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PART |
Item 1. ldentity of Directors, Senior Management and Advisers
Not applicable.
Item 2. Offer Statistics and Expected Timetable
Not applicable.

Item 3. Key Information
SELECTED FINANCIAL DATA

The selected consolidated financial data set forth below have been derived from our audited
consolidated financia statements for each of the five yearsin the period ended December 31, 2004, which
have been reported on by Mancera, S.C., amember of Ernst & Young Global, an independent, registered
public accounting firm. The selected consolidated financia data should be read in conjunction with, and
are qualified in their entirety by reference to, our consolidated financia statements and notes thereto
included elsawhere in this Annual Report.

Our consolidated financia statements have been prepared in accordance with generally accepted
accounting principlesin Mexico, or Mexican GAAP, which differ in certain respects from generaly
accepted accounting principlesin the United States, or U.S. GAAP. Note 19 to our audited consolidated
financid statements provides a description of the principal differences between Mexican GAAP and U.S.
GAAP, asthey relate to us; areconciliation to U.S. GAAP of operating income, net income and total
stockholders' equity; and a condensed statement of cash flows under U.S. GAAP.

Pursuant to Mexican GAAP, in the consolidated financia statements and the salected
consolidated financia data set forth below:

nonmonetary assets (excluding plant, property and equipment of non-Mexican origin) and
stockholders' equity are restated for inflation based on the Mexican National Consumer Price
Index;

plant, property and equipment of non-Mexican origin are restated based on the rate of
inflation in the country of origin and converted into Mexican pesos using the prevailing
exchange rate at the balance sheet date;

gains and losses in purchasing power from holding monetary assets and liabilities are
recognized in income; and

all financial statements are restated in constant pesos as of December 31, 2004.

We have not reversed the effect of inflation accounting under Mexican GAAP in the reconciliation to
U.S. GAAP of our net income and stockholders' equity, except with respect to the methodology for
restatement of plant, property and equipment of non-Mexican origin. See Note 19 to our consolidated
financia statements.



Y ear ended December 31,

2004 2003 2002 2001 2000

(in millions of constant pesos as of December 31, 2004,
except per sharedata)
Income Statement Data:

Mexican GAAP:

Operating reVENUES.........cceeveierienienienieeieeieenes P. 138,802 P. 122912 P. 123326 P. 128,189 P. 123191
Operating costs and expenses . 95,146 81,131 80,028 78,948 75,270
Operating inCoOMe........ccccevvervenuennens 43,656 41,782 43,298 49,240 47,921
Income from continuing operations.. 27,836 23,615 21,403 27,162 30,172
NEt iNCOME™ ... 27,836 23,615 21,403 27,162 31,950
Income per share from continuing

operations—BasiCY.........coeoeeieiiiieee 2.300 1.897 1648 2.006 2.056
Income per share from continuing

operations—Diluted?...........cccecevirirernnnnn 2.293 1845 1619 1.882 1.946
Net income per share—Basic?..... 2.300 1.897 1.648 2.006 2177
Net income per share—Diluted® .. 2.293 1.845 1.619 1.882 2.062
Dividends paid per shae®@...........cocoovvvvinenen, 0.665 0.605 0.545 0.490 0.445
Weighted average number of shares outstanding

(milliong) @

BaASIC...oveiviieceeieee e 11,953 12,454 12,986 13541 14,669

Diluted......ccueeeieiieiieieiee e 12,202 13101 13,677 14,221 15,345

U.S. GAAP:

Operating reVENUES.........cceeveverienienienieeieeieenes P. 138,802 P. 122912 P. 123326 P. 128,189 P. 123191
Operating costs and eXPENSES..........eevvveeerieeennne 100,688 85,655 85,944 87,519 82,427
Operating inCoOMe........cccoevveruenvennens . 38,114 37,257 37,381 40,670 40,764
Income from continuing operations.. 28,235 22,833 19,425 23,383 27,925
NEt iNCOME™ ... 28,235 22,833 19,425 23,383 29,430
Income per share from continuing

operations—BasiC¥..........cccevieiiiceen 2.362 1833 1.496 1727 1.903
Income per share from continuing

operations—Diluted?...........ccceveirirennnnnnn 2.353 1.786 1474 1617 1.799
Net income per share—Basic?...........ccooven..... 2.362 1.833 1.496 1.727 2.006
Net income per share—Diluted? .. 2.353 1.786 1.474 1617 1.898
Dividends paid per shae®@...........cocoovvvvinnnen. 0.665 0.605 0.545 0.490 0.445

(see footnotes on following page)



December 31,
2004 2003 2002 2001 2000

(in millions of constant pesos as of December 31, 2004, except ratios
of earningsto fixed charges)

Balance Sheet Data:

Mexican GAAP:
Plant, property and equipment, net P. 151,989 P. 127,345 P. 134,018 P. 132,135 P. 128,349
TOtal @SSELS..eevveveeiieieeee e 253,308 195,403 184,619 181,406 189,358
Short-term debt and current portion of long-term

13,194 21,314 12,097 20,218 53,248

76,847 50,929 60,238 60,412 36,567

107,828 83,783 66,899 58,687 59,686

28,002 29,128 30,286 30,949 32,417

4,063 4,136 4,136 4,307 3,266

252 265 289 313 339

7,517 7,708 8,352 8,545 10,405

P. 159,369 P. 133,331 P. 145,844 P. 156,327 P. 148,656

261,538 203,386 197,928 207,111 211,990

13,194 21,314 12,097 20,218 53,248

Long-term debt 76,847 50,929 60,238 60,412 36,567

Totd stockholders’ equity .........cccceeveerieeiiinenne 90,512 77,192 63,220 61,160 58,464

Capital SOCK.......eveieeieriiieicec e 28,002 29,128 30,286 30,949 32,417
Other Data:

Mexican GAAP:

Ratio of earningsto fixed charges®................... 7.8 72 65 6.7 46
U.S. GAAP:

Ratio of earningsto fixed charges®................... 72 6.7 5.8 58 4.2

(1) Includesincome from discontinued operations representing the businesses we spun off to AméricaMavil, SA. deC.V., or AméricaMoévil,
in September 2000, of P.1,779 million (Mexican GAAP) and P.1,525 million (U.S. GAAP) operations. See Item 4. Information on the
Company—General—History.

(2) Wehave not presented net income or dividends on aper ADS basis. Each L Share ADS represents twenty L Shares, and each A Share ADS
representstwenty A Shares.

(3) Nomind amounts. For information on dividends paid per share trandated into U.S. dollars, see Item8. Financial Information—Dividends.

(4) All amounts have been adjusted to reflect atwo-for-one stock split approved in December 1999 and effected in February 2000. They have
not been adjusted to reflect afurther two-for-one stock split approved on April 28, 2005 and effected on May 25, 2005.

(5) Earningsfor this purpose consist of earnings before provision for income tax but after provision for employee profit sharing, plus fixed
charges and depreciation of capitalized interest and minusinterest capitalized during the period. Fixed chargesfor this purpose consist of
interest expense plusinterest capitalized during the period. Fixed charges do not take into account gain or loss from monetary position or
exchange gain or loss attributable to our indebtedness.



EXCHANGE RATES

Mexico has afree market for foreign exchange, and the Mexican government allows the peso to
float freely against the U.S. dollar. There can be no assurance that the Mexican government will maintain
its current policies with regard to the peso or that the peso will not depreciate or appreciate significantly
in the future.

The following table sets forth, for the periods indicated, the high, low, average and period-end
noon buying rate in New Y ork City for cable transfers in pesos published by the Federal Reserve Bank of
New Y ork, expressed in pesos per U.S. dollar. The rates have not been restated in constant currency
units.

Period High Low Average®™ Period End
2000..... e nne P. 9.18 P. 10.09 P. 9.47 P. 9.62
2001 e 8.95 9.97 9.33 9.16
2002t nene 9.00 10.43 9.66 10.43
2003 e nns 10.11 1141 10.79 11.24
207 R 10.81 11.64 11.29 11.15
2004

DECEMDET ...t 11.11 11.33 11.1E
2005:

JANUBIY . 11.17 1141 11.21

FEDIUBIY ...vveeecececete et 11.04 11.21 11.08

Y= o o 1R 10.98 11.33 11.18

Y o] £ | PR 11.04 11.23 11.08

Y= T 10.89 11.03 10.91

(1) Average of month-end rates.

On June 23, 2005, the noon buying rate was P.10.79 to U.S.$1.00.

We will pay any cash dividends in pesos, and exchange rate fluctuations will affect the U.S.
dollar amounts received by holders of American Depositary Shares, or ADSs, on conversion by the
depositary of cash dividends on the shares represented by such ADSs. Fuctuations in the exchange rate
between the peso and the U.S. dollar have affected the U.S. dollar equivalent of the peso price of our
shares on the Mexican Stock Exchange (Bolsa Mexicana de Valores, SA. de C.V.) and, as aresult, have
aso affected the market price of the ADSs.



RISK FACTORS
Risks Relating to Our Business Generally

I ncreasing competition in Mexico and the other countriesin which we operate could adversely
affect our revenues and profitability

We face significant competition in Mexico and the other countries in which we operate, which
could result in decreases in current and potential customers, revenues and profitability. Governmental
authorities in many of these countries continue to grant new licenses and concessions to new market
entrants, which results in increased competition in those countries. In addition, technological
developments are increasing cross-competition in certain markets, such as between wireless providers and
fixed-line operators.

In Mexico, competition in local service, principally from wireless service providers, has been
developing since 1999. In December 2004, there were approximately 38 million cellular lines in service,
compared with approximately 18.1 million fixed lines in service (17.2 million of which are part of our
network). At present, 18 fixed-line local operators have been granted licenses, primarily in Mexico City,
Guadalgjara, Monterrey, Puebla and other large cities.

We have aso begun to face new competition in Mexico from cable television providers, who
have recently been authorized by the Communications Ministry (Secretaria de Comunicacionesy
Transportes) to provide voice-transmission services to loca fixed-line telecommunications operators and
data and broadband Internet services to the Mexican public.

The effects of competition on our business are highly uncertain and will depend on a variety of
factors, including economic conditions; regulatory devel opments; the behavior of our customers and
competitors, and the effectiveness of measures we take.

Dominant carrier regulations and other regulatory developments could hurt our business by
limiting our ability to pursue competitive and profitable strategies

Our businessis subject to extensive regulation, and it can be adversely affected by changesin
law, regulation or regulatory policy. The Mexican Competition Commission has determined that we are a
dominant provider of certain telecommunications services, and Mexican law provides for the regulatory
authorities to impose additiona regulations on a dominant provider. In the past severa years, the
Mexican Competition Commission and the Mexican Federal Telecommunications Commission
(Comisién Federal de Telecomunicaciones, or Cofetel) have adopted resolutions and regulations that
apply specificaly to us as a dominant carrier. We have successfully challenged these resolutions and
regulations in Mexican federal court. We cannot predict whether the Mexican Competition Commission
or Cofetel will issue new resolutions or regulations that are substantially similar to the successfully
challenged dominant carrier provisions, and if so, whether our judicia challenges will be successful in the
future. We believe that if dominant carrier regulations are eventually implemented, the new rules and the
related regulatory procedures will reduce our flexibility to adopt competitive tariff policies.

World Trade Organization dispute settlement between the United States and Mexico will result
in changesin regulation that may affect our business

In August 2000, the United States initiated a World Trade Organization, or WTO, dispute
settlement against Mexico regarding aleged illegal barriers to competition in the Mexican
telecommunications market. In June 2004, the United States and Mexico reached an agreement under
which Mexico has eliminated its uniform settlement rate system, its proportional return system and its



requirement that the Mexican carrier with the greatest share of outgoing traffic to a particular country
negotiate the settlement rate on behalf of al Mexican carriers for that country. Mexico aso agreed to
introduce new regulations authorizing the resale of outgoing international long distance service. Mexico
is expected to adopt regulations authorizing resale of outgoing internationa long distance service as well
as domestic long distance, local, cellular and other services. These regulations are expected to be adopted
by the end of July 2005. We expect that these new regulations will likely affect our business and
competition in the future and will put downward pressure on the prices we charge our customers for those
services.

Shifting usage patterns could adversely affect our revenues

Our fixed-line network services face increasing competition due to shifting usage patterns
resulting from the adoption of popular new technologies, including wireless devices for voice and other
communications, and the subsequent subgtitution of these technologies for fixed-line phones. For
example, we estimate that an increasing proportion of calls that previously would have been made over
our fixed-line network are now being made on wireless telephones and voice over IP, or Vol P, services
outside our network, for which we receive no revenues. There can be no assurance that this process will
not adversaly affect our traffic volume and our results of operations.

We have invested in countries in which we have limited experience, and we may be
unsuccessful in addressing the new challenges and risks they present

We have invested in a growing number of telecommunications businesses outside our historical
core activity of providing fixed-line telecommunications services in Mexico, and we plan to continue to
do sointherest of Latin America. These investments have been made in some countries in which we
have little experience and may involve risks to which we have not previoudy been exposed. Some of the
investments are in countries that may present different or greater risks than Mexico, such as Brazil, Chile,
Argentina, Peru and Colombia. We cannot assure you that these investments will be successful.

Risks Relating to Our Controlling Shareholder and Capital Structure

We are controlled by one shareholder

A mgority of the voting shares of our company (70.6% as of May 17, 2005) is owned by Carso
Global Telecom, SA. de C.V., or Carso Global Telecom, which is controlled by Carlos Slim Hela and
members of hisimmediate family who, taken together, own a mgjority of the common stock. Carso
Globa Telecom has the effective power to designate a mgjority of the members of our Board of Directors
and to determine the outcome of other actions requiring a vote of the shareholders, except in very limited
cases that require avote of the holders of L Shares.

The protections afforded to minority shareholdersin Mexico are different from those in the
United States

Under Mexican law, the protections afforded to minority shareholders are different from thosein
the United States. In particular, the law concerning fiduciary duties of directorsis not well developed,
there is no procedure for class actions or shareholder derivative actions and there are different procedura
requirements for bringing shareholder lawsuits. As aresult, in practice it may be more difficult for
minority shareholders of Telmex to enforce their rights against us or our directors or controlling
shareholder than it would be for shareholders of a U.S. company.



We engage in transactions with related parties that may create the potential for conflicts of
interest

We engage in transactions with certain subsidiaries of Grupo Carso, S.A. de C.V., or Grupo
Carso, and Grupo Financiero Inbursa, SA. de C.V., or Grupo Financiero Inbursa. Transactions with
subsidiaries of Grupo Carso include the purchase of network construction services and materias, and
transactions with Grupo Financiero Inbursainclude banking services and insurance. We also have
ongoing operationa relationships with América Movil, which is controlled by América Telecom, SA. de
C.V., or AméricaTelecom. América Telecom, Carso Globa Telecom, Grupo Carso and Grupo
Financiero Inbursa are controlled by Carlos Slim Hel and members of hisimmediate family who, taken
together, own a mgjority of the common stock of each company.

We also make investments jointly with related parties, sell our investments to related parties and
buy investments from related parties. Recent investment transactions with related parties include our
investment in the equity securities of MCl, Inc., or MCI, which we and others who may be deemed to be
under common control with us sold to Verizon Communications, Inc. on May 17, 2005.

Our transactions with related parties may create the potential for conflicts of interest.
Holders of L Sharesand L Share ADSs have limited voting rights

Our bylaws provide that holders of L Shares are not permitted to vote except on such limited
meatters as the transformation or merger of Telmex or the cancellation of registration of the L Shares with
the Mexican Nationa Banking and Securities Commission or any stock exchange on which they are
listed. If you hold L Shares or L Share ADSs, you will not be able to vote on most matters, including the
declaration of dividends, that are subject to a shareholder vote in accordance with our bylaws.

Holders of ADSsare not entitled to attend shareholders meetings, and they may only vote
through the depositary

Under Mexican law, a shareholder is required to deposit its shares with a Mexican custodian in
order to attend a shareholders meeting. Aslong as a shareholder holds sharesin ADS form, the
shareholder will not be able to satisfy this requirement. There can be no assurance that holders of ADSs
will receive notice of shareholders meetings from our ADS depositary in sufficient time to enable such
holders to return voting instructions to the ADS depositary in atimely manner. In the event that
instructions are not received with respect to any shares underlying ADSs, the ADS depositary will,
subject to certain limitations, grant a proxy to a person designated by us. In the event that this proxy is
not granted, the ADS depositary will vote these shares in the same manner as the mgjority of the shares of
each class for which voting instructions are received.

You may not be entitled to participate in future preemptive rights offerings

Under Mexican law, if we issue new shares for cash as part of a capital increase, we generaly
must grant our shareholders the right to purchase a sufficient number of shares to maintain their existing
ownership percentage in Telmex. Rights to purchase shares in these circumstances are known as
preemptive rights. We may not legally be permitted to alow holders of ADSs or holders of L Sharesor A
Shares in the United States to exercise any preemptive rights in any future capital increase unlesswefile a
registration statement with the U.S. Securities and Exchange Commission, or SEC, with respect to that
future issuance of shares. At the time of any future capital increase, we will evaluate the costs and
potential liabilities associated with filing a registration statement with the SEC and any other factors that
we consider important to determine whether we will file such a registration statement.



We cannot assure you that we will file aregistration statement with the SEC to alow holders of
ADSsor U.S. holders of L Sharesor A Sharesto participate in a preemptive rights offering. Asaresult,
the equity interest of such holdersin Telmex may be diluted proportionately. In addition, under current
Mexican law, it is not practicable for the depositary to sell preemptive rights and distribute the proceeds
from such salesto ADS holders.

Our bylaws restrict transfers of sharesin some circumstances

Our bylaws provide that any acquisition or transfer of more than 10% of our capita stock by any
person or group of persons acting together requires the approval of our Board of Directors. If you wish to
acquire or transfer more than 10% of our capital stock, you will not be able to do so without the approval
of our Board of Directors.

Our bylawsrestrict the ability of non-Mexican shareholders to invoke the protection of their
governments with respect to their rights as shareholders

As required by Mexican law, our bylaws provide that non-Mexican shareholders shdl be
considered as Mexicans in respect of their ownership interestsin Telmex and shall be deemed to have
agreed not to invoke the protection of their governments in certain circumstances. Under this provision, a
non-Mexican shareholder is deemed to have agreed not to invoke the protection of his own government
by asking such government to interpose a diplomatic claim against the Mexican government with respect
to the shareholder’ s rights as a shareholder, but is not deemed to have waived any other rights he may
have, including any rights under the U.S. securities laws, with respect to hisinvestment in Telmex. If you
invoke such governmental protection in violation of this agreement, your shares could be forfeited to the
Mexican government.

Our bylaws may only be enforced in Mexico

Our bylaws provide that lega actions relating to the execution, interpretation or performance of
the bylaws may be brought only in Mexican courts. Asaresult, it may be difficult for non-Mexican
shareholders to enforce their shareholder rights pursuant to the bylaws.

It may be difficult to enforce civil liabilities against us or our directors, officers and controlling
persons

Telmex is organized under the laws of Mexico, and most of our directors, officers and controlling
persons reside outside the United States. In addition, a substantial portion of our assets and their assets
are located in Mexico. Asaresult, it may be difficult for investors to effect service of process within the
United States on such persons or to enforce judgments against them, including in any action based on
civil ligbilities under the U.S. federal securities laws. There is doubt as to the enforceability against such
persons in Mexico, whether in origina actions or in actions to enforce judgments of U.S. courts, of
ligbilities based solely on the U.S. federal securities laws.

Risks Relating to Developmentsin Mexico and Other Countries
Economic and political developments may adversely affect our business
Our business operations and assets are principally located in Mexico. Asaresult, our business

may be significantly affected by the generd condition of the Mexican economy, by devauation of the
peso, by inflation and high interest rates in Mexico and by political developments in Mexico.



Mexico has experienced adverse economic conditions

In the past, Mexico has experienced both prolonged periods of weak economic conditions and
deteriorations in economic conditions that have had a negative impact on our company. |If the Mexican
economy fallsinto arecession or if inflation and interest rates increase significantly, our business,
financia condition and results of operations could suffer material adverse consequences because, among
other things, demand for telecommunications services may decrease and consumers may find it difficult
to pay for the services we offer.

Depreciation or fluctuation of the currenciesin which we conduct operations relative to the
U.S. dollar could adversealy affect our financial condition and results of operations

We are affected by fluctuations in exchange rates.

Changes in the value of the various currencies in which we conduct operations against the
Mexican peso or changes in the value of the Mexican peso or the various currencies in which we conduct
operations against the U.S. dollar may result in exchange losses or gains on our indebtedness and
accounts payable. At December 31, 2004, our U.S. dollar-denominated indebtedness amounted to
P.75,718 million. 1n 2004, the peso depreciated against the U.S. dollar at year-end by approximately
0.3%, but our loss in Mexico was more than offset by a gain at our non-Mexican subsidiaries, particularly
Embratel ParticipagcBes S A. Asaresult, we had a net foreign exchange gain of P.26 million. 1n 2003, the
peso depreciated against the U.S. dollar at year-end by approximately 9.0% and we had a net exchange
loss of P.3,296 million. In addition, currency fluctuations between the Mexican peso and the currencies
of our non-Mexican subsidiaries affect our results as reported in Mexican pesos. Currency fluctuations
may continue to affect our financial income and expense and our revenues from international settlements.

Major devauation or depreciation of any such currencies may also result in disruption of the
international foreign exchange markets and may limit our ability to transfer or to convert such currencies
into U.S. dollars and other currencies for the purpose of making timely payments of interest and principal
on our indebtedness. While the Mexican government does not currently restrict, and for many years has
not restricted, the right or ability of Mexican or foreign persons or entities to convert pesosinto U.S.
dollars or to transfer other currencies out of Mexico, the government could institute restrictive exchange
rate policies in the future.

High levels of inflation and high interest ratesin Mexico could adversely affect our financial
condition and results of operations

Mexico has experienced high levels of inflation and high domestic interest rates. The annual rate
of inflation, as measured by changes in the National Consumer Price Index, was 5.2% for 2004. Inflation
for the first quarter of 2005 was 0.79%. If Mexico experiences high levels of inflation, our profitability
could be adversely affected, and more generaly, high inflation might result in lower demand or lower
growth in demand for telecommunications services.

Developmentsin the U.S. economy may adversely affect our business

Economic conditions in Mexico are heavily influenced by the condition of the U.S. economy due
to various factors, including commercia trade pursuant to the North American Free Trade Agreement, or
NAFTA, U.S. investment in Mexico and emigration from Mexico to the United States. Events and
conditions affecting the U.S. economy may adversely affect our business, results of operations, prospects
and financia condition.



Developmentsin other emerging market countries may adversely affect the market price of our
securities

The market value of securities of Mexican companies is, to varying degrees, affected by
economic and market conditions in other emerging market countries. Although economic conditionsin
such countries may differ significantly from economic conditionsin Mexico, investors' reactions to
developments in any of these other countries may have an adverse effect on the market value of securities
of Mexican issuers. In late October 1997, prices of both Mexican debt securities and Mexican equity
securities dropped substantialy, precipitated by a sharp drop in value of Asian markets. Similarly, in the
second haf of 1998, prices of Mexican securities were adversely affected by the economic crisesin
Russiaand in Brazil. There can be no assurance that the market value of our securities would not be
adversely affected by events elsewhere, especialy in emerging market countries.

Palitical eventsin Mexico could adversely affect Mexican economic policy and our operations

The national elections held in July 2000 ended 71 years of rule by the Ingtitutional Revolutionary
Party, or PRI, with the election of President Vicente Fox, a member of the National Action Party, or PAN,
and resulted in the increased representation of opposition partiesin the Mexican Congress and in mayoral
and gubernatoria positions. There has been alack of alignment between the legidature and the President
that has resulted in deadlock and has prevented the timely implementation of legidative and economic
reforms, which some believe has had an adverse impact on the Mexican economy and is expected to
continue at least until the Mexican presidential electionsin 2006. Further delays may continue to
adversaly affect the Mexican economy and our business.

Developmentsin other Latin American countriesin which we operate may affect our business

We have expanded our operations through our investment in telecommunications companies and
our acquisition of telecommunications assets in Brazil, Chile, Argentina, Peru and Colombia. These
countries expose us to different or greater country risk than Mexico. Our future results may be affected
by the economic and financia condition of the countries in which we operate, the devaluation of the local
currency, inflation and high interest rates, or political developments, changesin law or changesin labor
conditions. Devaluation of the local currency against the U.S. dollar may increase the operating costs in
that country, and a depreciation against the Mexican peso may negatively affect the results of our
operations in that country.
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FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements. We may from time to time make
forward-looking statements in our periodic reports to the SEC on Form 6-K, in our annua report to
shareholders, in offering circulars and prospectuses, in press releases and other written materials and in
ora statements made by our officers, directors or employees to analysts, investors, representatives of the
media and others. Examples of such forward-looking statements include:

projections of operating revenues, net income (loss), net income (1oss) per share, capital
expenditures, dividends, capital structure or other financia items or ratios;

statements of our acquisition or divestiture plans;

statements about the impact of our acquisition of businesses outside of Mexico;

statements of our plans, objectives or goals relating to competition, regulation and rates,
statements about the escalation of competition in the business sectors in which we operate;
statements about our future economic performance or that of Mexico or other countries,
statements about the exchange rates between Mexican pesos and foreign currencies,
statements about the future impact of regulations; and

statements of assumptions underlying such statements.

Words such as “believe,” “anticipate,” “plan,” “expect,” “intend,” “target,” “estimate,” “project,”
“predict,” “forecast,” “gquiddine,” “should” and similar expressions are intended to identify forward-
looking statements but are not the exclusive means of identifying them.

Forward-looking statements involve inherent risks and uncertainties. We caution you that a
number of important factors could cause actua results to differ materialy from the plans, objectives,
expectations, estimates and intentions expressed in such forward-looking statements. These factors, some
of which are discussed under —Risk Factors beginning on page 5, include economic and political
conditions and government policiesin Mexico or elsewhere, inflation rates, exchange rates, regulatory
developments, technological improvements, customer demand and competition. We caution you that the
foregoing list of factorsis not exclusive and that other risks and uncertainties may cause actual results to
differ materially from those in forward-looking statements.

Forward-looking statements speak only as of the date they are made. We do not undertake to
update such statementsin light of new information or new developments.
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Item4. Information on the Company
GENERAL

Overview

We own and operate the largest telecommunications system in Mexico, where we are the only
nationwide provider of fixed-line telephony services and the leading provider of fixed loca and long
distance telephone services. We aso provide other telecommunications and telecommunications-rel ated
services such as corporate networks, Internet services, directory services, information network
management, telephone equipment sales, interconnection services to other carriers and paging services.
Since February 2004, we have offered voice, data and Internet services in Brazil, Chile, Argentina, Peru
and Colombia

In Mexico, we have devel oped a multi-service network in which 90% of the lines have the
capacity to provide simultaneous transmission of voice and data through a broadband connection. We
have facilitated access to our network through new services such as Prodigy Mévil, which offers
“Wireless Fidelity,” or Wi-Fi, accessin over 50 cities. At the same time, we are extending our telephone
and Internet services to remote areas. In 2004, we obtained a major part of the Fondo de Cobertura
Social, through which we will provide basic telephone services to 4,000 rural towns throughout Mexico,
and through e-Mexico, we are participating in a government-sponsored program that will extend e-
learning, e-health, e-government and e-commerce services via satellite to over 4,000 community digital
centersin over 3,200 towns.

For our lower income customers and customers who need to control their telephone expenses, our
“Multifon” service offers a telephone line without requiring payment of amonthly fee. By the end of
2004, the service gave more than one million customers the ability to access voice and Internet services
using a prepaid phone card. We aso offer prepaid cards for use in public telephones and a discounted
Internet access plan for use during off-peak hours.

Outside Mexico, we have focused on restructuring and integrating our international operations.
We believe that al of our international operations are self-sufficient and have the potentia to grow. In
2005, we will focus on optimizing the cost structure of our international operations by achieving
economies of scale in investments and management. We will also seek to improve operating efficiencies
by introducing best practices in the different countries and implementing a management model similar to
the one we use in Mexico. We expect to continue to work on the restructuring, management and
strengthening of the business of Embratel ParticipacOes S.A., or Embratel. We will aso explore ways to
integrate with Embratel our other Brazilian investments, in particular Net Servigos de Comunicacéo SA.
and Telmex do Brasil Ltda. See —Non-Mexican Oper ations—Brazl—Possible Transactions with
Embratel.

We are a Mexican corporation headquartered in Mexico City, D.F., Mexico. Our lega nameis
Teléfonos de México, SA. de C.V., and we frequently refer to ourselves commercially as Telmex. Our
principal executive offices are located at Parque Via 190, Colonia Cuauhtémoc, 06599 México, D.F.,
México. Our telephone number at this location is (52) 55 5703-3990.

History

We were formed in 1947 under private foreign ownership to acquire the Mexican telephone
business of awholly owned subsidiary of the LM Ericsson group of Sweden. 1n 1950, we acquired the
Mexican telephone business of a wholly owned subsidiary of the International Telephone and Telegraph
Company, which operated the only other national telephone network in Mexico at that time. In 1972, the
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Mexican federal government acquired the majority of our capital stock. In December 1990, the Mexican
government sold shares representing voting control of our company. The Mexican government sold the
balance of its sharesin a series of transactions beginning in May 1991. In September 2000, we spun off
our Mexican wireless business and other operations to América Mévil, a new Mexican corporation.

Significant Subsidiaries and Investees

The following table sets forth our significant subsidiaries and investees accounted for using the
equity method at May 31, 2005:

Per centage of
Owner ship
Jurisdiction of and Voting
Name of Company Establishment Interest Description
Controladorade Serviciosde Mexico 100.0% Intermediate hol ding company
Telecomunicaciones, SA.deC.V.
Alquiladorade Casas, S.A.deC.V. Mexico 100.0% Real estate company owning our
facilities
Anuncios enDirectorios, SA. de Mexico 100.0% Producer of yellow pagesdirectories
CV.
Compafiiade Teléfonosy Bienes Mexico 100.0% Real estate company owning our
Raices, SA.deC.V. facilities
Consorcio RedUno, SA.deC.V. Mexico 100.0% Supplier of telecommunications
network integration servicesand
information systems
Teléfonos del Noroeste, S.A. de Mexico 100.0% Fixed-line network concessionairefor
C.V., or Telnor the state of Baja CaliforniaNorte and
the San Luis Rio Colorado region of
the state of Sonora
Uninet, SA.deC.V. Mexico 100.0% Provider of corporate networks

services and Internet accessto
Telmex and commercial customers

Telmex USA, L.L.C. Delaware 100.0% Authorized reseller of long distance
servicesand holder of FCC
authorization to provide facility-
based |ong distance servicesin the

United States
Latam Telecomunicaciones LLC Delaware 100.0% Holding company for non-Mexican
subsidiaries and investments
Embratel Participactes S.A. Brazil 95.1%® I ntermediate holding company of

subsidiary that provides domestic and
international long distance, local and
dataservicesin Brazil

Empresa Brasileirade Brazil 94.0%® Provider of domestic and
Telecomunicagdes S.A. — international long distance, local and
EMBRATEL data servicesin Brazil
Star One S.A. Brazil 75.2% Provider of satellite servicesin Brazil
Telmex do Brasil, Ltda. Brazil 100.0% Provider of telecommunications
servicesto corporate customersin
Brazil

Telmex ChileHolding, S.A. Chile 100.0% Holding company for assets acquired
from AT&T Latin AmericaCorp. in
Chile

Telmex Corp. SA. (formerly Chile 99.3% Intermediate holding company whose
Chilesat Corp S.A.) subsidiaries provide long distance,

Internet and data network servicesin
Chile
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Per centage of

Owner ship
Jurisdiction of and Voting
Name of Company Establishment Interest Description
Techte-LMDS Argentina 93.4% Provider of wirelessvoice, dataand
Comunicaciones video transfer servicesand local and
Interactivas, SA. long distance fixed-line voice
servicesin Argentina
Telmex ArgentinaS.A. Argentina 100.0% Provider of telecommunications
servicesto corporate customersin
Argentina
Metrored Telecomunicaciones Argentina 83.4% Provider of dataservicesin Argentina
SR.L.
Telmex ColombiaS.A. Colombia 100.0% Provider of telecommunications
servicesto corporate customersin
Colombia
Telmex Peru S.A. Peru 100.0% Provider of telecommunications
servicesto corporate customersin
Peru
Grupo TelvistaS.A. deC.V.® Delaware 45.0% Provider of telemarketing servicesin
the United Statesand Mexico
TM & MS, LLC® Delaware 50.0% Joint venture with Microsoft to

operate an Internet portal (TIMSN)

(1) Correspondsto voting interest. Our effective ownership of the total capital of Embratel Participagdes S.A. is
63.9% and of Empresa Brasileirade Telecomunicagdes S.A.— EMBRATEL is 63.1%.
(2) Investments accounted for using the equity method.
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MEXICAN OPERATIONS

At March 31, 2005, we had 17.5 million local fixed linesin service in Mexico, up 9.0% over
March 31, 2004. In long distance services, we estimate that during December 2004, our share of traffic in
cities open to competition was 79.4% for domestic long distance and 77.6% for international long
distance calls originating in Mexico.

Of our revenues from our Mexican operations in 2004, 45.5% was attributable to loca service,
21.4% was attributable to long distance service, 15.2% was attributable to interconnection, 7.8% was
attributable to corporate networks and 5.5% was attributable to Internet services. Other services,
including yellow pages and equipment sales, accounted for 4.6% of revenues.

Overview

The following table gives selected data on the size and usage of our Mexican network:

December 31,

2004 2003 2002 2001 2000

Linesin service (thousands) ............... 17,172 15,683 14,446 13,372 12,069
Internet access accounts (thousands) ... 1,741 1,452 1,165 913 634
Data transmission line equivalents

(thousands)..........cccceveevvviieeeiinnennn. 3,327 2,291 2,021 1574 997
Linesin service per employee............. 371.2 3314 301.2 272.8 247.4
Domestic long distance call minutes

for the year (millions) ...........c..c...... 16,700 15,376 14,347 14,251 12,309
International long distance call

minutes for the year (millions)"”........ 6,256 4513 4,922 4,404 5,521
Tota local cdls (millions).................. 26,782 26,625 25,679 25,567 24,738
Prepaid telephone service cards sold

(MIllIONS) .., 273 279 274 268 257

(1) Includesincoming and outgoing traffic.

Local Service

Our network included 17.2 million local fixed linesin service at December 31, 2004, an increase
of 9.5% compared to December 31, 2003, reflecting 2.2 million new lines and 712 thousand
disconnectionsin 2004. Loca traffic in 2004 increased by 0.6% compared to 2003, for atota of 26,782
million cals. Theincreasein billed traffic in 2004 was attributable primarily to the increase in linesin
sarvice, the increased use of “Telmex Voice Mailbox” (Buzon Telmex) and the growth of digital services.

Our network is 100% digital, with al of our lines connected to digital exchanges. During 2004,
customers made increasing use of digital services, such ascaller ID, call waiting, three-way calling, call
forwarding and voicemail. The number of lines with digital servicesin use at year-end 2004 was 6.6
million (38.2% of the total number of linesin service), representing an increase of 3.2% from 2003. This
increase was due largely to an increase in new lines.

We provide loca telephone service to 21,596 communities throughout Mexico. Linesin service
are concentrated in large urban areas. Of al linesin service, 40% are in the Mexico City, Monterrey and
Guadalgjara areas, and 29.1% are in the Mexico City areaaone. We provide service to 12,640 rura
communities, exceeding our obligations to extend services to rura aress.
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Our charges for fixed-line local telephone service include (a) installation charges, (b) monthly
line rental charges, (c) monthly measured service charges, (d) digital services and (€) charges for other
services, such as the transfer of aline to another address and reconnection. Residential customers pay a
fixed charge per local call in excess of a monthly allowance of 100 local calls, and commercia customers
pay for every local cal at the same fixed rate per call. We estimate that in any given month
approximately 56% of residential customers made fewer than 100 local calls per month on average in
2004. The concession we hold to operate a public network for basic telephone services (the Concession)
permits but does not require us to base our charges on the duration of each call, with a monthly alowance
of free calls or call minutes for residential customers. We currently do not charge by duration of invoiced
calsin any region, except in the case of prepaid services.

In 2004, to promote local service among our commercia customers we introduced a plan called
“Business Ling” (Linea Negocio), for which we charge a monthly line rental fee, which includes a
monthly alowance of 200, 500 or 1,000 calls.

We offer prepaid local and long distance service through our “Ladatel” and “Multifon” calling
cards. Multifon cards, originally developed for use with public phones and invoiced fixed-line phones,
are now available for our Multifon residential lines. Multifon Home offers prepaid loca and long
distance service on home telephones. For atotal cost of P.1,000, Multifon Kit provides installation, a
handset and an initial P.100 of airtime for calls to the United States and Canada. In the case of our
Multifon products, customers do not pay monthly fees, and prepaid fixed-line service is charged on a per-
minute basis like public telephony services. At December 31, 2004, Multifon lines totaled 1,187,593, an
increase of 85.8% compared to December 31, 2003.

In October 2004, we announced that we would not increase rates for local telephone service
during 2005. No rate increases have been made since March 2001, when we increased our monthly line
rental charges for residential customers by 6.5% and monthly measured service charges for al customers
by 6.4% (in each case, in nominal terms).

Domestic Long Distance Service

We are the leading provider of domestic long distance telecommunications services in Mexico.
Our domestic long distance transmission network consists of close to 75,000 kilometers of optical fiber
connecting Mexico's mgjor cities, and includes secondary branches and an additional transmission ring
around Mexico City designed to avoid network congestion.

Our charges for domestic long distance service are based on call duration and the type of service,
i.e., direct-dia or operator-assisted. In October 2004, we announced that we would not increase our
nominal rates for domestic long distance service in 2005. Our nominal rates for domestic long distance
service have remained unchanged since March 1999.

We offer avariety of domestic long distance discount plans that reduce the effective rates paid by
our customers based on volume, time of use or other factors. High volume corporate clients pay P.1.00
per minute, which represents a discount of up to 55.9% from our nominal rate, while other customers that
maintain service with us receive discounts of up to 39%, as well as a 50% discount on calls made between
8:00 p.m. and 7:59 am. from Monday to Saturday and al day Sunday. 1n 2003, we introduced “Lada
100,” a service that offers a monthly package of 200 domestic long distance minutes for P.100.
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International Long Distance Service

We are the leading provider of international long distance telecommunications servicesin
Mexico. International long distance traffic with the United States, Canada, Centra America and other
countriesis carried by a combination of the fiber optic network, microwave transmission, satellite systems
and submarine cable. See —Network.

Charges for international long distance calls are based on type of service, call duration and the
region of the world called. In October 2004, we announced that we would not increase our nominal rates
for international long distance service in 2005. Our nomina rates for international long distance service
have remained unchanged since March 1999. Customers receive a 33.3% discount on calls made to the
United States and Canada between 7:00 p.m. and 6:59 am. from Monday to Friday, al day Saturday, and
between 12:00 am. and 4:59 p.m. on Sunday. More recently, we have introduced “ Favorite Lada
Dedtinations’ (Lada Favorito), a plan offering discounts on calls to cities in the United States pre-selected
by customers. In July 2004, we launched “Lada 100 International,” which offers 100 minutes per month
to the United States and Canadafor P.200.

Bilateral agreements with foreign carriers govern the rates of our payment to foreign carriers for
completing international calls from Mexico and by foreign carriers to us for completing international calls
to Mexico. The rates of payment under such agreements are negotiated with each foreign carrier.
Settlements among carriers are normally made monthly on anet basis. Settlement amounts payable to us
in respect of calls from the United States to Mexico generaly exceed amounts payable by usin respect of
calls from Mexico to the United States. As aresult, we receive monthly net settlement payments from
U.S. carriers. We make monthly net settlement payments to other international carriers taken as awhole.

The international settlement rates that U.S. carriers pay to foreign carriers have been subject to
intense downward pressure due to competition and regulatory factors, including initiatives by the United
States government.  Since 1999, there has been a cumulative reduction of 75.5% in our settlement rates
with U.S. carriers. Until July 2004, Mexican regulations required that (i) all carriers pay the same rates,
(i) incoming international calls be distributed among the Mexican carriers in proportion to the outgoing
calsthey originated and (iii) the Mexican carrier with the largest market share on a particular
international route negotiate rates for all Mexican carriers on that route.

In 2004, we paid U.S.$0.037 per minute for northbound (Mexico to the United States) calls and
received an average rate of U.S.$0.059 per minute for settling international calls compared with an
average rate of U.S.$0.099 per minute in 2003.

We arein the process of negotiating with most of the U.S. carriers new settlement rates for the
period beginning January 1, 2005.

We believe that our international traffic volume has been adversely affected by an unauthorized
practice in Mexico referred to as “illegal bypass.” In the past, companies engaged in illega bypass
because international settlement rates to terminate traffic in Mexico were generaly higher than rates for
terminating domestic Mexican long distance traffic. The unreported international traffic negatively
impacted our revenues by diminishing both the settlement payments we received and our share of the
proportional return on incoming traffic. We believe that illegal bypass was primarily responsible for the
decline in the number of minutes of our international long distance traffic from 2000 to 2003.

In August 2004, however, Mexico eliminated its uniform settlement rate system, its proportional

return system and its requirement that the Mexican carrier with the greatest share of outgoing traffic to a
particular country negotiate the settlement rate on behalf of all Mexican carriers for that country. Because
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each Mexican carrier is now free to negotiate settlement rates with each foreign carrier, this form of
bypass has disappeared.

Our results are increasingly affected, however, by a practice we call local bypass, in which
incoming international calls are routed from domestic long distance carriersto local lines other than ours
and then connected to our local network for termination. Asaresult of Mexico's “bill and keep” system,
which provides that local carriers do not pay interconnection feesto other local carriers, we do not receive
an interconnection fee from these calls. But for local bypass, we would receive a domestic termination
fee for completing these incoming calls. Though we have agreed with most local carriers to request
regulatory intervention to eliminate illegal loca bypass, we believe our interconnection results will
continue to be adversely affected by this practice.

Our international long distance revenues are also affected by Vol P technology, which transmits
ordinary telephone calls over the Internet. Because calls made through Vol P services bypass our
network, we receive neither the interconnection fees nor the termination fees associated with calls made
through traditional fixed-line telephony services. Domestic long distance and local revenues are also
affected by Vol P technology.

I nter connection

We provide interconnection service pursuant to which (a) long distance, local and cellular carriers
operating in Mexico establish points of interconnection between their networks and our network and
(b) we carry calls between the points of interconnection and our customers. When a customer of another
carrier calsalocal service customer of ours, we complete the call by carrying the call from the point of
interconnection to the particular customer, and when alocal service customer of ours who has presel ected
a competing long distance carrier makes along distance cal, we carry the call from the customer to the
point of interconnection with the relevant carrier’s network. We have one rate for interconnecting all
categories of carriers and all types of calls.

Corporate Networks

Corporate networks consist of the transmission of voice, video and data between two or more end
points using private or virtua circuits. During 2004, the number of line equivaents provided by means of
corporate networks increased by 33.2%, to 1,517 thousand. Our principal product offerings for corporate
networks are “Ladainks’ (Ladaenlaces), Frame Relay and Internet through Internet Protocol / Mullti-
Protocol Label Switching, or IPPMPLS. Using equipment installed on-site, Ladalinks customers have
dedicated network links that transmit information at speeds ranging from 64 Kbps to 622 Mbps.
IPIMPLS is a multi-service platform that allows us to provide integrated voice, data and video services,
along with Next Generation VoIP services. Frame Relay is a protocol for transmission of data, voice and
video over a shared digital network. The speed of Frame Relay transmission ranges from 64 Kbps to
2,048 Kbps. Ladalinks and Frame Relay offer extensive technical assistance and customer support. In
addition, we provide networks outsourcing, including network maintenance and support, to major
institutions and private companies. We also provide hosting and co-location products, as well as
telecommuni cations network integration services and information systems.

Internet Services

Internet services connect both business and residential customers to the Internet through either a
dedicated or dia-up connection. In 2004, the number of Internet customers increased to 1,741 thousand,
an increase of 19.9% compared with 2003. Business and residential customers connect to the Internet
using telephone lines or broadband connections. We estimate that we are the leading Internet access
provider in Mexico in terms of number of subscribers. As of March 31, 2005, the number of Internet
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service subscribers was 1,855 thousand, compared with 1,521 thousand as of March 31, 2004,
representing an increase of 21.9%.

Our broadband service, Prodigy Infinitum, makes it possible for customers to use our high-
capacity connectivity services with applications such as video-conferencing, file transfer, terminds, e-
mail and protocol conversion. Prodigy Infinitum operates over asymmetric digital subscriber line, or
ADSL, technology. In March 2004, we launched the Prodigy Infinitum kit, which provides our customers
with al the equipment necessary to set up their own service. At year-end 2004, we had 560 thousand
customers using our ADSL broadband services, an increase of 212.5% over 2003. We further expanded
our broadband offerings with the launch of “Prodigy Mobile” (Prodigy Movil), a high-speed wireless
connection for residential and business customers that connects users to the Internet at speeds up to 11
Mbps at arange that extends 20 and 100 meters. As of December 31, 2004, we also provided 388 public
“hot spots’ in 58 citiesin Mexico a which our clients could obtain wireless access to the Internet.

Prodigy Internet Plus provides a customer with a multi-media personal computer, a persona web
page, an e-mail account and two years of unlimited access time for afixed monthly price. This program
accounted for 149 thousand subscribers in 2004, or 12.8% of the total number of Internet access account
subscribers at year-end. Our “Prodigy Home” (Prodigy Hogar) package, for alower fixed monthly price
than Prodigy Internet Plus, provides customers with a basic persona computer, a persona web page, an
e-mail account, three years of unlimited Internet access during off-peak hours and billed access on a
per-minute basis during peak hours.

Consistent with our strategy of providing value-added services to maximize the value of
residential and business Internet accounts, we introduced two new servicesin 2004: (i) Prodigy Home
with a reduced monthly fee, which provides customers with unlimited Internet access between 6:00 p.m.
and 8:00 am. from Monday to Friday plus the entire weekend and access for P.0.13 per minute at al
other times and (ii) a new Multifon Card function, which allows customers who do not otherwise have
Internet access to access the Internet with their Multifon Card for P.0.13 per minute. We aso offer
Prodigy Internet i-call, a service that notifies customers of incoming calls, “Prodigy Configuration”
(Configurador Prodigy), a service that provides traveling customers with a connection from anywhere in
Mexico at the rate for local calls and Prodigy Patrol, a service that alows Prodigy Internet, Prodigy
Internet Plus and Prodigy Infinitum customersto limit access to certain web sites.

Other Services

We provide various other telecommunications and telecommunications-related products and
services, including printed and online yellow pages directories, public phones and prepaid cards and
Internet portals and e-commerce for consumers and businesses.

Yellow Pages Directories

We offer both a printed and an Internet-based yellow pages directory. During 2004, our yellow
pages web site averaged over seven million page views per month. The number of Internet directory
users reached over 700 thousand per month in 2004.

Public Telephony and Prepaid Phone Cards

We have severa programs to meet the need for different kinds of public telephone servicein
different areas. We had more than 784 thousand fixed public telephones in operation at December 31,

2004. In the increasingly competitive market to provide telecommunications services, independent
operators have installed public telephones for which we provide access. There were 26,512
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independently operated public telephones at December 31, 2004, an increase of 20.5% compared with
2003.

In 2004, we sold over 247.5 million prepaid cards under the brand name “Ladatel” for usein
public phones and 25.5 million prepaid cards under the brand name “Multifon” for use in public and
residentia telephones, a decrease of 2.0% from 2003. This represents an average of amost 2.5 cards per
Mexican resident. We have installed Internet kiosks in public places so that our customers have access to
Internet products and services by using Ladatel cards. Revenues from sales of prepaid cards (based on an
estimate of usage) accounted for 5.3% of our consolidated revenues in 2004. In 2004, our revenues from
public telephony decreased by 6.0% as a result of intense competition from wireless carriers.

Internet Portals and e-Commerce

In March 2000, we launched TIM SN, an Internet portal that is a 50-50 joint venture between
Microsoft Corporation, or Microsoft, and us. TIMSN takes advantage of Microsoft’ s world-class
technologies and our leading infrastructure, operations and regional knowledge to offer users a broad
range of services and content in Spanish, such as easy and secure shopping services and enhanced
communication features.

We operate a web-based service called Eficentrum, which is a horizontal business-to-business
market for the indirect exchange of goods and services. The current volume of transactions has made
Eficentrum the biggest horizontal portal in Mexico. We plan to implement other new e-commerce
initiatives in different market sectors, thereby continuing to broaden our range of services to the corporate
sector.

Networ k

Our technologically advanced, high-capacity and high-speed, local and long distance fiber optic
network, the largest in Mexico, extends approximately 82,700 kilometers, reaches 90% of Mexico's
population and has connections via submarine cables with 40 other countries while also connecting most
major cities throughout Mexico. Asaresult of our substantial investment, our network has been 100%
digital since 2000, providing a wide variety of telephony, data and video services.

Our network includes digital switching equipment and a digital network infrastructure that
includes network access cables and domestic and long distance transmission equipment. In addition, we
use advanced routing technology and routers to connect end-users with our network.

We use fiber optic cable to transmit both voice and high bandwidth applications such as video
and image data. For network access we use ADSL, a copper modem technology that uses existing phone
lines to access the Internet at speeds of up to 10 megabits per second. The network is fully redundant and
is supported by fiber optic ground rings, which alow the network to be restored within 50 millisecondsin
the event of a system failure. In addition, our digital microwave network serves as a backup to the fiber
optic network and as a primary means of transmission in rural areas and small towns where afiber optic
infrastructure is not available. We also have satellite systems that support domestic and international
network traffic. In addition, in order to further boost transmission speeds, we use a technology called
Dense Wavelength Division Multiplexing, or DWDM, which divides optical fiber signals into multiple
wavelengths and allows us to operate our network at speeds of up to 140 gigabits per second.
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Core Network

Our core transmission network uses atechnology called Next Generation Synchronous Digital
Hierarchy, or Next Generation SDH. Transmissions pass through a series of optic rings that give us the
unique ability to protect information carried on the network from origin to destination. This level of
protection is achieved through the ring’s self-repairing mechanism, which prevents equipment and
connection failures. This mechanism minimizes the risk of interruption of the signa in the event of any
failure in the network.

Additionally, in our core transmission network we have introduced optical cross-connect
technology, which is capable of transporting higher volumes of traffic and protecting optical links with
different self-recovery schemes to enhance network efficiency and allow for service differentiation.

Telephone communication in our network is controlled by digital local and long distance centers
that employ a high degree of protection and load sharing. We aso rely on data management technology,
which uses voice and data “ switches’ to manage large amounts of transmitted information in both our
telephone and data networks. This technology aso gives us the ability to develop and implement
advanced telephone applications in a short amount of time.

Our physical network comprises a combination of fiber optic, microwave and copper cable
systems and wireless last-mile systems, which connect our clients to the network and alow usto provide
our clients with numerous applications and services. Our modernized external copper network is set up to
support not only conventional telephone systems, but also modern broadband applications, which also
rely on digita technology and result in high data transmission speeds.

We control and monitor our network’ s performance and traffic levels and manage the routing of
traffic and other network functions through centralized network management. This centralized
management facilitates geographical expansion of the network and permits the implementation of higher
capacity systems. Next Generation SDH technology gives us flexibility in the geographic placement of
these switches and enables us to handle significantly more traffic with fewer switches than would a
traditional non-digital network.

Next Generation Network

In the face of new challenges arising from the globalization of telecommunications and the
development of new technologies, we are transitioning our current network infrastructure to become a
Next Generation Network. Our core transmission network uses Next Generation SDH technology, and
we are gradudly integrating our service and data management systems under a unified network
infrastructure with multi-service user ports that have the ability to integrate voice, data and video
transmissions into one standardized application. The Next Generation Network will allow usto improve
flexibility in offering broadband services, increase efficiency in managing our network and improve the
quality of our service.

As part of our transition to a Next Generation Network, we are deploying a new network platform
based on data packets, which will permit the creation of multi-service networks to carry different kinds of
information in standardized formats. By utilizing such packet technology, we can provide superior local
access, network connectivity, data transmission and bandwidth delivery.

As of December 31, 2004, our cumulative investment in the Next Generation Network totaled

U.S.$570 million. We have budgeted approximately U.S.$310 million for investment in our Next
Generation Network infrastructure.
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Billing and Customer Service

For corporate customers, we offer SI@NA, an Internet service that permits customers to analyze
their telecommunications spending. Residential customers may also access billing information over the
Internet using the “Telmex on-line” (Telmex en Linea) service. We provide our customers with a bill
format that details their local service usage.

We provide customer service through a network of customer service centers and call centers.
These customer service centers have evolved from their traditional purpose as places for payment to
become Telmex stores that offer telecommunications products and services. Large corporate customers
also receive customer service from dedicated customer service personnel. Through our “Integrated
Solutions” (Solucién Integral) service, we assist corporate customers in meeting their telecommunications
needs by providing them with integrated telecommunications solutions consisting of a broad range of
telecommunications services. We offer service level agreements to corporate customers that set service
standards and guarantee continuity of service.

Competition

The Mexican market for fixed-line domestic and international long distance services was opened
to competition beginning in 1996. Thirty-three carriers have been granted licenses to provide long
distance service in Mexico, 14 of which arein operation. Alestra (ajoint venture led by Alfa, SA. de
C.V., Grupo Financiero BBVA Bancomer, SA. de C.V. and AT&T Corp.) and Avantel (ajoint venture
led by Grupo Financiero Banamex and MCI) have made the most substantia investments in infrastructure
and marketing. Most competing carriers have been principally focused on the long distance market,
athough some carriers also provide certain business customers with direct access to their long distance
networks using lines leased from us.

The Communications Ministry (Secretaria de Comunicaciones y Transportes) has established
rules for the determination of interconnection rates between our competitors and us. If we are unable to
agree with our competitors on interconnection rates, Cofetel imposes the rates. During the last five years,
however, we have agreed on these rates with our long distance competitors. We agreed with our long
distance competitors to maintain the same interconnection rates for 2004 and 2005 that have applied since
2002.

Customers are free to choose a competing carrier at any time. An independent organization
confirms al requests to change long distance carriers. In addition to pre-subscription, customers
eventually may be able to select along distance carrier on a call-by-call basis by diding athree-digit
prefix. In general, our competitors have focused their attention on obtaining market share in Mexico's
most profitable markets, such as the major cities and high-volume users of international and domestic
long distance.

Competition in the Mexican market for fixed-line local services began in 1999. As of
December 31, 2004, 18 carriers have been granted licenses to provide local fixed wire and wireless
telephony and 23 carriers have been granted licenses for cellular and mobile telephony. The 23 carriers
are owned by only four companies. Radiomévil Dipsa, SA. de C.V., or Telcd, TelefénicaMoviles
México, SA. de C.V. and sister companies Grupo lusacell, SA. de C.V. and Unefon, SA. deC.V. At
present, there are 11 competitive loca operators, primarily in Mexico City and other large cities. Avantel,
Axtel and Maxcom are our principa fixed-line competitors. To date, our competitorsin local service
have focused on servicing first-time customers and providing second lines in new housing, as well as
inducing our customers to switch carriers.



The competitive environment in the Mexican telecommunications market has been the subject of
controversy and of attention from Mexican regulators and from abroad. See —Regulation—Competition.

The effects of competition on us depend, in part, on the business strategies of competitors,
regulatory developments, exchange rates and the general economic and business climate in Mexico,
including demand growth, interest rates and inflation. The effects could include loss of market share and
pressure to reduce rates for our services.

During December 2004, we estimate our market share in Mexico to be 79.4% in domestic long
distance service and 77.6% in international long distance service measured on the basis of total number of
billed minutes generated by our local customers making domestic and international long distance callsin
cities open to competition. Our market share in Internet access is estimated to be 52.3% of dia-up
connections, measured on the basis of the total number of Internet access accounts in Mexico. We
believe that, at present, competitors do not have a material share of the market for fixed-line local service,
but we expect that this will change as the number of competitors grows and their market strategies
develop. Inlocal service and public telephony, we also face competition from cellular carriers, which we
estimate had a combined total of 38.4 million cellular linesin service at year-end 2004. We anticipate
continued intense competition as mobile carriers promote mobile-to-mobile cals as a cheaper dternative
to fixed-to-mobile cals. We also face increasing competition in international and domestic long distance
and local services from Vol P, atechnology that transmits ordinary telephone calls over the Internet at a
cost lower than that associated with traditional fixed-line telephony services.

Regulation

Our business is subject to comprehensive regulation and oversight by the Communications
Ministry and Cofetel. The Communications Ministry is part of the executive branch of the Mexican
federa government, and Cofetel is an agency of the Communications Ministry. Regulation and oversight
are governed by the Law of Genera Means of Communication (Ley de Vias Generales de Comunicacion,
or the General Communications Law), the Telecommunications Regulations adopted under such law, the
Federa Telecommunications Law (Ley Federal de Telecomunicaciones), the Concession and other
concessions and license agreements granted by the Communications Ministry. We are also subject to
oversight by the Agency of Consumer Protection (Procuraduria Federal del Consumidor) and Antitrust
Agency (Comision Federal de Competencia).

Set forth below is a summary of certain provisions of the General Communications Law, the
Federal Telecommunications Law, the Telecommunications Regulations and our concessions.

General

The General Communications Law, the Federal Telecommunications Law and the
Telecommunications Regulations provide the general legal framework for the regulation of
telecommunications services in Mexico. The Federal Telecommunications Law replaced most of the
provisions of the General Communications Law relating to telephone communications, but those
provisions of the Genera Communications Law not specifically addressed in the Federal
Telecommunications Law, such as rules governing local and long distance carriers, remain in effect.
Regulations implementing particular provisions of the Federal Telecommunications Law have been
issued by the Communications Ministry and Cofetel. Regulations implementing other provisions of the
Federal Telecommunications Law are pending. The objectives of the Federal Telecommunications Law
are to promote the efficient development of the telecommunications industry, to encourage fair
competition in the provision of quality, low-priced services and to assure satisfactory breadth of coverage
of the Mexican population.
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In October 2001, the Mexican Congress announced the beginning of a process to reform the
Federal Tdlecommunications Law. Some of the proposals that have been discussed, such as strengthening
the regulatory power of Cofetel, stimulating increased investment in telecommunications and increasing
competition, could have a materia effect on our operations. We are unable to predict whether or when
such amendments may be implemented and, if implemented, their effect on our business.

Regulatory Oversight

The Communications Ministry is the Mexican government agency principally responsible for
regulating telecommunications services. The Communications Ministry’s approval is required for any
change in our bylaws. It also has broad powers to monitor our compliance with the Concession, and it
may revoke our Concession or temporarily seize or expropriate our assets. The Communications Ministry
may require us to supply it with such technical, adminigtrative and financial information as it may request.

The Federal Telecommunications Law provided for the establishment of an administrative
agency, Cofetel, to regulate the telecommunications industry. Cofetel commenced operations in August
1996. It is an independent agency within the Communications Ministry, with four commissioners
appointed by the Communications Ministry on behaf of the President of Mexico, one of whom is
appointed as chairman. Many of the powers and obligations of the Communications Ministry under the
Federal Telecommunications Law and the Telecommunications Regulations have been delegated to
Cofetel. We regularly provide reports to Cofetel on our operations, financial performance and other
matters. We are also required to publish our annua network expansion program, and we must advise
Cofetd of the progress of our expansion program on an annua basis.

Mexican law gives certain rights to the Mexican government in its relations with concessionaires
and provides that when the concession expires we may not sell or transfer any of our assets unless we
give the Mexican government aright of first refusal. If the Mexican government declines to exercise its
right, our unions also have aright of first refusal. In addition, Mexican law permits the Mexican
government to expropriate our assets in certain circumstances.

Concessions

Under the Federal Telecommunications Law and the Telecommunications Regulations, a
provider of public telecommunications services must operate under a concession granted by the
Communications Ministry. Such a concession may not be transferred or assigned without the approval of
the Communications Ministry. A concession to provide public fixed-network loca and long distance
services has aterm for up to 30 years and may be extended for additional 30-year terms. Our Concession
was granted in 1976 and amended in August 1990, and will expirein 2026. Our subsidiary Telnor holds a
Separate concession in two states in northwestern Mexico, which will expire in 2026. The material terms
of the Telnor concession are essentially the same as the Concession.

Operators of private networks that do not use electro-magnetic frequencies are not required to
obtain a concession to provide private telecommunications services but are required to obtain approval
from the Communications Ministry.

In addition to the Concession, we currently hold concessions for the use of frequencies to provide
wireless local access and point-to-point and point-to-multipoint transmission, which we obtained from
Cofetel through a competitive bidding process. These concessions are granted for aterm up to 20 years
and may be extended for additional 20-year terms.
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Termination of the Concession

The Concession provides that it will remain in force until 2026 and that we may renew it for an
additional 15 years, subject to additional requirements the Communications Ministry may impose.
Thereafter, it may be renewed for successive 30-year terms as provided under the Federal
Telecommunications Law.

The Concession provides that upon its expiration the Mexican government is entitled to purchase
our telecommunications assets at a price determined on the basis of an appraisal by a public official, and
the Telecommunications Regulations provide that upon expiration of the Concession the Mexican
government has aright of first refusal to acquire our telecommunications assets. The General
Communications Law, however, provides that upon expiration of the Concession our telecommunications
assets will revert to the Mexican government free of charge. There is substantial doubt as to whether the
provisions of the Concession and the Telecommunications Regulations would prevail, and accordingly
there can be no assurance that upon expiration of the Concession our telecommunications assets would
not revert to the Mexican government free of charge.

The General Communications Law and the Concession include various provisions under which
the Concession may be terminated before its scheduled expiration date. Under the General
Communications Law, the Communications Ministry may cause early termination of the Concession in
certain cases, including:

failure to expand telephone services at the rate specified in the Concession;
interruption of al or amaterial part of the services provided by us;

transfer or assignment without Communications Ministry approval of the Concession, the
rights provided under the Concession or any asset used to provide telephone service;

violation of the prohibition against ownership of our shares by foreign states,

any material modification of the nature of our services without prior Communications
Ministry approval; and

breach of certain other obligations under the General Communications Law.

In addition, the Concession provides for early termination by the Communications Ministry
following administrative proceedings in the event of:

amateriad and continuing violation of any of the conditions set forth in the Concession;
materia failure to meet any of the service expansion requirements under the Concession;

material failure to meet any of the requirements under the Concession for improvement in the
quality of service;

engagement in any telecommunications business not authorized under the Concession and
requiring prior approva of the Communications Ministry;

following notice and a cure period, failure without just cause to alow other concessionaires to
interconnect their telephone networks to our telephone network; or
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our bankruptcy.

Under the Federal Telecommunications Law, our concessions could be terminated if: (i) the term
of any concession expires, (ii) we resign our rights under any concession; (iii) the Mexican Government
through the Communications Ministry expropriates any of the concessions; (iv) we are liquidated or
become bankrupt; or (v) the Communications Ministry revokes any of the concessions. Our assetsand
rights under the concessions may aso be temporarily seized by the Communications Ministry.

The General Communications Law provides that in the event of early termination of the
Concession for specified causes, including violation of the prohibition on ownership of our shares by
foreign states, we would forfeit al of our telecommunications assets to the Mexican government. In the
event of early termination of the Concession for any other cause, the General Communications Law
provides that a portion of our telecommunications assets would revert to the Mexican government free of
charge, and that we may be required to dismantle the remaining portion. There is substantial doubt asto
whether the provisions of the Concession and the Telecommunications Regulations regarding the
consequences of expiration of the Concession would apply to mitigate the provisions of the General
Communications Law in the event of early termination.

Dominant Carrier Regulations

The Federd Telecommunications Law provides that if a company is determined to be dominant
in arelevant market, the Communications Ministry has the power to adopt specific regulations on rates,
quality of service and information provided by a dominant provider. In February 1998, the Mexican
Competition Commission, or MCC, issued a resolution confirming its determination that we are a
dominant carrier in the following markets: (i) loca telephone service, (ii) access service, (iii) inter-urban
transport, (iv) domestic long distance service and (v) internationa long distance service. This 1998
resolution was held unconstitutional in May 2001.

In September 2000, Cofetel adopted specific regulations, which we refer to as the dominant
carrier regulations, applicable to us as a dominant carrier. The September 2000 Cofetel resolution to
adopt these regulations was nullified in May 2002. The dominant carrier regulations applied to the five
markets identified by the MCC in 1998, and aso to certain other services, including directory assistance,
operator services and billing and collection services. They imposed standards for the quality of our
services, and required that we prepare and provide specific information and specific tariff regulations.

We have met or exceeded the standards established in the former regulations on quality of services and on
information, and we believe we will be able to continue doing so without significant cost or competitive
impact.

The most significant elements of the dominant carrier regulations were the following three
specific rules on tariffs:

First, our prices for covered services must always exceed a floor price based on “total average
costs.” The Concession says our price for any service must exceed the “ average incremental
cost,” and while the methodology for determining total average costsis not clear, it would
presumably result in a higher floor price for the services to which it applies.

Second, the regulations prohibit any rate or rate package that reduces our operating margin in
a competitive market, except as a defensive response to competitors' rates that present arisk
of substantial loss of market share.

Third, prices for services (other than interconnection) that we provide to other carriers would,
for thefirst time, be subject to prior approval of Cofetel.
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It is difficult to assess the impact these regulations would have had on tariffs or competition, in part
because neither the methodol ogies nor the procedures were fully specified. We believe, however, that if
similar rules were implemented in the future, they would, to some degree, reduce our flexibility to adopt
competitive tariff policies.

After the MCC issued the February 1998 resolution, we commenced constitutional proceedingsin
the Mexican federa courts challenging the validity of the resolution, and we commenced a proceeding in
the Mexican federal courts challenging the validity of the dominant carrier regulations. We asserted that
they congtituted a unilateral amendment of the terms of our Concession, which we believe is not
permitted under the Mexican congtitution or the terms of the Concession itself. We also asserted that the
determination that we are a dominant carrier, on which Cofetel’ s power to issue these regulations was
predicated, was flawed because the MCC made its determinations in 1997 in reliance on earlier findings
that were out of date, and because its determinations did not extend to all the markets covered by the
dominant carrier regulations. Finaly, we objected to the specific tariff regulations imposed by the
dominant carrier regulations on a variety of grounds, including that they gave Cofetel excessive
discretion, that they would unfairly burden competition and that they did not adequately permit us to
recover our investments in infrastructure.

Following severa appedls, the February 1998 resolution of the MCC was held unconstitutional in
May 2001. It isour assertion that all subsequent rulings by Mexican government agencies (including
Cofetd) that relied upon the 1998 resolution are also uncongtitutional. We filed petitions to have
dominant carrier regulations based on the 1998 resolution declared unconstitutional, and in May 2002,
severa resolutions issued by the MCC and Cofetdl were nullified, including the September 2000 Cofetel
resol ution adopting the dominant carrier regulations.

In May 2001, the MCC addressed the defect of the February 1998 resolution and issued a new
resolution with the same termsin which it concluded that we are a dominant carrier in the same five
markets. This resolution was affirmed by the MCC following an appeal, and in September 2001, we
commenced congtitutiona proceedings in the Mexican federa courts challenging the validity of this new
resolution. In July 2003, a Mexican federa court held that certain aspects of the MCC' s second dominant
carrier resolution were invalid, although the MCC sought further review. In April 2004, aMexican
federal court decided in favor of our congtitutional challenge to the resolution and declared the resolution
invalid. In September 2004, the MCC issued additional resolutions in which it again concluded that we
are adominant carrier, and in October 2004, we again commenced constitutional proceedings in the
Mexican federa courts challenging the vaidity of the new resolutions. We cannot predict whether our
congtitutional challenge will be successful or if it is successful whether the MCC or Cofetel will issue
new resolutions or regulations that are substantially similar to the prior dominant carrier resolutions or
regulations that were nullified.

Rates

The General Communications Law, the Federal Telecommunications Law and the
Telecommunications Regulations provide that the basis for setting rates of a telecommunications
concessionaire is set forth in its concession.

Under the Concession, our rates in any period for basic telephone services, including installation,
monthly rent, measured local service and long distance service, are subject to a celling on the price of a
“basket” of such services weighted to reflect the volume of each service provided by us during the
preceding period. Thereisaso aprice floor based on our average long run incremental cost. Within this
aggregate price cap, we are free to determine the structure of our own rates. We must publish our rates
and register them with Cofetel before they may take effect.
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The price cap varies directly with the Mexican Nationa Consumer Price Index, permitting us to
raise nominal rates to keep pace with inflation, subject to consultation with the Communications Ministry.
Since the beginning of 2001, we have not raised our nomina rates. Under the Concession, the price cap
is aso adjusted downward periodically to pass on the benefits of increased productivity to our customers.
The Concession fixed the adjustment for 1998 and 1999 at 0.74% per quarter in nominal terms, and
requires the Communications Ministry to set a new periodic adjustment for every four-year period so asto
permit us to maintain an interna rate of return equal to our weighted average cost of capital. The
Communications Ministry fixed the adjustment per quarter in nominal terms at 1.11% for 1999-2002 and
at 0.74% for 2003-2006.

For services extending beyond basic telephone service, under the Concession we are permitted to
set our prices free of rate regulation. These services include data transmission, directory services and
services based on digital technology, such as caller 1D, call waiting, speed calling, automatic redialing,
three-way calling and call forwarding. We are required to register the rates of value-added services on an
annual basis.

Competition

The Telecommunications Regulations and the Concession contain various provisions designed to
introduce competition in the provision of communications services. In general, the Communications
Ministry is authorized to grant concessions to other parties for the provision of any of the services
provided by us under the Concession. There are currently 14 competing long distance carriers operating
in Mexico and concessions have been granted to atotal of 33 long distance companies, all of which also
have concessions for internationa long distance services. As of December 31, 2004, there were 18 fixed-
line local operators that have been granted licenses, primarily in Mexico City, Guadalgjara, Monterrey,
Puebla and other large cities. See —Mexican Operations—Competition. Concessions are not required to
operate certain private local telecommunications networks or to provide value-added services, athough
other authorizations may be required.

The Federal Telecommunications Law provides that the Communications Ministry may authorize
the resale of telecommunications services. Though no regulations have yet been adopted implementing
that provision of the law, we expect the Mexican government to introduce new regulations regarding
resale by the end of July 2005.

In 2003, the Communications Ministry expanded the concessions granted to cable television
operators to permit them to provide bi-directiona transmission of data. In addition, in 2004, the
Communications Ministry began to permit cable operators to provide signal-transmission services to local
fixed-line operators and data and broadband Internet Services to the Mexican public. Our Concession
permits us to distribute, with prior authorization, television signals through our network to companies
authorized to provide television services to the public, but we are not alowed to hold a concession to
provide television signals to end users.

With respect to international long distance services, Cofetel rules cover matters such as
international interconnection and mechanisms for routing calls into and out of Mexico. Currently,
international traffic must be carried by Mexican concessionaires and through authorized international
gateways consistent with Cofetel’ s international long distance rules.

The competitive environment in the Mexican telecommunications market has been the subject of
controversy and of attention from Mexican regulators and from abroad. In particular, the MCC has
determined that we are a dominant provider of certain telecommunications services, though our appeal of
this determination is pending. Mexican law provides for the regulatory authorities to impose additional
regulations on a dominant provider. As discussed above, Cofetel has adopted specific regulations
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applicable to us as a dominant carrier, although these regulations were later nullified by a Mexican federal
court. The MCC has repeatedly ruled that we have engaged in “relative’ anti-competitive practices,
which are less significant violations than “absolute” anti-competitive practices and carry lower fines.
Most of these resolutions have been declared null and void by federal courts or withdrawn by the MCC.

In August 2000, the United States initiated a World Trade Organization, or WTO, dispute
settlement against Mexico regarding aleged illegal barriers to competition in the Mexican
telecommunications market. The alegations related to our status as a dominant tel ecommunications
provider in Mexico and the interconnection fees and charging mechanisms for internationa calls.

On June 1, 2004, the United States and Mexico announced that they had mutually agreed to
resolve the dispute. Under this agreement, Mexico eliminated its uniform settlement rate system, its
proportional return system and its requirement that the Mexican carrier with the greatest share of outgoing
traffic to a particular country negotiate the settlement rate on behalf of al Mexican carriers for that
country. Mexico aso agreed to introduce new regulations authorizing the resale of outgoing international
long distance servicesin 2005. In addition, the United States recognized that Mexico will continue to
restrict international simple resale, or the use of leased linesto carry cross-border cals. We expect that
the changes in regulation will likely affect our business and competition in the future, and in particular,
that the authorization of resale of telecommunications services will put downward pressure on the prices
we charge our customers for those services.

| nterconnection

We are required under the Federal Telecommunications Law to permit any other long distance
concessionaire to connect to our network in a manner that enables customers to choose the network by
which their long distance calls are carried. Cofetel rules governing the interconnection rights and
obligations of local service concessionaires require local service concessionaires to provide
interconnection on a nondiscriminatory basis to any other concessionaire.

The Concession provides that other terms of interconnection, including fees, are to be negotiated
between us and each other long distance carrier, and that, in the event the parties are unable to agree, the
Communications Ministry may impose terms on us and the other carriers. We were unable to agree with
our competitors on interconnection rates for 1997 through 2000, and accordingly Cofetel imposed rates.
The interconnection fees imposed by Cofetel were the subject of numerous legd challenges. We aso
brought proceedings contesting our obligation to renew the existing service agreements with competing
carriers based on the new interconnection tariffs, on the grounds that the carriers had not honored the
current agreements.

Since 2002, we have agreed with competing long distance carriers to an interconnection rate of
U.S.$0.00975 per minute and per interconnection point. This rate will apply through December 31, 2005.
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NON-MEXICAN OPERATIONS

Through our subsidiaries, we provide voice, data and Internet servicesin Brazil, Chile, Argentina,
Peru and Colombia. The revenues of our non-Mexican operations represented 11.4% of our consolidated
revenues for 2004. These operations derive from our acquisition of AT&T Latin America Corp. in
February 2004 for U.S.$196.3 million (with operationsin all five countries), Techtel-LMDS
Comunicaciones Interactivas, SA. in April 2004, Chilesat Corp. S.A. and Metrored Telecomunicaciones
S.R.L. in June 2004 and Embratel in a series of transactions beginning in July 2004.

The following table sets forth selected financial information for the year ended December 31,
2004 expressed as a percentage of our total consolidated group. For our operations in Brazil and other
countries outside Mexico, al of which were acquired during 2004, the table includes financia
information subsequent to the date of consolidation.

Year Ended December 31, 2004
(in millions of constant M exican pesos as of December 31, 2004, except per centages)

M exico Brazil® Other Countries? Total Consolidated
Revenues................... 88.6% 9.8% 1.6% 100.0% P. 138,802
Operating income..... 99.2% 0.9% (0.1)% 100.0% 43,656
Assats . 79.2% 19.5% 1.3% 100.0% P. 418,341

(1) Webegan consolidating the results of companies holding the assets of AT& T Latin Americain Brazil on March 1, 2004, and began
consolidating the results of Embratel Participagdes S.A. on August 1, 2004.

(2) The other countries in which we have operations are Chile, Argentina, Peru and Colombia. We began consolidating the resultsof
companies holding the assets of AT& T Latin Americain each these countries on March 1, 2004. In Chile, we began consolidating the
results of Telmex Corp. S.AA. on July 1, 2004. In Argentina, we began consolidating the results of Techtel-LMDS Comunicaciones
Interactivas, SA. on May 1, 2004, and began consolidating the results of Metrored Telecomunicaciones S.R.L. on July 1, 2004.

(3) Assetsinclude plant, property and equipment (on a gross basis), construction in progress, advances to suppliers and inventoriesfor
operation of the telephone plant. See Note 18 to our consolidated financia statements.

Brazil
Embratel Participacdes and Telmex do Brasil

Embratel Participagdes S.A., or Embratel, and Telmex do Brasil Ltda. are our principal
subsidiaries in Brazil.

Of our revenues from our Brazilian operations in 2004, over 70% was éttributable to voice
services, approximately 25% was attributable to data services and the remainder was attributable to other
services. Voice services include domestic and international long distance and local service. Data services
include data and Internet services. Other services include the transmission of television and radio, telex
and mobile satellite communications services.

We own 95.1% of the voting stock and 45.4% of the non-voting stock of Embratel (63.9% of the
total capital stock) as aresult of a series of transactions in 2004 and 2005. In July 2004, we purchased
51.8% of the voting stock of Embratel from MCI for a cash purchase price of U.S.$400 million. We
purchased additional voting stock through a mandatory tender offer in December 2004 and both voting
and non-voting stock in various subscriptions from March to May 2005 in Embratel’ s approximately
U.S.$700 million capital increase.

Through its subsidiaries, Embratel is one of the leading providers of communications servicesin
Brazil. Of itstotal revenues in 2004, approximately 57% were derived from corporate customers, and the
remainder from residential customers. Its principa service offerings include domestic and international
long distance, data communications, local and other services. Through its high-speed data network, it
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offers a broad array of products and services to a substantial number of Brazil’s 500 largest corporations.
Telmex do Brasil provides telecommuni cations services to corporate customers in Brazil’ s largest cities
including Rio de Janeiro and S&o Paulo, complementing Embratel’ s business in those cities.

The Brazilian domestic and international long distance markets are increasingly open to full
competition, and competitors have gained market share at Embratel’ s expense and are placing pressure on
its prices and competing for attractive customersin its long distance and data businesses. To respond,
Embratel is pursuing a marketing strategy to attract and retain customers and develop its customer base.
Embratel is promoting price clarity, implementing win-back programs and tailoring marketing campaigns
to each region.

Embratel was founded in 1965 and later became the long distance subsidiary of Telebrés, the
Brazilian government-owned telephone company. In 1998, Telebras was broken up into 12 new holding
companies, which were then privatized, including one holding company, Embratel, for the domestic and
international long distance operator. After the opening up of the Brazilian local service market, Embratel
began providing local telephone servicesin 2002. 1n 2003, Embratel acquired Vésper Holding S.A. and
Vésper Holding S8o Paulo and their subsidiaries, wireless local loop loca service and broadband data
operators with operationsin S&o Paulo and 16 other Brazilian states. Through its subsidiary Star One,
Embratel is aso Brazil’s leading provider of satellite services, with applications including broadcasting,
broadband data and telephony. Star One currently has four satellites in orbit, which cover the entire
territory of Brazil as well as Argentina, Uruguay and Paraguay. Embratel expects to replace one of its
satellites in the second half of 2006 with a new satellite that will also provide coverage over South
America, aswell as part of Florida

Embratel owns the largest long distance telecommunications network in Latin America and the
largest network of broadband fiber optic transmission systemsin Brazil. The network, which connects all
of the regional fixed-line and cellular operators throughout Brazil, uses a 100% digital switching system
for voice and data and packet-switched data communications, asynchronous transfer mode, or ATM, and
frame relay for data and Internet services. The domestic long distance and international transmission
facilities extend to all 26 states and the Federal Didtrict of Brazil and include fiber optic, digital
microwave, satellite and copper wireline networks.

Telmex do Brasil’s network extends to seven major cities in Brazil and has points of presence, or
POPs, for data and voice services in two other cities. POPs are nodes that are extensions of a network
that permit access to customersin cities where a provider does not have metropolitan networks. The
network is based on fiber optic cable and like Embratel’s, uses primarily ATM transport technology.

Regulation

The Brazilian Telecommunications Law provides a framework for telecommunications
regulation. Pursuant to Article 8 of the Telecommunications Law and Decree No. 2,338 of October 7,
1997, the primary regulator of Embratel and Telmex do Brasil is Anatel.

Companies wishing to offer telecommunications services to consumers are required to apply to
Anatel for a concession or an authorization. Concessions are granted for services in the public regime and
authorizations are granted for services in the private regime.

Embratel’ s concession for the provision of long distance service is subject to certain obligations
and isvalid until 2005. Prior to its expiration in 2005, the concession may be renewed for an additional
20 years. Inthe event that the concession is not renewed or is revoked by Anatel, al assets relating to the
provision of services under the concession revert to the Brazilian government. In June 2003, Anatel
established the basic terms for the renewa of the concession contracts. Embratel formally notified Anatel
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of itsintention to renew the concession contract on these terms, but the new concession contract has not
yet been signed.

Theinitial grant of the concession to Embratel did not require payment of afee. After
December 31, 2005, Embratel is required to pay afee every two years equa to 2% of annua net revenues
from the provision of switched fixed telephone services in the prior year (excluding taxes and social
contributions). This requirement will last throughout the 20-year renewal period.

Since the privatization of the Brazilian telecommunications system, concessionaires have been
required to meet certain universal service and quality targets. Failure to meet these targets carries the
possibility of fines and penalties from Anatel.

After the privatization of the Brazilian telecommunications system, authorizations were granted
to new competitors wishing to offer switched fixed telephone services in the private regime, including
local, intra-regional long distance, inter-regional long distance and international long distance services.
Providers granted authorizations are not subject to the same obligations concerning network expansion
(universal service obligations) and continuity of service as those applicable to concessionaires providing
switched fixed telephone services in the public regime, although individua authorizations may contain
certain related obligations. There are no limitations on the number of authorizations that may be granted.
In July 2002, AT&T do Brasil Ltda., now Telmex do Brasil, obtained authorizations to provide local
switched fixed telephony services and domestic and international multimedia communications services,
which alow it to provide facilities-based voice services. The switched fixed telephony license for local
sarvice includes the seven largest business centers in the country.

Embratel’ s concession establishes a mechanism of annual rate adjustment, based on rate baskets
and an adjustment for inflation. Anatel defines rate baskets for locd, intra-regiona long distance, inter-
regional long distance and international long distance services. While the weighted percentage increase
for the entire basket is capped by Anatel, tariffs for individual services within the basket may be increased
at Embratel’ s discretion. Because Telmex do Brasil operates under an authorization granted by Anatel
and not a concession, the rates it charges its customers are not regulated by Anatel. However, Telmex do
Brasil isrequired to publish its rates for fixed-line telephone service in Brazilian newspapers.

Competition

The strongest operators in Brazil’ s telecommunications market are the companies that were
broken off from Telebras, the former government-owned telephone company, upon its privatization,
Telefonica (formerly Telesp), Brasil Telecom (formerly Tele Centro Sul) and Telemar (formerly Tele
Norte Leste). Following the privatization of Telebras, three “mirror companies’ were created by the
auction of mirror licenses to provide local services over public switched networks in the same geographic
areas served by the incumbent carriers. In 2003, Embratel acquired V ésper and V ésper S&o Paulo, two of
the three mirror companies. Global Village Telecom holds the third mirror license for loca service.
Intelig holds a mirror license for the provision of intra-regional, inter-regiona and international long
distance service, in competition with Embratel.

Since 2002, the Brazilian federal government has been authorized to grant an unlimited number
of authorizations for the provision of any type of telecommunications service. Embratel was granted a
nationwide license in August 2002 to provide local telephone service after it met certain universal service
requirements.

Embratel’ s principal competitors vary by region and type of service. In northern and eastern

Brazil, Embratel competes with Telemar and CTBC Telecom for local services and Telemar and Intelig
for long distance services. In southern and western Brazil, Embratel competes with Telefonicafor local
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servicesand Telefonicaand Intelig for long distance services. In S&o Paulo, Embratel competes with
Brasil Telecom and Global Village Telecom for local services and Brasil Telecom and Intelig for long
distance services.

I nvestment in Net Servigos de Comunicacdo S.A.

We own a non-controlling interest in Net Servigos de Comunicagdo S.A., or Net, the largest cable
television operator in Brazil. Asof December 31, 2004, Net had approximately 1.4 million connected
cable television subscribers and 184 thousand subscribers to its high-speed cable modem Internet access
service. Net had total revenues of U.S.$518 million (P.5,835 million) and net income of U.S.$17 million
(P.192 million) during 2004.

We acquired our interest in Net in 2005 pursuant to agreements with Globo Comunicagtes e
Participagdes S.A., Distel Holding S.A. and Roma Participagdes Ltda. (together, Globo). After aseries of
transactions, we own (a) 49% of the voting interests and al of the non-voting interests in GB
Empreendimentos e Participagbes S.A., or GB, a special-purpose company that owns 51% of the voting
shares of Net and (b) 37.4% of the voting and 7.7% of the non-voting shares of Net. Globo owns the
remaining 51% of the voting interestsin GB.

The total cost of these transactions was U.S.$313 million (P.3,526 million). Our tota direct and
indirect equity interest in Net is 37.1% (caculated by multiplying the shares of Net held by GB by our
percentage equity interest in GB, and adding the shares we own directly in Net).

Under current Brazilian law governing cable operators, because we are not controlled by
Brazilian persons we are not permitted to control Net. Globo owns a mgjority of the voting interestsin
GB, which owns amagjority of the voting shares of Net. We have agreed that if Brazilian law changes to
alow usto own a controlling interest in Net, we have the right to purchase an additional interest in GB to
give us control of 51% of the voting shares of Net, and Globo has the right to cause us to purchase such
interest.

Possible Transactions with Embratel

We are formally evaluating whether we should sell Telmex do Brasil and our 37.1% equity stake
in Net to Embratel. We believe there might be advantages to this, because of the complementarity and
possible synergies among these businesses. We would expect to receive new ordinary shares of Embratel
as consideration for the acquisition of Telmex do Brasil and our interest in Net. These transactions would
present a number of important issues, including the price in shares Embratel would pay and the
procedures we and Embratel would follow to negotiate and approve the transaction while protecting the
interests of Embratel’ s other shareholders. As aresult, there can be no assurance as to whether any such
transaction will occur or, if it does occur, on what terms or on what timetable.

Chile

In February 2004, we acquired substantialy al of the assets of AT& T Latin Americaincluding
those of AT&T Chile Holding S.A., which was renamed Telmex Chile Holding S.A., or Telmex Chile.

In April 2004, we acquired an approximately 40% interest in Chilesat Corp. S.A., or Chilesat, for
U.S.$47 million from Redes Opticas, S.A. and Redes Opticas (Cayman) Corp., entities owned by
Southern Cross Latin American Private Equity Fund L.P. and GE Capital Equity Investments, Ltd.
Pursuant to a cash tender offer required by Chilean law, in June 2004 we purchased an additional 59.3%,
increasing our ownership of Chilesat to 99.3%. We changed the name of Chilesat to Telmex Corp. SA.,
or Telmex Corp.



We provide voice, Internet and data services to more than 500 thousand corporate and residential
customersin Chile. In 2004, we integrated the operations of Telmex Corp. and Telmex Chile. To
corporate customers, we provide local service, private long distance networks, virtua private networks,
Internet services and other value-added services, as well as video and audio satellite links for broadcasting
corporations. For residential customers, in addition to local service, we are focusing on long distance and
Internet services, including value-added services with the goal of increasing our overal profitability. Our
multi-service platform, IPIMPLS, alows us to provide integrated voice, data and video services, along
with Next Generation VoIP services.

Our fiber optic network comprises more than 4,200 kilometers of physical cable, which cover the
continental territory of Chile from Aricato Santiago, Santiago to Vaparaiso and Santiago to Vadivia. In
2002, to cover the segment between Valparaiso and Puerto Montt, a capacity exchange was carried out
with Telefénicadel Sur SAA. Inthe southern regions of the country, we use a satellite platform. We also
own and operate metropolitan fiber networks covering Santiago and Chile' s other major cities.

Of our revenues from our Chilean operations in 2004, almost two-thirds were attributable to voice
services, approximately one-third was attributable to data and Internet services and the remainder was
attributable to other services. Telmex Corp. and Telmex Chile together have a market share of 33.3% in
the national long distance market, 10.8% in the internationa long distance market and 1.7% in the loca
service market.

The Genera Telecommunications Law (No. 18,168) of 1982, as amended, established the legal
framework for the provision of telecommunications servicesin Chile. The law established the rules for
granting concessions and permits to provide telecommunications services and for the regulation of rates
and interconnection. The main regulatory agency of the Chilean telecommunication sector is the Ministry
of Transportation and Telecommunications, which acts primarily through the Undersecretary of
Telecommunications, or SUBTEL.

We hold licenses to provide local service, domestic and international long distance service, data
services and value-added services.

We face strong competition in al of our business segments and we compete with Telefénica CTC
Chile, the ultimate parent of which is TelefoénicaS.A., Entel SA. and five other carriers. This
competition has mainly been vigorous in international and national long distance public markets since
implementation of the multicarrier system, which requires local telephone companies to provide facilities
that allow long distance carriers to access the local telephone network on an equal access basis. We,
Entel and other similar companies compete on an equal access basis in the national long distance and
international long distance Chilean market.

Although competition remains strong, the Chilean long distance industry has demonstrated signs
of increased stability due to the settlement of legal and operationa disputes among competitors, mergers
between certain facilities and non-facilities-based carriers and the existence of the Long Distance Carriers
Association, an ingtitution dedicated to solving the various problems of the industry.

Argentina

Techtel-LMDS Comunicaciones Interactivas, S.A., or Techtel, provides data, Internet and voice
servicesin Argentina. Telmex Argentina S.A. provides data, Internet and voice services to corporate
customersin Argentina’s largest cities. Our principal subsidiariesin Argentina are Telmex Argentina,
Techtel and Metrored Telecommunicationes S.R.L., or Metrored. Metrored operates fiber optic ringsin
metropolitan areas that provide “last mile” access to reach our customers.

A



Through its digitd fiber optic network, Telmex Argentina offers local, long distance, data and
Internet access to corporate and residential customers. Through its two data centers it aso offers data
administration and hosting, among other services.

In April 2004, we acquired an 80% indirect interest in Techtel in two separate purchases. We
acquired a 20% interest from an affiliate of Techint Compafia Técnica Internacional S.AA.C.1., or Techint,
one of Argentina s largest industrial groups, for U.S.$25 million. We subsequently acquired a 60%
interest from América Movil, on the same pricing terms, for U.S.$75 million. In June 2004 we
capitdized Techtel with U.S.$26.2 million to buy Metrored and to repay debt of Techtel. This
capitalization increased our ownership of Techtel by 3.4%.

After the capitalization, the Techint affiliate continued to hold the remaining 16.6% indirect
interest in Techtel. Pursuant to an agreement with the Techint affiliate, on June 23, 2005, we exercised
our right to acquire an additiona interest in Techtel of approximately 10% for which we paid U.S.$15
million, increasing our ownership to 93.4%. Pursuant to a further agreement with the Techint affiliate, we
have aright to acquire, and the Techint affiliate can cause usto acquire, in 2007, its remaining 6.6%
indirect interest in Techtel for U.S.$10 million. In addition, we have agreed to pay Techint’s affiliate,
Tecnologia en Servicios Urbanos—TESUR S.A., aU.S.$6 million consulting fee for management
services to be rendered through December 2006.

Techtel operates alocal multipoint distribution service, or LMDS, and fiber optic network in
Argentina, providing voice, data and video transfer services and other related telecommunications
sarvices. LMDS is awireless broadband technology that uses radio signals to transmit voice, video and
data. Techtel began providing long distance fixed-line voice services and call center support in December
2000 and launched local fixed-line voice servicesin August 2001. In June 2004, Techtel acquired a
controlling interest in Metrored, which has one of the largest fiber optic networks in Buenos Aires.

We have afiber optic network of over 4,000 km that covers thirteen citiesin Argentina and
reaches approximately 68% of its population. Our voice network covers approximately 46 cities.

Of our revenues from our Argentine operations in 2004, over one-haf was attributable to voice
services, approximately 40% was attributable to data services and the remainder was attributable to other
services.

We hold licenses to provide local, domestic and internationa long distance tel ephone service,
public telephony, data services, value-added services and video conferencing.

Peru

Through Telmex Perti SA., we provide domestic and international long distance services, public
telephones, and data, Internet and hosting services to corporate and residential customersin Peru through
afiber optic network.

Revenues of our Peruvian operations for the full year 2004 were P.465.7 million, of which nearly
two-thirds were attributable to voice services, approximately one-third was attributable to data services
and the remainder was attributable to other services.

The main regulatory agency of the Peruvian telecommunications sector is the Ministry of
Transportation and Communication. Telmex Pert holds concessions to provide local, domestic and
international long distance service.



Our main competitor in fixed loca telephony services, public telephone services, data services
and Internet servicesis Telefénicade Perd, SA., and in long distance telephony services our main
competitors are Americatel Pert SA., a Telecom Italia Group affiliate, and Telefénicadel Perd.

Colombia

Through Telmex Colombia S.A., we provide data and Internet services to corporate clientsin
Colombia through a metropolitan and inter-city fiber optic network.

Of our revenues from our Colombian operations for 2004, over 90% was attributable to data and
Internet services and the remainder was attributable to other services.

We hold licenses to provide local, domestic and international long distance service, mobile
telephone service, data services, value-added services and video conferencing.

United States

In April 2003, the U.S. Federal Communications Commission, or FCC, granted our U.S.
subsidiary, Telmex USA, afacilities-based authorization that permits Telmex USA to install and operate
telecommunications facilities in the United States. Telmex USA aso holds an FCC authorization to resell
long distance servicesin the United States. Asaresult of our acquisition of the assets of AT&T Latin
Americaand of Embratel, we hold two additional facilities-based and resale-based authorizations. We are
in the process of evaluating potentia future operations in the United States.



CAPITAL EXPENDITURES

The following table sets forth, in constant pesos as of December 31, 2004, our capital
expenditures, before retirements, for each year in the three-year period ended December 31, 2004:

Year ended December 31,
2004 2003 2002

(in millions of constant pesos as of December 31, 2004)

Data, connectivity and transmission network ................ P. 3,686 P. 3,565 P. 3,199
INternal Plant........cccvvreernereenresese e eeseseseeees 8,369 1,639 2,369
OULSIAE PlaNt.......ceeecerecrrece e 5,359 2,588 3,396
SYSLEIMS ...ttt bbb bbb 839 695 1,014
(@ 13T U 2,121 2,242 2,250
Total capital eXPENditUrES ............ccrrereeeereeeeeeeeeersesseseen P. 20375 P 10,728 P. 12,227

Our investment in capital expenditures increased by 89.9% in 2004 due to an increase in our
investments in Mexico and the inclusion of the investments made by our non-Mexican subsidiaries
following our consolidation of the respective businesses.

We have budgeted capital expendituresin an amount equivalent to approximately U.S.$2.14
billion for the year 2005, including U.S.$1.55 billion in Mexico, U.S.$473 million for Embratel
principaly for investments related to the C1 and C2 satellites and U.S.$117 million for our other
operationsin Brazil, Argentina, Chile, Peru and Colombia. See Item 5. Operating and Financial Review
and Prospects—Liquidity and Capital Resources.

OTHER MATTERS
Investments
General

We occasionally make investments and joint ventures in telecommunications-related businesses
within and outside Mexico. To date in 2005, we have made investments totaling U.S.$924 million,
including U.S.$611 million in Embratel through subscription to its capital increase and U.S.$313 million
to acquire a 37.1% equity interest in Net. We also invest in publicly traded equity securities of companies
in technology and communications businesses. At December 31, 2004, we had U.S.$658 million of
marketable securities on our balance sheet. Our marketable securities are carried at market value, and
gains and losses are recognized in our statement of income.

MCI, Inc.

Through awholly owned subsidiary, we invested in several series of bonds of MCI’ s predecessor,
WorldCom, Inc. As of December 31, 2003, we held approximately U.S.$1,759 million in face amount of
the bonds, with a market value of approximately U.S.$589 million at such date.

In April 2004, MCI emerged from bankruptcy pursuant to a reorganization plan approved by the
U.S. bankruptcy court in October 2003. Under the reorganization plan, in exchange for our bonds, we
received approximately 25.6 million shares of common stock of MCI, which represented approximately
8.1% of MCI’s outstanding common stock. Other parties that may be deemed to be under common
control with us held an additional interest of approximately 5.7% of MCI’s outstanding common stock.
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On April 9, 2005, we and certain parties related to us entered into an agreement with Verizon
Communications Inc. and certain of its subsidiaries, together Verizon, to sdl to Verizon our entire interest
in common shares of MCI for a cash purchase price of U.S.$25.72 per share. We received approximately
U.S.$660 million for our 25.6 million MCI shares on May 17, 2005. We expect to recognize again of
close to U.S.$58 million before taxes, which is in addition to gains recognized in prior periods. If, on the
third trading date prior to the first anniversary of this agreement, Verizon Communications's average
stock price for the preceding 20 trading days exceeds U.S.$35.52 per share (subject to adjustment in
certain circumstances), we will be entitled to receive an additiona cash payment per share equa to
approximately 72.4% of the excess. The additional cash payment to which we will be entitled will be
capped at approximately U.S.$19.54 per shareif Verizon Communications' s planned merger with MCI
has been consummated by the third trading date prior to the first anniversary of our agreement with
Verizon.

Property, Plants and Equipment

We have transmission facilities, exchanges, outside plant and commercia and administrative
offices throughout Mexico. We own most of the locations of our exchanges and offices and |ease other
locations. We hold a small number of operating properties under financial leases, but the aggregate
amount of such financing is not material to our operations as awhole. We carry casuaty insurance
against loss or damage to buildings, equipment contained in buildings and outside plant, including our
fiber optic network. Outside Mexico, we hold additional facilities and offices in Brazil, Chile, Argentina,
Peru and Colombia.

We have purchased equipment from a variety of suppliers, and there are sufficient dternative
sources of equipment so that interruption of any source would be unlikely to cause a significant
disturbance to our operations or our investment plan.

The Telmex Foundation

Since 1996, we have sponsored a philanthropic foundation called Fundacion Telmex, A.C., or the
Telmex Foundation, which is active in the charitable areas of education, health, justice and culture. We
do not consolidate the Telmex Foundation in our financia statements. We contributed P.578 million in
2001. Wedid not contribute to the Telmex Foundation in 2002, 2003 or 2004, and do not expect to
contribute to the Telmex Foundation in 2005. The assets of the Telmex Foundation are devoted only to
its charitable activities, and our contributions are deductible for purposes of the Mexican Income Tax
Law.

During 2004, the Telmex Foundation provided over 10,000 scholarships, donated over 3,300
personal computers and over 2,800 printers, and provided approximately 2,750 eyeglasses for children.
The Telmex Foundation a so works in conjunction with the Mexican government’ s health agenciesin
providing specialized health care to people in remote areas through a surgery program that funded
treatment for over 28,700 patients in 2004. The Telmex Foundation aso works to increase participation
in organ donor registries. In cooperation with non-governmental organizations, the Telmex Foundation
provided assistance to nearly 7,000 persons charged with minor crimes whose lack of financial resources
prevented them from otherwise posting bail during 2004.



Item 5. Operating and Financial Review and Prospects

The following discussion should be read in conjunction with the consolidated financial statements
and notes thereto included in this Annua Report.

Our consolidated financial statements have been prepared in accordance with Mexican GAAP,
which differ in certain respects from U.S. GAAP. Note 19 to our audited consolidated financia
statements provides a description of the principal differences between Mexican GAAP and U.S. GAAP,
asthey relate to us; areconciliation to U.S. GAAP of operating income, net income and total
stockholders' equity; and a condensed statement of cash flows under U.S. GAAP.

Mexican GAAP requires that the financial statements recognize certain effects of inflation. In
particular:

nonmonetary assets (excluding plant, property and equipment of non-Mexican origin) and
stockholders equity are restated for inflation based on the Mexican National Consumer Price
Index;

plant, property and equipment of non-Mexican origin are restated based on the rate of
inflation in the country of origin and converted into Mexican pesos using the prevailing
exchange rate at the balance sheet date;

gains and losses in purchasing power from holding monetary assets and liabilities are
recognized in income; and

all financial statements are restated in constant pesos as of December 31, 2004.

We have not reversed the effect of inflation accounting under Mexican GAAP in the reconciliation to
U.S. GAAP of our net income and stockholders' equity, except with respect to the methodology for
restatement of plant, property and equipment of non-Mexican origin. See Note 19 to our consolidated
financial statements.

Overview

Our financia statements are presented in constant pesos, so dl financia information is restated in
pesos with purchasing power as of December 31, 2004. We refer to constant-peso figures as being “red,”
as opposed to “nominal.” If nominal revenues or income do not increase by at least the rate of inflation,
they decreasein red terms.

In 2004, as a part of our strategy for growth, we acquired operations in Brazil and four other
countriesin Latin America where we now offer voice, data and Internet services, among other services.
Total revenues grew 12.9% in 2004, primarily because of these acquisitions. Revenues from our new
non-Mexican operations represented 11.3% of total revenuesin 2004. We expect the contribution of our
non-Mexican operations to total revenues to increase in 2005 when we consolidate the results of our non-
Mexican operations for the full year.

In Mexico, our revenues grew dightly in 2004 due to strong growth in Internet services and
corporate networks, despite a decrease in revenues for local and domestic and international long distance
services. We did not raise our nomina ratesin 2003 or 2004, and we gave discounts for some domestic
long distance and connectivity services, so in real terms our prices have continued to fall. The number of
lines in service has continued to grow, but average revenue per line has declined, partly because we have
added new customers who have less disposable income and make less use of their lines.
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Competition and changing technologies have had extensive effects on our financial performance,
and it is difficult to predict their future impact. We expect continued pressure on prices for long distance
services. Inlocal service, the rapid growth in mobile telecommunications has made them the principal
competitor for local networks. In addition, local service faces competition from other means of
communication such as private circuits and the Internet, including Vol P, atechnology that transmits
ordinary telephone calls over the Internet. The growth of other service providersin long distance and
mobile has made interconnection fees a growing component of both our revenues and our costs. The
number of our broadband subscribers grew by 212.5% in 2004 and we expect that it will continue to grow
and to affect usage of other services. Revenues from voice services (including local, long distance and
interconnection) represented 80.5% of our consolidated 2004 revenues while revenues from corporate
networks and Internet services represented 15.2% but were growing at a much faster pace.

Faced with uncertain potential for growth in revenues and operating income in the Mexican
market, we have worked to control costs while integrating the non-Mexican businesses we acquired in
2004. The consolidation of these businesses increased our revenues and operating income in 2004, but
decreased our overall operating margin. It islikely that the results of our non-Mexican subsidiaries will
continue to adversely impact our overall operating margin in the future.

Our future results may be affected significantly by the general economic and financia conditions
in the countries where we operate, including levels of economic growth, devaluation of the local currency,
inflation or high interest rates. Exchange rate variations on our U.S. dollar-denominated indebtedness,
and the effect of inflation on our net monetary liabilities, contribute to the volatility of our comprehensive
financing cost.

Effects of Recent Acquisitions
In 2004, we acquired Techtel, Chilesat, Metrored, a mgjority of the voting stock of Embratel and
substantialy all of the assets of AT&T Latin America. The consolidation of these companies affects the
comparability of our 2004 results to our 2003 results and will continue to affect comparability in 2005,
particularly since the largest of our 2004 acquisitions were not consolidated until the third quarter of
2004.
Our consolidated financia statements reflect the consolidation of these companies as follows:
Telmex Argentina, Telmex do Brasil, Telmex Chile, Telmex Colombia and Telmex Peru
(holding the assets of AT& T Latin Americain each respective country) (from March 1,
2004),
Techtel (from May 1, 2004),
Metrored (from July 1, 2004),
Chilesat, now Telmex Corp. (from July 1, 2004) and

Embratel (from August 1, 2004).



Summary of Operating Income and Net Income

In the table below we set forth our operating revenues, operating costs and expenses (each
expressed as a percentage of total operating revenues) and operating income, as well as our
comprehensive financing cost, provisions, equity in results of affiliates, minority interest and net income
for each of the years in the three-year period ended December 31, 2004.

Year ended December 31,

2004 2003 2002
(percentage (per centage (percentage
(millions  of operating  (millions of operating (millions of operating
of pesos) revenues) of pesos) revenues) of pesos) revenues)
Operating revenues
LOCal SEIVICE.....cvvrereeeerreeereerireeeereereeens P. 56,953 41.0% P. 56,667 46.1% P. 58,094 47.1%
Domestic long distance service.......... 24,905 18.0 18,818 153 19,179 15.6
International long distance service.... 10,675 7.7 9,112 7.4 9,912 8.0
Interconnection Service..........ccvvvenee. 19,199 138 18,477 150 17,019 138
Corporate NEtWOrKS.......ccccvereeeeeererenens 13,283 9.6 8,974 7.3 9,387 7.6
INEEMMEL.....coiceecrecree e 7,818 5.6 5,381 4.4 4,235 34
OLher ... 5,969 4.3 5,483 4.5 5,500 4.5
Total operating revenues............. 138,802 100.0 122,912 100.0 123,326 100.0
Operating costs and expenses.
Cost of salesand Sservices ... 30,141 21.7 28,158 22.9 27,971 22.7
Commercial, administrative and
OENENAl ..o 22,119 15.9 18,142 14.8 18,099 147
Interconnection and transport.............. 19,939 144 13,064 10.6 12,555 10.2
Depreciation and amortization............ 22,947 16,5 21,767 177 21,403 173
Total operating costs and
EXPENSES .ooovrvvvrsnsssssnsssssesssenns 95,146 68.5 81,131 66.0 80,028 64.9
Operating iNCOME............omeerreeeerssseeeeereens 43,656 31.5% 41,781 34.0% 43,298 35.1%
Comprehensive financing cost:
INterest iNCOME......covvveerreveeerereeeeene (2,981) (3,145) (1,374)
INterest EXPeNnSe.......cocvvvvrererirerererenens 6,378 6,059 6,612
Exchangeloss, net........ccoveeveverevenene. (26) 3,296 4,861
Monetary gain, Net ..........ccoooomeveeeeeeeee (2,850) (1,738) (3,057)
521 4,472 7,042
Income before income tax and
employee profit Sharing......c...coeveeen. 43,135 37,309 36,256
Provisionsfor:
INCOMELAX ....v vt 12,362 10,787 11,294
Employee profit sharing ..., 2,822 2,719 3,284
15,184 13,506 14,578
Income before equity in results of
AFfIlIAES. ... 27,951 23,803 21,678
Equity in results of affiliates.................... (115) (188) (275)
NELINCOME...oovvrrreriiesieessesesss e 27,836 23,615 21,403
Distribution of net income:
Majority Interest.......ovevveceerererceennnn. 27,497 23,615 21,403
MinNOrity INEErest.......coouvvevneeeseerereenne. 339 — —
P. 27,836 P. 23,615 P. 21,403
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Revenues

Total revenuesin 2004 were P.138,802 million, an increase of 12.9% over 2003, due primarily to
the consolidation of our non-Mexican operations. Of our total revenues in 2004, 80.5% was attributable
to voice services, which includes local, long distance and interconnection services, and 15.2% was
attributable to corporate networks and Internet services.

In 2005, we will consolidate for the full year the non-Mexican operations we acquired during
2004. Asaresult, we expect that the portion of revenues attributable to our Mexican operations (88.7%
in 2004) to decrease in 2005. We aso expect that voice services will represent a smaller portion of total
revenues in 2005 as aresult of our consolidation of the revenues from corporate networks and Internet
sarvices of our non-Mexican operations. I1n 2004, voice services represented more than 70% of
Embratel’s revenues.

Local Service Revenues

Operating revenues from local service include installation charges for new lines, monthly line
rental charges, monthly fees for digital service and monthly measured service charges based on the
number of calls. These revenues depend on the number of linesin service, the number of new lines
installed and the volume of calls. In Mexico, measured service charges are due from residential
customers only for the number of local calls exceeding a specified monthly minimum. Accordingly,
revenues from local service for residential customers do not depend solely on usage volume. Operating
revenues from local service aso include miscellaneous charges, such as fees paid by long distance
carriers related to certain costs of modifying our network to accommodate interconnection and fees for
reconnecting customers.

Revenues from local service increased by 0.5% in 2004 and decreased by 2.5% in 2003. The
increase in 2004 was primarily due to the consolidation in August 2004 of the local service revenues of
Embratel. Without the local service revenues of Embratel, revenues from local service would have
decreased by 1.1%, astotal locd traffic in Mexico increased by only 0.6%. Revenues from our Mexican
operations declined in 2004 and 2003 because of lower red rates, which resulted from inflation, as our
nominal rates remained unchanged for the fourth year. Traffic increased dightly, reflecting the effects of
economic growth and increased competition. These effects were partially offset by the higher penetration
of digital services, growth of voicemail and an increase in the number of linesin serviceto 17,172
thousand at December 31, 2004 from 15,683 thousand at December 31, 2003 and 14,446 thousand at
December 31, 2002. The proportion of lines with at least one digital service (such as call waiting, caller
ID, voicemail, three-way calling and call forwarding) rose to 38.2% in 2004, compared with 35.0% in
2003 and 30.2% in 2002. Income per line decreased to P.302.3 in 2004 from P.334.5 in 2003.

Domestic Long Distance Revenues

Operating revenues from domestic long distance service depend on rates and traffic volume.
Domestic long distance revenues increased by 32.3% in 2004 and decreased by 1.9% in 2003. The
increase in 2004 was primarily due to the consolidation of long distance revenues amounting to P.7,693
million from Embratel and other subsidiaries outside Mexico. With respect to our Mexican operations,
athough billed minutes increased by 8.6% to 16,700 million in 2004 from 15,376 million in 2003,
domestic long distance revenues declined by 8.5% due to lower real rates. 1n 2003, revenues from
domestic long distance services decreased due to lower red rates, partly offset by increased traffic. The
number of billed minutes increased by 7.2% to 15,376 million in 2003 from 14,347 in 2002.
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I nternational Long Distance Revenues

Operating revenues from international long distance service consist of () amounts earned from
our customers and (b) amounts earned from foreign telecommunications carriers for terminating
international calls. The amount of operating revenues from international long distance service depends on
the volume of traffic, the rates charged to our customers, the rates charged by each party under
agreements with foreign carriers, principaly in the United States, and the effects of competition. The
contribution of net settlements from foreign carriers represented 1.9% of our consolidated revenuesin
2004 and 24.7% of our international long distance revenuesin 2004. Settlement payments under service
agreements with foreign carriers are generally denominated in U.S. dollars.

International long distance revenues increased by 17.2% in 2004 and decreased by 8.1% in 2003.
The increase in 2004 was due to the consolidation of international long distance revenues amounting to
P.1,600 million from Embratel and other subsidiaries outside Mexico. Without this revenue, there would
have been a decrease in revenue of 0.4% due to lower red rates and customer discounts, partially offset
by alargeincreasein traffic. Outgoing billed minutes grew by 7.9%, while incoming billed minutes grew
by 54.8% due to lower international settlement rates and lower illegal bypass.

The decrease in 2003 was due to (i) lower red rates billed in Mexico and (ii) lower incoming
traffic, which we attribute, in part, to illegal bypass, both of which were partly offset by higher outgoing
traffic, principaly to the United States.

We estimate that illegal bypass decreased our revenues by approximately P.1,769 million in 2004
and approximately P.2,661 million in 2003. Our estimated lost revenues consisted of settlement
payments that we otherwise would have received but for illegal bypass.

In August 2004, Mexico diminated its uniform settlement rate system, its proportional return
system and its requirement that the Mexican carrier with the greatest share of outgoing traffic to a
particular country negotiate the settlement rate on behalf of all Mexican carriers for that country. Because
each Mexican carrier is now free to negotiate settlement rates with each foreign carrier, this form of
bypass has disappeared.

Revenuesfrom | nterconnection

Revenues from interconnection represent fees for connection to our network of fixed-to-mobile,
mobile-to-fixed and long distance calls. In Mexico, under the “calling party pays’ system, our fixed-line
customers pay us an interconnection charge when they call mobile customers, and we pay approximately
three-quarters of that amount to the mobile carrier that completes the call. We recognize the amount the
customer pays us under interconnection revenue, and we recognize the amount we pay to the mobile
carrier under interconnection cost. For our Mexican operations, revenue from fixed-to-mobile calls
represented 89.9% of interconnection revenues in 2004 and 92.3% in 2003, and revenues from competing
local and long distance carriers represented 7.8% of interconnection revenues in 2004. The balance of
interconnection revenues represents payments from cellular carriers for mobile-to-fixed cals.

Revenues from interconnection increased by 3.9% in 2004 and by 8.6% in 2003. Theincreasein
2004 was due in part to the inclusion of revenue from non-Mexican operations, in particular Embratel,
without which the growth would have been 1.4%. For our Mexican operations, revenues from “calling
party pays’ decreased in 2004 by 1.1%, but this decrease was more than offset by growth in revenue from
interconnection of local, long distance and cellular operators. The increase in 2003 was due to growth in
“cdling party pays’ minutes. In addition, in 2003, the increase resulted from growth in minutes from
long distance carriers.



Revenues from Corporate Networks

Revenues from corporate networks include revenues primarily from the installation and leasing of
dedicated private lines and revenues from virtual private network services. Revenues from corporate
networks increased by 48.0% in 2004 and decreased by 4.4% in 2003. A large part of the increasein
2004 was due to the consolidation of our non-Mexican operations, in particular Embratel. Without the
non-Mexican operations, revenues would have increased by 7.3% due to the increase in line equivalents
and the expansion of our administrative networks business, partially offset by customer discounts and
lower red rates. The decrease in 2003 was due to customer discounts and lower real rates as a result of
inflation.

Revenuesfrom I nternet Services

Revenues from Internet services include set-up and service fees for dia-up and broadband
Internet access. Revenues from Internet services increased by 45.3% in 2004 and by 27.1% in 2003. The
increase in 2004 was due in part to the inclusion of revenue from our non-Mexican operations, in
particular Embratel, without which the growth would have been 25.0%. The increase in Mexico was due
to an increase in the number of broadband (ADSL) customers, which grew by 212.5%, from 179.3
thousand at the end of 2003 to 560.3 thousand at the end of 2004. The increase in 2003 was due to an
increase in both dia-up and broadband customers.

Other Revenues

The largest components of other revenues are sales of yellow pages advertising,
telecommuni cations equipment and accessories and billing and collection services offered to third parties.
Other revenues increased by 8.9% in 2004 and decreased by 0.3% in 2003. The increase in 2004 was due
to growth in Mexican other revenues and the effect of the consolidation of Embratel. In Mexico, other
revenues increased by 3.3% in 2004 due to growth in revenue from the sale of telecommunications
materials and billing and collection services offered to third parties. The decrease in 2003 was principally
due to lower revenues from yellow pages advertising, particularly in the Mexico City, Guadalgjara and
Monterrey directories, and a delay in the recognition of revenues from two directories, the publication of
which was postponed from December 2003 until February 2004. The effects were partialy offset by
higher revenues from the sale of telecommunications equipment and accessories and billing and
collection services to third parties.

Operating Costs and Expenses
Cost of Salesand Services

Cost of salesand servicesincreased by 7.0% in 2004 and by 0.7% in 2003. The increase in 2004
was due to the consolidation of our non-Mexican operations. In 2004, cost of sales and services for our
Mexican operations increased by only 1.1%, due to the expansion of our telephone plant and to expenses
related to maintenance of our data network, partialy offset by lower expenses for pensions and lower
costs for computers for resale to customers. The increase in 2003 was mainly due to higher expenses for
pensions and seniority premiums, the increase of electricity rates and higher costs for telephone sets and
computers, partialy offset by decreased expenses for maintenance of outside plant and systems, and
lower production costs for telephone directories.



Commercial, Administrative and General Expenses

Commercial, administrative and genera expenses increased by 21.9% in 2004 and by 0.2% in
2003. In 2004, the increase was due to the inclusion of expenses from our non-Mexican operations. In
2004, for our Mexican operations, these expenses decreased by 0.7%, due to lower expenses for pensions
and lower costs for prepaid phone cards. 1n 2003, we maintained strict cost control policies, including the
continued reduction of marketing expenditures, and we reduced the cost of prepaid cards. This cost
control policy helped reduce the impact of higher expenses in pensions and seniority premiums and
higher payments to third-party service providers. In addition, we made no contributions to the Telmex
Foundation in 2003. As aresult, we maintained commercial, administrative and general expenses at
amost the same level asin 2002.

I nterconnection and Transport

Costs from interconnection include payments we make in Mexico, principally to cellular carriers
under “calling party pays,” and costs from transport include fees paid by our non-Mexican subsidiaries for
the use of facilities to complete their calsin areas where they do not have a network. Total
interconnection and transport costs increased by 52.6% in 2004 due primarily to the inclusion of our non-
Mexican operations. Interconnection costs for our Mexican operations increased by 0.3% in 2004 and
4.1% in 2003, due in both years to the growth in traffic from our customers terminating calls on the
networks of other operators, especialy cellular operators.

Depreciation and Amortization

Depreciation and amortization increased by 5.4% in 2004 and by 1.7% in 2003. Under Mexican
GAAP, we restate imported fixed assets based on the exchange rate between the peso and the currency of
the country of origin and the inflation of the country of origin. Asaresult, changes in exchange rates and
inflation rates affect the amount of depreciation. In 2004, the increase was due to the inclusion of our
non-Mexican operations, principally Embratel. For our Mexican operations, depreciation and
amortization decreased by 7.3% due to lower depreciable assets, reflecting declining equipment prices
and the fact that the rate of Mexican inflation exceeded the rate of devauation of the peso in 2004.
Depreciation and amortization increased in 2003 because the rate of devaluation exceeded the rate of
Mexican inflation and we reduced the useful lives of certain assets to respond to technological changes.
These effects were offset by a decrease in the amount of our depreciable assets, as the rate of our
investment has slowed and an increased proportion of our assets has fully depreciated.

Operating Income

In 2004, operating income increased by 4.5%, reflecting a 12.9% increase in revenues and a
17.3% increase in costs. Our operating margin decreased to 31.5% in 2004 from 34.0% in 2003 due to
the consolidation of our non-Mexican operations, which had lower operating margins than our Mexican
operations. In 2004, operating income from our Mexican operations increased by 3.7%, reflecting a 0.1%
increase in revenues and a 1.7% decrease in operating costs and expenses. Operating margin from our
Mexican operations increased to 35.2% in 2004 from 34.0% in 2003, due to decreased costs and
expenses, including lower depreciation. The operating margin of our Mexican operations reflects an
increase in our margin for other services (from 36.0% in 2003 to 44.1% in 2004).

In 2003, operating income decreased by 3.5%, reflecting a 0.3% decrease in revenues and a 1.4%
increase in operating costs and expenses. As aresult, the operating margin decreased by 1.0%, to 34.0%
in 2003 from 35.0% in 2002. The decrease in operating margin reflects a small decrease in margin for
local service (from 30.9% to 30.6%) and alarger decrease in the margin for long distance service (from
31.9% to 28.1%), primarily because of lower real rates for both local and long distance services.
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In Mexico, we operate in two primary segments, local and long distance, and several smaller
segments that we group together for reporting purposes. These other segments include connectivity,
Internet, public and rural telephones, directories and other services. We group al of our Latin American
operations other than those in Mexico into an additional segment. See Note 18 to our consolidated
financia statements. Loca service in Mexico represents more than half of our operating income and
accounts for amajority of our operating cash flow and of our capital expenditure requirements. 1n 2004,
operating margin was 30.4% in our local segment, 27.0% in our long-distance segment and 44.1% in our
other segmentsin Mexico and 2.2% in Latin America.

Comprehensive Financing Cost

Under Mexican GAAP, comprehensive financing cost reflects interest income, interest expense,
foreign exchange gain or loss and the gain or loss attributable to the effects of inflation on monetary
liabilities and assets. A substantial proportion of our indebtedness (90.3% at December 31, 2004) is
denominated in foreign currencies, so when there is depreciation of the peso it resultsin foreign exchange
loss and higher interest expense. Mot of our financia assets are denominated in foreign currencies.

In 2004, comprehensive financing cost was P.521 million (88.3% lower than in 2003), as
compared with P.4,472 million in 2003 (36.5% lower than in 2002). The changes in each component
were as follows:

Interest income decreased by 5.2% in 2004 and increased by 128.9% in 2003. Interest
income included gains on marketable securities of approximately P.202 million in 2004 and
P.2,273 million in 2003. Excluding these gains in both years, interest income would have
increased 214.7% in 2004, due principdly to inclusion of P.673 million of interest income of
Embratel and P.231 million in dividends on its shares of MCI. The increase in 2003 was
mainly due to the recognition of P.2,273 million of unrealized gain on marketable securities
(P.1,937 million of it attributable to MCI securities). Excluding this amount, interest income
decreased by 36.6% in 2003, reflecting lower average treasury balances after the investment
in MCI and lower interest rates in Mexico and abroad.

Interest expense increased by 5.3% in 2004 and decreased by 8.3% in 2003. Theincreasein
2004 was primarily due to the inclusion of P.1,169 million in interest expense of Embratel
and the P.327 million premium paid for repurchases of our convertible senior debentures. In
2003, we recognized P.1,012 million related to the cancellation of our peso-denominated
interest-rate swaps. Excluding the interest expense related to the cancellation of these swaps,
interest expense would have increased by 26.4% in 2004. 1n 2002, we recognized P.1,182
million of unrealized loss on marketable securities (P.672 million of it attributable to MCI
securities). Excluding this amount, interest expense increased by 11.5% in 2003, reflecting a
charge of P.481 million on swap contracts and an additional charge of P.1,012 million related
to the cancdllation of peso-denominated interest-rate swaps by other swaps at more attractive
rates.

In 2004, we recorded a net exchange gain of P.26 million. 1n 2004, the peso depreciated
against the U.S. dollar at year-end by approximately 0.3%, but our loss in Mexico was more
than offset by a gain at our non-Mexican subsidiaries, particularly Embratel. In 2003, the
depreciation of the peso against the U.S. dollar by 9.0% resulted in a net exchange loss of
P.3,296 million, compared to a net exchange loss of P.4,861 million in 2002.

Because average monetary liabilities exceeded average monetary assets, we recognized a net
gain from monetary position. The net gain in monetary position increased by 64.0% in 2004
due to a higher net monetary position and a higher inflation rate compared to 2003. The net
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gain in monetary position decreased by 43.1% in 2003 due to alower net monetary position
and a lower inflation rate compared to 2002.

Income Tax and Employee Profit Sharing

The statutory rate of the Mexican corporate income tax was 33.0% in 2004, 34.0% in 2003 and
35.0% in 2002. The Mexican Income Tax Law was amended in 2004 to decrease the corporate income
tax rate to 30% in 2005, 29% in 2006 and 28% thereafter. Our effective rate of corporate income tax as a
percentage of pre-tax profit was 28.7% in 2004, 28.9% in 2003 and 31.2% in 2002. The effective tax rate
was dightly lower in 2004 than in 2003 due to the effect of the reduction in the Mexican corporate
income tax rate, partly offset by a decrease in comprehensive financing cost and the contribution of taxes
imposed on foreign subsidiaries. The effective tax rate was lower in 2003 than in 2002, due to unrealized
gains in marketable securities recognized in 2003.

Like other Mexican companies, we are required by law to pay to our employees, in addition to
their agreed compensation and benefits, profit sharing in an aggregate amount equal to 10% of our taxable
income (cal culated without reference to inflation adjustments). The employee profit sharing amount
increased by 3.8% in 2004 and decreased by 17.2% in 2003. The increase in 2004 was due to higher
income before income tax. The decrease in 2003 was due principally to the increase in tax-deductible
contributions we made to our pension plan.

Net Income

Net income increased by 17.9% in 2004 and by 10.3% in 2003. In 2004, the increase was due to
a4.5% increase in operating income and the stability of the peso against the U.S. dollar. 1n 2003, the
increase was principally due to a 36.5% decrease in comprehensive financing cost and a 7.4% decreasein
the provision for income tax and employee profit sharing.

Results of Operations by Segment

We discuss below our operating results by segment. All amounts discussed below are presented
in accordance with Mexican GAAP. Note 1(a) of our financia statements included in this annual report
describes how we trandate the financia statements of our non-Mexican subsidiaries. For the Latin
America segment, we restate the financial statements of foreign subsidiaries for inflationary effects using
restatement factors of the relevant country and then convert foreign currency amounts into Mexican
pesos, using, for items from our income statement, the exchange rate between the Mexican peso and the
local currency at the end of the applicable year. Accordingly, changesin locd inflation rates and in
exchange rates could significantly affect reported results in Mexican pesos and the comparability of
reported results with those of prior years.

Mexico—Local Service

Operating revenues from local service in Mexico represented 64.5% of our consolidated revenues
in 2004. Operating revenues decreased by 0.4% in 2004 due to lower red rates resulting from inflation
and increased by 0.9% in 2003 due to increased revenues from interconnection, partly offset by lower rea
rates resulting from inflation.

Operating income for local service represented 62.3% of our consolidated operating incomein

2004. Operating income decreased by 1.2% in 2004 and increased by 0.1% in 2003. Our operating
margin was 30.4% in 2004 and 30.6% in 2003.
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Mexico—Long Distance Service

Operating revenues from long distance service in Mexico represented 17.5% of our consolidated
revenues in 2004. Operating revenues decreased by 5.7% in 2004 and by 3.6% in 2003 due to lower redl
rates and customer discounts.

Operating income for long distance service represented 15.0% of our consolidated operating
income in 2004. Operating income decreased by 9.3% in 2004 and by 15.1% in 2003. Our operating
margin was 27.0% in 2004 and 28.1% in 2003. The decrease in operating margin in 2004 reflects lower
rates partly offset by a decrease in illega bypass.

Mexico—Other Services

Operating revenues from other servicesin Mexico represented 15.6% of our consolidated
revenues in 2004. Operating revenues increased by 11.1% in 2004 due mainly to increased revenues from
corporate networks and Internet services. Operating revenues from other services decreased by 1.0% in
2003 due to lower intersegment revenues.

Operating income for other services in Mexico represented 21.9% of our consolidated operating
income in 2004. Operating income increased by 36.1% in 2004. 1n 2003, operating income for other
services decreased by 3.4%. Our operating margin was 44.1% in 2004 and 36.0% in 2003. Theincrease
in operating margin in 2004 reflects increased revenues from corporate networks and Internet services.

Latin America

Our Latin America segment includes al operations outside of Mexico. This segment isnew in
2004 as aresult of acquisitions. Operating revenues from Latin America represented 11.4% of our
consolidated operating revenues in 2004, and this percentage will increase in 2005. In the first quarter of
2005, our Latin America segment represented 23.3% of consolidated operating revenues. Revenues from
this segment are principally from long distance service.

Operating income from our Latin American operations was P.341 million in 2004, which
represented 0.8% of our consolidated operating income. Our operating margin was 2.2%. We hope that
our efforts to reduce costs for these businesses will lead to an increase in our operating margin in our
Latin America segment in the future.

Liquidity and Capital Resour ces

Our principal capital requirements are for capital expenditures, dividend payments, our share
repurchase program and acquisitions. 1n addition, in 2003 and 2002 we used cash to acquire debt
securities of MCI. We have generally met our capital requirements primarily from operating cash flows
and limited borrowing. Resources provided by operating activities were P.60,945 million in 2004,
P.27,630 million in 2003 and P.38,958 million in 2002. Our resources provided by operating activities
increased due to the decreased application of resources to exchange securities, accounts payable, accrued
ligbilities, taxes payable and pension fund contributions.

Our capital expenditures were P.20,375 million in 2004, P.10,728 million in 2003 and P.12,227
million in 2002. The 89.9% increase in 2004 was due both to higher investment in Mexico and to the
consolidation of Embratel, and we expect that our capital expenditures will be approximately U.S.$2.0
billion for 2005. Budgeted capital expenditures for 2005 exclude any other investments we may make to
acquire other companies. For subsequent years, our capital expenditures will depend on economic and
market conditions.



The amount spent on share repurchases was P.13,893 million in 2004, P.12,078 million in 2003
and P.6,797 million in 2002. The amount spent on share repurchases is determined from time to time by
the executive committee taking into account factors including the price of our shares and our capita
resources. The shareholders have given renewed authorization to our officers to make share repurchases,
most recently on April 28, 2005. Thereis no obligation to spend any of the authorized amounts. See Item
16E. Purchases of Equity Securities by the Issuer and Affiliated Purchasers.

Dividends paid totaled P.8,144 million in 2004, P.8,018 million in 2003 and P.7,887 million in
2002. The shareholders have approved dividends of P.0.38 per share (post-split) to be paid in four
instalIments out of 2004 income. We expect to pay an aggregate of approximately P.8.8 hillion in
dividends from June 2005 through March 2006 (based on the number of outstanding shares at May 23,
2005).

We had aworking capital surplus (an excess of current assets over current liabilities) of P.11,604
million at December 31, 2004. Our current assets at December 31, 2004 included the shares of MCI that
we sold to Verizon in May 2005. See Item 4. Information on the Company—Other Matters—
Investments—MCI, Inc.

In the table below we set forth certain contractual obligations as of December 31, 2004,
consisting of debt (including financial leases) and purchase obligations, and the period in which the
contractual obligations come due. We do not expect to contribute to our pension funds in 2005 and the
extent of future contributions will depend on the performance of our plan assets and actuarid calculations
in future years. The table below does not include pension liabilities, deferred taxes or current accounts
payable.

Payments Due by Period
(as of December 31, 2004)

2010 and
Total 2005 2006-2007 2008-2009 beyond
(in millions of pesos)
Contractual obligations:
Total debt ... P. 90,041 P. 13,194 P 45,731 P. 27,882 P. 3,234
Purchase obligations............ 9,390 9,390 — — —
TOtal e P. 99,431 P. 22584 P 45,731 P. 27,882 P. 3,234

At December 31, 2004, we had total indebtedness of P.90,041 million compared to tota
indebtedness of P.72,243 million at December 31, 2003. The increase is attributable primarily to the
consolidation of Embratel, which had P.13,727 million of indebtedness at December 31, 2004, of which
P.8,373 million was due within one year. The mgor categories of indebtedness at Telmex are as follows:

U.S. dollar-denominated bank loans. These include a large syndicated loan facility, loans
with support from export credit agencies and other loans. Our bank facilities bear interest at
specified spreads over LIBOR. The weighted average interest rate at December 31, 2004 was
approximately 3.6%. We had U.S.$3,809 million in bank loans, which was equivalent to
P.42,905 million, outstanding at December 31, 2004, which includes P.5,520 million in bank
loans of Embratel and a U.S.$2,425 million facility Telmex obtained in July 2004. The loan
has two tranches. One tranche bearsinterest at LIBOR plus 0.45% and maturesin 2007, and
the other tranche bears interest at LIBOR plus 0.525% and matures in 2009. Certain of our
bank loans contain financial and operating covenants. The most restrictive covenants require
us to maintain a consolidated ratio of EBITDA to interest expense of no less than 3.00 to 1.00
and a consolidated ratio of total debt to EBITDA of no more than 3.75 to 1.00 (using terms
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defined in the credit agreements). Compliance with these covenants has not been a
significant constraint on our ability to obtain financing.

U.S. dollar-denominated senior notes. At Telmex, we had U.S.$2,500 million aggregate
principal amount of senior notes outstanding, which was equivalent to P.28,162 million at
December 31, 2004, and we issued a further U.S.$1.75 billion aggregate principal amount of
senior notes in January and February 2005. Asaresult, Telmex has four series of senior
notes outstanding:

Original Amount

Maturity I ssuance Interest (U.S.$ millions)
January 2006 January/May 2001 8.25% 1,500
November 2008 November 2003 4.50% 1,000
January 2010 January/February 2005 4.75% 950
January 2015 January/February 2005 5.50% 800

We have repurchased in the open market part of the 8.25% notes due in January 2006, and the
outstanding balance as of March 31, 2005 was U.S.$1,199 million.

Peso-denominated senior notes (certificados bursatiles). We have issued senior notes from
time to time in the Mexican market. Part of these notes bear interest at fixed rates and part
bear interest at specified spreads over Mexican Cetes (short-term Mexican government
obligations). At December 31, 2004, we had P.7,450 million outstanding maturing from
2005 to 2012, and the weighted average interest rate was 9.9%. On February 10, 2005, P.850
million of our peso-denominated notes matured, leaving P.6,600 million outstanding.

We also have smaller amounts of other categories of indebtedness outstanding at Telmex,
including peso-denominated |oans from Mexican banks, financial leases and supplier credits for
equipment financing. We rely primarily on borrowings in the Mexican and international capital markets
and from international banks, although if market conditions change, we may seek currency from export
credit agencies or other sources. A number of our financing instruments are subject to either acceleration
or repurchase at the holder’ s option if there is a change of control, as defined in the respective
instruments. The definitions of change of control vary, but none of them is met so long as Carso Global
Telecom or its present controlling shareholders continue to control a majority of our voting stock.

The major categories of indebtedness at Embratel are bank facilities denominated in U.S. dollars
(P.5,520 million at December 31, 2004), commercia paper denominated in reais (P.4,244 million at
December 31, 2004) and bonds denominated in U.S. dollars (P.3,098 million at December 31, 2004). In
November 2004, Embratel issued R$1.0 billion in commercia paper in Brazil equivalent to P.4,244
million that bears interest at arate of 102.3% of the CDI rate (the interest rate applicable to inter-bank
certificatesin Brazil) and had aterm of 180 days. In early December 2003, Embratel issued U.S.$275
million of notes, which was equivalent to P.3,098 million at December 31, 2004. The notes mature in
2008 and bear interest at an interest rate of 11% per year. These notes are fully and unconditionally
guaranteed by Embratel Holdings. Since acquiring control of Embratel, we have reduced its debt and
prepaid the debt with the most restrictive terms. In the first half of 2005, Embratel completed a R$1.8
billion capital increase in which we subscribed 87.5% of the shares sold, and it used part of the proceeds
to prepay U.S.$96.3 million of its notes due 2008 at a redemption price of U.S.$106.8 million and to
repay its R$1.0 billion in commercia paper.



Embratel has a substantial amount of tax-related contingencies. If amajor part of the tax disputes
were to be decided against Embratdl, this could have a material effect on liquidity. See Note 12 to our
consolidated financia statements.

At December 31, 2004, 84.1% of our total consolidated indebtedness was denominated in U.S.
dollars, 9.7% was in Mexican pesos, 4.8% wasin Brazilian reaisand 1.4% was in other currencies. Our
currency hedging practices are described below.

At December 31, 2004, 60.3% of our debt obligations bore interest at floating rates. The
weighted average cost of al borrowed funds, including those of Embratel, at December 31, 2004
(including interest and reimbursement of certain lenders for Mexican taxes withheld, but excluding fees)
was approximately 6.9%. Theinclusion of feesin the calculation of weighted average cost of al
borrowed funds at December 31, 2004 would increase such cost by 0.3%, to 7.2%.

Hedging

Currently, our hedging activities fall into three categories, as described below. Our hedging
practices vary from time to time depending on our judgment about the level of risk and the costs of
hedging.

Because our U.S. dollar-denominated indebtedness far exceeds our U.S. dollar-denominated
assets and revenues, from time to time Telmex enters into hedging transactions to protect to some degree
againgt the short-term risks of devaluation of the Mexican peso. Gains and l0sses on these transactions
are recognized in income as incurred. Under Mexican GAAP, we account for these transactions on an
accrua basis, and such amounts offset gains and losses on the foreign currency liabilities that are hedged.
At December 31, 2004, our hedges covered liabilities of U.S.$3,220 million out of our total U.S. dollar-
denominated ligbility of U.S.$6,721 million, but the amount of our hedging position varies substantially
from timeto time. In 2004, we recognized a net charge of P.499,679 in our results of operations,
reflecting the effects of exchange rate variations under our hedging agreements. See Note 8 to our
consolidated financial statements. This resulted from devaluation of the U.S. dollar against the peso and
especidly against thereal. Our hedges are short-term, typically averaging about 60 days, and will not
protect us against the long-term effects of a devaluation on our U.S. dollar-denominated indebtedness.
We may stop hedging or modify our hedging practices at any time.

A substantial portion of our peso-denominated indebtedness (P.7,050 million at December 31,
2004) bearsinterest at floating rates. We have engaged in extensive hedging transactions to reduce our
exposure to changes in Mexican interest rates. Specifically, we have entered into interest rate swapsin
which we pay interest at afixed rate and receive interest at afloating rate, on anotional amount in
Mexican pesos or U.S. dollars. The general effect of these swapsiis to replace an obligation to pay
floating-rate interest on our debt with an obligation to pay fixed-rate interest. Because the peso-
denominated swap market is not highly liquid, we do not ordinarily obtain interest rate swaps that
precisely match the tenors or amounts of our floating-rate liabilities. The aggregate notional amount of
our swaps may be greater or less than the principal amount of our floating-rate peso-denominated debt,
and we may discontinue hedging at any time. At December 31, 2004, the aggregate notional amount of
domestic interest rate swaps was P.12,390 million. At December 31, 2004, we had entered into interest
rate swaps for atotal of U.S.$1,050 million for which we paid fixed rates and received six-month LIBOR
rates and swaps for atotal of U.S.$1,050 million for which we paid six-month LIBOR rates and received
fixed rates.

Because a substantial portion of the indebtedness of Embratel is denominated in foreign

currencies, Embratel entersinto hedging transactions to protect itself to some degree against the short-
term risks of devaluation of the Brazilian real. At December 31, 2004, Embratel had swaps covering
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U.S.$323.9 million of itsindebtedness. Embratel recognized a charge of P.767,817, reflecting the effects
of exchange rate variations under its hedging agreements.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements of the type that we are required to disclose
under Item 5.E of Form 20-F.

U.S. GAAP Reconciliation

Net income under U.S. GAAP was P.28,235 million in 2004, P.22,833 million in 2003 and
P.19,425 million in 2002. Compared to Mexican GAAP, net income under U.S. GAAP was 1.4% higher
in 2004, 3.3% lower in 2003 and 9.2% lower in 2002.

There are certain differences between Mexican GAAP and U.S. GAAP that affect our net income
and stockholders equity. The most significant in its effect on net income is the difference in how the
carrying value of plant, property and egquipment is restated to reflect effects of inflation. Under Mexican
GAAP, we restate fixed assets of non-Mexican origin based on the rate of inflation in the country of
origin and the prevailing exchange rate at the balance sheet date, while under U.S. GAAP we use the
Mexican inflation rate.

Other differences that affected net income relate to accounting for costs of pension and seniority
premium plans, capitalization of interest on assets under construction, accounting for swaps and other
derivatives, deferred profit-sharing and our stock option plan. The differences in stockholders equity
under Mexican GAAP and U.S. GAAP reflect these same matters. For a discussion of the principal
differences between Mexican GAAP and U.S. GAAP, see Note 19 to our consolidated financial
statements.

Use of Estimatesin Certain Accounting Policies

In preparing our financial statements, we make estimates concerning a variety of matters. Some
of these matters are highly uncertain, and our estimates involve judgments we make based on the
information available to us. In the discussion below, we have identified several of these matters for
which our financia presentation would be materially affected if either (a) we used different estimates that
we could reasonably have used or (b) in the future we change our estimates in response to changes that
are reasonably likely to occur.

The discussion addresses only those estimates that we consider most important based on the
degree of uncertainty and the likelihood of a material impact if we used a different etimate. There are
many other areas in which we use estimates about uncertain matters, but the reasonably likely effect of
changed or different estimates is not material to our financial presentation.

Estimated Useful Lives of Plant, Property and Equipment

We estimate the useful lives of particular classes of plant, property and equipment in order to
determine the amount of depreciation expense to be recorded in each period. Depreciation expenseisa
significant element of our costs, amounting in 2004 to P.22,602 million, or 23.8% of our operating costs
and expenses, under Mexican GAAP, and P.25,410 million, or 25.2% of our operating costs and
expenses, under U.S. GAAP. See Notes 4 and 19 to our consolidated financial statements.

The estimates are based on historical experience with similar assets, anticipated technological
changes and other factors, taking into account the practices of other telecommunications companies. We
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review estimated useful lives each year to determine whether they should be changed, and at times we
have changed them for particular classes of assets. We may shorten the estimated useful life of an asset
class in response to technological changes, changes in the market or other developments. Thisresultsin
increased depreciation expense, and in some cases it can result in our recognizing an impairment charge
to reflect awrite-down in value. For example, in 2003, we reduced the useful lives of certain assets to
reflect technologica changes, which resulted in a P.887 million increase in depreciation expense. The
same kinds of developments can aso lead us to lengthen the useful life of an asset class, resulting in
reduced depreciation expense. For example, in both 1999 and 2000, we lengthened the useful lives of
certain categories of fixed assets.

Employee Pensions and Seniority Premiums

We recognize liabilities on our balance sheet and expenses in our income statement to reflect our
obligations to pay employees under defined benefit retirement and seniority premium plans. The amounts
we recognize are determined on an actuaria basis that involves many estimates. In 2004, we recognized
net period cost relating to these obligations of P.4,390 million under Mexican GAAP and P.3,620 million
under U.S. GAAP.

We use estimates in three specific areas that have a significant effect on these amounts. (@) the
real discount rates that we use to calculate the present value of our future obligations, (b) the real rate of
increase in salaries that we assume we will observe in future years and () the rate of return we assume
our pension fund will achieve on itsinvestments. The assumptions we have applied are identified in
Note 7 (Mexican GAAP) and Note 19 (U.S. GAAP) to our consolidated financial statements. These
estimates are based on our historical experience, on current conditions in the financial markets and on our
judgments about the future development of our salary costs and the financial markets. We review the
estimates each year, and if we change them, our reported expense for pension costs may increase or
decrease.

Our liability for future pensions and seniority premiums is aso affected by our estimate of the
number of retired employees and our pension fund is affected by the estimated rate of return on
investments. Actud results may vary from these estimates. In 2004, an actuaria loss of P.7,704 million
was attributable to the increase in the projected benefit obligation due primarily to: (i) a greater number
of employees retiring than had been estimated at the beginning of the year, (ii) modification of the
estimated retirement age based on our experience with retiring personnel and (iii) updating of the
mortality rates. In addition, the return on investments of our pension fund amounted to a gain of P.9,3%4
million in 2004, due to the gains by plan assets on the Mexican Stock Exchange and the increase in fixed-
yield interest rates. As of December 31, 2004, 55.6% of fund assets consisted of peso-denominated fixed-
income securities and 44.4% consisted of variable-income securities of Mexican companies. The fund
has experienced volatile returns on its investments in equity securities, which resulted in net losses on
plan assets in prior years. Our actuarial assumptions as of December 31, 2004 include an assumed annual
return of 6.8% in real terms on plan assets.

Allowance for Doubtful Accounts

We maintain an alowance for doubtful accounts based on our estimates of 1osses we may
experience because our customers or other telecommunications carriers do not pay the amounts they owe
us. At December 31, 2004, the amount of the allowance was P.11,398 million. For our customers, we
perform a statistical analysis based on our past experience, current delinquencies and economic trends.
For carriers, we make individua estimates that may reflect our evaluation of pending disputes over
amounts owed. Our allowance could prove insufficient if our statistical analysis of our customer
receivables is inadequate, or if one or more carriers refuse or are unable to pay us. See Note 3 to our
consolidated financial statements.
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Revenues from Prepaid Telephone Cards

We recognize revenues from the sale of our prepaid telephone service cards based on our estimate
of the usage of time covered by the prepaid card. We estimate the period for usage of prepaid telephone
cards in accordance with available statistics that reflect the total usage of cards and the total amounts sold.
The cards do not have an expiration date.

The prepaid telephone card contains a data chip that “tracks’ the number of units of service the
card can provide. Each time the card is used, the telephone equipment records the number of units used
and reduces the number of available units on the chip. When the number of available unitsin the chip is
reduced to zero, it ceases to function. We track the aggregate number of units sold and the aggregate
number of units used, but we do not track the number of units used on a card-by-card basis.

Impairment of Long-Lived Assets

In addition, we review our property, plant and equipment for impairment whenever events or
circumstances indicate that the carrying amount may not be recoverable. To estimate the fair value of
long-lived assets, we typically make various assumptions about the future prospects for the business that
the asset relates to, consider market factors specific to that business and estimate future cash flows to be
generated by that business. Based on these assumptions and estimates, we determine whether we need to
take an impairment charge to reduce the value of the asset stated on our balance sheet to reflect its
estimated fair value. Assumptions and estimates about future values and remaining useful lives are
complex and often subjective. They can be affected by a variety of factors, including external factors
such as industry and economic trends, and internal factors such as changes in our business strategy and
our internal forecasts. Different assumptions and estimates could materially impact our reported financial
results. More conservative assumptions of the anticipated future benefits from these businesses could
result in impairment charges, which would decrease net income and result in lower asset values on our
balance sheet. Conversdly, less conservative assumptions could result in smaller or no impairment
charges, higher net income and higher asset values.

Realization of Net Deferred Tax Assets

The recognition of net deferred tax assets on temporary differences in our non-Mexican
subsidiaries, mainly due to Brazilian tax losses and to the negative basis for calculating social
contribution in Brazil, is supported by the history of taxable income and Embratel’ s estimate of future
profitability. Bulletin D-4 establishes the conditions for recording and maintenance of these deferred
assets. Based on Embratel’ s financial projections, we believe that these assets will be realized over a
period of ten years. A future change in these projections of profitability could result in the need to record
avauation allowance against these net deferred tax assets, resulting in a negative impact on future results.



Provision for Contingencies

We are subject to proceedings, lawsuits and other claims related to tax, labor and civil matters.
We are required to assess the likelihood of any adverse judgments or outcomes to these matters as well as
potential ranges of probable losses. A determination of the amount of reserves required, if any, for these
contingencies is made after careful analysis of each individua matter, based on advice of our lega
counsel. We record provisions for contingencies only when we believe that it is probable that we will
incur aloss in connection with the matter in dispute. In a number of significant tax disputes with the
Brazilian tax authorities, we have recorded no provisions because we do not believe alossis probable.
The total balance of probable lossesis recorded as a current liability, because it is not possible to estimate
the time required to reach a settlement. The required reserves for these and other contingencies may
change in the future due to new developments in each matter or changes in approach, such as achange in
settlement strategy in dealing with these matters. Such changes could have a negative impact on future
results and cash flows.

Item 6. Directors and Officers of Registrant
Directors

Management of our businessis vested in the Board of Directors. Our bylaws provide for the
Board of Directorsto consist of at least five directors and up to an equal number of aternate directors. A
majority of the directors and a mgjority of the aternate directors must be Mexican nationals and elected
by Mexican shareholders. Directors are elected by a mgjority of the holders of the AA Sharesand A
Shares voting together, provided that any holder or group of holders of at least 10% of the total AA
Sharesand A Sharesis entitled to name one of such directors and one of such aternate directors, and two
directors and two aternate directors are elected by a mgjority vote of the holders of L Shares. Each
aternate director may attend meetings of the Board of Directors and vote in the absence of a
corresponding director. Directors and alternate directors are elected at each annua ordinary general
meeting of shareholders and each annual ordinary specia meeting of holders of L Shares, and each serves
until a successor is elected and takes office. Pursuant to our bylaws and Mexican law, at least 25% of our
directors and 25% of our aternate directors must be independent, as defined under the Mexican Securities
Market Law (Ley del Mercado de Valores). In order to have a quorum for a meeting of the Board of
Directors, amajority of those present must be Mexican nationals.

Carso Global Telecom and SBC International have agreed to vote for the number of directors and
aternate directors named by Carso Global Telecom and SBC International, respectively, considering their
respective share ownership.

Our bylaws provide that the members of the Board of Directors are appointed for terms of one
year and may be reelected. Pursuant to Mexican law, members of the Board of Directors continue in their
positions after the expiration of their termsif new members are not appointed or if newly appointed
members do not assume their positions. The names and positions of the current members of our Board of
Directors, as of April 28, 2005, their dates of birth and information on their principal business activities
outside Telmex are as follows:



Carlos Slim Hdlu
Honorary chairman for life

Carlos Sim Domit
Chairman; chairman of
the executive committee

Jaime Chico Pardo
Vice Chairman; member of
the executive committee

Emilio Azcarraga Jean
Director

Antonio Cosio Arifio
Director; alternate member of
the executive committee

Born:
First elected:
Principal occupation:

Other directorships and
business experience:

Born:
First elected:
Term expires:

Principal occupation and

other directorships:

Business experience:

Born:

First elected:

Term expires:
Principal occupation:

Other principal
directorships:

Business experience:

Born:

First elected:

Term expires:
Principal occupation:

Other directorships:

Born:
First elected:
Term expires:
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1940

1990

Honorary chairman for life of the board of
directors of Grupo Carso, Carso Global
Telecom and América Telecom

Honorary chairman for life of the board of
directors of América Movil and Grupo
Financiero Inbursa and member of the
board of directors of SBC
Communications, Inc.

1967
1995
2006

Chairman of the board of directors of
Grupo Carso and Grupo Sanborns, SA. de
C.V. and member of the board of directors
of Carso Globa Telecom and América
Telecom

President of Sanborns Hermanos

1950

1990

2006

Vice Chairman and Chief Executive
Officer of Telmex

Chairman of the board of directors of Carsc
Globa Telecom, Vice Chairman of the
board of directors of América Telecom and
member of the board of directors of
AméricaMovil and Honeywell

I nternational

Chief Executive Officer of Grupo
Condumex, S.A. and Chairman of
Corporacion Industria Llantera (Euzkadi
Genera Tire de México)

1968

2000

2006

Chairman and President of Grupo Televisa,
SA.deC.V.

Member of Consgjo Mexicano de Hombres
de Negocios

1935
1990
2006



LauraDiez Barroso de Laviada

Director

Amparo Espinosa Rugarcia

Director

Elmer Franco Macias
Director

Angd Losada Moreno
Director

Principal occupation:

Other directorships:

Born:
First elected:
Term expires:

Principal occupation:

Other directorships:

Born:
First elected:
Term expires:

Principal occupation:

Born:
First elected:
Term expires:

Principal occupation:

Other directorships:

Business experience:

Born:
First elected:
Term expires:

Principal occupation:

Other directorships:
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Chief Executive Officer of Cia. Industrial
de Tepgi del Rio, SA. deC.V.

Chairman of the board of directors of
Agrocultivos Todos Santos, SA. deC.V.,
Bodegas de Santos Tomés, SA. deC.V.,
Cia lnmobiliaria Cabo San Lucas, S.A. de
C.V. and Grupo Hotelero Brisas, SA. de
C.V.

1951

2005

2006

Chief Executive Officer of Area Editores,
SA.deC.V.

Member of the board of directors of Grupo
Financiero Inbursa and Royal Caribbean
Cruises

1941

1990

2006

Chief Executive Officer of Documentacion
y Estudios de Mujeres, A.C.

1940

1990

2006

Chief Executive Officer and member of the
board of directors of Grupo Infra, SA. de
C.V.

Member of the board of directors of Banco
Nacional de México, SA., Grupo
Financiero Inbursa and Grupo Condumex
Various positions at Grupo Infrasince
1958

1955

1990

2006

Chief Executive Officer of Grupo Gigante,
SA.deC.V.

Vice Chairman of the board of directors of
Grupo Gigante and member of the board of
directors of Grupo Financiero Banamex—
Acciva



Rémulo O’ Farrill Jr.
Director

Juan Antonio Pérez Simén
Vice Chairman; member of
the executive committee

Fernando Senderos Mestre
Director

Marco Antonio Slim Domit
Director; alternate member of
the executive committee

Rayford Wilkins Jr.
Director

Born:

First elected:

Term expires:
Principal occupation:

Other directorships:

Born:
First elected:
Term expires:

Principal occupation and

other directorships:

Born:

First elected:

Term expires:
Principal occupation:

Other directorships:

Born:
First elected:
Term expires:

Principal occupation and

other directorships:
Business experience:

Born:

First elected:

Term expires:
Principal occupation:

Business experience:

1917

1990

2006

Chairman and Chief Executive Officer of
Novedades de Acapulco, SA. deC.V.
Chairman of the board of directors of
Grupo Automotriz O’ Farrill y Balderrama,
SA. de C.V., Novedades de Acapulco,
S.A. deC.V., Novedades de Quintana Roo,
S.A.deC.V. and Distrituidores O’ Farrill
Puebla

1941

1990

2006

Chairman of the board of directors and
member of the executive committee of
Sanborns Hermanos, S.A. and member of
the board of directors of América Telecom

1950

2000

2006

Chairman of the board of directors and
Chief Executive Officer of Desc, SA. de
C.V.

Member of the board of directors of
Industrial Pefioles, SA. de C.V., Kimberly
Clark de México, SA. de C.V., Alfa, SA.
de C.V., Grupo Televisaand Dana
Corporation

1968

2002

2006

Chairman and Chief Executive Officer of
Grupo Financiero Inbursa

Member of the board of directors of Grupo
Carso, Bolsa Mexicana de Valores SA. de
C.V. and Sears Roebuck, SA.deC.V. and
dternate member of the board of Carso
Global Telecom and América Telecom

1951

2005

2006

Group President of SBC Communications,
Inc., International Operations

Various positions in the wireless industry
at SBC Group



Richard P. Resnick
Director

Robert L. Henrichs
Director

Rafael Kalach Mizrahi
Director

Ricardo Martin Bringas
Director

Born: 1966
First elected: 2004
Term expires: 2006

Principal occupation:

President of SBC Internationa
Management Services, Inc.

Born: 1959
First elected: 2004
Term expires: 2006

Principal occupation:

Chief Financia Officer of SBC
International Management Services, Inc.

Born: 1946
First elected: 2000
Term expires: 2006

Principal occupation:

Chief Executive Officer of Grupo Kaltex,
SA.deC.V.

Other directorships: Member of the board of directors of Grupo
Carso, Sears Roebuck, SA. de C.V. and
Grupo Sanborns, SA. de C.V.

Born: 1960

First elected: 2000

Term expires: 2006

Principal occupation:

Other directorships:

The alternate directors, as of April 28, 2005, are as follows:

Chief Executive Officer of Organizacion
Soriana, SA.deC.V.

Member of the board of directors of Banco
HSBC, SA., Grupo Financiero Banamex—
Accival, Banco Banorte, SA. and ING de
México and member of Consgjo Mexicano
de Hombres de Negocios

First Elected Director
or Alternate Director

Patrick SiM DOMIt......cooiieeiieeeeeeeeeeeeeee e e e e eeeeas 1999
Arturo ElHas AYUD .........oeiiiiii e 2000
José Humberto Gutiérrez-OlveraZubizarreta ...........vvvvvvvvnnnnee. 1996
Jorge C. ESeVe RECOIONS........ccoiviieeeiiiiie e 2004
ANLoNio COSIO PaNdO..........uvuuuiuiiiiiiiiiiiiiiiieiieeaeassaaaaaees 2002
Eduardo TriCioO HarO.......cocuvveeiei i 2005
Angeles ESPIN0SA Y QIESIAS........ccuieveceicieiciecie e 1993
Agustin FranCo MacCiaS.........ccovveeiiieeiiiie e 1990
JAIME AIVEITE GOYA ......ceieieeiiee ettt 1993
Antonio del VAIERUIZ .......cvveeeiiiiiieeeeeee e 1990
JOSE KU HarfUSN....veeeei e 1995
Fernando SolanaMoOralES.........ovveeeveeeeieeeee e 2002
Eduardo VAIdES ACTa..........coooeiiieiii 2000
CarloSBeNal VE€A........ccuveeeeieieiiieieieieeeeeeeeeeeeeeeeeeeeeeeeee e 1990
Federico Laffan Fano..........cueeeiiiiiiiiiiiee e 1990
Jorge A. Chapa SAlazar..........ccouvveeeiiiiieie e 2002



First Elected Director

or Alternate Director
Bernardo QuUintana ISaaC.......cc.ceevvecvviiieieee e 1990
Francisco Medina Chavez............ooooovi 2002

The Secretary of the Board of Directorsis Sergio F. Medina Noriega.

Of our directors and aternate directors, Elmer Franco Macias and Agustin Franco Maciasare
brothers;, Antonio Cosio Pando is the son of Antonio Caosio Arifio; Carlos Slim Domit, Marco Antonio
Slim Domit and Patrick Slim Domit are sons of Carlos Slim HelU; Arturo Elias Ayub is the son-in-law of
Carlos Slim Helti; and Amparo Espinosa Rugarciaand Angeles Espinosa Y glesias are sisters.

Executive Committee

Our bylaws provide that the executive committee may generally exercise the powers of the Board
of Directors. The Board of Directorsis aso required to consult the executive committee before deciding
on certain matters set forth in the bylaws, and the executive committee must provide its views within 10
calendar days following a request from the Board of Directors.

The executive committee is elected from among the directors and aternate directors by a majority
vote of the AA Shares, A Shares and A Share ADSs voting together. Under the agreement entered into in
December 2000 between Carso Global Telecom and SBC International, the executive committee consists
of four members. The mgjority of its members must be of Mexican nationality and elected by Mexican
shareholders. Carso Globa Telecom and SBC Internationa have agreed to vote for three members
named by Carso Globa Telecom and one member named by SBC International. The current members of
the executive committee are Jaime Chico Pardo, Juan Antonio Pérez Simoén and Carlos Slim Domit, all
named by Carso Globa Telecom and various other Mexican investors, and Richard P. Resnick, named by
SBC International. The current alternate members of the executive committee are Antonio Cosio Arifio,
José Humberto Gutiérrez-Olvera Zubizarreta and Marco Antonio Slim Domit, al named by Carso Global
Telecom and various other Mexican investors, and Robert L. Henrichs, named by SBC International.

Mexican Code of Best Cor porate Practices

In January 2001, a Mexican commission of business leaders, with the support of the Mexican
Banking and Securities Commission (Comision Nacional Bancaria y de Valores, or the CNBV), issued a
Code of Best Corporate Practices (Codigo de Mg ores Practicas Corporativas) for publicly traded
Mexican companies, recommending certain actions with respect to various areas of corporate governance.
Following these recommendations, in February 2001, the Board of Directors created an audit committee
and an evaluation and compensation committee. The Mexican Securities Market Law was amended
effective June 2001 to require that al publicly traded Mexican companies have an audit committee. In
March 2003, the CNBV codified certain provisions of the Code of Best Corporate Practices, requiring
among other things, increased responsibilities for audit committees. While compliance with the Code of
Best Corporate Practices is voluntary, the CNBV requires companies listed on the Mexican Stock
Exchange to file areport, on ayearly basis, regarding their compliance with the Code of Best Corporate
Practices. Our report on compliance with the Code of Best Corporate Practicesis on file with the CNBV
and the Mexican Stock Exchange. The Mexican Congress is considering significant changes to the
Mexican Securities Market Law with afocus on increasing its adherence to international standards,
including increased protections for minority shareholders.



Audit Committee

The audit committee consists of Antonio del Valle Ruiz (the audit committee’ s chairman), Rafael
Kalach Mizrahi and José Kuri Harfush. Mr. Kalach Mizrahi is a director and Messrs. del Valle Ruiz and
Kuri Harfush are dternate directors. Each member of the audit committee is independent, as
independence is defined under the Mexican Securities Market Law, and aso meets the independence
requirements of Rule 10A-3 under the U.S. Securities Exchange Act of 1934, as amended, or Rule 10A-3.
See Item 16A. Audit Committee Financial Expert. The audit committee operates primarily under awritten
mandate adopted by our Board of Directors. A copy of the audit committee mandate is available on our
web site at www.telmex.com.

The mandate of the audit committee is to establish and monitor procedures and controls to ensure
that the financial information we distribute is useful, appropriate and reliable and accurately reflects our
financial position. In particular, the audit committee is required to perform the following functions: (@)
appoint and oversee our externa auditors and review the scope and terms of their engagement; (b) assist
the Board of Directorsin supervising the performance of auditing services contracts, evaluating the
services and assuring the independence and objectivity of our external auditors, including ensuring that
the total compensation paid to an auditing firm does not exceed 20% of its total income; () recommend
guidelines for the preparation and distribution of our financial information and general guidelines for our
internal control system (which consists of operational and financial controls that ensure that Telmex
operates within the Board of Directors' genera guiddines); (d) discuss with the Board of Directors our
internal control system relating to risk management and compliance with applicable laws, particularly
concerning (i) disclosure of relevant information to the market, (ii) acquisition accounting, (iii)
anticipated revenue recognition, (iv) restructuring charges, (v) management of reserve accounts and (vi)
accounting for derivatives and arbitrage activity; (€) ensure the existence of control mechanismsto
provide that consistent unaudited financial information is presented to the Board of Directors; (f) review
with our auditors the annual financia statements contained in our annual report and the quality of the
accounting principles applied therein and review interim financial information to ensure that it is prepared
using the same principles; (g) review the audit committee rules and, if appropriate, propose to the Board
of Directors improvements designed to achieve the audit committee’ s mandate; (h) report to the Board of
Directors on its activities; (i) conduct an annua self-evaluation of the committee's activities aimed at
achieving the committee’ s objectives; (j) supervise, review and discuss the audit procedures of our
interna audit department; (k) perform any other functions that correspond to its responsibilities and that
the audit committee or Board of Directors considers proper to achieve the audit committee’ s mandate, as
well as any other functions expresdy conferred by the Board of Directors; (I) approve non-audit services
provided by our external auditors and ensure that the provision of these services does not impair the
independence of the external auditors; (m) resolve any disagreements between the external auditors and
the chief executive officer and senior executive officers; (n) receive from the externa auditors a report
that includes an analysis of: (i) al critical accounting policies utilized by the company; (ii) al policies
and accounting principles that differ from those utilized by the company and that have been discussed
with the chief executive officer and senior executive officers, including the implications of using such
policies and practices,; and (iii) any other written communications regarding significant matters between
the externa auditors and the chief executive officer and senior executive officers, including the annual
|etter to the chief executive officer and senior executive officers, in which the externa auditors
summarize their recommendations regarding our interna controls and the non-adjusted differencesin
inventory identified during the audit process; (0) establish procedures for the receipt, retention and
treatment of complaints regarding accounting, interna control or auditing matters, including procedures
for the confidentia and anonymous submission by our employees or those of our subsidiaries; (p) inits
sole discretion, select, engage and approve the compensation of counsel, experts and other advisersto
provide services that the audit committee deems necessary to carry out its duties, for which the company
must provide appropriate funding; (q) reserve time during its meetings, in its discretion, to discuss and
deliberate without the chief executive officer and senior executive officers; (r) establish a schedule to
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meet separately with the interna auditors and the externa auditors without the presence of the chief
executive officer and/or the senior executive officers; and (s) review and analyze with the management
and externa auditors the annua report of the company and the quarterly financia results to be presented
to the SEC, and in particular, those parts of the annual report in which the financial information and
critical accounting policies of the company are discussed. In addition, pursuant to our bylaws and
Mexican law, (i) the audit committee is required to submit an annual report to the Board of Directors and
(i) the audit committee must provide an opinion regarding any transaction with arelated party that is
outside the ordinary course of our business, which must be approved by the Board of Directors.

The audit committee has reviewed this Annual Report, as well as our consolidated financial
statements and notes thereto included elsewhere in this Annual Report, and recommended that such
financial statements be included herein.

The Audit Committee Report

A trandation of the audit committee’ s annual report submitted to the Board of Directors on
March 9, 2005 is provided below.

Audit Committee Report

To the Board of Directors of
Teléfonos de México, SA. de C.V.

The Company’s management has the basic responsibility of issuing financia
statements based on generaly accepted accounting principles in Mexico, preparing
financia information in a timely manner, and implementing interna control
systems. The Audit Committee, on behalf of the Board of Directors of the
Company, has reviewed the consolidated audited financial statements of Teléfonos
de México, SA. de C.V. and its subsidiaries as of December 31, 2004. Thisreview
included analysis and approval of palicies, procedures and accounting practices of
the Company and its subsidiaries. The accounting policies for the preparation of the
Company’s financial information, proposed and recommended by this Committee to
the Board of Directors, has the approva of the Board of Directors.

The Committee evaluated the performance of the external auditors, who are
responsible for expressing an opinion about the reasonableness of the financia
statements of the Company and the conformity of such financial statements to
generally accepted accounting principlesin Mexico. The Committee has concluded
that the partners of the external audit firm meet the professional standards and have
the performance, intellectual and economic independence required to perform this
duty.

The Committee has ensured that interim public financia information, such as the
quarterly financial information presented to the Mexican Stock Exchange (Bolsa
Mexicana de Valores, SA.) and the National Banking and Securities Commission
(Comisién Nacional Bancaria y de Vaores), is prepared in accordance with the
same principles, procedures, criteria and accounting practices used in the
preparation of the annua information.

Based on the revisions and opinions mentioned above, the Committee recommends

to the Board of Directors, that the audited consolidated financial statements of
Teléfonos de México, S.A. de C.V. and its subsidiaries as of December 31, 2004, be
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included in the 2004 annua report, which the Company submits to the
Shareholders Meeting for approval.

Additionally, the Company has an Internal Auditing Area. The interna control
system has been reviewed and evaluated by the Audit Committee and in the
Committee’ s opinion, meets the required level of effectiveness so that the Company
operates in a general control environment. The External Auditors studied,
evauated and validated the effectiveness of the interna control system in
connection with their audit of the financia statements and issued a report with
suggestions about such controls. The internal control system complies with the
genera guiddines approved by the Board of Directors by recommendation of this
Committee.

Finally, the Committee reports that it verified that there are controls in the Company
that allow a determination about whether the Company complies with applicable
legal and administrative dispositions and reviewed the respective reports regarding
litigation and proceedings that in each case could represent arisk. As a result, the
Committee did not detect any significant risk that could result from the current legal
Situation of the Company.

Antonio ddl Vale Ruiz
President

Mexico City
March 9, 2005

Evaluation and Compensation Committee

The evaluation and compensation committee consists of Juan Antonio Pérez Simon (the
evaluation and compensation committee’ s chairman), Antonio Cosio Arifio and Amparo Espinosa
Rugarcia. The mandate of the evaluation and compensation committee is to assist the Board of Directors
in evaluating and compensating our senior executives. In particular, it is required to (a) recommend to the
Board of Directors procedures for the selection and succession of our chief executive officer and our
principal executives; (b) propose criteriafor evauating executive performance; (¢) analyze the proposals
of the chief executive officer concerning the structure and amount of compensation for our senior
executives, and to raise them with the Board of Directors; (d) review new executive compensation
programs and the operations of existing programs; (e) establish contracting practices to avoid excessive
payments to executives, (f) assist the Board of Directors in developing appropriate personnel policies; (g)
participate with the Board of Directorsin developing a plan for employeesto invest in our Series L
Shares, and to review the implementation of such plan; (h) report to the Board of Directors on its
activities; and (i) perform any other functions the Board of Directors may delegate to the evaluation and
compensation committee. Each member of the evaluation and compensation committee is independent,
as independence is defined under the Mexican Securities Market Law.

The Evaluation and Compensation Committee Report

A trandation of the evaluation and compensation committee’s annual report submitted to the
Board of Directors on February 9, 2005 is provided below.



Evaluation and Compensation Committee Report

To the Board of Directors of
Teléfonos de México, SA.deC.V.

Based on the dispositions of the Best Corporate Practices Code, the Evauation and
Compensation Committee of Teléfonos de México, SA. de C.V., presents a report
to the Board of Directors regarding the relevant activities carried out by this
Committee that, if the Board approves, is to be included in the annua report that is
submitted for the consideration at the Shareholders Meeting where the results and
activities of the Company at December 31, 2004 will be made known.

The Committee, in the exercise of the mandated functions and during the severa
sessions it has held, carried out the relevant activities that are mentioned below.

a) The hiring conditions of executives were reviewed and it was determined that
they comply with the guidelines established by the Board of Directors and the
Committee verified that special payments between the Company and executives
in the event of their departure from the Company do not exist.

b) The structure and policies used to determine compensation packages for
executives and board members of the Company were reviewed.

Juan Antonio Pérez Simén
President

Mexico City
February 9, 2005

Finance and Planning Committee

The finance and planning committee consists of Fernando Solana Moraes (the finance and
planning committee’ s chairman), Angeles Espinosa Y glesias, Jaime Alverde Goya and Ricardo Martin
Bringas. The mandate of the finance and planning committee is to assist the Board of Directorsin
evaluating our investment, financial and planning policies. In particular, it isrequired to (a) review
investment policies proposed by senior management; (b) evaluate the financing policies proposed by
senior management and submit them for approval by the Board of Directors; (C) participate in
presentations to the Board of Directors regarding the conformity of principal proposed investments and
financing transactions to our guidelines; (d) weigh in on strategic planning and assist the Board of
Directors in monitoring financia projections and the concurrence of investment and financing policies
with strategic objectives; (e) review annual budget assumptions and submit them for approva by the
Board of Directors; (f) monitor our budget and strategic plan; (g) identify risk factors and review policies
for managing those risks; and (h) perform any other functions the Board of Directors may delegate to the
finance and planning committee. Each member of the finance and planning committee is independent, as
independence is defined under the Mexican Securities Market Law.

The Finance and Planning Committee Report

A trandation of the finance and planning committee' s annua report submitted to the Board of
Directors on February 9, 2005 is provided below.



Finance and Planning Committee Report

To the Board of Directors of
Teléfonos de México, SA.deC.V.

Mr. Chairman, Board members:

The relevant issues that have been discussed in the sessions of the Finance and
Planning Committee of the Board of Directors are the following:

We reviewed the results of the investment programs and ligbilities of the
Company at year-end 2004. The investments and financing complied with the
policies established by the Board and achieved the projected viability.

We andyzed and evaluated the projected investment and liabilities plans for
2005 and both were within framework of the policies established by the Board,
which policies are aso in line with the established strategic vision of the

Company.

Therefore, the Committee considered that the principal investments and
financing for 2005 that management has planned are viable and adequate.

We aso reviewed the figures of the financial statements at December 31, 2004,
and compared them with the figures of 2003 and the 2004 budget.
Additionaly, we analyzed the premises and financia projections included in the
Company’s budget for 2005. The Committee considered that these projections
are in line with the Company’s strategic plan.

In addition, we carried out an evaluation and verified that the strategic position
of the Company is consistent with its strategic plan.

We consider that this information should be included in the annua report that the
Board of Directors presents to the Shareholders Meeting where the 2004 results
will be made known in order to comply with the Best Corporate Practices Code.

Fernando Solana Morales
President

Mexico City
February 9, 2005



Senior M anagement

As of April 28, 2005, the names, responsibilities and prior business experience of our senior

officers are as follows;

Jaime Chico Pardo
Chief Executive Officer

Isdoro Ambe Attar
Commercial-Corporate Market

Adolfo Cerezo Pérez
Chief Financia Officer

Javier Elguea Solis
Dean of Inttelmex

Arturo Elias Ayub
Strategic Alliances, Communications
and Ingtitutional Relations

Eduardo Gémez Chibli
Technica and Long Distance

Javier Mondragén Alarcon
Regulation and Legal

Sergio Medina Noriega
Legal

Jaime Pérez GOimez
Human Resources

Patrick Slim Domit
Commercia-Retail Markets

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

1995

Director and member of
executive committee of
Telmex since 1990

1997

Various positions at Telmex in
marketing and procurement
areas

1991
Various positions in finance,
including treasurer of Telmex

1995
Head of human resources at
Telmex

1998
Various postions a Telmex in
regulation and Internet areas

1995

Various positions in technical
and long distance areas at
Telmex

1999

Generd counsdl a Grupo
Televisa and executive vice
president at Grupo
Televicentro

1995

Various legal positions at
Bancomer SAA. (now BBVA
Bancomer) and legal director
of Empresas Frisco

2000

Various positions at Telmex in
legal and human resources
areas

2000
Vice president of Grupo Carso



Héctor Slim Seade
Support to Operations

Andrés R. Vazquez del Mercado Benshimol
Investments and Strategic Development

Oscar Von Hauske Salis

Systems and Telecommunications Operators

José Covarrubias Bravo
South Division Coordinator

Dario Fernandez Lizardi
Gulf Division

Francisco Javier Ortega Castafieda
West Division

Gerardo Led Garza
South Metro Division

Francisco Niembro Gonzélez
North Metro Division

Hiram Ontiveros Medrano
Northwest Division

Raymundo Paulin Velasco

North/Northeast Division Coordinator

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:

Appointed:

Business experience:
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1995
Head of finance at Guardiana-
Inbursaand Factorgje-Inbursa

1999

Head of marketing at Radio
Movil Dipsa, SA.deC.V., or
Telcel

1996
Head of finance at Grupo
Condumex

1999

Various positions a Telmex in
customer service areas and
genera manager of Red Uno

2001

Various positions a Telmex in
the mass marketing, sales and
government sales areas

2004

Various positions a Telmex in
planning and development,
sales and mass marketing

1995
Genera manager of Telcel

2003

Generd Manager of Telnor
and various positions at
Temex, including positionsin
long distance network
development

2002

Various positions at Telmex,
including positions in
commercia and engineering
areas

1997

Various positions at Telmex,
including positions in
commercia and telephone
operations areas



Jorge Luis Suastegui Esquivel Appointed: 1997
Center Division Business experience: Various positions at Telmex,
including positions in the
engineering, construction and
telephone operations areas

Miguel Angel Vera Garcia Appointed: 1997
Southeast Division Business experience.  Manager in regiona and
operations areas at Telmex
Luis Antonio Villanueva Gémez Appointed: 2003
Telnor Business experience: Various positions a Telmex in

the engineering and
engineering standards area

Gerardo Zozaya Appointed: 2001
North Division Business experience: Various positions at Telmex in
mass marketing and network
construction areas

Héctor Slim Seade is the nephew of Carlos Slim Helt.
Statutory Auditors

Under our bylaws, the holders of a mgjority of the outstanding AA Shares and A Shares voting
together may elect one or more statutory auditors (comisarios) and corresponding aternate statutory
auditors. The primary role of the statutory auditors is to report to the holders of AA Shares and A Shares
a the annua ordinary general meeting regarding the accuracy of the financial information presented to
such holders by the Board of Directors. The statutory auditors are also authorized to, among other things,
() cdl ardinary or extraordinary general shareholders' meetings, (b) place items on the agenda for
meetings of shareholders or the Board of Directors, (¢) attend meetings of shareholders or the Board of
Directors and (d) generally monitor our affairs. The statutory auditors also receive monthly reports from
the Board of Directors regarding materia aspects of our affairs, including our financial condition. The
current statutory auditor and aternate statutory auditor are:

Position First Elected
Alberto Tiburcio Celorio Statutory Auditor 1993
Fernando Espinosa L opez Alternate Statutory Auditor 2001

Compensation of Directors and Officers

For the year ended December 31, 2004, the aggregate compensation of al of our directors,
alternate directors and executive officers paid for servicesin all capacities was approximately P.87.3
million. Each director or dternate director received an average fee of P.47.2 thousand (nominal) for each
meeting of the Board of Directors attended in 2004. Members of committees of the Board of Directors
received an average fee of P.14.7 thousand (nominal) for each committee meeting attended in 2004.

In 2005, we terminated our stock option plan for our executive officers. In January 2003, we
granted options to purchase an aggregate of 11.7 million L Shares at P.11.17 per L Share, which were
exercisable over aperiod of nearly four years from the date of grant. We subsequently reduced this
period to two years. In January 2004, we granted options to purchase an aggregate of 9.0 million L
Shares at P.13.45 per L Share, which were exercisable for a period of nearly four years from the date of
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grant. We subsequently reduced this period to one year. In accordance with Mexican GAAP, we do not
recognize any compensation expense as aresult of granting stock options to our executive officers.

Share ownership of Carlos Slim Heltl and certain members of hisimmediate family is set forth in
Item7. Major Shareholders and Related Party Transactions—Major Shareholders. Except as discussed
therein, none of our other directors, alternate directors or executive officersis the beneficial owner of more
than one percent of any class of our capital stock.

Employees
We are one of the largest non-governmenta employersin Mexico. The following table sets forth

the number of employees and a breakdown of employees by main category of activity and geographic
location as of the end of each year in the three-year period ended December 31, 2004:

December 31,
2004 2003 2002

End-of-period number of emplOyees........cccevvevvenerereererennens 76,683 62,103 63,775
Employees by category of activity:

LOCEAI—MEXICO ...vereeerrererseresesessesessessssessssesssansssssssssssssenes 39,420 40,353 41,519

Long distanCe—MEXICO ......cuvvrereeererererirereeeseseseseeeresesenees 7,216 7,405 7,482

OthEr—MEXICO ... sseseseens 14,431 14,345 14,774

Latin AMErica™ ..........ooueovvvveveveeeeeeeesesessesssssssssssssssssssssssesee 15,616 — —
Employees by geographic |ocation:

IMEEXICO ..t eeeeeiee ettt 61,067 62,103 63,775

0 ] g N 1T = U U TP 15,616 — —

(1) Includes Brazil, Chile, Argentina, Peru and Colombia.

At December 31, 2004, the Telephone Workers' Union of Mexico (known by its Spanish
acronym, STRM) represented approximately 58.0% of our employees, and members of other unions
represented approximately 9.7% of our employees. All management positions are held by non-union
employees. Sdaries and certain benefits for unionized personnel are renegotiated every year and the
collective bargaining agreements with our unionized employees are renegotiated every two years. In
April 2005, we and the STRM agreed to a 4.6% nomina increase in basic wages and a 1.5% nominal
increase in benefits.
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Item7. M gjor Shareholdersand Related Party Transactions
MAJOR SHAREHOLDERS

The AA Shares represented 35.1% of the total capital stock and 94.2% of the full voting shares
(AA sharesand A Shares) as of May 17, 2005. The AA Shares are owned by (1) Carso Global Telecom,
(2) SBC International, a subsidiary of the U.S. telecommunications company SBC Communications, Inc.
and (3) various other Mexican investors. Carso Globa Telecom holds interests in telecommunications
and was spun off from Grupo Carso in 1996. Carso Globa Telecom may be deemed to control us.
According to reports of beneficial ownership of our shares filed with the SEC, Carso Globa Telecom is
controlled by Mr. Carlos Slim Hel( and members of hisimmediate family.

Carso Globa Telecom and SBC Internationa are parties to an agreement entered into in
December 2000 providing for certain matters relating to their ownership of AA Shares. Among other
things, the agreement subjects certain transfers of AA Shares by either party to aright of first offer in
favor of the other party, athough the right of first offer does not apply to the conversion of AA
Sharesto L Shares, as permitted by our bylaws, or the subsequent transfer of L Shares. The
agreement aso provides for the composition of the Board of Directors and the executive committee
(see Item 6. Directors and Officers of Registrant—Directors and Item 6. Directors and Officers of
Regi strant—Executive Committee) and for each party to enter into a Management Services
Agreement with us (see—Related Party Transactions).

The following table identifies each owner of five percent or more of any class of our shares as of
May 17, 2005, unless otherwise indicated. Except as described below, we are not aware of any holder of
five percent or more of any class of our shares.

AA Shares®? A Shares® L Shares® Per cent
Shares Per cent Shares Per cent Shares Per cent of voting
(millions)  ofclass (millions) ofclass (millions) ofclass  shares?
Carso Global Teleconf”........... 3,000.0 73.8% 46.0 185%  1,746.2 24.1% 70.6%
SBC Internationa®.........c.cooe..... 899.7 22.1% - - - - 20.9%
Brandes Investment Partners,
0= - - - - 516.3 7.1% -
Franklin Resources, Inc.©.......... - - - - 576.0 7.9% -
JPMorgan Chase & Co.©........... 474.1 6.5%

(1) Asof May 17, 2005, there were 4,063 million AA Shares outstanding, representing 94.2% of the total full
voting shares (AA Sharesand A Shares).

(2) Asof May 17, 2005, there were 248 million A Shares outstanding, representing 5.8% of the total full voting
shares (AA Sharesand A Shares).

(3) Asof May 17, 2005, there were 7,249 million L Shares outstanding.

(4) AA Sharesand A Shares.

(5) Holdersof AA Sharesand A Shares are entitled to convert a portion of these Sharesto L Shares, subject to the
restrictions set forth in our bylaws. See Item 10. Additional Information—Bylaws.

(6) Derived from reports of beneficial ownership of our sharesfiled with the SEC. All figures are as of March 31,
2005.

The following table sets forth the share ownership, as of May 17, 2005, of our officers and
directors who own more than one percent of any class of our capital stock. Mr. Carlos Slim Hel(,
together with certain members of hisimmediate family, may be deemed to share beneficia ownership of
3,000 million AA Shares and 46.0 million A Shares held by Carso Globa Telecom and 1,821.9 million
L Shares held by Carso Global Telecom and other companies that are under common control with us.
Except as provided below, none of our directors, aternate directors or executive officersis the beneficia
owner of more than 1% of any class of our capital stock.
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AA Shares®? A Shares L Shares? Per cent

Shares Per cent Shares Per cent Shares Per cent of votin

(millions) of class (millions) of class (millions) of class shared?
Carlos Slim Held® ... 3,000.0 73.8% 46.0 185% 1,829.5 252%  70.6%
Carlos Slim Domit™............... 3,000.0 73.8% 46.0 185% 1,829.5 25.2% 70.6%
Marco Antonio Slim Domit®.... 3,000.0 73.8% 46.0 18.5% 1,829.5 25.2% 70.6%
Patrick Slim Domit®................ 3,000.0 73.8% 46.0 18.5% 1,829.8 25.2% 70.6%
Antonio Cosio Arif0.....c.cccvvnn. 65.2 1.6% - - - - 1.5%

(1) Holdersof AA Sharesand A Shares are entitled to convert a portion of these Sharesto L Shares, subject to the
restrictions set forth in our bylaws. See Item10. Additional Infor mation—Bylaws.

(2) AA Sharesand A Shares.

(3) Includes 40,000 A shares and 60,000 L Shares owned directly by Carlos Slim Hela.

(4) Includes 8,132 L Shares owned directly by Carlos Slim Domit.

(5) Includes 8,132 L Shares owned directly by Marco Antonio Slim Domit.

(6) Includes 335,324 L Shares owned directly by Patrick Slim Domit.

At December 31, 2004, 76.8% of our outstanding L Shares were represented by L Share ADSs,
each representing the right to receive 20 L Shares, and 99.2% of the holders of L Share ADSs (15,240
holders, including The Depository Trust Company) had registered addresses in the United States. In
November 2000, we established a sponsored ADS program for the A Share ADSs. 28.2% of our
outstanding A Shares were held in the form of A Share ADSs at December 31, 2004, each representing
the right to receive 20 A Shares, and 98.3% of the holders of A Share ADSs (4,467 holders, including The
Depository Trust Company) had registered addresses in the United States.

We have no information concerning holders with registered addresses in the United States that
hold:

A Shares;
L Shares not represented by ADSs; or

A Share ADS that are held under the unsponsored A Share ADS programs, which pre-date
the establishment of the sponsored program, and have not been exchanged for ADSs issued
under such sponsored program. Seeltem9. The Offer and Listing—Trading Market.

We purchase our shares on the Mexican Stock Exchange from time to time up to a specified
maximum aggregate value authorized by the holders of AA Shares and A Shares and our Board of
Directors. 1n 2004, we purchased 707.8 million L Sharesand 1.7 million A Shares, representing 5.9% of
the shares outstanding at the beginning of 2004, with an aggregate value of P.13,894 million (P.13,514
million historical). Asof April 28, 2005, we are authorized to purchase shares with an aggregate val ue of
up to P.10 hillion.

Since January 1, 1997, Carso Global Telecom has purchased A Shares and L Shares on the open
market from time to time. In percentage terms, the ownership position of Carso Globa Telecom has aso
increased as aresult of our repurchase of our own shares. Carso Globa Telecom’s percentage ownership
of the A Shares was 18.2% on December 31, 2004, 17.4% on December 31, 2003 and 15.9% on
December 31, 2002. Carso Globa Telecom’s percentage ownership of the L Shares was 23.6% on
December 31, 2004, 17.0% on December 31, 2003 and 13.4% on December 31, 2002. In June 2001,
Carso Global Telecom converted 500 million L Sharesto AA Shares, raising its total ownership of AA
Shares to 3,000 million.
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RELATED PARTY TRANSACTIONS

General

We engage in a variety of transactions in the ordinary course of business with affiliates. Pursuant
to our bylaws and Mexican law, the audit committee of our Board of Directors must express an opinion
on, and our Board of Directors has exclusive power to approve, any transaction with arelated party that is
outside the ordinary course of our business.

Our transactions with affiliates include purchasing network construction services and materias
from a subsidiary of Grupo Condumex, S.A. de C.V. and insurance and bank services from Grupo
Financiero Inbursa. In addition, we sdll network construction materials to Grupo Condumex and provide
certain services to Grupo Carso and Grupo Financiero Inbursa. Grupo Condumex and Grupo Financiero
Inbursa are under common control with Carso Global Telecom, and severa of their directors are also
members of our Board of Directors. See Item 6. Directors and Officers of Registrant—Directors. The
aggregate amount of our purchases from affiliates was P.9,041 million in 2004, P.8,028 million in 2003
and P.7,959 million in 2002. The aggregate amount of our sales to these affiliates was P.989.1 million in
2004, P.685.8 million in 2003 and P.585.5 million in 2002. We believe that the prices paid in these
transactions are comparabl e to those that would be obtained in arm’ s length negotiations with unaffiliated
parties.

From time to time we make investments together with affiliated companies, sl our investments
to affiliates and buy investments from affiliates. Some of these transactions are described below.

In June 2001, we acquired a 45% interest in Grupo Telvista, SA. de C.V., whose principal
asset is Telvista, Inc. (Telvista), a U.S. telemarketing company, for U.S.$47.0 million. We
made this investment together with our affiliates, the other shareholders of Telvista, América
Movil (45%) and Grupo Carso (10%).

In April 2004, we acquired a 60% indirect interest in Techtel from América Movil for
U.S.$75 million.

We owned a 50% interest in Technology and Internet L.L.C., a company that investsin e-
commerce enterprises in the United States and Latin America. We made this investment
together with our affiliates, América Movil (40.3%) and Grupo Financiero Inbursa (9.7%).
On June 21, 2005, we sold our entire interest in Technology and Internet L.L.C. to Grupo
Condumex.

We owned approximately 25.6 million shares of common stock of MCI. Other parties that
may be deemed to be under common control with us held an additiona interest. In May
2005, we and the other parties that may be deemed to be under common control with us sold
all shares held.

We also pay feesto Carso Globa Telecom and SBC Internationa for consulting and management
services, pursuant to agreements with each party negotiated on behalf of us by a speciad committee of
directors unaffiliated with any of the parties. The current agreements with Carso Global Telecom and
SBC Internationa were renewed for the period beginning January 1, 2005 on substantially similar terms
to prior agreements. We paid to both companies an aggregate amount of U.S.$29 million in 2004,
U.S.$29 million in 2003 and U.S.$29 miillion in 2002.
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Executives of Carso Globa Telecom periodically use our corporate airplane for business
purposes. Carso Global Telecom pays us market rates for this service.

We are working with Grupo Financiero Inbursa on the continued joint development and
promotion of the Count on Telmex card. With respect to the debit feature of the card, Grupo Financiero
Inbursa manages the cash balances, and we and Grupo Financiero Inbursa divide the related earnings and
costs. With respect to the credit feature of the card, Grupo Financiero Inbursais responsible for, and
bears adl risks related to, the credit card operations. We are responsible for basic logistical support and
invoicing and collection services in connection with the card.

Transactions between Telmex and América M ovil

América Movil has had in recent periods a variety of contractua relationships with us and with
our subsidiaries. Because both we and América Movil, the leading wireless operator that was established
in a spin-off from us in 2000, provide telecommunications services in the same geographical markets, we
have extensive operational relationships. These include interconnection between our respective networks,
use by América Maovil of our private circuits; our provision of long distance service to América Mévil's
customers; use of facilities, particularly for the co-location of equipment on premises we own; and use by
each of the services provided by the other. These operationd relationships are subject to a variety of
agreements, which for the most part were in place prior to the spin-off and were not significantly
modified as aresult of the spin-off. Many of them are also subject to specific regulations governing all
telecommuni cations operators. Interconnection fees represent the largest component of amounts paid
under these agreements. In 2004, the aggregate amount we paid América Movil for interconnection fees
totaled P.10,319 million, and the aggregate amount paid to us by América Mévil totaled P.4,318 million,
primarily for use of our private circuits and long distance services. The terms of the arrangements with
AméricaMovil are generally similar to those on which each company does business with other,
unaffiliated parties.

In addition, we distribute América Mévil’s handsets and prepaid cards on commercid terms
similar to those given to other cellular distributors.

Transactions between Embratel and Related Parties

Embratel engagesin avariety of transactions in the ordinary course of business with our
subsidiaries and with other companies that may be deemed to be under common control with us.

Embratel completes internationa traffic from our subsidiaries and subsidiaries of América Mévil
in Mexico, Chile and Argentina. Our subsidiaries and subsidiaries of AméricaMovil in Mexico, Chile
and Argentina complete internationa traffic from Embratel.

Because both Embratel and América Mévil’s subsidiary, Telecom Americas S.A., which operates
under the brand Claro, provide telecommunications services in the same geographica markets, they have
extensive operational relationships. Embratel originates mobile domestic and international long distance
traffic from Claro and terminates mobile domestic and international long distance traffic to Claro.
Embratel also transports Claro’ s traffic and leases linesto Claro.

Through its subsidiary, BrasilCenter, Embratel provides call center servicesto Claro and Net.
Embratel also leases access facilities from Telmex do Brasil.

The terms of Embratel’ s arrangements with our subsidiaries and with other companies that may

be deemed to be under common control with us are generally similar to those on which each company
does business with other, unaffiliated parties.
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In November 2004, Embratel entered into a U.S.$75 million credit agreement with Banco
Inbursa, Institucién de Banca Mlltiple, Grupo Financiero Inbursa, a subsidiary of Grupo Financiero
Inbursa. The agreement had terms comparable to those of three other |loans Embratel received from
unaffiliated parties in November and December 2004.

Item 8. Financial Information
CONSOLIDATED FINANCIAL STATEMENTS

See Item 18. Financial Satements and pages F-1 through F-56.

LEGAL PROCEEDINGS
Telmex

There were a number of pending proceedings before the Mexican courts in which we or our
competitors had challenged determinations or regulations issued by Cofetel, most of which were
withdrawn as a result of December 2000 agreements with certain competitors. We are aso involved in
legal proceedings in the ordinary course of our business, none of which is material. In addition, we arein
the process of appealing various proceedings brought by our competitors alleging anticompetitive
practices by us before competition authoritiesin Mexico. The proceedings could result in fines by the
authorities and subsequent civil actions by our competitors, but we believe that a negative outcome of
these proceedings would not be material on an aggregate basis.

The Mexican Social Security Intitute (Instituto Mexicano del Seguro Social) conducted an audit
of our social security obligations for the period from 1997 through 2001. Following the audit, we were
ordered to pay atota of approximately P.330 million (nominal value) consisting of past due obligations,
penalties and accrued interest as of July 2, 2003. We have appealed these rulings to the Federal
Administration and Taxation Court (Tribunal Federal de Justicia Fiscal y Administrativa) and, in
accordance with Mexican law, have deposited a bond guaranteeing the amount alleged to be owed.
Although we believe the basis for our appeal iswell founded, there can be no assurance that we will
prevail.

Embratel

Embratel has a substantial amount of tax-related and other contingencies. See Note 12 to our
consolidated financial statements. Although Embratel believes the cases to which these contingencies
relate are well founded, there is no guarantee that it will prevail in these cases.

Brazlian value-added goods and servicestax (ICMS)

Embratel has received a number of fines for non-payment of ICMS on international outbound
traffic and certain bundled services that are considered exempt or non-taxable for ICM S purposes.
Embratel recorded a provision for P.368 million for losses considered probable but did not record a
provision for P.3.8 billion, which corresponds to the claims in which Embratel expects to prevail.

In July 2002, Star One received two assessments by the tax authorities in the state of Rio de
Janeiro for payment of ICMS in the amount of approximately P.1.0 billion related to Internet services and
satdlite use. In March 2004, Star One was required to pay approximately P.84.0 million in the Brazilian
Federd District for ICMS not paid on satellite use and other obligations. Star One determined that it
faces little risk of losing these suits so it has not recorded a provision for such amounts in its financial
statements.
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Income Tax on Inbound I nternational | ncome

Embratel believes that the foreign operating income from telecommunications services (inbound
traffic) is not subject to taxation. In connection with this matter, in late March 1999, the Brazilian Federa
Tax Agency, or SRF, assessed Embratel approximately P.1.2 billion for failing to pay the related income
tax for the years 1996 and 1997. Embratel’s appedal of this decision is still pending.

In June 1999, Embratel was further assessed for non-payment of income tax on net foreign source
income for 1998 amounting to approximately P.273 million. Embratel considers the probability of loss
unlikely, so no provisions have been recorded in the financia statements for the claim.

Brazlian Social Welfare Tax on Service Exports (PIS)

In August 2001, the SRF issued atax claim against Embratel totaling approximately P.675
million for payment of PIS prior to 1995, which had been offset in accordance with Brazilian tax law.
Embratel's management evaluated the probability of aloss, and determined that no provision would be
recorded in the financia statements for the claim.

Brazlian Finance Tax for Service Export Security Tax (COFINS)

Thereisalso aP.1,451 million claim against Embratel related to the COFINS exemption on the
exportation of telecommunication services for revenues through the end of 1999. Embratel argued that
the government auditor made severa errors in the computation of this tax and, consequently, this tax was
later reduced by approximately P.934 million. A new decision at the administrative level has restated this
tax to an amount of approximately P.1,004 million. Embratel has appealed this decision to a higher
administrative level, and this appeal is still pending.

Disputeswith third parties

Embratel isinvolved in avariety of additional litigation and administrative proceedings that have
arisen in the ordinary course of business. Various disputes are in an advanced stage of the litigation
process, and Embratel may lose at least some of the cases. Embratel has recorded a provision of P.700
million (restated) for unfavorable rulings. For other claims totaling P.62.8 million, Embratel provided
guarantee deposits of P.46.0 million.

DIVIDENDS

We have paid cash dividends on our shares each year since 1958. The table below sets forth the
nominal amount of dividends paid per share in each year indicated, in pesos and translated into U.S.
dollars at the exchange rate on each of the respective payment dates.

Year ended

December 31, Pesos per Share Dollars per Share
2004.....ccciiiiiiiinnn, P. 0.6650 U.S$ 0.0588
240,05 T 0.6050 0.0555
240,02 0.5450 0.0559
240,01 0.4900 0.0529
20,0, 0 0.4450 0.0424

Since 1998, we have paid dividends quarterly. The dividends from earningsin a given year are
determined at the annua meeting of shareholdersin April of the following year, and paid in June,
September and December of such following year and in March of the year after that. In April 2003, we
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declared a dividend of P.0.620 per share, which we paid in equal installments of P.0.155 per share in June
2003, September 2003, December 2003 and March 2004. In April 2004, we declared a dividend of
P.0.680 per share, which we paid in equal installments of P.0.170 per share in June 2004, September
2004, December 2004 and March 2005. In April 2005, we declared a dividend of P.0.380 (post-split) per
share, which will be payable in equa installments of P.0.095 per share in June 2005, September 2005,
December 2005 and March 2006.

The declaration, amount and payment of dividends are determined by mgority vote of the holders
of AA Shares and A Shares, generaly on the recommendation of the Board of Directors, and will depend
on our results of operations, financia condition, cash requirements, future prospects and other factors
deemed relevant by the holders of AA Sharesand A Shares. Accordingly, we cannot assure you that we
will continue to pay dividends or that future dividends will be comparable to historical dividends. Our
bylaws provide that holders of the AA Shares, the A Shares and the L Shares share equally on a per-share
basisin dividend payments and other distributions.
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Item9. The Offer and Listing
TRADING MARKET

The L Share ADSs, each representing 20 L Shares of Telmex, areissued by JPMorgan Chase
Bank, N.A., or the Depositary, as depositary for the L Share ADSs. The L Share ADSs are traded on the
New York Stock Exchange and listed on the Frankfurt Stock Exchange, and the L Shares are traded on
the Mexican Stock Exchange and listed on the Mercado de Valores Latinoamericano (Latibex) in Madrid,

Spain.

The A Share ADSs, each representing 20 A Shares of Telmex, are issued by the Depositary, as
depositary for the A Share ADSs. The A Shares are traded on the Mexican Stock Exchange, and the
sponsored A Share ADSs are quoted on the NASDAQ SmallCap Market. Trading has ceased with
respect to the unsponsored A Share ADSs.

The following table sets forth, for the periods indicated, the reported high and low sales prices for
the L Shares on the Mexican Stock Exchange and the reported high and low sales prices for the L Share
ADSs on the New Y ork Stock Exchange. Prices have not been restated in constant currency units.

M exican Stock Exchange New York Stock Exchange
(pesos per L Share) (U.S. dollarsper L Share ADS)
High Low High L ow
Annual highs and lows
2004..... e P. 2162 P. 1731 US$ 3854 US$ 3011
20083t 19.05 14.95 34.49 28.81
2002 18.62 13.18 41.05 26.70
2001 s 16.90 13.79 37.04 27.48
2000..... s 35.30 20.10 76.31 42.31
Quarterly highsand lows
2005:
First QUArter .......oocueeeeeeeeeeeeeese e teesesvessenans P. 2249 P. 19.30 US$ 4031 US$ 34.30
2004:
First QUArEr.......oceeeeeeeee e 19.55 18.39 35.71 33.11
SeCONd QUAIET ... 20.70 18.34 36.81 31.60
Third QUArEr.......ccccuverererreee e 19.20 17.31 33.06 30.11
Fourth quUarter..........coeerenecnreneeeresee s 21.62 18.14 38.54 32.25
2003:
First QUArtEr ... ..o 18.24 15.76 34.49 28.81
SEeCONd QUAIET ......ceuceerreecre e 17.19 14.95 32.35 29.14
Third QUANEr ..o 17.28 15.69 32.30 30.03
Fourth qUarter.........coceceevevccereseeeseee e 19.05 16.95 33.86 30.08
Monthly highsand lows
2005:
JANUANY ..o P. 2142 P. 20.28 US$ 3810 U.S$ 36.20
FEDIUAIY ... 22.49 21.20 40.31 37.98
MarCh ... 22.17 19.30 40.22 34.30
AP 19.62 18.29 35.02 32.97
May® 10.25 9.35 18.73 16.96
2004:
DeCemMbET ... 21.62 19.49 38.54 34.50

(1) Prices reflect atwo-for-one stock split that went into effect on May 25, 2005.
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The table below sets forth, for the periods indicated, the reported high and low sales prices for the
A Shares on the Mexican Stock Exchange and the high and low bid prices for A Share ADSs published
by NASDAQ. Bid prices published by NASDAQ for the A Share ADSs are inter-dealer quotations and
may not reflect actual transactions. Prices have not been restated in constant currency units.

M exican Stock Exchange NASDAQ
(pesos per A Share) (U.S. dollarsper A Share ADS)
High L ow High Low

Annual highsand lows
2004t P. 2159 P. 1724 US$ 3850 U.S$ 30.01
2003 19.00 14.95 34.50 28.51
2002....cceerereeeie ettt e 18.56 13.00 41.00 26.50
2001 s 16.88 13.86 36.80 26.86
2000.....cceeereeeiei et 35.80 20.80 375 2.09
Quarterly highsand lows
2005:

First QUAIEN ... P. 2250 P. 19.15 US$ 4030 U.S$ 34.01
2004:

First QUAITE ... 19.62 18.30 35.46 33.00

SECON QUAIET ...ttt 20.65 18.40 36.75 31.30

TRHIrd QUAIET ...t 19.30 17.24 32.94 30.01

Fourth quarter.........coeeeevevccerrese e 21.59 18.18 38.50 32.06
2003:

First QUAIEN ... 18.10 15.67 34.50 28.51

SECONA QUAIET ... 17.10 14.95 32.25 29.00

TRIrd QUAIET ...t 17.20 15.66 32.49 29.70

FOUrth QUarter.........coveeervrecerreeerereee e 19.00 16.98 33.70 29.86

TRADING ON THE MEXICAN STOCK EXCHANGE

The Mexican Stock Exchange (Bolsa Mexicana de Valores, SA. de C.V.), located in Mexico City,
isthe only stock exchange in Mexico. Founded in 1907, it is organized as a corporation whose shares are
held by 26 brokerage firms, which are exclusively authorized to trade on the Mexican Stock Exchange.
Trading on the Mexican Stock Exchange takes place principally through automated systems, which are
open between the hours of 8:30 am. and 3:00 p.m., Mexico City time, each businessday. Tradesin
securities listed on the Mexican Stock Exchange can aso be effected off the exchange. The Mexican
Stock Exchange operates a system of automatic suspension of trading in shares of a particular issuer asa
means of controlling excessive price volatility, but under current regulations this system does not apply to
securities such asthe A Shares or the L Shares that are directly or indirectly (for example, through
American Depositary Shares) quoted on a stock exchange (including for these purposes NASDAQ)
outside Mexico.

Settlement is effected two business days after a share transaction on the Mexican Stock
Exchange. Deferred settlement, even by mutua agreement, is not permitted without the approval of the
Mexican National Securities Commission. Most securities traded on the Mexican Stock Exchange,
including those of Telmex, are on deposit with S.D. Indeval, SA. de C.V., aprivately owned securities
depositary that acts as a clearinghouse for Mexican Stock Exchange transactions.
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Item 10. Additional Information
BYLAWS

Set forth below is a brief summary of certain significant provisions of our bylaws and Mexican
law. The full text of our bylaws has been filed as an exhibit to this Annua Report. For a description of
the provisions of our bylaws relating to our Board of Directors, committees of the Board of Directors and
statutory auditors, see Item6. Directors and Officers of Registrant.

On March 19, 2003, the CNBV published new genera rules, or the Rules, for issuers, which
codify the principa rules applicable to issuers and public offerings. The Rules increased the obligations
and responsibilities of the audit committee by requiring the committee’ s opinion to delist or cancel the
registration of the shares of a company and to authorize any changes to the accounting policies and
practices, among other important provisions.

Organization and Register

Telmex is a sociedad anénima de capital variable organized in Mexico under the Mexican
Companies Law (Ley General de Sociedades Mercantiles). It isregistered with the Public Registry of
Commerce of Mexico City under the number 5229.

Share Capital

Our capital stock comprises Series AA Shares, without par value, Series A Shares, without par
value and Series L Shares, without par value. All of the outstanding shares are fully paid and non-
assessable.

AA Shares and A Shares have full voting rights. Holders of L Shares may vote only in limited
circumstances as described under —Voting Rights The rights of holders of al series of capital stock are
otherwise identical except for limitations on non-Mexican ownership of AA Shares. The AA Shares,
which must always represent at least 51% of the combined AA Shares and A Shares, may be owned only
by holders that qualify as Mexican investors as defined in the Foreign Investment Law and our bylaws.
See —Limitations on Share Ownership.

Each AA Share or A Share may be exchanged at the option of the holder for one L Share,
provided that the AA Shares may never represent less than 20% of our outstanding capital stock or less
than 51% of our combined AA Sharesand A Shares. Asof December 31, 2004, the AA Shares
represented 34.3% of our outstanding capital stock and 94.2% of our combined AA Shares and A Shares.

Each L Shareis exchangeable at the option of the holder for one AA Share by delivering the
L Share certificate to our treasury for cancellation and receiving the corresponding AA Share certificate.
The right to exchange is subject to limitations on non-Mexican ownership of AA Shares and to the
requirement that the AA Shares and A Shares together may never represent more than 51% of our
outstanding capital stock. As of December 31, 2004, the AA Shares and A Shares together represented
36.5% of our outstanding capital stock.
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Voting Rights

Each AA Share and A Share entitles the holder thereof to one vote at any meeting of our
shareholders. Each L Share entitles the holder to one vote at any meeting at which holders of L Shares
are entitled to vote. Holders of L Shares are entitled to vote only to eect two members of the Board of
Directors and the corresponding aternate directors and on the following matters:

the extension of Telmex’sterm of duration;
the transformation of Telmex from one type of company to ancther;

any merger in which Telmex is not the surviving entity or any merger with an entity whose
principal corporate purposes are different from those of Telmex;

removal of our shares from listing on the Mexican Stock Exchange or any foreign stock
exchange; and

any action that would prejudice the rights of holders of L Shares.

A resolution on any of the specified matters requires the affirmative vote of both a majority of all
outstanding shares and a majority of the AA Shares and the A Shares voting together.

Under Mexican law, holders of shares of any series are aso entitled to vote as a class on any
action that would prejudice the rights of holders of shares of such series and a holder of shares of such
series would be entitled to judicia relief against any such action taken without such avote. The
determination whether an action requires a class vote on these grounds would initially be made by the
Board of Directors or other party calling for shareholder action. A negative determination would be
subject to judicid chalenge by an affected shareholder, and a court would ultimately determine the
necessity for aclass vote. There are no other procedures for determining whether a proposed shareholder
action requires a class vote, and Mexican law does not provide extensive guidance on the criteriato be
applied in making such a determination.

Shareholders Mesetings

Genera shareholders meetings may be ordinary meetings or extraordinary meetings.
Extraordinary general meetings are those called to consider certain matters specified in Article 182 of the
Mexican Companies Law, including, principally, anendments of the bylaws, liquidation, merger and
transformation from one type of company to another, as well as to consider the removal of our shares
from listing on the Mexican Stock Exchange or any foreign stock exchange. Genera meetings called to
consider other matters are ordinary meetings. The two directors elected by the holders of L Shares are
elected at a specia meeting of holders of L Shares. All other matters on which holders of L Shares are
entitled to vote would be considered at an extraordinary general meeting. Holders of L Shares are not
entitled to attend or address meetings of shareholders at which they are not entitled to vote.

A specia meeting of the holders of L Shares must be held each year for the election of directors.
An ordinary general meeting of the holders of AA Shares and A Shares must be held each year to
consider the approval of the financia statements for the preceding fiscal year, to elect directors and
statutory auditors and to determine the allocation of the profits of the preceding year.



The quorum for an ordinary general meeting of the AA Shares and A Sharesis 50% of such
shares, and action may be taken by a mgjority of the shares present. If aquorum is not available, a second
meeting may be called at which action may be taken by a mgjority of the AA Shares and A Shares
present, regardless of the number of such shares. Special meetings of holders of L Shares are governed
by the same rules applicable to ordinary general meetings of holders of AA Sharesand A Shares. The
quorum for an extraordinary general meeting at which holders of L Shares may not vote is 75% of the AA
shares and A Shares, and the quorum for an extraordinary general meeting at which holders of L Shares
are entitled to vote is 75% of the outstanding capital stock. If aquorum is not available in either case, a
second meeting may be called and action may be taken, provided a mgjority of the shares entitled to vote
is present. Whether on first or second call, actions at an extraordinary general meeting may be taken by a
magjority vote of the AA Shares and A Shares outstanding and, on matters which holders of L Shares are
entitled to vote, amajority vote of al the capital stock.

Holders of 20% of our outstanding capital stock may have any shareholder action set aside by
filing acomplaint with a court of law within 15 days after the close of the meeting at which such action
was taken and showing that the challenged action violates Mexican law or our bylaws. In addition, any
holder of our capital stock may bring an action at any time within five years challenging any shareholder
action. Relief under these provisionsis only available to holders:

who were entitled to vote on, or whose rights as shareholders were adversaly affected by, the
challenged shareholder action; and

whose shares were not represented when the action was taken or, if represented, were voted
agang it.

Shareholders meetings may be called by the Board of Directors, its chairman, the statutory
auditors or acourt. The Board of Directors or the statutory auditors may be required to call a meeting of
shareholders by the holders of 10% of the outstanding capita stock. Notice of meetings must be
published in the Diario Oficial (Officid Gazette) or a newspaper of general circulation in Mexico City at
least 15 days prior to the meeting. In order to attend a meeting, shareholders must deposit their shares
with us at our office in Mexico City, with a Mexican or foreign banking ingtitution or with a Mexican
exchange broker. If so entitled to attend the meeting, a shareholder may be represented by proxy. The
depositary for the L Share ADSs and the A Share ADSs does not satisfy this requirement, so ADS holders
are not entitled to attend shareholder meetings. ADS holders must exercise their voting rights through the

depositary.
Dividend Rights

At the annual ordinary general meeting of holders of AA Shares and A Shares, the Board of
Directors submits our financial statements for the previous fiscal year, together with a report thereon by
the Board of Directors, to the holders of AA Sharesand A Shares for approva. The holders of AA Shares
and A Shares, once they have approved the financia statements, determine the allocation of our net
profits for the preceding year. They are required by law to alocate 5% of such net profitsto alegal
reserve, which is not thereafter available for distribution except as a stock dividend, until the amount of
the legal reserve equals 20% of our capital stock. The remainder of net profitsis available for
distribution.

All shares outstanding at the time a dividend or other distribution is declared are entitled to
participate in such dividend or other distribution.
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Limitation on Capital Increases

Our bylaws require that any capital increase be represented by new shares of each seriesin
proportion to the number of shares of each series outstanding.

Preemptive Rights

In the event of a capital increase, a holder of existing shares of a given series has a preferential
right to subscribe for a sufficient number of shares of the same series to maintain the holder’ s existing
proportionate holdings of shares of that series. Preemptive rights must be exercised within 30 calendar
days following the publication of notice of the capital increase in the Diario Oficial (Official Gazette) and
a newspaper of general circulation in Mexico City. Under Mexican law, preemptive rights cannot be
traded separately from the corresponding shares that give rise to such rights. As aresult, thereis no
trading market for the rights in connection with a capital increase. Holders of ADSs may exercise
preemptive rights only through the depositary. We are not required to take steps that may be necessary to
make this possible.

Limitations on Share Owner ship

Ownership by non-Mexicans of shares of Mexican enterprises in certain economic sectors,
including telephone services, is regulated by the Foreign Investment Law and the Regul ations thereunder.
The National Commission on Foreign Investment is responsible for administration of the Foreign
Investment Law and Regulations. In order to comply with restrictions on the percentage of their capital
stock that may be owned by non-Mexican investors, Mexican companies typically limit particular classes
of their stock to Mexican ownership. Under the Foreign Investment Law, atrust for the benefit of one or
more non-Mexican investors may qualify as Mexican if the trust meets certain conditions that will
generaly ensure that the non-Mexican investors do not determine how the shares are voted.

Non-Mexican investors are not permitted to own more than 49% of the capital stock of a Mexican
corporation engaged in the telephone business. Pursuant to a decision of the Foreign Investment
Commission dated August 10, 1990, the L Shares of Telmex, because of their limited voting rights, are
not taken into account in determining compliance with this restriction and accordingly are not subject to
Mexican ownership restrictions. The A Shares are also unrestricted. The AA Shares, however, which
must always represent at least 51% of the combined AA Shares and A Shares, may be owned only by
holders that qualify as Mexican investors as defined in the Foreign Investment Law and our bylaws. A
holder that acquires AA Sharesin violation of the restrictions on non-Mexican ownership will have none
of the rights of a shareholder with respect to those AA Shares. As a consequence of these limitations, a
non-Mexican investor cannot under Mexican law own AA Shares except through atrust that effectively
neutralizes the votes of non-Mexican investors.

Pursuant to the Foreign Investment Law and Regulations, we have registered any foreign owner
of our shares, and the depositary with respect to the ADSs representing our shares, with the National
Registry of Foreign Investment.

In addition, pursuant to the Foreign Investment Law and Regulations, our Mexican shareholders
retain the power to determine our administrative control and management.

Foreign states are prohibited under the General Communications Law from directly or indirectly
owning shares of Telmex. The Telecommunications Regulations provide, however, that foreign state-
owned enterprises organized as separate entities with their own assets may own minority interestsin
Telmex or any number of shares with limited voting rights. Ownership of A Shares or L Shares by such
foreign state-owned companies, or by pension or retirement funds organized for the benefit of employees
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of state, municipal or other Mexican governmental agencies, is not considered direct or indirect
ownership by foreign states for the purposes of the General Communications Law.

Restrictionson Certain Transactions

Our bylaws provide that any acquisition or transfer by us of more than 10% of our issued and
outstanding shares, effected in one or more transactions by any person or group of persons acting in
concert, requires prior approval by our Board of Directors.

Restrictionson Deregistration in Mexico

Our shares are registered with the National Registry for Securities, as required under the
Securities Market Law and regulations issued by the CNBV. |f we wish to cancel our registration, or if it
is cancelled by the CNBV, the stockholders having the mgjority of the ordinary shares or that may, on any
basis, impose decisions at shareholders' meetings, or appoint the majority of the Board of Directors of
Telmex at that time will be required to make a public offer to purchase all outstanding shares prior to such
cancellation. Unlessthe CNBYV authorizes otherwise, the offer price will be the higher of: (i) the average
of the closing price during the previous 30 days on which the shares may have been quoted, or (ii) the
book value of the shares in accordance with the most recent quarterly report submitted to the CNBV and
to the Mexican Stock Exchange. In order to comply with the Rules, at the extraordinary shareholders
meeting held in April 30, 2003, we amended certain articles of our bylaws. Some of the amendments
were made to comply with certain new requirements for the delisting and cancellation of the registration
of the shares of the company. Asaresult, our bylaws now provide that if, after the public offer is
concluded, there are still outstanding shares held by the general public, the shareholders that control
Telmex will be required to create atrust for a period of six months, into which such controlling
shareholders will be required to contribute funds in an amount sufficient to purchase, at the same price as
the offer price, the number of outstanding shares held by the general public. Within the five days prior to
the commencement of the public offer, after taking into account the opinion of the audit committee, our
Board of Directors must publish its opinion regarding the offer price.

Tender Offer Rules

Our bylaws provide that any purchasers or group of purchasers that obtain or increase a
significant participation (i.e., 30% or more) in the capital stock of the company, without conducting a
previous public offer in accordance with the applicable rules issued by the CNBV, would not have the
right to exercise the corporate rights of their shares, and that the company will not register such sharesin
the share registry book.

Other Provisons

Variablecapital. We are permitted to issue shares constituting fixed and variable capital. All of
our outstanding shares of capital stock constitute fixed capital. The issuance of variable-capital shares,
unlike the issuance of fixed-capital shares, does not require an amendment of the bylaws, although it does
require amgority vote of the AA Shares and the A Shares. Under Mexican law and our bylaws, if we
issued variable-capita shares, any holder of such shares would be entitled to redeem them at the holder’s
option at any time at a redemption price equa to the lower of:

95% of the average market value of such shares on the Mexican Stock Exchange for 30
trading days preceding the date on which the exercise of the option is effective; and

the book value of such shares at the end of the fiscal year in which the exercise of the option
is effective.
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If the option is exercised during the first three quarters of afiscal year, it is effective at the end of the next
succeeding fiscal year. The redemption price would be payable following the annua ordinary genera
meeting of holders of AA Shares and A Shares at which the relevant annual financial statements were
approved.

Forfeiture of shares. Asrequired by Mexican law, our bylaws provide that “any aien who at the
time of incorporation or at any time thereafter acquires an interest or participation in the capital of the
corporation shall be considered, by virtue thereof, as Mexican in respect thereof and shall be deemed to
have agreed not to invoke the protection of his own government, under penalty, in case of breach of such
agreement, of forfeiture to the nation of such interest or participation.” Under this provision, a non-
Mexican shareholder is deemed to have agreed not to invoke the protection of his own government by
asking such government to interpose a diplomatic claim against the Mexican government with respect to
the shareholder’ s rights as a shareholder, but is not deemed to have waived any other rights he may have,
including any rights under the U.S. securities laws, with respect to hisinvestment in Telmex. If the
shareholder invokes such governmental protection in violation of this agreement, his shares could be
forfeited to the Mexican government. Mexican law requires that such a provision be included in the
bylaws of all Mexican corporations unless such bylaws prohibit ownership of shares by non-Mexican
persons.

Exclusive jurisdiction. Our bylaws provide that lega actions relating to the execution,
interpretation or performance of the bylaws shall be brought only in Mexican federal courts.

Duration. Telmex’'s existence under the bylawsis 100 years from the date of the public deed in
which its incorporation is evidenced.

Purchase of our own shares. According to the bylaws, we may repurchase our shares on the
Mexican Stock Exchange at any time at the then prevailing market price. Any such repurchase must be
made in compliance with the policies established by the Board of Directors, and the amount of sharesto
be repurchased must be approved by the genera ordinary shareholders meeting. The shareholders
meeting approves the maximum amount of funds that may be used during the year for the repurchase of
shares. The ordinary shareholders’ meeting held on April 28, 2005 approved up to an additiona P.6
billion to be used for share repurchases. Such funds may be used for the repurchase of shares through the
Mexican Stock Exchange. In the event that we repurchase shares, our shareholders’ equity will be
reduced automatically in an amount equal to the assumed par value of each repurchased share. However,
if repurchased shares are held as treasury stock, our capital stock will be reduced automatically in an
amount equal to the assumed par value of each repurchased share, pending future sales thereof on the
Mexican Stock Exchange or cancellation. Our capital stock is automatically increased upon the resale of
such shares in an amount equal to their assumed par value. The economic and voting rights
corresponding to repurchased shares may not be exercised during the period in which we own such
shares, and such shares are not deemed to be outstanding for purposes of calculating any quorum or vote
at any shareholders’ meeting during such period.

Conflict of interest. Shareholders with conflicting interests with Telmex with respect to a
transaction are required to abstain from deliberating and voting on the specific transaction. A shareholder
that votes on a specific business transaction in which its interest conflicts with Telmex’s may be liable for
damages, but only if the transaction would not have been approved without its vote. A determination of
conflicting interest would initialy be made by the shareholder subject to judicia chalenge. Mexican law
does not provide extensive guidance on the criteria to be applied in making such a decision.



Appraisal rights. Whenever the shareholders approve a change of corporate purposes, change of
nationality of the corporation or transformation from one type of company to another, any shareholder
entitled to vote on such change that has voted against it may withdraw from Telmex and receive the book
value attributable to its shares, provided it exercises its right within 15 days following the adjournment of
the meeting at which the change was approved.

Rights of Shareholders

The protections afforded to minority shareholders under Mexican law are different from thosein
the United States and many other jurisdictions. The substantive law concerning fiduciary duties of
directors has not been the subject of extensive judicial interpretation in Mexico, unlike many statesin the
United States where duties of care and loyalty elaborated by judicial decisions help to shape the rights of
minority shareholders. Mexican civil procedure does not contemplate class actions or shareholder
derivative actions, which permit shareholdersin U.S. courts to bring actions on behalf of other
shareholders or to enforce rights of the corporation itself. Shareholders cannot challenge corporate action
taken at a shareholders' meeting unless they meet certain procedural requirements, as described above
under —Shareholders Meetings. Asaresult of these factors, in practice it may be more difficult for our
minority shareholders to enforce rights against us or our directors or controlling shareholders than it
would be for shareholders of a U.S. company.

Enfor ceability of Civil Liabilities

Telmex is organized under the laws of Mexico, and most of our directors, officers and controlling
persons reside outside the United States. In addition, all or a substantial portion of our assets and their
assets are located in Mexico. Asaresult, it may be difficult for investors to effect service of process
within the United States on such persons. It may also be difficult to enforce against them, either inside or
outside the United States, judgments obtained against them in U.S. courts, or to enforce in U.S. courts
judgments obtained against them in courts in jurisdictions outside the United States, in any action based
on civil liabilities under the U.S. federa securities laws. There is doubt as to the enforceability against
such persons in Mexico, whether in origina actions or in actions to enforce judgments of U.S. courts, of
ligbilities based solely on the U.S. federal securities laws.

CERTAIN CONTRACTS

We are party to concession agreements that authorize us to provide certain telecommunications
services on specific terms. These are described in Item 4. Information on the Company—Mexican
Operations—Regulation.

Our agreements with related parties are described in Item7. Major Shareholders and Related
Party Transactions—Related Party Transactions.

EXCHANGE CONTROLS

Mexico has had a free market for foreign exchange since 1991, and the Mexican government has
alowed the peso to float freely against the U.S. dollar since December 1994. There can be no assurance
that the Mexican government will maintain its current foreign exchange policies. See Item 3. Key
Information—Exchange Rates.



TAXATION

The following summary contains a description of certain Mexican federal and U.S. federa
income tax consequences of the acquisition, ownership and disposition of L Shares, A Shares, AA Shares,
L Share ADSs, or A Share ADSs, but it does not purport to be a comprehensive description of al of the
tax considerations that may be relevant to a decision to purchase, hold or sell shares or ADSs.

The Convention for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion and
aProtocol thereto between the United States and Mexico entered into force on January 1, 1994 and has
been amended recently by an additiona protocol that entered into force on July 3, 2003 (the “ Tax
Treaty”). The United States and Mexico have also entered into an agreement concerning the exchange of
information with respect to tax matters.

This discussion does not constitute, and should not be considered as, legal or tax adviceto
holders. The discussion is for general information purposes only and is based upon the federal tax laws of
Mexico (including the Mexican Income Tax Law and the Mexican Federal Tax Code) and the United
States as in effect on the date of this Annual Report (including the Tax Treaty), which are subject to
change, and such changes may have retroactive effect. Holders of shares or ADSs should consult their
own tax advisers as to the Mexican, U.S. or other tax consequences of the purchase, ownership and
disposition of shares or ADSs, including, in particular, the effect of any foreign, state or local tax laws.

Mexican Tax Considerations

The following is agenera summary of the principal consequences under the Mexican Income
Tax Law (Ley del Impuesto sobrela Renta) and the rules and regulations thereunder, as currently in
effect, of an investment in shares or ADSs by a holder that is not aresident of Mexico and that will not
hold the shares or ADSs or a beneficial interest therein in connection with the conduct of atrade or
business through a permanent establishment in Mexico (a “nonresident holder”).

For purposes of Mexican taxation, the definition of residency is highly technical and residency
results in several situations. Generdly, an individual is aresident of Mexico if he or she has established
his or her home in Mexico, or if he or she has his or her center of interests in Mexico; a corporation is
considered aresident if it isincorporated under the laws of Mexico or if it has established its headquarters
in Mexico. However, any determination of residence should take into account the particular situation of
each person or lega entity.

Tax Treaties

Provisions of the Tax Treaty that may affect the taxation of certain U.S. holders (as defined in
—U.S Federal Income Tax Considerations) are summarized below.

The Mexican Income Tax Law has established procedural requirements for a nonresident holder
disposing of his sharesto be entitled to the benefits under any of the tax treaties to which Mexico isa
party. These procedural requirements include the obligation to (i) prove tax treaty residence, and
(if) appoint a representative in Mexico for taxation purposes.

Payment of Dividends

Dividends, either in cash or in kind, paid with respect to the of L Shares, A Shares, AA Shares, L
Share ADSs, or A Share ADSs will not be subject to Mexican withholding tax.



Taxation of Dispositions

Under current Mexican law and regulations, there is no basis for the Mexican tax authorities to
impose taxes on income realized by a nonresident holder from a disposition of shares or ADSs, provided
that (i) the transaction is carried out through (a) the Mexican Stock Exchange, (b) other securities
exchanges or markets approved by the Mexican Ministry of Finance or (C) other securities exchanges or
markets with ample securities trading that are located in countries with which Mexico has entered into an
income tax treaty, such as the New Y ork Stock Exchange, the Frankfurt Stock Exchange, NASDAQ and
the Mercado de Valores Latinoamericanos en Euros (LATIBEX), and (ii) certain other requirements are
met. In addition, income realized by a nonresident holder from tendering shares or ADSs pursuant to a
public tender offer may be exempt from Mexican taxation, provided that certain requirements are met.
Sales or other dispositions of shares or ADSs carried out in other circumstances generaly are subject to
Mexican tax, except to the extent that a nonresident holder is eligible for benefits under an income tax
treaty to which Mexico is a party.

For non-resident corporations and individuals that do not meet the requirements mentioned
above, gross income obtained on the sale or disposition of shares will be subject to 5% tax if the
transaction is carried out through the Mexican Stock Exchange or other securities markets approved by
the Mexican Ministry of Finance. Under certain circumstances, non-resident corporations and individuals,
aternatively, may eect to pay a 20% tax on the net amount of the transaction.

Pursuant to the Tax Treaty, gainsredlized by aU.S. holder (as defined in —U.S Federal Income
Tax Considerations) from the sale or other disposition of shares, even if the sale or disposition is not
carried out under the circumstances described in the preceding paragraphs, will not be subject to Mexican
income tax, provided that such U.S. holder owned less than 25% of the shares representing our capital
stock (including ADSs), directly or indirectly, during the 12-month period preceding such disposition.

Gains realized by other nonresident holders that are eligible to receive benefits pursuant to other
income tax treaties to which Mexico is a party may be exempt from Mexican income tax in whole or in
part. Non-U.S. holders should consult their own tax advisers as to their possible eligibility under such
treaties.

In other cases, nonresident holders will be subject to Mexican income tax on the sale or other
disposition of shares or ADSs. Such nonresident holders should consult with their own tax advisers asto
how Mexican income tax would apply to their circumstances.

Other Mexican Taxes

Under certain circumstances, a nonresident holder will not be liable for estate, inheritance or
similar taxes with respect to its holdings of shares or ADSs. A gratuitous transfer of sharesby a
nonresident holder, however, may in certain circumstances result in the imposition of Mexican tax upon
the recipient. There are no Mexican stamp, issue registration or similar taxes payable by a nonresident
holder with respect to shares or ADSs.

U.S. Federal Income Tax Consider ations

The following is a summary of certain U.S. federal income tax consequences to U.S. holders (as
defined below) of the acquisition, ownership and disposition of shares or ADSs. The summary does not
purport to be a comprehensive description of al of the tax consequences of the acquisition, ownership or
disposition of shares or ADSs. The summary applies only to U.S. holders that will hold their shares or
ADSs as capital assets and does not apply to specia classes of U.S. holders such as dealers in securities or
currencies, holders with afunctiona currency other than the U.S. dollar, holders of 10% or more of our
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voting shares (whether held directly or through ADSs or both), tax-exempt organizations, financial
ingtitutions, holders liable for the alternative minimum tax, securities traders electing to account for their
investment in their shares or ADSs on a mark-to-market basis, and persons holding their shares or ADSs
in a hedging transaction or as part of a straddle or conversion transaction.

For purposes of this discussion, a“U.S. holder” is aholder of shares or ADSs that is.
acitizen or resident of the United States of America;

a corporation organized under the laws of the United States of America or any state thereof;
or

otherwise subject to U.S. federal income taxation on a net income basis with respect to the
shares or ADSs.

Each U.S. holder should consult such holder’s own tax advisor concerning the overall tax
consequencesto it of the owner ship or disposition of sharesor ADSsthat may arise under foreign,
state and local laws.

Treatment of ADSs

In general, aU.S. holder of ADSswill be treated as the owner of the shares represented by those
ADSsfor U.S. federd income tax purposes. Deposits or withdrawals of shares by U.S. holdersin
exchange for ADSswill not result in the redlization of gain or loss for U.S. federal income tax purposes.
U.S. holders that withdraw any shares should consult their own tax advisors regarding the treatment of
any foreign currency gain or loss on any pesos received in respect of such shares.

Taxation of Distributions

In this discussion, we use the term “dividends’ to mean distributions paid out of our current or
accumulated earnings and profits with respect to shares or ADSs. In general, the gross amount of any
dividends will be subject to U.S. federa income taxation. Dividends will be paid in pesos and will be
includible in the income of a U.S. holder in a U.S. dollar amount calculated by reference to the exchange
rate in effect on the day that they are received by the U.S. holder in the case of shares or by the depositary
in the case of ADSs. U.S. holders should consult their own tax advisors regarding the treatment of
foreign currency gain or loss, if any, on any pesos received by a U.S. holder or depositary thet are
converted into U.S. dollars on a date subsequent to receipt. Subject to certain exceptions for short-term
and hedged positions, the U.S. dollar amount of dividends received by an individual prior to January 1,
2009 with respect to the ADSs, L Sharesand A Shares will be subject to taxation at a maximum rate of
15% if the dividends are “qudified dividends.” Dividends paid on the ADSs, L Sharesand A Shares will
be treated as qualified dividends if (i) we are eligible for the benefits of a comprehensive income tax
treaty with the Untied States that the Internal Revenue Service has approved for the purposes of the
qualified dividend rules and (ii) we were not, in the year prior to the year in which the dividend was paid,
and are not, in the year in which the dividend is paid, (@) a passive foreign investment company, or PFIC,
or (b) for dividends paid prior to the 2005 tax year, a foreign persona holding company, or FPHC, or
foreign investment company, or FIC. The Tax Treaty has been approved for the purposes of the qualified
dividend rules. In addition, based on our audited financial statements and relevant market and
shareholder data, we believe that we were not treated as a PFIC, FPHC or FIC for U.S. federal income tax
purposes with respect to our 2003 or 2004 taxable years. In addition, based on our audited financial
statements and our current expectations regarding the value and nature of our assets, the sources and
nature of our income and relevant market and shareholder data, we do not anticipate becoming a PFIC for
our 2005 taxable year.
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The U.S. Treasury has announced its intention to promulgate rules pursuant to which holders of
ADSs or common stock and intermediaries through whom such securities are held will be permitted to
rely on certifications from issuers to establish that dividends are treated as qualified dividends. Because
such procedures have not yet been issued, it is not clear whether we will be able to comply with them.
Holders of ADSs and common shares should consult their own tax advisers regarding the availability of
the reduced dividend tax rate in light of their own particular circumstances.

Dividends paid by us will not be eligible for the dividends-received deduction alowed to
corporations under the U.S. Internal Revenue Code of 1986, as amended (the “ Code’).

Distributions of additional shares or ADSsto U.S. holders with respect to their shares or ADSs
that are made as part of a pro rata distribution to all of our shareholders generally will not be subject to
U.S. federal income tax.

Taxation of Dispositions

A U.S. holder will recognize gain or loss on the sale or other disposition of the sharesor ADSs in
an amount equal to the difference between the U.S. holder’ s basisin such shares or ADSs (in U.S. dollars)
and the amount realized on the disposition (in U.S. dollars, determined at the spot rate on the date of
disposition if the amount realized is denominated in a foreign currency). Gain or lossrealized by aU.S.
holder on such sale or other disposition generaly will be long-term capital gain or lossif, a the time of
disposition, the shares or ADSs have been held for more than one year. The net amount of long-term
capita gain recognized by an individua holder istaxed at areduced rate. Such gain or loss generally will
be treated as U.S. source gain or loss for U.S. foreign tax credit purposes.

Gain, if any, realized by a U.S. holder on the sale or other disposition of the shares or ADSs will
be treated as U.S. source income for U.S. foreign tax credit purposes. Consequently if a Mexican
withholding tax is imposed on the sale or disposition of L Shares or A Shares, a U.S. holder that does not
receive significant foreign source income from other sources may not be able to derive effective U.S.
foreign tax credit benefits in respect of these Mexican taxes. U.S. holders should consult their own tax
advisors regarding the application of the foreign tax credit rules to their investment in, and disposition of,
L Sharesor A Shares.

Exchange of Shares

A U.S. holder’s exchange of A Sharesfor L Shares will not congtitute a taxable event for U.S.
federa income tax purposes. An exchanging U.S. holder will have atax basisin the L Shares equal to the
basis such holder had in the exchanged A Shares. An exchanging U.S. holder’s holding period for the L
Shares will include the holding period such U.S. holder had in the A Shares before such shares were
exchanged.

A U.S. holder’s exchange of L Shares for AA Shares, pursuant to the option to exchange in
respect of such L Shares, will not congtitute a taxable event for U.S. federal income tax purposes. An
exchanging U.S. holder will have atax basisin the AA Shares received equal to the basis such holder had
in the exchanged L Shares. A U.S. holder’s holding period for AA Shares received in such an exchange
will include the holding period such U.S. holder had in the L Shares prior to such exchange.

I nformation Reporting and Backup Withholding
Dividends on, and proceeds from the sale or other disposition of, the shares or ADSs paid to a

U.S. holder generally may be subject to the information reporting requirements of the Code and may be
subject to backup withholding unless the holder:
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establishes that it is a corporation or other exempt holder; or

provides an accurate taxpayer identification number on a properly completed Internal
Revenue Service Form W-9 and certifies that no loss of exemption from backup withholding

has occurred.

The amount of any backup withholding from a payment to a holder will be allowed as a credit against the
U.S. holder’s U.S. federd income tax liability and may entitle such holder to arefund, provided that
certain required information is furnished to the Service.

U.S. Tax Consequences for Non-U.S. holders

Didributions. A holder of shares or ADSsthat is, with respect to the United States, aforeign
corporation or a non-resident aien individua (a*“non-U.S. holder”) generally will not be subject to U.S.
federa income or withholding tax on dividends received on shares or ADSs, unless such incomeis
effectively connected with the conduct by the holder of a U.S. trade or business.

Digpositions. A non-U.S. holder of shares or ADSs will not be subject to U.S. federal income or

withholding tax on gain realized on the sale of shares or ADSs, unless:

such gain is effectively connected with the conduct by the holder of a U.S. trade or business;

or

in the case of gain realized by an individua holder, the holder is present in the United States
for 183 days or more in the taxable year of the sale and certain other conditions are met.

Information reporting and backup withholding. Although non-U.S. holders generally are exempt
from backup withholding, a non-U.S. holder may be required to comply with certification and
identification procedures in order to establish its exemption from information reporting and backup

withholding.

CORPORATE GOVERNANCE PRACTICES

Pursuant to Section 303A.11 of the Listed Company Manud of the New Y ork Stock Exchange
(NY SE) and Rule 4350(a)(1) of the NASDAQ Stock Market, Inc. (NASDAQ) Marketplace Rules, we are
required to provide a summary of the significant ways in which our corporate governance practices differ
from those required for U.S. companies under the NY SE and NASDAQ listing standards.

The table below discloses the significant differences between our corporate governance practices
and the NY SE and NASDAQ standards.

NYSE Standards

Director Independence. Majority
of board of directors must be
independent. “ Controlled
companies,” which would include
our company if wewerea U.S.
issuer, are exempt fromthis
requirement. A controlled company
is one in which more than 50% of
the voting power isheld by an

NASDAQ Standards

Director Independence. Majority
of board of directors must be
independent and directors deemed
independent must be identified in a
listed company’ s proxy statement
(or annual report on Form 10-K or
20-F if theissuer doesnot filea
proxy statement). “ Controlled
companies,” which would include

0
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Director Independence. Pursuant
to the Mexican Securities Market
Law and our bylaws, our
shareholders are required to appoint
aBoard of Directors of between five
and 20 members, 25% of whom
must be independent as defined
under the Mexican Securities
Market Law. Our Board of



NYSE Standards

individual, group or another
company, rather than the public.
§303A.01

NASDAQ Standards

our company if wewerea U.S.
issuer, are exempt fromthis

reguirement. A controlled company

is one in which more than 50% of
the voting power isheld by an
individual, group or another
company, rather than the public.
Rules 4350(c)(1) & (c)(5)
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Directorsis not required to make a
determination as to the
independence of our directors.

The definition of independence
under Mexican law differsfrom the
NY SE and NASDAQ standards.
Under Article 14 Bis of the Mexican
Securities Market Law, adirector is
not independent if such director is:

@) an employee or officer of
the company (one-year cooling
off period);

(i) ashareholder that,
without being an employee or
officer of the company, has
influence or authority over the
company’ s officers;

(iii) aconsultant, or partner or
employee of a consultant, to the
company or its affiliates, where
the income from the company
represents 10% or more of the
overall income of such
consultant;

(iv) an important client,
supplier, debtor or creditor (or a
partner, director or employee
thereof). A client and supplier is
considered important where its
salesto or purchases from the
company represent more than
10% of the client’s or supplier’s
total sales or purchases. A debtor
or creditor is considered
important whenever its sales to or
purchases from to the company
represent more than 15% of the
debtor’sor creditor’ stotal sales
or purchases;

(V) an employee of anon-
profit entity that receives
contributions from the company
that represent more than 15% of
the total contributions received,;



NYSE Standards

Executive Sessions. Non-
management directors must meet
regularly in executive sessions
without management. |ndependent
directors should meet alonein an
executive session at least once a
year. 8303A.03

Nominating/Corporate Governance
Committee. Nominating/cor porate
gover nance committee of
independent directorsisrequired.
The committee must have a charter
specifying the purpose, duties and
evaluation procedures of the
committee. “ Controlled

companies’ are exempt fromthese
requirements. §303A.04

Compensation Committee.
Compensation committee of
independent directorsisrequired,
which must evaluate and approve
executive officer compensation. The
committee must have a charter
specifying the purpose, duties and
evaluation procedures of the
committee. “ Controlled

NASDAQ Standards

Executive Sessions. Independent
directors must meet regularlyin
executive sessions at which only
independent directors are present.
Rule 4350(c)(2)

Nominating Committee. Director
nominees must be selected, or
recommended for the board’s
selection, either by a nominating
committee comprised solely of
independent directorsor by a
majority of independent directors.
Each listed company also must
certify that it has adopted a formal
charter or board resolution
addressing the nominations process.
“ Controlled companies’ are exempt
fromthis requirement. Rules
4350(c)(4)(A)-(B) & ()(5)

Compensation Committee. CEO
compensation must be determined,
or recommended to the board for
determination, either by a
compensation committee comprised
solely of independent directorsor a
majority of the independent
directors and the CEO may not be
present during voting or
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(vi) aCEO or other high
ranking officer of another
company in which theissuer’s
CEOQ or other high ranking
officer isamember of the Board
of Directors; or

(vii)  a“family member”
related to any of the persons
mentioned abovein (i) through

(vi).

“Family member” includes a
person’ s spouse, concubine or other
relative of up to three degrees of
consanguinity and affinity, in the
case of (i) and (ii) above, and a
spouse, concubine or other relative
of up to one degree of consanguinity
or affinity in the case of (iii) through
(vi) above.

Executive Sessions. Our non-
management directors have not held
executive sessions without
management in the past, and under
our bylaws and applicable Mexican
law, they are not required to do so.

Nominating Committee. We do not
have a nominating committee or
corporate governance committee.
We are not required to have a
nominating/corporate governance
committee, and it is not expressly
recommended by the Mexican Code
of Best Corporate Practices.

As acontrolled company, we would
be exempt from this requirement if
we were a U.S. issuer.

Compensation Committee. Weare
not required to have a compensation
committee. Asrecommended by
the Mexican Code of Best Corporate
Practices, we have an evaluation

and compensation committee, the
members of which are independent,
asindependence is defined under
the Mexican Securities Market Law.



NYSE Standards

companies’ are exempt fromthis
requirement. 8303A.05

Audit Committee. Audit committee
satisfying the independence and
other requirements of Rule 10A-3
under the Exchange Act and the
mor e stringent requirements under
the NYSE standardsisrequired.
§8303A.06, 303A.07

Equity Compensation Plans.
Equity compensation plans require
shareholder approval, subject to
limited exemptions. §8303A.08 &
312.03

NASDAQ Standards

deliberations. Compensation of all
other executive officers must be
determined in the same manner,
except that the CEO, and any other
executive officers, may be present.

“ Controlled companies’ are exempt
fromthisrequirement. Rules
4350(c)(3)(A)-(B) & (c)(5)

Audit Committee. Audit committee
satisfying the independence and
other requirements of Rule 10A-3
under the Exchange Act and the
mor e stringent requirements under
the NASDAQ standardsisrequired.
Rule 4350(d)

Equity Compensation Plans.
Equity compensation plansrequire
shareholder approval, subject to
limited exemptions. Rule
4350(i)(1)(A)
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Asacontrolled company, we would
be exempt from this requirement if
wewerea U.S. issuer.

Audit Committee. We have an audit
committee of three members. Each
member of the audit committeeis
independent, as independenceis
defined under the Mexican
Securities Market Law, and also
meets the independence
regquirements of Rule 10A-3 under
the U.S. Securities Exchange Act of
1934, as amended. Our audit
committee operates primarily
pursuant to awritten charter adopted
by our Board of Directors. For a
detailed description of the duties of
our audit committee, see ltem 6.
Directors and Officers of

Regi strant—Audit Committee.

Equity Compensation Plans.
Shareholder approval is not
expressly required under Mexican
law or our bylaws for the adoption
and amendment of an equity-
compensation plan. However,
regulations of the Mexican Banking
and Securities Commission require
shareholder approval under certain
circumstances.



NYSE Standards

Shareholder Approval for Issuance
of Securities. Issuances of
securities (1) that will resultina
change of control of theissuer, (2)
that areto arelated party or
someone closely related to a related
party, (3) that have voting power
equal to at least 20% of the
outstanding common stock voting
power before such issuance or (4)
that will increase the number of
shares of common stock by at least
20% of the number of outstanding
shares before such issuance require
shareholder approval. §8312.03(b)-
(d)

Code of Business Conduct and
Ethics. Corporate governance
guidelines and a code of business
conduct and ethicsisrequired, with
disclosure of any waiver for
directors or executive officers. The
code must contain compliance
standards and procedures that will
facilitate the effective operation of
the code. §303A.10

Conflicts of Interest.

Determination of how to review and
overseerelated party transactionsis
|eft to the listed company. The audit
committee or comparable body,
however, could be considered the
forumfor such review and
oversight. §307.00. Certain
issuances of common stock to a
related party require shareholder
approval. §312.03(b)

Solicitation of Proxies. Solicitation
of proxies and provision of proxy
materialsisrequired for all
meetings of shareholders. Copies of
such proxy solicitationsare to be
provided to NYSE. §8402.00 &
402.04

NASDAQ Standards

Shareholder Approval for | ssuance
of Securities. Issuances of
securities (1) that will result in a
change of control of theissuer, (2)
in connection with certain
acquisitions of the stock or assets of
another company or (3) in
connection with certain transactions
other than public offeringsrequire
shareholder approval. Rules
4350(i)(1)(B)-(D)

Code of Business Conduct and
Ethics. Corporate governance
guidelines and a code of business
conduct and ethicsisrequired, with
disclosure of any waiver and the
reasons for such waiver for
directors or executive officers. The

code must include an enforcement
mechanism. Rule 4350(n)

Conflicts of Interest. Appropriate
review of all related party
transactions for potential conflict of
interest situations and approval by
an audit committee or another
independent body of the board of
directors of such transactionsis
required. Rule 4350(h)

Solicitation of Proxies. Solicitation
of proxies and provision of proxy
materialsisrequired for all
meetings of shareholders. Copies of
such proxy solicitations are to be
provided to NASDAQ. Rule 4350(g)

Our_Corporate Governance
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Shareholder Approval for | ssuance
of Securities. Mexican law and our
bylaws require us to obtain
shareholder approval of the issuance
of equity securities.

Code of Business Conduct and
Ethics. We have adopted a code of
ethics, which has been accepted by
all of our directors and executive
officers and other personnel. A
copy of our code of ethicsis
available on our web site:

www.tel mex.com.

Conflictsof Interest. In accordance
with Mexican law and our bylaws,
the audit committee must provide an
opinion regarding any transaction
with arelated party that is outside of
the ordinary course of business,
which must be approved by the
Board of Directors.

Solicitation of Proxies. We are not
required under Mexican law to
solicit proxies or provide proxy
materials for meetings of
shareholders. In accordance with
Mexican law and our bylaws, we
inform shareholders of all meetings
by public notice, which states the
requirements for admission to the
meeting. Under the deposit
agreement relating to our ADSs,
holders of our ADSs receive notices
of shareholders’ meetings and,
where applicable, instructions on



NYSE Standards

NASDAQ Standards

Peer Review. A listed company
must be audited by an independent
public accountant that (i) has
received an external quality control
review by an independent public
accountant (“ peer review” ) that

Our_Corporate Governance
Practices

how to vote at the shareholders’
meeting either in person or through
aperson having a proxy specifically
designated by the shareholder.

Peer Review. Mancera, S.C,, a
member practice of Ernst & Y oung
Global, our independent auditor, is
not subject to “ peer review” as such
term is defined in Marketplace Rule
4350(k).

determines whether the auditor’s
system of quality control isin place
and operating effectively and
whether established policies and
procedures and applicable auditing
standards are being followed or (ii)
isenrolled in a peer review
program and within 18 months
receives a peer review that meets
acceptable guidelines. Rule 4350(k)

DOCUMENTSON DISPLAY

We file reports, including annual reports on Form 20-F, and other information with the SEC
pursuant to the rules and regulations of the SEC that apply to foreign private issuers. Y ou may read and
copy any materials filed with the SEC at its Public Reference Room at 450 Fifth Street, N.W.,
Washington, D.C. 20549. Y ou may obtain information on the operation of the Public Reference Room
by calling the SEC at 1-800-SEC-0330. Asaforeign private issuer, we have been required to make
filings with the SEC by electronic means since November 2002. Any filings we make eectronically will
be available to the public over the Internet at the SEC’sweb site at www.sec.gov and at our web site at
www.telmex.com. (This URL isintended to be an inactive textual reference only. It isnot intended to be
an active hyperlink to our web site. The information on our web site, which might be accessible through
a hyperlink resulting from this URL, is not and shall not be deemed to be incorporated into this Annual
Report.)
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Item 11. Quantitative and Qualitative Disclosuresabout Market Risk
EXCHANGE RATE AND INTEREST RATE RISKS

We are exposed to market risk from changes in currency exchange rates, changes in interest rates
and changes in market prices of publicly traded securities.

Interest rate risk exists principally with respect to our indebtedness that bears interest at floating
rates. We had P.54,310 million of indebtedness bearing interest at floating rates at December 31, 2004.
In 2002, we began entering into interest rate swaps under which we pay fixed-rate interest in pesos and
receive floating-rate interest in pesos. 1n 2003, we began entering into U.S. dollar-denominated interest
rate swaps under which we pay fixed-rate interest in U.S. dollars and receive floating-rate interest in U.S.
dollars. See Item 5. Operating and Financial Review and Prospects—Hedging.

Exchange rate risk exists principally with respect to our indebtedness denominated in currencies
other than Mexican pesos. As of December 31, 2004, indebtedness denominated in foreign currencies
was P.81,291 million, of which P.75,718 million was denominated in U.S. dollars, P.4,344 million was
denominated in Brazilian reais and P.1,229 million was denominated in other foreign currencies.

Market price risk exists principally with respect to our publicly-traded marketable securities. As
of December 31, 2004, we had P.6,146 million in marketable securities, which we hold for trading
purposes. Our marketable securities are carried at market value, and gains and losses are recognized in
our statement of income. We do not use any derivative instruments to hedge our marketable securities.

We regularly assess our exposure and monitor opportunities to manage these risks, for example
through the use of financia instruments. From time to time we use financid instruments to manage our
market risk exposures. Since late 2001, we have entered into hedging transactions with respect to our
U.S. dollar-denominated indebtedness. We use these transactions, which may be foreign exchange
forward exchange and option contracts, to hedge against changes in the exchange rate between the U.S.
dollar and the Mexican peso. See Item 5. Operating and Financial Review and Prospects—Hedging.

SENSITIVITY ANALYSISDISCLOSURES
Exchange Rates

The potentid lossin fair vaue of financia instruments held at December 31, 2004 that would
have resulted from a hypothetical, instantaneous and unfavorable 10% change in currency exchange rates
would have been approximately P.6,300 million. Such a change in currency exchange rates would also
have resulted in additional interest expense of approximately P.293 million per year, assuming no change
in the principal amount of such indebtedness, reflecting the increased costs in pesos of servicing foreign
currency indebtedness. This sensitivity analysis assumes an instantaneous unfavorable 10% change in
exchange rates affecting the foreign currencies in which our indebtedness is denominated.

Interest Rates

The potential lossin fair market value of financial instruments held at December 31, 2004 that
would have resulted from a hypothetical, instantaneous and unfavorable change of 100 basis pointsin the
interest rate applicable to such financia instruments would have been approximately P.784 million. This
effect would be fully attributable to the impact of the interest rate change on fixed-rate financial assets
and liabilities. A hypothetical, instantaneous and unfavorable change of 100 basis points in the interest
rate applicable to floating-rate financial assets and liabilities held at December 31, 2004 would have
resulted in additional interest expense of approximately P.378 million per year, assuming no changein the
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principal amount of such indebtedness. The above sensitivity analyses are based on the assumption of an
unfavorable 100 basis point movement of the interest rates applicable to each homogeneous category of
financia assets and liabilities. A homogeneous category is defined according to the currency in which
financial assets and liabilities are denominated and assumes the same interest rate movement with each
homogeneous category. Asaresult, interest rate risk sengitivity analysis may overstate the impact of
interest rate fluctuations for such financial instruments, as consistently unfavorable.

Market Prices

The potentid lossin fair vaue of marketable securities held at December 31, 2004 that would
have resulted from a hypothetical, instantaneous and unfavorable 10% change in the market price of such
securities would have been approximately P.615 million.

Item 12. Description of Securities Other Than Equity Securities
Not applicable.
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PART Il
Item 13. Defaults, Dividend Arrearages and Delinquencies
None.
Item 14. Material Modificationsto the Rights of SecuritiesHoldersand Use of Proceeds

None.

Item 15. Controlsand Procedures

We carried out an evaluation under the supervision and with the participation of our management,
including our chief executive officer and chief financia officer, of the effectiveness of the design and
operation of our disclosure controls and procedures as of December 31, 2004. There are inherent
limitations to the effectiveness of any system of disclosure controls and procedures, including the
possibility of human error and the circumvention or overriding of the controls and procedures.
Accordingly, even effective disclosure controls and procedures can only provide reasonable assurance of
achieving their control objectives. Based upon our evaluation, our chief executive officer and chief
financial officer concluded that the disclosure controls and procedures as of December 31, 2004 were
effective to provide reasonable assurance that information required to be disclosed in the reports we file
and submit under the Securities Exchange Act is recorded, processed, summarized and reported as and
when required.

There has been no change in our interna control over financial reporting during 2004 that has
materialy affected, or is reasonably likely to materialy affect, our interna control over financia

reporting.
Item 16A. Audit Committee Financial Expert

Antonio del Valle Ruiz, the chairman of our audit committee and one of our alternate directors,
has financia experience as required by the mandate of our audit committee. Our Board of Directors has
established that Mr. del Valle Ruiz is an audit committee financia expert. Mr. del Valle Ruiz, who
studied accounting at the Escuela Bancaria y Comercial, acquired his expertise through his role as chief
executive officer at various Mexican banks over the last 35 years. Mr. del Vale Ruiz is independent, as
audit committee member independence is defined in Rule 10A-3 under the U.S. Securities Exchange
Act of 1934, asamended. See Item 6. Directors and Officers of Registrant—Audit Committee.

Item 16B. Codeof Ethics

We have adopted a code of ethics, as defined in Item 16B of Form 20-F. Our code of ethics
appliesto al our personnel, including our chief executive officer, chief financial officer, principal
accounting officer and persons performing similar functions. Our code of ethicsis available on our web
site at www.telmex.com. If we amend the provisions of our code of ethics that apply to our chief
executive officer, our chief financial officer, our principal accounting officer and persons performing
smilar functions, or if we grant any waiver of such provisions, we will disclose such amendment or
waiver on our web site at the same address.



Item 16C. Principal Accountant Feesand Services
Audit and Non-Audit Fees

The following table sets forth the fees billed to us by our independent auditors, Mancera, S.C., a
member practice of Ernst & Y oung Global, an independent, registered public accounting firm, and by
other Ernst & Y oung Global members during the fiscal years ended December 31, 2004 and 2003:

Year ended December 31,

2004 2003

(in thousands of constant pesos as of
December 31, 2004)

AUIT FEES ...ttt e bbb P. 40,732 P. 23,648
AUIT-TElBEEA FEES......coeeeeeeerere s 2,086 1,167
TAX FEES ..t 2,343 911
OFNEN FEES ...t 959 2,203

TOLAl FEES ...t P. 46,120 P. 27,928

Audit fees in the above table are the aggregate fees billed by Mancera, S.C. in connection with
the audit of our annual financial statements, the review of our interim financial statements and statutory
and regulatory audits.

Audit-related fees in the above table are fees billed by Mancera, S.C. for the review of reports on
our operations submitted to Cofetel.

Tax feesin the above table are fees billed by Mancera, S.C. for tax compliance services.

Other feesin the above table are fees hilled by Mancera, S.C. primarily related to evaluation of
the security of our information technology in 2004 and assistance in information technology services, an
evaluation of our internal auditing functions and training in 2003.

The increase in 2004 in each of the four fees billed to us by Mancera, S.C. was aresult of the
consolidation of our non-Mexican operations.

Audit Committee Approval Policies and Procedures

Our audit committee has established pre-approval policies and procedures for the engagement of
our independent auditors for services. Such policies and procedures outline services that require specific
approval on a case-by-case basis and general services that have been approved in advance by the audit
committee, which include statutory and regulatory audits, tax compliance and evaluation of the security of
our information technology. Prior to providing any services that require specific pre-approval, our
independent auditor, together with our chief financial officer, will jointly present to the audit committee a
request for agpproval of audit services, in which such persons confirm that the request complies with
applicable rules.

Item 16D. Exemptionsfrom the Listing Standardsfor Audit Committees

Not applicable.



Item 16E. Purchases of Equity Securities by the Issuer and Affiliated Purchasers

The following table provides information on L Shares purchased by our company and affiliated

purchasers in 2004:

Weighted Approximate
Average Price  Peso Value (in
Total Number Paid per L Thousands) of L
of L Shares Share Sharesthat May
Purchased as Purchased as Yet Be

Weighted Part of the Part of the Purchased
Total Number  Average Price Share Share Under the Share

Y ear ended of L Shares Paid per L Repurchase Repurchase Repurchase

December 31, 2004  Purchased® Share Program® Program Program®
January 1-31......ccceeeenee 60,994,300 P. 18.78 60,994,300 P. 18.78 P. 766,358
February 1-29............... 127,700,000 19.14 39,700,000 19.20 1,362
March 1-31.....cccouvvrenes 226,946,100 19.04 78,446,100 19.01 10,507,665
April 1-30.....ccvvvevernnenns 131,597,700 20.13 79,400,000 20.16 8,904,107
May 1-31L....cccovrrrrrenns 112,405,300 19.07 63,028,100 19.05 7,700,588
June 1-30.....cccverrrrrrennene 107,793,600 19.04 59,119,100 19.03 6,573,046
July 1-31...rereiene 137,161,600 17.89 63,717,000 17.95 5,426,190
August 1-31.....cocveveenes 125,328,800 18.00 65,550,000 17.99 4,243,580
September 1-30............ 118,783,300 18.74 57,857,000 18.73 3,157,520
October 1-31........ccco..... 128,690,700 18.86 58,361,700 18.85 2,054,886
November 1-30............. 35,592,090 20.15 34,000,000 20.25 9,364,005
December 1-31............. 47,671,100 20.19 47,671,100 20.19 8,400,153

Total/Average.............. 1,360,664,590 P. 18.96 707,844,400 P. 19.05

(1) Wedo not repurchase our L Shares other than through the share repurchase program. An aggregate of
652,820,190 L Shares were purchased by our affiliated purchasersin 2004. These shares were purchased

through open-market transactions.

(2) Weperiodically repurchase our L Shares on the open market using funds authorized by our shareholders
specifically for the repurchase of L Sharesand A Shares by us at our discretion. On March 1, 2004, our
shareholders authorized an additional P.12,000,000,000 for the repurchase of L Shares and A Shares, and on
November 30, 2004, our shareholders authorized an additional P.8,000,000,000 for the repurchase of L

Sharesand A Shares.

(3) Thisisthe approximate peso amount available at the end of the period for purchases of both L Sharesand A
Shares pursuant to the share repurchase program. These are nominal figures and have not been restated for

inflation.
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The following table provides information on A Shares purchased by our company and affiliated
purchasers in 2004

Weighted Approximate
Average Price  Peso Value (in
Total Number Paid per A Thousands) of A

of A Shares Share Sharesthat May
Purchased as  Purchased as Yet Be
Weighted Part of the Part of the Purchased
Total Number  Average Price Share Share Under the Share
Y ear ended of A Shares Paid per A Repurchase Repurchase Repurchase
December 31, 2004  Purchased® Share Program® Program Program®
January 1-31......cccoceeeee 152,500 P. 18.64 152,500 P. 18.64 P. 766,358
February 1-29............... 150,400 19.29 150,400 19.29 1,362
March 1-31......ccoeeunenee. 130,400 18.87 130,400 18.87 10,507,665
April 1-30.....cccveenienenae 137,900 20.09 137,900 20.09 8,904,107
May 1-31...cccoonrnerrenns 144,700 18.76 144,700 18.76 7,700,588
June 1-30....cccccenrerenienenae 134,000 18.94 134,000 18.94 6,573,046
July 1-31...iiiinee 178,700 17.81 178,700 17.81 5,426,190
August 1-31.....coccevieennee 195,900 18.23 195,900 18.23 4,243,580
September 1-30............ 126,500 18.74 126,500 18.74 3,157,520
October 1-31.....ccceee. 151,400 18.74 151,400 18.74 2,054,886
November 1-30............. 121,700 20.14 121,700 20.14 9,364,005
December 1-31............. 74,100 20.16 74,100 20.16 8,400,153
Total/Average............. 1,698,200 P. 18.92 1,698,200 P. 18.92

(1) NoA Shareswere purchased by usor our affiliated purchasers in 2004 other than through our share
repurchase program.

(2) Weperiodically repurchase our A Shares on the open market using funds authorized by our shareholders
specifically for the repurchase of L Sharesand A Shares by us at our discretion. On March 1, 2004, our
shareholders authorized an additional P.12,000,000,000 for the repurchase of L Shares and A Shares, and on
November 30, 2004, our shareholders authorized an additional P.8,000,000,000 for the repurchase of L
Sharesand A Shares.

(3) Thisisthe approximate peso amount available at the end of the period for purchases of both L Sharesand A
Shares pursuant to the share repurchase program. These are nominal figures and have not been restated for
inflation.

PART 111
Item 17. Financial Statements

Not applicable.
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Item 18. Financial Statements

See pages F-1 through F-56, incorporated herein by reference.

Item 19. Exhibits

Documents filed as exhibits to this Annual Report:

11

21

2.2

2.3

3.1

4.1

4.2

4.3

4.4

4.5

Amended and restated bylaws (estatutos sociales) of Teléfonos de México, SA. deC.V.,
dated as of April 28, 2005, together with an English trandation.

L Share Deposit Agreement (incorporated by reference to our registration statement on
Form F-6 (File No. 333-11362) filed on January 14, 2000).

Form of A Share Deposit Agreement (incorporated by reference to our registration
statement on Form F-6 (File No. 333-12936) filed on November 29, 2000).

Loan Agreement, dated as of July 15, 2004, among Teléfonos de México, SA. deC.V., as
borrower, the lenders party thereto, Citibank, N.A., as administrative agent, and ABN
Amro Bank N.V., BBVA Securities Inc., The Bank of Tokyo-Mitsubishi, Ltd., Cgade
Ahorrosy Monte de Piedad de Madrid, Citigroup Globa Markets Inc., HSBC Securities
(USA) Inc., ING Capita LLC and The Bank of Nova Scotia, as Mandated Lead
Arrangers.

Agreement dated December 20, 2000 between Carso Globa Telecom, SA. de C.V. and
SBC International, Inc. (incorporated by reference to our annua report on Form 20-F for
the year ended December 31, 2000 (File No. 1-10749) filed on May 4, 2001).

Concession dated March 10, 1976 between Teléfonos de México, S.A. de C.V. and the
Mexican Ministry of Communications and Transportation, together with an English
trandation (incorporated by reference to our registration statement on Form F-1 (File No.
033-39893) filed on April 9, 1991).

Concession Amendment dated August 10, 1990 between Teléfonos de México, SA. de
C.V. and the Mexican Ministry of Communications and Transportation, together with an
English trandation (incorporated by reference to our registration statement on Form F-1
(File No. 033-39893) filed on April 9, 1991).

Management Services Agreement dated January 3, 2005 between Teléfonos de México,
SA. deC.V. and Carso Global Telecom, S.A. de C.V. (English trandation).

Management Services Agreement dated January 2, 2001 between Teléfonos de México,
SA. de C.V. and SBC International Management Services Inc. (incorporated by reference
to our annua report on Form 20-F for the year ended December 31, 2003 (File No. 1-
10749) filed on June 28, 2004).

Amendment, dated January 31, 2005, to Management Services Agreement, dated January

2, 2001, between Teléfonos de México, SA. de C.V. and SBC International Management
Services Inc.
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4.6

7.1

8.1

12.1

12.2

13.1

15.1

Stock Purchase Agreement, dated as of April 9, 2005, by and among Verizon
Communications Inc., Eli Acquisition, LLC, Global Telecom LLC, Inmobiliaria Inbursa,
S.A.deC.V., Promotoralnbursa, SA. de C.V., Banco Inbursa, S.A. Institucion de Banca
Multiple Grupo Financiero Inbursa, Inmobiliaria parael Desarrollo de Proyectos, SA. de
C.V., Orient Star Holdings LLC and Commercia LLC (incorporated by reference to
Exhibit 2.1 to Verizon's Current Report on Form 8-K filed on April 11, 2005).

Calculation of ratios of earnings to fixed charges.

List of subsidiaries of Teléfonos de México, SA. deC.V.

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Consent of Mancera, S.C., to the incorporation by reference into the effective registration
statement on Form F-3 of Teléfonos de México, SA. de C.V. (File No. 333-111040) of its

report with respect to the consolidated financial statements of Teléfonos de México, SA.
de C.V., which appears in this Annua Report on Form 20-F.

The exhibits do not include any instrument defining the rights of holders of long-term debt of the
registrant or of its subsidiaries for which consolidated or unconsolidated financial statements are required
to be filed when under such instrument the total amount of securities authorized does not exceed 10% of
the total assets of the registrant and its subsidiaries on a consolidated basis. The registrant agrees to
furnish a copy of any such instrument to the Securities and Exchange Commission upon its request.
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SIGNATURE

Pursuant to the requirements of Section 12 of the Securities Exchange Act of 1934, the registrant
certifies that it meets al of the requirements for filing on Form 20-F and has duly caused this Annual
Report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: June 27, 2005
TELEFONOSDE MEXICO, SA. DEC.V.
By: /¢ Adolfo Cerezo Pérez

Name Adolfo Cerezo Pérez
Title:  Chief Financia Officer




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders of
Teléfonos de México, SA.deC.V.

We have audited the accompanying consolidated balance sheets of Teléfonos de México, S.A. de
C.V. and subsidiaries as of December 31, 2004 and 2003, and the related consolidated statements of
income, changes in stockholders equity and changes in financia position for each of the three years in the
period ended December 31, 2004. These financia statements are the responsibility of the Company's
management. Our responsbility is to express an opinion on these financia statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in Mexico and
with the standards of the Public Company Accounting Oversight Board (United States of America). Such
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of materia misstatement. We were not engaged to perform an audit of the
Company’s internal control over financia reporting. Our audit included consideration of internal control
over financid reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and the significant estimates made by management, and
evauating the overal financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in al materia respects,
the consolidated financial position of Teléfonos de México, SA. de C.V. and subsidiaries at December
31, 2004 and 2003, and the consolidated results of their operations, changes in their stockholders equity
and changes in their financia position for each of the three years in the period ended December 31, 2004,
in conformity with accounting principles generally accepted in Mexico, which differ in certain respects
from those followed in the United States of America (see Note 19).

Mancera, S.C.
A member firm of
Erngt & Young Global

/s C.P.C. Fausto Sandoval Amaya

C.P.C. Fausto Sandoval Amaya

Mexico City, Mexico
February 28, 2005, except for Notes 2, 6, 15 g)
and 19, asto which the date is April 14, 2005



TELEFONOSDE MEXICO, SA. DE C.V. AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF INCOME
(In thousands of Mexican pesos, except earnings per share, with purchasing power at December 31, 2004)

Operating revenues:
LOCEl SENVICE......ceveciereeeireeeeereser e sesrens s e s erree s e en e eneeens
Domestic long-distance service.....
International 10nNg-distanCe SErVICE.... ..o v ieei i i e
Interconnection service ................ e
Corporate networks..

Operating costs and expenses:
Cost Of SAES AN SENVICES......coeeeeecciicetrece e
Commercial, administrative and general expenses..
Trangport and iNterCoNNECHION. .......o.oviee it
Depreciation and amortization (Notes 4 to 6) (includes
P. 21,552,314 in 2004, P. 20,491,765 in 2003 and
P. 20,252,371 in 2002, respectively, not included in cost of
SAESANA SEIVICES). .. ettt

OPErating INCOME.......couiuiuieieeriieies ettt s e sheete bbb ean e e e e

Comprehensivefinancing cost:
INEENESE INCOME. ...ttt ettt st e
Interest expense...............
Exchange (gain) loss, net
MONELAY GaAIN, NEL....cet e e

Income before income tax and employee profit sharing............c.coceeeeenee.

Provisionsfor (Note 16):

Employee profit SHaring.........cueereeneeiee e et e aeees

Income before equity interest in net loss of affiliates..............coooveveeiininnn.

Equity interest in net 10ss of affiliates.............oovviiiiniiii e

N INCOME. ..t e e e e e e e e

Distribution of net income:
MEOFILY INEEFESE.......eeereeirer ettt
MINOFILY INEEIESE. ... .. ettt

Magjority net income per share:

Year ended December 31,

Millions of

us.

dollars,

except for

earnings
per share

2004 2003 2002 2004
P. 56,953,119 P. 56,667,170 P. 58,093,880 $ 5,056
24,904,666 18,818,312 19,179,034 2,211
10,674,687 9,112,445 9,911,544 948
19,199,027 18,477,105 17,019,161 1,704
13,283,645 8,973,947 9,386,892 1,179
7,818,109 5,380,763 4,234,505 694
5,968,704 5,482,626 5,500,451 530
138,801,957 122,912,368 123,325,467 12,322
30,141,264 28,158,412 27,971,000 2,676
22,118,624 18,141,084 18,098,911 1,964
19,938,733 13,063,792 12,555,362 1,770
22,947,443 21,767,428 21,402,476 2,037
95,146,064 81,130,716 80,027,749 8,447
43,655,893 41,781,652 43,297,718 3,875
(2,981,301) (3,144,931) (1,374,473) (265)
6,378,483 6,059,381 6,612,418 566
(26,119) 3,295,569 4,861,357 ©
(2,849,570) (1,737,705) (3,057,178) (253
521,493 4,472,314 7,042,124 46
43,134,400 37,309,338 36,255,594 3,829
12,362,023 10,787,099 11,293,798 1,097
2,822,195 2,719,368 3,283,781 251
15,184,218 13,506,467 14,577,579 1,348
27,950,182 23,802,871 21,678,015 2,481
(114,856) (187,965) (275,302) (10)
P. 27,835,326 P. 23,614,906 P. 21,402,713 $ 2471
P. 27,496,601 P. 23,614,906 P. 21,402,713 $ 2441
338,725 30
P. 27,835,326 P. 23,614,906 P. 21,402,713 $ 2471
P. 2.300 P. 1.897 P. 1.648 $ 0.204
P. 2.293 P. 1.845 P. 1.619 $ 0204

The accompanying notes are an integral part of these financial statements.
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TELEFONOSDE MEXICO, SA. DE C.V. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

ASSETS
Current assets:
Cash and cash equivalents..... .
Marketable securities and |nstruments avallablefor sale (Note 2) ................
Accountsreceivable, Net (NOLE3)........ouvi e e
Inventoriesfor sae, net

TOE CUITENTE BSSELS. ..o veeencreeceeeeieeseiersie s ettt eren e e e
Plant, property and equipment, net (NOtE 4)..........oviviiniiiiiiieie e
Inventories, primarily for operation of thetelephone plant, net.......................
Licenses, NEL (NOE5)...... .. ittt e et et e e eeeieeeneanens
Equity investmentS (NOLE 6) .......c.uvviiriii et et et e e
Net projected aSSEt (NOLE 7). ... .vvvee e et e ettt e
Deferred taxes (NOLE 16)........ccueureeueurirereieireeieieisieie st ssaens

GOOAWill, NEE (NOLE B)... ...t e

LIt = S = PP

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Short-term debt and current portl on of Iong -term debt (Note 8) ...................
Accounts payable (Note 10)....
Accrued liahilities (Note 14)..
Taxespayable.......cocoeereeeerecrneniereenns
Deferred creditS(NOtE9)......vunei e e e

Total CUrrent [1abilitiES........oeveeeeeereee e e e e e e e e e e

Long-term debt (NOLE 8).........vuruieriiieer it ettt e e e e
Labor obligations (NOLE 7). ..c.cueueererieeie e e e ettt e e et ettt e e
Deferred taxeS (NOE 16). .. ... eveeeeiie ettt et

Total AbIlItIES. .. ... eeee e
Stockholders' equity (Note 15):
Capital stock:

HISIOMCAl ... e e e
ReStAtEMENt INCIEMENE. ... .ttt e e

Premiumon sale of Shares............vvviiiiiiii e
Retained earnings:
PrIOT YEBAIS ...t e e
Netincomefor theYEar.........oouii i
Other accumulat ed comprehensive iNCOMe itemS. ........... e e

Majority StOCKNOIAErS EQUILY.......c.ceveeimereiereieieiririeirese st
MINOFIEY INEEIESE. ...ttt

Total SLOCKNOIAErS' EQUILY ......vueeeereeerescereeeeeseeeeseseireees e et e e e e ee e e eaae

Tota lighilities and Stockholders’ QUILY.........ouevereiceree et e

December 31,

Millions

of U.S.

dollars

2004 2003 2004

P. 20,499,003 P. 10,717,647 $ 1,820
6,145,745 7,737,401 546
30,418,857 20,458,911 2,700
1,355,505 945,367 120
1,992,660 1,822,184 177
60,411,770 41,681,510 5,363
151,988,780 127,344,984 13,492
2,186,020 1,301,155 194
3,193,161 617,395 284
793,599 876,634 70
25,622,601 23,495,279 2,275
5,329,575 473
3,782,899 86,082 336
P. 253,308,405 P. 195,403,039 $ 22,487
P. 13,194,448 P. 21,313,598 $ 1171
17,994,716 9,909,848 1,597
8,287,541 5,288,907 736
7,264,015 1,325,322 645
2,067,065 1,337,429 184
48,807,785 39,175,104 4,333
76,846,696 50,928,961 6,822
1,724,572 153
18,101,653 21,515,768 1,607
145,480,706 111,619,833 12,915
295,811 302,730 26
27,706,007 28,825,270 2,460
28,001,818 29,128,000 2,486
18,751,954 12,003,539 1,665
85,840,003 83,132,681 7,620
27,496,601 23,614,906 2,441
113,336,604 106,747,587 10,061
(66,220,487) (64,095,920) (5,879)
93,869,889 83,783,206 8,333
13,957,810 1,239
107,827,699 83,783,206 9,572
P. 253,308,405 P. 195,403,039 $ 22,487

The accompanying notes are an integral part of these financia statements.
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TELEFONOSDE MEXICO, SA. DE C.V. AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF CHANGESIN FINANCIAL POSITION

(In thousands of Mexican pesos with purchasing power at December 31, 2004)

Year ended December 31,

Operating activities:
NELINCOME. ...t s e et e e e ae e
Add (deduct) items not requiring the use of resources:
DEDIECILION. ... .« et sttt reeien e e sesertieee e eean e
AMOTTIZAEION. ...ttt st sbebebeere e e eene
Deferred taxes.......oovvervee v veecrrenenens
Equity interest in net 10ss of affiliates..........coovveeeriveein e
Adjustment to vaue of equity iNVeStMeNnts.........ccc.. v iiivnicceeececenenn.
Changes in operating assets and liabilities:
Decrease (increase) in:
Marketahl@ SECUNTIES.......c.cucviveieieieieiese s
ACCOUNES TECEIVADIE. ...t et
Inventories for sale.....
Prepaid EXPENSES.....c.cuiuriririrerirerie st et eteie ettt e e e e e e st e
Increase (decrease) in:
Labor obligations:
NEL PEFTO COSL ...ttt et e e e e
Contributionsto trust fund..
Paymentsto employees..............ocenee.
Accounts payable and accrued liabilities..
Taxespayable........coovvvvnnenenecccieeens
DEfETed CrEditS.......oviveeeeeeieie et e e e et

Resources provided by operating aCtiVities ...........couveernecninieinieie e e

Financing activities:

NEW JOBNS......eiiieiiceeee et e s s sanaebetebe e e seeees

Repayment of loans.

Effect of exchange rate differences and inflation on debt

Decrease in capital stock and retain ed earnings due to
purchase of Company’s OWN SAIES.........ceveeurereeeneecn e evieereeee e

Conversion of debt instruments to shares.

Increase in capital stock and retained earnings due to stock options

Investing activities:
Plant, property and eqUIPMENE.......cccoveeerverieiiiee e
Instruments available for sde..... S
INVENEONIES...... e e ————
Subsidiaries and affiliated companies...
Initial cash from companies acquired....

Resources used in INVEStNG @CHIVITIES ......c.c.vveeceriricieeeeeeeceieini e

Net increase (decrease) in cash and cash equivalents..........c.....eeeerrenieceenen
Cash and cash equivalents at beginning of year.............cnnnccinieieinneen

Cash and cash equivalents at end Of VEAI.........cccccvveeeeeveceieceeee e e

The accompanying notes are an integral part of these financia statements.
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Millions
of
u.S.
dollars
2004 2003 2002 2004

P 27,835,326 P. 23,614,906 P. 21,402,713 $ 2471
22,602,381 21,561,390 21,177,532 2,006
345,062 206,038 224,944 31

(2,714,066) 643,248 (342,332) (241)
114,856 187,965 275,302 10

122,263

7,409,929 (6,003,715) (923,326) 658
(1,006,662) 972,528 1,975,209 (89)
(321,168) 284,775 (202,549) (29)
601,739 (189,233) (74,699) 53
4,390,379 5,145,888 4,551,589 390
(1,649,066) (8,410,768) (5,401,302) (146)
(5,012,281) (4,371,571) (3,991,630) (445)
1,166,648 (3,060,746) (2,665,134) 103
7,126,699 (3,056,485) 2,942,991 633
55,374 105,338 (113,778) 5
60,945,150 27,629,558 38,957,793 5410
48,063,321 37,301,415 17,744,391 4,267
(42,108,125) (39,352,455) (29,309,611) (3,738)
(6,972,593) 1,958,878 3,270,853 (619)
(13,893,583) (12,078,235) (6,797,578) (1,233)
6,758,468 600
556,140 51,614 11,177 49
(8,144,246) (8,018,201) (7,887,036) (723)
(15,740,618) (20,136,984) (22,967,804) (1,397)
(19,583,699) (10,439,243) (12,229,026) (1,738)
(6,923,149) (615)
(738,544) (249,283) 92,920 (65)
(12,736,615) (39,700) (88,083) (1,131)
4,692,515 417
(133,684) (2,490) (12)
(35,423,176) (10,728,226) (12,226,679) (3,144)
9,781,356 (3,235,652) 3,763,310 869
10,717,647 13,953,299 10,189,989 951
P. 20,499,003 P.10,717,647 P.13,953,299 $ 1820



TELEFONOSDE MEXICO, SA. DE C.V. AND SUBSIDIARIES
CONSOLIDATED STATEMENTSOF CHANGESIN STOCKHOLDERS EQUITY
(In thousands of Mexican pesos, except for dividends per share, with purchasing power at December 31,2004)
Capital stock Premium

Series “AA” Series “A” Series “L” on sale of
Number Amount Number Amount Number Amount shares

Balances at January 1, 2002..........ccccovvnriiiieaiierie e 4,307 P. 15,343,371 313 P. 1,305,586 8,544 P. 14,299,772 P. 12,003,539
Appropriation of earnings approved at stockholders’ meeting held in April

2002:

Cash dividends paid at P. 0.609 per share (P. 0.545 historical)....
Increase in legal reserve
Cash purchase of Company’s own shares...

(1) (5,684) (387) (658,611)
Stock options exercised (Note 17) 1 1,550
Conversion of AA shares to L shares... . (171) (606,665) 171 606,665
Conversion of A shares to L Shares.............cccovvivviiiiiiiiiis s (23) (93,113) 23 93,113
Comprehensive income:
Net inCome for the YBAI..........cociiieiie e e e e
Other comprehensive income ite ms:
Effect of labor obligations, net of deferred taxes (Note 7)
Surplus from holding non-monetary assets, net of deferred taxes..
ComPrenenSive INCOME..........u it

Balances at December 31, 2002... 4,136 14,736,706 289 1,206,789 8,352 14,342,489 12,003,539

Appropriation of earnings approved at stockholders’ meeting held in April

2003:

Cash dividends paid at P. 0.647 per share (P. 0.605 historical
Increase in legal reserve...........co.oevvinnnnn
Cash purchase of Company’s own shares
Stock options exercised (Note 17)..
Initial accumulated effect of vacation provisions, net of deferred taxes..
Conversion of AA shares to L shares. .
Conversion 0f A Shares to L Shares..........ccovvvvvvieieiieie v e (20) (85,774) 20 85,774
Comprehensive income:

Netincome for the Year..........covvv v ivieiiei e s

Other comprehensive income items:

Effect of labor obligations, net of deferred taxes (Note 7)

Surplus from holding non-monetary assets, net of deferred taxes. .
Comprehensive income..... RO P R PRU PSPPI

)

@ (16,470) (668) (1,148,940)
4 7,426

Balances at December 31, 2003...........cuviiieiiiiieie e 4,136 14,736,706 265 1,104,545 7,708 13,286,749 12,003,539

Appropriation of earnings approved at stockholders’ meeting held in April

2004:

Cash dividends paid at P. 0.679 per share (P. 0.665 historical)..................
Increase in legal reserve.............ccccoevie
Cash purchase of Company’s own shares (2) (7,090) (708) (1,202,484)

Debt converted into common shares 389 10,053 6,748,415
Stock options eXercised (NO 17)........cccuvrinieiniiieiiisesseessieniens 44 73,339
Excess of purchase price over book value of acquired shares of companies

under COMMON CONEIOL........c.veiitii ittt e
Minority interest.
Conversion of AA shares to L shares
Conversion of A shares to L shares
Comprehensive income:

Netincome for the Year..........c.ouii v ie i

Other comprehensive income items:

Effect of instruments available for sale .......
Effect of translation of foreign entities, net...
Deficit from holding non-monetary assets, net of deferred taxes....
Comprehensive income

(73) (260,297) 73 260,297
(1) (44,457) 1 44,457

Balances at December 31, 2004 (Note 15)... 4,063 P. 14 476,409 252 P. 1,052,998 7517 P. 12472 411 P. 18,751,954

The accompanying notes are an integral part of these financial statements.
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TELEFONOS DE MEXICO, SA. DE C.V. AND SUBSIDIARIES
CONSOLIDATED STATEMENTSOF CHANGESIN STOCKHOLDERS EQUITY
(In thousands of M exican pesos, except for dividends per share, with purchasing power at December 31, 2004)

Retained earnings

Other
accumulated Majority Total
comprehensive stockholders’ Comprehensive stockholders’
L egal reserve Unappropriated Total income items equity Minority interest income equity
Balances at January 1, 2002 P. 16,617,873 P. 78758114 P. 95375987 P. (79,641,652) P. 58,686,603 P. 58,686,603
Appropriation of earnings approved at stockholders’ meeting held in April
2002:
Cash dividends paid at P. 0.609 per share (P. 0.545 historical)............ccce... (7,887,036) (7,887,036) (7,887,036) (7,887,036)
Increase in legal reserve 112,386 (112,386)
Cash purchase of Company’s own shares (6,133,283) (6,133,283) (6,797,578) (6,797,578)
Stock options exercised (Note 17) 9,627 9,627 11,177 11,177
Conversion of AA shares to L shares
Conversion of A shares to L shares
Comprehensive income:
Net income for the year 21,402,713 21,402,713 21,402,713 P. 21,402,713 21,402,713
Other comprehensive income items:
Effect of labor obligations, net of deferred taxes (Note 7) (5,924,260) (5,924,260) (5,924,260) (5,924,260)
Surplus from holding non-monetary assets, net of deferred taxes.. 7,407,327 7,407,327 7,407,327 7,407,327
Comprehensive income P 22885780
Balances at December 31, 2002 16,730,259 86,037,749 102,768,008 (78,158,585) 66,898,946 66,898,946
Appropriation of earnings approved at stockholders’ meeting held in April
2003:
Cash dividends paid at P. 0.647 per share (P.0.605 historical)............ccc.e... (8,018,201) (8,018,201) (8,018,201) (8,018,201)
Increase in legal reserve 763,394 (763,394)
Cash purchase of Company’s own shares (10,912,825) (10,912,825) (12,078,235) (12,078,235)
Stock options exercised (Note 17) 44,188 44,188 51,614 51,614
Initial accumulated effect of vacation provisions, net of deferred taxes.............. (748,489) (748,489) (748,489) (748,489)
Conversion of AA shares to L shares
Conversion of A shares to L shares
Comprehensive income:
Net income for the year 23,614,906 23,614,906 23,614,906 P. 23,614,906 23,614,906
Other comprehensive income items:
Effect of labor obligations, net of deferred taxes (Note 7) ........cccccveerreenne. 11,421,290 11,421,290 11,421,290 11,421,290
Surplus from holding non-monetary assets, net of deferred taxes........... 2,641,375 2,641,375 2,641,375 2,641,375
Comprehensive income P 387677571
Balances at December 31, 2003 17,493,653 89,253,934 106,747,587 (64,095,920) 83,783,206 83,783,206
Appropriation of earnings approved at stockholders’ meeting held in April
Cash dividends paid at P. 0.679 per share (P. 0.665 historical).... (8,144,246) (8,144,246) (8,144,246) (8,144,246)
Increase in legal reserve 523,204 (523,204)
Cash purchase of Company’s own shares (12,684,009) (12,684,009) (13,893,583) (13,893,583)
Debt converted into common shares 6,758,468 6,758,468
Stock options exercised (Note 17) 482,801 482,801 556,140 556,140
Excess of purchase price over book value of acquired shares of companies
under common control (562,130) (562,130) (562,130) (562,130)
Minority interest P. 12,364,023 12,364,023
Conversion of AA shares to L shares
Conversion of A shares to L shares
Comprehensive income:
Net income for the year 27,496,601 27,496,601 27,496,601 338,725 P. 27,835,326 27,835,326
Other comprehensive income items:
Effect of instruments available for sale (1,104,876) (1,104,876) (1,104,876) (1,104,876)
Effect of translation of foreign entities, net 769,322 769,322 2,006,598 2,775,920 2,775,920
Deficit from holding non-monetary assets, net of deferred taxes............... (1,789,013) (1,789,013) (751,536) (2,540,549) (2,540,549)
Comprehensive income P. 26965821
P. 18,016,857 P. 95319747 P. 113,336,604 P. (66,220,487) P. 93,869,889 P. 13,957,810 P. 107,827,699

Balances at December 31, 2004 (Note 15)

The accompanying notes are an integral part of these financia statements.



TELEFONOSDE MEXICO, SA. DE C.V. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
Y ear s Ended December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

1. Description of the Business and Significant Accounting Policies
|. Description of business

Teléfonos de México, SA. de C.V. and its subsidiaries (collectively “the Company” or "TELMEX")
provide telecommunications services, primarily in Mexico. However, as a result of a number of business
acquisitions throughout Latin America, starting in 2004, the Company aso provides telecommunication services in
Argentina, Brazil, Chile, Colombia and Peru.

TELMEX obtains its revenues primarily from telecommunications services, including, among others,
domestic and international long-distance and local telephone services, data transmission to corporate networks and
Internet services, and the interconnection of the subscribers with cellular networks, as well as the interconnection
of domestic long-distance operators', cdlular telephone companies and local service operators networks with the
TELMEX loca network. The Company also obtains revenues from other activities related to its telephone
operations, such as the sale of advertising in the published telephone directory and the sale of telephone equipment.

An analysis of the principal subsidiaries and affiliated companies of TELMEX at December 31, 2004 and
2003 is as follows:

Per centages of equity
investment at December 31,

Company Country 2004 2003
Subsidiaries:
Controladora de Servicios de
Telecomunicaciones, S.A. de C.V. Mexico 100.0 100.0
Alquiladora de Casas, S.A. de C.V. Mexico 100.0 100.0
Anuncios en Directorios, SA. de C.V. Mexico 100.0 100.0
Cia. de Teléfonosy Bienes Raices, S.A. de C.V. Mexico 100.0 100.0
Consorcio Red Uno, SA. deC.V. Mexico 100.0 100.0
Teléfonos del Noroeste, SA.deC.V. Mexico 100.0 100.0
Uninet, SA. deC.V. Mexico 100.0 100.0
Latam Telecomunicaciones LLC U.SA. 100.0 100.0
Embratel Participages S.A. Brazil 90.3"
Empresa Brasileira de Telecomunicagdes S.A. Brazil 90.3"
Star One SA. Brazil 2.7
Telmex do Brazil Ltda. Brazil 100.0
Telmex Chile Holding S.A. Chile 100.0
Telmex Corp. S.A. (previously Chilesat Corp. S.A.) Chile 99.3
Techtel LMDS Comunicaciones Interactivas S.A. Argentina 834
Telmex ArgentinaS.A. Argentina 100.0
Metrored Telecomunicaciones SR.L. Argentina 834
Telmex Colombia S.A. Colombia 100.0
Telmex Pert S.A. Pert 100.0

Affiliated companies:
Grupo Telvista, S.A. deC.V. Mexico 45.0 45.0
Technology and Internet LLC U.SA. 50.0 50.0

! Corresponds to controlling interest
2 Indirect controlling interest
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The amended Mexican government concession under which the Company operates was signed on August
10, 1990. The concession runs through the year 2026, but it may be renewed for an additional period of fifteen
years. The concession defines, among other things, the quality standards for telephone service and establishes the
basis for regulating rates.

Under this concession, the Company’s basic telephone service rates are subject to a celling determined by
the Federd Telecommunications Commission (COFETEL). During the last four years, TELMEX management
decided not to raise its rates for basic services.

Empresa Brasileira de Telecomunicagbes SA. (Embratel) provides domestic and international long-
distance services, which include voice, data transmission and other services, and Star One SA. (Star One), a
subsidiary of Embratel, provides satellite services. Both companies operate under two separate concessions
granted by the Brazilian federad government via the Brazilian Telecommunications Agency (Anatel). Both
concessions expire on December 31, 2005. Embratel’s concession for domestic and international long-distance
services may be renewed for an additiona twenty years and Star On€'s concession for satellite use may be
renewed for an additiona fifteen years, subject to certain restrictions. In June 2003, Anatel announced the genera
terms and conditions under which the licenses will be renewed. Both companies formally notified Anatel of their
approva of such terms and conditions and expressed their intention to renew the concessions. The companies
have not yet received renewals on the agreements, though management is certain that such concessions will be
renewed subject to certain rules.

The rest of the countries operate under concessions and government licenses.

I1. Sgnificant accounting policies

The accompanying consolidated financial statements were prepared in conformity with accounting
principles generaly accepted in Mexico. The significant accounting policies and practices followed in the
preparation of the financial statements are described below:

a) Consolidation and basis of trandation of financial statements of foreign subsidiaries

The consolidated financia statements include the accounts of Teléfonos de México, SA. de C.V. and its
subsidiaries (see Note 1.1). All the companies operate in the telecommunications sector or they provide services to
companies operating in this sector.

All significant intercompany accounts and transactions have been eliminated in consolidation. Minority
interest refers to certain foreign subsidiaries.

The financial statements of the subsidiaries located abroad were trandated into Mexican pesos in
conformity with Mexican Accounting Principles Bulletin B-15, Transactions in Foreign Currency and Trandation
of Financial Satements of Foreign Operations, issued by the Mexican Ingtitute of Public Accountants (MIPA), as
follows:

The financia statements as reported by the subsidiaries abroad were adjusted to conform to accounting
principles accepted in Mexico. Such conversion includes, among other areas, the recognition of the effects of
inflation as required by Mexican Accounting Principles Bulletin B-10, Accounting Recognition of the Effects of
Inflation on Financial Information, issued by the MIPA, using restatement factors of each country.

All baance sheet amounts, except for stockholders equity, were trandated at the prevailing exchange rate
a year-end; stockholders equity accounts were trandated at the prevailing exchange rate at the time capital
contributions were made and earnings were generated. The statement of income amounts were trandated at the
prevailing exchange rate at the end of the reporting period.

Trandation differences are included in the caption Effect of trandation of foreign entities and are included
in stockholders' equity as part of the caption Other comprehensive income items.
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b) Recognition of revenues

Revenues are recognized as they accrue and are subject to management’s estimates at the date of the
financia statements.

Loca service revenues are derived from new-line installation charges, monthly service fees, measured
usage charges based on the number of calls made and other service charges to subscribers. Loca service revenues
also include measured usage charges based on the number of minutes in the case of prepayment plans.

Revenues from domestic and international 1ong-distance tel ephone services are determined on the basis of
the duration of the calls and the type of service used. All these services are billed monthly, based on the rates
authorized by the relevant regulatory bodies of each country. International long-distance service revenues aso
include the revenues earned under agreements with foreign telephone service providers or operators for the use of
facilities in interconnecting international calls. These agreements specify the rates for the use of such international
interconnecting facilities. These service revenues represent the net settlement between the parties and include costs
of P.1,212,960, P.1,677,282 and P.1,311,179 in 2004, 2003 and 2002, respectively.

I nterconnection service revenues include charges for interconnecting fixed-system users with cellular users,
as well as the interconnection of domestic long-distance operators’, cellular telephone companies’ and local service
operators networks with the TELMEX local network.

Revenues from the sale of prepaid telephone service cards are recognized based on an estimate of the usage
of time covered by the prepaid card. Revenues from corporate networks are those related to data transmission
services. 1n 2003, the Company began to defer its revenues from prepaid Internet plans. The effects of this policy
change represented a decrease in revenues of 2003 of approximately P. 185,000.

¢) Recognition of the effects of inflation on financial infor mation

The Company recognizes the effects of inflation on financia information as required by Bulletin B-10.
Conseguently, the amounts shown in the accompanying financial statements and in these notes are expressed in
thousands of constant Mexican pesos as of December 31, 2004. The December 31, 2004 restatement factors applied
to the financia statements for the years ended December 31, 2003 and 2002 were 1.0519 and 1.0938,
corresponding to the percentages of inflation for the periods from January 1 of 2004 and 2003 through December
31, 2004, respectively, based on the Mexican Nationa Consumer Price Index (NCPI) published by Banco de
Meéxico (the Central Bank).

Plant, property and equipment and construction in progress were restated as described in Note 4. Telephone
plant and equipment are mainly depreciated using the straight-line method based on the estimated useful lives of
the related assets (see Note 4 d).

Inventories for the operation of the telephone plant are valued at average cost and are restated on the basis
of specific indexes. The restated value of inventoriesis similar to replacement value, not in excess of market.

Other non-monetary assets were restated using adjustment factors obtained from the NCPI.

Capita stock, premium on sale of shares, and retained earnings were restated using adjustment factors
obtained from the NCPI.

Other accumulated comprehensive income items includes the deficit from restatement of stockholders
equity, which consists of the accumulated monetary position loss at the time the provisions of Bulletin B-10 were
first applied, which was P. 13,591,715 and of the result from holding non-monetary assets, which represents the net
difference between restatement by the specific indexation method (see Note 4) and restatement based on the NCPI.
Thisitem isincluded in stockholders equity as part of the caption Other comprehensive income items.

The net monetary gain of each year is included in the statement of income as a part of the comprehensive

financing cost. The net monetary gain represents the effect of inflation on monetary assets and liabilities. The net
monetary gain of each year isincluded in the statements of income as a part of the comprehensive financing cost.
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Mexican Accounting Principles Bulletin B-12, Satement of Changes in Financial Position, issued by the
MIPA, specifies the appropriate presentation of the statement of changes in financial position based on financia
statements restated in constant pesos. Bulletin B-12 identifies the sources and applications of resources
representing differences between beginning and ending financial statement balances in constant pesos. In
accordance with this bulletin, monetary and foreign exchange gains and losses are not treated as non-cash itemsin
the determination of resources provided by operations.

d) Cash equivalents, marketable securitiesand instruments available for sale

Cash equivaents consist basicaly of time deposits in financia ingtitutions with origina maturities of 90
daysor less.

Marketable securities are represented by equity securities and corporate bonds for trading; instruments
available for sale are represented by equity securities. Both are stated at market value. Changesin the fair value of
instruments classified as available for sale are included in comprehensive income caption of stockholders equity
through the time they are sold (see paragraph t).

€) Hedging instruments

To protect itself against fluctuations in interest and exchange rates, the Company uses derivatives including
interest-rate swaps and short-term currency exchange hedges. The determined gains or losses on these transactions
are credited or charged to income using the accrua method, net of the gains or losses on the related liabilities
covered, as required by Mexican Accounting Principles Bulletin C-2, Financial Instruments, issued by the MIPA
(see Note 8).
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f) Allowance for doubtful accounts

The Company’s policy with respect to the alowance for doubtful accounts is basically to provide for
accounts receivable more than 90 days old.

0) Equity investmentsin affiliates

The investment in shares of affiliates is valued using the equity method. This accounting method consists
basicaly of recognizing the investor's equity interest in the results of operations and in the stockholders' equity of
investees at the time such results are determined (see Note 6).

h) Goodwill

Goodwill represents the excess purchase price paid for shares of acquired companies over the fair value of
the acquired net assets. Goodwill is being amortized using the straight-line method over periods of 5 to 20 years

(see paragraph t).

i) Impairment of assets

Effective January 1, 2004, the Company adopted the requirements of Mexican Accounting Principles
Bulletin C-15, Accounting for the Impairment or Disposal of Long-lived Assets, issued in March 2003.

Such Bulletin C-15 establishes that if there are any indications of impairment in the value of long-lived
assets, the related loss should be determined based on the recovery vaue of the related assets, which is defined as
the difference between the assets fair value and its carrying amount. An impairment loss is recognized if the net
carrying amount of the assets exceeds the recovery value.

The application of this new pronouncement had no effect on the Company’s financial position or on its
results of operations.

j) Exchange differences

Transactions in foreign currencies are recorded at the prevailing exchange rate at the time of the related
transactions. Foreign currency denominated assets and liabilities are trandated at the prevailing exchange rate at
the balance sheet date. Exchange rate differences are charged or credited to income of the year.

k) Labor obligations

Pension, seniority premiums and medical assistance costs are recognized periodically during the years of
service of personnel, based on actuarial computations made by independent actuaries, using the projected unit-
credit method (see Note 7). Termination payments are charged to income in the year in which the decision to
dismiss an employee is made.
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) Liability provisions

Mexican Accounting Principles Bulletin C-9, Liabilities, Provisions, Contingent Assets and Liabilities and
Commitments, went into effect on January 1, 2003. This Bulletin establishes the rules for valuing, presenting and
disclosing both liabilities and provisions. This pronouncement also establishes the specific rules for vauing and
disclosing contingent assets and liabilities. It includes aso the rules for disclosing commitments contracted by the
Company in its day-to-day activities.

The initia accumulated effect of applying this accounting pronouncement and of creating the provision for
vacations represented a charge to retained earnings at the beginning of the 2003 of P. 748,489 (net of deferred
taxes).

m) Incometax and employee profit sharing

The Company recognizes deferred taxes using the asset and liability method. Under this method, deferred
taxes are recognized on virtually al temporary differences in balance sheet accounts for financial and tax reporting
purposes, using the enacted income tax rate at the date of the financial statements or the income tax rate that will be
in force at the time the temporary differences giving rise to deferred tax assets and liabilities are expected to
reverse.

The Company evaluates periodically the possibility of recovering deferred tax assets and, if necessary,
creates a valuation alowance for those assets that are unlikely to be recovered.

Deferred employee profit sharing is provided on temporary non-recurring differences with a known
turnaround time.

n) Comprehensive income

In conformity with Mexican Accounting Principles Bulletin B-4, Comprehensive Income, in the particular
case of the Company, comprehensive income consists of current year net income plus the effects of deferred taxes,
labor obligations, the trandation of financial statements of foreign entities, minority interest, the result from
holding non-monetary assets and changes in the value of instruments classified as available for sale applied directly
to stockholders equity.

0) Earnings per share

The Company determined earnings per share by dividing mgjority net income by the weighted average
number of shares issued and outstanding during the period. The diluted earnings per share was determined by
adjusting earnings per share for the effect of the shares that may be delivered (potentialy dilutive shares) (see Note
15), as specified in Mexican Accounting Principles Bulletin B-14, Earnings per share.



p) Use of estimates

The preparation of financial statements in conformity with generaly accepted accounting principles
requires the use of estimates and assumptionsin certain areas. Actual results could differ from those estimates.

g) Concentration of risk

The Company invests a portion of its surplus cash in cash deposits in financia institutions with strong
credit ratings. TELMEX does not believe it has significant concentrations of credit risks in its accounts receivable
because it has a broad and geographically diverse customer base.

r) Segment information

Segment information is prepared based on information used by the Company in its decison making
processes based on the services provided and the geographical areas in which TELMEX operates, in conformity
with the requirements of Mexican Accounting Principles Bulletin B-5, Financial Information by Segment (see Note
18).

s) Financial instrumentswith characteristics of liabilities, equity or both

Reguirements of Mexican Accounting Principles Bulletin C-12, Accounting for Certain Financial
Instruments with Characteristics of Liabilities, Equity or both, went into effect on January 1, 2004. The objective
of Bulletin C-12 is to specify the differences between liabilities and equity. This Bulletin C-12 also establishes the
rules for classifying and vauing the initia recognition of the components of liabilities and equity of combined
financid instruments, as well as the rules for disclosing information about such instruments. The application of this
new accounting pronouncement on the Company’s convertible debt resulted in no change in the accounting
treatment given to such instruments (see Note 8).

t) New accounting pronouncements
The new accounting pronouncements which go into effect in 2005 are as follows:
Business acquisitions

In May 2004, it was issued Mexican Accounting Principles Bulletin B-7, Business Acquisitions. The
observance of Bulletin B-7 is compulsory beginning on January 1, 2005, athough earlier application is
recommended. This Bulletin addresses the financia accounting and reporting for business and entity acquisitions
and requires that al business acquisitions be accounted for using the purchase method. It dso diminates the
amortization of goodwill and provides specific rules related to the acquisition of minority interest and to the
transfer of net assets between entities under common control.

Management believes that the adoption of this accounting pronouncement will give rise to a decreasein the
Company’s operating expenses for 2005 of approximately P. 200,000, derived from the non-amortization of
goodwill.

Financial instruments

In April 2004, Bulletin C-2 was amended. The amendments change the rules for valuing instruments
classified as available-for-sale at their fair value and, unlike the previous Bulletin C-2, require the recognition of
such instruments at fair value in stockholders equity, until such instruments are sold. The amended Bulletin C-2
aso provides the requirements and rules for the accounting treatment of transfers between financial asset
categories. The amendments are also more precise in establishing the guidelines for the accounting treatment to be
given to impairment in the fair value of financia instruments. Furthermore, the amended bulletin requires that such
instruments be classified as either short-term or long-term and clarifies the rules for presenting in the statement of
changes in financial position changes associated with the purchase, sale and maturity of financia instruments.
Finaly, the amendments broaden the disclosure rules established under Bulletin C-2.
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The observance of this pronouncement is compulsory beginning on January 1, 2005, athough earlier
observance is recommended. The Company adopted in 2004 the requirements of this new accounting rule, which
gave rise to a charge to stockholders' equity, as part of comprehensive income of P. 1,104,876.

Financial instruments derived from hedging activities

In April 2004, it was issued Mexican Accounting Principles Bulletin C-10, Accounting for Derivative
Instruments and Hedging Activities. The observance of this pronouncement is compulsory beginning on January 1,
2005, athough earlier observance is recommended. Bulletin C-10 establishes the defining characteristics that
financia instruments must have to be considered derivatives, as well as the conditions that must be met for
specifically designating derivatives as hedges. Bulletin C-10 aso provides guidelines for assessing the
effectiveness of hedging derivatives and the rules for their valuation and the accounting for changes in their fair
value. Management does not believe the adoption of this new accounting requirement will have a material effect on
the Company’ s financia position or on its results of operations.

Labor Obligations

In January 2004, the revised Mexican Accounting Principles Bulletin D-3, Labor Obligations was issued.

The revised bulletin establishes the overal rules for the valuation, presentation and disclosure of so-called “other
post-retirement benefits and the reduction and early extinguishment of such benefits’, thus nullifying the provisions
of Circular 50 Interest Rates Applicable in the Valuation of Labor Obligations and Suppletory Application of
Accounting Principles Related to Labor Obligations, issued by the MIPA. Bulletin D-3 aso provides rules
applicable to Employee termination payments.  The observance of these new rules is compulsory beginning on
January 1, 2005. Management does not believe the adoption of this new accounting requirement will have a
material effect on the Company’s financia position or on its results of operations.

u) Convenience Trandation

United States dollar amounts as of December 31, 2004 shown in the financia statements have been
included solely for the convenience of the reader and are trandated from Mexican pesos with purchasing power as
of December 31, 2004, as a matter of mathematical computation only, a an exchange rate of P. 11.2648 to
U.S.$ 1.00, the December 31, 2004 exchange rate. Such trandations should not be construed as a representation
that the Mexican peso amounts have been or could be converted into U.S. dollars at this or any other rate.
V) Reclassifications

Certain amounts shown in the 2003 financiad statements as originally issued have been reclassified for
uniformity of presentation with 2004.

2. Marketable Securities and I nstruments Available for Sale

An analysis of the Company’s investments in financial instruments at December 31, 2004 and 2003 is as
follows:
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At December 31, 2004 At December 31, 2003

Market Market
Cost Value Cost value

Marketable Securities
SNAIES.....oeceeeeeeeeeeeeeeeee e P. 619,894 P. 209,633 P. 2,056,195 P. 731,712
Corporate bonds............cccene.. 60,262 117,839 4,975,478 7,005,689

680,156 327,472 7,031,673 7,737,401
I nstruments available for sale
MCI Shares......cccooeeeeveeeeeeenee. 6,923,149 5,818,273
TOtal oo P. 7,603,305 P. 6,145,745 P. 7,031,673 P. 7737401

Marketable securities

On April 21, 2004, the Company converted U.S.$ 597.9 million (market value) in bonds issued by MCI
Inc. (MCI) (nomina vaue of U.S.$ 1,759 million) to 25.6 million common MCI shares, which were classified as
available for sale. MCl is a U.S-based telecommunications company that recently emerged from Chapter 11
proceedings under the U.S. bankruptcy code.
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TELEFONOSDE MEXICO, SA. DE C.V. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
Y ears Ended December 31, 2004 and 2003
(In thousands of Mexican pesos with purchasing power at December 31, 2004)

At December 31, 2004, the net unrealized loss on marketable securities was P. 352,684 (a net unredlized
gan of P. 705,728 in 2003). In 2004, the conversion of MCI bonds gave rise to a redized gain of P. 2,015,880,
which corresponds to the difference between the original cost and the market value of the bonds at the time of their
conversion. The redized loss on the sdle of shares in 2004 was P. 1,389,454 (P. 690,476 in 2003 and P. 68,075
in 2002). 1n 2002, the realized loss on the sdle of bonds was P. 15,827.

I nstruments available for sale

At December 31, 2004, the Company held 25.6 million MCI shares. The unrealized loss on these shares in
2004 was P. 1,104,876, which was recognized as a charge to stockholders' equity in comprehensive income. In
2004, TELMEX received dividends from MCI in the amount of U.S.$ 20.5 million. At February 28, 2005, the
market value of this investment is P. 6,467,082.

Subsequent event

In January and February 2005, MCI received purchase proposals from both Verizon Communications, Inc.
and Qwest Communications International, Inc.

On April 9, 2005 TELMEX and other related entities have entered into an agreement to sell to Verizon
Communications, Inc (Verizon) the shares of MCI that they hold. The sale agreement provides that Verizon will
pay U.S.$25.72 in cash per share of MCI common stock. The consummation of the sale is subject to customary
closing conditions, including the receipt of regulatory approval.

In addition, these selling shareholders also have the right to receive from Verizon a complementary cash
payment to the extent the trading value of Verizon's common stock is greater than U.S.$35.52 during a
measurement period ending immediately prior to the first anniversary of the date of the sale agreement.

3. Accounts Receivable

Accounts receivable consist of the following:

2004 2003

(O 1S 0] 1< 5T 35,929,186 P. 19,983,933
Net settlement recaivables.........covveevveee v e 2,480,476 738,036
Related parties.........cccovveeeeeverecececeeee e 488,364 433,466
(@1 1< ST TR R TRURRRRRRRRRR 2,919,019 1,610,118

41,817,045 22,765,553
Less:
Allowance for doubtful accounts...........c.ccccevveeerrnennee. 11,398,188 2,306,642
[0 L= 30,418,857 P. 20,458,911

An analysis of activity in the alowance for doubtful accounts in the years ended December 31, 2004, 2003

and 2002 is as follows;

2004 2003 2002
Beginning balance at January 1............ccco........ P. 2,306,642 2,027,023 1,611,203
Effect of acquired companies............ccccecvrunene 9,470,123
Increase through charge to expenses............... 1,852,483 1,017,606 1,016,049
Increase through charge to other accounts...... 284,236 426,710 436,852
Chargesto allowance..........c.ccoceveerercnerienenn (2,515,296) (1,164,697) (1,037,081)
Ending balance at December 31............cc......... P. 11,398,188 2,306,642 2,027,023
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TELEFONOSDE MEXICO, SA. DE C.V. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

Y ears Ended December 31, 2004 and 2003

(In thousands of Mexican pesos with purchasing power at December 31, 2004)

4. Plant, Property and Equipment

a) Plant, property and equipment consist of the following:

2004 2003
Telephone plant and equipment...........ccccoeveeeeveneene. 317,434,811 P. 253,978,311
Land and buildings.........ccccovvvveveieeiceseececeeiee 41,168,685 30,403,586
Computer equipment and other assets..................... 53,748,474 31,230,756
412,351,970 315,612,653
Less:
Accumulated depreciation.............cccceeeeereeesrenenene 264,166,228 189,156,079
NEL. .. 148,185,742 126,456,574
Construction in progress and advances to
equipPMENt SUPPHIEIS.....cceveereiecereres e 3,803,038 888,410
TOA oo s P. 151,988,780 P. 127,344,984

Included in plant, property and equipment are the following assets held under capital leases:

2004 2003
Assets under capital 1€aSesS.........coeeerericccirrieie, P. 4,178,863 P. 4,462,735
Less accumulated depreciation...........c.cceeeveereeennn. 1,473,849 1,119,498
P. 2,705,014 P. 3,343,237

b) Through December 31, 1996, items comprising the telephone plant were restated based on the acquisition
date and cogt, applying the factors derived from the specific indexes determined by the Company and validated by
an independent appraiser registered with the National Banking and Securities Commission (CNBV).

Effective January 1, 1997, Bulletin B-10 eliminated the use of appraisas to present plant, property and
equipment in the financial statements. This caption was restated at December 31, 2004 and 2003 in each different
country, as follows:

The December 31, 1996 appraised value of the imported telephone plant, as well as the cost of subsequent
additions to such plant, were restated based on the rate of inflation in the respective country of origin and the
prevailing exchange rate at the balance sheet date (specific indexation factors).

The appraised value of land, buildings and other fixed assets of domestic origin at December 31, 1996, and the
cost of subsequent additions to such assets were restated based on the NCPI.

At December 31, 2004, approximately 61% (57% in 2003) of the value of the plant, property and
eguipment has been restated using specific indexation factors.

C) Following are the plant, property and equipment amounts at December 31, 2004 and 2003, restated on the
basis of the 2004 NCPI (starting with the appraised values at December 31, 1996) to meet CNBV disclosure
requirements with respect to the restatement of fixed assets based on specific indexation factors:
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2004 2003

Telephone plant and equipment...........cccoeeeeervenenne. P. 356,327,094 P. 284,034,275
Land and buildings.........ccccceevveveieieneeceeceseeenns 41,168,685 30,403,586
Computer equipment and other assets...........c....... 57,604,185 33,194,910
455,099,964 347,632,771
Less:
Accumulated depreciation............ccceeveeveeesreennnne 301,335,591 218,239,664
=, SRR 153,764,373 129,393,107
Construction in progress and advances to
equipmeNt SUPPHIErS.......ccccvveverecereceeeeee e 3,799,602 887,378
TOA e P. 157,563,975 P. 130,280,485
d Because of the progress and the technological advances in telecommunications equipment, the Company

makes a periodic assessment of the estimated useful lives of its fixed assets, adjusting annual depreciation
whenever it believes this to be appropriate. In 2003, the Company reduced the useful lives of certain assets, thereby
increasing depreciation expense for 2003, as compared to 2002, by P. 886,228.

The following table shows the changes in useful lives that were made in 2003:

Useful lives
Former New
Fiber optic cable.......ccooovevvevececice 20 17
Management systems equipment........... 11 5

Depreciation of the telephone plant has been calculated at annual rates ranging from 3.3% to 16.7%. The
rest of the Company’ s assets are depreciated at rates ranging from 3.3% to 33.3%. Depreciation charged to costs
and expenses was P. 22,602,381 in 2004, P. 21,561,390 in 2003 and P. 21,177,532 in 2002.

5. Licenses

An analysis of licenses and its amortization as of December 31, 2004 and 2003 is as follows:

2004 2003
INVESEMENT......oeieeeceeeteece e P. 3,575,429 P. 862,231
Accumulated amortization............cceceeeveevveeennen. 382,268 244,836
N[ TR P. 3,193,161 P. 617,395

In May 1998, TELMEX acquired from the Mexican government concessions to operate radio spectrum
wave frequency bands to provide fixed wireless telephone services at a cost of P. 663,572. In December 1997, the
Company aso acquired from the Mexican government concessions to operate radio spectrum wave frequency
bands for point-to-point and point-to-multipoint microwave communications at a cost of P. 198,659. These costs
are being amortized over a period of twenty years.

Amortization expense for the years ended December 31 2004, 2003 and 2002 was P. 43,112.

In 2004, as a result of the Company’s acquisition of foreign entities, TELMEX acquired software licenses
and licenses for use of point-to-point and point-to-multi-point links, which are being amortized in periods from 5 to
29 years. Amortization expense for these licenses for 2004 was P. 89,777.

An analysis of changes in thisitem during 2004 is as follows:
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Balance at Effect of Balance at

January 1, acquired Changesfor December 31,
2004 companies the year 2004
Investment..........ccccceeeveennee P. 862,231 P. 2579514 P. 133,684 P. 3,575,429
Accumulated amortization.... 244,836 137,432 382,268
NEL...cveieereiieeeeee e, P. 617,395 P. 2579514 P. (3,748 P. 3,193,161

6. Equity Investments
I. Investments in affiliated companies

a An analysis of the equity investment in affiliated and other companies at December 31, 2004 and 2003,
together with a brief description, is as follows:

2004 2003
Equity investments in:
Grupo Tdvista, SA. deCV....ececeeeecrerenee, P. 385,954 P. 449,703
Technology and Internet, LLC........ccceeveveeenennens 196,963 228,989
(@1 01< SRR 210,682 197,942
P. 793,599 P. 876,634

In May 1999, the Company entered into an agreement with WilTel Communications Group, Inc. (formerly
known as Williams), to acquire approximately 1% of the shares comprising the capital stock of WilTel. In 2002
the Company decided to write off the balance of this investment (P. 122,263), as TELMEX ceased to be a Wil Tel’s
stockholder as aresult of WilTel’s restructuring.

TELMEX holds 45% of the capitd stock of Grupo Telvista, SA. de C.V., whose principal asst is Telvista,
Inc. that provides telemarketing services in the United States of America (U.S.A.). In June 2004, the Company made a
capital contribution to this company in the amount of P. 52,773 so as to maintain its historical percentage equity
interest.

TELMEX holds 50% of the capitdl stock of Technology and Internet, LLC, which has made investments in
companies engaged in e-commerce, located basicaly inthe U.SA. and Latin America

Total equity investments in affiliated companies during 2003 aggregated approximately U.S.$ 3 million
(approximately U.S.$ 7 million in 2002), mostly engaged in telecommunications companies. Goodwill generated
on these investments was not material.

TELMEX’s equity interest in the results of operations of affiliated companies represented a charge to
operations of P. 114,856 in 2004 (charges of P. 187,965 in 2003 and P. 275,302 in 2002).

b) On January 16, 2002, TELMEX, together with Forstmann Little & Co. (Forstmann Little), entered into a
definitive agreement to make capita contributions of as much as U.S.$ 400 million each to XO Communications,
Inc. (XO). The consummation of the agreement was dependent on, among other things, XO's complete
restructuring of its balance sheet and the approval of the transaction by the competent authorities.

On October 14, 2002, TELMEX and Forstmann Little mutually agreed with XO to terminate the
investment commitment, each paying XO U.S.$ 12.5 million, thus releasing all parties from any claim related to
the commitment.
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[l. Investmentsin subsidiaries

During 2004, the Company acquired several Latin American subsidiaries. The results of operations of the
new subsidiaries were incorporated in the financial statements of TELMEX starting a month later of acquisition
date.

All acquisitions were recorded using the purchase method. An analysis of the purchase price of the net

assets acquired per company based on fair valuesis as follows:

Valuesat acquisition date

Techtel )
Holding and Assetsof
companiesof Embrapar Metrored AT&T
Embrapar December Chilesat Chilesat Apriland February
July 2004 2004 April 2004 June 2004 June 2004 2004 Total

Current assets...........eeee. P. 13,001,044 P. 17335254 P. 558005 P. 624787 P. 166,381 P. 828402
Fixed assets.......cccovuremeeee 23,235,982 25,121,450 768,529 777,341 438,494 1,914,453
LiCenses.......coovvrenecunnns 2,326,238 64,135 175,337
Less:
Current lighilities............ 6,641,208 15,287,055 931,344 1,005,394 239,997 380,694
Long-term liahilities........ 26,725,817 10,051,806 372,248 378,645 244,964 274,797
Fair value of net assets

ACUITE. ..o 2,870,001 19,444,081 22,942 18,089 184,049 2,262,701
% of equity acquired....... 100% 14.31% 40% 59.28% 85.99% (2) 100%
Net assets acquired.......... 2,870,001 2,782,448 9,177 10,723 158,259 2,262,701 P. 8,093,309
Amount paid.........coeene. 4,505,920 3,059,362 592,663 875,298 1,262,018 2,210,590 12,505,851
Goodwill generated.......... 1,635,919 276,914 583,486 864,575 1,103,759 (52,111) 4,412,542
Less:
Goodwill charged to

stockholders’ equity..... 562,057 562,057
Goodwill generated, net... 1,635,919 276,914 583,486 864,575 541,702 (52,111) 3,850,485
Amortization of the

PENOd....oieeiereeines 32,172 1,149 16,537 21,750 7,029 (11,051) 67,586
Goodwill, néet.................. P. 1603747 P. 275765 P. 566,949 P. 842,825 P. 534,673 P. (41,060) P. 3,782,899

(1) Thefiguresof Techtel are presented at book value.
(2) Thisisthe weighted average of the 80% and 95% equity interest acquired by Techtel and Metrored, respectively.

The Company determined the fair value of fixed assets by means of an appraisal performed by
independent experts based on the value in use of each asset.

Embrapar and Embratel (Brazl)

In July 2004, through an agreement between MCl and TELMEX, the Company acquired for U.S.$400
million al of MClI’s direct and indirect holdings in Startel Participagtes Ltda and New Startel ParticipagOes Ltda,
that were the controlling shareholders of Embratel Participacbes S.A. (Embrapar), representing 51.8% of the voting
shares and 19.3% of total outstanding shares of Embrapar. In December 2004 TELMEX, through a public offering
of U.S.$ 271.6 million, acquired an additiona 14.3% interest in Embrapar, increasing its ownership to 90.3% of the
voting shares and to 33.6% of the outstanding shares of Embrapar. Embrapar, in turn, holds 98.8% of the capital
stock of Embratel.

In December 2004, the Board of Directors of Embrapar approved an increase in the company’s capita
stock of approximately U.S.$ 700 million. Depending on market conditions at the time, TELMEX expects to
exercise its right to subscribe the Embrapar shares to which it is entitled in accordance with Brazilian law in an
amount ranging from U.S.$ 210 million to U.S.$ 700 million based on the amount subscribed by other investors.
TELMEX is under no obligation to buy shares.
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Subsequent event

On March 16 and April 8, 2005, TELMEX subscribed U.S.$231.5 million during the initial meeting to
increase Embrapar’s capital stock, increasing its ownership to 94.9% of the voting shares and 48.6% of the
outstanding shares. In addition, TELMEX expects to exercise its right to subscribe the remaining unsubscribed
shares in subsequent meetings that will take place during the period from April 15 to May 3 of 2005; the outcome
could increase its equity interest in Embrapar.

Chilesat (Chile)

In April 2004 TELMEX acquired in a private transaction a 40% interest in Chilesat Corp. S.A. (Chilesat)
for U.S.$ 47 million. Chilesat provides telecommunications services primarily in Chile. Pursuant to a cash tender
offer required by Chilean law, in June 2004 TELMEX purchased for U.S.$ 67 million an additional 59.3% interet,
increasing its ownership of Chilesat to 99.3%.

Techtel (Argentina)

In April 2004, TELMEX acquired an 80% equity interest in Techtel LMDS Comunicaciones Interactivas,
S.AA. and Telstar (Techtel), which provides telecommunication services in Argentina and Uruguay. A 60% equity
interest was acquired from América Movil, SA. de C.V. (Améica Movil) for U.S.$ 75 million, and the remaining
20% equity interest was acquired from Intelec, SA. for U.S.$ 25 million. Since TELMEX and América Mévil are
entities under common control, the excess of the cost over the book value was charged to retained earnings.

Metrored (Argentina)

In June 2004, TELMEX acquired most of the assets of Metrored, a company engaged in providing
telecommunications services in Argentina. The purchase price was U.S.$ 12 million.

AT&T Latin America Corp. assets (Argentina, Brazl, Chile, Colombia and Peru)

In February 2004, TELMEX acquired most of the assets of AT&T Latin America Corp. (AT&T), a
company engaged in providing telecommunications services to companies in Argentina, Brazil, Chile, Colombia
and Peru. The purchase price wasU.S.$ 196.3 million.

Net

TELMEX agreed with Globo ComunicacBes e Participacbes S.A., Diste Holding SA. and Roma
ParticipacOes Ltda. (together, “Globo”), to acquire an equity interest in Net Servicos de Comunicaces S.A.
(“Net”), which is the largest cable television operator in Brazil. Net is currently engaged in restructuring its debt,
on which it ceased making payments in December 2002.

TELMEX and Globo have agreed that, subject to the closing of Net's debt restructuring on specified terms
and the satisfaction of other conditions, TELMEX will (@) purchase 49% of the voting interests and al the non-
voting interests in GB Empreendimentos e Participagbes S.A. (“GB”), a specia-purpose company that will own
51% of the common shares of Net and (b) purchase additional common or non-voting preferred shares of Net from
Globo. These transactions are currently expected to close in March 2005. The total cost of these transactions will
be between U.S.$ 250 million and U.S.$ 370 million. The Company’s tota direct and indirect equity interest in
Net will be between 30% and 60%.

Subsequent event

On February 1, 2005, TELMEX purchased from Globo 7.3% of the voting shares of Net for which it paid
U.S$ 20.3 million. On March 21, 2005, the Company completed the transactions, subject to the purchase
agreement with Globo, investing U.S.$290.6 million, increasing TELMEX’ s equity interest to 36.6% of the voting
shares and 7.9% of the non-voting preferred shares, which represent 19.6% of the Net outstanding shares at the end
of the increasing stockholders equity process, additionaly to the indirect interest in common shares of Net,
through GB. It was aso agreed with Globo that TELMEX would acquire all the shares that would be offered
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during the increasing stockholders equity process and that would be not subscribed by a third party, by a public
offering of 0.35 reais per share.

Pro Forma Financial Data

The following pro forma unaudited combined financial data for 2004, 2003 and 2002 are based on the
Company’s historical financia statements, adjusted to give effect to (i) the series of acquisitions mentioned in the
preceding paragraphs; and (i) certain accounting adjustments related to the net fixed assets of the acquired
companies.

The pro forma adjustments assume that acquisitions were made at the beginning of 2004 and the
immediately preceding years and are based upon available information and other assumptions that management
believes are reasonable.

The pro forma financia information data does not purport to represent what the effect on the Company’s
consolidated operations would have been had the transactions in fact occurred at the beginning of each year, nor are
they intended to predict the Company’s results of operations.

Unaudited Pro Forma Combined Financial Data for
the year sended December 31,

2004 2003 2002
Operating reVenUES...........ovrereerereerennnns P. 159,422,418 P. 161,254,582 P. 172,090,980
Majority net iNCOMe.........cccoeerereeuerennn. 27,574,919 24,004,183 14,666,307
Earnings per share (in Mexican pesos)..
BaASIC....oecveeveeteeee e 2.307 1.927 1.129
DIlUted........ceeeviericieeececeee e 2.299 1.875 1126

7. Employee Pensions and Seniority Premiums

The Company has established pension plans for substantially al of its employees in Mexico and Brazil
(only Embratel). The characteristics and the relevant information of such plans, is as follows:

Mexico

Pension benefits are determined on the basis of compensations of employees in their final year of
employment, their seniority, and their age at the time of retirement.

The Company has set up an irrevocable trust fund and adopted the policy of making annua contributions to

such fund, which totaled P. 1,649,066 in 2004, P. 8,410,768 in 2003 and P. 5,401,302 in 2002. These contributions
are deductible for Mexican corporate income tax purposes.

The trangtion ligbility, past services and variances in assumptions are being amortized over a period of
twelve years, which is the estimated average remaining working lifetime of Company employees.

The most important information related to labor obligations is as follows:

An analysis of the net period cost is as follows:

2004 2003 2002
LaDOr COSE.....oueeiieeieerie e P. 2,511,593 P. 2,439,654 P. 2,352,072
Financial cost of projected benefit obligation........... 5,610,044 5,189,241 4,861,906
Projected return on plan assets.........cccoveeeverenerineene (5,781,889) (4,800,811) (4,318,862)
Amortization of past Service CostS.......ovvirererurunnen. 1,203,609 1,203,609 1,203,915
Amortization of variances in assumptions................ 796,623 1,114,195 452,558
Net PENOU COSL......ovrviniirieirieerere e P. 4,339,980 P. 5145888 P. 4,551,589
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An analysis of the projected benefit obligation is as follows:

2004 2003
Actuaria present value of labor obligation:
Vested benefit obligation..........ccccccevveveievcceiecicnens P. 46653645 P. 41,155/445
Non-vested benefit obligation..........cccccveevrccnnine. 45,021,379 38,653,817
Accumulated benefit obligation (ABO)..................... 91,675,024 79,809,262
Effect of salary projection..........cc.cccoeeeeveeverecernene. 3,769,906 4,628,360
Projected benefit obligation (PBO).........ccccevvrererinenes P. 95444930 P. 84437622

An analysis of the change in projected benefit obligation is as follows:

2004 2003
Projected benefit obligation at beginning of year....... P. 84437622 P. 77,705293
(16! o 1o g 010 1= AR 2,511,593 2,439,654
Financial cost on projected benefit obligation............. 5,610,044 5,189,241
ACHUANTA [OSS......ooieeecee e 7,703,907 3,475,005
Benefits paid to participants..........c.ceeveveiiinnnnnnn. (4,818,236) (4,371,571)
Projected benefit obligation at end of year................... P. 95444930 P. 84,437,622

An analysis of the change in plan assets is as follows:

2004 2003
Established fund at beginning of year..........c..cccocuun.e. P. 83500,760 P. 64,827,670
Projected return on plan assets.........cccoeeeeeveccececeeenn, 5,781,889 4,800,811
Actuarial gainN........cooveireenreneese e 9,394,134 5,461,511
Contributions to trust fund............ccoveevvrnenreienneene 1,649,066 8,410,768
Established fund at end of year..........ccccoevveecirernennen. P. 100325849 P. 83,500,760

An analysis of the net projected asset is as follows:

2004 2003
Plan assets in excess (short) of projected benefits....... P. 4,880,919 P. (936,862)
Unamortized actuarial [0SS...........cooevvvvveeeeiieeeiieeninnnn, 15,614,910 18,101,760
Trangition liability.......ccccceeeiiiiiiiiiieeeeee, 4,853,673 6,026,108
Past services and changesinplan..........ccccccooennnneee. 273,099 304,273
Net projected asset........cccvveeeeeieiiiiieeeee e, P. 25622601 P. 23,495,279

At December 31, 2004 and 2003, the market value of the trust fund for pensions and seniority premiums
exceeded the accumulated benefit obligation by P. 8,650,825 and P. 3,691,498, respectively. In conformity with
Bulletin D-3, the balance sheets show a net projected asset of P. 25,622,601 and P. 23,495,279 in 2004 and 2003,
respectively.

In 2004, the net actuaria gain of P. 1,690,227 was derived primarily from an actuarial gain of P.9,394,134,
due to the favorable effect on plan assets of the overal behavior of the Mexican Stock Exchange and the increase
in fixed-yield interest rates, as well as an actuaria loss of P. 7,703,907, attributable to the increase in the projected
benefit obligation due primarily to the fact that: (i) the number of employees that retired exceeded estimates made
a the beginning of the year, (ii) that the Company modified the estimated retirement age based on experience with
retiring personnel (iii) and the Company updated the plan’s mortality rates.

In 2003, the net actuarial gain of P. 1,986,506 was derived primarily from an actuaria gain of P.5461,511,
due to the favorable effect on plan assets of the overall behavior of the Mexican Stock Exchange, and an actuarial
loss of P. 3,475,005 attributable to the increase in the projected benefit obligation due primarily to the fact that the
number of employees who retired exceeded the estimated number at the beginning of the year.
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The rates used in the actuaria studies as of December 31, 2004 and 2003 were as follows:

2004 2003 2002
% % %
Discount of labor obligations:
LONg-term average.........cceeeeeeeneereeneeseesnesneenenne 582 5.85 5.85
INcrease in SAlaries........ccocvveveveecece e
LONg-term average.........cceeeeeeeneereeneeseesnesneenenne 0.94 0.96 0.96
Annua return on fund..........ccccceeievevccneseceeee, 6.82 6.84 6.84

At December 31, 2004, 55.6% (59.4% in 2003) of plan assets were invested in fixed-income securities and
the remaining 44.4% (40.6% in 2003) in variable-yield securities.

Brazil

Embratel has established a defined benefit pension plan (DBP) and a defined contribution plan (DCP) that
covers virtualy al of its employees, as well as a medica assistance plan (MAP) for its DBP participants.
Liabilities recorded at December 31, 2004 for such plans are as follows:

2004
Pension plan (DPB).......cccccoeveieeececeece e P. 195,038
Medical assistance plan (MAP)........ccccoeeveiieecenee. 790,714
Defined contribution plan (DCP)........cccccceveveeveineneee. 738,820
TOAl s P. 1,724,572

Penson amounts are determined on the basis of compensations of employees in their finad year of
employment, their seniority, and their age at the time of retirement. The Company has established funds through
Telos — Fundacion Embratel de Seguridad Social, an independent entity that manages the fund.

The trangition liability for the DPB is being amortized over a period of 20 years, which is the estimated
remaining working lifetime of the Company’s employees. Variances in assumptions are being amortized over a
period of 19 years, which is the expected remaining lifetime of the Company’s retired personnel.

Defined benefits and medical assistance plan

An analysis of the net period cost for the five-month period ended December 31, 2004 is as follows:

DBP MAP
LaDOr COSL.......eveeceie ettt P. 246 P. 34
Financial cost of benefit obligations..................... 193,217 57,623
Projected return on plan assets........occevveevveeereenene (194,439) (11,327)
Amortization of variances in assumptions............ 1,226 3,819
Net Period COSt......ccuevrreririereeeee e P. 250 P. 50,149
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An analysis of the projected benefit obligation and medica assistance plan a December 31, 2004 is as
follows:

DBP MAP
Actuarid present value of labor obligation:
Vested benefit obligation..........ccccceeeeevevccessccececee, P. 4,655,303 P. 1,556,447
Non-vested benefit obligation............cccceevveveceeenccecennene, 8,844 6,234
Accumulated benefit obligation (ABO)........cccccceevvreeeenenene 4,664,147 1,562,681
Effect of salary projection..........ccoeevveenneenneicnenieenes
Projected benefit obligation (PBO) and obligation under
medical assistance plan.........c.oceeevveveeiveseiesec e P. 4,664,147 P. 1562681

An anaysis of the change in the projected benefit obligation and medical assistance plan for the five-
month period ended December 31, 2004 is as follows:

DBP MAP

Projected benefit obligation and medical assistance

plan at August 1, 2004.........ccoeemeeieereececeeee e P. 4,465,159 P. 1,405,210
(=00 o0 L PSR 246 A
Financial cost on projected benefit obligation..................... 193,217 57,623
ACTUBNTAl [OSS.......eeeeeeeeee et e e e e aeree e e 179,488 119,896
Benefits paid to partiCipants...........cccceceveeeieceeceeieeseceenn, (173,963) (20,082)
Projected benefit obligation and medical assistance plan at

end Of PEriOd.......ccoeerereerereee e P. 4,664,147 P. 1562681

An analysis of the change in plan assets for the five-month period ended December 31, 2004 is as follows:

DBP MAP
Established fund (balance at August 1, 2004).........c.ccueueeen. P. 4,893,237 P. 255,113
Projected return on plan assats........cccocvveeveeevececesecesee 194,439 11,327
ACtUAITAl AIN......cceieieeeee e e 79,160 1,663
Payments from trust fund...........ccccoveienneinninneeee (173,963) (20,082
Established fund at end of period...........cccceevveveieieiececnenene P. 4,992,873 P. 248,021
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An analysis of the liability for the pension plan and medica assistance plan at December 31, 2004 is as
follows:

DBP MAP
Plan assets in excess (short) of projected benefit obligation
and medical assistance plan........ccccccvveeeeeevcieneseseeesees P. 328,726 P. (1,314,661)
Transition [ability........cccoeveiiieccicee e 9,430
Unamortized actuarial (gain) [0SS.......cccovevivrineneierininenns (533,194 523,947
Net projected l1ability........ccovvireierninrerreer e P. (195,038) P. (790,714)

In 2004, the net actuarial loss of P. 100,328 in the DBP and P. 118,233 in the MAP is due principally to the
actuarial losses of P. 179,488 and P. 119,896, respectively, attributable to the adjustments for past experience and
plan changes and actuaria gains of P. 79,160 and P. 1,663, respectively, due to the favorable effect on plan assets
of the genera behavior of fixed-yield instruments.

The rates used in the actuaria studies were as follows:

%
Discount of labor obligations:

LONG-termM aVErage........ccoceveruereeienie e 11.3
Increase in salaries:

LONG-termM aVerage........ccoceverereeeenie e 5.0
Annual return oN fund.........cccoveencinneieeee 11.3
Annual inflation:

LONG-termM aVerage........ccoceverereeeenie e 5.0

At December 31, 2004, 77.8% of plan assets are represented by fixed-yield instruments, 13.9% by
variable-yield instruments and the remaining 8.3% by other assets.

Defined contribution plan

The unfunded liability represents Embratel’s obligation for those participants that migrated from DBP to
the DCP. Such liability is being amortized over a period of 20 years starting on January 1, 1999. Any unpaid
balance is adjusted monthly based on portfolio asset returns at that date subject to an increase based on the
Brazilian consumer price index plus 6 percentage points for the year. At December 31, 2004, the balance of the
obligation of the DCP was P. 738,820.
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8. Long-term Debt

a) Long-term debt consists of the following:

Average weighted
interest rates at Maturities Balance at
December 31, from December 31,
2004 2003 2005 through 2004 2003
Debt denominated in U.S. dollars:

Consolidated excluding Embratel:

Convertible debt...........ccoeveeeeieciieieee e 4.2% P. 9,559,635

BONGS.......coioieieicieieeceeeee e 6.7% 6.7% 2008 P. 28,162,000 29,547,871

BaNKS.....ciivieieeete e 3.4% 2.2% 2014 37,332,880 20,671,408

SUPPlErs CreditsS......coveveveerireeesieereeee e 3.8% 2.1% 2007 224,411 666,302

Financial 1€ases..........cceeveeieecieieceieeceeee e 4.1% 2.2% 2011 1,183,438 2,162,325

Mexican GOVErNMENt..........cccoeeveereveereieeeereerereene 3.6% 2.0% 2006 51,871 108,422
TOtAl oot 66,954,600 62,715,963
Debt of Embratel denominated in U.S. dollars:

BONGS.......coiiveeiticteeececeee et 11.0% 2008 3,097,820

BaNKS.....cuictiieeetecreee et 5.3% 2013 5,519,912

SUPPliErs Credits.........ovvvieireeereceeeeseeseeeae 8.4% 2007 74,054

Financial 1€8SES........cccccveevveceieeeceecceeceeeee e 13.6% 2006 71,582
Total debt denominatedin U.S. dollars................. 75,717,968 62,715,963
Debt denominated in M exican pesos:

Domestic senior notes

(“Certificados Bursatiles”).........cccceveeeeiereenenn. 9.9% 8.3% 2012 7,450,000 7,836,655

BanKS.....coiiiceciseeee s 9.0% 6.3% 2007 1,300,000 1,367,470

Financial 1€ases.........cccoeeveevieciceseeeeeeees 6.5% 610
Total debt denominated in M exican pesos 8,750,000 9,204,735
Debt denominated in Brazilian reais.

BanKS.....cocuiieeeeceee e s 15.0% 2008 87,098

Financial 1€ases..........ccccceeeeieeecececeeececeee e 19.7% 2007 12,951

COMMErCIial PAPEN.....cveeeeerierie e 18.0% 2005 4,243,821
Total debt denominated in Brazilianreas 4,343,870
Debt denominated in other currencies:

BanKS... .ot 5.4% 2017 720,248

Financial 1€ases..........cccccevevieecicecceeececeee e 8.3% 2027 200,759

SUPPlErs Credits......cveeeeeeereresee e 2.0% 2.0% 2022 308,299 321,861
Total debt denominated in other currencies......... 1,229,306 321,861
Total debt.......coeveecieeceeeeee e 90,041,144 72,242,559
L essshort-term debt and

current portion of long-term

debt excluding Embratel............coooeevniiincenne 4,821,023 21,313,598

EMDratel........ccocoeeviiieeceeiceee e 8,373,425
LoNg-term debt.......ccvevvevvireereeeee e P. 76,846,696 P. 50,928,961

The above-mentioned rates are subject to variances in international and local rates and do not include the
effect of the Company’s agreement to reimburse certain lenders for Mexican taxes withheld. The Company’s
weighted average cost of borrowed funds at December 31, 2004 (including interest, fees and reimbursement of
such lenders for Mexican taxes withheld), excluding Embratel, was approximately 6.3% (6.2% at December 31,

2003), and 7.2% including Embratel.

Short-term debt as of December 31, 2004 amounted P. 6,435,708, including P. 4,290,170 of Embratel
(P. 16,612,951 in 2003), comprised of P. 1,166,965 of bank debt (P. 16,612,951 in 2003), P. 4,243,821 of
Embratel’s commercia paper and P. 850,000 of domestic senior notes “Certificados Bursatiles’, with a weighted

average interest rate, excluding Embratel, of 8.1% (3.6% in 2003) and 14.7% with Embratel
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Convertible debt

On June 11, 1999, the Company issued U.S.$ 1,000 million in convertible senior debentures that matured
on June 15, 2004. During 2004 and 2003, TELMEX repurchased U.S.$ 424.7 million of its convertible debentures,
while some investors exercised their rights to convert debentures in the amount of U.S.$ 5 million to 3,417,540
series “L” shares. On the maturity date, the outstanding balance on the debentures was U.S.$ 570.3 million, which
was amortized as follows. U.S.$ 569.8 million was converted to 385,285,200 shares at aratio of 33.8110 ADR’s
(one ADR equals 20 series “L” shares) per U.S.$ 1 thousand in principal and U.S.$ 0.5 million was repaid in cash.
Interest accrued on the debentures was P. 748,558 in 2004 (P. 731,582 in 2003 and P. 482,861 in 2002).

Bonds

a) On January 26, 2001, TELMEX issued senior notes for U.S.$ 1,000 million, maturing in 2006 and
bearing 8.25% annual interest payable semiannualy. Additionaly, on May 8, 2001, TELMEX issued
supplemental senior notes for U.S.$ 500 million with similar characteristics. In 2004, accrued interest on the
bonds was P. 1,513,187 (P. 1,502,756 in 2003 and P. 1,403,692 in 2002).

b) On November 19, 2003, TELMEX issued senior notes for U.S$ 1,000 million maturing in 2008 and
bearing 4.50% annua interest payable semiannually. In 2004, accrued interest on the bonds was P. 550,690
(P. 90,856 in 2003).

Syndicated loan

On July 15, 2004, the Company entered into syndicated |oan agreements for U.S.$ 2,425 million structured
into two tranches. The first loan is for U.S.$ 1,525 million, has a three-year maturity and bears interest at the
LIBOR plus 0.45%. The second loan is for U.S.$ 900 million, has a five-year maturity and bears interest at the
LIBOR plus 0.525%. The balance of these loans is included under Banks (U.S. dollar denominated liabilities).

Domestic senior notes

At December 31, 2004, TELMEX has placed domestic senior notes (“Certificados Bursdtiles’) for a total
of P. 7,450,000 under the P. 10,000,000 program authorized by the CNBV.

Linesof credit

At December 31, 2004, the Company has long-term lines of credit with certain foreign finance institutions.
The unused portion of committed lines of credit at December 31, 2004 totaled approximately P. 2,331,100, at a
floating interest rate of approximately LIBOR plus 49 basis points at the time of use. At December 31, 2004,
Embratel has unused lines of credit in the amount of U.S.$ 143,515 that bear 3.5% interest at the time of use.

Prepaid debt

During 2004, TELMEX prepaid a portion of its debt with a number of financia ingtitutions, excluding the
repurchase of convertible bonds, in the amount of approximately U.S.$ 948 million.

In December 2004, Embratel concluded its prepayment of the debt included in its 2003 refinancing
program. During the second half of 2004, Embratel prepaid approximately U.S.$ 558 million, thus settling loans
bearing annua interest a the LIBOR plus 4% and the ICD (Interbank certificate of deposit) plus 4%. Such loans
were paid using proceeds from issuing commercia paper and from other financing obtained during the fourth
quarter 2004. The purpose of repaying such loans was to reduce Embratel’s cost of financing and release the
guarantees provided under the debt refinancing program.

Embratel also repaid early U.S.$ 22 miillion in other debt not included in the refinancing program that bore
annual interest of approximately the LIBOR plus 3.5%.

F-28



In November 2004, Embratel issued R$1,000 million in promissory notes (commercia paper) to subgtitute
the local debt agreed on in the 2003 debt refinancing plan.  Such notes represent 102.3% of the ICD and have 180-
day maturities that may be rolled over for additional 180-day terms. Also, during the last quarter of 2004, Embratel
obtained loans in the amount of U.S.$ 165 million with one-year maturities that bear annua interest at the LIBOR
plus 1.2%

Restrictions

The above-mentioned debt is subject to certain restrictive covenants with respect to maintaining certain
financia ratios and the sale of assets, among others. At December 31, 2004, the Company has complied with such
restrictive covenants.

An analysis of the foreign currency denominated debt at December 31, 2004 is as follows:

Exchange rate at
Foreign December 31,
currency 2004 Mexican peso
(in thousands) (in units) equivalent

U.S. dollar.......coeeeeeceeceenenene, 6,721,643 P. 11.26 P. 75,717,968
Brazilian redl.........ocooeeveevennene 1,023,575 4.24 4,343,870
Other currencies..........cccueueuee. 1,229,306
Total.ooeeeee e P. 81,291,144

Long-term debt maturities at December 31, 2004 are as follows:

Y ear Excluding Embratel Embratel Total
2006.......c.ccereeerrerrreenns P. 19,217,898 P. 699,778 P. 19,917,676
2100 1 SO 25,137,303 676,378 25,813,681
2008.......cccceveeerreenieenns 17,575,082 3,431,674 21,006,756
2100 K 6,683,503 191,101 6,874,604
2010 onwards............... 2,879,185 354,794 3,233,979
Tota...coeeeeeeeeeee, P. 71492971 P. 5,353,725 P. 76,846,696

Subsequent event

On January 27, 2005, TELMEX made a bond placement of U.S.$ 1,300 million divided into two issuances
of U.S.$ 650 million each. The first placement matures in 2010 and bears 4.75% annual interest and the second
matures in 2015 and bears 5.50% annua interest. Interest is payable semi-annualy. On February 22, such
placements were reopened and the bonds issued were increased to U.S.$ 950 and U.S.$ 800 million, respectively.

In January and February 2005, TELMEX repurchased its own bonds for a total of U.S.$ 218.7 million
(nomina value). The acquired bonds were part of the U.S.$ 1,500 million senior notes issued in 2001, which
mature in January 2006. The difference between the repurchase price and the nominal value of the bondsis U.S.$
10.3 million.

Hedges

As part of its currency hedging strategy, the Company (excluding Embratel) uses derivatives to minimize
the impact of exchange rate fluctuations on U.S. dollar denominated transactions. During 2004, the Company
entered into short-term exchange rate hedges which, a December 31, 2004, hedged liabilities of U.S.$ 3,220
million (U.S.$ 585 million in 2003). In 2004, the Company recognized a charge of P. 499,679 (credit of P.826,886
in 2003 and P. 1,741,454 in 2002) to results of operations for these hedges corresponding to exchange differences.

To offset its exposure to financia risks, the Company entered into interest-rate swaps. Under these
contracts, the Company agreed to receive 182-day “TIIE” interbank rate and the treasury certificate (CETES) rate
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for contracts in Mexican pesos and to pay fixed rates on the amount determined by applying agreed interest rates to
the base amount. The effect of interest-rate swaps was recorded in results of operations.

At December 31, 2004, the Company had interest-rate swaps for a tota base amount of P. 12,390 million.

The Company had interest-rate swaps for a total base amount of U.S.$ 1,050 million paying fixed rates and
recelving a six-month LIBOR rate, and of U.S.$ 1,050 million under which it pays a six-month LIBOR rate and
receives afixed rate. At December 31, 2003, the Company had interest-rate swaps for atotal base amount of

P. 12,390 million and U.S.$ 1,200 million. In the year ended December 31, 2004, the Company recognized a net
expense for these swaps in comprehensive financing cost of P. 418,632 (P. 481,054 in 2003 and P. 318,563 in
2002). Additionaly, in 2003 the Company replaced some of its Mexican peso-denominated hedges, recognizing a
financing cost of P. 1,012,210.

The subsidiary Embratel also uses financia instruments with banks (swaps and forwards) to minimize the
effects of exchange rate fluctuations on the Brazilian real due to foreign currency denominated loans and interest.
Such hedges cover the amounts of Brazilian real necessary to pay exchange rate fluctuations on foreign currency
denominated liabilities. At December 31, 2004, the Company hedged ligbilities for U.S.$ 323.9 million. Under
these contracts, Embratel recognized during the period from August through December 2004 a charge of
P. 767,817 corresponding to exchange differences.

9. Deferred Credits

Deferred credits consist of the following at December 31, 2004 and 2003:

2004 2003
Advance billiNgS.......ccoeviiveciiececec e P. 1912632 P. 1,236,327
Advances from subscribers and others.........cccooevvevee 154,433 101,102
10 P. 2067065 P. 1337,429
10. Accounts Payable
An analysisis as follows:
December 31,
2004 2003
SUPPHELS...ceeeceeee et P. 12424874 P. 6,602,325
SUNArY Creditors.......cccoveererierere e 2,739,192 1,345,098
Net settlement payables.........cccoovveerineinnnneseee, 715,960 11,164
Related parties.........coeveeeieeceece e 1,842,524 1,739,970
(@101 SRR 272,166 211,291

P. 17,994,716 P. 9,909,848
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11. Foreign Currency Position and Transactions

a) At December 31, 2004 and 2003, the Company had the following foreign-currency denominated assets and
liabilities:
Foreign currency in million
Foreign Exchangerate  Foreign Exchangerate

currency currency
at December at December 31,
2004 31, 2004 2003 2003

Assets:

U.S. dollar 1,305 P. 11.26 1,252 P. 11.24

Argentinean peso 107 3.79

Brazilian rea 3,060 424

Chilean peso 20,168 0.02

Colombian peso 10,433 0.0047

Peruvian sol 80 343
Liabilities:

U.S. dollar 7,485 P. 11.26 5,434 P. 11.24

Argentinean peso 62 3.79

Brazilian rea 3,512 424

Chilean peso 33,733 0.02

Colombian peso 13,277 0.0047

Peruvian sol 11 343

Euro 61 14.17 23 14.16

At February 28, 2005, exchange rates are as follows:

Exchangerate

Currency (P.)
U.S. dolar......ccoieeeeicececeeee e 11.10
Argentingan PESD........cccovevrrereereeeseseseereeeseseeneeens 3.78
Brazilian r€al..........ccccoveeeeeiececcece e 421
Chilan PESO.......cceveererieeee e 0.02
Colombian PESD.....cceereeireeierieieeee e 0.0048
Peruvian SOl........cccceeeeceiiceece e e 341
U o TSR 14.72

b) In the years ended December 31, 2004 and 2003, TELMEX had the following transactions denominated in
foreign currencies. Currencies other than the U.S. dollar were trandated to U.S. dollars using the average exchange
rate for the year.

Million of dollars

2004 2003 2002
NEL FeVENUES.......c.oeveerieiieerieerieeee US$ 1623 US$ 211 U.S$ 256
Operating costs and expenses.............. 1,353 106 100
INterest iNCOME........ccevvveevenerecrerieenee 70
Interest expense.........cccceveveverceenenen. 409 361 278
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12. Commitments and Contingencies
Commitments

a) The Company leases certain equipment used in its operations under capital leases. At December 31, 2004, the
Company had the following commitments under non-cancelable |eases.

Y ear ended December 31,

2005......ceeteeetee ettt b et b et r e st et be e te e eae e erennene e P. 972,637
200B6.......c.eeueeeteeereeetee st ettt ettt et et b e s re e te e e be e te e eae e erennere e 362,186
2007 ..ottt ettt b et b et re et et be e te e e ae e erenneae e 33,372
2008.......ceeteeeteesee ettt et b et bttt be it te e be e reneere e 32,216
20009.....cceceeeetee ettt b s b ettt et e e te e ae e ne e ere e 32,089
2010 ONWEAITS.....cooeeeeeeee ettt ee e sre e s e e e e 240,605
B 10 = OSSOSO 1,673,105
(IS L= AR 204,375
Present value of minimum net rental payments...........cccceevvveeeeereeesnennns 1,468,730
L €SS CUITENt POITION.......ceeueiieeteciectecie ettt enas 921,836
Long-term obligation at December 31, 2004.........ccccovevevecerecececieei, P. 546,894

b) At December 31, 2004, the Company has non-cancel able commitments of P. 9,389,669 (P. 8,764,530 in 2003)
for the purchase of equipment. Payments made under purchase agreements aggregated P. 9,059,660 in 2004 and
P. 3,944,213 in 2003.

c) At December 31, 2004 the Company has outstanding letters of credit for approximately P. 122,436 (P. 167,000
in 2003), issued to foreign suppliers for purchase of materials and supplies.

Contingenciesof Mexico

d) In February 1998, the Federad Commission of Economic Competition (COFECO) determined that Teléfonos
de México, S.A. de C.V. has substantial power in what it referred to as five telecommunications markets so that, in
conformity with Article 63 of the Federal Telecommunications Act, COFETEL may impose specific obligations
with respect to rates charged and quality of services and information.

The Company’s externa lawyers who are handling this matter are of the opinion that this finding is
unjustified. Consequently, Teléfonos de México, SA. de C.V. filed an apped in the Federal District Court and
obtained protection and shelter under Mexican Federal law. In September 2004, COFECO handed down a new
ruling supporting the findings with respect to the substantia power that Teléfonos de México, SA. de C.V.
exercises over five telecommunications markets. Teléfonos de México, SA. de C.V. filed an appesl in the Federa
Digtrict Court. In October 2004, such appeal was admitted by the court and the final ruling is still pending.

As a result, the COFECO heas initiated other proceedings against Teléfonos de México, SA. de C.V. that
have also being appedled.

2) In December 1995, a competitor that provides cellular telephone services reported Teléfonos de México,
S.A. de C.V. to the COFECO for alleged monopolistic practices and undue concentration.

In July 2001, the COFECO ruled that Teléfonos de México, SA. de C.V. was responsible for monopolistic
practices and undue concentration. Teléfonos de México, SA. de C.V. filed an apped for reconsideration against
the ruling, but the appeal was declared unfounded and the ruling confirmed.

The respective defense against the confirmation of the ruling has been presented before the Federal Court
of Justice for Tax and Administrative Matters.

f) The Mexican Socia Security Institute (IMSS) audited Teléfonos de México, SA. de C.V. for the 1997-2001
period. At the conclusion of the audit, it was determined that Teléfonos de México, SA. de C.V. owed atotal of
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approximately P. 330,000 (historica amount) in taxes, fines, surcharges and restatements at July 2, 2003.
Teléfonos de México, SA. de C.V. filed an appea before the Federal Court of Justice for Tax and Administrative
Matters, and in accordance with Mexican laws, by means of a bank trust guaranteed payment of such tax liability
through July 1, 2005. The Company’'s externa lawyers who are handling this matter are of the opinion that
athough the Company’s apped is well founded, there is no guarantee that it will prevail.

Contingencies of Embratel and Star One
Brazlian value-added goods and servicestax (ICMS)

Embratel received a number of fines for non-payment of ICMS for services provided, including
international services and others, considered by Embratel as exempted or non-taxable. Amounts of approximately
P. 368,000 are considered as probable losses in the cases and were duly provided for in the subsidiary’s financial
statements. Amounts considered as corresponding to claims in which the lawyer’s consider Embratel will prevail
are approximately P. 3,793,000; as aresult, no provisions have been recorded for such amounts.

In July 2002, Star One received two assessments by the tax authorities in the state of Rio de Janeiro for
payment of ICMS in the amount of approximately P. 1,001,000. These assessments refer to the ICMS tax on
Internet and satellite use. In March 2004, Star One was required to pay approximately P. 84,000 in the Brazilian
Federa Didtrict for ICMS not paid on satellite use and other obligations. Based on management’s and the lawyers
estimates, Star One faces low risk of losing these above-mentioned suits and consequently, has not provided for
such amountsin its financial statements.

The Company’s externa lawyers who are handling this matter are of the opinion that athough the
Company’s case is well founded, there is no guarantee that it will prevail.

Income Tax on | nbound I nternational | ncome

Based on its legal advisors opinion, Embratel believes that the foreign operating income from
telecommunications services (inbound traffic) is not subject to taxation. In connection with this matter, in March
1999, the Brazilian Federa Tax Agency (SRF) assessed the subsidiary in the amount of P. 1,219,000
approximately for failing to pay the related income tax for the years 1996 and 1997. Embratel appeded to the
Taxpayers Council against this decision, which is still pending.

In June 1999, Embratel was further assessed for non-payment of income tax on net foreign source income
for 1998 amounting to approximately P. 273,000.

As aresult of an unfavorable ruling of the administrative defense contesting this assessment, the Company
requested a writ of mandamus, which was initialy rejected by the court. However, such ruling was subsequently
modified so as to reflect a favorable decision for Embratel. Based on the opinion of the subsidiary’ s management
and its lega advisors, who consider the probability of loss as unlikely, no provisions have been recorded for the
related amounts of the suits.

The Company’s externa lawyers who are handling this matter are of the opinion that athough the
Company’s case is well founded, there is no guarantee that it will prevail.

Brazlian Social Welfare Tax on Service Exports (PIS)

In August 2001, Embratel received a tax claim from the Brazilian Federal Revenue Service (SRF) totaling
approximately P. 675,000 for payment of the PIS prior to 1995, which had been offset in accordance with Brazilian
tax law. Based on the facts and arguments provided, and aso on the opinion of the Company’s externa lawyers,
Embratel’s management evaluated the probability of a loss and no provison was recorded in the financia
statements for this matter. The Company’s external lawyers who are handling this matter are of the opinion that
athough the Company’s case is well founded, there is no guarantee that it will prevail.
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Brazlian Finance Tax for Service Export Security Tax (COFINYS)

There is aso a claim against Embratel amounting approximately of P. 1,451,000 related to the COFINS
exemption on the exportation of telecommunication services for revenues through the end of 1999. According to
management, there were severa errors in the computation of this tax made by the government auditor and,
consequently, such amount was later reduced by approximately P. 934,000. Embratel appeded the case in the
highest administrative court and in July 2003, a ruling was issued requiring the claim to be returned to the first
administrative level. A new decision was issued by the first administrative level confirming that the remaining
updated amount was approximately P. 1,004,000. Embratel appealed to a higher administrative level which is till
pending decision.

Based on the facts and arguments provided, and also on the opinion of the Company’s externa lawyers,
Embratel’ s management considers the probability of alossin this case as unlikely. Accordingly, no provision was
recorded in the financial statements for this matter.

The Company’s externa lawyers who are handling this matter are of the opinion that athough the
Company’s case is well founded, there is no guarantee that it will prevail.

Disputes with third parties

Certain cases are in an advanced stage of the litigation process and, according to Embratel’s external
lawyers, the subsidiary stands a chance of losing at least some of the cases; consequently, P. 700,060 (restated) has
been provided for possible unfavorable rulings. For other litigation totaling P. 62,809, Embratel provided
guarantee deposits of P. 45,982. According to the Company’s externd lawyers, dthough the Company’s
arguments in this case are well-grounded, there is no guarantee of a favorable outcome.

13. Related Parties

In the years ended December 31, 2004, 2003 and 2002, the Company had the following significant
transactions with related parties:

2004 2003 2002

Investment and expenses:
Purchase of materias, inventories and fixed assets (1).... P. 5,885,234 P. 4,028,643 P. 4,950,722
Acquisition of 60% of Techtel...........ccoceovrinnviirrienn 874,580
Payment of insurance premiums, fees for

administrative and operating services, security

trading and other (2).......cccoevvrirneinnireeeee 3,156,263 3,999,089 3,007,890
Payment of CPP interconnection fees (3).......ccccvevvuenee. 10,318,946 9,510,571 8,776,262
Revenues:
Sale of materials and other services (4).....oovveeveeeveiienens P. 989,070 P. 685,776 P. 585,448
Sdle of long distance and other telecommunications

S AV T0=SY () 4,318,212 3,577,668 3,787,415

@ In 2004 includes P. 3,792,497 (P. 2,490,625 in 2003 and P. 3,748,112 in 2002) for purchasing network

construction services and materials from a subsidiary of Grupo Condumex, S.A. de C.V. (Condumex), which is
under common control with Carso Global Telecom, SA. de C.V. (Carso Global), the parent company of Teléfonos
de México, SA.deC.V.

2 In 2004 includes P. 828,172 (P. 817,320 in 2003 and P. 617,467 in 2002) for insurance premiums with
Seguros Inbursa, SA. (Seguros), which, in turn, enters into reinsurance agreements with third parties, and P.
128,506 (P. 140,119 in 2003 and P. 115,283 in 2002) for security trading fees paid to Inversora Bursdtil, SA.
(Inversora) as well as P. 334,083 (P. 344,734 in 2003 and P. 300,142 in 2002) for fees paid for administrative and
operating services to technology partners (SBC International, Inc. and Carso Global). Seguros and Inversora are
under common control with Carso Global.
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3 I nterconnection expenses under the “Calling Party Pays’ program (CPP); outgoing calls from a fixed lined
telephone to a cellular telephone paid to a subsidiary of América Movil. América Movil is under common control
with Carso Globdl.

4 Includes P. 243,304 in 2004 (P. 130,791 in 2003 and P. 146,647 in 2002) from the sale of construction
materials to a subsidiary of Condumex.

(5) Revenues from billings to América Mévil’ s subsidiaries.

At December 31, 2004, TELMEX had amounts due to a subsidiary of Condumex and a subsidiary of
Ameérica Movil of P. 138,688 and P. 990,353, respectively (P. 271,567 and P. 868,961 in 2003). Embratel had a
loan from a subsidiary of Grupo Financiero Inbursa, SA. de C.V. (Inbursa) for P. 563,240.

TELMEX purchases materias and services from severa subsidiaries of Grupo Carso, SA. de C.V., which
is under common control with Carso Global. Additionaly, Inbursa and its subsidiaries, which are under common
control with Carso Global, provide banking and insurance services to TELMEX. Contracted prices of materials
and considerations for services are smilar to those that would be used with unrelated parties in comparable
transactions.

The companies mentioned in this note are considered to be related parties, since the Company’s principal
stockholders also directly or indirectly hold a percentage equity interest in such companies. Carso Global owns the
majority of the voting shares of the Company. SBC International, Inc. is a minority stockholder of the Company.
14. Provisons

The following are the main provisions for the Company, which are included as part of the caption Accrued
liabilities.

The activity in provisions for other contractua employee benefits for the years ended December 31, 2004
and 2003 was as follows:

2004 2003
Beginning balance at January 1.........cccccovvenriicninnne. P. 934,413 P. 1,136,345
Effect of acquired companies...........ccovevvreirerinnne 136,943
Increase through charge to expenses...........ccccvvveunee. 3,365,827 3,339,111
Charges to ProviSiON.........ccoeerreerenenesesenessesennas (3,281,625) (3,541,043
Ending balance at December 31..........ccccvvveveereeneneee P. 1,155,558 P. 934,413

The activity in the provision for vacations for the years ended December 31, 2004 and 2003 was as
follows:

2004 2003
Beginning balance at January 1..........cccccveevineincnnne P. 1,095,700
Effect of acquired companies............ccoeevvvrerenerenne 317,290
Increase through charge to eXpenses..........c.ccccvveeee. 1,556,507 P. 1,448,972
Increase through charge to other accounts................ 1,095,700
Chargesto ProViSiON..........ccoeeviereneneseseneseseenesees (1,547,817) (1,448,972)
Ending balance at December 31..........cccooevvivenecnnne P. 1421680 P. 1,095,700

The activity in provisons for Embratel’s contingencies for the period from August through December
2004 is as follows:
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2004

Balance at the date of purchase..........c.coccovvcenrinncicnnieene P. 2,024,691
Increase through charge to eXpenses..........coveeverrereecneens 78,167
Charges to ProviSION........ccoeerreirisienesieese s (77,430)

Ending balance at December 31..........cccceoveeievieienecieieeenns P. 2025428

15. Stockholders Equity

a At December 31, 2004, capital stock is represented by 11,832 million common shares issued and
outstanding with no par vaue, representing the Company’s fixed capital (12,109 million in 2003). An andysisis
asfollows:

2004 2003
4,063 million Series“AA” shares (4,136 in 2003)............ P. 14476409 P. 14,736,706
252 million Series“A” shares (265 in 2003)..........cccccene.. 1,052,998 1,104,545
7,517 million Series “L” shares with limited voting
rights (7,708 N 2003)........c.ceueueueererieeeeenenesesesesesesesenes 12,472,411 13,286,749
TOEl .. P. 28001818 P. 29128000

Series “AA” shares, which may be subscribed only by Mexican individuals and corporate entities, must
represent at al times no less than 20% of capital stock and no less than 51% of the common shares. Common
Series “A” shares, which may be freely subscribed, must account for no more than 19.6% of capital stock and no
more than 49% of the common shares. Series“AA” and “A” shares combined may not represent more than 51% of
capital stock. The combined number of Series “L” shares, which have limited voting rights and may be freely
subscribed, and Series“A” shares may not exceed 80% of capital stock.

b) In 1994, TELMEX initiated a program to purchase its own shares. A charge is made to retained earnings for
the excess cost of the shares purchased over the portion of capital stock represented by the shares acquired.

At meetings held on November 30, 2004, March 1, 2004, April 29, 2003 and April 29, 2002, the
stockholders approved an increase of P. 8,000,000, P. 12,000,000, P. 7,601,474 and P. 4,549,888 (historical),
respectively, in the total authorized historical amount to be used by the Company to acquire its own shares,
bringing the total maximum amount to be used for this purpose to P. 9,384,119, P. 12,001,362, P. 10,000,000 and
P. 10,000,000 (historical), respectively.

During 2004, the Company acquired 707.8 million Series “L” shares for P. 13,860,547 (historical cost of
P. 13,482,173) and 1.7 million Series“A” sharesfor P. 33,036 (historical cost of P. 32,134).

During 2003, the Company acquired 668.3 million Series “L” shares for P. 12,007,515 (historical cost of
P. 11,197,226) and 3.9 million Series“A” sharesfor P. 70,720 (historical cost of P. 65,805).

During 2002, the Company acquired 387.3 million Series “L” shares for P. 6,774,662 (historical cost of
P. 6,041,620) and 1.4 million Series“A” sharesfor P. 22,916 (historical cost of P. 20,747).

c¢) In conformity with the Mexican Corporations Act, at least 5% of net income of the year must be
appropriated to increase the legal reserve. This practice must be continued each year until the legal reserve reaches
at least 20% of capital stock issued and outstanding.

d) In 2004, as aresult of the maturity of the convertible senior debentures, the Company issued 388.7 million
Series“L” shares (see Note 8).

€) Earnings per share are obtained by dividing majority net income for the year by the average weighted

number of shares issued and outstanding during the period. To determine the average weighted number of shares
issued and outstanding, the shares held by the Company have been excluded from the computation.
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The diluted earnings per share were determined considering the effect of the shares that may be delivered
(potentialy dilutive shares) as a result of the convertible senior debentures described in Note 8 and of the stock
options described in Note 17. The computation was made by deducting from magjority net income for the year, the
comprehensive financing cost, net of income tax and employee profit sharing, derived from the convertible
debentures. The adjusted income was divided by the average weighted number of shares issued and outstanding,

taking into account the number of potentialy dilutive shares.

An andysisis as follows:

2004 2003 2002
Earnings per basic share:
M@ ority NEL INCOME.......cccovrerireririeieieeesese s P. 27,496,601 P. 23,614,906 P. 21,402,713
Weighted average number of shares issued and
outstanding (MITIONS)........ccceovveenirriereereresereeeas 11,953 12454 12,986
Earnings per basic share (in Pes0s).......cccocvrereeererereenenes P. 2.300 P. 1897 P. 1.648
Earnings per diluted share:
Majority NEL INCOME.......ccceveireirieeeese e P. 27,496,601 P. 23,614,906 P. 21,402,713
Comprehensive financing cost (net of
income tax and employee profit sharing).................... 480,406 559,020 736,520
AdjUSIE INCOME......ceereeieieererrr e P. 27,977,007 P. 24,173,926 P. 22,139,233
Weighted average number of sharesissued and
%létstandi NG (MIllIONS).....coirieirereeeee e 11,953 12,454 12,986
Potentially dilutive shares............cccocevvveivciennenee. 249 647 691
Weighted average number of diluted shares
issued and outstanding (Millions).........c.cccceeevvenenne. 12,202 13,101 13,677
Earnings per diluted share (in pesos)........coeeeereneee P. 2.293 P. 1845 P. 1.619
f) At December 31, 2004, other accumulated comprehensive income items include the deficit from the

restatement of stockholders equity, net of deferred taxes, effect of instruments available for sale and effect of
trandation of foreign entities of P(65,884,933), P.(1,104,876) and P. 769,322, respectively (deficit from the
restatement of stockholders' equity, net of deferred taxes of P. (64,095,920) in 2003).

0) On March 9, 2005, the Company announced that on April 28, 2005 will submit for consideration of the
Extraordinary and the Annual Shareholders meeting, among other matters, a proposal to: (i) restructure the number
of “AA”, “A” and “L” outstanding shares, through a two-for-one stock “split”, and (ii) increase in P.6,000,000, in
addition to the maximum authorized amount for the acquisition of own shares.

16. Income Tax, Asset Tax and Employee Profit Sharing

a  TheMinistry of Finance and Public Credit authorized TELMEX to consolidate the Mexican companies group
tax returns effective January 1, 1995. The Ingtituto Tecnoldgico de Teléfonos de México, S.C. and the subsidiaries
acquired during the year are excluded from this tax consolidation.

On November 1, 2004, the Ministry of Finance and Public Credit authorized the transmission of the tax
consolidation of Teléfonos de México, SA. de C.V. and its Mexican subsidiaries to that of Carso Global Telecom,
SA. de C.V. (contralling company of TELMEX) starting in 2005 in conformity with the Mexican Income Tax
Law. However, this does not result in the tax deconsolidation of Teléfonos de México, SA. de C.V. or its
subsidiaries, nor in their ceasing to consolidate for tax purposes.

b) The 1.8% asset tax, which is a minimum income tax, is payable on the average value of most assets net of

certain liabilities. Since asset tax may be credited against income tax, the former is actually payable only to the
extent that it exceeds income tax. Asset tax for the years ended December 31, 2004, 2003 and 2002 was
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P. 2,706,462, P. 3,004,233 and P. 2,944,063, respectively. In such years TELMEX credited against these amounts
the corporate income tax paid.

¢) Anandyssof incometax provisonsis as follows:

2004 2003 2002
CUIMTENt YA ... P. 15076089 P. 1043851 P. 11,636,130
Deferred tax, net of related monetary position
gain of P. 1,148,898 (P. 868,088 in 2003
and P. 1,202,311 in 2002) (228,929) 643,248 1,495,252
Effect of change in statutory rate............c.ou...... (2,485,137) (1,837,584)
TOA e P. 12362023 P. 10,787,099 P. 11,293,798

A reconciliation of the statutory corporate income tax rate to the effective rate recognized for financial
reporting purposes is as follows:

Y ear ended December 31,

2004 2003 2002
% % %

Statutory iNCOmMe tax rate.........oevveeerereeesereeesereeenreens 33.0 34.0 35.0
Effect of changeinrate.........ccooveoiiivnnccincccee (5.9 (5.2
DEPrECIALION.......cveeeeeierierie et (0.5 (0.6) 14
FINaNCial COSL.......coeieruierieirieesieere e 0.1 4.0 01
(@ 1 0 0.9 (0.5 (0.2
Effective tax rate for Mexican operations.............c......... 27.6 28.9 31.2
Revenues and costs of foreign subsidiaries...................... 1.1
Effectivetax rate........cccovveeeeeveieie e 28.7 28.9 31.2

On December 1, 2004, an additional annual gradual decrease in the corporate income tax rate was
approved, starting in 2005 until the rate reaches 28% in 2007. The effect of such rate reduction represented a credit
to the results of operations for 2004 of P. 2,485,137.

In 2003, the decrease in the effective tax rate for the effect of financing costs derived basically from
unrealized gains determined in the mark-to-market valuation of marketable securities.

On January 1, 2002, a gradua one-percentage point annua reduction in the corporate income tax rate was
approved starting in 2003 until the rate reached 32% in 2005. The effect of this tax-rate change on deferred taxes
represented a credit of P. 1,837,584 to 2002 results of operations.

The temporary differences on which the Company (excluding the new Latin American subsidiaries)

recognized deferred taxes in the years ended December 31, 2004 and 2003, were as follows:

Deferred tax asset:

Allowance for doubtful accounts and slow- moving inventories

Tax loss carry forwards
Advance billings
Liability provisions

Deferred tax liability:
Fixed assets
Inventories
Licenses
Net projected asset
Prepaid expenses

Net deferred tax, liability........ccccvueenee.
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2004 2003
P. 695,565 P. 785,103
77,679 5,915
351,664 346,123
925,290 688,330
2,050,198 1,825,471
(12,037,402) (15,268,850)
(404,448) (393,501)
(134,164) (156,403)
(7,166,712) (7,519,427)
(409,125) (3,058)
(20,151,851) (23,341,239)
P. (18,101,653)  P. (21,515,768)




At December 31, 2004, the balance of the “ Restated Contributed Capital Account” (CUCA) and the “Net
Tax Profit Account” (CUFIN) was P. 26,694,100 and P. 58,952,931, respectively. These amounts are for
Teléfonos de México, SAA. de C.V. computed on a stand-alone basis.

d The temporary differences on which the new Latin American subsidiaries recognized deferred taxes in the
year ended December 31, 2004 were as follows:
2004
Deferred tax asset:
Fixed assets P. 1,044,800
Allowance for doubtful accounts 2,654,421
Tax loss carry forwards 1,501,764
Advance hillings 65,020
Liability provisons 775,121
6,041,126
Deferred tax liability:
Licenses (662,485)
Inventories (49,066)
(711,551)
Net deferred tax, asset P. 5,329,575
e) TELMEX is subject to payment of employee profit sharing in addition to its contractua compensations

and benefits. Employee profit sharing is computed at 10% of tax results, excluding the inflationary component and
the restatement of depreciation expense.

17. Stock Option Plan

In September 2001, as approved by the stockholders in an ordinary meeting held on February 6, 2001,
TELMEX established a stock option plan for its officers for up to 50 million Series “L” shares. From September
2001 through December 2004, 31,416,905 shares were exercised. Of the 50 million Series “L” shares approved by
the stockholders, 18,583,095 have till not been exercised.

Subsequent event

In a session of the Company’s Evauation and Compensation Committee held on February 8, 2005, the
Series “L” stock option plan was revoked and the remaining unexercised shares were canceled.

18. Segments

TELMEX operates primarily in two segments. local and long-distance telephone services and operates in
two geographic segments. Mexico and Latin America. Locd telephone service corresponds to fixed loca wired
sarvice. The long-distance service includes both domestic and international services. Other segments include the
long-distance calls originated in public and rura telephones, corporate networks, Internet, directories and other
sarvices. Additiona information related to the Company's operations is provided in Note 1. The following
summary shows the most important segment information, which has been prepared on a consistent basis:
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(Amountsin millions of M exican pesos
with purchasing power at December 31, 2004)

Mexico
L ocal Long Other Latin Consolidated
Service digtance segments America(1) Adjustments total

At December 31, 2004
Revenues:

EXtErNal FeVENUES........oororeeeeereersveeeessssssnene P. 78271 P. 24326 P. 20423 p_ 15782 P. 138802

Intersegment revenUES..........cevevrerecerececneenns 1277 1,188 P.  (12,465)
Depreciation and amortization...................... 13523 2,776 3,888 2,760 22,947
OPEraing INCOME......cveveeeseeeeeeesssseeesesessseee 27211 6,565 9,539 341 43,656
SEYMENE BSSELS......eeeeeeeeeeeeeeeeereeeeeeeereeseseeeneenes 239,719 48,355 43,061 87,206 418,341
At December 31, 2003
Revenues:

EXternal reVENUES............cceveeereenimneeneenieneens P. 78,870 P. 25785 P. 18,257 P. 122,912

Intersegment revenUES..........ccvevrereeeececneene 11,070 1,192 P.  (12,262)
Depreciation and amortization.............c.coeveueee. 14,797 2,931 4,039 21,767
Operating iNCOME........covreeeeererieeeieieeieieneens 27,531 7,240 7,011 41,782
SEgMENt @SSELS......veveerrcerereeeeee e 227,882 48,767 41,153 317,802
At December 31, 2002
Revenues:

EXternal revenues...........cveeceeeceneenienncenienians P. 78,543 P. 26,748 P. 18,035 P. 123,326

Intersegment revenUES..........ccvevvereceececneenes 10,600 1,605 P.  (12,205)
Depreciation and amortization.............c.coeveueee. 14,513 2,707 4,183 21,403
Operating iNCOME........covreeeeererieeeieieeieieneens 27,510 8,527 7,261 43,298
SEgMENt @SSELS......veveerrcerere e 210,201 48,342 40,724 299,267

2 Revenues of the recently acquired Latin American subsidiaries derive principally from long-distance
services.

Intersegmental transactions are reported at fair value. Comprehensive financing cost and provisions for
income tax and employee profit sharing are not assigned to the segments; they are handled at the corporate level.

Segment assets include plant property and equipment (on a gross basis) construction in progress, advances
to suppliers of equipment and inventories for operation of the telephone plant.

19. Differences between Mexican and U.S. GAAP

The Company’s consolidated financial statements are prepared in accordance with Mexican GAAP,
which differ in certain respects from accounting principles generally accepted in the United States (“U.S. GAAP”).

The reconciliation to U.S. GAAP does not include the reversal of the adjustments to the financia
statements for the effects of inflation required under Mexican GAAP (Bulletin B-10), because the application of
Bulletin B-10 represents a comprehensive measure of the effects of price level changes in the Mexican economy
and, as such, is considered a more meaningful presentation than historical cost-based financia reporting for both
Mexican and U.S. accounting purposes.

The principal differences between Mexican GAAP and U.S. GAAP, as they rdate to the Company, are
described below together with an explanation, where appropriate, of the method used to determine the adjustments
that affect operating income, net income, total stockholders equity and resources provided by operating and
financing activities.
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Cash flow information:

Under Mexican GAAP, the Company presents consolidated statements of changes in financia position,
as described in Note 1. The changes in the consolidated financial statement balances included in this statement
congtitute resources provided by and used in operating, financing and investing activities stated in constant pesos
(including monetary and foreign exchange gains and |0sses).

Statement of Financia Accounting Standards No. 95 ("SFAS 95"), "Statement of cash flows," does not
provide guidance with respect to inflation adjusted financial statements. In accordance with Mexican GAAP, the
changes in current and long-term debt due to restatement in constant pesos, including the effect of exchange
differences, is presented in the statement of changes in financial position in the financing activities section. The
company has adopted the guidance issued by the AICPA SEC Regulations Committee's International Practices
Task Force in its meeting held on November 24, 1998, encouraging foreign registrants that file price level adjusted
financial statements to provide cash flow statements that show separately the effects of inflation on cash flows.

If the monetary gain and the exchange gain or loss related to the debt, were treated as components of

operating activities, summarized consolidated statements of cash flows derived from information prepared in
accordance with U.S. GAAP would be as follows:
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Year ended December 31,

2004 2003 2002
Cash flows from operating activities:
Net income under U.S.GAAP... 28,234,653 P. 22,833,268 P. 19,425,471
Adjustments to reconcile net income to net cash prow ded
by operating activities:
DEPIECIAION. .. ... et cecee ettt ettt et e e 25,410,024 24,241,990 24,209,866
Amortization....... 345,062 206,038 224,944
Deferred taxes (4,076,375) 890,688 108,774
Monetary gain (3,488,961) (2,464,448) (3,892,767)
Equity inresults of afiliates...........c.ovvvviiiniiiiinii e 114,856 187,965 275,302
Effect of exchange rate differencesondebt...............cooooviiiiiinn. (3,275,214) 4,507,973 7,186,771
Investment in marketable SECUrities. .. ..........oeeeiiiiiiie e 7,382,507 (6,196,818) (993,107)
Adjustment to value of equity investments................ccoovviiiveineee 122,263
Change in operating assets and liabilities.............coccoceet. 4,546,418 (14,036,917) (3,365,568)
TOtal A0JUSEMENES......eueercericereieei et 26,958,317 7,336,471 23,876,478
Net cash provided by Operating aCtivities ... e e 55,192,970 30,169,739 43,301,949
Cash flows from investing activities:

Investment in plant, property and equipment and inventories............... (20,376,571) (10,792,165) (12,543,585)

Instruments available for SAE.........cveceeeeveeeeeceee e (7,245,544)

Initial cash from subsidiaries acquired 4,692,515

Subsidiaries and affiliated companies. (12,752,366)

Other investments......................... (133,684) (39,701) (90,573)
Net cash used in iNVEStiNG @CHIVITIES .......c.vucerieeeeerseeeere e e e (35,815,650) (10,831,866) (12,634,158)
Cash flows from financing activities:

NEW OANS ...t et e e e 48,063,321 37,301,415 17,744,391

RepaymMent 108NS. .. ... e (42,108,125) (39,352,455) (29,309,611)

Purchase of Company’s own shares and cash dividends pald (22,037,829) (20,096,436) (14,768,259)

Stock options exercised... . . 600,822 51,614 94,822

Conversion of debt |nstruments to shares 6,758,468
Net cash used in finaNCiNg aCtiVItIES .......c.ovoveveeeivieei e e (8,723,343) (22,095,862) (26,238,657)
Effect of inflation accounting................vviiiiin i s (872,621) (477,663) (665,824)
Net increase (decrease) in cash and cash equivalents........c.c.c...vneen e, 9,781,356 (3,235,652) 3,763,310
Cash and cash equivalents at beginning of year 10,717,647 13,953,299 10,189,989
Cash and cash equivalents at end of year............... P. 20,499,003 P. 10,717,647 P. 13,953,299

Net cash provided by operating activities reflect cash payments for interest, income tax and employee profit
sharing as follows:

Y ear ended December 31,

2004 2003 2002
Interest......cooii i P. 5032,666 P.5723667 P. 4,852,760
INCOMEtaX.....cevvveiiere i, 9,650,100 12,220,891 8,795,539
Employee profit sharing............... 2,628,007 3,125,162 3,258,963

Cash flows from purchases of trading securities during 2004 were P. 22,684 (P. 3,681,411 and P.
2,389,391 in 2003 and 2002, respectively) and cash flows from sales of trading securities during 2004 were P.
530,510 (P. 32,243 and P.285,849 in 2003 and 2002, respectively).

Capitalized interest:

Under Mexican GAAP, the Company does not capitalize net financing costs on assets under construction.
Under U.S. GAAP, interest on borrowings in foreign currencies or comprehensive financing costs for borrowings
in pesos, must be considered an additional cost of constructed assets to be capitalized in plant, property and
equipment and depreciated over the lives of the related assets. The amount of interest or net financing costs

capitalized for U.S. GAAP purposes was determined by reference to the Company's average interest cost of
outstanding borrowings.
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Valuation of inventories and plant, property and equipment:

As previoudly discussed in Note 4, through December 31, 1996, items comprising the telephone plant
were restated based on the acquisition date and cost, applying the factors derived from the specific indexes
determined by the Company and validated by an independent appraiser registered with the CNBV. Since January 1,
1997, the valuation method of plant, property and equipment was modified, as Bulletin B-10 eliminated the use of
appraisals to restate inventories and plant, property and equipment.

The aternate restatement method allowed by the Bulletin B-10, which was the one adopted in 1997 by
the Company as described in Note 4, is not acceptable for U.S. GAAP purposes, consequently, the difference
between this method and the restatement of inventories and plant, property and equipment based on the NCPI was
taken to the U.S. GAAP reconciliations subsequently presented.

As a result of this comparison, inventories, plant, property and equipment and stockholders equity
increased by P.4,239,874 (P.2,915,000 in 2003), and the depreciation expense for 2004 increased by P.2,247,562
(P.2,202,550 and P.2,508,678 in 2003 and 2002, respectively).

Accrued vacation pay:

Through December 31, 2002, consolidated financial statements under Mexican GAAP recognized the
expense for vacation pay when paid rather than during the vesting period. For U.S. GAAP purposes, the Company
has determined the accrued liability for vacation pay at December 31, 2002, and accordingly, has adjusted the
expense for vacation pay during the period then ended. As stated in Note 1, beginning in January 1, 2003, Mexican
GAAP require that vacation pay be recognized when earned, thus eliminating the difference between Mexican and
U.S. GAAP.

Deferred income tax and deferred employee profit sharing:

Under Mexican GAAP, deferred income tax is determined on virtualy al temporary differences in
balance sheets accounts for financial and tax reporting purposes, using the enacted income tax rate at the balance
sheet date.

Statement of Financial Accounting Standards No. 109 ("SFAS 109"), "Accounting for income taxes,”
requires deferred income tax be determined using the liability method for al temporary differences between
financia reporting and tax bases of assets and liabilities and that such difference be measured at the enacted
income tax rates for the years in which such taxes will be payable or refundable.

The Company is required to pay employee profit sharing in accordance with Mexican labor law.
Deferred employee profit sharing under U.S. GAAP has been determined following the guidelines of SFAS
N0.109. Under Mexican GAAP, the deferred portion of employee profit sharing is determined on temporary non-
recurring differences with a known turnaround time.

The deferred tax adjustment included in the net income and stockholder’s equity reconciliations, aso
includes the effect of deferred taxes on the other U.S. GAAP adjustments reflected in the respective summaries.

The differences in the recognition of deferred income tax and deferred employee profit sharing (for
purposes of this note, collectively “deferred taxes’) between Mexican and U.S. GAAP for purposes of the income
statement were as follows:

2002....0eeeeeeree, P. (451,106)
2003... oo, P. (247,440)
2004 v, P. 1,362,309

The effect of income tax and employee profit sharing on the difference between the indexed cost and the
specific indexation factor valuation of fixed assets and inventories, primarily for operation of the telephone plant,
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and additionally on the minimum pension and seniority premium ligbility adjustment, is applied as an adjustment to
stockholders' equity. The related accumulated amounts at December 31, 2004 and 2003 that decreased equity were
P. (1,249,395) and P. (1,192,201), respectively.

The yearly changes in the accumulated amount for deferred taxes applied to equity as a result of this
effect from 2002 through 2004 are the following:

2002, eeeeeeeeeees P. 5,604,864
7,00 < NERTUTUUTI P. 242,029
2004 oo eeeeeeeees P. (57,194)

In 2004, monetary gain of P. 45,958 and in 2003 and 2002 monetary losses of P.74,673 and P. 176,744,
respectively, on the deferred taxes balance related to the difference between the indexed cost and replacement cost
valuation of fixed assets and inventories, primarily for operation of the telephone plant, and additionally on the
minimum pension and seniority premium liability adjustment, were taken to equity, as part of the change of the
year.

Significant components of deferred taxes under U.S. GAAP at December 31, 2004 and 2003 are as follows:

2004 2003
Employee Employee
Income Profit Deferred Income Profit Deferred
Tax Sharing Taxes Tax Sharing Taxes
Deferredtax assets:
Allowancesfor bad debts and slow
MOVING iNVENLONIES.........cveeereeeriieienas P. 695565 P. 213,645 P. 909,210 P. 785103 P. 245345 P. 1,030,448
Tax loss carry forwards.........ccccoevvveenennene. 77,679 77,679 5,915 5,915
Deferred revenUES............cceevveeevreeiennenens 351,664 52,568 404,232 346,123 127,555 473,678
Accrued liabilities........ccoovevinrrcienrene 764,994 273,198 1,038,192 682,753 193,968 876,721
Debt obligationsexchangeloss................. 465,891 465,891 884,471 884,471
Deferred employee profit sharing............. 2,054,104 2,054,104
Total deferred tax assets........cccvvvrervreeeennnn 3,944,006 1,005,302 4,949,308 1,819,894 1,451,339 3,271,233
Deferredtax liabilities:
FiXed @SSEtS.......covrereerenereeieereeee e (12,656,057)  (5,401,446) (18,057,503) (16,203,003)  (6,246,647) (22,449,650)
INVENLONIES......eoveieieeeee s (401,572) (157,114) (558,686) (386,940) (157,948) (544,888)
Capitalized interest or net financing cost (701,501) (250,536) (952,037) (978,002) (305,625)  (1,283,627)
LiCENSES....c.eirveteerietee et (134,164) (46,671) (180,835) (156,403) (48,255) (204,658)
Pension and seniority premium... (6,550,608)  (2,339,503) (8,890,111) (6,559,116)  (2,049,724)  (8,608,840)
Advancepayments.............ccenen. . (409,125) (146,117) (555,242)
Total deferredtax liabilities..........cccoeueeee. (20,853,027)  (8,341,387) (29,194,414) (24,283,464)  (8,808,199) (33,091,663)
Net deferred tax liahilities...........cccveevrennee. P. (16,909,021) P.(7,336,085) P.(24,245,106) P.(22,463,570)  P.(7,356,860) P.(29,820,430)

For Mexican GAAP purposes, as earlier discussed in Note 16, the deferred income tax liabilities
recognized for the Mexican operations amount to P.18,101,653 and P.21,515,768 at December 31, 2004 and 2003,

respectively.

The temporary differences, on which the new Latin American subsidiaries recognized deferred taxes
under U.S. GAAP in the years ended December 31, 2004 were as follows:
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2004

Deferred tax asset:

RS o = S = £ P. 406,986
Allowance for doubtful aCCOUNLS..........ccevvvvrreeeiieeeeeeeeeee e e e eeeeens 2,654,421
Tax 10SS CarryfOrWards..........c.vvveeeeeeeiiiciiieeeeeee e 1,501,764
AAvanCe DIlIINGS ......c.vveeecee e 65,020
Liability ProVISIONS ....cccuvieiiiieiiie et 768,099
5,396,290

Deferred tax liability:
LiCBNSES. ... ettt (662,485)
F 1Y 01 (0] 1= SRR (49,066)
(711,551)
NEt AEFEITE TAX GSSEL ....vvvecveeerreeeeseeesteesteeeeseseeseeseesesessassessssessessesessesssneseneessssenens P. 4,684,739

For Mexican GAAP purposes, as earlier discussed in Note 16, deferred income tax assets of P.5,329,575
was recognized at December 31,2004.

Employee benefits obligations:

México

In 2004, 2003 and 2002, pension and seniority premium plans expense under U.S. GAAP, totaled P.
3,569,515, P. 4,295,668, and P. 3,832,725, respectively. The components of these employee benefit obligation
calculated in accordance with the provisions of Statement of Financia Accounting Standards No. 87 (SFAS No.
87), consist of the following:

December 31,

2004 2003 2002
LBDOT COSL....vovvoceeeceeeese e esesses s ses s ess s ssses s s sessenans s sneanens P. 2,511,593 P. 2,439,654 P. 2,352,072
Financial cost of projected benefit obligation............ccceveveceeeveeeceeeeeeeeene, 5,610,044 5,189,241 4,861,906
Projected retUrn 0N Plan GSSELS..............overeeeeereeeeeeesessesseesess e sseessesseesseseeas (5,781,889) (4,800,811) (4,318,862)
AMOTrti Zation Of Past SEIVICE COSES.......c.evvrueveereeereeeeeeeeeeseseeseseseeeesssaesenens 560,463 560,463 560,463
Amortization of variancesin assumptions...........cc.ccveevereeereresiesseseseesnen, 669,304 907,121 377,146
Net period cost under U.S. GAAP.......ccoov e 3,569,515 4,295,668 3,832,725
Net period cost under Mexican GAAP. ..o e 4,339,980 5,145,888 4,551,589

Cost reductionunder U.S. GAAP........ccccoeeveveveieisicie e vieiee v eanee. . P. (770,465) P. (850,220) P. (718,864)

In determining the various economic assumptions used in the computation, the Company estimates specific
rates for each of the next 11 years and assumes a constant ultimate rate for each year thereafter. Each economic
assumption is evaluated annualy and revised as necessary. Assumptions used in the computation of the net cost
under U.S. GAAP for each of the years presented in the above table are equal to those used in the determination of
employee benefit obligations disclosed in Note 7.
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The change in plans' funded status under U.S. GAAP is asfollows:

2004 2003
Plan assetsin excess (short of) of projected benefits............ P. 4,880,919 P. (936,862)
Unamortized actuarial 10SS........cccoevevinienineere e 16,123,857 18,483,387
Transition l1ability.......ccoerererereeee e 2,117,152 2,646,439
Past services and changesin plan..........cccccevevvvereccencncne, 273,100 304,277
Projected Net aSSet........c.ooeeveereeiene e P. 23,395,028 P.20,497,241

The weighted-average asset actua alocation of plan assets by asset category is as follows:

Per centage of plan assets at December

31,
2004 2003

Equity securities:

MexXiCan COMPANIES........cccueervrerreesrieseeesrerenieesseenes 40.6% 38.9%

U.S. COMPANIES.......eeereeiiieiieesiieenieeesteesree e saee s 3.7% 1.7%
Debt securities:

Mexican GOVErNMENL..........cocererereereerie e 31.8% 40.1%

Mexican private COMPani€s........ccvevveeveerveerieeseennns 23.9% 19.3%
1o = RS 100.0% 100.0%

The asset adlocation of plan assets at December 31, 2004 and 2003 and the target alocation for 2005 by
asset category are asfollows:

Target
allocation
2005 2004 2003
Fixed-income securities 50-60% 55.6% 59.4%
V ariable-income securities 40-50% 44.4% 40.6%

The target asset alocations reflect the Company’s investment strategy of maximizing the rate of return on
plan assets and the resulting funded status, within an appropriate level of risk.

As of December 31, 2004, securities held by the plan included 156.2 million shares of TELMEX (206.2
million shares in 2003) and 1,056.9 million shares of related parties (966.9 million shares in 2003), with a fair
vaue of P. 4,416,759 (P. 4,034,331 in 2003) and P. 34,967,367 (P. 21,766,883 in 2003), respectively. In 2004, the
plan purchased 13.6 million shares of related parties (49.1 million shares in 2003) and sold 205.3 million shares of
related parties. In 2003, the plan sold 0.8 million shares of TELMEX; dividends received by the plan in 2004 were
P. 327,870 (P. 183,228 in 2003).

As of December 31, 2004, securities held by the plan aso included P. 123,470 (notional amount) of
TELMEX debt securities (P. 162,645 in 2003) and P. 19,719,943 (notional amount) of related parties debt
securities (P. 9,313,496 in 2003), with afair value of P. 126,762 and P. 20,749,822, respectively (P. 166,036 and P.
10,024,132, respectively in 2003). In 2004, the plan purchased P. 1,162,857,200 (P. 409,403,791 in 2003) and sold
P. 535,799,884 (P. 408,093,727 in 2003) of related parties debt securities, and purchased P. 4,609 and sold
P. 22,394 (P. 147,792 in 2003) of TELMEX debt securities; interest income recognized by the plan in 2004 was
P. 16,366 (P. 13,255 in 2003) on TELMEX securities and P. 97,066 (P. 42,706 in 2003) on related parties
securities.
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Expected cash flows for pension benefits plan and seniority premiums are as follows:

Expected contributions to trust fund:

2005.....c.ceeeeeeeteiet e P. 250,166
Expected benefit payments:
2005..... e P. 4,167,653
2006.......ceeereeerieieeeeiee e 4,301,550
2007 ...ttt 4,500,127
2008........ ettt 4,727,567
20009.....cceeere e 4,970,529
2010-20T4.......ooeeeeeeereeeee e e 29,692,981
TOB e P. 52,360,407

The investment policies of plan assets are the following:
Tax rulesissued by the Ministry of Finance and Public Credit:

Asst investments of the pension fund must be made through an irrevocable trust set up with a financia
credit institution authorized to operate in Mexico.

To invest at least 30% of assets in Mexican government securities registered in the Nationa Registry of
Securities and Intermediaries (“ Registro Nacional de Valores e Intermediarios’) or in shares of investment
funds in debt instruments (“ sociedades de inversion”).

The remaining 70% (maximum) will be invested in securities approved by the CNBV.
Beginning on January 1, 2007, the fund will not be alowed to invest more than 10% of total assets in
Company’s own shares or in shares of related companies.
Trading:
The fund invests in securities approved by CNBYV with high trading, liquidity and credit quality.
Plan assets structure:
Ensure that the composition of assets comprising the pension fund generates sufficient resources and

liquidity to cover growth of pension obligations.

The Company’s policy that defines long-term interest rates to discount the obligations of the pension plan

is based on the historical returns of real short term interest rates for the last 20 years in Mexico. Before 1984, debt
securities yielded negative interest rates in real terms and for that reason the Company decided not to go beyond
twenty years of historical interest rates, with the purpose to adopt the current Mexican monetary policy. As part of
the policy’s criteria, interest rates used in the projection are those available at the end of the last year.

The historical averages of rea interest rates for the last twenty years ended in December 31, 2001 and 2002

have increased (from 6.45% in 2000 through 6.58% in 2001, and through 7.83% in 2002) as a result of the
government monetary policy of giving an increased real premium. In 2001 and 2002, interest rates worldwide have
been lower and for that reason, the Company decided not to modify discount real interest rates used in actuaria
projections for 2002 and 2003.
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The unrecognized net transition obligation under SFAS No. 87 of P. 6,351,490 at January 1, 1997, is being
amortized over the average future working lifetime of the employee group, which has been determined to be 12
years. The portion of the unrecognized net (loss) gain that exceeds 10% of the greater of projected benefit
obligation or plan asset, will aso be recognized over 12 years.

In 1995, consistent with the deferral of the unrecognized net (loss) gain, TELMEX included in income of
such year an amount of P. 742,782 as monetary gain on the unfunded liability and deferred P.3910,691, which
represented the difference between the amount credited to income and the full monetary gain on the unfunded
ligbility. For 1996, the Company did not defer the monetary gain for such year, as the rates used in the actuaria
study were similar to actua inflation for 1996, and amortized P. 204,748 of the monetary gain deferred in 1995.
The monetary gain deferred in 1995 is being amortized in 12 years. In 2004, 2003 and 2002, the Company
amortized P. 336,907 each year, on the monetary gain deferred in 1995. At December 31, 2004, the balance
pending of amortization was P. 1,010,716 (P. 1,347,623 in 2003).

Brazil

Defined Contribution Plan:

2004

Beginning balance at August 1 - unfunded liability (*)....ccccccvcervrennene P. 595,096
Plus — adjustments for percentage yield on plan assets............cccceeeeeee. 317,244
Less— payments during the YEar...........cccoveereenreieneeseeeeesieeseeeens (148,882)
Effect of inflation.........coooveiriee e (24,638)
ENding Dal@nCe..........coueieiiecceceee e P. 738,820
Total expense:

Matching contribution plus risk benefits...........ccooveeinreicnnceene P. 36,712

(*)The unfunded liability of P. 655,369 as of January 1, 2004 represented the amount due by the plan
sponsor for the participants that migrated from the defined benefit plan to the defined contribution plan. This
liability is being amortized over a period of 20 years from January 1, 1999 (according to a specific cash flow
schedule). Any unpaid balance is adjusted monthly based on the return on the portfolio assets at that time, subject
to aminimum increase based on the Genera Price Index (IGP-DI) plus 6% p.a.

Plan assets

Pension assets totaled P. 5,240,894 at December 31,2004. The Telos fund managers seek to match the plan
assets with benefit obligations over the long-term. Brazilian pension funds are subject to certain restrictions relating
to their ability to invest in foreign assets and consequently, the funds primarily invest in Brazilian securities. Under
its current investment strategy, pension assets of Telos are alocated with a goa to achieve the following
distribution:

-10% in nominal bonds to guarantee the short-term liabilities

-75% in inflation-indexed bonds to guarantee the long-term liabilities

-10% in stocks to hedge an unexpected decrease in the long-term real interest rate
-5% in real estate as a strategy of diversification

- seek the duration and convexity matching between its assets and liabilities

The asset adlocation of plan assets at December 31, 2004 by asset category is as follows:
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Defined Defined

Benefit Plan  Contribution Medicd Plan Totd
Plan
Fixed income.......cccoevevvenne. 78% 96% 99%% 86%
SLOCKS....oieeecicee e 14% 8%
Red state.......ccoeeveeevieenee, 7% 4%
Beneficiary loans................... 1% 4% 1% 2%
Total ..o, 100% 100% 100% 100%

Telos has determined the overall expected long-term rate of return on assets of 6.0% based on historical
returns and the extent to which adjustments were made to those historical returns, and how those adjustments were
determined.

Estimate future benefits payments

The following benefits payments, which reflect expected future service, as appropriate, are expected to be

paid:
Defined

Years Benefit Plan Medica Plan Total per year
2005 P. 399,641 P. 64,812 P. 464,453
2006 415,394 71,742 487,136
2007 431,317 79,355 510,672
2008 447,354 87,686 535,040
2009 464,151 96,708 560,859

2010to 2014 2,570,334 645,804 3,216,138
Total P. 4,728,191 P. 1,046,107 P. 5774,298

Concentrations of Risk

Certain financia instruments potentially subject the Company to concentrations of credit risk. These
financial instruments consist primarily of trade receivables and temporary cash investments. The Company places
its temporary cash investments with high credit quality financia ingtitutions and, by policy, limits the amount of
credit exposure to any financial institution.

Approximately 30% of Embratel’s employees are &ffiliated with state and/or municipal labor unions
(Sndicato dos Trabalhadores das Empresas de Telecomunicacao, known as Sinttel), which is associated with the
Federacdo Nacional dos Trabalhadores em Empresas de Telecomunicactes e Operadores de Mesas Telefonicas,
known as Fenattdl, or with the Federacdo Interestadual dos Trabalhadores em Empresas de Telecomunicacdes,
known as Fittel, with which labor agreements are negotiated. Approximately 0.3%, 18% and 1.4% of the
employees of Brasi|Center, Star One and V ésper, respectively, are associated with labor unions.

Labor agreements are negotiated for Brasi|Center employees with the state labor unions of each of the five
different states where Brasi|Center operates, and for Star One employees with the labor union of the state of Rio de
Janeiro. Labor agreements are negotiated for Vésper employees with the labor unions of the state of Rio de Janeiro
and S80 Paulo. Embratel’s relationship with its employees and their union are generally good. Embratel has not
experienced awork stoppage that has had a materia effect on our operations for many years. The labor agreements
with al of our employees have two-year term, except the labor agreement with BrasilCenter employees in the cities
of Ribeirdo Preto, Juiz de Fora and Rio de Janeiro. For the labor agreements with two-year term, some economic
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issues (e.g., salaries and benefits) pertaining to the labor agreements are subject to revision after 12 months.
Currently, the labor agreements for employees of BrasilCenter, Embratel and V ésper are effective.

There is no concentration of available sources of labor, services, concessions or rights, other than those
mentioned above, that could, if suddenly diminated, severely impact the Company operations.

Effects of inflation accounting on U.S. GAAP adjustments:

To determine the net effect on the consolidated financial statements of recognizing the adjustments
described above, it is necessary to recognize the effects of applying the Mexican GAAP inflation accounting
provisions (described in Note 1) to such adjustments. These effects are taken into consideration in the preparation
of U.S. GAAP reconciliations of net income, operating income and equity.

Disclosure about fair value of financial instruments:

In accordance with Statement of Financial Accounting Standards No. 107 (*SFAS 107”), “Disclosures
about fair value of financial instruments,” under U.S. GAAP it is necessary to provide information about the fair
value of certain financial instruments for which it is practicable to estimate that value. The carrying amounts of
cash and short-term investments, accounts receivable and accounts payable and accrued liabilities approximate fair
values due to the short maturity of these instruments.

The fair value of total debt, excluding capital leases, is estimated using discounted cash flow anayses
based on current borrowing rates offered to the Company for debt of the same remaining maturities and the market
value for the convertible senior debentures and senior notes at December 31, 2004 and 2003. As of December 31,
2004, the carrying value of total debt is P. 88,572,414 (P. 70,079,624 at December 31, 2003) and the fair value is P.
90,060,874 (P. 73,525,361 at December 31, 2003).

Business combinations and goodwill and other intangible assets:

In June 2001, the Financia Accounting Standards Board (FASB) issued Statements of Financid
Accounting Standards No. 141, (“SFAS 141”), “Business combinations,” and No. 142 (“SFAS 142"), “Goodwill
and other intangible assets,” effective for fisca years beginning after December 15, 2001. Under the new rules,
goodwill and intangible assets deemed to have indefinite lives will no longer be amortized but will be subject to
annua impairment tests in accordance with the Statements. Other intangible assets will continue to be amortized
over their useful lives. The application of this pronouncement did not have any effect on the Company’s financial
position or on its results of operations.

Reporting comprehensive income:

Cumulative effects of the deficit from restatement of stockholders' equity, deferred taxes on the difference
between indexed cost and replacement cost, effect of available for sale securities and effect of trandation of foreign
entities, as adjusted for U.S. GAAP purposes, included in comprehensive income at December 31, 2004, decreased
(increased) stockholders' equity by P. 39,902,814, P. 2,071,791, P.1,104,876 and P. (769,322), respectively.

Cumulative effects of the deficit from restatement of stockholders equity and deferred taxes on the
difference between indexed cost and replacement cost, as adjusted for U.S. GAAP purposes, included in
comprehensive income at December 31, 2003, decreased stockholders equity by P. 37,736,330 and P. 4,806,070,

respectively.
Accounting for derivative instruments and hedging activities:

For U.S. GAAP reporting, beginning January 1, 2001, the Company adopted Statement of Financid
Accounting Standards No. 133, (“SFAS 133"), “Accounting for derivative instruments and hedging activities,” as
amended, which establishes that al derivative instruments (including certain derivative instruments embedded in
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other contracts) should be recognized in the balance sheet as assets or liabilities at their fair values and changes in
their fair value are recognized immediately in earnings, unless the derivative qualifies as a “hedge’ as defined in
SFAS 133 for which certain special accounting treatment is permitted.

The principa difference between SFAS 133 and Bulletin C-2 affecting the company relates to the
requirements to apply for hedge accounting. SFAS 133 provides very specific requirements to qualify for hedge
accounting at inception and during the term of the hedging relationship. Under Bulletin C-2, hedge accounting is
permitted when the Company has the intent to hedge and the derivative instrument has similar risk characteristics
to the underlying asset or liability being hedged.

As of December 31, 2004 and 2003, the differences in accounting for derivative instruments between
Mexican and U.S. GAAP, as they relate to the Company, resulted in certain adjustments in the reconciliation of net
income and the reconciliation of stockholder’s equity to U.S. GAAP, which are explained as follows:

Under Bulletin C-2, interest rate swaps negotiated with the intention of hedging interest rate risk on the
Company’s indebtedness should be accounted consistently with the underlying hedged item. Mexican
GAAP does not permit the recognition of hedge debt instruments at fair value. Accordingly, the estimated
far vaue of the derivative instrument qualifying as a hedge of an underlying debt instrument is not
recognized in the balance sheet and the effects in the income statement are recognized as interest on the
debt accrues. Under SFAS 133, the interest swaps did not qualify as a hedge; therefore, the fair value must
be recorded in the balance sheet and the changes in fair value recognized directly to earnings.

As of December 31, 2004 and 2003, the estimated fair value of those interest rate swaps that were not
recognized in the baance sheet under Mexican GAAP were asset of P. 593,139 and P. 193,565,
respectively, the effects in earnings have been reflected as a gain (loss) of P. 409,408 in 2004, P. 461,911 in
2003, and (P. 279,026) in 2002 in the reconciliation of net incometo U.S. GAAP.

Sock options:

Under Mexican GAAP, TELMEX records no compensation expense with respect to these stock options.
Under U.S. GAAP the Company recognizes a compensation expense using the intrinsic value-based method of
accounting prescribed by APB Opinion No. 25, “Accounting for stock issued to employees,” as alowed by
Statement of Financial Accounting Standards No. 123 (“SFAS 123"), “Accounting for stock based compensation.”
Under the intrinsic value method compensation expense is recognized as the differences between the quoted market
price a the date of grant and the exercise price paid by the employee. If no payment is required the expense is
based on the quoted market price of the Company’s shares on the date of grant.
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Information related to options is summarized below:

Number of stock
options (in millions)

Outstanding at January 1, 2002.........cccccerereereererereeneene 11.2
Granted........ccoeeeiiieeee e
EXErCISEd.....ccvveiiieeece e (0.9

Outstanding at December 31, 2002........cccceeererererieeneenne. 10.3
Granted........ccoeeeeiieeee e 11.7
EXErCISEd.....ccvveiiieeece e 4.3)

Outstanding at December 31, 2003........ccceoervrererreeneenne. 17.7
Granted........ccveeeeiiieeee e 9.0
EXErCISEd.....oviviciciicccc (26.1)

Outstanding at December 31, 2004........ccceoevvrereeieeneenne. 0.6

Had compensation cost for stock option plans been recognized using the fair value-based method of
accounting at the date of grant for awards in 2004, 2003 and 2002 as defined by SFAS 123, the Company’s U.S.
GAAP net income and net income per share would have been as follows:

Y ear ended December 31,

2004 2003 2002
NEL INCOME......ceiierieerieereee et eees P.28,234,653 P.22,833,267 P.19,425,470
Stock-based compensation cost included in net
INCOME....etiieceeteeresie e e s st (10,469)
Stock-based compensation cost that would have
been included in net incomeif the fair value
based method had been applied to all awards... (58,068) (98,661)
Pro formanet income asif the fair value based
method had been applied to al awards.............. P 28,221,267 P.22,724,139 P.19,425,470
Earnings per share (in pesos):
Basic:
PN (<0 0] £ 1="o N P. 2.362 P. 1.833 P. 1.496
ProfOrmaL........oooeenerenecreeree e p. 2.361 P. 1.825 P. 1.496
Diluted:
ASTEPOIE......c.ctevreeeereee e P. 2.353 P. 1.786 P. 1.474
Proforma........ccoceeenveceeissescce e P. 2.352 P. 1777 P. 1.474

For purposes of these pro forma disclosures, the estimated fair value of the options granted is amortized to
expense over the options' vesting period. The fair value for these options was estimated at the date of grant, using
a Black-Scholes option pricing model with the following assumptions used for grants in 2004 and 2003: risk-free
interest rate of 9.68% and 9.48%; dividend yield of 3.84% and 3.61%; expected volatility factor of 18.5% and
27.0%; and expected option life of 1.0% and 3.2 years, respectively. The fair value of the options at the date of
grant in 2004 and 2003 was P. 6.42 and P. 8.19, respectively.

Impairment or disposal of long-lived assets:

In August 2001, the FASB issued Statement of Financial Accounting Standards No. 144 (“SFAS 144”),
“Accounting for the impairment or disposal of long-lived assets,” which addresses financia accounting and
reporting for the impairment or disposal of long-lived assets and supersedes Statement of Financial Accounting
Standards No. 121 (“SFAS 121"), “Accounting for the impairment of long-lived assets and for long-lived assets to
be disposed of,” and the accounting and reporting provisions of APB Opinion No. 30, “Reporting the results of
operations for a disposa of a segment of a business’. SFAS 144 is effective for fisca years beginning after
December 15, 2001, with earlier application encouraged. The Company adopted Statement 144 as of January 1,
2002 and the adoption of this Statement did not have an impact on the U.S. GAAP financial position and results of
operations.
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Accounting for certain financial instruments with characteristics of both liabilities and equity:

In May 2003, the FASB issued Statement of Financia Accounting Standards No. 150 (“SFAS 1507),
“Accounting for certain financia instruments with characteristics of both liabilities and equity”. The Statement
establishes standards for how an issuer classifies and measures certain financia instruments with characteristics of
both liabilities and equity. The adoption of SFAS 150 did not have an impact on the U.S. GAAP financia
information.

Consolidation of variable interest entities;

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of variable interest entities’, as
amended. Interpretation No. 46 addresses how to identify variable interest entities and provides guidance as to
how a company may assess its interests in a variable interest entity for purposes of deciding whether consolidation
of that entity is required. The adoption of Interpretation No. 46 did not have an impact on the U.S. GAAP financia
information.

Satement of exchanges of non-monetary assets.

On December 12, 2004 The FASB issued SFAS No. 153 “Statement of exchanges of non-monetary
assets’, an amendment of APB Opinion No. 29. This Statement is the result of a broader effort by the FASB to
improve the comparability of cross-border financial reporting by working with the International Accounting
Standards Board (IASB) toward development of a single set of high-quality accounting standards. This Statement
amends Opinion 29 to eliminate the exception for non-monetary exchanges of similar productive assets and
replaces it with a general exception for exchanges of non-monetary assets that do not have commercia substance.
A non-monetary exchange has commercial substance if the future cash flows of the entity are expected to change
significantly as a result of the exchange. It becomes effective for financial statements for fiscal periods beginning
after June 15, 2005. The Company believes that the adoption this FASB will not have impact on its financia
position, results of operations or cash flows.
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Summary

Net income, operating income and total stockholders equity, adjusted to take into account the material
differences between Mexican GAAP and U.S. GAAP, are asfollows:

Year ended December 31,

2004 2003 2002

Net income asreported under Mexican GAAP... ... .o pP. 27,835,32¢ P. 23,614,906 P. 21,402,713
U.S. GAAP adjustments:
Capitalized interest or net finanNCiNg COSE.......ccovveiiirinieiisese e e e 54,328 103,637 407,478
Depreciation of capitalized INtEreSt........cccveeieveviee e e e (560,081) (578,050) (523,656)
ACCIUEH VACATON PAY ...ttt ee et e et eee et et et et e e eeeeea e ee (6,578) (96,691)
Deferred income tax under U.S. GAAP included in thisreconciliation.......... 1,838,341 (268,866) (308,393)
Deferred employee profit sharing under U.S. GAAP

included inthisreconCiliation...........c.c.oo i e (63,473) (84,819) (24,295)
Deferred employeeprofit SNaring. .. .......ovveuieciiiie e e (412,559) 106,245 (118,418)
Pension and seniority premium plan Cost..........covveviviiiieiiiii e e 770,465 850,220 718,864
Difference between the restatement of depreciation

expense based on specific indexation factors

andonthebasisof theNCPI...........ooi i e (2,247,562) (2,102,550) (2,508,678)
Effect of derivativeinstruments.........coovev it e e 409,408 461,911 (279,026)
SEOCK OPEIONPIAN. .. e e e e e e (44,682) 10,469 (80,016)
Effects of inflation accounting on U.S. GAAP adjustments............c.coceeeee.. 639,391 726,743 835,589
Minority interest ontheabove U.S. GAAP adjustments...............ccoevvvenne 354,476
MINOFTEY INEEIESE. ...t et et e e e e e e e (338,725)
Total U.S. GAAP adjustments 399,327 (781,638) (1,977,242)
Netincomeunder U.S. GAAP.......c. it e e P. 28,234,652 P. 22,833,268 P. 19,425,471
Weighted average common shares outstanding (in millions):

BaSIC...euiieieiee ettt e e et etene e 11,953 12,454 12,986

DiITULE. ...ttt ene e 12,202 13,101 13,677
Net income per share under U.S. GAAP (in pesos)

2 P P. 2.362 P. 1833 P 1.496

D1 1= P. 2.353 P. 1786 P 1.474

After giving effect to the foregoing adjustments for pension plan costs, accrued vacation pay, depreciation
of capitalized interest, the difference between the restatement of depreciation expense based on specific indexation
factors and on the basis of the NCPI and stock option plan expense; as well as to the reclassification of the
employee profit sharing expense and the deferred employee profit sharing expense, operating income under U.S.
GAAP totaled P. 38,275,806, P. 37,257,221 and P. 37,381,047, in 2004, 2003 and 2002, respectively.



Total stockholders’ equity under Mexican GAAP.........ccovi i

U.S. GAAP adjustments, net of effects of inflation on monetary items:
Capitalized interest or net financing cost... .

Accumulated depreciation of capitalized mterest or net f| nanci ng cost
Deferred incometax on U.S. GAAP adjustmentsincluded in this

reconciliation

Deferred employee profit sharing on USGAAP adjustmentsincluded in this

reconciliation

Deferred employee profit sharing

Deferred taxes on the difference between the indexed cost and

specific indexation factor valuation of fixed assets and inventories...............
Pension and seniority premium plan cost ... .
Difference between the restatement of flxed assets and i nventorl es

based on specificindexation factorsand on the basisof theNCPI.................
Effect of derivativeinstruments... ... ..o e iir i e e e e e

Stock optionplan
Minority interest on the above U.S. GAAP adjustments
Minority interest

Total U.S. GAAP adjustments net

Total stockholders’ equity under U.S. GAAP........ccoiviiiiiiiii e,

December 31

2004 2003
P. 107,827,699  P. 83,783,206
11,494,505 11,440,177
(8,949,344) (8,389,263)
1,635,799 (53,259)
(85,498) 83,619
(7,089,195) (7,142,820)
(1,249,395) (1,192,201)
(3,235,956) (4,343,328)
4,239,874 2,915,000
593,139 193,565
(4,940) (102,401)
(706,770)
(13,957,810)
(17,315,591) (6,590,911)
P. 90,512,108 P.77,192,295




(In thousands of Mexican pesos with purchasing power at December 31, 2004)

Consolidated statements of changesin stockholders equity under U.S. GAAP at December 31, 2002, 2003 and 2004, ar e as follow:

TELEFONOSDE MEXICO, SA. DE C.V. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
Y ears Ended December 31, 2004 and 2003

Retained earnings

Other
Premium accumulated
Capital on saleof Legal comprehensive Comprehensive
stock shares reserve Unappropriated Total incomeitems income Total
Balances atJanuary 1, 2002..............ccuvumiieriiinnesisiinniiscieieis i P. 30,948,729 P. 13,943,026 P.16,617,874 P. 50,665,017 P. 67,282,891 P. (51,015,054) P. 61,159,592
Appropriation of earnings approved at stockholders’
meeting held in April, 2002:
Cash dividends paid at P.0.609 per share .(P.0.545 historical).... (7,887,036) (7,887,036) (7,887,036)
Increase in legal reserve. 112,385 (112,385)
Cash purchase of Company’ (664,295) (6,133,283) (6,133,283) (6,797,578)
Stock options exercised (Note 17) 1,550 3,524 9,627 9,627 14,701
Comprehensive income:
Net income for the Year............c..couevvrverrereenens 19,425,471 19,425,471 P. 19,425,471 19,425,471
Other comprehensive income items:
Deferred taxes allocated to equity, net of effect of inflation.. 3,287,254 3,287,254 3,287,254
Effect of labor obligations, net of deferred taxe: (5,982,476) (5,982,476) (5,982,476)
Comprehensiveincome.. P. 16,730,249
Balances at December 31, 2002.............ccccoeeriiiiiiieiiiecn 30,285,984 13,946,550 16,730,259 55,967,411 72,697,670 (53,710,276) 63,219,928
Appropriation of earnings approved at stockholders’
meeting held in April, 2003:
Cash dividends paid at P. 0.647 per share (P. 0.605 historical)... (8,018,201 (8,018,201) (8,018,201)
Increase in legal reserve .. 763,394 (763,394
Cash purchase of Company’s 0Wn Shares...........c...oeevreerivrenecnens (1,165,410) (10,912,825 (10,912,825) (12,078,235)
Stock options exercised (Note 17) 7,426 16,045 44,188 44,188 67,659
Comprehensive income:
Net income for the year 22,833,268 22,833,268 P. 22,833,268 22,833,268
Other comprehensive income items:
Deferred taxes allocated to equity, net of effect of inflation.. (381,173) (381,173) (381,173)
Effect of labor obligations, net of deferred taxes (Note 7) 11,549,049 11,549,049 11,549,049
Comprehensive income P. 34,001,144
Balances at December 31, 2003.............coovieiiiieieiiiiniiiice s 29,128,000 13,962,595 17,493,653 59,150,447 76,644,100 (42,542,400) 77,192,295
Appropriation of earnings approved at stockholders’
meetings held in April, 2004:
Cash dividends paid at P.0.679 per share .(P.0.665 historical).... (8,144,246 (8,144,246) (8,144,246)
Increase in legal reserve... 523,204 (523,204
Cash purchase of Company 'S own shares (1,209,574) (12,684,009 (12,684,009) (13,893,583)
Debt converted into common shares 10,053 6,748,415 6,758,468
Stock options exercised (Note 17) 73,339 138,270 482,801 482,801 694,410
Excess of purchase price over book value of acquired shares of
companies under common control. (562,130 (562,130) (562,130)
Comprehensive income:
Net income for the Year:...........c.ccvvvvivriiioriiii e 28,234,653 28,234,653 P. 28,234,653 28,234,653
Other comprehensive income items:
Deferred taxes allocated to equity, net of effect of inflation..... 567,795 567,795 567,795
Effect of instruments available for sale (1,104,876) (1,104,876) (1,104,876)
Effect of translation of foreign entities, net 769,322 769,322 769,322
Comprehensive Income: P. 28,466,894
Balances at December 31, 2004, P.28001,818 P.20,849,280 P.18016.857_ P 65954312  P. 83971169 P. (42310159 P. 90,512,108

LT e,

The accompanying notes are an integral part of these financial statements.
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Amended and restated bylaws (estatutos sociales) of Teléfonos de México,
S.A.deC.V., dated as of April 28, 2005, together with an English trandation.

L Share Deposit Agreement (incorporated by reference to our registration
statement on Form F-6 (File No. 333-11362) filed on January 14, 2000).

Form of A Share Deposit Agreement (incorporated by reference to our
registration statement on Form F-6 (File No. 333-12936) filed on November 29,
2000).

Loan Agreement, dated as of July 15, 2004, among Teléfonos de México, SA.
de C.V., as borrower, the lenders party thereto, Citibank, N.A., as administrative
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Agreement dated December 20, 2000 between Carso Globa Telecom, SA. de
C.V. and SBC International, Inc. (incorporated by reference to our annua report
on Form 20-F for the year ended December 31, 2000 (File No. 1-10749) filed
on May 4, 2001).

Concession dated March 10, 1976 between Teléfonos de México, SA. de C.V.
and the Mexican Ministry of Communications and Transportation, together with
an English trandation (incorporated by reference to our registration statement
on Form F-1 (File No. 033-39893) filed on April 9, 1991).

Concession Amendment dated August 10, 1990 between Teléfonos de México,
S.A. de C.V. and the Mexican Ministry of Communications and Transportation,
together with an English trandation (incorporated by reference to our
registration statement on Form F-1 (File No. 033-39893) filed on April 9, 1991).

Management Services Agreement dated January 3, 2005 between Teléfonos de
México, SA. de C.V. and Carso Globa Telecom, SA. de C.V. (English
trandation).

Management Services Agreement dated January 2, 2001 between Teléfonos de
Meéxico, SA. de C.V. and SBC International Management Services Inc.
(incorporated by reference to our annual report on Form 20-F for the year ended
December 31, 2003 (File No. 1-10749) filed on June 28, 2004).

Amendment, dated January 31, 2005, to Management Services Agreement,
dated January 2, 2001, between Teléfonos de México, SA. de C.V. and SBC
International Management Services Inc.
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Stock Purchase Agreement, dated as of April 9, 2005, by and among Verizon
Communications Inc., Eli Acquisition, LLC, Global Telecom LLC, Inmobiliaria
Inbursa, S.A. de C.V., Promotoralnbursa, S.A. de C.V., Banco Inbursa, S.A.
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Report on Form 8-K filed on April 11, 2005).
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