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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report contains statements that constitute forward-looking statements within the meaning of Section 27A

of the Securities Act of 1933, as amended, Section 21E of the Securities Exchange Act of 1934 (the “Exchange Act”), as
amended, and the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. The forward-looking
statements in this Annual Report can be identified, in some instances, by the use of words such as “will,” “expect,” “aim,
“hope,” “anticipate,” “intend,” “believe” and similar language or the negative thereof or by the forward-looking nature o
discussions of strategy, plans or intentions. These statements appear in a number of places in this Annual Report
including, without limitation, certain statements made in “Item 3. Key Information—Risk Factors,” “Item 4. Information on
the Company,” “Item 5. Operating and Financial Review and Prospects” and “Item 11. Quantitative and Qualitative
Disclosures About Market Risk™ and include statements regarding our intent, belief or current expectations with respect

to, among other things:

£}

. the effect on our results of operations of competition in telecommunications markets;
o trends affecting our business financial condition, results of operations or cash flows;
o acquisitions or investments which we may make in the future;
o our capital expenditures plan;
o our estimated availability of funds;
. our ability to repay debt with estimated future cash flows;
o our shareholder remuneration policies;
. supervision and regulation of the telecommunications sectors where we have significant operations;
o our strategic partnerships; and
o the potential for growth and competition in current and anticipated areas of our business.

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

echanges in general economic, business or political conditions in the domestic or international markets in which we
operate or have material investments that may affect demand for our services;

eexposure to currency exchange rates, interest rates or credit risk related to our treasury investments or in some of
our financial transactions;

. existing or worsening conditions in the international financial markets;
ethe impact of current, pending or future legislation and regulation in countries where we operate, as well as any

failure to renew or obtain the necessary licenses, authorizations and concessions to carry out our operations and the
impact of limitations in spectrum capacity;
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o customers’ perceptions of services offered by us;

ethe actions of existing and potential competitors in each of our markets as well as the potential effects of
technological changes;

. failure of suppliers to provide necessary equipment and services on a timely basis;

. the impact of unanticipated network interruptions including due to cyber-security actions;
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o the effect of reports suggesting that electromagnetic fields may cause health problems;

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

epotential liability resulting from our internet access and hosting services arising from illegal or illicit use of the
internet, including the inappropriate dissemination or modification of consumer data; and

. the outcome of pending or future litigation or other legal proceedings.

Readers are cautioned not to place undue reliance on those forward-looking statements, which speak only as of the
date of this Annual Report. We undertake no obligation to release publicly the result of any revisions to these
forward-looking statements which may be made to reflect events or circumstances after the date of this Annual Report
including, without limitation, changes in our business or acquisition strategy or planned capital expenditures, or to
reflect the occurrence of unanticipated events.

10
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CERTAIN TERMS AND CONVENTIONS

Our ordinary shares, nominal value 1.00 euro per share, are currently listed on each of the Madrid, Barcelona, Bilbao
and Valencia stock exchanges and are quoted through the Automated Quotation System under the symbol “TEF.” They
are also listed on various foreign stock exchanges such as the London and Buenos Aires stock exchanges. American
Depositary Shares (“ADSs”), each representing the right to receive one ordinary share, are listed on the New York Stock
Exchange and on the Lima Stock Exchange. ADSs are evidenced by American Depositary Receipts (“ADRs”) issued
under a Deposit Agreement with Citibank, N.A., as Depositary.

99 ¢

As used herein, “Telefénica,” “Telefénica Group,” “Group”, the “Company” and terms such as “we,” “us” and “our

Telefonica, S.A. and its consolidated subsidiaries, unless the context requires otherwise.

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

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

*“Access” refers to a connection to any of the telecommunications services offered by us. Because a single fixed
customer may contract for multiple services, we count the number of accesses, or services a customer has contracted
for. For example, a customer that has fixed line telephony service and broadband service represents two accesses
rather than one. The following are the main categories of accesses:

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

—Internet and data accesses: includes retail broadband accesses (retail asymmetrical digital subscriber line “ADSL,”
very high bit-rate digital subscriber line “VDSL”, satellite, fiber optic and circuits over 2 Mbps), narrowband accesses
(internet service through the PSTN lines) and other accesses, including the remaining non-broadband final client
circuits. “Naked ADSL” allows customers to subscribe for a broadband connection without a monthly fixed line fee.

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

—Mobile accesses: we count each active SIM as an access regardless of the number of services contracted through the
SIM. Mobile accesses include accesses to mobile network for voice and/or data services (including connectivity).
Mobile accesses are categorized into contract and prepay accesses.

—Mobile broadband includes Mobile Internet (internet access from devices also used to make voice calls e.g.
smartphones-), and Mobile Connectivity (internet access from devices that complement fixed broadband, such as
PC Cards/dongles, which enable large amounts of data to be downloaded on the move).

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

*“ARPU” is the average revenues per user per month. ARPU is calculated by dividing total gross service revenues
(excluding inbound roaming in revenues) from sales to customers for the preceding 12 months by the weighted
average number of accesses for the same period, and then divided by 12.

11
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. “CDMA” means Code Division Multiple Access, which is a type of radio communication technology.

¢ “Cloud computing” is the delivery of computing as a service rather than a product, whereby shared resources, software,
and information are provided to computers and other devices as a utility over a network (typically the Internet).

. “Commercial activity” includes the addition of new lines, replacement of handsets and migrations.

12
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. “Churn” is the percentage of average customers disconnected over a period of time.

e“Data ARPU” is the average data revenues per user per month. ARPU is calculated by dividing total data revenues
(SMS, MMS and other data revenues like mobile connectivity and mobile internet, etc.) from sales to customers for

the preceding 12 months by the weighted average number of accesses for the same period, and then divided by 12.

e“Data traffic” includes all the traffic related to internet access service, messaging service (SMS, MMS) and to
connectivity service that is transported by the company’s networks and that generates data revenue.

e“Data revenues” includes revenues from SMS, MMS and other data services like mobile connectivity and mobile
internet, etc. consumed by the customer.

¢“Digital Dividend” refers to the amount of spectrum that will be freed up in the switchover from analogue to digital
terrestrial TV.

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

*“FTTx” is a generic term for any broadband network architecture that uses optical fiber to replace all or part of the
metal local loop typically used for the last mile of telecommunications wiring.

. “Gross adds” means the gross increase in the customer base measured in terms of accesses in a period.
¢ “HSPA”/“HSDPA” means High Speed Downlink Packet Accesses, which is a 3G mobile telephony communications
protocol in the High-Speed Packet Access (HSPA) family, which allows networks based on UMTS to have higher

data transfers speeds and capacity.

. “HDTV” or high definition TV has at least double resolution than standard definition TV (“SDTV”), being able to
show higher level of details compared to an analogic TV or to a common DVD.

¢ “Interconnection revenues” means revenues received from other operators which use our networks to connect to our
customers.

. “ISP” means Internet service provider.

*“IT”, or information technology, is the acquisition, processing, storage and dissemination of vocal, pictorial, textual
and numerical information by a microelectronics-based combination of computing and telecommunications.

*“Local loop” means the physical circuit connecting the network termination point at the subscriber’s premises to the
main distribution frame or equivalent facility in the fixed public telephone network.

. “LTE” means Long Term Evolution, a 4G mobile access technology.

e “Market share” is the percentage of final accesses or revenues of one operator compared to the total market in its
operating area.

*“M2M?”, or machine to machine, refers to technologies that allow both mobile and wired systems to communicate with
other devices of the same ability.

13
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“MTR” means mobile termination rate, which is the charge per minute or SMS paid by a telecommunications network
operator when a customer makes a call to another network operator.

*“MVNO” means mobile virtual network operator, which is a mobile operator that is not entitled to use spectrum for the
provision of mobile services. Consequently, an MVNO must subscribe to an access agreement with a mobile
network operator in order to provide mobile access to their customers. An MVNO pays such mobile network
operator for using the infrastructure to facilitate coverage to their customers.

*“Net adds” means the difference between the customer base measured in terms of accesses at the end of the period and
the beginning of the period.

. “Non SMS data revenues” means data revenues excluding SMS revenues.

14
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. “OTT services” or “over the top services” means services provided through the Internet (such as television).
. “P2P SMS” means person to person short messaging service (usually sent by mobile customers).

3 2 . .
. Revenues” means net sales and revenues from rendering of services.

e“Service revenues” means revenues less revenues from handset sales. Service revenues are related mainly with
telecommunication services, especially voice and data services consumed by our customers.

¢ “SIM” means subscriber identity module, a removable intelligent card used in mobile handsets, USB modems, etc. to
identify the user in the network.

® “Voice Traffic” means voice minutes used by our customers over a given period, both outbound and inbound.
. “UMTS” means Universal Mobile Telecommunications System.
. “VoIP” means voice over Internet protocol.

*“Wholesale accesses” means accesses we provide to our competitors, who then sell services over such accesses to their
residential and corporate clients.

In this Annual Report we make certain comparisons in local currency or on a “constant euro basis” or “excluding foreign
exchange rate effects” in order to present an analysis of the development of our results of operations from year-to-year
without the effects of currency fluctuations. To make comparisons on a local currency basis, we compare financial
items in the relevant local currency for the periods indicated as recorded in the relevant local currency for such
periods. To make comparisons on a “constant euro basis” or “excluding foreign exchange rate effects,” we convert the
relevant financial item into euro using the prior year’s average euro to relevant local currency exchange rate. In
addition, we present certain financial information excluding the effects of Venezuela being considered a
hyperinflationary economy in 2011, 2012 and 2013 by eliminating all adjustments made as a result of such
consideration.

15
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PRESENTATION OF CERTAIN FINANCIAL INFORMATION

In this Annual Report, references to “U.S. dollars,” “dollars” or “$,” are to United States dollars, references to “pounds
sterling,” “sterling” or “£” are to British pounds sterling, references to “reais” refer to Brazilian reais and references to “euro
“euros” or “€” are to the single currency of the participating member states in the Third Stage of the European Economic
and Monetary Union pursuant to the treaty establishing the European Community, as amended from time to time.

Our consolidated financial statements as of December 31, 2012 and 2013, and for the years ended December 31, 2011,
2012 and 2013 included elsewhere in this Annual Report including the notes thereto (the “Consolidated Financial
Statements”), are prepared in conformity with International Financial Reporting Standards (“IFRS”) as issued by the
International Accounting Standards Board (“IASB”).

10
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PART I
Item 1. Identity of Directors, Senior Management and Advisors
A. Directors and Senior Management

Not applicable.

B. Advisers

Not applicable.

C. Auditors

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

Item 3. Key Information
A. Selected Financial Data

The following table presents certain selected consolidated financial data. It is to be read in conjunction with “Item 5.
Operating and Financial Review and Prospects” and the Consolidated Financial Statements. The consolidated income
statement and cash flow data for the years ended December 31, 2011, 2012 and 2013 and the consolidated statement
of financial position data as of December 31, 2012 and 2013 set forth below are derived from, and are qualified in
their entirety by reference to the Consolidated Financial Statements. The consolidated income statement and cash flow
data for the years ended December 31, 2009 and 2010 and the consolidated statement of financial position data as of
December 31, 2009, 2010 and 2011 set forth below are derived from Telefénica, S.A.’s consolidated financial
statements for such years, which are not included herein.

Our Consolidated Financial Statements have been prepared in accordance with IFRS as issued by the IASB.

11
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The basis of presentation is described in detail in Note 2 to our Consolidated Financial Statements.

Millions of euros 2009 2010 2011 2012 2013
Revenues 56,731 60,737 62,837 62,356 57,061
Other income 1,645 5,869 2,107 2,323 1,693
Supplies (16,717 ) (17,606 ) (18256 ) (18,074 ) (17,041 )
Personnel expenses 6,775 ) (8409 ) (11,080 ) (8,569 ) (7,208 )
Other expenses (12,281 ) (14,814 ) (15,398 ) (16,805 ) (15,428 )
Depreciation and amortization (8,956 ) (9,303 ) (10,146 ) (10433 ) (9,627 )
OPERATING INCOME 13,647 16,474 10,064 10,798 9,450
Share of (loss) profit of associates 47 76 (635 )y (1,275 ) @304 )
Net finance expense 2,767 ) 2537 ) (2,782 ) (3,062 ) (2,096 )
Net exchange differences (540 ) (112 ) (159 ) (597 ) (170 )
Net financial expense 3,307 ) 2649 ) (2941 ) (3,659 ) (2,866 )
PROFIT BEFORE TAX FROM CONTINUING

OPERATIONS 10,387 13,901 6,488 5,864 6,280
Corporate income tax 2,450 ) (3,829 ) (301 )y (1461 ) (1,311 )
PROFIT FOR THE YEAR FROM

CONTINUING OPERATIONS 7,937 10,072 6,187 4,403 4,969
Profit after taxes from discontinued operations - - - - -

PROFIT FOR THE YEAR 7,937 10,072 6,187 4,403 4,969
Non-controlling interests (161 ) 95 (784 ) (475 ) (376 )
PROFIT FOR THE YEAR ATTRIBUTABLE

TO EQUITY HOLDERS OF THE PARENT 7,776 10,167 5,403 3,928 4,593

Weighted average number of shares (thousands) 4,626,134 4,595,215 4,583,974 4495914 4,519,717
Basic and diluted earnings per share from
continuing operations attributable to equity

holders of the parent (euro)(1) 1.68 2.21 1.18 0.87 1.01

Basic and diluted earnings per share attributable

to equity holders of the parent (euro)(1) 1.68 2.21 1.18 0.87 1.01
Earnings per ADS (euro)(1)(2) 1.68 2.21 1.18 0.87 1.01
Weighted average number of ADS (thousands)(2) 4,626,134 4,595,215 4,583,974 4,495914 4,519,717
Cash dividends per ordinary share (euro) 1.00 1.30 1.52 0.82 0.35
Consolidated Statement of Financial Position

Data

Cash and cash equivalents 9,113 4,220 4,135 9,847 9,977
Property, plant and equipment 32,004 35,802 35,469 35,021 31,040
Total assets 108,141 129,775 129,623 129,773 118,862
Non-current liabilities 56,931 64,599 69,662 70,601 62,236
Equity (net) 24,274 31,684 27,383 27,661 27,482
Capital stock 4,564 4,564 4,564 4,551 4,551
Consolidated Cash Flow Data

Net cash from operating activities 16,148 16,672 17,483 15,213 14,344
Net cash used in investing activities (9,300 ) (15,861 ) (12,497 ) (7,877 ) (9,900 )
Net cash used in financing activities (2,281 ) (5,248 ) (4912 ) (1243 ) (2,685 )

(1) The per share and per ADS computations for all periods presented have been presented using the weighted average
number of shares and ADSs, respectively, outstanding for each period, and have been adjusted to reflect the stock
dividends which occurred during the periods presented, as if these had occurred at the beginning of the earliest
period presented. In accordance with IAS 33 (“Earnings per share”), the weighted average number of ordinary shares

18
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and ADSs outstanding for each of the periods covered has been restated to reflect the issuance of shares pursuant to
Telefdnica’s scrip dividend in June 2012. As a consequence, basic and diluted earnings per share have also been
restated from 2009 to 2011.

(2)Until January 20, 2011, each ADS represented the right to receive three ordinary shares. Since January 21, 2011,
each ADS represents the right to receive one ordinary share. The above figures have been restated accordingly.
Figures do not include any charges of the ADS Depositary.

12
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As used in this Annual Report, the term “Noon Buying Rate” refers to the rate of exchange for euro, expressed in U.S.
dollars per euro, in the City of New York for cable transfers payable in foreign currencies as certified by the Federal
Reserve Bank of New York for customs purposes. The Noon Buying Rate certified by the New York Federal Reserve
Bank for the euro on March 14, 2014 was $1.3924= 1.00 euro. The following tables describe, for the periods and dates
indicated, information concerning the Noon Buying Rate for the euro. Amounts are expressed in U.S. dollars per 1.00
euro.

Noon Buying Rate
Period Average

Year ended December 31, end (D) High Low
2009 1.4332 1.3955 1.5100 1.2547
2010 1.3269 1.3218 1.4536 1.1959
2011 1.2973 1.4002 1.4875 1.2926
2012 1.3186 1.2909 1.3463 1.2062
2013 1.3779 1.3303 1.3816 1.2774
2014 (through March 14, 2014) 1.3924 1.3743 1.3927 1.3500

Source: Federal Reserve Bank of New York.
(1)The average of the Noon Buying Rates for the euro on the last day reported of each month during the relevant
period.

Noon Buying Rate

Month ended High Low
September 30, 2013 1.3537 1.3120
October 31, 2013 1.3810 1.3490
November 30, 2013 1.3606 1.3357
December 31, 2013 1.3816 1.3552
January 31, 2014 1.3682 1.3500
February 28, 2014 1.3806 1.3507
March 31, 2014 (through March 14, 2014) 1.3927 1.3731

Source: Federal Reserve Bank of New York.

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

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

Our consolidated results are affected by fluctuations between the euro and the currencies in which the revenues and
expenses of some of our consolidated subsidiaries are denominated and recorded (principally the Brazilian real, the
pound sterling, the bolivar fuerte, the Argentine peso, the Peruvian nuevo sol, the Chilean peso, the Czech koruna
(crown), the Colombian peso and the Mexican peso). See Note 3 (b) to our Consolidated Financial Statements for the
exchange rates we used in preparing our consolidated financial information.
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B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.
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D. Risk Factors

The Telefénica Group’s business is conditioned by a series of intrinsic risk factors that affect exclusively the Group, as
well as a series of external factors that are common to businesses of the same sector. The main risks and uncertainties
facing the Company which could affect its business, financial position, reputation, corporate image and brand and its
results, must be considered jointly with the information in the Consolidated Financial Statements, and are as follows:

Group-related risks
Worsening of the economic and political environment could negatively affect business.

Telefénica’s international presence enables the diversification of its activities across countries and regions, but entails
the need of considering various legislations, as well as the political and economic environments of the countries in
which it operates. Any adverse developments or even just uncertainties in this regard, or possible exchange-rate or
sovereign-risk fluctuations may adversely affect the business, financial position, cash flows and/or the performance of
some of the Group’s economic and financial indicators.

With respect to the economic environment, the Telefénica Group’s business is impacted by overall economic
conditions in each of the countries in which it operates. Economic conditions may adversely affect the level of

demand of existing and prospective customers, as they may no longer deem critical the services offered by the Group.

The main macroeconomic factors that could have an adverse impact on consumption and, accordingly, on the level of

demand for our services and finally, on the Telefénica Group’s results, are: the shortage of credit in an environment of
adjustment of banks’ balance sheets; the evolution of the labor market; the worsening of consumer confidence, with an
increase in savings rates as an immediate consequence; or the needs for greater fiscal adjustment, which would

negatively impact on the household income levels and corporate investments, expenses and revenues.

This economic risk might be significant in some European countries which are on the road to recovery but are
rebounding more slowly due to financial imbalances that must continue to be corrected. According to the European
Economic and Financial Affairs Council, the European economy is expected to have shrunk by 0.4% in 2013 and will
only grow 1.1% in 2014, assuming, therefore, that private consumption growth may be weak in certain cases. In this
region, the Telefonica Group generated 47% of the Group’s total revenues in 2013 (including 22.7% in Spain, 11.7%
in the UK and 8.6% in Germany).

Also, the impact of the sovereign debt crisis and the rating downgrades in certain Euro Area countries should be taken
into account. Any additional deterioration in the sovereign debt markets, doubts about developments in European
projects (e.g. implementation of the banking union project, the results of the European elections or progress towards
fiscal integration), as well as further credit restrictions by the banking sector could have an adverse effect on
Telefénica’s ability to access funding and/or liquidity which could have a significant adverse effect on the Group’s
businesses, financial position, results of operations and cash flows. In addition, the Group’s business may be affected
by other possible effects from the economic crisis, including a possible insolvency of key customers and suppliers.

In Latin America, the most important challenge is the exchange-rate risk in Venezuela and Argentina (with a sustained
accelerated depreciation of the peso against the U.S. dollar), given the negative impact that a higher than expected
depreciation in their currencies could have on cash flows from both countries. The economic outlook for the entire
region suggests that growth rates will remain stable at around 3%, supported by solid domestic demand fundamentals.
The international scenario, despite being not so favorable as in the past periods, will remain to have a relatively benign
impact on the region, except for, among others, potential periods of volatility linked to the evolution of the developed
financial markets (especially long-term interest rates in the United States affected by the U.S. Federal Reserve’s
intervention that are not discounted in the market), a greater than envisaged economic slowdown in Asia (a key region
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for Latin America), and the slow progress being made with structural reforms projects in the majority of these
countries which limits potentially higher growth rates. The most significant internal macroeconomic risk factors in the
region would be the very high inflation rates in Venezuela and Argentina that could lead to economic stagnation in
these countries, the delicate situation of Venezuela's public finance, and the deterioration in the external accounts of
countries such as Argentina, Brazil, Chile and Peru; though with very different funding outlooks for the latter three
(favorable) than the first.

In relation to the political environment, the Group’s investments and operations in Latin America could be affected by

a series of risks related to economic, political and social factors in these countries, collectively denominated “country
risk”. On this point, approximately 15% of our revenues in the telephony business are
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generated in countries that do not have investment grade status (in order of importance Venezuela, Argentina,
Ecuador, Guatemala, Nicaragua, El Salvador and Costa Rica), and other countries are only one notch away from
losing this threshold. Also note that despite clear improvements in Brazil, recent announcements by the ratings
agencies considering a possible downgrading of its credit rating could, depending on the extent of the downgrading,
result in strong exchange-rate volatility due to an outflow of investments, especially strong in fixed-income.

Among the factors included in the concept of "country risk", we highlight:

e government regulation or administrative polices may change unexpectedly, including changes that modify the terms
and conditions of licenses and concessions and their renewal (or delay their approvals) which could negatively
affect the Group’s interests in such countries;

eabrupt exchange-rate fluctuations mainly due to situations of high levels of inflation and "twin deficits" (in public
finance and external sector) with the resulting exchange-rate overvaluation. This movement could lead to a strong
exchange-rate depreciation in the context of a floating exchange rate regime, to a significant devaluation off the
back of abandoning fixed exchange rates regimes, or to the introduction of varying degrees of restrictions on capital
movement. For example, in Venezuela, the official U.S. dollar to bolivar fuerte exchange rate is established by the
Central Bank of Venezuela and the Minister of Finance, with an alternative market for attracting foreign currency
through SICAD's fortnightly auctions. Additionally, the acquisition of foreign currencies by Venezuelan or
Argentinian companies (in some cases) to pay foreign debt or dividends is subject to the pre-authorization of the
relevant authorities. Also, the Argentinean peso is following a sustained accelerated depreciation against the U.S.
dollar;

e governments may expropriate or nationalize assets, or make adverse tax decisions, or increase their participation in
the economy and in companies;

escconomic-financial downturns, political instability and civil disturbances may negatively affect the Telefonica
Group’s operations in such countries; and

emaximum profit margins limits may be imposed in order to limit the prices of goods and services through the
analysis of cost structures. Thus, in Venezuela, a maximum profit margin has been introduced that will be set
annually by the Superintendence for the defense of socio-economic rights.

The Group’s financial condition and results of operations may be adversely affected if it does not effectively manage
its exposure to foreign currency exchange rates, interest rates or financial investment risks.

At December 31, 2013, 71% of the Group’s net debt (in nominal terms) had its interest rates fixed over a year, while
23% was denominated in a currency other than the euro.

To illustrate the sensitivity of financial expenses to a change in short-term interest rates at December 31, 2013: (i) a
100 basis points increase in interest rates in all currencies in which Telefénica has a financial position at that date
would lead to an increase in financial expenses of 118 million euros, (ii) whereas a 100 basis points decrease in
interest rates in all currencies except the euro, dollar and the pound sterling (these to zero rates in order to avoid
negative rates), would lead to a reduction in financial expenses of 55 million euros. These calculations were made
assuming a constant currency and balance position equivalent to the position at that date and bearing in mind the
derivative financial instruments arranged.

According to the Group’s calculations, the impact on results and specifically changes in the value of a 10%
depreciation of Latin American currencies against the U.S. dollar and a 10% depreciation of the rest of the currencies
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against the euro would result in exchange losses of 42 million euros, primarily due to the weakening of the bolivar
fuerte and, to a lesser extent, the Argentinean peso. These calculations had been made assuming a constant currency
position with an impact on profit or loss at December 31, 2013, including derivative instruments in place.

The Telefonica Group uses a variety of strategies to manage this risk, mainly through the use of financial derivatives,
which themselves are also exposed to risk, including counterparty risk. Furthermore, the Group’s risk management
strategies may not achieve the desired effect, which could adversely affect the Group’s business, financial condition,
results of operations and cash flows.

Existing or worsening conditions in the financial markets may limit the Group’s ability to finance, and consequently,
the ability to carry out its business plan.

The performance, expansion and improvement of the Telefonica Group’s networks, the development and distribution
of the Telefénica Group’s services and products, the development and implementation of the Company’s strategic plan,
as well as the development and implementation of new technologies or the renewal of licenses require a substantial
amount of financing.
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The performance of financial markets in terms of liquidity, cost of credit, access and volatility, continues to be

overshadowed by persisting uncertainty regarding certain factors such as the pace of economic recovery, the health of
the international banking system and the concerns regarding the burgeoning deficits of some European countries. The

worsening international financial market credit conditions caused by some of these factors could make it more

difficult and more expensive to refinance existing financial debt or arrange new debt if necessary, and more difficult

and costly to raise funds from our shareholders, and may negatively affect the Group’s liquidity. At December 31,
2013, gross financial debt scheduled to mature in 2014 amounted to 9,214 million euros (which includes: (i) the net

position of derivative financial instruments, certain current payables and (ii) 582 million euros of notes with an option

of early repayment and no contractual obligation to be repaid), and gross financial debt scheduled to mature in 2015

amounted to 6,802 million euros. Despite having covered gross debt maturities of 2014 and 2015 by available cash

and lines of credit at December 31, 2013, possible difficulties to maintain the current safety margin, or the risk that

this could be significantly and unexpectedly exhausted, could force Telefénica to use resources allocated for other

investments or commitments for payment of its financial debt, which could have a negative effect on the Group’s
businesses, financial position, results of operations or cash flows.

Although the Group maintains liquidity coverage on 24-month maturities, obtaining financing on the international

capital markets could also be restricted, in terms of access and cost, if Telefénica’s credit ratings are revised
downwards, either due to lower solvency or operating performance, or as a result of a downgrade in the rating for

Spanish sovereign risk by rating agencies. Any of these situations could have a negative impact on our ability to deal

with our debt maturities.

Moreover, market conditions could make it harder to renew existing undrawn credit lines, 10% of which, at December
31, 2013, initially mature prior to December 31, 2014.

Risks related to the Group’s industry

The Group operates in a highly regulated industry which requires government concessions for the provision of a large
part of its services and the use of spectrum, which is a scarce and costly resource.

The telecommunications sector is subject to laws and regulations in different countries, and additionally, many of the
services provided require the granting of a license, concession or official approval, which usually requires certain
obligations and investments to be made, such as those relating to spectrum availability. Among the main risks of this
nature are the spectrum and licenses/concessions, rates, universal service regulation, fiber networks, privacy,
functional separation of businesses and network neutrality.

Thus, as the Group provides most of its services under licenses, authorizations or concessions, it is vulnerable to
administrative bodies decisions, such us economic fines for serious breaches in the provision of services and,
eventually, revocation or failure to renew these licenses, authorizations or concessions or the granting of new licenses
to competitors for the provisions of services in a specific market.

The Telefénica Group pursues its license renewal in the terms referred in their respective contractual conditions,
though it cannot guarantee that it will always complete this process successfully or under the most beneficial terms for
the Group. In many cases complying with certain obligations is required, including, among others, minimum specified
quality standards, service and coverage conditions and capital investment. Failure to comply with these obligati