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MANAGING DIRECTOR ’S REPORT

The management herewith submits the Financial Statements of Telefénica Europe, BeV. ("t
Company") for the financial year ended December 31, 2012.

Result

During the period under review, the Company recorded a profit of EUR 1,555 thousand (2011: EUR
1,595 thousand), which is set out in detail in the enclosed Income and Expenses Statement.

We have recorded a reduction of outstanding amounts of the Syndicated Facility fgrigm&BP
18,500 million). The syndicated facility outstanding drawn amount as per December 3is GBR
100,000 thousand under tranche E (revolving), which in total is equivalent to 228624 thousand
(31/12/2011: EUR 574,248 thousand). This Tranche Eahaditional GBP 2.000.000 thousands
available. Tranche D under the syndicated Facility has matured on December 14, nevdfrthatess
been partially refinanced with a new forward start facility.

On March 2, 2012 the Company, formalized several agreements where the above Tranicbes of
Syndicated Facility (D and E) where partially refinanced. As result, two neshgamwere agreed: (i)
Tranche D1 for a notional amount equal to the Euro equivalent of GBP 632,992 thousand (EUR
801,158 thousand equivalent) for the purpose of partly extending Tranche D under the current
syndicated facility, as it reached maturity on 14 December 2012 and (ii) TrancheB2Lf&r the
purpose of partly extending Tranche E (revolving) under the current syndieathty.fTranche E1

was agreed in the form of revolving credit facility for EUR 756,242 thousandahlesils from 9

March 2012 and maturing 2 March 2017 and tranche E2 agreed in the form of multicurrerasy for
start credit facility agreement for the Euro equivalent of GBP 1,468,614 thousaaithble from
December 14, 2013 and maturingViarch 2017

At year end, the tranche D1 of the forward start facility is drawn and outstanding by an aneuRt of
801,158 thousand.

The GBP 2,100,000 thousand revolving credit facility (Tranche E) has been utilidedigadly

during the year 2012. On December 31, 2011 there were two loans outstandindgrimninated in

Euro, which in total accouetl for EUR 462,947 thousand (equivalent to GBP 385,404 thousand). On
December 31, 2012 there was one loan outstanding, denomina@®8iPinfor the amount of GBP
100,000 thousand (equivalent to EUR 122,534 thousand). Also Tranche E was extended in the form of
Tranche E1 and Tranche E2 under the new Forward Start Syndicated Facility Agreement dated March
2, 2012. The Company was, as of December 31, 2012, paying periodical fees for both Tranche E1 an
Tranche E2 of the new Forward Start Syndicated Facility Agreement.

A new facility agreement of USD 375,000 thousand with an international finanstaltion and
guaranteed by Telefonica, S.A. was entered into January 5, 2012. The facility, wdtiokesron
January 30, 2022, was fully drawn on February 15, 2012. The proceeds of the facility aghesment
been on lent to the parent compdny the ultimate purpose of financing the Group’s procurement of
telecommunications equipment and related services.

On August 28, 2012, the Company entered into a facility agreement with two internainamezil
institutions for USD 1,200,000 thousand irrevocably guaranteed by Telefénica, S.Atotkeds of
the facility agreement, which matures 10 years after its initial utdizatate, will be on lent to the
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Group for the ultimate purpose of financing the procurement of telecommunicatjaisnent and
related services. As of the date of this report, no amounts had yet been drawnisfiagility

The JPY 15,000 million Samurai Floating Rate Notes and the JPY 15,000 million S&imaedaRate
Notes were repaid upon maturity on July 19, 2012.

In May 2012 the Company updated its ECP Programme. The update allowed maintaining singlar term
while the maximum outstanding under the programme was increased by EUR 1,000,000dthousa
leaving the limit in outstanding amount on EUR 3 billion. During 2012 the Contpasgontinued its
activity in the Euro Commercial Paper Market by issuing 122 ECP, placed a®ezi@l institutional
investors, fora total notional amount of EUR 5,857,500 thousamfigure smaller than that issued in
2011 (EUR 6,360,000 thousand). The notional outstanding at year end was EUR 768,500 thousand.

The Financial Margin has been reduced, from EUR 2,926 thousand in 2011 to EUR 2,856 thousand in
2012, mainly due to the reductions of borrowed and on-lent volumes.

The 2012 net Operational Expenses decreased, amounting to EUR 687 thousand (20Y16EUR
thousand).

Subsequent events

No material subsequent events, affecting the financial statements, have tdemingll date of this
report.

Future developments

The Company will continue to seek and prospect for new markets and sources of fioance f
Telefonica Group, in order to extend its investor base, subject always to market conditions.

Risks and uncertainties

Main risks and uncertainties the Company will face during financial year 2013 acdidiaerig:

Liquidity and credit risk:

The Company has invested the funds borrowed, in Telefénica, S.A., or in other companies of the
group, furthermore most of external debt and bonds issued by the Company areegdabgnt
Telefénica, S.A. In addition, the Company tries to diversify the holding of cadiopssby investing

them in various financial institutions, with stable and adequate credit ratings.

In summary, any substantial credit or liquidity risk would be relatectedit risk of Telefonica, S.A.
group.

Interest rate and Foreign Exchange risk:

The Company lends money to related companies denominated in the same currency as tihe fund
arises in the funding markets. Therefore, the Company implements a natural hedge.
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The Company may have, though, limited foreign exchange risk due to the fimaacigh earned in
several currencies different from Euro (mainly GBP, JPY and USD), and also duentd cash
positions held in foreign currencies (JPY, USD and GBP). Consequently, foreign exdlahgation
in exchange rates may have a limited impact on its result.

Currently, the Company policy is to hedge any interest rate exposure arisinfufrdimg raised, by
investing on the same terms (tenure and type of interest, whether herfigating or fixed interest
rates). Nevertheless, if that would not be eventually possible, or the Company napynsider it

appropriate, the Company may look to mitigate any interest rate risk in wtyer (by using

derivatives or any other suitable instrument), or eventually not to hedge it.
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Signing of the financial statements

The members of the Management Board have signed the financial stateméigsainntal report
pursuant to their statutory obligations under art. 5:25¢(2) (c) Financial Markets Supervision thet. To
best of their knowledge, the financial statements give a true and fair valbhe afdets, liabilities,
financial position and profit or loss of the Company in accordance with Title 9 Bobkh2 Dutch
Civil Code, and the management board’s report gives a true and fair view of the position and
performance of the business of the Company, and reflects the significant risks related to #ss.busin

Amsterdam, February 14, 2013

/sl Isl

E.J. Alvarez Gomez C.D. Maroto Sobrado
Is/ Is/

M.C. van der Sluijs-Plantz A.J. Aleix Argielles
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(Expressed in Thousands of Euro)

BALANCE SHEET
December 31, 2012
(before appropriation of the result)

ASSETS
31/12/12 31/12/11
FIXED ASSETS:
Tangible fixed assets Q) 1 5
Financial fixed assets (2) 2,790,99: 3,557,08:!
2,790,99! 3,557,09:
CURRENT ASSETS:
Loans receivable 3) 2,347,33. 6,392,49°
Interest receivable 123,84 123,99:
Corporate income tax 257 184
Other current assets 9438 407
Cash at bank (4) 4,81¢ 5,40¢
2,477,19! 6,522,48
TOTAL ASSETS 5,268,19: 10,079,57
SHAREHOLDER'S EQUITY AND LIABILITIES
31/12/12 31/12/1
SHAREHOLDER'S EQUITY : (5)
Issued share capital 46 46
Retained earnings 4,70C 4,70C
Result for the period 1,55k 1,69¢
6,301 6,341
LONG TERM LIABILITIES
Bonds and loans (6) 2,790,97. 3,557,10.
CURRENT LIABILITIES :
Short term loans and bonds (7 2,347,33! 6,392,49
Interest payable 123,13 123,25(
Value added tax & wage tax payab 28 10
Other debts and accrued liabilities 424 37€
2,470,92 6,516,13:.
TOTAL EQUITY & LIABILITIES 5,268,19: 10,079,57



FINANCIAL INCOME &
EXPENSES:

Net financial result
OPERATIONAL INCOME
EXPENSES:

Personnel expenses

Administrative expenses
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(Expressed in Thousands of Euro)

STATEMENT OF INCOME AND EXPENSES
for the year ended December 31, 2012

Result from ordinary activities

before taxation
Taxation

Result after taxation

Amsterdam, February 14, 2013

01/01/12-31/12/12 01/01/11 - 31/12/11
(8) 2,85¢ 2,926
&
(132) (136)
555 580
2,169 2,210
9) (614) (615)
1,555 1,595
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NOTES TO THE FINANCIAL STATEMENTS
December 31, 2012

General

Telefonica Europe B.V. ("the Company"), having its statutory seat and registdfice in
Amsterdam, the Netherlands, is engaged in holding and financing activities fed retahpanies.
The main office of the Company is located in Amsterdam, the Netherlands.

The Company is a wholly-owned subsidiary of Telefénica S.A., located in Madrid, SpeEot or
indirect subsidiaries of Telefénica S.A. are referred to as related companies.

The Company was incorporated on October 31, 1996.

The authorized share capital of the Company consists of 100 shares with a par value4§OEUR
each (EUR 46,000). On December 31, 2012 and 2011, the issued capital of the Company consists of
100 shares, which have been fully paid and which represent a total paid upicahi#aamount of

EUR 46,000.

These financial statements are prepared in accordance with Title 9, Book 2Dat¢heCivil Code.
Furthermore, the financial statements of the Company are not consolidated withothitse
subsidiary, as a result of the Article 408 exemption. The financial statemehes@binpany and its
subsidiary are included in the consolidated financial statements of Telefénica, S.A., whitddare
with the Chamber of Commerce in Amsterdam.
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Euro Medium Term Note Debt Programme

In 1996, the Company entered into a USD 1,500 million EMTN Debt Issuance Programmesdarrang
by Morgan Stanley & Co. International Limited, irrevocably guaranteed by Telefénica, S.Ar Unde
the Programme, the Company may from time to time issue instruments in diffenesricies up to a
maximum aggregate principal amount of USD 1,500 million. The total maximum aggregatpabri
amount was increased in 1998 to USD 2,000 million. In 2000, the total maximuegatgprincipal
amount was increased to EUR 8,000 million and finally, in July 2003, the maximuregatgr
principal amount was increased again to EUR 10,000 million. The proceeds otdkdssoed are
lent on to the parent company or to other related companies within the group of thecpangsy
(Telefénica, S.A.).

As at December 31, 2012, the EMTN Debt Issuance Programme includes:

Euro Notes due Feb-2033 EUR 500,000,000
Euro Notes due Feb-2013 EUR 1,500,000,000

The notes are listed on the London Stock Exchange. The Company has not issued any notes under
this programme since 2003.

Global bonds

On September 21, 2000, Telefonica Europe, B.V. issued notes with an application to lom lthied
Luxembourg Stock Exchange for the amounts of USD 1,250,000,000 7.35% and EUR 1,000,000
6,125% due and repaid in 2005, USD 2,500,000,000 7.75% due and repaid 2010 and USD
1,250,000,000 8.25% due 2030. These bonds are irrevocably guaranteed by the parent company
(Telefénica, S.A.

As at December 31, 2012 there is only one outstanding note under the programme (USD 1,250
million maturing on 2030).

Euro Commercial Paper Programme

On June 29, 2000, the Company entered into a Euro Commercial Paper Programme with a maximum
aggregate principal amount of EUR 2,000,000,000 or its equivalent in alternativec@sgrérhe
programme was updated in May 2005 and in May 2012, when the maximum aggregapalprinci
amount outstanding was raised to EUR 3,000,000,000 or its equivalent in alternative currencies.

The first Commercial Paper issue took place in February 2001 and such Programmmenisy cur
active. The Euro Commercial Paper issues are unconditionally and irrevocably guaranteed by
parent company. Notes may have any denomination, subject to compliance with any apptiehble
and regulatory requirements. The initial minimum denominations are EUR 500,0005Q03ID0,
JPY100,000,000 an@BP100,000. The tenure of the notes shall be not less than one nor more than
365 days.
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The notional outstanding amount as at December 31, 2012 is EUR 769 million. In the balance sheet
where the ECP issues are stated at their discounted notional amounts and at,ydmyewvere
accounting for EUR 768 million.

Samurai JPY Bonds

The Company had to file with the Minister of Finance of Japan, the fourth ancfiredment to
SRS (Securities Registration Statement, as amended four times), on July 1Bn20fTally issued
the notes on July 19, 2007. The notes hereby issued were not listed on any stock exchange.

The Company issued two tranches of JPY 15,000 million each, being the main condi}ions:
Floating Rate Note bearing variable interest of 6 months JPY Libor plus enro&dp basis points
and maturing on July 19, 2012 and (ii) A fixed rate Bond with a semi-annual coupon of 2et1%
year, also maturing on July 19, 2012. Both bonds were repaid at maturity on July 19, 2012.

JPY Dual Currency Loan

The Company borrowed a total of JPY 15,000 million in three loans from a 3apamestor with
maturity on July 2037. Under this agreement interests are payable in USD onamsaalibasis at a
fix annual rate of 4.75%.

USD 375 million Facility Agreement

A new facility agreement of USD 375,000 thousand with an international finansialition was entered
into January 5, 2012 at a variable annual interest rate, and fully drawn from kebsua2012. The
proceeds of the facility agreement have been on lent to the parent company fdintaee yurpose of
financing the Group’s procurement of telecommunications equipment and related services. The facility
matures on Januab, 2022.

USD 1,200 million Facility Agreement

A new facility agreement of USD 1,200,000 thousand with two international finansiglutions was
entered into Augus28, 2012 at a variable annual interest ratee proceeds of the facility agreement, which
matures 10 years after its initial utilization date, will be on lerthéoGroup for the ultimate purpose of
financing the procurement of telecommunications equipment and related services. AsenfbBe 31,
2012, no amounts had yet been drawn under the Facility.

Intercompany loans

The Company received EUR 2,000 million through an intercompany Promissory Note essued
December 30, 2002, from its subsidiary Telefénica Finance USA LLC,awithturity of 10 years.
The Promissory Note was repaid upon its maturity on December 31, 2012, and a new paeycom
loan agreement for EUR 58,765 thousand was signed between the parties on the esdoneadat
year term.

10
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Intercompany Credit Facility

On April 10, 2003, the Company entered into a short-term credit facility agreemé&ttR 100

million. The lender is Casiopea RE S.A., an insurance company belonging to the same group of
companies as Telefénica Europe, B.V. The drawn amount as at December 31, 2012 was EUR 80
million.

Multicurrency Syndicated Facility

The Company signed on October 31, 2005 a Multicurrency Facility Agreement viithrRiGlobal
Markets Ltd., Goldman Sachs International and Royal Bank of Scotland Plc, as Uretenariid
Guaranteed by Telefénica, S.A. with a total amount of GBP 18,500 million.

The purpose of the Facility was to finance the acquisition of O2 directly ioedtlg. The Facility is
divided in two Facilities with different maturities: (i) Facilify with maturity of October 31, 2006,

but extendable at the option of the Company for up to an additional period of 18 monthg and (i
Facility B with Maturity on October 31, 2008.

The Facility was syndicated among other Banks in two stages: (i) Sub-Underv@ytedication,
stage that was successfully finished on December 14, 2005 and (ii) General Symdaiteth was
finalized on February 17, 2006. The initial limit of the facility waduced on December 14, 2005
from GBP 18,500 million to GBP 18,000 million, and subsequently the limit amouhe d¥acility
was reduced to GBP 14,325 million on February 3, 2006. Furthermore, the litné Bacility was
reduced to GBP 14,175 million on February 16, 2006.

As of April 28, 2006 the Company amortized, and cancelled an amount of EUR 758 million
corresponding to Facility A. Subsequently, as of June 30, 2006 the Company amortized EUR 3,700
million of Facility B.

As of December 14, 2006 the Syndicated Facility Agreement was amended in order to ineleide thr
more tranches, increase maturities of all tranches and revise the margin td lpegrai detail in
Note §.

On December 14, 2009 the Company amortized Tranche B reducing the outstanding amount by EUR
1,196 Million.

On March 2, 2012 the Company entered into a Forward Start Syndicated Facility Agreenisat
Euro equivalent of GBP 633 million (Tranche D1), with the purpose of partially extending Tianche
of the current Syndicated Facility Agreement upon its maturity. On the sam¢héaBnmpany also
entered into a Forward Start Multicurrency Revolving Credit FacilityHerEuro equivalent of GBP
1,469 million (Tranche E2) with the purpose of partly extending Tranche E under tleatcur
Syndicated Revolving Credit Facility, upon its maturity. In addition, a new revobrijt facility
contract (Tranche E1), available from March 9, 2012 and maturing March 2, 201&nteesd into

for the amount of EUR 756 million.

On December 14, 2012 Tranche D was amortized upon its maturity, but partially exterided in
form of Tranche D1 under the new Forward Start Syndicated Facility Agreement @ntered

11
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March 2. At year end, there was one loan of EUR 801,158 thousand outstanding under this Tranche.

The total outstanding amount as at December 31, 2012 under the revolving tranche ofte&®yndica
Facility (tranche E) amounted to GBP 100 million equivalent to EUR 123omi{B1/12/2011: GBP
494 million equivalent to EUR 574 million).

Investments of the company

Substantially all the proceeds from the principal or notional amounts obtainedrawéd by the
Company under its financing activities have been lent on to the parent compangoonganies
belonging to Telefénica Group.

Cash flow statement

No cash flow statement is presented in these financial statements as thes yjtnegit company
provides all the capital of the Company and the financial statements of the ufianaié company,
containing a cash flow statement, are available at the Company's office in the Netherlands.

12
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Accounting policies

General

These financial statements have been prepared in accordance with Title 9, book 2 ethdrams
Civil Code.

The accounting principles of the Company are summarized below. These accountipieprhave all
been applied consistently throughout the year and the preceding year.

Assets and liabilities are stated at face value, unless indicated otherwise.
Foreign currencies

Assets and liabilities, denominated in foreign currencies are translated into thingeporrency at
exchange rates prevailing at the Balance Sheet date. Any resulting exchamgadatiffere recorded in
the Statement of Income and Expenses.

Revenues and expenses in the year under review, which are denominated in foreignesumeci
translated into the reporting currency at exchange rates in effect on the transaetion dat

Tangible fixed assets

Tangible fixed assets are stated at their historical cost less accundgatediation. Depreciation is
provided over the expected useful live of the related asset under the straghethod. The estimated
useful lives are:

Furniture and office equipment: 3 to 5 years
Financial fixed assets

Investments in participating interest are stated at acquisition cost orginfcapermanent impairment
of the value, at lower equity value as determined on the basis of the finaatémhestits of the
participating interest.

Long term receivables from related companies

Long term receivables from related companies are carried at amortised cgghasiffective interest
rate method. Gains and losses are recognised in the income statement when the |eaasograzgd
or impaired, as well as through the amortisation process.

Bonds and loans

Bonds and loans are carried at amortised cost using the effective interest haie. IGeins and losses
are recognized in the income statement when the liabilities are deredogrisecll as through the
amortisation process.

13
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Accounting policies in respect of result determination

Result

Profits on transactions are recognized in the year they are realized. Losses are recugsized
foreseen.

Other operating expenses

Expenses are based on the historical cost convention and attributed to the finandc@Weah they
pertain.

Taxation

Taxation is calculated on the reported pre-tax result, at the previaikngtes, taking account of any
losses carried forward from previous financial years and tax-exempt itemsradeédwactible expenses
and using tax facilities.

Temporary differences between taxation on the result as shown in the Statement efdnddaxpense
and the taxation on the fiscal result are added or deducted from the provision for defatred. ta

Financial Instruments

General

The information included in the notes for financial instruments is usefstimate the extent of risks
relating to on-balance sheet financial instruments.

The Compny’s primary financial instruments, not being derivatives, serve to finance the Telefonica’s
Group operating activities. The principal risks, arising from the Company’s financing operations are,
liquidity, credit, interest and foreign exchange risks. These risks to mitigate, are set out lretetai

Liquidity and credit risk

The Company has invested the funds borrowed, in Telefénica, S.A., furthermore mdsiudledebt
and loans issued by the Company are guaranteed by Telefénica, S.A. In addition, paeyCoies to
diversify the holding of cash positions, by investing them in various financiabtiemts, with adequate

credit ratings. Summarizing, any substantial credit or liquidity riskild/ be related to credit risk of
Telefénica, S.A. group.

Interest rate and Foreign Exchange risk

The Company lends money denominated in the same currency as the funds it arises inirige fund
markets. Therefore, the Company implements a natural hedge.

14
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The Company may have, though, limited foreign exchange risk due to the finaacgan earned in
several currencies different from Euro (mainly GBP, JPY and USD), and also due tocasime
positions held in foreign currencies (JPY, USD and GBP). Consequently, foreign exclhahgsifin
in exchange rates may have a very limited impact on its result.

Currently, the Company policy is to hedge any interest rate exposure arisinfufrdimg raised, by
investing on the same terms (tenors and type of interest, whether it may begflwafixed interest
rates).

15
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(1) Tangible fixed assets (Expressed in Thousands of Euro)

The tangible fixed assets are comprised as follows:

31/12/1z 31/12/1]
The tangible fixed assets: 1 5
The movement in the tangible fixed assets is as fatlow

201z 2011

Carrying value
Balance January™1 82 81
Additions ;
Balance December 31 82 82
Accumulated amortization
Balance January™l (77) (71)
Change for the period (4 (6
Balance December 31 (81) (77)
Net book value December 31 1 5

16
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(2) Financial fixed assets (Expressed in Thousands of Euro)
31/12/12 31/12/1]
Long term receivables from related companies 2,790,99¢ 3,557,08!
Holdings in group companies
2,790,99¢ 3,5657,08:!
The movement in the financial fixed assets is as follows:
2012 2011
Balance January™1 3,557,08! 8,266,20!
Deferred Commissions amortization 11,247 5,377
Repayments (336,409 (199,070
New Loans 301,21¢ 87,76¢
Foreign Exchange result (42,837 27,512
Reclassification from short term 799,15 -
Reclassification to short term (1,498,462 (4,630,705
Balance December 31 2,790,99: 3,557,08!

(1) The Company is wholly-owner of Telefénica Finance USA, L.L.C, entity having itst@ta seat in
Delaware, duly incorporated and existing under the laws of the State of Delaware (USA).

Since the holding in Telefonica Finance USA, L.L.C. is valued at less than 1000nBuo®unt is disclosed
in the Financial Statements.

(2) On March 2, 2012 Tranche D of the O2 Syndication Facility, which matured on Decéd 2012, was
partially refinanced (by means of Tranche D1). In the same way the intercompanyhie@ntie funds are
lent-on to Telefonica, S.A. was also refinanced and the loan receivable wasifiedldsrm short to long
term.

17
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Long term receivables from related companies:

The Long Term Receivables from related companies represent loans to the shareholder and ard asmprise
follows: (Expressed in Thousands of Euro)

31/12/12 31/12/11

USD 1,250,000,000, 8.28125%, maturity September 15, 2030 940,26: 958,43(
EUR 801,158,420, Euribor + 2.43159%, maturity Decemberl14, 2015 795,14° -
GBP 100,000,000Libor + 0.35908%, maturity December 14, 2017 95,09¢ -
EUR 500,000,000, 5.90625%, maturity February 14, 2033 492,22¢ 491,98«
EUR 58,765,000, 4.853% Effective Annual Rate, maturity December 30, 2017 58,76¢ -
JPY 5,000,000,000/USD 42,640,287, 4.7741% on USD basis, maturity July 27, 43,78¢ 49,64¢
JPY 5,000,000,000/USD 42,640,287, 4.7741% on USD basis, maturity July 27, 43,78¢ 49,64~
JPY 5,000,000,000/USD 42,640,287, 4.7741% on USD basis, maturity July 27, 43,78¢ 49,64~
USD 375,000,000, maturity January 31, 2022 282,78¢t -
EUR 429,355,018, Euribor + 0.29908%, maturity December 13, 2013 - 426,09’
EUR 1,500,000,000, 5.15625%, maturity February 14, 2013 - 1,498,31:
EUR 33,592,434, Euribor + 0.29908%, maturity December 14, 2013 - 33,331
USD 1,200,000,000, maturity 2022 prepaid commissions (4,650 -
Total long term receivable from related companies 2,790,999 3,557,08i

On December 30, 2002, the Company started a subsidiary (Telefonica Finance USA, thdt.Gsued
Preferred Capital Securities to third parties, which possess no voting righaspédional amount of EUR
2,000,000,000. The Company lent on these funds to Telefénica S.A. through an intercompany loan that
expired on December 30, 2012. On November 29, 2012, the amount of Preferred CapitalesSecurit
outstanding with third parties was reduced to EUR 58,765 thousand, and a new intercompfonyBb&h

58,765, with a 5 year term, was signed between The Parties dated on December 31, 2012.

The new loan corresponding to the Preferred Shares and the loan correspondirextentihed Syndicated
O2 Loan Facility were taken up on the Balance Sheet as long term receassdil&ecember, 2012.

The European Medium Term Notes due in February 2013 were taken up as short term debt at February 2012.

The valuation of the funds from the Syndicated Loan Facility that were lent on to theotiferéicludesa
fee income. The fee income is deferred and amortised to the profit aratéoast over the period of the

18
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underlying transactions.

(3) Loans receivable

The loans receivable are comprised as follows:
(Expressed in Thousands of Euro)

31/12/12 31/12/11

Short Term Loans to Telefonica S.A. (Agreement May 10, 2012) 767,546 1,592,205
EUR Credit Facility 1 year Euribor + 0.03159% 80,000 1,000
EUR 1,500,000,000, 5.1250%, maturity February 14, 2013 1,499,788 -

EUR 1,071,576,876, Euribor +0.27408%, maturity Dec 14, 2012 - 1,070,717
GBP 555,000,000, Libor +0.28408%, maturity Dec 14, 2012 - 663,899
EUR 2,000,000, Euribor +0.63825%, maturity Dec 30, 2012 - 2,000,000
JPY 15,000,000,000, 2.138%, maturity Jul 19, 2012 - 149,639
JPY 15,000,000,000, Libor +0.425%, maturity Jul 19, 2012 - 149,640
EUR 766,057,486, Euribor +0.27408%, maturity Dec 14, 2012 - 765,397
Total loans receivable 2,347,334 6,392,497

The two loans for the JPY 30,000 million Samurai Rate Notes were repaid upon maturity on July 19, 2012.

The loan for the European Medium Term Notes due in February 2013 were taken up @&sralrexteivable
as at February 2012.

The new loan corresponding to the Preferred Shares and the extended Syndicated O2 Loawdtacility
taken up on the Balance Sheet as long term receivatdeecember 31, 2012.
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TELEFONICA EUROPE B.V.

(4) Cash at bank

(Amsterdam)

The cashat bank balances on December 31 are comprised as follows:

(Expressed in Thousands of Euro)
31/12/12 31/12/11

Current bank account balances

(5) Shareholder's equity

The movements in the Shareholder's Equity are comprised as follows:
(Expressed in Thousands of Euro)

Balance as at January 1, 2011
Allocation of result

Result for the period

Dividend payment

Balance as at December 31, 2011

Allocation of result

Result for the period

Dividend payment

Balance as at December 31, 2012

4,819

5,404

Issued share Retained Resultof Total
capital earnings the period
46 4,70( 1,697 6,44:
- 1,697 (1,697 -
- - 1,59t 1,59¢
- (1,697) - (1,697)
46 4,700 1,595 6,341
- 1,59t (1,595 -
- - 1,65¢ 1,65¢
- (1,595 - (1,595
46 4,70( 1,65¢ 6,301
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TELEFONICA EUROPE B.V.

(Amsterdam)
(6) Bonds and loans (Expressed in Thousands of Euro)

31/12/1z 31/12/11
Long term bonds and loans 2,790,97: 3,557,10:

The movement in long term liabilities is as follows:
201z 2011
Balance January™1 3,557,10: 8,266,21!
Prepaid Commissions amortization 11,247 5,37¢
Repayments (336,409 (199,070
New Loans 301,19: 87,76¢
Foreign Exchange result (42,846 27,512
Reclassification from short term (*) 799,15: -
Reclassification to short term (1,498,465 (4,630,705
Balance December 31, 2012 2,790,97: 3,557,10:

(*) Amount corresponding to Tranche D1 of the O2 Syndication Facility. On March 2,12@h2he D,
which matured on December 14, 2012, was partially refinanced and therefore the afioanted was
reclassified from short to long term.
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(Amsterdam)

(Expressed in Thousands of Euro)
Long term bonds and Loans are comprised as follows:

31/12/12  31/12/11

Global USD 1,250,000,000, 8.25%, maturity September 15, 2030 940,26* 958,43t
Multicurrency Syndicated Facilittf;SFTranche D1, EUR 801,158,420,

Euribor + 2.4%, maturity Decemberl4, 2015 795,147 -
Multicurrency Syndicated Facility, Tranche EBP 100,000,000L.ibor +

0.3750%, maturity December 14, 2017 95,05¢ -
EMTN EUR 500,000,000, 5.8750%, maturity February 14, 2033 492,23« 491,98¢
Loan EUR 58,765,000, 4.82% Effective Annual Rate, maturity December

2017 58,76¢ -
JPY/USD Dual Currency Loan A JPY 5,000,000,000/USD 42,640,287, 4.

on USD basis, maturity July 27, 2037 43,78¢ 49,64~
JPY/USD Dual Currency Loan B JPY 5,000,000,000/USD 42,640,287, 4.

on USD basis, maturity July 27, 2037 43,78¢ 49,64*
JPY/USD Dual Currency Loan C JPY 5,000,000,000/USD 42,640,287, 4.

on USD basis, maturity July 27, 2037 43,78¢ 49,64*
Facility USD 375,000,000, maturity January 30, 2022 282,79: -
Multicurrency Syndicated Facility, Tranche E, EUR 429,355,018, Euribol

0.2750%, maturity December 14, 2013 - 426,09
EMTN EUR 1,500,000,000, 5.125%, maturity February 14, 2013 - 1,498,31:
Multicurrency Syndicated Facility, Tranche E, EUR 33,592,434 Euribor +

0.2750%, maturity December 13, 2013 - 33,33¢
Facility USD 1,200,000,000, maturity 2022 prepaid commissions (4,650
Balance December 31, 2012 2.7 7. 3,557,10:

On December 30, 2002, the Company started a subsidiary (Telefénica Finance USA), thadt.Gsued
Preferred Capital Securities to third parties, which possess no voting righispéional amount of EUR
2,000,000,000. The Company received a loan from Telefonica Finance USA LLC and lent on these funds t
Telefénica, S.A. through an intercompany loan that expired on December 30, 2012. @nblD29, the
amount ofthis loan outstanding was reduced to EUR 58,765 thousand, and a new intercompany loan for
EUR 58,765, with a 5 year term, was signed between The Parties dated on December 31, 2012.

The European Medium Term Notes due in February 2013 were taken up as short term debt at February 2012.
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TELEFONICA EUROPE B.V.
(Amsterdam)

The valuation of the Syndicated Loan Facility includes the issuance costs, discounts, fe@smaEsions
paid in connection with the offering of the Syndicated Loan Facility. Such costs arésacthort a straight
line basis over the period up to the maturity date of the loans.

(7) Short term loans and bonds
(Expressed in Thousands of Euro)

31/12/12 31/12/11

EUR 100,000,000 Credit Facility, 1 year Euribor 80,000 1,000
EUR 3,000,000,000 ST European Commercial Paper Program 767,546 1,592,205
EUR 1,500,000,000, 5.875%, EMTN, maturity February 14, 2013 1,499,789 -

EUR 1,071,576,876, Euribor +0.25%, Maturity Dec 14, 2012 - 1,070,717
GBP 555,000,000, Libor +0.26%, Maturity Dec 14, 2012 - 663,899
EUR 2,000,000,000 Euribor +0.607%, Maturity [3&; 2012 - 2,000,000
JPY 15,000,000,000, 2.11%, Maturity Jul 19, 2012 - 149,639
JPY 15,000,000,000, Libor +0.40%, Maturity Jul 19, 2012 - 149,640
EUR 766,057,486, Euribor +0.25%, Maturity Dec 14, 2012 - 765,397
Balance December 31, 2012 2,347,335 6,392,497

The JPY 15,000 million Samurai Floating Rate Notes and the JPY 15,000 Samurai Fixed Bate/dvet

repaid upon maturity on July 19, 2012.

The European Medium Term Notes due in February 2013 were taken up as short term debt at February 2012.
The extended Syndicated O2 Loan Facility, were taken up on the Balance Sheet as long tasmatiebt
December, 2012.

The EUR 2,000 million intercompany loan with Telefénica Finance USA, L.L.C.regzd on November

29, and on December 31, 2012.
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(Expressed in Thousands of Euro)
(8) Net financial result

The Net Financial Result is comprised as follows:

01/01/12- 01/01/11-

31/12/12 31/12/11

Interest income 373,152 356,352

Interest expense (370,296) (353,434)

Currency exchange result - 8

Net Financial Result 2,856 2,926

(9) Taxation

The tax charge on the profit can be broken down as follows:

01/01/12- 01/01/11-

31/12/12 31/12/11

Corporate income tax 2012 614 -

Corporate income tax 2011 - 608

Corporate income tax other years - 7

Total 14 615

The Company is subject to Dutch taxation and tax calculations are made in accordamceAtitance
Pricing Agreement signed with the Tax Authorities, which has entered into affeftJanuary 1, 2005,
as amended in 2010

The effective and applicable tax rates do not differ significantly from thbgeevious fiscal year. The
applicable tax rate for current financial statements is 25% (2&P4) and the effective tax rate is 28.3%
(2011 27.8%).

Average number of employees:
During the period under review the Company employed on average 2 persons (2011: 2).

Auditor’s fees

An amount of EUR 26 thousand (20125 thousandhas been charged related to auditor’s fees (only
relating to audit services).

Subsequent events

No material subsequent events, affecting the financial statements, have occurred to date.
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Board of directors
The Company’s board of directors consists of four directors, who served without remuneration (2011

Amsterdam, February 14, 2013

Is/ Is/

E.J.Alvarez Gomez C.D. Maroto Sobrado
Is/ /sl

M.C. van der Sluijs-Plantz A.J. Aleix Arglelles
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OTHER INFORMATION
December 31, 2012
Auditor’s report

The auditor’s report is set out on the next two pages.

Statutory provision regarding appropriation of Result

In accordance with Article 14 of the Articles of Association, profit shalatbthe disposal of the
Annual General Meeting of Shareholders. Profit distribution can only be made to thetkatent
Shareholder's Equity exceeds the issued and paid-up share capital and legal reserves.

A resolution to distribute profits or reserves is subject to the approvhkahanaging board. The

managing board shall only withheld its approval if it knows or should reasomablyct that
following the distribution the Company can not continue to pay its debts due.

Appropriation of Result

The net income together with the retained earnings is at the disposal of thalGéeeting of
Shareholders.
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Independent auditor’'s report

To: The Managing Directors and Shareholder of Telefénica Europe B.V.

Report on the financial statements

We have audited the accompanying financial statements 2012 of Telefénica Europe B.V., Amsterdam,
which comprise the balance sheet as at December 31, 2012, the profit and loss account for the year
then ended and the notes, comprising a summary of the accounting policies and other explanatory
information.

Management's responsibility

Management is responsible for the preparation and fair presentation of these financial statements and
for the preparation of the Managing Directors’ Report, both in accordance with Part 9 of Book 2 of the
Dutch Civil Code. Furthermore management is responsible for such internal control as it determines is
necessary to enable the preparation of the financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor's responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Dutch law, including the Dutch Standards on Auditing. This
requires that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error.

In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well
as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Opinion with respect to the financial statements

In our opinion, the financial statements give a true and fair view of the financial position of Telef6nica
Europe B.V. as at December 31, 2012 and of its result for the year then ended in accordance with Part
9 of Book 2 of the Dutch Civil Code.

Report on other legal and regulatory requirements

Pursuant to the legal requirement under Section 2:393 sub 5 at e and f of the Dutch Civil Code, we have
no deficiencies to report as a result of our examination whether the Managing Directors’ Report, to the
extent we can assess, has been prepared in accordance with Part 9 of Book 2 of this Code, and whether
the information as required under Section 2:392 sub 1 at b-h has been annexed. Further we report that
the Managing Director’s Report, to the extent we can assess, is consistent with the financial statements
as required by Section 2:391 sub 4 of the Dutch Civil Code.

Amsterdam, February 14, 2013
Ernst & Young Accountants LLP

Signed by S. van den Ham
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Telefonica Europe, B.V.

RESPONSIBILITY STATEMENT FOR THE ANNUAL FINANCIAL REPORT

The members of the Telefénica Europe B.V. Board of Directors hereby declare that, to
the best of their knowledge, the financial statements for the year ended December 31,
2012, adopted by the directors on February 14, 2013, and ratified at the Board of
Directors meeting held on February 20, 2013 and prepared in accordance with the
applicable set of accounting standards, give a true and fair view of the assets, liabilities,
financial position and profit or loss of Telefénica Europe B.V., and the management report
includes a fair review of the development and performance of the business and the
position of Telefonica Europe B.V. and the undertakings included in the consolidation
taken as a whole, together with a description of the principal risks and uncertainties that
Telefonica Europe B.V. faces.

Amsterdam, February 20, 2013

/S/ /S/
C.D.Maroto Sobrado E. Alvarez Gomez
Director Director

/S/ /S/
A. Aleix Arglelles M.C. van der Sluijs-Plantz

Director Director



