
Revenues from Telef6nica Spain's fixed business increased 1.4% to €J2,581 million in 2008 from €12,401 million in 2007 principally due to the growth of 
Internet and broadband service revenues 

Revenues from traditional accesses include all revenues from our customers for rental and connection to public switched telephone network (pSTN) 
lines (for basic telephony service), ISDN lines (for integration of voice, data and video services), corporate services, PUT, additional recharges and 
advertising in telephone booths. Revenues from traditional accesses increased 6 2% to £2,944 million in 2008 compared to €2,772 million in 2007, 
partially as a result ofrcvenues derived from recognizing the Universal Service Cost provided for the period 2003 through 2005, which we accounted 
for in 2008 as revenues of€182.8 million 

Revenues from traditional voice services decreased 7.4% to £4,436 million in 2008 compared to £4,792 million in 2001. Excluding the impact of the 
change in the business model applicable to PUT services, as described above, traditional voice revenues would have decreased by 3.5%. This 
evolution is mainly affected by lower fixed-fa-mobile traffic, the decrease of effective prices in internationaltraflie and the increasing importance of 
traffic included in national flat tariff plans. 

Revenues from Internet and broadband services increased 8.7% to €3,017 million in 2008 compared to £2,775 million in 2007. Retail broadband 
service revenues increased 11.6% in 2008 compared to 2001, and accounted for 2.2 percentage points ofTelefonica Spain's, fixed business revenues 
growth. At the same time, wholesale broadband service revenues increased 2.6% in 2008 compared to 2007, mainly due fo revenues associated with 
our larger customer base for unbundled local loop in 2008. 

Revenues from data services grew 2.6% to £1,190 million in 2008 from £1,160 million in 2007. 

Revenues from information technology services grew 1.2% to£443 million in 2008 from £437 million in 2007. 

Revenues from Telef6nica Spain's mobile business decreased 0.1% to £9,684 million in 2008 from €9,693 million in 2007, due to lower consumption by 
customers in terms ofMOU and lower incoming revenues in terms of ARPU. Customer revenues increased 1.2% to €6,943 milJion in 2008 from £6,863 
million in 2007, while interconnection revenues decreased 9.4% to £1,243 million in 2008 from €1,372 million in 2007, due primarily to the reduction in 
interconnection rates. Roaming-in revenues fell 9.9"/0 to £198 million in 2008 from €220 million in 2007 due to the downward trend in roaming and wholesale 
prices. Revenue from handset sales increased 3.6% to £1,227 million from £1,184 million in 2007. 

Expellses 

Telef6nica Spain's total expenses decreased 6.8% to €1O,901 millinn in 2008 from €11,701 million in 2007, principally due fa lower personnel expenses, 
as described below 

Supplies decreased 0.7% to £4,604 million in 2008 from £4,639 million in 2001, mainly due to lower interconnection expenses 

Personnel expenses decreased 23.7% to £2,375 million in 2008 from €3, III million ill 2001. Personnel expenses were affected in 2007 by non­
recurring reorganization costs of€667 million 

Other ellpenses decreased 0.7% to €3,922 million in 2008 from £3,951 millioll ill 2007, principally due to a 2.3% decrease ill external expenses to 
£3,212 millioll in 2008 from £3,281 million in 2007. This decrease in ellternal ellpenses was maillly os a result of the change in the business model 
applicable to PUT services, as well as the fact that external expenses were affected in 2007 by Telef6niea Spain's recording of an EU fine provision of 
€151.9 million in that year. This decrease was partially offset by an increase in other ellpenses ill 2008 primarily due to the recognition in 2008 of the 
Universal Service Cost for the period 2003 through 2005 

In the fixed business, total ellpenses decreased 9.7% to £6,799 million in 2008 from €7,532 million in 2007, principally due to a decrease in personnel 
expenses 
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Supplies decreased 1,5% to €2,962 million in 200S from €3,00S million in 2007 mainly due to lower interconnection expenses and fewer equipment 
purchases 

Personnel expenses decreased 21.6% to €2,071 million in 200S from €2,642 million in 2007, principally due to the nOll-recurrence in 2008 of 
personnel restructuring charges recorded in 2007. The average number of employees for the fixed business in 200S was 31,243, a 6.0".1. reduction in 
comparison with the average number of employees in 2007. 

Other expenses decreased 6, 1% In €I, 766 million in 200S from €1,S81 million in 2007, principaUy due 10 a 5.4% decrease in external expenses to 
€1,336 million in 200S from €1,413 million in 2007 partially as a resull of the change in Ihe business model applicable to PUT services as well as the 
inclusion in 2007 of the non-recurring EU fine provision described above. This decrease was partially offset by an increase in otberexpenses in 2008 
primarily due to the recognition of the Universal Service Cost in 200S for the period 2003 through 2005 in an amount of€73 milliou. 

TelefOnica Spain's 10lal expenses relaled to ils mobile business decreased 0.7% to €5,502 million in 2008 from €5,541 millioo in 2007. Total expenses in 
2007 were affected by the provision of€1 54 million related 10 a personnel reorganiution program. Excluding this provision in 2007, Telef6nica Spain's 
expenses related 10 its mobile business would have increased by 2.1% from €5,387 million in 2007 10 €5,502 million in 2008· 

Supplies decreased 0.4% to £2,667 million in 2008 from €2,677 million in 2007 due 10 decreases in interconnection and roaming expenses. 

Persnnnel expenses decreased 34.6% to €299 million in 200S from €457 million in 2007, principally due to the nOll-recurrence in 2008 of personnel 
restructuring charges recorded in 2007. Excluding the aforementioned provision, personnel expenses would have decreased by 1.5% to €299 million 
in 200S from €304 million in 2007. 

Other expenses increased 5.4% 10 £2,537 million in 2008 from €2,407 million in 2007 due to hightl" customer management expenses, the growth in 
network costs and the impact of the recognition in 2008 of the Universal Service Cost for the period 2003 through 2005. 

Opera/illg illcome be/ore deprecia/ioll alld amortiza/iOIl 

As a result of the foregoing, TelefOnica Spain's OmDA increased 8.9"A. to €10,285 million in 2008 from €9,448 million in 2007. Telefonica Spain's 
OmDA, as a percentage ofTelef6nica Spain's revenues, was 49.4% in 2008 compared to 45.7% in 2007. 

Depreciatioll alld amorlj~alioll 

Telef6nica Spain's depreciation and amortization decreased 6.0% to €2,239 million in 200S from €2,381 million in 2007, principally due to a decrease in 
the average value of assets subject to depreciation in 2008 compared to 2007 

Operating income 

As a result of the foregoing, Telefonica Spain's operating income increased 13.9".1. to €8,046 million in 2008 from €7,067 million in 2007 The decrease 
was the result of the 16% decrease in OmDA, primarily due to the previously described sale of Airwave in 2007, which was offset by a decrease of 10.4% in 
depreciation and amnrtiution 
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Telefonica Europe 

Rel'f'IIUeS 

Telefonica Europe's revenues det:reased 1.0% 10 €14,309 million in 2008 from €14,458 million in 2007 Telef6nica Europe's 2008 revenues were 
negalively affected by the decline oflhe pound sterling to euro exchange rate. 

Revenues derived from Telefonica 02 UK decreased to £1,052 million in 2008 from €7,403 million in 2007 (an increase of 10.6% in local currency)_ 
The local currency increase in revenues was primarily driven by an increase in Tclefonica 02 UK's customer base and ARPU growth. 

Revenues derived from Telef6nica 02 Germany increased 1.5% to£3,595 million in 2008 from €3,541 million in 2007. The increase was mainly the 
result of the increase of broadband revenues in 2008_ 

Revenues derived from TelefOnica 02 Ireland decreased 3.4% to £957 million in 2008 compared to €991 million in 2007. The decrease was mainly 
the result of a lower customer spending in terms of euros and lower usage in terms of minutes_ 

Revenues derived from Telefonica 02 Czech Republic, including Slovakia operations, increased by 14.4% to £2,581 million in 2008 from £2,257 
million in 2007 (an increase of2_9% in local currency) driven by growth in Slovakia in the year after launch of mobile services in thai 
market. Revenues in the Czech fixed line segmenl increased 0,2% in local currency compared 10 2007, while the mobile business was thc key drive1" 
of growth with an increase in revenues of 2.8% in local currency. 

Expenses 

Telef6nica Europe's total expenses decreased 4,3% to €IO,523 million in 2008 from €IO,999 million in 2007. 

Supplies decreased 2.6% to €6,611 million in 2008 from £6,787 million in 2007, mainly due to the decline of the pound sterling to euro exchange rate 
over the period. 

Personnel expenses decreased 14.9"10 to £1,340 million in 2008 from €1,575 million in 2007 prinCipally due 10 the non-recurrence in 2008 of 
personnel restrueruring charges recorded in 2007. 

Other expenses decreased 2.4% 10 €2,S7J million in 2008 from £2,637 million in 2007, mainly due 10 the decrease in external services 

Operating illcome before depreciation alld amortization 

As a resull of the foregoing, Tclef6nicaEurope's OmDA decreased 16.0"/0 to€4,180 million in 2008 from £4,977 million in 2007. OmDA in 2007 
included non-recurring capital gains from the sale of Airwave of€I,296 million and personnel reorganization and other non-recuning charges totaling €338 
million relaled 10 the UK, Irish and German businesses. amDA in 2008 included £174 million as the result of the release in 2008 of provisions made in 
respeci ofpOlerttial contingencies which were not realized once these risks had dissipated. 

omDA in Telef6nica 02 UK decreased 4 3% to €1,839 million in 2008 from £1,923 million in 2007 (an increase of 11.1% in local currency). 

omDA in TelefOnica 02 Gennany increased 62.9"10 10 £770 million in 2008 from £47J million in 2001 The increase was the result of cost reduction 
measures and the inclUsion in 2007 of non-recurring pcrsonnel reorganizalion expenses. 

amDA in Telefoniea 02 Ireland decreased 4.7% 10£301 million in 2008 from €316 million in 2007 

omDA in TelefOnica 02 Czech Republic, including Slovakia operations, increased 14.7% 10 €1,159 million in 2008 from €1,01O million in 2001 (an 
increase of 3.2% irt local currency). 
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Depr<!cialion and amorlization 

Telefonica Europe's depredation and amortization decreased 10.4% to £3,035 million in 2008 from €3,386 million in 2007 mainly due to exchange rate 
effects. 

Operating income 

As a result oflhe foregoing, TelefOnica Europe's operating income decreased 28.1% to €I,145 million in 2008 from €1,591 million in 2oC17. 

Telef6nica Latin America 

Re"ellues 

Revenues at Tclefonica Latin America increased 10.4% 10 £22,174 million in 2008 from £10,078 million in 2007 (an increase of 14.2% on a constanl euro 
basis). On a conslanl curo basis, the cOlJntries contributing mosl to Ihis revenue growlh were Brazil (4.7 percentage points), Venezuela (2.8 percentage points) 
and Argentina (2.4 percentage points) 

In 2008, Brazil continued 10 make Ihe largest contribution to Telefonica Latin America's revenues (38.8%) followed by VenC2llela (12.5%) and Argentina 
(11.4%). 

Telef6nica Latin America's revenues from Brujl increased 10 £8,606 million in 2008 from €7,662 million in 2007 (an increase of 12.2% in local 
currency), with both fixed and mobile businesses contributing (increases of8.2% and 22.3%, respectively, in local cunency). With respect to Vivo, 
Teleionica Latin America's mobile business in Brazil, revenues increased to £2,932 million in 2008 from €2,396 million in 2007 (an increase of 
22.3% in local curreocy), driven by strong growth in the customer base, an increase in outgoing revenues as a result of plan upgrades by existing 
customers, increased focus 00 mobile broadband, and by the acquisilion ofTelemig in the second quarter of2oo8. With respect 10 Te1esp, Te1ef6nica 
Latin America's fix;ed line business in Brazil, revenues increased to €6,085 million in 2008 from €5,619 million in 2007 (an increase of8.2".4 in local 
currency). This increase was due to the growth of broadband, pay TV and datalIT services, which have increased as a percentage oflotal revenues 
(l6.3% in 2008 compared to 12.9% in 2007). Traditional filled line revenues also grew (2.7"/0 in local currency), mainly driven by higher fixed-to­
mobile traffic and more value added services, which helped to offset the decrease in accesses and public telephony revenues. 

Telef6nica Latin America's revenues from Venezuela increased to €2,769 million in 2008 from £2,392 million in 2007 (an increase of23.9--' in local 
currency). primarily driven by higher growth in service revenues of 14.6% (an increase of22.6% in local currency). This growth in local currency 
was greater than the 14.1 % rate of growth in the customer base over the same period 

Telef6nica Latin America's revenues from Argentina increased 10 €2,527 million in 2008 from €2,264 million in 2007 (an increase of 21.3% in local 
currency). Dfthis, Telef6nica Moviles Argentina's revenues increased 10 €1,585 million in 2008 from €1,353 million in 2007 (an increase of27.3% 
ill local currency). This increase was primarily driven by an increase of 18.0% in service revenues (an increase of28.2% in local 
currency). Revenues in the fixed line busilless increased to £1,027 million in 2008 from €984 miUion in 2007 (an increase of 13.5% in local 
cunency), with the traditional fixed line business contributing 3.1 percentage points 10 Ihis growth, the Internet business contributing 5.8 percentage 
points and data and IT businesses contributing 3.0 percentage points 

Telefonica Latin America's revenues from Chile increased to £1,936 million in 2008 from €1,814 million in 2007 (an increase of 13.3% in local 
currency). Growth was primarily driven by the mobile, broadband and pay TV businesses, which offset the decline in the tradilional fixed Idephony 
business. With respect to Telef6nica M6viles Chile, Telefonica Latin America's mobile business in Chile, revenues increased to €1,051 million in 
2008 from €930 million in 2007 (an increase of 20.0"/0 in local currency). Service revenues increased 13.4% in 2008 (an increase of20.3% in local 
currency), driven by growth in ARPU. This trend was underpinned by migration to GSM technology, growth in the contract cllstomer base (27.9"-' 
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ofTelefonica Moviles Chile's mobile accesses were contract access at December 31, 2008 compared to 24.5% at Docember 31, 2007), plan upgrades 
and the sale of minute bundles and value added services. With respect to TelefOnica Chile, Telefonica Latin America's fixed line business in Chile, 
revenues in 2008 remained relatively unchanged from 2007 at £974 million (an increase of 6.1% in local currency). Pay TV semces growth and 
increased broadband penetration drove the local currency increase in Internet and broadband revenues, offsetting a decrease in revenues from the 
traditional fixed telephony business 

Telefonica Latin America's revenues from Mexico increased to £1,631 million in 2008 from £1,431 million in 2007 (an increase of 23.8% in local 
currency). This growth was underpinned by service revenues growth of21.6% in 2008 (an increase of 32.1% in local currency). This increase in 
local currency was greater than the 22.8% rate of growth in the customer base over the same period. 

Telef6nica Latin America's revenues from Pem increased to £1,627 million in 2008 from £1,513 million in 2007 (an increase of 7.6% in local 
currency). Revenue growth was primarily driven by outgoing revenues in the pre-pay segment of the mobile business and broadband services and by 
pay TV in the fixed line business. With respect to Telef6nica M6viles Peru, Telef6nica Latin America's mobile business in Peru, revenues increased 
to £773 million in 2008 from £603 million in 2007 (an increase of28A% in local currency), driven primarily by revenue growth in the pre-pay 
segment. Service revenues increased 20.0"10 in 2008 (an increase of20.l% in local currency). With respect to Telef6nica del Peru, Telefoniea Latin 
America's fixed line business in Pem, revenues decreased to £977 million in 2008 from £1,031 million in 2007 (a decrease of 5.1% in local 
currency). This decrease was primarily due to a decrease in revenues from public use telephony and fixed telephony as a consequence ofTelefOnica 
del Peru no longer being the default provider of long distance services as well as the continued migration of customers to mobile rather than fixed 
services. In the second half of2oo8, Telef6nica del Peru lowered the rates on calls from public use telephony to mobile, which slowed the pace of 
revenue decreases from public use telephony. In contrast, revenues from broadband and pay TV increased over the same period (21.0"10 and 6.0"10 in 
local currency, respectively). 

Telef6nica Latin America's revenues from Colombia decreased 10 £1,490 million in 2008 from £1,569 million in 2007 (a decrease of3.9% in local 
currency). The growth in Internet and broadband revenues in the fixed business and service revenues derived from the mobile business did not offset 
the reduction of interconnection tariffs implemented in December 2007. With respect to Telefonica MOviles Colombia, Telefonica Latin America's 
mobile business in Colombia, revenues decreased to £81 5 million in 2008 from £869 million in 2007 (a decrease of 5.1% in local currency). Service 
revenues decreased 6.6% in 2008 (a decrease of5.5% in local currency) primarily due to a regulated reduction ofinterconnection tariffs. Revenues for 
the fixed line telephony business decreased to £710 million in 2008 from £739 million in 2007 (a decrease of2.9"10 in local currency) primarily due to 
the lower revenues from traditional fixed telephony services not compensated by increased broadband and pay TV revenues. 

Telef6nica Latin America's revenues from Central America decreased 10 £568 million in 2008 from £585 million in 2007 (an increase of 4.2% on a 
constant curo basis). This growth on a constant euro basis was primarily driven by improved commercial performance in the region. Service 
revenues grew 5.2% on a constant euro basis in 2008 compared to 2007 

Telefonica Latin America's revenues from Ecuador increased 10 £318 million in 2008 from €291 million in 2007 (an increase of 16.8% in local 
currency) Service revenues increased 13.1% in 2008 (an increase of20.8% in local currency). 

Expenses 

Telef6nica Latin America's total expenses increased 5.4% in 2008 to £14,338 million from £13,605 million in 2007. 

Supplies increased 7.0% to £6,371 million in 2008 from £5,953 million in 2007, mainly dlle to higher interconnection cosls and an increase in the cost 
of handsets driven by growth of gross adds and upgrades 

119 



TableofCoaleal. 

Supplies for Telefonica Latin America in Brazil increased to €2,419 million in 2008 from €2,045 million in 2001 (an increase of 21.1% in local 
currency), principally due to the increase of interconnection mobile costs as a result of outgoing traffic growth and higher co-billing costs in the fixed 
line business as a result of higher services traffic and more data services oot of Slio Paulo. 

Supplies for Telef6nica Latin America in Venezuela decreased to €110 million in 2008 from €180 million in 2001 (an increase o£5.5% in local 
currency), principally due 10 lower handsets costs (generally, GSM handsets are less expensive than CDMA handsets) that partially compensated foc 
higher roaming interconnection cosK 

Supplies for Telef6nica Latin America in Argentina increased to €650 million in 2008 from €556 million in 2001 (an increase of21.0".4 in local 
currency), principally due to higher interconnection costs as a result of higher traffic and capacity needs as well as higher inflation. 

Supplies for TelefOnica Latin America in Chile increased to €503 million in 2008 from €412 million in 2001 (an increase of 13.()"1. in local currency). 
principally due 10 higher inflation, mobile interconnection costs, mobile handsets upgrades, purchases of pay TV conlent and the construction of 
increased broadband capacity 

Supplies for Telef6nica Latin America in Mexico decreased 10 €116 million in 2008 from €132 million in 2001 (an increase of6_3% in local 
currency). This increase in local currency was primarily due to an increase in interconnection costs driven by the gmwth oftraflic and an increase in 
contract segment commercial activity. 

Supplies for Telef6nica Latin America in Peru increased to €413 million in 2008 from €386 million in 2001 (an increase of6.9"1. in local currency). 
This increase was primarily driven by increased marketing efforts in both the mobile and fixed line businesses, and an increase in mobile traffic and 
interconnection tariffs. 

Supplies for Telef6nica Latin America in Colombia decreased 10 €394 million in 2008 from €530 million in 2001 (a decrease of24.8% in local 
currency), principally due to a reduclion in interconnection tariffs implemented by Colombian regulation in December 2001. 

Supplies for Telefonica Latin America in Ecuador increased to €l 12 million in 2008 from €109 million in 2001 (an increase of9.5% in local 
currency), principally due to an increase in interconnection costs driven by a growth of traffic. 

Personnel expenses for Telef6nica Latin America decreased 8.0"/0 to €1,135 million in 2008 from €1,886 million in 2001. principally due to the non­
recurrence in 2008 of personnel restructuring charges recorded in 2001. 

Pemonnel expenses for Telefonica Latin America in Brazil decreased to €513 million in 2008 from €547 million in 2001 (a decrease of6.3% in local 
currency), primarily as a result of the non-recurrence in 2008 of expenses associated with Telesp's program foc restructuring its wolfd"orce in 2001. 

Pemonnel expenses for Telefonica Latin America in Venezuela increased to €Ill million in 2008 from €108 million in 2007 (an increase 0(30.4% in 
local currency), principally due to the effects of higher inflation on wages. 

Pemonnel expenses for Telef6nica Latin America in Argentina decreased to €303 million in 2008 from £323 million in 2001 (an increase ofVl"", in 
local currency). This increase in local currency was due 10 higher expenses in the mobile business which offset reduced expenses in the fixed line 
business due to reduced headcounl as a result of restructuring oflbe workforce realized during 2001. 

Pemonnel expenses for Telef6nica Latin America in Chile increased to €182 million in 2008 from €169 million in 2001 (an iDClease of 14.1% in local 
currency). This increase was primarily driven by the implementation in 2008 of new labor legislation in Chile and higher inflation. 
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Personnel expenses for TelefOnica Latin America in Mexicn increased to £96 million in 200S from £S6 million in 2007 (an increase of20_7% in local 
clmency) principally due to an increase in the average number of employees in 200S compared to 2007 and an increase in average wages. 

Personnel expenses for TelefOnica Latin America in Peru decreased tO€159 million in 200S from €251 million in 2007 (a decrease of36.7% in local 
currency). 2007 personnel expenses were affected by a non-recurring £IOS mi11ion charge related to workforce reslnlcturing 

Personnel expenses for Telef6nica Latin America in Colombia decreased to €122 million in 200S from €123 mi11ion in 2007 (an increase of 0.4% in 
local currency), primarily driven by workforce restructuring costs in both the mobile and fixed line businesses 

Personnel expenses for Telef6nica Latin America in Ecuador increased to €26 million in 200S from €24 million in 2007 (an increase of 16.4% in local 
currency), principal1y due 10 an increase in the average number of employees 

Other expenses for Telefanica Latin America increased 8.1% to €6,232 million in 2008 from €S,767 million in 2007, principally due to an increase in 
customer service activities and higher costs associated with the retention and acquisition of customers 

Other expenses for Telefanica Latin America in Brazil increased to €2,543 million in 200S from €2,354 million in 2007 (an increase of9.3% in local 
currency). This increase was primarily driven by higher sales and recharge commissions in the mobile business due to commercially aggressive offers 
and higher FISTEL (a regulatory tax linked to net adds of customers) COsts due to stronger customer base growth in Vivo. Other expenses also 
increased in the fixed line business mainly due to higher cal1 center and mainlenance expenses, primarily as a result of the growth of broadband and 
pay TV clients 

Other expenses for Telef6nica Latill America in Venezuela increased to €553 millioll in 2008 from €449 mimon in 2007 (an increase of31.7";O in 
local currency), drivell primarily by increased network expenses due to the launch of a GSM network and higher operational taxes and acquisition 
costs 

Other expenses for Telef6nica Latin America in Argentina increased to €678 mi11ion in 200S from €626 million in 2007 (an increase of 17.1% in local 
currency), principally as a result of higher inflation and a broader range of services offered. 

Other expenses for TelefOnica Latin America in Chile increased 10 €556 million in 200S from €417 million in 2007 (all increase of 18.6% in local 
currency), principally due to increased customer service activities and network upgrades and repairs 

Other expenses for TelefOnica Latin America in Mexico decreased to €430 million in 2008 from £468 million in 2007 (a decrease of 1.1% in local 
currency), due to the implementatioll of measures to control commissions and marketing alld logistics costs. 

Other expenses for Telef6nica Latin America in Peru increased to €467 mi11ion in 200S from £404 mi11ion in 2007 (an increase of 11.2% in local 
currency), principally due to the higher commission expenses, increased cuslomer service activities and mobile advertising as a result of higher 
commercial activity. 

Other expenses for Telef6nica Latin America in Colombia increased to €S IS million in 200S from £476 million in 2007 (an increase of9.6% in local 
currency), principally due to higher bad debt allowances in the mobile business. 

Other expenses for Telef6nica Latin America in Ecuador increased to £93 million in 2008 from €86 million in 2007 (an increase of 15.4% in local 
currency), principally due to an increase in commercial activity and the lax paid for the renewal of the mobile license. 
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Operating income before depreciation and amortization 

As a result of the foregoing, Telefonica Latin America's omDA, increased 18.6%to£8,445 million in 2008 from €'l,I21 million in 2007 (an increase of 
22.5% on a constant euro basis). By country, Venezuela contributed most to OmDA growth (5.1 percenlage points). followed by Brazil (4.0 percentage 
points) and Mexico (3.9 percenlage points). In absolute terms, in 2008 Brazil was the largest contributor to Telefonica Latin America's OmDA, accounting 
for 39.7% of the total, followed by Venezuela at 15.7% and Argentina at 10.9"/0 

Telefonica Latin America's omDA in 2008 as a percentage ofTelefOnica Laun America's revenues for the same period was 38.1%, 2.6 percentage points 
higher than in 2007 

Telefonica Lalin America's OmDA in Brazil increased to 8,359 million in 2008 from £3,056 million in 2007 (an increase of9.8% in local ewrency). 

Telefonica Latin America's omDA in Venezuela increased 10 £1,328 million in 2008 from €1,060 million in 2007 (an increase of34.0% in local 
currency) 

TelefOnica Latin America's OmDA in Argentina increased to €919 million in 2008 from €788 million in 2007 (an increase of26.7% in local 
currency). 

Telefonica Latin America's OJBDA in Chile increased to €740 million in 2008 from €716 million in 2007 (an increase of9.We in local currency). 

TelefOnica Latin America's OmDA in Mexico increased to €420 million in 2008 from €179 million in 2007 (an increase of 154.2% in local 
currency). The increase was the result of cost control measures and revenue growth. 

Telefonica Latin America's OmDA in Peru increased to €621 million in 2008 from €482 million in 2007 (an increase of 29J)O.4o in local currency). 

TelefOnica Latin America's OmDA in Colombia increased to £515 million in 2008 from £503 million in 2007 (an increase of3.6% in local currency). 

Telef6nica Latin America's OmDA in Central America decreased 10£217 million in 2008 from €236million in 2007 (a decrease of 1.5% on a 
constant euro basis) 

Telefonica Latin America's OmDA in Ecuador increased to £92 million in 2008 from £73 million in 2007 (aq increase of3S.0% in local cunency). 

Depreciation and amorlizalioll 

Telef6nica Latin America's depreciation and amortization increased 2.4% to £3,645 million in 2008 from €3,559 million in 2007. 

Operating iI/come 

As a result of the foregoing, Telefonica Latin America's operating income increased 34.8% to £4,800 million in 2008 from 8,562 million in 2007. 

Atf.'nto 

Rf."'f.'IIUf.'S 

Atento's revenues increased by 10.8% to €1,30t million in 2008 fmm £1,174 million in 2007. The increase in revenues was primarily driven by an 
increase in the customer activity ofTelefonica, primarily in Brazil, Peru, Morocco and Central America, partially offset by a lowel" activity in Spain 
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Expenses 

Atento's expenses increased 10.0% to €1,120 million in 2008 from €1,018 million in 2007 primarily due to the increase in structural costs from the leasing 
of capacity associated with the growth of the business. This growth in expenses was partially offsel by migrating services from the Spanish market to Latin 
American markets, which limited the growth of personnel expenses. 

Operating income beforl! depreciation and amorlizalion 

Atenlo's OmDA increased 15.4% to €186 million in 2008 from €161 million in 2007, driven by an increase in activity and a slower growth rate for 
operational expenses 

Operating income 

Atento's operating iocome increased 17.4% to €154 million in 2008 from €l31 million in 2007. 

B. Liquidity and Capital Resources 

Cash Flow Analysis 

The table below sets forth consolidated cash flow information for the periods indicated. Positive figures refer to cash inflows and those in parenthesis refer 
to cash outflows. 
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Net cash from operating activities decreased 1.3% to €16,148 million in 2009 from €16,366 million in 2008. In 2008, the increase was 5.2% from €15,551 
million in 2007 

In 2009, we had cash received from customers (€67,358 million) less cash paid to suppliers and employees (€46,198 million) totaling £11,160 millioo, 
2.9% more than the €20,560 million generated in 2008. This increase was largely driven by our extensive business diversification, oorexecut:ion skills in a 
challenging environmenl and efficient management of both operating expenses and capital expenditure. Our strong commercial efforts also helped to drive 
modest growth in total accesses (primarily in mobile and broadband accesses). In 2008, cash received from customers less 'i"Sh paid to suppliers and 
employees (€20,560 million) rose 2.3% compared to €lO,1O5 million in 2007, due mostly to our strong position in our main markets. extensive busine&li 
diversification and strategic commitment 10 growth in our operating markets. 

Cash received from customers de<:reased by 2.5% to €67,358 million in 2009 from £69,060 million in 2008. This decrease was in line with the decline in 
revenues. In 2008, cash received from customers increased by 2.9"10 to €69,060 million from €67,129 mi11ion in 2007. This growth was the result ofmodestly 
higher revenue due to the growth in accesses, which in tum was due to the success of the commercial campaigns to win and retain customers. 

Cash paid to suppliers and employees in 2009 decreased 4.8% to €46,198 million from €48,500 million in 2008. This reduction is the result of the drive 10 
contain expenses and to maximize the efficiency of the cost structure. In addition, cash paid to employees in 2009 and 2008 was broadly in line with the 
evolution of the average headcount. In 2008 cash paid to suppliers and employees rose 3.1% to €48,500 million from €47,024 million in 2007. This increase 
was primarily attributable to greater commercial efforts in the various geographic areas while maximizing the efficiency of the cost structure and to higher 
interconnection charges 
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Payments for net interest and other finance expenses de<:reased by 25.(1% to €2,170 million in 2009 from €2,894 million in 2008, due to the de<:line in 
average interest rates applicable to our debt during the year and the reduction in our financial debt outslanding during the year. These figures do not ioclude 
payments to be made on the main issuances of our debt securities made in 2009, with interest payments that will begin to become due in 2010. In 2008 
payments for net interest and other finance expenses decreased 10.2% to €2,894 million from €3,221 million in 2007 mostly due to the decrease in our debt 
outstanding over the period. 

Taxes paid in 2009 increased by 108.2% to €2,942 million from €1,413 million in 2008 due to the €1,297 million payment made by Tel.ef6nica, S.A. in the 
year. The increase was mainly due to the absence in 2009 of tax credits in Group companies. Taxes paid in 2008 felI3.Q-/o to £1,413 million from €1,457 
million in 2007. 

Net ca5h "5ed in inve5ting activities 

Net cash used in investing activities in 2009 increased by 2.2% to £9,300 million from €9,101 million in 2008, mainly due to the investment of certain 
short-tenn cash sUTJIluses in higher yielding financial investments. 

Net cash used in investing activities increased by €4,509 million in 2008 to €9,IOI million from £4,592 million in 2007. This net increase was primarily 
attributable to the following investments in 2008: the acquisitions ofTelemig by Brasilcel for €347 million, of shares ofCNC and China Unicorn fO££688 
million and £424 million, respectively, and of a 51.8% interest in CTC from minority shareholders for £640 million. This net increase was partially offset by a 
22.2% decrease in payments on investments in companies, net of cash and cash equivalents acquired, from £2,798 million in 2007 to €2,178 million in 2008. 
The main investment in 2007 was for a 42.3% stake in Telco for €2,3 14 million. 

Payments on investment in properly, plant and equipment and inlaIlgibJe assets in 2009 decreased by 3.8% to €7,593 million from £7,889 million in 
2008. This decrease was in line with the evolution oflhe investment in capital expenditures in the period. Payments on investment in property, plant and 
equipment and intangible assets in 2008 totaled £7,889 million, an increase of€615 million from 2007, driven by further investment in fiber optics, 3G 
te<:hnology, pay TV technology and ADSL 

Proceeds on disposals of companies, net of cash and cash equivalents disposed amounted to £34 million in 2009. Proceeds on disposals of companies, net 
of cash and cash equivalents disposed, amounted to £686 million in 2008 mainly due to the €648 milliOll obtained from the sale otSogecable. In 2007, the 
figure was £5,346 million, as a result of our disposals of stakes in Airwave and Endemol for€2,841 million and £2,107 million, respectively. 

Interest received on cash sUTJIluses not included under cash equivalents in 2009 amounted €548 million. Net disposals of these investment in 2008 and 
2007 amounted €76 million and €74 million, respectively. 

Nt!t cash used injinancing activities 

Net cash used in financing activities in 2009 decreased by 71% to £2,281 million from €7,765 million in 2008, mainly due to the increase ofproceeds from 
the issuance of debentures and bonds in 2009 for aggregate proceeds of£8,617 million compared to aggregate proceeds 0I€1,3)7 million raised in 2008. 

Net cash used in financing activities in 2008 totaled €7,765 million, down from £9,425 million in 2007. The €1,660 million decline is primarily due to I 
decrease in the repayment of financing as a result of a decrease in our average outstanding nel debt in 2008 to £45,785 million compared to€48,938 million in 
2007 

Anticipated Uses of Funds 

Our principal liquidity and capital resource requirements consist of the following· 

capital expenditures for existing and new operations; 

acquisitions of new licenses or other operators or companies engaged in complementary or related businesses; 
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costs and expenses relating to the operation of our business; 

dividend, other shareholder remuneration, and pre-retirement payments; and 

debt service requirements relating to our existing and future debt 

We have announced a capital expenditure target in the range of£7,450 million to £7,650 million for 2010. This target range was proposed based on 
constant 2009 exchange rates and excludes the elIocts of Venezuela being considered a hyperinflationary economy in 2009 and any effects should it remain a 
hyperinflationary oconomy in 2010. This target range also excludes any spectrum licenses which we may acquire and investments in our Real Estate 
Efficiency Program in Spain, a multi-year program related to the optimization of our real estate assets and rented properties in Spain. In 2010, we expect to 
continue investing mainly in our 3G and broadband networks to meet existing growth opportunities related to broadband, increased network traffic and the 
offering ofnew products and services utilizing new or evolving technologies. By region, our capital expenditures will be mainly directed to Latin America, as 
we view this region to possess the most growth potential for the Group, but we will manage spending depending on the needs ofuch country and return on 
potential investments, as our main goal is to sustain cash flow generation. Nevertheless, we expect to continue to make investments in our mobile and fixed 
networks due to increased usage and the need to offer new services and greater functionality afforded by new or evolving technologies. Our principal capital 
expenditures are described in "Item 4. Information on the Company" Our anticipated amounts of capital expenditures and investments in affiliates and the 
underlying assumptions are subjet;t 10 risks and uncertainties, and actual capital expenditures and investments in affiliates may be less than or exceed these 
amounts. See "Cautionary Statement Regw-ding Forward-Looking Statements" 

We may also use funds to acquire new licenses or other operators or companies engaged in complementary or related businesses 

We also have liquidity requirements related to the costs and expenses relating to the operation of our business, our payment of dividends, sharehnlder 
remuneration and pre-retirement payment commitments and financial and real estate investments. In 2009, with respect 10 these items, we had the following 
principal cash expenditures: £4,557 million in connet;tion with the payment of dividends on Teleffutica S.A. shares, €I,178 million in connoction with financial 
and real estate net investments, €959 million in connet;tion with our share buyback program and £793 million in connection with commitments under pre­
retirement plans. 

We also have liquidity requirements related to debt service requirements in connection with our existing and future debt. At December 31, 2009, we had 
gross financial debt of£56,791 million compared with £53,188 million at Docember 31, 2008. For the amortization schedule of our consolidated gross 
financial debt at December 31, 2009, see "-Anticipated Sources of Liquidity" below. Our net financial debt increased to £43,551 million at Det;ember 31, 
2009 compared to £42,733 million at December 31, 2008. For a reconciliation of net financial debt to gross financial debt (the sum of current and non-current 
interest-bearing liabilities), see "-Presentation of Financial Information-Non-GAAP financial informalion~Net financial debt and net debt" 

For a discussion of our liquidity risk management policy, see Note 16 to our Consolidated Financial Statements_ 

Anticipated Sources of Liquidity 

Cash flows from operations are our primary source of cash funding for existing operations, capital expenditures, interest obligations and principal 
payments. We also rely on external borrowings, including a variety of short- and medium-term financial instruments, principally bonds and debentures, and 
borrowings from financial institutions. Cash and cash equivalents are mainly held in euro and eurn-denominated instruments. We believe that, in addition to 
internal generation offunds, our medium-term note program, our curo commercial paper program, our corporate domestic promissory note program and 
available lines of credit will provide us with substantial flexibility for our future capital requirements as existing debt is retired. As of the date of this Annual 
Repoft, our management believes that our working capital is sufficient to meet our present requirements. 

The following table shows the amortization schedule of our consnlidated gross financial debt at December 31, 2009, as stated in euro using the European 
Central Bank buying rate for euro on such date. We may have exchange 
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rate financial derivatives instruments assigned to the underlying debt instruments. In 2009, the average cost of net debt, which we measure as net financial 
expense divided by our average net debt, was 7.31%. The effects derived from Venezuela as a hyperinflationary economy as described io "kern S. Operating 
and Financial Review and Prospects-A. Operating Results-Significant Factors Affecting the Comparability of our Results of Operations in the Periods 
Under Review---Classification ofVene7.uela as a Hyper inf1ationary Economy", resulted in an increase in net financial expense ofOO0 million in 
2009. Excluding such effects in 2009 and negative exchange differences, our average cost of net debt in 2009 would have been 5.S4%. The table below 
includes the fair value of those derivatives classified as financial liabilities (negative mark-to-market) under IFRS (€I,432 million). It does not include the fair 
value of derivatives classified as financial assets (positive mark-to-market) under IFRS (€537 million). For a further descriptioo of liquidity risk faced by us, 
see Note 16 to our Consolidated Financial Statements, and for a description of our financial liabilities, see Note 13 to our Consolidated Financial Statements. 

()"tiI:1tir~i1re'tJebr~tes' .. iT ;7>"," :;;~lU~\;; li~ii;1;~fSjj.?Js;i(i:~iw.l~'£'~IRJ~l~~~~_ 
Loans and other payables 

(principal and interest 

p~~4K~1An.~i!i:l\lj~~.ii.ijj~D\;: " wm. i;k~;~s 00000' X;J~~~[13t1h;f,it;~1i~fk~8!Rt~1~~i~~%~m£1~~~_~~ 
Total 9,184 9,716 5,550 5,672 5,339 11,330 ~.791 

(0) Estimated future interest pa)"IIlODlS as of DecembeI 31, 2009 "" Dill ioten:st-bearing-<kbl are as folio".: E2,381 rmttion inlOlO, £2.074 mi1Iion inlOU, £1,&18millionin.2012, £1,620 mi1Iion 
in. 2013. £1.355 miUion in 2014 and a,190 nill~on in Slbsr:quelll year<. With respea 10 floating rate debt, we estimate futute inIerest pa)_ as the fooo-ard IlIIeS derh"Clli from yidcf(:UMS 
quoted for tho cliffere .. cum:ocies on Dece .... 3t. 2009 

During 2009, we obtained financing of over €14,OOO million (excluding financing under short-term commercial paper programs), mainly in connection 
with refinancing 2009 maturities and pre-financing part of the 2010 debt maturities. 

In 2009, as a part of our refinancing plan to enhance our flexibility, primarily, we issued: (i) five-year bonds in an aggregate principal amount of€2,ooo 
million, with an annual interest rate ofS.431%, on February 3, 2009; (ii) seven·year bonds in an aggregate principal amount of€I,ooo million, with an annual 
interest rate of 5.496%, on April 1,2009 increased up to an aggregate principal amount of€I,SOO million, on June 3, 2009; (iii) six-year bonds in an aggregate 
principal amount of€400 million, which bear interest at a floating rate based on three-month EURlBOR plus a margin of I.82S%, on June 2, 2009 (iv) ten-year 
bonds in an aggregate principal amOllDt of$l,ooO million, with an annual interest rate ofS.877%, on July 6, 2009; (v) five and a balf-year bonds in an 
aggregate principal amount of$I,250 million, with an annual interest rate of 4.949"/0, on July 6, 2009; (vi) ten-year bonds in an aggregate principal amOWlt of 
€1,7S0 million, with an annual interest rate of 4.693%, on November I I, 2009; (vii) IJ-year bonds in an aggregate principal amount of6$0 million pounds 
sterling, with an annual interest rate of 5.289%, on December 10, 2009; (viii) five-year bonds in an aggregate principal amount of€IOO millioo, which bear 
interest at a f10ating rate based on three-month EURIBOR plus a margin of 0.7%, on December 23, 2009. In 2009, some of our Latin American companies 
issued bonds with an aggregate principal amouot equivalent to approximately €2,000 million 

In addition, on February 13, 2009, TelefOnica, S.A. signed an agreement with the banks involved in its€6,OOO million credit facility gnmted OIl June 28, 
2005 and maturing on June 28, 201 I, to extend the maturity of €4,000 million ofthe€6,000 million drawn-down in exchange forthe paymem nfadditiooal 
fees and an upward adjustment in interest rates, as follows: (i) the maturity date for €2,OOO million outstanding Will; extended to June 28, 2012 and (ii)the 
maturity date for the remaining €2,OOO million outstanding was e)ltended to June 28, 2013. 
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During 2009, we have continued to be aclive under certain commercial paper programs (domeslic and European) (with an outstanding balance of€800 
million at December 31, 2009) 

At December 31, 2009, we had unused committed credit lines ofapproximately €7,200 million, all of which bear interest at a nooting rate based on market 
indices, principally the Euro Interbank Offered Rate, or EURffiOR and the London Interbank Offered Rate, or LmOR_ An aggregate of€2,779 million in 
principal amount of such credit lines are scheduled to e»pire prior to December 31, 2010. 

On March 24, 2010 we issued five-year bonds in an aggregate principal amount of€I,4oo million, with an annual interest rate of3.406%. 

Our borrowing requirements are not significantly affected by seasonal trends 

Tbe table below sets forth tbe ratings of our sbort- and long-term debt as of the date of this Annual Report. A credit rating is not a recommendation to buy, 
sell or bold securities, may be subject to revision at any time and sbould be evaluated independently of any other rating. 

Moody's, on February 17,2009, raised Telefonica S_A's rating outlook to "Baal.'positive OIItlook" from "Baal/stable outlook". 

JCR, tbe Japanese rating agency, on December 17, 2008, upgraded its credit rating for Telef6nica, S.A. to "A/stable outiookR from "A--Istable 
outlook" 

Standard & Poor's, on December 2, 2008, upgraded its rating ofTelef6nica S.A. from "BBB+fpositive outlookR to "A--Istable outlook". 

Fitch, on November 25, 2008, upgraded its rating from "BBB+fpositive outlook" to" A-fstable outlook". 

Our ability to use external 5011rteS offinancing will depend in large part on our credit ratings. We believe that we are weJl-positioned to raise capital in 
financial markets. However, negative conditions in the financial markets or a downgrade of any of the ratings of OIIf debt by any of Fitch, Moody's, JCR 
and/or Standard & Poor's may increase tbe cost of OIIr future borrowing or may make it more difficult to access the public debt markets_ In connection with 
the credit rating agencies' review of our debt ratings, the raling agencies may give considerable weight to the general macroeconomie and political conditions, 
tbe perfonnance of our businesses in countries wbere we operate, our financial and sbareholder remuneration policy, our acquisition policy, our ability to 
integrate acquisitions and our ability to refinance debt. 

For a discussion of our liquidity and country risk management policy, see Note 16 to our Consolidated Financial Statements. 

Intragroup Loan, 

We lend funds to our operating subsidiaries, directly or througb holding companies that head our different lines of business. At De<:ember 31, 2009, we 
had loans outstanding totaling €5,975 million (€13,594 million at December 31, 2008) to companies in the Telefonica Group (including subsidiaries located in 
Latin American countries). Tbese funds are derived rrom retained cash flows, loans, bonds and other sources (sucb as asset disposals). 

c. Research and Development, Patents and Licenses, etc. 

We continue to be finnly committed 10 tecbnological innovation as a key tool ror acbieving sustainable competitive advantage, preempting market trends 
and differentiating our products_ Tbrougb the introduction of new 
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technologies and the development of new products and business processes, we seek to become more effective, efficient and customer..ooenlOO. 

We have developed an open model for the management of technological innovation in order to promote the application oftechnica1 research to the 
development of commercial products and services. We focus on certain applied research and development, or R&D, priorities which are aligned with our 
strategy. This model promotes open innovation initiatives such as the creation of a venture capital fund and participation in enteIprise collaboration forums, 
among other things. It also makes use of the knowledge developed at technological centers, universities, and start-up companies, among other sources, aIld 
cncourages innovation in collaboration with other agents, who will become "technological partners", including clients, universities, public administrations, 
suppliers, content providers and olber companies. We believe that differentiating our products from those of our competitors and improving our market 
position cannot be based solely on acquired technology. We also believe it is important to foster R&D activities in an effort to achieve this differentiation and 
to advance olber innovation activities. Our R&D policy is aimed at· 

developing new products and services in order to gain market sbare; 

fostering customer loyalty; 

increasing revenues; 

improving management; 

improving business practices; and 

increasing the quality of our infrastructure and services to improve customer service and reducing costs. 

In 2009, we undertook technological innovation projects focusing on profitable innovation, process efficiency, the creation of new sources of revenues, 
customer satisfaction, the consolidation of our presence in new markets and technologica1leadership. 

Our technological innovation activities are an integral pan of our strategy to create value through broadband, IP network,. wireleSll and new generation 
(fiher optic) networks communications and services 

In 2009 we undertook projects to promote increased access to infonnation technology, new services focused on new Internet business models, advanced 
user interfaces, mobile TV and other broadband services. These projects, among others, were undertaken based on our objective to quickly ideutify emCfBing 
technologies that might have a relevant impact on our businesses, and to test such technologies with trials relating to new services, applications IIIId platform 
prototypes 

In 2009, new business and operational support systems were developed and existing systems were improved 

Most of our R&D activities are carried out by Telefonica Investigacion y Desarrollo S.A.V., or Telefilnica I+D, our wholly owned subsidiary, whicb works 
principally for our lines of business. In perfonning its functions, Telefonica l+D receives assistance from other companies and universities. Telefiinica I+D's 
mission focuses on improving OUT competitiveness through technological innovation and product development. Te1efOnica I+D leads experimental and applied 
research and product development to increase the range of our services and reduce operating costs. It also provides technical assistance to our Latin American 
and European operations. Telef6nica I+D's activities include the following: 

development of new products and fixed telephone services, particularly the development of such value added services as broadband, digital home, 
mobile communications and internet services for the public, corporate, mobile TV and multimedia sectors; 

development of new modes of communications for communities, telemedicine, home and company telemonitoring and new infrastructure to provide 
such services, such as the Internet protocol environment and new generation networks, such as fiber optics; 
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development of innovative solutions for the real time provisioning, operating and billing of our networks and services, which includes the 
development of management systems designed to strengthen iofrastructure and its quality providing security, privacy and trust; 

development of business support systems to better identify customer characteristics in order to provide persooalized and innovative solutions; and 

applied research to undertake, understand and develop those aspects, opportunities and specialty new technologies for the evolution of our different 
businesses. 

In 2009, approximately 41 % ofTelefoniea I+D's funding assigned to R&D was for the benefit of the business in Spain, 33% for businesses in Latin 
America, 13% for Telefonica (primarily the Corporate Innovation Program, which includes projects with a medium- to long-term focus involving two or more 
business units), 6% for TelefOniea Europe and 7% to third-party eustomers. 

At December 31, 2009, Telefooica 1+D had 1,221 employees, who also collaborated with qualified professionals from 84 companies and more than 50 
universities. 

Our total R&D expenses were £594 million, £668 million and £693 million in 2007, 2008 and 2009, respectively. These expenses represented L 1%, l.rA 
and 1.2% of our consolidated revenues, respectively. These figures have been ca1eulated using the guidelines set out in the OECD ManuaL These guidelines 
include expenses for research and development that, because of timing of projects or accounting classifications, we do not include in their entirety in our 
consolidated statement of financial position. 

During 2009, Telefoniea registered 57 patents, 48 of which were registered at Spanish Patent Office and nine of which were registered at European or U.S. 
patent offices 

D. Trend Inrormalion 

We arc an integrated diversified telecommunications group that offers a wide range of services, mainly in Spain, Europe, and Latin America. Our activity 
is based upon providing fixed and mobile services, Internet and data, pay TV and value added services, amODg others. In addition, our holdings in China 
Unicorn and Telecom IIalia create opportunities for strategic alliances that reinforce our competitive position, scale and efficiency 

Our business is impacted by general economic conditions and other similar factors in each of the countries in which we operate. The continuing recession 
in Spain and uncertainty about an economic recovery elsewhere may negatively affect the level of demand of existing and prospective customers, as our 
services may not be deemed critical for these customers 

As a multinational telecommunications company that operates in regulated markets, we are subject to different laws and regulations in each of the 
jurisdictions in which we provide services. We can expect the regulatory landscape to change in Europe as a consequence of the revised regulations resulting 
from the implementation of the review of the common regulatory framework currently in place in the European Union. In addition, we may also face pressure 
from regulatory initiatives in some European countries regarding tariffs, the reform of rights of spectrum use and allocation, issues related to the quality of 
service and the regulatory (realment of new broadband infrastructure deployments. 

We face intense competition in most of our markets, and we are therefore subject to the effects of actions taken by our competitors. The intensity of the 
competition may deepen, having an impact on tariff structures, consumption, market share and commercial activity, which could result in decreases in current 
and potential customers, revenues and profitability 

However, we are in a strong competitive position in most of the markets where we operate. We intend to continue to seek and take advantage of growth 
opportunities, such as by boosting both fixed and mobile broadband services and by funhering the development of services beyond connectivity, information 
technology services and related businesses. We seck to lead the industry by anticipating trends in the new digital environment 
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We will continue transforming our operating model to increase our operational efficiency and capture the synergies arising frQlll our integrated approach to 
businesses, processes and ttthnologies and wilt maintain a regional approach to tackle this transformation more efficiently. At the same time, we will continue 
to be strongly committed to technological innovation as a key tool for achieving sustainable competitive advantages, anticipating market trends and 
differentiating our products. We continually seek to become a more efficient and customer-oriented Group, by introducing new technoJogies and developing 
new products and business processes 

In Spain, we wit! continue to intensify our commercial focus on offering higher quality services, by increasing the effectiveness of our sales channels and 
further improving our networks to increase customer satisfaction. We will seek to strengthen relations with our customers through targeted commercial 
offerings. We will focus on boosting mobile and fixed broadband growth and bundling services more effectively, taking into account the different 
geographical areas in which we operate. Efficiency wit! continue to playa very important role in all areas of management, both in commercial and operational 
areas, including systems, networks and processes 

In Latin America, our strategy is based on a regional model that captures growth and efficiency of scale without losing sight of the local management of 
the client. The mobile business will continue to playa fundamental role as an engine of regional growth. That is why we continue to further improve the 
capacity and coverage of our networks, adapting our distribution network to enhance the quality of our offer bolh in voice and data in order to keep and attract 
high value customers. With regard to the fixed telephony business, we will encourage the increase of broadband speed and expand the $Opply ofbundled 
services. We wilt further advance efficiency, in operational and commercial terms and attempt to achieve further synergies by implementing global, regional 
and local projects 

In Europe, customers will remain at the center of our strategy and management priorities in the region. With the objective of offering our customers the 
best value, we will boost the mobile and fixed broadband services to strengthen our market position. Various initiatives will be implemented to improve our 
operating efficiency 

In summary, in the context of continued economic uncertainty, intense competition and regulatory pressure on pricing, we will continue strengthening our 
business model to make it more efficient and capture the synergies arising from the integrated approach ofbusinesses, processes and technologies. while 
focusing even more on the client. 

E. Off-Balance Shed Arrangements 

We have commitments that could require us to make material payments in the future These commitments are nol included in our consolidated statement 
of financial position at December 31, 2009 although they are described in the notes to our Consolidated Finarn::ial Statements. These commihllents primarily 
relate to put rights pursuant to which third parties can require us to purchase some or all of their interests in certain of our subsidiaries or joint ventures, as in 
the case ofBrasilcel, and contingent obligations in the form of guarantees. For additional detail on our off-balance sheet commihllents, see Note 21(b) to our 
Consolidated Financial Statements 
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F. Tabular Disclosure ofConlraclual Oblig"ions 

The following table describes our contractual obligations and commitments with definitive payment teons which may require significant cash outlays in 
the future. The amounts payable (including accl\led interest payments) are as of December 31, 2009. For additional infoonation, see our Consolidated 
Financial Statements included elsewhere herein 

~1""5 
Tml Less t~ .. I ."alr I..J ),CO'" l-5 yr.... Yean 

~ii)j~;iJji~liJl~{i}{~)j;;jUP,·";::itiiO:,~ ~1;:lrE2if ;glt;:'i!c:''<.~;i;;ii~Einm;$.i'i~iQi~'i~0iElf?:iM~~~~~~iif>4E~~ti1liL~~] 
~~ti~~~W:r:i~~~~c -~;;m,,!" i%JiSiS 5fjgjjf:(;r~rJj0j~~j;gj;S;3]jir~;'~i~i~fj~li4lthi~~f~lmffi~~*}d@~~~ij~~ 
Other liabilities (5) 1,695 296 1.399 - -

,;tWii\;~~n:;~8j~:f~:~; '.,~ 0",,,, ·,,,~'Ift[\~~;;;.j;~-;~>t ~tjit~f:~T;:i;~i9Afi4:Lt5 3.;; ;;mmlcn~!Rl~ft!Ja"3fjj~PiJjgj;ii"r"f.l 

(I) Capital (fimme) lease ob~galions are not cakItlared scparnreIy and are i~ead i..,luded as part of ow-Iong-termdebl oblipiom. 

(2) This ilem includes the fair \11100 oflbose derivativcs classified as financial ~abilitics (oegati>-c I113J1<-to-marl<d) under IFRS (€1,432 rotillion) Futun: idcrest Jlll)1III!1U .ofDa:cmx:r ]1, 200!1 
on our interest-«:aring-debl. an: as follows: €2,332 roillion in 2010, Um4 roiUion in 2011. €I.SIS million in 2012, €1,620 million in lOll, €1,355 milIiou in 2014 aocI€8,l90 million in 
sWseqoent}'W5-- With respect to floating rate deb!, we esIimale future interest paymenlS as the roman! llIIes derived fmm yield wn"e5 quoIed fOI the difJen:uI cum:ucies oaJlcg:niIcr 31, 
2009. It does not iocludc the fair,"Illuoe or derivali\-es c1assif1ed as fimo::iaI assets (posili\-e mark-to-rmoket) under !FRS (£5)1 million). For a _ detailed desaipIion of our fiae;:iIoI 
dert\'ati\-e 1J3nSaCtion;, see "I(em I L QuaItiIati\-c and Qualilali\-e DiscIOSUICS About Markd Illit:" and Note 16 to our Consolidated FimDcial SIateme:PIs. 

(3) Our operaling lease obli&aOOns ha\-e in some cases exlension optlons coMitioDOd on the applicable ..... of eacb coontJy. Accordingly,"'" im-e iDl:luded oqly diose aIIIIlUIIIS tbII JejlRSCIII!b= 
initiaIcoW3Clperiod. 

(4) ThIs item iDl:ludes deImi1i>'e payme.-s due for agreements to pun::base goods (such as network e<rJiprnenl) and ..,,,,ices 
(5) "Othe. liabiliticsn iR:lude 10ng-\e1ttl obligatiollS !bat n:quire \IS to make cash parmeDls, excluding ftnancial debt ob~pIions included in the..mle under""FinancbI UabiliIics'" liIove. Becau:se of 

the nature of the risks "" .... red by "OIlIer liabililiesn """h as "Otbcr PIO\-is:ionsn, i( is not possible to detemtine a reliable schedule of pote.-.lal p"ymenls, ifaIl)'. For deIaiIs oflhl: c:olll(105ilionof 
"othe. pro>-isionsn see Note 15 to ow- Conso~d3ted Financial Statements. 

In addition, at December 31, 2009, we have short and long term employee benefits provisions amounting to €667 million and €3,594 million, respectively. 

For detailS of the composition of, and changes in, our debt, see "-Liquidity and Capital Resources-Anticipated Sources of Liquidity" and Note 13 to our 
Consolidated Financial Statements. 
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Item 6. Directors, Senior Management and Employns 

A. Direclon and Senior Management 

During 2009, our Board of Directors met 13 times. At March 25, our Board of Directors had met three times during 2010 At March 25, 2010, our 
directors, their respective positions on our Board and the year they were appointed to such positions were as follows: 

c ... _ 

~}.lrertHwein)t;~,;o,ilt~~;~\~l£i!jf:ffilt"-t~!~~r#ril~~~~i~.~~~~~~i~ 
V1<t--doalrmta 

Ula!iiyi®~-p4~~Oj(~L~wi;;m~i~~~~f~±~I1KW1%~~iilltjig~~l_ihiiiil~~.~ __ ~1i.JtIMiJlIZJil 
~~~I~.~~mMEli~alj<j:~tJt;~li~~Slilit(iEiiillm~f&m~l~m~~ill1r]iffi~nmm§ffi~~~~ 
~~~~;~AMri~;l)(j)(i)j'f~[~?:·,tSjft~.j~tji1;r~j\?~~j~;~lg!l%l~.i~lliZ~!~~~~~~.,,_~~~!_~~~~~ 

(I) t.kmber arthe £><f:CUlto.'e C<>mmissian arthe BoanI ar Dirt<:lors 

(2) Naminated by Caja de AhOlTOS ). Pensiones de Ban:ela ... ("la Caixaj 

(3) Namimled by Banco Bilbao V""")"a AJgeIWlria. SA ("BBVA") 

(4) Member ar!he Audit and CallbOl C<>mmiltee of !he BoanI of Direcoors. 

(5) t.kmberartheln!ema1iomlAfiitirsC<>mmiltce 

(6) t.kmber orllle Regulation C<>mmiltee. 

(7) Member af!he Human Resrn.m:es and C<>lJII'rale Repulationand Responsibilily Cmnmittee 

(8) Memberafthe Inumloon C<>mmitlee. 

(9) t.kmber afthe Stralegy Cmnminee 

(10) Member af the Nominating, C<>~nsatian and CalJll'ra!e Go\"ermo;e C<>mmitJee 

(II) t.kmberof!he Ser\"iceQm[iIJ and Cusromer Ser-.'iceC<>mmillf:<:_ 

Board Committees 

At March 25, 2010, the commitlees of our Board of Directors and members thereofare as follows' 

Executive Commin;on 

Our Board of Directors has expressly delegated all of its authority and power to the Executive Commissioo except as prohibited by Spanish eorporate law, 
under our Articles of Association, or under our Board Regulations. This commission is made up of fewer diredol1ll and meets more frequently than our Board 
of Directors. The members of the Executive Commission are Mr. Cesar Alierta Izuel, Mr. Isidro Faine Casas, Mr. Julio Linares LOpez, Mr. Jose Maria Abril 
Perez, Mr. Carlos Colomer Casellas, Mr. Peter Erskine, Mr. Alfonso Ferrari Herrero, 
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Mr. Gonzalo Hinojosa FernAndez de Angulo, Me. Francisco Javier de paz Mancho and Mr. Ramiro Sanchez de Lerin Garcia-Ovies, as secrelary. 

Audit and Control Committu 

The Audit and Control Committee functions are regulated by our bylaws and our Board Regulations. The Audit and Control Committee has the primary 
objective of providing support to our Board of Directors in its supervisory and oversight functions, specifically baving the following responsibilities' 

to report, through its chairman, to our general meeting of shareholders on malters raised at the general meeting of shareholders relating to the . 
functions and matters of compctence of the committee; 

to propose to our Board of Directors to submit to our general meeting of shareholders the appointment of our auditors referred to in Article 204 of the 
Stock Company Act, as well as, when appropriate, the terms of their engagement, scope of professional assignment and revocation or non-renewal of 
their appoinlIllent; 

to supervise the internal audit services; 

to have an understanding of the process for gathering financial information and the internal control systems; and 

to maintain the necessary relations with the auditors to receive information on all matters thaI may put their independence at risk, and any oilier 
matters related to the process of auditing our accounts, as well as to receive infonnation and maintain communication with our auditors as required by 
laws relating to the audit process and with respect 10 technical regulations on auditing. 

Tbe Audit and Control Committee meets at least once per quarter and as many times as considered necessary. During 2009, Ihe Audit and Control 
Committee met ten times and, as of the date of this Annual Report, had met three times in 2010. The members of the Audit and Control Committee are Mr 
Gonzalo Hinojosa Fermindez de Angulo (chairman), Mr. Antonio Massanell Lovilia, Mr. Alfonso Ferrari Herrero and Mr. Vitalino Manuel Nafria Aznar 

Nominaling, Comp~n$alion and Corporate Governance Committee 

The Nominating, Compensation and Corporate Governance Committee is responsible for, among other things, reporting to our Board of Directors wilh 
rcspocttn proposals for the appoinlIllent, re--(:Iection and removal of directors, members ofthe Executive Committee and the olher committees of our Board of 
Directors and tnp members of our management and management of our subsidiaries. In addition, the Nominating, Compensation and Corporate Governance 
Committee is responsible for proposing to the Board of Directors, within !he framework established in the bylaws, the compensation for the directors and 
reviewing it periodically to ensure that it is in keeping with the tasks performed by them, as provided in Article 35 of the Board Regulations, to propose to the 
Board of Directors, within the framework established in the bylaws, the extent and amount of the compensation, rights and remuneration ofa financial nature, 
of the Chairman, the executive directors and the senior executive officers ofTelef6nica, including the basic terms of their contracts, for purposes of contractual 
implementation thereof and to supervise compliance with Telef6nica's internal rules of conduct and the corporate governance rules thereof in effect from time 
to time. 

The members of the Nominating, Compensation and Corporate Governance Committee are Mr. Alfonso Ferrari Herrero (chairman), Mr. Carlos Colomer 
Casellas, Mr. Peter Erskine, Mr. Gonzalo Hinojosa Fernandez de Angulo and Mr. Pablo Isla Alvarez de Tejera. During 2009, the Nominating, Compensation 
and Corporate Governance Committee met nine times, and as of the date of this Annual Report, had met four times in 2010 

HUnuJn Resources and Corporate Repu(olion and Responsibility Committee 

The Human Resources and Corporate Reputation and Responsibility Committee is responsible for reviewing our personnel policy and making proposals to 
our Board of Directors regarding our personnel policy, corporate reputation, responsibility and the promotion of our values within the Telef6nica Group. The 
Human Resources and 
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Corporate Reputation and Responsibility Committee met five times during 2009, and as of the date of this Annual Report had met once in 2010. The members 
of the Human Resources and Corporate Reputation and Responsibility Committee are Mr. Francisco Javier de paz Mancho (chairman), Mr. AlfonsoFemni 
HerTero, Mr. Gonzalo Hinojosa Fernandez de Angulo, Mr. Pablo Isla Alvarez de Tejera, Mr. Antonio Massanell Lavilla and Mr. Vitalino Manuel Nafria AznaJ. 

R~g"'ation Comminee 

The Regulation Committee's main objective is to monitor the main regulatory matters which affect us. Another responsibility of the Regulation 
Committee is to act as a communication and infonnation channel between our management team and OIIr Board of Directors concerning regulatOIy 
matters. The members of the Regulation Committee are Mr. Pablo Isla Alvarez de Tejera (chairman), Mr. Jose Fernando de Almansa Moreoo-Bam:da, Mr. 
David Arculus, Ms. Eva Castillo Sanz, Mr. Alfonso FerTarl Herrero, Mr. Vitalino Manuel Nafria Amar and Mr. Francisco Javier de paz Mancho. During 2009, 
the Regulation Committee met six times, and as of the date of this Annual Report, had met once in 2010. 

Service Quality and Customer Service Comminee 

The Service Quality and Customer Service Committee is responsible for monitoring and reviewing the standards of quality of the main services we 
provide. The Service Quality and Customer Service Committee acls as an information channel between our senior management learn and our Board of 
Directors. The members of the Service Quality and Customer Service Committee are Mr. Antonio Massanell Lavilla (chairman), Ms. Eva Castillo Sam. Mr. 
Carlos Colomer Casellas, Mr. Alfonso Ferrari Herrero, Mr. Gonzalo Hinojosa FernAndez de Angulo, and Mr. Pablo Isla Alvarez de Tejera. During 2009 the 
Service Quality and Customer Service Committee met fOllr times, and as of the date of this Annual Report, had met once in 2010. 

International Affairs Comminee 

The International Affairs Commiltee is responsible for analyzing international events and matters that affect the Telefonica Group and reporting these 
events and possible consequences to our Board of Directors. The International Affairs Committee pays close attention to events taking place in countries 
where we have operations and which may affect our competitive position, corporate image and financial results. The International Affairs Committee also 
oversees OIIr non-profit foundations in such countries. The members ofthe International Affairs Committee are Mr. Jose Femandode Almansa Moreno­
Barreda (cbairman), Mr. Jose Maria Ahril Perez, Mr. David Arculus, Mr. Alfonso Ferrari Herrero, Mr. Luiz Fernando Furlin, Mr. GonzaIo Hinojosa Fernandez 
de AngUlo, Mr. Vitalino Manuel Nafria Amar and Mr. Francisco Javier de Paz Mancho. During 2009, the International Affairs Committee met four times, and 
as of the date of this Annual Report had met once in 2010. . 

InnovllIion Committu 

The Innovation Committee is responsible for advising and assisting in all matters regarding innovation. Its main object is toexaminc, analyze and 
periodically monitor the Group's innovation projects, provide guidance and help ensure the implementation and development of innovation initiatives across 
the Group. The members of the Innovation Committee are Mr. Carlos Colomer Casellas (chailIDan), Mr. Pablo Isla Alvarez de Tejera. Mr. Antonio Massanell 
Lavilla, Mr. Peter Erskine and Mr. Julio Linares Lopez During 2009, the Innovation Committee met eight times, and as of the date of this Annual Report, had 
met three times in 2010. 

Strategy Committu 

WithOllt prejudice to any olher tasks that the Board of Directors may assign thereto, the primary duty of the Strategy Committee is in support the Board of 
Directors inlhe analysis and implementation of the global slrategy policy of the Telefonica GrOllp. The members of the Strategy Committee are Mr. Peter 
Erskine (chainnan), Mr. Jose Fernando de Almansa Moreno-Barreda, Ms. Eva Castillo Sanz and Mr. Gonzalo Hinojosa Fernandez de Angulo. The Strategy 
Committee met len times during 2009, and as of the date of this Annual Report, had met three times in 2010. 
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Biographies of Directors 

Mr. Cesar Aliertahuel serves as our Executive Chairman and Chairman of our Board of Directors. Mr. Alierta began his career in 1970 as general 
manager of the capital markets division at Banco Urquijo, S.A. in Madrid, where he worked until 1985. Subsequently, he founded and served as chairman of 
Beta Capital Sociedad de Valores, S.A. which he combined as from 1991 with his post as chairman of the Spanish Financial Analysts' Association (AsociacMtI 
EspaiWla de Alla/islas Fi1lOIIcieros). Between 1996 and 2000, he was director and chairman ofTabacalera, S.A. At that time Tabacalera, S.A. changed its 
name into Altadis, S,A. (following its merger with the French Group, Seita·Societe Nationale D'Explotation Industrielle des Tabacs et A1lumettes) and he 
became director and chairman of Altadis, S.A. He has also been a member of the board of directors of the Madrid Stock Exchange (Bo/sa de Madrid), Plus 
Ultra CompMia de Seguros y Reaseguros, S.A. and oflberia, S.A. On January 1997, Mr. Alierta was appointed as a diredor ofTelefonica and on July 26, 
2000, he was appointed as our Executive Chairman. Mr. A1ierta is director of Telecom Italia since November 8, 2007 and of China Unicorn (Hong Kong) 
Limited since October 15,2008. Mr. A1ierta holds a law degree from the University of Zaragoza and an MBA from Columbia University (New York) and is 
currently a member of the Columbia Business School Board of Overseers. 

Mr. Isidro Faioe Casas serves as Vice-Chairman of our Board of Directors. For over 40 years, Mr. Faine has worked in several financial institutions, 
including amongst others: Banco Athintico, S.A" (1964), Banco de Asuncion (paraguay) (1%9), Banco Riva y Garcia, S,A. (1973), Banca lover, S.A. (1974), 
and Banco Union, S.A. (1978). Mr. Faine is currently chairman ofCaja de Ahorros y Pensiones de Barcelona ("la Caixa") and of Criteria CaixaCorp, SA., 
vice-chairman of Abertis Infraestructuras, S.A. and of Con fed era cion EspMola de Cajas de Ahorros, and second vice-chairman of Rep sol YPF, S.A. He is also 
a member of the board of directors of Ban co Portugues de Investimento, S.A. (BPI), Hisusa, Holding de Infraestlllcturas y Servicios Urbanos, S.A., Grupo 
Financiero Inbursa and a non-executive director of Bank of East Asia. Mr. Faine holds a doctorate degree in economics, a diploma in ATIn Direccioll (Senior 
Management) from lESE Business School (Tnstitulo de £Sludios Srlperiores de Ta Empresa) and an ISMP in business administration from Harvard 
University. He is a member of the Real Academia de Ciellcias £Cmromicas y Fillarrcieras. 

Mr. Vitalino Manud Narrla Aznar serves as Vice-Chairman of our Board of Directors. In 1966 he joined Banco de Vizcaya, S.A. In 1983, Mr. Nafria 
Aznar was appointed general manager of In dub an, S.A. (Banco de Financiacion Industrial) in Bilbao. In 1988 he worked as regional manager for Aragon, 
Navaffa y Rioja at Banco Bilbao Vizcaya (BBV). In 1990, he was appointed business manager ofBBV. In April 1998, he was appointed director of the board 
of directors and general manager ofBBV in Mexico. In July 2000, be was appointed chief executive officer and director of the board of directors of Grupo 
Financiero BBA Bancomer (GFBB). In December 2001, he was appointed member of the executive committee ofBBVA and in JanU&J)' 2003 he became 
general manager ofBBVA America. Since January 2005 he has been the Retail Banking Manager in Spain and Portugal for BBVA_ He is now in early 
retirement. Since February 2009, he is chairman ofihe board of directors ofMetrovacesa, S.A. 

Mr. Julio Linares LOpez serves as a director of our Board of Directors and as our CbiefOperating Officer since December 19, 2007. In May 1970, he 
joined our Researcb and Development Center, where he held several positions until he was appointed head of our Technology Department. In April 1990, he 
was appointed General Manager ofTelefonica Investigacion y Desarrollo, SA. In December 1994, he became deputy general manager of the Marketing and 
Services Development department in the commercial area and subsequently, deputy general manager for Corporate Marketing. In July 1997, he was appointed 
chief executive officer ofTelefonica Multimedia S.A. and chairman ofTelefOnica Cable and Producciones Multitematicas, S.A. In January 2000, he was 
appointed executive chairman ofTelefOnica de Espana, S.A., a position whicb he held until December 2005, when he was appointed our managing director for 
Coordination, Business Development and Synergies. He is currently member of the board of directors of Telecom ltalia. Mr. Linares holds a degree in 
telecommunications engineering from the Polytechnic University of Madrid (Unil'ersidad Polilicnica de Madrid) 

Mr. Jose Maria Abril Fha serves as a director of our Board of Directors, From 1975 to 1982 he served as financial manager ofSociedad Anonima de 
Alimentacion (SAAL). Since then, and until he joined the Banco Bilbao Vizcaya Argentaria Group (BBVA), he was finallcial manager ofSancel-SCOlt Iberica, 
S.A. Tn 1985 he joined Banco Bilbao, S.A. as managing director of Investment Corporate Banking. From January to April 1993, he was appointed 

135 



executive coordinator of Banco Espanol de Credito, S.A. In 1998, he bet:ame general manager of the Industrial Group ofBBVA. In 1999, he was appointed 
member of the executive committee of the BBVA Group_ He has also been a member of the board of directors of Rep sol. S.A .• Iberia, S.A. and Corporacioo 
mv. In 2002 he became managing diret:tor of the Wholesale and Investment Banking Division and a member of the executive committee ofBBV.\. and he is 
now in early retirement. Unlil July 2007, he was vice presidenl ofBoJsas y Mercados Espaiioles, S.A. He is cunenlly a member of the board of diredOIlII of 
Advancell, S.A. He holds a degree in economics from the University ofDeuslo (Bilbao, Spain) and he has been professor at such university for nine years. 

Mr. Jose Ftrnando de Almans. Moreno-Barnda serves as a director of our Board of Directors. In December 1974 hejoined the Spanish Diplomatic 
Corps (Cuerpo Diplomalico) and se(Ved from 1976 to 1992 as Set:retary of the Spanish Embassy in Brussels, Cultural Counselor of the Spanish Delegation to 
Mexico, Chief Director for Eastern European AlTairs, Director of Atlantic Affairs in the Spanish Foreign Affairs Ministry, Counselor to the Spanish PCIDllDeot 
Representation to NATO in Brussels, Minister-Counselor of the Spanish Emhassy in the Soviet Unioo, General Director of the National Commissioo for the 
5th Centennial of the Discovery of the Americas and Deputy General Director for Eastern Europe Affairs in the Spanish Foreign Affairs Ministry. From 1993 
to 2002, Mr. Fernando de Almansa was appointed Chief of the Royal Household by His Majesty King Juan Carlos l, and is currently persooal advisor to His 
Majesty the King. He is also a substitute director ofBBVA Bancomer Mexico, S.A. de C.V .. He holds a law degree from the University ofDeusto (Bilbao, 
Spain)_ 

Mr. Jose Maria Alvarez·Pallete LOpez serves as a director of our Board of Directors and, since July 2006. as Chainnan ofTelefooica Latin America. He 
began his career at Arthur Young Auditors in 1987. In 1988, he joined Benito & MonjardinfKidder, Peabody & Co., where be held various positions in the 
research and corporate finance departments. In 1995, he joined Valenciana de Cementos Portland, S.A. (Cemex) as head of the Investor Relations and Studies 
department. In 1996 he was promoled 10 chief financial officer of Cemex Group in Spain, IlIId in 1998, to chief administration and finllllciaJ officer ofCemex in 
Indonesia, headquartered in Jakarta, and he was appointed member of the Board of Cern ex Asia, Ltd. In February 1999 he joined the TdefOnica Group as 
general manager of Finance for Telef6nica International, S.A. In September of the same year he was promoted to chief financial officer ofTelef6nica. In lu1y 
2002, he was appointed chainnan and chief executive officer ofTelefilOica Internacional, S.A. Mr. Alvarez·Pallete holds a degree in economics from the 
Complutense University of Madrid. He also studied economics at the Universite Libre de Belgique and holds an International Management Program from the 
Pan-American Institute ofExet:utive Business Administration (IPADE) and an advance research degree from the URiversidad Complutense of Madrid. 

Sir David Areulus serves as a director of our Board of Directors. From 1998 10 2001. he was chainnan ofSevem Trent Pic. and IPC Group Ltd. From 
2002 to 2004, he was chairman of Earls Court and Olympia Ltd. From 2004 to January 2006, he served as chairman of 02 (now Telef6nicaEwope). Sir David 
ArcuJus was deputy president of the Confederation of British Industry (CBI) until 2006 and is currendy a member of the board of directors oiPeIBOo, Pic. He 
is also chairman ofNumis, Pic. In 1972 he received an MBA from the London Business SchooL In 1996, he received his master's degree in engineering and 
economics from Oriel College, Oxford, and in 2003 he ret:eived a degree Ho//Oris Causa from the University of Central Eogland. 

Ms. Eva Castillo San;,; serves as a director of our Board of Directors. Ms. Castillo began her career at the Spanish broker Beta Capital Sociedad de 
Valores, S.A., where she worked for five years. After that, she worked for another five years for Goldman Sachs International in London in the International 
Equities department. In 1997 Ms. Castillo joined Merrill Lynch as head of Equity Markets for Spain IlIId Portugal. In 1999. she was promoted to CooDtry 
Manager for Spain and Portugal and in 2000 she became chief executive officer of Merrill Lynch Capital Markets Spain. Afterthat. Ms. Castillo was 
appointed chief operating officer for EMEA Equity Markets. In October 200) she was appointed head of Global Markets & Investment Banking in Spain and 
Portugal, as well as president of Merrill Lynch Spain. Until Det:ember 2009, she headed Global Wealth Management business operations in Europe., the 
Middle East and Africa, including Merrill Lynch Bank (Suisse) and the International Trust and Wealth Structuring business. She was a member of the Merrill 
Lynch EMEA Executive Committee, the Global Wealth Management Executive and Operating Committees. Ms. Castillo holds degrees in business, economics 
and law (lCADE - 3) from the Universidad Pontifieia de Comillas of Madrid. 

Mr. ClTlos Colomer Casellas serves as a director of our Board of Directors. Mr. ColomeT began his career in 1970 as marketing vice-chairman of Henry 
Colomer, S.A. In 1980, he was appointed chairman and general manager 
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of Henry Colomer, S.A. and Haugron Cientifical, SA In 1986, he was also appointed president ofRcvlon for Europe. In 1989, he became chairman of 
Revlon International and in 1990, he was appointed e"ecutive vice-president and chief operating officer of Rev Ion Inc. In 2000, he was appointed chairman 
and chief executive officer of the Colomer Group. Mr. Colomer is chairman of the Colomer Group. He is also chairman of Ahorro Bursatil, S.A. SICA V and 
Inversiones Mobiliarias Urquiola, S.A. SICAV. Mr. Colomer has a degree in economics from the University of Barcelona and an MBA from lESE Business 
School (IlIslitulo de £Sludios Superiores de fa Empresa). 

Mr. Peter Erskine serves as a director of our Board of Directors. He began his career in the field of marketing and brand management in Polycelland in 
Colgate Palmolive. He worked for several years at the Mars Group, serving as vice-chairman for Europe of Mars Electronics. In 1990 he was appointed vice­
president of Marketing and Sales of Unite!. From 1993 to 1998, he held a nwnber of senior positions, including director of British Telecom (BT) Mobile and 
president and chiefe"ecutive officer ofConcen. In 1998 he became managing director ofBT Cellne!. Subsequently, in 2001 he became chief executive 
officer and a dIrector of the board of directors ofTelefonica 02 Europe. PIc (now TelefOnica Europe). In 2006 he became executive chairman ofTelef6nica 
02 Europe, Pic and from July 2006 until December 2007 he served as general manager of the business unit Telef6nica Europe. In 2008, he joined the Telecom 
Advisory Boards of Apax Partners and MacQuarie European Infrastructure Fund, and become a member of the Strategy Advisory Committee of Henley 
Management Centre. In January 2009 he joined the Board ofLadbrokes P.L.C. as a non executive director. Currently, he is also member of the advisory board 
of Henley Management Centre. In 1973, he received a degree in psychology from Liverpool University. 

Mr. Alfonso Ferrari Herrero serves as a director of our Board of Direct on;. From 1968 to 1969 he was assistant 10 the financial manager of 
Hidroelectrica del Cantabrico, S.A. From 1969 to 1985, he worked in Banco Urquijo, S.A. holding several positions as analyst, manager of Industrial 
Investments and as a representative in several subsidiaries in his capacity as member of the board of directors of Banco Urquijo. S.A. From 1985 to 1996 he 
was a member of the board of directors and maoager of Corporate Finance of Beta Capital Sociedad de Valores, S.A., of which Mr. Ferrari was a co­
founder. From 1996 until 2000 served as chairman and chief operating officer of Beta Capital, S.A. He has a doctorate in industrial engineering from the 
Industrial Engineers Technical School of the Polytechnic University of Madrid (Escuela Tecnica Superior de Ingenieros Industriales de fa Unfloersidad 
PoliMcnica de Madrid) and holds an MBA from Harvard University 

Mr, Lua Fernando Furlan serves as a director of our Board of Direct on;. Throughout his career he has bcen a member of the board of directors of 
several companies in Brazil and abroad such as Sadia, S.A., Embraco, S.A. (Srasmolor Group-Brazil) and Panamco (pan American Beverages, Inc. -
USA). He was also member of the consultiog board ofmM in Latin America and of ABN Amro Bank in Bruil, as well as chainnan of Brazilian Chicken 
Exporten; Association (ABEF), Brazilian Association of Public Owned Companies (ABRASCA) and of Me reo sur European Union Business Forum (MEBF) 
He also was vice-president of Sao Paulo Entrepreneurs Association (FIESP). From 2003 to 2007 he was Minister of Development, Industry and Foreign Trade 
of BraziL Currently he is also chainnan of the board of directOH of Brasil Foods, S.A. and of Amazonas Sustainability Foundation and member of the hoard of 
directon; ofRedecard S.A. and Amil Panicipa<;:oes S.A., and member of the Advisory/Consultive Board ofPanasonic (Japan) and McLarty & Associates 
(USA). He holds a degree in chemical engineering from the Industrial Engineering Faculty of Silo Paulo and in business administration from University of 
Santana (Sio Paulo), with specialization in financial administration from Funda<;:io Gewlio Vargas (Silo Paulo) 

Mr. Gonzalo Hinojosa Fernandez de Angulo serves as a director of our Board of Directors. He began his career in 1966 in Corteliel, S.A. and served in 
several management positions since then. From 1976 to 1985 Mr. Hinojosa was general manager of Cone lie I, S.A. aod from 1985 until 2006 he served as 
chief executive officer of the company, a post which he combined with his appointment as chairman since 1998. From 1991 through 2002, he served as a 
director of Bane 0 Central Hispano Americano, S.A. and as a director of Portland Valderribas, SA. He has also served as a director of Altadis, S.A. and 
of Dinamia Capital Privado, S.A., SCR. Mr. Hinojosa has a degree in industrial engineering from the Industrial Engincen; Technical School of the 
Polytechnic University of Madrid (Escrllda Tecnica Superior de Inget/ieros Jm/ustriales de la U"i~oersidad PoliMcllica de Madrid). 

Mr. Pablo Isla Alvarez de Ttjera serves as a director of our Board of Direct on;. Mr. Isla began his career in 1988 as Government Attorney (Abogodo del 
£Slado), and he joined the Body of Government Attorneys that year, in the first position of the candidates, for the Spanish Ministry of Transportation, Tourism 
and Communications. In 1991 he moved to the General Management of the Legal Services of the Spanish Government (Direcciot/ General 
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del Sen'ido Juridico del Blado). From 1992 to 1996, Mr. Isla served as general manager oCthe Legal Serviees Department oCBanco Popular, S.A. In 1996, 
he was appointed general manager of the National Herilage Department of the Treasury Department oC Spain (Minisrerio de EcOlWmiay Hacienda). He also 
served as General SecretaI}' of Banco Popular Espaiiol, S.A. from 1998 to 2000. In July ~OOO, Mr. Isla was appointed chaionan of the board ofGrupo A1tadis 
and co-chairman of the company. Since June 2005, Mr. Isla is the deputy chairman and chief executive officer ofindilelC, S.A. MI-. Isla hasa degree in Jaw 
from the Universidad Compiutense of Madrid. 

M .... Antonio Massanell Lavilla serves as a director of our Board of Directors. In 1971 he joined the Caja'CIe Ahouos y Pensiones de Barcelona ela 
Caixa"), where he held several posts and in 1990, he was appointed assistant manager and secretary of the Steering Committee. In the same year, he was 
appointed member of the board of directors of VidaCaixa, S.A., Seguros de la Caixa, SA., Socredit (Monaco), and Sociedad Espanola de Med"los de Pago, 
S.A. From 1992 to 1994, Mr. Massanell served as Chairman of the Steering Committee of Sistema 6000 de la ConJederaciOn &paiIokI de Cojas de 
Ahorro$. Mr. Massanell is cumntly executive deputy general manager ofla Caixa and a membu- of the boards of directors of e-Ia Caixa I, S.A., Boursorama, 
SA, Caixa Capital Rise, S.G.E.C.R., S.A., and Serveis Informatics "La Caixa", S.A. He is also chairman of Port AVeJItwa Eotertainmeul, S.A. and Barcelona 
Digital Centre Tecnol6gic (fonner Fundaci6 Barcelona Digital). Mr. Antonio Massanen Lavilla holds a degree in economics from the University of Barcelona. 

M .... FranciKo Javier De paz Mancha serves as a director of our Board of Directors. From 1990 to 1993. he was Secretary to the Board of the Spanish 
Consumers Association (Ullioll de COllsllInidores de Espalia, UCE). From 1993 to 1996. he served as general manager ofIntemal Trade of the Spanish 
Ministry of Tourism and Commerce. From 1994 to 1996. he was chairman of the ObservatOty of Trading of the Spanish Ministry of Tourism and Commen:e 
(Obsen'alorio de la Distribuci611 Comerdal del Minislerio de Comerdo y Turismo); from 1996 to 2004, he was corporate strategy mlll1ll8eJ oftbe Panrico 
Donuts Group. From 1998 to 2004, he served as director of Mutua de Accidentes de Zaragoza (MAZ) and of the Panrico Group. From 2004 to 2006, he was 
director of Tune I de Cadi, S.A.C. and from 2003 to 2004, he served as chairman of the Patronal Pan y Bolleria Marca (COE). From 2004 to 2007, he was 
chairman of the National Company MERCASA He has also been a member of the board of directors of A1tadis, S.A., and of the Economic and Social Board 
and its permanent commission. From July 2006, he has been a member of the Executive Committee of the Chambers Board (Consejo Sll}Jt:riorde 
Can/aras). Mr. de Paz has a diploma in publicity and information and followed studies in law. He followed a Programade Alia Direcdt'm de Empresas from 
the IESE Business School (Insl;lulo de EsfumO$ Superiores de la Empresa, University of Navarra). 

Executive OfficeniMaDagement Team 

At March 25, 2010, our executive management team was composed of six general managers, in addition to our three executive officers whoarealso 
directors on our Board of Directors. 

Biographies of the Executive Officers and Senior Management 

We present below the biographies of our executive officers and senior management who do not also serve on our Board of Directors. 
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Mr. Guillermo Ansaldo Lutz serves as Chairman ofTelefonica Spain since December 2007, and he is also member of the Executive Committee of 
TelefOnica. From 1989 to 2000 he worked for McKinsey & Company holding different positions in Spain and Argentina. In 1995, he was appointed partner of 
McKinsey & Company in Argentina. From 2000 to 2004 he was Ihe chief executive officer ofTelefonica de Argentina, S.A. and since April 2005, he held the 
position of chief executive officer ofTelefonica de Espa~a, S,A. He holds a degree in industrial engineering from the Universidad de Buenos Aires and lUI 
MBA from The Amos Tuck School of Business Administration, Dartmouth College • 

Mr. Matthew Key serves as Chairman ofTelefonica Europe and is a member of the Executive Committee ofTeleflmica. From 1984 until 1998 he held 
various positions of responsibility in Arthur Young, the Grand Metropolitan Pic (1988), Coca Cola & Schweppes Beverages Ltd (1993-1995), Kingfisher Pic 
and finally, from 1998 to 2002, Vodafone Pic. From 2000 to 2002 he worked as non-executive director ofVodafone Egypt. He has seNed as chairman and 
non-executive director ofTeleo Mobile since 2003. From 2003 to 2005 he was non-executive director of Link Stores. In February 2002, he was appointed 
chief financial officer ofTelefonica 02 UK until December 2004. In January 2005, he was appointed chief executive officer ofTe1ef6niea 02 UK. He holds a 
degree in economics from Birmingham University. 

Mr. Sanliago Fernandez ValbueDa serves as General Manager of Finance and Corporate Development since December 2002 and is a member of the 
Executive Committee ofTelefOnica. He has served as our chief financial officer since July 2002. Hejoined Telefonica Group in 1997 as chiefexecntive 
officer ofFonditel, TelefOnica's pension assets manager. Previously, he was the managing director of Sociele Generale Equities. and also head of Equities & 
Research at Beta Capital in Madrid. Mr. Fernandez Valbuena served as president of the Research Commission at the Spanish Institute of Financial 
Analysts, He has held senior teaching positions with the MBA programs of the Manchester Business School and Institulo de Empresa. He holds a degree in 
economics from the Universidad Complutense of Madrid and he also holds an M.S. and a PhD degree in economics and finance from Northeaslem Univeo;ity 
in the United Stales. 

Mr. Luis Abril Perez serves as our Technical General Secretary to the Chairman. Mr_ Abril started his professional career as a microeconomics professor 
in the Universidad Comercial de Dellsto, where he went on to head its Finance Department. In 1978, he moved to Banco de Vizcaya, S.A., as treasury director 
and then worked as head of the president's technical department. During his work with the Banco Bilbao Vizcaya Group (1988 to 1991), he acted as general 
director for the Asset Management division. From 1994 to 1999, Mr. Abril acted as general director for Banco Espa/!01 de Credito, S.A. (BaneslO), and he late!" 
acted as general director for commllnications for Banco Santander Central Hispano, S.A. (1999 to 2001). Mr. Abril holds a degree in economics and a law 
degree from the Universidad Comercial de Dellsto and he also holds an MBA from the North European Management Institute, Oslo, Norway. 

Mr. Cali:lto Rios Fern serves as our General Manager oflnternal Audit. In 1973, Mr. RIos joined Banco Exterior de Espaiia, S.A. as the General 
Manager ofExtebank in New York City_ Subsequently he was appointed chief executive officer and chief operating officer ofExtebandes in 
Venezuela. Later, Mr. Rios returned to Madrid as the general manager of International Banking Subsidiaries of Banco Exterior de Espaila, S.A. In 1990, he 
was appointed chief execlltive officer responsible for overseeing the construction, management and marketing of the Olympic Village for the Olympic games 
of Barcelona and a year later was appointed chief financial officer ofTabacalera, S.A. After the merger ofTabacalera with the French company, Sella, he was 
appointed advisor to Ihe chairman and head of Strategy and Planning. In November 2000, he joined the Telef6nica Group as general manager for Institutional 
Relations, and in July 2002 he was appointed general manager for Internal Allditing and Communications. He holds a degree in economics from the 
Universidad Complutense of Madrid. 

Mr. RJlmiro Slinchu de Lerin Garcia-Ovia serves as our General Secretary and Secretary to our Board of Directors. He began his career in Arthur 
Andersen, first working for ilS audit department and later for its tax department. In 1982, he became a Govenunent Attorney (Ahogado del Estado) and started 
working for the local tax authorities in Madrid (DelegaciQI/ ck Haciel/da de Madrid). Afterwards he was assigned to the State Secretariat forthe European 
Communities and laler to the Foreign Affairs Ministry. He has been general secretary and secretary of the Board ofElosUa, S,A., Tabacalera, S.A., Altadis, 
S.A. and Xfera Moviles. S.A. He has also held teaching positions in Instituto Catolico de Administracion y Direccion de Empresas (lCADE), Instituto de 
Empresa and Escuela de Hacienda PUblica 
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B. Compensation 

Directurs 

The compensation of our directors is governed by Article 2& of our bylaws, which states that the aggregate compensation amount that we may pay to all of 
our directors as remuneration and attendance fees shall be fixed by the shareholders at the general meeting of shareholders, and such amount shall remain 
unchanged until the shareholders decide to modify it. The Board ofDircctors shall detennine the exact amounts to be paid within such limit and the 
distribution thereof among the directors. In this respect, on April 11,2003, our shareholders set the maximum gross annual amount to be paid to the Board of 
Directors at €6 million. This includes fixed payments and fees for attending meetings of the Board of Directors' advisory or control committees described 
above. In addition, the compensation provided for above is in addition to other professional or employment compensation accruing to the directors by reason 
of any executive or advisory duties that they penolTll for the Group, other than the supervision and collective decision-making duties inherent in their capacity 
as directors 

Therefore, the compensation paid to our directors in their capacity as members of the Board of Directors, the Executive Commission and/or any of the 
advisory and control committees consists of a fixed amount payable monthly plus fees for attending the meetings of the Board's advisoiy or control 
committees. In this respect, executive board members, other than the ChailTll8D, only receive compensation for discharging their executive duties as stipulated 
in their respective contracts and not in their capacity as directors 

The following table presents the fixed annual amounts paid to directors for membership in the Board of Directors, Executive Commission and any 
advisory or control committees 

Ctl~mrM~~"T'·· o'X:::;':;:;~~1(~;~lJ;G~~~£;s~;;Ji~;~X~igi~i;3i~3li:Sid~;~l~~i2t::jf*~l5fW#hl~~ __ 

~ir~~~::ir'(~!;';~~;\ ;;~i~ ;.~l~~i~~~im~~i!;mjrij~m;~~~~~jl~it;tif;~~@~iili1l~affiQ~kll~.~~~~~ 
Executive 
Pri:iP.iiiitiiJy~;;:;-;- ,,'~oic; :.:-;~:, J:n::,;,:" ~X: :;"';(,'~:,;#;: ,., ;/,' ~\J;;';tjt~jtL1~~;;s~10~;;z,)';jlj~~~~~~~&U~tif'..@!r...J~~ 
Indelleo~ent 150000 100000 14000 
oiiiiidiideiil4l ,",."", Y :.;!~(': '·"-~;'1S;~,,, 1~r~:;f~;~~;Sr~R~~~ffil~~;ijlr~lliil~1g;J~~~~~m.~~~~~_ 

In addition, each director is paid a fee of€I,2S0 for attendance at each meeting of an advisory or control committee. 

Total compensation paid to our directors for discharging their duties in 2009 amounted to €4,081,333 in fixed compensation Old €2S2,SOO in fees for 
attending advisory or control committee meetings. It should also be noted tbat the compensation paid to our directors for serving as memben; on the boards of 
directors of othcr Telcfonica Group companies amounted to €I, 791, 104. 10 addition, the directors who are members of the regional advisory committees, 
including the Telefonica Corporate University Advisory Couocil, received additional aggregate compensation of€SS3,7S0 in 2009. 
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The following table presents the breakdown by item of the compensation and benefits paid to Telefonica dire<:tors for discharging their duties in 2009' 

Board Mtmben Fiud II.Ivme.t AlIeIooluu r_ 
(i."ms) 

In addition, the breakdown of the tolal paid to executive directors Mr. Cesar Alierta lzuel, Mr. Julio Linares Lopez and Mr. Jose Maria Alvarez-Pallete 
Lopez for discharging tbeir executive duties by item is as follows: 

siliiirlet='O'" "-':",,~. «',',,;[- --'>f;-

v~riabie- conlPens-aiion 
ti:!iii~Slitlooi.IlJj~!kit~T;"o 
Contributions to pension plans 

'Om 

(1) "ColllJlCIlS"llion in kind~ includes life and other insurance premnuns (genctal medical and denial inswance). 

-
In addition, under the Pension Plan for Senior Executives, we made t01a1 conlributions in 2009 on behalf of executive directors of€1,925,381. The 

Pension Plan for Senior Executives is wholly funded by us. This plan envisages aonual defined contributions equivalent to specific percentages of the relevant 
executives' fixed remuneration, in accordance with their professional category, and extraordinary contributions in accordance with tbe circumstances of each 
such executive as detailed in the plan. See Note 21 to the Consolidated Financial Statements. 

Our executive directors also receive compensation under the Perfonnance Share Plan approved at the general shareholders' meeting of June 21, 2006 and 
described in more delail below. The maximum number of shares corresponding 10 the second, third and fourth phases of the Perfonnance Share Plan will be 
granted on July I, 2010, July I, 2011, and July I, 2012 respectively, to each of our executive directors if all the lenns establisbed for such delivery are met as 
follows: for Mr_ Cesar Alierta Izuel, 116,239, 148,S18 and 113,716 sbares, respectively; for Mr. Julio Linares Lopez, 51,437, 101,466 and 130,281 shares, 
respectively; and for Mr. Jose Maria Alvarez-Pallete Lopez, 53,204, 61,644 and 78,962 shares, respectively_ With respect to the payout under tbe first phase of 
the Perfonnance Share Plan in july 2009, the beneficiaries received, in accordance with the general terms and conditions of the Performance Sbar.e Plan, all the 
shares assigned 10 them as follows: to Mr_ Cesar Alierta lzuel, 129,183 shares; to Mr_ Julio Linares Lopez, 65,412 shares; and to Mr_ Jose Maria Alvarez­
Pallete Lopez, 62,354 shares_ This maximum payout was made because our lotal shareholder return, or TSR (as defined in the 

'" 



TablrofConlUI! 

Perfonnance Share Plan) exceeded that of the relevant comparison group. See Note 21 10 the Consolidated Financial Statements. 

It should be noted that the non-executive directors do not receive and did not receive in 2009 any compensation in the fonn of pensions or life insurance, 
nor do they participate in the share-based payment plans linked to our share price. 

In addition, we do not grant and did not grant in 2009 any advances, loans or credits to the directors, or to our top executives, in accordance with the 
requirements of the Sarbanes-Oxley Act 

Exuutive Officen and Seniar ltlanagemenl 

In 2009, our six executive officers (excluding those that are also Diredors) were paid a tolal compensation package of€IO,S33.852 in the aggregate. 

Contributions made on behalf of these six executives under the Pension Plan for Senior Executives mentioned above amounted to an aggregate amount of 
€922,728 in 2009 

In addition, the maximum number of shares corresponding to the second, third and fourth phases of the Performance Share Plan, described below, to be 
delivered to these senior executives as a group, if all the established terms are met, is 130,911 shares, 306,115 shares and 394,779 shares, 
respectively. Similarly, as explained above, these senior executives received a total of284,248 shares in 2009 as a result of satisfaction of the TSR requirement 
for the first phase under the Performance Share Plan 

Finally, executive officer contracts, including those of executive directors, generally include a severance clause entitling such executives to three years of 
salary plus another year hased on the length of service with us. The annual salary on which the indemnity is based is the direclol"'s last fixed salary and the 
average amount ofthe last two variable payments received by contract 

Incentive Plans 

In each of 2007, 2008 and 2009, the Tclefonica Group had the following incentive payment plans linked to the share price ofTelefonica, S.A. in effect. 

Telefoltica, S.A. share plan; "Perj"arnwnce Share Plan" 

At our general meeting of shareholders on June 21, 2006, our shareholders approved the introduction ofa long-term incentive phlll for managers and senior 
executives ofTelefonica, S.A. and other TelefOnica Group companies (the "Performance Share Plan"). Under the Performance Share Plan, selected 
participants who meet the qualifying requirements are given a certain number of our shares as a form of variable compensation 

The Performance Share Plan was initially intended to last seven years. It is divided into five phases, each three years long, beginning on July I (the "Start 
Date") and ending on June 30 three years later (the "End Date"). At the start of each phase the number of shares to be awarded to Performance Share Plan 
heneficiaries is determined based on their success in meeting targets set. The shares are delivered, assuming targets are met, at the End Date of each 
phase. Each phase is independent from the others. The first started on July I, 2006 (with all shares delivered on July 1,2009, as described above) and the fifth 
phase begins on July I, 2010 (with any shares earned delivered from July I, 2013). 

Award of the shares is suhject to a nllmber of conditions: 

The beneficiary must continue 10 work for us throughout the three years of the phase, subjecllo certain special conditions related to departUres. 

The actual number of shares awarded althe end of each phase will depend on success in meeting targets and the maximum number ofshares assigned 
to each executive. Success is measured hy comparing TSR, which includes both the share price of and dividends on our shares, with the TSRs of a 
basket ofJisted 
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lele<:ommunications companies that comprise the comparison group. Each employee who is a member oflhe plan is assigned at the start of each 
phase a maximum number of shares. The actual number of shares awarded at the end of the phase is calculated by multiplying this maximum number 
by a percentage reflecting degree of success at the date in question. This will be 100% iflhe TSR ofTelefonica is equal to or better than that of the 
third quanile of the comparison group and 30"10 ifTelef6nica's TSR is in line with the average. The percentage rises on a linear basis for all points 
bctween these two benchmarks. If the TSR is below average no shares are awarded 

The end of the first phase of the Performance Share Plan was on June 30, 2009, which included the following maximum number of shares allocated' 

1st phase July 1,2006 6,530,615 6.43 June 30, 2009 

With the expiration ofthc first phase of the Performance Share Plan in July 2009 a tolal of3,309,968 sharcs (corresponding 10 a lotal of 4,533,393 gross 
shares less a wilhholding of 1,224,610 shares prior 10 delivery) were delivered to our direclors included in the first phase. The shares delivered were deducted 
from our treasury shares in 2009. 

All the shares delivered under the first phase of the Performance Share Plan were hedged with a derivative instrument acquired in 2006. The cost of this 
instrument was €46 million, which in unitlerms is €6.43 per share. At June 30, 2009, the bank with whom the financial instrument was conlTacted delivered to 
us the shares cootraeted. These were initially accouoted for as treasury shares. 

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

2;ui:pliiiSeJiilY:lj·2001:· O
• -

3rd phase July I, 2008 
41b:pilii$e)iil;.:'t2:~;:: . 

U.it, .. tae (enos) Ead date 
o_':;:}J~70Y: ';':>;0;,;;00' "''';~''iiL' 'k;';.Ji:Jtiile1.1)~2QJlFi 

8.39 _,.-. ... ;-._ .. <_ • .- June.30, 2011 
-:~~t~[.n2; _;.,,'_:~;:"_'.- -'-ir:)iiiie~1:m2ljj2 

The Performance Share Plan is equity-settled via the delivery of shares to the participanls. Accordingly, an expense of€23 million, €38 million and €43 
million of employee benefits was recorded in 2007, 2008 and 2009, respectively. 

To ensure that we had enough shares to meet our obligations allhe end of the first phase begun in 2006, we bought an instrument from a financial 
institution thaI delivered 10 us, at the end of the phase, a number of shares determined using the same measure of success as the plan, i.e. an instrument that 
mirrored the features of the first phase of the plan. The cost oftrus instrument was €46 million, which in unit terms is €6.43 per share, assuming the maximum 
number of shares under this instrument. See Nole 20 10 our Consolidated Financial Statements. 

We have not arranged for any similar derivative for the se<:ond phase. 

For the third phase, we have arranged a financial instrument under the same conditions as for the first phase, with possible delivery 10 us of up to 
2,500,000 shares under such instrument. The cost of the financial instrument is €25 million, equivalent to £9.96 per share assuming the maximum number of 
shares under this instrument. See NOle 20 to our Consolidated Financial Statements. 

For the fourth phase of the Performance Share Plan, we have acquired an instrument from a financial institution with the same features of the fourth phase 
of the Performance Share Plan, whereby at the end of the phase, we may obtain part of the shares necesSllT}' 10 settle Ihe phase (4,000,000 shares) The cost of 
the financial inslrument was €34 million, equivalent to €8.41 per share. See Note 20 to our Consolidated Financial Statements 

143 



Table of CO.IIU!S 

Telefonica, S.A. share option plan targeted at Tdefonica Europe employus: "PerjoTnuJllct! Cash PlIUI" 

In addition to the Perfonnance Share Plan, another plan called the "Perfonnance Cash Plan", operating under the same conditions as the Performance 
Share Plan is largeted at employees ofTelefonica Europe. This plan enlails delivery to Telefonica Europe executives ofa specific nUDlberoftheoretical 
options in TelefOnica, S.A., which are cash-schled at the end of each phase via a payment equivalent to the market value of the shar-es on settlement date up to 
a maximum of three times the value of the theoretical options, established for each phase, of the shares at the delivel}' date. 

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

The estimated duration of this plan is also seven years, with five phases, each of three years, commencing on July I of each year. starting in 2006. 

Like the Performance Share Plan, the performance rate for setting payments is measured based on the TSR ofTelefOnica sbares with respect to the 
comparison group's TSRs. Payments will be made in line with the following criteria' 

Below average 0"/0 

Average 30"/0 

Equal to or higher than the third quartile 100% 

The aggregate number of options assigned to the three phases outslanding at December 31, 2009 was 412.869 

The fair value at December 31, 2009 of the options delivered in each phase in force at that time was €19.S5 per option. This value is calculated by taking 
our share price and including the estimated TSR and is updated at each year end. 

C. Board Practices 

Please see "-Directors and Senior Management" above 

D. Employees 

Employees and Labor Relations 

The table below sets forth the average number of employees at the dales indicated for the TelefOnica Group during 2007, 2008 and 2009 and eacb of the 
consolidated companies of the Group which comprise our different lines of business WId other consolidated subsidiaries. 

The number of employees shown in the table above corresponds to the consolidated companies. It is also worth highlighting the large number of 
employees at the various companies of the Atento Group performing call center activities included in the total numbers above, with an average of 129.885 in 
2009 and 132,256 at December 31, 2009. 
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Of our total employees at December 31, 2009, approximately 51.8 % were women (50.8% at De<:ember 31, 2008) 

Employee Benefits 

We have a pension plan for OIU Spanish employees Our contribution corresponds to 4.51% of an employee's fixed salary (for tlJose employees who 
joined Telef6nica de Espana S.AU. before June 30, 1992 the amount is 6.87%). The obligatory minimum employee contribution is 2.2%. This plan is fully 
funded 

ru of December 31, 2009, 52,912 of our employees were members of the pension plan managed by our subsidiary Fonditel Entidad Gestora de Fondos y 
Pensiones, S.A (54,819 employees as of December 31, 2008 and 57,675 at December 31, 2007). The total amoont contributed in 2009 by the different 
Telef6nica Group companies was €97 million (€98 million and €95 million in 2008 and 2007 respectively) 

In addition, in 2006, we approved a Management Benefits Plan (Retiremen! Plan) for senior executives, wholly funded by us, which complements the 
current pension plan. ThisManagement Benefits Plan envisages annual defined contributions by Telef6nica equivalent to specific percentages of the 
executives' fixed remuneration, in accordance with such e/te<:utive's professional category, and extraordinary contributions in accordance with the 
circumstances of each ex:e<:utive, payable in line with the conditions of this plan 

No provision was made for this Management Benefits Plan by us, as its operation has been fully outsourced to an investment fund that is responsible for its 
operation. 
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E. Shar~ Ownership 

At March 25, 2010, the following members of our Board of Directors b~neficially owned directly or indirectly an aggregate of6.429,677 shares. 
representing approximalely 0_141% of our capilal stock. 

~ir;:e~;A!rei1J~~(1)-;'--- ---_T~ ___ ~_ ,,~3o: o,~:;,ioi ~')~glim)j?;L!~\1ijIgJfJtg,~j;!@ri;j8glili~lS8&mI~~i~~~§i~ifij~ 
Mr_lsidro Faine Casas 0.010-" 
w.:vri"]fff#MM~~}j~:(diX?ii~f~F: ";~_;'o, --- ~;~;f:jG'iz,-?'§f}.lfilj@lli§l~S1~~!ffi~~i?;l~12t~~~W~_~~f 

MM~~~~'1@fi&~;~i~i3''''-'~:i~::;:~j~1!;'[f,~8tjf.<ltii~~~\f.milll~§j§fu'i§mtjt]@lm&~jllil~~~~ti!i~~~ 
Mr. Jose Fernando de Almansa Moreno-Barreda 
Mi-;j$~'I"Ai_9~pa_*~~--w'--1;E~j'tj~ti~iiWlWl~'R~ii(~~j~7'~l~k~~W;['~M*~~iaiilil~~ii 
Mr. David Arculus 
M!I;,B~~Pi,MiiIQ_'t~(tf~; ~;U~:~ --,-; _, ____ ;L" ;f:,:;;JJ2J {:(Sjji ~l~jl~~ll;Bi-?llf1!~~'!J~}Ji2~f:r11:j5i~~~~~~~~m~~ 
Mr Carlos Colomer Casellas(2) 0.001% 
Mr:;_Y~mJijiW:i~;?ih:'''<", ' ---'''----,--,--i;:':~i ~jr~ ,~;~,;;;. ;~l~~j~~:!;hld;{,:j~!~~~l~~tjjl?i~~J~~](!~f.i;{r.~~~~~~~~ 
Mr. Alfonso Ferrari Herrero(3) 0.013% 
t;fr:~i)'ei:niulifQ'f~if;jii'H'- , , --;~-'i,- < :::fU:i:: ;'~~;5~~;Jt;ill1~1;~!~~lt'f~:~B;~t~mt~1&1~;i1§~~l~*1\M!m~~~~J~~~ 
~L Gonzal_o .Hi.nojo_sa.I'eTllande~de_Angul_o 
M!,:'pitii!'!liiit..ivhl:e,fjIC-teJe;a -c:- --<"-" -'0«-<-

Mr. Antonio Massanell Lavilla 
Mr~~~astiij)'~Y1;;r;l~:r;;t:idjil~~-;;-';~-' 

0.011% 
'",',_<_, ~rJ(~:r~\S;1~~!i'R~;~~2~~;pJI~l~l'1ii;m;tl(~ltl~~'W~~T::"*~~~ft},~@l~~~~ 

(I) SinceMarch2, 2007, Mr_ AJ.i<nalrue1 holds 8)00,000 Europeaocal1 opOODSO,'t:rours/laJes"ithanexen:ise price ofrn, whif;b, ifel<etcised, musl:beexerc:isedonMm:b2, 2011 ,m:ls.uled 
in cash. In addition 10 rhis, s;nce April 11, 2008, he holds 2,000,000 European can opDom o\"e. OUt s/IaJes "ithan exercise price of €30, wbicb, if excn:iscd. musI: be e!OOlcised on Mm:b 2, 2011 
am senJed in cash. 

(2) On Apri16, XW, Mr. Co1ome. CaseIJas reponed 10 the Spanish Securities Markets Commission (CNMV) the sale of 14,81!i JIuIs <rI'UTdc:f6Dil:a, SA ~ wilhan eJoeJciseprice oCEIHO, 
as w~l1 as the sale of 24,000 puis m-e, Te1ef6nica, SA s/IaJes "-jib an exen:ise price ofEI! SO_ On August 6, XW Mr. Colome. c...enas IqIIIrkd '" the CNMV!be pu1I:base oflhe abcr,~ 
mcnrioned 14,81!i puis m-e, 0111 shares which "en: sold on Apri16, XW. On AugIlSI6, 2009 he IqIOrkd the sale of33,334 p1ls m-erour st-:s. "iIh an exm:ise price ofEI!i tIIIf, if exm:ilzd,. 
nnLSI be exercised on 31 Ma)" 1010. On Sepled>e, 21, 2009 Mr_ Colome, c...enas .-eported the """,base ofll.: abcr,-e-menlione<l 24,000 puts m'f:J om sImcs, which "'CII: sold lID ApriI6, 2009_ 

(3) In connection "iIh his acquisition of 485,000 shares ofTelef6nica SA made on OcIobef 11,2007, Mr. Femui Hem:m holds 485,000 put ,,-amlttSoverOUT sbaRs willi lID CXCR:iso price of 
€18A8 tII3I, ifexe,dsed, mUSl beexerrisedonOctobe, II, 1010_ 

At March 25, 2010, members of our executive management team (excluding members of our Board of Directors listed above) beneficially owned an 
aggregate 878,888 of our shares, representing approximately 0_0193% of our capilal stock 

None of our directors or executive officers beneficially owned shares representing one percent or mOTe of our share capilal at March 25, 2010 

None of our direclors and executive officers held options in respect of shares representing one percenl or mOTe of our share capital at March 25. 2010 
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Item 7. Major Sbarebolders and Related Party Transactions 

A. Major Shareholders 

General 

At March 25. 20] 0, we had 4,563,996,485 shares outstanding. each having a nominal value of€I.OO per share. All outstanding shares have the SiIIIle rights. 

At March 25, 2010, according to information provided to us or to the Spanish National Securities Commission, the CNMV, beneficial owners of3% or 
more of our voting stock were as follows: 

N • .toa-of 
Na_ofk.er.dllo..ner SUm< I'cRaf 

jlanOO-8ill:iiti;Yl:~)r.:A.(gM.~~;:SAOL:-- -:::;i;;·~(j;:;:,:i·: -i~:;i;k\,~s; ~;:;-;'i.~';.~-,;;-,'-:< f~~;Mi5j~~~§1~m'kJ 

~i~U~:tk:M·;~~~!l,iR~.~S,~~ ~~~tjr~~Ji1:~j~;~~f)S,~~,.oo:--- --''-:;~:::ii; ':';iii'g ~~~j 5:!~~rJi~?jst~~;ill~~~~il~ 
Capital Research and Management Company(4) 144,578,826 3.16% 

(I) Ba.ed on the infonnalion PlOlided by Baoco Bilbao Vizcaya AIgeBtaria. SA 3'1 al Deceni>er 3t, 2009 for \be lOO? Annual Repo!I on Corpornte Governance. 
(1) Based On infomJ3lion provided by e.ga de Ahorros y Pensiol>CS de BanoeloP3, ~Ia Caix,a" 3'1 at December 31, 200\1 fortbe 2009 Annual Report on Corpornte fu"1:lIlalD: The 5.t17,4 iDdim:I 

slrueholding in TeJef60ica is ",,1IIed by Crileria CaixaColp. SA 
(3) Aca:mling to ooliflC3lion seol to the Spanisb National Securities Commission, \be CNMV, dated FebruaJ)· 4, 2010. 
(4) AOOlRling to oolilicalion sem 10 \be Spanisb National Securities Conunission, the CNMV, dated May 20, 2009. 

To the extent that our shares are represented by account in the book-entry fonn, we do not keep a shareholder registry and OUl" ownership structure cannot 
be known precisely_ Based on the infonnation available to us there is no individual or corporation that directly or indirectly through one or more intermediaries 
may exercise any type of control over us. Nevertheless, we have certain shareholders whose holdings are considered material. 

At December 31, 2009, approximately 171,523,317 of our shares were held in the fonn of ADSs by 917 holders of record, including Cede & Co .• the 
nominee of the DepositoI)' Trust Company The number of ADSs outstanding was 57,174,439 at December 31, 2009. 

Ownership Limitations 

There are no limitations with respect to the ownership of our assets or share capil.al except those derived from the application of the reciprocity 
principle. Article 6 of the General Telecommunications Law, or the GlL, provides for the application of the reciprocity principle under existing international 
treaties or agreements signed and ratified by Spain The Spanish government, upon request, may authorize exceptions to the reciprocity principle contained in 
the GIL 

B. R~lated Party Transactions 

During 2009 and through the date of this Annual Report, none of our directors and no member of our management team has heen involved in any related 
party transactions with us 

Our Board of Directors' Regulations grant the Board of Directors the exclusive power to authorize any transactions with major shareholders or with our 
directors. Prior to authorizing any such transaction, our Board will receive an opinion from the Nominating, Compensation and Corporate Governance 
Committee addressing the fairness of the transaction 10 our shareholders and us. Any of our directors that may have an interest in the proposed transaction 
must abstain from voting on the proposed transaction 

Two of our major shareholders are financial institutions. We have entered into related party transactions with both companies within our ordinal)' coun;e 
of business, and always on arm's length terms. During 2009, the 
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exe<:uted transactions were generally loans or capillli markets transactions provided to us by these financi~1 institutions and agreements for us to provide 
telecommunications and broadband services to sueh institutions 

Related P~rty Transac1ions with Significant Shareholders 

The main transactions between TelefOnica Group companies and our significant shareholders were the following: 

Banco Bilbao Vizcaya Argentana, S,A. and subsidiaries comprising its consolidated groop "BBVA"; 

J:inancing transactions arranged under market conditions, with approximately €531 million drawn down at December 31, 2009 (€436 million at 
De<:ember 31, 2008) 

Time deposits under market conditions amounting to €878 million at December 31, 2009 (€355 million at December 31, 2008)_ 

Derivative transactions arranged at market conditions, for a total nominal amount of approximately €7,824 million at December 31. 2009 (€6,930 
million at December 31,2008)_ 

Guarantees granted by BBVA under market conditions for approximately €237 million at J)e(;ember 31, 2009 (€i3 million at December 31, 2(08). 

Dividends and other benefits paid 10 BBVA in 2009 for €287 million (€279 million in 2008). 

Services, mainly telecommunications and telemarketing, rendered by Telefonica Group companies to the BBVA Group, under- market conditions. 

Caja de Ahorros y Pensiones de Barcelona, "Ia Caixa", and subsidiaries comprising the consolidated group: 

Financing transactions arrangcd under market conditions, with approximately €643 million drawn down at December 31, 2009 (£682 million at 
December 31, 2008). 

Time deposits under market conditions amounting to €1,293 million al December 31, 2009 (£368 million at December 31, 2008). 

Derivative transactions entered into under market conditions, for a total nominal amount of approximately £800 mil1ion in 2009. There was no 
amount in 2008 

Dividends and other benefits paid to La Caixa in 2009 for £160 million (£237 million in 2008). 

Guarantecs granted by La Caixa under market conditions for approximately £17 million at December 31, 2009 (€I million at I>fl:ernber 31, 2008). 

The telecommunications sef'lices rendered by Telefonica Group companies to La Caixa group companies, under market conditions_ 

Intra-Group Loans 

We are the parent company of the Telefonica Group and operate through our subsidiaries and affiliated companies. We coordinate group policies, 
ineluding financial policy and, in some cases, actual financial management is conducted by us. Most of the transactions we peIform with other members of the 
Telef6nica Group relate to financing transactions, ineluding covering their needs for funds and providing interest rate and exchange rate hedges_ 

At December 31,2009, as recorded in our parcnt company accounts, we loaned a total of€5,975 million (€13,594 million at December- 31, 2oo8)to 
companies of the Telefonica Group while companies of the Telefonica Group and their associates loaned us a total of€45,280 million (€46,694 million at 
December 31, 2008), of which €10,767 million (€12,331 million at December 31, 2008) was loaned 10 us by Telefonica Europe, B.V. lind £24,532 million 
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(£17,771 million at December 3 I, 2008) was loaned to us by Telef6nica Emisiones S.A.U., our financing subsidiaries devoted to raising funds in the capital 
markets, and €8,915 million (£12,671 million at December 3 I, 2008) was loaned to us by Telef6niea Finanzas, S.A.U., our subsidiary in charge of financial 
support for Telef6nica Group companies 

With respect to the balances with associated companies, the line item "Loans to Associates" on the consolidated statement of financial position at 
December 3 I, 2009, presents an amount of€18 million (€126 million at December 3 I, 2008) 

C. Interests or Es.per1s and Couns~1 

Not applicable. 

It~m 8. Fiolncialln£ormatioD 

Consolidated Financial Statements 

Please see Item 18 

Legal Proceedings 

Telef6nica and its group companies are pony to several legal proceedings which are currently in progress in the courts oflaw and the arbitration bodies of 
the various countries in which we are present 

Based on the advice of our legal counsel it is reasonable to assume that these legal proceedings will not materially affect our financial position or solvency, 
regardless of the outcome. We highlight the following unresolved legal proceedings or those underway in 2009: 

Contenlious proceeding in comuction with the merger between Terra Networks, S.A. and Telefonica, S.A. 

On September 26, 2006, Telef6nica was notified of the claim filed by former shueholders of Terra Networks, S.A. (Campoaguas, S.L, Panabeni, S.L. and 
others) alleging breach of contract in respect ofthe terms and conditions set forth in the prospectus of the initial public offering of shares of Terra Networks, 
S.A. dated OClober 29, 1999. This claim was rejected by a ruling issued on September 21, 2009, and the appellants ordered to pay court costs. This ruling was 
appealed on December 4, 2009 

Claim before the Center for Settlement of Inl'eStmenl Disputes (lCSID) agoirut the Argentine government 

As a result of the enactment by the Argentine government of Public Emergency and Exchange Rules Reform Law 25,561, of January 6, 2002, Telef6nica 
considered that the terms and conditions of the share transfer agreement approved by Docree 2332190 (the "Transfer Agreement") and the pricing agreement 
ratified by Docree 2585191, both of which were executed by Telef6nica with the Argentine government, had been affected appreciably, since the law rendered 
ineffective any dollar or other foreign currency adjustment clauses, Of indexation clauses based on price indexes of other countries, or any other indexation 
mechanism in contraClS with the public authorities. The law also required that prices and rates derived from such clauses be denominated in pesos at an 
exchange rate of one peso to one U.S. dollar. 

Accordingly, since negotiations with the Argentine Government were unsuccessful, on May 14, 2003, Telef6nica filed a request for arbitration wilh the 
International Center for Settlement ofInvestrnent Disputes (ICSID) pursuant to the Agreement for the Promotion and Reciprocal Protoction of Investments 
between the Argentine Republic and the Kingdom of Spain. On December 6, 2004, Telefonica filed the "Memorial" or claim with the ICSID 

On February 15,2006, Telef6nica de Argentina signed a memorandum of understanding with the Argentine government as a prerequisite to reaching an 
agreement to renegotiate the Transfer Agreement pursuant to the provisions of Article 9 of Law 25,56J. Among other issues, the memorandum of 
understanding envisaged the suspension by Telef6nica de Argentina and Telef6nica for a certain period of all claims, appeals and demands 
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planned or underway, based on events or measures taken as a result of emergency situation established by Law No. 25,561 with regard to the Transfer 
Agreement and the license granted to Telefonica de Argentina. 

On August 21, 2009, after successive exlensions of the period of suspension included in the memorandum of understanding, Telefonica and the Argentine 
govemmenl agreed \0 consider this arbitration proceeding concluded. As a result, both parties requested the ICSID Court to suspend the proceeding, which the 
court agreed 10 on September 24, 2009 

Appealfor judicial review of the Spa"i$h Competition Court (TDq ruling of April 1, 2004 

On April 1,2004, !he IDC ruled !hat Telefonica de Espana had engaged in unfair trade practices prohibited under Article 6 of AntilrustLaw 16/1989, 
dated July 17, and Article 82 of the EC Treaty, consisting in the abuse of a dominant market position, by conditioning !he provision of certain services to the 
non-cxistence of prediHling arrangements wi!h rival operators and running disloyal advertising campaigns. It imposed a fine of€57 miUion. 

Telefonica de Espana filed an appeal for judicial review of !his decision. On Janual)' 31, 2007, the National Appellate Court ruled in favor of the appeal, 
thereby overturning the TDC's ruling. The State attorney med an appeal to overturn the Supreme Court ruling on Janual}' 15,2008, which Telef6nica 
contested in July of2008. This court has sel April 6, 20JO as !he judgment date. 

Cance//ulio" of the UMTS license granted to Quam GMBH in Ger/lUlny 

In December 2004, the Gennany Telecommunications Market Regulator revoked the UMTS license granted in 2000 to Quam GmbH, in which Telef6nica 
has a stake. After obtaining a suspension of the revocation order, on Janual}' 16,2006, Quam GmbH filed a suit against the order with the Genoan 
courts. This claim sought to overturn the revocation order and, if this failed, to be reimbursed forthe total or partial payment ofthe original amount paid for 
the license 

This claim was rejected by the Cologne Administrative Court. Quam GmbH has appealed !he decision before the Supreme Administrative Court of North 
Rhine-Weslphalia, which also rejected its appeal. 

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

Appeal against the European Commission ruling of Ju/y 4, 2007 against Teiqunica de Espana's broatlba"dprici"K poIiq 

On Februal}' 22, 2006, we were sent a statement of objections, initiating disciplinal}' proceedings for conduct that goes against Article 82 ofEC Treaty 
rules. Subsequenlly, on July 9, 2007, tile European Commission issued a decision, imposing a fine of€152 million on us and Telef6nica de Espana. The ruling 
charged us with applying a margin squeeze between the prices we charged competitors to provide regional and national wholesale broadband servic:e!l and our 
retail broadband prices using ADSL technology from September 2001 10 December 2006. 

On September 10, 2007, we and Telef6niea de Espafta both filed appeals to overturn the decision before the Court of First Instance of the European 
Community. The Kingdom of Spain also lodged an appeal to overturn Ihe dedsion. Meanwhile, France Telecom and the Spanish Association of Bank Users 
(AUSBANC) filed requests to intervene, to which we have submitted our comments. 

Appeal against the decision by Agenda Nadonal de TeleeontllltictlfiIes (ANATEL) regartliltg the i"CMSio" ofi"ten:on"ectio" lUIli ffdWNilfSilKe 
revenues in the Fundo de Universa}itIJfM de Servifos de Telecontllnicafoes (FUST). 

Brasi1cel, N.V. (Vivo) Group operators, together wilh o!her Brazilian wireless operators, appealed ANATEL's decision of December 16, 2005, to include 
interconnection and network usage revenues and expenses in the calculation of tile amounts payable into the Fund for Universal Access to Telecommunications 
Services (Flmdo de Unil-ersalizQfiio de Sen-iros de Te/ecomllnicQrOes, or FUST for its initials in Portuguese), a fund 10 pay for the 
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obligations to provide universal service, with retroactive application from 2000 On March 13, 2006, the Brasilia Federal Regional Court granted the 
injunction requested by the appellants, preventing ANA TEL's decision from being applied. On March 6, 2007, a ruling in favor of the mobile operators was 
issued, stating that it was not appropriate to include the revenues rei:eived from other operators in the taxable income for the FUST calculation and rejecting the 
retroactive application of ANATEL's decision. ANA TEL filed an appeal to overturn this decision with the Brasilia Regional Federal Court no.l. This appeal 
is pending resolution 

At the same time, Telesp and Telefonica Empresas, S,A., together with other fixed line operators through ADRAFIX (Associariio Brasileira de 
COllcessiomlrit1S de Sen'iro Tele/oniCO Fho Comufado) appealed ANA TEL's decision of December 16, 2005, also obtaining injunctions. On June 21, 2007, 
Federal Regional Court no. I ruled that it was not appropriate to include the interconnection and network usage revenues and expense in FUST taxable income 
and rejected the retroactive application of ANATEL's decision_ ANATEL filed an appeal to overturn this ruling on April 29, 2008 before Brasilia Federal 
Regional Court no. J. This appeal is pending resolution 

Proueding be/ore the Prague District Court against the ruling of the Cuch Telecommunications Offiu datt!d December 22, 2003. 

On December 22, 2003, the Czech Telecommunications Office issued aruJing that required Cesky Telecom (now TelefOnica 02 Czecb Republic) to pay 
T-Mobile Czech Republic, a.s. 898 million Czech crowns (equivalent to approximately €26 million) in interconnection fees (call termination) for the period 
from January 10 November 2001 

Although the administrative procedure filed by TelefOnica 02 Czech Republic against this resolution had yet to be resolved, in 2007 T-Mobile Czech 
Republic asked the Prague District Court no. 3 to enforce the decision, entailing an amount of approximately 1,859 million Czech crowns (approximately €57.3 
million) of principal and interest. The Prague District Court accepted the petition and on May 23, 2007, issued a ruling initiate the execution of against any 
asset ofTelefOnica 02 Czech Republic. Telefonica 02 Czech Republic requested that the execution ordered by the Prague District Court 3 be limited to 
certain assets or be ruled inadmissible. No definitive ruling has yet been made. Telefonica 02 Czech Republic paid approximately 2,023 million Czech crowns 
(approximately €82 million) to prevent a potential order of execution and to remove the preventive embargo on its assets. Nonetheless, the procedure 
continued in the COURS. In April 2009, an agreement was reached between T-Mobile Czech Republic and Teleft'mica 02 Czech Republic that ended the 
procedure, whereby T-Mobile Czech Republic returned approximately 1,053 million Czech crowns (approximately €40 million) to Telefonica 02 Czech 
Republic. All disputes and related proceedings between T-Mobile and TelefOnica 02 Czech Republic regarding interconnection fees in 2001 were terminated 
according to this settlement agreement. The relevant courts issued decisions on termination of all related proceedings during May and June 2009 

Public civil proCt!dure by the Sao Paldo gOl'nnment against Te/esp for alleged repeated malfunctioning in the services proride:d by Te:lesp requesting 
compensation/or damages to the customers aflected. 

In February 3, 2009, the Public Ministry of the State of Sao Paulo initiated proceedings against Telesp for alleged repeated malfunctioning in the 
telecommunication services provided by Telesp. The proceedings sought compensation for damages to the customers affected. A general claim was filed by 
the Public Ministry of the State of Sao Paulo suggesting an indemnification of 1,000 mi11ion Brazilian reais, calculated on the company's revenue base over the 
last five years. Telesp's potential responsibility will only be known in the calculation and enforcement of the award by affected consumers. 

This proceeding was suspended via resolution dated November 5, 2009, for a period of90 days, to assess the proposed agreement being negotiated 
between the parties. As no agreement was reached, the suspension was liRed and the procedure remains in the courts. It is not currently possible to evaluate the 
amount involved in this lawsuit. 

Tax proceedings. 

For infonnation on legal proceedings related to tax matters, see Note 11 to our Consolidated Financial Statements. 
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Dividend inrormation and shan'holders' return 

Dividend background 

The table below sets forth the annual cash dividends declared per share and the year to which such dividends correspond. Generally, the dividend for a 
given year is paid in two tranches, one in the second-half of the relevant year and the other during the first halr orthe following year. 

(I) On Janruuy 28. 2009. our BoanI ofOirec101S appro"ed :I pmposallo increase tm: dhidend fo. 200910 a Iolal amoUDI of £1.15 per share, 10 be 1M>""'" in "'" tfaII:.... Inao;ambna: with this. " 
casb dh'i<\end of £0.50 per share was paid 00 N", .. .m.e. II, 2009. clruged againstl1l1l"eStricled resen-es. In addition, !be approprialc COIJIOrnlc reoolutioos will be posscd. during 2010 10 
comp\e1C !be conuniUed dividend payment for 2009 

(2) This arnount includes a cash dividend of £0.27 per share paid on Nm'e.m.er II, 2005 and c1mgai against share premium. Additionall)" there was a disIributioflOflJ...e 200S TIl ourtreaswy 
stock arnoll& our sharebokle", in !be proportioo of ooe share fo. n .. 'Y 25 shares held, aIso charged against shan: Pf=ium. 

At our Seveoth Investor Conference held on October 10, 2009, in Madrid, we announced a proposal to disbibute a dividend of€1.40 per &hue for 
2010. This dividend will b.e payable in two tranches. Additionally, we announced that we had set as a target to increase, up to a minimum of€1.7S pel" share, 
the dividend for 2012 

Payments of any future dividends will be dependent on our results of operations, liquidity and capital resources and market conditiOils at the time, all of 
which may be inOuenced by a variety offactors_ See "Cautionary Statement Regarding Forward-Looking Statements" 

TrelUury sharn and share buyback program 

We held the following Telef6nica, S.A. shares as treasury shares at the dates indicated: 

(I) Closing price of our shares On IlIe Automa1ed Qootation S)'$lem of !be Spanisb scod, c.>.ehange at the indicated dales. 

(2) Madel ,-alue is calculated as1rnding price times nu:mber of shares held On treasury alllIe indicated. dates. 

(3) Calculated using capital stock at eacb date 

Telefonica S.A. is the only Group company which owns any Telef6niea, S.A. shares_ 
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The following transactions involving treasury shares were carned out in 2008 and 2009; 

D""mb,,· 31, 200~ 

; ;-::,.; 
- ,.' 

The amount paid 10 acquire TelefOnica, S.A. shares in 2009 was €I,005 million (€2,225 million in 2008). 

At December 31, 2009, we held call options on 150 million TelefOnica, S.A. shares. At December 31, 2008, we held put oplions on 6 million Telef6nica, 
S.A. shares 

On February 27, 2008, and willrin our shareholder remuneration policy, our Board of Directors announced the launching ofa new 2008 sbare buyback 
program for a total amount of 100 million Telefonica, S.A. shares. On October 13, 2008, we announced an increase in the program size by 50%, implying the 
acquisition of 50 million shares in addition to the 100 million shares already bought since the beginning of2008. At March 31, 2009, we completed the second 
trancbe of the program. Therefore the share buyback program for a total amount of 150 million shares was concluded 

In accordance with our commitment to cancel the shares purchased as part of share buyback programs, our annual general shareholders' meeting he1d on 
April 22, 2008, approved the reduction of our share capital by £68,500,000, by cancelling 68,500,000 shares of treasury stock. This capital reduction was 
completed in July 2008 

Further, our annual general shareholders' meeting held on June 23, 2009 approved the reduction of our share capital by the amount of€141,OOO,OOO by 
means of the cancellation of 141,000,000 shares of our treasury stock. This capital reduction was completed in December 2009. This capital reduction required 
us to amend Article 5 of our bylaws, relating to share capital, which as of the date of this Annual Report stands at €4,563,996,485, made up of an equal number 
of ordinary shares, all of a single series and with a nominal value of€I.00 per share, totally paid in. 
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Item 9. The Offering and Listing 

A. Offer and Listing Delails 

General 

OUT ordinary shares, nominal value €I.OO each, are currently listed on each of the Madrid, Barcelona, Bilbao and Valencia stock exchanges and are quoted 
through the Automated Quotation System under the symbol "TEF". They arc also listed on various foreign exchanges such as the London, Buenos Aires and 
Tokyo stock exchanges_ OUT BDRs are listed on the Sio Paulo Stock Exchange_ Our ADSs are listed on the New York Stock Exchange and the Lima Stock 
Exchange. 

The table below sets forth, for the periods indicated, the reported high and low quoted closing prices, as adjusted for all stock splits, for our shares on the 
Madrid Stock Exchange, which is (he principal Spanish market for our shares, and our ADSs on the New York Stock Exchange: 

SO\ll<:e; Madrid S1od:: Exchange WOJImIion and BloorOOel8 

On March 23, 2010, the closing price of our shares on the Automated Quotation System of the Spanish stock exchanges was €17_750 per share, equal to 
$24.02 at the Noon Buying Rate on March 19, 2010 for cable transfers in curo as certified for customs purposes by the Federal Reserve Bank of New York on 
that date 

Ollr ADS. are listed on the New York Stock Exchange under the symbol "TEF" Citibank, N.A. is the Depositary issuing ADSs in fonn of certificated 
ADSs (American Depositary Re.;eipts, or ADRs) or uncertificatcd ADS. pursuant to the deposit agreement dated as of November 13, 1996, as amended as of 
December 3, 1999 and as further amended as of June 23, 2000 and as of March 9, 2007 among TelefOnica, the Depositary and the holders from time to time of 
ADS. (the "Deposit Agreement"). Each ADS represents the right to receive three shares 

At December 31,2009, approximately 171,523,317 of our shares were held in the form of ADS. by 917 holders of record, including Cede & Co., the 
nominee of The DepositoI)' Tom Company. The number of ADSs outstanding was 57,174,439 at December 31, 2009 

Spanish Stcurities Markel Legislation 

The Spanish Securities Markets Act (Ley del Mercado de Va/ores, Of the LMV), enacted in 1988 and further amended, regulates me primary and 
secondal)' securities markets in Spain by establishing principles for their 

154 


