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Also, Ihe guidelines set forth in article 26 of Decree No. 1185/90 continue in effect for operators wilh significant market power_ These guidelines establish 
infonnation obligations with which operators must comply with respect to tariffs, both toward clients and the national regulator_ This Decree also establishes 
the powers the regulator !.las to revise or revoke such tariffs. 

Tariffs charged to customers for mobile services are not regulated in Argentina 

Interconnection 

De<:ree No. 764/00 approved new rules for national interconnection and established interconnection standards and conditions with which telephone service 
providers must comply regardless of pre -existing agreements_ The rules for national interconnection set forth that interconnection agreements are to be freely 
negotiated between the relevant service providers, on a non-discriminatory basis. The regulations also establish the obligation for dominant and significant 
market operators to unbundle their local loops and to allow competitors to use them on a reasonable basis 

Competition law 

Law 25,156, on Prote<:tion of Competition prohibits any acts or behaviors related to the production or trade of goods or services, whose purpose or effect is 
to prevent, restrict or distort competition or market access, or that constitute abuse of dominant position in a market The National Commission for the Defense 
of Competition is the authority entrusted with application oflhe law. 

Colombia 

Regula/Dry /romework 

In Colombia, telecommunications are a public service, subject to state regulation and oversight. Law 1341109 refonned the legal framework, establishing 
the general regime for infonnation and communication technologies. Under this law, providers of network and telecommunications services in Colombia must 
register with the lnfonnation and Communication Technologies Minister. In addition, operators must obtain a concession from the National Television 
Commission in order to provide television services. 

Law 1 341109 established a transition period in which operators can: (i) preserve the origioal titles (licenses, contracts, pennissions, authorizations) until 
their expiration or (ii) adopt the regime of general authorization stated by the law and the corresponding registration and preserve the necessary pennissions in 
order to use the spectrum. 

During 2009 the Colombian tele<:ommunicalions regulator, Comisioll de Regulacion de Comu//icacio//es or CRC, identified the telecommunications 
relevant markets and operators with dominant position and established some remedies via ex ante regulations. 

Liccnses ond concessions 

Concessions for mobile services in the Eastern Region, the Caribbean Coast Region and the Western Region were granted in March 1994 for a ten-year 
period and e~tended for ten years until March 28, 2014. Before 2014 and because of the transition period set forth under Law 134112009, TelefOnica M6viles 
Colombia can renounce its concessions, renew the pennission for spectrum use for one period often years and subsequently renegotiate an extension_ If 
Telef6nica M6viles Colombia continues with its current concessions until 2014, in that year it must register as a telecommunications provider and request 
pennission for spectrum use 

Additionally, Telef6nica M6viles Colombia holds concessions for carrier services nationwide, granted in June and November 1998 (initially for ten years 
and extended once for an additional ten years). Due to decree 2870 of2007, these concessions were transformed into a convergent title. The Ministry of 
Communications granted Telef6nica Moviles Colombia on November 6, 2008 a convergent title to render carrier services for an additional ten-year period 
(which can be extended for an additional ten years). Like in the case of concessions for mobile services, these licenses are in force until the end of their 
validity, or Telefonica Moviles can decide to renounce and register as an operator under the general authorization granted by law 
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With respect 10 fixed line services, Law 134112009 preserves the indefinite permission for all operators to operate as local exchange c:aniefli in the national 
area that Law 142194 had established. Colombia Telecom must register as a telecommunication provider before the CRC. This registnttion also covers the 
general authorization to provide other telecommunications services like long--distance carrier services, value added sClVices, carrier services nationwide and 
mobile services, among others. 

I1Iterco1l1lection 

Mobile and fixed operators in Colombia have the right to interconnect to other operators' networks. Before the intervention ofregulatory authorities, 
operators must attempt direct negotiations. Interconnection must assure compliance with the objectives of non --discriminatory treatment, InIIlsparency, prices 
based on costs plus a reasonable profit and promotion of competition. 

Prices a1ld tariffs 

Mobile tariffs charged to customers are not regulated, although they may not be discriminatory. Nevertheless fixed-to-mobile tariffs are subject to a price 
cap. Rates are fixed by mobile operating companies and must be registered with the ComisiOn tk Regufucio1l de Telecom/lllicociones. The regulatOl" set a price 
cap of392 Colombian pesos per minute fOl" fixed 10 mobile tariffs since November I, 2006, and in 2009 the CRC reduced the tariff to 198.4 Colombian pesos 
per minute. Local tariffs are regulated, but operators have the opportunity to offer several alternative plans that are not regulated a1thoogh they must be 
registered. 

Due to market regulation process, the Telecommunications Commission in December 2008, published a proposed amendment to modify the price cap of 
392 to 200 Colombian pesos per minute for fixed to mobile communications. This proposed amendment is currently subject to discussion with OpemtOfli. 

Tele~·isio1l services 

In January 2007, Colombia Telecom signed a concession agreement with the Television Commission to provide DTH services for ten years. This is a 
concession granted with a national scope 

In December 2008, the Television Commission published Agreement No. 006. By.this disposition the cany obligations of opemtors of closed television 
has been modified to require that regional channels be broadcast only in the cover area of the channel and only ifit is possible technically. 

Competitiolllaw 

The Colombian CompeLition Law is incorporated in the Law No. 155159, Decree No 2153/92 and Law 1340/09 on Restrictive Trade Practices. The law 
prohibits entering in any agreement or engaging in any type of practice, procedure, or system that aims to limit free competition and abuse ofa dominant 
position. The Superintendent of Industry and Commerce is the Colombian competition authority 

Peru 

Regulatory framework 

The provision oftelewmmunicalions serviees in Peru is governed by the Telecommunications Law and related regulations. 

Licel/ses mid cOl/cessiOIlS 

Telefimica del Peru provides fixed line telecommunicaLions services based on concessions granted by the Ministry ofTransponation and Communications, 
or TMC. The concession term is for 20 years, which may be renewed totally or panially at Telef6nica del Peril's request. Total renewal is for an additiOllal 20-
year period. Panial renewal is for periods of up to five additional years Three panial renewals have been approved, extending the concession term until 2027. 
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Providers of mobile services seeking to operate in Peru must obtain a non-exclusive license from the lMC. Licenses are granted by means ofa license 
agreement entered into between the TMC and the licensee and set forth the licensee's rights and obligations, including the regions where the licensee is 
authoriud to operate. Licenses are granted either by application or through a bidding process. 

Telefonica Moviles Peru has a concession for the provision of mobile services on Sub Band A of the 850 MHz Band and Sub Band of 1900 MHz (in these 
bands, Telefonica Moviles Peru can also provide fixed wireless services) for a 20-year period, renewable upon request for identical periods. It also holds 
concessions for offering international and domestic long distance carrier services, granted in February 2002 for a 20-year period. Additionally, it has a 
concession for the provision of wireless fixed telephony services on the 450 MHz and 900 MHz band for a 20-year period. Both concessions were granted on 
March 3, 2008. It also holds the concessions for local carrier services, which expire between 2016 and 2022. Concessions for domestic and international 
carrier services expire on February S, 2019. In addition, it has a concession for local fixed telephony services for national coverage, granted on August 10, 1999 
for a 20 year period. These concessions may be renewed for an additional 20-year period. 

Under the concessions to provide mobile services, mobile operators are obligated to meet certain quality service requirements with respect to call failure, 
radio-electric coverage and quality of communicalions These requirements are established on a yearly basis and are gradually increased in order to improve 
the quality of the service provided 

Prices alld tariffs 

Tariffs for fixed telephony services must be approved by the National Regulatory Authority, the Organization for Supervision ofPrivale Investment in 
Telecommunications, or OSIPTEL, in accordance with a price cap fonnula based on a productivity factor. Rates charged by mobile providers to their 
customers have been subjecl to a free tariff regime supervised by OSIPTEL Tariffs must be reported to OSIPTEL prior to implementation. 

/lItercOllllectioll 

Mobile service providers are required, upon request, to interconnect with other concession holders According 10 the principles ofneutraJity and non
discrimination contemplated in the Telecommunicatinns Law, the conditions agreed upon in any interconnection agreement will apply to third parties in Ihe 
event that those conditions are more beneficial than telOls and conditions agreed upon separately 

Competilioolaw 

The general competition framework in Peru is based on the Legislative Decree No_ 1034 This law prohibits any monopolistic practices, controls, and 
restraints on free competition and il is applied, in Ihe telecommunication sector, by OSlPTEL 

Ecu.aJor 

Regulatory frami!Wark 

The Special Telecommunications Law and the General Regulation to the Special Telecommunications Law establish the regulatory regime applicable to 
the provision of telecommunications services in Ecuador 

Licel/Ses al/d cOl/cessions 

After a new agreement with the Ecuadorian government, Olecel renewed its mobile telephony services concession which now allows Otecel to provide 
advanced mobile services, including 3G services. The concession will expire on November 29, 2023 and may be extended for a subsequenll S-year period 

Beside the above mentioned concession, Olet;el holds a concession 10 provide fixed and mobile services carrier services, which expires on April 22, 2017 
and may be extended for a subsequent IS-year period. The different licenses for the provision of mobile value added services and Inlernet mobile access, each 
of which expires on 

77 



February 21, 2010, are now under the scope of the new agreement with the Ecuadorian government described in the previous paragraph It also holds a license 
to provide conventional Internet services, which expires on January 25, 2011 and may be extended for a subsequent ten-year period. 

A monthly fee amounting to 1% of the invoiced revenues of mobile services must be paid by all operators hnlding concessions to the National Secretary of 
Telecommunications as a contribution (0 support universal service. Under its contract, Otecel may cancel such fee by giving services to agreed zones within the 
National Plan for Universal Service 

Prices alld larijft 

The mobile services concession ofOlecel is subject to a maximum rate of S0.50 per minute for mobile services and a mwdmum rate ofSO.IO per minute 
for rural public telephony. Olecel may set rates freely so long as it does not exceed these rates, and provided that it notifies the correspondent regulatory body 
24 hours ahead of any price increase. 

Otecel may set rates freely under its carrier services concession 

Other busjness lines jn Latin America 
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(1) According to the Telecommunications Lawall of such concessions were granted to provide 3IIy telecommunications services 

(2) Concessions for use of spectrum are granted for a 20-year period and may be renewed for additional 20-year periods upon execution of the 
proceedings set forth in the Telecommunications Law. 

(3) All of such concessions are granted for a I 5-year tem and may be renewed for subsequent fifteen-year terms at the request of the holder. In orderto 
renew a title, the holder must demonstrate before the regulatory body, that the spectrum was effectively used during the previous 15-year term. All of 
these titles are set to expire in 2014 

(4) Telefonica Moviles Nicaragua was granted a concession in 1992 for a ten-year period for the use of25 MHZ of spectrum in the 800 MHz Band A to 
provide mobile telecommunications services, the regulatory entity granted to Telefonica Nicaragua 10 Mh~ of additional spectrum in the 1900 Band 
D. This concession was renewed for another ten-year period in 1998, and will expire on July 31, 2013. The concession may be renewed for another 
ten-year period through negotiation with lELCOR lWO years prior to the expiration of the current concession, subject to the fulfillment of certain 
terms and conditions by the operator. 

(5) The concession period is for 20 years and expires in 2016. This can be extended for another period in accordance with the concession contract. The 
Panamanian government granted us the right to use 10 MH~ (5+5) in the 1900 MHz Band until 2016, which can be extended for 3IIother period. 
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(6) The expiralion date depends on the spoclrum concession: band 800 MHz (12.5 MHz + 12.5 MHz) - 20 years from July 2004; band 1900 MHz (5 MHz 
+ 5 MHz) - 20 years from December 2002; and band 1900 MHz (5 MHz + 5 MHz) - 20 years from July 2004. 

Seasonality 

Our main business is nol significantly affected by seasonallrends. 

Patents 

Our business is not materially dependent upon the ownership of patenlS, commercial or financial contracts or new manufacturing processes. 

C. Orgaointional Structure 

See "-History and Development of the Company" and "-Business Ovcrview." 

D. Property. Plant and Equipment 

In 2007, we moved to our new central headquarters for the Telef6nica Group. "Dislrito C", in Las Tablas (Madrid), Spain. 

FiIed Networks 

We own fixed networks in Spain, Latin America and Europe, having an incumbent role in Spain, Argentina (the greater Buenos Aires metropolitan area 
and the southern portion of the country), Brazil (Siio Paulo), Chile, Peru, Colombia and the Czech Republic 

Following market trends, competitive environments, evolution of technologies and new multimedia and broadband selVices demanded by our customers, 
we have upgraded our networks in recent years in the following manners: 

progressive inlroduction of broadband access technologies over copper: ADSL, ADSL2+, VDSL2, etc., increasing the bandwidth capacity provided to 
our broadband dients several times in the last four years; 

introduction of fiber access tochnologies (xPON) across dilTerent deployment scenarios: fiber to the home (FTIH), fiber to the building (FTm), fiber 
10 the curb (FTIC), fiber to the node (FTTN), etc., increasing the access speed up to 100 Mbps; 

service support based on powerful Intemel ProtocoV Multiprotocol Label Swilching (IPIMPLS) backbones, providing full connectivity 10 the rest of 
the network layers, such as access and control, to support services for business and customer market segments (fixed and mobile); 

migration of the legacy time division multiplexing (TDM) switching networks (pSTN and ISDN) to new generalion network (NGN) over all-IP packet 
networks; 

migration from legacy transport technologies, such as asynchronous transfar mode (A TM), frame relay (FR), low-rate leased lines, plesiochronous 
digital hierarchy (PDH) and synchronous digital hierarchy (SDH). to the new generation of optical Iran sport ones, such as dense wavelength division 
multiplexing (DWDM), coarse wavelength division multiplexing (CWDM) and new generation - synchronous digital hierarchy (NG-SDH); 

introduction ofIMS (Internet Multimedia Subsystem) in many countries to simplify the control of the network and ease the deployment of new 
services over the all-IP converged network; 

empowerment of the intelligence of the network 10 better manage its use, to avoid saturations and frauds and to identify new business opportunities; 

79 



Tabl~ofCO<lIU" 

convergence of fixed and mobile networks, services and support systems from both technological and operational points of view; and 

deployment of new services such as pay TV, under the lmagenio brand, to customers connected through broadband accesses in Spain, Curl! 
Republic, Pero, Chile, Colombia and Brazil 

Mobile Networks 

We operate mobile networks in Spain, the United Kingdom, Gennany, Ireland, the Crech Republic, Slovakia, Brazil, Argentina, Venezuela, Chile, Peru, 
Colombia, Mellieo, Guatemala, Panama, El Salvador, Nicaragua, Ecuador and Uruguay_ In the case of Brazil (VIVO) the ownership of the networks is shared 
SO/50 with Portugal Telecom. 

We use a number of mobile technologies in the countries in which we operate, namely: GSM and UMTS in Spain, the United Kingdom, Ireland, Germany, 
Czech Republic, Slovakia and Latin America; CDMA IX in other countries in Latin America (such as, Brazil, Venezuela and Colombia) and, in the Czech 
Republic (COMA 450 Mhz). We continue the work of upgrading our mobile networks in line with market trends. the demand ofnew services from customers 
and the evolution of technologies. The main steps we are currently taking include-

progressive migration from COMA technologies to GSM or UMTS technologies in markets where we still exploit these legacy technologies; 

introduction of broadband into mobile access using technologies such as UMTS, HSDPA, HSUPA and HSPA+; 

deployment ornew services such as mobile television and distribution services for next generation music, video and games; 

exploration of the adequacy of new technologies such as HSPA and LIE (Long Tenn Evolution) to provide mobile accesses with increased 
bandwidth, in particular: 

IISPA: we have been committed to the deployment of this technology in countries in which we have a presence and as ofDe<:ember 31, 2009, we 
have extended our coverage up to the majority of the urban/suburban areas, and we have increased the capacity of the network by upgrading the 
network technology to the latest available releases ofUMTS standards 3GPP REL 6 and REL 7; 

LIE: together with main vendors and sharing experience with other operators, we have extensively analyzed the opportunitiesLlE will bring as 
4G mobile technology is used to complement current network technology by creating higher- capacity at lower relative cost by userltraffic unit, 
and, in this regard, we have deployed the first demonstration trials in 2009, which have been successful so far; and 

convergence of fixed and mobile networks, services and support systems from both technological and operational points ofvicw. 

Satellite communications 

We hold a 13.23% interest in Hispasat, which leases capacity to Eutelsat, Intelsat, New Sky Satellite and occasionally ArabSat 

The services provided using satellite platfonns include television contribution signal to feed cable and IPTV head ends, DlH television, VSAT mainly for 
telephony and Internet access in rural areas, emergency solutions, corporate communications and international communications with some countries in Africa 
and in Asia 

Submarine cables 

We are one of the world's largest submarine cable operators. We participate in approximately 25 international underwater cable systems (nine ofwhich are 
moored in Spain) and own eleven domestic fiber optic cables 
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There are submarine cable connections between Spaill alld Africa, America, Asia and Europe, respectively, that are jointly owned by us with other telecom 
operators. The SAM-l cable, which we own, has a length of approximately 2Z,(}()(} kilometers underwater and 3,000 kilometers terrestrial and links dilTerent 
COUlltries such as the United States, Puerto Rico, Ecuador, Guatemala, Peru, Chile, Brazil, Argentina and Colombia. 

The prillcipal services using the capacity of submarine cables are voice circuits, Internet and dedica!ed circuits for international traffic and for corporations 
and business customers. 

Item 4A. Unresolved Starr Comments 

Not applicable 

Item 5. Operating and Financial Review and Prospects 

A. Operating Results 

Overview 

We have implemented a regional, integrated management model based on three business areas, with each area in charge of the fixed and mobile telephone 
and other businesses within its borders. Our areas are: 

Telefonica Spain: oversees lhe fixed and mobile telephone, broadband, Internet, pay TV and valued added services and data businesses in Spain 

Telefonica Europe: oversees the fixed and mobile telephone, broadband, illtemet, pay TV and value added services and data businesses in the United 
Kingdom, Gennany, Ireland, the Czecb Republic, Slovakia and the Isle of Man. 

Telefonica Latin America: oversees the fixed and mobile telephone, broadband, Internet, pay TV and value added services and data businesses ill 
Latin America. 

We are also involved in the media and contact center segmellts lhrough Telefonica de Contenidos alld Atento, respeetively 

Presentation or Financial Inrormation 

The infonnation in this section should be read in coojullction with our Consolidated Fillancial Statements and the notes thereto, included elsewhere in tbis 
Annual Report. Our Consolidated Financial Statements have been prepared in accordance with IFRS as issued by lhe lASB 

At its meeting on July 26, 2006, our Board orDirectors agreed to restructure the way in which we are managed in order to respolld to the increasing 
convergence of fixed and mobile telephony in the markets ill which we operate. Tn order to adapt to this new environment, we have developed a regional, 
integrated management model, combining fixed line and mobile telephony services in order to olTer customers the best integrated solutions and support in an 
era or fixed-mobile convergence. We are managed as three business areas: Telefonica Spain, Teleronica Europe alld Telefonica Latin America, each of which 
oversees the integrated fixed and mobile telephone alld other businesses in its region. Our three busilless areas fonn the basis of our segment reporting in our 
Consolidated Financial Statemellts 

Non-GAAP financial infornwtion 

Operating iI/come before deprecialiol/ alld amortiza/ioll 

Operating income before depreciatioll and amortizatioll, or OmDA, is calculated by el:cluding depreciation and amortization expenses from our operating 
income in order to eliminate the impact of generally long-tenn capital investments that cannot be significantly influenced by our management in the short 
tenn. Our management believes that OmDA is meaningful for investors beeause it provides an analysis of our operating results and our segment profitability 
using the same mea$llre used by our management. OmDA also allows us to compare our results with 
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those of other companies in the telecommunications sector without considering their asset structure. We use OmDA to track our business evolutioo and 
establish operational and strategic targets. OmDA is also a measure commonly reported and widely used by analysts, investors and other interested parties in 
the telecommunications industry. OmDA is not an explicit measure offinancial performance under IFRS and may not be comparable to other similarly titled 
measures for other companies. OIBDA should not be considered an alternative to operating income as an indicator of our operating perfonnance, or an 
alternative to cash flows from operating activities as a measure of our liquidity 

The following table provides a reconciliation of our omDA to operating income for the periods indicated. 

OJ.lef,Ui_ng-incimui Ilefo.:e:dej,rooaiion' lind IUU:oiti'i@ti~ ~ 
Depreciation and amortization expeose 
~pual.iog iQdi~ii 

The following tables provide a reconciliation ofOmDA to operating income for us and each of our business areas for the periods indicated. 

YearCllokd~buJl!l(I(I7 

Tdd"o.ia Tdddloia Tdd6U:a 0tI00ni ... 
Spa/a [..ati.America E1Iroee biooiiutiou Tf,lCaI 

orxiilWrii iA\iiiiie:-&oie dep-i-OOaqQn _ari~-amOrtiiaiio~ -;,~ :';~.{4j(;:;l\\Y~l1liii1&i"~1_lf~~~ft6jjj 
Depreciation and amortization expense 
f:)p'~~~~gi~cQ~e~.'~:- -.- .. ---,,---, --''':'';; "1~;!!~~~:I:t~f;ilr§;#:~~?1;i~[n~{~t::~~j;ttj\~~:U!fiK~ 

Netfinallcial debt aud lIel debt 

We calclilate net linancial debt by deducting the positive mark-In-market value of derivatives with a maturity beyond one year from the relevant balance 
sheet date and other interest-bearing assets (each of which arc components of non-current financial assets in our consolidated statement offinancia1 position), 
current financial assets and cash and cash eqllivalents from the sum of (i) c\lITent and non-current interest-bearing debt (which includes the negative mark-to-
market value of derivatives with a maturity beyond one year) and (ii) other payables (a component of non -current trade and other payables in our consolidated 
statement offinaocial position). We calculate nel debt by adding to net financial debt those commitments related to financial guanntees, not considered 
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as net financial debt, and those related to workforce reduction We believe that net financial debt and net debt are meaningful for investors because they 
provide an analysis of our solvency using the same measures used by our management_ We use net financial debt and net debt to calculate internally certain 
solvency and leverage ratios used by management. Neither net debt nor net financial debt as calculated by us should be considered an alternative 10 gross 
financial debt (the sum of current and non-current interest-bearing debt) as a measure of our liquidity. 

The following table provides a reconciliation of our net financial debt and net debt to gross financial debt at the dates indicated' 

Ncin::(:umJidnU;f~t:.'beariiJ8 d"d)c:-
Current interest-bearing debt 
GrOt'" fiD~-U~b:'-dei>t-'-- --. ----
Other payabl_eli 
N:c;m~~ffin_~id:ii$$~i)~ 

Net financial debt 
C_ommi:iiii~pt$ mi~ied-to-Man~aJ: 8iWani~ 
Net commitments related to workforce reduction 
N~C_deb(: §(;:';'-" ''';-;-':7/ii::~' £~);;;;;, 

(I) Positive mark-to-market value of derivatives with a maturity beyond one year from the relevant statement of financial position date and other inwest
bearing assets. 

SignifiClint Factors Affecting the Comparability of our Results of Operations in the Periods Under Review 

During the yean; ended December 31, 2007, 2008 and 2009, various changes occurred in our composition that affect the comparability of ouroperatiog 
results between the periods. See Appendix I to our Consolidated Financial Statements for a detailed description orthe principal changes in our composition 
affecting our financial statements during the periods under review covered by our Consolidated Financial Statements. The most significant factors affecting the 
comparabitity of our results of operations in the periods under review are discussed below. 

Classification of Venezuela as a hyperinflationary economy 

Throughout 2009 and in the early part of 2010, a number offactors arose in the Venezuelan economy that led us to reconsider the treatments we follow 
with the respect to the translation of the financial statements of our investees, as well as the recovery of our financial investments in that counlly. Within these 
factors it is worth highlighting the level of inflation reached in 2009 and the cumulative inflation over the last three years. the restrictions to the official foreign 
exchange market and, finally, the devaluation of the Bolivar fuerte on January 8, 2010. 
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As a result, in accordance with lFRS Venezuela must be considered a hyperinflationary economy in 2009. The main implications ofdUs are as follows: 

The 2008 figures should not be restated. 

Adjustment of the historical cost of non-monetary assets and liabilities and the various items of equity of Venezuelan companies from the date of 
acquisition nr inclusion in Telefonica's consolidated statement of financial position 10 the end of the year 10 reflecl the changes in purchasing power of 
!he currency caused by inflation 

The cumulative impact of the accounting restatement to adjust for the effects of hyperinflation for yean; prior to 2009 is reflecled in the translation 
differences at the beginning of the 2009 financial year. 

Adjustment of the income statement to reflect the financial toss caused by the impact ofinflation in the year on net monetary assets (loss of 
purchasing power). 

The various components in the income statement and statement of cash flows have been adjusted for the inflation index since their geuemtilJll, with a 
balancing entry in net financial results and a reconciling item in the statement of cash flows, respectively. 

All components of the financial statements of the Venezuelan companies have been translated at the closing exchange rate, which at Decembel" 31, 
2009 was 2.IS Bolivar fuerte per dollar (3.1 Bolivar fuerte per cum). 

The main effects on the Telefonica Group's consolidated financial statements for 2009 derived from the items mentioned above are as follows: 

Regarding the devaluation of the Venezuelan Bolivar fuerte on January 8, 2010 (see Note 2 to our Con$Olidated Financial Statemeuts), the two main 
facton; to consider with respect to the Telef6nica Group's 2010 financial statements will be· 

The decrease in the TelefOnica Group's net assets in Venezuela as a result of the new exchange rate. with a balancing entry in equity of the 
Group. This effect is estimated at approximately €1,810 million. 

The translation of results and cash flows from Venezuela at the new devalued closing exchange rate 

Finally, on January 19,2010, the Venezuelan Aulhorities announced that they would grant a preferential rate of2.60 Bolivar fuerte per dollar for new 
items, among which payment of dividends is included, as long as the request for Au!hori...ation of Acquisition of Foreign Exchange was filed before January 8, 
2010. To that date, we had in fact requested authori...ations related to the distribution of dividends of prior years (see Note 16 to our Consolidated Financial 
Statements). 

Tax amorlizaJioll of goodwifl 

In December 2007, the European Commission opened an investigation involving the Kingdom of Spain relating to the potential consideration of the 
deduction for tax amorti...ation offinancisl goodwi11 arising on certain foreign shareholding acquisitions as government aid under the provisilJlls of article 12.5 
of the revised Spanish Income Tax Law ("TRLlS"). This investigation led to widespread uncertainties regarding the effect any decision by the European 
Commission would have on, among others, Ihe Teleionica Group. 
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In the case of the TelefOnica Group, as a result of this uncenainty we deemed it necessary to recognize a liability as the deduction had been applied in the 
consolidated financial statements peoding completion of the investigation. 

In Deumber 2009, the European Commission released its decision regarding the investigation, deeming the deduction 1Ill stale aid. However, this decision 
does not affect investments made before December 21, 2007, which is the case with the inveslmenls made by the Telef6nica Group in companies such as 02, 
8ellsouth's Latin America operators, Colombia Telecomunicaciones, S,A. ESP and Cesky Telecom. As a result of this decision, and considering the corporate 
structure of these inveslments, income tax in our consolidated income statement for the year ended December 31, 2009 is €591 million lower due to the 
reversal of this liability 

Share exchange between Telefoniea, S.A. and China Unieam Limited, and signing of strategic allu,nce.. 

On October 21, 2009, pursuantto our previously described strategic alliance agreement with China Unicorn, we exchllDged 40,730,735 of our shares for 
693,912,264 newly issued shares of China Unicorn. As a result of this exchange, our voting interest in the share capital of China Unicorn increased from 
5.38% to 8,06%, and China Unicorn h1lll a 0.87% voting interest in our share capital at that date. As of the date nfthis Annual Report, and af\erthe capital 
reduction carried out by China Unicorn, we hold shares representing 8.37% of China Unicorn's voting share capital and the right to appoint a member to ils 
board of directors. 

As a result, our inveslment in China Unicorn is now accounted for using the equity method. The cumulative amount of this investment at December 31, 
2009 was €l,30) million. 

Tefl/ler offer for all the remaining outstanding shares o/Compaiila de Tefeconwnieaciones de Chile, &A. 

On September 17, 2008, we launched a tender offer through our subsidiary Telefimica Intemacionalto acquire all the outstanding shares ofCTC that we 
did not already control directly or indirectly, amounting to 55.1% ofCTC's share capital 

Once the acceptance period had ended and the transaction had been settled on October 30, 2008 our indirect ownership in CTC im:reased from 44.9"/0. 10 
96.75%. This is the percentage that appears as the percentage of ownership as of December 31,2008 in the accompanying Consolidated Financial Stalements_ 

Subsequently, pursuant to Chilean law, on December I, 2008, Telef6nica Intemacionallaonched a new tender offer for all the sbares ofCTC that it did not 
own directly or indirectly after settlement of the first offer, on the same economic tenos. The aCCllptance period for the second offer ended Decimber 31, 2008, 
but was then extended to January 6, 2009, as allowed by Chilean law. 

Upon the end of the acceptance period of the second tender offer, our indirect ownership percentage in CTC's share capital had increased from 96.75% of 
all CTC's outstanding shares, as reached in the first tender offer, to 97,89%. The total payment for the two tnlDches was 558.55 million Chilean pesos, 
equivalent to approximately €658 million 

Sale of share holding in Airwave 02, Ltd. 

In April 2007, Telefonica 02 Europe, Pic, our wholly-owned subsidiary, sold 100% of the share capital of the UK company, Airwave 02, Ltd, for 11,932 
million (equivalent to €2,841 million at the transaction date). The sale produced a gain of€I,296 million, recognized onder "Other income" in our 
consolidated income statement for 2007. See Note 19 to our Consolidated Financial Statements. 

Sale of share holding in Endenwllnl't!slmenll/olding, B. V. 

In May 2007, we signed an agreement 10 sell our 99.7% stake in the Dutch company Endemollnvestment Holding, RV. to a consortium owned by 
Mediacinco Cartera, S.L., Cyrte Fond n, BV. and G.S. Capital Partners VI Fund, L.P, for €2,629 million. The transaction was completed on July 3, 2007, 
producing a gain of€1 ,368 million, recognized under '·Other income" in our consolidated income statement for 2001. See Note 19 to our Consolidated 
Financial Statements 
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Acquisition of indirect sharehofding in Telecom [Ialia 

On April 28, 2007, we, together witli our partners Assicurazioni Generali, S_p_A., Intesa Sanpaoio, S.p.A., Mediobanca, Sop_A. and Sintonia, S.A., entCl"ed 
into a co-investment agreement and shareholders' agreement which eSlllblished the terms and conditions of our acquisition ofan indirect shareholding in 
Telecom IllIlia through an IllIlian company, Telco, in which we have a 42.3% interest. Both agreements were modified on October 25, 2007 to include the 
Assicurazioni Generali Group companies, and the shareholders' agreement was further amended on November 19, 2007. 

On October 25, 2001 Telco acquired 100% ofOlimpia, S.p.A., which held 18% of the voting shares ofTeleoom ltalia. Also on that date, Assieura..aoni 
Generali Sop_A. (together with its group companies AlJeanza Assicurazioni S.p.A., INA Assitalia S.pA_, VolksfUrsorge Deutsche Lebenversieherung A_G. and 
Generali Vie S.A.) and Mediobanca Sop_A. conlributed an aggregate of 5_6% of Telecom ltalia's voting shares to Telco. 

On December 10, 2001, an agreement was reached to merge OJimpia, Sop_A. into Teico, as a result of which Telco's entire stake in the voting shares of 
Telecom IllIlia (23.6%) became a direct stake 

In March 2008, Telco acquired an additional 121.5 million shares of Telecom ltalia (representing 0.9% ofits share capital), bringing its ownership to 
24.5% of the voting rights and 16.9".1.. of the dividend rights. As a result, we indirectly hold 10.49% of Telecom Italia voting rights and 7.21% ofits dividend 
rights_ We account for our investment in Telco using the equity method. 

On December 22, 2009, Telco and Sintonia completed (i) the acquisition in cash by Sintonia of the Telecom Italia shares held by Telco attributable to it on 
a pro rata basis (approximately 215.1 million Telecom IllIlia ordilliuy shares, equal to 2.()6% of the ordinary share capital) at a price of€2.2 per shan; a total 
purchase price of approximately €605 million; and (ii) the acquisition by Telco of Sin tonia's entire shareholding in Telco (approximately 162.8 miUioo class A 
shares, equal to 8.39".1.. of Telco's share capital)_ For additional infonnation on this acquisition see Note 2 to our Consolidated Financial Statements and "Item 
10. Additional rnfonnation~Material Contracts". 

Significant Changes in Accounting Policies 

The accounting policies applied in the preparation of our consolidated annllal financial statements as of and fOf the year ended December 31, 2009 are 
consistent with those used in the preparation of our consolidated annual financial statements as of and for the year ended December 31, 2008, except fOl" the 
adoption of new standards, amendments to standards and interpretations published by the International Accounting Standards Board (lASB) and the IFRiC 
(International Financial Reporting Interpretations Committee), effective as of January I, 2009;noted below_ 

Amendment to lAS 23: Borrowing Costs 

The amendment consists of the elimination of the possibility to immediately recognize in profit or loss the borrowing costs related to the production or 
development of qualifying assets. This amendment has had no impact on the accounting policies applied by us. 

Amendment to lAS I: Presentation of Financial Statements: A Revised PraenttJlion 

The revised standard separates owncr from non-owner changes in equity. The statement of changes in equity includes only details of transactions with 
owners, with non-owner changes presented as a single line item. In addition, the standard introduces the "sllltement of comprehensive inoomen

, which can be 
presented in one single statement or in two linked statements_ We elected to praent two statements. This change is not mandatOf)', but we have decided to use 
the proposed titles, which are' 

"sllltement of financial position", instead of "balance sheet" 

income statement 
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"statement of comprehensive income", instead of "statement ofrecognized income and expense" 

"statement of changes in equity" instead of "movements in equity" 

"statement of cash flows" instead of "cash flow statement" 

Amendment to IFNS 2: Share_bnsed Payment: Vesting Conditions and Cancellations 

This amendment clarifies the definition of vesting conditions and prescribes the accounting treabnent of an award that is cancelled because a non-vesting 
condition is not met. The adoption of this amendment did not have any impact on our financial position or perronnance. 

Amendments to lAS J2 and lAS I: Presentation of Financial StatemenlS - Pullable FinonciallnstrumenJs ond Obligations Amillg 011 Liquidation 

These amendments include a limited scope exemption for putlable financial inSlfuments to be classified as equity if they fulfill specified criteria. The 
adoption of these amendments did not have any impact on our financial position or perfonnance. 

Improvemellts to IENSs (/$Sued by the IASB ill Muy 2008) 

These improvements establish a broad range of amendments to current IFRSs with the primary aim of removing inconsistencies and clarifying wording 
These amendments have not had any impact on our financial position or performance_ 

AmendmelJts to IFRS 7: Finoncia/lnstruments: Disclosures 

This amendment enhances the disclosures required about fair value measurements and liquidity risk. The amendment requires the classification offair 
value measurements using a three-level hierarchy that reflects the significance of the inputs used in making the measurement, as well as the disclosure of any 
eventual change in valuation techniques and the reasons for making such change. These amendments have not had any impact on our financial position or 
perfonnance 

Amentiments to IFRlC 9 alld lAS 39: Embedded derimliW!$ 

These amendments clarify the impact that a reclassification ofa financial asset out of the/air I'D/ue through profit or loss category has on the assessment 
of whether an embedded derivative shall be separated from its host contract. Additionally, it prohibits the reclassification when the embedded derivative is not 
subject to a separate valuation upon the moment of reclassification of a hybrid contract out of the aforementioned category. These amendments have not had 
any impact on our financial position or perfonnance. 

IFRlC 12: Service COl/cession Arrangements 

This interpretation provides guidance on the accounting by operators fOJ obligations assumed and related rights acquired under service concession 
arrangements. The adoption of this interpretation did not have any impact on our financial position or perfonnance. 

fFRlC 13: Customer Loyalty Programs 

This interpretation establishes that entities that have programs which award points OJ credits to their customers as the result ofa commercial transaction, 
which in the future will be redeemed for free or discounted products or services, must treat these points as part of the commercial transaction that generates 
them. Tn other words, it is a transaction with multiple components, comprising the sale of the product or service itself and the sale of points or credits, therefore 
such that a part of the amouot earned must be allocated to the points awarded and its recognition deferred until their redemption. The portion corresponding to 
the points will be detennined by reference to their fair value. The adoption of this interpretation did not have a significant impact on our financial position or 
perfonnance. 
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lFRIC 15: Agreemmts for the COllstruction of Real Estate 

This interpretation refers to agreements for the C(lnslruction or real estate and addresses two related issues: (i) whether the construction of real estate is 
within the scope ofIAS II, Construction Contracts, or lAS 18, Revenue and (ii) when revenue from the construction ofrw estate should be recognized. The 
adoption of this inlerpretation did not have any impact on our financial position or perfonnance. 

1FRlC 16: Hedges of a Net fm'€slmellt ill a Foreign Operatioll 

This interpretation establishes the criteria for the recognition of hedges of a net investment in foreign operations, including the foreign currency risks that 
qualify for hedge accounting in the hedge of a net investment, where within the group the hedging instruments can be held and how an entity should determine 
the amount of foreign currency gain or loss relating to both the hedging instrument and the hedged item that must be recognized in profit Of loss on disposal of 
the investment. The adoption of this interpretation did not have any impact on our financial position or performance. 

fFRfC 18: TralisfersofAssetsfrom Customers 

This interpretation applies to deliveries of assets from customers as of July I, 2009. This interpretation estahlishes the criteria for a(:(:OUnting for 
transactions in which an entity receives from a customer an item of property, plant and equipment (or cash for their acquisition or construction) that the entity 
must use either 10 connect the customer to a network andlor to provide the customer with ongoing access 10 a supply of goods or services_ The adoption of this 
interpretation did not have any impact on our financial position or perfonnance. 

In addition 10 lhis, an amendment to lAS 39 concerning intersegment hedge accounting included in the Improvements to IFRSs issued by the IASB in 
April 2009 is effective for annual periods beginning on or after Jaouary I, 2009, but is n!?t endorsed by the European Union as of the date of publication of 
these consolidated financial statements. This amendmcnt clarifies that hedge accounting not be applied to transactions between segments in accordance with 
the principle in JAS 39, which does nol allow hedge of intragroup transactions in the consolidated financial statements. The application of this amendment 
would not have had any impact on the 2009 consolidatcd financial statements. 

Finally, the following lFRS and lFRIC interpretations were issued but nol effective at the date of preparation of our Consolidated Financial Statements: 

Stud.roll"d l....,..dmcalS 

1fRS;~,;!<~;fY" 
Revised lFRS 3 

';;:~'/"l~ ." 
Amendment to lAS 27 
inipI~~.me!!ts :!Q: il'R$ .(A'Pufi@)'-
Revised lAS 24 
Amimdment$ tiUASJ9.:. 
Amendment to lFRS 2 
AmendnJ.¥at~·tFM', 
Amendments to lAS 32 

(.) The amendments to IFRS 2, IAS 38 (relating to intangible assets acquired in business comhinations) lFRIC 9 and lFRIC 16 are effective for all fiscal yean; 
beginning July 1,2009. There is no mandatory application date for the additional guidance 10 the appendix of lAS 18 on the detennination of 
agent/principal because this appendix is not part of the standard. 

lFRlC.17 
IFRIC 19 
Amenilment toJFlUC VI 
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We are currently assessing the impact of the application of these standards, amendments and interprctations. From thl) analyses made, we estimate that 
their adoption will not have a significant impact on our consolidated financial statements in the initial period of application. However, the changes introduced 
by the revised IFRS 3 and amendments to lAS 27 will affect future acquisitions and transactions with non-controlling interests carried out on or after January 
I, 2010. The changes introduced by IFRS 9 will affect financial assets and future transactions with financial assets carried out on or after January 1,2013 

Critical Accounting Policies and Estimates 

The preparation of financial statements in conformity with IFRS requires management to make estimates and assumptions that affeclthe amounts reflected 
in the Consolidated Financial Statements and accompanying notes. We base our estimates on historical e;<;perience, where applicable, and other assumptions 
that we believe are reasonable under the circumstances. Actual results may differ from those estimates under different assumptions or conditions. 

We consider an accounting estimate to be critical if: 

it requires us to make assumptions because information was not available at the time or it included mailers that were highly uncertain at the time we 
were making our estimate; and 

changes in the estimate or different estimates that we could have selected may have had a material impact on our financial condition or results of 
operations. 

The various policies that are important to the portrayal of our financial condition, results of operations and cash flows include' 

accounting for long-lived assets, including goodwill; 

deferred taxes; 

provisions; and 

revenue recognition 

ACf:ountingJor long-li~ed assets, including goodwill 

Property, plant and equipment and intangible assets, other than goodwill, are recorded at acquisition cosI. H such assets are acquired in a business 
combination, the acquisition cost is the estimated fair value of the acquired property, plant and equipment or intangible assets. Property, plant and equipment 
and intangible assets with definite useful lives are depreciated or amortized on a straight-line basis over their estimated useful lives 

Intangible assets with indefinite useful lives are not amortized, but are, instead, subject to an impairment test on a yearly basis and whenever there is an 
indication that such assets may be impaired. 

Accounting Cor long-lived assets and intangible assets involves the use of estimates Cor detennining: (a) the Cair value at the acquisition date in the case of 
such assets acquired in a business combination, and (b) the useCullives oCthe assets over which they are to be depreciated or amortized. We believe that the 
estimates we make to determine an asset's useful life are "critical accounting estimates" because they require our management to make estimates about 
technological evolution and competitive uses ofassets. 

When an impairment in the carrying amount of an asset occurs, non-scheduled write-downs are made_ We perform impairment tests of identifiable 
intangible and long-lived assets whenever there is reason to believe that the canying value may exceed the recoverable amount, which is the higher oCthe 
asset's fair value less costs to sen and its value in use. Furthermore, previously recognized impairment losses may be reversed when changes in the estimates 
used to determine the asset's recoverable amount indicate that an impairment loss recognized in prior periods no longer exists or may have decreased 
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The determination of whether the impairmellt of long-lived and inlilngible assets is necessary involves the use of significant estimates and judgment that 
includes, but is not limited to, the analysis of the cause of potential impairment in value, the timing of such potential impairment and an estimate of the amount 
of the impairment, which requires the estimation of the future expected cash flows, discount rates and the fair value of the assets. 

Specifically, management has to make certain assumptions in respect of uncertain mailers, such as growth in revenues, changes in market prices, operating 
margins, and teehnology developments and obsolescence, discontinuance of services and other changes in circumstances that indicate the need to perform an 
impairment test. Management's estimates aboutteehnology and its future development require significant judgment because the timing and nature of 
technological advances are difficult to predict. 

Goodwill arises when the cost ofa business combination exceeds the aequirer's interest in the net fair value of the identifiable assets acquired and 
liabilities and contingent liabilities assumed. Goodwill is not amortized, but is, instead, subject to an impainnenttest on a yearly basis and whenever there is 
an indication that the goodwill may be impaired. 

Non-scheduled write-downs of goodwill are made when an impainnent in the carrying amount of goodwill occurs. We review, on a regular basis, the 
perfonnance of our cash-generating units. We compare the carrying amount of the cash-generating unit to which the goodwill has been allocated with its 
recoverable amount The detennination of the recoverable amount of the cash-generating unit involves extensive use of estimates and significant management 
judgment is involved. Methods commonly used by us for valuations include discounted cash flow methods. 

A significant change in the facts and circumstances that we relied upon in making our estimates may have a material impact on our operating results and 
financial condition 

De/erred flUes 

Management assesses the recoverability of deferred tax assets on the basis of estimates of our future taxable profit The recoverability of deferred tax 
assets ultimately depends on our ability to generate sufficient taxable profit during the periods in which the deferred tax assets are utilized. In making this 
assessment, our management considers the scheduled reversal of deferred tax liabilities, projected taxable profit and tax planning strategies. 

This assessment is carried out on the basis of internal projections, which are updated to reflect our most recent operating trends. In accordance with 
applicable accounting standards, a deferred tax asset must be recognized for all deductible temporal)' differences and for the carry-forward of unused tax 
credits and unused tax losses to the extent that it is probable that taxable profit will be available against which the deductible temporary difference can be 
utilized. Our current and deferred income taxes are impacted by events and transactions arising in the nonnal course of business as well as in connection with 
special and non-recurring items. Assessment of the appropriate amount and classification of income taxes is dependent on several factors, including estimates 
of the timing and realization of deferred tax assets and the timing of income tax payments. Actual collections and payments may materially differ from these 
estimates as a result of changes in tax laws as well as unanticipated future transactions impacting our income tax balances. 

Provisions 

Provisions are recorded when, at the end of the period, we have a present obligation as a result of past events, whose settlement requires an outflow of 
resources that is considered probable and can be measured reliably. This obligation may be legal or constructive, arising from, but not limited to, regulation, 
contracts, common practice or public commitments, which have created a valid expectation for third parties that we will assume certain responsibilities. The 
amount recorded is the best estimation perfonned by the management in respect of the expenditure that will be required to settle the obligations, considering all 
the infonnation available at the closing date, including the advice of external experts, such as legal advisors or consultants 

Tfwe are unable to reliably measure the obligation, no provision is recorded and infonnation is then presented in the notes to the Consolidated Financial 
Statements. 
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Because of the inherent uncertainties in this estimation, actual expenditures may be different from the originally estimated amount recognized 

Re~enue recognition 

COII/leclionjecs 

Revenues from connection fees originated when customers conneCI to our network are deferred over the average expected length of the customer 
relationship. 

The expected customer relationship period is estimated based on recent historical experience of customer chum rates. Significant changes in our 
estimations may result in differences in the amount and timing of revenues recogniloo. 

Multiple-dement arrallgements 

Arrangements involving the delivery of bundled products or services are assessed to detennine whether it is necessary to separate the arrangement into 
individual component deliverables, each with its own revenue recognition criteria 

Revenue relating to the bundled contract is allocated to the different deliverables identified, based on their relative fair values (i.e., the fair value of each 
individual component deliverables in relation to the total fair value of the bundled deliverables), Given that the handsets and airtime are price-sensitive and 
volatile in a competitive marketplace, the detennination offair values in the mobile phone business is quite complex 

Additionally, a significant change in the facts and cireumstances upon which we based our fair value estimates may have an impact on the allocation of 
revenue among the different deliverables identified and, consequently, on future revenues. 

Oper.ling Envirnnment 

Our results of operations are dependent, to a large extent, on the level of demand for our services in the countries in which we operate Demand for 
services in those countries is affected by the perfonnance of their respective economies, including changes in gross domestic product, or GDP, inflation, or 
CPI, external accounts and unemployment rates 

Operating en~jronment by country 

Spaill 

In 2009, Spanish GDP contracted by 3.6%, compared with a positive average annual growth rate of3.6% in the period 1998 through 2008. This slowdown 
was explained by a strong deceleration of internal demand, both household consumption which contracted at an annual rate of 5.0% during 2009compared to 
average growth of3.3% during the period 1998 through 2008, and investment which contracted at an annual rate of 15.0"10 in 2009 compared to average annnal 
growth of3.4% during the period 1998 through 2008. lnnation averaged -0.3% in 2009, oompared with 4.1% in 2008 and 2.8% in 2007. Despite the lower 
average annual inHation rate, prices in 2009 experienced a high degree of volatility through the year, reaching a minimum of -1.4% in July and increasing up to 
0.8% by the end of the year. The current account deficit for 2009 reached 5.6% of GOP, almost half the percentage in the prior two years (9.5% ofGDP in 
2008 and 10.0% in 2007). This improvement was mostly explained by the trade balance (imports fell significantly more than exports due to the sharp 
slowdown in domestic demand). The unemployment rale reached 18.8% at the end of the year, notably higher than the average rate of 13.9% in 2008 and 8.6% 
in 2007_ The increase in the unemployment rale was mostly explained by the poor employment performance during 2009; L2 million jobs wcr-e lost, twice the 
number of2008 (619,000) and a reversal from 2007 when 475,000 jobs were created in Spain 
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Ullited Killgdom 

Tn 2009, the British economy, measured in terms of GDP, contracted by 4.8%, compared with a positive growth !<Ite of 0.6% in 2008 and 2.~" in 2007. A 
sharp slowdown in domestic demand in 2009 explained the negative GDP growth. In addition, during 2009, fixed capital investment contracted at an annual 
rate of 14.6%, compared to a contraction of3.5% in 2008 and growth of 7.9"/0 in 2007. Private consumption deteriorated less severely, falling at an annual rate 
of 3.1% in 2009, compared with a positive annual growth rate of 0.9% in 2008 and 2.1% in 2007. The CPI increased by an average annual growth rate of2.2% 
in 2009, compared with 3.6% in 2008 and 2.3% in 2007. The deceleration in the rate of average annual CPI growth was panially explained a temporary VAT 
reduction of2.5 percentage points (from 17.5% to 15.0%) and worsening consumer demand. Ouringthe first ten months of 2009, employment decreased at an 
annual rate of 1.6%, comJlllred to an annual increase of 0.7% in both 2008 and 2007 (Labor Force Survey). As a result, the unemployment rate reached 7.8% in 
December 2009, compared to an average annual rate of5.7% in 2008 and 5.3% in 2007. 

GermallY 

In 2009, the Gennan economy contracted 5.0"10, after growing 1.3% in 2008 and 2.5% in 2007. This significant slowdown was due to a contraction in fixed 
income investment of8.6% in 2009, and the negative contribution of the elttemal sector to GOP growth (exports decreased 14.6% while imports contnicted just 
8.9%). Because of this, the current account balance declined to 4.2% of GOP in 2009, from 6.6% of GOP in 2008 and 8.0-/0 ofGDP in 2007. IHtlation avenged 
0.3% in 2009, which was significantly less than the average in 2008 and 2007 (2.6% and 2.3%, respectively) At the end of2009, inflation stood at 0.8%. 
During 2009, the unemployment Tate stood at 8.2%, slightly higher than the rate in 2008 (7.8%) but not reaching 2007 levels (9.0%). However, in 2009, 
186,000 jobs were lost, compared to a positivejob creation of296,000 in 2008 and 591,000 in 2007. 

Czech Republic 

The Czech economy conlracted by 4.1% in 2009 as opposed 10 growth of2.5% in 2008 and 6.1% in 2007. Internal demand in 2009 underperfOfDled with 
respect to previous years mainly due to investment, which decreased by 8.3% in 2009 compared to a decrease of 1.5% in 2008 and growth of 10.8% in 
2007. Household consumption contracted 0.1% in 2009, compared to growth of3.5% and 4.9"/0 in 2008 and 2007, respectively. Inflation, as measured by the 
CPI, grew 1% in December 2009 compared to December 2008, well below the Central Bank objective (2%) and well below the 6.3% and 2.9% levels reached 
in 2008 and 2007, respectively. The current account had a £1.5 billion deficit for 2009, higher than the £1 billion deficit recorded in 2008 but 10weI" than the £4 
billion deficit of2oo7. However, net foreign direct investment was clearly lower than in past years. During 2009, net foreign direct investment decreased 35% 
with respect to 2008 (£1 billion in 2009 compared to £1.5 million in 2008). The increase in global risk aversion negatively affected the Czech crown. with the 
average Czech crown to euro exchange Tate for 2009 depreciating by 6% against the euro in 2009, contrasting with a 10.1% appreciation in 2008 and 2.1% in 
2007. 

Bra;:;! 

Brazil's 2009 GOP was negatively affected by the economic downturn, which began in the last quarter of2008. As expected by ecooomic forecasters 
surveyed by Focus Economics, positive quarterly growth in GOP since the second quarter d2009 did not compem;.ate forthe contraction inthe previous 
quarters. As a result, Brazilian GDP decreased 0.2% in 2009, after posting growth of5.1% in 2008 and 6.1% in 2007. The same foreeasters expect the 
expansion of private consumption in 2009 to be 3.0"/0, less then half of the 7.(l% growth rate reached in 2008 and the 6.3% recorded in 2007. IHvestment 
decreased by 9.9% in 2009, after rising by 13.4% in the previous year and 13.9"10 in 2007. Inflation, as measured by the CPI, slowed down to an increase of 
4.3% in 2009, below the inflation target established by the Central Bank, of 4.5%, and lower than the 5.9"/0 posted in 2008 and 4.5% in 2007. Due to the 
deceleration of economic activity and inflation, the basic interest rate, the SELIC, was reduced from 13.75% to 8.75%. The current aC(lOlJJlt deficit reached 
$24.3 billion in 2009, compared to $28.2 billion in 2008 and a surplus of$I.6 billion in 2007. This deficit in 2009 was financed by capital inflows. such as 
foreign dire<:t investments of $25.9 billion and portfolio investments of $46.7 billion. As a consequence, international reserves rose by $32.2 billion in 2009, to 
a record level of $239.1 billion. The improvement in domestic economic data, along with increased liquidity in the international capital markets, led to a 
de<:rease in country risk. The J.P. Morgan Emerging 
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Markets Bond Index Plus (EMBJ + Brazil) ended 2009 at 197 basis points, from 428 basis points alilie end of2008 and 221 basis points atilie end of 
2007. As ilie risk reduced and capital inflows gained strength, the exchange rate restarted its appreciation trend, as observed since 2004. The Brazilian real 
appreciated againstilie U.S. dollar by 25.6% in 2009, reaching an exchange rate ofR$I.74! $1.00 on December 31, 2009, from R$2.34 per $1.00 by the end of 
2008 and R$I.71 per $1.00 at the end of 2007. 

Mexico 

Mexico's real GDP shrank 6.5% in 2009 compared to a previous growth of 1.4% in 2008 and 3.3% in 2007. Inflation, as measured by the CPI, grew 3.6% 
in December 2009 compared to December 2008, slightly above the central bank's target of3% but within its tolerance range of2% to 4%. Inflation was highly 
reduced with respect to 2008 (6.5% growth in December 2008 with respect to December 2007) due 10 a fali in agricultural prices and to the introduction of fuel 
subsidies by the government during 2009. Mellieo has been the country with the most severe contraction in Latin America, suffering from its high ellposure to 
the U.S. economy and from the swine flu epidemic that reduced tourism and the already declining capital inflows. However, this Tc«ssion differs from 
previous ones in that Mexico has been better prepared, having sound macroeconomic fundamentals including a solvent fiseal position, a floating exchange rate 
system and an independent central bank committed to price stability. Moreover, the lines provided by ilie U.S. Federal Reserve and the International Monetary 
Fund, or IMF, contributed to greater financial resilience. Despite the harsh economic downturn, the second half of2009 was promising. The Mexican 
economy, in tenns ofGDP, grew 2.9"/0 quarter-on-quarter during the third quarter of2009 and 2.0% quarter-on-quarter during the fourth quarter of2009. The 
trade balance posted a deficit of$4.7 billion, $12.9 billion lower than in 2008 due to a higher fall in imports as a consequence of the internal demand 
collapse. These external imbalances were well financed by capital inflows, which grew in the last quarter, and international reserves held by the central bank 
reached a new record of $90.9 billion in 2009 (amounting to 10.2% ofGDP). The exchange rate relative to the U.S. dollar reached a mallimum in March 2009 
of 15.56 Mexican pesos to the U.S. dollar, a level never seen before. However, from that moment the exchange rate relative 10 the U.S. dollar appreciated. It 
closed at 13.06 Mexican pesos to the U.S. dollar at the end of 2009,4.3% more compared to the end of2008 but 20% less with reslNlct to the end of2007. 

Venezuela 

The Venezuelan economy reversed from the positive results demonstrated during the previous five years In 2009, GDP contracted approximately 33% as 
a result of lower oil prices in the first part of the year and high inflation. Both factors had a negative impact on private consumption, which decreased by 3.2% 
in 2009, (:ompared to growth of7.1% in 2008 and 18.7% in 2001. The rest of the components of aggregate demand, also slowed markedly below the figures 
rocorded in 2008 and 2007. In 2009, investment dropped 20.0% (growth of2.5% in 2008 and 23-<)"/0 in 2001), public consumption grew 2.3% (growth of 6.7% 
in 2008 and 6.1% in 2(07), ellpoT1S fell 12.9"./0 (decreases of -2.1% in 2008 and -1.(1% in 2007), and imports faced dramatic contraction of 19.6% (growth of 
3.8% in 2008 and 29.9"/0 in 2007). In lerms of inflation, the national CPI rose to 25.1% in 2009, which represents a lower figure in comparison with 30.9"/0 in 
2008 and 22.5% in 2007 (The national cpr was created in 2008 and because oftha!, 2007 variation corresponded to Caracas CPI); however, Venezuela 
continues with the highesllevels of inflation in Latin America. The unemployment rate reached 6.6% at the end of2009, which was higher than the 6.1% 
observed in December 2008 and 6.2% in December 2007, because of the fall in economic activity. The external accounts suffered a negative impact as a result 
oflower oil prices, with the current account surplus decreasing to $8.6 billion in 2009, in comparison with $37.4 billion in 2008 and $18.1 billion in 2007. On 
the other side, the capital account deficit reached $14.0 billion, which was lower than the deficit in 2008 ($24.8 billion) and 2007 ($22.1 billion). This 
perfonnance generated a reduction in the central bank's stock ofintemational reserves to $35.0 billion at the end of2009. Finally, the parallel exchange rate 
was 2.8 times over the official ell(:hange rate, as a result of the redudion imposed by CADIVI (the Venezuelan Commission for Curren(:y Administration) on 
hard curren(:y disbursements during the year. 

Chile 

Due to the international financial crisis, the Chilean economy, in tenns ofGDP, contracted by an estimated 1.1% in 2009 compared 10 growth of3.1% and 
4.1% in 2008 and 2007, respectively. This (:ontraction in 2009 is ellplained by a 6.8% decrease in domestic demand, mainly caused by a 16.4% decrease in 
investment and an 

93 



bistorical reduction in inventories. Employment contracted by an average of 0.7% in 2009 resulting in an average unemployment rate of9.~"" (with a peak of 
10.8% in the first balf oftbe year) compared to 7.7% and 7.0% in 2008 and 2007, respectively. In the worst pbase of the recession, economic activity plunged 
5.1% year-on-year in April 2009. A S4 billion (2.8% of GOP) stimulus program that included temporal)' tax cuts, cash bonuses, and employment subsidies 
was implemented by fiscal autborities to avoid a furtber decline. The Chilean central bank, on its side, cut its monetaIy rate by 775 basis points down to 0.5% 
in an effort to ease local financial conditions. Botb, monetal)' and fiscal measures fueled activity in the second half of2009. Inflation, as measured by the CPI, 
which was the main concern in previous years, dropped sharply and decreased by 1.4% compared to 2008, the first negative data in 75 years. Despite a 
reduction in e>;.port volume, the trade balance bad a surplus ofSI3.3 billion in 2009 (compared to S8.8 billion in 2008 and S23.6 billion in 2007), mostly 
explained by the strong increase in cooper prices (a commodity that represents approximately half of Chilean total exports) and a fall in imports (volume and 
prices). The fears of a sudden stop of financial inflows receded quickly as foreign direct investment net inflows for 2009 reached S4 billion, an amount that, 
however, represeots less than a half compared to $9.9 billion and $9.6 billion in 200S and 2007, respectively. At the end of2009, the nominal Chilean peso to 
u.s. dollar exchange rate was 506.7, an appreciation of20"/o with rcspect to the exchange rate at the end of200S (629.1 pesos per U.S. dollar). that was driven 
by copper prices, growing opportunities derived from the strong recovel)' of shares and the fiscal funding needs (mostly satisfied with dollar selling in the local 
market). For the first time since 2003, the country had a public deficit of around 4.5% ofGDP, mostly explained by the countercyclical measures implemented 
to mitigate the recession as previously mentioned. As a proof of its solid financial position the Chilean government financed this deficit almost exclusively 
with savings, its sovereign Economic and Social Stabilization Fund was reduced by an aggregate amount ofS9 billion, from an initial balance of$20 billion. 

Argentilla 

Argentina's GOP grew 0.9"/0 in 2009 according to official statistics, although private estimates suggest that GOP contracted 4.3% in the period. This data 
contrasts with the average annual growth rates of approximately S5% achieved during each of the six preceding years (from 2003 through 2008). The 
Argentine peso depreciated 10.1% relative to the U.S. dollar, dosing at 3.8 Argentine pesos per U.S. dollar at the end of2009 compared to 3.45 Argentine 
pesos per U.S. dollar at the end of2ooS and 3.15 Argentine pesos per U.S. dollar at the end of 2007. The official CPI increased 7.7% in 2009 (compared to 
7.2% in 2008 and S5% in 2007), although private entities estimate that the tnJe increase was 14.3%. The current account balance showed a surplus of$II.3 
billion in 2009, which is 60.5'% and 52.9% higher compared to 200S and 2007, respectively. The trade balance contributed significantly to this result since 
imports decreased 31.9",1" more than the 20.4% decline in exports over the same period. Economic conditioos also affected unemployment, which increased to 
S.4% at the end of2009 from 7.3% at the end of 200S and 7.5% at the end of2007. 

Colombia 

After the deceleration in GOP growth in 200S (25% year-on-year compared with 75% year-on-year in 2007), in 2009 the Colombian economy entered 
into a recession as a result of the global financial crisis, an upsurge in its trade deficit and deteriomtion of neighboring economies. In particular, industry and 
retail sales were especially affected. The unemployment rate averaged 12% in 2009, moderately higher than the average rate in the priOl"twoyears (11.3% in 
200S and 11.2% in 2(07). For 2009 analysts forecast GDP growth near 0.1% which may be explained by a better than expected last quarteT. The incipient 
recovel)' is dependent upon a recovery in consumer confidence, a strong decrease in the CPI year-on-year (which increases real income), expansionary 
monetal)' policy implemented by the Colombian central bank in 2009 and further decreases in imports to lower trade imbalances. The CUJTcot account deficit 
dropped from 2.8% ofGDP in 2008 (same level in 2007) to 2.0"/0 ofGDP in 2009. During2009, the Colombian peso appt"CCiated relative to the U.s. dollar by 
S.9"I. compared to a depreciation of 11.4% in 2008 and an appreciation of 10% in 2007. This appreciation was supported by a smaller than e>;.pe<:ted decrease 
in foreign investment (especially in the mining and oil sectors) and U.S. dollar inflows from the central government and Ecopetrol. The decel.enllion in the rate 
of annual CPI growth was partially e>;.plained by the weak aggregate demand in 2009 compared to 200S. In addition, food and regulated sector inflation moved 
prices below the low band of the Colombian central bank's tarset of 45%. Year-on-year CPI dropped from 7.7% fOl" 2008 compared to 2007 to 2.0"/0 for 2009 
compared to 2008. 
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Peru 

During 2009, the Peruvian economy, in terms of GOP, grew by 0.9% compared to 9.S% in 2008 and 8.9% in 2001, well-above the region's results. The 
deceleration in GOP growth was mainly driven by a fall in domestic demand of 2.9%, with a significant decrease in private investment of 15.2%, while private 
consumption grew at only \.9"/0. However, the fiscal stimulus implemented by the Peruvian government in 2009 contributed significantly to economic activity, 
with government spending growing 165% in 2009. Consumer prices, as measured by the CPI, increased by 0.3% in 2009, 0.1 percentage points below the 
lower limit of the central bank's target, compared with 6.1% in 200S and 3.9"/0 in 2001. The fiscal deficit was 2.1% of GOP, compared to the surplus of2.1% 
in 200S, and a surplus of3.I% in 2001, while net foreign direct investment decreased by 30%, compared with a gain of 14% in 200S and 56% in 2001. In the 
foreign exchange market, the Peruvian nuevo sol appreciated S% against the U.S, dollar in 2009, reaching 2.89 Peruvian nuevo sol per U.S. dollar at the end of 
the year, compared with a depreciation of 4.8% in 200S. Country risk, measured by the J.P. Morgan Emerging Markets Bond Index (EMBI Peru), fell 344 basis 
points to 165 basis points in 2009, explained by a gradual decrease in risk aversion to emerging maril:ets, mainly in the first half of the year. Finally, Moody's 
Investors Service assigned investment grade status to Peruvian Long Term Foreign Currency Debt (BBB-Ioutlook stable), due to solid macroeconomic 
fundamentals, highlighted by sound public finances, financial markets dynamism, and a reduction of external vulnerabilities 

ECllaJor 

Ecuador's real GOP growth reached approximately 0.98% in 2009, compared to the growth of 6.5% in 200S and 2.5% in 2007, as a result of the 
underperformance of several domestic demand components, primarily private consumption and investment. Consumer prices, as measured by CPr, rose 4.3% 
in 2009 (8.8% in 2008 and 3.3% in 2(07), explained by lower food and beverages prices, In the external sector, the trade balance reached a deficit ofS)32 
million in 2009, almost $1,240 million less than the surplus 2008, mainly as II. result of the sharp correction in oil prices during the first half of2009 and due to 
global ewnomic slowdown, which had a negative effect over the country's non-oil exPOl1s. Ecuador's non-oil trade deficit grew by 34% to $4.9 billion in 2009 
from $1.5 billion in 2008 and S4,3 billion in 2001. Consequently, the dollarization regime under which the country has operated since 2000 will likely be under 
stress during the beginning of2010 and for as long as the still uncertain external environment (volatility in commodity prices and global economic weakness) 
affects Ecuador's external and fiscal accounts, During 2009, Ecuador lost SO.1 billion of its free disposable international reserves. Nevertheless, Ecuador's 
public finances have been suppol1ed by an improvemenl in tax revenues, multilateral agencies' loans and bilateral investment agreements. Finally, country risk, 
measured by J.P. Morgan Emerging Markets Bond Index (EMBI Ecuador), fell 3,%2 points to 169 points during 2009, due to an improvement in the country's 
external net debt position and to a gradual reduction in the risk aversion to emerging markets. 

EIchlinge Rale F1uclualioDs 

We publish our Consolidated Financial Statements in euro Because a substantial portion of our assets, liabilities, revenues and profit are denominated in 
currencies other than the curo, we are exposed to fluctuations in the values of these currencies against the euro. Currency fluctuations have had and may 
continue to have a material impact on our financial condition, results of opcrations and cash flows 

We estimatc that in 2009 variations in currencies increased our consolidated cash flows by approximately €269 million and decreased our consolidated 
revenues by approximately 3.1%. Currency fluctuations can also have a significant impact on our statement of financial position, particularly equity 
attributable to equity holders of the parent, when translating the financial statements of subsidiaries located outside the euro zone into euro. For example, in 
2009 eljuity attributable to equity holders of the parent increased by £2,238 million due to the translation of the financial statemcnts of our foreign subsidiaries, 
principally due to the appreciation of the Brazilian real and the pound sterling relative to the curo, and the effect of the devaluation in Venezuela 

We estimate that in 2008 variations in currencies decreased our consolidated cash flows by approximately £302 million and decreased our consolidated 
revenues by approximately 3%_ Currency fluctuations can also have a significant impact on our statement of financial position, particularly equity attributable 
to equity holders of the parent, when translating the financial statements of subsidiaries located outside the euro zone into euro. For 
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example, in 2008 equity attributable to equity holders of the parent decreased by £3,708 million due to the translation of the financial statements of our foreign 
subsidiaries, principally due to Ihe depreciation oflhe pound sterling and Brazilian real relative to the euro. 

We estimate that in 2007 variations in currencies decreased our I;onsolidated cash flows by approximately £261 million and decreased our consolidated 
revenues by approximately 1.2%. In addition, in 2007 equity attributable 10 equity holders of the parent decreased by £1,427 million due 10 the translation of 
Ihe financial statements of our foreign subsidiaries, principally due to the depreciation of the dollar and pound sterling relative to the euro and the appreciation 
of the Brazilian real and the Czech crown relative 10 thf;l euro. 

The table below sets forth the average exchange rates against the curo of the dollar and the key currencies thaI impacted our consolidated resulls of 
operations for the periods indicated. Positive percentage changes represent a decline in the value of the applicable currency relative 10 the eurn, and negalive 
percentage changes represent increases in the value of the applicable currency relative to the curo 

POIlnd Stedi~g:0 ' 
U.S. Dollar 
i}r8ili.iiin':lt;::i!i, ;': i~/-:" 
Argentine Peso 
PerUViall'i;~uew,S(;C' 
Chilean Peso 
MexiCii.lfe~:~;it: ,'~b:';:';' 
VellCZ\lelan Bolivar fuerte 
cZe'Cii'cro-wrt;:.: ,~?::" .-,;":-
Colombian Peso 
~j~iil.~~~E. '{'2 

Source: Central treasury bank oflhe respective countries. 

.~ (huge 2007 'Y. donte 2008 
2007(1) 2008(1) 2000(1) 102008 102009 
A"crav A,'erav AnTlI2C A.-erue A,'eru! 

:.0.68 (U9 0,89 -' <:].6.1~%,: <"nIH%: 
L37 1.46 1.39 6.94% (5.()()% 

--, '>,,;. :::}i;:_2~6(; ,.".,.,;:,::} 2.66' •. [:":",,. "'-2;i6/ ;'" -"«4:.Q2)"tJ':;: >;;;-',:(18,-. .. 
4.26 4.63 5.17 8.67% 11.70% 

'--:~'~':2I1> ---0.(:: >';:A:29 ,.< "i:''';- 4.l1i:·:' - <;:9j9~\', ;-- (~)6);" 
714.64 158.73 775.80 6.15% 2.25% 

, :;;'::;:~:::::-r'(?~." <:=0.;: - ,·::t6,$ta·\":" '·--<;~18jJ.l ,. :::~:~;~,,®W> <:.; 1:;:6JW, 

<::ifJ: :~,: ;;~::2U~:: :~:!:,.,~. '>dg;~;t" " .~~;~~ 
2,837.13 2,873.56 2,985.07 1.15% 3.88% 

'~;Tljt~o:·7--· ':;'/::'JfQ1 ,:.~,c:,:".,., ;{t:,~~,>" ',i;.- ::d;1ji~':: ';':[3'1.%' 

(I) These exchange rates are used to convert the income statements of our subsidiaries from local currency to euro 

In the comparison below of our results of operations, we bave provided ceruin comparisons at constant exchange rates in order to present an analysis of 
the developmeot of our results of operations from year-to-year without the effects of currency fluctuations. To make such comparisons, we have converted into 
euro ceruin financial items for the relevant year usin8 the prior year's average excbange rate. We refer 10 such comparisons as being made on a "constant euro 
basis" or "excluding foreign excbange rate effects" 

We also make certain comparisons 011 a local currency basis. To make comparisons on a local currency basis, we compare financial items in the relevant 
local currency for the periods indicated as recorded in the relevant local currency for such periods 

We describe ceruin risks relatillg to exchange rate fluctuations in "Item 3. Key Information-Risk Factors", and we describe our policy with respect to 
limiting our exposure to sbort-tenn fluctuations in exchange rates under "Item II. Quantitalive and Qualitative Disclosures About Market Risk". 

Regulation 

We are subject to regulation in the different markets where we operate. particularly with regard to the prices we can charge for certain of our goods and 
services in cenainjurisdictions as well as our need to comply with certaill obligations, which has a significant effecl on our profitability For more infonnation 
regarding regulation in the markets in which we operate, see "Item 4, Information on the Company-Business Overview-Regulation" 
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Group Results or Operations 

A summa!}' of our results of operations for 2007, 2008 and 2009 and certain consolidated revenue and expense items as a percentage of revenues forthe 
periods indicated is sliown below. 

Itev'ehyt$',::'; i'~;;:;:s~' 
Other income 
S~pplle~X' ",··,..',f' 
P.ersol1 nel .. ellpenses. 
Qtbi<i:~~.; . 
Operating income before depndation and amorlization 

!~IBJ:),.\)(I) 
J}epi-«:jtJt~#If~~#.ti~RJjL: < ""~:'F: 
Ope.r.aling. in(.ome 
SIi;.:~.9fprOfiI (loss)'ot:Wociaies' 
Ne.'}in,~;nc.~al.i.n.c~m.e.<e,x_~>n,~.e), __ .. , 
~o.~~.I.fI,~~,t8J!:'''';~e:'·'i';;';'::':V~>' -,:,,,'::'- ,~.~ 
Pro.fit fllr -'heX;e~t!r,o.m (ontinllin~.ope.ral.i~~s 
~~;(lQS,"$).f#ii':d\~iI".\Je~toP¢ra~.6n.t';~;;;L -->., 
Profit for tbe )'ear 
j-.lo~~~i#:i~HI~'iil~!#;~ ;-<};,,;: ;,;'.' ';'k: ':'>T ~,;>;,,'--
Profit ror the year attributable to equity holders of the 

puent umpany 

Yearu<kd~bn"Jl, 

2001 lOO8 1!!1! 

8,906 15.8e;. 1.592 13.1% 1,176 

(I) For a reconciliation ofOIBDA to operating income, see "-Operating Results-Presentation ofFinanciallnformation-Non-GAAP financial 
information-Operating income before depreciation and amortization". 

13.1% 

We increased our customer base, measured in terms of total accesses, by 2.1% 10 264.6 million accesses at December 31, 2009 from 259.1 million 
accesses at December 31, 2008, which was a 13.3% increase from tlie 228.1 million accesses we had at December 31, 2007. This growth from December 31, 
2008 to December 31, 2009 was primarily driven by a 3.3% increase in mobile accesses, an 8.2% increase in broadband accesses and a 9.8% increase in pay 
TV accesses, whicli more than offset our 5.4% loss of fixed telepliony accesses and 28,5% loss of narrowband accesses as tbese technologies continue 10 be 
substituted by customers for mobile and broadband technologies, respectively. Growth in our total number of accesses from December 31, 200110 December 
31,2008 was primarily driven by strong growth in mobile and broadband accesses. 

The growth in our cuslomer base in tenns of accesses from December 31, 2008 to December 31, 2009 under difficult economic circumstances did not, 
however, result in a corresponding increase in revenues, which decreased 2.1% in 2009 compared to 2008. However, excluding foreign excliange rate effects 
(i.e., by converting inlo euro relevant items for 2009 using 2008's average exchange rates) and the effects of Venezuela being considered a hyperinflationary 
economy in 2009, revenues would liave increased 0.3% in 2009 compared to 2008. In Spain and Europe, tlie competitive environment remained intense and 
continued to put downward pressure on our tariff structures, whicli resulted in revenue growtli nOI keeping pace with access growth. In addition, further 
downward pressure was placed on our revenues from mobile accesses as a result of regulato!}' action in the European Union and certain Latin American 
countries, wliicli resulted in decreased interconnection and roaming rates during the period. This decrease in revenues led to a 1.4% decrease in OIBDA to 
£22,603 million in 2009 from €22,919 million 2008. Nonetheless, excluding foreign exchange rate effwts and excluding the effects ofVenewela being 
considered a hyperinflationa!}' economy in 2009, OIBDA would liave increased 0,5% in 2009 compared to 2008. 
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Operating income decreased 1.6% 10 €13,647 million in 2009 from €13,873 million in 2008, while profit for the year attributable to equity holders of the parent 
company increased 2.4% to €7,776 million in 2009 from €7,592 million in 2008 primarily as a result of our share of profit of associates and lower OOf1Kl".te 
income lax primarily related to the reversal Qf a tax liability. 

At December 31, 2008, our customer base, measured in terms of Iota I accesses, increased 133% 10259.1 million accesses from the 228.7 million accesses 
we had at December 31, 2007. Growth in our total number of accesses from December 31, 2007 to De<:ember 31, 2008 was primarily driven by strong growth 
in mobile and broadband accesses. The strong growth in our customer base from De<:ember 31, 2007 to December 31, 2008 under difficult economic 
circumstances translated inlo a moderate increase of2.7% in revenues in 2008 compared to 2007. Negative exchange rate effects Je5ll1led in a reduclion of OUT 
revenue growth by 3.0 percentage points. This modest increase in revenues led 10 a small increase in OIBDA to€22,919 million in 2008 from €22,824 million 
in 2007, which amount in 2007 included non-recurring gains on the sales of AiIWave (€1,296 million) and Endemol (€1,368 million). Operating income rose 
3.6% to €13,873 million in 2008 from €13,388 million in 2007, while profil forthe year attributable 10 equity holders of the parenl company deaeased 14.S-" 
10 €7,592 million in 2008 from £8,906 million in 2007_ This decrease in profil for the year auributable to equity holders of the pa£ent company was primarily 
the result of the inclusion in 2007 of non-recurring gains on the sales of Ainvave and Endemol and an increase in corporate income tax from £1,565 million in 
200710 €3,089 million in 2008. 

By geographic area, Telefonica Europe had Ihe largest percentage increase iu accesses with an increase of6.9"" to 49.2 milliOll accesses III Dec:embeTlI, 
2009 from 46.1 million accesses al December 31, 2008, primarily driven by a 6.5% increase in mobile accesses. Telefonica Latin America had the largest 
percentage increase in accesses from December 31, 2007 to December 31, 2008, with au increase of 18.0% to 158.3 million accesses atDecembel" 11, 2008 
from 134.1 million accesses al December 31, 2007, primarily driven by strong growth iu its mobile business, increased broadband sales and an expanding pay 
TV customer base 

By access type, we increased mobile accesses by 3.3% 10 202.3 million (excluding 9.0 million accesses ofMedi Telecom, which we sold in December 
2(09) at December 31, 2009 from 195.8 million at December 31, 2008, which was a 16.7% increase from the 167.8 million mobile accesses we had at 
December 31, 2007. Contributions to mobile net adds from December 31, 2008 10 December 31, 2009, by country. were led by Brazil (6.8 million additional 
mobile accesses), Mexico (2.1 million additional mobile accesses), Gennany (1.3 million additional mobile accesses), Argentina (1.1 million additional mobile 
accesses) and the United Kingdom (1.0 million addilional mobile accesses). In the same period, Colombia was the worst performer with negative mobile net 
adds of 1.0 million. Contributions 10 mobile nel adds from December 31, 2007 10 December 31, 2008, by country, were also dominated by countries in Latin 
America, with the highest growth in Brazil (7.5 million addilional mobile accesses, excluding mobile accesses ofTelernig), Mexico (2.8 million additional 
mobile accesses), and Peru (2.5 million additional mobile accesses). In Europe, Gennany was a strong contributor 10 the growth in mobile HCCe$SCS with 1.7 
million additional mobile accesses from December 31, 2007 10 December 3 I, 2008. We also increased broadband accesses by 8.20/. to 13.5 million al 
De<:ember 31, 2009 from 12.5 million al December 31, 2008, which was a 20.9"/0 increase from the 10.1 million broadband accesses we had III December 31, 
2007. We increased our number of broadband accesses from December 31, 2007 to December 31, 2009 primarily as a result of robust demand for Duo and 
Trio bundles, including broadband, pay TV and fixed telephony, which have made a significant contribution to the development of the broadband market and 
to increased cuslomer loyalty. From December 31, 2008 to December 31, 2009, we increased broadband accesses by 4.4% in Spain to 5.5 million, by 5_9% to 
6.4 million in Latin America and by 37.1% 10 1.6 million in Europe_ At December 31, 2009, in Spain 88% of our broadband accesses were included in Duo or 
Trio bundles, while in Latin America the weighl of packaged products conlinued to grow, with 56% of broadband accesses bundled in Duo and Trio bundJes III 
Ihe same date. This growth in broadband accesses more than offsel the continued decrease in narrowband accesses from 2.7 million accesses at December 31, 
2007 102.0 million accesses at December 31, 2008 to 1.4 million accesses al December 31, 2009. 

Finally, we increased pay TV accesses by 9.8% to 2.5 million al December31, 2009 from 2.3 million al December3l, 2008. which was a 29.7% increase 
from the 1.1 million pay TV accesses we had at December 31, 2007. The continued growth in pay TV accesses from December 31. 2001 to December 31, 
2009 was primarily as a resull of further market penetration in the areas in which this service is available, which as of December 11, 2009, 
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included Spain, the Czech Republic, Peru, Chile, Colombia, Brazil and Venezuela, and the success of bundling this service with others 

The inflation index reached in 2009, the cumulative inflation index over the last three years, restrictions in the official foreign exchange market, and the 
devalualion of the Bolivar fuerte on January 8, 2010, led us to consider VeneZllela a hyperinflationary economy for 2009. Such classification had several 
effects on our Consolidated Financial Statements as explained in more detail under "-Significant Factors Affecting the Comparability of our Resulls of 
Operations in the Period Under Review-Classification ofVeneZllela as a hyperinflationary economy" and Note 2 10 our Consolidated Financial Statements. 

Year ended December 31, 2009 compared to }'tor ended December 3/, 1008 

Revel/ues 

Revenues decreased 2.1% to €56,7J I million in 2009 compared to €57,946 million in 2008. Excluding foreign ellchange rate effects and excluding the 
effects of VI' newel a being considered a hyperinflationary economy in 2009, revenues would have increased 0.3% in iOO9 compared to 2008 

By geographic area, Telefonica Latin America contributed the greatest percentage to our revenues in 2009, accounting for 40.5% of the total, which 
represents an increase of2.2 percentage points from 2008 Telef6nica Spain contributed 34.7% of our 2009 revenues (36.0% in 2008) and Telef6nica Europe 
contributed 23.9"/0 (24.7% in 2008) 

Olher iI/come 

Other income decreased 11.8% to €1,645 million in 2009 compared to €1,865 million in 2008 Excluding foreign exchange rate effects and excluding the 
effects of Venezuela being considered a hyperinflationary economy in 2009, other income would have decreased 9.7% in 2009 compared to 2008. Other 
income in 2009 included a €220 million gain on the sale of our stake in Medi Telecom In 2008, other income included a €]43 million gain on the sale of our 
stake in Sogecable 

T olal expenses 

Total expenses include supplies, personnel expenses and other expenses (mainly external services and taxes). Total expenses do not include depreciation 
and amortiUltion. 

Our total expenses decreased 3.0% to €35,n3 million in 2009 compared to €36,892 million in 2008. Excluding foreign exchange rate elTects and 
excluding the effects of Venezuela being considered a hyperinflationary economy in 2009, total expenses would have decreased 0.4% in 2009 compared to 
2008. 

Supplies. Supplies decreased 6.2% to €16,7l7 million in 2009 compared to €17,818 million in 2008. Excluding foreign exchange rate effects and 
excluding the effects of Venezuela being considered a hyperinflationary economy in 2009, supplies would have decreased 3.1% from 2008 to 2009. This 
decrease is primarily due to lower interconnection costs associated with lower fixed-mobile traffic and the reduction of mobile tennination rates. 

PersOlmef expenses. Personnel expenses increased 0.2% to €6,n5 million in 2009 compared 10 €6,762 million in 2008. Excluding foreign exchange rate 
effects and excluding the effects of Venezuela being considered a hyperinflationary economy in 2009, personnel expenses would have increased 2.7% from 
2008 to 2009. This increase was primarily due to increases in our work force and wages ovcr the period. The average workforce during 2009 reached 255, 151 
employees, with a net increase of 3,376 employees compared to 2008, mainly due to the workforce increases within Alento. Excluding employees of Atento, 
our average number of employees in 2009 would have increased by 381 employees to 125,266 employees compared to 2008 

Olher expenses. Other expenses are mainly comprised of external services, which consist of commercial expenses related to our business (such as 
commissions to distributors of services, marketing and advertising expenses and customer service related expenses), network maintenance expenses, general 
administrative expenses and subcontracted services expenses, as well as certain types of taxes. Other expenses also include changes in 
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operating allowances and other operating expenses. Other expenses decreased 0.2% to €12,281 million in 2009 from £12,312 million in 2008. &c1uding 
foreign exchange rate effects and excluding the effects of Venezuela being considered a hyperinflationary economy in 2009, other expenses would have 
increased 2.0"10 in 2009 compared to 2008. This increase was principally driven by higher customer, network and IT management expenses in Telefooica Latin 
America. 

Operating income bejore depreciotion and amortization (018DA) 

As a result of the foregoing, our OmDA decreased 1.4% to €22,603 million in 2009 comJlllred to £22,919 million in 2008. Excludingforeign exchange 
rate effects and excluding the effects of Venezuela being considered a hyperinflationary economy in 2009, OmDA would have increased 0.5-/e from 2008 to 
2009. 

Of our 2009 OIBDA, Telefonica Spain contributed 43.2% (44.9% in 2008), while Telefonica Latin America and Telefonica Europe contributed 40.5% 
(J6.8% in 2008) and 17.3% (18.2% in 2008), respectively. 

Our OmDA margin increased to 39.8% in 2009 compared to 39.6% in 2008. For a reconciliation ofOmDA to operating income. see "-Presentation of 
Financial Information-Non-GAAP financial information-Operating inCQme before depreciation and amortization". 

Depreciation and amortization 

Our depreciation and amortization decreased J .0"10 to €8,956 million in 2009 compared to €9,046 million in 2008. Excluding foreign exchange rate effects 
and excluding the effects of Venezuela being considered a hyperinflationary economy in 2009, depreciation and amortization would have increased 1.3% from 
2008 to 2009, principally driven by TelefOnica Latin America and Telefonica Europe depreciation and amortization increases. Tdefooica Europe depreciation 
and amortization in 2009 includes the amortization of the purchase price allocation made following the acquisitions of the 02 Group (€635 million in 2009 
compared to £689 million in 2008) and Telefooica 02 Cz.ech Republic (€89 million in 2009 compared to €131 million in 2(08). 

Operating income 

As a result of the foregoing, our operating income decreased 1.6% 10 €13,647 million in 2009 from €13,873 million in 2008. Excluding foreign exchange 
rate effects and excluding the effects ofVene7.Uela being considered a hyperinflationary economy in 2009, operating income would have remained constant in 
2009 compared to 2008 

Share Q/profit (loss) oj associates 

Our share of profit (loss) of associates amounted to a gain of€47 million in 2009 compared to a loss of€161 million in 2008, primarily as a result of share 
ofpronts we recorded in respecllo our interest in Portugal Telecom and lower share of loss we recorded in respect to our interest in Telco. In 2008, the loss in 
our share d profit (loss) of associates was primarily the result of the net adjustment Telco made to the valuation ofits investment in Telec:om Italia. To 
estimate the adjustment 10 be recorded by the TeJefonica Group, we took the value of the estimated synergies that we expected to achieve by improving certain 
processes in our operations in Europe as a result of certain alliances reached with Telecom Italia. As a result of this revaluation, we recorded a loss of€209 
million in 2008, which more than offset the share of pro fits we recorded in respecl of our interest in Portugal Telecom in that year. 

Netjillancial illcome (e-,;pellSe) 

Net financial expense increased 18.2% to €3,307 million in 2009 compared to €2,797 million in 2008. The average cost ofnel debt oftbeGroup, which 
we measure as net financial expense divided by our average net debt, was 7.3% in 2009 compared to 5.95% in 2008. The effects derived from the 
consideration ofVenuuela as a hyperinflationary economy as described in "Item 5. Operating and Financial Review and Prospects-A. Operating Results-
Significant Factors Affecting the Comparability of our Results ofOperatioos in the Periods Under Review-Classification ofVenezucla as a Hyper 
inflationary Economy", resulted in an increase in net financial expense of€630 million in 2009. Excluding such effects in 2009 and the negative 
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exchange differences, our average cost of nel debt in 2009 would have been 5.54% and net financial expense would have decreased 4.3% in 2009 compared 10 
2008 primarily as a result of: 

A decrease of€298 million in 2009 compared 10 2008 due 10 a decrease in the average interest rates applicable to our outstanding debt (mainly in 
European currencies) over the period 

A decrease of€104 million in 2009 compared to 2008 due to a 3_7% decrease in our average debt outstanding over the pcriod. 

A decrease of€8S million in 2009 compared to 2008 as a result of a decrease ill the actual value of commitments (principally related to pre-retirement 
plalls). 

Changes ill the foreign exchange gains and losses for 2009 with respect to the same period in 2008 yielded a higher cost of about €197 million. 

Corporo/e income lox 

Corporate income tax decreased to €2,4S0 million in 2009 compared 10€3,089 million in 2008, implying an effective tax rate of23.6% compared to 28.3% 
in 2008. This decrease was primarily the result of the reversal of a €S91 million tax liability recorded in 2007 with respect to an investigation by the EuropelJ\ 
Commission involving the Kingdom of Spain with respect to the tax treatment of goodwill. In December 2009, the European Commission released its decision 
regarding the investigation, deeming certain deductions for the amortization of goodwill as state aid. However, this decision (and considering the corporate 
s\rocture of these investments) did nol apply to investments made before December 21, 2007, such as our investments in 02, 8ellSOllth's Latin Ameriean 
operators, Colombia Telecomunicaciones, ESP and Teleronica 02 Czech Republic 

Non-controlling interests 

OUT non-conlrolling interests amounted to a negative figure of€161 million in 2009 compared to a negative figure of€234 million in 2008, primarily as a 
result oflower profits at Telesp and Telefonica Chile and higher loss at Colombia Telecom, which we account for as non-controlling interests. 

Profit/or the year attribuwble to equity holders a/the parent company 

As a result orthe above, our profit for the year attributable to equity holders of the parent company increased 2.4% 10 €7,776 million in 2009 compared to 
€7,592 million in 2008. 
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Resulls of Operation I by Business Area for 2008 and 2009 

The table below sets forth the contribution to our results of operations by each of our three principal business areas and other companies for 2008 and 
2009. Revenues and related expenses for each of the business areas are presented after elimination of sales to other members of the Telef6nica Group 
belonging to the same business area. See Note 4 to ollr Consolidated Financial Statements 

Ya.-ada! o.u.Ion'31. 

'j:."'--

,;.' 

(I) Expenses as used in this table and in the below discussion include supplies expenses, personnel expenses and other expenses_It does Dot iDelude 
depreciation and amortization 

In the discussion that follows revenues and related expenses for each business included within a particular business area are presented gross of any 
eliminations due to sales to other businesses in such business area or other members oflhe Telef6nica Group 

Results of Operations by Business Area for 2008 and 2009 

Teie/ollicQ Spain 

Rewmues 

TelefOnica Spain's revenues decreased 5.4% to €19, 703 million in 2009 from €20,838 million in 2008 

Revenues from Telef6nica Spain's fixed business decreased 3.3% to €12,167 million in 2009 from €12,581 million in 2008 principally due to the decrease 
in the revenues of traditional voice service and accesses. 

Revenues from traditional accesses include all revenues from our customers for rental and connection to public switched telephone network (pSlN) 
lines (for basic telephony service), ISDN lines (for integration of voice, data and video services), corporalI' services, PUT, additional recharges and 
advertising in 
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telephone booths Revenues from traditional accesses decreased 5.2% to €2,792 million in 2009 compared to €2,944 million in 200S, as a result of the 
reduction in the number of accesses which was partially offset by revenues derived from recognizing receipt of universal service for the period 2006 
to 200S (£223 million) 

Revenues from traditional voice services de<:reased 10.2% to £3,983 million in 2009 compared to £4,436 million in 2008. This evolution is mainly 
affected by lower fixed-to-mobile traffic, the decrease ofintemationaltraffic and the increasing importance of traffic included in national Oat tariff 
plans_ 

Revenues from Intemet and broadband services decreased 1 9"10 to £2,960 million in 2009 compared to£3,017 million in 2008. Retail broadband 
service revenues decreased 1.7% in 2009 compared to 200S, due to a reduction in the average revenue per customer that was not offset by accesses 
growth. Wholesale broadband service revenues increased 3.3% in 2009 compared to 200S reOecting growth in the customer base for unbundled local 
loop in 2009_ 

Revenues from data services grew S.7% to €1,294 million in 2009 from €1,190 million in 2008, driven by increased revenues from leased circuits to 
mobile operators, mainly Telef6nica M6viles Espana, as a result of the rapid growth in mobile broadband. 

Revenues from infollDation technology services grew 14.7% to €508 million in 2009 from €443 million in 2008. 

Revenues from Telef6nica Spain's mobile business decreased 7.4% to €8,%5 million in 2009 from €9,684 million in 2008, due to lower minutes used by 
customers and lower prices. Customer revenues de<:reased 5.4% to €6,571 million in 2009 from €6,943 million in 2008 due to lower usage 
patterns. Interconnection revenues decreased 19_5% to €1,OO] million in 2009 from £1,243 million in 2008, due primarily to regulated interconnection price 
cuts. Roaming-in revenues fell 22.8% to £153 million in 2009 from €198 million in 2008 due to the downward trend in roaming consumption and wholesale 
prices. Revenues from handset sales decreased 7.3% to €1,137 million from £1,227 million in 200S 

£Xpeuses 

Telef6nica Spain's total expenses decreased 4,2% to €1O,443 million in 2009 from €10,901 million in 2008 principally due to lower supplies expenses, as 
described below. 

Supplies decreased 6.7% to €4,293 million in 2009 from €4,604 million in 2008, mainly due to lower interconnection expenses. 

Personnel expenses decreased 3.0".4 to €2,305 million in 2009 from £2,375 million in 2008, principally due to the revision ofthe estimates of 
redundancy program provision accounts made in previous years, which resulted in lower expenses of€90 million. 

Other expenses decreased 2.0"10 to €3,845 million in 2009 from £3,922 million in 200S, principally due to a 3.4% decrease in external expenses to 
£3,102 million in 2009 from €3,212 million in 2008, as a result of containment in commercial expenses. This decrease was partially offset by an 
increase in other expenses in 2009 due to expenses related to the provision of universal service (£155 million) 

In the fixed business, Iota! expenses decreased 3.4% to €6,567 million in 2009 from £6,799 million in 2008 principally due to lower expenses across 
categories, as described below. 

Supplies decreased 6.00/0 to £2,786 million in 2009 from €2,962 million in 2008 mainly due 10 lower inlerconnection expenses as a result of lower 
fixed-to-mobile traffic usage and a reduction in mobile tellDination rates 

Personnel expenses decreased 0.9".4'10 €2,052 million in 2009 from €2,071 million in 2008, mainly due 10 the revision ofredundancy program 
provision accounts made in previous years, which resulted in lower 
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personnel expenses of€S8 million. The average number of employees for the fixed business in 2009 was 31, III, a 0.4% reduction in comparison 
with the average number of employees in 2008 

Other expenses decreased 2.1% to €1,729 million in 2009 from €1,766 million in 2008, principally due to a 2.7% decrease in external expenses to 
€1,300 million in 2009 from €1,336 million in 2008. This decrease was partially offset by an increase in expenses related to the provision of universal 
service 

Telef6nica Spain's total expenses related to its mobile business decreased 4.0"/0 to €S,281 million in 2009 from €S,S02 million in 2008 principally due to 
lower supplies expenses, as described bdow. 

Supplies decreased 8.9% to €2,430 million in 2009 from €2,667 million in 2008 due to decreases in interconnection and roaming expenses as result of 
lower traffic and to a reduction in mobile termination rates. 

Personnel expenses decreased 16.3% to €2S0 million in 2009 from €299 million in 2008, mainly due to the revision of redundancy progan. provision 
accounts made in previous years, which resulted in lower expenses of€32 million. The average number of employees for the mobile business in 2009 
was 4,199, a 6.0% reduction in comparison with the average number of employees in 2008. 

Other expenses increased 2.5% to €2,601 million in 2009 from €2,S37 million in 2008 mainly due to higher customer management expenses and 
expenses related to the provision of universal service in 2009 

Opera/illg income before deprecialion and amortization (OIBDA) 

As a result of the foregoing, Telefonica Spain's OIBDA decreased 5.1% to €9,7S7 million in 2009 from €IO,28S million in 2008. Telef6nica Spain's 
OIBDA, as a percentage ofTelef6nica Spain's revenues, was 49.5% in 2009 compared to 49.4% in 2008. 

Depreciation and amoT/iUJlinn 

Telef6nica Spain's depreciation and amortization decreased 4.5% to €2,140 million in 2009 from €2,239 million in 2008, principally due to variations in 
the useful lives of assets subject to depreciation in 2009 compared to 2008 in line with the periodic revision of the Group's policies, based on historical 
experience. 

Operating illcome 

As a result of the foregoing, Telef6nica Spain's operating income decreased 5.3% to €7,617 million in 2009 from €8,046 million in 2008. 

Telefonica Europe 

Rel'ellues 

Telef6nica Europe's revenues decreased 5.4% to€13,S33 million in 2009 from €14,309 million in 2008. Telef6nica Europe's 2009 revenue were 
negatively affected by lower mobile termination rates (MTRs), the adverse economic environment and the decline of the average pound sterling to curo 
exchange rate. 

Revenues derived from Telef6nica 02 UK decreased to €6,SI2 million in 2009 from €7,052 million in 2008 (an increase of 3.5% in local 
CIIrrency). The local currency increase in revenue was primarily driven by an increase in Telefonic.a 02 UK's customer base and partially offset by a 
decrease in ARPD. 

Revenues derived from Telef6nica 02 Germany increased 4.2% to €3,746 million in 2009 from €3,595 million in 2008. The positive evolution was 
mainly the result of an increase in the customer base due to new offerings (020, My 02 Handy and broadband), but was adversely impacted by lower 
MTR, 

Revenues derived from Telef6nica 02 C>:ech Republic, including Slovakia operations, decreased by 12.4% to €2,260 million in 2009 from €2,581 
million in 2008 (a decrease of7.3% in local currency) Slovakia continued to grow mobile revenues while C>:ech revenues from fixed and mobile 
services decreased (9.3% 
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and 6 3% in local currency, respoctivcly) due to MTR cuts, customers reducing spending and fixed-to-mobile substitution 

Revenues derived from Telefonica 02 Ireland decreased 5.5% to£905 million in 2009 compared to £957 million in 2008. The decrease was mainly 
the result oflower customer spending and lower usage in terms oftraffic. 

Expenses 

Telefonica Europe's total expenses docreased 6.3% 10 €9,857 million in 2009 from £10,523 million in 2008 

Supplies decreased 6.4% 10 €6,189 million in 2009 from €6,611 million in 2008, mainly due to the decline of the poond sterling to curo exchange rate 
over the period and lower MTRs 

Personnel expenses decreased 2.6% to €1,304 million in 2009 from £1,340 milHOIl in 2008 despite increased expenses associated with restructuring 
programs in Telefonica 02 UK and Telefonica 02 Germany. The decline of the pound sterling to euro exchange rate over the period also contributed 
10 the decrease. 

Other expenses decreased 8.1% to £2,364 million in 2009 from £1,573 million in 2008, mainly due to the docrease in external services as a result of 
cost efficiencies. The decline of the pound sterling to euro exchange rale over the period also contrihuted to the docrease. 

Operalillg iI/come before deprecialiQII alld amcmiUlliOI/ (OIBDA) 

As a resull of the foregoing, Te1efonica Europe's omOA decreased 6.4% to £3,910 million in 2009 from €4,180 million in 2008. omOA in 2008 
included £174 million as the resull of the release in 2008 of pro vis inns made in respect of potential contingencies which were not realized once these risks had 
dissipated. 

OmOAin Telefonica 02 UK docreased 8.1% to €1,680 million in 2009 from €1,839 million in 2008 (an increaseof2.3% in local currency) 

omOA in TelefOnica 02 Germany increased 19.3% 10 €918 million in 2009 from €110 million in 2008 

omOA in Telefonica 02 Czech Republic, including Slovakia operations, decreased 9.2% to £1,053 million in 2009 from €I,159 million in 2008 (a 
docrease of3.8% in local currency). 

omOA in Tclefonica 02 Ireland increased 0.3% to € 302 million in 2009 from €301 million in 2008 

Deprecialion mrd amortization 

Te1efonica Europe's depreciation and amortization decreased 4.6% 10 €2,895 million in 2009 from €3,035 million in 2008 mainly due 10 the decline oflhe 
average pound sterling to euro exchange rate 

Operating income 

As a result of the foregoing, TelefOnica Europe's operating income docreased 11.3% to £1,015 million in 2009 from £1,145 million in 2008 The decrease 
was the result of the 6.4% decrease in OIBOA which was not offset by the lower decrease (4.6%) in depreciation and amortization 

Te:lefonica Latin America 

RCl'CIIIICS 

Revenues at TelefOnica Latin America increased 3.1% to £12,983 million in 2009 from €22,114 million in 2008 (an increase of 5.6% excluding foreign 
exchange rale effects and excluding the effects of Venezuela being considered a hyperinflationary economy in 2009) On a constant euro basis and excluding 
the effects of Venezuela 
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being considered a hyperinflalionary economy in 2009, the countries contributing mosllo this revenue growth were Venezuela (2.5 percentage points).. 
Argentina (1.7 percentage points) and Mexico (0.7 percentage points). 

In 2009, Brazil continued 10 make the largest contribution to TelefOnica Lalin America's revenues (36.4%) followed by Venezuela (16.4%) and Argentina 
(J 14%) 

TelefOnica Latin America's revenues from Brazil decreased to €8,376 million in 2009 from €8,606 million in 2008 (an increase of 0.9"11. in local 
currency). The local currency increase was primarily due to mobile businesses and broadband and pay TV business growth. With respectto Vivo, 
Telef6nica Latin America's mobile business in BTllzil, revenues increased to €3,036 million in 2009 from €2,932 million in 2008 (an increase of7.4% 
in local currency), driven by growth in the customer base, increasing oulgoing revenues focused on on-net tariffs, and data business. With respect to 
Telesp, Telef6nica Latin America's fixed line business in Brazil, revenues decreased to €5,766 million in 2009 from £6,085 million in 2008 (a 
decrease of 1.8% in local currency). This decrease was due to lower traditional business revenues that were nol offsel by Ihe growth of new 
services. Broadband, pay TV and dataIIT services revenues increased as a percentage oftolal revenues (19.2% in 2009 compared 10 16.3% in 
2008). Tradilional fixed line revenues decreased (5.9% in local currency), mainly driven by lower local and long distance traffic that was not 
compensaled by higher interconnection traffic revenues coming primarily from mobile networks. Telesp's perfonnance was also negatively affected 
by Ihe decision of ANA TEL, the Brazilian regulator, 10 suspend the commercialization of Speedy, Telesp's broadband service, from June 22, 2009 to 
Augusl 27, 2009 as a resull of quality problems. 

Telef6nica Lalin America's revenues from Venewela increased to €J,713 million in 2009 from €2,769 million in 2008 (an increase of20.4% in local 
currency and excluding the effecls of Venezuela being considered a hyperinflationary economy in 2009), primarily driven by higher growth in service 
revenues in 2009 (an increase of24.2% in local currency and excluding Ihe effects of Venezuela being considered a hyperinflationary economy in 
~(09). This growth in local currency was due mainly 10 an integraled telecommunication offer (mobile, fixed, pay TV and broadband) and tariff 
mcreases 

Telef6nica Latin America's revenues from Argentina increased 10 €2,609 million in 2009 from £1,527 million in 2008 (an increase of 15.3% in local 
currency) with both fixed and mobile businesses contributing. Of this, Telefonica Moviles Argentina's revenues inCl"eased 10 €I,643 million in 2009 
from €1,585 million in 2008 (an increase of 15.8% in local currency). This increase was primarily driven by an increase of5.7% in smvice revenues 
in 2009 (an increase of 18.1 % in local currency). This growth in local currency was mainly due to data revenue growth and tarilfincreases. Revenues 
in the fixed line business increased to€I,047 mittion in 2009 from €J,027 million in 2008 (an increase of 13.9% in local currency), with the 
traditional fixed line business contributing 3.9 percentage points 10 this growth, the Internet business contributing 6.7 percentage points and data and 
IT businesses contributing 2.8 percentage points 

Telef6nica Latin America's revenues from Chile decreased to €1,831 million in 2009 from €I,936 million in 2008 (a decrease of 3.3% in local 
currency) as a result of the reduction of tariffs as a consequence ofa regulatory decree affecting interconnection TIItes, which went into effect at 
January 23, 2009 for mobile tennination (an avera8e lariff decrease of 44.6%), while on May 7 Ihe decree governing fixed telephony 
accesses/operator charges was also enacted. This entailed an addilional reduction in fixed telephony lenni nation rales. With respect 10 Telefonica 
M6viles Chile, Telef6nica Latin America's mobile business in Chile, revenues decreased 10 €),OIO million in 2009 from €),OSI million in 2008 (a 
decrease of 1.8% in local currency) largely due 10 a tariff decree eslablished from January 23, 2009. Service revenues decreased 5.3% in 2009 (a 
decrease of 3.2% in local currency), because of this tarilT decree. Wilh respect 10 Telef6nica Chile, Telefonica Latin America's fixed line business in 
Chile, revenues in 2009 decreased to €893 million in 2009 from €974 million in 2008 (a decrease of6.3% in local currency). Broadband, pay TV, 
data and IT businesses growth did nol offset the decrease in revenues from Ihe traditional fixed Ielephony business 

TelefOnica Latin America's revenues from Mexico decreased to €I,552 million in 2009 from €1,631 million in 2008 (an increase of 10.0% in local 
currency). This growth in local currency was underpinned by service revenues growth of 17.8% in 2009 as a result of the cuslomer base increase and 
new tarilTplans 
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This increase in local currency was greater than the 14.7% rate of growth in the customer base over the same period. 

Telef6nica Latin America's revenues from Pern increased to £1 ,716 million in 2009 from £1,627 million in 2008 (an increase of 3 0% in local 
currency). Revenue growth was primarily driven by outgoing revenues in the pre·pay mobile segment and broadband services and pay TV and IT 
services in the fixed tine business. Wilh respect to Telef6niea Moviles Peru, Telefonica Latin America's mobile business in Pern, revenues increased 
to f840 million in 2009 from €773 million in 2008 (an increase of 6.1% in local currency), driven primarily by revenue growlh in Ihe pre-pay mobile 
segment as a result of the increase in accesses and higber consumption. Service re'"enues increased 5.4% in 2009 (an increase of 3.0% in local 
currency). With respect 10 Telefonica del Peru, Telef6nica Latin America's fixed line business in Pern, revenues increased to €1,006 million io 2009 
from €977 million in 2008 (an increase of 0.6% in local currency). This increase was primarily due to broadband and pay TV businesses revenues 
growth (6.2% and 9.2% in local currency, respectively). Also revenues of the public telephony business increased (2.3% in local currency) in 2009 
principally due to an increase in usage caused by tariff reductions, especially to fixed lines 

Telef6nica Latin America's revenues from Colombia decreased to €1,269 million in 2009 from €1,490 million in 2008 (a decrease of 11.6% in local 
currency). This evolution is the consequence of a highly competitive environment hoth in mobile and fixed telephony. With respect to Telef6nica 
Moviles Colombia, Telef6nica Latin America's mobile business in Colombia, revenues decreased 10 €685 million in 2009 from €815 million in 2008 
(8 decrease of 12.7% in local currency), primarily as the result of the loss of 1.0 million mobile accesses. Service revenues decreased 13.6% in 2009 
compared 10 2008 (a decrease of 10.3% in local currency). With respe<:t to Colombia Tele<:om, Telefonica Latin America's fixed line telephony 
business in Colombia, revenues decreased to £615 million in 2009 from €71O million in 2008 (a decrease or 10.00/0 in local currency) primarily due to 
the lower revenues from traditional fixed telephony services as a result of lower accesses and a decrease in traffic, nol compensated by increased 
broadband and pay TV revenues. 

TelefOnica Latin America's revenues from Central America decreased to €S65 mi11ion in 2009 from €S68 million in 2008 (D de<:rease of2.5% on a 
constant euro basis). This decrease on a constant euro basis was mainly due to a bighly competitive environment, that also affected service revenues 
that de<:reased 1.4% in constant euro tenns. 

Telef6nica Latin America's revenues from Ecuador increased to €n7 million in 2009 rrom €3l8 million in 2008 (an increase of 0.6% in local 
currency). Service revenues increased 14.2% in 2009 (an increase of9.5% in local currency). 

Expenses 

Telef6nica Latin America's total expenses increased 1.0% in 2009 to €14,486 million from £14,338 miJlion in 2008 (an increase of3.1% excluding foreign 
exchange rale effects and excluding the effects ofVenemela being considered a byperinflationary economy in 2(09) 

Supplies decreased 2.9% to £6,188 million in 2009 from £6,371 million in 2008 (a decrease of 1.4% excluding foreign exchange rate effects and 
excluding the effects of Venezuela being considered a hyperinflationary economy in 2009), mainly due to a decrease in supplies in Chile, Mexico and 
Colombia, which offset the increase in Venezuela, as described below. 

Supplies for Telef6nica Latin America in Brazil decreased to €2,440 million in 2009 from €2,479 million in 2008 (an increase of 2.0% in local 
currency). The local currency increase was principally due to higher interconnection costs 

Supplies for Tc1efonica Latin America in Venemcla increased to £978 million in 2009 from €770 million in 2008 (an increase of6.6% in local 
currency and excluding the effecl.'l ofVenemcla being considered a byperinflationary economy in 2009), principally due to higher content providers 
expenses, equipment costs 
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and el1penses associated with value added services such as RIM licenses. TV license5 and mobile SMS premium applications as a result of higher
exchange rates. 

Supplies for Telef6nica Latin America in Argentina decreased to €6l3 million in 2009 from €650 million in 2008 (an increase of5.3% in local 
currency). This increase in local currency was principally due to higher interconnection costs in the fixed line business. as a result ofhigher traffic 
and capacity needs. and equipment costs in the mobile business. 

Supplies for Telef6nica Labn America in Chile decreased to €416 million in 2009 from €S03 miJlion in 2008 (8 decrease of 15.5% in local currency). 
principally duc to lower mobile interconnection costs caused by the previously described tariff decree. 

Supplies for Telef6nica Latin America in Mexico decreased to €584 million in 2009 from €7l6 million in 2008 (a decrease of 5.8% in local 
currency). This decrcase in local currency was primarily driven by lower equipment costs as a consequence oflowercommercial activity. 

Supplies for Telef6nica Latin America in Peru increased 10 €4l4 million in 2009 from €413 million in 2008 (a decrease of2.0".4 in local 
currency). This decrease in local currency was primarily driven by a reduction in equipment costs in the mobile business as 8 consequence oflower 
commercial activity. 

Supplies for Telef6nica Latin America in Colombia decreased to €298 million in 2009 from €394 million in 2008 (a decrease of21.4% in local 
currency). principally due 10, in the mobile business, a lower equipment cost as 8 consequence oflower commercia! activity, and lower 
interconnection costs in both fixed and mobile businesses 

Supplies for Telef6nica Latin America in Central America reached €178 million in 2009. 

Supplies for Telef6nica Latin America in Ecuador decreased to €101 million in 2009 from €ll2 million in 2008 (a decrease of 14.6% in local 
currency), due to lower equipment costs as a consequence oflower commercial activity and to lower interconnection costs. 

Personnel expenses for Telef6nica Latin America increased 3.1% to €1,789 million in 2009 from €1,735 million in 2008, (an increase of5.8% 
excluding foreign exchange rate effects and excluding the effects of Venezuela being considered a hyperinflationary economy in 2(09), principally 
due to increases in Venezuela and Argentina as a resull of the effects of higher inl1ation on wages as described below. 

Personnel expenses for Telef6nica Latin America in Brazil decreased to €439 million in 2009 from €513 million in 2008 (a decrease of 11.3% in local 
currency). primarily as a result of a decrease in the fixed line business average number of employees following the 2008 restructuring program and the 
revision of contingencies related to employees. 

Personnel expenses for Telef6nica Latin America in VeneZllela increased to €203 million in 2009 from €l3l million in 2008 (an increase of36.8% in 
local currency and excluding the effects of Venezuela being considered a hyperinflationary economy in 2009). This increase inlocal currency was 
principally due to Ihe effecls of higher inl1ation on wages 

Personnel expenses for Telef6nica Latin America in Argentina increased to €321 million in 2009 from 803 milliOJ! in 2008 (an increase of 18.4% in 
local currency). This increase in local currency was principally due to the effects of higher inflation on wages 

Personnel expenses for Telef6nica Lalin America in Chile stood al €182 million in 2009. the same as in 2008 (an inCJe85e of 1.8% in local currency). 
This evolution in local currency was primarily driven hy the increase of compensation expenses dlle to the integration offixed-mobile structures 

Personnel expenses for Telef6nica Latin America in Me",ico decreased to £82 million in 2009 from €96 million in 2008 (a decrease of 1.3% in local 
currency) principally due to a lower averagc number of employees and wage containment. 
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Personnel expenses for Telefonica Latin America in Peru increased to €171 million in 2009 from €159 million in 200S (an increase of 4.9"/0 in local 
currency), mainly due to the increase in the variable remuneration associated wilh both Ole fixed and mobile businesses' financial performance. 

Personnel expenses for Telefonica Latin America in Colombia decreased to £115 million in 2009 from £122 million in 2008 (a decreased of 1.5% in 
local currency), primarily driven by a lower average number of employees at the fixed line business 

Personnel expenses for Telefonica Lalin America in CenlTal America reached €41 million in 2009 

Personnel expenses for Telefonica Latin America in Ecuador increased to €30 million in 2009 from £26 million in 200S (an increase of8.1% in local 
currency), principally due 10 an increase in tile average number of employees. 

Other expenses for Telefonica Latin America increased 4.4% to £6,508 million in 2009 from €6,232 million in 2008 (an increase of 6jl% excluding 
foreign excllange rate effects and excluding tile effects of Venezuela being considered a lIyperinl1ationary economy in 2009), mainly due to Venezuela 
and to a lesser extent to Brazil, as described below 

Other expenses for Telefonica Latin America in Brazil increased to £2,628 million in 2009 from £2,543 million in 200S (an increase of 7.1 % in local 
currency). Tllis increase in local currency was primarily driven by higher sales and commissions in the mobile business due 10 commercial aClivity 
and higher FISTEL (a regulatory tax linked to net adds of customers) costs due 10 customer base growth in Vivo. Other expenses also increased in the 
fixed line business mainly due to higher call center and maintenance expenses, primarily as a result of the action plan put in place in the second half of 
the year to deal with network quality problems 

Olher expenses for Telefonica Latin America in Venezuela increased to £187 million in 2009 from £553 million in 2008 (an increase of23.8% in 
local currency and excluding the effects of Venezuela being considered a hyperinflationary economy in 2009), driven primarily by increased network 
expenses and higher operational taxes 

Other expenses for Telefonica Latin America in Argentina increased to £715 million in 2009 from £678 million in 200S (an increase of 17.9"10 in local 
currency), principally as a result of higher inflation affecting the prices of external services. 

Other expenses for Telefonica Latin America in Chile decreased to £516.million in 2009 from £556 million in 200S (a decrease of 5.2% in local 
currency). This decrease in local currency was principally due to cost containment, particularly network maintenance, and lower commissions. 

Other expenses for Telefonica Latin America in Mexico decreased to £381 million in 2009 from £430 million in 200S (an increase of 2.4% in local 
currency). This increase in local currency was principally due 10 hisher commissions and customer services costs. 

Other expenses for Telefonica Latin America in Peru decreased 10 £459 million in 2009 from £467 million in 200S (a decrease of 4.1% in local 
currency). This decrease in local currency was principally due to cost containment. 

Other expenses for TelefOnica Latin America in Colombia increased to €531 million in 2009 from €515 million in 2008 (an increase of7.1% in local 
currency), principally due to higher bad debt provisions in both mobile and fixed businesses 

Other expenses for Telefonica Latin America in Central America reached £126 million in 2009 

Other expenses for Telefonica Latin America in Ecuador increased 10 £114 million in 2009 from £93 million in 200S (an increase of 17.1% in local 
currency), principally due to higber commission costs driven by the increase of top ups. 
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Operating income before depreciafiml a/Jd amorti;w/iOIl (O/BDA) 

As a result of the foregoing, Telefonica Latin America's OIBDA, increased 8.3% to £9,143 million in 2009 from €8,445 million in 2008 (an increase of 
JO.3% excluding foreign exchange rate effects and excluding the effects of Venezuela being considered a hyperinflationary economy in 2009). By country, 
(excluding foreign exchange rale effects and excluding the effects of Venezuela being considered a hyperinflalionary economy in 2009), Venezue1a conlributed 
most 10 OlBDA growth (4.0 percentage points), followed by Mexico (2.7 percentage points) and AIgenlina (2.2 percentage points). In absolute tenns, in 2009 
Brazil was the largest contributor to Telefonica Latin America's OIBDA, accounting for 34.3% of the total, followed by Venezuela at 20.0"4. AIgeutinB at 
10.8% and Mexico at 6.2% 

Telefonica Latin America's OIBDA in 2009 as a percentage ofTelefOnica Latin America's revenues for Ihe same period was 39.8%, 1.7 peroentage points 
higher than in 2008 

Telefonica Latin America's OIBDA in Brazil decreased to €3,139 million in 2009 from €3,359 million in 2008 (a decrease ofJ.l% in local currency). 

TelefOnica Latin Amcrica's OIBDA in Venezuela increased 10 €I,818 million in 2009 from €I,328 million in 2008 (an increase of25.4% in local 
currency and cxcluding the effects of Venezuela being considered a hyperinflationary economy in 2009). 

Telefonica Latin America's OIBDA in Argenlina increased 10 €986 million in 2009 from €9J9 million in 2008 (an increase of 19.9% io local 
currency). 

Telef6nica Latin America's OIBDA in Chile increased to €763 million in 2009 from €740 million in 2008 (an increase of 5.5% in local currency). 

Telef6nica Latin America's OIBDA in Mexico increased 10 €564 million in 2009 from €420 million in 2008 (an increase of 55.2% in local currency). 

Telefoniea Latin America's OmDA in Peru increased 10 €712 million in 2009 from £621 million in 2008 (an increase of 12.0".4. in local currency). 

Telefonica Latin America's OIBDA in Colombia decreased 10 €397 million in 2009 from £515 million in 2008 (a decrease of20JWo in local 
currency). 

TelefOnica Latin America'sOIBDA in Central America increased 10€241 million in 2009 from €2l7million in 2008 (an increase of9.O%on a 
constant euro basis) 

Telefonica Latin America's OIBDA in Ecuador increased to €IOO million in 2009 rrom €92 million in 2008 (an increase ofJ.O% in local currency). 

DepreCiatioll alld amortizatioll 

TelefOnica Latin America's depreciation and amorti7.ation increased 4.1% 10 £3,793 million in 2009 from €3,645 million in 2008, (an increase of 5.3% 
excluding foreign exchange rale effects and excluding the effecls of Venezuela being considered a hyperinflationary economy in 2009) primarily as a result of 
increases in Venezuela and Brazil 

Operatillg illcome 

As a result of the roregoing, TclefOnica Latin America's operating income increased 11.5% 10 £5,350 million in 2009 from €4,800 million in 2008, (an 
increase of 14.1% excluding foreign cxchange rate effeclS and excluding Ihe effects of Venezuela being considered a hyperinflatiOllary economy in 2009) 
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Atento 

Atenlo's revenues increased by 1.6% to €1,321 million in 2009 from €1,301 million in 2008 The increase in revenues was primarily driven by an increase 
in the activity of its main customers, other members of the TelefOnica Group and BBVA, and in the activity of the financial sector in Brazil 

Expellses 

Atenlo's expenses increased 4.4% 10 €I, 169 million in 2009 from €I,120 million in 2008 primarily due to the increase in structun.l costs from the leasing 
of capacityand Ihe increase of personnel expenses in many Latin American countries, where the majority of Atenlo's employees are allocated. 

Operatillg i/lcome be/ore depreciation alld amorli;:aliO/l 

Aleolo's OmDA decreased 17.4% 10 €154 million in 2009 from €186 million in 2008, due 10 margin shrinkage and higher personnel expenses 

Operating iI/come 

AtenlO's operating iocome deereased 20.9"10 to €122 million in 2009 from €IS4 million in 2008 

Year enrkd Duember 31, 2008 compared to year ended Decemher 31,2007 

Rewl/ues 

The strong growth in our customer base Iran slated into a mild increase of2.7% in revenues 10 €57,946 million in 2008 compared to€56,441 million in 
2007. Negative exchange rate effects resulted in a reduction of our revenue growth by approximately 3.0 percentage points, while cbanges in our consolidation 
perimeler reduced such growth by another 1.2 percentage points. Revenue growth was also affected by a high level of competition in every market in which 
we operate 

By geographic area, Telef6nica Latin America contributed the greatest percenlage 10 our revenues in 2008, accounting for 38.3% of the total, which 
represents an increase of 2.7 percentage points from 2007. TelefOnica Spain contribuled 36.0% of our 2008 revenues and Telef6nica Europe wntributed the 
remaining 24.7"/0. 

Other iI/come 

Other income decreased to €1,865 million in 2008 compared to €4,264 million in 2007. Other income in 2008 included the £143 million gain on the sale 
of our stake in Sogecable_ In 2007, other income mainly included the gains on Ihe sales during the year of our holdings in Airwave and Endemol for€I,296 
million and £1,368 million, respectively 

Total expenses 

Total expenses include supplies, personnel expenses and other expenses (mainly exlemaJ services and taxes). Total expenses do nDt include depreciation 
and amortization. 

Our toIal expenses decreased 2.6% to €36,892 million in 2008 compared to €37,881 million in 2007. On a constant eurn basis, total expenses would have 
increased 0.9"/0 from 2007 to 2008, less than the growth in revenues over the same period, primarily as a result of our efficiency initiatives and a general 
downward trend in expenses 

S"ppJies. Supplies decreased 0.5% to €17,818 million in 2008 compared to €17,907 million in 2007. On a constant curo basis, supplies would have 
grown 3.6% from 2007 to 2008, primarily as a result of higher interconnection expenses at Telefonica Latin America and Telef6nica 02 UK. 
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PersOIlllei erpellses Personnel expenses decreased 14.3% to f6,162 million in 2008 compared to f1,893 million in 2007 (a decrease of 12.4% on a 
constant euro basis). Our 2007 personnel expenses were affected by non-recurring personnel reorganization expenses of€I,I99 million. The average 
workforce during 2008 reached 251,775 employees, with a net increase of7 ,723 employees compared 10 2007, mainly due to the workforce increases within 
Alenlo. Excluding employees of Atento, our average number of employees in 2008 would have decreased by 2,218 employees to 124,885 employees 
compared to 2007, pardy due to the exclusion of Ainvave and Endemol from our 2008 consolidation perimeter. 

Other erpellses. Other expenses are mainly comprised of external services, which consist of commercial expenses relaled to oorbusiness (such as 
commissions 10 distributors of services, marketing and advertising expenses and customer service related expenses), network maintenance expenses, general 
administrative expenses and subcontracted services expenses, as well as certain types of taxes. Other expenses also include cbanges in operating allowances 
and other operating expenses. Other expenses increased 1.9% to f12,312 million in 2008 from €12,081 million in 2007, principally driven by higher other 
expenses from Telefonica Latin America, mainly in Brazil, Venezuela and Chile due to outsourcing activities and commissions, as well as the increased costs 
associated with the acquisition and retention of customers in Telef6nica Europe due to fierce competition. 

Operatillg income hl!fore deprecialion alld amortization (OlBDA) 

As a result of the foregoing, our omOA increased 0.4% to €22,919 million in 2008 compared to €22,824 million in 2007. 

Telef6nica Spain contributed 44.9"/0 of our 200S OmOA, while Telef6nica Latin America and TelefOnica Europe contributed 36.S'Yo and IS.2%, 
respectively. 

Our OmOA margin decreased to 39.6% in 200S compared to 40.4% in 2007. OmDA for 2007 was affected by the inclusion of non-recurring capital 
gains recorded on the disposition of Ainvave and Endemol. For a reconciliation ofOmDA to operating income, see "-Presentation of Financial 
Information-Non-GAAP financial information-Operating income before depreciation and amortization". 

Depreciation and amQrtization 

Our depreciation and amortization decreased 4.1% to f9,046 million in 200S compared 10 €9,436 milliou in 2007, with Telefonica Europe and TelefOnica 
Spain primarily responsible for the decrease as a result of exchange rate effects and a decrease in the average value of plant subject 10 depre<:iation, 
respectively. Depreciation and amortization in 2008 includes the amortization of the purchase price allocation made following the acquisitions of the 02 
Group (€689 million) and Telefonica 02 Czech Republic (fBI million) 

Operating income 

As a result of the foregoing, our operating income increased 3.6% to €B,873 million in 2008 from €13,J88 million in 2007. 

Share of profit (loss) of associates 

Our share of profit (loss) of associates amounted to a loss of€161 million in 2008 compared to a gain of€140 million in 2007, primarily as a resull of the 
net adjustment Telco made to the valuation of its investment in Telecom llalia. To estimate the adjustment to be recorded by the Tdefonica Group, we took 
the value of the estimated synergies we expect to achieve by improving certain processes in our operations in Europe as a result of certain alliances reached 
with Telecom rtalia. As a result of this revaluation, we recorded a loss of€209 million in 200S, which more than offset share ofprofits we recorded in respect 
of our interest in Portugal Telecom 
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Netfill~lIIciol il!Come (expense) 

Net financial expense decreased 1.6% to €2,797 million in 2008 compared to £2,844 million in 2007, primarily as a result of a €240 million reduction in 
financial expenses due to the decrease of average total debt outstanding in 2008 compared to 2007, which was panially offset by an increase in financial 
expenses of€218 million in 2008 compared to 2007 as a result of an increase in the average interest rate on our average net debt for 2008 to 5.95% (6.00%, 
excluding positive exchange rate differences) compared to 5.59''/0 in 2007. Management of the present value of pre-retirement plan commitments and other 
positions associated to mark-to-market positions, also had a positive impact of€93 million, which was €9 million more than in 2007. Positive exchange rate 
differences were €24 million in 2008 compared to €7 million in 2007, reflecting the impact of higher profit on the U.S. dollar positions at December 31, 2008 
compared to December 31, 2007. Excluding the impact of positive exchange rate differences, net financial expense was €2,821 million in 2008 and €2,851 
million in 2007 

Corporate income tax 

Corporate income tax increased to €3,089 million in 2008 compared to £1,565 million in 2007, implying an effective tax rate of 28.3%, while ourush 
outflow with respect to taxes was lower than the provision in 2008 due to our application of tax losses generated in previous years and pending 
deductions. The primary reason for our significantly lower tax provision in 2007 was our disposal of En demo I in 2007, which generated a loss for tax 
purposes. 

NOII..colltroffil/g il/terests 

Our non..controlling interests increased by 10.2% to a negative figure of€234 million in 2008 compared to a negative figure of€213 million in 2007, 
primarily as a result of higher profits at Telesp and Telefonica 02 Czech Republic, which we account for as non-controlling interests. 

Profitfor the year attributable to equity holders oflhe parent company 

As a result of the above, our profit for the year attributable to equity holders of the parent company decreased 14.8% to €7,592 million in 2008 compared 
to €8,906 millioo in 2007. One of the major factors contributing to our lower profit for the year attributable to equity holders of the parent company in 2008 
compared to 2007 was our inclusion ofnon-recuning capital gains from the dispositions of Airwave and Endemol in our 2007 profit for the year attributable to 
equity holders ofthe parent company. 
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Results of Operations by Business Area for 2007 and 2008 

The table below sets forth the contribution to our results of operations by each of our three principal business areas and other companies for 2007 and 
2008. Revenues and related expenses presented for each of the business areas are presented after elimination of sales to other members of tile Tdefooka 
Group. See Note 4 10 our Consolidated Financial StatemenK 

"il' 

(1) Expenses as used in this table and in the below discussion include supplies expenses, personnel expenses and other expenses. It does not include 
depreciation and amonization. 

In the discussion that follows revenues and related expenses for each business included within a particular business area are presented gross of any 
eliminations due to sales to other businesses in such business area or other members oflhe Telefonica Group. 

Telcfonica Spain 

Revenues 

Beginning Janual)' 1, 2008, Telef6nica Spain changed the business model for its PUT service and related contracts in order to maximize its operations 
within the scope of the applicable regulatory framework (pUT revenues were 0.7"/0 ofTelef6nica Spain's 2007 revenues). As a result, this business is now 
managed on a pure wholesale basis, and net margin is recorded as revenues. During 2007, this business was managed on a retail basis and we recorded both 
gross revenues and the associated sales and marketing expenses required to promote PUT traff!c through resellers as separate line items. 

Telef6nica Spain's revenues increased 0.7% to €20,838 mi11ion in 2008 from €20,683 million in 2007. 
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