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INTRODUCTION

29 ¢ LR T3

References in this annual report to “Telesp,” “we,” “our,” “us” and “the company” are to Telecomunicagdes de Sao Paulo S.A.
TELESP and its consolidated subsidiaries (unless the context otherwise requires). In addition, all references in this
annual report to:

e “ADSs” are to our American Depositary Shares, each representing one share of our non-voting preferred shares;

e “ANATEL” are to Agéncia Nacional de Telecomunica¢gées — ANATEL, the National Telecommunications Agency of
Brazil;

e “BM&FBOVESPA” are to the Bolsa de Valores, Mercadorias e Futuros;
e “Brazilian Central Bank” or “Central Bank” are to the Banco Central do Brasil, the Central Bank of Brazil;
e “Brazilian Corporate Law” are to the Lei das Sociedades por A¢des, Law No. 6,404 of December 1976, as amended;
e “Brazilian government” are to the federal government of the Federative Republic of Brazil;
e “CADE” are to Conselho Administrativo de Defesa Econémica, the Brazilian competition authority;
e “Ceterp” are to Centrais Telefonicas de Ribeirao Preto;
e “CDI” are to Certificado de Dep6sito Interbancario, the Certificate for Interbank Deposits;
e “CMN” are to the Conselho Monetario Nacional, the Monetary Council of Brazil;
e “Commission” or “SEC” are to the U.S. Securities and Exchange Commission;

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

e “CTBC Telecom” are to Companhia de Telecomunica¢des do Brasil Central;
e “CTBC Borda” are to Companhia Brasileira Borda do Campo — CTBC;

e “CVM?” are to the Comissdo de Valores Mobiliarios, the Securities Commission of Brazil;

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

e “IPCA” are to Indice de Precos ao Consumidor, the consumer price index;
e “IST” are to Indice Setorial de Telecomunicagdes, the inflation index of the telecom sector;

e “JPY” are to Japanese Yen;
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“Number Portability” are to “Portabilidade Numerica,” the service mandated by ANATEL that provides customers with
the option of keeping the same telephone number when switching telephone service providers;

e “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;
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e “real,” “reais” or “R$” are to Brazilian reais, the official currency of Brazil,;
e “Speedy” are to broadband services provided by Telesp through asymmetric digital subscriber lines, or ADSL;
e “TJLP” are to Taxa de Juros de Longo Prazo, or long term interest rate; and
o “USS$,” “dollars” or “U.S. dollars” are to United States dollars.

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 110 provides the definition of certain technical terms
used in this annual report.
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FORWARD-LOOKING STATEMENTS
The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements. Certain

statements included in this annual report, principally in “Item 3.D—Risk Factors,” “Item 4—Information on the Company” anc

“Item 5—Operating and Financial Review and Prospects,” contain information that is forward looking, including, but not
limited to:

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

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

® our strategic initiatives and plans for business growth;
¢ industry conditions;
¢ our funding needs and financing sources;
e network completion and product development schedules;
e expected characteristics of competing networks, products and services; and

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

Forward-looking statements may also be identified by words such as “believe,” “expect,” “anticipate,” “project,” “intend,”
“should,” “seek,” “estimate,” “future” or similar expressions. Forward-looking information involves risks and uncertainties tha

could significantly affect expected results. The risks and uncertainties include, but are not limited to:

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

e the cost and availability of financing;
e uncertainties relating to political and economic conditions in Brazil as well as those of other emerging markets;
¢ inflation and exchange rate risks;
e the Brazilian government’s telecommunications policy;
¢ the Brazilian government’s tax policy;
¢ the Brazilian government’s political instability; and

¢ the adverse determination of disputes under litigation.
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We undertake no obligation to update publicly or revise any forward-looking statements because of new information,
future events or otherwise. In light 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.
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PRESENTATION OF FINANCIAL INFORMATION

Our consolidated financial statements as of December 31, 2008 and 2007 and for the years ended December 31, 2008,
2007 and 2006 have been prepared in accordance with the accounting practices adopted in Brazil, as prescribed by
Brazilian Corporate Law, or the Brazilian GAAP, which differs in certain significant respects from generally accepted
accounting principles in the United States, or U.S. GAAP. Notes 36 and 37 to our financial statements appearing
elsewhere in this annual report describe the principal differences between the Brazilian GAAP and U.S. GAAP as they
relate to us, and provide a reconciliation to U.S. GAAP of net income and shareholders’ equity. These consolidated
financial statements have been audited by Ernst & Young Auditores Independentes S.S. (“E&Y” or “Ernst & Young”).

As aresult of a change in Brazilian corporate law with respect to financial reporting (Law 11,638), certain changes in
accounting criteria became effective for fiscal year 2008. A CVM rule allows companies to adopt these changes for
fiscal year 2008 only, without making changes to comparative 2007 financial information, with disclosure in the notes
to the financial statements explaining such accounting treatment. Based on this CVM rule, we have elected not to
restate our 2007 financial statements. Any changes that would have resulted to our financial statements as of and for
the year ended December 31, 2007 as a result of applying the new accounting criteria would not be material, and the
application of these changes to our financial statements as of and for the year ended 2008 does not have a material
effect on the comparability of our 2008 financial statements with our 2007 financial statements. However, some
amounts for 2006 and 2007 presented throughout this Form 20-F have been reclassified to conform with the
presentation of the 2008 amounts prepared in accordance with the new accounting criteria. Please see Note 3 to our
2008 financial statements for a qualitative and quantitative analysis of the changes resulting from this new accounting
criteria.

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.
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PART I
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

Our consolidated financial statements included in this annual report on Form 20-F and the selected financial data
presented for the periods described below have been prepared in accordance with the Corporate Law Method, which is
the same basis of accounting used in our annual financial statements published in Brazil, audited by Ernst & Young
Auditores Independentes for the fiscal years ended December 31, 2008, 2007, 2006 and 2005, and Deloitte Touche
Tohmatsu Auditores Independentes for the fiscal year ended December 31, 2004. Although we adopted law 11,638
effective as of January 1, 2008 (see "Presentation of Financial Information"), certain previously reported amounts for
2006 and 2007 presented below have been reclassified to conform with the presentation of the 2008 amounts prepared
in accordance with the new accounting criteria. See Notes 3 and 4 to the consolidated financial statements.

In October 2005, the CVM introduced Deliberation 488, which had the principal effect of changing the classification
on our balance sheet of provisions to assets from liabilities from 2006 onward. Thus, our financial information as
represented on our balance sheet as of December 31, 2005 included in this annual report has been reclassified to make
it comparable to the corresponding financial information on our balance sheet as of December 31, 2006, 2007 and
2008.

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.”

Year ended December 31,
2008 2007 2006 2005 2004
(in millions of reais, except for share and per share data)
Income Statement Data:
Brazilian Corporate Law
Net operating revenue 15,979 14,727 14,643 14,395 13,309
Cost of goods and services (8,726) (8,029) (7,781) (7,717)
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