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INTRODUCTION
References in this annual report to “Telef6nica Brasil,” “we,” “our,” “us,” “our company” and “the company” are to Telefonic:
Brasil S.A. and its consolidated subsidiaries (unless the context otherwise requires). All references in this annual
report to:
o “ADRs” are to the American Depositary Receipts evidencing our ADSs;

e “ADSs” are to our American Depositary Shares, each representing one share of our nonvoting preferred stock;

*“ANATEL” are to Agéncia Nacional de Telecomunicacdes — ANATEL, the Brazilian telecommunication regulatory
agency;

¢ “BM&FBOVESPA” are to the BM&FBOVESPA S.A. — Bolsa de Valores, Mercadorias e Futuros, the Sdo Paulo stock
exchange;

e “BNDES” are to Banco Nacional de Desenvolvimento Econdmico e Social, the Brazilian Development Bank;
o “Brazil” are to the Federative Republic of Brazil;

e“Brazilian Central Bank,” “BACEN,” “Central Bank of Brazil” or “Central Bank” are to the Banco Central do Brasil, the
Brazilian Central Bank;

o “Brazilian Corporate Law” are to Law No. 6,404 of December 15, 1976, as amended;
o “CADE” are to Conselho Administrativo de Defesa Econdmica, the Brazilian competition authority;
° “CDI” are to Certificado de Depdsito Interbancdrio, the Certificate for Interbank Deposits;
o “Ceterp” are to Centrais Telefonicas de Ribeirdo Preto;

o “Celular CRT” are to Celular CRT Participacdes S.A. and its consolidated subsidiaries, formerly Vivo subsidiaries
before Vivo’s corporate restructuring;

o “CMN?” are to the Conselho Monetdrio Nacional, the Brazilian Monetary Council;
o “Commission” or “SEC” are to the U.S. Securities and Exchange Commission;

e “Corporate Law Method” are the accounting practices to be followed in the preparation of our financial statements for
regulatory and statutory purposes under Brazilian Corporate Law and accounting standards issued by the CVM;

o “CTBC Telecom” are to Companhia de Telecomunicacdes do Brasil Central;
o “CTBC Borda” are to Companhia Brasileira Borda do Campo — CTBC;

o “CVM?” are to the Comissao de Valores Mobilidrios, the Brazilian Securities Commission;
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o “D.0.U.” are to the Didrio Oficial da Unido, the Official Newspaper of the Brazilian Government;
e “Federal District” are to Distrito Federal, the federal district where Brasilia, the capital of Brazil, is located;

¢ “General Telecommunications Law” are to Lei Geral de Telecomunicacdes, as amended, the law which regulates the
telecommunications industry in Brazil;

ii
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¢ “Global Telecom” or “GT” are to Global Telecom S.A., formerly a Vivo subsidiary before Vivo’s corporate
restructuring;

o “IASB” are to International Accounting Standards Board;
e “IBGE” are to Instituto Brasileiro de Geografia e Estatistica, the Brazilian Institute of Geography and Statistics;
. “IFRS” are to International Financial Reporting Standards, as issued by the IASB;
e “IOF” are to Imposto sobre Operacdes de Crédito, Cambio e Seguros, or tax on credit, exchange and insurance;
*“IPCA” are to Indice Nacional de Precos ao Consumidor Amplo, the consumer price index, published by the IBGE;
o “IST” are to Indice Setorial de Telecomunicacdes, the inflation index of the telecommunications sector;

¢ “Number Portability” are to Portabilidade Numérica, the service mandated by ANATEL that provides customers with
the option of keeping the same telephone number when switching telephone service providers;

o “NYSE” are to the New York Stock Exchange;
° “Oi” are to Oi S.A., the mobile operator branch of Telemar;

*“PTAX” or “PTAX rate” are to the weighted average daily buy and sell exchange rates between the real and U.S. dollar
that is calculated by the Central Bank;

° “Real,” “reais” or R$ are to the Brazilian real, the official currency of Brazil,
e “Speedy” are to broadband services provided by us through asymmetric digital subscriber lines, or ADSL;

¢ “TCO” are to Tele Centro Oeste Celular Participacdes, which includes TCO’s “B” band subsidiary and NBT, formerly
Vivo subsidiaries before Vivo’s corporate restructuring;

. “TCP” are to TELESP Celular Participagdes S.A., Vivo’s predecessor companys;

¢ “TLE” are to Tele Leste Celular Participacdes S.A. and its consolidated subsidiaries, formerly Vivo subsidiaries
before Vivo’s corporate restructuring;

¢ “TSD” are to Tele Sudeste Celular Participagdes S.A. and its consolidated subsidiaries, formerly Vivo subsidiaries
before Vivo’s corporate restructuring;

o “Telebras” are to Telecomunicacdes Brasileiras S.A.-Telebras;
o “Telefonica” or “TSA” are to Telefonica S.A.;
. “Telemar” are to Telemar Norte Leste S.A. (controlled by Tele Norte Leste Participagdes S.A.);
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. “Telemig” or “Telemig Participagdes” are to Telemig Celular Participagdes S.A.;
o “Telemig Celular” are to Telemig Celular S.A.;
o “Telenorte” or “Tele Norte” are to Tele Norte Celular Participacdes S.A.;

¢ “TELESP Celular” and “TC” are to TELESP Celular S.A., formerly a Vivo subsidiary before Vivo’s corporate
restructuring;

iii
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o “TJLP” are to Taxa de Juros de Longo Prazo, or long-term interest rate;

¢ “UMBNDES” are to a monetary unit of the BNDES, consisting of a currency basket of BNDES debt obligations in
foreign currencies, which are mostly denominated in U.S. dollars;

o “U.S. dollar,” “U.S. dollars” or “US$” are to U.S. dollars, the official currency of the United States;
*“Vivo” are to Vivo S.A., a formerly wholly-owned subsidiary of Telefonica Brasil prior to the corporate restructuring
that took place in 2013, that conducts cellular operations including SMP (as defined in the “Glossary of
Telecommunication Terms”), in the following areas:

. “Areas 1 and 2,” the state of Sao Paulo (operations previously provided by TELESP Celular);

®“Area 3,” the states of Rio de Janeiro and Espirito Santo (operations previously provided by Telerj Celular S.A., or
Telerj, and Telest Celular S.A., or Telest);

o “Area 4,” the state of Minas Gerais;
e  “Areal,” the states of Parand and Santa Catarina (operations previously provided by Global Telecom);
. “Area 6,” the state of Rio Grande do Sul (operations previously provided by Celular CRT);
®“Areas 7 and 8,” the central western and northern regions, including the states of Goids, Tocantins, Mato Grosso,
Mato Grosso do Sul, Ronddnia, Acre, Amapd, Amazonas, Maranhdo, Pard and Roraima and in the Federal District
(operations previously provided by Telegoias Celular S.A., or Telegoias, Telemat Celular S.A., or Telemat, Telems
Celular S.A., or Telems, Teleron Celular S.A., or Teleron, Teleacre Celular S.A., or Teleacre, Norte Brasil Telecom

S.A., or NBT and TCO);

*“Area 9,” the states of Bahia and Sergipe (operations previously provided by Telebahia Celular S.A., or Telebabhia,
and Telergipe Celular S.A., or Telergipe); and

o “Area 10,” the states of Pernambuco, Alagoas, Paraiba, Rio Grande do Norte, Ceard and Piaui.

*“Vivo Participac¢des” are to Vivo Participacdes S.A. (formerly TCP) and its consolidated subsidiaries (unless the
context otherwise requires); and

o “Vivo brand” are to the brand used in Brazil in the operations of Telefonica Brasil;

Unless otherwise specified, data relating to the Brazilian telecommunications industry included in this annual report
were obtained from ANATEL.

The “Glossary of Telecommunications Terms” that begins on page 137 provides the definition of certain technical terms
used in this annual report.

On October 3, 2011, our shareholders approved the merger of Vivo Participacdes with and into us and the change of
our corporate name from Telecomunicacdes de Sao Paulo S.A. — TELESP to Telef6nica Brasil S.A.

10



Edgar Filing: TELEFONICA BRASIL S.A. - Form 20-F

As a result of such name change, the trade codes for our shares were also changed as of October 6, 2011 (inclusive),
from TLPP3, for the common shares and TLPP4, for the preferred shares to VIVT3 and VIVT4, respectively, with the
subsequent change of trading name to TELEF BRAZIL. The trade code for the ADRs, VIV, on New York Stock
Exchange was not changed.

Y
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENT

This annual report contains statements that constitute forward-looking statements within the meaning of Section 27A

of the Securities Act of 1933, as amended, Section 21E of the Securities Exchange Act of 1934, as amended, and the

safe harbor provisions of the Private Securities Litigation Reform Act of 1995. The forward-looking statements in this
Annual Report can be identified, in some instances, by the use of words such as “will,” “expect,” “aim,” “hope,” “anticipate,”
“intend,” “believe” and similar language or the negative thereof or by the forward-looking nature of discussions of

strategy, plans or intentions. These statements appear in a number of places in this Annual Report including, without
limitation, certain statements made in “Item 3. Key Information—D. Risk Factors,” “Item 4. Information on the Company,”
“Item 5. Operating and Financial Review and Prospects” and “Item 11. Quantitative and Qualitative Disclosures about
Market Risk” and include statements regarding our intent, belief or current expectations with respect to, among other

things:

o statements concerning our operations and prospects;
o the size of the Brazilian telecommunications market;
o estimated demand forecasts;

o our capital expenditure plan;

eour ability to secure and maintain telecommunications infrastructure licenses, rights-of-way and other regulatory
approvals;

. our strategic initiatives and plans for business growth;
o industry conditions;

o our funding needs and financing sources;

. network completion and product development schedules;

o expected characteristics of competing networks, products and services;
o the outcome of certain legal proceedings;
o regulatory and legal developments;
o quantitative and qualitative disclosures about market risk;

eother statements of management’s expectations, beliefs, future plans and strategies, anticipated developments and
other matters that are not historical facts; and

o other factors identified or discussed under “Item 3. Key Information—D. Risk Factors.”

Forward-looking information involves risks and uncertainties that could significantly affect expected results. The risks
and uncertainties include, but are not limited to:

12
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ethe short history of our operations as an independent, private-sector, entity and the ongoing introduction of greater
competition to the Brazilian telecommunications sector;

. the cost and availability of financing;
® uncertainties relating to political and economic conditions in Brazil as well as those of other emerging markets;
o inflation, interest rate and exchange rate risks;

. the Brazilian government’s telecommunications policy;

13
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o the Brazilian government’s tax policy;
. the Brazilian government’s political instability; and
. the adverse determination of disputes under litigation.
We undertake no obligation to publicly update or revise any forward-looking statements as a result of new
information, future events or otherwise. Because of these risks and uncertainties, the forward-looking information,

events and circumstances discussed in this annual report might not occur. Our actual results and performance could
differ substantially from those anticipated in our forward-looking statements.

vi

14
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PRESENTATION OF FINANCIAL INFORMATION

We maintain our books and records in reais. We prepared our consolidated financial statements included in this annual
report in accordance with International Financial Reporting Standards, or IFRS.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgment in the process of applying our accounting policies.
Those areas involving a higher degree of judgment or complexity, or areas where assumptions and estimates are
significant to the consolidated financial statements, are disclosed in Note 3 to our consolidated financial statements.

Our financial statements prepared in accordance with IFRS as of and for the years ended December 31, 2013,
December 31, 2012 and December 31, 2011 have also been filed with the CVM, the local securities regulator in Brazil
and made publicly available. The selected financial information for the Company included in “Item 3. Key
Information—A. Selected Financial Data” should be read in conjunction with, and is qualified in its entirety by, our
financial statements and “Item 5. Operating and Financial Review and Prospects” appearing elsewhere in this annual
report.

The consolidated financial statements as of December 31, 2013 and 2012 and for each of the three years in the period
ended December 31, 2013 are in compliance with IFRS, as issued by the International Accounting Standards Board
(IASB) and also with the pronouncements, interpretations and guidance issued by the IASB and the IFRS
Interpretations Committee (IFRIC) which entered into force as of January 1, 2013.

Our first adoption of IFRS to consolidated financial statements was for the year ended December 31, 2010. Our
financial statements as of the transition date for applying IFRS as of January 1, 2009 and the comparative period as of
and for the year ended December 31, 2009 have been restated to reflect adjustments made as a result of the adoption
of IFRS.

We have made rounding adjustments to reach some of the figures included in this annual report. Accordingly,
numerical figures shown as totals in some tables may not be an arithmetic aggregation of the figures that preceded
them.

Results of Vivo Participa¢des and Vivo are consolidated into our financial statements for nine months in 2011, as

from April 1, 2011. Consequently our results of operations for the years ended December 31, 2011, 2010 and 2009 are
not comparable with our results of operations for the year ended December 31, 2013 and 2012.

vii
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ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.
ITEM 3. KEY INFORMATION
A. Selected Financial Data

The selected financial data presented below should be read in conjunction with our consolidated financial statements,
including the notes thereto included elsewhere in this annual report. Our consolidated financial statements included
herein as of and for the years ended December 31, 2013, 2012 and 2011 have been audited by Ernst Young Auditores
Independentes S.S. The report of Ernst Young Auditores Independentes S.S. on the consolidated financial statements
appears elsewhere in this annual report.

On March 25, 2011, the boards of directors of Vivo Participacdes, our former subsidiary, and Telefénica Brasil
approved the terms and conditions of the corporate restructuring of both companies, which was approved unanimously
by the shareholders of both companies on April 27, 2011.

The transaction consisted of the unification of the share base of fixed and mobile operators of the Telefonica group in
Brazil through the merger of all shares of Vivo Participa¢des into Telefonica Brasil, with Telefonica Brasil as the
surviving entity. Telefonica Brasil exchanged each share of Vivo Participacdes held by shareholders of Vivo
Participagdes for shares of Telefonica Brasil. The exchange of shares of Vivo Participacdes for shares of Telefonica
Brasil was based on the exchange ratio of 1.55 shares of Telefonica Brasil for each share of Vivo Participagdes. Upon
closing of the merger and the share exchange, Vivo remained our wholly owned direct subsidiary. The Company
assessed the fair value of the assets acquired and the liabilities assumed from Vivo Participa¢des as of March 31, 2011
for purposes of applying the acquisition method to the transaction as a business combination and we consolidated and
included Vivo Participagdes in our results of operations as of April 1, 2011.

Our consolidated financial statements include Vivo Participag¢des and Vivo as of April 1, 2011 through the full
consolidation method. Because Vivo Participacdes and Vivo are consolidated into our financial as of April 1, 2011,
our results of operations for the years ended December 31, 2011, 2010 and 2009 are not comparable with our results
of operations for the year ended December 31, 2013 and 2012.

In 2013, we adopted IFRS 11 Joint Arrangements through retrospective application as from January 1, 2012.
Accordingly, the data presented for 2012 and 2011 has been restated.

The following tables present a summary of our selected financial data at the dates and for each of the periods
indicated. You should read the following information together with our audited consolidated financial statements and
the notes thereto included elsewhere in this annual report and with “Item 5. Operating and Financial Review and
Prospects.”

16
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Income Statement Data:

Net operating revenue

Cost of goods and services

Gross profit

Operating expenses, net

Equity in earnings (losses) of associates
Operating income before financial expense, net
Financial expense, net

Income before tax and social contribution
Income tax and social contribution

Net Income

Attributable to:

Controlling shareholders

Non-controlling shareholders

Basic and diluted earnings per share:
Common Shares

Preferred Shares

Cash Dividends per share in reais, net of
withholding tax:

Common Shares

Preferred Shares

Balance Sheet Data:

Property, plant and equipment, net

Total assets

Loans and financing—current portion

Loans and financing—noncurrent portion
Shareholders’ equity

Attributable to:

Controlling shareholders

Noncontrolling shareholders

Capital stock

Number of shares outstanding (in thousands)

Cash Flow Data:

Operating activities:

Net cash provided by operating activities
Investing activities:

Net cash used in investing activities

Year ended December 31,
2013 2012 2011 2010
(Restated)  (Restated)

2009

(in millions of reais, except for share and per share data)

34,722 33,919 29,117 15,788
(17,542 ) (16,557 ) (15,035 ) (8,837
17,180 17,362 14,082 6,951
(12,248 ) (10,151 ) (8,290 ) (3,408
(55 ) 1 4 25
4,877 7,211 5,796 3,568
(215 ) (291 ) (141 ) (125
4,662 6,920 5,655 3,443
(946 ) (2,468 ) (1,293 ) (1,045
3,716 4,452 4,362 2,398
3,716 4,453 4,355 2,398
- (1 )y 7 _
3.10 3.72 4.40 4.45
3.41 4.09 4.84 4.89
1.86 2.57 478 3.62
2.04 2.82 5.26 3.98
As of December 31,
2013 2012 2011 2010

(Restated)  (Restated)
(in millions of reais, except number of shares)

18,442 17,604 17,147 10,193
69,541 70,251 65,489 19,962
1,237 1,270 1,000 432
3,215 3,774 3,969 1,429
42,894 44,681 43,331 11,667
42,894 44,681 43,326 11,667
— — 5 —
37,798 37,798 37,798 6,575

1,123,269 1,123,269 1,123,884 505,841

Year ended December 31,
2013 2012 2011 2010
(Restated)  (Restated)
(in millions of reais)

9,576 10,054 8,128 4,481

6,543 ) 3,721 ) (2,007 ) (1,658

)
)

)

15,852
9,236 )
6,616
3,221 )
19

3414

(189 )
3,225
(1,021 )
2,204

2,204

4.08
4.49

2.56
2.81

2009

9,672
20,643
1,768
1,752
11,300

6,575
505,841

2009

4,449

(2,296 )

18
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Financing activities:

Net cash used in financing activities (4,622 ) (2,089 ) 4,729 ) (3,603 ) (1,618 )
Increase (decrease) in cash and cash

equivalents (589 ) 4,244 1,392 (780 ) 536

Cash and cash equivalents at beginning of year 7,133 2,889 1,497 2,277 1,741

Cash and cash equivalents at end of year 6,544 7,133 2,889 1,497 2,277
Exchange Rates

The Brazilian Central Bank allows the real/U.S. dollar exchange rate to float freely and has intervened to control the
exchange rate volatility. However, the exchange market may continue to be volatile, and the real may depreciate or
appreciate substantially in relation to the U.S. dollar. The Brazilian Central Bank or the Brazilian government may
intervene in the exchange rate market.

Since 1999, the Central Bank has allowed the real/U.S. dollar exchange rate to float freely, and, since that time, the
real/U.S. dollar exchange rate has fluctuated considerably. In 2009 and 2010, the real appreciated by 25.5% and 4.3%
against the U.S. dollar, respectively. In 2011 and 2012, the real depreciated by 4.8% and 8.9%, respectively, against
the U.S. dollar. In 2013, the real depreciated a further 14.6% against the U.S. dollar. On December 31, 2013, the
year-end real/U.S. dollar exchange rate was R$2.3426 per U.S. $1.00.

19
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The Brazilian government has implemented various economic plans and utilized a number of exchange rate policies,
including sudden devaluations, periodic mini-devaluations during which the frequency of adjustments ranged from a
daily to a monthly basis, floating exchange rate systems, exchange controls and dual exchange rate markets. We
cannot predict whether the Central Bank or the Brazilian government will continue to let the real float freely or
intervene in the exchange rate market by returning to a currency band system or otherwise. The real may depreciate
or appreciate substantially against the U.S. dollar.

The following tables set forth the exchange rate (rounded to the nearest tenth of a cent), expressed in reais per U.S.
dollar (R$/USS$) for the periods indicated, as reported by the Central Bank.

Exchange Rate of R$ per US$

Year ended December 31, Low High Average(l)  Year-End
2009 1.741 2.378 1.990 1.741
2010 1.655 1.880 1.759 1.665
2011 1.535 1.902 1.671 1.876
2012 1.702 2.112 1.959 2.044

2013 1.953 2.446 2.161 2.343
Source: Central Bank of Brazil, PTAX.

(1) Represents the average of the exchange rates (PTAX) on the last day of each month during the relevant period.

Exchange Rate of R$ per US$

Month ended December 31, Low High Average(2) Period-End
September 2013 2.203 2.390 2.270 2.230
October 2013 2.161 2212 2.189 2.203
November 2013 2.243 2.336 2.295 2.325
December 2013 2.310 2.382 2.345 2.343
January 2014 2.334 2.440 2.382 2.426
February 2014 2.333 2.424 2.384 2.333

March 2014 (through March 18, 2014) 2.309 2.365 2.344 2.352
Source: Central Bank of Brazil, PTAX.

2) Represents the average of the exchange rates (PTAX) of the lowest and highest rates in the month.

On March 18, 2014, the exchange rate was R$2.352 to US$1.00. The real/dollar exchange rate fluctuates and,
therefore, this exchange rate at 2014 may not be indicative of future exchange rates.

B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds
Not applicable.
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D. Risk Factors

This section is intended to be a summary of more detailed discussions contained elsewhere in this annual report. The
risks described below are not the only ones we face. Additional risks that we do not presently consider material, or of
which we are not currently aware, may also affect us. Our business, results of operations or financial condition could
be impacted if any of these risks materializes and, as a result, the market price of our preferred shares and our ADSs
could be affected.
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Risks Relating to Brazil

The Brazilian government has exercised, and continues to exercise, significant influence over the Brazilian economy.
This influence, as well as Brazilian political and economic conditions, could adversely affect us and the trading price
of our preferred shares and ADSs.

In the past, the Brazilian government has intervened in the Brazilian economy and made changes in policy and
regulations. The Brazilian government’s actions to control inflation and affect other policies have often involved wage
and price controls, currency devaluations, capital controls, and limits on imports, among other things. Our business,
financial condition, results of operations and the market price of our preferred shares and ADSs may be adversely
affected by changes in government policies, especially those related to our sector, such as changes in telephone fees
and competitive conditions, as well as general economic factors, including:

o currency fluctuations;
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