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The Board of Directors Telefonica's leadership
1 of Telefénica S.A. ... 1 is based on its values...

... has firmly committed to ...and on the awareness
2 informational transparency... 2 of its brands...

...and adopted the best practices ...so as to build its
3 of corporate governance 3 corporate reputation

This document includes commitments, performances and data from Telefonica in respect to corporate governance, intangible assets and its
relations with customers, shareholders, employees, society, environment, suppliers and media. This information has been obtained from internal
sources from the company. The data included in the document could be affected by later happenings and by evolution, and therefore its content
could suffer modification.

This Corporate Responsibility Report is inspired on the GRI guidelines (Global Reporting Initiative). Developing a commitment to transparency,
Telefonica will add new GRI indicators and guidelines in later publications
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Telefonica strives for
excellence in its service...

...based on its ability
to listen to customers

All of its actions should be aimed at responding
to the confidence its customers place...

...in a leading communications
group like Telefonica

Telefénica sets up communication
channels with its shareholders...

...and with the financial
community...

...offering complete and
transparent information

Telefénica’s employees are
the key to its leadership

Telefénica establishes a working environment
that ensures respect for human rights...

..and cares about the health
and safety of its employees

Telefénica strives to provide fair
compensation to its employees...

... favoring employee training
and professional development

Telefénica: a multidomestic
company...

...at the service
of society

The Telefonica Group takes the lead
in the development of the Information Society...

...respecting the values of the
communities in which we operate

Telefonica is committed
to preserve the environment...

... and to minimise the environmental
impact of its activities ...
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... and to develop services which contribute
to the protection of the environment

Telefénica works with a
wide range of suppliers

The company endeavours to build relationships
based on transparency and fair competition...

... for the mutual
benefit of both ...

... seeking to foster ethical standards
throughout the supply chain

Telefonica is aware of the
public’s interest in its activities...

... and provides transparent, up-to-date
and rigorous information




corporate PR
governance

Composition of the Board of Directors

—>15%

Non-executive directors

—2>45%
Independent directors

International representation

Workings of the Board

Monthly meetings

Attendance of the principal directors

to discuss relevant issues

Appointment of a Delegated Committee

Directors

Age limit
Appointments, Remuneration
and Good Governance Committee

Board Committees

Non-executive Executive Number of
directors directors sessions
Audit and Control Committee 4 8
Appointments, Remuneration and
Good Governance Committee 4 8
Human Resources and 4 3(*
Corporate Reputation Committee )
Regulations Committee 3 1 4(*)
Service and Commercial
Quality Committee 4 2()
(*) Since June 2002
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The relations between Shareholders and the Board of Directors are based on three core values: loyalty
towards the owners of the Company; enforcement of the resolutions and decisions taken by the
General Meeting; and transparency in the management of daily affairs. Telefonica is at the forefront
of companies applying the best practices in good corporate governance and its Regulations of the
Board of Directors are proof of this. However, we want to go one step further in our commitment to
corporate governance by extending Telefonica’s best practices to all our stakeholders.

Chairman of Telefonica. General Shareholders’ Meeting. 12 April 2002

... has firmly committed to ... and adopted the best practices
informational transparency... of corporate governance

'I 69 8 3 2 6 Internal Code of Conduct for
) )

registered minority shareholders securities markets issues

(as of 3 March 2003)
Renewal of the Control Committees
Regulations applicable to records, of the Board of Directors
disclosure and control of financial (26 June 2002)
and accounting information
(28 November 2002)

Disclosure of directors’ compensation

Regulations governing the disclosure
of information to the market
(in planning stage)

Annual Report on
Corporate Governance
(included in this report)

Internet

www.telefonica.com/ir/esp/index_es.html
www.telefonica.es/accionista
www.telefonica.es/gobiernocorporativo
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corporate governance

«Corporate governance is the system by which companies are directed and controlled. Under this definition, good
governance refers to a system which pursues the following aims: (a) strengthening the Board’s ability to supervise
the management of the Company while, at the same time, ensuring that all shareholders are represented and their
interests protected; (b) reinforcing the duty of loyalty required from members of the Board of Directors and
Management Committee; and finally (c) improving the transparency and accessibility of the information provided

to shareholders and investors»

Telefénica's Annual Report on Corporate Governance
(attached to this document) provides complete infor-
mation on Telefonica's corporate governance provi-
sions, and the good governance initiatives adopted
over last year.

Telefénica's fundamental rules of corporate gover-
nance are contained in the Company's Corporate
Statutes and in the regulations of its Board of Directors,
approved January 29,1997, and modified July 22,1998.

The principles inspiring Telefonica's corporate gover-
nance policies are:

+ Maximization of the company's value in the interest
of its shareholders.

+ The essential role of the Board of Directors in the
management and administration of the company.

Evolution of the «a+» service

start of 2002 mmm end 0f2002
90,991
54,840
31,125
25,256 21,516
14,257 I
Registered Active Work

users users Sessions
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+ Organizational flexibility.
- Informational transparency in relationships with
employees, shareholders, investors and clients.

1The Board of Directors
of Telefénica S.A. ...

Telefénica's Board of Directors meets the highest cor-
porate standards within its sector as far as its composi-
tion, operation, member profiles, and relations with the
Company and markets are concerned.

Composition of the Board
The Board of Directors of Telefénica S.A. shows the
following characteristics :

+ 75% non-executive members
* 45% independent members
« International presence

Operation of the Board and its Managing Committee

+ The Board of Directors meets monthly in accor-
dance with a preset annual calendar. There is a
pre-established agenda for each meeting, which
is forwarded to each board member in advance
along with the necessary documentation.

« In order to provide any necessary information and
clarification regarding the issues discussed, in
2002 the Group's highest-level executives atten-
ded all Board Meetings, so as to discuss those
matters for which they are responsible.

« The existence of a Managing Committee provides
the Board of Directors with greater operability
and efficiency in the performance of its duties,



The Committees of the Telefonica S.A. Board of Directors

Non-executive members

Executive members Number of sessions

Auditing and Control Committee 4 - 8
Appointments, Compensation

and Good Governance Committee 4 - 8
Human Resources and

Corporate Reputation Committee 4 - 3(%)
Regulation Committee 3 1 4(%)
Service Quality

and Business Services Committee 4 - 2(%)

(*) Since June, 2002.

with full respect for the principle of transparency
in its relationship to the Board.

Board Members

« Establishment of an age limit for performing duties.

« Formal, transparent selection procedure for Board
Members, starting with a proposal from the Appoint-
ments, Retributions and Good Governance Committee.

+ An adequate Board Member compensation policy,
based on criteria of moderation. (Starting this year,
specific information regarding such compensation
will be released.)

+ Regulation of the obligations arising from the mem-
bers' duties to be diligent and loyal. Such loyalty obli-
gations also apply to significant shareholders and
high-level executives.

Board's Committees

« Existence of Advisory or Control Committees com-
posed almost entirely of external members.

+ The Board comprises a committee responsible for
audit and control and a further committee whose
responsibility it is to make appointments and set
the remuneration policy.

Company's relationships with markets,

shareholders and external auditors

« Existence of important communication channels
through the shareholders office and the investor
relationships area.

« Establishment of measures to ensure the indepen-
dence of external auditors.

« Quick, accurate, reliable information to markets, and
the establishment for this purpose of information
communication procedures and controls.

« Periodic financial information prepared in accor-
dance with the same principles and professional

practices as the annual accounts, verified by the
Auditing Committee.

2 ... has firmly committed
to informational transparency...

Telefénica Group has firmly committed to ensuring
that all Company owners, shareholders with significant
numbers of shares, institutional investors, small share-
holders (minority shareholders), etc. receive all neces-
sary information at the right time, in the proper form.

Telefonica is the Spanish multinational with the gre-
atest number of minority shareholders. In accordance
with the information obtained from the «Servicio de
Compensacion y Liquidacion de Valores» (the Spanish
Central Securities Depository), at closing on March 3,
2003, the number of Telefénica shareholders was
1,698,326, in the light of individual records of natural
persons and legal entities.

The Company has established different communication
channels in order to transmit all information required
by the different stakeholders, for markets and institutio-
nal investors as well as minority shareholders. These
channels are constantly being improved, as shown by
the recent launch of the shareholders’ website, where
Telefonica's minority shareholders are provided with the
same information given to the Company's institutional
investors via the Investor Relations website.

During 2002, Telefénica approved two sets of internal
regulations about procedures and controls on recor-
ding, preparing and issueing both financial and non-
financial information.
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Stock Exchanges where Telefonica is listed

4 Spanish Stock Exchanges (Madrid, Barcelona, Bilbao and Valencia)

London Stock Exchange
Paris Stock Exchange
Frankfurt Stock Exchange
Tokyo Stock Exchange

New York Stock Exchange
Buenos Aires Stock Exchange
Lima Stock Exchange

Sao Paulo Stock Exchange

Included in the Stock Exchange Automated Quotation System (SEAQ International)

Regulations on records, communication

and control of financial/accounting information
These regulations were approved by Telefénica's
Board of Directors during the meeting held on
November 28, 2002. They regulate the internal proce-
dures and control mechanisms for preparing Compa-
ny financial/accounting information, and are
intended to ensure the application of homogeneous
accounting practices and policies throughout the
Group, and to establish a periodic evaluation system
for the operation of this system.

Regulations on the release of information to markets
These internal regulations govern the basic opera-
tional principles of the processes and systems to con-
trol the release of company information, in order to
ensure the priority, quality, and control of the infor-
mation divulged to the bodies regulating stock mar-
kets, and markets in general. These regulations are
now awaiting approval by the Board of Directors, hav-
ing been approved by the Auditing and Control Com-
mittee and the Appointments, Retributions and Good
Governance Committee.

These two sets of internal regulations meet the legal
requirements in this area established by the legisla-
tion of the different markets on which the Company's
securities are traded.

The preparation of an Annual Report on Corporate
Governance provides further evidence of the Compa-
ny's commitment to ensuring that markets, sharehold-
ers and investors receive complete information on the
Company.This report contains in-depth information on
Telefénica's corporate governance provisions and its
good governance practices, providing specific informa-
tion on how the company's management operates.

| 8_Telefénica S.A. Corporate Responsibility Annual Report 2002

Also to be found on the Internet, on a specific section of
the Company's website, there is complete information
on Telefonica's corporate governance policies. This
includes all relevant documents on Company regula-
tions and internal operation (statutes, regulations of
the Board of Directors, and the Internal Conduct Regu-
lations),information on all corporate and management
bodies, the Company's capital structure, etc.

3 ... and adopted the best practice of corporate
governance which have placed Telefonica in
the highest level of compliance in this field

At the beginning of 2002, Telefénica's Board of Direc-
tors set out to analyze the Company's corporate gov-
ernance practices in order to make any necessary
improvements, and to adopt the strictest standards
now being imposed before they actually took effect.

For this purpose, the following measures were adopted
during 2002:

Approval of new Internal Conduct Regulations
concerning the stock markets

These regulations involve adopting new rules of con-
duct regarding the use of privileged information,
such as making use of such information in order to
purchase and/or sell Company securities.

Telefonica decided to make these regulations applicable
to all persons who more frequently access to privileged
information. This not only includes high-level company
executives and members of the Board of Directors, but
also personnel in some areas who frequently handle
privileged information as part of their jobs.
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These regulations go further than strict requirements
of current legislation by also prohibiting operations
with Company securities one month before the
Annual Accounts are presented by the Board of Direc-
tors, and before quarterly and biannual financial
information is released by the Company.

In addition, the internal regulations set forth the prin-
ciples to be followed in situations where there is a
conflict of interests.

To ensure proper compliance with these regulations,
an Enforcement Committee is being created, along
with an Enforcement Unit in charge of enforcing
compliance with the obligations described.

Renewal of the Board of Directors' Advisory

and Control Committees

The duties of the Advisory and Control Committees
provide support in the different areas handled by
each Committee. Proper operation of these commit-
tees is important in order to constantly examine
and monitor the areas that the Board has deemed
especially relevant to good company governance.

Telefonica is well aware of the importance of these
committees. For this reason, on June 26, 2002, the
Board of Directors approved the reorganization of
the Board's Control Committees, assigning new
duties in the area of corporate governance to the
Appointments and Retributions Committee, and in
the area of corporate reputation to the Human
Resources Committee.

In addition, in keeping with the most widespread good
governance recommendations, the composition of
these committees was renewed so that they are

pertagu
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almost completely composed of external and non-
executive members.

Information on Board member compensation

One of the issues that markets increasingly demand,
which is repeated on numerous questionnaires for
inclusion in investment indexes, is whether the com-
pany provides individualized information on the com-
pensation provided to Board members or not. This is
a good governance practice widely demanded of
large companies, and Telefénica has decided to pro-
vide this information, specified individually by posi-
tion or title on the Board and its commissions.
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Intangible
assets
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Telefonica's leadership
is based on its values...

To shareholders and investors
- Transparency
- Returns

To customers
+ Quality
+ Compliance

To employees
« Clarity
+ Development

To society

« Contribution
« Proximity

To society
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To customers

Returns

Transparency

To shareholders
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...and on the awareness
of its brands...

Brand strategy and creation

Business Brand Brand
strategy strategy architecture

Brand architecture

“Jelefonica

Brand management

Registered trademarks (December 2002)
1.706

Registered domain names (December 2002)

2.182

Measurement systems

Contribution of Telefénica brand to the revenue generated
(data in percentages)

Mobile telephony @ Fixed-line telephony

operations operations
17 26
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intangible assets

Brand values and features

mmm \alues shared by target public
Brand attributes

Returns

Transparency Vital
Quality Close
Compliance Nonexclusive
Commitment
Clarity Proximity Expressive
Development Sociable
Commitment Open

Responsibility

Tust

[ 12_Telefénica S.A. Corporate Responsibility Annual Report 2002

Telefonica’s leadership...

At Telefénica, our aim is that all of our customers,
employees, shareholders and the communities in
which we operate will trust our ability to deliver on
our promises.

Based on this relationship of trust, Telefénica intends
to build a new leadership approach that will enable it
to be among the world’s major telecom operators. The
company aims to be acknowledged as a pre-eminent
multidomestic group operating both on a global and
local scale.

1...is based on its values...

Telefénica’s leadership is based on the Group’s values,
which reflect its aim of winning its stakeholders’
trust. These core values define the company’s philoso-
phy: proximity and commitment.

Telefonica’s values are central to its relations with
stakeholders. That is why the company is intends to
achieve returns and transparency for shareholders;
quality and compliance for customers; clarity in rela-
tionships and professional development for employees;
and contribution and proximity in relation to society.
Combined together, these values allow the Company to
establish a relationship of trust with its stakeholders.

Telefonica is aware that talking about trust is one
thing, but building trust day after day by making the
right commitments and by meeting them consistent-
ly is another. In other words, Telefonica’s aim is to
show that it is capable of «walking the talk».



Telefonica Group values
(stakeholders)

What we do

HE
B B N 1 What we achieve

shareholders

employees
clarity and professional development
mutual commitment

society

To our shareholders and investors

returns and transparency

sustained leadership

customers

quality and compliance

satisfaction

contribution and proximity
respect and admiration

To our employees

« Transparency. Meeting our committment to provide
our shareholders, investors and other stakeholders
with all the information they need.

« Returns. Deploying a robust and sustainable busi-
ness model.

To our customers

- Clarity. Making sure that all employees of the Group
are always provided with complete and quality
information.

« Professional development. Ensuring that Telefonica’s
staff are offered the best career opportunities.

To society

+ Quality. Ensuring that our products, services and
customer service meet the highest standards.

+ Compliance. Committing ourselves to delivering on
our promises.

« Contribution. Building a bond of trust with the com-
munities it serves, based on its contribution to
society through targeted policies in the field of
social responsibility, environmental impact and inte-
gration.

« Proximity. Providing global services whilst endeavou-
ring to meet the needs and unique circumstances of
the communities in which it operates.
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(1) Values are calculated annually by
Telefonica’s Corporate Marketing
Department and by FutureBrand as an
independent organisation. The values
thus calculated may be in excess of
the cost of acquiring such trademarks,
should it be the case. Due to the
nature and purpose of the indicator,
and given that it does not result from
any business combination -FAS 141
«Business Combinations» and/or IAS
38 «Intangible Assets»- the value
cannot be taken into financial
account. Should the trademarks be
taken into financial account, the
calculation must be adjusted in line
with the requirements laid down

by European regulatory bodies and by
the competent Spanish authorities
and/or with any international rules
applicable to the presentation of
Telefonica’s results.

Contribution of Telefénica's Brand
to Group’s total revenue’
(data in percentage)

Mobile telephony
mmm fixed telephony
26
22
21

19 18 19

17 17
15 15

Spain Chile Argentina Brazil Peru

2 ... and on the awareness of its brand...

Telefénica’s brand can be defined as a valuable strategic
asset which conveys the Company’s value statement; a
symbol that can be readily identified by all our stake-
holders and which creates value for the business.

Telefonica’s brand portfolio is estimated to be worth
16,600 million™. This calculation only refers to brands
that are highly visible and which have been backed
by a substantial marketing investment. This high
value highlights the need to have an efficient strat-
egy based on well-targeted management and con-
trol mechanisms. One of the methods used to
calculate the value of a company’s brand portfolio
consists of determining its ability to create demand.
Brands which include Telefénica as part of their
wording account for approximately 9o% of the total
brand value. As regards their contribution to revenue
creation, it ranges from 13% to 26% depending on
the characteristics of each business and the scope of
its direct customer base.

2.1 Brand strategy and creation

The brand has a global impact on all of the Group’s
operations, including its communication services
marketing, the communications carried out by the
company as a whole and its contacts with stakehol-
ders. As a result the Group’s brand strategy is desig-
ned to serve the interests of its overall business
strategy,and it is developed by means of architecture,
management and measurement systems.

Telefénica’s brand strategy is primarily focused on
ensuring that its products and services are identi-
fied, communicated and marketed in a clear, effi-
cient and consistent manner, not only on a global
scale but also on a local level.

2.2 Brand architecture

Brand Architecture is designed to optimise the position
of the corporate brand within the organisation. This is

The Brand Strategy is intended to boost the Business Strategy

Brand management

Brand strategy

Vision
Organisation
Business lines
Market
Opportunities

Attributes
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Positioning

Brand creation

Brand architecture

E Type, number, relations

and role of brands, P&S,
subsidiaries, etc.



Global Brand Architecture

Corporate Brand
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achieved by setting a series of hierarchical relationships
between the various brands, sub-brands and products
and services, both on a local and global level.

The Group’s Brand architecture includes brands that
are directly connected or associated with Telefénica, on
one hand, and independent brands, on the other,
depending on the brand’s connection with Telefénica’s
traditional activities, its degree of participation and the
historical links between both organisations.

The evolution of the brand architecture over time
reflects the evolution of the Company itself, which
turned from being a leading telephony service provider
in its domestic market to providing telecom services
and achieving a global leadership position in the area of
multimedia and multiplatform services and solutions.

2.3 Brand management

Some of Telefonica’s brands are leaders in their sectors
and in the markets in which the company is present. As
a result, the company needs a centralised system to
manage its brand portfolio which enables it to produce
guidelines, implement regulations and deploy tools for
measuring the brand’s image on a global scale. This
Brand managment is applied to its copyright and
patent rights portfolio wich includes up to 2,182
domain names and 7,706 trademarks.

2.4 Measurement systems

Telefénica is committed to maintaining and enhancing
the brand’s reputation, image, satisfaction and rela-

“e Independent Brands backed by Telefonica

gua- =
Publigyias

Jelefonica

Telefénica’s copyright and patent right portfolio

mmm Domain names
Trademarks 8070

7496 7706
6275 6441 6630

5133

2210 2182

[ I I
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0 0 20 = B

1996 1997 1998 1999 2000 2001 2002
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Brand Awareness on the fixed telephony market

Fixed Telephony Spain Chile Argentina’ Brazil Peru
Spontaneous awareness 2002 Telefénica Telefénica CTC Telefénica Telefénica Telefénica
Position 12 12 12 22 IE
Top-of-mind awareness 79% 4% 52% 43% 92%
Number of people who mentioned the brand  98% 98% 95% 93% 99%
Source: «Tracking de publicidad y salud de marca». Millward Brown. (1) last data available for Argentina 2001.

Brand Awareness on the mobile telephony market

Mobile Telephony Spain Chile Argentina Brazil Peru
Spontaneous awareness 2002 T. Movistar T. Movil Unifén T. Celular T. Movistar
Position 12 12 22 12 12
Top-of-mind awareness 51% 24% 22% 34% 51%
Number of people who mentioned the brand  90% 68% 60% 62% 86%
Source: «Tracking de publicidad y salud de marca». Millward Brown.

Brand Awareness of Terra as an Internet portal

Internet Spain Chile Mexico Brasil

Position 12 12 20 30

Top-of-mind awareness 15,2% 14,4% 10,5% 8,8%

Number of people who mentioned the brand 24,4% 28,2% 252% 18,6%

Suggested awareness 99,5% 91,7% 93,2% 98%

Source: Brand Audit (December 2002). Ikerfeld.

tionship with the target public.To do this, the Company
has developed a system to manage and assess the
information shared by the various business lines and
countries, which includes an array of processes, metrics
and information systems that are applied consistently
throughout the Group.

According to marketing surveys conducted in 2002,
Telefonica is among the top two brands mentioned by
customers in all the markets in which operates. The fol-
lowing studies provide information about the
Company, which ranks first in terms of top-of-mind
awareness and overall brand awareness (number of
people who mentioned the brand) in all the markets
and countries in which the company is established.

3 ... so as to build its corporate reputation

A Company of the size of Telefonica daily deals with
millions of communications with its stakeholders,
whether these have a direct or indirect interest in the
business, such as customers, shareholders, investors,
employees, partners, the media, suppliers, etc.

In the light of this, Telefénica has embarked on a
Corporate Reputation Project with a twofold aim: first-
ly, to identify and draw up a list of all the contact points
in its day-to-day relations with its stakeholders; and
secondly, to put in place an efficient and consistent sys-
tem for managing these contact points.

The analysis led to the following conclusions. First of
all, more than 750 contact points were identified
around six main themes (finance, communication,
management, technology, social issues and legal mat-
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ters); out of these, over 150 points (20% of total) were
considered «critical», not only because of the damage
they can cause to the Company’s reputation, but also
because of the likelihood of such damage occurring. In
a second stage, the 150 contact points were grouped
together and divided into 8 groups representing the
intangible assets that have an impact on corporate rep-
utation: ethics, values, company mission and vision,
strategy and organisation, corporate responsibility
(social, environmental and working practices), identity,
corporate governance and communication. In the third
and final stage, Telefénica’s aim is to design a series of
procedures on the basis of each contact point that will
be applied globally across the Group.

Integrated management of intangible assets:

the Integrated Corporate Reputation Model (MIRC)

Telefonica has set up an Integrated Model of Corporate

Reputation (MIRC) with the aim of integrating the

management of non-financial assets so as to create

more value for stakeholders in the long term.The MIRC
can be defined as the guidelines to building reputation.

It is composed of three different levels:

« The first level focuses on the variables that form the
bedrock of corporate reputation: ethics; an essential
foundation on which to build a relationship of trust;
values; these outline the company’s core philosophy
and behaviour; vision and mission, which set out the
company’s ultimate goal; and organisation, which is
critical to determining what steps must be taken in
order to bring the Company’s vision to fruition and
the resources allocated to this objective.

The second level is centred on the Company’s philo-
sophy, with the three main principles that are key to
building a good corporate reputation: social responsi-
bility, which includes social action, the Company’s



Telefonica's Corporate Reputation
Integrated Management Model

shareholders
-

Communication

suppliers
»

impact on society, working practices and environmen-
tal issues; corporate identity -the Company’s backbo-
ne-; and corporate governance, which focuses on the
mechanisms designed to ensure transparency and to
control and monitor the Company’s behaviour.

+ The third and final level concerns communication
with the target public within a consistent, coherent
and transparent framework. The communication of
all aspects of a company’s activities, beyond purely
financial issues, generates increased value.

Ultimately, Telefonica’s Corporate Reputation Project
seeks to establish the Group’s reputation, ensuring
that its relations with stakeholders are an opportuni-
ty to earn their trust.

Foro de Reputacién Corporativa

In September 2002, Aguas de Barcelona, BBVA, Repsol-
YPF and Telefénica created the Foro de Reputacion
Corporativa. Through this initiative, all four compa-
nies aim to share their knowledge and experiences in
the field of corporate reputation management.

The Foro is co-ordinated by the Instituto de Empresa,
which acts as Technical Secretariat, and aims to offer a
place where people can meet to analyse and dissemi-
nate corporate reputation trends, tools and models to
be applied to corporate management. To that end, the
Foro is supported by a network of academics and busi-
ness experts. Its main goal is to increase the value of
the member companies by using intangible assets as a
means of generating value. Its main lines of action are:

« To share research and disseminate knowledge in the
field of corporate reputation.

« To analyse different models for managing corporate
reputation.

legislator v y Customers
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2 £
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strategy and organisation
N ethics 4
employees media
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« To evaluate intangible assets. To define indicators
and develop corporate reputation measurement
systems and other related methods that make it
possible to quantify the impact of corporate reputa-
tion policies on business management.

« To study the influence of and interrelations between
the main intangible variables of corporate reputa-
tion: ethics, social responsibility, identity, brand and
corporate governance.

The Foro de Reputacién Corporativa is committed to
promoting private and public initiatives aimed at
increasing confidence in the financial and business
markets, with a view to protecting the interests of stake-
holders as well as to responding to social concerns.

Foro de Reputacion Corporativa
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customers

quality and compliance

Awarded

In the process of
being awarded

Spain
Argentina
Brazil

Peru

Chile

ca S.A. Corporate Responsibility Annual Report 2002

Quality Certificate

ISO 9000
Certificates

1.2

n

15

e 25
®16

Service Parameters
Network digitalisation
(data in percentages)

100 100

98

68/

54

95

38

Argentina

Brazil Chile Peru
Time required to install

a basic line (data in days)

)

8

g

Telefonica de Espana

e @ ® @

90 93 95 98

Quality improvement
initiatives
Six Sigma Project

Employees

700

trained

Through Telephone
Customer Helplines

Calls to customer
service centres
(data in millions)

Telefénica
de Espafia

Telefonica
Latinoamérica

Telefonica

Moviles

24

Through the Internet

www.telefonica.pais
(number of visits
in millions) 45
]
25

+70% >

2002

2001

www.telefonicaonline.com
(number of registered users,
in milli

in millions) 134

0.87
[s)

+53%

2002

2001

Through Customer
Associations

By listening
to the audience



Telefénica pursues its customer satisfaction

Satisfaction regarding the new strategic services

(data in percentages)
ADSL Long-distance
Telefénica de Espana Telesp

Satisfied Satisfied

85.6 84
No opinion No opinion
5.4 10

Dissatisfied Dissatisfied

9 4

Added Value Services
3 . New users in 2002

Spain Latin America

Network answer phone 1,112,000 1,062,424
Caller identification 2,008,000 877,450
Servipack - 3,550,139

—> 8,400 million

short messages sent in Spain in 2002

Customer loyalty reward

3 .3 Churn rate
Telefénica Méviles Espafia

—>1%

Breakdown of customers by country of origin

Fixed-line Telephony
(number of customers in millions”)

Spain 20.8
Brazil ® 125
Argentina ——e 4.4
Chile ——® 2.6
Peru —e 1.8 422
Mobile Telephony
(number of customers in millions)
Spain ® 18.4
Brazil e 13.7
Argentina —e® 1.6
Chile +—e 1.8
Peru  —e 1.2
w03
Morocco —@ 1.6
Mexico ——e 2.4 /
PuertoRico @ 0.1 41 . 3

(*)Telefonica Group will introduce a change in the calculation

of Equivalent Lines in Service begining with the 2003 fiscal year.
This new criterion introduces a different treatment of ISDN Primary
accesses and 2/6 accesses for PBX and Ibercom. This will be restated
by accounting the number of channels per access instead

of the extentions making use of them, as was used before.
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The customer is the focal point of the activities of all
of the business lines contained within the Telefonica
Group. With the aim of encouraging and promoting
the quality of its customer services and attention, in
2002 Telefénica’s Board of Directors created the
Quality of Service and Commercial Attention Com-
mission, formed by four independent Directors. The
duties of this Commission are ,essentially, to exam-
ine, analyse and regularly follow-up the quality
indexes for the main services offered by the compa-
nies from Telefoénica Group.

This chapter details the quality target plans, improve-
ment projects and parameters measured in connec-
tion with the work of the Commission, with the aim
of offering solutions to customers’ demands.

Telefénica strives for excellence
in its service...

The efforts made by Telefénica Group to achieve exce-
llence in each of the services it offers to its customers is
reflected in the numerous procedures certified accor-
ding to the strict ISO gooo quality standards.

As part of the plan to develop strategies, policies
and procedures carried out by Telefénica in 2002,an
important feature was the launching of plans to
oversee quality procedures in fixed telephony ope-
rators in Latin America, designed to help in the pro-
cess of being awarded the above mentioned quality
certification.
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Each of the companies within Telefénica Group carries
out systematic controls of its internal service parame-
ters (installation time, number of faults, average repair
time, availability of service) with the aim of gathering
information about the quality of the service offered.

As a demonstration of its concern for the quality of
telecommunications services, Telefénica participates
together with regulatory bodies, users’ associations,
sectorial associations, trade unions and other opera-
tors in «Comisién de Seguimiento de Calidad» for the
offering of telecommunications services, created in
the «Ministerio de Ciencia y Tecnologia».

The efforts and investments made in recent years have
resulted in an important increase in quality. A signifi-
cant example is the development of average times for
offering service in TeleSP (Brazil), which decreased
from 720 days in 1998 to three days in 2002.

Some of the most interesting projects carried out by
Telefonica Group in 2002 to improve quality are:

+ Six Sigma projects: a quality method based on
improving processes. Telefénica de Espana has con-
centrated its projects on customer attention, ADSL
and improvements in infrastructures, with the active
involvement of nearly 700 people. Terra Lycos has
trained all of its employees in the countries in which
it operates in these techniques.

« ATIS Project: a platform of processes and systems for
customers in the areas of attention, billing and char-



Business line Country

Status

Atento Argentina

Brazil

Central America

Chile

Colombia

Spain

Peru

Puerto Rico

Morocco

Mexico
Telefénica Data Chile

Spain

T. Sistemas (Spain)
Telefénica de Espaiia Spain
Telefénica I+D Spain
Telefénica Latinoamérica Argentina (TASA)

Brazil (TeleSP)

Chile (CTC)

Peru (TdP)
Telefonica Méviles Argentina

Brazil

Central America

Chile

El Salvador

Spain

Guatemala

Morocco

Peru

Puerto Rico
Terra (user attention centre) Spain

Brazil

Mexico
TPI Espana

Peru
Zeleris Spain

Brazil

Chile

Argentina

Peru

Certified

Planned

Digitalisation of fixed networks in Latin America
since Telefénica entered the market
(data in percentages)

n
(1995)

15

(1990) |

100 98 100 95
(2001) (2001) (2007) (2001)

68
(1998) 54
(1993) 38
(1993)

Argentina Brazil Chile Peru

Evolution of average installation
time for a line in TeleSP (Brazil)
(days)

®720

©.180

15
— o

Spain

1998

\
1999 2001 2002

Argentina Brazil Chile Peru

Average installation time for telephone line (days))
Faults per1o0 lines

Average time taken to repair faults (days)

Service availability (% time)

(1) The period for installing a telephone line in Argentina includes the average period for
advance payment, as since 2002 customers have had to pay in advance to contract the service.

52
1.42
0.625
99.82

Spain

11.610 29 4 8.16
22 2 34 26
6.29 0.46 17 03

99.92 99.99 99.66 99.75

Argentina Brazil Chile Peru

Average provision time (days)
Average time taken to solve ADSL incidents (days)

11.04
0.32

1419 9 6 8
1 15 0.85
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calls picked up in
less than 10 seconds,
Telefonica Latinoamericana

Calls received by Customer Attention Centres
(data in millions)

Telefonica de Espana

85 135

Telefonica Mdviles
Telefonica Latinoamérica Terra

284 14

518

ging. It is gradually being implanted in fixed tele-
phone operators in Latin America (Telefénica de
Argentina, TeleSP in Brazil, Telefonica CTC Chile and
Telefénica del Peru) as well as in Telefonica Data at
worldwide level.

Hermes Project: A distribution process to end-custo-
mers of Telefénica de Espafa. Thanks to this project,
developed in collaboration with the logistics depart-
ment, customers are contacted immediately when
incidents arise in the distribution process, thereby
reducing incident-solving times by offering improved
customer service.

... based on its ability
to listen to its customers

Fixed Telephony

Telefonica de Espana’s customers mainly used the tele-
phone (93.40% of all occasions) as a channel for consul-
tations, information and incident reports («1004» and
Business Customer Attention Centres).

More than 94.81% of calls received were picked up in
less than 10 seconds (data for TASA, TeleSP, CTC, Tele-
fonica del Perd). In Spain, this indication is given as
the number of calls picked up in less than 20 seconds
(84.4% in 2002).

Mobile telephony

In Spain, the percentage of incidents reported compa-
red to all calls received in the Customer Relations Cen-
tres was 3% (average between September-December)
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for business customers, 1.8% for «MoviStar Plus» cus-
tomers, and 3% for «Activa» customers.

The number of incidents reported by operators of Telefé-
nica Maviles in Latin America, from a monthly average of
15 million contacts with customers, was lower than 3%.
90% of incidents are resolved in less than five days.

Telefénica Publicidad e Informacion (TPI)

In 2002, TPI received 1.92 incident reports per 1000
customers, which were solved on first contact in
99.21% of all cases, with an average time of 1.53 days
taken to resolve the situation.

Telefonica presents its offer of services in an inte-
gral and co-ordinated manner using its local
www.telefonica.country portals in 8 countries (Spain,
Argentina, Brazil, Chile, El Salvador, Guatemala, Mexico
and Peru). A total of more than 45 million contacts were
made with customers using these portals throughout
2002 (a 70% rate of growth compared to 2001).

The most successful sections of Telefonica’s website are
the online directories «Paginas Blancas», online billing
information requested, «<Paginas Amarillas» online, con-
trol of the mobile reward point system, and stores.

Throughout 2002, Telefénica’s companies have devel-
oped a series of novel initiatives to improve customer
attention services, by taking advantage of the popu-
larity of the Internet.

At the end of 2002, 18 companies within Telefonica
Group had their own portals offering products and



Contacts through telefonica.country
(data in million)

mmm Spain Brazil Peru Chile Argentina
Guatemala El Salvador Mexico

2001 25,70

2002 45,05

services to their customers. The website of Telefénica
de Espana www.telefonicaonline.com, with 1,339,062
registered users by the end of 2002 (a 53% increase
over 2001) and 12,817,937 visitors, and TeleSP in Brazil,
with a surge in sales over the Internet, were particu-
larly important features.

In other countries, acceptance of the online service as
a way of getting in touch with customers is still in its
early stages; Argentina heads the list with 164,582
registered users, Peru with 54,830, and Chile 34,000.

Throughout 2002, different companies within Tele-
fonica Group developed a series of new initiatives to
improve customer attention, making use of Inter-
net’s popularity.

2.3 Through customers associations...

Telefénica Group constantly seeks to keep close and
stable relations with customers associations and
cybernauts in the countries in which it operates, to
offer them collaboration and set up reciprocal infor-
mation channels.

Telefénica considers that organisations of this type are
an essential channel to complement information
about customers’ expectations, contribute to focusing
on dealing with their demands, the attention given to
them, and the information they are provided with.

2.4 Listening to its audience...

In 2002 Onda Cero Radio created an attractive and orig-
inal proposal «Tema del dia» interspersed throughout

286%

Surge in sales over
the Internet
TeleSP

1,339,062

registered users of
www.telefonicaonline.com

Initiatives to improve the quality of customer attention

Company Initiative

Telefonica Data Espaia «e-Atencion», making it possible to view and open reports inci
dents, complaints and consultations about the state of services
offered, and statistics on the traffic of services already offered.

Telefénica Data Peru Data Online, created so that our customers have access
to detailed information about services contracted, billed, owing
or in the process of being installed, as well as measurement
of the quality offered.

Telefénica de Argentina «E-CREA» interactive contact centre, aimed at residential
customers who have an ISP service or who generally use
the web to contact Telefénica.

Telefénica Unifon Argentina  Detailed information about telephone bills on its website,

allowing users to consult detailed information about calls
made throughout the month.
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two radio shows («Protagonistas» and «La Brudjula»),
whereby listeners can participate and express their
opinions about current events.

All of its actions should be aimed
at responding to the confidence
its customers place...

Fixed Telephony

Telefonica de Espana carries out regular studies on the
levels of satisfaction amongst its customers. In Decem-
ber 2002, the levels of satisfaction measured were over
85%, both for Telefonica de Espana as a company, and
for its ADSL service .

Telefonica del Pert also evaluates customer satisfac-
tion, for its local and long-distance services.

In Brazil and Chile evaluations are carried out for dif-
ferent types of customers; general public, companies,
satisfaction with public telephones, etc.

Telefénica Data, a company dedicated to offering inte-
gral communication and information services for large-
scale businesses and institutions, evaluates customer
satisfaction in every country where it is present.

Mobile Telephony

The majority of Telefénica Mdviles’ operators use
satisfaction questionnaires to find out the opinions
of its customers about the service they receive, their
expectations and future needs.
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Telefénica Publicidad e Informacién (TPI)

TPI evaluates customer satisfaction about the quality
of the basic service offered, obtaining a level of 74% in
2002. Other aspects measured included service provi-
sion (84%) and technical assistance (79%).

Atento

Atento, as a company specialised in customer relation-
ship, is responsible for managing customer care for
numerous companies within Telefénica Group and
other businesses, as well as for creating mechanisms to
measure and monitor the satisfaction of its own cus-
tomers in relation to the service provided. It has carried
out polls about satisfaction in its services in Argentina,

Satisfaction of Telefénica de Espaiia’s customers
(data in percentages)

) Not satisfied
Indifferent 9380
4.40

Satisfied
85.80

Satisfaction of Telefénica de Espaiia’s ADSL customers
(data in percentages)

) Not satisfied
Indifferent 9.00
5.40

Satisfied
85.60



Brazil, Central America, Chile, Colombia, Spain, Morocco,
Peru, Puerto Rico and Venezuela, in all cases being given
a score of over 3.7on a scaleof o to s.

Atento has been recognised for the quality of its servic-
es in managing customer relations.

- Atento Brazil
Atento Brazil was awarded the «Top de Qualidade»
prize in 2001 and 2002, given by the Institute of Qua-
lity Studies and Questionnaires. In May 2002 it was
awarded five prizes by the magazine «Consumidor
Moderno».

« Atento Peru
The company was recognised by the industrial deve-
lopment centre of the National Industrial Society in
2002 for being at the forefront of quality investiga-
tions, published in the magazine «Calidad y Excelen-
cia». It was awarded the prize for Creativity in
Business awarded by the Peruvian University of
Applied Sciences (UPC).

- Atento Colombia
Award for Continual Improvement awarded by
McDonald’s for the continuous modernization and
handling of its order-taking and delivery service
(November 2001).

Fixed Telephony

Telefonica offers its customers additional value services
including automatic network answering services, call
identity services, call waiting or call diverting. In Spain
in 2002 a total of 2,008,000 customers requested the
call identity service, whereas the answerphone service
increased by 1,112,000 customers.

Country Satisfaction measurement

Argentina Global satisfaction study jointly co-ordinated with Tasa to determine
global satisfaction amongst large-scale customers and Small and
Medium sized businesses.

Brazil Six-monthly customer satisfaction questionnaire, with a result
of 64% satisfied customers in the second half of 2002.

Chile Carrying out evaluations using a scale of 1to 7, with 7 representing
«Excellent», 22% of our customers qualify Telefénica Data’s service
as awhole witha7.

Mexico Satisfaction with the general aspects of the company rated
at 8.5 on a scale of 5 to 10, with customer attention and service
rated at 8.67 on the same scale.

USA Two-monthly customer satisfaction questionnaire measuring
tangible parameters (compliance with quality promises) and
intangible parameters (customer’s perception of the service offered).

Spain Telefonica Sistemas. 85% of the questionnaires at the end
of the projects carried out gave an average score of above 3
(on a scale of 1to0 5).

Country Home Work Mail

Argentina 66.20 78.50 73.20
Home Radio Invertia

Brazil 77,30 81.30 78.00
Home

Chile 71.50
Home Invertia Education

Spain 58.90 71.30 66.20
Home Work Mail

Mexico 7030 74.20 78.90
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Network answering service
(new users 2002)

Spain

Latin America

Call identification Service
(new users 2002)

Spain

Latin America

Servipack
(new users 2002)

Latin America

An important new service in Latin America was the
«Servipack», a package of services including call wait-
ing, party lines, call blocking and transfer, speed dial-
ing or call barring. At present the «Servipack» has an
average penetration of 67.8% in the total number of
fixed telephone lines for customers in Argentina,
Brazil, Chile and Peru. Other services that are highly
appreciated by customers include the automatic net-
work answering service (with a penetration of 40.8%
in Latin America) and call identifying (15%).

In May 2002 Telefénica launched its international
Long-Distance service from Sao Paulo, complemented
by the arrival in July of the Long-Distance National
interstate service, also from S3o Paulo. The service
was widely accepted by TeleSP customers, reaching
levels of 40% in the residential interstate service.

In general, the offer of products and services for busi-
nesses by the four main operators of fixed telephony
in Latin America is very similar, covering all of the pos-
sible communications needs of businesses.

Mobile telephony

The main novelties introduced during 2002 aimed at
increasing the value of services for mobile telephone
customers throughout the world were:

+ Multimedia Messaging Service in Spain. The main
novelty incorporated within Telefénica MoviStar's
MMS service, from a technological point of view, is
the possibility that customers, regardless of the type
of telephone they own, may send and receive multi-
media messages.

+ Launch of Generation 2.5 of mobile telephony in Brazil,
by Telefonica Celular de Rio de Janeiro and Espiritu
Santo with CDMA 1xRTT technology.
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Satisfaction amongst TeleSP long-distance customers
(data in percentages)

Indifferent Not satisfied
10 4
Satisfied

84

« Java incorporated into mobile telephone networks
in Spain. Telefénica Mdviles Espafia was the first
Spanish operator to make the first versions of Java 2
Micro Edition (J2ME) available. These services allow
Telefénica MoviStar customers to download and
execute different applications for mobile telepho-
nes that include the Java standard.

.

The launch of SMS in Mexico in January 2002, the
first operator on the market to offer this service.

Voice access to «e-mocion». Telefonica Moviles Espana
incorporated voice access into e-mocion by calling 404.

.

«Oficin@ MoviStar». Telefénica Méviles Espafa has
developed a new data service for businesses jointly with
IBM and Microsoft, that allows PDA users to access
applications for organizing personal information.

.

Services for business customers. Several companies
within the Group launched services aimed at facili-
tating the organization of communications by busi-
ness customers; «Movistar Gestion» and «Escritorio
Moévil» in Brazil, «Servicio Asistente» in Argentina,
«Servicio Movistar Data Corporativo» and «Corpora-
tivo Milenio» in Guatemala, and the «Néo Service»
in Morocco.

Most of Telefénica Moviles’” operators have fidelity
programs based on reinforcing their relations with
their customer base, and laying the foundations for
the future growth of traffic and the unveiling of
new services, which take the shape of reward point
programs and others, referred to as «soft benefits».



These programs offer customers the opportunity to
change their terminal according to the amount of
time used, or agreements with other entities offer-
ing services of general interest.

Telefénica Méviles Espaiia

The success of the loyalty and price policies that Tele-
fonica Moviles Espafa has developed throughout
2002 is reflected in a monthly «churn rate» (number
of customers who cancel their contracts) of around
one percent (one of the European region’s lowest).

+ Reward points program allowing customers to obtain
a new terminal by giving points depending on the
amount of their telephone bill.

+ «MoviStar Activa Plan Estrena» allows customers of
over one year to get a terminal with special conditions.

+ Reward program 2001-2002: indirect recharging pro-
motion, in which points are awarded that may be
exchanged for prizes.

Telefonica Méviles El Salvador

+ Multi-brand program entitled «Puntos Club», to reward
postpaid customers for usage with points that can
be exchanged for a range of products and services.

Telefonica Méviles Argentina

+ Reward Program for contract customers who accumu-
late points for usage, payment history and length of
time as a customer.

Other «soft benefits» programs from Telefénica Méviles

« In Chile the reward program presently covers almost
250,000 users, with approximately 200 outlets with
discount offers.

« All customers who sign for a prepaid plan with Telefo-
nica Moviles México «Plan Weekend» are given dis-

Telefonica Moéviles Espaiia

1%

monthly churn rate

Long distance service market cuota in Sao Paulo
(data in percentages)

mmm [ntrastate long distance
Interstate long distance (begining 26 of July)
International long distance (begining 7 of May)

o 79 30 83
36
32
25 26
16

7

March June September December
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Brazil Chile Spain
Single users (data in thousands)* 5.065 989 3.275
Reach (data in percentages) 33,7 n.d 42,0

(*) Source:: «TGl» in Brazil, «Certifica» in Chile and «Estudio General de Medios» in Spain.

counts of up to 15% in a number of restaurants, shops
and hotels.

« In Peru, postpaid customers who are holders of the
«Club Movistar Plus» card receive discounts and may
take advantage of exclusive promotions in more than
350 establishments throughout the country.

Other business lines of Telefénica Group reward their
customers’ fidelity using programs with points that
may be exchanged for services. For example, Teleféoni-
ca de Argentina offers the following programs:

- «Teleplus»: based on the usage charged to the cus-
tomer (500,000 users), points are given that may be
exchanged for prizes.

« «Alcancia Telefénica»: money is accumulated in a spe-
cial account when long-distance calls are made, with
up to 60% of the amount accumulated allowed to be
spent on a new long-distance call (200,000 users).

... in a leading communications
group like Telefénica

Telefénica Group has won the trust of more than 8o
million customers in the areas of mobile and fixed
telephony.

At the end of December 2002, the Joint Venture
between Telefénica Mdviles and Portugal Telecom in
Brazil (Brasicel) was formed, dealing with a total of
13.7 million customers.

The acquisition of Pegaso in Mexico made Telefonica
Maoviles the second largest mobile telephony operator
in the country, with more than 2.4 million customers.
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Terra has firmly taken root as one of the most fre-
quently visited Internet portals in the world, and is
the leading portal in 3 countries.

Antena 3 TV had an average of 1,171,000 viewers, rep-
resenting 20.35% of the market share. The football
World Cup, The Simpsons (now in its eighth year) and
«Betty La Fea» are some of the channel’s most popu-
lar programs, and Antena 3 News is the leading pro-
gram of its kind amongst private networks.

Telefe was the channel with most viewers in 2002,
maintaining an annual average of 10.8 rating points
(31% of the share.)

In the final quarter of 2002, the Onda Cero radio sta-
tion’s audience was 3,145,000 listeners (a 5.7% increase
over the third quarter of 2001). It is second in the share
ratings (18.5%), and has the highest average listening
period (172 minutes) amongst the main general con-
tent radio stations.



(data in thousands)

Telefonica Group will introduce

Espaia a change in the calculation of
Mexico Brazil Lines in service Equivalent Lines in Service
Cellular Customers Lines in service T.de Espana 20.804 begining with the 2003 fiscal year.
T. Moéviles México 2419  Telesp 12.506 Cellular Customers This new criterion introduces
Guatemala Cellular Customers T. Méviles 18.412 a different treatment of ISDN
Cellular Customers Brasicel 13.742 Pay TV Customers Primary accesses and 2/6 accesses
T.Guatemala 97  Chile Via Digital 775 for PBX and Ibercom. This will be
El Salvador Lines in service restated by accounting the
Cellular Customers CTC 2.687 number of channels per access
T. El Salvador 231 Cellular Customers Morocco instead of the extentions making
Peru T. Mdviles 1.849 Cellular Customers use of them, as was used before.
Lines in service Argentina Medi Telecom 1.601
TdP 1.816  Lines in service
Cellular Customers TASA 4.419
T. Moéviles 1239  Cellular Customers
Pay TV Customers TCP 1.617
Cable Magico 340  Puerto Rico
Venezuela Cellular Customers
Lines in service New Com Wireless Puerto Rico 169
CANTV 2.705
Cellular Customers
CANTV 2.561
Spain
Morocco
Mexico Puerto Rico
Guatemala
El Salvador
Venezuela
Brazil
Peru
Chile Argentina
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\O shareholders
and investors

returns.and transparency

Shareholders' information service

—> 1,698,326

Shareholders of Telefénica. 3 March 2003.
(Securities Clearing
and Settlement Service)

1 2 Toll-free shareholders helpline

Number of enquiries in 2002

123,285
Telefénica S.A. {——e

20,000

Telefonica Moviles ®
20,000

Terra ®

4,500
TPI L

1 3 General Shareholders’ Meeting
o

—> 54,904

Number of votes by
proxy at the General
Shareholders’ Meeting

Presence in
Shareholders’ Forums
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Il Investors’ Conference
(Seville, March 2002)

275

Investors and
analysts attended
the conference

139,499

Presentations downloaded
from Telefénica’s website

Mailing of
relevant information

121

Documents sent in 2002

Quarterly publication
of financial results
Number of downloads of quarterly results

48,145
mT————0
78,987
2T ®
37,730
3TH————0

2.4

Participation in
Investors’ Forums

|

On-line information
Number of sessions in 2002

322,762

Shareholder website
www.telefonica.es/accionista

223,052

Investor Relations website
www.telefonica.com/ir

Investors and analysts
with socially responsible
investment criteria

FTSE4Good

www.ftse4dgood.com

Member of
Dow Jones Sustainability Indexes

wwwisustainability-index.com
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shareholders and investors

Distribution of queries Minority shareholders
addressed to the shareholders'
information service of Telefonica S.A.

(data in percentages) 1 ’ 6 9 8 ) 3 2 6

Special Telefonica S.A.

financial minority shareholders
operations

197,284

registered resident

Bonds Results and minority shareholders
1 major events
26.30

Shareholder
;e;guneratlon Stock market

: performance and
General share prices
Share_holders' 40.40
Meeting
22.50

900111004

Toll-free telephone information
helpline for Telefénica S.A. shareholders
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1 Telefonica sets up communication
channels with its shareholders

1.1 Shareholders’ information service

In 1997 Telefénica set up its shareholders’ information
service in order to offer private shareholders a trans-
parent and free-flowing communication so that they
are provided with Company information at the same
level as institutional investors.

According to data obtained as of 3 March 2003 from
the Spanish Central Securities Depository, the num-
ber of Telefénica S.A. shareholders, including natural
persons and legal entities, totalled 1,698,326.

Two hundred thousand shareholders are currently reg-
istered with the shareholders’ information service,
who have available all of the information regarding
Grupo Telefonica, both in terms of results and any
other information regarding the company that may be
relevant to their investment. «Accion Telefonica» is a
quarterly publication sent by Telefénica to all its regis-
tered shareholders in Spain.

1.2 Toll-free shareholders’ helpline

As part of its effort to provide its shareholders with
the fullest possible information, Telefonica's
Shareholder Information Service has set up a toll-free
information line for minority shareholders. In 2002
this line dealt with 123,285 queries.

The same service is also available to Telefénica
Moviles, Terra and TPl shareholders. These three com-
panies totalled 44,500 calls during 2002.



Recognition of Telefénica's achievements by the financial community

- Europe's second leading company in terms of transparency (according to a study completed early in 2002 by
Reuters and the «Institutional Investor magazine», which assessed the quality, detail and speed of response

to investors' queries).

- Europe's number one company in Investor Relations in the telecommunications sector (July 2002, Thomson

Extel Survey).

+ Europe's second best Investor Relations web site and the third best European company in the use of virtual

multi-conferencing (Investor Relations magazine).

+ Best on-line annual report for Spain and Portugal, as well as runner up in the Investor Relations web site cate-

gory (MZ Consult, Brazil).

« Telefénica CTC Chile received an award for having one of the best Investor Relations web sites in Latin America

(«Latin Finance» magazine).

+ Second best Investment Relations team in the telecommunications sector, according to a survey carried out by the
financial magazine «Institutional Investor» amongst institutional investors at the begining of 2003.

In addition to these calls, a further 2,389 queries were
dealt with through the Shareholder Information web
site, as well as 2,360 requests for information and/or
shareholders' letters.

1.3 General Shareholders’ Meeting

Shareholders receive the support and back up from
the Shareholders' Office in all matters concerning this
Meeting. During the meeting held in 2002, this Office
dealt with the following:

* 54,904 delegations of votes on shareholders' behalf

20,000 telephone calls to the shareholders' infor-

mation helpline

+ 130 mailshots information regarding the General
Meeting

1.4 Presence in shareholders' forums

Telefonica was present at the «Bolsalia» forums held
in Madrid, Barcelona and Valencia in 2002, during
which representatives from the Telefonica's various
business lines quoted on the Stock Market offered
shareholders an insight of the Company's strategic
vision and financial development.

2 ... and with the financial community...

2.111 Edition of the Investors Conference

Telefénica held the second edition of its Investors'
Conference in March 2002. Its aim was to bring man-

agement teams into closer contact with the financial
community, represented on this occasion by 275
investors and analysts. The various presentations were
later published on the Investor Relations web site, and
were downloaded 139,499 times.

Distribution of delegates attending
the Il Investors' Conference
(data in percentages)

Germany Others
2 7
Brazil u United kindom
E T
M

c Spain
| E

7

2.2 Mailing of relevant information

Telefonica regularly sends out information regarding
its database of previously registered analysts and
investors and publishes it on its Investor Relations
website. In 2002 a total of 121 reports were published
and mailed.

2.3 Quarterly publication of financial results

In keeping with the requirements of transparency
and fairness, Telefonica's quarterly financial results
are made available through a number of distribution
channels. However, particularly worthy of mention is
the fact that this information may be downloaded
on-line from the Investor Relations web site.
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Listeners to the presentation of results via audio-conference

mmm Conference call Webcast

vi
o0

15t Quarter
20 86
2nd Quarter
) 3
3th Quarter
1] 205
4th Quarter
Results presentations downloaded Besides distributing written documents, Telefénica
from the web site in 2002 also holds audio-conferences during which company
(data in thousands) representatives present and analyse the results
obtained. These audio-conferences are followed by a
78.987 large number of listeners, both over the telephone
and the Internet.
48.145 2.4 Participation in investors forums
37.730
l Throughout 2002, Telefénica took part in a number of
meetings organised by investment banks to present
1st Quarter 2nd Quarter 3th Quarter the most important aspects related to the company.
These forums included:
« JPM CEO Conference (April 2002) and Global Bond and
Risk Management (May 2002) organised by JP Morgan.
- Telecommunications in Spain, Italy and Portugal (June
2002) organised by Santander Central Hispano.
« TMT Conference (September 2002) organised by
Schroeder Salomon Smith Borney.
« BNP Telecoms Conference (October 2002) organised
by BNP Paribas.
Distribution of published information
(data in units)
_ o 3 ... offering complete
Pgesentatlons of results General Shareholders' Meeting and transparent information
1 7
2001 Annual Reports 3.10n-line information
Registrations 3 As part of its commitment to transparency in provid-
(5 CNMV, 1SEC) T News in Spanish ing information of value regarding the Company,
6 64 Telefonica has designed a website specifically for its
) minority shareholders and another for the financial
Presentations community, although the same information may be
31 ) ) I accessed on either site. These pages may be consult-
News in English ed by anyone seeking information, whether they are a
48
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shareholder of the Company or not.



Shareholders' website Telefonica w telefonica.es :
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www.telefonica.es/accionista
Investor Relations website o e e
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During 2002 the Investor Relations website received a Number of sessions in 2002
total of 223,052 visits, an increase of 150% in compari-

son with the previous year. 2 2 3 O 5 2
)

Likewise, the Shareholders' Office website received a Investor Relations website
total of 322,762 visits in 2002.

The amount of information downloaded by users vis- 3 2 2,76 2

iting the Investor Relations website during 2002 Shareholders' website
totalled 858,691 «pdf» files, an increase of 76% over

the previous year's figures. The most frequently con-

sulted files were those providing details of quarterly Pages viewed in 2002
results, the presentations from the Il Investors'

Conference,a number of presentations made by senior 'I 5 O (y
management members at various forums and the + (o)
official brochures and leaflets published by the Investors Relations
Company.

Telefénica S.A's 2001 Annual Report was visited on-
line a total of 135,000 times, and was downloaded in
«pdf» format 200,000 times, in addition to the publi-
cation of 47,500 copies in paper format.

Investor Relations website
3.2 Investors and analysts with socially

responsible investment criteria 8 5 8 6 91
)

During the 2002 financial year, Telefénica has «pdf»files downloaded
answered 19 surveys including non-financial informa-  (475% than 2001)

tion, directed at investors with socially responsible

investment criteria. As a result of its effort to pro-

mote its transparency before its investors, Telefénica 175

has been included in the FTSE4Good, Ethical Euroand .. files published 2

Ethical Global indexes, and has also reasserted its on the web in 2002 FTSE 4G d =
presence on the Dow Jones Sustainability Index. Oo

W\

N
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ployees
clarity and

al deveth

profe

Spain

More than 150,000 people
employed by Telefénica Group

Distribution by country
(as of December 2002;
data in thousands)

® 64.4

Rest of Europe |-@ 3.5

Brazil

67.9

413

Argentina |——a 13.8

Chile —® 8.0
Peru —e® 8.8
Mexico e 4.6

Rest of America |—® 5.2

Other countries (@ 2.9

1.2
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Communication
with employees
Internal communication

Televip: 150,000 memos per month
InfoBuzon: 70,000 messages per day
Company Intranet: 15,000 visitors per day

Working atmosphere

Telefonica de Espana
mi.Telefonica.es

12% improvement compared to 2001
15,000 employees answered online

Volunteer actions
led by employees

«Asociacion Telefonica
de Ayuda al Minusvalido» (ATAM)

Over 66,245 employees are members

Human rights
Telefénica has signed up to the
United Nations’ Global Compact

Under the Compact companies must:

1 support and respect the protection of human
rights within their sphere of influence

2 ensure that their own corporations are
not complicit in human rights abuses

3 uphold the freedom of association
and the effective recognition of the
right to collective bargaining

4 eliminate all forms of forced
and compulsory labour

5 the effective abolition of child labour; and

6 eliminate discrimination in respect
of employment and occupation



Telefénica de Espana's joint
prevention service

Health and safety services

Diagnostic tests
151,218

Medical
check-ups

76,885

Vaccination
campaigns
8,637

Health campaigns
48,909

Consultations
98,993

Prevention cervices

Technical advice

3,722 2,803

Risk assessments

282 Fire prevention

527

Technical reports and studies

Compensation policy
Main features

@ Adjusting to each market
and business line
@ Ensuring consistency with

the Group’s values

©  Basicguaranteed salary

Variable pay linked to performance

Benefits

4 Stock option plans
¥ Staff eligible to participate in the plan

100%

4 3 Pension plans
[ ]

Number of participants in Spain

65,800

On-line training:
the a+ service

@ At the end of 2002
® At the beginning of 2002

Registered
users
e 54,840

———® 25,256

Active
users

- @27516
e 14,257

Work
sessions

e 90,991
e 31,125

—>40%

Online training percentage compared
to total training at Telefonica de Espana
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employees

Distribution of staff by countries’

Dec. 2001 Dec. 2002
Spain 68,010 64,444
Rest of Europe 4,878 3,551
Total, Europe 72,888 67,995
Brazil 43,084 41,381
Argentina 14,996 13,843
Chile 10,942 8,006
Peru 8,583 8,826
Mexico 4,466 4,630
Rest of Americas 5,027 5,248
Total, Americas 87,098 81,934
Other countries 1,541 2,916
Grupo Telefénica 161,527 152,845
Distribution of staff by business area '

Dec. 2001 Dec. 2002
Telefonica de Espana 42,425 42,162
Telefénica Moviles 14,677 13,694
Telefénica Data 4,952 4,331
Terra 2,907 2,455
Admira 6,698 5,574
Telefonica Latinoamérica 30,425 25,673
Atento 49,940 49,432
TPI 2,815 2,752
Katalyx 220 197
Emergia 156 136
Otras empresas 6,312 6,439
Grupo Telefénica 161,527 152,845

(1) Staff calculated according to consolidation criterion. Under
Moviles, we have included Mdviles Chile, and 50% of JV Brazil has
been added (for reporting purposes only). Telinver has been includ-
ed under TPI.
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Proportion of staff by sex
(data in percentages)

Male
56.80

Female
43.20

1Telefonica's employees
are the key to its leadership

1.1 More than 150,000 people

Telefénica Group is made up of more than 150,000
people, mainly in Spain (42%) and Latin America
(50%), especially in Brazil, Argentina, Chile, Peru and
Mexico. The business lines employing the greatest
number of people are Atento (32%), Telefénica de
Espafa (28%), Telefonica Latinoamérica (17%) and
Telefénica Moviles (9%).

The proportion of employees by sex is 43.2% women
and 56.8% men. A total of 2,741 people are performing
in internship, which amounts to 1.8% of all staff.

1.2 Communication with employees

Telefénica operates different internal communication
systems for its more than 150,000 employees, designed
to make general information at Group level compatible
with that for each business or country.

1.2.1 Basic internal communication channels

« «Televip»: This internal printed communication mag-
azine has been published since 1999, with a circula-
tion of 150,000 copies each month. There are eight
national editions of «Televip» (Argentina, Brazil, El
Salvador, Spain, Guatemala, Mexico, Peru and Puerto
Rico) and specific pages for different groups
(Telefonica de Espafia, Moviles, Telefonica I+D, etc.).

+ «InfoBuzdn»: Telefénica's daily electronic internal
communication service, in use since February,1997.
It has already published more than 6,000 news



Telefonica's internal
communication tools

||D'l|=1i'n [E]hermlfreteivmien rectonirn
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stories in Spain alone. Every day, it is distributed
among more than 70,000 employees through the
different editions («Infobuzén» in Argentina and
Spain, «Diario Electrénico» in Chile, and «Televip
M@il» in Brazil).

- Corporate Intranet: Accessible from Grupo Telefonica's
corporate network, the intranet receives more than
15,000 visits daily. The most popular sections are those
devoted to travel, promotions, auctions...the corporate
directory and the a+ training service.

From the Corporate Intranet, one can access the dif-
ferent company Intranets. (For example, «e-Domus»,
the Telefonica de Espaia Intranet, is accessible to all
employees, even those who have no personal com-
puter for performing their professional duties. «e-
Domus» is also accessible from home through the
«IntrADSL» service for employee.)

1.2.2 Channels and supplementary systems

The basic channels are supplemented by other specific
ones, such as conventions, bulletin boards, and develop-
ments for certain groups, such as the Employee Service
Line at Atento Espana, through which workers can
clarify any doubts about their working relationship to
Atento and obtain information on the operation and
structure of the company. With a staff size ranging from
10,000 to 11,000 employees, the employee service line
handled 324,359 calls in 2002.

1.3 Working atmosphere

Within Grupo Telefénica, numerous studies of the
working atmosphere are conducted in order to pro-
mote upward communication between employees
and the company, detect needs and establish action

Case study: surveys on the working atmosphere at Telefonica Latinoamérica

In Telefénica Latinoamérica, a global project was carried out in order to obtain homogeneous

Alcanzamos el millon de
lineas ADSL en Esparia

information about satisfaction amongst the Company's employees.

Level of participation

Argentina Brazil Peru
67% 62% 93%

Level of satisfaction
Argentina Brazil Peru
Management 59% 59% 65%
Supervision 69% 60% 59%
Satisfaction 73% 66% 65%
Focus on the client 58% 61% 66%
Willingness to change 68% 64% 75%
Identity 69% 62% 61%
Total 66% 61% 64%
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Staff participation
in satisfaction questionary
mi.Telefonica.es

1,393

employees covered by
collective agreement

3,793

employees outside of
collective agreement

ATAM

30

years of existence

66,245

employees collaborating in Spain

20,089,587

euros in its income budget for 2003

Increase in job satisfaction between
2001 and 2002. Telefonica de Espaiia
questonary carried out via mi.Telefonica.es
(data in percentages)

Objectives

Relations

Development NN

Rewards

plans designed to improve those aspects affecting
employee job satisfaction.

1.3.1 mi.Telefénica.es, a project for

the trasformation of Telefénica de Espaia

mi.Telefonica.es project was launched at the start of

2001 as an integral part of the transformation project

for Telefénica de Espafia, according to the strategy

designed by the «Lider.es» programme based on three
main points: «+growth», «+competitivity» and

«+compromise». The final point has a direct relation

with the objectives of mi.Telefonica.es in 2002:

« To contribute to the process of transforming Telefénica
de Espana through the construction of a High
Performance organization.

« To achieve substantial improvements in motivation
and personal involvement, thereby increasing their
level of compromise.

« To improve the way in which employees perceive objec-
tives, relations, rewards and professional development.;

In order to achieve these objectives, a series of initiatives
were designed based on communication and alignment
of management and directors, leadership, development,
reward schemes, innovation, collaboration and work
and life balance. Working groups were created for each

initiative headed by general managers, who proposed 32

improvement actions, some of which are detailed

below:

« Communication action in the «Lideres» project,
with the direct participation of the Management
Committee.

« Starting the «180° feedback» project for an evalua-
tion of the leadership style of top management by
its collaborators supported by a process of coaching.

+ Online publication of internal selection processes in
«e-Domus» to make contents generally available.
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« Creation and communication of an operational
framework for managers and technicians not
included in the collective agreement.

+ Open door conferences entitled «Un mes, una direc-
cion general», with more than 5,000 people.

« Election of the «most co-operative manager» select-
ed by votes from colleagues.

« Setting up of the «<mentor project» for the develop-
ment of 200 professionals.

- Creation and launch of «ldealab», a service to
receive ideas from staff and encourage their ability
for innovation.

The opinion poll carried out exclusively online in May
2002 and involving all employees received 15000
responses. The results indicated a considerable
improvement in perception with regard to the previ-
ous year, representing an average of over 12%.

1.4 Volunteer actions led by employees

1.4.1 «Asociacion Telefénica de Ayuda

al Minusvalido» (ATAM)

ATAM (Asociation to help handicapped) was estab-

lished in 1973 by Telefénica employees and the com-

pany's social agents for the purpose of attending to

the collective of persons with physical, mental and

sensorial disabilities. After 30 years of existence,

ATAM boasts the following figures:

« There is voluntary collaboration by 66,245 employees
in Spain, belonging to 18 Telefénica Group companies.

« Expected annual income budget (2003) 20,089,587
euros.

+ Nearly 200,000 persons are linked to the association.

+ The number of people in the association’s census has
reached 3,347.



« Its clinical team has handled more than 5,900
medical consultations.

+ Annual economic aid has been provided to 3,500
individuals.

+ 200 handicapped persons work at the association's
special employment centers.

+ At its own centers, more than 400 people receive
assistance annually.

ATAM aspires to continue playing an active role in the

world of handicapped persons, while also adapting to

new social and associational demands. Its innovative
nature has been shown in different ways:

+ The development of a Disability Assessment System
based on the International Functionality Classifi-
cation (World Health Organisation, November,
2001), along with the development of mechanisms
to provide personalized attention.

« Special Employment Centers related to telecommu-
nications.

« Application of advanced information and communi-
cations technologies in management and member
services.

+ Implementation of excellent management models
to the service sector (total quality, management by
values, etc.)

1.4.2 «Voluntariado Corporativo»

The objective of this project, led by Fundacion Telefonica,
is to promote, support, coordinate and channel any
social volunteer activities in which employees and
retirees from Telefénica participate, contributing to
social development and the improvement of living con-
ditions in the communities where they are present. This
project already has precedents in Argentina, is being
implemented in Spain, and is expected to be extended
to the rest of the countries where Telefénica operates.

2 Telefonica establishes a working
environment that ensures respect
for human rights...

In the year 2002, Telefénica reiterated its commit-
ment to the defense of Human Rights in all of its
activities by becoming a member of the United
Nations Global Compact. The Office of the UN High
Commissioner for Human Rights is participating in
the implementation and development of the
Compact along with a number of international
organizations (Business for Social Responsibility, the
International Chamber of Commerce, the World
Business Council for Sustainable Development, the
International Employers' Organization, etc.)

The companies who subscribe the Global Compact
agree to comply with nine principles, of which the
first six refer to the promotion of human rights and
the establishment of fair working conditions in all
relationships between the company and its employ-
ees. These principles are as follows:

Human Rights:

1 The companies must support and respect the
protection of human rights, and

2 Ensure that they are not parties to the violation
of such rights.

Working conditions:

3 Companies must defend the freedom of associa-
tion and the effective recognition of collective
negotiation;

4 The elimination of any kind of compulsory forced labor;

5 The abolition of child labor, and

Corporate Responsibility Annual Report 2002 Telefénica S.A._41 [

THE GLOBAL
COMPACT



Activities carried out by the Joint Prevention Service in 2002

Healthcare services
(data given in units)

Medical checkups
76.885

Diagnostic tests

151.218

8.637 uny
Vaccination campaigns

48.909
Health-related campaigns

98.993
Consultations

Occupational hazard prevention, led by the Joint Prevention Service

Prevention services
(data given in units)

3.722
Technical advising
Fire prevention
527

\

282
Evaluation of risks

2.803
Technical reports and studies
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Medical checkups
For entry, reentry and promotion
Ordinary periodic
Special periodic
Return to work
Related to shift work, especially night work
Potential risks
At the request of employees
Diagnostic tests
Electrocardiogram
Audiometry
Radiodiagnosis
Taking of samples
Spirometry
Health-related campaigns
Prostate cancer prevention
Lung cancer prevention
Heart disease prevention
Breast disease prevention
Gynecological disease prevention

=== Vaccination campaigns

Tetanus

Flu
Consultations

With doctors

With nurses

Evaluation of risks
Initial evaluations, general and by workplace
Specialized evaluations of:
Safety risks
Hygiene risks
Ergonomic and psychosocial risks
Others relating to specific risks
Fire prevention
Technical advising on scheduling
and conducting emergency drills
Report of conclusions
Action plans
Technical reports and studies
Reports on construction and workplace projects
Hygienic/environmental studies
Reports on protective equipment, etc.
Technical advising
Assistance to safety and health committees
Technical and documentary advising
on regulations, work inspection reports, etc.



Telefénica's safety and health committees in Spain

Telefonica de Espana 50 provinces

Telefonica Moviles Espaiia

Madrid, Barcelona, Valencia, Bilbao, Malaga

Telyco Madrid

Atento Espana

Madrid, Barcelona, Valencia, A Corufia, Caceres, Seville, Zaragoza y Bilbao

Telefonica Ingenieria y Seguridad Madrid
Telefénica Data Espaiia Madrid
Playa de Madrid Madrid
Telefonica I+D Madrid
TTP Madrid
TPI Madrid
ATAM Madrid

6 The elimination of all kinds of discrimination with
regard to work.

3 ...and cares about the safety
and health of its employees

In Spain, Telefénica's Joint Prevention Service provides
coverage for all workers employed by the 49 member
companies, within the scope of all specialties covered
under current legislation. In other countries, prevention
activities vary depending on the corresponding legal
requirements.

3.1. Telefonica de Espaiia's joint prevention service

The commitmnet of the Joint prevention service towards
all the employees subscribed is twofold:

a) Prevention of the possible risks to health and physi-
cal integrity inherent in daily work, from which the
following benefits are obtained:
+The reduction of conflicts at work by minimizing
risks and insecurity.

« Improved protection for workers with the subse-
quent reduction in working absenteeism for
temporary disability.

b) Maintenance and promotion of health in the work-
place, thereby improving employees physical and
mental condition:

« The detection of possible changes that may be
caused by daily activities and corrective measures.

« Promotion of health awareness based on preventive
and vaccination campaigns.

4 Telefonica strives to provide fair
compensation to its employees...

4.1 Compensation policy

The aim of the Compensation Policy is to effectively
support the organization in meeting its business
objectives by reinforcing the appropriate conducts for
orienting employees toward achieving these objec-
tives. Telefonica seeks to attract, maintain the loyalty
of and motivate qualified employees, offering them
balanced, competitive compensation packages based
on criteria of consistency, simplicity and clarity.

Telefénica Group’s compensation system establishes an
integrated, flexible payment package, characterized by
the following:

+ Compensation management processes: evaluation
based on performance, communication...

+ Adaptation to the reality of each market and
Business Area.

« Consistency with Telefonica values.

+ Focus on key persons depending on performance
and contribution with fixed compensation.

« Aclear link between results and compensation with
variable compensation, combining long- and
short-term incentives.

« Relevance of non-cash compensation: social benefits,
rewards in kind, social security programs...

4.2 Stock option plans

The following are the main objectives of Telefonica's
stock option plans:
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Telefénica's employee
pension plans in Spain

28

Group companies in Spain

65,800

participants

3,500

million euros

- To align the interests of the beneficiaries with those
of the shareholders, linking employee rewards to
the success of Telefénica Group.

« To motivate employees in the creation of sharehold-
er value and reward them for their contributions
to Telefénica Group.

- To create an incentive, retention and loyalty plan
similar to those of other companies in the industry.

« To promote corporate awareness at the global level
in all the countries and activities.

In this way, Telefonica has created different stock option
programs directed at different kinds of employees:

- Directed at High-Level Executives: these facilitate
movement within the Group and align the execu-
tives' interests with those of shareholders.
Profitability is linked to the performance of
Telefénica, S.A. stocks. These include options with
retention and incentivation effects.

« Directed at employees by Business Lines: these
make it easier to offer such stocks on the stock
market and acknowledge the efforts of our
employees, promoting loyalty before and after the
shares go public. Profitability is directly linked to
the performance of the subsidiary's stock from the
date it is launched. Beneficiaries receive options on
subsidiary stocks quoted at a strike price equal to
the value set for the stock by the retail price range
of the public sales offering.

- Directed at all staff: these facilitate access to corpo-
rate capital for all employees and promote the over-
all awareness of belonging to the Group. The
purchase of stocks at a very favorable price is facili-
tated, and options are also given at an extremely
favorable strike price, but are dependent on revalua-
tion of the stock.
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4.3 Pension Plans

Spain

Since 1992, the year the Telefénica Employee Pension

Plan was founded, the company has been developing

a Corporate Supplementary Social Prevention Policy

characterized by:

« System of employment.

- Defined contribution (as a standard contribution,
the company provides 4.51% of the salary, and the
participant 2.20%).

+ Individual accumulation of capital.

+ Management company: «Fonditel».

Latin America

Telefénica adapts to the local legislation of each
Latinamerican country. The most distinctive feature of
such legislation is that National Health Services oper-
ate as a privately managed individual capital accumu-
lation system, and not as a publicly managed
distribution system (which is the case in Spain).
Consequently, to establish Supplementary Social
Prevention systems in these countries would be
redundant.

Brazil's TeleSP is the only exception to this rule. Due to
this company's split, its Defined Benefit Plan was
reconverted into a Defined Contribution Plan.This sys-
tem has been in effect since the year 2000, and the
majority of the company's employees are covered by it.

4.4 Telefonica Data’s Flexible Compensation Plan

Telefénica Data’s Flexible Compensation Plan (FCP) is a
system for voluntary and dynamic compensation that



Telefénica DataCorp

Telefonica Data Espaiia

Health
Life
Accidents
Training
Vehicle
Computer

Food vouchers

allows each employee to adapt retribution to their per-
sonal needs. In the initial phase, the FCP was applied to
managerial teams from Telefénica DataCorp and
Telefénica Data Espafa, with an involvement of 14%
and 30% respectively. Vehicle and Health Insurance are
the two most frequent choices amongst employees,
with computers appearing as a new product.

The FCP offers the following benefits for employees:
- It gives them a feeling of worth
- It increases their net income
- It is designed according to their needs
- It guarantees the quality of products
and services offered to employees

5 ... fostering employee training
and professional development

5.10Online training: the a+ service

Since 1997, Telefénica has been developing distance
learning tools. Telefénica's distance learning network
in Spain has evolved into the a+ system, a learning
management system compatible with international
distance training standards. This makes it possible to
individually pursue additional training, or to create
company-managed training schemes.

During the year 2002, the a+ training service went inter-
national, making access possible for more than 100,000
of the Group’s employees. Over 485,000 training hours
were completed, and the number of registered and
active users on the system doubled. The objectives of
Telefonica's a+ training service are as follows:

Telefénica Data’s Flexible Compensation Plan

mmm percentage of global adhesion
percentage of demand for product

22
19

2
12

21

- To increase the effectiveness of the Group's employ-
ees through an extensive range of quality training
products, promoting individual development
among employees.

+ To promote the sharing of knowledge, offering an
open range of contents related to all business areas.

+ To homogenize capacity and competence among
Telefonica employees, strengthening a Group culture.

- To offer flexible access to training, ensuring con-
tent availability at any place, at any time.

+ To increase integrated use of new technologies,
making Telefénica a technological point of refer-
ence for our customers and society in general.

Case study: TeleSP awarded for its Career Plans
project and its Performance Evaluation System

The Career Plans project developed by TeleSP received
the «Destaque RH» 2002 award. Each year, the presti-
gious human resources magazine, «Gestao & RH»,
selects the 10 best projects from over 8oo submitted
at the national level in Brazil.

Telefonica's project presented its compensation man-

agement and career plans tool based on:

a) Competence evaluation: through an individualized
evaluation system.

b) Internal performance ranking: comparative evalua-
tion among employees.

In addition the magazine «Gestao Plus» granted the
«Business Management» award to the Performance
Evaluation «360 System» developed and implemented
at TeleSP. The project, which is being applied to all com-
pany managers, involves multiple evaluation of each
employee's abilities by his or her superiors, peers, col-
laborators and clients, as well as a self-evaluation.
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Telecommuting experience at TPI
(data in percentages)

The employees feel that the following
are improved or maintained...

100

job motivation
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family relationships

82.4

communication
with supervisors

4710

communication
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Evolution of the «a+» service
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6 Good employee management practices
6.1 Presence at International Forums

European Sectorial Social Dialogue Committee
Promoted and financed by the European Commission,
this committee is concerned with the issues affecting
employment in the telecommunications sector in
Europe. Within the committee, employees are repre-
sented by UNI (Union Network International), and
employers by the ETNO working group «<Employment,
Health and Safety», in which Telefénica is an active
participant. Among the agreements reached are
«General Guidelines on Telecommuting in Europe».
The Committee is currently focusing mainly on issues
relating to «<Equal Opportunities».

High-Level Commission for

the Employment of Young People

The President of Telefénica is one of the 12 people
invited by Kofi Annan to take part in the High-Level
Group of the Young Persons Employment Network,
which acts as an advisory body. Telefonica's contribu-
tion, in collaboration with ILO leaders, is based on par-
ticipation in international initiatives to favor the
creation of jobs for young people around the world.
The recommendations issued by this working group
were presented to the United Nations General
Assembly. The Commission is currently developing
policies that may be applied by Governments to work
to improve the employment situation of young peo-
ple around the world.
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6.2 Employee satisfaction after TPI's
telecommuting experience

In 2002, Telefénica Publicidad e Informacién conduct-
ed a telecommuting pilot project in Vigo and Murcia,
which was implemented at each sales office and com-
posed of a sales manager, eight salespeople, and one
administrative assistant. The project involved having
the salespeople and sales manager perform part of
their work from home. The necessary technology and
administrative support for this purpose was provided.

The employees spoke highly of this experience, partic-
ularly of those aspects with the greatest direct
impact on their lives.

Due to the positive results obtained during this pilot
project, the first phase in the implementation of this
system is expected to take place in 2003.



6.3 Volunteer initiatives 2002. Atento.

Argentina
- 30 employees directly involved in volunteer activities in collaboration with the Group (so0 indirectly involved).
Attention to communities at risk (schools and areas with no resources, abandoned children and adolescents.)
« Institutions benefited
- Benefited institutions: four schools and two hospitals in emergency situations.
- Some NGOs working with children at risk.
- Items collected, donated and delivered: a press for producing bricks, a TV and VCR, an industrial kitchen, the construction
of two bathrooms, 1,463 school supplies, 40 pairs of shoes, 400 kg of food, 9o kg of clothing.
Third solidary participation campaign
The campaign entitled «La Escuela»” collected 906 school supplies and 557 educational texts, for use by frontier schools
and homes for children.

Brasil
An estimated 14% to 26% of our employees participate in volunteer activities.
Natal Sem Fome (Christmas without Hunger)
- 610 kg of food collected for an institute caring for children who live on the streets (Casa Taiquara)
(Republica, December, 2002.)
- Collection of food and toys for «Espaco Compartilharte» and other needy communities in Rio de Janeiro, Porto Alegre,
Belo Horizonte and Sao José dos Campos.
- Collection of food for the Cancer Hospital in Rio de Janeiro.
Toy collection campaign for the Consolacao daycare center and Casa Taiquara (2000 toys) (Republica, October, 2002).
Pascoa Solidaria
Collection of nonperishable food items, sweets and toys for the entity Cabana da Paz (Porto Alegre, March, 2002).
Festa Junina
In Brazil, the Festas Juninas are very traditional, and a fair was held. Admission to the festivities was 1 kg. of nonperishable food
items, toys or clothing, donated to the Instituto Nossa Senhora da Conceicao (Porto Alegre, June, 2002.)
Campanha do Agasalho
Collection of winter clothing for needy communities, conducted in Porto Alegre, Ribeirao Preto, Sao José dos Campos and
Campinas during the months of June and July.
Dia da Crianca (Children's day)
Toys and clothing were collected for Casa Andre Luiz (Porto Alegre and Campinas, October.)
Organizations that benefited from employee donations for the «Intellig» distribution project:
Abrigo Maria Imaculada (children), Fundacao Moretti (handicapped), Republica da Vida (AIDS), Projeto Vidinha (children),
Projeto Compartilharte (children). Last Saturday of each month. Rio de Janeiro - Teleporto.
Campaigns to provide assistance to children, senior citizens.
In El Salvador, monthly food, clothing and toy distribution campaigns are held.
Benefited entities: Guarderia Sao José, Projeto Aguila Dourada, Asilo Sao Lazaro, ASGAP, Lar Irma Benedita Camuruji,
Centro do Menor Joao Paulo Il, Estacao Beija-Flor, Escola Espirita Irma Sheila and Naspec.
Blood Donation Campaign, conducted jointly with the Instituto Pro-Sangre. Barra-Funda (December, 2002).
Milk donation campaign
« Boxes of milk donated to the Cancer Hospital (Ribeirao Preto).
+ Boxes of milk donated to public daycare centers (Campinas).
Different solidary campaigns, Ribeirao Preto
+ Campanha da Fome. Collection of 300 basic food boxes distributed in the city's needy communities.
« Collection of 1200 toys for the Cancer Hospital.
+ Book campaign: Books were donated to government schools.

Mexico
Economic support and provisions were collected for persons affected by hurricane Isidore.
Thanks to the collaboration of all employees, 2638,55 pesos and 63 packages/cans of food were provided.

Peru

Centro de Contactos El Naranjal carries out periodic activities in two nearby areas, located in the northern

marginalized district of Lima.

These initiatives receive economic support during the Christmas holidays and around Atento's anniversary in Peru.
Employee volunteer actions, led by about ten employees, mainly involve contributing material aid (clothing, food, toys, etc.).

Puerto Rico

Hogar Ninito Jesus (an institution providing shelter to abused children).

Company employees collect toys and basic necessities from October to December, which are delivered during

the Christmas season. This initiative involves reaches 75% of all staff.

American Red Cross Blood Donation: A blood donation campaign is coordinated among employees and their relatives.
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society

contribution and proximity

Distribution of revenue by country

Revenue of Telefonica Group in 2002
(data in percentages)

] Spain
58
| Brazil
18 Chile
5.3
|| Other Peru
countries
| 78 5.3
Argentina
— 3.7
1 Mexico
] 1.9

Contribution of Telefénica Group's
revenue to the GDP of each country

(data in percentages)
Spain ® 2,39
Peru ® 2,46
Chile e 2,21
Brazil -———® 1,06
Argentina e 0,92
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Democratisation
of comunications

Users subscribed to low-income products

——— @ 1.133.000
——® 556.000
L@ 636.000

Fundacion Telefénica

Impact of 2002 projects

20,749

Organisations receiving support

14,684,198

Individual beneficiaries

Sponsorships offered by Telefonica

508

Sponsorships in 2002

Emergency
response

11,803,689

messages whose income was gifted to Galic
New Years' Eve (Telefénica Méviles)

Collaborations with
international organisations

Support to the
Spanish language



Infrastructure development

Telefénica Group, ADSL connections
(data in thousands)

621 1.413
® L]

2001 2002

Development of new applications and services

New products launched by Telefénica de Espaia
and Telefénica Moviles Espaiia

127 170
® L]
2001 2002

Development of new contents
for the information society

(data in millions)

e-mocion
_e 6

www.a3n.tv

www.ondacero.com 8

3 4 Research, development and innovation
[ ]

500 million euros invested in R&D in 2002

ia 3 .5 Collaboration with Universities

19 Telefonica chairs

2000 grants

3 6 Studies on the Information Society
°
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Removing barriers
to handicapped people
Number of bills printed monthly in Braille

979

in Spain

194

in Argentina

Collaboration in the fight
against crime

Child pornography on the Internet
5,000 personal web pages removed from Terra Espafia

Theft of mobile phones
18,093 stolen phones blocked in Spain

Emergency assistance

3,581,811

calls to 112 from the Movistar network

Supporting health and
sanitary care projects

Contents of social interest

980

hours of news broadcast on Antena 3 in 2002
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Contribution of Telefonica Group’s revenues to the GDP of each country

(data in percentages)
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1Telefonica is a multidomestic company...

Telefonica is a multidomestic company because it
adapts to the reality and peculiarities of each of the
countries in which it operates, and because it is the
operator of reference in the Spanish and Portuguese-
speaking markets. 41% of the Group’s income comes
from non-Spanish markets, led by Brazil (18%), Chile
(5%), Peru (5%), Argentina (3.7%) and Mexico (1.9%),
reaching a total of more than 40 countries.

The contribution of the income created by the Tele-
fénica Group in each country represents an average of
1.5% of the Gross Domestic Product, particularly in the
cases of Peru, Spain and Chile, where represents more
than 2%. In Brazil, given that Telefénica does not oper-
ate in the whole country, this rate is over 1%. In 2002,
Telefonica accounted for 0.92% of Argentina’s GDP, a
significant percentage bearing in mind that Telefoni-
ca’s rates were frozen.

Distribution of revenue by countries
(data in percentages)

Chile
Mexico [ 53
19 Argentina
[ 3.7

Others
78 Peru
) 5.3

Spain

58 Brazil
18
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Chile Argentina Peru Brazil Spain

2 ... at the service of society

2.1 Democratisation of communications

Fully aware of the important role that communica-
tions play in the development of the societies in which
it operates, Telefonica Group collaborates in the
democratisation of its services. In order to achieve this,
it has established a series of initiatives aimed at
extending its service geographically, and facilitating
access to communications to all levels of society.

211 Extending the service geographically...

In Latin America, Telefonica’s fixed telephone compa-
nies collaborate with government initiatives to make
the service more universal, reaching all geographical
and social sectors.

As regards Brazil, Telefonica has met the challenging
objective of making the service universally accessi-
ble by December 2001, two years earlier than the
terms and conditions fixed in the award ( fixed for
December 2003).

In Argentina, the Universal Service Fund (formed
with provisions of 1% from the operators involved)
is currently awaiting the creation of the manage-
ment body that will regulate its operations. Despite
this, Telefonica has been offering for some time now
subsidised services, that are included amongst the
proposals of the Universal Service Regulations as
«Initial Programmes», including local areas with a
high level of investment and maintenance.

In Chile, apart from the initiatives developed by the
Telecommunications Development Fund, Telefonica



Universal Service Funds in Latin America

Country Fund

Amount

Argentina

Brazil «Fondo de Universalizacion de Servicios de Telecomunicaciones» (FUST) 1% gross turnover (minus tax)
Chile «Fondo de Desarrollo de las Telecomunicaciones» (FDT) Public budgets
Peru «Fondo de Inversion de Telecomunicaciones» (FITEL) 1% turnover

has developed a series of highly successful initiatives

aimed at encouraging the expansion of the service.

« Rural telephony: covering nearly 100% of the country.

« Internet educational network: connecting more than
5,500 educational centres.

+ More than 12,000 community lines provide the Basic
Telefonica Service to those who do not have it in
their homes.

- 25 beneficial entities use the «Linea 700» service to
receive donations.

In Spain, Telefonica de Espana offers communications to
communities in rural areas at the same price as those
for urban areas. Today more than 260,000 families
make use of this service. In Spain there are also 61,795
telephone cabins and 9,406 public telephones
installed in small businesses.

Telefonica Moviles offers coverage levels in the coun-
tries where it operates that are far superior to those
stipulated by their licences, making constant efforts to
optimize coverage and effectively manage geographic
and demographic conditions and seasonal variations.

2.1.2 Making communications

available to all social levels

Throughout 2002, Telefénica designed numerous
products taking into account social and economic con-
ditions of the areas in which it operates, in order to
attend to the needs of sectors that do not have access
to telecommunications services for economic reasons.

Together with the Spanish «Ministerio de Fomento»,
Telefénica de Espana offers its «Abono Social»,
designed to enable customers with economic diffi-
culties to have access to basic telecommunications
services in Spain. It involves paying 70% of the actual

«Fondo de Servicio Universal» (pending constitution)

connection charge and the price of installing network
equipment (PTR), and 95% of the monthly line charge
(without any maintenance charge). In December
2002, the service had a total of 451,646 customers.

In Latin America, prepayment billing schemes, with
public telephones and lines with restricted services,
formed the foundations of the services that Teleféni-
ca offers for low-income customers.

Several initiatives were introduced in Argentina to
prevent the 2002 economic crisis from causing a rise
in disconnections due to customers failing to pay
their bills. Among the products designed to meet
those needs are:

+ «Lineas Control»: a product that allows customers to
have a line with limited credit, in order to make calls.
Once this limit has been used up, the customer may
only receive calls or make calls using prepaid phone
cards. By the end of 2002 a total of 531,900 customers
used this service.

+ «Linea Recupero»: designed for clients with more than
one outstanding bill, who may continue with the line
in operation, but only make calls using prepaid cards.

- Offering facilities for customers using contract lines to
transfer to prepaid lines. At present there are more
than one million lines of this type (23.6%).

+ «Seguro Cuenta Telefénica Garantizada», insurance
offering residential customers coverage for call
costs for a period of up to 12 months in the case of
involuntary unemployment, total disability or death
of the contract holder.

These initiatives were complemented by the use of
telephones for public use (TUP) that represented 9% of
Telefonica de Argentina’s revenues in 2002, with more
than 14.4 million cards sold.
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1% of turnover (pending constitution of Board)
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rural telephones
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«Abono Social» customers

Public telephones
(percentage of revenues)
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Telefonica del Peru

Public call cards sold
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Distribution of Telefénica Moéviles
prepaid/contract customers

(data in percentages)
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In Brazil, the use of public telephones registered satis-
faction levels of 79% amongst low-income users. Over
17.6 million prepaid cards were sold for use in public
telephones in 2002.

In Chile, there are currently more than 556,000 users
who take advantage of programmes aimed at provid-
ing communications services to the lowest income sec-
tor. The most important product is «Bajo Consumo»,
that includes the installation of a line to receive calls
and make a pre-determined number of local calls with-
in the monthly charge. The line also allows users to
make additional calls with prepaid cards. Public tele-
phones complement these initiatives, with more than
12,250,000 cards sold.

In Peru, Telefonica has now been introducing similar
initiatives for several years, including: public tele-
phones (18% of Telefonica del Peru’s income in 2002),
323,858 lines with limited consumption, 180,911 ‘popu-
lar’ telephone lines, 116,061 Fonofacil/Linea Cero lines,
and 17,099 flat rate Internet lines.

Mobile telephony

The rapid expansion of the use of mobile telephones
in all sectors of society has been encouraged by
billing methods adapted to the realities of each par-
ticular country. In particular, the introduction of the
prepayment billing schemes system has received a
warm welcome. This payment method allows access
to the service by new sectors of the population,
including young people, immigrants, job-seekers or
elderly people who wish to be reachable at all times.

In the wake of the Argentine crisis, Telefonica Unifon
has developed a range of products designed to help



Individual beneficiaries of projects

led by Fundacion Telefonica
(data in thousands)
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Art and technology 1,200 1,800

customers control their expenditure. As a result of
this policy, «Unifén Ahorro» (mix of prepay and con-
tract) gained popularity and was the only product to
increase its customer base.

Spain: evolution of prices

Communications are the only part of the «Retail Price
Index» that have a positive impact year after year.
Variations in the Mail and Communications section of
this index were calculated at -5.1% for 2002.

Telefénica de Espana’s call rates were reduced three
times in 2002: in January, March and October,
amounting to a 8.1% global cut, within the «Price
Cap» set for 2002.

In March 2002, Telefénica Moéviles Espana did away
with monthly fees by including them as part of a
minimum bill amount. Additionally a series of price
adjustments were made for calls during business
hours, both for prepay and subscription.

Evolution of nominal tariffs from Telefénica de Espana

3,010 [N

2.2 Fundacion Telefénica

Telefénica carries out an active series of social and
cultural events through its «Fundacién», currently
present in Spain, Argentina, Brazil, Chile, Peru and
Morocco. Doing so, the Company assumes a compro-
mise with the integral development of the countries
in which it operates. Fundacion Telefénica, as part of a
telecommunications group, destines its efforts to
fully developing the social applications of technology,
in collaboration with other social organisations in
each of these countries. It operates on the basis of
local and transnational projects in the following
areas:

2.2.1 Education and Culture

Fundacion Telefénica has developed a series of projects

to support development and learning in Latin Ameri-

can countries:

+ «EducaRed.net» is a platform aimed at promoting
the educational use of the Internet. In Spain, the

(data in percentage)

Normal Reduced
Provincial -31.88 -34.44
International -35.20 -34.44
International (calls to USA) -32.66 -32.66
Fixed to mobiles (MoviStar and Vodafone) -16.30 -14.79
Fixed to mobiles (Amena) -8.22 -8.22
Connection quota for individual lines and connections -37.70 n.a.
National telephone enquiries number (1003) 18.59 18.59
Monthly fees .48 n.a.
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Fundacion Telefonica’s website
www.fundacion.telefonica.com

Organisations receiving support from
projects led by Fundacion Telefonica
(data in units)

Education

Co-operation

Telemedicine

Sport for
disabled people

Culture

academic year 2001-2002 ended with 10,000
schools, 3,500,000 students and 350,000 teachers
connected. In Argentina, over 3,000 educators and
students joined the project in the first four months
of operation. In Brazil, more than 6,000 teachers
and students have joined since March 2002, with
an average of 25,000 monthly visits. In Chile, the
portal received over 10,000 visits in its first month
of operation.

+ «CampusRed.net»: the second largest educational
website of Fundacion Telefénica, aimed at universi-
tary communities (see description in section 3.5).

+ «Aulas Unidas», an international initiative linking
schools and schoolchildren in Argentina, Brazil,
Chile, Spain, Morocco and Peru. In 2002, computer
centres were installed in 99 schools, facilitating the
participation of 2,800 schoolchildren.

+ «Aulas Interactivas»: over 3000 first and second

grade schoolchildren in public and private schools in

Argentina have learned to use the Internet.

«Internet nas Escolas» in Brazil has connected more

than 750 schools in S3o Paulo to the Internet using

broadband technology.

« «Internet Educativa» in Chile offers free access and
use of the Internet to all of the country’s schools.
Today, more than 9o% of Chilean schoolchildren
have access to the Internet.

+ «Aulas hospitalarias» has been operating in Peru
since 1999, with computer rooms installed in chil-
dren’s hospitals throughout the country.

Among the cultural initiatives undertaken in 2002 are:

« Internet portal for «San Millan de la Cogolla», a
focal point for the study of the origins and evolu-
tion of Castillian Spanish, including the digitaliza-
tion of its library.
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+ «Escoles al Palau», a programme to bring music to
schoolchildren, incorporating its contents within a
website, together with automatic inscriptions for
students over the Internet.

« Fundacion Telefonica is a technological partner of
major Spanish cultural institutions, including «Fun-
dacion Principe of Asturias», «Circulo de Bellas
Artes» or «Casa de América», carrying out numerous
projects to modernise infrastructures, equipment
and services that foster a wider reach to their cul-
tural contents.

2.2.2 Social application of Information Technologies
Fundacion Telefonica collaborates in numerous social
projects to encourage the use of technology in fields
such as:

Social use of telecommunications

+ Modernising infrastructures of organisations that use
the telephone as a way of dealing with and helping
people. The IV Assembly for Subsidies for Telephone
Services for Social Purposes provided support to 156
organisations. Individual projects were also supported
including «Fundacion de Ayuda contra la Drogadic-
cion», «Coordinadora estatal de minusvalidos fisicos
de Espafia», or «Asociacion Espafiola del Teleféno de la
Esperanza».

Training and Employment

+ Merc@dis: a Service Portal to help handicapped people
to find employment, including a virtual job market, a
Service Centre for Special Employment Centres, and an
electronic news service.The portal was also launched in
Chile in 2002.

« Collaboration in the «Think» project, a teleworking
initiative created by the European Union to offer sup-
port and teleworking technology for handicapped.



Distribution of projects in Spain
(data in percentages)
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+ The project to Support the Integration of Women
into the Workplace in Brazil, fosters the incorpora-
tion of women who are heads of families with chil-
dren of less than 18 years of age.

Access to the Information Society

« Demonstration Unit for Adapted Equipment installed
in the «Centro Estatal de Autonomia Personal y Ayudas
Técnicas», including computer equipment specially
adapted for the disabled.

« Fundacion Telefonica in Chile has helped instruct 8oo
physically disabled persons in the use of the Internet,
facilitating the integration into work.

« ATl Project: Creation of a teletraining and teleworking
centre for spine damage sufferers in the new head-
quarters of the «Fundacién para la Rehabilitacion del
Lesionado Medular».

+ Fundacion Telefénica has completed the first version
of an alternative languages communicator for per-
sons with cerebral palsy (SICLA Project), and another
for temporary patients at the intensive care unit of
the Severo Ochoa Hospital in Madrid.

Telephone helplines

+ Helplines for women who suffer from physical and
mental abuse. Currently there are several projects
under development in several Spanish regions, in col-
laboration with their local governments.

+ In Peru, the Children’s and Teenagers’ Telephone
Helpline gives complete information about social,
legal and psychiatric issues. The service received more
than 36,000 calls in 2002.

« Experience of domestic helpline for patients at the
«Residencia Asistida de la Tercera Edad» in Vigo, Spain.

Health and quality of life
- Children’s Cancer Institute in Brazil

Distribution of the 502 partner
organisations in Spain
(data in percentages)
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n
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9
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Culture
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- Pioneering experience in the care of patients at risk
from heart disease using GSM to transmit electro-
cardiograms, constantly connected to Doctors at the
«Foundacién Jiménez Diaz» and «Hospital Gregorio
Maranoén», both in Madrid.

« Portals related to chronic illnesses of social impor-
tance, such as cancer www.feloc.org, Chron-Colitis
www.ua-cc.org, back problems www.espalda.org and
diabetes www.fundaciondiabetes.org.

2.2.3 Community co-operation and development

- The Risolidaria Portal (International Solidarity Net-
work) www.risolidaria.org, created by the Telefonica
Foundation to offer tools to help associated NGO’s
in the social work.

- «Juntos por Africa»: technological support for the

project to collect coinage in pesetas that was not

exchanged for euros in the process of transition
between both currencies.

Communications for Spanish volunteers working

in humanitarian projects outside of the country, as

an essential instrument to help with their work.

« Free communication services at Christmas for the
direct family members of Spanish religious and vol-
unteers working on humanitarian projects in the
third world.

« «Voluntariado Corporaivo» is particularly important
in Argentina, aimed at co-ordinating community sup-
port programmes carried out by current and retired
employees, and which helped more than 6,800 peo-
ple in 2002. In the same year, the «Regional Microen-
trepreneurs» self-management programme was
launched in Spain, aimed at offering workshops to
help form small co-operatives and provide them with
resources for their integral development.

+ In Brazil, support programmes are underway to
defend the rights of children and teenagers, sup-
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Sponsorship distribution by countries
(data as percentages)

Peru Others
3 J l m
Chile

5

Brazil Spain
12 69

porting nearly 100 institutions in 2002, and offering
help to more than 4,000 people.

2.2.4 Art and Technology

+ Art Galleries in all the countries where Fundacion
Telefonica is present, fostering exhibitions related to
contemporary art and new technologies.

+ Managing, maintaining and exhibiting Telefonica’s
Art Collections, in particular, the «Figuracion reno-
vadora» and «Telos» collections.

+ The Telecommunications Museum, offering visitors
an overview of the growth and development of
telecommunications.

« «Ars Virtual» www.arsvirtual.com; a representation of
artistic and historical monuments using virtual reality,
including cathedrals and other Royal places, offering
the possibility for visitors to go on a virtual «tour».

2.3 Sponsorship offered by Telefonica

By means of sponsorship, Telefonica is present in

numerous social activities, particularly the following:

« Sport: motor sports (Dakar 2003, motorcycling
events, rallies, Telefénica World Series, Daniel
Pedrosa, Toni Elias, Joan Olive, Carlos Sainz, Fco. Javier
Garcia Vico, Javier ramén Ferreiros, Alejandro Ville-
gas, Jeremias Israel, «Chaleco» Lopez, etc.), cycling
(Vuelta a Espafa), Tennis (Juan Carlos Ferrero, Conde
de Godo, Madrid Tennis Masters, Luis Horna, Ivan
Miranda, Leonardo Ramirez, Luis Felipe Noriega,
etc.), golf, athletics (Yago Lamela), gymnastics
(Almudena Cid and Jesus Carballo).

« Music: MoviStar Activa concerts (Garbage, Vanesa,
Pop de los 8o, Mana and Alex Ubago), Julio Iglesias’
tour, classical (Promusica, Canaries Philharmonic,
Rostropovich).
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Telefénica SA.

« Art and culture: Exhibitions, Salamanca 2002, Span-
ish Royal Theatre, Liceo, Djehuly Project, museums
and publications.

« Society: projects developed by Fundacion Telefénica.

The commercial sponsorships carried out by Telefonica
Group are detailed on each of the websites in the
respective countries where it operates.

2.4 Emergency response

2.4.1Involvement in society

in situations of economic crisis

+ «PYMES exportadoras Argentinas»: a programme
supported by Telefénica Group in Argentina to pro-
mote Argentine exports.

- Telefénica Moviles’ social compromise in Argentina
(Unifon) has taken shape in numerous collaborations
and donations reaching more than 25 academic and
health institutions, children’s feeding centres, etc.

- Telefe embarked on a charitable project called «dar es
dar»;a campaign was launched during the Christmas
period together with other organisations to collect
gifts. 10,000 toys, 60,000 nappies and 5,000 litres of
milk were donated as part of the campaign.

2.4.2 Disaster relief

In order to help in reducing the impact of the oil slicks
produced by the sinking of the tanker «Prestige», Tele-
fénica Méviles Espaia donated the total value of all
short messages sent between 10.00 pm on New Year’s
Eve 2002 and 2.00 am on January 12003 to Galicia (a
total of 11,803,689 messages). In addition, Telefonica
Méviles sent 12 mobile units to the areas affected by the
oil slick to provide coverage in areas where cleaning-up



Some collaborations to raise funds for social projects

Argentina

Brazil

Chile

Spain

Morocco

Atento Argentina offered infrastructures and technology to receive calls from 3 national campaigns carried out
by «Red Solidaria» (solidarity network) to gather food, clothing, footwear and school materials throughout
2002.79,000 calls were answered in 112 days of operations.

Unifén made a freephone number available so that its customers could communicate with «Céritas»
Argentina and make donations with their credit cards.

Telefonica was responsible for the telephone connections and co-ordination of the 2002 Telethon in the
state of S3o Paulo, an event that has been staged for the last 5 years to raise funds for the «Asociacion de
Asistencia a Niflos Deficientes» (Help Association for Disabled Children). Preparations were made to receive
6,000 calls simultaneously, with a total of 2,500,000 calls received.

Support for the 2002 Telethon, a foundation for the support and development of disabled children that
stages a moneymaking event every two years. Grupo Telefonica Chile collaborated with human resources,

technology and financial contributions in 2002.

Onda Cero participated in the organisation of the «Contra la droga» Football Match led by Luis del Olmo, offering
promotion for the event on the radio and logistical support. A total of 451,659 Euros were raised in 2002.

Atento Morocco offered teleoperators and infrastructure for 9 days in support of the Telethon to raise funds

for the Casablanca Disabled Persons’ Association, receiving 3,105 calls in 231 hours.

Peru Atento Peru set up automatic telephone donation services following the earthquake in the south of the
country (25,600 calls), the fire in the «Mesa Redonda» market (14,899 calls), and severe frosts in the
southern region (26,610 calls). It also took part in the «Todos por Amor» campaign (49,980 calls). Atento
Peru has contributed by installing an automatic donation service for cancer patients at the «Instituto
Nacional de invcestigacion de Enfermedades Neoplasicas» (INIDEN).

Puerto Rico Atento collaborated by receiving calls during the annual Telethon organised by the Muscular Dystrophy
Association , making more than 60 positions available and receiving more than 4,700 calls.

operations were under way and enable efficient coordi-
nations of the efforts.

In collaboration with Telefénica de Espaha, Fun-
dacion telefonica supplemented the public telepho-
ny network by installing new equipment, provided
volunteers with telephone cards and applied dis-
counts to the telephone calls made by local fisher-
men’s associations.

2.4.3 Socially responsible communications

+ The Humanitarian Aid Telephone Service for Emer-
gencies, is sponsored by Fundacién Telefénica and
managed by Atento. It includes a free helpline (9oo
502 502) 24 hours a day, 7 days a week, which cen-
tralises calls to organisations carrying out relief work.

+ The Committee for National Emergencies in El Sal-
vador set up a service -together with Atento- to co-
ordinate the arrival of relief supplies to the areas
affected by the earthquake of 13 January 2001. More
than 50,000 calls were received by the service.

« During Spain’s Presidency of the European Union, Tele-
fénica was responsible for installing telecommunica-
tions services for the authorities in the 19 central

offices. In addition, specific security systems were
implemented in each centre.

« Telefénica Movil assisted the government of Chile in
carrying out the national census by providing officers
with mobile phones.

2.5 Collaboration with
international organisations

Telefonica is actively involved with internationally
renowned Associations and Organisations, including:

« ETNO (European Telecommunication Operators’
Association), which includes 39 European operators.

« ITU (International Telecommunications Union) rep-
resenting more than 190 countries and 650 non-
state members.
« AHCIET (Spanish-American Association of Investiga-
tion Centres and Telecommunications Companies).
« ETSI (European Telecommunications Standards Insti-
tute), which groups together over 80o companies.

« OMA (Open Mobile Alliance) with over 300 compa-
nies from the mobile sector.

+ GSMA (GSM Association).

Telefonica Maviles’ collaboration
following the «Prestige» disaster

1,803,689

messages sent on New Year’s Eve,
whose total value was gifted to Galicia

12

mobile units sent to the region
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Accumulated investment’
Telefonica Group in Latin America
(data in millions of US Dollars)

30,500

in acquisitions
33,000
in infrastructure

(1) as of September 2002

octivas

« ICC (International Chamber of Commerce).

« GeSl (Global e-Sustainability Initiative), which brings
together players in the telecoms and information
technology industry that are committed to sustain-
able development.

National Spanish level:

+COIT (Colegio Oficial de Ingenieros de Telecomuni-
cacion)

« ANIEL (Asociacién Nacional de Industrias Electronicas
y de Telecomunicaciones)

« CEOE (Confederacion Espafola de Organizaciones
Empresariales)

« AUTEL (Asociacion de Usuarios de Telecomunica-
ciones)

« SEDISI (Asociacion Espafiola de Empresas de Tec-
nologias de la Informacion)

« AECE (Asociacion Espafiola de Comercio Electronico)

« COTEC (Fundacion para la Innovacion Tecnologica)

+ N-ECONOMIA (Centro de Prediccion Econémica)

2.6 Support to the Spanish Language

Telefonica makes special efforts to offer its complete
collaboration with organisations that promote the
use of the Spanish language throughout the world. It
participates with the «Real Academia de la Lengua»
and «Instituto Cervantes» in projects such as to bring
information technology to the 20 National Acade-
mies in Latin American republics, create the «Dic-
cionario Panhispanico de Dudas» with over 2,000
doubtful expressions included, develop the «Espafol
al Dia» service, promote the Office for Spanish in the
Information Society, develop an automatic web page
translator and multiplatform services to expand the
use of Spanish language.
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The Information Society is a state

of social development characterised
by the ability of its members (citizens,
companies and public administration)
to instantly obtain and share any type
of information from any location,

in the format it chooses.

3 Telefonica Group takes the lead in
the development of the Information Society...

According to the report produced at the Johannesburg
Summit, the digital revolution has the potential to spread
access to knowledge, information and markets to people.
Internet has increased people’s connectivity power,
strengthening their abilities to access information in the
areas of education and health, democratic participation
and economic activities. Telecommunications are chang-
ing the way in which business is carried out (let us think
about mobile communications and Internet), increasing
productivity in a similar way to the increase that took
place during the first industrial revolution.

3.1infrastructure development

Broadband penetration has had a truly notable
increase in all the countries where Telefénica offers
its ADSL service. By the end of 2002 Telefénica
Group was providing up to 1,413,340 ADSL lines,
which means an increase of 127% as compared to
the 621,735 lines in December 2001.

Telefénica is making a decisive move towards
investment in broadband infrastructures in Latin
America, which already represents 10% of its total
investments in these countries.

In turn, with the aim of offering access to new tech-
nologies to the whole society, Telefonica offers «dial
up» access to Internet via narrow band technology.

In order to offer the possibility of connecting to the
Internet at high speeds in rural areas, Telefénica de
Espafia intends to gradually replace the existing



technology (analogical TRAC) by different systems
(GSM, LMDS, satellite, etc.).

In Peru, the number of Internet users has increased
thanks to the appearance of «Cabinet» (an integral
solution to install public Internet access cabins), and
the Central Government’s «Huascaran» Project (spon-
sored by Telefénica), aimed at bringing Internet access
to schools in remote parts of the country.

Similarly, the new 2.5G and 3G generations of mobile
telephony are technological solutions that offer mobile
broadband coverage. Telefénica Méviles already offers
high speed services using 2.5G technology in Spain and
Brazil.

Finally, the installation by Telefonica Moéviles Espana
of 750 third-generation UMTS network stations in 21
Spanish cities was completed on schedule.

3.2 Development of new applications and services

Some of the new applications and services launched

by the Group’s companies in 2002 include:

« Hogar.es: Telefénica 1+D is developing a service plat-
form to integrate the various household automation
and internal and external networks.

« eBA: Telefénica Data has developed the value proposal
for «eBA», aimed both at companies and public
administration. It is based on broadband communica-
tions integrated with new applications and contents
that contribute to increasing business efficiency.

« Mobilhealth and m-to-guide: through Movilforum,
Telefénica Moviles Espafia has started development
work on two GPRS-technology-based services aimed
at the health and tourism sectors, which have the
support of the European Union.

Telefonica de Espaiia 2002
investment distribution
(data in percentages)

Broadband

Otherinvestment investment

54

Telefonica Group ADSL lines

m Spain Latin America

YA 245,919

2001 621,735
957,204 456,136
2002 1,413,340

Percentage of average revenue
per user (ARPU) generated by
data and content services

12%

Telefonica Moéviles Espania 2002
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Short Messages Service « Public multimedia telephones: Telefonica Telecomu-
Telefonica Méviles Espaia nicaciones Publicas is the first Spanish company to
offer a range of services including sending mes-
8 400 sages to mobiles, e-mail, internet access and simul-
) taneous voice and image transmission using ADSL
million technology.
of messages 2002 - Agencia de Certificacion Electrénica (ACE/Electronic

Certification Agency). ACE is committed to offering
3 60/ trustworthy services that guarantee secure elec-
(o] tronic transactions, including the electronic signing
related to content of documents.
distribution services

3.3 Development of new contents
for the Information Society

Some of the contents offered by companies belonging

to the Telefonica Group in 2002 include:

« e-mocion: a menu for accessing Telefénica MoviS-
tar contents using WAP navigation services, voice
or short messages. In 2002 more than six million
MoviStar users accessed e-mocion.

« Antena 3 Noticias has converted its traditional televi-
sion activities into a multimedia production, capable
of broadcasting using different supports (www.azn.tv,
the news channel of telefonica.net, news and pro-
grammes from Imagenio, a 24 hour interactive news
channel, news server via 303 in collaboration with
MoviStar, Antena 3 WAP, etc.) 16 million Internet users
accessed the website of Antena 3 in 2002.

« Onda Cero is the most popular Spanish radio station
broadcast over the Internet (7,994,481 listeners in
2002 in particular its «Radio a la carta» service, with

o ) more than 4.5 million items downloaded.
(1) Technological innovation. R . .
Data estimated according to « EducaTerra: Terra’s educational channel since last
the definition provided by November; it recorded an average of 7,538 visitors
«Instituto Nacional de Estadistica». Spain per day at the start of 2003.
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Telefénica’s Accumulated (1999-2002)
R+D activities distribution
(data in percentages)

Other countries Spain
32 68

« Xtrazona: In June, Telefénica Moviles Espaiia
launched Spain’s first service offering games that
can be downloaded to mobile telephone.

3.4 Research, Development and Innovation

In 2002 Telefénica Group invested more than 1,300 mil-
lion Euros in Technological Innovation. Of this amount,
Telefénica investments in research and development
(R&D) amounted to over 5oo million Euros for 2002.

The majority of R&D work is carried out by Telefonica
Investigacion y Desarrollo (Telefonica I+D), a company
wholly owned by Telefénica, that mainly works for the
Group’s business lines and participates in other research
projects at both national and international level.

With the aim of encouraging technological advances in
areas of development, Telefénica R+D has set up new
centres in Castilla y Leon (an Objective 1 Region accord-
ing to the European Union), and Sao Paulo (in Brazil)
where the company «Telefénica Pesquisa e Desenvolvi-
mento» was recently created.

In 2001 (no consolidated data is available for 2002),
Telefénica’s involvement in the R+D carried out in Spain
amounted to 4.9% (9.4% if we consider R+D carried out
by its companies). These operations provide employ-
ment for more than 4,800 people in Spain.

Telefénica 1+D actively participates in more than 25
organisations and associations, both at national and
international level, that support the investigation and
exchange of experiences about the most advanced
and novel technologies for the development of
telecommunications services. In 2002, Telefénica 1+D



Employment created by Telefonica’s investment in research and development

(number of workers)

mmm Direct Indirect

Telefénica 1+D

Other companies within the group

+ .

2,530

2,328

TOTAL

took part in 37 European Information Society Tech-
nologies projects.

This investment in R&D has made it possible to
launch a large number of new products and services
onto the market, and to have 2,185 patents and mod-
els, 735 registered intellectual properties, 2182 domain
names and more than 7,700 registered trademarks.

Last but not least, Teleféonica made a technical
presentation to the «fathers of Internet» (Lawrence
Roberts, Robert Kahn, Vinton Cerf and Tim Berners
Lee) at «Principe de Asturias» Awards Ceremony. The
event included the presentation of the Group’s main
technological advances.

3.5 Collaboration with Universities

Telefonica Group, fully aware of the importance of uni-

versities as a dynamic element within the Information

and Knowledge Societies, signed 350 agreements with

Spanish universities in 2002. The signing of these

agreements was based on issues related to research,

innovation and telecommunications, priority issues for

Telefonica Group. The most significant data is:

« 65 initiatives with 5o universities and two business
schools.

+ 280 agreements signed with universities for 2000
scholarships.

The Telefonica Chairs («Catedras telefonicas») are an ini-
tiative to encourage the «leverage effect» of technologi-
cal innovation, promoting basic and applied
investigation, encouraging the training of future profes-
sionals,and helping small and medium sized enterprises
to train in the application of new technologies, so that

4,858

Articles
Reports
Conferences

Courses

Participation in Trade
Shows and Exhibitions

Technical
contributions

Media
presence

New products launched by Telefénica de Espaina
and Telefénica Moéviles Espaiia

(data in units)

mmm Mobile services Voice market
Internet and broadband

2001 127

2002 170

Telefénica 14D external technical presence in 2002
(number of activities)
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Telefénica Professorships

Universidad Politécnica de Madrid
Telefonica chair in New Generation Internet
Award for the best PFC of the FI of the UPM

Universidad Carlos Il de Madrid

Telefénica chair in studies into
telecommunications economics

Telefonica chair in

telecommunications technologies

Universidad de Alcala

Telefonica chair in New Technologies for Culture

Business line distribution of scholarships
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Telefonica Moviles
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Antena 3
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2000 2001 2002 2003

The «Word Festival»

Universidad Autonoma de Madrid

Master in Service Economy

Universidad Complutense de Madrid
APIE Master (Association of Electronic Information Journalists)
Universidad de Las Palmas de Gran Canaria
Telefonica chair in Experimental Multimedia Services

Universidad La Laguna

Telefonica / UNESCO chair in Broadband

Telefénica workshop into Education and New Technologies
Universidad Politécnica de Valencia

Telefénica chair in Broadband

and Next-generation Internet
Universidad Politécnica de Cataluiia

Telefonica chair in technological specialisation

and the Knowledge Society
Universidad Pompeu Fabra

Telefonica chair in multimedia production

Universidad Oberta de Cataluiia

Telefonica chair in Virtual Communities

Universidad de Zaragoza

Telefénica chair in the Quality of New Networks
and Telecommunication Services

Universidad de Salamanca

Telefonica chair in the development of applications

of New Technologies in the areas of Culture and Humanities @ @

Universidad de Oviedo

Telefonica chair in New Information

Technologies and telecommunications
Universidad de Santiago de Compostela

Telefonica chair in telemedicine
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they in turn may create more innovation and employ-

ment in the country’s economic system. The results

obtained by the Telefonica Chairs in 2002 include:

« 24 different types of technological innovation projects.

+ 9 projects undertaken in partnership with companies
of the Group.

+ 48 courses given (34 on-site, six online and eight by
videoconferencing) with a total of 1,350 students (930
on-site, 100 online, and 420 via videoconferencing).

+ 791 hours of classes given (46% to first and second year
university students, and 32% to post-graduate stu-
dents, 14% to Professors, and 8% to SME’s).

+ 66 scholarships awarded (39% for end of course proj-
ects, 20% to pay for enrolment, 14% to finance doctor-
al theses, and 27% for other types of training and
exchange scholarships).

« Participation in 21 meetings, conferences or encoun-
ters, seven prizes awarded, and three publications. Five
chairs have their own websites.

www.campusred.net (an initiative of Fundacion Tele-
fénica) promotes the exchange of information and
knowledge among Latin-American universities and
caters for online teaching and shared management.
In 2002 it received 335,953 visitors, with 3,591,821
pages viewed (50% by Spanish users and 50% by visi-
tors from other countries).

Important collaborations at international level include
those between Telefonica Data and universities in Ger-
many, Brazil, Chile, Columbia, Mexico, Peru and the USA,
and Telefénica Moviles in Argentina, Brazil and Peru.

3.6 Studies on the Information Society
In 2002, Telefénica carried out studies on the level of
implantation of the Information Society in Europe,

Spain, Peru and Brazil. These studies were divided into
two parts; a first which contained an analysis of the
current situation of the Information Society in the
countries being studied, and a second part with a
prognosis of the evolution of the Information Society
in the medium-term, based on expert opinions using
the Delphi method.

4 ... respecting the values of the
communities in which we operate

4.1 Removing barriers to handicapped people

Due to the fact that telecommunications reduce the
need to use trasnport, they are particularly suited to
help people who have some kind of disability to play
an active role in society.

Detailed below are some of the initiatives put into
practice by Telefénica Group in 2002 to make life a lit-
tle easier for persons with disabilities of one kind or
another.

- Telefonica Moviles Espana signed an agreement with
CERMI (Comité Espafiol de Representantes de
Minusalidos) to improve access by disabled people to
mobile services.

- Telefonica de Argentina started a service for hypoa-
cousticand speech-impaired users that allows them
to converse through an operator by using a key-
board and monitor.

« Telefonica de Espafia and the fixed telephone opera-
tors in Latin America offer the possibility to send tele-
phone bills in special formats for people with
impaired sight.
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+ «Confederacién Nacional de Sordos de Espana» (Deaf
Spanish Confederation) gave their recognition to the
work carried out to subtitle programmes broadcast
by Antena 3 TV, with the «Juan Luis Marroquin»
Award.

+ «Onda Cero» Radio’s programme «A world without
obstacles» was awarded prizes from UNICEF, «Fun-
dacion Intras» and «Colegio de Psicélogos», as well as
the Inserso Award for the treatment of social issues.

- Telefonica 1+D was awarded with an accesit in the Il
International «<ONCE 1+D» Awards, for a project that
allows sight-impaired users read any type of docu-
ment in any location using a special portable elec-
tronic assistant.

« Telefénica CTC Chile provides special telephone termi-
nals with an oversized keypad for sight-impaired
users or elderly users with poor sight. These tele-
phones are commercially referred to as the «Teléfono
Teclon», with around 120 units sold annually.

- The Voice Call Identification service (available from
operators in Latin America) enables calls to be iden-
tified, producing a voice message indicating the
name of the person calling.

4.2 Collaboration in the fight against delinquency

Telefénica considers that part of its responsibility is to
collaborate with authorities in fighting against the
use of technology for illegal means. The following
actions were of particular relevance in 2002:

Child Pornography on the Internet

Child Pornography is one of the most actively pursued
crimes at present, not only because of the difficulty in
persecuting those involved through the Internet (as
they use services offering free and anonymous personal
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pages), but also because of the irreparable damage
caused to the young victims of this type of crime. With
the aim of assisting in the process of persecuting this
type of offence, Terra Espafa cancelled its service offer-
ing anonymous personal pages on the Internet, and
launched a campaign on its portal requesting that users
report any illegal activities contained on the site
abuse@terra.es. This initiative was supported by more
than 4o associations and NGO’s, and led to the disap-
pearance of more than 5,000 personal pages.

Theft of cables in Argentina

Due to the economic crisis in the country, the theft of
telephone cables has become an easy way of obtain-
ing US Dollars on the black market. In 2002, a total of
13,898 incidents were reported in Argentina; more
than 240,685 km of copper cabling was stolen (weigh-
ing more than 625 tons).

The number of customers affected rose to 300,000 in

April. Telefénica managed to cut down on the number

of incidents to 19,300 by the end of December. The

first measures taken were to replace the stolen cables
and conceal their position. Other preventative meas-
ures were then taken, including:

- Fitting alarms and monitoring the most problemat-
ic sections, and developing a siren system.

« Collaborating with the authorities to raise duties on
the exportation of copper (from 5% to 25%) and
requiring proof from sellers of where the copper had
been obtained.

Theft of mobile telephones

Telefénica Moviles Espana works jointly with the
«Ministerio de Ciencia y Tecnologia» and the «Ministe-
rio del Interior» and other national mobile operators in
exchanging information about the identification of
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12,5 Cultural information |37
38,0 Sports (+World Cup) I100

stolen telephones. To date, the number of stolen and
blocked terminals amounts to 18,093. This project has
been accompanied by a series of informative and pre-
ventative measures, and information about the correct
use of mobile telephones.

Anti-delinquency plan in Chile

The «Cuadrante» anti-delinquency plan in Chile includes
the installation of open community telephones for use in
emergencies and communication services so that the
police and security forces can deal with the situation
adequately, providing more than 100 telephones.

4.3 Emergency assistance

112 Emergency calls service

Telefonica I+D has developed a new function whereby
when a person calls 112 from a mobile telephone, the
system identifies the geographical location of the caller,
thus making it easier to deal with the emergency more
efficiently. In 2002, the MoviStar emergency service
received 3,581,811 calls.

4.4 Support for health and sanitary programms

« Telefénica Méviles Espania, through Movilforum, has
started work on the development of Mobilhealth, a
pioneering service based on GPRS technology for
the health sector, that has been supported by the
European Union. It is also working on other projects,
including: the localisation of Alzheimer sufferers,
mobile electrocardiograms for controlling cardio-
vascular processes when mobile, and a mobile glu-
cose indicator to send information about levels via
mobile telephones.

mmm  Number of hours per year

I oz
A 6130

- Experts from Atento Brazil collaborated in develop-
ment and training services for setting up the Cancer
Hospital’s Attention Centre.

« Telefénica I+D is currently carrying out projects to
develop specific medical teleassistance services, or
electronic prescription services.

4.5 Contents of social interest

+ In a move to avoid the viewing of violent or sexual
material during prime-time hours, Antena 3 has
moved a number of controversial programmes such
as «South Park» and «Sex in New York» to a late-
night slot (after midnight).

Last October, Telefe -together with the sector’s regu-
latory bodies in Argentina and other TV channels-
undertook to implement the «basic broadcast
content guidelines» governing the broadcasting of
violent, discriminatory and obscene material.

Onda Cero has dedicated airtime to promoting
issues of social interest such as immigration (3.4%
of airtime), health issues (6%) or the integration of
the disabled (5%).

Terra established a contents filter that limited access
by minors to pages with pornographic or violent con-
tents, as well as those covering issues such as the con-
struction of explosive devices, drugs, sects or racism.
This filter was installed as a pilot experience in the
USA, after which it was installed in Latin America.

Child Pornography

5,000

personal pages removed
by Terra Espana

40

collaborating associations and NGOs

Theft of mobile telephones

18,093

terminals stolen
and blocked in Spain

Emergency assistance

3,581,811

calls to 112 from the MoviStar network
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Telefénica is
committed to preserve
the environment...

A commitment
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... and to minimise
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impact of its activities...
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Double-sided invoice printing
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Electronicinvoice
Telefonica de Espana
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fields
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exposure limit regulations

* «Real Decreto 1066/2001» Spain
. «Resolucion 505/2000» Chile
O‘ «Resolucion 303» Anatel Brazil

@ «Resolucion CNC 269/2002» Argentina
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Atmospheric emission
management

Responsible solid
waste management

100%

Hazardous waste manage
by auhtorised handlers
(Telefonica de Espania,
Telefonica Moviles Espaia
y Telefénica 1+D)

Other waste
management initiatives
Recycled paper (data in tons)

335

TPI Peru

Telefénica offers a range of communication
with a positive environmental impact services, including:

@ Tele-working, remote offices

@ Audio-conferencing, video-conferencing

© Tele-education

@ e-commerce

@ Personalised mobile information services (e-mocion)

@ Services providing added value (network answering
service, caller identification, multimedia messaging)

... that contribute to:

@ Improvements to transport and distribution systems
@ Improved energy efficiency in buildings
@ Savings on paper through the use of electronic catalogues and invoices

© Network answering services replace individual answering services
(thereby contributing to a reduction in the use of materials)

—> 333

Telefénica 1+D projects whose
environmental impact has been analized

[ |
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environment

1Telefonica is comitted
to perserve the environment

Since Telefénica de Espafia subscribed the environmen-
tal charter developed by ETNO (European Telecommu-
nication Network Operators) in 1996, incorporating
measures for the protection of the environment and
the health and safety of its employees, Telefénica
Group has made considerable progress in this area. A
total of 23 telecommunications operators have signed
up to this scheme so far, and Telefénica is a founding
member of the Working Group that looks into the issue
of the Environment and Social Responsibility.

1.1 A commitment to the environment

During 2002 Grupo Telefénica has intensified its com-
mitment to the environment by signing up to the UN
Global Compact and the GeSl Initiative (Global e-Sus-
tainability Initiative), the later under the auspices of
the UNEP (UN Environmental Program) and the ITU
(International Telecommunication Union), includes
manufacturers and operators from the sector with
the aim of promoting sustainable development in the
Information Society.

During the course of the year Telefénica Moviles
Espafa, in collaboration with another 15 major com-
panies, has founded the «Club de Excelencia en
Sostenibilidad» (Sustainability Excellence). This Club
was set up in order to allow members to share their
experiences in the area of sustainable development,
by encouraging training in this field and promoting
projects involving companies, public institutions and
private organisations in the fields of corporate excel-
lence and sustained growth.
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One of the highlights of these initiatives is the involve-
ment of Telefénica Mdviles Espafia in the Business and
Sustainability pilot scheme «Calificacién Ambiental de
Proveedores» (Suppliers' Environmental Certificate). This
is an initiative promoted by «Fundacién Entorno» and
sponsored by Spain's «Ministerio de Ciencia y Tec-
nologia» and is designed to offer gradual environmental
certification for suppliers, thereby encouraging suppli-
ers and contractors to improve their environmental
management systems.

1.2 Environmental management system

Telefénica de Espana, Telefonica Méviles Espana and
Telefénica 1+D are the Group’s companies that have
made the greatest progress in implementing Environ-
mental Management Systems (EMS), which now
extend to 100% of their activities.

The EMSs implemented by Telefénica Moéviles Espafia
and Telefénica 1+D have held the 1SO 14001 in envi-
ronmental management systems and standards
since 1998, whilst in the case of Telefénica de Espana,
the system implemented in its Logistic Centre has
recently been awarded the 1SO 14001.

In 2001 Telefénica Unifén Argentina set up an envi-
ronmental working group that, following their diag-
nosis of the situation, implemented a series of
improvement measures during 2002.

In Brazil, Celular CRT has developed a project for the
implementation of an Environmental Management
System, thereby complying with the requirements
laid down by the NBR ISO 14001, which is currently
pending approval.



Environmental reports published
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1.3 Environmental publications

Various Telefénica companies publish annual environ-
mental reports, which are gradually moving towards
sustainability reports, as reflected by «Aenor» in its
audit of Telefonica de Espafa’s 2001 edition of its envi-
ronmental report, in line with the guidelines estab-
lished by the GRI (Global Reporting Initiative).

Telefénica Méviles Espafia has a section on its website
devoted exclusively to environmental issues in which vis-
itors have access to the company’s reports. The website is
complemented by an environmental information line
(1473) and an e-mail address: medioambiente@tsm.es

In accordance with its principles of transparency and
responsibility, Telefonica Moviles Espafna has carried
out a campaign aimed at raising awareness regarding
its policies and criteria in the areas of the environment
and public health. The following reports have been
published and distributed:

« «Electromagnetic fields: mobile telephones and health».

+ «Real Decreto 1066/2001: requlations for communica-
tion and health» .

« «Mobile telephones: part of your life».

In Peru, and through the «Asociacién de empresas pri-
vadas de servicios publicos», Telefénica has distrib-
uted an information leaflet entitled «Cell phones
improve our quality of life» in order to raise awareness
among the general population of the vital role cell
phones play in a country with a wild and rugged land-
scape, as well as mobile telephone operators' full
compliance with the regulations governing the maxi-
mum permitted exposure to electromagnetic waves
established by leading international organisations.

(in process)

The goal set by Telefonica I+D for 2003 is to improve
the Company's social and environmental communica-
tions. The Company's web site includes a section
where visitors may consult environmental reports.

1.4 Environmental training actions

Telefénica de Espafia, Telefénica Méviles Espaia, Tele-
fonica 1+D and TeleSP (Brazil) each have a section on
the environment on their Intranets, which all mem-
bers of the organisation may access from the intranet.

Telefénica de Espafia offers a tele-training course
called «Environmental Management at Telefonica
Espana», whose main objective is to raise awareness
amongst all its employees. A total of 13 courses were
held in 2002, which were followed by 270 pupils. In
order to improve working space management in its
7,600 buildings, last October Telefénica de Espafia
launched an awareness-raising campaign entitled «Look
after your working space. It's your daily landscape». This
campaign dealt with issues such as cleanliness, tidiness
and energy and water savings. The possibility of drawing
up a code of «Good Environmental Practices» for sub-
contrators is also currently under development.

Telefénica Moviles Espaiia has an internal environmental
training scheme open to all its employees. In view of the
demand for information on electromagnetic fields and
theirimpact on health, the Company focused most of its
efforts in 2002 on looking at this issue. Training was
divided in three sections: the first explaining how the
mobile telephone network works; a second section
describing the possible impact of radio frequencies on
health and lastly, a summary of all the activities under-
taken by the Company in this field.

Corporate Responsibility Annual Report 2002 Telefénica S.A._69 [



Energy consumption
(data in kwh)

1,152,707,738

Telefonica de Espafia (20071)

14,182,150

Telefénica I+D

374,290,849

Telefénica Méviles Espaia

8,600,000

Telefonica Unifon Argentina

1,800,000

Telefénica Moviles Chile

54,190,000

Telesudeste (Brazil)

20,500,000

Celular CRT (Brazil)

Telefonica 1+D offers three on-line courses describing
the main elements and implications of its EMS, solid
waste management and environmental protection
activities. During 2002 these training courses were
directed at new employees and maintenance staff.

1.5 Sponsorship of environmentally
friendly protection initiatives

« In Spain, Telefénica Moéviles has sponsored the first edi-
tion of Spain's Environmental Report, a «<FUNGESMA»
initiative («<Fundacion para la Gestion y Proteccion del
Medio Ambiente»).

+ Telefénica Méviles Espafa collaborates with «Fun-
dacion Entorno» and participated in a number of
working groups at the 2002 edition of the National
Environment Conference.

« Admira is one of the companies that sponsor «Fun-
dacién Ecomar», wich protects the marine environment.

+ In Argentina Telefénica Méviles supports «Fundacion
Vida Silvestre», which preserves the forest life.

+ Telefénica Moviles Peru sponsored the National
Environment Prize, awarded by the Tecnoldgica del
Sur University.

2 ... and to minimise the environmental
impact of its activities...

2.1 Rationalised consumption
2.1.1 Electrical energy consumption

Supplying both mobile and land communication net-
works constitutes telecommunications operators'
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major source of energy consumption. Telefénica
Groupoperators are implementing considerable
improvements designed to maximise the energy effi-
ciency of their networks through the use of monitor-
ing and control systems or the increase in operating
temperature of certain equipment (leading to conse-
quent energy savings in cooling systems).

Telefonica de Espana's environmental goal for 2003 is
to reduce energy consumption to levels similar to those
of the year 2000 and Telefénica 1+D has established
energy saving targets for June 2004.

2.1.2 Water consumption

Water consumption in the telecommunications sector
may appear insignificant when compared with levels
used by other industries or the service sector. The
greatest impact is the consumption of water in offices
and cooling systems. One of the main actions of Tele-
fénica 1+D has been to establish optimisation targets
for the quality and amount of water used, planned for
February 2003. TeleSP (Brazil) has organised workshops
designed to develop initiatives and raise awareness of
the need for the rational use of water in its facilities and
installations.

2.1.3 Paper consumption

Telefénica Group companies have set up a series of
measures designed to reduce paper consumption.
Several of these initiatives are described below:

Telefénica Publicidad e Informacion (TPI)

« In order to minimise the environmental impact of the
paper used to publish TPI's guides, all the paper and
card used for the company’s telephone directories are
purchased from suppliers that hold environmental-
management standard certificates (SO 14001).



Fuel consumption
(data in litres”)

Telefénica de Espana Petrol 1,196,533
Adieseloil [N 761,640
B diesel oil 396,654
Cdiesel ol 293,71
Telefonica Méviles Esparia Petrol 74,692
Diesel ol [ 419,918
Telefonica 14D | petrol 207,003
Telefénica Méviles Chile ‘ Petrol 45,600
Telefénica Unifén Argentina ‘ Diesel oil I 19,200
Teleleste (Brazil) ‘ Diesel I 11,500

(*) Excepting natural gas consumption (in m?3): Telefénica de Espaia 239,659 and Telefonica R+D 73,557

« In addition to this, a series of new information chan-
nels are currently being created as alternatives to the
traditional paper format, including on-line directories
available on the Internet or new technologies such as
WAP or personal digital agendas (PDAs).

Telefénica de Espaia

« Estimated savings of 721 tons of paper due to dou-
ble-sided invoice printing, an initiative set up in
March 2002.

+ A further initiative that has led to reduction in the
amount of paper used is the implementation of the
electronic invoice. In December 2002, a total of 45,258
clients had opted for the e-invoice, saving a total of 1.4
tons of paper used for the invoices and envelopes.

+ The total amount of paper used in 2002 was 4,814
tons, 875 of which are recyclable.

Telefonica Méviles Espaia

« Recycled office paper consumption totalled 3,342,500
sheets in 2002.

+ Double-sided printing has been used for all invoices
issued since May 1°t 2002, allowing considerable
reductions to be made in the amount of paper used.

Telefonica 1+D

+ The aim is to reduce the amount of paper used by 62%
between 1999 and 2009, developing the paper-free
office model.

« During 2002 a 19% reduction in the number of sheets
used was obtained. In total, 8,166,825 sheets of
white paper and 2,337,240 sheets of recycled paper
were used.

Atento Espana
+ 22.5% of the total amount of paper used, was recy-
cled paper.

2.1.4 Fuel consumption

The telecommunications sector does not directly con-
sume large quantities of fuel. Most of the fuel con-
sumed is used by its fleets of vehicles, or during
emergency plans of action or in order to provide serv-
ices in remote areas where energy sources are diffi-
cult to access.

The objective of Telefénica Group is to collaborate in
meeting the goals established at world summits such
as Kyoto and to set up control mechanisms designed to
reduce consumption and increase efficiency levels. This
is clearly reflected in the progress made by Telefonica
de Espafa in this area during the course of 2002.

+18% of the fleet of vehicles without a catalytic convert-
er were replaced with others that fully comply with
current legislation regarding gas emissions (83.5%
compliance).

+ 4% of vehicles without a catalytic converter were
taken out of service (152.7% compliance).

+ Assessment of the state of boiler fuel deposits and
generators (93% compliance).

+ Adaptation of boiler fuel deposits and generators to
current legislation (70% compliance.

Telefénica de Espafia has set the following objectives

for 2003:

+ Completion of the adaptation process of deposits in
line with current legislation.

« Replacement of 2.7% of the fleet of vehicles without
a catalytic converter.

The fuel used in 2002 by Telefénica de Espana to travel
a total of 114,531,959 kilometres can be broken down in
the following way: A diesel oil 7,615,001 litres; petrol
653,680 litres; unleaded petrol 542,333 litres.
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Water consumption
(data in thousands of litres)

963,445

Telefénica de Espaia

11,246

Telefonica Moviles Espana

44,106

Telefénica 1+D

Paper consumption
(relevant data)

100%

paper purchased by TPl from
ISO 14001 suppliers

savings of

721 tons

due to double-sided
invoice printing by
Telefénica de Espana



Telefonica de Espaiia’s fleet of vehicles

(number of vehicles per category)

Telefonica 1+D vehicles used approximately 50,000
litres of fuel. Company employees made a total of 642
domestic and 430 foreign trips.

2000 wmm 2007 wmm 2002

Mopeds | 13
3
0 2.2 Impact on bio-diversity and the landscape
Sal ) P -
ales car 1008 When undertaking network distribution, Telefénica
fleet 584 o . . .
473 Méviles operators take into consideration the need to
blend structures into the landscape or to camouflage
Small 5,478 them in urban or countryside areas which are protect-

vans _‘ 5,343 ed due to their environmental, historical or artistic
5,291 value. In order to achieve this, a number of basic tech-

niques are employed: the reuse of existing infrastruc-

Transit
vans 67;5 ture; the reduction in the number of aerials per site;
- 675 infrastructure sharing; camouflaging of aerials, etc.
Mixed 303 During the planning phase of its base stations, Tele-
vans . 227 fonica Moviles carries out a landscape impact analysis,
198 based on the calculation of visual fragility,a parameter
Small 391 which determines the degree to which the landscape
four-wheel-drive 335 will be altered by an action carried out upon it. During

vehicles 336 the course of 2002 a total of 511 environmental adap-
tations were carried out on the network.

Large 179
four-wheel-drive }?6 Total number of vehicles Telefénica Méviles Espafia and Telefénica de Espafia
vehicles also carried out a number of environmental impact
small | 1 studies at the request of official bodies. These were
trucks | 10 designed to offer a range of alternatives that not
10 2000 only protect the environment but also ensure cus-
tomers are provided with a quality service.
s | 1,508
frucks I ;S ) In keeping with these measures, and in accordance
2001 with the development of new technologies, during
Company || 75 7 2 60 2003 Telefénica Moviles plans to establish a series of
cars ' 31 I environmental criteria for the deployment of its
61 2002 UMTS networks.
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2.3 Electromagnetic fields

In compliance with «Real Decreto» 1066/2001, Tele-
fonica Maviles Espafia completed its Monitoring Plan,
carrying out checks on all base stations situated in
inhabited areas. The monitoring and approval proce-
dures were carried out in accordance with the terms
and conditions stipulated in «Orden Ministerial»
CTE/237/2002, and the results obtained have been
compared with limits for exposure to electromagnet-
ic fields included in the aforementioned «Real Decre-
to». The results showed that all the base stations are
well within the permitted limits recommended by
leading international organisations, such as the
ICNIRP (International Commission on Non-lonising
Radiation Protection), the World Health Organisation
and the EU.

Telefénica Moéviles Espafa is also involved in a num-
ber of other working groups, such as that set up with-
in the context of «<ANIEL» with the aim of explaining
all aspects of antennae, emissions, etc. Full details are
available on the web site at www.sociedadmovil.com,
which received a total of 27,000 visits in 2002.

Telefonica Moviles Espafia participates actively in
working groups on electromagnetic fields within the
framework of ETNO (European Telecommunication
Network Operators) and is involved in the majority of
actions carried out by COST (European Co-operation
in the Field of Scientific and Technical Research).

In Chile and in accordance with current legislation,
Telefénica Movil completed the monitoring of its aeri-
als. The results showed that all the emissions are
within the limits laid down in the regulations includ-
ed in Resolution 505/2000.

During the course of 2002, and in compliance with
ANATEL «Resolucion» 303, Telesudeste Celular, Tele-
leste Celular and Celular CRT have begun to carry out
a series of monitoring procedures throughout Brazil.
To date, all the results have shown that emissions fall
well within the limits permitted by the ICNIRP and
the WHO.

In Argentina, Telefénica Unifon is responsible for
monitoring electromagnetic emissions in accor-
dance with the provisions laid down in «Resolucion»
CNC 269/2002. It was shown that all the sites com-
ply fully with national and international regulations
and standards.

In Peru, random monitoring tests undertaken by INIC-
TEL («Instituto Nacional de Investigacion y Capacita-
cion en Telecomunicaciones») at base stations of all
existing operators have shown compliance with the
limits set out by leading international bodies.

2.4 Atmospheric emission management

As part of a series of initiatives designed to reduce

atmospheric emissions, Telefénica de Espafa has

achieved the following objectives during the course

of 2002:

« Identification of the cooling agents used in cooling
equipment (90% compliance).

« Removal of any existing 1301 halon (97.5% compliance).

The following are the objectives set by Telefénica de

Espafa for 2003:

« Elimination of cooling agents used in cooling equip-
ment in order to comply with existing legislation.

« Completion of the removal of 1301 and 1211 halon.
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Solid waste management
at Telefonica de Espaiia in 2002
(data in kilograms)

Non-hazardous Final use

-internal plant 136,806  scrap

-wiring 5,519,156 scrap

- telephone equipment 1,618,534  scrap

-telematic equipment 132900  recycling and scrap

- waste paper 877,757  recycling

- vehicles taken out of service 557,210 scrap metal

Hazardous

- bio-sanitary 9,672 authorised handler

- radiological 1,575 authorised handler

- batteries 1,262,519 recovery and authorised handler
-hazardous from Logistic Center 328  recovery and authorised handler
-1301 halon removal 87,051 authorised handler

Volume of waste generated
by Telefénica I+D in 2002

(data in kilograms, except when otherwise specified)

Non-hazardous

- decantation tank grease 3,340
- metal oil filters 2,560 litres
- building work waste 242 m?
- obsolete electrical equipment 22,931
- toner cartridges 580 cart.
Hazardous
- dead fluorescent tubes 268
- metal oil filters 7
- contaminated empty packaging 153
- housing oil 200
-alkaline and button batteries 347
- paper stained with chemical products 102
- dead batteries 7,356
-inorganic waste products 107
- contaminated absorbent material 176
- bio-sanitary waste 172
Volume of waste generated by
Telefonica Méviles Espaiia in 2002
(data in kilograms)
Hazardous  Non-hazardous
Offices 1,348 301,988
Network 164 823,000
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2.5. Responsible solid waste management

Telefonica classifies and deals specifically with each
type of waste produced during the course of its activ-
ities, with particular attention being given to haz-
ardous waste products that are dealt with by
authorised handlers.

In 2002, Telefénica de Espana generated a total of
10,203,508 kilograms of solid waste, 1,361,145 of which
were hazardous.

The objectives set for 2003 in this area are listed

below:

- Extension of Telefénica de Espana’s registration as a
producer of hazardous waste material.

+ Reduction in the amount of micro-computerised
waste produced by workstation printers. (Installa-
tion of 200 networked printers, the removal of
4,000 individual printers, 1,000 of which will be re-
used).

+ Reduction in the amount of micro-computerised
waste produced by workstation computer termi-
nals. (Removal of 5,000 obsolete PCs, goo of which
will be recycled and re-used).

Participation in collaboration with major mobile tele-
phone manufacturers and operators in the initiatives
«Recicla tu mévil» and «Tragamovil» set up by ANIEL
and ASIMELEC respectively, designed to recycle and
effectively deal with obsolete mobile phones and
accessories.

Telefénica Moviles has set up an Integrated Manage-
ment System designed to remove and handle cor-
rectly any hazardous waste products. This system
includes the collection and management of both



hazardous waste products (fluorescent tubes, batter-
ies and mobile phone batteries) and solid urban
waste (paper, cardboard, printing waste products).

Telefénica Unifon Argentina has taken a large num-
ber of base station batteries out of service, either
because they have completed their pre-established
life or they contain cadmium. Certified contractors
have eliminated more than 70 sets of batteries have
been eliminated in total, plus 20,000 kilograms of
waste products.

2.6 Other waste management initiatives

Telefénica Moviles has come up with a series of initia-
tives for the management of disused terminals and bat-
teries in the various countries in which it is present.

Telefonica Publicidad e Informacion carries out annu-
al campaigns for the collection of obsolete telephone
directories in all the countries in which it operates. In
Peru the third consecutive campaign was carried out
for the collection of the previous year’s phone directo-
ries. A total of 335 tons of «Paginas Amarillas» and
«Paginas Blancas» were collected, 21.8% more than
the estimated 275 tons. The paper collected was sold
as recyclable material and the money was donated to
the «Hogar Clinica San Juan de Dios», in collaboration
with the Fundacion Telefonica.

Atento organises the paper collection and recycling in
Argentina, Chile, Spain and Venezuela.

Telefénica Moviles donates recyclable materials in
Argentina, Brazil and Chile to organisations that donate
the money obtained to social projects and initiatives.

Similar programmes are also run by Atento in Argentina
and Telefonica I+D (excess computer equipment is auc-
tioned off amongst employees, and the money obtained
is donated to charity).

Collection programmes for obsolete equipment in users’ possession
(country and situation)

« Battery collection and recycling programme, in collaboration with the
«Fundacion Vida Silvestre». A total of 500,000 batteries have been deposited
in Company stores.

+ Collaboration agreement with Nokia and Ericsson for terminal recycling.

Argentina

Brazil « Battery collection programme in advance of the resolution to be issued
by the «Consejo Nacional de Medio Ambiente» (National Environment Committee /
CONAMA) whereby battery collection will become compulsory. The batteries are

returned to the manufacturer for recycling purposes.

Chile + 3,500 kilograms of terminals and 3,500 kilograms of batteries have been collected. This
material has been sent to a recycling company authorised by the «Servicio de Salud
Metropolitano del Medio Ambiente» (the Metropolitan Environmental Health Service).

« An Integrated Management System including selective containers for batteries and
mobile phone batteries installed in regional offices and Company stores.

« Participation in collaboration with major mobile telephone manufacturers and
operators in the initiatives «Recicla tu moévil» and «Tragamévil» set up by ANIEL
and ASIMELEC respectively, designed to recycle and effectively deal with obsolete
mobile phones and accessories.

Spain
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Environmental impact 3 ... and to develop services which contribute
3 3 3 to the protection of the environment

Telefonica 1+D projects The benefits to the Environment from telecommuni-
whose environmental impact cations have been endorsed by two reports:

has been analized a) A report published by the United Nation's Environ-
ment and Development Programme, entitled «The
role of industry in sustainable development. 10 years
after Rio: UNEP declarations», highlighting the
achievements obtained by companies from the Infor-
mation and Communication Technology sector, and

their contribution to sustainable development.
b) A report presented at the Johannesburg Conference
(2002) looking into the impact of the Information
and Communications Technology sector on sustain-
able development. This report was published by GeSlI
(Global e-Sustainability Initiative), suscribed by Tele-

fonica in 2002.

The use of telecommunications services by the indus-
trial, commercial, farming and service sectors and in
the home has a positive impact on the Environment.
Among the environmentally friendly opportunities
offered by these services are:

- Tele-working, remote office, mobile office, etc.

+ Audio-conferencing and video-conferencing

- Tele-education

- e-commerce

- Access to mobile information services (e-mocion)

- Services providing added value (network answering
service, caller identification, multimedia messaging,
etc.)

- Fleet management

These initiatives make a positive contribution to:
« Improvements to transport and distribution systems
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« Improved energy efficiency in buildings

« Savings on paper through the use of electronic cat-
alogues and invoices

« Equipment savings based on the substitution of
individual answering services with network-based
answering services (thereby contributing to a reduc-
tion in the use of materials).

In January 2002 Telefénica 1+D set up a procedure
for the systematic assessment of the impact on the
environment of its new developments. The results of
a total of 333 projects were subjected to analysis
during 2002, the majority of which allowed for
improvements to be made in the remote control of
customer facilities, thereby making a direct contri-
bution to cutting transport needs (with the conse-
quent reduction in associated negative impacts: fuel
consumption, gas emissions, etc.) A number of prod-
ucts which have had a positive impact on the envi-
ronment are described below:

« Fibre Radio System: designed to allow for the fine dis-
tribution of radiant aerials located in urban settings,
which provides the following advantages:

+ Reduction in radio power levels emitted by each
aerial, due to the fact that they are distributed at
more regular intervals providing coverage for
a smaller area.

+ More attractive urban settings, as the aerials used
to provide coverage are smaller and easier to
camouflage.

« Sensor networks integrated into the base stations.
The «EOLO» Project: A proposal has been made for
the creation of a network of sensors which would be
integrated into Telefénica Moéviles Espana’s base sta-
tions, capable of providing information in real time

about the various physical parameters of the area
surrounding aerials, such as the wind speed and
direction. The first application to be implemented as
a part of the network is the development of a project
in base stations in Cantabria and Vizcaya.

+ EOC-Energy: the centralised management of tele-

phone energy equipment (power panels, air condi-
tioning, energy panels, transformers, permanent
energy supply systems, as well as mobile phone
equipment). The remote control of this equipment
allows for the rapid detection of any faults, thereby
avoiding unnecessary energy consumption and opti-
mising staff movements between facilities.
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suppliers

equality of opportunities
and mutual benefit

Spain
Brazil
Chile

Peru
Argentina

Rest of countries

Spain
Brazil
Chile

Peru
Argentina

Rest of countries
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2

Telefénica Group works
with over 14,000 suppliers

2.1

1.2

e 4,457
® 3,684
e 1,174
® 1590 14,066
e 1,412
® 1,749

Mechanisms that

promote transparency

Registered suppliers
20,804 26,180

o L ]
2001 2002

Suppliers’ website

Telefénica’s purchases are
managed by means of an
advanced and efficient system

«Sistema Avanzado de Compras» (SAC)

109 companies have

adopted the system
7 purchases offices

(Madrid, Sao Paulo, Rio de Janeiro, Lima, Buenos Aires,
Santiago de Chile, Mexico D.F)

Supporting local suppliers

Number of contracts awarded to local
suppliers; breakdown by country
(data in percentages)

® 2001 e 2002

:

www.telefonica.es/proveedores



Implamantation of on-going improvement
procedures in the supply chain
Number of supplierdevelopment projects

65 718
2501 20'02

The Purchasing Club

Attractive purchase
prices for suppliers

93

Registered suppliers

18

Offers available

B2B e-commerce

—> 256

Millions of euros’ worth
of transactions in 2002

—> 1,145

Registered suppliers

UN Global Compact

www.unglobalcompact.org

GeSl (Global e-Sustainability Iniciative)
www.gesi.org

ETNO (European Telecommunication Operators Association)
www.etno.be
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suppliers

equality of oportunities

y mutual benefit

Telefonica Group's
volume of purchases

more than

10,000

million euros

more than

14,000

suppliers

1 Telefonica works with a wide range
of suppliers on whom depends it success

1.1 Telefénica Group works with
over 14,000 suppliers

In 2002, the value of the purchases made by Grupo
Telefonica totalled more than 10,000 million euros,
including investments and operating costs. These
purchases were adjudicated to more than 14,000 sup-
pliers, with the ten following groups being the largest
in terms of purchase volume (listed in alphabetical
order): Alcatel, Avanzit, Ericsson, IBM, Lucent, Motoro-
la, NEC, Nokia, Samsung and Siemens.

1.2 Telefonica’s purchases are managed
by means of an advanced and efficient system

Fully aware of the importance purchasing and the need
for excellent relations with its suppliers have on the suc-
cess of its operations, Telefénica uses a single purchas-
ing management system for all the companies within
the Group, known as the «Sistema Avanzado de Com-

Number of contracted suppliers

pras» (SAC). The aim is to optimise purchasing on three
levels: price, quality and service in order to reduce costs,
increase levels of competitiveness and generate value.

In order to implement this system, Telefénica Group
has set up a Purchasing Structure with a dual orienta-
tion: Global and Local (country/company):

+ Global, in order to allow for the design of general
strategies and to administer joint purchases when-
ever necessary; and

« Local, in order to be able to adapt global policies to
the situation and specific circumstances of each
country, thereby guaranteeing sufficient contact
with suppliers and with the user areas through the
purchasing teams set up in each company, which
allows us to offer quality service.

One hundred and nine Telefénica Group companies in
more than 15 countries currently use this purchasing
system. It is based on the «Mesas de Compras», forums
providing an opportunity for the various areas involved
to undertake analyses, establish targets or prices, and
ultimately to reach a consensus regarding whom the
supply contract should be awarded to.

mmm Argentina Brazil Chile Spain  wmmm Peru wmmm Remaining countries
2001 12,498
2002 14,066
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Distribution of purchases
per country
(data in percentages)

Argentina

3.80 4 Remaining countries
Brazil 720
21.50 Peru

Chile

390 Spain

59.10

There are currently seven «Mesas de Compras» located
in Madrid, Sao Paolo, Rio de Janeiro, Lima, Buenos Aires,
Santiago de Chile and Mexico DF, thereby making it
possible for a global or local purchasing policy to be
implemented at any given time, in accordance with the
specific circumstances of each case.

1.3 Supporting local suppliers

Telefonica is a multidomestic company that is firmly
committed to promoting economic and social
progress in the countries in which it is present. This
commitment may be seen in the large number of
contracts given to suppliers in the same country, who
are awarded more than 75% of all contracts in the
majority of countries in which the Group operates.

2 Telefonica bases its relations with suppliers
on transparency and objective consensus...

2.1 Mechanisms that promote transparency

The «Sistema avanzado de Compras» (SAC) includes a
number of mechanisms and features designed to
make processes more transparent. The most impor-
tant of these are:

+ The possibility of being included in Telefénica’s Cata-
logue of Suppliers, that is available for all companies
interested in working with Telefénica. By the end of
2002, the total number of firms included in the
Catalogue as potential suppliers for Telefénica
stood at 26,180 (20,804 at the end of 2001).

Distribution of purchases
according to product lines
(data in percentages)

Advertising and marketing

6 Network
. infrastructure
Information
systems "
16
Services and works
Market 31
products
28
Percentage of local suppliers per country
(data in percentages)
2007 wmm 2002
100
60|
20
0
Argentina Brazil Chile Spain Peru Remaining
countries
Distribution of purchases made from local suppliers per country
(Data in percentages)
2007 wmmm 2002
100
60|
201
0
Argentina Brazil Chile Spain Peru Remaining
countries
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Purchasing Club

93

registered suppliers

18

offers available

The Supplier's website
www.telefonica.es/proveedores.

- Fair treatment and equal opportunities for suppli-
ers making bids.

+ Adjudication by the «Mesas de Compras» unani-
mously, in all areas involved with purchases.

+ Informing suppliers making bids if they have been
selected or not, and in those cases when they are
not selected, give reasons.

+ SAC Style Manual, describing the general princi-
ples, values and guidelines governing the profes-
sional conduct and activity of the purchasing
teams as well as all other departments involved in
the purchasing process, including their relations
with suppliers.

2.2 The Suppliers' website

The Supplier's website www.telefonica.es/proveedores
aims to act as the main channel of communication
and information exchange between Telefonica and its
suppliers.

In addition to supplying global information regarding
how to become a supplier for Telefonica Group, as
well as the purchasing process and Telefonica's main
projects, this portal also provides access to other spe-
cific portals for companies within the Group, in par-
ticular «e-Agora», Telefénica de Espana’s portal for
purchases.

This portal allows companies to register their request
to be included in the Suppliers' Catalogue of Teleféni-
ca Group, access «Adquira», the e-commerce plat-
form, the Suppliers' Club, and also provides details of
a range of other initiatives and applications that Tele-
fénica has made available to its suppliers.
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Number of supplier

development projects

(Spain, Brazil, Chile y Peru)
2002 wmmm 2002

78
65

3 ... for the mutual benefit of both...

Telefonica has developed a series of tools designed
to bring about improvements at all stages of the
supply chain.

3.1 Implementation of on-going improvement
procedures in the supply chain

Through its «Supplier Development» scheme, Tele-
fonica offers its suppliers free of charge a team of pro-
fessionals and methodology designed to assist the
supply company in implementing on-going improve-
ment procedures. The objectives of this scheme are
described below:

« To collaborate with the supplier, providing method-
ology aimed at identifying opportunities for
improvement.

- To facilitate the implementation of on-going improve-
ment procedures by the Supplier as part of a philoso-
phy based on active involvement.

- To identify procedures where opportunities for reduc-
tions in costs exist, thereby allowing for increased
competitiveness and providing added value for the
end client.

During 2002 these on-going improvement procedures
were carried out in Spain, Brazil, Chile and Peru.
3.2 Access for suppliers to special benefits

for purchases: The Purchasing Club

The Purchasing Club is another initiative designed
to foment collaboration among suppliers. Through



this Club, Telefénica offers its suppliers the chance
to take advantage of a number of special deals on
certain products. During 2002, this initiative was set
up in Spain and Brazil. Over the next few months it will
also be implemented in Argentina, Chile and Peru.

3.3 B2B e-commerce,
an ever-closer reality

Telefénica aims to be at the forefront of the use of
state-of-the-art technology in its dealings with its
suppliers, setting up new and improved communica-
tion channels, simplifying access to the market, opti-
mising procedures and transactions and in general
favouring all aspects of collaboration. In this sense,
Telefonica wishes to bring e-business technology clos-
er to its suppliers through the use of an electronic
market designed to administer and negotiate bids on-
line.

During 2002, the value of purchases administered by
this electronic market totalled 256 million euros, with
a total of 1,145 suppliers included by year-end 2002,
distributed as follows: Spain 797, Brazil 225, Argentina
79, Peru 44, Total: 1145. For suppliers, these e-business
initiatives imply a reduction in sales costs, improve-
ments to documents and procedure monitoring sys-
tems and greater efficiency and flexibility in the
exchange of information. The use of these new tech-
nologies will help to strengthen links between Tele-
fonica and its suppliers.

In addition to the benefits listed above, this platform
provides added sales opportunities for suppliers
thanks to the access to a virtual market which not
only includes all the Telefénica companies, but also

etno

EURCPEAN TELECOMMUNICATIONS
NETWORK QPFERATORS' ASSOCIATION

firms such as BBVA, Iberia or Repsol-YPF.
4 ... seeking to foster standards
throughout its supply chain

Telefonica not only requires full compliance regarding
all legislation affecting working conditions, health
and safety in the workplace or environmental impact,
as stated in its general terms and conditions regard-
ing supplies, but also makes a major contribution to
the promotion of responsible practices at all stages of
its supply chain. This commitment has been made
public through its adherence to the UN Global Com-
pact, as well as through the initiatives set up by the
ETNO (European Telecommunication Network Opera-
tors) and the GeSl (Global e-Sustainability Initiative).

One of the highlights of these initiatives is the involve-
ment of Telefénica Mdviles Espana in the Business and
Sustainability pilot scheme «Calificacion Ambiental de
Proveedores» (Suppliers' Environmental Certificate). This
is an initiative promoted by the «Fundacién Entorno»
and sponsored by Spain's «Ministerio de Ciencia y Tec-
nologia» and is designed to offer environmental certifi-
cation for suppliers at a number of stages, thereby
encouraging our suppliers and contractors to improve
their environmental management systems.

All contracts for the supply of materials drawn up by
the logistics division at Telefénica Espafa include
the stipulation that the suppliers comply with
«Ecoembes», offering environmentally friendly pack-
aging including the recycling logo, plus payment of
the corresponding fee.

In addition, Telefénica de Espana has set an environ-
mental management objective for 2003, consisting of
creating a «Code of Good Practice» for subcontrators

Corporate Responsibility Annual Report 2002 Telefénica S.A._83 H

THE GLOBAL
COMPACT

Volume of online purchase

256

million euros

1,145

registered suppliers



e ——

media

information and transparency

Articles

References

| 84_Telefonica S.A. Corporate Responsibility Annual Report 2002

Telefénica’s impact
on the media
Articles and references in the Spanish press in 2002

e 13,221 36 ) perday

° 18,416 per day

Media coverage of
Telefénica Group in Spain in 2002

(data in percentages)

News broadcasts
84

Reports
7

/ Debate programmes
8

Interviews
1



Telefonica S.A.
Telefonica Moviles
Fundacion Telefonica
Telefonica de Espafia
Terra

Admira

TPI

Telefonica Data

Atento

Up-to-date and
rigorous information

Press releases issued by Telefénica Group in 2002
—> 1,334

Breakdown by country of the press releases
issued by Telefénica Group in 2002
(data in percentages)

Spain Peru
38 20
Chile
8
Brazil
Argentina 22
12

Breakdown by business line of the press releases
issued by Telefénica Group in 2002
(data in percentages)

e 17

e 22

e 19

o8

—e 3

Lo 1

Commitment
to transparency

Virtual Press Room
www.telefonica.es/saladeprensa

96,000

Number of visitors

B

!

144,000

Number of downloads
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media

Volume of Telefénica Group
information impacts

in the Spanish press

(data in units)

Articles
1’221 _ about Telefénica
References
18,416 I - -

Media coverage of Telefénica Group in Spain
(data in percentages)

s+ | - <
7 . Special reports

4 l Opinion

2 |] editorials

Letters to
the editor

1 I Interviews
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Distribution of Press Releases per country
(data in percentages)

2002

Argentina

12
20

Brazil

22
14

1 Telefénica isaware of the public’s
interest in its activities...

1.1 Telefonica’s impact on the media

During 2002, Telefénica Grup appeared in the Spanish
press a total of 31,637 times, which represents an aver-
age of 36 news items and 50 mentions of Telefénica
every day.

1.2 Media coverage of Telefénica Group

The majority of the information regarding Telefénica
Grup is used by the media in news items (84%), fol-
lowed by opinion articles (8%), special features (7%)
and interviews (1%).

2 ... and provides transparent,
up-to-date and rigorous information

2.1 Up-to-date and rigorous information

Telefonica area of communication centralises the work
of a complex team working in each of the business
lines, each of the countries where it is present and each
of its regional offices. As a result of this work, in 2002
Telefénica issued a total of 1,334 press releases. Most of
this activity was centred in Spain, Brazil and Peru.

As far as the information content is concerned, the
issues that featured most regularly in press releases
were related to services, commercial agreements and
information of a strategic and financial nature.



Business line distribution
of Press Releases in Spain
(data in percentages)

Fundacion Telefénica Telefonica S.A.
19 17
15

Atento

Telefonica
Moviles
22

25

Telefonica
de Espaia
14
17

2.2. Commitment to transparency

With the objective of fostering transparency,
Telefénica Group has set up an Online Press Room
www.telefonica.es/saladeprensa, which offers the
following services:

« Publication of all press releases issued since 1997.

« Search service for press releases classified by country,
areas of activity, date, etc, including a direct search
service.

+ Possibility of downloading 200 photographs, senior
managers profiles and CVs, graphs, results, etc.

« Share price consultation.

+ Links to other Telefénica Group web sites.

This web site was visited 96,000 times in 2002 and
144,000 items were downloaded.

In addition to the Press Room, it is also essential to
highlight the personal contact with the media on a day
to day basis. Just in the Corporate Centre, six people
deal every day with around a hundred calls with
requests for information. This service also includes
meetings and working breakfasts designed to meet
and contextualise the media's demand for information.

www.telefonica.es/saladeprensa.

Online Press Room

Telefonica Group websites
(data in units)

96,000

visits in 2002

144,000

news items downloaded

Distribution of Press Releases
in Spain according to topics
(data in percentages)

26 New services

17 Agreements with third parties

12 Strategy

n Financial information

5 Appointments
10  Others

19 Fundacion Telefénica
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