You, without frontiers.

TIM Participacoes
Annual Report 2010




You, without frontiers.

ANNUAL REPORT 2010

1. Introduction
2. Message
2.1. Message from the CEO
2.2. Message from the Chairman
3. 2010 Highlights
4. Profile
4.1. Mission, Vision and Values
4.2. Timeline
4.3. Scale of Operation
4.3.1. National Coverage
4.3.2. International Coverage (Roaming)
5. Corporate Governance
5.1. Disclosure Policy
5.2. Board of Directors
5.3. Board of Executive Officers
5.4. Fiscal Council
5.5. Shareholding Structure
5.6. Shareholders’ Right
5.7. Dividend Policy
5.8. Sarbanes-Oxley Act
5.9. Risk Management
6. Economic and Industry Scenario
6.1. Economic Environment:
6.2. Telecom Sector:
6.3. Particularities of the sector
6.4. Regulation of the Sector
6.4.1. Radio-Frequency Spectrum
6.4.2. Integration with Intelig
6.4.3. VU-M (MTR) and Wholesale Market
6.4.4. Cost Model
6.4.5. MVNO (Mobile Virtual Network Operator)
7. TIM’s Strategy
8. Investments and Perspectives
9. Operating Performance

10. Financial Performance and Capital Market

10.1. Financial Performance

10.2. Capital Market




m ANNUAL REPORT 2010

You, without frontiers.

11. Services, Products and Caring 32
11.1. Consumer Solutions 32

11.2. Business Solutions 33

11.3. Value Added Services (VAS) 34

11.4. Handsets and Applications 35

11.5. Data Offer 35

11.6. Long-Distance Offer 36

11.7. International Roaming 36

11.8. Fixed Telephony 36

11.9. Commercial Operations 36

11.10. Customer service 37

11.11. Intelig 38

11.11.1. TIM and INTELIG Synergies 38

11.11.2. Lines of Business and Commercial Approach 38

11.11.3. Long-Distance Offer 38

11.11.4. Fixed Offer and Data 38

11.11.5. Network 39

12. Intangible Assets 40
12.1. The TIM Brand and advertising campaigns 40

12.1.1. The TIM Brand 40

12.1.2. Advertising campaigns 40

12.2. Human Resources 40

12.3. IT Assets 41

13. Social and Environmental Responsibilities 42
14. Financial Statements 43

15. Credits 140




ANNUAL REPORT 2010 INTRODUCTION

You, without frontiers.

1. Introduction

©iStockphoto.com/arekmalang

In this Annual Report, it is provided an overview of the
major achievements of TIM Participagdes S.A. in 2010,
which ends the cycle of the company’s turnaround,
which has begun in 2009.

This was a year where the company managed to com-
bine growth with profitability and the consistency of
these results was translated into sustainable growth
within one of the largest and most competitive telecom
markets in the world.
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2. Message

MESSAGE

bood balance between growth and profitability,
focusing in quality, convenience and innovation.

2.1. Message from the CEO

We ended 2010 with the satisfactory feeling that the turn-
around started two years ago is well accomplished. This
new phase has allowed us to strengthen company’s fun-
damentals and support our growth.

A good balance of Growth and Profitability

In 2010, we were the operator with the largest customer
base growth, with the addition of 9.9 million lines and an
incremental market share of 34%. We quit the leakage in
the post-paid segment, and we added in 2010 more than 1
million lines. As for the prepaid segment, we had a strong
adherence to the Infinity plan. This growth in customer
base has been followed by improvements on profitability,
with total net revenues growth of 9.9% in 4Q10 on yearly
basis and EBITDA margin surpassing the 30%. It is also
important to mentioned that Free Operating Cash Flow
amounted to R$1.4 billion in 2010 (up 110% from 2009).

Our Brand
We kept the quality, convenience and innovation as the
central point of our strategy. We achieved a prominent
position in network quality, which for the 10th consecutive
month we led Anatel’s ranking. We also took the lead in
Preference and Top-of-mind.

Drivers of Growth

We always aimed to have a distinct value proposition. For
the voice service, we adopted the simple concept of “One
Country One Rate” with unlimited calls between TIM users
and pricing per event (instead of per minute). TIM’s net-
work transported in 2010 almost twice the traffic of 2009
and become leaders in traffic volume for long distance
service. Important to pointed out that over 2/3 of our traf-
fic already occurs within our network. For data services,
we kept the Infinity’s DNA, where we focused on unlimited
service concept and used the smart-phones without sub-
sidy to leverage penetration on data services.

Improving Financial Results

We fully achieved the goals released to the market in
the beginning of 2010. Net service revenues grew 6.1%
in 2010 and EBITDA margin reached 29%. Even with
a strong growth in customer base, we maintained a
strict costs control and because of that we could grow
with profitably. The operating free cash flow reached

Divulgacdo



ANNUAL REPORT 2010

You, without frontiers.

R$1.4 billion in 2010, an increase of 110% over 2009.
These results enabled the expansion of dividends and
we will propose in the General Shareholders’ meeting the
amount of R$497 million (which compares to R$204 mil-
lion distributed in 2009).

Strengthening Data Offers

We launched the Infinity Web in the second half of 2010
and we are very pleased with initial results. In just four
months, Infinity Web already reached 1 million daily us-
ers (4x higher than before the offer launching). This per-
formance was an important support for data revenues
growth in 4Q10.

MESSAGE

Perspectives

We hope to continue expanding our base under the Com-
munity concept — we have no doubt that this has been our
great competitive advantage. We know that the competi-
tive landscape might become tough in 2011 along with a
challenging macro-economic environment. However, we
will keep our optimism and the search for the best equilib-
rium between growth and profitability.

| conclude my message by thanking all of TIM’s employ-
ees, a fundamental piece for make such great change
happens. | am very proud to lead and be part of this team.
These were two years of hard work and fatigue, but the
results show us that it was worth it! We create value for
our shareholders, customers and all stakeholders.

Luca Luciani
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MESSAGE

2.2. Message from the Chairman

Over the past two years, TIM has promoted a revolution
in its portfolio of products and benefits offered to its cus-
tomers, thus overcoming the barrier of 50 million lines.
Its innovation has broken paradigms in the way on how
to price its services, especially for the TIM community.

Creating the concept of one country, one tariff and
charging per call, instead of per minutes, promoted a
rapid expansion of long distance traffic by integrating
the north and south of the country with cheaper and
easier access to the poorest segments of Brazilian so-
ciety. This strategy has placed TIM as leader in long
distance traffic the country.

In line with the objectives of the Government in the imple-
mentation of digital inclusion, giving access to all Brazil-
ians to the Internet, the plan to expand our data network
strides. It is our understanding that the plan for the univer-
salization of the Internet will be achieved through mobile
access networks, making it necessary for that to happen,
reducing the cost related to network infrastructure.

| have followed the evolution of the telecommunications
market in the last 40 years and has been very rewarding to
be by the competent group of executives and employees
of TIM, which has helped with great efficiency the devel-
opment of telecommunications in our country.

Manoel Horacio Francisco da Silva
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3. 2010 Highlights

> Combining Growth and Profitability: subscriber base
grew 24.1% YoY, with net addition of 9.9 million lines.
This performance was accompanied by top line growth of
9.9% YoY in 4Q10 and EBITDA margin reaching 30.6%;

> Infinity and Liberty represent more than 80% of cus-
tomer base. Post paid segment reached net additions of
over 1 million users;

> Infinity Web achieved more than 1 million daily unique
users after 4 months of its launch and helping data rev-
enues to increase 31% in 4Q10 vs. 4Q09;

> MOU reached 129 minutes this quarter (+30.0% YoY). In
a strong evidence of community based success;

> Network quality maintained at 100% for the 10th con-
secutive month according to Anatel, having Call drop rate
at its lowest level ever.

> SAC sharply decreased to R$36 (-55.6% YoY) reach-
ing a new low - reflecting efficiency on acquisition (SAC/
ARPU at 1.5x vs. 3.0x in the 4Q09);

2010 HIGHLIGHTS

> Bad debt reached new low at 1.0% of total gross rev-
enues;

> EBITDA reached R$4,193 million in 2010, a 18% year-
ly growth and largely supported by the voice and data
service contribution. EBITDA margin reached 29% (vs.
25.8% in the 2009);

> Net Profit totaled R$2,212 million in 2010 (vs. R$801.2
million in 2009);

> Total dividend proposed for 2010 reached R$497 million
(vs. R$204 million in 2009);

> CAPEX reached R$2,836 million in 2010, with focus on
3G roll-out and 2G expansion and capacity;

> Operating FCF in 2010 totaled R$ 1.37 billion, with a
growth of 110% vs. 2009.

Blue Man Group
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Operational Indicators [ 2010 | 2000 | 2010 x 2009

Municipalities Served (GSM) 3,203 2,958 8.3%
Brazilian Wireless Subscriber Base (million) 202,944 173,959 16.7%
Market Share 25.14% 23.60% 154 bps
Total Lines (000’s) 51,015 41,102 24.1%
Pre-paid Lines (000’s) 43,550 34,651 25.7%
Post-paid Lines (000’s) 7,465 6,452 15.7%
Gross Additions (000’s) 28,608 20,681 38.3%
Net Additions (000’s) 9,913 4,700 110.9%
Churn 42.4% 42.4% 1 bps
Total ARPU (R$) 23.7 26.6 -10.8%
Total MOU (min) 116 83 39.1%
SAC (R9) 54 85 -36.4%
Employees 9,081 9,233 -1.6%
2010 2000 |

Gross Revenues 20,319,295 19,013,343 6.9%

Gross Revenues Telecommunications Services 18,761,385 17,295,680 8.5%

Gross Revenues Handset Sales 1,657,910 1,717,663 -9.3%
Net Revenues 14,457,450 13,747,028 5.2%

Net Revenues on Services 13,571,626 12,787,865 6.1%

Net Revenues on Products 885,824 959,163 -7.6%
Operating Expenses (10,263,855) (10,206,072) 0.6%
EBITDA 4,193,595 3,540,956 18.4%

EBITDA Margin 29.0% 25.8% 320 bps
EBIT 1,200,134 507,596 136.4%

EBIT Margin 8.3% 3.7% 460 bps
Net Finalcial Results (245,457) 260,601 -194.2%
Net Income 2,211,715 801,223 176.0%

*2009 Pro-forma

Cash Flow m 2009 [l 2010 x 2009

EBIT 1,200,134 553,462 116.8%
Free Operational Cash Flow 1,871,973 654,280 109.7%
Net Cash Flow 699,900 (18,534) n/a

**TIM + Dez/09 Intelig
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4. Profile

PROFILE

Pure mobile approach with fixed infrastructure,
delivering innovation and quality to create offers

that revolutionize.

TIM Participagdes S.A. is a holding company, which ren-
ders nationwide telecommunications services through its
subsidiaries, TIM Celular S.A. and Intelig Telecomunica-
¢bes LTDA. The Company started its operations in Brazil
in 1998 and became consolidated as a national company
as of 2002, becoming the first mobile operator to be pres-
ent in all Brazilian states.

TIM operates as a mobile, fixed, long-distance and data
transmission operator, always focused on the quality of
services rendered to its customers. Through GSM tech-
nology, TIM has a national range of approximately 94%
of the urban population, being the largest GSM coverage
in Brazil, with presence in 3,203 cities. TIM also relies on
an extensive data coverage throughout the country, be-
ing 100% GPRS, 79% with EDGE, in addition to having a
sophisticated Third Generation (3G) network available to
over 50% of the Brazilian urban population. The Company
also has international roaming agreements for TIM cus-
tomers, more than 450 networks are available in over 200
countries on six continents.

TIM brand has a strong association with innovation and
quality attributes. During its presence in the country, it has
become the pioneer in launching several products and
services, such as the introduction of MMS and Blackberry
in Brazil. Continuing this trend, the Company added to its
portfolio, in 2010, new and innovating offerings, always
seeking to keep the positioning as the operators that
makes “Plans and Promotions that Revolutionize”. TIM
has evolved its two families of plans — ‘Infinity’ e ‘Liberty’ —
by launching the offerings ‘Infinity Web’ and ‘Liberty Web’
in order to meet the growing demand for data services.

Furthermore, it has also introduced the pay per call con-
cept for calls to fixed numbers through ‘Infinity Mais’ of-
fering. The portfolio is based on an innovating concept,
with great incentive to usage (tariffs per call, unlimited use)
and always exploiting TIM’s community sense, with over
51 million lines throughout the country.

©iStockphoto.com/Yuri_Arcurs
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TIM Participagdes is a subsidiary of TIM Brasil Servigos e
Participagdes S.A., a Telecom ltalia group company. In-
novation and quality are two of the strategic pillars TIM
shares with its parent company. For this, TIM substantially
invests in network and IT, and maintains synergies with its
controlling group through the sharing of experience and
the adoption of best practices, always ensuring innovative
experiences to all of its clients.

During 2010, the Company continued with the integra-
tion process with Intelig, which was merged in December
2009. The latter operates as a fixed, long-distance and
data transmission provider in Brazil. The merger expand-
ed TIM network infrastructure, so that it was possible to
speed up 3G network development, optimize leased line
costs, and also improve our competitive positioning in the
telephony market.

TIM Participagbes is a publicly-held company, whose
shares are listed on the Sdo Paulo Stock Exchange
(BM&FBOVESPA) and ADRs (American Depositary Re-
ceipts) are listed on the New York Stock Exchange
(NYSE). It is also one of the select group of companies
included in the Corporate Sustainability Index (ISE) of
BM&FBOVESPA.

4.1. Mission, Vision and Values

Mission

To be close to the client, providing innovative possibilities
of connectivity, focusing on its expectations and diversi-
fied needs, contributing as a social evolution player via a
sustainable management.

Vision
To be the first choice amongst clients, providing innova-
tive and high quality services, becoming a benchmark of

profitability of the Brazilian telecom market.

Values
> Proactive Approach

> Transparency
> Speed
> Professional Excellence

> Client Focus

PROFILE

> Team Spirit
> Innovation
> Entrepreneurial Spirit

4.2. Timeline

1998

May

The Brazilian government transferred to Tele Celular Sul
Participacbes S.A., ownership of Telepar Celular S.A.
(now TIM Sul S.A.), together with Telesc Celular S.A. and
CTMR Celular S.A. It also transferred to Tele Nordeste
Celular Participacdes S.A., control of Telpe Celular S.A.
(now TIM Nordeste S.A.), Telepisa Celular S.A., Teleceara
Celular S.A., Telern Celular S.A., Telpa Celular S.A. and
Telasa Celular S.A.

July

The consortium formed by UGB Participacdes Ltda.
(“UGB”) and Bitel Participagdes S.A. (“Bitel”) acquired the
control of Tele Celular Sul Participagdes and Tele Nor-
deste Celular Participagdes from the Brazilian govern-
ment under the privatization program of Telebras.

September
The common and preferred shares of Tele Celular Sul began
to be traded on the S&o Paulo Stock Exchange (Bovespa).

November
The Company’s ADRs began trading on the New York
Stock Exchange (NYSE).

December
UGB sold its shareholding interest in the Company to
Bitel Participacdes S.A.

1999

March

The above-mentioned sale was approved by the Anatel
and by the Brazilian antitrust authority (CADE), by which
the Company came under the control of TIM, a Telecom
Italia group company.

2000

April

Goodwill paid by Bitel Participagdes S.A. to acquire the
control of Tele Celular Sul and Tele Nordeste Celular is
transferred to the Company itself.
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June

The above-mentioned goodwill is transferred to the subsid-
iaries of Tele Celular Sul and Tele Nordeste Celular in order
to maximize the tax gains through its amortization.

2001

January

TIM acquired licenses in Bands D and E of mobile tele-
phony, becoming the only group authorized to offer the
services throughout the country, operating under the
same brand in diverse regions.

2002

September

The Company introduced the GSM (Global System for
Mobile Communication) technology while launching busi-
ness operations in the regions where it acquired licenses
for Banda D and E.

November

The subsidiaries were restructured through a swap of the
shares of Telesc Celular and CTMR Celular for shares of
Telepar Celular, resulting in a capital increase at Telepar
Celular, while Telesc Celular and CTMR Celular became
the wholly-owned subsidiaries of Telepar Celular instead
of becoming the direct subsidiaries of Tele Celular Sul.

December

A Companhia converteu suas respectivas concessées
para prestar servicos no regime de Servico Movel Celular
(“SMC”) em autorizagcbes para prestar servico no regime
Servico Mével Pessoal (“SMP”)

2003

July

The Company launched the Provider Selection Code
(CSP), from which started providing national and interna-
tional long-distance services.

The subsidiary Telepar Celular S.A. took over the net ac-
counting assets of Telesc Celular S.A. and CTMR Celular
S.A. Moreover, the corporate name of Telepar Celular S.A.
was changed to TIM Sul S.A. (“TIM Sul”).

August

The Company launched the GSM technology also for its
operations in Bands A and B, which earlier operated under
the TDMA (Time Division Multiple Access) technology.

PROFILE

September
Bitel took over TIM Brasil S.A. and came to be called TIM
Brasil Servicos e Participacdes S.A.

December
The Company sold its shareholding interest in Blah! So-
ciedade Anénima de Servicos e Comércio.

2004

January

The subsidiary Telpe Celular S.A. took over the net ac-
counting assets of Telasa Celular S.A., Telpa Celular S.A.,
Telern Celular S.A., Teleceara Celular S.A. and Telepisa
Celular S.A. In addition, Telpe Celular S.A changed its
corporate name to TIM Nordeste Telecomunicacoes S.A.
(“TIM Nordeste”).

August

Shareholders of Tele Nordeste Celular (TND) and Tele Ce-
lular Sul (TSU) approved at the Annual General Meeting,
the takeover of TND by TSU. Moreover, Tele Celular Sul
changed its corporate name to TIM Participagdes S.A.

October

The shares of TIM Participagdes began trading on the Séao
Paulo Stock Exchange (Bovespa) under the trading name
of TIM PART. S.A., using the tickers, TCSL3 for common
shares and TCSL4 for preferred shares.

The ADRs of TIM Participacdes begin trading on the New
York Stock Exchange (NYSE) under the ticker TSU.

2005

May

Approval given to the absorption of all the shares of TIM
Sul and TIM Nordeste by TIM Participacoes.

July
Shares of TIM Sul and TIM Nordeste cease trading on the
Bovespa and SOMA, respectively.

August
The head office of TIM Participagdes was shifted to the
city of Rio de Janeiro (RJ).

December

The Brazilian Securities and Exchange Commission (CVM)
approves the delisting of TIM Nordeste Telecomunica-
¢oes S.A. and TIM Sul S.A.
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2006

January

The Board of Directors of TIM Participacdes S.A. and
TIM Celular S.A. approved the restructuring transac-
tion between TIM Celular and TIM Participagdes, which
envisages the absorption of the shares of TIM Celular
by TIM Participagdes. Consequent to the transaction,
TIM Celular became the wholly-owned subsidiary of
TIM Participagoes.

March

The Extraordinary Shareholders Meeting approved the
merger of the total share capital of TIM Celular with the
capital of TIM Participagbes, by which TIM Celular be-
came a wholly-owned, subsidiary of TIM Participacdes.

June

Conclusion of the takeover of TIM Sul S.A. by TIM Celu-
lar S.A., and of TIM Nordeste Telecomunicagdes S.A by
Maxitel S.A. On the same date, the name of Maxitel S.A.
was changed to TIM Nordeste S.A.

September

Launch of “TIM Casa”, a pioneer services bundle in fixed
telephony, introducing in the Brazilian market the concept
of “Home Zone”.

2007

May

TIM acquired the nationwide fixed telephony license,
which is an important step towards becoming a provider
of convergence services.

TIM introduced in the Brazilian market “TIM Music
Store” - the first integrated music store in mobile
phone and internet.

July
Launch of “TIM Web”, a mobile internet access in laptops
or desktops without the need of a provider.

September

TIM acquired new lots of 900 Mhz and 1.8 Ghz frequen-
cies relating to the frequency surplus (SMP) through the
auction held by Anatel.

PROFILE

October
Debut of “TIM Casa Flex”, an innovative service that bun-
dles fixed and mobile telephony in a single handset.

December

TIM acquired the 3G frequencies at 1.9 GHz and 2.1 GHz
for the whole of Brazil, except the Triangulo Mineiro re-
gion, which enables the Company to offer third generation
services like mobile broadband in all the states.

2008

April

TIM started providing third generation services under the
brand name of “TIM 3G+”. The new TIM 3G+ includes
services such as: mobile broadband, video call and mo-
bile TV. More over, TIM established partnerships resulting
in alliances with the main internet and content companies,
and Internet services for mobile phones as a way to pro-
vide exclusive and quality contents to its clients.

Launch of “TIM Web Banda Larga” (TIM Broadband Web),
unlimited high-speed wireless connection to Internet in
the ‘plug & play’ concept. The services enable customers
to access internet with speeds up to 7.2 Mbps.

TIM and SKY pay-TV company, seal a commercial part-
nership.

July

TIM launches, in a partnership with HP, the first
100% connected laptop in Brazil, with modem and
TIM Chip included.

September

Debut of ‘TIM Fixo’, setting another milestone in the
Company’s convergence strategy. Launching through an
innovative offer in more than 300 cities in every Brazilian
state, TIM becomes an alternative player in the fixed
telephony market.

December
TIM launches iPhone 3G, with exclusive offers especially
customized to Apple’s revolutionary handset.

TIM was included in the portfolio of Bovespa’s Corporate
Sustainability Index (ISE), comprised of only those com-
panies with an exceptionally strong commitment to sus-
tainability and social responsibility.
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2009

January

Beginning of the process of restructuring the company,
with the inauguration of the new CEO Luca Luciani.

March
Beginning of Brand repositioning.

TIM changes its slogan to “Vocé, sem fronteiras.”

April
TIM starts the renewal of its portfolio with the launching
of “Infinity” plan.

TIM and Intelig sign the merger agreement based on
share swap.

August
Anatel approves the acquisition of Intelig.

December
Conclusion of Intelig’s acquisition.

TIM was included for the second year in a row in the portfo-
lio of Bovespa’s Corporate Sustainability Index (ISE), com-
prised of only those companies with an exceptionally strong
commitment to sustainability and social responsibility.

TIM promotes the restructuring of its subsidiaries (TIM
Nordeste and TIM Celular), optimizing the exploration of
its businesses and increasing synergies.

2010

May

Relaunch of Intelig’s brand with the media campaign “In-
telig now is TIM”.

June
Reach first place in market share for long distance, over-
taking traditional competitors in the industry.

July
Recast TIM Web offer, through the tariff by time of usage
and not by volume of data traffic.

August

Launch the data plans Infinity and Liberty Web, giving un-
limited access to the Internet through mobile handsets for
pre-paid and post paid customers, respectively.

September
TIM is the first to launch the iPhone 4, reinforcing its posi-
tion as innovative company.

PROFILE

October

Launch of the Infinity Mais, that aggregate fixed termina-
tion within the concept of Infinity, paying only for the first
minute call.

TIM was awarded the Latin America Wireless Service Pro-
vider of the year by the World Finance Magazine.

December

Acquisition of 2G leftovers frequency, allowing TIM to
expand the coverage and strengthen its presence in the
north region and in the states of Parana, Santa Catarina
and Minas Gerais.

4.3 Scale of Operation

4.3.1 National Coverage

TIM’S cell telephony network structure is based on GSM
technology. TIM has a national range of approximately
94% of urban population, being the largest GSM cover-
age in Brazil, with presence in 3,203 cities. TIM also relies
on extensive data coverage throughout the country, 100%
being GPRS, of which 79% with EDGE, in addition to hav-
ing a sophisticated Third Generation (3G) network, avail-
able to over 54% of Brazilian urban population.

TIM's COVERAGE

(TOTAL: 3,203)

@ 3G/GSM (210)
EDGE/GSM (2,528)

@ GSM ONLY (464)
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TIM made over last year significant investments, R$1.7 COVERAGE
billion being in network only, for coverage and capacity ex-

pansion, so accompanying voice and data traffic growth.
The Company has maintained the internal program start-
ed in 2009 of monitoring the quality of the network, based '

on sample measurements performed on the streets of the
country’s main metropolitan areas. The program monitors

| [ |
the performance of the TIM’s network and also from other
operators, and is used to perform fine adjustments and
provide network quality improvement.

Investments in network and the monitoring program have
helped perpetuate the results conquered in 2009. In 2010,

TIM achieved 100% of network quality targets established
by Anatel during 11 of the 12 months of the year (in Febru-
ary the indicator was 99.5%), thereby, the leadership in
network quality was taken, overcoming other competitors.

[ |
Additionally, we have reached the lowest levels in the call
drop indicator with a 0.6% average in the last quarter of
the year. The performance evidences TIM’s commitment

to provide an excellent quality service even with strong '
voice and data traffic growth in the period, due to the suc- L3 rg est GSM national and

cess of the offering portfolio. waorld wide covera g P

4.3.2 International Coverage (Roaming)

Overseas, TIM keeps expanding the availability of inter-
national roaming services: there are already over 450
available networks in more than 200 countries in the six
continents (including Antarctica) for Voice use and 153
countries with data coverage (GPRS/EDGE) and Multime-
dia (MMS), which keeps TIM in the market leadership in
this segment. Additionally, the Company is also a leader in
coverage for prepaid customers making the service avail-
able in 40 countries. As of 2009, TIM has also made 3G
available overseas; in 2010 coverage was expanded to
75 countries. In order to provide the service to users with
even more commodity, customers who travel overseas
also have coverage aboard Sea Cruises and Aircraft.
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5. Corporate Governance

CORPORATE GOVERNANCE

Londucting business with ethics, transparency, good

Faith, loyalty and truth.

TIM runs its business with ethics and transparency, in
accordance with the best corporate governance prac-
tices. TIM is a publicly-held corporation managed by a
Board of Directors and a Board of Executive Officers,
and is supervised by a Fiscal Council, which also acts
as Audit Committee.

In the conduction of its business, TIM follows the precepts
of good faith, loyalty and truth, in addition to the main four
general principles below:

(i) decision-making freedom;

(ii) access to information;

(iii) fair treatment; and

(iv) transparency.

5.1. Disclosure Policy

In 2002, TIM adopted a Policy for Disclosure and Use of
Information and Trading of Securities, in compliance with
the provisions of the Brazilian Securities and Exchange

Commission (CVM), adhered by the Company’s manag-
ers through the signature of the Instrument of Adhesion.

As part of this policy, a code of conduct was established,
which should be followed by all employees with access
to insider information, in addition to restrictions being
imposed to the trading in Company’s securities in cer-
tain periods.

5.2. Board of Directors

The Company is managed by a Board of Directors, a joint
deliberative body composed of nine members that exer-
cise the senior management of the Company with a two-
year term of office, with reelection allowed.

The duties and responsibilities of the Board of Directors
are set forth by the Brazilian legislation, by the Com-
pany’s Bylaws and by the Board of Directors’ Charter.
All decisions taken by the Board of Directors are re-
corded in the Board of Directors’ Minutes Book, filed in
Company’s headquarter.

©iStockphoto.com/webphotographeer
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CORPORATE GOVERNANCE

The Board meets ordinarily once every quarter and on an
extraordinary basis upon the call of its Chairman, or any
two of its members, or the Company’s CEO. For taking
part in the Board of Directors’ meetings, the Chairman
may invite any member of the Board of Executive Officers,
other executives of the Company, as well as third parties
that might provide opinions or recommendations related
to the agenda to be resolved by the Board. Persons in-
vited to take part in the meetings of the Board have no
voting right.

The Board of Directors has two advisory commit-
tees, with recommendatory duties, comprised solely
by members of the Board, namely, the Compensation
Committee and the Internal Control and Corporate Gov-
ernance Committee.

5.3. Board of Executive Officers

The Board of Executive Officers is the representation and
executive body for management of the Company. It com-
prises one Chief Executive Officer as well as seven Execu-
tive Officers and is elected by the Board of Directors for a
two-year term of office. All Executive Officers are elected
by the Board of Directors and removed by it at any time.

5.4. Fiscal Council

The Fiscal Council, which operates on a permanent basis,
inspects the acts of the Company’s management and the
information to shareholders. The Audit Committee, repre-
sented by the Fiscal Council, has been installed and op-
erating since 2004. It is composed of independent profes-
sionals, recognized by the market and who have no other
relation to the Company.

5.5. Shareholding Structure
OWNERSHIP BREAKDOWN
AFTER INTELIG AQUISITION

TIM Brasil Others Total
Common 650,537,118 192,744,359 843,281,477
% 77.14 22.86 100.00
Preferred 990,098,815 642,354,768 1,632,453,583
% 60.65 39.35 100.00
Total 1,640,635,933 835,099,127  2,475,735,060
% 66.27 33.73 100.00

Telecom ltalia

Telecom lItalia Internacional N.V

Tim Brasil Serv.

Minorities
e Part. S.A.

(650,537,118)
(990,098,815)
(1,640,635,933) Total: 66%

ON: 77% ON: 23% (192,744,359)

PN: 61% PN: 39% (642,354,768)

Total: 34%  (835,099,127)

Tim Participagoes S.A.

100% 100%

Tim Celular S.A. Intelig
NUMBER OF SHARES %
Common 843,281,477 34.06
Preferred 1,632,453,583 65.94
Total 2,475,735,060 100.00

Share capital closed 2010 with a total amount of
R$ 8,149,096,024.13, represented by 843,281,477 com-
mon shares and 1,632,453,583 preferred shares, totaling
2,475,735,060 shares. TIM Brasil Servicos e Participacoes
S.A. holds TIM’S share control, with 66.27% of the shares.

5.6. Shareholders’ Right

Each common share entitles its holder to one vote in the
shareholders’ meetings. Holders of preferred shares are
not entitled to vote, but may take part in or address the
shareholders’ meetings. One of the members of the Fis-
cal Council and his deputy are elected by the majority
vote of the holders of Company preferred shares. Each
Company shareholder holds preemptive rights in the
subscription of shares in any capital increase, propor-
tionally to his/her equity interest.

5.7. Dividend Policy

According to TIM Participagdes’ Bylaws, the Company
shall distribute as mandatory dividend, at each fiscal
year ended on December 31, the amount of 25% on
the adjusted net income, provided the amounts are suf-
ficient for distribution.
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Preferred shares have no voting rights, but the following
advantages are guaranteed: (i) priority in the repayment of
capital, without premium, and (i) payment of non-cumu-
lative minimum dividends of 6% p.a., over the resulting
amount from the subscribed capital divided by the total
number of Company shares.

According to the Company’s Bylaws, shareholders of pre-
ferred shares are entitled to dividends per share equiva-
lent to 3% of the share’s book value whenever the divi-
dend established according to this criteria results superior
to the dividend calculated according to the criteria estab-
lished in the above paragraph.

The maintenance of a legal reserve is mandatory and 5%
of the net income shall be allocated in each fiscal year, un-
til the amount of this reserve reaches 20% of the capital.
The annual allocation of dividends is voted at the Annual
General Shareholders Meeting.

In 2010, the Management is proposing distribution of
R$ 496.6 million to shareholders owning preferred and
common shares. The total amount to be distributed is
equivalent to R$ 0.2006 per preferred share, R$ 2.006
per ADR (10 preferred shares) and R$ 0.2006 per com-
mon share. The proposal will be a analyzed at the Annual
Shareholders’ Meeting to be held in April 2011.

5.8. Sarbanes-Oxley Act

Section 404 of the Sarbanes-Oxley Act (SOX) requires the
Company to report on the efficiency of its internal control
system over financial statements, seeking to provide im-
proved reliability and transparency of this information. To
obtain the certification, the assessment of internal controls
made by management for 2009 fiscal year was acknowl-
edged by a specialized independent audit institution.

In 2010, TIM received the certification related to the year
of 2009 for the compliance with the provisions set forth
by Section 404 of the Sarbanes-Oxley Act, a proof of the
Company’s commitment to the highest levels of corporate
governance.

5.9. Risk Management

TIM, through its subsidiaries (TIM Celular S.A. e Intelig
Telecomunicagdes Ltda.), performs derivative operations,
not for speculation purposes, but to reduce risks involved
in exchange rates and interest. All of these operations are
fully represented by swap contracts. The risk factors to
which the Company and its subsidiaries are exposed are
as follows:

Exchange variation risks

The exchange variation risks refer to the possibility of
subsidiaries bearing losses on unfavorable exchange rate
fluctuation, which would raise the debit balances of loans
taken in the market along with the related financial charg-
es. In order to eliminate this kind of risk, the subsidiaries
sign swap contracts with financial institutions.

Interest rate risks

The interest rate risks relates to changes in fair value of
financing with floating interest rates or long-term fixed-in-
terest (TJLP), as well as unfavorable movements in float-
ing interest rates. These risks are reduced by the use of
swap contracts and investments indexed to the CDI (Inter-
bank Deposit Certificates).

Credit risk inherent in services rendered

This risk is related to the possibility of the subsidiaries
computing losses originating from the difficulty in col-
lecting the amounts billed to customers, In order to
mitigate this risk, the subsidiaries perform credit analy-
sis that assist the management of risks related to col-
lection problems, and monitor accounts receivable from
subscribers, blocking the telephone, in case customers
default on payment of their bills. In addition, the com-
pany’s strategy to greatly reduce the levels of handsets
subsidy and the partnerships with credit card operators
to increase the number of installments have also collabo-
rated to mitigate this risk.

Credit risk inherent in the sale of telephone sets and
prepaid telephone cards

The policy adopted by the subsidiaries for sale of tele-
phone sets and distribution of prepaid telephone cards is
directly related to credit risk levels accepted in the regular
course of business. The choice of partners, the diversifi-
cation of the accounts receivable portfolio, the monitor-
ing of loan conditions, the positions and limits defined for
orders placed by traders, and the adoption of guarantees
are procedures adopted by the subsidiaries to minimize
possible collection problems with their business partners.

Financial credit risk

This risk relates to the possibility of the subsidiaries com-
puting losses originating from the difficulty in realizing its
short-term investments and swap contracts. The subsidiar-
ies minimize the risk associated to these financial instru-
ments by operating only with financial institutions recog-
nized as sound in the market, and adopting policies that
establish maximum risk concentration levels by institution.
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b. Economic and Industry Scenario

6.1. Economic Environment

In 2010, the Brazilian economy consolidated its recovery
in relation to the crisis that shook up the world in 2008. Still
in 2009, the country was able to get out of the recession,
suffering much less than the developed countries, which
still face several problems in the attempt to reestablish
economic growth. To Brazil, this year proved that its finan-
cial system is solid enough to face a global crisis and, with
a robust domestic market and price stability, the country
was able to create a new economic expansion pattern,
more consistent and sustainable. Consequently, in 2010
the country is likely to presented a 7.8% GDP growth (ac-
cording to Central Bank estimates — IBC-Br) and both the
government and the market already show concern with
inflation, accelerated by the strong economic activity.

The official inflation rate of Brazil (the IPCA) closed the year
with a 5.91% increase, the highest rate since 2004. The
figure was above the target of the Central Bank (4.5%),
but still within the 2% margin upward or downward con-
sidered acceptable by the government. However, in order
to keep expectations at safe levels, the government has
already started a monetary retraction process.

In relation to Monetary Policy, COPOM has adopted a re-
traction trend, closing the year with the economy’s basic
interest rate (SELIC) at 10.75% p.y., evolving from its his-
torical low of 8.75% in 2009. The economic activity ex-
pansion increased inflationary pressure and, as the rates

pointed out to the possibility of missing the inflation target
for the year, the government opted to control expecta-
tions and promptly responded with interest raise.

As for domestic demand, due to a record low in unem-
ployment rate, a salary increase, credit condition improve-
ment, and economic recovery, household consumption is
likely to show a strong expansion and the Gross Forma-
tion of Fixed Capital should raise driven by the strong in-
crease of the industrial production.

Brazilian current account ended the year with a deficit of
US$47.5 billion, representing a YoY growth of more than
93% (In 2009, the deficit was US$24.3 billion). The main
driver of the result was due to services and repatriation.
On the other hand, Foreign Direct Investment accounted
for US$48.5 billion, compensating the capital outflow of
the current account.

The Dollar devaluation in world market was felt in the do-
mestic market and the government had to act in order
to prevent the Real from overvaluing, harming Brazilian
exporters. To that end the government took a series of
measures to contain the Dollar devaluation such as IOF
increase, in an attempt to prevent speculative capital from
entering the national market.

©iStockphoto.com/webphotographeer
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Impacted by Dollar depreciation, low unemployment and
investment increase, the 2010 trade balance recorded a
US$20.3 billion surplus, the lowest since 2002. The figure
represents a 19.8% drop when compared to the US$25.3
billion surplus recorded in 2009. Despite the drop, the
result still came above market expectations, which pre-
dicted a result between US$ 15 and 16 billion. The figure
even exceeded the government’s expectations, which
were US$17 billion.

The fiscal policy was impacted by the electoral year and
despite the end of tax cuts in order to foster economic re-
covery (mainly oriented to automobiles, civil construction
and consumer goods), the government was unable to reach
the primary surplus target of 3.1% of GDP. In spite of the
increase in tax collection due to an improvement in the eco-
nomic scenario, government expenditures led the primary
surplus to drop in relation to 2009, to 2.8% of GDP.

According to the Central Bank the total credit volume
in the financial system should expand 20.5% in 2010,
standing for 46.6% of GDP. In the previous year, the
growth was of 15.2.

6.2. Telecom Sector

For the telecommunications sector, 2010 was better than
the previous year, when the economy was still impacted
by the global crisis. The number of net additions was
higher in all services if compared with 2009 net adds,
but not as good as 2008 figures. Although the mobile te-
lephony market already showed high penetration levels,
in 2010 the level of net additions ended up being better
than the market expected. The mobile market closed the
year with 202.9 million accesses, which represents an
annual growth of 16.7%, totaling 28.98 million new lines,
according to Anatel.

Brazilian mobile telephony market keeps being the fifth
largest in the world and reached in 2010 a penetration lev-
el of 104.6 lines for every 100 inhabitants. This confirms
the mobile telephony as the means of communication with
the widest presence in Brazilian homes across all social
classes, mainly impacted by current chip-only offers.

The largest part of growth keeps concentrated in the
prepaid segment, that reached 167.1 million accesses
(+16.4% YoY) representing 82.3% of total market. The
postpaid segment reached the mark of 35.8 million lines,

MOBILE PENETRATION

104.6%

Mobile penetration surpassed 100%, with
a customer base of 202.9 million lines.

an 18.1% YoY expansion. The key growth drivers to both
sectors were the favorable economic scenario, with in-
creased credit, the better income distribution (with part
of population migrating from the D and E segments to C),
and the competition in Brazil’s mobile telephony market.

According to data published by Teleco, the fixed tele-
phone sector showed a slight growth of 1.2% compared
to last year, ending the period with 42 million lines, repre-
senting a penetration level of approximately 21.7 lines for
each 100 households.

The sector also went through important merger and ac-
quisition events during this year. The most important of all
was the sale of Portugal Telecom stake in Brasilcel (Vivo
parent company) to Telefonica. After several attempts, the
Spanish company became the sole controller of Vivo and
has already started the integration process with its fixed
arm (Telesp) in Brazil.

With the capital acquired from the sale of Brasilcel, PT
has purchased a stake in the controlling group of Oi. The
company has kept its presence in Brazil and has given the
Brazilian company enough capital to expand its opera-
tions after a year of stagnation.

Other important M&A event was Embratel’s tender offer
for NET’s nonvoting shares. The Mexican company man-
aged to take control of more than 90% of NET’s total capi-
tal and also started the consolidation process between its
telecom companies (Claro, NET and Embratel).

In addition to merger and acquisition movements, in De-
cember Anatel completed the Band H auction, which had
Nextel as the great winner. Thereby, the mobile sector
gains a fifth player, since the company purchased 3G li-
censes, it undertook the commitment of coverage in near-
ly the entire Brazilian territory.
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The regulation for MVNOs was also approved in Novem-
ber by Anatel, which may bring new companies to operate
in the market.

6.3. Particularities of the sector

Mobile telephony in Brazil is characterized by a sector con-
sidered to be private, where practiced prices and rates are
regulated by the market. Anatel functions as an agency
that regulates telecom sectors in Brazil, with the mission of
“fostering the country’s telecommunications development
in order to provide it with a modern, efficient infrastructure,
capable of offering society suitable, diversified services and
at fair prices, throughout the national territory”.

In the competitive environment, Brazilian mobile tele-
phony sector is presented as one of the most competitive
in the world, being one of the few to present four com-
petitors with national presence and with market share be-
tween 20% and 30%. The strong competition movement
in the market implies greater margin pressure on account
of business expenses with advertising and publicity, com-
missions and subsidy. Subsidy practice as a competion
tool has been gradually abandoned by operators, giving
space to a more service focused offers approach. The re-
cent movement has allowed a drop in the average price
that is offset by a greater utilization. TIM accelerated on
this path in 2010, practically setting the subsidy on of
handsets aside and starting to stimulating use.

Intensive capital is also one of the main characteristics of
the telecommunications industry. In order to withstand the
network traffic increase over the years, high investments
in technology and infrastructure are required to ensure the
quality of rendered services.

As a provider of a fundamental service to the country’s
socio-economic development, TIM strongly believes that
Brazil is consolidating itself in an outstanding position in
the world economic scenario and is satisfied to be able
to contribute to the country’s infrastructure development,
promoting universalization of telecommunications servic-
es. TIM reasserts its investment commitment in 2011 and
the ceaseless search for more and better services, seek-
ing to meet all the needs of all its stakeholders.

6.4. Regulation of the Sector

The telecommunications sector is submitted to regulation
by the National Telecommunications Agency — Anatel, a
special government agency linked to the Ministry of Tele-
communications, which has autonomous and indepen-
dent management. Anatel is responsible for publishing
standards referring to telecommunications service render-
ing and the relationship among different providers, in the

terms set forth in the General Telecommunications Law
(Law No. 9.472, of July 16, 1997).

Specifically regarding to TIM and Intelig operating activi-
ties, Anatel has developed a strict regulation for mobile
communication services (Personal Mobile Service — SMP),
fixed telephony (Switched Fixed Telephone Service -
STFC) and data transmission (Multimedia Communication
Service — SCM).

Taking into account the great sector dynamism, espe-
cially on account of accelerated technological advances
experienced by the providers, mainly in the scope of
SMP, the standards published by Anatel are subject to
periodic updates.

In order to share the planning of its actions with society
and optimize execution of public policies established by
the Executive Branch, Anatel has approved the General
Telecommunication Regulation Update in o Brazil - PGR
(Resolution No. 516/2008). In the PGR, Anatel establishes
short, medium and long term actions, defined, respective-
ly, in 2,5 and 10 years.

This regulatory adaptation process takes into consider-
ation technical analyses of Anatel specialized areas and
discussions originating from Public Herrings, through
which regulation update proposals are debated between
Anatel, Public Authority and society in general, always
very closely accompanied TIM.

6.4.1. Radio-Frequency Spectrum

TIM holds radio-frequency right of use authorizations
for rendering SMP in 800 MHz, 900 MHz, 1,8 GHz and
1.9/2.1 GHz frequency bands, which allows it to provide
mobile communication services in 2G and 3G technolo-
gies throughout the country.

In October 2010, Anatel started Bid No. 002/2010-PVCP/
SPV, which auctioned off sub-band H (1.9/2.1 GHz - 3G
band) and 1.8 GHz (2G) band leftovers. On account of re-
strictions defined by Anatel, related to limits for holding
radio-frequencies, current SMP providers, with operation
in 1.9/2.1 GHz band, have not been qualified to the sub-
band H auction.

The impossibility of current SMP providers’ participation
in sub-band H auction, allowed Nextel to buy a national
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3G coverage and a 2G presence, in Region | of the PGA,
summing a total of R$ 1,421.3 million investment.

As a result of its participation in the Bid, TIM, with an R$
81.8 million investment, will be able to expand its 2G cov-
erage and intensify its presence in the Northern region of
the country and in the States of Parand, Santa Catarina
and Minas Gerais, areas that have been recording strong
economic growth.

Continuing the process of fulfilling the commitments of
coverage resulting from Bid No. 002/2007/SPV, TIM, in
2010, completed telephony implementation in 271 mu-
nicipalities, completing service in 460 municipalities with
less than 30,000 inhabitants, which had no mobile cover-
age, started in 2008.

6.4.2. Integration with Intelig

INTELIG acquisition started the geographic overlapping
resolution process of STFC rendering grants, in Local,
National Long Distance and International Long Distance
modalities, held by TIM CELULAR and INTELIG.

Current regulation prevents a Group from holding more
than one grant to provide STFC, for which Anatel has
given the Group the 18-month period from the date of
completing the corporate operation, in other words, up
to June 30, 2011, to close the grant overlapping.

6.4.3. VU-M (MTR) and Wholesale Market
Interconnection among telecommunications service pro-
viders is mandatory, allowing users of collective interest
telecommunications services (especially, STFC, SMP and
Specialized Mobile Service — SME) origination and termi-
nation of calls between different providers.

In the case of SMP, Anatel has established that, when-
ever a provider network is used to originate or terminate
calls, it will be entitled to receive the SMP Network Use
Value (VU-M), freely agreed upon between parties.

In the scope of its participation in Bid No. 002/2007/SPV,
which ensured to it radio-frequency use authorizations in
3G sub-bands, Anatel has determined TIM the adoption of
a single VU-M per SMP — PGA General Authorization Plan,
with effectiveness as of November 1, 2010, freely agreed
upon between providers (Order No. 8.849/2009-CD).

In October 2010, Anatel approved Public Hearing No.
37/2010, which proposes a reduction mechanism of fixed-
mobile call values(VC-1) of STFC operators, by applying a
10% reduction, in 2011, and 10%, in 2012, on Telecom-
munications Service Index — IST. Indeed, this negative
rate readjustment VC-1 would be accompanied by new
negotiations for VU-M agreement, possibly followed by
arbitration proceedings with Anatel.

Concurrently, Anatel approved Public Hearing No.
50/2010, in late December 2010, proposing deep changes
to dedicated line industrial exploitation — EILD (Explora-
cao Industrial de Linhas Dedicadas) market, disciplining
mechanisms for transmission circuit contracting operating
structure optimization, in order to increase the transpar-
ence of contracting costs and allow equal treatment to
independent grantee Group providers.

Public Hearing No. 50/2010, which will be available for
comments up to March 18, 2011, opens discussions
about upgrading the wholesale market, which should end
up by publishing the ceneral Competition target plan —
PGMC (Plano Geral de Metas de Competicao).

Currently in analysis phase by Anatel’s Board of Direc-
tors, the PGMC should gather regulatory asymmetry
standards, especially in the EILD (transmission infra-
structure) market, in order to provide greater competi-
tion in retail markets and equality in the fixed wholesale
market, improving the regulation model supported by the
definition of Significant Market Power — PMS in consid-
ered relevant markets.

6.4.4. Cost Model

The implementation of a cost model by Anatel has been
developed since March 2005, with publication of Reso-
lution No. 396/2005, which approved the Account Sepa-
ration and Allocation Document — DSAC (Documento de
Separacéo e Alocacdo de Contas), with a view to pricing
STFC and SMP interconnection, as well wholesale market
inputs, especially dedicated lines (EILD) and unbundling.

In continuity to the process for its effective implementa-
tion by Anatel, on September 17, 2010, the International
Telecommunication Union (UIT) started the international
consultancy bidding process that will be responsible for
formatting the cost modeling, which should be completed
still in the first o semester of 2011, according to estimates
disclosed by Anatel.

The optimized cost model implementation was one of the
short-term targets set forth in the PGR, with completion
expectation for October 2010, however, its technical com-
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plexity indicates that it will only be actually employed by
Anatel to set rates and prices in 2012.

6.4.5. MVNO (Mobile Virtual Network Operator)

In November 2010, Anatel published Resolution No.
550/2010, which disciplined SMP exploitation activity
through a virtual network (MVNO, Mobile Virtual Network
Operator). SMP provision through a virtual network will
be conditioned to prior commercial agreements between
SMP providers in operation and new entities interested in
MVNO, which may take place through the figures of Virtual
Network Accredited and Authorized.

The Virtual Network Accredited (Credenciado) will work
as an SMP Provider partner, through a Representation
Agreement between the Accredited and Provider, be-
ing forbidden to formalize a Representation Agreement
with more than one Origin Provider in a certain Area
of Registration. Whereas the Virtual Network Authorized

(Autorizado) will work as a new SMP provider, its direct
competitor, in a business model that requires prior net-
work sharing agreement with an SMP Provider, being fea-
sible the sharing of a network with more than one SMP
Provider in a certain Area of Registration.

With MVNO regulation, concrete application of standards
reveals an entrance opportunity into the market of new
providers that have no radio-frequency right of use au-
thorizations in certain regions, expanding their operation
area, as well as entrance of new competitors, stimulating
an increase in the completion level.
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TIM’S STRATEGY

More people, talking more, connected.

TIM has a unique and innovative strategy in the national
telecom landscape and thinking this way we are pre-
pared to compete in such important market to our soci-
ety and to the Brazilian economy.

Only in 2010 were invested over R$2.8 billion, mainly
aiming to expand our network capacity ensuring a better
quality of our services and greater customer satisfaction.

The year of 2010 was also critical to conclude an impor-
tant movement that began in late 2009, the integration of
Intelig. It was from this integration that TIM could offer to
their customers a service proposal with an unexplored
concept of “One Country One Rate”. It was also the
transport network infrastructure of Intelig that allowed
the company to boost data creating once again innova-
tive offerings, such as the Infinity web.

'»

More people

Thinking of providing a competitive environment where
everyone could have access to a mobile telecom servic-
es, the company encouraged sales of unlocked handsets
and offered services that add value to the user. This way
TIM was the operator that most improved in 2010, add-
ing 10 million new customers to the community TIM, the
largest in Brazil, and reaching a base of 51 million cus-
tomers. Thus contributing greatly to that more and more
people could have access to a quality mobile telecom
service anywhere in the country.

Talking more

TIM with its innovative way of thinking and acting
launched in late 2009 the Infinity and Liberty, two plans
that were developed from a unique concept in the mar-
ket, starting to charge per call instead of per minute. It
also established a fixed price for calls from TIM to TIM
and toppled the barriers of interconnection. With the
concept of “One Country One tariff”, the company dou-
bled the total outgoing traffic over 2009 and in June 2010
became the leading operator in national LD traffic in Bra-
zil. Today, with the average minutes per user over any

©iStockphoto.com/poba
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other competitor, TIM is the only operator to achieve the
maximum in Anatel’s network quality indicators for 10
months in a row, which represents higher quality for the
customer to establish and to receive calls.

Connected

To meet growing demand for Internet access TIM has
been prepared for almost two years, and in mid-August
2010 began what would be one of the biggest success
in terms of sales and public acceptance, the launching
of the prepaid plan for mobile Internet access for only
R$0.50 per day. In just four months, Infinity Web already
reached 1 million users per day (4x value higher than be-
fore the launch of the offer).

Based on quality, innovation and convenience, which
were the core attributes present in TIM’s strategy, the
company achieved the objectives for 2010, creating val-
ue for shareholders, customers and all stakeholders. For
2011 the company expects even greater challenges that
will surely be overcome by the energy of its employees
and the strength of brand TIM.
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8. Investments and Perspectives
Investing to improve guality and customer satisfaction.

During 2010, TIM invested significantly on several fronts
to improve the quality of services and caring provided to
its customers and also to strongly support its marketing
strategy based on encouraging the use of voice services
(local and long distance) and data.

The results from these investments are evident looking
at the achievement of 100% of Anatel’s network quality
targets for 11 of the 12 months of the year (in February
the indicator was 99.5%). Due to this, TIM assumed the
leadership of quality Network, surpassing other competi-
tors. Moreover, the company reached the lowest levels in
the indicator of drop call, with an average of 0.6% in the
last quarter of the year, and the highest levels in the call
completion rate, see chart below.

iStockphoto.com/fotoVoyager
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ANATEL NETWORK QUALITY

80.2
% 1.05

Drop calls
(Goal <2.0%)

Originated calls
Completed 75.3
(Goal >67.0%)

0.62 0.62

060 060 060 0.61

Dec-09 Jan-10 Feb-10 Mar-10 Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10

Overall Network 100% 100% 99.5% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

The performance highlights the commitment of TIM to
provide an excellent quality of service, even with a strong
growth in voice and data traffic in the period, leverage on
the success of the new portfolio of offerings.

Investments, in 2010, totaled R $ 2,836 million, which
represented the same level of 2009 in percentage of net CAPEX (R$ MILLION)

revenues (19.6% vs. 19.7%), but in absolute terms there

was a small increase. Considering only the network, in- 19,7% 19,6%
vestments increased 28.9% YoY, especially in capacity/
expansion of 2G and 3G deployment. Investment in tech-
nology infrastructure (IT + network) reached 81% of the
total, see chart below.

2,702

Looking ahead, the company sees the need to main-
tain the level of investment, so high levels of quality are
assured to customers, in order to seek continuous im-
provement of satisfaction. Focusing in this path, TIM
proposed to invest about 8.5 billion reais for the 2011-
13 triennium. @ Network @ IT @ Others —o— % of net revenues
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OPERATING PERFORMANCE

Strong addition of new customers, creating a
community of 51 million users.

TIM’s total subscriber base closed 2010 with 51.0 million
lines, a 24.1% growth if compared to 2009, with a 25.1%
market share.

TIM added 9.9 million new customers to its base in 2010,
being 4.1 million lines in the fourth quarter only, nearly 3
times more than the 1.5 million of 2009 fourth quarter. This
figure accounted for 34.2% of total net additions of the
market in the year.

This performance is the result of the Company’s reposi-
tioning and the great response to the new plans, reflect-
ing in the highest already reached level of gross additions,
being 28.6 million lines in the year (+38.3% A/A) and 9.3
million in the quarter (+53.8% A/A).

The prepaid base reached 43.5 million users (25.7% over
2009), while postpaid reached 7.5 million users in the
quarter (15.7% over the recorded in 2009).

MOU (average monthly minutes per user) reached 116
minutes in 2010, and in the last quarter reached 129 min-
utes (30% YoY growth), in reflex to strong usage incentive
based on the community concept offers.

ARPU (Average Revenue Per User) was R$23.7 in 2010,
a 10.8% reduction if compared to 2009. The drop is ex-
plained by the reduction in postpaid mix in the period and
drop in incoming revenue.

CUSTOMER BASE AND MARKET SHARE

(MILLION OF LINES) 25.1%

24.5%

DEC/09 MAR/10 JUN/10 SEP/10 DEC/10

Customer Base —e— Market Share
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10. Financial Performance and Capital Market
Reconciling revenue growth and profitability increase.

10.1. Financial Performance

Gross service revenues was R$18,761 million in 2010, an
8.5% expansion when compared to 2009. Gross product
revenues totaled R$1,558 million, which represents a
9.3% YoY reduction. Total gross revenues expanded
6.9% reaching R$20,319 million.

Total net revenues was R$14,457 million in 2010 (a 5.2%
YoY expansion), while net service revenues totaled
R$13,572 million (6.1% growth over 2009), mainly
impacted by voice revenues expansion (local and LD).
Net product revenues totaled R$886 million in the year, a
7.6% drop in relation to the previous year, reflecting TIM’s
strategy of SIM-only sales.

NET SERVICES REVENUE (R$ MILLION)

12,788 13572

2009

2010 1Q10

2Q10

3Q10

2010 operating costs and expenses totaled R$10,264 mil-
lion (a slight 0.6% YoY expansion). In spite of the com-
pany’s operation expansion, which ended up increas-
ing marketing lines (+3.4%) and sold cost (+10.9%), the
company’s efficiency plan reduced costs with personnel
(-7.5%) and provisions for doubtful accounts (-25.9%). The
SIM-only strategy also contributed to maintaining cost lev-
els, because it reduced the amount of subsidies that the
company granted. General and Administrative costs and
Network and Interconnection remained practically stable in
relation to 2009. In addition, there was a decrease of 6.2%
in the Other Expenses line.

OPEX (R$ MILLION)

10,264

10,206

2,642 2,724

//’--

1Q10 2Q10 3Q10 4Q10

2009 2010
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EBITDA totaled R$4,194 million in 2010, an 18.4% growth
compared to 2009, reaching the 29% margin in the year.
Accumulated 2010 EBITDA was the highest ever reached
by the company, and margin evolution (2009 closed with a
25.8% margin) proves that the company has been able to
reconcile revenue growth with profitability increase.

EBITDA AND EBITDA MARGIN (R$ MILLION)

29.0%

2009 2010 1Q10 2Q10 3Q10 4Q10

EBITDA —e— EBITDA Margin

2010 net profit totaled R$2,212 million corresponding to a
176% growth in comparison to figures recorded in 2009.
The jump is due to the usage of tax credits that the company
has with tax authorities that totaled approximately R$1,2
million and positively impacted the result.

NET INCOME (R$ MILLION)

2,212

55 126 147

2009 2010 1Q10 2Q10 3Q10 4Q10

Investments reached the amount of R$2,836 million, 6.2%
higher than in 2009. In 2010, Capex was mainly focused
on network coverage and capacity to withstand traffic
increase. In relation to 3G, TIM kept the strategy on right
on spot coverage, focusing on greater density areas and
providing superior service quality.

28.0%
CAPEX (R$ MILLION)

19.6%

2009 2010 1Q10 2Q10 3Q10 4Q10

CAPEX —e— CAPEX (% Total Net Revenue)

Gross debt accumulated R$3,378 million total (of which
72% long-term) in 2010. There was a substantial debt
reduction if compared to 2009 (which was 4,240) due,
mainly, to loan operations that matured during the year
and were not renewed. The Company’s debt consists of
long-term loan operations with BNDES (National Bank of
Economic and Social Development), BNB (Northeast Bank
of Brazil) and EIB (European Investment Bank), as well as
loans from other local and international financial institutions.

Approximately 22% of total debt is denominated in foreign
currency (Dollar), being 100% hedged in local currency.
Average debt cost was 10.06% at the end of 2010,
compared to 9.67% cost at the end of 2009, following the
upward trend in Selic in the period.

Cash available reached R$2,394 million, resulting in a
net debt position (gross debt — cash available) of R$984
million, a reduction of over 40% A/A.

GROSS DEBT (R$ BILLION)

4.2 /

22% in foreign currency;
100% hedged;

72% in long term;

10% of cost of debt:

1.7
1.0
. N
2009 2010
NetDebt M Cash + Cash Equivalents
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2010 INCOME STATEMENTS (IFRS)

(R$ THOUSAND)
oo ool oo el o]
Gross Revenues 4,638,451 4,942,702 5,172,709 5,565,433 20,319,295
Gross Revenues Telecommunications Services 4,352,230 4,563,196 4,748,624 5,097,335 18,761,385
Telecommunications Services - Mobile 4,083,120 4,248,259 4,409,695 4,739,065 17,480,139
Usage and Monthly fee 2,038,988 2,143,273 2,250,890 2,478,825 8,911,976
Value added services - VAS 484,153 550,228 564,886 642,263 2,241,530
Long distance 570,508 591,451 586,281 626,101 2,374,341
Interconnection 918,789 902,224 922,687 935,665 3,679,365
Others 70,682 61,083 84,951 56,211 272,927
Telecommunications Services - Fixed 269,110 314,937 338,929 358,270 1,281,246
Gross Revenues Handset sales 286,221 379,506 424,085 468,098 1,557,910
Discounts and deductions on Gross Revenues (1,342,412) (1,383,721) (1,495,928) (1,639,784) (5,861,845)
Taxes and discounts on services (1,175,830) (1,213,212) (1,330,370) (1,470,347) (5,189,759)
Taxes and discounts on handset sales (166,582) (170,509) (165,558) (169,437) (672,086)
Net Revenues 3,296,039 3,558,981 3,676,781 3,925,649 14,457,450
Net Revenues on services 3,176,400 3,349,984 3,418,254 3,626,988 13,571,626
Net Revenues on Products 119,639 208,997 258,527 298,661 885,824
Operating Expenses (2,348,956) (2,548,904) (2,641,686) (2,724,309) (10,263,855)
Personnel expenses (153,200) (147,520) (139,798) (146,204) (586,722)
Selling & marketing expenses (790,155) (854,498) (935,325) (903,187) (3,483,165)
Network & interconnection (1,022,261) (1,044,935) (1,075,302) (1,084,544) (4,227,042)
General & administrative (112,179) (125,981) (122,652) (123,797) (484,609)
Cost Of Goods Sold (135,645) (231,867) (274,594) (383,985) (1,026,091)
Bad Debt (92,627) (90,458) (69,397) (58,016) (310,498)
Other operational revenues (expenses) (42,889) (53,645) (24,618) (24,576) (145,728)
EBITDA 947,083 1,010,077 1,035,095 1,201,340 4,193,595
EBITDA Margin 28.7% 28.4% 28.2% 30.6% 29.0%
Depreciation & amortization (779,670) (771,445) (755,545) (686,801) (2,993,461)
Depreciation (366,623) (370,010) (367,651) (344,370) (1,448,654)
Amortization (413,047) (401,435) (387,894) (342,431) (1,544,807)
EBIT 167,413 238,632 279,550 514,539 1,200,134
EBIT Margin 5.1% 6.7% 7.6% 13.1% 8.3%
Net Financial Results (70,916) (58,911) (58,839) (56,791) (245,457)
Financial expenses (98,957) (98,828) (86,579) (96,137) (380,501)
Financial income 55,944 58,600 52,656 69,471 231,671
Net exchange variance (27,903) (13,683) (24,916) (30,125) (96,627)
Income before taxes 96,497 179,721 220,711 457,748 954,677
Income tax and social contribution (41,916) (53,757) (74,188) 1,426,899 1,257,038

Net Income 54,581 125,964 146,523 1,884,647 2,211,715
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10.2. Capital Market

TIM Participacdes S.A. common shares are traded on Séo
Paulo Stock Exchange (Bovespa) under code TCSL3, and
preferred shares under code TCSL4. The Company also
has an de American Depositary Receipts (ADRs) program
in the U.S. market, which are traded under code TSU on
the New York Stock Exchange (NYSE).

The Séo Paulo Stock Exchange Index (Ibovespa) closed
2010 quoted at 69,304.81 points, accumulating a 1.04%
valuation when compared to the same period in the
previous year. Over the year, Bovespa presented an
average daily traded volume of R$ 4.72 billion, 10.6%
lower than in 2009.

Dow Jones Industrial Average (DJIA), main NYSE index,
accumulated in the year an 11% gain, closing 2010
quoted at 11,577.51 points.

In2010, TIM traded shares totaled a financial volume of
R$ 6,806.2 million, representing a daily average of R$
27.6 million. On New York Exchange, TIM ADRs reached
a total volume of US$ 3,184.1 in the year, a daily average
of US$ 12.6 million. The Company closed the year with its
common and preferred shares quoted at R$ 6.81 and R$
5.51 on Bovespa, accumulating a 4.76% devaluation and
7.62% valuation, respectively, while ADRs reached on the
NYSE the quotation of US$ 34.14, a 14.9% valuation in
the year cumulative.

DEC-09 JAN-10 FEB-10 MAR-10 APR-10 MAY-10 JUN-10
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11. Services, Products and Caring
Finding innovative ways to create value to its clients.

TIM’s strategy is strongly based on understanding and seg-
mentation of its customer base. Segmentation allows pro-
viding and offering products and services, thus meeting the
different profiles of our customers: consumer and business.

11.1. Consumer Solutions

2010 was a year of consolidation and evolution of TIM’s
offering portfolio was completely renovated in 2009. Thus,
the company remained with the positioning of an operator
that makes “Plans and Promotions that Revolutionize. The
portfolio is based on a concept and an innovating scheme
in the Brazilian market, such as the tariff per call, the long-
distance barrier break and unlimited use, always exploring
the TIM community concept, which relies on more than
51 million lines countrywide. The launchings over 2010
sought to explore and develop further these benefits.

Main Plans

> Infinity (pre or post), the customer is only charged for the
1st minute of each call to any TIM number and he talks as
long as he wishes, in other words, payment is no longer
per minute, but per call;

> TIM Liberty Plan, for a monthly flat fee, customers may
speak unlimited with any TIM number, with no call restric-
tion and call duration;

> ‘Da Vinci’ Plan, is a single offer where use is unlimited in
both voice and data by cell phone, in addition to counting
on exclusive service and telephone set portfolio.

In the prepaid segment, TIM started the year by encourag-
ing ‘Infinity Pré’ plan through the 25-cent promotion (lo-
cal and long-distance using CSP 41), which drove the use
and growth of the customer base.

Focusing on Mother’s Day (an important date for the sec-
tor) and taking advantage of the World Cup period, the
Company launched an offer that associated the Brazilian
Team theme with an aggressive business condition. Still
in the second quarter TIM launched a set of offers that
worked both pre and post paid segments, called “TIM
Turbo”. This set of packages aims to power up the plans
with even more interesting benefits on three fronts: inter-
net, messaging and voice. In the case of voice pre, two
unlimited call packages are offered to “favorite” numbers
for a certain time, by paying an admission fee.

©iStockphoto.com/UltraONEs
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On another commemorative date, the Father’s Day, TIM
kept its offers launched up to that date, and reinforced its
communication to promote Infinity Pre 25 cents offer for
local and LD.

For the fourth quarter, ‘Infinity Mais’ offer was launched in
the segment, which expanded the benefit of charging per
call, for termination in fixed lines, charging 50 cents per
call. This offer along with ‘Infinity Web’ were the major at-
tractions for the Christmas campaign, enabling an expres-
sive result of net additions in the fourth quarter.

‘Infinity Web’ promotion, consists of a month of free inter-
net use in ‘Infinity Pré’ plan and after this period, 50 cents
a day is charged for unlimited internet access use over the
cell phone. This offer, which will be detailed further ahead,
served as a catalyst so that ‘Infinity Pré’ plan would gain
even more differentiation in face of the competitors.

For the postpaid segment, 2010 started by launching ‘In-
finity Zero’ plan, an innovating plan with no monthly sub-
scription — the customer only pays for monthly utilization
and can also rely on Infinity plan benefits (charge per call,
for local and LD calls using code CSP41). Still in the seg-
ment, TIM also launched in the first quarter “Liberty+100”
plan, with a very competitive subscription in the SIM-only
offer (without cell phone subsidy). This plan includes the
same benefits of the Liberty plan, but it also includes 100
minutes for calls outside TIM network and also includes
unlimited calls for Radio users.

In the second quarter, ‘TIM Turbo’ was also launched for
post plans and the available packages for voice were: ‘Pre-
dileto Local and ‘Predileto DDD’, which offered unlimited
calls to fixed or mobile TIM numbers through a monthly
subscription. Additionally, other package options were
launched for calls outside TIM network for “Liberty” plan.

For the third quarter, TIM kept its postpaid offers launched
early in the year, and created new services, such as ‘Infin-
ity Family’, which offers free and unlimited calls between
family TIM numbers, including calls to ‘TIM Fixo’. Thus, it
is possible to take advantage of all “Infinity” plans’ ben-
efits (each family member chooses his) and also speak
free of charge to each other. Still in post paid, ‘“TIM Turbo’
was increased with new packages for Liberty customers,
these packages are focused on expanding the community
with whom you can speak in unlimited manner, therefore

against a reduced monthly payment Liberty user may
speak unlimitedly with radios.

Closing the year, in postpaid, ‘Infinity Mais’ promotion
was also launched, which offers calls to fixed phones for
the amount of 50 cents per call. Once again the intensive
usage strategy was reinforced, offering differentiated ben-
efits to TIM customers. Another offer that boosted sales
in post, were ‘Combos Liberty’ that brought Liberty plan
benefits along with Liberty Web promotion, which gave 6
months of unlimited free internet access when the cus-
tomer bought a new handset (without subsidy).

During 2010, TIM maintained TIM SIM-only strategy,
where customers may choose discounts in service in-
stead of subsidy on the handset. Therefore, it is possible
to reduce even more the dependence of this offer model,
and strongly signal to the market that it is possible to
offer differentiated services at competitive prices and
make handsets available without necessarily giving them
free to customers.

The consolidation and evolution of offers have allowed
TIM to present an improvement in operational indicators.
It sales reached a record level of 28,638million lines in
2010, the new offers had great acceptance in the market
and it was possible to keep accelerating fixed to mo-
bile substitution, substantially increasing usage(MOU -
Minutes Of Use - closed the year at 129 minutes). We
will follow on the same path in 2011, through innovat-
ing launchings and pushing customers’ usage, always
maintaining the quality of service.

11.2. Business Solutions

In 2010, TIM maintained the differentiation and innovation
strategy in the business segment. The focus was to offer
functional solutions to all use profiles, with simplicity, sa-
vings and convenience, These attributes constitute TIM’s
strategy for the corporate segment. In 2010, TIM launched
innovating plans and services to serve from individual mi-
cro-entrepreneurs to major corporations.

To that end, it launched two new voice families of plans:
‘TIM Liberty Empresa’ and ‘“TIM Empresa Mundi’, focused
on corporate market users’ main communication needs.

‘TIM Liberty Empresa’ plans follow the community con-
cept and the customer may speak to more than 51 million
people all over Brazil at no additional cost. All calls to any
TIM cell phones are free and unlimited, either to TIM pre-
paid or postpaid numbers. In this plan, the customer also
may choose between 5 packages of minutes to speak to
customers from other operators. Liberty offer in the cor-
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porate segment, has allowed companies to have immedi-
ate savings in the communication among their employees,
customers and suppliers, through free and unlimited com-
munication throughout their ecosystem.

‘TIM Empresa Mundi’ family of plans is the economic, dif-
ferentiated and innovating alternative, which allows using
the package of minutes in calls to any direction. ‘TIM Em-
presa Mundi’ is the only in the market with these features. In
this plan, there are four individual minute package options
to make local, national and international long-distance calls
to more than 20 countries with code 41, without charging
national roaming, and rates are from R$ 0.25 a minute.
Through this plan, TIM has served in differentiated and in-
novating manner companies that had need for international
calls, such as consulting firms, import/export companies
and multinational companies. Furthermore, it has allowed
telephone bills no longer to be a surprise at the end of the
month, ensure cost control and reduction.

Still in 2010, TIM launched ‘Liberty Web Empresa’ offer,
which offers 6 months of free internet access through the
cell phone. This allowed companies to acquire full voice and
data solutions through smartphones. Currently, a important
part of sales for the corporate segment comes out with an
active internet service over the smartphone. All customers
who purchases this solution receive free of charge ‘Mentor
TIM’, a one-to-one training in person or by telephone that
guides the customer to use all the resources of his new
smartphone and data solutions. In late 2010, ‘Mentor TIM’
completed, more than 100 thousand trained TIM users.

Reinforcing ‘TIM Empresa Simples’ strategy, launched in
2009, which offers a simple and complete fixed telephony,
mobile telephony and internet, TIM launched in 2010 new
combos, including fixed sets and modems at no cost to
its customers.

Last year, TIM also launched differentiated offers for dif-

ferent company sizes, being a simple and compact offer
for Individual Micro-Entrepreneurs, for instance, and a
more attractive offer for the Medium-Size Company seg-
ment, which requires a greater volume of cell phones and
smartphones.

11.3. Value Added Services (VAS)

In 2010, revenues originating from VAS services account-
ed for 12.81% of gross service revenue, with a growth
of approximately 20% in the year. Value added services
had a constant presence in TIM’s launching agenda to the
market, reaching its apex in the third quarter, when the
major data concepts were launched in 2010: ‘Infinity Web’
and ‘Liberty Web’.

INFINITY WEB USERS

4x

The number of unique users grew four
times, reaching 1 million per day by
Oecember.

These concepts are focused on internet use over the cell
phone (webphone or smartphone), which was outlined
as TIM’s main strategy in data services since early 2010,
still with the first offers that sought to encourage micro-
browsing and social network utilization. ‘Infinity/Liberty
Web’ offers bring the same unlimited use possibility as
voice plans of the same name. Infinity Web is focused
at prepaid public and Liberty Web focused at postpaid
customers:

> ‘Liberty Web’, postpaid data plan launched on Father’s
Day, which consists of offering first-class unlocked smart-
phones to new customers or not. For this promotional
combo, customers have six-month of free Internet ac-
cess. Smartphones may be paid in 12 installments with
a credit card. A version for corporate customers has also
been launched - “Liberty Web Empresa”.

> ‘Infinity Web’ is a daily, unlimited internet access for a
flat fee (R$0.50 per day). TIM encourages migration of in-
ternet cafe users to mobile internet, with “any time any
place” concept for a more competitive fare. It is important
to remark that the handsets purchase option via credit
card makes easier to the target audience (lower income
class) to fit into their budget. ‘Infinity Web’ offers the ser-
vice as a trial, free of charge during one month.

Since the launch of ‘Web Infinity’ to the end of 2010, there
was a growth of about four times the number of unique
users (customers who had at least one connection on a
day), reaching on December 1 million users per day .

TIM has also created new promotions to encourage the
use of SMS and mobile internet. In ‘TIM Turbo’, custom-
ers pay to use unlimited data services and SMS during a
period of time, according to the chosen plan. Additionally,
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in partnership with three other major mobile telephony op-
erators, TIM has launched ‘Torpedo Campeédo’ promotion
that seeks to leverage SMS use in Brazil.

There have also been investments to expand social net-
work use through partnerships with Facebook, Twit-
ter and Orkut. In 2010, Twitter SMS, Facebook SMS,
O.FACEBOOK.COM, Orkut SMS services were launched,
among others services. The search to make social net-
work access simpler and direct showed to be a successful
weapon to conquer customers.

In the corporate market, TIM, has launched BES Express
solution, which allows corporate customers to synchro-
nize, through Microsoft Exchange, their e-mails, calendar,
contacts, personal e-mails, in addition to accessing the
Internet, view and edit documents. This free solution sim-
plifies the life and reduces small and medium-size compa-
nies’ costs, because it does not require the purchase of a
BES server to offer the benefits of a full pushmail solution.

Complementing BlackBerry service offer to corporate
customers, ‘BlackBerry Liberty’ combos were launched,
in which the customer enjoyed all ‘Liberty Empresa’ plan
benefits, unlimited Blackberry BIS service, BlackBerry In-
ternational and unlimited SMS. This offer provides unlim-
ited voice and data use in Brazil and abroad for a quite
aggressive price.

11.4. Handsets and Applications

In relation to handsets, TIM has kept selling phones fol-
lowing the SIM-only strategy started back in 2009. Cus-
tomers may purchase unlocked handsets, in12 install-
ments without interest, from our complete and innovating
handset portfolio. During the first quarter, the Company
launched the new ‘Motorola Quench’, with ‘Android’ tech-
nology and ‘Motoblur’ technology, and ‘Samsung Blue
Earth’, an eco-friendly phone.

TIM has maintained the strategy of cutting subsidies, fo-
cusing its actions on service rendering instead of subsi-
dizing cell phone purchase. Therefore, with the appear-
ance of the first data offers focusing on micro-browsing
and social networks for the prepaid public, TIM has intro-
duced the webphone concept — handsets with QWERTY
keyboard, or touch screen, with good internet support,
but without all functionalities of a smartphone — at non-

subsidized quite competitive prices. Over the year, web-
phones have been gaining space in the portfolio and in the
sales of handsets.

In the second quarter of 2010, taking advantage of the
World Cup wave, Samsung Live Star set, which already
comes with a digital TV was launched, so that people
could watch World Cup matches through their cell phone
at no cost. In addition to this launching, TIM presented
the mobile version of its virtual application shop, “TIM
AppShop”. This shop became more accessible through
a WAP environment making purchase by the user much
simpler and quick. Inside “TIM AppShop” the Customer
has access to a catalog of applications to buy or sign up
and download directly to his cell phone, increasing its
functionalities and facilitating and entertaining the day by
day of its customers.

In the third quarter, all attentions were turned to the
launching of iPhone 4 and TIM, once again, left ahead
of its competitors in launching events. TIM stores of
major shopping malls throughout Brazil opened at mid-
night and one minute of official launching day by Apple
to make iPhone 4 sales. Lines were formed at all stores
to buy the new gadget and the events drew the attention
of the entire media.

The fourth quarter was of great movement, because in
addition to keeping updating its portfolio by launching
smartphones such as Motorola Milestone 2 and Nokia N8,
TIM launched the tablet Samsung Galaxy Tab.

TIM also launched an extended warranty service, which
enables the customer to extend the manufacturer’s war-
ranty by 12 months. This warranty protects the product
from functional defects, repairing or exchanging the hand-
set for an equal or similar one. The price ranges according
to the phone for which the service is being contracted.

11.5. Data Offer

In the third quarter TIM’s mobile broadband offer was
reaunched, the ‘Novo TIM Web’. This marked the intro-
duction of an innovating concept into the Brazilian mar-
ket, because internet access was no longer charged by
megabytes in order to be based on connection time. The
purpose of breaking this paradigm was to find a more
transparent manner so that the customers would be
able to monitor their account and use more easily. As
a launching offer, internet access is free from Oh to 8h.

Still in the third quarter, TIM launched ‘TIM Communica-
tor’, a dialer that in addition to making data connection
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through the mini-modem can make prepaid recharges,
WI-FI Package subscription and access TIM WI-FI, TIM
Music Store, TIM Games, TIM Café, Facebook, Twit-
ter, Orkut and MSN services in addition to sending and
receiving SMS.

11.6. Long-Distance Offer

In long-distance, TIM has maintained its strategy to in-
crease CSP 41 market share in its customer base and pro-
mote long-distance traffic migration from fixed operators
to TIM, maintaining its high-value customers’ loyalty and
retention. To that end, TIM has kept long-distance incor-
porated to its main offers in 2010.

With focus on offers such as ‘Infinity’ and ‘Liberty’, TIM
stimulated LD traffic among its 51 million subscribers,
benefiting from its voice network differential present in all
Brazilian states. Both plans allow users to speak in un-
limited manner to any TIM number in the country through
code 41. In ‘Infinity’ plan only the first minute of each call
is paid, and in “Liberty” plan a subscription that allows an
unlimited amount of calls is charged.

Additionally, several direct marketing actions have been
conducted, promotions for new customers and segment-
ed communication initiatives, such as for example, broad-
casting vignettes at airports and renovation of material at
points of sale in order to stimulate CSP 41 use.

11.7. International Roaming

In the scope of International Roaming offer, in 2010,
shared roaming packages were launched to the corporate
public of 250, 500 and 1000 minutes, and to consum-
er public the special 100-minute package to the United
States (cheaper package for use in this country).

In addition to these, in October, the air service aboard
national aircraft in partnership with operator On air was
lauched. The latter closed a contract with TAM and now
TIM customers have the voice and data service aboard
any aircraft that has the system installed.

TIM has also kept its differentiated voice and data pack-
age services for use overseas. For individual customers
the “First Call Free” concept has been maintained, which
makes three minutes available in the first received or origi-
nated call on international trips, and for prepaid custom-
ers there has been aggressive price offer to encourage
utilization. In the case of corporate customers, unlimited
Blackberry service overseas has continued with great ap-
peal, because TIM makes a specific monthly data pack-
age for this service, enabling unlimited GPRS/EDGE/3G
connection in all countries where TIM has coverage.

LONG DISTANCE MARKET SHARE

H1

TIM reaffirmis its first place in long
distance share of traffic

11.8. Fixed Telephony

Intelig purchase has contributed to strengthen TIM’s
fixed offer, expanding their differentiation and focus
even more. This has been translated into important
launchings in 2010.

The company launched ‘Tim Fixo Pre’, a fixed voice sys-
tem intended for prepaid users (with no monthly fee or
minimum recharge requirement). In order to promote its
new offer, TIM prepared ‘Recarga Bonificada’ promo-
tion, where the customer received 10 times the recharge
amount to use in local or intra-network calls (fixed and
mobile). This new product reinforces TIM’s converging
product portfolio, adding an attractive and simple solution
to residential fixed telephony.

In the third quarter of 2010, the company expanded its
‘TIM Fixo’ portfolio with a new plan called ‘“TIM Fixo Mais’,
which consist of a R$39.90 monthly fee (R$20 for ported
customers) for 1,000 minutes for any fixed-to-fixed call.
Furthermore, TIM has promotionally added to all its fixed
post-paid customers, (new and current) free tariffs to 3
mobile TIM numbers till the end of the year.

11.9. Commercial Operations

TIM has a broad distribution channel of simcards and re-
charge sales in all Brazilian states, consolidating its na-
tional presence since 2002. The Company counts on more
than 9 thousand points of sales, among premium stores
and dealers (exclusive or multi-brand), in addition to rely-
ing on the capillarity of major retail chains. Our prepaid
service customers rely, in addition to traditional points of
sale, on alternative recharge channels, such as supermar-
kets and newsstands, totaling about 398 thousand points
spread all over Brazil.
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Year 2010 was of consolidation for the Commercial area.
The changes made in 2009 underwent some adjustments
and the go-to-market model that resulted in growing sale
volumes over the previous year was deepened, climax-
ing with a new sales record in 2010. Alternative channels
for prepaid simcards sales also had a fundamental impor-
tance to building this result.

TIM, in 2010, reached the mark of 28.6 gross additions,
being 25.2 million prepaid and 3.4 million postpaid ac-
cesses. These figures represent a 38.3% growth in rela-
tion to 2009 (41.2% in Pre and 20.6% in Post).

On Prepaid side, the main growth engine keeps being
‘Infinity Pré’ plan, launched in 2009, and had its value
proposal increased by the launching of innovating offers
such as ‘Infinity Mais’ (voice) and “Infinity Web” (data).
Gross addition growth was mainly done through alterna-
tive channels, more economic, which allowed reconciling
sales volume with greater cost efficiency. Recharge rev-
enues grew 18% YoY, with more than 94% of recharges
made by electronic channel. This great electronic chan-
nel performance is the result of TIM PDV project, which
has been implemented by TIM since 2007 and that makes
electronic recharge sale expansion feasible.

Whereas in Consumer postpaid, the differentiated portfo-
lio (‘Infinity’, ‘Liberty’ and ‘Da Vinci’) has been maintained
by launching new innovating voice (‘Infinity Mais’) and data
(‘Liberty Web’) offers, making benefits to customers even
more attractive. TIM has also maintained SIM-only sell-
ing strategy, without loyalty contract, offering discounts
on the monthly fees and handsets payable in 12 install-
ments. This combination has provided a 33% greater per-
formance in gross additions of this segment versus 2009.

In business segment (SMB), the portfolio kept being modi-
fied, focusing its segmentation on users’ needs in order
to better serve its corporate customers. The launching of
‘TIM Liberty Empresa’ and ‘TIM Empresa Mundi’ plans,
allied to maintaining a highly capillary network with over
4,000 salespersons enabled a more constant sales volume
performance over the year, having broken sales records
and several months and closing the year with the greatest
sales volume in the channel’s history (+23% vs 2009).

This business approach along with offer innovations has
allowed TIM to have a strong sales growth in 2010 without
increasing acquisition costs, on the contrary, unit SAC

SALES RECORD

28.b6
million
lines

TIM reached the highest level of gross
adds, in 2010

(Subscriber Acquisition Cost) dropped 36.4% in compari-
son to 2009.

For 2011 the outlook is growth in all segments, focusing
on developing regions with lower performance and im-
proving the efficiency and quality of each channel.

11.10. Customer service

Quality in customer service is one of the priorities of the
new TIM management. In 2010, investments in customer
satisfaction and quality of service rendering continued.

The Customer Satisfaction team follows up users’ remarks
through qualitative surveys and monitoring jobs, in inde-
pendent, objective manner measures, aimed at upgrading
quality and working on correcting processes. To that end,
surveys have been contracted in order to obtain accurate
diagnoses from different situations.

Also in 2010, TIM remained with initiatives aimed at the
dialog with its customers through public and private con-
sumer protection association, firming up a transparence
and creditability relationship.

The outcome of these actions may be verified in the 12%
reduction in the total volume of complaints received
through the several TIM channels and the latest figures
disclosed in the Satisfaction Survey, which presented very
positive results such as the satisfaction of mobile internet
service, either through the cell phone or modems, in ad-
dition to a higher percentage of solved problems for high-
value postpaid customers.
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11.11. Intelig

11.11.1. TIM and INTELIG Synergies

INTELIG acquisition has brought solid benefits to TIM,
through relevant synergies generated with INTELIG’s net-
work. The supplementary infrastructure of INTELIG to TIM’s
network, such as the metropolitan optical fiber network and
its extensive backbone allowed TIM, in 2010, to accelerate
the development of its 3G network and generate important
OPEX. These benefits will still keep being seen next year.

In the commercial scope, the integration between TIM and
Intelig could clearly improve TIM’s competitive position,
especially in the corporate segment, where Intelig has al-
ways operated with a strong presence.

11.11.2. Lines of Business and Commercial Approach
INTELIG has three main lines of business: residential, cor-
porate and wholesale. For the residential segment, it of-
fers local and LD telephone services (CSP 23) in addition
of being an internet provider. For the corporate segment,
it has voice and data offer for all corporate sub-segments,
including government accounts. The company also oper-
ates in the Wholesale market, by selling voice and data
transport to other telecom operators.

In the residential segment INTELIG has invested in the
creation of new sales channels such as telesales and
door-to-door, gaining capillarity in conquering new cus-
tomers. The sales of long distance plans increased signifi-
cantly throughout the year, having beaten, in December,
the record of sales to individual customers, with a volume
of more than 300,000 packages.

During last year, this integration enabled conquering large
government accounts such as Rio de Janeiro and Sao Pau-
lo state governments, in addition to important companies
in several industry segments, leveraging corporate sales.

On the Wholesale front, important transport contracts
have been maintained and the partnership with Sparkle
a Telecom ltalia group company that operates as a voice
and data international transport service provider deepened.

Early in the year, the brand was relaunched, through a
national campaign with the slogan ‘Intelig agora é TIM’,
encouraging the use of Intelig’s long-distance code 23.

Before After

23y intelig

intelig > e

Telecom

11.11.3. Long-Distance Offer

Year 2010 marked the return of investments in commu-
nication of Intelig’s Long-Distance service with code 23,
encouraging competition in a segment that showed to be
lacking novelties. The year started with the Intelig’s 10
years celebration, by launching the ‘Aniversario 10 Anos
Intelig 23’ offering, in which the customer was granted
with a super-promotional tariff of R$0.10/min for Fixed-
to-Fixed national calls, at any time, any day of the week.
The simplification of the concept and aggressiveness of
the offer, allied to Intelig’s presence in the mass media,
multiplied significantly the long-distance traffic using 283.

In the second semester, the offer was reformulated by
taking advantage of the good moment generated in the 1t
half of the year, when the new phase of the campaign was
launched under the motto ‘Ligue 23’. For this new phase
the image of a well-known actor (Selton Mello) was used
to promote the service with fixed to fixed long-distance
calls at R$0.23 per minute any time of the day, breaking
paradigms and changing the use habits of its custom-
ers. A group of 23 countries was also included in this flat
tariff of R$0.23/min for international long-distance calls.
In a direct confrontation with competitors’ prices, ‘Ligue
23’ campaign showed the simplicity and savings of 23,
increasing even more the LD traffic.

11.11.4. Fixed Offer and Data

In the corporate segment, INTELIG has expanded its mar-
ket operation covering not only the Large Account seg-
ment, but also Small and Medium Companies by launch-
ing the ‘Sem Fronteiras 23’ offer in May 2010. This offer
is differentiated because it charges the same rate for local
and LD calls, in addition to extending free calls to any TIM
line (providing savings of up to 50%). For the first time
in its history, INTELIG made an advertising campaign for
this kind of product, reinforcing the group’s intention to
invest in this new operation. Two dedicated internet ac-
cess product, ‘IP Facil’ and ‘IP Max’, with speeds from
1Mbps to 100Mbps were launched to meet the corporate
segment demand for data.

In the residential segment, a pilot was launched in se-
lected neighborhoods of the city of Sado Paulo for a multi-
play service: ‘Intelig Combo’. The service offers fixed te-
lephony along the first high-speed broadband plan with
PLC (Power Line Communication) technology, through a
partnership with AES Eletropaulo.
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Still in the first semester, the Company closed a part-
nership with IBM to offer ‘IBM Lotus Traveler’, a tool
that allows customers to access their email through
IBM Lotus Notes software. The service is directed to
the Large Account clients (1000 largest companies in
Brazil) aimed at promoting corporate support tool mi-
gration to mobile devices.

11.11.5. Network

INTELIG has an infrastructure that allows its customers
to obtain integrated and customized solutions. The com-
pany has an optical fiber network installed from north to
the south of the country (100% digital) totaling over 500
thousand km of optical fiber cables, with an extensive 16
thousand km backbone and metropolitan networks in the
main capitals of the country. Furthermore, the company
relies on telephone exchanges, satellite stations, connec-
tion to large international networks and capacity in main
undersea cable systems.
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12 Intangible Assets

12.1. The TIM Brand and advertising campaigns
12.1.1. The TIM Brand

In 2010, after promoting a revolution in people’s habit to
communicate, launching plans with unlimited communi-
cation concepts, TIM has kept the commitment to inno-
vate and improve more and more the quality of its servic-
es. The outcome: TIM was the company that most grew
in 2010, closing the year with more 51 million custom-
ers. With the ‘Vocé, sem fronteiras’ subscription, it has
consolidated its positioning as the company that thinks
differently, believing that it can add advantages not yet
experimented by the Telecom market up to the moment,
leveraging its customer to the maximum. Maintaining its
innovating portfolio, with plans that allow speaking more
and paying less such as ’Infinity’ and another one with
unlimited communication proposal such as ‘Liberty’, was
the great differential to leverage its growth in the market.

12.1.2. Advertising campaigns

The communication strategy for 2010 was based on the
consistence of information and coherence with the sce-
nario. Two important movements can be highlighted, one
being the advertising campaign that launched the com-
mitment to present coverage improvements and quality
of the signal, where the customer can follow up the de-
velopment of the expansion plan through the media. And
another that was the consolidation work of ‘Infinity’ and
‘Liberty’ plans, which were present over the year in all
communication proposals. The brand has kept its com-

INTANGIBLE ASSETS

munication with Blue Man Group with the firm purpose of
generating public recognition.

In 2010, TIM performed more than 25 plan and promo-
tion campaigns, and closed the year with a retrospective
film that recalled the great launchings of the year and their
main benefits to the customer. The promise that remains
is that the company will keep innovating so that the cus-
tomer will be able to break the daily frontiers, feeling more
and more borderless.

12.2. Human Resources

TIM closed 2010 year with 9,081 employees throughout
Brazil, an intangible and fundamental asset to the suc-
cess of its business. This is a highly qualified team, where
44.9% of collaborators have or are attending higher edu-
cation and 5.3% are already graduates; the other 47.8%
have completed high school and only 2% have not done
it. It is a young team: 74.9% of the collaborators are up
to 35 years old; 18.9% are between 36 and 45; 6.2% are
over 45. Additionally, its staff also consists of 26 out-
sourced employees and 177 interns.

André Velozo
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About collaborators’ rights (their well-being and motiva-
tion) have been the focus of annually implemented initia-
tives by TIM, which in addition to offering incentives and
opportunities, seeks to involve them in business conduc-
tion and invests in professional development, in order fos-
ter their total commitment to the Company’s goals.

One of Human Resources management pillars is to enable
employees’ self-development, through innovating training
programs. In 2010, TIM recorded 10,732 participants in
the Training and Capacity-Building Program, totaling 433
thousand hours, or an average of 40 hours per employee.
The numbers were the result of actions linked mainly to
the development of core competencies of the company,
through international training initiatives with well-known
business schools around the world, and graduation op-
portunities to employees who have not yet had the op-
portunity to start/complete their studies.

The attraction and development of value professions is a
priority at the Company, which has developed the ‘Tal-
entos Sem Fronteiras’ program: an initiative aimed at
identifying and seeking the best young professionals in
the labor market, preparing them to assume positions of
prominence and importance in the enterprise. In 2010, 84
young talents were selected.

Quality of life is also among the main concerns of the Com-
pany, which has given continuity to health and well being-
oriented programs aimed at reducing stress and promoting
healthy habits in its workers’ routine. Additionally, TIM of-
fers employees the supplementary pension plan, which in
2010 relied on the adhesion of 81% of its staff.

CAREER DEVELOPMENT

10.732

Was the number of employees who
participated in training activities, with an
average of 40 hours per employee.

12.3. IT Assets

Technology plays a major role to support the services pro-
vided to TIM’s customers in several segments. In 2010, the
Company invested $ 607 million in information technology
and this along with a greater technological efficiency,
enabled a 77% growth in terms of delivered projects.

These projects met the demands of all areas of the
company, but the main objectives were improvements
in quality of service, caring, and the implementation of
innovations that added value to customers through dif-
ferentiated services.

The implementation of new information systems and up-
dating existing ones brought more efficiency to key busi-
ness processes, for example, customer service, relation-
ships with partners and suppliers, billing and collection.
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13. Social and Environmental Responsibilities

TIM’s performance, in 2010, was marked by competi-
tive business strategies and the resumption of the cost-
effective participation in the heated mobile market. The
result was the consolidation of the new brand positioning
of TIM in Brazil.

The company invested in the strategy of renewing its ser-
vice portfolio to offer more benefits to customers in clever
ways, without necessarily charging more for it. The mission

of approaching customers to offer innovative possibilities
for connectivity, focusing on their expectations and differ-
ent needs has not changed. TIM continues to play its role
as an agent of social change through sustainable manage-
ment and keeping in mind the need for social inclusion.

More information about the company’s operations on the
aspects of social and environmental responsibility can be
found in the 2010 Sustainability Report.

Claudio Medeiros
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INDEPENDENT AUDITORS' REPORT

Independent Auditor's Report
on the Financial Statements

To the Board of Directors and Shareholders
TIM Participacdes S.A.

We have audited the accompanying financial statements!
of TIM Participacbes S.A. (“Parent Company”), which
comprise the balance sheet as at December 31, 2010
and the statements of income, comprehensive income,
changes in equity and cash flows for the year then ended,
and a summary of significant accounting policies and oth-
er explanatory information.

We have also audited the accompanying consolidated fi-
nancial statements of TIM Participacdes and its subsid-
iaries (“Consolidated”), which comprise the consolidated
balance sheet as at December 31, 2010 and the con-
solidated statements of income, comprehensive income,
changes in equity and cash flows for the year then ended,
and a summary of significant of significant accounting
policies and other explanatory information.
Management’s responsibility for the financial
statements

Management is responsible for the preparation and fair
presentation of the parent company financial statements
in accordance with accounting practices adopted in Bra-
zil, and for the consolidated financial statements in accor-
dance with the International Financial Reporting Standards
(IFRS) issued by the International Accounting Standards
Board (IASB)and accounting practices adopted in Brazil,
and for such internal control as management determines
is necessary to enable the preparation of financial state-
ments that are free from material misstatement, whether
due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these finan-
cial statements based on our audit. We conducted our
audit in accordance with Brazilian and International Stan-
dards on Auditing. Those standards require that we com-
ply with ethical requirements and plan and perform the
audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the fi-
nancial statements. The procedures selected depend on
the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements,
whether due to fraud or error. In making those risk assess-
ments, the auditor considers internal control relevant to
the entity’s preparation and fair presentation of the finan-
cial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the pur-
pose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evaluating
the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by man-
agement, as well as evaluating the overall presentation of
the financial statements.

We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our
audit opinion.
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Opinion on the parent company financial statements
In our opinion, the parent company financial statements
present fairly, in all material respects, the financial position
of TIM Participagdes S.A. as at December 31, 2010, and
its financial performance and cash flows for the year then
ended, in accordance with accounting practices adopted
in Brazil.

Opinion on the consolidated financial statements

In our opinion, the consolidated financial statements pres-
ent fairly, in all material respects, the financial position of
TIM Participagdes S.A. and its subsidiaries as at Decem-
ber 31, 2010, and their financial performance and cash
flows for the year then ended in accordance with the Inter-
national Financial Reporting Standards (IFRS) issued by
the International Accounting Standards Board (IASB) and
accounting practices adopted in Brazil.

Emphasis of matter

As discussed in Note 3 to these financial statements, the
parent company financial statements have been prepared
in accordance with accounting practices adopted in Bra-
zil. In the case of TIM Participagdes S.A., these practices
differ from IFRS applicable to separate financial state-
ments only in relation to the measurement of investments
in subsidiaries, based on equity accounting, while IFRS
requires measurement based on cost or fair value.

Other matters

Statements of Value Added

We also have audited the parent company and consoli-
dated statements of value added for the year ended De-
cember 31, 2010, the presentation of which is required
by the Brazilian corporate legislation for listed companies,
but is considered supplementary information for IFRS.
These statements were subject to the same audit proce-
dures described above and, in our opinion, are fairly pre-
sented, in all material respects, in relation to the financial
statements taken as a whole.

Audit of prior-year information

The audit of the financial statements for the year ended
December 31, 2009, presented for comparison purposes,
was conducted by other independent auditors who issued
an unqualified opinion thereon dated February 12, 2010.

As part of our engagement for 2010, we have also au-
dited the adjustments described in Note 3 that altered
the financial statements for 2009. In our opinion, these
adjustments are appropriate and correct. We were not
engaged to audit, review or apply any other procedures
to the Company’s financial statements for 2009 and,
therefore, we do not express any opinion or other form
of assurance on the overall presentation of the financial
statements for 20094.

Rio de Janeiro, February 21, 2011
PricewaterhouseCoopers

Independent auditors
CRC 25P000160/0-5 “F” RJ

Jodo César de Oliveira Lima Junior
Accountant CRC 1RJ077431/0-8
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BALANCE SHEETS
(IN THOUSANDS OF REAIS)

PARENT COMPANY CONSOLIDATED

December December  January December December January
31, 2010 31, 2009 1, 2009 31,2010 31, 2009 1, 2009
Assets
Current assets
Cash and cash equivalents (Note 5) 6,016 35,958 35,968 2,376,232 2,413,024 1,531,543
Financial investments (Nota 6) 9 40 4,016 18,177 146,145 23,048
Trade accounts receivable (Note 7) - - - 2,748,411 2,443,424 2,635,355
Inventories (Note 8) - - - 228,654 406,434 548,514
Dividends receivable (Note 13) 509,235 57,398 43,680 - - -
Indirect taxes recoverable (Note 9) 1 - 494,036 464,615 314,627
Direct taxes recoverable (Note 10) 380 43,680 1,067 361,929 440,693 288,726
Prepaid expenses (Note 12) - - - 93,768 24,690 20,960
Derivative transactions (Note 38) - - - 6,122 49,237 260,925
Other assets (Note 14) 1,174 135 215 98,591 94,390 26,839
516,815 94,536 84,946 6,425,920 6,482,652 5,650,537
Non-current assets
Financial investments (Note 6) 416 342 311 13,692 16,567 9,911
Trade accounts receivable (Note 7) - - - 36,812 41,269 -
Indirect taxes recoverable (Note 9) 8,372 7,331 6,257 188,111 180,032 156,139
Direct taxes recoverable (Note 10) - - - 139,366 41,706 70,836

Deferred income and social contribution

taxes (Note 11) - - - 1,732,732 297,487 189,565

Court deposits (Note 13) 20,741 11,630 5,467 385,519 227,521 143,924
Prepaid expenses (Note 12) - - - 14,620 9,847 13,693
Derivative transactions (Note 38) - - - 16,746 29,027 126,648
Other assets - - - 17,763 11,863 7,268
Investments (Note 15) 10,153,238 8,573,804 7,671,063 - - -
Property, plant and equipment (Note 16) - - 5,863,723 5,593,772 4,753,800
Intangible assets (Note 17) 157,556 157,556 157,556 4,535,848 4,990,712 4,987,575

10,340,323 8,750,663 7,840,654 12,944,932 11,439,803 10,459,359
Total assets 10,857,138 8,845,199 7,925,600 19,370,852 17,922,455 16,109,893

The accompanying notes are an integral part of the financial statements
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BALANCE SHEETS
(IN THOUSANDS OF REAIS)

PARENT COMPANY CONSOLIDATED

December December January 1, December December January 1,
31,2010 31,2009 2009 31,2010 31, 2009 2009
Liabilities and Equity
Current Liabilities
Suppliers (Note 18) 1,296 5,818 768 3,103,469 3,099,982 3,328,714
Loans and financing (Note 19) - - - 957,549 1,417,363 1,482,705
Derivative transactions (Note 385) - - 2,071 48,122 52,448
Labor liabilities (Note 20) 102 50 27 125,292 107,863 106,991
Indirect taxes, fees and contributions (Note 21) 14 9 11 544,375 563,852 471,958
Direct taxes, fees and contributions (Note 22) 150 4 6 265,328 162,645 129,821
(Dn}fieggs and interest on capital payable 511,737 224652 193,365 511,737 224652 193,365
Other liabilities (Note 23) 1,711 1,660 4,121 181,268 115,450 113,639
515,010 232,193 198,298 5,691,089 5,739,929 5,879,641
Non-current liabilities
Long term liabilities
Loans and financing (Note 19) - - - 2,277,121 2,742,595 2,066,514
Derivative transactions (Note 35) - - - 164,482 113,200 10,814
Indirect taxes, fees and contributions (Note 21) - - - 57,720 5,157 -
Direct taxes, fees and contributions (Note 22) - - - 138,981 23,984 -
tl)aifsrrze’\(ljo[[r;c:)?;e and social contribution B B B 83,708 96,154 )
Provision for contingencies (Note 24) 4,021 3,998 6,520 249,057 324,508 253,370
Actuarial liabilities (Note 36) 5,256 4,782 4,717 9,166 7,527 6,425
Asset retirement obligations (Note 25) - - - 255,737 239,635 177,067
Other liabilities (Note 21) 26,847 26,866 20,447 142,982 52,406 20,447
36,124 35,646 31,684 3,378,954 3,605,166 2,534,637
Equity (Note 26)
Capital stock 8,149,096 8,149,096 7,613,610 8,149,096 8,149,096 7,613,610
Capital reserves 396,129 396,129 191,886 396,129 396,129 191,886
Profit reserves 1,760,778 158,049 142,516 1,755,584 158,049 142,516
Accumulated losses - (125,914) (252,394) - (125,914) (252,394)

10,306,003 8,577,360 7,695,618 10,300,809 8,577,360 7,695,618

Total liabilities and equity 10,857,138 8,845,199 7,925,600 19,370,852 17,922,455 16,109,896

The accompanying notes are an integral part of the financial statements.
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STATEMENTS OF INCOME
YEAR ENDED DECEMBER 31, 2010 AND 2009
(IN THOUSANDS OF REAIS)

PARENT COMPANY CONSOLIDATED

2010 2009 2010 2009
Net operating revenue (Note 27) - - 14,457,450 13,158,134
Costs of service provided and goods sold (Note 28) - - (7,305,767) (6,672,369)
Gross profit - - 7,151,683 6,485,765
Operating revenue (expenses):
Selling expenses(Note 29) - - (4,494,608) (4,436,751)
General and administrative expenses (Note 30) (6,318) (13,355) (1,008,694) (1,033,438)
Equity pick up (Note 15) 2,221,271 351,452 - -
Other revenue (expenses), net (Note 31) (84) 322 (448,247) (462,114)
2,214,869 338,419 (5,951,549) (5,932,303)
Operating profit before financial income (expense) 2,2214,869 338,419 1,200,134 553,462
Financial income (expenses):
Financial income (Note 32) 2,233 4,547 231,671 137,033
Financial expenses (Note 33) (117) 111 (380,501) (328,908)
Foreign exchange variations, net (Note 34) (76) 2 (96,627) (53,240)
2,040 4,656 (245,457) (245,115)
Income before income tax and social contribution 2,216,909 343,075 954,677 308,347
Income tax and social contribution (Note 35) - (1,702) 1,257,038 33,026
Net income for the year (Note 3f) 2,216,909 341,373 2,211,715 341,373

The accompanying notes are an integral part of the financial statements
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STATEMENTS OF COMPREHENSIVE INCOME

YEAR ENDED DECEMBER 31, 2010 AND 2009

(IN THOUSANDS OF REAIS)

2010 2009 2010 2009
Net income for the year (Note 3f) 2,216,909 341,373 2,211,715 341,373
Other comprehensive income for the year - - - -
Total comprehensive income for the year 2,216,909 341,373 2,211,715 341,373
Attributable to:
Owners of the parent 2,216,909 341,373 2,211,715 341,373

The accompanying notes are an integral part of the financial statements
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STATEMENTS OF CHANGES IN EQUITY CONSOLIDATED
YEAR ENDED DECEMBER 31, 2010 AND 2009

(IN THOUSANDS OF REAIS)

Balances as of January 1%, 2009

Dividends directly recorded
against capital equity (note 24)

Capital increase with transfer from
reserve (note 24)

Capital increase through
acquisition of HOLDCO (note 2b)

Net income for the year

Allocation of net income for the
year

Legal reserve (note 24)
Dividends (Note 24)

Balance as of December 31, 2009

Dividends directly recorded
against capital equity (note 24)

Net income for the year

Allocation of net income for the
year:

Legal reserve (Note 24)
Dividends (Note 24)

Reserve for expansion

Balance as of December 31, 2010

CAPITAL
RESERVE
: Special
Capital .
stock goodwill
reserve
7,613,610 191,886
18,761 (18,761)
516,725 223,004
8,149,096 396,129
8,149,096 396,129

The accompanying notes are an integral part of the financial statements

PROFIT RESERVES

Legal
reserve

111,554

10,744

122,298

104,550

226,848

Reserve
for
expansion

30,962

4,789

35,751

8,345

1,484,640

1,528,736

Accumulated
losses

(252,394)

341,373

(10,744)
(204,149)
(125,914)

2,211,715

(104,550)
(496,611)
(1,484,640)

Total

7,695,618

4,789

739,729

341,373

(204,149)
8,577,360

8,345

2,211,716

(496,611)

10,300,809




ANNUAL REPORT 2010 FINANCIAL STATEMENTS

You, without frontiers.

STATEMENTS OF CHANGES IN EQUITY PARENT COMPANY

YEAR ENDED DECEMBER 31, 2010 AND 2009
CAPITAL

(IN THOUSANDS OF REAIS)
Special Reserve

Capital goodwil Legal for Accumulated Total
stock reserve . losses
reserve expansion

Balances as of January 1<, 2009 7,613,610 191,886 111,554 30.962 (252,394) 7,695,618
Dividends directly recorded ) 4.789
against capital equity (note 24) - - - 4,789 ’
Capital increase with transfer from 18,761 (18,761) B ) B
reserve (note 24) -
Capital increase through
acquisition of HOLDCO (note 2b) 516,725 223,004 - - - 739729
Net income for the year - 341,373 341,373
Allocation of net income for the
year

Legal reserve (note 24) - - 10,744 - (10,744) -

Dividends (Note 24) - - - - (204,149) (204,149)
Balance as of December 31, 2009 8,149,096 396,129 122,298 35,751 (125,914) 8,577,360
Dividends directly recorded
against capital equity (note 24) 8,345 8,345
Net income for the year - - - - 2.216.909 2.216.909
Allocation of net income for the
year:

Legal reserve (Note 24) - - 104,550 - (104.550) -

Dividends (Note 24) - - - - (496.611) (496.611)

Reserve for expansion - - - 1.489.834 (1.489.834) -
Balance as of December 31, 2010 8,149,096 396,129 226,848 1.533.930 - 10.306.003

The accompanying notes are an integral part of the financial statements
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STATEMENTS OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2010 AND 2009
(IN THOUSANDS OF REAIS)

PARENT COMPANY CONSOLIDATED

2010 2009 2010 2009
Operating activities
Income before income tax 2,216,909 343,075 954,677 308,347
Adjustments to reconcile net income to cash provided by operating
activities:
Depreciation and amortization - - 2,993,461 2,913,966
Equity pick up (2,221,271)  (351,452) - -
Deferred income and social contribution taxes - (1,702) (190,652) (74,897)
Actuarial liabilities 474 65 1,639 1,102
Carrying value of disposed fixed assets - - 27,211 40,603
Asset retirement obligations - - 15,045 62,567
Provision for contingencies 39 2,721) (72,987) (55,404)
gﬂeopn:;;;yafjtséirtri\sg;:;ea;sset retirement obligations, court (84) 164 (13,703) (8,878)
Interest and monetary and exchange variation on loans - - 395,219 340,669
Unrealized interest and monetary variation on financial investments (1,526) (3,943) (145,537) (70,203)
Allowance for doubtful accounts - - 310,497 422,163
(5,459) (16,514) 4,274,870 3,880,035
Decrease (increase) in operating assets
Trade accounts receivable - (611,028) (145,148)
Taxes and contributions recoverable 417) (1,013) (56,395) (273,643)
Inventories - - 177,780 142,080
Prepaid expenses - - (73,851) 895
Dividends 190,000 174,722 - -
Other current and non-current assets (10,083) (6,047) (155,803) (92,936)
Increase (decrease) in operating liabilities
Labor obligations 52 23 17,429 (11,061)
Suppliers (4,522) 5,050 (1,087,709) (579,043)
Taxes, fees and contributions 151 4) 250,766 115,440
Other short- and long-term liabilities 33 (3,959) 156,344 (127,555)
Net cash provided by operating activities 169,755 160,176 2,892,453 2,909,064
Investment activities
Financial investments 1,484 7.886 276,379 (59,457)
Additions to property, plant and equipment and intangible assets - - (1,744,565) (2,491,907)
Cash proceeds from acquisition of Intelig - - 132,816
Net cash provided by (used in) investment activities 1,484 7,886 (1,468,186) (2,418,548)
Financing activities
New loans - - 452,843 1,849,808
Repayments of loans - - (1,712,721)  (1,290,771)
Dividends and interest on capital paid (201,181)  (168,072) (201,181) (168,072)

Net cash provided by (used in) financing activities (201,181) (168,072) (1,461,059) 390,965
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STATEMENTS OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2010 AND 2009 (CONTINUED)
(IN THOUSANDS OF REAIS)

PARENT COMPANY

2010 2009
Increase (decrease) in cash and cash equivalents (29,942) (10)
Cash and cash equivalents at the beginning of the year 35,958 35,968
Cash and cash equivalents at the end of the year 6,016 35,958

The accompanying notes are an integral part of the financial statements

CONSOLIDATED

2010 2009
(36,792) 881,481

2,413,024 1,631,543
2,376,232 2,413,024
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STATEMENTS OF VALUE ADDED
YEARS ENDED DECEMBER 31, 2010 AND 2009
(IN THOUSANDS OF REAIS)

PARENT COMPANY CONSOLIDATED

2010 2009 2010 2009
Revenue
Gross operating revenue - - 20,319,295 18,074,636
Allowance for doubtful debts - - (310,498) (422,163)
Discounts granted, returns and other - - (1,386,017) (999,997)

- - 18,622,780 16,652,476

Inputs purchased from third parties

Costs of goods sold and services provided - - (4,982,366) (4,609,369)
Materials, electricity, third party services and other (8,341) (11,010) (8,076,895)  (3,099,807)
(3,341) (11,010) (8,059,261)  (7,709,176)

Retentions
Depreciation and amortization - - (2,993,461)  (2,913,966)
Net value added produced (3,341) (11,010) 7,570,058 6,029,334

Value added received in transfer

Equity pick-up 2,221,271 351,452 - -
Financial revenue 2,235 4,551 698,519 833,828
2,223,506 356,003 698,519 833,828

Total value added distributable 2,220,165 344,993 8,268,577 6,863,162

Distribution of value added
Personnel and charges

Direct remuneration 1,338 1,196 351,755 329,104
Benefits 755 350 115,938 113,917
Unemployment Compensation Fund (FGTS) - - 31,445 28,596
Other 26 - 4,405 (11,251)
2,119 1,546 503,543 460,366
Taxes, fees and contributions
Federal 844 2,052 582,367 1,581,202
State 11 11 3,705,212 3,167,203
Municipal - - 10,150 8,340
855 2,063 4,297,729 4,756,745
Remuneration of third-party capital
Interest 159 (104) 939,156 1,073,755
Rents 123 115 316,434 230,923
282 11 1,255,590 1,304,678
Remuneration on equity
Dividends 496,611 204,149 496,611 204,149
Retained earnings 1,720,298 137,224 1,715,104 137,224
2,216,909 341,373 2,211,715 341,373
2,220,165 344,993 8,268,577 6,863,162

The accompanying notes are an integral part of the financial statements.
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1. Operations

TIM Participagdes S.A. (“TIM Participagdes”, the “Com-
pany” or collectively with its subsidiaries “the Group”),
is a publicly held company, based in the city of Rio de
Janeiro, controlled by TIM Brasil Servicos e Participa-
¢coes S.A. (“TIM Brasil”) a Telecom ltalia Group company,
which holds 77.14% of its voting capital and 66.27% of
its total capital.

The Company'’s stock is negotiated in the BM&F BOVES-
PA. In addition, TIM Participacdes has Level Il American
Depositary Receipts (“ADRs”) traded on the New York
Stock Exchange (“NYSE”). Consequently, the Company is
subject to the rules of the Securities and Exchange Com-
mission (“SEC”). In order to meet its market needs, it is
the Company’s principle to disclose simultaneously the
information prepared in accordance with the accounting
practices adopted in Brazil in Reais in the two markets, in
Portuguese and in English.

The Group’s main operations comprise the control of
companies operating telecommunication services, espe-
cially personal mobile and land line telephone services in
its concession areas.

The Company fully owns the capital of TIM Celular S.A.
(“TIM Celular”) and Intelig Telecomunicagdes Ltda. (“In-
telig”). TIM Celular and Intelig operate as providers of
Switched Fixed Telephone Service (locally STFC) of the
following types: Local, Domestic Long Distance and Inter-
national Long Distance in every Brazilian state. Additional-
ly Tim Celular operates as a provider of Multimedia Com-
munication Service (locally, SCM) and also as provider of
Personal Mobile Service (locally SMP) in every Brazilian
state. We highlight that Intelig is authorized to render Mul-
timidia Communication Services (SCM).

The services provided by the subsidiaries are regulated
by ANATEL - Brazilian Telecommunications Agency - in
charge of regulating all Brazilian telecommunications. The
authorization for operation of SMP STFC is valid for an
indefinite period.

The authorizations for use of radio frequency granted to
the Company are valid for a definite period and expire as
follows, with possible renewal for 15 years, as the case
may be:

TERMS OF AUTHORIZATION EXPIRATION DATE

1. Amapa, Roraima, Para, Amazonas, Maranhao, Rio de Janeiro
and Espirito Santo

2. Acre, Rondbnia, Mato Grosso, Mato Grosso do Sul, Tocantins,
Distrito Federal, Goias, Rio Grande do Sul (except the
municipality of Pelotas and region) and municipalities of
Londrina and Tamarana in Parana

3. Sdo Paulo

4. Parana (except the municipalities of Londrina and Tamarana)

5. Santa Catarina

6. Municipality and region of Pelotas in the state of Rio Grande
do Sul

7. Pernambuco

8. Ceara

9. Paraiba

10. Rio Grande do Norte

11. Alagoas

12. Piaui

13. Minas Gerais (except the municipalities of the “Minas
Triangle” for 3G radio frequencies)
14. Bahia and Sergipe

Radio-frequencies
800MHz, 900 MHz and 1,800 MHz

Radio-frequencies
1900 /2100 MHz (3G)

March, 2016 April, 2023
March, 2016 April, 2023
March, 2016 April, 2023
September, 2022 April, 2023
September, 2023 April, 2023
April, 2024 April, 2023
May, 2024 April, 2023
November, 2023 April, 2023
December, 2023 April, 2023
December, 2023 April, 2023
December, 2023 April, 2023
March, 2024 April, 2023
April, 2013 April, 2023
August, 2012 April, 2023
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2. Basis for preparation of financial statements

A. Preparation and disclosure criteria

The main accounting policies applied in the preparation of
these consolidated financial statements are set out below.
These policies have been consistently applied to all the
years presented.

The consolidated financial statements of the company
have been prepared in accordance with International
Financial Reporting Standards IFRS as issued by the
IASB, and they are the first financial statements presented
in accordance with IFRS by the company.

The consolidated financial statements have been prepared
under the historical cost convention, and the derivative
instruments are measured fair fair value through profit and
loss.

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 the Company’s
accounting policies. The 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 4.

A.1. Presentation of Financial Statements
The financial statements were approved by the Company’s
Board of Directors on February 21, 2011.

A.2. Consolidated Financial Statements

Subsidiaries are all entities (including special purpose entities)
over which the group has the power to govern the financial
and operating policies and normally holds more than one
half of the voting rights. The existence and effect of potential
voting rights that are currently exercisable or convertible
are considered when assessing whether the group controls
another entity. Subsidiaries are fully consolidated from the
date on which control is obtained by the Company. They are
de-consolidated from the date that control ceases.

The purchase method of accounting is used to account for
the acquisition of subsidiaries by the group. The cost of
an acquisition is measured as the fair value of the assets
given, equity instruments issued and liabilities incurred
or assumed at the date of exchange. Identifiable assets
acquired and liabilities and contingent liabilities assumed
in a business combination are measured initially at their fair
values at the acquisition date, irrespective of the extent of

any minority interest. The excess of the cost of acquisition
over the fair value of the group’s share of the identifiable
net assets acquired is recorded as goodwill. If the cost of
acquisition is less than the fair value of the net assets of the
subsidiary acquired, the difference is recognized directly in
the statement of income.

These are the first financial statements presented
in accordance with the Brazilian Accounting
Pronouncements Committee (CPC) standards and IFRS.
The main differences between the previous accounting
practices adopted in Brazil (old BRGAAP) and CPC/IFRS,
including the reconciliations of equity and comprehensive
income are described in Note 2d.

Inter-company transactions, balances and unrealized gains
and losses on transactions between group companies are
eliminated. Accounting policies of subsidiaries have been
changed where necessary to ensure consistency with the
policies adopted by the group.

The reconciliation of the differences between the results
of the parent company and the consolidated results is
shown as follows:

Parent Company 2,216,909
Elimination of costs of services rendered between

o (5,194)
subsidiaries
Consolidated 2,211,715
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A.3. Individual financial statements of the Parent
Company

The individual financial statements were prepared in
accordance with the accounting practices adopted in
Brazil (“BR GAAP”), based on the Brazilian Corporate
Law and CVM standards and procedures, including the
new provisions introduced, amended and revoked by Law
11,638, of December 28, 2007, and Law 11,941, of May
27, 2009, as well as the standards applicable to public
telecommunication service concessionaires/authorized
companies, and the accounting pronouncements issued
by the Committee on Accounting Pronouncements (CPC).

The pronouncements, interpretations and technical
guidelines of the CPC, approved by CFC resolutions and
CVM rules, are in alignment with IFRS as issued by the
IASB. Some modifications were made to the individual
financial statements so as to bring them into line and
make them comparable with the consolidated financial
statements that were presented in accordance with
IFRS, as required by CVM Resolution No. 610/09 (CPC
43 - Initial Adoption of Technical Pronouncements). Thus
the individual financial statements do not present any
differences in accounting practices differences in relation
to the consolidated financial statements.

In the parent company financial statements, the
investment in subsidiaries are recorded on the equity
method. The accounting practices adopted by the parent
company in its financial statements are different from IFRS
only with respect to the accounting for the investment in
subsidiaries, recorded on the equity method instead of
cost or fair value as per IFRS.

A.4. Segment information

The chief operating decision-maker, who is responsible
for allocating resources and assessing performance of the
operating segments, has been identified as the Executive
Committee that makes strategic decisions and analyses
the Group as one single segment of mobile telecom which
represents more than 90% of Company’s operations.

B. First Adoption of IFRS
B.1. Basis of transition to IFRS

B.1.1. Application of CPC 37, CPC 43 and IFRS 1
The Company adopted CPC 37 and 43 and IFRS 1 in the
preparation of these financial statements.

The Company prepared its opening balance sheet as of the
transition date of January 1, 2009, and the base date of these
consolidated financial statements is December 31, 2010.

In the preparation of the financial statements on the
transition date in accordance with IFRS 1, the Company
applied the mandatory exceptions and a number
of optional exemptions regarding full retrospective
application of IFRS.

B.1.2. Exemptions regarding full retrospective
application - chosen by the Company

The Company utilized the following optional exemptions
regarding full retrospective application in its balance sheet
at the transition date.

(A) Assets and liabilities of subsidiaries, affiliates and
joint/ventures

The Company utilized the exemption that allows a
subsidiary, upon first adoption at a date later than that
of its parent company, in its own financial statements
prepared in accordance with IFRS, to consider the
accounting values that were included in the consolidated
financial statements already reported, based on the parent
company'’s date of transition to IFRS.

Thus, since the date of transition to IFRS adopted by our
controlling shareholder (Telecom ltdlia S.p.a.) was January
1, 2005, the assets and liabilities that had already been
presented in accordance with IFRS in the consolidated
financial statements already reported to the Parent
Company, were included in the financial statements as of
the date of the Company’s transition to IFRS.

(B) Exemption regarding the classification of financial
instruments

The Company opted to classify its financial instruments in
accordance with IAS 32/CPC 39 and IAS 39/CPC 08 as
of the date of transition to IFRS. No analysis was carried
out in connection with any date prior to the Company’s
contracting of any financial instruments in force as of
the date of transition to IFRS. All financial instruments
contracted after the transition date were analyzed and
classified as of the respective contract date in accordance
with IFRS.




ANNUAL REPORT 2010

You, without frontiers.

FINANCIAL STATEMENTS

The remaining optional exemptions do not apply to the
Company.

B.1.3. Exception regarding retrospective application
adopted by the Company

The Company applied the following mandatory exception
in its retrospective application:

Exception for estimates:

According to IFRS, as of January 1, 2009 the estimates
are consistent with the estimates made at the same date
in accordance with the accounting practices adopted in
Brazil.

The other mandatory exceptions provided for in IFRS 1
were observed, analyzed and produced no effects in
relation to the accounting practices adopted in Brazil.

B.2. Comparison between BR GAAP and IFRS

With the application of all the pronouncements issued
by the CPC in force for the financial statements as from
December 31, 2010, the Company does not present
any differences in the financial statements prepared in
accordance with the BR GAAP and those prepared in
accordance with IFRS, except for the presentation of
the parent company financial statements, where the
investments in subsidiaries are recorded on the equity
method.

C. Impacts of the implementation of the new CPC’s
and IFRS

The following significant adjustments were identified
in connection with the implementation of the new
CPC’s and IFRS:

C.1. Deferred income and social contribution taxes
The Company recognized the effects of deferred income
and social contributions taxes determined upon application
of the CPCs adjustments to the Parent Company’s financial
statements and the adjustments in relation to international
standards — IFRS in the consolidated financial statements.
The differences that generated deferred taxes resulted from
capitalized financial charges reversal (item c.2), adjustment
in obligation resulting from the retirement of assets (item
c.3) and deferred charges reversal (item c.5).

C.2. Capitalized financial charges

The financial charges related to certain loan and financing
contracts in connection with investment activities were
capitalized based on the average values of construction
work in progress, as provided for in CVM Resolution No.
193 (revoked by CVM Resolution No. 577) and Official Letter

CVM/SNC/SEP 01/207. The capitalized financial charges
were depreciated taking into account the same criteria and
useful life established for the property, plant and equipment
items to which they were incorporated. For the purpose of
the initial adoption of IFRS, the Company opted to apply
the exemption allowed under IFRS 1 as described in item
b.1.2.(a), and reversed the capitalized financial charges.

Additionally, under the old BRGAAP, the subsidiary
TIM Celular capitalized expenses related to interest
and foreign exchange differences on the financing of its
concessions between 1999 and 2000. For the purpose of
the initial adoption of IFRS, the Company opted to apply
the exemption allowed under IFRS 1 as described in item
b.1.2.(a), and reversed the capitalized financial charges.

C.3. Asset retirement obligations

The Company recognizes as an asset retirement
obligation the present value of the estimated costs to be
incurred upon the disassembly and removal of cell phone
towers and equipment at leased sites. The contra-entry
for this provision is recognized under property, plant
and equipment and the depreciation is calculated based
on the useful lives of the corresponding assets. Until
December 31, 2008 the Company followed Statement of
Financial Accounting Standards (SFAS) 143 “Accounting
for Asset Retirement Obligations” issued by the Financial
Accounting Standards Board (FASB), under which future
obligation on account of the disassembly and removal
of cell phone towers should be stated as a provision at
present value, taking into account the historical discount
rates on the dates when the provision was recorded.
With the adoption of ICPC 12 - Changes in Liabilities
through Decommissioning, Restoration and Other Similar
Liabilities (IFRIC 1), the provision for the disassembly and
removal of cell phone towers should reflect the effects of
changes in the discount rates prevailing from one period
to the next. Therefore, the Company made the adjustment
at the transition date.

C.4. Business combination

Acquisition of HOLDCO/Intelig: On April 16, 2009, at a
meeting of the Board of Directors, the Company entered
into a Merger Agreement with its controlling shareholder,
TIM Brasil and JVCO Participagoes Ltda. (“JVCQO”), with
Docas Investimentos S.A. as intervening party, in order
to acquire the indirect control of Intelig. This acquisition
would occur through the merger into the Company of
HOLDCO Participacées Ltda. (“HOLDCO”), a company
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controlled by JVCO, and which in turn, would control,
following the conclusion of the merger, 100% of the share
capital of Intelig.

ANATEL, by means of Act No. 4634, of August 11, 2009,
published in the Federal Official Gazette (DOU) on August
14, 2009, gave its approval to this transaction hereby
presented, and also granted a period of 18 months for the
elimination of the geographical overlapping of Switched
Fixed Telephone Service (STFC) concessions held by TIM
Celular and Intelig, in light of the connection between the
two as a result of the aforementioned merger.

At December 30, 2009, during the Special Shareholders
Meeting, the shareholders of TIM Participacdes approved
the merger of HOLDCO, an entity that held 100% of the
share capital of Intelig, into TIM Participagdes. As a result
of this transaction, the Company issued 127,288,023
shares (43,356,672 common shares and 83,931,352
preferred shares) in the name to JVCO.

Thus, TIM Participacbes became the controlling
shareholder of Intelig, a company which held specific
authorizations to render private fixed communication
services with operations in the whole country, operating
predominantly in the market for local, long distance and
international calls and data transmission.

In accordance with the old BRGAAP, the acquisition was
recorded at the net book value of the assets acquired
as of the base date November 30, 2009; however, for
the implementation of the new accounting rules (CPC
15 —Business Combination and IFRS3 R), the acquisition
was recorded as of December 31, 2009 (acquisition
date), considering: a) the fair value of the acquisition cost
was established based on the valuation of common and
preferred shares of TIM Participagdes, taking into account
the market (trade) value of the shares on December 30,
2009, totaling R$739,729; and b) the identifiable assets
purchased, the contingencies and the liabilities assumed
in the business combination were measured at their fair
value on the date of acquisition.

The table below includes the fair value of the identified
assets acquired and liabilities assumed on the date of
acquisition.

Cash and cash equivalents 132,816
Accounts receivable 126,353
Taxes recoverable 23,074
Court deposits 33,453
Property, plant and equipment 780,845
Intangible assets 135,850
Other assets 25,114
Total identifiable assets purchased 1,257,505
Liabilities (342,431)
Loans (118,402)
Contingencies (140,107)
Long-term taxes and contributions (101,311)
Other liabilities (25,540)
Total liabilities assumed (727,791)
Net identifiable assets acquired 529,714

As result of the adjustment to fair value of the identified
assets acquired and liabilities assumed from Intelig
upon the acquisition of the company, the fair value of
the net assets purchased totaled R$529,714. Thus,
we concluded that the amount of R$ 739,729, paid
upon the acquisition of Intelig on December 30, 2009,
exceeded the fair value of the net assets by R$210,015.
Said surplus amount was recorded as goodwill and is
based on expectations of future profitability of Intelig,
supported by the projections prepared by the Company
together with investment banks.

If such transaction had occurred as of January 1, 2009,
the net revenue and net income for the period ended
December 31, 2009, considering the combination of TIM
Participagcdes and its subsidiaries with Intelig, would have
been R$ 13,747,028 and R$ 801,223, respectively.

C.5. Deferred Assets

As permitted by Law No. 11638/07, the Company
maintained, in deferred assets, pre-operational expenses
recorded up to December 31, and amortized them over
their remaining useful life. For the purpose of restating
the financial statements and initial adoption of IFRS, the
Company opted to apply the exemption allowed under
IFRS 1, as described in item b.1.2.(a), and reversed its
pre-operating expenses at the transition date.
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C.6. Equity Pick-up (parent company)
This relates to equity adjustments due to the effects of the
application of the CPCs adjustments by the subsidiaries.

C.7. Reclassifications

As a result of the application of the CPCs and adjustments
to best accounting practices observed in the market and
used by our controlling shareholders, the Company and
its subsidiaries made a number of reclassifications in the
statement of income, as described below:

C.7.1. Deferred income and social contribution taxes
reclassified from “Current Assets” to “Non-Current Assets”
and when applicable are presented on a net basis;

C.7.2. Direct taxes and contributions recoverable
reclassified from “Taxes and contributions recoverable” to
“Direct taxes and contributions recoverable”;

C.7.3. Direct taxes and contributions payable
reclassified from “Taxes and contributions payable” to
“Direct taxes and contributions payable”;

C.7.4. Subsidies on the sale of handsets
reclassified from “Prepaid expenses” to “Intangible assets”;

C.7.5. Contributions to Fust/Funttel
reclassified from “Deductions from gross revenue” to
“Other operating expenses”;

C.7.6. Revenues from the sale of SIM cards
reclassified from “Sale of goods” to
telecommunications revenues”;

“Other

C.7.7. Amortization of subsidies on the sale of
handsets

reclassified from “Cost of goods sold” to “Amortization of
intangible assets”;

C.7.8. Provision for labor contingencies
reclassified from “Other operating expenses” to “Personnel
expenses” under “General and administrative expenses;

C.7.9. Reversal of provision for labor contingencies
reclassified from “Other operating expenses” to “Personnel
Expenses” under “General and administrative expenses”;

C.8. Acquisition of non-controlling interest
Acquisition of shares from non-controlling shareholders of
the former Telesc and CTMR (merged into the former TIM
Sul, which in turn in 2006 was merged into TIM Celular): In
accordance with the old BRGAAP, goodwill was booked
upon the acquisition of shares at amounts greater than

book value. With the adoption of CPC 15 — Business
Combination / IFRS3R, the effect of the acquisition of
shares from non-controlling shareholders that occurred in
2002 was recorded in equity (before IFRS transition date)
and consequently the balance of the goodwill remaining
as of December 31, 2008 in the amount of R$3,547 was
eliminated at the transition date, applying the exemption
allowed under IFRS 1 as described in item b.1.2.(a).

Acquisition of shares in TIM Sul and TIM Nordeste
with shares issued by TIM Participagdes: In 2005, the
Company acquired 100% of the shares held by non-
controlling shareholders in TIM Sul and TIM Nordeste
Telecomunicagdes with sharesissued by TIM Participagdes
S.A., converting the aforementioned companies into
wholly owned subsidiaries. At the time this transaction
was recorded in the financial statements at the book
value of these shares, with no goodwill recognized for the
difference in the market value of the shares acquired. For
the purpose of the initial adoption of IFRS, the Company
opted to apply the exemption allowed under IFRS 1 as
described in item b.1.2.(a), and recorded the goodwill in
the amount of R$157.556, wich was calculated when the
Company IFRS financial statements were reported to its
controller shareholder in 2005.

C.9. Reversal of dividends exceeding the minimum
required

For BR GAAP purposes, the proposed dividend that
exceeds the minimum required was recognized as
an obligation in the same year in which the profit was
realized. According to ICPC 08, dividends that exceed
the minimum required should only be recognized as an
obligation to pay on the date they are approved by the
company’s stockholders.

D. In the charts below, the Company presents the
amounts corresponding to the impacts generated in the
Parent Company and Consolidated Balance Sheets as
of January 1, 2009 (transition date) and December 31,
2009 (comparison period), and in the Parent Company’s
and Consolidated Statements of Income for the year
ended December 31, 2009. The chart also presents the
reconciliation of equity (parent company and consolidated)
and net income for these periods (parent company and
consolidated). This accounting information is being
restated to reflect the application of the aforementioned
adjustments and reclassifications.
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D.1. RECONCILIATION OF EQUITY - PARENT COMPANY

NOTE 12/31/2009 1/1/2009

Equity as published 8,282,093 7,790,456
Business combination 2c.4 263,625

Acquisition of non-controlling interest 2c.8 157,556 157,556
Equity pick-up 2c.6 (122,367) (248,847)
Others 2c.4 (8,547) (8,547)
Adjusted equity 8,577,360 7,695,618

D.2. RECONCILIATION OF EQUITY - CONSOLIDATED

NOTE 12/31/2009 1/1/2009
Equity as published 8,282,093 7,790,456
Business combination — Intelig aquisition 2c.4 280,327 -
Acquisition of non-controlling interest 2c.8 157,556 157,556
Capitalized finance charges 2c.2 (110,982) (148,037)
Deferred charges 2c.5 (110,979) (149,029)
Asset retirement obligations 2c.3 14,999 18,868
Deferred income and social contribution taxes 2c.1 67,893 29,351
Others 2c.8 (3,547) (8,547)
Adjusted equity 8,577,360 7,695,618

D.3. RECONCILIATION OF NET INCOME FOR THE PERIOD - PARENT COMPANY

NOTE 12/31/2009

Net income as published 214,893

Equity pick-up 2c.6 126,480

Adjusted net income 341,373
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D.4. RECONCILIATION OF NET INCOME FOR THE PERIOD - CONSOLIDATED

NOTE 1 )

Net income as published 214,893
Capitalized finance charges 2c.2 37,055
Asset retirement obligations 2c.3 (3,869)
Deferred charges 2c.5 38,050
Net income of Intelig for December 2009 2c.4 16,702
Deferred income and social contribution taxes 2c.1 38,542
Adjusted net income 341,373

D.5. RECONCILIATION OF THE PARENT COMPANY BALANCE SHEET AS OF JANUARY 1, 2009 -TRANSITION

DATE
Balance . Balance
Note on Sheet as reAcCIj;:z}friT;Titc?r/ws Sheet as
Note adjustments of 1/1/09 pursuant to of 1/1/09
— before — after
adjustments CPCs/IFRS adjustments
Assets
Current assets
Cash and cash equivalents 5 35,968 - 35,968
Financial investments 6 4,016 - 4,016
Dividends receivable - 174,722 - 174,722
Indirect taxes and contributions recoverable 9 2c.7.2 1,067 (1,067) -
Direct taxes and contributions recoverable 10 2c.7.2 - 1,067 1,067
Other assets 14 215 - 215
215,988 (131,042) 215,988
Non-current assets
Financial investments 6 311 - 311
Indirect taxes and contributions 9 2c.7.2 6,257 (6,257) -
Direct taxes and contributions recoverable 10 2c.7.2 - 6,257 6,257
Judicial deposits 13 5,467 - 5,467
Investiments 15 2c.6 7,788,868 (117,805) 7,540,021
Intangible 17 2c.4 3,547 154,009 157,556
7,804,450 36,204 7,709,612

Total assets 8.020.438 (94,838) 7,925,600
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PARENT COMPANY

Balance Adjustments/ Balance
Note on Sheet as reclassifications Sheet as
Note adjustments of 1/1/09 pursuant to of 1/1/09
- before CPCs/IFRS - after
adjustments adjustments
Liabilities and Equity
Current liabilities
Suppliers 18 768 - 768
Labor obligations 20 27 - 27
Indirect taxes and contributions payable 21 2c.7.3 17 6) 11
Direct taxes and contributions payable 22 2c.7.3 - 6 6
Dividends payable 26 193,365 - 193,365
Other obligations 23 4,121 - 4,121
198,298 - 198,298
Non-current liabilities
Provision for contingencies 24 6,520 - 6,520
Actuarial liabilities 37 4,717 - 4,717
Other obligations 23 20,447 - 20,447
31,684 - 31,684
Equity
Capital stock 26 7,613,610 - 7,613,610
Capital reserves 26 34,330 157,556 191,886
Profit reserves 26 142,516 - 142,516
Accumulated losses 26 - (252,394) (252,394)
7,790,456 (94,838) 7,695,618
Total liabilities and equity 8,020,438 (94,838) 7,925,600
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D.6. RECONCILIATION OF THE COMPANY’S CONSOLIDATED BALANCE SHEET AS OF

JANUARY 1, 2009 -TRANSITION DATE
CONSOLIDATED

Balance Adjustments/ Balance
Note Note on Sheet as of reclassifications Sheet as of
adjustments 1/1/09 - before pursuant to 1/1/09 - after
adjustments CPCs/IFRS adjustments
Assets
Current assets
Cash and cash equivalents 5 1,531,543 - 1,531,543
Financial investments 6 23,048 - 23,048
Accounts receivable 7 2,635,355 - 2,635,355
Inventories 8 548,514 - 548,514
Indirect taxes and contributions recoverable 9 2c.7.2 603,353 (288,726) 314,627
Direct taxes and contributions recoverable 10 2c.7.2 - 288,726 288,726
git:w income and social contribution 11 26.7 1 49,451 (49,451) .
Prepaid expenses 12 2c.7.4 155,825 (134,865) 20,960
Derivative transactions 36 260,925 - 260,925
Other assets 14 26,839 - 26,839
5,834,853 (184,316) 5,650,537
Non-current assets
Financial investments 6 9,911 - 9,911
Indirect taxes and contributions 9 2c.7.2 226,975 (70,836) 156,139
Direct taxes and contributions recoverable 10 2c.7.2 - 70,836 70,836
gif:‘srred income and social contribution t 11 2c1,71 110,763 78,802 189,565
Judicial deposits 13 143,924 - 143,924
Prepaid expenses 12 13,693 - 13,693
Derivative transactions 36 126,648 - 126,648
Other assets 14 7,268 - 7,268
Property, plant and equipment 16 2c.2,3 4,799,094 (45,294) 4,753,800
Intangible assets 17 2c.2,4,7.4 4,817,312 170,263 4,987,575
Deferred charges 2c.5 149,029 (149,029) -
10,404,617 54,742 10,459,359

Total assets 16,239,470 (129,574) 16,109,896
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CONSOLIDATED

Balance Adjustments/ Balance
Note Note on Sheet as of reclassifications  Sheet as of
adjustments 1/1/09 - before pursuant to 1/1/09 - after
adjustments CPCs/IFRS adjustments
Liabilities and Equity
Current
Suppliers 18 3,328,714 - 3,328,714
Loans and financing 19 1,482,705 - 1,482,705
Derivative transactions 36 52,448 - 52,448
Labor obligations 20 106,991 - 106,991
Indirect taxes and contributions 21 2c.7.3 601,779 (129,821) 471,958
Direct taxes and contributions payable 22 2c.7.3 - 129,821 129,821
Dividends payable 26 193,365 - 193,365
Other obligations 23 113,639 - 113,639
5,879,641 - 5,879,641
Non-current liabilities
Loans and financing 19 2,066,514 - 2,066,514
Derivative transactions 36 10,814 - 10,814
Provision for contingencies 24 253,370 - 253,370
Actuarial liabilities 37 6,425 - 6,425
Asset retirement obligations 25 2c.3 211,803 (34,736) 177,067
Other obligations 23 20,447 - 20,447
2,569,373 (34,736) 2,534,637
Equity
Capital stock 26 7,613,610 - 7,613,610
Capital reserve 26 34,330 157,556 191,886
Profit reserves 26 142,516 - 142,516
Accumulated losses 26 - (252,394) (252,394)
7,790,456 (94,840) 7,695,616

Total liabilities and equity 16,239,470 (129,574) 16,109,896
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D.7. RECONCILIATION OF THE PARENT COMPANY BALANCE SHEET AS OF DECEMBER 31, 2009

PARENT COMPANY

Balance Adjustments/ Balance

Note on sheet as of reclassifications Sheet as of
Note adjustments 12/31/09 pursuant to 12/31/09
— before - after
adjustments CPCs/IFRS adjustments
Assets
Current assets
Cash and cash equivalents 5 35,958 - 35,958
Financial investments 6 40 - 40
Dividends receivable 9 2c.9 190,000 (132,602) 57,398
Indirect taxes and contributions recoverable 10 2c.7.2 1,005 (1,005) -
Direct taxes and contributions recoverable 14 2c.7.2 - 1,005 1,005
Other assets 135 - 135
227,138 (132,602) 94,536

Non-current assets
Financial investments 6 342 - 342
Indirect taxes and contributions 9 2c.7.2 7,331 (7,331) -
Direct taxes and contributions recoverable 10 2c7.2 - 7,331 7,331
Judicial deposits 13 11,630 - 11,630
Investments 15 2c.6 8,299,944 273,860 8,573,804
Intangible 17 2c.4 3,547 154,009 157,556

8,322,794 427,869 8,750,663

Total assets 8,549,932 295,267 8,845,199
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Note
Liabilities and Equity
Current liabilities
Suppiers 18
Labor obligations 20
Indirect taxes and contributions payable 21
Direct taxes and contributions payable 22
Dividends payable 26
Other obligations 23
Non-current liabilities
Provision for contingencies 24
Actuarial liabilities 37
Other obligations 23
Equity
Capital stock 26
Capital reserves 26
Profit reserves 26
Acummulated losses 26

Total liabilities and equity

FINANCIAL STATEMENTS

PARENT COMPANY

Balance
Note on Sheet as of
) 12/31/09
adjustments
- before

adjustments

5,818

50

2c.7.3 13
2c.7.3 -
224,652

1,660

232,193

3,998
4,782
26,866
35,646

8,149,096
2c.4 15,569
158,049
(40,621)
8,312,043

2c.4,2c.6

8,549,932

Balance
Sheet as of
12/31/09
— after
adjustments

Adjustments/

reclassifications

pursuant to
CPCs/IFRS

- 5,818
- 50

- 224,652
- 1,660
= 232,193

- 3,998
- 4,782
- 26,866
= 35,646

- 8,149,096
380,560 396,129

158,049
(125,914)
8,577,360

(85,293)
295,267

295,267 8,845,199
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D.8. RECONCILIATION OF THE COMPANY’S CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 2009

Assets

Current assets

Cash and cash equivalents
Financial investments
Accounts receivable

Inventories

Indirect taxes and contributions
recoverable

Direct taxes and contributions recoverable
Deferred income and social contribution
taxes

Prepaid expenses

Derivative transactions

Other assets

Non-current assets
Financial investments

Accounts receivable

Indirect taxes and contributions
recoverable

Direct taxes and contributions recoverable
Deferred income and social contribution
taxes

Judicial deposits

Prepaid expenses
Derivative transactions

Other assets

Property, plant and equipment
Intangible assets

Deferred charges

Total assets

Note

© 00 N o o

-
o

16
17

Note on adjustments

2c.7.2
2c.7.2
2c.7.1
2c.7.4

2c.7.2
2c.7.2
2c1,741

2c.2,3
2c.2,4,7.4
2c.5

Balance Sheet
as of 12/31/09
— before
adjustments

2,413,024
146,145
2,443,424
406,434
905,308
32,709
238,270
49,237
94,390
6,728,941

16,567
41,269
221,738
196,886
227,521
9,847
29,027
11,863

5,323,174
4,494,342
110,979
10,683,213

17,412,154

CONSOLIDATED

Adjustments/
reclassifications
pursuant to
CPCs/IFRS

(440,693)
440,693
(32,709)

(213,580)

(246,289)

(41,706)
41,706
100,601

270,598
496,370
(110,979)
756,590

510,301

Balance Sheet
as of 12/31/09
— after
adjustments

2,413,024
146,145
2,443,424
406,434
464,615
440,693
24,690
49,237
94,390
6,482,652

16,567
41,269
180,032
41,706
297,487
227,521
9,847
29,027
11,863

5,693,772
4,990,712

11,439,803

17,922,455
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CONSOLIDATED

Balance Sheet Adjustments/ Balance Sheet

Note Note on as of 12/31/09 reclassifications  as of 12/31/09
adjustments - before pursuant to — after
adjustments CPCs/IFRS adjustments

Liabilities and Equity
Current liabilities
Suppliers 18 3,099,982 - 3,099,982
Loans and financing 19 1,417,363 - 1,417,363
Derivative transactions 36 48,122 - 48,122
Labor obligations 20 107,863 - 107,863
Indirect taxes and contributions 21 2c.7.3 726,497 (162,645) 563,852
Direct taxes and contributions payable 22 2c.7.3 - 162,645 162,645
Dividends payable 26 224,652 - 224,652
Other obligations 23 115,450 - 115,450

5,739,929 5,739,929
Non-current liabilities
Loans and financing 19 2,742,595 - 2,742,595
Derivative transactions 36 113,200 - 113,200
Provision for contingencies 24 208,167 116,341 324,508
Indirect taxes and contributions recoverable 21 2c.7.3 29,141 (23,984) 5,157
Direct taxes and contributions recoverable 22 2c.7.3 - 23,984 23,984
Deferred income and social contribution tax 96,154 96,154
Actuarial liabilities 37 7,527 - 7,527
Asset retirement obligations 25 2c.3 237,096 2,539 239,635
Other obligations 23 52,406 - 52,406

3,390,132 215,034 3,605,166
Equity
Capital stock 26 8,149,096 - 8,149,096
Capital reserves 26 15,569 380,560 396,129
Profit reserves 158,049 - 158,049
Accumulated losses (40,621) (85,293) (125,914)

8,282,093 295,267 8,577,360

Total liabilities and equity 17,412,154 510,301 17,922,455
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D.9. RECONCILIATION OF THE PARENT COMPANY STATEMENT OF INCOME FOR THE YEAR ENDED

DECEMBER 31, 2009
PARENT COMPANY

Adjustments/

Statement e Statement
Note on ) reclassifications )
Note : of income - of income -
adjustments ublished pursuant to restated
P CPCs/IFRS
Operating income (expense)
General and administrative 30 2c.7.8,9 (15,041) 1,686 (13,355)
Equity pick-up 224,973 126,480 351,452
Other operating expense 31 2c.7.8 2,007 (1,686) 322
211,939 126,480 338,419
Operating profit 211,939 126,480 338,419
Financial income (expenses):
Financial income 32 4,551 - 4,551
Financial expenses 33 2c.2,3 105 - 105
4,656 - 4,656
Income bgfore income tax and social 216,505 126,480 343,075
contribution
Income tax and social contribuiton 34 2c.2 (1,702) - (1,702)
Net income for the year 214,893 126,480 341,373
Other comprehensive income - - -
Total comprehensive income 214,893 126,480 341,373

Atributable to:

Owners of the parent 214,893 126,480 341,373
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D.10. RECONCILIATION OF THE CONSOLIDATED STATEMENT OF INCOME FOR THE YEAR ENDED

DECEMBER 31, 2009
CONSOLIDATED

Statement Ajustes/ Statement
Note Note on of income reclassificacbes of income
adjustments in 12/31/09 conforme in 12/31/09
Published CPC’s/IFRS restated
Net operating revenue 27 13,105,935 52,199 13,158,134
Cost of services provided and goods sold 28 2c.2,3and 5 (6,723,182 50,813 (6,672,369)
Gross profit 6,382,753 103,012 6,485,765
Operating revenues (expenses)
Selling 29 (4,450,079) 13,328 (4,436,751)
General and administrative 30 2c.7.8 and 9 (1,070,536) 37,098 (1,033,438)
Other operating expenses 31 2c.7.8 (385,113) (77,001) (462,114)
(5,905,728) (26,575) (5,932,303)
Operating income 477,025 76,437 553,462
Receitas (despesas) financeiras -
Financial revenue 32 834,126 (298) 833,828
Financial expense 33 2c.2and 3 (1,090,742) 11,799 (1,078,943)
(256,616) 11,501 (245,115)
Incon.1e b_efore income tax and social 220,409 87,938 308,347
contribution
Income tax and social contribution 34 2c.2 (5,516) 38,542 33,026
Net income for the period 214,893 126,480 341,373
Other comphreensive income
Total comphreensive income 214,893 126,480 341,373

Atributable to:
Owners of the parent 214,893 126,480 341,373
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E. Reconciliation of the quarterly financial

information - ITR

As permitted by CVM Resolution 656, the Company
decided not to present the restated Quarterly Financial
Information — (ITR) at this date. Accordingly, to comply
with the requirements of the resolution, the Company
presents below the reconciliation of the equity as of March
31, June 30 and September 30, 2010 and 2009, and for
the quarters then ended:

E.1. RECONCILIATION OF EQUITY - PARENT COMPANY

9/30/2010 6/30/2010 3/31/2010

Equity as published 8,552,155 8,419,090 8,317,615
Business combination 2c.4 280,327 280,327 280,327
Acquisition of non-controlling interest 2c.8 157,556 157,556 157,556
Equity pick-up 2c.6 (68,067) (89,870) (114,438)
Others 2c.4 (3,547) (3,547) (3,547)
Adjusted equity 8,918,424 8,763,556 8,637,513

9/30/2009 6/30/2009 3/31/2009

Eequity as published 7,696,795 7,631,195 7,646,442
Acquisition of non-controlling interest 2c.8 157,556 157,556 157,556
Equity pick-up 2c.6 (205,822) (224,378) (243,219)
Others 2c.4 (3,547) (3,547) (3,547)

Adjusted equity 7,644,982 7,560,826 7,557,232




ANNUAL REPORT 2010 FINANCIAL STATEMENTS

You, without frontiers.

E.2. RECONCILIATION OF EQUITY - CONSOLIDATED

NOTE 9/30/2010 6/30/2010 3/31/2010
Equity as published 8,546,504 8,413,439 8,312,043
Business combination - Intelig aquisition 2c.4 280,327 280,327 280,327
Acquisition of non-controlling interest 2c.8 157,556 157,556 157,556
Parifrigeshiingase charges 2e.8 (85,293) (64,928) (18%:469)
Asset retirement obligations 2c.3 24,674 21,446 18,070
Fixed assets at fair value 17,055 12,541 6,482
Deferred income and social contribution taxes 2c.1 58,239 61,825 64,900
Others 2c.8 (8,547) (3,547) (3,547)
Adjusted’equity 8,912,773 8,757,905 8,631,941

9/30/2009 6/30/2009 3/31/2009

Equity as published 7,696,795 7,631,195 7,646,442
Acquisition of non-controlling interest 2c.8 157,556 157,556 157,556
Capitalized finance charges 2c.2 (119,741) (128,857) (138,274)
Deferred charges 2c.5 (120,492) (130,004) (139,517)
Asset retirement obligations 2c.3 12,478 10,083 7,697
Deferred income and social contribution taxes 2c.1 21,933 24,400 26,875
Others 2c.8 (8,547) (8,547) (8,547)

Adjusted equity 7,644,982 7,560,826 7,557,232
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E.3. RECONCILIATION OF QUARTERLY NET INCOME - PARENT COMPANY

NOTE 9/30/2010 6/30/2010 3/31/2010
Net income published 261,717 136,997 35,522
Equity pick-up 2c.8 71,002 49,199 24,631
Adjusted net income 332,719 186,196 60,153

9/30/2009 6/30/2009 3/31/2009

Loss published (98,450) (159,261) (144,014)
Equity pick-up 2c.6 43,025 24,469 5,628
Adjusted Loss (65,425) (134,792) (138,386)

E.4. RECONCILIATION OF QUARTERLY NET INCOME - CONSOLIDATED

NOTE 9/30/2010 6/30/2010 3/31/2010
Net income as published 256,066 131,346 29,950
Capitalized finance charges 2c.2 25,389 17,254 8,559
Asset retirement obligations 2c.3 28,537 19,025 9,512
Deferred charges 2c.5 9,675 6,447 3,071
Fixed assets at fair value 2.c4 17,055 12,541 6,482
Deferred income tax and social contribution 2c.1 (9,654) (6,068) (2,993)
Adjusted net income 327,068 180,545 54,581

9/30/2009 6/30/2009 3/31/2009

Loss published (98,450) (159,261) (144,014)
Capitalized finance charges 2c.2 28,296 19,180 9,763
Asset retirement obligations 2c.3 (6,390) (8,785) (11,171)
Deferred charges 2c.5 28,537 19,025 9,512
Deferred income tax and social contribution 2c.1 (7,418) (4,951) (2,476)

Adjusted Loss (55,425) (134,792) (138,386)
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3. Summary of the main accounting practices

The accounting practices presented below are equally
applicable to the financial statements of the parent
company (BRGAAP) and the consolidated statements
(BRGAAP/IFRS).

A. Cash and cash equivalents

Cash and cash equivalents includes cash in hand,
deposits at banks, other short-term highly liquid
investments with original maturities of three months or
less, and bank overdrafts.

B. Financial investments

Financial investments maturing within more than three
months from balance sheet date are recorded at fair
value, as current and noncurrent assets, on the balance
sheet date.

C. Financial Assets and liabilities

C.1. Financial assets

C.1.1. Classification

The group classifies its financial assets in the following
categories: at fair value through profit or loss and loans
and receivables. The classification depends on the
purpose for which the financial assets were acquired.
Management determines the classification of its financial
assets at initial recognition.

(A) Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are
financial assets held for trading. A financial asset is
classified in this category if acquired principally for the
purpose of selling in the short-term. Derivatives are also
categorized as held for trading. Assets in this category
are classified as current assets.The Company does not
use hedge accounting.

(B) Loans and receivables

Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted
in an active market. They are included in current assets,
except for maturities greater than 12 months after the end
of the reporting period, which are classified as non-current
assets. The group’s loans and receivables comprise ‘trade
and other receivables’.

C.1.2. Recognition and measurement

Regular purchases and sales of financial assets are
recognized on the trade-date — the date on which
the Company commits to purchase or sell the asset.
Investments are initially recognized at fair value plus
transaction costs for all financial assets not carried at fair
value through profit or loss. Financial assets carried at fair
value through profit or loss are initially recognized at fair
value, and transaction costs are expensed in the income
statement. Financial assets are derecognized when the
rights to receive cash flows from the investments have
expired or have been transferred and the Company
has transferred substantially all risks and rewards of
ownership. Financial assets at fair value through profit
or loss are subsequently carried at fair value. Loans and
receivables are subsequently carried at amortized cost
using the effective interest method.

Gains or losses arising from changes in the fair value
of the ‘financial assets at fair value through profit or
loss’ category are presented in the income statement
within ‘other (losses)/gains — net’ in the period in which
they arise. Dividend income from financial assets at fair
value through profit or loss is recognized in the income
statement as part of other income when the group’s right
to receive payments is established.

The fair values of publicly investments are based on
current bid prices. If the market for a financial asset is
not active (and for unlisted securities), the Company
establishes fair value by using valuation techniques.
These include the use of recent arm’s length transactions,
reference to other instruments that are substantially the
same, discounted cash flow analysis, and option pricing
models making maximum use of market inputs and relying
as little as possible on entity-specific inputs.

C.1.3. Offsetting financial instruments

Financial assets and liabilities are offset and the net
amount reported in the balance sheet when there is a
legally enforceable right to offset the recognized amounts
and there is an intention to settle on a net basis, or realize
the asset and settle the liability simultaneously.

C.1.4. Impairment of financial assets
(A) Assets carried at amortized cost
The Company assesses at the end of each reporting
period whether there is objective evidence that a financial
asset or group of financial assets is impaired. A financial
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asset or a group of financial assets is impaired and
impairment losses are incurred only if there is objective
evidence of impairment as a result of one or more events
that occurred after the initial recognition of the asset (a
‘loss event’) and that loss event (or events) has an impact
on the estimated future cash flows of the financial asset
or group of financial assets that can be reliably estimated.

The criteria that the Company uses to determine that there
is objective evidence of an impairment loss include:

> significant financial difficulty of the issuer or obligor;

> a breach of contract, such as a default or delinquency in
interest or principal payments;

> the group, for economic or legal reasons relating to the
borrower’s financial difficulty, granting to the borrower a
concession that the group would not otherwise consider;

> it becomes probable that the borrower will enter
bankruptcy or other financial reorganization;

> the disappearance of an active market for tha financial
asset because of financial difficulties; or

> observable data indicating that there is a measurable
decrease in the estimated future cash flows from a portfolio
of financial assets since the initial recognition of those
assets, although the decrease cannot yet be identified with
the individual financial assets in the portfolio, including:

(I) adverse changes in the payment status of borrowers in
the portfolio;

(Il) national or local economic conditions that correlate
with defaults on the assets in the portfolio.

The group first assesses whether objective evidence of
impairment exists.

The amount of the loss is measured as the difference
between the asset’s carrying amount and the present
value of estimated future cash flows (excluding future
credit losses that have not been incurred) discounted at
the financial asset’s original effective interest rate. The
carrying amount of the asset is reduced and the amount
of the loss is recognized in the consolidated income
statement. If a loan or held-to-maturity investment has
a variable interest rate, the discount rate for measuring
any impairment loss is the current effective interest rate
determined under the contract. As a practical expedient,
the Company may measure impairment on the basis of an

instrument’s fair value using an observable market price.

If, in a subsequent period, the amount of the impairment
loss decreases and the decrease can be related objectively
to an event occurring after the impairment was recognized
(such as an improvement in the debtor’s credit rating), the
reversal of the previously recognized impairment loss is
recognized in the consolidated income statement.

C.2. Financial liabilities

Financial liabilities: the main financial liabilities recognized
by the Company and its subsidiaries are: trade payables,
fair value derivatives and loans and financing. They are
classified under the following categories, according to the
nature of the contracted financial instruments:

(I) Financial liabilities measured at fair value through
income: these are financial liabilities usually traded before
maturity, liabilities designated on initial recognition as
to be measured at fair value and derivatives. At each
balance sheet date they are measured at their fair value.
The interest rate, monetary restatement, exchange
variation and variations arising valuation at fair value,
where applicable, are recognized in income as incurred
as financial revenues and expenses. In this category there
are basically the derivative financial instruments;

() Financial liabilities not measured at fair value: these are
non-derivative financial liabilities not usually traded before
maturity. Upon initial recognition they are measured at
the amortized cost, according to the effective interest
rate method. The interest rate, monetary restatement,
exchange variation and variations arising from valuation at
fair value, where applicable, are recognized to income as
incurred as financial revenues and expenses.

D. Accounts receivable

Accounts receivable from telecommunications service
customers are calculated at the rate in effect on the date of
service rendering. Accounts receivable also include unbilled
services, receivables from network use (interconection) and
receivables from sales of handsets and accessories.

E. Inventories
Inventories are stated at the lower of the average
acquisition cost and net realizable value.
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F. Prepaid expenses

Prepaid expenses are shown at the amount actually
disbursed and not yet incurred. They are allocated to
income as incurred.

G. Investments
The equity interests in subsidiaries are recorded on the equity
method only in the parent company financial statements.

H. Property, plant and equipment

Property, plant and equipment are shown at acquisition
and/or construction cost, net of accumulated depreciation
and impairment, when applicable. The depreciation is
calculated by the straight-line method considering the
useful life of the assets involved and their residual value.
The Company records its assets by components.

The estimated costs to be incurred on disassembly of
towers and equipment at leased sites are capitalized
and depreciated over the useful lives of these assets.
The Company records provisions for asset retirement
obligations based on the present value of estimated costs
to be incurred on disassembly of towers and equipment on
leased sites. The counterpart of this provision is recognized
as property, plant and equipment, and depreciation is
calculated based on the useful lives of the corresponding
assets. The interest recognized on ths unwinding of the
present value calculation is booked as financial expenses.
The recording of this provision is in accordance with ICPC
12 — Changes in liabilities due to retirement, restoration
and other similar liabilities (equivalent to IFRIC 1).

Gains and losses on disposals are determined by
comparing the proceeds with the carrying amount and
are recognized within ‘Other (losses)/gains — net’ in the
income statement.

l. Intangible assets

The intangible assets are measured at historical cost
less accumulated amortization and impairment, when
applicable, and reflect: (I) the purchase of authorizations
and radio frequency band licensing; (Il) software in use
and/or under development, and (lll) subsidies on the
sale of phone sets and mini modems. They also include
goodwill.

The amortization expenses are calculated on the straight-
line method over the useful life of assets, as follows: five
years for software and fifteen years for authorizations and
radio frequency bands.

The estimated useful lives of intangible assets are regularly
reviewed in order to reflect technological changes.

Goodwill

Goodwill represents the excess of the cost of an
acquisition over the fair value of the assets and liabilities
of the acquired subsidiary. Goodwill on acquisitions
of subsidiaries is included in ‘intangible assets’. If an
acquisition results in negative goodwill, it is recorded as a
gain in the income statement at the date of the acquisition.
Goodwill is tested annually for impairment and carried at
cost less accumulated impairment losses. Impairment
losses on goodwill are not reversed. Gains and losses on
the disposal of an entity include the carrying amount of
goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the
purpose of impairment testing. The allocation is made
to those cash-generating units or groups of cash-
generating units that are expected to benefit from the
business combination in which the goodwill arose,
segregated by operating segment.

Software

Costs associated with maintaining computer software
programs are recognized as an expense as incurred.
Development costs that are directly attributable to the
design and testing of identifiable and unique software
products controlled by the group are recognized as
intangible assets when the following criteria are met:

- it is technically feasible to complete the software product
so that it will be available for use;

- management intends to complete the software product
and use or sell it;

- there is an ability to use or sell the software product;

- it can be demonstrated how the software product will
generate probable future economic benefits;

- adequate technical, financial and other resources to
complete the development and to use or sell the software
product are available; and
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- the expenditure attributable to the software product
during its development can be reliably measured.

Directly attributable costs that are capitalized as part of
the software product include the software development
employee costs and an appropriate portion of relevant
overheads.

Other development expenditures that do not meet
these criteria are recognized as an expense as incurred.
Development costs previously recognized as an expense
are not recognized as an asset in a subsequent period.

Computer software development costs recognized as
assets are amortized over their estimated useful lives.

Subsidies on the sale of handsets and mini-modems
The Company offers subsidies on the sale of handsets
and mini-modems for post-paid clients, as formalized by
the proper contracts. The funds disbursed are recorded
as intangible assets, in accordance with IAS 38/CPC 04.

Subsidies on the sale of handsets and mini-modems to
post-paid subscribers are amortized using the straight-line
method over the minimum period of the service agreement
entered into by clients (12 months). The exit penalties for
clients who cancel their subscriptions or migrate to a pre-
paid system prior to the end of the contract are invariably
greater than the subsidy granted on the sales of handsets
and mini-modems.

J. Long lived assets impairment

Assets that have an indefinite useful life, for example
goodwill, are not subject to amortization and are tested
at least annually for impairment. Assets that are subject to
amortization are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying
amount may not be recoverable. An impairment loss is
recognized for the amount by which the asset’s carrying
amount exceeds its recoverable amount. The recoverable
amount is the higher of an asset’s fair value less costs
to sell and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for
which there are separately identifiable cash flows (cash-
generating units). Non-financial assets other than goodwiill
that have suffered an impairment are reviewed for possible
reversal of the impairment at each reporting date.

K. Suppliers

Trade payables are obligations to pay for goods or
services that have been acquired in the ordinary course of
business from suppliers. Accounts payable are classified
as current liabilities if payment is due within one year or

less. Trade payables are recognized initially at fair value
and subsequently measured at amortized cost using the
effective interest method. In practice, they are usually
recognized at the amount of the related invoice.

L. Loans and financing

Borrowings are recognized initially at fair value, net of
transaction costs incurred. Borrowings are subsequently
carried at amortized cost; any difference between the
proceeds (net of transaction costs) and the redemption
value is recognized in the income statement over the
period of the borrowings using the effective interest
method.

Fees paid on the establishment of loan facilities are
recognized as transaction costs of the loan to the extent
that it is probable that some or all of the facility will be
drawn down. In this case, the fee is deferred until the
draw-down occurs. To the extent there is no evidence that
it is probable that some or all of the facility will be drawn
down, the fee is capitalized as a pre-payment for liquidity
services and amortized over the period of the facility to
which it relates.

Borrowings are classified as current liabilities unless the
Company has an unconditional right to defer settlement
of the liability for at least 12 months after the balance
sheet date.

M. Provisions

These are recognized in the balance sheet when the
Company has a legal obligation or one arising from past
events, the settlement of which may probably require
disbursement of economic resources. Some liabilities
involve uncertainties concerning term and value, and
are estimated as incurred and recorded by means of a
provision. The provisions are recorded based on the best
estimates of the related risks.

N. Income and social contribution taxes - current and
deferred

The tax expense for the period comprises current and
deferred tax. Tax is recognized in the income statement.
There are no income tax and social contribution charged
to comprehensive income.
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The current income tax charge is calculated on the basis
of the tax laws enacted or substantively enacted at the
balance sheet date. Management periodically evaluates
positions taken in tax returns with respect to situations in
which applicable tax regulation is subject to interpretation.
It establishes provisions where appropriate on the basis of
amounts expected to be paid to the tax authorities.

Deferred income tax is recognized, using the liability
method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts
in the consolidated financial statements. However, the
deferred income tax is not recorded for if it arises from
initial recognition of an asset or liability in a transaction
other than a business combination that at the time of the
transaction affects neither accounting nor taxable profit
or loss. Deferred income tax is determined using tax
rates (and laws) that have been enacted or substantially
enacted by the balance sheet date and are expected
to apply when the related deferred income tax asset is
realized or the deferred income tax liability is settled.

Deferred income tax assets are recognized only to the
extent that it is probable that future taxable profit will be
available against which the temporary differences can
be utilized.

Deferred income tax is provided on temporary
differences arising on investments in subsidiaries,
except where the timing of the reversal of the temporary
difference is controlled by the group and it is probable
that the temporary difference will not reverse in the
foreseeable future.

Deferred income tax assets and liabilities are offset when
there is a legally enforceable right to offset current tax
assets against current tax liabilities and when the deferred
income taxes assets and liabilities relate to income
taxes levied by the same taxation authority on either the
taxable entity or different taxable entities where there is an
intention to settle the balances on a net basis.

Pursuant to Constitutive Reports 0144/2003 and

0232/2003 issued by ADENE (Agency for Development of
the Northeast) on March 31, 2003, TIM Celular became
a beneficiary of a fiscal incentive consisting of: (I) 75%
reduction of income tax and non-reimbursable additional
taxes, for a 10-year period from 2002 through 2011,
calculated based on the income from operation of its

installed capacity for digital mobile cell telephone services;
and (ll) 37.5%, 25% and 12.5% reduction of income tax
and non-reimbursable additional taxes for the fiscal years
2003, 2004-2008 and 2009-2013, respectively, calculated
based on the income from operation of its installed
capacity for analogical mobile cell telephone services.

0. Provision for contingencies

This provision is set up based on the opinion of the
Company’sinternal and external lawyers and management,
in an amount deemed sufficient to cover probable losses
and risks. Possible losses and risks are disclosed, while
remote losses are not.

P. Revenue recognition

Revenues from mobile services basically comprise
monthly subscriptions, use of minutes, roaming charges
and long distance calls and are recognized to the extent
that it is probable that economic benefits will flow to the
Company and their amount can be measured reliably.

> Revenues from services rendered

Revenues from cell telephone services is recognized
based on the minutes of use, net of credits and adjustments
related to discounts granted on services. Such revenues
are recognized only when the service can be measured in
a reliable manner. Billing are recognized monthly, and the
unbilled revenues between the date of the billing and the
end of the month are identified, processed and recognized
in the month in which the services were rendered.

Revenues from interconnection traffic and roaming
are reported gross of the amounts due to other
telecommunication operators. Revenues from services in
the pre-paid system are recognized when the services are
rendered to clients, based on minutes used. Minutes not
used related to pre-paid system are recorded as deferred
revenues and appropriated to income when the service is
used.

> Revenues from sales of goods

Revenues from sales of goods (telephones, mini-modens
and other equipment) are recognized when the significant
risks and rewards of ownership are transferred to the buyer.
A portion of such revenues is related to contracts with a
minimum contractual period of 12 months and includes
an enforced termination penalty. For these contracts, the
subsidized acquisition cost of handsets is capitalized as
“Intangible assets”.
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Q. Pension plans and other post-employment benefits
The Company and its subsidiaries have defined benefit
plans. Typically defined benefit plans establishe an
amount of pension benefit that an employee will receive
on retirement, usually dependent on one or more factors
such as age, years of service and compensation.

The liability recognized in the balance sheet in respect
of defined benefit pension plans is the present value of
the defined benefit obligation at the end of the reporting
period less the fair value of plan assets, together with
adjustments for unrecognized past-service costs. The
defined benefit obligation is calculated annually by
independent actuaries using the projected unit credit
method. The present value of the defined benefit
obligation is determined by discounting the estimated
future cash outflows using market interest rates that are
denominated in the currency in which the benefits will be
paid, and that have terms to maturity approximating the
terms of the related pension liability.

Actuarial gains and losses arising from experience
adjustments and changes in actuarial assumptions,
which exceed 10% of the plan assets or 10% of the plan
liabilities, are charged or credited to profit or loss for the
expected remaining period of employee services.

Past-service costs are recognized immediately in the
income statement, unless the changes to the pension plan
are conditional on the employees remaining in service for
a specified period of time (the vesting period). In this case,
the past-service costs are amortized on a straight-line
basis over the vesting period.

R. Transactions in foreign currency

Transactions in foreign currency are recognized at the
exchange rate in force on the date of the transaction.
Monetary assets and liabilities in foreign currency are
converted into Reais at the exchange rate in force on the
date of the balance sheet, as disclosed by the Central
Bank of Brasil. Realized and unrealized exchange gains
or losses are recognized in the income statement when
they occur.

Foreign exchange gains and losses that relate to
borrowings and cash and cash equivalents are presented
in the income statement within ‘financial income or
expense’. All other foreign exchange gains and losses are
presented in the income statement within ‘other (losses)/
gains — net’.

S. Employees profit-sharing

The Company and its subsidiaries monthly record
a provision for employees’ profit-sharing, based on
the relevant targets disclosed to their employees and
approved by the Board of Directors. These amounts are
recorded as personnel expenses and allocated to profit
and loss accounts considering each employee’s cost
center.

T. Dividends

A dividend distribution to the company’s shareholders is
recognized as a liability in the group’s financial statements
at year-end based on the company’s By-laws. Any amount
that exceeds the minimum required is only provided on
the date when it is approved by the shareholders at the
general meeting.

U. New pronouncements, changes and IFRS
interpretations

The following standards and amendments to existing
standards have been published and are mandatory for
the group’s accounting periods beginning on or after
January 1, 2011 or later periods but the group has not
early adopted them.

. IFRS 9, “Financial instruments”, issued in November
2009. This standard is the first step in the process to
replace IAS 39, ‘Financial instruments: Recognition and
Measurement’. IFRS 9 introduces new requirements for
classifying and measuring financial assets and is likely
to affect the group’s accounting for its financial assets.
The standard is not applicable until January 1, 2013 but is
available for early adoption.

. IAS 24 (revised), ‘Related party disclosures’, issued in
November 2009, which supersedes IAS 24, ‘Related party
disclosures’, issued in 2003. IAS 24 (revised) is mandatory
for periods beginning on or after January 1, 2011. Earlier
application, in whole or in part, is permitted.

The revised standard clarifies and simplifies the definition
of a related party and removes the requirement for
government-related entities to disclose details of all
transactions with the government and other government-
related entities. The group will apply the revised standard
from January 1, 2011. When the revised standard is
applied, the group and the parent company will need to
disclose any transactions between its subsidiaries and
its associates. The group is currently putting systems in
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place to capture the necessary information. It is, therefore,
not possible at this stage to disclose the impact, if any, of
the revised standard on the related party disclosures.

. IFRIC 19, ‘Extinguishing financial liabilities with equity
instruments’, effective July 1, 2010. The interpretation
clarifies the accounting by an entity when the terms of a
financial liability are renegotiated and result in the entity
issuing equity instruments to a creditor of the entity to
extinguish all or part of the financial liability (debt for equity

swap). It requires a gain or loss to be recognized in profit
or loss, which is measured as the difference between the
carrying amount of the financial liability and the fair value
of the equity instruments issued. If the fair value of the
equity instruments issued cannot be reliably measured,
the equity instruments should be measured to reflect the
fair value of the financial liability extinguished. The group
will apply the revised standard from January 1, 2011. It
is not expected to have any impact on the group or the
parent company’s financial statements.
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4 Critical accounting estimates

Estimates and judgments are continually evaluated and
are based on historical experience and other factors,
including expectations of future events that are believed
to be reasonable under the circumstances.

The Company makes estimates and assumptions
concerning the future. The resulting accounting estimates
will, by definition, seldom equal the related actual results.
The estimates and assumptions that have a significant risk
of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year are
addressed below.

(A) Long lived assets — impairment evaluation

An impairment exists when the carrying value of an asset
or cash-generating unit exceeds its recoverable value,
which is the higher of the fair value less selling costs or the
value-in-use. The calculation of the fair value less selling
costs is based on available information on transactions
involving the sale of similar assets or market prices less
additional costs to dispose of the asset. The calculation
of the value-in-use is based on the discounted cash flow
model. Cash flows are based on the budget for the next
ten years and do not include reorganization activities with
which the Company has not yet committed or significant
future investments that may improve the assets comprising
the cash-generating unit being tested. The recoverable
value depends on the discount rate used in the discounted
cash flow method, as well as on expected cash receipts
and the growth rate used for extrapolation purposes.

(B) Income tax and social contribution

Current and deferred income tax and social contribution
are calculated based on prudent interpretations of
applicable legislation. This process usually involves
complex estimates to determine taxable income and
deductible or taxable temporary differences. In particular,
deferred income tax and social contribution asset on tax
losses and temporary differences are recognized to the
extent that the availability of the related future taxable
profits is probable. Measuring the recoverability of
deferred income tax and social contribution on tax losses
and temporary differences takes into consideration
estimated future taxable income, and is based on
conservative tax assumptions.

(C) Allowance for doubtful accounts

The allowance for doubtful accounts is presented as
a reduction in accounts receivable, and is based on
the subscriber portfolio profile, aging of past due bills,
economic environment and risks involved in each case, at
an amount considered sufficient to face any losses on the
realization of such credits.

(D) Provision for contingencies

Contingencies are analyzed by management together with its
legal advisors. In its analyses the Company considers factors
such as the hierarchy of laws, existing case law, recent
decisions by courts and their relevance in the Brazilian legal
system. These analyses involve management judgments.

(E) Fair value of financial assets and liabilities

The fair value of financial liabilities for disclosure purposes
is estimated by discounting the future contractual cash
flows at the current market interest rate that is available to
the Company for similar financial instruments.

The Company adopted the amendment to IFRS 7 for
financial instruments that are measured in the balance
sheet at fair value; this requires disclosure of fair value
measurements by level of the following fair value
measurement hierarchy:

> Quoted prices (unadjusted) in active markets for identical
assets or liabilities (level 1).

> Inputs other than quoted prices included within level 1
that are observable for the asset or liability, either directly
(that is, as prices) or indirectly (that is, derived from prices)
(level 2).

> Inputs for the asset or liability that are not based on
observable market data (that is, unobservable inputs)
(level 3).
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5. CASH AND CASH EQUIVALENTS

PARENT COMPANY CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009 12.31.2010 12.31.2009 01.01.2009

Cash at banks and on hand 240 95 119 104,024 350,225 272,918
Financial investments:

CDB 5,776 35,863 35,849 2,272,208 2,062,799 1,258,625
6,016 35,958 35,968 2,376,232 2,418,024 1,531,543

Bank Deposit Certificates (CDB) are nominative securities
issued by banks and sold to the public as a mean of
fundraising. and can be negotiated at any time during the
contract period.

6. FINANCIAL INVESTMENTS

PARENT COMPANY CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009 12.31.2010 12.31.2009 01.01.2009

CDB 117 42 4,019 31,561 162,292 32,650
Federal Public Securities 308 340 308 308 340 309
Investment fund units - - - - 80 -

425 382 4,327 31,869 162,712 32,959
Current portion 9) (40) (4,016) (18,177) (146,145) (23,048)
Long-term portion 416 342 311 13,692 16,567 9,911

The average return on the Company’s investments is
100.73% of the Interbank Deposit Certificate (CDI) rate.

These investments are redeemable at any time, with no
significant loss of recorded earnings, except for those
classified as long-term, which are pledged as guarantee
in legal proceedings.
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7. TRADE ACCOUNTS RECEIVABLE

CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009

Billed services 887,138 948,066 831,762
Unbilled services 624,962 560,080 560,513
Network use 596,166 606,819 867,426
Sale of goods 935,105 738,821 708,176
Other accounts receivable 110,895 39,513 29,581

3,154,266 3,893,299 2,997,458
Allowance for doubtful accounts (369,043) (408,606) (362,103)

2,785,222 2,484,693 2,635,355
Current portion (2,748,411) (2,443,424) (2,635,355)
Long-term portion 36,812 41,269 -

Variation in the allowance for doubtful accounts is as follows:

CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009

Initial balance 408,606 362,103 455,939
Balance of company acquired - 106,284 -
Allowance recorded 310,497 422,163 748,833
Write-Offs (350,060) (481,944) (842,669)
Final Balance 369,043 408,606 362,103

The fair value of accounts receivable is presented as follows:

CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009

Telecomunication services 3,043,371 2,853,786 2,967,877
Other accounts receivable 110,895 39,513 29,581
3,154,266 2,893,299 2,997,458
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The aging of accounts receivable is presented as follows:

CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009

Current 2,237,40 1,968,323 2,008,372
Overdue 0-30 days 160,621 86,584 19,128
Overdue 30-60 days 58,678 18,371 2,507
Overdue 60-90 days 343,810 332,053 395,309
Overdue more than 90 days 358,755 487,968 577,142

3,154,266 2,893,299 2,997,458

8. INVENTORIES

CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009

Cell phone sets 205,381 370,426 517,436
Accessories and pre-paid cards 12,887 23,347 24,393
TIM “chips” 21,516 21,875 27,859
239,784 415,648 569,688
Provision for adjustment to realizable value (11,130) 9,214) (21,174)
228,654 406,434 548,514

9. INDIRECT TAXES AND CONTRIBUTIONS RECOVERABLE

PARENT COMPANY CONSOLIDATED

2010 12.31.2010 12.31.2009 01.01.2009

ICMS - 679,350 642,272 470,766
Other 1 2,797 2,375 -
1 682,147 644,647 470,766

Current portion (1) (494,036) (464,615) (314,627)
Long-term portion - 188,111 180,032 156,139

The long-term portion basically refers to
ICMS (VAT) on the subsidiaries” acqui-

sition of property, plant and equipment

items.




ANNUAL REPORT 2010 FINANCIAL STATEMENTS

You, without frontiers.

10. DIRECT TAXES AND CONTRIBUTIONS RECOVERABLE

PARENT COMPANY CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009 12.31.2010 12.31.2009 01.01.2009

Income tax 8,375 7,330 7,322 262,647 170,736 100,590
Social contribution tax 1 - -

PIS ans COFINS taxes - - - 211,255 292,876 223,886

Other 377 1,006 2 27,393 18,787 35,086

8,752 8,336 7,324 501,295 482,399 359,562

Current portion (380) (1,005) (1,067) (361,929) (440,693) (288,726)

Non-Current Portion 8,372 7,331 6,257 139,366 41,706 70,836

The Company and TIM Celular have filed suits to 11. Deferred income and social contribution taxes

challenge the constitutionality of Law No. 9.718/98
regarding the expansion of the basis for calculation of
the PIS and COFINS taxes, and prevent collection of
PIS and COFINS on revenues other than those arising
from the Company’s sales. However, as they have not
had a final favorable sentence, no PIS and COFINS
credits have been recorded. According to management,
the chance of a favorable ruling to the Companies is
probable. The amounts involved are R$19,039 and
R$44,302, respectevely monetarily restated.

Deferred taxes are calculated on income tax and social
contribution losses and the temporary differences arising
between the tax bases of assets and liabilities and
their carrying amounts in the financial statements. The
currently defined tax rates of 25% for income tax and
9% for social contribution are used to calculate deferred
taxes.

Deferred tax assets are recognized to the extent that it
is probable that future taxable profit will be available

to offset temporary differences and/or tax losses,
considering projections of future results based on internal
assumptions and future economic scenarios, which may,
therefore, suffer changes.




ANNUAL REPORT 2010 FINANCIAL STATEMENTS

You, without frontiers.

The offsetting amounts are as follows:

PARENT COMPANY CONSOLIDATED

12.31.10 12.31.09 01.01.09 12.31.10 12.31.09 01.01.09

Income tax losses 8,764 7,798 4,843 1,669,112 1,719,136 1,649,882
Social contribution losses 3,220 2,872 1,744 600,852 619,081 593,924
Temporary Differences

Allowance for doubtful accounts - - - 126,003 139,501 123,115
Derivative transactions - - - 48,853 28,240 (110,266)
Provision for contingencies 1,367 1,359 2,217 84,679 110,333 86,146
Accelerated depreciation of TDMA equipment - - ) 11,419 17,522 30,921
Adjustment to present value -3G licensing - 24,660 26,602 29,130

Deferred income tax on CPC adjustments (note 3) 193,674 215,870 148,262

53,569 53,569 53,569
FISTEL court deposit - - 19,069 -

Income and social contribution taxes on the fair
value of property, plant and equipment acquired - - - (83,708) (96,154) -
in business combination (note 2.c4)

Other 1,787 1,626 6,150 18,431 (8,478) 33,839
68,707 67,224 68,523 2,713,044 2,771,653 2,584,953
Valluation allowance (68,707)  (67,224)  (68,523)  (1,064,020) (2,570,320) (2,395,388)

- - - 1,649,024 201,333 189,565

Portion of Deferred Tax Assets - - 1,732,732 297,487 189,565

Portion of Deferred Tax Liabilities (83,708) (96,154) -
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TIM CELULAR

The subsidiary TIM Celular, based on the expectation of
generating future taxable income, supported by a technical
study approved by management and reviewed by the Fiscal
Council, recognized in 2010 the totality of its deferred tax
assets deriving from tax losses, social contribution losses
and temporary differences, which have no expiration
period. Similarly to 2009, the Company evaluated the
recognition of such tax credits based on the likelihood of
recoverability, and recorded a deferred tax asset for the
portion considered probable of being recovered. For the
year ended December 31, 2010, the following main aspects
supported the Company’s evaluation:

- A significant reduction in the uncertainties in the macro-
economic environment;

- Substantial improvements in the Company’s financial and
operational indicators, which result from the actions taken
by the Company during the year, such as reformulation
of the Company’s product and service portfolio and a
differentiated price and handset subsidy strategy;

- Results of the Company’s mergers (TIM Nordeste
and Intelig), which generated an improvement in the
operational and tax efficiency;

Those factors, together with the robust results presented by
the Company in 2010 and the revision of the projections,
led to a scenario of reduced uncertainties about the
recognition of the corresponding deferred tax assets.

Based on the technical study of generation of future
taxable profits, TIM Celular estimates that these deferred
tax assets will be recovered in the following years:

2011 399,796
2012 274,580
2013 277,114
2014 252,119
2015 244,312
2016 forward 284,811

1,732,732

The estimates of recovery of tax credits were based on
the estimates of taxable profits, taking into account
several financial and business assumptions considered
at the conclusion of 2010. Consequently, these estimates
may not be realized in the future, due to the inherent
uncertainties in our forecasts.

INTELIG

Based on future taxable income projections and
considering the history of tax losses, the subsidiary Intelig
concluded that significant uncertainties exist in relation
to the recoverability of tax losses, and accordingly it did
not recognize the deferred tax assets. The amounts of
such potential deferred tax assets are R$923,907 as of
December 31, 2010, R$882,016 as of December 31, 2009
and R$871,080 as of January 1, 2009.
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12. PREPAID EXPENSES

CONSOLIDATED

12.31.10 12.31.09 01.01.09

Rentals and Insurance 26,930 17,220 14,069
Advertising not released 80,293 9,540 1,907
Other 1,165 7,777 18,677
108,388 34,537 34,653

Current portion (93,768) (24,690) (20,960)
Long-term portion 14,620 9,847 13,693

13. COURT DEPOSITS

PARENT COMPANY CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009 12.31.2010 12.31.2009 01.31.2009

Civil 9,430 431 95 112,175 97,826 34,869
Labor 11,304 11,191 4,923 103,092 68,586 50,462
Tax (*) 7 8 449 170,148 61,108 58,593
Regulatory - - - 104 - -

20,741 11,630 5,467 385,519 227,521 143,924

(*) In April 2008, Federal Law No. 11.652 was published related to the
payment of the contribution for Development of the Public Radio Service
to EBC (Empresa Brasil de Comunicag&o). It is the understanding of the
company that this Law is unconstitutional since the contribution instituted
lacks the necessary characteristics for the valid creation of any taxes in
accordance with the Federal Constitution. An injunction was filed in court
to protect the interests of TIM Celular, and in March 2010 court deposits
were made related to the contribution for 2010 in the amount of R$56,086.
For this court deposit there is a provision in the same amount recorded
under “Indirect taxes and contributions payable” in non-current liabilities.
The writ of mandamus is pending court decision at the lower court. In the

opinion of the Company’s internal and external legal counsel, the risk of

loss is probable.
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14. OTHER ASSETS

PARENT COMPANY CONSOLIDATED

12.31.10 12.31.09 01.01.09 12.31.10 12.31.09 01.01.09

Advances to suppliers - - 61,403 81,210 11,958
Advances to employees - - 4,879 5,723 5,712
Tax incentives - - 13,533 13,358 14,260
Other assets 135 215 36,539 5,862 2,177

135 215 116,354 106,253 34,107
Current portion (135) (215) (98,591) (94,390) (26,839)
Long-term portion - - 17,763 11,863 7,268

15. Investments - Parent Company

(A) INTEREST IN SUBSIDIARIES

TIM Celular Intelig Total
Number of shares held 31,506,833,561 3,2798,157,267
Interest in total capital 100% 100%
Shareholders’ equity 9,435,865 717,372
Net income (Loss) for the year 2,243,626 (22,356) 2,221,271
Equity pickup 2,243,626 (22,356) 2,221,271
Investment amount 9,419,984 717,372 10,137,356
Special goodwill reserve 15,881 - 15,881
Investment amount 9,435,865 717,372 10,153,237
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CONTINUE
TIM Celular Intelig Total

Number of shares held 31,506,833,561 3,279,157,266

Interest in total capital 100% 100%

Shareholders’ equity 7,834,075 739,729

Net income for the year 351,452 - 351,452
Equity pickup 351,452 - 351,452
Investment amount 7,818,194 739,729 8,557,923
Special goodwill reserve 15,881 15,881
Investment amount 7,834,075 739,729 8,573,804

(B) CHANGES IN INVESTMENTS IN SUBSIDIARIES
TIM
INTELIG TOTAL
CELULAR

Investment as of January 1, 2009 7,671,063 - 7,540,021
Equity pickup 351,452 351,452

Complementary dividends 2008 (131,042) (131,042)

Dividends (57,398) - (190,000)

Acquisition of Intelig - 739,729 739,729
Investment as of December 31, 2009 7,834,075 739,729 8,573,804
Equity pickup 2,243,625 (22,356) 2,221.271
Complementary dividends 2009 (132,602) - (132,602)
Dividends (509,235) - (509,235)

Balance of investment as of December 31, 2010 9,435,865 717,373 10,153,238
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16. Property, plant and equipment
(A) VARIATION IN PROPERTY, PLANT AND EQUIPMENT

CONSOLIDATED

Balance Balance
as of . ) as of
December Additions Disposals Transferred December
31, 2009 31,2010
Cost of property, plant and equipment, gross
Commutation / transmission equipment 8,538,467 - (2,545) 892,907 9,428,829
Fiber optic cables 463,384 - - 3,054 466,438
Leased hand sets 1,212,042 - (72,687) 186,713 1,326,068
Infrastructure 2,049,973 - (39) 161,795 2,211,729
Computer assets 1,106,637 - - 49,994 1,156,631
General use assets 432,980 - (1,862) 26,710 457,828
Plots of land 37,622 - - 553 38,175
Construction work in progress 654,045 1,745,985 - (1,321,726) 1,078,304
Total property, plant and equipment, gross 14,495,150 1,745,985 (77,133) - 16,164,002
Accumulated depreciation
Commutation / transmission equipment (5,763,613) (858,360) 2,111 - (6,619,862)
Fiber optic cables - (30,934) - ) (30,934)
Leased hand sets (865,764) (291,786) 45,442 ~ (1,112,108)
Infrastructure (1,137,850) (150,734) 5,869 _ (1,282,715)
Computer assets (950,838) (79,676) 905 ) (1,029,609)
General use assets (183,313) (37,164) (4,574) ) (225,051)
Total Accumulated depreciation (8,901,378) (1,448,654) 49,753 - (10,300,279)
Property, plant and equipment, net
Commutation / transmission equipment 2,774,854 (858,360) (434) 892,907 2,808,967
Fiber optic cables 463,384 (30,934) - 3,054 435,504
Leased hand sets 346,278 (291,786) (27,245) 186,713 213,960
Infrastructure 912,123 (150,734) 5,830 161,795 929,014
Computer assets 155,799 (79,676) 905 49,994 127,022
General use assets 249,667 (37,164) (6,436) 26,710 232,777
Plots of land 37,622 - - 553 38,175
Construction work in progress 654,045 1,745,985 - (1,321,726) 1,078,304

Total property, plant and equipment, net 5,593,772 297,331 (27,380) - 5,863,723
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Balance as N Diqusals Intelig Bglsag?e
oZng%zry Additions (Vc\)lfrfl;?— Transferred Balance December
’ 31, 2009

Cost of property, plant and equipment, gross
Commutation / transmission equipment 7,726,698 563 - 563,332 248 8,538,467
Fiber optic cables - - - - 463,384 463,384
Leased hand sets 955 381 (123) 380,566 - 1,212,042
Infrastructure 1,930,992 118 - 118,293 688 2,049,973
Computer assets 1,066,639 30 - 29,787 10 1,106,637
General use assets 352 56 (73) 55,815 26 433
Plots of land 27,790 184 - 184 9,648 37,622
Construction work in progress 277 355 - (1,147,977) 23 654
Total property, plant and equipment, gross 12,334,725 1,502,720 (123,14) - 780,845 14,495,150
Accumulated depreciation
Commutation / transmission equipment (4,994,315) (769,344) 46 - - (5,763,613)
Fiber optic cables - - - - - -
Leased hand sets (637,697) (312,67) 84,603 - - (865,764)
Infrastructure (984,322) (153,528) - - - (1,137,850)
Computer assets (822,231) (128,607) - - - (950,838)
General use assets (142,36) (41,01) 57 - - (183,313)
Total accumulated depreciation (7,580,925) (1,405,159) 84,706 - - (8,901,378)
Property, plant and equipment, net
Commutation / transmission equipment 2,732,383 (206) 46 563,332 248 2,774,854
Fiber optic cables - - - - 463,384 463,384
Leased hand sets 317 68 (38) 380,566 - 346
Infrastructure 947 (35) - 118,293 688 912
Computer assets 244 (99) - 29,787 10 156
General use assets 209 15 - 55,815 26 250
Plots of land 27,79 184 (16) 184 9,648 37,622
Construction work in progress 277 355 - (1,147,977) 23 654

Total Property, plant and equipment, net 4,753,800 97,561 (38,434) - 780,845 5,593,772
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(B) DEPRECIATION RATES

Commutation / transmission equipment
Fiber optic cables

Leased hand sets

Infrastructure

Computer assets

General use assets

In compliance with ICPC 10, the Company and its
subsidiaries evaluated the useful lives of property, plant
and equipment and concluded that no changes in the
circumstances on which the estimates were based justified
any changes in the useful lives currently estimated.

AVERAGE ANNUAL RATE %

8to 14.29
4to 10
50
41to 10
20
41010

Operating technologies

The subsidiaries operate their service network using GSM
and 3G technologies. On December 31, 2010, no provision
for loss on recovery of property, plant and equipment was
deemed necessary.

17. Intangible assets

The authorizations for SMP operation rights and radio
frequency licensing, as well as software, goodwill and
other items, can be shown as follows:
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(A) VARIATION IN INTANGIBLE ASSETS

CONSOLIDATED

Balance Balance

Dein?]fber Additions Transfers ~ Write-offs Dein?][)er

31, 2009 31,2010
Cost of intangible assets, gross
Software rights 6,115,624 - 746,174 - 6,861,798
Concession licenses 4,266,301 - - - 4,266,301
Subsidies on sales of devices and mini modems 1,521,244 - 290,336 - 1,811,580
Goods and facilities in progress 16,508 1,089,775 (1,036,510) - 69,773
Goodwill 367,571 - - - 367,571
Other assets 33,181 - - - 33,181
Total intangible assets, gross 12,320,429 1,089,775 - - 13,410,204
Accumulated amortization
Software rights (4,075,570) (794,858) - 173 (4,870,255)
Concession licenses (1,943,627) (302,517) - - (2,246,144)
Subsidies on sales of devices and mini modems (1,307,664) (441,366) - - (1,749,030)
Other assets (2,856) (6,066) - 5) (8,927)
Total Accumulated Amortization (7,329,717) (1,544,807) - 168 (8,874,356)
Intangible assets, net
Software rights 2,040,054 (794,858) 746,174 173 1,991,543
Concession licenses 2,322,674 (302,517) - - 2,020,157
Subsidies on sales of devices and mini modems 213,580 (441,366) 290,336 - 62,550
Goods and facilities in progress 16,508 1,089,775 (1,036,510) - 69,773
Goodwill 367,571 - - - 367,571
Other assets 30,325 (6,066) - 5) 24,254

Total Intangible assets, net 4,990,712 (455,032) - 168 4,535,848
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CONSOLIDATED

Balance as Intelig lesag:‘:e
oanr(;Légry Additions Transfers  Disposals Balance December
’ 31, 2009

Cost of intangible assets, gross
Software rights 4,831,979 - 752,939 530,706 6,115,624
Concession licenses 4,079,741 - - 186,560 4,266,301
Subsidies on sales of devices and mini modems 1,037,887 - 483,357 - 1,521,244
Goods and facilities in progress 84,554 1,168,250 (1,236,296) - 16,508
Goodwill 157,556 - - 210,015 367,571
Other assets 3,040 - - 30,141 33,181
Total intangible assets, gross 10,194,757 1,168,250 - 957,422 12,320,429
Accumulated amortization
Software rights (2,744,240) (810,984) - (2,170)  (518,176) (4,075,570)
Concession licenses (1,557,176) (2983,069) - (98,382) (1,943,627)
Subsidies on sales of devices and mini modems (903,022) (404,642) - - (1,307,664)
Other assets (2,744) (112) - - (2,856)
Total Accumulated Amortization (5,207,182) (1,508,807) - (2,170) (611,558) (7,329,717)
Intangible assets, net
Software rights 2,087,739 (810,984) 752,939 (2,170) 12,530 2,040,054
Concession licenses 2,522,565 (293,069) - 93,178 2,322,674
Subsidies on sales of devices and mini modems 134,865 (404,642) 483,357 - 213,580
Goods and facilities in progress 84,554 1,168,250 (1,236,296) - 16,580
Goodwill 157,556 - - 210,015 367,571
Other assets 296 (112) - 30,141 30,325
Total Intangible assets, net 4,987,575 (340,557) - (2,170) 345,864 4,990,712
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(B) AMORTIZATION RATES

ANN AVERAGE RATE %

Software licenses 20
Concession licenses 5to 20
Other assets 20

Subsidies on the sale of devices and mini-modems are
amortized in 12 months.

Impairment test on intangible assets with undefined
useful life.

At least annualy, the Company applies the recoverability
test on recorded goodwill. The calculations were
performed based on the discounted cash flow using as
parameters the premises included in the Company’s 10
years Industrial Plan and used growth rate compatible
with the market the Company operates and a discount
rate of 10% per year.The results of such tests indicated
no need for an accounting provision.

18. SUPPLIERS

PARENT COMPANY CONSOLIDATED

12.31.10  12.31.09  01.01.09 12.31.10 12.31.09  01.01.09
Local currency

Suppliers of materials and services 1,296 1,418 759 2,673,885 2,593,278 2,654,599
Interconnection (a) - - - 210,307 220,518 306,255
Roaming (b) - - - 240 274 846
Co-billing (c) - - - 91,870 118,684 177,008
1,296 1,418 759 2,976,302 2,932,754 3,138,678

Foreign currency
Suppliers of materials and services - 4,400 9 71,994 100,690 131,610
Roaming (b) - - - 55,173 66,538 58,426
- 4,400 9 127,167 167,228 190,036
Current portion 1,296 5,818 768 3,103,469 3,099,982 3,328,714

(a) This refers to the use of the networks of other fixed and mobile cell
telephone operators, with calls being initiated in theTIM network and ter-

minating in the network of other operators.

(b) This refers to calls made by customers outside their registration area,

who are therefore considered visitors in the other network.

(c) This refers to calls made by a customer who chooses another long-

distance operator.
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Local currency

Banco do Nordeste: financing subject to fixed interest of 10% p.a. and a
15% and 25% timely payment discount on charges,. This financing is the
subject matter of a swap transaction intended as a hedge, which changes
its cost to 76.90% of the CDI daily rate.

Banco do Nordeste: financing subject to fixed interest of 10% p.a. and
a 15% and 25% timely payment discount on charges. This financing
involves a swap transaction intended as a hedge, which changes the cost
into between 75.75% and 69.80% of the CDI daily rate.

Banco do Nordeste: financing subject to fixed interest of 10% p.a. and a
15% and 25% timely payment discount on charges.

BNDES (Banco Nacional do Desenvolvimento Econémico e Social):
this financing bears interest at 4.23% p.a. plus variation of the TJLP (long-
term interest rate) as disclosed by the Brazilian Central Bank. Part of this
TJLP-based financing involves a swap transaction for 91.43% of the Bank
Deposit Certificate (CDI) daily rate.

BNDES (Banco Nacional de Desenvolvimento Econdémico e Social):
This financing bears an average interest rate of approximately 2.34% plus
the TJLP (Long Term Interest Rate) disclosed by the Brazilian Central
Bank, on the 82.8% % ,incentive”portion and an interest rate consisting
of the IPCA, plus the BNDES cost of obtaining the funding on the 17.2%
portion.

BNDES (Banco Nacional de Desenvolvimento Econémico e social):
This financing bears an interest rate of 4.5% p.a. This loan is part of the
progam named PSI (Investment Sustainability Program).

BNDES (Banco Nacional do Desenvolvimento Econémico e Social):
this financing bears interest at 3.0% p.a. plus variation of the TJLP (long-
term interest rate) as disclosed by the Brazilian Central Bank. Part of this
financing based on the TJLP involved a swap transaction for 81.80% of
the daily CDI.

BNDES (Banco Nacional de Desenvolvimento Econdémico e Social):
bears an average interest of 4.82% p.a., plus the TJLP (long-term interest
rate) as disclosed by the Brazilian Central Bank. This loan is part of the
program named PSI (Investment Sustainability Program).

CONSOLIDATED

Guarantees

Bank
Guarantee

Bank guarantee
and TIM
Participagdes’
surety

Bank guarantee
and TIM
Participagcdes
surety

TIM
Participagoe’
guarantee and
TIM Celular
receivables.

TIM
Participacoes
guarantee and
TIM Celular
receivables.

TIM
Participacoes
guarantee and
TIM Celular
receivables

Bank guarantee

TIM
Participacdes”
guarantee and

TIM Celular
receivables.

12.31.10

24,825

36,508

56,917

583,498

949,902

70,097

10,569

407,268

12.31.09

40,950

54,861

68,063

802,310

657,727

23,252

407,373

01.01.09

56,830

71,603

45,287

1,019,898

270,496

35,892
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CONTINUE

Syndicated loan. The outstanding balance is updated by the variation of
the CDI rate plus the respective applicable margin of 1.80% and 2.75% of
the CDI.

CCB - Bank financing in local currency, contracted with Banco Santander
to meet working capital requirements. Its cost is 110% of the daily CDI
rate.

Resolution 2770: Bank financing at an interest rate of 108% of the CDI.

Foreign Currency

BEI: The outstanding balance is updated by the LIBOR 6M plus SPREAD.
Loan in foreign currency, with 100% coverage against foreign exchange
exposure through swap transactions at the average interest rate of
95.42% of the CDI.

Banco BNP Paribas: Loan taken out in foreign currency and updated
by LIBOR 6M+ Spread, for which 80% of the risk is guaranteed by the
insurance company “SACE S.p.A”. This transaction is 100% hedged
against foreign exchange exposure through swap transactions at the

average cost of 95.01% of the CDI.

Morgan Stanley Bank: Debt in the amount of US$68,000,000

Total

Current portion

Long-term portion

Foreign currency loans taken with Banco BNP Paribas,
with a guarantee provided by the SACE group and CCB
(Bank Credit Schedules) contracted with Banco Santander
Brasil S.A., include restrictive clauses that provide for
compliance with some financial indices calculated on
a half-yearly basis. The subsidiary TIM Celular is in
compliance with all the required financial indices.

The loans taken by TIM Celular S.A. with the BNDES, for
the purpose of expanding the mobile telephone network,
also include restrictive clauses under which the company
has to comply with certain financial indices calculated on
a half-yearly basis. The subsidiary has been complying
with all the required financial indices.

The BNDES released R$92,000 in August 2010 under
the PSI credit line, which is being used to purchase
machines and equipment to expand our network

capacity. Considering that the financing was granted
by the development bank at an interest rate of 4.5%
p.a., that is, below market rate, this transaction can be
classified in the scope of IAS 20/CPC 07 — Governmental

TIM
Participagdes’ - 590,440 628,747
surety
N.A. 204,957 203,750 205,634
N.A. 165,901 516,517 1,214,832
Bank guarantee
_andTIM 479337 422,276 -
Participacoes
surety
TIM
Participagdes’ 244,891 254,397 -
surety
TIM Celular’s ) 118,402 B
surety
3,234,670 4,159,958 3,549,219
(957,549) (1,417,363) (1,482,705)
2,277,121 2,742,595 2,066,514

Subsidy and Assistance. Accordingly, using the effective
interest rate method defined in IAS 39/CPC 38 - Financial
Instruments, Recognition and Measurement, the following
should be taken into account: a comparison was made
between i) the total amount of the debt, based on the rates
agreed in the contract and ii) the total amount of the debt
based on rates in effect in the market (fair value). Based
on this comparison, the subsidy released by the BNDES
was adjusted to present value of R$22,772. This amount
was recorded under “Prepaid Revenues — Governmental
Subsidy — Long Term” and will be deferred over the useful
life of the asset being financed and appropriated to “Other
Revenues from Subsidies.”

The Company’s subsidiaries entered into swap transactions
as protection against devaluation of the Brazilian currency
(“Real”) vis-a-vis foreign currencies and changes in the fair
value of their loans that were pegged to fixed interest rates
and the TJLP (Long-Term interest Rate).

The long-term portions of loans and financing as of
December 31, 2010 mature as follows:
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CONSOLIDATED these instruments have been substantially contracted with
the National Bank for Economic and Social Development

(BNDES) and other Development Banks. In Brazil,

2012 623,409 there is no consolidated market for long-term debt
2013 365,126 with characteristics of BNDES financing arrangements
2014 215,141 because loans to entities in general, with the long-term
2015 215.141 characteristic, are usually granted by BNDES and other
2016 858.304 Development Banks. These financing arrangements have

special features and conditions that are established in
BNDES loan agreements between independent parties,
and reflect the conditions for the types of financing that
As for transactions involving financial instruments typically include particular characteristics, by applying
(liabilities), significant differences have not been identified rates that would be applicable to any entity, adjusted only
between fair values and book values, especially because by the specific credit risk of entities and projects involved.

2,277,121




ANNUAL REPORT 2010 FINANCIAL STATEMENTS

You, without frontiers.

20. LABOR OBLIGATIONS

PARENT COMPANY CONSOLIDATED

12.31.2010 12.31.2009 01.01.2009 12.31.2010 12.31.2009 01.01.2009

Payroll taxes 10 16 15 31,522 30,156 26,235
Salaries and provisions payable - - - 85,337 70,329 70,410
Employees’ withholding 92 34 12 8,433 7,378 10,346

102 50 27 125,292 107,863 106,991

21. INDIRECT TAXES, FEES AND CONTRIBUTIONS PAYABLE

PARENT COMPANY CONSOLIDATED

12.31.10 12.31.09 01.01.09 12.31.10 12.31.09 01.01.09

ICMS - - - 419,294 470,311 400,766
ANATEL taxes and fees - - - 128,870 44,297 23,560
Municipal Service Tax (ISS) - - - 46,539 31,651 28,615
Other 14 9 11 7,392 22,750 19,017

14 9 11 602,095 569,009 471,958
Current Portion (14) 9) (11) (544,375) (563,852) (471,958)
Long-Term Portion - - - 57,720 5,157 -

22. DIRECT TAXES, FEES AND CONTRIBUTIONS PAYABLE

PARENT COMPANY CONSOLIDATED

12.31.10 12.31.09 01.01.09 12.31.10 12.31.09 01.01.09

IRPJ and CSSL - - 6 289,659 99,007 67.263
PIS/COFINS - - - 100,779 55,766 56.019
Other 150 4 - 13,870 31,856 6.539
150 4 6 404,309 186,629 129.821

Current portion (150) (4) (6) (265,328) (162,645) (129.821)

Long-term Portion - - - 138,981 23,984 -
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23. OTHER LIABILITIES

12.31.10

Pre-paid services to be provided -
Reverse split of shares () 20,347
Governmental subsidies (note 19) -
Other obligations 8,211

28,558
Current portion (1,711)
Long-term Portion 26,847

(*) On May 30, 2007, the Extraordinary General Meeting of the Company
approved the reverse split of all the shares issued by the Company in the
proportion of one new share for each (1,000) existing shares of the same
type. From June 1, 2007 to July 2, 2007, shareholders adjusted their equity
holdings in lots of (1,000) shares, by type, through private negotiation, in
the OTC market or in the Sdo Paulo Stock Exchange (BOVESPA) at their

free and sole discretion.

On September 18, 2007, an auction was made in the Séo
Paulo Stock Exchange (BOVESPA,) for the sale of 2,285,736
shares (1,185,651 common shares under the code TCSL3
and 1,100,085 preferred shares under the code TCSL4),
corresponding to the fractions resulting from this reverse
split. The amounts calculated on the sale are at the disposal
of the holders of these fractions since then.

PARENT COMPANY CONSOLIDATED

12.31.09  01.01.09 12.31.10  12.31.09  01.01.09

- - 264,147 134,053 103,769

20,366 20,447 20,347 20,366 20,447

- - 22,772 - -

8,160 4,121 16,894 13,437 9,870
28,526 24,568 324,160 167,856 134,086
(1,660) @,121) (181,268) (115,450) (113,639)
26,866 20,447 142,982 52,406 20,447

24. Provision for contingencies

The Company and its subsidiaries are parties to certain
lawsuits (labor, tax, regulatory and civil) which arise in the
normal course of their business, and have set up provisions
whenever management, based on the opinion of its legal
advisors, concludes that there is a probable risk of loss.




ANNUAL REPORT 2010 FINANCIAL STATEMENTS

You, without frontiers.

The provision set up for contingencies is made up as follows:

PARENT COMPANY CONSOLIDATED

12.31.10 12.31.09  01.01.09 12.31.10 12.31.09  01.01.09

Civil - 35 422 40,531 91,801 97,988
Labor 4,021 3,963 6,098 53,162 49,512 55,170
Tax - - - 145,099 159,105 76,762
Regulatory - - 10,265 24,090 23,450
4,021 3,998 6,520 249,057 324,508 253,370

The changes in the provision for contingencies can be summed up as follows:

ADDITIONS,
12.31.09 NET OF PAYMENTS ol::NI;’:’ é’;%'SST 12.31.10

REVERSALS
Civil 91,801 43,866 (84,691) (10,445) 40,531
Labor 49,512 3,618 (267) 299 53,162
Tax 159,105 (11,134) (4,760) 1,888 145,099
Regulatory 24,090 (3,893) (7,348) (2,584) 10,265
324,508 32,457 (97,066) (10,842) 249,057

BALANCE FROM ADDITIONS,
01.01.09 COMPANY NET OF PAYMENTS OL::NI::’ :cl:?)lt':ﬁT 12.31.09

ACQUIRED REVERSALS
Civil 97,988 7,113 73,061 (84,130) 2,231) 91,801
Labor 55,170 10,744 (11,436) (3,713) (1,253) 49,512
Tax 76,762 116,490 (10,786) (10,982) (12,379) 159,105
Regulatory 23,450 5,760 (2,943) (1,782) (395) 24,090
253,370 140,107 47,896 (100,607) (16,258) 324,508
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Civil Contingencies

The Company and its subsidiaries are subject to various
legal and administrative proceedings filed against them
by consumers, suppliers, service providers and consumer
protection agencies, in connection with a number of issues
that arise in the regular course of business. Management
analyzes each legal or administrative proceeding with the
aim of reaching a conclusion in relation to any particular
contingency, classifying it as representing a probable,
possible or remote risk. This assessment made by
management is based upon the opinion of the lawyers
who are hired to deal with such cases. These assessments
are reviewed at periodic intervals, and therefore can be
modified over the course of the proceedings, in light of
new facts or events, such as changes in case law.

Consumer Lawsuits

The subsidiaries are parties to roughly 69,890 lawsuits
(versus 61,697 as of June 30, 2010), which are mostly
claims that have been filed by consumers. The
aforementioned lawsuits relate to questions regarding the
relationship between the subsidiaries and their clients,
with highlight going to allegations of undue collection,
contract cancellation, equipment defects and failures
in terms of equipment delivery, as well as unjustified
inclusion in credit report services. For these actions, the
Company provided for the accrual based on the above
mentioned premises.

Class Actions

There are two main class actions against subsidiaries
where the risk of loss is regarded as being probabile: () a
lawsuit against TIM Celular in the State of Bahia with the
aim of obtaining a ban on charging long-distance rates
for calls originating and received between the towns of
Petrolina/PE and Juazeiro/BA, due to the existence of
“state border areas”; and (ll) a lawsuit against TIM Celular
in the State of Rio de Janeiro, involving the impossibility of
charging a contract termination penalty in the case of theft
of phone sets. Due to the fact that the referred lawsuits
entail positive and negative obligations and, taking into
account the impossibility of accurately quantifying possible
losses at the current stage of the legal proceedings, no
provisions have been set up by management regarding
the above described contingencies.

Labor Contingencies

These refer both to claims filed by former employees, in
relation to questions such as salary differences, wage
parity, payments of variable compensation/commissions,
additional legal payments, overtime and other provisions
that were established during the period prior to
privatization, as well as by former employees of service

providers who, in accordance with the labor legislation in
force, have filed claims against the Company and/or its
subsidiaries on the grounds that they are responsible for
labor related obligations that were not met with by the
service provider companies that were contracted.

Labor Claims

Out of the total of 6,172 labor suits (5,192 as of June 30,
2010) filed against the Company and its subsidiaries, more
than 79% relate to claims that involve service providers,
with the great majority of these claims being concentrated
in certain companies, which for the most part are located
in the cities of Sdo Paulo, Belo Horizonte, Rio de Janeiro,
Curitiba and Recife. As a result of the merger of HOLDCO
into TIM Participacdes, that took place in December 2009,
there are 45 labor claims involving TIM and Grupo Docas.

In relation to third-party claims, a number of these relate to
specific projects involving the revision of service provider
contracts, which in 2006 led to the termination of some
of these contracts, with the subsequent winding up of
these companies and the laying-off of employees. Another
significant percentage of the contingencies that exist
relates to the organizational restructuring processes, with
highlight going to the closure of the Client Relationship
Centers in Fortaleza, Salvador and Belo Horizonte, which
resulted in the termination of 800 employees, including in-
house staff as well as outsourced personnel.

Any assessment of the chances of loss regarding these
actions and the contingent values is subject to revision at
periodic intervals, taking into account the legal decisions
reached during the course of the aforementioned
processes, on account of regulatory changes or changes
in Case Law Guidelines and Precedents issued by
Superior Courts.

Adjustments in the labor provision are based, for the most
part, on the concentration of efforts aimed at intensifying
the standardization process in relation to the classification
of the risks of labor-related claims involving the Company
and its subsidiaries, taking into account the fact that the
management of labor litigation makes use of numerous
methods of procedural analysis and evaluation of the
existing risks.
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Tax Contingencies

IR and CSLL

In 2005, TIM Celular was assessed by the Minas Gerais
office of the Federal Revenue Secretariat for the sum of
R$126,933, in connection with: (I) taxation of monetary
variations on swap transactions and exchange variations
on outstanding loans; (ll) a separate fine for failure to pay
social contribution on net income on an estimated monthly
basis for the year 2002 and part of 2001; (lll) alledge failure
to pay corporate income tax on an estimated monthly basis
for the year 2002; and (IV) remittance of interest overseas
(IRRF — withholding income tax) — a voluntary disclosure
that does not entail payment of arrears charges.

The subsidiary is currently challenging these assessments
with the tax authorities. Based on the opinions both of
the company’s own lawyers as well as of law firms that
provide the company with legal advice, management
had concluded that the probable loss to be incurred with
these processes would come to a figure of R$32,750, and
set up a provision in 2005 for this amount under the title
“Provision for income and social contribution taxes”.

In September 2009, TIM Celular enrolled in the REFIS
(Fiscal Recovery Program) which provided amnesty
in relation to fines and interest charges along with the
possibility of payment of federal tax debits by installment.
TIM Celular opted to enroll partially in the REFIS program
regarding these fines, and paid the sum of R$4,884 in
relation to the installment corresponding to exclusions
from net income before CSLL (Social Contributions on
Net Income) and exchange variations. The amount of the
provision that was set up under the title “Provision for
Income and Social Contribution Taxes” in connection with
CSLL was R$8,547, while the amount of R$3,663, which
corresponds to the difference between the value that had
been provisioned and the amount that was actually paid,
was reversed in favor of the subsidiary.

The subsidiary continues to challenge these assessments
with the tax authorities. At present the total amount
assessed comes to a figure of R$209,805, while the
company has set up a provision for the sum of R$24,203,
the amount considered as probable loss by the
management of the Company.

Regulatory Contingencies

Due to an alleged failure to comply with some of the
provisions set out in the SMP (Personal Mobile Service)
and STFC (Switched Fixed Telephone Service) regulations
and the quality targets defined under the General Quality
Targets Plan for SMP (PGMQ-SMP) and for STFC -
ANATEL filed some Procedures for the Determination of
Non-Compliance of Obligations — PADO, involving the
subsidiaries. The provision for regulatory contingencies
considers this evaluation.

The subsidiaries have made every effort and presented
the arguments to avoid sanctions. These arguments,
which are mostly of a technical and legal nature, may help
significantly reduce the initial fine charged or lead to the
definitive dismissal of the PADO, without any sanctions
being applied.

Contingencies involving possible losses

Civil, Labor, Regulatory and Tax-related actions have
been filed against the Company and its subsidiaries
involving risk of loss that is classified as possible by the
management and the Company’s lawyers. No provisions
have been set up for these contingencies and the
Company does not expect material negative impacts in
the financial statements, summarized as follows:

CONSOLIDATED

2010 2009

Civil 364,550 238,390
Labor 262,330 165,647
Tax 2,397,408 1,494,077
Regulatory 79,803 58,496
3,134,091 1,956,610

The main actions where the risk of loss is classified as
possible are described below:

Civil

Class Actions

There are some class actions against subsidiaries where
the risk of loss is regarded as possible and which deserve
to be highlighted. The aforementioned actions can be
summarized as follows: (I) a lawsuit against TIM Celular
in the State of Pernambuco, challenging the Company’s
policy of exchanging defective phone sets, which is
allegedly in disagreement with the manufacturer’s
warranty terms; (ll) a lawsuit against TIM Celular in the
State of Rio Grande do Norte (city of Natal), questioning
the quality of the services provided, as well as the quality
of the network serving said State; (lll) a lawsuit against
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TIM Celular in the State of Para, challenging the quality of
the service provided by the network in Sédo Felix do Xingu;
(IV) lawsuits against TIM Celular in the State of Maranhéo,
challenging the quality of the service provided by the
network in the municipalities of Balsas, Grajau and Coelho
Neto; (V) a lawsuit filed against TIM Celular, challenging
the long distance charges levied on calls made in the
municipality of Bertioga — State of Sdo Paulo and in the
surrounding region; and (VI) a lawsuit against TIM Celular
in the State of Rio de Janeiro, challenging SMS sent
without previous consent of consumer.

Other Actions and Proceedings

TIM Celular, along with other telecommunications companies,
is a defendant in lawsuit that has been brought by GVT in the
4t | ower Federal Court of the Federal District. The lawsuit is
aimed at getting a declaration considering, as null and void,
the contractual clause which deals with the VU-M amount
used by the Defendants as interconnection, which is deemed
by the plaintiff to be illegal and abusive, and as such requiring
the refunding of all amounts allegedly charged in excess
since July 2004. The judge granted an injunction determining
the provisional payment of VU-M at a figure of R$0.2899 per
minute, and ordered that GVT make court deposits equal to
the amount of the difference between this amount and the
amount indicated by the defendants.  The injunction was
confirmed by the TRF of the 1t Region. TIM appealed to this
decision through a special appeal (RESP), which was partially
granted, obliging GVT to pay TIM the amount established by
ANATEL in the arbitration process that is in progress with
the Agency, and to which GVT and VIVO are parties. In
addition to the lawsuit, GVT has also filed a representation
before the SDE (Secretariat of Economic Law), which agreed
to file an Administrative Proceeding against the Company
and other mobile telephone operators, on the grounds of an
alleged infraction of economic principles, which was judged
in March 2010.

The SDE ruled against the alleged practice of Price
Squeeze and forwarded the process to CADE for
judgment, also voting for the dismissal of the charge of
uniform conduct (“cartel”). CADE’s judgment is pending.

TIM Celular is the defendant in a lawsuit for damages that
has been filed by the services provider GLORIA SOUZA &
CIA LTDA. before the 9" Lower Court of the municipality of
Belém, in the State of Para, where it is claiming the sum of
R$6,119. The aforementioned company provided TIM with
outsourced labor in northern Brazil. Given TIM’s decision
to terminate the contract, the other party, disagreeing,
brought a lawsuit claiming moral damages, alleging losses
as a result of claims for severance payments brought by
its employees. TIM’s defense and the reply from Gloria
Souza & Cia. were presented.

Ajudicial action for collection was filed against TIM Celular
by Mattos & Calumby Lisboa Advogados Associados,
which is in progress at the 29th Lower Court of the
Judicial District of Rio de Janeiro. The plaintiff asserts that
it is owed money as a result of the contractual relationship
that was entered into with TIM (Contract for the Provision
of Professional Legal Services) The expert investigation
was homologated and TIM filed an appeal.

A lawsuit has been brought against TIM Celular by
the company (recharge distributor) INTEGRACAO
CONSULTORIA E SERVICOS TELEMATICOS LTDA.,
with the 2nd Lower Court of the Judicial District of
Florianépolis-State of Santa Catarina for the sum of
R$4,000 which aims to suspend the enforceability of
credits already executed by TIM, preliminarily claiming
non-inclusion in credit reporting’ lists, as well as damages
caused by contract termination. It should be stressed that
TIM filed an execution action against the aforementioned
company with the 4th Lower Court of the Judicial District
of Florianépolis-SC for the sum of R$3,957. TIM has made
a declaration to the effect that the assets indicated by the
execution debtor are insufficient to secure the execution.
The case records have been stayed since January 2010
due to the fact that an Interlocutory Appeal has been filed.

MCS was TIM’s largest commercial partner in Sdo Paulo
(withapproximately 40 stores). This commercial partnership
had been in operation since 2003 and the contract ended
in January 2010. The contract was terminated on account
of disagreements between the parties in relation to the
compensation amounts, the operation of the system, and
the creation and determination of targets, along with other
questions. MCS sought to lay the blame for its default and
losses on TIM. It believes that its financial health has been
negatively affected by the changes in TIM’s remuneration
policy. Even before the contract had come to an end,
MCS filed a lawsuit for termination of the contract and a
claim for the payment of R$8,120. TIM filed a Restraining
Action, in order to prevent MCS from transferring TIM
stores to the competition.

In March/2010 the Restraining Action was ruled valid
and it was determined that MCS should abstain from
transferring the stores which were previously TIM stores
for the period of twelve (12) months, starting from January
2, 2010 (the date when the contract ended). The action for
termination of the contract is still in progress.
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SECIT filed a lawsuit against TIM requesting indemnity
and stating that TIM disregarded the agreement entered
into between the two companies. SECIT was engaged
by TIM to perform infrastructure works related to the
installation of ERBs in area 4 (State of Minas Gerais). TIM
filed a defense and the case is in the initial phase, pending
judgment. The value on the action is R$9,758.

Labor

Labor Claims

A significant percentage of the existing contingencies
relates to the organizational restructuring processes, with
highlight going to the closure of the Client Relationship
Centers (call centers) in Fortaleza, Salvador and Belo
Horizonte, which resulted in the termination of 800
employees, including in-house staff as well as outsourced
personnel.

Case records 01102-2006.024.03.00.0 refer to a public
civil action filed by the Labor Public Prosecutor’s Office
of the 3 Region of Minas Gerais, which alleged irregular
outsourcing practices and contained a formal request for
collective moral damages. A judgment was rendered and
published on April 16, 2008, where the first degree acting
judge ruled the Labor Public Prosecutors’ Office claims as
partially valid, recognizing the irregular outsourcing and
the collective moral damages. An appeal was filed against
this decision, and was dismissed on July 13, 2009. Prior
to filing the aforementioned appeal, TIM filed a writ of
mandamus to prevent the immediate compliance of the
coercive acts imposed by the sentence. In view of the
appeal filed, the writ of mandamus lost its purpose.

In order to obtain staying effects for its appeal, TIM
Celular filed an innominate writ of prevention, which
was dismissed without prejudice. In order to reverse the
decision of the Regional Labor Court of the 3 Region, TIM
Celular filed an appeal against abusive acts of the judge
with the Superior Labor Court, and obtained a favorable
decision, which reversed the Court of Appeals” decision.
A motion for clarification was filed, but dismissed. On
September 16, 2009, a motion to appeal was filed, which
is awaiting judgment by the TST (Higher Labor Court).

As a result of the above mentioned Public Civil Action in
Minas Gerais, the Labor Public Prosecutor’s Office of the
Federal District filed case number 1218-2009.007.10.00.8
(Public Civil Action), alleging irregular outsourcing practices

and a formal request for collective moral damages. The
action was ruled groundless, establishing that, as a result
of the General Telecommunications Law, all outsourcing
in the telecommunications sector is legal. The Labor
Public Prosecutor’s Office of filed an Ordinary Appeal in
March/2010, which was ruled groundless, the lower-court
decision being upheld. A review appeal was filed, and is
awaiting the decision of the TST Superior Labor Court).

A group of processes have been filed in the state of
Parana, involving claims for damages in connection
with contractual provisions stamped in the employees’
labor booklets. According to an internal rule, TELEPAR
undertook to supplement the retirement benefits of
employees hired up until 1982. Prior to privatization,
TELEPAR had proposed to implement this benefit by
means of the payment of a certain amount in cash.
However, some of the company’s former employees
have questioned this transaction, and in some cases
have obtained initial favorable decisions.

It should also be pointed out that there is a group of labor
claims, particularly in Sdo Paulo, from former Gazeta
Mercantil employees who have filed claims requesting
inclusion of Holdco or TIM Participagdes as defendants,
with later payment of damages. We point out that
the plaintiffs were employees of the company Gazeta
Mercantil, without any ties to Holdco or TIM Participacdes.
It should be stressed that prior to being taken over by TIM
Participacdes, Holdco belonged to the Docas group, of
which Gazeta Mercantil is a part.

Tax Claims

IR and CSLL

On October 30, 2006, TIM Celular received a tax
assessment in the initial amount of R$331,171.In March
2007, the Federal Revenue Secretariat in Recife, State
of Pernambuco, notified the subsidiary by means of a
Tax Information Report, which informed the company
that the amounts in connection with Income and Social
Contribution Taxes and a separate fine, which added
up to a total of R$73,027 (principal and separate fine),
had been excluded from the assessment notice, which
therefore totaled R$258,144.

The tax assessments which make up the aforementioned
administrative proceeding include demands in connection
with alleged non-collection of Income and Social
Contribution Taxes, together with a separate unrelated
fine, for various reasons. Most of the assessment
relates to the amortization of goodwill resulting from
the privatization auction of the Telebras System and the
related tax deductions. Under Law No. 9.532/97, art. 7,
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the proceeds of goodwill amortization can be included in
the taxable income of a subsidiary created as a result of a
merger, spin-off or consolidation, whereby one company
has a stake in the other, with the said stake being acquired
based on the future profitability of the investee. It should
be stressed that this is a normal market transaction and is
in accordance with CVM (Brazilian Securities Commission)
Instruction No. 319/99.

As a result of the aforementioned Tax Information Report
part of the infractions contained in the assessment
notice on the temporary adequacy of goodwill deduction
was transferred to 159 specific federal tax offsetting
proceedings adding up to R$85,771, which derived from
offsetting of such recognition. In September 2009 there
was a decision that was partially favorable to TIM Celular
in one of the offsetting proceedings, reducing part of the
credit offset by the subsidiary. At present, the subsidiary
continues to challenge the remainder of the offsetting
proceedings, both in the administrative sphere (R$73,074)
and in the judicial sphere (R$9,193).

From May to July 2008, TIM Celular received other 49
assessment notices of the same nature, issued by the
Brazilian Federal Revenue in connection with Income
and Social Contribution Taxes offset by the subsidiary in
the years 2002, 2003 and 2004, totaling R$10,883. The
aforementioned assessments were all timely challenged
by the subsidiary, and the subsidiary is now awaiting a
decision at the administrative level.

In December 2010, TIM Celular received an assessment
notice drawn up by the Sdo Paulo Federal Revenue
Office, in the amount of R$164,102 related to (l) alleged
non-addition to the calculation base of IRPJ and CSL
of the amount corresponding to goodwill amortization
on the acquisition of shares in Tele Nordeste Celular
Participacgdes; (Il) exclusion of amortized goodwill; and
(1) deduction from IRPJ of tax reduction incentive and
allegedly non-refundable additions, considering the
alleged lack of formalization with the Federal Revenue
of the incentives granted by Superintendence for the
Development of the Northeast (Sudene). Said fine was
timely refuted by the subsidiary and is pending a decision
in the administrative sphere.

IRRF
In December 2006, the subsidiary Intelig received a tax
assessment drawn up by the Federal Revenue Office in
the amount of R$49, 652, as a result of alleged lack of
payment of IRF and CIDE on such remittances. The tax
assessment was challenged in the administrative sphere
and successfully terminated upon issue of a favorable
Writ of Mandamus.

PIS and COFINS

In 2004, TIM Celular was assessed in connection with PIS
and COFINS allegedly due on exchange variation arising
from revenue generated in 1999. The two assessment
notices added up to a total amount of R$30,913. TIM
Celular had filed a Writ of Mandamus against the
broadening of the tax assessment basis established by
Law No. 9718/98. A judicial decision favorable to the
company was issued in March 2006 in relation to the
aforementioned Writ of Mandamus, declaring Law No.
9718/98 to be unconstitutional, preventing the collection
of PIS and COFINS on non-operating revenue.

The above-mentioned tax assessments, which challenged
the levying of PIS and COFINS on exchange rate variations
in April 2007, the requirement for payment of PIS on
exchange rate variations was canceled, and in February
2009, the requirement for payment of COFINS in connection
with exchange rate variation was reduced by R$23,339,
leaving the amount of R$2,263 still under discussion.

In October, November and December 2009, TIM Celular
received 194 tax assessments amounting to the sum
of R$26,076 which involve the payment of COFINS in
connection with the non-homologation of the request for
offset for the fiscal years 2005, 2006 and 2007, related
primarily to the import of services. The aforementioned
assessments are being challenged by the subsidiary at
the administrative level.

In May 2010, TIM Celular received 3 tax assessment
notices drawn up by the Federal Revenue Secretaria in the
State of Sd0 Paulo, in the amount of R$50,026, related to:
(I) lack of payment of IRRF tax on earnings from residents
abroad and remitted as international roaming and
payment to unidentified beneficiaries; (ll) lack of payment
of CIDE tax on royalties in remittances abroad, as well as
on remittances related to international roaming; and (lll)
reduction of tax losses (IRPJ/CSLL) regarding deduction
of unproven expenses involving technical services. Such
fines were timely refuted by the company, and are pending
a decision at the administrative sphere.

ICMS
TIM Celular received assessment notices from the tax
authorities of the State of Santa Catarina in 2003 and 2004,
mainly relating to disputes regarding the levying of ICMS
on telecommunication services provided by the Parent
Company and allegedly not paid, as well as in connection
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with the sale of phone sets. As a result of various favorable
decisions in relation to the administrative processes the
amount that is now being disputed is R$41,576, (the
original tax assessment was for the sum of R$95,449).
The subsidiary is currently challenging these assessments
with the tax authorities at both the administrative as
well as judicial levels. Based on the opinions both of the
company’s own lawyers as well as of law firms that provide
the company with legal advice, management concluded
that the processes still in progress may result in a possible
loss for the subsidiary.

Over the past few years, the subsidiary TIM Celular has
received tax assessment notices drawn up by the tax
authorities in various Brazilian States in connection with
the payment of ICMS regarding operating aspects of the
company’s activity of provision of telecommunications
services, as well as the commercialization of merchandise.
Some grounds or reasons for tax assessments in
connection with alleged failure to pay the tax, according
to the allegations of the inspection agents include:
(I) discussion regarding the requirement to pay the
difference between the intrastate and interstate ICMS
rate on the purchase of property, plant and equipment
items for use and consumption and the determination
of the ICMS basis of calculation for acquisition of goods
intended for sale; (ll) recording of the taxed services
(according to the understanding of the tax authorities)
as not taxed by the subsidiary in the Transfer Register;
() alleged underpayment due to usage of the incorrect
rate and the entry of telecommunications services as
not taxed; (IV) alleged failure to make payment due to
differences between the amount actually paid and the
amount declared; and (V) payment of tax outside the
term established by the state legislation, among others.
The aforementioned assessments are being challenged
in a timely fashion at both the administrative as well as
the judicial level. The sum involved in those cases under
discussion where the amount is in excess of R$5,000,
comes to a total of R$105,661.

The subsidiary TIM Celular received tax assessment
notices for ICMS drawn up by the tax authorities in
the States of Rio de Janeiro and Bahia, for allegedly
defaulting on payment of the tax, as well as the additional
contribution regarding the “Fundo de Combate a Pobreza
e as Desigualdades Sociais” (Fund for Fighting Poverty
and Social Inequalities) allegedly due on: (I) the provision
of international roaming services; and (ll) the provision

of services in the pre-paid modality. The aforementioned
assessments are being challenged at the administrative
level and add up to a total sum of R$50,446.

The subsidiary TIM Celular received tax assessment
notices drawn up by the tax authorities of the States of
Paraiba, Rio de Janeiro, Parand, Bahia, Sao Paulo and
Goias for the respective sums of R$8,247, R$38,274,
R$8,476, R$19,938, R$46,923 and R$7,410, in connection
with the failure to proportionally reverse ICMS credits
on shipment of exempt and non-taxed goods. The
aforementioned assessments are being challenged by the
subsidiary at the administrative level and add up to a total
sum of R$72,199.

The subsidiary TIM Celular received assessment notices
from the tax authorities of the State of Sdo Paulo and
the State of Minas Gerais for the respective sums of
R$286,010 and R$17,167, for allegedly having failed to
include conditional discounts offered to clients in the ICMS
basis of calculation. This subsidiary intends to challenge
the aforementioned collection at the higher court.

In 2008, 2009 and 2010 the subsidiary TIM Celular
received tax assessment notices for the total sum of
R$122,208 drawn up by the tax authorities of the States
of Ceard, Sdo Paulo, Pernambuco, Parana and Minas
Gerais in connection with a debit arising from taking
ICMS credit on the purchase of electric energy. The
aforementioned assessments are being challenged by
the subsidiary at the administrative level.

On November 19, 2002, the subsidiary Intelig was
assessed by the State of Minas Gerais’ tax authorities
for the sum of R$8,564, for allegedly having taken undue
ICMS credit on the acquisition of property, plant and
equipment items and materials intended for utilization and
consumption by the company. This assessment is being
challenged at the judicial level.

In November 2005, the subsidiary Intelig was assessed
by the State of Mato Grosso’s tax authorities for the sum
of R$11,723, for allegedly having taken undue ICMS
credit on the acquisition of property, plant and equipment
items without the support of the respective Invoice and
of the difference in the rate of ICMS. The aforementioned
assessment is being challenged at the judicial level.

In December 2007 and December 2008, the subsidiary
Intelig received two assessment notices from the State of
S30 Paulo’s tax authorities for the amounts of R$5,204 and
R$11,385 for allegedly having taken undue ICMS credit in
the years 2002 and 2003 by means of the reversal of debits
in connection with the cancellation of telecommunications
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services that were not actually provided. The Company’s
attempt to reverse the assessment relating to the year
2002 was unsuccessful at the administrative level, and the
discussion of the debit was initiated at the judicial level.
This assessment in relation to the year 2003 is still being
discussed at the administrative level.

TIM Celular was assessed by the tax authorities of the States
of Parana and Paraiba, in the amounts of R$27,188 and
R$29,266 respectively, involving alleged lack of payment
pay ICMS on the provision of telecommunication services
(Pre-paid model) — phone card sales. Said tax assessments
are being challenged at the administrative sphere.

In April 2010, TIM Celular received 3 tax assessment
notices drawn up by the Treasury Office of the State of
Ceara, in the amount of R$17,558 for alleged (l) failure
to pay ICMS ST tax, since the company did not transfer
to “Property, plant and equipment” the goods purchased
for inventory purposes,but loaned to customers and (ll)
failure to pay ICMS tax deriving from the issuance of a
tax document showing price below acquisition cost.
These tax assessment notices are being challenged at the
administrative sphere.

In November 2010, TIM Celular received 2 tax assessment
notices drawn up by the Treasury Office of the State
of Sdo Paulo, in the amount of R$18,444 for allegedly
undue ICMS credit regarding telecommunication
services not provided as a result of subscription fraud
and alleged ICMS credit in duplicity relating to the year
2005. These tax assessments are being challenged at
the administrative sphere.

In November 2010, TIM Celular received 3 tax assessment
notices drawn up by the tax authorities of the States of Sdo
Paulo and Rio Grande do Sul, in the amount of R$67,958,
for the reversal of credits regarding the acquisition of
permanent assets whose entries allegedly are not backed
up in the CIAP (Control of ICMS Credits to Permanent
Assets) book. The aforementioned assessments are being
challenged at the administrative sphere.

ISS
On December 20, 2007, the subsidiary TIM Celular
received an assessment notice from the municipality of
Rio de Janeiro for the amount of R$94,359 for allegedly
failing to pay ISS on the following services: technical
programming; administrative service of plan cancellation;
telephone directory assistance service, provision of data
and information and network infrastructure sharing. This
assessment is being challenged by the subsidiary at the
administrative level.

FUST - Telecommunications Services
Universalization Fund

On December 15, 2005, ANATEL issued its Abstract
No. 07 aimed, among other things, at charging FUST
contributions on the interconnection revenues earned
by the providers of telecommunications services, from
the date upon which Law No. 9998 came into force. It is
the continued understanding of the subsidiary company
that based on the applicable legislation (including the
provision in the sole paragraph of article 6 of Law No.
9998/00), the abovementioned revenues are not subject
to the FUST charge, and accordingly, management has
taken the necessary measures to protect the interests of
the subsidiary company. A writ of mandamus was filed to
protect the interests of the subsidiary in connection with
the non-payment of FUST on interconnection revenues.
ANATEL’s intention to charge FUST on such revenues has
been suspended, due to the judicial decision in favor of
the subsidiary company. The writ of mandamus is pending
the decision from the court of appeals.

Since October 2006, ANATEL has issued a number of
assessment notices against the subsidiary TIM Celular, in
connection with FUST charges that are allegedly due on
interconnection revenues for the years from 2001 to 2005,
together with a fine for arrears, on account of Abstract No.
07/05. The assessments for this period add up to a total
amount of R$194,726.

The subsidiary Intelig has received a number of
assessment notices from ANATEL, which add up to a total
amount of R$45,645 in connection with FUST charges
that are allegedly due on interconnection revenues for the
periods from January to December 2001, 2002 and 2003,
respectively. The aforementioned assessments are being
challenged at the administrative level.

FUNTTEL - Telecommunications Technological
Development Fund

The Ministry of Communications drew up assessment
notices against the subsidiary TIM Celular in the amount
of R$166,943, in connection with FUNTTEL amounts
allegedly due on interconnection revenues for the years
from 2001 to 2005, as well as a fine for arrears. It is the
continued understanding of the Company that the above
mentioned revenues are not subject to FUNTTEL. A writ
of mandamus was filed to safeguard the Company’s
interests in relation to the non-payment of FUNTTEL
on interconnection revenues, on the same grounds
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as those used for the FUST process. The intention to
charge FUNTTEL on interconnection revenues is under
suspension, due to a favorable ruling obtained in relation
to the writ of mandamus that was filed by the subsidiary.

The subsidiary Intelig has received a number of
assessment notices from the Ministry of Communications,
which add up to a total amount of R$14,587 in connection
with  FUNTTEL charges that are allegedly due on
interconnection revenues for the periods from January
to December 2002, March to December 2003, April
to December 2004 and January to November 2005,
respectively. The aforementioned assessments are being
challenged at the administrative level.

Regulatory proceedings

TIM Celular is authorized to provide SMP in all Brazilian
states for an indefinite period, and to use the radio
frequencies associated with SMP, having obtained an
extension from ANATEL of the authorizations for such

TERM OF

radio-frequency usage, under the Terms of Authorization,
for a period of 15 years counting from the end of the
original period of validity of these authorizations.

ANATEL’s orders issued in July 2010 officialized the
staying effects of collection of 2% on interconnection
revenues related to payment for renewal of RFs. Our
provisions were not impacted since at no time did we
not consider any regulatory obligation associated with
this payment.

In view of the extension of authorization of usage of the
radio frequencies associated with SMP, the subject matter
of the above mentioned Terms of Authorization issued
in accordance with the respective Acts, the Company
received demands from ANATEL for payment of a new
Installation Inspection Fee (TFI) for all its mobile stations
in operation in the service-provision area, although these
stations have already been licensed, for the sums shown in
the table below. In the Company’s opinion these charges
are improper.

EXPIRATION

STATE AUTHORIZATION DATE ACT AMOUNT
Eg;%ﬁiée:ﬁzp;gzggiguniCipa"“es of 002/2006/PVCP/SPV 9/3/2022 51'/5;%1/2%?2‘:’ R$80,066
Santa Catarina 074/2008/PVCP/SPV 9/30/2023 S oo R$54,026
'\G/'r“ar;:gfz"gysilnd region of Pelotas in Rio 001/2009/PVCP/SPV 4/14/2024 ! ﬁfg /ggg%d R$333
Cearé 089/2008/PVCP/SPV 11/28/2023 [ daed R$41,728
Alagoas 045/2008/PVCP/SPV 12/15/2023 [ daed R$20,038
Rio Grande do Norte 050/2008/PVCP/SPV 12/31/2023 L daed R$15,021
Paraiba 047/2008/PVCP/SPV 12/31/2023 o e R$19,844
Piauf 049/2008/PVCP/SPV 3/27/2024 o e R$13,497
Pernambuco 089/2008/PVCP/SPV 5/15/2024 7,388 dated R$54,000

11/27/2008
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The demand for payment of TFl is a result of Anatel’s
understanding that Art. 9, Ill, of the Regulations for
Collection of Revenues of the FISTEL Telecommunications
Inspection Fund, approved by Resolution No. 255, which
foresees the levying of TFI on the station at such time as
the license is renewed, which entails the issuing of a new
license. However, in the Company’s understanding this
does not appear to be the correct interpretation of the
provisions of the legislation applicable to the matter at hand,
which is why the aforementioned charge was the cause for
the timely challenge at the administrative level, with the
requirement for payment of the charge being suspended
until the definitive ruling of the challenge from ANATEL.

According to the Terms of Authorization for the operation
of Personal Mobile Service (SMP), the subsidiary
companies undertook to implement coverage of SMP in
stages in relation to their respective regions, within the
scope of the areas they were awarded, and they have
done this. Also in accordance with the aforementioned
Terms of Authorization, the subsidiary companies are
required to operate in accordance with the quality
standards established by ANATEL and comply with the
obligations determined by the regulations. If there is a
failure to perform the obligations as set out under the
Terms of Authorization, the subsidiaries are subject to
the filing of PADOs (Proceedings for the Determination of
Noncompliance of Obligations) and possible sanctions as
a result.

ANATEL has brought administrative proceedings against
the subsidiaries for:

(I) noncompliance with certain quality service indicators;
and (Il) default on certain obligations assumed under the
Terms of Authorization and relevant regulations.

The subsidiaries filed administrative defenses,
administrative appeals and reconsideration requests to
ANATEL explaining that the reasons for default were due
to several factors, most of them involuntary and not related
to the companies’ activities and actions. The provision
for regulatory contingencies shown in the balance sheet
reflects the amount of losses expected, that is, those
deemed as probable by management.
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25. Asset retirement obligations
The changes in the obligations deriving from asset retirement are set forth below:

CONSOLIDATED

12.31.2010 12.31.2009

Opening balance 239,635 177,067
Additions recorded throughout the period, net of write-offs 17,159 52,762
Unwinding of discount (1,057) 9,806
Closing balance 255,737 239,635

The provision is based on the estimated costs to be
incurred on disassembly of towers and equipment at
leased sites, discounted at present value so as to reflect
the best current estimate.

26. Equity

A. Capital Stock

Upon resolution by the Board of Directors, without
amending the bylaws, the Company is authorized to
increase its capital to up to 2,500,000,000 common or
preferred shares.

The Shareholders’ Meeting held on April 2, 2009, approved
a capital increase in the amount of R$18,761, through
the issue of 1,573,828 common shares and 3,046,671
preferred shares, with no par value, on behalf of TIM Brasil.
This capital increase used the special goodwill reserve.
Minority shareholders were assured capitalization rights,
based on the same conditions applicable to controlling
shareholders, so that they could keep their minority
interests. The subscription price was R$6.12 per common
share and R$3.00 per preferred share.

Followingthemergerof HOLDCO (note 2), the Shareholders’
Meeting held on December 30, 2009, approved a capital
increase of R$516,725, through issuance of 43,356,672
common shares and 83,931,352 preferred shares, with
no par value, issued by the Company and subscribed on
behalf of JVCO.
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The subscribed and paid-in capital comprises shares with no par value, as follows:

Number of common shares

Number of preferred shares

B. Capital reserve

Special goodwill reserve

This reserve resulted from the corporate restructuring
process carried out in 2000. The portion of the special
reserve corresponding to the tax benefit obtained may be
capitalized at the end of each fiscal year for the benefit
of the controlling shareholder, through issuance of new
shares. The respective capital increase will be subject
to preemptive rights of the minority shareholders in
proportion to their shareholdings by type and class upon
the new issuance, and the amounts payable in connection
with this right must be delivered directly to the controlling
shareholder, in accordance with CVM Instruction No.
319/99.

C. Profit reserves

Legal reserve

This refers to 5% of net income for every year ended
December 31, until the legal reserve equals 20% of
capital. Also, the Company is authorized to stop setting up
a legal reserve when, together with the Capital Reserves,
it exceeds 30% of capital stock. This reserve can be
used only for capital increase or offsetting of accumulated
losses.

Reserve for expansion

This reserve is set up based on paragraph 2, article 46
of the bylaws and article 194 of Law No. 6404/76, and
is intended to fund investment and expansion projects,
supported by capital budgets.

D. Dividends
Dividends are calculated in accordance with the
Company’s bylaws and the Brazilian Corporate Law.

As stipulated in its bylaws, the Company shall distribute
an amount equivalent to 25% of adjusted net income
as a minimum dividend every year ended December 31,
provided there are funds available for distribution.

2010 2009

843,281,477
1,632,453,583
2,475,735,060

843,281,477
1,632,453,583
2,475,735,060

Preferred shares are nonvoting, but are ensured the
following preferences or advantages: (I) priority in the
payment of capital with no premium and (ll) payment of a
minimum non-cumulative dividend of 6% p.a. on the total
obtained by dividing the subscribed capital stock by the
total number of shares issued by the Company.

In order to comply with Law No. 10303/01, the Company’s
bylaws were amended, including the first paragraph of
article 10, which ensures the holders of preferred shares,
every year, the right to receive dividends corresponding
to 3% of net earnings per share, based on the balance
sheet most recently approved, whenever the dividend
established according to this criterion exceeds the
dividend calculated according to the criteria previously
established, as described in the preceding paragraph.

In 2010, the preferred shares were granted full voting rights
since dividends had not been paid for three consecutive
years, in accordance with the first paragraph of article 111
of Law No. 6404/76.
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Dividends were calculated as follows:

2010 2009

Common shares 2,775,734 2,775,734
Preferred shares 5,373,362 5,373,362
Capital 8,149,096 8,149,096
Dividends: 6% to preferred shares, pursuant to bylaws 322,402 322,402
Equity — Common shares 2,834,871 2,653,574
Equity — Preferred shares 5,487,843 5,136,881
Total Equity 8,322,714 7,790,455
Dividends — 3% to preferred shares as per the Law 10.303/01 164,635 154,106
Net income for the year 2,216,909 214,893
(-) Offsetting of losses (125,914) -
Income after offsetting 2,090,995 214,893
(-) Legal reserve (104,550) (10,744)
Adjusted net income 1,986,445 204,149
Dividends

Minimum dividends calculated on 25% of adjusted income 496,611 51,037
(+) Additional dividends - 153,112
(=) Dividends relative to the profit distribution 496,611 204,149
Dividends payable — common shares 169,155 -
Dividends payable — preferred shares 327,456 204,149

496,611 204,149

Dividends per share (amounts in reais)

Common share 0.2006 -
Preferred shares 0.2006 0.1251
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27. NET OPERATING REVENUE

CONSOLIDATED

2010 2009
Telecommunications service revenue — Mobile
Subscription and Use 8,911,976 8,068,181
Network use 3,679,365 4,042,612
Long distance 2,374,341 1,943,121
VAS - Additional services 2,241,530 1,907,188
Other 272,927 306,011

17,840,139 16,267,113

Telecommunications service revenue — Fixed 1,281,246 89,860
Telecommunications service revenue — Mobile and Fixed 18,761,385 16,356,973
Goods sold 1,557,910 1,717,663
Gross operating revenue 20,319,295 18,074,636

Deductions from gross revenue

Taxes (4,475,829) (3,916,506)
Discounts given (1,264,090) (850,066)
Returns and other (121,926) (149,930)
(5,861,845) (4,916,502)

Total net revenue 14,457,450 13,158,134

28. COST OF SERVICES PROVIDED AND GOODS SOLD

CONSOLIDATED

2010 2009
Personnel (58,450) (60,846)
Third party services (337,021) (815,550)
Interconnection (3,602,984) (3,351,845)
Depreciation and amortization (1,994,184) (1,816,000)
ANATEL fees (27,209) (19,627)
Rentals and insurance (242,850) (165,966)
Other (16,978) (17,351)
Cost of services provided (6,279,676) (5,747,185)
Cost of goods sold (1,026,091) (925,184)

(7,305,767)  (6,672,369)
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29. SELLING EXPENSES

CONSOLIDATED

2010 2009

Personnel (389,773) (366,653)
Third parties’ services (2,048,978) (2,112,772)
Advertising and publicity expenses (637,221) (511,933)
Loss and allowance for doubtful accounts (810,497) (422,163)
Telecommunications inspection fund (FISTEL) (817,891) (614,281)
Depreciation and amortization (311,173) (330,908)
Rentals and insurance (87,274) (38,180)
Other (41,801) (39,861)

(4,494,608) (4,436,751)

30. GENERAL AND ADMINISTRATIVE EXPENSES

PARENT COMPANY CONSOLIDATED

03/2010 03/2009 03/2010 03/2009
Personnel (2,381) (100) (138,499)  (135,726)
Third parties’ services (3,230)  (13,031) 411,664)  (363,108)
Depreciation and amortization - - (385,586) (473,989)
Rentals and insurance (123) (116) (52,418) (36,787)
Other (584) (108) (20,527) (23,828)
(6,318) (13,355) (1,008,694) (1,033,438)
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31. OTHER INCOME (EXPENSES), NET

PARENT COMPANY CONSOLIDATED

2010 2009 2010 2009
Income

Fines on telecommunications services - - 31,137 35,755
Other operating income - - 272 3,294
- - 31,409 39,049

Expenses
FUST/FUNTEL - - (114,986) (100,601)
Taxes, fees and contributions (8,537) (9,857)
Provision for contingencies, net of reversal (76) 359 (31,153) (69,984)
Expenses with disposal of property, plant and equipment - - (10,298) (10,000)
Other operating expenses (8) (37) (12,165) (17,652)
(84) 322 (177,139)  (208,094)
Amortization of concessions - - (802,517)  (293,069)
(84) 322 (479,656) (501,163)
Other income (expenses), net (84) 322 (448,247) (462,114)

32. FINANCIAL INCOME

PARENT COMPANY CONSOLIDATED

2010 2009 2010 2009
Interest on financial investments 1,526 3,943 145,537 70,204
Interest received from clients - - 45,180 46,542
Unwinding of discount 627 599 37,680 14,476
Other revenue 80 5 3,274 5,811

2,233 4,547 231,671 137,033
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33. FINANCIAL EXPENSES

PARENT COMPANY CONSOLIDATED

2010 2009 2010 2009
Interest on loans and financing (1) (1) (296,508) (276,712)
Interest paid to suppliers ) (1) (18,793) (11,006)
Interest on taxes and fees - - (14,741) (2,334)
Unwinding of discount (16) - (5,112) (823)
Discounts given - 199 (21,564) (17,816)
Other expenses (95) (86) (28,783) (20,717)

(117) 111 (380,501)  (328,908)

34. FOREIGN EXCHANGE DIFFERENCES, NET

PARENT COMPANY CONSOLIDATED

2010 2010 2009
Gains

Loans and financing - 154,972 399,029
Suppliers 3 12,926 26,282
Swaps - 290,010 260,228
Other - 8,940 11,257
3 466,848 696,796

Losses
Loans and financing - (145,588) (53,665)
Suppliers (79) (10,409) (7,076)
Swaps - (395,371)  (665,713)
Other - (12,107) (23,582)
(79) (563,475)  (750,036)

Foreign exchange differences, net (76) (96,627) (53,240)
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35. INCOME AND SOCIAL CONTRIBUTION TAX EXPENSES

CONSOLIDATED

2010 2009
Income tax
Income tax for the period (165,672)  (128,602)
Social contribution for the period (61,643) (46,395)
Tax incentive - ADENE 36,663 88,851

(190,652)  (86,146)

Deferred income tax

Deferred income tax 1,064,076 51,016
Deferred social contribution 383,614 18,366
Deferred taxes on adjustments from adoption of CPCs - 38,541

1,447,690 107,923

Provision for income and social contribution tax contingencies - 11,249

1,257,038 33,026

The reconciliation of income tax and social contribution
expenses calculated at the applicable tax rates to the
amounts reflected in the income statement is set forth

below:
CONSOLIDATED
2010 2009
Income before income tax and social contribution 954,677 308,347
Combined tax rate 34% 34%
Income tax and social contribution at the combined tax rate (324,590) (104,838)
(Additions)/exclusions:
Unrecognized tax losses and temporary differences 81,453 22,678
Provision for income and social contribution tax contingencies - 11,249
Tax losses and recognized temporary differences 1,435,245 107,923
Permanent (additions)/exclusions (6,414) (9,905)
Tax incentive - ADENE 36,663 88,851
Difference in calculation of tax loss from previous years 21,953 (81,922)
Other amounts 12,728 (5,654)

1,581,628 137,864

Income tax and social contribution charged to income for the year 1,257,038 33,026
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36. Earnings per share

(A) Basic

Basic earnings per share is calculated by dividing the
profit attributable to shareholders of the company by
the weighted average number of common and preferred
shares outstanding during the year.

2010 2009

Profit attributable to shareholders of the company 2,216.909 341,373

Weighted average number of common and preferred shares (thousands) 843,281 843,281

Basic earnings per share 2.6289 0.4048
(B) Diluted

Diluted earnings per share is calculated by adjusting
the weighted average number of common shares
outstanding to assume conversion of all dilutive
potential common shares. The Company does not have
potential common shares.

37. Transactions with Telecom Italia Group
The consolidated balances of transactions with companies
of the Telecom ltalia Group are as follows:

ASSETS

2010 2009
Telecom Personel Argentina (1) 1,043 1,576
Telecom ltalia Sparkle (1) 12,578 11,548
Telecom ltalia S.p.A. (2) 3,251 3,893
Other 1,102 524
Total 17,974 17,541

LIABILITIES

2010 2009
Telecom ltalia S.p.A. (2) 21,643 29,728
Telecom Personel Argentina (1) 1,849 1,561
Telecom ltalia Sparkle (1) 4,225 11,887
Italtel (3) 15,361
Other 1,470 509

Total 44,548 43,685
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Telecom ltalia S.p.A. (2)
Telecom Personel Argentina (1)
Telecom ltalia Sparkle (1)

Italtel (3)

Other

Total

Telecom ltalia S.p.A. (2)
Telecom ltalia Sparkle (1)
Telecom Personel Argentina (1)
Other

Total

(1) These amounts refer to roaming, value-added services (VAS) and as-

signment of means.

(2) These amounts refer to international roaming, technical post-sales as-

sistance and value-added services (VAS).

(3) The amounts refer to the development and maintenance of software used

in telecommunication services billing.

On April 27, 2010, the Shareholders’ Meeting of TIM
Participagdes approved the renewal of the cooperation
and support agreement between Telecom ltalia S.p.A.
and TIM Celular, and the Company as intervening party,
effective between January 3, 2010 and January 2, 2011,
amounting to approximately R$20,700.

Until December 31, 2010, the amount of R$20,105 was
accrued (R$23,296 in 2009), of which R$19,101 refer to
property, plant and equipment (R$22,690 in 2009) and
R$1,004 refer to costs/expenses (R$606 in 2009). The
agreement is intended to add value to the Company
by utilizing Telecom ltalia’s experience in: (l) improving
the effectiveness and efficiency of the activities by
adopting in-house solutions, and (ll) sharing systems,
services, processes and best practices widely used in
the Italian market, which can be easily customized to the
Company’s requirements.

FINANCIAL STATEMENTS

REVENUE

2010 2009
12,045 12,553
8,682 4,283
16,871 14,765

2,047

6,964 820
46,609 32,421

COST/EXPENSE

2010 2009
16,885 19,543
26,988 25,065
5,135 6,677
862 1,243
49,870 52,5628

The balance sheet account balances are recorded in the
following groups: accounts receivable, suppliers and
other current assets and liabilities.

The transactions with related parties are always performed
on arms’ length basis.

38. Financial instruments and risk management
Through its subsidiaries, the Company performs non-
speculative derivative transactions, to reduce the
exchange and interest risks involved. These transactions
include by swap contracts, and accordingly, no exotic or
any other kind of derivative instruments is involved.

The Company’s financial instruments are presented,
through its subsidiaries, in compliance with IAS 32/

CPC39.

Accordingly, the major risk factors to which the Company
and its subsidiaries are exposed are as follows:

(I) Exchange variation risks
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The exchange variation risks refer to the possibility of
subsidiaries incurring losses on unfavorable exchange
rate fluctuation, which would raise the outstanding
balances of loans taken in the market along with the
related financial charges. In order to eliminate this kind
of risk, the subsidiaries enter into swap contracts with
financial institutions.

As of December 31, 2010, the subsidiaries’ financing
indexed to foreign currency was fully covered by swap
contracts in terms of time and amount. Any gains or losses
arising from these swap contracts are charged to income
of the Company and its subsidiaries.

Besides the loans taken by the subsidiaries, which involve
swap contracts, no other financial assets are indexed to
foreign currencies.

() Interest rate risks
Interest rate risks relate to:

- the possibility of variations in the fair value of financing
obtained by TIM Celular at fixed interest rates, when these
rates do not reflect the market’s current conditions. In
order to mitigate this type of risk, TIM Celular enters into
swap contracts with financial institutions, and changes
the fixed interest rates charged on the financing to a
percentage of the CDI. Any gains or losses arising from
these swap contracts are charged to income of the
subsidiary TIM Celular;

- the possibility of variations in the fair value of TJLP-
indexed financing taken by the subsidiary TIM Celular,
when these rates are not proportional to that of the
Interbank Deposit Certificates (CDI). In order to mitigate
this type of risk, the subsidiary TIM Celular enters into
swap contracts with financial institutions, and changes
the TJLP rate charged on the financing into a percentage
of the CDI. Any gains or losses arising from these swap
contracts are charged to income of the subsidiary TIM
Celular;

- the possibility of unfavorable changes in interest rates,
which would result in higher financial expenses for the
subsidiaries due to the indebtedness and the obligations
assumed by the subsidiaries under the swap contracts
indexed to floating interest rates (CDI percentage).
However, as of December 31, 2010, the subsidiaries’

financial funds were invested in Interbank Deposit
Certificates (CDI), and this considerably reduces such risk.

(Ill) Credit risk inherent to provision of services

This risk is related to the possibility of the subsidiaries
incurring losses from the difficulty in collecting amounts
billed to customers. In order to mitigate this risk,
the subsidiaries perform credit analysis that assists
management of risks related to collection problems, and
monitor accounts receivable from subscribers, blocking
the use of services by customers in case they default
on payment of their bills. As of December 31, 2010 and
2009, no customers accounted for more than 10% of net
receivables from services provided or of revenue from
services rendered in the periods then ended.

(IV) Credit risk inherent to the sale of phone sets and
prepaid telephone cards

The policy adopted by the subsidiaries for the sale of
phone sets and distribution of prepaid telephone cards
is directly related to credit risk levels accepted in the
regular course of business. The choice of partners, the
diversification of the accounts receivable portfolio, the
monitoring of loan conditions, the positions and limits
defined for orders placed by traders, and the adoption of
guarantees are procedures adopted by the subsidiaries to
minimize possible collection problems with their business
partners. As of December 31,2010 and 2009, no customers
accounted for more than 10% of net receivables from the
sale of goods or of revenue from the sale of goods in the
periods then ended.

(V) Financial credit risk

This risk relates to the possibility of the subsidiaries
incurring losses from the difficulty in realizing their short-
term investments and swap contracts due to bankruptcy
of the counterparties. The subsidiaries minimize the risk
associated with these financial instruments by operating
only with sound financial institutions, and adopting
policies that establish maximum risk concentration levels
by institution.
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Fair value of derivative financial instruments
The consolidated derivative financial instruments are as

follows:

Assets Liabilities Net Assets Liabilities Net
Derivative transactions 22,868 (166,553) (143,685) 78,264  (161,322) (83,058)
Current portion 6,122 (2,071) 4,051 49,237 (48,122) 1,115
Noncurrent portion 16,746  (164,482) (147,736) 29,027  (113,200) (84,173)

01.01.2009

Assets Liabilities Net
Derivative transactions 387,573 (63,262) 324,311
Current portion 260,925 (52,448) 208,477
Noncurrent portion 126,648 (10,814) 115,834

As of December 31, 2010 the long-term, consolidated
financial derivative instruments matured as follows:

ASSETS LIABILITIES

2012 2,716 (564)
2013 672 @)
2014 - -
From 2015 on 13,358 (163,916)

16,746 (164,482)
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CONSOLIDATED ASSETS AND LIABILITIES MEASURED AT FAIR VALUE

2010 CONSOLIDATED

Assets

Financial assets at fair value through profit or loss
Trading securities

Derivatives used for risk management

Total assets

Liabilities
Derivatives used for risk management

Total liabilities

Assets

Financial assets at fair value through profit or loss
Trading securities

Derivatives used for risk management

Total assets

Liabilities
Derivatives used for risk management

Total liabilities

The fair value of financial instruments traded in active
markets is based on quoted market prices at the balance
sheet date. A market is regarded as active if quoted prices
are readily and regularly available from an exchange,
dealer, broker, industry group, pricing service, or regulatory
agency, and those prices represent actual and regularly
occurring market transactions on an arm’s length basis.
These instruments are included in Level 1. The instruments
included in Level 1 comprise, mainly, investments in Bank
Deposit Certificates classified as trading securities.

The fair value of financial instruments that are not
traded in an active market (for example, over-the-
counter derivatives) is determined by using valuation
techniques. These valuation techniques maximize the
use of observable market data where it is available and
rely as little as possible on entity-specific estimates. If all
significant inputs required to fair value an instrument are
observable, the instrument is included in Level 2.

Level 1 Level 2 Level 3 Total
2,304,077 - 2,304,077
- 22,868 - 22,868
2,304,077 22,868 - 2,326,945
- 166,553 - 166,553
- 166,553 - 166,553
2,225,510 - 2,225,510
- 78,264 - 78,264
2,225,510 78,264 - 2,308,774
- 161,322 - 161,322
- 161,322 - 161,322

If one or more of the significant inputs is not based on
observable market data, the instrument is included in
level 3.

Specific valuation techniques used to value financial
instruments include:

> Quoted market prices or quotes from financial institutions
or dealers for similar instruments.

> The fair value of interest rate swaps is calculated as the
present value of the estimated future cash flows based on
observable yield curves.

> Other techniques, such as discounted cash flow
analysis, are used to determine fair value for the remaining
financial instruments.

The fair values of derivative financial instruments of the
subsidiaries were determined based on future cash flows
(asset and liability position), taking into account the
contracted conditions and bringing those flows to present
value by means of the discounted future interest rates
disclosed in the market. The fair values were estimated at
a specific time, based on information available and on the
Company’s own valuation methodologies.
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Capital management

The group’s objectives when managing capital are to
safeguard the group’s ability to continue as a going
concern in order to provide returns for shareholders and
benefits for other stakeholders and to maintain an optimal
capital structure to reduce the cost of capital.

In order to maintain or adjust the capital structure, the
Company may adjust the amount of dividends paid to
shareholders, return capital to shareholders, issue new
shares or sell assets to reduce debt.

The Company’s policy against financial risk -
Summary

The Company’s policy stipulates the adoption of swap
mechanisms against financial risks involved in financing
taken in foreign or local currency, in order to control
the exposure to risks related to exchange variation and
interest rate variation.

The contracting of derivative financial instruments against
exchange exposure should occur simultaneously with
the debt contract that originated the exposure. The level
of risk coverage to be contracted for these exchange
exposures is 100% in terms of time and amount.

With regard to the exposure to risk factors in local currency
arising from financing linked to fixed interest rates or
TJLP, given that the yield on the subsidiaries’ cash and
cash equivalents is based on the CDI, their strategy is to
change part of these risks into exposure to the CDI.

As of December 31, 2010 and 2009, no type of margin
or guarantee applied to transactions with derivative
instruments entered into by the Company and its
subsidiaries.

The criteria for selection of financial institutions rely on
parameters that take into account the rating provided by
renowned risk analysis agencies, the shareholders’ equity
and the degree of concentration of operations and funds,
being that as of December 31, 2010, 62% in AAA banks
and 38% in AA banks.

The table below shows the derivative instruments
transactions contracted by the subsidiaries and effective
as of December 31, 2010 and 2009:
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Fixed interest risk vs. CDI
Asset position

Liability position

Net balance

TJLP risk vs. CDI
Asset position
Liability position
Net balance

USD exchange risk vs. CDI
Active position

Passive position

Net balance

JPY exchange risk vs. CDI
Asset position

Liability position

Net balance

OBJECT

Part of financing
obtained from BNB

Part of financing
obtained from BNDES

Full protection against
exchange variation
risk of Res. 2770
Lines granted by the
banks Santander, ABN
AMRO and Unibanco,
in addition to loans
obtained from BNP
Paribas and BEI

Full protection against
exchange variation
risk of Res. 2770 Lines
granted by Banco
Santander

TOTAL

Fixed interest swap vs. CDI

The subsidiary TIM Celular has debts contracted at fixed
rates with Banco Nordeste do Brasil (BNB) and BNDES.
With the purpose of protecting against possible loss
in the case of falling interest rates, part of the financing
transactions contracted in 2004 and 2005 with the
BNB was protected with derivatives instruments. Said
derivative instruments mature every month through
April 2013 and protect approximately 53.02% of all the
financing obtained from BNB by TIM Celular.

Based on BNB’s current reference rate of 10% p.a., the
financing obtained by the subsidiary TIM Celular and
the respective derivative instruments contracted as part
of these financing transactions average 11.17% p.a. as
a receivable item and 72.91% of the CDI as a payable
item. These derivative instruments were contracted from
Santander and Itau BBA S.A.

REFERENCE

AMOUNT FAIR VALUE

CURRENCY

(NOTIONAL)
2010 2009 2010 2009

BRL 34,501 58,878
62,700 97,050

(55,415)  (87,767)
7,285 9,283

BRL 230,665 325,789
228,578 323,077
(228,990)  (321,846)
412) 1,231

USD 840,940 939,445
673,770 839,010
(824,328)  (943,693)
(150,558)  (104,683)

JPY - 146,836
- 188,970
- (177,859
11,111
1,106,106 1,470,948 (143,685)  (83,058)

TJLP Swaps vs. CDI

These derivative instrument transactions are intended to
protect the subsidiary TIM Celular against possible loss
due to an increase in BNDES’s reference rate (TJLP)
for financing contracted with this institution in 2005. Its
payable portion is contracted at an average cost equivalent
10 91.71% of the CDI. These transactions currently protect
12.90% of the total financing taken from BNDES. As of
December 31, 2010, the subsidiary TIM Celular recorded
a positive result from this transaction, having the following
banks as counter parties: Santander and Itaiu BBA S.A.

Exchange Swaps vs. CDI

The derivative instruments of this type are intended to
protect the subsidiary TIM Celular against exchange risks
involved in the foreign currency loan agreements obtained
from BNP Paribas and also from BEI.
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The loan from BNP Paribas is protected at an average cost
of 95.01% of the CDI and the loan from BEI, protected at
an average cost of 95.42% of the CDI.

As areceivable item, a swap is contracted using the same
coupon as the drawn line. In this case, the exchange
variation on financing is fully offset by the variation on
contracted swaps.

These swap contracts mature on the same date as the
debt, i.e., in late 2017.

DESCRIPTION 2010
Fixed rate debt (partial amount) (62,700)
Fair value of swap receivable 62,700
Fair value of swap payable (55,415)
Swap net exposure 7,285
TJLP-indexed debt (partial amount) (228,578)
Fair value of swap receivable 228,578
Fair value of swap payable (228,990)
Swap net exposure (412)
USD-indexed debt ( BNP Paribas

and BE)) (673,770)
Fair value of swap receivable 673,770
Fair value of swap payable (824,328)
Swap net exposure (150,558)

These derivative instruments were contracted with the
banks Santander, Citibank, Morgan Stanley and BES.

Sensitivity Analysis Table — Effects of the variation in
fair value of the swaps

For identifying possible distortions from consolidated
derivative instruments currently in force, a sensitivity
analysis was made considering three different scenarios
(probable, possible and remote) and the respective impact
on the results attained, namely:

PROBABLE POSSIBLE REMOTE
SCENARIO SCENARIO SCENARIO
(62,700) (61,176) (59,742)
62,700 61,176 59,742
(55,415) (55,040) (54,680)
7,285 6,136 5,062
(228,578) (222,187) (215,656)
228,578 222,187 215,656
(228,990) (228,671) (228,384)
@12) (6,484) (12,728)
(673,770) (867,609) (1,071,609)
673,770 867,609 1,071,609
(824,328) (828,225) (832,383)
(150,558) 39,384 239,226
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Because the subsidiaries own only financial derivative
instruments intended to safeguard their financial debt,
the changes in the scenarios are accompanied by the
respective hedge instrument, thus showing that the
exposure effects arising from swaps are not significant.
In connection with these transactions, the subsidiaries
disclosed the fair value of debt and of the financial
derivative instrument on separate lines (see above), so as
to provide information on their net exposure in each of the
three scenarios.

Note that all transactions with financial derivative
instruments contracted by the subsidiaries are solely
intended as hedges. Consequently, any increase or
decrease in their respective market values will correspond
to an inversely proportional change in the corresponding
portion of the financial debt underlying the financial
derivative instruments contracted by the subsidiaries.

RISK VARIABLE PROBABLE SCENARIO

CDI 10.64%
TJLP 6.00%
usSD 1.6788

Our sensitivity analyses referring to the derivative
instruments in effect as of December 31, 2010 basically rely
on assumptions relating to variations of the market interest
rate and TJLP, as well as variations of foreign currencies
underlying the swap contracts. These assumptions
were chosen solely because of the characteristics of our
derivative instruments, which are exposed only to interest
rate and exchange rate variations.

Given the characteristics of the subsidiaries’ financial
derivative instruments, our assumptions basically took
into consideration the effect of a reduction in the main
indices (CDI and TJLP) and fluctuation of the foreign
currencies used in swap transactions (USD and JPY), with
the following percentages and quotations as a result:

POSSIBLE SCENARIO REMOTE SCENARIO

13.30% 15.96%
7.50% 9.00%
2.0985 2.5182

GAINS AND LOSSES ON DERIVATIVES INSTRUMENTS IN THE PERIOD

Fixed interest risk vs. CDI
TJLP risk vs. CDI

USD exchange risk vs. CDI
JPY exchange risk vs. CDI

Net gains (loss)

1,602
3,519
(121,621)
11,138
(105,362)
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39. PENSION PLANS AND OTHER POST-EMPLOYMENT BENEFITS

Term of atypical contractual relationship (TRCA)
PAMA

Term of atypical contractual relationship (TRCA)
PAMA
PAMEC/active participants” policy

Supplementary Pension Plan

On August 7, 2006, the Company's Board of Directors
approved the implementation by Itau Vida e Previdéncia
S.A. of PGBL and VGBL Supplementary Pension Plans
for the Company, TIM Celular and TIM Nordeste, which
was merged into TIM Celular. All employees not benefiting
from pension plans sponsored by the Company and its
subsidiaries were eligible for these supplementary plans.

Term of Atypical Contractual Relationship

The Company is the succeeding sponsoring company,
as a result of the partial spin-off of Telecomunicagdes
do Parana S.A. — TELEPAR, of the private pension
plans introduced in 1970 under a Collective Agreement,
approved by the Atypical Contractual Agreement entered
into by said company and the Unions representing the
professional categories then existing.

This agreement covers 86 employees hired before
December 31, 1982, to whom a supplementary pension
plan is granted, on the condition that retirement only
occurs after a minimum service time of 30 years for men
and 25 years for women.

As a result of the Telebras spin-off in June 1998, the
Company opted for extinguishing this supplementary
pension plan. Accordingly, the participants were entitled to
payment in cash of accumulated benefits or transfer of the
obligations assumed under this plan to the PBT-SISTEL
plan. Most of the participants opted for payment in cash
or enrollment in the PBT-SISTEL plan. The remainder,
duly provided for, will be used to cover benefits due to the
employees who have not made their option (4 employees
as of December 31, 2010 and 2009).

PARENT COMPANY

12.31.2010 12.31.2009 01.01.2009

4,362 4,067 4,290
894 715 427
5,256 4,782 4,717

PARENT COMPANY

12.31.2010 12.31.2009 01.01.2009

4,362 4,067 4,290
4,486 3,187 1,946

318 273 189
9,166 7,527 6,425

SISTEL and TIMPREV

The Company, TIM Nordeste — which was merged into TIM
Celular - and TIM Celular have sponsored a private defined
benefit pension plan for a group of TELEBRAS system’s
former employees, which is managed by Fundacgéo Sistel
de Seguridade Social (SISTEL), as a consequence of the
legal provisions applicable to the privatization process of
these companies in July 1998.

Given that in 1999 and 2000 the sponsors of the pension
plans managed by SISTEL had already negotiated
conditions for the creation of individual pension plans
for each sponsoring company and maintenance of joint
liability only in relation to the participants already assisted
onJanuary 31,2000, the Companies and their subsidiaries,
like other companies resulting from the former TELEBRAS
system, created in 2002 a defined contribution pension
plan meeting the most modern social security standards
adopted by private companies, and enabling migration to
this plan of the employee groups linked to SISTEL.

On November 13, 2002, the Brazilian Secretariat for
Supplementary Pension Plans, through official ruling
CGAJ/SPC No. 1917, approved the statutes of the new
pension plan, hereafter the Statutes of TIMPREV Benefits
Plan, as a defined contribution plan, which provide for
new conditions for granting and maintaining benefits, as
well as the rights and obligations of the Plan Managing
Entity, the sponsoring companies, participants and the
beneficiaries thereof.
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Under this new plan, the sponsor’s regular contribution will
correspond to 100% of a participant’s basic contribution,
and TIMPREV’s managing entity will ensure the benefits
listed below, under the terms and conditions agreed upon,
with no obligation to grant any other benefits, even if the
govern-sponsored social security entity starts granting them:

> Normal retirement pension

> Early retirement pension

> Disability pension

> Deferred proportional benefit
> Death pension

However, as not all of the Company’s and its subsidiaries’
employees have migrated to TIMPREV, the pension and
health care plans deriving from the TELEBRAS system
briefly listed below remain:

PBS: defined benefits plan of SISTEL, which includes
active employees who participated in the plans sponsored
by the companies of the former TELEBRAS system;

PBS Assistidos: a private, multi-sponsored pension plan
for inactive employees;

Convénio de Administracao: for managing pension
payment to retirees and pensioners of the predecessors
of the subsidiary companies;

PAMEC/Apdlice de Ativos: health care plan for pensioners
of the predecessors of the subsidiary companies;

PBT: defined-benefit plan for pensioners of the
predecessors of the company and its subsidiaries;

PAMA: health care plan for retired employees and their
dependents, on a shared-cost basis.

In accordance with the rules established by CPC 33, the

plans having a surplus are not recorded by the Company,
as it is impossible to recover these amounts. Besides,
the amount of contributions will not be reduced for the
future sponsor.

On January 29, 2007 and April 9, 2007, through the
Brazilian Secretariat for Supplementary Pension Plans -
SPC, the Ministry of Social Security approved the transfer
of the management of the benefits plans PBS-Tele Celular
Sul, TIM Prev Sul, PBT-TIM, Convénio de Administracéo,
PBS-Telenordeste Celular and TIM Prev Nordeste
(according to SPC/DETEC/CGAT Communications Nos.
169, 167, 168, 912, 171 and 170, respectively) from
SISTEL to HSBC - Fundo de Penséo.

The other plans - PAMA and PBS Assistidos — continue to be
managed by SISTEL. The only exception is Plano PAMEC,
which was extinguished, with the Company remaining
responsible for coverage of the respective benefit, which
from now on is called PAMEC/Apdlice de Ativos.

In view of the approval of the proposed migration by the
Board of Directors in January 2006, and the approvals by
the Ministry of Social Security, the transfer of the above
mentioned funds from SISTEL to HSBC - Fundo de
Pensao came into effect in April 2007.

Below is the actuarial position of the assets and liabilities
related to pension and health care plans as of December
31, 2009, as provided for in CPC 33, for sponsored plans
before the creation of TIMPREV, which still have active
participants:
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Parent Company
A) EFFECTS ON BASE DATE DECEMBER 31

Reconciliation of assets and liabilities as of December 31, 2010

Present value of actuarial liabilities

Fair value of plan assets
Present value of liabilities exceeding the fair value of the assets

Actuarial liabilities (assets), net

() No assets were recognized by
the sponsor due to the impos-
sibility of refunding this surplus.
Additionally, the sponsor’s con-
tributions will not be reduced in

the future.

B) CHANGES IN ACTUARIAL LIABILITIES (ASSETS), NET

Actuarial liabilities (assets), net, as of December 31, 2009
Expenses (revenue) recognized in income of the previous year
Sponsor’s contributions

Actuarial (gains) or losses recognized

Actuarial liabilities (assets), net, as of December 31, 2010

C) BREAKDOWN OF LOSSES (GAINS)

(Gains) losses from actuarial obligations

(Gains) losses from plan assets

(Gains) losses as of December 31, 2009

PBS PAMA TRCA 2009 2008
()

6,881 1,309 4,362 12,552 14,749

(14,332) (415) - (14,747)  (20,808)

(7,451) 894 4,362 (2,195) (6,059)

(7,451) 894 4,362 (2,195) (6,059)

PLANS

PBS PAMA TRCA
(10,841) 715 4,067
(961) 86 415
- () (312)
4,351 95 192
(7,451) 894 4,362

PLANS

PBS PAMA TRCA

(3,253) 95 192
7,604 - -
4,351 95 192
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D) RECONCILIATION OF PRESENT VALUE OF OBLIGATIONS

PLANS

PBS PAMA TRCA

Value of obligations as of December 31, 2009 9,542 1,140 4,067
Cost of current service

Interest on actuarial obligation 1,015 123 415
Benefits paid for the year (423) (50) (813)
Obligations

(Gains)/Losses from obligations (3,253) 96 193
Value of obligations as of December 31, 2010 6,881 1,309 4,362

E) RECONCILIATION OF FAIR VALUE OF ASSETS

PLANS

PBS PAMA TRCA
Fair value of assets as of December 31, 2009 20,383 425 -
Benefits paid for the year (423) (50) -
Sponsor’s contributions - 1 -
Actual earnings from assets for the year (5,628) 39 -
Fair value of assets as of December 31, 2010 14,332 415 -

F) EXPENSES ESTIMATED FOR 2011

PLANS

PBS PAMA TRCA
Interest on actuarial obligations 646 137 448
Estimated earnings from assets (1,580) 1) -

Total income (expenses) to be recognized (934) 96 448
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Consolidated
A) EFFECTS AS OF THE BASE DATE DECEMBER 31

Assisted  Administration PAMEC/
PBS Assets PAMA TRCA 2010 2009
PBS agreement :
policy
Reconciliation of assets
and liabilities as of Dec. *) *) *)
31,2010
Present value 22,349 5,749 124 318 6,576 4,362 30,478 43,276
of actuarial obligations
Fair value of plan assets (40,329) (9,601) (293) - (2,090 ) (52,313) (65,305)

Present value of
obligations exceeding (17,980) (3,852) (169) 318 4,486 4,362 (12,835)  (22,029)
the fair value of assets

Net actuarial liabilities

(assets) (17,980) (3,852) (169) 318 4,486 4,362 (12,835)  (22,029)

(*) No assets were recognized by the sponsor due to the impossibility of
refunding this surplus. Additionally, the sponsor’s contributions will not be

reduced in the future.

B) CHANGES IN ACTUARIAL LIABILITIES (ASSETS), NET

PLANS

. . ) PAMEC/
PBS Assisted Adminstration Assets PBT PAMA TRCA
PBS Agreement :
Policy

Actuarial liabilities (assets)

as of Dec. 31, 2009 (24,401) (3,102) (1,409) 273 (644) 3,187 4,067
_Expenses (revenue)_recogmzed in (2,099) (209) (129) 30 - 414 415
income for the previous year

Sponsor’s contributions - - - (18) - (®) 3812
Actuarial (gains) or losses recognized 8,520 (541) 1,369 28 890 192
PBT plan extinction - - - - 644 - -
Net actuarial liabilities (assets), as of (17,980) (3,852) (169) 318 . 4,486 4,362

Dec. 31, 2010
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C) STATEMENT OF CALCULATION OF LOSSES (GAINS)

PLANS
. . . PAMEC/
PBS Assisted  Adminstration Assets PBT PAMA TRCA
PBS Agreement .
Policy

(Gain) loss from actuarial obligations (5,801) 246 (823) 28 436 1,130 192
(Gain)loss from plan assets 14,321 (787) 2,192 - - (240) -
Loss from employee’s contributions - - - - - - -
Plan extingion - - - - (436) - -
Gain) loss as of Dec. 31, 2010 8,520 (541) 1,369 28 - 890 192

D) RECONCILIATION OF PRESENT VALUE OF LIABILITIES

PLANS
: ) . PAMEC/
PBS Assisted  Adminstration Assets PBT PAMA TRCA
PBS Agreement .
Policy

Value of liabilities as of Dec. 31, 2009 26,205 5,373 864 273 1,420 5,074 4,067
Cost of current service 10 - - - - 31 -
Interest on actuarial liabilities 2,784 571 92 30 - 552 415
Benefits paid for the year (850) (440) ©)] (13) - (211) (81)
((Gains)/losses from liabilities (5,801) 245 (823) 28 - 1,130 192
Plan extintion - - - - (1,420) - -
Value of liabilities as of Dec. 31,2010 22,348 5,749 124 318 - 6,576 4,643

E) RECONCILIATION OF FAIR VALUE OF ASSETS

PLANS
) ) ) PAMEC/
PBS Assisted Adminstration Assets PBT PAMA
PBS Agreement .
Policy
Fair value of assets as of Dec. 31, 2009 50,606 8,475 2,273 - 2,064 1,887
Benefits paid for the year (850) (440) 9) (13) - (211)
Contributions from participants - - - - - -
Sponsor’s contributions - - - 13 - 5
Actual earnings from assets for the year (9,428) 1,567 (1,972) - (2,064) 408

Fair value of assets as of Dec. 31, 2010 40,328 9,602 292 - - 2,089
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F) EXPENSES FOR 2010

PLANS

PBS
Cost of current service (with interest) 11.861
Interest on actuarial liabilities 2.262
Expected revenue from assets (4.583)
Total net expenses (revenue) to be recognized 9.540
Actuarial assumptions adopted in the calculations
The principal actuarial assumptions adopted in the

calculations were as follows:

Nominal discount rate on actuarial liability:

Nominal earnings rate expected on plan assets:

Estimated index ofvnominal salary increase:
Estimated index of nominal increase in benefits:
Biometric table of general death rate:

Biometric table on disability:

Expected turnover rate:

Probability of retirement:

Estimated long-term inflation rate:

Accrual method:

40. Key Management Compensation

The short-term salaries and benefits paid to the Company’s
and its subsidiaries’ management in the period ended
December 31, 2010, totaled R$5,795 (R$7,569 in 2009).

41. Insurance

The Company and its subsidiaries maintain a policy for
monitoring the risks inherent to their operations. Thus, as
of December 31, 2010, the Company and its subsidiaries
had insurance coverage against operating risks, third
party liability, and health, among others. The management
of the Company and its subsidiaries find the insurance
coverage sufficient to cover eventual losses. The table
below shows the main assets, liabilities or interests
insured and their respective amounts:

: ) : PAMEC/
Assisted  Adminstration Assets PBT PAMA
PBS Agreement .
Policy

- - - 22 -
589 13 33 690 448
(1.079) (34) - (211) -
(490) (21) B3 501 448

10.66% a.a. (11,08% in 2009)

PBS-A: 11.50% p.a. (9,44% in 2009)

PAMA: 10.59% p.a. (9,42 % in 2009)

Administrative Agreement: 11.69% p.a (9,88% in 2009)
PAMEC: n.a.

PBS-TCS - TNE: 9.88% p.a. (9,88% in 2009)
ATYPICAL: n.a.

6.28% p.a. (6,28% in 2009)

4.20% p.a. (4,20 % in 2009)

AT83 split by genre

Mercer Disability Table

Nill

100% in the first elegibility to a Plan Benefit
4.20% (4,20% in 2009)

Projected unitary credit method
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TYPES AMOUNTS INSURED

Operating Risks
General Third Party Liability - RCG

Cars (Executive and Operational Fleets)

42. Commitments

Rentals

The equipment and property rental agreements signed by
the Company and its subsidiaries have different maturity
dates. Below is a list of minimum rental payments to be
made under such agreements:

2011 329,412
2012 341,929
2013 354,923
2014 368,410
2015 382,409

1,777,083

43. Transactions with Telefonica Group

On April 28, 2007, Assicurazioni Generali SpA, Intesa
San Paolo S.p.A, Mediobanca S.p.A, Sintonia S.p.A and
Telefénica S.A., entered into an agreement to acquire
the whole capital of Olimpia S.p.A., a company which,
in turn, held approximately 18% of the voting capital of
Telecom ltalia S.p.A., the indirect parent company of
TIM Participagdes. This acquisition was made through
Telco S.p.A (“Telco”). With the implementation of the
transaction in October 2007, Telco came to hold 23.6%
of the voting capital of Telecom ltalia S.p.A., the indirect
parent company of TIM Participagdes.

Through its Act No. 68.276/2007, published in the Federal
Government Official Gazette of November 5,2007, ANATEL
approved the transaction and imposed certain restrictions
to guarantee absolute segregation of businesses and
operations performed by the Telefénica and TIM groups
in Brazil. For purposes of ANATEL’s requirements,
TIM Brasil and TIM Celular submitted to ANATEL the
necessary measures to ensure this segregation de facto
and de jure in Brazil, so that Telefénica’s participation
in Telco S.p.A. cannot characterize influence on the

17,672,645
50,000

100% FIPE Chart. R$1,000 for civil liability (Property Damages and

Personal Injury) and R$100 for Pain and Suffering.

financial, operational and strategic decisions made by
TIM’s Brazilian operations. Therefore, TIM continues to
operate in the Brazilian market on the same independent
and autonomous basis as before.

The agreements between the operators of the TIM group
controlled by TIM Participacées and the operators of the
Telefénica group in Brazil, in force at December 31, 2010,
refer solely to telecommunications services covering
interconnection, roaming, site-sharing and co-billing
procedures, as well as contracts relating to CSP (operator
code) at regular price and conditions, in accordance with
applicable legislation. As of December 31, 2010, the
receivables and payables arising from these agreements
amounted to R$129,249 and R$92,649 respectively
(R$133,504 and R$99,145 in 2009). The amounts charged
toincome by the Company after approval of the transaction
represent operating revenue and expenses totaling
R$1,282,522 and R$855,939 respectively (R$1,385,261
and R$915,125 in 2009).
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44. EXPENSES BY NATURE

2010 2

Expenses by nature

Cost of services provided and goods sold (7,305,767) (6.672.369)
Commercialization (4,494,608) (4,436,751)
General and Administrative (1,008,694) (1,033,438)
Other revenue/expense (448,247) (462,114)

(13,257,316) (12,604,672)

Classified as:

Personnel (586,722) (563,225)
Advertising and publicity (537,221) (511,933)
Third party services (2,797,663) (2,791,430)
Interconnection (3,602,984) (3,351,845)
Cost of services provided and goods sold (1,026,091) (925,184)
Depreciation and amortization (2,993,461) (2,913,966)
Allowance for doubtful accounts (310,498 (422,163)
Taxes, fees and contributions (989,850) (741,588)
Others (412,826) (383,338)

(13,257,316) (12,604,672)

45. SUPPLEMENTARY DISCLOSURES ABOUT CONSOLIDATED CASH FLOW

2010 2009

Interest paid 296,533 254,420

Income tax and social contribution paid 110,419 54,308
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