
considered part of the investment in a foreign operation, which are included under the "Translation differences" component of "Equity" in the 
consolidated statement of financial position. 

c) Goodwill 

For aequisitions after January 1,2004, the !FRS transition date, goodwill represents the excess of the aequisition cost over the aequirer's 
interest, at the aequisition date, in the fair values of identifiable assets, liabilities and contingent liabilities acquired from a subsidiary or joint 
venture. Aner initial measurement, goodwill is canied at cost, less any aCCllmulated impairment losses. 

In the transition to !FRS, TelefOnica availed itself of the exemption allowing it not to restate business combinations taking place before 
January I, 2004. As a result, the accompanying consolidated statements of financial position include goodwill net of amortization deducted 
until December 31, 2003, arising before the lFRS transition date, from the positive consolidation difference between the amounts paid to 
acquire shares of consolidated subsidiaries, and their carrying amounts plus increases in the fair value of assets and liabilities recognized in 
equity. 

In all cases, goodwill is recognized as an asset denominated in the currency of the COmpany aequired. 

Goodwill is tested for impainnent annually or more frequently if there are certain events or changes indicating the possibility that the 
canying amount may not be fully recoverable. 

The potential impairment loss is determined by assessing the recoverable amount of the cash-generating unit (or group of cash-generating 
units) to which the goodwill rclates when originated. If this recoverable amount is less than the canying amount, an irreversible impairment 
loss is recognized in income (see Note 3 f) 

d) Intangible msets 

Intangible assets are stated at acquisition or production cost, less any accumulated amortization or any accumulated impairment losses 

The useful lives of intangible assets are assessed individually to be either finite or indefinite. Intangible assets with finite lives are amortized 
systematically over the useful economic life and assessed for impainnent whenever events or changes indicate that their carrying amount 
may not be recoverable. Intangible assets with indefinite useful lives are nol amortized, but are tested for impainnent annually, or more 
frequenlly in the evenl of indications that their carrying amount may not be recoverable (see Note 3 f) 

Management reassesses the indefinite useful life classification of these assets on an annual basis 

Amortization methods and schedules are revised annually at year end and, where appropriate, adjusted prospectively. 

Research and dt!l'elopment costs 

Research costs are expensed as incurred Costs incurred in developing new products to be marketed or used for the Group's own network, 
and whose future economic viability is reasonably certain, are capitalized and amortized on a straight-line basis over the period during which 
the related project is expected to generate economic benefits, starting upon its completion 
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Recoverability is considered to be reasonably assured when the Group can demonstrate the technical feasibility of completing the intangible 
asset, whether it will be available for use or sale, its intention 10 complete and its ability 10 use or sell the asset and how the asset will 
generate future economic benefits 

As long as intangible assets developed internally are not in use, the associated capitalized development costs are tested for impairment 
annually or more frequently if there are indications that the carrying amount may not be fully recoverable_ Costs incurred in connection with 
projects that are not economically viable are charged to the consolidated income statement for the year in which this cir(:llmstance becomes 
known 

Serl'ice CotlCt!ssioll arrangements 

These arrangements relate to the acquisition cost of the licenses granted to the TelefOnica Group by various public authorities to provide 
telecommunications services and to the value assigned to licenses held by certain companies at the time they were included in the Telef6nica 
Group 

These concessions are amortized on a straight-line basis over the duration of related licenses from tbe moment commercial exploitation 
commences 

ClIst011U'r base 

This represents the allocation of acquisition costs attributable to customers acquired in business combinations. Amortization is on a straight
line basis over the estimated period of the customer relationship 

Software 

Software is stated at cost and amortized on a straight-line basis over ils useful life, genually estimated at three years. 

e) Property, plant and equip11U'nt 

Property, plant and equipment is stated at cost less any accumulated depreciation and any accumulated impairment in value Land is not 
depreciated 

Cost includes external and internal costs comprising warehouse materials used, direct labor used in installation work and the allocable portion 
of the indirect costs required for the related investment. The laner two items are recorded as revenues under ~Other mcome - Own work 
capitalized" Cost includes, where appropriate, the initial estimate of decommissioning, retirement and site reconditioning costs wben the 
Group is under obligation to incur such costs due to the use of the asset. 

Interest and other financial expenses incurred and directly attributable to the acquisition or construction of qualifying assel!i are capitalized_ 
Qualifying assets at the Telefonica Group are those assets that require a period of at least 18 months to bring the assets to their intended use 
or sale. 

The costs of expansion, modernization or improvement leading to increased productivity, capacity or efficiency or to a lengthening of the 
useful lives of assets are capitalized when recognition requirements are met. 

Upkeep and maintenance expenses are expensed as incurred 

The Telefonica Group assesses the need to write down, if appropriate, the carrying amount of each item of property, plant and equipmCJIl to 
its recoverable amount, whenever there are Indications that the assets' carrying amount exceeds the higher of its fair value less costs to sell or 
ils value in use_ The impairment provision is not maintained if the factors giving rise to the impairmCJIt disappear (see Note 3 f) 
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The Group's subsidiaries depreciate their property, plant and equipment once they are in full working condition using the straight-line 
method based on the assets' estimated useful lives, calculated in accordance with technical studies which are revised periodically based on 
technological advances and the rate of dismantling, as follows: 

Assets' estimated residual values and methods and depreciation periods are reviewed, and adjusted if appropriate, prospc,;tively at each 
financial year end 

f) Impairment of non-cu"ent tJuds 

Non-current assets, including property, plant and equipment, goodwill and intangible assets are evaluated at each reporting date for 
indications of impairment losses. Wherever such indications exisl, OJ" in the case of assets which are subject to an annual impairment test, a 
recoverable amount is estimated, as the higher of fair value less cosls 10 sell and ,'Olue in use. In assessing value in flse, the estimated future 
cash flows deriving from the use of the asset or its cash genefllting unit, as applicable, are discounted to their present value using a pre-lax: 
discount rate that refleds current market assessments of the time value of money and the risks specific to the asset. When tbe carrying 
amount of an asset exceeds its recovefllble amount, the asset is considered to be impaired. In this case, the canying amount is written down to 
rei:overable amount and tbe resulting loss is takell to the income statement. Future depreciation or amortiution charges are adjusted for the 
asset's new ca~ing amount over its remaining useful life. Each asset is assessed individually for impairment, unless the asset does not 
genefllte cash inflows that are largely indepelldent of those from other assets (or cash-generating units). 

The Group bases the calculation of impairment on Ihe business plans of the various cash-generating units to which the assets are allocated 
These business plans generally cover a period of three 10 five years. For longer periods, an expected constant or decreasing growth rate is 
applied to the projections based on these plans from the fifth year. The growth rates used in 2009 are as follows· 

Tbe main variables used by management to determine recoverable amounts are ARPU (avefllge revenues per user), customer acquisition and 
retention costs, share of net adds in accesses, market shares, investments in non-current assets, growth rates and discount rates. 

Pre-tax discount rales adjusted for country alld busilless risks are applied. The following ranges or rates were used in 2009: 
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Rates 2009 

Businesses in Latin America 8.6%-19.4% 

When there are new events or changes in circumstances that indicate that a previously recognized impairment loss no longer exists or has 
been decreased, a new estimate of the asset's recoverable amount is made. A previously recognized impairment loss is reversed only if there 
has been a change in the estimates used to detennine the asset's recoverable amount since the last impairment loss was recognized. If that is 
the case, the carrying amount of the asset is increased to its recoverable amount. The reven;.al is limited to the net carrying amount that would 
have been detennined had no impairment loss been recognized for the asset in prior years. Such reversal is recognized in profit or loss and 
the depreciation charge is adjusted in future periods to allocate the asset's revised carrying amount. Impainnent losses relating to goodwill 
cannot be reversed in future periods. 

g) Leases 

Thll determination of whether an arrangement is, or contains a lease is based on the substance of the agreement and requires an assessment of 
whether the fulfillment of the arrangement is dependent on the use of a specific asset and the agreement conveys a right to the TelefOliica 
Group to the use of the asset 

Leases where the lessor does not transfer substantially all the risks and benefits of ownership of the asset are classified as operating leases. 
Operating lease payments are recognized as an expense in the income statement on a straight-line basis over the lease term. 

Leases 8fe classified as finance leases when the tenns of the lease transfer substantially all the risks and rewards incidental to ownership of 
the leased item to the Group. These are classified at the inception ofthe lease, in accordance with its nature and the associated liability, at the 
lower orthe present value of the minimum lease payments or the fair value of the leased property. Lease payments are apportioned between 
the finance costs and reduction of the principal of lease liability so as to achieve a constant rate of interest on the remaining balance of the 
liability. Finance costs are reflected in the income statement over the lease term. 

h) Inl'e!!llJIenls in anociates 

The Telefonica Group's investments in companies over which it e/l:ercises significant influence (evidenced via representatioo on the board of 
directors or agreements with shareholders) but does not control or manage jointly with third parties are accounted for using the equity 
method. The carrying amount of investments in associates includes related goodwill and the consolidated income statement reflects the share 
of profit or loss from operations of the associate. If the associate recognizes any gains or losses directly in equity, the Group also recognizes 
the corresponding portion of these gains or losses directly in its own equity. 

i) Financial anel5 and liabilities 

Financial investmenl5 

All nonnal purchases and sales of financial assets are recognized in the statement of financial positioo on the trade date., i.e. the date that the 
Company commits to purchase or sell the asset. The Telef6nica Group classifies its financial instruments into four (:8tegories for initial 
recognition purposes: financial assets at fair value tbrough profit or loss, loans and receivables, held-to-maturity investments and available
for-sale financial assets. When appropriate, the Company re-evaluates the designation at each financial year end 
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Financial assets held for trading, i.e .• investments made with the aim of realizing short-tenn returns as a result of price changes, a~ included 
in the category final/cial assets at fair value through profit or loss and presented as current assets. Derivatives are classified as held for 
trading unless they are designated as effective hedging instruments. The Group also classifies certain financial instruments under this 
category when doing so eliminates or mitigates measurement or recognition inconsistencies that could arise from the application of other 
criteria for measuring assets and liabilities or for recognizing gains and losses on different bases. Also in this category are financial assets for 
which an investment and disposal strategy has been designed based on their fair value. Financial instruments included in this category are 
recorded at fair value and are remeasured at subsequent reporting dates at fair value, with any realized or unrealized gains or losses 
recognized in the income statement_ 

Financial assets with fixed maturities that the Group has the positive intention and ability (legal mid fi1l(llIciaf) to hold until maturity are 
classified as held-to-maturity and presented as "Currellt assets" or "Noll-aJrrellt assets," depending on the time left until settlement. 
Financial assets falling into this category are measured at amortized cost using the effective interest rate method. Gains and losses are 
recognized in the income statement when the investments are sehlement or impaired, as well as through the amortization process. 

Financial assets which the Group intends to hold for an unspecified period of time and could be sold at any time to meet specific liquidity 
requirements or in response to interest-rate movements are classified as UI'Oilable:/or-sale. These investments are recorded under "Non
CUlTent assets," unless it is probable and feasible that they will be sold within 12 months. Financial assets in this category are measured at fair 
value. Gains or losses arising from changes in fair value are recognized in equity at each financial year end until the investment is 
derecognized or detennined to be impaired, at which time the cumulative gain or loss previously reported in equity is recognized in profit or 
loss. Dividends from UI'Oilable:/or-safe investments are recognized in the income statement when the Group hIlS the right to receive the 
dividend. Fair value is detennined in accordance with the following criteria: 

Listed securities on active markets' 

Fair value is considered to be the quoted market price at the closing date. 

Unlisted securities 

Fair value is detennined using valuation techniques such as discounted cash flow analysis, option valuation models, or by reference to 
ann's length market transactions. When fair value cannot be reliably detennined, these investments are carried at cost. 

Loalls and receivobles include financial assets with fixed or detenninable payments that are not quoted in an active market and do not fall 
into any of the previous categories. These assets are carried at amortized cost using the effective interest rate method. Gains and losses are 
recognized in the income statement when the loans and receivables are derecognized or impaired, as well as through the amortization 
process. Trade receivables are recognized at the original invoice amount. A provision is recorded wben there is objective evidence of 
customer collection risk. The amount of the provision is calculated as the difference between the carrying amount of the doubtful trade 
receivables and their recoverable amount. As a general rule, current trade receivables are not discounted 

The Group assesses at each reporting date whether a financial asset is impaired. If there is objective evidence that an impainnentloss on a 
financial asset carried at amortized cost has been inculTed, the amount of the loss is measured as the difference between the asset's carrying 
amount and the present value of estimated future cash flows (excluding future expected credit losses that have not been incurred) discounted 
at the financial asset's original effective interest rate. 

For equity instruments included in al'O;Joble:/or-sole financial assets, the Company assesses individually for each security whether there is 
any objective evidence that an asset is impaired 

F-16 



as a result of one or more events indicating that the carrying amount of the security will not be recovered. If there is objective evidence that 
an available-for-sole financial instrument is impaired, the cumulative loss recogniud in equity. measured as the difference between the 
acquisition cost (net of any principal payments and amortization made) and the fair value at that date, less any impainnent loss on that 
investment previously recognized in the income statement 

Fioancial assets are only fully or partially derecognized when: 

I. The rights to receive cash flows from the asset have expired; 

2. An obligation to pay the cash flows received from the asset to a third party has been assumed; or 

3. The rights to receive cash flows from the asset have been transferred to a third party and all the risks and rewards of the asset have been 
substantially transferred. 

Cash llnd cash equjvalents 

Cash and cash equivalents comprise cash on hand and at banks, demand deposits and other highly liquid investments with an original 
maturity of three months or less. These items are slated at historical cost, which doesnot differ significantJ.yfrom realizable value. 

For the purpose of the consolidated statement of cash flows, cash and cash equivalents are shown net o~any outstanding bank overdrafts. 

Prefe"ed stock 

Preferred shares are classified as a liability or equity instrument depeoding on the issuance terms. A preferred share issue is oonsida-ed equity 
only when the issuer is not obliged to give cash or another financial instrument in the form of either principle repayment or dividend 
payment, whereas it is recorded as a financial liability on the statement of financial position whenever the Telef6nica Group does not have 
the right to avoid cash payments 

[$Sill'S and interest-bearing debt 

These debts are recognized initially at the fair value of the consideration received less directly attributable transaction costs. After initial 
recognition, these financial liabilities are measured at amortized cost using the effective interest rate method. Any difference between the 
cash received (net of transaction costs) and Ihe repayment value is recognized in the income statement over the life of the debt. Interest
bearing debt is considered non-i:urrent when its maturity is over 12 months or the Telefl!nica Gmup hIlS full diSCl"etion to defer settlement for 
at least another 12 months from the reporting date. 

Financial liabilities are derecognized when the obligation under the liability is discha.ged. cancelled or expires. Where an existing financial 
liability is replaced by another from the same lender under substantially different teons, such an exchange is treated lIS a derecognition of the 
original liability and the recognition of a new liability, and the difference between the respective canying amoonts is recognized in the 
income statement 

DerivQtivejinancial instruments and hedge accounting 

Derivative financial instruments are initially recogniud at fair value, nonnally equivalent to cost Their canying amoonts are subsequently 
remeasured at fair value. Derivatives are carried as assets when the fair value is positive and as liabilities when the fair value is negative. 
They are classified as current or non-i:urrent depending on whether they fall due within less than or after one year, respectivdy. Derivatives 
that meet all the criteria for consideration as long-leon 
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hedging instruments are recorded as non-current assets or liabilities, depending on their positive or negative values. 

The accounting treatment of any gain or loss resulting from changes in the fair value of a derivative depends on whether the derivative in 
question m~ts all the criteria for hedge accounting and, ifappropriate, on the nature of the hedge. 

The Group designates certain derivatives as; 

Fair value hedges, when hedging the exposure to changes in the fair value of a recognized asset or liahility; 

2. Cash flu,," "edges, when hedging exposure to variability in cash flows that is either attributable to a particular risk associated with II. 

recognized asset or liability or a forecast transaction; or 

3. Hedges of a lief illWlSfmel// ill aforeigll operation 

A hedge of the foreign currency risk in a firm commitment is accounted for as either a fair value or a cash flow hedge. 

Changes in fair value of derivatives that qualifY as fair value hedges are recognized in the income statement, together with changes in the fair 
value of the hedged asset or liability attributable to the risk being hedged 

Changes in the fair value of derivatives that qualifY and have been assigned to hedge cash flows, which are highly effective, are recognized in 
equity. The ponion considered ineffective is taken directly to the income statement. Fair value changes from hedges that relate to firm 
commitments or forecast transactions that result in the recognition of non-financial assets or liabilities are included in the initial measurement 
of those assets or liabilities. Otherwise, changes in fair value previously ret:ognized in equity are recognized in the income statement in the 
period in which the hedged transaction affects profit or loss 

An instrument designed to hedge foreign currency exposure from a net investment in a foreign operation is accounted for in a similar manner 
to cash flow hedges. 

The application of the Company's corporate risk-management policies could result in financial risk-hedging transactions that make economic 
sense, yet do not comply with the criteria and effectiveness tests required by accounting policies to be treated as hedges. Alternatively, the 
Group may Opt not to apply hedge accounting criteria in certain instances. In these cases, gains or losses resulting from changes in the fair 
value of derivatives are taken direetly to the income statement. Transactions used to reduce the exchange rate risk relating to the income 
contributed by foreign subsidiaries are not treated as hedging transactions 

From inception, the Group formally documents the hedging relationship between the derivative and the hedged item, as well as the associated 
risk management objet:tives and strategies. The documentation includes identification of the hedge instrument, the hedged item or transaction 
and the nature of the risk being hedged. Tn addition, it states how it will assess the hedging instrument's effectiveness in offsetting the 
exposure to changes in the hedged item's fair value or cash flows attributable to the hedged risk. Hedge effectiveness is assessed, 
prospectively and retrospectively, both at the inception of the hedge relationship and on a systematic basis throughout the life of the hedge 

Hedge accounting is discontinued whenever the hedging instrument expires or is sold, terminated or settled, the hedge no longer meets the 
criteria for hedge accounting or the Company revokes the designation. Tn these instances, gains or losses accumulated in equity are not taken 
to the income statement until the forecast transaction or commitment affects profit or loss. However, if the hedged transaction is no longer 
expected to occur, the cumulative gains or losses recognized directly in equity are taken immediately to the income statement 
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The fair value of the derivative portfolio includes estimates based on calculations using observable market data, as well as specific pricing 
and risk-management tools commonly used by financial entities. 

i) [IIVl!1Itorie.f 

Materials stored for use in investment projects and inventories for consumption and replacement are valued at the lower of weighted average 
cost and net realizable value 

When the cash flows associated with the purchase of inventory are effectively hedged, the corresponding gains and losses accumulated in 
equity become part of the cost of the inventories acquired. 

Obsolele, defective or slow-moving inventories have been written down to estimated net realizable value. The recoverable amount of 
inventory is calculated based on inventory age and turnover. 

k) Trl!asury shares 

Treasury shares are stated at cost and deducted from equity. Any gain or loss obtained on the purchase, sale, issue or cancellation of treasury 
shares is recognized directly in equity 

I) /'rQvi.fiom; 

PellsiOlls Qild other employel! obJigaliOllS 

Provisions required to cover the accrued liability for defined-benefit pension plans are determined using "the projected unit credit" actuarial 
valuation method. The calculation is based on demographic and financial assumptions for each country considering the macroeconomic 
environment. The discount rales are determined based on market yield curves. Plan assets are measured at fair value. Actuarial gains and 
losses on post-employment defined-benefit plans are recognized immediately in equity. 

For defined-contribution pension plans, the obligations are limited to the payment of the contributions, which are taken to the income 
statement as accrued. 

Provisions for post-employmcnt benefits (e.g. early retiremetlt or other) are calculated individually based 011 the terms agreed with the 
employees. In some cases, these may require actuarial valuations based on both demographic and financial 8&SU11lptiOns. 

Othl!r prOl'i.fjolls 

Provisions are recognized when the Group has a present obligation (legal or constructive), as a result of a past event, it is probable that an 
outflow of resources embodying economic benefits will be required 10 settle the obligation and a reliable estimate can be made oflbe amOWit 
of the obligation. When the Group expecls some or all of a provision 10 be reimbursed. for example under aD insurance contract, the 
reimbursemenl is recognized as a separate asset, but only when the reimbursement is virtually certain. The expense relating to any provision 
is presented in the income statemetlt net of any reimbursement. If the effect oflhe time value of money is material, provisions are discounted, 
and the corresponding increase in the provision due to the passage of time is recognized as a finance cost 
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m) Shore-based payments 

The Group has compensation systems linked 10 the market value of its shares, providing employees share options. Certain compensation 
plans are cash-settled, while others are equity-settled. 

For cash-settled share-based transactions, the total cost of the rights granted is recognb:ed as an expense in the income statement over the 
vesting period with recognition of a corresponding liability ("Performance period"). The total cost of the options is measured initially at fair 
value at the grant date using statistical techniques, taking into account the teons and conditions established in each share option plan. At each 
subsequent reporting date, the Group reviews its estimate of fair value and the number of options it expects to be exercised, remeasuring the 
liability, with any changes in fair value recognized in the income statement 

For equity-settled share option plans, fair value at the grant date is measured by applying statistical techniques or using benchmark securities. 
The cost is recognized, together with a corresponding increase in equity, over the vesting period. At each subsequent reporting date, the 
Company reviews its estimate of the number of options it expects to vest, with a corresponding adjustment to equity 

n) Corporate income tOJ( 

This heading in the accompanying consolidated income statement includes all the expenses and credits arising from the corporate income tax 
levied on the Spanish Group companies and similar taxes applicable to the Group's foreign operations. 

The income tax expense of each year includes both current and deferred taxes, where applicable. 

Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be recovered from or paid to the 
taxation authorities. The tax rates and tax laws used to compute the amount are those that are enacted or substantively enacted by the 
reporting date. 

Deferred taxes are calculated based on a statement of financial position analysis of the temporary differences generated as a result of the 
difference between the tax bases of assets and liabilities and their respective carrying amounts 

The main temporary differences arise due to discrepancies between the tax bases and carrying amounts of plant, property and equipment, 
intangible assets, and non-4eductible provisions, as well as differences in the fair value and tax bases of net assets acquired from a subsidiruy, 
associate or joint venture. 

Furthermore, deferred taxes arise from unused tax credits and tax loss carryforwards. 

The Group determines deferred tax assets and liabilities by applying the tax rates that will be effective when the corresponding asset is 
received or the liability is settled, based on tax rates and tax laws that are enacted (or substantively enacted) at the reporting date 

Defcrred income tax assets and liabilities are not discounted to present value and are classified as non-current, irrespective of the date of their 
reversal. 

The carrying amount of deferred income tax assets is reviewed at each reporting date and reduced to the extent that it is no longer probable 
that sufficient taxable profit will be available to allow all or part of the deferred income tax asset to be utilized. Unrecognized deferred 
income tax assets are reassessed at each reporting date and are recogni:red to the extent that it has become probable that future taxable profit 
will allow the dererred tax asset to be recovered. 
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Deferred tax liabilities on investments in subsidiaries, branches, associates and joint ventures aTe not recognized if the parent company is in a 
position to control the timing of the reversal and if the reversal is unlikely to take place in the foreseeable future. 

Deferred income tax relating to items directly recognized in equity is recognized in equity. Deferred tax assets and liabilities resulting from 
business combinations are recognized in connection with the purchase price allocation. Subsequent increases in required deferred tax assets 
are deducted from goodwill. 

Deferred tax assets and liabilities are offset if a legally enforceable right exists to set off current tax assets against current tax liabilities and 
the deferred taxes relate to the same taxable entity and the same taxation authority. 

0) Revenue and expenses 

Revenue and expenses are recognized on the income statement based on an accruals basis; i.e. when the goods or services represented by 
them take place, regardless of when actual payment or collection OCClirs 

The Tclefonica Group principally obtains revenues from providing the following telecommunications services: traffic. connection fees, 
regular (nonnally monthly) network usage fees, interconnection, network and equipment leasing, handset sales and other services, \lalue
added services (e.g. text or data messaging) and maintenance. Products and services may be sold separately or in promotional packages 
(bundled) 

Revenues from calls carried on Telefonica's networks (traffic) entail an initial call establishment fee plus a \lariable call11Ite, based on call 
length, distance and type of ser¥ice. 80th wireline and wireless tl1lffic is recognized as revenue as ser¥ice is provided. For prepaid calls, the 
amount of unused traffic generates a deferred revenue recognized in "Trade and other payables" 00 the statement of financial position. 
Prepaid cards generally expire within 12 months and any deferred rt\Ienue from prepaid traffic is taken directly to the income statement when 
the card expireS as the Group has no obligation to provide ser¥ice after this date. 

Revenue from traffic sales and scr¥ices at a fixed rate over a specified period of time (flat rate) are recognized on a straight-line basis over 
the period of time covered by the rate paid by the customer. 

Connection fees arising when customers connect to the GrO\lp'S network are deferred and taken to the income statement throughout the 
average estimated customer relationship period, which varies by type of selVice. All related costs, except those related to network 
enlargement expenses, administrative expenscs and overhead, are recognized in the income statement as incurred. 

Installment fees are taken to the income statement on a straight-line basis over the related period. Equipment leases and other 5e1Vices are 
taken to profit or loss as they are consumed. 

Interconnection fees from wireline-wireless and wireless-wireline calls and other customer $C[\Iices are recognized in the period in which the 
calls are made 

Revenues from handset and cquipment sales are recognized once the sale is considered complete, i.e., generally when delivered to the end 
customer 

In the wireless telephony business there are loyalty campaigns whereby customers obtain points for the telephone traffic they generate. The 
amount assigned to points awarded is recognized as deferred income until the points are exchanged and recognized as sales or SClVices based 
on the product or $Cr¥ice chosen by the customer. This exchange can be for discounts on the purchase of handsets, traffic or other types of 
services based on the number of points eamed and the type of contract involved. The accompanying consolidated statements of 
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financial position include the related deferred revenue, based on an estimate of the value of the points accumulated at year end, under "Trade 
and other payables" 

Bundle packages, which include different elements, are sold in the wireline, wireless and internet businesses. They are assessed to determine 
whe1her it is necessary to separate the separately identifiable elements and apply the corresponding revenue recognition policy to each 
element. Total package revenue is allocated among the identified elements based on their respective fair values (i.e. the fair value of each 
element relative to the total fair value of the package). 

As connection or initial activation fees, or upfront non-refundable fees, cannot be separately identifiable as elements in these types of 
packages, any revenues received from customer for these items are allocated to the remaining elements. However, amounts contingent upon 
delivery of undelivered elemenlS are not allocated to delivered elements. 

All expenses related to mixed promotional packages are taken to the income statement as incurred 

p) Use of t!5timott!5, O!Jsumptions andjudgments 

The key assumptions concerning the future and other relevant sources of uncertainty in estimates at the reporting date that could have a 
significant impact on the consolidated financial statements within the next financial year are discussed below. 

A significant change in the facts and circumstances on which these estimates and related judgmenlS are based could have a material impact 
on the Group's resullS and financial position. 

Property, planttmd equipment, intangible assets and goodwill 

The accounting treatment of investmenlS in property, plant and equipment and intangible assets entails the use of estimates to determine the 
useful life for depreciation and amonization purposes and to assess fair value at their acquisilion dates for asselS acquired in business 
combinations. 

Determining useful life requires making estimates in conneclion with future technological developments and alternative uses for assets. There 
is a significant element of judgment involved in making technological development assumptions, since the timing ond scope of future 
technological advances are difficult to predict 

When an item of property, plant and equipment or an intangible asset is considered to be impaired, the impairment loss is recognized in the 
income statement for the period. The decision to recognize an impairment loss involves estimates of the timing and amount of the 
impairment, as well as analysis of the reasons for the potential loss. Furthermore, additional factors, such as lechnological obsolescence, the 
suspension of certain services and other circumstantial changes are taken inlo account 

The Telefonica Group evaluates ilS cash·generating unilS' performance regularly to identify potential goodwill impainnents. Determining the 
recoverable amount of Ihe cash-generating units to which goodwill is allocated also entails the use of assumptions and estimates and requires 
a significant element of judgment 

Income taxes 

The Group assesses the recoverability of deferred tax assets based on estimates of future earnings. The ability to recover these taxes depends 
ultimately on the Group's ability 10 generate taxable earnings over the period for which the deferred tax asselS remain deductible This 
analysis is based on the estimated schedule for reversing deferred tax liabilities, as well as 
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estimates of taxable earnings, which are sourced from internal projections and are cOIltinuously updated to reflect the latest tJellds. 

The appropriate classification of tax assets and liabilities depends 00 a series offactors, including estimates as to the timing and reaiizatiOIl of 
deferred tax assets and the projected tax payment schedule. Actual Group company income tax receipts and payments could differ from the 
estimates made by the Group as a result of changes in tax legislation or unforeseen transactions that could affect tax balances. 

Provisions 

Provisions are recognized when the Group has a present obligation as a result of a past event, it is probable that an outflow of resources will 
be required to settle the obligation and a reliable estimate can be made of the amount of the obligation. This obligation may be legal or 
constructive, deriving from iI/fer alia regulations, contracts, normal practices or public commitments that lead third panics to reasonably 
expect that the Group will assume certain responsibilities. The amount of the provision is determined based on the best estimate of the 
outflow of resources required to settle the obligation, bearing in mind all available infonnation at the $latement of financial position date, 
including the opinions of independent experts such as legal counselor consultants. 

Given the uncertainties inherent in the estimates used to determine the amount of provisions, actual outflows of resources may differ from the 
amounts recognized originally on the basis of the estimates. 

Revenue recognition 

COllllecfionjees 

Connection fees, generated wben customers connect to the Group's network, are deferred and recognized as revenue over the average 
estimated customer relationship period 

The estimate of the average estimated customer relationship period is based on the recent history of customer chum. Potential changes in 
estimates could lead to changes in both the amount and riming of the future recognition of revenues. 

BUlldled offers 

Bundled ofTers that combine different elements are assessed to detennine whether it is necessary to separate the different identifiable 
components and apply the corresponding revenue recognition policy to each element. Total package revenue is allocated among the identified 
clements based on their respective fair values. 

Determining fair values for each identified element requires estimates that are complex due to the nature of our business. 

A change in estimates of fair values could affect the apportionment of revenue amOIlg the clements and, as a result, revenues in future years. 

q) Consofidalion me/hods 

The consolidation methods applied are as follows: 

Full consolidation method for companies over which the Company controls either by exercising effective control or by virtue of 
agreements with the other shareholders 
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- Proportionate consolidation method for companies which are jointly controlled with third parties (joint ventures). Similar items arc 

grouped together such that the corresponding proportion of these companies' overall assets, liabilities, expenses and revenues, and cash 
flows are integrated on a line by line basis into the consolidated financial statements 

_ Equity method for companies in which there is significant influence, but not control or joint control with third parties. 

In certain circumstances, some of the Group's investees may require a qualified majority to adopt certain resolutions, This, together with 
other factors, is taken into account when selecting the consolidation method. 

All material accounts and transactions bctween the consolidated companies were eliminated on consolidation. The returns generated on 
transactions involving capitalizable goods or services by subsidiaries with other Telefonica Group companies were eliminated on 
consolidation 

The financial statements of the consolidated companies have the same financial year end as the parent company's individual financial 
statements and are prepared using the same accounting policies. In the case of Group companies whose accounting and valuation methods 
differed from those of TelefOnica, adjustments were made on consolidation in order to present the consolidated financial statements on a 
uniform basis. 

The consolidated income statement and consolidated statement of cash flows include the revenues and expenses and cash flows of companies 
that are no longer in the Group up to the date on which the related holding was sold or the company was liquidated, and those of the new 
companies included in the Group from the date on which the holding was acquired or the company was incorporated through year end. 

Revenue and expenses associated with discontinued operations are presented in a separate line on the consolidated income statement. 
Discontinued operations are those with identifiable operations and cash flows (for both operating and management purposes) and that 
represent a line of business or geographic unit which has been disposed of or is available for sale. 

The share of non-contro11ing interests in the equity and results of the fully consolidated subsidiaries is presented under "Non-controlling 
interests" on the consolidated statement offi'nancial position and income statement, respectively 

r) ACqMi5itioR:' and di5P05tlb Of non -controlling interests 

AcquisitiO/ls of equity shares of subsidiaries from non-controlling interests: 

The Telefonica Group treats increases in equity investments of companies already controlled by the Group via purchases of non-eontrolling 
interests by recognizing any difference between the acquisition price and the canying amount of the minority interest's participation as 
goodwill. 

Disposals ofillV€slmfmts ill subsidiaries wilhoul relillquishillg cOlltrol: 

In transactions involving the sale of investments in subsidiaries in which the Group retains conlTol, the Telef6nica Group derecognizes the 
carrying amount of the shareholding sold, including any related goodwilL The difference between this amount and the sale price is 
recognized as a gain or loss in the consolidated income statement. 

Commitments to acqUire 1101I-CQllfTOl/illg illlereSls (Pili options): 

Put options granted to non-contro11ing interests of subsidiaries are measured at the exercise price and classified as a financial liability, with a 
deduction from non-controlling interests on the consolidated statement of financial posilion. Where the exercise price exceeds the balance of 
non-controlling interests, the difference is recognized as an increase in the goodwill of the 
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subsidiary. At each reporting dale, the difference is adjusted based on the exercise price of the options and the canying amount of nOll
controlling interests. 

s) Nell' IFRS and interpretations of the International Financial Reporting Interpretations Committu (lFRlq 

The accounting policies applied in the preparation of the financial statements for the year ended December 31, 2009 are consistent with those 
used in the preparation of the Group's consolidated annual financial statements for the year ended December 31, 2008, except for the 
adoption of new standards, amendments to standards lII1d interpretations published by the International Accounting Standards Board (lASB) 
and the International Financial Reporting Interpretations Committee (IFRIC), and adopted by the European Union, effective as of January I, 
2009, noted below: 

Amendment to lAS 23, Borrowi1lg costs 

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

Amendment to lAS I, Revised Presel/lalioll of Fimmcial Statements 

The revised standard separates owner from non-owner changes in equity. The statement of changes in equity includes only details of 
transaction with owners, with non-owner changes presented as a single line. In addition, the standard introduces the statement of 
comprehensive income which can be presented in one single statement or in two linked statements. Telefonica has elected to present two 
statements. This change is not mandatory, but the Group has decided to use the proposed tides, which are: 

statement offinandal position, instead of "balance sheet" 

income statement 

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

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

statement of cash flows instead of "cash flow statement" 

Amcndment to IFRS 2, Share-based Paymcnt: Vesting Conditiol/s and COllcellotiollS 

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 mel. The adoption of this amendment has not had any impact on the financial position or 
performance oftbe Group. 

Amendments to lAS 32, Financial /lIStruments: Presentatio1l and lAS I Prese1l/a/i0ll of Fifl(lntia/ Stolements - hl/abfe Financial 
Instruments and Obligati01ls Arisillg 011 Liquidation 

These amendments include a limited scope exemption for puttable financial instruments to be classified as equity if they fulfill s~ified 
criteria. The adoption oftbis amendment has not had any impact on the financial position or pelformance of the Group. 

Improvements to IFRSs (May 2008) 

These improvements establish a broad amount of amendments to CUfTent IFRSs with the aim of removing inconsistencies and clarifYing 
wording. These improvements did not have any impact on the financial position or performance of the Group 

Amendment to IFRS 7, Fillanciallllstrllmellts: Disclosures 
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This amendment enhances the disclosure required about fair value measurements and liquidity risk. In addition, it introduces a three
level hierarchy of fair value measurement and the requirement to disclose any kind of change in the method of measuring fair value and 
the reasons behind it. The adoption of this amendmeot has not had any impact on the financial position or performance of the Group. 

Amendments to lAS 39 and IFRlC 9, Embedded deril"o/ives 

These amendments clarify the impact that a reclassification of a financial asset out of the/air l"Ollle 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 The adoption of this amendment has not had any impact on the financial position or 
performance of the Group. 

IFRlC 12, Sen-ice COllcessioll Arrallgemellts 

This interpretation provides guidance on the accounting by operators for obligations assumed and related rights acquired under service 
concession arrangements.The adoption of this amendment has not had any impact on the financial position or performance of the Group 

lFRlC 13, Customer Lvyalty Programmes 

This interpretation establishes that entities that have programs which award points or credits to their customers as the result of a 
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. In othec words, it is a transaction with multiple componcnts, combining the sale of the 
product or service itself and the sale of points or credits, therefore such that a part of the amount earned must be allocated to the points 
awarded and its recognition deferred until their redemption. The portion corresponding to the points will be determined by reference to 
their fair value. The adoption of this amendment has not had a significant impact on the financial position or performance of the Group. 

lFRlC 15, Agreements/or the COlls/ructioll 0/ Real Estate 

This interpretation refers to agreements for the construction of real estate and addresses to related issues: it determines whether the 
construction of real estate is within the scope of lAS II, COllstructioll COlltracts, or lAS 18, RelYmue and, when revenue from lite 
construction of real estate should be recognized. The adoptinn of this amendment has not had any impact on the financial position or 
performance of the Group 

IFRIC 16, Hedges 0/0 Nellm"Cstmelll ill a Foreigll Operali01l 

This inlerpretation establishes lite 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 or loss on disposal of the investment. The adoption of this amendment has not had any 
impact on the financial position or performance of the Group. 

IFRIC 18, Trans/ers 0/ Assetsfrom Cllstomers 

This interpretation applies to deliveries of assets from customers as of July 1,2009. This interpretation establishes the criteria for 
accounting transactions in which an entity receives from a customer an item of propeny, plant and equipment (or cash for their 
acquisition or construction) that the entity must use either to connect the customer to a network and/or to 
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provide the customer with ongoing access to a supply of goods or services. The adoption of this amendment has not had any impact on 
the financial position or perfonnance of the Group 

In addition, the Amendment to lAS 39 Hedges of Transactions betweell Segments, included in lmprowmellts to lFRS published in April 2009, is 
effective for annual periods beginning on or after January I, 2009, but has not been adopted by the European Union at the date ofprepilflltion of these 
consolidated financial statements. This amendment clarifies that hedge accounting may not be applied to transactions between segments in accordance 
with the principle of lAS 39, which does not allow hedge accounting to be applied to intragroup transactions in the consolidated financial statements. 
The application of this interpretation would not have had an impact on the 2009 consolidated financial statements. 

New IFRS aud Interpretations of the Illternational Financial Reporting Interpretations Committee (IFRlC) not effective as of December 31, 2009 

At the date of preparation of the accompanying consolidated financial statements, the following IFRS and IFRIC interpretations had been published, 
but their application was not mandatory: 

amendments I ............... ;.;~:.;::~::I I 
" .. 

~IFRS3 ~" 
J 2009) 

. ,'Oliii ' I 

I I ~2'\o(') 

I rol, I, 2009 I 
···c· 

I Fobru"Y 1,20\' I 

(.) The amendments to JFRS 2, lAS 38 (regarding inlangible assets acquired in business combinations) lFRIC 9 and IFRIC 16 beeome 
effective for all annual periods beginning on or after July I, 2009. In addition, no effective date has been established for the additional 
guidance to the appendix 10 lAS 18 for delennining whether an entity is acting as a principal or as an agent, as this appendix does not form 
part of the slandard 

The Group is currently assessing the impact of the application of these slandards, amendments and interprelations. Based on the analyses made to 
date, the Group estimates that their adoption will not 
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have a sigoificant impact on the consolidated financial Slatements in the initial period of application_ However, the changes introduced by the revised 
IFRS 3 and amendments to lAS 21 will affect fUiure acquisitions and transactions with non-controlling interests carried out on or after January 1. 
2010, as well as the subsequent recognition of tax assets acquired in business combinations prior to that date, as provided for in the transitional 
provisions_ Meanwhile, the changes introduced by IFRS 9 will affect financial assets and future transactions wilh financial assets carried out on or 
aflerlanuary 1.2013. 

(4) SEGMENT INFORMATION 

Combining Ihe wireline and wireless telephony services underscores the need to manage the business by region in order to olTer customers the best 
integrated solutions and support wireless-wireline convergence. 

To implementlhis management model, the Group has three large business areas: Telefonica Spain, Telefonica Europe and Telefonica Latin America, 
with each overseeing Ihe integrated business. This fooos the basis of the segment reporting in these consolidated financial Slatements. 

Telefonica Spain oversees the wireline and wireless telephony, broadband, internet, dala, broadband TV, value added services operations and their 
development in Spain. 

Telefonica Latin America oversees the same operations in Latin America. 

Telefonica Europe oversees the wireline, wireless, broadband, value added serviees and data operations in the UK, Germany, tbe Isle orMan, Ireland, 
tbe Czech Republic and the Slovak Republic. 

The TelefOnica Group is also involved in the media and contact center businesses througb investments in Telefonica de Contenidos and Atento, 
included under "Other and eliminations" together with the consolidation adjustments 

The segment reporting takes inlo account the impact of the purchase price allocation (PPA) to assets acquired and the liabilities assumed from the 
companies included in each segment. The assets and liabilities presented in each segment are those managed by the heads of each segment 

The Telefonica Group manages its borrowing activities and to" implications centrally. Therefore, it does not disclose the related assets, liabilities, 
revenue and e;.;penses breakdown by reportable segments 

For the presentation of the segment reporting, revenue and e"penses arising from the use of the trademark and management services and that do not 
affect the Group's consolidated results bave been eliminated from the operating results of each Group segment 

Inter-segment transactions are carried out at market prices 

Key information for these segments is as follows: 
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Millions of euros Telef6nica 

Millions of eurns 

Telef6nica Lalin 
America 

Telefonica Lalin 
America 
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Millions of euros 
Other and 
eliminations 

(.) "Other operating income and expenses" for the "Other and inter-group eliminations" segment includes the 1,368 million eum gain on the sale of Endemol 
(see Note 19) 
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The breakdown of the segment revenues from operations by business and the main coonlries in which the GJoop operates is as follows: 
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(5) BUSINESS COl\IBINA TIONS AND ACQUISITIONS OF NON·CONTROLLING INTERESTS 

Business combinations; 

2009 

No significant business combinations were carried OUi in 2009 that had been completed as ofDe<:ember 31, 2009. 

2008 

On April 8,2008, VlVO, through its subsidiary Tele Centro Oeste!P, S.A. (TCO!P, S.A.), launched a voluntary tender offer for shares representing 
up to one third of the free float of the preferred stock of Telemig Celular Participa~oes, S.A. and its subsidiary Telemig Celular, S.A. at a price per 
share of 63.90 and 654.72 Brazilian reais, respectively. This offer, which concluded on May 15, 2008, reached a level of acceptance of close 10 100"10, 
which implied the acquisition by TCO IP, S.A. of 31.9% and 6% of the preferred shares of Telemig Celular Participa~oes, S.A and Telemig Celular, 
S.A., respectively 

FurthemlOre, in accordance with Brazilian Corporations law, TCO!P, SA submilled a mandatory tender offer on July 15,2008, for all the voting 
stock in Telemig Celular Participa~oes, S.A. and Telemig Celular, S.A. at a price per share equivalent to 80"10 of the purchase price of the voting 
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stock of these companies. After Ihis offer VIVO owned, directly and indirectly, 90.65% of the share capital ofTelemig Celular, S_A. and 58_9% of the 
sbare capital of Telemig Celular Participa~oes, S.A. Both companies are included in Ibe Telef6nic3 Group's consolidation scope using proportionate 
consolidation 

After the acquisition of these shareholdings, the purchase price was allocated to the assets acquired and the liabilities assumed using generally 
accepted measurement methods for each type of asset and/or liability based on the best information available 

The fair value of the licenses was determined using the Multi-period Excess Earnings Method (MEEM) by discounting the estimated future cash nows 
of the company's wireless business based on the assumptions contained in the Business Economic Valuation (BEV) prepared in accordance with 
Bra~ilian corporation law. 

The calculation only considered estimated revenue generated by new customers in the business plan and not existing customers in the portfolio at the 
time of the transaction. All applicable costs are deducted from Ihe estimated revenue, while the impact on cash nows of changes in working capital 

and the acquisition of assets is also considered, thus obtaining the estimated net cash now attributable to the asset 

The carrying amounts, fair values, goodwill and acquisition prices of the assets acquired and the liabilities assumed in this transaction at the date 
control was obtained bearing considering the effects of proportionality, were the following: 

Millions of euros 
(Dala al 50%) 

Property, plant and equipment 

~'a~~::" ----. 

Olher liabilities 

I~~~~~~olling interests 

Goodwill (Note 7) 

Tdemig Group 

Carrying 
amount 

I, 

Fairvalue 

263 

335 

3S 

The amount paid for the acquisition in 2008 was 522 million euros. Acquisition cost was calculated bearing in mind the ellchange rate effect of the difference 
between the ellchange rate applied up-on the initial inclusion ofTclemig's assets and liabilities in the Telefonica Group's consolidated financial statements and 
the average ellchange rale of the payments made in the acquisition of the shareholding. 

The impact of this acquisition on cash and cash equivalents was as follows: 

!\-Jillions of eurns 

ca~b- il,nd-casb-~u:tyidenis:ot _OOrD.pallI~s 
aci.f!!it¥_ . ~ _ 

Cash paid in the acquisition plus related costs 522 
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Acquisitions of non-controlling interests: 

2009 

There were no acquisilions of significant non-controlling interests in 2009. The detail of transactions carried out in the year is provided in Appendix I 
(see Note 24) 

2008 

The effect of the tender olTer for eTC's non-controlling interests was recognized in 2008. The impact of this acquisition OIl equity attributable to oon
controlling interests amounted to 397 million euros (see Note 12); while the related goodwill was 277 million euros (see Note 7). 

(6) INTANGIBLE ASSETS 

Movements in the items comprising net intangible assets in 2009 and 2008 are as follows: 

t: . 

lb.t .. <~al 
12J3l/07 Addilio", 
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The gross cost, accumulated amortization and impairment losses of intangible assets at December J I, 2009 and 2008 are as follows 
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Within the "Additions" column, the main additions in 2009 and 200g relate to investments in software 
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"Additions" of service concession arraogemeots in 2009 include the renewal of the operator's license in Nicaragua for an amount equivalent to 10 
million euros, and in 2008 the spectrum license at VIVO for 225 million euros and the operator's license in Ecuador for 90 million US dollan;, 
equivalent to 62 million euros. 

"Inclusion of companies" in 2008 mainly renects the impact of the inclusion of the Tclcmig Group in the consolidation scope (see Note 5) 

At December J I, 2009 and 2008, the Company carried intangible assets with indefinite useful lives of 111 and 104 million euros, respectively, related 
primarily to permanent licenses to operate wireless telecommunications services in Argentina 

Intangible assets are also subject to impainnent tests whenever there are indications of a potential loss in value and, in any event, at the end of each 
year. There was no significant impairment recognized in the consolidated financial statements for 2009 or 2008 as a result of these impairment tests. 

"Other intangible assets" includes the amounts allocated to trademarks acquired in business combinations, of 1,417 and 1,411 million euros at 
December J 1,2009 and 2008 (901 and 999 million euros net of the related accumulated amortization). 
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(7) GOODWILL 

The movement in this heading assigned to each Group segment was the following; 

i~ii~~:i~:tC;j£'f ~;;~j~ :5jfjf~!mr~W:&:l ~~1[~frlif&2~~ ~f&jJb" fmv~ " .. , - • - -I T~~ ,,,,,,,"" -'"",',,,;: <,F,">O' ::+-. ;i~:r,ji~:isw ... 'n9,U' ¥if i&1-i~-'itigm~; ~!M{tUl!)Q ,. 

Goodwill generated in the acquisition of foreign companies is treated as an asset denominated in the currency of the company acquired. and is 
therefore subject 10 exchange rate differences, which are included under"Translation differences." 

The impairment tests carried out did not identifY the need to recognize any material write-downs to goodwill at the 2009 and 2008 yeu ends as the 
recoverable amount, in all cases based on value in use, was higher than carrying amount 

In addition, sensitivity analyses were pelformed on changes reasonably expa;ted to ocwr in the primary valuatiOll variables, and the recoverable 
amount remained above the net carrying amount 

1009 

The primlll)' disposals in 2009 correspond to the measurement of the purchase commitment for non--()OOtroiling interests of Colombia de 
Telecomunicaciones. S.A. for 90 million euros (see Note 21) and the impact of the corporate restrucillring carried out at the VIVO Group. 

In addition, the favorable evolution of exchange rates applied to goodwill has led to an increase in this line item of719 million turns in the year, and 
the impact of recognizing Venezuela as a hyperinnationary economy (see Note 2) led to an increase in goodwill of713 million eurns. 

1008 

The primary acquisitions of goodwill in 2008 correspond to the acquisition of the Telemig Group, which led to the rewgnitioo of 35 million eurns of 
goodwill, and the first tranche of the buyout by CTC's non_controlling interests, which generated 277 million euros ofgoodwilL 
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In 2008, "Translation differences and other" had a major impact on the movement in the year owing to currency depreciation in several countrics in 
which the Group operates, especially the pound sterling, which resulted in a docrease in goodwill of 1,343 million euros 

(8) PROPERTY, PLANT AND EQUIPMENT 

The composition and movement of the items comprising net "Property, plant and equipment" in 2009 and 2008 was the following" 

Bal .... "" a' 
""'''' 

Additiollll Dtpnclat!Od Disposals 

The gross cost, accumulated depreciation and impairment losses of property, plant and equipment at December 31, 2009 and 2008 are as 
follows: 
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Among Ihe main investments in 2009 ond 2008 were additions by Telefonica de Espana of 1,276 million euros (1,042 millilHl cums in the fixed line 
and 234 million euros in the wireline business) and 1,681 million euros, respectively. In the fixed line business, investments mainly wenl 10 
broadband, Imagenlo and dala service for large cOlJl(lrate cuslomers, and 10 maintenance of the traditional business. Investment in the wireless 
business mainly wenl to the deployment of 3G 

Telefonica Latin America's investments in 2009 and 2008 amounted 10 3,187 million and 3,393 million euros, respectively Investment in 2009 
cenlered on driving wireline technologies, namely the transformation in growth businesses (broadband and pay-TV), and in the wireless business on 
extending coverage and capacity for Ihe rollout ofGSM networks 

Investment by Telefonica Europe in 2009 and 2008 amounted to 1,356 million and 1,634 million euros, respectively. Investment here in 2009 focused 
primarily on all the operators' 3G networks to continue expanding coverage, with further amounts earmarked for investment in the ADSL business in 
the UK, Germany and the Czecb Republic 

"Inclusion of companies" in 2008 reflects the 182 million euros impact orthe consolidation ofTelemig. 

"Translation differences" reflects the impact of exchange rate movements on opening balances as well as the impact of the recognition ofVene;rueia 
as a hyperinflationary ei:onomy (see Note 2). The effect of exchange rates on movements in the year is included in the column corresponding 10 such 
movement. 

Telefonica Group companies have purchased insurance policies to reasonably cover the possible risks to which their property, pIon! and equipment 
used in operations are subject, with suitable limits and coverage. 

F-31 



Property, plant and equipment deriving from finance leases amounted to 691 million euros at December 31, 2009 (733 million euros at December 31, 
2008) (see Note 22). 

The net amounts of "Property, plant and equipment" temporarily out of service at December 31, 2009 and 2008 were not significant. 

(9) ASSOCIATES AND JOINT VENTURES 

~-' 

Associates 

The breakdown of amounts recognized in the consolidated statement of financial position and income statement related 10 associates is as follows· 

""'''' '. i ... 1.'" 

'" '" 

In addition, Ihe TelefOnica Group, through its stake in Telco S_p_A., has an indirect equity interest in Telecom Italia S.p.A. equivalent to 7 21% of its 
voting shares. Key information on the balances and transactions between the Telefonica Group and Telecom Italia Sop_A. and group companies is as 
follows: 

Balances and transactions with Portugal Telecom, SGPS, S.A. through Brasilcel, NV_ group companies are shown at 50'%. 

The breakdown of the main associates and key financial highlights for the last l2-month periods available al the time of preparation of these 
consolidated financial statements are as follows· 

--""".-
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(0) Through this compan", Telcf6nica dfocti"ely has an indirect stake in Telecom Jtalia S.p-A'g \'Oling shares III Dece.ooef 31, 2009 and 2008 of ~ximateJy JO."9%, ~ 
7.21%ofthed;"'idend rights. 

The detail of the movement in investments in associates in 2009 and 2008 was the following: 

Changes at December 31, 2009 and 2008 reflet:t the amounts from transactions detailed in the changes to the consolidation scope (see Appendix I and 
Note 2). The figure for 2009 reflet:ts the inclusion in the consolidation scope of the equity investment in China Unicorn Limited for 2,301 million 
curos, Of this amount, 1,467 million euros were transferred from "Non-rurrent financial assets - Equity investments" (see Note 13) following the 
acquisition of an additional 2.68% of this company. 

Disposals in 2009 include the sale by Telef6nica Moviles Espana, S.A.U., a wholly owned subsidiary of Telefonica, S.A., of its 32.18% stake in 
Moroccan operator Medi Telecom, S.A , along with outstanding loans to shareholders, for a tolal amount of 400 million euros. The net gain from this 
transaction before tax amounts to 220 million euros (see Note 19). 

Disposals in 2008 included the disposal of a 0.476% stake in Ponugal Telecom, SOPS, S.A. The Telefonica Gmup's effective shareholding in this 
company at December 3 I, 2008 was 9.857%. 

Results for 2008 include the impact of the write-down of Telcn S.p.A. 's investment in Telecom Jlalia S.p.A. To estimate the impact, the TelefOnica 
Group took the estimated synergies to be obtained by improving cenain processes in its European operations through the alliances reached with 
Telecom JUllia S.p,A. The amount shown in "Share of profit (loss) of associates" in the 
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income statement for 2008 reflects a 209 million euros loss in this respect (146 million euros after the related tax effect) at Telefonica, S.A 

Joint ventures 

On December 27, 2002, Telef6nica Moviles, S.A. and PT Moveis SelVicios de Telecomunica\X>lls, S.G.P.S., S.A (PT Moveis) set up a SO/50 joint 
venture, BraSllce', N.V" via the contribution of 100"/0 of the groups' direct and indirect shares in Brazilian cellular operators This company is 
integrated in the consolidated financial statements of the TelefOnica Group using proportionate consolidation 

The contributions of Brasi1cel, N.V. to the Telcf6nica Groop's 2009, 2008 and 2007 consolidated statements of financial position and income 
statements are as follows: 

~:~<;. 
Non-cum:rtassets 

olfImI-,rabi~iiCS'+·/' 
Non<umrt tiabilities 
~~~~C, ;,~>,< ~~;: .. 
0perming""P"n<eS 

(10) RELATED PARTIES 

Significant shareholders 

MilUoll!iol .... ros 

The main transactions between Telefonica Group companies and significant shareholders of TelefOnica, S.A are descrihed below. All of these 
transactions were carried out at market prices 

8anco Bilbao Vizcaya Argenlaria, S.A. (BBVA) and subsidiaries comprising the consolidated groop: 

Financing transactions arranged under market conditions, wilh approximately 531 million euros drawn down at December 31, 2009 (436 
million euros at December 31, 2008) 

Time deposits amounting to 878 million euros at December 31, 2009 (355 million euros at December 31, 2008). 

Derivative transactions contracted under market conditions, for a total nominal amount of approximately 7,824 million euros at December 
31, 2009 (6,930 million euros at December 31, 2008) 

Guarantees granted by BBVA for approximately 237 millioll euros at December 31, 2009 (13 million euros at December 31, 2008). 

Dividends and other benefits paid to BBVA in 2009 for 281 million euros (279 million curos in 2008). 

SelVices, mainly telecommunications and telemarketing, rendered by Telefonica Group companies to the BBVA Group, under market 
condilions 

Caja de Ahorros y Pensioncs de BarcelOlla ("10 Caixa"), and subsidiaries comprising the consolidated group: 

Financing transactions arranged under market conditions, with approximately 643 million euros drawn down at December 31, 2009 (682 
million euros at December 31, 2008) 

Time deposits amounting to 1,293 million euros al December 31, 2009 (368 million euros at December 31, 2008) 
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Derivative transactions arranged under market conditions, for a total nominal amount of approximately 800 million euros in 2009. with no 
amounts in 2008. 

Dividends and olher benefits paid to la Caixa in 2009 for 260 million euros (237 million euros in 2008). 

Guarantees granted for 17 million euros at December 31, 2009 (\ million etlros in 2008). 

Telecommunications services rendered by Telefonica Group companies to la Caixa group companies under market conditions. 

Associates lind joint venturu 

The most significant balances and transactions wilh associates and joint ventures and Iheir contributions 10 the consolidated statement of financial 
position and income statement are detailed in Note 9. 

Directors and senior executives 

During the financial year to which these accompanyiog aonual financial statements refer. the directors and senior exewtives did not perform any 
transactions willi Telefonica or any Telefonica Group company other than those in the Group's normal trading activity and business. 

Compensation and other benefits paid to members of the Board of Directors and senior executives, as well as the detail of the equity interests held in 
companies engaging in an activity that is identical, similar or complemental)' to that of the Company and the performllIlce of similar activities by the 
directors for thcir own account or for third parties, are detailed in Nnte 2\ of these consolidated financial statements. 

(11) TRADE AND OTHER RECEIVABLES 

The breakdown of this consolidated statement of financial position heading at December 31, 2009 and 2008 is as follows: 

Bab. ..... t 

J!IlI"'" 

Bab. ..... t 

"'" .. 
Th""fi~;i.iti~::"'HI '~i (~i~jc~~~!Uif ~j~itjUm· ;jlli;~ifjlio:m;G *~H~<,<~jg~~i 
Receivables from aw>ciales (Nore 9) 262 120 

~:~!~_~ oo£A:o'~ '00 ~i~2ig;i~~;";~l;Ifi~~F:~~ H~i~lm~l:lM~i J~wr~~wm 
A1lowanceforullCOtledJ.1>les (2.589) 0,196) 

~.:k,'",'~'C:~ "F;:i:;~jJ1,,~; ;i;j~fff~ili&~ [[lim[!ill~~~ &~ffl~~ 
Totol 

Public-sector trade receivables in Ihe countries in which the Group operates at December 31, 2009 and 2008 amounted to 666 million and 539 million 
curos, respectively. 

The breakdown of trade receivables at December 3 I, 2009 and 2008 is as follows: 

-... 
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The movement in impairment losses in 2009 and 2008 is as follows 

jiDpaiimi;;'i~·"I:ommbU3.1.~:zoot >";,;,,-,,.',::";;""
I"'~-

Impalrmut t~" Iffi:tm~r 31, 2008 

Millio.,oInros 

"<;';,,':':'2;i!'iO:O:-

,',"-', 

2,1% 

"';;;:;;" 

The balance of trade receivables billed net of impairment losses at December 31, 2009 amounted to 4,955 million euros (4,957 million euros at 
December 31,2008), of which 2,981 million euros were not yet due (2,642 million euros at December 31,2008) 

Oflhe amounts due, only net amounts of204 and 216 million euros are over 360 days at December 31, 2009 and 2008, respectively. They are mainly 
with the public sector 

(12) EQUITY 

a) Share capital and share premium 

At December 31, 2009, Te1ef6nica, S.A 's share capital amounted to 4,563,996,485 euros and consisted of 4,563,996,485 fully paid ordinary shares 
of a single series, par value of I euro, all recorded by the book-entry system and traded on the Spanish electronic trading system ("Continuous 
Market"), where they form part of the Ibex 35 Index, on the four Spanish Stock Exchanges (Madrid, Barcelona, Valencia aod Bilbao) and listcd on 
the New York, London, Tokyo, Buenos Aires, Sao Paulo and Lima Stock Exchanges. 

With respecl to authorizations given regarding share capilal, on lune 21, 2006, authorization was given al the Annual Shareholders' Meeting of 
Telef6nica, S.A. for the Board of Directors, at its discretion and in accordance wi!h the Company's needs, to increase the Company's capital, at one 
or several times, within a maximum period of five years from Ihal date, under the terms of Article 153.1 b) of the Spanish COIporalion Law 
(authorized capital) up to a maximum increase of 2,460 million euros, equivalent to half of the Company's share capital at that date, by issuing and 
placing new ordinary shares, be they OIdinary or of any other type permitted by !he Law, with a fi»ed or variable premium, with or without pre
emptive subscription righls and, in all cases, in exchange for cash, and expressly considering the possibility thai the new shares may not be fully 
subscribed in accordance with the terms of Article 161.1 of the Spanish Corporation Law. The Board of Directors was also empowered to exclude, 
partially or fully, pre-emptive subscription rights under the terms of Article 159.2 of the Spanish Corporation Law and related provisions 

In addition, at the May 10, 2007 Shareholders' Meeting, authorization was given for the Board of Directors to issue fixed-income securities and 
preferred shares at one or several times within a maximum period of five years from !hat date. These securities may be in the form of 

F-42 



TableofCoqlenl. 

debentures, bonds, promissory notes or any Dlher kind of fixed-income se<;urity, plain Of, in the case of debentures and bonds, convertible inlo 
shares of the Company and/or exchangeable for shares of any of the group companies. They may also be preferred shares. The total maximum 
amount of the securities issued agreed under this authorization is 25,000 million euros or the equivalent in another currency. As at December 31, 
2009, the Board of Directors had exercised these powers, approving three programs to issue corporate promissmy notes for 2008, 2009 and 2010. 

In addition, on June 23, 2009, shareholders voted to authorize the acquisition by the Board ofDire<;tors of treasury shares, for a consideratioo, up to 
the limits and pursuant to the terms and conditions established at the Shareholders' Meeting, within a maximum period of 18 months from that date. 
However, it specified that in no circumstances could the par value of the shares acquired, added to thai of the treasury shares already held by 
Telef6nica, S.A. and by any of its controlled subsidiaries, exceed the maximum legal percentage al any time (currently 10% of TelefOnica, S.A. 's 
share capital) 

Finally, on December 28, 2009, the deed of capital reduction formalizing the implementatiOll by the Company's Board oCDirectors of the resolution 
adopted by the Shareholders' Meeting on June 23, 2009, was executed. Capital was reduced through the cancellation DC treasury shares previously 
acquired by the Company as authorized by the Shareholders' Meeting. As a result, 141,000,000 Telef6nica, S.A. treasury shares were cancelled and 
the Company's share capital was reduced by a nominal amount of 141,000,000 euros. Article 5 of the Corporate Bylaws relating to the amount of 
share capital was amended accordingly to show 4,563,996,485 euros. At the same time, a reserve was recorded for the cancelled shares for 141 
million euros. The balance of this reserve at December 31, 2009 was 498 million euros. The cancelled shares were delisted on December 30, 2009. 

Proposed appropriation of profit attributahle to equity holders of !he parrot 

Telef6nica, S.A obtained 6,252 million euros of profit in 2009. 

At its meeting of April 29, 2009, Telef6nica, S.A.'s Board of Directors resolved to pay an interim dividend against 2009 profit of a fixed gross 0.5 
euros for each of the Company's outstanding shares carrying dividend rights. This dividend was paid io full on May 12,2009, and the total amoont 
paid was 2,277 million euros 

Accordingly, Ihe Company's Board of Directors will submit the following proposed appropriation of 2009 profit for approval at the Shareholders' 

Meeting: 

b) DiI>idends 

Dividends paid in 2009 

At its meeling held on lune 23, 2009, the Company's Board of Directors resolved to pay a dividend charged to unrestricted reserves for a fiJl;ed gross 
amount of 0.5 euros per outstanding 
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share carrying dividend rights. This dividend was paid in full on November II, 2009, and the total amount paid was 2,280 million euros 

In addition, as indicated above, in May 2009 an interim dividend against 2009 profit of a gross 0.50 euros per share was paid, entailing a total payment 
of2,277 million euros. 

In accordance with Article 216 of the Spanish Corporations Law, the following table shows the provisional statement issued substantiating the 
existence of sufficient liquidity at the time the resolution to distribute this dividend was adopted 

Millio~s or e,"'O$ 

~~~,j:~.~J.J;~;_,._ 
Mandatory appmprialionto resen-.:s 
~~g~~~HEi:- <'''-'';',;:'/ 

~~®ilW~il!f(i!~; :C::,'l ~:j~!~~ ": ~':-'i ';,0;' 
Funds availabte for distribution 

OO~~!'i#~t 
UwsedcreditfaciJi!ies 

--,,<f<;:';1;; -<'2;.:Wj-' 

. ......... .. P""f,""""""· ':",i'·,·q·· 
4,533 

The Company manages its liquidity risks (see Note 16) in order to have cash available for the following year. 

Dividends paid in 2008 

At its meeting held on April 22, 2008, the Company's Board of Directors agreed to pay an additional dividend charged against 2007 profit of a gross 
0.40 euros per share. A total of 1,869 million euros was paid in May 2008. 

In addition, in November 2008 an interim dividend against 2008 profit of a gross 0.50 euros per share was paid, entailing a total payment of 2,296 
million euros. 

Dividends paid in 2007 

At its meeting held on May 10,2007, the Company's Board of Directors resolved to pay an additional dividend charged against 2006 profit of a gross 
0.)0 euros per share. A total of 1,425 million curos was paid in May 

In addition, in November an interim dividend against 2007 profit of a gross 0.35 euros per share was paid, entailing a total payment of 1,652 million 
curos 

c) ReseMoa 

Legal reserve 

According to the revised text of Spanish Corporation Law, companies must InInsfer 10% of profit for the year to a legal reserve until this reserve 
reaches at least 20"10 of share capitaL The legal reserve can be used to increase capital by the amount exceeding 10% of the increased share capital 
amount. Except for this purpose, until the legal reserve exceeds the limit of20% 
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of share capital, it can only be used to offset losses, if there are no other reserves available_ AI December 31, 2009, the Company had duly set aside 
this reserve 

Revaluation reservtJ 

The balance of "Revaluation reserves" arose as a result of the revaluation made pursuant to Royal Decree-Law 7/1996 dated June 7. 

The revalualion reserve may be used, free of tax, to offset any losses incurred in the future and to increase capital. From January I, 2007, it may be 
allocated 10 unrestricted reserves, provided Ihalthe capital gain has been realized. 

The capital gain will be deemed to have been realized in respecl of the portion on which the depreciation has been recorded for accounting purposes or 
when Ihe revalued assets have been transferred or derecognized. In this respect, an amount of IS million curo, in 2009 (8 million euros in 2008 and 
1,178 million eurns in 2007) corresponding to revaluation reserves subsequently considered unrestricted has beeD reclassified to MRetained earnings." 

Retained tarnings 

These reserves include undistribuled profits of companies comprising the consolidated Group less interim dividends paid against profit for the year, 
actuarial gains and losses, and the impact of the asset ceiling on defined-benelil plans. 

tl) Translation differences 

The Iranslation differences reI ale mainly to the effect of exchange rate fluctuations on the net assets of the companies located abroad after the 
elimination of intra-group balances and transactions (see Note 3_b)_ They also include exchange rate differences resulting from specific-purpose 
foreign-currency financing transactions relating to investments in investees and which hedge the exchange rate risk on these investments and the 
impact of the restalement offinancial statements of companies in hyperinflationary economies 

Group companies took an exemption thai allows all translation differences generated up 10 the IFRS transition date to be reset to zero, with the impact 
on prior years recognized as retained earnings. 

The breakdown orthe accumulated contribution of translation differences at December 31 is as follows: 

e) Treasury shares 

At December 31, 2009, 2008 and 2007, Tclef6nie8 Group C{)mpanies held Ihe following shares in the Telef6nica, S_A_ parent company: 
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TelefOniea S.A. owns the only treasury shares in the Group. No other Group company owns any Telefonica treasury shares 

In 2009, 2008 and 2007 the following transactions involving treasury shares were carried out: 

N. 

The amount paid to acquire treasury shares in 2009 was 1,005 million euros (2,225 million and 2,324 million euros in 2008 and 2007, respectively) 

At December 31, 2009, the Group held call options on 150 million treasury shares, and at December JI, 2008, put options on 6 million treasury 
shares 

I) Non-controlling interests 

"Non-controlling interests" represents the share of non-controlling interests in the equity and income or loss for the year of fully consolidated Group 
companies. The movements in this heading of the 2009, 2008 and 2007 consolidated statement of financial position are as follows 
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2009 

The reorganization of Brasilcel Group companies in 2009 following the acquisition of the Telemig Group in 2008, decreased the balance of "Non
controlling inlerests~ by 108 million euros. 

Also noteworthy was the impact of the dividends paid during the year by Telefonica 02 Czet:h Republic, a.s. and Telesp Participa,oes. S.A. 

200a 

The main variation in 2008 relates to the acquisition ofTelefonica Chile, S.A.'s non-controlling interests (see Note 2), which decreased the balance of 
"Non-controlling interests" by 391 million euros, and to the acquisition of the Telemig Group companies, which increased the balance by 335 million 
euros 

Also worth highlighting was the movement caused by the dividends paid by TelefOnica 02 Czech Republic, a.s. operatolS, of 197 million euros, and 
by Telesp Participa,oes, S.A., of 113 million euros. 

2007 

Movements in non-controlling interests in 2007 included the dividends paid by Telefonica 02 Czech Republic, 8.5. and Telesp Partici~ S.A., as 
well as the profit (loss) for the year attributable to non-controlling interests. 
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(13) FINANCIAL ASSETS AND LIABILITIES 

1. Financial assels 

The breakdown of financial assets of the Telefonica Group at December 31, 2009 and 2008 is as follows: 
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The calculation of the fair values of the TelefOnica Group's debt instruments required an estimate, for each currency and subsidiary, ofa credit spread 
curve using the prices of the Group's bonds and credit derivatives 

Derivatives are measured using the valuation techniques and models normally used in the market. based on money-market cUives and volatility prices 
available in the market 
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a) Non-current rinandal a.sets 

The movement in items composing "Non'-{:urTent financial assets" and the related impainnent losses at December 31, 2009 and 2008 are 115 follows: 

"Investments" includes the market value of investments in companies where Telefonica does not exercise significant control and for which there is no 
specific disposal plan for the short term (see Note 3.i). 

Among these is the Telefonica Group's shareholding in Banco Bilbao Vi;ocaya Argentaria, S.A. (BBVA) since 2000 of 468 million euros (314 million 
euros at December 3 I, 2008), representing 0.98% of its share capital. 

In 2009, the TelefOnica Group's stake in China Unicorn was transferred to "Investments in associates" following the share exchange described in Note 
2. The amount transferred was 1,467 million euros 

In January 2008, Telefonica, S.A., through its Telefonica Intemadonal, S.A.U. subsidiary, signed an agreement to acquire an additional stake of 
approximately 2.22% in Chinese telecommunications company China Netcom Group Corporation (Hong Kong) Limited (CNC). On September 22, it 
carried out this purchase for approximately 313 million euros. 

In addition, in September 2008, Telefonica Intemadonal, S.A.U. reached another agreement to acquire an additional stake of approximately 5.74% of 
CNC's share capital 

This acquisition was structured in two uanches: the first, carried out in September 2008, entailed shares representing 2.71% ofCNC for approximately 
374 million elJrOS, and the second, carried out after the merger between CNC and China Unicorn (Hong Kong) Limited ("CU"), entailed shares of the 
new company representing up to 3.03% of eNe's share capital. 

On October 14, 2008 the merger between these companies was carried out. The exchange ratio applied in calculating the number of shares 
corresponding to the new company arising from the merger between CNC and CU was 1.508 shares of the new company for each year oflbe fonner 

company. 

Once the merger was completed, the soxond tranche was carried out, requiring an investment by the Telefcinica Group of approximately 413 million 
curos 
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After these acquisitions and the merger, the Telefimica Group's stake in CU at December 31, 2008 stood at approximately 5.38%, recognized at 
December 3 I, 2008 at approximately 1,102 million euros 

In addition, in 2008, TelefOnica tendered all the shares it owned in Soget:able, S.A. in the takeover bid launched for this company by the Prisa Group. 
The amount ret:eived from the sale was 648 million euros. This investment was included in the statement of financial position at Det:ember 3 I, 2001 
in "Equity investments" under "Nnn-current financial assets," for 634 million euros. The gain obtained on the sale was 143 million euros, recognized 
under "Other income" in the accompanying consolidated income statement (see Note 19). 

Given the poor situation of financial markets, at year-end the Group assessed the securities in its portfolio of listed available-for-sale assets 
individually for impainnent The analysis did not uncover the need to recognize any impainnent losses. 

"Long-tenn credits" includes mainly the investment of the net level premium reserves of the Group's insurance companies, primarily in fixed-income 
securities, amounting to 1,023 million and 192 million eurOs at December 31, 2009 and 2008, respectively_ It also includes the long-term loans to 
associates described in Note 9 

"Derivative financial assets" includes the fair value of ei:onomic hedges of assets or liabilities in the consolidated statement of financial position 
whose maturity is 12 months or greater, as part of the Group's financial risk-hedging strategy (see Note 16)_ 

"Deposits and guarantees" consists mainly of balances to cover guarantees and stood at 1,496 million euros at Det:ember 31, 2009 (905 million eurns 
at December 31, 2008). These deposilS will decrease as the respective obligations they guarantee are reduced. 

b) Current financial aSlds 

This heading in the accompanying consolidated statement of financial position at Det:ember 31, 2009 and 2008 includes mainly the following items: 

"Current financial assets" recognized at fair value to cover commitments undenaken by the Group's insurance companies, amounting to 140 
million euros at December 31, 2009 (216 million euros at December 31, 2008). The maturity schedule for these financial assets is established 
on the basis of payment projections for the commiunents. 

Derivative financial assets with a short-tenD maturity or nol used to hedge non-current items in the consolidated statement of financial position, 
which amounted to 537 million euros (1,086 million euros in 2(08). The variation in the balance between the two years was due to exchange
and interest-rate fluctuations (see Note 16). 

Short-tenD deposits and guarantees amounting to 470 million euros at December 31, 2009 (125 million euros at December 31, 2008). 

Current investments of cash surpluses which, given their characteristics, have not been classified as "Cash and cash equivalents" 

Current financial assets thaI are highly liquid and are expected to be sold within three months or less are recorded under "Cash and cash equivalents" 
on the accompanying consolidated statement of financial position. 

F-50 



Tablt or Coat.a!s 

7ilefiinicn 
2. Fio3ocialliabililie! 

The composition of this heading al December 31, 2009 and 2008 is as follows: 

The maturity profile of financial liabilities at December 31, 2009 is as follows: 

The estimate of future interest that would accrue on the Group's financial liabilities at December 31, 2009 is as follows: 2,382 million 
euros in 2010, 2,074 million euros in 2011, 1,818 million euros in 2012, 1,620 million euros in 2013, 1,355 million euros in 2014 and 
8,190 million euros in years after 2014. For variable rate financing, the Group mainly estimates future interest using the forward curve of 
tbe various currencies at December 31, 2009 
The amounts sbown in tbis table take into account the fair value of derivatives classified as financial liabilities (i.e., those with Ii negative 
market value) and exclude the fair value of derivatives classified as current financial assets (i.e., those with a positive market value, of 537 
million euros). 

The composition of the Group's financial liabilities at December 31, 2009 and 2008 is as follows: 
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