A n n ex 1 About the Report

Telefonica is firmly
committed to
transparency, in
accordance with the
demands of its
stakeholders and the
main international
guidelines

Yelefonica
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11 Acerca del informe

Annex 1:
About the

Dialogue with Stakeholders
Reporting Principles

Report Boundary of Consolidation of Included Information

Participating organisations in the panels

on Telefonica's CR Report
1. UN (United Nations)
Employees
2. CCOO, (Comisiones Obreras Trade Union)
3. Asociacion Mayores de Telefonica
(Association for Telefénica's Elderly)
4. Federacion Espafola de Hosteleria
(Spanish Hotels and Catering Federation)
5. Fundacion + Familia,
6. Conexion Social (Auditor)
Consumers
7. CECU, (Spanish Confederation of Consumers and Users)
8. Federacion de Consumidores y Usuarios Independientes
(Federation of Independent Consumers and Users)
9. Federacion Espafiola de Hosteleria
(Spanish Hotels and Catering Federation)
People with Disabilities
10. CERMI, (Spanish Committee of Disability Representatives)
1. Fundacién ONCE
NGOs for Development
12. Fundacion CODESPA
13. Red Cross
14. Fundacioén Carolina
NGOs for the Environment
15. Fundacion CONAMA,
(National Environment Commission)
16. ECODES, (Ecology and Development Foundation)
17. Fundacién Entorno
Finance Sector
18. FTSE
19. Triodos Bank
Corporate Responsibility Analysts
20. Observatory of Social Responsibility
21. AECA (Spanish Business Accounting
and Management Association),
Academia
22. Fundacion Social Universidad Francisco de Vitoria,
23. ICADE
24. 1ESE
25. Instituto de Empresa
26. UNED
27. Universidad Complutense de Madrid
Business Organisations
28. AETIC (Spanish Association of ICT Companies)
29. CEOE, (Spanish Confederation
of Business Organisations)
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Information Consolidation Process

Dialogue with
Stakeholders

Participants in the dialogue

In March 2006, Telefonica called meetings
of two panels of corporate responsibility
experts representing Telefonica's different
stakeholder groups in order to find out
their opinion with regard to the “Corporate
Responsibility Annual Report 2004", and
gather any suggestions and comments.

Over 40 experts in corporate responsibility
took part in this dialogue process, from
almost thirty relevant organisations and
institutions within Telefonica de Espana's
stakeholder groups. This dialogue was
organised by CR experts from the Noos
Institute, an organisation that had already
worked with Telefénica on the adaptation
into Spanish of the “Good Practice Guide
for Relations with Stakeholders”.

The participants in the panels expressed
high regard for the transparency of the
company, who subjects itself openly to the
criticism and opinion of its stakeholders.

Telefonica thanked all the panel participants
for their collaboration, especially for their
careful analysis of the reports and the spirit
of constructive criticism underlying all the
comments made.
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11 About the Report

According to the stakeholders, the CR Reports should

achieve a balance betwee

Thoroughness and Conciseness

Degree of specialisation of the report

Positive aspects

Local information
(main country of operations)

Results

Clarity of the information
Access to the general public
Areas for improvement

Global information

Goals

Telefonica seeks to adapt the
content of its Corporate
Responsibility Report to the
expectations of its
stakeholders. For this reason, it
holds an open dialogue with
them and has tried to address
most of the demands
expressed by its stakeholders.

Main conclusions regarding Telefonica's CR Reports

Structure and Format of the Report
Opinion Comment
© Quality, completeness, structure and degree of detail provided in report. The report
appears to offer a good general view of Telefénica and its stakeholders
The stakeholders valued the case studies because of their anecdotal value and also
because they specifically reflect more or less widely recognised complaints, as well as
the reality of the countries of Latin America
® The report is excessively long and not easy to read for the non-specialised public
The report lacks transversality in those horizontal issues that go beyond one single
stakeholder (the way in which Telefonica is positioning itself, both internally
and externally with regard to different Social Responsibility aspects,
or which are its key values)
Scarce use of new multimedia technologies that would allow a higher degree of
flexibility and speed in reading and handling with the report
The report does not have a numbered contents page

General Contents of the Report
Opinion Comment

© The report includes data and degree of performance of CR policy in all countries
where it operates, in spite of which there is still room for improvement
The “executive summary” of the infography “You Come First
External verification of the report
Comparatively, the Report is one of the best in its business sector

@ Selection of stakeholders of the annual report. While some participants considered
that the Report adequately reflected the reality of Telefonica, other participants
requested that more stakeholders be included (e.g. governments, competitors...)
or others be excluded (e.g. media).
Inclusion in the report of aspects where improvements should be made,
as well as addressing the “myths” that society has about Telefonica.
This way the company would present itself as a more “human” company

@ The report should include a table of achievements of Telefonica within the field of CR,
as well as its future aims. These aims should also appear in the course of the text of
the report and should better reflect what Telefénica intends to achieve with the Report
Criticism was voiced with regard to a certain self-congratulating tone of the Report
and a unilateral vision of the company. Lack of transparency with regard to the points
of view of the stakeholders and little attention paid to the more conflictive issues
Include more historical results data, in order to gain better insight into the
company's performance over time, as well as data regarding the degree
of fulfilment of the aims established the previous year
Accompany the company information with information regarding the sector

Telefonica, S.A. | Corporate Responsibility Report 2005 313



Criticism to the content of the different chapters

Opinion Comment page
Information regarding the impact on results of Telefénica's sustainable development strategy 15, 34-35
Higher degree of classification into sectors of the different collectives in society (senior citizens, people with disabilities, etc.)  234-237
References to the role of the company as a “global citizen” with regard to the great world
problems / challenges (e.g. Millenium Development Goals, Climate change...) 40,100-101
Reference to ethics and practices against corruption and bribes 54-55
Opinion Comment page
Response to the main information demands from readers (e.g. Board Member's remuneration) 26
More emphasis on the way in which information transparency is achieved from the
Company to the Board, and from the Board to the shareholders 28
Opinion Comment page
Clarify whether the values that Telefénica claims to abide by are the same ones as those perceived by society 38
Opinion Comment page
Information regarding Telefonica's alliances for joint innovation 88-89, 92-95, 98-99
Information regarding R&D activities outside Spain 84
Opinion Comment page
Telefonica's customers do not identify with the content of the Report 106,112
More specific information regarding Telefonica's policies for customer relations 106,110-111

More specific information regarding service quality and fulfilment,

customer rights and customer service (claims)

More information on customer satisfaction

Information regarding the degree of compliance with the goals established by the regulating authorities
Address excessive use of automatic response systems, rather than personal customer service

Reflect the efforts in terms of dialogue that Telefonica is developing with users and consumers associations
Information regarding Telefonica's efforts to improve quality and solve conflicts with other operators
Information about competitive and regulatory situation of Telefénica in the markets where it operates
Information on evolution of rates

Information on data protection

118-119,126-129
108-109

154-165

127

110-111
132-135

150-165

74-75

142-143
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Opinion Comment page
A debate arose as to whether a company should include voluntary work activitie
of its employees as part of its CR Report 220
Include case studies of those groups of employees with highest turnover rates (e.g. call centres)
or who work in conflictive countries (e.g. Morocco, Colombia...) 182-183
Specific information regarding complaints, claims, fines, strikes... 219
Information regarding the reconciliation between private and professional life,
as well as models for compensating and avoiding extra hours 206
Breakdown of results of work climate by level, company... 184-185
Include more information on diversity (gender, disabilities, age...) 209-210
Information regarding generation of indirect employment by Telefénica 87,180
Goals for improvement following the employment audit carried out in previous years 201
Global health and safety statistics 211-212
Information on degree of implementation of telecommuting 207
Information on the way Telefénica manages its staff reduction plan and on the relationship it holds with former employees 39,182
Subcontracting of activities to third parties 180
Opinion Comment page
Telefénica's relationship with NGOs (Despite this information being available in the Fundacion Telefénica Report)
It would be desirable for there to be a higher degree of interrelation between both reports 244
Information about Telefénica's contribution to the promotion of access to telecommunications among
all social classes, especially in Latin America (e.g. phone line fee before, and phone line fee now) 234-235
Information about the contribution of Telefénica (and its services) to the social integration of people with disabilities 237,246-249
More information about how Telefénica works to bridge the digital divide affecting the elderly 236-237
Information about how Telefonica helps to solve the immigration phenomenon from Latin America to Spain 235
Opinion Comment page
Establish a priority of issues dealt with in the chapter on the basis of their actual impact on the environment 260
More emphasis on the development of specific policies and degree of compliance with environmental goals of the Company 257
More emphasis on the design of products and services with a positive effect on the environment,
as well as Telefénica's activities with its customers to this regard 286
nformation on the degree of progress in environmental management in the company 257
Opinion Comment page
More emphasis on the implementation of codes of ethics and requirements regarding suppliers,
as well as mechanisms to prevent corruption and bribery 300-301
Include more information about control of compliance with the terms and conditions of supply established for its suppliers 296
Include further information about how the information regarding compliance with human rights
and environment criteria is used in the preparation of the report 300-301
Information regarding the degree of fulfilment by Telefénica of its payment commitments 299
Opinion Comment page
Include information regarding Telefonica's activities as an advertising investor 307
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Principles for Defining Report Content

The reporting organisation should identify its stakeholders and explain how it has responded to their issues in the report.

Tests recommended by GRI G3 Telefénica's Response Fulfilment'
The organisation can describe the stakeholders to whom All the report structure is based on the main

it considers itself to be accountable, and identifies the stakeholders of Telefénica

stake-holders that it expects to use the report

The report content draws upon the outcomes The report includes the results from different studies,

of stakeholder engagement processes used surveys and focus groups carried out by Telefonica

by the organisation to manage its activities regarding their stakeholders

The report content draws upon the outcomes Dialogue with stakeholders for the preparation of the report

of any stakeholder engagement process undertaken

specifically for the report

The stakeholder engagement processes that The dialogue processes with regard to the Report

inform decisions about the report are consistent have been carried out with Spanish stakeholders

with the scope and boundary of the report (there are specific reports in each country)

The information in a report should cover issues and indicators that would substantively influence the decisions

of the stakeholders using the report.

Tests recommended by GRI G3 Telefénica's Response Fulfilment'

Major sustainability interests/

issues raised by stakeholders

Principales problemas del sector, tal como informan las
by peers and competitors

Reasonably estimable sustainability risks identified

by people with recognised expertise or by expert

bodies with recognized credentials in the field
Reasonably estimable sustainability risks identified

by people with recognised expertise or by expert

bodies with recognized credentials in the field

Internal Factors

-Key organisational values, policies, strategies, operational
management systems, goals and targets

-Major risks

-Critical factors for success

-The organisation's core competencies and the manner in
which they contribute to sustainable development

The report prioritises material issues and indicators

Dialogue with stakeholders for the preparation of the report
Use of GRI sector supplement for telecommunications

Communication for progress of the United Nations

Global Compact Information regarding compliance

with legal aspects in different countries

Analysis of corporate responsibility opportunities and risks,
as a first phase of the corporate responsibility project

Chapter o2 describes Telefénica's identity and Corporate
Responsibility strategy.
Each chapter associates Telefonica's values with the stakeholders

Executive Summary
Report Data

The assesment include in this section, column "Fulfilment”, is exclusively from Telefénica and it hasn 't being include in the independent verification section of this Report.

Very High High Medium Low

Not applied
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The reporting organisation should present its performance in the wider context of sustainability,

where such context has significant interpretative value.

Tests recommended by GRI G3 Telefénica's Response Fulfilment'
The organisation presents its understanding of Presentation of the role of Telefonica as a driving force behind

sustainable development and draws on the best economic, technological and social progress

available information and measures of sustainable Articles of telecommunications and sustainable development

development for the issues covered in the report

The organisation presents its performance with The key issues in sustainable development are included

reference to broader sustainable development (GRI, sector supplement, dialogue with stakeholders...)

conditions and goals as reflected in recognised but no objective and quantitative data

local, regional and/or global publications.

The organisation presents its performance in Data regarding the influence of Telefénica on the local

a manner that attempts to communicate the economies, as well as the influence of the company on the

magnitude of its impact and contribution in local telecommunication markets

appropriate geographical contexts

The report describes how major sustainability issues Corporate Responsibility at Telefénica

relate to long-term organisational strategy, risks, an Suppliers

opportunities, including supply-chain issues

An organisation should make public its performance with sufficient detail as to allow stakeholders to evaluate the information.

Completeness covers mainly its scope, boundaries and time period.

Tests recommended by GRI G3 Telefénica's Response Fulfilment'

The report covers issues and indicators prioritised on
the basis of materiality, sustainability context, and
stakeholder engagement, and was developed taking into
account taking into account the whole value chain.

The report includes all entities controlled or significantly
influenced by the organisation unless otherwise declared
The information in the report includes all significant
actions or events in the period reported on, and
reasonable estimates of significant future impacts of
past events when those impacts are reasonably
foreseeable and may become unavoidable or irreversible
The report does not omit relevant information that
would affect stakeholders' decisions

The report covers the entire value chain (chapter by chapter)
but does not establish a priority of some aspects over others

Boundary of information included

The report includes historical quantitative impact data,
but does not include projections of said data.

As with Dialogue with Stakeholders, there were some
stakeholders who demanded further information with regard
to the 2004 report. The same could occur in 2005.

The assesment include in this section, column "Fulfilment”, is exclusively from Telefénica and it hasn 't being include in the independent verification section of this Report.

Very High High Medium Low

Not applied

317



Quality of Reported Information

The report should provide a balanced and reasonable presentation of the reporting organisation's performance.

Tests recommended by GRI G3

Telefénica's Response Fulfilment'

The report discloses both favourable

and unfavourable results

The information in the report is presented in a
format that allows the user to see positive

and negative trends in performance.

The emphasis on different contents of the

report is proportionate to the relative materiality
of the issues or information.

The 2004 report was criticised in this sense. We believe
that the 2005 report offers a much more balanced view.
The report includes many data charts and tables

The report includes more material issues,
in spite of there being no direct proportionality
between emphasis and materiality

The information reported should remain consistent and be compiled and presented in a manner that enables stakeholders using the report to
analyse the changes in the organisation's performance over time, as well as relative to other organisations.

Tests recommended by GRI G3 Telefénica's Response Fulfilment'
The report and the information contained within it The structure followed in the 2005 report is the same

can be compared on year-to-year basis structure of reports since 2002

The organisation's performance can be compared with The benchmarks are not included in the report. The report

appropriate benchmarks (comparative analysis). contains the indicators of the main international standards.

Toda variacién significativa en los contenidos basicos de la All the data included in the report has a clear

respect to boundary, cope, length of reporting period, reference to its reference boundary.

or information covered year-to-year, can be

identified and explained.

Where they are available, the reporting organisation The report has used the technical protocols recommended

applies generally accepted protocols for compiling for the GRI G3, although not in an exhaustive manner

information, including the GRI Technical Protocols for

indicators contained in the Guidelines.

The report uses GRI Sector Supplements, A sector supplement of the telecommunications

where available sector has been used

The reported information should be accurate and sufficiently detailed for stakeholders using

the report to make decisions with a high degree of confidence.

Tests recommended by GRI G3 Telefonica's Response Fulfilment'

The report indicates what data has been measured
The report indicates what data has been measured.
for calculations are adequately described, and

can be replicated with similar results.

The margin of error for quantitative data is not sufficient
to substantially influence conclusions on performance
The report indicates what data has been

estimated and what assumptions and techniques
have been used to produce the estimates.

The qualitative statements in the report are

valid on the basis of other reported information

and other available evidence.

GRI Tables of the Corporate Responsibility Report
Explanation of processes of consolidation of information.

Decisions regarding the boundary and processes ofconsolidation
of information have been made to ensure this
Explanation of the processes of consolidation of information

The report has been verified by Ernst&Young,
with the scope detailed in their report.

The assesment include in this section, column "Fulfilment”, is exclusively from Telefénica and it hasn 't being include in the independent verification section of this Report.

Very High High Medium Low

Not applied
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The information is presented in time, and on a regular schedule, for stakeholders using the report to be able to make informed decisions.

Tests recommended by GRI G3 Telefénica's Response Fulfilment'
Information in the report has been disclosed while The report is published in the semester following

it is recent relative to the reporting period the end of the financial year

The sustainability reporting schedule is aligned The Annual Report covers the same period

with the financial reporting cycle

The collection and availability of key performance information  Data collection is carried out once the financial

is aligned with the sustainability reporting schedule year subject of the report has concluded

The information in the web-based reports clearly indicates All corporate responsibility reports

the time period to which it relates, when it will be are available on the website

updated and when the last updates were made

Information should be made available in a manner that is understandable by and accessible to stakeholders using the report.

Tests recommended by GRI G3 Telefénica's Response Fulfilment'
The report contains the necessary level of The report includes an executive report, and is presented

information for the needs of report users, in extended format in the online and CD version

but avoids excessive and unnecessary detail.

Report users can find the specific information that The preparation of the report has taken into account

they want without unreasonable effort through the recommendations for the presentation

tables of contents, maps, links, or other aids,, of the information expressed by their stakeholders

The report includes a glossary or explanation for There is a glossary available on Telefonica's website

technical terms, acronyms, jargon or other content

that is likely to be unfamiliar to report users

The data and information in the report is available to major The report is published on paper in an executive version,

stakeholders including those with special accessibility in three languages. The electronic format is published

needs (differing abilities, languages, technology...) in two languages in the extended version

Information and processes used in the preparation of a report should be recorded, compiled,

analysed and disclosed in a way that can be subject to review and assurance.

Tests recommended by GRI G3 Telefénica's Response Fulfilment'

There is a statement from management

taking responsibility for the content and

process of preparing the report

The scope and extent of assurance, and the stakeholders
expected to use the report are identified

The original source of all the information in the report
can be identified by the organisation

The organisation can attest to the reliability of the
original source, and, if not, this fact is disclosed
Representation is available for the original data or
information owners, attesting to its reliability

or accuracy within acceptable margins of error

There is external evidence available from reliable
sources for supporting assumptions or approaches

to technically complex calculations

The Report credits state that the Subdirectorate General
of Reputation, Brand a CSR is the unit responsible

for the content and and preparation of the report
Information about the boundary of the report, and
dialogue with stakeholders with regard to the report
Traceability of all the information has been confirmed in
the preparation and verification process of the report

In some cases, it is necessary to improve the

definition of indicators to ensure their homogeneity
The statements of reliability of the sources of
information are implicit in the inclusion of

all the information in the report

The reliability of the calculation methods is externally
verified by the external auditor, in accordance

with the scope detailed in their report

The assesment include in this section, column "Fulfilment", is exclusively from Telefénica and it hasn "t being include in the independent verification section of this Report.

Very High High Medium Low

Not applied
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Multinational Company

Since the publication of its first corporate
responsibility report in 2002, Telefonica has
strived to present itself before its
stakeholder groups as a multinational
company. This is why, since this first report,
it has always included data of its
operations outside Spain.

This commitment to transparency was a
determining factor in the application of the
same corporate responsibility criteria in all
countries, thereby avoiding double
standards.

Telefonica's interest in accurately reflecting
its impact on society has led to taking
three actions in the last financial years:

e Participation in the GRI work group
devoted to the study of information
boundaries of companies (Boundaries
Working Group).

e Preparation of local corporate
responsibility reports in Latin America
(Argentina, Brazil, Chile and Peru).These
reports constitute a tool for closer
communication with local communities
and allow Telefénica to share the
responsibility regarding information
provision and consolidation.

e Use of corporate information
consolidation tools, available throughout
the Telefénica Group, where and when
possible. This applies to financial,
customer, employee, shareholder,
supplier and innovation information. The
rest of information regarding society, the
environment or the media is compiled by
means of specific tools.

Definition of consolidation

boundaries
In order to define the scope of Telefonica's
report, the following decisions were made.

Impact of companies on

their environment

The analysis of the impact of the different
business lines on their stakeholders
concludes that the fixed telephony and
mobile telephony business units have the
highest impact on the Group's stakeholders.

According to this criterion, the Telefénica
de Contenidos Units (Endemol, Telefe,
Telefénica Servicios de MUsica or Telefénica
Servicios Audiovisuales), Atento, TPI,
Telefonica I+D or t-gestiona are not
included in the scope of this report, unless
explicitly mentioned.

However, for each stakeholder group, there
has been an analysis as to whether any
units within the Telefénica Group could
have a significant impact on them,
concluding that this is the case with the
following:

e Telefonica I+D in the innovation section.
e Atento in the chapter on employees.

e T-gestiona in the chapter on the
environment.

e Telefonica SA as the corporate centre in the
chapters on shareholders and the media.
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Control over activities

Telefénica's corporate responsibility report
includes the units where a high level of
impact has been identified, and over which
the Group has control, being companies
where Telefénica holds a share of over 50%.

The only exception in this sense is the
European companies. Cesky Telecom is the
company that provides
telecommunications services in the Czech
Republic and was acquired by Telefonica in
2005. After the acquisition of O2 at the
beginning of 2006, Cesky Telecom and
Telefénica Deutschland will be managed by
02, and the performance of these
companies will be included in the 2006
report. O2 will publish its own report
corresponding to FY 2005, as it has done in
recent years, without including the
activities of Cesky Telecom and Telefonica
Deutschland

There are some telephony operators whose
information is not included in the report
due to the fact that Telefénica's
shareholding percentage is under 50%:

e \Vivo: mobile telephony company in Brazil,
managed as a “joint venture” with
Portugal Telecom, on a 50% share basis.
This company has been publishing its
own Corporate Social Responsibility
Report since 2004.

e Meditel: joint venture with Portugal
Telecom, in which Telefonica holds a
32.18% share.

® China Netcom, company where
Telefonica holds a strategic 5% share.

e Portugal Telecom, with which Telefénica
holds an alliance that has led to it
holding a stable share of 9.84 percent
of its capital.

Lastly, it is important to mention that in
spite of the fact that in 2005 TPl was a
Telefonica Group company; the divestiture
of this business unit has since been
announced. For this reason, it is believed
that the degree of control over the unit in
future will be lower than that at present.

Unless explicitly mentioned in the Report,
Telefonica does not include the above-
mentioned companies in its 2005 report.
Other companies Telefénica does not report
on are Sogecable (23.83% share), Lycos Europa
(321% share) or Amper (6.10% share).

Influence on activities

Telefonica can have influence on the
behaviour of its suppliers and clients with
regard to certain sustainable development
aspects. That is why its 2005 Corporate
Responsibility Report reports in a
qualitative manner on:

e The establishment of environmental,
employment and human rights
requirements for Telefénica suppliers.

e Recommendations to clients as to how to
use Telefonica's products and services
correctly.

e Adoption of corporate responsibility
criteria in the investment of pension
funds of Telefonica employees.
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The economic and financial information
included in the report is taken from the same
sources used for the preparation of the
Annual Report for shareholders and investors.
In this information, the boundary corresponds
to all the companies of the Group, as is
specified in the financial information.

The information regarding innovation is
consolidated through the corporate
department of Innovation of Telefénica SA, in
collaboration with Telefonica +D. The
investment data for innovation are taken
from the purchasing systems and are
consolidated without applying any
proportionality criterion. Given that they are
financial data, the boundary corresponds
exactly to that of the financial information.

The information regarding customers is
taken from the quality control and
operational systems of Telefénica de Espana,
Telefonica Internacional and Telefonica
Méviles. The information is presented
individually for each operation, and where
there is consolidation, it is carried out using
revenue as a proportionality factor.

The information on employees is taken from

the Human Resources management systems,

and in this Report, the concept of “person”is
used, rather than the equivalent concept of
“employee” that is normally used in the
financial reports. Where the information is
presented in a consolidated manner, the
number of employees is used as the
proportionality factor.

The information regarding digital inclusion is
taken from the management and regulation
control systems of Telefénica de Espana,

Telefénica Internacional and Telefonica
Moviles.

The information regarding social and cultural
action is taken from Fundacion Telefonica,
ATAM and the sponsorship unit of Telefonica
SA.The only consolidated data are the
financial data, which are aggregated by
simple sum.

The information on the environment is taken
from the department of environment or
quality of each of the operators. This
information is gathered by means of forms
that are distributed electronically to the
different companies and is consolidated by
means of simple sum.

The information regarding suppliers is taken
directly from the contract awarding system
through the purchasing department. The
consolidation of the information is carried
out without applying any criterion as a
proportionality factor, presenting the
information broken down by country or line
of business. As in the previous cases, this
chapter includes all the financial boundary of
the Telefonica Group.

The information on media is from the
departments of communication of the
different lines of business.

In the preparation of the report, news items
published across the internal communication
media of the company have been used. It is
considered that all sensitive information
liable to be included in corporate
responsibility reports must have been
communicated to the employees, as a
guarantee that the information is relevant.
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The Audit and Control Committee of the
Board of Directors of Telefonica SA
approved the verification of the 2005
Report on Corporate Responsibility of the
Telefonica Group. This process includes the
following:

e Verification under standard AA1000/AS
of the Telefénica Groups's behaviour
towards its stakeholders in Spain and on
a corporate scale.

e \erification of GRI indicators included in
the report for all the boundary of data
included (Spain and Latin America)

e Verification of GRI indicators included in
the report on corporate responsibility of
Argentina, Brazil, Chile and Peru.

Evolution of the verification of Reports of Corporate Responsibility

The verification work was commissioned
from Ernst&Young, following the criteria
that the corporate responsibility
information should be verified by the same
Firm that is in charge of the financial
information audit. In selecting this Firm,
the fact that it used the international
standard ISAE3000 and that it is the
checker of O2, the company acquired by
Telefonica.in 2006 and selected “best-in-
class”in the DJSI Evaluation carried out in
2005, were factors that influenced the
decision to choose Ernst&Young.

This commitment to external verification
of the Reports on Corporate Responsibility
reflects Telefonica's commitment to
continue increasing the transparency and
veracity of the information included in the
reports.

2002 2003 2004 2005
Telefonica CR
Report
Country CR
Report -
Very High High Medium Low Not applied
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Telefonica signed the Global Compact
Principles in 2002. Since it joined, the
Company has reported annually on its
commitment to this initiative, on the
application of its 10 Principles, and on the
evaluation of the results obtained in the
policies implemented for its compliance.

In 2004, the United Nations Global
Compact Office published the Integrity
Measures. The aim of these measures is to
safeguard the credibility of the initiative
and of the signing companies. Thus, the
signing companies are requested to
publish the “Communications on Progress”,
that is, to make public through their
annual reports, websites or other means,
the progress of the implementation of the
Principles in their company strategy.

The Communications on Progress must
include the following three elements:

e A declaration of the continuity of support

to the Global Compact in the opening
letter, statement or message from the

CEO, Chairman, or other senior executive.

Letter from the Chairman

e A description of the practical measures
adopted by the participants in order to
apply the principles of the Global
Compact during the previous FY.

e A quantification of the results obtained
or projected, using, where possible,
indicators or systems like those
developed by the GRI (Global Reporting
Initiative).

This section includes the main milestones
in the progress of the implementation of
the Global Compact Principles in 200s5. For
more detailed information and details of
the indicators associated to the compliance
with the Principles, please refer to the GRI
tables and their verification.
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Communication on progress in the United Nations Global Compact

Aspect
GC Principle Most relevant
Principles 1-2 GRI indicator Milestone in 2005 Challenge for 2006
Human HR1, HR2, HR3, ® Manual for non-discriminatory ® Definition and Approval of Corporate Integration
Rights 1-2 HR4, HR8 communication with disabled people . Policy for people with disabilities (Spain)
0Q11,01.2,03.4, derivadas de auditoria laboral.
Q3.17, PA1, PA2, ® Increase in number of products and e Definition and Approval of Internal Regulations
PA3,PA4, PAS, services accessible to disabled people for minimum Requirements for Accessibility (Group)
PAG, PA7 ® Increased number of services aimed at ® GeSl Supply Chain Work Group: extension
people with low income of activities to suppliers.
® Human Rights training in companies e Definition and Approval of Purchasing
providing security services Policy with regard to Suppliers who work
® New social responsibility requirem ents towards social integration.
for suppliers: corrective measures ® Definition of a Global Plan of Digital
derived from labour audit Inclusion (Latin America)
Labour HRS, HR6,HR7, HR8  ® An average of 49.32% of Telefénica ® Definition and Approval of Internal
standars HR9, HR10, HR11, Group's employees are women Regulations of Minimum Requirements
Principles 3-6 LA3, LA4, LAS, ® 21.83% of women are in management and regarding Health and Safety at Work

LA6, LA7, LAS, LA10,
LATI, LAT4, LAT5,
103,104, 105,
06,107,108

middle management in the Company.

® Schooling of over 11,000 children, victims of
child labour, through the Pronino Programme

® Decrease in rate of accidents per million
hours worked (4.99 vs. 7.01)

® 10% increase in number of people with
disabilities employed by the Telefénica Group in
2005, with over 1,000 disabled employees

® Over 45,000 employees of the Telefonica
Group are Trade Union members

® Definition and Approval of Internal
Regulations of Minimum Requirements
Life Environment

Environment
Principles 7-9

ENT, EN2, EN3, EN4,
ENS, EN6, EN7,
EN8,EN9, EN10,
ENTT, EN12,

EN13, EN4, ENT15,
EN16,EN17, PA8

® [Implementation and Internal Audit of
Minimum Environmental Requirements
e Efficiency Programme in paper
and energy consumption

® Common Environmental Policy (Group)

® Country Environmental Committees

e Definition and Approval of Management and
Control Regulations regarding the Environment

011,03.13
Anti-corruption  SO2,503, SO5, ® Implementation of Telefénica Moéviles Code of Ethics @ Implementation across the Group
Principles 10 506, S07 Approval of Telefonica Group's Code of Ethics ® Alignment with O2's Business Principles

e Definition and Approval of Policy
regarding responsible use of Internet
Responsable de Internet

e Definition and Approval of Regulations
on Adult Content Management

® Implementation of Responsible
Use of Internet Policy

® Implementation of Adult Content
Management Regulations
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11 About the Report

Credits

Departments that collaborated in the preparation of the report

Capitulo

Areas implicadas

Corporate Governance

02 Identity

Driving Force for Progress

Customers

05 Shareholders

06 Employees

07 Society

08 Environment

09 Suppliers

10 Media

Secretariat General / Internal Auditing Department

Communication (Brand, Reputation and CSR) /
Human Resources Office / Sponsorship /
Internal Auditing Department

Finance (Consolidation, Management Control),
Tax, Regulatory Affairs, Innovation, Telefénica I+D,
Institutional Relations, Information Systems,
Investor Relations

Corporate Marketing Development /

Quality, marketing and customer service departments
of the main business lines (Telefénica de Espana,
Telefonica Moviles, Telefonica Latinoamérica) /
Secretariat General / Communication / Security

Shareholders’ Office / Investor Relations /
Secretariat General

Corporate Human Resources / Human Resources
Departments of the main lines of business
(Telefénica de Espaiia, Telefonica Moviles, Telefonica
Latinoamérica, TPI, Terra, Atento, T-Gestiona) /
Communication / Health and Safety /

Fundacion Telefénica / ATAM / Fonditel

Main lines of business (Telefonica de Espana, Telefonica
Latinoamérica, Telefénica Moviles) / Institutional
Relations / Management Control / Regulatory Affairs /
Reputation and Corporate Social Responsibility /
Fundacion Telefénica / ATAM / Sponsorship

Internal Auditing / Reputation and Corporate Social
Responsibility / Environmental Departments of the
main lines of business (Telefonica de Espana,
Telefénica Moviles, Telefonica Latinoamérica)

Purchasing / Internal Auditing /
Reputation and Corporate Responsibility

Communication

Annex 1: About the Report
Annex 2: Verification Report

Reputation and Corporate Responsibility
Ernst&Young. Report

Coordination

Reputation, Brand and Corporate Social Responsibility
(G.D. of Communication)

Telefénica, S.A. | Corporate Responsibility Report 2005
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