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AUDIT REPORT ON THE FINANCIAL STATEMENTS

To the Sole Shareholder of
Telefénica Emisiones, S.A. (Sole Shareholder Company)

1; We have audited the financial statements of Telefénica Emisiones, S.A. (Sole Shareholder
Company), which comprise the balance sheet at December 31, 2013, the income statement, the
statement of changes in equity, the cash flow statement, and the notes thereto for the year then
ended. The Company's joint and several Directors are responsible for the preparation of the financial
statements in accordance with the regulatory framework for financial information applicable to the
entity in Spain (identified in Note 2 to the accompanying financial statements), and specifically in
accordance with the accounting principles and criteria contained therein. Our responsibility is to
express an opinion on the aforementioned financial statements taken as a whole, based upon work
performed in accordance with prevailing audit regulation in Spain, which require the examination,
through the performance of selective tests, of the evidence supporting the financial statements, and
the evaluation of whether their presentation, the accounting principles and criteria applied and the
estimates made are in agreement with the applicable regulatory framework for financial information.

2. In our opinion, the accompanying 2013 financial statements give a true and fair view, in all
material respects, of the equity and financial position of Telefénica Emisiones, S.A. (Sole Shareholder
Company) at December 31, 2013, and the results of its operations and its cash flow for the year then
ended, in conformity with the applicable regulatory framework for financial information in Spain, and
specifically the accounting principles and criteria contained therein.

3. We draw attention to Notes 5 and 10 to the accompanying financial statements, which
describe that the Company executes a high volume of transactions with its Sole Shareholder,
Telefénica, S.A. and the related balances at year end. Our opinion is not qualified in respect of this
matter.

4. The accompanying 2013 management report contains such explanations as the joint and
several Directors consider appropriate concerning the situation of Telefénica Emisiones, S.A. (Sole
Shareholder Company), the evolution of its business and other matters; however, it is not an integral
part of the financial statements. We have checked that the accounting information included in the
aforementioned management report agrees with the 2013 financial statements. Our work as auditors
is limited to verifying the management report in accordance with the scope mentioned in this
paragraph, and does not include the review of information other than that obtained from the
Company's accounting records.

ERNST & YQUNG, S.L.

%Ia@lartl’nez Durdn

February 25, 2014

Domicilio Social: Pl. Pablo Ruiz Picasso, 1. 28020 Madrid - Inscrita en el Registro Mercantil de Madrid al Tomo 12749, Libro O, Folio 215, Seccién 82, Hoja M-23123, Inscripcién 116. C.I.F. B-78970506.

A member firm of Ernst & Young Global Limited.
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TELEFONICA EMISIONES, S.A. (Sole-Shareholder Company)

Balance sheet at December 31, 2013

(Thousands of euros)

ASSETS Notes* 2013 2012
NON-CURRENT ASSETS 30,422,852 30,986,608
Non-current investments in Group companies and associates 5102 30,422,852 30,986,608
Loans to companies 30,422,852 30,986,608
CURRENT ASSETS 4,986,834 4,253,738
Trade and other receivables 816 939
Prepayments to suppliers 392 392
Trade receivables for sales and services 55 86
Other receivables 369 461
Current investments in Group companies and associates 5,102 4,983,718 4,250,511
Loans to companies 4,983,718 4,250,511
Cash and cash equivalents 10.2 2,300 2,288
TOTAL ASSETS 35,409,686 35,240,346
EQUITY AND LIABILITIES Notes* 2013 2012
EQUITY 5,220 5,130
CAPITAL AND RESERVES 6 5,220 5,130
Capital 62 62
Issued capital 62 62
Reserves 5,068 3,124
Legal and statutory reserves 12 12
Other reserves 5,056 3,112
Profit for the year 90 1,944
NON-CURRENT LIABILITIES 30,419,346 30,981,666
Non-current borrowings 7 30,419,346 30,981,666
Bonds and other marketable debt securities 30,419,346 30,981,666
CURRENT LIABILITIES 4,985,120 4,253,550
Current borrowings 7 4,984,244 4,252,328
Bonds and other marketable debt securities 4,984,244 4,252,328
Current borrowings from Group companies and associates 7,10.2 202 668
Trade and other payables 7 674 554
Other payables 101 209
Trade payables, Group companies and associates 10.2 558 283
Other payables to public administrations 15 62
TOTAL EQUITY AND LIABILITIES 35,409,686 35,240,346

* The accompanying Notes 1 to 14 are an integral part of these balance sheets.



TELEFONICA EMISIONES, S.A. (Sole-Shareholder Company)

Income statements for the year ended December 31, 2013

(Thousands of euros)

Notes* 2013 2012

Other operating expenses (2,999) (2,847)
External services 9.1 (2,995) (2,840)
Taxes (4) (7)
OPERATING LOSS (2,999) (2,847)
Finance income 9.2 1,712,140 1,607,463
In Group companies and associates 1,712,140 1,607,463
Finance costs 9.3 (1,709,061)  (1,601,828)
Debts with Group companies and associates - -
Debts with third parties (1,709,061) (1,601,828)
Exchange gains (losses) 9.4 49 (11)
NET FINANCIAL INCOME 3,128 5,624
PROFIT BEFORE TAX 129 2,777
Income tax 8 (39) (833)
PROFIT FOR THE YEAR FROM CONTINUING OPERATIONS 90 1,944
PROFIT FOR THE YEAR 90 1,944

*The accompanying Notes 1 to 14 are an integral part of these income statements.



TELEFONICA EMISIONES, S.A. (Sole-Shareholder Company)

Statements of changes in equity for the year ended December 31, 2013
(Thousands of euros)

A) Statement of recognized income and expenses for the year ended December 31

2013 2012

PROFIT FOR THE YEAR 90 1,944
TOTAL RECOGNIZED INCOME AND EXPENSE 90 1,944
B) Statements of total changes in equity for the year ended December 31

lssu_ed Baganies Profit for TOTAL

capital the year
BALANCE AT JANUARY 1, 2012 62 2,157 967 3,186
Total recognized income and expense - - 1,944 1,944
Transactions with shareholders and owners - - - -
Other changes in equity - 967 (967) -
Other adjustments - - - -
BALANCE AT DECEMBER 31, 2012 62 3,124 1,994 5,130
Total recognized income and expense - - 90 90
Transactions with shareholders and owners - - - -
Other changes in equity - 1,944 (1,944) -

Other adjustments - & = -

BALANCE AT DECEMBER 31, 2013 62 5,068 90 5,220




TELEFONICA EMISIONES, S.A. (Sole-Shareholder Company)
Cash flow statements for the years ended December 31, 2013

(Thousands of euros)

2013 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax 129 2,777
Adjustments to profit (3,128) (5,624)
Finance income (1,712,140) (1,607,463)
Finance costs 1,709,061 1,601,828
Exchange gains/losses (49) 11
Change in working capital 244 (670)
Trade and other receivables 124 (900)
Trade and other payables 167 213
Other current liabilities (47) 17
Other cash flows from operating activities (570) (857)
Interest paid (1,676,567) (1,451,185)
Interest received 1,676,972 1,450,445
Income tax receipts (payments) (505) (579)
Other payments (receipts) (470) 462
CASH FLOWS USED IN OPERATING ACTIVITIES (3,325) (4,374)
CASH FLOWS FROM INVESTING ACTIVITIES
Payments on investments (4,352,887) (5,146,084)
Group and associates (4,352,887) (5,146,084)
Proceeds from disposal 3,598,155 620,284
Group and associates 3,598,155 620,284
CASH FLOWS USED IN INVESTING ACTIVITIES (754,732) (4,525,800)
CASH FLOWS FROM FINANCING ACTIVITIES
Collections from and payments for financial instruments 758,081 4,530,028
Issue

Bonds and other marketable debt securities 4,352,384 5,147,718
Repayment and redemption of

Bonds and other marketable debt securities (3,594,303) (617,690)
CASH FLOWS FROM FINANCING ACTIVITIES 758,081 4,530,028
NET FOREIGN EXCHANGE DIFFERENCE (12) (12)
NET INCREASE/DECREASE IN CASH AND CASH EQUIVALENTS 12 (158)
Cash and cash equivalents at beginning of year 2,288 2,446
Cash and cash equivalents at end of year 2,300 2,288

* The accompanying Notes 1 to 14 are an integral part of these cash flow statements.



TELEFONICA EMISIONES, S.A. (Sole-Shareholder Company)
Notes to the financial statements for the year ended December 31, 2013

1. ACTIVITY

Telefénica Emisiones, S.A. (Sole-Shareholder Company) (the "Company” or “Telefénica
Emisiones, S.A.U.”) was incorporated as a public limited company for an unlimited period on
November 29, 2004 as “Telefénica Emisiones, S.A.U.”

Its registered office is at c/Gran Via, 28 — 28013 Madrid.
Telefénica Emisiones, S.A.U. is a wholly-owned subsidiary of Telefénica, S.A.

The corporate purpose of Telefonica Emisiones, S.A.U. is the issuance of preferred shares
and/or other financial debt instruments.

2. BASIS OF PRESENTATION OF THE FINANCIAL STATEMENTS

The financial statements have been prepared in accordance with the General Chart of Accounts
approved by Royal Decree 1514/2007, of November 16, as amended by Royal Decree
1159/2010 of September 17 and mercantile law prevailing at the reporting date of these financial
statements.

The figures shown in these financial statements are presented in thousands of euros unless
otherwise indicated.

2.1 True and fair view

These annual financial statements have been prepared on the basis of the Company’s
accounting records and have been drawn up in accordance with the Spanish generally accepted
accounting principles, as stated in legislation in force.

These financial statements present a true and fair view of the Company’s equity, financial
position and results of operations. The cash flows statement has been prepared to present fairly
the origin and usage of monetary assets such as cash and cash equivalents.

These financial statements were authorized by the Company’s joint and several directors
(“Directors”) on February 20, 2014 and it is expected that they will be approved by the Sole
Shareholder without modification.

2.2 Comparison of information

In accordance with commercial law, each item in the 2013 balance sheet, income statement,
statement of changes in equity, and cash flows statement are disclosed for comparison with the
information for 2012. Quantitative information from the previous year is also disclosed in the
notes to the financial statements, except when an accounting standard specifically states that
this is not necessary.



23 Critical issues regarding the valuation and estimation of uncertainty

No key assumptions exist regarding the future, or other relevant information regarding
uncertainty estimation at the reporting date, which represent a considerable risk that the carrying
amounts of assets and liabilities may require significant adjustments in the following financial
year.

3. APPROPRIATION OF PROFIT

The appropriation of 2013 profit to be submitted by the joint and several Directors for approval by
the Company’s Sole Shareholder is as follows:

(Thousands of euros)

2013
Proposed appropriation
Profit for the year 90
90
Appropriation to:
Voluntary reserves 90
90

4, RECOGNITION AND MEASUREMENT ACCOUNTING POLICIES

The main recognition and measurement accounting policies applied by the Company in the
preparation of these financial statements are the following:

4.1 Financial investments

Recognition and measurement

Loans granted are classified according to their maturities: loans maturing in 12 months or less
are classified as current and those maturing in over 12 months as non-current.

Upon initial recognition on the balance sheet, they are recognized at fair value which, unless
there is evidence to the contrary, is the transaction price, which is equivalent to the fair value of
the consideration paid plus directly attributable transaction costs.

Subsequent to initial recognition, these financial investments are measured at amortized cost,
using the effective interest rate method.

Impairment of financial assets

The carrying amount of financial assets is adjusted against the income statement when there is
objective evidence of actual impairment.

To determine impairment loss, the Company assesses the potential loss of individual assets and
also groups of assets with similar risk characteristics.



Cancellation

Financial assets (or, where applicable, a part of a financial assets or part of a group of similar
financial assets) are derecognized when the rights to receive cash flows have expired or when
the Company has transferred its rights to receive cash flows and has transferred substantially all
the risks and rewards of the assets.

Interest

Interest received is recognized as revenue in the income statement. Interest must be recognized
using the effective interest rate method from when the related loan is granted.

Financial assets are recognized separately on initial measurement based on maturity and
accrued explicit interest receivable at that date. Explicit interest refers to that obtained by
applying the contract interest rate to the financial instrument.

4.2 Financial liabilities

Recognition and measurement

These include financial liabilities originating from the issuance of debentures; they are classified
according to their maturities: amounts maturing in 12 months or less are classified as current and
those maturing in over 12 months as non-current.

Upon initial recognition in the balance sheet, they are recognized at fair value, which, unless
there is evidence to the contrary, is the transaction price, which is equivalent to the fair value of
the consideration received, adjusted by directly attributable transaction costs.

Following initial recognition, these financial liabilities are measured at amortized cost. Interest
accrued is recognized in the income statement using the effective interest rate method.

Cancellation

Financial liabilities are derecognized when the obligation under the liability is discharged,
cancelled or expires.

When an existing debt instrument is replaced by another on substantially different terms, the
original financial liability is derecognized and the new financial liability is recognized. Financial
liabilities whose contractual terms are substantially modified are also recognized.

The difference between the carrying amount of the derecognized financial liability (or part of it)
and the consideration given, plus any attributable transaction costs, which also includes any new
asset transferred other than cash or any liability assumed, is recognized in the income statement
in the year in which it arises.

When existing debt instruments are exchanged for other debt instruments on terms that are not
substantially different, the original financial liability is not derecognized, and the commissions
paid are recognized as an adjustment to the carrying amount. The new amortized cost of a
financial liability is determined by applying the effective interest rate, which equates the carrying
amount of the financial liability on the modification date to the cash flows to be paid as per the
new terms.



Terms are deemed to be substantially different when the lender is the same entity that granted
the initial loan and the present value of the cash flows under the new terms, including any fees
paid net of any fees received and discounted using the original effective interest rate, is at least
10 per cent different from the discounted present value of the remaining cash flows of the original
financial liability.

Interest

Interest expense is recognized in the income statement. Interest expense must be recognized
using the effective interest rate method from when the related liabilities are issued.

Financial liabilities are recognized separately on initial measurement based on maturity and
accrued explicit interest payable at that date. Explicit interest refers to that obtained by applying
the contract interest rate to the financial instrument.

4.3 Cash and cash equivalents
This heading includes the unrestricted balance held in the Company’s account with the Group

company, Telefénica Finanzas, S.A.U, including local and foreign currency deposits fulfilling all
the following requirements:

. They are readily convertible to cash.

. They mature within three months from the acquisition date.

e They are subject to an insignificant risk of changes in value; and

. They are part of the Company's standard cash management strategy.
4.4 Income tax

The Company files consolidated corporate income tax returns with its Sole Shareholder.

Income tax expense for the year is calculated as the sum of current tax resulting from applying
the corresponding tax rate to taxable profit for the year, less any applicable rebates and tax
credits, taking into account changes during the year in recognized deferred tax assets and
liabilities. The corresponding tax expense is recognized in the income statement, except when it
relates to transactions recognized directly in equity, in which case the corresponding tax expense
is likewise recognized in equity while tax expense or income incurred in connection with business
combinations is recorded with a charge or credit to goodwill.

Deferred income tax is recognized using the liability method on all temporary differences at the
reporting date between the tax bases of assets and liabilities and their carrying amounts. The tax
base of an asset or liability is the amount attributed to it for tax purposes.

The tax effect of temporary differences is included in “Deferred tax assets” or “Deferred tax
liabilities” on the balance sheet, as applicable.

Deferred tax liabilities are recognized for all temporary differences, except where disallowed by
prevailing tax legislation.

The Company recognizes deferred tax assets for all deductible temporary differences, unused
tax credits and unused tax loss carryforwards, to the extent that it is probable that future taxable
profit will be available for the tax group against which these assets may be utilized, except where
disallowed by prevailing tax legislation. ‘

10



At each reporting date, the Company assesses the deferred tax assets recognized and those
that have not been previously recognized. Based on this assessment, the Company
derecognizes a previously recognized asset if its recovery is no longer probable, or it recognizes
any deferred tax asset previously unrecognized, provided that it is probable that future taxable
profit will be available against which these assets may be utilized.

Deferred tax assets and liabilities are measured using the tax rate expected to apply at the date
of their reversal, as required by current legislation and based on the manner in which the
deferred tax asset or liability is reasonably expected to be recovered or settled.

Deferred tax assets and liabilities are not discounted and are classified as non-current assets or
liabilities, respectively.

4.5 Revenue and expenses
Income and expenses are recognized on an accrual basis.
4.6 Foreign currency transactions

The Company's functional and presentation currency is the euro. Positive and negative balances
and costs denominated in foreign currencies are translated to euros at the exchange rates
prevailing at the transaction date, and are adjusted at year end to the exchange rates then
prevailing.

Monetary assets and liabilities denominated in foreign currencies are retranslated at the
functional spot rate of exchange at the reporting date. All differences arising on settlement or
translation of monetary items are taken to the income statement in the period in which they
occur.

4.7 Classification of current and non-current assets and liabilities

Assets and liabilities are classified in the balance sheet as current and non-current. Accordingly,
assets and liabilities are classified as current when they are associated with the Company’s
operating cycle and it is expected that they will be sold, consumed, realized or settled within the
normal course of that cycle; when they differ from the aforementioned assets and they are
expected to mature, to be sold or settled within one year; when they are held for trading or are
cash and cash equivalents whose use is not restricted to one year.

4.8 Related party transactions

Related party transactions are accounted for in accordance with the criteria described above.

4.9 Measurement criteria under International Financial Reporting Standards (IFRS)

The Company has issued securities listed on an organized market of an EU member state and

only publishes separate annual financial statements. Application of IFRS as adopted by the
European Union would not result in material differences in equity or in the income statement.

11



5. FINANCIAL ASSETS

The composition of “Financial assets” at December 31, 2013 and December 31, 2012 is as
follows:

(Thousands of euros)

2013 2012

Non-current financial assets
Loans to Group companies (Note 5.1) 30,422,852 30,986,608

30,422,852 30,986,608

Current financial assets
Loans to Group companies (Note 5.1) 4,983,718 4,250,511

TOTAL FINANCIAL ASSETS 4,983,718 4,250,511

In 2013 the Company extended additional financing to Telefénica, S.A. for a total of 4,352,887
thousand euros (in loans denominated in euros, US dollars, and Swiss francs) and received
funds from the settlement of loans (to the same borrower) of 3,598,155 thousand euros.

Particularly noteworthy among the agreed-upon re-financing operations is a loan entered into on
March 27, 2013, following the settlement of the transaction for the exchange of outstanding
bonds and debentures for newly issued bonds and debentures (see Note 7), through which the
Company granted a new loan (number 55) to Telefénica, S.A., the principal of which was 1,000
million euros, maturing on March 26, 2021 at an annual rate of interest of 3.961%. On this same
date, the borrower (Telefénica, S.A.) and the Company agreed to the early repayment of part of
loan numbers 33 and 43 for 407 million euros and 198 million euros, respectively.

On March 26, 2013, as a result of the completion of a transaction to re-purchase a bond
denominated in Pound sterling (see Note 7), the borrower (Telefonica, S.A.) and the Company
formalized the early repayment of part of loan number 12 (see Note 5.1) for a total of 204 million
pounds sterling.

12
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The fair value of loans granted to Telefénica, S.A. was 37,758,470 thousand euros at December
31, 2013 and 37,351,581 thousand euros at December 31, 2012.

The calculation of the fair values of the Company’s investments in Group companies and
associates required an estimate for each currency of a credit spread curve using the prices of the
Telefénica Group’s bonds and credit derivatives (where applicable).

The maturity schedule for non-current assets included in this category at December 31 2013 and
December 31, 2012 is as follows:

(Thousands of euros) 2013 2012
Between 1 and 2 years 2,949,137 4,313,644
Between 2 and 3 years 5,909,569 3,424,811
Between 3 and 4 years 3,971,638 6,201,255
Between 4 and 5 years 3,592,909 3,998,240
Over 5 years 13,999,599 13,048,658
TOTAL 30,422,852 30,986,608
6. EQUITY

6.1 Share capital

Share capital at December 31, 2013 comprised 62,000 shares with a nominal value of 1 euro
each. The Company's Sole Shareholder is Telefonica, S.A.

Telefénica Emisiones, S.A.U. is a Sole-Shareholder company and this fact, together with the
identity of the Sole Shareholder, is on record at the pertinent mercantile registry.

6.2 Reserves

In accordance with the Corporate Enterprises Act, until the balance of the legal reserve exceeds
20% of share capital, it cannot be distributed to the Sole Shareholder and can only be used to
offset losses if no other reserves are available. The reserve can be used to increase capital by
the amount exceeding 10% of the new capital after the increase.

The legal reserve is fully set up and the remaining reserves are unrestricted.
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7. FINANCIAL LIABILITIES

The composition of “Financial liabilities” at December 31, 2013 and December 31, 2012 is as

follows:

(Thousands of euros)

Note 2013 2012
Non-current financial liabilities 30,419,346 30,981,666
Debentures, bonds and other marketable securities 71 30,419,346 30,981,666
Current financial liabilities 4,985,120 4,253,550
Debentures, bonds and other marketable securities 71 4,984,244 4252328
Current borrowings from Group companies and
associates 7.2 202 668
Trade and other payables 674 554

In 2013 the Company issued bonds and debentures maturing at long term, secured by
Telefénica, S.A., for a total of 4,352,384 thousand euros (denominated in euros, US dollars, and
Swiss francs) and redeemed bonds and debentures totaling 3,594,303 thousand euros.

The following financial transactions executed in the year are particularly noteworthy:

e On March 26, the Company re-purchased (and subsequently redeemed) 204 million
pounds sterling (245 million euros) of 500 million pounds sterling notes, maturing on

January 31, 2014 and bearing interest at a rate of 5.888%.

e On March 27, the Company issued 1,000 million euros of notes, maturing on March 26,
2021 and bearing interest at a rate of 3.961%. A portion of these notes (605 million
euros) was exchanged for outstanding obligations, maturing on March 24, 2015 and
February 3, 2016 and bearing interest at a rate of 3.406% and 4.967%, respectively. The
Company redeemed the notes received in the exchange. Since this exchange of debt
instruments does not have any substantially different conditions, it has been considered

debt re-financing.
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The fair value of the debentures and bonds issued by the Company was 37,750,846 thousand

euros at December 31, 2013 and 37,339,211 thousand euros at December 31, 2012.

The calculation of the fair values of the Company’s financial debt instruments required an
estimate for each currency of a credit spread curve using the prices of the Company’s bonds and

credit derivatives; the same used for financial assets (see Note 5).

The maturity schedule for non-current liabilities included in this category at December 31, 2013

and December 31, 2012 is as follows:

(Thousands of euros)
2013 2012

Between 1 and 2 years 2,949,184 4,313,037
Between 2 and 3 years 5,908,272 3,424,849
Between 3 and 4 years 3,971,528 6,199,525
Between 4 and 5 years 3,593,162 3,998,375
Over 5 years 13,997,200 13,045,880
EOIAL HONGURRENT 30,419,346 30,981,666

LIABILITIES

7.2 Payable to Group companies and associates

The heading primarily includes accounts payable in connection with current amounts payable to
Telefénica, S.A., as head of the tax group to which the Company belongs for 202 thousand euros

(668 thousand euros in 2012).
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8. TAXES

Under prevailing tax regulations, tax returns may not be considered final until they have either
been inspected by tax authorities or until the four-year inspection period has expired. The
Company is open to inspection of all taxes for which it is liable over the last four years.

The Company’s joint and several directors and tax advisors consider that, in the event of a tax
inspection, no significant tax contingencies would arise as a result of varying interpretations of
the tax legislation applicable to the Company’s transactions.

The reconciliation of profit for the year to taxable income for 2013 and 2012 is as follows:

(Thousands of euros)

2013 2012
Accounting profit before tax 129 2,777
Permanent differences - -
Temporary differences - -
Adjusted accounting profit 129 2,777
Taxable income for the year 129 2,777
Tax expense 39 833

The Company files consolidated income tax as part of Tax Group 24/90, whose parent is
Telefénica, S.A. with tax identification number A28015865. As the Company obtained a profit in
2013, it recognized a tax expense corresponding to 30% of this profit.

Payments on account of income tax made during the year made to Telefénica, S.A., as parent of
the tax group, amounted to 163 thousand euros. At December 31, 2013 and December 31, 2012,
the Company has no unused tax credits on income tax payable in future years.
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9. INCOME AND EXPENSES

9.1 External services

(Thousands of euros)

2013 2012
Independent professional services 546 684
Other services 2,446 2,154
Banking and similar services 3 2
TOTAL EXTERNAL SERVICES 2,995 2,840

Independent professional services primarily include audit related expenses, while other services
primarily reflect costs incurred on services provided by rating agencies and by the tax
certification agent for coupon payments.

9.2 Finance income

Finance income from investments in Group companies and associates primarily includes interest
earned on loans granted to Telefénica, S.A.

9.3 Finance costs

Finance costs on third-party borrowings include expenses accrued during the respective years
on outstanding debentures.

9.4 Exchange gains (losses)

The breakdown of assets and liabilities in foreign currencies at December 31 are as follows:

2013 Swiss us Pounds Czech Japanese
(Thousands of euros) francs dollars sterling  crowns yen
Assets

Loans to companies 508,734 9,698,550 4,080,968 143,895 119,051
Liabilities

D =g anicrer 508,837 9,698,850 4,081,099 143,969 119,187
marketable debt securities

2012 Swiss us Pounds Czech Japanese
(Thousands of euros) francs dollars sterling  crowns yen
Assets

Loans to companies 330,519 10,753,472 4,431,237 156,886 151,661
Liabilities

Dt 3, boads gud offiar 330,585 10,753,392 4,431,462 157,000 151,687

marketable debt securities
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The breakdown of transactions executed in foreign currencies is as follows:

2013 Swiss us Pounds Czech Japanese
(Thousands of euros) francs dollars sterling  crowns yen
Interest income 10,823 522,254 226,180 6,606 4,806
Interest expense 10,782 521,390 226,068 6,575 4,936
2012 Swiss us Pounds Czech Japanese
(Thousands of euros) francs dollars sterling crowns yen
Interest income 464 554,602 229,229 8,828 3,902
Interest expense 462 553,656 229,130 8,798 3,943

The breakdown of exchange differences recognized in the income statement by type of financial

instrument is as follows:

(Thousands of euros)

2013 2012
Loans to companies
Transactions settled during the financial year 18,699 1,410
Transactions pending settlement at year end 601,892 126,550
620,591 127,960
Accounts payable
Transactions settled during the financial year (18,651) (1,413)
Transactions pending settlement at year end (601,891) (126,558)
(620,542) (127,971)

Exchange gains and losses are generated on the various securities and loans issued in foreign
currencies, which are measured at the exchange rates prevailing at the reporting date.
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10. RELATED PARTY DISCLOSURES

10.1  Related parties

Company transactions in 2013 with related parties, carried out under market conditions, and the

nature of the relationship are as follows:

Nature of the relationship

Telefénica, S.A.

Telefonica Finanzas, S.A.U.
Telefonica GSC Esparia, S.A.U.
Telefénica Europe, B.V.

Group parent
Group company
Group company
Group company

10.2 Balances

Balances with related parties are as follows:

(Thousands of euros) Other Other
Parent Parent
Group Group
Company . Company :
2013 companies 2012 companies
2013 2012
Non-current loans (Note 5) 30,422,852 - 30,986,608 -
Current loans (Note 5) 4,983,718 - 4,250,511 -
Cash and cash equivalents - 2,300 - 2,288
Current borrowings 202 558 668 283
10.3 Transactions
Transactions entered into with related parties are as follows:
(Thousands of euros) Other Other
Parent Parent
Group Group
Company : Company :
2013 companies 2012 companies
2013 2012
External services (Note 9.1) - (69) - (58)
Finance income - interest (Note 9.2) 1,712,137 3 1,607,455 8
Exchange gains (Note 9.4) 620,591 - 127,961 -
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11. OTHER DISCLOSURES
111 Auditors’ fees

The fees accrued in 2013 and 2012 to the various member firms of the EY global organization
(formerly Ernst & Young), to which Ernst & Young, S.L. (the auditors of Telefénica Emisiones,
S.A.U.) belongs amounted to 263 thousand euros in 2013 and 189 thousand euros in 2012, and
were solely for audit services.

11.2 Directors disclosures

In 2013, the Company'’s joint and several Directors received no remuneration of any kind. No
advances or loans have been granted to Directors, nor does the Company have any pension or
life insurance pension obligations to them.

Pursuant to sections 229 and 230 of the Corporate Enterprises Act, the potential conflicts of
interest notified by the Directors of the Company are as follows:

a) Direct or indirect stakes held by Directors and their affiliates as defined in Section 231 of
the Corporate Enterprises Act in companies with the same, analogous or similar
corporate purposes as that of the Company, and the positions or duties they perform

therein.
Director Investee % of ownership (1) Duties
Eduardo J. Alvarez Gémez Telefénica, S.A. <0.01% Director of Finance
Juan José Gémez Miguelafiez () Telefonica, S.A. <0.01% Dlre_,-ctor of Treasury,
Risk & Insurance
Juan José Gémez Miguelafiez Telefonica Factoring Brasil <0.01% Director

(1) % of direct equity interest < 0.01% is shown if the holding is less than 0.01% of the share capital.
(2) On December 18, 2013 Juan J. Gémez Miguelanez stepped down as Director of Treasury, Risk & Insurance of Telefénica, S.A.
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b) Engagement, for their own account or the account of others, in a business that has the
same, similar or complementary business activities as the business activities constituting
the corporate purpose of the Company:

Arrangement Position held
! ek der which Company through which the SSEIOn iei0ar
Director Activity performed  ¢d activity is activity is rendered . duties
performed ty discharged
Proprietary
Eduardo J. Financing, On behalf of s director
Alvarez Gémez Telefénica Group third parties VAR B, 2 representing
Telefénica S.A.
Eduardo J. Financing, On behalf of 7 i Joint and several
Alvarez Gémez Telefénica Group third parties Tosionicai anicipaGaRes St director
Juan José ; . . -
; Financing, On behalf of s : Executive Vice
_Gome~z Telefénica Group third parties Teigianica Bibdnegs; S, Chairman
Miguelariez
Juan José : . . )
; Financing, On behalf of : sk Executive Vice
.Gome~z Telefonica Group third parties hissteiexico, SARe Cad Chairman
Miguelafiez
Juan José . .
Goémez Fllna.ncmg, Or_1 behal_f of Telfisa Global, B.V. Chairman
: - Telefénica Group third parties
Miguelafiez
Juan Jose . . ;
, Financing, On behalf of e 1 Aot Joint and several
.Gome~z Telefonica Group third parties Telefonica Participaciones, S.A.U, director
Miguelafiez
Juan José
Gomez Factoring %?rgegﬂ{:sf Telefonica Factoring Espafia, S.A. Director
Miguelafiez P
Juan José
Gomez Factoring %?rgegﬂ{eif Telefénica Factoring Peru Director
Miguelafiez P
Juan José
Gomez Factoring %?rcll)eg?-:ifeosf Telefonica Factoring Colombia Director
Miguelafiez P
Juan José
Gomez Factoring %?rc?egﬂifeosf Telefénica Factoring Brasil Director
Miguelafiez P
Juan José
Goémez Factoring %Trg er;?,!if;sf Telefénica Factoring México Director
Miguelafiez P
Juan José
Gomez Factoring g]?rgegﬂ{ec;f Telefonica Factoring Chile Director
Miguelaniez g
Jlggn:llgse T— On behalf of Seguros de Vida y Pensiones Director
: z third parties Antares, S.A.
Miguelafiez
Juan José ;
1 On behalf of . Director and
_Gome_z Insurance third parties Casiopea Re, S.A. Chairman
Miguelarfiez
Juan José .
Gbémez Insurance Of.‘ behal_f of Telefénica Insurance, S.A. Dlrec;or and
k - third parties Chairman
Miguelafiez
J”Gag n;'g:e PR/ Onbehalf of  Telefénica Luxembourg Holding, Director and
i 3 third parties S.ar.l Chairman
Miguelafiez
Juan José : Fonditel Pensiones, Entidad .
Gomez Mutual and pension Or? behalf of Gestora de Fondos de Pensiones, Prqpnetary
: 2 fund management third parties director
Miguelafiez S.A.
Juan doss lnsurance ahd On behalf of , . Director and
Gomez reinsurance . . Pléyade Peninsular :
. - third parties Chairman
Miguelafiez company
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11.3 Environmental disclosures

At December 31, 2013 and December 31, 2012, the Company had not designated significant
assets to environmental protection or restoration, nor had it incurred any expenses for this
purpose during the year. Likewise, no environmental grants were received during the years
ended December 31, 2013 and December 31, 2012.

The Company’s joint and several Directors consider that the environmental risks which might
arise in connection with the Company's business activities are adequately covered, and that such
liabilities would not be significant.

11.4 Information regarding deferred payments to suppliers in commercial transactions

Telefénica Emisiones, S.A.U. has completed the adaptation of its internal processes and
payment schedules to the provisions of Law 15/2010, establishing measures against late
payment in commercial transactions. Engagement conditions with commercial suppliers in 2013
and 2012 included payment periods of up to 60 days and 75 days, respectively, as laid down in
Transitional Provision Two of the aforementioned law.

Information on contracts under agreements entered into after Law 15/2010 took effect that
exceed the maximum period established in this law is shown in the table below.

Payments made and outstanding at the
reporting date

2013 2012
(Thousands of euros) Amount % Amount %
Within the maximum legal timeframe 2,453 100 1,595 100
Others - - - -
Total payments in the year 2,453 100 1,595 100

Weighted average payment days = 2 - z
Deferrals at year-end exceeding the legal limit - - - -

At both December 31, 2013 and December 31, 2012, there were no balances payable to
suppliers outstanding after the legal payment term.

11.5 Contracts entered into with the Sole Shareholder
Details of contracts entered into with the Sole Shareholder, Telefénica, S.A., including the date

these contracts were signed and a brief description of their purpose, characteristics and inherent
obligations of the contracting parties are as follows:

Contract Start date Purpose Characteristics

The Company will award loans under this

Financing Awarding of framework agreement pursuant to the specific
framework 04/29/2005 loans fo Sole . 1, and conditions agreed between the arties
agreement Shareholder for et loan P
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12. NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS

The debt issued by Telefénica Emisiones, S.A.U. on the capital markets is guaranteed by
Telefénica, S.A. Therefore, the credit risk on its issues is equivalent to a direct investment in
Telefonica, S.A.

The terms and conditions of financial assets held by Telefénica, S.A. are essentially the same as
those of its financial liabilities. Therefore, they are hedged against interest rate and liquidity risk.

13. EVENTS AFTER THE REPORTING PERIOD

The following events regarding the Company took place between the end of 2013 and the date of
authorization for issue of the accompanying financial statements:

e On January 31, 2014, the Company redeemed 296 million pounds sterling (360 million
euros) corresponding to the outstanding balance of bonds and debentures of 500 million
pounds sterling issued on December 28, 2006, bearing interest at a rate of 5.888%.

e On February 3, 2014, the Company redeemed, on the related maturity date, debentures
and bonds of 2,000 million euros issued on February 3, 2009, and bearing interest at rate
of 5.431%.

e On February 7, 2014, the Company redeemed, on the related maturity date, debentures
and bonds of 1,500 million euros issued on February 7, 2007, bearing interest at rate of
4.674%.

The issues were made under Telefénica Emisiones, S.A.U.’s 40,000 million euro European
Medium Term Note (EMTN) program, secured by Telefénica, S.A., of June 12, 2013.

14. ADDITIONAL NOTE FOR ENGLISH TRANSLATION

These financial statements were originally prepared in Spanish. In the event of discrepancy, the
Spanish-language version prevails.

These financial statements are presented on the basis of accounting principles generally

accepted in Spain. Consequently, certain accounting principles applied by the Company may not
conform with generally accepted principles in other countries.
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STATEMENT BY THE BOARD OF DIRECTORS OF TELEFONICA
EMISIONES, S.A. (Sole-Shareholder Company)

The annual financial statements of Telefénica Emisiones, S.A. (Sole-Shareholder Company) for
2013 were authorized for issue by the Company’s joint and several Directors at a meeting held
on February 20, 2014, and submitted for approval by the Sole Shareholder. All pages of these
annual financial statements, including this page, are signed and stamped by the joint and several
Directors.

Madrid, February 20, 2014

Joint and several Directors

(Signed on the original in Spanish)

Eduardo J. Alvarez Gémez Juan José Gémez Miguelafnez
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TELEFONICA EMISIONES, S.A.
(Sole-Shareholder Company)

MANAGEMENT REPORT FOR THE YEAR ENDED 31 DECEMBER 2013

Telefonica Emisiones, S.A. (Sole-Shareholder Company) is a Sole-Shareholder Company, whose
share capital comprises 62,000 ordinary shares with a nominal value of 1 euro each. Share capital
is fully subscribed and paid in. The Sole Shareholder is Telefénica, S.A.

In 2013, as in 2012, the Company had two joint and several Directors: (i) Eduardo J. Alvarez
Goémez and (ii) Juan José Gémez Miguelafiez.

In 2013, the Company continued to carry out the business that makes up its corporate purpose.
Highlights of the 2013 income statement include:

- Operating losses of 2,999 thousand euros (2,847 thousand euros in 2012). The most
relevant items are expenses incurred with credit rating agencies and the tax
certification agent for the payment of the coupons of outstanding bond issues.

- Net financial income of 3,127 thousand euros (5,624 thousand euros in 2012), from
interest and commissions earned on loans granted to Telefénica, S.A. and interest on
short-term financial investments received on positive balances in the account with
Telefonica Finanzas, S.A.U.

- The combination of these two figures and the income tax expense of 39 thousand euros
(833 thousand euros in 2012) gave rise to income from ordinary activities of 90
thousand euros (1,944 thousand euros in 2012).

Financial transactions undertaken in 2013 comprise debentures in Euros and Swiss francs issued
by Telefénica Emisiones, S.A.U. and guaranteed by Telefonica, S.A. under the 40 thousand
million euro European Medium Term Note (EMTN) program of June 12, 2013 and US dollars, in
an addemdun to the prospectus of Telefénica Emisiones guaranteed by Telefonica, S.A. dated May
22,2012 and registered in the U.S.Securities and Exchange Commission.

In addition, on March, Telefénica Emisiones S.A.U. entered into a transaction of exchange of
outstanding bonds and debentures (605,050 thousand euros) for newly issued bonds denominated
in euros maturing on March 2015 and February 2016 and re-purchased (and subsequently
redeemed) 204,200 thousand pounds sterling (244,932 thousand euros) maturing on January 2014.

As in 2012, the Company did not purchase or carry out any transactions involving treasury shares
or any research and development activities in 2013.

Going forward, the Company is expected to carry on its line of business, performing financial
transactions to raise finance for the Telefénica Group.

The debt issued by Telefénica Emisiones, S.A.U. (Sole-Shareholder Company) on the capital
markets is guaranteed by Telefonica, S.A. Therefore, the credit risk on its issues is equivalent to a
direct investment in Telefonica, S.A.

The terms and conditions of financial assets held by Telefonica, S.A. are essentially the same as
those of its financial liabilities. Therefore, they are hedged against interest rate and liquidity risk.
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Events after the reporting period:

The following events regarding the Company that took place between the end of 2013 and the date
of authorization for issue of the accompanying financial statements are as follows:

On January 31, 2014, the Company redeemed 296 million pounds sterling (360 million euros)
corresponding to the outstanding balance of bonds and debentures of 500 million pounds sterling
issued on December 28, 2006, bearing interest at a rate of 5.888%.

On February 3, 2014, the Company redeemed, on the related maturity date, debentures and bonds
of 2,000 million euros issued on February 3, 2009, and bearing interest at rate of 5.431%.

On February 7, 2014, the Company redeemed, on the related maturity date, debentures and bonds
of 1,500 million euros issued on February 7, 2007, bearing interest at rate of 4.674%.

The issues were made under Telefonica Emisiones, S.A.U.’s 40,000 million euro European
Medium Term Note (EMTN) program, secured by Telefénica, S.A., of June 12, 2013.

Annual corporate governance report:

The Company is a Sole-Shareholder company and therefore a specific corporate governance report
by the Company and the information required by Article 61 bis of the Spanish Securities Market
Law is not considered necessary. As its Sole-Shareholder is Telefonica, S.A., readers should refer
to the Telefonica, S.A. annual corporate governance report.

Related-party transactions:

The Company raises financing for its shareholder Telefonica, S.A., and has asset balances with
related companies.

This management report, together with the annual financial statements, were authorized for issue
by the joint and several Directors on February 20, 2014.

(Signed on the original in Spanish)

Eduardo J. Alvarez Gémez
Joint and several Director of Telefonica Emisiones, S.A. (Sole-Shareholder company)

(Signed on the original in Spanish)

Juan José Goémez Miguelafiez
Joint and several Director of Telefénica Emisiones, S.A. (Sole-Shareholder company)



