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Revenues from Telefénica Spain’s fixed business increased 1.4% to €12,581 million in 2008 from €12,401 million in 2007 principally due to he growth of
Internet and broadband service revenues.

1 « 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, additionz] 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 of revenues derived from recognizing the Universal Service Cost provided for the perded 2003 through 2005, which we accounted
for in 2008 as revenues of €182.8 million.

i + Revenues from traditional voice services decreased 7.4% to €4,436 million in 2008 compared to €4,792 million in 2007. Excluding the impact of the

I 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-to-mobile traffic, the decrease of effective prices in international traflic and the increasing importance of
traffic included in natignal 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 2007, and accounted for 2.2 percentage points of Telefénica Spain's, fixed business revenues
growlh. At the same time, wholesale broadband service i d 2.6% in 2008 compared to 2007, mainly due to 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 frem information technology services grew 1.2% 10 €443 million in 2008 from €437 million in 2007,

Revenues from Telefonica Spain’s mobile business decreased 0.1% 1o €9.684 million in 2008 from €9,693 million in 2007, due to lower consumption by
customers in terms of MOU and lower incoming revenues in terms of ARPU. Customer revenues increased 1.2% to €6,943 million 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 o the reduction in

: interconnection rates. Roaming-in revenues fell 9.9% to €198 mitlion in 2008 from €220 million in 2007 dug 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.

E Expenses

Telefénica Spain’s fotal expenses decreased 6.8% to €10,901 million in 2008 from €11,701 million in 2007, principally duc to lower personnel expenses,
as described below.

*  Supplies decreased 0.7% to €4,604 million in 2008 from €4,639 million in 2007, mainly due to lower interconnection expenses.

e P 1 expenses d d 23.7% to €2,375 million in 2008 from €3,111 million in 2007. Personnel expenses were affected in 2007 by non-
recurting reorganization costs of €667 million.

. = Other expenses decreased 0.7% to €3,922 million in 2008 from €3,951 million in 2007, principatly due to a 2.3% decrease in external expenses 1o
€3,212 million in 2008 from €3,287 million in 2007 This decrease in exiemal expenses was mainly as 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 Teleftnica 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 expenses in 2008 primarily due to the recognition in 2008 of the
Universal Service Cost for the period 2003 through 2005.

In the fixed business, total expentses 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 2008 from €3,008 million in 2007 mainly due to lower interes and fewer

purchases.

s Personnel expenses decreased 21.6% 10 €2,071 million in 2008 frem €2,642 million in 2007, principally due te the non-recurrence in 2008 of

personnel restructuring charges recorded in 2007. The average number of employees for the fixed business in 2008 was 31,243, a 6.0% reduction in
comparison with the average number of employ¢es in 2007.

«  Other expenses decreased 6.1% to €1,766 million in 2008 from €1,881] million in 2007, principatly due to a 5.4% decrease in external expenses to
€1,336 million in 2008 from €1,413 million in 2007 panially as a result of the change in the business model applicable to PUT services as well as the
inclusion in 2007 of the nen-recurring EU fine provision described above. This decrease was partizlly offset by an increase in other expenses in 2008
primarily due 10 the recognition of the Universal Service Cost in 2008 for the period 2003 through 2005 in an amount of €73 milfion.

Telefonica Spain’s 101al expenses related to its mobile business decreased 0.7% to €5,502 million in 2008 from €3,541 million in 2007, Total expenses in
2007 were affected by the provision of €154 million related o a personnel reorganization program. Excluding this provision in 2007, Telefénica Spain’s
expenses related to its mobile business would have increased by 2.1% from €5,387 million in 2007 to €5,502 million in 2008:

e Supplies decreased 0.4% to €2,667 million in 2008 from €2,677 million in 2007 due 1o decreases in inter ion and ing

»  Personnel expenses decreased 34.6% to €29% million in 2008 from €457 million in 2007, pnncupally due to the non-recurrence in 2008 of personnel
restructunng charges recorded in 2007, Excluding the af d provision, p P waould have decreased by 1.5% to €299 million
in 2008 from €304 million in 2007.

o  Other expenses increased 5.4% (o €2,537 million in 2008 from €2,407 million in 2007 due to higher
network costs and the impact of the recognition in 2008 of the Universat Service Cost for the period 2003 through 2005,

{ the growth in

Operating income before depreciation and amortization

As a result of the foregoing, Telefonica Spain’s OTBDA increased 8.9% 10 €10,285 million in 2008 from €9,448 million in 2007, Telefénica Spain’s
OIBDA, asap of Telefonica Spain’s , was 49 4% in 2008 compared to 45.7% in 2007.

Depreciation and amorti;

Telefénica Spain’s depreciation and amortization decreased 6.0% to €2,239 million in 2008 from €2,381 million in 2007, principally due o 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% to €8,046 million in 2008 from €7,067 miltion in 2007. The decrease
was the result of the 16% decreass in QTBDA, primarily due to the previcusly described sale of Airwave in 2007, which was offset by a decrease of 10.4% in
depreciation and smortization.
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Telefdnica Europe

Revenues

Telefénica Europe’s revenues decreased 1 0% to €14,309 milkion in 2008 from €14,458 million in 2007, Telefénica Europe’s 2008 revenues were
negatively affected by the decline of the pound sterling to eurc exchange rate.

Revenues derived from Telefonica 02 UK decreased to €7,052 milkion in 2008 from €7,403 million in 2007 {an increase of 10.6% in local currency).
The: tocal currency increase in revenues was primarily driven by an increase in Telefénica 02 UK’s customer base and ARPU growth.

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

Revenues derived from Telefdnica 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 curos and lower usage in terms of minutes.

Revenues derived from Telefonica 02 Czech Republic, including Slovakia operations, increased by 14.4% 1o €2,581 miilion in 2008 from €2,257
million in 2007 (an increase of 2.9% in local currency) driven by growth in Slovakia in the year afier launch of mobile services in that

market. Revenites in the Czech fixed line segment increased 0.2%5 in bocal currency compared to 2007, while the mobile business was the key driver
of growth with an increase in revenues of 2.8% in local currency.

Expenses

Telefonica Europe’s total expenses decreased 4.3% to €]10,523 million in 2008 from €10,999 million in 2007,

Supplics decreased 2.6% to €5,611 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.

P ] expenses d d 14.9% to €1,340 million in 2008 from €1,575 million in 2007 principally due to the non-recurrence in 2008 of
personnel restrucauring charges recorded in 2007.

Other expenses decreased 2. 4% to €2,573 million in 2008 from €2,637 million in 2007, mainly due to the decrease in external services.

Operating income before depreciation and amortization

As aresult of the foregoing, Telefonica Europe's QIBDA decreased 16.0% to £4,180 million in 2008 from €4,977 million in 2007. OIBDA in 2007

included non-recuming capital gains from the sale of Airwave of €1,296 million and personnel rec

ion and other Ting charges totaling €338

million related to the UK, Irish and German businesses. QIBDA in 2008 included €174 million as the result of the release in 2008 of provisions made in
respect of poterttial contingencies which were not realized once these risks had dissipated.

OIBDA in Telefonica O2 UK decreased 4.3% to €1,839 million in 2008 from €1,923 million in 2007 (an increase of 11.1% in local currency).

OIBDA in Tetefénica 02 Germany increased 62.9% 1o €770 million in 2008 from €473 million in 2007. The increase was the result of cost reduction
measures and the inclusion in 2007 of non-recurring personnel reorganization expenses.

OIBDA in Telef6nica O2 Ireland decreased 4.7% to €301 million in 2008 from €316 million in 2007

OIBDA in Telefonica 02 Czech Republic, including Slovakia operalions, increased 14.7% to €1,159 million in 2008 from €1,010 million in 2007 (an
increase of 3.2% in local currency).
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Depreciation and amortization

Tetefénica Europe’s depreciation and amortization decreased 10.4% to €3,035 mitlion in 2008 from €3,386 million in 2007 mainly due to exchange rate
effects.

Operating income

As a result of the foregoing, Telefonica Europe’s operating income decreased 23.1% to €1, 145 million in 2008 from €1,591 million in 2007,

Telefonica Latin America

Revenmies

Revenues at Telefonica Latin America increased 10.4% to €22,174 million in 2008 from €20,078 million in 2007 (an increase of 14.2% on a constant euro

basis). On a constant curo basis, the countries contributing nost to this revenne growth were Brazil (4.7 pe ge points), V. la (2.8 p 1ge poinis)
and Argentina (2.4 percentage points).

In 2008, Brazil continued 40 make the largest contribution 1o Telefdnica Latin America’s revenues (38.8%) followed by Venezuela (12.5%) and Argentina
(11.4%).

»  Telefonica Latin America’s revenues from Brazil increased to €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 contribiing (increases of 8.2% and 22.3%, respectively, in local currency). With respect to Vivo,
Telefonica 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 currency), driven by sirong growth in the customer base, an increase in outgoing revenues as a result of plan upgrades by existing
customers, increased focus on mobile broadband, and by the acq) of Telemig in the second quarter of 2008. With respect to Telesp, Telefonica
Latin America’s fixed bine busi in Brazil, i d to €6,085 million in 2008 from €5,619 miltlion in 2007 (an increase of 8.2% in local
cumency). This increase was due to the growth of broadband, pay TV and data/IT services, which have increased as a percentage of total revenues
(16.3% in 2008 compared to 12.9% in 2007). Traditional fixed line revenues also grew (2.7% in local currency), mainly driven by higher fixed-to-
mobile traffic and more value added services, which helped 10 offset the decrease in accesses and public telephony revenues.

s Telefonica Latin America's revenues from Venezuela increased to €2,769 million in 2008 from €2,392 million in 2007 (an increase of 23 9% in local
currency), primariky driven by higher growth in service revenues of 14.6% (an increase of 22.6% in local currency). This growth in local corrency
was greater than the 14.1% rate of growth in the customer base over the same period.

» Telefonica Latin America’s revenues from Argentina increased to €2,527 million in 2008 from €2,264 million in 2007 (an increase of 21.3% in local
currency). Of this, Telefénica Méviles Argentina’s revenues increased to €1,585 million in 2008 from €1,353 million in 2007 (an increase of 27.3%
in locat currency). This increase was primarily driven by an increase of 18.0% in service revenues (an increase of 28.2% in local
cutrency}). Revenues in the fixed ling business increased to €1,027 million in 2008 from €984 million in 2007 (an increase of 13.5% in local
currency), with the traditional fixed ling busi contributing 3.1 per ge points to this growth, the I busi ibuting 5.8 p I
points and data and IT businesses contributing 3.0 percentage points.

s 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 busi , which offs¢t the decline in the traditional fixed telephony
business. With respect to Telefénica Maviles Chile, Telefénica 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% in local currency). Service revenues increased 13.4% in 2008 (an increase of 20.3% in local
currency), driven by growth in ARPU. This trend was undespinned by migration to GSM technology, growth in the contract customer base (27.9%

118




TFable of Contents

of Telefonica Moviles Chile’s mobile accesses were contract access al December 31, 2008 compared to 24.5% at December 31, 2007), plan upgrades
and the sale of minute bundles and value added services. With respect to Telefonica Chile, Telefénica Latin America’s fixed line business in Chile,
revenites in 2008 remained relatively unchanged from 2007 a1 €974 million (an increase of §.1% in local currency). Pay TV services growth and
increased broadband pcnclmllon drove the local currency increase in Internet and broadband revenues, offsetling a decrease in revenues from the
traditi 1 rxed tal, rl-.

Telefonica Latin America’s revenues from Mexico increased {0 €1,631 million in 2008 from €1,431 miltion in 2007 (an increase of 23.8% in local
currency), This growth was underpinned by service revenues growth of 21.6% in 2008 {an increase of 32.1% in local currency). This increase in
local carrency was greater than the 22.8% rate of growth in the customer base over the same period.

Telefonica Latin America's revenues from Peru 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 1o Telefonica Méviles Pen, Telefonica Latin America’s mobile bus in Peni, i

to €773 million in 2008 from €603 million in 2007 (an increase of 28.4% in local currency), driven primarily by revenue growth in the pre-pay
segment. Service revenues increased 20 0% in 2008 {an increase of 20.1% in local currency). Wilh respect to Telefénica del Peri, Telefénica Latin
America’s fixed line business in Peru, 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 welephony and fixed telephony as a consequence of Telefénica
del Perd 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 of 2008, Telefonica del Peni lowered the rates on calls from public use telephony 10 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% and 6.0% in

local currency, respectively).

Telefénica Latin America’s revenues from Colombia decreased to €1,4%90 million in 2008 from €1,569 million in 2007 (a decrease of 3.9% in local
currency}. The growth in Inierner and broadband revenues in the fixed business and service revenues derived from the mobile business did not offser
the reduction of inferconnection tariffs implemented in December 2007. With respect to Telefénica Méviles Colombia, Telefénica Latin America’s
mobile business in Colombia, revenues decreased to €815 miltion in 2008 from €869 million in 2007 (a decrease of 5.1% in local currency). Service
revenues decreased 6.6% in 2008 (a decrease of 5.5% in tocal currency) primarily due to a regulated reduction of interconnection tariffs. Revenues for
the fixed line telephony business decreased (o €710 million in 2008 from €739 million in 2007 (s decrease of 2.9% in local currency) primarily due to
the lower revenues from traditional fixed telephony services not compensated by increased broadband and pay TV revenues.

Telefénica Latin America’s revenues from Central America decreased to €568 million in 2008 from €585 million in 2007 (an increase of 4 2% on a
constant curo basis). This growth on 4 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.

Telefénica Latin America’s revenues from Ecuador increased to €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 of 20.8% in local currency).

Expenses

Telefénica Latin America's total expenses increased 5.4% in 2008 1o €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 due to higher interconnection costs and an increase in the cost
of handsets driven by growth of gross adds and upgrades.
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Supplies for Telefonica Latin America in Brazil increased to €2,479 million in 2008 from €2,045 million in 2007 (an increase of 21.1% in local
currency), principally due to the increase of interconnection mobile costs as a reswlt of outgeing traffic growth and higher co-billing costs in the fixed
line busingss as a result of higher services traffic and more data services out of Siio Paulo.

Supplies for Telefonica Latin America in Veneruela decreased 10 €770 million in 2008 from €780 million in 2007 {an increase of 5.5% in local
currency), principally due 10 lower handsets costs (generally, GSM handsets are less expensive than CDMA handsets) that partially comp d for
higher roaming interconnection costs.

Supplics for Telefénica Latin America in Argentina increased to €650 million in 2008 from €556 million in 2007 (an increase of 27.0% in local
currency), principally due to higher interconnection costs as a resubt of higher teaffic and capacity needs as well as higher inflation,

Supplies for Telefonica Latin America in Chile increased 10 €503 million in 2008 from €472 million in 2007 (an increase of 13 0% in local curvency),
principally due to higher inflation, mobile interconnection costs, mobile hand! pgrades, purch of pay TV content and the construction of
increased broadband capacity.

Supplies for Telefénica Lalin America in Mexico decreased to €716 million in 2008 from €732 million in 2007 (an increase of 6.3% in local
currency). This increase in local curréncy was primarily due to 2n increase in interconnection costs driven by the growth of traffic and an increase in
contract segment commercial activity.

Suppties for Telefonica Lalin America in Peru increased to €413 million in 2008 from €386 million in 2007 (an increase of 5.9% in local currency).
This in¢rease was primanily driven by increased marketing efforts in both the mobile and fixed lin¢ businesses, and an increase in mobile traffic and
interconnection tariffs.

Supplies for Telefonica Latin America in Colombia decreased to €394 million in 2008 from €530 million in 2007 (a decrease of 24.8% in local
currency), principally due to a reduction in i tion tariffs impl ted by Colombian regulation in December 2007.

Supplies for Telefénica Latin America in Ecuador increased 1o €112 million in 2008 from €109 million in 2007 {an increase of 9.5% in local
currency), principally due to an increase in interconnection costs driven by a growth of traffic.

s Personnel expenses for Tefefonica Latin America decreased 8.0% to €1,735 million in 2008 from €1,886 million in 2007, principally due to the non-
recumence in 2008 of personnel restructuring charges recorded jn 2007,

Personnel expenses for Telefdnica Latin America in Brazil decreased to €513 million in 2008 from €547 million in 2007 (a decrease of 6.3% in local
currency), primarily as a result of the non-recurrence in 2008 of expenses associated with Telesp’s program for restructuring its workforce in 2007.

Personnel expenses for Telefonica Latin America in Venezuela increased to €131 million in 2008 from €108 million in 2007 (an increase of 30.4% in
tocal currency), principally due to the effects of higher inflation on wages.

Persennel expenses for Telefonica Latin America in Argentina decreased to €303 million in 2008 from €323 million in 2007 (an increase of 2.0% in
local currency). This increase in local curvency was due to higher expenses in the mobile business which offset reduced expenses in the fixed line
business due to reduced headcount as a result of restructuring of the workferce realized during 2007.

Personnel expenses For Telefonica Latin America in Chile increased to €182 million in 2008 from €169 million in 2007 (an increase of 14.7% 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 Telefénica Latin America in Mexico increased to €96 million in 2008 from €86 million in 2007 {an increase of 20.7% in local
currency) principally due 10 an increase in the average number of employees in 2008 compared to 2007 and an increase in average wages.

Personnel expenses for Telefonica Latin America in Peru decreased to €159 million in 2008 from €251 million in 2007 (a decrease of 36.7% in local
currency). 2007 personnel expenses were affected by a non-recurring €108 million charge related to workforee restructuring.

Personnel expenses for Telefdnica Eatin America in Colombia decreased to €122 million in 2008 from €23 million 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 Telefanica Lal_'m America in Ecuador increased to €26 millien in 2008 from €24 million in 2007 (an increase of 16.4% in local
currency), principally due to an increase in the average number of employees.

Other expenses for Telefonica Latin America increased 8.1% to €6,232 mittion in 2008 from €5,767 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 Telefénica Latin America in Brazil increased to €2,543 million in 2008 from €2,354 million in 2007 (an increase of 9.3% in local

1 currency). This increase was primanly 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 busingss mainly dug to higher call center and maintenance expenses, primarily as a result of the growth of breadband and
pay TV clients.

i Orher expenses for Telefonica Latin America in Venezuela increased to €553 million in 2008 from €449 million in 2007 (an increase of 31.7% in

local cumrency), driven primarily by increased network expenses due to the launch of a GSM network and higher operational taxes and acquisition

costs.
Other expenses for Telefonica Latin America in Argentina increased to €678 million in 2008 from €626 million in 2007 {an increase of 17.1% in tocal
currency), principally ag a result of higher inflation and a broader range of services offered.

! Other expenses for Telefonica Latin America in Chile increased to €556 million in 2008 from €477 million in 2007 (an increase of 18.6% in local
currency), principally due to increased customer service activitics and network upgrades and repairs.

Other expenses for Telefénica Latin America in Mexico decreased to €430 million in 2008 from €468 million in 2007 (a decrease of 1.1% in local
currency), du¢ 10 the implementation of 1e controk isstons and marketing and logistics costs.

i Other expenses for Telefonica Latin Americs in Peru increased 10 €467 million in 2008 rom €404 million in 2007 (an increase of 11.2% in local
currency), principally due to the higher cc issi p , increased cust service aclivities and mobile advertising as a result of higher

commercial activity.

Other expenses for Telefénica Latin America in Colombia increased to €515 million in 2008 from €476 million in 2007 (an increase of 9.6% in local
currency), principally due to higher bad debt allowances in the mobile business.

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

As a result of the foregoing, Telefonica Latin America’s OIBDA, increased 18.6% to €8,445 mitlion in 2008 from €7,121 million in 2007 (an increase of
22.5% on a constant ¢uro basis). By country, Venezuela contributed most to OIBDA growlh (5.1 percentage points), followed by Brazl (4.0 percentage
points) and Mexico (3.9 percentage points). In absolute terms, in 2008 Brazil was the largest contributor to Telefonica Latin A ica’s OIBDA, g
for 36.7% of the total, followed by Venezueta at 15.7% and Argentina at 10.9%.

Telefonica Latin America’s OIBDA in 2008 a5 a percentage of Telefonica Latin America’s revenues for the same period was 38.1%, 2.6 percentage points
higher than in 2007,

Telefénica Latin America’s OIBDA in Brazil increased to €3,35% million in 2008 from €3,056 million in 2007 {an increase of 9.8% in local currency).

Telefonica Latin America’s OIBDA in Venezuels increased to €1,328 million in 2008 from €1,060 million in 2007 (an increase of 34.0% in local
currency).

Telefénica Latin America's OIBDA in Argentina increased to €919 million in 2008 from €788 million in 2007 {an increase of 26.7% in local
currency).

Telefénica Latin Amenica’s OIBDA in Chile increased to €740 million in 2008 from €716 million in 2007 (an increase of 9.7% in local currency).

Telefnica Latin America's GIBDYA 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.

Telefénica Latin America’s QIBDA in Peme increased to €621 million in 2008 from €482 million in 2007 (an increase of 29.0% in local currency).
Telefénica Latin America’s QIBDA in Colombia increased to €515 million in 2008 from €503 million in 2007 (an increase of 3.6% in local currency),

Telefonica Latin America’s OIBDA in Central Amertca decreased to €217 million in 2008 from €236 million in 2007 (a decrease of 1.5% on a
constant euro basis).

Telefénica Latin America’s OIBDA in Ecuador increased to €92 million in 2008 from €73 million in 2007 (an increase of 35.0% in local currency).

Depreciation and amortization

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

Operaling income

As a result of the foregoing, Telefonica Latin America’s operating income increased 34.8% to €4,800 million in 2008 from €3,562 million in 2007,

Atenio

Revenues

Atento’s revenues increased by 10.8% to €1,301 million in 2008 from €1,174 million in 2007. The increase in revenues was primarily driven by an
in¢rease in the customer sctivity of Telefgnica, primarily in Brazil, Peru, Morocco and Central America, partially offset by a lower activity in Spain.
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Expenses

Alento’s expenses increased 10.0% to €1,120 million in 2008 from €F,018 mitlion in 2007 primarily du¢ to the increase in structural costs from the leasing
of capacity associated with the growth of the business. This growth in expenses was partially offset by migrating services from the Spanish market to Latin
American markeis, which limited the growth of personnel expenses.

Operating income before depreciation and amortization

Atento’s OIBDA 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 inceme

Alento’s operating income increased 17.4% to €154 million in 200.8 from €131 million in 2007.
B. Liquidity and Capital Resources
Cash Flow Analysis

The table below sets forth consolidated cash flow information for the perieds indicated. Positive figures refer to cash inflows and those in parenthesis refer
o cash outfiows.

Year ended December 31

el G hEel in RRandivg auiivid
Net cash from operafing activities

Net cash from operating activities decreased 1.3% to €16,148 millicn 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 mlllmn) mta]mg€21 160 million,
2.9% more than the €20,560 millicn generaled in 2008. This increase was largely driven by our extensive busi diversifi ion skills in a
challenging environment and efficient management of both cperating expenses and capital expenditure. Our strong commercial :Pfons also helped to drive
modest growth in total sccesses (primarily in mobile and broadband accesses). In 2008, cash received from customers less cash paid to suppliers and
employees (€20,560 million) rose 2.3% compared to €20,105 million in 2007, due rnnstly to our strong position in our main markets, extensive business
diversification and sirategic commitment to growth in our operating markets.

Cash received from customers decreased by 2.5% to €67,358 million in 2009 from €6%,060 million in 2008. This decrease was in line with the decline in
revenues. In 2008, cash received from customers increased by 2.9% to €6%,060 million from €67,129 million in 2007. This growth was the result of modestly
higher revenue due 16 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% (0 €46,198 miltion from €48,500 million in 2008. This reduction is the result of the drive to
contain expenses and 10 maximize the efficiency of the cost structure, In addition, cash paid 1o 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% 1o €48,500 million from €47,024 million in 2007. This increase
was primarily attributable to greater commercial effors in the various geographic areas while maximizing the efficiency of the cost structare and to higher
interconnecticn charges.
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Payments for net interest and other finance expenses decreased by 25.0% 10 €2,170 million in 2009 from €2,894 million in 2008, du¢ to the decline in
average interest rates applicable te our debt during the year and the reduction in our financial debt outstanding during the year. These figures do not include
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 108.29 to £2,942 millicn from €1,413 million in 2008 due to the €1,257 million payment made by Telefénica, 5 A in the
year. The increase was mainiy due to the absence in 2009 of tax credits in Group companies. Taxes paid in 2008 fell 3.0% to €1,413 million from €1,457
million in 2007.

Net cash used in investing activities

Nel cash used in investing activilies in 2009 increased by 2.2% 16 €9,300 million from €9,101 million in 2008, mainly due to the investment of certain
short-tesm cash surpluses in higher yiclding financial investments.

Net cash used in investing activities increased by €4,509 million in 2008 to €9,101 million from €4,592 million in 2007. This net increase was primarily
attributable to the following investments in 2008: the acquisitions of Telemig by Brasilcel for €347 million, of shares of CNC and China Unicom for €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, ned of cash and cash equivalents acquired, from €2,798 million in 2007 10 €2,178 million in 2008.
The main investment in 2007 was for a 42.3% stake in Telco for €2,314 million.

Payments on investment in property, plant and equipment and intangible 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 of the in t in capital expenditures in the period. Pay on i in property, plant and
equipment and intangible assets in 2008 totaled €7,889 million, an increase of €615 million from 2007, driven by further invesiment in fiber optics, 3G
technology, pay TV technology and ADSL.

Proceeds on disposals of companies, net of cash and cash equivalents disposed amounied to €34 million in 2009. Pr ds on of , net
of cash and cash equivalents disposed, amounted 10 €686 million in 2008 mainly due to the €648 million obtained from the sale ol"Sogmble In 2007 the
figure was €5,346 million, as a result of cur disposals of stakes in Airwave and Endemol for €2,841 million and €2,107 million, respectively.

Tnterest received on cash suipluses not included under cash equivalents in 2009 amounted €548 million. Net disp of these i in 2008 and

2007 amounted €76 million and €74 million, respectively.
Net cash used in financing 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 of proceeds from
the issuance of debentures and bonds in 2009 for aggregate proceeds of €8,617 million compared to aggregate proceeds of €1,317 million raised in 2008.

Net cash used in financing activities in 2003 totaled €7,765 miltion, down from €9,425 million in 2007. The €1,660 million decline is primarily due to a
decrease in the repayment of financing as a result of a decrease in our average owtstanding net debt in 2008 to €43,785 million compared o €48,938 million in
2007.

Anticipated Uses of Funds

Qur principal liguidity and capital resource requireeents consist of the following:

s capital expenditures for exisiing and new operations;

®  auquisitions of new licenses or other operators or companies engaged in compl tary or related b
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« costs and expenses relating to the operation of our business;

s dividend, other shareholder r ion, and pre-reti payments; and

+  debt service requirements relating to our existing and future debt.

We have d 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 effects of Venezuela being considered a hyperinflationary economy in 2009 and any effects should it remain a
hyperinfiationary economy in 2010, This target range also exclsdes any spectium licenses which we may acquire and invesiments in our Real Estate
Effi clency ngram in Spain, a mukti-year program related to the optimization of our real estate assels and rented properties in Spmn In 2010, we expect 10
continue investing mainly in our 3G and broadband networks 10 meel existing growth oppe ities related 10 broadband, d network uafl" ic and the
offering of new products and services utilizing new or evolving technologies. By region, . our capital expenditures will be mainly directed 1o Latin America, as
we view (his region to possess the most growth potential for the Group, but we will manage spending depending on the needs of each country and retum on
potential investments, as our main goal is to sustain cash flow generation. Nevertheless, we expect to continue (o make invesiments in gur mobile and fixed
networks dug 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

undertying assumptions are subject to risks and uncertainties, and actual capital expenditures and investments in affiliates may be less than or exceed these
amounts. See “Cautionary St Regarding Forward-Looking Statements”.
We may also use funds to acquire new li or other op s Or p engaged in complementary or relaled businesses.

We also have liquidity requirements related to the costs and expenses relating to the operation of our business, our payment of dividends, shareholder
remuneralion and pre-relirement payment commitments and financial and real estate investments. In 2009, with respect to these items, we had the following
principal cash expenditures: €4,557 million in connectton with the payment of dividends on Telefonica S.A. shares, €1,178 mitlion in cnnnectmn with financial
and real estate net investeents, €959 million in connection with cur share buyback program and €793 million in ion with ts 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 December 31, 2008. For the amortization schedule of our consolidated gross
financial debt at December 31, 2009, see “—Anticipated Sources of Liguidity” below. Qur net financial debt increased to €43,551 million at December 31,
2009 compared to €42,733 million at December 31, 2008, For a reconciliation of net financial debt to gross financtal debt (the sum of current and non-current
interest-bearing liabilities), see “—Presentation of Financial Information—Non-GAAP financial information-—Net financial debt and net debt”.

For a discussion of our liguidity 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 bomowings, including a variety of short- and medium-term financial instruments, principally bonds and debentures, and
borrowings from financiat institutions. Cash and cash equivatents are mainly held in euro and euro-denominated instruments. We believe that, in addition to
internal generation of funds, our medium-term note program, our euro commercial paper program, our corporate domestic promissory note program and
available lines of credit will provide us with substantial flexibility for our fiture capilal requirements as existing debt is retired. As of the date of this Annual
Repont, our management believes that our working capital is sufficient 10 meet our present requirements,

The following table shows the amortization schedule of our consolidated gross financial deb1 a1 Dacember 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 undedying <ebt instruments. In 2009, the avcmgc cost 0fnc| debt, which we measure as net financial
expense divided by our average net debt, was 7.31%. The effects derived from V: la as a hyperinfl y as described in “Item 5. Operating
and Financia) Review and Prospecls—A Operating Resulis—Significant Factors Affecting the Comparability of our Resuls of Operations in the Peniods
Under Review—Classification of Venezuela as a Hyper inflationary Economy”, resulted in an increase in net financial expense of €630 million in

2009. Excluding such effects in 2009 and negative exchange differences, our average cost of net debt in 2009 would have been 5.54%. The table below
includes the fair value of those derivatives classified as financial liabilities (negative mark-to-market) under IFRS (€1,432 million). It does not include the fair
value of derivalives classified as firancial assets {posilive mark-to-market) under IFR S (€537 million). For a further description nf Ilqmdny 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 C lii ial Stat

AMORTIZATION SCHEDULE FOR THE YEAR ENDED DECEMBER 31

Promissory noles and commercial
paper 812 — — ] —

X T

Loans and other payables

{principal and interest

accrued) 1,789 6,132 3,695

Totat - 9,184 9,716 5,550

{*) Estimated future interest payments as of Deceanber 31, 20049 on our interest-bearing-tdebt are as follows: €2,382 million in 2010, €2,074 million in 2011, £1,218 millipn in 2012, €1,620 milkion
in 2043, €1,355 million in 2014 and €2,190 miltion in subsequerd years, With respect 1o floating rale debd, we estimane fubhu interest payvnents as the forward rates denived from yield curves
quoted for the differcnd cnmencies on December 31, 2009,

During 2009, we obtained financing of over €14,000 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 1o enhance our flexibility, primarily, we issued: (i) five-year bonds in an aggregate principal amount of €2,000
million, with an annual interest rate of 5.431%, on February 3, 2009, {ii) seven-year bonds in an aggregate principal amount of €1,000 million, with an annual
interest rate of 5.496%, on April 1, 2009 increased up to an aggregate principal amount of €1,500 million, on June 3, 2009; (jii) six-year bonds in an aggregate
principal amount of €400 million, which bear interest at a floating rate baged on three-month EURIBOR plus a margin of 1.825%, on June 2, 2009 (iv) ten-year
bonds in an aggregale principal amount of $1,000 million, with an annual interest rate of 5.877%, on July 6, 2009; (v) five and a half-year bonds in an
aggregate principal amount of $1,250 million, with an annual interest rate of 4.949%, on July 6, 2009, {vi) ten-year bonds in an aggregate principal amount of
€1,750 million, with an annual interest rate of 4.693%, on November 11, 2009; {vii} 13-year bonds in an aggregate principal amount of 650 million pounds
steding, with an annual interest rate of 5.289%, on December 10, 2009, {viii) five-year bonds in an aggregate principal amount of €100 million, which bear
interest at a floaling rate based on thiee-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 amount equivalent to approximately €2,000 million.

In addition, on February 13, 2009, Telefonica, S.A. signed an agreement with the banks involved in its €6,000 m|llmn credit facility gramted nn Iune 28
2005 and maturing on June 28, 2011, to extend the maturity of €4,000 million of the €6,600 million drawn-d in for the pay i
fees and an upward adjustmenl in interest rates, as follows: (i) the maturity date for €2,000 millicn outstanding was extended to Tune 28, 2012 and (ji) the
maturity date for the remaining €2,000 million outstanding was extended to June 28, 2013,
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During 2009, we have continued to be active under certain commercial paper programs (d ic and pean) (with an ¢ ding bal of €800
million at December 31, 2009)

At December 31, 2009, we had unused committed credit lines of approximately €7,200 million, all of which bear interest at a floating rate based on market
indices, principally the Furo [nterbank Offered Rate, or EURIBOR and the London Interbank Offered Rate, or LIBOR. An aggregate of €2,779 million in
principal amount of such credit lines are scheduled to expire prior to December 31, 2010,

On March 24, 2010 we issued five-year bonds in an aggregate principal amount of €1,400 million, with an annual interest rate of 3.406%.

Our borrowing requirements are not significanlly affected by seasonal trends.

The table below sets forth the ratings of cur shont- and long-term delt as of the date of this Annual Report. A credit rating is not a recommendation to buy,
sell or hold securities, may be subject to revision at any time and should be evaluated independently of any other rating.

Short-Term Debt

i _R.ﬁng Agency

Telefinica, 5.A. November 25, 200

» Moody’s, on February 17, 2009, raised Telefonica S.A s rating outlook to “Baal/positive outlook” from “Baal/stable outlook™.

» JCR, the Japanese rating agency, on December F7, 2008, upgraded its credit rating for Telefonica, 5.A. to “Afstable outlook™ from “A-stable
outlook”.

« Standard & Poor's, on December 2, 2008, upgraded its rating of Telefonica S.A. from “BBEB+/positive outlook™ to “A-/stable outlook™.
+  Fitch, on November 25, 2008, upgraded its rating from “BBB+/positive cutlook” to “A-/stable outlook™.

Qur abitity to use external sources of financing will depend in large part on our credit ratings. We believe that we are well-positioned 10 raize capital in
financial markets. However, negative conditions in the fi ial markets or a downgrade of any of the ratings of our debt by any of Fitch, Moody's, JCR
and/or Standard & Poor’s may increase the cost of our 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 rating agencies may give considerable weight (o the general macroeconomic and political conditions,
the performance of our businesses in countries where we operate, our financial and shareholder remuneration policy, cur 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 Fi ial Stat s,
Intragroup Loans

We lend funds to our operating subsidiarics, directly or through holding companies that head our different lines of business. At December 31, 2009, we
had loans outstanding totaling €5,975 million (€13,594 million at December 31, 2008) to companies in the Telefénica Group (including subsidiaries located in
Latin American countries). These funds are derived from retained cash flows, leans, bonds and other sources {such as asset disposals),

C. Research and Development, Patents and Lictnses, efe,

We continue to be firmly committed to technological innovation as a key tool for achieving sustainable competitive advantage, preempting market trends
and differentiating our products. Threugh the introduction of new
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technologies and the development of new products and business processes, we seck 10 become more effective, efficient and customer-oriented.

We have developed an open model for the manag, of technological i ion in order to p the application of technical regearch to the
development of commercial preducts and services. We focus on certain applied research and developmenl. or RED, priorities which are ahgned with cur
strategy. This model promotes open innovation initiatives such as the creation of a venture capital fund and particip in il ion forums,

among other things. It also makes use of the knowledge developed at technological centers, universities, and start-up com;pamcs, among other sources, and
encourages innovation in collaboration with other agents, who will become “technological partners”, including clients, universities, public administrations,
suppliers, content providers and other companics. We believe that differensiating our products from umse of our competitess and improving our market
position cannet be based solely on acquired technology. We also believe it is im portant to foster R&D activities in an effort to achieve this differentiati on and
to advance other innovation aciivities. Our R&D policy is aimed at-

= developing new products and services in order to gain market share;

« fostering customer loyalty;

» increasing revenues;

s improving management,

+  improving business practices; and

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

Ta 2009, we undertook technological inrovation projects focusing on profitable innovation, process efficiency, the creation of new sources of Tevenues,
customer satisfaction, the consotidation of our p in new markets and technological leadership.

Our technological innovation activities are an integral pant of our strategy o create valte through broadband, IP network, wireless 2nd new generation
(fiber optic) networks commurications and services.

In 2009 we undertook projects to p Ie d access to i ion technology, new services fi d on new Int busi modets, advanced
user interfaces, mobile TV and other broadband services. These projects, among others, were underiaken based on our objective to quickly identify emerging
technologies that might have a relevant impact on cur businesses, and to test such technologies with trials relating to new services, applicattons and platform
prototypes.

In 2009, new business and operational suppoct systems were developed and exigting systems were improved.

Most of our R&D activities are carried out by Telefonica Investigacién y Desarrollo 5.4.U., or Telefonica I+D, our whelly owned subsidiary, which works
pringipally for our lines of business. In performing its functions, Telefonica 1D receives assi e from other ies and universities. Telefdnica HD’s
missicn focuses on improving our competitiveness through technological i tien and product development Telefonics FD 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. Tetefdnica I+D's activities include the following:

s develepment of new products and fixed telephone services, particularly the development of such value added services as broadband, digita) home,
mobile communications and Intemnet services for the public, corporate, mobile TV and mullimedia sectors;

+ development of new modes of communications for com iti lemedicine, home and y tel itoring and new infy

such services, such as the Internet protocol environment and new generation networlu such as fberopucs

to provide
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* development of innovative sclutions for the real time provisioning, operating and bilting of our networks and services, which includes the
development of T t systems designed to gthen infrastructure and its quality providing security, privacy and must;

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

»  applied research to undertake, und d and develop those aspects, opportunities and specialty new technelogies for the evolution of our different
businesses. .

In 2099, approximately 41% of Telefénica [+D’s funding assigned to R&D was for the benefit of the business in Spain, 33% for busingsses in Latin
America, 13% for Telefonica (primasily the Corporate Innovaron Program, which includes projects w1|h & medium- to long-term focus involving two or more
business wnits), 6% for Telefonica Europe and 7% to third-party customers.

At December 31, 2009, Telefonica 14D had 1,221 employees, who also collaborated with qualified professionals from %4 companies and more than 50
universities.

Cur totat R&ID expenses were €594 million, €668 million and €693 million in 2007, 2008 and 2009, respectively. These expenses represented 1.1%, 1.2%
and 1.2% of our consolidated revenues, respectively. These figures have been calculated wsing the guidelines set oul in the OECD Manual. These guidelines
include expenses for h and development that, b of timing ef projects or accounting classifications, we do not include in their entirety in our
consolidated statement of financial position.

During 2009, Telefonica registered 57 patents, 48 of which were registered al Spanish Patent Office and mine of which were registered a1 European or U.S.
patent offices.

D. Trend Informailion

We are an infegrated diversified welecommunications 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, among others. In addition, our holdings in China
Unicom and Telecom Italia create opportunities for strategic alliances that reinforce our compeltitive position, scale and efficiency.

Our business is impacted by general economic conditions and other similar faciors in each of the countries in which we operate. The continuing recession
in Spain and uncertainty about an ic recovery elsewhere may negalively affect the level of demand of existing and prospective customers, as our

seivices may not be deemed critical for these customers.

As a multinational tel icati pany 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 (o 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 Eurcpean countries regarding tariffs, the reform of rights of spectrum use and aflocation, issues related to the quality of
service and the regulatory of new broadband infr ¢ deployments.

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

However, we are in a strong competitive pesition in most of the markets where we operate. We intend to continue to seek and {ake advantage of growth
opportunities, such as by boosting both fixed and mobile broadband services and by furthering the development of services beyond connectivity, information
technotogy services and related businesses. We seek fo 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 from our integ'a!ed approach io
businesses, processes and technologies and will maintain a regional approach to lal:lr.le lhls lransformauun more eﬁ'wIently At the same time, we will continue
to be strongly committed to technological innovation as a key tool for achieving ive ad pating market trends and
differentiating our products. We continuatly seek to become a more efficient and customer-oriented Group, by introducing new technologies and developing
new products and business processes.

In Spain, we will continue to intensify our commescial focus on offering higher quality services, by increasing the eﬁ‘ecuvenm of our sales chmmds and

further improving our networks to increase customer satisfaction. We will seek to strengthen relati with aur
offerings. We will focus on hoosting mobile and fixed broadband growth and bundlmg services more effectively, taking into acommt the dlﬂ'emnt
geographical arcas in which we operate. Efficiency will continue to play a very important rele in all aress of Iy both in 1 and op 1

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 play a fundamental role as an engine of regional growth. That is why we continue to further improve the
capecity and coverage of our networks, adapting our distribution network to enhance the qualiry of our offer both in voice and data in order 10 keep and attract
high vakue customers, With regard to the fixed telephony business, we will encourage the increase of broadband speed and expnnd the supply of bundled
services. We will funther advance efficiency, in operational and commercial terms and attempt to achieve further gies by img g global, regi
and local projects.

1

In Europe, customers will remain at the ceater 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 scrvices 1o strengthen our market position. Various initiatives will be implemented to improve our
operaling efftciency.

In summary, in the context of continued economic uncertainty, intense competition and regulatory pressure on pricing, we will continue strengthening our
busingss model 10 make it more efficient and captuse the synergics arising from the integrated approach of busi P and technologies, while
focusing even more on the client. .

E. Off-Balance Sheet Arrangements

‘We have commitments that could require us to make material payments in the future. These cc i ts are not included in our lidated
of financial position at D ber 31, 2009 although they are described in the notes to our Consolidated Fi ial Stat ts. These i primarily
relate to put rights pursuant 10 which third parties can require us to purchase some or all of their interests in cenain of our subsidiaries o joint asin

the case of Brasilcel, and contingent obligations in the form of guarantees. For additional detail on cur off-balance sheet commitments, see Note 21{b) to our
Consolidated Financial Statements.
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F.

Tabular Disclosure of Contractual Obligations

The following table describes our contractual obligations and ¢commitments with definitive payment terms which may require significant cash outlays in
the future. The amounts payable {including accrued interest payments) are as of December 31, 2009. For additional information, see our Consolidated
Financial Statements included elsewhere hergin.

Payaeats Bue by Period

More than 5
Total Less than 1 yéar 1-.1 ,un 35 years Years
(i il .

w
@

&2}

@)
o)

Capital (finance) } igations are not calcwlated and are instead inchuded as part of our long-term debt obligations.

This itemn includes the fair value of those derivatives classified 25 financial liabilitk galive mark-{to-market) under IFRS {€1,432 mjltion). Future inkcrest payments as of Decomber 31, 2009
©on our interest-bearing-debt are as follows: €2,382 willion in 2010, €2,074 mll.lummzl)ll €1,818 miliion in 2012, €1,620 million in 2013, €1,355 million in 2014 and €8,190 million in
subsequend years. With respect 1o floating rate debt, we estimate futore inleres! payments as ibe forward rates derived from yield curves quoted for the different qumencies on December 31,
1009 Ildnﬁmnmludcl)cEmn-ahn:ol’d:mmmchss-ﬁodasﬁmmmlm(yasnm:mbw.mkﬂ)nnanS(ﬁﬂmﬂmn) For a more detailed description of car financial

soc “Hem 11. Chuanti 1 Abu Marert Risk™ and Note 16 to our Consolidated Financial Statemerds.

Our operating kase obligations have in some cases exiension oplions conditioned on the applicable law of each country. Accordingly, we have inchuded only those amounts that represent the
initial coniract period.

This item inchudes itive due for 1o purchase goods (sich as network equipment) and services.

“Other liabilities™ include Jong- igati lhallﬂpulelﬁlomakeashpa,wm excluding financial debt obligations inchuded in the table imder “Financial Lisbilities™ above. Because of
the narure of the nslsomered by “Other liabilities” such as “Ciher provisions”, it is pot possible to determstine a reliable schedule of potential payments, if any. For details of the composition of
“other provisians” se¢ Note 15 1o gur Consclidated Financial Statemenis.

In addition, at December 31, 2009, we have short and long term employee benefits provisions amounting 1o €667 million and €3,594 million, respectively.

For details of the composition of, and changes in, our debt, se¢ “—Liquidity and Capital Resources—Anticipated Sources of Liquidity™ and Note 13 to our
lidated Financial Stat
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Ttem 6.  Directors, Senior Manag; t and Ei

A. Directors 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, 2610, cur
directors, their respective positions on cur Board and the year they were appointed to such positions were as follows:

Name Age First Appoiuted Cwrrest Tevia Ends

[4}] Member of the Execulive Commissian of the Board of Directors.

@}  Nominated by Caja de Abomos y Pensiones de Barcelona (“La Caixa™.
(3)  Nominsed by Banco Bilbao Vizcaya Argenraria, §.A. (“BBVA”).

4) Member of the Audit and Control Committee of the Board of Directors.
(3)  Member of the Intemationat Affairs Cormmintee.

(6) Member of the Regulation Committee.

()] Member of the Human R and Corporate ion and ility C:
@) Member of the Innovation Commities.

(e Member of the Strategy Commitiee.

(10)  Member of the Nominating, Comg ion and Corporate Gor e
(1) Memberof the Service Quality and Customer Service Commitise.
Board Commiltees
At March 25, 2010, the committees of our Board of Directors and members thereof are as follows:

Executive Commission

Our Board of Directors has expressly delegated all of its authority and power to the E: ive C ission except as prohibited by Spanish corporate law,
under our Artictes of Association, er under our Board Regulations. This commission is made up of fewer directors and meets more frequantly than our Board
of Diirectors. The bers of the E ive Commission are Mr. César Alierta Izuel, Mr. Isidro Fainé Casas, Mr. Julio Linares Lopez, Mr. José Maria Abril
Pérez, Mr. Carlos Colomer Casellas, M. Peter Erskine, Mr. Alfonso Femmari Herrero,
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Mr. Gonzalo Hinojosa Feméndez de Angulo, Mr. Francisco Javier de Paz Mancho and Mr. Ramiro Sanchez de Lerin Garcia-Ovies, as secretary.
Auwdit and Control Committee

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

= toreport, through its chairman, te our general megting of sharehodders on matters raised at the general meeting of shareholders relating te the |
functions and matiers of competence of the commitiee;

« Lo propose to our Board of Directors to submit to our general meeting of shareholders the appoiniment 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 appoiniment;

« io supervise the intemal audit services;
« to have an understanding of the process for gathering financial information and the internal control systems; and

s  to maintain the necessary relations with the auditors to receive information on all matters that may put their independence at risk, and any other
matters related to the process of auditing cur accounts, as well as to receive information and maintain communication with our auditors as required by
laws relating to the andit precess and with respect to technical regulations on auditing.

The Audit and Control Committee meets at [east once per quarter and as many limes as considered necessary. During 2009, the 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.
Gonzilo Hinojosa Femindez de Angulo (chairman), Mr. Antonio Massanell Lavilla, Mr. Alfenso Ferrari Herrero and Mr. Vitalino Manuel Nafria Aznar.

Nominating, Compensation and Corporate Governance Commitiee

The Nominating, Compensation and Corporate Governance Commitiee is responsible for, among other things, reporting to our Board of Directors with
respect to proposals for the appoiniment, re-election and removal of directors, members of the Executive Committee and the other committees of our Board of
Directors and top bers of our 2 and 5 of our subsidiaries. In additien, the Nominating, Comp ion and Corporate Govemance
Committee is responsible for proposing to the Board of Directors, within the framework established in the bylaws, the compensation for the direciors and
reviewing it periedically to ensure that it is in keeping with the tasks performed by them, as provided in Article 35 of the Board Regulations, 1o propose to the
Board of Directors, within the framewaork established in the bylaws, the extent and amount of the compensation, rights and remuneration of a financial natire,
of the Chairman, the executive directors and the senior executive officers of Telefénica, including the basic terms of their contracts, for purposes of contractusl
implementation thereof and to supervise compliance with Telefdnica’s internal rules of conduct and the corporate governance rules thereof in effect from time
16 time.

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

Human Resources and Corporate Reputation and Responsibility Comemnitree
The Human Resources and Corperate 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 cur values within the Telefénica Group. The
Human Resources and
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Corporate Reputation and Respensibility Commil 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 M. Francisco Javier de Paz Mancho (chairman), Mr. Alfonso Ferrari

Hemere, Mr. Gonzalo Hinojosa Femandez de Angulo, Mr. Pablo Isla Alvarez de Tejera, Mr. Antonio Massanell Lavilla and Mr. Vitalino Manuel Nafria Azmar.

Regulation Committee

The Regulaliun Cemmittee's main ebjective is 10 momitor the main regulatory matters which affect us. Another responstbility of the Regulati
ittee is to act as a ication and infi ion ch | b our team and our Board of Directors concerming regulatory
matters. The members of the Regulation Committee are Mr. Pablo Tsla Alvarez de Tejera (chairman), Mr. José Fernando de Almansa Moreno-Barreda, Mr.
David Arculus, Ms. Eva Castillo Sanz, Mr. Alfonso Ferrari Hervero, Mr. Vitalino Manuel Nafria Aznar and Mr. Francisco Javier de Paz Mancho. Dusing 2009,
the Regulation Committee met six timw, and as of the date of this Annual Report, had met once in 2010.

Service (uality and Customer Service Commiittee

The Service Quality and Customer Service Cemmittee is responsible for monitoring and reviewing the stendards of quality of the main services we
pravide. The Service Quality and Customer Service Committee acts as an information channel between our senior management team and our Board of
Directors. The members of the Service Quality and Customer Service Commi are Mr. Antonio M: 11 Lavilla {chai }, Ms. Eva Castillo Sanz, Mr.
Carlos Colomer Casellas, Mr. Alfonso Ferrari Herrero, Mr. Gonzalo Hingjosa Fernandez de Angulo, and Mr. Pablo Isla Alvarez de Tejera. During 2009 the
Service Quality and Custemer Service Comimnittee met four times, and as of the date of this Annual Report, had met once in 2010.

International Affairs C itt

The Internatienal Affairs Committee is responsible for analyzing intemational events and matters that affect the Telefonica Group and reporting these
events and possible consequences to our Board of Directors. The L ional Affairs Committee pays ¢lose attention to events taking place in countsies
where we have operations and which may affect our competitive position, corporate image and financial results. The I ional Affairs C iftee also
oversees our non-profit foundations in such countries. The bers of the International Affairs C ittee are Mr. José Fi do de Almansa Moreno-

Barreda (chainman), Mr. José Maria Abril Pérez, Mr. David Arculus, Mr. Alfonso Ferrari Hemere, Mr. Luiz Fernando Furldn, Mr. Gonzal Hinojosa. and!
de Angulo, Mr. Vitalino Manuel Nafria Aznar and Mr. Francisco Javier de Paz Mancho. During 2009, 1he International Affairs Committee met four times, and
as of the date of this Annuval Report had met once in 2010,

Innovation Committee

The Innovation Committee is responsible for advising and assisting in all matters regardmg mnnvatmn " Its main object is to examine, anaIyze and
periodically monitor the Group™s innovation projects, provide guidance and hetp ensure the impl and devel of i ion initiatives across
the Group. The members of the [nnovation Committee are Mr. Carlos Colomer Casellas (cha:rman) Mr. Pablo isla Alvarez de Tejera, Mr. Antonio Massanell
Lavilla, Mr. Peter Ersking and Mr. Julio Linares Lépez. During 2009, the Innovation Commitiee met eight times, and as of the date of this Annual Report, had
met Ihrce times in 2010.

Strategy Committer

Without prejudice to any other tasks that the Board of Directors may assigh thereto, the primary duty of the Strategy Committee is io suppont the Board of
Directors in the analysis and implementation of the global strategy policy of the Telefonica Group. The members of the Strategy Committee are Mr. Peter
Erskine (chairman), Mr. José Fernando de Almansa Moreno-Barreda, Ms. Eva Castilto Sanz and Mr. Gonzalo Hinojosa Femnindez de Angulo. The Strategy
Committee met ien times during 2009, and as of the date of this Annual Report, had met three limes in 2010.
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Mr. César Alierta Izuel serves as our Exccutive 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 Capnal Socieded de Valores, S.A. which he combined as from 1991 with his post as chairman of the Spanish Financiat Analysts’ Association {Asociaciin
Esp la de Anali; Fi it ). Ben 1996 and 2000, he was director and chairman of Tabaca]era S.A. A\ that time Tabacalera, S.A. changed its
nnme into Altadis, 8. A. (following its merger with the French Group, Seita-Société Nationale D Explolatlon Industrielle des Tabacs et Allumettes) and he
became director and chairman of Altadis, S A_He has also been 2 member of the board of directors of the Madrid Stock Exchange (Bolsa de Madrid), Plus
Ultra Compadlia de Seguros y Reaseguros, S.A. and of Iberia, 3.A. On January 1997, Mr. Alierta was appaointed as a director of Telefdnica and on July 26,
2000, he was appointed as our Executive Chairman. Mr. Alierta is director of Telecom Ttalia since November 8, 2007 and of China Unicom (Hong Kong)
Limited since October 15, 2008, Mr. Alierta holds a law degree frem 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 Fainé Casas serves as Vice-Chairman of our Board of Directors. For over 40 years, Mr. Fainé has worked in several financial inslitutions,
indiuding amongst others: Banco Auantico, 8.A ., (1964), Bance de Asuncion {Paraguay} (1969}, Banca Riva y Garcia, S A. (1973), Banca Jover, S.A_(1574),
and Banco Unidn, S.A. (1978). Mr. Fainé is currently chairman of Caja de Ahorros y Pensiones de Barcelona (“la Caixa™) and of Criteria CaixaCorp, S.A.,
vice-chairman of Abertis Infraestructuras, S.A. and of Confederacién Espaftola de Cajas de Ahomos, and second vice-chairman of Repsol YPF, S A. He is also
a member of the board of directors of Banco Portugués de Investimento, S.A. (BPI), Hisusa, Holding de Infraestructuras y Servicios Urbanes, S.A., Grupo
Financiero Inbursa and a non-executive director of Bank of East Asia. Mr. Fainé holds a doctorate degree in economics, a diploma in Afte Direccién (Senior
Management) from IESE Business School (lns.nraro de Estudios Superwres de la Empresa) and an ISMP in business administration from Harvard

University. He is a member of the Real decad, de Clencias Econd yFi

Mr. Vitalino Manuel Nafria Aznar serves as Vice-Chairman of our Board of Directors. In 1966 he joined Banco de Vizcaya, S.A. In 1983, Mr. Nafra
Aznar was appointed gencral manager of Induban, S.A. (Banco de Financiacion Industrial) in Bilbao. Tn 1988 he worked as regional marager for Aragon,
Navarra y Rioja at Banco Bitbao Vizcaya (BBV). In 1990, he was appointed business manager of BBY. In April 1998, he was appotnted director of the board
of di s and general of BBV in Mexico. In July 2000, he 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 of BB VA and in January 2003 he became
peneral manager of BBVA Americe. 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 of the board of directors of Melrovacesa, 5.A.

Mr. Julio Linares Lipez serves as a director of our Board of Directors and as our Chief Operating Cfficer since December 19, 2007. In May 1970, he
joined our Research 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 of Telefonica Investigacidn y Desarrollo, S.A. In December 1994, he became deputy general manager of the Marketing and
Services Development department in the commercial area and subsequently, deputy gencral manager for Corporate Marketing. In Juby 1997, he was appointed
chief executive officer of TelefSnica Multimedia $.A. and chairman of Telefénica Cable and Producciones Multilematicas, S A. In January 2000, he was
appuinted exccutive chainman of Telefonica de Espaiia, 8.A., a position which 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 Halia. Mr. Linares holds a degree in
telecommunications engineering from the Polytechnic University of Madnd (Universidad Politéenica de Madrid).

Mr. José Maria Abril Pérex serves as a director of our Board of Directors. From 1975 10 1982 he served as fi 1al ger of Sociedad Andnima de
Alimentacién (SAAL). Since then, and until he joined the Banco Bilbao Vizcaya Argentaria Group (BBVA), he was financial manager of Sancel-Scout Ihérica,
5.A.Tn 1985 he joined Banco Bilbao, S.A. as managing director of Invesiment Corporate Banking. From January to April 1993, he was appointed
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executive coordinator of Banco Espaiiol de Créding, S.A. In 1998, he became general manager of the Industrial Group of BBVA. In 1999, he was appointed
member of the executive commitiee of the BBV A Group. He has also been a member of the board of directors of Repsol, 5.4, Tberia, 5.A. and Corporacion
IBV. In 2002 he became managing directer of the Wholesal: and Invesiment Banking Division and a member of the executive committee of BBVA, and he is
now in early retirement. Unlil July 2007, he was vice president of Bolsas y Mercados Espaiioles, 5.A. He is ly a ber of the board of directors of
Advancell, 8.A. He holds a degree in economics from the University of Deusto (Bilbao, Spain) and he has been professor at such university for nine years.

Mr. Jos¢ Fernando de Almansa Moreno-Barreda serves as a director of our Board of Directors. In December 1974 he joined the Spanish Dlplomauc

Corps {Cuerpo Diplomidtice) and served from 1976 to 1992 as Secretary of the Spanish Embassy in Brussels, Cultural C lor of the Spanish Deleg: 10
Mexico, Chicf Director for Eastern European Affairs, Director of Atlantic Affairs in ithe Spanish Foreign Affairs Ministry, C lor 1o 1he ish P
Represeniation to NATCQ in Brussels, Minister-C: Jor of the Spanish Embassy in the Soviet Union, General Director of the National Commission for the

5th Centenndal of the Discovery of the Americas and Deputy General Director for Eastern Eurape 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 I, and is curreatly personal advisor to His
Majesty the King, He is also a substitute director of BBV A Bancomer México, $.A. de C.V.. He holds a law degree from the University of Deusto (Bilbao,
Spain).

Mr. José Maria Alvarez-Pallete Lopez serves as a director of our Board of Directors and, since July 2006, as Chairman of Telefonica Latin America. He
began his career at Arthur Young Auditors in 1987, In 1988, he joined Benito & Monjardin/Kidder, Peabody & Co., where he held various positions in the
research and corporate finance departments. En 1995, he joined Valenciana de Cementos Portland, S.A. (Cemex) as head of the Investor Relations and Studies
department_ In 1996 he was promoted to chief financial officer of Cemex Group in Spain, and in 1998, to chief administration and financial officer of Cemex in
Indonesia, headquartered in Jakarta, and he was appointed member of the Board of Cemex Asia, Itd. In February 1999 he joined the Telefonica Group as
general manager of Finance for Telefonica International, $.A, In S ber of the same year he was promated to chief financial officer of Telefénica. In July
2002, he was appointed chairman and chief executive officer of Telefonica Internacional, 5.A. Mr. Alvarez-Pallete holds a degree in economics from the
Complutense University of Madrid. He also studied economics at the Université Libre de Belgique and holds an International Management Program from the
Pan-American Institute of Execulive Business Administration (IPADE) and an advance research degree from the Universided Complutense of Madrid.

Sir David Arculus serves as a director of our Board of Directors. From 1998 10 2001, he was chairman of Sevemn Trent Ple. and IPC Greup Lid. 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 Telefénica Europe). Sir David
Arculus was deputy president of the Confederation of British Industry (CBI) until 2006 and is currently a member of the board of directors of Pearson, Plc. He
is also chairman of Numis, Plc In 1972 he received an MBA from the London Business School. In 1996, he received his master’s degree in engineering and
economics from Oriet College, Oxford, and in 2003 he received a degree Honoris Causa from the University of Central England.

Ms. Eva Castillo Sanz serves as a director of our Board of Directors. Ms. Castillo began her career at the Spanish broker Beta Capital Sociedad de
Valores, $ A, where she worked for five years, After that, she worked for another five years for Goldman $Sachs International in London in the Ineroational
Equities depaciment. In 1997 Ms. Castillo joined Merrill Lynch as head of Equity Markets for Spain and Portugal. In 1999, she was promoted to Country
Manager for Spain and Portugal and in 2600 she became chief executive officer of Mertrill Lynch Capital Markets Spain. Afier that, Ms. Castillo was
sppointed chief operating officer for EMEA Equity Markets. In October 2003 she was appointed head of Global Markets & Investment Banking in Spain and
Portugal, as well as president of Mermill Lynch Spain. Untl December 2009, she headed Global Wealth Manag t busi operations in Furope, the
Middte East and Africa, including Merrill Lynch Bank (Suisse) and the lntemauonal Trust and Wealth Siructuring business. She was a member of the Memll
Lynch EMEA Executive Committee, the Global Wealth Management Executive and Operating Committees. Ms. Castillo holds degrees in business,
and law (ICADE - 3) from the Universidad Pontificia de Comillas of Madrid.

Mr. Carlos Colomer Casellas serves as a director of our Board of Directors. Mr. Colomer 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 Cigntifical, $ A In 1986, he was also appointed president of Revlen for Euvrope. In 1989, he became chairman of
Revlon International and in 1990, he was appointed executive vice-president and chief operating officer of Revlon Inc. I 2000, he was appointed chairman
and chief execulive officer of the Colomer Group. Mr. Colomer is chairman of the Colomer Group. He is also chairman of Ahorro Bursétil, 5.A. SICAV and
Inversiones Mobiliarias Urquiola, S.A. SICAV. Mr. Cotomer has a degree in economics from the University of Barcelona and an MBA ifrom IESE Business
Schocl (fustitute de Estudios Superiores de Ia 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 Polycell and in
Colgate Palmotive. 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 Unitel. From 1993 to 1998, he held a number of senior positions, including director of British Telecom (BT) Mobile and
president and chief executive officer of Concert. In 1998 he became managing director of BT Cellnet. Subsequently, in 2001 he became chief executive
officer and a director of the board of directors of Telefonica 02 Europe, Ptc (now Telefonica Europe). In 2006 he became executive chairman of Telefénica
©2 Europe, Plg and from July 2006 until December 2007 he served as general manager of the business unit Telefonica Europe. Jn 2008, he joined the Telecom
Advisory Boards of Apax Partners and MacQuarie European Infrastractuse Fund, and become a member of the Strategy Advisory Comminee of Henley
Managemeni Centee. In January 2009 he joined the Board of Ladbrokes P.L.C. as & non executive director. Corrently, 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 ditector of our Board of Directors. From 1968 to 1969 he was assistant to the financial manager of
Hldroelecmcﬂ del Cantdbrice, S.A. From 1969 to 1985, he worked in Banco Urquijo, S.A. holding several positions as analyst, manager of Industrial
and as a repr ative in several subsidiaries in his capacity as member of the board of directors of Banco Urguijo, 5.A. From 1985 to 1996 he
was a member of the board of directors and manager 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 Capilal, S.A. He hasa doctor&le in industrial engineering from the
Industrial Engineers Technical School of the Polytechnic University of Madrid (Escuela Técnica Superior de Ingenievos Industriales de la Universidad
Politécnica de Madrid) and holds an MBA from Harvard University.

Mr. Luiz Fernando Furlfin serves as a director of our Board of Directors. Throughout his career he has been 4 member of the board of directors of
several companies in Brazil and abroad such as Sadia, S.A_, Embraco, 8.A. (Brasmaotor Group-Brazil} and Panamco (Pan American Beverages, Inc. —
EJSA). He was also member of the consulting bosrd of IBM in Latin America and of ABN Amro Bank in Brazil, as well as ¢hairman of Brazilian Chicken
Exporters Association (ABEF), Brazilian Association of Public Owned Companies (ABRASCA) and of Mercosur 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 chairman of the board of directors of Brasil Foods, 5.A. and of Amazonas Sustainability Foundation and member of the board of
directors of Redecard S A_and Amil ParticipagBes 8.A., and member of the Advisory/Consuluve Board of Panasenic {Japan) and McLarty & Associales
{USA). He holds a degree in chemical engineering from the Industrial Engineering Faculty of 530 Paulo and in business administration from University of
Santana (Sio Paulo), with specialization in financial administration from Fundagio Getilio Vargas (Sdo Paulo).

Mr. Gonzalo Hinojosa Ferndndez de Angulo serves as a director of our Board of Directors. He began his career in 1966 in Cortefiet, S.A. and served in
several management positions since then. From 1976 1o 1985 My, Hinojosa was general manager of Cortefiel, S A and 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 Banco Central Hispano Americano, S.A. and as a directer of Portland Valderribas, S A. He has also served as a director of Altadis, S.A. and
of Dinamia Capital Privado, 5.A., SCR. Mr. Hinojosa has a degree in industrial engineering from the Industrial Engincers Technical Scheol of the
Polytechnic University of Madrid (Escrela Técnica Superior de Ingenieros Industrinles de la Universidad Politécnica de Madrid).

Mr, Pablo Tsla Alvarez de Tejera serves as a director of our Board of Directors. Mr. Isla began his career in 1988 as Govemnment Attorney (Abogado def

Estado), and he joined the Bedy of Government Attomeys that year, in the first position of the candidates, for the Spanish Ministry of Transpertation, Tourism
and Communications. In 1991 he moved to the General Management of the Legal Services of the Spanish Govemment (Direccion General
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del Servicio Juridico del Estado). From 1992 to 1996, Mr. Isla served as general manager of the Legal Services Department of Banco Popular, S.A_ In 1996,
he was appoinied general manager of the National Heritage Department of the Treasury Department of Spain (Miristerio de £ ia y Hacienda). He also
served as General Secretary of Banco Popular Espadiol, S.A. from 1998 to 2000. In July 2000, Mr. Isla was appointed chairman of the board of Grupo Altadis
and co-chairman of the company. $ince June 2005, Mr. Ista is the deputy chairman and chief executive officer of Inditex, 5.A. Mr. Isla has a degree in law
from the Universidad Complutense of Madrid.

Mr. Antonio Massanell Lavilla serves as a director of our Board of Directors. In 1971 ke joined the Caja-de Ahormos y Pensiones de Barcelona (“la
Caixa”™), where he held several posts and in 1990, he was appointed assi ger and y of the Steering Commitiee. In the same year, he was
appointed member of the board of directors of VidaCaixa, S.A., Seguros dela Caixa, §.A ., Socredit (Monaco), and Sociedad Espafiola de Medios de Pago,
S.A From 1992 to 1994, Mr. Massanell served as Chairman of the Steering C ittee of Sistema 6000 de la Confederacién Espafiola de Cajas de
Ahorres. Mr. Massanell is currently executive deputy general manager of la Caixa and a member of the boards of directors of e-la Caixa 1, 5.A., Boursorama,
S A, Caixa Capital Risc, 8. G.ECR, §.A,, and Serveis Informatics “La Caixa”, §.A. He is also chairman of Port Aventura E i S.A. and Barcel
Digital Centre Tecnologic {former Fundacié Barcelona Digital). Mr. Antonio Magsanel] Lavilfa holds a degree in economics from the University of Barcelona.

Mr. Francisco Javier De Paz Mancho serves as a director of our Board of Directors. From 1990 to 1993, he was Secretary to the Board of the Spanish
Consumers Association (Unidn de Conswmidores de Espania, UCE). From 1993 to 1996, he served as general mznager of Intemal Trade of the Spanish
Ministry of Tourism and Commerce. From 1994 to 1996, he was chairman of the Observatory of Trading of the Spanish Ministry of Tousism and Commerce
{Observatorio de la Disiribucidn C ieed del Ministerio de Comercio y Turismo); from 1996 to 2004, he was corporate strategy manager of the 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 10 2006, he was
director of Tune] de Cadi, $.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 Altadis, 5.A , and of the Economic and Social Board
and its permanent comanission. From July 2006, he has been & member of the Executive Committee of the Chambers Board (Consejo Superior de¢
Cdmaras). Mr. de Paz has a diploma in publicity and information and followed studies in law. He followed a Programa de Alta Direccion de Empresas from
the IESE Business School (frstituto de Estudios Superiores de la Empresa, University of Navarra).

Executive Officers/Management Team

At March 25, 2010, our executive { team was posed of six general managers, in addition 10 our three excoutive officers who are also
directors on ur Board of Directors.

Biographies of the Executive Officers and Senior Management

We present belew the biographies of our ¢xecutive officers and senior management who do not also serve on our Board of Directors.
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Mr. Guillermo Ausaldo Ludz serves as Chairman of Telefonica Spain since December 2007, and he is also ber of the E: ive C ittee 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 1o 2004 he was 1he chief execulive officer of Telefdnica de Argentina, S.A. and since April 2005, he held the
position of chief executive officer of Telefonica de Espafa, S A. He holds a degree in |ndustnal engineering from the Universidad de Buenos Aires and an
MBA from The Amos Tuck School of Business Administration, Dartmouth College.

Mr. Matthew Key serves as Chairman of Telefonica Europe and is a member of the Executive Committee of Telefdnica. From 1984 until 1998 he held
various positions of responsibility in Arthur Young, the Grand Metropolitan Plc (1988), Coca Cola & Schweppes Beverages Lid (1993-1995), Kingfisher Plc
and finally, from 1998 to 2002, Vodafone Ple. From 2000 to 2002 he worked as non-executive director of Vodafone Egypt. He has served as chairman and
non-executive direclor of Teleo Mobile since 2003. From 2003 to 2005 he was non-executive director of Link Stores. In February 2002, he was appointed
chief financial officer of Tetefdnica 02 UK untif December 2004, Tn January 2005, he was appointed chief executive officer of Telefénica 02 UK. He holds a
degree in ics from Birmingham University.

Mr. Santiago Ferndndez Valbuena serves as General Manager of Finance and Corporate Development since December 2002 and is 2 member of the
Executive Committee of Telefénica He has served as our chief financial officer since July 2002, He joined Telefénica Group in 1997 as chief executive
officer of Fonditel, Telefénica's pension assets manager. Previously, he was the managing director of Societé Génerale Equities, and also head of Equities &
Research at Beta Capital in Madrid. Mr_ Fernindez Valbuena served as president of the Research Commission at the Spanish Institate of Financial
Analysts. He has held senior teaching positions with the MBA programs of the Manchester Business School and Institute de Empresa. He helds a degree in
economics from the Universidad Complutense of Madrid and he also helds an M S. and a PhD degree in economics and finance from Northeastern University
in the United States.

M, Luis Abril Pérez serves as our Technical General Secretary to the Chairman. Mr. Abril stared his professional career as & microeconomics proféssor
in the Universidad Comercial de Deusto, 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 Yizcaya Group (1983 to 1991), he acted as general
director for the Asset Management division. From 1994 to 1999, Mr. Abril acted as general director for Banco Espafio! de Crédito, 5.A. (Banesto), and he later
acted as general director for communications 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 Deusto and he also hotds an MBA from the North European Management Institute, Oslo, Norway.

Mr. Calixto Rios Pérez serves as our General Manager of Internal Audit. Tn 1973, Mr. Rios joined Banco Exterior de Espafia, S.A. as the General
Manager of Extebank in New York City. Subsequenily he was appointed chief executive officer and chief operating officer of Extebandes in
Venczuela. Later, Mr. Rios returned to Madrid as the general manager of International Banking Subsidiaries of Banco Exterior de Espafla, $ A. In 1990, he
was appointed chief executive 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 fi ial officer of Tabacalera, S.A. Aifter the merger of Tabacalera with the French company, Seite, he was
appeinted advisor to the chairman and head of Strategy and Planning. In November 2000, he joined the Telefonica Group as general manager for Institutional
Relations, and in July 2002 he was appointed general manager for Internal Auditing and Communications. He holds a degree in economics from the
Universidad Complutense of Madrid.

Mr. Ramiro Sdnchez de Lerin Garcia-Ovies serves as our General Secretary and Secretary 1o our Board of Directors. He began his carcer in Arthur
Andersen, first working for its audit department and later for its tax department. In 1982, he became a Government Attomey (Abogado del Estado) and started
working for the local tax authorities in Madnid (Defegacidn de Hacienda de Madrid). Afterwards he was assigned to the State Secretariat fer the Evropean
Communities and later to the Foreign Affairs Ministry. He has been general secretary and secretary of the Board of Elosda, §.A., Tabacalera, S.A., Altadis,
S.A. and Xfera Méviles, $.A. He has also held teaching positions in Instituto Catdlico de Administracidn y Direccion de Empresas (ICADE), Institato de
Empresa and Escucla de Hacienda Piblica.
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B. Compensation
Directors

The compensation of our directors is governed by Ariicle 28 of our bylaws, which states that the aggregate compensation amount that we may pay 1o all of
our directors as remuneration and attendance fees shall be fixed by the shareholders at the general ing of shareholders, and such shall remain
unchanged until the shareholders decide to modify it. The Board of Directors shall determine the exact amounts 1o 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 miltion. 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 comp g to the directors by reason
of any executive or advisory duties that they perform for the Group, other than the supervision and collective decisi king duues h in their cap
a3 direciors.

Therefore, the compensation paid 10 our directors in their capacity as members of the Board of Directors, the Executive Commission and/or any of the
advisory and contrel committees consists of a fixed amount payable monthly plus fees For attending the meetings of the Board’s advisoty or control
commitiees. In this respect, executive board members, ather than the Chairman, only receive P ion for discharging their ive duties as
in their respective contracis and not in their capacity as directors.

lated

The following table presents the fixed anoual amounts paid to directors for membership in the Board of Directors, Exccutive Oom.mlssmn and any
advisory or control committees.

S
“ 55;

In addition, each director is paid a fee of €1,250 for atendance at each meeting of an advisory or control committee.

Total compensation paid to cur directors for discharging their duties in 2009 amounted to €4,081,333 in fixed compensation and €252,500 in fees for
attending advisery or control committee meetings. It should atso be noted ihat the compensation paid 1o our directors for serving as members on the boards of
directors of other Telefonica Group companies smounted to €1,791,104. In addition, the directors who are members of the regional advisory committees,
including the Telefonica Corporate University Advisory Council, received additional aggregate compensation of €553,750 in 2009,
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The following 1able presents the breakdown by item of the compensation and benefits paid to Telefénica directors for discharging their duties in 2009:

Other Board
Comuitiees
Board of Executive
Board Members Direclors Commision Fixed pavment Atieadance fets Tod
(im earos)

221 250
%gwﬁm

11,250 _ 189,250
i AiTIE

]
David Arculus 130,000 —
o

2,600,000 300,000 £81,333

In addition, the breakdown of the total paid to executive directors Mr. César Alierta Lzuel, Mr. Julic Linares Lapez and Mr. José Maria Alvarez-Pallete
Lopez for discharging their executive duties by item is as follows:

Item

Compensation in kind
Contributions to pension plans

(1) “Compensation in kind™ includes life and other insurance premiums (gencral medical and dental insurance).

In addition, under the Pension Plan for Senior Executives, we made total coniributions in 2009 on behalf ofexecuhve directors of €1,925,387. The
Pension Plan for Senior Executives is wholly funded by us. This plan envisages annual defined ibuticns equivalent to specific p ges of the
executives' fixed remuneration, in accordance with their professional category, and extraordinary contributions in accordance with the circumstances of each
such executive ag detailed in the plan. Sce Note 21 10 the Consolidated Financial Statements.

Our executive directors also receive compensation under the Performance Share Pian approved at the general shareholders’ meeting of June 21, 2006 and
described in more detail below. The maximum number of shares corresponding to the second, third and fourth phases of the Performance Share Plan will be
granted on July 1, 2010, July 1, 2011, and July 1, 2012 respectively, 1o each of our executive directors if all the terms established for such delivery are met as
follows: for Mr. César Alierta Izuel, 116,239, 148,818 and 173,716 shares, respectively; for Mr. Julko Linares Lopez, 57,437, 101,466 and 130,287 shares,
respectively;, and for Mr. José Maria Alvarez-Pallete Lopez, 53,204, 67,644 and 78,962 shares, respectively  With respect to the payout under the first phase of
the Performance Share Plan i July 2009, the beneficiaries received, in accordance with the general terms and conditions of the Performance Share Plan, all the
shares assigned to them as follows: to Mr. César Alierta Izuel, 129,183 shares; to Mr. Julio Linares Lopez, 65,472 shares; and to Mr. José Maria Alvarez-
Pallete Lopez, 62,354 shares. This maximum payout was made because our total shareholder return, or TSR (as defined in the
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Performarce Share Plan) exceeded that of the relevant comparison group. See Note 21 to the Consolidated Financtal Statements.

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

In addition, we do not grant ard did not grant in 2009 any advances, loans or credits 10 the directors, or 10 our op executives, in accordance with the
requirements of the Sarbanes-Oxley Act.

Executive Qfficers and Senior Management
In 2009, pur six ex¢cutive officers (excluding those that are also Directors) were paid a tolal compensation package of €10,533,852 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 sumber of shares comesponding to the second, third and fourth phases of the Perfonmance Share Plan, described below, to be
delivered to these senior executives as a group, if all the established tesms are met, is 130,911 shares, 306,115 shares and 394,779 shares,
respeclively Similarly, as explained above, these senior execulives received a total of 234,248 shares in 2009 as a result of satisfaction of the TSR requirement
for the first phase under the Performance Share Pian.

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

Fncentive Plans

In gach of 2007, 2008 and 2009, the Tclefonica Group had the following incentive payment plans linked to the share price of Telefonica, 5.A. in effect.

Telefénica, 8.A. share plan; “Performance Share Plan”

At gur general meeting of sharcholders on June 21, 2006, our shareholders approved the introduction of a long-term incentive plan for managers and senior

executives of Telefonica, S.A. and other Telefonica Group companies (the “Performance Share Plan™). Under the Per Share Plan, selected
panticipants who meet the qualifying requirements are given a certain number of our shares as a form of varisble 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 1 (the “Start
Date”) and ending on June 30 three years later (the “End Date™). At the siart of each phase the number of shares to be awarded io Performance Share Plan
beneficiaries is determined based on their success in meeting targets set. The shares are delivered, assuming targeis are met, at the End Date of each
phase. Each phase is independent from the others. The first started on July 1, 2906 (with all shares delivered on July 1, 2009, as described abave) and the fifth
phase begins on July 1, 2010 (with any shares eamned delivered from July 1, 2013).

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

»  The beneficiary must continue to work for us througheut the three years of the phase, subject to certain special conditions related to dep
«  The actual number of shares awarded at the end of each phase will depend on success in meeting argets and the maximum number of shares assigned

to each executive. Success is measured by comparing TSR, which includes both the share price of and dividends on our shares, with the TSRs of a
baskel of listed
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telecommunications companies that comprise the comparison group. Each employee who is a member of the plan is assigned at the start of each
phase a maximum number of shares. The actual number of shares awarded at the end of the phase is calculated by multiplying this maximum number
by a percentage reflecting degree of success at the date in question. This will be 100% if the TSR of Telefdnica is equal Lo or better than that of the
third quartile of the comparison group and 30% if Telefanica’s TSR is in line with the average. The percentage rises on a linear basis for all points
between these two benchmarks. If the TSR is below average no shares are awarded.

The end of the first phase of the Pesformance Share Plan was on June 30, 2609, which included the following maximum number of shares allocated:

Phase Number of shares Unit value (emros) End date
Lst phase July 1, 2006 6,530,615 6.43 June 30, 2009

With the expiration of the first phase of the Performance Share Plan in July 2009 a total of 3,309,968 sharcs (corresponding to a total of 4,533,393 gross
shares less a withholding of 1,224,610 shares prior to delivery) were detivered to our directors included in the first phase. The shares detivered were deducted
from our treasury shares in 2009,

All the shares detivered under the first phase of the Performance Share Plan were hedged with a derivative instrament acquired in 2006. The cost of this
instrument wag €46 million, which in unit 1erms is €6.43 per share. At June 30, 2009, the bank with whom the financial instrument was contracted delivered to

us the shares contracted. These were initially accounted for as treasury shares.

The maximum number of the shares issuable in each of the three o ding phases at D ber 31, 2009 is as follows:

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

To ensure that we had enough shares 1o meel cur obligations at the end of the first phase begun in 2006, we bought an instrument from a financial
institution that defivered 1o us, at the end of the phase, a number of shares determined using the same measure of success as the plan, i ¢ an instrument that
mircored the features of the first phase of the plan. The cost of this instrument was €46 million, which in unit terms is €6.43 per share, assuming the maximum
oumber of shares under this instrument. See Note 20 to our Consolidated Fi i

We have not arranged for any similar dervative for the second phase.

For the third phase, we have arranged a financial instrument under the same conditions as for the first phase, with possible delivery 1o us of up 1o
2,500,000 shares under such instrument. The cost of the financial instrument is €25 million, equivatent to €9.96 per share assuming the maximum number of
shares under this instrument. See Note 20 1o our Consolidated Financial Statements.

For the fourth phase of the Peformance 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 obiain part of the shares necessary lo settle the phase (4,000,000 shares) The cost of
the financial instrument was €34 million, equivalent to €8.41 per share. See Note 20 to our Consolidated Financial Statements.
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Telefonica, 8.A. share option plan targeted at Telefdnica Europe employ “Performance Cash Plan”

In addition to the Performance Share Plan, another plan called the “Performance Cash Plan™, operating under the same conditions as the Performance
Share Plan is targeted at employees of Telefonica Furope. This plan entails delivery to Telefonica Europe executives of a specifi ber of th ical
options in Telefonica, S.A., which are cash-seitled at the end of each phase via a payment equivalent to the market value of the shares on settlement date up to
a maximum of three times the value of the theoretical opions, established for each phase, of the shares at the delivery date.

The value of the theorctical 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 1 of each year, starting in 2006.

Like the Performance Share Plan, the performance rate for setting payments is measured based on the TSR of Telefdnica shares with respect to the
comparison group’s TSRs. Payments will be made in ling with the following criteria:

. Below average 0%
. Average 30%
. Equal to or higher than the third quartile 100%

The aggregate number of options assigned to the three phases outstanding at December 31, 2009 was 412,869

The fair value at December 31, 2009 of the options delivered in each phase in force at that time was €19.55 per option. This value is calculated by ukmg
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 dates indicated for the Telefonica Group during 2007, 2008 and 2009 and each of the
consolidated companies of the Group which comprise our different lines of business and other consolidated subsidiaries.

The number ofemp]oyees 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 bers above, with an average of 129,885 in
2009 and 132,256 a1 December 31, 2609,




Table of Coateats

Of our total employees at December 31, 2009, approximately 51.8 % were women (50.8% at December 31, 2008).

Employee Benefits

We have a pension plan for our Spanish employees. Our contribution corresponds to 4.58% of an employee’s fixed salary {for those employees who
joined Telefénica de Espafia $.A_U. before June 30, 1992 the amount is 6.87%). The obligatory minimum employee contribution is 2.2%. This plan is fully

funded.

As of December 31, 2009, 52,912 of cur employess were members of the pension plan managed by our subsidiary Fonditel Entidad Gestora de Fondes y
Pensiones, 5.A_ (54,819 employees as of December 31, 2008 and 57,675 at December 31, 2007). The total amount contributed in 2009 by the different
Telefonica Group companies was €97 millicn (€98 million and €35 million in 2008 and 2007 respactively).

In addition, in 2006, we approved a Management Benefits Plan (Retirement Plan) for senior executives, wholly funded by us, which complements the
current pension plan. This Management Benefits Plan envisages annual defined contributions by Telefonica equivalent to specific percentages of the
executives” fixed remuneration, in accordance with such executive's professional category, and extraordinary contribulions in accordance with the
circumstances of each executive, payable in line with the conditions of this plan.

Mo provision was made For this Management Benefits Plan by us, as its operation has been fully outsourced to an i fund that is responsible for its
operation.
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E. Share Ownership

At March 25, 2019, the foltowing members of our Board of Directors beneficially cwned directly or indirectly an aggregate of 6,429,677 shares,
representing approximately 0.14% of our capital stock.

ERELS
SRS S

(1) Since March 2, 2007, Mr. Alieria [ holds 8,200,000 European catl opticns over ouwr shares with an exercise price of €22, which, if exercised, mwst be exertised on March 2, 2011 and senled
incash Inaddition to this, since April 11, 2008, he bolds 2,000,000 European call options over our shares with an exercise price of €30, which, if exercised, must be exercised on March 2, 2011
and setiled in cach.

(2} Oa Apnil 6, 2009, Mr. Colomer Casellas reported ro the Spanish Securities Markets Commission {CNMV) the sale of 14,315 puts over Telefonica, A shares, with an exercise price of €13.50,
as well as the sale of 24,000 puis over Telefonica, $.A_ shares with an exervise price of €12.50. On August 6, 2009 Mr. Colomer Casellas reparted 1o the CNMV the purchase of the above-
mentioned 14,815 puts over cur shares which were s0ld on Aprit 6, 2009. On August 6, 2009 he reported the sale of 33,334 puts over our shanes, with an extacise price of €15 thal, i exercised,
st be exercised on 31 May, 2010, CGn Seplember 21, 2009 Mr. Colomer Casellas reporied the purchase of the above-mentionod 24,000 pots over our shares, which were sold on Apel 6, 2009

(3} [n connection with his acquisition of 485,000 shares of Telefonica S.A made on October 11, 2007, Mr. Ferrari Hemrero holds 485 000 pul warrants over our shares with an exercise price of
€18 48 tha, if exercised, musi be exercised on October 13, 2010

At March 25, 2010, members of our exccutive management team {¢xcluding members of our Board of Directors listed above) beneficially owned an
aggregate 878,888 of our shares, representing approximately 0.0193% of our capital steck.

None of our directors or ¢xecutive officers beneficially owned shares representing one percent or more of our share capital at March 25, 2010.

None of our directors and executive officers held options in respect of shares representing one percent or more of our share capital at March 25, 2010.
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Item 7. Major Shareholders and Related Party Transactions
A. Major Shareholders
General
At March 25, 2010, we had 4,563,996,485 shares outstanding, each having a nominal value of €1.G0 per share. All outstanding shares have the same rights.

At March 25, 2010, according 10 information provided to us or to the Spanish National Securities Commission, the CNMV, beneficial owners of 3% or
more of our voting stock were as follows: .

Number of
Nawse of Beneficial Owaer Shares Perees!
35,973, 50
Capital Research and Management Company(4) 144,578,326

(1) Based on the information provided by Bance Bilbao Vizcaya Argentaria, § A_as at December 31, 2009 for the 2009 Anmal Report on Corporate Governance.

(2) Based on information provided by Caja de Ahorros y Pensiones de Barcelona, “la Caixa™ as at December 31, 2009 for the 2009 Anmal Report on Corporate Governance. The 5.16% indirect
shareholding in Telefdnica ts owned by Criteria CaixaCorp, 5.A.

(3  According to notification sent to the Spanish National Securities Commission, the CNMV, daled February 4, 2010,

) According fo notification sent to the Spanish National Securilies Commissien, the CNMYV, dated May 20, 2009.

To the extent that our shares are represented by account in the book-entry form, we do not keep a shareholder registry and our ownership structure cannot
be known precisely. Based on the information 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 form of ADSs by 917 holders of record, including Cede & Co, the
nominee of the Depository Trust Company. The number of ADYSs outstanding was 57,174,439 at December 31, 2009

Ownership Limiations

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

B. Related Party Transactions

During 2009 and through the date of this Annual Report, none of our directors and no member of our management ieam has been involved in any retated
party transzctions with us.

Our Board of Directors' Regulations grant the Board of Directors the exclusive power to authorize any i ions with major shareholders or with our
directors. Prior 10 authorizing any such transaction, our Board will receive an opinion from the Nominating, Compensation and Corporate Govemance
Committee addressing the faimess of the tr tion to 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.

Twa of our major shareholders are financial institutions. We have entered intq related party 1r ions with both panics within our ordinary course
of business, and always on arm’s length tenms. During 2009, the
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execuled transactions were generatly loans or capital markets transaciions provided to us by these financial institutions and agreemenis for us to provide
telccommunications and broadband services to such institutions.

Related Party Transactions with Significant Sharcholders
The main transactions between Telefanica Group companies and our significant shareholders were the following:
Banco Bilbao Vizcaya Argentaria, §.A. and subsidisries comprising its consolidated group “BBVA™:

« Financing transactions arranged under market conditions, with approximately €531 million drawn down at December 31, 2009 (€436 million at
December 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 appréximately €7,824 million at December 31, 2009 (€6,530
million at December 31, 2008).

»  Guarantees granted by BBV A under market conditions for approximately €237 million &t December 31, 2009 (€13 million at December 31, 2008},

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

»  Services, mainly telecommunications and telemarkgting, rendered by Telefonica Group panics to the BBVA Group, under market conditions.

Caja de Ahorros y Pensiones de Barcelona, "1a Caixa”, and subsidiari¢s comprising the consolidated group:

«  Financing transactions armanged under market conditiens, 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 (€348 million at December 31, 2008).

«  Derivative wansactions enfered into under market conditions, for a iotal nominal amount of approximately €800 million in 2009. There wasno
amount in 2008.

» Dividends and other benefits paid 1¢ La Caixa in 2009 for €260 million (€237 million in 2008).
«  Guarantees granted by La Caixa under markes conditions for approximately €17 million at December 31, 2009 (€1 million at December 31, 2008).
*  The telecommunicaticns services rendered by Telefonica Group companies to La Caixa group companies, under market conditions.
Intra-Group Loans
We are the parent company of the Telefénica Group and opemle Lhrough our subsidiaries and affiliated companies. We coordinate group policies,

including financial policy and, in some cases, actual fi i is cond d by us. Most of the transactions we perform with other members of the
Telefonica Group relate to financing transactions, including r.ovenng their needs for funds and providing interest rate and exchange rate hedges.

At December 31, 2009, as recorded in our parent company accounts, we loaned a total of €5,975 million (€13,594 million at Diecember 31, 2008) to
companies of the Telefénica Group while companies of the Telefénica Group and their associates loaned us 2 total of €45,280 million (€46,694 million at
December 31, 2608), of which €10,767 million {€12,331 million at December 31, 2008) was loaned 1o us by Telefénica Europe, B.V. and €24,532 million

148




Table of Conteats

{€17,771 million at December 31, 2008} was loared to us by Telefénica Emisiones S.A.U., our financing subsidiaries devoted to raising funds in the capital
markets, and €8,915 million (€12,671 million at December 31, 2008) was loaned to us by Telefonica Finanzas, 8.A.U., our subsidiary in charge of financial
support for Telefénica Group companies.

With respect to the balances with associated cempanies, the line item “Loans to Associates” on the conselidated statement of financial position at
December 31, 2009, presents an amount of €18 million (€126 mitlion at December 31, 2008).

C. Interests of Experts and Counsel
Not applicable.

Item 8. Fipancizl Information

Congsolidated Financial Statements
Please see [tem 18.

Legal Proceedings

Telefénica and its group companies are party to several legal proceedings which are currently in progress in the courts of law and the arbitration bodics 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 pesition or solvency,
regardless of the putcome. We highlight the following unresolved legal proceedings or those underway in 2009

Contentions proceeding in connection with the merger between Terra Networhs, S.A. and Telefénica, S.A.

On September 26, 2006, Telefonica was notified of the claim filed by former sharcholders of Terra Networks, S.A. (Campoaguss, S.L., Pansbeni, S L. and
others) alleging breach of contract in respect of the terms and conditions set forth in the prospectus of the initizl public offering of shares of Terra Networks,
5.A. dated October 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 Settl of Investment Disp (ICSID) against 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, Telefénica
considered that the terms and conditions of the share wransfer agreement approved by Decree 2332/90 (the “Transfer Agreement”) and the pricing agreement
ratified by Decree 2585/91, both of which were executed by Telefonica with the Argentine government, had been affected appreciably, since the taw rendered
ineffective any dollar or other foreign currency adjustment clauses, or indexation clauses based on price indexes of other couatries, or any other indexation
mechanism in contracts with the public avthoritics. 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. doliar.

A dingly, since neg with the Argentine Go t were ful, on May 14, 2003, Telefonica filed a request for arbitration with the
Intemnational Center for Settlement of Invesiment Disputes {ICSID) pursuant to the Agreement for the Promotion and Reciprocal Protection of Investments
between the Argentine Repubtic and the Kingdom of S8pain. On December 6, 2004, Telefonica filed the “Memoral” or claim with the ICSID.

On February 15, 2006, Telefnica d¢ Argentina signed a memorandum of und ding with the Argentine government as a prerequisite to reaching an
agreement to renegolinte the Transfer Agreement pursuant to the provisions of Arlicle 9 of Law 25,561, Among other issues, the memorandum of
understanding envisaged the suspension by Telefonica de Argentina and Telefonica for a centain 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 (o Telefonica de Argentina.

On August 21, 2009, afier successive extensions of (e period of suspension included in the durm of und ling, Telefonica and the Argentine
government agreed 10 consider this arbitration proceeding concluded. As a result, both parties requested the ICSID Court to suspend the proceeding, which the
court agreed (o on September 24, 2009

Appeal for judicial review of the Spanish Competition Court (TDC) ruling of April 1, 2004

On April 1, 2004, the TDC ruled that Telefénica de Espaiia had engaged in unfair trade practices prohibited under Articte 6 of Antitrust Law 16/1989,
dated July 17, and Anticle 82 of the EC Treaty, consisting in the abuse of 4 dominant market position, by conditioning the provision of cerfain services to the
non-existence of predialing arrangements with rival operators and running disloyal advertising campaigns. It imposed a fine of €57 million,

Telefénica de Espaia filed an appeal for judicial review of this decision. On January 31, 2007, the National Appellate Court ruled in favor of the appeal,
thereby overtumning the TDC's uling. The State atiomey fliled an appeal to overtwm the Supreme Court ruling on January 15, 2008, which Telefonica
contested in July of 2008. This court has se1 April 6, 2010 as the judgment date.

Cancellation of the UMTS Ecense granted to Quant GMBH in Germany

In December 2004, the Germany Tetecommunications Market Regulator revoked the UMTS license granted in 2000 to Quam GmbH, in which Telefonica
has a stake. After obtaining a suspension of the revocation order, on January 16, 2006, Quam GmbH filed a suit against the order with the German

courts. This claim sought to overtum the revocation order and, if this failed, 1o be reimbursed for the 1otal or partial p of the original paid for
the license.
This claim was rejected by the Cologne Administrative Court. Quam GmbH has appealed the decision before the Sup Administrative Court of North

Rhine-Westphalia, which also rejected its appeal.

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

Appeal against the Enropean Commission ruling of July 4, 2007 against Telefénica de Espaiia’s broadband pricing policy

On February 22, 2006, we were sent a stalement of objections, initiating disciplinary proceedings for conduct that goes against Article 82 of EC Treaty
rules. Subsequently, on July 9, 2007, the Eutopean Commission issued a decision, imposing a fine of €152 millicn on us and Telefénica de Espafia. The ruling
charged us with applying a margin squeeze between the prices we charged competitors to provide regional and national wholesale broadband services and our
retail broadband prices using ADSL technology from September 2001 to Pecember 2006.

On September 10, 2007, we and Tetefénica de Espafia both filed appeals 1o overtum the decision before the Court of First Instance of the European
Community. The Kingdom of Spain also lodged an appeal to overturn the decision. 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 Agencia Nacional de Tel icagdes (ANATEL) regarding the inclasion of i ion and k usage
revenues i the Fundo de Universolizagdo de Servigos de Telecomunicagdes (FUST).

Brasileel, NV, {Vivo) Group operators, together with other Brazilian wireless operators, appealed ANATEL's decision of D ber 16, 2005, to includ,
interconnection and network usage revenues and expenses in the calculation of the amounts payable into the Fund for Universal Access to Telecommunications
Services (Fundo de Universalizagdo de Servigos de Telecomunicagbes, or FUST for its initials in Portuguese), a fund 1o pay for the
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obligations 1o 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 ANATEL's decision from being applied. On March 6, 2007, a ruling in favor of the mebile operators was
issued, stating that it was not appropriate to include the revenues received from other operators in the taxable income for the FUST calculation and rejecting the
retroactive application of ANATEL's decision. ANATEL filed an appeal to overturn this decision with the Brasilia Regional Federal Count no. 1, This appeal
is pending resolution.

At the same time, Telesp and Telefonica Empresas, S.A., together with other fixed line operators through ABRAFIX (Associapdo Brasileira de
Coricessiondrias de Servigo Telefonico Firo Comutado) appeated ANATEL's decision of December 16, 2005, atso obtaining injunctions. On June 21, 2007,
Federal Regional Court no. | ruled that it was not appropriate to include the interconnection and netwerk 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. 1. This appeal is pending resolution.

Proceeding before the Prague District Conrt against the ruling of the Crech Telecommunications Office dated December 22, 2003.

On December 22, 2003, the Czech Telecommunications Office issued a ruling that required Cesky Telecom (now Telefénica 02 Czech Republic) to pay
T-Mobile Czech Republic, a.s. 898 million Czech crowns (equivalent to approximately €26 million) in inter ot fees {call termination) for the period
from January 1o November 2001

Although the administrative procedure filed by Telefonica O2 Czech Republic against this resolution had yet to be resolved, in 2007 T-Mobile Czech
Republic asked the Prague District Courl no. 3 to enforce the decision, entailing an amount of approximately 1,859 million Czech crowns (approximately €573
million) of principal and interest. The Prague District Court accepted the pelition and on May 23, 2007, issued a ruting initiate the execution of against any
asset of Telefdnica 02 Czech Republic. Telefonica 02 Czech Republic requested that the execution erdered by the Prague District Court 3 be limited 1o
certain assets or be ruled inadmissible. No definitive ruting has yet been made. Tetefonica 02 Czech Republic paid approximately 2,023 million Czech crowns
{approximately €82 mitlion) to prevent a potential order of execution and 16 remove the preventive embargo on its assets. Nonetheless, the procedure
continued in the courts. Tn Apri! 2009, an agreement was reached between T-Mobile Czech Republic and Telefonica 02 Czech Republic that ended the
procedure, whereby T-Mobile Czech Republic returned approximately 1,053 million Czech crowas (approximately €40 million) to Telefonica 02 Czech
Republic. All disputes and related proceedings between T-Mobile and Telefonica 02 Czech Republic regarding interconmection fees in 2001 were ferminated
according to this serlement agreement. The relevant courts issued decisions on termination of all related proceedings during May and June 2009

Public civil procedure by the Sao Paulo government against Telesp for alleged repeaied malfunctioning in the services provided by Telesp reguesting
ip ion for damages to the affected, )

In February 3, 2609, 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 10 the customers affected. A general claim was filed by
the Public Ministry of the State of Sao Paulo suggesting an indemnification of 1,000 million Brazilian reais, calculated on the company’s revenue base over the
last five years. Telesp’s potential responsibility will only be known in the ¢aleulation and enfercement of the award by affected consumers.

This proceeding was suspended via resotution dated November 5, 2009, for a period of 90 days, to assess the proposed agreement being negotiated
between the parties. As no agreement was reached, the suspension was lifted and the procedure remains in the courts. It is not currently possible to evaluate the

amount involved in this lawsuit.
Tax proceedings.

For information on legal proceedings related to tax matters, see Note 17 to our Consolidated Financial Statements.
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Dividend information and shareholders® return
Dividend background
The 1able below sets forth the anaual 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 fiest half of the following year,

Year cuded December 31,

;ﬁﬁgﬁﬁ'wﬁggwi@qga
0.0

(1} OnJannary 28, 2009, our Board of Direclors approved a proposal 1o increase the dividend for 2009 10 a total amount of €1.15 per share, 1o be payable in two tranches. In accondance with this, a
cash dividend of €050 per share was paid on November 11, 2009, charged against nnrestricted reserves. In addition, the appropriate corporate resohutions will be passed during 2010 to
complete the commitied dividend payment for 2009.

[b3] Tl-sammuun-:lndcsamhdnxlendnfﬁ)ﬂ)?pcrs?mpmdonNmen-berllwaandcmrgodwslarememum Additiorally, there was a distributi June 2005 of oar titasury
stock inthe of ene share for every 25 shares held, also charged againgt share premium,

At our Seventh Investor Conference held on October 10, 2009, in Madrid, we announced a proposal to distribute a dividend of €1.40 per share for
2010. This dividend will be payable in two tranches. Additionally, we announced that we had set as a target 10 increase, up to a minimum of €1.75 per share,
the dividend for 20E2.

Paymends of any future dividends will be dependent on our results of operations, liquidity and capital resources and market conditions at the time, all of
which may be influenced by a variety of faclors. See “Cautionary Statement Regarding Forward-Looking Statements”.

Yreasury shares and shore buyback program

We held the following Telefonica, $.A. shares as treasury shares at the dates indicated:

Acquisition Trading Market vaie(?)  Perceatspe of
price price (1) (i waillions off owr capiial sock

2 66867%

(1} Closing price af ous shares on the Automated Guoiztion System of the Spanish stock cxchange at the indicated dates.
{2) Markel value is calculated as trading price times mmmber of shares held on treasury #f ihe indicated dates.
{3) Calculated uging rapital stock at each date.

Telefonica §.A. is the only Group company which owns any Telefénica, S.A. shares.
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The following transactions involving treasury shares were carried out in 2008 and 2009:

Treasury shares at December 31, 2009

Bétfoms
Share cancellation

Acquisitions

Dispo

The amount paid to acquire Telefonica, S.A. shares in 2009 was €1,005 million (€2,225 million in 2003).

At December 31, 2009, we held call options on 150 million Telefonica, 8.A. shares. At December 31, 2008, we held put options on 6 million Telef6nica,
$.A shares.

On February 27, 2008, and within our shareholder remuneration policy, our Board of Directors announced the launching of a new 2008 share 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 1o the 100 million shares already bought since the beginning of 2008, A1 March 31, 2009, we completed the second
tranche of the progeam. 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 sharcholders® meeting held on
April 22, 2008, approved the reduction of our share capitat by €68,500,000, by cancelling 68,500,000 shares of treasury stock. This capital reduction was
completed in Juty 2008.

Further, our annual general shareholders® meeting held on June 23, 2009 approved the reduction of our share capital by the amount of €141,000,0600 by
means of the cancellation of 141 000,900 shares of our treasury stock. This capital reduction was completed in December 2009, This capital reduction required
us to amend Atlicle 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 ef an equal rumber
of ordinary shares, all of a single serics and with a nominal value of £1.00 per share, totally paid in.
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Item 3. The Offering and Listing
A. Offer and Listing Dretails
General
Qur oedinary shares, nominal value €1.00 each, ar¢ 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 are also listed on various foreign exchanges such as the London, Buenos Ajtes and

Tokye stock exchanges. Qur BDRs ar¢ listed on the $40 Paulo Stock Exchange. Qur 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 atl siock splits, for our shares on the
Madrid Stock Exchange, which is the principal Spanish market for our shares, and our ADSs on the New York Stock Exchange:

Ménth éadéd Debem
ed Ja
Monlh ended Mamh 31, 20!0 (through March 23, 2010) 18.065 17.470 7399

Source: Madrid Stock Exchange Information and Bloomberg.

On March 23, 2010, the closing price of our shares on the Automated Quotaticn 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 transfess in euro as certified for customs purposes by the Federat Reserve Bank of New York on
that date.

Qur ADSs are listed on the New York Stock Exchange under the symbol “TEF”. Citibank, N_A. is the Depositary issuing ADSs in form of certificated
ADSs (American Depositary Receipts, or ADRs) or uncertificated ADSs 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 s of March 9, 2007 among Telefénica, the Depositary and the holders from time to time of
ADSs (the “Deposit Agreement”). Each ADS represents the right to receive three shares.

Al December 31, 2009, approximately 171,523,317 of our shares were held in the form of ADSs by 917 holders of record, including Cede & Co., the
nominee of The Depository Trust Company. The nuraber of ADSs cuistanding was 57,174,439 at December 31, 2009.

Spanish Securities Market Legislation

The Spanish Securities Markets Aot (Ley del Mercado de Valores, or the LMV), enacted in 1988 and further amended, regulates the primary and
secondary secuiities markets in Spain by establishing principles for their
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