is in
protected areas or areas of natural interest.

The noise generated by the air conditioning
equipment of the huts and buildings
containing equipment is one of the aspects
that Telefénica monitors most strictly. In
order to check levels during 2005,
measurements were taken at 1,617 sites.
Preventive and, where applicable, corrective
action is taken.

Waste Management

Waste control and management is one of
the main environmental issues resulting
from the activities of the Companies.
Depending on the activities carried out,
exclusively urban waste and office waste
(paper, toner cartridges, automated office
equipment, etc.) may be generated, or other
specific types of waste may be generated,
such as electrical or electronic waste, and
to a lesser extent, hazardous waste such as
batteries. During 2005,17,626,123 kg of
non-hazardous waste has been processed,
as well as 2,627,520 kg of hazardous waste,
and 3,839,772 kg of electric and

electronic waste.

Energy consumption

Due to its impact on the environment, the
consumption of energy is an issue that
receives increasing attention in global,
European and national policies.

Telefonica is carrying out important actions
in the development of improvements to
energy efficiency in its offices and
networks, promoting the use of renewable
energy, as is the case of the new Telefénica
headquarters. It is also carrying out internal
awareness-raising campaigns aimed at its
employees in order to encourage energy
saving. These actions of consumption

optimisation go hand in hand with
reducing CO2 emissions. The consumption
increased by 8% in the network operations
compared to the previous year.

Paper consumption

In 2005, Telefénica implemented its
“Efficiency in the Use of Paper and
Electronic Information in the Workplace”
programme, with the aim of improving
mobility and efficiency and, to contributing
to a reduction in environmental impact.

To this aim, in 2005 the Group set up the
Paper Efficiency Committee, which met 14
times throughout the year. Among the
measures adopted were the elimination of
7,269 personal printers, the reduction in
14% in paper purchases, and increasing the
percentage of recycled paper to 51%.

Environmental Impact of

Telefonica’s Services

Telefonica publishes on its website, on a
monthly basis, a series of articles that
analyse the relationship of the use of new
technologies and sustainability.

This report presents the benefits of new
technologies for the environment. For
instance, by 2020 it is estimated that
savings from the use of new technologies
in product manufacturing processes in the
EU-15, will amount to 50%.
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Purchasing volume

The purchasing volume awarded to
suppliers by the Telefénica Group in 2005
amounted to over 13 billion euros (12 billion
in 2004). This purchasing volume was
awarded to over 18,000 suppliers across
the world (15,500 in 2004).

Telefonica is a company committed to the
economic and social progress of the
countries where it is present. This
commitment is reflected in the high
percentage of awards to local providers, on
average 86% in 2005 (92% in 2004).

Most of these are related to the category of
market products (includes mobile
handsets) which, together with the
category of services and works, make up
more than 60% of purchases. The rest
correspond to network infrastructures,
information systems and marketing.

Compliance with payment terms
for third party bills
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Distribution of purchases by country

Purchasing volume Local Purchasing

2004 2005 2004 2005
Argentina 4.8% 6.7% 79% 83%
Brazil 32.1% 8.8% 98% 99%
Chile 4.1% 6.0% 76% 74%
Colombia - 4.6% - 38%
Spain 45.8% 52.3% 93% 94%
Mexico - 4.6% 94% 96%
Peru 4.1% 4.4% 86% 83%
Venezuela - 5.6% - 52%
Rest of countries 9.1% 4.0% 68% 53%

Supplier satisfaction

To assess supplier satisfaction with
Telefonica, in 2005 the first online survey to
suppliers was carried out. Over 2,700
answers were received, forming a
significant base of results for Spain,
Argentina, Brazil, Chile, Colombia, Mexico,
and Peru.

Supplier satisfaction

2005
Spain 6.14
Argentina 6.98
Brazil 6.95
Chile 6.39
Peru 6.56
Mexico 7.34
Colombia 792
Total 6,75

Online purchases

The electronic management of offers for
certain products and services is now
available in Spain, Brazil, Argentina, Peru,
Chile and Mexico. The purchasing volume
negotiated in 2005 through the Adquira
electronic market amounted to 8 billion
euros (3.99 in 2004), corresponding to
20,612 purchasing processes (12,675 in
2004).

In 2004, Telefonica implemented a new
purchase negotiation format through
electronic auctions, which offers greater
transparency and objectivity in the
purchase process and full equal
opportunities to all bidding suppliers, as
well as making the process more agile and
simplifying purchase management. In
2005, 685 million euros were awarded
through this system, through 948
purchasing processes.

Responsible practices in the
supply chain

Telefonica Group endeavours to contribute
to the encouragement of responsible
business practices throughout its entire
supply chain by collaborating with other
companies and in initiatives that go
beyond legal requirements.

In the case of suppliers from the telecom
sector (typically “market product”,
“network infrastructure” and
“information systems” product lines), it is
worth drawing attention to the
company’s work with the GeSI supply
chain work group.

In the case of local and smaller suppliers
(typically suppliers of “services and
works”), Telefonica directly establishes
specific conditions with its suppliers to
ensure their responsible behaviour.

The results of the survey on supplier
satisfaction showed that g out of 10
Telefonica suppliers agreed with the
incorporation of corporate responsibility
terms and conditions in the supply chain.

Working, Human Rights, equal
opportunities and environment protection
requirements are detailed in the full report.



Information and
tranparency

Information and Transparency
The Telefonica Group encourages a policy of
communication based on truthfulness and
transparency, with constant interaction with
the media. Its relationship with the media is
an important tool for the Telefénica Group
as a means of open communication with all
its audiences: customers, shareholders,
professional team and society in general.
Telefonica, aware of its corporate
responsibility, thus maintains a
communications policy based on closeness
to the media, and on rigour and
transparency in information.

The Corporate Communications area has
the task of coordination in order to ensure
the coherence of the strategic, financial and
operations messages. It works closely with
the Communications areas of all the
subsidiaries, and all together maintain a
policy of continuous, planned and agreed
communication, that means that
information flows regularly and constantly
between the Company and the media. As a
fruit of this close communication strategy,
the Telefonica Group in Spain has held more
than 300 meetings with the media,
including news conferences, breakfast
briefings, and social events -organised
through Fundacion Telefonica.

Noteworthy among the more than 3,000
press releases issued by the Telefonica
Group to the media in 2005 is the
dissemination of information about the
products and services offered by the
Company (42.2%), followed by financial
information (20.1%) and strategic and
related to the Company’s investment
capacity (10.8%). Agreements with third
parties, whether suppliers or technology
partners, among others, are also the subject
of press releases.

Regarding the journalistic treatment of the
information from the Telefonica Group in
Spain by the media, a 92.7% of the press
coverage of the information issued by the
Telefénica Group in Spain is in the form of
news. Other forms such as reports (3.1%)
and opinion (3.1%) occur at similar levels,
but far from that of news.

Information and Transparency
Telefonica is a company that has intense
publicity activity, making it one of the main
investors in the media. All the investment
activity is channelled through the
corporate media area, following criteria of
maximum publicity effectiveness.

For this a unified policy of negotiation and
hiring of publicity media has been
established in the Group, with the
technical area of the Departments of
Marketing and of Purchases in each
country working together on this.

By media type, television is the means
most used with 47% of the Group’s
investment in publicity, followed by the
press (19%), external support (18%) and
radio (10%). By country, given the highly
commercial character of publicity, Spain

Distribution of Press releases
in Spain by Topics

2004 2005
Telefonica S.A. 55 71
Telefonica de Espana 206 53
Telefonica Moviles 1,313 1,747
Telefonica Latinoamérica 765 1,045
Fundacion 65 70
TPI 25 21
Cesky Telecom™ 130
Eurotel* 53

concentrates 56.5% of the publicity
investment, followed by Brazil with 10.2%,
Mexico with 8.9%, Argentina with 5.6% and
Chile and Venezuela with 4.6% each. The
chapter on customers contains more
information about the intense publicity
activity of Telefonica.

Online Press Room

In order to foster transparency and make
information more accessible, the Telefénica
Group offers journalists and the media an
Online Press Room:

www.telefonica.es/saladeprensa

This channel received 176,052 visits from
users in 2005 (82,073 in 2004) which shows
the increasing interest.
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Toste Picasso F Teldiono: 215 727 200
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INFORME DE VERIFICACION DEL INFORME ANUAL
DE RESPONSABILIDAD CORPORATIVA 2005 DE TELEFONICA, S.A.
A ln Comisicn de Recursas Humsanos v Reputacidn Corpormtiva del Consejo de Administmeiin de Telefimica, 54
D scuerda con log iérmanos de nuesira Caria de encargo de fecha . Materialidad o Helevancia de  la ml_’urrmn.ﬂn

| de fehrern de 2, hemas llesado a cabo ba verilicacadn, &on ol
alcance ¥ procedimiontoes acordados v g se Indicen en gl

sigulenie, del Informe de Respomsahilidad Corporativa
M de Telefdnicn, 5.4 cuyn preparaciin es respommsshilidad
exclusiva de Telefordca, 5.A.

Mugsira respomssbilidod por la prestacidn g2 esle semvicio
prodesianal es, (nicamente ¥ exciusivamente, mie ta Direotsdn de
Telefdnica, 8.A. ¥ de sooerdo con bos rmines cetablecidos pars
la werificaciin de su Informe Ansal de  Respeesohilidad

Carporaiiva

Alcgnce

D sl com ol alcance solicitado, In vesificecidn del Informe
de Respomsahilidad Corporntiva 2005 de Telefanica, 5.4 se ha
reafizndo con un diohle perimetro:

Perimstio globnl 3 Grupo Telefimica bajo los estandares del
Gikohal Repesting |micimive (GRI),

= Perimetro de las sctividiles desarnalladas en Espana baje lns
principios establecidos en ln morma AALODE  Assurnnce
Standerd emitida por AccoumAbilsty, Institule of Social and
Ethical Accountabality.

Agimismn, 52 han seguido lss direcirices esiablecidas en I norma
ESAL 3000 aplicable a ka venificacitn de mformes ne financieros,
agf comne ks normes profesionales de general oceplociin en
Espofin relativas a procedimienios acordados.

L.as verificaciancs, par lanka, han consistida en!

o Feriffeacidn def crmplimiendo de oy extdedores del GRT

1. La adecunciin de la esimecturs ¥ contenido ded Informe a
ka5 principios y direcirices estahlecidos en la Gula de
Heferencin GHRI versidn 2002,

3. La ndecundn trezabilidad de la informecidn v los daios
correspondientes a los indicadores centrales v adicionabes
¥ el 5‘|.|]?||i.'.m1ﬂ soctorial de Telstoaupscassones, asi
comng In rozonohilidad del criterio seguido parn sa
considerncitn, en su msa, como no aplicahles.

= Ferflcechin balo ls corsideracids de la morma AA [OGRAS

L proscedimisntos de verlfleacion se han desarrollsdo parn
willoree, pam gl perimetra de Ins aividedes desarrolledas en
Espafin, el Informe de Fesponssbilidad Corporativa bajo los
S1EEHTLES Principios:

proporcionndn en  fanclts de ks pecesidodes o
requerimiemios de los grupos de miends,

2. Imteprided e la idemificesssn, ensesdimienio y gestitn de
los impactos a trovés de los sisiemas y procesoes, incuidos

los proceses de compramiso cen los grupes de isfends.

3. Capacidad de respuestn amie los objetives ¥ expeciativas
de los gropos de intends v de la adecuads v oportunn
camanicacidn de los plares dingidos a ellos,

Procedinentos de verificacidm
Los procedimienios efeciuadas ban consistide enc

. Bealizacidn de entrevisias con una seleccifn dz directives ¥
persoral clave de b Corporacion v de bs umidades operativas
significativas Jde cada uno de Jos paises (e adelanie
Telefinica o ¢ Grupo, salvo que se menclone expresaments
algana de lad compadilas) para obiensr un entendimienta de
les ohjelivas esinhlecidos en €]l Gropo en maieria de
resporsshilidad  corporativa, relalivos & apectos sociales,
flicos ¥ medicamblentalis, Asimisme, g ho edblenigdo un
eniendimienin del seguimiento v aseguramicnen imema de
takes ohjetivos.,

2. Revisidn de informackin rebevanie de Telefinice, tal como
transcripoiones literales de ocias de los reumiones del Consejo
de Adminstracidn en lnd gee s han adeplade acuerdos
relacinmades oon ln Responsabilbdad Corporativa, asl coma
de lea extracios de lns actas coevespondientes o los aspecios
trabados en esin misma maleria en ks reuntones celebradas
par la Comizitn de Recomos Humanos y Repotscidin
Carporaln

3. Revisiin de los procesos v sislemas a troveés de los cunles el
Crupa TelefGnica estahlece s compromizos con sus grpas
die tnlerds, asi eomo la idemtificacion y establectmicnio de kos
aspecios claves a mcluir en & Informe,

4. Rovisiin de me mucstra do nobicies publicadas en prensy
duranse ¢l encicio N0F en relscidn con cunlquicra de los
nspectos  relativos o la responsabilided comorstive  de
Teleffimica o relacionndos con sus grupos de inberés para
comprobar s adecuada ralamrenio ¢m e Informe.

5. Revisidn de In ¢lohoracitn del Informe de Telefdnica, 5.4, de
acuerdn a log estincdares del GERI 2002, verificando que:

= Contiene informaciin relstiva a la vissdn y estrategin, el
porfil ¥ estruclura di pobdemo v de lod sistemas de
westin,

& Emal & Voung Seevicion Corporalivic, 51, Secheded Unipersssal)
Cemicilio Social: Plaza Fabfio Rule Plieasas, 1. 28000 Al nd
Imcrita #n Bl Bogheen Morcandl] o bMaikrad &l Ton 919, L i
Fodin 213, Secckn &, Hoja M- 1487960, nsipoid g, CAF B-2RMG163
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& Incluve wn Indice de contemidos.

& Conlempla mformacide concermienie 8 cada unis de los
indicodores establecidos por el GRI o la justificesiin de
511 .

e El eriberio seguldo para 1a considerncifin de alguno de ko
indicadores como "mo aplicables™ &= retondbli.

# La informacidm contenida en dicho Inlarme 68 comaisienies
con los principios del GRIL

« Contiene una declaracidn firmada por Presidente del
Grigpo confirmendo gue el lnforme ha sido prepamdo de
acuerdo con los estindares del GRL

Realizacidn de enirevisias com una seleceita de directives ¥
persomal clave die kas entldades espafolas represeniandes de
las lincas de megocio de ielefonds fija v de mbviles, para
obiener un conocimienic de como los ohjelivas v politkeas
corporativos son poesios en priciica e imegrados en las
cilrabegin de I emtidades, en relacidn con bos estinderes
A IDAS,

La verificacion de la Informeciin, tenio cunntitativa como
cualfisiiva, conenida en el Informe s2 ha realizado mediante
pruchas mussimles. La seleceitn de las missires s ha
efectundo entre los datas relalivos & b siguientes entidades
en Espafia (Telefinka de Espafin, 5.ALL, Telefbaica
Mdviles Espafie, 5.4, Telefinica 1+0, Telefimica Miwiles,
5.4, Telefinica, 5.4, Atento Teleservichos Espafin, S.A),
Arpgentina (Telefdnbca de Argenting, Telefinica Ménviles
Argenting, Atseso Argentina), Brasil {Telesp, Alento Brasil,
Chile (Telefdnicn CTC Chile, Telefbnica Miviles Chide,
Asenio Chile) y Perd (Telefonica de Penl, Telefdnica Méviles
e Perl, Atemio Pend), en funcidn de s relevancia para cada
=0 de los indicadores,

Adicionalmente. cuando s¢ ba cstimado pecesario por su
relevancia, s¢ ha procedido @ la verificaciin de informacidn
correspondients a oiros polses en los que opera Telefinica

Werificacidn de obras imformacionss, ao requeridas por el
GRL contemidas en €l Informe con docamentaciin soparie
acreditativa, & troves de fuenbes extemas siempre gue ha 4ido
pasible o intemas, o0 caso contraria,

Nivel de verificacidn

Dado que en la actuslidad la AATSOD Asiurence Siandsd no
egighlece momme=  sobre loz miveles  de  verificacida o
aseguramienta, hemas planificade y disefindo los procedimienios
aplicados para 1o obiencion 82 la informeciin v las explicaciones
que hemos estimpdo necesorins pem el esiohlecimiento de
puesiras conclusiones hajo dichos esidndares, dentra de los
termincs  scordsdos con la Direccidn de Telefonbca, 54,
vaiend e cisiran asimismo las dinectrices de s [SAE 3000 pam
In realizaciin de verificaciones con alcance Emiado.

Limitaciones de nuesira revisidn

# Lo extensitn de noestro bmhajo ha comssstido en la
verficacun de L muesinas obtenidas segin lo descrifo en
los punios 7 v & anteriores para los datos cormespondientes
ol ejercicio 2005, Los daios de gjerciciod aniernons gue
figuran en el Informe no han formado pane del alcamce de
nogstred  procedimbentos,  habiéndoss  comprobado
inicamenste su codncidencia con los recogides en el Informe
1004 elnborndo por Telefbnica, S.A. ¥ que fue verilicado
por oira entidad independients,

e Ema & Young no ha participado en lns actuaciones de
diflogo que Telefinica ha llevad a cabo con s grupos de
inbends, por 21k nuestrns conclusiones sohre el principio de
malerialidad o relevancis y d¢ capacided de respuesta estin
basndas en la mevisitn de los documenios, (acilitados por
Tedeffinlca, resultantes de dichas sctusciones.

Nuertrrs conclusiones

En base & s resultados obtenides de los procedimiemios de
verificncitn  nplicados, o conlinuacide  recogemos  nuesbras
conclasionss y spectos de mgjora mis relevanles en relacidn con
cada une de bos principlos de la AANDMD, sl como del
cuisplimiento de |as divectrices del GRI. Dichas conclusiones
deben ser fomades en considernoidn, jumo con las limsociones
expuesias con avlenoridad.

o Materislidd o relevancly

Principie: El Informe de RO presemin fos  aspeciod
relevirales comcernienies of desempeio ecendovies, saciaf y
ivalioaableasal,

El Inferme Aneal de Responssbilided Corporniive 2008
p-mpi;lrﬁ-un.n imformaciin  eguilibrads de las  actuaciones
|bevadas o cabo por Telefinica en esia malera, habiéndose
incorparada al misie mipeclod phclamados por bos gnapos de
imtenés en las actuacicess de diklogo realizadas, ml como 32
pone de manifiesto en el npaniado “[Mélogo con grapos de
imterds™ ded capltule 11 del Informe.

En relaciin con clemos indicadores de la Tabla GRI 20{2

quz g ndjania o continuacién, ¥ que farma parle integramie
die este Informe de Venficascsdn, :l:pﬂlm:d.:l‘nmll'lﬁ'ln- la m

dispomibalided ainm de informachin para slguncs palses o
algunas de 28 actividades llevadns & cabo por Telfefdmica,
Como linea ldgica de mvance serin adecuado incorporar
progresiva ¥ sislemsiticamente tal informaciin para tode &
petfmetro del Grupe Telefdnica,
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b Imiceridad

Principdo: Lo orgonizacide dispome of mecamivmoy ¥
mmkwﬂu&mhm#ﬂmﬁﬁm
grvpod de inderds ¢ idearllear e lnformacidy relevante 2
incarperar @l faforse de RC

En bas a passien revissin:

Mo hemos ohservade declaraciooes orinoas realteadas & lo
large del Infornse ni aspectos materisles excluidos del
misma distintos de bos mencionados en el sparisda =)
amvierior. En el desarrolla de bos procedimientos. aplicadas,
nir % ha puesso de manifiesio b exclusidn de
informneciones comresponidbentes a las nctunciones socinles
y medicambientales de unidedes de negocio relevamies,
salva |ns descritns con anterioridad.

Hemes recibido mformacita o explisaciones gue soportan
v evidencian las nfirmacionss reflejados en el Informe y
gz han sido objeta de sebaccidin por nuestra pare pora s

verificacita.

Coma  lineas de conselidacidn de los  proceses y
procedenientos  poeslos en omarcha por Telefbaica se
recomicndan |ax sipuienies ACUOACINGS:

- Exterskin progresiva del modelo de  didlogo ¥
povanicacidn con sus gnepas do inberés o todos los

paises y lineas de pegocio goe inlegran sus aclividades.

- Continuar en la Imegraciin de bos objetives en materia
de HRespomsahifidad Cosporativn en Ins  objetivos
pstratégioos de les distinias Areas y paises del Grupo,
mediante gisternas de pestion ¢ Indicsdonss dnbeos,

= Reforzar los sistemes implontados para gestionar la
trazshilidad de kos datos comuns-adad.

o)  Copacidod de respuesta

Prigciplo; La orpoalzacida dispone ds proceros efectives
para pestionar ¢ informar de 7 respuents dedo @ e
expectativas di yar gropoy &l dmferdy

En hase p nuestra veri ficacidm:

E1 informe Anual de Respossabilldad Corporstiva 2003 de
Telefbaden mcluye bos mspecios materinles relativos n s
eapectativas de sus grupos de inberds puestas de marifiesto
en las actividades de didloge llevadss a cabo duranie el
gercicio y cupod ressllades han side puessos a mussira
dsposbeidn, A bos efecics de esia conclusiin se debe tener
e cuentn lo indicado en el nparindo a) onteriar,

A lo bwga de su Infoeme, Teleffmica recope Ias politicas,
marmas, programas v aolividodes aprobades v desarrollades
2 lo lurgo del gjercicie. En cada wmo de los capilalos, se
haoe mencide & la @lscica o grade do o desarmollo @
tisplantaciin en cadn casa,

En linea con lo indicndo en of péemio anierior se snticipan
o |inems de achmeidn recomendables las sipuienies:

- Estender el avance que ha supuesio la imploniacidn del
Codipe Eteo en Teleftnica Mivilss al resto del Grupa,
Esta extensida supondrd desarmaollar y aprobis muevas
paliticas concretas que pernsitan ¢l adecusdo desarrolbo
o implastecsin de bos principios recogides en dicho
Cidigo, msl como de ofros requerimienios de sus grupos
de inberés.

- Optimizar los  peocedimienins  de  cumplimiento,
seguimienta y reporie de la solafidad de e politices y
normas  va aprobades por Telefinica, de  forma
eslandarizada iy sistesmnilica.

Concorduncia del Informe Anuwal de RC con fos
estindares GRI

En base a los resultsdos obfenides de bos procedimicntos
aplicadics sobro b informacion publicada v dispondble, segin s
indica en & npartndo &) anterior, considemmns gque ef Informe
Anual d¢ Responsohilidad Corporativa de Teleffmice, 3.4 ha
sido elobomdo de acuerdo con el (iR Sustamability  Beporting
Guidelimes 2002 v & Supdemento  secorlal  de
Telecomunicaciomes.

El alcance de muestro trabajo ha comsistido e ln realacita de
los procedimientos especificos que se describin én esbe informe,
D haberse splleads procedimbenios distindos a los indicedos o
haberse ampliado ¢ tamafio d los messtreos analizedos, se
podrinn hoher pussio de manifiesto aspectos  significalivas
adicianales a los contemnpladas en el presente informe.

Nueitrn Independencia

Las politicas de independencis de Ernst & Young son d¢
aplicessdn a In Flema, soctos v sus profesionales, Estas podliicas
prohiben cunlguier inierés financiern en nuestes clientes que
pudieran comprometer nuesirn independencia. Cada sfio, los
socios vy el son requeridos  parn confirmar el
cumplimbento de I poliices de la Finsa

For otrm parte, como suditores de las cuenias armales de
Teleftimica, 5.A. la presiacidn de ouesims servicios ha sido
aprobeda por la Comasedn de Auditorin ¥ Contral para garssiizar
maestrn Independencin, e como establecen los procediméenios
del Grupo ¥ que se describen en el capliulo de Gobkemo
Corporativo del Informe Anual de Respossabilidad Corpomiiva.

ERNST & YNNG SERVICIOS CORFORATIVOS, S.L

T S

Luis Solis Capedes
Locha

badrid, 15 de mayo de 2006



Departments that collaborated in the
preparation of the report.

Secretariat General / Internal Auditing Department

o2 Identity

Communication (Brand, Reputation and CSR) /
Human Resources Office / Sponsorship /
Internal Auditing Department

Finance (Consolidation, Management Control),
Tax, Regulatory Affairs, Innovation, Telefénica 1+D,
Institutional Relations, Information Systems,
Investor Relations

04 Customers

Corporate Marketing Development /

Quiality, marketing and customer service
departments of the main business lines

(Telefonica de Espana, Telefonica Moviles, Telefonica
Latinoamérica) / Legal consultancy /
Communication / Security

o5 Shareholders
Shareholders’ Office / Investor Relations /
Secretariat General

06 Employees

Corporate Human Resources / Human Resources
Departments of the main lines of business
(Telefonica de Espana, Telefonica Moviles, Telefonica
Latinoamérica, TPI, Terra, Atento, tgestiona) /
Communication / Health and Safety / Fundacion
Telefonica / ATAM / Fonditel

07 Society

Main lines of business (Telefénica de Espana,
Telefonica Latinoamérica, Telefonica Moviles) /
Institutional Relations / Regulatory Affairs /
Reputation and Corporate Social Responsibility /
Fundacion Telefénica / ATAM / Sponsorship

o8 Environment

Internal Auditing / Reputation and Corporate Social
Responsibility / Environmental Departments of the
main lines of business (Telefonica de Espana,
Telefonica Moviles, Telefonica Latinoamérica)

o9 Suppliers
Purchasing / Internal Auditing /
Reputation and Corporate Responsibility

10 Media
Communication

Reputation and Corporate Responsibility

Ernst & Young

Coordination
Reputation, Brand and Corporate Social
Responsibility (G.D. of Communication)

According to the stakeholders, the CR Reports

should achieve a balance between

Participants in the dialogue

In March 2006, Telefonica called meetings
of two panels of corporate responsibility
experts representing Telefonica’s different
stakeholder groups in order to find out
their opinion with regard to the “Corporate
Responsibility Annual Report 2004”, and
gather any suggestions and comments.

Over 40 experts in corporate responsibility
took part in this dialogue process, from
almost thirty relevant organisations and
institutions within Telefonica de Espafia’s
stakeholder groups. This dialogue was
organised by CR experts from the Noos
Institute, an organisation that had already
worked with Telefénica on the adaptation
into Spanish of the “Good Practice Guide
for Relations with Stakeholders”. The Report
on Corporate Responsibility includes details
of the stakeholder groups’
recommendations with regard to the
report, as well as the improvements
applied by Telefonica in 2005.

Reporting principles
In the drafting of its 2005 Corporate
Responsibility Report, Telefonica has

Clarity of the information
Access to the general public
Areas for improvement

Global information

Goals

applied the principles proposed by the GRI
for decisions regarding the contents and
structure of the report.

Boundary of the Report

Since the publication of its first corporate
responsibility report in 2002, Telefonica has
strived to present itself before its
stakeholder groups as a multinational
company. This is why, since this first report,
it has always included data of its
operations outside Spain.

The publication of the Report on Corporate
Responsibility 2005 includes details on the
performance of the fixed and mobile
telephony operators in Spain and Latin
America that are controlled by Telefonica.
This criteria has been applied on the basis
of the application of the relevant principles
of the companies’impact and on the
degree of control over them.

With a view to encouraging maximum
transparency, Telefénica explains the way in
which the information is consolidated in
the different chapters and aspects included
in the report.

Note on the Independent Verification

Telefonica commissioned from Ernst & Young (as a private entity)
the verification of the Annual Report on Corporate Responsibility
2005. This Executive Summary includes a literal transcription of the
Verification Report (excluding GRI tables) that refers to the Report
on CR in its full version and not to this Executive Report. Both the
full Report on Corporate Responsibility and Ernst & Young’s
Verification Report are included in the enclosed CD.

129



Quarterly results
January to December
2005

04




04|01 Quarterly results
January to December 2005

04|02 Appendix







“In 2005, Te
|

fu
CO
aC

filed al

04 |01 Quarterly results
January to December
plolel}

efonica

ts financial
mmitments, and
nieved record results”



Telefonica: Market size (2005)

Mexico
Mobile accesses
6,368

Data and Internet
accesses 3

Panama
Mobile accesses

849 . 7

Guatemala
Mobile accesses
1,041

Fixed Telephony
accesses
44

Data and Internet
accesses
1

Colombia
Mobile accesses
6,033

Data and Internet
accesses
3

Ecuador
Mobile accesses
1,885

Peru
Mobile accesses
3,455

Fixed Telephony

Chile
Mobile accesses

El Salvador
Mobile accesses
538

Fixed Telephony
accesses
69

Data and Internet
accesses?]

Pay-TV customers
14

Argentina
Mobile accesses

Nicaragua
Mobile accesses
372

Venezuela
Mobile accesses
6,160

Germany
Wholesale ADSL Lines
T. Deutschland Group: 535

Brazil
Mobile accesses

Czech Republic
Mobile accesses
4,676

Fixed Telephony
accesses
2,961

Data and Internet
accesses
661

Spain
Mobile accesses
19,890

Fixed Telephony
accesses
16,136

Data and Internet
accesses
5,586

Pay-TV customers
207

accesses 5,276 8,335 Uruguay 29,805 Morocco

2348 Fixed Telephony Fixed Telephony i\é\gbﬂe EIGESEEIS Fixed Telephony ngle aeces s
Data and Internet accesses accesses accesses !

accesses 2,429 4,532 12,340

iz Data and Data and Data and Internet

Pay-TV customers Internet accesses  Internet accesses accesses

462 484 902 3,329



The most relevant factors of Telefonica
Group results for fiscal year 2005 are the
following:

Net income reached a record amount of
4,445.8 million euros, 40.0% higher than
in 2004, thanks to the good evolution of
operations and the positive contribution
of the executed acquisitions:

Net income would have reached
4,915.8 million euros if we exclude the
write-down of the remaining value of
the UMTS license of IPSE and the
provision for the Redundancy Program
in Telefénica de Espana and Telefonica
Data Espana.

A 43.4% rise in basic earnings per
share, to 0.913 euros.

Achievement of the financial targets set
for 2005, in terms of revenues, OIBDA, Ol
and CapEx, both at the Telefonica Group
level and within the main business lines.

Strengthening of the Group's growth
profile, after reporting a solid year-on-
year revenue growth of 25.1%:

All business lines reported revenues
above 2004 fiscal year figures.

A sharp increase in total accesses
(+24.3% over the prior year), driven by the
growth in mobile customers and in

broadband, which stood at 153.5 million
at the end of the year. Including the O2
customers, whose acquisition was
completed in 2006), the Telefénica
Group's customer base would increase to
180.9 million:

Telefénica Moviles Group's customer
base increased to 94.4 million, gaining
16.3 million new customers.

The Group's retail Internet broadband
accesses reached 5.0 million, up from
3.2 million in December of 2004.

Outstanding organic growth (constant
exchange rates and excluding changes in
the perimeter of consolidation) in the
main Income Statement items:

Revenues grew by 9.3% year-on-year,
OIBDA by 9.9% and Ol by 21.7%.

The positive contribution of the
exchange rate fluctuations, particularly
the appreciation of Latin American
currencies against the euro, which added
47 percentage points 4.5 percentage
points and 3.3 percentage points to the
growth of revenues, OIBDA and O],
respectively.

Transformation of operating efficiency
into profitability and generation of free
cash flow:

The consolidated OIBDA margin stood
at 40.3%, unchanged from the
previous year, in a high-growth
environment and higher commercial
activity.

Operating free cash flow (OIBDA-
CapEx) rose to 9,917.7 million euros,
equivalent to 17.3% increase over the
2004 figure with the positive
contribution of all business lines,
despite a higher investment in growth.

The 2005 shareholder remuneration
policy is one of the most attractive in the
industry, as demonstrated by the
payment of a cash dividend of 0.5
euros/share, distribution of treasury
stock representing 4% of shareholders'
equity (1x25) and extension of the share
buy-back program until the end of 2007,
for a total of 6 billion euros. For 2006,
the Board of Directors agreed to propose
the payment of a dividend against 2005
fiscal year results of 0.5 euros/share in
the next AGM.
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Telefonica Group Accesses

December

2005 2004 % Chg
Fixed telephony accesses’ 40,859.0 37,768.5 8.2
Internet and data accesses 12,859.9 10,872.2 18.3
Narrowband 5,166.9 5,672.5 -
Broadband 6,902.7 4,736.7 -
ADSL* 5,880.2 3,915.5 -
Retail 3 5,023.1 3,225.6 -
Other accesses* 790.3 463.0 -
Unbundled loops® 434.8 116.1 -
Pay TV 683.2 408.3 67.3
Cellular accesses 99,124.0 74,441.4 33.2
Total Accesses 153,526.0 123,490.3 24.3
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The results obtained by Telefénica Group
and the management report included in
this report are based on the actions carried
out by the various business units in the
Group and which constitute the units over
which management of these businesses is
conducted. This implies a presentation of
results based on the actual management
of the various businesses in which
Telefonica Group is present, instead of
adhering to the legal structure observed by
the participating companies.

In this sense, income statements are
presented by business, which basically
implies that each line of activity participate
in the companies that the Group holds

in the corresponding business, regardless
of whether said holding has already

been transferred or not, even though

it might be the final intent of Telefénica,
S.A.todosoin the future.

It should be emphasised that this
presentation by businesses in no case
alters the total results obtained by
Telefonica Group. These results are
incorporated from the date of effective
acquisition of the holding.

Starting third quarter 2005, Terra
Networks results will be included in the
Telefonica de Espafia Group and Telefénica
Latinoamérica Group results. Hence, Terra
Espafa, Azeler and Maptel results will be
incorporated within the Telefénica de
Espafia Group, whereas Terra in Latin
America will be incorporated in the
Telefénica Latinoamérica Group's results.
The Terra Networks Group results from
the first and second quarter of 2005 and
from fiscal year 2004 will be incorporated
into Other Companies in the Telefonica
Group accounts.

Also starting in the third quarter of 2005, the
Cesky Telecom results corresponding to the
July-September 2005 period will be
incorporated as an independent business
line, at the closing of its acquisition last June.

In 2005, the Telefonica Group obtained a
new dimension after the successful
integration of the mobile telephony
operations acquired from BellSouth in Latin
America and Cesky Telecom, combined with
the acquisition of O2, strengthening the
Group's competitive position through the
Company scale. With these acquisitions,
the Group's strategic objective offering the
best combination in terms of growth and
cash returns is strengthened, after
successfully executing the integrated
management of operations through an
increasing focus on customers

and efficiency.

The Telefénica Group thus achieved in 2005 a
record net income of 4,445.8 million euros,
40.0% above last year's figure. The
achievement of this good result stems from
the strong annual growth in revenues
(+251%) thanks to the expansion of the
customer base (+24.3%) and of the average
revenue per customer, as a consequence of



the increased commercial efforts, with
particular emphasis on growing businesses
and on product and service innovation.
Operational efficiency means maintaining
profitability (OIBDA margin) at a 40% ratio
and operating free cash flow (OIBDA-CapEx)
growing at a high annual rate (+17.3%). It is
also significant the successful management
of non-operational results, going from an
annual growth in OIBDA of 25.0% and 30.5%
of Ol'to a 40.0% of net income.

The economic and financial results for
2005 were also strengthened by the
diversification of being an integrated
operator. The cellular business is the main
contributor to Group revenues (+38.1% year-
on-year), while the fixed telephony
business line is so in terms of profitability,
with a growth in the operating income of
Telefénica de Espana Group of 19.9% and of
Telefonica Latinoamérica Group of 14.6%
year-on-year. This way, the need to finance
the increased number of customers in the
mobile telephony business in order to
capture the unique opportunity for growth
of its markets, with its logical impact on
margins, is compensated by the solid
results from the fixed telephony business
line, a reference in the sector in terms of
revenues, profitability and generation of
cash flow.

As a result, the Telefonica Group achieved
all the financial objectives established for
2006. In terms of revenues, growth at
constant exchange rates and excluding
changes in the consolidation perimeter
stood at 17.2%, surpassing the growth
target of “over 15%”". With respect to the

Operating Income before Depreciation and
Amortisation (OIBDA) , growth stood at
12.3% , within the announced range of
+10%/+13%. Operating Income (Ol)1 grew by
16.1%2, also within the range of +12%/+18%.
Lastly, CapEx1 stood at 4,725.9 million euros,
in line with the guidance of reaching
approximately 4,600 million euros. It
should also be noted that all business lines
achieved the targets set for 2005.

The shareholder remuneration policy in
2005 continued to progress, being one of
the most attractive in the sector and
reaffirming itself after the acquisition of
02.In 2005 a dividend corresponding to the
2004 year of 0.5 euros/share was paid,
Telefonica S.A. shares were distributed,
representing a 4% of capital share,ina
proportion of 1x25 and there has also been
a progress in the share buy-back program.
This program was renewed in April, and
extended until the end of 2007, for a total
of 6,000 million euros. On 31st December
2005, the treasury stock stood at 2.8% of
the current share capital.

For 2006, the Board of Directors agreed to
propose the payment of a dividend against
2005 fiscal year results of 0.5 euros/share
in the next AGM.

At 2005 year end, the Telefonica Group
managed 153.5 million accesses (+24.3%
year-on-year), of which 99.1 million are
cellular accesses, 40.9 million are fixed
telephony accesses, 12.9 million are data
and Internet accesses, and 0.7 million are
Pay TV accesses. The acquisition of Cesky
Telecom contributed with 8.3 million, while,
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External sales by business lines

if we include O2 lines as of 31st December
2005, the Telefonica Group total accesses
reached 180.9 million.

The Telefonica Méviles Group has placed
itself as one of the sector's main operators,
in the high-growth environment of the
Latin American markets, with a managed
customer base of 94.4 million, up 26.9%
year-on-year. Net adds in the fourth quarter
recorded 5.4 million customers, in a period
characterised by Christmas campaigns,
while in the year as a whole added 16.3
million new customers.

The broadband market in 2005 showed
great dynamism and growth in Spain, Latin
America and the Czech Republic, with a
total of 5.0 million retail Internet
broadband accesses for the Telefénica
Group at the end of December, 55.7%
higher than the previous year. The
contribution of Spain (2.7 million +68.5%
year-on-year) and Brazil (Telesp: 1.2 million
+46.0% year-on-year) must be highlighted.

Telefonica Group revenues increased 25.1%
compared with 2004, reaching an absolute
figure of 37,882.1 million. This strong yearly
growth was due to the increased revenues
achieved by all business lines, the positive
impact of exchange rates (contributing
with 4.7 percentage points to the growth)
and changes in the consolidation
perimeter, mainly the BellSouth and Cesky
Telecom assets. Excluding these final two
effects, the organic growth of revenues
stood at 9.3% (+9.9% to September).

By business lines, the cellular business
continued to be the main contributor to
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the Group's growth, recording a 38.1% year-
on-year growth in revenues in 2005, to
16,513.5 million euros. The solid
performance of revenues is mainly
explained by changes in the consolidation
perimeter on the one hand, and the
contribution of Telefénica Moviles Espana
(revenues +7.6%, making it one of the
European operators with the highest
growth in domestic market), Venezuela
(revenues of 1,438 million euros) and
Argentina (revenues of 1,010 million) on the
other hand. In the fourth quarter of the
year there was a slowdown in the growth
rate of revenues (+29.1% year-on-year),
since the first nine months (+41.7% year-
on-year) were more affected by the
consolidation of eight of the ten Latin
American operators acquired from
BellSouth since November 2004.
Telefonica de Espana Group revenues
totalled 11,739.5 million euros in the year
(Terra's operations in Spain accounted 21.6
million euros), up 4.8% year-on-year (+4.6%
excluding Terra). Revenues from Internet
and Broadband services (+26.9% over 2004)
are the growth engine, particularly those
for Broadband (+40.2% compared with
January-December 2004), compensating
the reduction in revenues for traditional
voice services (-0.7% year-on-year). In the
fourth quarter of 2005 the quarterly trend
for the slowdown in the year-on-year
increase in revenues, excluding Terra,
(+3.6% vs. +4.0% in the third quarter vs.
+4.9% in the second quarter vs. +6.0% in
the first quarter) mainly due to the
elimination of the effect of the increase in
the monthly fee in 2004, the fall in
revenues from voice traffic and the slowing
growth of broadband revenues.

The Telefénica Latinoamérica Group,
supported by the good performance of the
operators, and the appreciation of Latin
American currencies against the euro,
obtained revenues of 8,265.5 million euros
in 2005 (Terra Latinoamérica contributed
with 111.0 million euros), 22.5% above 2004
figure. In constant euros, and excluding the
effect of Terra, the increase with respect to
January-December of the previous year
stood at 6.2% (+6.5% to September) mainly
due to the contribution of Telesp (+7.9%
compared with +7.7% of September) driven
by the increase in tariffs in July and the
solid growth of the broadband business.

By geographic areas and as of the end of
2005, Spain represented 51.9% of
consolidated revenues, reducing its
contribution by 9.4 percentage points
compared with December 2004, while
Latin America increased its contribution to
total revenues by 7.3 percentage points to
41.5%, due to the incorporation of BellSouth
Latin American operators. Brazil maintained
a contribution to total sales practically
stable (18.2% vs.17.3% twelve months ago).
The incorporation of Cesky Telecom in July
2005 has given better geographical
diversification, with 2.7% of revenues
coming from the Czech Republic.

Cumulative operating expenses in 2005
stood at 23,219.3 million euros, recording a
year-on-year growth of 26.7%, as a result of
the intensification of commercial efforts
carried out by Telefénica Group and the
changes in the consolidation perimeter.

Supplies expenses (10,065.0 million euros)
grew by 31.8% year-on-year (+27.2%
excluding the effect of the exchange rate
vs. +29.9% to September) and is explained
mainly by the cellular business, with the
incorporation of BellSouth Latin American



OIBDA by countries

operators and by the higher
interconnection costs, as well as Telefonica
de Espafia Group due to the purchase of
equipment for the ADSL and Imagenio
services, and the boost in the local loop
unbundling (ULL) by the competition.

Personnel expenses amounted to 5,656.4
million euros and grew by 11.0% in 2005
year-on-year (+7.9% in constant euros vs.
+5.3% to September) related with the rise
in the Group's average workforce (+21.4% to
190,385 employees) due to the cellular
business, the acquisition of Cesky Telecom
and the Atento Group (excluding Atento
the average workforce would be 106,021
employees, a growth of 12.3%). Regarding
the Telefénica de Espafia 2003-2007
Redundancy Program, as an exceptional
measure, 127 layoffs have been accepted in
addition to the 1,750 applications accepted
for 2005, and a new Redundancy Program
in Telefénica Data Espana has been
approved, joined by 68 persons, increasing
the total provision made for 2005 to 597,33
million euros.

Cumulative external services expenses

at year end (6,715.3 million euros) increased
by 32.4% year on year (+26.4% in constant
euros) as a result of the increased
commercial and advertising activity,
mainly in the bet on growth in number
of customers and the changes in the
consolidation perimeter. However,

in the last quarter there was a control
over commercial costs in Telefonica
Méviles Espana.

At the end of the year 2005, Telefonica
Group recorded a gain for the sale of fixed

assets of 249.3 million euros compared
with the 21.6 million euros accrued the
previous year. The main items accounted
for in this accounts are the capital gains
from; i) the sale of Infonet, ii) the listing of
Endemol, iii) the disposal of 1.2% of TPI
share capital, iv) the disposal of real state
and v) the sale of Radio Continental and
Radio Estéreo, both from the ATCO Group.
The capital gain obtained from the listing
of Endemol and from the sale of Telinver in
Argentina explain the positive accrued
amount of 71.7 million euros in the fourth
quarter of 2005.

Consolidated OIBDA in January-December
2005 stood at 15,276.4 million euros, a
25.0% growth in relation to the same
period in 2004, a significant increase in the
rate of variation compared with January-
September (+20.0% year-on-year), after the
39.7% year-on-year OIBDA growth during
the period October-December. The
fluctuations in exchange rates contributed
with 4.5 percentage points to the growth
rate in 2005. The organic growth in
consolidated OIBDA in 2005 stood at 9.9%,
3.2 percentage points higher than in the
first nine months of the year, mainly due to
the control of expenses during the last
quarter, specially in the cellular business. In
terms of profitability, despite the high
levels of commercial activity, particularly in
the cellular business, (OIBDA margin) was
maintained practically stable compared
with the previous year (40.33% vs. 40.36%).

In 2005, there was an acceleration in the
cellular business OIBDA growth rate higher
than the obtained to September (+25.4%
Vs. +19.4%), reaching 5,817.0 million euros
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and representing 38.1% of the consolidated
OIBDA. In yearly terms, the OIBDA margin
fell by 3.5 percentage points, to 35.2%, due
to the commercial efforts made and the
brand launch (movistar) last April. However,
it is worth highlighting the year-on-year 3.9
percentage points improvement in the
OIBDA margin of the fourth quarter
(35.6%). This was mainly due to the 11.9
percentage points increase in the OIBDA
margin of the Latin American subsidiaries
to 24.5% because of the lower unit
acquisition costs (SAC).

The Telefonica de Espaiia Group (31.2% of
total OIBDA) finished the year with an
OIBDA of 4,766.8 million euros (Terra's
operations in Spain contributed 27.3 million
euros), up 4.5% on that recorded in 2004. In
the fourth quarter, the trend observed in
previous quarters was reversed, and there
was a year-on-year fall of 3.8%, basically
associated with the 127 new people joining
the Telefénica de Espafia 2003-2007
Redundancy Program in 2005, and 68
people joining the Telefonica Data Espana
Redundancy Program. The OIBDA margin
stood at 40.6%, 0.1 percentage point lower
than in 2004, though if we exclude the
effect of the Redundancy Program in both
years, the OIBDA margin would increase to
45.7% (-0.8 percentage points vs. January-
December 2004).

The Telefonica Latinoamérica Group OIBDA,
contributing with 24.6% to the total

OIBDA, stood at 3,758.3 million euros at year
end (Terra in Latin America contributed 4.8
million euros), showing a growth in
nominal terms of 14.1%, which translates to
0.4% (-7.5% to September), in constant
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euros and excluding the effect of Terra
Latam. It should be noted that these
variations are influenced by the gain on the
sale of fixed assets (mainly the sale in July
2004 of the CTC mobile telephony
subsidiary and the sales of Infonet and
Telinver in Argentina) as a result of which,
the variation excluding this effect would be
27.4% (+11.7% excluding the exchange rates
and Terra Latam effect). The OIBDA margin,
excluding the result of the gain for the sale
of fixed assets in both periods, stood stable
compared with September at 44.2%,
though increasing by 1.7 percentage points
compared with 2004.

The geographical distribution of the OIBDA
in 2005 reflects, in the same way as
revenues, greater diversification, with 58.3%
of the consolidated OIBDA coming from
Spain (70.4% of the previous year), 36.4%
from Latin America (32.5% two months
ago) and 3.0% from the Czech Republic
after the incorporation of Cesky Telecom in
the second half of 2005.

The operating income for January-
December 2005 amounted 8,558.8 million
euros, a year-on-year growth of 30.5%, 6.0
percentage points higher than that
recorded in the first nine months of the
year. This acceleration was the result of the
higher increase in OIBDA described above,
and despite the higher increase in
depreciation compared with September
(+18.6% vs. +14.6%). The main business lines
that contribute to this increase in
depreciation are, in first place, the cellular
business, due to the changes in the
consolidation perimeter and the impact of
280 million euros associated with the

Amortisation of allocated intangible assets
related to the acquisition of Telefonica
Movil Chile and BellSouth Latin American
operators in 2004 and at the beginning of
2005, and, secondly, Cesky Telecom, which
was incorporated from the second half of
the year. The organic variation rate in
operating income is +21.7% compared with
the +16.6% registered to September.

The results of associated companies
reversed the positive trend recorded in the
first nine months of the year (+9.6 million
euros) and closed 2005 with losses that can
be attributed to these companies of 128.2
million euros (-50.5 million euros in
January-December 2004). In the fourth
quarter -136.8 million euros mainly related
to the write-down of the remaining value
of the UMTS license of IPSE were accounted
(this asset write-down does not imply any
cash outflow)). It should be noted, in
particular, that if we exclude this effect, the
results of these companies would be
positive (+8.6 million euros) thanks to the
lower losses that can be attributed to
Sogecable, Lycos Europe and the positive
contribution of Medi Telecom, which, last
year, brought losses to the Group.

Financial net expenses amounted to1,634.3
million euros in 2005, 0.3% year-on-year
reduction (4.8 million euros) compared
with the comparable figure of 2004 (1,639.1
million euros). The interest rates expenses
deteriorated by 334.3 million euros, of
which 261.3 million euros belong to the
18.6% increase in the average net debt
versus 2004. The exchange rate differences
improved in 339.1 million euros compared
with 2004, highlighting the positive



contribution of the USD/EUR position, that
contributed with a 43% to the
improvement in the result.

The net free cash flow after CapEx
generated by the Telefénica Group
amounted to 7108.1 million euros in 2005,
of which 4,476.1 million euros were
dedicated to the net payments of dividends
and treasury stock in Telefonica S.A, 5,839.9
million euros were deployed on financial
investments (net of the sale of real state)
and 692.8 million euros to the cancellation
of commitments, mainly to headcount
reduction. Hence, the free cash flow after
dividends, that explains in a high degree
the increase in the net financial debt of
3,900.7 million euros.

The Telefonica Group’s net financial debt
at the end of December 2005 stood at
30,067.0 million euros. The increase of
6,372.6 million euros with respect to the
2004 net financial debt figure (23,694.4
million euros) was due to the free cash
flow after dividends of -3,900.7 million
euros. Moreover, the net financial debt
increased by 1,075.8 million euros
corresponding to changes in the
consolidation perimeter and others and in
1,396.1 million euros as a consequence of
the effects of the exchange rates on net
financial debt not denominated in euros.

The tax provision amounted to 1,969.2
million euros in 2005, and the tax rate
stood at 29.0%, although the cash outflow
for the Telefonica Group will be reduced
even further as negative tax bases are
compensated for.

The results attributed to minority interests
in 2005 showed year-on-year growth of
23.0% and deducted 381.2 million euros
from the Telefonica Group's net income.
This evolution is explained by the
participation of minority interests in the
net income of Cesky Telecom since 1st July
2005, the improved net income obtained by
Telesp and the lower losses recorded by
Telefonica Moviles Mexico.

As a result of this, the consolidated net
income accumulated to December reached
4,445.8 million euros, up 40.0% year-on-
year In the fourth quarter, the net income
grew by 51.6% compared with the fourth
quarter of 2004, and reached 1,192.5 million
euros.

During 2005, consolidated CapEx reached
5,358.7 million euros (4,725.9 million euros
with constant exchanges rates of 2004 and
excluding changes in the consolidation
perimeter), which represents a growth of
42.3% Vs the 2004 figure (organic variation
+21.0%). By business lines, there was a
generalised growth, mainly associated with
growth initiatives both in Spain and Latin
America (broadband, increase in capacity of
mobile telephony networks, and rollout of
the UMTS network in Spain and GSM in
Colombia). It is also worth to highlight the
investment made in Distrito C, the future
Telefonica Group headquarters in Madrid
and the incorporation of the Cesky
Telecom's investments since July 2005.
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Telefonica Group: Selected financial data

january - december

2005 2004 % Chg
Revenues 37,882.1 30,280.9 25.0
Operating income before D&A (OIBDA) 15,276.4 12,222.0 25.0
Operating income (Ol) 8,558.8 6,556.0 30.5
Income before taxes 6,796.2 4,866.4 39.7
Net income 44458 3,175.7 40.0
Basic earnings per share 0.913 0.637 434
Weighted average number of ordinary shares outstanding during the period (millions) 4,870.9 4,987.8 (2.3)

Telefonica Group: Results by companies

Revenues OIBDA Operating income

january - december january - december january - december
2005 2004 % Var 2005 2004 % Var 2005 2004 % Chg
Telefonica de Espana Group 11,739.5 11,202.2 4.8 4,766.8 4,560.0 4.5 2,627.7 2,192.4 19.9
Telefonica Latinoamérica Group 8,265.5 6,748.4 225 3,758.3 3,294.8 14.1 1,965.8 1,716.1 14.6
Cellular Business 16,513.5 11,961.4 38.1 5,817.0 4.637.6 254 3,443.0 3,057.5 126
Cesky Telecom 1,035.2 - n.c. 456.7 - n.c. 164.8 - n.c.
Directories Business 660.5 616.4 7.1 220.0 204.8 7.4 196.0 181.0 8.3
Atento Group 856.5 606.5 412 116.4 85.1 36.7 88.5 514 721
Content & Media Business 1,269,1 1,219.1 4.1 269.2 185.0 455 240.3 156.2 53.9
Other companies* 868.2 1,265.0 (31.4) (188.0) (248.9) (24.5) (258.5) (410.2) (37.0)
Eliminations (3,325.7) (3,338.1) (0.4) 60.1 (496.5) cs. 91.1 (388.4) c.s.
Total Group 37,882.1 30,280.9 25.1 15,276.4 12,2220 25.0 8,558.8 6,556.0 30.5
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Telefonica Group : Exchanges rates applied

P&L' Balance Sheet and CapEx’

Jan - dec 2005 Jan - dec 2004 december 2005 december 2004
USA (US Dollar/Euro) 1.242 1.242 1.180 1.362
Argentina (Argentinean Peso/Euro) 3.631 3.651 3.577 4.058
Brazil (Brazilian Real/Euro) 3.002 3.632 2.761 3.616
Czech Republic (Czech Crown/Euro) 29.780 - 29.005 -
Chile (Chilean Peso/Euro) 694.444 757.576 606.061 757.576
Colombia (Colombian Peso/Euro) 2,881.844 3,257.329 2,695.418 3,257.329
El Salvador (Colon/Euro) 10.870 10.868 10.322 11919
Guatemala (Quetzal/Euro) 9.496 9.887 8974 10.570
Mexico (Mexican Peso/Euro) 13,517 14.017 12.715 15.344
Nicaragua (Cordoba/Euro) 20.799 19.794 20.222 22.242
Peru (Peruvian Nuevo Sol/Euro) 4.096 4.240 4.051 4.470
Uruguay (Uruguayan Peso/Euro) 30.331 35.587 28.490 35.958
Venezuela (Bolivar/Euro)) 2,624.672 2,386.635 2,538.071 2,617.801

Telefonica Group: Consolidated income statement

january - december

january - december

2004 % Var 2005 2004 % Chg
Revenues 37,882.1 30,280.9 251 10,480.0 8,217.9 27.5
Internal expenditure capitalised in fixed assets’ 4703 27.9 263.2 165.2 59.3
Operating expenses ((23,219.3 (18,329.8) 26.7 (6,461.3) (5,116.9) 26.3
Supplies (10,065.0 (7,637.3) 3138 (2,941.0) (2,276.1) 29.2
Personnel expenses (5,656.4 (5,095.2) 11.0 (1,441.0) (1,164.1) 23.8
Subcontracts ((6,715.3 (5,072.0) 32.4 (1,827.9) (1,523.1) 20.0
Taxes (525.3) 49.0 (251.5) (153.6) 63.7
Other net operating income (expense) (43.6) n.s. (9.1) 4.1) 123.0
Gain (loss) on sale of fixed assets 21.6 ns. 717 2.7 n.s.
Impairment of goodwill and other assets (177.3) (86.4) (12.5) (164.7) (92.4)
Operating income before D&A (OIBDA) 15,276.4 12,222.0 25.0 4,331.9 3,100.2 39.7
Depreciation and Amortisation (6,717.7) (5,666.0) 186 (1,897.6) (1,461.6) 29.8
Operating income (Ol) 8,558.8 6,556.0 30.5 2,434.3 1,638.6 48.6
Profit from associated companies (50.5) 1539 (137.8) 15 c.s.
Net financial income (expense) (1,634.3) (1,639.1) (0.3) (505.1) (590.7) (14.5)
Income before taxes 6,796.2 4,866.4 39.7 1,791.4 1,049.4 70.7
Income taxes (1,969.2) (1,512.8) 30.2 (513.8) (364.0) 41.2
Income from continuing operations 4,827.1 3,353.6 439 1,277.5 685.4 86.4
Income (Loss) from discontinued operations 132.0 n.s. 0.0 190.8 n.s.
Minority interest (309.9) 23.0 (85.0) (89.7) (5.3)
Net income 4,445.8 3,175.7 40.0 1,192.5 786.5 51.6
Weighted average number of ordinary shares
outstanding during the period (millions) 4,870.9 4,987.8 (2.3) 4,813.1 4912.2 (2.0)
Basic earnings per share 0.913 0.637 43.4 0.248 0.160 54.7
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Telefonica Group: Consolidated Balance sheet

december

2005 2004 % Chg
Non-current assets 59,545.0 48,954.5 21.6
Intangible assets 7,877.1 5,674.1 38.8
Goodwill 8,910.2 5,949.4 49.8
Property. plant and equipment and Investment property 28,027.4 23,2217 207
Long-term financial assets and other non-current assets 6,345.6 5,152.0 232
Deferred tax assets 8,384.7 8,957.1 (6.4)
Current assets 13,628.8 11,124.4 22.5
Inventories 919.5 655.5 40.3
Trade and other receivables 7,515.7 5,919.8 27.0
Current tax receivable 1,4483 1,069.5 354
Short-term financial investments 1,517.8 2,556.6 (40.6)
Cash and cash equivalents 2,213.2 914.3 1421
Non-current assets classified as held for sale 143 8.7 64.8
Total Assets = Total Equity and Liabilities 73,173.8 60,078.9 21.8
Equity 16,158.4 12,342.5 30.9
Equity attributable to equity holders of the parent 12,7333 10,439.8 22.0
Minority interest 34251 19027 80.0
Non-current liabilities 35,126.5 27,7426 26.6
Long-term financial debt 25,167.6 17,492.2 439
Deferred tax liabilities 24774 1,642.6 50.8
Long-term provisions 6,353.2 7,407.7 (14.2)
Other long-term liabilities 1,1282 1,200.1 (6.0)
Current liabilities 21,888.9 19,993.8 9.5
Short-term financial debt 9,235.9 10,210.4 (9.5)
Trade and other payables 6,932.9 56323 231
Current tax payable 2,191.6 1,824.9 20.1
Short-term provisions and other liabilities 3,528.5 2,323.5 519
Liabilities associated with non-current assets classified as held for sale 0.0 2.7 n.s.
Financial Data
Net Financial Debt ' 30,067.0 23,694.4 26.9
Telefonica Group: Free cash flow and change in debt

January - December

2005 2004 % Chg
I Cash flows from operations 13,8543 11,706.5 183
Il Net interest payment’ (1,449.4) (1,235.9) -
I Payment for income tax (1,233.0) (326.0) -
A=I+lI+lll  Net cash provided by operating activities 11,171.9 10,144.6 10.1
B Payment for investment in fixed and intangible (4,409.9) (3,457.7) -
C=A+B Net free cash flow after CAPEX 6,762.0 6,686.9 1.1
D Net Cash received from sale of Real Estate 99.9 210.8 -
E Net payment for financial investment (5,939.8) (3,714.3) -
F Net payment for dividends and treasury stock® (4,822.8) (4,804.4) -
G=C+D+E+F Free cash flow after dividends (3,900.7) (1,621.0) 140.6
H Effects of exchange rate changes on net financial debt 1,396.1 - -
I Effects on net financial debt of changes in consolid. and others 1,075.8 - -
J Net financial debt at beginning of period 23,694.4 - -
K=J-G+H+l Net financial debt at end of period 30,067.0 - -
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Telefonica Group: Reconciliations of cash flow and OIBDA minus CAPEX

january - december

2005 2004 % Chg
OIBDA 15,276.4 12,222.0 25.0
- CapEx accrued during the period (EsP exchange rate) (5,358.7) (3,767.1) -
- Payments related to commitments (894.2) (916.5) -
- Net interest payment (1,449.4) (1,235.9) -
- Payment for income tax (1,233.0) (326.0) -
- Results from the sale of fixed assets (249.3) (21.6) -
- Invest. in working cap. and other deferred income and expenses 670.2 732.0 -
= Net Free Cash Flow after CapEx 6,762.0 6,686.9 1.1
- Net Cash received from sale of Real Estate 99.9 210.8 -
- Net payment for financial investment (5,939.8) (3,714.3) -
- Net payment for dividends and treasury stock (4,822.8) (4,804.4) -
= Free Cash Flow after dividends (3,900.7) (1,621.0) 140.6
Net financial debt and commitments CAPEX by business lines

december 2005 january-december

Long-term debt 25,647.8 2005 2004 % Chg
Short term debt including current maturities 9,193.9 Telefonica de Espafia Group 1.406.6 1207.5 165
Cash and Banks (2.213.2) Telefonica Latinoamérica Group 1,061.2 748.5 418
Short and Long-term financial investments’ (2,561.5) Cellular Business 23304 1669.0 396
A Net Financial Debt 30,067.0 Cesky Telecom 1470 ne
Guarantees to IPSE 2000 3655 Directories Business 241 215 119
Guarantees to Newcomm 835 Atento Group 429 22.8 88.6
B Commitments related to guarantees 449.0 Content & Media Business )55 243 5o
Gross commitments related to workforce reduction® 5,270.1 Other companies & Eliminations 3910 735 ns
Value of associated Long-term assets * (754.7) Total Group 5,358.7 3,767.1 423
Taxes receivable* (1,457.7)
C Net commitments related to workforce reduction 3,057.7
A + B + C Total Debt + Commitments 33,573.7
Net Financial Debt / OIBDA’ 1.91x
Total Debt + Commitments/ OIBDA’ 2.13x
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Telefonica de Espana Group
The 2005 results for Telefénica de Espafia
Group comfortably met forecasts
announced at the beginning of the year,
which were revised upwards following the
publication of the third quarter results.
Operating revenues grew 4.8% to stand at
11,739.5 million euros and OIBDA increased
by 4.5% to total 4,766.8 million euros.
Investments amounted to 1,406.6 million
euros to remain within announced levels.
In terms of operations, the ambitious
objective of closing 2005 with over
200,000 Imagenio customers in service
was met. This service has notably
reaffirmed the attractiveness of Telefénica's
Broadband offer, both in terms of an
individual marketed product, and sold as
part of a bundle in Dlo and Trio packages.
This led to a record growth in broadband
accesses during the last quarter of the year.

The following broadband products are
worthy of mention in terms of the latest
commercial initiatives:

ADSL Mini Class that, with download
volume-based billing and a speed of up
to 2Mb/s, focuses primarily on SMEs or
Businesses.

ADSLTOP and ADSL PREMIUM PLUS,
services based on ADSL 2+ technology
with upload/download speeds of up to
10Mb/s / 8ooKb/s and 20Mb/s /
800Kb/s, respectively.

Of particular note in the traditional
voice business:

The inclusion of fixed-to-mobile traffic in
the Voice Mini Flat-Rate (Tarifa Plana de
Voz Mini) and in the National Flat Rate
(Tarifa Plana Nacional), at monthly fees
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of 4 and 16 euros, respectively. Fixed-to-
mobile calls are billed at a single price of
0.19 euros a minute, with no set-up fee.

International Mini Rate (Tarifa Mini
International) at a monthly fee of 3
euros, implying attractive prices to
different international destinations to
both fixed and mobile lines.

In relation to Wi-Fi services, particularly
relevant was the agreement signed with
Telecom Italia and Portugal Telecom within
the framework of the Wireless Broadband
Alliance, an international association of Wi-
Fi operators of which Telefonica is the sole
Spanish member. Through this agreement,
Wi-Fi Roaming has been set up in both
countries to expand coverage to 790 new
Wi-Fi zones in Portugal and 8oo in Italy.
These zones now form part of the ADSL Wi-
Fi Zone, the operational coverage of which
is the largest in Spain with 1,555 hotspots
by December 2005.

Lastly, the agreement signed with
Federacion Valenciana de Municipios y
Provincias (Valencia Federation of
Municipalities and Provinces) to supply
wireless technologies to its facilities should
be highlighted.

Aware of the home entertainment market's
great potential for development, Telefonica
has signed an agreement with Intel,
through its subsidiary Terra, to provide the
content for the new Intel home
entertainment platform.

Besides of the constant launching of new
services, Telefonica de Espafia has
continued to make intense commercial
efforts, especially during the Christmas
campaign, with the launch of new
promotions. Foremost are the Duo and Trio
promotions that, for subscriptions received

between November 15th and January 7th,
were billed at a fee of 20.00 euros per
month until the end of January for both
Duo and Trio with flat-rate national voice
calls and 24-hour ADSL, compared with the
standard fees of 39.90 and 51.90 euros per
month, respectively.

As a proof of the continuous commercial
efforts to offer users quality and price-
competitive products and services, in a
recent study the Consumers' Union of
Spain placed Telefénica de Espana as the
fixed-line operator with the best price-
quality ratio in Spain, based on information
regarding prices from the Spanish
Telecommunications Regulator, the CMT,
and regarding quality from the State
Department of Telecommunications and
Information Society (SETSI, Secretaria de
Estado para las Telecomunicaciones y
Sociedad de la Informacion).

From a regulatory viewpoint, the measures
published over recent months regarding
the RIO and the 2006 price-cap must be
underlined:

Last November, the CMT published the
new RIO, Reference Interconnection Offer,
in which the prices of basic services were
modified, leading to an average decrease
of1.8% in real terms. Hence, Capacity-
based Interconnection prices were
maintained and the effective average
price of Time-based Interconnection fell
by an average of 5.6%. Given the high
percentage of traffic processed through
the Capacity-based Interconnection
model, representing almost 70% of Fixed
to Fixed interconnection traffic in 2005,
the measure has low financial impact.
Other aspects considered in the
modification of the RIO concern are the
inclusion of new services in the Capacity-
based Interconnection model, such as



call interconnection at special rates
(intelligent network and subscriber
number enquiry services) and calls to
short numbers, except for 112, placing
effective average interconnection prices
among the cheapest in Europe.

As a result of the measure adopted by
the CMT in September to reduce
interconnection prices of mobile phone
operators, Telefonica de Espana
readjusted fixed-to-mobile prices for
each of the three operators in November,
to comply with the regulatory
requirement forcing Telefonica to have
the same net remuneration per traffic,
independent of the target mobile phone
operator. These adjustments had no
impact on average prices.

Subsequently, on February 4th 2006,
Telefonica de Espana modified its rates
for local and fixed-to-mobile traffic
under the provisions of the Comision
Delegada de Asuntos Econémicos
(Delegated Commission for Economic
Affairs). The new prices meant that
monthly subscription fees for PSTN lines
remained unchanged, and voice traffic
billing per second from the start of the
call was introduced, without the
inclusion of franchise time. The new
rates, which modify prices per minute,
increase fixed-to-mobile set-up fee to
0.12 euros and reduce metropolitan set-
up fee to 0.065 euros, while removing
the existing 160-second franchised time.
These modifications have been defined
under the principle of neutrality and,
therefore, will have no impact on the
average price per minute.

However, on February 9th 2006, the CMT
approved a resolution to suppress the ex-
ante control of domestic and
international retail prices for the
telephone service.

Revenues of Telefonica de Espafia Group
amounted to 11,739.5 million euros over
2005, a year-on-year growth of 4.8%.
Considering the fourth quarter
independently, revenues grew by 4.0% to
total 3,010.9 million euros.

Excluding revenues from Terra business in
Spain over the last half of the year,
Telefonica de Espana Group revenues for
2005 would stand at 11,717.9 million euros
(2,998.3 million euros in the last quarter of
2005), a 4.6% year-on-year growth (+3.6%
in the fourth quarter) in line with the
guidance revised upward during the
publication of the results from the third
quarter 2005, which set the growth rate for
2005 revenues over 4%.

Telefonica de Espana parent company's
revenues amounted to 11,250.5 million
euros, up 4.8% year on year. Revenues for
the fourth quarter of the year stood at
2,889.7 million euros, a 4.3% increase on
the same period of the previous year
despite the drop in revenues from voice
traffic and the slowing down in the growth
of broadband revenues.

With regard to revenue contribution by the
most relevant subsidiaries in 2005, Telyco
Group reached 478.1 million euros revenues
equivalent to a 10.2% year-on-year increase,
Telefonica Telecomunicaciones Publicas
revenues reached 226.6 million euros
falling 6.0% year on year and, finally, Terra
added 21.6 million euros to the Group
revenues over the last half of the year.

Revenues from Traditional Access grew by
041% over the year to reach 2,826.2
million euros. The growth in revenues
from subscriptions was able to offset the
drop in revenues from connection fees,
affected by the free connection fee
campaigns. However, revenues from

access experienced a 0.9% decline over the
last quarter of the year, essentially due to
the reduction in revenues from surcharges
on calls from public payphones.

The fixed telephony accesses in Spain
are estimated to have grown 0.9% over
2005, while those of Telefénica de
Espafia decreased 1.2% t016.135.563, to
end the year with an estimated market
share around 85% of those accesses,
after aligning historical data with latest
data available from the CMT.

But this decreasing trend has been more
than compensated by the 2.8% growth
of the total number of accesses of
Telefénica de Espafia, that by year end
stood at 21.9 millions. This growth is a
result of successful broadband
marketing, and was achieved despite the
loss of 199,243 fixed telephony accesses
over the year.

Revenues from Traditional Voice services
amounted to 5,161.8 million euros during
2005, with a year-on-year reduction of
0.7%.These revenues fell by 1.9% over the
fourth quarter.

Regarding analogue voice traffic
originated in fixed lines, the estimated
total volume of the market in Spain,
expressed in minutes, was down 31%
year on year, a 1.9 percentage points
slowdown in relation to the decline
recorded the previous year. After aligning
historical data with latest data available
from CMT, Telefénica de Espana’s
estimated share of the voice market
stood at 66% in December.

The estimated total volume of minutes
processed by Telefénica de Espana
during 2005 amounted to 110,207
million, a 10.4% year-on-year drop. Total
outgoing traffic (including Internet)
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amounted to 59,418 million minutes
and fell by 13.6% with regard to the
previous year. Traditional outgoing
traffic totalled 43,932 million minutes,
down by 7.2% year-on-year and
slowing down the decline in
comparison with the beginning of the
year as a result of the lower significant
drop in the market.

In closer detail, metropolitan traffic in the
January-December period dropped by
10.9%, provincial by 10.5%, DLD by 5.5%
and fixed-to-mobile by 1.6%.
International traffic made very good
progress over the year,13.5% up at the
end of December, although its growth in
the last quarter (+7.6%) was slightly
below than that recorded during the first
three of 2005. The number of outgoing
minutes to the Internet amounted to
15,486 million and continued to show a
negative year-on-year variation (-27.8%
over the year), mainly as a result of
cannibalization of switched Internet
traffic by broadband ADSL services.
Finally,incoming traffic amounted to
50,789 million minutes, a 6.4% drop
compared with the previous year.

With regard to service packages, it is
worth noting that the total number of
plans, Combinados and flat rates
amounted to 2,905,941, 34.3% more
than that reached in September 2005
primarily due to the launch of the Duo
and Trio packages that same month.

Moreover, the number of pre-selected
lines stood at 2,284,590 by the end of
2005, a reduction of 78,121 lines over
the quarter, as a result of migrations
to unbundled loops, the customer win-
back campaigns and the positive effect
of new commercial products -
particularly the Duos and Trios.

Internet and Broadband services, which
contributed almost 79% of the growth in
Telefonica de Espana revenues, totalled
1,904.7 million euros over 2005, a 26.9%
increase year on year.

Within this section, broadband
revenues including both, Internet
broadband access revenues and Pay TV
revenues, grew 40.2% over the year to
reach 1,703.5 million euros, of which
1,297.8 million euros are from the retail
business.

Strong growth of the customer base
was boosted by the new bundles of
products and by promotions, which
despite its implication on ARPU
reduction, resulted in a final strong top
line revenue growth.

According to our estimates, total fixed
broadband Internet accesses in the
Spanish market at year end exceeded 5
million lines, with an estimated net
gain of around half a million accesses
in fourth quarter of the year, being up
to date the highest quarterly net gain
figure ever in Spain. The success of
Telefonica's ADSL offering has been a
determining factor in this growth,
reaching 3,479,824 accesses
(wholesale and retail including those
accesses providing only Imagenio
service) by the end of 2005. On the
other hand, the growth of unbundling
has resulted in a decline of Telefonica
de Espafia's market share on ADSL
down to 89%.

The offer by Telefonica de Espana of
retail Internet broadband accesses
(ADSL, optical fibre, and other
technologies, excluding the accesses
providing only Imagenio service)
registered a net gain of 303,346
accesses in the fourth quarter, almost

doubling the net gain of same quarter
2004 and representing more than
60% of the estimated net gain of the
Spanish market. This lead to a total
number of retail Internet broadband
accesses by Telefonica de Espafia of
2,719,669, representing, according to
Company's estimates, a 55% share of
the Spanish market. It must be noted
that this growth has been achieved in
an environment of strong commercial
aggressiveness by both our cable-
modem and unbundled loop
competitors.

The net gain of unbundled loops for
the fourth quarter was 73,475. By year
end, the total number of unbundled
loops stood at 434,759, 116,112
unbundled lines at 2004 year end, and
amounting, according to our
estimates, to 8.8% of the total number
of fixed broadband Internet accesses
and 11.1% of total ADSL connections. Of
these unbundled loops, 279,027, 64,2%,
were shared access loops.

The wholesale ADSL service is being
affected by the migration to
unbundled loops. However, a net
growth of 13,332 lines was recorded
over the fourth quarter to place the
total number at 721,940.

Broadband value added services (VAS)
provided by Telefonica de Espana
remained a distinguishing factor with
regard to the competition's
commercial offer. 65.1% of our retail
broadband customers have contracted
at least one VAS and the number of
operative services now amounts to
over 2.6 million units. ADSL Solutions is
noteworthy among these services, a
total of 393,295 solutions being
operational by the end of 2005 to give
a171% increase in relation to
September 2005.



Retail internet broadband accesses

As indicated, the Imagenio service met
its target for 2005 with 206,572 clients,
after achieving a fourth quarter net
gain of 114,466 customers. This figure
is above the total net gain
accumulated to September, which
shows the commercial efforts made
and the operational capacity to
manage such a large number of
subscriptions. With this growth,
Imagenio has reached a significant
share of the Spanish Pay TV market,
which we estimate at a 6% level,
compared to the 0.3% estimated
market share at the end of 2004.

Revenues from Data services grew by
5.4% over the year to reach 1,031.0
million euros. Retail data services fell by
11% over this period, despite the 12.7%
growth in VPN connections and as a
result of the migration of traditional
network solutions towards cheaper IP
products and the replacement of circuit
rental for other, cheaper products.

Fibre connections to retail customers
stood at 13,810, 40.2% above the figure
reported at 2004 year end.

Lastly, revenues from Information
Technology services continued to
progress with regard to contribution to
Group revenues, ending the last quarter
of the year with a contribution of 108.4
million euros, a year-on-year growth of
69.0%. Revenues of this type over the
year represented 326.8 million euros and
a 38.9% growth. This good behaviour was
due to the growth in )-sy)-z25(6 services of
desktop positions and systems
integration.

There are currently 184 client
management centres operated by
Telefonica staff, and 123 contracts with
customers who are outsourcing their

communications service/information
systems.

These figures have grown by 521% and
36.7% respectively year on year.

The number servers dedicated to
clients' amounted to 2,931, 38.6%
increase on the previous year. The
number of desktop positions managed
stood at 87,249.

Telefonica de Espana Group's operating
expenses increased by 5.0% compared with
last year to stand at 7,213.7 million euros, as
a consequence of the commercial efforts
made and the development of new
products that allow Telefénica de Espafia to
offer the most complete and innovative
portfolio of services in our market.
Expenses in the fourth quarter amounted
to 1,777.7 million euros, having increased
9.5% due to the contribution of additional
expenses from the workforce restructuring
program during this period.

Personnel expenses fell 0.8% over the
year to stand at 2,695.8 million euros. A
new Redundancy Program (E.R.E.) was
applied to the Telefénica Data Espana
S.A.workforce during the last quarter of
the year. 68 people joined this program,
along with the 127 additional employees
accepted under the Telefonica de Espana
Redundancy Program during the fourth
quarter of 2005, leading to a total figure
of 1,945 redundancies by year end.

This led to an additional provision of
71.0 million euros in the fourth quarter
for workforce restructuring, increasing
personnel expenses over the quarter
by 18.6% year on year to stand at 5975
million euros.

Excluding the effect of Redundancy
Program provisions in 2004 (643.5
million euros including actuarial

revision) and in 2005 (595.4 million
euros), personnel expenses would have
grown by 1.3% over the year and 4.4%
over the last quarter. This latter figure
was affected by the extraordinary
provision arising as a result of the
salary review in line with the increase
in the 2005 CPI, from the 3.3%
foreseen at the end of the third
quarter to the 3.7% actually recorded
at year end.

The Telefonica de Espana Parent
Company workforce at the end of
December was placed at 33,279
employees, a net reduction of 1,766
employees since the start of the year.
The average Telefonica de Espana
Parent Company workforce in 2005
stood at 34.280 employees, a 4,5%
reduction in comparison with the
average workforce in 2004.

Supplies expenses grew by 8.7% over the
year to reach 3,032.0 million euros. This
growth was slightly lower during the
fourth quarter, standing at 7.5%, due to
the lower handset sales at Telyco, the
reduction in fixed-to-mobile
interconnection tariffs (mobile
termination rates) and lower fixed-to-
mobile traffic processed during the last
quarter of the year. The greater expenses
related to the purchase of equipment for
Imagenio and new broadband
connections, and those allocated to
unbundling loops by competitors of
Telefonica de Espana are the main
factors following the growth in supplies
expenses over 2005. These effects were
partially offset by the slight 0,6% fall in
interconnection expenses.
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Telefonica de Espana Group: Selected operating data

december

2005 2004 % Chg
Fixed telephony accesses’ 16,135.6 16,334.8 (1.2)
Internet and data accesses 5,585.9 4,989.7 11.9
Narrowband 1,614.9 2,263.5 (28.7)
Broadband 34416 2,492.7 38.1
Retail® 2,719.7 1,614.5 68.5
Unbundled loops * 4348 116.1 n.s.
Pay TV 206.6 6.0 n.s.
Total Accesses 21,928.0 21.330.5 2.8
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External services expenses grew by 9.3%
over the year to total 1,289.9 million
euros, as a result of the intense
commercial campaign developed by
Telefonica de Espana to face the
demanding competitive environment. In
fact, Telefonica de Espafia's commercial
expenses increased by 12.3% over this
period in relation to the same period of
the previous year.

The combined effort made by the Company
with regard to the growth in revenues and
efficiency has led to an operating income
before depreciation and Amortisation
(OIBDA) of 4,766.8 million euros, a 4.5%
year-on-year growth. However, the OIBDA
in the fourth quarter of 2005 stood at
1,280.6 million euros, a 3.8% fall year on
year following the acceptance of an
additional 195 employees to join the
Redundancy Plan over the last three
months of the year.

In order to compare this with the
announced financial guidance, the effect of
including Terra assets in Spain and other
exceptional revenues/expenses not
foreseen in 2005 and 2004 must be
excluded from the OIBDA. Excluding the
effect of the integration of Terra, the OIBDA
recorded a year-on-year growth of 3.9% in
2005 to stand at 4,739.5 million euros. Also
excluding other exceptional
revenues/expenses not foreseen in 2005
and 2004, the growth of OIBDA would
stand at 51% to exceed the guidance
announced by the company, which set the
OIBDA growth forecast at between 2% and
5% for 2005.

The OIBDA margin stood at 40.6% in 2005,
remaining almost the same (-0.1
percentage points) as that recorded the
previous year. Excluding the effect of
Redundancy Plan provision in 2005, the
margin would have increased by 5.1
percentage points to reach 45.7%.
Comparing this margin with the
comparable margin of the same period in
2004 (excluding the Redundancy Program
provision and the actuarial review for
2004), a 0.8 percentage point drop was
recorded as a result of the greater
commercial and supply efforts during
2005.

The OIBDA for the Telefénica de Espafia
parent company amounted to 4,716.4
million euros, up 4.1% year on year.

CapEx totalled 1,406.6 million euros, a
16.5% increase in comparison with the
previous year but staying within the
announced range.



Telefonica de Espana Parent company: Operating revenues

january - december

october - december

2005 2004 % Var 2005 2004 % Chg
Traditional access' 2,826.2 2,823.2 0.1 704.3 710.7 (0.9)
Traditional Voice Services 5.161.8 5,199.4 (0.7) 1.298.3 1,323.4 (1.9)
Domestic Traffic? 1,330.8 1,467.6 (9.3) 3347 378.3 (11.5)
Fixed to Mobile Traffic 1.151.8 1.207.4 (4.6) 281.8 303.7 (7.2)
International Traffic 474.4 410.1 15.7 120.0 115.8 36
Intel. Network. other cons. and bonuses? 309.9 237.1 30.7 87.4 65.7 331
Interconnection* 944.0 868.9 8.6 227.1 2229 19
Handsets sales and otherss 951.0 1.008.3 (5.7) 2473 237.0 4.3
Internet Broadband Services 1,904.7 1.501.1 26.9 516.7 425.6 214
Narrowband 201.2 285.9 (29.6) 47.8 61.9 (22.8)
Broadband 1,703.5 1,215.2 40.2 468.9 363.7 289
Retail® 1,297.8 950.8 36.5 358.9 283.6 26.5
Wholesale’ 405.7 264.4 53.4 110.1 80.1 37.4
Data Services 1,031.0 978.6 5.4 262.1 247.2 6.0
VPN. Leased Circuits and Broadcasting 666.9 674.1 (1.2) 169.0 176.6 (4.3)
Wholesale 364.1 304.4 19.6 931 70.6 319
IT Services 326.8 235.3 389 1084 64.1 69.0
Total operating revenues 11,250.5 10,737.6 4.8 2,889.7 2,771.0 4.3
Telefonica de Espana Group. : Consolidated Income statement
january - december october - december
2005 2004 % Var 2005 2004 % Chg
Revenues 11,739.5 11,202.2 4.8 3,010.9 2,894.1 4.0
Internal expenditure capitalised in fixed assets’ 160.8 1443 115 53.3 47.0 133
Operating expenses (7,213.7) (6,871.0) 5.0 (1,777.7) (1,623.5) 9.5
Other net operating income (expense) 196 64.1 (69.5) (12.2) 146 cs.
Gain (loss) on sale of fixed assets 70.7 43.0 64.4 10.7 9.9 83
Impairment of goodwill and other assets (10.0) (22.6) (55.8) (4.4) (11.1) (60.6)
Operating income before D&A (OIBDA) 4,766.8 4,560.0 4.5 1,280.6 1,331.1 (3.8)
Depreciation and Amortisation (2139.1) (2,367.7) (9.7) (510.9) (568.7) (10.2)
Operating income (Ol) 2,627.7 2,192.4 19.9 769.8 762.4 1.0
Profit from associated companies (2.1) (0.5) ns. 0.1 (0.1) cs.
Net financial income (expense) (393.5) (523.7) (24.9) (51.9) (147.4) (64.8)
Income before taxes 2,232.1 1,668.1 33.8 718.1 614.9 16.8
Income taxes (737.3) (554.8) 329 (243.8) (203.4) 19.8
Income from continuing operations 1,494.7 1,1134 343 474.3 411.5 15.3
Income (Loss) from discontinued operations 0.0 0.0 ns. 0.0 0.0 ns.
Minority interest (0.5) (0.2) 157.5 (0.1) (0.0) n.s.
Net income 1,494.3 1,113.2 34.2 474.2 411.5 15.2
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OIBDA margin fixed telephony

Telefonica

Latinoameérica Group

The good progress made by the fixed
telephone line operators Telefonica
Empresas América (TEA) and TIWS, and
the general appreciation of all Latin
American currencies against the Euro, in
particular the Brazilian real (+21.0%) have
allowed Telefonica Latinoamérica Group
to record outstanding results in 2005, in
line with all the financial targets
announced at the beginning of the year.
Furthermore, since July the results of
Terra's Latin American operations (Terra
Latam) have been consolidated in the
Telefénica Latinoamérica Group,
contributing 1.6 percentage points

to the increase in revenues.

Over the year, Telefonica Latinoamérica
Group generated revenues of 8,265.5
million euros, a 22.5% increase in current
euros (+6.2% in constant euros and
excluding the effect of the inclusion of
Terra Latam). This year-on-year growth was
achieved mainly through the growth in
Telesp revenues (+7.9% in local currency),
driven by tariff increases, the good progress
made by Broadband and TUP, and, to a
lesser extent, the growth of value-added
services. It is also worth noting the increase
in TASA revenues (+9.3% in local currency)
thanks to the good performance of the
traditional business (+7.3%), the increase in
fixed telephony accesses (+4.8%) and the
good performance in the wholesale
business, as well as the positive growth of
the broadband business. CTC recorded a
lower level of growth (+1.1% in local
currency), thanks to the positive progress
made by the Internet business
(narrowband + broadband), whose 32.5%
growth in local currency compensated for
the decreased revenues from the
traditional business, which dropped by

152

0.9%.TdP is a similar case, with a slight
growth in revenues (+1.6% in local
currency), thanks to growth in the Internet
business (+38.7%), that counteracts the
1.3% fall in traditional business, affected by
the application of the new productivity
factor to its tariffs (10.07%). Telefonica
Empresas América and TIWS showed
significantly increased revenues, up 8.3%
and 18.9% in constant euros, respectively.

At year end, Telefonica Latinoamérica
Group's operating expenses stood at
4,462.4 million euros, +22.3% in current
euros compared to 2004. This growth was
reduced to 5.0% in constant euros and
excluding the inclusion of Terra Latam, 1.2
percentage points below the growth in
revenues. The main cost growth factor for
the operators was the increased commercial
efforts, mainly sales commissions and
customer assistance expenses.

Bad debts made good progress, with a
12.3% decrease in bad debt provision in
constant euros (excluding Terra Latam),
thanks to good recovery management and
the larger volume of prepaid and
consumption control lines in the operators.

In 2005, Telefénica Latinoamérica Group
recorded a net gain on sale of fixed assets of
107.1 million euros, primarily corresponding
to the capital gains generated by the sale of
Infonet, which took place during the first
quarter of the year,and of Telinver, in
Argentina, in the last quarter.

As a result of the above, Telefonica
Latinoamérica Group recorded an operating
income before depreciation and
Amortisation (OIBDA) of 3,758.3 million
euros, 14.1% higher year-on-year in current
euros (+0.4% in constant euros and
excluding the contribution of Terra Latam).

This progress was influenced by gain on
sale of fixed assets, that include the sale of
the mobile telephony division of CTC to
Telefonica Moviles in 2004, and the sales in
2005 of Infonet and Telinver in Argentina.
Excluding the gain on sale of fixed assets,
there was a 27.4% growth in OIBDA in
current euros (+11.7% in constant euros and
excluding Terra Latam). The OIBDA margin
as a percentage of revenues (excluding the
gain on sale of fixed assets) stands at
44.2% (compared with 42.5% in the
previous year).

The greater investment in broadband,
which was necessary for the expansion of
this business in the region, placed
Telefonica Latinoamérica Group's CapEx at
1,061.2 million euros, a year-on-year growth
of13.2% in constant terms and excluding
Terra Latam. Despite this growth, the
significant OIBDA volume that was
achieved allowed to reach an operating
free cash flow (OIBDA-CapEx) of 2,697
million euros.

At year end, Telefonica Latinoamérica
Group managed 28.2 million accesses, up
7.0% year on year, mainly due to the 53.8%
growth in retail Internet broadband
accesses, which have reached 2.1 million.
The fixed telephone accesses reached 2.1
million, an increase of 1.5% compared to
2004, as a result of the significant growth
recorded by TASA (+4.8%) and TdP (+9.8%).
The Group's final workforce stood at 28,856
employees, an 11.4% increase compared
with 2004 year end, due essentially to the
inclusion of Terra Latam (around 1,000
employees), the takeover of Atrium in Brazil
and the insourcing of employees, mainly in
Telesp and TASA.



Telesp

On December 22nd, Telesp signed the
renewal of its concession contract, which
expired on 31st December 2005, for a
period of 20 years. The conditions of the
new contracts were approved by Anatel in
December. The main ones are the
obligation to bill local traffic in minutes
instead of pulses, the new tariff revision
reference index (IST), the new productivity
factor applicable to tariff revisions, the new
interconnection tariff regulation, and the
provision of a new type of service to favour
access for customers with low income
(AICE). On February 23rd, Anatel announced
a delay of 12 months in the implementation
of the pulses to minutes conversion.

At 2005 year end, Telesp had 15.7 million
accesses, a growth of 1.7%, thanks to the
strong growth of its retail Internet
broadband plant, which stands at 1.2
million accesses (+46.0% year on year),
having recorded the highest net gain in
one quarter (more than 122,000 accesses in
the last quarter of 2005). This progress
compensates for the slight fall in fixed
telephone accesses (-0.9%, to 12.3 million
accesses), although the positive change in
family lines, in place since the end of
March, should be noted, meaning that lines
with consumption control represent 19% of
the fixed-line telephony plant at the end of
the year.

Voice traffic (57,577 million minutes) fell by
2.3% year on year, slightly improving on the
performance recorded until September (-
3.6%). This decrease is due to the greater
use of mobile phones, which affects mainly
long distance and public telephony traffic,
to the decline in traffic in the Intrastate
Long Distance market, and to the change in
the mix of the plant, which affects fixed-to-
mobile and long distance traffic. Note,

however, the improved progress of local
fixed-to-fixed traffic, which grew by 2.6%.
Internet traffic fell by 12.3%, due to the
migration of customers to broadband.

Revenues stood at 4,852.7 million euros, an
increase of 7.9% in local currency, thanks to
6.6% growth in revenues from traditional
business, helped by the increase in fixed-to-
fixed and fixed-to-mobile tariffs, increased
sales of value-added services and sales of
equipment, and also the good performance
of Internet revenues (narrowband and
broadband), which increased by 27.1% in
local currency, and now represent 7.5% of
the company's revenues (6.4% in 2004),
due to the good progress in numbers of
Internet broadband accesses.

Throughout the year, Telesp kept control of
operating costs, which grew by 6.8% in
local currency, lower than the increase in
revenues. This increase is associated with
higher personnel costs (+4.3% in local
currency) due to the growth of the
workforce caused by the takeover of Atrium
and the insourcing of Security and Systems
employees, and also to increased
interconnection costs resulting from the
rise in fixed-to-mobile tariffs, counteracted
by the increased revenues, and to higher
costs for increased commercial activity,
improvement of customer care, and higher
prices in some contracts. Despite this, the
good management regarding renegotiation
with service providers should be noted,
managing to limit contractual
readjustments.

The positive evolution of bad debt provision
is also noteworthy, with an 8.4% decrease
compared with last year, thanks to good
recovery management and to new products
aimed at customers' needs. The bad debt to
revenues ratio thus stands at 2.4%.

Telesp operating income before
depreciation and Amortisation (OIBDA) in
September stood at 2,221.8 million euros, up
9.5% year on year in local currency, in line
with the growth recorded in September,
mainly as a result of the increase in
revenues. The OIBDA margin stands at
45.8%, an improvement of 0.3 percentage
points compared to September and 0.6
percentage points year on year.

CapEx accumulated to December was 607.1
million euros, a growth of 25.2% with
regard to 2004 in local currency, amounting
to 11.5% of revenues in local currency. This
increase is due to the sales of new
products, and, mainly, to the expansion of
broadband. The operating free cash flow
(OIBDA-CapEx) stood at 1,614.7 million
euros (+5.0% in local currency with regard
to last year).
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Telefonica Argentina

Management of TASA, adapted to a context
of growing activity and consumption, and
of frozen tariffs, has allowed growth in
fixed telephone lines and voice traffic
(+4.8% and +6.9% respectively), factors
that, together with the expansion of
broadband, have contributed to the 9.3%
increase in revenues.

At 2005 year end, TASA managed 5.4
million accesses (+4.7% compared to
December 2004), thanks to the year-on-
year increase in fixed telephone accesses
(+4.8% to stand at 4.5 million) and the
extraordinary growth in retail Internet
broadband accesses (+68.1%). With 241,500
retail Internet broadband accesses, TASA
remains the leader in the broadband
market in the Southern zone of the country.

Voice traffic per line grew by 3.1% year on
year, driven by the strong growth in total
incoming traffic (+18.7% year-on-year) and
of total fixed-to-mobile traffic (+28.0%) in
line with the strong expansion of the
mobile telephony business in the country.
Narrowband Internet traffic fell by 29.4%,
affected by the migration to broadband.

The good performance of line and traffic
operating variables compared with 2004
has resulted in a volume of revenues that
grew to 890.9 million euros, equivalent to a
9.3% year-on-year increase in local currency.
Broken down by business, revenues from
the traditional business grew by 7.3% year
on year, due to the good performance of
lines in service and voice traffic,and by the
wholesale business, while revenues from
the internet business (Narrowband +
Broadband), which now contribute 9.0% of
TASA revenues (+1.7 percentage points year
on year), rose 34.5% in local currency,
thanks to the expansion of Internet
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broadband accesses, increasing revenues
for these services by 82.5% year on year,
and offsetting the decrease in the
narrowband business.

The growth in TASA operating expenses is
slowing down, to 7.4% year on year in local
currency, mainly due to the decrease in
personnel costs (-2.4%), as a result of the
lower labour-related contingencies
recorded in 2005, and also due to the lower
growth in subcontracting (+18.1%, vs.
+21.9% in September), the increase of
which is associated with revenue
generation (greater commercial activity,
customer assistance, increase in quality
plans and infrastructure maintenance).
Supply expenses increased by 7.9%, mostly
due to the expansion of broadband.

The bad debt to revenues ratio was
reduced, thanks to the good performance
of recoveries and the sales of prepaid lines
and lines with consumption limits, which
now represent more than 29% of fixed
telephone accesses.

The significant growth in revenues,
together with the policy of rationalising
and containing costs that is maintained,
and the capital gains recorded with the
sale of Telinver in the last quarter (48.4
million euros), allowed TASA to obtain an
operating income before depreciation and
Amortisation (OIBDA) of 542.9 million
euros, a figure that is 17.0% higher, in local
currency, than that for 2004. Excluding the
sale of Telinver, the OIBDA shows a year-on-
year growth of 6.6% in local currency
(+4.7% to September), achieving a margin
of 55.5% of revenues.

In 2005, CapEx grew by 7.2% year on year in
local currency, to stand at 117.3 million
euros, of which approximately a third was
dedicated to the development of
broadband. The increase in OIBDA, along
with control over investments, led to a
growth in the operating free cash flow
(OIBDA-CapEx) -excluding the capital gain
from the sale of Telinver- of 6.4% in local
currency year on year, to stand at 377.2
million euros.



Telefonica CTC Chile

On January 1st 2005, the distribution of the
product and customer portfolio for the
business segment between CTC and T-
Empresas Chile was reviewed. As a
consequence of this, Telefonica CTC Chile's
2004 results are shown on comparable
terms with the new segmentation.

In January, CTC announced its plans to offer
its employees a voluntary retirement plan,
to be carried out in 2006. As a result of this,
CTC recorded an extraordinary provision of
around 2.6 million euros.

In December 2005, CTC managed 2.9
million accesses, up 0.9% on 2004, thanks
to the development of new flexible plans,
and to the solid progress made by
broadband in Chile. Within traditional
access, of particular note is CTC's new
commercial offer, based on the
development of unregulated tariff plans
(plans of minutes and product bundling).
On December 315t 2005, more than
700,000 customers had flexible plans
(plans of minutes, prepaid and
consumption control solutions for those
with low incomes, and bundled offers of
voice and broadband services).

Thanks to the good progress made by
Internet broadband accesses sales, a 56.5%
growth in accesses was achieved in 2005.
CTC thus had a total of 314,200 accesses at
the end of the year (of which 289,600 are
retail accesses), reaching a 43% market share.
This growth reflects the strong commercial
efforts made in the year for the expansion of
broadband in the country. New variable
broadband services (Speedy Recargado) have
been developed, and new broadband + voice
packages have been launched, in addition to
a combined offer with satellite TV and new
distribution channels.

Total traffic carried by CTC's network
continued to fall, essentially due to
significant replacement by mobile
telephony and Internet. Local fixed-to-fixed
traffic dropped 10.5% in 2005, while fixed-
to-mobile traffic grew 8.4%. The total
market for domestic and international long
distance continues to fall (-13.8% for DLD
and -6% for ILD in the last quarter). Despite
this decline, CTC achieved better
performance than the market as a whole
(in the same period 11.5% and +1.3%,
respectively).

Revenues amounted to 890.0 million euros,
up 1.1% over 2004 figure in local currency,
due to the good performance of
broadband, whose revenues grew 46.1% in
local currency. Thus Internet revenues
(narrowband + broadband) grew by 32.5%
in local currency to contribute 8.1% of CTC
revenues (up 1.9 percentage points year on
year). This progress compensates for the
slight fall in revenues from the traditional
business (-0.9% year on year in local
currency), given that the increased
revenues from local traffic, which include
plans of minutes, interconnection and
business and operator services do not
offset the decreased revenues from
monthly fees, sales of equipment, public
telephony and long distance.

Accumulated operating expenses grew by
1.9% to December, in local currency.
Personnel expenses fell 6.5% year on year,
as a result of the lower workforce
restructuring costs in 2005. Subcontracting
expenses increased by 4.3%, mainly due to
the significant network installation and
maintenance work carried out, and
commercial and customer care activity.
During the fourth quarter a significant
effort was made to contain these costs
(+9.5% to September).

Bad debts were contained, thanks to
specific new prepaid and consumption
control products, and to the readjustment
of debt recovery policies. The bad debt
provision fell by 22.2% in local currency, to
stand at 3.2% of revenues.

At 2005 year end, the operating income
before depreciation and Amortisation
(OIBDA) stood at 362.4 million euros. This
result, which is around 57.2% lower than
the one recorded in the previous year in
local currency, cannot be compared with
the 2004 result, since the latter includes
the results of the sale of the CTC mobile
telephony subsidiary to Telefénica Moviles,
which generated capital gains of around
425 million euros for CTC. Excluding this,
the fall in OIBDA in local currency is around
4.1%. 2005 OIBDA margin as a percentage
of revenues stands at 40.7% (affected by
the adjustments in the long distance
business announced in the previous
quarter and the voluntary retirement
programme announced in January;
excluding the effects of both, the margin
would stand at 43.6%).

The aggregate CapEx to December 2005
stood at 108.5 million euros, of which
around 30% was dedicated to the
expansion of broadband. This figure
represents a year-on-year growth of 11.3% in
local currency. The aggregate operating free
cash flow (OIBDA-CapEx) in 2005 thus
amounted to 253.9 million euros.
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Telefonica del Peru

In 2005, Telefonica del Peru (TdP) recorded
significant growth in the number of
accesses (+13.7%) to 3.2 million, due to
intense commercial activity throughout the
entire year, which resulted in a net gain of
208,735 fixed telephone accesses in 2005.
The total fixed telephony plant hence
stands at 2.3 million accesses, and in
broadband the company managed to pass
340,000 retail Internet broadband accesses
(+65.7% year on year) recording a net gain
of 135,011 customers in the year.
Noteworthy, also, is the good performance
of the Cable Television plant (Cable
Méagico), which has seen year-on-year
growth of 18.8%, with 462,211 customers at
the end of the year.

TdP's revenues stood at 1,031.4 million euros
at 2005 end, meaning year-on-year growth
of 1.6% in local currency. Internet revenues
(broadband + narrowband) grew by 38.7%,
essentially due to the good performance of
the broadband plant (+55.6% in revenues).
Internet revenues continue to increase
their weight in the total revenues, to 9.7%
(71% in 2004). Revenues from the
traditional business fell 1.3%, due to lower
revenues from the basic telephone service,
despite the growth in lines, as a result of
the impact of the productivity factor
applied since September 2004 (CPI-10.07%).
These are compensated in part by
increased public telephony revenues, due to
better management of the plant and the
good performance of cable TV revenues,
which grew by 11.3% year on year thanks to
the growth of the accesses.

Total traffic carried by TdP decreased by
2.8% year on year: while voice traffic grew
2.2%, promoted by the good performance
of incoming interconnection traffic
(+14.4%), local fixed-to-fixed traffic (+1.7%)
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and International Long Distance (+32.1%).
Internet traffic showed a 39.9% year on
year fall, due to the market demand for
faster Broadband products.

The year's operating expenses fell by 3.5%
in local currency, because of savings made
on personnel expenses, which fell by 21.6%,
mainly due to lower profit sharing,

and savings were also made in supply
expenses (-6.6% in local currency) as a
results of the lower fixed-to-mobile tariff,
despite the fact that consumption
supplies were increased, because of the
significant growth of the plant.
Subcontracting expenses increased (+7.9%
in local currency) due to the higher
commercial activity.

There was a fall in bad debt provision
(-31.3%) as a result of better recovery
management, and the increased
percentage of prepaid and consumption
control infrastructure in the total of fixed
telephone lines (59% of fixed telephone
lines in December 2005, and 54% at 2004
end), which helped the bad debt provision
as a percentage of revenues to stand

at 1.2%.

The operating income before depreciation
and Amortisation (OIBDA) amounts to 4373
million euros, around 15.1% more than in
2004 in local currency, affected by the
lower provision made for extraordinary
contingencies and others. The OIBDA
margin improved by 5.0 percentage points
compared with 2004, to stand at 42.4%.

CapEx stands at 117.9 million euros, 1.5%
lower in local currency than that recorded
in 2004, placing the CapEx ratio as a
percentage of revenues at 11.3% in local
currency. The operating free cash flow
(OIBDA-CapEx) grew by 22.6% year on year

in local currency to reach 319.4 million
euros, due to the growth in OIBDA and the
CapEx containment.

Telefonica Empresas Ameérica
As in previous quarters, due to the change
in the consolidation perimeter of Telefonica
Empresas América (TEA), which
incorporates TLD Puerto Rico operations,
and the new segmentation of business and
wholesale customers in Telefonica
Empresas Chile, 2004 results are shown on
comparable terms.

In 2005, TEA aggregate revenues stood at
620.9 million euros. This figure means
16.5% year-on-year growth (+8.3% in
constant euros).

Broken down by business line, revenues
from Data and Internet contributed about
62% of total revenues and show solid levels
of growth (+23.3%; +12.5% in constant
euros). Of particular note is the
performance of data revenues in Brazil,
which reach almost 50% of the total and
show a growth of 25.2% in local currency.
International Services and Telephony
services for business are also showing
positive levels of growth (+14.2% and
+10.2% in constant euros, respectively.)



At 2005 year end, the operating income
before depreciation and Amortisation
(OIBDA) stood at 93.6 million euros,
achieving a growth rate of 81.7% in current
euros compared to 2004 (about 62.1% in
constant euros). The accumulated OIBDA
margin as a percentage of revenues stands
at 15.1%, a year-on-year improvement of 5.4
percentage points. Aggregate investment
to December stood at 72.5 million euros,
meaning 23.5% growth in constant euros
compared to 2004. As a result, the
operating free cash flow (OIBDA-CapEx)
amounted to 21.1 million euros, compared
with 3.6 million euros the previous year.

Telefénica Empresas Brazil continues to be
the group's largest operation in terms of
revenues and OIBDA. In 2005, T-Empresas
Brazil revenues stood at 245.9 million euros,
showing year-on-year growth of 19.0% in
local currency. T-Empresas Brazil aggregate
OIBDA was 58.7 million euros, a 47.4%
increase in local currency.

T-Empresas Argentina achieved revenues of
74.9 million euros, up 13.9% year on year in
local currency. T-Empresas Peru kept its
revenue levels practically stable compared
with 2004 in 65.0 million euros (-0.1% in
local currency). T-Empresas Chile, after the
aforementioned resegmentation, recorded
accumulated revenues of 124.3 million
euros, a year-on-year fall of 3.1%.

In other countries where Telefonica Group
is not the incumbent operator (the US,
Colombia and Mexico), the figures of T-
Empresas USA are of particular note.
Having incorporated TLD operations in
Puerto Rico, it achieved total revenues of
71.0 million euros, corresponding to a
growth rate of 15.4% in local currency
compared with 2004.

Telefonica International
Wholesale Services (TIWS)

Revenues for 2005 stood at 188.0 million
euros (+19.4% year on year, +18.9% in
constant euros). The business line that
contributed the most to revenues was IP
International (54.6%) which showed year-
on-year growth of 16.7% in constant terms.
The other businesses also showed
significant growth. Of particular note is the
Bandwidth Capacity which grew 251% in
constant euros. Significant savings were
generated in terms of operating expenses,
which, together with the growth of
revenues, allowed an operating income
before depreciation and Amortisation
(OIBDA) of 58.3 million euros, equivalent to
a year-on-year growth of 30.2% (+30.1% in
constant euros), achieving a margin as a
percentage of revenues of 31.0% (+2.6
percentage points compared with 2004).
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Telefonica Latinoamérica Group: Operating figures

december

2005 2004 % Chg
Telesp 15,669.7 15,410.3 1.7
Fixed telephony accesses’ 12,340.3 12,454.8 (0.9)
Internet and data accesses 3,329.4 2,955.5 12.7
Narrowband 1,986.7 1,996.7 (0.5)
Broadband 1,206.8 826.4 46.0
Retail 1,206.7 826.3 46.0
Telefénica de Argentina 5,434.4 5,192.1 4.7
Fixed telephony accessesn 4,532.2 4,325.4 4.8
Internet and data accesses 902.1 866.6 41
Narrowband 564.0 643.3 (12.3)
Broadband 303.5 190.2 59.6
Minorista® 241.5 1437 68.1
Telefénica CTC Chile 2,912.7 2,886.2 0.9
Fixed telephony accesses' 2,429.1 2,412.5 0.7
Internet and data accesses 483.6 473.7 21
Narrowband 130.5 2394 (45.5)
Broadband 314.2 200.8 56.5
Retail 289.6 176.1 64.4
Telefénica del Peru 3,213.0 2,826.2 13.7
Fixed telephony accesses' 2,347.6 2,138.9 9.8
Internet and data accesses 403.2 298.2 35.2
Narrowband 52.5 83.0 (36.7)
Banda ancha? 340.4 205.4 65.7
Broadband 340.4 205.4 65.7
Retail 462.2 389.2 18.8
Grupo Telefénica en Latinoamérica 28,168.5 26,314.8 7.0
Fixed telephony accesses' 21,649.1 21,3316 1.5
Internet and data accesses 6,057.1 4,594.1 31.8
Narrowband* 3,185.1 2,962.4 7.5
Broadband *° 2,652.3 1,422.8 86.4
Retail? 2,078.2 1,351.6 53.8
Pay TV 462.2 389.2 18.8
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Telefonica Latinoamérica Group: Selected operating data

january - december

Telesep 2005 2004 % Chg
Revenues 4,852.7 3,716.2 30.6
OIBDA 2,221.8 1,678.0 32.4
OIBDA margin 45.8% 452% 0.6 p.p.
Telefénica de Argentina
Revenues 890.9 810.9 9.9
OIBDA 5429 461.3 17.7
OIBDA margin' 60.9% 56.9% 4.1 p.p.
Telefonica CTC Chile
Revenues 890.0 806.9 103
OIBDA 362.4 776.0 n.c.
OIBDA margin 40.7% ns. n.c.
Telefénica del Peru
Revenues 1,031.4 980.9 51
OIBDA 437.3 367.1 191
OIBDA margin 42.4% 37.4% 5.0 p.p.
Telefénica Empresas América
Revenues 620.9 532.9 16.5
OIBDA 93.6 515 81.7
OIBDA margin 15.1% 9.7% 54 p.p.
TIWS
Net Income 188.0 157.5 194
OIBDA 58.3 448 30.2
margin OIBDA 31.0% 28.4% 2.6 p.p.
Telefonica Latinoameérica Group: Consolidated income statement
january - december january - december

2005 2004 % Var 2005 2004 % Var
Revenues 8,265.5 6,748.4 22.5 2,352.0 1,742.9 349
Internal expenditure capitalised in fixed assets’ 473 433 9.2 15.6 133 17.0
Operating expenses (4,462.4) (3,648.2) 223 (1,288.1) (961.1) 34.0
Other net operating income (expense) (205.4) (276.8) (25.8) (41.0) (140.6) (70.9)
Gain (loss) on sale of fixed assets 107.1 4288 (75.0) 29.6 2.0 ns.
Impairment of goodwill and other assets 6.3 (0.7) cs. 15 (1.3) cs.
ng income before D&A (OIBDA) 3,758.3 3,294.8 14.1 1,069.7 655.2 63.3
Depreciation and Amortisation (1,792.5) (1,578.7) 135 (483.9) (394.5) 22.7
Operating income (Ol) 1,965.8 1,716.1 14.6 85.8 260.7 124.7
Profit from associated companies 44 2.6 711 1.3 2.5 (48.3)
Net financial income (expense) (383.6) (344.6) 113 (144.8) (52.7) 174.6
Income before taxes 1,586.7 1,374.1 15.5 442.2 210.4 110.2
Income taxes (319.2) (292.6) 9.1 (66.1) (86.0) (23.1)
Income from continuing operations 1267.5 1,081.4 17.2 376.1 124.4 202.4
Income (Loss) from discontinued operations 0.0 0.0 ns. 0.0 0.0 n.s.
Minority interest (160.8) (327.1) (50.8) (52.3) (17.1) n.s.
Net income 1,106.7 754.3 46.7 323.8 107.3 201.8
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Telefonica Moviles Group

In a year marked by the integration of
the 10 operators acquired from BellSouth
in Latin America, technological migration
in 8 countries and stiff competition in
main markets of operation, Telefénica
Moviles posted the highest net income in
history in 2005 0f 1,918,9 million euros,

a year-over-year increase of 13.4%.
Excluding the impact of the write down
of the remaining value of the UMTS
license of IPSE, net income would have
been over 2,000 million euros in 2005,
anincrease of 18.7% over 2004.

At the same time, the Company has
consolidated its position as one of the
leading operators in the industry
worldwide, with over 94.4 million
managed customers by December
2005 (+26.9% v5.2004).

With over 5.4 million new customers in the
fourth quarter of 2005, Telefonica Moviles
obtained net adds of 16.3 million in 2005,
driven primarily by the sharp growth in the
Latin American markets.

By geographical areas, 19.9 million of the
total customer base corresponded to TME
(+4.8% vs. 2004), 71 million to Latin
American operators (+34%) and over 4
million corresponded to the Moroccan
operator, Médi Telecom (+47%).

Among the key aspects of the full year
2005 results, we would highlight that all
the growth targets established for the
Group for the year were met. We would
point out:

Solid growth in revenues of 40.5% vs.
2004 t0 16,513.5 million euros.
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Distribution of managed customers in mobile telephony

Organic growth of consolidated
revenues stood at 14.2%.

By components, service revenues in
2005 rose 40.4% t0 14,353.5 million
euros, while handset sales rose 41.4%
to 2,760 million euros.

Consolidated revenues registered year-
over-year growth of 29.1% in the fourth
quarter of 2005, compared to 45.3% in
the nine first months of 2005, affected
by the consolidation of 8 of the
operators acquired from BellSouth
since November 2004.

By geographical areas, Telefonica
Moviles Espana registered a 7.6% year-
over-year growth in revenues in 2005,
making it one of the European
operators with the highest growth in
its domestic market. Service revenues
grew by 7% vs. 2004 (+8.2% excluding
impact of loyalty points).

The consolidated Latin American
operators recorded 116.9% growth
in revenues vs. 2004, representing
47% of the Group's total revenues
(30% in 2004). Organic growth1
of these operators' revenues was
23.5% year-on-year.

Consolidated OIBDA in 2005 of 5,817
million euros, 26.8% higher than in 2004.
Year-over-year growth of consolidated
OIBDA in the fourth quarter of 2005 of
45%, with sharp acceleration from
previous quarters (+21% in the nine first
months of 2005). Year-on-year organic
growth3s in consolidated OIBDA in 2005
was 7.5%.

Year-on-year growth of OIBDA at
Telefonica Méviles Espaiia rebounded
in the fourth quarter of 2005 (+4.4%
vs.-2.3% in the nine first months of
2005), driven by the positive

performance of service revenues and
control over commercial costs. OIBDA
at Telefénica Mdviles Espafa in 2005
stood at 4,127.9 million euros, virtually
unchanged vs. 2004, despite the
increased commercial activity and the
costs related to the rebranding. The
OIBDA margin for 2005 stood at 46.7%,
in line with the Company's targets.

The consolidated Latin American
operators contributed 554 million
euros to Group OIBDA in the fourth
quarter of 2005 and 1,755 million euros
in 2005 (+218.4% Vvs. 2004). In organic
terms , OIBDA from these operators
increased 28.6% vs. 2004 and
represented 30% of total OIBDA for the
Group2 (12% in 2004).

We would point out the sharp
improvement in OIBDA margin at
these operators in the fourth quarter
of 2005 (+11.9 p.p. vs. the fourth
quarter of 2005), mostly due to lower
SACs.The OIBDA margin in 2005 stood
at 22.8% vs.15.5% in 2004.

In all, the consolidated OIBDA margin
stood at 35.6% in the fourth quarter of
2005 (+3.9 p.p. vs. the fourth quarter of
2004) and 35.2% in the full year 2005.

Regarding the rest of the main items, we
would highlight:

The 55,9% year-over-year increase in
depreciation, primarily due to changes to
the Group's consolidation perimeter and
to the impact of 298 million euros of
Amortisation of allocated intangible
assets related to the acquisition of
Teleféonica Movil Chile and the 10 Latin
American operators acquired from
BellSouth in 2004 and early 2005.



Allocated intangible assets from
these acquisitions related to
customers and software pending
Amortisation stood at 164 million
euros and 21 million euros,
respectively at the end of the year.

Increased losses at companies
consolidated by the equity method,
impacted by the write-down of the
remaining value of the UMTS license of
IPSE in the fourth quarter of 200s.
Excluding this effect, the contribution of
these companies to Group results would
have improved, with a decline of 54% in
their losses compared to 2004, due to
the improved results of Médi Telecom.

It should be noted that this asset
write-down does not imply any cash
outflow.

The 4.7% year-over-year decrease in
negative net financial results, despite the
larger increase in the average net debt
balance for the period (+59.0%).

At the end of 2005 consolidated net
debt stood at 8,659 million euros (vs.
8,442 million euros in 2004), 8% lower
than at the end of September, thanks
to cash flow generation in the period.

Proportionate net debt at the end of
the year stood at 8,759 million euros.

As it has been indicated in previous
communications, if IPSE were forced to
disburse the deferred payments
related with the acquisition of its
UMTS license, consolidated net debt
would increase by the amount of the

deposits made by Telefonica Moviles to

guarantee a part of IPSE's deferred
payments with the Italian
government. This amount totalled 335
million euros at the end of 2005.

33.4% effective tax rate in 2005, mainly
affected by the application of certain
allowances for export activities in the
second quarter of 2005, although the
fact that there is no tax consolidation in
various countries in Latin America
detracts from this benefit, increasing the
marginal rate. In this regard, the Brazilian
companies have begun a corporate
restructuring process (see significant
events post closing) which will reduce
this impact.

Consolidated CapEx, excluding licenses,
of 2,285 million euros in 2005. 45.2
million euros were recorded in 2005 for
the acquisition of licenses in Mexico.

Assuming constant exchange rates
compared to 2004, total CapEx would
have been 2,023 million euros, in line
with the Company's guidance.

Regarding the evolution of the Mobile
Business of Telefonica Group (including
Telefonica Movil Chile since January 1st,
2004), as of December 2005, revenues and
Operating Income before D&A would have
registered year-on-year increases of 38.1%
and 25.4%, respectively.
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Spain

In a year marked by stiffer competition,
the Spanish wireless market reached
over 43 million lines, equivalent to 97%
penetration rate.

In this context, Telefénica Méviles Espaia
recorded net adds of nearly 260 thousand
in the fourth quarter of 2005 and almost
one million lines in 2005 (+48% vs. 2004).
As a result, the Company ended December
with nearly 20 million customers, a 4.8%
year-over-year growth.

We would point out the strong commercial
activity carried out in 200s. Including gross
adds, migrations and handset upgrades,
Telefénica Moviles Espafa carried out 2.7
million commercial initiatives in the fourth
quarter of 2005 (+9.4% vs. the fourth
quarter of 2004) and 10.7 million in the full
year 2005 (+19% vs. 2004), marking the
highest figures in the Company's history.

Against a competitive backdrop featured by a
large volume of number portability actions,
Telefénica Moviles Espafia’s gross adds grew
23% Vs. 2004, with a 41% year-over-year
increase in number portability gross adds.

In line with the Company's focus on value,
especially noteworthy is the increase in
contract gross adds (+30% vs. 2004). As a
result of this and with ongoing efforts to
encourage prepaid to contract migrations
(nearly 1 million in 2005), the contract
segment represented nearly 54% of
Telefénica Moviles Espafa's total customer
base (+5p.p vs. 2004).

The commercial initiatives targeting high-
value customers were also reflected in
number portability. Telefonica Moviles
Espafa recorded a positive net balance of
71thousand lines in the contract segment
in the fourth quarter of 2005 (+22% vs. the

162

fourth quarter of 2004) and 180 thousand
lines in the full year 200s5. In all, including
prepaid and contract, the accumulated net
balance in number portability in 2005 was
a loss of 116,000 lines. This was also the
result of Telefonica Méviles Espafia ‘s
greater focus on acquiring prepaid clients
through generic commercial campaigns,
rather than through number portability.

Also worth highlighting are the efforts
made in retention activities. The Company
launched campaigns to reward customer
loyalty and offered favourable conditions
for handset upgrades to encourage greater
commitment from our customers. Handset
upgrades reached nearly 1.1 million in the
fourth quarter of 2005 and more than 4.5
million in 2005 (+23.2% vs. 2004).

These activities and commercial initiatives
such as “Ya te llamo yo” or the “100x1”
promotion have proven to be important
loyalty tools, enabling TME to contain the
churn rate at 2 1.8% level in 2005 despite
competitors’ commercial aggressiveness.

The new commercial offers have also
boosted customer usage. The Company
carried more than 13,000 million minutes
of traffic in the fourth quarter of 2005
(+21.5% vs. the fourth quarter of 2004) and
more than 5o,000 million minutes in the
full year 2005 (+20.3% vs. 2004). Despite
the increase, Telefénica Moviles Espana
networks' quality indices improved relative
to previous years.

Particularly significant is the growth of on-
net traffic (+30% vs. 2004), which now
represents 43% of total traffic. MOU
reached 152 minutes in the fourth quarter
of 2005 (+12.6% vs. the fourth quarter of
2004) and 150 minutes in the full year 2005
(+15.9% Vvs. 2004).

We would also highlight the launch in
December 2005 of “Mundo movistar”
(movistar world), the first multi-country
product and service distribution scheme. It
complements the “Mi Favorito
International” (My favourite international
number) and “Mis Cinco International” (My
five international numbers) products
already offered by the Company. The
Mundo movistar service, which sets
Telefonica Mdviles Espania apart from
competitors, allows customers to buy a
handset and a prepaid card at any sales
point in the movistar network in Spain and
have them available for pickup by a
customer in Ecuador or Colombia the
following day. Plans are to extend this
service gradually to other markets in Latin
America and Morocco.

Thanks to the positive performance of
MOU and despite price cuts and lower
termination rates, Telefonica Moviles
Espafa posted voice ARPU (excluding the
impact of promotions) of 28.5 euros in the
fourth quarter of 2005 (+0.8% vs. the
fourth quarter of 2004) and 28.7 euros for
the full year 2005 (+2.6% vs. 2004).

Moreover, throughout the fourth quarter of
2005 Telefonica Moviles Espafia introduced
new data transmission price schemes, with
concepts similar to flat rate plans, enabling
the Company to boast the most
comprehensive and competitive offer in the
data transmission market, with prices of 30
euros/month for 1 Giga and 58
euros/month for 5 Gigas.

TME's data ARPU (excluding the impact of
promotions) stood at 4.7 euros in the
fourth quarter of 2005 (+71% vs. the fourth
quarter of 2004) and 4.4 euros in 2005
(+7.6% vs. 2004). Non-traditional SMS data
services were the main growth driver.



Revenues from these services increased to
represent 38% of the Company's total data
revenues vs. 29% in 2004.

As a result, Telefonica Moviles Espafia’s
total ARPU stood at 33.2 euros in the fourth
quarter of 2005 (+1.6% vs. the fourth
quarter of 2004) and 33.1 euros in 2005
(+3.3% vs. 2004).

Highlights of Telefonica Moviles Espana’s
financial results include:

Revenues of 2,213 million euros in the
fourth quarter of 2005 (+5.8% vs. the
fourth quarter of 2004) and 8,834.2
million euros in the full year 2005 (+7.6%
VS.2004).

The sharp growth in revenues, which
should be seen in the European
context and despite substantial cuts in
prices, was driven by the positive
performance of service revenues,
which totalled 1,975 million euros in
the fourth quarter of 2005 (+6.8% vs.
the fourth quarter of 2004) and 7,794
million euros in the full year 2005
(+7.0% vs. 2004).

Revenues from handset sales totalled
1,040 million euros in 2005, up 11.8%
year-over-year vs. 2004 and to
represent 11.8% of total revenues.

Given the sharp increase in Telefonica
Méviles Espafna 's commercial activity
throughout the year, the weight of
commercial costs (including SAC, SRC
and advertising) over service revenues
ex-loyalty points stood at 15.4% in 2005
(1.7% in 2004). These figures include the
rebranding costs incurred in the second
quarter of 2005.

Year-on-year growth of OIBDA at
Telefonica Moviles Espafia rebounded in

the fourth quarter of 2005 (+4.4% vs. -
2.3% in the nine first months of 2005),
driven by the positive performance of
service revenues and control over
commercial costs. OIBDA for the full year
2005 stood at 4,127.9 million euros,
virtually unchanged vs. 2004 despite the
increased commercial activity and the
costs related to rebranding. The OIBDA
margin in 2005 stood at 46.7%, in line
with the Company's targets.

Telefonica Moviles Espana continued
with the deployment of its UMTS
network and investment to increase
network capacity in order to meet the
sharp growth in usage during 200s5.
CapEx in 2005 totalled 727 million euros
(+15.8%. vs. 2004). At the end of 2005,
Telefonica Moviles Espana's UMTS
network had more than 5,000 base
stations, providing coverage to areas in
which over 70% of the population lives.

Morocco

At the end of 2005 Medi Telecom's
customer base stood at 4.023.3 million
(+47.4% vs. 2004). Net adds in the fourth
quarter of 2005 stood at 185 thousand, 17%
more than in the fourth quarter of 2004.

Regarding financial results, revenues in
2005 totalled 397 million euros (+21% vs.
2004), driven by growth in the customer
base throughout the year.

OBIDA stood at 153 million euros while the
OIBDA margin for the year was 39% (46%
in 2004), impacted by the higher
commercial activity (+40.4% vs. 2004).
OIBDA increased by 2% vs. 2004.
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Latin America

Brazil

In the last quarter of the year, the Brazilian
market continued showing a solid
performance despite slowing its pace of
growth. At the end of 2005 the total market
stood at 86.2 million customers (+31.4% vs.
2004), equivalent to a penetration rate of
46.6% (49.6% in Vivo's areas of operation).

In the fourth quarter of 2005, against a
backdrop of intense competition, less
commercial pressure was seen in the
prepaid segment, with the main operators
targeting their commercial initiatives at
high-value segments. In this context, Vivo's
customer base stood at 29.8 million at the
end of December (+12.3% vs. the fourth
quarter of 2004), with net adds in the
fourth quarter of 2005 of nearly 1 million.

Vivo continues to target its commercial
initiatives at the acquisition and retention
of high-value customers and fostering
prepaid to contract migration.

In terms of customer usage and traffic,
MOU in the fourth quarter of 2005 was 74
minutes, while ARPU in the fourth quarter
of 2005 was 29.0 reais, an increase of 2.5%
compared to the third quarter of 2005,
driven by higher contract ARPU.

Regarding Vivo's financial results, service
revenues grew 5% in local currency vs.
2004, fuelled by higher outgoing revenues
(+17%) in both the prepaid and contract
segments, which in part offset the decline
in incoming revenues (-7%).

The decrease in commercial activity led to a
2% year-over-year fall in revenues from
handset sales vs. 2004, leading to a 4%
increase in total revenues.
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Higher entry barriers compared to the
2004 Christmas campaign and the
decrease in commercial activity led to
lower commercial costs (SAC, SRC and
advertising) in the fourth quarter of 2005
compared to the fourth quarter of 2004,
although higher provisions related to
communications not attributable to
customers (33 million euros in the fourth
quarter of 2005) caused the OIBDA margin
after management fees to fall to 21.0% in
the fourth quarter of 2005 and to 26.3% in
2005. The Company is implanting detection
systems in the short term to limit this risk.
Excluding the impact of these provisions in
2005, the OIBDA margin would be 26.9% in
the fourth quarter of 2005 and 28.8% in
the full year 200s.

Finally, CapEx in 2005 totalled 400 million
euros, driven primarily by the increased
capacity of Vivo's networks.

Northern Region

Mexico

In the fourth quarter of 2005 Telefénica
Moviles Mexico continued to focus on
developing a quality distribution network
and enhancing its processes, making
changes to its commercial offering,
reinforcing customer care and the quality
of its services.

In this context, in a quarter marked by
higher commercial activity, Telefonica
Méviles Mexico posted net adds in the
fourth quarter of 2005 of 392 thousand,
compared to 129 thousand in the third
quarter of 2005, bringing the total
customer base at the end of December
2005 to 6.37 million (+12.9% vs. the fourth
quarter of 2004).

This commercial effort should be seen in
the context of the reshaping of the
distribution network, with 190 distributors
contracts cancelled in the year and 47 new
ones incorporated, in order to increase the
quality of gross adds.

MOU in the fourth quarter of 2005 stood
at 5o minutes while ARPU was 124
Mexican pesos, unchanged compared to
the third quarter of 2005. MOU in the full
year 2005 was 51 minutes and ARPU was
136 Mexican pesos.

Regarding financial results, revenues grew
by 9.9% year-over-year in 2005 in local
currency. In the fourth quarter of 2005,
revenues grew 10.2% vs. the third quarter
of 2005, driven by higher revenues from
handset sales and 6.7% growth in service
revenues. Data revenues continued to
show stronger growth, accounting for
12.3% of service revenues in the fourth
quarter of 200s.

Y-o-y revenue growth in the fourth
quarter of 2005 was affected by lower
handset sales (-7% in local currency), as
well as by the impact in service revenues
of the 10% reduction in interconnection
rates and the mandatory charge
information on voice mail service
introduced by the regulator in April.
Despite the increase in commercial activity
in the fourth quarter of 2005 compared to
the third quarter of 2005, the higher
revenues in the quarter have reduced
OIBDA losses to 28.5 million euros in the
fourth quarter of 2005 (vs. 33.6 million
euros in the third quarter of 2005) and
stand at 159 million euros in the full year
2005, in line with the level of 2004,

in local currency terms.



By the end of December 2005, the coverage
of Telefonica Moviles México's GSM
network reached 9go% of the urban
population. CapEx in 2005, in local currency,
declined by 54% year-over-year, leading to a
sharp reduction in negative operating cash
flow (-39% vs. 2004).

The auction of additional spectrum in the
1900 MHz band, which took place in April,
was recorded as investment in licenses in
the amount of 45.2 million euros

Andean Region

Venezuela

Commercial activity in the Venezuelan
wireless market remained intense in the
fourth quarter of 2005, leading to solid
growth and an estimated penetration rate
at the end of 2005 of 48%, 17 p.p. higher
than in 2004.

Telefénica Moviles Venezuela's customer
base reached 6.2 million in 2005 (+42.4%
vs. 2004), with net adds of 841 thousand in
the fourth quarter of 2005 (doubling the
amount in the fourth quarter of 2004) and
nearly 1.8 million new lines in 200s.

As for financial results, the strong growth
in the customer base, coupled with higher
traffic and steady improvement in data
revenues led to a 21.3% growth in service
revenues in the fourth quarter of 2005 vs.
the third quarter of 2005 in local currency,
and a 22.1% increase in total revenues,
which in the full year 2005 stood at 1,438
million euros.

We would point out the performance of
OIBDA, which totalled 178 million euros in the
fourth quarter of 2005 (+14% vs. the third
quarter of 2005 in local currency terms) and
585 million euros in the full year. This led to a

solid OIBDA margin of 40.7% in 2005, despite
the increase in commercial activity.

Finally, the Company's innovation in the
Venezuelan market led to the commercial
launch of EV-DO services and of new
mobile e-mail services. CapEx in 2005
reached 145.7 million euros.

Colombia
The Colombian wireless market showed

the strongest growth in the region in 2005,

with an increase of almost 25 p.p.in the
estimated penetration rate to 48% in
December 2005.

Following the commercial launch of its
GSM service in the third quarter of 2005,
Telefonica Moviles Colombia accelerated
again its rate of growth in commercial
activity, with net adds of over 862
thousand in the fourth quarter of 2005,
double the figure in the third quarter of
2005. At the end of 2005 its customer base
stood was over 6 million, an increase of
83.0% compared to 2004.

The success of the Christmas campaign,
targeting GSM customer acquisition, led to
a high percentage of GSM gross adds (88%
over total gross adds in the fourth quarter
of 2005). In just 5 months after its launch,
the GSM customer base surpassed 1.6
million (27% of the total customer base).

Regarding financial results, revenues
totalled 750 million euros in 2005. The
growth in revenues in the fourth quarter
of 2005 vs. the third quarter of 2005 in
local currency was due to higher revenues
from handset sales as a result of stronger
commercial activity in the fourth quarter
of 2005 and to the positive performance
of service revenues (+7.3% vs. the third
quarter of 2005).
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Against a backdrop of high commercial
activity, we would point out the positive
evolution in the OIBDA margin in the
fourth quarter of 2005 (+0.4 p.p. vs. the
third quarter of 2005) due to control over
commercial costs and growth in revenues.
The OIBDA margin in 2005 was 14.7%, but
in the fourth quarter of 2005 reached
23.4%, leading to an OIBDA of 50 million
euros in the fourth quarter of 2005 and of
110 million euros in full year 2005.

Total CapEx in the year was over 272 million
euros, reflecting the rollout of the GSM
network, with coverage of 68% of the
population as of December.

Peru

The Peruvian market saw tougher
competition in the fourth quarter of 200s.
In this context, Telefonica Moviles Peru's
customer base stood at 3.5 million at the
end of December (+20.4% vs. December
2004). Net adds recorded a sharp increase
in the fourth quarter of 2005 to 256
thousand (+82% vs. the third quarter

of 2005), reaching 585 thousand in full
year 2005.

Regarding financial results, quarterly
growth in revenues in local currency
remained solid (+13.2% vs. the third quarter
of 2005), driven by the growth in
customers and outgoing traffic, which
offset the impact of lower incoming traffic
and the 19% reduction in interconnection
rates in the third quarter of 200s.

We would point out the solid performance
of the OIBDA margin, which remained at
32% in the fourth quarter of 2005 despite
the increased commercial activity. OIBDA
stood at 33 million euros in the fourth
quarter of 2005 (+12% vs. the third quarter
of 2005 in local currency) and 118 million
euros in 2005.

166

We would also highlight that Telefonica
Moviles Peru began the deployment of its
GSM network in the fourth quarter of 2005,
recording its first GSM gross add at the
beginning of February 2006.

Southern Cone Region

Argentina

The strong advance of the Argentine
wireless market continued in the fourth
quarter of 2005, with the pace of growth
accelerating throughout 2005 thanks to
the favourable macroeconomic situation in
the country and an increasingly competitive
environment. The estimated penetration
rate at the end of 2005 stood at 55%, nearly
21 p.p. higher than at the end of 2004.

In this context, Telefénica Moviles
Argentina's commercial efforts have been
positive, leading customer base to 8.34
million clients at the end of December. GSM
customers now represent 51% of the total.
Net adds were over 940 thousand in the
fourth quarter of 200s5.

Regarding financial results, we would
highlight the solid growth of service
revenues in local currency (+11.1% in the
fourth quarter of 2005 vs. the third
quarter of 2005), driven by the increase in
the customer base (+12.7% vs. the third
quarter of 2005) and ARPU. Also worth
highlighting is the increasing
contribution of data revenues, which in
2005 represented 15% of service revenues
(18% in the fourth quarter of 2005).

In line with the strong commercial activity
in the quarter, which featured the year's
two most important campaigns (Mother's
Day and Christmas), the OIBDA margin
declined vs. the third quarter of 2005. In
2005 the OIBDA margin stood at 15%.

As for the rollout of the GSM network,
coverage at the end of the year stood at
95% of the population, with CapEx in 2005
totalling 132 million euros. In spite of the
strong investment effort, the operator
posted positive operating cash flow,

with OIBDA for the full year totalling

151 million euros.

Chile

Despite the penetration levels at the
beginning of the year, the Chilean wireless
market remained extremely buoyant in
2005, with an increase of 10 p.p.in the
estimated penetration rate to over 71%.

In this context, Telefénica Moviles Chile
ended December with 5.28 million
customers, recording net adds in 2005 of
525 thousand. GSM customers now
represent 51% of the total.

With regard to financial results, revenues
totalled 661 million euros in 2005 and 202
million euros in the fourth quarter of
2005 (+11.3% vs. the third quarter of

2005 in local currency), driven by a
positive performance in service revenues
(+12.9% in the fourth quarter of 2005 vs.
the third quarter of 2005). OIBDA

margin in 2005 reached 35.5% in 200s5.

Total CapEx in 2005 was 177 million euros,
boosted by the deployment of the GSM
network, with coverage of 96% of the
population as of December.



Celular Business Selected operating data: cellular customers

december december
2005 % Chg 05/04 2005 % Chg 05/04
Telefénica Méviles Espaiia 19,889.9 4.8 TEM Guatemala 1,040.7 38.7
Contract 10,703.5 15.6 Contract 69.9 (12.6)
Prepaid 9,186.4 (5.5) Prepaid 864.4 53.8
Medi Telecom 4,023.3 47.4 Fixed Wireless 106.3 (2.0)
Contract 149.9 36.4 TEM Mexico 6,368.1 129
Prepaid 3,8734 47.8 Contract 319.9 6.1
Brasilcel 29,804.6 12.3 Prepaid 6,047.7 133
Contract 5,743.8 10.8 Fixed Wireless 0.6 n.c.
Prepaid 24,060.8 12.7 TEM Venezuela 6,160.3 42.4
TEM Argentina 8,335.0 147.3 Contract 347.8 20.6
Contract 3,119.2 151.5 Prepaid 5,203.7 471
Prepaid 5,035.8 136.4 Fixed Wireless 608.8 219
Fixed Wireless 179.9 n.c. TEM Ecuador 1,884.6 67.9
TEM Peru 3,455.0 20.4 Contract 364.7 59.2
Contract 579.5 16.5 Prepaid 1,517.5 70.4
Prepaid 2,804.3 215 Fixed Wireless 2.4 (12.6)
Fixed Wireless 711 10.2 TEM Panama 849.4 35.8
TEM El Salvador 537.8 39.9 Contract 67.9 191
Contract 79.0 15 Prepaid 7815 37.5
Prepaid 4353 48.0 TEM Nicaragua 371.6 29.8
Fixed Wireless 235 88.6 Contract 453 154
TEM Chile 5,275.8 59.0 Prepaid 3104 33.9
Contract 891.7 84.3 Fixed Wireless 15.9 4.8
Prepaid 4,384.1 547 TEM Uruguay 418.9 106.3
TEM Colombia 6,033.0 83.0 Contract 62.4 16.8
Contract 13751 44.2 Prepaid 356.5 1383
Prepaid 46579 98.8
Total 94,4479 26.9
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Telefonica moviles Group: Selected financial data

january - december

Spain 2005 2004 %Chg
Revenues 8,834.2 8,213.8 7.6
OIBDA 41279 4,158.2 (0.7)
OIBDA margin 46.7% 50.6% (39 p.p.)
Latin America

Revenues 7,704.5 3,5524 116.9
OIBDA 1,754.6 551.2 n.s.
OIBDA margin 22.8% 15.5% 7.3 p.p.
Brazil

Revenues 1,889.3 1,502.3 25.8
OIBDA 496.5 491.0 11
OIBDA margin 26.3% 32.7% (6.4 p.p.)
Northern Region

Revenues 1,263.6 912.3 38.5
OIBDA (1.2) (118.7) (99.0)
OIBDA margin -0.1% -13.0% 129 p.p.
Andean Region

Revenues 2,837.4 607.7 n.c.
OIBDA 866.2 116.4 n.c.
OIBDA margin 30.5% 19.2% 114 p.p.
Southern Cone

Revenues 1,714.2 530.1 n.c.
OIBDA 393.1 62.5 n.c.
OIBDA margin 22.9% 11.8% 111 p.p.
Rest and intragroup

Revenues (25.3) (12.3) 105.1
OIBDA (65.5) (121.5) (46.1)
OIBDA margin n.s. n.s. n.s.
Total

Revenue 16,513.5 11,753.9 40.5
OIBDA 5,817.0 4,587.9 26.8
OIBDA margin 35.2% 39.0% (3.8 p.p.)
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Telefonica Moviles Group: Consolidated income Statement

january - december october - december

2005 2004 %Chg 2005 2004 %Chg
Revenues 16,513.5 11,753.9 40.5 4,463.5 3,458.7 291
Internal expenditure capitalised in fixed assets' 1236 89.5 38.1 37.8 40.7 (7.0)
Operating expenses (10,634.2) (7,178.9) 48.1 (2,848.9) (2,371.4) 20.1
Other net operating income (expense) (174.8) (15.5) n.s. (52.1) 25.6 cs.
Gain (loss) on sale of fixed assets 0.2 (57.2) cs. 14 (49.6) cs.
Impairment of goodwill and other assets (11.2) (3.9) 183.7 (11.2) (6.4) 74.6
Operating income before D&A (OIBDA) 5,817.0 4,587.9 26.8 1,590.5 1,097.6 449
Depreciation and Amortisation (2,374.0) (1,522.9) 55.9 (694.2) (467.9) 484
Operating income (Ol) 3,443.0 3,064.9 123 896.3 629.7 423
Profit from associated companies (154.2) (38.1) n.s. (143.8) (6.9) ns.
Net financial income (expense) (459.1) (481.9) (4.7) (158.9) (241.0) (34.1)
Income before taxes 2,829.7 2,5449 11.2 593.6 381.8 55.5
Income taxes (946.0) (868.5) 8.9 (236.5) (126.5) 86.9
Income from continuing operations 1,883.7 1,676.4 12.4 357.1 255.2 39.9
Income (Loss) from discontinued operations 0.0 0.0 n.s. 0.0 0.0 n.s.
Minority interest 352 15.2 1312 191 18.0 6.1
Net income 1,918.9 1,691.7 134 376.2 273.3 37.7

Celular business: Consolidated income Statement

january - december october - december

2005 2004 %Chg 2005 2004 %Chg
Revenues 16,513.5 11,9614 381 4,463.5 3,457.1 29.1
Internal expenditure capitalised in fixed assets’ 123.6 90.7 36.3 37.8 40.7 (7.1)
Operating expenses (10,634.2) (7,335.8) 45.0 (2,848.9) (2,370.2) 20.2
Other net operating income (expense) (174.8) (17.5) ns. (52.1) 25.6 cs.
Gain (loss) on sale of fixed assets 0.2 (57.2) cs. 14 (49.6) cs.
Impairment of goodwill and other assets (11.2) (3.9) 1837 (11.2) (6.4) 74.6
Operating income before D&A (OIBDA) 5,817.0 4,637.6 25.4 1,590.5 1,097.1 45.0
Depreciation and Amortisation (2,374.0) (1,580.1) 50.2 (694.2) (471.8) 471
Operating income (Ol) 3,443.0 3,057.5 12.6 896.3 625.3 433
Profit from associated companies (154.2) (39.5) ns. (143.8) (7.1) n.s.
Net financial income (expense) (459.1) (496.1) (7.5) (158.9) (245.7) (35.3)
Income before taxes 2,829.7 2,521.9 12.2 593.6 372.4 59.4
Income taxes (946.0) (864.4) 9.4 (236.5) (124.3) 90.2
Income from continuing operations 1,883.7 1,657.4 13.6 357.1 248.1 439
Income (Loss) from discontinued operations 0.0 0.0 ns. 0.0 0.0 ns.
Minority interest 352 252 39.7 19.1 219 (12.6)
Net income 1,918.9 1,682.7 14.0 376.2 270.0 394
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Cesky Telecom

Telefénica Group consolidates Cesky Telecom
financial statements for the second half of
2005, with a contribution of 1,035.2 million
euros to Telefonica's revenues for the
financial year with OIBDA accounting for
456.7 million euros and Ol for 164.8 million
euros, respectively.

Within the process to bring Cesky Telecom
Group accounting practices and financial
statements reporting in line with Telefonica
Group, in December the following
accounting adjustments, which
fundamentally affected the Cesky Telecom
fixed telephony business, have taken place:

Deferral of connection fees revenues over
the average period of expected economic
life of the customers, i.e. expected lifetime
of the fixed line subscribed by the
customer, for new and past subscriptions
(since 1996). These revenues were
previously entirely recorded in the

period corresponding to the time of the
line activation.

Traffic revenues and expenses related to
payments to premium content providers
for value added telephone services (known
as “colour lines”), which were previously
recognised separately as revenues and
expenses and which are now accounted
for as their net value in revenues.

The impact of these two adjustments on the
annual results of Cesky Telecom gave rise to
an increase in revenues of 353 million Czech
korunas and 606 million Czech korunas in
OIBDA, leading to a decrease in retained
earnings of around 1,400 million Czech
korunas. In order to give a true and fair view
of this business' evolution, all year-on-year
variations (in local currency) will be related to
pro forma fiscal year 2004, adjusted by the
two aforementioned effects.
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Cesky Telecom total revenues in 2005
amounted to 2,049 million euros, a 6.3%
increase year-on-year in euros and a 0.8%
decrease in local currency. The growth rate
recorded in the fourth quarter alone

was 1.0% in local currency, reflecting the
better performance of the mobile
telephony business and the progress of
broadband within the Group's fixed
telephony business.

In 2005, consolidated operating expenses
showed a slight increase in local currency
of +0.2% increase year-on-year, mostly
thanks to the cost discipline in the fixed
telephony business that partially offset
the greater expenses recorded in the
mobile subsidiary.

Hence, the Group's operating income
before depreciation and Amortisation
(OIBDA) amounted to 916 million euros,
showing a decrease of 0.3% increase year-
on-year (-6.9% in local currency). The drop
in the company's OIBDA would have been
reduced to 2.6% in local currency if we had
excluded the impairment charge (non-
recurrent) of 1,251 million korunas from
OIBDA calculation. As a result, the OIBDA
margin amounted to 44.9% in 2005,
compared with the 48.1% margin obtained
in 2004. If the 2005 OIBDA were adjusted
by the aforementioned non-recurrent
expenses, the margin would have reached
47.0%.

Operating income (Ol) increased by 11.0%
year-on-year in local currency to reach 318
million euros as a result of lower
Amortisation and depreciation charges
arising from lower investments in recent
years and changes in the Amortisation of
goodwill and of certain intangible assets.

Total CapEx for Cesky Telecom Group
amounted to 209.3 million euros, having
increased by 5.5% in local currency
compared to the previous year, on the back
of higher investments in the growth areas
of the business.

Operating free cash flow (OIBDA-CapEx) up
to December 2005 stood at 706.7 million
euros, showing a 9.9% year-on-year
decrease in local currency as a result of the
drop in OIBDA and the rise in CapEx, as
indicated above.



Fixed line Business

Total revenues in the fixed line business
totalled 1,083.5 million euros for the year, a
4.5% drop in local currency year-on-year in
a continuous shift from the traditional
telephony services to broadband internet
access, data and other value added services.

Revenues from traditional access fell by
3.7% year-on-year in local currency, primarily
due to the 7.2% decline in the number of
fixed telephony lines, which dropped to 3.1
million lines at year end 2005.

Total traffic generated by Cesky Telecom
customers showed a 14.8% year-on-year
decline as a result of the loss of lines and
the increase in competition together with
the ongoing fixed-to-mobile traffic
substitution. Thus, revenues from voice
services fell by 19.5% year-on-year in local
currency, whereas those from
interconnection traffic increased by 23.2%,
mainly due to the extension of
international traffic services within the
Central and Eastern Europe market space.
Revenues from traditional voice services
therefore fell 5.2% year-on-year.

Revenues from Internet and Broadband
services registered a year-on-year decrease
of 3.1% in local currency due to the
significant migration of customers from
narrowband to broadband Internet access.
Hence, revenues from narrowband Internet
services fell by 44.9% in local currency
whereas those from broadband services
increased by 84.9%.

The total number of Internet broadband
accesses at December 2005 amounted to
274,000 (approx. 80% retail), leading to a net
gain of 173,000 connections over the year.
Approximately two thirds of these were
made during the second half of the year.

Revenues from data services showed a
0.9% year-on-year decrease in local
currency due to the fact that the decrease
in revenues from leased lines (-4.5%) was
not fully offset by the increase in revenues
from virtual private networks and IP
connectivity solutions (+5.2%).

Operating expenses of the fixed line
business fell by 4.6% year-on-year in local
currency, having declined by 6.0% year-on-
year in local currency in the fourth quarter
alone. Supplies expenses increased by 2.4%
in local currency, primarily due to the
increase in international interconnection
expenses, whereas personnel expenses,
including headcount reduction costs, fell by
0.9%. External services expenses recorded a
7.0% year-on-year decrease, with the 10.3%
drop in network operating and
maintenance expenses being particularly
noteworthy under this item.

OIBDA in the fixed line business amounted
to 477 million euros, an 8.9% year-on-year
drop in local currency to reach a 44.5%
margin at year end, 2.8 percentage points
down on that recorded at the end of 2004.
CapEx for the Cesky Telecom fixed line
business in 2005 amounted to 77.5 million
euros, showing an 11.6% year-on-year
decrease in local currency.

Mobile business (EUROTEL)

Eurotel's total revenues for 2005
increased by 2.0% year-on-year in local
currency to reach 1,008 million euros. The
4% growth in operating revenues
recorded in the fourth quarter alone
reflected the strong positioning of
Eurotel in the Czech cellular market,
recovering the first position in terms of
the number of customers by year end.

The total number of Eurotel customers
increased by 6.4% year-on-year to reach 4.7
million by year end. The successful
migration of prepaid customers to
postpaid tariffs led to a 46% increase in
the number of contract customers who at
the end of the year amounted to 1.5
million, a 33% of the total customer base
in comparison with the 24% figure
recorded in December 2004.

Revenues from voice services (monthly fees,
customer and interconnection traffic)
increased over the year by 0.2% in local
currency, mostly due to the combined
effect of the increase in revenues from
monthly fees (+10.6%) as a result of the
aforementioned larger contract customer
base and to the drop in revenues from
traffic (-3%), due to the greater number of
contract customers purchasing minute
packages, which explains the 10% year-on-
year increase in traffic recorded in 2005.
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Cesky Telecom: Consolidated income statement

july - december

october- december

2005 2005
Revenues 1,035.2 525.8
Internal expenditure capitalised in fixed assets 115 6.4
Operating expenses (566.6) (285.1)
Other net operating income (expense) 172 (7.6)
Gain (loss) on sale of fixed assets 14 0.7
Impairment of goodwill and other assets (42.1) (36.3)
Operating income before D&A (OIBDA) 456.7 204.0
Depreciation and Amortisation (291.9) (149.2)
Operating income (Ol) 164.8 54.8
Profit from associated companies 0.0 0.0
Net financial income (expense) (10.8) (6.1)
Income before taxes 154.0 48.7
Income taxes (36.0) (10.0)
Income from continuing operations 118.0 38.7
Income (Loss) from discontinued operations 0.0 0.0
Minority interest 0.0 0.0
Net income 118.0 38.7

As a result of the continuous increase in
the number of customers with multiple
SIM cards and the decrease in ARPU
generated by new customers, the average
ARPU recorded a 3.0% year-on-year decline
in local currency, although 1.4% up on that
recorded over the first half of the year as a
result of the successful acquisition of
contract customers.

The number of customers from the Eurotel
Data Express service (CDMA-based
broadband internet access service)
exceeded 70,000, leading to a net gain of
more than 40,000 customers over the year.
This, together with the 14% increase in the
number of customers from the Eurotel
Data Nonstop service (GPRS-based internet
access service), which stood at 67000 in
December 200¢, led to revenues from
Internet and Data nearly doubling
compared to the previous year.

Revenues from equipment sales dropped
by 9.5% year-on-year in local currency due
to the increased number of clients to
whom the Company offered lower rates in
exchange for permanency agreements over
a certain period of time.

Eurotel's operating expenses increased by
4.8% over the year in local currency, with a
6.9% year-on-year increase in the fourth
quarter alone due to greater commercial
activity during that period.
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Personnel expenses were the major
contributor to the increase in the operating
expenses, growing by 27.2% year-on-year in
local currency throughout the year as a
result of one-off items that were already
recorded in the second quarter.

Eurotel's operating income before
depreciation and Amortisation (OIBDA)
totalled 431.6 million euros for the year, a
5.5% decrease in local currency with its
margin having dropped by 3.4 percentage
points year-on-year to 42.8%.

CapEx for the mobile line business
amounted to 131.5 million euros for the
year, a 19.0% year-on-year increase in local
currency, primarily due to the investments
in the rollout of the UMTS network.

Other businesses

Other businesses

Directories business

TPI Group 2005 results include those of
Telinver, the leader directory company
acquired in Argentina for a firm value of 74
million dollar, which consolidates with
Group figures from November 2005, and
also, those coming from DA operation in
Italy, from the moment it started
operations on October 1st 2005.

The performance of the business in Italy in
its first three months showed a satisfactory
number of calls received, reflecting the
successful advertising campaign.

TPI Group revenues rose 9.7% to 651.6
million euros. OIBDA was 219.3 million
euros, showing an increase of 8.7% vs. 2004
Net income rose 10.3% to 126.93 million
euros. These results are explained by:

Advertising revenues increased 6.9% to
544.3 million euros.

Strong performance of telephony traffic
revenues, which grew 39.3% to 65.3
million euros, helped by the positive
evolution of the business in Spain and
the traffic coming from Italy.

Positive evolution of operator revenues,
with a 6.3% increase to 39.9 million
euros.



Directories business: Consolidated income statement

january - december

october - december

2005 2004 %Chg 2005 2004 %Chg
Revenues 660.5 616.4 7.1 190.1 166.5 14.2
Internal expenditure capitalised in fixed assets’ 0.5 0.0 n.s. 0.5 0.0 n.s.
Operating expenses (413.4) (375.4) 10.1 (123.2) (108.8) 132
Other net operating income (expense) (26.4) (33.7) (21.7) (8.0) (11.7) (31.3)
Gain (loss) on sale of fixed assets (0.3) (0.4) (41.4) (0.0) (0.0) (33.3)
Impairment of goodwill and other assets (0.9) (2.1) (59.0) (1.4) 0.0 ns.
Operating income before D&A (OIBDA) 220.0 204.8 7.4 57.9 46.0 25.9
Depreciation and Amortisation (24.0) (23.8) 0.8 (6.3) (7.5) (16.4)
Operating income (Ol) 196.0 181.0 8.3 51.7 38.5 34.1
Profit from associated companies (0.0) (0.4) (87.7) 0.0 (0.1) cs.
Net financial income (expense) (6.7) (5.7) 17.8 (2.0) (1.7) 17.9
Income before taxes 189.3 175.0 8.2 497 36.7 35.2
Income taxes (63.4) (60.2) 5.5 (17.6) (14.1) 252
Income from continuing operations 125.8 114.8 9.6 32.0 22.7 413
Income (Loss) from discontinued operations 0.0 0.0 n.s. 0.0 0.0 n.s.
Minority interest 0.0 0.5 n.s. (0.0) (0.1) (66.1)
Net income 125.8 115.3 9.1 32.0 22.6 41.6

Europe decreased its contribution to group
revenues by 2 percentage points to 79%.
This is the result of the combined effect of
the positive performance of currency
exchange rates in Latam, together with the
acquisition of Telinver in Argentina.
Geographical contribution to Group OIBDA,
remained unchanged, with 87% and 13% for
Europe and Latam, respectively.

Revenues in Europe' went up 6.1% to 515.1
million euros, which was driven by:

Growth of 2.4% in advertising revenues
to 421.3 million euros.

Internet revenues reached 34.0 million
euros with an increase of 20.1%, while
those related to telephone information
service went up 14.6% to 4.8 million
euros.

The strong rise achieved by traffic
revenues, which went up 39.3% to 64.8
million euros.

The rise in revenues, along with the good
results obtained from the group's cost-
cutting, fed through to a 9.0% increase in
the European OIBDA to 190.6 million euros.
The OIBDA margin grew 1.0 percentage
points to 37.0%.

Latin America performance, that
contributes to 21% of revenues and 13% of
OIBDA was driven by:

Publiguias total revenues fell 4.4% in
local currency, (+4.2% in euros). This is a
result of both increased competition and

the write-off of default customers begun
in January to improve bad debts.

TPI Peru increased revenues by 6.8% in
local currency to 33.9 million euros, and
contributes 7.6 million euros to total
Group OIBDA.

Advertising revenues coming from TPI
Brazil grew 10.3% in local currency to 17.2
million euros, and OIBDA improves 56.9%
to -2.5 million euros.

Telinver in Argentina contributed 17.45
million euros to Group revenues and 5.2
million euros to OIBDA through
November and December 2005. These
results cannot be extrapolated to the full
year as directories published along the
year in Telinver have different margins.
They also do not include the new
contract framework with TASA, which
was applied from the beginning of 2006.

With these results, the TPI Group
outperformed the revenue guidance
(+5.5%/6.5%) and met the upper part of the
range of the OIBDA guidance (7%/8%). At
constant exchange rates, Group revenues
and OIBDA increased 7.8% both.

The Board of Directors will propose the
Annual General Shareholders Meeting the
payment of a dividend of 40 cents of an
euro per share, representing an increase of
33.3% compared to 2004. This dividend
amounts to 114% of the Group's net income
and to 123% of that of Telefénica Publicidad
e Informacion, S.A. This would give a
dividend yield of 4.8% .

In turn, the directories business of the
Telefonica Group, which includes the
Argentinean company Telinver in the whole
twelve months of both 2004 and 2005,
recorded 660.5 million euros in revenues, a
7.1% year-over-year increase. OIBDA, on the
other hand, improves in a 7.4% in the fiscal
year, reaching 220.0 million euros.
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TPI - Paginas Amarillas Group: Selected operating data in Europe

january - december

Books Published 2005 2004 % Var
Yellow Pages* 124 110
White Pages 58 60
Revenue Breakdown (1) 515.1 485.3 6.1
Advertising 4213 4113 2.4
Publishing 378.5 374.6 11
Yellow Pages 296.0 296.3 (0.2)
White Pages 70.6 69.1 22
Others paper revenues 119 9.2 29.6
Internet 34.0 283 20.1
Operator Assisted Yellow Pages 4.8 42 14.6
Others 41 4.3 (4.9)
Telephony Traffic 64.8 46.6 39.3
Operator 26.0 249 44
Others 29 2.6 13.7
TPI - Paginas Amarillas Group: Consolidated income statement
january - december october - december

2005 2004 %Chg 2005 2004 %Chg
Revenues 651.6 594.2 9.7 1889 1514 24.8
Internal expenditure capitalised in fixed assets’ 0.5 0.0 n.s. 0.5 0.0 n.s.
Operating expenses (405.5) (360.7) 12.4 (122.1) (98.9) 23.4
Other net operating income (expense) (26.2) (29.2) (10.4) (8.0) (8.9) (10.1)
Gain (loss) on sale of fixed assets (0.3) (0.4) (41.4) (0.0) (0.0) (333)
Impairment of goodwill and other assets (0.9) (2.1) (59.0) (1.4) 0.0 ns.
Operating income before D&A (OIBDA) 219.3 201.8 8.7 57.8 435 32.9
Depreciation and Amortisation (23.6) (23.2) 1.4 (6.2) (7.5) (17.0)
Operating income (OI) 195.7 178.6 9.6 516 36.0 433
Profit from associated companies (0.0) (0.4) (87.7) 0.0 (0.1) cs.
Net financial income (expense) (5.3) (2.0) 162.4 (2.0) (0.9) 116.1
Income before taxes 190.4 176.2 8.0 49.7 35.0 41.8
Income taxes (63.4) (61.7) 2.9 (17.6) (15.6) 13.2
Income from continuing operations 1269 1145 10.8 32.0 195 64.6
Income (Loss) from discontinued operations 0.0 0.0 ns. 0.0 0.0 n.s.
Minority interest 0.0 0.5 n.s. 0.0 (0.0) ns.
Net income 126.9 115.1 10.3 32.0 19.5 64.6
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Atento GROUP: Consolidated income statement

january - december

october - december

2005 2004 % Var 2005 2004 % Var
Revenues 856.5 606.5 41.2 2479 174.3 42.2
Internal expenditure capitalised in fixed assets’ 0.0 0.0 n.s. 0.0 0.0 n.s.
Operating expenses (741.5) (522.3) 42.0 (213.6) (150.4) 42.0
Other net operating income (expense) 14 11 23.6 (0.6) 03 cs.
Gain (loss) on sale of fixed assets 0.0 (0.3) cs. 0.0 0.1 (73.1)
Impairment of goodwill and other assets 0.0 0.0 n.s. 0.0 0.0 n.s.
Operating income before D&A (OIBDA) 116.4 85.1 36.7 33.8 24.3 38.8
Depreciation and Amortisation (27.9) (33.7) (17.3) (7.2) (7.6) (5.0)
Operating income (OI) 88.5 51.4 721 26.6 16.8 58.5
Profit from associated companies 0.0 0.0 n.s. 0.0 0.0 n.s.
Net financial income (expense) (20.2) (10.5) 93.0 (7.1) (4.3) 65.9
Income before taxes 68.2 40.9 66.7 19.5 125 55.9
Income taxes (16.6) (6.8) 1435 (1.8) (4.5) (60.1)
Income from continuing operations 51.6 341 51.3 17.7 8.0 120.2
Income (Loss) from discontinued operations 0.0 (0.1) n.s. 0.0 0.0 n.s.
Minority interest (3.4) (1.7) 994 (1.1) (0.6) 92.0
Net income 48.2 323 49.3 16.6 7.5 1223

Atento Group

2005 was a year of strong growth in some
of the Atento Group's business lines, with
an increase in the net income. The following
customers contributed the most to this
increase, over the financial year as a whole:

In Brazil, the increase in sales with Vivo,
Sera, Speedy, Atento ao Cliente, the start
of operations with Banco IBI and growth
of customers in the financial sector (UBB,
Bradesco, Redecard, Losango).

In Spain, the services with Gas Natural,
and the increase in the activity with
Telefonica.

In Mexico, the growth in business with
BBVA and US Airways.

In Chile, the increase in business with
Telefonica CTC, movistar, VTR and
Interamericana.

In Argentina, with the start of operations
with movistar.

In Puerto Rico, growth with SunCom.

In Venezuela, increase in sales with
CANTV and movistar.

Operating revenues grew by 41.2% year-on-
year, to stand at 856.5 million euros. In this
year, all Atento operations have increased
sales, except for Atento Morocco. It is
important to highlight Atento Brazil, with a
52.7% growth in revenues over 200s. Its
sales in euros make it the group's largest
operation, with a weight of 35.5% over total
Atento Group revenues. Sales in Spain

represent 34.2% of the total, having grown
by 22.2% compared with 2004. Revenues in
other countries, such as Argentina, Central

America, Colombia, Mexico and Venezuela

have grown by more than 50%.

Customers outside the Telefonica Group
have once again increased their
contribution to Atento total revenues, to
stand at 44.8%, up 0.7 percentage points
more than a year ago. By 2005 end, the
Atento Group was the service provider to
more than 400 companies, and had
continued to diversify and specialise in the
financial, telecommunications, mass
market, energy, transport and tourism
sectors, and government bodies.

Operating costs grew by 42.0% year on
year, to stand at 741.5 million euros.
Personnel expenses had the greatest
impact on this increase (+44%), as a result
of the year's increased activity.

The Atento Group OIBDA for 2005 rose to
116.4 million euros, a 36.7% increase on the
85.1 million euros for 2004. The downward
pressure on pricing throughout the 2005
financial year resulted in a general
reduction in operating margins in the
sector, which Atento was able to face up to
thanks to better optimisation of costs and
to the increase in the scale, placing the
OIBDA margin at 13.6%, just 0.4 percentage
points lower than 2004.

Operating income amounted to 88.5
million euros, up 72.1% year on year,
supported by the downward trend in
depreciation, as a result of the degree of
maturity achieved in operations.

Atento Group net income was again
positive, for the second year in a row,
standing at 48.2 million euros, 15.9 million
more than last year.

At operating level, Atento Group had 39,705
positions in place as of 31st December
2005, Up 29.9% on 2004. The average
number of occupied positions for the 2004
financial year was 30,247 This was a
significant improvement on the level of
occupation achieved in 2004 (80% vs. 75%
in 2004).

CapEx in the 2005 financial year reached 42.9
million euros, compared with 22.8 million
euros in 2004, and the operating free cash
flow grew by 17.7%, to 73.4 million euros.
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Content and media business: Consolidated income statement

january - december

october - december

2005 2004 % Var 2005 2004 % Var
Revenues 1,269.1 1,219.1 41 390.3 387.2 0.8
Internal expenditure capitalised in fixed assets’ 0.0 0.2 ns. 0.0 0.0 n.s.
Operating expenses (1,052.2) (1,049.1) 0.3 (324.8) (344.0) (5.6)
Other net operating income (expense) 5.7 10.5 (45.7) (2.7) 11.6 cs.
Gain (loss) on sale of fixed assets 475 6.9 ns. 40.0 19 ns.
Impairment of goodwill and other assets (0.8) (2.6) (69.0) (0.7) (0.1) ns.
Operating income before D&A (OIBDA) 269.2 185.0 45.5 1021 56.6 80.2
Depreciation and Amortisation (28.9) (28.9) 0.1 (8.4) (9.3) (9.6)
Operating income (OI) 240.3 156.2 53.9 93.7 47.3 97.8
Profit from associated companies (6.4) (34.2) (81.2) (1.3) (10.8) (87.6)
Net financial income (expense) (96.7) (121.6) (20.5) (93.0) (96.7) (3.9)
Income before taxes 137.2 0.4 n.s. (0.6) (60.2) (99.0)
Income taxes (49.2) (35.9) 37.0 (2.9) 204 cs.
Income from continuing operations 88.0 (35.6) n.s. (3.5) (39.8) (91.2)
Income (Loss) from discontinued operations 0.0 0.0 n.s. 0.0 0.0 n.s.
Minority interest (9.1) (5.0) 82.8 (4.9) (1.6) 197.3
Net income 78.8 (40.6) c.s. (8.4) (41.5) (79.8)
Content and media business ENDEMOL NV ATCO

The Contents and Media business ended
the last quarter of 2005 with revenues of
1,269.1 million euros, 41% higher of the
figure reached in the same period of the
previous year. This increase was basically
due to the better performance of Endemol
and the ATCO Group in this fourth quarter,
fully offsetting the lower revenues from
changes to the consolidation perimeter.

The consolidated operating income before
depreciation and Amortisation (OIBDA)
over the year amounted to 269.2 million
euros, compared with the 185.0 million
euros obtained over 2004. This represents a
45.5% year-on-year growth, primarily
thanks to the positive progress of the
results from all business lines, revenues
obtained from the floating of 25% of
Endemol, N.V.on the stock exchange and
the sale of the radio business in ATCO.
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The company, floated on the Amsterdam
exchange, recorded a 5.8% growth in
revenues to total 9oo.1 million euros.
Revenues from acquisitions amounted to
10.5 million euros of this figure and the
remainder growth is organic.

The growth in revenues was reflected in
all countries in which Endemol NV
operates, with a particularly significant
performance on the Spanish and British
markets and Rest of the World (ROW),
contributing towards the greater
diversification of the Group's revenues
and a greater relative weight of revenues
from formats other than non-scripted
(scripted and digital) that accounted for
23.3% of the total compared with the
21.4% represented in 2004.

The reported EBITDA of Endemol NV stood
at 152.8 million euros, a 15.4% increase on
the previous year and leading to a 17%
margin, 1.4 percentage points up on 2004.
The positive operational progress of the
Company is explained by the growth in its
revenues and the good performance of
production costs in the US following the
syndication of the four series of Fear Factor,
offset by the lower operational profitability
of some markets in the rest of the world in
which the Company has most grown
proportionally.

The advertising market in Argentina
(Capital and Gran Buenos Aires regions)
grew by 21% over the year with respect to
the previous year. This growth can be
compared with the 39% recorded in 2004,
which reflected the market recovery
recorded over that year.

In this favourable market context, Telefé
reaffirmed its position as leader, obtaining
37.9% of the total audience by 2005 year
end - very similar to the figure recorded
over the previous year - followed by Canal
13, its main competitor, with an average
share of 24.9%. The market share
accumulated by Telefé by the end of 2005
stood at 41.2%, 3.7 percentage points lower
than in 2004, once again, followed by Canal
13 with 32.1%.

Thus, ATCO recorded an improvement in its
financial results in comparison with the
previous year thanks to the growth in the
Capital and Gran Buenos Aires advertising
markets over the year, the good results
regarding total audience obtained by Telefé
that enabled it to increase its revenues and
to the profits obtained from the sale of
Radio Continental and Radio Estéreo.



Telefonica Deutschland Group: Selected financial data

january-december

2005 2004 % Chg
Revenues 281.2 290.8 (3.3)
Operating income before D&A (OIBDA) (3.1) (151.7) (98.0)
OIBDA margin (1.1%) (52.2%) 511 p.p.

Telefonica Deutschland Group
Telefénica Deutschland obtained revenues
of 281.2 million euros in 2005, showing a
year-on-year reduction of 3.3%, due
primarily to the reduction in revenues
from narrowband services which has not
yet been offset by the increase in
broadband business.

With respect to the broadband business, it
is worth to highlight the increase in the
number of connections resold on a retail
basis by the company to its main clients.
With it, the total number of equivalent
ADSL lines in service in the German market
exceeds the figure of 535 thousands at the
end of 2005, which compares with the
more than 481 thousands achieved in
December 2004, providing services to four
of the five top main ISPs in Germany.

Telefonica Deutschland has registered a
negative operating income before
depreciation and Amortisation (OIBDA) of
3.1 million euros at the end of the year,
which compares with the negative figure
of 151.7 million euros obtained in 2004,
mainly due to the anticipated cancellation
of Telefonica's UK goodwill.
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Based on what was indicated at the start of
this report, the results breakdown of
Telefonica Group are detailed according to
the business in which the Group has a
presence. The main differences between this
view and the one that would apply attending
to the legal structure, are the following:

Telefonica, S.A. directly participates in the
share capital of Endemol Entertainment
Holding