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Safe harbour

This presentation contains statements that constitute forward-looking statements within
the meaning of the Private Securities Litigation Reform Act of 1995. These statements
appear in a number of places in this presentation and include statements regarding the
intent, belief or current expectations of the customer base, estimates regarding future
growth in the different business lines and the global business, market share, financial
results and other aspects of the activities and situation relating to the Company .

Such forward looking statements are not guarantees of future performance and involve
risks and uncertainties, and actual results may differ materially from those in the forward
looking statements as a result of various factors.

Analysts and investors are cautioned not to place undue reliance on those forward looking
statements, which speak only as of the date of this presentation. Telefénica undertakes no
obligation to release publicly the results of any revisions to these forward looking
statements which may be made to reflect events and circumstances after the date of this
presentation, including, without limitation, changes in Telefénica’s business or acquisition
strategy or to reflect the occurrence of unanticipated events. Analysts and investors are
encouraged to consult the Company’s Annual Report on Form 20-F as well as periodic
filings made on Form 6-K, which are on file with the United States Securities and Exchange
Commission.




Purchasing: An efficiency
lever for the

Telefonica Group




Key messages

Purchasing is one of the key levers for the Telefonica

Group to increase efficiency
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Purchasing is at the heart of Telefonica’s efficiency effort

Year 2001. Million euros

31,052 5,390

Net Cash
Flow 2,292

4,481

Revenues Personnel Purchases Others* Operating
Cash Flow

High potential impact: 1% in purchasing costs reduction

translates into a 6% improvement in net cash flow

* . . . . . N o o
Basically interconnection fees, audiovisual contents, legal and financial products and services



We have developed a Group integrated
management model...

Key principles

» Aggregate all group
purchases by category

* Professionalize and
develop specialized

“purchasers”

 Balance centralization
synergies & execution
flexibility

To radically change the buying concept:

From multiple buyers in all
areas and companies

* Individual price &
conditions negotiation

Provisioning,
centralized in each
company

To asingle global purchaser

* Global price &
conditions negotiation

* Assignment

Provisioning,
decentralized in each
area

Supplier evaluation




The Advanced Purchasing System (APS)

e Asingle and global

Strategy purchasing strategy
‘ = Highintegration level
with suppliers and
internal customers

> s

e Standard Processes o Coordinating
rocesses three layers:
P global, country &
* Internal & company
I
fxterna  Specialized by
ransparency * People development through: product/category
e Planning & — Products & purchasing
coordination techniques training

— Clear and exciting career path

Systems

* Integration with other
internal systems and ERP

e Using leading technology
platforms




... Which supports purchasing for a wide range of

products and services*
Total APS purchases, year 2001. Million euros

~70% of
Group Capex

~42% of
Group Opex

APS is supporting more than 85% of Telefonica’s total purchasing




... and has been built over an integrated system to
optimize capabilities

CuTF

V- 77774

OFFERS management

Compeny/ssies

Purchasing ) 2} - PURCHASING -
request SYSTEM
ERP SYSTEMS
gr%vei?ioning e-Procurement Order to

supplier

* E-Marketplace will support up to 40% of common purchases
managing offers and allowing an on-line bidding system

* E-Procurement will support up to 20% of products and services
purchases which are able to be included in a catalog

* §SC, Shared Services Center



Integration
of Companies
(by Country)

Number of
Companies

Launched in 1998, APS has been extended to most of the
Group companies...

GUATEMALA
ARGENTINA EL SALVADOR
& PERU AR UGUAY PUERTO RICO
BRAZIL ITALY COLOMBIA VENEZUELA
SPAIN CHILE y.s.A. MEXICO MOROCCO GERMANY

1998 11999 | 2000 | 2001 20024

43 68 98 105

 Gradual introduction of Group companies
- Gain credibility
— Manage complexity

* Quick incorporation of new companies




... and has shown a significant impact since then

Consolidating the system...

* A solid internal platform of capabilities

» A competitive suppliers base:

— Helping them to identify and reduce inefficiencies
— Achieving medium and long term agreements

— Implementing a quality standardization system

» An exhaustive control system

- Linking budget and purchases

— ldentifying and pursuing saving opportunities

* Aligned technologies through standard specifications
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... to achieve strong savings:

* 15%-25% in 1%t year of
integration for each
Company

* More than 5% in
following years




11

But there is still room for improvement in APS
implementation

Width, increasing
APS coverage

Depth, developing
APS key elements

Roll-out APS to

consolidate the Agreements with new
remaining 10-15% partners to increase
of volume purchasing volume and
take advantage of
synergies
Develop APS
tools and
processes
Reduce
Intensify the use inventories and
of e-technologies fixed assets via

standardization




In 2002 we will focus APS development on three axes:
first, intensify the use of e-technologies...

* Information flow and purchasing Purchasing . . .
agility improvement Department e Improve integration business

 The objective is to include 40% of units ERP systems
total purchases

* Leverage Adquira® to develop the &
marketplace & Objective: get yearly %%
& savings about 90 v
million euros

E-procurement Business units

* The objective is to include 20% of purchases
in 2003 (all products and services which are
able to be included in a Catalog)

* From this catalog, SBUs will be able to make
orders, selecting items previously
negotiated by APS

¢ Allows internal workload reduction

* Adquira is a BBVA,
Iberia,Repsol-YPF and Telefonica
marketplace partnership.
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... second, develop APS tools and processes ...

Purchasing

* Knowledge management
systems

 Strengthening of advanced
purchasing tools usage

Department

 Efficiency improvement

savings about
170 million euros

* Supplier development plan: .
- Implement continuous improvement processes
- “Telefdnica’s Suppliers Club”

* Process reengineering for Companies and outsourcing
— suppliers relation in the fixed telephone network
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Objective: get yearly

Business units

Supplier management by SLA’s
- Responsibility is on the supplier’s
side. Motivation for improvement

- Setting terms using
benchmarking




... and third, work with suppliers and logistic areas to
reduce inventories and fixed assets

Warehouses Inventories Number of references
(Number) (Million euros) (Thousands)
6
159 646 4
2001 2003 2001 2003 2001 2003

The objective is to achieve with this lever a global

savings of NPV 210 million euros
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In summary:

* Telefonica has already implemented a single purchasing
process which is

—one of the key structuring drivers for the Group

— A solid contributor to efficiency improvement

* We have a commitment to continously improving purchasing
by the introduction of new technologies and the

development of new tools and processes in APS
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