Telefénica S.A.




Ccontents

Telefonica

For all

Letter from the Chairman

4
Telefonica, the power 6
behind progress for all

00 Telefonica in 2006 8
World Leader in the Telecommunications Sector 10
Accelerating to strenthen our leaderships 11
International Presence 12
Organisational Profile 14
Driving Progres 15
Highlights 2005 16

01  Corporate Governance 20
Ownership 22
Corporate Governance in the Telefonica Group 23
Transparency of the Information to shareholders 28
Risk Control Systems 29

02 Identity 32
Corporate Responsibility 34
Milestones and challenges in Corporate Responsibility 48
Values 50
Code of Ethics 52
Corporate Responsibility 56
Brand 58
Sponsorships 62

Driving progress

66
Driving economic development 68
Impact of Telefénica’s activity 68
Distribution of income 72
Evolution of rates 74
Impact on productivity 76
Driving technological progress 78
The Information Society 78
Innovation 82
Telefénica 1+D (Research and Development) 90
Collaboration with the University Sector 92
Information Systems 96
“Information Society” Report 97
Institutional Collaboration 98
Driving social development 100

04

05

Customers
Customer relationship
Customer relationship cycle
Customer satisfaction
Dialogue with customer associates
Critical processes for customers
Marketing
Service provision
Operation
Billing
Customer attention
Technical service
Excellence in service
Service improvement initiatives
Quality certificates
Responsibility in the service offered
Telecommunications secrecy
Protection against Internet abuse
Data protection and privacy
Protection of infancy
Terminal theft
Responsible use of telecommunications
Markets where Telefénica operates
Competitive situation and market evolution
Regulatory situation and free competition

Shareholders
Profitability

Transparency

General Shareholders’ Meeting

104
106
106
108
110

12

12

18

120
124
126
130
132
132
134
136
136
136
142
145
148
149
150
150
154

168
170
172
174



06

07

Employees
Telefonica employees
Description of the workforce
Generation of employment
Workplace environment
Internal communication
Involvement of employees in strategy
Compensation policies
Compensation
Health plans
Pension plans
Other benefits
Professional development
Training
Tele-training
Management by skills
Professional career
Professionals and persons
Human rights
Freedom of association and collective bargaining
Work-life balance
Abolition of child labour
Equality of opportunities
Health and safety
Employment demands
Employee solidarity
Telefonica volunteering
ATAM
District C

Society
Commitment to countries
Digital inclusion
Universal Service
Geographic divide
Economic divide
Inclusion through training
Social and cultural activity
EducaRed
Pronino
Cooperation
Art and Culture
Telefonica Accessible

178
180
180
182
184
186
187
188
188
190
191
192
194
194
196
197
198
200
200
202
206
208
209
21
219
220
220
221
222

226
228
230
231

232
234
236
238
240
242
244
245
246

08

09

10

The Enviroment
Environmental commitment
Environmental management
Monitoring and follow-up of environmental aspects
Electromagnetic emissions
Impact of installations
Control and management of waste
Energy consumption
Emissions into the atmosphere
Paper consumption
Water consumption
Consumption of poles
Environmental impact of Telefonica’s services

Suppliers

Purchasing volume

Purchase model

Supplier satisfaction
Promotion of ethical standards

Media

Information and Transparency
Investment in publicity

About the report

Dialogue with stakeholders

Reporting principles

Consolidation boundary of the information included
Consolidation process of the information

United Nations Global Compact

Independent verification

Independent verification report

252
254
256
260
261

265
268
27

277

280
284
285
286

292
294
296
298
300

304
306
307

310

312
316
320
322
324

310
312



Dear Friend,

Telefonica would like to present you, for the fourth consecutive year, its Annual Corporate
Responsibility Report, one of the keystones of the Group’s corporate responsibility strategy.

The report we present for FY 2005 is a further step towards Telefonica’s strategic goal of being a
committed and responsible Group. Committed, in that we are involved in the progress and
development of the countries where we operate, through the transformation of our innovations
into global communications solutions. And responsible in that we are focused on permanently
improving the way in which we carry out our operations. At Telefonica we understand that as far
as we are capable of generating a positive impact on society, we will also be capable of
generating profitable and sustainable growth for everyone, thereby guaranteeing the
sustainability of our company.

This annual Report introduces improvements with regard to the reports for previous years, in an
effort to remain at the forefront of the corporate responsibility movement that has been
growing throughout Europe and Latin America for some years now.

The first improvement in this Report has been its ability to consolidate a comprehensive
corporate responsibility reporting system at Telefonica. This system has already borne results,
such as the CR Reports for Argentina, Brazil, Chile and Peru. These “country reports” are a natural
consequence of our commitment to initiatives promoted by the UN such as the Global Compact
and the Millennium Goals, as well as the result of our “multidomestic” character. On the one
hand, we are global, because of our size, presence and services. In 2005 we have further
reinforced our internationality with the acquisitions of Cesky Telecom and O2 in Europe and our
strategic alliance with China Netcom. On the other hand, we are also local, because, beyond
sharing the same language, especially in Latin America, it is our desire to contribute to the
communities we belong to through understanding and addressing their needs.

The second improvement in this Report has been its ability to transform internal management
processes and systems on a worldwide scale. In 2005, special progress was made with the
environmental management systems and the implementation of specific policies to extend best
corporate responsibility practices from Europe to Latin America, and vice versa.To this aim, the
2005 report includes a detailed account of goals and challenges for 2006.



Thirdly, the 2005 Report includes many of the lines for improvement and progress suggested to
us by our stakeholders following a detailed analysis of the reports for previous years. The fact is
that, as was expressed in a series of dialogue panels held during the financial year, there is great
interest in Telefénica's behaviour towards its customers, suppliers, employees of Telefonica
Group, etc.

Fourthly, the report on corporate responsibility strives to present what we internally refer to as
“the other Telefénica”, that is, the Telefénica that lies behind its financial results. For many of our
stakeholders, Telefonica is much more than a telecommunications services provider. Many
already perceive us as a driving force behind the social, technological and economic development
of the societies in which we operate. Our activity generates an important wealth in social,
employment, digital inclusion and education terms, as well as in product and service innovation,
business opportunities for suppliers... The benefits that information and communication
technologies can bring to sustainable development provide a great opportunity for our business
and for the societies in which we are present.

Lastly, the 2005 Report has taken us a step further in our search for rigour, transparency and
relevance of information. Thus, the 2005 Report has been externally verified by Ernst&Young, in
accordance with the Standard AA1000/AS, as regards the consolidation boundary in Spain. The
aim has been to offer a balanced and reasonable presentation of the economic, environmental
and social performance of our organisation. In addition, once again, the Report has been
prepared in accordance with the 2002 Global Reporting Initiative Guidelines for all the
consolidation boundary of the Group. We are proud that our commitment to transparency has
been acknowledged with the inclusion of Telefonica in the main indices of companies who invest
responsibly and with the many awards and special mentions received in 200s.

To conclude, I would like to reaffirm our commitment to permanent improvement in this
corporate responsibility report. This improvement would be possible without the understanding
and support from our stakeholders. That is why | wish to express our sincere gratitude to all

those who, through their opinions and suggestions, have allowed us to make progress.

Best regards,

César Alierta
Executive Chairman, Telefonica, S.A. W_'






