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TELEFONICA CTC CHILE

Compaiia de Telecomunicaciones de Chile S.A. (Telefénica CTC Chile) is the leading telecommunications company
in Chile and a countrys benchmark stock. It was the first Latin American company to list on the New York Stock
Exchange (NYSE) in 1990, when it carried out a very successful issuance of American Depositary Receipts (ADRs).

The Company owns approximately 71% of all telephone lines in the country (according to Company estimates). It
also provides a broad range of telecommunications and other services throughout Chile, including: local and long
distance, broadband, public telephone service, terminal equipment sales and leasing, telemarketing, Internet access for
corporate customers, data transmission and interconnection services.

THE REPUBLIC OF CHILE

Chile is a narrow strip of land stretching 2,700 miles along the Pacific Coast of South America. It borders Peru in the
north, the Pacific Ocean on the west, and Bolivia and Argentina on the east, and stretches southward to the South
Pole. The countrys territory includes Isla de Pascua (Easter Island) and Isla Sala y Gomez. Rich in natural resources,
Chile has a topography that is dominated by the Andes Mountains on the east, a range of coastal mountains, and a
valley lying between the two ranges. The countrys northern desert is one of the worlds richest mining areas, making
Chile the largest producer and exporter of copper and molybdenum in the world. Chiles population, industry and
farmland are concentrated in the central valley, where the nations capital and largest city, Santiago (with a population
of over 5 million), and its largest and most important port city, Valparaiso, are located. The population of Chile is
approximately 16 million and is growing at an estimated annual rate of 1.2% . Only about 13% of the population lives
in rural areas. Chile has a 96% literacy rate and Spanish is the official language.

The Chilean economy, with an estimated gross domestic product of US$113 billion during 2005 grew by 6.3% over
2004. Chile has the strongest and the most stable economy in the Region, boasting with Mexico, the highest GDP per
capita figures. In addition, Chile has maintained a reputation for having strong financial institutions and enacting
sound economic policies that have given it the highest sovereign bond rating in South America.

The Chilean telecom market is the most competitive and most dynamic in the Region. It was the first Latin American
market to be fully open to competition, and nearly all segments of the telecom markets are deregulated.

This document is a direct translation of the original Annual Report issued in Spanish and filed locally with the
Chilean Securities and Exchange Commission (Superintendencia de Valores y Seguros).




Edgar Filing: TELECOMMUNICATIONS CO OF CHILE - Form 6-K

Table of Contents




Edgar Filing: TELECOMMUNICATIONS CO OF CHILE - Form 6-K

Table of Contents




Edgar Filing: TELECOMMUNICATIONS CO OF CHILE - Form 6-K

Table of Contents

TELEFONICA CTC CHILE 2005 ANNUAL REPORT

I

Letter from the Chairman

History of the Company and Material Events 10

Economic Environment and Telecommunications Industry 14

Economic Environment
Telecommunications Industry
Regulatory Framework

Mission and Corporate and Business Strategy 22

The Company 26

Products and Services

Analysis of Consolidated Results
Investment and Financing

Property, Suppliers, Logistics and Insurance
Risk Factors

Shareholder Information 38

Capital Stock Distribution
Shareholders Meetings

Principal Shareholders

Share Price Performance

2005 Dividend Policy

Dividend Information

2005 Investment and Financing Policy

Management Organization and Human Resources 50

Board of Directors
Corporate Governance - Directors Committee
Senior Executives
Human Resources

Additional Information 64

Information on Subsidiaries and Affiliates
Material Events

Financial Information 77



Edgar Filing: TELECOMMUNICATIONS CO OF CHILE - Form 6-K

Consolidated Financial Statements
Individual Financial Statements
Summary of Subsidiaries Financial Statements

[\°]
[t
=]

Financial Review and Exhibits

With the exception of the Financial Statements and related notes, the information contained herein has not been
audited




Edgar Filing: TELECOMMUNICATIONS CO OF CHILE - Form 6-K

Table of Contents

01
HIGHLIGHTS




Edgar Filing: TELECOMMUNICATIONS CO OF CHILE - Form 6-K

Table of Contents

As of December 31,

Volume Statistics 2001 2002 2003 2004 2005
Lines in service 2,723,310 2,686,695 2,416,779 2,427,364 2,440,827
Average lines in service 2,736,633 2,732,208 2,558,291 2,406,266 2,451,356
Connections (lines) 330,619 340,419 308,266 343,318 358,088
Installed capacity (lines)(1) 3,019,416 3,023,541 3,037,267 3,043,379 3,007,432
Local traffic (millions of minutes) 16,410 15,900 15,178 13,758 12,012
Access charge traffic (millions of minutes) 7,251 6,788 5,582 4,673 3,577
DLD traffic (millions of minutes)(2) 799 717 647 664 602
Outgoing ILD traffic (millions of minutes)(2) 63 66 64 67 66
ADSL in service 14,808 54,163 125,262 200,794 314,177
Pay-phones (3) 12,880 11,834 11,060 10,288 10,272
Data Red (point to point links) 18,467 13,496 10,820 9,770 5,821
Frame Relay (points) 6,012 5,215 5,016 3,892 2,621
ATM (points) 1,585 1,719 1,790 1,660 1,085
Dedicated IP connections 883 3,788 7,018 10,377 10,869
Total personnel 7,720 4,571 4,720 3,774 3,910
Parent Company personnel 3,223 2,540 2,624 2,817 2,945
Subsidiaries personnel 4,497 2,031 2,096 945 965

Quality and Efficiency Indicators

Average waiting period for line installations

(days 5.7 44 39 32 4.0
between application and connection)

Average waiting period for ADSL

installations 11.70 7.24 3.62 2.15 3.19
Defects per line (annual average) 0.25 0.35 0.35 0.40 0.44
Defects repaired within 24 hours (average %) 62.43 60.14 71.13 59.89 41.29
Defects repaired within 72 hours (average %) 92.16 89.60 95.08 89.60 75.32

Consolidated Financial Data (in millions of
USS$ at Dec-05)

Operating revenues 1,927 1,803 1,685 1,422 1,134
EBITDA (4) 831 820 790 662 554
Operating income 296 273 239 201 170
Net income 9 -37 21 630 49
Long-term debt 2,632 2,138 1,484 1,132 889
Total assets 6,472 5,630 5,173 3,833 3,337
Capital expenditures (millions of nominal

US$) 291 204 241 151 149
Market capitalization (millions of nominal

US$) 3,116 2,221 3,456 2,670 2,074
ey

Fixed lines installed includes links and ISDN lines.

2

Long distance traffic originated by Telefénica Mundo and Globus.

Does not include community lines.
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02
LETTER FROM THE CHAIRMAN

Dear Shareholders:

Telefénica CTC Chile has reached its 125th year at the service of Chiles development. When we celebrate our nation s
Bicentennial, we will also have completed 130 years helping Chileans to communicate with one another. Not many
companies are so directly and tangibly intertwined with their countrys history.

What enables a company to transcend the vision of its founders and become an integral part of its countrys history?
Essentially, it is the capacity to renew and adapt that vision in ways that faithfully reflect the changes occurring in the
country. Companies are, fundamentally, dreams made real through the daily labors of many people.

At Telefénica, we have been able to build on the vision of Joseph Dottin Husbands, founder of the Edison Phone
Company of Valparaiso, not only preserving the relevance of this original vision but also expanding and strengthening
it. The key to our Company lies in its ability to understand what Chile is all about, to be flexible enough to follow the
transformations occurring in the country and be unswervingly committed to its customers, responsibly serving the
community and anticipating demands for efficiency and change.

We are a national Company not only because we cover almost the entire sweep of Chilean territory, but because we
are continually contributing to the creation and growth of this nation. Our networks and our efforts to connect the
country now via broadband allow us to embrace the challenges of the digital age, as witnessed by the implementation
of the Health Ministry Network, the largest public-sector project ever put into practice. This project will make it
possible to integrate over two thousand health care sites. For our Company, it represents an investment of 12 million
dollars and, above all, the possibility to contribute to the delivery of better health care for the 10 million Chileans who
visit hospitals and medical centers. Similarly, this year we have completed the launching of a new stretch of fiber
optic crossing through a large portion of Argentine Patagonia and allowing broadband service to reach the extreme
south of Punta Arenas by land. This new Red Austral (Southern Network) a joint investment of Telef6énica de
Argentina S.A. and Telefénica CTC Chile- contributes to the digital integration of our nation.

We reaffirm our identity as a national Company when we put into practice initiatives such as Internet Educativa
(Educational Internet), pursuant to which Telefénica CTC Chile, in partnership with the Ministry of Education, is
connecting close to 5,700 schools to the Internet and later upgrading them to broadband through preferential
agreements. At December 2005 we had connected more than 3,370 schools. Today we enable Chileans not only to
communicate with one another but to be connected, thus making a crucial contribution to the country.

A telecommunications company must always be attentive to every sign of change, and then discover the underlying
opportunities and transform them into services and solutions aimed at addressing individual and societal needs.
Telefénica CTC Chile has known how to be flexible, adapting its structure and organization as needed in response to
these new challenges. In turn, this has enabled the Company to maintain its industry leadership position in an
environment of growing competition.

11
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The capacity of a service company to satisfy the demand for innovation is tested in everyday life. And we are proud to
be a Company that is recognized as the greatest contributor to the widespread availability of technological innovation,
broadening both the reach and social impact of cutting-edge technologies. Today, this takes the form of offering the
benefits of broadband. Telefénica CTC Chile is now leading this process, having reached over 314,000 access points
at year-end 2005.

Following the doubling in speed achieved in October 2004, the Company concentrated on the development of various
plans suitable to different user and customer segments. This is how today, in addition to flat rates according to speed,
there are Speedy Night & Weekend plans at different speeds and rates, and variable Speedy plans in combination with
plans of minutes, among others. Another mobility and connectivity benefit for our broadband customers is the growth
of HotSpots in the country (known as Speedy Wi-Fi Zones) or public spaces where one can browse the Internet
cable-free. At year-end 2005, our customers have access to more than 500 HotSpots throughout Chile.

These innovations in the technological platform of broadband have been made possible precisely because this market
segment of the industry is not regulated. For this reason, we have concentrated our investments primarily on these
services which can be offered where the basic infrastructure already exists , since the conditions for expanding the
number of lines are absent due to legislation that has exhausted itself to the point of discouraging investment.

As we have pointed out at other times, the exhaustion of the regulatory model is evident in this industry, this has been
acknowledged by the regulatory authority itself. Technology and its applications are developing at an ever faster pace,
exceeding all forecasts and naturally overwhelming all regulatory attempts. Digital convergence the integration of
various networks and applications is already present in a range of services aimed at satisfying new communications
needs. Consequently, there is a crucial need for a new policy that, in addition to updating the terms of reference,
would make it possible to anticipate the changes driving this industry. For example, we can point to a significant
substitution of local and long distance traffic in fixed networks due to the availability of new communication
alternatives (mobile telephone, e-mail, chat).

We reiterate our view that the telecommunications industry in Chile should head firmly in the direction of full tariff
freedom, with all companies competing on an equal footing. In such a setting, market forces would develop a
sustainable long-term model without the hindrance of regulatory practices that have proven to be detached from
reality.

Chile is a country whose technological development has not yet reached all social segments. A new policy for the
telecommunications industry should seek to modify the present model, which is based on cross subsidies from
larger-income customers to those with limited financial resources. Instead, the aim should be to create a partnership
between private industry and government in which the former, with adequate legislation, can invest in market
segments which today are less profitable, thus helping to close the digital gap. This could be achieved, for instance, by
means of subsidies to demand focused on providing telecommunications access to the low-income segment of the
population.

12
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At Telefénica, the concept of corporate integrity, which is beginning to influence modern business organizations, is
already a reality and is bearing fruit. In 2005, we presented the first Corporate Integrity Report of the Telef6énica
Group in Chile, a document describing the major social, environmental and economic achievements of Telefénica
CTC Chile, Movistar, Publiguias, Atento Chile and Terra. This report shows our group to be an engine of economic,
technological and social development.

Among the most relevant corporate integrity activities performed this year are the programs aimed at providing
connectivity and facilitating digital literacy for those who presently do not have access the benefits of the Information
Society.

To exhibit social responsibility means understanding that, in the last analysis, technological advances or digitalization
are instruments at the service of a more human development. The same premise underlies the Art Gallery of the
Telefénica Foundation, which received more than 120,000 visitors during 2005, who could appreciate, free of charge,
the work of a variety of national and international artists. Likewise, in its support programs for the disabled, the
Company assisted more than 4,500 individuals through delivery of Alternative Communication Systems (SICLA), a
software system allowing disabled persons, to express themselves and communicate.

In a landmark event for the Company in 2005, after six years as Chief Executive Officer, Claudio Mufoz took over as
CEO of Telefénica Empresas América, a provider of global corporate telecommunications services. José Molés
Valenzuela replaced him as CEO in Chile after having served in the same capacity at Telefénica Moviles in Mexico.
In the past, José Molés served as the head of Telefénica Mévil de Chile and is therefore very familiar with our country
and the current competitive telecommunications industry.

The 2005 financial results are yet another expression of the Companys development during this period.

Operating revenue totaled to US$1,133 million, representing a 20% decline with respect to fiscal year 2004. This is
largely due to the sale of the mobile subsidiary, whose revenues were deconsolidated as of July 2004. Excluding the
mobile business in the first half of 2004, EBITDA dropped by 7% to US$554 million, while the operating margin
decreased from 52.3% in 2004 to 48.9% in 2005, mainly due to extraordinary charges in the long distance business
and wich explains 2.5 percentage point of said decrease.

These cash flows were used for development of the US$150 million investment plan and for the payment of dividends
in an aggregate amount of US$200 million. Additionally, the Company continued to pay down its debt, reducing it by
21% with respect to the year-end 2004, and reaching US$966 million in December, 2005. This reduction was made
possible through prepayments of US$160 million and amortization of US$96 million. These measures, along with
refinancing, allowed us not only to reduce financial expenses for 2005 but also to improve the Companys financial
position and the profile of future maturities.

Net income for 2005 totaled US$49million. Of these US$20 million has already been distributed and, pursuant to the
dividend policy in effect (distribution of 100% of net earnings), the distribution of the balance will be submitted for
shareholder approval at the next General Shareholders Meeting. The dividends paid during 2005, which also include
US$80 million by way of a final dividend against 2004 earnings and US$100
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million against available retained earnings at December 2004, meant a total distribution of 7.8% of the value of a
share.

Considering the Companys solid cash flow and good financial indicators, we expect to maintain the current dividend
policy in 2006, using the cash surplus for the development of large-scale projects with high potential for the
Company, such as deployment of the IPTV project, which will begin to operate in 2006, and for dividend distribution
in amounts exceeding net earnings.

In August of 2005 we were joined by investors and friends of the Company in New York City in celebrating 15 years
since the shares of Telefénica CTC Chile started to be traded on international markets. Ours was the first Latin
American Company to open its windows to the world. In commemoration, we marked the end of trading on the New
York Stock Exchange (NYSE) for that day by the traditional ringing of the bell. For us, this meant the beginning of
new challenges in the years to come.

For 125 years we have led the cha nges in Ch ilean telecommunications. Together with employees, customers and the
community at large, we celebrate more than a century spent hand in hand with the countrys development, always
adapting, promoting communication and making new inroads. This continues to be the objective toward which the
workers, executives and directors of this Company aim their efforts, and it is their individual and collective dedication
that I wish to acknowledge in closing. They are the ones who each day renew the vision of a Company that is quick to
adapt and is devoted to its customers; it is their commitment and responsibility that allow us to project our leadership
and growth confidently into the future.
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Just four years after Alexander Graham Bell patented the telephone (1876), telephony arrived in Chile. The Edison
Telephone Company commenced operations in Valparaiso in 1880 and, along with its successor companies, laid the
foundation for Compaiiia de Telecom unicaciones de Chile S.A., known today as Telefénica CTC Chile.

The Company was organized as a corporation in accordance with private law, pursuant to a public instrument
executed on November 18, 1930 before Notary Javier Echeverria and entered in the Commercial Register of Santiago
in 1931. The Company s Bylaws were approved by Resolution 599 of the Ministry of the Treasury on January 23,
1931 and recorded shortly thereafter.

In 1971, the Company was taken over by the Chilean Government and held until August 1987, when it was privatized
through a public offering completed in January 1988. Having acquired a 30% stake in this offering, Bond Corporation
Chile S.A. followed through with a capital contribution and further purchases, coming to hold approximately 50% of
the Companys issued and outstanding capital stock.

In April 1990, Telefénica S.A. (Spain), through its subsidiary Telefénica Internacional Chile S.A., became the
majority and controlling shareholder of the Company by acquiring a 50.4% equity interest from Bond Corporation.
After completing an issuance of Company shares on the international market, Telefénica S.A. reduced its equity
interest in July of 1990, when the Company listed its stock on the New York Stock Exchange (NYSE). After some
capital increases and the purchase of an additional 1.3% in July 2004, Telef6nica S.A. holds a 44.9% equity interest in
the Company as of December 31, 2005.

In July, 2004, Telefénica CTC Chile sold its mobile subsidiary, Telefénica Movil de Chile S.A., to Telefénica
Mboviles S.A. (TEM) for US$1,321 million.
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SIGNIFICANT EVENTS IN 2005

Chile General Comptroller implemented Tariff Decree No. 169 setting maximum tariffs for Telefénica CTC Chile
for regulated services for the period between May 6, 2004 and May 6, 2009. The Decree was published in the Official
Gazette on February 11th.

In February, the Company repurchased local bonds in the amount of US$115 million (UF4 million). These bonds had
an annual interest rate of UF+6.75% and were to mature in February of 2020. The repurchase was performed at face
value pursuant to the terms of issuance.

During the General ShareholderMeeting held on April 14th, 2005 and pursuant to the amendment of the dividend
policy announced in September 2004, shareholders approved the payment of a final dividend of Ch$59 per share, to
be charged to fiscal year 2004. This dividend, along with the interim dividends paid in 2004, resulted in the
distribution 100% of 2004 earnings. In addition, shareholders approved the payment of an extraordinary dividend of
Ch$51 per share to be charged to retained earnings from previous periods. This resulted in the distribution of all
retained earnings at December 31st, 2004.

On April 14th, shareholders acting at the General Shareholders Meeting of Telefénica CTC Chile approved the
election of the Companys Board of Directors.

On September 1st, Mr. Claudio Muiioz Z., resigned from his position as CEO of Telefénica CTC Chile. He was
replaced by Mr. José Moles V., CEO of Telefénica Méviles de México and who, from 2000 until 2003, had served as
CEO of Telefonica Mdviles de Chile.

On August 26th, Telefénica CTC Chile commemorated 15 years in the New York Stock Exchange'YSE) and the
125th anniversary of its foundation.

In October, a US$150 million syndicated loan was renegotiated to mature in June 2011 at Libor+ 0.375%.

On November 30th, an interim dividend was distributed and charged to fiscal-year 2005 earnings in the aggregate
amount of Ch$10,529 million (US$19.9 million), which is equivalent to Ch$11.0 per share, pursuant to the Dividend
Policy

2005

TELEFONICA CTC CHILE COMMEMORATES ITS

125TH ANNIVERSARY AND 15 YEARS OF

TRADING ON THE NEW YORK STOCK EXCHANGE
13
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ECONOMIC ENVIRONMENT

The Chilean economy, widely recognized as one of the healthiest and most stable in the Region, rests on three solid
foundations: (i) the credibility and independence of the Central Bank in terms of monetary policies and meeting
inflation goals; (ii) a voluntary commitment to a structural surplus, which provides that fiscal deficits may not exceed
1% of GDP; and (iii) the soundness of the countrys financial system, which boasts even lower default rates than some

industrialized countries.

During 2005, record levels in exports and balance of trade were achieved, driven by the high prices of commodities,
particularly copper. The economy grew 6.3%, similar to the 2004 figure. Meanwhile, domestic demand is expected to
have grown close to 10.2%, largely due to investments, which will show a 21% growth rate. Annual average
unemployment declined from 8.8% in 2004 to 8.1% in 2005, while inflation (CPI) in the twelve months ending
December 2005 rose to 3.7%, driven by the rising price of oil. Monetary policy is still in an expansion cycle with a
nominal annual interest rate of 4.75% as of February, 2006. A current account close to 0.2% of GDP is expected for
2005. At the close of 2005, the local currency had appreciated by 8.9% in nominal terms with respect to the US dollar

at year-end 2004.

The increased revenues generated by the difference between the actual and projected price of copper in the 2005 fiscal
budget have been saved and used to prepay external debt, by reason of which gross fiscal debt is at 27% of GDP,
while net Central Government debt is at 5.3%, both among the lowest in the world. This indicator, along with the
favorable state of external accounts, lead to a low country-risk, as shown by the fact that Sovereign Bonds are at the
level of 74 basis points, among the five lowest in emerging economies and the lowest in Latin America. Chile is a
very open economy, considering that with a GDP of US$112.5 billion, a Foreign Debt of US$45 billion coexists with
accumulated Chilean investments abroad of US$50 billion and international reserves of US$16 billion. The 2005
Balance of Trade is estimated at US$9 billion, a level similar to the 2004 figure.

CHILEAN ECONOMY (Revised Series) 2001 2002 2003 2004 2005(e)

Gross Domestic Product (billions of Ch$ of

each year) 43,537 46,342 50,731 57,357 63,122
Gross Domestic Product (billons of Ch$ as of

1996) 36,850 37,655 39,060 41,427 44,032
GDP/Per Capita (nominal USS$) 4,404 4,272 4,609 5,847 6,932
GDP Growth (%) 3.4% 2.2% 3.7% 6.1% 6.3%
Current Account / GDP (%) -1.6% -0.9% -1.5% 1.5% -0.7%
Domestic Savings / GDP (%) 20.6% 20.7% 20.6% 23.2% 19.5%
Investment / GDP (%) 21.7% 21.3% 21.2% 20.6% 22.0%
Net Debt / GDP (%) 7.1% 6.0% 6.3% 5.5% 5.1%
Short-Term liabilities / Reserves (%) 53.6% 54.7% 61.7% 50.6% 47.0%
Annual Average Exchange Rate (Ch$/US$) 634.9 688.9 691.4 609.5 559.8
Unemployment (%) 9.2% 9.0% 8.5% 8.8% 8.1%
Index (1)

GDP Deflactor 38% 4.2% 5.5% 6.6% 3.5%
Consumer Prices (Annual Average) 3.6% 2.5% 2.8% 1.1% 3.1%
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Domestic savings stood at 20% of GDP in 2005, with total investment at 22% of GDP. Net foreign investment in
Chile continues at close to 1% of GDP, because the influx of foreign capital especially through direct investment has
been encouraged by the countrys economic stability and risk ratings. During 2005, Moodys Investor Service
maintained its Baal rating for Chile, changing its outlook, from stable positive. Meanwhile, Standard & Poors
maintained its rating at A with a "stable outlook

TELECOMMUNICATIONS INDUSTRY

The year 2005 witnessed significant changes in the competitive structure of the industry as well as the completion of
tariff-setting processes, the consolidation of new communications technologies, and the continued economic
development of the country.

In the area of competition, key developments include the completion of mergers initiated in 2004 and involving cable
network operators (Metropolis Intercom and VTR) and mobile operators (Telefénica Méviles de Chile S.A. and
Bellsouth Chile). In addition, 2005 was the year in which Telecom Italia departed Chile following the sale of its equity
interest in Entel, América Mévil (Telmex affiliate) entered the local market by acquiring Smartcom (the mobile
operator), and the fixed network operator Manquehue Net was sold to the local data transmission operator, GTD
Group.

In the regulatory area, the tariff decrees for the main fixed telephony operators were published in the Official Gazette
following the tariff-setting processes undertaken in 2004. In addition, licenses for local wireless telephone services

(Wi-Max) were awarded in December 2005 to VTR and Telmex.

On the infrastructure and technology front, the development proces s continues for t he GSM standard in mobile
communications and for ADSL (Asymmetric Digital Subscriber Line) and Cable Modem and broadband networks.

Service convergence is beginning to gain momentum, driven by the technological ability to offer voice telephony,
broadband and audiovisual content under a single platform. This increased acceptance is reflected in the growing
demand for the bundling of telephone, broadband and/or pay-TV services.

Industry development

The telecommunications industry in Chile, including the pay TV business, achieved sales of US$4.230 billion in 2005,
7.8% above the 2004. Similarly, it is estimated that investment in the industry during 2005 hovered around US$700
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million, higher than in 2004. Both increases largely driven by mobile operators and by broadband development.

In terms of business segment, the fixed telephony market reached approximately 3.5 million lines at December 2005,
reflecting an increase of close to 3.7% with respect to the year-end 2004. The rate of penetration of fixed lines, as of
December 2005, was 21.1 lines per 100 inhabitants, slightly higher than the 20.8 rate for 2004. This growth is largely
due to the overall increase in prepaid lines in the industry.

The long distance (LD) telephony market maintains its trend toward decreased traffic, observed since 1999. Thus,
annual domestic LD traffic decreased by 13.1% in 2005, while international LD traffic fell by 5.6% . These results are
primarily due to the growth in mobile telephony and Internet communications.

In the corporate communications and data transmission services area, an increase in competition was observed due to
the increased aggressiveness exhibited by operators. To remain competitive, operators are continuing to migrate their
traditional services (ATM, Frame Relay and Datared) to IP networks and expanding their services into Outsourcing of
Information Technology Services. As of December 2005, there are 8 operators in the countrys major cities and only
three have national infrastructure coverage.

With regard to Internet access services, total Internet access (broadband and narrow band or switched) grew by 7% to
904,000 connections by year-end 2005. Broadband accesses (ADSL, cable modem and WLL) grew to 739,000
connections by year-end 2005, posting a 46% increase, while dial-up
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access dropped by 46% to 165,000 connections. At December 2005, ADSL broadband connections represented 55%
of the countrys total broadband use.

Also during 2005, the deployment of Wi-Fi (Wireless Fidelity) continued, enabling cable-free high-speed Internet
connections. At December 2005, there are an estimated 700 HotSpots installed throughout the country, making Chile
the leading Latin American country in the deployment of this technology.

At year-end 2005, the mobile telephony market reached a level of approximately 11.2 million subscribers, up 19%
when compared to 2004. The mobile markets continued growth was driven primarily by the large offering of GSM
services offering and the marketing of prepaid services, representing 82% of the total market. Three operators are
active in this market, using mainly GSM and CDMA technologies.

VTR is the major player in the pay TV market with over 90% market share as a result of the merger of the cable
companies VTR and Metropolis Intercom in 2004. Two satellite companies also operate nationwide in addition to
close to 20 regional cable operators, which together represent less than 10% of the pay TV market.

Chilean Telecom Sector

Telefonica CTC Chile Market

Business Operators Market Size Share
Fixed Telephony (1) 7  21.1 lines per 100 inhabitants 71% of lines in service
Long Distance (2)

83 minutes per inhabitant per

- Domestic 15 year (3) 46.2% of total market traffic
12 minutes per inhabitant per

- International 15 year (3) 32.5% of total market traffic

Payphones (4) 7 Approx . 41,463 lines 24% of payphones
Revenues of US$370 millons

Data Transmission 8 5 43% of revenues
20.8 connections per 100

Pay TV (6) 4 households -
Internet Dial up 38 ISPs 165,000 Dial Up Access on
Telefonica CTC Chile network

(7 80% of traffic (8)
739,138 broadband connections

Broadband 7 9) 43% of total connections

Security Services 3 199,074 clients 31% of customers

Mobile Telephony 3 69 lines per 100 inhabitants - (10)

(1) There are 3 additional companies which operate only in rural telephony. In total, there are 10 fixed companies
operating with 12 brands

(2) There are 39 operators authorized to offer LD services. At December 31, 2005, only 26 were in operation and 15
of them account for 99% of total LD traffic
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(3) In actual minutes.

(4) Does not include community telephones of Telefonica CTC Chile

(5) Calculated in US Dollars at December 2005. Includes private networks and voice and data equipment. Share based
on Sept, 2005, figures.

(6) Does not include small regional distributors of pay TV.

(7) Includes dial-up home access, which connected at least once every month.

(8) Includes all accesses from Telefénica CTC Chile networks, regardless of ISP.

(9) Includes speeds of at least 128 Kbps.

(10)Since July 2004, Telefénica CTC Chile does not participate in this business
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REGULATORY FRAMEWORK
Tariff System

Pursuant to Law No. 18,168 (General Telecommunications Act), prices for public telecommunications services and
intermediary telecommunications services are not regulated unless the Antitrust Commission specifically rules that the
conditions existing on the market are insufficient to ensure a free pricing system, in which case maximum tariffs for
certain telecommunications services must be subject to tariff regulation.

Maximum tariffs for telecommunications services are set every five years and the Antitrust Commission may rule that
any telephony service be subject to tariff regulation, except for mobile telephone services, which are expressly exempt
under the Telecommunications Act. Furthermore, maximum tariffs for interconnection services (mainly
inter-company access fees for network usage), are always by law subject to regulation and are set in accordance with
said Act.

Pursuant to the General Telecommunications Act, the structure, level and indexing of the maximum tariffs that may be
charged for tariff-regulated services are determined under a joint decree issued by the Ministry of Transportation and
Telecommunications and the Ministry of Economy, Development and Reconstruction (hereinafter, the Ministries
The Ministries determine such maximum tariffs on the basis of a hypothetical efficient-company model that considers
the essential costs of providing the service.

Regulated Tariffs for Local Telephone Services

In Resolution No. 686, dated May of 2003, the Antitrust Commission ruled that local telephone services, payphone
service, fixed line connections and other services associated with local telephone service shall be subject to tariff
regulation. Accordingly, it was determined that Telefénica CTC Chile would, in its capacity as dominant operator, be
regulated as to tariff levels and structure throughout Chile, with the exception of Regions X and XI and Easter Island,
where other companies are the dominant operators.

Tariff Decree No. 169 for the 20042009 five-year period applicable to Telefénica CTC Chile, was approved and
published in the Official Gazette on February 11, 2005, taking retroactive effect as of May 6, 2004.

The decrees retroactive effect required rebilling all customers for the difference between the tariffs charged and the
new tariffs set by Decree No. 169 as provided in Exempt Resolution No. 1,348 dated October 15, 2004 of the
Undersecretary of Telecommunications (Subtel). Under this re-invoicing process, which was initiated in April and
May 2005, the difference was immediately refunded if it created a credit in favor of the customer and it was made
payable in nine installments if it created a charge to the customer. The process finalized in January 2006.

The main difference introduced by Decree No. 169 is that it is based on seven tariff areas instead of four, which was
the case under the previous Decree No. 187. In addition, the new decree divides hours into three, rather than two,
segments and also provides for changes in the composition of the tariff index. Lastly, it introduces a regulated prepaid
tariff.

The average variation in tariffs of Tariff Decree No. 169 vs. the existing Tariff Decree, based on 2003 traffic, is as

follows:

Average Tariff Variation
Decree No. 169 vs. Decree No. 187
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Fixed charge

Local measured service

Local tranche to mobile and rural operators
Local tranche to Internet

Access charges

+7.7%
-18.3%
+48.2%
+28.3%
+49.1%
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Tariff Flexibility

Under Resolution No. 686, later clarified by the Antitrust Commission through Resolution No. 709, Telefénica CTC
Chile s request for telephone tariff flexibility for local telephony was unanimously approved. Such Resolution makes it
possible for the Company to offer alternative tariff plans different from those regulated by the Tariff Decree, within a
regulatory framework described in Decree No. 742, published in the Official Gazette on February 26, 2004. This
Decree defines the conditions under which alternative plans and joint offerings may be presented by dominant
operators for local public telephone service. Its most significant points are:

No authorization is required prior to launching the plan, with the sole exception of filing the contract with the Subtel
prior to launching the respective plan or offer, so that this agency may exercise its oversight responsibilities.

No maximum price levels or predetermined price structures are established, allowing plans that include joint offers
with other services, regardless of whether they are telecommunications services.

The alternative plans or joint offers must be made available to all users in the same category within a single tariff
area, there may be no access restrictions, and the user must be entitled freely to return to the plan regulated by the
Tariff Decree.

The alternative plans must be maintained in effect for at least one year.

Pursuant to the Tariff Flexibility Rules, Subtel (via Resolution No. 1,571 dated November 30, 2005) fixed the 2006
average monthly use for Heavy Use plans at 9,500 minutes, compared to a 2005 level of 12,000 minutes.

Lawsuit against the Government

Having exhausted all administrative remedies aimed at correcting the illegal actions taken in the May 1999 tariff
setting process under Decree No. 187, in March 2002, Telefénica CTC Chile filed a lawsuit against the Government
for damages in the amount of Ch$ 181,038,411,056 plus readjustments and interest, covering past and future damages
incurred up to May 2004.

A variety of expert reports have been presented on various aspects of the case supporting the position held by

Telefénica CTC Chile. The next phase in the process is the lower court s decision, which had not been issued as of
December 31, 2005.

30



Edgar Filing: TELECOMMUNICATIONS CO OF CHILE - Form 6-K

RedVoiss Lawsuit

On January 20, 2005, Telefénica CTC Chile rejected every aspect of the complaint filed by the IP telephony company
RedVoiss before the National Attorney for Economic Matters, alleging attempts to hinder free competition and the
development and growth of broadband, particularly broadband IP telephony, by contractually prohibiting the
provision of telephone services through the Internet broadband service provided by Telefénica CTC Chile.

Subsequently, RedVoiss filed a complaint before the Antitrust Commission based on the same allegations, and
Telefonica CTC Chile answered, again along the same lines, on March 14, 2005. In addition, the Company filed a
counterclaim action against RedVoiss for hindering free competition by providing telephone service without the
license required by law.

On August 16th, 2005, Telefénica CTC Chile was notified of a complaint entered by the National Attorney for
Economic Matters against the Company based on the same actions alleged by RedVoiss. In such complaint, the
Attorney primarily asked the Antitrust Commission to find that Telefénca CTC Chile infringed on free competition by
creating artificial barriers to entry for new competitors. In addition, the Attorney
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asked the Court to void the clause prohibiting voice over IP and further requested a yearly fine of 350 UTM (Chilean
inflationadjusted monetary unit, equivalent to Ch$31,571 at December 31, 2005) or any other amount deemed
appropriate by the Commission. Lastly, the President of Chile was asked to examine the possibility of amending the
current regulatory framework as needed. On September 2, Telefénica CTC Chile formally rejected all charges
contained in the complaint filed by the National Attorney for Economic Matters.

On October 4, 2005, the Antitrust Commission accepted the Companys request to advance to the evidence stage of the
proceedings, and the Commission subsequently commenced the process of receiving and examining evidence. On
December 27, 2005, the parties involved presented technical and economic reports. During January, 2006, the
Antitrust Commission received witness statements.

Key Proposed Changes to the Regulatory Framework

- Public Inquiries on Regulations for Network Unbundling and IP Telephony Services

In July and August 2004, Subtel initiated a process of public inquiries addressed to the main participants in the
telecommunications industry in connection with their proposals regarding Network Unbundling and IP Telephony,
respectively.

The Network Unbundling proposal (which was presented at a new public inquiry in December 2004) defines the
service and its operating conditions and includes new services which depart from those provided under Tariff Decree

No. 169. Additionally, it
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creates new obligations for companies subject to network unbundling (obligation to invest, new client rights,
differences in requirements based on technology type, among others).

Furthermore, the new proposal creates a resale obligation for mobile operators and regulates resale conditions for
wholesalers of alternative plans, which Telefénica CTC Chile offers.

As a participant in the aforementioned public inquiries, the Company studied the proposal and submitted its opinion
and legal objections. These include the fact that most of the provisions contained in the proposal are a matter of law
and not of resolution, while other aspects of the proposal impair rights which are guaranteed by the Constitution.

The proposal for IP Telephony defines a special type of telephony over broadband, which is provided over existing
infrastructure and with lower regulatory requirements than traditional telephony. This discriminates against traditional
local operators, which are subject to different conditions for the same service. The Company, along with other
operators, presented its comments on, and legal objections to, the proposal, calling it, among other things,
discriminatory and likely to inhibit investment in new infrastructure and broadband.

As of January 31, 2006, Subtel has not ruled on the comments and legal objections made by the Company and the
other companies, nor has it issued final regulations.

-Bidding process for wireless local telephone service in the 3,400 3,600 MHz frequency bands.

Licenses for the 3,400-3,600 MHz frequencies make it possible to provide Local Wireless Telephony Service and, in
the future, services based on Wi-Max technology (wireless Internet access throughout extensive geographic areas).

On December 13th, 2005, Subtel awarded the national license to Telmex Servicios Empresariales S.A. and ten
regional licenses to VTR (regions I to IX and in the Metropolitan Area) likewise, the licenses for regions X1y XII
were awarded to Telefénica CTC Chile. These companies have one year from the date of publication of the respective
decree in the Official Gazette to begin their projects.

In accordance with the procedures established by the Telecommunication Law, Telefénica CTC Chile formally
rejected the licenses awarded to Telmex and VTR. Additionally, the Company filed a claim to annul VTRs
preferential rights.

- New Universal Telephone Bill Format

The new Universal Telephone Bill format, the minimum content of which was provided in Decree No. 510 of the
Ministry of Transportation and Telecommunications, came into effect in 2005. One of its most significant new
features is a graph showing the customers monthly usage in the last six months. In addition, it provides a table
showing the configuration of telephone line blocks.

- Change in the Numbering Plan

By means of Exempt Resolution No. 1,120 dated September 28, 2005, Subtel added one more digit to the local
numbering in Chile, establishing a period of 10 months to implement this change in the primary zones of Valparaiso
and Concepcion, and deferring it for the rest of the country.

- Implementation of 105 Number Service for Complaints

On June 5, 2005, Telefonica CTC Chile officially started operating the 105 number service for processing complaints
as provided under Decree No. 590, published in December 2004, replacing the 107 number used by the Company.
This service is provided nationwide and is free of charge.
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- Limited Television Service Permit
Through Exempt Resolution No. 1,605 of December 23, 2005, Subtel issued a limited Satellite Television service
permit to the Company s subsidiary Tecnonautica S.A. This permit complements the existing authorization to provide

Limited television service over XSDL broadband.
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MISSION

Telefénica CTC Chile s mission is to lead in the development and innovation of the Information Society in Chile, by
creating solid bonds of trust and mutual benefit