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MEXICAN STOCK EXCHANGE

Index

SIFIC/ICS

STOCK EXCHANGE CODE: TELMEX QUARTER: 3 YEAR: 2006

TELÉFONOS DE MÉXICO, S.A. DE C.V.

FS-01

CONSOLIDATED BALANCE SHEETS

AT SEPTEMBER 30, 2006 & 2005

(Thousands of Mexican Pesos)

Final printing

--- 

REF

S
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL YEAR

QUARTER OF
PREVIOUS

FINANCIAL YEAR

Amount % Amount %

s01 TOTAL ASSETS 265,235,162 100 268,096,531 100

s02 CURRENT ASSETS 64,472,829 24 65,050,916 24

s03 CASH AND SHORT-TERM
INVESTMENTS

23,747,942 9 28,685,055 11
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s04 ACCOUNTS AND NOTES
RECEIVABLE (NET)

27,884,094 11 26,969,092 10

s05 OTHER ACCOUNTS AND
NOTES RECEIVABLE (NET)

5,130,100 2 5,966,672 2

s06 INVENTORIES 1,467,530 1 941,978 0

s07 OTHER CURRENT ASSETS 6,243,163 2 2,488,119 1

s08 LONG - TERM 1,351,574 1 948,961 0

s09 ACCOUNTS AND NOTES
RECEIVABLE (NET)

0 0 0 0

s10 INVESTMENT IN SHARES
OF NON-CONSOLIDATED
SUBSIDIARIES AND
AFFILIATES

1,344,924 1 941,888 0

s11 OTHER INVESTMENTS 6,650 0 7,073 0

s12 PROPERTY, PLANT AND
EQUIPMENT (NET)

156,665,244 59 157,603,421 59

s13 LAND AND BUILDINGS 0 0 0 0

s14 MACHINERY AND
INDUSTRIAL EQUIPMENT

469,922,174 177 445,981,034 166

s15 OTHER EQUIPMENT 0 0 0 0

s16 ACCUMULATED
DEPRECIATION

322,112,965 121 297,012,991 111

s17 CONSTRUCTIONS IN
PROGRESS

8,856,035 3 8,635,378 3

s18 OTHER INTANGIBLE
ASSETS AND DEFERRED
ASSETS (NET)

14,490,885 5 11,892,245 4

s19 OTHER ASSETS 28,254,630 11 32,600,988 12

s20 TOTAL LIABILITIES 154,206,966 100 147,849,756 100

s21 CURRENT LIABILITIES 43,415,166 28 50,043,887 34

s22 SUPPLIERS 0 0 0 0

s23 BANK LOANS 6,440,539 4 3,740,070 3

s24 STOCK MARKET LOANS 1,650,000 1 13,201,208 9

s25 TAXES PAYABLE 2,649,721 2 2,605,923 2

s26 OTHER CURRENT
LIABILITIES

32,674,906 21 30,496,686 21

s27 LONG - TERM LIABILITIES 92,646,190 60 79,479,118 54

s28 BANK LOANS 52,308,140 34 41,345,070 28
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s29 STOCK MARKET LOANS 40,338,050 26 38,134,048 26

s30 OTHER LOANS 0 0 0 0

s31 DEFERRED LIABILITIES 0 0 0 0

s32 OTHER NON CURRENT
LIABILITIES

18,145,610 12 18,326,751 12

s33 CONSOLIDATED
STOCKHOLDERS' EQUITY

111,028,196 100 120,246,775 100

s34 MINORITY INTEREST 11,543,465 10 12,914,728 11

s35 MAJORITY INTEREST 99,484,731 90 107,332,047 89

s36 CONTRIBUTED CAPITAL 46,465,417 42 48,414,019 40

s79 CAPITAL STOCK
(NOMINAL)

26,651,116 24 28,599,718 24

s39 PREMIUM ON SALES OF
SHARES

19,814,301 18 19,814,301 16

s40 CONTRIBUTIONS FOR
FUTURE CAPITAL
INCREASES

0 0 0 0

s41 CAPITAL INCREASE
(DECREASE)

53,019,314 48 58,918,028 49

s42 RETAINED EARNINGS
AND CAPITAL RESERVE

122,114,249 110 126,675,508 105

s44 OTHER ACCUMULATED
COMPREHENSIVE RESULT

(69,094,935) (62) (67,757,480) (56)

s80 SHARES REPURCHASED 0 0 0 0

---

MEXICAN STOCK EXCHANGE

Index

SIFIC/ICS

STOCK EXCHANGE CODE: TELMEX QUARTER: 3 YEAR: 2006

TELÉFONOS DE MÉXICO, S.A. DE C.V.

FS-02

CONSOLIDATED BALANCE SHEETS

- BREAKDOWN OF MAIN CONCEPTS -
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(Thousands of Mexican Pesos)

Final printing

--- 

REF

S
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL YEAR

QUARTER OF
PREVIOUS

FINANCIAL YEAR

Amount % Amount %

s03 CASH AND SHORT-TERM
INVESTMENTS

23,747,942 100 28,685,055 100

s46 CASH 2,266,107 10 1,584,530 6

s47 SHORT-TERM
INVESTMENTS

21,481,835 90 27,100,525 94

s07 OTHER CURRENT ASSETS 6,243,163 100 2,488,119 100

s81 DERIVATIVE FINANCIAL
INSTRUMENTS

473,901 8 259,583 10

s82 DISCONTINUED
OPERATIONS

0 0 0 0

s83 OTHER 5,769,262 92 2,228,536 90

s18 OTHER INTANGIBLE
ASSETS AND DEFERRED
ASSETS (NET)

14,490,885 100 11,892,245 100

s48 AMORTIZED OR REDEEMED
EXPENSES

4,650,996 32 4,295,937 36

s49 GOODWILL 9,824,390 68 7,596,308 64

s51 OTHERS 15,499 0 0 0

s19 OTHER ASSETS 28,254,630 100 32,600,988 100

s84 INTANGIBLE ASSET FROM
LABOR OBLIGATIONS

19,862,751 70 23,862,272 73

s85 DERIVATIVE FINANCIAL
INSTRUMENTS

0 0 0 0

s50 DEFERRED TAXES 5,951,994 21 6,126,480 19

s86 DISCONTINUED
OPERATIONS

0 0 0 0

s87 OTHER 2,439,885 9 2,612,236 8

s21 CURRENT LIABILITIES 43,415,166 100 50,043,887 100

s52 5,140,539 12 16,941,278 34
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FOREIGN CURRENCY
LIABILITIES

s53 MEXICAN PESOS
LIABILITIES

38,274,627 88 33,102,609 66

s26 OTHER CURRENT LIABITIES 32,674,906 100 30,496,686 100

s88 DERIVATIVE FINANCIAL
INSTRUMENTS

1,162,432 4 1,339,821 4

s89 INTEREST LIABILITIES 1,481,085 5 2,021,813 7

s68 PROVISIONS 0 0 0 0

s90 DISCONTINUED
OPERATIONS

0 0 0 0

s58 OTHER CURRENT
LIABILITIES

30,031,389 92 27,135,052 89

s27 LONG-TERM LIABILITIES 92,646,190 100 79,479,118 100

s59 FOREIGN CURRENCY
LIABILITIES

82,696,190 89 71,210,978 90

s60 MEXICAN PESOS
LIABILITIES

9,950,000 11 8,268,140 10

s31 DEFERRED LIABILITIES 0 0 0 0

s65 GOODWILL 0 0 0 0

s67 OTHERS 0 0 0 0

s32 OTHER NON CURRENT
LIABILITIES

18,145,610 100 18,326,751 100

s66 DEFERRED TAXES 15,861,444 87 16,244,603 89

s91 OTHER LIABILITIES IN
RESPECT OF SOCIAL
INSURANCE

2,284,166 13 2,082,148 11

s92 DISCONTINUED
OPERATIONS

0 0 0 0

s69 OTHER LIABILITIES 0 0 0 0

s79 CAPITAL STOCK 26,651,116 100 28,599,718 100

s37 CAPITAL STOCK
(NOMINAL)

254,220 1 281,757 1

s38 RESTATEMENT OF CAPITAL
STOCK

26,396,896 99 28,317,961 99

s42 RETAINED EARNINGS AND
CAPITAL RESERVES

122,114,249 100 126,675,508 100

Edgar Filing: TELEFONOS DE MEXICO S A DE C V - Form 6-K

7



s93 LEGAL RESERVE 20,680,921 17 19,652,926 16

s43 RESERVE FOR
REPURCHASE OF SHARES

0 0 0 0

s94 OTHER RESERVES 0 0 0 0

s95 RETAINED EARNINGS 80,992,695 66 86,262,834 68

s45 NET INCOME FOR THE
YEAR

20,440,633 17 20,759,748 16

s44 OTHER ACCUMULATED
COMPREHENSIVE RESULT

(69,094,935) 100 (67,757,480) 100.00

s70 ACCUMULATED
MONETARY RESULT

(14,361,717) 21 (14,361,717) 21

s71 RESULT FROM HOLDING
NON-MONETARY ASSETS

(58,405,405) 85 (58,829,374) 87

s96 CUMULATIVE RESULT
FROM FOREIGN CURRENCY
TRANSLATION

3,848,952 (6) 3,963,704 (6)

s97 CUMULATIVE RESULT
FROM DERIVATIVE
FINANCIAL INSTRUMENTS

386,431 (1) 346,254 (1)

s98 CUMULTATIVE EFFECT OF
DEFERRED INCOME TAXES

(563,196) 1 1,123,653 (2)

s99 LABOR OBLIGATION
ADJUSTMENT

0 0 0 0

s100 OTHERS 0 0 0 0

---

MEXICAN STOCK EXCHANGE

Index

SIFIC/ICS

STOCK EXCHANGE CODE: TELMEX QUARTER: 3 YEAR: 2006

TELÉFONOS DE MÉXICO, S.A. DE C.V.

FS-03

CONSOLIDATED BALANCE SHEETS

- OTHER CONCEPTS -

(Thousands of Mexican Pesos)
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Final printing

---

REF

S
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL
YEAR

QUARTER OF
PREVIOUS

FINANCIAL YEAR

Amount Amount

s57 OTHER CURRENT LIABILITIES WITH
COST (s26)

0 0

s63 OTHER LOANS WITH COST (s32) 0 0

s72 WORKING CAPITAL 21,057,663 15,007,029

s73 PENSIONS FUND AND SENIORITY
PREMIUMS

0 0

s74 EXECUTIVES (*) 119 127

s75 EMPLOYEES (*) 24,698 27,590

s76 WORKERS (*) 50,730 51,301

s77 OUTSTANDING SHARES (*) 20,337,607,170 22,540,581,570

s78 REPURCHASE OF OWN SHARER(*) 1,707,475,100 1,088,322,740

s101 RESTRICTED CASH (1) 0 0

s102 DEBT WITH COST OF AFFILIATES NON
CONSOLIDATED

0 0

(*) THESE CONCEPTS SHOULD BE EXPRESSED IN UNITS.

This item shall be filled in when there have been granted guarantees that affects cash and cash equivalents (s03)1. 

NOTE:

In references s57 and s63 it is only included the amount corresponding to the debts of the accounts s26 and s32
respectively.

---

MEXICAN STOCK EXCHANGE

Index

SIFIC/ICS

STOCK EXCHANGE CODE: TELMEX QUARTER: 3 YEAR: 2006
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TELÉFONOS DE MÉXICO, S.A. DE C.V.

FS-04

CONSOLIDATED STATEMENTS OF INCOME

- FROM JANUARY 01 TO SEPTEMBER 30, 2006 & 2005 -

(Thousands of Mexican Pesos)

Final printing

---

REF

R
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL
YEAR

QUARTER OF
PREVIOUS

FINANCIAL
YEAR

Amount % Amount %

r01 OPERATING
REVENUES

128,088,648 100 127,374,830 100

r02 COST OF SALES AND
SERVICES

67,396,838 53 68,644,788 54

r03 GROSS INCOME 60,691,810 47 58,730,042 46

r04 OPERATING
EXPENSES

24,960,624 19 21,520,694 17

r05 OPERATING INCOME 35,731,186 28 37,209,348 29

r06 COMPREHENSIVE
FINANCING COST

3,786,373 3 3,372,336 3

r07 INCOME AFTER
COMPREHENSIVE
FINANCING COST

31,944,813 25 33,837,012 27

r08 OTHER EXPENSES
AND INCOMES (NET)

0 0 0 0

r44 SPECIAL ITEMS 0 0 0 0

r09 INCOME BEFORE
INCOME TAX AND
EMPLOYEE PROFIT
SHARING

31,944,813 25 33,837,012 27

r10 PROVISIONS FOR
INCOME TAX AND
EMPLOYEE PROFIT
SHARING

11,528,603 9 12,230,488 10
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r11 NET INCOME AFTER
INCOME TAX AND
EMPLYEE PROFIT
SHARING

20,416,210 16 21,606,524 17

r12 EQUITY IN NET
INCOME OF
NON-CONSOLIDATED
SUBSIDIARIES AND
AFFILIATES

315,905 0 (62,361) 0

r13 CONSOLIDATED NET
INCOME OF
CONTINUING
OPERATIONS

20,732,115 16 21,544,163 17

r14 INCOME FROM
DISCONTINUED
OPERATIONS (NET)

0 0 0 0

r15 CONSOLIDATED NET
INCOME BEFORE
EXTRAORDINARY
ITEMS

20,732,115 16 21,544,163 17

r16 EXTRAORDINARY
ITEMS, NET EXPENSE
(INCOME)

0 0 0 0

r17 NET EFFECT OF
CHANGES IN
ACCOUNTING
PRINCIPLES

0 0 0 0

r18 NET INCOME 20,732,115 16 21,544,163 17

r19 NET INCOME OF
MINORITY INTEREST

291,482 0 784,415 1

r20 NET INCOME OF
MAYORITY INTEREST

20,440,633 16 20,759,748 16

---

MEXICAN STOCK EXCHANGE

Index

SIFIC/ICS

STOCK EXCHANGE CODE: TELMEX QUARTER: 3 YEAR: 2006

TELÉFONOS DE MÉXICO, S.A. DE C.V.

FS-05
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CONSOLIDATED STATEMENTS OF INCOME

- BREAKDOWN OF MAIN CONCEPTS -

(Thousands of Mexican Pesos)

Final printing

---

REF

R
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL
YEAR

QUARTER OF
PREVIOUS

FINANCIAL
YEAR

Amount % Amount %

r01 OPERATING
REVENUES

128,088,648 100 127,374,830 100

r21 DOMESTIC 90,984,347 71 93,395,632 73

r22 FOREIGN 37,104,301 29 33,979,198 27

r23 TRANSLATION
INTO DOLLARS
(***)

3,357,795 3 2,992,421 2

r06 COMPREHENSIVE
FINANCING COST

3,786,373 100 3,372,336 100

r24 INTEREST
EXPENSE

5,295,973 140 5,851,464 174

r42 LOSS (GAIN) ON
RESTATEMENT
OF UDI'S

0 0 0 0

r45 OTHER
FINANCIAL
COSTS

0 0 0 0

r26 INTEREST
INCOME

1,586,320 42 3,274,709 97

r46 OTHER
FINANCIAL
PRODUCTS

0 0 0 0

r25 FOREIGN
EXCHANGE LOSS
(GAIN) (NET)

1,469,546 39 1,952,477 58

r28 RESULT FROM
MONETARY
POSITION

(1,392,826) (37) (1,156,896) (34)

Edgar Filing: TELEFONOS DE MEXICO S A DE C V - Form 6-K

12



r10 PROVISION FOR
INCOME TAX
AND EMPLOYEE
PROFIT SHARING

11,528,603 100 12,230,488 100

r32 INCOME TAX 10,658,145 92 12,078,214 99

r33 DEFERRED
INCOME TAX

(1,343,350) (12) (2,202,892) (18)

r34 EMPLOYEE
PROFIT SHARING

2,213,808 19 2,355,166 19

r35 DEFERRED
EMPLOYEE
PROFIT SHARING

0 0 0 0

(***) THOUSAND DOLLARS

--- 

MEXICAN STOCK EXCHANGE

Index

SIFIC/ICS

STOCK EXCHANGE CODE: TELMEX QUARTER: 3 YEAR: 2006

TELÉFONOS DE MÉXICO, S.A. DE C.V.

FS-06

CONSOLIDATED STATEMENTS OF INCOME

- OTHER CONCEPTS -

(Thousands of Mexican Pesos)

Final printing

---

REF

R
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL
YEAR

QUARTER OF
PREVIOUS

FINANCIAL
YEAR

Amount Amount

r36 TOTAL REVENUES 128,088,648 127,374,830
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r37 TAX RESULT FOR THE YEAR 0 0

r38 OPERATING REVENUES (**) 171,353,073 171,169,367

r39 OPERATING INCOME (**) 65,203,029 50,457,714

r40 NET INCOME OF MAJORITY
INTEREST (**)

29,190,843 31,871,387

r41 NET INCOME (**) 29,555,485 32,981,289

r47 OPERATIVE DEPRECIATION
AND ACCUMULATED

16,758,216 17,976,797

(**)

INFORMATION OF THE PAST TWELVE MONTHS

---

MEXICAN STOCK EXCHANGE

Index

SIFIC/ICS

STOCK EXCHANGE CODE: TELMEX QUARTER: 3 YEAR: 2006

TELÉFONOS DE MÉXICO, S.A. DE C.V.

FS-07

CONSOLIDATED QUARTERLY STATEMENTS OF INCOME

- FROM JULY 01 TO SEPTEMBER 30, 2006 & 2005 -

(Thousands of Mexican Pesos)

Final printing

---

REF

RT
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL YEAR

QUARTER OF
PREVIOUS

FINANCIAL YEAR

Amount % Amount %

rt01 OPERATING REVENUES 43,261,814 100 43,037,488 100

rt02 COST OF SALES AND SERVICES 22,411,833 52 22,978,938 53

rt03 GROSS INCOME 20,849,981 48 20,058,550 47
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rt04 OPERATING EXPENSES 10,210,847 24 7,033,963 16

rt05 OPERATING INCOME 10,639,134 25 13,024,587 30

rt06 COMPREHENSIVE FINANCING
COST

1,729,800 4 1,635,854 4

rt07 INCOME AFTER COMPREHENSIVE
FINANCING COST

8,909,334 21 11,388,733 26

rt08 OTHER EXPENSES AND INCOMES
(NET)

0 0 0 0

rt44 SPECIAL ITEMS 0 0 0 0

rt09 INCOME BEFORE INCOME TAX
AND EMPLOYEE PROFIT
SHARING

8,909,334 21 11,388,733 26

rt10 PROVISIONS FOR INCOME TAX
AND EMPLOYEE PROFIT
SHARING

3,330,206 8 3,792,574 9

rt11 NET INCOME AFTER INCOME TAX
AND EMPLYEE PROFIT SHARING

5,579,128 13 7,596,159 18

rt12 EQUITY IN NET INCOME OF
NON-CONSOLIDATED
SUBSIDIARIES AND AFFILIATES

153,843 0 (16,619) 0

rt13 CONSOLIDATED NET INCOME OF
CONTINUING OPERATIONS

5,732,971 13 7,579,540 18

rt14 INCOME FROM DISCONTINUED
OPERATIONS (NET)

0 0 0 0

rt15 CONSOLIDATED NET INCOME
BEFORE EXTRAORDINARY ITEMS

5,732,971 13 7,579,540 18

rt16 EXTRAORDINARY ITEMS, NET
EXPENSE (INCOME)

0 0 0 0

rt17 NET EFFECT OF CHANGES IN
ACCOUNTING PRINCIPLES

0 0 0 0

rt18 NET INCOME 5,732,971 13 7,579,540 18

rt19 NET INCOME OF MINORITY
INTEREST

(278,747) (1) 365,388 1

rt20 NET INCOME OF MAYORITY
INTEREST

6,011,718 14 7,214,152 17

--- 

MEXICAN STOCK EXCHANGE

Index
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SIFIC/ICS

STOCK EXCHANGE CODE: TELMEX QUARTER: 3 YEAR: 2006

TELÉFONOS DE MÉXICO, S.A. DE C.V.

FS-08

CONSOLIDATED QUARTERLY STATEMENTS OF INCOME

- BREAKDOWN OF MAIN CONCEPTS -

(Thousands of Mexican Pesos)

Final printing

---

REF

RT
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL YEAR

QUARTER OF
PREVIOUS

FINANCIAL
YEAR

Amount % Amount %

rt01 OPERATING
REVENUES

43,261,814 100 43,037,488 100

rt21 DOMESTIC 31,609,707 73 31,272,509 73

rt22 FOREIGN 11,652,107 27 11,764,979 27

rt23 TRANSLATION INTO
DOLLARS (***)

1,133,293 3 1,068,890 2

rt06 COMPREHENSIVE
FINANCING COST

1,729,800 100 1,635,854 100

rt24 INTEREST EXPENSE 2,602,804 150 2,130,624 130

rt42 LOSS (GAIN) ON
RESTATEMENT OF
UDI'S

0 0 0 0

rt45 OTHER FINANCIAL
COSTS

0 0 0 0

rt26 INTEREST INCOME 505,862 29 1,087,177 66

rt46 OTHER FINANCIAL
PRODUCTS

0 0 0 0

rt25 FOREIGN EXCHANGE
LOSS (GAIN) (NET)

527,603 31 1,007,925 62

rt28 (894,745) (52) (415,518) (25)

Edgar Filing: TELEFONOS DE MEXICO S A DE C V - Form 6-K

16



RESULT FROM
MONETARY POSITION

rt10 PROVISION FOR
INCOME TAX AND
EMPLOYEE PROFIT
SHARING

3,330,206 100 3,792,574 100

rt32 INCOME TAX 3,040,191 91 4,050,316 107

rt33 DEFERRED INCOME
TAX

(457,877) (14) (768,063) (20)

rt34 EMPLOYEE PROFIT
SHARING

747,892 22 510,321 13

rt35 DEFERRED
EMPLOYEE PROFIT
SHARING

0 0 0 0

(***) THOUSAND DOLLARS

---

MEXICAN STOCK EXCHANGE

Index

SIFIC/ICS

STOCK EXCHANGE CODE: TELMEX QUARTER: 3 YEAR: 2006

TELÉFONOS DE MÉXICO, S.A. DE C.V.

FS-09

CONSOLIDATED QUARTERLY STATEMENTS OF INCOME

- OTHER CONCEPTS -

(Thousands of Mexican Pesos)

Final printing

---

REF

RT

CONCEPTS QUARTER OF
PRESENT

FINANCIAL
YEAR

QUARTER OF
PREVIOUS

FINANCIAL YEAR
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Amount Amount

rt47 OPERATIVE DEPRECIATION AND ACCUMULATED
IMPAIRMENT LOSSES

5,402,765 5,920,911

---
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(Thousands of Mexican Pesos)

Final printing
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REF

C
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL
YEAR

QUARTER OF
PREVIOUS

FINANCIAL
YEAR

Amount Amount

c01 NET INCOME 20,732,115 21,544,163

c02 (+)(-) ITEMS ADDED TO INCOME
WHICH DO NOT REQUIRE USING
RESOURCES

20,617,785 17,779,209

c03 CASH FLOW FROM NET INCOME
FOR THE YEAR

41,349,900 39,323,372

c04 CASH FLOW FROM CHANGES IN
WORKING CAPITAL

(4,261,938) (2,210,807)

c05 RESOURCES PROVIDED BY (USED
FOR) OPERATING ACTIVITIES

37,087,962 37,112,565

c06 RESOURCES PROVIDED BY (USED
FOR) EXTERNAL FINANCING

5,484,784 1,510,939
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ACTIVITIES

c07 RESOURCES PROVIDED BY (USED
FOR) INTERNAL FINANCING
ACTIVITIES

(27,780,790) (18,694,485)

c08 RESOURCES PROVIEDED BY
(USED FOR) FINANCING
ACTIVITIES

(22,296,006) (17,183,546)

c09 RESOURCES PROVIDED BY (USED
FOR) INVESTMENT ACTIVITIES

(15,350,638) (13,088,688)

c10 NET INCREASE (DECREASE) IN
CASH AND SHORT-TERM
INVESTMENTS

(558,682) 6,840,331

c11 CASH AND SHORT-TERM
INVESTMENTS AT THE BEGINNIG
OF PERIOD

24,306,624 21,844,724

c12 CASH AND SHORT-TERM
INVESTMENTS AT THE END OF
PERIOD

23,747,942 28,685,055

---
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REF

C
CONCEPTS

QUARTER
OF

PRESENT

FINANCIAL
YEAR

QUARTER OF
PREVIOUS

FINANCIAL
YEAR

Amount Amount

c02 +(-) ITEMS ADDED TO INCOME WHICH DO
NOT REQUIRE USING RESOURCES

20,617,785 17,779,209

c13 DEPRECIATION AND AMORTIZATION FOR
THE YEAR

18,529,350 19,725,069

c41 +(-) OTHER ITEMS 2,088,435 (1,945,860)

c04 CASH FLOW FROM CHANGES IN WORKING
CAPITAL

(4,261,938) (2,210,807)

c18 +(-) DECREASE (INCREASE) IN ACCOUNT
RECEIVABLE

(2,875,992) 124,552

c19 +(-) DECREASE (INCREASE) IN INVENTORIES (1,048,073) (338,394)

c20 +(-) DECREASE (INCREASE) IN OTHER
ACCOUNT RECEIVABLE AND OTHER
ASSETS

(3,139,047) 3,160,612

c21 +(-) INCREASE (DECREASE) IN SUPPLIERS
ACCOUNT

0 0

c22 +(-) INCREASE (DECREASE) IN OTHER
LIABILITIES

2,801,174 (5,157,577)

c06 RESOURCES PROVIDED BY (USED FOR)
EXTERNAL FINANCING ACTIVITIES

5,484,784 1,510,939

c23 + BANK FNANCING 20,532,166 22,853,018

c24 + STOCK MARKET FINANCING 377,358 221,006

c25 + DIVIDEND RECEIVED 0 0

c26 + OTHER FINANCING 0 1,042,718

c27 (-) BANK FINANCING AMORTIZATION (14,918,516) (15,790,666)

c28 (-) STOCK MARKET FINANCING
AMORTIZATION

(316,360) (1,591,381)

c29 (-) OTHER FINANCING AMORTIZATION (189,864) (5,223,756)

c42 + (-) OTHER ITEMS 0 0

c07 RESOURCES PROVIDED BY (USED FOR)
INTERNAL FINANCING ACTIVITIES

(27,780,790) (18,694,485)

c30 + (-) INCREASE (DECREASE) IN CAPITAL
STOCK

(1,507,145) (1,000,634)
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c31 (-) DIVIDENDS PAID (6,342,383) (6,655,003)

c32 + PREMIUM ON SALE OF SHARES 0 0

c33 + CONTRIBUTION FOR FUTURE CAPITAL
INCREASES

(19,931,262) (11,038,848)

c43 + (-) OTHER ITEMS 0 0

c09 RESOURCES PROVIDED BY (USED FOR )
INVESTMENT ACTIVITIES

(15,350,638) (13,088,688)

c34 +(-) DECREASE (INCREASE) IN STOCK
INVESTMENTS OF PERMANENT NATURE

(2,261,115) (3,803,299)

c35 (-) ACQUISITION OF PROPERTY, PLANT AND
EQUIPMENT

(14,408,372) (15,356,906)

c36 (-) INCREASE IN CONSTRUCTIONS IN
PROGRESS

0 0

c37 + SALE OF OTHER PERMANENT
INVESTMENT

0 0

c38 + SALE OF TANGIBLE FIXED ASSETS 0 0

c39 + (-) OTHER ITEMS 1,318,849 6,071,517

--- 
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REF

D
CONCEPTS

QUARTER OF PRESENT

FINANCIAL YEAR

QUARTER OF
PREVIOUS

FINANCIAL
YEAR

Amount Amount

d01 BASIC INCOME PER ORDINARY
SHARE (**)

$1.44 $1.41

d02 BASIC INCOME PER PREFERENT
SHARE (**)

$0.00 $0.00

d03 DILUTED INCOME PER ORDINARY
SHARE (**)

$0.00 $0.00

d04 INCOME FROM CONTINUOUS
OPERATIONS PER ORDINARY SHARE
(**)

$1.44 $1.41

d05 EFFECT OF DISCONTINUOUS
OPERATIONS ON INCOME FROM
CONTINUOS OPERATIONS PER
ORDINARY SHARE (**)

$0.00 $0.00

d06 EFFECT OF EXTRAORDINARY
INCOME ON INCOME FROM
CONTINOUS OPERATIONS PER
ORDINARY SHARE (**)

$0.00 $0.00

d07 EFFECT OF CHANGES IN
ACCOUNTING PRINCIPLES ON
INCOME FROM CONTINOUS
OPERATIONS PER ORDINARY SHARE
(**)

$0.00 $0.00

d08 CARRYING VALUE PER SHARE $4.89 $4.76

d09 ACUMULATED CASH DIVIDEND PER
SHARE

$0.31 $0.30

d10 SHARE DIVIDENDS PER SHARE 0.00 shares 0.00 shares

d11 MARKET PRICE TO CARRYING
VALUE

2.89 times 2.50 times

d12 MARKET PRICE TO BASIC INCOME
PER ORDINARY SHARE (**)

9.81 times 8.44 times

d13 MARKET PRICE TO BASIC INCOME
PER PREFERENT SHARE (**)

0.00 times 0.00 times

(**)

INFORMATION OF THE PAST TWELVE MONTHS

---
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REF

P
CONCEPTS

QUARTER OF
PRESENT

FINANCIAL
YEAR

QUARTER OF
PREVIOUS

FINANCIAL
YEAR

YIELD

p01 NET INCOME TO OPERATING REVENUES 16.18% 16.91%

p02 NET INCOME TO STOCKHOLDERS' EQUITY (**) 29.34% 29.69%

p03 NET INCOME TO TOTAL ASSETS ( **) 11.14% 12.30%

p04 CASH DIVIDENDS TO PREVIOUS YEAR NET
INCOME

21.49% 22.52%

p05 INCOME DUE TO MONETARY POSITION TO
NET INCOME

6.71% 5.36%

ACTIVITY

p06 OPERATING REVENUES TO TOTAL ASSETS (**) 0.64 times 0.63 times

p07 OPERATING REVENUES TO FIXED ASSETS (**) 1.09 times 1.08 times

p08 INVENTORIES ROTATION (**) 52.30 times 77.57 times

p09 ACCOUNTS RECEIVABLE IN DAYS OF SALES 51.11 days 49.71 days

p10 INTEREST PAID TO TOTAL LIABILITIES WITH
COST (**)

7.07% 8.37%

LEVERAGE

Edgar Filing: TELEFONOS DE MEXICO S A DE C V - Form 6-K

23



p11 TOTAL LIABILITIES TO TOTAL ASSETS 58.13% 55.14%

p12 TOTAL LIABILITIES TO STOCKHOLDERS'
EQUITY

1.38 times 1.22 times

p13 FOREIGN CURRENCY LIABILITIES TO TOTAL
LIABILITIES

56.96% 59.62%

p14 LONG-TERM LIABILITIES TO FIXED ASSETS 59.13% 50.42%

p15 OPERATING INCOME TO INTEREST PAID 6.74 times 6.35 times

p16 OPERATING REVENUES TO TOTAL
LIABILITIES (**)

1.11 times 1.15 times

LIQUIDITY

p17 CURRENT ASSETS TO CURRENT LIABILITIES 1.48 times 1.29 times

p18 CURRENT ASSETS LESS INVENTORY TO
CURRENT LIABILITIES

1.45 times 1.28 times

p19 CURRENT ASSETS TO TOTAL LIABILITIES 0.41 times 0.43 times

p20 AVAILABLE ASSETS TO CURRENT LIABILITIES 54.69% 57.31%

STATEMENT OF CHANGES IN FINANCIAL
POSITION

p21 CASH FLOW FROM NET INCOME TO
OPERATING REVENUES

32.28% 30.87%

p22 CASH FLOW FROM CHANGES IN WORKING
CAPITAL TO OPERATING REVENUES

-3.32% -1.73%

p23 RESOURCES PROVIDED BY OPERATING
ACTIVITIES TO INTEREST PAID

7.00 times 6.34 times

p24 EXTERNAL FINANCING TO RESOURCES
PROVIDED BY (USED FOR) FINANCING

-24.59% -8.79%

p25 INTERNAL FINANCING TO RESOURCES
PROVIDED BY (USED FOR) FINANCING

124.59% 108.79%

p26 ACQUISITION OF PROPERTY, PLANT AND
EQUIPMENT TO RESOURCES PROVIDED BY
(USED FOR) INVESTMENT ACTIVITIES

93.86% 117.32%

(**) INFORMATION OF THE PAST TWELVE MONTHS

---
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TELÉFONOS DE MÉXICO, S.A. DE C.V.

ANNEX 1

CHIEF EXECUTIVE OFFICER REPORT

Consolidated

Final printing

---

Highlights

3rd Quarter 2006

In Mexico, TELMEX's broadband service continues to show growth with an addition of 217 thousand services in
the quarter, the highest historic gain. The number of Prodigy Infinitum (ADSL) customers increased 76.1%
compared with September 2005, bringing the total to 1.6 million customers. Billed line equivalents for data
transmission increased 27.6% compared with last year.

• 

In Mexico, domestic long distance traffic increased 2.1% compared with the same period of 2005. International
outgoing and international incoming traffic increased 3.9% and 32.7%, respectively.

• 

At September 30, TELMEX had a market share of 25% of fixed and mobile services with 18 million 601 thousand
lines, of a total of more than 74 million fixed and mobile services in the country.

• 

During the quarter, TELMEX continued to clean up prepaid lines that are not producing revenues, reducing their
total by 129 thousand in addition to the 202 thousand disconnections of lines that pay rent during the
period.  Connections totaled 379 thousand, for a net gain of 48 thousand lines in the third quarter.  During October,
233 thousand prepaid lines have been disconnected as part of the clean-up program, which will continue for the rest
of the year. After this clean-up, we estimate that TELMEX will serve approximately 1.7 million prepaid lines
across our markets, including segments that increasingly are served by mobile telephony. In the third quarter, 10.3
million prepaid Multifón cards were sold for the prepaid lines, an increase of 6.7% compared with the same period
of 2005.

• 

In the fixed line business in Mexico, TELMEX competes with 9 operators that are mainly focused on high-income
segments A, B, and C+. In these segments with competition, TELMEX has a market share of approximately 70%.
On the other hand, the company's commitment to meeting demand for telecommunications services has led us to be
the only fixed-line operator with presence in homes of socioeconomic segments C-, D, E and prepaid of the
country.

• 

In Brazil, the main revenue generators continued to increase. Line equivalents of 64 Kbps increased 60.4%, local
service access increased 42.7% and domestic long distance traffic increased 14.8%. The Triple Play service that
was introduced in March of this year through Net Serviços serves 115 thousand customers.

• 

In the third quarter, Embratel reached an important agreement in process of approval with most of the Brazilian
states regarding ICMS (Imposto Sobre Circulação de Mercadoria e Prestação de Serviços), that reduced the impact
of the fiscal contingency related to this tax that the company had for many years. The amount of the non-recurring

• 
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charge was approximately 515 million reais.

In the third quarter, consolidated revenues reached 43.3 billion pesos, 0.5% higher than the same period of
2005, while revenues in Mexico totaled 31.8 billion pesos, a decrease of 1.2%. In Brazil, revenues totaled 2.1
billion reais in the quarter, 8.2% higher than the same quarter of the previous year.

• 

Consolidated EBITDA (1) totaled 16.8 billion pesos, a decrease of 13.7% due to the charge related to ICMS
in Brazil and produced a margin of 38.7%. If the non-recurring charge of ICMS in Brazil were excluded,
EBITDA would have reached 19.4 billion pesos, with a margin of 44.8% similar to the same period of 2005.

• 

Due to the above mentioned charge, operating income totaled 10.6 billion pesos. The operating margin was
24.6%, 5.7 percentage points lower than the same period of 2005. If the non-recurring charge of ICMS in
Brazil were eliminated, operating income would have reached 13.3 billion pesos with a margin of 30.6%

• 

Majority net income in the third quarter totaled 6 billion pesos, 16.7% lower than the same period of the
previous year due to the charge related to ICMS in Brazil. If we exclude the ICMS charge, we estimate that
majority net income would have reached 7.5 billion pesos, with an increase of 3.6% compared with the same
period of 2005. Earnings per share were 30 Mexican cents and 54 US cents per ADR, a decrease of 6.3% and
3.6%, respectively, compared with the third quarter of the previous year.

• 

Consolidated net debt (3) increased in the quarter to the equivalent of approximately 76 million dollars,
totaling 6.715 billion dollars. In the quarter, cross currency swaps were carried out to cover the exchange rate
and interest rate risks related to the issuance of bonds with maturity in 2010 and 2015 for a total of 1.75
billion dollars (with interest rates of 4.75% and 5.50%, respectively). This transaction allowed TELMEX to
fully hedge the 2010 and 2015 bonds at a strike price of 10.9275 pesos with a fixed rate of 7.52% and 8.57%,
respectively.

• 

Consolidated investment was equivalent to 1.293 billion dollars in the nine months of 2006. Share repurchases
rose to 7.3 billion pesos during the quarter.

• 

(3) Net debt is defined as short-term liabilities plus long-term debt less cash and equivalents.

Recent Events

New appointments

On September 20, 2006, the Board of Directors approved a modification of its organizational structure in which the
company seeks to enhance the development of its strategic activities as well as to further increase its focus on
operations. Jaime Chico Pardo was appointed Chairman of the Board of Directors, Carlos Slim Domit was appointed
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Co-chairman of the Board of Directors, Héctor Slim Seade was appointed Chief Executive Officer of TELMEX and
Oscar von Hauske was appointed President of TELMEX International. These changes represent an organizational
transition that strengthens the company's operating capacity and recognizes the experience of senior management.

Cash tender offer for shares of Embratel.

On September 27, the Commissâo de Valores Mobiliários de Brasil (CVM) granted the registration of the Voluntary
Tender Offer for TELMEX to acquire all of the common and preferred shares of EMBRAPAR. On October 3,
TELMEX announced that it commenced the tender offer that is estimated to expire on November 6, 2006 (unless the
tender offer is extended or earlier terminated). Following the tender offer, TELMEX will carry out an auction in the
Bolsa de Valores de São Paulo (BOVESPA) on November 7, 2006.

Share repurchase program

On September 20, the Board of Directors resolved to call for the Ordinary Shareholders' Meeting to be held on
October 9, 2006, where they approved an increase in funds to purchase the company's own shares by 15 billion pesos.
At that date, with the newly authorized funds the available balance was approximately 15.931 billion pesos.

Consolidated Income Statements

Revenues:

In the third quarter, consolidated revenues increased 0.5%, mainly due to the 9.8% and 11.6% increases in Internet
and corporate networks revenues, respectively; the 9.9% increase in other revenues, comprised primarily of yellow
pages and Tiendas TELMEX (TELMEX stores). Additionally, interconnection revenues decreased 4.2% (calling party
pays), domestic long distance revenues decreased 3.5% and international long distance revenues decreased 6.1%. For
the nine months, revenues totaled 128.1 billion pesos, an increase of 0.6%.

Costs and expenses

: Costs and expenses increased 8.7%, mainly due to a non-recurring charge of approximately 515 million reais from
the agreements that Embratel carried out related to the ICMS tax (Imposto Sobre Circulação de Mercadoria e
Prestação de Serviços). If this effect were eliminated, costs would have remained at the same level as the third quarter
of 2005. This increase was also due to change in the accounting policy for PC sales in Mexico, offset by improved
internal efficiencies reflected in the decrease of maintenance costs and consumption of materials. For the nine months,
costs and expenses totaled 92.4 billion pesos, an increase of 2.4% compared with the same period of the previous year.

EBITDA (1) and operating income:

EBITDA (1) totaled 16.8 billion pesos in the third quarter, a decrease of 13.7% compared with the same period of
2005. The EBITDA margin was 38.7%. Operating income totaled 10.6 billion pesos, 18.3% lower than the third

Edgar Filing: TELEFONOS DE MEXICO S A DE C V - Form 6-K

27



quarter of 2005. The operating margin was 24.6%. If the non-recurring charge related to ICMS in Brazil were
eliminated, EBITDA (1) and operating income would have totaled 19.4 billion pesos and 13.3 billion pesos, with
margins of 44.8% and 30.6%, respectively. For the nine months, EBITDA totaled 54.3 billion pesos and operating
income 35.7 billion pesos.

Comprehensive financing cost:

Comprehensive financing cost totaled 1.7 billion pesos in the quarter, an increase of 5.7% compared with the third
quarter of 2005. This resulting from: i) a net interest charge of 2.1 billion pesos in part due to the restructure, in July,
of the 15.9 billion pesos of interest rate swaps that generated a charge of 291 million pesos, but improved the
weighted fixed interest rate from 9.02% to 8.76%, ii) a net exchange loss of 528 million pesos from the impact of the
third-quarter's exchange rate appreciation of 0.35 pesos per dollar. This impact was partially offset by the 5.735 billion
dollars in dollar-peso hedges (weighted average exchange rate: 11.1130 pesos per dollar) and the 547 million dollars
in dollar-reais hedges (weighted average exchange rate: 2.3925 reais per dollar) and a gain of 215 million pesos from
the cross currency swaps acquired during the quarter, and iii) a gain in the monetary position of 895 million pesos, due
to a higher inflation rate in Mexico during the quarter compared with the same period of the previous year.

Majority net income:

Majority net income totaled 6.012 billion pesos, 16.7% lower than the same period of the previous year, mainly due to
the non-recurring charge related to ICMS in Embratel in Brazil. If we exclude the ICMS charge, we estimate that
majority net income would have reached 7.5 billion pesos, with an increase of 3.6% compared with the same period of
2005. Earnings per share at September 30, 2006 were 30 Mexican cents, and earnings per ADR were 54 US cents. For
the nine months, majority net income totaled 20.441 billion pesos, a decrease of 1.5% compared with the same period
of the last year.

Free cash flow:

At September 30, resources provided by operating activities totaled 40 billion pesos, of which 21.438 billion were
used in share repurchases, 6.342 billion in dividend payments and the rest in several investments.

Investments:

In the first nine months of 2006, consolidated investment was the equivalent of 1.293 billion dollars, of which 81%
was used for growth projects in the voice, data and transport infrastructure, 15.2% for operational support projects and
operating needs and 3.8% for social telephony.

Debt:

Gross total debt at September 30 was the equivalent of 9.116 billion dollars, an increase of 625 million dollars from a
year ago. Consolidated net debt (3) increased in the quarter to the equivalent of approximately 76 million dollars,
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totaling 6.715 billion dollars. In the quarter, cross currency swaps were carried out to cover the exchange rate and
interest rate risks related to the issuance of bonds with maturity in 2010 and 2015 for a total of 1.750 billion dollars
(with interest rates of 4.75% and 5.50%, respectively). This transaction allowed TELMEX to hedge the 2010 and 2015
bonds at a strike price of 10.9275 pesos with fixed rates of 7.52% and 8.57%, respectively. Additionally, a syndicated
bank loan was carried out for 500 million dollars with an average maturity of 5 years at an average interest rate of
Libor +22.5 basis points and the syndicated bank loan of 2.5 billion dollars (issued in 2005) was increased to 3 billion
dollars and increased its average maturity to 4.6 years at an average interest rate of Libor +24.6 basis points. 

(3) Net debt is defined as short-term liabilities plus long-term debt, less cash and equivalents.

Repurchase of shares:

For the nine months, the company used 21.438 billion pesos to repurchase its own shares. During the
quarter, 7.3 billion pesos were used to repurchase 558,666,300 shares. On September 20, the Board of
Directors resolved to call for the Ordinary Shareholders' Meeting to be held on October 9, 2006, where they
approved to increase the funds to purchase the company's own shares by 15 billion pesos, and at that
date, the balance was approximately 15.931 billion pesos.

Sección Amarilla (Yellow Pages):

On October 24, TELMEX acquired an 80 percent interest in Cobalt Publishing, LLC, an affiliate of Blue
Equity LLC, which publishes Enlace, the largest independent Spanish Yellow Pages directory publisher in
the United States with presence in 18 States besides Internet.

TELMEX will rebrand the directories with the Sección Amarilla logo and name, a brand with over 100 years of
experience in the directory business and currently publishes 135 directories across Mexico.

Mexico Operating Results

Lines in service

TELMEX competes with other local service providers in Mexico that are mainly focused on the high-income
economic segments. That is the case of socioeconomic A and B segments where TELMEX serves 74% of the homes,
while cable companies provide service to 93% of the homes. On the other hand, the company's commitment to
meeting demand for telecommunications services has led us to be practically the only fixed-line operator with
presence in socioeconomic segments C, D and E of the country. Therefore, approximately 60% of our lines generate
less than 230 pesos per month.

From July to September 2006, TELMEX continued its growth-with-profitability policy for fixed lines in service,
resulting in a clean-up of 129 thousand prepaid lines that were not generating usage. Along with the 202 thousand
disconnections of fixed lines that pay rent, that resulted in 331 thousand disconnections. We will continue to clean-up
prepaid lines that are not profitable for the rest of the year. At September 30, TELMEX had 18 million 601 thousand
lines in service, an increase of 2.6% compared with the same period of the previous year. For the nine months, the line
gain was 227 thousand resulting from 1 million 224 thousand connections and 997 thousand disconnections.

Local traffic
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During the third quarter, local traffic decreased 0.6% over the same period in 2005, with a total of 6.734 billion local
calls. Local traffic volume has been affected by competition from local and wireless telephony and by the migration of
our switched traffic to corporate networks, which strengthens the data business. For the nine months, total local traffic
was 20.085 billion calls, 0.2% higher than the same period of the previous year.

On the other hand, the measured service packages, Línea Hogar and Línea Más Negocio, totaled 227 thousand and
492 thousand customers, respectively. These figures validate our strategy to evolve toward a more predictable revenue
flow produced by package offerings.

Long distance traffic

Domestic long distance (DLD) increased 2.1% compared with the third quarter of 2005, totaling 4.672 billion
minutes. In the quarter, outgoing and incoming international long distance traffic maintained its growth trend due to
the introduction of packages. Incoming international traffic increased 32.7%, totaling 1.797 billion minutes, and
outgoing international traffic increased 3.9%, totaling 479 million minutes. The incoming-outgoing ratio was 3.8. For
the nine months, international outgoing traffic totaled 1.421 billion minutes and incoming international traffic totaled
5.227 billion minutes, increases of 5.9% and 38.4%, respectively.

Domestic and international long distance packages totaled 1.6 million customers.

Interconnection

In the third quarter, interconnection traffic increased 14.6%, totaling 10.090 billion minutes. Calling party pays traffic
increased 7.1%, and traffic from local and international operators increased 14.4%. Traffic generated by cellular
companies that is terminated in TELMEX's network increased 24.3%. For the nine months, interconnection traffic
totaled 28.7 billion minutes, an increase of 10.3%.

Internet and Corporate networks

During the third quarter, high-speed Internet Prodigy Infinitum (ADSL) added 217 thousand customers due to higher
penetration of TELMEX packages (broadband and voice services), to the enhancement of our products and to the
increase of 86.4% in PC sales compared with the same quarter of 2005. At September 30, there were 1 million 592
thousand Prodigy Infinitum (ADSL) customers, an annual increase of 76.1%. The total number of Internet access
accounts, including Infinitum and dial-up, increased 23.1% compared with September 2005, totaling 2 million 492
thousand customers. Billed line equivalents of 64 Kbps to corporate customers increased 27.5%, reaching 2 million
217 thousand.

Mexico Financial Results

Revenues:

Revenues in the third quarter totaled 31.8 billion pesos, a decrease of 1.2% compared with the same
period of last year. Increases in revenues of 5.3% from corporate networks and 12.2% from Internet
revenues were not enough to offset the decrease in prices in real terms of local and long distance services,
which reflected the company's decision not to increase rates; the introduction of packages that promote

Edgar Filing: TELEFONOS DE MEXICO S A DE C V - Form 6-K

30



usage but generate a decrease in revenues per call; and, finally, the 10% reduction of the calling party pays
rate. If revenues from calling party pays were excluded, revenues would have decreased 0.2%. For the
nine months, revenues totaled 93.5 billion pesos, a decrease of 1.5% compared with the same period of
2005.

Local:• 

Local revenues totaled 13.9 billion pesos in the third quarter, a decrease of 3.6%, reflecting the reduction of
the average measured service rate and monthly rent in real terms of 5.5% and 3.2%, respectively, and the
decrease of public telephony due to competition from cellular companies and public telephony competitors.
For the nine months, local revenues totaled 41.7 billion pesos, a decrease of 3%.

DLD:• 

DLD revenues totaled 4.4 billion pesos in the third quarter, 3.1% lower than the third quarter of 2005 due to
the 5.1% decrease in the average revenue per minute in real terms. For the nine months, DLD revenues
totaled 13.2 billion pesos, a decrease of 2.2%.

ILD:• 

In the third quarter, ILD revenues totaled 2.5 billion pesos, a decrease of 2.6% compared with the third
quarter of the previous year. Revenues from outgoing traffic declined 7.5% to 1.6 billion pesos due to the
10.9% decline in average revenue per minute in real terms and because the increase in traffic volume was
not enough to offset the decrease in prices. International settlement revenues totaled 881 million pesos, an
increase of 7.9%. For the nine months, ILD revenues totaled 7.6 billion pesos, an increase of 0.7%.

Interconnection:• 

Interconnection revenues in the third quarter decreased 4.6% to 4.3 billion pesos due to the 10% reduction
of the calling party pays rate. For the nine months, interconnection revenues totaled 12.4 billion pesos, a
decrease of 8.8%.

Corporate networks:• 

In the third quarter, revenues from services related to data transmission through private and managed
networks totaled 2.7 billion pesos, an increase of 5.3% due to more billed line equivalents in service that
offset the decrease in revenue per billed line equivalent. For the nine months, corporate networks revenues
totaled 8 billion pesos, an increase of 3.9%.
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Internet:• 

Revenues from services related to the Internet platform rose 12.2% in the third quarter, or 2.4 billion pesos,
due to the increase in the number of broadband customers. For the nine months, Internet revenues totaled
6.9 billion pesos, an increase of 13% compared with the same period of the previous year.

Costs and expenses:

In the third quarter, total costs and expenses were 19.6 billion pesos, a decrease of 4.4%. This decrease was due to
lower interconnection costs (calling party pays), lower maintenance expenses and lower depreciation and amortization
charges. For the nine months, total costs and expenses were 59 billion pesos, 2.9% lower than the same period of
2005. 

Cost of sales and services:• 

In the third quarter, cost of sales and services decreased 6.5%, totaling 7.3 billion pesos due to lower
maintenance and materials expenses due to tighter expense control and the optimization of resources. For
the nine months, costs of sales and services totaled 22 billion pesos, a decrease of 2%.

Commercial, administrative and general:• 

Commercial, administrative and general expenses decreased 0.2% to 4.7 billion pesos in the third quarter
due to higher advertising and systems expenses. For the nine months, commercial, administrative and
general expenses totaled 14.3 billion pesos, an increase of 1.5%.

Transport and interconnection:• 

In the third quarter, transport and interconnection costs totaled 3 billion pesos, a decrease of 1% due to the
reduction in the calling party pays rate, the main component of this item. For the nine months, transport and
interconnection costs decreased 5.4%, totaling 8.9 billion pesos.

Depreciation and amortization:• 

In the quarter, depreciation and amortization decreased 7% to 4.5 billion pesos due to less impact from
restatement of the value of fixed assets and lower levels of investment carried out in recent years. For the
nine months, depreciation and amortization decreased 6.9%, totaling 13.8 billion pesos.

EBITDA (1) and operating income

: EBITDA (1) totaled 16.8 billion pesos in the third quarter, an increase of 1.1%. The EBITDA margin was 52.7%; an
increase of 1.1 percentage points compared with the third quarter of 2005. The increase in EBITDA of the operations
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in Mexico was due to the increase in the data and Internet businesses, as well as tighter control and optimization of
resources. Operating income totaled 12.2 billion pesos, 4.5% higher than the third quarter of 2005, and the operating
margin was 38.5%, 2.1 percentage points higher than in the year-earlier period. For the nine months, EBITDA totaled
48.3 billion pesos, a decrease of 1.3%, and operating income totaled 34.5 billion pesos, an increase of 1.1%.

Investments:

In Mexico total investments were 694 million dollars, of which 80.6% was used for growth and modernization
projects for the voice, data and transport infrastructure, 12.7% for operational support projects and operating needs
and 6.8% for social telephony.

Debt:

At September 30, total debt was the equivalent of 8.066 billion dollars, an increase of 159 million dollars compared
with last year. Net debt (3) in Mexico increased the equivalent of 374 million dollars to a total of 6.069 billion dollars.

(3) Net debt is defined as short-term liabilities plus long-term debt less cash and equivalents.

Latin America Financial Results

Brazil

In Brazil, efforts have been focused on consolidating Embratel's position in the data business for the commercial
segment and increase local service offerings for the residential segment, resulting in an increase of 60.4% of billed
line equivalents and an increase in local customers of 42.7% compared with the third quarter of 2005. At September
30, the company provided Net Fone services through Net's infrastructure to 115 thousand customers.

Local and domestic long distance traffic showed increases of 49.4% and 14.8% in the quarter, respectively, compared
with the same period of 2005.

In the third quarter, revenues from the operations in Brazil totaled 2.063 billion reais, 8.2% higher than the same
quarter of the previous year. Higher revenues were due to the 20.8% increase in the data business and to the 45.1%
increase in local services.

During the quarter, Embratel reached an important agreement in process of approval with most of the Brazilian states
regarding the ICMS tax (Imposto Sobre Circulação de Mercadoria e Prestação de Serviços), that reduced the impact of
the fiscal contingency related to this tax that the company had for many years. The amount of the non-recurring charge
was approximately 515 million reais. This effect, along with higher charges related to the Telecommunications
Service Universal Fund (FUST) and the inclusion of Primesys, generated costs and expenses in the quarter of 2.385
billion reais, an increase of 41.1% compared with the third quarter of the previous year. Costs of sales and services
increased 42.2%, totaling 272 million reais. Transport and interconnection costs totaled 844 million reais, an increase
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of 2.4%, and represented 35.4% of total costs and expenses. Commercial, administrative and general expenses
increased 140.5% in the quarter.

EBITDA (1) and operating income had losses of 40 million reais and 348 million reais, respectively. If the
non-recurring charge related to ICMS tax were excluded, EBITDA (1) and operating income would have totaled 475
million reais and 167 million reais in each case with margins of 23% and 8.1%, respectively.

Argentina

In the quarter, revenues from the operations in Argentina totaled 88.8 million Argentinean pesos, an increase of 8.3%
compared with the same period of the previous year. The voice business that produced 51.5% of total revenues
increased 9.1% due to the 30.3% increase in revenues from long distance and the 12.4% increase of local services.
The corporate and Internet businesses increased 5%. Operating costs and expenses totaled 89.4 million Argentinean
pesos in the quarter, an increase of 12.3% due to the increase of advertising and promotional expenses to increase the
customer base. In the quarter, EBITDA (1) totaled 12.8 million Argentinean pesos, an increase of 12.3% compared
with the same period of 2005 with a margin of 14.4%. The operating loss was 0.6 million Argentinean pesos in the
quarter.

Colombia

In Colombia, revenues totaled 44.769 billion Colombian pesos in the third quarter, 47.6% higher than the same period
of 2005. Higher revenues were mainly due to the integration of several corporate customers. Costs and expenses
increased 43.4%. Of total costs, 34.4% corresponded to transport and interconnection, which increased 50.5%.
Commercial, administrative and general expenses that produced 20.1% of total costs increased 44% due to advertising
and promotional costs that were focused on the development of the SME market. Operating income totaled 10.228
billion Colombian pesos compared with operating income of 6.245 billion Colombian pesos in last year's third quarter.
The operating margin was 22.8% compared with 20.6% registered in the third quarter of 2005. EBITDA (1) totaled
18.636 billion Colombian pesos with a margin of 41.6%, compared with 11.885 billion Colombian pesos and a margin
of 39.2% in the same period of the previous year.

Chile

In the third quarter, revenues totaled 15.942 billion Chilean pesos, a decrease of 4.5% compared with the same period
of 2005. The data and local service businesses maintained its growth with increases of 5% and 76.1%, respectively,
compared with the same quarter of 2005. The Chilean long distance market continues to decrease due to the migration
to mobile services and private networks that caused a decline in long distance revenues of 11.9%.

Costs and expenses in the third quarter totaled 16.716 billion Chilean pesos, an increase of 7.7% compared with the
same period of 2005. Transport and interconnection costs increased 2.4% due to the increase of local access and to the
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increase of 13.3% in commercial, administrative and general expenses. In the quarter, there was an operating loss of
774 million Chilean pesos compared with operating income of 1.169 billion Chilean pesos in the same period of the
previous year. EBITDA (1) totaled 1.872 billion Chilean pesos with a margin of 11.7% compared with 3.814 billion
Chilean pesos in 2005.

Peru

In the third quarter, total revenues were 53.3 million New Soles, an increase of 15.6% compared with the same period
of 2005. The voice business produced 62.3% of total revenues and increased 10.3% due to the 26.3% increase in lines
in service. The corporate networks business increased 30.1%. In the quarter, costs and expenses grew 9.2%, due to the
increase of 12.2% of transport and interconnection costs and a 9.5% increase in commercial, administrative and
general expenses compared with the third quarter of the previous year. Operating income in the quarter totaled 3.7
million New Soles compared with 0.6 million New Soles in the same period of 2005. The operating margin was 6.8%
compared with 1.4% in last year's third quarter. EBITDA (1) in the third quarter totaled 15.6 million new Soles with a
margin of 29.3% compared with EBITDA (1) of 12.3 million New Soles and a margin of 26.6% in 2005.

Mexico Local and Long Distance Accounting Separation

Based on Condition 7-5 of the Amendments of the Concession Title of Teléfonos de México, the
commitment to present the accounting of the local and long distance services is presented
below for the third quarter of 2006 and 2005.

Mexico Local Service Business
Income Statements
[ millions of Mexican constant pesos as of September, 2006 ]

% 6 months 6 months %
3Q 2006 3Q 2005 Inc. 2006 2005 Inc.

Revenues
Access, rent and
measured service Ps. 13,824 Ps. 14,307 (3.4) Ps. 41,397 Ps. 42,812 (3.3)
LADA interconnection 1,146 1,090 5.1 3,351 3,236 3.6
Interconnection with
operators 395 348 13.5 1,130 1,205 (6.2)
Interconnection with
cellular 3,851 4,102 (6.1) 11,138 12,304 (9.5)
Other 2,330 2,067 12.7 7,502 6,513 15.2
Total 21,546 21,914 (1.7) 64,518 66,070 (2.3)

Costs and expenses
Cost of sales and services 5,287 5,851 (9.6) 15,870 16,802 (5.5)
Commercial, administrative and
general 4,304 3,877 11.0 12,774 11,761 8.6
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Interconnection 2,836 2,977 (4.7) 8,379 9,169 (8.6)
Depreciation and
amortization 2,831 3,219 (12.1) 9,134 9,808 (6.9)
Total 15,258 15,924 (4.2) 46,157 47,540 (2.9)

Operating income Ps. 6,288 Ps. 5,990 5.0 Ps. 18,361 Ps. 18,530 (0.9)

EBITDA (1) Ps. 9,119 Ps. 9,209 (1.0) Ps. 27,495 Ps. 28,338 (3.0)

EBITDA margin (%) 42.3 42.0 0.3 42.6 42.9 (0.3)
Operating margin (%) 29.2 27.3 1.9 28.5 28.0 0.5

Mexico Long Distance Service Business
Income Statements
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