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Fixed Line Business

o Telef&#243nica de Espa&#241a Group
o Telef&#243nica Latinoam&#233rica Group

Telef&#243nica M&#243viles Group
Telef&#243nica O2 Europe
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¢ Telef&#243nica O2 Czech Republic
¢ Telef&#243nica Deutschland
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Corporate Responsibility

The financial information contained in this document has been prepared under International Financial Reporting
Standards (IFRS). This financial information is unaudited and, therefore, is subject to potential future modifications.

The English language translation of the consolidated financial statements originally issued in Spanish has been
prepared solely for the convenience of English speaking readers. Despite all the efforts devoted to this translation,
certain omissions or approximations may subsist. Telef&#243nica, its representatives and employees decline all
responsibility in this regard. In the event of a discrepancy, the Spanish-language version prevails.

These consolidated financial statements are presented on the basis of accounting principles generally accepted in
International Financial Reporting Standards (IFRS). Certain accounting practices applied by the Group that conform
with generally accepted accounting principles in IFRS may not conform with generally accepted accounting principles
in other countries.

TELEF&#211NICA GROUP
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TELEF&#211NICA GROUP

ACCESSES

Unaudited figures (thousands)
January - December
2006 2005 % Chg

Final Clients Accesses 200,700.7 151,669.6  32.3
Fixed telephony accesses (1) 42,340.7 40,859.9 3.6
Internet and data accesses 12,170.9 11,002.6  10.6

Narrowband 3,997.7 5,166.9 (22.6)
Broadband (2) 7,974.8 5,653.0 41.1
Other (3) 198.4 182.7 8.6
Cellular accesses 145,125.1 99,1240 464
Pay TV 1,064.0 683.2  55.7

Wholesale Accesses 24794 1,8274 357

Unbundled loops 962.2 441.7 1178
Shared UL 527.7 279.0 89.1

Full UL 434.5 162.7 167.1
Wholesale ADSL (4) 1,288.6  1,330.1 (3.1)
Other (5) 228.6 55.6 n.s.
Total Accesses 203,180.2 153,497.0 324

(1) PSTN (including Public Use Telephony) x1; ISDN Basic access
x1; ISDN Primary access; 2/6 Access x30. Company s accesses
for internal use included.

(2) ADSL, satelite, optical fibre, cable modem and broadband
circuits.

(3) Remaining non-broadband final client circuits.
(4) Includes T. Deutschland connections resold on a retail basis.
(5) Circuits for other operators.

Note: Cellular accesses, Fixed telephony accesses and Broadband
accesses include MANX customers and Telef&#243nica Telecom.

TELEF&#211NICA GROUP

Financial Highlights

The most relevant facts of Telef&#243nica Group results for the January-December 2006 period are the following:

¢ Telef&#243nica Group strengthens the best combination of growth and returns in the European industry:
¢ Revenues posted 41.5% year-on-year growth to 52,901 million euros. In the fourth quarter the year-on-year growth
stood at 37.4%.
¢ Basic earnings per share increased 42.9% year-on-year to 1.304 /share.

¢ Net income reached an historic record figure of 6,233 million euros compared to 4,446 million euros in 2005 (+40.2%).
© The higher Telef&#243nica Group top line growth is sustained by the solid increase in the customer base, thanks to the strong
commercial activity developed during the year and specially in the fourth quarter:
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e Total accesses stood at 203.2 millions, 32.4% more than in December 2005.

o Telef&#243nica Group&#180s Double Play and Triple Play Offers exceeded 3 million at the end of the year.

e Only in the fourth quarter, total accesses net additions surpassed 7.3 millions, of which more than 6.6 million corresponded to cellular
accesses, close to 0.7 million to retail internet broadband and nearly 200,000 to Pay TV.

e The organic growth! of revenues reached 7.8%, at the top of the peer Group.

1 Assuming constant exchange rates and including the consolidation of Telef&#243nica O2 Czech Republic in January December 2005 and O2 Group in
February-December 2005. Excluding the consolidation of Telef&#243nica Telecom (formerly Colombia Telecom) in May-December 2006 and Iberbanda in
July-December 2006.

¢ The ongoing efficiency in the integrated management of operations, cost optimisation and tangible synergies achieved flows to:

e Increased OIBDA by 27.0% with respect to January-December 2005.
e Operating free cash flow (OIBDA-CapEx) which rose 12.3% vs. 2005 and totalled 11,122 million euros, despite the higher investment
effort.

o Telef&#243nica Group achieved and even surpassed the financial targets? set for 2006 in terms of revenues, OIBDA and OI:

Revenue? increased year-on-year 38.8%, confirming the guidance of "higher than 37%" upgraded from the initial range of +34%/+37%.
¢ OIBDA? increased year-on-year 28.9%, in the high end of the range communicated (+26%/+29%).
* OI growth? stood at 29.2%, in line with the range of +26%/+30% announced.

2 2006 guidance assumes constant exchange rates as of 2005. Base reported numbers include six months of Telef&#243nica O2 Czech Republic (consolidated
since July 2005) and include TPI as a discontinued operation. All figures exclude changes in consolidation, other than O2 (Feb-Dec 06 included). In terms of
guidance calculation, OIBDA and OI exclude other exceptional revenues/expenses not foreseeable in 2006. Personnel Restructuring and Real Estate Programs are
included as operating revenues/expenses. For comparison, the equivalent other exceptional revenues/expenses registered in 2005 are also deducted from reported
figures. The assignment of O2 s goodwill is not included in OI guidance calculation.

o After the fast integration of acquired assets, the Company presented a higher geographic diversification:

e Latinoam&#233rica and Europe represented already a 61.2% of total sales and a 55.6% of the total OIBDA.
e Spain reduced its contribution to the consolidated revenues to 37.9% and to the consolidated OIBDA to 43,8%.

¢ Shareholder remuneration policy more attractive:

e An interim dividend of 0.3 euros per share has been paid the 10th of November 2006. An additional 0.3 euros per share to be paid in
the first semester of 2007.

e Share buy-back program to be completed until the end of 2007 by an amount of 2,700 million euros (treasury stock as of 31st January
2006 stood at 1.5% of the current share capital).

TELEF&#211NICA GROUP

Consolidated Results
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The results obtained by Telef&#243nica Group and the management report included in this report are based on the actions carried out by the various
business units in the Group and which constitute the units over which management of these businesses is conducted. This implies a presentation of results
based on the actual management of the various businesses in which Telef&#243nica Group is present, instead of adhering to the legal structure observed
by the participating companies.

In this sense, income statements are presented by businesses, which basically implies that each business line participate in the companies that the Group
holds in the corresponding business, independently of the legal structure.

It should be emphasized that this presentation by businesses in no case alters the total results obtained by Telef&#243nica Group. These results are
incorporated from the date of effective acquisition of the holding.

From the first quarter of 2007 and according to the new regional and integrated management model approved on the 26th July 2006 by the Board of

Directors of the Company, the consolidated results for the Telef&#243nica Group will be presented with information segmented into three Regional
Business Units: Telef&#243nica Spain, Telef&#243nica Europe and Telef&#243nica Latin America. In this document addenda, the 2006 results are
published under this new model.

The results of the Telef&#243nica de Espa&#241a Group and the Telef&#243nica Latinoam&#233rica Group include the results from Terra Networks
operations as of 1st January 2005. Hence, Terra Espa&#241a, Azeler and Maptel results are included in the Telef&#243nica de Espa&#241a Group,
whereas the Terra results in Latin America are included in the Telef&#243nica Latinoam&#233rica Group.

As of 1st February 2006, the results of the O2 Group are consolidated into Telef&#243nica O2 Europe business line. This business line is integrated by
the assets of O2 Group, Telef&#243nica 02 Czech Republic (during the July-December 2005 period it was an independent business line) and
Telef&#243nica Deutschland (in 2005 it was included in Other companies of the Telef&#243nica Group).

As of 1st May 2006, the results of Colombia Telecom (from November Telef&#243nica Telecom) are consolidated into Telef&#243nica
Latinoam&#233rica Group.
As of 1st July 2006, the results of Iberbanda are consolidated into Telef&#243nica de Espa&#241a Group.

In the last quarter of 2006 the results of Telef&#243nica O2 Slovakia are included into Telef&#243nica O2 Europe.

Due to Telef&#243nica s disposal of TPI, the Telef&#243nica Group s 2005 and 2006 results include the Directories Business as a discontinued operations,
in line with International Financial Reporting Standards (IFRS).

2006 results strengthen the Telef&#243nica Group as the incumbent European operator that offers the best
combination of growth and returns in the industry.

Growth differential takes place in all items of P&L, from revenues, which grew by 41.5% with respect to the previous
year, to basic earnings per share, which rose 42.9% (1.304 euros per share). Thus, in 2006 the Telef&#243nica Group
obtained a historic record figure of net profit (6,233 million euros), 40.2% above the 2005 figure.

2006 was also characterised by the rapid and successful integration of recent acquisitions, the O2 Group and
Telef&#243nica Telecom amongst others. Thus, the efficiency in integrated management, the optimisation of costs
and synergies already achieved delivered a OIBDA growth of 27.0% year-on-year and an operating free cash flow
(OIBDA-CapEx) of 12.3% totalling 11,122 million euros. This has been achieved despite important commercial
expenses, which allowed the total accesses to rise to 203.2 million at the end of the year.

The evolution of the results has allowed the Telef&#243nica Group to achieve and surpass its guidance! for 2006.
Thus, the growth in revenues stands at 38.8%, confirming the growth guided of over 37%; the growth in operating
income before depreciation and amortization (OIBDA) stands at 28.9%, in line with the objective set at the high end
of the announced range (+26%/+29%); Operating Income (OI) increased 29.2%, also at the high end of the range
(+26%/+30%).

1 2006 guidance assumes constant exchange rates as of 2005. Base reported numbers include six months of Telef&#243nica O2 Czech Republic (consolidated
since July 2005) and include TPI as a discontinued operation. All figures exclude changes in consolidation, other than O2 (Feb-Dec 06 included). In terms of
guidance calculation, OIBDA and OI exclude other exceptional revenues/expenses not foreseeable in 2006. Personnel Restructuring and Real Estate Programs are
included as operating revenues/expenses. For comparison, the equivalent other exceptional revenues/expenses registered in 2005 are also deducted from reported
figures. The assignment of O2 s goodwill is not included in OI guidance calculation.
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In 2006, a new and more attractive and competitive long-term shareholder remuneration policy was
announced, which has as a strategic target for the year 2009 to double both the earnings per share and dividend per
share from the 0.91 euros and 0.5 euros per share reported for 2005. In this sense, an interim dividend of 0.3 euros per
share has been paid the 10th of November 2006 from 2006 profits. This payment will be followed by an additional 0.3
euros per share to be paid in the first semester of 2007. The share buyback programme for an amount of 2,700 million
euros will be completed before the end of 2007 and these shares will be cancelled. As of 31st of December, the
Company&#180s treasury stock represented 1.5% of the current share capital, equivalent to 75,632.559 shares.

Telef&#243nica Group&#180s total accesses rose to 203.2 million by the end of 2006 (+32.4% year-on-year) as
much as a consequence of the strong commercial activity and the dynamism of the markets of operations, which
allowed us to maintain our strong competitive position. It is worth mentioning in the fourth quarter the Christmas
campaigns, especially with regards to broadband, mobile telephony and the extension of bundles offers for voice,
ADSL and TV. Geographically, accesses in Spain reached 44.2 million (41.8 million in 2005), 114.7 million in Latin
America (98.8 million at December 2005) and 39.2 million in Europe (8.8 million by the end of 2005).

By the end of December 2006, cellular access managed by the Telef&#243nica Group stood at 145.1 million (99.1
million in 2005 and 138.4 in September 2006), reflecting the good quality of acquisition and retention of value
customers carried out by the different operators. In Spain, after registering in the fourth quarter net adds of 426,000
and 1.6 million since the beginning of the year, the total customer base reached 21.4 million. In Latin America the
customer base reached 83.3 million, with net adds of 4.5 million in the fourth quarter and 12.8 million since the
beginning of the year. In Europe, quarterly net adds surpassed 824,000, totalling 35.2 million. Lastly, in Morocco the
total customer base grew by 28.1%, with respect to the previous year, to reach 5.2 million.

At the end of the year, the Telef&#243nica Group recorded 8.0 million retail broadband internet connections, a
year-on-year increase of 41.1% and 9.5% with respect to September 2006. The bundle offers of voice, ADSL and TV
continues to have a significant influence in Spain and Latin America on the previously mentioned growth and serves
as an instrument of customer loyalty. In Spain, 3.7 million connections (3.4 million in September 2006 and 2.7 million
in December 2005) led to an estimated broadband market share of 56%. Latin America recorded 3.8 million, 40.0%
more than in December 2005 and 8.1% more than in September 2006.

In 2006 revenues for the Telef&#243nica Group amounted 52,901 million euros, 41.5% higher than that registered in
2005. Of this growth, the incorporation of the 02 Group, Telef&#243nica O2 Czech Republic, Telef&#243nica
Telecom and Iberbanda contributed with 32.1 percentage points, (+32.4 percentage points in January-September
2006) and the positive impact of exchange rates, despite showing a downwards trend throughout the year, contributed
with 1.6 percentage points (+3.2 percentage points in January-September 2006). Organic growth? reached 7.8% (0.3
percentage points up on those obtained in the first nine months of the year), based on the positive contribution of all
business, standing out M&#243viles Latinoam&#233rica and the O2 Group, jointly with the solid performance in the
fixed line business, due to the higher contribution of broadband.

2 Assuming constant exchange rates and including the consolidation of Telef&#243nica O2 Czech Republic in January December 2005 and O2 Group in
February-December 2005. Excluding the consolidation of Telef&#243nica Telecom in May-December 2006 and Iberbanda in July-December 2006.

Telef&#243nica M&#243viles Group

, with revenues of 18,403 million euros, registered a year-on-year growth of 11.4% (+11.2% in constant euros).
Telef&#243nica M&#243viles Spain closed the year with a 4.1% year-on-year sales increase, mainly due to the good
performance of service revenues (+4.5%) and higher customer revenues (+6.5%), which grew in line with the
customer base (+7.8%). In the fourth quarter, revenues for Telef&#243nica M&#243viles Spain accelerated (+5.4%)
with respect to the third quarter (+5.1%), due to the higher sales of handsets during the Christmas campaign. Revenues
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for Telef&#243nica M&#243viles Latinoam&#233rica grew 19.9% with respect to 2005 (+19.4% excluding
exchange rates), standing out the contributions of Venezuela (+45.7% in local currency), Argentina (+32.5% in local
currency) and Mexico (+28.2% in local currency).

Telef&#243nica O2 Europe

, constituted by the O2 Group since the 1st of February 2006 and Telef&#243nica O2 Czech Republic and
Telef&#243nica Deutschland from the 1st of January 2006, contributed to the consolidated revenues for 2006 with
13,159 million euros. In a dynamic and demanding competitive environment , service revenues in O2 UK continued to
show strong growth (+14.7% in local currency) sustained by the increase in the customer base and ARPU, meanwhile
02 Germany recorded a year-on-year increase of 6.7%. Revenues for Telef&#243nica O2 Czech Republic increased
0.4% in local currency (including other recurrent revenues) from 2005 thanks to growth in mobile telephony (+6.1%
in local currency).

Revenues for the Telef&#243nica de Espa&#241a Group rose to 11,964 million euros in the period from
January-December 2006 and grew 1.8% with respect to the same period the previous year. Higher revenues from
Internet and broadband (+26.2%), Data (+4.4%) and Information Technology (+19.9%) more than compensated the
fall in traditional access (-2.1%) and traditional voice services (-5.7%).

Revenues for the Telef&#243nica Latinoam&#233rica Group amounted to 9,537 million euros in 2006, 14.2%
more than in 2005 in current euros, showing a downwards trend with respect to January-September 2006 (+17.5%)
due primarily to the lower positive effect of exchange rates (+6.0 percentage points up to December in comparison to
+10.2 percentage points up to September). In constant euros and excluding revenues from Telef&#243nica Telecom
from the 1st of May 2006 (398 million euros), year-on-year revenue growth reached 2.1%.TASA, with a 13.6%
growth in local currency is the operator who has contributed the most to the growth followed by Telesp (+1.5%
despite showing a slowdown in growth compared to September: +2.1%), Telef&#243nica Peru (+2.6% in local
currency) and Telef&#243nica Chile (+0.2% in local currency). Revenues from operators were based on the higher
contribution of the Internet and broad band, which has permitted, partially, to offset the lower revenues from
traditional business.
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Apart from the business revenue diversification highlighted, geographic diversity is also worth mentioning. By the
end of December 2006, Spain represented 37.9% of consolidated revenues (13.6 percentage points less than in 2005),
Latin America 34.7% (-6.9 percentage points with respect to the previous year) and Europe 26.5% (20.9 percentage
points more than twelve months ago following the incorporation of the O2 Group in February). Brazil s contribution
over total sales fell to 14.4% (18.4% in December 2005); meanwhile the UK contributed 12.8% (0.5% in the previous
year) and Germany 6.4% (1.0% twelve months ago).

Operating expenses

for the Telef&#243nica Group rose to 34,386 million euros in 2006, a year-on-year increase of 49.7% and slightly
higher than in January-September (+47.8%) period. The higher level of costs, with respect to the previous year, is due
to the incorporation of new companies to the perimeter of consolidation and the higher commercial efforts in the
markets of operations, mainly in mobile telephony, in a context of continued effort to achieve maximum efficiency in

the cost structure.

Supplies expenses

10
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for the financial the year rose 66.3% with respect to 2005 (+65.0% excluding the effects of exchange rates) totalling
16,629 million euros. This variation is explained by changes in the perimeter of consolidation, principally the O2
Group, by Telef&#243nica M&#243viles Latin America for the higher handsets purchases, and by Telef&#243nica
Latin America for the higher interconnection costs. With respect to January-September the growth dropped 1.6
percentage points in constant currency of 2005.

In the period January-December 2006 personnel expenses amounted to 7,622 million euros, presenting a
year-on-year growth of 37.8% (+36.6% in constant euros). The average workforce increased by 36,752 employees to
227,137 employees due to the incorporation of the 02 Group and the Atento Group (+20.1% excluding Atento Group
up to 127,364). Additionally, it is important to highlight that the provision with respect to the Telef&#243nica de
Espa&#241a Group s redundancy plan rose to 982 million euros. Of this figure, 479 million euros corresponds to the
provision of 1,542 employees initially forecast for 2006 and 503 million euros because of bringing forward to
September 21st 2006 the period for joining the E.R.E 2007 that resulted in 1,762 employees signing earlier. During
the last quarter of the year, personnel costs accelerated growth (+72.2% vs. +26.1% up to September) mainly due to
two reasons: 1) workforce restructuring expenses related to bringing forward the period for joining the E.R.E. 2007
that resulted in 1,762 employees signing earlier 2) New management pension scheme in the Telef&#243nica Group
that records 21 million euros of costs related to 2006 and 113 million euros of extraordinary costs.

External services

accumulated in 2006 (9,230 million euros) increased 38.6% year-on-year (+36.9% in constant euros), mainly due to
the incorporation of the O2 Group (where there is a strong commercial effort), to Telef&#243nica M&#243viles Latin
America (higher commercial, advertising and network costs) and to Telef&#243nica M&#243viles Espa&#241a
(customer management costs). With regard to the first nine months of the year (+33.3% excluding the effects of
exchange rates) there was an acceleration of costs due to the higher commercial activity in the Telef&#243nica de
Espa&#241a Group and the Telef&#243nica M&#243viles Espa&#241a, together with higher costs for O2 Germany
and Telef&#243nica O2 Czech Republic (costs relative to the launch of operations of O2 Slovakia and the
rebranding).

With respect to the sale of fixed assets, it amounted to 236 million euros in January-December 2006, compared to 250
million euros accrued the previous year. The figure for 2006 corresponds mainly to the sale of shares of Sogecable
(6.6% of capital share) after the takeover bid launched by the Prisa Group and the capital gain of real state in the
Telef&#243nica de Espa&#241a Group.

The Telef&#243nica Group consolidated OIBDA for January-December 2006 totalled 19,126 million euros, 27.0%
up on that obtained during the same period in 2005. The positive effects of exchange rates contributed 1.8 percentage
points to the growth (+3.3 percentage points cumulative to September). Organic 3 variation would stand at 2.8%. If we
exclude the provision related to bringing forward to September 21st 2006, the period for joining to the E.R.E 2007,
that resulted in 1,762 employees and the new management pension scheme, OIBDA organic growth would reach
6.4%. In terms of the OIBDA margin, this stood at 36.2% at the end of the year, presenting a year-on-year fall of 4.1
percentage points, impacted mainly by the incorporation of the O2 Group since the month of February, with lower
margin.

3 Assuming constant exchange rates and including the consolidation of Telef&#243nica O2 Czech Republic in January December 2005 and O2 Group in
February-December 2005. Excluding the consolidation of Telef&#243nica Telecom in May-December 2006, Iberbanda in July-December 2006 and
Telef&#243nica O2 Slovakia in October-December 2006.

The Telef&#243nica M&#243viles Group represented 33.7% of the total OIBDA and reached 6,443 million euros
over the year, an increase of 10.8% than the same period in 2005 (+10.7% in constant euros). Despite the high

11
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commercial activity carried out, OIBDA for Telef&#243nica M&#243viles Espa&#241a (4,128 million euros) was
practically in line with the previous year . The OIBDA margin reached 44.9% compared with 46.7% in 2005.
Telef&#243nica M&#243viles Latin America amounted an OIBDA of 2,429 million euros registering a strong
year-on-year growth of 38.5% (+38.3% eliminating the effect of exchange rates) mainly due to the lower losses of
Telef&#243nica M&#243viles Mexico (-10 million euros in 2006 vs. 159 million euros in 2005) and the higher
efficiency in regional management. However, Telef&#243nica M&#243viles Latin America still registered an
improvement year-on-year of OIBDA margin of 3.5 percentage points, reaching 26.3% (24.7% up to September).

OIBDA for the Telef&#243nica de Espa&#241a Group (23.9% of the consolidated OIBDA) stood at 4,572 million
euros recording a year-on-year fall of 4.4%, after registering in the fourth quarter a year-on-year drop of 37.3%, as a
result of the provision accounted for the workforce reduction program. Thus, the OIBDA margin reached 38.2%.
Excluding the effect of the redundancy plan in both periods the margin would reach 46.4%, 0.6 percentage points
higher than the previous year.

OIBDA for the Telef&#243nica Latinoam&#233rica Group represented 22.0% of the total OIBDA, and reached
4,209 million euros in 2006, (+11.7% compared to 2005). Excluding the positive effects of exchange rates (+6.1
percentage points compared to +10.4 percentage points cumulative to September) and of Telef&#243nica Telecom
(203 million euros), growth declined to 0.3% (+3.3% eliminating the results of the disposal of fixed assets in both
periods). The OIBDA margin, without taking Telef&#243nica Telecom into account and the results of the disposal of
fixed assets, is 42.0% compared with 43.8% in 2005.

Telef&#243nica O2 Europe

contributed 3,708 million euros to the consolidated OIBDA, which represents 19.4% of the consolidated OIBDA. The
02 Group contributed 2,773 million euros to the OIBDA in the first 11 months of the year. For O2 UK, the margin
over revenues fell 0.9 percentage points from February-December 2005 to 28.4%, reflecting the high growth of
customers. OIBDA margin for O2 Germany reached 20.7%, 1 percentage points lower to the one registered in
February-December 2005. OIBDA for Telef&#243nica O2 Czech Republic totalled 985 million euros during the year
2006 and the OIBDA margin stood at 45.8%.

At the end of 2006, the geographical split of OIBDA also reflected a higher diversification than the previous year.
Spain s contribution to the consolidated OIBDA was reduced to 43.8%, 14.1 percentage points lower than in 2005,
increasing Europe s contribution to 20.0% (6.1% in January-December 2005) and Latin America s weight remaining
practically stable (35.6% in 2006 vs. 36.6% in 2005).

12
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Depreciation and amortization

totalled 9,704 million euros in 2006, presenting a year-on-year growth of 45.0%. This increase is explained by the
consolidation of the O2 Group since the month of February 2006 and the O2 Group Purchase Price Allocation (861
million euros February-December 2006) and Telef&#243nica O2 Czech Republic (155 million euros in
January-December 2006). Organic* growth of depreciation and amortization would stand at 8.1% (+9.1% in the first
nine months of the year).

4 Assuming constant exchange rates and including the consolidation of Telef&#243nica O2 Czech Republic in January December 2005 and O2 Group in
February-December 2005. Excluding the consolidation of Telef&#243nica Telecom in May-December 2006, Iberbanda in July-December 2006 and
Telef&#243nica O2 Slovakia in October-December 2006.

Operating income

grew 12.7% with respect to the period January-December 2005 reaching 9,421 million euros. In organic* terms, the
operating income presented a fall of 2.0% (+6.2% cumulative to September), although excluding the provision related

13
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to bringing forward to September 21st 2006, the period for joining to the E.R.E 2007, that resulted in 1,762 employees
and the new management pension scheme, the growth would stand at 4.8%.

Results of associated companies

stood at 77 million euros in 2006, changing the trend with respect to 2005 (-128 million euros). In the fourth quarter
2005 was accrued the write-down of the remaining value of the UMTS licence of IPSE. The positive results for 2006
were produced mainly by the higher contribution of Portugal Telecom.

Net financial result

for 2006 amounted to 2,734 million euros, 68% above those of 2005. Excluding FX results, net financial debt figures
would be 2,795 million euros for 2006 and 1,792 million euros for 2005. This would imply a 55.9% increase in the
adjusted net financial result in the period 05-06. This variation arises from two different effects. On one hand, an
increase of 1,372 million euros as the result of a 83.9% rise in average total net debt (54,315 million euros as of
December 31, 2006, including pre-retirement plan commitments). On the other hand, a decrease of 369 million euros
due to a reduction of 47 million euros in the cost associated to marked-to-market positions together with 109 b.p
reduction (2006 vs. 2005) in the average cost of debt for the Telef&#243nica Group. Both these facts have allowed for
savings of 322 million euros the reason being average interest rate at which the increase in debt was held during 2006
was lower than the average rate for 2005. The average cost calculated on average total net debt for 2006 is 5.0% and
5.1% when excluding FX results.

The net free cash flow after CapEx generated by the Telef&#243nica Group in 2006 totalled 8,916 million euros of
which 2,401 were assigned to Telef&#243nica's share buyback program, 2,627 million euros to dividend payments
and 830 million euros to commitment cancellations derived mainly from the pre-retirement plans. Financial
Investment for the period amounted to 21,550 million euros (net of real state divestment and net of cash from O2,
Colombia Telecom and TPI at the time of acquisition/disposal) due fundamentally to O2 take-over (which had been
initiated in 2005 through the purchase of shares in the stock market). This fact has caused the need to increase net
financial debt in 18,492 million euros plus another 3,586 million euros due to changes in the perimeter of
consolidation (fundamentally due to the incorporation of O2's gross debt and Telef&#243nica Telecom), other effects
on financial accounts and to the depreciation in debt caused by FX results. As a result, starting from a net financial
debt of 30,067 million euros in 2005 plus