(‘ ?daﬁ’?[(ﬂ CONSOLIDATED MANAGEMENT
REPORT 2018




;, CONSOLIDATED MANAGEMENT
Yelefonica | REPORT 2018

'naex

Letter to shareholders
E—

Connected, business model
and strategy

1.1. Telefénica at a glance

1.2. A context of change

1.3.Main business milestones in 2018

1.4, Our impact on communities and tax information
1.5. A more human connectivity

1.6. Aninclusive-platforms company with
the customer at the center

1.7. Our relations with stakeholders
1.8. Material aspects of our business
1.9. The vector of innovation

1.10. CASE STUDY FLAGSHIP:
Internet for All

1.11. CASE STUDY FLAGSHIP:
Roll-out of fibre in Spain

11
20
22
24
33

34
48
54
57

64

68

Responsibility and digital

wellbeing

2.1. A safe digital environment for our customers
2.2. Digitalization and the environment

2.3. Committed to social well-being

2.4. Our team set us apart

2.5. Suppliers, our allies

2.6. Amanagement framework for
business sustainability

2.7. CASE STUDY FLAGSHIP:
Internet of Things: key to energy efficiency

2.8. CASE STUDY FLAGSHIP:
Blockchain in the supply chain

2.9. Appendix

wCe® O

75

94
125
136
162

175

194

198
202



Yelefonica | Leporrzors

- 6 —

3.1. 2018 Highlights 226 6.1. Liquidity and Capital Resources 322
3.2.2018/2017 Consolidated results 229 6.2. Treasury shares 325
3.3.2018/2017 Segment results 236 6.3. Events after the reporting period 327
3.4.2017 Highlights 261 6.4. Average payment period of the Spanish companies 329
3.5.2017/2016 Consolidated results 264 6.5. Glossary of terms 330
3.6.2017/2016 Segment results 270

Risks 295

There is more detailed public information in the
Telefonica corporate governance report.

CEEO



Jelefonica | picrraors

Letter to
shareholders

Letter to
sharenolders

José Maria Alvarez-Pallete
Telefonica's Chairman

Today we are closer to being
the company we want to

be than the company we
proudly once were

Three years ago, we intensified a transformation of
Telefonica that we had initiated some time ago. This
transformation is turning a historic voice services company
into a technology company.

We embarked on this path at a time when few others had
seen it. We were pioneers. As Hemingway once said: ‘At the
most important crossroads in our life there are no signs”.
Telefonica was able to see the technological transformation
path of the Company, our Company, and we decided to
follow it.

Well, | can assure you that today we are closer to being the
company we want to be than the company we proudly once
were:

»  We are already a technology company that is at
the heart of the digital revolution that we are living
because the driving force behind that revolution is the
connectivity we provide for our customers; intelligent
connectivity on new high-speed, flexible, secure and
advanced networks featuring elements of artificial
intelligence.

»  We are a technology company because, on this
intelligent connectivity, we provide the new digital
services that customers demand.

»  We are a technology company that is at the
forefront of new technologies, making pioneering
use of artificial intelligence in the way it relates to
customers, processes and management systems.

»  We are a technological company moving towards an
“All Digital” model.

Itis always a major challenge to foster change in large
organizations with long histories. Despite this, 2018 was
the year in which we crossed the equator of Telefonica's
transformation process while concurrently:

» Gaining relevance in the lives of our customers.
At the end of 2018 we had a total of 356 million
customers; customers with whom we have a higher-
value relationship and who are increasingly satisfied.
We have more broadband customers with fibre or
cable than with copper, and post-pay customers
already account for half of our mobile customers.
Moreover, approximately 50% of our mobile
customers are already enjoying 4G technology.

» Improving in the main financial figures: revenue
is growing and we have become a data business
insofar as data now account for 53% of total sales.
Operating income and net income are also rising, the
latter for the third consecutive year and by 6.4%,
exceeding €3.3 billion and with margins that are a
sector-wide benchmark. In addition, free cash flow
excluding spectrum continues to grow, exceeding the
€5 billion threshold for the second year in a row.

In 2018 we had a total
of 356 million customers;
customers with whom
we have a higher-value
relationship and who are
increasingly satisfied
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» Maintaining a high level of investment to reinforce
our technological platforms and hence satisfying
customers' needs: €82 billion since 2012. And we are
achieving this by becoming increasingly digital: 65% of
our processes have already been digitized.

»  Substantially reducing debt by €12 billion since June
2016, both organically and through divestment of non-
strategic company assets.

» Maintaining attractive shareholder remuneration,
with a sustainable dividend of €0.40 per share which is
comfortably covered.

Frankly, it has not been easy to drive the transformation of
Telefénica while also meeting these business targets. We
have had to carry out this transformation in an environment
that was not favourable to this change (when not adverse)
in which different factors converged: on the one hand,
turbulence inimportant markets in Latin America and the
United Kingdom and, on the other hand, market doubts
about our sector. The negative performance of IBEX
companies on the stock market was also a challenge.

Despite all these factors, today Telefénica is considerably
stronger than it was 3 years ago and, although we have
already seen a recovery in our share price, we are convinced
that it still has growth potential to reflect the true value of
your Company.

Itis true that a transformation project of a company with

95 years of history and the scale of Telefénica requires both
effort and time. But, above all, it requires a clear definition of
its mission and long-term strategy.

Our mission: to make
our world more human
by connecting lives

It is no coincidence that while accelerating our
transformation we redefined our mission: “To make our
world more human by connecting lives”. Thus stated, our
mission may sound as broad as it is ambitious; and that is
true. But this is easier to understand when explained within
the context of the digital revolution that is transforming
the economy, society and our lives. Telefonica is striving

to ensure that people and societies can benefit from this
revolution and not be overwhelmed or left behind.

It has rightly been said that the mission of a company
cannot be summed up by a simple empty phrase. Its
mission statement must be its fundamental reason for
existing, i.e. what it does every day to generate value for its
stakeholders.

In building this technology company, we have not limited
our vision to the next quarter or even to the next two. We
are re-shaping the Company for the next 20 or 30 years.
And certain requirements must be met when the goal is to
generate long-term value.

The firstis to create a relationship of trust with all our
stakeholders, starting with customers and, and this must
be based on satisfaction. In this regard we have reached
record levels. We are encouraged to have been recognised
by Fortune for the second consecutive year as Europe's
most admired Telco and the third most admired worldwide.

That trust, which we must also build with our investors

and society as a whole, is achieved through management
guided by respect for human values. Protection of privacy
and the security of communications or the controlled and
ethical use of artificial intelligence are included among
these values. At Telefonica we promote a Digital Rights and
Obligations because we believe that the new digital world
should not lead to a loss of individual or social rights that
were already in-place in the analogue world.

wCe® CHD
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We are building this
technology company for
the next 20 or 30 years

The second requirement is growth. To be precise,
inclusive and sustainable growth. Growth that
includes the greatest number of people and that is
environmentally-friendly.

Our concern for inclusionis reflected in numerous
initiatives aimed at reducing the digital divide and
promoting inclusive connectivity. If any single
programme exemplifies this effort, it is “Internet for All"
which is already serving 600,000 people in remote areas
of Peru.

Our concern for sustainability makes the development
of services with a positive impact on the environment
a priority, as evidenced by double-digit growth in these
services over the past year.

The third and final requirement for a company with a
long-term vision is efficiency, which implies optimisation
of all our capabilities and where digitisation, both of
networks and operations, is key. In this area, Telefonica is
recognised as a market leader.

We have significantly reduced energy consumption
and are increasingly consuming energy from renewable
sources, already reaching in 2018 the ambitious

goals that we had set for 2020. This has allowed us to
successfully issue the first Green Bond in our sector.

Trust, growth and efficiency depend largely on a
company's employees. Our teams are increasingly
trained with new commercial and technological skills.
And their structure increasingly reflects cultural, racial,
generational and profile diversity. There is a growing
gender balance: 38% of our workforce are women and
23% of our management positions are held by women
and we intend to continue increasing this mix.

Overall, no large company is sustainable in the long term
if it does not generate benefits for all its stakeholders.
Companies whose overarching value does not include
contributing to the development of societies are destined
to disappear.

I'am proud to tell you that your Company contributes to
social development in many ways. We have an impact

of over €53 billion on the GDP in the countries where we
operate, a fiscal contribution to the public budget of more
than €10 billion, this is €21 for every €100 invoiced and
more than 1.2 million direct and indirect jobs. This gives
you an idea of the magnitude of the social contribution
that your Company makes.

Letter to shareholders

At Telefonica we are committed to the United Nations
Sustainable Development Goals. As a tangible sign of
our commitment to the long term and to sustainability,
starting this year, the variable remuneration of our entire
team will include factors such as customer trust, trust of
society, gender equality and climate change.

In last year's letter and in my speeches at previous
General Shareholders' Meetings, | referred in some detail
to the wave of technology that was approaching. The
fact that we saw it coming made us pioneers. “We are
living in a unique moment because never before in the
history of humankind has technology advanced at this
speed ... It brings together virtual and augmented reality,
the explosion of connectivity, the Internet of Things,
biotechnology, robotics, blockchain, the softwarization of
everything and the ramping-up of artificial intelligence...”
were some of the expressions | used.

I also talked about voice and image recognition, the
possibilities of 3D printing and deep learning.

Some shareholders celebrated this vision of the future
while others expressed their curiosity and surprise

at what appeared to be remote. Well, not much time
has gone by and we already have self-driving cars

on some roads. Injust a short span of time, artificial
intelligence has become a familiar expression. Today
image recognition is increasingly common and is being
frequently used.

All these things which seemed like science fiction
three years ago, are happening today and are being
transported on our networks.

Now it is time to talk about another phenomenon

that is already impacting our business: the explosion

of cognitive intelligence. Just to give you an idea, the
database of Walmart, the number one retailer in North
America, generates 40 petabytes of data per year while
Facebook generates 4 petabytes a day. Connected cars
with all of its sensors will generate 40,000 petabytes a
day and very soon there will be 100 billion people and
things connected. Data traffic will continue to grow
exponentially. All this places infrastructure at the heart
of this transformation and speaks to the relevance of
our networks.

The digital experience of our customers will change
radically over a short period of time. In fixed connectivity,
the transition from copper to fibre is producing that
quantum leap and the same will happen in mobile
connectivity with advanced 4G until 5G is rolled out.

This will require even faster networks that are much more
capable, much safer and much simpler; networks with
less latency and that are much more intelligent. On top of
this we need to consider edge computing which requires
a network prepared to process the data generated by the
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internet of things closer to the point at which they are
created. All of this again opens a world of opportunities
for our Company.

Telefénica has a very bright
future ahead because it

is capable of generating
long-term value in all the
societies where it operates
and for all its stakeholders

The history of Telefénica is one of permanent
change. Your Company, our Company has been
forged to change. And as Stephen Hawking once said:
“Intelligence is the ability to adapt to change".

Our Company was created with the mission of
deploying fixed infrastructure, and we accomplished
that. Our goal was to provide a simple voice service
in Spain and those roots are indelibly marked in our
name (Tele-Fonica).

At a certain point we realised that this was not
enough; that this was going to be a business of scale.
And the courageous decision was taken to venture
outside of our national borders. Telefonica became a
large multinational. We then saw the world of mobile
telephony and accepted the challenge of providing
both fixed and mobile networks. We saw broadband
coming and stayed ahead of the others. Later we saw
the world of television and positioned ourselves. We
understood that connectivity would be key and we

£

committed to rolling out fibre. We envisaged the world
of platforms and again we stayed ahead of the pack.

The waves of opportunity may again accelerate.
Connectivity gives us one of those enormous
opportunities to grow by embracing the world of big
data, and we are ready. A fourth wave is coming in the
wake of cognitive intelligence that will make us even
more relevant.

| can assure you that your Company, our Company,
will honour its history and will know how to capture
all these opportunities thanks to our technological
platforms.

Telefonica has a very bright future ahead because

it is capable of generating long-term value in all the
societies where it operates and for all its stakeholders:
shareholders, employees, customers and suppliers.

Thank you for the time you have spent reading

this letter. Init | have tried to summarise the most
relevant events that have marked the performance of
Telefonica over the past year and the ideas that inspire
us towards a future full of achievable opportunities. It
is, in any case, a letter written with absolute frankness
in recognition of the trust you have placed in the
managers of your Company.

6

+ Information

José Marfa Alvarez-Pallete
Telefénica's Chairman
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1.1. TelefOnica at a glance

|

Telefonica is one of the world's leading way. Telefonica is today a Telco that relies on modern
communications services providers. Our objective technology in order to create a better and more

is to create, protect and promote fixed and mobile inclusive society. We aim at offering our customers
connections for our customers helping them to take the possibility to reach the digital world no matter
control over their digital lifestyle. Therefore, we the location, economic status or digital knowledge
primarily offer our customers the connectivity they and capacities. We are a completely private company
need to interact and live in the markets where we that offers telecommunications servicesin 17
operate through simple products and services while countries with headquarters in Madrid (Spain) where
protecting their data and managing it in a responsible 100% of the shares are freely circulating.

A diversified presence

OPERATOR'S REVENUES AND ACCESSES

- G4»
-w
Accesses 32,978
Accesses 12,698 oo AN Revenues 6.790

Revenues 874 __________ : ‘
L] 1
gl
.i * Accesses 47,089

-
®

~—

*

-
=4
-
“»
¢

)

Accesses 27,013 Revenues 7,320
_— I
1

Accesses 10,092
Revenues 18

Accesses 19,068 Revenues 12,706

Revenues 1468 |- .

I-'
®

1
S_—
Accesses LB8G [T T T Accesses 95,302
Revenues 542 Y Revenues 10,126

e gy =

Accesses 19,712 Accesses 1,676

Revenues 2075 AEREEET T T Revenues 221

Accesses TR Accesses 23,928 A nth g
n nas.

Revenues 2,080 Revenues 2315 ccesses in thousands

Revenues in millions of euros.

(1) Central America includes telecommunications operations in Costa Rica, El Salvador, Guatemala, Nicaragua and Panama. On January 24, 2019, Telefénica
reached an agreement for the sale of Telefénica Moviles Guatemala, S.A. and Telefénica Méviles El Salvador, S.A. of C.V. The closing of the sale of Telefonica El
Salvador is subject to the relevant regulatory conditions while the closing of the sale of Telefonica Moviles Guatemala took place on that date. In addition, On
February 20, 2019, the Board of Directors of Telefénica, S.A. has approved the sale of the Telefénica Group businesses in Panama, Nicaragua and Costa Rica.
The closing of the agreement is expected in the short term.

102-5
102-6 @ More information, in the section “6.3. Events after the reporting period”.
102-7
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In Telefonica we are organized by segments: Telefonica
Spain, Telefonica United Kingdom, Telefonica
Germany, Telefonica Brazil, Telefonica Hispam Norte
(formed by the Group's operators in Colombia,

Mexico, Venezuela, Central America and Ecuador)

and Telefénica Hispam Sur (formed by the Group's
operators in Argentina, Chile, Peru and Uruguay). These
segments include the information related to wireline,
wireless, cable, data, Internet and television businesses
and other digital services provided in each country

or countries. Any services not specifically included

OUR MAIN FIGURES, AT THE CLOSE OF 2018:

55%

revenues in
Europe

accesses in total

356.2 _

1

Connected

in these segments are part of ‘Other companies

and eliminations'. Telxius' financial figures are fully
reported under ‘Other companies and eliminations’
since January 1st, 2017, reflecting the integration
within Telxius of the mobile telecommunications
towers transferred from Telefonica Spain, Telefonica
Germany, Telefonica Brazil and Telefénica Hispam Sur
Telefonica (Peru) and Telefénica (Chile) segments and
the international submarine fibre optic cable (which
had been previously reported under ‘Other companies
and eliminations’).

43%

revenues in
Latin America

43,693y

total income

We own and operate our own global IP network in over 40
markets. And we maintain strategic partner agreements
to offer our services in over 170 countries, providing
customers with coverage wherever they are and wherever
they want to be.
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- 1.1.1. Solid financial results €
=

Income

0
+2.45%

annual organic
growth

_________

+0.3pp

annual organic

Net profit

1
+6.4%

reported annual
growth

|
|
|
1
o

Net financial debt

:-
J
-5.5%

reported annual
growth

OIBDA Egég

T
+3.5%

annual organic

growth
Operating cash flow
= v ~
7,@53@4 +89%

OIBDA- CapEx

annual organic
growth

Free cash flow®

T

-0.9%
reported

annual growth

(1) Excluding spectrum expenditure, FCF growth is 5.6%

wCe® CEHED
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1.1.2. Share price
performance in 2018

Following the synchronized global GDP rebound
in 2017, expectations were for continued robust
growth in 2018, but resulted in disappointment
almost everywhere except for the U.S., with Europe
and Japan being particularly poor, and a sharper
than expected economic deceleration in China.
Rising U.S. rates became an additional macro
challenge for many emerging market economies.
With regards to monetary policy, the ECB
maintained marginal lending facility rate stable
throughout the year at 0.25%, but in December
2018 decided to end the net purchases under
the Asset Purchase Program, as anticipated, and
announced the intention to continue reinvesting
the principal payments as long as necessary to
maintain favourable liquidity conditions and an
ample degree of monetary accommodation. In
the US, Federal Reserve's continued the gradual
normalization of USD monetary conditions, with
the Open Market Committee increasing interest
rates 4 times in the year from 1.50% to 2.50%,
while balance sheet normalization continued
throughout the year.

On the political front, the focus was on trade disputes
between the U.S. and China, the U.S. midterm
elections which led to a divided congress, negotiations
over Brexit between Brussels and the UK, as well as
[talian March elections that resulted into a coalition
government between a populist party and an anti-EU
sovereignty party, while in Spain political instability
arose as a result of the no-confidence vote leading to a
change in Government.

In this context, the main European indexes closed
2018 with a negative performance; EStoxx-50
(-14.3%), DAX (-18.3%), CAC-40 (-11.0%), FTSE-100
(-12.5%), and Ibex-35 (-15.0%).

Telefonica at a glance

1

Connected

European DJ Stoxx-600 (-13.2%) sectors posted
negative performances across-the-board, being

Auto & Parts (-28.1%) and Banks (-28.0%) the
bottom performers. The performance of the
Telecommunications sector (-13.0%) was in-line

with the wider market, and was explained by a weak
growth outlook, adverse regulatory environment,
intense competition in some markets, high leverage
and stressed capital intensity. However, in the last
quarter of the year, the Telecommunications sector
outperformed the wider market by +13.7 percentage
points, within a rotation to defensive sectors that was
followed by most operators beating Q3 18 results
expectations and raising guidance for the year, leading
to improved EPS estimates momentum, and some
positive news flow regarding European regulators'
stance on M&A.

Telefénica closed 2018 at 7.34 euros per share,
(-9.7%) in the year, though following a dividend
distribution of 0.40 euros per share in cash total
shareholder return was (-4.8%), better than the
European sector average. The Telecommunications
sector in Europe (-13.0%) posted a total
shareholder return after dividends of (-8.2%).

The performance of Telefénica was mainly
explained by the adverse evolution of exchange
rates throughout most of the year, which affected
earnings momentum. In the last quarter of the
year, Telefonica outperformed the broad sector by
+5.8 pp, after beating Q3 18 results expectations
and raising revenue guidance for the year, within a
better exchange-rate environment.

Telefonica closed the 2018 financial year with a
market capitalization of 38,105 million euros, ranking
as the thirteenth company in the telecommunications
sector worldwide.

@ More information, in our website “Shareholders and investors”.
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SHARE PRICE PERFORMANCE 2018
(Telefénica, DJ Telco, IBEX 35)
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1.1.3. Advancing towards a more sustainable world

We achieved strong growth in the penetration of LTE and FTTX in the communities in which we do business.

LTE PENETRATION
and year-on-year variation (in bold)
3pp 12 pp
6 pp 62.9% 63.3%
55.1% 7pp 8 pp
0
44.3% 42.6% 10 pp 10 pp
39.5% 1opp 39.6%
32.7% 5pp
26.0%
Spain Germany United Brazil Argentina Chile Peru Mexico Colombia
Kingdom

FTTX/CABLE BROADBAND PENETRATION 2018

and year-on-year variation (in bold)

14 pp
8 pp 6 pp
6usH 2 66.7%
18 pp
54.7%
(o)
61%
13 pp Total
23.3%
. Germany . !\lorth .SOUth
Spain (VDSL) Brazil Hlspapo- Hlspapo-
America  America

In 2018, Telefénica's consolidated CSI was
7.64 out of 10, being the best historical data.

With a customer satisfaction index that improves

year by year:

This is complemented by the Net Promoter Score
(NPS), implemented in 2018, which allows us to
measure the emotional bond with our customers.

The NPS at the end of 2018 was 20%.
413-1
203-1

7.L0

2018

TELEFONICA GROUP CSI

7.50

7.60 7.70
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We fulfilled an ambitious emissions reduction
and energy efficiency plan:

PERCENTAGE OF ENERGY FROM RENEWABLE

SOURCES
58.0%

46.0% 46.9%
20 5° I

EH 26 Ed

ENERGY CONSUMPTION BY TRAFFIC
(MWh/PB)

197
I 150

1+2 GHG EMISSIONS AVOIDED

(tCO,eq)
1,895,116
I 1,401 424 1,409,367
I 1,220,289
We maintain our commitment to diversity:
COMMITTED TO DIVERSITY
(%)

2016 2017 2018

W Female executives

Gl
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AND WE DEVELOP THE COMMUNITIES IN WHICH WE OPERATE:
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1.1.4. Our brands

Telefénica's brand strategy combines ‘Superbrands' with specialized brands to ensure competitiveness and add
value to the business.

Superbrands

1

Connected

Our ‘Superbrands' are recognized, relevant and differential and add value to our core business of connectivity in

Yelefonica

Telefénica is our institutional brand and the one for our
multinational customers and employees. This brand operates in
17 countries and has presence in 24.

17 countries.

& mouvistar

Movistar is the most international of
our commercial brands. It has presence
in 14 countries and it is in 57" position

position on t

on the global BrandZ ranking.

Specialized Brands

02 is our commercial brand for
Germany, Spain and UK. Itis in the 11t

he UK BrandZ ranking.

vivo

Vivo is our commercial brand for Brazil.
Itisin the 16" position on the Brazilian
BrandZ ranking.

They forcefully break into the capture of new digital businesses and new business models beyond our grassroots
activities. Highlighting:

Brands specialising in B2B

TELXIUS
| g

LUCA
acens

onthespot

Infrastructure company that manages
towers and the international network
of high capacity fibre optic cable.

Business unit specialising in
cybersecurity at Telefonica

Telefonica's Big Data and Avrtificial
Intelligence services unit

The brand that offers hosting, dedicated
servers and cloud servers in Spain.

Company specialized in in-store media
and audiovisual services for companies,
as well as in the implementation

and management of out-of-home
digital advertising networks

Innovation Brand

\N\ wayra

Area that integrates external innovation
related to Telefénica's core business.

MVMO (Mobile Virtual Network Operator) Brands

@tuenti
giffgaff

Social brands

Velefonica

FUNDACION

Profuturo

Present in Spain, Argentina, Ecuador,
Guatemala.

Operates in United Kingdom.

Provides its services in Germany.

Through its Fundacién, Telefonica
contributes to the economic, social
and cultural development of the
countries in which it is present.

Digital education initiative for
vulnerable children promoted
by Fundacién Bancaria La Caixa
and Fundacion Telefénica.

wCe® OO


http://www.movistar.es/
https://www.vivo.com.br
https://www.o2.co.uk/
https://www.telefonica.com/en/home
https://www.tuenti.es/
https://www.giffgaff.com
https://www.blau.de/
https://telxius.com/en/
https://luca-d3.com/index.html
https://luca-d3.com/index.html
https://www.acens.com/
https://www.onthespot.com/en/
https://es.wayra.co/
https://www.fundaciontelefonica.com/
https://profuturo.education/
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Connected

1.2 A context of change

The solution to the major new issues is a priority that
requires a genuine focus on sustainability for keeping
up with the demands of every stakeholder: from society,
governments and requlatory authorities to the world's
leading investors, in the conviction that sustainability

is a necessary condition for achieving prosperity,
efficiency and profitability in the medium term.

The environment in which Telefénica carries on

its business underwent considerable change over
the course of the last financial year, driven by two
fundamental trends: growing instability and the need
and desire for long-term sustainability.

Instability is inherent in times that represent or
precede a change of era, as is the case today. That
is particularly evident in two areas: in political
terms, 2018 saw a number of fast-evolving
upheavals around the world, the outcomes or
consequences of many of which, such as Brexit,
are still far from clear; in economic terms, volatility
has been high and has specifically affected leading
technology companies, whose (until now) solid
business models are being questioned.

All of this is having considerable social consequences.

Last year, mistrust among citizens and companies
increased, notably affecting people's perceptions and

expectations regarding technological challenges and
advances. There is growing concern about the level

of technology and how it is used, and this has led to
greater caution and a demand for accountability in
both its management and impact. This has been the
case, for example, with personal privacy, the use of
data as a mass-management and decision-making
tool and the effects and uncertainties associated with
digitalization, such as digital well-being or the possible
impacts on employment and social relations.

The World Economic Forum has referred to this
context as ‘Globalisation 4.0" and has included a
number of imbalances which have yet to be resolved:

» Economic growth vs conservation of the planet.
»  Global citizenship vs patriotism.

» People's work vs machines.

wCe® CEAD


https://www.weforum.org/
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» Technology ‘for' vs ‘against’ people. technology is especially important and this is where
Telefonica already plays a special and increasingly

» Economic growth vs reduction of inequalities/ important role. Our Company, because of its position

eradication of poverty. as the enabler of all digital services, its history, its

social and economic involvement in all the countries

» International competition vs collaboration. in which it operates, is in a key position to make a
substantial contribution to sustainable development.

The solutions to these issues are a priority which A contribution which, despite being a company with

require a genuine focus on sustainability in keeping almost 100 years of existence, has only just begun

up with the demands of every stakeholder: from and which is fundamentally articulated around three

society, governments and regulatory bodies to lines of action:

the world's leading investors, in the conviction

that sustainability is necessary if we are to achieve » Provide people with the power of connectivity.

prosperity, efficiency and profitability in the

medium term. »  Optimize our capabilities for a sustainable digital

future.
Addressing these challenges also entails a wide range
of growth opportunities for society in all its fields. » Ensure maximum responsibility in all our actions.
The combination of sustainability with the latest

A context of change @ C @ <::| |::>
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milestones in 2018

Ay

Telefénica, the best
European telco and

second in the world,
according to Fortune
magazine.

Telefonica included

in the Bloomberg
gender equalit

index, one of the 5

telecommunications

companies selected

worldwide.

————p -

I
.

Launch of Internet
for All, designed to

connect more than
100 million people
without Internet
accessin Latin
America. People-

centered digitalization.

Telefbnica included
in List A of the

CDP Supply Chain,

which includes only
100 companies

in the world.

Telefbnica launches
Aura in 6 countries
and leads the
integration of
artificial intelligence
in its networks and
customer service.
People-centered
digitalization.

Our #Companies4SDG 1
campaign, finalist !
of the UN SDG
Action Awards.

Telefonica signs

an agreement for
the integration
of loT devices in
Microsoft Azure.

Creation of Telefonica's
Digital Security Advisory

Board, by bringing

Agreements with
Netflix and Amazon
Web Services,
Service Integration.

World's 1
#eSportsUnificados
Championship,
together with
Playstation, Special
Olympics Madrid.

' Presentation of the

Digital Manifesto: the

challenges we face. People-

international experts into
the Company's strategy.

Summit for Accountability
& Internet Democracy.
People-centered
digitalization.

Telefbnica positions itself

for the fourth consecutive

time as a worldwide
Visionary in Gartner's

Magic Quadrant 2018 for
Managed Mobility Services.

Through ElevenPaths,

Etisalat, Singtel, Softbank

and Telefénica create

a global cybersecurity

alliance, the Telco

Security Alliance.

centered digitalization.

Telefénica Spain launches

brand 02 to respond to
a segment that requires
only communications
and a simple offer.

Telefbnica announces the

total migration of voice

traffic to its International

IP Network to improve

service quality and

customer experience.

We subscribe to the UN
Global Business Principles

against Discrimination

LGTBI. '

2
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https://www.telefonica.com/en/web/press-office/news-detail/-/asset_publisher/h6pNStBlfIXK/content/telefonica-calls-for-a-new-digital-deal-to-ensure-digitalisation-benefits-everyone?redirect=https%3A%2F%2Fwww.telefonica.com%2Fen%2Fweb%2Fpress-office%2Fnews
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https://www.telefonica.com/en/web/press-office/news-detail/-/asset_publisher/h6pNStBlfIXK/content/telefonica-presents-the-commercial-offer-for-o2-its-new-brand-in-the-spanish-market?redirect=https%3A%2F%2Fwww.telefonica.com%2Fen%2Fweb%2Fpress-office%2Fnews
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We celebrate the
2 anniversary
of ProFuturo. It
has now reached
23 countries and

5.5 million children. A
N
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Connected

LUCA, Telefonica's

data unit, recognized
leader in the Big

Data market

by Forrester.

Agreement with
Allot, McAfee to

aunch cybersecurity
solutions for SMEs.

One million customers
have chosen our
fibre-optics in Spain.
People-centered
digitalization.

We are one of the first
companies with a code
of ethics for Al: Principles
of Artificial Intelligence.

16 Edition - International
Telefbnica Volunteer
Day: More than 22,000
Telefonica Volunteers

in 31 countries.

Telefbnica wins the award
for Best Latin American

Wholesale Operator at the
2018 Carrier Global Awards.

Telefénica, among
Europe’s 100 digital
pioneers, according

Financial Times.

Telefonica presents
the beta version of

its Cloud Virtual Data
Center 4.0 service at

VMworld Europe.

Netflix and Movistar
Play in more than
10 countries in
Latin America

Agreement with
IBM to optimize
blockchain processes.

Spanish launch of
Movistar Cloud

unlimited, and the new

version of SmartWifi. —
People-centered
digitalization.
daliaten. NS
o

Telefonica loT world leader
in the Magic Quadrant of
Managed M2M Services
for the fifth year running.

Telefénica exceeds the
target of being 50%
renewable, with the
target of being 100%

renewable by 2030.

L4 Fdition of the Sustainable
Innovation initiative: 155
proposals from 17 countries.

For the fifth consecutive
year, Telefénica is the world
leader in climate change
management according to
the CDP's List "A". The results
were published in January
2019 based on data from
2017, duetoachangein
methodology in the CDP.
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1.4. Ourimpact on
communities and
tax information

Connectivity plays a fundamental role
in the data economy. Our sector has become
an essential part of people’s lives.

1.4.1. Contribution
to progress

At Telefonica, we believe our contribution to society and local tax revenue. We also perform internal
goes beyond the Company's economic value and, analyzes of external factors and apply methodologies
therefore, we assess and monitor our contribution to that quantify the impact of our products,
an impact on our surroundings. technological projects and services. To date, we

have analyzed loT solutions, connectivity services,
Telefénica is one of the main driving forces behind energy efficiency projects, health care platforms and
economic progress in the societies in which we mobility management services, etc., assessing said
operate. The company has significant impacts on services for society and detecting potential negative
GDP, employment, environmental efficiency, SDGs impacts that need to be corrected or minimized.

INTERNAL ANALYSIS OF EXTERNAL FACTORS

Definition Definition of

of the scope indicators/
of analysis results

Measurement

For every euro of OIBDA obtained, we contributed 3.4 euros
to the GDP of the main countries in which we operate.

Ourimpact on communities and tax information wCe® OBl
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1.4.2. Impact on GDP

According to internal calculations based on the
methodology developed by PWCin 2015, our
global contribution to GDP in 2018 was 53,152
million euros, which is almost 0.5% of the total
wealth generated in the most relevant countries
where we operate.

For each euro of GDP created directly in the nine
most important countries, we indirectly generated
an additional 1.4 euros in 2018 through our
spending and investments.

1
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IMPACT ON TELEFONICA GROUP GDP IN 2018

Millions of euros (%)

53,152 22,179
(100%) (41.7%)
22,659
(L42.6%)
8,315
(15.6%)
Total Direct Induced
impact impact Indirect impact impact

Total impact: Total impacts generated by corporate activity
and the expenses and investments we make in the countries
in which we operate.

Direct impact: Impacts generated directly by the
development of our activity.

Indirect impact: Impacts generated by the expenses and
investments carried out throughout our supply chain.

Induced impact: Impacts generated by increased
consumption, derived from the increase in labour income
generated by direct and indirect employment.

IMPACT ON THE GDP OF THE MAIN
COUNTRIES WHERE WE OPERATE IN 2018

Millions of euros (% of local GDP)

1,481 956
2,212 (0.58%) (0.10%)
(0.98%)
2,266
(1.34%)

3,012
(0.25%)

14,986
(1.38%)

53,152 em

5,879
(0.28%)

14,260

6,203 (1.07%)
(0.20%)
B Germany B Chile Mexico
B Argentina M Colombia W Peru
% Brazil B Spain & United Kingdom

(1) Calculated data on 2018 closure estimates of the corresponding local
public bodies (INE, DESTASIS, etc.).
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1.4.3. Impact on
employment

Employment is one of the main social concerns in
many of the communities in which we are present.
Therefore, we place particular importance on how we
affect the capacity for creating and maintaining jobs.

According to the methodology used for the impact
analysis, Telefénica's contribution to worldwide
employmentin 2018 amounted to 1,236,841 direct
and indirect jobs. This means that, in the countries in
which we operate, our business creates 9.7 jobs per
person we employ.

In 2018, our contribution
to worldwide employ-
ment amounted to
1,236,841 jobs.

Connected

IMPACT ON TELEFONICA GROUP
EMPLOYMENT IN 2018

People (%)
1,236,841 120,138

(100%) (9.7%) 804,348
(65.0%)

312,354

(25.3%)

Total Direct Induced

impact impact Indirect impact impact

Total impact: Jobs generated by the corporate activity and
the expenditure and investments we make in the countries
where we operate.

Direct impact: Employees hired directly.
Indirect impact: Jobs generated in those companies and

sectors receiving our expenditure and investments and by
their respective suppliers.

Induced impact: Jobs generated in all sectors of the
economy thanks to economic activity generated in induced
form.

IMPACT ON EMPLOYMENT OF THE MAIN
COUNTRIES WHERE WE OPERATE IN 2018

Total people employed (% of total local employment)

49 83‘3:“21 39,689
(0.6'0%) (0.07%)
50,228
(0.33%)
50,451

(0.33%)
58,661
(0.18%)

72,310
(0.31%)

1,236,841

people

580,527

:0:.%872"’2/0)70 (063%)
150,450
(0.76%)
B Germany B Colombia I United Kingdom
B Argentina B Spain B Other
[ Brazil Mexico
B Chile B Peru
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1.4.4, Positive impact
on the environment

Certain aspects of our business have a negative
effect on the environment; however, the Company's
services generate environmental benefit because
digitalisation offers our clients us solutions to major
environmental challenges.

We therefore analyse our net impact, specifically
on climate change, because it is the main
environmental challenge worldwide and also the
area in which we have the greatest influence on a
global scale.

®

a) Telefonica's carbon footprint

More information, in the chapter titled
“2.2. Digitalization and the environment".

We reduce the impact on climate change by
decarbonising our activity, betting on a decoupling

1
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between the traffic growth that passes through
our networks and greenhouse gas emissions. The
goal is to bring our efforts in line with the level of
decarbonisation required to limit global warming
to below 2°C; accordingly, we aim to reduce our
emissions by 50% by 2030.

Our carbon footprint comes primarily from electricity
consumption, so we are committed to making our
electricity consumption 100% renewable by 2030.

At the present time, 58% of our current electricity
consumption comes from renewable sources
globally, 100% in Europe and Brazil (Telefénica Brazil
100% renewable since November 2018). Together
with an ambitious energy efficiency programme,
this has reduced our carbon emissions by 37%

in absolute terms and 36% in revenue intensity
compared to 2015.

We also take into account the impact our value chain
has on climate change as a result of our business.
We therefore calculate our Scope 3, which has been
reduced by 12% since 2016.

(1) Telefénica Brazil 100% renewable electricity since November 2018.

Our impact on communities and tax information
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Telefénica's emissions without our renewable
energy plan would have been 80% higher.

TELEFONICA EMISSIONS (SCOPE 1+2 AND SCOPE 3)

ktCOeq 13%__
~~~~~~~~~ -37%
T T o
I I I I -------- -1_4:,/:, ----- I I I I
1,950 1483 1397 1219 . 30—2 33: . 1,645 1,181 1,093 958 2,607 2,461 2,296

EEE 2016 E 2015 EH 206 EG 201 B 206 EEE 2018 2016 D 2018

Scope 2 Emissions

(market-based method) Scope 3 Emissions

Scope 1+2 Emissions Scope 1 Emissions

EMISSIONS AVOIDED BY USING RENEWABLE INTENSITY OF EMISSIONS

ENERGY (SCOPE 1+2/REVENUE)
ktCO,eq tCO,eqg/Million euros
-y
92% __.--"7"
____________________ 36%
2015 JPICCINN 2017 IENNPT] B
-514 -870 -779 -987 I
I 39.12 28.50 26.86 25.03

EH o6 b 208

Scope 1: Our Scope 1 emissions come from two main sources; fuel consumption in our lines of business and fugitive emissions of
refrigerant gases from air conditioning units. We reduce them through different initiatives, such as replacing fuel-powered generators
with renewable self-generation or substituting cooling units with free cooling or with other units with refrigerant gases with lower
warming potential. Through these measures we have reduced this scope by 14% compared to 2015, which represents a reduction of
more than 43,500 tonnes of CO, eq emissions per year.

Scope 2: Scope 2 emissions, from power consumption, are the most significant in our activity. The actions we carry out to reduce
them are based on implementing energy efficiency projects and on transitioning to consuming more renewable energy. Through
these actions we reduced our Scope 2 emissions by 42% in 2018 compared to 2015, which represents a reduction of more than
687,000 tonnes of CO, eq emissions per year.

‘Ourimpact on communities and tax nformation il 2: [
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b) Our ecosmart services

Our greatest contribution to reducing and adapting
to climate change will undoubtedly come from
increased digitalisation, supported by a renewable
network and solutions that are already responding to
environmental challenges.

Our services enable us to reduce carbon emissions
from other sectors and increase the resilience of the
communities in which we operate. For example, we
have loT and Big Data services designed to improve
our customers' mobility and energy efficiency; and
our Cloud and video-conferencing services also
prevent greenhouse gas emissions.

) Net positive impact

When considering our net impact on climate
change, we take into account those of the
Company's emissions that are necessary to provide
our services and the emissions avoided through
digital services. The difference between the two
gives our company's net positive impact, avoiding
more than 180 thousand tCO..

According to the energy and climate change
strategy, Telefonica will contribute to a decarbonised
economy. Year after year we will avoid more
emissions than we generate in a 3 to 1 ratio in 2021.
That is, for each emission ton, we will be able to avoid
the atmosphere 3 in the next 3 years.

Through our services
we avoid more
carbon emissions
than we generate.

1
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1.4.5. Contribution to
local tax revenue

Our contribution to the economy and society as

a whole may be quantified not only in terms of
corporation tax but also by means of other specific
contributions in the countries in which we operate.
These include fees (for use of the public domain
and the financing of the radio and television
corporation, among others), local taxes, social
security payments and similar contributions in
other countries.

Besides these direct taxes, as a result of our
business and on behalf of other taxpayers, we pay
other amounts into the public coffers as part of
the company's total tax payment. Such payments
include indirect taxes, withholdings applied to
workers' salaries and others.

Accordingly, in 2018 our Total Tax Contribution (TTC)
stood at 10,118 million euros (2,812 million euros

in taxes paid and 7,306 million in taxes collected),
accounting for 47.7% of our distributed value®.

As the markets that return the highest operating
profit, Brazil and Spain were the jurisdictions with the
highest figures for taxes paid and collected.

Thus, for every 100 euros turned over by the
Company, 20.8 euros were paid in taxes (5.8 for taxes
paid and 15 for taxes collected).

The group's income tax figure stands at 865 million
euros, with 22 million euros in subsidies received by
Telefénicain 2018.

(1) Distributed value as taxes paid and collected / Total distributed value, the latter defined as the sum of the following items: value for the shareholder (profit
after tax), wages and salaries net of taxes collected, net interest and taxes paid and collected.

wCe® CElD
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CONTRIBUTION TO LOCAL TAX REVENUE

7,306ev

Total taxes
collected

Se 503 Lan

Contribution to the
profit before taxes
of the consolidated
group by country

2,812a4

Total taxes
paid

Contribution by country to

the profit before taxes of the Total taxes
Millions of euros consolidated Group Total taxes paid collected Totals
Germany 181 214 599 813
Argentina 335 293 500 793
Brazil 2,631 788 3,097 3,885
Central America 131 60 78 138
Chile 154 L 196 240
Colombia 49 110 156 266
Ecuador 13 109 28 137
Spain 981 743 1,950 2,693
Mexico® -589 92 82 174
Peru -81 113 148 261
United Kingdom 713 164 450 614
Uruguay 127 18 11 29
Venezuela® 159 1 1 2
Others 228 63 10 73
Total 5,031 2,812 7,306 10,118

(1) Contribution to the consolidated profit before taxes for 2018, adjusted for the coupon corresponding to the undated deeply
subordinated securities. The consolidated financial statements of the Telefonica Group are drawn up in accordance with the International
Financial Reporting Standards (IFRS) as adopted by the European Union. The local accounting regulations applicable in each of the
countries in which the Group is present may differ from the standards set by the IFRS.

The table above groups together all companies of the Group according to the country of their registered office. This grouping does

not coincide with the distribution by segment of the Telefénica Group. The results by country include, as appropriate, the effect of the
allocation of the purchase price to the acquired assets and the liabilities assumed. The results by country exclude income generated by
dividends of Group subsidiaries, as well as the change in the provision for impairment of investments in companies of the Group, which are
eliminated in the consolidation process.

(2) This includes the impairment of goodwill allocated to Telefonica Méviles México recorded in 2018, amounting to 350 million euros.

(3) The financial result derived from the correction for hyperinflation of the net monetary position and of the exchange differences due to
balances in foreign currency of Telefonica Venezolana was 219 million euros in 2019. The expense for deferred tax liabilities corresponding
to the adjustments due to inflation of net assets which, according to the current tax legislation in Venezuela, are not tax deductible
amounted to 186 million euros in 2018. The loss after tax of Telefonica Venezolana in 2018 amounted to 34 million euros.

Ourimpact on communities and tax information wCe® CEMD
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1.4.6. Contribution
to Sustainable
Development Goals

We play an important role in the 2030 Agenda of

the United Nations and in achieving the Sustainable
Development Goals (SDGs), because, as we have seen,
new digital technologies are today one of the main
driving forces behind economic and social change.

Accordingly, we made a detailed analysis of our
capacity for contributing to the SDGs in 2016 and we
update the study each year. Our aim is to evaluate
development during these first 3 years and constantly
adapt our priorities and lines of action.

Specifically, our business has a clear impact on ‘Goal
9:industry, innovation and infrastructure’. However,
our commercial activity and technological solutions
mean we are capable of actively contributing to other
goals, such as ‘Sustainable cities and communities'
(SDG 11), ‘Decent work and economic growth' (SDG
8), ‘Gender equality’ (SDG 5), ‘Climate action’ (SDG
13) and, through Fundacién Telefénica, ‘Quality
education’ (SDG 4).

For each of the main SDGs identified as priorities,

we have defined a number of medium- and long-
term targets and indicators to help us monitor our
contribution. This means we can strengthen and
boost the lines of the Company's business that most
increase the positive impact we have on society.

More information, in the annex “2.9.6. Sustainable
Development Goals".

We have medium and long-
term objectives, as well as
indicators that reflect how
our contribution to the
SDGs we have identified

as priorities is evolving.

Ourimpact on communities and tax information wCe® CHEO
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TELEFONICA'S COMMITMENT WITH SUSTAINABLE DEVELOPMENT GOALS

Boost global and accessible
connectivity.

Telefonica’s goals:

» Provide internet access to 100M
people in LATAM by 2025.

» |Improve LTE coverage and
promote the deployment of 5G.

» Promote sustainable
innovation projects.

Democratise education for children worldwide.
» Transform the education of 10 million children by 2020.

Achieve gender equality.
» 30% of executive positions held by women by 2020.
» Promote activities for sensitisation and raising awareness of unconscious bias for the entire workforce.

Job creation and economic growth.
» Have a positive impact on local tax revenues and economies.
» Create high quality jobs.

Encourage the use and development of smart services for communities.
» Promote ecosmart services (10 tCO, avoided / 1 tCO, emitted) by 2025.
» Reduce or mitigate financial and environmental losses caused by natural disasters.

Fight climate change and improve the efficiency and use of resources.
Promote the use of affordable, safe, sustainable and modern energy for all.
Ensure sustainable consumption and production models.

» Reduction 50% GHG ~ » Reduce +70% energy » Achieve 100% » Reduce 30% » Boost waste
(Scope 1 +2) by 2030 consumption per unit of electricity emissions of recycling.
(year base 2015). of traffic by 2020. consumption suppliers/€ destined

from renewable to purchase by 2025
sources by 2030. (year base 2016).

Ourimpact on communities and tax information wCe® CEAD
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1.5. Amore human

connectivity

Technology reaches every dimension of the human
being and society. There is no denying its positive
contribution to our lives, our surroundings and

businesses. However, it also brings uncertainties that
lead us and our stakeholders to question its impact on

our lives.

Technology should unite not separate; it should
improve our lives, not take control; it should let us

to which they belong, leaving no one behind. Bringing
people, companies and society together to prosper
and enjoy.

We pledge to achieve our aim by working to our

Company values:

bod

share experiences and opinions, not hide our existence

or render us anonymous.

We are convinced it is people who give meaning to
technology, not the other way round. In that belief,

we work to ensure that technological progress brings a

higher quality of life, free from fear.

Therefore, we have set ourselves a mission:

“To make our world more
human, connecting
people’s lives”.

®

We know that the most important connections

are human connections. When we are connected,
humanity not only exists, it progresses. Our work is
key in that progress, and so we offer networks that
unite rather than isolate, services that invite people
to be themselves, to express themselves, to share
and collaborate. Connections that ensure the safety,

More information, in the section of our web
“Our mission”.

>

>

integrity and dignity of every individual and the groups

A more human connectivity

We are open. \We believe that the best solutions
are found through collaboration, amiability and
transparency at work. We are an open system in
which everyone counts.

®

More information, in the section “1.9. The vector
of innovation™.

We are challengers. \We offer innovative solutions,
we transform and simplify our stakeholders' lives.
And we are not stuck in our ways; we are always
willing to change to do things better.

®

More information, in the section “1.10. CASE STUDY
FLAGSHIP: Internet for All".

We are trustworthy. We work in an honest,
simple, committed manner, offering safe, quality
connections. We are still here after almost 100 years
of constantly adapting to our customers' needs.

®

More information, in the section “2.8. CASE STUDY
FLAGSHIP: Blockchain in the supply chain”.

wCe® CEAD
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1.6. Aninclusive-platforms
company with the
customer at the center

|

Today, Telefénica is a communication networks, Telefonica is at the cutting edge of technological
digital services and entertainment company using transformation through its platforms strategy:
technology to create a better, more inclusive society.

Telefénica is committed to developing infrastructure »  First platform. The network, as the basis of
and solutions that make the digital world accessible to connectivity.

everyone, whatever their location, economic status,

knowledge or capabilities. That network is precisely » Second platform. The information systems, as
the gateway to the digital world, giving meaning to the source of digitalization.
communications, facilitating relations among people,

speedy transmission, the acceleration of change and »  Third platform. Offer of services and products.

the exponential growth of many industries.
» Fourth platform. A centralized and normalized

view of the data.

PLATFORM STRATEGY
N /P N
- 1000/0 Normalisation
7 1000/0 Personalisation
1 Open
Automation/ Ghls
Intelli -
LSl ]. OOO/O Cloudification
N 1000/0 Virtualisation
A\ 4 J/ A4

Aninclusive-platforms company with the customer at the center wCe® CElO
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1.6.1. First platform:
the network is the
basis of connectivity

The network is Telefonica's main asset, the platform
that enables us to develop all the other platforms,
our springboard for innovation. A network originally
designed to carry voice traffic that has become a
flexible, open, dynamic and secure data network,
evolving through initiatives such as virtualization and
‘cloudification’, incorporating artificial intelligence
technologies to improve its management.

Telefénica is the leader in Europe in the
deployment of fibre. In Spain alone, there are

more homes with fibre than in Germany, the United
Kingdom, France, Italy and Portugal. That experience in
the roll-out and connection of fibre has permitted the
industrialization of those processes, which represents
a competitive advantage as it considerably reduces
costs, incidents and installation times, accelerating the
execution of investments in each country.

That means replacing the old telecommunication
networks based on copper infrastructure, which, in the
case of Spain, have been in operation for over 80 years,
with new, innovative technologies such as FTTX (Fibre
To The Home, Fibre to the Curb, etc.). Telefonica Spain's
goalis to be one of the first countries to complete the
transition to fibre, for which we have implemented a
gradual switch-off of copper exchanges, at the rate of 1
per day, until 700 exchanges have been shut down by
2020, thereby improving the quality of the service by
reducing network outages by over 60%. Telefonica's
fibre network is now able to deliver download speeds of
up to 2.5 Gbps, and to evolve even further, to 25 Gbps,
in the future.

The Group's FTTx/cable coverage at close of
December was 82.7M premises passed® (50.5M of
our own network, +14% year-on-year); 21.3M FTTH
in Spain, 9.4M FTTx/cable in Latin America (+37%
year-on-year) and 19.8M in Brazil; and the connected
accesses grew by 21% year-on-year (13.2M), which
means that over 44% of broadband customers enjoy
speeds of over 50 Mbps.

1
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The efforts made in the roll-out of 4G networks, with
coverage in excess of 76% of our footprint, together
with the commercialization of smartphones and the
growth in the use of mobile data, have made it possible
for many people and companies to benefit from

the digital society. Evidence of that is the fact that
average mobile data consumption per customer in our
network is 2.6 GB/month, i.e. an annual growth of 53%.
Likewise, LTE traffic accounts for 65% of all traffic in our
mobile networks.

LTE - 4G NETWORK COVERAGE 2018

and year-on-year variation
94%

70%

76%

- - - Total
- ---B Lpp
3pp 4pp

Europe Latin America
GLOBAL SMARTPHONES

PENETRATION 2018

and year-on-year variation — = — = =

This network must grow and adapt in order to absorb
the volume of data, which increases exponentially
each year: between 2015 and 2018, data trafficin

our mobile networks increased &.3-fold, and 2.3-fold
in land-line networks (4.7 Exabytes/month). So,
Telefonica is reinforcing and transforming its main
infrastructure, advancing towards a fluid network that
adapts dynamically to customers' needs, with the
greatest capacity and reliability. With our network
virtualization program, UNICA, we can rollout new
network functions and solutions in a flexible, efficient
manner. In 2018, we launched UNICAin 11 countries
and 2 global centers. Telefénica is leader in its sector in
network virtualization, as reported by Analysys Mason
inits ‘Telco Cloud Index 2018'.

(1) Premises passed: units passed with fibre to the home in the case of FTTH or with fibre to the wardrobe, to the home or VDSL or cable in the case of FTTx.

The difference with households is that it includes premises and empty dwellings.

An inclusive-platforms company with the customer at the center
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DIGITAL SERVICE PROVIDER

BUSINESS INNOVATOR

BUSINESS SPECIALIST

BUSINESS MATURITY

@ Telefonica

Source: Analysys Mason.

However, we think not only about the network, but
also the devices we have in our customers' homes, in
order to provide them with the best service. We have
developed the HGU (Home Gateway Unit), a high-
performance router which optimizes customers' WiFi
and provides the best connectivity (up to 1Gbps). We
have currently more than 4 millions installed HGUs in
all our footprint. We also recently launched another
smart device for the home: Movistar Home, which
incorporates the artificial intelligence of Aura so that
users can manage the contents of Movistar+ and the
communications and connectivity of the device in a
user-friendly way.

An inclusive-platforms company with the customer at the center

Our attitude is one of openness and
interoperability. Until now, network devices have been
based on proprietary standards, which have increased
costs and hampered flexibility. Proprietary standards
can also be opaque in the way they process information.
Telefonica is committed to the opening-up of standards
and devices, with important global consortia such as

TIP (Telecom Infrastructure Project) or ONF (Open
Networking Foundation). That is already bearing fruits,

such as ‘Internet for All', which has made it possible to
efficiently rollout infrastructure in the most remote,
underprivileged areas of the Amazon region.

More information, in the section “1.10. CASE STUDY
FLAGSHIP: Internet for All".

wCe® CEAD
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THE WORLD'S TWO LARGEST FIBRE OPTIC SUBMARINE CABLES

Marea

o————

[Estimated initial capacity of 160 Thps. ]

Two anchoring stations
connected to the main Data
Centersin the EU and EMEA.

Marea is a turning point
thanks to its flexible
design.

A single route which will
strengthen global connections.

[Open for business. }

Telxius is a partner
and landing party of MAREA.

A key asset in the roll-out of connectivity

is Telxius, a Telefonica telecommunications
infrastructure company that manages a large number
of towers in six countries (over 16,550 towers) and

an international, high-capacity optic fibre cable
network. Telxius offers advanced IP services, capacity,
placement and security in its international network of
some 87,000 km. Among other assets, it manages ten
high-capacity underwater optic fibre cables, including
the two highest-capacity cables in the world, MAREA
and BRUSA.

Brusa

_———

[ Capacity of 138 prs.]

Anchoring stations in Rio de
- Janeiro, Fortaleza, San Juan

(Puerto Rico) and Virginia Beach.

The highest-capacity,
lowest-latency cable
connecting America and
Europe, through MAREA.

The first direct route
between Virginia (USA)
and Brazil.

Beyond the roll-out and updating of networks and the
interoperability of devices, we are ready to respond
to natural disasters, external factors and energy
failures, etc. that could cause one-off disruptions
in the service.

All threats to the service must be prevented in order

to avoid serious losses that could affect business
viability. To achieve that, we have developed processes,
mechanisms and techniques that reduce the risks and
ensure high availability in the Company’s operations in
crisis situations and emergencies. Accordingly:

wCe® CEHED
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We have early warnings and specially trained
teams who undertake drills for different types of
emergencies.

We coordinate the different platforms, which
enables us to intelligently use the data we
generate. Thus, the use of Big Data as a statistical
and analysis tool for certain variables related to
climate change or people’'s moverment patterns
helps us define mare precise models and more
useful scenarios when responding to emergencies
and natural disasters. Those patterns can also
assist governments and administrations in the
management of the resources necessary to respond
to such emergency situations.

We have Global Business Continuity
Regulations which, among other matters,
contemplate the controls necessary to ensure
the security and continuity of our processes,
defining the necessary management, roles and
responsibilities. These regulations contemplate:

Business Continuity Plan: Outlines the
process and associated logistics so that the
Company can recover and restore critical
functions that have been partially or totally
disrupted within a given time after an unwanted
shutdown.

Global Crisis System: By means of which we

manage the high-impact incidents that threaten
us. It has a Global Crisis Committee, which

Significant network outages 2018
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includes specialists depending on the type

of incident (natural catastrophes, man-made
incidents, cyber-threats, incidents in networks,
incidents in information systems, etc.). The
Committee acts in four phases: alert of the
crisis at local level, evaluation of the impact at
global level, development of the activity and
implementation of the action procedures, and
close of the crisis for return to normality.

Ensuring resilient, high-quality
infrastructure: We work to ensure that our
network is of the highest quality, resistant

to failures and protected from disruptions.

We have innovative services to improve our
ability to react to those situations, helping the
civil population and local administrations to
respond more efficiently. For example, satellite
equipment maintains communications during
the reactivation of infrastructures affected by a
natural disaster. We have Cell Backhaul, BGAN
(Broadband Global Area Network) and satellite
telephone services, which have been used in
those cases.

Offering as much information as possible
about the status of our networks and
services always, even in adverse situations.
Besides periodically publishing reports on the
quality of our services, we also offer users tools
to check the status of the mobile network in real
time via the websites of our brands and countries,
e.g. Movistar in Spain and 02 in the UK.

Incident Outage of the 02 mobile data network, United Kingdom.

Date 6 December 2018.

Duration 24 hours.

Impact 02 customers and customers of 02's mobile virtual network operators were unable to use their mobile data.
An expired certificate in the versions of Ericsson software installed in the network. Similar

Cause . : .
problems affected a limited number of operators in several countries.
The 2G and 3G mobile data services were restored in 17 hours. 4G mobile data services were

Corrective restored in 24 hours. 02 issued an apology to its customers and compensated its entire

actions customer base equivalent to two days for customers on monthly plans, a 10% additional top-

up in the Pay As You Go service or a 10% discount on mobile broadband connections.

We also collaborate with governments, administrations and humanitarian organizations to strengthen
response strategies.

Aninclusive-platforms company with the customer at the center

wCe® CElD


http://www.movistar.es/
https://www.o2.co.uk/

Jelefonica | Geporrrors

Connected

EXAMPLE OF THE MAIN CRISIS AND EMERGENCIES IN 2018

Crisis Eruption of the Fuego volcano in Guatemala. June 2018.

Type of crisis  Natural disaster.

Approximately 1.7 million people affected. Over 100 fatalities and over 3 million people evacuated.

Impact Damage to antennas and connectivity problems in the localities of Sacatepequez, Escuintla and Chimaltenan.
Connectivity was restored in an established average time.

Actions lee Central Prqtection Office provideq every possible assistance and coqsyltancg to collaborate
with the Security and Network areas in case of need due to renewed activity by the volcano.
Telefénica Volunteers collected donations of 30,000 euros. Donations of medicines were also received.

Crisis Floods in Malaga, Spain. October 2018.

Type of crisis  Natural disaster.

Impact

Over 600 people affected, 1 fatality and considerable material damage.

Actions

Telefonica volunteers participated in the support work for victims, clearing
ditches and channels in the most affected areas.

1.6.2. Second platform: the
information systems, as
the source of digitalization

Telefénica's systems, which make up the second
platform, are also being transformed in order to
adapt to the digital challenge. The barrier between
the systems and the network is steadily being
broken down. For some time now, Telefénica has
been working to facilitate the integration of those
two worlds, with the development of systems for

the automatic management, configuration and
monitoring of the network or the development of our
own and third-party services.

Our customers demand a truly digital, personalized
experience, control over the entire purchase cycle

and subsequent use of the services and products, and
their interaction with the Company from any place

and any device. At close of December 2018, 65% of
the processes were digitalized and managed in real
time (+6 pp year-on-year), improving the ‘time-to-
market' and customer experience. Furthermore, 30%
of the entire customer base had been migrated to ‘Full
Stack’ systems (+7 pp year-on-year). Our aim is to
consolidate that transformation, evolving towards end-
to-end automation of the processes, inspired by ‘zero
touch’, ultimately to unify the experience of customers
with our brands.

The E2E Digitalization, program, the roll-out of the
main technological enablers and the constant review
of our processes brought the following achievements
in2018:

» A better digital experience in the sales process.
The evolution of the digital marketing ecosystem,
the personalization and contextualization of the
offering by means of Advanced Analytics (better
knowledge of and response to customers and over
80 cases of use implemented in Spain) have made
it possible to reduce the sales cost and obtain 30%
of the savings achieved in 2018. In Spain, 31%
of Fusién sign-ups were completed via the online
channel (+8 pp vs 2017).

» Attention and management through digital
channels, reducing the ‘provision cost' (40%
of savings), boosted by the automation of
customer services (self-management), the use
of the app and digital channels, while at the
same time reducing the volume of calls to the
call center by 17%. Particularly notable was the
improvement achieved in Brazil (-27% calls to
the call center; +22% use of the ‘Meu Vivo' app).

» Rollout of cognitive platforms at the Contact
Centers, with the first cases of use in Brazil, and
shortly in Peruin 2019.

wCe® CElD
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» Greater efficiency in the management of » In the provision and technical support processes,
payments and collections, especially in Latin automation of the resolution of incidents (+30%
America, by means of operational simplification year-on-year in Spain).
(20% of savings) and the introduction of the digital
bill (Brazil +16 pp year-on-year; +5 pp in 4Q). » Launch of robot development centers (‘Robot
Factories') in Brazil, Spain, Germany and most
» Automation of processes, with increases in operators in Latin America (150 robots).

quality and availability and a reduction in costs.

We are leaders in digitalization according to
Analysys Mason'’s "Digital Experience Index”

TELEFONICA'S POSITION IN THE DIGITAL EXPERIENCE INDEX
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Source: Analysys Mason
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1.6.3. Third platform: offer
of services and products

1.6.3.1. Our residential customers

We work to win our customers' trust through
simplicity, transparency and integrity. In our offer
and in all the contacts with them, we strive to make
their life easier in a permanently connected world.

»  First of all, we provide both land-line and mobile
services, including voice telephony, as well as
broadband access for access to value-added
services, applications and content. On the other
hand, Telefénica offers wholesale roaming
services (use of mobile services while roaming
internationally).

» Telefénica offers its customers bundled or
integrated services which, under one single
invoice, provide our customers with access to all
land-line and mobile voice, Internet, broadband

and television services in one single package. An

example of this is the Fusion service in Spain.

» One of the main barriers to accessing the
Internet, especially in some sectors of society,
is the cost of services and terminals. Therefore,
although the price per Gigabyte falls year after
year, as part of our effort to bring connectivity
to the entire population, we work on models
and commercial proposals adapted to people
with fewer economic resources. Prepay service

models (55% of our mobile customer base) and

specific broadband packages such as ‘Charges
per Day’' (affordable Internet tariffs offered in
several Latin American countries for access to

1
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connectivity services by low-income sectors), are

just a few examples.

»  We are focusing our offer on more flexible and
personalized options to provide customers with
the possibility of a tailored product adapted to
their needs. This is the goal of several initiatives
recently launched in some of our main markets:

An inclusive-platforms company with the customer at the center

“Customise your plan” (UK), “Vivo Easy” (Brazil),

“Connect” (Germany), “Pack Digital" (Chile) o
‘Pasa GB" (Argentina), among others.

We help our customers manage their digital life.
With services such as ‘Smart WiFi", ‘Security' or
‘Connected Car’, they can extend and manage
their communications in a safe and accessible
way that also takes into account the digital well-
being of the whole family. Smart WiFi is available
in 6 countries.

In video we have a global platform that offers
traditional Pay TV, Video on Demand and multi-
device access. We already have almost 10 million
TV customers and the leading content offering

in the Spanish-speaking world. Our growing
capacity for producing our own content has
brought successes that include , Campeones, La
Peste, Gigantes, Virtual Hero and El embarcadero.

Our Movistar Home service provides customers
with voice-based management of their digital life.
Itis a way of recovering the land-line telephone
in the home, turning communications back into
something that connects and brings families
together at home. It enables access to all our
services through the voice of Aura. In addition,

it makes it possible for our customers to use
natural language with their devices.

Services accessible to all: In line with our
commitment to placing technology at the
service of society, we want to ensure that all
these people can attain the benefits of digital
transformation, building a more accessible
world. To achieve this, the Company's global
commitment to accessibility includes:

The development of products and services
adapted to the needs of people with
disabilities, turning innovative and disruptive
ideas into reality.

Actions aimed at improving the accessibility of our
customer service and communication channels.
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https://www.youtube.com/watch?v=S13P-90ki6M
https://www.youtube.com/watch?v=DP9Q5NTyliA
https://www.youtube.com/watch?v=VRWvD6fDLE4
https://ww2.movistar.cl/hogar/arma-tu-pack/
https://www.movistar.com.ar/es_ES/pasagigas
http://www.movistarplus.es/cineespanol/enmovistarplus/campeones
https://lapeste.movistarplus.es/
https://lapeste.movistarplus.es/
https://gigantes.movistarplus.es
https://virtualhero.movistarplus.es/
https://elembarcadero.movistarplus.es/
https://www.movistar.es/particulares/Aura
https://www.movistar.es/particulares/movil/viajar-al-extranjero-roaming/
https://www.movistar.es/particulares/oferta-combinada/fusion/
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Accordingly, within the framework of the global
project Accessible Telefonica, we work to ensure
that our value chain integrates the concept of
‘Design for All', incorporating accessibility in our
processes, products and services from design
stage. We organize training and awareness-
raising activities for employees and, in
particular, for the developers of these channels
and solutions.

In order to achieve technological solutions
that enable access to information for people
with disabilities, we work closely with leading
disability associations to know more about the
needs and demands of this segment. In Spain
this is the case of Fundacién ONCE e llunion,
CERMI, CENTAC and FASOCIDE, among others.

This line of work has led to services such as
the following:

» Movistar+ 5S: This service allows customers
with hearing or visual disabilities to access the
contents of the Movistar+ television platform
using a three-way accessibility system:

1
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-

-

-

Spanish sign language, subtitling for the deaf,
and audio description.

Accessibility of the Movistar+ application,
which ensures that disabled users can choose
the film or series they want to enjoy on

their own and then, use their terminal as an
accessible remote control.

Breaking Sound Barriers: An educational

solution developed in collaboration with
the Adecco Foundation and Ericsson
that translates the teacher's explanation
into simultaneous subtitling via a mobile
application.

uSound: A solution that converts the disabled
person's smartphone into a hearing aid as an
affordable alternative to hearing aids.

As far as terminals are concerned, we provide
information on the accessibility features of the
mobile devices in our catalogue. This means,
customers can identify the best terminals for
overcoming visual, auditory, cognitive and
dexterity difficulties through the use of icons.
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https://www.youtube.com/watch?v=cH02Wc3IEqE
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In addition to our efforts to have a simple, accessible
and innovative offer, we contribute to the Universal
Service Fund in seven countries, which at the

end of 2018 made a global contribution of 246
million euros. This is a public investment fund

whose objective is to guarantee services for all users
regardless of their geographical location, in compliance
with quality standards and at an affordable price.

The investment is controlled by the public bodies
designated for this purpose in each country.

1.6.3.2. Our business customers

In the Business segment, Telefénica is working
to position itself as the benchmark partner for
SMEs, multinationals and wholesalers tackling the
challenge of digital transformation. We leverage
our assets to serve business customers anywhere
in the world: 75,000 km. of fibre in our international
networks, 25 data centers, 12 security operations
centers, and 12,000 sales agents, among others.

Our services cover private networks that offer secure
and reliable communications to businesses. Thanks
to virtualization or SDWAN (Software Defined

Wide Area Network), networks are more dynamic,
adaptable and accessible. Our networks carry

LEGO-LIKE VALUE PROPOSITION

ORDER
AND BILL

CUSTOMER

MANAGEMENT

1

Connected

additional layers of security through ElevenPaths,
which protect them from the growing number of
cyber-attacks. We also enable the connection and
management of thousands of devices through our
loT (Internet of Things) ‘Kite' platform.

Telefonica's model is open, where new partners
can enrich our service offer in accordance with our
customers' expectations. Accordingly, for example,
in 2018 we reached global agreements with Netflix,
Amazon and Microsoft to allow us to integrate the
best services in a unique experience and meet our
residential and business customers’ digital needs.

We also help our customers with their own digital
transformation by migrating their systems to the
cloud using our Cloud services, in alliance with the
main world suppliers (AWS, Google etc.). And finally,
the transformation of their business through data
with LUCA, our Big Data unit.

In the Business segment we have a ‘lego-like’
value proposition where our digital services
and those of our partners eare at the top of
the New Digital Core (Communications Services +
Cloud + Security).

ORDER

CUSTOMER AND BILL

MANAGEMENT

(=)
COMMUNICATIONS  CLOUD

SECURITY loT

MANAGEMENT

D> B o & W

BIG DATA

EXCLUSIVE SOLUTIONS PARTNER ECOSYSTEM

MANAGEMENT

BUSINESS TO BUSINESS INFORMATION TECHNOLOGY SYSTEMS

CORE COMMUNICATIONS CLOUD SECURITY
NEW DIGITAL CORE

An inclusive-platforms company with the customer at the center
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For this proposal we work to a model of continuous
improvement, based on optimizing processes,
appropriately structuring functional areas and
digitalizing interaction with the customer. This
proposal is deployed in each sub-segment according
to customers' requirements.

SMEs: Improving the experience and
satisfaction of small and medium enterprises

Throughout 2018, under the levers of personalization,
convergence, end to end vision, digitalization in
customer service processes and the automation of
tasks in our Contact Center, we have achieved notable
improvements in customer experience. We highlight
the following:

» New global technical support model,
implemented in several Latin American countries,
significantly reducing complaints and billing
adjustments.

» New operating model for after-sales service,
transformed to increase customer satisfaction
and offer a personalized, digital experience.

» Digitalization of our customer service
through the development of new customer
service channels (Live Chat, APP and Web)
and the automation of our internal processes,
together with the application of analytics
techniques to our operations.

Large Enterprises: Creating committed
customers

Our Large Customers' requirements have evolved
towards the search for ad hoc solutions and
experiences. Accordingly, we have developed a large
number of programs to strengthen our relations
and effectiveness in this segment. Here, the main
achievements in 2018 are as follows:

» “Customer Centric Leadership” program,
which implements an excellent relations model,
placing the customer at the center of decision-
making processes and creating relationships of
loyalty and commitment.

1
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» “Voice of Customer” Program (VoC) which
gives us 360° vision, providing more efficient
and effective responses and actions according to
their needs.

» Loyalty and awareness-raising initiatives,
such as the following programs: operational
improvement of the customer experience'’;
awareness and communication of customer
experience ? and “'Zero Dissatisfied
Customers” ©.

We are also already working on the creation of
analytical models, using Machine Learning and Big
Data techniques to develop proactive proposals and
improve our personalized offer, customer loyalty and
their link with our brands.

1.6.4. Fourth platform:
normalization of data with
cognitive experience

Our fourth platform processes all the data generated
by Telefénica in an integrated manner, ensuring
power and control for the customer and always
placing privacy and security as the top priority.

It ensures a set of consistent capabilities in our
business management and provides greater flexibility
for sharing the data generated through the services
we provide with our customers.

As an absolute reference, the core of this initiative is
the protection of our customers' privacy, providing
them with tools to understand the potential of their
data but also the risks involved when they are used in a
non-transparent manner.

A centralized and standardized view of data allows us
to apply artificial intelligence on an industrial scale

to all our business areas, from operations to supply
(LUCA, Aura, etc.). In particular, the technologies
associated with Big Data and data analysis are
proving an invaluable tool for serving our customers
and contributing to a more digital and humane
society by allowing, among other things, the analysis
of indicators that increase understanding of the
challenges facing different communities.

(1) Aimed at maintaining continuous contact with the client, understanding their expectations and launching action plans that meet their needs.

(2) Allows you to focus on the issues of greatest interest to the client.

(3) Its objective is to proactively identify dissatisfied customers and launch activities that change that perception.

An inclusive-platforms company with the customer at the center
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Examples of use cases developed with Artificial
Intelligence capabilities on data include:

» Advanced network planning system: It allows
the design of our networks to take into account the
customer experience from the very start, combined
with the search for maximum coverage and optimal
capacity in each cell.

» Terminal recommender: It offers a personalised
proposal for our customers when they have
to change their mobile terminal. Based on
the selection available, the proposal will take
into account the features that best meet each
person’'s needs.

1.6.5. Our platforms
create a more digital
and humane society

Telefonica works to build a better and more humane
world through technology. And our platforms will allow
us to contribute more than ever.

Today, itis no longer simply an aspiration; we now have
real examples, such as digital inclusion. Thanks to the
use of our platforms, this brings the digital world closer
to everyone, regardless of their location, economic
status, knowledge or skills. It helps reduce poverty,
develop the economic and productive fabric, improve
basic services and avoid gaps between connected and
unconnected societies.

1.6.5.1. Customer
satisfaction indicators

The experience of our customers, the quality plans
designed for its improvement and the measurement
of their satisfaction are strategic issues for Telefonica.
Consequently, they are reported at the highest level in
the Executive Committee.

Furthermore, at Group level, the Board of Directors
has a specific Committee dedicated to Quality
and Customer Service. Said committee meets

five times a year to review, among other issues, the
evolution of customer satisfaction and the main local
and global initiatives in said area.

1
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All Telefénica operators conduct monthly customer
satisfaction surveys to hear their opinion on the
service we provide. The surveys ask about the

most relevant aspects of the business, such as
network quality, our commercial offer, service
through different channels, invoicing, recharging and
prices, etc. We then extract one of our main quality
indicators: the CSI (Customer Satisfaction Index).
This information leads to better relations with our
customers and anticipation of their needs.

Offering our customers the best experience to meet
their expectations is part of the DNA of Telefonica's
employees. For this reason, for some years now, a part
of the variable remuneration of the Group's employees
has been directly linked to the Customer Satisfaction
Index. We provide more information in the Corporate
Governance chapter of this report.

In 2018, in the markets in which Telefdnica
operates, Telefonica's CSl was 7.64 out of 10,
being the best historical fact and outperformed
competitors in 11 markets.

TELEFONICA GROUP CSI

2016 7.46
7.58
- 7.64

During 2018 we incorporated the NPS to our quality
and customer satisfaction monitoring model, closing
the year with a result of 20%. By 2019 it will be

one of the benchmark indicators in the Company's
objectives. We seek to ensure that our customers are
not only satisfied with the service we provide, but also
that we establish an emotional bond with them that
materializes in the recommendation of our services to
their closest environment.

In addition, we measure the perceptions that society
(client and non-customer) has of the Company's overall
performance through the RepTrak model. In this way,

we know the emotional appeal of the brands (RepTrak
Pulse) as well as the dimensions and business variables
that most influence reputation. Our consolidated value of
RepTrak Pulse in 2018 was 51.4 points on a scale of 100.
This indicator has been incorporated since 2019 in the
variable remuneration of the Company's employees.
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1.6.5.2. Complaints system and
customer defense service

Telefénica offers its connectivity services on a
continuous and uninterrupted basis 365 days a year,
2L hours a day. Accordingly, we work to reduce the
number of dissatisfied customers and the number of

complaints in all our operations. regulatory body.

Country

Regulatory body

Digital Evolution of
shareholders wellbeing our business

4 5 6

Risks Corporate

governance + Information
a

We also report the number of complaints and
their resolution times in all the regulated markets
in which we operate in accordance with the
guidelines and parameters set by each country's

Service quality report

- . . o =
- Spain (5) Secretaria de Estado para el Avance Digital/CNMT =
_slb, UK & Office of Communications (Ofcom) V=
il () Financial Conduct Authority (FCA) =
a Q : =
Germany () Bundesnetzagentur —

. ) o o V=

Brazil () Agencia Nacional de Telecomunicaciones (Anatel) —
o A ti () Ente Nacional de C icaci (ENACOM) E
- rgentina 0 nte Nacional de Comunicaciones =
d Chile () Servicio nacional del consumidor (SERNAC) and Y=
() Subsecretaria de telecomunicaciones (SUBTEL) =

Colombi 6?  Comision de Regulaci6n en Tel icaciones (CRCOM 7=
§p Colombia () omision de Regulacion en Telecomunicaciones (! ) =

'@. Peru

Ministerio de Transportes, Comunicaciones, Vivienda y Construccion/

Organismo Supervisor de Inversion Privada (OSIPTEL)

Il

@ Ecuador

Agencia de Regulacion y Control de las comunicaciones (ARCOTEL)

Il

'@' Mexico

Instituto Federal de Telecomunicaciones (IFT)

Il
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https://avancedigital.gob.es/es-ES/Servicios/CalidadServicio/Paginas/Calidad.aspx
https://www.telefonica.es/es/acerca_de_telefonica/calidad/calidad-servicio
https://www.ofcom.org.uk/home
https://www.fca.org.uk/data/firm-level-complaints-data-sortable-table
https://www.o2.co.uk/how-to-complain/complaints-figures
https://www.bundesnetzagentur.de/
https://www.bundesnetzagentur.de/SharedDocs/Downloads/DE/Allgemeines/Bundesnetzagentur/Publikationen/Berichte/2018/JB2017.pdf?__blob=publicationFile&v=2
http://www.anatel.gov.br/institucional/
http://www.anatel.gov.br/consumidor/reclamacoes-na-anatel2/grupos-economicos
https://www.enacom.gob.ar/
http://datosabiertos.enacom.gob.ar/dashboards/20003/denuncias-y-reclamos/
https://www.subtel.cl/
https://www.sernac.cl/portal/619/w3-article-54978.html
https://www.crcom.gov.co/es/pagina/informes-de-procesos-de-la-crc
https://www.movistar.co/web/portal-col/atencion-cliente/proteccion-al-usuario/indicadores-de-gestion/enero-2019
https://www.osiptel.gob.pe/
https://www.osiptel.gob.pe/
http://www.movistar.com.pe/indicadores-de-calidad
http://www.arcotel.gob.ec/arcotel-dispone-de-un-sistema-de-atencion-de-reclamos-para-atender-a-la-ciudadania/
https://www.movistar.com.ec/documents/581447/582114/2018_Q4_SMA-O-QoS-5_Par%C3%A1metros_de_Calidad_General_Oct_-_Dic_2018.pdf/02d05271-7168-4140-b591-1613834a6288
http://www.ift.org.mx/
http://www.ift.org.mx/usuarios-y-audiencias/informe-estadistico-soy-usuario-2018-julio-septiembre
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For instance, in Spain, the Service Quality report is
published quarterly on our website as provided in Order
IET/1090/2014 of 16 June, which regulates conditions
relating to service quality in the provision of electronic
communications according to the guidelines published
by Spain's Secretariat of State for Digital Advancement
(SEAD). In the last 6 years in Spain, the number

of complaints in the residential segment has
been reduced by more than 75%. For the business
segment, the complaints reduction project began in
2016 and, injust 3 years, it has successfully halved the
number of complaints.

Several pillars have contributed to this significant
improvement in the service we provide to our
customers:

»  The simplification of the offer with the arrival of
convergent packages of Fusion from 2012,

» The popularization of online procedures that
allows customers to manage part of the process
on their own.

» The redesign and improvement of operational
processes and commercial policies, involving all
areas of the company.

For example, in 2018, resolution times at Movistar

Spain were reduced by 25% for the land-line service:
from 21 days to just over 16 days. And for the mobile

COMPLAINTS SYSTEMS

Connected

service, they were reduced by more than 40%: from
30toless than 13 days.

Complaints systems

In all our markets we provide different channels for
our customers to exercise their right to complain at
any time 365 days a year, 24 hours a day, 7 days

a week. The main ones include: call centers, online

channels, our shops and mail post.

Customer Defense Service

Telefénica has a Customer Defense Service in

Spain (the only operator to offer it since 2006) and
Brazil, and it will soon be extended to other Latin
American markets. This service provides a review
channel for customers who have previously resorted
to the ordinary complaint channels made available
by Telefonica, thus acting as a second-instance
mechanism.

This service is also responsible for identifying
opportunities for improvement in the current
processes and actions of the companies in

the Group regarding their customer relations.
Itis simultaneously being set up as an entity
independent of the Telefénica Group, which
contributes to its objectiveness and impartiality
when carrying out its functions and defending
customers' rights.

&

N\

CALL ONLINE
CENTER CHANNEL

Calls Forms

lw,

STORES POSTAL MAIL

In-person Registered Office
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1./7. Our relations
with stakeholders

Over the course of 2018, Telefonica continued

its process of transformation and simplification,
consolidating its impact on business and society.
These two aspects - business and society - explain the
Company's mission: to create a more human world in
anincreasingly technological setting.

This goal is the result of active dialogue with our
stakeholders, enabling us to work together on
Telefonica's value proposal and materiality while at the
same time shaping the society of the future.

Our relations with stakeholders

The Responsible Business Consultancy Panel was
created in 2016 and has afforded structured dialogue
with our main stakeholders in all the countries in
which we operate. The Panel has two tiers: central
and extended, covering all the places in which we do
business and evaluating the most relevant material
issues for each group. Through that platform for
dialogue, Telefénica complements and reinforces
each operator's daily relations with local stakeholders.
Telefonica's relations with its stakeholders can be
summed up as follows:

wCe® CElo
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OUR RELATIONS WITH STAKEHOLDERS

Involvement
and action

Information
and dialogue

BOARD
COMMISSION

CENTRAL RESPONSIBLE
BUSINESS PANEL

EXTENDED RESPONSIBLE
BUSINESS PANEL

LOCAL AND INTERNATIONAL
INTEREST GROUPS

Who: Commission on Public
Affairs and Regulation.

What: Supervises, receives
evaluation and sets guidelines.

Frequency: Annually.

Who: Panelists who are experts
in sustainability and with a global
vision.

What: In-depth discussion of the
issues identified and prioritized in
the opening session.

Frequency: Quarterly.

Who: Panelists identified by
internal areas based on their
knowledge of the material issue
and influence.

What: Structured consultation
based on relevant issues common

to our geographies.

Frequency: Half-yearly.

Who: All local and global
stakeholders.

How: Through local and global
areas, in relation to stakeholders.

Frequency: Daily dialogue.

wCe® CElD
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1.7.1. Central responsible
business panel

In 2018, following two years of collaboration, we
changed the number of participants to further
the debate and renewed 30% of the panellists in
accordance with the Panel's working principles.
Today, it is composed of 12 organizations: Allianz,

NEW PANEL STRUCTURE

1
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Bankia, Cambrige Business Ethics Center, David
Rockefeller Center for Latin American Studies,
eRevalue, Ericsson, European Women Shareholder,
Fundacion El Pais Digital,Gestamp, GSMA, Kreab

y Systain.

The Responsible Business Consultancy Panel met 3

times in 2018 and discussed key issues previously
identified by the panelists:

B
P Ethics
G

a) Protect human rights in the new digital context:

Privacy. Health and Safety

Diversity and non-
discrimination

@ LESSONS LEARNED

@ CHALLENGES

Oo GENERAL

» Protecting human rights is a complex issue. It
requires regular evaluation of our activity and
its impact on all stakeholders, reviewing policies,
processes, associated KPIs, training...

» Protecting privacy and non-discrimination are
key aspects of the challenges associated to new
technologies: Big Data, Artificial Intelligence...

» Transparency to build trust: report the quantitative
and qualitative impacts, and the consequent
lines of action and the progress made.

[t comprises global level protection, requiring
international standards designed to guide development
of new technologies in the digital environment: Artificial
Intelligence, Deep Learning, Edge Computing...

M

882 DETAILS BY

STAKEHOLDER

CUSTOMERS

» Human rights by design , to ensure
comprehensive protection of human rights in
all processes and products from the outset.

» Access to products and services.

EMPLOYEES

» Basic training to raise awareness
and modify processes.

> SUPPLIERS AND SOCIETY

» Define the different levels of responsibility
and influence in the value chain. Protecting
human rights requires the collaboration

and engagement of every player.

» Incorporate the environmental impact analysis.

N
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https://www.allianzgi.com/
https://www.bankia.com/en/
http://www.ethicscentre.org/
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https://www.ewmd.org
http://www.paisdigital.org/PD/
https://www.gestamp.com/en/home
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http://www.kreab.com
https://www.systain.com
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b) Artificial Intelligence and the ethical dilemmmas it poses:

Privacy and Security

Transparency

Corporate Governance
Regulatory Framework

 LESSONS LEARNED

@ CHALLENGES

& GENERAL

» Advances in Big Data and Artificial
Intelligence are already present in our
lives, with their benefits and risks.

» Perform impact assessments to provide evidence
of the potential for use, inclusion and new gaps.

» Use reliable algorithms that incorporate ethics
by design and do not work as "black boxes".

» Set up internal committees to monitor
the impact and its implications, consulting
external, multidisciplinary groups of experts.

» A cultural change is needed to make intelligent,
responsible use of data possible. Not only with regard
to obtaining/facilitating new data, but also to managing
existing data in both organisations and people.

» The international and intercultural perspective
increases complexity, given the different regulations,
values, economic interests and levels of development.

$8¢ DETAILS BY

STAKEHOLDER

CUSTOMERS

» Protect privacy rights and security. Transparency,
control and ownership of data use is demanded.

EMPLOYEES AND SOCIETY

» Regular training to integrate ethics into the design of
products and present the new environment to citizens.

SOCIETY

» Promote multidisciplinary discussions about
the ethical implications of Artificial Intelligence
and how to define sector and regulatory
frameworks that can eliminate such implications.

» Leadership is expected from Telefénica
to ensure a fair, transparent and inclusive
transition to the new digital ecosystem.

) Talent and diversity management as growth drivers:

4t Industrial revolution Culture
Purpose and values Customer focus
@ LESSONS LEARNED @ CHALLENGES

& GENERAL

» The big fish does not eat the little one, but
rather the fast fish eats the slow one.

» The 4 Industrial Revolution will benefit companies
capable of innovating and adapting. Accordingly, new
skills and a new style of leadership are necessary.

» The automation of labour turns people into the
greatest source of competitiveness of companies.

» Diversity must be tackled using a two-pronged

approach; eliminate barriers and talent management.

» The diversity policy must be part of the strategy and
be aligned with the company's purpose and values.

» Deeper analysis is necessary to understand
the correlation between diversity and
specific business results and to identify
management levers on which to act.

Two keys to a successful diversity management
model: (1) A strategic and conscious vision of

the diversity and inclusion policy. (2) An integrated
management model that involves the entire company,
ensuring internal coherence of the different actions.

>

¥

38¢ DETAILS BY

STAKEHOLDER

CUSTOMERS

» Today, more than ever,diversity is a strategic
aspect of business management due to its
impact on innovation and competitiveness.

EMPLOYEES

» Approach diversity from a common
framework, addressing the specificities
of the different groups at the same time.

EMPLOYEE

» Organisation: anticipate and prepare the workforce
for the change, developing the necessary skills in
flexible, multidisciplinary, autonomous teams.

» The new ways of working affect workers' quality
of life and it is therefore necessary to ensure
digital well-being and the right to disconnect.

wCe® CHlD




CONSOLIDATED MANAGEMENT
REPORT 2018

Yelefonica |

1.7.2. Extended responsible
business panel

In 2018, the Panel welcomed the participation of
410 organizations in two consultation sessions,
with methodological support provided by the
Reputation Institute:

» Individual, in-depth dialogue to identify
areas for improvement: with experts from
over 50 organizations, ending in February 2018

and results published in the 2017 Telefénica
Integrated Report.

Online consultation: perception of the degree
of progress and the relevance of the Sustainable
Development Goals, with the participation of 367
organizations and 364 employees.

»

1
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Participation in the consultation on
the Sustainable Development Goal

STAKEHOLDERS DISTRIBUTION

(%)
4% o
7%
11%
50%

24%
W Employees W Government entities
W Society m Customers

[ Strategic partners 1 Opinion leaders and media
and providers

Shareholders and Investors

COUNTRY DISTRIBUTION

(%)
1.4%
41% | 21%
2.2% |
9.4%
N
0,
2.2% 38.3%
2.6%
3.6%
1.8%
/
12.2%
4.8% 15.3%
I Argentina M ElSalvador [ Panama
W Brazil W Ecuador W Peru
| Chile M Guatemala Corporate
Colombia Mexico
W CostaRica W Nicaragua
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Telefénica’s reputation among

expert audiences is strong,

reaching levels close to 75%.

On this occasion, we evaluated each country's
awareness of the SDGs and their perception of
Telefonica's performance for achieving said goals.

One of the main findings was that the countries and
experts consulted had low-level knowledge of the
SDGs and that the private sector was the most active
in terms of their fulfillment and dissemination. We
stand out among the most active organizations.

Telefonica's impact in terms of the SDGs was perceived
as most prominentin goals 4,9, 11 and 12. Our
actions in this area reinforce Telefonica's reputation
among the expert audiences, which scores us at

levels close to 75 on a scale of 100, according to the
Reputation Institute RepTrak Pulse metric:

REPTRAK® PULSE

2016 2017 2018

1.7.3. Dialogue strategy
at local level

In 2018 we updated the stakeholder map at the local
level. In this way we identify those organizations that

best represent our main audiences at the local
level, according to the categories indicated in
Appendix I.

Thanks to the update we have been able to launch
initiatives in response to concerns in the different
countries, mainly:

» Creation of the Sustainability and Reputation
Committee in Brazil, with functions that
include supervising relations with stakeholders,
identifying potential risks and taking actions to
avoid or mitigate said risks.

»  Specific materiality analysis in Brazil, Panama,
Guatemala, El Salvador, Nicaragua and Costa Rica.

» Dialogue with suppliers on the prevention of
corruption in Colombia.

» Citizen roll-out of fibre optics in Chile, planned
in collaboration with local authorities and
residents’ associations to convey all the
benefits of the digital world.

» Presidency of the gender coordination
platform, also in Chile.

» The 9th Energy Efficiency and Climate Change
Workshop, held in Argentina.

With regard to privacy, one of the most relevant
material aspects was the presentation and
discussion of the new edition of the Digital

Manifesto in the main countries in which the Group

operates.
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1.8. Material aspects
Of our business

|

Dialogue with our stakeholders is the main basis of the Global e-Sustainability Initiative (GeSl),

for our materiality analysis. They help us identify the indications given in the GRI Guide and our

the main issues we need to respond to and bring business targets. We also regularly validate results
sustainability to our business. at local level.

To increase comparability and be more thorough, Thanks to this methodology, we have identified
we take into account the materiality analysis seven priority issues across our value chain.
MATERIALITY MATRIX

IMPORTANCE FOR OUR STAKEHOLDERS

oo ® o 2

wn
[
<
a
p2
& i 3 s [ i
= ()
Digital trust Telcos as driving  Customer focus Environment Ethical and Supply Attract
forces for responsible chain and retain
development behaviour management talent

102-47
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To evaluate the materiality of issues that affect b.

the sustainability of our business, we take into
consideration internal and external factors based on
the degree of importance our stakeholders give to
each one and their impact on society:

a. Analysis of importance for our stakeholders:
We take into account our stakeholders'
expectations and reasonable interests according to
their involvement and dialogue at the Company.

Material aspects of our business

Impact analysis: We award the status of
‘significant impact' to impacts that affect the
economy, the environment and society, and
that are of concern to our stakeholders or
have been identified as fundamental to our
purpose and mission, competitive strategy
and the expectations given in the international
agreements and standards to which we
subscribe, such as the SDGs of the United
Nations and the GSMA.
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The issues arising from this exercise in materiality
define our Responsible Business Plan:

>» Digital trust: We have more and more personal
information about our customers, which has
increased the ability to relate much more data
(Artificial Intelligence). We place great importance
on the processing of this information being
beneficial for our customers, guaranteeing their
rights and having a positive impact on society.

®

» Telcos as driving forces for development: Our
business is key to the progress of communities,
businesses and individuals. We play an active role
in the digitalization process and work to ensure
digital inclusion and innovation.

®

More information, in the chapter titled “2.1. A safe digital
environment for our customers”.

“More information, in the chapters titled “1.6. An inclusive-
platforms Company with the customer at the center” and
“1.9. The vector of Innovation™.

» Customer focus: At Telefonica we seek a
relationship of trust with our customers, which is
why we work under a principle of transparency; we
listen to them, provide a quality service according
to their expectations and anticipate their needs.

®

>» Environment: Although our environmental
footprint is relatively small compared to other
sectors, we want to reduce the impact we have
and solve environmental problems through
digitalization.

®

More information, in the chapter titled “1.6. An inclusive-
platforms company with the customer at the center”.

More information in the chapter titled “2.2. Digitalization
and the environment”, which also contains a specific matrix
on materiality for these issues.

Material aspects of our business

1

Connected

» We work to ethical standards that can also be
seen in the way our employees’ behave. We see
transparency as a key factor, combined with a
culture of ethics and engagement and processes
that prevent and punish improper conduct.

®

» Supply chain management: The supply chainis
a significant part of our business and reputation.
In terms of regulations, analysts and investors,
management and reporting requirements
are increasing. Furthermore, our partners and
customers (consumers and companies) demand
responsible management.

®

»  Attracting and retaining talent: : Our employees
are our greatest source of competitiveness and
differentiation. Innovation is key to long-term
continuity and possible only if you have the best
talent and it is diverse and committed and you
help your employees grow both personally and
professionally.

®

In order to respond to all these material aspects, we
have defined a Responsible Business Plan, led by
the Corporate Ethics and Sustainability Department,
which is reported monthly to the Institutional Affairs
and Regulation Committee.

More information, in the chapter titled “2.6. A management
framework for business sustainability™.

More information, in the chapter titled “2.5. Suppliers,
our allies”.

More information, in the chapter titled “2.4. Our team
sets us apart”.

The Plan is mainly articulated by the following
initiatives: customer promise and digital trust,

supply chain; talent and diversity, environmental
management and climate change; safety and health,
human rights and sustainable innovation.

The initiatives are developed in a coordinated manner

at global and local level, in the different markets, which
allows us to adapt to the expectations of stakeholders

in each area.

wCe® CElD
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1.9. The vector of
INnNnovation

Innovation has been part of Telefonica's DNA since
the very beginning. Our strategy is based on striking
a balance between in-house innovation, dedicated
to our core business, and open innovation.

This means that 80% of the innovation work
focuses on identifying future opportunities in our
business - Core Innovation - and the other 20%
on looking for new areas where the company can
reinvent itself through disruptive models - Open
Innovation. By doing this, we guarantee our
capability to anticipate short, mid and long term
needs as regards developing our own services and

OUR INNOVATION CAPABILITY

€6,568M

I €5,970M €6iM

€947M

€906M
€862M

platforms and finding new opportunities that are

yet unknown.

An intrinsic part of the innovation process is our
commitment to developing sustainable innovative
solutions that have a good impact on the
environment and on economic and social progress
in the regions where we operate. In addition, we
promote accessibility of our products through
technology in order to provide all groups with

access to the digital world.

The following indicators reflect our innovation
capability in 2016, 2017 and 2018.

643

577 601

32
27
22

2006 g 2018

Investment in R&D and
innovation

12.62% 12.50%

. 11.48% .

2016 I 2018

Investment in R&D

1.90%

1.74% .
166% .-

Patent portfolio

9.80%

-4.80% ,.
“14.1% ,.'

Registered patents

2016 2017 2018

Investment in R&D and
innovation / revenue

2016 2017 2018

Investment in R&D
/revenue

2016 2017 2018

Annual increase/decrease
investment in R&D

* These figures have been
calculated using the OECD
guidelines.
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We invested more than 900
million euros in R&D in 2018.

Telefonica registered 22 new patent applications in 2018, 19 of which were European applications, one Spanish
(all of them via the Spanish Patent and Trademark Office) and two Chilean applications. Telefénica registered 3
new industrial designs with EUIPO (European Union Intellectual Property Office) in 2018.

NEW ASSETS GENERATED IN 2018

* Filing office b4 Territory of the assets *
1 1 1
1 1 1
1 1 1
1 1 1
1 1 1
! ! 19 1 !
| | European Spanish |
1 1 patents patent 1
[} [} [}
1 1 1
1 1 1
[} [} [}
1 1 1
1 1 1
[} [} [}
1 1 2 1
: : Chilean :
1 1 patents 1
1 1 1
1 1 1
1 1 1
1 1 1
| | |
1 1 1
1 1 1
| | |
3 1 1 1
1 1 1
. 1 1 3 1
Industrial I I g E}; I
. 1 1 esigns 1
designs , , ,
1 1 1
é é é
1.9.1.Internal innovation
(Core N novat|0n) A key ingredient of this way of working is the
Lean Startup methodology. Telefénica started
Alarge part of the innovation activities and projects applying this methodology to innovation projects
are implemented by the Core Innovation area. in 2012. Lean Startup has enabled us to shorten
Its mission is to increase our competitiveness by the innovation process and do more with less with
improving networks, communications and data, a clear market and customer approach. The model
developing new products and experimental and divides the design process into &4 phases which
applied research. To carry out its functions, this are developed up until the commercial launch,
unit collaborates with external organisations during which various targets must be achieved
and universities that share our goal of boosting to determine the continuity of the project and

technological innovation. whether it is adequate or to reject it:

The vector of innovation wCe® OBl
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CORE INNOVATION
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77V
Phase 4

Deployment

NZ
Phase 3

Stage-gating

Another main internal pillar is seeking ideas from
employees and creating an in-house innovation culture.
Through the “IN_Prendedores™ global program we
integrate all assets dedicated to innovation in order

to provide funding and resources to the best ideas
submitted by employees.

Within this framework we have promoted projects
associated to security, sustainability the Internet of
Things, connected home, online channels and others.
The most noteworthy are the Internet for All projects,
Niji (security) or Smart Cities and Smart Energy

(Internet of Things).

Telefénica continued working on edge computing
technology throughout 2018 in order to enhance

the quality of the services it provides to customers.
This year the first global virtual switchboard with real
customers connected was deployed, creating the first
multi-access edge computing laboratory in the world
(residential, business and mobile).

1.9.1.1. Innovation in networks
and communications

The main goal of this activity is to get our
infrastructures ready for the future by building

a high-capacity, programmable, flexible, scalable
and open multi-service network capable of offering
the features that our new services will demand

in a financially sustainable manner through
network virtualization.

We continued fostering research and development
of new 5G networks in 2018. In the long term,

our networks and information technologies will
integrate with a shared and ubiquitous high
capacity network based on using high performance
and programmable general purpose hardware that
will offer transport, routing, storage, and process
execution resources.

wCe® CElD
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The European Commission and IT industry are working
on the '5G Infrastructure Public-Private Partnership’
(5G PPP) in order to rethink the current infrastructure
and create the next generation of networks and
services that will provide ultrafast ubiquitous
connectivity and enable services to be provided under
any circumstances.

1.9.1.2. Innovation in new
products and solutions

We are working on developing solutions and
applications associated to the digital world, advanced
user interfaces, television and multimedia content
distribution and other added-value services,
leveraging the potential of the telecommunications
infrastructures deployed.

More specifically, the main activities in 2018 were
associated with developing customer-based network
services, Big Data and data analytics services, video
and multimedia services, and advanced business, the
Internet of Things (IoT) and cognitive digital marketing
solutions, applying Artificial Intelligence to company
sales processes in order to personalize the relationship
with customers of solutions that strengthen identity
authentication security, thereby enhancing security
and the user experience.

In 2018, 5G based solutions such as the 5G self-
driving bus and the pilot of the first mobile 4K
television demonstrator in Spain were developed.
Enhancements to the Movistar+ user experience were
also promoted with applications like Xtreamr.

Connecting everyone

Connectivity projects in remote
areas, portable communications as
emergency response or accessible

connectivity services for groups

with disabilities.

1

QO
<>

Protecting the planet

Renewable energy solutions, energy
efficiency and circular economuy,
both for internal application and for
marketing (ecosmart solutions).

Connected

1.9.1.3. Disruptive, applied and
experimental innovation

We have innovation teams that analyze the future
possibilities of technology. The results of these
innovation activities and areas include the creation of
the Internet of Things (IoT) and Artificial Intelligence
business units, which have become strategic areas
for developing our business. We have also worked
with universities, suppliers and internal bodies in
areas like networks, the future of the Internet and
automatic learning.

Mobile data is a constant source of extremely useful
information about human activity. No other data
source can currently provide such a high level of global
data flow and scope. For this reason it is the data of
choice for analyzing any human behavior that involves
mobility. In many cases mobile data is complemented
by other data sources that can be applied, for example,
to understand and stop infectious diseases from
spreading or for crime prevention. Telefénica is currently
developing Artificial Intelligence related research
projects to analyze online abuse. In addition, we
continue positioning the company as a pioneer in the
development of blockchain technology.

In addition to the development projects that enable

us to offer our customers innovative solutions, we
have initiatives designed to address some of the major
global challenges whilst generating a sustainable
business model for our company. This is what we call
sustainable innovation and at Telefonica it is built on
three pillars or subjects:

A —
g 1==[5355]

Sustainable societies

Sustainable transport solutions,
intelligent cities or digital development
of the rural environment.

Smart Agro solutions or Open
Government services.

wCe® CEAD
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The activities conducted in 2018 include the “4th.
sustainable Innovation Initiative” in which 155 projects
were submitted from teams and employees in the
countries where we operate, the startups in the Wayra
and Open Future ecosystem and Telefénica suppliers.
We promote projects that address the United Nations
Sustainable Development Goals.

The projects promoted by this edition of the
Sustainable Innovation Initiative were:

a. Producing Right!

A solution to help farmers gradually improve their
production methods, taking into account social
and environmental aspects. This project focuses
on the food crises that are becoming more
recurrent due to the advancement of climate
change and directly affect people, such as the
case of climate refugees. It will be developed in
Ecuador by the BovControl startup, accelerated
by Wayra Brazil, and the LUCA Big Data for Social
Good team.

b. Electricity and Connectivity for All.

A Telefonica and Acciona.org solution for creating
a business model that rolls out connectivity and
electricity to remote areas of Latin America with a
pilot program in the Napo river basin, Peru.

c. loT drones for traffic control.
Development of loT drones that could be controlled
from the traffic control center via a mobile network

and send real-time information on road and traffic
conditions and provide connectivity to remote

The vector of innovation

1

Connected

areas. This solution would be very useful in a
road emergency to reduce the response times of
emergency services and provide the information
necessary for acting in real-time.

d. VIVO Financial Assistant.

Build a financial education platform integrated
with Aura virtual assistant to help reduce the
financial gap in Brazil through education and digital
innovation.

e. Constant measuring of radon gas levels.

Radon is the second leading cause of lung cancer
in the world, after smoking. Constantly detecting
the concentration of this gas in closed spaces via

the loT spaces enables mitigating measures to be
implemented.

alpha

This area of activity also includes Telefénica Alpha,
Telefénica's disruptive innovation subsidiary, which
has become Europe’s leading moonshot factory, or in
other words, the leading factory of solutions designed
toinvent and create technologies that could make
the world a radically better place. Alpha mainly works
on mid and long-term projects with a large social
impact and more specifically, it is currently working
on solutions that seek to resolve some of the major
challenges associated to health and energy.

@

More information, in the section of our web
“Sustainable projects”.

wCe® OBl
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1.9.2. Openinnovation

OPEN INNOVATION

Connected

Entrepreneurship ecosystem

Funds

Public-Private Alliance

WA vaysa

Innovation funds:

* From third-parties

Innovation driver

Innovation booster

» Own: Telefénica Ventures

Telefonica's strategy, in the area of Open Innovation, is
based on supporting innovative companies that they
are in different stages of development. Thanks to our
Telefonica Open Future units and Wayra as well as the
Innovation Funds, we have global and open programs
designed to connect entrepreneurs, startups, investors
and public and private organizations around the world.

The main goal of these programs is to develop and
foster talent and technological entrepreneurship in the
local ecosystem where Telefénica is present in order to
incorporate the innovation of the startup it supports in
the companuy. It does this by promoting project scale up
and companies and detecting and supporting talent at
any stage of maturity.

Our more than 60 open innovation hubs are a single
point of access for startup to sales acceleration
programs with Telefonica and with our corporate
partners, investors, governments and public institutions.
We promote the global entrepreneurship ecosystem,
supported by more than 140 public and private
partners that extend our service offering and provide
our entrepreneurs with access to events, competitions,
funding rounds, etc.

We currently operate in 17 countries in three continents
and have an active portfolio of more than 400 startups,
20% of which do business with Telefénica units and
more than 100 have developed applications and services
that are integrated with Telefonica; 60% in Latin
America and 40% in Europe.

1.9.2.1. Entrepreneurial ecosystem
Wauyra is the global interface between Telefonica

and the entrepreneurial ecosystem. As a strategic
partner, Wayra operates through 11 hubsin 10

The vector of innovation

countries: Argentina, Brazil, Chile, Colombia,
Germany, Mexico, Peru, Spain, United Kingdom
and Venezuelg, taking entrepreneurs from these
ecosystems to a global scale. Its mission is to
connect innovators with Telefénica to create joint
business opportunities or operating efficiencies.

In 2018 we relaunched Wayra with the aim of
accelerating and investing in technology companies
that are more mature and that fit in with the
Company's strategic projects or in fields such as
Big Data, Artificial Intelligence, Internet of Things,
cybersecurity or fintech. Coinciding with this
relaunch, the value has been placed on the new loT
activation program; a program especially aimed at
startups that need to boost the development of
Internet solutions for Things by making exclusive
services and tools available to creators, developers
and entrepreneurs so that they can try out new
loT solutions for free to reduce the time it takes to
launch onto the market.

In 2018, the agreement between Renfe and Wayra
Espana for the development of the TrenlLab project
stands out, which launches three major business
challenges for the innovation and entrepreneurship
community: Digital Mobility, Digitization of
Operations and On-Demand Logistics.

Additionally, we collaborate with public and private
partners, generating spaces for entrepreneurship
with the Open Future hubs, which offer physical
work space, mentoring, access to exclusive offers
from commercial partners, etc. Companies that

do not yet have a viable product or that generate
business are potential candidates to enter the Open
Future programs. We have 50 hubs in 16 countries
that reinforce Wayra's hub network.

wCe® OB
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1.9.2.2. Investment Funds

Our network of venture capital innovation funds
includes public and private co-investors for the
financing and acceleration of technology companies.
This capacity to attract external capital multiplies the
investment capacity and extends its scope. We have
a total of 9 investment funds through which we have
invested in more than 100 startups in Europe and
Latin America, with presence in Spain, Brazil, Chile,
Colombia, Mexico and Peru.

More than More than
400 startups 100 startups
in portfolio/active. working with
Telefonica

1

16

16 countries

Connected

At the same time, we have a corporate investment
fund, Telefénica Ventures, with scouting offices
in Silicon Valley, Israel, China and Spain. Through
this fund we invest in mature startups aligned
with Telefonica's global strategy, which can

sign agreements to provide their services to the
Company's millions of customers.

In summary, our main open innovation data are:

60
L

More than 60
Open Future and
Wayra spaces

4 scouting centers
in Silicon Valley,
Israel, China and

Spain
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1.10. CASE STUDY FLAGSHIP
Internet for All

What s it...

Almost 100 million people are not connected®
or suffer from poor connectivity® in the
countries where Telefénica carries on its
business, mainly in Latin America. For this
reason, we have launched our Internet for All
programme, which reinvents how we design,
deploy, operate, maintain and commercialize
networks to take profitable mobile Internet
access to the entire population.

With a focus on minimizing costs to ensure
economic sustainability, we have designed a
new open business model with a flexible and
secure architecture to outsource our networks
for management by new partners, i.e. rural
operators, while maintaining end-to-end control
by Telefonica.

In short, we are reinventing the concept

of a 21t century Telco through innovation,
efficiency, a new supply chain, open technology
and operations based on a start-up model.

(1) People not connected. People without connectivity. Citizens living in areas without land-line or mobile connections of any kind (voice or data) provided
by any operator. General characteristics: remote populations (more than 20 km from the nearest town), small populations (less than 800 inhabitants) and
geographically complex (deep forests, mountains or deserts).

(2) People with poor connectivity. Those who have at least one operator's mobile voice service or where connectivity is not good enough for a quality
Internet experience (e.g. insufficient satellite link). General characteristics: medium-sized (fewer than 3000 inhabitants) and dispersed populations (more
than 10 km from the nearest town).

(CASE STUDY FLASHIP. wCe® OBl
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By the year 2025, we aim to reach 100 million
people who are either not connected or suffer
from poor connectivity in Latin America.



https://www.youtube.com/embed/FM6RrAvr4XM
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SUSTAINABLE TRANSFORMATION OF THE TELECOMMUNICATIONS VALUE CHAIN
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Why it is important...

Connectivity and access to the Internet are proving
to be key to addressing the challenge of digital inclusion
and improving the economic and social development of
more underprivileged communities. In Latin America,
thanks to the adoption of the Internet and, mainly,
mobile broadband, we are reducing one of the main
barriers to digital inclusion by providing infrastructures
and connectivity for rural populations who have been
generally ignored.

Digital inclusion offers opportunities at different levels:
> Redefinition of business models
Access to education

>

» Financial inclusion

» New models of health systems
»  Creation of new types of employment
»  Driving force for economic growth

These are all key opportunities for maintaining
growth levels in developing countries.

However, the Internet for All programme not only
has an impact on society, but is also an opportunity
for economic growth for Telefonica. It affords the
possibility to evaluate new business models and
connectivity technologies in geographical areas not
explored until now, increasing our customer base in
new markets.

wCe® CElD
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THE CONNECTIVITY FACTORY COMPRISES A SET OF TOOLS, PROCESSES AND TECHNOLOGIES
THAT DEFINE A RURAL NETWORK PRODUCTION LINE

Optimise decision-making about from where, how
and when to roll out the network.

Low density tech

Open and virtualized
network environment to
integrate all elements.

New generation of ultra low cost
and open network solutions to
address the rural casuistic.

Connecting the long tail through
disruptive biz models leveraging local
partners under the IpT umbrella.

Network analytics

Real-time big data analytics for
rural networks (commercial and
technical).

Rural intelligence Optimization

Bring the power of big data & Al to
rural network strategic planning.

Use machine learning and
artificial intelligence to
automate and optimize
rural telco operations.

Operating model

SW driven lean operations sustained by an open
architecture that enables the rural operator biz model.

What we have already achieved...

In 2017 and 2018, we have incubated this rural connectivity model in Peru, bringing Internet access to part of
the population in remote areas of the country.

Project coverage up to now:

- - ————-=-=-9

L7 ] 1,941 516,531

sites rural villages people

(CASE STUDY FLASHIP. wCe® OBl
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1.11. CASE STUDY FLAGSHIP

Roll-out of fibre
iNn Spain

Completely replacing Telefénica's fixed network in Spain, based on copper, with a fibre optic
network®, which entails the following processes:

>
&S

Fibre optic Customers migration Shutting down the Compaction of the Dismantling of the
deployment between technologies copper network network and closure copper network
of technical buildings and recycling of

its components

Thanks to fibre optics, Telefonica would have a network that is better prepared for the future and that can
cope with the demands of 5G, virtualization and services such as Cloud/Edge Computing, Big Data or Analytics.

*
I

F= === = = = = = = == == L T I 1

I |

1 1

2 1 m | | | | O n TEIEfénica is
Europe's FTTH Leader:
premises passed, There is more fibre in Spain than in UK,
which means 71% of Spanish homes. Germany, France, Italy and Portugal.

(1) Subject to public funds award for the broadband coverage's extension

CASESTUDY FLASHIP. FCe CEAD
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Our objectives...

In line with our global objectives, this transformation project seeks to achieve maximum business and
environmental efficiency in the deployment and maintenance of our network. In a exponential data traffic
growth scenario, we have set the following objectives:

» 100% of consumer customers migrated to fibre in 2025.

» Toreduce energy consumption® through:

1) Shutting down the copper network and the related IT systems: 700 technical buildings in 2020.

2) Huge data volumes management & transmission efficiencies.

(2) In 2018 we have managed to reduce our energy consumption by Petabyte 64% compared with 2015.

CASESTUDY FLASHIP. FCe CEAD
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Why is it important...

Fibre is much more efficient than copper and it plays a key role in sustainable connectivity. Specifically, this
initiative represents:

]. Greater simplification and environmental efficiency in the operation of our business:

» Simplification of processes: The processes of » Closure of exchanges: fibre optic connections
provision and maintenance would be on a single have 4 times more range (distance) than copper
access network. connections, which means that we could

progressively be closing technical buildings.
» Space savings: fibre: 10 times less cross-

section, 100 times more capacity. A 2,400- » Energy savings: Access by fibre consumes
pair copper bundle serves 2,400 customers. between 7 and 20 times less energy per user
A 256-fibre cable serves 16,384 customers. (> 85% efficiency) than access by copper

(depending on the use of the equipment)
» Quality of the network and reduction of

maintenance and support resources: With » Circular economuy: The closure of the copper
fibre half as many faults occur as with copper, network allows the recycling of plant equipment
which reduces the number of call-outs, the need and the recovery of cables to obtain secondary
for spare parts and logistics. raw materials: metals, rare earths, etc.

—v

sl

A new model for relationships A social and economic impact on people, companies
between customers and services based and territories. Facilitating digital education,

on self-installation/self-provision, entrepreneurship, new business models and relationships,

flexibility and immediacy. greater work-life balance, better access to health services

and the establishment of population in rural areas.

(CASE STUDY FLASHIP. wCe® CHEAD



1
CONSOLIDATED MANAGEMENT ]

REPORT 2018

Yelefonica |

What we have already achieved: 2015 - 2018...

Between 2015-2018 we have achieved important impacts in:

Business

» Spain has the largest fibre-to-

the-home network in Europe
(larger than the current
networks of Germany,
France, United Kingdom,
Italy and Portugal), with
about 4 million connected
customers and more than 21
million premises passed.

Environment

(impactin 3 years)

Society

p2d

bed

p2d

>

208 GWh of energy saved in
the period.

56,500 tCO, avoided,
equivalent to the carbon
captured by more than
900,000 trees.

300,000 elements switched off.

255 exchanges closed.

>

Various studies indicate

that communities with high
broadband connections have
higher GDP than others that
do not have this type of
connection, with an increase
of 1.1% in GDP .

(1) Source:(2011). Broadband Consumer Research. Sosa, D. (2015). Early Evidence Suggests Gigabit Broadband Drives GDP.
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INntroduction

Telefénica is committed to create long-term
value by building the pillars of our future world
and adopting more sustainable and inclusive
economic models. \We believe in a sustainable world,
in the broadest sense: socially fair, environmentally
safe, economically prosperous, inclusive and more
predictable. With this, we mean:

» Create long-term value for our stakeholders
through the development of innovative and
competitive digital products, oriented to fill
unmet needs of our customers.

» Do business in a financially, environmentally and
socially responsible way.

» Anticipate, adapt and create new business
opportunities from changes in our environment
of business.

We make large investments in the countries in which
we operate to promote and encourage a digital
economy aim to increase the welfare of humanity.
Our networks are the basis and the heart of the digital

A safe digital environment for our customers

2
Digital
wellbeing

economy. They allow to create, capture, grow, enable,
love, play, have fun, understand, learn, invest and to
do good to our society. With a value-based strategy
that promotes transparency and integrity in the
relationship with all our stakeholders.

This chapter is about how we do it, focusing on the
key aspects that drive our business.

More information, in the chapter titled “1.8. Material aspects of
our activity”.

»  Digital Trust built around privacy, security, Artificial
Intelligence and responsible use of technology.

» The efficient use of the environment and natural
resources.

» The development and welfare of the
communities in which we operate.

» Our human team, including both the staff and
the supply chain.

wCe® Ol
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2 1. Asafe digital environment
for our customers

2.1.1. Strategy:
generating trust

Having the trust of customers is the raison d'étre
of Telefénica's Customer promise and becomes
even more relevant in an interconnected and
constantly changing digital environment. We
want customers to feel safe using our products
and services; not to have to worry about the

privacy or security of their data and to be aware
that we always respect their rights by offering
them choices regarding the use of their personal
information. In short, we want our customers to be
in control of their digital experience.

To generate this trust, we have defined a
strategy based on four pillars that constitute our
commitment to the customer:

Customer Pledge

Digita:l Trust

Privacy

Transparency and access
to take control of data.

Responsible use

Promote responsible use
to protect vulnerable
groups such as minors

|
Digital Trust by Design

More information, in the section of our web
“Customer satisfaction”.

A safe digital environment for our customers
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In each of these pillars, we have policies and
processes that not only ensure compliance with
growing regulation, but also increase transparency
about how we manage data privacy and security
and how we use Artificial Intelligence. We also
believe in the concept of “digital trust by design”
incorporating these policies into the design,
development and management process of our
products and services.

In addition, in view of the impact that new
technologies and developments based on Artificial
Intelligence have on people's privacy and freedom
of expression, we have incorporated it into the
due diligence process detailed in the human rights
section. As a result of this work, different lines of
action have been considered in each of the pillars
that help to prevent and/or mitigate the impacts
that we may cause due to our activity and the
context in which we operate and which we develop
in this chapter.

In this way we ensure that our customers are always
informed on:

» How and why your data is collected, stored
and used.

»  The fact we protect your data with a maximum
level of security.

»  The fact we commit ourselves to using artificial
intelligence ethically.

»  The fact we promote the responsible use of
technology, especially when it comes to vulnerable
groups such as minors.

The body responsible for all issues related to digital
trust is the Board of Directors, as reflected in the
governance section of each of the issues.

Connected

2 3 4 5 6
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2.1.2 We respect the
right to privacy

We establish a management model with clear
responsibilities: Governance

BOARD OF DIRECTORS

DATA PROTECTION

OFFICER

-

The person responsible for the Company's personal
data protection function is the Data Protection
Officer, who reports directly to the Board of Directors
of Telefénica, S.A. through the Audit and Control
Committee. To ensure compliance with this function,
the different corporate areas meet biannually in the
Monitoring Committee Governance Model and the
Local Data Protection Delegates.

At Telefonica we want our customers to have
control of their digital experience.

A safe digital environment for our customers

wCe® CED



Jelefonica | Geporrrors

We also have a Chief Data Officer, who forms part
of the Executive Committee and participates in the
Monitoring Committee, to define and monitor the
implementation of the Company’s data strategy.

We define policies and processes

We promote and review different policies and
processes to strengthen our commitment to the
right to privacy of all those to whose data we have
access. To meet the expectations of our customers,
we actively involve them in the development of these
policies and processes, for example, through focus
groups and pilot tests in different channels.

» Global Privacy Policy: In September 2018,
we updated our Global Privacy Policy to build
a digital experience based on trust. This policy
guarantees our customers control over their

A safe digital environment for our customers

>
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personal data when they are processed by
Telefénica. It establishes obligatory rules of
common behaviour for all the Company's
entities, laying the foundations for an approved
privacy culture based on the principles of
legality, transparency, commitment to the
rights of the data subjects, security and
limitation of the retention period. Thus, while
responding to the General Data Protection
Regulation, applicable in Europe, we increase the
standards in this area in the other regions where
we serve.

In addition, we approve the Governance

Model Rule on Personal Data Protection which
establishes the strategic, organizational and
operational and management framework
applicable to the different actions in the field of
data protection.

wCe® CElD
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Global Privacy Policy

~
Data
Is necessary to provide better communications services every day. In addition,
it gives Telefénica the opportunity for enriching the lives of citizens and
contributing to the development of societies.
All of this fundamental rights and public freedoms.
o
Therefore, we take care of personal data: ‘
C[ \
s - — 4 Within
Wiiatransparency lawfulness =
We let you know: We treat personal data:
- The type of information collected.\ .~ - For a legitimate purpose.
-Bywhat channels we collectit. | - Through consent or other
- For what purposes we treat it. legitimizing basis. /
- How long we keep it. - — = 7
N , |
( =
@ - .
‘ ~ With [IEIEIIEEES
. With [[Iaali#=1d[e]p We offer people:
= ﬁ - Clear and simple tools and procedures
- We preserve data to access their data, rectify and delete them.
for the justified time ~ T 7 -Channelsso that they can ask questions or
according to the law. make claims.
T = - J
|
s ' [
. |
. : With [felafs
With S=letifie
We take special care of privacy in:
We apply the necessary - Privacy by design.
measures to guarantee - - - — - Supply chain.
the adequate security - — 1 - Protection of minors.
of personal data. | - International transfer of information.
o I \_
I
( 1
Wielthe DPO
Data Protection Officer, who reports directly to the Telefonica, S.A. Board of Directors.
_

All our activities are based on “Telefénica's Responsible
Business Principles”.
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We put it into practice, increasing transparency
and facilitating dialogue:

>

>

>

>

Global Privacy Center: In 2018 we are working
to improve the Global Privacy Center, which is the
public reference point for our privacy and security
policy and processes. There our customers

can find all relevant information in an easy and
understandable way. One example of this is the
video that contains the main aspects of the Global

Privacy Policy.

Operator Privacy Centers: These centers

help us extend and implement global customer
privacy policies and processes locally. In 2018,
we expanded the number of local Privacy Centers
available on commercial websites, thus covering 8
of the 17 countries where we operate: Germany,
Argentina, Brazil, Colombia, Ecuador, Spain, Peru
and United Kingdom.

Transparency Report: We have published the
third report on the requirements received from the
authorities in the 17 countries where we operate
about legal interception, access to metadata,
blocking and filtering of contents and suspension
of the service.

For any requirement we follow a procedure which
simultaneously guarantees the fulfilment of

our obligations in terms of collaboration with
these authorities and the protection of the
fundamental rights of the people affected, in
accordance with what is set out in our section on
respect for human rights.

AURA Personal Data Space, available in 2019:
As part of our principle of transparency, Telefonica
provides its customers with access to the data

A safe digital environment for our customers

>

»
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they generate during the use of our services.
Through Personal Data Space, each user will be
able to view and download the information that
has been processed and recorded in 4th Platform,
albeit in accordance with the applicable regulations
from the point of view of privacy. For example, in
Europe this processing will be fully aligned with

the European Data Protection Regulation (GDPR).
It is important to note that such information will

be displayed in a clear manner for customers.

This is an example of Telefénica's commitment to
bringing the world of data closer to each individual
and eliminating technological barriers. The
Personal Data Space will be available, from 2019,
through AURA for our customers as the capabilities
of the 4th Platform are deployed in different
countries.

Voluntary mediation system with
AUTOCONTROL: Operational since January
2018, to provide an agile response to complaints
related to identity theft and the receipt of
unsolicited advertising. The procedure, developed
by the Asociacion para la AUTOrregulacion de

la Comunicaciéon Comercial (AUTOCONTROL),

in collaboration with the Agencia Espariola de
Proteccion de Datos (AEPD), has the participation
of Orange, Telefénica and Vodafone and is open to
other entities. This information can be found in the
Movistar Privacy Center.

Responsible Business Channel: We have an
external channel where all our stakeholders can
consult or make a complaint about any aspect
related to the Responsible Business Principles.
During 2018, three communications associated
with privacy and none with freedom of expression
were processed, responded to/remedied, as
appropriate.

wCe® CHED
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2.1.3. We create a safe environment

With a management model with clear responsibilities: Governance

BOARD OF DIRECTORS

e e e e e e -

AUDIT AND CONTROL COMMITTEE

_____________________________ -

REGULATION AND INSTITUTIONAL AFFAIRS
COMMITTEE

g g a4

Responsible
Business Plan

Y CHIEF SECURITY

OFFICERS

The person responsible for the Company's security
function is the Global Director of Security and
Intelligence. He participates in the Executive
Committee of Telefénica S.A., and the Digital
Security Committee, created in 2018, and
reports to the Board of Directors of Telefénica, S.A.
through the Audit and Control Committee and the
Regulation and Institutional Affairs Committee.
For governance and coordination purposes, he
chairs the Global Security Committee, which
includes the corporate heads of the other business
areas (compliance, audit, legal, technology and
operations, human resources, Chief Data Officer,
etc.), in addition to country security directors. The
Committee has been delegated the authority and
responsibility by the Board to establish the global
security strategy, as well as to lead the regulatory
framework in this area, guide and governs global
security initiatives. Similarly, there are local and
functional security subcommittees chaired by

the Security Officers, which collaborate in the
definition of global strategy and implement them
in each country.

The creation of the Cybersecurity Advisory
Board is an essential lever to support the
Company's comprehensive digital security
strategy. The Board is composed of renowned
experts in the fields of information security,
cybersecurity and technology.

A safe digital environment for our customers

We promote and periodically review policies
and processes

They are necessary to achieve a level of security that
guarantees the adequate protection of the information
and the technologies that process it, so that all
customers can use our services with confidence.

» Global Security Policy: The Global Security
Policy is governed by national and international

standards and regulations on physical and logical
security and establishes the guiding principles that
are applicable to all the companies that are part of
Telefonica. Its objective is the effective and efficient
protection of company assets to facilitate the
viability of the business, including people, physical
assets, networks, technologies, sites, applications
and information itself. As such, comprehensive
security encompasses physical security, operational
security (of people and goods), information
security, cybersecurity, information technology
security, network security, business continuity,
fraud prevention, as well as any other relevant area
or function whose objective is corporate protection
against potential damage, whatever it may be, or
possible loss.

This policy is developed in the Global Security
Regulations and associated regulations that
establish the necessary controls and processes to
guarantee security in each specific domain.

wCe® CEAD
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GLOBAL SECURITY POLICY
REGULATIONS
RULES
Classification Incident Business Change Risk analysis Supply chain Access control
Treatment management continuity management security
Information
Platform Security of Safety Comms Asset Security Cybersecurity
security people security management Life Cycle
Development
REVIEW AND COMPLIANCE

Lines of action

The Global Security Committee annually reviews
and approves the Global Strategic Security Plan
which is submitted to the Company's Management
Committee through the Global Security Director. In
2018 the focus of the plan has been the execution
of structural initiatives in operational security and
digital security.

Operational security

In this area, the Company invests a continuous effort
in improving its physical protection capabilities for
infrastructure and assets.

» Business Continuity: This is ensured
through the establishment of capacities and
operational procedures that provide appropriate
mechanisms to ensure the minimum impact and
the best response time for a return to normality.
For this reason, business continuity groups have
been created in those geographical zones that
did not have them, local business continuity
plans have been standardised and new tools are
being implemented to facilitate the recovery
of continuity and enable a global vision of the
associated risks and their management.

In addition, in those geographical areas where
there are critical infrastructure requirements,
we work closely with the regulator and

other relevant public bodies to guarantee
compliance with the technical, operational
and documentary requirements necessary to
achieve the levels demanded.

A safe digital environment for our customers

» Crisis management: Part of the success of all
security controls is based on the effectiveness
of action in the event of incidents that critically
affect any asset, process or service, facilitating
coordination, communication and collaboration
of all the divisions involved until operational
normality is restored in the shortest possible
time and with the least possible impact.

the network is the basis of connectivity” section “Global

@ More information, in the chapter “1.6.1. FIRST PLATFORM:
Crisis System”.

This effectiveness has been validated in a
practical way during 2018 through the execution
of various local, regional and global crisis
management exercises. Different procedures
have been reviewed, reinforced and tested in
internal and external simulations of various
crisis cases in the areas of physical and digital
security, with the active participation of all
company areas and the direct involvement of
the different management levels.

> Supply chain security: The integral security of
products and services necessarily relies on the
strengthening of security controls in the entire
supply chain cycle, specifically in the security
of suppliers. To this end, during 2018 we have
reinforced the design of pre- and post-control
security in the different phases of acquisition
and development of goods and services,
working in an integrated manner with the
areas of security, financial control, purchasing,
technology and operations to ensure that
suppliers and partners strictly comply with

wCe® CElD
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the security controls required by Telefonica's
regulations and any other regulatory
requirements and industry best practices.

Furthermore, several programs are being
implemented, including:

» The interconnection of monitoring and alarm
control centers to turn them into a resilient
network that reinforces the availability of the
infrastructure supporting surveillance and
protection services.

> The management of travel security for
Telefénica personnel, which substantially
improves response time and mechanisms for
responding to any incident that could occur
during a business trip.

> The implementation of homogeneous and

digital procedures and tools for global security

monitoring.

2
Digital
wellbeing

Digital security

Digital security is based on preserving the
confidentiality, integrity and availability of the
Company's services and data throughout their
lifecycle.

We have an essential definition of basic digital
security processes that reinforce both operational
business processes and transformation initiatives,
as set out in the security strategy. This basic
process framework is similar and compatible with
all other industry reference frameworks (NIST,
1SO27000, ISMS, etc.).

The graph below details these basic processes and
how they are integrated into the security life cycle
(Anticipation-Prevention-Discovery-Response) and
support the Company's auditability, compliance and
control frameworks.

REGULATORY FRAMEWORK AND SECURITY POLICIES

ASSET MANAGER
Risk ldentity
management management
) Auditability
Transformation . . Incident
e . Perimeter Proactive
initiatives . ) L management
Vulnerability security monitoring, c berexercise; )
Business management probing and Ud ) Compliance
operational Workstation detection and continuous
processes improvement
Financial
Cyber Secure software control
intelligence development
AWARENESS
ANTICIPATION | PREVENTION | DETENTION RESPONSE

A safe digital environment for our customers

{
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These processes are identified as key, those related
to asset management as the basis for all others and
risk management as the basis for decision-making
focused on the effectiveness and efficiency of
structural security programs.

In addition, we work to facilitate efficiency of
controls, such as the development of platforms for
unique identity in the Group, anticipation through
digital surveillance mechanisms and proactive
analysis of vulnerabilities or the comprehensive
management of security incidents.

To the extent that it is efficient for customer
relationship processes and regulatory compliance,
our security controls framework is formalized in
official certifications such as 1IS027000 or PCI-DSS,
and we require our IT service providers to have
security management systems certified with or
equivalent to ISA3402 or similar.

» Network Security: Our approach to
networks and communications is based on
good knowledge of our assets and sites, their
characteristics and their importance to the
business, so that the networks are properly
planned and executed, always maintaining the
applicable security requirements to minimize
the risk of unavailability, unauthorized access or
destruction of these.

Telefonica's role as a telecommunications
operator makes it essential to enhance controls
for the security of its own fixed and mobile
communications networks and infrastructure, as
well as the associated service platforms (e.g. video,
loT). In this sense, the aforementioned security
processes are applied in an integral manner to
manage the risks associated with attacks and
exploitation of vulnerabilities in networks and
protocols, with significant activity at internal level,
with the main technological partners and with
international organizations (e.g. GSMA) to reduce
potential impacts. Examples of this come from the
work done on 4G/LTE, SS7, BGP and other critical
enabling technologies.

» Cybersecurity, vulnerability and gap
management: Our approach is based on
proactivity, and the application of knowledge
and technology to achieve the required levels
of protection by quickly detecting breaches

A safe digital environment for our customers
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or active attacks and building the technical
and human capabilities necessary to respond
effectively and quickly to any breach or
incident, in order to minimize attacks and their
consequences.

A bug-bounty reward program has been available
with selected companies acknowledged as
industry experts.

We have a network of Incident Response
Centers (CSIRT), at global level, which work in a
coordinated manner to understand and analyse
the risks of potential cyberthreats; monitor the
serious vulnerabilities existing in the most critical
technological assets; establish relationships with
other national and international CSIRTs/CERTs in
both the public and private sectors; detect potential
security incidents that are affecting Telefénica's
technological assets and respond to and manage
the security incidents that affect the organization.

Lessons learned from incidents are a major
part of feedback to safety improvement
projects, both in processes and in technological
capabilities and platforms.

The Cyber exercise of the CSIRT Network, is
an initiative carried out by the CSIRT Global that
offers an environment of evaluation, training
and formation specially designed for incident
response teams, currently with the participation
of 14 teams.

When the impact or consequences of an incident
and/or vulnerability threaten the continuity of
one or more critical processes or services or the
reputation of the organisation, the Business
Continuity Plan supported by the Global Crisis
Management System comes into operation.

More information, in the chapter “1.6.1. FIRST PLATFORM:
@ the network is the basis of connectivity" section “Global
Crisis System”.

During 2018, were just 8 security incidents and
had a minimal impact thanks to existing incident
response protocols.

In addition, both the Global Privacy Center
and local centers have a public mailbox at the
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disposal of any user, where they can report
any vulnerability or threat that could affect
Telefonica's technological infrastructure.

During the period 2015-2018 and up to the
present date, the Company has had various
insurance programs in place to mitigate the
impact on the balance sheet resulting from
the materialization of a large number of risks.
In particular, there is coverage for ‘Cyber
risks' that could cause a loss of income, loss
of customers, extra costs or costs of recovery
of digital assets, among others, and a coverage
of “Technological Errors and Omissions” in
the event of claims for damages caused to
customers and third parties in general. The
currently contracted limits at global level are:

» Cyber Risks Insurance: €105 million.

» Technological Errors and Omissions insurance:

€300 million.

Security services: ElevenPaths, Telefénica's
global cybersecurity unit, is a major player in
the cybersecurity sector after more than 5
years of offering disruptive innovation to bring
confidence and privacy to our digital life and
that of our customers. In 2018, the company's
cybersecurity unit had more than €500 million
of turnover and managed the security of 11
million customers.

Today, we are exposed to increasingly frequent
and sophisticated attacks that endanger our
business along with our reputation, privacy and
trust. Therefore, we need to be increasingly
receptive to cybersecurity measures and
redefine our strategy towards cyber-

resilience. With this objective, we dedicate all
our experience and effort to the creation of
innovative cybersecurity products in order to
always be one step ahead of our attackers, who
have become a growing threat in our digital life.

Since the ElevenPaths brand was created, we
have combined the development of patented
innovative technologies with the technologies
of key market players (partners) to provide
unique solutions.

A safe digital environment for our customers
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Global cybersecurity services are designed to
continually improve the effectiveness of our
security infrastructure. To this end:

> We work to develop new security services
and capabilities designed to help to protect
businesses and people from the threats and
vulnerabilities present in the environments in
which they operate.

> We collaborate and exchange information on
threats in real time with major agencies and
bodies such as the European Commission,
Cyber Threat Alliance (CTA), ECSO, EuroPol,
Incibe and the OAS.

» We have 11 Security Operations Centers
(SOQ) and a new Advanced Global Center
(Telefénica Advanced Global SOC-TAGS) with
highly qualified personnel that allow us to
face security threats and problems with an
approach which is global but also close to our
customers.

> We invest in cybersecurity start-ups such as
CounterCraft, 4iQ, BlueLiv, LogTrust, IMBox y
Alise Devices.

Thanks to these collaborations, alliances

and our own experience, Telefonica's

global cybersecurity unit has a portfolio of
comprehensive security solutions for the world
of Internet of Things (loT), identity and privacy,
anti-fraud, industrial cybersecurity, secure
mobility, digital exposure, risk management and
regulatory compliance.

2.1.4. Artificial intelligence
at the service of people

Our strategy is set forth in the Artificial Intelligence
Principles approved by the Executive Committee in
October 2018.

In the principles we commit ourselves to design,
develop and use Artificial Intelligence in a fair,
transparent and easily explicable manner, giving
priority to people, using privacy and security by
design and with partners and third parties.
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Our principles of
Artificial Intelligence

Big Data and Artificial Intelligence (Al) allow us to transform business,
people's lives and society.

With these advances, we want to improve as a company at the same
time as making the world a better place for everyone. To do so, we are
committed to designing, developing, and using an Al that is:

~

N

We ensure that applications do not lead to biased
results and unfair and discriminatory impacts.

We guarantee that there are no discriminatory
elements when Al learns and algorithms decide.

Human-d=iaigle

We ensure that Al always respects human
rights.

We are committed to the UN Sustainable
Development Goals. -

We contribute to preventing improper use of
technology.

- J

e N
With partners and third .
parties - =
We confirm the veracity of the logic and
the data used by the suppliers.

- J

A safe digital environment for our customers

r—=-—--

- - d

0101010110011000110010101011001100
0110010101011001100011001010101100
1100011001010101
10011000110010101011001100
010110011000110010100101010
001100101010110011

TranspareniClil

explainable

We inform users of the data that we
use and its purpose.

We take sufficient measures to ensure
the understanding of the Al's decisions.

We tell our users when they are
interacting with an Al system.

To build Artificial Intelligence systems,
we take special care of information
security.

We respect the right to privacy of people
and their data.

_

@ More information, in our website “Al principles of telefénica”.
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The areas involved in the development and
implementation of the principles are the Chief Data
Officer and the Data Protection Officer, as well

as the Global Director of Digital Transformation,
the Director General of Regulation, the Director

of Communication, Brand, Public Affairs and
Sustainability and the Secretary General.

Following the publication of the Artificial
Intelligence Principles, an internal group comprising
the above-mentioned areas was created to manage
the implementation of the Principles during 2019.
This work plan includes training actions, internal
awareness-raising as well as the development of a
process of digital trust by design.

More information, in the section “2.6.3. Respect for
human rigths.".

2.1.5. Responsible
use of technology

Our Commitment

The Regulation and Institutional Affairs Committee
is responsible for promoting the development of the
Global Responsible Business Plan, which includes
the responsible use of technology, especially by
vulnerable groups such as minors.

We have a firm commitment to this group, which is
reflected in the Business Principles and in different
corporate policies such as, for example, the Diversity
Policy, the Responsible Communication Policy and the
Sustainability in the Supply Chain Policy.

2
Digital
wellbeing

BOARD OF DIRECTORS

REGULATION AND
INSTITUTIONAL AFFAIRS
COMMITTEE

Our strategy

The life that our children lead is already a digital
life. The moment when we are capable of accepting
this, we will be able to integrate and adapt

our longstanding educational guidelines to an
ecosystem in which the analogical arm has lost

its hegemony. It is not a question of inventing
anything new, but of continuing to educate in
values, accompanying our children and setting

an example, generating spaces for dialogue

and discovering together the advantages and
disadvantages that can be derived from the use we
make of technology. We need to learn that there
are times to connect to the Internet and times to
connect with other people.

We are convinced that it is people who give meaning
to technology and that is why we define a global
strategy based on the responsible and intelligent
use of the Internet and devices, in all areas of our
lives and protecting the most vulnerable groups.

A safe digital environment for our customers
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Precisely because of this, and because Telefénica

is convinced that it is people who make sense of
technology, we have defined a global strategy based
on the promotion of a responsible and intelligent use
of the Internet and connected devices in all areas of
our lives, but with special emphasis on the protection
of the most vulnerable groups.

Our commitment to the protection of minors on the
Internet and the promotion of the responsible use
of technology is reflected in a strategy consisting of
6 lines of work:

a) Alliances with stakeholders: Ensuring a
more secure Internet is a task that we cannot
tackle alone. At Telefénica, we work together with
sector and civil society partners to make children
and young people aware that the Internetis an
open window of opportunity, but that it is also
important to know there are risks that need to be
managed.

In this sense, we can emphasise our
collaboration with:

» National Law Enforcement Forces, as well as support
for the different national reporting lines (Equipo
Nirfios, ASI, Safernet, Te Protejo, Center for Child
Protection on the Internet, Alerta Amber, etc.)

» NGOs, national associations (Pantallas
Amigas, Safernet, UNICEF, Faro Digital, NSPCC,
RedPapaz, Argentina Cibersegura, Nativo Digital,
Brave Up, Fundacién Ideas para la Infancia,
Comisién Unidos vs la Trata, Puntos México
Conectado, etc.)

» Actions with key stakeholders in online child
protection (Inhope, Insafe, ANATEL, CONNA,
UNODC, Red de Aliados por la Nifez, Zentrum
flr Kinderschutz im Internet, INAI, ITAIPUE, Red
Contra la Pornografia Infantil, Capital Humano
Social CHS, Governments, etc.)

Telefénica also participates in the following
alliances with the aim of promoting at global
level the sharing of best practices and the
promotion of specific actions regarding proper
use of the Internet:

» Alliance with the GSMA for the fight against

content involving child sexual abuse.

A safe digital environment for our customers @ C @ <::| |::>



http://asi-mexico.org/sitio/
https://safernet.com/
http://www.teprotejo.org/index.php/en/
http://www.alertaamber.gob.mx/
https://www.pantallasamigas.net/en/#googtrans%28es|en%29
https://www.pantallasamigas.net/en/#googtrans%28es|en%29
https://safernet.com/
https://www.unicef.org/
http://www.farodigital.org/
https://www.nspcc.org.uk/
https://www.redpapaz.org/
https://www.argentinacibersegura.org
http://www.nativosdigitales.org
http://braveup.cl/
http://fipi.cl/index.php/
http://comisionunidos.org/
https://www.pmc.gob.mx/
https://www.pmc.gob.mx/
http://www.inhope.org/gns/home.aspx
https://www.betterinternetforkids.eu/
http://www.anatel.org.mx/
http://www.conna.gob.sv/
https://www.unodc.org/
https://www.bmfsfj.de/bmfsfj/aktuelles/alle-meldungen/-zentrum-fuer-kinderschutz-im-internet--haelt-erste-jahrestagung-ab/88848?view=DEFAULT
https://www.bmfsfj.de/bmfsfj/aktuelles/alle-meldungen/-zentrum-fuer-kinderschutz-im-internet--haelt-erste-jahrestagung-ab/88848?view=DEFAULT
http://www.inai.org.mx/
https://itaipue.org.mx/portal/
http://www.red.org.pe
http://www.red.org.pe
http://www.chsalternativo.org/
http://www.chsalternativo.org/
https://www.gsma.com/
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» ICT Coalition.

» Alliance to better protect minors online.

At local level, we also participate in numerous
working groups that promote the responsible and
intelligent use of technology among young people.

b) Blocking of content: In the proactive fight
against the contents of images of sexual abuse
of minors on the Internet, Telefonica blocks
these materials following the guidelines and lists
provided by the Internet Watch Foundation in
the following countries: Argentina, Chile, Costa
Rica, Ecuador, El Salvador, Spain, Guatemala,
Nicaragua, Mexico, Panama, Peru, UK, Uruguay
and Venezuela. Telefonica Colombia does the
same through MINTIC and DIJIN.

c) Audiovisual environment: The way people
consume TV content has changed; however, it

is no surprise to anyone that both children and
teenagers make increasingly intensive use of
audiovisual content. Screens, moreover, constitute
a fundamental part in their personal, social and
civic development, which is why at Movistar+we
believe it is vital:

» To ensure that our programming protects
children from potentially inappropriate content.

» To establish the necessary tools to make good
use of television, ensuring that parents have
effective technical means to enable them to
exercise their responsibility over the televisual
content that their children watch.

» To promote digital literacy among children
and their families in order to make use of the
potential of audiovisual media and make them
aware of the need for responsible and intelligent
consumption and leisure.

That is why we have included the following
initiatives in our operations:

» Content labelling by age or type of content.

» Parental controls, parental PIN and purchase PIN
on the device that allow the customer to be able
to block channels and content on demand for
minors.

A safe digital environment for our customers @ C @ <:] E:>



http://www.ictcoalition.eu/
https://ec.europa.eu/digital-single-market/en/alliance-better-protect-minors-online
https://www.iwf.org.uk/
https://www.mintic.gov.co/
https://www.policia.gov.co/dijin
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» Specific adult content is presented in a section
separate from the other content and a special
PIN must be used to access it.

» Information on responsible use of TV or
on audiovisual content on TV and on the
commercial website.

» Awareness-raising activities on the responsible
use of screens.

» Movistar Junior Application: children's app for
Smartphone and Tablet (i0S and Android) with
which children can enjoy Movistar+ children's
content in a safe and secure environment.
Some of the functionalities of the application:
children's zone (0-12 years) with live TV
channels, children’s series on demand, videos
of activities and musicals, and parents' zone,
from which families can carry out their desired
configuration actions: Parental PIN, definition
of the age range for which the content will be
available (up to & years, from 5 to 7 years and/
or from 8 to 12 years), language of the content,
consumption times and/or time zone of use.

d) Products and services: Although we firmly
believe that nothing can replace the mediating
work of an adult when we talk about educating
children in the responsible use of technology,
when this is not possible, we will always have
the support of technology. To this end, we are
committed to the promotion and development
of products and services that encourage the
responsible and safe use of the Internet and
connected devices:

» Parental controls: Movistar Protege (Spain),
Vivo Filhos Online (Brazil), Qustodio (United

Kingdom).

» Security solutions with parental control
functionality: Escudo Movistar (Argentina,
Colombia, Peru, Uruguay), Seguridad
Multidispositivo (Argentina, Chile), Seguridad
Total de McAffee (Argentina, Chile, Peru) y
Centro de Seguridad de Mcafee (Colombia).

» Other services (antivirus, personalised packs):
Conexion Segura (Spain and Argentina), Smart
WiFi, O2Protect (Germany), Vivo Familia Online
(Brazil), Localizador Familiar (Argentina),
Seguridad Dispositivo (Spain).

A safe digital environment for our customers
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e) Working together with our suppliers:

» Together with our suppliers we examine
the possibility of implementing the basic
parameters of child protection to ensure
the best development of children through
different security-related initiatives in the
design of terminals and/or operating systems.

v

We ask both device manufacturers and
operating system suppliers to include child
protection mechanisms (parental control,
age restrictions, approval systems for

the installation of applications, purchase
protection systems, etc.) and to provide
regular security updates to protect our
customers against the new risks and threats
that are constantly appearing and that
endanger users' data and privacy.

f) Education and awareness-raising
initiatives: We continually talk about the
challenge of being aware of every technological
development that appears on the market today,
not simply because we know about the most
modern versions of the new gadgets connected
to the Internet, the latest in robotics or artificial
intelligence, but because each advance puts us
all, old and young alike, in the presence of a new
educational challenge that we need to know
how to take advantage of.

Telefonica, being fully aware of this reality, is
committed to the development of training and
awareness-raising initiatives for all audiences
that can facilitate coexistence in an increasingly
digital society:

The Dialogando portal is an example of this,

and the initiative, implemented in 15 countries
where the Telefonica group is present, helps
society at large to reflect on the use we make

of technology in our daily lives thanks to the
resources prepared by a committee of experts in
different issues related to digital life.

31 awareness-raising initiatives have been
carried out in the following areas: grooming,
cyberbullying, digital divide, cybercontrol,
Internet tolerance, meaningful connection,
digital violence, responsible driving, online fraud,
privacy, digital identity, eSports, etc. with a total
of 84.9 people affected.
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https://www.dialogando.com/
http://www.movistar.es/particulares/movistar-junior/
https://www.protegefamilia.movistar.es/
https://filhosonline.vivo.com.br/
https://www.o2.co.uk/qustodio
https://ayuda.movistar.com.ar/pregunta/como-funciona-escudo-movistar.html
https://www.movistar.co/beneficios/escudo-movistar
http://www.movistar.com.pe/movil/adicionales/servicios-herramientas/escudo-movistar
https://www.movistar.com.uy/escudo-movistar/seguridad-internet-full
http://proteccion.movistar.com/ar/seguridad/faq.aspx
http://proteccion.movistar.com/ar/seguridad/faq.aspx
https://www.movistar.com.ar/productos-y-servicios/aplicaciones/seguridad-total
https://ww2.movistar.cl/servicios-digitales/mcafee-seguridad-total/
http://www.movistar.com.pe/hogar/internet/seguridad-total
https://descubre.movistar.co/servicios-valor-agregado-internet/
http://www.movistar.es/particulares/conexion-segura/
https://www.movistar.es/particulares/movil/moviles/hgu/
https://www.movistar.es/particulares/movil/moviles/hgu/
https://www.o2online.de/vorteile/apps-zusatzdienste/o2-protect/
https://vivofamiliaonline.com.br/
https://localizadorfamiliar.com.ar/
https://atencionalcliente.movistar.es/pregunta-frecuente/seguridad-dispositivo-mcafee-powered
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2.1.6. Internal control

To comply with the legal provisions of each country,
related to the Data Privacy Policy, in the 2018
Annual Audit Plan, specific projects are carried out
to verify compliance, as well as the identification of
best practices in data protection matters. In 2018
we continued with the personal data protection
reviews, conducting a total of 13 internal audits in
this area in the Company.

The most important aspects that we have

reviewed are: application of security measures in
the processing of personal data; control of logical
access to the data; ensuring the integrity of the
information; quality of the information; consent for
the processing of the data and the possibility for
users to exercise their rights of access, rectification,
cancellation and opposition of the information
related to them.

As part of the Annual Internal Audit Plan, all
aspects relating to Cybersecurity and Security
in Networks and Information Technology
Systems have been strengthened, as a solid
basis for protecting the access and integrity of
these elements, verifying that the logical access
security is adequate. The performance of these

A safe digital environment for our customers
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highly specialised technical tasks provides a
comprehensive analysis of the logical security of
networks and information technology systems,
risks and vulnerabilities of cybersecurity, incident
management, as well as the review of perimeter
security controls. In relation to this area, in 2018
a total of 108 audits were carried out covering the
above matters. One of the main control objectives
of these tasks was to verify that the Group's
Security Regulations, mainly in relation to logical
access control, operation and data protection, have
been properly implemented in the network assets
and audited systems.

Itis important to highlight that cybersecurity
and security audits have been performed
mainly in critical Group assets such as FullStack
environments.

Itis important to note that, in relation to various
alerts issued by the SECin 2018, work has

been done to review the implementation of the
governance model of cybersecurity risks and
incidents, as well as the process of reporting
cyber-incidents to the various administrations.
The company-wide control environment over
cybersecurity has also been reviewed through a
questionnaire agreed with the external auditor.

wCe® CEAD
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2.1.7. Training and
awareness-raising

During 2018, 84,354 attendees completed
training in privacy/data protection and security/
cybersecurity.

In addition, communication and awareness-raising
programmes are being reinforced, using the different
channels available to ensure that messages reach all
levels and geographies of the company.

2.1.8. Relationship
with stakeholders

Telefonica actively participates in various
international organisations and forums, most of
which are multipartite in nature. Highlights in 2018:

» Internet Governance Forum: Our Director of
Policy and the Internet is a member of the
Consultative Group (MAG) established by the
Secretary-General of the United Nations. Its
main objective is to advise the Secretary-
General on the agenda and schedule of
meetings of the Internet Governance Forum.
The MAG is made up of 55 members from
governments, the private sector and civil
society, including representatives of the
academic and technical communities.

» Internet Governance Forum in Spain: With
a focus on the social impact of artificial
intelligence, blockchain, cybersecurity, digital
democracy and the empowerment of society.

»  Global Network Initiative (GNI): We have
participated since 2017 in this multi-stakeholder
organisation to advance the protection and
promotion of freedom of expression and privacy
in the ICT industry. To this end, joint strategies
and positions on freedom of expression and
privacy rights are agreed upon. Several events
in which we have participated have been
organised this year, including a colloquium co-
organised with UNESCO on how to improve the
information and communication ecosystem to
protect the integrity of elections, and others
on the way jurisdiction impacts human rights

A safe digital environment for our customers
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online and the way governments exercise their
authority across borders in the Internet age.

GSMA: In 2018 the working sessions to
produce the Principles of Mobile Ecosystem
Responsibility and to draw up the "Digital
Declaration”.

Center for Information Policy Leadership:

A thinktank on privacy and security policy that
brings together industry leaders, regulators
and policy makers from around the world.

This organisation is concerned with helping

to contextualise and promote privacy and
cybersecurity policy on a global scale.

Council of Europe: We are members of the
partnership established in 2017 by digital
companies, operators, sectoral organizations
and the Council of Europe for the promotion of
digital rights. During 2018 we have participated
as panelists in various forums on cybersecurity.

Cubersecurity Tech Accord: Telefénicais
a founding member of this private sector
initiative.

Paris Peace Forum: We participated in and
signed the document resulting from this

annual forum which is promoted by the French
President Enmanuel Macron and organised

by an NGO founded in 2018 by the Kdrber
Foundation, the Mo Ibrahim Foundation, the
Institut Francais des Relations Internationales,
the Institut Montaigne, Sciences Po and the
French Ministry of Foreign and European Affairs.

Internet Commission: An independent initiative
to promote the development of a more reliable
and responsible Internet. With multi-stakeholder
participation, it aims to guide the strategy and
purpose of organisations towards sustainable,
people-centered digitalisation and to promote
prosperity and peace.

Summit for Accountability & Internet
Democracy - Shaping an Internet of Values -:
Telefénica participated in the launch of the
initiative in May 2018 in The Hague, with the
aim of promoting a democratic and sustainable
Internet of values for the benefit of society.
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https://www.gsma.com/betterfuture/wp-content/uploads/2019/02/DigitalDeclaration_overview.pdf
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https://www.informationpolicycentre.com/
https://www.coe.int/en/web/freedom-expression/home/-/asset_publisher/RAupmF2S6voG/content/council-of-europe-partners-with-leading-internet-companies-to-promote-respect-for-human-rights?_101_INSTANCE_RAupmF2S6voG_viewMode=view/
https://cybertechaccord.org/
https://parispeaceforum.org/
https://inetco.org/
https://en.unesco.org/events/hague-summit-accountability-internet-democracy-shaping-internet-values
https://en.unesco.org/events/hague-summit-accountability-internet-democracy-shaping-internet-values
https://www.intgovforum.org/multilingual/
http://ametic.es/es/evento/el-foro-de-la-gobernanza-de-internet-en-espana
https://globalnetworkinitiative.org/
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MILESTONES 2018
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>

>

»
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Global Privacy Policy Update.

Expansion of local Privacy Centers (now in 8
countries).

Constitution of the Security Advisory Board &
Digital Security Committee of Telefonica.

Security by design in the company's main
transformation programs (Big Data/4th
platform, digital transformation, UNICA/
evolution to 5G, 1oT).

Publication of the ‘Artificial Intelligence Principles'.

Development of tools to encourage minors to
make good use of audiovisual content.

Definition, implementation and consolidation of
the global-regional-local crisis management model
and capabilities; crisis simulation exercises with
senior management and areas involved for the
various types of crises and security incidents.

A safe digital environment for our customers
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CHALLENGES 2019

>

>

>

>
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Implementation of Global Privacy Policy in all
countries (2021).

Personal Data Space implemented.
Local Privacy Centers in 100% of countries (2020).

Fullimplementation of security controls in the life
cycle of products and services based on supply
chain security.

Implementation of the Al Principles in the
Company’s processes.

Four awareness-raising campaigns through the
Dialogando platform and social networks on the
responsible use of technology.

Study of risks and opportunities of technology in
childhood and adolescence.

Operational simplification in all operations
of security processes and their execution for
regulatory compliance (focus on actionable
controls for access management, privileged
activity and security monitoring).
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2.1.10. Key indicators

Key Indicators in Digital Trust in 2018

No. of attendees at training courses in Privacy/Data Protection and Security/Cybersecurity 84,354
No. of hours of training in Privacy/Data Protection and Security/Cybersecurity 127,614
No. of procedures opened for Privacy/Data Protection issues 28
No. of fines for Privacy/Data Protection issues 31
Amount of fines for Privacy/Data Protection issues €1,034,408
No. of queries/complaints on Privacy issues through the Responsible Business Channel 3
Number of queries/complaints on Freedom of Expression issues through the Responsible Business Channel 0
No. of internal audits in Privacy/Data Protection and Security/Cybersecurity 121
No. of external audits in the area of Product and Service Security 10
No. of Security/Cybersecurity incidents or breaches 8
No. of training and awareness-raising initiatives on the responsible use of technology 31

(1) Products and Services audited: Movistar Home, Aura, &4th Platform, Niji Home - Smart Wifi, Niji Network, Smart Digit, Smart
Steps, Movistar Video, Novum UK, Smart M2M.
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/2.2 Digitalization
and the environment

2.2.1. Our strategy
and materiality

Telefonica would like to create a world where digital
technology contributes to protecting the planet.

To achieve this, we have reduced our footprint on
the environment whilst promoting digitalisation as
a key tool for addressing the main environmental
challenges. Some of our products and services
already provide solutions for climate change, waste,
water, air pollution, fires and biodiversity.

This is just the beginning, because there are

more and more opportunities for growth in the
green economy. In a digital world there are more
opportunities for eco-efficiency and a decarbonised
and circular economy.

At the end of 2018 we announced the Telefénica
Sustainable Financing Framework, under which
the company issued the first Green Bond of the
sector in January 2019. The environment has
become a strategic issue for the Company.

The Green Bond, for an amount of 1,000 million
euros and a five-year term, was participated by
more than 310 investors. The funds obtained will
be used to finance projects aimed at increasing the
Company's energy efficiency through the process
of transforming copper into fibre optic in Spain and
can be used, in any case, for existing initiatives (no
older than three years) and for future projects.

The FTTH (Fibre to the home) is 85% more energy
efficient in customer access than the copper
network. And it has saved 208 GWh in the last three
years, which means avoiding the emission into the
atmosphere of 56,500 tons of CO,, equivalent to the

Digitalization and the environment

carbon sequestered by more than 900,000 trees.
In addition, the deployment of fibre is allowing
Telefonica to close a copper plant daily, recycling
all the material as part of its commitment to the
circular economy.

We have a global environmental strategy and act at
different levels in alignment with our business strategy:

» Environmental management under ISO
14001:2015.

» Internal eco-efficiency.
» Promotion of the circular economy.
» Decarbonisation of our activities.

» Development of products and services that
provide solutions for environmental problems.

» The environment is a central issue throughout
the Company, involving the areas of operations
and management, as well as business and
innovation.

Environmental strategy is the responsibility

of the Board of Directors, which approves the
environmental Policy and objectives, within the
framework of our Global Responsible Business
Plan. The most significant environmental
objectives affect the remuneration of the managers
responsible for operations and sustainability.

Telefonica has a global multidisciplinary team
spread out across different countries that is
responsible for carrying out this strategy at
different levels of responsibility.
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@ More information in our website “Global Enviromental Policy”.
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2.2.1.1. Materiality

We conduct analysis to determine our major
environmental aspects based on our business
strategy, the regulatory environment, impact and
the demands of our stakeholders. In this way, we
prioritise our efforts towards the most significant

aspects: energy consumption and renewable energies,

2
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ecosmart services, the responsible deployment of the
network and greenhouse gas emissions.

However, we do not neglect other environmental
aspects and manage all of them to progressively
reduce our impact whilst increasing our resilience.

MATERIALITY MATRIX
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IMPACT ON ECONOMY, SOCIETY AND THE ENVIRONMENT

We reduce our impact and facilitate solutions to major
environmental challenges through digitalization.

Digitalization and the environment
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2.2.1.2. Environmental risks and
climate change

Telefénica's activities, like those of any other
company, have an impact on the environment and
can be affected by climate change. The Company's
environmental and climate change risks are controlled
and managed under the Telefonica Group's global

risk management model, in accordance with the
precautionary principle.

Our environmental aspects have their greatest risk focus
on the high geographic dispersion of infrastructure, which
is controlled through environmental management based
on uniform processes and certified according to the ISO
14001 standard.

With regard to the guarantees and provisions arising
from environmental risk, during the year 2018 the
Group has maintained and maintains, both locally in
the countries where it operates and globally, several
insurance programs in order to mitigate the possible
occurrence of an incident derived from the risks of
environmental liability and/or natural disasters, to
guarantee the continuity of its activity. We currently
have fully comprehensive insurance and coverage for
all risks, material damages and loss of profit, in order to
cover any material losses, damage to assets and loss
of income and/or customers, among other problems,
as a consequence of natural events, and environmental
liability insurance to cover the environmental liabilities
required by the laws and rules applicable. Both
coverages are based on insurance market standards in
terms of limits, sub-limits and coverage.

ENVIRONMENTAL MANAGEMENT SYSTEMS
ISO14001 CERTIFICATES

2018

@ 109,000
Q

100%

€N
& mm

() Exxmm
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Meanwhile, we specifically analyse the risks derived
from climate change in accordance with the
recommendations of the Task Force on Climate -
Related Financial Disclosures (TCFD), with regard to
both physical and transitional risks.

More information, in the section “2.2.4. Energy and climate
change" and chapter “4. Risk".

2.2.2. Environmental
management

Environmental Management System (EMS) ISO 14001
is the model that we chose to ensure the protection

of the environment. During 2018 we continued to
improve our EMS and we currently have 99.4% of our
operators certified under the new requirements of the
2015 version of this standard.

We have a full range of standards that incorporate the
life cycle perspective, with which we also incorporate
the aspects of our value chain and we pay particular
attention to involving our suppliers in environmental
management.

Having a certified EMS enables us to ensure

the correct control and compliance with the
environmental legislation applicable to each
operation and the preventive model of compliance is
associated with the Company's overall compliance
process. During 2018, we were not subject to any
significant environmental penalties.

() cxme

(1) Uruguay in process of certification, Venezuela is excluded from the scope.

Digitalization and the environment
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Furthermore, we continue to maintain the certification
of the Energy Management Systems (ISO 50.001) for
our operations in Spain and Germany (around 40%

of our revenue) and we are working to extend this
standard to other operations.

2.2.2.1. Aresponsible network

We ensure that there is an adequate control of risks
and environmental impacts in the management of our
network throughout its life cycle, which enables us

to provide a high-quality service whilst looking after
the environment. In 2018, we invested over 10 million
euros with this objective.

The main environmental aspects of the network
are the consumption of energy and waste,
although we manage all of our possible impacts such
as noise and water consumption.

1 2 3 4 5
CONSOLIDATED MANAGEMENT Letter to Connected Digital Evolution of Risks Corporate
REPORT 2018 shareholders wellbeing our business governance
I

More information, in the sections “2.2.4. Energy and climate

change™ and “2.2.3. Circular economy”.

®

An example of the responsible management of
the network is the fact that 97% of our waste
was recycled in 2018.

In order to minimise the impact of network deployment
we implement best practices, for example, noise
insulation measures when necessary. The sharing of
infrastructure significantly reduces the entire sector's
impact on the environment. Therefore, whenever
possible when installing our facilities, we share space
with other operators. This makes it possible to keep

the occupation of land, the visual impact, energy
consumption and waste generation to a minimum.

With regard to biodiversity, the impact of our facilities
is limited, although we carry out environmental impact
studies and implement corrective measures when
necessary, such as in protected areas.

RESPONSIBLE MANAGEMENT OF NETWORK INFRASTRUCTURE

LIFE CYCLE OF THE

RESPONSIBLE
NETWORK

_—

5,750 2.5€M

Environmental

Investment in
environmental
licenses

licenses and
permits

565

Visual
impact reduction
measures

4,360

Base stations
with renewable
energy

32,500

10€M

Measurement of
electromagnetic
fields

Expenditure on
environmental
control

139 2500T
Energy Dangerous
efficiency waste

projects managed

240,000 30€M 5000t
Equipment Sale of waste from WEEE
reused operations recycled

Digitalization and the environment

98%

97%

Batteries Waste

recycled

recycled

99% 58%
Paper recycled
or FSC certified Reenneé/rvgag °
_GL0O,
37% oh%
o ner,
Emissions consumgpgtion
(scope 1+2) by traffic
(MWh/PB)
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IMPROVING OUR NET IMPACT

PAPER
BATTERIES WASTE RECYCLED OR
RECYCLED RECYCLED FSC CERTIFIED
98% 97% 99%
RENEWABLE
ENERGY
58%
LESS NEGATIVE IMPACT
(since 2015)
MORE POSITIVE IMPACT
(in2018)
-37%
EMISSION
(scope 1+2) -64%
ENERGY
CONSUMPTION BY
TRAFFIC
(MWh/PB)
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2.2.3. Circular economy

The circular economy is a new way of
understanding the economy, it focuses on
improving efficiency in the use of resources,
reducing dependence on raw materials and
mitigating climate change. It is presented as an
alternative full of opportunities, with the potential
to meet environmental challenges whilst providing
economic value and growth. This concept not
only revolutionises conventional paradigms but
also provides challenges and opportunities for
digitalisation, as a hyperconnected society is
necessary to achieve it.

We integrate this philosophy throughout the life
cycle of our company. We focus on optimising the
consumption of resources and promoting the return
of used goods to the productive cycle; to achieve
this we mainly focus on our purchases, the efficient
management of the network and provision of
customer services for this purpose.

)
CIRCULAR ECONOMY AT TELEFONICA
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@ More information, in our website “Circular economy”.
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- > -~ » Ecodesign
~
Phd » Low-carbon purchasing
2 7 ~ » Services vs. products
Telefonica ~ _

~ —~ » Recovery

» Recycling and reuse Phe
- N

» Energy efficiency 7 ~ N '\9@(\0 \
» Renewable energy lT AN ,p\‘@,‘ \
» Preventive maintenance Close of the Renewable and ecoefficient \09_ % \

recycling circle

1
| | Share and (¢2)
/1\ | reuse
! |

N

\ New business

models/service

Innovation

Customer

» Ecosmart services
(IoT, Big Data)

» Ecorating
» Reuse/buy back

103
308-2

Digitalization and the environment

materials and resources

_-> = ®
@ %%
\

=~ Virtualization Il
dematerialization / / /
<@ -

=7
~ - .
_ P » 5 million devices reused
- P e » 1.4-million tCO, avoided thanks
~ to our ecosmart services
~
- » 97% recycled waste

Ecoefficiency |

N
and ecodesign | g |
v

/ /

» 58% renewable electricity
» -37% CO, emissions

v

> 740 energy efficiency projects

wCe® CRAD


https://www.telefonica.com/es/web/negocio-responsable/medio-ambiente/economia-circular
https://www.telefonica.com/en/web/responsible-business/environment/circular-economy

Jelefonica | Geporrrors

301-2
306-1
303-1
306-5

2
Digital
wellbeing

We take measures for efficient water consumption,
especially in countries with high water stress.

2.2.3.1. Our eco-efficiency

We minimise the impact of our services and
operations on the environment thanks to
eco-efficient measures such as preventive
maintenance of infrastructure, the replacement
of equipment with a lower consumption and the
reuse of these internally.

Energy consumption has, due to its significance, its
own specific chapter.

More information, in the section “2.2.4. Energy and climate
change”.

Digitalization and the environment

a) Water

Our water consumption is mainly due to sanitary
use and, to a lesser extent, its use in air conditioning.
Each of our operations carries out specific measures
to achieve more efficient consumption, especially

in areas where the water stress is greater and in
accordance with local limitations.

During 2018, our global consumption was &4 Hm?.

Water consumption (Hm?)

2016 2017 2018

3.75 3.74 4.06

wCe® CEAD



2

Yelefonica | Grropraors welbain

et adbiatt i g
b) Paper c) Closing the cycle: Waste and Non-Waste
We have established common guidelines to reduce Taking into account the principle of hierarchy of waste
the impact of this material. Because of this, 99% of in the circular economy, our main commitment is
the paper that we consumed in our offices last year to prevent and reduce their generation, mainly by
was of recycled or certified origin (FSC or PEFC). supporting the reuse of used equipment and recycling.

All of this enables us to be more competitive, reduce our

Another example of eco-efficiency is the expenses and increase our revenue, whilst reducing our
digitalisation of our customers’ invoices. In 2018, footprint on the environment and complying with the
75 million customers chose paperless invoices. applicable legal regulations.
We generate more than 736 million electronic
invoices, which have avoided the consumption The maintenance of network infrastructure is our
of 3,600 tons of paper and the felling of main generator of waste, along with the administrative
approximately 63,000 trees. activities that we carry out at our offices and, to a lesser

extent, commercial activities with our customers.

BU 201 81 99% Of the In 2018 we achieved the reuse of almost 5 million

/ units of communications equipment that represent
paper We Consurr_'e_ls approximately more than 2,000 tons. When reuse is
Of Sustalnable Orlg[n_ not an option, recycling is the best alternative for the

treatment of waste.

REUSE OF TELEFONICA EQUIPMENT

We back the circular economy by reconditioning equipment to give it a second life.

EQUIPMENT REUSED

ROUTERS AND
SET-TOP BOXES

3,846,395 (812832

units

MOBILE PHONES

In this respect, in 2018 we generated 26,295 tons of waste, 4% less than the year before. We managed to
recycle 97%.

About 64% of our waste is made up of cables that come from the process of transformation of our network, whilst
we migrate from copper cables to fibre optics

@ More information, in the section “1.11. CASE STUDY FLAGSHIP: Migration of Copper to Fibre Optic at Telefonica Spain”.

These cannot be reused but they can be recycled. In this way, we promote the circular economy by giving value to
the materials that we remove so that they are re-introduced into the productive model. Thanks to the recovery of

3013 our waste (mainly cables) Telefénica had revenue of more than 32 million euros.
306-2
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WASTE
TOTAL WASTE WASTE TREATMENT
30,000
Hazardous M NHW Not recycled
25,000 waste (HW) HW Not recycled
B HW Recycled
20,000
15,000
——» Non-hazardous 97.3%
10,000 waste (NHW) TOTAL
Waste
recycled
5,000
Total waste: B NHW Recycled
0 26,295t

90, | 64% | 20% | 6%

h Cables WEEE Paper o

Non-hazardous (Waste electronic and

waste electrical equipment) ? 8 I/dO
ecycle

=) 9% | 1% 10%

. Hazardous
Batteries Other hazards
waste
TELEFONICA'S WASTE 2016 2017 2018
Total waste generated (t) 23,507 27,536 26,295
Waste Recycled (%) 97% 97% 97%
Equipment reused (t) 1,408 1,242 2,220
Waste sent to landfill and incineration 665 816 694

In 2018 we generated 4% less waste
and 97% was recycled.

ACe® CEAD
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GReTel: Telefénica's waste management

Circular
economy

e R Accessibility
2018 2019 and security

-
-
4
3
-w

Simplified
management
)

A

||<\
I'

r

€ECOS OO0

W ¢
»

vision

Adaptability -

-

»  @reTel: Itis Telefonica's digital platform for waste management, which we use to improve traceability and
leverage all the opportunities linked to the circular economy. At the end of 2018, the tool had already been
implemented in Spain, Colombia, Chile, Panama, Argentina, Ecuador, Brazil, Mexico, El Salvador, Guatemala,
Nicaragua and Costa Rica.

» Used electronic equipment and its waste: This waste is very significant with regard to Telefonica's activities.
According to the United Nations, it is estimated that the generation of electronic waste or e-waste will exceed
50 million tons per yearin 2021.

Electronic waste contains valuable minerals that can be recovered, but it also contains materials that can

become pollutants if not processed properly. Therefore, we believe that finding the solution to this problem is a
responsibility that must be shared by all of the players involved. In 2018, 69% of the devices used in our operations
and by our customers were recycled and almost 30% were reused.

Telefdnica's principles for promoting the circular economy in the management of electrical and electronic equipment

Promoting the development of an enabling regulatory framework and implementing reuse and recycling.

Guaranteeing proper processing with controls on our supply chain.

Offering our customers environmental information during their purchase (ecorating).
and alternatives for the disposal of their used devices.

Promoting the best eco-design by manufacturers.

ACE® CEAD
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2.2.3.2. Customers and
the circular economy

One of the Sustainable Development Goals that we
would like to emphasise is the development of a
model of sustainable consumption and production.
That is why we are developing new products and
initiatives that our customers can use to reduce their
environmental impact and join the challenge of the
circular economy.

a) Repurchase and refurbish of equipment

With our policies to extend the useful life of
communication equipment, both belonging to
customers and ourselves, we have managed to reduce
the consumption of resources and energy by avoiding
the manufacture of new equipment.

We offer our customers options for the repurchase

and refurbishment of mobile phones. Through this
initiative, our customers can hand in their mobile devices
for a second life or recycling to avoid damaging the
environment. In 2018, we collected more than 800,000
mobile phones thanks to these programs.

Furthermore, we facilitate the reuse of mobile phones
through the leasing or sale of used handsets in some
of our markets, such as in the United Kingdom with
the 02 Refresh program.

We also retrieve the routers and decoders that we no
longer need from our customers' homes. These are
refurbished and reused again by Telefonica, avoiding the
consumption of the materials and resources involved

in the manufacture of new equipment. In 2018 we
recovered about 4 million used devices.

Lastly, in some countries, such as Spain, we donated
computer equipment, with a total of approximately
7,000 units donated.

Por (ltimo, en algunos paises, como por ejemplo Espafa,
donamos equipos informaticos, siendo el total de
dispositivos donados aproximadamente 7.000 unidades.

b) Ecorating

When acquiring a new telephone, our customers can
check the ecorating of the different devices of the
catalogue. Itis a seal with a score between 1 and 5 that
evaluates the degree of environmental sustainability of
the device. The score is based on a methodology that

Digitalization and the environment
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assesses the impact on the environment of the life cycle
of the devices, including indicators such as global warming,
the use of raw materials or their ease of recycling.

In 2018, we achieved that 71% of our portfolio has
the ecorating seal and the average score is 3.2. To
date, we inform about the ecorating of our terminals
in 10 countries.

This initiative also allows us to work with our suppliers,
since this information serves to encourage innovation
and implementation of the most environmentally
friendly practices throughout the production cycle.

2.2.3.3. The supply chainin
the circular economy

We have integrated the philosophy of the circular
economy into our relationship with our suppliers, who are
essential allies in this transition. We focus on optimising
the consumption of resources and stimulating the return
of materials to the productive cycle.

Furthermore, we are promoting the reduction of GHG
emissions by our suppliers and we are working with them
on this challenge.

@ More information, in “(Scope 3). 2.2.4.3. Emissions section”.

a) More eco-efficient purchases

We are aware of the opportunities during the
acquisition of goods and services to minimise the
impact that they could have on the environment.
Therefore, within the framework of our Global Supply
Chain Sustainability Policy, we have incorporated
environmental and circular economy criteria, such
as, for example, the compulsory incorporation of
preventive measures and life cycle analysis (LCA)
when supplying products or services to Telefonica.

Another line of action is the low carbon purchase. For
devices with high energy consumption, we incorporate
the concept of Total Cost of Ownership (TCO) in the
acquisition process, meaning that we consider the
energy consumption that the equipment will have
during its use and not only the cost of purchase.

TCO enables us to reduce the company's energy
consumption and the associated carbon emissions.

Furthermore, in this area we incorporate guidelines for
reducing the impact of refrigerant gases on our carbon

wCe® CEAD
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footprint. For this purpose, the recharging of CFC or

HCFC gases that deplete the ozone layer has been
limited, ahead of the deadlines dictated by international
agreements, giving preference to gases that have a lower
global warming potential.

Within the framework of our global strategy to obtain
100% of our energy from renewable sources, the
purchase of renewable energy plays a key role and it is
implemented by means of the acquisition of Guarantees
of Origin of Renewable Energy and by signing long-

term contracts (Power Purchase Agreements - PPA).

We encourage the signing of this type of contracts

in the countries where the regulations allow it in

order to reduce energy expenditure, reduce carbon
emissions and to achieve the use of 100% renewable
electricity throughout the group. Furthermore, we have
technological partners that are helping us develop
energy efficiency and renewable energy self-generation
projects which substitute products with services, thereby
achieving greater efficiency.

More information, in the section “2.2.4. Energy and
Climate Change".

Digitalization and the environment
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Apart from energy, we also incorporate more eco-
efficient purchasing practices. Examples are the FSC
certified paper that we use in several countries and
the ecorating that aims to encourage eco-design by
our mobile phone suppliers.

More information in the sections “2.5. Suppliers, our allies™ and
“2.2.4. Energy and climate change”

b) Promoting traceability in waste
management

Thanks to the use of the GreTel platform, we can
provide our waste management providers with
reports with the necessary technical specifications
for reporting to the public authorities in each
country, as the tool adapts to the regulatory
requirements where the waste is located; from the
correct management of devices contaminated with
polychlorinated biphenyls (PCB) to the reuse of
electrical and electronic equipment (EEE). Thanks
to these measures, we help our suppliers to improve
their own waste management system in each
country in which we operate.

wCe® CEAD
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2.2.4. Energy and climate change

2.2.4.1. Integrated energy and climate change strategy

Telefonica has a strategy that integrates climate change and energy that is fully aligned with our business strategy.
This enables us to cover every aspect of this global phenomenon: we take on mitigation, leverage opportunities
and adapt to risk management. We are committed to reducing our own carbon footprint, but, secondly and more
significantly, we offer solutions to reduce our customers' emissions.

CLIMATE CHANGE STRATEGY

GOVERNANCE
RISKS AND OPPORTUNITIES
OBJECTIVES
10@0/0 SOO/ Emissions + SOO/O .
- . Resilient
O avoided by twork
Renewable 0 customer Traffic agae:p\':\f;:on
electr|C|tg emissizons services epgrgg
energy efficiency
+ Income - Costs

Given its transversal and global nature, climate change
is currently integrated in the management of the core
aspects of the company, such as governance, risks
and goals.

We implement the recommendations of the Task
Force on ClimateRelated Financial Disclosures
(TCFD), to meet the demands of our main
stakeholders and the transparency required in this area.

@ More information, in our website “Energy and climate change”.

Governance
The climate change and energy strategy are part of

the Responsible Business Plan, headed by the Board
of Directors.

Digitalization and the environment

For over 10 years we have had the Global Energy
Efficiency and Climate Change Office, comprising
global areas like Operations, the Environment and
Purchasing, in charge of implementing the strategy.

Energy and climate change targets

In 2016 we set Energy and climate change Targets
for 2020 and 2030, aligned with the Paris Agreement
and validated by the Science Based Targets initiative
(SBTi).Part of the remuneration of the heads of the
operations and environment areas is associated with
achieving these targets.

These targets help us to leverage decarbonisation
opportunities, to be more competitive and to offer our
customers a clean network. We reduced our carbon
emissions whilst reducing operating costs through
efficiency and renewable energy.

wCe® CEAD
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Energy and climate change
objectives 2015-2020/2030

p |

We achieved our 2020 goals two years early

-50% 50%
MWh/PB 2020
efficiency Q

Reduced by half our energy -——
consumption by traffic unit.

F—_———

TELEFONICA DECARBONISATION

(Reduction of our GHG emissions)

Renewable SFN

Electricity from
renewable sources.

tCo, 0(
-30% -50% Scenario
Paris
2020 2030 Agreement Certified
objectives
R - SBT‘ -- -
................ |
|
2015 2020 2025 2030 |
) &/m for renewable :
Program S
. [
for energy efficiency \ energy
I
. . { -Certificates of Guarantee of
-Network transformation, shutting down e
Origin (GdO).
legacy. -Long-term purchase
-Power saving features (PSF). P
. L _ agreements (PPAs).
-Cooling. .
o . -Self-generation.
-Power and lighting equipment. \_ Y,
= J
GLOBAL ENERGY AND EMISSIONS TARGETS (2015-2020)
KPI REDUCTION VALUE VALUE 2018
GOAL 2020 BASE YEAR
Power consumption by traffic -50% 415MWh/PB 150 MWh/PB -64% energy/traffic
GHG emissions (scopes 1+2) -30% 1.95MtCO, 1.22MtC0, -37% GHG emissions
% Renewable energy 50% 20% 58%
consumption

(1) Reduction in absolute terms.

Digitalization and the environment

wCe® CEAD



Yelefonica | Leporrzors

In 2018 we continue to make progress towards
achieving these objectives, in 2019 new values will
be defined as medium-term objectives. Compared
to 2015, total power consumption per traffic unit fell
by 64%. This was achieved by focusing on energy
efficiency and our network transformation process.
By migrating from copper to fibre optics we obtain
85% efficiency in customer access.

We achieved 100% in Europe, Brazil ), (since
November 2018), and 58% globally, of the
Company's electricity consumption comes from
renewable sources.

All of this has led to a 37% reduction in our Scope 1 and
2 emissions compared to 2015.

Risks and opportunities

We specifically analyse the potential risks and
opportunities arising from the impact of projected
climate effects in different scenarios of CO, equivalent
concentration in the atmosphere and over different
periods, following the TCFD recommendations.

This analysis enables us to incorporate climate change
into long-term business decisions, minimising risks

and maximising opportunities for our business.

a) Risks

Climate change is one of the basic risks in our Risk
Management Model.

2
Digital
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@ More information, in the chapter “4. Risk”.

We analyse our business's exposure to physical
risks and also to those arising from transitioning to
a low carbon economy.

For physical risks we analyse the probability and
impact that both gradual changes to the climate
(temperature, rainfall, sea level) and extreme
climate events can have on our infrastructures
and operation. Regarding the global transition to
a low carbon economy, we consider the risks that
can arise from changes in regulation, technological
innovation, and those associated to changes in
current markets or reputational aspects. The
most important are related to increased operating
expenses of the cost of energy, for example in
countries dependant on hydropower.

In order to manage these risks, we have lines of
work that help increase our resilience to climate
change. Thus, our strategy includes adaptation
measures to both the physical changes and the
changes arising from a low carbon economy. The
main measures are the Business Continuity Plans
for climate disasters and the Energy Efficiency and
Renewable Energy Plans, which enable us to reduce
power consumption, fossil fuel consumption and
greenhouse gas emissions, and ready us for all the
risks of transition: regulatory, technological, market
and reputational.

CLIMATE CHANGE RISKS

Regulatory

Increase in the
price of certain
products and
services as a result
of taxes or levies on
sectors on which
we are dependent

(energy,
transport, etc.).

Market
Increased energy
in countries

dependant on
hydropower.

OPEX, for example,

Physical

D

4

Chronic One-off
Higher More weather
extreme events

temperatures
could imply greater
cooling needs.

would increase
the business
continuity risk.

The physical risks have been analysed in
detail in a climate vulnerability study.

(1) Telefénica Brazil 100% renewable electricity since November 2018.

Digitalization and the environment
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b) Opportunities

We can identify opportunities in a low carbon
economy for both internal energy management and
business growth, by selling products that reduce our
customers' carbon emissions.

The internal opportunities include the Renewable
Energy Plan and the Energy Efficiency Plan, which
enable us to reduce the Company's operating

costs. In external opportunities we can identify an
opportunity for business growth, for example the new
loT-based services necessary for transitioning to the
decarbonisation of many economic sectors.

More information, in the section “2.2.5. Digitalisation and
ecosmart services".

In 2018 we were recognized, for the fifth consecutive
year, with the highest "A" rating in the CDP Climate
Change. This list includes companies that meet the
top criteria of the Carbon Disclosure Project in terms
of strategy, targets, and actions related to the risk
sand opportunities of climate change. In addition, we
were awarded for our transparency and commitment
to customers on climate change, obtaining an “A’
rating in the CDP Supply Chain Climate.

We can identify opportunities in a low carbon
economy for both internal energy management and
business growth, by selling products that

reduce our customers' carbon emissions.

ACe® QED
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2.2.4.2. Energy ELECTRICITY CONSUMPTION BY COUNTRY
(GWh)
Energy is an essential resource of our activity, 8%

95% of our consumption comes from operating
our telecommunications network to service our
customers. Since 2015, we have managed to
stabilise energy consumption (-0.29€) despite the
fact that the traffic managed by our networks has

11%

increased by 176%. 0.4% 25%
. 7%
In 2018, energy consumption was 7,137 GWh, 93%
of electricity and 7% of fuels. In addition, 86% is 4% :
concentrated in just 7 countries, with Spain and 20/"90/
Brazil being the most relevant (51% of the total). 7 ho% 4% 2% %
ELECTRICITY CONSUMPTION BY FACILITY B Germany [ Spain
(GWh) Argentina Mexico
30, 2% M Brazil W Peru
5%
m CAM B UK
W Chile W Uruguay
1 Colombia W Venezuela
W Ecuador
FUEL CONSUMPTION
(GWh)
51%
MW Base stations Data Centers Vehicles
consumption
W Fixed lines telephone | Offices
exchanges
m Other

[ Mobile lines telephone
exchangess 49%
Opearations
consumption

ENERGY 2015 2016 2017 2018
Total power consumption (MWh) 7,157,309 6,993,722 7,042,619 7,136,772
Electricity (MWh) 6,724,081 6,493,117 6,581,361 6,668,881
Fuel and Urban Heating (MWh) 433,229 500,606 461,258 467,891
Energy from renewable sources (%) 20.45 45.99 46.93 57.98
Total annual traffic managed (Petabytes) 17,235 25,716 35,708 47,500

302-1

302-2

302-3

302-4
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|X Global Energy and
climate change Workshop:

In 2018 we held another edition of the annual
meeting of our transformation and energy leaders
and the main collaborating companies in these
areas. The event was held in Argentina and brought
together more than 200 in order to leverage the
opportunities that currently exist in this area and
promote innovation to reduce power consumption
and our global carbon footprint. During these days,
Telefénica's Energy Awards will also be presented.

Energy Efficiency Plan

To optimise the power consumption of our
network, in 2010 we compiled the Energy
Efficiency Plan. Since then, we have implemented
740 projects, with an annual growth rate of 7%,
thanks to the Global Energy Center created in
2015 to accelerate efficiency, with managers
responsible for encouraging energy efficiency
projects in each country. In 9 years, we have saved
more than 4,000 GWh, 553 million euros, and
avoid 1.27 million tonnes of CO, eq emissions.

In 2018 we implemented 139 initiatives in our
networks and offices. These initiatives have led to
savings of 181 GWh and prevented over 73,145
tonnes of CO, eq emissions.

The global initiatives include modernising our
network to increase its efficiency, for example by
replacing copper by fibre optic; power plants and
HVAC equipment renovation projects; using free
cooling to cool with air directly from the outside;
shutting down legacy networks; implementing
power saving features in the access network;

and reducing fuel consumption by implementing
hybrid stations.

This effort is reflected in a 64% improvement in
our energy intensity ratios (MWh/PB) compared to
2015 and we decoupled the growth of our services
from power consumption.

ACE® CHED
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Renewable Energy Plan

Decarbonising the Company demands not only
maximum efficiency in energy usage but also it
comes from renewable resources.

To do this, Telefénica has a Renewable Energy
Plan, through which 100% of our electricity in
Europe and 58% worldwide comes from zero
emissions sources. By doing this we have met the
target set for 2020 in advance.

Similarly, switching to clean energy also reduces
our operating costs and makes us less dependent
on fluctuations in fossil fuel prices. Our Renewable
Energy plan projects a 6% savings on energy OPEX
by 2020 and could reach 26% in 2030.

The Planincludes all types of solutions; self-generation,
purchasing renewable energy with a guarantee of

Digitalization and the environment

Lighting: Replace florescent tubes with LED
technology and install motion sensors.

PSF (Power Saving Features): Activate power
saving features during off-peak periods.

Cooling: Upgrade technology of air conditioning
units and install free cooling.

Power: Upgrade technology of motors and
replace low efficiency rectifiers.

Network transformation: Switch off legacy
machines, upgrade networks, and optimise sites.

Renewable self-generation: Implement renewable systems
for self-consumption and reduce fuel consumption.

Other: Adjust the set point of cooling units,
correct the output factor, etc.

origin and long-term agreements (Power Purchase
Agreements - PPA) and non-conventional renewable
energy takes priority.

The initiatives in 2018 included two power purchase
projects; the acquisition of 100% renewable power in
Brazil, and a solar plant that became operational under
a PPA agreement for Telefonica Mexico.

Since November 100% of the power consumed

by the operator in Brazil comes from renewable
resources. This has been achieved through three
strategies; contracting green energy from the
incentivised free market; mid-term contracting

of energy from small hydropower plants under a
distributed generation agreement and finally, the
acquisition of guarantees of renewable origin for the
rest of the power consumption.

wCe® OB
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In 2018 the largest solar park in the country started 1 00% Of electriCity

supplying our operation in Mexico, thanks to a PPA

signed between Telefénica and the solar power Consumption in Europe

generation company. This solar park will supply

40% of the power consumed by Telefénica Mexico and BrGZiI(l) already comes
h .
ouerthenext 20 ears from renewable sources.

Regarding self-generation, we are gradually
increasing the mobile network base stations that
are powered by renewable energy; we currently
have more than 4,300. This also enables us to avoid
using fuel-powered generators in remote areas.
Self-generation is also gradually gaining presence in
other types of facilities that consume more power,
such as the MTSO in Managua (Nicaragua), where
solar panels have been installed that generate 10%
of its power consumption.

RENEWABLE ELECTRICITY

58%
RENEWABLE

In total, 3,382 GWh come from renewable energy
sources. This has enabled us to avoid the emissions
by 1 million tonnes of CO,. This demonstrates

that renewable energy is key to decarbonising

our activity and reducing our carbon footprint in
absolute terms.

42%
NO RENEWABLE

(1) Telefonica Brazil 100% renewable electricity since Novemnber 2018.
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Telefénica’s emissions without our renewable
energy plan would have been 80% higher.

ACE® CED
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2.2.4.3. CO2 Emissions

We calculate and reduce our carbon footprint every year, including direct emissions (Scope 1) from fuel
consumption and fugitive emissions of refrigerant gases and indirect emissions from electricity consumption
(Scope 2), and other indirect emissions related to our value chain (Scope 3). The Renewable Energy and the Energy
Efficiency Plans are the main drivers for reducing emissions.

Our calculation method is based on the GHG Protocol and the ISO 14064 Standard.

TELEFONICA EMISSIONS (SCOPES 1 + 2)

ktCO,eq
~~~~~~ -37%
~~~~~~~~~~~ -42%
T
I I I ) I I I
1,950 1,483 1,397 1,219 305 302 305 262 1,645 1,181 1,093 958

2015 JETIN 2017 JEISEINNN 201 s NERIU 2017 JECIIN >0 JEIST 2017 JEEY

Emissions Scope 2

Emissions Scope 1 + 2 Emissions Scope 1 (based on market method)
EMISSIONS AVOIDED BY CONSUMING EMISSIONS INTENSITY
RENEWABLE ENERGY (SCOPE 1 + 2/REVENUE)
ktCO,eq ¥ tC0O,eq/ME.
02% .-

-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-

I 39.12 28.50 26.86 25.03

2015 IV 2017 BT

Scope 1: Our Scope 1 emissions come from two main sources; fuel consumption in our lines of business and fugitive emissions of
refrigerant gases from air conditioning units. We reduce them through different initiatives, such as replacing fuel-powered generators with
renewable self-generation or substituting cooling units with free cooling or with other units with refrigerant gases with lower warming
potential. Through these measures we have reduced this scope by 14% compared to 2015, which represents a reduction of more than
43,500 tonnes of CO, eq emissions per year.

Scope 2: Scope 2 emissions, from power consumption, are the most significant in our activity. The actions we carry out to reduce

S5 them are based on implementing energy efficiency projects and on transitioning to consuming more renewable energy. Through
305-2 A o 0 4 4

305-3 these actions we reduced our Scope 2 emissions by 42% in 2018 compared to 2015, which represents a reduction of more than
3054 687,000 tonnes of CO, eq emissions per year.

Digitalization and the environment <::| E:>
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TELEFONICA EMISSIONS (SCOPE 1 + 2) TELEFONICA DECARBONISATION
ktCO,eq
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Scope 3: The main Scope 3 emissions of our value chain come from the categories related to purchases from our supply chain, and
usage of the products and services we sell our customers. In 2018, these emissions were 2,296,042 tCO,e, 12% less than in 2016.

68.5% comes from our supply chain; for the purchase of products and services, the acquisition of capital goods and the generation
of energy.

Our objective is to reduce 30% emissions per unit of product purchased between 2016 and 2025 (categories 1 and 2 of Scope 3);
and 25% emissions associated with the energy life cycle (category 3 of Scope 3).

TELEFONICA EMISSIONS (SCOPE 3)
ktCO,eq

Our objective is to
reduce emissions

per unit of product
purchased by 30%
between 2016 and 2025

(Scope 3, categories 1 and 2).

2,607 2,461 2,296

ESTE °o17 B )

Emissions Scope 3

ACe® CHED



2
WWM | CONSOLIDATED MANAGEMENT Digital
REPORT 2018 wellbeing

2.2.5. Digitalisation and
ecosmart services

Digitalisation and connectivity are the main
instruments for dealing with the environmental
challenges affecting society at large: climate change,
water shortage, circular economy, pollution and loss
of biodiversity. This new digital era is an opportunity
for the process of transformation of the economy,
business and society to be carried out while providing
solutions to reduce the environmental impact. Many
of our services now have this integrated approach.

DIGITAL SOLUTIONS TO
ENVIRONMENTAL CHALLENGES

BIODIVERSITY

CLIMATE

CHANGE CIRCULAR
ECONOMY

WATER

AIR POLLUTION

Our business strategy is committed to the digital
revolution, which is why we provide services based on
connectivity, the Internet of Things (loT), Cloud or Big
Data. In all of these we find environmental benefits;
for example, with loT services we make more efficient
use of resources such as energy and water, with

Big Data we are helping to improve traffic planning
and air quality, and with drone-based services and
connectivity we can improve fire response.

@ More information, in our website “Green TIC".

ACE® CED
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Ecosmart Services

Fleet Management
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We are creating a more digital world in every area:
personal, home, transport, work, industry city...

Smart Metering ||

Intelligent Factories

- - 327
D ity ﬂ Smart Traffic Lo, W9 @ o
Fire
Prevention
Smart Water
Cycle Management
M
v
Smart Urban
Hydro Lighting
Smart m @
[ . =
= Smart Parking Smart Energy
Smart @ Eﬂ m Srlarlt"Waste m @
Agro ; fee@® °
M
U Energy &Y CO, s Waste e Air pollution /@ Biodiversity

emissions

recycling

2.2.5.1. Connectivity

Connectivity is the foundation on which our
business is built, with products such as broadband,
fibre-optics and audio/video conferences making
new ways of working possible with less travel, which
enables the reduction of energy consumption,
carbon emissions and air pollution.

2.2.5.2. Internet of Things (loT)

The loT is a lever for global growth, and as Telefénica is
a leader in connectivity and digital services, the Internet
of Things presents a great opportunity. This technology
offers numerous possibilities, because by connecting
objects in real time we obtain information on their
state and behaviour and we can apply it in various
scenarios. An example of this is energy efficiency, since
by connecting energy-consuming goods it is possible

Digitalization and the environment

to change their configuration in real time so that they
consume adequate power at any time.

This can be seen in services as:

» Smart energy meters for our customers, such as
the case in the United Kingdom where Telefonica
manages 22 million homes with 40 million gas and
electricity meters connected.

»  Mobility optimisation solution, such as our fleet
management solutions, field force management in
mobility and asset tracking.

» Energy efficient solutions for smart cities, based
on the optimisation of the lighting or the means of
urban mobility.

» Energy optimisation solutions for companies,
both at factory level and companies with a large

wCe® OB
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geographical dispersion of venues, such as hotels
and supermarkets, among others.

»  Agricultural optimization solutions such as Smart Agro.
»  Networked car solutions for the major consumer,
in order to optimise its use and for early

detection of faults.

loT is a commercial reality, and this is reflected in
Telefonica's revenue from this source .

» loT growth of revenues year-on-year: +31.0%.

» 19,483,000 lines connected: +20.7% year-on-year.

More information, in the chapter “2.7. CASE STUDY FLAGSHIP.
Energy efficiency and loT".

I0T AND BIG DATA SERVICES

2
Digital
wellbeing

2.2.5.3. Big Data

Through analysis of movement patterns traced by
mobile phone use, combined with other open data

or from loT sensors, we are offering our customers
services that apply to the environmental world, such
as transport management in a city and improvements
in the response to an environmental catastrophe.

LUCA is our Big Data specialized services unit. Its
aim is to help customers with decision-making, in a
more efficient management of the resources and,
ultimately, in reverting the benefits of this flow of
information to society as a whole.

In the market, we have launched various ecosmart
services based on Big Data such as LUCA Energy and
LUCA Fleet. Both analyze the information collected
by the loT sensors and offer a top analytical and
display layer of the data that have a direct impact on
decision-making, improve planning and help reduce
consumption of resources. Meanwhile, we highlight

Agricultural optimization
solutions such as Smart Agro.

More efficient street
lighting in Smart Cities.

SEnergy efficiency solutions
for companies.

(=

Optimisation of mobility,
thanks to solutions such
as fleet management,
field force management in
mobility or asset tracking.

Digitalization and the environment
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LUCA Transit as a product designed to optimize the
planning of infrastructures and transport systems
through greater knowledge of passengers, timetables
and routes, applying Big Data techniques. The

result is that our customers optimize planning of
infrastructures and transport systems to make them
suitable for the real needs of passengers with the
maximum budgetary control.

In addition, our Big Data for Social Good unit is geared
towards using the data to help with the development
of society, providing value and thereby contributing to
the Sustainable Development Goals. We can highlight
two examples in this regard:

» Forecasting of pollution by nitrogen dioxide
and estimation of emissions in cities thanks
to mobility data: The means of transport we
use daily, particularly vehicles powered by a
combustion engine contribute significantly to
air pollution in cities. This is why the use of Big
Data on mobility data generated by the mobile
telephone network is an instrument that shows
great potential in this regard. Additionally, with
artificial intelligence techniques we can even
predict future levels of pollution so that the
authorities can draw up adequate contingency
plans for the forecast. These data are also central
to estimating gas emissions whose origin is
population mobility. These initiatives have been
piloted in cities like Sao Paulo (Brazil), Madrid
(Spain) and various locations in Germany.

» Use of Big Data for reduction of emissions
in the livestock sector: Telefonica and the

Digitalization and the environment
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Food and Agriculture Organisation of the United
Nations (FAQO) signed an agreement on the use
of loT and Big Data to promote the development
of the rural populations of Latin America. In this
context a partnership was developed around
“Climate-Smart Agriculture” in Ecuador. The
project is designed to provide information

and training to small and medium-sized cattle
ranchers in ways to improve the production of
their cattle while minimising the impact of the
greenhouse gas emissions of their holdings.

For that purpose, advanced mathematical and
analytical models are being used to generate
relevant and industrialised information to each
cattle ranch.

2.2.5.4. Cloud

Thanks to our hosting services in Data Center, we
contribute to dematerialisation, reducing energy
consumption and maximising space utilisation. All
of this significantly reduces the carbon footprint of
our customers.

Nowadays, we have 11 Strategic Data Centers
which allow us to cover our needs as efficiently as
possible. The main ones are located in Spain, Brazil,
Miami, Chile, Peru and Mexico. They all comply
with the Green IT international standards of eco-
efficiency and sustainability and have electrical and
air conditioning principles which allow us to reduce
the energy consumption of these infrastructures by
75%. The average PUE of the main Data Center was
reduced, year-on-year, in 2018 by 1.72.
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2.2.5.5. Emissions avoided by our
services - Positive net impact

In conclusion, through our services, from the
connectivity and the cloud, to the services of loT and
Big Data, we have the ability to reduce the carbon
emissions from other sectors and increase the
resilience to climate change in the societies in which
we operate.

EMISSIONS AVOIDED BY CUSTOMERS
THROUGH DIGITALISATION

Fleet management
and mobility

e (B
efficiency Audio/video
of buildings conference

Cloud
service and
virtualisation

o'

Teleworking

&

2
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Thanks to the loT fleet management services and
energy building services, video/audio conferences,
cloud and connectivity to promote teleworking, in
2018 we avoid the generation by our customers of 1.4
million of tons of CO,.

Our services avoided 1.2 times the emissions that we
generated, that is, for each ton that Telefénica emits in
its activity we are able to avoid 1.2 tons in our customers.
We avoid more than 180 mil tons of C0,, thus making
possible a positive net impact on the planet.

POSITIVE NET IMPACT
ktCO,

1,219

Telefénica's Emissions avoided

GHG emissions by customers Pofr::"’aec;‘et
(scope 1+2)  through digitalisation P
[ |
-181

-1,400

Our objective is to generate a greater positive
impact: in 2025, for each ton of CO, emitted
by Telefénica, we will avoid 10 tons of CO, into
the atmosphere through our services.

Digitalization and the environment
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Our main achievements in 2018 were:

>

»

»

»

>

>

»

>

>

>

We announced our Telefénica Sustainable
Financing Framework.

99.4% certified company under the new ISO
standard 14001:2015.

We consume 100% renewable electricity in
Europe, 58% at global level Brazil ©.

We are 2 years ahead of meeting the energy and
emissions targets for 2020.

We reduce our carbon emissions by 37% with
respect to 2015.

With our services we avoid 1.4 million tCO,,
equivalent to 1.2 times our carbon footprint.

We reduce our energy consumption per traffic unit
by 64% with regard to 2015.

\We have been awarded the maximum “A"
classification in CDP Climate Change.

We set objectives for reducing our Scope 3
emissions.

We signed a PPA in Mexico for 40% of the
electricity consumed.

We generated 4% less waste and recycled 97%.

2.2.6. Milestones and challenges

2
Digital
wellbeing

The most significant challenges we have ahead are:

>

>

>

>

>

>

>

Avoid 10 tons of CO, for each ton we emit by 2025.

Reduce CO, emissions in our supply chain to 30%
per euro at 2025 compared to 2016.

100% renewable electricity consumption in 2030.

Reduce our CO, emissions (scopes 1 + 2) by 50%
in 2030.

Extend digitalisation of our waste management
(GreTelL) of all operations.

Sign a PPA agreement in Spain and Argentina.
Drive development of technological solutions

to promote the revolution towards the circular
economy.

(1) We consume 100% renewable electricity in Europe and Brasil, 58% at global level.

Digitalization and the environment
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2.2.7. Main key indicators

ENVIROMENTAL PERFORMANCE 2015 2016 2017 2018 2015-2018
Total waste generated (t) 25,896 23,507 27,536 26,295 1.5%
Waste Recycling (%) 97.0 97.0 97.0 97.0 0.0
Equipment reused (t) 289 1,408 1,242 2,220 668%
Water consumption (Hm3) 393 3.75 3.74 4.06 L%
Total energy consumption (MWh) 7,157,309 6,993,722 7,042,619 7,136,772 -0.3%
Electricity (MWh) 6,724,081 6,493,117 6,581,361 6,668,881 -0.8%
Energy from renewable sources (%) 20.5% 46.0% 46.9% 58.0% n.a.
Total traffic managed per annum (PB) 17,235 25,716 35,708 47,500 176%
Energy efficiency (MWh/PB) 415 272 197 150 -64.0%
Scope of Emissions 1 (tCO,e) 304,857 301,999 304,811 261,364 -14.0%
Scope 2 Emissions (market- 1,644,802 1,180,803 1,092,179 957,459 -42.0%
based approach) (tCO,e)

Scope 3 (tCO,e) na. 2,606,625 2,460,656 2,296,042 -12.0%
Emissions avoided due to renewable 514,429 869,742 779,085 987,447 92%
energy consumption (tCO,e)

Intensity of emissions (scope 1+2/ 39.12 285 26.86 25.03 -36.0%
income) (tCO,e/M€)
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2.3, Committed to
social well-being

In Telefonica, we believe in a world that is
comprehensively sustainable: socially fair,
environmentally secure, economically prosperous,
inclusive and more predictable. Therefore we are fully
involved in the social welfare of all the countries where
we operate. Not only we do have a positive impact on
GDP, employment, the environment and tax,

communities and tax information” and “2.2. Digitalisation and
the environment”.

@ More information, in the chapter “1.4. Our impact on

but we also pursue an increasingly diverse, inclusive,
and flexible environment for our human team_

@ More information, in the chapter “2.4. Our team set us apart”.

Likewise, our allies are a key part of our business.
We ensure that together we achieve high social and
environmental standards, promoting the respect for
human rights.

@ More information, in the chapter “2.5. Suppliers, our allies”.

In addition, we are an active part of the social and
cultural life of those who live in them. We are aware
of the influence and responsibility that Telefénica
has and must have regarding the promotion of
knowledge, culture and solidarity in the communities
in which we are present. For this reason, we are an
active part of the social and cultural lives of the
people that live in them.

2.3.1. Health and safety at
work. Employee well-being

Health and safety at work is a concept which has
grown and shifted along with society and now we
understand health to be a state of complete physical,
mental and social well-being in harmony with the
environment.

Committed to social well-being

At Telefénica we integrate the aforementioned
concepts, assuming them as commitments to our
employees, their families and the community, as laid
down in Telefénica's Responsible Business Principles
and contained in the “Global Policy on the Health,
Safety and Well-being of our employees, our
supply chain and our partners™” approved in 2018.
Furthermore, all the collective bargaining agreements
contained clauses on health and safety at work
adapted to local legislation.

2.3.1.1. Prevention of work-related
incidents and occupational ilinesses

We lay down procedures to identify the dangers
and assess the risks in order to prevent work-
related incidents and occupational illnesses. We
ensure compliance with the legal requirements

in force in each country, as well as adopting, in a
complementary manner and in accordance with the
principle of prevention, other requirements based
on local regulations or international standards. To
this end, we foster the implementation of a Health,
Safety and Well-being Management System

at all our operations. Of Telefonica's operators,

85% contemplate a Health, Safety and Well-being
management system based on the new ISO 45001
standard. We have certified this system in over 50%
of the countries where we are working and our work
plan covers the implementation of this management
system in the rest of the operators.

Among the professional activities carried out within
the Company, there is no special incidence or risk of
suffering professional ilinesses. During 2018 there
were two fatal accidents, one in Argentina and the
otherin Brazil.

Health and safety training have been strengthened
through the global online tool SucessFactors, which

wCe® OB


https://www.telefonica.com/documents/153952/388559/OurBusinessPrinciples.pdf/adfea195-d91a-4718-8c6f-760f07f4cbdb
https://www.telefonica.com/documents/364672/472633/Regulation-on-Occupational-Health-Safety-and-Well-being.pdf/624f5496-cc82-a2ed-88ad-1684472f76fc
https://www.telefonica.com/documents/364672/472633/Regulation-on-Occupational-Health-Safety-and-Well-being.pdf/624f5496-cc82-a2ed-88ad-1684472f76fc

Jelefonica | rorriors”

403-1

offers training in several languages according to the
risk associated with your job.

More information, in the section “2.4.6. Key indicators” in the
table “Occupational Health and Safety Indicators”.

2.3.1.2. Representativeness
and worker participation

We promote worker and other stakeholder
information, consultation and participation to
ensure healthy and safe workplaces. Worker
representation on joint health and safety
committees is the established model in the
different countries where we are present. These
local committees enable us to put into practice and
consolidate the objectives set regarding health and
safety through continual analysis and monitoring of
the scheduled preventive activity.

In 2018 we had approximately 222 committees,
which represented more than 87% of the

Committed to social well-being
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Company's employees. Our global target in 2019
is to achieve the figure of 100% of employees
represented.

2.3.1.3. A culture which
watches over mental health

We are committed to promoting well-being and

the psycho-social environment in the workplace to
reduce emotional or mental stress. Resulting from
this commitment, Telefénica introduced a Healthy
Business Excellence System, backed by the
Spanish National Institute of Workplace Health and
Safety. In this system, the psycho-social component
has been gaining increasing importance as it has
helped us identify the degree of stress faced by
employees in their workplaces.

During 2018, the methodology used to assess risk
was improved by introducing collaboration with
external psychologists who, in addition to providing
professional support in evaluating the results of the

wCe® OB
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risk assessment, helped to develop practical solutions
to tackle the issues of work-related stress.

We also established ways to support employees,
which included access to medical experts as well as
creating mechanisms for asking for help. Workers have
access to different training programmes to support
employees, which deal with topics such as time
management, handling stress, style of leadership and
decision making.

The ‘Healthy Business Excellence System' is audited
internally each year and the results are submitted to
the Health and Safety Committee.

To back up Telefénica's commitment to promoting

a healthy working environment, every two years an
external company is hired to audit progress made

in implementing this system and certify that the
model is being followed. The psycho-social working
environment is one of the performance indicators that
Telefénica has publicly committed to addressing. The
certificate for this system was renewed in 2018.

Committed to social well-being
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2.3.1.4. Culture of Well-
being - ‘Feel Good’

We define strategies that foster a culture of well-being
with initiatives at all levels of the organisation. We have a
corporate well-being programme, known as ‘Feel Good',
which seeks to have a positive impact on employee well-
being and motivation.

Since 2015, we have had more than 100 annual
initiatives at the Company around the four
cornerstones of the programme: physical
activity, nutrition, health and the person
(emotional well-being). The main objectives of Feel
Good are to create healthy eating habits and provide
tools for making better decisions with regard to diet,
activating movement as a source of well-being, from
small exercises or walks to big sporting challenges.

It also includes programmes focused on emotional
well-being and personal leadership, and encouraging
prevention of illnesses and early detection,
conferences and practical tips.

wCe® CHElD



Jelefonica | rorriors”

103
416-1

2.3.1.5. Disconnect to Reconnect

At Telefonica, we believe that are the people who
give meaning to technology and not vice versa. We
have confidence in in the enormous potential that
technology offers to people, to companies and

to society. But also, we are aware that this digital
revolution brings with it uncertainties that make us
wonder about the role of technology in our lives.
That's why we want to promote quality and secure
connections, that make us more open and in control,
making us owners of our decisions and digital life.

For that reason, we have defined a global strategy
based on the promotion of responsible and
intelligent use of the Internet and connected
devices in all areas of our lives, but with special
emphasis on protecting the most vulnerable groups
and the right disconnection.

Also, we understand that employment relationships
are based on seeking common well-being; this is
why we deem it essential to look around us and
work out the ways in which we can improve our
workers' lives.

In this search, we understand that although
technology improves our lives in many aspects, it
also exposes us to certain not insignificant risks.
Consequently, we consider it necessary for our
workers to be able to disconnect and create healthy
habits, providing them with tools to develop their
own digital well-being. Telefénica's commitment
to its professionals disconnecting at a digital level
has materialised in an agreement entered by the
Chairman and the major trade union organisations
in Spain (UGT and CCO0).

Committed to social well-being
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By this agreement, we undertake to encourage
measures to foster respect for workers' rest times,
once the working day has ended, recognising the
right to disconnect at a digital level as a fundamental
aspect of successfully organising working time better
in order to respect employees’ private and family
lives and, in short, their quality of life and health.

The commitment to disconnecting from

the digital world will be extended to all the
countries where Telefonica operates. In 2019, this
commitment will be included as an annex to the
International Framework Agreement we signed
with the UNI, a declaration of principles in favour of
disconnecting digitally which aims to reinforce even
more the importance of this issue at global level. In
addition, a policy is to be implemented for each of
the Telefénica companies in Spain which will serve
as a guide for other countries where the Group is
present who would like to adopt it in the future.

2.3.1.6. Our products and
services are safe

Telefonica carries out painstaking work to
guarantee the security, smooth functioning (with
its implications for safety), accessibility and
traceability of its products.

We apply the required protocols to ensure that

100% of the services and products which are
commercialised comply with international standards
and the legislation in each country. These certificates
affect safety in one way or another and always affect
quality and our customers' user experience.

No breaches of these regulations occurred in 2018.
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2.3.1.7. Our associates and partners

We foster best practices regarding health, safety
and well-being at work in our supply chain and with
our partners.

Proof of this is the ‘Proyecto Aliados’initiative
whereby occupational health and safety audits are
performed that are complemented by meetings
with contractors. The audits involve monitoring and
analysis of their prevention results.

Additionally, the “Coordination of Business
Activities Procedure” was implemented in Spain
during 2018; this organises the coordination

of preventive activities both for collaborating
companies and for Telefénica's own companies.
This improvement helps careful planning of
coordination, thus preventing mistakes and
improvised solutions. It makes it possible to
expedite and ensure awareness and compliance for
all the activities which must be performed under
the regulations, and to guarantee the preventive
measures necessary for all workers.

2.3.1.8. Electromagnetic fields

a) We comply with the recognised
international limits

During 2018, all measurements that we took

at our base stations were performed under the
standards recognised by the leading organisations
for standardisation and normalisation of the world
such as the ITU (International Telecommunication
Union). the ICNIRP (International Commission on
Non-lonizing Radiation Protection) among others.
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In the majority of countries in which we operate
these measures are audited and are available to the
public.

Furthermore, all our terminals and equipment that
provide our service comply with the international
standards established in the SAR parameter
(Specific Absorption Rate), a parameter established
by the regulatory bodies and different health
agencies duly authorised for this purpose.

At Telefénica we monitor all the scientific results
in all the fields and in all the population groups,
especially in children, pregnant persons, and more
susceptible groups. It is one of our challenges to
embark on fifth generation technology and ensure
that it is secure.

Telefbnica actively collaborates with its
expertise, with the public and, in general, with
society to promote the maximum guarantees

of safety and the most scientific perception and
objective possible on the knowledge surrounding
electromagnetic fields.

b) We cooperate with research: we increase our
knowledge

The scientific research in this field is a priority area
for the World Health Organisation in our research
agenda. Similarly, the research programme of the
European Union contemplates different projects in
this area with the aim of responding to the possible
health effects of the electromagnetic fields. At
Telefénica we follow these projects closely and we
collaborate directly with some of them: Gerénimo,
COSMOS, Arimmora.
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¢ ) We dialogue with the Communities

At Telefénica we have a Manual of Good Practices
that lists all those initiatives carried out within

the group in the different countries in which

we operate with the aim of serving our teams

as a guide. All these practices have a common
interest in establishing a proper relationship with
those communities we intend to serve, most

of the time through our institutional partners.

In the Manual we have grouped together our
success stories in the following sections: we chat
with the communities, we collaborate with the
Institutions, we cooperate with the research, we
commit to other groups and raise awareness of our
employees. It is a document that can be consulted
on Telefénica's website.

At Telefonica Ecuador, we have 100% effectiveness
over the last two years in resolving conflicts. This
project has served as a guide in other operations, such
as Telefénica Mexico. This operation has developed
and implemented an internal procedure that
establishes the different steps to follow for optimum
coordination in responding to the Communities.

Committed to social well-being
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d) Raising awareness of our employees

Every year we have held our workshop on
electromagnetic fields and health. This year we
have enjoyed the cooperation, once again, of the
ICNIRP (International Commission on Non-lonizing
Radiation Protection), and we have focused on the
new technological standard, the renowned 5G.

We believe that reporting is fundamental for
society to overcome the myths related to
electromagnetic fields and understand how
telecommunications works. Thus, we put at your
disposal some useful links, information from

experts on this matter and frequently asked
questions which we update regularly.

All the employees at Telefonica have access,

through the online SSFF training tool, to the ‘Mobile
Telecommunications and Society’ course in Spanish,
Portuguese and German. The course includes four
modules in which the technical basics of mobile phone
technology are explained, how the exposure limits

are established and how we comply with the different
regulations, and what the latest developments are
regarding electromagnetic fields. This course is part of
the welcome package in the majority of the OBs.

2.3.2. Education

The speed of the change generated by technology
is creating new challenges but it also offers new
opportunities. In this respect, education is a tool
that is widely available and it is key to reducing the
digital divide. Digital education should cover all of
the stages of learning and be incorporated into day-
to-day life because in this new society it is vital to
never stop learning.

At Telefonica Digital Education we promote

digital education as an engine of development
through several initiatives that have already been
implemented, promoting barrier-free quality training
for everyone. For this purpose, we have established
several different programs:

MiriadaX, the first Ibero-American platform for
MOOCs: It has a library of more than 1,000 courses
from over 100 Ibero-American universities and
institutions and a faculty of more than 2,000 teachers,
with more than 5,690,000 registered students.

wCe® CElD


https://www.icnirp.org/
https://www.icnirp.org/
https://www.telefonica.com/en/web/responsible-business/environment/electromagnetic-fields/links
https://www.telefonica.com/en/web/responsible-business/environment/electromagnetic-fields/experts/2018
https://www.telefonica.com/en/web/responsible-business/environment/electromagnetic-fields/experts/2018
https://www.telefonica.com/en/web/responsible-business/environment/electromagnetic-fields/faqs_en
https://www.telefonica.com/en/web/responsible-business/environment/electromagnetic-fields/faqs_en
https://www.telefonicaeducaciondigital.com/web/guest/welcome
https://miriadax.net/en/home?timestamp=
https://www.telefonica.com/documents/1258915/1261783/Manual_buenas_practicas_ENG.PDF/28c04186-0045-6501-7e93-1065dd6d3a3a
https://www.telefonica.com/documents/364672/414103/Manual_buenas_practicas_ES.PDF/02d3b22d-21d1-80aa-b7c5-7c6b1f426182

Jelefonica | Geporrrors

413-1

Scolartic, online educational community for
teachers: Its objective is to empower schools and
teachers as the drivers of the change needed for the
transformation of 21st century education. It has
706,624 teachers, educators and parents who have
provided 3,232,557 hours of training on the latest
international educational trends.

Stembyme, a gaming and learning environment for
Ibero-American children and young people from 14
to 18 years old, whose objective is to promote the
development of their scientific competences through
digital education, experimentation and support. At
the end of 2018 it had a total of 439,406 users who
participated in 1,432,648 hours of training.

Instituto Tecnolégico Telefénica: Created in 2017,

its objective is to promote official online professional
training and to boost the new digital professions. It
has two Higher Vocational Training vocational training
courses and its own degrees taught in the classroom.

2.3.3. Social action

Most of our social action is carried out by Fundacion
Telefonica, ATAM or Fundacion Profuturo, as well as

through different social sponsorships by the Company.
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2.3.3.1. Fundacion Telefonica

This is a group of permanent and non-profit private
foundations, constituted in most of the countries in
which we are present. Telefénica Foundation performs
out its social action with the aim of contributing to the
development of the societies in which we operate.

In accordance with Telefénica's irrevocable
commitment, undertakenin 2015, to pay a 325 million
euros donation to Fundacion Telefonica, in 2018 cash
payments have been made in an amount of 94 million
euros and in-kind contributions amounting to 2 million
euros. The outstanding amount of this item as of
December 31, 2018 totals 49 million euros®.

Fundacion Telefonica is working to become a major
player in the development of the social field of
digital transformation. For 20 years, it has contributed
to creating a more compassionate digital world and it aims
toimprove people’s development opportunities through
educational, social and cultural projects.

Digital inclusion projects such as ProFuturo, present in
Latin America, Asia and Africa, and educational innovation
projects, such as Enlighted, are a good example of the
efforts made by this institution in the field of education.

(1) The Fundacion data is in the process of external verification.

Committed to social well-being
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Employability is another area of action of

the Fundacion Telefénica. 2018 was the year of
consolidation of the Conecta Empleo program in
Spain, which uses Artificial Intelligence to help young
people find the most popular job opportunities in the
technological field in real-time and to get training for
these positions. It also offers free courses, both online
and in the classroom and, through a virtual career
counsellor, it provides advice to users that are looking
for digital work.

The dissemination of culture is another cornerstone of
the foundation's activities, with the Espacio Fundacion
Telefénica [Telefonica Foundation Arena] being the
main venue, although it is not the only one. Madrid,
Buenos Aires, Lima, Santiago de Chile and Quito all have
branches of this venue for debates, exchange of ideas,
training, art and technology. Aimost a million people
passed through the venue in Madrid in 2018. This activity
is complemented by workshops for the whole family and
events that address all kinds of issues. The Foundation
also has a publishing arm for publications and research

in communications and the digital society, including the
TELOS magazine and the Informe de la Sociedad Digital
en Espana [Report on the Digital Society in Spain] (sdiE).

In the fields of employability, volunteering, education and
culture, Fundacion Telefonica implements digital projects,

global projects, inclusive projects and projects for everyone.
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2.3.3.2. Fundacion Profuturo

Reducing inequalities around the world is one of our
main corporate objectives. At Telefonica, we believe
that education is the most powerful instrument for
reducing inequality and building the foundations for
sustainable growth worldwide. To achieve this, in 2016
we joined forces with the Fundacién Bancaria “la Caixa"
to create the Fundacién Profuturo.

This new digital education plan seeks to contribute

to closing the educational gap by providing quality
digital education for boys and girls, as well as teacher
training, in vulnerable environments in Africa, Latin
America and Asia. By doing this, it aims to help ten
million children by 2020. It thereby aspires to become
a leader in the field of educational transformation and
innovation, using data analytics to improve teaching
and learning.

ProFuturo offers a comprehensive education solution
that enables teachers to continue to make progress

in their professional work and to manage their
classrooms, whilst improving learning. Furthermore,
we adapt to the context and the profile of the teachers
and the environment, regardless of whether or not
there is connectivity.
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2.3.3.3. Volunteering®

Technology consolidated its position in 2018 as the
perfect ally for the growth of the Telefonica volunteering
programme, increasing the number of beneficiaries
to more than 485,000; which represents an
increase of more than 52% compared to the
previous year. The importance of digital volunteering is
also reflected in the fact that it represented 47% of the
programme overall.

In total, 1,080 activities were conducted in areas such
as education and children, social inclusion, the digital
gap, care for people with disabilities, care for the
environment, supporting those affected by natural
disasters, employability and entrepreneurship.

The first edition of the ‘Fundacion Telefonica
Volunteering Awards' was held; it won external
recognition from ‘Actualidad Econdmica’ (El Mundo)
and ‘Expansion’ for Telefonica's digital volunteering,
deemed ‘one of the 100 best ideas of the year'.
Although there were more volunteer participants in
2018, amounting to 41,800 in 31 countries, there was
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above all an increase in the ratio of beneficiaries per
volunteer, the result of a clear.

2.3.3.4. ATAM

Atam is an association created by Telefonica
whose objective is to support people with
disabilities. With an annual investment of
almost 8 million Euros in 2018, it is a mutual and
collaborative support organization that provides
solutions to people that require support.

It is a non-profit entity that was incorporated
more than 40 years ago and has been declared a
Public Utility. It is organised as a Social Protection
System for people suffering from disabilities and/
or dependency.

[ts main mission is to promote the empowerment
of people in their daily life, based on the principles
of mutual support, equal opportunities and
universal accessibility. It also helps to provide
solutions to families in difficult circumstances
arising from disability and dependency.

(1) The Volunteering data is in the process of external verification.
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Collaboration with other associations:

The main associations and other organizations with which Telefonica collaborates, impacting on the
sector and stakeholders, are the following:

AECA, an organisation that issues generally accepted accounting principles
and standards and studies on good business practices.

AENOR, a Spanish organisation that carries out standardisation and certification
activities (S+C) to improve quality in companies and the wellbeing of society.

Asociacion Espafiola para las Relaciones con Inversores, [Spanish Association for Investor
Relations]. Its objective is the promotion of the investor relations of listed companies.

ASIET, an association formed by the main telecommunications operators in Latin America.

Broadband Forum, is a non-profit industrial organization focused on
improving broadband networks to make them faster and smarter.

Business Europe is a European employers' organisation created by national
organisations which currently represents 40 organisations from 34 countries.

CDP is a non-profit organisation that manages the global disclosure system for investors,
companies, cities, states and regions in order to manage their impact on the environment.

CEOE, is the institution that represents the Spanish business community.

Comisién Europea (CE), The European Commission is the institution
that embodi