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Telefdnica, S.A. /// TEF:SM

Meeting date: 08-09/06/2017

Find below the votes aligned with ClientName Voting Guidelines as regards Telefdnica, S.A.:

Proposal Voting Guidelines

Item 1.1 - Approval of the Annual Accounts and of the Management Report of both Telefénica, S.A. and of its

Consolidated Group of Companies for fiscal year 2016. FOR
Item .2 - Approval of the management of the Board of Directors of Telefdnica, S.A. during fiscal year 2016. FOR
Item Il - To approve the Allocation of the Profits/Losses of Telefénica, S.A. for the fiscal year ended December 31, 2016. FOR

ltem IlI.1 - To re-elect Mr. José Marfa Alvarez-Pallete Lépez as Director, for the bylaw-mandated four-year period, upon
a prior favourable report of the Nominating, Compensation and Corporate Governance Committee, with the FOR
classification of executive Director.

Item 111.2 - To re-elect Mr. Ignacio Moreno Martinez as Director, for the bylaw-mandated four-year period, upon a prior
favourable report of the Nominating, Compensation and Corporate Governance Committee, with the classification of FOR
proprietary Director.

Item 1.3 - To ratify Mr. Francisco José Riberas Mera interim appointment as Director by resolution of the Board of
Directors at its meeting held on May 4, 2017, and to appoint him as Director, for the bylaw-mandated four-year period,

. N . . ) FOR
upon a prior favourable report of the Nominating, Compensation and Corporate Governance Committee, with the
classification of independent Director.
Item 1II.3 - To ratify Ms. Carmen Garcia de Andrés interim appointment as Director by resolution of the Board of
Directors at its meeting held on May 4, 2017, and to appoint her as Director, for the bylaw-mandated four-year period, FOR
upon a prior favourable report of the Nominating, Compensation and Corporate Governance Committee, with the
classification of independent Director.
Item IV - To establish the number of members of the Board of Directors at seventeen, or at the relevant number FOR
pursuant to the resolutions adopted under item Il on the agenda.
Item V - To approve a distribution of cash dividends with a charge to unrestricted reserves. FOR
Item VI - To delegate to the Board of Directors the power to issue debentures, bonds, notes and other similar fixed- ABSTAIN
income securities or debt instruments.
Item VII - Delegation of powers to formalize, interpret, remedy and carry out the resolutions adopted by the

, R FOR

shareholders at the General Shareholders’” Meeting.
Item VIII - To approve, on a consultative basis, the Annual Report on Directors’ Remuneration for fiscal year 2016. ABSTAIN
This report has been customized considering ClientName Voting Guidelines. In this sense, these votes are only aimed at this sole investor. 1
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SUPPORTING DOCUMENTATION

Proposal Voting Guidelines

Item 1.1 - Approval of the Annual Accounts and of the Management Report of both

FOR
Telefonica, S.A. and of its Consolidated Group of Companies for fiscal year 2016. ©

On the grounds that the audited financial statements have been made available in a timely manner by the company, that
there are no concerns about the integrity of the financial statements and reports presented nor about the audit procedures
used, and that there have been no material restatements highlighted by the auditors; the voting guidelines in force with
regard to this proposal corroborate a vote FOR.

Find below Consolidated Balance Sheet and Consolidated Income Statement. Source:
https://www.telefonica.com/documents/25978/138979962/Consolidated Annual Accounts 2016.pdf/f8d90361-c32f-
47ac-8618-30d86d2b18b3

Millions of euros Notes 2016 2015 (%)
ASSETS
A) NON-CURRENT ASSETS 103,667 101,614
Intangible assets (Note B) 20,518 21,149
Goodwill (Note 7) 28,686 27,395
Property, plant and equipment (Nate B) 36,393 33910
Investments accounted for by the equity method (Note 9) 16 80
Mon-current financial assets (Mote 13) 9,765 10405
Deferred tax assets (Note 17) 8.229 8,675
B) CURRENT ASSETS 19,974 18,715
Inventories 1,055 1,456
Trade and other receivables (Note 11) 10,675 10,226
Tax receivables {Mote 17) 1,533 1,341
Current financial assets {Note 13) 2,954 3,053
Cash and cash equivalents (Mote 13) 3.736 2,615
Mon-current assets and disposal groups classified as held for sale 21 24
TOTAL ASSETS (A+B) 123641 120,329
Naotes 2016 2015 (*)
EQUITY AND LIABILITIES
A) EQUITY 28,385 25,436
Equity attributable to equity holders of the parent and other holders
of equity instruments (Note 12) 18,157 15,771
Equity attributable to non-controlling interests (Note 12) 10,228 9,665
B) NON-CURRENT LIABILITIES 59,805 60,509
Mon-current financial liabilities {Mote 13) 45,612 47117
Mon-current trade and other payables {Note 14) 1,925 2,388
Deferred tax liabilities (Mote 17) 2,395 2,550
Non-current provisions [Mote 15) 9.873 BL54
C) CURRENT LIABILITIES 35,451 34,384
Current financial liabilities [Note 13) 14,749 12,970
Current trade and other payables [Note 14) 16,150 17,134
Current tax payables (Note 17) 2332 2,241
Current provisions (Note 15) 2,220 2022
Liabilities associated with non-current assets held for sale - 17
TOTAL EQUITY AND LIABILITIES (A+B+C) 123,641 120,329

(*) Amended data: comparative information as of Decemnber 31, 2015 was amended in order to cease to present the assets and
liabilities of Telefénica United Kingdom as held for sale (see Motes 2 and 23).
The accompanying Notes 1 to 25 and Appendices | to Vi are an integral part of these consolidated statements of financial position.

This report has been customized considering ClientName Voting Guidelines. In this sense, these votes are only aimed at this sole investor. 2
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INCOME STATEMENTS

Revenues (Note 18) 52,036 54,916 50,377
Other income (Note 18) 1,763 2,011 1,707
Supplies (15.242)  (16,547)  (15,182)
Personnel expenses (Mate 18) (8,098)  (10.349) (7,098)
Other expenses (Mate 18) (15,341)  (16,802) (14,289)
OPERATING INCOME BEFORE DEPRECIATION

AND AMORTIZATION (OIBDA) 15,118 13,229 15,515
Depreciation and amortization (Mate 18) (9,649) (9,704) (8,548)
OPERATING INCOME 5,469 3,525 6,967
Share of loss of investments accounted for by

the equity method (Mote 9) (5) (10) (510)
Finance income 1,770 2,076 992
Exchange gains 5,489 6,504 4,110
Finance costs (4,676) (L,417) (3,511)
Exchange losses (5,002) (6,772) (5,613)
Net financial expense (Note 16) (2,219) (2,609) (2,822)
PROFIT BEFORE TAX 3,245 906 3,635
Corporate income tax (Nate 17) (846) (155) (383)
PROFIT FOR THE YEAR 2,399 751 3,252
Attributable to equity holders of the Parent 2,369 616 3,001
Attributable to non-controlling interests (Note 12) 30 135 251

Basic and diluted earnings per share attributable
to equity holders of the parent (euros) (Mate 18) 0.42 0.07 0.58

(*) Amended data: comparative information was amended to cease to present the results of Telefdnica United Kingdom as
discontinued operations (see Notes 2 and 23).
The accompanuying Motes 1 to 25 and Appendices | to VI are an integral part of these consolidated income statements.

Proposal Voting Guidelines

Item 1.2 - Approval of the management of the Board of Directors of Telefénica, S.A. during

fiscal year 2016. =

In 2016, Company’s shareholders obtained total yields of -6.3% due to the share’s annual evolution of -13.88% — the
market price of which closed at €8.82 — and the dividends paid during the year that amounted to €0.40 in cash per share,
plus 0.35 in scrip dividend. As reference, the IBEX 35 fell -2.0%, Eurostoxx gained 0.7% and DJ Stoxx Telecommunications
sector fell 15.88%.

According to the Annual Integrated report 2016, the Company’s total accesses increased 1% in 2016 YoY reaching 350
million and undergoing growth in all segments, like 17% YoY in smartphones or 24% in FTTx and cable.

Revenues reported decreased -5.2% to 52.036 million, though organic revenues increse 1.3% YoY. In this sense, Telefonica
Spain represents 24.4% of consolidated revenues, followed by Telefénica Hispanoamérica (24.2%), T. Brasil (21.3%), T.
Deutschland (14,4%) and T. UK (13,2%).

Net financial debt decreased slightly to 48.595 million in 2016. The reduction of 566 million in this KPl came from different
factors as i) the generation of free cash flow, ii) financial disinvestments related to the stake in China Unicom and Telefe
and iii) the impact of currencies. However, the ratio Net Financial Debt/OIBDA increased from 2.87 times in 2015 to 2.95
times in 2016.

This report has been customized considering ClientName Voting Guidelines. In this sense, these votes are only aimed at this sole investor. 3
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According to the Corporate Governance report 2016 published by the Company, the Board of Directors held 12 meetings
during 2016. Other committees organized 59 meetings and attendance of total vote cast during the year reached 99.54%.

In so far as no relevant concerns have been identified with the management’s acts during the period leading to a potential
material damage to shareholder value, the information duties towards shareholders have been timely and proper, and
there is no record of failing to address material shareholder concerns; the voting guidelines in force with regard to this
proposal substantiate a vote FOR.

Proposal Voting Guidelines

Item Il - To approve the Allocation of the Profits/Losses of Telefénica, S.A. for the fiscal year

ended December 31, 2016. Aol

The resolution proposes to approve the application of results of Telefénica bearing a net profit of 24,330,134.27 euros,
as follows:

a) 2,433,013.43 euros (10% of the profit for the fiscal year) to the Legal Reserve.

This report has been customized considering ClientName Voting Guidelines. In this sense, these votes are only aimed at this sole investor. 4
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b) 21,897,120.84 to Discretionary Reserves
See below the Individual Income Statement of the company:

https://www.telefonica.com/documents/25978/138979962/Individual Annual Accounts 2016.pdf/232c22ce-cbf8-
4e29-a583-35d2833716ea

Telefonica, S.A.

Income statements for the years ended December 31

Millions of euros Notes 2016 2015 (%)
Revenue 19 2,710 5,936
Rendering of services io Group companies and associales 548 599
Rendering of services i non-group companies 54 4
Dividends from Group companies and associales 1,928 5171
Inerest income on loans b Group companies and associaies 175 162
Impairment and gains (losses) on disposal of financial instruments 3,045  (5309)
Impairment losses and other losses 8 2,049  (5309)
Gains (losses) on disposal and ofher gains and losses 8 996 -
Other operating income 19 46 9
Non-core and ofher current operaling revenue - Group companies and assodales 30 22
Non-core and ofher current operaling revenue - non-group companies 16 69
Employees benefits expense 19 (310) (315)
Wages, salaries and others (281) (284)
Sodal security costs (29) (31)
Other operational expense (358) (786)
External services - Group companies and assodales 19 (109) (135)
Exiernal services - non-group companies 19 (252) (624)
Taxes other han income fax 5 (27)
56
Depreciation and amortization and 7 (38) (46)
Gains (losses) ondisposal of fixed assets (4) 17
OPERATING PROFIT 5,093 (412)
Finance revenue 19 922 593
Finance costs 19 (2,996)  (2,804)
Change in fair value of financial instruments - (19)
9 and
Gain (loss) on available-for-sale finandal asset recognized in he period 1 - (19)
Exchange rate gains (losses) 19 (170) (98)
93
Impairment and gains (losses) on disposal of financial instruments with third- and
parties 19.9 17 426
NET FINANCIAL EXPENSE (2,221  (1,902)
PROFIT BEFORE TAX 21 2866  (2314)
Income tax 17 {2,842) 2,319
PROFIT FOR THE YEAR CONTINUED OPERATIONS 24 5
2and
Discontinued operations net of taxes 22 - -
PROFIT FOR THE YEAR 24 5
The accompanying Notes 1 1o 24 and Appendices | and Il are an integral part of fhese income stalements
(") Revised data, see Nole 2

In view of the fact that the company is respecting legal reserves allocation, the effective dividend pay-out ratio does not
endanger current or future company’s financial position as will be explained in Item V, and allocation is in line with long-
term shareholder interests and value; the voting guidelines in force with regard to this proposal indicate a vote FOR.
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Proposal Voting Guidelines

ltem IIl.1 - To re-elect Mr. José Maria Alvarez-Pallete Lépez as Director, for the bylaw-
mandated four-year period, upon a prior favorable report of the Nominating,
Compensation and Corporate Governance Committee, with the classification of executive
Director.

FOR

According to the Company, the Nominating, Compensation and Corporate Governance Committee and the Board of
Directors have analysed the quality of work as executive Director and the contribution of Mr. José Maria Alvarez-Pallete
Lopez to the Board of Directors since his first appointment in 2006, and particularly during his latest mandate (after re-
election by the shareholders at the General Shareholders’” Meeting held on May 14, 2012). As a result of all of the
foregoing, they have concluded that Mr. Alvarez-Pallete has performed his duties “in an excellent manner, helping the
Company’s corporate decision-making bodies to perform their activities in a coordinated and efficient manner, carrying
out their duties with the quality, professionalism and dedication required for the full effectiveness thereof”.

Mr. José Maria Alvarez-Pallete Lépez is currently the Chairman & CEO of Telefénica, S.A., and therefore belongs to the class
of executive Director.

He has a degree in Economics from the Complutense University of Madrid. He also studied Economics at the Université
Libre of Brussels, in Belgium, holds an International Management Programme (IMP) from IPADE Business School and an
Advance Research Degree from the Complutense University of Madrid.

He began his professional career at Arthur Young Auditors in 1987. In 1988, he joined Benito & Monjardin/Kidder, Peabody
& Co., where for seven years he held various positions within the analysis and corporate finance departments. After the
acquisition of 25% of the share capital by Kidder, Peabody & Co. (General Electric Group - GE) in 1991, he took the firm’s
“Associate” course in New York and was subsequently involved in the GE Group's operations in Spain. In 1995, he joined
the Compaifiia Valenciana de Cementos Portland (CEMEX) as head of the Investor Relations and Analysis Department. In
1996, he was promoted to Chief Financial Officer in Spain, and in 1998 to Chief Administration and Finance Officer of the
Cemex Group in Indonesia, based in Jakarta, where he was also a member of the Board.

In February 1999 he joined the Telefdnica Group as Chief Financial Officer of Telefénica Internacional S.A.U., and in
September of the same year he became Chief Financial Officer of Telefdnica S.A. In July 2002, he was appointed Executive
Chairman of Telefdnica Internacional S.A.U.; in July 2006, General Manager of Telefénica Latinoamérica; and in March
2009, Chairman of Telefdénica Latinoamérica. In September 2011 he was named Executive Chairman of Telefénica Europe
until his appointment as Chief Operating Officer of Telefdnica S.A. in September 2012. He has been a member of the Board
of Directors of Telefdnica S.A. since July 2006. He was Chief Operating Officer of Telefdnica, S.A. from September 2012 to
April 2016.

He has been Chairman of the Board of Telefdnica Internacional S.A.U. and of the Supervisory Board of Brasilcel, N.V and of
Cesky Telecom; Vice Chairman of the Boards of Directors of Telesp, S.A. and of Telefénica Mdviles México, S.A. He was a
Member of the Board of Directors of the following companies: Telecomunicagoes de Sao Paulo; Telefénica Datacorp, S.A.;
Telefdnica del Perd, S.A.A.; Colombia Telecomunicaciones, ESP; Telefénica Maéviles México; Telefénica Larga Distancia de
Puerto Rico, S.A.; Admira Media; Inmobiliaria Telefénica; TPI; Telefénica Méviles; Telefonica Holding Argentina; Telefénica
de Espafia; Telefonica O2 Europe; Portugal Telecom; and China Netcom. He has held the position of alternate Director at
the following companies: Telefdnica Chile, S.A.; Telefénica Mdviles Colombia, S.A.; Telefénica de Argentina, S.A.; and
Telefénica Moviles Chile.

He has been Chairman & CEO of Telefdnica S.A. since April 8, 2016.

In 2001 he won the “CFO Europe Best Practices” award in the Mergers & Acquisitions category for the year 2000. In April
2003, he was appointed a Member of Merit of the lbero-American Forum of the Fundacién Carlos Ill and in July 2007 he
was awarded with the Gold Master of the Executive Management Forum. On October 4, 2011, he received the Person of
the Year in Economics Award, given by the Spanish newspaper “El Economista”. On December 14, 2013, he received the
Excellence 2013 Award for his contribution to progress in telecommunications, given by the Spanish Telecommunication
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Engineers Association. Fast Company magazine named him one of the 100 Most Creative People in Business 2014. He was
also named “Best CEQ” of 2016 in Spain by Forbes Magazine.

The company reports that this director holds 1.230.745 direct voting rights of the company, representing 0.02% of the
total, according to the latest Governance Report.

Given that the proposed director complies with the suitability criteria of respectability, capability, expertise, competence,
and experience; the potential conflicts of interest have been properly disclosed, and there are no other factors justifying
the rejection of his re-election; the current voting guidelines with regard to this proposal indicate a vote FOR

Proposal Voting Guidelines

Item IIl.2 - To re-elect Mr. Ignacio Moreno Martinez as Director, for the bylaw-mandated
four-year period, upon a prior favourable report of the Nominating, Compensation and FOR
Corporate Governance Committee, with the classification of proprietary Director.

Mr. Ignacio Moreno Martinez was appointed as a Director of the Company for the first time on December 14, 2011, his
appointment for a five-year period having been ratified by resolution of the shareholders at the General Shareholders’
Meeting held on May 14, 2012. Therefore, his current appointment as Director has experied on May 14, 2017.

Mr. Ignacio Moreno Martinez is appointed at the proposal of Banco Bilbao Vizcaya Argentaria, S.A., the direct holder of
6.33% of the share capital of the Company, for which reason he is classified as a proprietary Director.

Mr. Ignacio Moreno Martinez has a degree in Economics and Business Studies from the University of Bilbao. Master’s
degree in Marketing and Sales Management from the Instituto de Empresa. MBA from INSEAD.

He is currently Chairman of TESTA Residencial, Socimi, S.A., and of Metrovacesa Suelo y Promocidn, S.A. Likewise, is
Director of the Board of Listed Company Obrascon Huarte Lain, S.A. (OHL). He was CEO of Metrovacesa, S.A. until October
2016. Previously, he was Chairman of the Company. He has also served as General Manager of the Chairman’s Office at
Banco Bilbao Vizcaya Argentaria, S.A., CEO of Vista Capital Expansion, S.A., SGECR — Private Equity, and CEO of N+1 Private
Equity. He also served as Deputy General Manager of Corporate and Institutional Banking at Corporacion Bancaria de
Espafia, S.A. — Argentaria, CEO of Desarrollo Urbanistico Chamartin, S.A. and Chairman of Argentaria Bolsa, Sociedad de
Valores. He has also held posts at Banco de Vizcaya, at Banco Santander de Negocios, and at Mercapital as Head of
Corporate Banking and Private Equity.

The company reports that this director holds 18.311 direct voting rights of the company, according to the latest
Governance Report.

This director has 1 additional directorship mandate in Secuoya, Grupo de Comunicacion, S.A., as reported also in the
Governance Report.

Given that the proposed director complies with the suitability criteria of respectability, capability, expertise, competence,
and experience; the potential conflicts of interest have been properly disclosed, and there are no other factors justifying
the rejection of his re-election; the current voting guidelines with regard to this proposal indicate a vote FOR.
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Proposal Voting Guidelines

Item 1II.3 - To ratify Mr. Francisco José Riberas Mera interim appointment as Director by

resolution of the Board of Directors at its meeting held on May 4, 2017, and to appoint him

as Director, for the bylaw-mandated four-year period, upon a prior favourable report of FOR
the Nominating, Compensation and Corporate Governance Committee, with the

classification of independent Director.

In view of the three vacancies that occurred on the Board of Directors as a result of the resignations of the following
directors during the meeting of May 4, 2017:

- Mr. César Alierta Izuel (Other External Director),
- Mr. Gonzalo Hinojosa Fernandez de Angulo (independent Director) and
- Mr. Pablo Isla Alvarez de Tejera (independent Director),

the Nominating, Compensation and Corporate Governance Committee proposed to fill two of the three vacancies through
the appointment co-option and the ratification by the shareholders at the General Shareholders’ Meeting of Francisco
Riberas Mera and Ms. Carmen Garcia de Andrés.

According to the information provided by the company, Mr. Francisco José Riberas Mera has a degree in Law and a degree
in Economics and Business Administration from Universidad Pontificia de Comillas (ICADE). He has broad professional
experience in the industrial sector, promoting the creation of the Gestamp Group in 1990 with the aim of becoming a
benchmark supplier in the automotive industry and has held several important management positions at Corporacién
Gestamp since then.

Mr. Riberas Mera has been Chairman and CEO of the family group created by his father since 2010. He has known how to
combine great work in the industry with the ability to make progress in the research and development of new products in
a complicated business with major national and international competitors. Today the Gestamp Group enjoys great success
and a very high profile in the international industrial markets. In addition to its core business, the company is at the
forefront in the areas of high technology and innovation.

The Nominating, Compensation and Corporate Governance Committee and the Board of Directors have assessed and
considered the experience, training and professional profile of the candidate, her merits and competence to hold the
position of Director, and her experience and knowledge in the various industries and issues that are relevant for the
Company. In particular, in the case of Mr. Riberas Mera, the Board of Directors took a very positive view of his business
career and his knowledge and experience in the industrial, financial and business spheres, as well as his capacity to make
a very positive contribution to the Company’s development and innovation strategy.

According to the company it has also been verified that, on the one hand, the candidate has not incurred any grounds for
disqualification, prohibition or permanent conflict of interest that would prevent the candidate from properly performing
the duties thereof; and on the other hand, the candidate is not currently involved in any of the circumstances provided for
in Section 529 duodecies.4 of the Companies Act and that the candidate can hold the position without being influenced by
relations with the Company or its Group, its significant shareholders or its officers, for which reason the candidate can be
classified as an independent Director.

Given that the proposed director complies with the suitability criteria of respectability, capability, expertise, competence,
experience, qualifications, training and availability; the potential conflicts of interest have been properly disclosed, and
there are no other factors justifying the rejection of his appointment; the current voting guidelines with regard to this
proposal indicate a vote FOR.

This report has been customized considering ClientName Voting Guidelines. In this sense, these votes are only aimed at this sole investor. 8
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Proposal Voting Guidelines

Item II.3 - To ratify Ms. Carmen Garcia de Andrés interim appointment as Director by

resolution of the Board of Directors at its meeting held on May 4, 2017, and to appoint her

as Director, for the bylaw-mandated four-year period, upon a prior favourable report of FOR
the Nominating, Compensation and Corporate Governance Committee, with the

classification of independent Director.

In view of the three vacancies that occurred on the Board of Directors as a result of the resignations of the following
directors during the meeting of May 4, 2017:

- Mr. César Alierta Izuel (Other External Director),
- Mr. Gonzalo Hinojosa Fernandez de Angulo (independent Director) and
- Mr. Pablo Isla Alvarez de Tejera (independent Director),

the Nominating, Compensation and Corporate Governance Committee proposed to fill two of the three vacancies through
the appointment co-option and the ratification by the shareholders at the General Shareholders’ Meeting of Francisco
Riberas Mera and Ms. Carmen Garcia de Andrés.

According to the information provided by the company, Ms. Carmen Garcia de Andrés has a degree in Economics and
Business Studies from Universidad Pontificia de Comillas (ICADE).

She began her professional career in the tax area of audit firm PricewaterhouseCoopers (PwC), where she spent 22 years,
starting out in the Audit Department of PwC and progressing to Managing Partner of the Consumer Goods, Distribution,
Industry and Services group.

She is a well-respected figure in the corporate social responsibility community, having dedicated many years to promoting
the social work of Fundacion Tomillo, a private, non-profit, non-denominational and independent entity at which she has
held all executive functions and of which she has been the Chairwoman since 2014. Fundacién Tomillo was created in
1983. It works toward the social integration of teenagers and young people marginalized by society, offering them work
and different alternatives, providing them with employment training and guidance.

Ms. Garcia de Andrés also carries out other work in the corporate social responsibility field: she collaborates with Youth
Business Spain, she is treasurer of the Spanish Association of Foundations, trustee of Fundacion RAIS for the homeless and
Director of Fundacién Tomillo Social Farming. She intends to donate her compensation as independent director of
Telefdnica, S.A. to Fundacién Tomillo.

The Nominating, Compensation and Corporate Governance Committee and the Board of Directors have assessed and
considered the experience, training and professional profile of the candidate, her merits and competence to hold the
position of Director, and her experience and knowledge in the various industries and issues that are relevant for the
Company. In particular, the Board of Directors has viewed in a very positive light, Ms. Garcia de Andrés’ experience in the
field of corporate social responsibility and her ability to help strengthen the Company’s strategy in this area.

According to the company it has also been verified that, on the one hand, the candidate has not incurred any grounds for
disqualification, prohibition or permanent conflict of interest that would prevent the candidate from properly performing
the duties thereof; and on the other hand, the candidate is not currently involved in any of the circumstances provided for
in Section 529 duodecies.4 of the Companies Act and that the candidate can hold the position without being influenced by
relations with the Company or its Group, its significant shareholders or its officers, for which reason the candidate can be
classified as an independent Director.

Moreover, in addition to her widely respected capabilities and personal merit, Ms. Garcia de Andrés’ appointment
increases the number of women on the Board of Directors, which demonstrates the Company’s commitment to promoting
diversity.

This report has been customized considering ClientName Voting Guidelines. In this sense, these votes are only aimed at this sole investor. 9
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The company reported in its Governance Report that women (2) in the Board represented 11.11% in 2016. After Garcia de
Andrés’ appointment and the reduction of the size of the Board, this percentage will raise to 17.64%.

In this sense, the Company is on the right path to comply with the target that at least 30% of the total members of the
Board of Directors should be female directors by 2020.

Given that the proposed director complies with the suitability criteria of respectability, capability, expertise, competence,
experience, qualifications, training and availability; the potential conflicts of interest have been properly disclosed, and
there are no other factors justifying the rejection of her appointment; the current voting guidelines with regard to this
proposal indicate a vote FOR.

Proposal Voting Guidelines

Item IV - To establish the number of members of the Board of Directors at seventeen, or

. ) FOR
at the relevant number pursuant to the resolutions adopted under item Il on the agenda.

As the company informed through the Governance Report 2016, the current maximum number of directors forming the
Board of Directors is 20 and the minimum 5. See, page 9,:
https://www.telefonica.com/documents/25978/138979962/Informe Anual Gobierno Corporativo 2016 EN.pdf/70cla
5¢3-609¢-4997-8486-1ff595fa19a0

Nevertheless, the current size of the Board of Directors of Telefonica is 18 members, according to the documentation
reported by the company. While there is not an universally applicable optimum board size, according to the CNMV Good
Practices in Corporate Governance, boards should have at least 5 and at maximum 15 directors to ensure sufficient
diversity in decision-making and to enable the formation of key board committees with independent directors. Conversely,
boards with more than 20 members may have difficulty reaching consensus and making timely decisions. Sometimes the
presence of too many voices can make it difficult to draw on the wisdom and experience in the room by virtue of the need
to limit the discussion so that each voice may be heard.

In view of the three vacancies that occurred on the Board of Directors as a result of the resignations of the following
directors during the meeting of May 4, 2017:

- Mr. César Alierta lzuel (Other External Director),
- Mr. Gonzalo Hinojosa Fernandez de Angulo (independent Director) and
- Mr. Pablo Isla Alvarez de Tejera (independent Director),

the Nominating, Compensation and Corporate Governance Committee proposed to fill two of the three vacancies through
the appointment co-option and the ratification by the shareholders at the General Shareholders’ Meeting of Francisco
Riberas Mera and Ms. Carmen Garcia de Andrés.

In this manner, the next Board of Directors will be already formed by 17 members.

To that end, considering that this proposal intends to improve the Board of Director’s efficiency by diminish the current
number of directors, though not being within the limits set up by the voting guidelines, it establishes a first positive step
towards the required limit, as voting guidelines allows case by case decision considering the context of the proposal; given
the framework, the voting guidelines in force may support a vote FOR.
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Proposal Voting Guidelines

Item V - To approve a distribution of cash dividends with a charge to unrestricted reserves. FOR

This proposal intends to approve a distribution of cash dividends with a charge to unrestricted reserves through the
payment during 2017 of the fixed amount of 0.40 euro, paid in two tranches, to each of the existing shares of Telefdnica,
S.A. entitled to participate in such distribution on the following dates of payment:

- The first payment of 0.20 euro in cash per share will be made on June 16, 2017 through the participants in Sociedad de
Gestion de los Sistemas de Registro, Compensacion y Liquidacion de Valores, S.A.U. (IBERCLEAR).

- The second payment of 0.20 euro in cash per share will be made on December 14, 2017, through the participants in
Sociedad de Gestidn de los Sistemas de Registro, Compensacioén y Liquidacién de Valores, S.A.U. (IBERCLEAR).

0,86
0,75

Cash Flow per Share 2016 Earnings per Share 2016  Cash Dividend paid in
2017
Source: Telefdnica

https://www.telefonica.com/documents/25978/138979971/Informe Integrado 2016.pdf/2a8c829e-8557-4798-aefe-
44cb31bab60b

As the effective dividend pay-out ratio does not endanger current or future company’s financial position, and allocation is
in line with long-term shareholder interests and value; the voting guidelines in force with regard to this proposal indicate
a vote FOR.

Proposal Voting Guidelines

Item VI - To delegate to the Board of Directors the power to issue debentures, bonds, notes

. ) . L . ABSTAIN
and other similar fixed-income securities or debt instruments.

The proposed resolution is substantiated on the grounds that it is advisable for the Company to have a mechanism, on one
or more occasions, with a term of five years, that enables it to resolve to issue debentures, bonds, notes and other similar
fixed income securities or debt instruments (including warrants) or hybrid instruments (including, among others, preferred
shares), which may be convertible into and/or exchangeable for shares of the Company.
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The rationale of the proposal suggested by the management is based on the fact that, in order to be able to acquire on the
market the funds that may be necessary for appropriate management of the corporate interests, the General Shareholders
Meeting needs to provide the Company’s board with the instruments and responsiveness required by the current
competitive environment, in which the success of an initiative or a financial transaction frequently depends on the ability
to carry out it out quickly, without incurring the delays and costs that inevitably ensue from the call to and holding of a
General Shareholders’ Meeting.

The proposal provides that the aggregate maximum amount of the issuances to be carried out under the delegation of
powers will be 25,000 million euros or the equivalent thereof in another currency. In addition, the proposal contemplates
authorizing the Board of Directors so that it may issue them as convertible and/or exchangeable, and in the event that they
are convertible approve the capital increase required to accommodate the conversion.

Find max scenario:

2016 Max Scenario
Equity 20.277 20.277
Non-current liabilities 45.471 45471
Current liabilities 17.512 17.512
Max New Debt Issuance 25.000
Total 83.260 108.260
Ratio Debt/Total Assets 0,76 0,81

The power to increase the share capital may only be exercised to the extent that the Board, adding the capital increase
effected to accommodate the issuance of convertible securities and any other capital increases it may have resolved to
effect pursuant to authorizations granted by the shareholders at a General Shareholders’ Meeting does not exceed the
limit of one-half of the amount of share capital, as prescribed established in Section 297.1.b) of the Companies Act, or 20%
of such total amount of share capital if the issuance of the convertible securities excludes the pre-emptive rights of the
shareholders.

Specifically, the resolution provides that in some cases, given the event that the convertible and/or exchangeable securities
are issued at a fixed conversion and/or exchange rate, the price of the shares to be set by the Board of Directors could
reach up to a 30% discount of the listing price of the share during a period prior the conversion.

Though delegating the power to issue debentures is a positive and efficient mechanism for the management that pursues
the creation of value for shareholders, considering that in certain circumstances according to this proposal the issue of
convertible securities could result in a significant dilution for existing shareholders, that the maximum discount in the price
of the new shares resulting from the converted debt issues could be excessive (reaching up to 25%, or 30% in certain
cases); the voting guidelines in force with regard to this proposal indicate a vote ABSTAIN.

Proposal Voting Guidelines

Iltem VII - Delegation of powers to formalize, interpret, remedy and carry out the

FOR
resolutions adopted by the shareholders at the General Shareholders’ Meeting. O

Provided that this is the regular resolution granting the Board of Directors the ordinary powers to execute the resolutions
adopted at the Shareholders Meeting, including the power to file the Annual Accounts and to have the necessary resolution
entered in the Trade Register; to draw up and publish the notices required by law; and to perform the necessary
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proceedings as may be necessary to obtain the due authorizations or filings; the voting guidelines in force with regard to
this proposal corroborates a vote FOR.

Proposal Voting Guidelines

Iltem VIII - To approve, on a consultative basis, the Annual Report on Directors’

Remuneration for fiscal year 2016. ABSTAIN

Changes

In the Remuneration Report’s section designed to report changes, the Company states that it is analysing the possible
commencement of new long-term compensation plans. Nevertheless, other changes were mentioned in other sections of
the Remuneration Report, being:

1) the Company has a single Executive Director, the Executive Chairman, Mr. José Maria Alvarez-Pallete Lopez, as of April
8th 2016;

2) On April 8th 2016, Mr. Alfonso Ferrari Herrero and Mr. Carlos Colomer Casellas, until then Chairman and Member
respectively of the Nominating, Compensation and Corporate Governance Committee, ceased to hold office as Directors.
Mr. Francisco Javier de Paz Mancho was appointed member and Chairman of the Committee on April 8th 2016, and Ms.
Fluxa was appointed Member on April 27th 2016;

3) The 2016 KPIs” weights were changed, with the rationale of maintaining the customer service target as a central pillar
of business development and strengthening the focus on the generation of Cash Flow by the Senior Executive Officers, by
reducing in 5% the weight of Operating Income Before Depreciation and Amortization (“OIBDA”), increasing by the same
percentage the Cash Flow weight, which also became measured as Free Cash Flow, set at 20%.

Non-executive Directors

The remuneration mix of Non-executive Directors comprises fixed remuneration plus attendance fees.
Fixed Remuneration (Non-executive Directors)

As disclosed by the Company, the maximum total non-executive remuneration, unchanged since 2003, is EUR 6 million,
distributed as detailed below:

1. Annual fixed, paid monthly:
1.1. Board of Directors:
- Chairman: 240,000 euros
- Vice Chairman: 200,000 euros
- Non-executive Member: 120,000 euros
- Director of Telefonica, Mr. Alierta Izuel: EUR 500,000, in addition to what he is entitled as a Member of the Board
of Directors and as a member of any of its Committees.
1.2. Executive Commission:
- Chairman: 80,000 euros
- Vice Chairman: 80,000 euros
- Non-executive Member: 80,000 euros
- the Executive Chairman, Mr. José Maria Alvarez-Pallete Lopez, has waived the receipt of the above amounts (i.e.,
240,000 euros as Chairman of the Board of Directors and 80,000 euros as Chairman of the Executive Commission).
1.3. Advisory or Control Committees:
- Chairman: 22,400 euros
- Non-executive Member: 11,200 euros
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2. Attendance fees: fees are only paid for attending meetings of the Advisory or Control Committees, at EUR 1000 per
director per meeting.

The discretionary pay to Mr. Alierta Izuel is justified by the company based on the director’s special commitment to the
development of the Group’s institutional relations. It is not within best practices range to include discretionary pay, despite
the rationale presented, provided that the Company did not reach short-term neither long-term target compliance

Executive Directors

The Executive Chairman’s remuneration mix comprises fixed, variable (short-, medium-, long-term), in-kind remuneration
and benefits. At a target scenario, total remuneration is 1/3 fixed and 2/3 variable.

The Company follows a five-fold benchmarking criteria, such that a group of a statistically sound and representative
number of peer reference companies is composed of companies of specific size, geographic distribution, responsibility
scope and sector distribution ranges. Thus, Companies’ sizes are measured in terms of billing, assets, market capitalization
and number of employees, such that Telefdnica is at the median. Primarily companies with parent company’s geographic
distribution in Continental Europe and in the United Kingdom are included, as well as North American entities in the
telecommunications industry that are benchmarks for the Company. The scope of responsibility is restricted to companies
listed both on the IBEX 35 and on the FTSE Eurotop 100. Finally, a multi-sector sample is chosen, with homogeneous
distribution among areas of activity. The Company disclosed a list of peer companies included in the Comparison Group as
the following: America Movil, BT Group, Deutsche Telekom, Orange, Telecom lItalia, Vodafone Group, Proximus, Royal KPN,
Millicom, Qi, Swisscom, Telenor, TeliaSonera and Tim Participagoes.

Fixed Remuneration_(Executive Director)

The Executive Director receives EUR 1,923,100 for fiscal year 2017, the same amount received in 2016, as Chief Executive
Officer, remaining unchanged after his appointment as Chairman. The company states that it is 13.8% lower than the
compensation established for the position of Executive Chairman for the 2016 fiscal year. The fixed maximum pay is
disclosed, stated to be benchmarked and congruent with the Company's financial conditions.

Variable remuneration (Executive Director)

Variable remuneration is not guaranteed and is flexible, allowing modulation to the extent of being completely eliminated,
as in the case of not achieving the objectives set.

Short-term: The short-term variable remuneration is an annual bonus paid in cash. The 2017 target of the Executive
Chairman, leads to an increase to 180% of his fixed remuneration, and the maximum the 2017 bonus reaches up to 225%
of his fixed remuneration. In agreement with best practice, variable remuneration maximum limit is expressed as a
percentage of fixed remuneration. However, it is capped above the limit of 100% fixed remuneration, which does not
require shareholder approval, and above the maximum 200% fixed remuneration subject to shareholder approval.

The Company adopts a combination of economic/financial and operational objectives, at a maximum weight of 80%, and
gualitative objectives, at a maximum of the remaining 20%. Thus of the 80% financial and operation objectives: 30% are
tied to OIBDA, reflecting growth and progress in operating performance; 30% to “Operating Revenue”, to measure growth;
and 20% to “Free Cash Flow”, which allows debt load reduction. The qualitative objectives refer to customers’ satisfaction,
and the Company states that they are measured by the Audit and Control Committee by using the standard criteria
applicable to such indices, not disclosing them in the report, however. Within item C1 of the Remuneration Report
(remuneration applied during the fiscal year), it is disclosed that 79.28% of the maximum remuneration is paid with an
achievement level of 99.1%, revealing the only indication of the equivalence between compliance and accrual, allowing for
accrual below 100% compliance.

The Company fulfils the best practices call for a clear and logical rationale for correlation between strategy alignment and
variable remuneration objectives, choice of KPIs and fulfiiment levels. Both qualitative and quantitative performance are
assessed, yet no qualitative metrics are disclosed, neither individual level performance evaluation is included, only
corporate level performance.

This report has been customized considering ClientName Voting Guidelines. In this sense, these votes are only aimed at this sole investor. 14
© 2017 Alembeeks Group. All rights reserved.



Alembeeks

Medium- and Long-term: The Company discloses that it pays medium- and long-term remuneration tied to medium- and
long-term objectives’ achievement in shares. The long-term component accounts for 30% to 40% of the total remuneration
in a scenario of standard objectives achievement. The company disclosed the medium- to long-term variable remuneration
KPI, Total Shareholder Return - TSR in the assessments of the 1%t and 2" long-term variable remuneration plans,
“Performance & Investment Plan”, within item C1 of the Remuneration Report (remuneration applied during the fiscal
year). The accrual relative to compliance metrics differed between the 1%t and the 2" “Performance & Investment Plans”.
In the 1%t “Performance & Investment Plan”, Total Shareholder Return (“TSR”) compared to companies included in the Dow
Jones Global Sector Titans Telecommunications Index determined the level of achievement attained, such that the accrual
was 0 if TSR was below median, 30% if medians coincided, and 100% of the allotted shares were vested if TSR fell within
the upper quartile. In the 2" plan, if TSR is within at least the median of the Comparison Group, the number of shares to
be delivered is 30% of the maximum. If it falls in the third quartile, 100% of the maximum are delivered. If the TSR falls
within the ninth decile or higher, the delivery rate is higher than 100%, up to a maximum of 125%, with intermediate values
calculated by linear interpolation

The Company discloses that its TSR ended below the median in 2016, thus, the participants in the third cycle of the first
medium- and long-term variable remuneration plan, the “Performance & Investment Plan”, including the Executive
Directors in 2016, were not entitled to receive any of the theoretical shares allotted in 2013. The first (2014-2017) and
second (2015-2018) cycle of the second “Performance & Investment Plan” approved on May 30th 2014 are in effect. The
Company declares that the Board of Directors and the Nominating, Compensation and Corporate Governance Committee
resolved not to execute or implement the third cycle (2016-2019), after finding it not sufficiently aligned with the Group’s
strategic plan, taking into account the circumstances and the macroeconomic environment. No further explanation is given
as to the how their medium- and long-term remuneration scheme is not aligned with the Company’s strategy. In addition,
long-term variable remuneration is expected to be presented to be voted on separately.

Variable pay structure geared towards sustainable shareholder value alignment includes approximately a minimum of 50%
equity ownership with shares at market value and to be at least 3-year KPI dependent, and the Company’s overlapping
multi-cycle 3-year medium- and long-term remuneration scheme presents characteristics in this direction. However,
medium and long-term objectives rationale for correlation between strategy alignment and variable remuneration
objectives, choice of KPIs and fulfilment levels and pay schedule are not fully disclosed in the report. In addition, long-term
remuneration is also advised to be subject to both individual and corporate and quantitative and qualitative KPIs. There is
no mention of the best practice recommended minimum 40-60% variable remuneration deferral to 3 to 5 years.

Long-term saving systems:

The company’s long-term saving systems is summarized in the table below:

AMOUNT IN BUROS

Gompany's Executive director's Mr. José Maria Mr. Gésar Alierta ~ Ms. Eva Castillo Mr. Julio Linares
contributions contribution Gonditions Alvarez-Pallete Izuel Sanz Lopez
Employee Pension Plan 6,87%0f base salary 22 252.023€ 370.566 € 42.232€ 628.710 €
Unit-link insurance
compensating difference
in favor due to 2015's law 253.728€ 135.951€ -
deducted from
Employee Pension

plan, and inconsistent
with termination
Executive Benefits Plan 35%of remuneration compensation 6.774.162 € 14.921.767 € 977.072€ -

Termination

There is a 2-year non-competition clause upon termination of the Executive Chairman, and his prior contract’s terms are
maintained, providing severance payment of up to 4 years of annual salary, defined as the sum of the last fixed
remuneration and the arithmetic mean of the sum of the last two annual variable remuneration amounts received under
the contract. Best practice severance pay is limited to two years fixed salary, only valid in the case of constraint departure
and subject to a malus clause. However, the Executive Chairman severance pay surpasses these limits.
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The table below shows the summary of all items of remuneration (in thousands of €):

Accrued ion at the Company Accrued ion at ies of the group Total
Name/Type Total cash Amountof | Gross profiton | Total year 2016 | Total cash Amount of Gross profiton | Total fiscal year | Total fiscal year | Total fiscal Contribution to
remuneration shares optiens company remuneration | shares options 2016 group 2016 year 2015 savings system
provided exercised delivered exercised during the year
MR. JOSE MARIA
ALVAREZ-PALLETE 5,359 0 0 5,359 0 0 0 0 5,359 6,645 673
LOPEZ
MR. ISIDRO FAINE
CASAS 286 0 0 286 0 0 0 0 286 290 0
MR. JOSE MARIA ABRIL
PEREZ 294 0 0 294 0 0 0 0 294 295 0
MR. JULIO LINARES
LOPEZ 257 0 0 257 30 0 0 30 287 643 0
MR. CESAR ALIERTA 1,167 0 0 1,167 0 0 0 0 1,167 8,691 45
IZUEL
MS. MARIA EVA 174 0 0 174 60 0 0 60 234 277 0
CASTILLO SANZ
MR. JUAN IGNACIO
CIRAC SASTURAIN 30 0 0 30 0 0 0 0 30 0 0
MR. JOSE JAVIER 174 0 0 174 0 0 0 0 174 0 0
ECHENIQUE LANDIRIBAR
MR_PETER ERSKINE 261 0 [i] 261 65 0 0 65 326 769 0
MS. SABINA FLUXA 101 0 0 101 0 0 0 0 101 0 0
THIENEMANN
MR. LUIZ FERMANDO
FURLAN 120 0 0 120 17 0 0 117 237 297 0
MR.GONZALO
HINOJOSA FERNANDEZ 297 0 0 297 49 0 0 49 346 479 0
DE ANGULO
MR. PABLO ISLA 136 0 0 136 0 0 0 0 136 131 0
ALVAREZ DE TEJERA
X 103 0 0 103 0 0 0 0 103 0 0
MR. PETER LOSCHER
MR. ANTONIO 201 0 0 201 0 0 0 0 201 208 0
MASSANELL LAVILLA
MR. IGNACIO MORENO
MARTINEZ 176 0 0 176 0 0 0 0 176 | 171 0
MR. FRANCISCO JAVIER
DE PAZ MANCHO 274 0 0 274 211 0 0 21 485 500 0
MR. WANG XIAOCHU 120 0 0 120 0 0 0 0 120 30 0
MR. CARLOS COLOMER
CASELLAS 85 0 0 85 0 0 0 0 85 307 0
MR. SANTIAGO
FERNANDEZ VALBUENA 0 0 0 0 328 0 0 328 328 3,318 0
MR. ALFONSO FERRARI
HERRERO 90 0 0 90 115 0 0 115 205 529 0
MR. JOSE FERNANDOC DE
ALMANSA MORENO- 49 0 0 49 126 0 0 126 175 441 0
BARREDA
TOTAL 9,754 0 0 9,754 1.101 0 0 1.101 10,855 23,521 718
Risks

The Company addresses ex-post adjustments within the Risk item of its Remuneration Report, nevertheless, only the
possibility of contract termination and variable remuneration payment cancellation is mentioned, in case of based on data
that is later clearly shown to be inaccurate. There is no clawback clause.

Conclusion

The policy defines the remuneration principles and remuneration is linked to the Company's performance. The
remuneration mix corresponds to the recommended as to ensure a varied sustainable value generating incentive structure.
The Company presents a compelling argument for benchmarking criteria, according to industry, size, complexity, financial
conditions, geographic distribution and other parameters clearly. The list of reference companies is disclosed. The rationale
for the choice of performance metrics is compelling, and the metrics, their weights, targets, and fulfilment levels are
partially disclosed. The Annual Report on Directors Remuneration covers the remuneration mix characteristics for
executive and non-executive directors with sufficient detail, providing enough elements to ensure that incentives align
directors’ performance to the company’s long-term value. Notwithstanding, some issues are of concern as follows:
benchmarking and performance metrics information was not available for all types of remuneration; no qualitative metrics
were disclosed, discretionary pay is included with a below-target compliance; maximum variable remuneration is higher
than the maximum of 200% fixed remuneration which should be subject to shareholder approval without presenting it for
approval; medium- to long-term variable remuneration assessment is conditioned by a single not risk-adjusted KPI; the
resolution of not executing neither implementing the remainder of the medium- to long-term variable remuneration is not
substantiated by disclosure of detailed data analysis and not presented for shareholder approval; termination
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compensation is more than double the best practice; there is no clawback clause; therefore, the voting guidelines in force
with regard to this proposal corroborate a vote ABSTAIN.
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This material is prepared from information believed to be reliable, however, Alembeeks Group S.L. makes no representations as to its
accuracy or completeness or reliability of the information contained herein, nor is it intended to be a complete statement or summary
of the securities or developments referred to in the materials. Any prices or quotations contained herein are indicative only and not for
valuation purposes.

This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of an offer to buy or
sell any security or instrument. This material is not an official confirmation of terms. It should not be regarded by recipients as a substitute
for the exercise of their own judgment.

Prior to casting a vote you should consult with your own legal, regulatory or tax advisers to the extent you deem necessary to make your
own voting decisions.
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