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This version of our report is a free translation of the original, which was prepared in Spanish. All possible
care has been taken to ensure that the translation is an accurate representation of the original. However,
in all matters of interpretation of information, views or opinions, the original language version of our
report takes precedence over this translation.

Independent auditor”s report on the consolidated annual accounts
To the shareholders of Telefénica, S.A.:

Report on the consolidated annual accounts

Opinion

We have audited the consolidated annual accounts of Telefénica, S.A., (the Parent company) and its
subsidiaries composing the Telefonica Group (the Group), which comprise the statement of financial
position as at December 31, 2019, and the income statement, statement of comprehensive income,
statement of changes in equity, statement of cash flow and related notes, all consolidated, for the year
then ended.

In our opinion, the accompanying consolidated annual accounts present fairly, in all material respects,
the equity and financial position of the Group as at December 31, 2019, as well as its financial
performance and cash flows, all consolidated, for the year then ended, in accordance with
International Financial Reporting Standards as adopted by the European Union (IFRS-EU) and other
provisions of the financial reporting framework applicable in Spain.

Basis for opinion

We conducted our audit in accordance with legislation governing the audit practice in Spain. Our
responsibilities under those standards are further described in the Auditor's responsibilities for the
audit of the consolidated annual accounts section of our report.

We are independent of the Group in accordance with the ethical requirements, including those relating
to independence, that are relevant to our audit of the consolidated annual accounts in Spain, in
accordance with legislation governing the audit practice. In this regard, we have not rendered services
other than those relating to the audit of the accounts, and situations or circumstances have not arisen
that, in accordance with the provisions of the aforementioned legislation, have affected our necessary
independence such that it has been compromised.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the consolidated annual accounts of the current period. These matters were addressed in
the context of our audit of the consolidated annual accounts as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these matters.

PricewaterhouseCoopers Auditores, S.L., Torre PwC, P° de la Castellana 259 B, 28046 Madrid, Espafia
Tel.: +34 915 684 400 / +34 902 021 111, Fax: +34 915 685 400, WWW.DWC.€S 1
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Key audit matter How our audit addressed the key audit matter

Goodwill measurement

As described in notes 3 and 7 to the
consolidated annual accounts, the Group's
consolidated goodwill balance amount to
€25,403 million at December 31, 2019.

To assess if there is an impairment in the
goodwill, to which the cash-generating units
relates, management conducts an impairment
test at least annually or more frequently if
events or circumstances indicate the carrying
value may not be fully recoverable.
Management calculates the recoverable
amounts of each cash-generating units as the
higher of fair value less cost to sell and value
in use. In determining value in use, the
projected cash flows are based on the strategic
plans approved by the Board of Directors.

Management’s cash flows projections involved
significant judgements when considering key
assumptions such as long-term OIBDA margin,
long-term capital expenditure ratio, discount
rates and perpetuity growth rates which would
be significantly affected by the future trends in
the economic, competitive, regulatory and
technological environment in each of the
countries in which the Telefénica Group
operates.

As described in note 7, an impairment loss of
€206 million has been recognised during the
year on the goodwill related to the Argentina
cash-generating unit as a result of the
worsening of macroeconomic conditions in that
country, and specific factors in the local
market.

In addition, as described in note 7, the
recoverable amounts of the Argentina and
Peru cash-generating units shows an
increased risk of impairment of the goodwill
due to changes in the key assumptions.

We identify this matter as a key audit matter
due to the significant judgements made by
management when estimating the key
assumptions that supports the recoverable
amounts of the cash-generating units which in
turn led to a high degree of auditor judgement
and audit effort in evaluating these
assumptions.

We have performed audit procedures, assisted by
our valuation experts, on the process followed by
the directors and management to determine the
recoverable amount, fair value less cost to sell
and value in use, of the cash-generating units to
which the goodwill relates, including:

o Understanding of the control environment,
assessment and testing of the relevant
controls over the process for assessing
goodwill impairment to determine the
recoverable amount of the cash-generating
units.

o Verification of the consistency of the data
used in the calculation of the value in use
with respect to the strategic plans approved
by the Board of Directors.

o Analysis of the degree of fulfilment of the
budget versus the strategic plan approved
in the previous year.

° Assessment of the key assumptions
employed to determine the recoverable
amount, testing reasonableness and
consistency based on a comparison with
market information and industry data.

o Sensitivity analysis over key assumptions.

o Evaluation of the adequacy of the
disclosures included in the consolidated
annual accounts in accordance with the
applicable legislation.

Based on the procedures performed, we consider
management's assessment to be reasonable, its
estimation of the key assumptions is within a
reasonable range, and its conclusions on the
valuation of goodwill are consistent with the
information contained in the accompanying
consolidated annual accounts.



i

pwec

Telef6énica, S.A. and its subsidiaries

Key audit matter How our audit addressed the key audit matter

Revenue recognition (Unbilled revenue)

Telefonica Group revenues come mainly from
the sale of products and the provision of
various telecommunications services.
Revenues arising from these products and
services, that may be sold separately or
bundled in packages, are allocated among the
identifiable performance obligations based on
the independent selling price of each individual
component over the total price of the bundled,
and are recognised when the obligation is
satisfied.

Group’s revenue recognition relies significantly
on its information systems and technological
structure, which includes a large number of
systems used in the Group Companies’
operations. Furthermore, the Group has
continued implementing plans to transform
some of the systems that support relevant
revenue processes during the year.

For those revenues which revenue billing cycle
does not align with the account closing date,
management must use estimates to determine
the amount to be recognized for services
rendered and not yet billed at the year-end.
These estimates are based on data from
different sources and revenue streams
processed by the information systems, and
historical information.

We identify this matter as a key audit matter
due to the complexity of the process used by
management for estimating recognized
revenue rendered and not yet billed,

given the diversity of data sources, revenue
streams and the number of systems involved.
This in turn led to a high degree of auditor
judgement and effort in designing and
performing audit procedures.

See notes 3 and 14 to the accompanying
consolidated annual accounts.

We have performed audit procedures, assisted by
our process and IT system specialists, on the
revenue recognition process, including:

o Understanding of the control environment,
assessment and testing the relevant
controls over the process and the IT
general controls over the main systems
involved in the process.

o Assessing the reasonableness of the
criteria employed by management to
estimate revenue rendered and not yet
billed and the accuracy of the data used in
the estimation.

° Testing over revenue transactions and
evaluating the corresponding audit
evidence, using sampling techniques.

o Testing billings completed following the
year-end and consistency with the
estimates made, using sampling
techniques.

Based on the procedures performed, we consider
management's estimates to be reasonable as
regards the recognition of revenue from sales and
provisions of services rendered and not yet billed
at the year end.
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How our audit addressed the key audit matter

Provisions and contingent liabilities for tax and
regulatory litigation in Telefonica Brasil

As described in notes 3, 24 and 25, to the
consolidated annual accounts, the Group has
recognized €348 million and €253 million
related to tax and regulatory liabilities in
Telefonica Brasil for the resolution of pending
litigation when management determines that a
loss is probable, and the amount of the loss
can be reasonable estimated.

Management does not recognize a provision
for an estimated loss is accrued in the
consolidated annual accounts for unfavorable
outcomes when, after assessing the
information available, management concluded
that it is not probable that a loss has been
incurred in any of the pending litigation. In
notes 24 and 25, the Group discloses
contingencies of Telefonica Brasil when
management concludes no loss is probable but
it is reasonably possible that a loss may be
incurred, and for income tax pending
litigations, is probable that the taxation
authority will accept the uncertain tax
treatment.

We identify this matter as a key audit matter
due the significant judgements made by
management when assessing the amount and
the likelihood of a loss being incurred in
Telefonica Brasil. This in turn led to a high
degree of auditor judgement and effort in
evaluating management’s judgements in the
estimation of the loss contingencies related to
tax and regulatory contingencies in Telefonica
Brasil.

We have performed audit procedures assisted by
our experts in tax and regulatory matters over the
process followed by the Telefonica Group to
identify and assess lawsuits and claims in
progress in Telefonica Brasil, including:

o Understanding and testing relevant internal
controls related to the identification and
recognition.

o Obtaining and evaluating confirmations of
internal and external advisors of Telefénica
Brasil.

o Evaluating the reasonableness of
management’s assessment regarding
whether an unfavourable outcome is
reasonably possible or probable and
reasonably estimable.

o Evaluation of the adequacy of the
contingencies disclosures in the
consolidated annual accounts.

Based on the procedures performed, we consider
management's estimates to be reasonable and
consistent with the information contained in the
accompanying consolidated annual accounts in
relation to the provisions and contingent liabilities
for tax and regulatory litigation in Telefonica
Brasil.

First-time adoption of IFRS 16 leases

As described in notes 2 and 3 to the
consolidated annual accounts, the Telefénica
Group has adopted IFRS 16-Leases as
effective dated January 1, 2019 using the
modified retrospective approach. The
comparative information for prior-year periods
was not restated. The adoption of this new
standard has given rise to rights of use assets
of €7,616 million and lease liabilities of €7,600
million as of January 1, 2019.

We have performed audit procedures over the
adoption process of IFRS 16 - Leases, including:

° Understanding and assessment of
accounting policies used by management in
the determination, calculation and
accounting of leases in accordance with the
standard, as well as the practical solutions
employed.

° Understanding of the control environment,
assessment and testing relevant controls
over the adoption process.
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Key audit matter How our audit addressed the key audit matter

As described in note 2 to the consolidated e  Testing over completeness and accuracy of
annual accounts, the adoption process has the leases contract information recorded in
been complex due to factors such as the high the systems.

number of contracts in the Group, the diversity

of data sources, the customization of e  Assessment of management’s assumptions
information systems to map all the leases to determine lease terms and, with the
information and management’s judgements to assistance of our financial instruments
determine the lease terms and the estimation valuation experts, the assumptions used to
of discount rates. estimate discount rates.

We identify this matter as a key audit matter ° Evaluating the adequacy of disclosures
because of the complexity of the process due included in the consolidated annual accounts
to the volume of contracts, data sources and in accordance with the applicable legislation.

systems involved in recognizing the amount of

rights of use assets and lease liabilities based  Based on the procedures performed, we consider
on the judgment to determine the lease terms  management's judgements to be reasonable in
and the estimated discount rates. This in turn relation to the adoption of the standard and

led to a high degree of judgement and effortin  consistent with the information contained in the

performing the procedures designed to assess  accompanying consolidated annual accounts.
the first-time adoption of IFRS 16-Leases.

Other information: Consolidated management report

Other information comprises only the consolidated management report for the 2019 financial year, the
formulation of which is the responsibility of the Parent company’s directors and does not form an
integral part of the consolidated annual accounts.

Our audit opinion on the consolidated annual accounts does not cover the consolidated management
report. Our responsibility regarding the information contained in the consolidated management report
is defined in the legislation governing the audit practice, which establishes two distinct levels in this
regard:

a) A specific level applicable to the consolidated statement of non-financial information and certain
information included in the Annual Corporate Governance Report, as defined in article 35.2 b) of
Audit Act 22/2015, that consists of verifying solely that the aforementioned information has been
provided in the management report or, if appropriate, that the consolidated management report
includes the pertinent reference in the manner provided by the legislation and if not, we are
required to report that fact.

b) A general level applicable to the rest of the information included in the consolidated
management report that consists of evaluating and reporting on the consistency between that
information and the consolidated annual accounts as a result of our knowledge of the Group
obtained during the audit of the aforementioned financial statements and does not include
information different to that obtained as evidence during our audit, as well as evaluating and
reporting on whether the content and presentation of that part of the consolidated management
report is in accordance with applicable regulations. If, based on the work we have performed,
we conclude that material misstatements exist, we are required to report that fact.

On the basis of the work performed, as described above, we have ascertained that the information
mentioned in paragraph a) above has been provided in the consolidated management report and that
the rest of the information contained in the consolidated management report is consistent with that
contained in the consolidated annual accounts for the 2019 financial year, and its content and
presentation are in accordance with the applicable regulations.
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Responsibility of the directors and the audit and control committee for the consolidated annual
accounts

The Parent company’s directors are responsible for the preparation of the accompanying consolidated
annual accounts, such that they fairly present the consolidated equity, financial position and financial
performance of the Group, in accordance with International Financial Reporting Standards as adopted
by the European Union and other provisions of the financial reporting framework applicable to the
Group in Spain, and for such internal control as the directors determine is necessary to enable the
preparation of consolidated annual accounts that are free from material misstatement, whether due to
fraud or error.

In preparing the consolidated annual accounts, the Parent company’s directors are responsible for

assessing the Group’s ability to continue as a going concern, disclosing, as applicable, matters related
to going concern and using the going concern basis of accounting unless the aforementioned directors
either intend to liquidate the Group or to cease operations, or have no realistic alternative but to do so.

The Parent company’s audit and control committee is responsible for overseeing the process of
preparation and presentation of the consolidated annual accounts.

Auditor's responsibilities for the audit of the consolidated annual accounts

Our objectives are to obtain reasonable assurance about whether the consolidated annual accounts
as a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with legislation governing the audit practice in Spain will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these consolidated annual accounts.

As part of an audit in accordance with legislation governing the audit practice in Spain, we exercise
professional judgment and maintain professional scepticism throughout the audit. We also:

° Identify and assess the risks of material misstatement of the consolidated annual accounts,
whether due to fraud or error, design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

° Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group’s internal control.

° Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Parent company’s directors.

° Conclude on the appropriateness of the Parent company’s directors” use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Group’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required
to draw attention in our auditor’s report to the related disclosures in the consolidated annual
accounts or, if such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditor’s report. However, future
events or conditions may cause the Group to cease to continue as a going concern.
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° Evaluate the overall presentation, structure and content of the consolidated annual accounts,
including the disclosures, and whether the consolidated annual accounts represent the
underlying transactions and events in a manner that achieves fair presentation.

° Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated annual accounts.
We are responsible for the direction, supervision and performance of the group audit. We
remain solely responsible for our audit opinion.

We communicate with the Parent company’s audit and control committee regarding, among other
matters, the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

We also provide the Parent company’s audit and control committee with a statement that we have
complied with relevant ethical requirements, including those relating to independence, and we
communicate with the audit and control committee those matters that may reasonably be thought to
bear on our independence, and where applicable, related safeguards.

From the matters communicated with the Parent company’s audit and control committee, we
determine those matters that were of most significance in the audit of the consolidated annual
accounts of the current period and are therefore the key audit matters.

We describe these matters in our auditor’s report unless law or regulation precludes public disclosure
about the matter.

Report on other legal and regulatory requirements

Report to the Parent company’s audit and control committee

The opinion expressed in this report is consistent with the content of our additional report to the Parent
company's audit and control committee dated February 18, 2020.

Appointment period

The General Ordinary Shareholders' Meeting held on May 12, 2016 appointed us as auditors of the
Group for a period of three years, as from the year ended December 31, 2017.

Services provided

Services provided to the Group for services other than the audit of the accounts are described in note
29.e) of the consolidated annual accounts.

PricewaterhouseCoopers Auditores, S.L. (S0242)

Virginia Arce Peralta (16096)

February 20, 2020
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Telefonica Group

Consolidated statements of financial position at December 31

Millions of euros Notes 2019 2018
ASSETS
A) NON-CURRENT ASSETS 94,549 90,707
Intangible assets (Note 6) 16,034 16,856
Goodwill (Note 7) 25,403 25,748
Property, plant and equipment (Note 8) 32,228 33,295
Rights of use (Note 9) 6,939 —
Investments accounted for by the equity method (Note 10) 140 68
Financial assets and other non-current assets (Note 12) 7,123 7,109
Deferred tax assets (Note 25) 6,682 7,631
B) CURRENT ASSETS 24,328 23,340
Inventories (Note 13) 1,999 1,692
Receivables and other current assets (Note 14) 10,785 10,579
Tax receivables (Note 25) 1,561 1,676
Other current financial assets (Note 15) 3,123 2,209
Cash and cash equivalents (Note 16) 6,042 5,692
Non-current assets classified as held for sale (Note 30) 818 1,492
TOTAL ASSETS (A+B) 118,877 114,047
Notes 2019 2018
EQUITY AND LIABILITIES
A) EQUITY 25,450 26,980
Equity attributable to equity holders of the parent and other holders of equity instruments (Note 17) 17,118 17,947
Equity attributable to non-controlling interests (Note 17) 8,332 9,033
B) NON-CURRENT LIABILITIES 63,236 57,418
Non-current financial liabilities (Note 18) 43,288 45334
Non-current lease liabilities (Note 20) 5,626 —
Payables and other non-current liabilities (Note 21) 2,928 1,890
Deferred tax liabilities (Note 25) 2,908 2,674
Non-current provisions (Note 24) 8,486 7,520
C) CURRENT LIABILITIES 30,191 29,649
Current financial liabilities (Note 18) 9,076 9,368
Current lease liabilities (Note 20) 1,600 —
Payables and other current liabilities (Note 22) 14903 15,485
Current tax payables (Note 25) 2,560 2,047
Current provisions (Note 24) 1,672 1912
Liabilities associated with non-current assets classified as held for sale (Note 30) 380 837
TOTAL EQUITY AND LIABILITIES (A+B+C) 118,877 114,047

The accompanying notes and appendices are an integral part of these consolidated statements of financial position.

Telefénica, S.A. 3
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Telefonica Group

2019 Consolidated Financial Statements

Consolidated income statements for the years ended December 31

Millions of euros Notes 2019 2018 2017

Revenues (Note 26) 48 422 48,693 52,008

Other income (Note 26) 2,842 1,622 1,489

Supplies (13,635) (14,013) (15,022)
Personnel expenses (Note 26) (8,066) (6,332) (6,862)
Other expenses (Note 26) (14,4414) (14,399) (15,426)
OPERATING INCOME BEFORE DEPRECIATION AND AMORTIZATION

(OIBDA) 15,119 15,571 16,187

Depreciation and amortization (Note 26) (10,582) (9,049) (9,396)
OPERATING INCOME 4,537 6,522 6,791

Share of income (loss) of investments accounted for by the equity method (Note 10) 13 4 5

Finance income 842 1,458 1,073

Exchange gains 2,461 3,389 3,958

Finance costs (2,795) (2,690) (3,363)
Exchange losses (2,340) (3,112) (3,867)
Net financial expense (Note 19) (1,832) (955) (2,199)
PROFIT BEFORE TAX 2,718 5,571 4,597

Corporate income tax (Note 25) (1,054) (1,621) (1,219)
PROFIT FOR THE YEAR 1,664 3,950 3,378

Attributable to equity holders of the Parent 1,142 3,331 3,132

Attributable to non-controlling interests (Note 17) 522 619 246

Basic and diluted earnings per share attributable to equity holders of the

parent (euros) (Note 26) 0.17 0.57 0.56

The accompanying notes and appendices are an integral part of these consolidated income statements.

Telefénica, S.A. 4
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Telefonica Group

Consolidated statements of comprehensive income
for the years ended December 31

2019 Consolidated Financial Statements

Millions of euros 2019 2018 2017
Profit for the year 1,664 3,950 3,378
Other comprehensive (loss) income (111) (2,390) (4,820)
Gains (losses) from financial assets measured at Fair value through other
comprehensive income 2 9 26
Income tax impact — 3) 6
Reclassification of (gains) losses included in the income statement (Note 19) (62) — 33
Income tax impact — — —
(60) 6 65
Gains (losses) on hedges 361 935 62
Income tax impact (98) (243) 6
Reclassification of (gains) losses included in the income statement (Note 19) (439) (706) 162
Income tax impact 118 181 (%0)
(58) 167 190
(Losses) gains on hedges costs (14) 51 —
Income tax impact 4 (13) —
Reclassification of (gains) losses included in the income statement (Note 19) (%) 2) —
Income tax impact 1 1 —
(13) 37 —
Share of (losses) gains recognized directly in equity of associates and others — (34) 8
Income tax impact = 1 (2)
Reclassification of (gains) losses included in the income statement @) — —
Income tax impact — — —
(7) (33) 6
Translation differences (Note 17) 96 (2,602) (5,094)
Total other comprehensive (loss) income recognized for the year (Items that may be
reclassified subsequently to profit or loss) (42) (2,425) (4,833)
Actuarial (losses) gains and impact of limit on assets for defined benefit pension plans (188) 203 14
Income tax impact 45 (24) (1)
Reclassification to reserve actuarial losses (gains) and impact of limit on assets for defined
benefit pension plans (Note 2) 89 — —
(54) 179 13
(Losses) gains from financial assets measured at fair value through
comprehensive income 1) (133) —
Income tax impact (14) (11) —
(15) (144) —
Total other comprehensive (loss) income recognized for the year (Items that will not be
reclassified subsequently to profit or loss) (69) 35 13
Total comprehensive income (loss) recognized for the year 1,553 1,560 (1,442)
Attributable to:
Equity holde