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TELEFONICA, S.A. as provided in article 82 of the Spanish Stock Market Act (Ley del
Mercado de Valores), hereby reports the following

SIGNIFICANT EVENT

Telefonica and the remaining shareholders of the Italian company Telco, S.p.A. (which
holds a capital stake of 22.4 % of the voting share capital of Telecom Italia S.p.A.) have
reached an agreement by virtue of which:

- As of today, Telefonica has subscribed for and paid out a capital increase in
Telco, S.p.A., through the contribution of 323,772,468 euros in cash, receiving
in return non-voting shares of Telco, S.p.A. As a result of this capital increase,
the interest held by Telefonica in the voting share capital of Telco, S.p.A.
remains unchanged (i.e. 46.18 %, as Telefonica currently holds), although its
interest in the total share capital of Telco, S.p.A. is increased to 66%. The
current governance at Telco, S.p.A.'s level remains unaffected, including the
obligation by Telefonica of abstaining from participating or influencing in any
decisions which could affect the markets in which both Telefénica and
Telecom Italia S.p.A. are present.

Telco, S.p.A. will use the proceeds received from the capital increase to reduce
its banking debt.

- Subject to receiving any required anti-trust and telecommunications approvals
(including in Brazil and Argentina), Telefonica will subscribe for and pay out a
second capital increase in Telco, S.p.A., through the contribution of
117,227,532 euros in cash and receiving in return non-voting shares of Telco,
S.p.A. As a result of this second capital increase, the interest of Telefénica in
the voting share capital of Telco, S.p.A. will remain unchanged (i.e. 46.18 %, as
Telefénica currently holds), although its interest in the total share capital will
be thenincreased to 70%.

Telco, S.p.A. will use the proceeds received from the second capital increase to
partially repay its notes.

- Starting from January 1, 2014, subject to receiving any required relevant anti-
trust and telecommunications approvals (including in Brazil and Argentina),
Telefénica may convert all or a portion of the non-voting shares in Telco, S.p.A.
held by Telefénica, reaching a maximum of 64.9 % of the voting share capital

of Telco, S.p.A.
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The Italian shareholders of Telco, S.p.A. have granted to Telefonica a call
option to acquire all of their shares in Telco, S.p.A., whose exercise is subject to
receiving any required anti-trust and telecommunications approvals (including
in Brazil and Argentina). The call option may be exercised by Telefonica
starting from January 1, 2014 while the Shareholders Agreement remains in
effect, except (i) between June 1,2014 and June 30, 2014 and between
January 15, 2015 and February 15, 2015, and (ii) during certain periods, in case
the Italian shareholders Telco, S.p.A. request the demerger of Telco, S.p.A.

The purchase price of the shares, payable in cash, will be based on the equity
of Telco, S.p.A. at the end of the month prior to the closing. For this purpose,
the value of the shares in Telecom Italia S.p.A. held by Telco, S.p.A. will be
valued at the higher of: (i) 1,10 euros per share of Tl, and (ii) the average
closing trading price of the 30 days prior to the call option exercise notice.

As of today, Telefonica will acquire from the remaining Telco, S.p.A.'s
shareholders 23.8% of the non-convertible notes issued by Telco, S.p.A., in
exchange of 39,021,411 Telefonica's treasury shares, which represent 0.9 % of
its share capital. In this respect, the remaining Telco, S.p.A.’s shareholders have
committed: i) to refrain from selling the aforementioned shares during the next
15th business days, and ii) to assume some restrictions that, in case of sale,
ensure an orderly sale of such shares.

Telefénica has assumed a standstill obligation under which Telefonica
commits not to buy shares in Telecom Italia S.p.A. except if a third party
acquires a relevant stake (10% or higher) in the aforementioned company.
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