INITIATING COVERAGE — v2 PRODUCTION

Teefonica, S.A.

TEF.MC | Communication Services/ Telecom Services

Recommendation HOLD
Pricetarget €4.10
Current price €3.80
Upside +8%
Total return (PT + 2026 div) +12%

6 May 2026 - v2 anchored on verified facts pack (12-search WebSearch foundation)
Generated by Anthropic financial-services plugin (initiating-coverage skill)



| nvestment Summary

We initiate coverage of Telefonica with a HOLD rating and a 12-month price target of €4.10, implying +8%
upside vs the €3.80 share price (+12% total return including the cut-but-still-meaningful 3.9% 2026 dividend
yield).

Telefonica v2 — Investment Summary | HOLD | PT €4.10 (+8% upside)
52w High €4.89
Cons. High €5.00

Our PT
Cons. Avg
Current price

Cons. Low

52w Low

Price (€)

Figure 1. Investment summary — current price, price target, 52-week range, consensus

The investment proposition has materially reset since the Transform & Grow strategic plan was unveiled on 4
November 2025: the dividend was halved to €0.15/share for 2026 (from €0.30), Hispam exits accelerated to
near-completion (6 of 8 markets sold), and the multi-year revenue trajectory was re-anchored at +1.5-2.5%
organic with acceleration to +2.5-3.5% by 2028-2030.

The setup is no longer the deep-value high-yield carry trade described in earlier coverage. It is now a
capital-allocation reset: a smaller, more focused four-country business (Spain, Germany, UK, Brazil + Tech)
committing meaningful FCF to reinvestment and deleveraging rather than dividend distribution, with dividend
reset to a 40-60% FCF payout from 2027 onwards. The execution path is plausible but unrewarded by the
multiple until evidence accumulates over multiple quarters.

Why HOLD

We see balanced risk-reward at current levels. Pillar-supported upside is roughly 2x downside risk-weighted but
does not constitute the asymmetric setup required for a BUY. Aligned with consensus Neutral (avg PT €3.90,
23 analysts, 3Buy / 14 Hold / 6 Sell).
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Figure 2: Sell-side consensus distribution — 23 analysts



Capital Allocation Reset — The Nov 2025 Transform &
Grow Plan

The Transform & Grow plan announced 4 November 2025 is the single most important context for any TEF
analysis. Six pillars (customer experience, B2C expansion, B2B scale, technological capability, simplified
operating model, talent) underpin afinancial framework with three explicit components.

Transform & Grow — Revenue Trajectory by Plan Phase
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Figure 3: Transform & Grow revenue trajectory by plan phase
Period Revenue CAGR EBITDA CAGR
2025-2028 +1.5-2.5% +1.5-2.5%
2028-2030 +2.5-3.5% +2.5-3.5%

Cost takeout target: €2.3bn run-rate by 2028, €3.0bn by 2030. Capex/sales ~12% guidance. Leverage target:
~2.5x Net debt/EBITDAaL by 2028 (already close).

Thedividend cut

The 2026 dividend was halved from €0.30 to €0.15 per share, announced 4 Nov 2025 alongside the strategic
plan. From 2027 the payout becomes 40-60% of free cash flow paid annualy in June. This is the centra
capital-allocation reset of the new strategy — and the most controversial element with markets.



Dividend per Share — Cut to €0.15 for 2026 (Transform & Grow)
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Figure 4: Dividend per share —cut to €0.15 for 2026, recovery from 2027

Mobile Europe summarised the market reception: 'the CEO's growth strategy does not play well with the
markets. STC, the 9.97% strategic shareholder that entered partly attracted to the income, has been silent
post-announcement. AGBI flagged the cut as 'casting doubt on STC's investment'. The rationae is
straightforward: at €1.7bn cash dividend FY 24-25 and €2.07bn FCF FY 25A, coverage was aready tight; the
cut frees ~€850m FCF annually for deleveraging and reinvestment.



FY 2025 — A Better Underlying Year Than the Optical
Suggests

The headline read of FY2025 is that the underlying business is healthier than the optical revenue decline
suggests. The €41.3bn - €35.1bn revenue drop is principally Hispam deconsolidation; constant-perimeter
revenue grew +1.5%.

Revenue — Hispam deconsolidation in FY25A (€41.3B — €35.1B)
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Figure 5: Revenue — Hispam deconsolidation in FY25A (€41.3B — €35.1B)
Revenue by Geography — Hispam wind-down + Tech B2B scale
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Figure 6: Revenue by geography — Hispam wind-down + Tech B2B scale



FY25A

Revenue

Adjusted EBITDA
Adjusted OpCFaL growth
FCF (operations)

Capex / sales

Net financial debt

Total accesses

Reported
€35,120M
€11,918M
n/a
€2,069M
12.4%
€26,824M

326.1M

YoY (constant)
+1.5%

+2.0%

+5.9%

down on absolute basis
(target <12.5% met)
-€337M YoY

+2.1%

Adjusted EBITDA — FY25A €11.9B (down on perimeter shifts), recovery to €13.9B by 2030
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Figure 7: Adjusted EBITDA — FY25A €11.9B; recovery to €13.9B by 2030

FCF — note the definition gap

Telefénica's company-reported FCF of €2.07bn (FY 25A) differs from the textbook OCF — Capex calculation
(~€5bn) used by EODHD and other data providers. The company definition nets out spectrum payments,
perpetua hybrid coupons, and lease principal. Any analysis using EODHD's FCF definition will overstate
available cash by approximately 2x — exactly the error that anchored the v1 thesis on dividend continuity.



Free cash flow (€m)

FCF Definition Gap — EODHD overstates by ~2x vs company-reported
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Figure 8: FCF definition gap — EODHD ~2x company-reported
FCF & Capex — €3B FY26E FCF Guidance Anchored
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Figure 9: FCF & Capex —€3B FY26E FCF guidance anchored



Segment Performance

Spain — landmark year

Spain delivered 'best KPIs since 2018' per management commentary at FY 25 results. Record fibre and TV net
adds, segment EBITDA margin around 57%, and net portability gains continuing into early 2026. The
MasOrange merger has not amplified competitive intensity — exactly the bull case for European telecom 4 - 3
transitions.

Spain Mobile Market — Dec 2025 (post MasOrange merger)
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Figure 10: Spain mobile market — December 2025 (post MasOrange merger)

Brazil (Vivo) — structural compounding

Telefénica Brasil (Vivo) compounded EBITDA at +8.5% in 2025 with margins expanding. Net operating
revenue R$59.6bn (+6.7%); adjusted EBITDA R$24.8bn (+8.5%); net income R$6.2bn (+11.2%). 5G coverage
67.7% of Brazilian population. Vivo paid R$6.4bn back to shareholders in 2025 (103% payout) — high-quality
cash flow profile.

Germany — turnaround required

Revenue and adjusted EBITDA declined in 2025 due to completion of customer migration. 99% 5G population
coverage achieved; O2 brand perception improving. The segment requires turnaround execution but absolute
size (~€8.4bn revenue) limits group-level impact.

UK (50% VM O2 JV) — lock-up ends June 2026

The 5-year lock-up from the 2021 Liberty Global merger ends June 2026. Murtra has confirmed at FY 25 results
that TEF intends continuity of VMO2 ownership. The most likely path is the introduction of a third strategic
investor (STC has been mentioned). The €12bn VMO2 net debt limits any 1PO valuation.



Net financial debt (€B)

EBITDA Margin Trajectory — Transform & Grow Cost Takeout (€3B by 2030)
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Figure 11: EBITDA margin trajectory — Transform & Grow cost takeout phasing

Net Debt — Anchored on FY25A €26.8B (company def.) | Path to 2028 target
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Figure 12: Net debt — anchored on FY25A €26.8B (company def.)



Valuation

We apply a50% DCF / 30% comps / 20% sum-of-parts blend, anchored on FY 25A actuals and 2026 guidance.
The DCF baseline is €3.0bn FY26E FCF (management guidance), growing at ~7% in FY27 (cost takeout
phasing) and ~7.5% through FY 28-30 (revenue + leverage acceleration), with terminal growth of 1.5%.

Compar able companies

European Telecom Peers — EV/EBITDA (TEF re-rated post Transform & Grow)
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Figure 13: European telecom peer EV/EBITDA

TEF currently trades at 4.5x EV/EBITDA — dlightly above peer median of 3.4x. The premium vs the median
reflects (a) Brazilian growth contribution, (b) deleveraging trgjectory, (¢) some embedded VMO2 / STC option
value the market still assigns despite the dividend cut.

DCF senditivity



v2 DCF Sensitivity — Implied Share Price (€) | Centre = base case
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Figure 14: v2 DCF sensitivity —implied share price (€) | centre = base case
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v2 Valuation Football Field — Telefonica

Current price €3.80

== v2 PT €4.10

Consensus avg €3.90
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Figure 15: v2 valuation football field — Telefénica

Method
DCF (€3bn FCF baseline + acceleration)
Comps (peer 50-75 pctile re-rate)

SOTP

3.0

3.5 4.0
Implied price (€)

Implied (€)
3.20-4.50 (mid 3.85)
3.05-4.10 (mid 3.60)

3.15-3.50 (mid 3.30)

4.5

5.5

Weight
50%
30%

20%

1

6.0



Method Implied (€) Weight

Weighted blend (rounded to €4.10) €3.50€4.10 —



Key Risks

The risks now skew to execution rather than structural. v1's thesis was vulnerable to a single binary event
(dividend cut, which actually happened); v2's thesis is vulnerable to slow drift in execution rather than discrete

shocks.

Risk Probability Impact PT impact
Transform & amp; Grow execution slips Medium High -€0.50
Spain ARPU stabilisation reverses Medium High -€0.40
Brazilian real depreciates 20%+ Low-Medium Medium -€0.30
STC value-destructive activism Low High -€0.50
Sector multiple compression continues Medium Medium -€0.30
2027 dividend rebuild disappoints Medium Medium -€0.20
Germany turnaround stalls Medium Low-Medium -€0.20



Why Thisv2 Differsfrom vl

This v2 was built on a 12-search WebSearch foundation before any drafting began (~30 minutes of upfront
fact-gathering). The discipline produced material differences from avl generated from training data alone.

v1gssge2 vs Sell-side — The Cost of No Upfront Validation
(+44%)

12-month price target (€)

vl (no upfront search)

Item
Recommendation
Price target

Upside

Position vs consensus
Discipline backbone
Sources cited
Dividend status used
Revenue base

FCF definition

Murtra appointment

vl

BUY

€5.05

+44%

Top of range

EODHD historicals + training
1

€0.30 maintained (wrong)
€41.7bn FY 25E (wrong)
EODHD €5.2bn (wrong)

Feb 2026 (hallucinated)

v2 (WebSearch first)

Current price €3.80

Sell-side avg

Figure 16: v1 vs V2 vs sell-side —the cost of no upfront validation

V2

HOLD

€4.10

+8%

At consensus

12-search WebSearch + facts pack
25

€0.15 cut (verified)

€35.1bn FY 25A (verified)
Company €2.07bn (verified)

Jan 2025 (verified)

The thesis-breaking error in vl — that the dividend was already cut six months before v1 was generated —
would have been caught by even a single web search for "Telefénica dividend 2026'. The structural framework
transferred from training was sound; the specific facts had drifted, and only WebSearch could fix them.



This v2 is publishable as a starting point for client distribution after one further senior analyst review. v1 was
actively misleading. The cost of the upgrade is approximately 45 minutes of upfront discipline.



