
Tab'" of Conltnl$ 

Some of the financing arranged by various TclefOnica group companies is subject to compliance with certain financial covenants. All the covenants 
were being complied with at the date of these consolidated financial statements. 

a) Issues 

The movement in issues of debentures, bonds and other milIketable debt securities in 2009 and 2008 is as follows: 
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Telefonica, S.A. has a full and unconditional guarantee on issues made by Telef6nica Emisiones, S,A.U. and Telefonica Europe, B.V_, both of which 
are wholly owned subsidiaries ofTelef6nica, S.A. 

Appendix II presents the characteristics of all outstanding debentures and bond issues at year-end 2009 and 2008, as well as the significant issues 
made in each year 

Promissory notes & commercial paper 

At December 31, 2009 and 2008, TelefOnica, S.A. had a promissory nOle program for issuance of up to 2,000 million euros. The outstanding balances 
at December 31, 2009 and 2008 were 254 million euros and 741 million euros, respectively, carrying average interest rates of 1.318% and 4.49"A., 
respectively. 

At December 31, 2009, Telefonica Europe, B.V. had a commercial paper program secured by TelefOnica, S.A. for issuance of up to 2,000 million 
curos. The outstanding balances on this program at December 31, 2009 and 2008 were 551 millioo euros and 840 million euros, respectively, carrying 
average interest rates of 1.17% and), 70%, respectively. 
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Olher marketahle debt securities 

This heading consists mainly of preferred shares issued by Telef6nica Finance USA, LLC, with a redemption value of 2,000 million euros. These 
shares were issued in 2002 and have the following features: 

Interest rate up 10 December 30, 2012 of 3·moJith Euribor, and maximum and minimum effective annual rates of 7% and 4.25%, 
respectively, and from theJi 3-month Euribor plus a 4% spread. 

Interest is paid every three calendar months provided the Telef6nica Group generates consolidated nel income. 

b) Inferrst-bl'3ring debt 

The detail of "Interest-bearing debt" is as follows· 

The average interest rate on outstanding loans and other payables at December 31, 2009 was 3.58% (4.28% in 2008). This percentage does not include 
the impact of hedges arranged by the Group. 

The main financing transactions included under "Interest-bearing debt" outstanding at December 31, 2009 and 2008 and their nominal amounts are 
provided in Appendix IV. 

Interest-bearing debt arrllllged in 2009 and 2008 mainly includes the following: 

On February 13, 2009, Telef6nica, SA executed, with a group of participating banks in the 6,000 millioo euro syndicated line of credit dated 
June 28, 2005 maturing 011 June 28, 2011, an extension of 4,000 million curos of the 6,000 million eurns available at such date, for an 
additional period of one year for 2,000 million eurns and two years for the remaining 2,000 million curns 

On December 28, 2009, Colombia de Tclccomunicaciones, S.A., ESP. signed a loan for 310,000 million Colombian pesos (equivalent to 105 
million euros at December 31, 2009) maturing on December 28, 2014. 

On January 15, 2008, Telef6nica M6viles Colombia, S.A. drew down the entire amount of financing arranged on December 10, 2007, which 
was structured in two tranches. Tranche A, for 125 million US dollars, entailed bilateral flnllllcing with the Jntc£-American Development 
Bank (IDB) maturing in 7 years. Tranche B entailed a 5-year 475 million US dollar syndicated credit facility with a grOllp ofbanb, in which 
the IDB acted as agent bank 

On January 30, 2008, Telef6nica Finan7.as, S.A.U. (Teifisa) drew down the 450 million euros of facilities arranged with the European 
Investment Bank (Em) related to the "Telef6nica Mobile Telephony If' project, of which 375 million curDs mature in seven years lIIld the 
remaining 75 million euros in eight years. 

On May 1,2008, Vivo, S.A. drew down an additional 750 million Brazilian reais of the financing arranged with the Brazilian Development 
Bank (BNDES) on August 9, 2007 
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and maturing on August IS, 2014. In 2009, an additional 89 million Brazilian reais were drawn down 

On June 9, 2008, Compania de Telecomunicaciones de Chile, SA. (CTC) extended the maturity of a ISO million US dollar syndicated loon 
10 May 13, 2013 

On October 28, 2008, Telesp drew down an additional 886 million Bral'ilian reais oflhe financing arranged with the BNDES on October 23, 
2007 and maturing on May IS, 201S. In 2009, an additional27l million Brazilian reais were drawn down 

The main repayments or maturities of bank interest-bearing debt in 2009 and 2008 are as follows: 

On July 6, 2009, the syndicated loan facility arranged by Telef6nica, S.A. with a group of banks on July 6, 2004, for 3,000 million euros, 
matured as scheduled. 

Telef6nica Finan"-,,s, S.A.U (Telfisa) made the payments corresponding to 2009 on certain finance deals arranged with the EIB for an 
amount equal to approximately 77 million eurns (502 million euros in 2008), of which 26 million euros relate to financing matured (440 
million eurns in 2008). 

At December J I, 2009, the Telef6nica Group had total unused credit facililies from various sources amounting to over 7,200 million euros (over 7,400 
million euros at December J J, 2(08). 

Loans by currency 

The breakdown of loans by at Docember 31, 2009 and 2008, atOllg with the equivalent value offoreign-currency loans in euros, are as follows: 
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(14) TRADE AND OTBER PAYABLES 

The composition of "Trade and other payables" is as follows: 
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"Deferred income" principally include. the amount of connection fees not yet recognized in the income statement, custlRlltt loyalty prognuns,. and 
advance payments received on prepay contracts_ These will be recognized as revenue over the estimated customer relationship period (see Note 3.0) or 
as the purchases related to the revenue are incurred. 

The detail of "Other payables" under "Current liabilities" at December 31, 2009 and 2008 is as follows: 

(15) PROVISIONS 
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The amounts of provisions in 2009 and 2008 are as follows' 
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Employee beDl'fils 

a) Posl-emnloymellt plans 

III the last few years, Telefimica has carried oul early retirement plans in order to adapt its cost structure to the prevailing environment in the 
markets where it operates, making certain stralegic decisions relating 10 its size and organization 

Tn this respect, on July 29, 2003, the Ministry of Labor and Social Affairs approved a labor force reduction plan for Telefooica de Espana 
through various voluntary, universal and non-discriminatory programs, which was announced on July 30, 2003. The plan concluded on 
December 31, 2007, with 13,870 employees taking part for a total cost of 3,916 million euros. 
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Provisioos recorded for this plao at December 3 I, 2009 and 2008 amounted to 2,295 and 2,689 million euros, respectively 

Furthermore, at December 3 I, 2009, the Group had recorded provisions totaling 775 million euros (1,085 million euros at December 31, 2(08) 
for other planned adjustments to the workforce and plans prior to 2003. 

The companies bound by these commitmenls calculated provisions required at 2009 and 2008 year-end using actuarial assumptions purSttJUlt to 
current legislation, including Ihe PERMIF-20oo C mortality tables and a variable interest rate based on market yield curves 

The Group made efforts in 2007 10 adapt headcount in line with the integration of its businesses, for which it recorded provisions of 838 million 
euros, mainly in Latin America (306 million wros), Spain (325 million euros) and Europe (158 million euros) (see Note 19). 

The movement in provisions for post-employment plans in 2009 and 2008 is as follows: 
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b) Post_emoloymenl defined benefit plans 

J,714 

The Group has a number of defined-benefit plans in the counlries where it operates. The following tables present the main data of these plans: 
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The movement in the present value of obligations in 2009 and 2008 is as follows: 

Movements in the fair value of plan assets in 2009 and 2008 are as follows: 

The amounts of actuarial gains and losses of these plans recognized directly in equity in accordance with the asset ceilings of these plans in 
2009,2008 and 2007, before the related laX effect, are as follows: 
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The Group's principal defined-benefit plans are: 

a) Plans ill Spaill: 

ITP: Telefonica Spain reached an agreement with its employees whereby it recognized supplementary pension payments for employees 
who had retired as of June 30, 1992, equal to the difference between the pension payable by the social security system and that which 
would be paid to Ihem by ITP (Institucion Telefonica de Prevision). Once the aforementioned supplementary pension payments had been 
quantified, they became fixed, lifelong and non-updateable and sixty percent (60%) of the payments are transferable to the surviving 
spouse, recognized as such as of June 30, 1992, and to underage children. 

The amount for this provision totaled 4S I million euros at December 3 1,2009 (485 million euros at December 31, 200S) 

b. Survival: Survivors of serving employees who did not join the defined pension plan are still entitled to receive survivorship benefits at the 
age 0[65 

The amoont for this provision totaled 191 million elUOS at December 31, 2009 (IS8 million euros at December 31, 200S) 

These plans do not have associated assets which qualify as "plan assets~ under lAS 19. 

The main actuarial assumptions used in valuing these plans are as follows: 

u"'''' ,",,"" ,",,'" ,",,"" 
'" , 

.. ''';' ,~ 

.·.··7=~~·'iD 
b) Plalls ill the rest a/Europe: 

The various 02 Group companies consolidated within the Telef6nica Group have defined-benefit post-employment plans, covered by 
qualifying assets. 

The number of beneficiaries oflhese plans al December 31, 2009 and 200S is as follows' 

Em.o,~ I 

."" 
The main actuarial assumptions used in valuing these plans are as follows' 
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c) Plum ill Lati/l America: 

Subsidiary Telecomunica~oes de Sao Paulo, S.A. and its subsidiaries, and group companies of Brasilcel, N.V. bad various pension plan, 
medical insurance and life insurance obligations willa employees. 

The main actuarial assumptions used in valuing these plans are as follows: 
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The valuations used to determine the value of obligations and plan assets, where appropriate, were performed as of December 31, 2009 by external 
and internal actuaries. The projected unit credit method was used in all cases 

c) Other benefits 

This heading mainly includes the amount recorded by TelefOnica Spain related to the amount accrued of long-service bonuses to be awarded to 
employees after 2S years' service. 

Othu provisions 

The movement in "Other provisions" in 2009 and 2008 is as follows: 

"Other provisions" includes the amount recorded in 2007 in relation to the 111 million euro fine imposed on Telef6nica de Espaila, S.A.U. by the EC 
anti-trust authorities. 

Also included are the provisions for dismantling of assets recognized by Group companies in the amount of 270 million emos (200 million euros in 
2008)_ 

Finally, "Other Provisions" in 2009 and 2008 also includes the provisions recorded (or used) by the Group companies to cover-the risks inherent in the 
realiUltion of ccJ1ain assets, the contingencies arising from their respective business activities and the risks arising from commitments and litigation 
acquired in other transactions, recognized as indicated in Note 3.1. 

Given the nature of the risks covered by these provisions, it is not possible to detennine a reliable schedule of potential payments, ifany. 
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(16) DERIVATIVE FINANCIAL INSTRUMENTS AND RISK MANAGEMENT POLICIES 

Telefonica is exposed to various financial market risks as a result of: (i) its ordinary business activity, (ii) debt incurred to finance its business, 
(iii) its investments in companies, and (iv) other financial instnIments related to the above commitments. 

The main market risks affecting TelefOnica are as follows· 

1. Exchange rate risk 

Exchange rale risk arises primarily from (i) Telef6nica's international presence, through its investments and businesses in countries that 
use currencies other than the euro (primarily in Latin America, but also in the United Kingdom and the Czech Republic), and (ii) debt 
denominated in currencies other than that of the country where the business is conducted or the home country of the company incurring 
such debt 

2 Interest rate risk 

Interest rate risk arises primarily from changes in interest rates affecting (i) financial expenses on floating rate debt (or short-teon debt 
likely to be renewed), due to changes in interest rates and (Ii) the value of long-term liabilities at fixed interest rates 

3. Share price risk 

Share price risk arises primarily from changes in the value of our equity investments that may be bought, sold or otherwise involved in 
transactions, from changes in the value of derivatives associated with such invesunents, from changes in the value of our treasury shares 
and from equity derivatives 

Tclef6nica is also exposed to liquidity risk if a mismatch arises between its financing needs (including operating and financial expense, investment, 
debt redemptions and dividend commitments) and its sources of finance (including revenues, divestments, credit lines from financial institutions and 
capital market transactions). The cost of finance could also be affected by movements in the credit spreads (over benchmark rates) demanded by 
lenders 

Finally, Telefonica is exposed to "country risk" (which overlaps with market and liquidity risks). This refers 10 the possible decline in the value of 
assets, cash flows generated or cash flows returned to the parent company as a result of political, economic or social instability in the countries where 
Telefonica operates, especially in Latin America 

Telef6nica actively manages these risks through the use of derivatives (primarily on exchange rates, interest rates and share prices) and by incurring 
debt in local currencies, where appropriate, with a view to stabilizing cash flows, the income statement and partially, albeit to a lesser extent, 
investments. Tn this way, TelefOniea attempts to protect its solvency, facilitate financial planning and take advantage ofinveslment opportunities 

Telefonica manages its exchange rate risk and interest rate risk in terms of net debt and net financial debt as calculated by them. Telefonica believes 
that these parameters are more appropriate to understanding its debt position. Net debt and net financial debt take into account the impact of our cash 
balance and cash equivalents including derivatives positions with a positive value linked to liabilities. Neither net debt nor net financial debt as 
calculated by Teler6nica should be considered an alternative to gross fillancial debt (the sum of currellt and non-current interest-bearing debt) as 3 

measure of our liquidity. For a more detailed description on reconciliation of net debt alld net financial debt to gross financial debt (see Note 2). 
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Eubange rate risk 

The fundamental objective of our exchange rate risk managernent policy is that, in event of depreciation in foreign currencies relative to the eum, any 
potentiallosscs in the value of the cash flows generated by our businesses in such currencies, caused by depreciation in exchange rates of a foreign 
currency relative to the eum, are offset (to'sorne extent) by savings from Ihe reduction in Ihe euro value of our debt denominated in such currencies. 
The degree of exchange rate hedging we ernploy varies depending on the type of investment. 

At December 31, 2009, net debt in Latin Arnerican currencies was equivalent to approximately 5,622 million euros. However, the composition of this 
net debt in the various Latin American currencies is not proportional to Ihe cash flows generated at any given moment. The future effectiveness of the 
strategy described above as a hcdge of exchange rate risks therefore depends on which currencies depreciate relative to euro. 

Telefonica aims to protect itself against declines in Latin American currencies rel~tive to the euro affecting our asset values through the use of dollar
denorninated debt, incurred either in Spain (where such debt is associated with an investment as long as it is considered 10 be an effective hedge) or in 
Ihe country itself, where the market for local currency financing or hedges may be inadequate or non-existent. At Deeember 31, 2009, Teleforuca net 
debt denominated in dollars was equivalent to 1,744 million euros, of which 981 million eums was related to assets in Latin America and the 
remaining 763 million coros was related to its investment in China Unicorn 

At December 31, 2009, pound sterling-denorninated net debt was approximately 2.3 tirnes the value of our 2009 operating income exduding the 
impact of the depreciation and amortization cost from Ihe Telefonica Europe business unit in Ihe United Kingdom. Te1ef6nica's aim is to maintain this 
same proportion of pound sterling-denominated net debt to operating income excluding the impact of the depreciation and amortization cost as the 
TelefOnica net debt to operating income excluding Ihe impact of the depreciation and amortization cost ratio, on a consolidated basis, in order to help 
them to reduce its sensitivily to changes in the pound sterling to eum exchange rate. Pound sterling-denominated net debt at December 31, 2009, was 
equivalent to 3,799 million euros, Jess than the 3,855 million eums at December 31, 2008. 

To protect our investment in Ihe Czech Republic, TelefOnica has net debt denominated in Czech crowns, which at December- 31, 2009 was equivalent 
to 2,513 million euros, almost 59% of the original cost of the investrnent and less than 2.3 times the operating income excluding the impact of the 
depre<:iation and amortization cost ofTelefOnica Europe's business in Ihe Czech Republic, down from approximately 3,034 million euros at December 
31,2008. 

We also manage exchange rate risk by seeking to minimize the negative impact of any remaining elCchange rate exposure on the income statement, 
regardless of whether we have open positions_ Such open position exposure can arise for any of three reasons: (i) a thin millket for local derivatives or 
difficulty in sourcing local currency finance which makes it impossible to arrange a low-cost hedge (as in Argentina and Venezuela), (ii) financing 
through intra·group loans, where Ihe accounting treatment of exchange rate risk is different from Ihat for financing through capitaJ contributions, and 
(iii) as Ihe result of a deliberate policy decision, to avoid the high cost of hedges that are not warranted by expectations or high risk of depreciation. 

In 2009, exchange rate management resulted in negative exchange rate differences totaling 209 million euros, compared to 24 million euros in positive 
differences in 2008. 

To illustrate the sensitivity of exchange gains or losses to variability in exchange rates, assuming Ihe exchange rate position affecting the income 
statement at the end of 2009 were constant during 2010 and Latin American currencies depre<:iated against the dollar and the rest of the currem;ies 
against the euro by 1000fo, Telefonica estimates that exchange gains or losses 
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recorded for 2010 would be 46 million euros less, Nonetheless, Telefonica manages its exposure on a dynamic basis to mitigate their impact. 

Interest rate risk 

Tclef6nica financial expenses are exposed to changes in interest rates In 2009, Ihe rates applied to the largest amount of our short-term debt were 
mainly based on the Euribor, the Czech crown Pribor, the Brazilian SELIC, the dollar Libor and the Colombian UVR, In nominal terms, at December 
31,2009,52.6% ofTelefonica's net debt (or 50"10 of long-term net debt) was at rates fixed for more than one year, compared to 43.8% nfnet debt 
(46,3% of long-term nel debt) in 2008. Of the remaining 47.4% (nel debt at floating or fixed rates maturing in less than one year), the interest rate on 
24 percentage points was set for a period of more than one year (10.7% of long-term net debt), compared to 28 percentage points on debt at floating or 
fixed rates maturing in less than one year (17% of long-term debt) at Det:ember 31, 2008. This decrease in 2009 from 2008 is due to the cancellation 
and maturity (without renewal) of an amount equivalent to 2,234 million euros of caps and floors euros, US dollars and pounds sterling in anticipation 
of a fall in interest rates_ 

In addition, early retirement liabilities were discounted 10 present value over the year, using the cUlVe on the swap rate markets, The decrease in 
interest rates has increased the market value of these liabilities. However, this increase was nearly completely offsel by the increase in the value of the 
hedges on these positions 

Net financial expenses rose 18.2"/0 to 3,307 million euros in 2009 from 2,797 million eurns de 2008, mainly due to the impact of Venezuela. Stripping 
out exchange-rate effects, net financial expense for 2009 totaled 2,767 million euros, a 1.9% decrease from the 2,821 million euros recorded in 2008. 

To illustrate the sensitivity of net financial expense to variability in short-term interest rates, assuming a 100 basis point increase in interest rates in all 
currencies in which there are financial positions and no change in the currency make-up and balance of the position at year end, we estimate that net 
financial expense at December 31, 2009 would have been 124 million euros higher 

Share price risk 

Telef6nica is exposed to changes in the value of our equity investments that may be bought, sold or otherwise involved in transactions, from changes 
in the value of derivatives associated with such invesunenlS, from treasul}' shares and from equity derivatives 

As part of the shareholder remuneration policy, in 2008, Telef6nica announced plans to buy back up to 1 SO million of our shares. This buyback plan 
was finished on March 31, 2009. 

According to the Telef6nica, S,A. share option plan, Performance Share Plall (PSP) -(see Note 20)- the shares delivered under such plan may be 
either the parent company treaSUI}' shares, acquired by them or any of its Group companies; or newly-issued shares. The possibility of delivering 
shares to employees in the future, in ao;ordance with relative total shareholders' return, implies a risk since there could be an obligation to hand over a 
maximum number of shares at the end of each cycle, whose acquisition (in the event of acquisition in the market) in the future could imply a higher 
cash outflow than required on the start date of each cycle if the share price is above the corresponding price on the phase start date. In the event that 
new shares are issued for delivery to the beneficiaries of the plan, there would be a dilutive effect for our ordinal}' sha~eholder as a result of the higher 
number of shares delivered under such plan outstanding 

To reduce the risk to us associated with variations in share price under this plan, Telef6nica has acquired derivatives that replicate the risk profile of 
some of the shares derivable under the plan as explained in Note 20. 
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In addition, pan of the 6,329,530 treasury shares of the parent company held at December 31, 2009 may be used to COVel" shares deliverable under the 
PSP. The net asset value of the treasury shares could increase or decrease depending on variations in TelefOnica, S.A.'s share price. 

Additionally, at the Ordinary General Shareholders'" Meeting of 2009, an incentive plan for Group employees to purchase Telefonica shares was 
approved. The cost of this plan will not exceed 60 million euros. The plan is expected to be implemented during the first half of2010. Telef6nica will 
assess if will have to take any action in order to reduce any risk related to the future delivel)' of shares. 

Liquidity risk 

TelefOnica seeks to match the schedule for its debt maturity payments to its capacity to generate cash flows to meet these maturities, while allowing 
for some flexibility. In practice, this has been translated into two key principles: 

The average maturity of our net financial debt is intended to stay above 6 yea~, or be restored above that threshold in a reasonable 
period of time if it eventually falls below it. This principle is considered as a guideline when managing debt and access to ~t malkets, 
but not a rigid requirement. When calculating the average maturity for the net financial debt and part of the undrawn credit Jines can be 
considered as offsetting the shorter debt maturities, and extension options on some financing facilities may be considered as exercised, 
Cor calculation purposes. 

Telefonica must be able to pay all commitments over the next 12 months without accessing new borrowing or accessing the capital 
markets (although including finn credit lines arranged with banks), assuming budget projections are met. 

As of December 31, 2009, the average maturity of 43,551 million euros of net financial debt was 6.55 years. Telef6nica would Deed to generate 
approximately 6,649 million euros per year to repay the debt in this period if we used all our cash for this purpose. 

At December 31, 2009, gross financial debt scheduled maturities in 20)0 amounted to approximately 8,641 million euros (including the Det position of 
derivative financial instruments), which is lower than the amount of funds available, calculated as the sum of: (i) current financial assets and cash at 
December 31, 2009 (10,482 million euros excluding derivative financial instruments), (ii) annual cash generation projected for 2010; and (iii) 
undrawn credit facilities arranged with banks whose original maturity is over one year (an aggregate of more than 4,480 million curos at December 
31, 2009). This gives us Ilexibility with regard 10 accessing capital or credit markets in the next 12 months. For a further description of our liquidity 
and capital resources, see Note 13.2 Financial Liabilities and Appendix ID. 

Counlry risk 

TelefOnica managed or mitigated country risk by pursuing two lines of action (in addition to its normal business practices): 

Partly matching assets to liabilities (those not guaranteed by the parent company) in its Latin American companies such that any 
potential asset impainnent would be accompanied by a reduction in liabilities; and, 

2 Repatriating funds generated in Latin America that are not required for the pursuit of new, profitable business development opportunities 
in the region 

Regarding the first point, at December 31, 2009, its Latin American companies had net financial debt nOl guaranteed by the parent company of 4,044 
million euros, which represents 9.29% of our consolidated net financial debt 

Regarding the repatriation of funds 10 Spain, it has received 1,790 million euros from our Latin America companies in 2009, of which 166 million 
euros was from dividends and ),024 million 

F-63 

r 

\ 



TableorCOd1U1S 

curos from intra.group loans (payments of interest and repayments of principal) and capital reductions. These amounts were equally offset by 
additional amounts invested in its Latin American companies, mainly in Peru (27 million curos), in Argentina (2 million euros) and in Colombia (I 
million euros). As a result of tbe foregning, net funds repatriated to Spain from our Latin America companies amounted to the equivalent of 1,760 
million euros as of December 31, 2009. 

In this regard, it is worth noting that since February 2003, Venezuela has had an exchange control mechanism in place, managed as indicated above by 
the Currency Administration Commission (CADlVij. The body has issued a number of regulations ('pnJl'id€llcill.$") governing the modalities of 
currency sales in Venezuela at official exchange rates. Foreign companies which are duly registered as foreign investors are entitled to request 
approval to acquire currencies at the official exchange rate by the CADIVI, in line with regulation number 029, article 2, section c) "Remittance of 
earnings, profits, income, interest and dividends from international investment" Telcel, its subsidiary in Venezuela, obtained the aforementioned 
requested approval on Venezuelan Bolivar fuerte 295 million in 2006, Venezuelan Bnlivar fuerte 473 million in 2007 and Venezuelan Bolivar fuerte 
785 million in 2008. At December 31, 2009, payment ofa dividend in the amount of Venezuelan Bolivar fuene 1,152 million is pending approval. 

Credit risk 

Telefonica is exposed to credit risk through its trading in derivatives with CIIunterparties of high creditworthiness and senior debt ratings of at least 
"A"_ In Spain, where it holds most of Telef6nica's derivatives portfolio, it has nelting agreements with financial institutions, with debtor or creditor 
positions offset in case of bankruptcy, limiting the risk to the net position. For other subsidiaries, particularly those in Latin America, given the slable 
sovereign rating provides a ceiling and is below" A," trades are with local financial entities wbose rating by local standards is considered to be of high 
creditworthiness. 

Meanwhile, with credit risk arising from cash and cash equivalents, Telefonica places its cash surpluses in high quality and highly liquid money
market assets. These placements are regulated by a general framework, revised annually based on the conditions of the market and countries where 
Telefonica operates. The general framework sets: (i) the maximum amounts to be invested by counterparty based on its rating (iong-tenn debt rating); 
(ii) the maximum tenor of the investment; and (iii) the instruments in which the surpluses may he invested. For the parent company, which places the 
bulk of Teleft'mica surpluses, the maximum placement in 2009 was 180 days and the creditworthiness of the counterparties used, measured by their 
debt ratings, remwned above A- and/or AJ by Standard & Poor's and Moody's, respectively_ 

These placements are regulated by a general framework, authorization procedures and homogeneous management practices within Telef6nica, based 
on particular conditions and best international practices obseIVed in the telecom sector, and incorporating this commercial credit risk management 
approach to Telef6nica's decision policy both from a slrategic and operating (in the ordinary course of business) perspective 

Telefonica also considers managing commercial credit risk as crucial to meeting its business and customer base growth targets in a manner that is 
consistent with Telef6nica's risk-management policy 

Therefore, Telefonica's commercial credit risk·management approach is based on continuous monitoring of the risk assumed and the resources 
necessary to manage its various units, in order to optimize the risk·reward relationship in its operations and the assessment, particularly, those clients 
that could cause a material impact on Telefonica's financial condition 

Telefonica's maximum exposure to credit risk is initially represented by the carrying amounts of the assets (see Notes II and 13) and the guarantees 
given by Telef6nica 



Capital management 

Telefonica's corporate finance department, which is in charge of Telefonica's capital management, takes into consideration several factors when 
determining TelefOnica's capital structure, with the aim of ensuring sustainabilily of the business and maximiring the value to shareholders. 

Telefonica monitors its cost of capital with a goal of optimizing its capital stwcture. In order to do this, Telef6nica monitors the financial nuuitets and 
updates to standard indusl!), approaches for calculating weighted average cost of capital, or W ACC "weighted average cost of capital". Telef6nica 
also uses a gearing ratio that enables it to obtain and maintain the desired credit rating over the medium term, and with which Telef6nica can match its 
potential cash flow generation and the alternative uses of this cash flow al all times 

These general principles are refined by other considerations and the application of specific variables, such as country risk in the broadest sense, tax 
efficiency and volatility in cash flow generation, when determining our financial structure 

Derivatins polity 

At December 31, 2009, the nominal value of outstanding derivatives with external counterparties amounted to 131,614 million equivalent,. a 7.3% 
decrease from December 31, 2008 (141,984 million euros equivalent). This figure is inflated by the use in some cases of several levels of deriyatiyes 
applied to the oominal yalue of a single underlying liability. For example, a foreign currency loan can be hedged into floating rate. and then each 
interest rale period cao be fixed using a fixed rate hedge, or FRA (forward rate agreement). Even using such techniques to reduce the position, it is 
still necessary to take extreme care in the use of derivatives to avoid potential problems arising through error or a failure to understand the real 
position and its associated risks. 

Telefonica's derivatives policy emphasizes the following points: 

I) Derivatives based on a clearly identified underlying. 

Acceptable underlyings include profits, revenues and casb flows in either a company's functional currency or another currency. These flows can 
be contractual (debt and interest payments, settlement of foreign currency payables, etc.), reasonably cenain or foreseeable (investment program, 
future debt issues, commercial paper programs, etc.). The acceptability of an underlying asset in the above cases does not depend on whether it 
complies with accounting rules requirements for hedge accounting, as is required in the case of certain intra-group transactions, foc instance. 
Parent company investments in subsidiaries with functional currencies other than the curo also qualifY as acceptable underlying assets. 

Economic hedges, which are hedges with a designated underlying asset and which in certain circumstances offset fluctuations in the underlying 
asset value, do not always meet the requirements aod effectiveness tests laid down by accounting standards for treatment as hedges. The decimon 
to maintain positions that cease to qualify as effective or fail to meet other requirements will depend on the mlU"ginai impact on the income 
statement and how far this might compromise the goal of a stable income statement. In any event, the variations are recognized in the income 
statement. 

2) Matching of the underlying to one side of the derivative. 

This matching basically applies to foreign currency debt and derivatives hedging foreign currency payments by Telef6nica's subsidiaries. The aim 
is to eliminate the risk arising from changes in foreign currency interest rates. Nonetheless, even when the aim is to achieve perfect hedging for 
all cash flows, the lack of liquidity in certain markets, especially in Latin American currencies, has meant that historically there baye been 
mismatches between tbe tenns of the hedges and those of the debts they are meant to 
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hedge. Telefonica intends to reduce these mismatches, provided that doing so does not involve disproportion ale costs. In this regard, if adjustment 
does prove too costly, the financial liming of the underlying asset in foreign currency will be modified in order to minimize interest rate risk in 
foreign currency. 

In certain cases, !he timing of the underlying as defined for derivative purposes may not be exactly !he same as !he timing of the contractual 
underlying 

3) Matching the company contracting the derivative and the company that owns the underlying. 

Generally, the aim is to ensure !hat the hedging derivative and the hedged asset or liability belong to the same company. Sometimes, however, the 
holding companies (Telefonica, SA. and Telefonica Internacional, S,A.) have arranged hedges on behalf of a subsidiary that owns the underlying 
asset. The main reasons for separating the hedge and the underlying asset were possible differences in the legal validity of local and inlernational 
hedges (as a result of unforeseen legal changes) and the different credit ratings of the counterparties (whether Telefonica group companies or the 
banks) 

4) Ability to measure the derivative's fair value using the valuation systems available to us. 

Telefonica uses a number of tools to measure and manage risks in derivatives and debt The main ones are Kondor+, licensed by Reuters, which is 
widely used by financial institutions, and MBRM specialist financial calculator libraries 

S) Sale of options only when !here is an underlying exposure. 

Telefonica considers the sale of options when: i) there is an underlying exposure (on the consolidated statement of financial position or associated 
with a highly probable cash outflow) that would offset the potential loss for the year if the counterparty exercised the option, or ii) the option is 
part of a Slructure in which another derivative offsets any loss. The sale of options is also pennitled in option structures where, at the moment they 
are taken out, the net premium is either positive or zero. 

For instance, it would be possible to sell short-tenn options on interest rate swaps that entitle the counterparty to receive a certain fixed interest 
rate, below the level prevailing at the time the option was sold. This would mean that if rates fell and the counterparty exercised its option, we 
would swap part of our debt from floating rale to a lower fixed rate, having received a premium. 

6) Hedge accounting 

The main risks that may quality for hedge accounting are as follows' 

Variations in market interest rates (either money-market rales, credit spreads or both) that affect the value of the underlying asset or the 
measurement of the cash flows; 

Variations in exchange rates that change the value of the underlying asset in the company's functional currency and affect the 
measurement of the cash flow in the functional currency; 

Variations in the volatility of any financial variable, asset or liability that affect either the valuation or the measurement of cash flows on 
debt or investments with embedded options, whether or not these optiOfls are separable; and 

Variations in !he valuation of any financial asset, particularly shares of companies included in the portfolio of "Available-for-sale 
financial assets". 

F-66 



T~bkorConluts 

7i/ejiinicn 
Regarding the underlying' 

Hedges can cover alt or part of the value of the underlying; 

The risk to be hedged can be for the whole period of the transaction or for only part of the period; and 

The underlying may be a highly probable future transaction, or a contractual underlying (loan, foreign currency payment, invesbnent, 
finaneial asset, etc.) or a combination of both that defines an underlying with a longer term. 

This may on occasion mean that the hedging instruments have longer terms than the related contractual underlying. This happens when we enter 
into long-term swaps, caps or collars to protect ourselves against interest rate rises that may raise the financial expense of our promissory notes, 
commercial paper and some floating rate loans which mature earlier than their hedges. These floating rate financing programs an:: highly likely to 
be renewed and Telef6nica commits to this by defining the underlying asset in a more general way as a floating rate financing program whose 
term coincides with the maturity of the hedge. 

Hedges can be of three types' 

Fair value hedges 

Cash flow hedges. Such hedges can be set at any value of the risk to be hedged (interest rates, exchange rates, etc.) or for a defined range 
(interest rates between 2% and 4%, above 4%, etc.). In this last case, the hedging instrument used is options and only the intrinsic value 
of the option is recognized as an effective hedge. Changes in the time value of options are recognized in the income statement. To 
prevent excessive swings in the income statement from changes in time value, the hedging ratio (amount of options for hedging relative 
to the amount of options not treated as hedges) is assigned dynamically, as permitted by the standard. 

Hedges of net investment in consolidated foreign subsidiaries. Generally such hedges are arranged by the parent company and the other 
Telef6nica's holding companies. Wherever possible, these hedges are implemented through real debt in foreign currency. Often, 
however, this is not always possible as many Latin American currencies are non-convertible, making it impossible for non-resident 
companies to issue local currency debt. It may also be that the debt market in the currency concerned is too thin to accommodate the 
required hedge (for example, the Czech crown and pounds sterling), or that an acquisition is made in cash with no need for market 
finance. In these circumstances derivatives, either forwards or cross-currency swaps are used to hedge the net investment. 

Hedges can comprise a combination of different derivatives. 

Management of accounting hedges is not static, and !he hedging relationship may change before maturity Hedging relationships may change to 
allow appropriate management that serves our stated principles of stabilizing cash flows, stabilizing net financial income/expense and protecting 
our share capital. The designation of hedges may !herefore be cancelled, before maturity, because of a change in the underlying, a change in 
perceived risk on the underlying or a change in market view. Derivatives included in these hedges may be reassigned to new hedges where they 
meet !he effectiveness test and the new hedge is well documented. To gauge the efficiency of transactions defined as accounting hedges, we 
analyze the extent to which the changes in the fair value or in the cash nows attributable to the hedged item would offset the changes in fair value 
or cash nows attributable to the hedged risk using a linear regression model. 
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The main guiding principles for risk management are laid down by Telefonica's Finance Department and implemented by company chief 
finandal officer (who is responsible for balancing the interests of each company and those of Telefonica as a whole)_ The Corporate Finance 
Department may allow exceptions to this policy where these can be justified, nonnally when the market is too thin for the volume of transactions 
required or on clearly limited and small risks_ New companies joining us as a result of mergers or acquisitions may also need time to adapt 

The breakdown of the financial results recognized in 2009, 2008 and 2001 is as follows: 

The breakdown ofTelefonica's derivatives at December 31, 2009, their fair value at year-end and the expected maturity schedule is as set forth in 
the table below: 
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The breakdown of Telefonica's derivatives at December 31, 2008, their fair value at year-end and the expected maturity schedule is as sel for1h in the 
table below: 

Fainalge; at 
11/31/(18(00) 

(0) FGr interest rnte bedges. the posil .... e amolUll is ,n IeJIIIS offixed "paymenL" 
For exchange rnIe bedlll's, a positi\'e amounI mean< payment in functionol \"S. foreign currer.:y. 

(00) Pmim1: amounts indicate payable. 

A list of derivative products entered into at December 31, 2009 and 2008 is provided in Appendix 1Il 

17) INCOME TAX MAITERS 

Consolidated tax group 

Pursuant to a Ministerial Order dated December 27, 1989, sinee 1990 Telefonica, S.A. has filed consolidated tax returns for certain Group companies 
The consolidated lax group comprised 40 companies in 2009 (39 in 2008) 

Modification of tax rates 

In 2009 and 2008, the impact of changes in the tax rales applicable 10 the income statements of the main Telefonica Group companies was not 
material. 

Deferred tax 

The movements in deferred taxes in 2009 and 2008 are as follows: 

Tr.msfers 
;. ,,:.N.;t~.#i,~t4;"; ;;.;00" 

Colt'lJl'lIl}' mo· .. ements and oilers 
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Tn credits ror loss carryrorward, 

The tax loss carryrorwards in Spain at December 31,2009 at the main Group companies amounted to 3,968 million euros (3,643 million euros ror 
companies belonging to the tax group). 

The statement or financial posilion at December 31, 2009 includes a 500 million euro deferred tax asset corresponding to 1,666 million euros ortax 
loss carryforwards in Spain 

The 2002 tax return included a negative adjustment for 2,137 million euros rrom TelerQnica M6viles, S.A. (now Telefonica, S.A.) arising through the 
transfer of certain holdings of Group companies acquired in previous years, which was questioned by the Spanish tax authorities. The challenging of 
this adjustment in the tax audit has not affected the consolidated financial statements as in accordance with past rolings by the tax authorities, which 
differed from the interpretation put forward by the Company, the Company decided then not 10 capitalize it. 

In relalion to the sale by Terra Networks, S.A. (now Telefonica, S.A.) of its stake in Lycos Inc. in 2004, the Company has begun procedures to 
recognize a higher tax loss of up 10 7,41g million curos because of measuring as acquisition value for tax purposes, the market value of Lycos Inc. 
shares received, rather than their carrying amount, in conformity with Article 159 of the Spanish Corporation Law. No effect on the consolidated 
financial statements has been considered unlil the Company receives a definilive ruling on this procedure 

The 02 Germany group has tax credits and deductible temporary differences incurred in prior years amounting to 8,517 million euros, of which 426 
million euros have been recognized as deferred tax assets in line wilh the prospects of generaling future taxable earnings. These losses were generated 
by 02 Germany and the rest of the Germany subsidiaries of the Telefonica Group prior to the acquisilion of the 02 Group. These tax credits do not 
expire. 

Unused tax credits recognized in the consolidated statement of financial position al the Latin American subsidiaries at December 31, 2009 amounted 
to 461 million euros. 

Deductions 

In the consolidated statement of financial position at December 31, 2009, the Group had recognized 252 million euros of unused tax credits, mainly 
export activity tax credits. 
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Ttmporary differences 

Temporary differences are generated as a result of the difference between tax bases orthe assets and liabilities and their respective carrying amoonls 
Deductible temporary differences, tax deductions and credits and tax loss canyforwards give rise to deferred tax assets on the consolidated statement 
of financial position, whereas taxable temporary differences in tax bases give rise to deferred tax liabilities. The sources of deferred tax assets and 
liabilities from temporary differences recognized at December 31, 2009 and 2008 are as follows: 

Tax payables and frceivables 

Current tax payables and receivables at December 31,2009 and 2008 are as follows: 

Tou! 

TU Tffd,·~blu: 
~~:(. 

Tou! 

Reconciliation of book profit before taus to taxable income 

MUoQol __ 
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""' ... 

2,166 

.... lOUaf 

'''' ... 

.... lOUaf 

"" ... 

The reconciliation between accounting profit and the income tax expense for 2009, 2008 and 2007 is as follows: 
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PennaneJl( differences arise mainly from events thai produce taxable income not recognized in the consolidated income statement 

As described in Note 2.b), in December 2009, the European Commission released its decision regarding the investigation involving the Kingdom of 
Spain on the potential consideration of the deduction for tal( amortization of the financial goodwill arising on certain foreign shareholding acquisitions 
as government aid under the provisions of anicle 12.5 of the revised Spanish Income Tax Law ("TRLIS"), deeming the deduction to be state aid. This 
decision does DOl affect invesbnents made before December 21, 2007 (see Note 2). As a result of lhis decision, income tax in the Telefonica Group's 
consolidated income statement for the year ended December 31, 2009 is 591 million euros lower due to the reversal of this liability, included in 
"PelDlanent differences" for 2009 in the preceding table 

In 2007, tbe Company recognized a tax credit arising from the recognition of a higher tax loss carryforward amounting to 2,812 million euros 
geneillted on the disposal of the stake in Endemol Investment Holding, B.V. as a difference between the tax and carrying amount of tbe Endemol 
shares at the time of disposal. The positive impact recognized in "Income tax expense" in the consolidated income statement for the year amounted to 
914 million euros, presented in the preceding table under "PelDlanent differences" for 2007, Also included under "PelDlanent differences" for 2007 
are the accounting gain on this disposal, of 1,368 million euros, and the ac(:Ounting gain on the disposal of Airwave for 1,296 million euros 

On September 25, 2002, tax inspections commenced at several companies included in tax group 24/90, of which Telef6nica is the parent company. 
The taxes inspected were corporate income tax (for the years from 1998 to 2(00) and VAT, tax withholdings and payments relating to personal 
income tax, tax on investment income, property tax and nonresident income tax. (1998 to 2001) 

The tax assessments related to this review, which included settlement agreements and imposed fines on Telef6nica, were signed by the company in 
disagreement in October 2004 and July 2005. The total amount of these assessments was 140 euros. The final outcome of these assessments is not 
expected give rise to material additional liabilities on the Telef6nica Group consolidated financial statements. 

In April 2007, Te1ef6nica, S.A. filed an administrative appeal before tbe National Court of Justice. The company also requested that the execution of 
the settlements and penalties appealed be suspended by providing the appropriate guarantees 

Telef6nica presented in writing its conclusions on September 1,2008. 

On February 22, 2010, Telef6nica received the notification of the ruling by the National couru dated February 4, 2010, in which it partially accepted 
the Company's allegations. 
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Telefonica is assessing the impacts, both posiLive and negative, of this ruling, and as it may appeal for an overturn in the Supreme Court, it does not 
expect this to give rise additional materialliabiliLies 

A new tax inspection commenced in lune 2006 and concluded in July 200g. The taxes subject to review were corporate income tax for the years 2001 
to 2004, VAT, lax with holdings and payments on accouut in respecl of personal income tax, tax on investment income, property tax and non-resident 
income lax for the years 2002 to 2004 

In addition 10 the above, the Company has proposed additional adjustments to the tax amounts considered by Teleflmica M6v:iles. S.A.U. in 2002 (of 
2,137 million euros), of approximately 346 million euros. As a result, the inspection resolved the controversy with a new settlement of said tax. which 
was not accepted by Telefonica for the same reasons put forward before the Central Administrative Economic Court, wbicb on September 10,2009 
ruled against the interests of the Company. 

Telefonica filed an administraLive appeal before the NaLional Court of Justice against this resolution ofSepternber 10, 2009. 

The assessment of this case has not uncovered the need to recognize additional liabilities in the TelefOnica Group's consolidated financial statements. 

No materialliabiliLies arose as a result of the inspection of the other items and financial years reviewed, and the Company has not IIId will not file Illy 
appeal. 

Meanwhile, after the related inspections, four tax assessments were raised by the State Treasury of Sao Paulo against TdecomuniCll\XleS de Sio Paulo, 
SA. -Telesp ("Telesp") in relaLion to the Merchandise Circulation Tax (ICMS) -similar to the VAT levied on telecommunications SCJVices- for 
different periods between 2001 and 2007. The aggregate amount of the assessments is approximately 413 million eures. 

After deciding on the actions to take against the Sao Paolo tax authorities, the Company lost one of the suits in administrative proceedings and is 
awaiting a dedsion in first instance in the court proceedings, while the other three in the s«ond instance of administrative proceedings. 

The company believes the arguments presented could reasonably lead to favorabl.e rulings by the pertinentjudidal bodies 

The years open for review by the tax inspection authorities for the main applicable taxes vary from one consolidated company to another, based on 
each country's tax legislation, taking into account their respecLive statute-of-limitations periods. In SpaiD, as a result of the tax audit completed in 
2008, the main companies of the tax group are open to inspection for all years from 2005. 

In the other countries in wbich the Telefonica Group bas a significant presence, the years open for inspection by the relevant authorities are generally 
as follows 

The last five years in ArgenLina, Brazil, Mexico, Colombia, Venezuela and the Netberlands 

The last four years in Ecuador, Nicaragua and Peru. 

The lasl three years in Chile, El Salvador, the US and Panama 

The last two years in Uruguay. 

In Europe, 02 Group has the last three years open to inspet:tion in the UK, the last five in Germany and the last two in the Czech Republic. 

F-73 

i 
\ 

.1 , 

\ 
\ 



Table orCoateall 

7ilefiJnlaJ 

The tax audit of the open years is not expected to give rise to additional material liabilities for the Group 

(18) DISCONTINUED OPERATIONS 

None of the Group's principal operations were discontinued in 2009, 2008 or 2007 

(19) REVENUE AND EXPENSES 

Revenue from operations: 

The breakdown ofhRevenue from operations" is as follows 

l'tlillioosllf .... ros 

Other income 

The breakdown ofuOlher income" is as follows: 

','OO':S.2;49S':' ;;. 
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hGain on disposal of assets" in 2009 includes the gain of 220 million euros obtained on the sale ofMedi Telecom, S.A. In 2008, this heading mainly 
included the gain of 143 million euros on the sale'of the stake in Sogecable, S.A. (see Nole 13) and in 2007, mainly Ihe gains of the holdings in 
Airwave 02, Ltd. and Endemollnvcstment Holding, BV. for 1,296 million and 1,368 million euros, respectively 

Also included are gains on the disposal of properties in line wilh the Telef6niea Group's real estate efficiency plan via the selective sale of properties 
in Spain and the Czech Republic, which amounted to 47, 104 and 161 million eufOS in 2009, 2008 and 2007, respectively. 

Other upenses 

The breakdown of "Other expenses" in 2009, 2008 and 2007 is as follows: 

Total U,181 
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Estimated schedule 

The estimated payment schedule for the next few years on operating leases and acquisition commitments is as follows: 

12fJlI09 T .... 
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The main finance lease transactions arc described in Note 22 

Headcnunt and employee benefits 

a) Number of employees 
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The table below presents the breakdown of the Telef6nica Group's average number of employees in 2009, 2008 and 2007, together with lotal 
head count at December 31 each year. The employees shown for each subgroup include the Telef6nica Group companies with similu activities in 
accordance with segment reporting 

The number of employees shown in the table above corresponds to the consolidated companies. It is worth highlighting the lafBC number of 
employees at the various companies of the Atento Group performing contact center activities, whose average and year-end headeount for 2009 were 
129,885 and 132,256, respectively. 

Of the final headeount at December 31, 2009, approximately 51.8% are women (50.8% at Dl:(;ember 31, 2008). 

b) Employee benefits 

The Telef6nica Group has arranged a defined-contribution pension plan for its employees in Spain. Under this plan. the company makes contributions 
of 4.51% of the regular base salary (6.87% for employees of Telef6nica de Espana., S.A.U. whose hiring date was prior to June 30, 1992). 'This is in 
addition to a 2.21% compulsory contribution by each participant. This plan is entirely externalized in outside funds. 

At December 31, 2009, a total of 52,912 Group employees were covered by the pension plans managed by the subsidiary Fonditel Entidad Gestura de 
Fondos de Pensiones, S.A. (54,819 and 57,675 at December 31, 2008 and 2007, respectively). The conlributions made by the various companies in 
2009 amounted to 97 million euros (98 and 9S million etJros in 2008 and 2007, respectively) 

Furthennore, in 2006, the Group approved a Pension Plan for Senior Execulives, wholly funded by the oompany, which complements the previous 
plan This plan envisages annual defined conlributions equivalent to specific percentages oflhe executives' fixed remuneration, in aeeordancc with 
their professional category, and extraordinary conlribl.ltions in accordance with the circumstances of each executive, payable in line with the 
conditions of said Plan. No provision was made for this plan as it has been fully externalized. 
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Depreciation and amortization 

The breakdown of "Depreciation and amortization" on the consolidated income statement is as follows: 

Miltions~wros , .. "., 

~'gfi.&:i!i;~~~j) D, ~::~L;";;",;:-, i--;:i~ it?~i~~~~ilL O:°Y1 ",co }ijJ1(t~1n~lfj~lr?/~ 
2)43 2,939 

- "----9,11.J6'y' ,;~::-:;: ~};;-~>c;-; 

Earnings per share 

Basic clllTlings per share amounls are ca1culaled by dividing nel profit for the year attributable to ordinary equily holders of the parenl by the weighted 
average number of ordinary shares outstanding during the year. 

Dilutcd earnings per share amounts are calculated by dividing net profit for !he year attributable to ordinary equity holders of the parenl (adjusted for 
any dilulive effects inherent in converting potential ordinary shares issued) by the weighted average numher of ordinary shares outstanding during the 
year plus the weighted average number of ordinary shares that would be issued on the conversion of all the dilulive pOlential ordinary shares into 
ordinary shares. 

Both basic and diluted earnings per share attributable 10 equity holders of the parent are calculated based on the following data' 

,-,;' -

The denominators used in the calculation of both basic and diluted earnings per share have been adjusted to reflect any transactions that chsnged the 
number of shares outstanding without a corresponding change in equity as if they had taken place at the start of the first period under consideration 

Tbere have been no transactions involving existing or potential ordinary shares between the end of the year and the date of preparation of the 
consolidated financial statements 

F-76 



Table or CO.leats 

7ilefiiniuJ 

Basic and diluted earnings per share attributable 10 equity holders oflhe parent broken down by continuing and discontinued operations are as follows: 

eo.IiDDing operations 
Figurn In ttl rot ,." 

T .... ... - "'" Ti'ij'JL 1<:" ':~ :'1;;: ~;;tWl;~i ~1~!*:.mj] ?A~7 , ' • ,( 

Diluted earnings per share 1.71 I 1.63 1.87 - I 1.71 1.63 1.17 

(20) SHARE·BASED PAYMENT PLANS 

At year-end 2009, 2008 and 2007, the Telefonica Group had the following shared-based payment plans linked to the share price of Telefbnica, S.A 
The main plans in force at the end of2009 are as follows: 

a) Trlefonica, S.A. share plln: "Performauce Sbare Plan" 

At the General Shareholders' Meeting of Teleronica, SA. on Iune 21,2006, its sharebdders approved the introduction li' a loog-term incentive 
plan for managers and senior executives of Telef6nica, S.A. and other Telef6nica Group companies. Under this plan, selected participants who 
met the qualifying requirements were given a certain number ofTelef6nica, S.A. shares as a form of variable compensation. 

The plan was initially intended to last seven years_ It is divided into five phases, each three years long, beginning on July 1 (the "Start Date") and 
ending on June 30 three years later (the "End Date"). At the slart of each phase the number of shares 10 be awarded to Plan beneficiaries is 
determincd based on Iheir success in meeting targets set. The shares are delivered, assuming targets are met, at the End Date of each phase_ Each 
phase is independent from the others. The first started on July I, 2006 (with shares delivered on luly 1.2009) and the fifth phase begins on July I, 
2010 (wilh any shares to be delivered fmm July I, 2013) 

Award of the shares is subject to a number of conditions' 

The beneficiary must contiuue to work for the company throughout the three years oftbe phase, subjed to certain special conditions related 
to departures. 

The actual number of shares awarded at the end of each phase will depend on success in meeting targets and the maximum number of shares 
assigned to each executive. Success is measured by comparing the Total Sbareholder Return eTSR"), which includes both share price and 
dividends offered by Telef6nica shares, with the TSRs offered by a basket of listed telecoms companies that comprise the comparison group. 
Each employee who is a member of the plan is assigned at the start of each phase a maximum number of shares. The actual number of shares 
awarded at the end of the phase is calculated by multiplying this maximum number by a percentage reflecting their SUC<:eSS at the date in 
questioo. This will be 100% iflhe TSR of Telef6nica is equal to or better than thai of the third quartile of the CompariSOD Group and 30% if 
Telef6nica's TSR is in line with the average. The percentage rises linearly for all points between these two benchmarks. If the TSR is below 
average no shares are awarded 

June 30, 2009 marked the end of the first phase Oflhis plan. which entailed the following maximum number of shares allocated: 

No.of •• arr:s 

6.530.615 6.41 J""" 30. 2009 
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With the maturity of the plan, in July 2009 a total of 3,309,968 shares (corresponding to a lotal of 4,533,393 gross shares less a withholding of 
1,224,610 shares prior to delivery) were delivered to Telefonica Group directors included in the first phase. The shares delivered were deduced from 
the Company's treasury shares in 2009 

All the shares included in the first phase of the plan were hedged with a derivative instrument acquired in 2006. The cost of this instrument was 46 
million euros, which in unit terms is 6.43 euros per share. At June 30, 2009, the bank with which the financial instrument was entered into delivered to 
Telefonica, S.A. the own shares contracted. These were accounted for as treasury shares. 

The maximum number of the shares issuable in each of the three outstanding phases at December 31, 2009 is as follows: 

This plan is equity-senled via the delivery of shares to the participants. Accordingly, a balancing entry for the 43, 38 and 23 million euros of employee 
benefits expenses recorded in 2009, 2008 and 2007 was made in equity 

For the sole purpose of ensuring the shares necessary at Ihe end of the phase begun in 2008 (the third pbase of the plan), Telef6nica, S.A. purchased an 
instrument from a financial institution that will deliver to Telef6nica, at the end of the phase, a total of 2,500,000 shares, part of the shares necessary 
to senle the phase. This instrument is indexed to the success of the plan; i.e. the instrument has the features as tbe plan. The cost of the financial 
instrument was 25 million euros, equivalent to 9.96 euros per option (see Note 16). 

For the fourth phase of the Plan, Telef6nica, S.A. has acquired an instrument from a financial institution with the same features of the plan, whereby at 
the end of the phase, Telef6nica will obtain part of the shares necessary to settle the phase (4,000,000 shares). The cost of the financial instrument was 
34 million euros, equivalent to 8.41 euros per option (see Note 16). 

b) T .. I .. fonin, S.A. sbare option plan targeted at Teleronica Europe employees: "Performance Cuh Plan" "Perrormance Share Plan" 

In addition to the Performance Share Plan, another plan called the Perfonnance Cash Plan, operating under the same conditions as the 
Performance Share Plan is targeted at employees of the Europe segment. This plan entails delivery to this segment's executives of a specific 
number of tbeoretical options in Telefonic.a, S.A. which, in the event, would be cash-settled at the end of each phase via a payment equivalent 
to the market value orthe shares on settlement date up to a maximum of three times the notional value of the shares at the delivery date 

The value of the theoretical options is established as the average share price in the 30 days immediately prior to the start of each phase, except 
for the first phase, where the average share price during the 30 days immediately prior to May 11, 2006 (12.83 euros) was taken as tbe 
reference 

The estimated duration of this plan is also 7 years, with 5 phases, each of 3 years, commencing on July I of each year, starting in 2006. 
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Like the Telefimica, S.A. Perfoonance Share Plan, the performance rate for setting payments is measured based on the TSR on TelefOnica 
shan:s with respect to the comparison group's TSRs, in line with the following criteria: 

Below average 
Average 
Equal to Of higher than the third quartile 

0% 
30% 

100% 

The number of options assigned at December 31, 2009 was 412,869. 

The fair value at December 31, 2009 of the options delivered in each phase in force at that time was 19.55 eurO.'l per option 

This value is calculated by taking the Telefonica share price and including the emmated TSR and is updated at each year end. 

(21) OTHER INFORMATION 

a) Litigation and arhitral;on 

Telefonica and its group companies are party to several lawsuits or proceedings that are currently in progress in the law courts and administrative and 
arbitration bodies of the various countries in which the Telefoniea Group is present. 

Considering the reports of the Company's legal advisors regarding these proceedings, it is reasonable to assume that this litigation or cases will not 
materially affect the financial position or solvency ofTeleflmica Group, regardless oflhe outcome. 

Among unresolved cases or those underway in 2009 (see Note 17 for details ofu,,-related cases), we would highlight the following: 

1. Contentwus prouedings in connection with the merger behl'een Terra Netwo'*s, S.A. ami Tekfollka 

On September 26, 2006, Telef611ica was 1I0tified of the claim filed by former shareholders of Terra Networks, S.A. (Campoaguas, S.L., Panabeni, S.L. 
and others) alleging breach of contract in respect of the teons and conditions set forth in the Prospectus of the Iriitial Public Offering of shares of Terra 
Networks, S.A. dated October 29, 1999. This claim was rejected via ruling issued on September 21,2009, and the appellants charged for the court 
costs. This ruling was appealed on December 4, 2009. 
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Z. Claim before the Center for Settlement of Investment Disputes (lCSID) againstlhe Argentine Govonment 

As a result of the enactment by thl) Argentine Government of Public Emergency and Exchange Rules Refonn Law 25561, of January 6, 2002, 
Tclefonica considered that the tenns and conditions of the Share Transfer Agreement approved by Decree 2332190 and the Pricing Agreement ratified 
by Decrl'C 2585191, both of which were executed by the Company with the Argentine government, had been affected appreciably, since the Law 
rendered ineffective any dollar or other foreign currency adjustment clauses, or indexation clauses based on price indexes of other countries, or any 
other indexation mecltanism in contracts with the public authorities. The law also required that prices and rates derived from such clauses be 
denominated in pesos at an exchange rate of one Argentine peso to one US dollar. 

Accordingly, since negotiations with the Argentine Government were unsuccessful, on May 14,2003, TclefOnica filed a request for arbitration with 
the International Center for Settlement of Investment Disputes (ICSID) pursuant to the Agreement for the Promotion and Reciprocal Protection of 
Investments between the Argentine Republic and the Kingdom of Spain. On December 6, 2004, TelefOnica filed the "Memorial" or claim wilh the 
ICSID, as well as the initial testimonies supporting the claim 

On Febroary 15,2006, Telefonica Argentina signed a memorandum of understanding with the Argentine government as a prerequisite to reaching an 
agreement to renegotiate the Imnsfer contract pursuant to the provisions of Article 9 of Law 25561. Among other issues, the memorandum of 
understanding envisaged the suspension for a certain period of all claims, appeals and demands planned or underway, based on events or measures 
taken as a result of emergency situation established by Law No. 25561 with regard to the Transfer Agreement and the license granted to TelefOnica 
Argentina 

On August 21, 2009, after successive extensions of the period of suspension included in the memorandum of understanding, Telefonica and the 
Argentine Government agreed to consider this arbitration proceeding concluded. As a result, both parties requested the ICSID Court to file the 
proceeding, which the court agreed to OIl September 24, 2009. 

J. Appealfor judicial rn'iew of the Spanish Competition Court (TDC) ruling of Aprill, Z004. 

On April I, 2004, the IDC ruled thai Telefbnica de Espana had engaged in unfair trade practices prohibited under Article 6 of Antilrost Law 16/1989. 
dated July 17, and Article 82 of the EC Treaty, consisting in the abuse of a dominant market position, by conditioning the provision of certain services 
10 the non-existence ofpredialing arrangements with rival operators and ronning disloyal advertising campaigns. It imposed a fine of 57 million euros. 

TelefOnica de Espana filed an appeal for judicial review of this decision. On January 31, 2007, the National Appellate Court roled in favor of the 
appeal, thereby overturning the IDC's roling. The State attorney filed an appeal to overturn the Supreme Court roling on January 15, 2008, which 
Telefonica contested in luly of2008. This Court has set April 6, 2010 as the judgment date. 

4. Cancellation oflhe U/lfTS license granted to Quam G/lfBH in German}'. 

In December 2004, the German Telecommunications Market Regulator revoked the UMTS license granted in 2000 to Quam GmbH, in which 
Telefbnica has a stake. After obtaining a suspension of the revocation order, on January 16, 2006, Quam GmbH filed a suit against the order with the 
German courts. This claim sought two objectives· I) 10 overturn the revocation order issued by the German Telecommunications Market Regulator, 
and 2) if this failed, 10 be reimbursed for the total or partial payment of the original amount paid forthe license; I.e. 8.4 million euros 
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This claim was rejected by the Cologne Administrative Court. Quam GmbH appealed the decision before the Supreme Administrative Court of North 
Rhine-Westphalia, which also rejected its appeal. 

Finally, Quam GmbH filed a new claim in third instance before the Federal Supreme court for Administrative Cases, which was not admitted for 
processing. Quam GmbH appealed this decision on August 14, 2009, and is currently awaiting another decision by this court. 

5. Appeal against the Europeon Commission rufing of July 4, 1007 against Te/ef6nica de Espafia', broadlJandpricing poliq. 

011 July 9, 2007, Te1ef6nica was notified of the decision issued by the European Commission imposing a fine of approximately 152 millioo curos for 
breach of Article 82 ofEC Treaty rules by charging unfair prices between whole and retail broadband access services. The ruling charged Telef6nica 
with applying a margin squeeze between the prices it charged competitors to provide regional and national wholesale broadband services and its retail 
broadband prices using ADSL technology between September 2001 and December 2006. 

On September 10, 2007, Te1ef6nica and Telef6nica de Espaiia filed an appeal to overturn the decision before the Court of First InstaJlce of the 
European Communities. The Kingdom of Spain, as an interested party, also lodged an appeal to overturn the decision. Meanwhile, France Teleoom 
and the Spanish Association of Bank Users (AUSBANC) filed requests to intervene, to which Telefonica has submitted its comments. 

6. Claim again5tthe tlecision by Agenda Nadonal tie Te/econumicaroe5 (ANATEL) regarding the inclusWIl ojintuconllectWll (Utd ndwork 
usage revenues in the Fundo tie UniversaJiV1fiio de Sen-iff'S tie TelecomunicarOa (FUSl1. 

Brasilcel, N.V. (VIVO) Group operators, together with other Bra"ilian wireless operators, appealed ANATEL's decision of December 16, 2005, to 
include interconnection and network usage revenues and expenses in the calculation of the amounts payable into the Fund for Universal Access to 
Telecommunications Services (Fundo de UIlil-ersaJi;:a¢o de Sen'ifQS de TelecornuniCOf&s or FUST for its initials in Portuguese) ~a fund to pay for 
the obligations to provide universal service- with retroactive application from 2000. On March 13,2006, thl,l Brasilia Fedmll Regional Court granted 
the injunction rcquested by the appellants, preventing ANA TEL's decision from being applied. On March 6, 2007, a ruling in favor of the wireless 
operators was issued, stating that it was not appropriate to inelude the revenues received from other operaton; in the taxllble income fOl" the FUST's 
calculation and rejecting the retroactive application of ANATEL's decision. ANA TEL filed an appeal to overturn this decision with Brasilia Regional 
Federal Court no. I. This appeal is pending resolution 

At the same time, Telesp and Telef6nica Empresas, S.A., together with other wireline operators through ABRAFIX (As.rocias;OO Brasileira de 
COllceSS/OnOrias de Sen-if a Telefollico Fixo Cornll/ado) appealed ANATEL's decision of December 16, 2005, also obtaining injunctions. On June 21, 
2007, Federal Regional Court no. I ruled that it was not appropriate 10 inelude the interconnection and network usage revenues and expense in the 
FUST's taxable income and rejected the retroactive application of ANATEL's decision. ANATEL filed an appeal to overturn this ruling on April 29, 
200R before Brasilia Federal Regional Court no. 1 
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7. Proceeding before the Prague Distriel Court against the rlliing of the Czech Telecommunications Office dated December 22, 2003. 

On December 22, 2003, the Czech Telecommunications Office issued a ruling that required Cesky Telecom, a.s. (now Telefonica 02 Czech Republic, 
a,s,) to pay T-Mobile Czech Republic, a.s. (T-mobile) an amount of approximately 898 million Czech crowns (approximately 26.4 million euros) in 
interconnection fees (call tennination) for the period from January to November 2001 

Although the administrative procedure filed by Telefonica 02 Czech Republic, a.s. (Telefonica 02 Czech Republic) against this resolution had yet to 
be resolved, in 2007 T·Mobile asked Prague District Court no_ 3 to execute the ruling, entailing an amount of approximately 1,859 million Czech 
crowns (approximately 51.3 million euros) of principal and interest The Court accepted the petition and on May 23, 2007 issued a lUling to initiate 
the execution against any asset ofTelefOnica 02 Czech Republic, whose inadmissibility it had requested. 

Telefonica 02 Czech Republic paid approximately 2,023 million Czech crowns (approximately 82 million euros) to prevent a potential order of 
execution and to remove the preventive embargo on its assets. Nonetheless, the procedure continued in the courts. In April 2009, an agreement was 
reached between T-Mobile and TelefOnica 02 Czech Republic that ended the procedure, whereby T-Mobile returned approximately 1,053 million 
Czech crowns (approximately 40 million euros) 10 TelefOnica 02 Czech Republic. 

8. Public civil procedure by the Sao Paulo government againfl Telesp for alleged reiterated malfunctioning in the services provided by Telesp 
compensation for damages to the cllstomers affeeled. 

This proceeding was filed by the Public Ministry of the State of Sao Paulo for alleged reiterated malfunctioning in the services provided by Telesp, 
seeking compensation for damages to the customers affected. A general claim is filed by the Public Ministry of the State of Sao Paulo, for 1,000 
mi11ion Brazilian reais, calculated on the company's revenue base over the last five years. A potential charge of responsibility for compensation by 
Telesp would be carried out through the settlement and executing of the ruling at the request of individual consumers. It is impossible to quantify the 
amount of this lawsuit at present 

This proceeding was suspended via resolution dated November 5, 2009, for a period of 90 days, to assess the proposed agreement being negotiated 
between the parties_ As no agreement was reached, the suspension was lifted and the procedure remains in the courts 

Commitments 

Agreements with Portugal Telecom (Bra~/). 

In accordance with the agreements signed between the Telefonica Group and the Portugal Telecom Group governing their 50150 joint venture, 
Brasi1cel, N.V" which groups together their cellular businesses in Brazil, the Portugal Telecom Group is entitled to sell to Telef6nica, S.A., which is 
obliged to buy, its holding in Brasilcel, N.V. should there be a change in control at Telefonica or at any of its subsidiaries that hold a direct or indirect 
ownership interest in Brasilcel, NV. 

Similarly, Telef6nica is entitled to sell to the Portugal Telecom Group, which is obliged to buy, its holding in Brasilcel, N.V. if there is a change of 
control at Portugal Telecom, SGPS, S,A., at PT Moveis, SGPS, S.A or at any of their subsidiaries that hold a direct or indirect ownership interest in 
Brasilcel, N.V 



The price in both cases will be determined on the basis of an independent appraisal (under the terms provided for in the definitive agreements) 
performed by investment banks, selected using the procedure established in these agreements. The related payment could be made, at the choice of the 
group exercising the put option, in cash or in shares of the wireless telephony operators contributed by the related party, making up the difference, if 
any, in cash. 

Telefonica intl!rnucional, S.A.U. as strategic purtner of Colombia Tt!iecolllllnieueiones, S.A. ESP. 

Pursuant to the terms of the Framework Investment Agreement signed on April 18, 2006 between Telefonica Internacional, S.A.U., the Colombian 
Government and Colombia Telecomunicaciones, S.A. ESP, shareholders of Colombia Telecomunicaciones, S.A. ESP may offer, from April 28, 2006, 
at any time and in a single package, all the shares they hold in Colombia Telecomunicaciones, S.A. ESP to Telefonica lntemacional, S.A.U., who shall 
be obliged to acquire them, directly and via one of its subsidiaries. The sale/purchase price of each share will be determined based on the valuation of 
each share olTered in sale by an independent investment bank designated by agreement between the two parties 

Guarantees prOl'idedfor Ipse 2000 (Italy). 

At Det:ember 31, 2009, the TelefOnica Group had provided guarantees for the Italian company Ipse 2000 S.p.A_ (holder of a UMTS license in Italy 
and in which the Company has a stake thrOllgh Solivella B.V.) to ensure the amounts payable to the Italian government in COMecUon with the grant of 
the license. The only payment pending at December 31, 2009, was the last of the 10 monthly payments scheduled 

In this respet:t, Telefonica (together with the other strategic partners of Ipse 2000, S.p.A) arranged a counter-guarantee (cash collateral) for a bank 
which, in turn, issued a bank guarantee for the Italian authorities as security for the deferred payment of the UMTS license. 

At December 31, 2009, the amOllnt corresponding to the Telef(mica Group in this cash collateral was 97.S miUion euros. 

Commitments refQling to the acquisition in Gl'!rmLlny of Hansl'!NeI TefekomnmnikuJion GmbH by Te1l'!follics Dt!IIl5clJstul GmbH 

On December 3, 2009, Telef6nica's subsidiary in Germany, Telefonica Deutschland GmbH ("Telefonica Deutschlandn
), signed an agreement to 

acquire all of the shares ofGelll1an company HanseNet Telekommllnikation GmbH ("HanseNet"). The purchase price agreed by the parties was based 
on the firm value of900 million ellros, subject to a series of adjustments upon completion of the transaction 

The purchase and sale was subjet:t to compliance with a series of conditions, including approval of the transaction by the pertinent competition 
authorities, which was obtained on January 29, 2010. The transaction was completed in February 2010; hence the outstanding payment commitment 
was fulfilled (see Note 24). 

Agreeml'!nis with PRISA-SO&'ECABLE 

On November 2S, 2009, Telef6nica signed an agreement with Promotora de Infonnaciones, S.A. ("Prisa") and Sogecable, S.A.u. ("Sogecablen
) for 

the acquisition of a 21% stake in DIS Distribuidora de Televisi6n Digital, S.A. ("'DTS"), the company that will include the pay-TV services ofPRISA 
Group (Digital+), for a firm value 0[1,350 million euros 

Additionally, on the samc date TelefOnica signed a shareholder agreement with Prisa and Sogecable for DTS ("Shareholda agreement"), which will 
come into effect following completion of the transaction and will establish, among other things, that in the event of a change in control at Telef6nica, 
Sogecable will have the right to acqllire from TelefOnica, which will be obliged to sell, 
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its stake in DTS. Similarly, in the event of a change of control at Prisa, Telefonica will have the right to buy from Sogecable, which will be obliged 10 
sell, its stake in DTS. In these events, the acquisition would be carried out at the real value of the shares based on an independent valuation by 
invesunent banks in accordance with the procedure stipulated in the agreement (see Note 24) 

The contingendes arising from the litigation and commitments described above were evaluated (see Note 3.1) when the consolidated financial 
statements for the year ended December 31, 2009 were prepared, and the provisions recorded in respect of the commitments taken as a whole are not 
material. 

b) E"'''T()nmentai malters 

Through its investees and in line with its environmental policy, the Telefornca Group has undertaken various environmental-management initiatives 
and projects. In 2009 and 2008 these initiatives and projects resulted in expenditure and investment for insignificant amounts, which were recognized 
in the consolidated income statement and consolidated statement of financial position, respectively_ 

The Group has launched various projects with a view to reducing the environmental impact of its existing installations, with project costs being added 
to the cost of the installation to which the project relates 

In addition, in line with its commitmenllo the environment, the Group announced the creation of a Climate Change Office 10 provide a fiamework for 
strategic and RD&1 projects in the quest for energy efficient solutions. This initiative entails the launch and implementation of solutions in each area 
that contributes to optimizing the company's processes (operations, suppliers, employees, customers and society) 

In the area of operations, the main objective is to develop and implement projects that will allow for more effident networks and systems by 
redudllg and optimizing energy consumption. 

III the area of suppliers, active efforts are underway to include ellergy efficiellcy criteria in the purchasing process for all product lines in the 
Telef6nica value chain 

In the area .of employees, the aim is to foster among the CompallY's employees a culture of respect and awareness regarding the environment and 
energy savmg 

In the area of customers, work is being carried out to better leverage lCTs (information and communication technologies) and increase energy 
efficiency with the objective of reducing carboll emissions 

And finally, ill the area of society, the objective is to promote change in citizens' behavior through Telef6nica's actiolls. 

The Group has also rolled out internal control mechanisms sufficient to pre-empt allY environmental liabilities that may arise in future, which are 
assessed at regular intervals either by Telefonica staff or renowned third-party institutions. No signilicallt risks have been identified in these 
assessments. 

c) Auditors'fees 

Fees for 2009 and 2008 or the various member firms of the Ernst & Young international organization, to which Ernst & Young, S.L (the auditors of 
the Telef6nica Group) belongs amounted to 24.07 and 24.45 million euros, respectively. 
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The detail of these amounts is as follows: 
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(I) Audit services: sefVices included under this heading are mainly the audit of the annual and interim financial statements. wock to comply with the 
requirements of the Sarbanes-Oxley Act (Section 404) and the review of the 20-F report to be filed with the US Securities and Exchange 
Commission (SEC). 

(2) Audjl_relaled services- This heading mainly includes services related to the review of the information required by regulatory IIUthOrities, agreed 
financial reporting procedures not requested by legal or regulatory bodies and the review ofcoIpOrate responsibility reports. 

(3) Tax services: the services included under this heading relate to the review of tax obligations. 

(4) All other services: the services included under this heading relate to training_ 

Ernst & Young's fees include amounts in respect of fully and proportionately consolidated Teieflmica Group companies_ A total of 1.17 and 1.39 
million euros, respectively, corresponding to 50"A. of the fees by proportionally consolidated companies, were included in 2009 and 2008. respectively. 

Fees for 2009 and 2008 of other auditors amounted to 21_60 million eurns and 15.95 million eurm, respectively. as follows: 

MHlIooolatNI"OI 

I- ... 
l~&~~~:~~~ 

1.11 I.OS 

All 0Iher ..,,,ices 14.62 .... 
Other auditors' fees include amounts in respect of fully and proportionately consolidated Telefimica Group companies. In 2009 and 2008, a total of 
0_24 and 0_34 million euros, respectively, corresponding to 50% of the fees by proportionately consolidated companies, were included. 

d) Trade and other guarantees 

The Company is required 10 issue trade guarantees lind deposits for concession and spectrum tender bids and in the ordinary course of its business. No 
significant additional liabilities in the accompanying consolidated financial statements are expected to arise from guarantees and deposits issued. 
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e) Directors' and Senior executives' compensaJion and other benefits 

The compensation of TelefOnica, S.A.'s Directors is governed by Article 28 of the Bylaws, which states that the compensation amount that the 
Company may pay to all of its Directors as remuneration and attendance fees shall be fixed by the shareholders at the General Shareholders' Meeting, 
which amount shall remain unchanged until and unless the shareholders decide to modify il. The Board of Directors shall determine the exact amount 
to be paid within such limit and the distribution thereof among the Directors. In this respecl, on April 11, 2003, shareholders set the maximum gross 
annual amount to be paid to the Board of Directors at 6 million euros. This includes a fixed payment and fees for attending meetings of the Board of 
Director's advisory or control committees. In addition, the compensation provided for in the preceding paragraphs, deriving from membership on the 
Board of Directors, shall be compatible with other professional or employment compensation accruing to the Directors by reason of any executive or 
advisory duties that they perform for the Company, other than the supervision and collective decision-making duties inherent in their capacity as 
Directors. 

Therefore, the compensation paid to Telefonica directors in their capacity as members of the Board ofDire<:tors, the Executive Commission andlor the 
advisory and control committees consists of a fixed amount payable monthly plus fees for attending the meetings of the Board's advisory or eontrol 
committees. In this respect, it was also agreed that executive Board members, other than the Chaionan, would not receive the fixed amounts 
established for their directorships, but only re<:eive the corresponding amounts for discharging their executive duties as stipulated in their respective 
contracts 

The following table presents the fixed amounts established for membership to the Telefonica Board of Directors, Standing Committee and the 
advisory or control committees. 

(E~) Board of Dirttlors Sta.diag Committee 
A<hisory or Co.trol 

Posiooa Commitltts 

""'""'" ,",,000 100,000 ",000 

Vice Chairman 250,000 100,000 

Board meniler: 
~'e 
PIOprielaI}' 150,000 100.000 14,000 .... ",- 150,000 100.000 14,000 
Otbc:rn1erna1 150,000 100,000 14.000 

In addition, the amounts paid for attendance at each of the Advisory or Control Committee meetings is 1,250 euros 

Total compensation paid to Telefonica Directors for discharging their duries in 2009 amounted to 4,081,333 euros in fixed compensation and 
252,500 euros in fees for attending the Board Advisory or Control Committee meetings. It should also be noted that the compensation paid to 
Company directors sitting on the Boards of other Telef6nica Group companies amounted to 1,791,104 curos. In addition, the Company directors who 
are members of the regional advisory committees, including the TelefOnica COlJlorate University Advisory Council, received a total of 553,750 euros 
in 2009. 
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The following table presents the breakdown by item of the compensation and benefits paid to TelefOnica Directors for discharging their duties in 
2009: 

(E.m'J) 
Board Memben 

In addition, the breakdown of the total paid to executive directors Mr.Cesar Aliena lweI, Mr.lulio Linares Lopez and Mr. lost! Maria Alvarez-Pallete 
Lopez for discharging their executive duties by item is as follows: 

"'M 

Variable co.nsaIion 

Compensation in kind (I) 

COItributiom 10 pension plans 

8,058,179 

100,051 

25, «4 

(11 "CompemalJOn m kind~ iB:1u<ie:s life and I)Iber msurance prenuums 
(ge1leI3l ""'Weal anddelllal imurance). 
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In addition, with respet:tto the Pension Plan for Senior Executives (see Note 19), the total amount of contributions made by the TelefOnica Group in 
2009 in respect of executive Directors was 1,925,387 euros 

In relation to the "Perfoonance Share Plan" approved at the General Shareholders' Meeting of June 21, 2006 (see Note 20), the maximum number of 
shares corresponding to the second, third and fourth phases of the Plan will be given (on July 1, 2010, July 1, 2011 and July I, 2012) 10 eaeb of 
Telefonica, S.A's executive Directors if all the teons established for such delivery are met, is as follows: For Mr. Cesar Alierta Izuel, 116,239, 
148,818 and 173,716 shares, respectively; for Mr. lulio Linares Lopez, 57,437, 101,466 and 130,287 shares, respectively, for Mr. Jose Maria A1varez
Pallete Lopez, 53,204, 67,644 and 78,962 shares, respectively. Similarly, with respect to the execution of the first phase of the Plan in July 2009, since 
the Total Shareholder Return ("TSR") of Telefooica was higher in this phase than the TSRs of companies representing 75% of the market cap of the 
comparison group, the heneficiaries received, in accordance with the general lenus and conditions of the Ptan, all the shares assigned to them as 
follows: to MI-. Cesar A1ierta huel, 129,183 shares; to Mr. Julio Linares Lopez, 65,472 shares; and to Mr. Jose Maria A1varez-Pallete L6pez, 62,354 
shares. 

It should be noted that the external Directors do not receive and did nol receive in 2009 any compensation in the foon of pensions or life insurance, 
nor do they participate in the share-based payment plans linked to Telefonica's share price 

In addition, the Company does not grant and did not grant in 2009 any advances, loans or credits to the directors, Of" to its top executives, thus 
complying with the requirements of the Sarbanes-Oxley Act passed in the U.S., which is applicable to Telefonica, S.A. as a listed company in that 
market 

Meanwhile, the six senior executives of the Company, excluding those that are directors, received a total for all items in 2009 of 10,533,852 euros. In 
addition, the contributions by the Telefooica Group in 2009 with respect to the Pension Plan described in Note 19 for these directors amounted to 
922,728 euros. 

Furthermore, the maximum number of shares corresponding to the second, third and fourth phases of the "Perfoffilance Share Plan" assigned to the 
Company' senior executives for each of the periods is 130,911 shares for the second phase, 306,115 shares for the third phase and 394,779 shares for 
the fourth phase. Similarly, as explained above, these senior executives received a total of 284,248 shares in the first phase of the Plan. 

f) Equity i,.tera(s in compo,.ies engoging i,. II,. activity thllt is id~,.tiCtli. similar or complementUl)! to that of the Company and the 
peiforma,.ce of similar octivities by the directors on their own behalf IIr Q,. behalf of this porties: 

Pursuant to Article 127 ter. 4 of the Spanish Corporation Law, introduced by Law 2612003 of July 17, which amends Securities Market Law 2411988 
of July 28, and the revised Spanish Corporation Law, in order to reinforce the transparency of listed corporations, details are given below of the 
companies engaging in an activity that is identical, similar or complementary to the corporate purpose ofTelef6nica, S.A., including Telefonica GrolJP 
companies, in which the members of the Board of Diredors own equity interests, and of the functions, if any, that they discharge in them, on their 
own behalf or on behalf of others· 
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Mr. Fmnci<eo Javier de 

""" .. 

Pursuant to Article 114.2 of the Spanish Corporation Law, also introduced by Law 26/2003 of July 17, it is stated that in the year to which these 
annuar financial statements refer, the directors, or persons acting on their behalf, did not perform any transactions with Telefonica or any other 
eompany in the Telef6nica Group other than in the normal course of the Company's business or thai were nol on an ann's length basis 

I In= ,,·he~ 0.. sh=holdingis less lhano.Ol%ofsharec:apita~ "<13.01%" is noted 
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(22) FINA.NCE LEASES 

The principal finance leases at the Telef6nica Group are as follows 

a) Future minimum lease payment commitments in relation to finance leases at 02 Group companies. 

MilUonsoCea.r'OI 

.~~~j~;~~;;o ,_ .. 
From one I<l r,,~ years 

Pnsutn'"e 

:~:c,:;·: ~::,~~~~: 

)b,,..'ualion 

I.mU .... nt. 
ptIIdinl: 
pay .... 111 

These commitments arise from plant and equipment lease agreements. Between March 30, 1991 and April 9, 2001, finance lease agreements 
were signed between 02 UK and a number of US leasing trusts. A part of the radio and switch equipment of its GSM network is subject to the 
terms of said agreements. The agreements have a term of 16 years and an early purchase OphOn after the first 12 years. 

At December 31, 2009 and 2008, net assets under this lease amounhng to 208 and 186 million euros, respectively, were recognized under 
property, plant and equipment. 

b) Finance lease agreement at Colombia Telecomunicacinnes, S.A. ESP 

Similarly, via its subsidiary Colombia Telccomunicaciones, S.A. ESP, the Group has a finance lease agreement with PARAPAT, the 
consortium which owns the telecommunications assets and manages the pension funds for the entities which were predecessors to Colombia de 
Telecomunicaciones, S.A., E.S.P., and which regulate the operation of assets, goods and rights relating with the provision of 
telecommunicatinns services by the company, in exchange for financial consideration. 

This agreement includes the transfer of these assets and rights to Colombia de Telecomunicaciones, S.A., ESP once the last installment of the 
consideration has been paid in line with the payment schedule over a period of 17 years from 2006' 

III$llIU .... III$ 

pelldi.g 
pa~.".nt 

The net amount of property, plant and equipment recorded under the terms of this lease was 483 million euros at December 31,2009 (547 
million euTOS at December 31, 2008) 
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(23) CASH FLOW ANALYSIS 

Net casb flow from operating activities 

Net cash flow from operating activities fell 1.33% to 16,148 million euros in 2009 from 16,366 million euros in 2008, wbicb was 5.24% higher than 
the 15,551 million euros obtained in 2007. 

Telefonica Latin America, as the Group's driver, Te1ef6nica Europe, which is achieving solid results thanks to the advantages afforded by its larger 
size and efficiency gains, and the businesses in Spain, which boasts efficient commercial activity, coupled with control over costs and capex are all 
easing the pressure of revcnue on operating cash flow. 

Meanwhile, cash payments to suppliers and employees in 2009 decreased by 4.75% to 46,198 million euros from 48,500 million euros in 2008. This 
reduction is the result of cost containment amid efforts to maximize tbe efficiency oftbe cost stnJcture. Employee benefits expense rose in 2009 in 
line with the increase the costs related to the higher average beadcount in the year. In 2009, the Telefooica Group obtained operating cash flow 
(operating revenue less payments to suppliers for expenses and employee benefits expenses) totaling 21,161 million euros, 2.92% more than the 
20,560 million euros generated in 2008. Driving this increase were the Company's highly diversified business mix and its ability to deliver in an ever
changing environment, not to mention its skilled management of costs and investment. Strong commercial efforts are helping drive growth in accesses 
across all operating businesses and regions, belping generate operating cash flow. In 2008, operating cash flow totaled 20,560 million emos, 2.26% 
more than the 20,105 million euros generation in 2007. This increase was largely driven by the Group's strong position in its main markets, the impact 
of the Company's extensive business diversification and its strategic commitment to tapping the growth potential ofits operating markets. Meanwhile, 
strong commercial efforts helped drive growth in accesses across all operating businesses and regions, thereby belping boost open.ting cash flow 

Customer collections increased by 2.46% 10 67,358 million euros in 2009 (from 69,060 million euros in 2008), in line with the perfonnance of 
revenues from operations in the year. Customer collections increased by 2.88% to 69,060 million rows in 2008 (from 67,129 million euros in 2007). 
This growth was the result of higher revenue due to the growth in accesses, which in tum was due to the success oftbe commercial campaigns to win 
and retain customers 

Meanwhile, cash payments to suppliers and employees in 2008 rose 3.14% to 48,500 million euros from 47,024 million euros in 2007. Tbis slight 
increase was the result of greater commercial efforts in Ihe various geographic areas, mainly 10 gamer customer loyalty, and to higher interconnection 
charges, while maximizing the efficiency of the cost structure. 

Cash flows arising from payments of interest and other finance costs in 2009 fell 25.02% to 2, 170 million euros, due to the decline in interest rates 
during the year and the reduction in financial debt in previous years. These figures do not include payments on the main issues made in 2009, which 
will begin falling due as of 2010. Payments for net interest and other finance costs in 2008 fell 10.15% to 2,894 million euros (from 3,221 million 
euros in 2007) mostly due to the decrease in financial debt. 

Taxes paid in 2009 soared 108.21% to 2,942 million euros from 1,413 million euros in 2008 due to the 1,297 million euros payment on account made 
by Tetef6nica, S.A. in the year. Taxes paid in 2008 were 3.02% lower than the 1,457 million euros paid in 2007. 
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