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Significant Events 2008 
 

 
A summary containing the most significant events from April 1st to June 30th, 
2008 is presented below:  
 
 

1. On April 4th, 2008, the rating agency Fitch Ratings improved the foreign 
currency debt rating to BBB from BBB-. 

 
 

2. On April 25th, 2008, the Board of Directors approved the consolidated 
unaudited financial statements for the first quarter 2008.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Telefónica del Perú S.A.A. and Subsidiaries 
 
 

Discussion and Analysis of the first Quarter results ended on June 30, 2008   
 

It is recommended the reading of this report along with the corresponding 
financial statements and their notes, presented at the same time, since they 
form integral part of this document and contain complementary information. 
 
Economic Environment  
 
The Peruvian economy maintained its strong dynamism during the first quarter 
2008 growing 9,3% compared to 1Q07. In 2Q08 this momentum has increased. 
According to Official estimates the Gross Domestic Product (GDP) would have 
grown 10.8% in 2Q08, being led by labour-intensive industries such as: 
construction, non-primary manufacture and commerce. This explains the 10% 
urban employment growth in 2Q08, with monthly wage increases close to 10%. 
The consumption trend shows growth rates above 8, 6%, higher than the 
average shown between 2000 and 2005, keeping the internal demand its 
strong dynamism.    
 
On the other hand, The Consumer Price Index reported worst numbers than 
expected by the market and monetary authorities. The continuing shocks of the 
supply and demand affected the food and energetic commodity prices in the 
international market which affected the internal prices, raising up the inflation 
rate to 5,7 % in the last twelve months from 5.5% recorded in march, with a 
close 0.6 monthly average rate over the six first months of the year.  
  

  
During the second quarter 2008 the New Sol showed mixed results. In the 
second week of April, the accelerated appreciation shown in the first quarter 
started to revert due to different factors.  First, the increase of bank reserve 
requirements both in local and foreign currency by the Central Bank (BCRP). 
Second, the maturity of currency hedges, BCRP’s depositary Certificates and 
Soberano bonds, that represented the clearance of positions in new sol of 
some non-resident investors who were leaving the domestic market.  As such 
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the new sol depreciated in almost 8,0% in the second quarter, after having 
appreciated 9.1% during the first quarter.  This scenario helped the BCRP to stop 
intervening in the market, as it only bought US$ 1.155 millions in April and sold 
US$ 164 millions in june to avoid strong currency fluctuations. The Net 
International Reserves (RIN) ended the second quarter of the year at USD 35 
518 million, 5,8% above the RIN registered in the first quarter. 
 
The still persistent volatility of the financial markets, as a result of the uncertainty 
of credit markets, as well as the U.S economic outlook and its worldwide 
impact, contributed to the losses of the local stock market. The Lima Stock 
Exchange General Index fell 6,29% in the second quarter of 2008, after it had 
fallen 0,78% in the previous quarter. Meanwhile, local  rates suffered significant 
fluctuations due to the combination of monetary policies and reduced liquidity 
both in nuevos soles and U.S dollars. The reference interest rate closed at 5,75% 
by the end of the second quarter , after being raised twice 25 pbs both in April 
and June by the BCRP’s board of directors.  
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It is worth mentioning that by the beginning of the second quarter, Fitch Ratings 
raised Peru`s long-term debt credit rating in foreign currency to investment 
grade from BB+ with  positive outlook to BBB- with stable outlook. Before, in 
October 2007, the Canadian Dominion Bond Rating Service (DBRS) had 
assigned the investment grade to the Peruvian debt too.  Last, in July of 2008, 
the rating agency S&P changed the long-term Peruvian debt in foreign 
currency to BBB- with stable outlook due to the its economic less external 
vulnerability.  

 
Competitive Environment 
 
The second quarter 2008 started with Telmex aggressive strategy to enter the 
residential market. 
 
On the other hand, after Telefónica had successfully launched its “Trios” 
product line which included a flat rate service on local calls, Telefónica 
decided to launch its flat rate product line as an independent product in the 
first days of April.  Likewise, Telefónica offered to the market its “TV Player” 



product line by the end of June to offer its full product line in Subscription TV. 
Also, during the year 2008, tariffs to mobile users have been reduced 
progressively. 
  
 
Operating Results  
 
Operating Revenues 
 
Operating Revenues for 2Q08 reached S/. 1 021 million, an 8,4% decrease over 
2Q07. These lower revenues  in Public and Rural Telephony (-31,6%), Local 
Telephony  (-10,4%), Long Distance Telephony (-26,2%) and others (-10,4%) were 
partially offset by the increase in Internet revenues (+20,2%), Subscription TV 
(+3,9%) and Data and Information Technology (+2,1%).  
 
The Operating Revenues for 6M08 reached S/. 2 056 million, decreasing 7,7% 
over 6M07, due to lower revenues in Public and Rural Telephony (-36,6%), Local 
Telephony (-8,8%), Long Distance Telephony (-22,7%) and others (-7,2%). These 
results were offset by, revenue increases from Internet (+22,1%), Subscription TV 
(+8,2%) and Data and Information Technology (+2,5%). 
  
Telefonica continues its commercial strategy based on market penetration 
through the offer of services to attend each market segment, focusing its efforts 
in promotional campaigns – commercialization of the “Trio”-Telefónica.  In 
addition, Telefonica seeks to broaden its access in the market by creating 
costumer loyalty.  Thus, at end of 2Q08, the total number of accesses in service 
shows an annual growth for the last twelve months of (i) 18,7% in Broadband, 
fundamentally due to the increase of the speed ladder for each of the 
products under the Speedy brand. (ii) 12,6% in Subscription TV with the 
incorporation of satellite technology for those clients who live in remote places, 
and (iii) 6,5% in Public Rural Telephony, in spite of a more competitive 
environment and the substitution effect from the mobile services.    
 
As for the performance of the businesses, Local Telephony revenues for 2Q08 
reached S/. 350 millions, decreasing 10,4% over 2Q07. This reduction can be 
chiefly explained by the 22,9% lower income from interconnection traffic (to 
other mobile and fixed operators) due to the mobile substitution effect and 
lower interconnection mobiles rates.  Similar performance was shown in the 
6M08 that reached S/. 719 millions, 8,8% lower than the 6M07 as a result of lower 
revenues in interconnection traffic with other operators (-16,8%) and lower 
revenues from monthly rent (-5,6%) due to the 1.6% reduction of plant in service 
when compared to the previous year, reaching 2 369 010 accesses in 2Q08. 
  
Long Distance revenues dropped 26,2% in the 2Q08 when compared to the 
2Q07, reaching S/. 77 millions. The lower National long distance revenues (-
33,5%) and international long distance (-16,5%) are mainly explained by the 
pre-selection effect and the strong pre-paid cards competition. In regards of 
the cumulative results, a drop of 22,7% was drawn as 6M08 revenues reached 
S/. 156 millions.  The 29,7% lower revenues in NLD and 13.5% in ILD are explained 
by the effects previously mentioned. 
 



On the other hand, Public and Rural Telephony which include the revenues for 
public telephony in urban and rural areas, reached S/.114 million in the 2Q08, 
31,6% lower than those recorded in the 2Q07. The reduction is mainly due to the 
informal phone booths growth and the more competitive environment. The 
6M08 revenues reached S/. 231 millions, 36,6% lower than the recorded in 6M07.  
This drop occured despite the 6,5% y-o-y climb of the plant in service, reaching 
152 468 in the urban area and 6 535 in the rural area  by 2Q08.    
 
Regarding the Subscription TV business, revenues totalled S/.112 million in the 
2Q08, a 3,9% y-o-y increase. Likewise, the 6M08 increased  8,2% when 
compared to 6M07 reaching S/. 224 millions.  This increase is explained by the 
12,6% y-o-y accesses number increase, reaching 654 thousands by the end of 
june 2008, as a result of the new commercial models (multi-products 
packages), and the loyalty campaign from the DUNA operation.  
 
Also, Internet revenues reached S/.197 millions in 2Q08, a 20,2% increase over 
2Q07. The 6M08 revenues totalled S/. 388 millions, 22,8% higher than those 
recorded in the 6M07. This increase is chiefly explained by an 18,7% growth in 
broadband plant that reached 626 thousand accesses. It is worth to mention 
that the plant growth has been supported by several promotional campaigns 
that the company has developed during 2008, highlighting the 
commercialization of “Trios” and “Duos”, which represented 5% of the total 
internet revenues.  In addition the launch of the Speedy’s new speeds ladder 
(which incorporates speeds of up to 2.5MB) since November 2007 contributed 
to the above mentioned results. 
 
Last revenues from Data and Information Technology reached S/.73 million in 
the 2Q08, 2,1% above the 2Q07 and S/. 143 millions in 6M08, which represents a 
2,5% increase from 6M07. These results are chiefly explained by the execution of 
important projects in Managed Telephony, Selling of Central Stations and 
Information technology projects.   
 
Operating Expenses 
 
Operating expenses in 2Q08 decreased 2,4% compared to 2Q07, reaching 
S/.913 million, which represents a drop of S/.22 million, fundamentally due to 
lower expenses in depreciation and amortization expenses for S/.15 million, 
interconnection and carrier settlements expenses for S/.20 million, general and 
administrative expenses for S/.5 millions and personnel for S/.3 million. These 
expense reductions were partially offset by the increase of S/.14 million of 
provisions, S/.10 million of supply expenses, personnel expenses and other net 
financial expenses for S/.4 million. 
 
The cumulative expenses in 6M08 decreased 1,7% compared to 6M07, 
reaching S/.1 838 million, which represents a drop of S/. 31 million, as a result of 
lower expenses in interconnection and carrier settlements expenses for S/. 58 
million and depreciation and amortization expenses for S/.45 million, which 
were partially offset by the higher expenses in provisions for S/.41 millions, 
personnel expenses for S/.15 millions, supply expenses for S/.13 million, general 
and administrative for S/.4 million and other net financial expenses for S/.4 
millions mainly. 



 
Operating Result  
 
Operating result in 2Q08 reached S/.108 million, which represents a reduction of 
39.8% compared to 2T07, and totalled S/.218 million in 6M08, 39,3% lower than 
the 6M07, as a result of the lower revenues for S/.173 millions and higher 
expense provisions, personnel and supplies.     
 
Non operating Result  
 
In the 2Q08, the non operating result increased in S/.2 million compared to 
2Q07 due to the higher participation in net results of related parts (S/.18 millions) 
and the positive impact of the exchange rate (S/. 12 millions). 
 
In the 6M08, the non operating result showed a S/. 24 million loss increase 
compared to the recorded in the 6M07 due to higher net financial expenses 
(S/. 51 millions).  
 
Net Result 
 
The net result reached S/.34 million in 2Q08, compared to S/.63 million in 2Q07 
due to the lower operating result. Likewise the net result in the 6M08 reached S/. 
56 millions compared to S/. 144 million recorded in the 6M07.  
 
 
Consolidated Balance Sheet  
 
The current assets reached S/.1 671 million at the end of 2Q08, which 
represented an increase of S/.351 million compared to 1Q08. In addition the 
current liabilities increased in S/.58 million, due to the increase of accounts 
payable. Consequently, at the end of 2Q08, the current liquidity ratio was 0,71, 
slightly higher than that observed in 1Q08 (0,58).  
 
On the other hand, net fixed assets reached S/. 3 831 million in 2Q08, a 
reduction of S/. 98 million compared to 1Q08. 
  
Last, total financial net debt reached S/. 3 390 millions in 2Q08, a drop of S/. 133 
million, when compared to the previous quarter. Finally, Shareholders’ Equity 
increased S/.38 million when compared to 1Q08, reaching S/.3 044 million in 
2Q08.  
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