


Magnitudes | Geography

Telefonica is present in over 23 countries and has
the most balanced geographic profile of all
telecommunications companies

By region, Telefonica’s profile is now more balanced than in 2005, given that the countries external
to the domestic market increased their contribution to the group’s consolidated revenues to 62.1%

and to consolidated OIBDA, to 56.2%.

This geographic balance, together with the convergence of services and technologies, has configured
a new organisational structure based around three geographic regions: Spain, Latin America and Europe.

Organisational Profile

The Corporate Centre is responsible for the global strategy and
the corporate policy strategy, the management of common
activities and the coordination of the activities of the regional
business units.

Telefonica Espana
Its main activity is providing fixed telephony, mobile and
broadband services in Spain.

Telefénica O2 Europa

Its main activity is to provide fixed telephony, mobile and
broadband services in Europe. This business unit has operations
in the United Kingdom, Ireland, Germany, the Czech Republic and
Slovakia.

Telefénica Latinoamérica

Its main activity is to provide fixed telephony, mobile and
broadband services in Latin America, with presence in all key
markets in Latin America.

It offers services in Argentina, Brazil, Chile, Colombia, Ecuador, El
Salvador, United States, Guatemala, Mexico, Nicaragua, Panama,
Peru, Puerto Rico, Uruguay and Venezuela. In addition, it
manages the office of Telefénica in China and the alliance with
China Netcom.
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Telefonica Espana

Telefonica Espania is the leading telecommunications operator in
the Spanish market, with nearly 16 million fixed telephony
accesses, 4.4 million data accesses and 21 million mobile accesses.

In 2006, this business unit contributed 19.75 billion euros to
Telefonica’s total revenues, representing 37.9% of the total.

The main growth levers of the fixed telephony business are
revenues from Internet and broadband, information technologies
and data services. The percentage of lines with broadband access
is 23.5% of the total (16.9% in 2005).

On its part, the mobile telephony business registered a year-on-
year growth rate of 4.1 %, mainly due to growth of revenues for
services and client base.

Telefénica’s Imagenio service reached 383,000 pay-TV clients at
the close of 2006, representing a growth of 85% compared to the
previous year, and reaching a market share of 10%.



A highly diversified financial performance
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Telefonica Latinoamérica

At the close of financial year 2006, Telefonica Latinoamérica
was managing more than 23 million fixed telephony accesses,
5.9 million data and Internet accesses and over 83 million
mobile accesses.

Latin America is the main lever of growth for the Group, with an
organic client growth rate of 13.4%, which, together with the
increases in boundary, imply revenues of 18.09 billion euros.

In 2006 we have reinforced our competitive position in Colombia
and in the region through the acquisition of Colombia Telecom.

Revenue from mobile services grew 19.9% from 2005, with
important contributions from Venezuela, Argentina and Mexico.

Fixed business lines increased revenues by a total of 14.5%,
thanks to that fact that the larger contribution from Internet and
broadband compensated the lower revenues from the traditional
business.

Telefonica O2 Europa

In 2006, we have successfully incorporated O2 to Telefénica, and
at the same time, we have reinforced its competitive position in
Europe. This is confirmed by the annual growth rate in the client
base of 7.9%, which indicates the successful integration of O2 in
Telefénica, and our ability to strengthen its competitive position.

Currently, Telefénica O2 Europe contributes 27% of the group’s
revenues (13.16 billion euros)* and groups the operations of the
United Kingdom, Germany, Ireland and the Czech Republic.

In the United Kingdom, Telefénica O2 achieved a growth rate of
14.7% in revenues from services, sustained by the increase in the
client base and the ARPU.

In Germany, the year-on-year growth rate registered was 6.7%,
whereas in the Czech Republic revenues grew by 0.4% thanks to
the growth in mobile telephony (+6.1%). Telefénica O2 Czech
Republic has become the first experience of an integrated
operator of Telefénica.

In addition, in 2007, we have launched commercial operations in
Slovakia.

Revenues by region OIBDA by region

2005 2006 2005 2006
Spain 51% 37% 57% 43%
LatAm 42% 35% 36% 36%
Europe 6% 27% 6% 20%
ROW 1% 1% 1% 1%

(1) Only 11 months until Dec. 2006



Magnitudes | Results

Telefonica is already the European operator
offering the best combination of growth and

profitability in the sector

In financial year 2006, Telefénica achieved the best results in its history,
positioning itself as a world leader in the telecommunications sector.

These results are the consequence of three simultaneous lines of action:

= Revenue growth by 41.5%, reaching 52.9 billion euros.
= Improvement in shareholder profitability, reaching 31.9%.

« Cash flow generation, which reached 11.12 billion euros, 12.3% more than in 2005.

Revenue growth*

Telefénica’s revenue grew by 40.2% with regard to 2005, reaching
52.9 billion euros, benefiting from the diversification of regions
businesses and market cycles that have resulted in gaining more
clients, with greater consumption and more services.

Of this growth, the incorporation of 02, Telefénica O2 Czech
Republic, Telefénica Telecom and Iberbanda contribute 32.1
percentage points.

The organic growth of 7.8% positions Telefénica at the head of
the sector; characterised by the positive contribution of all
businesses, especially the mobile services in Latin America and
Europe and the growing contribution from of fixed broadband
business.

By regions, Spain’s contribution represents 37%, which means
that Telefonica is the integrated operator with the most business
outside its domestic market. 36% of its business comes from
Latin America, and 26% from the rest of Europe.

Business profitability*
In the current telecommunications market, customers and new
competitors demand increasing levels of efficiency and flexibility.

In financial year 2006, Telefonica proved its capacity for growth,
maintaining excellent profitability. Thus, Telefénica’s operating
income before depreciation and amortization (OIBDA)
increased 27.0% with regard to the previous year,amounting
t019.13 billion euros.

OIBDA margin, as at close of 2006, was at 36.2%, representing a
year on year fall of 4.1 percentage points, mainly affected by the
incorporation of O2 from the month of February.

The organic OIBDA growth was 6.4% excluding the provisions for
the 2007 redundancy programme and pension plan for
managers.

By regions, Spain’s contribution to the consolidated OIBDA is
reduced to 43.8%, showing a more balanced profile than twelve
months ago (67.9%).

* For a detailed analysis of the consolidated financial statements of Telefénica Group, please refer to

the audited information included in the annual accounts.
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4 areas of management focus that delivered tangible results

Results

1. Fuelling our unique growth
profile >

2. Extracting value from S
deeper integration

3. Re-building a solid financial S
structure

4.Yielding attractive S
returns

1 Including financial commitments
2 FCF post minorities

+42.9% EPS growth &

1 bn. euros of synergies realized
(OIBDA- CapExg/

Net Debt' /OIBDA progressing
towards our 2.5 x target

> 3.5 bn. euros returned to shareholders

(40% of FCF?)

Cash flow generation®

Discipline in investment management combined with
expenditure curbing has contributed to increasing Telefonica’s
cash flow generation capacity to 11.12 billion euros, representing
an annual growth of 12.3%.

This growth in cash flow generation has been compatible with
the growth of CapEx investments (8 billion euros) and with the
financial expenses derived from the net financial debt, which
amounted to 52.15 billion euros as at close of 2006.

This cash flow generation has made it possible to devote 2.63
billion euros to dividend payments, 2.40 billion euros to the
purchase of own shares of Telefénica S.A. and 830 million euros
to paying off commitments acquired by the group, mainly
derived from staff reduction schemes.

1 Free cash flow understood as OIBDA - CapEx

Shareholder returns*

In 2006, Telefonica achieved the best results in its history,
positioning itself as a world leader in the telecommunications
sector. The company’s net profit has grown by 40.2% with regard
to 2005, reaching the record figure of 6.23 billion euros.

Returns for Telefonica shareholders in 2006 reached 1.304 euros
per share, representing a year on year growth of 42.9%.

Throughout the financial year, the total profitability for
Telefonica shareholders reached 31.2%, nine percentage points
above the DJ Telco Index profitability (+22.2%).

Total returns for Telefénica shareholders +312%

Total returns for DJTelco for shareholders +222%

Source: Bloomberg

* For a detailed analysis of the consolidated financial statements of Telefonica Group, please refer to

the audited information included in the annual accounts.



Physical Workforce by Region

Professionals

2005 2006 % Growth (06/05)
Spain 60,405 57,058 -5.54
Europe 14,326 33,818 136.06
LATAM 131,968 142,983 8.35
Rest of the World 942 1,041 10.51
Total Telefénica Group 207,641 234,900 13.13

Indirect Employment

In relation to indirect employment generated during 2006, we
created more than 64,000 indirect jobs in Spain and more than
100,000 in Latin America. On the whole, this indirect
employment corresponds to the subcontracting of activities to
collaborating companies. These collaborators are devoted to the
performance of work awarded by Telefonica, such as the setting
up and maintenance of telephony plants for public use, supply
and maintenance of telecommunications products and services.

Telefonica requires these companies to fulfil the employment
contracts and agreement for the sector. Telefonica signed an
agreement with collaborating companies at the beginning of
2002 limiting the subcontracting of activities of the
collaborating companies themselves, enabling only 30% of
services to be subcontracted to third parties.

The risk increases when these companies, in turn, subcontract
services to other companies. To ensure the fulfilment of working
conditions, as of 2007, Telefénica shall carry out regular audits in
these collaborating companies to ensure that they fulfil the
provisions of the law.

Physical Workforce

Country excluding Atento including Atento
Spain 42,453 57,058
Europe 33,818 33,818
Germany 5,335 5,335
Ireland 1,787 1,787
United Kingdom 13,028 13,028
Czech Republic 9,276 9,276
Rest of Europe 4,392 4,392
Latin America 52,205 142,983
Argentina 14,635 19,398
Brazil 12,812 65,993
Chile 5,533 12,541
Colombia 3,873 7,127
Mexico 2,241 11,485
Peru 7,536 12,301
Venezuela 2,288 6,882
Central America 1,776 4,549
Rest of America 1,511 2,707
Rest of the world 0 1,041
Total Telefénica Group 128,476 234,900




o1.1 Magnitudes | History

With the Telefonica brand as a backbone element
In 80 years of history, Telefonica has surpassed
other companies that were leaders in the past

Telefénica was created in 1924, owned by a North American multi-national (ITT), in Spain.
In 80 years of history, Telefonica has surpassed, one by one, the companies which were
its historical reference in the past.

Today, Telefénica is the third telecommunications company worldwide in terms of

customer accesses, with more than 203 million; it operates in more than 23 countries;

it has a workforce of more than 233,000 employees; and maintains its identity as the leading Spanish
multinational company under the Telefénica brand.

1945

The Spanish State nationalized 79.6% of the
total shares of CTNE owned by ITT

1924

The Compania Telefonica Nacional
de Espafa (CTNE ) was created in
Madrid as a subsidiary of the
International Telephone and
Telegraph Corporation (ITT)

of New York. There were 78,124
telephones in existence

1953

The first million
telephones in Spain
were reached. Only
eleven countries
worldwide had

1 9 2 8 achieved this figure

Alfonso XIlIl and the President of
the United States, Calvin Cooling,
inaugurated the commencement
of transatlantic telephone
communications

The CTNE was now the
leading company in the
country with 100,000
shareholders, 10.4 billion
pesetas in capital and
32,000 employees in its
workforce

1 million customers
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1974

The CNTE celebrated its soth
anniversary.Just a few years later,
the increased demand for data
transmission circuits would
favour the development of the
TESYS system

1967

Satellite communications were initiated.
Telefénica opened the Satellite
Communications Ground Station in
Buitrago de Lozoya

1971

Telefonica began operating the first
European Data Transmission Special
Network. The 5 millionth telephone
was installed

1985

Telefonica

The new image

and company name

was adopted:

Telefénica de Espana, S.A.

1978

The 10 millionth telephone
was installed

History

The (LOT) Ley de
Ordenacion de las
Telecomunicaciones
(Telecommunications
Act) came into force

Telefénica began
trading on the
New York Stock
Exchange




o1.1 Magnitudes | History

1998

The Telefénica-led consortium won
the tender to acquire Telesp, which

1 9 9 3 operates in the state of Sao Paulo

With the beginning of the
commercialisation of the first
Spanish satellite, Hispasat,

1 9 9 o Telefonica, present in 6

American countries, took the

leap into participation in trans- Telefonica presented its new
Telefonica launched the P P P

! . European networks corporative identity 1
analogue mobile service,
Moviline, reaching a Te/ .
coverage of 98% of the ﬁ”‘m Brp;dband was
territory and the population initiated through
in three years ADSL technology

(%) Moviline Linea ADSL’

Telefonica was fully

Telefonica acquired stakes and prlvatl'se(; and Vr:/afd'
took over the running of CTC organised as a holding

and ENTEL, in Chile, and the 1994 1995 ‘E)o managléglobal
Argentine operator usiness lines

>

Launch of digital Internet boom
mobile telephony Telefonica launched
Infovia
*,
MoviStar r
ss/ Telefonica

Entrance of Telefénica
in Peru

Crides! valar

de la rﬂﬁ:n
@ ,

First partial
privatisation of
Telefonica

32 million customers
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History

2002

Telefonica began

2006

divestiture in the media. Its Telefénica purchased 51% of
Digital TV platform Colombia Telecom
was merged

200 telecom

| Telefonica was structured for
Acquisition of BellSouth’s mobile integrgted customer man.agement,
telephony assets in Latin America creating three geographical areas:

Spain, Latin America and Europe

®
@ BE"LSOUTH Telefonica acquired the European
2003 assets of the O2 mobile telephony
operator in the United Kingdom,

Telefonica and Portugal Germany and Ireland

Telecom set up a joint

2000 venture which

combined their mobile

Operation Veronica. telephony assets in 2

Telefénica carried out a Brazil

public offering of shares in ®

Telefonica de Argentina, — )
Award of the mobile license in

Telesp and Tele Sudeste v ' vo Slovakia

(Brazil), and Telefénica del

Peru. This paved the way for

Telefonica’s integrated

management of fixed 2005

telephony operations in

Latin America Purchase of 5% of the share capital

social in China Netcom

*
’k :
*

*

Acquisition of Cesky Telecom
CESKY

TELECOM

Global launch of the new
Movistar Identity

Jelefonica

&)

movistar

200 million customers

100 million customers

68 million customers



