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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMERTS

This Annual Report conlains siatements that constitute forward-looking statements within the meaning of Section 274 of the Securities Act of 1933, as

. amended, Scction 21E of the Securities Exchange Act of 1934, as amended, and the safe harbor provisions of the Private Securities Litigation Reform Act of

1995, The forward-tocking statements in this Annual Report can be identified, in some instances, by the use of words sach as “will”, “expect”, “gim”, “hope”,
“anticipate”, “intend”, “believe” and similar language or the negative thereof or by the forward-looking nature of discussions of strategy, plans or inteations.

These statements appear in a number of places in this Annual Report including, without fimitation, certain statements made in “Item 3. Key Information—Risk
Factors™, "Ttem 4. Information on the Company”, “Item 5. Operating and Financial Review and Prospecis” and “Item 11. Quantitative and Qualitative
Disclosures About Market Risk™ and include statements regarding our intent, belief or current expectations with respect to, among other things:

»  the eifect on our results of operations of competilion in telecommunicalions markets;

» trends affecting our financial condition or results of operations;

= acquisitions or investnents which we may make in the future;

e our capital expenditures plan,

= our estimated availability of funds;

s our ability 10 repay debt with estimated future cash flows;

s our sharchelder remuneration policies;

» supervision and regulation of the ielecommunications sectors where we have significant operations;

« our strategic parinerships; and

« the potential for growth and competition in current and anticipated areas of our business.

Such forward-leeking statements are not guarantees of future performance and involve numercus risks and uncertainties, and actual results may dilfer
materiatly from those anticipated in the forward-looking statements as a result of various factors. The risks and uncertainties involved in our business thet could
affect the matters referred to in such forward-looking statements include but are not limited to:

» changes in general economic, business or polidcal conditions in the demestic or international markets (particularly in Latin America) in which we
operate or have material investments that may affect demand for our services;

« changes in currency exchange rates, interest rates or in credit risk in our treasury invesiments or in some of cur financial transactions;
»  general economic conditions in the ceuntries in which we operate;

»  existing or worsening conditions in the intemational financial markeis;

+ failure to maintain satisfactory working relationships with our joint venture pariners;

» the actions of existing and potential competitors in each of our markets;

«  the impact of current, pending or future legislation and regulation in couniries where we operate;

» faiture to renew or obtain the y li , authorizations and concessions to carry cut cur operations;
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the potential effects of technological changes;
the impact of limitations in spectram capacity;

failure of liers {0 provide Yy equip and services on a timely basis;

PP

the impact of icipated network interruptions;

the effect of reports suggesting that radio frequency emissions cause health problems;

the impact of impairment charges on our goodwill and assets as a result of changes in the regulatory, business or political envi and

the outcome of pending ltigation.

Readers are cautioned not to place undue reliance on those forward-looking statements, which speak only as of the date of this Annual Report. We
undertake no obligation to release publicly the result of any revisions to these forward-looking which may be made 1o reflect events or

circumstances after the date of this Annual Report i

g, without limitation, ch in our busi or acquisition strategy or pl. d capital exy

or to reflect the occurrence of unanticipated events.
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CERTAIN TERMS AND CONVENTIONS

Qur ordinary shares, nominal valug €1.00 per share, are currently listed on each of the Madrid, Barcelona, Bilbao and Valencia stock exchanges under the
symbol “TEF”. They are also listed on various foreign stock exchanges such as the Londoen, Buenos Aires and Tokyo stock exchanges and are quoted through
the Automated Quotation System of the Spanish stock exchanges and through the SEAQ International System of the London Stock Exchange. American
Drepositary Shares (“ADSs"), ¢ach representing the right to receive three ordinary shares, are listed on the New York Stock Exchange and on the Lima Stock
Exchange. ADSs are evidenced by American Depositary Receipis ('ADR5") issued under a Deposit Agreement with Citibank, N.A , as Depositary. Brazilian
Depositary Receipts ("BDRs"), each representing the right to receive one ordinary share, are listed on the 530 Paulo Stock Exchange and are issued under a
Deposit Agreement with Banco Bradesco, $.A., as Depasitary.

As used herein, “Telefonica”, “Telefonica Group”, “Group” and terms such as “we”, “us” and “our” mean Telefonica, §.A. and its consolidated
subsidiaries, unless the context requires otherwise.

As used herein, “Atento” means Atento Holding, Inversiones y Teleservicios, S.A. and its consolidated subsidiaries, unless the context requires otherwise.

Below are definitions of certain technical terms used in this Annual Repont:

»  “Access” refers to a connection to any of the telecommunications services offered by us. We present our cusiomer base using this model because the
integration of tel ications services in bundled service packages has changed the way residential and corporate customers contract for our
services. Because a $ingle customer may contract for multiple services, we believe it is more accurate to count the number of accesses, or services a
custonter has condracted for, as opposed to only counting the number of our customers. For example, a customer that has fixed line 1elephony service and
broadband service represents two accesses rather than a single customer. [n addition, we fully count the accesses of all companies over which we exercise
controt or joint control. The following are the main categories of accesses:

»  Fixed telephony accesses: includes public switched telephone network, or PSTN, lines (including public use telephony), and integrated services digital
network, or ISDN, lines and circuits. For purposes of cal¢ulating our number of fixed line accesses, we multiply our lines in service as follows: PSTN
{x1); basic ISDN (x1); primary ISDN (x39, x20 or x10); 2/6 digital accesses (x30).

e Internet and data : includes broadband {retail asymmetrical digital subscriber line “ADSL", satellite, fiber optic and circuits over 2
Mbps), narowband accesses (Internet service through the PSTN lines) and other aceesses, including the remaining non-broadband final elient circuits.
“Naked ADSL" allows customers 1o subscribe for a broadband connection without a menthly fixed line fee.

+ Pay TV: includes cable TV, direct to home satellite TV, or DTH, and Internet Protocol TV, or IPTV.

« Mabile accesses: includes contract and pre-pay mobile telephony. In 2009 in order to align the criteria for the key performance indicators of our
mobile operations, the definition of mobile accesses (and, therefore, of 10tat accesses) was revised 1o include hine-to-machine In
addition, we revised the accounting criteria For pre-pay mobile accesses at Telefénica 02 Czech Republic and Telefénica 02 $lovakia to conform to
the aceounting criteria for pre-pay mobile accesses throughout the Group. In order to count a pre-pay mobile access, such access must have been
active in the most recent three months prior to counting. As a result of both revisions, we restated 2008 mobile accesses. 2007 information is

preseted based on our prior ¢lassafications.

*  Unbundled local loop, or ULL: includes accesses to both ends of the copper local loop leased 10 other operators to provide voice and DSL services
(fully unbundled loop, fully UL) or only DSL service (shared unbundled loop, “shared UL™).

»  Wholesale ADSL: means wholesale asymmetrical digital subscriber line.

*  Other: includes other circuits for other operators.
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Cerlain technical teris used with respect 10 our business are as follows:

« “ARPII" is the average revenue per user per month. ARPU is calculated by dividing total service (excluding inbound ) from sales
to customers for (he preceding 12 months by the weighted average number of customers for the same period, and then divided by 12 months. ARPU is
calculated using gross service revenue before deduction of wholesale discounts.

»  “CDMA” means Code Division Multiple Access, which is a type of radio communication technology.

e “Commercial activity” includes the addition of new lines, replacement of handsets and changes in types of contracis.

» “Customer revenmie” means service revenue less interconnection revenue.

+ “Duo bundle” means broadband plus voice service. We measure “duo bundles” in terms of units, where each bundle of broadband and voice service counts
as one unit.

»  “Final clients accesses” means accesses provided to residential and corporate clients.

s “Oross adds” means the gross i in the cust base d in terms of accesses in a period.

s “HSDPA" means High Speed Downlink Packet Accesses, which is a 3G mobile telephony communications protocol in the High-Speed Packet Access
(H5PA) family, which allows networks based on UMTS 1o have higher data iransfers speeds and capacity.

» “Interconnection revenue” means revenues received from other operators which use cur ks 1o 10 our t]
« “ISP” means Intemet service provider.
« “LMDS” means local multipoint distribution service.

e “Local loop” means the physical circuit connecting the network termination point ai ihe subscriber’s premises o the main disuibution frame or equivalent
facility in the fixed public telephone network.

«  “MOU”, or minutes of use, is calculated by dividing the total ber of voice mil for the preceding 12 hs by the weighted average ber of
mobile aceesses for the same period, and then divided by 12 months. Over the past several years, we have experienced strong growth in mobile zccesses
related primarily to data services (such as accesses related to machine-to-machine and mobile broadband devices). Such growth in mobile accesses related
to data services limits the use of MOU as an indicator of usage as it increases the total number of mobile accesses in the relevant period without any
corresponding increase in the number of voice minutes related 1o such accesses for the relevant period. As a result, for 2009 and 2008 we have decided to
publish traffic evolution in absolute minutes of use terms rather than MOU.

e “MVNO" means mobile virtaal network operator, which is a mebile operator that is not entitted to use spectrum for the provision of mobile services.
{Consequently, an MYNO must subscribe to an access agreement with a mobile network operator in order to provide mobile access to their customers. An
MVNO pays such mobile network operator for using the infrastruciere to facilitale coverage 1o their cusiomers. There are two Iypes ofMVNO: @) pure
MVYNOs, which are typically telecommunications companies without licensed frequency allocation and want to 1 service
portfolio (for example, ONO in Spain); and (i} reseller MVYNOs which are companies that purchase wholesale mobile mmuncs and resell to end-users, and
use their brand and distribution channel (for example, Carrefour in Spain).

» “Netadds” means the difference b the cust base d in terms of accesses at the end of the period and the begining of a period.

+ “Revenues” means net sales and rendering of services.
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»  “Service revenues” means revenues [¢ss revenues from handsed sales.

+« “Traffic” means voice minutes used by our cusiomers aver a given period, both outbound and inbound. On-net traffic is only included once (outbound),
and promotional traffic (free mi included in cial pi ions) is included. Traffic not 1ated with our mobile customers (roaming-in;
MVNQs; interconnection of third parties and other business lines) is excluded. To arrive at the aggregate traffic for a given period, the individual
components of traffic are not rounded.

» “Tricobundle” means broadband plus voice service plus IPTV. We measure “trio bundles” in terms of units, where each bundle of broadband, voice service
and IPTV counts as one unit.

« “UMTS" means Universal Mobile Telecommunications System.
«  “VoIP” means veice over Enternet protocol.

s “Wholesal " means we provide to our competitors, who then sell such accesses to their residential and corporate clients.

T this Annual Repon we make certain comparisons in local cumrency or on a “constant euro basis™ or “excluding foreign exchange rate effects™ in order to
present an analysis of the development of our resufts of operations from year-to-year without the ¢ffects of currency £ i To make compari ona
focal currency basis, we compare financial items in the relevant locat currency for the periods indicated as recorded in the relevant local cumrency for such
periods. Te make comparisons on a “constant euro basis” or “excluding foreign exchange rate effects”, we convert the relevant financial item into eures using
the prior year's average euro to relevant local currency exchange rate. In addition, we present certain financial information excluding the effects of Venemela
being considered a hyperinflationary economy in 2009 by eliminating all of the adj made as a result of such consideration.
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PRESENTATION OF CERTAIN FINANCIAL INFORMATION

In this Annual Report, references to “U.S. dollars™, “dollars™ or “$”, are to United States dollars, references to “pounds sterling”, “slerlmg or“£” are to

British pounds sterling, references to “reais” refer to Brazilian reais and references to “curo™ or “€” are to the single of the p pating ber states
in the Third Stage of the European Economic and Monetary Unicn pursuant to the treaty establishing the European C as ded frem time to fime.

Cur lidated financial as of Dy ber 31, 2008 and 2009, and for the years ended Decmbu 31, 2007 2003 and 2009 1ncluded e{sawhm
in this Annual Repost including the notes thereto (the “Consolidated Fi ial St "), are p d in conft y with Internati

Standards (“IFRS"} as issued by the Inernational Accounting Standards Board (“LASB™), which do not differ for the purposcs of the Telefonica Group from
IFRS as adopted by the European Union.
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PART I

Item 1. Identity of Directors, Senior Management and Advisors
A. Directors and Senior Management

Not applicable.
B. Advisers

Not applicable.
C.  Auditors

Not applicable.
Item 2. Offer Statistics and Exp::‘lcd Timetable

Not applicable.
Item 3. Key Information

A. Selected Financial Data

The fellowing table presents our selected lidated fi ial data It is o be read in conjunction with “Item 5. Operating and Fi ia} Review and
Prospects™ and the Consolidated Fi ial S The lidated income and cash flow data for the years ended December 31, 2007, 2008
and 2009 and the consolidated stat t of fi ial position data as of Dx ber 31, 2008 and 2009 get forth below are derived from, and are qualified in
their entirety by reference to, the Ci lidated Fi ial S The lidated income stat and cash flow data for the years ended December 31,
2005 and 2006 and the lidated stat t of fi ial position data as of I ber 31, 2005, 2006 and 2007 set forth below are derived from Telefanica,
S5A's lidated fi ial for such years, which are not included herein,

Qur C lidated Financial Stat ts have been prepared in accordance with IFRS as issued by the [ASB.
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The basis of presentation and principtes of consolidation are described in detail in Notes 2 and 3.q., respectively, to our Cc

Mdorfnrll: r cnded Deccmber 3

Basic and diluted camings per sha!e from continuing operations attributable

to equny holders (eum{gl(l)

-

S ;Sﬁ' «wi’%

[4)] Telefonica Publicidad ¢ Informacién, S.A. (TP1} was sold in 2006 and its results of operations for 2006 and the gain we recorded on its sale are
included under “Profit from discontinued operations after taxes” for 2006 Figures for 2005 have been restated to present TPI's resulis under the same
caption.

@) The per share and per ADS computations for all periods presented have been presented using the weighted average number of shares and ADSs,
respectively, outstanding for ¢ach period, and have been adjusted to reflect the stock dividends which occurred during the periods presented, as if
these had occurred at the beginning of the earliest period presented.

(3 Each ADS represents the right to receive three ordinary shares. Figures do not include any charges of the Depositary.
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Eichange Rate Information

As used in this Annual Repon, the term “Nooa Buying Rate” refers to the rate of exchange for euros, expressed in U.S. dollars per euro, in the City of
New York for cable transfers payable in foreign currencies as certified by the Federal Reserve Bank of New York for customs purposes. The Noon Buying
Rate certified by the New York Federal Reserve Bank for the euro on March 19, 2010 was $1.3530 = €1.00. The following tables describe, for the periods and
dates indicated, information concerning the Noon Buying Rate for the curo. Amounts are expressed in U.S. dollars per €1 .00.

2010 (through March 19, 2010)

Source: Federal Reserve Bank of New York.

[4)] ‘The average of the Noon Buying Rates for the euro on the last day reported of each month during the relevant period.

Mootk ended - ~

DictabER 172008 SRR T
15085 14658

SRR e R G
1.4536 e 13870

Ay 283201 AR
March 31, 2010 (through March 19, 2010) 1.3516

Source: Feders] Reserve Bank of New York.

Monetary policy within the member states of the ¢uro zone is set by the European Central Bank. The European Central Bank has set the objective of
containing inflation and will adjust interest rates in line with this policy without taking account of other economic variables such 45 the rate of
unemployment. It has further declared thar it will not set an exchange rate target For the euro.

Our ordinary shares are quoted on the Spanish stock exchanges in curo. Currency fluctuations may affect the dollar equivalent of the euro price of cur
shares listed on the Spanish stock exchanges and, as a result, the market price of our ADSs, which are listed on the New York Stock Exchange. Currency
fluciuations may also affect the dollar amounts received by holders of ADSs on conversion by the depositary of any cash dividends paid in euro on the
underlying shares.

Our consolidated results are affected by fluctuations between the euro and the currencies in which the revenues and expenses of some of our consolidated
subsidiaries are denominated {principally the Brazilian real, the Venezuelan Bolivar fuerte (see “lem 5. Operating and Fi ial Review and Prosp
A. Operating Results—Significant Factors Affecting the Comparability of our Results of Operations in the Periods Under Review—Classification of
Venezuela as a hyperinflationary economy™), pounds sterling, the Czech konuna (crown), the Argentine peso, the Chilean peso, the Peruvian nuevo sol, the
Mexican peso and the Colombian pese).

B. Capitalization and Indebtedness

Not applicable.
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C. Reasons for the Offer and Use of Proceeds
Not applicable.
D. Risk Factors
In addition to the other information contained in this Annual Report, prospective investors should carefully consider the risks described below before
making any investment decision. The risks described below are not the only ones that we face. Addirional risks not currently known 1o us or that we cumently

decm immaterial may also impair our busingss and results of operations. Our business, financial condifion, results of operations and cash flow could be
materially adversely affected by any of these risks, and investors could lose all or part of their investment.

Risks Relating to QOur Business

A material portion of eur op tons and i 1! ts are focated in Latin America, and we are therefore exposed fo risks inkerent in operating and
investing in Latin America.

At December 31, 2009, approximately 35.7% of our assets were lecated in Latin America. In addition, approximately 40.6% of our revenues for 2009
were derived from our Latin American operations. Qur operations and investments in Latin America (including the revenues generated by these operations,
their market value and the dividends and management fees expected to be received therefrom) are subject to various risks linked to the economic, political and
social conditions of these countries, inchuding risks related to the foltowing:

* government regulation or administrative polices may change unexpectediy and negatively affect 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,

*  the effects of inflation or currency deprecnahon may result in certain of our subsidiaries having negative equity, which would require them 1o
underiake a datory pitalization or e dissolution proceedings;

*  govemmenis may expropriate of nationalize assels or increase their participation in the economy and companies;

«  goveraments may impese burdensome taxes or tariffs;

»  political changes may lead te changes in the economic conditions and business environment in which we operate; and
¢ cconomic downturns, pelitical instability and civil disturbances may negatively affect our operations.

For instance, throughout 2009 and in the early part of 2010, certain faclors affecting the Venezuelan economy have had an impact on the accounting
treatment applied with respect 1o our subsidiaries in that country, notably the level of inflation reached in 2009, the cumulative inffation rate over the last three
years, restrictions placed on the official foreign exchange market and the devaluation of the Vi lan Bolivar fuerte on January 8, 2010. Asaresult, in
accordance with IFRS, Ven¢zuela was considered a hyperinflationary economy in 2009, which has had a series of effects on our consolidated financial
statements as of and for the year ended December 31, 2009 and will have additional effects on our consolidated financial staternents as of and for the year
ended December 31, 2010. A more detailed description of these effects is included in “Item 5. Operating and Financial Review and Prospects—A. Operating
Results—Signifi cant Factors Affecting the Comparability of our Results of Operauons in the Periods Under Review—Classification of Venezuela as a
hyperinflaticrary economy” and Note 2 to our C lidated Financial S

In addition, our operations are dependent, in many cases, on © ions and other agr with existing govemments in the countries in which we
operate. These concessions and agreements, including their renewal,

e




Tableof Confents

could be directly affected by economic and political instability, altering the terms and conditions under which we operate.

Our, f inancial ﬂmrhrwn am:f resuh‘s of opa‘armns may be adversely effected if we do nof effectively manage our exposure to foreign currency exchange
rate, § rate or fi I inv risks.

We are exposed to various types of market isk in the normal course of our business, including the impact of changes in foreign currency exchange rates
and the impact of changes in interest rates, as well as the lmpact of [ changes of credit risk in our treasury invesiments (in cash and cash equivalents) or in some
of our financial transactions. We employ risk 2 to this exposure, in part through the use of financial derivatives such as foreign
currgney Forwards, curmency swap agreements and interest rate swap agreements. If the financial derivatives market is not sufficiently liquid for our risk
management purposes, or if we cannot ¢nter inlo arrangements of the type and for the amounts necessary to limit our exposure 10 currency exchange rate
fluctuations and interest rate fluctuations or if our counterparties fail to deliver on their commitments due to lack of solvency or otherwise, such failure could
adversely affect our financial condition, results of operations and cash flow. Also, our other risk management strategies may not be successful, which could
adversely affect our financial condition, results of operations and cash flow. Finally, if the rating of our counterparties in treasury investments or in our
structured financial transactions deteriorates significantly or if any of such cnumerpames were to fail in its obligations to us, we may suffer a loss of value in
our in incur pected losses and assume additional fi [ obligations under these iransactions, and such failure could adversely affect our

business, financial condition, results of operations and cash flow.

For a more detailed description of our financial derivatives transactions, see “Trem 11. Quantitative and Qualitative Disclosures about Market Risk™ and
Note 16 10 our Consolidated Financial Statements.

Adverse economic conditions could reduce purchases of our products and services.

Qur business is impacted by general economic conditions and other similar factors in each of the countries in which we operate. The current adverse
global economic environment and uncertainty about an economic recovery may negatively affect the level of demand of existing and prospective customers, as
our services may not be deemed critical for these customers. Other factors that could influence customer demand include access to credit, unemgployment rates,
consumer confidence and other general macroeconomic factors. Spanish gross domestic product, or GDP, contracted by 3.6% in 2009 and, according to the
Stability Program 2009-2013 for¢casis from the Spanish Ministry of Economy, the Spanish economy is expected to remain in recession in 2010, which could
have a material adverse ¢ffect on our business, financial condition, results of operations and cash flow.

In addition, there could be other possible follow-on effects from the financial crisis on our business, including insolvency of key suppliers or customers. A
loss of customers or a reduction in purchases by our current customers could have a material adverse effect on our business, financial condition, results of
operations and cash flow and may therefore negatively affect our ability to meet our growth largets.

Existing or worsening conditions in the international financial markets may limit our ability to carry out our business plan.

The development and distribution of our services as well as the operation, expansion and upgrading of our networks, require substantial
financing. Moreover, our liquidity and capital resource requirements may increase if we participate in other fixed line or mobile license award processes or
make acqulsmons We alse have major capital resource requirements relating 1o, among other things, the development of distribution channels in new
countries of operations and the develop and imp tation of new log

I our ability to generate cash fiow were to decrease, whether due to the current worldwide financial and economic crisis or otherwise, we may need fo
incur additional debt or raise other forms of capital to support our Jiquidity and capital resource requirements for the ongoing development and expansion of
our business.
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The current state of the financial markets in terms ofl:quidny, cost of credit and volatility has Jmpmvcd'cumpa.red to the snual.mn in the second ha.!fuf
2008 and during most of 2009. Nevertheless, there remain several factors thai could affect the ordinary perf of fi rk such as Y
about an economic recovery, reorganization of the intemational banking system, and growing concem over i in g deficits, among other
factors. Worsening conditions in the international credit markets due to any of these factors may make it maore difficult nnd maore expensive to refinance our
financial debt {of which €8,647 millton mamares in 2010) or 1o incur additional debt.

In addition, our capacity Lo raise capital in the intemational capital markets would be impaired if our credit ratings were downgraded, whether due to
decreases in our cash flow or otherwise. Further, current market conditions may make it more difficult to renew our unused bilateral credit facilities scheduled
to expire prior to December 31, 2010 (for an aggregate amount of €2,779 million). The current financial situation may also make it more difficult and costly
for us to Jaunch a rights issue to our current shareholders or 1o raise additional equity capital if further funds were needed for pursuing our business plans.

The successful implementation of our strategy for our mobile operations in Bratil depends on the development of onr joint npany with Portugal
Telecom, SGPS, 8.4.

Qur mobile business in Brazil is conducted through a 50/50 joint company, Brasilcel, N.V., or Brasilcel, which is jointly controlled by us and
Portugal Telecom SGPS, 8.A., or Portugal Telecom. As a resutt of our less than conlmllmg |me1'esl in tlns joint venmm, we do not h.lve absolute control over
the operauons of the venture, As a tesult, there is an inh risk for m t or operational disruptions wh a disag us and our
partner arises. Therefore, we must cooperate with Portugal Telecom in order to implement and expand upon our busi jes and to fi and 15
the operations of the joint vemure. If we do not manage to obtain the coopanuon of Portugal Telecom or if a disagreement urdndlnck arises we may not
achieve the expected benefits from this joint venture, including economies of scale and opportunities to achieve p ial synergies and cost savings.

Risks Relaiing to Qur Industry

We face intense competition in mosi of our markets, which cosld result in decreases in current and p ial and profitability.

‘We face significant competition in all of the markets in which we operate, and we are therefore subject 1o the effects of actions by our competitors in these
markets. Our competitors could:

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

+ develop and deploy mere rapidly new or improved technelogies, services and products;
« launch bundle offerings of one type of service with others;

s in the case of the mobile indusiry, subsidize handset procurement; or

s expand and enhance their networks more rapidly.

Furthermore, some of our competitors in certain markets have, and some potential competitors may enjoy, in certain markets, competitive advantages,
including the following:

»  greater brand name recognition;
«  greater firancial, technical, marketing and other resources;
«  dominant position or significant market power;

»  better strategic alliances;
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e larger customer bases, and
e well-established relationships with current and potential customers.

To compete effectively with our competitors, we need to successfully market our products and services and to anticipate and respond 10 various
competitivg faclors affecting the relevant markets, such as the introduction of new producis and services by our competitors, pricing strategies adopted by our
competitors and changes in c prefe and in general economic, political and social conditions. If we are unable to effectively compete, it could
result in price reductions, lower revenues, under-utilization of our services, reduced operating margins and loss of market share, any of which could have a
material adverse effect on our business, financial condition, results of operations and cash flow,

We operate in a highly reguloted industry, which could ad Iy affect our b

As a multinational telecommunications company that operates in regulated markels, we are subject to different laws and regulations in ¢ach of the
jurisdictions in which we provide services. Such laws and regulations are promulgated and enforced to varying degrees by supranational regulators such as the
European Union and national, state, regional and local authorities. Reguladion may be especially strict in the markels of those countries in which we hold a
significant market position. In this respect, regulatory authorities regularly intervene in the retail and wholesale offering and pricing of our products and
services. Furthermore, such autherities may also adopt further regulations or take additional actions that could adversely affect us, including revocation of or
failure 10 renew any of our licenses, authorizations or ions, impl ion of ch to the spectrum allocated to s or the granting or new licenses,
authorizalions or concessions to our competitors 1o offer services in the relevant markets. Furthcrinore, regulations ¢ould require us 1o reduce roaming prices
and tenmination rates in mobile and fixed line networks, require us to offer access to our network to other opemmrs‘a.nd result in the impasition of fines if we
fail 1o fulfill our service it is. Such regulations and regulaiory actions could place significant competitive and pricing pressure on our opesations, and
could have a material adverse effect on our business, financial condition, results of aperations and cash flow.

In addition, since we hotd a leading market share in many of the counties where we operate, we could face regulatory aclions by antitrust or competition
authorities designed to enhance competition in the relevant markets. These autherities could prohibit vs from taking further actions such as making further
acquisitions or continuing to engage in particular practices or impose fines or other penalties on us, which, if significant, could result in loss of market share
and harm to our financial performance and future growth.

The regulatory landscape in the European Unicn will change as a consequence of the recent passage of a new common regulatory framework that is to be
implemented by Member States before June 2011, We believe based on the principles set forth in such regulatory framewotk that the regulations adopted by
Mcmber States may result in an mcreased focus on the develog t and maint of competilive markets. This regulatory framework proposes the

d of , under P | ci and in specific situations, by national authorities to establish functional separation between he retail
and wholesale opemuons of vertically integrated operators with significant market power, by requiring them to offer equal wholesale conditions to related and
third party operators. The adoption of such regulatory framework in Spain and the other European Union Members States where we operate could result in
requirements to modify ous internal organization in the relevant markets, which could result in additional cests 1o us. Addidenatly, our industry may face new
regulatory initiatives regarding lowering mobile termination rates and the provision of data and audiovisual services.

In addition, we may also face pressure from regulatory initiatives in some European countries in order to reallocate specirum rights of use and to modify
spectrum atlocation policies that may result, among other matters, in new 1ender processes for spectrum allocation in the European Union.

Finally, the recommendation that is being drafted by the Evropean Commission on the implementation of European regulation of new generation
broadband networks may reduce the incentives for operators to invest in broadband networks over the short and medium term because operators that invest in
breadband networks could be required to provide access to such networks to thied parties. This could affect competition and business performance and future

growth in such services.
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For further information regarding the matters discussed above and other aspects of the regulatory environments in which our businesses operate, see “Itern
4_Information on the Company—Business Overview—Regulation”.

We operate under licenses, authoritations and tons granted by government authorities.

Most of our opcrating companies require licenses, authorizations or concessions from the governmental authorities of the countries in which they
operate. These licenses, authorizations and concessions specify the types of services permitted to be offered by the operating company holding such license,
authorization or concession. The continued existence and terms of our licenses, authorizations and concessions are subject to review by regulatory autharities
in each country and to interpretation, modification or termination by these authorities. Morcover, authorizati L and ions as well as their
renewsl terms and conditions may be affected by political and regulatery factors,

The terms of these licenses, authorizations and concessions granted 1o our operating ies and conditions of the Is of such Ii 5
authorizations and concessions vary from country 1o country. Although license, nuthnnznuon and concession renewal is not usually puaranteed, most licenses,
authorizations and concessions do address the rengwal process and terms, which is usually related to the fulfill of the that were d by
the grantee. Asli authorizations and ions appmach the end of their terms, we intend to pursue t tl:elr renewal to the extent prmnded by the
relevant licenses, authorizations or concesstons and, under cerlain circumsiances, we will upera(e under tech My expized li or
concessions under preexisting terms during the renewal process. Failure to complete the | process fully could ad ly affect our b
financial conditien, resulis of operations and cash flow.

Many of our licenses, authorizations and concessiong are revocable for public interest reasons. The rules of some of the regulatory authoriies with
jurisdiction over our operating comparies require us to meet specified network build-out requirements and schedules. In particular, our existing licenses,
authorizations and concessions typically require us to satisfy centain obligations, including, amongst others, minimum specified qualny standards, service and
coverage conditions and capital invesiment. Failure to comply with these obligations could result in the imposition of fines or or forfeiture of the
license, authorization or concession for the relevant area. In addifion, the need to meet scheduled deadlines may require our companies to expend more
resources than otherwise budgeted for a particular network build-out.

Fer further information regarding the licenses and concessions of cur operating companies, see “Item 4. Information on the Company—Business
Overview--Regulation™.

The industry in which we operate is subject to rapid technological ch , which requires us fo i Iy adapt to such changes and 1o upgrade

our existing networks, If we are unable to adopt to such thrmges, onr abrlny fo provide competitive services coutd be materiallp adversely affected

Qur future success depends, in part, on our abitity to anticipate and adapt in a timely manner to technological changes. We expect that new products and
techrologies wilt emerge on a continuous basis and that existing products and technologies will fusther develop. These new products and technologies may
reduce the prices for our existing services or may be superior to, and render obsolete, the produt:ts and services we offer and the technologies we use and may

q ly reduce the r B d by our products and services and require invesiment in new techaology. In addmon we may be subject to
GOmpBlllan in the future from other companies that are not subject to regulation as a result of the convergence of tel logies. Asa
result, it may be very expensive for us to upgrade our products and technology in order 1o continue 1o compete effectively with new or existing
competitors. Such increased costs could adversely affect our business, financial condition, results of operations and cash flow.

In particular, we must continue to upgrade our existing mobile and fixed line telephony networks in a timely and satisfactory manner in order to retain and

expand our customer base in each of our markets, to enh our fi ial perft und 1o satisfy regulatory requlremenls Among other things, we could
be required to upgrade the functionality of our networks to acc date increased ion of services, to increase coverage in some of owr markets, or
10 expand and maintain customer $¢¢vice, network m and administrative systems.
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Many of these tasks are not entirely under our control and may be affected by applicable regulations. If we fail to execute these tasks successfully, our
services and products may be less attraclive 1o new customers and we may los¢ existing customers to ¢ur competitors, which would adversely affect our
busioess, financial condition, results of operations and cash flow.

Spectrum capacity may become a limiting facior.

Qur mokile operations in a number of countries may rely on spectrum availability. Failure to ebtain sufficient or adequate spectrum coverage and, o a
lesser extent, the costs related to obtaining this capacity could have a material adverse impact on the quality of our services and on our ability to provide new
services, adversely affecting our business, financial condition, results of operations and cash flow.

Quir business could be adversely affected if our suppliers fuil to provide necessary eq-ur'pmenr and services on o tiptely basis.

We depend upon a small number of major suppliers for essemtial products and services, mainly network infrastructure and mobile handsets. These
suppliers may, among other things, extend delivery limes, raise prices and limit supply due 10 their own shortages and business requirements. Furthermaore,
these suppliers may be adversely affected by current economic conditions. If these suppllers fail 1o deliver products | and servu:es on a timely basis, our
business and results of operations could be adversely affected. Similarly, intermuptions in the supply of tel tions equig for our networks could
impede network development and expansion, which in some cases could adversely affect our ability to satisfy our license terms and requirements.

We may be adversely offected by u icipated network interrupti

Unanticipated network interruptions as a resubt of system faitures whether accidental or otherwise, including due to network, hardware or software failures,
which affect the quality of or cause an interruption in our service, could result in customer dissatisfaction, reduced revenues and traffic and costly repairs,
penalties or other measures imposed by regulatory authorities, and could barm cur reputation. We anempt {o mitigate these risks through a number of
measutes, including backup systems and protective systems such as firewalls, virug scanners and building security. However, these measures are not effective
under all ¢circumstances and cannot avert every action or event that could damage or disrupt our technical infrastructure. Although we carry business
intermuption insurance, our insurance pelicy may not provide coverage in amounts sufficient to compensate us for any Josses we may incur.

The mobile industry may be harmed by reporis suggesting thai redie frequency emissions cause health problems.

Over the last few years, the debale about the alleged potential effects of radio frequency emissions on human health has increased significanily. In many
cases, this has hindered the deployment of the infrastructures necessary to easure quality of service.

Institutions and organizations, such as the World Health Orgenization (WHC), have staled that exposure to radio frequency emissions generated by mobile
telephony, within the Jimits established, has no adverse effects on health. In fact, a number of Buropean countries, including Spain among others, have drawn
up complete regulallons reflecting the Ra:ommendallon of the Council of the Eumpean Unmn dated July 12, 1999. These add planning criteria for new
networks, thus ensuring complisnce with the limits on exp to radio frequency

‘Whether or not other research or studies conclude there is a link between radio frequency emissions and health, popular cencerns about radio frequency
emissions may discourage the use of mobile communication devices and may result in significant ictions on both the location and operation of cell sites,
either or both of which could have a detrimental impact on our mobile companies and consequently on our financial condition, resulis of operations and cash
flow. While we are not aware of any evidence confirming a link between radio frequency emissions and health problems and we tontinue to comply with good
practices codes and relevant regulations, there can be no assurance of what future medical research may suggest.
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Develop is in the fel ications sector have resulted, and may in the future result, in substantial write-downs of the carrping value of certain
of our assers.
We review on an annual basis or mote frequently where the circumstances require, the value of each of our assets and subsidiaries to assess whether the

camrying values of such assets and subsidiaries can be supported by the future cash flows expected to be derived from such assets and subsidiaries, including in
some cases synergies included in their acquisition costs. The current cwnomlc enwmnmem and changes in the short and medium term, as well as changes in
the regulatery, business or political environment may result in the y of P harges on our goodwill, i ible assets or fixed
assets.

Although the recognition of impairments of 1angible, intangible and financial assets result in a non-cash charge on the income statement, such charge
wanld adversely affect our results of operations and consequenily, our ability 1o achieve our growth targets.

Other Rishks

We are involved in dispuies and litigation with regulat ipetitors and third parties.

We are party to bawsuits and other legal, regulatory and antitrust proceedings in the erdinary course of ocur business, the final outcome of which is
penerally uncertain, Litigation and regulatory proceedings are inh ly unpredictable. An adverse in, or any senlcmem of, these or other
proceedings (including any that may be asserted in the fisture) may have a material adverse effect on our business, fi dition, results of operations and
cash flow.

For a more detailed deseription of current legal proceedings, see “Item 8. Fi ial Informati Legal Proceedings”

Item 4. Information on the Company

A. History and Drevel of the Company

Overview
Telefénica, 8.A., is a corporation duly organized and existing under the laws of the Kingdom of Spain, incorporated on April 19, 1924. We are:

» adiversified telecommunications group which provides a comprehensive range of services through one of the world’s largest and most modern
telecommunications networks;

= mainly focused on providing fixed and mobile telephony services; and
»  present principally in Spain, Europe and Latin America.
The following significant events occurred in 2009:

«  On June 23, 2009, our Board of Directors agreed to initiate a process for the purchase of the Telefénica de Argentina S.A. (“Telefénica de Argentina™)
shares held hy unaffiliated panies, which amounted 1o 1.8% of Telefénica de Argentina’s share capital. After fnl]awing 1the procedures set forth in
Argentine Presidential Decree No. §77/01, Chapter VII, on December 3, 2009, the Ar ine securities regul d the tra jon, resulting in
our acquisiticn on January 25, 2010 of these shares for approximately €23 million. As a result of such acquisition we beneficially own 100% of the
share capital of Telefonica de Argentina, and we delisted Telefonica de Argentina's shares and ADSs from the Buenos Aires and New York stock
exchanges, respectively.

s  On August 31, 2009, we agreed 1o sell our 32.18% stake in Medi Telecom 5.A., or Medi Tetecom, together with ils outstanding sharcholder loans 1o
our local partners for total cash consideration of €400 million. This tr ion closed on Dy ber 31, 2009.
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On September 6, 2009 we entered into a strategic alliance with China Unicom {Hong Kong) Limited, or China Unicom, which provides for, among
other arcas for cooperation, joint procurement of infrastructure and client ¢quipment, common development of mobile service platforms, jeint
provisions of service to mullinational 5, Toaming, h and develop 1, sharing of best practices and technical, operational and
management know-how, joint development of strategic initiatives in the area of network evolution, joint participation in international alliances and
exchanges of senior management. In furtherance of this strategic alliance, on this same date, we entered into a mutual share exchange agreement with
China Unicom pursuant to which we agreed to invest the equivatent of $1,000 million in the shares of China Unicom and China Unicom agreed to

invest the equivalent of $1,000 million in cur shares.

On Qctober 21, 2009, we exchanged 40,730,735 of our shares for 693,912,264 newty issued shares of China Unicom in satisfaction of the mutual
share exchange agreement described above. As a result of this exchange, our voting interest in the share capital of China Unicom increased from
5.38% to 8.06%, and China Unicom has a 0.87% voting interest in our share capital at that date. As of the date of this Annual Report, and afier the
capital ceduction cartied out by China Unicom, we hold shares representing 8.37% of China Unicom's voting share capital and the right to appoint a

member to its board of directors.

(On November 25, 2009, we agreed with Promotora de Informaciones, or Prisa, and Sogecable, S.A., or Sogecable, to acquire a 21% swake in DTS
Digtribvidora de Television Digital, S.A., or DTS, which includes the pay TV services (DIGITAL +) of the Prisn Group for a firm value of €2,350
million. After deduction of net debt, we expect that our total investment will be approximately €470 million. In addition, on this same date we
entered into a shareholders® agreement with Prisa and Sogecable to govern the management of DTS. The acquisition is subject, among other

conditions, Lo obtaining regulatory autherizations.

On December 3, 2009, a subsidiary of Telefénica 02 Germany, Telefonica Deutschland GmbH, signed an agreement to acquire all of the shares of
German company HanseNet Telekommunikalion GmbH, or HanseNet. The purchase price agreed by the parties was based on a firm value of
HanseNe1 of €900 million, subjest to a series of adjustments upon completion of the transaction. On February 16, 2010, having complied with the
terms established in the agreement, we completed the acquisition of 100% of the shares of HanseNet. The final amount paid out by us was
approximately €912 million.

Business areas

We have implemented a regiona), integrated management modet based on three business areas, with each area in charge of the fixed and mobile telephone
and other businesses within its borders:

Telefénica Spain: oversees the fixed and mobile telephone, broadband, Intemet, pay TV and valued added services and data businesses in Spain.

+  Telefonica Burope: oversees the fixed and maobile i¢lephone, broadband, I pay TV and value added services and data businesses in the United
Kingdom, Germany, Ireland, the Czech Republic, Slovakia and the Isle of Man. .

« Telefonica Latin America: oversees the fixed and mobile tclephone, broadband, Intemet, pay TV and value added services and data businesses in
Latin America.

Woe are also involved in the media and contact center segments through Telefonica de Contenidos and Atento, respectively.
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The following chart shows the organizational structure of the principal subsidiaries of the Telefonica Group at Decereber 31, 2009, ineluding their jurisdictions of incorporation and our ounership interest. For further detail,

see Exhibit 8.1 10 this Annua] Repoit.
TELEFONICA 5.4

(1) Ownership in Telefonica Méviles Espats, 5.4.1. i beld directly by Tetefémica, 5.A.
2y 85.5% cepresenting voling interest

[ hip in Telefémica L ional Whelessle Services. 5L (Spaim) is held 92.51% by Telefénica, S.A. (Spain) and 7.49% by Telcfénica Datscorp, S.AU. (Spain).

(4) Ownership in O2 (Ewope) Lid. is beld direcly by Telefonica, 5.A.

(53 Companies beld indirectly by Telefonica, 5.A.
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Telefdnica, $.A , the parent company of the Telefdnica Group, also operates as a holding company with the following chjectives:
» coordinate the Group’s activities;
» allocate resources efficiently among the Group;
« provide manageriat guidelines for the Group;
s manage the Group's portfolio of businesses;
s foster cohesion within the Group; and
+  logter synerpies among the Group's subsidiaries.

Our principal executive offices are located at Distrito C, Ronda de la Comunicacidn, s/n, Las Tablas, 28050 Medrid, Spain, and our registered offices are
located at Gran Via, 28, 28013 Madrid, Spain. Our telephone number is +34 900 111 004.

Capital Expenditures and Divestitures

Our principal capital expenditures excluding acquisitions during the three years ended December 31, 2009 consisted of additions to property, plant and
equipment and additions to intangible assets. In 2009, 2008 and 2007, we made capital expenditures of €7,257 million, €8,401 million and €8,027 million,
respectively.

Year ended December 31, 2009

Qur capilal expenditures decreased 13.6% to €7,257 million in 2009 compared to €8,401 million in 2008, mainly as a result of investment containment in
our three regions of activity. Our investments in Spain were direcied 1oward furnther de’vclopmg the bmadhand business and expanding mobile third generation,
or 3G. In Latin America capital expendltures were directed toward satisfying i d customer d d in broadband and pay TV and increasing coverage
and capacity of our second generation, or GSM, and mobile 3G networks. In Europe capital expenditures were directed toward expanding the mobile 3G

network coverage, developing the broadband business and undertaking IT projecis.

Year ended December 31, 2008

Our capital expenditures increased 4.7% to €8,401 million in 2008 compared to €8,027 millien in 2007, mainly as a result of investments made to support
the growth in Telefonica Eatin America’s broadband and pay TV businesses and 10 funther develop ADSL and adapt existing loops to FITx (fiber optic)
technology in order to enhance coverage for new services in Spain and expand the coverage and capacity of our mobile networks in all regions.

Year ended December 31, 2007

Capital expendltures mcreased 0.2% 10 €8,027 million in 2007 from £8,010 million in 2006 principatly related 10 cur investments in Spain in our growing
L and b , with mgmt'cant investments reated to ADSL and IP services, such as Imagenio, our IPTV business. In Latin America
capital expenditures were directed 10ward satisfying increased customer demand in our fixed line business (particularly in broadband and pay TV} and
increasing coverage and capacity of our second generation, or GSM, networks and acquiring spectyum in Venezuela, Brazil and Panama to ¢xpand coverage
and guarantee service qualily in areas where traffic is heaviest. In 2007, capital expenditures in Europe decreased primarily as a result of Telefonica 02
Germany bringing forward capital invesimeni from 2007 into 2006 as part of our build-out of our mobilg thied generation, or 3G, network.
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Financial Inv ts and Div

Our principal financial investment in 2009 was the acquisition of an additional stake in China Unicom (approximately $1,000 million as a consequence of
& mutual share exchange). Our principatl divestiture in 2009 was the sale of Medi Telecom (€400 million) as described above.

Qur principal financial investments in 2008 were mdde by Inversiones Telefdnica Internacional Holding, Lida., which invested €640 million for the
acquisition of the additional 51.85% of CTC, and Vivo, which invested Brazilian reais 1,163 million (equivalent to approximately €429 million at the
u ion date) for the acquisition of 53, 90% of the voting stock and 4.27% of the prefemed stock of Telemig Celular Participagoes, S.A.

Our principal financial investments in 2007 were made by TelefSnica (€2,314 million for the acquisition of indirect shareholding in Telecom Italia). Our
principal finaacial divestitures in 2007 were the sale of Airwave and Endemel N.V_, or Endemol, for £1,932 million (equivalent to approximately €2,841
mitlion at the transaction dale) and €2,629 million, respectively.

Public Takeover Offers
The principal public takeover offer which occurred in 2009 and in 2010 through the date of this Annual Report was the following:

s« On Seplember 17, 2008, we launched a tender offer through our Inversiones Telefénica Intemacional Holding, Lida. subsidiary to acquire all the

ding shares of Compafiia de Telecomunicaci de Chile, S.A_, or CTC, 1hat we did not already control directly or indirectly, amounting to
SS 1% of CTC’s share capital. This included all CTC shares llsled on the Santiago de Chile and New York Stock Exchanges (represented by
American Depositary Shares). In January 2009, upon pletion of the tr ion, our indirect ownership in CTC had increased to 97.89% of the

total outstending shares, representing a total investment by us of approximately €658 million.
Recent Developments
The principal events that have occurred since December 31, 2009 are set forth below:

o OnJanuary 11, 2010, Teles, $ p A, or Telco, arranged a €1,390 million loan with Intesa Sanpaolo, $.p.A., Mediobanca, S.p.A., Société Générale,
S.p.A. and Unicredito, S.p.A_ maturing on May 31, 2012, part of which is secured with the Telecom Italia, $.p.A., or Telecom Ftalia, shares held by
Teleo, The rest of Telco’s financing needs with respect to debt maturities were met with a bridge loan granted by shareliolders that was repzid with
the proceeds of a bend i bscribed by Telco's shereholders, on a pro rata basis in accordance with their interests in Telco, on Febmary 26,
2010 for an aggregate principal amount of €1,300 mitlion. Our subscription amounted to an aggregate principal amount of €500 miilion.

s On Fehmary 16, 2010, having complied with the terms established in the agreement dated December 3, 2009 by ihe parties, we completed the
acquisition of 100% of the shares of HanseNe1. The final amount paid was approximately €312 mllll.oll

»  Following the agreement between Prisa and Gestevision Telecince, 8. A, or Telecineo, for the sale by Prisa to Telecinco of a 22% stake in
DIGITAL+, on January 29, 2010, we signed a new agreement with Prisa raising the percentage stake to be acquired by us in DTS from 21% 10 22%.
Furthermaore, we have undertaken to renegotiate the terms of the shareholders’ agreement to reflect the new shareholder structure of DTS.

The estimated total mvestment to be made by us for the 22% stake in DTS, after deduction of net debt, is expected to be around €495 million, of

which approximately €230 million will be covered by the subordinated loan agreement that currently exists between Telefonica de Contenidos, $.A.U.
(ereditor) and Sogecable (debtor).
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For information related to our significant financing ions completed in 2009 and through the date of this Annual Report, see “Item 3. Operating and
Financial Review and Prospects — Liquidity and Capital Resources — Anticipated Sources of Liquidity”.

B. Business Overview

We increased our customer base, measured in terms of total accesses, by 2.1% to 264.6 million accesses at December 31, 2009 from 259.1 million
accesses at Diecember 31, 2008, which was a 13.3% increase from the 228.7 million aceesses we had at December 31, 2007, This growth fiom December 31,
2008 to December 31, 2009 was primarily driven by a 3.3% increase in mobile accesses, a 8.2% increase in broadband and a 9.8% i inpay TV
accesses, which more than offset our 5.4% loss of fised telephony accesses and 28.5% Joss of narrowband accesses as these techrologies continue to be
substituted by customers for mobile and broadband technologies, respectively. Growih in our total number of accesses frem December 31, 2007 to December
31, 2008 was primarily driven by strong growth in mobile and broadband accesses.

The following table shows our totat accesses at the dates indicated. The classifications and explanatory notes below also apply, to the extent applicable, o
1he tables detailing our accesses by business area and country elsewhere in this section.

{1) From January 1, 2008, fixed wireless public use telephony are incfuded under the caption “fixed 1clephony accesses™.

{2) PSTN (including public use telepheny) x1; ISDN basic access x1; [SDN primary access; 2/6 access x30, Includes our accesses for internal use. It also
includes VOIP and naked ADSL accesses.

(3) Includes ADSL, satellite, fiber optic, cable modem and broadband circuits and naked ADSL accesses.
(4} Includes remaining non-broadband final client circuits.
¢5) Includes accesses of Telemig at December 31, 2008 and going forward. Medi Telecom are excluded at I} ber 31, 2009,

(6) In 200% in order to align the criteria for the key performance indicators of our mobile operations, the definition of mobile accesses (and, therefore, of total
accesses) was revised to include machine-to-machine accesses. In addition, we revised the accounting criteria for pre-pay mobile accesses at Telefonica
02 Czech Republic and Telefonica 02 Slovakia to conform to the accounting criteria for pre-pay mobile accesses throughout the Group. In order o count
a pre-pay mobile access, such access must have been active in the most recent three months prior (o counting.  As a result of both revisions, we restated
2008 mobile accesses, adding 0.2 million accesses in the aggregate. Qur 2007 inforntation is presented based on our prior classifications.

(7 Includes unbundled lings by Telefdnica 02 Germany.

=

(8) Includes circuits for other cperators.

=
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Our Services and Producis

Fixed business

The principal services we ofter in our fixed businesses in Spain, Europe and Latin America are:

Traditional fixed telecommunication services. Our principal traditional fixed tefecommunication services include PSTN lines; ISDN accesses; public
tclephone services; local, domestic and international long distance and fixed-to-mobile communications services; corporate communications services;
supplementary value-added sewlces (including call wailing, call I'urwardmg voice and texi messaging, advanced voicemail services and conference-
call facilities); videe telephony; b riented value-added services; intelligent network services; leasing and sale of terminal equipment; and

telephony information services.

Internet and broadband nultimedia services. Our principal Internet and broadband multimedia services include Interet service provider service;
portal and network seevices; retail and wholesale broadband access (through ADSL; naked ADSL (a broadband connection without the monthly fixed
line fee); narrowband switched access to Internet for universal service, and other leclmu!og.es residential-oriented value-added semces {including
instant messaging, concens and video clips by streaming video, e-learning, parental control, firewall pr: ion, anti-virus p , content dehvery
and personal computer sales); television services such as fmagenio, our IPTV business, cable television and satelhlc tel A i
value-added services, like puesto m!egmi o puesto informdiice, which includes ADSL, computer and maintenance for a fixed price am‘l VoIP services.
Telefénica Spain is also providing services based on Fiber to the Home (FTTH), incleding a new range of products and services named

"FUTURA™. This line of producis includes bigh speed Internet access (cusrently up to 30 Mb), which altows Telefdnica Spain to provide its
customers with advanced IPTV services such as High Definition (HDTV) channels, Multiroom (allowing clients to watch different TV channels in
different rooms) and Digital Video Recording (DVR).

Datet and business-solutions services, Qur data and business-solutions services pnnclpally include leased lines; virtual private network, or VPN,
services; fiber optics services; the proviston of hosting and application, or ASP, service, uu:ludmg web hosting, managed hosting, content delivery and
application, and security services; outsourcing and consultancy services, including a8 of CGP; and desltop services and system
integration and professional services.

holaeal, lly include d

Wholesale services jbr telecommunication operators. Our services for tel ication operators ip
interconnection services; international wholesale services; teased lines for other operators™ network deployment, and local toop leasing under the
unbundled local boop regulation framework. It also mcludes bil stream services, bit stream naked, wholesale line rental and leased ducts for
other operators’ fiber deployment.

Mobhile business

We offer a wide variety of mobile and related services and products 1o personal and business customers. Although the services and products available vary
from country to country, the following are our principal services and products:

Meobile voice services. Our principal service in a1l of cur markets is maobile voice telephony.

Vaiue added services. Customers in most of our markets have access to a range of enhanced mobil¢ calling features, including voice mail, call hold,
call waiting, call forwarding and three-way calling.

Mobile data and Internet services. Cument data services offered include Short Messaging Services, or SM5, and Multimedia Messaging Services, or
MMS, which altow customers to send messages with images, photographs and sounds. Customers may also receive selected information, such as
news, spors scores and stock quotes. We also previde mobile broadband connectivity and Internet access. Through mobile Internet access, our
customers are able to send and receive e-mail, browse the Internet, download games, purchase goods and services in m-commerce transactions and use
our other data services.
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o Wholesale services. We have signed network usage agreements with several MYNOs in different countries.

Corporate services. We provide business solutions, including mobile infrastructure in offices, private networking and portals for corporate customers
that provide flexible on line billing. Telefonica Mdviles Espaia, 8.4 U., or Telefonica Méviles Espaita, offers corporate services through MoviStar
Corporalive, and other advanced solutions for data developed for specific sectors.

+ Romming. We have roaming agreements that allow our customers to use their mobile handsets when they are outside of our service tersitories,
including on an international basis.

s Fixed wireless. We provide fixed voice telephony services through mobile networks in Venezuela, Argenting, Péns, Mexico, Ecuador, Bl Salvador,
Guatemala and Nicaragua.

s Trunking and paging. In Spain and Guatemala, we provide digital mobile services for closed user groups of clients and paging services.

The following sections provide a description of the main markets in which we operate. Customer information on the markets in which we operate,
including our market share based on accesses, are estimates that we have made based on annual reports and press releases made public by our competitors or

information From local regulators in the respective markets.
Telefénica Spain Operations
Telefdnica Spain prevides fixed and mobile telephony services, Internet and data and pay TV services in Spain.
Telefénica Spain's fotat accesses decreased 1.2% (o 46.8 million accesses at December 31, 2009 from 47,3 million accesses at December 31, 2008, Total

atD ber 31, 2009 included 23.5 million mobile accesses, 14.2 million fixed telephony accesses, 5.7 million Internet and data accesses and 0.7
million pay TV accesses. Additionally, it included 2.2 million unbundled local loop accesses and 0.4 million of wholesale ADSL accesses.

The following table presents, at the dates indicated, selected statistical data relaling to our operations in Spain.

Telefonica Spain - Fixed business

Telefonica Spain provides fixed telephony services in Spain through the operator Telefénica de Espafia, 8. A, or Telefonica de Espaita.

23




Table of Contents
Operations

The following table presents, at the dates indicated, selected statistical daus relating to the operations of Telefonica de Espaiia:

Falk P-4cce
Wholesale ADSL accesses ) 5 5 423 § 355.0
i serme :

‘Wholesale accesses

In 2009, the Spanish market for fixed telephony accesses was affected by an unfavorable economic environment and showed an esti d di

0.8% year-on-year based on number of accesses. During the same period, Telefénica Spain’s fixed teleph d d by 7.3% 10 14.2 million
accesses at December 3§, 2009, from 15.3 million accesses at December 31, 2008, outpacing the tatat mnrkel decline as a result of fierce

competition. Telefonica Spam had pet fixed 1elepheny accesses losses of 1 b} million in 2009, higher than the 0.6 million net fixed telephony accesses losses
recorded in 2008,

Estimated net adds in the total Spanish broadband market decreased 47.9% to 0.6 million in 2009 from 1. 1 millicn in 2008. The total estimated Spanish
broadband access market was approximalely 9.2 million accesses at December 31, 2009. Telefonica Spain’s broadband 4.4% to 5.5 million
at December 31, 2009 from 5.2 million accesses a1 December 31, 2008.

Unbundled local Joops made up approximately 21.1% of the broadband access market in Spain at December 31, 2009 up from approximately 18.3% at
December 31, 2008. Unbundled local loops at December 31, 2009 amounted to 2.2 million accesses, of which nearly 21% were shared access loops.

Telefénica Spain’s total wholesale ADSL accesses were 0.4 million accesses at December 31, 2009, a d of 15.3% pared te the at
December 31, 2008, mainly because of the migration to unbundied local loops.

In 2009, Telefonica Spain continued to increase its presence in the pay TV market, achieving a customer base of 0.7 million accesses at December 31,
2609 from 0.6 million accesses at December 31, 2008,

Since 2005 Telefdnica Spain has bundled ADSL products with other products in Duo bundles, which include voice and broadband services, and Trio
bundles, which include voice, broadband and pay TV services. The total number of Duo and Trio bundles increased by 7.2% 10 4.9 million units st December
31, 2009 from 4.5 million units at December 31, 2008. At December 31, 2009, 88% of Telefonica Spain’s broadband accesses were included in Duo or Frio
bundles compared to 85% at December 31, 2008.
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Sales aud marketing

One of our main priorities has been #o satisfy customer needs and increase customer loyalty by improving the quality of our custemer service and offering
a wide range of integrated telecommunications services. We have reinforced our strategy of customer segmentation in order lo tailor our services to best meet
the specific needs of each customer segment.

In 2009 we marketed new products and promotions to strengthen our position in the market for fixed-mobile convergence, both for residentiak and b

cusiomers.

In 2009 we were also very active in capturing new fixed telephony custemers (which, in many cases, included broadband customers as well} through “free-
connection fee” campaigns. These campaigns stimulated new adds. At the same time, we improved the value of fixed lines creating, for example, Linea 3, a
new praduct that offers our customers free national calls to their three most called numbers.

During 2009 Telefénica Spain continued marketing bundled ADSL products, which included voice and pay TV services, and Quadruple bundles, which
include fixed telephony, mobile telephony, broadband access and pay TV services, some of these new bundles include:

» Banda ancha total: bundle of fixed and mobile broadband; and
»  ADSL + voz mdvil: bundle of fixed broadband and free mobile traffic during the weekends.

In September 2009, the CMT modified the regulatory framework for retail offers atlowing Telefonica Spain to carry out promotions to its clients under
certain corditions and simplifyéng the replicability analysis of the quadruple play.

In Octoher 2009 Telefonica Spain launched ADSE Libre, a new product that altows customers to subscribe for a broadband connection without the
monthly fixed line fee (naked ADSL).

ADSL commercial campaigns carried oul to capture new broadband cusiomers were very intense during 2009, In particular, the Sermana Loca campaigns
introduced new promotions with more attractive prices that allowed Telefénica Spain to better defend its market share.

In the busi 8 , we continued to promote our Presto de Trabaje services, which is a package of services designed to meet the voice, data and 1T
needs for smalt- and medium-sized businesses.

The customer service model employed by Telefonica Spain, which is focused on achieving the highest degree of efficiency in customer service, has the
following features:

» a8 24-hour personal customer service ling for purchasing any type of product and service and handling customer queries;

»  Telefonica stores (Tiendas Telefonica) where customers can test and buy the produsts we market, including the opening in 2008 of our flagship store
at the historic Telefénica headquarters building on the Gran Via (Madrid), which is the largest telecommunications store in Spain;

« the Telefonica On Line Store, accessible by Internet (wrww.telefonica.es), which offers customers the ability to order and purchase online the majority
of services and products we offer; and

& acustomer service system for corporate customers, with a dedicated sales force.
Competition
Telefdnica Spain’s main competitors in the fixed telephony market fall within three main categories:

cable operators, such as Spanish nationwide cable operator QNO, which offers bundles of voice, broadband and pay TV services, and regional cable
eperators (Euskaltel, Telecable and Grapo R);
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» ULL operatars, such as Orange, Jazztel and Vodafone; and
» large-business oriented aperators, such as British Telecom and Coli, which offer voice and data virtual private networks (VPNs).
Telefonica Spain’s estimated marked shace at December 31, 2009 was as follows:
s fixed telephony accesses market share amounted to approximately 72% of retail accesses (down from approximately 77% at December 31, 2008);

»  broadband market share amounted to approximately 56% of retail accesses (down from approximately 57% at December 31, 2008); and

» pay TV market share amounted to approximately 17% of the market in terms of (up from approxi ly 14% at D her 31, 2008).

In November 2008, the CMT approved "Wholesale Access for Telephone Lines”, or AMLT, a new product that allows operators to resel] telephone lines
ta their final cusiomers. During 2009 this product has shown a very slow growih.

Network and technology

Telefénica $pain has made significant investments to develop its broadband access business through broadband technology, as well as in capacity and
security of its aggregation, transport and data network.

Telefonica Spain - Mobile business {Spain}
Telefénica Spain provides mobile services in Spain through the operator Telefénica Méviles Espatia.
Operations

The Spanish mobile market exceeded 55.6 million accesses at December 31, 2009, which represented a penetration rate of 121%, an increase of more than
§ percentage points from December 31, 2008. The Spanish mobilte market showed growth as a result of data services develepment.

The following table presents, at the dates or for the periods indicated, selecled statistical data relating 10 Telefonica Spain’s mobile business.

Al or for the year ended December 31,

?@Z«%néiﬁ%f

Our mobile customer base in Spain, d in terms of , stood at 23.5 million accesses at December 31, 2009, a decrease of 0.3% from 23.6
million at December 31, 2008, This evolution was primarily driven by a 9.2% decrease in accesses in the pre-pay segment, which was primarily driven by our
decision in Drecember 2009 to disconnect 715 thousand pre-pay mobile from the cust base asa | of lower activity levels.

In the context of an increasingly compelitive market, with strong cempetition in number pona'bilil'y and pressure on pricing, Telefonica Mdviles Espafia’s
main ¢cammercial objective was 16 maintain ils market leadership in revenue share, based on i1s competitive tariff scheme, strong focus on }ugh value customers
and effective marketing and advertising strategics. Telefonica Spain’s mobile business achieved negauve net adds of 66 th d in 2009, pared
to positive net adds of 0.8 million accesses in 2008, with a noteworthy number of net accesses gains in the contract segment, 0.8 million accesses in 2009,
down from 0.9 million in 2008.
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In terms of portability, which is customers transferring their number to Telefonica Méviles Espada from a competitor, Telefonica Miviles Espafia’s total
net adds was a negative figure of 0.2 million lines in 2009, However, by continuing 1o focus on the higher value customer segments, net portability adds of
contract lines was a positive, though sigmificantly smaller, figure of 8.1 thousand lines in 2009

At December 31, 2009, approximately 65% of our mobile accesses in Spain were contract, which represents an increase of 3.4 percentage points from
December 31, 2008,

ARPU for Telefénica Spain’s mobile business decreased 9.7% to €27.5 in 2009 from €30.4 in 2008. The decrease was primarily driven by a decrease in
voice ARPU of 12 4% to €22.1 in 2009 from €25.2 in 2008 as a result of increased competition, interconnection price cuts, roaming-out regulation and less
usage. Outgoing voice ARPU also decreased 10.3% to €19.0 in 2009 from €21.2 in 2008. These decreases were partially offset by an increase in data ARPU
of 3.0% to €5.4 in 2009 fron: €5.2 in 2008, with outgoing data ARPU growing 3.4% to €4.8 in 2009 from €4.7 in 2008.

Teaffic for 2009 decreased 3.5% to 42,039 miltion minutes compared to 43,568 million minutes in 2008 mainly due to a lower voice usage as customers
optimized their consumption.

At December 31, 2009, Telefénica Spain’s customers held more than 8.9 million UMTS/HSDPA handsets, an increase of 12 percentage points from
December 31, 2008,

Sales and marketing

Telefénica Spain is focused on key initiatives to preserve its position as a leading mobile operator in the market, leading it to increase commerciat efforis
with measures including:

«  in-depth market segmentation, with a focus on customer value;
s programs to promote customer loyalty; and
s pricing policies to slimulate usage, including launching segmented packages and innovative tariff options.
. Since Telefonica Spain began providing mobile services in Spain, its sales and marketing strategy has been to generate increased brand awareness and
cusiemer satisfaction to achieve customer growth and increased revenues. Telefonica Spain utilizes several types of marketing channels, including television,

radio, exterior billboards, telemarketing, direct mail and Internet advertising. Telefonica Spain afso sponsors several cultural and sporting events in order to
i its brand recogniti

During 2009 Telefénica Spain’s main marketing campaigns focused on boosting demand for mobile broadband, with the launch of data flat rates for
browsing the web by a handset or small screen (to access contents, music, lelevision, etc ) ag well as browsing the web with laptops or big screen, developing
new concepts and campaigns such as “try and buy™. In addition, Telefonica Spain offers access to mobile broadband services with HSPA technolegy. These
favorable data rates and mobile broadband capable devices have been bundled by Telefénica Spain in order to premote an increase in the number of accesses
and level of use of mobile broadband services in Spain. In erder to help achieve this goal:

» In June 2009, Telefonica launched mobile broadband services for pre-pay customers.

s In September 2009, Telefonica | hed “mstore " with a catalogue of more than 1,000 mobile telephony applications and services, available ic all
Movistar customers, and ready to download 10 mobile phones and computers.

+  Also, in November 2009, Telefonica launched HSPA+ services and 1ariffs which allow downloading at peak speeds of 21 Mbs.
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Competition

Telefonica Spain’s main competitors in the Spanish market for mobile communications service are: Vodafone Espaiia, a subsidiary of Vodafone plc,
Orange, which is the trade name of France Telecom Espafia S.A., Yoeigo, whose principal shareholder is TeliaS a, and other MVNO operators.

Telefénica Spain’s estimated market share in Spain in terms of mobile accesses was approximately 42% at December 31, 2009 (down from approximately
44% at December 31, 2008).

Nerwork and technology

Telefonica Spain’s digital netwaork in Spain is based upon the GSM/UMTS standard. The prevalence of the GSM dard her with Telefoni
Spain’s intemational roaming agreements, enable its mobile customers 1o make and receive calls in more than 200 countries worldwide. Telefénica Spain’s
GSM/UMTS based network provides its customers with access to many of the most advanced mobile handsets and a full range of services and products.

In 2009, Telefonica Spain invested in building out and enhancing its networks in Spain and developing its technological platforms and information
sysiems. At December 31, 2009, Telefonica Spain’s GSM/GPRS digital network in Spain consisted of approximately 22,293 base stations of 2G. In 2009,
Telefonica Spain accelerated the expansion of its UMTS network with 1,547 new base stations with a total of more than 10,820 UMTS base stations installed
at the end of the year.

Telefonica Europe

Telefonica Europe’s principal activitics are'the provision of fixed and mobile telephony services, Iternet and data services im the United Kingdom,
Germany, the Czech Republic and the Tsle of Man, mobile telecommunications services in Ireland and Slovakia and pay TV in Czech Republic.

The following table presents, at the dates indicated, selected statistical data relating to our operations in Europe.

Total accesses

Telefonica Europe’s total accesses increased 6.9% to 49.2 million accesses at December 31, 2009 from 46.1 million accesses at December 31, 2008. Total
accesses at December 31, 2009 included 44.1 million mobile accesses, 1.8 million fixed telephony accesses, 1.8 million Internet and data accesses and 0.1
million pay TV accesses. Additionally, it included 1.4 million ADSL wholesale accesses.
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United Kingdem — Telefonica 02 UK

Operations

The following tables present, at the dates or for the periods indicated, selected statistical data relating to our operations in the United Kingdom.

Pre-pay accesses

¥ x T e )
Total accesses 115452.8 20&15.6 21&90.3

The mobite penetration rate in the United Kingdom was approximaltely 126% at December 31, 2009, #n increase of approximately 3 percentage points
compared to the penetration rate at Drecember 31, 2008,

Totat accesses for Telefonica Oz UK, Telefonica Europe’s operating company in the United Kingdom, increased 6.2% i 21.9 million accesses at
December 31, 2009 compared to 20.6 million accesses at December 31, 2008 (excluding the Tesco mobile customer base, which is the result of a joint venture
in which Telefénica 02 UK holds a 50% stake and whose customers use the Telefonica 02 UK network). Telefanica (02 UK, had net adds of 1.3 million
accesses in 2009, 41.0% less than its net additions in 2008.

Telefénica 02 UK added 1.1 million mobile contract accesses in 2009, bringing the total at December 31, 2009 to 9.6 million mobile contract accesses, an
increase of 13.6% from December 31, 2008. Pre-pay mobile accesses decreased from 11.9 million accesses from December 31, 2008 to 11.7 million accesses
at December 31, 2009. At December 31, 2009 mobile contract accesses made up 44.9% of Telefénica 02 UK’s mobile customer base, compared to 41.5% at
December 31, 2008, At December 31, 2009 Telefénica 02 UK had 0.6 mitlion broadband accesses compared to 0.3 million broadband accesses at December

31, 2008.

Contract ARPU decreased to €40.8 in 2009 from €48 6 in 2008 (a decrease of 5.9% in local currency). Pre-pay ARPU decreased to€12.3 in 2009 from
€15.5 in 2008 (a decrease of 11.0% in local currency). ARPU was €24.7 in 2009 down from €29.0 in 2008 (a decrease of 4. 4% in local currency). This
decrease in local curency ARPU was caused by MTR regulation {which resulted in an ge rate di of approxi ly 11% year-on-year) and
cusiomers’ usage optimization. Traffic in 2009 increased 15.6% to 53,856 million minuies compared to 46,585 mll]u:m mmules in 2008,

Sales and marketing

In the United Kingdom, we use a broad range of marketing channels, including television, radio, billboards, telemarketing, direct mail, internet advertising
and sponsorship fo market Telefonica 02 UK’s products and services.

In 2009, Telef6nica 02 UK continued its focus on high-value cusiomers across various segments and offered a wide range of smart phones such as the
Phone 3GS$ and the Palm Pre, in addition to mobile and fixed broadband representing one of the key drivers of revenue growth in 2009,
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In 200% Telefonica 02 UK was voted “Best Netwark” for the second consecutive year at Mobile Awards 2009.
Competition

Telefonica 02 UK's estimated market share was approximately 26.2% at December 3 1, 2009 compared with approximately 25.9% at December 31, 2008,
based on the number of mobile accesses.

In addition to Telefonica 02 UX, there are cucrenity four other network opetators in the UK mobile tel ions market: Vodafone UK, a
subsidiary of Vodatone ple, T-Mobile UK, a subsidiary of Deutsche Telecom AG, Orange, owned by France Telecom, and 3, owned by Huichison
‘Whampoa. MVNOs operating in the UK market include Virgin Mobile and Talk-Talk, owned by Virgin Media and The erphume ‘Warehouse Group,
respectively, which respectively use the T-Mobile UK and Vodafone network, and Tesco Mobile, a joint venture in which Telefénica 02 UK holds a 50%
stake, and which uses the Telefonica 02 UK network.

We understand that a proposed joint venture between France Telecom and Deutsche Telekom’s UK operators {Orange UK and T-Mobile UK,
respectively) is currently being analyzed by regulators.

At December 31, 2009, Telefénica 02 UK also provides the network infrastruciare for LycaMobile, a mobile virual network operator (MVNG) who
competes with us and pays Telefoénica 02 UK 1o use its network.

Network and technology
Teleftnica 02 UK’s digital network in the United Kingdom is based upon the GSM/UMTS standard. The prevalence of the GSM standard, together with

Telefdnica 02 UK’s internaticnal roaming agreements, enables Telefénica (2 UK's customers to make and receive calls in more than 200 countries
worldwide. At December 31, 2009, Telefénica 02 UK's GSM/UMTS digital network consisied of approximately 11,817 base stations.

Telefénica 02 UK had rolled out ULL capabilities to 1,245 exchanges by the end of 2009, giving its broadband network populati ge of 67.2% in
terms of the UK population.

Germany — Telefinica 02 Germany

Operations

The following lables present, at the dates or for the periods indicated, selected staistical data relating to cur operations in Germany.

Wholesale accesses

MO (miniites
Traffic (millions of minutes) 23T
ARPU SELTATS

The mobile penetration rate in Germany was approximately 132% at December 31, 2009, similar to the penétration rate at December 31, 2008,
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The total customer base of Telefonica 02 Germany, Telefonica Europe's operating company in Germany, increased by 1.6 million accesses from
December 31,2008 to 17.1 million accesses at December 31, 2009, Telefonica 02 Germany”s joint venture with Tchibo Mobile was responsible for 0.5
illion of this increase in accesses from December 31, 2008 to | 4 million accesses at December 31, 2009, while Telefénica 02 Germany's “Fonic” low-cost
brand, added 0.6 million accesses from December 31, 2008, giving it a customer base of 1.3 millicn sccesses al December 31, 2009,

Telefénica O2 Germany had net adds of 0.7 million mobile conteact accesses and 0.6 million mobile pre-pay accesses in 2009, bringing the contract and
pre-pay cusiomer base at December 31, 2009 to 7.7 million accesses and 7.8 miltion accesses respectively.

At December 31, 2009, Telefonica O2 Germany had a customer base of 0.3 million broadband accesses. Telefonica 02 Germany repored 1.3 million ULL
lines at December 31, 2009, an increase of 16.7% from 1.1 million ULL lines at December 31, 2008,

ARPU continued Lo decling in 2009, decreasing 9.9% to €15.6 in 2009 from €17.4 in 2008, partly as a result of an approximately 14% regulated cut in
MTRs in April 2009 and the fierce level of competiticn in the German market. Contract ARPU decreased 10.0% to €26.1 in 2009 from €29.0 in 2008. Pre-pay
ARPU decicased 4.4% 10 €5.7 in 2009 from €5.9 in 2008. Traffic in 2009 increased 4.2% 10 23,257 million minutes compared to 22,313 million minutes in

2008.

Sales and marketing

During 2009 Telefonica 02 Germany revised its commercial model, replacing existing tariffs such as “Genton $/M/L/XL", with the new and innovative
“02 o” proposition, where cust have contracts wilh no mini spend, and a monthly cap for voice and SMS. As a result of this new ¢ommercial
proposition “My Handy™ has been introduced which separates the handset from the traditional subsidized mobile phone contract, with customers acquiring a
for a handset. The “Inklusivpaket” plan continues to be marketed as a data tariff.

Telefénica 02 Germany continued to build on its core strategy of increasing its distribution network, which was broadly in line with target at 940 shops at
year end.
Competifion

Telefbnica 02 Germany's estimated market share in Germany was approximately 14.3% at December 31, 2009 compared to approximately 13.5% at
December 31, 2008, based en number of mobile accesses.

Tetefonica 02 Germany competes primarity with three other companies in the German market for mobile telecommunications. These are T-Mobile,
which is owned by Deutsche Telecom AG, Vodafone Germany, a subsidiary of Vodafone plc, and E-Plus, which is owned by KPN. Telefonica 02 Germany

also competes with several MYNQs.
Network and technology

Telefonica 02 Germany’s digital networtk in Germany is based upon the GSM/UMTS standard. The prevalence of the GSM standard, together with
Telefénica 02 Germany's intemationsl roaming agreements, enables Telefonica 02 Genmany customers te make and receive <alls in more than 200 countries

worldwide.

At December 31, 2009, Telefonica 02 Germany’s GSM/UMTS digital network consisted of approximately 17,210 base stations.
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Creck Republic and Slovakia — Telefdnica 02 Czech Republic and Telefdnica 02 Stovakia

Telefonica Europe provides fixed line, pay TV, and mobile services in the Czech Republic and mobile services in Slovakia, where it launched operations
during the first quarter of 2007

Operations

The following tables present, at ihe dates or for the periods indicated, selected statistical data relating to our operations in the Czech Republic (data
excludes Slovakia). .

R
T

The mobile penetration rate in the Czech Republic was approximately 134% at Drecember 31, 2009, approximately 3 percentage points higher than the
penetration rate at December 31, 2008,

Fixed telephony accesses for Telefénica O2 Czech Republic, Telefonica Europe’s operating comgpany in the Czech Republic, decreased by 6.5% to 1.8
million accesses at December 31, 2009 from 1.9 million accesses at December 31, 2008, maindy as the result of fixed-1o-mcbile substitation.

Telefénica 02 Czech Republic's broadband accesses increased 17.0% compared to December 31, 2008 1o 0.7 million accesses 4t December 31, 2009, The
pay TV customer base increased 20.2% to 0.1 million accesses at December 31, 2009, These increases are primarily as a result of increased demand for these
services in the Czech Republic.

Telefonica 02 Czech Republic’s mobile accesses increased 3.0% 10 4.9 million accesses at December 31, 2009, from 4.8 million accesses at December 31,
2008. Centract mobile accesses accounted for 56,9% of these accesses at December 31, 2009, up from 52.5% al December 31, 2008, The number of pre-pay
mobile accesses decreased 43.1%, to 2.1 million accesses at December 31, 2009 from 2.3 miltion accesses at December 31, 2008.

ARPU decreased to €19.3 in 2009 from €22 8 in 2008 (a reduction of 10.5% in local currency). Pre-pay ARPU decreased to €8.5 in 2009 from €11 4 in
2008 (a reduction of 21.9% in local currency), primarity due to customers optimizing their tariffs and calling patterns. Contract ARPU decreased 1o €282 in
2009 from €33.5 in 2008 (a decrease of 12.0% in local currency), primarily due to regulated MTR cuts (approximately 22.7% year-on-year) and customers
oplimizing their spending. TrafTic in 2009 increased 11.0% to 8,232 miilion minutes compared 10 7,420 million minutes in 2008,
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Sales and marketing

During 2009 the dominant mobile propesitien of Telefénica 02 Czech Republic remained the “02 Neon™ tanif¥s launched in 2008, which are designed 1o
stimulate traffic through a simplified, ftat tariff structure. In 2009 a new concept was launched in fixed segment, catled “0Z Home”, where subscribers can
purchase DSL packages without the need to have a fixed line, Within the Q2 Home effering are options to subscribe for bundled products, incleding mobile
broadband, mobile tariffs and 1PTV at more advantageous prices.

Compefition

There are currently two other primary competitors in the Czech Republic mobile telecommunications market, Vodafone Czech Republic, which is owned
by Vodafone plc., and T-Mobile, which is part of Deutsche Telecom AG.

Telefénica 02 Czech Republic had an estimated mobile market share of approximately 39.2% at December 31, 2000 compared 10 approximately 38 6% at
December 31, 2008, based on number of mobile accesses.

The fixed telephony market in the Czech Republic consists of six large operators and a number of other smaller providers. In voice the major competiters
are U-fon, UPC and other cable operators which also provide integrated voice, Intemnet and pay TV offers. Interet service is offered by all major mobile
operators as well as a large volume of WiFi providers. Pay TV is dominated by a number of cable and satellile companies, the higgest being UPC.

Network and technology

Telefénica 02 Czech Republic’s digital network in the Czech Republic is based upon the GSMAUMTS standard. The prevalence of the GSM standard,
together with Tetefénica O2 Czech Republic’s international roaming ag bles its s to make and receive calls in more than 200 countries
worldwide,

At December 31, 2009, Telefonica 02 Czech Republic’s GSM/UMTS digital network consisted of 4,786 base stations.

Slovakia

At December 31, 2009, Telefénica 02 Slovakia's total number of mobile accesses amounted to 0.6 million accesses, an increase of 69.9% compared to
December 31, 2008, Contract mobile accesses accounted for 35.4% of these accesses at December 31, 2009 compared to 30.4% at December 31,
2008. Throughout 2009, Telefdnica 02 Slovakia continued with “O2 Fér” plan, a simple tariff which unifies pre-pay and contract mobile rates and offers SIM-
only products without a handset subsidy.

In 2009, Telefonica 02 Slovakia continued to rell out its own network infrastructure, and by December 31, 2009 the company had 917 base stations,
which fulfilled its license conditions.
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The mobile penetration rate in Iretand was approximately 120% at December 31, 2009, approximately 1 percentage point lower than the penetration rate at
December 31, 2008,

Telefénica 02 Ireland had net losses of 13 thousand mobile accesses in 2009, Telefdnica Q2 Ireland’s customer base, in terms of mobile accesses,
d d 0.8% from D ber 31, 2008 to 1.7 miilion mobite accesses a1 December 31, 2009,

Telefbnica O2 Ireland had net adds of 49 thousand contract maobile accesses in its mobile business in 2009, a decrease of 44.6% on December 31, 2008.

ARPU decreased by 8 3% in 2009 to €39.6 from €43 2in 2008, Contract ARPU decreased 14.6% to €62.0 in 2009 from €72.5 in 2008 due to a different
price plan mix. Pre-pay ARPU decreased by 5.7% in 2009 to €25.5 in 2009 from €27.0 in 2003. Traffic in 2009 decreased 4.0% to 4,672 million minutes
compared to 4,867 miltion minutes in 2008 primarily due to voice to text substitution,

Sales and marketing

During 2009, Telefonica 02 Ireland ¢continued to be the exclusive provider of the iPhone, with the new version 3GS having been launched in June. The
second half of the year saw the launch of the new O2 exclusive Palm Pre phone, and pre-pay mobile intemet.

Compelition

There are curvently three other primary competitors in the Iish mobile telecommunications market: Vodafone Ireland, which is part of Yodafone plc,
Meteor, which is part of Eircom, and 3 Ireland, which is part of Hutchison Wampoa.

Telefénica O2 Ireland had an estimated market share of the Irish mobile market of approximately 32.3% at December 31, 2009 compared to approximately
32.5% at Decemnber 31, 2008, based on number of mobile accesses.

Network and rechnology

Telefonica 02 Ireland’s digital network in Ireland is based upon the GSM/UMTS standard. The prevalence of the GSM standard, together with Telefonica
02 Ireland’s international roaming agreements, enables Telefonica O2 Ireland customers to make and receive calls in more than 200 countries worldwide.

At December 31, 2009, Telefonica O2 Treland’s GSM/UMTS digital network consisted of approximately 1,692 base stations.
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