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In this Report, references to the "ONO Group,” "ONO," "we," "us", “our” and "ours" are, as the
context requires, to Cableuropa, S.A.U. and its subsidiaries including Auna Telecomunicaciones, S.A.U. and
its subsidiaries from the date of the Auna Acquisition. References to "ONO" refer to the ONO Group
following the Auna Acquisition. References to "Old ONO" refer to the ONO Group excluding the effect of
the Auna Acquisition. References to "GCO" are to Grupo Corporativo ONO, S.A., our parent company.
References to "Auna" and the "Auna Group" are to Auna Telecomunicaciones, S.A.U. and its subsidiaries.

Financial Information

We maintain our accounting records and prepare our statutory accounts in accordance with Spanish
Generally Accepted Accounting Principles ("Spanish GAAP"). Our audited consolidated financial
statements as of December 31, 2004 and 2005 and for the years ended December 31, 2001, 2002, 2003,
2004 and 2005 and unless otherwise indicated, other financial information relating to the ONO Group in this
Report have been prepared in accordance with Spanish GAAP, which differs in certain significant respects
from U.S. Generally Accepted Accounting Principles ("U.S. GAAP") and International Financial Reporting
Standards ("IFRS").

Our audited consolidated financial statements as of December 31, 2005 are based on the
financial statements of each of the Group companies. The results of the Auna Group have been included
since November, 2005, the date of Auna Acquisition. Throughout this document, our results for 2003 and
2004 do not include results for Auna. Our "actual" results for 2005 include consolidated results of Auna.
Our "Old ONO" results are for Cableuropa, S.A.U. only on a non-consolidated basis.

Auna maintains its accounting records and prepares its statutory accounts in accordance with
Spanish GAAP. Auna's audited consolidated financial information included in this Report has been prepared
in accordance with Spanish GAAP, which differs in certain significant respects from U.S. GAAP and IFRS.
In addition, you should note that certain accounting policies adopted by Auna in preparing its consolidated
financial statements differ from those adopted by the ONO Group.

Unless otherwise indicated or otherwise required by the context, all references in this Report to
"euro," "€" or "EUR" are to the lawful currency of the participating member states, including Spain, in the
third stage of European economic and monetary Union of the Treaty establishing the European Community,
as amended from time to time. References to "U.S. dollars," "USD," "dollars," "U.S.$" or "$" are to United
States dollars, the lawful currency of the United States of America.

Non-GAAP Financial Measures

EBITDA, annualized EBITDA as well as other annualized data and certain ratios presented in this
Report are supplemental measures of our performance and liquidity that are not required by, or presented in
accordance with, Spanish GAAP or U.S. GAAP. EBITDA and annualized EBITDA are not measurements
of our financial performance or liquidity under Spanish GAAP or U.S. GAAP and should not be considered
as an alternative to net income, operating income or any other performance measures derived in accordance
with Spanish GAAP or U.S. GAAP or as an alternative to cash flow from operating activities as a measure
of our liquidity.

We believe that EBITDA and annualized EBITDA facilitate comparisons of operating performance
from period to period and company to company by eliminating potential differences caused by variations in
capital structures (affecting interest expense), tax positions (such as the impact on periods or companies of
changes in effective tax rates or net operating losses), the age and booked depreciation and amortization of
assets (affecting relative depreciation and amortization of expense), extraordinary items and minority
interests. We also present EBITDA and annualized EBITDA because we believe that they are frequently
used by securities analysts, investors and other interested parties in evaluating similar companies in our
industry, many of whom present such non-GAAP financial measures when reporting their results. Finally,
we present EBITDA and annualized EBITDA as a supplemental measure of our ability to service our debt.

Nevertheless, EBITDA and annualized EBITDA have limitations as analytical tools, and you
should not consider them in isolation from, or as a substitute for analysis of, our financial condition or
results of operations, as reported under Spanish GAAP. Some of these limitations are:



* EBITDA and annualized EBITDA measures do not reflect our cash expenditures or future requirements
for capital expenditures or contractual commitments;

* EBITDA and annualized EBITDA measures do not reflect changes in our cash requirements or for
working capital needs;

* EBITDA and annualized EBITDA measures do not reflect the interest expense or the cash requirements
necessary to service interest or principal payments on our debt;

» although depreciation and amortization are non-cash charges, the assets being depreciated and amortized
will often have to be replaced in the future and EBITDA and annualized EBITDA measures do not reflect
any cash requirements for such replacements;

» EBITDA and annualized EBITDA measures do not reflect extraordinary income/expense or any other
non-cash items; and

+ other companies in our industry may calculate these measures differently than we do, limiting their
usefulness as a comparative measure.

Because of these limitations, EBITDA and annualized EBITDA should not be considered as
measures of discretionary cash available to us to invest in the growth of our business. We compensate for
these limitations by relying primarily on our Spanish GAAP results and using EBITDA only supplementally
measures. See the audited Consolidated Financial Statements included in Item 18 of this Report.

Adjustments included in operating data for comparable purposes

Auna included small office and home office customers within its "business services" division,
while ONO includes these customers within its "residential services" division. In addition, ONO includes
large business customers and wholesale customers within its "business services" division, while Auna
included those customers in separate "large customer" and "wholesale" divisions. As a result, customer and
revenue data relating to ONO divisions are not directly comparable to those relating to Auna divisions. For
purposes of combined data prepared for the ONO Group as of December 31, 2005, we have adjusted Auna's
customer data to reflect the reclassification of Auna's customers to the relevant ONO segment, based on a
preliminary analysis of Auna's customer base, as well as the introduction of ONO's customer disconnection
practices (ONO disconnects customers within 15 days of application, whereas Auna disconnects customers
approximately three months following application).

Total Homes and Businesses Data

Total homes for each of our franchise areas are derived from the advances of the 2001 Spanish
national census published by the National Statistics Institute of Spain (Instituto Nacional de Estadistica, or
"INE"). Total businesses for each of our franchise areas are derived from the 2005 businesses central
directory, which is also published by INE. Although we accept responsibility for the accurate extraction of
such data, we accept no further responsibility in respect of such data.

Certain Operational Definitions
In this Report, the following defined terms have the meanings indicated below:

"ARPU" means monthly average revenue per user, and is calculated by dividing total revenues
generated from our telephony, Internet and cable television services provided to customers that are directly
connected to our network in the last quarter of the relevant period by the average number of customers in
that quarter, the result of which is divided by three. The average number of customers for any period is
calculated by adding the number of customers at the beginning of the period to the number of customers at
the end of the period and dividing by two.

"Churn" means the percentage obtained by dividing the number of customers who cease to receive
any of our services (either voluntarily or involuntarily) in the last quarter of the relevant period by the
average total number of customers during that quarter, multiplied by four. The average number of customers
for any period is calculated by adding the number of customers at the beginning of the period to the number
of customers at the end of the period and dividing by two.



"Homes passed" means homes for which all of the relevant network equipment has been activated.
Homes passed can be released to marketing once the customer tap (an amplifier serving between four and
eight homes) and drop (the final connection to a home) have been installed.

"Homes released to marketing" means a home to which we can provide telephony, Internet or cable
television service within four days in Old ONO franchises and seven days in Auna’s franchises, which
occurs after the customer tap and drop have been installed.

"Penetration” is the percentage of customers over homes released to marketing in the ONO
franchise areas, and with respect to any particular service, penetration is the percentage of RGUs of that
service over homes released to marketing in the ONO franchise areas.

"RGUs" are revenue generating units where each customer is counted as a revenue generating unit
for each service for which such customer subscribes; regardless of the number of services that customer
receives from us. Thus a single customer who receives telephony, Internet and cable television services from
us would account for three RGUs.

Other
Certain numerical figures included in this Report have been rounded. Therefore, discrepancies in

tables between totals and the sums of the amounts listed may occur due to such rounding. In addition, when
describing the change in a percentage between two periods, the term "p.p." means percentage points.
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ITEM 1. [RESERVED]
ITEM 2. [RESERVED]
ITEM 3. KEY INFORMATION

A. Selected Financial Data

PART I

The Selected Financial Data presented below has been derived from Cableuropa's audited
consolidated financial statements as of and for the years December 31, 2001, 2002, 2003, 2004 and 2005.
The information in this table is only a summary and does not provide all of the information contained in
Cableuropa's audited consolidated financial statements. You should read the following financial
information and operating data together with our audited consolidated financial statements and notes

thereto included in Item 18 of this Report.

In addition, for the convenience of the reader and for comparable purposes, the Cableuropa’s
audited financial statements on an unconsolidated basis have been included in the tables below as of and for

the year ended December 31, 2005.

The information presented below also includes other financial, as well as certain operating data,

for the ONO Group and Old ONO.

Data in € million

Summary Income Statement Data:
Revenues:

Residential

Business and other services
Total revenues

Expenses:

Cost of services

Selling, general and administrative
expenses

Costs capitalized

Restructuring and other related expense

Depreciation and amortization

Total Operating expenses

Operating (loss)/profit

Amortization of goodwill

Interest and other financial expense, net
Extraordinary income/(expense), net
(Loss)/profit before tax and minority

interests
Net (loss)/profit

2005
2001 2002 2003 2004  Actual Old ONO ¥
135.7 234.5 329.3 404.5 632.7 533.8
7.9 19.0 29.3 38.9 141.2 58.6
143.6 253.4 358.6 443.4 773.9 592.4
74.3 94.1 119.0 127.9 226.0 159.3
188.5 172.4 152.7 163.2 302.9 206.6
(61.8) (28.9) (15.2) (19.1) (30.6) (22.5)
9.1 — — — — —
85.3 104.0 106.7 100.8 264.4 221.0
295.4 341.6 363.2 372.8 762.6 564.4
(151.8) (88.2) (4.6) 70.6 11.3 28.0
(13.8) (13.4) (13.4) (10.2) (2.6) —
(146.9) (96.8)  (130.2) (104.0) (134.4) (126.3)
(3.3)  (171.8) 298.2 (61.2) (417.6) (480.6)
(315.7)  (370.2) 150.0 (104.8) (543.3) (606.9)
(216.9) (194.6) 97.0 (81.2) (467.1) (523.2)



2005

Data in € million 2001 2002 2003 2004  Actual Old ONO

Summary Balance Sheet Data:

Cash 0.6 1.3 1.3 4.1 7.0 6.3
Restricted cash® 27.6 39.1 — — — —
Tangible assets, net 1,0652 12024 12951 14144 41344  1,7254
Total assets 2,087.4 2,2593 2,1233 2,205.1 6,086.2 4,625.6
Total debt® 1,204.8  1,303.3  1,065.7 1,164.1 2,720.9  2,665.2
Participative loans® — 300.0 300.0 — 955.0 955.0
Common stock 4847 4847 4847 891.2 11,0879  1,087.9
Shareholders’ equity 410.8 2162 3132 638.5 318.8 305.9
Summary Other Data:

EBITDA® (57.2) 15.8 102.1 171.4 275.6 249.0
EBITDA margin' na 62%  285%  38.7%  35.6% 42.0%
Capital expenditures”’ 410.7 251.7 204.3 232.5 342.9 2453
Number of Shares (thousands)® 484,663 484,663 484,663 891,168 1,087,897 1,087,897

M

@

(©)

Q)

®

©)

@)

®

Data from Cableuropa’s audited financial statements as of and for December 31, 2005 on an
unconsolidated basis.

Restricted cash is U.S. government securities and European government securities that were
purchased and pledged to secure interest payments on the Notes through March 2003.

Total debt is financial short-term debt and long-term debt. Total debt does not include participative
loans. In 2003, total debt included the €98.5 million Grupo Corporativo ONO (“GCO”’) Loan. Total
debt does not include accrued interest expenses.

Participative loans represent subordinated loans from GCO to Cableuropa. For the purpose of
capitalization calculations under the Spanish corporations’ law, participative loans are treated as
shareholder’s equity.

EBITDA represents earnings before interests, taxes, depreciation and amortization, extraordinary
and other non-cash items and minority interests. EBITDA is not a GAAP measure in either Spain
or in the United States and should not be considered in isolation or as a substitute for, or as an
alternative to, net income, operating income, cash flow from operations, other cash flow data or any
other performance measures prepared in accordance with Spanish GAAP or U.S. GAAP.

EBITDA margin is calculated by dividing EBITDA for a particular period by the total revenues for
that period. EBITDA margin is omitted when negative.

Capital expenditures refer to purchase of intangible assets, such as computer software, broadcast
rights, and property and equipment.

€1.00 par value shares.



Reconciliation between EBITDA and net profit/(loss) is set forth below:

Data in € million

Consolidated net profit/(loss)

Less
Loss attributed to minority interests
Income tax credits
Net extraordinary income/(expense)
Net financial expense
Amortization of goodwill
Depreciation and amortization

Total adjustments to reconcile net profit/(loss) EBITDA

Total EBITDA

()

unconsolidated basis.

Summary Operating Data (unaudited)

2005
2003 2004 Actual Old ONO O
97.0 (81.2) (467.1) (523.2)
0.0 (2.2) 0.2) —
53.0 (21.4) (76.0) (55.7)
298.2 61.2 417.6 480.6
(130.2) 104.0 134.4 126.3
(13.4) 10.2 2.6 —
(106.7) 100.8 264.4 221.0
5.1 252.5 742.8 772.2
102.1 171.4 275.6 249.0

Data from Cableuropa’s audited financial statements for the year ended December 31, 2005 on an

2005

Data in units 2003 2004 Actual Old ONO Auna
Homes released to marketing 1,743,266 2,038,172 5,651,678 2,901,378 2,750,300
Customers:

Cable 581,345 676,858 1,660,156 882,723 777,433

Other direct access 110,885 - 110,885
Residential direct access 581,345 676,858 1,771,041 882,723 888,318
Residential indirect access - - 375,707 - 375,707
Business 13,133 17,369 121,656 25,995 95,662
Residential RGUs (Cable):
Telephony 544,271 622,275 1,446,013 770,107 675,906
Internet 199,066 271,489 825,810 441,792 384,018
Cable television 339,378 369,496 857,631 472,666 384,965
Total RGUs 1,082,715 1,263,260 3,129,454 1,684,565 1,444,889
Total RGUs/Customer 1.86 1.87 1.89 1.91 1.86
Residential Cable ARPU (in €):
Residential customers 54.1 54.6 51.9 53.6 50.3
Total Residential Penetration (Cable):
Customer 33.3% 33.2% 29.4% 30.8% 29.0%
Internet 11.4% 13.4% 14.6% 15.2% 15.2%
Telephony 31.2% 30.5% 25.6% 26.5% 26.5%
Cable television 19.4% 18.1% 15.2% 16.3% 16.3%
Churn 13.7% 16.1% 18.6% 16.6% 20.7%

M

B. [Reserved]

C. [Reserved]

Old ONO operating data. Figures contributed by Auna are not included.



D. Risk Factors

In addition to other information contained in this Report, prospective investors should carefully
consider the risks described below before making any investment decisions with respect to our company.
Our business, our ability to pay the principal and interest on our present and future debt, and any
decision by security holders are subject to a number of significant risks, including those described below.
If any of the following risks actually occur, our business, financial condition or results of operations
could suffer and investors could lose all or part of their investment. There may also be other risks of
which we are currently unaware or that we do not currently believe are material that could harm our
business, financial condition or results of operations. The risks described herein do not include all of the
risks associated with our business. Additional risks not known to us at present or that we currently deem
immaterial could also impair our business operations and our ability to meet our debt obligations.

This Report contains “forward looking” statements that involve risks and uncertainties. Our
actual results may differ significantly from the results discussed in the forward looking statements.
Factors that might cause such differences are discussed below and elsewhere in this Report. See “Item
5.G. Safe Harbor”.

Risks Relating to our Financial Profile

We may not generate sufficient cash flow to fulfil our debt obligations

Our ability to make payments on our debt or to refinance any such debt will depend on our ability
to generate cash. Our ability to generate cash is dependent on many factors, including, among others:

* our future operating performance;

the level of our capital expenditures;
* the demand and price levels for our products and services;
» general economic conditions and conditions affecting customer spending;

* competition;

the integration and transformation of Auna;

our ability to use our carry-forward tax losses; and

legal, tax, litigation, regulatory and other factors affecting our business.

We have experienced negative cash flow since we commenced operations in 1998, and we do not
expect to achieve positive cash flow at least before the end of 2008. We cannot assure you that our business
will generate sufficient cash to fulfill our debt obligations or that future financing will be available to us on
commercially reasonable terms or at all. To the extent our results of operations are less than anticipated or
we are forced to make significant revisions to our current business plan, we may need to raise additional
capital or refinance all or a portion of our debt on or before maturity in order to fund operations and to meet
our debt service obligations. However, our ability to raise capital or refinance our debt depends on a number
of factors, including the liquidity of the capital markets, and we may not be able to do so on satisfactory
terms, or at all. In the event that we cannot raise additional capital or refinance our debt, we may be unable
to meet our debt payment obligations.

Our substantial debt service requirements could have a material adverse effect on our business,
financial condition and results of operations.

We are a leveraged company with significant debt service requirements. As of December 31, 2005,

our third-party indebtedness is €2,721 million. In addition, as of December 31, 2005 we had an additional
€1,179 million available to us to be drawn under the New Senior Facility. In order to finance the Deferred
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Acquisition Payment (deferred payment of €214.4 million due in 2008 in relation to the Auna Acquisition),
to fund future working capital, to continue to build-out our networks and to finance the Auna integration and
transformation, we expect to incur additional indebtedness, principally from drawdowns under the New
Senior Facility.

Furthermore, a substantial portion of our debt, including under the New Senior Facility, the
Subordinated Facility, the note proceeds loan relating to the Floating Rate Notes due 2014 and the
Participative Loan, bears interest at variable rates. If market interest rates increase, our variable rate debt will
create higher debt service requirements, which would adversely affect our cash flow. Although we entered
into a €500 million interest rate hedge in 2005 (€1,300 million covered by April 2006) under our New
Senior Facility and the fact that we are required to enter into certain additional hedging or other agreements
designed to limit our exposure to higher debt service requirements as a result of our variable-rate debt, there
is no guarantee that we will be able to enter into such agreements on satisfactory terms or at all.

Our financial leverage could have important consequences, including:

» making it more difficult for us to satisfy our financial obligations, including those under the New Senior
Facility, the Subordinated Facility, the Note Proceeds Loans, the Note guarantees and the Participative
Loan;

* increasing the cost of, or impeding our ability to obtain, additional debt or equity financing to fund the
negative cash flows we expect to incur in the near term;

» impeding our ability to compete with other providers of telephony, Internet, data and pay television
services that are less leveraged than we are;

* restricting our ability to bid for, or be awarded, licences or new franchises, make strategic acquisitions,
exploit business opportunities and react to significant changes in our business and in general economic
conditions; and

+ adversely affecting public perception of us and our brand.

Subject to certain restrictions, we may be able to incur substantially more debt, which would increase
the leverage-related risks described in this Report.

Subject to the restrictions in the indenture governing the Notes and the guarantees, the Note
Proceeds Loans, the New Senior Facility, the Subordinated Facility, the Participative Loan, the Indentures
and other outstanding debt which are subject to a number of significant qualifications and exceptions, we
may incur substantial additional debt in the future, some of which could also be secured. For example,
subject to certain conditions, the Indentures allow us to grant liens on our property or assets to secure any
debt ranking senior to the guarantees and certain other debt that, in each case, may be incurred under the
"Limitation on Debt" covenants in the Indenture. To the extent new debt is added to our currently
anticipated debt levels, the risks described in "—Our substantial debt service requirements could have a
material adverse effect on our business, financial condition and results of operations" could become more
significant.

The New Senior Facility, the Subordinated Facility, the Participative Loan and the Indentures contain
financial covenants that we could fail to meet.

The New Senior Facility, the Subordinated Facility and the Participative Loan require us to satisfy
specified financial tests and maintain specified financial ratios regarding maximum senior debt to
consolidated annualized EBITDA, maximum total debt to consolidated annualized EBITDA, minimum
EBITDA to total interest expense, debt service cover and maximum capital expenditures. In addition, the
Indentures cointain other financial covenants. See "Item 10 - C. Material Contracts”

Our ability to comply with these ratios and to meet these tests and comply with other covenants,
including those contained in the Indentures, may be affected by events beyond our control and, as a result,
we cannot assure you that we will continue to meet these tests. Our failure to comply with these obligations
could lead to a default under the New Senior Facility, the Subordinated Facility or the Participative Loan
unless we can obtain waivers or consents in respect of any breaches of these obligations under the New
Senior Facility, the Subordinated Facility or the Participative Loan. We cannot assure you that these waivers
or consents will be granted. In the event of any default under the New Senior Facility, Subordinated Facility
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or the Participative Loan, the lenders under that facility will not be required to lend any additional amounts
to us and could elect to declare all outstanding borrowings, together with accrued interest, fees and other
amounts due thereunder, to be immediately due and payable. In the event of a default, the relevant lenders
could also require us to apply all available cash to repay the borrowings. In addition, the lenders under the
New Senior Facility could prevent us from making debt service payments on the Note Proceeds Loans,
which would be an event of default under the Notes. If the debt under the New Senior Facility, the
Subordinated Facility, the Participative Loan or our other debt were to be accelerated, we cannot assure you
that our assets would be sufficient to repay such debt in full.

Restrictions imposed by our debt obligations limit our ability to take certain actions.

The terms of the New Senior Facility, the Subordinated Facility, the Participative Loan and the
Indentures contain a number of restrictive covenants and other provisions that limit our ability to operate our
business. For example, some of these provisions limit our ability to, among other things:

* pay dividends or make other distributions;
* make certain investments or acquisitions;
* engage in certain transactions with affiliates and other related parties;

 merge or consolidate with other companies;

* engage in certain types of business;

make capital expenditures;

+ sell or dispose of assets other than in the ordinary course of business or assets that are a part of non-core
businesses;

* incur additional debt; and
* create certain liens.

These covenants could adversely affect our ability to finance our future operations and capital
needs, pursue acquisitions and other business activities that may be in our best interests. In addition to
limiting our ability to operate our business, a failure to comply with these obligations could lead to a default
under the terms of the relevant debt agreements which would prevent us from borrowing any additional
amounts thereunder or the lender declaring all outstanding principal and interest becoming immediately due
and payable. This would lead to a default under our other debt agreements and as a result much of our other
debt could be accelerated. If this were to occur we can make no assurance that we would have sufficient
funds to repay our debt.

If we experience a change of control, we may not have enough funds to repay the Note Proceeds Loan.

Under the terms of the Indentures, upon the occurrence of a change of control of Cableuropa or the
sale of all or substantially all of our assets, both ONO Finance and ONO Finance II are required to offer the
purchase of all outstanding Notes of their respective issues at a purchase price equal to 101% of the
aggregate principal amount thereof, in addition to the accrued and unpaid interest, if any, up to the purchase
date. The Indenture will have a corresponding covenant requiring repayment. However, we cannot assure
you that in the event of a change of control, we would have sufficient funds to repay the Note Proceeds
Loans. In addition, the New Senior Facility and other instruments governing our existing and future debt
may prohibit us from repaying the Note Proceeds Loans prior to their stated maturity, including upon a
change of control or a sale of all or substantially all of our assets. In the event of a change of control, our
failure to repay the Note Proceeds Loans would result in an event of default under the Indentures which, in
turn, would constitute an event of default under the New Senior Facility, the Subordinated Facility and the
Participative Loan. In such circumstances, the subordination provisions in the Indentures would restrict any
repayment under the Note Proceeds Loans (including payments under the guarantees) unless all of our
senior debt has been paid in full.
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We have incurred substantial net losses to date and we may not be profitable in the future.

On a consolidated basis we have incurred significant net losses. During 2005, we incurred net
losses of €467 million. Therefore, we cannot be certain that we will achieve or sustain profitability in the
future. As a result, we may not have sufficient funds to make payments on our substantial debt obligations,
to meet the covenants under the New Senior Facility, the Subordinated Facility or the Participative Loan, or
to fund our operations. Continued losses may therefore adversely affect our business and limit our ability to
engage in financings in the future. For more information, see “Item 5 — Operating and Financial Review and
Prospects*.

Cableuropa and Auna prepare their financial statements in accordance with Spanish GAAP, which
differs from U.S. GAAP, IFRS or other accounting legislation that may be applicable to us in the
future and which could significantly affect our net equity.

According to Spanish law and regulations, Cableuropa and Auna maintain their accounting records
and prepare their financial statements in accordance with Spanish GAAP, which differs in certain significant
respects from U.S. GAAP and International Financial Reporting Standards (IFRS). The European Union has
begun to converge its Member States accounting policies and adopt IFRS. Although we are not currently
affected by any rule that requires us to change our accounting standards, we may be affected by these rules
in the future. To the extent that we are required to adopt IFRS, or choose to do so in the future, we would be
required to change certain of our accounting policies. Such changes could significantly affect our net equity
position and the presentation of our results of operations, and the perception of our financial condition in the
financial community or the marketplace could be affected.

Risks Relating to our Business
We may not generate sufficient cash flow to fund our operations or capital expenditures.

The operation, expansion and upgrade of our network, as well as the costs of sales and marketing
of our products and services require substantial financing. We also have major capital resource requirements

relating to, among other things, the following:

* continuing to build-out our network within our franchise areas;

developing and deploying new products and services;

* implementing new technologies;

maintaining the quality of our network;

consolidating our brand in the market;

increasing the loyalty of our customer base; and

integrating and transforming Auna's businesses.

Our ability to fund our ongoing operations will depend on our ability to generate cash. Our ability
to generate cash is dependent on many factors. For a discussion of these factors see "—Risks Relating to our
Financial Profile—We may not generate sufficient cash flow to fulfill our debt obligations." In addition, our
liquidity and capital resource requirements may increase if we expand into additional franchise areas or if
we make any future acquisitions. We may not generate sufficient cash flow or have access to sufficient
funding to meet these requirements. If we fail to meet these requirements, our operations could be
significantly affected and future growth could be significantly curtailed.

The difficulties of integrating and transforming Auna's businesses could impede our future growth
and adversely affect the operation of our business.

We recently completed the Auna Acquisition. As a result, we will be investing capital and the time
and efforts of our management in order to integrate and transform Auna's businesses. Auna is substantially
larger than other companies we have previously acquired and larger than we were at our peak. The
integration of Auna may divert the attention of our senior management and present significant difficulties for
us, which could have a negative impact on the operation of our business. In addition, our ability to

13



successfully integrate Auna will be made more difficult by the fact that some of Auna's former management
have left the company and will not be involved in the integration process. Auna's margins are significantly
lower than Old ONO's and unless we can improve Auna's financial performance, our combined margins will
be lower than as previously reported by Old ONO.

In connection with the integration and transformation process, we are currently assessing the
optimal organizational structure for the ONO Group following the Auna Acquisition. We have reached an
agreement with the labor unions and the Government regarding headcounts reductions to eliminate duplicity
functions, and up to 785 employees will be affected, during 2006 and 2007.

We expect to incur additional indebtedness in connection with the integration of Auna and the
build-out of our networks. We are also exploring the possibility of disposing of or winding down Auna's
indirect access business.

The integration of Auna, as well as the integration process for any potential future acquisitions,
may expose us to certain risks, including the following:

+ difficulty in integrating the acquired business in a cost-effective manner, including network infrastructure,
management information and financial control systems, personnel, marketing, customer service and product
offerings;

+ unforeseen legal, regulatory, contractual, labor, tax or other issues arising from the acquisition;

+ significant liabilities or contingencies arising from the acquisition, for which we are not indemnified or
fully indemnified (for example, Auna has a contract with a service supplier that must be renegotiated or else
penalty payments will be owed to the supplier);

+ additional capital expenditure requirements;
* inability to retain customers following the acquisition;

* potential disruptions to our ongoing business caused by senior management's focus on the acquired
companies;

« difficulty in maintaining uniform quality standards, controls, procedures and policies; and
+ the impairment of relationships with employees as a result of changes in management and ownership.

When we integrate any potential future acquisitions, we cannot assure you that we will be
successful in managing the foregoing or any other risks. Our failure to overcome these and other risks could
have a material adverse effect on our business, financial condition and results of operations.

The departure of some of the members of the senior management of Auna may adversely affect the
efficiencies expected from the integration of Auna, and loss of additional executives and employees
could weaken our business.

During the Auna Acquisition process, the majority of Auna's former senior management left the
company. Those executives have not been and will not be involved in the integration of Auna into our
company, and we therefore will not be able to benefit from or rely on their expertise and experience in
running Auna's operations and business going forward. These changes in Auna's management and structure
may have adverse effects on the integration process and prevent us from achieving the efficiencies and
synergies that are expected to result from the Auna Acquisition.

Furthermore, our operations are currently managed by a number of key executives and employees.
The further loss of key employees could significantly impede our financial plans, product development,
network completion, marketing and other plans and prevent us from complying with our financing
arrangements. In addition, competition for qualified executives in the telecommunications industry is
intense. Our growth and success in implementing our business plans will largely depend on our continued
ability to attract and retain highly skilled employees. We cannot assure you that we will be successful in
hiring and retaining qualified personnel. If any of our senior executives or other key personnel ceases their
employment with us, our future operations could be harmed.
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We have only recently acquired Auna and we have included limited financial and other information
about Auna in this Report.

Post-closing purchase price adjustments. The purchase price related to the Auna Acquisition depends on
various post-closing purchase price adjustments. Our estimates of such adjustments may vary from actual
adjustments. In the audited Financial Statemens, we have used the purchase price paid at the closing of the
Auna Acquisition, which is still subject to potential post-closing purchase price adjustments. We allocated
the purchase price to net assets acquired. During November, we carried out an assignment of the purchase
price to the assets and liabilities of Auna Group. As a result, a Negative consolidation difference of
approximately €263m has been placed on the Balance Sheet at December 31, 2005. See “Item 5 - Operating
and Financial Review and Prospectus”.

Certain comparisons and adjustments with respect to operating data among Old ONO, Auna and ONO
included in this Report may not be accurate. Certain adjustments in some operating data have been included
that is mostly derived from historical operating information of Old ONO and Auna, which differs
significantly from each other in various aspects. This adjusted data consists of, among other things,
subscriber numbers, business segments and network specifications.

The Spanish residential and business telephony, broadband Internet and pay television markets are
highly competitive and may become more competitive in the future, which could result in lower
prices, the loss of current and potential subscribers, and reduced revenues and profitability.

We face significant competition from established and new competitors that provide telephony,
Internet, television and business services in Spain. In some instances, we compete against companies with
fewer regulatory burdens, larger financial resources, more comprehensive products and services, greater
personnel resources, wider geographical coverage, greater brand name recognition and more established
relationships with regulatory authorities and customers.

Residential Direct Access Services (Cable and ULL and Other Services)

Residential Telephony. In the telephony market, our principal competitor is Telefonica. Telefonica is the
former monopoly provider of most telecommunications services in Spain. Telefonica has, among other
competitive advantages, significantly greater financial resources, brand recognition and market presence
than we do. We also compete with other operators such as Wanadoo (a subsidiary of France Télécom) and
Ya.com (a subsidiary of Deutsche Telecom) that provide their customers with direct access services
unbundling Telefonica's local loop. Spain has yet to see a significant increase in Internet based telephony
traffic in the residential market. We do, however, anticipate that this will represent a more material
competitive threat in the future. In addition, we compete with three mobile telephony operators; Telefonica
Moviles (a subsidiary of Telefonica), Vodafone and Amena (a subsidiary of France Télécom) that may
threaten the competitive position of our networks, particularly if charges for calls on mobile networks
continue to decrease.

Residential Internet. Telefonica is our principal competitor with respect to broadband Internet services. In
addition to Telefonica, there are various providers of digital subscriber line ("DSL") broadband Internet
services that offer broadband services using Telefonica's network on a bundled and unbundled basis, such as
Wanadoo and Ya.com. In the future, we may also face increased competition from Internet offerings by
mobile service providers.

Television. Our cable television services compete against Spain's free-to-air nationwide, regional and local
channels. In addition, in the pay television market, we compete against Sogecable's satellite platform,
Digital+. Digital+ has greater resources and market presence than we do, and has exclusive access to certain
premium television content. As well as being our principal competitor in the pay television market,
Sogecable is one of our programming providers and provides us with access to certain premium content
programming. In addition to established competitors such as Sogecable, we may experience increased
competition from other current or future competitors or from new technologies. For example, Telefonica
launched "Imagenio," its commercial pay television service using DSL technology that includes VoD
services. Other DSL operators are testing and launching Video over DSL services and digital terrestrial
television operators are expected to play a more important role in the marketplace.

In addition, the cable television services market was liberalized in Spain in 2003, allowing new
authorizations for providing cable television services in our franchise arecas. However, no authorizations for
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the provision of cable television services will be granted until the relevant regulation that will govern the
provision of cable television services is enacted.

Bundled Residential Services. We also compete with the various competitors mentioned above, including
Telefonica, which offer double- or triple-play bundled services that compete with our bundled service
offering. Bundled service offerings are becoming increasingly competitive and important to attracting and
retaining customers.

Business Services, Large Customers Services and Wholesale Services

Telefonica and its affiliates are our principal competitors in providing business telecommunications
services, followed by BT and COLT, among others. We also compete with other operators including
wireless local loop operators.

Competition from the companies identified above, as well as from new entrants and new
technologies, including but not limited to Internet-based telephony, could create downward pressure on
prices across all of our business lines, resulting in a decrease in our residential and business ARPUs, a loss
of subscribers and a decrease in profitability. In addition, technological developments are increasing
cross-competition in certain markets, such as that between mobile and fixed-line telephony. As a result of
the foregoing, our success in the marketplace is affected by the actions of our competitors. In particular, our
business may be affected if our competitors:

« offer lower prices, more attractive bundled services or higher quality services, features or content;
 more rapidly develop and deploy new or improved products and services; or
» more rapidly expand and enhance their networks.

To compete effectively, we need to successfully design and market our services, anticipate and
respond to various competitive factors affecting all of our markets, such as the introduction of new products
and services by our competitors, pricing strategies adopted by our competitors, changes in consumer
preferences and general economic and social conditions. If we are unable to compete effectively with our
competitors or to effectively anticipate or respond to consumer sentiment, we could lose existing and
potential customers, which could result in reduced operating margins and results of operations that fall
substantially short of our current expectations.

If we fail to introduce new or enhanced products and services successfully, our revenues and margins
could be lower than expected.

Part of our business strategy is based on the introduction of new or enhanced products and services.
Any of the new or enhanced products or services we introduce may fail to achieve market acceptance or
products or services introduced by our competitors may be more appealing to customers. If our new product
or service offerings are not successful, our subscribers may decide to discontinue using our services and
choose other distribution platforms.

In addition, newly introduced products and services may not be profitable for a period after their
introduction. The success of these products may be dependent not only on their quality and features but also
on the maintenance and growth of the number of our subscribers and those products remaining widely used.
We may not recover the investments we plan to make to launch new products and services.

We are dependent on others to provide premium programming for our cable television service,
including one of our main competitors.

Our ability to compete in the multi-channel pay television market is, in part, dependent on our
ability to obtain attractive programming at reasonable prices. However, a relatively small number of
companies, including Sogecable, our main competitor in the pay television market, produce and control
access to programming. If we are unable to purchase content at commercially reasonable prices or at all, our
ability to retain and grow our customer base could be adversely affected.

Sogecable, through its satellite TV platform branded Digital+, controls a very significant portion of

the Spanish pay television market. This significant market power may provide Sogecable with competitive
advantages over our pay television operations, such as the ability to extend its range of preferential or
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exclusive agreements with providers of content, exert increased pricing power with respect to suppliers and
the ability to eventually benefit from cross marketing with Telefonica (a significant shareholder in
Sogecable). As such, Sogecable may prevent us from accessing certain programming or force us to pay
substantial amounts to access programming for our subscribers. For additional information regarding our
access to content, see "Item 4 - Our Products and Services."

Our business depends on equipment and service suppliers, which may fail to provide necessary
equipment and services on a timely basis, discontinue their products or seek to charge us prices that
are not competitive, any of which could adversely affect our business or profitability.

We depend upon a small number of major suppliers, including Alcatel and Motorola, for essential
products and services relating, among other things, to our network infrastructure. These suppliers may,
among other things, extend delivery times, supply unreliable equipment, raise prices and limit or discontinue
supply due to their own shortages or business requirements or otherwise. We are currently renegotiating our
supply contract for set top boxes with Motorola, which has expired. We are continuing to purchase from
Motorola under the same terms as the previous contract during these renegotiations.

In most cases, we have made substantial investments in the equipment or software of a particular
supplier, making it difficult for us to rapidly change such relationships if a current supplier is unable or
unwilling to offer us reasonable prices or ceases to produce equipment or provide the services we require.

If our suppliers are unable or unwilling to deliver products and services on a timely basis and at
reasonable prices or their products are found to be faulty, our ability to provide products and services to our
customers at competitive prices might be adversely affected, which could negatively impact our growth,
financial condition and results of operations.

We depend on Motorola's Mediacypher technology for the operation of our conditional access system
and any discontinuation may adversely affect our business and profitability. Our conditional access
system could also be compromised by illegal piracy.

We operate a conditional access system for Old ONO which is used to transmit encrypted digital
programs. In connection therewith, we entered into an agreement with Motorola under which Motorola
agreed to sell and install parts of the conditional access system (including hardware equipment) to grant
licenses for the respective intellectual property rights for the conditional access system, and to provide
maintenance, support and security services. We use the Mediacypher conditional access system (including
related hardware and set-top boxes) to transmit encrypted digital programs. Billing and revenue generation
for those services rely on the proper functioning of the Mediacypher system. We especially depend on the
software licensed to us. Auna has been using a different conditional access system and we are currently
evaluating whether to continue to use their conditional access system in Auna franchise areas.

Our business operations and revenues could be adversely affected if (i) Motorola no longer
licenses, supplies or maintains our conditional access system and if we are not able to replace the existing
conditional access system with another comparable conditional access system; (ii) the Mediacypher
conditional access system is compromised by illegal piracy and access of non-subscribers to the system;
and/or (iii) the Mediacypher conditional access system is incompatible with future broadband cable
technologies or products we intend to use.

Unanticipated network interruptions and events beyond our control may adversely affect our ability
to deliver our products and services.

Our business is dependent on the continued and uninterrupted performance of our network.
System, network, hardware and software failures have occurred before and could occur in the future and
affect the quality of, or cause an unexpected interruption in, our service. These failures could result in costly
repairs and affect customer satisfaction thereby reducing our customer base and revenues and damaging our
brand image.

Moreover, if any part of our network is affected by flood, fire or other natural disaster, terrorism,
power loss or other unforeseen events, our operations and customer relations could be materially adversely
affected. Our disaster recovery, security and service continuity protection measures may not be sufficient to
prevent loss of data or prolonged network downtime.
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In addition, our business is dependent on certain sophisticated critical systems, including our
switches, billing and customer service systems. The hardware supporting those systems is housed in a
relatively small number of locations and if damage were to occur to any of such locations or if those systems
develop other problems, there could be a material adverse effect on our business.

Our business may be adversely affected if we fail to carry out continuous maintenance and
improvement of our network, systems and operations.

We must continuously maintain and improve our networks in a timely and cost-effective manner in
order to sustain and expand our customer base, service offerings and quality of service, enhance our
operating and financial performance and satisfy regulatory requirements. The maintenance and improvement
of our existing networks as well as our continued build-out depends on our ability to:

» enhance the functionality of our network in order to offer increasingly customized services to our
customers;

fill in coverage gaps and increase coverage in our franchises;

* upgrade our existing network and systems with new technology;

+ expand the capacity of our networks to cope with increased bandwidth usage;

* expand and maintain customer service, network management and administrative systems;
» modify network infrastructure for new products and services; and

+ finance our maintenance costs and network upgrades.

If we fail to maintain and improve our network, our services may be less attractive to existing and
potential customers and we may lose customers to competitors who are able to provide higher quality
services than we are. This could impact our financial condition and make it more difficult for us to fund our
operations and meet our substantial debt obligations.

We require information technology enhancements in order to continue providing a high quality
customer service. In addition, the integration of Auna will necessitate the usage of various resources in order
to effectively harmonise the IT and billing systems of Old ONO and Auna. This could impact our financial
conditions and make it more difficult for us to fund our operations and meet our substantial debt obligations.

A material increase in customer churn, or the threat of customer churn, may adversely affect our
business.

Customer churn is a measure of customers who stop subscribing to our services. Churn arises
mainly as a result of competition, relocation of subscribers and price increases. In addition, our customer
churn rate may also increase if we are unable to deliver satisfactorily services over our network. For
example, any interruption of our services, removal or unavailability of programming which may not be
under our control or other customer service problems could contribute to customer churn. Any increase in
customer churn may lead to increased costs and reduced revenues.

Telefénica, the incumbent telecommunications operator, has the ability to set standards and
precedents in this market which may adversely affect our business.

Telefoénica, the incumbent telecommunications operator in the Spanish market, has the ability to set
standards and precedents in this market which may adversely affect our business. In addition to its
dominance in the Spanish fixed telephony and Internet markets, Telefonica exerts significant market power
in the Spanish pay television market through its shareholders in Sogecable. Telefonica's relationship with
existing and potential customers and suppliers may impact our ability to negotiate contracts with them on
terms commercially favorable to us or at all. Suppliers may insist on terms and conditions secured in
negotiations with Telefonica that are favourable to the supplier and Telefonica but detrimental to us. In
addition, Telefonica may use its substantial capital resources and dominant market presence to reduce prices
charged to customers or to bid up the cost of acquisition content, purchasing services or hiring staff in order
to meet its particular objectives. There can be no assurance that their actions will not adversely affect us.
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The telecommunications industry is subject to rapid technological changes and such changes could
have a material adverse effect on our ability to provide competitive services.

The telecommunications industry is characterized by rapid technological changes and the
introduction of new products and services, including developments in technologies such as voice over the
Internet protocol (or VoIP). Our future success depends on our ability to anticipate and adapt in a timely
manner to such changes. We expect that new products and technologies will emerge and that existing
products and technologies will further develop, potentially reducing the prices for our services and rendering
the products and services we offer and the technologies we use obsolete. This may require us to invest in
new technologies in order to compete effectively with our competitors. However, there is no guarantee that
we will be able to fund the capital expenditures for such technological developments through operating cash
flow. If our cash flows from operations are insufficient, we would have to seek additional financing to fund
our capital expenditures. Given our current substantial debt and the restrictions on our ability to raise
additional capital, we may not be able to obtain the funding or other resources required to adopt and deploy
such new technology in a timely manner.

There is no guarantee that we will successfully anticipate the demands of the marketplace with
regard to new technologies. This failure could affect our ability to attract and retain customers and generate
revenue growth, which in turn could have a material adverse effect on our financial condition and results of
operations. Conversely, we may overestimate the demands of the marketplace with regard to certain new
technologies and services. If any new technology or service that we introduce fails to achieve market
acceptance, our revenue growth, margins and cash flows may be adversely affected, and as a result we may
not recover any investment made to deploy such new technology.

We operate in a highly regulated market that could require us to make additional expenditures or
limit our revenues.

We operate in a highly regulated market subject to the supervision of various regulatory bodies,
including local, national and European Union authorities. Changes in these regulations may increase our

administrative and operational expenses or limit our revenues. We are subject to, among other things:

* rules governing the interconnection between different networks and the interconnection rates that we can
charge and that we pay for fixed and mobile line connections;

* requirements that, under specified circumstances, a cable system carry certain broadcast television
channels ("must-carry" requirements);

« rules for authorization renewals and transfers;

* regulations relating to subscriber privacy and data protection;
* regulations on intelligent network services;

« taxes imposed on our public rights of way and revenues;

» other requirements covering a variety of operational areas such as land use and environmental protection,
technical standards and subscriber service requirements;

* market power regulations and other restrictions relating to competition;
* regulations on cable television; and
* other regulations.

One of our regulators, the Telecommunications Market Commission (Comision del Mercado de
Telecomunicaciones, "CMT"), is required under current regulations to define the retail and wholesale
markets in Spain that are not competitive as well as determining which operators have significant market
power in such markets. If the CMT were to determine that we have significant market power in a particular

market, we would become subject to additional regulatory restrictions, including interconnection and access
obligations. For more information, see “Item 4 — Regulatory Environment”.
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Changes in applicable law, regulations, governing policy, or the interpretation and application of
existing laws or regulations could adversely affect our business, financial condition and ability to introduce
new products and services. Our business could be materially adversely affected by any changes in relevant
laws or regulations or their interpretation regarding, for example, authorization requirements, access and
price regulation, interconnection arrangements, the imposition of universal service obligations or any change
in policy allowing more favorable conditions for our competitors. Our ability to introduce new products and
services may also be affected if we cannot predict how existing or future laws, regulations or policies would
apply to such products or services.

Many of our suppliers, particularly content providers and suppliers of equipment and services, are
also subject to extensive regulation, which could adversely impact their ability to satisfy their obligations to
us and thereby indirectly expose us to additional risk.

Any acquisitions we may make in the future could increase our level of indebtedness, change our
capital structure and adversely affect our business if we cannot effectively integrate these new
operations and expose us to unexpected costs or other liabilities.

Any acquisition we may undertake in the future could result in the incurrence of additional debt
and contingent liabilities, increase in our interest expense and amortization expenses related to goodwill and
other intangible assets, and our use of available cash on hand to finance such acquisitions. In addition, any
additional indebtedness incurred to fund acquisitions or the use of available cash on hand to finance
acquisitions may reduce the amount of our cash flow available to make payments on the Notes and,
depending on the structure and terms of any acquisition, may be structurally or effectively senior to the
Notes.

The interests of our principal shareholders may be inconsistent with the interests of the holders of the
existing Notes.

A number of private equity investment funds, financial institutions and corporations currently own
the equity of our parent company, GCO. See "Item 7 - Shareholders and Related Parties Transactions". The
interests of our shareholders could conflict with bondholders’ interests, particularly if we encounter financial
difficulties or are unable to pay our debts when due. Our shareholders could also have an interest in pursuing
acquisitions, divestitures, financings, dividend distributions or other transactions that, in their judgment,
could enhance their equity investments, although such transactions might involve risks to you as a holder of
Notes. In addition, one or more of our shareholders may come to own businesses that directly compete with
ours. Moreover, the large number of our shareholders and possible conflicts in their interests may create
difficulties in reaching a consensus on important decisions concerning our company. This may adversely
affect our business by preventing us from reacting swiftly to new opportunities and by impeding an efficient
decision-making process concerning the management of our company

Risks Relating to the Notes

The subsidiary guarantees are subordinated to all of our existing and future senior debt and following
the occurrence of a Repayment Event will be subject to limitations on the ability of Note holders to
enforce their rights under the subsidiary guarantees.

The Notes are unsecured senior obligations of ONO Finance I and II and are guaranteed, jointly
and severally, on a senior subordinated basis by the Guarantors. Our lenders could also require us to apply
all available cash to repay borrowings under the facilities or prevent us from making debt service payments
on the Note Proceeds Loans, either of which would be an event of default under the Notes. Under any of
these circumstances we cannot assure you that our assets would be sufficient to repay such debt in full.

Payment of all obligations under the Note Proceeds Loans and the subsidiary guarantees will be
subordinated in right of payment to the payment , of all existing and future senior debt of the subsidiary
guarantors when it is due. The Note Proceeds Loans and the subsidiary guarantees will also be effectively
subordinated to any secured debt of the subsidiary guarantors, to the extent of the value of the assets
securing such debt. In addition, the ability to take enforcement action against Cableuropa or any of the other
guarantors under the guarantees is subject to significant restrictions imposed by the Note Proceeds Loans,
the Intercreditor Agreement and the terms of the guarantees. As a result:
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Prior to a Repayment Event:

« if we are declared bankrupt or insolvent, the subsidiary guarantors are required to pay the holders of their
senior debt in full before they can make any payment on the guarantees or pay ONO Finance II any amounts
under the Note Proceeds Loans;

+ all payments on the subsidiary guarantee of a subsidiary guarantor will be permanently blocked following
a payment default under any senior debt and will be blocked for 179 days following certain non-payment
defaults with respect to Designated Senior Debt; and

Upon and after a Repayment Event:

+ the subsidiary guarantees will not be due and payable unless: (i) an event of default arising out of the
failure to pay any amount under the Notes occurs and is continuing and (ii) either (A) 179 days has elapsed
since the date of the default or (B), if earlier, (1) certain insolvency or reorganization events have occurred in
relation to the relevant subsidiary guarantor (subject to certain legal restrictions), and (2) the lenders under
any Designated Senior Debt have taken certain steps to enforce their rights under the Designated Senior
Debt;

+ all payments on the subsidiary guarantee of a subsidiary guarantor will be permanently blocked following
a payment default under any Designated Senior Debt, and will be blocked for 179 days following certain
non-payment defaults with respect to Designated Senior Debt; and

* the subsidiary guarantees will be automatically and unconditionally released in the event that all of the
capital stock of the relevant subsidiary guarantor or all or substantially all of its assets are sold pursuant to an
enforcement by the senior lenders under the New Senior Facility.

The Trustee will accede to an Intercreditor Agreement (without the consent of the holders) within
30 days of the occurrence of a Repayment Event (or upon the accession of the Trustee for the Notes, if
earlier) to give effect to these subordination provisions. In addition, while not required to do so, it is
expected that the Trustee for the Notes will accede to the Intercreditor Agreement upon the occurrence of a
Repayment Event. In the event the Trustee for the Notes does not so accede, there will be a step-up in
interest rates for borrowings outstanding under the New Senior Facility.

As a result of the foregoing, in the event of a bankruptcy, reorganization, insolvency or other
proceedings relating to a subsidiary guarantor, holders of senior debt and other creditors (including trade
creditors) of such guarantor may recover more ratably than the holders of the Notes.

The guarantees of the subsidiary guarantors are also subject to release under certain circumstances,
including, upon and after a Repayment Event, concurrently with the sale by way of enforcement by the
senior creditors of share capital of such subsidiary guarantor or any parent company of such subsidiary
guarantor, or the sale of substantially all of the assets of such subsidiary guarantor.

As a consequence of the 8% Notes due 2014 issued in 2006 by ONO Finance II, a company
incorporated under the laws of Ireland, examinership laws in the Republic of Ireland may affect
bondholders’ ability to enforce the terms of the Notes and the guarantees of the Notes.

Ireland has a court protection procedure, known as "examinership," to facilitate the survival of
companies in financial difficulties. The procedure, which is similar to the Chapter 11 procedure in the U.S.,
provides ailing companies with a period of protection from their creditors, both secured and unsecured, to
facilitate a restructuring of the company. If a company is unable or likely to be unable to pay its debts, an
examiner may be appointed to facilitate the survival of the company and the whole or any part of its
business. If an examiner has been appointed to a particular company, the examinership may be extended to
related companies which includes holding companies, subsidiaries and affiliates even if those companies are
able to pay their debts. During examinership, the rights of creditors are suspended so that no enforcement
action or other legal proceedings can be commenced without the approval of the examiner or the relevant
Irish court, as the case may be. In the event that a scheme of arrangement is approved by the courts in the
context of an examinership procedure, creditors’ claims may be reduced or otherwise compromised as part
of the scheme. Furthermore, the subject company cannot make any payment by way of satisfaction or
discharge of the whole or a part of any liability incurred by it before the presentation of a petition except in
certain strictly defined circumstances.
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Subject to certain limitations, an examiner is given power, to take whatever steps are necessary to
prevent or rectify the effects of any act, omission, course of conduct decision or contract in relation to a
company which, in the examiner's opinion, is or is likely to be to the detriment of that company or any
interested party. For example, an examiner may repudiate a covenant restricting further borrowing and/or the
creation of security where he is of the opinion that the enforcement of the negative pledge would be likely to
prejudice the survival of the company as a whole or any part of its undertaking as a going concern. If
ONO Finance II is placed in examinership, you may be unable to enforce your rights under the Notes and it
may be unable to make payments on the Notes.
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ITEM 4. INFORMATION ON THE COMPANY

A. History and Development of the Company

The chart below sets forth our organizational structure as of December 31, 2005 (including our sole
shareholder, Grupo Corporativo ONO):

Grupo
Corporativo ONO
(“GCO”)

100% _____ Old ONO

Cableuropa
ONO

Auna

| 100%

Cableuropa was incorporated on June 2, 1992, pursuant to the Spanish Corporations Act for an
indefinite period of time. Our principal office is located at Calle Basauri 7-9, Urbanizacion la Florida,
28023 Aravaca, Madrid, Spain, and our telephone number is +34 91 180 9300. Cableuropa and its
subsidiaries are wholly owned by GCO. The ONO Group launched its brand name and commercial services
in 1998.

Our corporate reorganization. Prior to November 1999, Cableuropa owned between 28% and
89% of its Spanish cable and telecommunications subsidiaries. The remaining interests were held by
Spanish Telecommunications Limited S.a.r.. (‘“Spaincom’’) and various other minority shareholders
comprised principally of regional financial institutions, regional media groups and local businesses.
Between 1999 and 2001, most of the minority shareholders, as well as Spaincom, exchanged their interest
in the relevant subsidiaries for ordinary shares of Cableuropa.

In January 2002, Cableuropa’s shareholders contributed all of the outstanding shares of
Cableuropa to GCO in exchange for 100% of GCO shares and GCO became the sole direct shareholder of
Cableuropa.

In 2004, GCO, our corporate parent, acquired 100% of Retecal. Retecal has the cable
telecommunications franchise for the region of Castilla y Ledon (north-west of Spain).

In March 2005, Cableuropa performed a capital increase of 196,728,848 shares that was fully
subscribed by GCO in exchange for the contribution of 100% of the capital stock of Retecal, following
which Cableuropa became the sole shareholder of Retecal. In March 2005 Cableuropa delivered the
vertical merger projects for Mediterranea Norte, Mediterranea Sur, Valencia and Retecal, all wholly-
owned subsidiaries of Cableuropa, to the Mercantile Register.

Subsequently, between 2001 and 2005, all of our operating subsidiaries were merged into

Cableuropa and Cableuropa acquired all of their assets and liabilities. As these were vertical mergers,
there were no capital increases in the acquiring company.
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As of December 31, 2005, we had other non-operating subsidiaries that are in the process of
being sold or liquidated. For more information regarding these subsidiaries, see “Item 18 — Financial
Statements, Note 17,

Castilla-La Mancha cable franchise. In 2003, we extended our geographical reach after
Cableuropa was awarded the Castilla-La Mancha cable franchise. The addition of the Castilla-La Mancha
franchise area increased our total potential market to 5.6 million homes, representing approximately 27%
of the homes in Spain.

Acquisition of Factoria de Canales. On February 24, 2005, GCO acquired 49% of the shares of
Factoria de Canales, a television content aggregator. On December 14, 2005, Cableuropa acquired the
remaining 51%. This company was incorporated on January 28, 2005 with the contribution of the channel
aggregation, management and commercialization businesses of Mediapark. Factoria de Canales currently
produces eight television channels for ONO. We believe that this acquisition will enable us to improve
the quality of the content that we offer to our television customers, whilst at the same time providing us
with an additional source of revenues through the sale of this content to other pay television platforms in
Spain.

Auna Acquisition. On July 29, 2005, GCO entered into a definitive agreement with Auna
Operadores de Telecomunicaciones, S.A. as vendor for the acquisition of 100% of Auna. GCO
subsequently assigned its rights under the agreement to Cableuropa, thus completing the Auna Acquisition
for Cableuropa on November 4, 2005.

The Auna Acquisition substantially completed the consolidation of the Spanish cable industry
and transformed us into the leading cable operator in Spain. We expect that the implementation of our
management practices at Auna combined with our prior experience in integrating Retecal, acquired in
2004, can result in a significant improvement in Auna's EBITDA margin, which has historically been
much lower than that of Old ONO’s.

The predecessor of the Auna Group, Retevision, was formed in 1989 as a result of the spin-off of
RTVE's (the Spanish public free-to-air broadcast television network) technical network to manage signal
transmission and broadcasting network throughout Spain. Auna was incorporated on February 9, 2000. On
June 21, 2002, Auna Operadores de Telecomunicaciones, S.A., the sole sharcholder of Auna at that date,
approved a corporate restructuring of the Auna Group whereby the wireline and cable telecommunications
business would be managed and operated through a single company, Auna. As part of this restructuring
process, the Auna brand was launched in 2003.

B. Recent Developments

a) Key Terms of the Auna Acquisition

On July 29, 2005, we entered into a definitive agreement for the acquisition of Auna
Telecomunicaciones, S.A.U., a provider of integrated telephony, broadband Internet, cable television,
business and wholesale telecommunications services in Spain. The Auna Acquisition was approved with no
conditions by the Spanish competition authorities on October 10, 2005 and closed on November 4, 2005.
The cash consideration for the Auna Acquisition was €2,251.2 million (which included €200 million of
acquired debt), of which the payment of €214.4 million is payable on January 15, 2008 (the “Deferred
Acquisition Payment”). The Auna Acquisition was funded by a combination of senior debt, subordinated
debt and €1,000 million of new cash equity injected into GCO.

The Auna Acquisition Agreement relates to (i) the purchase of the shares of Auna and of credit
rights arising from the obligations of Auna and certain of its subsidiaries under three commercial credit
agreements and a participative loan for a purchase price of €2,051.2 million (including the Deferred
Acquisition Payment) and (ii) the assumption of €200 million of existing debt of Auna.

Pursuant to the terms of the Auna Acquisition Agreement, the price paid as cash consideration was
subject to post-closing adjustments based on certain calculations with respect to net debt and working
capital. As a result, an audited consolidated balance sheet of the Auna Group as of October 31, 2005 was
prepared for the sole purpose of calculating the relevant price adjustments. Interest, based on EURIBOR,
was calculated and added to the purchase price adjustments, as if such interest had accrued from
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November 4, 2005 (the closing date of the Auna Acquisition) until the date in which the relevant amounts
are paid.

The representations and warranties contained in the Auna Acquisition Agreement are standard for
such an agreement.

With respect to indemnification provisions, the Auna Acquisition Agreement provides that
following the closing of the Auna Acquisition, certain of the former shareholders of Auna Operadores de
Telecomunicaciones, S.A., including affiliates of SCH, Endesa and Union Fenosa (collectively, the "Auna
Indemnifying Shareholders"), have become jointly liable (except for Auna Indemnifying Shareholders that
belong to the Santander group, which are jointly and severally liable) to indemnify us with respect to any
claims relating to (i) a breach of representations and warranties, (ii) the failure to comply with certain
undertakings contained in the Auna Acquisition Agreement, and (iii) the failure to make the relevant
payments as a result of any purchase price adjustments. Any obligation to indemnify us will only be binding
on the Auna Indemnifying Shareholders once a court decision or arbitral award has been rendered
confirming the existence and specifying the amount of the damage, or an agreement is reached in this
regard. The obligation to indemnify Cableuropa will only be applicable in the event that the aggregate
amount of claims exceeds €10 million, and Cableuropa may not make any claim against the Auna
Indemnifying Shareholders under the Auna Acquisition Agreement for an amount lower than €50,000 on an
individual basis. The maximum amount of any indemnification provided by the Auna Indemnifying
Shareholders is limited to € 250 million in aggregate.

The deadline for making any claim for indemnification against the Auna Indemnifying
Shareholders is May 4, 2007, or in the case of claims in respect of breach of representations and warranties
regarding tax and social security matters, or in respect of the ownership, liens or encumbrances regarding the
shares of Auna or the commercial credit agreements and participative loans in which Cableuropa is
subrogated by virtue of the Auna Acquisition Agreement, within the relevant statutory period. The final
amount for any indemnification is currently under discussion.

A summary of the results of operations and financial condition of Auna Group, which has been
derived from its audited consolidated financial statements, is set forth below:

Data in € million 2003 2004 2005

Summary Statement of Operations Data:

Revenues 1,049.0 1,160.4 1,138.4
Expenses:

Operating expenses (952.0) (1,022.0) (977.9)

Costs capitalized 27.0 21.6 26.2

Depreciation and amortization (369.3) (382.2) (403.2)
Total operating expenses 1,294.3 1,382.6 1,354.9
Operating loss (245.3) (222.2) (216.5)
Summary Balance Sheet Data:
Cash 2.2 2.6 0.3
Tangible assets, net 2,629.6 2,833.3 2,405.3
Total assets 3,868.8 3,803.9 3,559.6
Total debt 1,278.5 1,050.8 1,183.1
Common stock 251.7 262.9 262.9
Shareholders’ net equity 447.2 311.9 (163.0)

M Total debt includes short and long term debt with credit entities and payable to associated and

related companies.
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b) 14% Notes due 2010 redemption

On July 15, 2005, we redeemed €43.9 million aggregate outstanding principal amount of our 14%
Notes due 2010 (“2010 Notes™), issued by ONO Finance Plc at a redemption price of €1,070 per €1,000
principal amount so redeemed, plus accrued and unpaid interest. On August 30, 2005, we redeemed the
remaining outstanding principal amount of 2010 Notes, also at a redemption price of €1,070 per €1,000
principal amount so redeemed, plus accrued interest.

c) 14% Notes due 2011 redemption

ONO Finance Plc issued an irrevocable notice of redemption with respect to all outstanding 14%
Notes due 2011 (“2011 Notes”) on December 22, 2005 calling for the 2011 Notes to be redeemed. On
February 15, 2006, ONO Finance Plc redeemed all of the outstanding 2011 Notes issued in February
2001 (which consisted of €8,038,000 and $58,920,000). The 2011 Notes were cancelled at their first call
date with a premium of 7%. The redemption was financed through the New Senior Facility.

d) 8% Notes due 2014 issued by ONO Finance II Plc

On February 7, 2006, ONO Finance II Plc completed an additional offering of €270 million 8%
Senior subordinated Notes due 2014. ONO Finance II was incorporated as a public limited company with
limited liability under the laws of the Republic of Ireland on January 19, 2006. Beginning on May 2006,
interest will be paid on May 15 and November 15 of each year payable in arrears. Prior to May 15, 2009,
ONO Finance II may redeem all or part of the Notes at a redemption price of 100% of principal plus
accrued and unpaid interest and the applicable “make whole” premium. Prior to May 15, 2009, ONO
Finance II may redeem up to 35% of the Notes with the proceeds of certain public equity offerings.

The ONO Group has entered into a Note Proceeds Loan with ONO Finance II, pursuant to which
the gross proceeds of the Notes have been lent to Cableuropa.

The proceeds of the 8% Notes due 2014 issue were used to repay in full the €270 million Bridge
Loan incurred by Cableuropa as part of the Auna Acquisition.
e) Credit ratings upgrade

After the Auna Acquisition the rating agencies upgraded ONO's credit rating. Our credit ratings
at the date of this Report are:

Date Corporate Bond debt Bank debt Outlook
Moody's Dec 20 2005 Bl B3 Bl Stable
Fitch Dec 20, 2005 B B- BB - Positive
Standard & Poor's Nov 29, 2005 B CCC+ Not rated Positive
f) Labor force reduction plan.

We are currently assessing our optimal organizational structure following the Auna Acquisition.
A labor force reduction plan was initiated in 2006 to reduce duplicated functions that have arisen
following the Auna Acquisition and to introduce a greater degree of efficiency in the Auna business. We
have recently agreed the terms of this labour force reduction with the relevant unions and we have
received the required governmental approval for a reduction of up to 785 employees. Redundancies under
this plan will be effective from May 2006 to October 2007 (18 months period from the governmental
approval).
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C. Business Overview

ONO is the leading alternative provider of telecommunications, broadband Internet and pay
television services in Spain. Through its own state of the art network, ONO offers a combination of
telephony services, broadband Internet and analog and digital cable television services. ONO is the only
cable operator with national coverage, and offers its services, marketed under the ONO brand, to
approximately 1.8 million residential direct access and 122,000 business customers as of December 31,
2005. As of December 31, 2005, our network gave us direct access to 5.6 million in franchises that cover
84% of homes, or 17.6 million homes, and 84% of businesses in Spain. We are the principal competitor to
the incumbent telecommunications and pay television operators in Spain. On an annualized pro forma
basis for the quarter ended December 31, 2005, we would have generated revenues of €1,726 million and
EBITDA of €458 million.

Our service offerings are comprised of telephony, broadband Internet and cable television
services to residential customers as well as voice and data telecommunications services to business
customers and to the wholesale and operators market.

* Residential Direct Access Services. As of December 31, 2005 we offer our services to approximately
1.8 million residential direct access customers, which represents 31% rate of penetration over our
addressable market.

Our residential cable services customers are approximately 1.7 million and represent 94.4% of our
residencial customers.

Residential Telephony. We provide local, national and international telephony services to 1.4 million
customers, representing 25.6% penetration in our franchise areas as of December 31, 2005.

Residential Internet. We are a leading provider of residential broadband Internet services in our
franchise areas. Our Internet customer base grew by approximately 204.2% in 2005, resulting in 0.8
million Internet customers and representing 14.6% penetration as of December 31, 2005.

Residential Television. We are a leading provider of pay television services in Spain with 0.9 million
customers, representing 15.2% penetration as of December 31, 2005. We offer a wide selection of
digital and analog cable television programming from basic to premium packages. Each of our
programming packages also provides easy access to our pay-per-view services. In December 2005,
VoD was launched under the “0jo” brand in Old ONO franchises to increase the quality of our digital
products offering.

Other Residential Direct Access. We offered services through full or partial unbundling of
Telefonica’s local loop, power line communications, etc. As of December 31, 2005, 110,885
customers have subscribed to these services.

*  Business and other Services. We provide voice and data telecommunication services to small and
medium sized enterprises. As of December 31, 2005, we had 121,657 business customers. The
number of our business customers increased substantially during 2005, mainly as a result of the
acquisition of Auna.

*  Wholesale and operators services. Historically, wholesale services did not represent a significant part
of Old ONO’s revenues and, accordingly, were not reported separately from our business services
division. In the case of Auna, wholesale services represent an important revenue stream and comprise
a separate division, with Auna benefiting from a nationwide radio network to supply services to large
and wholesale customers.
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The following table sets forth ONO’s revenues for the year 2005:

2005 % change
Data in € million 2003 2004 Actual Old ONO ¥ 03/04 04/05
Residential revenues 329.3 404.5 632.7 533.8 22.8% 56.4%
Business revenues & others 29.3 38.9 141.2 58.6 32.8% 263.0%
Total revenues 358.6 443.4 773.9 592.4 23.6% 74.5%
M Data from Cableuropa’s audited financial statements as of December 31, 2005 on an
unconsolidated basis.
Data in units 2005 % change
2003 2004 Actual Old ONO Auna 04/05
Cable 581,345 676,858 1,660,156 882,723 777,433 145.3%
Other direct access - - 110,885 - 110,885
Residential direct access 581,345 676,858 1,771,041 882,723 888,318 161.7%
customers
Residential indirect access - - 375,707 - 375,707
customers
Direct access customers 13,133 17,369 77,084 25,995 51,089 nd
Indirect access customers - - 44,573 - 44,573
Business customers 13,133 17,369 121,657 25,995 95,662 nd

Our Key Strengths

Significant scale of operations. We are the leading alternative provider of wireline telecommunications,
broadband Internet and pay television services in Spain other than Telefonica’s. Our state-of-the-art
network is the only network covering almost the whole of Spain, reaching 95.4% of Spanish
population, including the eight largest cities in Spain: Madrid, Barcelona, Valencia, Sevilla, Zaragoza,
Malaga, Murcia and Las Palmas de Gran Canaria. We had approximately 1.8 million direct access
cable residential subscribers as of December 31, 2005. We believe that our significant scale of
operations enables us to leverage our fixed cost base through stronger purchasing and advertising
power, improved access to content, lower interconnection costs and higher brand recognition.

Our own technologically advanced and reliable broadband network. Our hybrid fiber coaxial network
provides a high-speed, high-capacity, two-way communications pathway with direct access to our
customers. By owning our own network, we believe we can offer higher quality and more reliable
services and roll out new products more quickly. Being an infrastructure-based provider also allows us
to offer multiple services and to deliver new broadband services, such as interactive digital television
services and VoD.

Attractive Spanish market. Spain's economy offers an attractive business environment, characterized by
one of the fastest growing GDP's in Western Europe. Furthermore, we believe that Spain's
telecommunications market presents ample potential for growth. As of December 2004, 31% of homes
in Spain had an Internet connection compared to the European average of 51%. In addition, Spain is
characterized by attractive demographics for providing services over cable networks, such as a high
population density with people primarily living in owner-occupied multi-dwelling units. We believe
that an attractive economic environment, combined with our strong market presence and high quality
network, provides a solid platform for future growth and profitability.

Superior bundled service offering. We provide subscribers a variety of bundled service offerings in
order to maximize revenues from each of our customers. Our bundled services comprise a combination
of our attractive cable television offering of up to 150 channels, broadband Internet services of up to 4
Mbps and telephony services, offering our customers the convenience of having a single provider for
their communication, entertainment and information needs at a discount of the pricing for individual
services. We believe that the combination of quality of service, Internet access speed, number of
channels, recently launched VoD offers and competitive pricing represents a superior offering to others
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available in the Spanish marketplace today. We believe our bundled offering results in increased
penetration and higher customer loyalty, thereby reducing churn.

o Strong track record of subscriber growth, increasing penetration and customer satisfaction. As a
customer-focused organization with an effective marketing strategy, Old ONO achieved rapid growth
of customers and penetration. Between 2000 and December 2005, we grew our residential direct access
customer base from 171,290 to 1,771,041 in Old ONO and Auna franchises. As of December 31, 2005,
Old ONO's overall residential customer penetration rate equaled 30.8%. Old ONO continues to
increase penetration rates in cities where build-out is substantially complete. This is highlighted by the
fact that their penetration rate has risen to over 44% in franchise areas such as Albacete and Cadiz,
where we have marketed our services for more than six years. Old ONO has also achieved high levels
of customer satisfaction. According to a recent survey by a well known Spanish consumer
organization, 80% of our telephony customers indicated that they would recommend our services to a
friend.

e  Focus on managing costs. Our focus and ability to control costs is an important element of both our
operating and financial performance. Old ONQO’s selling, general and administrative expenses have
increased only by 1.4% between 2000 (€203.6 million) and 2005 despite almost doubling RGUs during
that period. We expect that our cost saving measures, which include, among other things, streamlining
our business processes and renegotiating supplier contracts, will help improve Auna's EBITDA margin.
Furthermore, we believe that the level of capital expenditure necessary to make our networks
accessible to each additional home passed in Spain is significantly lower than that of many comparable
European cable companies at a similar stage of development. This is primarily due to the high urban
population density in Spain, our ability to build portions of our network above ground and our ability to
efficiently obtain local access and rights of way permits from local authorities. We expect to extend our
network in Auna's franchises using Old ONO's construction model from the second half of 2006
onwards.

o Shareholder support and highly-skilled management team. We have a demonstrated track record of
accessing equity capital. Since we commenced operations in 1998, our shareholders have collectively
contributed to the business approximately €4.1 billion to the ONO Group, including approximately
€1.0 billion in capital to help finance the Auna Acquisition. Our shareholders also contribute Spanish
and international market understanding as well as important relationships with regulators,
governmental authorities, suppliers and customers. Our management team has extensive experience in
managing telecommunications and media businesses in Spain, other countries in Europe, and the
United States. In addition, our management has a proven track record of growing our business while at
the same time making us more cost efficient and integrating other businesses.

Our Strategy

Our strategy is to maintain and enhance our position as a leading provider of integrated telephony,
broadband Internet and cable television services in Spain and improve our financial profile. In order to
achieve these objectives, we focus on:

¢ Increasing cash flow generation . We intend to increase cash flow through the following strategies:

o  Continuing to increase customers and penetration. We believe that there is significant customer
growth potential within both our existing base of homes released to marketing and in our deployed
ULL network. Our main strategy is to increase penetration in our franchise areas by offering
bundled services at competitive prices to attract new customers. As a result of the integration of
Auna, we believe that our enlarged size will enable us to attract new customers with a wider range
of product offerings and inducements. We expect this enhanced product portfolio will help us
increase ONO's penetration rates beyond the previous levels of Old ONO and Auna.

o Up-selling and cross-selling to our existing customer base. We intend to use our existing customer
relationships to sell additional products and services to our customers, which we refer to as
cross-selling, or migrate them to higher value services, which we refer to as up-selling. In
particular, we intend to encourage our customers to subscribe for additional services by offering
bundled services at prices lower than those provided by our competitors or by us on an individual
basis. We believe that providing existing customers with a variety of new and enhanced services
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with tiered pricing options encourages them to subcribe to more than one of our services. While
bundling and new pricing options are expected to increase the number of our double or triple play
customers, we will also pursue a strategy to migrate customers to higher value services and bring
Auna's RGUs per customer in line with that of Old ONO in the short term thereby increasing
ONO's RGUs per customer on a combined basis to European industry-leading levels in the medium
term.

o Offering our enhanced pay television services at competitive prices to increase penetration levels.
In 2004, approximately 80% of Spanish households did not subscribe to any pay television
offering, against a European average of approximately 50%. We believe that an enhanced product
offering with competitive pricing will enable us to increase penetration levels and improve
customer loyalty. We also intend to migrate substantially all of our customers to digital technology
and continue our phased roll-out of VoD, which we launched in December 2005 in Old ONO
franchise areas.

e Leveraging our expanded network and Auna's know-how to further improve business services. We
intend to grow our customer base among SMEs (“Small and Medium Enterprises”) within our
franchise areas by capitalizing on our technologically advanced network and success in marketing
bundled voice, data and value-added services. We believe that our increased scale and the national
reach of our network will allow us to leverage the strength of our high-margin business segment in
a wider geographic area, thereby significantly improving revenues in this segment. With over
120,000 business customers, we expect that Auna's existing relationships and know-how in this
segment will prove invaluable to us in our other franchise areas where we will promote these
services. In addition to SMEs and as a result of the Auna Acquisition, we are the largest competitor
to Telefonica in the wireline market, serving large corporations and public entities. We are also
seeking to expand our large customer base by providing tailored voice, data and value-added
services solutions.

o  Optimizing return on capital. Our capital expenditures are subject to rigorous return on investment
criteria and planned marketing strategy. Given the significant capital expenditures we incur to
complete the deployment of our network, it is critical that we optimize the return on homes we pass
as soon as practically possible. We intend to continue focusing on reducing to a minimum the
period in which homes passed are not ready to receive our services. In addition, we carefully
choose the new areas in which to extend our network, focusing on return analyses based on the
recommendations of our marketing and network development departments.

e Integrating and transforming Auna's business. We aim to integrate and transform Auna's business
through the following strategies:

o Implementation of Old ONO’s practices at Auna. The Auna Acquisition will afford us the
opportunity to implement Old ONO’s more efficient business and operational practices in Auna's
residential services segment. We have reviewed Auna's operations with a view to generating cost
savings and elevating margins at Auna to levels similar to those already achieved by Old ONO.
Given our understanding of Auna's operations and the similarities between our two businesses, we
believe we will be able to optimize operations in areas such as customer installation, customer
relationship management, sales and marketing, call centers, network operations, maintenance and
construction. We also intend, where possible, to renegotiate our supply and service contracts to
obtain the most favorable pricing possible.

e  Eliminating duplicated activities across Old ONO and Auna. We expect to achieve savings through
the optimization of operations, costs, equipment and personnel across the two businesses. The main
drivers of this strategy in the short-term will be: elimination of duplicated leased backbone intercity
fiber and rationalization of network operation centers, head office, call center and IT departments,
resulting in the reduction of headcount and property lease costs.

Integration and Transformation Process

In order to maintain "business as usual" and ensure a timely integration of Auna, we formed a
Transformation Committee prior to the Auna Acquisition composed of certain members of our senior
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management to oversee the integration of Auna and the transformation of our business. A Transformation
Director was appointed to lead this initiative and a Transformation Department was subsequently
established, composed of individuals focused solely on this initiative and working under fixed-term
contracts with incentive based compensation. In connection with the integration and transformation process,
we have appointed DMR Consulting, a well known business consultancy group, to assist us with the
integration process. DMR Consulting is familiar with our business, having assisted us with the integration
and transformation of Retecal.

The Transformation Department has identified approximately 120 specific priority projects to
complete the integration and transformation process. Each project will have a detailed implementation plan
and will be costed and subjected to a rigorous cost/benefit analysis. The Transformation Committee
currently meets weekly to approve individual projects and to review the progress of ongoing projects.

The initial planning stage of the integration and transformation process is largely completed and the
Transformation Department is currently focused on working up detailed implementation plans for priority
projects. With the exception of projects in the business area, most projects are focused on transitioning
Auna's network, software, practices and procedures to the applicable Old ONO model. In the business area,
projects have been established to integrate the business service functions utilizing the model followed by
Auna.

One of the first projects for the Transformation Department was to ensure that, with effect from the
date of acquisition, only ONO products and services were being marketed to new customers in the Auna
franchises and that the marketing of Auna products and services was terminated. Currently the most
significant areas of focus and investment and the areas with the largest potential for cost savings are network
related. Projects in this area include:

* the elimination of duplication in the national networks;
« the cancellation of Auna circuits in Old ONO franchise areas;
+ the optimization of access technologies, such as radio and ULL;

+ the implementation of the Old ONO construction model and order management and provisioning systems
in Auna franchise areas;

* the renegotiation of supply and service contracts to reflect the enlarged size of ONO; and
* the transition from Auna to ONO suppliers.

Another area of significant focus and investment is the transition of the Auna sales function to the
Old ONO model, which involves the change in the sales channel mix and rebalancing towards the most
efficient and cost effective channels. Additionally, the Transformation Department is reviewing staffing
levels for all areas of ONO's operations to eliminate duplication and achieve greater efficiency. A labor
force reduction plan was initiated in 2006 to reduce duplicated functions that have arisen following the
Auna Acquisition and to introduce a greater degree of efficiency in the Auna business. We have recently
agreed the terms of this labour force reduction with the relevant unions and we have received the required
governmental approval for a reduction of up to 785 employees. Redundancies under this plan will be
effective from May 2006 to October 2007 (18 months period from the governmental approval).

The integration and transformation process is expected to continue for up to three years. Although
significant capital expenditure will be required, especially in earlier periods, the full benefits of the process
are not expected until it has been completed.

Our Products and Services
We currently provide a broad array of telephony, Internet and cable television services to our

residential and business customers in our franchise areas in Spain. The following table sets out certain
information with respect to our residential and business service customers as of December 31, 2005:
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Data in units 2005 % change

2003 2004 Actual 0Old ONO Auna 04/05
Cable 581,345 676,858 1,660,156 882,723 777,433 145.3%
Other direct access - - 110,885 - 110,885
Residential direct access 581,345 676,858 1,771,041 882,723 888,318 161.7%
customers
Residential indirect access - - 375,707 - 375,707
customers
Direct access customers 13,133 17,369 77,084 25,995 51,089 nd
Indirect access customers - - 44,573 - 44,573
Business customers 13,133 17,369 121,657 25,995 95,662 nd

At the end of 2005, we had a total of 1,771,041 residential direct access customers, an increase
of 161.7%, including 888,318 residential direct access customers contributed by Auna.

In Old ONO franchises, we have experienced an increase of 30% reaching 882,723 residential
customers at the end of 2005 from 676,858 at the end of the previous year, as a result of (i) the inclusion
of Retecal’s 106,907 customers in the Group, (ii) our efficiency releasing to marketing the homes that we
pass and (iii) of our focus on making our services available to more customers.

Residential direct access services
Cable Services

Since the Auna Acquisition, ONO's cable services offering have been marketed to new customers
in all ONO franchises. However, ONO products and bundles now offered in Auna's franchises do not
currently match the quality and characteristics of those offered in Old ONO franchises. The capital
expenditure program required to enhance the capabilities of Auna's network to enable it to provide the same
quality of services (including VoD and higher Internet speeds) as those of Old ONO's network has already
started and is expected to be substantially completed by the end of 2006.

The table below sets out certain information with respect to our residential cable services customers
as of December 31, 2005:

Data in units, except if’

otherwise stated. 2005 % change
2003 2004 Actual © Old ONO Auna 04/05
Residential
HRTM @ 1,743,266 2,038,172 5,651,678 2,901,378 2,750,300 177.3%
Customers 581,345 676,858 1,660,156 882,723 777,433 145.3%
Penetration 33.3% 33.2% 29.4% 30.8% 29.0% (3.8p.p)
Churn 13.7% 16.1% 18.6% 16.6% 20.7% 2.5 p.p.
ARPU (€) 54.1 54.6 51.9 53.6 503 (4.9%)
RGUs 1,082,715 1,263,260 3,129,454 1,684,565 1,444,889 147.7%
RGUs per customer 1.86 1.87 1.89 1.91 1.86 1.1%
o ONO data includes Old ONO and Auna data since the Auna Acquisition in November 2005.

@ Homes released to marketing.

Bundled Services
In order to maximize revenues from each home passed, we actively encourage customers to
subscribe to more than one service by offering price savings and the convenience of having a single supplier

and a single point of contact and billing for all communication, entertainment and information needs.

We have adopted an aggressive triple play strategy, using a tiered offer of bundled products.
Customers who subscribe for more than one service currently pay on average 20% less than the aggregate
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cost of subscribing for the corresponding services on an individual basis. In addition, initial connection and
installation charges are currently waived for all customers subscribing to any of our bundled services. In
2005, Auna also enhanced its focus on bundling in line with current market trends in the Spanish
telecommunications market, where most of the operators are offering bundled telephony and Internet
services.

Since the Auna Acquisition, ONO’s cable service offering has been marketed in all ONO
franchises (subject to Auna's network capabilities). Existing Auna customers at the time of the Auna
Acquisition are still provided with the former Auna bundled products. We offer the following bundled
services to new customers:

Television  Telephony Broadband® Monthly

package charge(z)

Broadband Internet .................ccocooveineinecininee, — Included 4Mbps €44.90

Digital Television:®

TV "Familiar" or TV "Estrella" (Basic)..........ccceue.... Basic Included — €29.90
Basic — 4Mbps €46.90

Basic Included 4Mbps €49.90

TV "Premitm”......c.covvueeininnieerenrieceneseieeseseeeseees TV Premium Included — €41.90
TV Premium — 4Mbps €58.90

TV Premium Included 4Mbps €61.90

o In areas where our network is not yet set up to provide 4 Mbps service (including all of Auna's

franchises), we provide 1 to 2 Mbps service. The monthly charge is the same for either service.
@ We charge an additional fee of €6.49 per month for a television decoder, and there are other
charges for cable modems, phone terminals and other equipment, as applicable.
@ Since the launch of our digital television services in 2003, we have discontinued the marketing of
our analog television services in areas where we have digital television capabilities. We continue to
provide bundled services with analog television programming to existing analog television
customers. Since December 2005, the subscription for premium “0jo”, VoD services is 8.90€.

In addition to monthly charges, customers also pay variable charges related to telephony usage,
pay-per-view television programs and other value-added services.

Residential Telephony

Our residential telephony service offers direct access connectivity to our customers in our franchise
areas. We seek to maximize the use of our own network when routing calls in order to minimize
interconnection costs and capitalize on our control over quality of service. Currently our networks
interconnect directly with the networks of Telefonica, Amena, France Télécom, Vodafone and Cable &
Wireless, among others.

Our initial one-time connection fee is €45.90, which we believe is attractively priced compared to
Telefonica's installation charges. We waive this connection fee for customers who subscribe to any of our
bundled services. The standard installation fee is €60.90, but this fee is routinely offered at a promotional
reduced rate. The portability fee of €25.00, which allows a customer to become an ONO customer while
maintaining his telephone number, is also routinely offered at a reduced promotional rate.

We offer a direct access service that allows our customers to choose from three basic plans,
depending on their preferences and needs. These services are now offered to all of our customers in the Old
ONO franchise areas and to new customers in the Auna franchise areas:

* Flat rate: Included in the standard fixed monthly fee of €17.90, we offer lifetime free calls between all our
customers.

* Zero rate: For an increase of €1 over the standard fixed monthly fee, this plan allows customers to call any

fixed-line telephone number in Spain by paying only the €0.0833 set-up charge per call and no additional
charge for minutes of use.
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* National flat rate: Until April, for an increase of €9 over the standard fixed monthly fee our customerscan
call any fixed-line telephone number in Spain for free. In April, we launched “Todo Incluido” for €20.90
monthly fee our customers call any fixed-line telephone number in Spain for free.

Since the Auna Acquisition, new customers in Auna franchises have been offered the same pricing
plans as those of ONO.

For all of our customers, we include a range of additional services in our basic telephony service
including second line, second home and vouchers for mobile phones providing for savings of up to 60% in
fixed-to-mobile calls from fixed ONO telephone lines.

Additionally, all of our customers are offered a number of value added services (basic and
premium) free of charge until 2007. These include voicemail, call waiting, call return, short code dialling,
caller identification, selective barring of outgoing calls, call return and an alarm clock service. We also offer
telephone handsets for sale or rental.

Since June 2005, we have also offered to all our customers our free information service number
(11828). This service allows customers to enquire about the location and telephone numbers of restaurants,
cinemas, theatres and similar establishments. Our competitors typically charge premium rates for this
service.

We constantly monitor the tariffs and services offered by our competitors and adjust pricing and
the type of services we offer on a regular basis to maintain our competitive position. Our tariffs are usually
priced at a discount as compared to those of Telefonica.

Residential Internet

Our broadband Internet service connects our customers to our local networks via cable modem at
speeds of up to 4 Mbps in Old ONO areas and up to 2 Mbps in Auna areas. However, our network is capable
of higher speeds and we plan to increase the amount of bandwidth we offer our customers in response to
market demand. We are also upgrading the network capabilities in the acquired Auna areas to match the
speed we offer in Old ONO areas. This process will start in Madrid in June and will be extended to the other
regions in due course.

Our broadband Internet service is an "always on" service, allowing for unlimited downloads. We
price our standard Internet service on a flat fee basis (i.e., no usage fees) starting at €35.90 per month for 4
Mbps (on a bundled basis). We also offer an entry-level broadband service based on a monthly usage fee
starting at €15.90 per month (only in bundled products). This entry-level service is unique in the Spanish
market as it includes unlimited usage for email and chat, charging only for internet browsing. As of
December 31, 2005, the majority of our Old ONO’s broadband customer base was benefiting from transfer
speeds of up to 4 Mbps.

Our Internet service offerings consist of the following:

Monthly Charge”

Download
Bundled Unbundled Installation speeds
ONO Broadband
Broadband ONO 24 HOUIS.............o..coovomreereeeeressesseeeesesseessnnenns €28.90 €35.90 €60.90 4Mbps?
Broadband ONO Mini (flat fee for email and chat and 1G
Byte web usage quota) ........oceeieirieireee e €15.90 — €45.90  600kbps
o Does not include monthly rental of cable modem for €8.99 or purchase of cable modem for €60.

Installation of an Ethernet PC card is optional for €89.99.

@ Customers in the Auna franchise areas currently have transfer speeds of 2Mbps but pay the same

monthly charges as customers in Old ONO franchise areas.

In addition, our Kit ONO WiFi provides wireless broadband Internet services, at installation
charges of €125.00.
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Cable Television

We provide our television customers with multi-channel pay television ranging from basic to
premium packages. In addition, we offer all of our television customers pay-per-view services (including
pay per view VoD services) on our own "Fila ONO" channels, broadcasting movie premieres and live soccer
content. To enhance the service we provide to our customers and to reduce signal piracy, we encrypt our
television content. Therefore, a decoder is required to receive the service, which is rented to our customers
for €6.49 per month. As with our other services, customers can subscribe to our television services either as
part of a bundled package or on an individual basis.

We offer our television services in a range of packages at different price levels in order to address
the broadest possible cable television audience. We also broadcast various local and regional television
channels that are not offered by Digital+, the satellite television provider in Spain. The programming offered
to our customers contains a wide selection of television series, movies, sports, news, music, documentaries
and children's channels including, among others, the following: Disney channels, Eurosport, MTV, Fox,
Hollywood, Paramount Comedy, Showtime and CNN. We also offer pay-per-view movies from Hollywood
studios, U.S. independent producers, and Spanish and other European producers. We have entered into
contracts with affiliates of Sogecable to provide us with premier Spanish soccer content for our pay-per-
view services, including Spanish league and King's Cup soccer matches. These contracts end in 2009, unless
otherwise extended or renewed.

In 2005, we acquired Factoria de Canales, a television content aggregator. We believe the
acquisition will enable us to improve monitoring over content quality, allow us to have influence on content
and channel development and reduce our dependence on others, including Sogecable, while at the same time
provide us with an additional source of revenues. Factoria de Canales currently produces eight television
channels for ONO. It also provides channels to other pay television operators in Spain, such as Imagenio.

Television services in both Old ONO's and Auna's franchise areas offer similar content.
Accordingly, most of the contracts with content providers, including soccer pay-per-view and other
agreements with Sogecable, are duplicated. It is our intention to consolidate Old ONO's and Auna's line-ups
into a single offer based on unified content agreements. We are therefore in the process of re-negotiating our
content agreements.

We first launched commercial services in our Old ONO franchises in 1998, offering analog cable
television services. In 2003, we completed the deployment of our digital television platform, the installation
of our state-of-the-art national digital head-end in Madrid, and the development of our own electronic
program guide and digital channel line-up. Since June 2003, we have been offering digital television
services in all of Old ONO's franchise areas.

We also now offer digital television services in all of Auna's franchises other than Navarra and
La Rioja, which we anticipate will be digitalized in the near future, and the Canary Islands, where we are
currently analyzing the feasibility of deploying of digital television services.

Following the launch of digital television services we discontinued the marketing of analog
services to new customers despite continuing to provide analog services to existing customers. However,
once sufficient operational experience in digital services was obtained by Old ONO in 2004 and Auna in
2003, both began pro-actively migrating existing analog customers to digital services. As of December 31,
2005, approximately 77% of Old ONO’s cable television customers enjoy our digital offering and we expect
that by the end of 2006, substantially all of Old ONQO’s cable television customer base will have migrated to
digital.

The introduction of digital television has allowed us to increase our television customer ARPU in
Old ONO, supported by an expansion of our channel line-up and an increase in the ratio of use of our pay-
per-view services. Pay-per-view programming is available using near-video-on-demand ("NVoD"), a
service introduced by Old ONO to allow our customers to access pay-per-view movies that commence at
fifteen minute intervals. In our Old ONO franchises, we provide our customers with more than 150 digital
channels, including 54 channels reserved for NVoD as well as our electronic programming guide. From our
digital television center in Madrid, we broadcast to all of our customers using our national network. We
expect to offer interactive digital television services in the future, including Internet access, TV mail and
consumer applications, such as games, through television sets. Auna's digital services are broadcast to
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customers using our national network from a separate digital television center, which is also located in
Madrid.

In December 2005, we launched a full video-on-demand ("VoD") service, branded "ojo" in Old
ONO franchises. We believe that ojo will provide us with a competitive advantage over the satellite
television operator, Digital+, which does not currently have the technological capacity to offer such a
service. With respect to Auna's franchise areas, capital expenditures will be required to launch VoD. We
expect to start the deployment and launch of VoD services in Auna franchises in 2006-2007. Where
available, ojo is offered to all customers and includes free and premium programming. As of December 31,
2005, 45% of our TV customers had trialed ojo services.

ONO Digital Television Offer. The current digital television portfolio seeks to fulfil the preferences of a
wide range of television viewers, from a family-oriented television package (TV Familiar) to a package with
movie, documentary and sports package (TV Estrella). Higher-spending customers are targeted with "TV
Premium" and "TV Total" packages, the latter including a subscription to selected ojo premium content and
an adult channel. Finally, the "Mini Digital" package is used as a customer retention tool. All digital
customers in Old ONO franchises have access to ojo.

The table below shows the number and type of channels available to subscribers of our digital
television service packages and the monthly retail charge for each package:

TV MINI- TV TV TV TV
DIGITAL® ESTRELLA FAMILIAR PREMIUM TOTAL®
Digital offer"
Pay channels .........ccccoeoeeeiinneeeeeeeeee 7 56 54 81 83
Terrestrial channels ...........ccocoeeiiiiciiineeens 13 13 13 13 13
Fila ONO pay-per-view channels ..........c.c.ccccc.... 37 37 37 37 37
ONO channels .........cccoceveeueennieieernneceneeeens 2 2 2 2 2
Adult channel..............ooovveerveerveeeeeeeeiesenieeaan 1 1 1 1 19
0j0 (VOD Service)® .......ovveeveeeeeeeeeeeeeeeseeeee. 3 3 3 3 3O
Total TV channels™ ... 59 108 106 133 135
Audio channels........co.ccccevveeennrccinncccnennee — 5 5 15 15
Total channels™..............c.cooooovovveirrrrrrrnnnnnen 59 113 111 148 150
Monthly charge®®...........ccoovoiviroreeereereeerene. — €18.90 €18.90 €33.90  €47.90
Adult channel additional charge .............cccc........ €8.90 €8.90 €8.90 €8.90 —
Subscription “0jo™ ™ ..o, €8.90 €8.90 €8.90 €8.90 —
o The number of channels may vary depending on the franchise.
@ Other than with respect to TV MINI-DIGITAL, these charges refer to an unbundled television

subscription. Charge for adult channel not included.

@ Does not include the additional fee of €6.49 per month for renting a decoder.

@ Only available if bundled with another service (Internet or telephone).

© TV Total includes basic subscription to ojo, offering additional selected premium content, and

subscription to adult channel.
© Available in Old ONO franchises only.

@ Monthly fee of €12 for unbundled television subscription.

Other direct access

We currently market our telephony and broadband Internet services across most of Spain through
Telefonica's unbundled local loop. Currently, we connect more than 100 of Telefonica's switch points with
our own access equipment. We are currently assessing the expansion of this service into areas where our
cable network is not deployed and the deployment of television services over a digital subscriber line.
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Indirect Access

We currently provide indirect access services to customers in Auna franchise areas. This customer
base has been contributed by Auna in its entirely. We have been making an effort to migrate all of our
indirect access customers to our direct access services, as indirect access services provide lower margins
than direct access services.

Business Services
Small and medium enterprises

We provide our SME business customers with a wide range of voice and data communications
services. The experience that both Old ONO and Auna have gained since the launch of operations has
provided us with insight regarding our current SME customers' communications requirements. This
knowledge led both Old ONO and Auna to develop new services and to redesign their sales and marketing
processes in order to fulfill our business customers' needs.

By leveraging our residential network and taking advantage of our enlarged network following the
Auna Acquisition, we believe that we can provide direct access communications services to SME business
customers and earn incremental, higher margin revenues with limited need for additional investment.

SME businesses demand simple and understandable products and services that provide them with
effective solutions to their communications requirements, generally at flat rate prices.

We have a wide and varied portfolio of products and services, ranging from simple fixed telephony
line services to the most advanced corporate data networking, flat-rate packages for voice and Internet
services, leased lines, VoIP, voice portals, hosting and housing, security and on-line back up. Bundled
services have been one of the principal factors of growth in both Old ONO's and Auna's business services
customer base during 2005.

We can also address the specific telephony needs of our customers with the various value-added
services contained in our product portfolio, such as voicemail, call waiting, call return, short code dialling,
caller identification and selective barring of outgoing calls. We also offer our customers the possibility to
outsource equipment, applications and technical tasks.

We currently offer our SME business customers in our franchise areas a comprehensive range of
services, including:

+ telephony (including voicemail, call forwarding, three-way calling and last call identification) for both
digital and analog direct lines and switchboard connections and Integrated Services Digital Network
(ISDN), which is also used for data transmission;

* premium-rate numbers;

* PBX (private branch exchange) related services;

« infrastructure services such as housing servers and leased lines;

* Virtual Private Network over IP (IP-VPN), guaranteed Internet access, firewall management and virtual
ISP;

* Business Platform services, including Hosting, Application Service Provider Exchange (ASP Exchange),
Streaming, ASP for ERP and FTP (File Transfer Protocol) used for centralized electronic transfer of funds
(for credit cards and debit cards transactions);

* VoIP; and

» other value-added services such as domain name registration, e-mail accounts and web hosting.
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We also provide our SME business customers with service level agreements and on-line billing
information.

Large Customers

We offer telecommunications solutions to large companies and public entities. We develop and
manage customized solutions for our large customers client base, through an integrated range of wireline
networks.

Large Customers includes large public companies, utility companies and banks. Consequently, a
small proportion of clients comprise the largest portion of revenues.

Large Customer accounts demand more specific and sophisticated services than our SMEs. We
believe that our fiber-rich local access network in our franchise areas and our increasing presence as a
national communications company as a result of the Auna Acquisition allow us to offer businesses
competitively priced, reliable and high quality products and services covering a complete voice and data
portfolio.

An account manager is assigned to each large customer, acting as a single point of contact for all of
its requirements, including monitoring orders and contracts, consultations regarding the status of orders as
well as communication and resolution of problems and claims.

We also employ telecommunications consultants who assess our customers' needs and provide
innovative communication solutions, which are flexible and adaptable to each customer. In addition, we
have established strategic alliances with large corporations such as Sun, Compaq and Microsoft, which helps
us to improve the quality of our service.

For customers inside Old ONO's franchise areas, we have developed dedicated provisioning and
installation teams and have established an account management system to give these customers a single
direct point of contact within ONO. With this system, we assign each large customer a specific person/unit
within ONO, which allows us to provide customized solutions on a proactive basis to our large customers'
communications requirements.

ONO’s large customers include Banco Santander, IBM, Auchan, Endesa, Caja Madrid, Caja
Tarragona, Caja de Cantabria, Universidad de Valladolid and certain public administration entities such as
Junta de Extremadura, the regional authority of the island of Mallorca and other important city councils
(Valencia, Getafe and Mataro6).

Wholesale and operators services

Through our wholesale segment, we offer services to other operators aiming to utilize the excess
capacity on our national network. These services include infrastructure (carrier services), connectivity (IP
services) and Intelligent Network Services such as toll free and premium numbers.

* Our carrier services provide other operators with leased circuit lines on our network. We provide
guaranteed bandwidth from 2 Mbps up to 2.5 Gbps.

* As a national Tier 1 Internet Service Provider with access to the Spanish Internet link (Espanix), and as
one of the main Internet traffic managers in Spain, we are able to offer wholesale IP services to other
operators and large consumers of bandwidth. We provide our customers with a series of services, including
IP transit service for level 2 (national or regional) ISPs, virtual private network over multi-protocol label
switching ("MPLS") technology, virtual ISP, ADSL resale, housing and remote access.

* Voice carrier services allow operators to send their traffic through our network. This service offers several
advantages to our customers including: elimination of the need to open interconnection points with all the
operators; economies of scale savings by sending the traffic to us, instead of sending their traffic directly to
each operator; and the ability to send us their peak traffic in the event that their direct point of
interconnection with other operators are saturated.

+ Intelligent Network Services. This is a high volume and low margin service, which we provide selectively
to a very small number of customers, as careful risk management is required.
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Sales and Marketing
The "ONO" Brand

We have been using the ONO brand since 1998 and our integrated services in the residential and
business markets are offered under the "ONO" brand. The ONO brand is used in all advertising, sales
materials, customer contracts, bills, employee uniforms, construction signs, installation vans, and elsewhere
in our business. In addition, the ONO brand and services are promoted extensively to customers through a
monthly magazine (which includes television programming schedules) and three 24-hour ONO television
channels. Since the Auna Acquisition, all of Auna's integrated services in the residential and business
markets are offered under the "ONQO" brand. Unbundling services previously provided by Auna are
marketed under the "ONO light" brand.

We believe that the ONO brand is a strong marketing tool and a well-recognized brand in the areas
of operation where Old ONO has been marketing its services under the ONO brand for the last several years.

A survey that we commissioned in January 2006 reported that Old ONO customers position the
ONO brand as a triple play operator, with unprompted awareness of 91% as a telephony operator, 72% as an
Internet access provider and 84% as a multi-channel pay-television provider. According to that report, the
ONO brand had greater brand recognition than our main competitors, Telefonica and Digital+ in Old ONO
franchise areas.

The same survey also reported that, in the case of non-ONO customers, in the main cities in which
Old ONO operates, we are the second most recognized telecommunications brand, with unprompted
awareness of 47% as a telephony operator, 42% as an Internet access provider and 40% as a multi-channel
pay television provider, after Telefonica in the case of telephony, Telefonica and Wanadoo in the case of
Internet access, and after the former analog pay television channel Canal+ in the case of television.

We conduct extensive advertising to support our brand, including billboards, regional and national
press, television and radio advertising, as well as using other innovative methods. In addition, we have
product placement agreements with a number of Spanish regional and nationwide free-to-air channels.
Following the Auna Acquisition, we launched an intensive nationwide advertising campaign in November
and early December 2005.

In addition, we support our local radio and television advertising with extensive sponsorship of
regional and local cultural events, sports teams, trade shows and festivals.

In December 2005, we launched a full video-on-demand ("VoD") service, branded "ojo" in Old
ONO franchises. We believe that ojo will provide us with a competitive advantage over the satellite
television operator, Digital+, which does not currently have the technological capacity to offer such a
service. With respect to Auna's franchise areas, we expect to start the deployment and launch of VoD
services in 2006-2007.

Quality and Customer Service

Customer satisfaction is essential to the maintenance of our current subscriber base, pricing levels
and future prospects. We consider customer satisfaction to be mainly dependent on the quality of our
networks. For this reason we have deployed redundant high speed, high capacity fiber-optic broadband
networks from the start of our network buildout. We also seek to ensure that our main suppliers and
contractors are capable of providing us with top quality products and satisfactory service level agreements.

The network quality ratios for Auna are significantly lower than those achieved by Old ONO. We
aim to bring network quality in all ONO's franchise areas in line with those of Old ONO through a number
of transformation projects that are currently being launched.

In addition to the quality of our networks, we believe that customer service and attentiveness to the
needs of our customers also play a major role in the growth of our residential and business services. Since
the launch of our operations, we have continuously invested in improving and enhancing our customer
service in all our customer oriented processes, including:
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+ Installations and provisioning: The installation process is the first contact we have with our customers

once they have contracted our services. Due to our geographical reach, in the Old ONO franchises, we
work with different installation contractors, which are all trained in our specific ONO installation process
and monitored by our internal installations team and specialized call center help desk. Aiming to
maximize customer satisfaction, we have developed specific tools to allow for the automated provisioning
of services immediately following installation. In addition, we have re-designed our process to centralize
all of our installation and provisioning functions and customer contact in a separate specialized call
center. Old ONO and Auna achieved the following provisioning ratios in the fourth quarter of 2005:

Old ONO Auna®
Q42005 Q32005 Q42005 Q32005
Average provisioning time ............coceeeeereeueeererereeeenereeenens 5 days 5 days 6days 9 days
Provisioning completed within 14 days..........cccocvvvrrrenenes 95% 95% 94% 82%
Repair execution within 48 hours ............ccceeevveeicninneccns 97% 99% 90% 89%

(1

Relates to Auna's direct access cable services only.

We are currently implementing a project to bring installation and provisioning processes in Auna's
franchises in line with those of Old ONO as part of our integration and transformation process.

+ Billing process: We view our billing process as a key service to our customers, and we continuously seek

to improve the disclosure, flexibility, and lay-out of our bills. In the Old ONO franchises, we have
improved services such as itemized billing by providing on-line billing information, which is more
customer friendly and cost efficient. Old ONO implemented a new billing system, called Geneva in mid-
2005. The Geneva system is widely used in the telecommunications industry and provides us with further
flexibility and increased functionality to enhance our customer service. Auna has historically used a
proprietary billing system, and we intend to start migrating Auna customers to our Geneva billing system.
Of the calls received at customer call centers in Old ONO franchise areas, 0.6% were related to invoice
inquiries during the last quarter of 2005.

» Customer call centers: In the Old ONO franchises, we operate three customer call centers, two in

Valencia and an additional outsourced center in Valladolid, with a total of 450 operators, providing
service 24 hours a day, 365 days a year. Three outsourced call centers of Auna are operated in Barcelona,
Sevilla and Madrid. The number of call centers across the new combined entity will be reduced as a part
of the integration and transformation process. Across all Old ONO call centers, we have added an
integrated automated call-handling system to our process in order to re-direct our customer calls to
separate specialized help desks, thus increasing the number of calls handled and reducing our answering
times. In the last quarter of 2005, over 90% of Old ONO calls were handled within 30 seconds for
residential customers and over 90% handled in less than ten seconds for business customers. Within the
call centers, we operate separate help-desks to address the needs of business, large customers and
residential customers. Each customer service agent in the Old ONO call centers attends a four- to six-
week training program covering specific sales and customer service skills. We also focus on in-house
training of installation technicians to ensure compliance with quality standards and to ensure that they can
satisfy customers' needs. Our call centers use a comprehensive trouble ticketing system that specifically
addresses the requests of our residential and business customers. In Old ONO franchises, we currently use
the "Clarify" system to track trouble tickets.

Customer loyalty and retention: Customer loyalty and retention is a high-priority objective given its
impact on churn rates. In the Old ONO franchises, we have created a loyalty program called "Club ONO"
for all of our customers. Club ONO members receive gifts and tickets to exclusive events such as film
premieres. We also have a team dedicated to customer retention in our call centers, which helps resolve
customer problems or complaints. In addition, we have launched a customer loyalty project called
"Cliente Satisfecho YA!" which allows us to monitor customers' loyalty through interviews, visits and
other contacts. Analyses of these contacts help us to satisfy identified needs. Cliente Satisfecho YA! seeks
to build a personalised relationship with the customers, which allows us to tailor our services to the
customers' needs. Similar programs will be launched within Auna franchises in coming months.
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Our Competition

We face significant competition from established and new competitors that also provide residential
telephony, residential Internet and pay television services as well as business telecommunications services in
Spain. We believe that competition will continue to intensify in each of these businesses.

Although Telefonica and some ULL operators have recently launched triple play offers, we believe
that our ability and proven experience to offer bundled services to our customers provides us with a
competitive advantage over our main competitors.

Residential Telephony

We compete primarily with Telefonica in providing direct access telephony services to residential
customers in our franchise areas. Telefonica is the only infrastructure operator to widely offer direct access
telecommunications services to residential customers in our franchises at present. We also compete with
other operators, including ULL and indirect access providers such as Wanadoo (a subsidiary of France
Télécom in Spain), Ya.com (a subsidiary of Deutsche Telekom in Spain), and, to a certain extent, with the
three mobile telephony operators, Telefonica Moviles, Vodafone and Amena. We also face a threat from
future entrants in the Spanish telecommunications market.

The following is a description of our principal competitors in the residential telephony market:

* Telefénica. Telefonica, the incumbent telecommunications operator in Spain and one of the largest
Spanish corporations, has an established market presence and resources substantially greater than ours.
Telefonica has a fully built national telephony network and has extensive experience in marketing and
operating telecommunications services in Spain, and is also pursuing opportunities outside Spain in order to
become a leading international player. Telefonica is required to provide universal telephony services across
Spain and must impose uniform tariff rates. According to a report from the Spanish regulator, CMT, , 69.5%
of the direct residential telephony customers in Spain were Telefonica's customers as of June 30, 2005. Our
growth in residential telephony services depends on our ability to attract Telefonica's customers to our
services.

» ULL providers. After the liberalization of the local loop in 2002, ULL providers such as Wanadoo and
Ya.com have developed a network in order to provide their customers with voice and broadband services
over Telefonica's local loop, thus being able to partially control the quality of the service at their discretion
using their own network up to the local loop. We believe our competitive advantage over the ULL providers
is our ability to offer certain value-added services through our cable technology and the total control of our
network, from the head-end to the customer.

+ Other indirect access telephony providers. Indirect access telephony providers such as Tele2 connect
customers primarily through Telefonica's networks. Indirect telephony providers market number portability,
carrier pre-selection and other such services to their customers and potential customers. These services are
provided through Telefonica's network, thus making quality management difficult by requiring the customer
to keep its Telefonica connection as a result of their dependency on Telefonica. We believe that indirect
telephony access services offer the customer a weaker solution than our direct access network services and
that this provides us with a competitive advantage over these competitors.

Spain has yet to see a significant increase in Internet based telephony (or voice over Internet
protocol—"VoIP") traffic in the residential market. We do however anticipate that this will represent a
competitive threat in the future.

We also compete with the three mobile telephony operators in Spain: Telefénica Moviles,
Vodafone and Amena, that may threaten the competitive position of our network, particularly if the costs of
calling plans for mobile phones continue to decrease or if consumers migrate entirely from fixed line
services.
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Broadband Internet

Telefonica is the leading provider of Internet access in Spain through its DSL service and is our
principal competitor for broadband Internet services. Other DSL Internet service providers such as Wanadoo
and Ya.com offer high-speed Internet services over Telefonica's network, thus reducing their control over
the quality of their services. These DSL Internet service providers also increasingly offer, through their own
ULL infrastructures, broadband services, thus allowing them to control to a large extent the quality provided
to their customers. As with our telephony services, we believe our competitive advantage over the ULL
providers is our capacity to offer value-added broadband services through our cable technology and the total
control of our network.

Television

We compete with other television broadcast companies, both public and private, pay and free-to-
air. We also compete to varying degrees with other communications and entertainment media, principally
home cinema, movie theatres and video stores.

Our most significant competitor in the Spanish pay television market is Sogecable, which offers
Digital+, the direct-to-home satellite multi-channel television service. Digital+ is the platform resulting from
the merger of the two former satellite TV providers in Spain, Canal Satélite Digital and Via Digital in 2003.
Digital+ currently offers a wide range of channels in a variety of price packages, including multiplexed
Canal+ (which offers first run marks and first division soccer programming), the Disney Channels and
Cinemania as well as access to unencrypted international channels.

Since direct-to-home services are satellite based, Digital+ does not need a terrestrial network to
provide services to its customers. However, direct-to-home customers must lease a satellite dish and a set
top box. Furthermore, direct-to-home providers such as Digital+ can only offer limited interactivity using a
telephone return path, and do not currently have the technical capability to offer neither bundled service
packages similar to our offering nor VoD services.

On November 29, 2002, the Spanish Government approved the merger between Sogecable and Via
Digital subject to 34 conditions. The following is a summary of the principal conditions imposed by the
Spanish Government that may materially affect our business:

* Television line-up. Sogecable has the obligation to carry certain channels from non-related parties which
must represent at least 20% of the existing television line-up before the merger;

* Limitations in agreements with the major content providers and pay-per-view services. These restrictions,
among other things, require Sogecable to (i) waive its existing preference rights of renewal in its agreements
with the major content providers, (ii) limit to three years its exclusivity clauses related to the majors movies
agreements and (iii) hold non-exclusive rights on pay-per-view content related to Spanish soccer league and
King's Cup with the possibility of either offering this content to us and other competitors or permitting
others the capability of negotiating directly with content providers. These provisions are intended to provide
us with access to premium content at more reasonable prices;

» Commercialization to third parties of a premium broadcast channel which includes a first pass window of
movies from the major content providers and theme channels, provided by entities of the Sogecable Group,

either directly or through agreements with third parties;

» Sogecable's relationship with Telefonica. Sogecable cannot bundle Digital+ with Telefonica's Imagenio or
sell content to Telefonica on a preferred basis as compared to the conditions offered to third parties; and

» The establishment of a price cap to the Digital+ content. The price cap is set on a yearly basis by the
Government.

The above conditions apply until January 2008, except for the condition relating to the price cap,
which is in effect until January 2007.

On February 3, 2003, we appealed the Spanish Government's approval of the merger before the
Supreme Court. Other affected parties also appealed the approval. On November 7, 2005, the Supreme
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Court rejected the appeal against the agreement of the Council of Ministers, clearing the transaction. As of
the date of this Report, there have been no further material developments regarding this matter.

In 2005, Telefonica launched its "Imagenio” services, offering television services via DSL. The
Imagenio service allows Telefonica to offer bundled services to its customers. Telefonica has announced
that it had 200,000 customers at year-end 2005. Other operators, such as Wanadoo, are expected to launch
video over DSL when technologically available to them.

In addition, national digital terrestrial television providers, such as NET TV, Veo TV, TVE,
Antena 3, Telecinco, Cuatro and la Sexta, are expected to play a role in the Spanish television marketplace.

Business Services
SME Business Services

Telefonica and its affiliates are our principal competitors in providing business telecommunications
services, followed by BT, COLT and Wanadoo, among others, all of whom offer telecommunications
services to business customers.

Our main competitors with their own infrastructure to offer business telecommunications services
are Telefonica and COLT. Telefonica is serving most regions with a complete service offering, whereas
COLT Telecom are service specialists, focused on specific needs of customers. We position ONO between
the two concepts.

Large Accounts

Telefonica is our principal competitor in providing data services to large corporations, as well as
BT, COLT and Wanadoo.

The market trend in 2005 continued to be influenced by the increasingly important role played by
data services in large corporations and, consequently, the demand for broader bandwidths, with a clear shift
towards the unification of voice and data infrastructures.

Wholesale and operators services

Telefonica is our principal competitor in providing carrier services and circuit rental, both national
and international, using its own network. We also compete with France Télécom, BT and COLT.

Regulatory Environment

Set forth below is a summary discussion of the current European and Spanish telecommunications
and cable television regulatory environments. This discussion is intended to provide a general outline of the
more relevant applicable regulations and is not intended as a comprehensive discussion of such regulations.
You should consider the regulatory environment discussed below as it could have a material impact on our
business and results of operations in the future.

Regulation of Electronic Communications Services
European Union Overview

Over the past decade the telecommunications market in the European Union ("EU") has been
gradually liberalized. With the aim of consolidating the harmonized framework achieved amongst its
Member States for regulation of free competition in telecommunications, in March 2002 the EU approved a
new regulatory framework for electronic communications, much of which is included in the EU Directive on
a Common Regulatory Framework for Electronic Communications Networks and Services (the "Framework
Directive"). In addition, several other Directives and Guidelines were enacted in connection with:

* universal service and users' rights relating to electronic communications networks and services (the
"Universal Service Directive");
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* access to, and interconnection of, electronic communications networks and associated facilities (the
"Access Directive");

+ authorization of electronic communications networks and services (the "Authorization Directive");

+ the processing of personal data and the protection of privacy in the electronic communications sector (the
"Directive on Privacy and Electronic Communications"); and

+ guidelines on market analysis and the assessment of significant market power under the European
Community regulatory framework for electronic communications networks and services.

Such EU Directives were implemented in Spain by means of the approval of the Law 32/2003,
November 3, General on Telecommunications (the "General Law on Telecommunications").

National Regulatory Authorities in Spain

The provision of electronic communication services and networks and the provision of cable
television services in Spain are mainly regulated and overseen by the Ministry of Industry, Tourism and
Commerce (Ministerio de Industria, Turismo y Comercio ("MITC")). The MITC's principal role is to set
policy, issue regulations and sanction electronic communications operators and television operators where
necessary. Under the General Law on Telecommunications, amongst others, the MITC appoints the operator
or operators in charge of providing universal service, monitors compliance by operators with public service
obligations, and approves the standard-contract with users.

An additional independent oversight body, the Telecommunications Market Commission
(Comision del Mercado de las Telecomunicaciones) ("CMT")), was created in 1996. The CMT supervises
the activities of electronic communications operators and television operators in Spain. According to the
General Law on Telecommunications, the CMT establishes and supervises the specific obligations imposed
on operators in the relevant telecommunications markets, promotes competition in the audiovisual markets,
solves conflicts between operators and, as the case may be, arbitrates operators disputes, on request of the
negotiation parties. In addition, it has certain powers with regard to safeguarding the plurality of service
offerings, access to networks and networks interconnection. The CMT also holds inspection, sanction and
other powers in connection with certain matters such as price policy, specific markets definition, declaration
of operators with significant market power (being entitled to impose obligations on said operators) and
merger control.

Additionally, and according to the General Law on Telecommunications, the Spanish Government,
the Ministry of Economy and Tax and the Radiocommunications National Agency ("Spectrum Agency") are
also national regulatory authorities in the telecommunications sector. In relation to monitoring compliance
with certain cable television provisions, the authorities of the relevant Spanish autonomous communities
have also certain powers over the audiovisual sector.

The General Law on Telecommunications of 2003

The General Law on Telecommunications established a new regulatory framework for electronic
communications services in accordance with applicable EU directives (and repealing and replacing, except
for certain provisions, the General Law on Telecommunications of 1998, which liberalized the provision of
telecommunications services in Spain). It is the primary legislation governing the provision of electronic
communications services and networks. The General Law on Telecommunications aims, among others, at
enhancing effective competition in the telecommunications sector, safeguarding compliance by operators
with public service obligations (specially those related to universal service), promoting the development of
the telecommunications sector, ensuring an efficient use of the scarce resources, such as numbering and
spectrum, defending users' rights and contributing to the development of the internal market of electronic
communications within the EU. According to the General Law on Telecommunications,
telecommunications are considered as services of general interest to be provided under free competition,
without prejudice to the fact that operators may have imposed upon them certain public service obligations.

The General Law on Telecommunications grants universal rights of access to basic services,
contains provisions relating to the conditions that an individual or legal entity must comply with to be
considered as an electronic communications operator, the privacy of communications, the protection of
personal data and the configuration of networks and services, interconnection and access, public service
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obligations, users' protection, market definitions and operators with significant market power and provides
rules and procedures for the certification of devices used for providing telecommunications services.

In accordance with the General Law on Telecommunications, its provisions are to be implemented
through several regulations. To date, the following are the most important regulations approved:

» Regulation on the conditions necessary to provide electronic communications services, the universal
service and users protection, approved by means of Royal Decree 424/2005, April 15 ("Services
Regulation").

* Regulation on quality to provide electronic communications services aproved by means of Ministerial
Orde ITC/912/2006 developing Royal Decree 424/2005.

» Regulation on electronic communications markets, network access and numbering, approved by means of
Royal Decree 2296/2004, December 10 ("Markets and Access Regulation™).

With respect to markets definition, the General Law on Telecommunications establishes that the
CMT will define the relevant markets (following EU Guidelines), determine whether or not said markets are
competitive and, if not, determine the relevant operators holding significant market power in the same and
impose on them the most appropriate specific obligations. The current markets, operators with significant
market power and obligations imposed on them shall remain applicable, in the terms established by the
General Law on Telecommunications, until the new markets are defined, the operators with significant
market power appointed and their obligations determined. The CMT has concluded several markets review
and it has approved certains Resolutions defining the relevan market, identifying the operators with
significant market power and imposing them certain obligations.

Principal Operators

According to Article 34 of Royal Decree-Law 6/2000, issued on June 23, 2000, approving urgent
measures to improve competition in the markets of goods and services, individuals or legal entities holding,
directly and indirectly, more than 3% of the total share capital or voting rights of two or more companies
that are principal operators in, amongst others, the fixed-line telephony market, which are defined as one of
the five operators with the largest market share in the fixed-line telephony market, are not allowed to
exercise their voting rights in excess of 3% of the total in more than one company, except with the prior
authorization of the CMT. In addition, no individual or legal entity is allowed to appoint, directly or
indirectly, members of the management body of more than one company that is a principal operator in,
amongst others, the fixed-line telephony market, except with the prior authorization of the CMT.
Additionally, according to the amendment to Royal Decree-Law 6/2000, individuals or legal entities
considered as principal operators are neither allowed to exercise more than 3% of the voting rights of
another principal operator nor to appoint, directly or indirectly, members of the management body of any
company that is a principal operator, except in both cases, with the prior authorization of the CMT.

In July 2002, June 2003 and October 2004, the CMT declared the ONO Group and the Auna
Group as principal operators in the fixed-line telephony market together with Telefonica Group, France
Télécom Group and Jazz Telecom, S.A.

Status of Electronic Communications Operator

Under the General Law on Telecommunications, EU individuals or legal entities, or nationals of
other non-EU member states if so established by the relevant international treaty signed by Spain or, prior
Government authorizations in the rest of cases, are allowed to provide electronic communications services
and to exploit electronic communications networks in Spain. They have this right as per the General Law on
Telecommunications, as they only have to notify their intention to provide said services or to exploit such
networks to the CMT, filing a notification which shall include certain information and documentation.
Should privative rights to use the spectrum be required by the relevant operator, such rights will be granted
by the MICT or the Spectrum Agency.

Such notification must state the submission to the rules applicable to the rendering of the relevant
service or the exploitation of the relevant network. The CMT shall have 15 days to oppose to such
notification, should it not comply with the requirements established in the General Law on
Telecommunications and the Services Regulation. If requirements are met, the CMT will order the record of
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the relevant operator at the Registry of Operators. Operators shall be entitled to provide electronic
communications services and to install and exploit electronic communications networks after notification
takes place.

Pursuant to the General Law on Telecommunications, individual licenses and general
authorizations granted under the former General Law on Telecommunications of 1998 have been
extinguished, their holders being automatically authorized to render the same services under the new Law,
provided that they meet the requirements of the General Law in Telecommunications and recorded at the
Registry of Operators ex officio by the CMT. These operators are subject to the obligations and conditions
established by the General Law on Telecommunications and the Services Regulation. In particular, the
Services Regulation establishes general obligations, and specific obligations and conditions for operators
exploiting public electronic communications networks and for operators providing fixed telephony services
to the public.

The companies of the ONO Group are duly registered at the CMT as operators entitled to provide
certain electronic communications services and to install and exploit certain electronic communications
networks (fixed-line telephony services to the public, leased lines, video on demand, reselling of fixed-line
telephony services to the public, data transmission services, such as Internet access, transmission of
information, text, image and sound, frame relay and interconnection of local area networks). The registration
of the notification to become movil virtual network operator (MVNO) is pending.

The right to provide electronic communications services and to exploit electronic communications
networks shall be deemed extinguished upon occurrence of any of the following circumstances:

1) Definitive suspension of the activity that shall have to be notified to the CMT.

(i1) Extinction of the legal personality of the operator.

(iii) A sanction imposed, after available appeals have been exhausted, by the relevant authority.

@iv) Failure to notify to the CMT the intention of the operator to continue providing the service or

exploiting the network, prior to filing the relevant administrative procedure by means of which the CMT
obtains evidence that the operator is effectively not providing any service or exploiting any network.

Interconnection and Access

In order for our customers to communicate with other operators' customers, we need to
interconnect our networks with such other networks. The EU Access Directive of March 2002, within the
terms of the Framework Directive, harmonizes the way in which EU Member States regulate access to, and
interconnection with, electronic communications networks and associated facilities. Its aim is to establish a
regulatory framework, in accordance with internal market principles, for relationships between suppliers of
networks and services that will result in sustainable competition, interoperability of electronic
communications services and consumer benefits. This Access Directive and the General Law on
Telecommunications establish rights and obligations for operators and for undertakings seeking
interconnection or access to their networks or associated facilities. The Access Directive sets out objectives
for national regulatory authorities with regard to access and interconnection.

According to the General Law on Telecommunications, operators of public electronic
communications networks have the right and, when so requested by other operators, the obligation to
negotiate mutual interconnection for the provision of electronic communications services to the public in
order to guarantee the provision of services and their interoperability.

The Markets and Access Regulation establishes that, unless the parties agree otherwise,
interconnection and access agreements must be reached within four months from the date of any request to
start negotiations. There shall be no restrictions that would prevent operators to negotiate amongst
themselves interconnection or access agreements. In the event the parties do not agree on the terms, the
CMT will decide the terms of the interconnection or access agreement. The CMT is also entitled to solve
interconnection and access conflicts between operators.

Access and interconnection conditions or obligations imposed on operators shall be objective,
transparent, proportional and non-discriminatory.
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Interconnection agreements are subject to the supervision of the CMT and to Spanish regulations.
The Markets and Access Regulation applies to interconnection, access to public networks and numbering.

The CMT has aproved the resolution on call termination on individual public telephone networks
provided at fixed location according to the EU Guidelines, in which it declares that some operators (ONO
included) have significant market power in this market imposing them, among others, the obligation to have
reasonable prices in termination services offered to operators. This means that ONO will be able to determine
higher prices for its termination services, breaking the symetrical prices principle. , Telefonica is obliged to
publish a reference interconnection offer ("RIO"). The last amendment to the RIO was approved by the
CMT on 23 November 2005, and entered into force on December 22, 2005, after being published in the
Spanish Official Gazette.

Access to the Local Loop

Telefonica's wholesale bitstream access was introduced in 1999 and a regulation was enacted in
2000 through the incorporation of two new methods: shared access and local loop unbundling.

At present, access to the local loop is mainly governed by the Markets and Access Regulation and
EU Regulation 2887/2000, of December 18, on unbundled access to the local loop.

The retail and wholesale relevant markets have been duly defined by the CMT and certain
interconnection and access conditions have been imposed on those operators declared as having significant
market power in the relevant market. The CMT has approved the Resolution on whosale broadband access,
defining the market, declaring Telefonica has significant market power and imposing it certain obligations.
(the retail minus proceeding has been replaced by cost orientated pricing) Telefonica is still obliged to
publish an access to local loop offer, including, among others, the relevant technical and economic
conditions.

The last amendment to Telefonica's access to local loop offer was approved by the CMT on
May 19, 2005.

Numbering and Operator Selection

In order to provide telecommunications services, operators need to be furnished with public
numbering resources, i.e. the ability to allocate phone numbers among subscribers or users of telephony
services in accordance with the applicable, government approved, National Numbering Plan. The CMT has
the authority to allocate numbers and must act within a maximum period, currently three weeks, from the
date of the relevant application.

The General Law on Telecommunications and the Markets and Access Regulation address operator
selection, which refers to the ability of the subscriber or user to select a given operator for all or certain calls
and to access the services of any operator interconnected with the operator providing the relevant user with
access to the public telephony network. The operator to be used can be chosen ahead of time or on a call-by-
call basis. Operators with significant market power in the provision of connection to and use of the public
telephony network at fixed locations—currently Telefébnica—are obliged to provide operator selection to
those operators of fixed telephony services to the public that are interconnected with them. The Government
is allowed to impose operator selection obligations on other type of networks.

In August 2001, Circular 1/2001 issued by the CMT entered into force to establish the instructions
to implement preselection mechanisms for subscriber lines connected to digital telephony switches for
metropolitan calls, long distance and fixed-to-mobile calls. Additionally, as of March 1, 2003, and pursuant
to Circular 2/2002 of the CMT, fixed-line public telephony network operators that are obliged to implement
operator selection mechanisms are required to offer preselection and selection on a call-by-call basis for
metropolitan, long distance and fixed-to-mobile calls to intelligent network numbering (including personal
numbering, but excluding collect call numbering) and to paging services. Finally, pursuant to Circular
1/2002, issued by the CMT, Telefonica was obliged to implement preselection mechanisms for subscriber
lines connected to analog telephony switches prior to January 31, 2003, the date as of which this form of
preselection was required to be available for long distance, metropolitan and fixed-to-mobile calls under the
same conditions as preselection offered to subscriber lines connected to digital telephony switches. The
CMT has approved other Circulars relating to operator selection issues. All these Circulars shall be deemed
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in force as long as they do not contradict the General Law on Telecommunications and the Markets and
Access Regulation.

Number Portability

Under the General Law on Telecommunications and the Markets and Access Regulation, users or
subscribers to telephony service to the public have the right to keep their existing telephone numbers when
changing operator, service or physical location, or when any of these circumstances occur simultaneously.
Operators of public telephony networks and those providing telephony services to the public are obliged to
provide users with number portability rights, if so requested, in the terms of the applicable regulations. The
General Law on Telecommunications and the Markets and Access Regulation further require that operators
share some of the costs associated with this service. According to the Markets and Access Regulation, as of
its entering into force, the following types of number portability must be available:

@) Change of operator for the provision of fixed telephony services to the public, as long as the service
and the geographical location do not change;

(i1) Change of operator for the provision of mobile telephony services, even in the event of changing
the type of mobile telephony service; and

(iii) Change of operator for special rate services and personal numbering, as long as the service does not
change.

The MITC is entitled to approve further regulations establishing new types of number portability
and related issues.

Circular of the CMT 2/2004 that entered into force on August 17, 2004 establishes the principles
intended to guarantee number portability to users.

Occupancy Rights

Electronic communications operators have the right to occupy the public domain, benefit from
expropriation procedures and be granted rights of way or easements over the property of third parties,
subject to certain conditions and insofar as required to deploy networks. The General Law on
Telecommunications also provides for the obligation of the authorities to promote operators to enter into
agreements for infrastructure sharing and for co-location in public and private property. Should an
infrastructure sharing agreement not be reached, the CMT is entitled to solve the conflict.

Payments

Telecommunications operators are required to make certain payments. Most importantly, they are
required to pay to the CMT a maximum annual fee of 0.20% (currently 0.125%) of their gross
telecommunications revenue minus certain interconnection, connectivity and other costs related to those
revenues, and a separate annual municipal fee of, initially, 1.5% of gross revenue obtained in each
Municipality for use of the local public domain, and certain other local fees and taxes.

Telephony Customer Charges

Telephony operators, other than operators with significant market power, are generally free to fix
end-user prices.

However, per the General Law on Telecommunications, the Government Commission for
Economic Affairs may, after a report by the CMT, provisionally establish maximum, minimum and fixed
prices, or set forth the criteria to establish those, taking into account the actual costs of the services rendered
and the existence or not of effective competition in the relevant markets. The Government Commission for
Economic Affairs shall have this power until the CMT defines the operators with significant market power,
their obligations and the new markets.

During this interim period, prices charged by Telefonica for the provision of fixed-line telephony

services and leased lines are based on a model of maximum limits of annual prices, established using as a
reference the annual changes in the consumer price index, approved by the Government Commission of
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Economic Affairs. On December 30, 2005 the price cap regime for year 2006 approved by the Government
Commission of Economic Affairs on December 22, 2005, entered into force. It will remain in force until the
CMT defines the operators with significant market power, their obligations and the new markets.

During the first quarter of 2006, the CMT finally completed the analysis of all retail voice
markets susceptible to ex ante price regulation (markets 1-6 in the European Recommendation), bringing
the former regulatory price cap regime to an end. According to the new regime, whereas call prices will
not be regulated, Telefonica's monthly line rental prices will still be subject to a maximum price regime.
As from 1st January 2007, the Commission will fix that maximum price according to an IPC-X formula
whereby X=0 and IPC refers to the consumer price index published by the European Central Bank. A
general provision against anticompetitive prices, whether they refer to call or line rental prices, has also
been adopted by the CMT in its decisions on these markets.

Universal Service, Public Service Obligations and Other Obligations of Public Character

The General Law on Telecommunications, coupled with the Services Regulation provide that
electronic communications operators may be requested to provide certain universal services, comply with
other public service obligations to be imposed for general interest reasons or with obligations of public
character.

Universal service covers a range of electronic communications services which must be provided to
all users at a reasonable price, regardless of their geographical location. These include access to the fixed
telephony network, including functional access to the Internet, availability of directory information,
sufficient provision of public pay phones, and access to fixed telephony for the handicapped. The new
General Law on Telecommunications provides that the MITC shall designate the operator(s) entrusted to
ensure the universal service. The operator(s) may be different in each region and different services included
within the scope of universal service may be provided by different operators. Should different operators be
interested in rendering these services, the General Law on Telecommunications provides for a public
bidding procedure to designate the operator(s) in charge.

According to the Services Regulation, Telefonica is considered as the sole operator to provide
universal service across the whole territory of Spain until December 31, 2007. Other operators, besides
Telefonica, may also be required to provide universal service in the future.

The CMT may determine that providing universal service imposes a competitive disadvantage on
the operators that provide these services, and that the net cost of these services should be allocated among
certain operators in accordance with criteria to be determined by the CMT. The mechanism to compensate
for these costs shall be the National Universal Service Fund. Contributions to the National Universal Service
Fund shall be made by the operators in accordance with the Services Regulation. It provides that a National
Fund for Universal Service will be created and that the costs will eventually be allocated among operators
on the basis of gross ordinary revenue. Contributions are required to be proportional to the activity carried
out by the relevant operator obliged to contribute to the financing of the universal service and shall be
determined by the CMT, pursuant to the rules established in the Services Regulation. Nevertheless the CMT
has agreed that no compensation shall be applied to the costs of providing universal service for years 2001
and 2002. The CMT has not yet considered the costs of providing universal service for 2003, 2004 and
2005.

In addition to universal service, the Government may impose other public service obligations on
operators to fulfill public safety or national defense. In the same way, it may impose other public service
obligations, prior report from the CMT, due to the following reasons: territorial cohesion, extension of use of
new technologies and services, to ease communications amongst certain groups with special circumstances,
and to ease the availability of those services that imply evidence of the contents of the message sent or of its
sending or reception.

In the event of breach by the relevant operator of its public service obligations, prior Government
decision, the State Administration is entitled to directly assume the provision of the relevant services or the
exploitation of the relevant networks. Additionally, the State Administration is also entitled to directly
assume, prior Government decision, the provision of certain electronic communications services or the
exploitation of certain electronic communications networks to guarantee public safety and national defense.
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Regulation of Cable television services
Overview

Law 42/1995 on Cable Telecommunications ("Cable Telecommunications Law"), formerly
governed the exchange of video, audio broadband, and other telecommunications over the cable
telecommunications network. To these purposes, according to the Cable Telecommunications Law, Spain
was divided into 43 franchise areas in which two operators, Telefonica, and the awardee of the relevant
cable telecommunications and television concession—such as ONO—were allowed to provide certain cable
telecommunications and cable television services. Concessions were granted in 37 of these franchise areas,
although Telefonica, if so requested by it, as happened, was entitled to operate in all of them. The Cable
Telecommunications Law was repealed by the General Law on Telecommunications of 1998, except for
provisions dealing with cable television, which remained applicable until they were finally superseded by
the current General Law on Telecommunications. However, pursuant to the interim regime of the General
Law on Telecommunications, certain provisions of the Cable Telecommunications Law remain temporarily
applicable.

Pursuant to the General Law on Telecommunications, our former cable television concessions
(including those of Auna) have been converted by the CMT into administrative authorizations to provide
cable television and radio services, including pay-per-view, in our franchise areas.

Certain minor cable television operators existing prior to the calling of the tenders under the Cable
Telecommunications Law may operate in our franchise areas.

At present, and until the relevant regulation is approved, the provision of cable television services
is mainly governed by those provisions still applicable of the Cable Telecommunications Law pursuant to
the relevant interim provisions of the General Law on Telecommunications, the law commonly referred to
as the Law of Television Without Frontiers, the Conditional Access Law of 1997 -temporarily applicable
until the relevant regulation is approved, as established by the General Law on Telecommunications- and the
relevant resolution converting the former concessions to provide cable television services within our
franchise areas into administrative authorizations. After the approval of the regulation that will govern the
provision of cable television services, our administrative authorizations to provide cable television and pay-
per-view services will be subject to that regulation.

According to a recent amendment to the General Law on Telecommunications, no authorizations
for the provision of cable television services will be granted until the relevant regulation that will govern the
provision of cable television services is enacted.

For a discussion on the cable television national regulatory authorities, please see "National
Regulatory Authorities in Spain" under "Regulation of Electronic Communications Services" above.

Obligations

According to the relevant cable television concession conversion document, as holders of
administrative authorizations to provide cable television and pay-per-view services in our franchise areas
(including those of Auna), Auna and we are subject, amongst others, to the following obligations:

* to distribute programming provided by independent third party programmers. The relationship between the
cable operator and the independent programmers must be freely negotiated by the parties, in accordance
with the provisions approved by the relevant Administrations,

*to comply with the rules established in the Law of Television Without Frontiers, regarding, among others,
programming, television advertising, teleshopping and sponsorships and programming legislation aimed at
protecting children,

* to comply with the EU provisions and national legislation on intellectual property, and

*to comply with obligations on conditional access, on access to certain television and radio services, on
broadband television and rebroadcast that may be imposed on the holder of an administrative authorization
pursuant to the General Law on Telecommunications. Pursuant to the Services Regulation, Auna and we are
still obliged to distribute terrestrial national broadcast channels, regional channels and certain local channels
under certain circumstances.
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Concession Payments

Under applicable Spanish regulations, cable television operators are required to make certain
payments related to their administrative authorization. In particular, Auna and we are required to pay the
CMT an annual fee of 0.1% of our gross income for the provision of cable television and pay-per-view
services.

Termination

Administrative authorizations to provide cable television services will be considered terminated in
the event of an express renunciation by the holder, accepted by the CMT, or they may be revoked should the
holder breach any of the obligations established in the administrative authorization document or in the laws
and regulations governing the provision of cable television services.

D. Organizational Structure

Our Areas of Operation

Our business and franchise areas cover approximately 17.6 million homes and around 2.6 million
businesses. We now manage our franchises in nine different regional clusters: The Valencia cluster, the
Catalufia cluster, the Madrid cluster, the Andalucia cluster, the North-west cluster, the Castilla la Mancha
and Murcia cluster, the North cluster, the Baleares cluster and the Canarias cluster. The following table
sets out certain information concerning our regional clusters in Spain:

Homes

Released to Total
Geographical Area Total Homes" Marketing®  Businesses®
VALENCIA ...ttt et e 2,548,000 1,326,469 329,334
Catalufia ......oovveveieieeeeeeeceeeeeee ettt 3,315,936 574,347 567,019
MaAdLId.....cooeeieeeeeececeeeeeee e 2,479,510 888,526 456,175
Andalucia (WeStern).........cuevvveerrereereieeieeieesieesseessesesesens 1,463,357 693,310 188,610
Andalucia (Eastern) ..........cccevveeerrevenerinerieerieeneeeseeseeeneneas 2,069,305 299,252 275,569
North-west: Castilla y Ledn, Cantabria, Galicia and
ASTUTIAS ..ottt ettt et ae et sae b ve s 1,753,056 722,106 195,757
Castilla-La Mancha, Murcia and Extremadura 1,579,479 424 868 203,506
INOIER ..t 1,070,112 362,266 152,333
BalCares......coooeiiieeieeeeeeeeee e 502,149 169,977 87,024
(@21 ¥:1 o £ SRR 851,810 190,414 128,020
TOtal ... 17,632,714 5,651,535 2,583,347

Total cable homes in each cluster. These figures are derived from the 2001 Spanish national census

Cable homes released to marketing as of December 31, 2005.
@ Total businesses in each cluster have been obtained from the 2005 businesses central directory
published by the National Statistics Institute of Spain (/nstituto Nacional de Estadistica—INE).

Valencia Cluster. The Valencia Cluster covers approximately 23,254 square kilometers, with 2.5 million
homes and 329,334 businesses and a total population of 4.5 million. The Valencia cluster covers the
provinces of Castellon, Valencia and Alicante. The principal cities in the cluster are Valencia, Spain's third
largest city with 374,000 homes, Alicante and Castellon de la Plana, each of them capital cities of their
respective provinces.
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Cataluiia Cluster. The Catalufia Cluster covers approximately 33,627 square kilometers, with 3.3 million
homes and 567,019 businesses and a total population of 6.8 million. The Catalufia cluster covers the
provinces of Barcelona, Tarragona, Lérida and Gerona. The principal city in the cluster is Barcelona.

Madrid Cluster. The Madrid Cluster covers approximately 8,022 square kilometers, with 2.5 million homes
and 456,175 businesses and a total population of 5.8 million.

Andalucia (Western) Cluster. The Andalucia (Western) Cluster covers 31,600 square kilometers, with a
total of 1.5 million homes and 188,610 businesses and a total population of approximately 3.4 million. The
Andalucia (Western) Cluster covers the provinces of Cadiz, Huelva and Sevilla.

Andalucia (Eastern) Cluster. The Andalucia (Eastern) Cluster covers approximately 55,991 square
kilometers, with 2.1 million homes and 275,569 businesses and a total population of 4.3 million. The
Andalucia (Eastern) cluster covers the provinces of Malaga, Almeria, Cordoba, Jaén and Granada.

North-west Cluster. The North-west Cluster covers approximately 139,724 square kilometers, with
1.8 million homes and 195,757 businesses and a total population of 6.9 million. The North-west Cluster
covers the regions of Castilla y Ledn and Cantabria. The main cities in the cluster are Valladolid, Burgos
and Santander.

Castilla-La Mancha and Murcia Cluster. The Castilla-La Mancha and Murcia Cluster covers
approximately 132,409 square kilometers, with 1.6 million homes and 203,506 businesses and a total
population of 4.3 million. The Castilla La-Mancha and Murcia Cluster serves the regions of Castilla-La
Mancha and Murcia. The main cities are Murcia, Ciudad Real, Cuenca, Guadalajara, Toledo, Albacete,
Talavera de la Reina and the port city of Cartagena. The franchise of Castilla-La Mancha was awarded in
mid-2003 and we commenced network development in the five provinces within the region of Castilla-La
Mancha (other than the city of Albacete) in late 2003 and 2004. We commenced our commercial activity in
these provinces during the first half of 2004.

North Cluster. The Norte Cluster covers 62,528 square kilometers with a total of 1.1 million homes and
152,333 businesses and a total population of approximately 2.1 million. The Norte Cluster covers the
regions of Navarra, La Rioja and Aragén. The principal cities in the cluster are Pamplona, Logrofio and
Zaragoza.

Baleares Cluster. The Baleares Cluster covers approximately 4,992 square kilometers, with 0.5 million
homes and 87,024 businesses and a total population of 0.9 million. The Baleares Cluster covers the Island of
Mallorca.

Canarias Cluster. The Canarias Cluster covers approximately 7,447 square kilometers, with 0.9 million
homes and 128,020 businesses and a total population of 1.9 million. The Canarias Cluster covers principally
the cities of Santa Cruz and Las Palmas on the islands of Tenerife and Gran Canaria.

E. Property, Plant and Equipment
Network Architecture
Local Networks

Our local networks have been designed using a high-speed fiber-optic based system, capable of
providing a full range of analog and digital services. The local networks are currently capable of supporting
telephony, broadband Internet and cable television services. All of our services are provided through the
same distribution system thus creating economies of scale. Fiber routing is designed to provide route
diversity to the fiber junctions, or nodes, thereby protecting against loss of service resulting from cable
damage.

Our fiber-optic ring architecture is used to transport signals from local operations centers to
primary nodes, or hub points, serving 20,000 to 60,000 homes in urban areas. The local operations centers
generally house a cable television head-end, a digital regional head-end and a telephony and data switch.
The head end assembles the cable television signals for transmission to the customers. The primary nodes
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are in turn connected to secondary nodes along a secondary fiber-optic ring network. These secondary nodes
are optical distribution points each serving around 2,000 homes in Old ONO franchises and between 2,000-
6,000 homes in Auna franchises which distribute fiber to the home terminal nodes. The home terminal nodes
serve 500 homes.

For telephony, the final points for distribution to homes and small businesses are cross-connect
boxes from which the final connection to a customer's home is made using twisted-pair copper wire. The
terminal nodes transform the optical signals back into electrical format and transmit them onwards on
coaxial cable or copper pairs to the customer's premises. Cross-connect boxes are connected to the terminal
nodes by twisted pair copper wire.

The telephony network has been designed so that, as penetration and traffic increases, an
incremental upgrade of the equipment will enable additional capacity to be easily provided at minimal cost.
The entire network's telephony equipment is powered by battery backed-up power supplies, in order to meet
the current legal requirement to provide at least 12 hours of service in the event of a power failure.

Regarding broadband Internet and cable television services, coaxial cables are used to transport the
signals to homes, and amplifiers are used to boost the signal levels. Customer taps are used to serve
individual dwellings. These typically serve four or eight homes per tap. Amplifiers are mounted in sealed
units, generally on the fagades of buildings. The final connection to the home, known as the drop, generally
uses a combination of coaxial and copper pair cable (except for Castilla y Leon and some municipalities
where we use coaxial cable, with voice over IP Technology for the telephony service distribution). The
coaxial part carries the broadband and cable television signals both to and from homes. Two copper pairs are
also incorporated in each drop to allow for second telephony lines. The networks are constructed with excess
fiber and duct capacity in order to allow for future upgrades.

The broadband Internet and cable television networks use a hybrid fiber-coaxial transmission
system. The system is broadband and operates over a wide frequency. The forward path uses the range from
86 megahertz to 862 megahertz, and is capable of carrying voice, data, video and television channels. The
segment up to 630 megahertz is currently used for broadband Internet and analog cable television services
and the remaining 232 megahertz of capacity is used or reserved for digital television, VoD and future
digital services. Once we have migrated all of our television customers to our digital television services, we
will reuse the analog segment for other services. This network is also designed to support reverse path
operations on bandwidths up to 65 megahertz allowing interactivity between individual homes and the head-
ends.

The digital television system collects all contributions centrally in Spain (except for local channels
which are inserted locally), digitizes the content and distributes it (via our national backbone network) to the
regional head-ends, which act as the insertion points of the digital contents into the metropolitan network.
The analog cable television service is distributed through an analog platform with head-ends located in each
of our franchise areas. Unlike with the digital service, the programming material is collected at each head-
end (not centrally), reconfigured to meet our specifications, and transmitted through optical fibers.

The diagram set forth below provides a high level, graphical depiction of our local network
topology:
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As a result of the Auna Acquisition, we currently have two digital head-ends in Madrid. To the
extent feasible, we are planning to reduce the number of the digital head-ends to one as part of the
integration and transformation process.

To complement Auna's main access network which is similar to our Old ONO'’s infrastructure,
Auna deployed ULL in order to complete coverage in those areas where the deployment of own
infrastructure was not possible (including Old ONO franchises). Currently, we connect more than 100 of
Telefonica's switching points with our own access equipment.

Auna also has an extensive fixed wireless network, using wireless point-to-point and optical fibre
technologies.

Point-to-multipoint wireless access consists of a wireless connection between several access points
and one central base station, whereas point-to-point wireless access involves a connection between two
access points.

Backbone Networks

Old ONO national backbone network has been augmented with a national IP network, which
serves as the basis for our interactive digital television and high-speed Internet services. Our network
consists of 12 nodes connected through high capacity circuits based on our DWDM national network. The
IP network also has MPLS capability, which allows for the provision of a wide range of services and in
particular better support for business services. It also makes the network more secure, easier to expand and
less costly to operate, in addition to making it simpler to offer value added business services such as virtual
private networks.

Auna's national transmission network has approximately 9,500 kilometers of owned (either owned
or subject to fully prepaid long-term leases) and 5,500 kilometers of leased fiber optic transport cables. Our
main providers of dark fiber are Spanish utility companies (Endesa, Iberdrola, REE, Union Fenosa and Gas
Natural).

Construction and Equipment Suppliers

In Old ONO franchises, we work with Ferrovial, one of Spain's leading construction companies,
and with several local Spanish construction companies (Enditel, Seirt, Croning, Elecnor), for the
construction, commissioning and delivery of our networks.

In Old ONO franchises, CH2MHill oversees the construction contractors and is responsible for
detailed street-by-street network design, as well as the overall management of the construction program.
When a construction company completes a specified portion of the network, CH2MHill conducts a final
inspection with a view to ensuring that this portion is built correctly and in accordance with our engineering
specifications and either accepts or rejects the constructed portion on our behalf. Auna had a different model



where construction contractors were responsible for detailed network design, civil works, equipment
installation and activation of our local networks. A different company oversaw the construction contractors
and was responsible for the overall management of the construction program. We expect to adopt the ONO
construction model in Auna during 2006.

In Old ONO franchises, we rely mainly on Alcatel for the supply of electronic equipment,
including switches, synchronous digital hierarchy access equipment, coaxial and fiber cables, cable
television transmission equipment and optical receivers. Alcatel is also responsible for commissioning Old
ONO telecommunications equipment. The cable television amplifiers are from C-Cor (formerly Philips).
Old ONO digital head-end was supplied by Motorola, Harmonic and Cisco. Old ONO set-top boxes (both
analog and digital) are currently supplied by Motorola, while other suppliers, including Pace, may equip us
in the future depending on the requirements of future services.

In the Auna franchises, Alcatel, Siemens, and Lucent provided transmission and access multiplexer
electronic equipment. Alcatel also provides us the distribution metroethernet network. Auna's TV platforms
are Tandberg for digital service and Motorola for analog service. HFC hubs, final nodes and amplifiers
come from C-Cor and Scientific Atlanta and the set-top boxes are supplied mainly by ADB. Auna's voice
switching providers are Italtel and Lucent, while Cisco provides data switching (IP and ATM).

Our Internet service provider software is provided by, among others, Sun Microsystems, Hewlett
Packard, EMC2 and Cisco, and our cable modem equipment is supplied by Motorola, US Robotics and
Cisco, among others. The construction contractors are responsible for all civil works, equipment installation
and activation of our local networks.

Environmental Matters

We are subject to a variety of laws and regulations relating to land use and environmental
protection. While we could incur costs, such as clean-up costs, fines and third-party claims for property
damage or personal injury, as a result of violations of or liabilities under environmental laws or regulations,
we believe we substantially comply with the applicable requirements of such laws and regulations and
follow the necessary procedures to manage environmental risks.

Properties

We lease certain properties for administrative and sales offices, hubs, stores, switches and head-end
sites and warehouses. A significant portion of the properties are used for both administrative and technical
purposes. Our network operations centers are located in Madrid and Barcelona and our call centers are
located in Valencia, Barcelona, Sevilla, Madrid and Valladolid. We believe that our properties are suitable
and adequate for the purposes for which they are intended, however, we intend to streamline our property
portfolio as part of the integration and transformation process.

F. Legal Proceedings
We are engaged in litigation arising in the ordinary course of our business. This litigation includes
litigation relating to the size of the annual fee payable for the use of the public domain. We do not believe

that the adverse determination of any such pending litigation could have a material adverse effect on our
business or financial condition.
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ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following discussion is based on the audited consolidated financial statements and the related
notes included for the years ended December 31, 2004 and 2005 of Cableuropa (“ONO”). For comparison
purposes, we include the audited consolidated financial statements for the year ended December 31, 2003 of
Cableuropa (“ONO”). The results of the Auna Group have been included since November 2005, the date
of Auna Acquisition. Our results for 2003 and 2004 do not include results for Auna. Our "actual” results
for 2005 include consolidated results of Auna.

Additionally, and for comparison purposes only, certain information on operating and financial
data of Cableuropa excluding any effect of the Auna Acquisition (“Old ONO”) is shown as of and for the
year ended December 31, 2005. For the convenience of the reader, certain operating data of Auna are
shown on standalone basis.

You should read the following information together with the items "Risk Factors" and our
Consolidated Financial Statements and the related notes included elsewere in this Report.

A. Operating Results
Overview

In November 2005, we completed the Auna Acquisition, becoming the leading alternative provider
of telecommunications, broadband Internet and cable television services in Spain. In addition, our parent
company, GCO, transferred Retecal to Cableuropa with accounting effect from January 1, 2005. Both the
Auna Acquisition and the acquisition of Retecal had significant impacts on our results of operations and will
continue to impact our results of operations going forward.

Factors Affecting Our Business during the Periods under Review

Our residential services accounted for 82% of our total revenues for the twelve months ended
December 31, 2005; business and other services accounted for the remaining 18% of our total revenues for
the same period. This proportion will change in the future as the results contributed from Auna are
accounted for a full year period. The number of customers and the percentage change are presented below:

Data in units 2005 % change
2003 2004 Actual  Old ONO Auna 04/05
Cable 581,345 676,858 1,660,156 882,723 777,433 145.3%
Other direct access - - 110,885 - 110,885
Residential direct access 5