B.2.2 Indicate whether the Audif Committee is responsible for the following:

To supervise the preparation process and monitoring the integrity of

financial information on the company and, if applicable, the group, and

revising compliance with regulatory requirements, the adequate Yes
boundaries of the scope of conselidation and correct application of
accounting principles.

To regularly review internal confrol and risk management systems, so Yes

main risks are correctly identified, managed and notified.

To safeguard the independence and efficacy of the internal audit
function; propose the selection, appointment, reappointment and
removal of the head of internal audit ; propose the deparfment’s budget; Yes
receive regular report-backs on its activities; and verify that senior
management are acting on the findings and recommendations of its

reports,

To establish and supervise a mechanism whereby siaff can report,
confidentially and, if necessary, anonymously, any irregularities they Yes
detect in the course of their duties, in particular financial or accounting

irregularifies, with petentially serious implications for the firm.

To submit to the board proposals for the selection, appointment,

reappointment and removal of the external auditor, and the engagement | Y©S
conditions.
To receive regular information from the external auditor on the progress
and findings of the audit programme and check that senior management Yes
are acting on its recommendations.
To ensure the independence of the external auditor. Yes
In the case of groups, the Committee should urge the group auditor to

Yes

take on the auditing of all component companies.

B.2.3 Describe the organisational and operational rules and the
responsibilities attributed to each of the board committees.

International Affairs Committee.

a) Compaosition

The International Affairs Committee shall consist of such number of Directors
as the Board of Directors determines from time to time, but in no case less than
three, and the majority of its members shall be extemmal Directors.

The Chairman of the International Affairs Committee shall be appointed from

among its members.

b) Duties

-235-



Notwithstanding any other duties that the Board of Directors may assign
thereto, the primary mission of the International Affairs Committee shall be to
strengthen and bring relevant international issues to the aftention of the Board
of Directors for the proper development of the Telefonica Group. In that regard,
it shall have the following duties, among others:

(i) To pay special attention to institutional relations in the countries in which
the companies of the Telefonica Group operate.

(ii) To review those matters of importance that affect it in international bodies
and forums, or those of economic integration.

(ii1) To review regulatory and competition issues and alliances.

(iv} To evaluate the programs and activities of the Company’s various
Foundations and the resources used to promote its image and international
social presence,

¢} Action Plan and Report

As with the Board and its Committees, at the beginning of each year and in
accordance with Article 19 b} 3. of the Regulations of the Board of Directors,
the International Affairs Committee shall prepare an Action Plan detailing the
actions to be taken and their timing for cach year in each of their fields of
action.

The Committee also draws up an internal Aclivities Report summarizing the
main activities and actions taken during the year detailing the issues discussed
at its meetings and highlighting certain aspects regarding its powers and duties,
composition and operation.

Of the issues dealt with by the International Affairs Committee, and as per
Article 19 b) 3. of the Regulations of the Board of Directors, the Board of
Directors is informed in order to properly exercise its duties.

Audit and Control Commitfee

Pursuant to the provisions set out in Article 31 bis of the Company Bylaws of
Telefénica, S.A., Article 21 of the Regulations of the Board of Directors
regulates the Audit and Control Committee in the following terms:

a) Composition

The Audit and Control Cominittce shall be comprised of a minimum of three
and a maximum of five Directors appeinted by the Board of Directors. All of
the members of such Committec shall be external Directors. When appoint
such members, the Board of Directors shall take into account the appointees’
knowledge and cxperience in matters of accounting, auditing and risk
management.

The Chairman of the Audit and Control Committee, who shall in all events be
an independent Director, shall be appointed from among its members, and shalf
be replaced every four years; he may be re-elected after the passage of one year
from the date when he ceased to hold office.
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b)

Duties

Without prejudice to any other tasks that the Board of Dircctors may assign
thercto, the primary duly of the Audit and Control Committee shall be to
support the Board of Directors in its supervisory duties. Specifically, it shall
have at least the following powers and duties:

1)

2)

3)

4)

5)

6)

To report, through its Chairman, to the General Sharcholders’ Meeting on
matters raised thereat by the sharcholders that are within the purview of
the Committee;

To propose to the Board of Directors, for submission to the General
Sharcholders’ Meeting, the appointment of the Auditor mentioned in
Article 204 of the LSA, as well as, where appropriate, terms of the hiring
thereof, the scope of its professional engagement and the revocation or
non-rencwal of such appoiniment;

To supervise the internal audit services and, in particular:

a) To cnsure the independence and efficiency of the internal audit
function;

b) To propose the selection, appointment and removal of the person
responsible for the internal audit;

¢} To propose the budget for such service;

d) To review the annual internal audit work plan and the annual activitics

report;
e} To receive periodic information on its activities; and

f) To verify that thc scnior executive officers take into account the
conclusions and recommendations of its reports.

To know the process for gathering financial information and the internal
control systems. With respect thereto:

a) To supervise the process of preparation and the integrity of the
financial information related to the Company and the Group,
reviewing compliance with the regulatory requirements, the proper
determination of the scope of consolidation, and the correct
application of the accounting standards, informing the Board of
Directors thereof.

b) To propese to the Board of Dircctors the risk management and

control policy.

To establish and supervisc a mechanism that allows employees to
confidentially and anonymously report potentially  significant
irregularities, particularly any financial and accounting irregularities
detected within the Company.

To maintain relations with the Auditor in order to receive information on
all matters that could jeopardize the independence thercof, as well as any
other matters relating to the audit procedure, and to receive information
from and maintain the communications with the Auditor provided for in
auditing [egislation and in technical auditing rcgulations.
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¢} Operation

The Audit and Control Committee shall meet at least once every quarter and as
often as appropriate, when called by its Chairman.

In the performance of its duties, the Audit and Contrel Committee may require
that the Company’s Auditor and the person respensible for internal audit, and
any cmployce or senior executive officer of the Company, attend its meetings.

d} Action Plan and Report

As with the Board and its Committees, at the beginning of each year and in
accordance with Article 19 b) 3. of the Regulations of the Board of Directors,
the Audit and Control Committee shall prepare an Action Plan detailing the
actions to be taken and their timing for each year in each of their fields of
action.

The Committee aiso draws up an internal Activities Report summarizing the
main activities and actions taken during the year detailing the issues discussed
at its meetings and highlighting certain aspects regarding its powers and duties,
composition and operation.

Of the issues dealt with by the Audit and Control Committee, and as per
Article 19 b) 3. of the Regulations of the Board of Directors, the Board of
Directors is informed in order to properly exercise its duties.

Service Quality and Customer Service Committee

a) Composition

The Service Quality and Customer Service Committee shall consist of such
number of Directors as the Board of Directors determines from time to time,
but in no case less than three, and the majority of its members shall be external
Directors.

The Chairman of the Service Quality and Customer Service Committee shall
be appointed from among its members.

b) Duties

Without prejudice to any other duties that the Board of Directors may assign
thereto, the Service Quality and Customer Scrvice Committee shall have at
least the following duties:

(i) To periodically examine, review and monitor the quality indices of the
principal services provided by the companies of the Telefonica Group.

(i) To evaluate levels of customer service provided by such companies.
¢} Action Plan and Report

As with the Board and its Committees, at the beginning of each year and in
accordance with Article 19 b) 3. of the Regulations of the Board of Directors,
the Service Quality and Customer Service Committee shall prepare an Action
Plan detailing the actions to be taken and their timing for each year in each of
their fields of action, '
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The Committee also draws up an internal Activities Report summarizing the
main activities and actions taken during the yecar detailing the issues discussed
at its meetings and highlighting certain aspeets regarding its powers and duties,

compasition and opcration.

Of the issues dealt with by the Scrvice Quality and Custorner Services
Committee, and as per Article 19 b) 3. of the Regulations of the Board of
Directors, the Board of Directors is informed in order to properly exercise its

duties.

Strategy Committee

a) Composition
The Board of Directors shall determine the number of members of this

Committee, The Chairman of the Strategic Committee shall be appointed from
among its members.

b) Duties

Without prejudice to any other tasks that the Board of Directors may assign
thereto, the primary duty of the Strategy Committce shall be to support the
Board of Directors in the analysis and follow up of the global strategy policy of
the Telefénica Group.

¢) Action Plan and Report

As with the Board and its Committees, at the beginning of each year and in
accordance with Article 19 b} 3. of the Regulations of the Board of Directors,
the Strategic Commitlee shall prepare an Action Plan detailing the actions to be
taken during the year in each of their ficlds of action.

The Committee also draws up an internal Activities Report summarizing the
main activities and actions taken during the year detailing the issues discussed
at its meetings and highlighting certain aspects regarding its powers and duties,
composition and operation.

Of the issues dealt with by the Strategic Committee, and as per Article 19 b) 3.
of the Regulations of the Board of Directors, the Board of Directors is
informed in order to properly exercise its duties.

Innovation Committee

a) Composition

The Board of Directors shall determine the number of members of this
Comimittee.

The Chairman of the Innovation Committee shall be appointed from among its
members.
b) Duties

The Innovation Committee is primarily responsible for advising and assisting
in all matters regarding innovation. Its main object is to perform an
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examination, analysis and periodic monitoring of the Company’s innovation
projects, to provide guidance and to help ensure its implementation and

development across the Group.
¢} Action Plan and Report

As with the Board and its Committees, at the beginning of each year and in
accordance with Article 19 b) 3. of the Regulations of the Board of Directors,
the Innovation Committee shall prepare an Action Plan detailing the actions to
be taken and their timing for each year in each of their fields of action.

The Committee also draws up an internal Activities Report summarizing the
main activities and actions taken during the year detailing the issues discussed
at its meetings and highlighting certain aspects regarding its powers and duties,
composition and operation.

Of the issues dealt with by the Innovatien Committee, and as per Article 19 b)
3. of the Regulations of the Board of Directors, the Board of Directors is
informed in order to properly exercise its duties.

Nominating, Compensation and Corpoerate Governance Committee
a) Composition

The Nominating, Compensation and Corporate Governance Committce shall
consist of not less than three nor more than five Direclors appointed by the
Board of Directors. All members of the Committee must be external Directors
and the majority thereof must be independent Directors.

The Chairman of the Nominating, Compensation and Corporate Governance
Committee, who shall in all events be an independent Director, shall be

appointed from among its members.
b) Duties

Notwithstanding other duties cntrusted it by the Board of Directors, the
Nominating, Compensation and Corporate Governance Committee shall have
the following duties:

1) To report, following standards of objectivity and conformity to the
corporate interest, on the proposals for the appointment, re-election and
removal of Directors and senior executive officers of the Company and its
subsidiaries, and cvaluate the qualifications, knowledge and experience
required of candidates to fill vacancies.

2) To report on the proposals for appointment of the members of the
Executive Commission and of the other Committees of the Board of
Directors, as well as the Secrctary and, if applicable, the Deputy Secretary.

3) To organize and coordinate, together with the Chairman of the Board of
Directors, a periodic assessment of the Board, pursnant to the provisions
of Article 13.3 of these Regulations.

4) To inform on the periodic assessment of the performance of the Chairman
of the Board of Directors.
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5) To examine or organize the succession of the Chairman such that it is
properly understood and, if applicable, to make proposals to the Board of
Directors so that such succession occurs in an orderly and well-planned

manner.

6) To propose to the Board of Directors, within the framework established in
the By-Laws, the compensation for the Directors and review it
periodically to ensure that it is in keeping with the tasks performed by
them, as provided in Article 35 of these Regulations.

7} To propose to the Board of Dircctors, within the framework established in
the By-Laws, the extent and amount of the compcnsation, rights and
remuneration of a financial nature, of the Chairman, the exccutive
Directors and the senior executive officers of the Company, including the
basic terms of their contracts, for purposes of contractual implementation
thereof.

8) To prepare and propose to ihe Board of Dircctors an annual report
regarding the Director compensation policy.

9} To supervise compliance with the Company’s intcrnal rules of conduct
and the corporate governance rules thereof in effect from time to time.

10) To exercise such other powers and perform such other duties as are
assigned to such Committee in these Regulations.

¢) Operation

In addition to the meetings provided for in the annual schedule, the
Nomindting, Compensation and Corporatec Governance Committee shall meet
whenever the Board of Directers of the Company or the Chairman thercof
requests the issuance of a report or the approval of proposals within the scope
of its powers and duties, provided that, in the opinion of the Chairman of the
Committee, it is appropriate for the proper implementation of its duties.

d) Action Plan and Report

As with the Board and its Committees, at the beginning of each year and in
accordance with Article 19 b) 3. of the Regulations of the Board of Directors,
the Nominating, Compensation and Corporate Governance Commitiee shall
prepare an Action Plan detailing the actions to be taken and their timing for
each year in each of their fields of action.

The Committee also draws up an intermal Activities Report summarizing the
main activities and actions taken during the ycar detailing the issues discussed
at its meetings and highlighting certain aspects regarding its powers and duties,
composition and operation.

Of the issues dealt with by the Nominating, Compensation and Corporate
Governance Committee, and as per Article 19 b) 3. of the Regulations of the
Board of Directors, the Board of Directors is informed in order to properly

exercise its duties,
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Human Resources and Corporate Reputation and Responsibility
Committee

a) Composition

The Human Resources and Corporatc Reputation and Responsibility
Committee shall consist of such number of Directors as the Board of Directors
determines from time to time, but in no case less than three, and the majority of
its members shall be cxternal Directors.

The Chairman of the Human Resources, Reputation and Corporate
Responsibility Committee shall be appointed from among its members.

b) Duties

Without prejudice to any other tasks that the Board of Directors may assign

thereto, the Human Resources and Corporate Reputation and Responsibility

Committee shall have at least the following duties:

(i) To analyze, report on and propose to the Board of Directors the adoption
of the appropriate resolutions on personnel policy matters.

(if) To promote the development of the Telefonica Group’s Corporate
Reputation and Responsibility project and the implementation of the core
values of such Group.

¢) Action Plan and Report

As with the Board and its Committees, at the beginning of each year and in
accordance with Article 19 b) 3. of the Regulations of the Board of Dircctors,
the Human Resources, Corporate Reputation and Responsibility Committee
shall prepare an Action Plan detailing the actions to be taken and their timing
for each year in each of their fields of action.

The Committee also draws up an internal Activitics Report summarizing the
main activitics and actions taken during the year detailing the issues discussed
at its meetings and highlighting certain aspects regarding its powers and duties,
composition and operation.

Of the issues dealt with by the Human Resources and Corporate Reputation
and Responsibility Committee, and as per Article 19 b) 3. of the Regulations of
the Board of Directors, the Board of Directors is informed in order to properly
exercise its dutics.

Regulation Committee

a) Composition

The Regulation Committee shall consist of such number of Directors as the
Board of Directors determines from time to time, but in no case less than three,
and the majority of its members shall be external Directors.

The Chairman of the Regulation Committee shall be appointed from among its

members.
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b) Duties

Notwithstanding other duties entrusted to it by the Board of Directors, the
Regulation Committee shall have at least the following functions:

(i) To menitor on a permanent basis the principal regulatory matters and
issues affecting the Telefonica Group at any time, through the study,
review and discussion thereof,

(i) To act as a communication and information channel between the
Management Team and the Board of Dircctors in regulatory matters and,
where appropriate, to advise the latter of those matters deemed imporiant
or significant to the Company or to any of the companies of ils Group in
respect of which it is necessary or appropriate to make a decision or adopt
a particular strategy.

¢) Action Plan and Report

As with the Board and its Committees, at the beginning of each year and in
accordance with Article 19 b) 3. of the Regulations of the Board of Directors,
the Regulation Comimittee shall prepare an Action Plan detailing the actions to
be taken and their timing for each ycar in cach of their fields of action.

The Committce also draws up an internal Activities Report sumimarizing the
main activities and actions taken during the year detailing the issues discusscd
at its meetings and highlighting certain aspects regarding its powers and dulies,

composition and operation.

Of the issues dealt with by the Regulation Committee, and as per Article 19 b)
3. of the Regulations of the Board of Directors, the Board of Directors is
informed in order to properly exercise its duties.

Executive Commission

a) Composition

The Executive Commission shall consist of the Chairman of the Board, once
appointed as a member thereof, and not less than three nor more than ten
Directors appeinted by the Board of Directors.

In the qualitative composition of the Executive Commission, the Board of
Directors shall seek to have external or non-exccutive Directors constitute a

majority over the executive Directors.

In all cases, the affirmative vote of at least two-thirds of the members of the
Board of Directors shall be required in order for the appointment or re-
appointment of the members of the Executive Commission to be valid.

b) Operation.

The Executive Commission shall meet whenever called by the Chairman, and
shall normally meet every fifteen days.
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B.2.4

B.2.5

The Chairman and Secretary of the Board of Directors shall act as the
Chairman and Secretary of the Executive Commission. One or more Vice
Chairmen and a Deputy Secretary may also be appointed.

A quorum of the Exccutive Commission shall be validly established with the
aitendance, in person or by proxy, of one-half plus one of its members.

Resolutions shall be adopted by a majority of the Directors attending the
meeting (in person or by proxy), and in the case of a tie, the Chaimman shall

cast the deciding vote.
¢} Relationship with the Board of Directors.

The Executive Commission shall report to the Board in a timely manner on the
matters dealt with and the decisions adopted at the meetings thereof, with a
copy of the minutcs of such meetings made available to the members of the
Board (article 20.C of the Regulations of the Board of Directors).

Identify any advisory or consulting powers and, where applicable, the

powers delegated to each of the committees:

Committee name

Brief description

International Affairs Committee

Consultative and Control Committee

Auwdit and Control Committee

Consultative and Control Committee

Service Quality and Customer Service

Commitlee

Consultative and Control Commitice

Strategy Committee

Consultative and Control Commiitee

Innovation Committee

Consultative and Control Committee

Nominating, Compensation and

Corporate Governance Commitiee

Consultative and Control Committee

Human Resources and Corporate
Reputation and Responsibility

Commuttee

Consultative and Control Committee

Regulation Committee

Consultative and Contrel Committee

Executive Commission

Corporatie Body with general decision-making
powers and express delegation of all powers
corresponding to the Board of Directors except

for those that cannot be delegated by law, bylaws

or regulations,

Indicate, as appropriate, whether there are any regulations governing
the board committees. If so, indicate where they can be consulted, and
whether any amendments have beem made during the year. Also
indicate whether an annual report on the activities of each committee

has been prepared voluntarily.

International Affairs Committee

The organization and operation of the Board of Directors Committees are governed
by specific regulations contained in the Regulations of the Board of Directors. This
document is available for consultation on the company website.
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As mentioned in section B.2.3 above, the Board Committecs draw up an internal
Report summarizing the main activities and actions taken during the year detailing
the issues discussed at the meetings and highlighting certain aspects regarding the
powers and duties, composition and operation.

Audit and Control Committee

The organization and opcration of the Board of Directors Committees are governed
by specific regulations contained in the Regulations of the Board of Directors, In
addition, the Audit and Control Committee is specifically regulated in article 31 bis
of the By-Laws. These documents are available for consultation on the company

website.

As mentioned in section B.2.3 above, the Board Committees draw up an internal
Report summarizing the main activitics and actions taken during the year detailing
the issues discusscd at the meetings and highlighting certain aspects regarding the
powers and duties, composition and operation,

Service Quality and Customer Service Committee

The organization and operation of the Board of Directors Committees are governed
by specific regulations contained in the Regulations of the Board of Directors. This
document is available for consultation on the company websile.

As mentioned in scction B.2.3 above, the Board Committees draw up an internal
Report summarizing the main activities and actions laken during the year detailing
the issues discussed at the meetings and highlighting certain aspects regarding the
powers and duties, composition and operation.

Strategy Committee

The organization and operation of the Board of Directors Commiitees are governed
by specific regulations contained in the Regulations of the Board of Directors. This
document is available for consultation on the company website.

As mentioned in section B.2.3 above, the Board Committees draw up an internal
Report summarizing the main activitics and actions taken during the year detailing
the issues discussed at the meetings and highlighting certain aspects regarding the
powers and duties, composition and operation.

Innovation Committee

‘The organization and opcration of the Board of Directors Committees are governed
by specific regulations contained in the Regulations of the Board of Directors. This
document js available for consultation on the company website.

As mentioned in section B.2.3 above, the Board Committecs draw up an internal
Report summarizing the main activities and actions taken during the year detailing
the issues discussed at the meetings and highlighting certain aspects regarding the
powers and duties, composition and operation.
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Nominating, Compensation and Corporate Governance Committee

The organization and operation of the Board of Dircctors Committces are governed
by specific regulations contained in the Regulations of the Board of Directors. This
document is available for consultation on the company website.

As mentioned in section B.2.3 above, the Board Committees draw up an internal
Report summarizing the main activities and actions taken during the year detailing
the issues discussed at the meetings and highlighting certain aspects regarding the
powers and duties, composition and operation.

Human Resources and Corporate Reputation and Responsibility Committee

The organization and operation of thc Board of Directors Commitiees are governed
by specific regulations contained in the Regulations of the Board of Directors. This
document is available for consultation on the company website.

As mentioned in section B.2.3 above, the Board Committees draw up an internal
Report summarizing the main activities and actions taken during the year detailing
the issues discussed at the meetings and highlighting certain aspects regarding the
powers and duties, composition and operation.

Regulation Committee

The organization and operation of the Board of Directors Committees are governed
by specific regulations contained in the Regulations of the Board of Directors. This
document is available for consultation on the company website.

As mentioned in section B.2.3 above, the Board Committees draw up an internal
Report summarizing the main activities and actions taken during the year detailing
the issues discussed at the meetings and highlighting certain aspects regarding the
powers and duties, composition and operation.

Executive Commission

The organization and operation of the Board of Directors Committees are governed
by specific regulations contained in the Regulations of the Board of Directors. The
Executive Committec is also regulated by Article 31 of the By-Laws. These
documents are available for consultation on the company website,

B.2.6 Indicate whether the composition of the Executive Committee reflects
the participation within the board of the different types of directors:

Yes
I RELATED PARTY TRANSACTIONS
C.1 Indicate whether the board plenary sessions have reserved the right to approve,
based on a favourable report from the Audit Committee or any other
committee responsible for this task, transactions which the company carries

out with directors, significant shareholders or representatives on the board, or
related parties:
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C.2 List any relevant transactions entailing a fransfer of assets or liabilities

between the company or its group companies and the significant shareholders

in the company:

Argentaria, S.A.

Group

Name or Name or corporate
corporate name name of the
of significant company or its Nature of the Type of Amount
sharcholder group company relationship transaction (in thousand €)
Banco Bilbao ;
) Rest of Telefdnica B .
Vizcaya . Contractual Finance income 30,660
. Group
Argenlaria, S.A.
Banco Bilbao . Management or
R Rest of Telefénica .
Vizcaya Contractual Partnership 113
. Group
Argentaria, S.A. agreements
Banco Bilbao . .
. Rest of Telefénica Finance leases
Vizcaya Contractual 25,621
. Group (lessor)
Argentaria, 5.A.
Financing
Banco Bilbao . agrecments:
. Rest of Telefonica .
Vizeaya Contractual capital 199,752
K Group L
Argentaria, S.A. contributions and
loans (lender)
Banco Bilbao .
. Rest of Telefonica Guarantees and
Vizcaya Contractual . . 163
] Group deposits received
Argentaria, S.A.
Banco Bilbac .
. Rest of Telefénica
Vizcaya Contractual Other expenses 4,848
. Group
Argentaria, S.A.
Finance
Banco Bilbao . agreements, loans
i Rest of Telefonica .
Vizcaya . Contractual and capital 293,455
) Group _—
Argentaria, S.A. contributions
{borrower)
Banco Bilbao . .
K Rest of Telefonica Commitments
Vizeaya Contractual 1,330
. Group vadertaken
Argentaria, S.A.
Banco Bilbao . Sale of goods
) Rest of Telefdnica ) .
Vizcaya Contractual {finished or in 7,076
. Group
Argentaria, S$.A, progress)
. Repayment or
Banco Bilbao . . i
] Rest of Telefonica cancetlation of
Vizcaya Contractual 1,550
) Group loans and finance
Argentana, S.A.
leases (lessor)
Banco Bilbao - .
. Rest of Telefonica Guarantecs and
Vizeaya Contractual o 236,470
. Group deposits given
Argentaria, S.A.
Banco Bilbac e
] Rest of Telefénica
Vizcaya . Contractual Leases 364
. Group
Argentaria, S.A.
Banco Bilbao .
R Rest of Telefonica .
Vizcaya Contractual Finance costs 28,881
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Name or
corporate name

Name or corporate
name of the

Argentaria, S.A.

£ significant company or its Nature of the Type of Amount
o i paty relationship transaction (in thousand €)
shareholder group company
Banco Bilbao .
] Rest of Telefonica . .
Vizcaya G Contractual | Receipt of services 8,000
rou]
Argentaria, S.A, i
Banco Bilbac .
] Rest of Telefonica .
Vizcaya G Contractual Other income 4,284
ol
Argentaria, S.A. P
Banco Bilbao . . .
i Rest of Felefénica Finance leases
Vizcaya Contractual 338
i Group (lessor)
Argentaria, S.A.
Banco Bilbao . .
i Rest of Telefonica Commitments
Vizcaya Contractual 91,043
. Group undertaken
Argentaria, S.A.
Banco Bilbao , . .
i Rest of Telefonica Rendering of
Vizcaya Conlractual , 164,856
. Group services
Argentaria, S.A.
Banco Bilbao L.
i e Dividends and
Vizcaya Telefénica, S.A. Contractual A 286,862
. other benefits paid
Argentaria, S.A.
Banco Bilbao
Vizcaya Telefonica, S.A, Conltractual Finance income 6,734
Argentaria, S.A.
Finance
Banco Bilbao agrcements, loans
Vizcaya Telefonica, S.A. Contractual and capital 237,117
Argentaria, S.A. contributions
{borrower)
Banco Bilbao
. N Guarantees and
Vizcaya Telefonica, S.A. Contractual . 244
] deposits given
Argentaria, S.A.
Financing
Banco Bilbao agrecments:
Vizcaya Telefonica, S.A. Contractual capital 678,700
Argentaria, S.A. contributions and
loans (lender)
Banco Bilbao
Vizcaya Telefonica, S.A. Contractual Finance costs 3.604
Argentaria, S.A.
Banco Bilbao .
) . Dividends
Vizcaya Telefonica, S.A. Contractual ) 13,002
) received
Argentaria, S.A.
Banco Bilbao .
. . Commitments ’
Vizcaya Telefonica, S.A. Contractual 7,733,279
) undertaken
Argentaria, S.A.
Banco Bilbao
Vizcaya Telefonica, S.A. Contractual Receipt of services 4,361

- 248 -




Name or Name or corporate
corporate name name of the
of significant company or its Nature of the Type of Amount
shareholder group company relationship tramsaction {in thousand €)
Caja de Ahorros y
Pensiones de Rest of Telefénica . .
Contractual Finance income 52
Barcelona, “la Group
Caixa”
Caja de Ahorros y
Pensiones de Rest of Telefonica i i
Contractual | Receipt of services 11,365
Barcelona, “la Group
Caixa”
Caja de Ahorros y
Pensiones de Rest of Telefonica Guarantees and
Contractual . 17,111
Barcelona, “la Group deposits given
Caixa”
A Finance
Caja de Ahorros y
. . agreements, loans
Pensiones de Rest of Telefonica X
Contractual and capital 27,241
Barcelona, “la Group o
) contributions
Caixa”
(borrower)
Caja de Ahorros y
Pensiones de Rest of Telefonica Commitments
Contractuat 21,330
Barcetona, “la Group undertaken
Caixa”
. Financing
Caja de Ahorros y
. e e - agreements:
Pensiones de Rest of Tclefonica i
Confractual capital 407
Barcelona, “la Group o
) contributions and
Caixa”
loans (lender)
Caja de Ahorros
) . y L Sale of goods
Pensiones de Rest of Telefonica i R
Contractual (finished or in 25,032
Barcelona, “la Group
. progress)
Caixa”
Caja de Ahorros y
Pensiones de Rest of Telefonica Finance leases
Contractual 1,700
Barcelona, “la Group {lessor)
Caixa”
Caja de Ahorros y
Pensiones de Rest of Teletonica
Contractual Leases 3,802
Barcelona, “la Group
Caixa”
Caja de Ahorros y
Pensiones de Rest of Telefdnica Guarantees and
Contractual . . 18
Barcelona, “la Group deposits received
Caixa’
Caja de Ahorros y
Pensiones dc Rest of Telefonica Rendering of
Contractual i 44, 406
Barcclona, “la Group services

Caixa”
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Name or
corporate name

Name or corporafe
name of the

of significant company or its Nature of the Type of Amonnt
shareholder group company relationship transaction (in thousand €)
Caja de Ahomos y
Pensiones de Rest of Telefonica
Contractual Othcr expenses 5
Barcelona, “la Group
Caixa”
Caja de Ahorros y
Pensiones de Rest of Telefonica .
Contractual Finance costs 1,056
Barcelona, “la Group
Caixa”
Financin;
Caja de Ahorros y &
] agreements:
Pensiones de . .
Telefonica, S.A. Contractual capital 1,292.912
Barcelona, “la o
i coniributions and
Caixa”
loans (lender)
. Finance
Caja de Ahorros y
. agreements, loans
Pensiones de L. .
Telefonica, S.A. Contractual and capital 616,075
Barcelona, “la L
: contributions
Caixa”
(borrower)
Caja dc Ahomros y
Pensiones de N Commilments
[elefénica, S.A. Contractual 800,000
Barcelona, “la undettaken
Caixa”
Caja de Ahorros ¥
Pensiones de - Dividends and
Telefonica, S.A. Contractual . 259919
Barcelona, “la other benefits paid
Caixa”
Caja de Ahorros y
Pensiones de . Guarantees and
Telefonica, S.A. Contractual N 10
Barcelona, “la deposits given
Caixa”
Caja de Ahorros y
Pensiones de , .
Telefénica, S.A. Contractual Finance costs 4,578
Barcelona, “la
Caixa”
Caja de Ahorros y
Penstones de L. . .
Telefonica, S.A. Contractual Finance income 11,802
Barcelona, “la
Caixa”
Caja de Ahommos y
Pensiones de . i i
Telefénica, S.A. Contractual | Receipt of services 2,541

Barcelona, “la

Caixa”
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C3

C4

Cs

C.6

List any relevant transactions entailing a transfer of assets or liabilities
between the company or its group companies, and the company’s managers or
directors:

List any relevant transactions undertaken by the company with other
companies in its group that are not eliminated in the process of drawing up the
consolidated financial statements and whose subject matter and terms set them
apart from the company’s ordinary trading activities:

Identify, where appropriate, any conflicts of interest affecfing company
directors pursuant to Article 127 of the LSA.

No

List the mechanisms established to detect, determine and resolve any possible
conflicts of interest between the company and/or its group, and its directors,
management or significant shareholders.

The Company policy has established the following principles governing possible conflicts of
interest that may affect Directors, senior executive officers or significant sharcholders:

«  With respect to Directors, Article 32 of the Regulations of the Board of Directors
establishes that Directors shall inform the Board of Directors of any situation of direct
or indirect conflict they may have with the interest of the company. In the cvent of
conflict, the Director affected shall refrain from participating in the deliberation to
which the conflict refers.

Moreover, and in accordance with the provisions set out in the Regulations of the Board,
Directors shall refrain from participating in votes that affect matters in which they or
persons related to them have a dircct or indirect interest.

Likewise, the aforementioned Regulations establish that Directors shall not directly or
indircetly canter into professional or commercial transactions with the Company or with
any of the companies of the Group, if such transactions arc unrclated to the ordinary
course of business of the Company or not performed on an arm’s length basis, unless
the Board of Directors is informed thereof in advance and, with the prior report of the
Nominating, Compensation and Corporate Governance Commiltce, it approves the
transaction upon the affirmative vote of at least 90% of the Directors present .

*  With regards to significant shareholders, Article 39 of the Regulations of the Board of
Directors stipulates that the Board of Directors shall know the transactions that the
Companies enter into, either directly or indirectly, with Directors, with significant
shareholders or shareholders represented on the Board, or with persons related thereto.

The performance of such transactions shall require the authorization of the Board, after
a favorable report of the Nominating, Compensation and Corporate Governance
Committee, unless they are transactions or operations that form part of the customary or
ordinary activity of the parties involved that are performed on customary market terms
and in insigniticant amounts for the Company.

The transactions referred to in the preceding sub-section shall be assessed from the

point of view of equal trcatment of shareholders and the arm’s-length basis of the

transaction, and shall be included in the Annual Corporate Governance Report and in
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the periodic information of the Company upon the terms set forth in applicable laws and

regulations.

s  With respect to senior executive officers, the Internal Code of Conduct for Securities
Markets Issues sets out the general principles of conduct for the persons subject to the
said regulations who are involved in a conflict of interest. The aforementioned Code
includes all the Company Management Personne! within the concept of affected persons.

In accordance with the provisions of this Code, senior executive officers are obliged to
(a) act at all times with loyalty to the Telefénica Group and its shareholders, regardless
of their own or other interests; {b} refrain from interfering in or influencing the making
of decisions that may affcct individuals or entities with whom there is a conflict; and (c)
refrain from receiving information classified as confidential which may affect such
conflict. Furthermore, these persons are obliged to inform the Company Regulatory
Compliance Unit of all transactions that may potentially give rise to conflicts of interest.

C.7 Is more than one group company listed in Spain?
No

Identify the listed subsidiaries in Spain:

[:Dl RISK CONTROL SYSTEMS

D.1 Give a general description of risk policy in the company and/er its group,
detailing and evaluating the risks covered by the system, together with
evidence that the system is appropriate for the profile of each type of risk.

Telefonica continually monitors the most significant risks in the main companies
comprising its Group. It therefore monitors this risk using a Corporate Risk Model (based at
the time on COSO 1), which is becoming the new Risk Management Model (based on
COSO II) that will be applied regularly and uniformly across the Group companies. The
new Model cnables the Company to assess both the impact and the probability of all the
risks which may affect the Telefonica Group. As mentioned above, this is based on the
systems proposed in the COSO I and COSO II reports (Committee of Sponsoring
Organizations of the Treadway Commission), which establish an integrated Internal and
Risk Management framework. The new Risk Management Model is currently being rolled
out across the various Telefénica Group companies.

Omne of the features of this Model is that the Group has a map identifying any risks that
require specific control and monitoring according to their importance. Likewise, the Model
matrix includes the operational processes in which each of the risks considered is managed,
in order to evaluate the control systems established.

As for the Telefdnica Group’s business, it is conditioned by both intrinsic risk factors that
affect exclusively the Group, as well as other external factors that are common to businesses
of the same sector. The most significant risks, which appear in the Telefénica Group’s
consolidated management report, included in the notes to the 2009 consolidated financial
statements, are as follows.
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Group related risks

Country risk (investments in Latin America). At December 31, 2009, approximately
35.7% of the Group’s assets were located in Latin America. In addition, around 40.6%
of its revenues from opcrations for 2009 wcere derived from its Latin American
operations. The Group’s investments and operations in Lalin America (including the
revenues generated by these operations, their market value, and the dividends and
management fees expected to be received from them) are subject to various risks linked
to the economic, political and social conditions of these countries, including risks

related to the following:

« povernment regulation or administrative polices may change unexpectedly and
negatively affect the cconomic conditions or busingss cnvironment in which it
operales, and, therefore our interests in such countries;

¢ currencies may be devalued or may depreciate or currency restrictions and other
restraints on transfer of funds may be imposed;

s the effects of inflation or currency depreciation may lead certain of its subsidiaries
{0 a negative cquity situation, requiring them to undertake a mandatory
recapitalization or commence dissolution proceedings;

s povernments may expropriatc or nationalize asscts or increasc their participation in
the economy and companies;

e governments may impose burdensome taxes or tariffs;

» political changes may lead to changes in the economic conditions and business

environment in which it operates; and

« cconomic downturns, political instability and civil disturbances may negatively
affect the Telefénica Group’s operations in such countries.

For instance, throughout 2009 and in the early part of 2010, certain tactors affecting the
Venezuelan economy have had an impact on the accounting treatment applied with
respect to the Group’s subsidiaries in that country, notably the level of inflation reached
in 2009, the cumulative inflation rate over the last three years, restrictions to the official
foreign exchange market and the devaluation of the bolivar on January 8, 2010. As a
result, in accordance with IFRS, Venezueia had to be considered a hyperinflationary
economy in 2009, which has had a serics of impacts on the Group’s consolidated
financial statements for 2009 and will on 2010. A more detailed description of this issue
is included in Note 2 to the Telefonica Group's 2009 financial statements.

In addition, the Tclefénica Group’s operalions are dependent, in many cases, on
concessions and other agreements with existing governments in the countrics in which it
operates. These conccessions and agreements, including their renewai, could be directly
affected by economic and political instability, altering the terms and conditions under

which it operates in these countries.

Management of foreign currency and interest rate risk. The Telefénica Group’s
business is exposed to various types of market risk in the normal course of its business,
including the impact of changes in interest rates or foreign currency exchange rates, as
well as the impact of changes of credit risk in its treasury opcrations er in some
structured financed transactions it enters. The Telefénica Group employs risk
management strategies to manage this risk, in part through thc usc of financial
derivatives, such as foreign currency forwards, currency swap agreements and interest
rate swap agreements. If the financial derivatives market is not sufficiently liquid for
the Group’s risk management purposes, or if it cannot enter into arrangements of the
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type and for the amounts necessary to limit its exposure to currency exchange-rate and
interest-rate fluctuations, or if its banking counterparties fail to deliver on their
commitments due to lack of solvency or otherwise, such failure could adversely affect
its financial position, resulls of operations and cash flow. Also, Telefénica’s other risk
management strategics may not be successful, which could adversely affect its financial
position, results or operations and cash flow. Finally, if the rating of its counterpartics
in treasury investments or in its structurcd financed transactions deteriorates
significantly or if thesc counterparties fail to meet their obligations to the Company, the
Telefénica Group may suffer loss of value in its investments, incur in unexpected losses
and/or assume additional financial obligations under these transactions. Such failure
could adversely affect the Telefonica Group’s financial position, results of operations

and cash flow.

Current global economic situation. The Telefonica Group’s business is impacted by
general economic conditions and other similar factors in each of the countries in which
it operates. The current adverse global economic situation and uncertainty about the
cconomic recovery may negatively affect the level of demand of existing and
prospective customners, as customers may no longer deem critical the services offered
by the Group. Other factors that could influence customer demand include access to
credit, unemployment rates, consumer confidence and other macroeconomic factors.
Specifically, in this respect the continuation of recession in Spain, according to the
forecasts contained in the Spanish economic ministry’s Stability Program for 2009-
2013, could have an adverse affect on the Telefonica Group’s results in Spain.

In addition, there could be other possible follow-on effects from the economic crisis on
the Group’s business, including insolvency of key customers or suppliers. A loss of
customers or a reduction in purchases by its current customers decline in sales could
have an adverse effect on the Teleféonica Group’s financial position, results of
operations and cash flow and may therefore negatively affect its ability to meet its

growth targets.

Dependence on external sources of financing. The performance, expansion and
improvement of networks, as well as the development and distribution of the Telefénica
Group’s services and products require a substantial amount of financing. Mover, the
Telefonica Group’s liquidity and capital resource requirements may increase if the
Company participates in other fixed line or wircless license award processes or makes
acquisitions. There are also other major capital recourse requirements relating to,
among other things, the development of distribution channels in new countries of
operations and the development and implementation of new technologies.

If its ability to gencrate cash flow were to decrease, whether due to the ongoing
cconomic and financial crisis or otherwise, the Telefénica Group may need to incur
additional debt or raisc other forms of capital to support its liquidity and recourses
requirements for the sustained development and expansion of its business,

The current situation of financial markets in terms of liquidity, cost of credit and
volatility has improved since the second half of 2008, and during 2009. However, there
are still uncertainties surrounding the pace of the economic recovery, the health of the
international banking system, the increasing concerns regarding the burgeoning deficits
of some governments, ctc. which could affect the normal development of financial
markets. Worsening conditions in international financial markets due to any of these
factors may make it more difficult and expensive for the Telefonica Group to refinance
its debt or take on additional debt if necessary.
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In addition, its capacity to raise capital in the international capital markets would be
impaired if its credit ratings were downgraded, whether due to decreases in its cash flow
or otherwise. Further, current markct conditions make it more challenging to renew

unused bilateral credit facilities.

The curreni financial crisis could also make it more difficult and costly for the
Company’s current shareholders to launch rights issues or ask key investors for equity
investments, even if further funds were needed for the Company to pursue its business

plans.

Risks associated with relationships with venturers. Telefonica’s mobile business in
Brazil is conducted through a 50/50 joint venture company, Brasileel, N.V_, which is
jointly controlled by the Group and Portugal Tclecom, SGPS, S.A. (“Portugal
Telecom™). Since it has less than a controlling interest in this joint venture, Telefonica
does not have absolute control over the venture’s operations. As a result, there is an
inherent risk for management or operational disruptions whenever an agreement
between the Company and its partners arises, in terms of a deadlock of the management

or the possible operations..

Therefore, Telefonica must cooperate with Portugal Telecom to implement and expand
its business strategies and to finance and management the operations of the venture. If
Telefonica does not manage to obtain the cooperation of Portugal Telecom or if a
disagreement or deadlock arises it may not achieve the expected bencfits from its
interest in this joint venture, such as economies of scale and opportunitics to achieve
potential synergics and cost savings.

Risks related to our industry

Highly competitive markets. The Telefonica Group faces significant competition in all
of the markets in which it opcrates. Therefore, it is subject to the effects of actions by
competitors in these markets. These competitors could:

s offer lower prices, more atiractive discount plans or betler services or features;

« develop and deploy more rapidly new or improved technologies, services and

products;
¢ launch bundle offerings of one type of service with others;
» inthe casc of the mobile industry, subsidize handset procurement; or
» expand and extend their networks more rapidly.

Furthermore, some of these competitors in certain markets have, and some potential
competitors may enjoy, in ccrtain markets, competitive advantages, including the

following:

« greater brand name recognition;

« greater financial, technical, marketing and other resources;
+ dominant position or significant market power;

«  better strategic alliances;

® larger customcr bases; and

¢ well-established relationships with current and potential customers.
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To compete cffectively with thesc competitors, the Telefénica Group needs to
successfully market its products and services and to anticipate and respond to various
competitive factors affecting the relevant markets, such as the introduction of new
products and services by its competitors, pricing strategies adopted by its competitors,
changes in consumer preferences and in general economic, political and social
conditions. The Telefénica Group’s inability to effectively compete could result in price
reductions, lower revenues, under-utilization of the Group’s services, reduced operating
margins and loss of market share. Any of these circumstances could negatively affect
the Telefénica Group’s financial position, results of operations and cash flow.

Highly regulated markets. As a multinational telecommunications company that
operates in regulated markets, the Telefénica Group is subject to different laws and
regulations in each of the jurisdictions in which it provides services and in which
supranational (e.g. the Furopcan Union), national, state, regional local authorities
intervene to varying degrees and as appropriate. Depending on whether the Company
has a dominant position or not in these markets, the regulations in some countries are
particularly strict. In this respect, the regulatory authorities regularly intervene in both
the wholesale and retail offering and pricing of the Telefénica Group’s products and
services.

Furthermore, they could also adopt regulations or take other actions that could adversely
affect the Telefonica Group, including revocation of or failure to renew any of its
licenses, changes in the speetrum allecation or the grant of new licenses, authorizations
or concessions to competitors to offer services in a particular market. They could also
adopt, among others, measures or additional requirements to reduce roaming prices and
fixed mobile termination rates, force Telefonica to provide third-party access to its
networks and impose economic fines for serious breaches. Such regulatory actions or
measures could place significant competitive and pricing pressure on the Group’s
opcrations, and could have a material adverse effect on the Telefonica Group’s financial
position, results of operations and cash flow.

In addition, since the Telefonica Group holds a leading market share in many of the
countries where in operates, the Group could be affected by repulatory actions of
antitrust or competition authorities. These authorities could prohibit certain actions,
such as making further acquisitions or continuing to engage in particular practices or
impose fines or other penaltics on the Company, which, if significant, could result in
loss of market share and/ or in harm to future growth of certain businesses.

Specifically, the regulatory landscape in Lurope will change as a consequence of the
recent approval of the European Union’s new common regulatory framework, which
must be transposed into national law by Member States by June 2011. The regulatory
principles established for Europe suggest that the new frameworks in each Member
State could result in increased regulatory pressure on the local competitive environment.

This framework supports the adoption of measures by national regulators, in specific
cases and under exceptional conditions, establishing the functional separation between
the wholesale and retail businesses of operators with significant market power and
vertically integrated operators, whereby they would be required to offer equal wholesale
terms to third-part operators that are not integrated. The new framework is also likely to
strengthen consumer protection, network integrity and data privacy measures. The
Company may also face new regulatory initiatives in the area of mobile termination
rates and the provision of audiovisual content and services.
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In some European countries, the Telefénica Group may also facc increased pressure
from regulatory initiatives afmed at reallocating spectrum rights of usc and changing the
policies regarding spectrum allocation which could lead to new procedures for awarding

spectrum in Europe.

Finally, the recommendation on the application of the European regulatory policy to
next-generation broadband networks being drawn up by the European Commission
could play a key role in the incentives for operators to invest in net fixed broadband
networks in the short and medium term, thus affecting ihe outlook for the business and

competition in this market segment.

Services are provided under licenses or concessions. Most of Telefénica’s operating
companies require licenses, authorizations or concessions from the governmental
authoritics of the various countries. These licenses, authorizations and conccssions
specify the types of services Telefonica is permitted to offer under each circumstance.

The terms of its licenses, authorizations and concessions are subject to review by
regulatory authorities in each country and to possible interpretation, modification of
lermination by these authorities. Moreovcr, authorizations, licenses and concessions, as
well as their renewal terms and conditions, may be dircctly affected by political and

regulatory factors.

The terms of these licenscs, authorization and concessions and the conditions of the
rencwals of such licenses, authorizations and concessions vary from country to country.
Although license, authorization and concession renewal is nol usually guaranteed, most
licenses, authorizations and concessions do address the renewal process and terms,
which is usually related to the fulfillment of the commitments that were assumed by the
grantee. As licenses, authorizations and concessions approach the end of their terms, the
Telefénica Group intends to pursue their renewal to the extent provided by the relevant
licenses, authorizations or concessions, though the Group can not guarantee that it will
always complete this process successtully.

Many of these licenses, authorizations and concessions are revocable for public interest
reasons. The rules of some of the rcgulatory authorities with jurisdiction over the
"elefénica Group’s operating companies require them to meet specified network build-
out requirements and schedules. In particular, Telefénica’s cxisting licenses,
authorizations and concessions typically require it to satisfy certain obligations,
including, among others, minimum specificd quality standards, service and coverage
conditions and capital investment. Failure to comply with these obligations could result
in the imposition of fines or revocation or forfeiture of the license, authorization or
concession. In addition, the need to mect scheduled deadlines may require Telefénica
Group operators to expend more resources than otherwise budgeted for a particular

network build-out.

Markels subject to constant techrological development. The Telefénica Group’s future
success depends, in part, on its ability to anticipate and adapt in a timely manner to
technological changes. New products and technologies are constantly emerging, while
existing products and services continue to develop, This need for constant technological
innovation can render obsolete the products and services the Telefonica Group offers
and the technology it uses, and may consequently reduce the revenue margins obtained
and require investment in the development of new products, technology and services. In
addition, the Company may be subject to competition in the [uture from other
companies that are not subject to regulation as a result of the convergence of
telecommunications technologies. As a result, it may be very expensive for the
Telefénica Group to develop the products and technology it needs in order to continue
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to compete effectively with new or existing competitors. Such increased costs could
adverscly affect the Telefonica Group’s financial position, results of operations and
cash flow,

The Telefénica Group must continue to upgrade its existing mobile and fixed line
networks in a timely and satisfactory manner in order to retain and expand its customer
base in each of its markets, to enhancing its financial performance and to satisfy
regulatory requirements. Among other things, the Telefonica Group couid be required to
upgrade the functionality of its networks to achieve greater service customization, to
increased coverage of some of its markets, or expand and maintain customer service,
network management and administrative systems,

Many of these tasks are not entircly under the Tclefonica Group’s control and could be
constrained by applicable regulation, If the Telefénica Group fails to execule these tasks
efficiently, its services and products may become less attractive to new customers and
the Company may lose existing customers to its competitors, which would adversely
affect the Telefénica Group’s financial position, results of operations and cash flow.

Limitations on spectrum capacity could curtail growth. Telefonica’s mobile operations
in a number of countries may rely on the availability of spectrum. The Company’s
failurc to obtain sufficient or appropriate capacity and spectrum coverage, and, albeit to
a lesser extent, the related cost of oblaining this capacity could have an adverse impact
on the quality of our services and on its ability to provide new scrvices, adversely
affecting its business, financial position, results of operations and cash flow.

Supplier failures. The Telefonica Group depends upon a small number of major
suppliers for essential products and scrvices, mainly network infrastructure and mobile
handsets. These suppliers may, among other things, extend delivery times, raise prices
and limit supply due to their own shortages and business requirements. Further, these
suppliers may be adversely affected by current economic conditions. If these suppliers
fail to deliver products and services on a timely basis, this could have an adverse impact
on the Telefonica Group’s businesses and the results of its opcrations. Similarly,
interruptions in the supply of telecommunications equipment for its networks could
impede network development and expansion, which in some cases could adversely
affect the Telefonica Group’s ability to satisfy its license terms and requirements.

Risks associated with unforeseen network interruptions. Unanticipated network
interruptions as a rcsult of system failures whether accidental or otherwise, including
due to network, hardware or software failures, which affect the quality of or cause an
interruption in the Teicfonica Group’s service, could lead to customer dissatisfaction,
reduced revenues and traffic, costly repairs, fines or other types of measures imposed
by regulatory authorities and could harm the Telefénica Group’s reputation. Telefénica
attempts fo mitigate these risks through a number of measures, including backup
systems and protective systems such as firewalls, virus scanners and building security.
However, these measures are not effective under all circumstances and it is not possible
to foresee every incident or action that could damage or interrupt the Telefonica
Group’s networks. Although the Telefénica Group carries business interruption
insurance, its insurance policy may not provide coverage in amounts sufficient to
compensate it for any losses it may incur.

Certain studies suggest that electromagnetic radio emissions are harmful. Over the last
few years, the debate about the alleged potential effects of radio frequency emissions on
human health has hindered the deployment of the infrastructures necessary to ensure
quality of service.
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D.2

Institutions and organizations, such as the World Health Organization, have stated that
exposurc to radio frequency cmissions generated by mobile telephony, within the limits
eslablished, has no adverse effects on health. In fact, a number of European countries,
including Spain ameng others, have drawn up complete regulations reflecting the
Recommendation of the Council of the Furopean Union dated July 12, 1999. These add
planning criteria for new networks, thus ensuring compliance with the limits on
exposure to radio frequency emissions.

Whether or not other research or studics conclude there is a link between
radiofrequency emissions and health, popular concerns about radio frequeney emissions
may discourage the use of mobile communication devices and may result in significant
restrictions on both the location and operation of cell sites, either or both of which could
have a detrimental impact on the Telefonica Group’s mobile companics and
consequently on its financial position, results of opcrations and cash flow. While the
Telefénica Group is not aware of any evidence confirming a link between radio-
frequency emissions and health problems and it continees to comply with good
practices codes and relevant regulations, there can be no assurance of what future

medical research may suggest.

Risk of asset impairment. The Telefénica Group reviews on an annual basis, or more
frequently where the circumstances require, the value of each of its asscts and
subsidiarics, to asses whether the carrying values of such assets and subsidiaries can be
supported by the future cash flows expected, including, in some cases synergies
included in acquisition cost. The current economic environment and its development in
the short and medium term, as well as changes in the regulatory, business or political
environment may result in the necd to introduce impairment changes in its goodwill,
intangible assets or fixed assets. Though the recognition of impairments of items of
property, plant and equipment, intangible assets and financial assets results in a non-
cash charge on the income statement, it could adversely affect the Tclefénica Group’s

results of operations.

Other risks

Litigation and other legal proceedings. The Telefonica Group is party to lawsuits and
other legal proceedings in the ordinary course of its business, the final outcome of
which is generally uncertain. An adverse outcome in, or any settlcment of, these or
ather proceedings (including any that may be asserted in the fulure) could result in
significant costs and may have a material adverse effect on the Telefonica Group’s
business, financial position, results of operations and cash flow.

Indicate whether the company or group has been exposed to different types of
risk (operational, technological, financial, legal, reputational, fiscal...) during
the year:

Yes

If so, indicate the circumstances and whether the established control systems
worked adequately.

Risk eecurred in the financial year

Venezuelan economy
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Circumstances that have motivated it

Among other factors, it should be highlighted the level of inflation reached in 2009 and the
cumulative inflation rate over the last three years, the restrictions to the official foreign
exchange market and, finally, the devaluation of the bolivar on January §, 2010.

Effectiveness of the control systems

In accordance with the information appearing in Notes 2 (“Basis of presentation of the
consolidated financial statements™ and 24 (“Events after the reporting period” of the notes
{o the consolidated financial statements of Telefonica, S.A. for the year ended December 31,
2009, throughout 2009 and in the early part of 2010, a number of factors arose in the
Venczuelan economy that led the Telefonica Group to reconsider how it translates the
financial statements of investees and the recovery of its financial investments there. These
include the Jevel of inflation reached in 2009 and the cumulative inflation rate over the last
three years, restrictions to the official foreign exchange market and, finally, the devaluation
of the bolivar on Januvary 8, 2010.

As a result, in accordance with [FRS, Venczuela must be considered a hyperinflationary
economy in 2009. The main implications of this are as follows:

= That the 2008 figures should not be restated.

. Adjustment of the historical cost of non-monetary asscts and liabilities and the
various items of equity of these companies from the date of acquisition or inclusion
in the consolidated statement of financial position to the end of the year for the
changes in purchasing power of the currency caused by inflation.

The cumulative impact of the accounting restatement to adjust for the effects of
hyperinflation for years prior to 2009 is shown in translation differences at the
beginning of the 2009 financial year.

= Adjustment of the income statement to reflect the financial loss caused by the impact
of inflation in the year on net monetary assets (loss of purchasing power).

. The various componeits in the income statement and statement of cash flows have
been adjusted for the general price index from the dates the components were
contributed or arosc, with a balancing cntry in net financial results and an offsetting
item in the statement of cash flows, respectively.

= All components of the financial statements of the Venezuelan companies have been
translated at the closing exchange rate, which at December 31, 2009 was 2.15
bolivars per dollar (3.1 bolivars per euro).

The main effects on the Telefénica Group’s consolidated financial statements for 2009
derived from the above are as fotlows:

Millions of euros

Revenue 267
OIBDA 64
Net profit (Joss) (548)
Translation differences 1,224
Impact on equity 676

In addition, regarding the devaluation of the Venezuelan bolivar on January 8, 2010, the two
main factors to consider with respect to the Telefénica Group’s 2010 financial statements
will be:
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D.3

. The decrease in the Telcfénica Group’s net assets in Venczucla as a result of the new
exchange rate, with a balancing entry in equity of the Group. This effect is estimated
at approximately 1,810 million euros.

. The translation of results and cash flows from Venezuela at the new devalued closing
exchange rate.

Finafly, on January 19, the Venczuelan authorities announced that they would grant a
preferential rate of 2.60 bolivar fuerte per dollar for new items, among which payment of
dividends is included, as long as the request for Authorization of Acquisition of Foreign
Exchange was filed before January 8, 2010. To that date, the Company had in fact requested
authorizations related to the distribution of dividends of prior years.

Indicate whether there is a committee or other governing body in charge of
establishing and supervising these control systems.

Yes
If so, please explain its duties.
Name of Committee or Body Description of duties
Audit and Control Commitice The Board of Directors of Telefénica, S.A. has

constituted an Audit and Control Comimittee whose
powers and duties and rules of operation are set out in
the Company By-Laws and in the Regulations of the
Board of Directors. Such regulations comply with all
legal requirements as well as with the recommendations
for pood corporate governance issucd by both naticnal
and international bodies.

Unless dealing with specific issues, the following shall
be invited to attend Committee meetings: the External
Auditor, representatives of the Legal General Secrctariat
and the Board, as well as representatives from the
following departments: Finance and Corporate
Development, Internal  Audit, Intervention and
Inspection, Planning, Budgets and Control, Operations
and Human Resources.

Occasionally, as mentioned above, other managers [rom
within the Group are invited to inform the Committec
on specific areas of interest to it.

The dutics of the Committece arc cstablished in the
Company By-Laws of Telefdnica, S.A. (art. 31 bis), and
in the Regulations of the Board of Directors (art. 21), as
described in section B.2.3 of this Report.

In addition, the Company has designed a system of
information to which the Chairman and the members of
the Audit and Control Committee have aceess, through
which they can obtain, if they wish, information on the
conclusions of internal auditing reports and on the
fulfillment of recommendations subject to specific
monitoring,

Likewise, within the Group, Commitices have been set
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up in those companies whose shares are listed on stock
market in countries other than Spain, with similar duties
to those described for the Audit and Control Committee

of Telefénica, S.A.

D.4 Identify and describe the processes for compliance with the regulations

=

E.1l

E.2

applicable to the company and/or its group.

The vast majority of the companies comprising the Telefonica Group operate in the
telecommunications sector, which is subject to regulation in nearly all the countries where
the Group is present. Among the basic objectives of the internal control model described
above is compliance with laws and regulations that affect the Telefénica Group's activities.
In particular, the Group has units excrcising specific control over this type of risk, especially
through its legal services and in the areas of corporate regulation in the Group companies.

GENERAL SHAREHOLDERS’ MEETINGS
Indicate the quorum required for constitution of the General Sharcholders’
Meeting established in the company's bylaws. Describe how it differs from the

system of minimum quorums established in the LSA.

No

Quorum % other than that Quorum % other than that established
established in article 102 of the | in article 103 of the LSA for the special
LSA for general cases cases described in article 103

Quorum required

for first call

Quorum required

for second call

Indicate and, as applicable, describe any differences between the company’s
system of adopting corporate resolutions and the framework set forth in the
LSA:

Yes

Describe how they differ from the rules established under the LSA.

Description of differences

Article 21 of the Company By-Laws establishes that the General Sharcholders’ Meeting
shall adopt its resolutions with the majority of votes established by law, cast by the
shareholders present in person or by proxy.

Each share whose holder is present at the General Sharebolders” Meeting in person or by
proxy shall give the right to one vote, except in the case of non-voting shares, subject to the
provisions of Law.

Notwithstanding the provisions of the preceding paragraph, no sharcholder may cast a
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E.3

E.4

number of votes in cxcess of 10 percent of the total voling capital existing al any time,
regardless of the number of shares held by such shareholder.

In determining the maximum number of votes that each shareholder may cast, only the
shares held by each such shareholder shall be computed, and those held by other
shareholders that have granted their proxy to the first-mentioned shareholder shall not be
computed, without prejudice to the application of the aforementioned limit of 10 percent to
cach of the shareholders that have granted a proxy.

The limitation established in the preceding paragraphs shall also apply to the maximum
number of votes that may be collectively or individually cast by two or more shareholder
companics belonging to the same group of enlities, as well as to the maximum number of
votes that may be cast by an individual or corporate shareholder and the entity or cntitics
that are shareholders themselves and which are directly or indirectly controlled by such

individual or corporate shareholder.

For purposes of the provisions contained in the preceding paragraph, the provisions of
Section 4 of the current Securities Market Act of July 28, 1998 (in the reference to article 42
of the Commercial Code) shall apply in order to decide whether or not a group of cntities
exists and to examine the situations of control indicated above.

Without prejudice to the limitations upon the right to vote described above, all shares
present at the Meeling shall be computed for purposes of determining the existence of a
quorum in constituting the Meeting, provided, however, that the 10-percent limit on the
number of votes established in this article 21, of the Company Bylaw shall apply to such
shares at the time of voting.

List all shareholders’ rights regarding the General Shareholders’ Meetings
other than those established under the LSA.

Telefénica grants all sharecholders the rights related to the Gencral Sharcholders’ Meetings
set out in the LSA.

Likewisc, with a view to encouraging shareholders’ participation in the GSM, pursuant to
Article 11 of the Regulations for the General Shareholders® Meeting of Telefénica, S.A.,
sharcholders may at all times and after providing cvidence of their status as such, make
suggestions through the Shareholder Service [Servicio de Atencion al Accionista] regarding
the organization, opcration and duties of the General Shareholders® Meeting.

Indicate the measures, if any, adopted to emncourage participation by
shareholders at General Shareholders’ Meetings.

The primary goal of the Regulations of the General Shareholders” Meeting of Telefonica,
S.A. is to offer the sharcholder a framework that guarantees and facilitates the exercise of
their rights in their relationship with the governing body of the Company. Particular
cmphasis is placed on the sharchelders’ right to receive information and 1o participate in the
deliberations and voting, by cnsuring the widest possible dissemination of the call to
meeting and of the proposed resolutions that are submitted to the shareholders at the General
Shareholders” Meeting. In addition to the measures required by the applicable law in effect,
the following are specific measures envisaged in the Regulation of the General
Shareholders’ Meeting with a view to facililating sharcholders’ altendance and participation

in the Meeting:

* WEBSITE
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From the date of publication of the notice of the call to the General Sharcholders’
Meeting, and in order 1o facilitate shareholders” attendance and participation therein, the
Company shall include in its website, to the extent available and in addition to the
documents and information required by the Law, all materials that the Company deems
advisable for such purposes and in particular, but merely for illustrative purposes, the
following:

a} The text of all the proposed resolutions that are to be submitted to the sharcholders
at the General Sharcholders® Meeting and that bave by then been approved by the
Board of Directors, provided, however, that the Board of Directors may amend such
proposals up to the date of the Meeting when so permitted by the Law.

b} Information regarding the place where the General Shareholders” Meeting is to be
held, describing, when appropriate, the means of access to the meeting room.

¢) The procedure to obtain attendance cards or certificates issued by the entities legally
authorized to do so.

d) The means and procedures to grant a proxy for the General Shareholders’ Meeting.
¢) If established, the means and procedures to cast votes from a distance.

f) Any other matters of interest for purposes of following the proceedings at the
Meceting, such as whether or not simultangous interpretation services will be
provided, the possibility that the General Shareholders® Meeting be followed by
audio-visual means, or information in other languages.

The Company sharcholders may obtain all the aforementioned information through the
corporate website, or may request that it be sent or delivered to them without charge
through the mechanisms cstablished on the website for this purpose.

*  SUGGESTIONS MADE BY THE SHAREHOLDERS

As indicated above, without prejudice to the sharcholders’ right, in such cases and under
such terms as are provided in the Law, to have certain matters included in the Agenda
for the Meeting that they request be called, the shareholders may at all times and after
providing evidence of their status as such, make suggestions through the Sharcholder
Service [Servicio de Atencion al Accionista) regarding the organization and operation of
the General Shareholders’ Meeting and the powers of the shareholders thereat.

Likewise, through the Sharcholder Service, shareholders may request all types of
information, documentation and clarifications required in relation to the General
Shareholders® Meeting, either through the Company website or by calling the toll-free
line.

*  PROXY GRANTING AND REPRESENTATION

The Chairman of the General Shareholders’ Meeting, or the Secretary for the Meeting
acting under a delegation of powers, shall resolve all questions arising in connection
with the validity and effectiveness of the documents setting forth the right of any
shareholder to attend the General Shareholders’ Meeting, whether individually or by
grouping shares with other sharcholders, as well as the granting of a proxy or of powers
of representation to another person, and shall ensure that only such documents as fail to
meet the minimum essential requircments are considered invalid or ineffective and
provided that the defects therein have not been cured.

E.5 Indicate whether the General Shareholders’ Meetings is presided by the
Chairman of the Board of Directors. List measures, if any, adopted to
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guarantee the independence and correct operation of the General
Shareholders’ Meeting:

Yes

Details of measures

The General Shareholders” Meeting of Telefonica, S.A. has established its principles of
organization and operation in a set of Regulations, approved by the General Shareholders’
Meeting, and the Chairman must always act in line with the principles, criteria and

guidelines set out therein.

In addition to establishing the principles of organization and operation of the General
Shareholders' Meeting, gathering and organizing the different aspects of calling,
organization and development of the General Sharcholders’ Meeting in a single text, the
document provides mechanisms to:

- Facilitate shareholders’ exercise of their relevant rights, with particular attention to the
shareholders’ right to information and to participate in the deliberations and voting,

- Ensure the utmost transparency and efficiency in the establishment of the shareholders’
will and in decision-making at the Meeting, ensuring the widest possible dissemination of
the call to meeting and of the proposed resolutions.

Furthermore, in accordance with the Regulations of the Board of Directors, the conduct of
the Chairman of the Board must always act in accordance with the decisions and criteria
established by the shareholders at the General Shareholders’” Meeting (in addition to the

Board of Directors and the Board Committees).

E.6 Indicate the amendments, if any, made to the General Shareholders’ Meeting
regulations during the year.
In 2009, no amendments were made to the Regulations for the Gencral Shareholders’
Meeting of Telefonica, S.A.
E.7 Indicate the attendance figures for the General Sharcholders® Meetings held
during the year:
Attendance data
Date of general % attending in % by proxy % remote voting Total
meeting person Electronic Other
means
06/23/09 0.168 60.463 0.000 0 60.631
E.8 Briefly indicate the resolutions adopted at the General Shareholders’ Meetings
held during the year and the percentage of votes with which each resolution
was adopted.
Items on Yotes Result
Summary of proposal Votes in favor . Abstentions of the
agenda against vote
Approval of the Annual
- 2,629,333 559 9,622,338
I Q:;:);glgsfor Fiscal (92.17%) (0.34%) 213,720,882 (7.49%) Approved
Distribution of a
- 2,644,991,917 971,960
| mesticied esemes 62.72%) oowy | HOTIHICI Approved
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i

Approval of an
incentive Telefonica,
S.A. share purchase
ptan for employees of
the Telefénica Group

2,609,510,504
(91.48%)

36,379,361
(1.28%)

206,786,914 (7.25%)

Approved

v

Authorization for
acquisition of the
Company’s own shares,
directly or through
companies of the
Group.

2,649,876 493
(92.89%)

2,230,686
(0.08%)

200,569,600 (7.03%)

Approved

Reduction of the share
capital through the
cancellalion of treasury
shares.

2.651,153,726
(92.94%)

1,274,760
(0.04%)

200,248,293 (7.02%)

Approved

Vi

Re-election of the
Auditor for Fiscal Year
2009.

2,642,101,657
(92.62%)

4,504,247
(0.16%)

206,070,875 (7.22%)

Approved

VI

Delegation of powers to
formalize, interpret,
correct and implement
the resolutions adopted
by the General
Shareholders” Meeting.

2,652,039.978
92.97%)

398,877
(0.03%)

199,737,924 (7.00%)

Approved

E.9

Indicate whether the bylaws impose any minimum requirement on the number

of shares needed to attend the General Shareholders’ Meetings:

Yes

Number of shares required {o attend the General Shareholders’

Meetings

300

E.1I0 Indicate and explain the policies pursued by the company with reference to
proxy voting at the General Shareholders’ Meeting.

As indicated above, with a view to facilitating shareholders’ attendance and participation in
the General Sharcholders’ Meetings, the Company has established the following policies in
keeping with the legislation in effect:

* Voting by proxy at the General Sharcholders’ Meeting:

Every shareholder having the right to attend the General Sharcholders” Meeting may be
represented thereat by another person, even if not a shareholder. The proxy must be
granted specifically for each Meeting, cither by using the proxy-granting form printed
on the attendance card or in any other manner permitted by the Law.

Shareholders that do not hold the minimum number of shares required to attend the
Meeting (300 shares) may at all times grant a proxy in respect thereof to a sharcholder
having the right to attend the Mecting, as well as group together with other shareholders
in the same situation until reaching the required number of shares, following which a
proxy must be granted to one of such shareholders.

* Voting instructions:

The documents setting forth the proxies or powers of attorney for the General
Sharcholders® Meeting shall contain instructions regarding the direction of the vote. If
no express instructions are given, it shail be understood that the proxy-holder must vote
in favor of the proposed resolutions put forward by the Board of Directors regarding the
matters on the agenda and against those proposals which, albeit not included in the
Agenda, may be submitted to a vote in said Meeting.
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E.11

E.12

*  Proxies:

- If the document setting forth the proxy or power of attomey does not state the
specific person or persons to whom the sharcholder grants the proxy, such proxy
shall be deemed granted in favor of any of the following: the Chairman of the Board
of Directors of the Company, or the person that stands in for him as Chairman of the
General Shareholders’ Meeting, or such person as is appointed by the Board of
Directors, with notice of such appointment being given in advance in the official

notice of the call to meeting.

- In cases in which a public proxy solicitation has been carried out, the Director whe
obtains such proxy shall be subject to the voting restriction established in Section
114 of the Securities Market Act [Ley del Mercado de Valores] in connection with

conflict of interest situations.

Finally, 1o facilitate the maximum participation by sharcholders, the Chairman of the
General Sharcholders” Meeting, or the Secretary for the Meeting acting under a
delegation of powers, shall resolve all questions arising in connection with the validity
and effectiveness of the documents setting forth the right of any sharcholder to attend
the General Shareholders’ Meeting, as well as the granting of a proxy or of powers of
representation to another person, and shall ensure that only such documents as fail to
meet the minimum essential requirements are considered invalid or ineffective and
provided that the defects therein have not been cured..

Indicate whether the company is aware of the policy of institutional investors
on whether or not to participate in the company’s decision-making processes:

No

Indicate the address and mode of accessing corporate governance content on
your company’s website.

Telefonica complics with the applicable legislation and best practices in terms of the content
of the website concerning Corporate Governance. In this respect, it fulfils both the technical
requirements for access and for content for the Company website, through dircet access
from the homepage of Telefonica, 5.A. (www.telefonica.es) in the section “Shareholders
and Investors™ (http://www telefonica.csfinvestors/), which includes not only all of the
information that is legally required, but afso information that the Company considers to be

of intcrest,

All the available information included on the Company website, except for certain specific
documents, ts available in three languages: Spanish, Porfuguese and English,
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@ DEGREE OF COMPLIANCE WITH CORPORATE GOVERNANCE
RECOMMENDATIONS

Indicate the degree of the company's compliance with Corporate Governance
recommendations.

Should the company not comply with any of them, explain the recommendations,
standards, practices or criteria the company applies.

1. The bylaws of listed companies should not place an upper limit on the votes that
¢an be cast by a single shareholder, or impose other obstacles to the takeover of
the company by means of share purchases on the market.

See sections: A.9,B.1.22,B.1.23andE.1,E.2.
Explain

In accordance with Articie 21 of the Company By-Laws, no shareholder may cast a number of
votes in excess of 10 percent of the total voting capital existing at any time, regardless of the
number of shares held by such shareholder. In determining the maximum number of votes that
each shareholder may cast, only the shares held by each such sharcholder shall be computed, and
thosc held by other sharcholdcers that have granted their proxy to the first-mentioned shareholder
shall not be computed, withoul prejudice to the application of the aforementioned limit of 10
percent to each of the sharcholders that have granted a proxy.

The limitation established in the preceding paragraph shall also apply to the maximum number
of votes that may be collectively or individually cast by two or more sharcholder companies
belonging to the same group of entities, as well as to the maximum number of votes that may be
cast by an individual or corporate shareholder and the entity or entities that are sharcholders
themselves and which are directly or indirectly controlled by such individual or corporate

shareholder.

In addition, Article 25 of the By-Laws stipulates that no person may be appointed as Director
unless they have held, for more than three years prior to their appointment, a number of shares of
the Company representing a nominal value of at least 3,000 euros, which shares the Director
may not transfer while in office. These requirements shall not apply to those persons whe, at the
time of their appointment, are related to the Company under an employment or professional
relationship, or when the Board of Directors resolves to waive such requirements with the

favorable vote of at least 85 percent of its members.

Article 26 of the By-Laws establishes that, in order for a Director to be appointed Chairman,
Vice Chairman, Chief Executive Officer or member of the Executive Commission, it shall be
necessary for such Director to have served on the Board for at least the three years immediately
prior to any such appointment. However, such length of service shall not be required if the
appointment is made with the favorable vote of at least 85 percent of the members of the Board
of Directors.

2. When a dominant and a subsidiary company are stock market listed, the two
should provide detailed disclosure on:

a) The type of activity they engage in, and any business dealings between them as
well as between the listed subsidiary and the other group companies;
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b) The mechanisms in place to resolve possible conflicts of interest.
See sections: C4and C.7
Not applicable

Even when not expressly required under company law, any decisions involving a
fundamental corporate change should be submitied to the General Shareholders’
Meeting for approval or ratification. In particular:

a) The transformation of listed companies into holding companies through the
process of subsidiarization, i.e. reallocating core activities to subsidiaries that
were previously carried out by the originating firm, even though the latter
retains full control of the former;

b} Any acquisition or disposal of key operating assets that would effectively alter
the company's corporate purpose;

¢) Operations that effectively add up to the company's liquidation;

Complies

Detailed preposals of the resoluiions to be adopted at the General Shareholders’
Meeting, including the information stated in Recommendation 28, should be made
available at the same time as the publication of the Meeting notice.

Complies

Separate votes should be taken at the General Meeting on materially separate
items, so shareholders can express their preferences in each case. This rule shall
apply in particular to:

a) The appointment or ratification of directors, with separate voting on each
candidate;

b) Amendments to the bylaws, with votes taken on all articles or group of articles
that are materially different.

See section: E.8
Complies

Companies should allow split votes, so financial intermediaries acting as nominees
on behalf of different clients can issue their votes according to instructions.

See section: E4

Complies
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7. The Board of Directors should perform its duties with unity of purpose and
independent judgement, according all shareholders the same treatment. It should
be guided at ail times by the company's best interest and, as such, strive to
maximise its value over time.

It should Likewise ensure that the company abides by the laws and regulations in
its dealings with stakeholders; fulfils its obligations and contracts in good faith;
respects the customs and good practices of the sectors and territories where it does
business; and upholds any additional social responsibility principles it has
subscribed to voluntarily.

Complies

8. The board should see the core components of its mission as to approve the
company's strategy and authorise the organisational resources to carry it forward,
and to ensure that management meets the objectives set while pursuing the
company's interests and corporate purpose. As such, the board in full should
reserve the right to approve:

a)  The company’s general policies and strategies, and in particular:

i) The strategic or business plan, management targets and annual
budgets;

if)  Investment and financing policy;

iii) Design of the structure of the corporate group;
iv) Corporate governance policy;

v)  Corporate social responsibility policy;

vi) Remuneration and evaluation of senior officers;

vii) Risk control and management, and the periodic monitoring of internal
information and control systems;

viii) Dividend policy, as well as the policies and limits applying to treasury
stock.

See sections: B.1.10,B.1.13, B.1.14 and D.3
b)  The following decisions;

i) On the proposal of the company’s chief executive, the appointment and
removal of senior officers, and their compensation clauses.

See section: R.1.14.

ii}  Directors’ remuneration, and, in the case of executive directors, the
additional consideration for their management duties and other
contract conditions.

See section: B.1.14.
iii)  The financial information listed companies must periodically disclose.

iv) Investments or operations considered strategic by virtue of their
amount or special characteristics, unless their approval corresponds to
the General Shareholders’ Meeting;

-270 -



10.

v)  The creation or acquisition of shares in special purpose vehicles or
entities resident in jurisdictions considered tax havens, and any other
transactions or operations of a comparable nature whose complexity
might impair the transparency of the group. )

¢)  Transactions which the company conducts with directors, significant
shareholders, sharcholders with board representation or other persons
related thereto (“related-party transactions®).

However, board authorisation need not be required for related-party
transactions that simultancously meet the following three conditions:

I. They are governed by standard form agreements applied on an across-
the-board basis to a large number of clients;

2. They go through at market rates, generally set by the person supplying
the goods or services;

3. Their amount is no more than 1% of the company’s annual revenues.

It is advisable that related-par{y transactions should only be approved on the
basis of a favorable report from the Audit Commitiee or some other
committee handling the same function; and that the directors involved
should neither exercise nor delegate their votes, and should withdraw from
the meeting room while the board deliberates and votes.

Ideally, the above powers should not be delegated with the exception of those
mentioned in b) and ¢), which may be delegated to the Executive Committee
in urgent cases and later ratified by the full board.

See sections: ClandC.6

Complies

In the interests of maximum effectiveness and participation, the Board of
Directors should ideally comprise no fewer then five and no more than fifteen
members.

See section: B.1.1
Explain

The complexity of the Telefénica Group organizational structure, given the considerable number
of companies it comprises, the variety of sectors it operates in, its multinational nature, as well as
its economic and business relevance, justify the fact that the number of members of the Board is
adequate to achieve an efficient and operative operation.

In addition, it is important to bear in mind the Company’s largest number of Board committees,
which ensures the active participation of all its Directors.

External direcfors, proprietary and independent, should occupy an ample
majority of board places, while the number of executive directors should be the
minimum practical bearing in mind the complexity of the corporate group and the
ownership interests they control.

See sections: A2, A3 B.1.3and B.1.14.

Complies
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11.

12.

In the event that some external director can be deemed neither proprietary nor
independent, the company should disclose this circumstance and the links that
person maintains with the company or its senior officers, or its shareholders.

See section: B.1.3
Complies

That among external directors, the relation between proprietary members and
independents should match the proportion between the capital represented on the
board by proprietary directors and the remainder of the company's capital.

This proportional criterion can be relaxed so the weight of proprietary directors is
greater than would strictly correspond to the total percentage of capital they
represent:

1. [Inlarge cap companies where few or no equity stakes attain the legal threshold
for significant shareholdings, despite the considerable sums actually invested.

2. In companies with a plurality of shareholders represented on the board but not
otherwise related.

See sections: B.13,A2and A3

Explain

The aforementioned recommendation number 12 refers to the composition of the group of
external Dircctors. As stated in scction B.1.3 of this Arnual Corporate Governance Report, at
December 31, 2009, the group of external Directors of Telefonica, S.A. was composed of 14
members (of a total of 17 Mcmbers), of whom four are proprietary Directors, eight are
independent and two fall under the "other external Directors” category.

Of the four proprietary directors, two act in representation of Caja de Ahorros y Pensiones de
Barcelona (“la Caixa™), which holds 5.17% of the capital stock of Telefénica, S.A., and two act
in representation of Banco Bilbao Vizcaya Argentaria, S.A. (BBVA), which holds 5.54% of the
capital stock.

Applying the proportional criteria established in Article 137 of the LSA (to which
Recommendation 12 of the Unified Code refers to), regarding the total number of directors, the
stakes held by “la Caixa™ and BBV A are sufficient to entitle each entity to appoint a director.

Moreover, it must be taken into account that Recommendation 12 stipulates that this strict
proportionality criterion can be relaxed so the weight of proprietary directors is greater than
would strictly correspond to the total percentage of capital they represent in large cap companies
wherc few or no equity stakes attain the legal threshold for significant sharcholdings, despite the
considerable sums actually invested.

In this regard, Telefénica is the listed company on Spanish stock exchanges with the highest
stock market capitalization, reaching the figure of 89,089 million euros at December 31, 2009,
which means a very high absolute value of the stakes of “la Caixa” and BBVA in Telefénica
(that of “la Caixa” is 4,606 million euros, and that of BBVA is 4,936 million euros), which
justifies the overrepresentation of these entities on the Board of Directors, rising from one
member of the board each (to which they would strictly have the right in accordance with Article
137 of the LSA) to two members, i.e. permitting the appointment of just one more proprietary
director over the strictly legal proportion.
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13. The number of independent directors should represent at least one third of all

14

15.

board members.
See section: B.1.3

Complies

The nature of each director should be explained to the General Meeting of
Shareholders, which will make or ratify his or her appoinément. Such
determination should subsequently be confirmed or reviewed in each year’s
Annual Corporate Governance Report, after verification by the Nomination
Committee. The said Report should also disclose the reasons for the appointment
of proprietary directors at the urging of shareholders controlling less than 5% of
capital; and explain any rejection of a formal request for a board place from
shareholders whose equity stake is equal (o or greater than that of others applying
successfully for a proprietary directorship.

See sections: B.1.3and B.1.4
Complies

When women directors are few or non existent, the board should state the reasons
for this situation and the measures taken to correct it; in particular, the
Nomination Committee should take steps to ensure that:

a) The process of filling board vacancies has no implicit bias against women

candidates;

b) The company makes a conscious effort to include women with the target
profile among the candidates for board places.

See sections: B.1.2,B.1.27 and B.2.3.
Explain

In fact, the search for women who meet the necessary professional profile is a question of
principle and, in this regard, it is clear that Telefonica has taken this concern on board. In this
regard, it should be noted that, on January 23, 2008, the Board of Directors unanimously agreed
to appoint, by means of interim appointment and at the proposal of the Nomipating,
Compensation and Corporatc Governance Committee, Maria Eva Castillo Sanz as an
Independent Director of Telefonica. This appointment was ratified by the Ordinary General
Sharcholders” Meeting of Telefonica held on April 22, 2008, and she was thus appointed as a
Member of the Board of the Company for a term of five years.

Likewise, on December 19, 2007, the Board of Directors unanimously agreed, following a
favorable report from the Nominating, Compensation and Corporate Governance Committee, to
appoint Marfa Luz Medrano Aranguren as the Deputy Secretary General and Sccretary of the
Board of Directors of Telefdnica.

Article 10.3. of the Regulations of the Board of Directors stipulates that the Board of Directors
and the Nominating, Compensation and Corporate Governance Committee shall ensure, within
the scope of their respective powers, that the candidates chosen are persons of recognized caliber,
qualifications and experience, who are willing to devote a sufficient portion of their time to the
Company, and shall take extreme care in the sclection of the persons to be appointed as

independent Directors.
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16.

17.

18.

Therefore, the sclection procedure described above is based exclusively on the personal merits of
the candidates (“recognized caliber, qualifications and experience™) and their ability to dedicate
themselves to the functions of members of the board, so there is no implicit bias capable of
impeding the selection of women directors, if, within the potential candidates, there are women
candidales who meet the professional profile sought at each moment.

The Chairman, as the person responsible for the proper operation of the Board of
Directors, should ensure that directors are supplied with sufficient information in
advance of board meetings, and work to procure a good level of debate and the
active involvement of all members, safeguarding their rights to freely express and
adopt positions; he or she should organise and coordinate regular evaluations of
the board and, where appropriate, the company’s chief executive, along with the
chairmen of the relevant board committees.

See section: B.142

Complies

When a Company's Chairman is also its chief executive, an independent director
should be empowered to request the calling of board meetings or the inclusion of
new business on the agenda; to coordinate and give voice to the concerns of
external directors; and to lead the Board’s evaluation of the Chairman.

See section: B.1.21
Partially complies

Although there are no specific powers granied to an independent Director to these effects, the
Company considers that this recommendation can be deemed as complied with for the following
reasons:

- In accordance with Article 29 of the Regulations of the Board of Directors, all the Directors
of the Company, including all independent Directors, may request that a meeting of the
Board of Directors be called whenever they consider it necessary, or that the items they
deem appropriate be included in the Agenda.

- In addition, in accordance with article 13.3 of said Regulations, the Chairman of the
Nominating, Compensation and Corporate Governance Committee —a post that shall always
be given to an independent Director (article 22 of the Regulations)- and the Chairman of the
Board of Directors shall be responsible for organizing and coordinating a periodic

assessment of the Board.

The Secretary should take care to ensure that the Board's actions:

a) adhere to the spirit and letter of Laws and their implementing regulations,
including those issued by regulatory agencies;

b) Comply with the company bylaws and the regulations of the General
Shareholders® Meeting , the Board of Directors and others;

c) Are informed by those good governance recommendations of the Unified Code
that the company has subscribed to.
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