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CRA “Corporate Issue Ratings”

Rating history: www.creditreform-rating.de

Issuer rating

Company

Telefénica Europe B.V. is a private company with limited liability company incorporated in the Neth-
erlands (Rotterdam) in 1996. The company is a special purpose entity that raises capital for the ac-
count of Telefénica, S.A. (“Telefénica®). All debt securities issued by Telefénica Europe B.V. are un-
conditionally and irrevocably guaranteed by Telefénica, S.A.

Telefénica, S.A. (Group) is a leading multinational telecommunications group, headquartered in Ma-
drid, Spain. The Group offers a broad range of fixed and mobile telecommunication services to 346
million customers in 21 countries mainly in Europe and Latin America. The Group is active in the
following businesses: wireless and wireline telephony, broadband, internet, data traffic, pay TV and
other digital services. The group operates under its main brand names: Telefénica, Movistar, 02, and
Vivo.

In 2017, the Group achieved with an average 125,371 employees revenues amounting to EUR
52,008 million (2016: EUR 52,036 million), an EBITDA of EUR 16,278 million (2016: EUR 15,605
million) and an EAT of EUR 3,132 million (2016: EUR 2,399 million).

Table 1: Financials of Telefénica S.A. | Source: Telefénica S.A. (Group) annual report 2017, standardized by CRA

Standardized balance sheet

Financial ratios” extract
Basis: consolidated annual statement

per 31.12 (IFRS)
Revenues

EBITDA

EBIT

EAT

Total assets adj.

Equity ratio adj.

Capital lock-up period

Short-term capital lock-up

Return on investment

Net debt / EBITDA adj.

Ratio of interest expenses to debt

2016
EUR 52,036 million
EUR 15,605 million
EUR 5,956 million
EUR 2,399 million
EUR 99,311 million

6.5 %

57,0 days
44.4 %
5.1%
5.5
4.8 %

2017
EUR 52,008 million
EUR 16,278 million
EUR 6,882 million
EUR 3,132 million
EUR 92,731 million

6.9 %

56,4 days
32.7%
6.1 %
4.6
3.9%

Regarding the business development and outlook of the issuer, we refer to the report on the unsolic-
ited corporate issuer rating of Telefénica S.A. (Group) as of 18 April 2018 (BBB- / stable) and the
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Best-case scenario: BBB
Worst-case scenario: BB+
Note:

The scenarios are based on the infor-
mation available at the time of the rating.
Within the forecast horizon, some circum-
stances could occur that would lead to a
rating change out of the indicated range.
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information published by the Group since then and, among other things, to the half-year 2018 report
of Telefénica, S.A. (Group). The company faces specific structural risks, business risks and financial
risks that are described in detail in the rating report. Since that date, the rating has been subject to
an ongoing monitoring. There have been no changes in our rating assessment so far. The report can
be found on the website of CRA.

Rating result

Given the fact that Telefénica Europe B.V. is a fully-owned subsidiary of Telefonica, S.A. and based
on the financial relations between the companies and the existence of the unconditional and irrevo-
cable guarantee, we derive the rating of Telefénica Europe B.V. from the corporate issuer rating of
Telefonica, S.A. (Group) and assign to both companies the same corporate issuer rating.

The current unsolicited corporate issuer rating of BBB- attests a good level of creditworthiness to
Telefonica Europe B.V., which represents a low to medium default risk in comparison with the sector
and the overall economy.

In our best-case scenario for one year, we assume a rating of BBB. As the rating of the issuer is
linked to the rating of Telefonica, S.A. (Group), we refer to the report on the unsolicited corporate
issuer rating of Telefonica, S.A. (Group), as of 18 April 2018 (BBB- / stable).

In our worst-case scenario for one year, we assume a rating of BB+. As the rating of the issuer is
linked to the rating of Telefonica, S.A. (Group), we refer to the report on the unsolicited corporate
issuer rating of Telefonica, S.A. (Group), as of 18 April 2018 (BBB- / stable).

Issue rating

Rating object

The rating objects of this issue rating are exclusively the long-term senior unsecured issues, denom-
inated in EUR, issued by Telefénica Europe B.V. There is currently only one bond of that type, which
has been issued by Telefénica: ISIN XS0162869076 (issue document dated 13 February 2003). Te-
lefonica, S.A., the parent company of the issuer, has granted a full and unconditional guarantee on
issues made by Telefénica Europe B.V.

Rating result

We assign a rating of BBB- to the long-term local currency senior unsecured debt securities issued
by Telefonica Europe B.V. The decision is derived from the corporate issuer rating and its outlook,
taking into account the specific credit enhancement of the issue, namely the unconditional and irrev-
ocable guarantee of the parent company. Given the fact that the corporate issuer rating already de-
rives from the corporate issuer rating of Telefonica, S.A., the guarantee does not lead to an upgrade
of the rating but has rather a stabilizing effect on the rating.

The rating of BBB- represents a highly satisfactory level of credit quality with a low to medium invest-
ment risk.
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The following tables gives overviews of the ratings attributed by CRA as well as of the current long-
term local currency senior unsecured issue of Telefénica Europe B.V.

Table 2: Summary of CRA ratings | Source: CRA

. : Detail information
Rating objects

Date Rating
Telefénica, S.A. 18.04.2018 BBB-/stable
Telefénica Emisiones, S.A.U. 18.04,2018 BBB-/stable
Telefénica Europe B.V. 17.08.2018 BBB-/stable
Ié?An%t.erm LC senior unsecured issues of Telefénica Emisiones, 17.08.2018 BBB-
Long-term LC senior unsecured issues of Telefénica Europe B.V. 17.08.2018 BBB-
Other - n.r.

Table 3: Overview of Telefénica Europe B.V.’s Medium Term Note | Source: Telefénica

Bond overview

Volume 500,000,000 Maturity 14 February 2033
Issuer Telefénica Europe B.V. Coupon 5.875%

Country The Netherlands Currency EUR

Credit Enhancement Guarantee from Telefénica, S.A. ISIN XS0162869076

All future LT LC senior unsecured issues that will be issued by Telefénica Europe B.V. denominated
in euro will, until further notice, receive the same ratings than the current LT LC senior unsecured
issue. Issues in other currencies than euro or other types of debt instruments (e.g. commercial paper
or hybrid instruments such as undated deeply subordinated securities) have not been rated by CRA.
The current ratings and information can be seen on the website of Creditreform Rating AG.

Appendix

Rating history

Table 4: Corporate issuer Telefénica, S.A. (Group) | Source: CRA

Initial rating 18.04.2018 27.04.2016 Withdrawal of the rating BBB- / stable

Table 5: Corporate issuer Telefonica Europe B.V. | Source: CRA

Initial rating 20.08.2018 27.08.2018 Withdrawal of the rating BBB- / stable

Table 6: LT LC senior unsecured issues issued by Telefonica Europe B.V. | Source: CRA

Initial rating 20.08.2018 27.08.2018 W'thdra"tvi?]'g"f e BBB-
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Regulatory and legal disclosures

The present rating is an unsolicited rating. Creditreform Rating AG was not commissioned by the
issuer with the preparation of the rating. The present analysis was prepared on a voluntary basis.

The rating is based on the analysis of published information and on internal evaluation factors. The
quantitative analysis is primarily based on the last annual report of the issuer, the final terms of the
issue and on press releases of the company. The information and documents meet the requirements
and are in accordance with the published Creditreform Rating AG’s rating methodology.

The rating was conducted on the basis of Creditreform Rating’s “Corporate Issue Ratings” method-
ology and the “Corporate Issuer Rating” methodology. A complete description of Creditreform Rat-
ing’s rating methodologies is published on the following internet page: www.creditreform-rating.de.

The documents submitted and information gathered were sufficient to meet the requirements of
Creditreform Rating AG's rating methodology. A complete description of Creditreform Rating’s rating
methodologies and Creditreform’s basic document “Rating Criteria and Definitions” is published on
the following internet page:

www.creditreform-rating.de/en/requlatory-requirements/

This rating was carried out by analysts Marie Watelet (m.watelet@creditreform-rating.de) and Chris-
tian Konieczny (c.Konieczny@creditreform-rating.de), both located in Neuss, Germany. A manage-
ment meeting did not take place.

The rating was presented to the rating committee on 20 August 2018. The company examined the
rating report prior to publication and was given at least one full working day to appeal the rating
committee’s decision and to provide additional information. The rating decision was not amended
following this examination.

The rating will be monitored until CRA removes the rating and sets it to non-rated (n.r.).

In 2011 Creditreform Rating AG was registered within the European Union according to EU Regula-
tion 1060/2009 (CRA-Regulation). Based on the registration Creditreform Rating AG (CRA) is allowed
to issue credit ratings within the EU and is bound to comply with the provisions of the CRA-Regulation.

Please note:
This report exists in an English version only. This is the only binding version.

Conflict of interests

No conflicts of interest were identified during the rating process that might influence the analyses and
judgements of the rating analysts involved or any other natural person whose services are placed at
the disposal or under the control of Creditreform Rating AG and who are directly involved in credit
rating activities or in approving credit ratings and rating outlooks.

In the event of providing ancillary services to the rated entity, CRA will disclose all ancillary services
in the credit rating report.
Rules on the presentation of credit ratings and rating outlooks

The approval of credit ratings and rating outlooks follows our internal policies and procedures. In line
with our ‘Rating Committee’ policy, all credit ratings and rating outlooks are approved by a rating
committee based on the principle of unanimity.

To prepare this credit rating, CRA has used following substantially material sources:

Corporate issuer rating:

1. Annual report
2. Website

3. Internet research
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Corporate issue rating:

1. Corporate issuer rating incl. information used for the corporate issuer rating
2. Documents on issues / instruments

There are no other attributes and limitations of the credit rating or rating outlook other than those
displayed on the CRA website. Furthermore, CRA considers as satisfactory the quality and extent of
information available on the rated entity. With respect to the rated entity, Creditreform Rating AG
regarded available historical data as sufficient.

Between the time of disclosure of the credit rating to the rated entity and the public disclosure, no
amendments were made to the credit rating.

The ‘Basic Data’ information card indicates the principal methodology or version of methodology that
was used in determining the rating, with a reference to its comprehensive description.

In cases where the credit rating is based on more than one methodology or where reference only to
the principal methodology might cause investors to overlook other important aspects of the credit
rating, including any significant adjustments and deviations, Creditreform Rating AG explains this fact
in the credit rating report and indicates how the different methodologies or other aspects are taken
into account in the credit rating. This information is integrated in the credit rating report.

The meaning of each rating category, the definition of default or recovery and any appropriate risk
warning, including a sensitivity analysis of the relevant key rating assumptions such as mathematical
or correlation assumptions, accompanied by worst-case scenario credit ratings and best-case sce-
nario credit ratings are explained.

The date at which the credit rating was initially released for distribution and the date when it was last
updated, including any rating outlooks, is indicated clearly and prominently in the ‘Basic Data’ card
as a “rating action”; initial release is indicated as “initial rating”, other updates are indicated as an

» o« ” o« ” o« ” o«

“update”, “upgrade” or “downgrade”, “not rated”, “confirmed”, “selective default” or “default”.

In the case of a rating outlook, the time horizon is provided during which a change in the credit rating
is expected. This information is available within ‘Basic Data’ information card.

In accordance with Article 11 (2) EU-Regulation (EC) No 1060/2009, a registered or certified credit
rating agency shall make available, in a central repository established by ESMA, information on its
historical performance data including the rating transition frequency and information about credit rat-
ings issued in the past and on their changes. Requested data are available at the ESMA website:
https://cerep.esma.europa.eu/cerep-web/statistics/defaults.xhtml.

An explanatory statement of the meaning of Creditreform’s default rates are available in the credit
rating methodologies disclosed on the website.
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Disclaimer

Any rating performed by Creditreform Rating AG is subject to the Creditreform Rating AG Code of
Conduct which has been published on the web pages of Creditreform Rating AG. In this Code of
Conduct, Creditreform Rating AG commits itself — systematically and with due diligence — to establish
its independent and objective opinion as to the sustainability, risks and opportunities concerning the
enterprise or the issue under review.

Future events are uncertain, and forecasts are necessarily based on assessments and assumptions.
This rating is therefore no statement of fact, but an opinion. For this reason, Creditreform Rating AG
cannot be held liable for the consequences of decisions made on the basis of any of their ratings.
Neither should these ratings be construed as recommendations for investors, buyers or sellers. They
should only be used by market participants (entrepreneurs, bankers, investors etc.) as one factor
among others when arriving at corporate or investment decisions. Ratings are not meant to be used
as substitutes for one’s own research, inquiries and assessments.

We have assumed that the documents and information made available to us by the client are com-
plete and accurate and that the copies provided to us represent the full and unchanged contents of
the original documents. Creditreform Rating AG assumes no responsibility for the true and fair rep-
resentation of the original information.

This report is protected by copyright. Any commercial use is prohibited without prior written permis-
sion from Creditreform Rating AG. Only the full report may be published in order to prevent distortion
of the report’s overall assessment. Excerpts may only be used with the express consent of Creditre-
form Rating AG. Publication of the report without the consent of Creditreform Rating AG is prohibited.
Only ratings published on the Creditreform Rating AG web pages remain valid.

Creditreform Rating AG

Contacts
Creditreform Rating AG
Hellersbergstrale 11
D-41460 Neuss
Germany

Phone  +49 (0) 2131/ 109-626
Fax +49 (0) 2131 / 109-627

E-mail info@creditreform-rating.de
www.creditreform-rating.de

CEO: Dr. Michael Munsch

Chairman of the Board: Prof. Dr. Helmut Rodl
HR Neuss B 10522
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