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AboutTel ef - n1 c a



Telef-nica Is the product of a rich

transformation spanning more than 85 years

ACreated in 1924, as the Spanish
subsidiary of an American company (ITT).

AlListed on the Stock Exchange since
1925.

AMulti-domestic since 1989.
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Data as of June 2011

295.0 million accesses

A104.7 million in Europe
A190.4 million in Latin America

Operations in 26 countries
A6 in Europe @
A14 in Latin America @
A3 through strategic and industrial alliances @

Revenues by Region OIBDA by Region

Others &
Eliminations 0.9%

T-Spain
34.6%
T-Latam
45.9%

T-Europe
18.6%

Others &
Eliminations 1.1%

T-Spain
28.3%

T-Europe
24.8%

T-Latam
45.7%

About 285,000 professionals

A29% in Europe
A70% in Latin America
A1% in other countries

Revenues 2Q11: 30,886 Mill.u
OIBDA 2Q11: 11,304 Mill.u
Net Income 2Q11: 3,162 Mill.u

(1) Plus Morocco
(2) Plus U.S.A. and Puerto Rico
(3) China, Italy and Portugal
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Accesses by Region Accesses by Business

T-Spain
16.1%

T-Europe
19.4%
Mobile 77.1%

Wholesale 1.7% PayTV 1.1%

Wireline 13.8%
T-Latam
64.5%

ireline Data &
Internet 6.4%
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éewith a unique gl obal profil e

European Footprint

@ Population: 164 m people

Latin American Footprint

@ Population: 526 m people

@ ICT market value: US$ 227 bn @ ICT market value: € 307 bn

@ TEF accesses: 184 m @ TEF accesses: 56 m

@ TEF Revenue share': 29% @ TEF MSR share: 25%

Spanish Footprint

@ Population: 46 m people
@ ICT market value: US$ 64 bn ’
@ TEF accesses: 48 m

@ TEF Revenue share?: 53%

'I

“Jelefonica

288 m

dCCESSES

#1 & #2in

most of our
ELGES

3

Source: Investor Conference. 2011
Diata as of December 2010
MSR: Mobile Service Revenue
Sources: IMF (2011), IDC (2011), Telefonica (2011),and Pyramid Research (2011)
1. Constant FX 2009. Footprint share: only mobile in Mexico, Venezuela, Ecuador, Uruguay and Central
America. Excluding TV in Argentina
2. Retail communication revenue market share
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An i nternational success storyé
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Italy* China** Costa Rica

l_l--

Chile Argentina Venezuela Puerto‘é;co ;'Peru

el ] md 6= 6B

*Minority participation
** Strategic alliance
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Strategic & Industrial alliances

oo
China

unicom = &kl
AThe largest worldwide strategic alliance in the

industry. Combined accesses nearly 625 million (June
2011) , whi ch i s about 10%

A2nd integrated operator in China with a countrywide
3G licence (European standard)

AMutual investment agreement
ATel ef : M7PodnaChina Unicom
AChina Unicom: 1.37%inTel ef - ni
AJoint cooperation in different areas such as service
provisioning, equipment & devices acquisition, R&D+i,
sharing of best practices

Cca

Business alliances

ofl

é

——
— TELECQM

ALargest Telecom alliance in Europe, with
~18.5% market share @

ACombined presence in 7 European countries

ACombined accesses in Europe in June 2011
(millions of customers):

ATel efé@aéeacécécéeéeécéeééeé

104.7

ATel ecom I talia é..¢é6ééé.
62.3

ATot al i ndustrial alliar

(1) Market share in Western Europe+Czech Republic+Slovakia Telco market as

of Pyramid Researchés Gl obal Mar k et Dat a

ericsson Z 1|11, &y‘ £
CISCO. e (-

HUAWEI
Networks "
y Alcatel-Lucent @

P [ﬁ/n Microsoft RCS-¢ @

7 ITEMY  oracLe

WAC ¢
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Tel ef tmiday 1 s a | eader 1 n the Lat.i

Data as of June 2011

@ @ Argentina: 22.6 million
@ @ Brazil: 79.8 million © Wireline market rank

©® Central America: 7.3 million © Mobllemarketrank
@ @ cColombia: 12.3 million
@ @ chile: 12.4 million

@ Ecuador: 4.5 million

@ Mexico: 21.2 million Total Accesses (as of Jun1l)
@ @ Preru: 17.5 million 190.4 Mill.

@ Uruguay: 1.8 million

@ Venezuela: 10.4 million

Notes:

- Central America includes Guatemala, Panama, El Salvador, Nicaragua and Costa Rica

- Total accesses figure includes Narrowband Internet accesses of Terra Brazil and Terra Colombia, and
Broadband Internet accesses of Terra Brazil, T e | e f derAigentina, Terra Guatemala and Terra Mexico
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7

€ enjoys a significant footprint

Data as of June 2011 @ Wireline market rank

@ Mobile market rank
, 5

‘ 0 Spain: 47.4 million

© UK:22.9 million

@ @ Germany: 24.0 million
@ !reland: 1.7 million

@ 9 Czech Republic: 7.7 million
e Slovakia: 1.0 million

Total Accesses(as of Junll)
104.7 Mill.
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Accesses

Market Capitalization

)
axata
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DJSI: “Corporate Sustainability is a business approach that fosters value creation
in the long term for shareholders taking advantage of the opportunities and the effective risk
management, related to social, economic and environmental development”

In 2011, the Company scored 88 points out of 100, 26 percentage points higher than the

sector average.

Tel ef isrecognaed as the company with the best practices in six key aspects in the
industry. For the second year inarow, Te | e f -holdsdta position as number one in

the management of risk and crisis;

environmental

management;

human capital

development; impact of telecommunication services and stakeholders engagement. It also
leads, for the first time, digital inclusion matters.

(&

sustainauii 1y T’

Dow Jones Sustainability Index Economic Dimension

0% 50%

Omé mp , Il e wl
leads Telco DJSI % ‘ ‘
in 2009,2010 |

100%

B Mediadel sector Telcoen DI @ Telefénica @ Mejor Telco en DISI
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Risk & Crisis Management

0 25 50 75

TELEFOMICA SA

- D51 sector average on a global basis

/L

|

Best in class
n Ari sk &
managemen
(100 points in
2010 & 2011)

- Best company on a global basis within DS sector
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eand we are committed with the soci
operate

Fundacion Telefonica’s social activities )

R
FY 2009 US Cash Donation Ranking'
@ € 400 million committed to finance short (US$ m) o,
and medium term activities o/Revenues
: o Mt | —) 288 0.1%
@ Mainly to fund “Pronifo” program _
B O AM ) 209 0.1%
P - EXXON | 187 0.1%
ronlno I8 e 176 0.3%
Contributing to the progressive Chevion | 145 0.1%
eradication of child labour through GE 139 0.1%
ongoing and high quality education
99 9n quality Target —) 134 0.2%
| . 0
FY 2010 FY2013E | Microsoft e 113 =
atsl |— 112 0.1%
#Children ~ 211,000 357,000
‘ TEF R 106 0.1%

1 Source: The Chronicle of the Philanthropy and Fundacion Telefanica
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Three questions determining the Model for Organizing and Executing Internal Audit:

The current business environment of our operations and challenges for
Internal Audit.

External references and guidance taken into account to define the model.

Marco Intemacional
para s Préctica
Profesional
«+Auditoria
Interna

The Complexity of the Group, with the activities all over the world and with a
very large number of companies.

entl]i tyos

Al nternal CAnprotess, effected by an
and other personnel, designed to provide "reasonable assurance" regarding the
achievement of objectives fi
. COSO Report
Internal Audit and Risk Management 14
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The relevant aspects setting out the Group control environment are:

Control organization:

Audit and Control Committees in main Group companies.
Internal control organization.

,ﬁ Units specialized in control of specific risks (Regulation, Reputation, Capital Markets, etc.),
/= \ Board Committees (eg. Quality) and insurance covering the damage risk.

02 Assurance Committee (performs the supervision function).

Management style and Business Principles:

The management style is characterized by a low risk tolerance.

The Board of Directors approved on the 20/12/2006 the Group Business Principles, defining
mandatory behaviour guidelines for management and staff.

Internal Audit forms a part of the Business Principles Office and manages the Confidential
Whistleblower program.

/i Control requlations:

N — T e | e f has its ©ovan internal regulations and policies, embracing all corporate criteria and
(

S ' : regulating actions and activities.
—

Internal Audit and Risk Management 15 7@/8}‘(;}1[6”


http://www.gettyimages.es/detail/AA022803/Photodisc
http://www.gettyimages.es/detail/AB71804/Taxi

The functions generally described as internal control require a definition. InT e | e f thisis arganized
as:

INTERVENTION INTERNAL AUDIT INSPECTION
Recurrent controls Business risks Fraud risks
Legality of Transactions Financial risks Behaviour
Supports Corp. Governance Reliability of information Preventitive controls

In each function, the execution of work, its organizational structure (companies and countries) and
its impact on processes, are different, but our organization allows a strengthening of internal control
and more efficient delivery.

LOCAL LAWS CORPORATE COSO PROFESSIONAL
CRITERIA REPORT REGULATIONS
EFFECTIVENESS AND
EFFICIENCY OF
INTERNAL OPERATIONS
AUDIT INSPECTION
DEFINITION OF CONTROL INTEGRITY OF
OBJECTIVES ASSETS
RISK s S
MANAGEMENT INTERVENTION
COMPLIANCE WITH LAWS RELIABILITY OF
AND REGULATIONS INFORMATION
A REFERENCES CONTROL OBJETIVES FUNCTIONS

Internal Audit and Risk Management 16 7678}‘(;”[(3



SUPPLIERS 62.784 DEALERS AND SHOPS 48.000
COMPANIES 394

‘ y ey ), | EMPLOYEES +285.000
. y / " / 4 ‘ ((
I 1L . ‘/ i )} J
L P :’~ A"‘./ ‘ > Slovakia @Y 26 -
A B o T . | CzechRep/ | ,' countries
| -~ PN s ;‘ « ‘ ~7 Germany| | Y - J
VR AN 295 milion accesses '
W, b 1 Irelands\f. L3 . /
| e { ‘:’ p ; | I y \\ . 2 A!t‘\ .
USA— v & Spain s e o 2/ 4
Y Portugal — ./

Mex'co\. . 3 2 regions; Europe and LatAm
Guatemala - ) 377 )

2 ) anama
\ 4 .
El Salvado————_ 4 /~——Puerto Rico

‘! \

4 75 A : ,“l .
: / ~ Venezuela Tl ; o ClliE: v WS J._.
Nlcaragua/ 3 4 R 2 T
: it § 3 a9 :
C°'°m'°"'/ / 545 :f #1 o #2is most markets
Ecuador -~ 4 )
B ) Brazil Morocco ‘.‘v
R COMPUTERS 148.300
Chile { ‘ Uruguay
Argentina DATA CENTRES 35
Data: 2Q 11 APPLICATIONS 2.423
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\iRISK MANAGEM

Future capacity increase

TRAINING

Knowledge
injtion
Knowledge

Identification of

———Qaps —

Individual training

——plan_——

DIC L/ N MW RCAXT TR

O

MCNTT (oo
INTOIN VIR WROAULIRULIWIT (VO VU )

AUDIT PLAN PROCESS

CONTINUOUS AND REMOTE
SUPERVISION (coso i)

Audit Deflneth
Universe n Audit Plan
division ﬁ?ﬁﬁ.?ﬁl 7 THEORETICAL \\pICATORS ALARMS
HR and badgeting 1 FJ\LFUNG \
. @IT AND | erQEMELqP Efficienc
Ri'g%F-eQHIIVE LINE Audits CONTRQL- 4 — - = — = T CLARMANG S y
| ast audit result frecu@@MMlTTEE ecision ORDER
T Plan and Purchase ayment
@ v flexibili v budget
N r
CONM » InEPE H"Ct-?'\lg'l\cl)g' INTERVENTION PROCESS
ORGANRATI INTERNAL AUBITTECHNOLOGICAIREEPPORT (SUPERVISA)
N (ExT anfg A NG O0EESgyregation/
"’ RN Susp%il\_/f\é‘@pacity)

THE

AUDIT PRRGESS

o ks map INTERNAL AUDIT UNITS COMPANIES (COS
R ---and----—-
I registers INTEGRAL. MODERN.
It,‘/ > Hierarchical dependt_ancy Preparation Action
A » _ Functional dependency and field of /7 Report plans
-] INTERNAL CONTROL | [ IMPROVE PROCESSES work monitori
SUPERVISION BY SYSTEMS AND
Sty SO VISIO 9 x REFERENCES:
CPDPE ; AUDT] 1 Laws ( SOA, LOPD,
"""""""""" 1 APPROVEDBY NFORMATlON SYSTEMQQFQQM,:,\T = L Acting 'IO””Cilp'?s
ORGANIZATION 1 THE BOARD 74 : Internal regulations
(0 Snoepensencs I " Added individual || = BOARD AUDIT @ Best Practices
T COMMISSION 1
EXECUTIVE AUDIT AND | \\\\____#,I‘:::: reports <4 Reports g .
LINE CONTROL |
COMMITTEE "
l — | Evaluated Audit
s 1 anageme anager
oreaEATON perecrons | repors | ' Plan
: | INTER 2%~~~ eSS
l INTERNAL AUDIT UNITS COMPANIES | I AUDIT COMMITTEE ; T Technical
— Hierarchical dependenc : MethOd@mglaﬂt( remnﬂs
___________ > P y X IT AUDIT TECHNOLOGICAL SUPPORT Su ¢ “ty)

Functional dependency

©



INSTITUTIONAL POSITION FUNCTIONAL ORGANIZATION
1. Functional Relations
INTERVENTION, INSPECTION
AUDIT AND INTERNAL AUDIT
EXES'EIEIVE AND CONTROL 5 ¢ ¥
COMMITTEE
INTERVENTION INSPECTION INTERNAL AUDIT
L - .
INTERNAL AUDIT E v
COMPANY H
CORP. INTERVENTION :
ORGANIZATION INSPECTION AND INT. AUDIT : CORPORATE MODEL MANAGEMENT
| ; ; : ;
h 4 v h 4
GROUP COMPANIES INTERNAL AUDIT UNITS COUNTRIES AND COMPANIES UNITS
Function Definition — Hierarchical dependencies
""""" » Functional dependencies
Ethics Code (general application) || e » Dependency for the definition of the internal control model and
information systems

3) CORPORATE MODEL

Anual Information

Risk and .
IT Tools
References Methodologies Audit Plan Systems

Process Model

We have corporate institutional support; we are provided with very high quality
human resources, with specific plans to develop all its potential; we are provided
with methodology and an advanced risk model; we are working on new initiatives
and we have ideas for the future. So, we are in the best situation to maintain our
aspiration of having a modern, efficient and of a very high quality function.
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CONTROL
ENVIRONMENT

AUDIT
UNIVERSE

INTERNAL
CONTROL
FRAMEWORK
MANAGEMENT

Organization and

Risk

Resources Management Framework & Policy Regulations
COMPANIES (427) PROCESSES SYSTEMS / NETWORKS PEOPLE
Corporate ' S i
Governance Contractual rights and ecunty Executives
accounts payable (1.349)

Control over
Financial operations

Risk asessment and
control

Compliance with
Laws and Regulations

Financial Statements

Business and
continuity of
operations

Financial Processes
(697 reviewed)

V

Non Executives
(283.757)

Technology
Implementation

l Externals

Business Processes

(1100 important) IT Governance

(60.961 authorized vendors)
(15.940 contracted vendors)

Information to the ACC and Top
Management (Risks Maps, Indiv. and
Aggregate Reports, Results, etc.)

Training and Centralized
management of the resources
Knowledge management

Tools and Methodologies
(Normalization, Manuals,
Standards, etc.)

P Intervention

Internal Audit

P Inspection

21
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i ¢ £ ASIGN LEVEL N ABLISH
IDENTIEY IDENTIFICATION SIG O EST LONG TERM
AUDIT OF ONTINGENCY & FREQUENCY AUDIT PLAN
UNIVERSE AUDITABLE RATING TO THE OF AUDIT
ENTITIES ENTITIES
. CONTINGENCY L EVEL OF a CONTINGENCY FREQUENCY
i AUDITUNIVERSE £ AUDITABLE ENTITIES: LEVEL RAlTING (yiars)
Companies HIGH, MEDIUM or LOW. Factors to A 5 1
included within the ;
scope of be considered: 3 2
responsibility of _ ARisk mapresults QOSO ) 5 ; ;
Internal Audit A Economic values 3 3
Almportance of compliance with c ; é
¢ AUDITABLE ENTITY rules, laws or regulation. 3 3
Each one of the risks A Visibility by customers .
that can arise in the ) A |mp0rtance for the business ‘ mpu\ifei:iaeers;vesass); Dea?s‘:esl ore ‘
processes, according to cquerm
the riskand process . A oLAN DE TRABATO B ih
g?oduerl))( Tel ef -nica £ »é %Zq"l“'gir:s;:s:g; PLIE_?;;T\IUAAE IZE :éJa'DCI::eR ‘ Ias(étmrs;‘;:zsde
. RATING (LASTAUDIT). z = o
T 1. Unsatisfactory ¥ > e i S | e
The identificationis g — T e e
based in the process 2. Improvable Audli)t::ir?tt;mé> de Telefnica SA.
model, SOX obligations, 3. Good —

etc.

Solicitudes de las Unidades Corporativas
y de las Lineas

The pr o c e dabjecavé s to review the control level on all the Groups relevant risks at least

every three years.

The review frequency is established considering the impact and probability of the risks, its
importance for the business, the result of the last performed review and the available resources.

The annual plans are approved by the Audit and Control Committee.
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PLAN PREPARATION WORK RESULTS MONITORING

Test performance Report (conclusions,
Risk analysis Process or system recommendations and
risks Documentation of . e- AUDIT
Audit ratings findings action plan) _
Controls Ratin Relevant T_oplcs
Available resources Working papers g Monitoring
Tests to be Y
Distribution
performed

AThe reports are not an objective themselves, but only an instrument to help to \
improve the processes, information systems and Group activities through the action

plans.

AThe reports are the means through which the Internal Audit is related with the rest
of the organization and the basis from which information is communicated to the
\ Top Management and the Audit Committees. /
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