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Responsible Network Deployment and

Climate Change Mitigation

Introduction

Telefdnica was the first European telecommunications
company to issue a green bond in January 2019
amounting 1 billion euros with an oversubscription of 5
times which allowed the coupon to close 25 basis points
below the initial price talks. It decided to do so with a
view to financing one of its most important activities:
the digital transformation of its network, which is
enabling the company to achieve its business and
climate goals.

Telefdnica has been implementing an ambitious climate
change and environmental strategy for more than ten
years now. So much so, that it is a crucial part of how it
operates, it purchases and it does business. It has set
emission reduction targets validated by the Science
Based Targets Initiative, which means these targets
take into account that its activity should contribute to
global temperature increases staying well under 2°C. It
is implementing a renewable energy plan, which
requires its electricity consumption will be entirely
generated by renewable energy sources by 2030, and it
is implementing a far-reaching energy efficiency
programme, which has allowed it to implement 139
energy efficiency projects in 2018 alone. Thanks to this
strategy Telefénica overachieved its three main
objectives in 2018'.

— Reduce 64% of energy consumption by
Petabyte (the target was 50%)

— Use 58% renewable energy (the target was
50%)

— Reduce our own GHG emissions by 37% (the
target was 30%)

In order for Telefdnica to be able to set these ambitious
targets, in a context of growing demand and
accelerated technological development, it has had to
change its way of doing business.
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Consumption and Carbon Emissions
in the Telecom Sector

The demand for telecommunications services has
been growing for many years now. It is expected that IP
traffic (data through telecom networks) will grow at a
Compound Annual Growth Rate (CAGR) of 26 percent
from 2017 to 2022".

The challenge from an environmental perspective is
huge, because the telecom sector has experienced an
increase of energy consumption of 30% and carbon
emissions of 17% between 2010 and 2015".

An |IEA (International Energy Agency) analysis shows
different figures of electricity demand for the data
transmission networks (fixed+mobile) in 2021 under
two energy efficiency scenarios. A first scenario,
assuming a moderate rate of improvement in energy
efficiency of 10% per vyear (which is close to
conservative estimates of historical improvements) and
one assuming a more rapid rate of improvement of 20%
per year (based on the historic rates achieved in well-
managed networks in developed countries with high
capacity utilisation). In the moderate efficiency-
improvement scenario, the midpoint of the electricity
demand range in 2021 rises by over 70% to about 320
TWh. Under the high efficiency-improvement scenario,
the midpoint drops by 15% to about 160 TWh'".
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In  other words, the way in which a
telecommunications company operates and deploys
its network has an enormous influence on its energy
and carbon emission performance.

In the Telefénica case, the growth of data traffic
through fixed and mobile networks has increased
threefold since 2015. In spite of this huge traffic
growth, our energy consumption in absolute terms has
been flat (-0.29% 2015-2018). This has been possible
thanks to Telefénica Energy Efficiency Program and its
network transformation. Thanks to it, in 9 years, we
have saved more than 4,000 GWh, 553 million euros,
and avoid 1.27 million tonnes of CO2eq 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.

Telecom Sector as enabler of energy
efficiency for other sectors and end
customers

Digitalisation and connectivity are key 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. Telefdnica is committed to
reducing its own carbon footprint, but among these, we
also offer solutions to reduce our customers’ emissions.

Telefénica business strategy goes hand in hand with
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 and
with Big Data we are helping to improve traffic planning
and air quality.

Connectivity is the foundation on which our business is
built, with products such as broadband,
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Fibre-optics and audio/video conferences making
remote ways of working with less moblity, which
enables the reduction of energy consumption, carbon
emissions and air pollution.

EMISSIONS AVOIDED BY CUSTOMERS
THROUGH DIGITALISATION
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Source: Telefdnica Integrated Annual Report

These services reduce significantly the energy
consumption and therefore the carbon footprint of our
customers. In 2018 we avoided the generation of 1.4
million of tons of CO2. For each ton that Telefénica
emitted through its own activity we were able to avoid
1.2 tons in our customers.

Green Financing

In order for the Telecom sector to contribute to the
greening of the economy, it must not only develop
services which help other industries reduce their
environment footprint, but also ensure its own
environmental footprint is minimized. For the growth
of connectivity to be sustainable, telecoms need to
incorporate environmental targets into their business
strategy. This means analysing different scenarios when
planning the network transformation, not only from a
connectivity requirement and revenue perspective, but
also from an environmental perspective. It means
taking long-term investment and legacy shut-down
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decisions in an environment where investors and
customers are often looking for short-term
performance and financial results.

For example, Telefénica in Spain took the brave
decision some years ago to remove completely the old
copper network and substitute it for fiber directly in the
home of their customers (FTTHY). Fiber is 85% more
efficient in terms of energy consumption per customer
and enables the reduction of 50% of failures, among
other customer-focused benefits. The decision of
dismantling completely the old network together with
the new fiber infrastructure has allowed Telefdnica to
save 208 GWh of energy between 2016-2018 which
has end up in 56.5 KtCO? avoided between 2016-2018.
Telefdnica has been pioneer and, thanks to this, Spain
is the first fiber country in Europe and 3™ among the
OECD countries which is having a huge impact in the
development of the country.

Some voices in the financial sector have questioned
whether an activity such as our network transformation
should be eligible for a green bond, presumably based
on the argument that we need to transform our
network anyway to respond to the growing appetite for
data traffic and speed. We respectfully believe that this
reasoning is flawed, and put forward the following
arguments:

— Firstly, a quick look at the industry
demonstrates that not all telecom’s are as
advanced in incorporating environmental
impact kpis in their overall business strategy.
Telefénica is one of only seven worldwide
telecom’s A-listed by the prestigious and
independent Carbon Disclosure Project (CDP)
and one of the few telecoms to have
incorporated compliance with emissions
targets as a global indicator with an impact on
the variable remuneration of the greater part
of its employees. This is not business as usual
in our industry or even for any company
outside our industry.

— Secondly, the way in  which a
telecommunications company operates and
deploys its network has an enormous
influence on its energy and carbon emissions
performance.

— Finally, one should analyse whether the
“business as usual” argument is really relevant
in this context.
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The EU Proposal for a Regulation on the Establishment
of a Framework to Facilitate Sustainable Investment"!
proposes an economic activity shall be environmentally
sustainable where that activity complies with all of the
following criteria:

— The economic activity contributes substantially
to one or more of the environmental objectives
set out in article 5 of the Regulation (i.e. climate
change mitigation, climate change adaptation,
etc).

— The economic activity does not significantly
harm any of the environmental objectives set
out in article 5 of the Regulation.

— The economic activity is carried out in
compliance with significant safeguards as set
out in article 13 of the regulation.

— The economic activity complies with technical
screening activity as set out by the Commission.

The regulation seems to focus on two elements: the
“substantial” character of the environmental benefit,
and the assurance that the economic activity does not
indirectly, also significantly harm the environment.

To what extent an activity has a substantial
environmental benefit is the key element of this
debate. The European Taxonomy will help to set the
technical criteria for determining whether an economic
activity is environmentally sustainable for the purposes
of establishing the degree of environmental
sustainability of an investment.

In no way does the regulation indicate that the
environmental sustainability of the economic activity
should depend on whether this activity is considered
as business as usual for the company concerned. This
makes sense, as the BAUY" argument seems to imply
companies should only be allowed green financing
when the environmentally sustainable activities they
are proposing to finance would not have been financed
without the green labelling. For example, in Europe the
Energy sector issuers account for over 60% of Green
Bond allocations according to the Climate Bonds
Initiative and are using the proceeds for the transition
from fossil fuels to renewable sources such as solar,
wind etc... Shouldn’t this be considered also as BAU as
it is precisely the renovation of their core business?

Shouldn’t the reasoning be that projects that have a
negative impact on the environment should not be
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financed at all, whereas projects that have a substantial
positive impact on the environment should be open to
any type of financing, sustainable or not? Let’s not
forget the overarching goal of sustainable financing is
to serve as a gear shift to move all industries towards
reducing their environmental footprint and to
generate additional incentives to corporates to
prioritise green and sustainable initiatives over projects
that would not have the same positive impact on
society.

Conclusion

Companies all over the world have started to
understand that they need to incorporate a societal and
environmental impact assessment to their business
strategy. Many are taking the first steps to doing so and
are finding that, despite their good intentions, the
signals they are getting from the market push them
towards short-term financial returns, rather than long-
term  sustainability = considerations.  Sustainable
financing mechanisms are helping to generate a
different environment. Let’s make sure we all work
towards incentivising companies to making long-term
sustainability criteria an integral part of their business
case considerations, without compromising on the
objective impact assessment requirements.

| All our targets use 2015 performance as reference

Il https://www.cisco.com/c/en/us/solutions/collateral/service-provider/visual-networking-index-vni/white-paper-c11-741490.html|
Il https://easychair.org/publications/open/MRdh

IV https://www.iea.org/publications/freepublications/publication/DigitalizationandEnergy3.pdf

V  https://www.ftthcouncil.eu/documents/Publications/FCGA_Definition%200f%20Terms_Revisions_2016.pdf
VI https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52018PC0353

VIl BAU (Business as Usual)
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