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Independent auditor's report  
 
 
To the Board of Directors and Stockholders 
TIM Participações S.A. 
 
 
 
Opinion  

 
We have audited the accompanying parent company financial statements of TIM Participações S.A. 
(the "Company"), which comprise the balance sheet as at December 31, 2018 and the statements of 
income, comprehensive income, changes in shareholdersô equity and cash flows for the year then 
ended, as well as the accompanying consolidated financial statements of TIM Participações S.A. and 
its subsidiary ("Consolidated"), which comprise the consolidated balance sheet as at December 31, 
2018 and the consolidated statements of income, comprehensive income, changes in shareholdersô 
equity and cash flows for the year then ended, and notes to the financial statements, including a 
summary of significant accounting policies.  
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial p osition of TIM Participações S.A. and of TIM Participações S.A. and its subsidiary as at 
December 31, 2018, and the financial performance and the cash flows for the year then ended, as well 
as the consolidated financial performance and the cash flows for the year then ended, in accordance 
with accounting practices adopted in Brazil and with the International Financial Reporting Standards 
(IFRS) as issued by the International Accounting Standards Board (IASB). 
 
Basis for opinion  

 
We conducted our audit in accordance with Brazilian and International Standards on Auditing. Our 
responsibilities under those standards are further described in the Auditorôs Responsibilities for the 
Audit of the Parent Company and Consolidated Financial Statements section of our report. We are 
independent of the Company and its subsidiary in accordance with the ethical requirements 
established in the Code of Professional Ethics and Professional Standards issued by the Brazilian 
Federal Accounting Council, and we have fulfilled our other ethical responsibilities in accordance with 
these requirements. 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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Key audit matters  
 

Key audit matters are those matters that, in our professional 
judgment, were of most significance in our audit of the financial 
statements of the current period. These matters were addressed in 
the context of our audit of the parent company and consolidated 
financial statements as a whole, and in forming our opinion thereon, 
and we do not provide a separate opinion on these matters. 
 
We planned and performed our audit for 2018, considering certain events,  
transactions and circumstances, as presented in the financial statements and  
Management Report, such as: (i) corporate reorganization of its subsidiaries;  
(ii) Companyôs continuous investment in its network infrastructure (optical fiber);  
and (iii) evolution of the financial and operational results related to the growth of its postpaid client 
base, investment in the digitalization of the customer relationsh ip and distinctive offerings.  
 
Considering the aforementioned, our audit strategy in determining the nature, timing and extent of 
our work, as well as defining the Key Audit Matters, remained substantially unchanged for this year, 
with a continuous focus on the significant accounting estimates, revenue recognition (ñunbilledò), 
cash flow projections that support the goodwill based on future profitability, as well as the appropriate 
measurement, register and disclosure of the impacts of the application of new effective accounting 
pronouncements for the current year and/or effective as from 2019, as appropriate, which, in our 
professional judgment, were the most significant matters in our audit of the current year.  
 
 
Why it is a Key Audit Matter  How the matter was addressed in the audit  

  
Revenue recognition ("unbilled" ï Notes 3 (e) 
and 27)  
 

 

The revenue recognition process carried out at the 
end of each period considers certain calculations for 
measuring the accounting estimate related to the 
determination of the revenue incurred but not yet 
billed (ñunbilledò) at the end of the period. 
 

The possibility of internal controls being 
inadequate, and considering that the calculation 
methodology for this estimate involves the use of 
many system generated reports as well as manual 
inputs, could result in incorrect processing of 
critical information used in the preparation of the 
financial statements. Accordingly, this was an area 
of focus in our audit.  
 

Our audit procedures included, among others, the 
update of the understanding and testing of the 
significant internal controls related to the 
telecommunication services revenue process and 
the assessment of the relevant information 
technology systems that support this business 
process.   
 

We also assessed the main assumptions as well as 
the calculation template that the Company uses to 
measure the incurred and unbilled revenue at the 
end of the year.  We also made specific tests to 
guarantee the gathering of voice and data traffic by 
the Company's postpaid billing operating platform  
("billing"), including a test on the tariffs of traffic 
applied over the prices agreed in the contract and  

Matters  

Why it is a 
Key Audit 
Matter  
 

How the 
matter was 
addressed 
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Why it is a Key Audit Matter  How the matter was addressed in the audit  

  
on the integrity and accuracy test of the reports 
used in the determination of the aforementioned 
estimate. 
 

We consider as reasonable the methodology that 
management used to calculate the estimated 
incurred and unbilled revenue.   
 

Why it is a Key Audit Matter  How the matter was addressed in the audit  

  
Goodwill based on future profitability (Notes 
3(a) and 15(d))  
 

 

At December 31, 2018, the consolidated accounting 
balance of goodwill supported by the expectation of 
future profitability, due to business combinations, 
amounts to R$ 1,527 million, and the test of its 
recoverable value (impairment test) involves critical 
judgments by the Companyôs management. 
 
As disclosed, that recoverable value is sensitive to 
the discount rate used in the discounted cash flow 
method, as well as other assumptions adopted 
according to management's judgment, and adverse 
economic conditions may result in significant 
changes in those assumptions.   
 
Due to the aspects aforementioned, this matter was 
considered as an area of focus in our audit. 

Our audit procedures included, among others, 
assessing the relevant internal controls that support 
the process of determination of the recoverable 
value of goodwill based on future profitability.   
 
We also compared the information used in this 
impairment test wi th the Plan that the Company's 
Board of Directors approved; assessed the 
reasonableness of the calculation model and of the 
relevant financial/economic assumptions used, we 
tested the sensitivity over the key assumptions used 
by the Company, and evaluated the existence of any 
information that could contradict the assumptions 
of growth defined by management. 
 
As a result of the procedures described above, we 
considered that the measurement model and the 
assumptions adopted by the Companyôs 
management are reasonable. 

 
Why it is a Key Audit Matter  How the matter was addressed in the audit  
  
Provision for tax contingencies (Notes 3(c) 
and 24)  
 

 
 

The Company is a party to tax proceedings at 
different levels, which amounts to R$ 16,801 million, 
for which a provision for contingencies amounting to 
R$ 271 million was recorded, based on the opinion of 
the Company's legal advisors. 
 
 
 

Our audit procedures included, among others, the 
update of the understanding and testing of the 
significant internal controls over the tax 
contingency process and the assessment of the 
relevant information technology systems that 
support this process.  
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Why it is a Key Audit Matter  How the matter was addressed in the audit  

  
The determination of the provision value and the 
amounts disclosed depends on Managementôs 
critical judgments, based on the analysis of the 
proceedings and corresponding prognosis from  its 
legal advisors.  
 
In addition, considering the significance of the  
involved amounts, any changes in estimates or 
assumptions that affect the determination of the 
prognosis of an unfavorable outcome, may 
significantly affect the Company's financial 
statements. 
 
Therefore, this matter was considered as an area of 
focus in our audit . 
 

We also required and obtained confirmation from 
all internal and external legal advisors that are in 
charge of the Company's tax proceedings, 
confirm ing the amounts and the prognosis of the 
proceedings, as determined by the Companyôs 
management.  
 
Furthermore, we obtained, for the most significant 
tax proceedings, opinions from  other legal advisors 
in order to assess the reasonableness of the 
prognosis determined by the Companyôs legal 
advisors in charge of the respective proceedings, as 
well as the arguments, case laws, and/or defense 
strategy adopted by the Company's legal advisors. 
 
Based on the procedures performed, we considered 
that the management estimates related to the 
disclosure and provision for tax contingencies are 
consistent with the informat ion and documents 
presented.     
 

Why it is a Key Audit Matter  How the matter was addressed in the audit  

  
Adoption of the new accounting standards  
(Note 2(f))  

 
 

  
The new accounting standard ñIFRS 15/CPC 47 ï 
Revenue from contracts with customersò and  
ñIFRS 9/CPC 48 ï Financial instrumentsò became 
effective as from January 1st, 2018, and the 
Companyôs management decided to adopt these new 
standards through  the recognition of the transition 
impact on shareholdersô equity, in the opening 
balance at January 1st, 2018.  
 

The application of those standards comprised 
significant involvement of the Companyôs 
management in many activities, such as: (i) review of 
the commercial agreements portfolio ; (ii) 
identification of the performance obligations; (iii) 
definition of certain assumptions and model for the 
price allocation amongst the performance 
obligations; (iv) development of manual and 
automated controls for the adequate data gathering, 
measurement, record and disclosure of the 
transactions and balances in the financial 
statements; (v) determination of the calculation 

Our audit procedures included, among others, the 
understanding and testing of the significant 
internal controls established by the Companyôs 
management, with the objective of evaluating the 
quantitative  and qualitative impacts on the 
financial statements resulting from the adoption of 
these accounting standards.  
 

We have also reviewed the technical accounting 
memorandums prepared by the Companyôs 
management and obtained understanding and 
evaluated the design and effectiveness of the main 
specific internal controls, including significant 
information technology systems implemented in 
the business processes directly affected by these 
accounting standards, which objective is to support 
the data gathering, measurement, recognition  and 
disclosure of the transactions and balances in the 
Companyôs financial statements. 
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Why it is a Key Audit Matter  How the matter was addressed in the audit  

  
model for the measurement of the expected loss on 
financial assets, among others. As a result, the 
Company recognized, in the opening balance at 
January 1st, 2018, a decrease in its shareholdersô 
equity of R$ 94 million, before  income tax effects. 
 
ñIFRS 16/CPC 06 (R2) ï Leasesò will be applied as 
from January 1st, 2019 and the Companyôs 
management decided to adopt it through the 
recognition of the transition impact  against 
shareholdersô equity, at January 1st, 2019.  
 

Considering the nature of the telecommunications 
segment, the Company has a significant volume of 
operational lease contracts due to various network 
infrastructure sharing leases amongst various 
telecom operators in the market, with  payments 
recorded on a linear basis over the contract term.  
 

Therefore, due to the implementation of this new 
accounting standard, the Company estimates an 
increase in lease liabilities resulting from the 
recognition of the right of use the assets, at January 
1st, 2019, of R$ 5,100 million, impact ing certain 
financial indicators of the Company.  
 

Therefore, due to the aspects aforementioned, this 
matter was considered as an area of focus in our 
audit.  
 

Additionally, we designed specific tests that 
included: (i) validation of reports and/or tools 
implemented by the Companyôs management to 
ensure the completeness and integrity of the 
customer commercial and lease agreements, as well 
as the appropriate data gathering and measurement 
of the balances and transactions recorded and 
disclosed in the financial statements; and (ii) 
testing, on a non-statistical sampling basis, the 
contracts with customers and leases; (iii) 
understanding of the main assumptions used by the 
Companyôs management to determine the impacts 
of the adoption of these accounting standards, as 
well as exceptions adopted as permitted by these 
standards; among other procedures. 
 

Based on the procedures performed, we consider 
that the main assumptions and estimates of the 
Companyôs management related to the data 
gathering, measurement, record and disclosure of 
these new accounting standards in the financial 
statements are consistent with the information and 
documents presented.    
 
 
 
 
 
 

 
Other matters  

 
Statements of Value Added  
 
The parent company and consolidated Statements of Value Added for the year ended December 31, 
2018, prepared under the responsibility of the Company's management and presented as 
supplementary information for IFRS purposes, were submitted to a udit procedures performed in 
conjunction with the audit of the Companyôs financial statements. For the purposes of forming our 
opinion, we evaluated whether these statements are reconciled with the financial statements and 
accounting records, as applicable, and if their form and content are in accordance with the criteria 
defined in Technical Pronouncement CPC 09 - "Statement of Value Added". In our opinion, these 
Statements of Value Added have been properly prepared in all material respects, in accordance with 
the criteria established in the Technical Pronouncement, and are consistent with the parent company 
and consolidated financial statements taken as a whole. 
 
Audit of prior -year information  
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The audit of the financial statements for the year ended December 31, 2017 was conducted by other 
independent auditors, whose unqualified audit report  was dated February 5, 2018. 
 
 
Other information accompanying the parent company  
and consolidated financial statements and the auditor's report  

 
The Companyôs management is responsible for the other information that comprises the Management 
Report. 
 
Our opinion on the parent company and consolidated financial statements does not cover the 
Management Report, and we do not express any form of audit conclusion thereon. 
 
In connection with the audit of the parent company and consolidated financial statements, our 
responsibility is to read the Management Report and, in doing so, consider whether this report is 
materially inconsistent with the financial statements or o ur knowledge obtained in the audit or 
otherwise appears to be materially misstated. If, based on the work we have performed, we conclude 
that there is a material misstatement in the Management Report, we are required to report that fact. 
We have nothing to report in this regard.  
 
 
Responsibilities of management and those charged  
with governance for the parent company and consolidated financial statements  

 
Management is responsible for the preparation and fair presentation of the parent company and 
consolidated financial statements in accordance with accounting practices adopted in Brazil and with 
the International Financial Reporting Standards (IFRS) as issued by the International Accounting 
Standards Board (IASB), and for such internal control as management determines is necessary to 
enable the preparation of financial statements that are free from material misstatement, whether due 
to fraud or error.  
 
In preparing the parent company and consolidated financial statements, management is responsible 
for assessing the Companyôs ability to continue as a going concern, disclosing, as applicable, matters 
related to going concern and using the going concern basis of accounting unless management either 
intends to liquidate the Company or to cease operations, or has no realistic alternative but to do so. 
 
Those charged with governance are responsible for overseeing the financial reporting process of the 
Company and its subsidiary. 
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Auditorôs responsibilities for the audit of the parent 
company and consolida ted financial statements  

 
Our objectives are to obtain reasonable assurance about whether the parent company and 
consolidated financial statements as a whole are free from material misstatement, whether due to 
fraud or error, and to issue an auditorôs report that includes our opinion. Reasonable assurance is a 
high level of assurance, but is not a guarantee that an audit conducted in accordance with Brazilian 
and International Standards on Auditing will always detect a material misstatement when it exists. 
Misstatements can arise from fraud or error and are considered material if, individually or in the 
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the 
basis of these financial statements. 
 
As part of an audit in accordance with Brazilian and International Standards on Auditing, we exercise 
professional judgment and maintain professional skepticism throughout the audit. We also:  
 
Å Identify and assess the risks of material misstatement of the parent company and consolidated 

financial statements, whether due to fraud or error, design and perform audit procedures 
responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a 
basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is 
higher than for one resulting from error, as fraud may involve collusion, forgery, intentional 
omissions, misrepresentations, or the override of internal control.  

 
Å Obtain an understanding of internal control re levant to the audit in order to design audit 

procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the internal control of the Company and its subsidiary. 
 

Å Evaluate the appropriateness of accounting policies used and the reasonableness of accounting 
estimates and related disclosures made by management. 
 

Å Conclude on the appropriateness of managementôs use of the going concern basis of accounting 
and, based on the audit evidence obtained, whether a material uncertainty exists related to events 
or conditions that may cast significant doubt on the ability of the Company to continue as a going 
concern. If we conclude that a material uncertainty exists, we are required to draw attenti on in our 
auditorôs report to the related disclosures in the parent company and consolidated financial 
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based 
on the audit evidence obtained up to the date of our auditorôs report. However, future events or 
conditions may cause the Company to cease to continue as a going concern. 
 

Å Evaluate the overall presentation, structure and content of the parent company and consolidated 
financial statements, including the discl osures, and whether these financial statements represent 
the underlying transactions and events in a manner that achieves fair presentation. 
 

Å Obtain sufficient appropriate audit evidence regarding the financial information of the entities or 
business activities within the Group to express an opinion on the consolidated financial 
statements. We are responsible for the direction, supervision and performance of the group audit. 
We remain solely responsible for our audit opinion.  

 



  

 

 

 
 

 
 
TIM  Participações S.A. 

 

8 
 

 

Classificado como Uso Interno 

We communicate with those charged with governance regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that we identify during our audit.  
 
We also provide those charged with governance with a statement that we have complied with relevant 
ethical requirements regarding independence, and to communicate with them all relationships and 
other matters that may reasonably be thought to bear on our independence, and where applicable, 
related safeguards.  
 
From the matters communicated with those charged with governance, we determine those matters 
that were of most significance in the audit of the financial statements of the current period and are 
therefore the key audit matters. We describe these matters in our auditorôs report unless law or 
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we 
determine that a matter should not be communicated in our report because the adverse consequences 
of doing so would reasonably be expected to outweigh the public interest benefits of such 
communication . 
 

Rio de Janeiro, February 19, 2019 

 

 

 

PricewaterhouseCoopers 

Auditores Independentes 

CRC 2SP000160/O-5 

 

 

 

Alexandre Fermino Alvares 

Contador CRC 1SP 211793/O-5 
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TIM PARTICIPAÇÕES S.A., TIM PARTICIPAÇÕES S.A. AND SUBSIDIARY 
BALANCE SHEETS 
December 31, 2018 and December 31, 2017 
(In thousands of Reais)  

 

 

 
  Parent Company   Consolidated  

 Notes  2018  2017  2018  2017 
Assets   20,275,453  18,346,594  31,957,889  32,600,365 

         
Current assets  457,534  115,768  5,998,126  7,607,388 

Cash and cash equivalents  4 167  28,369  1,075,530  2,960,718 
Marketable securities  5 13,378  -  784,841  765,614 
Trade accounts receivable 6 444  329  2,838,808  2,540,856 
Inventory  7 -  -  183,059  123,785 
Dividends and interest on 
ĸÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ ĴïäïĂőÉãĕï 

13 362,436  53,497  Ȥ  - 

Indirect taxes, charges and 
contributions recoverable  

8 -  -  280,254  386,001 

Direct taxes, charges and 
contributions recoverable  

9 45,278  11,677  347,505  323,040 

Prepaid expenses  11 2,460  2,189  272,060  168,366 
Derivative financial instruments  37 -  -  50,769  53,875 
Financial leases  16 -  -  22,491  19,773 
Regulatory credits recoverable  17 -  -  41,612  68,571 

Other current assets   33,371  19,707  101,197  196,789 

         

Non-current assets  19,817,919  18,230,826  25,959,763  24,992,977 

 Long-term receivables   133,848  116,688  4,074,137  2,841,962 

 Marketable securities   -  -  5,229  2,997 
 Trade accounts receivable  -  -  130,308  26,207 
 Indirect taxes, charges and 

contributions recoverable  
8 -  -  912,511  949,586 

Direct taxes, charges and 
contributions recoverable  

9 Ȥ  Ȥ  558,016  209,503 

Deferred income and social 
contribution taxes  

10 -  -  801,971  - 

 Judicial deposits  12 131,270  112,307  1,345,113  1,366,576 
 Prepaid expenses  11 2,578  4,381  74,381  39,466 
 Derivative financial instruments  37 -  -  30,639  26,915 
 Financial leases  16 -  -  185,558  185,558 
 Other non -current assets  -  -  30,411  35,154 

         
Investments  13 19,526,515  17,956,582  Ȥ  Ȥ 
Property, plant and equipment  14 Ȥ  Ȥ  11,203,622  10,838,488 
Intangible assets  15 157,556  157,556  10,682,004  11,312,527 

 
The accompanying notes are an integral part of the financial statements.  
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TIM PARTICIPAÇÕES S.A. AND TIM PARTICIPAÇÕES AND SUBSIDIARY 

BALANCE SHEETS 

December 31, 2018 and December 31, 2017 

(In thousands of Reais) 

  Parent  Company  Consolidated  

 Not e 2018  2017  2018  2017 

         
Total l iabilities and sÿÉĴïÿĤĕëïĴĸɈ equity   20,275,453  18,346,594  31,957,889  32,600,365 

         

Total l iabilities   480,616  195,410  12,163,052  14,449,181 

         
Current l iabilities   441,024  162,983  7,075,379  7,224,437 

Suppliers 18 11,770  3,352  4,323,374  3,986,557 

Borrowing and financing  20 -  -  698,728  1,351,860 

Financial leases 16 -  -  205,048  176,925 

Derivative financial instruments  37 -  -  2,373  14,044 

Payroll and related charges   2,344  6,449  211,685  262,450 

Indirect taxes, charges and contributions 
payable 

21 447  370  451,169  305,266 

Direct taxes, charges and contributions 
payable 

22 47,285  218  332,333  260,786 

7ĂőĂëïĜëĸ ÉĜë ĂĜŁïĴïĸŁ ĤĜ ĸÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ 
payable 

25 370,105  143,591  370,105  143,591 

Authorizations payable  19 -  -  65,464  233,173 

Deferred revenues 23 -  -  406,867  480,431 

Other current liabilities   9,073  9,003  8,233  9,354 

         
Non-current liabilities   39,592  32,427  5,087,673  7,224,744 

Borrowing and financing  20 -  -  964,289  3,339,084 

Derivative financial instruments  37 -  -  9,245  18,419 

Financial leases 16 -  -  1,735,026  1,710,247 

Indirect taxes, charges and contributions 
payable 

21 Ȥ  Ȥ  2,772  2,527 

Direct taxes, charges and contributions 
payable 

22 Ȥ  Ȥ  209,880  206,788 

Deferred income and social contribution taxes  10 -  -  Ȥ  98,919 

Provision for legal and administrative 
proceedings 

24 9,837  2,672  849,408  528,320 

Pension plan and other post-employment 
benefits  

 Ȥ  -  2,850  2,635 

Authorizations payable  19 -  -  348,336  273,527 

Deferred revenues 23 -  -  906,600  990,932 

Other non -current liabilities   29,755  29,755  59,267  53,346 

         

¡ÿÉĴïÿĤĕëïĴĸɈ equity  25 19,794,837  18,151,184  19,794,837  18,151,184 

Share capital   9,866,298  9,866,298  9,866,298  9,866,298 

Capital reserves  412,091  416,161  412,091  416,161 

Profit reserves  9,524,124  7,884,223  9,524,124  7,884,223 

Accumulated other comprehensive income   847  989  847  989 

Treasury shares  (8,523)  (16,487)  (8,523)  (16,487) 

 
The accompanying notes are an integral part of these financial statements.  
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TIM PARTICIPAÇÕES S.A. AND TIM PARTICIPAÇÕES AND SUBSIDIARY 

STATEMENTS OF INCOME 

Years ended December 31, 2018 and 2017 

(In thousands of  Reais, except as otherwise  stated ) 

          
   Parent Company   Consolidated  

 Not es  2018   2017   2018   2017  

          

Net revenue  27  
              

- 
 

              
- 

 16,981,329  16,233,959 

          

Costs of services provided and goods sold  28 
               

- 

               
- 

 
 

 
 

  (7,701,418) (8,002,077) 

Gross income   Ȥ  Ȥ  9,279,911  8,231,882 

          

Operating income (expenses):          

Selling expenses 28  -  -  (4,970,780)  (4,575,177) 

General and administrative expenses 28  (29,745)  (27,915)  (1,608,319)  (1,424,643) 

Income from equity accounting  
 

13  2,672,647  1,279,941  -  - 

Other income (expenses), net  29  (837)  (904)  (283,289)  (298,710) 

   2,642,065  1,251,122  (6,862,388)  (6,298,530) 

          

Operating income    2,642,065  1,251,122  2,417,523  1,933,352 

          

Financial income (expenses):          

   Financial income 30  1,978  6,927  412,733  512,565 

   Financial expenses 31  (95,687)  (23,511)  (951,439)  (1,009,653) 

   Foreign exchange variations, net 32  (9)  (31)  1,373  (748) 

   (93,718)  (16,615)  (537,333)  (497,836) 

          

Income before income and social contribution 
taxes 

  2,548,347  1,234,507  1,880,190  1,435,516 

          

Income and social contribution taxes 33  (3,246)  Ȥ  664,911  (201,009) 

          

Net income for the year   2,545,101  1,234,507  2,545,101  1,234,507 

          

Earnings per share attributed  to the Companyôs 
shareholders (in R$ per share) 

         

          

Basic earnings per share  34  1.05  0.51  1.05  0.51 

          

Diluted earnings per share 34  1.05  0.51  1.05  0.51 

 

 
The accompanying notes are an integral part of these financial statements. 
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TIM PARTICIPAÇÕES S.A. AND TIM PARTICIPAÇÕES AND SUBSIDIARY 

STATEMENTS OF COMPREHENSIVE INCOME 

Years ended December 31, 2018 and 2017 

(In thousands of  Reais) 

         

  Parent  Company   Consolidated  

  2018   2017   2018   2017  

         

Net income for the year   2,545,101  1,234,507  2,545,101  1,234,507 

         

Other components of comprehensive income          

Item not to be reclassified  to income:         

  Remeasurement of post-employment benefit 
obligations, net of taxes 

 (142)  (694)  (142)  (694) 

Item to be subsequently reclassified to income:         

  Cash flow hedge (Note 5)  Ȥ  2,190  Ȥ  2,190 

Total comprehensive income for the year  2,544,959  1,236,003  2,544,959  1,236,003 

 
Items in the comprehensive income statement are stated net of taxes. 
 

 
The accompanying notes are an integral part of these financial statements. 
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TIM PARTICIPAÇÕES S.A. AND TIM PARTICIPAÇÕES AND SUBSIDIARY 
¡¨!¨;d;e¨ lE 0K!eF;¡ Ne ¡K!|;Kl^7;|¡Ɉ ;{N¨¿ 
 
(In thousands of  Reais)                   

                Profit reserves           

  
Share 
capital  

 
Capital 
reserve  

 
Legal 
reserve  

 
Reserve 

for 
expansion  

 
Tax benefit 

reserve  
 

Treasury 
shares  

 

Accumulated 
other 

comprehensive 
income  

 
Retained 
earnings  

 Total  

                   

Balances as at  December 31, 2016 9,866,298  405,239  657,034  5,103,908  1,158,910  (3,369)  (507)  Ȥ  17,187,513 

                   
Total comprehensive income for the year                    
    Net income for the year                 1,234,507  1.234.507 
    Remeasurement of post -employment benefit obligation   -  -  -  -    -  (694)  -  (694) 
Cash flow hedge  -  -  -  -    -  2,190  -  2.190 

Total comprehensive income for the year   Ȥ  Ȥ  Ȥ  Ȥ    Ȥ  1,496  1,234,507  1.236.003 

                   
Total contributions from shareholders and distributions to 
distributions  

                  

   Stock options (Note 25.b)  -  10,923  -  -    Ȥ  -  -  10.923 
   Purchases of treasury shares , net of disposals   Ȥ  Ȥ  Ȥ  Ȥ    (13,118)  Ȥ  Ȥ  (13.118) 
   Allocation of net income for the year :                   
         Legal reserve (Note 25)  -  -  61,725  -    -  -  (61,725)  Ȥ 
         Dividends proposed (Note 25)  -  -  -  -    -    (103,325)  (103.325) 
         NĜŁïĴïĸŁ ĤĜ ĸÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ (Note 25)  -  -  -  -    -    (189,991)  (189.991) 
         Recording of tax benefit reserve (Note 25)  -        112,493  -  -  (112,493)  Ȥ 
         Recording of expansion reserve (Note 25)  -  -  -  766,973    -  -  (766,973)  Ȥ 
   7ĂőĂëïĜëĸ ĴïäĤĴëïë ëĂĴïäŁĕŘ ĂĜ ĸÿÉĴïÿĤĕëïĴɈĸ ïĳņĂŁŘ  -  -  -  23,179    -  -  Ȥ  23.179 
                  Ȥ 

Total contributions from shareholders and distributions  to 
shareholders 

 Ȥ  10,923  61,725  790,152  112,493  (13,118)  Ȥ  (1,234,507)  (272.332) 

Balances as at December 31, 2017 9,866,298  416,162  718,759  5,894,060  1,271,403  (16,487)  989  Ȥ  18,151,184 
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TIM PARTICIPAÇÕES S.A. AND TIM PARTICIPAÇÕES AND SUBSIDIARY 

¡¨!¨;d;e¨ lE 0K!eF;¡ Ne ¡K!|;Kl^7;|¡Ɉ ;{N¨¿ 

(In thousands of Reais)                   

 
 
 

Balances as at January 1st, 2018  9,866,298  416,162  718,759  5,894,060  1,271,403  (16,487)  989  -  18,151,184 
                  

Impact of initial adoption of new accounting 
pronouncements (Note 2.f)  

-  -  -  (62,119)  -  -  -  -  (62.119) 

                  

Balances as at  January 1 st, 2018, adjusted  9,866,298  416,162  718,759  5,831,941  1,271,403  (16,487)  989  Ȥ  18,089,065 
                   
Total comprehensive income for the year                   
    Net income for the year                2,545,101  2.545.101 
        Remeasurement of post -employment benefit 
obligation  (Note 13) 

 -  -  -  -  Ȥ  -  (142)  -  (142) 

Total comprehensive income for the year  Ȥ  Ȥ  Ȥ  Ȥ  Ȥ  Ȥ  (142)  2,545,101  2.544.959 

Total contributions from  shareholders and distributions to  
shareholders 

                  
   Stock options (Note 25.b)  -  (4,071)  -  -    Ȥ  -  -  (4.071) 
   Purchases of treasury shares, net of disposals   -  -  -  -    7,964  -  -  7.964 
   Allocation of net income for the year:                   
          Legal reserve (Note 25)  -  -  119,933  -    -  -  (119,933)  Ȥ 
         NĜŁïĴïĸŁ ĤĜ ĸÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ (Note 25)  -  -  -  -    -    (849,994)  (849.994) 
         Recording of tax benefit reserve (Note 25)  -  -      146,455  -  -  (146,455)  Ȥ 
         Recording of expansion reserve (Note 25)  -  -  -  1,428,719    -  -  (1,428,719)  Ȥ 

   7ĂőĂëïĜëĸ ĴïäĤĴëïë ëĂĴïäŁĕŘ ĂĜ ĸÿÉĴïÿĤĕëïĴɈĸ ïĳņĂŁŘ  
(Note 25) 

 -  -  -  6,914    -  -  Ȥ  6.914 

                  Ȥ 

Total contributions from shareholders and distributions  to 
shareholders 

 Ȥ  (4,071)  119,933  1,435,633  146,455  7,964  Ȥ  (2,545,101)  (839.187) 

Balances as at December 31, 2018 9,866,298  412,091  838,692  7,267,574  1,417,858  (8,523)  847  Ȥ  19,794,837 
 
 
The accompanying notes are an integral part of these financial statements. 
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TIM PARTICIPAÇÕES S.A. AND TIM PARTICIPAÇÕES AND SUBSIDIARY 

STATEMENT OF CASH FLOWS          
Years ended December 31, 2018 and 2017          
(In thousands of  Reais) 

          

   Parent Company  Consolidated  

 Not e  2018  2017  2018  2017 

Operations          

Income before income and social contribution taxes    2,548,347  1,234,507  1,880,190  1,435,516 

Adjustments  to reconcile income with net cash from operations           

Depreciation and amortization    -  -  3,954,321  4,013,671 

Income from equity accounting  
 

13  (2,672,647)  (1,279,941)  -  - 

(Gain) loss on the sale of property, plant and equipment  
(leaseback) 

29  -  -  Ȥ  1,801 

Residual value of property, plant and equipment and intangible 
assets written off  

  -  -  9,700  54,104 

Interest on provision for decommissioning costs    -  -  648  428 

Provision for legal and administrative proceedings  24  4,180  1,189  551,191  372,469 

Monetary adjustments to deposits, administrative and legal 
proceedings 

  4,507  (407)  297,529  97,805 

Interest, monetary and exchange variations of borrowings and 
other financial adjustments  

  -  -  (35,450)  521,570 

Lease interest payable 31  -  -  266,328  257,305 

Lease interest receivable 30  -  -  (25,664)  (22,709) 

Provision for doubtful debts  28  -  -  544,881  316,387 

Stock options 26  (4,593)  3,743  (1,424)  10,923 

   (120,206)  (40,909)  7,442,250  7,059,270 

Decrease (increase) in operating assets          

Trade accounts receivable   (115)  -  (1,028,791)  99,674 

Taxes and contributions recoverable    (33,601)  10,675  175,116  162,705 

Inventory    -  -  (59,274)  20,149 

Prepaid expenses   1,532  1,987  56,792  (40,490) 

7ĂőĂëïĜëĸ ÉĜë ĂĜŁïĴïĸŁ ĤĜ ĸÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ ĴïäïĂőïë   734,685  404,331  Ȥ  - 

Judicial deposits   (18,794)  (21,744)  30,478  (53,217) 

Other assets   (13,665)  6,558  133,831  (26,129) 

Increase (decrease) in operating liabilities           

Payroll and related charges    (4,105)  2,606  (50,765)  50,171 

Suppliers   8,418  1,266  331,736  523,419 

Taxes, charges and contributions    15,955  234  (26,786)  (474,557) 

Authorizations payable    -  -  (104,582)  (895,964) 

Payments for legal and administrative proceedings  24  (1,690)  (798)  (536,646)  (439,670) 

Deferred revenues   -  -  (193,599)  (415,651) 

Other liabilities    (308)  1,346  (40,373)  (165,598) 

Net cash from operations    568,106  365,552  6,129,387  5,404,112 

          

Cash from investment activities           

Marketable securities    (13,378)  -  (21,460)  (288,658) 

Cash received from property, plant and equipment sales    -  -  Ȥ  13,850 

Additions to property, plant and equipment and intangible assets    -  -  (3,831,906)  (4,147,907) 

Receipt of financial leases 

 
 

 
 

 -  -  

 
22,946 

 

 

 22,140 
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TIM PARTICIPAÇÕES S.A. AND TIM PARTICIPAÇÕES AND SUBSIDIARY 

STATEMENT OF CASH FLOWS          

Years ended December 31, 2018 and 2017          

(In thousands of Reais)          

          

Net cash (used in) from investment activities    (13,378)  Ȥ  (3,830,420)  (4,400,575) 

          
Cash from financing activities           

New borrowing    -  -  166,548  646,853 

Repayment of borrowing    -  -  (3,552,407)  (3,270,570) 

Payment of financial lease    -  -  (252,410)  (219,189) 

Derivative financial instruments    -  -  37,044  17,677 

Purchases of treasury shares, net of disposals   5,317  (13,118)  5,317  (13,118) 

7ĂőĂëïĜëĸ ÉĜë ĂĜŁïĴïĸŁ ĤĜ ĸÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ ıÉĂë   (588,247)  (332,658)  (588,247)  (332,658) 

Net cash used in financing activities    (582,930)  (345,776)  (4,184,155)  (3,171,005) 

          

Increase (decrease) in cash and cash equivalents    (28,202)  19,776  (1,885,188)  (2,167,468) 

          

Cash and cash equivalents at the beginning of the year    28,369  8,593  2,960,718  5,128,186 

Cash and cash equivalents at the end of the year    167  28,369  1,075,530  2,960,718 

 

Supplementary information on consolidated cash flows: 
         

          
Interest paid        435,845  584,853 

Income tax and social contribution paid        213,956  297,079 

          

Non-cash transactions        
 

 

 
Additions to property, plant and equipment and intangible assets, 
without cash effects  
       

(38,944) 

 

(48,957) 

Increase in lease liabilities, without cash effects         38,944  48,957 

 

 
The accompanying notes are an integral part of these financial statements. 
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TIM PARTICIPAÇÕES S.A., TIM PARTICIPAÇÕES S.A. AND SUBSIDIARY 
STATEMENTS OF VALUE ADDED 
Years ended December 31, 2018 and 2017 
(In thousands of Reais)  

 Parent Company   Consolidated  

 2018   2017   2018   2017  

Revenue        

  Gross operating revenue Ȥ  -  24,232,405  22,611,074 

  Losses from doubtful debts Ȥ  -  (544,881)  (316,387) 

  Discounts granted, refunds and other Ȥ  -  (2,087,279)  (1,349,709) 

 Ȥ  Ȥ  21,600,245  20,944,978 

Inputs purchased from third parties         

  Costs of services provided and goods sold Ȥ  -  (3,929,961)  (4,035,789) 

  Materials, energy, third-party services and other (4,675)  (5,968)  (3,237,371)  (3,099,939) 

 (4,675)  (5,968)  (7,167,332)  (7,135,728) 

Withholding        

  Depreciation and amortization Ȥ  Ȥ  (3,954,321)  (4,013,671) 

Net value added produced (4,675)  (5,968)  10,478,592  9,795,579 

Value added received by transfer 2,672,647  1,279,941  Ȥ  - 

  Equity income 1,989  6,934  510,265  942,583 

  Financial income 2,674,636  1,286,875  510,265  942,583 

Total value added for distribution  2,669,961  1,280,907  10.988,857  10,738,162 

        

Distribution of value added        

Personnel and charges        

 Direct compensation 22,591  19,979  503,198  515,382 

 Benefits  1,479  1,050  181,502  141,279 

 F.G.T.S. (unemployment fund) 268  231  55,765  52,705 

 Other 87  388  102,254  71,722 

 24,425  21,648  842,719  781,088 

Taxes, fees and contributions        

 Federal  4,806  1,362  1,655,868  2,520,892 

 State  Ȥ  -  4,000,551  3,990,856 

 Municipal  Ȥ  -  104,710  18,834 

 4,806  1,362  5,761,129  6,530,582 

Remuneration of third-party capital        

 Interest  95,613  23,369  1.046.256  1,438,809 

 Rents 16  21  789,015  748,162 

 95,629  23,390  1.835.271  2,186,971 

Other        

 Social investment Ȥ  -  4,637  5,014 

 Ȥ  Ȥ  4,637  5,014 

Remuneration of shareholdersô equity        

  Dividends and Interest on shareholdersô equity 849,994  265,072  849,994  265,072 

 Retained earnings 1,695,107  969,435  1,695,107  969,435 

 2,545,101  1,234,507  2,545,101  1,234,507 

The accompanying notes are an integral part of these financial statements. 
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Dear shareholders, 

 

The management of TIM Participações S.A. ("TIM Participações", "Company" or "TIM") presents the 

Management and Discussion and Analysis for 2018 Results, together with the Individual and 

Consolidated Financial Statements and the Independent Auditorsô Report for the fiscal year ended 

on December 31, 2018. 

 

The Financial Statements have been prepared in accordance with Brazilian Standards and the IFRS 

(International financial reporting standards), as defined by the IASB.  

 

The operational and financial information for 2018, unless stated otherwise, is presented in Reais 

(R$), based on the consolidated amounts, and pursuant to Brazilian corporate law.  

 

Company Profile  

 

TIM Participações is a publicly-held company with shares listed on the São Paulo Stock Exchange 

(B3) and ADRs (American Depositary Receipts) listed on the New York Stock Exchange (NYSE). In 

2018, TIM confirmed its permanence for the eleventh consecutive year in the select group of 

companies that integrate the ISE (Corporate Sustainability Index) port folio, reinforcing its 

commitment to economic, social and environmental sustainability. Moreover, TIM is the only 

telecommunication company to participate in Novo Mercado, a segment recognized by B3's highest 

level of corporate governance. 

 

TIM Participações is controlled by TIM Brasil Serviços e Participações S.A., a subsidiary of the 

Telecom Italia group. Through the sharing of experiences and the adoption of a good practices 

policy, the Company shares experiences with its parent company and accumulates synergies that 

benefit all of its clients. Through its subsidiary, TIM S.A., TIM operates in the mobile  and fixed 

telephony, long distance and data transmission markets throughout the Brazilian territory and in the 

ultra-broadband market encompassing certain states of the country.  
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1. Message from Management  

 

The year 2018 demonstrated the Company's ability to be resilient and perform amid a challenging 

environment, showing the highest growth of Revenue and EBITDA among the large telcos. Our focus 

on executing the strategic plan made it possible for us to face the challenges created by a slower 

than expected economic recovery and a much tougher competitive environment. This ability allowed 

us  to exceed in some indicators historic levels, such as EBITDA and Margin. 

 

The following elements were key to this performance: (i) the resilience of the mobile service through 

the evolution of the customer base transformation strategy; (ii) taking advantage of the 

opportunities created by the expansion of the residentia l broadband operation; (iii) the development 

of the infrastructure aiming to support the evolution of the customer experience; (iv) an approach 

focused on efficiency and value creation for shareholders. 

 

Mobile Service Resilience  

 

Throughout the year, the mobile segment faced an increase in the offersô aggressiveness, while 

economic activity remained with low growth. Even so we adapted our approach  to manage the 

strong transformation of the base with the growth of Postpaid . In orde r to do so, we sought to work 

a second wave in the process of up-selling that goes beyond migrations from Prepaid to Postpaid, 

accelerating migrations within the segments. In addition, the use of loyalty offers was expanded.  

 

The positive impacts of these adjustments were evident through results such as: (i) postpaid growth 

of approximately 14% YoY, reaching a mix of more than 36% of the total, (ii) a two -fold increase in 

the volume of migrations from Control Plans to Pure Postpaid, (iii) the increase in sales of loyalty 

offers by almost 30 p.p. and (iv) the evolution of ARPU (Average Revenue Per User) of more than 

11% YoY. 

 

Leveraging the Opportunities in Residential Broadband  

 

Residential broadband was one of the greatest highlights of the year, going through a complete 

transformation. Extending a geographic expansion from an operation limited to the 2 largest 

metropolitan areas to serving customers in 14 cities of 5 states, it was a great challenge that required 

a strong capacity for adaptation and execution. Even more considering that this expansion was made 

using a new technology, the FTTH (Fiber to the Home). 

 

The commercial launch of the fiber connection enabled the offerings portfolio evolution that, in 

addition to a faster and more stable connecti on, also brought content to customers through video 

streaming partners. This combination brought significant results, with the user base growing 

approximately 20%, while ARPU increased 13%. 
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Infrastructure Development  

 

Our infrastructure development is an essential part of our customer experience improvement 

strategy. Therefore, during the year 2018, we emphasized investments that had a direct impact on 

the quality of mobile and fixed services. 

 

The maintenance of the leading position in 4G coverage, with more than 3.200 thousand cities, gives 

us an important competitive differential that continues to be extended with the deployment of an 

efficient frequency refarming process to expand the capacity of our network. In addition, we are the 

operator that accelerated more in the implementation of the 4G through 700 MHz frequency, 

surpassing the 1,400 covered cities, which provides a significant improvement in indoor coverage. 

 

We also expanded our optic fiber network, surpassing the 90,000 km milestone and reaching more 

than 600 cities, which helped in the performance of the mobile network with the connection of the 

sites to optic fiber and expanded the coverage of TIM Liveôs ultra broadband services. This service 

is available today to more than 1 million households in the 14 cities we cover. 

 

Efficiency and Cash Generation  

 

The efficiency program continues to permeate the entire Company, totaling more than R$ 340 million 

in savings. In addition, the digital transformation process, which has an impact on both cos t and 

customer satisfaction, continues at great speed with expressive results in the adoption of non -human 

channels (+ 37%), electronic payments (+ 33%), invoices (2x) among other indicators.  

 

The objectives of the program are not limited to cost savings, but also fiscal efficiency and 

improvements in financial expenses. In this context, corporate reorganization projects with fiscal 

and operational impacts were submitted, in addition to optimize the Company's financing lines.  

 

The combination of these factors produced the highest EBITDA in TIM's history, reaching R$ 6.6 

billion with a margin close to 39% in the year, as well as an excellent level of net cash generation 

of R$ 1.2 billion. This made possible a growth of almost 3 times in the compensation annou nced to 

the shareholders. 

 

Conclusion and Perspectives  

 

Resiliency and focus on strategy execution were the 2018 brands, making it possible to deliver all 

defined goals and continue our history of sustainable and consistent growth.  

 

The year 2019 will be of hard work and we continue to evolve in our approach to materialize the 

strategic objectives of being the operator most admired by customers, with the most engaged 

employees and the with highest profitability in the industry.  
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2. Economic and Industrial  Overview  

 

2.1. Macroeconomic Environment  

 

The high macroeconomic volatility seen in 2018, triggered by uncertainties surrounding the elections 

scenario coupled with less favorable external conditions towards emerging markets, impacted 

directly the Brazilian Gross Domestic Product (GDP), which should end the year with a modest growth 

of 1.3% according to the latest FOCUS report1, much lower than the 2.7% rate expected by the 

majority of analysts at the beginning of 2018.  

 

Inflation measured by the Ample Consumer Price Index (IPCA), began 2018 under control, but saw 

oscillations throughout the year, impacted by the truckers ' strike and higher administered prices, 

such as those for fuels and electricity, peaking at 4.5% while closing the year at 3 .75%, slight ly 

higher than in the previous year, however still below the Central Bank target. With inflation below 

the target and with anchored expectations, monetary policy has been defined by the stability of 

interest rates at 6 .5% per year (p.y.) and by the expecta tion of this level maintained for the coming 

year.  

 

On the foreign exchange front, the Real devalued 18.50% versus the U.S. dollar in 2018. It showed 

strong oscillations throughout the year amid factors such as uncertainty surrounding Brazil's political 

and economic environment, in addition to international factors, especially the trade war involving 

the U.S. and China with mutual taxation on imports, which may impact global growth. The trade 

balance ended the year with a US$ 58 billion surplus, representing a 13% decline compared to 2017, 

impacted by the advance of imports by 19 .7%, which outpaced exports growth at 9 .6%.  

 

Despite the generally positive result and the resumption, at the end of 2018, of the market 's 

confidence as a whole with the definition of the election scenario, there is still strong uncertainty as 

to the approval of the reforms necessary for growth recovery, especially fiscal and social security 

reforms, throughout 2019, as well as regarding the depth of the proposals to be presented by the 

new presidential administration. 

 

Concerning the international scenario, the trade war between the U.S. and China, started in March 

2018 with the already mentioned mutual surcharges on products of the two countries , brought 

volatility to t he markets, triggering sharp instability amid the possibility of a slowdown in the global 

economy. In Europe, the level of economic activity presented a slight deceleration in the Euro zone, 

still impacted by the uncertainties around Brexit and due to the deceleration of global trade.  

  

                                                 
1 Estimated by the latest FOCUS report issued by the Central Bank of Brazil on January 4, 2019. 
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2.2. Particularities of the Telecommunications Sector  

 

The telecommunications sector in Brazil is marked by strong competition and by the effective 

regulation of the National Telecommunications Agency, ANATEL, whose mission is "to promote the 

development of the country's telecommunications, in order to provide it with a modern and efficient 

telecommunications infrastructure, capable of providing the society with adequate, diversified and 

fair prices throughout the entire nat ional territory".  

 

The economic recovery at a more moderate pace than that expected initially by the market in general 

influenced the Brazilian telecommunications sector in 2018, which continued the path identified in 

the previous years of reduction of the mobile base. The mobile market maintained the dynamics of 

migrating prepaid subscribers to hybrid plans (control plans) and postpaid plans which, in general, 

seek to make the clients loyal with offers that present consumption recurrence and, as a result, 

revenue recurrence, in line with the strategy of offering more for more.  

 

However, such strategy was impacted by fiercer competition in the Brazilian market, seen throug h 

the presence of more aggressive offers considering the content provided to clients and of a reduction 

in the level of prices offered by the operators in general, which, to a certain extent , limited the 

Company's capacity to pass on the cost increases or to propose adhesion to higher-value offers. 

 

The sector continued the trend of strong growth in data consumption, demanding from the operators 

the capacity to adapt the ir networks, facing the challenge of delivering an increasingly robust 

infrastructure in  an environment of more rational investments in projects such as the densification 

of sites, frequency refarming and the carrier aggregation in two or three frequencies. Moreover, TIM 

has advanced its sharing initiatives focused on 4G and transport network. This evolution in the 

Company's network allows the significant expansion of traffic on the 4G network, providing clients 

with a better user experience, both in terms of performance, with higher download and upload 

speeds and lower latency, and in indoor coverage and greater penetration. 

 

Last, the growing demand for Fixed Broadband consolidated the view of internet access as an 

essential resource for the population, which was confirmed by the evolution of the client base and 

TIM Live's net additions. 
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3. TIM Services  

 

3.1. Business  

 

TIM is recognized by its strong brand and the reputation of an innovative and disruptive company, 

capable of defining new consumption standards for the market. The proactive approach allows the 

Company a leading position in the transformation of the business model in telecommunications. The 

change in the clients' consumption profile and the emergence of new technologies foster a rupture 

in the telecommunications industry, based on the consumption of data, contents and digital services.  

 

The offers' pioneering spirit and innovation are the Company's trademarks, which has a complete 

portfolio both for individual clients, and corporate solutions for small, medium and large companies. 

In addition to the traditional voice and data services, TIM offers fixed ultra broadband, TIM Live and 

fixed broadband service through the mobile network, utilizing WTTx technology.   

 

Also in the portfolio, the Company offers a series of digital contents and services in its packages, 

increasing the mobile devices' functionalities within its clients' routines. The capacity to manage a 

complete and diversified portfolio gives TIM the possibility to offer customized pac kages to its clients 

and propose convergent offers in certain regions. 

 

In 2018 TIM innovated by bringing significant changes to the control and prepaid segments. In 

regards to control, the entry door to postpaid , the Company provided for its clients an offer with 

unlimited social networks for 3 months, in addition to the robust internet and digital services  

packages. The same applies to the prepaid segment, whose new portfolio featu res unlimited social 

networks, data package and offer expiration based on the recharge and unlimited calls to any 

operator. 

 

TIM's new positioning seeks to follow the desires of its consumers, placing them at the center of our 

decision-making, based on: (i) INNOVATION, which is in the Company's DNA and will continue as a 

priority with new plans, offers, partnerships and technologies; (ii) QUALITY, which is the core of 

client loyalty and of the expansion of his life cycle; and (iii) CUSTOMER EXPERIENCE, which is the 

strategic pillar converging all the other ones, establishing a new relation with clients and acting in 

order for everyone to receive the best experience, excellent services and a transparent relation with 

the Company.  
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3.2. Stra tegy  

 

The Company's strategy, for 2018,  was based on 6 (six) pillars: culture, digitalization, offer, 

infrastructure, efficiency and customer experience. These pillars aim to redesign customer 

experience and make TIM the best choice of value in the market,  leveraged by the leadership 

position in mobile ultra -broadband and by the proposal of intelligent offers.  

 

In the culture pillar, the goal is to disseminate the feeling of ownership, responsibility, as this is the 

axis for a deep cultural transformation w ithin the Company. Based on the concept of accountability, 

TIM believes that its employees will be able to concentrate their creativity and energy in the search 

for new solutions, delivering positive results.  

 

The digitalization pillar aims to accelerate the development and implementation of digital systems, 

enhancing customer experience and delivering significant operational and financial efficiencies. The 

migration to digital and flexible platforms follows the market trend of using the most sophisticated 

technologies, allowing greater operational agility and efficiency.  

 

The offer pillar proposes the selective development of innovative packages, according to the client's 

profile. Additionally, the Company intends to expand its fixed broadband offer throug h FTTH (Fiber 

To The Home) and WTTx (Wireless To The x) technologies, which will allow a selective approach 

with convergent offers in certain regions.  

 

Regarding infrastructure, the Company aims to expand the 4G coverage with 700MHz, confirming 

its leadership in mobile ultra-broadband coverage and quality excellence. In parallel, the 

development of the fiber network aims to broaden the fixed broadband coverage and maintain the 

quality level required by the customers, which is one of the drivers for investm ents targeting.  

 

The efficiency proposal remains in the Company's strategy, based on the broad and systemic view 

that is predominant in the operation, which aims to generate disruptive efficiencies both in the 

operational and financial scope.   

 

All 5 (five) pillars mentioned above are directly related to the commitment to customer experience. 

This is the main objective of the proposed structure, in which the customer is at the center of our 

decision making. 
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4. Human Resources  

TIM understands that in order to conquer better results, it needs an engaged team. Therefore, it 

establishes a transparent relationship with all the levels of the Company. Clarity and targeting are 

fundamental so our team works towards our objectives, with autonomy and sense of ownership.  

 

Among the highlighted practices, we offer a differentiated compensation and benefits package, being 

one of the items that showed better evolution in our annual Organizational Climate Survey, carried 

out by Hay/Korn Ferry in 2018. We also highlight the Training practices, another aspect with good 

performance in the survey. 

 

Our culture is strengthened in the pillars Accountability (sense of ownership) and Customer 

Experience, which are essential to differentiate ourselves in our segment. In an environment of 

dynamic and challenging work, the Company offers space and opportunities so that its team 

broadens its horizons, develops and expands corporate and personal achievements. 

 

4.1. People  

 

TIM ended 2018 with 9,661 employees throughout Brazil. These employees, with their stories and 

knowledge, represent the intellectual capital of the Company and act as engines for the development 

of the business 

 

Approximately 72.5% of employees have completed higher education or attend university and 

10.3% have postgraduate degrees. The numbers and results show that TIM has a diverse and highly 

qualified framework to meet the Company's challenges. The workforce is complemented by 180 

trainees and 235 young apprentices. 

 

4.2. Development and Training  

 

TIM employees have access to innovative tools and well-structured ways to evolve within the 

company and to build a successful career. In line with the organizational values, they trace their 

careers from their own professional experiences and knowledge acquired from the company's 

investment. In this regard, TIM invested more than R$ 9 million in train ing and development of its 

employees in 2018. 

 

To guide the careers of its employees, TIM maps and monitors individual performance to guide the 

activities more assertively. In addition to encouraging and providing real growth opportunities, the 

Company recognizes the dedication and differentiated performance of its professionals by using 

Performance Management. 

 

In order to attract the best students in the market and train our future professionals, the Trainee 

Without Borders program brings to TIM young peo ple with energy, determination, initiative, team 

spirit and, especially, interest in challenges. 
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4.3 Long Term Incentive Plan  

 

The Long-Term Incentive Plan is intended to grant  shares or options for the purchase of shares of 

TIM Participações to employees of the Company and its subsidiaries, thereby seeking to promote 

the expansion, achievement and success of the corporate objectives, as well as the interests of TIM 

shareholders and management. 

 

In August 5, 2011, April 10, 2014 and April 19, 2018, the Ann ual Shareholders Meeting of TIM 

Participa»es approved the long term incentive plans; ñPlan 2011-2013ò, ñPlan 2014-2016ò and ñPlan 

2018-2020ò, respectively, grant to the high management and to those whom occupie key positions 

in the Company and its subsidiaries. 

 

The Plans 2011-2013 and 2014-2016 provides the granting of stock options, while the 2018 -2020 

Plan provides for the granting of shares. 

 

The exercise of the 2011-2013 Plan options is conditional on the achievement of specific performance 

targets, while the 2014-2016 Plan has no premise of achieving the target and its exercise is 

conditional on the favorable market price at the time of exercise, in comparison to the exercise price. 

In turn, the strike price of both Plans is calculated based on the Base Price of the Shares, adjusted, 

more or less, as a consequence of the stock performance, considering the criteria established in 

each Grant. 

 

Regarding the 2018-2020 Plan exercise, the Company's share concession is subject to conditions of 

time and performance (achievement of specific goals). Such performance conditions may also vary 

the number of shares granted, more or less, depending on the criteria defined in each Grant.  

 

The term of validity of the options of the Plans 2011 -2013 and 2014-2016 is 6 years and TIM 

Participações has no legal or non-formal obligation to repurchase or liquidate the cash options.  For 

the 2018-2020 Plan, the term of validity has 3 years period, which is the same related to its grace 

period (Vesting). In addition, besides considering the transfer of shares, the 2018-2020 Plan also 

provides for the possibility of making the payment to the participants of the equivalent value in cash. 

 

As approved by the Company's General Meeting, the management of the Plan is the responsibility 

of the Board of directors, subject to the Company's bylaws.  

 

Specifically for the year 2017, as the Company began the process of restructuring its long-term 

incentive plan, on an exceptional basis and duly approved by the Board of Directors, the long-term 

incentive plan took the form of a bonus, with the payment conditional upon the attainment of certain 

financial indicators of TIM and divided into three annual installments.  
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4.3.1. Stock Option 2011 -2013 Cycle  

Plan  
Options 

Granted  

Exercised 

Options  
Expired Options  

Non -Exercised 

Options  

     

2011 - 2013 Plan  8,567, 765  -3,399, 832  -4,624, 350  543, 583  

1st  Concession  2,833,595 -1,532,132 -1,301,463 0 

2nd  Concession  2,661,752 -896,479 -1,765,273 0 

3 rd  Concession  3,072,418 -971,221 -1,557,614 543 ,583  

 

4.3.2. Stock Option 2014 -2016 Cycle  

Plan  
Options 

Granted  

Exercised 

Options  
Expired Options  

Non -Exercised 

Options  

     

2014 - 2016  Plan  8,965,119  -2,473,308  -4,501,793  1,720,017  

1st  Concession  1,687,686 -27,424 -1,128,290 531,972  

2nd  Concession  3,355,229 -1,146,626 -1,646,080 292,523  

3 rd  Concession  3,922,204 -1,299,258 -1,727,423 895,522  

 

4.3.3. 2018 -2020 Stock Cycle   

Plan  
Options 

Granted  

Exercised 

Options  
Expired Options  

Non -Exercised 

Options  

     

2018 - 2020  Plan  849,932  0 -383,418  466,514  

1st  Concession  849,932 0 -383,418 466,514  

2nd  Concession  0 0 0 0 

3 rd  Concession  0 0 0 0 

 

 

 

5. Network  
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Infrastructure is one of the strategic pillars of the Company and TIM reaffirms its investment 

commitment in 2019, seeking to offer more and better services. The recent changes in the 

consumption pattern as well as the increasing demand for quality requires a structured network 

expansion plan, supported by more robust technical analyses regarding the consumption pattern 

and the customers' needs, as well as a cultural transformation.  

 

In the scope of spectrum usage, TIM continues its successful refarming project, expanding to the 

2.1GHz frequency, aiming at more efficiency and better performance. Regarding fiber, the Company 

continues with its network e xpansion project, to support the ultra -broadband converging network, 

increasing the availability of FTTH and FTTS. 

 

As for sites, TIM plans to increase site density by using Biosites, which are sustainable, cheaper 

structures that are easier to install and  have no visual impact on cities. In the context of big data, 

the Company is constantly evolving its analytical tools from a more complete and proactive approach, 

aiming at a more efficient deployment of investments.  

 

When it comes to corporate culture, t he new technologies and customer expectations cause a 

rupture in the traditional model of telecommunications operators. In this scenario, TIM seeks to 

develop, motivate and engage its employees so that they can perform in a dynamic, innovative and 

collaborative environment, based on an agile and flexible operating model.  

 

5.1. National Coverage  

 

TIM's infrastructure has a national reach, covering approximately 95% of the Brazilian urban 

population, being present in more than 3,500 cities. The Company also has extensive data coverage, 

maintaining its leading position in 4G coverage in the country  

 

Of the R$ 3.98 billion invested in 2018, 87% were dedicated to network and information technology 

in line with the previous years, aiming to meet the growing data c onsumption.  Infrastructure 

improvement and growth are supported by different projects, among them one can highlight the 

expansion of fiber optic network (backbone, backhaul and FTTH), densification of sites, frequency 

refarming and the aggregation of carr iers in two or three frequencies, depending on geographic 

location. Moreover, TIM has advanced its sharing initiatives focused on 4G and transport network. 

 

Regarding the actions and projects focused on modernization, efficiency and/or enhancement of our 

infrastructure, we highlight:  

Á Refarming the 2.1 GHz frequency to 4G reaching almost 250 cities; 

Á Infrastructure virtualization project, which reached about 41% of network functions in 2018;  

Á Installation of multiple data centers to enhance experience (21 in 2018), of which 10 DCC 

(Data Center Core) and 11 DCE (Data Center Edge); 

Á Extansion of the VoLTE technology support for more than 2,500 cities. 
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TIM maintained its leadership in 4G coverage, reaching 3,272 cities or 93% of the country's urban 

population at the end of 2018, registering a 38% YoY increase in network elements in this technology 

in the time period. As a result, 76% of TIM's customer data traffic was over 4G network in the last 

quarter of 2018, up 16 p.p. when compared to the same period of the p revious year.  

 

In addition, the usage of 700MHz frequency for the development of the LTE network continues to 

evolve, providing a significant improvement in customer experience both in terms of performance , 

with higher download and upload speeds and lower latency, and indoor coverage, higher 

penetration. 

 
 

At the end of the year, TIM had ~18,800 sites , 67% of which connected through high capacity 

backhaul. 

 

In relation to transport infrastructure, the Company reached 90.1 thousand km of  optic fiber 

for  backbone and backhaul , an increase of 5.7% YoY.  

 

Residential fixed broadband continues to evolve with 1.1 million households in FTTH, 3.5 million in 

FTTC, totaling 4.3 million households in 14 cities 2.  

 

Infrastructure development is also in line with t he Company's corporate social responsibility values. 

TIM continues to implement the Biosites installation project, a solution for densification of the mobile 

access network (antennas/towers) with a very low visual impact. Bio Sites also contribute to 

harmonization with the environment and urban infrastructure ï multifunctionality capable of 

aggregating beyond the transmission of telecommunications, lighting and security cameras ï these 

structures are cheaper and faster to install. At the end of 2018, TIM re ached a total of 841 

active Biosites.  

Currently, the Company has authorization to use more than 130 MHz in spectrum, with 36 MHz in 

frequencies below 1 GHz, distributed as follows: 

 

 

Average Spectrum Weighted by Population  

700 MHz  850 MHz  900 MHz  1,800 MHz 2,100 MHz  2,500 MHz  

                                                 
2 Rio de Janeiro (RJ), São Gonçalo (RJ), Nilópolis (RJ), Duque de Caxias (RJ), Nova Iguaçu (RJ), São João do Meriti 

(RJ), São Paulo (SP), Mauá (SP), Poá (SP), Suzano (SP), Salvador (BA), Goiânia (GO), Aparecida de Goiânia (GO) 

and Manaus (AM). 

2018 2017 % YoY

4G Cities 3,272          3,003          9.0%

of which 700 MHz enabled 1,426            916               55.7%

of which VoLTE enabled 2,522            1,445            74.5%

Urban Population Coverage (4G) 93% 91% 1.6p.p.

of which 700 MHz enabled 65% 32% 33.2p.p.

of which VoLTE enabled 76% 44% 31.6p.p.

3G Cities 3,169            3,013            5.2%

Urban Population Coverage (3G) 92% 90% 1.3p.p.

DESCRIPTION
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5.2. Customer Service and Quality  

 

The results of the digitalization initiatives keep expanding, and were consistent during the year. The 

broad digital transformation depends on acting according to the clients' real needs and on the 

redesign of processes, in order to impact all of the client's lifecycle. In order to reach this objective, 

we work with three strategic pillars: (i) development of offers based on our clients' individual needs; 

(ii) promoting the expansion and evolution of our network infrastructure; and (iii) efficient operation  

while approaching integrated channels for sales and customer care.  

 

Sales through digital channels, a key factor in TIM's upselling strategy, advanced 28% YoY in the 

postpaid segment (pure + control) and 32% in prepaid in 2018. The mix of digital recharg es 

continues to obtain greater relevance among the sales channels with 5 p.p growth in 2018.  

 

 
In relation to customer care, the Mobile App and IVR modernization are fundamental to the 

enhancement of the customer experience. We highlight the increase of 26% in machine interactions 

as a whole. The number of unique Meu TIM App users more than doubled, while IVR retention grew 

3 p.p., leading to a 6% decline in live human interactions through our call center, at the end of 

2018.  

 
The initiatives to incentiv ize the digitalization of billing and payment had strong growth in 2018. Bills 

delivered via digital channels doubled, leading the penetration of this means to more than 50% at 

the end of the year. The number of clients who make payments by digital means g rew 32.6% YoY. 
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Regarding network, attesting to the quality of TIM's mobile network, Open Signal 3 in its January 

2019 report again placed TIM's 4G network as the most available one. TIM users spent 78.6% of 

their time in LTE technology. TIM maintained the leadership in important regions of the country such 

as São Paulo (SP), Rio de Janeiro (RJ) and Belo Horizonte (MG).  

 

In addition to this report, a study carried out by consulting firm P3 Network Analytics 4 ranked TIM 

as having the best mobile network in Brazil among the biggest operators. The consulting firm 

assessed data and voice performance of the major Brazilian operators in the country's biggest cities 

(São Paulo, Rio de Janeiro and Brasilia), through a drive testing of about 9,000 km.  

 

We also highlight the maintenance of TIM Live in the first position of Netflix's 5 speed index ranking 

of Brazilian internet providers during the last 3 months of the year, completing 54 months within the 

past 57 at the top of the list. This ranking measures the performance of Netflix's service in primetime 

for internet providers in several parts of the world.  

 

 
 

 

 

 

 

 

 

                                                 
3 State of Mobile Networks: Brazil report (January 2019). 
4 Audit Report Benchmark Brazil (October 2018) 
5 Netflix ISP Speed Index ranking (December 2018) 
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6. Operational Performance  

 

6.1. Overview of the Brazilian Market  

 

Following last year's dynamics, the Brazilian market maintained the process of reducing the client 

base, however at a slower pace compared to previous years. This movement is still explained, 

mostly, by the result of the migration of prepaid clients to postpaid offers, by the  base cleaning 

actions and by the process of consolidation of multiple sim cards.  

 

 
 

6.2. TIM's Performance   

 

TIM ended 2018 with a base of 55.9 million active lines , a 4.6% reduction YoY. Despite the 

solid postpaid performance, disconnection in the prepaid segment negatively impacted the total 

base.  

 

In 2018, TIM presented negative net additions of 2.7 million lines, a 43.3% reduction compared to 

2017. Total gross additions fell to 24.1 million in the year, -12.7% YoY, while disconnections fell to 

26.9 million lines, a reduction of -17.2% YoY. In this context, the monthly average disconnection 

rate felt 0.6 p.p. when compared to 2017, achieving 3.9%.  

 

The postpa id customer base amounted to 20.2 million users  by the end of 2018, an increase 

of 13.7% YoY, adding 2.4 million clients to the base. The segment increased its relevance for TIM, 

representing 36.2%of total base at the end of 2018 (versus 30.4% at 2017). It  is worth noting that  

the total postpaid new clients with loyalty offers growth 4 times when compared to the previous 

year. 

 

In the prepaid segment, the base totaled 35.7 million clients at the end of 2018.  Net 

disconnections totaled 5.1 million lines in the year, resulting from the migration of clients from 

prepaid to postpaid, fiercer competition and the maintenance of a rigid base cleaning policy. The 

dynamics of the prepaid base makes it clear that there are still many clients with multiple sim cards. 

Therefore the company keeps seeking their consolidation in its base through the increase of 

commitment, drawing on offers with full -service packages. 

Souce: Anatel

Total Market Net Adds Postpaid Net Adds Prepaid Net Adds
(thousand lines) (thousand lines) (thousand lines)

-7,579

-7,278

2017 2018

8,611

11,682

2017 2018

-16,190

-18,960

2017 2018
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Breakdown of customer base by technology:  

 

¶ The number of 4G users reached 34.5 million.  Year-on-year, growth was 

+24.9%, explained by the migration of 3G users to 4G;  

¶ The 3G base had 11.3 million users, down 40.8% YoY, maintaining the downward 

trend;  

¶ M2M and Data Terminals base closed the quarter with 2.5 million lines, +24.8% YoY.  

Smartphones reached a total  penetration of 85.0%  of the customer base in December 2018, 

4.1 p.p above the same period in the previous year. This growth corroborates the Companyôs 

strategy to equip its customers with 4G devices in order to stimulate the penetration of data services.  

 

6.3. Fixed Segment  

 

TIM Live base totaled 467k customers in 2018,  growth of 19.1% YoY. Net adds totaled 75k 

in the year, of which 50k in FTTH technology (Fiber To The Home).  

 

TIM Live continues its focus on investing in the expansion of connection technology with higher 

speed offers and optimal connection stability. Coverage represented by the number of homes with 

available FTTH already reached 26% of total coverage in 2018. As of December, the Company 

already had 11 cities with FTTH, of which five capitals (Rio de Janeiro, São Paulo, Salvador, Goiânia 

and Manaus). 

 

TIM Casa Internet, which uses WTTX technology to offer residential broadband through the mobile 

network, ended 2018 with 123 available cities for sale.  
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7. Financial Performance  

 

To better represent financial performance and business trends, TIM normalizes some lines of its Financial 

Statements, eliminating the impact of non -recurring items. These movements are pointed out when required.  

 

7.1. Operating Revenues  

 

 
 

In 2018, Net Revenues reached R$ 17 ,050 million , growth of 5 .0% YoY supported by Net  Service  

Revenues, which advanced 4 .7% YoY and by Net Product Revenues which increased 11.2% YoY, 

demonstrating a resilient dynamic, despites the macroeconomic scenario still in a slow recovery process. 

 

In 2018, Total Gross Revenue increased 7.5% YoY, exceeding the expansion of Total Net Revenues. During 

the year, we had an increase in the number of clients who adhered to loyalty offers, increasing the discounts 

given to clients. This is one of the pillars in the clients' migration strategy to higher -value plans.  

 

The breakdown of Net Revenues and other highlights are presented below:  

 

The Mobile Service Revenues (MSR) increased R$  659 million or 4.5% , reaching R$ 15,346 

million in the fiscal year ended December 31, 2018. Growth in this line was mostly influenced by the 

advance of Client Generated Revenues (CGR) with the decline in Interconnection revenues being 

almost totally offset by growth of Other  Revenues. 

 

Client Generated Revenues ( CGR), composed by Local Voice Revenues, Long Distance Voice and Data & 

Content grew 5.1% YoY in 2018 , driven by the migrations process between segments and intra segments 

seeking to raise the penetration of higher -value offers. CGR expansion remains limited by a challenging 

environment, represented by a slow economic recovery and a fiercer competitive environment. These elements 

keep impacting the prepaid recharge levels and, to a lesser extent, the acquisition of post paid plans. Still, 

revenues generated by recurring offer packages advanced 29.3% YoY and packages now represent 77.1% of 

CGR (vs. 62.7% in 2017).  

 

Interconnection Revenues declined 14.7% to reach R$ 712 million  in the fiscal year ended 

December 31, 2018. The result remains impacted by the reduction of VU-M tariffs and a smaller 

growth of incoming traffic.  

 

2018 2017 % YoY

R$ million

Net Revenues 17,050       16,234       5.0%

Services Revenues 16,205       15,474       4.7%

Mobile Service 15,346       14,687       4.5%

Client Generated 14,057          13,380          5.1%

Interconnection 712               835               -14.7%

Others 577               472               22.2%

Fixed Service 860             787             9.2%

of which TIM Live 392               283               38.4%

Product Revenues 845             760             11.2%

DESCRIPTION



 MANAGEMENT REPORT AND ANALYSIS FOR 2018 RESULTS  

 

COMMENTS ON THE FINANCIAL STATEMENTS FOR THE FISCAL  YEAR ENDED ON DECEMBER 31, 

2018  

 

 

35  
 

Other Mobile Revenues ended 2018 up 22.2% YoY, at R$ 577 million  in the year. This 

revenue line follows to a great extent the dynamics of network sharing and swap contracts, which 

represent more than 50% of this revenue line (and with corresponding costs in the Network and 

Interconnection line).  

 

Mobile ARPU ( average revenue per user) increased 11.3% YoY and reached R$ 22.4  influenced 

mostly by an improved mix following the migrations to higher -value plans. The segments ARPUs, which exclude 

ñnon-TIMò client revenues and other mobile revenues, showed slight expansions. Prepaid ARPU remained 

stable in R$ 11.5 and postpaid ARPU was R$ 39.9 (+0 .5% YoY). 

 

Fixed Service Revenues totaled R$ 860 million  at the close of the fiscal year ended December 

31, 2018 and increased 9.2% compared with the previous year . This performance results 

from the strong performance of TIM Live, more than offsetting the decline in revenues from other 

fixed segments (corporate and wholesale). 

 

TIM Live maintained a strong growth pace, expanding 38 .4% YoY. With an expanded coverage, Live 

became present in 14 cities (5 capitals) and already represents almost 50% of fixed service revenues. 

 

Product Revenues totaled R$ 845 million, an increase of 11.2%  compared with 2017, reflecting a 

better sales mix that contributed to a higher average price of handsets (+7 .7% YoY). This increase was 

accompanied by a 3.1% reduction in the volume of handsets sold in 2018 compared with 2017.  
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7.2. Operating Costs and Expenses  

 

 
 

* Operating Costs normalized by adjustments to the sale-leaseback contract of towers (+R$ 431,000 in 4Q18, +R$ 1.1 

million in 2Q18, +R$ 220,000 in 1Q18 and +R$ 1.8 million in 2Q17), temporary HR and G&A costs (+R$ 120,000 in 2Q17 

and +R$ 132,000 in 1Q17), ta x credit due to the exclusion of ICMS from the calculation basis of PIS/COFINS (-R$ 159.1 

million in 4Q18) and loss forecast revision for labor contingencies (outsorced and internal) and tax contingencies (+R$ 

156.5 million in 4Q18).  

 

In 2018 Reported Oper ation Expenses totaled R$ 10,487 , an increase of 1.9% compared to 

reported expenses in 2017. Disregarding  non -recurring effects, Total Normalized Costs and 

Expenses increased 2.0% in the year, totaling R$ 10,487 million in 2018.  The main effects 

that affected costs were (i) (-R$ 159.1 million) the gain from a positive judicial decision excluding 

the ICMS from the calculation basis of PIS/COFINS (Financial Statement note 9), (ii) (+R$ 157 

million) loss forecast revision for for labor and tax provisions related to previous years ( Financial 

Statements note 24) and, (iii) (+R$ 431 thousand) adjustment of sale-leaseback towers contract 

(Financial Statements note 16).  

 

This performance is explained by (i) higher cost of goods sold (COGS), (ii) increase of bad debt from 

higher exposure to postpaid clients and (iii) expenses related to right to use the TIM trademark. Still, 

the performance lagged inflation in the time period (IPCA 12M; 3.75%) and influenced positively by 

the initia tives delivered in our Efficiency Plan.   

 

The Efficiency Plan reached 118% of the target for 2018, reinforcing the focus on strict 

costs control.  In the time period, the plan's initiatives generated savings of more than R$ 340 

million. 

 

An analysis detailing the operational expenses for the year is presented below:  

 

Normalized Personn el reached R$ 994 million in 2018, an increase of 4.0% compared to 

2017 impacted by (i) inflation of the previous year, which updated the wage and benefits base; 

(ii) higher number of employees (+1.5% YoY); (iii) temporary effect generated by the end of 

contracts of executives who left the company; and (iv) re -composition of old pension plans. 

 

2018 2017 % YoY

R$ million

(10,487)      (10,287)      1.9%

(10,487)      (10,285)      2.0%

Personnel (994)             (956)             4.0%

Selling and Marketing (3,518)          (3,494)          0.7%

Network & Interconnection (3,661)          (3,826)          -4.3%

General & Administrative (579)             (548)             5.5%

Cost Of Goods Sold (COGS) (884)             (847)             4.4%

Bad Debt (530)             (316)             67.5%

Other operational revenues (expenses) (322)             (297)             8.3%

Normalized* Operating Expenses Ex-COGS (9,604)        (9,438)        1.8%

DESCRIPTION

Normalized* Operating Expenses

Reported Operational Expenses
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Selling a nd Marketing Expenses increased 0.7% YoY, reaching R$ 3,518 million 

impacted  by higher expenses (i) with postpaid and residential broadband sales, (ii) due to 

campaign-triggered offers during the year and (iii) related to the right to use the TIM trademark 6. 

Such effects were partially offset by (i) efficiencies generated by process digitalization, (ii) reduction 

of FISTEL expenses and (iii) lower expenses with recharge commissioning. 

 

Network and Interconnection in 2018 declined 4.3% YoY compared to 2017 . This result 

was influenced by lower Interconnection costs, with the main improvement factors being (i) falling 

mobile termination rate (VU-M), (ii) lower pressure from outgoing traffic to other operators and (iii) 

cost reduction from content providers. The se positive effects more than offset the higher costs 

related to network elements and infrastructure sharing  and rent. 

 

General and Administrative Expenses (G&A) ended 2018 with an increase of 5.5 % 

compared to 2017, mainly due to higher expenses related to collection services with the start of 

a new contact center operation in September, one of the initiatives implemented in our action plan 

aiming to recover bad debt, and higher costs linked to maintenance.  

 

Cost of Goods Sold (COGS) was R$ 884 million, an increase of 4.4% compared to 2017, 

accompanying the dynamics of handset revenues with an increase in the average selling price by 

7.7% YoY, more than offsetting the reduction of sales volume in the period ( -3.1% YoY). 

 

Provision for Doubtful Accounts (Bad Debt) in 2018 reached R$ 530 million, an increase 

of 67.5% YoY, explained by the continued growth of revenues exposed to delinquency due to 

postpaid base growth. Even with this expansion, bad debt as a percentage of Gross Revenues 

remains under control at a level of 2% in the year.  

 

Other Normalized Operating Revenues  (Expenses)  totaled R$ 322  million, an increase 

of 8.3 % YoY . Despite the seasonal oscillations during the year, the participation of this line over 

total Normalized OPEX in 2018 was 3.1% (compared to 2.9% in 2017 ). 

 

Subscriber Acquisition Costs (SAC = subsidy + commissioning + advertising expenses) 

totaled R$ 46.4 per gross addition in 4Q18, an increase of +17.1% YoY. The drivers remain 

greater commissioning expenses (higher postpaid mix in gross additions) and advertising. 

 

Despite the increase in SAC, the SAC/ARPU ratio (indicating the payback per client) 

remained at a healthy level of 2.1 months in 2018.  

 
 

                                                 
6 On May 17, TIM Participações and Telecom Itália signed a contract for the licensing of the use of TIM trademark, 

formally allowing TIM Part and its subsidiaries the right to use the TIM trademark upon payment of royalties amounting 

to 0.5% the companyôs net revenues. 
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7.3. From EBITDA to Net Income  

 

 
 

* EBITDA Normalized according to the items indicated in the Costs section -R$ 840,000 in 2018, of which -R$2.1 million in 

4Q18, and +R$ 2.1 million in2017). Financial expenses are adjusted by monetary correction over tax credits and labor and 

taxes contingencies (-R$ 66 million in 4Q18).Net Income Normalized by the tax credit due to the merger of TIM Celular 

into TIM S.A. and other effects (-R$ 927 million in 2018, of which +R$23 million in 4Q18).  

 

EBITDA  

 

Normalized EBITDA totaled R$ 6.6  billion in 2018, a robust growth of 10.3% YoY.  The 

main levers were: (i) growth of Mobile Service Revenues, (ii) growth of fixed service revenues 

boosted by TIM Live, and (iii) costs kept under control with the Efficiency Plan. 

 

Normalized EBITDA Margin ended 2018 at 38.5% , 1.8 p.p. addition YoY, maintaining the 

growth trajectory of the past 4 years.  

 

EBITDA exposure to VU-M fell 1 p.p, ending the year with a -0.2% exposure. This indicator's 

dynamics tend to be a little more volatile and more linked to off -net traffic dynamics (incoming vs. 

outgoing).  

 

Depreciation and Amortization (D&A) / EBIT  

 

2018 2017 % YoY

R$ million

Reported EBITDA 6,564          5,947          10.4%

Reported EBITDA Margin 38.5% 36.6% 1.9p.p.

Depreciation & Amortization (4,125)        (4,014)        2.8%

Depreciation (2,250)          (2,180)          3.2%

Amortization (1,874)          (1,833)          2.2%

EBIT 2,439          1,933          26.2%

EBIT Margin 14.3% 11.9% 2.4p.p.

Net Financial Results (537)           (498)           7.9%

Financial expenses (951)             (1,010)          -5.8%

Financial income 413               513               -19.5%

Net exchange variation 1                   (1)                 n/a

Income before taxes 1,902          1,436          32.5%

Income tax and social contribution 658               (201)             n/a

Net Income 2,559          1,235          107.3%

Normalized* EBITDA 6,563          5,949          10.3%

Normalized* EBITDA Margin 38.5% 36.6% 1.8p.p.

Normalized* Net Financial Results (604)           (498)           21.2%

Normalized* Income tax and social contribution (269)             (201)             33.8%

Normalized* Net Income 1,566          1,237          26.6%

Total Normalized Items 994               (2)                 n/a

DESCRIPTION
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D&A increased 2.8% YoY in 2018,  explained mostly by growth in software investment dedicated 

to the digitalization process and by the 700MHz license (license starts to be amortized once the cities 

are activated). Normalized EBIT increased 26.0% YoY in the year , while reported EBIT grew 

26.2% YoY in 2017. 

Net Financial Result  

 

Net Financial Result was negative by R$ 537 million, impacted by non-recurring effects totaling R$ 

66 million. 

 

Excluding these effects, Normalized Net Financial Result was negative by R$ 604  million, 

21.2 % more negative than in 2017 . Such performance is explained by impacts from the 

implementation of the 700MHz license7 in more cities, the increase in PIS/COFINS related to the 

distribution of interest on capital.  

 

Income Tax and Social Contribution  

 

Reported Income Tax and Social Contribution were positive by R$ 658 million in 2018 affected by 

the non-recurring effects described previously and by the impact of the merger of TIM Celular into 

TIM S.A., which generated a tax credit of R$ 950 million.  

  

 

Income Tax and Social Contribution Normalized were positive by R$ 269  million in 2018, 

an increase of R$ 68  million compared to 2017  with an effective rate of 14.7% compared to -

14.0% in the previous year. Such result is mainly explained by the expansion of EBIT offset by the 

deductibility of  about R$ 850 million payment of Interest on Capital approved in 2018.  

 

Net Income  

 

Net Income Normalized by the effects described  previously totaled R$ 1.6  billion, an 

increase of 26.6 % YoY, while Earnings per Share (EPS) was R$ 0.65 compared to R$ 0.51 in the 

previous year.  

 

Net Income totaled R$ 2.6 billion, an increase of 107. 0% YoY with EPS of R$ 1.06 compared to R$ 

0.51 in 2017. 

 

 

 

 

 

                                                 
7 Release of cities for the utilization of 700MHz, reduces the interest capitalization related to debt linked to the acquisition 

of the license, with a lower benefit for the financial result (Financial Statements Note 15 ï Intangible). 
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7.5. Cash Flow, Debt and CAPEX  

 

 
* EBITDA normalized according to the items indicated in the Costs section -R$ 840,000 in 2018, of which -R$2.1 million in 

4Q18, and +R$ 2.1 million in 2017)  

 

The Free Op erating Cash Flow (FOCF) , excluding the 700 MHz license, was R$ 2,94 3 

million  in the year , an increase of R$ 565 million compared to 2017, resulting from EBITDA growth 

and CAPEX reduction offset by lower working capital .  

 

CAPEX 

 

In 2018, investments retreated 4.1% YoY and totaled R$ 3,977 million,  continuing to be 

allocated to infrastructure (more than 85%), mainly projects in transport network, IT and 4G 

technology through 700MHZ and the refarming of 1.8 GHz and 2.1 GHz. 

 

 

 

DEBT AND CASH 

 

The 2018 Gross Debt totaled R$ 3,325 million,  a reduction of R$ 3,098 million YoY. The current 

balance includes (i) leasing recognition in the total amount of R$ 1,732 million (related to the sale 

of towers, the LT Amazonas project and other financial leasing operations) and (ii) the hedge position 

in the amount of R$ 70 million (reducing gross debt) which includes derivatives (Dollar ñCall Optionò). 

This year, the balance for the acquisition of the 700MHz license was re-classified. Its updated amount 

in 2018 is R$ 114 million, which the Company is challenging in court8. 

 

                                                 
8 Due to an additional amount assumed by TIM Celular (former name of TIM S.A., wholly-owned subsidiary of TIM 

Participações), the company should have obtained a discount in the final amount to be paid for the Authorization to utilize 

700MHz. However, the methodology employed by ANATEL to calculate this amount was different from the one in the 

Public Notice, therefore TIM Celular has filed an administrative appeal that was denied in December 2014 (as well as 

those of the other Successful Contractors). On June 30, 2015 TIM Celular brought a lawsuit challenging the excessive 

nominal value of R$ 61million (R$ 114 million on December 31, 2018) whose court decision is still pending. (Note 19 

ITR - Authorizations payable) 

2018 2017 % YoY

6,563            5,949            10.3%

Capex (3,977)          (4,148)          -4.1%

EBITDA Normalized* - Capex 2,585          1,801          43.5%

 D Working Capital 357             579             -38.4%

Non recurring operating items 1                   (2)                 n.a.

Operating Free Cash Flow Ex-licenses 2,943          2,379          23.7%

Clean UP 700MHZ (143)             (859)             -83.4%

Operating Free Cash Flow 2,800          1,520          84.3%

DESCRIPTION

EBITDA Normalized*

R$ million
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TIM's debt is concentrated in long-term contracts (75% of the total), consisting mainly of BNDES 

financing. Approximately 16% of total debt is denominated in foreign currency (USD) and is fully 

hedged in local currency. The average co st of debt excluding leasing was 8.4% p.y., 

compared to 10.5% p.y. in 2017. During 2018, important debt pre -payments to the BNDES were 

made, which together with our normal amortization and debt interest payments totaled R$ 3,511 

million. 

 

 
 

In 2018, Cash and Securities totaled R$ 1,860 million, a reduction of R$ 1,866 million YoY. 

The main movements in 2018 that affected cash and securities are presented below: 

 

 
 

In the year, the average financial yield was 6.5% p.y.  compared to 10.2% p.y. in the same 

period of the previous year, following the reduction in the Selic rate.  
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The Net Debt/EBITDA ratio was 0.22x in 2018, down from 0.45x in 2017.  In 2018, Net Debt 

totaled R$ 1,465 million, a R$ 1,232 million decrease compared to the same period of the 

previous year, when net debt was R$ 2,697 million.  

 

8. Social Responsibility  

 

The Company's Social and Environmental Responsibility Policies guide actions and initiatives, and 

are based on the UN Global Compact's principles. This is a voluntary agreement that TIM has 

belonged to since 2008. The 10 principles of the Global Compact organized by human rights, working 

conditions, the environment and the fight against corruption are utilized as guidelines for business 

at the Company. 

 

In November 2018 TIM was confirmed for the 11th consecutive year in B3's Business Sustainability 

Index (ISE), a list with shares of companies that are highly committed to sustainability and corporate 

governance, continuing as the telecommunications company on the list for the most consecutive 

years. 

 

The Company has a Climate Change Policy that establishes guidelines for the management of its 

emissions of greenhouse gases and also publishes an inventory of its greenhouse gases pursuant to 

GHG Protocol methodology. In 2018 for the sixth year the inventory was qualified with the gold seal.  

 

TIM Institute  

 

Founded in July 2013, the mission of TIM Institute (www.institutotim.org.br) is to develop resources 

and strategies for the democratization of science, technology and innovation. It does so through 

mathematics and science education projects for children and young people and the development of 

free technologies that contribute to the implementation of public policies.  

 

The actions of the TIM Institute have already reached approximately 500 municipalities in all 26 

states and the Federal District, benefiting more than 700,000 people including 500,000 students and 

15,000 teachers. 

 

In 2018, 200 students were selected to receive the TIM -OBMEP Institute Scholarships, offered to 

medalists of the Brazilian Public Mathematics Olympiad (OBMEP) who entered public universities and 

come from low-income families. The student aid comes from the partnership between TIM Institute 

and the National Pure Mathematics Institute (IMPA). 

 

Academic Working Capital ï AWC, an entrepreneurial education program that provides mentoring 

and financial support for college students who want to turn their Course Conclusion Work (TCC) into 

technology-based businesses, continued in 2018. At the end of the year, the students supported by 
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the program presented their businesses at an Investment Fair, attended by investors and market 

experts. 

 

Another action in the education field, the Busca Ativa Escolar (http://buscaativaescolar.org.br/) i s a 

platform developed by TIM Institute in partnership with Unicef (United Nations Children's Fund), 

which has led over 2,000 Brazilian municipalities to solve school exclusion issued in their areas. It 

uses free technology to expedite the search and reintegration of children and teens currently not in 

school.  

 

Scientific education also comprises one of TIM Institute's lines of action. In 2018, for the first time 

the TIM Institute established a partnership with Garatea -ISS, a scientific education and aerospace 

program for children. The aim of the project is to awaken student interest and their taste for science 

in a practical and amusing manner. At the end of the project, the best scientific experiments were 

selected and the winning entry is being readied f or launch to the International Space Station (ISS).  

 

Another unprecedented project supported by the TIM Institute in 2018 was Robolab, which offered 

robotics training and classes for teachers and students of public schools in the State of São Paulo. 

The TIM Institute offered connectivity to the schools so that the teacher training workshops and the 

robotics classes could take place. 

 

Energy  

 

In line with the principles of the Environmental Policy and Climate Change Management, TIM 

considers energy efficiency as one of its challenges. The expected increase in energy consumption 

due to the expansion of the network infrastructure is accompanied by energy efficiency actions. 

Projects include the modernization of lighting and air conditioning installations; tempo rary or 

permanent shutdown of idle equipment; Freecooling ï a system for exchanging heat from equipment 

containers through the installation of cooler in shelter -type sites (cabinets) that allow the reduction 

of the use of energy and refrigerant gases in ai r-conditioning equipment; Decommissioning ï turning 

off and removing equipment from the site in order to save energy and free up space for new projects.   

 

Energy consumption  2018  2017  

Electricity (MWh)  1,028,3501¹  719,070 

Fuels (L)  1,120,775¹  1,054,548 

 

(¹) Data subject to change after external verification.  

 

In addition to investing in energy efficiency, TIM has sought alternative sources of energy, aware of 

the potential that Brazil offers in renewable sources. In 2018, the Company continued the self -

generation of renewable energy through five Hydroelectric Generating Centers (CGHs) leased at the 
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end of 2017 that meet the energy demands of more than 1,000 sites. In addition to this initiative, 

we also continue to generate solar energy, with about 40 photovoltaic panels in operation in different 

regions of Brazil. In 2018, the renewable energy sources totaled about 26% of energy consumption 

at the Company. (302-4, GRI Standard). 

 

At the end of 2018, TIM reached a total of 841 active Biosites. Biosites are structures with significant 

reduction in visual impact which, in addition to telecommunications transmission, add lighting and 

security via security cameras. 

 

For more information, access TIM's Sustainability Report, which presents the main financial, social 

and environmental results along with important themes for the company's business and sustainability 

governance, and also our commitment to sustainable development.   

 

The social investment initiatives include donations, TIM Institute projects and sponsorships. In 2018 

more than R$ 8 million were invested in social benefit, as detailed below:  

 

 

 

 

 

 

Private Social Investment 2018 (R$'000)  

Donations  73  
TIM Institute Projects  3,703  
Education 2,071 
Investments 188 
Work 600 
Inclusion 190 
Other 654 
Community Initiatives¹  4,760  
Sports sponsorpships - 
Cultural sponsorships 4,760 
Other - 
Total  8,536  
 

¹ Tax incentives are included in the total amount invested in this 

category and represent approximately 80% of the investment in 

Community Initiatives.  
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9. Corporate Governance  

 

9.1. The Only Telecom Company in Novo Mercado  
 

On August 3, 2011 TIM joined the "Novo Mercado", a segment that concentrates companies 

committed to the best corporate governance practices. 

 

The migration to Novo Mercado resulted in benefits for all shareholders.  The required rules, aligned 

with the best corporate governance practices of markets such as the United States and Europe, 

promote greater liquidity and valuation of shares, allowing broader access to international markets, 

in addition to promoting the strengthening of the institutional image and increasing confidence in 

the Company. 

 

Additionally, TIM belongs to the select group of companies that comprise the portfolios of the 

Corporate Governance Index (IGC), the Stock Index with Differentiated Tag Along of B3 (ITAG) and 

also of the Corporate Sustainability Index (ISE), made of companies committed to managing risks 

deriving from economic, environmental and social developments. 

 

9.2. Corporate Governance at TIM  
 

TIM Participações is a publicly-held Company, managed by the Board of Directors and an Executive 

Board and supervised by a Fiscal Council and a Statutory Audit Committee.  

 

The duties and responsibilities of the Board of Directors, the Executive Board, the Fiscal Council and 

the Statutory Audit Committee are determined by Brazilian law, the Company's Bylaws, the Novo 

Mercado Listing Regulation, the Internal Rules of the Board of Directors, the Internal Rules of the 

Fiscal Council and the Internal Rules of the Statutory Audit Committee.     

 

As active members responsible for the community in which they operate, the Company and its 

managers must guide their actions by legality and ethics, based on three fundamental principles:  

transparency, honesty and loyalty. 

  

In conducting its business guided by good faith, in addition to ethics and loyalty, the Company seeks 

to: (i) act with transparency in business, (ii) promote fair comp etition; (iii) act with competitive 

excellence in the market; (iv) serve the welfare and growth of the community in which it operates; 

(v) enhance human resources; and (vi) promote sustainable development.  

 

9.3. Disclosure Policy  

 

In 2002, TIM Participações adopted a Disclosure/Negotiation Policy and Differentiation of Corporate 

Governance from NYSE, which the Company's management adhered to by signing the term of 

acceptance. As part of this policy, a code of conduct was established to be followed by all employees 
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with access to privileged information and restrictions were imposed on negotiations with the 

Company's shares in certain periods. 

 

The Company's Disclosure Policy provides the possibility of using the Portal Agência Estado, which 

can be accessed through the link:] http://economia.estadao.com.br/fatos -relevantes/, pursuant to 

CVM instruction no. 547/2014 which allowed the disclosure of material facts in free access news 

portals. 

 

9.4. Board of Directors  

The Board of Directors (CDA) comprises at least 5 (five) and at most 19 (nineteen) members, with 

a two-year tenure. Reelection is allowed. Currently, the Board of Directors comprises 9 (nine) 

members, of whom three (3) mem bers are independent.  In 2018 the CDA met 14 (fourteen) times 

in the exercise of its functions.  

 

All decisions taken by the Board of Directors are recorded in minutes, published and placed in the 

Board of Directors' minute books, archived in the Company's headquarters. 

 

The Board meets ordinarily once a quarter and extraordinarily upon a call made by its Chairman, or 

by any two board Members, or by the Company's Chief Executive Officer. The Chairman of the Board 

may invite any member of the Executive Board, other executives of the Company and also third 

parties who may contribute opinions or recommendations related to the matters to be deliberated. 

Those invited to attend meetings of the Board shall not have right of vote.  

 

The Board of Directors has two (2) advisory committees, the Compensation Committee and the 

Control and Risks Committee, and one or more members may participate in both Committees 

simultaneously. The Board of Directors also has an advisory and instruction agency directly linked 

to it , the Statutory Audit Committee.  

 

 

9.5. Executive Board  

The Executive Board is the representative and executive management body of the Company, 

comprising at least two (2) and at most twelve (12) executive officers, elected by the Board of 

Directors for a two-year tenure, reelection allowed. They may be dismissed by the same agency at 

any time. Currently, the Company's Executive Board has 6 (six) members. 

 
 

9.6. Fiscal Council  

The Fiscal Council (CF) is the supervisory body for the acts of the Company's management and for 

the information to shareholders, and it must function permanently. The Fiscal Council is composed 

of at least 3 (three) and at most 5 (five) effective members, all independent professionals recognized 

http://economia.estadao.com.br/fatos-relevantes/
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by the market, who have no other ties t o the Company, each with a respective alternate, whether 

shareholders or not, elected by the General Meeting. Currently, the Company's Fiscal Council is 

composed of three (3) members. In 2018 the CF met 9 (nine) times in the exercise of its functions.  

 

 9.7. Statutory Audit Committee  

The Statutory Audit Committee (CAE) is a collegiate agency of advice and instruction directly linked 

to the Board of Directors, comprising at least three (3) and at most five (5) members, all 

independent. Currently, the CAE has 3 (three) members.  

 

The CAE aims to supervise the quality and integrity of the financial reports, adherence to legal, 

regulatory and statutory standards, the adequacy of processes related to risk management and the 

activities of both internal and indepe ndent auditors, as well as to supervise and evaluate the signing 

of contracts of any type between the Company or its subsidiaries, on one side, and the controlling 

shareholder or its associated, colligated companies, which are subject to common control or parent 

company control, or that otherwise constitute Company related parties, on the other side. Besides 

its ordinary attributions, the CAE also performs the function of the Company's Audit Committee, in 

accordance with the provisions of the Sarbanes Oxley Act, to which the Company is subject because 

it is registered in the US Securities and Exchange Commission ï SEC. In 2018 the CAE met 22 

(twenty two) times in the exercise of its functions.  

 

The CAE members analyzed the Financial Statements together with the Independent Auditor's 

Report and the Annual Management Report for the fiscal year ended on December 31, 2018 ("Annual 

Financial Statements for 2018"). Considering the information provided by the Company's Executive 

Board and the external audit of PricewaterhouseCoopers Auditores Independentes, as well as the 

proposal for allocation of the results for the year 2018 , the CAE assessed that this information and 

documents adequately reflect, in all relevant respects, the patrimonial and financial positions o f the 

Company and its subsidiaries. For this reason, they unanimously recommend the approval of the 

aforementioned documents by the Company's Board of Directors for referral to the Annual General 

Meeting, pursuant to the Brazilian Corporate Law. 

 

9.8. Control and Risks Committee  

The Control and Risks Committee (CCR) is a collegiate advisory agency directly linked to the Board 

of Directors, and should consist of at least 3 (three) members and at most 5 (five) members of the 

Company's Board of Directors. Currently the CCR is composed by 3 (three) members , of whom 2 

(two) are independent. In 2018 the CCR met 9 (nine) times in the exercise of its functions.  

 

 

 



 MANAGEMENT REPORT AND ANALYSIS FOR 2018 RESULTS  

 

COMMENTS ON THE FINANCIAL STATEMENTS FOR THE FISCAL  YEAR ENDED ON DECEMBER 31, 

2018  

 

48  
 

 

Classificado como Uso Interno 

9.9. Compensation Committee  

The Compensation Committee (CR) is a collegiate advisory agency directly linked to the Board of 

Directors, and must comprise 3 (three) members of the Company's Board of Directors.  Throughout 

2018, the CR met 3 (three) times in the exercise of its function s. 

 

9.10. Shareholder Structure  

 

 
 

The Company ended 2018 with share capital in the amount of R$ 9,913,414,421.74 represented by 

2,421,032,479 common shares. TIM Brasil Serviços e Participações S.A. holds share control of TIM 

Participações with approximately 67% of the shares.  

 

9.11. Corporate Reorganization  

 

In October 2018, the Company concluded the corporate reorganization project of its subsidiaries 

TIM Celular and TIM S.A. (current name of Intelig Telecomunicações Ltda.) through the merger o f 

TIM Celular by TIM S.A. The Company booked the entire deferred tax asset in the amount of R$ 

952.4 million coming from the amounts it has utilization rights to as tax loss (R$ 702.6 million) and 

the negative base of Social Contribution over Income (R$ 249.7 million).  

 

As previously indicated, the Reorganization aimed to seize operating and financial synergies through 

the implementation of a more efficient process structure, as well as accounting systems and internal 

controls. The ownership structure change is shown below. 
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9.12. Dividend Policy  

 

According to the Bylaws, the Company must distribute as mandatory dividend, for each fiscal year 

ended on December 31, as long as there are amounts available for distribution, the amount 

equivalent to 25% of adjusted net income.   

 

It is mandatory to maint ain a legal reserve, to which the Company must allocate 5% of the net 

income of each fiscal year until the value of this reserve is equivalent to 20% of the capital.  

 

The distribution of annual dividends is resolved by the Annual General Meeting. 

 

9.13 . Events  of the Fiscal Year and Subsequent  

 

Dividends Payment and Interest on Capital (IOC)  

 

In May 2018 the Company released a Material Fact informing its shareholders and the market in 

general about the payment of R$ 800 to R$ 900 million approximately as IOC, related to the fiscal 

year ending on December 31, 2018 being allocated to the minimum dividend mandatory for the 

fiscal year and ad referendum at the Ordinary General Meeting of 2019. 
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TIM made the following payments of IOC, totaling approximately R$ 850 million, within the guidance 

provided by the Company to the market, which account for 3 3.2% of the Net Income reported 

above. 

 

Payment Date  Amount Paid  Per Share  

01/24/2019 379,993 0.156997806 

11/12/2018 240,007 0.099162742 

 08/10/2018 230,000 0.095040657 

   

1st  Issuance of Debentures from TIM S.A.  

 

In January 2019, through its subsidiary TIM S.A., the Company issued R$1.0 billion unsecured non-

convertible Debentures, with additional personal guarantee from the Company, for public distribution 

with restricted efforts, as set forth in CVM Instruction No. 476. The proceeds will be used to 

strengthen working capital and will pay interest at 104.10% of the CDI for a period of 18 months.  
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10. Capital Market  

 

The common shares of TIM Participações are traded on the São Paulo Stock Exchange (B3) 

under the TIMP3 code and the ADRs, American Depositary Receipts, on the New York Stock 

Exchange (NYSE) under the TSU code. 

 

The São Paulo Stock Exchange Index (Ibovespa) closed 2018 at 87,887 points, accumulating 

a 15.0% increase when compared to the previous year, and a market cap of R$ 2.8 trillion.  

 

 
 

The Company ended 2018 with its common shares quoted at R$ 11.70 on B3, accumulating a 

decrease of 10.7%, while the ADRs on NYSE reached a price of US$ 15.14, a decrease of 

21.6% in the year. In terms of market cap, TIM closed the year valued at R$ 28.2 billion or 

US$ 7.6 billion. 

Source: Bloomberg

TIM Participações's Stocks Performance
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Final Considerations  

 

TIM Participações S.A., with the permanent objective of maintaining a continuous, balanced 

and sustainable growth, thanks its customers for their loyalty and reiterates the commitment 

to tirelessly seek mechanisms to return the preference through quality a nd a differentiated 

service.  Acknowledgements also extend to the commercial partners, suppliers and financial 

institutions, for their support and trust, and especially to the employees, without whom the 

objectives would not have been achieved and, finally, to the shareholders, for the support and 

trust in the management of the business.  

 

The Management 
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1. Operations  
 

1.a Corporate Structure  
 
¨Nd yÉĴŁĂäĂıÉèįïĸ ¡ȭ!ȭ ȺɅ¨Nd yÉĴŁĂäĂıÉèįïĸɆ ÉĜëȳĤĴ Łÿï Ʌ0ĤěıÉĜŘɆȻ Ăĸ É ıņãĕĂäĕŘ-held corporation 
based in the city of Rio de Janeiro, State of Rio de Janeiro, and a subsidiary of TIM Brasil Serviços 
ï yÉĴŁĂäĂıÉèįïĸ ¡ȭ!ȭ ȺɅ¨Nd /ĴÉĸĂĕɆȻȭ ¨Nd /ĴÉĸĂĕ Ăĸ É ĸņãĸĂëĂÉĴŘ Ĥù Łÿï ¨ïĕïäĤě NŁÉĕĂÉ FĴĤņı ÉĜë ÿeld 
66.58% of the capital of TIM Participaçõ es as at  December 31, 2018, (66.58% as at December 31, 
2017). The main purpose of the Company and its subsidiary ȺŁÿï ɅFĴĤņıɆȻ Ăĸ ŁĤ äĤĜŁĴĤĕ äĤěıÉĜĂïĸ 
providing telecommunications services, including personal mobile telecom services and others, 
in their liäïĜĸïë ÉĴïÉĸȭ ¨ÿï ĸïĴőĂäïĸ ıĴĤőĂëïë ãŘ ¨Nd yÉĴŁĂäĂıÉèįïĸɈ subsidiary are regulated by 
Łÿï !úóĜäĂÉ eÉäĂĤĜÉĕ ëï ¨ïĕïäĤěņĜĂäÉèįïĸ ȺɅ!e!¨;^ɆȻȭ 
 
¨ÿï 0ĤěıÉĜŘɈĸ ĸÿÉĴïĸ ÉĴï ŁĴÉëïë ĤĜ /ȋ ȺùĤĴěïĴĕŘ /dʒEȳ/ĤőïĸıÉȻȭ !ëëĂŁĂĤĜÉĕĕŘȨ ¨Nd 
Participações trades its Level II American Depositary Receipts ("ADRs") on the New York Stock 
Exchange ("NYSE") Ƚ USA. Accordingly, the Company is subject to the rules of the Brazilian 
¡ïäņĴĂŁĂïĸ 0ĤěěĂĸĸĂĤĜ Ⱥ0ĤěĂĸĸßĤ ëï ¸ÉĕĤĴïĸ dĤãĂĕĂËĴĂĤĸ ĤĴ Ʌ0¸dɆȻ ÉĜë Łÿï ȭ¡ȭ ¡ïäņĴĂŁĂïĸ ÉĜë 
Exchange CommĂĸĸĂĤĜ ȺɅ¡;0ɆȻȭ NĜ ÉääĤĴëÉĜäï ŒĂŁÿ ěÉĴĒïŁ ãïĸŁ ıĴÉäŁĂäïȨ ¨Nd yÉĴŁĂäĂıÉèįïĸ 
adopts the practice of simultaneously releasing its financial information in Reais in both markets, 
in Portuguese and English. 
 
Corporate Reorganization  
 
On July 25, 2017, the meeting of the Board of Directors of the Company approved the corporate 
ĴïĸŁĴņäŁņĴĂĜú Ĥù Łÿï ĸņãĸĂëĂÉĴĂïĸ ¨Nd 0ïĕņĕÉĴ ¡ȭ!ȭ ÉĜë NĜŁïĕĂú ¨ïĕïäĤěņĜĂäÉèįïĸ ^ŁëÉȭ ȺɅNĜŁïĕĂúɆȻ 
through the takeover of TIM Celular by Intelig. On September 6, 2017, the corporate act 
transforming Intelig into a closely -held joint stock company was annotated, and its corporate 
ĜÉěï ŒÉĸ äÿÉĜúïë ŁĤ ¨Nd ¡ȭ!ȭȭ lĜ ¡ïıŁïěãïĴ ȋȈȨ ȊȈȉȐȨ Łÿï 0ĤěıÉĜŘɈĸ Management had 
obtained from third parties all approvals and consents required to perform the said  restructuring. 
!ĸ É ĴïĸņĕŁȨ Łÿï 0ĤěıÉĜŘɈĸ Management proceeded with  the merger on October 31, 2018, based 
on the net book assets of TIM Celular, in the amount of R$17,035,254, in accordance with the 
valuation report issued by independent experts as at September 30, 2018. Also as a result of this 
corporate restructuring, the amount of R$952,368 relating to deferred income tax assets arising 
from tax losses and the negative base of TIM S.A. were recognized on September 30, 2018 (Note 
10). 
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The changes in TIM 0ïĕņĕÉĴɈĸ ïĳņĂŁŘ ãïŁŒïïĜ Łÿï ëÉŁï Ĥù Łÿï ĴïıĤĴt  and the merger were 
transferred, absorbed and incorporated into the operating income of TIM S.A., as set forth in 
the protocol of the merger. As a result of the merger, all TIM Celular operations were transfe rred 
to TIM S.A., which succeeded it in all its assets, rights and liabilities, universally and for all 
purposes of the law . 
 
Direct subsidiary Ƚ TIM S.A. 
 
TIM S.A. (current name of INTELIG TELECOMUNICAÇÕES LTDA. and successor by merger of TIM 
CELULAR S.A.) 
 
The Company holds 100% of TIM ¡ȭ!ȭɈĸ capital. This subsidiary provides Landline Telephone 
¡ïĴőĂäïĸ ȺɅ¡¨E0ɆȻ - Domestic Long -Distance and International Long -Distance Voice Services, 
yïĴĸĤĜÉĕ dĤãĂĕï ¡ïĴőĂäï ȺɅ¡dyɆȻ ÉĜë dņĕŁĂěïëĂÉ 0ĤěěņĜĂäÉŁĂĤĜ ¡ïĴőĂäïĸ ȺɅ¡0dɆȻ ĂĜ Éĕĕ /ĴÉŝĂĕĂÉĜ 
states and in the Federal District.  
 

 
2. Basis for preparation and disclosure of the financial statements  
 
The individual and consolidated financial statements have  been prepared in accordance with the 
accounting practices adopted in Brazil, including  the pronouncements issued by the Accounting 
yĴĤĜĤņĜäïěïĜŁĸ 0ĤěěĂŁŁïï ȺɅ0y0ɆȻ ÉĜë Łÿï International Financial Reporting Standards 
ȺɅNE|¡ɆȻ Ăĸĸņïë ãŘ Łÿï NĜŁïĴĜÉŁĂĤĜÉĕ !ääĤņĜŁĂĜú ¡ŁÉĜëÉĴëĸ /ĤÉĴë ȺɅN!¡/ɆȻ, and provide all 
material information required for such financial statements , and only such statements , which is 
consistent with the information used by Management in the course of its duties . 
 
The significant accounting p olicies applied to the preparation of these financial statements  are 
described below and/or presented in the respective notes. These policies were consistently 
applied to the years presented, unless otherwise indicated.  
 
a. General preparation and disclosure criteria  
 
The financial statements were  prepared taking into account the historical cost as the base value 
as well as financial assets and liabilities (including derivative financial instruments) measured at 
fair value.  

 
The individual and conso lidated financial statements  were prepared according to the accounting 
practices in place in Brazil issued by the CPC and according to the IFRS issued by the IASB. As the 
Brazilian accounting practices applicable to the individual financial statements , since 2014, do 
not differ from the IFRS applicable to separate financial statements , as now the IFRS permit the 
application of the equity method in subsidiaries, affiliates and joint ventures in separate 
information, they are also in accordance with the IFRS issued by the IASB. These individual 
financial statements  are presented together with the consolidated financial statements . 
 
Assets and liabilities are reported according to their degree of liquidity and collectability. They 
are reported as current when they are likely to be realized or settled over the next 12 months. 
Otherwise, they are recorded as non -current. The only exception to this procedure involves 
deferred income tax and social contribution balances, both assets and liabilities that are fully 
classified as long-term.  
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The presentation of the individual and consolidated Statement of Value Added (Demonstração 
do Valor Adicionado Ƚ Ʌ7¸!ɆȻȨ Ăĸ ĴïĳņĂĴïë ãŘ Łÿï /ĴÉŝĂĕĂÉĜ 0ĤĴıĤĴÉŁï ^ïúĂĸĕÉŁĂĤĜ ÉĜë ÉääĤņĜŁĂĜú 
practices adopted in Brazil applicable to li sted companies. The DVA was prepared according to 
the criteria set forth in CPC Technical Pronouncement No. 09 - Ʌ¡ŁÉŁïěïĜŁ Ĥù ¸Éĕņï !ëëïëɆȭ IFRS 
does not require the presentation of this statement. As a consequence, according to the IFRS, 
this statement i s presented as supplementary information, without affecting the financial 
statements . 
 
b. Functional currency and presentation currency  
 
The presentation currency for the financial statements  is the Real (R$), which is also the 
functional currency for all the companies consolidated in these financial statements . 
 
Transactions in foreign currency are recognized at the exchange rate on the date of the 
transaction. Monetary items in foreign currency are conv erted into Reais at the exchange rate on 
the date of the balance sheet published by the Central Bank of Brazil. Exchange gains and losses 
linked to these items are recorded in the statement of income.  
 
c.  Segment information  
 
Operating segments are the components of the entity that develop business activities from which 
revenue can be obtained and in relation to which expenses are incurred. Their operating results 
ÉĴï ĴïúņĕÉĴĕŘ ĴïőĂïŒïë ãŘ Łÿï ïĜŁĂŁŘɈĸ äÿĂïù ĤıïĴÉŁĂĜú ëïäĂĸĂĤĜ ěÉĒïĴ ŁĤ ěÉĒï ëïäĂĸĂĤĜĸ ĤĜ the 
allocation of resources and to assess the performance of each segment. For a segment to exist, 
it must have separate financial information available.  
 
¨ÿï 0ĤěıÉĜŘɈĸ äÿĂïù ĤıïĴÉŁĂĜú ëïäĂĸĂĤĜ ěÉĒïĴȨ ĴïĸıĤĜĸĂãĕï ùĤĴ ÉĕĕĤäÉŁĂĜú ĴïĸĤņĴäïĸ ÉĜë ùĤĴ 
periodic performance evaluation, is the Executive Board. The Executive Board and the Board of 
Directors are jointly responsible for making strategic decisions and for managing the Group.  
 
¨ÿï FĴĤņıɈĸ ĸŁĴÉŁïúŘ Ăĸ ŁĤ ĤıŁĂěĂŝï Łÿï äĤĜĸĤĕĂëÉŁïë ĴïĸņĕŁĸ Ĥù ¨Nd yÉĴŁĂäĂıÉèões. This strategy 
includes optimizing the operations of each Group company, in addition to taking advantage of 
the synergies generated between them. Notwithstanding the various business activities, the 
decision makers see the Group as a single business segment and do not take into account 
specific strategies intended for a particular line of service. All decisions on strategic, financial, 
purchasing, investment and fund investment planning are made on a consolidated basis . The 
aim is to maximize the consolidated result obtained by exploring the SMP, STFC and SCM 
licenses. 
 
d. Consolidation procedures  
 
Subsidiaries are all entities over which the Group holds control. The Group controls an entity 
when it is liable or has rights to variable returns on th e basis of its involvement with the 
subsidiaries and has the ability to affect those returns through its power over the investee. 
Subsidiaries are fully consolidated from the date on which control is transferred to the Group. 
The consolidation is discontin ued from the date that the Group loses control over that entity.  
 
The purchase accounting method is used to record the acquisition of subsidiaries by the Group. 
The acquisition cost is measured as the fair value of the assets offered, equity instruments (e .g. 
shares) issued and liabilities incurred or assumed by the acquirer at the date when control is 
exchanged. Identifiable assets acquired, contingencies and liabilities assumed in a business 
combination are initially measured at their fair value as at the  acquisition date, irrespective of 
the proportion of any minority interest. The excess of the acquisition cost over the fair value of 
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Łÿï FĴĤņıɈĸ ĸÿÉĴï Ĥù Łÿï ĂëïĜŁĂùĂÉãĕï ĜïŁ ÉĸĸïŁĸ ÉäĳņĂĴïë Ăĸ ĴïäĤĴëïë Éĸ úĤĤëŒĂĕĕȭ Nù Łÿï äĤĸŁ Ĥù 
acquisition is less than  the fair value of net assets of the subsidiary acquired, the difference is 
recognized directly in the statement of income as revenue, after a review of the concepts and 
calculations applied.  
 
Transactions between Group companies, as well as balances, unre alized gains and losses related 
to these transactions, are eliminated. The accounting policies of the subsidiary have been 
adjusted to ensure consistency with the accounting policies adopted by TIM Participações. The 
dates of the financial statements used in the consolidation are the same for all Group companies.  
 
e. Approval of the financial statements  
 
These financial statements were  ÉııĴĤőïë ãŘ Łÿï 0ĤěıÉĜŘɈĸ /ĤÉĴë Ĥù 7ĂĴïäŁĤĴĸ ĤĜ February 19, 
2019. 
 
f. New standards, amendments and interpretations of standards  
 
I) Among the  new standards and/or interpretations that became effective as of January 1, 2018 
issued by the CPC and the IASB, the following standards and/or interpretations had a material 
ĂěıÉäŁ ĤĜ Łÿï 0ĤěıÉĜŘɈĸ ùĂĜÉĜäĂÉĕ ĸŁÉŁïěïĜŁĸ: 
 
IFRS 9/CPC 48 Ƚ ɅEĂĜÉĜäĂÉĕ ĂĜĸŁĴņěïĜŁĸɆ 
 
On December 22, 2016, the CVM approved accounting and technical pronouncement CPC 48, 
which is equivalent to IFRS 9. The Company opted for the retrospective adoption of this standard, 
with the cumulative effect of the initial  application being recognized on the date of this initial 
application, that is, January 1, 2018, with  the cumulative effect on the date of the initial 
application of the standard  being recognized as an adjustment to the initial balance of the 
revenue reserőï ĂĜ ĸÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘȭ 
 
This standard is applicable to financial assets and liabilities, and covers issues relating to the 
classification, measurement, impairment and derecognition of financial assets and liabilities, as 
well as hedge qualification an d accounting criteria.  
 
This standard requires that entities classify their financial assets as measured at amortized cost, 
at fair value through other comprehensive income, or at fair value through profit or loss, based 
on the assessment of the following assumptions:  
 

(i) The business model of the entity regarding the management of financial assets; and  
(ii) The characteristics of the contractual cash flow of the financial asset.  

 
Regarding the classification of financial liabilities, this standard broadly maintains the 
requirements set forth in IAS 39/CPC 39, according to which entities must classify most financial 
liabilities as measured subsequently at amortized cost, except for derivative financial 
instruments, financial guarantee agreements and commitments to grant loans at interest rates 
that are lower than those used in the market, among others. There was no material impact on 
the classification of financial assets and liabili ties of the Company due to the adoption of the new 
standard. Complete information based on the nature of each financial asset and liability, as 
provided for in this new standard, is disclosed in Note 37. 
 
Regarding impairment, the new standard establishes the recognition of the provision for 
expected credit losses, according to which the entities must recognize a provision for expected 
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losses in financial assets measured at amortized cost. The impact of the adoption of the new 
model for calculating the impa irment of financial assets resulted in an increase of approximately 
R$130 million in the provision for doubtful accounts as at January 1, 2018, recorded to the "profit 
reserve", as presented in the table below.  
 
IFRS 15/CPC 47 Ƚ Ʌ|ïőïĜņï ùĴĤě contracts with cņĸŁĤěïĴĸɆ 
 
The CVM resolved to approve technical accounting pronouncement CPC 47, which is equivalent 
to IFRS 15, as of December 22, 2016. The Company adopted IFRS15 (CPC47) retrospectively, with 
the cumulative effects of the initial applica tion being recognized on the date of the initial 
application, on January 1, 2018. Accordingly, as provided for in this standard, the Company 
recorded the cumulative effect as at the date of the initial application of the standard as an 
adjustment to the in itial balance in the revenue reserve.  In accordance with this transition 
method, the entity applied this pronouncement retrospectively only for contracts that are still in 
force as at the date of the initial application.  
 
Currently, the Company offers comm ercial packages that basically bundle equipment or mobile 
devices with fixed or mobile telephony services, while the revenue from services is recognized 
separately, in accordance with their nature and based on their relevant fair values.  
 
Identification of  contracts  
 
The Company performed a comprehensive review of the commercial offers in force, in order to 
identify the principal contractual clauses and other contractual elements that may be significant 
regarding the adoption of the new accounting standard.  
 
Identification of performance obligations  
 
Upon the adoption and initial application of the contract, the Company assessed the goods or 
services that were contractually promised to the customer and identified the performance 
obligations based on the comm itments made to customers regarding the transfer of the 
following items:  
 

(i) Distinct goods or services (or group of goods or services), or 
(ii) Distinct goods or services that are substantially the same, and that can be transferred 

to customers using the same tra nsfer patterns.  
 
FĤĤëĸ ĤĴ ĸïĴőĂäïĸ ıĴĤěĂĸïë ŁĤ äņĸŁĤěïĴĸ ÉĴï ëïïěïë ŁĤ ãï ɅëĂĸŁĂĜäŁɆ ŒÿïĜ Łÿï ùĤĕĕĤŒĂĜú äĴĂŁïĴĂÉ 
are fulfilled:  
 

(a)  Customers are able to benefit from the item or service, whether separately, or jointly 
with other resources that are readily available to them (that is, the good or service is 
Éãĕï ŁĤ ãï ɅëĂĸŁĂĜäŁɆȻȲ ÉĜë 

(b)  ¨ÿï 0ĤěıÉĜŘɈĸ ıĴĤěĂĸï ŁĤ ŁĴÉĜĸùïĴ Łÿï ĂŁïě ĤĴ ĸïĴőĂäï ŁĤ äņĸŁĤěïĴĸ äÉĜ ãï ĸïıÉĴÉŁïë 
from other commitments undertaken within the contract (that is, the commitment t o 
ŁĴÉĜĸùïĴ Łÿï ĂŁïě ĤĴ ĸïĴőĂäï Ăĸ ɅëĂĸŁĂĜäŁɆ ŒĂŁÿĂĜ Łÿï äĤĜŁïŗŁ Ĥù Łÿï äĤĜŁĴÉäŁȻȭ 

 
Upon reviewing its contracts, the Company verified the existence of two main performance 
obligations:  (i) sale and/or rental of equipment or mobile devices; and (ii) provision of fixed and/or 
mobile telephony and broadband (internet) services. Accordingly, the Company will recognize 
revenue when, or to the extent that, it satisfies the performance obligati ons by transferring the 
úĤĤëĸ ĤĴ ĸïĴőĂäïĸ ŁÿÉŁ ŒïĴï ıĴĤěĂĸïë ŁĤ Łÿï äņĸŁĤěïĴȭ !Ĝ ÉĸĸïŁ ŒĂĕĕ ãï ëïïěïë Éĸ ɅŁĴÉĜĸùïĴĴïëɆ 
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when, or to the extent that, the customer obtains control of the asset , which is at the moment of 
the delivery . 
 
Determination and allocation of price to performance obligation  
 
The standalone selling price was defined by the Company based on the individual selling prices 
used by the Company or the market; or the contract price, which would be similar to that provided 
for in contracts  with similar characteristics.  
 
Thus, the adoption of the new revenue standard in some cases resulted in the early recognition 
of revenue from the sale of equipment and/or mobile devices, which are usually recognized upon 
the transfer of control to the cus tomer, basically due to the allocation of discounts between the 
performance obligations arising from the sale of plans that include services as well as 
equipment/devices.  The difference between the carrying  value of sales of equipment and/or 
mobile devices, and the amount received from the customer is recorded as a contractual asset 
and/or liability at the beginning of the contract.  Revenue from telecom services, in turn, will be 
recognized in the income sta tements based on the allocation of the transaction price, and to the 
extent that services are being provided to customers  in monthly basis.  
 
Revenue from sales of devices to business partners is accounted for upon physical delivery to the 
partner, net of t axes, rather than upon sale to end customers, as the Company does not hold any 
control over the products sold.  
 
Costs of obtaining the contract  
 
In accordance with the standard, the entity must recognize in assets the incremental costs of 
obtaining the contract if the entity expects to recover such costs. Upon adoption of the new 
ĸŁÉĜëÉĴëȨ Łÿï 0ĤěıÉĜŘ ĴïäĤúĜĂŝïëȨ ņĜëïĴ ɅıĴïıÉĂë ïŗıïĜĸïĸɆȨ Łÿïĸï ÉěĤņĜŁĸ ĂĜ ÉĸĸïŁĸ ÉĜëȨ 
subsequently, in income, in accordance with the transfer, to the customer, of the goods or 
services to which the asset refers. It should be highlighted that the Company already capitalized 
costs of obtaining new agreements, in the corporate segment only, which were measured and 
registered net of any impairment adjustments, as required in CPC 04 and/or IAS 38, and that, 
following the adopti on of IFRS 15/CPC 47Ȩ Łÿï 0ĤěıÉĜŘɈĸ Management decided to reclassify the 
ÉääņěņĕÉŁïë ãÉĕÉĜäïĸ ùĴĤě Łÿï ɅĂĜŁÉĜúĂãĕï ÉĸĸïŁĸɆ ÉääĤņĜŁ ŁĤ Łÿï ɅıĴïıÉĂë ïŗıïĜĸïĸɆ ÉääĤņĜŁȭ 
 
As a result of the above, the Company rec ognized, on January 1, 2018, an increase of R$36 million, 
ãïùĤĴï ëïùïĴĴïë ŁÉŗïĸȨ ĂĜ Łÿï ĂŁïě ɅıĴĤùĂŁ ĴïĸïĴőïȭɆ 
 
The table below presents the principal effects of the adoption of IFRS15 /CPC47, also including the 
effects of the adoption of IFRS9 /CPC48 in the opening balances as at January 1, 2018. 
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 Consolidated  

 

Originally 
Reported  

Adjustments  
Balances under 
IFRS 15 and 9 

 Jan 1st, 2018  Jan 1st, 2018 

Assets 32,600,365 (58,100) 32,542,265 

        

Current assets  7,607,388 38,474 7,645,862 

Trade accounts receivable (e) 2,540,856 (130,137) 2,410,719 

Contractual assets (b)  - 5,397 5,397 

Inventories  123,785   123,785 

Prepaid expenses (a, c) 168,366 163,214 331,580 

Other assets 4,774,381   4,774,381 

Non-current assets  24,992,977 (96,574) 24,896,403 

Long-term receivables  2,841,962 32,186 2,874,148 

Trade accounts receivable 26,207  26,207 

Prepaid expenses (a, c) 39,466 32,186 71,652 

Other assets 2,776,289  2,776,289 

Property, plant and equipment  10,838,488   10,838,488 

Intangible assets (c) 11,312,527 (128,760) 11,183,767 

 

    

Liabilities and sÿÉĴïÿĤĕëïĴĸɈ equity  32,600,365 (58,100) 32,542,265 

       

Total liabilities  14,449,181  4,020  14,453,201  

Current liabilities  7,224,437 30,295 7,254,732 

    Contractual liability and deferred revenue (d)  480,431 30,295 510,726 

    Other liabilities  6,744,006  6,744,006 

Non-current liabilities  7,224,744 (26,275) 7,198,469 

Contractual liability and deferred revenue (d)  990,932 5,408 996,340 

Deferred income and social contribution taxes (f)  98,919 (31,683) 67,236 

Other liabilities  6,134,893   6,134,893 

¡ÿÉĴïÿĤĕëïĴĸɈ equity  18,151,184 (62,119) 18,089,065 

Capital shares 9,866,298  9,866,298 

Revenue reserves 6,612,819 (62,119) 6,550,700 

Other 1,672,067  1,672,067 
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In the fiscal year 2018, the new accounting standards had the following impact on the income:  
 
 

Consolidat ed 

 
Balances without 
IFRS 15 and IFRS 

9 
Adjustments  

Balances under 
IFRS 15 and IFRS 

9 

    

 Net revenue from services (b, d) 16,205,208 1,030 16,206,238 

 Net revenue from products (b, d)  844,968 (69,877) 775,091 

Net revenue 17,050,176 (68,847) 16,981,329 

Cost of services provided and goods sold  (4,581,463) Ȥ (4,581,463) 

  12,468,713 (68,847) 12,399,866 

 (5,905,173) (122,849) (6,028,022) 

Operating revenue (expenses)     

 Selling expenses (a, e) (4,685,128) (122,849) (4,807,977) 

 General and administrative expenses  (936,756) Ȥ (936,756) 

 Other revenue (expenses), net (283,289) Ȥ (283,289) 

 6,563,540 (191,696) 6,371,844 

    

Depreciation and amortization (c)  (4,124,567) 170,246 (3,954,321) 

    

Financial income (expenses)  (537,333) Ȥ (537,333) 

    

Income before income and social contribution 
taxes  

1,901,640 (21,450) 1,880,190 

    

Income and social contribution taxes (f)  657,617 7,294 664,911 

    

Net income for the period  2,559,257 (14,156) 2,545,101 

 
 

The principal adjustments arising from the new standard are as follow s: 
 

a- Costs of obtaining contracts with customers, which are deferred over the period of the 
contract (retention period of 12 to 24 months), net of any impairment adjustments . 

b- Contractual assets recognized when the Company has  fufilled  the performance 
obligation s through the sale of equipment/devices or the provision of services to the 
client before the client pays the consideration, or before the payment is due.  

c- |ïäĕÉĸĸĂùĂäÉŁĂĤĜ ŁĤ Łÿï ɅıĴïıÉĂë ïŗıïĜĸïĸɆ ÉääĤņĜŁ Ĥù äĤĸŁĸ Ĥù ĤãŁÉĂĜĂĜú äĤĜŁĴÉäŁĸ ŁÿÉŁ 
were formerly  capitalized as intangible assets.  

d- Contractual liabilities recognized when the client has paid the consideration, or when the 
Company has the right to a consideration amount that is unconditional, before the 
Company has fulfilled  the performance obligation, due to the provision of services to the 
client.  
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e- Increase in the provision for losses from doubtful accounts arising from the use of the 
new standard IFRS 9/CPC 48, in which the Company should recognize a provision for 
expected credit losses. 

f- Tax impact on first -time adjustments under the new accounting standards.  
 

 
Contracts with customers  

 
At December 31, 2018, the balance of contractual assets and liabilities is as follows:  

 
 2018 

  
Contractual assets  130 

Contractual liabilities  (20,928) 

 

Contracts with customers give rise to the allocation of discounts under combined loyalty offers, 

where discounts may be given on equipment and/or services, generating a contractual asset or 

liability, respectively, depending on the nature of the offer in question.  

 

Summary of the main changes during the period:  

 
 Contractual assets 

(liabilities)  

Balance as at January 1, 2018 (12.305) 

Additions  (23.545) 

Write -off            15.052 

Balance as at December 31, 2018 (20.798)  

 

The estimated realization of the balances of contractual assets is described below:  

 
  2019 2020 

Contractual assets 
(liabilities)   (17,130) (3,668) 

 

In accordance with paragraph 121 of IFRS 15, the Company is not presenting the effects of 

contracts with customers effective for less than one year.  

 
 
II) The new standards below were issued by the CPC and the IASB, but they are not in force for 
the period ended December 31, 2018. The early adoption of these standards, although 
encouraged by the IASB, was not allowed in Brazil by the CVM, based on a pronouncement of the 
CPC. 
 

¶ Annual improvements in IFRS Ƚ Cycle 2015 to 2017 

¶ IFRS16/CPC 06 (R2) Ƚ Leases 

¶ IFRIC23 Ƚ Uncertainty regarding income tax treatment  

¶ IFRS9 amendments Ƚ Prepayment features with negative comp ensation  

¶ IAS28 amendments Ƚ Long-term interests in associates and joint ventures  

¶ IFRS10 and IAS28 amendments Ƚ Sale or constitution of assets between an investor and 

its affiliate or joint venture  

¶ IFRS17 Ƚ Insurance contracts  
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Concerning the aforementioned standards, the following is worth pointing out:  

 

IFRIC 23/ICPC 22 Ƚ Uncertainties about the treatment of income taxes  
 
The interpretation explains how to consider the uncertainty in recognizing income tax.  
 
IAS 12/CPC32 - Income Tax specifies how to recognize current and deferred income taxes, but 
not how to reflect the effects of uncertainty. For example, it may not be clear:  
 

¶ How to apply the tax laws to specific transactions or circumstances;  

¶ Or whether the tax authoriti es will accept a certain tax treatment used by the entity. 
If the entity concludes that a particular tax treatment is unlikely to be accepted, then 
it must use estimates (the most likely amount or expected amount) to determine the 
tax treatment (taxable income, tax bases, unused tax losses, unused tax credits), tax 
rates and so on. The decision should be based on the method that provides the best 
forecasts of resolution of uncertaint ies. 

 

¨ÿï 0ĤěıÉĜŘɈĸ dÉĜÉúïěïĜŁ ņĜëïĴĸŁÉĜëĸ ŁÿÉŁ Łÿï ÉııĕĂäÉŁĂĤĜ Ĥù ŁÿĂĸ ĂĜŁerpretation will have no 

ěÉŁïĴĂÉĕ ĂěıÉäŁĸ ĤĜ Łÿï 0ĤěıÉĜŘɈĸ ùĂĜÉĜäĂÉĕ ĸŁÉŁïěïĜŁĸ ãïäÉņĸï Łÿï 0ĤěıÉĜŘɈĸ dÉĜÉúïěïĜŁȨ 

with support from its legal counsel, considers that the main lawsuits involving income and social 

contribution taxes, as set forth in Note 24,  are more likely than not  to be sustained in court.  

 

 

IFRS 16/CPC 06 (R2) Ƚ Ʌ^ïÉĸïĸɆ 
 
In July 2014, the IASB issued IFRS 16, which replaced IAS 17 and refers to annual periods 
beginning on or after January 1, 2019, and approved by the CVM on December 21, 2017. 
 
The new standard establishes the principles for the recognition, measurement, reporting and 
disclosure of leases, and requires the recognition by lessees of assets and liabilities arising from 
lease agreements, except for short -term contracts, that is, with a term of 12 months or less, or 
contracts in which the value of the underlying assets is low.  In accordance with this standard, 
lessees must apply this pronouncement to lease agreements in two ways:  
 

(i) Retrospectively for each previous period presen ted in accordance with IAS 8/CPC 23 
(Accounting Policies, Changes in Estimates and Correction of Errors); or  

(ii) Retrospectively, with the cumulative effect of the initial application of this 
pronouncement, recognized as at the date of initial application.  

 
The Company decided to adopt IFRS16 (CPC 06 (R2)) retrospectively, while the cumulative effect 
of the initial application is recognized on the date of initial application, that is, January 1, 2019.  
Additionally, the Company decided to take practical steps in its initial adoption of the standard, 
such as: (i) non-revaluation of financial lease agreements previously recognized according to CPC 
06 (IAS 17) and ICPC 03 (IFRIC 4); (ii) exclusion of lease agreements expiring in the next 12 months 
and unlikely to be renewed by the Company; and (iii) non -application of this new standard to 
agreements not previously identified as leases, using CPC 06 (IAS 17) and ICPC 03 (IFRIC 4). 
 
The Company has a significant number of lease agreements under which it is the lessee. 
Currently, a portion of these contracts are recognized as operating leases, and their payments 
are recorded on a straight line basis throughout the period of the contract.  The Company has 



TIM PARTICIPAÇÕES S.A. AND 
TIM PARTICIPAÇÕES S.A. AND SUBSIDIARY 

 
EXPLANATORY NOTES TO THE FINANCIAL STATEMENTS -- continued  

As at  December 31 
(In thousands of Reais, except as indicated otherwise)  

 

63 
 

concluded the study of impacts of this new standard on its financial statements, which include d: 
(i) an estimat ion of the lease term, considering a non -cancelable period and the periods covered 
by options to extend the lease term, where such exercise depends only on the Company and is 
reasonably certain ; (ii) a detailed review of the nature of the various lease agreements inherent 
in the telecommunications industry ; (iii) use of assumptions to calculate the discount rate, which 
was based on the incremental interes t rate for the period of the agreement, among other things. 
Furthermore, given the relevance of the infrastructure lease agreements, specifically for 
t ransmission towers, the Company decided to separately recognize the lease and non -lease 
components for th is class of assets. 
 
The initial adoption will lead to  an increase of around R$5,100 million  in total assets and liabilities 
due to the recognition of the rights to use the total leased and the liabilities arising from these 
leases, respectively. 
 
The increase in lease liabilities due to the recognition of the right of use the assets results an 
increase in the Company's net debt, being the depreciation and interest charges recognized in 
the statement of income as a replacement of the operating lease exp enses ("rental"), in the 
amount approximate of R$ 1,200 million, also resulting in a positive impact on EBITDA - Earnings 
/ïùĤĴï NĜŁïĴïĸŁȨ ¨ÉŗȨ 7ïıĴïäĂÉŁĂĤĜ ÉĜë !ěĤĴŁĂŝÉŁĂĤĜ ȺɅņĜÉņëĂŁïëɆȻȭ ¨ÿïĴïùĤĴïȨ ĴïĸņĕŁĂĜú ĂĜ É 
relevant impact on certain financial indi cators of the Company, as well as a corresponding 
increase in net cash provided by operating activities reported in the cash flows.      
 
In qualitative terms, the main  transactions to be impacted by the new standard include:  lease of 
vehicles, lease of stores and kiosks in shopping malls, lease of sites, land and sharing of 
infrastructure.  
 
Based on the studies conducted thus far, the Company does not expect the adoption of the other 
standards  above, changes and interpretations above to have any significant impact on the 
GroupɈĸ ùĂĜÉĜäĂÉĕ ĸŁÉŁïěïĜŁĸ ùĤĴ ȊȈȉȑ. 

 
3 Estimates and areas where judgment is significant in the application of the 
0ĤěıÉĜŘɈĸ ÉääĤņĜŁĂĜú ıĤĕĂäĂïĸ 
 
Accounting estimates and judgments are continuously reassessed. They are based on the 
Company´s historical experience and other factors, such as expectations of future events, 
considering the circumstances as at the date of the financial statements . 
 
By definition, the accounting estimates resulting from such assumptions rarely equal the actual 
outcome. The estimates and assumptions that present a significant risk of causing relevant 
adjustments in the book values of assets and liabilities in subsequent fis cal years are shown 
below: 
 
(a) Impairment losses on non-financial assets 
 
Losses due to impairment take place when the book value of an asset or cash generating unit 
exceeds its respective recoverable value, which is considered as the fair value less cost s to sell 
and/or the value in use, whichever is greater. The calculation of the fair value less costs to sell is 
based on information available from sales transactions involving similar assets or market prices, 
less additional costs that would be incurred to dispose of those assets. The value in use is based 
ĤĜ Łÿï ëĂĸäĤņĜŁïë äÉĸÿ ùĕĤŒ ěĤëïĕȭ 0Éĸÿ ùĕĤŒ ëïĴĂőïĸ ùĴĤě Łÿï 0ĤěıÉĜŘɈĸ ãņĸĂĜïĸĸ ıĕÉĜȭ ¡ĂĜäï 
this is an ongoing business, from the fifth projection year a perpetual nominal growth of cash 
flow was estim ated. 
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Any reorganization activities to which the Company has not yet committed itself on the financial 
statements disclosure date, or any material future investments aimed at improving the asset 
base of the cash generating unit being tested, are excluded for the purpose of impairment 
testing.  
 
The recoverable value is sensitive to the discount rates used under the discounted cash flow 
method, as well as to the expected future cash receivables and the growth rate of revenue and 
expenses used for extrapolati on purposes. Adverse economic conditions may lead to significant 
changes in these assumptions.  
 
At December 31, 2018, based on the sensitivity analysis of the main assumptions used, no 
variations that could reasonably be expected were identified that could  rise to a possible 
impairment provision.  
 
The main non -financial assets valued this way were goodwill based on the future profitability 
recorded by the Company (Note 15). 
 
(b) Income tax and social contribution (current and deferred)  
 
Income tax and social contribution (current and deferred) are calculated in accordance with 
interpretations of the legislation currently in force. This process normally includes complex 
estimates to define the taxable income and temporary differences. In particular, defe rred tax 
assets on income tax and social contribution losses and temporary differences are recognized to 
the extent that it is probable that future taxable income will be available and can be offset. The 
measurement of the recoverability of deferred income  tax and social contribution losses carry -
forward and of temporary differences takes into account the history of taxable income, as well 
as estimates of future taxable income (Note 10).  
 
 
(c) Provision for legal and administrative proceedings 
 
Legal and ÉëěĂĜĂĸŁĴÉŁĂőï ıĴĤäïïëĂĜúĸ ÉĴï ÉĜÉĕŘŝïë ãŘ Łÿï 0ĤěıÉĜŘɈĸ dÉĜÉúïěïĜŁ ÉĜë ĂĜŁïĴĜÉĕ 
ÉĜë ïŗŁïĴĜÉĕ ĕïúÉĕ ÉëőĂĸĤĴĸȭ ¨ÿï 0ĤěıÉĜŘɈĸ ĴïőĂïŒ ŁÉĒïĸ ĂĜŁĤ ÉääĤņĜŁ ùÉäŁĤĴĸ ĸņäÿ Éĸ Łÿï 
hierarchy of laws, case law available, recent court decisions, their relevance to the legal order, as 
Œïĕĕ Éĸ ıÉŘěïĜŁ ÿĂĸŁĤĴŘȭ ¡ņäÿ ĴïőĂïŒĸ ĂĜőĤĕőï dÉĜÉúïěïĜŁɈĸ ďņëúěïĜŁ ȺeĤŁï ȊȌȻȭ 
 
(d) Fair value of derivatives and other financial instruments  
 
Financial instruments presented at fair value in the balance sheet are measured using evaluation 
techniques that take into account  observable data or observable data derived from the market 
(Note 37). 
 
(e) Unbilled revenue 
Considering that some billing cut -off dates occur on intermediate dates within the months, at 
the end of each month there will be revenue already earned by the Company but not effectively 
billed to the customers. This unbilled revenue is recorded based on estimates which take into 
account data on usage, the number of days since the last billing date, among other factors (Note 
27). 
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4 Cash and cash equivalents  
 
These are financial assets measured at amortized cost through the effective interest rate 
ěïŁÿĤëȭ ¨ÿï 0ĤěıÉĜŘɈĸ dÉĜÉúïěïĜŁ ëïŁïĴěĂĜïĸ Łÿï äĕÉĸĸĂùĂäÉŁĂĤĜ Ĥù ĂŁĸ ùĂĜÉĜäĂÉĕ ÉĸĸïŁĸ ņıĤĜ 
initial recognition.  
 
 

  
  Parent Company   Consolidated  

  2018  2017  2018  2017 

         

Cash and banks  167  267  93,960  40,283 

Unrestrictedly available financial 
investments:  

        

 CDBs/Repurchases  -  28,102  981,570  2,920,435 

         

  167  28,369  1,075,530  2,960,718 

 
Bank 7ïıĤĸĂŁ 0ïĴŁĂùĂäÉŁïĸ ȺɅ07/ĸɆȻ ÉĜë |ïıņĴäÿÉĸïĸ ÉĴï ĜĤěĂĜÉŁĂőï ĸïäņĴĂŁĂïĸ Ăĸĸņïë ãŘ ãÉĜĒĸ 
and sold to the public as a means of raising funds. Such securities can be traded during the 
contracted period, at any time, without any significant loss of value, and are used to repay the 
short -term obligations of the Company.  
 
¨ÿï ÉĜĜņÉĕ ÉőïĴÉúï ĴïŁņĴĜ ĤĜ Łÿï 0ĤěıÉĜŘɈĸ ĂĜőïĸŁěïĜŁĸ Ăn CBDs and Repurchases is 100.27% 
ȺȉȈȈȭȑȊɿ ÉŁ 7ïäïěãïĴ ȋȉȨ ȊȈȉȏȻ Ĥù Łÿï NĜŁïĴãÉĜĒ 7ïıĤĸĂŁ 0ïĴŁĂùĂäÉŁï ȺɅ07NɆȻ ĴÉŁïȭ 
 

5 Marketable securities  
 

  Consolidated  

  2018  2017 

     

FUNCINE (3)  5,229  2,997 

Sovereign Fund (4)  14,472  - 

FIC: (1)     

 Government Securities  292,708  284,075 

 Repo Transactions (2)  289,352  236,095 

 Financial Bills   96,868  161,789 

 Other  91,441  83,655 

  790,070  768,611 

     

Current portion   (784,841)  (765,614) 

Non-current portion   5,229  2,997 

 
(1) In August 2017, the Company invested in open-ïĜëïë NĜőïĸŁěïĜŁ EņĜëĸ ĂĜ ĜĂŁĸ ȺɅEN0ĸɆȻȭ ¨ÿï 
Funds are mostly made up of government securities and instruments of first -tier financial 
institutions. In 2018, the average yield of FICs was 100.81% of the varia tion of the CDI rate. 
 
(2Ȼ Ʌ|ïıĤ ¨ĴÉĜĸÉäŁĂĤĜĸɆ ÉĴï ĸïäņĴĂŁĂïĸ Ăĸĸņïë ãŘ ãÉĜĒĸ ŒĂŁÿ É äĤěěĂŁěïĜŁ ŁĤ ĴïıņĴäÿÉĸï ŒĂŁÿĂĜ 
one day at pre -established rates. These repo transactions are backed by federal government 
bonds and are used by the fund with the purpose of remunerating the capital available in cash.  
 
(3) In December 2017, in order to use the tax benefit  of deductibility for income and social 
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contribution tax purposes  the Company invested the amount of R$3  million  in the National Film 
NĜëņĸŁĴŘ EĂĜÉĜäĂĜú EņĜë ȺɅEe0Ne;ɆȻ. In 2018, the Company opted to make new investments in 
FUNCINE in the months of October and December in the total am ount of R$2.4 million.  
 
(4) The sovereign fund includes federal securities only.  
 

6 Trade account s receivable  
 
These are financial assets measured at amortized cost, and refer to accounts receivable from 
users of telecommunications services, from network use (interconnection) and from sales of 
handsets and accessories. Accounts receivable are recorded at the price charged at the time of 
the transaction. The balances of accounts receivable also include services provided and not billed 
ȺɅņĜãĂĕĕïëɆȻ ņĜŁĂĕ Łÿï ãÉĕÉĜäï ĸÿïïŁ ëÉŁïȭ Accounts receivable from clients are initially recogni zed 
at fair value and subsequently measured at amortized cost using the effective interest rate 
method less expected credit ĕĤĸĸïĸ ȺɅĂěıÉĂĴěïĜŁɆȻ. 
 
The provision for expected credit losses was  recognized as a reduction in accounts receivable 
based on the profile of the subscriber portfolio, the aging of overdue accounts receivable, the 
economic situation, the risks involved in each case and the collection curve, at an amount 
deemed sufficient b y Management, as adjusted  to reflect current and prospective information  on 
ěÉäĴĤïäĤĜĤěĂä ùÉäŁĤĴĸ ŁÿÉŁ ÉùùïäŁ Łÿï äņĸŁĤěïĴĸɈ ÉãĂĕĂŁŘ ŁĤ ĸïŁŁĕï Łÿï ĴïäïĂőÉãĕïĸ. 
 
The fair value of trade accounts receivable equals the carrying value recorded as at December 
31, 2018 and 2017. A portion of the accounts receivable from clients is used to secure the total 
amount of BNDES borrowing (Note 20).  
 
  Consolidated  

     

  2018  2017 

Trade accounts receivable   2,969,116  2,567,063 

     

Gross accounts receivable  3,656,044  3,031,808 

     

Billed services  1,733,229  1,390,616 

Unbilled services  774,484  610,570 

Network use (interconnection)   455,228  367,894 

Sale of goods  691,312  661,180 

Other accounts receivable   1,791  1,548 

     
Provision for losses on expected accounts   (686,928)  (464,745) 

     

Current portion   (2,838,808)  (2,540,856) 

Non-current portion   130,308  26,207 

 
The non-current portion includes the amount of R$103 million related to accounts receivable 
from other telephone carriers, recorded at present value considering the period and implicit  
interest rate in the transaction . 
 
Change in losses from expected debts, recorded as an asset reducing account, were as follow s: 
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  Consolidated  

  2018  2017 

     

Opening balance  464,745  370,452 

Set-up of provision  544,881  316,387 

Effect of the adoption of IFRS 9 / CPC 48 (note 2.f)   130,137  Ȥ 

Write -off of Provision   (452,835)  (222,094) 

Closing Balance  686,928  464,745 

 
 
 
The aging of accounts receivable is as follows: 

  Consolidated  

  2018  2017 

     

Total   3,656,044  3,031,808 

     

Falling due  2,459,315  2,028,983 

Overdue- 1 to 30 days  308,744  271,560 

Overdue - 31 to 60 days  144,309  113,584 

Overdue -61 to 90 days  117,759  109,568 

Overdue - over than 90 days  625,917  508,113 

  

 
Previous accounting policy for impairment of trade receivables  
 

In the previous fiscal year, the impairment of receivables was valued based on the incurred loss 
model. Individual uncollectible receivables were written -off by means of a direct reduction in the 
carrying value. The remaining receivables were valued on a collective basis in order to determine 
if there was any objective evidence of impairment incurred that had not been identified yet. For 
such receivables, the estimated impairment losses were recognized in a separate provision for 
impairment. The Group considered that there would be evidence of impairment if any of the 
following indicators were present:  
 
. Debtor facing significant financial difficulties;  
. Debtor likely to file for bankruptcy or financial reorganization ; and 
. Default or delay to make payments (over 90 days overdue).  
 
A provision for impairment of receivables was written off in cases where there were no further 
expectation of recovery.  
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7 Inventor y 
 
Inventories are stated at average  acquisition cost. A loss is recognized to adjust the cost of 
handsets and accessories to their net realizable value (selling price) when this amount is less 
than the average acquisition cost.  
 

  Consolidated  

  2018  2017 

     

Inventories   183,059  123,785 

     

Inventories   189,826  133,899 

  Mobile handsets and tablets   145,819  107,195 

  Accessories and prepaid cards  33,621  16,156 

  TIM chips  10,386  10,548 

     

Losses on adjustment to realizable amount   (6,767)  (10,114) 

 
 
8. Indirect taxes , charges and contributions recoverable  
 

   Consolidated  

   2018  2017 

      

Indirect taxes and contributions recoverable    1,192,765  1,335,587 

      

ICMS   1,152,741  1,296,255 

Other   40,024  39,332 

      

Current portion    (280,254)  (386,001) 

Non-current portion    912,511  949,586 

 
ICMS (value added tax on goods and services) amounts recoverable primarily refer to: (i) credits 
on the acquisition of property, plant and equipment directly related to the provision of 
telecommunication services (credits divided over 48 months), and (ii) ICMS amounts paid under 
the tax substitution regime from goods acquired for resale, mainly mobile handsets, chips, tablets 
and modems sold by TIM. 
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9. Direct taxes, charges and contributions recoverable  
 

  Parent Company   Consolidated  

  2018  2017  2018  2017 

         

Direct taxes and contributions 
recoverable  

 
45,278  11,677  905,521  532,543 

         
Income tax (IR) and social 
contribution (CS) (i) 

 
Ȥ  2,129  414,408  434,823 

PIS/COFINS (ii)  Ȥ  3,721  384,093  53,509 

Other  45,278  5,827  107,020  44,211 

         

Current portion   (45,278)  (11,677)  (347,505)  (323,040) 

Non-current portion   Ȥ  Ȥ  558,016  209,503 

 
 
(i) The amounts corresponding to income and social contribution taxes are substantially 
related to: (a) advances made over the period during which the use is expected, for the year 2019; 
and (b) other income and social contribution tax credits from previous years whose current 
estimated period of use will be more than 12 months later.  
 
(ii) The PIS/COFINS amounts recoverable refer to: (i) credits from a legal proceedings filed 
by TIM Nordeste S.A. (ultimately merged into TIM S.A.) with a favorable final decision in Higher 
Courts which discussed the exclusion of the ICMS from the PIS and COFINS tax bases for the 
period from 2002 through 2009.  

 
NĜ dÉĴäÿ ȊȈȉȏȨ Łÿï EïëïĴÉĕ ¡ņıĴïěï 0ĤņĴŁ ȺɅ¡¨EɆȻ ĴïäĤúĜĂŝïë Łÿï ņĜäĤĜĸŁĂŁņŁĂĤĜÉĕĂŁŘ Ĥù ĂĜäĕņëĂĜú 
ICMS amounts in the calculation base of PIS and COFINS contributions. TIM Participações, 
ŁÿĴĤņúÿ ĂŁĸ ĸņãĸĂëĂÉĴŘ ¨Nd ¡ȭ!ȭ ȺıĴïőĂĤņĸĕŘ ĜÉěïë ɅNĜŁïĕĂú ¨ïĕïäĤěņĜĂäÉèįïĸ ^ŁëÉȭɆȻȨ Éĸ Łÿï 
surviving company from the merger of TIM Celular S.A.  and other entities existing in the Group in 
the past, which had filed proceedings of the same nat ure, has been challenging this issue in court 
since 2007 and 2006, respectively, with effects retroactive to up to five years, i.e. 2002 and 2001 
respectively, as permitted. Based on the ¡¨EɈĸ ĤıĂĜĂĤĜ ùÉőĤĴÉãĕï ŁĤ ŁÉŗıÉŘïĴĸȨ Łÿï 0ĤěıÉĜŘȨ 
supported by the o pinion of its legal consultants, and ceased to include the ICMS in the 
calculation base of PIS and COFINS social security contributions from April 2017. 
 
The proceedings of the subsidiary have already received favorable decisions from the Appellate 
Court, aligning the understanding of the lower courts with the STF decision, and the appeals filed 
by the National Treasury have been denied based on these same arguments. Despite the request 
ùĤĴ Łÿï ěĤëņĕÉŁĂĤĜ Ĥù ïùùïäŁĸ ěÉëï ãŘ Łÿï yĴĤĸïäņŁĤĴɈĸ lùùĂäï Ĥù Łÿï eÉtional Treasury, the 
Company, supported by its legal consultants, believes that the decision will not affect any rights 
claimed under the legal actions.  
 
The Company is calculating the amounts to which it will be entitled at the end of the proceedings, 
and after the final and  without appeal  decision and procedural recognitions, credits should 
amount to R$3,296 million, of which R$1,863 million corresponds to the principal, and R$1,434 
million to monetary adjustments. In addition to this potential tax credit, in November 2018, by 
reason of a final and without appeal  decision, the Company recorded the amount of R$353 
million, R$159 million of which corresponding to the principal, and R$194 million to monetary 
adjustments.  
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10. Deferred income tax and social contribution  

 

Deferred income tax and  social contribution are recognized on: (1) accumulated income tax 

carried forward losses and negative basis of social contribution, and (2) temporary differences 
arising from differences between the tax bases  of assets and liabilities and their carrying values 
in the financial statements. Deferred income tax is determined using the tax rates (and tax laws) 
enacted, or substantially enacted, up to the balance sheet date. Subsequent changes in tax rates 
or tax l egislation may modify the deferred tax credit and debit balances.  
 
Deferred tax assets on income tax and social contribution are recognized only in the event of a 
profitable track record and/or when the annual forecasts prepared by the Company, examined 
by the Fiscal Council and Statutory Audit Committee and approved by other management bodies, 
indicate the likelihood of the future realization of those tax balances.  
 
The balances of deferred income tax and social contribution assets and liabilities are show n in 
the balance sheet at their net amounts, when there is both a legal right and an intention to offset 
them at the time when the current taxes are ascertained, usually in relation to the same legal 
entity and the same taxation authority. Thus, deferred t ax assets and liabilities belonging to 
different entities are in general shown separately, not at their net amounts.  
 
As at December 31, 2018 and December 31, 2017, the prevailing tax rates were 25% for income 
tax and 9% for social contribution. The tax in centives shown in Note 25 are also being considered 
in deferred taxes.  In addition, there is no statute of limitation  in regards to the income tax  and 
social contribution  carried forward losses, which it  can be offset by up to 30% of the taxable profit 
reached at  each fiscal year, according to the current tax legislation.  
 
The amounts recorded are as follows:  

 Parent Company   Consolidated  

 2018  2017  2018  2017 

Losses carried forward Ƚ income tax and 
social contribution  

    896,100  126,386 

Temporary differences:        

Provision for legal and administrative 
proceedings 

3,345  908  293,349  196,589 

Losses on doubtful accounts  -  -  244,428  164,707 

Adjustments to present value Ƚ 3G license -  -  9,124  11,066 

Deferred income tax on accounting 
adjustments  

53,569  53,569  58,268  59,839 

Lease of LT Amazonas Infrastructure  -  -  24,978  19,003 

Profit sharing  624  1,479  22,181  40,902 

Taxes with suspended enforceability  -  -  12,872  12,872 

Amortized goodwill Ƚ TIM Fiber -  -  (370,494)  (370,494) 

Derivative financial instruments  -  -  (22,551)  (16,432) 

Capitalized interest on 4G authorization  -  -  (301,525)  (258,175) 

Deemed costs Ƚ TIM S.A. -  -  (82,042)  (94,912) 

Other -  -  74,821  65,686 

 57,538  55,956  859,509  (42,963) 

        

Unrecognized deferred income tax and 
social contribution  

       

 (57,538)  (55,956)  (57,538)  (55,956) 

 Ȥ  Ȥ  801,971  (98,919) 

        

Deferred tax assets portion  -  -  801,971  - 

Deferred tax liabilities portion  -  -  Ȥ  (98,919) 
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TIM S.A. 
 
As previously communicated to the market, TIM Celular S.A. merged into TIM S.A. (previously 
ĜÉěïë ɅNĜŁïĕĂú ¨ïĕïäĤěņĜĂäÉèįïĸ ^ŁëÉȭɆȻ ĤĜ läŁĤãïĴ ȋȉȨ ȊȈȉȐ ŒĂŁÿ Łÿï ěÉĂĜ ĤãďïäŁĂőï Ĥù ĴïëņäĂĜú 
the operating costs of the companies involved, creating synergies and e nabling the achievement 
of the corporate purposes of the two companies.  Thus, after the merger, tax credits may also 
arise from tax losses and negative social contribution base on the income of TIM S.A., considering 
that the latter, based on the consolidat ed results of TIM Celular after the said merger, estimates 
that the taxable income will be sufficient to use the said deferred credits.  

 
On September 30, 2018 the Company recorded total deferred tax assets of R$952,368 arising 
from amounts that may be used  as tax losses (R$702,619) and the negative base of social 
contribution on income (R$249,749), since all of the factors required for the merger were 
controlled by Management, such as: (i) the feasibility studies regarding the use of tax benefits 
was compleŁïë ÉĜë ÉııĴĤőïë ãŘ Łÿï 0ĤěıÉĜŘɈĸ úĤőïĴĜÉĜäï ãĤëĂïĸȨ Éĸ ıĴĤőĂëïë ùĤĴ ĂĜ 0¸d 
371/02; (ii) definition of the actual corporate restructuring  schedule upon the merger; (iii) 
obtaining of approvals and/or consent of third parties (ANATEL and BNDES) by the Company, 
among other factors.  
 
Expectation of recovery of tax credits  
 
The estimates regarding the recovery of tax assets were calculated taking into account the 
financial and business assumptions available at the close of 2018.  
 
Based on these projections , the Company expects to recover the credits as follows:  
 

 Deferred income 
and social 

contribution taxes  

2019 102.835 

2020 189.756 

2021 onwards 603.509 

  

Tax losses and negative base 896.100 

Temporary differences  (94.129) 

Total  801.971 

 
The subsidiary has set up deferred income and social contribution tax credits on its total tax 
losses, negative basis of social contribution and temporary differences, based on the history of 
profitability and projected future taxable earnings.  
 
The subsidiary used credits related to tax losses carried forward and the negative basis of social 
contribution in the amount of R$8 5,812 for the year ended December 31, 2018 (R$132,389 on 
December 31, 2017ȼformer ly TIM Celular S.A.). 
 
Unrecognized deferred tax assets 
 
Considering that TIM Participações S.A. does not carry out activities that could generate taxable 
profits, deferred tax credits arising from income tax and social contribution tax losses and 
temporary differences, totaling R$ 107,092 on December 31, 2018 (R$102,860 at December 31, 
2017), were not recognized. 
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11. Prepaid expenses  
 

  Consolidated  

  2018  2017 

     

Prepaid expenses   346,441  207,832 

Advertising not released (i)   76,651  124,387 

Rentals and insurance  78,005  49,185 

Network swap (ii)  11,449  20,191 

Incremental costs for obtaining client contracts (iii)   173,056  Ȥ 

Other  7,280  14,069 

     

Current portion   (272,060)  (168,366) 

Non-current portion (iii)   74,381  39,466 

 
(i) Represents Łÿï ïÉĴĕŘ ıÉŘěïĜŁ Ĥù ïŗıïĜĸïĸ ùĴĤě Łÿï ÉëőïĴŁĂĸĂĜú Ĥù ¨Nd ãĴÉĜëɈĸ ıĴĤëņäŁĸ ÉĜë 
services, which were recognized in income for the period during which the advertising is 
broadcast. 
 
(ii) On April 1, 2010, the subsidiary TIM S.A. and GVT entered into an onerous contract and a 
reciprocal agreement for the assignment of fiber optic infrastructure (network swap), in order to 
expand their respective areas of operation. Given the economic nature of the transaction, the 
amount was recognized in the (current and non -current) prepaid expenses and deferred revenue 
(current and non -current)  and is ÉěĤĴŁĂŝïë ŁĤ ĂĜäĤěï ÉääĤĴëĂĜú ŁĤ Łÿï äĤĜŁĴÉäŁɈĸ ŁïĴě. 
 
(iii) This is mainly represented by incremental costs related to sales commissions paid to sales 
agent  in order to obtain customer contracts arising from the adoption of IFRS 15/CPC47, which 
are amortized to income according ŁĤ Łÿï äĤĜŁĴÉäŁɈĸ ŁïĴě., which is usually two years. The 
ĴïäĕÉĸĸĂùĂïë ãÉĕÉĜäï Ĥù Łÿï ɅĂĜŁÉĜúĂãĕï ÉĸĸïŁĸɆ ÉääĤņĜŁ Éĸ Ĥù ZÉĜņÉĴŘ ȉȨ ȊȈȉȐ ŒÉĸ |ɝȉȊ8,760 (note 
2.f). 

 
12. Judicial deposits  
 
These are recorded at their historical costs and updated according to the legislation in force:  
 

  Parent Company   Consolidated  

  2018  2017  2018  2017 

         

Judicial deposits   131.270  112.307  1.345.113  1.366.576 

         

Civil  4.546  1.277  334.028  344.204 

Labor  106.335  92.311  492.000  493.705 

Tax  1.763  1.693  299.310  286.375 

Regulatory  Ȥ  -  111  111 

Online attachment  (*)  18.626  17.026  219.664  242.181 

 
(*) Refers to blocked judicial deposits directly on the Company´s bank accounts and financial investments related to 
certain judicial proceedings. This amount is analyzed periodically and, when identified, is reclassified to one of the other 
specific accounts of judicial deposits.  
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Civil 
 
These are court deposits to guarantee the execution of civil proceedings where the Company is 
challenging the amounts involved. Most of these proceedings refer to lawsuits filed by customers, 
involving issues of consumer rights, among others.  
 
There are some legal proceedings challenging the amounts fixed by ANATEL to leave certain 
transmission sub -bands to allow the implementation of 4G technology . In this case, the updated 
court deposit amount ed to R$66,700 (R$63,869 as at December 31, 2017). 
 
Labor 
 
These are amounts deposited in court as guarantees for the execution and the filing of 
appropriate appeals, where the relevant matters or amounts involved are still being discussed. 
The total amount has been allocated between the various claims filed by re gistered employees 
and third -party service providers. 
 
Tax 

The Company and its subsidiary have made court deposits related to various current tax court 
proceedings. These deposits refer mainly to the following matters:  

(i)  2% increase in the ICMS rate for the EņĜë ùĤĴ Łÿï ;ĴÉëĂäÉŁĂĤĜ Ĥù yĤőïĴŁŘ ȺɅE;0yɆȻ 
in the State of Bahia on prepaid telephone services provided by the Company. The 
current value of these deposits is R$95,322 (R$92,066 as at December 31, 2017). 
 

(ii)  Use of credit for the purchase of electricity used directly by the companies for 
production purposes. The court is likely to give a favorable judgment. The current 
value of these deposits is R$74,358 (R$71,722 as at December 31, 2017). 

 
(iii)  ^ĂÉãĂĕĂŁŘ ùĤĴ 0ydE ĤĜ Łÿï 0ĤěıÉĜŘɈĸ äÉıĂŁÉĕĂŝÉŁĂĤĜ Ĥù ĕĤÉĜĸȲ Ĵïäognition of the 

right not to pay contributions allegedly due on mere changes in the ownership of 
current accounts as a result of a takeover. The current value of these deposits is 
R$10,026 (R$9,687 as at December 31, 2017). 

 
(iv)  Constitutionality of the colle äŁĂĤĜ Ĥù Łÿï lıïĴÉŁĂĤĜĸ dĤĜĂŁĤĴĂĜú 0ÿÉĴúï ȺɅ¨EEɆȻ ãŘ 

a number of municipal authorities. The current value of these deposits is R$ 16,719 
(R$15,824 as at December 31, 2017). 

 
(v)  Failure to approve the offsetting of federal debts against credits for withholding  

tÉŗ ȺɅN||EɆȻ ãïäÉņĸï ĂŁ Ăĸ Éĕĕïúïë ŁÿÉŁ Łÿï äĴïëĂŁĸ ÉĴï ĂĜĸņùùĂäĂïĜŁȨ Éĸ Œïĕĕ Éĸ Łÿï 
deposit placed to ensure the issue of a Tax Clearance Certificate. The current value 
of these deposits is R$10,868 (R$10,539 as at December 31, 2017). 

 
(vi)  Liability for ISS on import services and outsourced services; alleged failure to pay 

ùĤĴ ĕÉĜë äĕïÉĴÉĜäï ÉĜë /Éĸï ¨ĴÉĜĸäïĂőïĴ ¡ŁÉŁĂĤĜ ȺɅ/¨¡ɆȻ ěÉĂĜŁïĜÉĜäï ĸïĴőĂäïĸȨ ùĤĴ 
N¡¡ ĤĜ Łÿï 0ĤěıÉĜŘɈĸ ĸïĴőĂäïĸ ÉĜë ùĤĴ N¡¡ ĤĜ co-billing services and software 
licensing (Blackberry). The Company´s right  is to take advantage of the benefit of 
spontaneous declaration in order to reverse confiscatory fines for late payment. The 
current value of these deposits is R$7,519 (R$7,056 as at December 31, 2017). 

 
(vii)  Ancillary services provided for in I CMS Agreement 69/98 related to ICMS levied 

on amounts related to communications services charged for access, subscription, 
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activation, habilitation availability , subscription and use of services, among others. 
The current value of these deposits is R$4,793 (R$5,937 as at December 31, 2017). 

 
(viii) Voluntary reporting of tax debits and consequent cancellation of charging of fine for 

late payment. The current value of these deposits is R$ 4,485 (R$4,381 as at 
December 31, 2017). 

 
(ix) Deposit made by TIM S.A. related to the unconstitutionality and illegality of charging 

ãŘ Łÿï ¨ïĕïäĤěěņĜĂäÉŁĂĤĜĸ ¡ïĴőĂäïĸ ĜĂőïĴĸÉĕĂŝÉŁĂĤĜ EņĜë ȺɅE¡¨ɆȻȭ yĕïÉ ùĤĴ Łÿï 
recognition of the right not to pay FUST, and not to include in its calculation base 
interconnection and Industrial Explorati ĤĜ Ĥù 7ïëĂäÉŁïë ^ĂĜï ȺɅ;N^7ɆȻ ĴïőïĜņïȨ Éĸ 
well as for the right not to be charged retroactively for differences arising from failure 
to comply with ANATEL Ruling 7/2005. The current value of these deposits is 
R$56,088 (R$53,128 as at December 31, 2017). 

 
 

13  Investments Ƚ Parent company  
 
Equity interests in subsidiaries are valued using the equity method only in the individual financial 
statements.  
 

(a) Interest in subsidiary  
     December 31, 

2018 

     TIM S.A.  

      
Number of shares held      42,296,789,606 
      
Interest in total capital      100% 
      
¡ÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ     19,526,515 
      

Net income for the year      2,672,647 

      
Equity in income from subsidiaries      2,672,647 

      

Investment amount      19,526,515 

 
 December 31, 2017 

 TIM Celular  S.A.  TIM S.A.   Total  

      
Number of shares held  38.254.833.561  4.041.956.045   
      
Interest in total capital  100%  100%   
      
¡ÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ 16.724.656  1.231.926   

      
Net income for the year  1.147.943  131.648   
      
Unrealized results  -  350   
      

Revised net income for the year  1.147.943  131.998  1.279.941 

      
Equity in income from subsidiaries  1.147.943  131.998  1.279.941 

      

Investment amount  16.724.656  1.231.926  17.956.582 
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(b) Changes in investments in subsidiaries  

 

  
TIM 

Celular   TIM S.A.  Total  
       

Balance of investments as at December 31, 2016  15,892,119  1,099,067  16,991,186 

       

Equity in income from subsidiaries   1,147,943  131,998  1,279,941 

Proposed dividends  (53,497)  -  (53,497) 

NĜŁïĴïĸŁ ĤĜ ĸÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ  (224,725)  Ȥ  (224,725) 

Stock options  7,277  (98)  7,179 

Cash flow hedging  1,231  959  2,190 

Retirement supplement   (692)  -  (692) 

Supplementary dividends paid   (45,000)  -  (45,000) 

       

Balance of investments as at December 31 , 2017  16,724,656  1,231,926  17,956,582 
       

Equity in income from subsidiaries   Ȥ  2,672,647  2,672,647 

TIM Celular merger effect   (16,724,656)  16,724,656  Ȥ 

Stock options  Ȥ  3,170  3,170 

Cash flow hedge  Ȥ  Ȥ  Ȥ 

Retirement complement   Ȥ  (142)  (142) 

Interest on equity   Ȥ  (953,795)  (953,795) 

Supplementary dividends   Ȥ  (89,828)  (89,828) 

Impact from initial adoption of the new accounting 
standards (Note 2.f)   

  (62,119)  (62,119) 

       

Balance of investments as at  December 31, 2018  Ȥ  19,526,515  19,526,515 

 
In December 31, 2018, the parent company has an IĜŁïĴïĸŁ ĤĜ ĸÿÉĴïÿĤĕëïĴĸɈ ïĳņĂŁŘ or minimal 
declared dividends receivables in the amount of R$ 362,436 (2017 - R$ 53,497), which the 
settlement is scheduled at the beginning of subsequent year. 
 

 
14 Property, plant and equipment  
 
Property, plant and equipment are stated at acquisition and/or construction cost, less 
accumulated depreciation and impairment losses (the latter only if applicable). Depreciation is 
calculated based on the straight line method over terms that take into account the expected 
useful lives of the assets and their residual values.  
 
The estimated costs of dismantling towers and equipment on rented properties are capitalized 
and depreciated over the estimated useful lives of these assets. The Company recognizes the 
present value of these costs in property, plant and equipment with a co unter -entry to the liability 
ɅıĴĤőĂĸĂĤĜ ùĤĴ ùņŁņĴï ÉĸĸïŁ ĴïŁĂĴïěïĜŁɆȭ NĜŁïĴïĸŁ ĂĜäņĴĴïë ĤĜ ņıëÉŁĂĜú Łÿï ıĴĤőĂĸĂĤĜ Ăĸ äĕÉĸĸĂùĂïë 
within financial expenses.  
 
Gains and losses on disposal are determined by comparing the amounts of these disposals with 
the carĴŘĂĜú őÉĕņïĸ ÉŁ Łÿï ŁĂěï Ĥù Łÿï ŁĴÉĜĸÉäŁĂĤĜ ÉĜë ŁÿÉŁ ÉĴï ĴïäĤúĜĂŝïë ĂĜ ɅĤŁÿïĴ ĤıïĴÉŁĂĜú 
ïŗıïĜĸïĸ ȺĴïőïĜņïȻȨ ĜïŁɆ ĂĜ Łÿï ĸŁÉŁïěïĜŁ Ĥù ĂĜäĤěïȭ 
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(a) Changes in property, plant and equipment  
 
 Consolidated  

 Balance for 

2017 

Additions / 

Depreciation   

Disposals Transfers Balance for 

2018 

Total cost of property, plant and 

equipment, gross 
31,166,905 2,746,039 (80,141) Ȥ 33,832,803 

Commutation/transmission 

equipment  
18,766,840 8,974 (48,203) 2,078,638 20,806,249 

Fiber optic cables 683,971 20 Ȥ 78,184 762,175 

Leased handsets 2,181,630 Ȥ (15,675) 147,990 2,313,945 

Infrastructure  5,652,840 678 (4,562) 484,854 6,133,810 

Informatics assets  1,615,325 9 (9,511) 73,505 1,679,328 

General use assets 739,439 286 (2,018) 59,132 796,839 

Land 40,794 Ȥ Ȥ Ȥ 40,794 

Construction in progress  1,486,066 2,736,072 (172) (2,922,303) 1,299,663 

     Ȥ 

Accumulated depreciation  (20,328,417) (2,371,362) 70,598 Ȥ (22,629,181) 

Commutation/transmission 

equipment  
(13,373,003) (1,610,326) 47,260 Ȥ (14,936,069) 

Fiber optic cables (290,699) (54,833) Ȥ Ȥ (345,532) 

Leased handsets (2,016,018) (124,709) 8,500 Ȥ (2,132,227) 

Infrastructure  (2,697,878) (463,856) 3,844 Ȥ (3,157,890) 

Informatics assets  (1,448,694) (72,885) 9,465 Ȥ (1,512,114) 

General use assets (502,125) (44,753) 1,529 Ȥ (545,349) 

      

Total property, plant and 

equipment, net  
10,838,488 374,677 (9,543) Ȥ 11,203,622 

Commutation/transmission 

equipment  
5,393,837 (1,601,352) (943) 2,078,638 5,870,180 

Fiber optic cables 393,272 (54,813) Ȥ 78,184 416,643 

Leased handsets 165,612 (124,709) (7,175) 147,990 181,718 

Infrastructure  2,954,962 (463,178) (718) 484,854 2,975,920 

Informatics assets  166,631 (72,876) (46) 73,505 167,214 

General use assets 237,314 (44,467) (489) 59,132 251,490 

Land 40.794 Ȥ Ȥ Ȥ 40.794 

Construction in progress  1.486.066 2.736.072 (172) (2.922.303) 1.299.663 
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 Consolidated  

 Balance for  Additions / 

 

Disposals Transfers Balance for 
2017 2016 Depreciation    

Total Cost of Property, Plant and Equipment, 
Gross 

29,259,831 2,308,979 (78,280) (323,625) 31,166,905 

 
Commutation/transmission equipment  

  
28,694 

   
17,232,254 (57,683) 1,563,575 18,766,840 

Fiber optic cables 600,504 3 - 83,464 683,971 

Leased handsets 2,071,334 - (10,502) 120,798 2,181,630 

Infrastructure  5,269,043 238 (15,195) 398,754 5,652,840 

Informatics assets  1,550,614 113 (1) 64,599 1,615,325 

General use assets 675,682 18 (258) 63,997 739,439 

Land 40,794 - - - 40,794 

Construction in progress  1,819,606 2,279,913 5,359 (2,618,812) 1,486,066 
      

Accumulated Depreciation  (18,175,301) (2,180,221) 27,104 1 (20,328,417) 

Commutation/transmission equipment  
     

(11,969,208) (1,417,827) 14,054 (22) (13,373,003) 

Fiber optic cables (242,709) (47,990) - - (290,699) 

Leased handsets (1,905,228) (114,370) 3,580 - (2,016,018) 

Infrastructure  (2,224,932) (482,463) 9,211 306 (2,697,878) 

Informatics assets  (1,372,663) (76,080) 1 48 (1,448,694) 

General use assets (460,561) (41,491) 258 (331) (502,125) 

      

      

Total property, plant and equipment, net  11,084,530 128,758 (51,176) (323,624) 10,838,488 

 
Commutation/transmission equipment  

     
5,263,046 (1,389,133) (43,629) 1,563,553 5,393,837 

Fiber optic cables 357,795 (47,987) - 83,464 393,272 

Leased handsets 166,106 (114,370) (6,922) 120,798 165,612 

Infrastructure  3,044,111 (482,225) (5,984) 399,060 2,954,962 

Informatics assets  177,951 (75,967) - 64,647 166,631 

General use assets 215,121 (41,473) - 63,666 237,314 

Land 40,794 - - - 40,794 

Construction in progress  1,819,606 2,279,913 5,359 (2,618,812) 1,486,066 

 
Construction in progress represents the cost of projects in progress related to the construction of 
network and/or other intangible assets over the period of their construction and installation, until 
the date when they start operating, when they will be transferred to their corresponding asset 
accounts. 
 
(b) Depreciation rates  
 

  Annual rate %  

Commutation/transmission equipment   8 to 14.29 

Fiber optic cables  4 to 10 

Free-leased handsets  14.28 to 50 

Infrastructure   4 to 20 

Informatics assets  10 to 20 

General use assets  10 to 20 

 
In 2018, pursuant to IAS 16 (CPC 27), approved by a CVM Deliberation, the Company and its 
subsidiaries assessed the useful life estimates for their property, plant and equipment, 
concluding that there were no significant changes or alterations to the circu mstances on which 
the estimates were based that would justify changes to the useful lives currently in use. To 
determine the useful lives of the assets, the Company considers not just the type of asset, but 
also the way it is used and the conditions in whi ch the asset is used. 
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15 Intangible assets  
 
Intangible assets are measured at historical cost less accumulated amortization and impairment 
losses (if applicable), and reflect: (i) the purchase of authorizations and rights to use radio 
frequency bands, and (ii) software in use and/or development. Intangibles also include: (i) the 
purchase of the right to use the infrastructure of other companies, (ii) customer lists, (iii) goodwill 
on purchases of companies, and (iv) costs of commission paid to dealers to ob tain a new client.  
 
Amortization charges are calculated using the straight line method over the estimated useful life 
of the assets contracted and over the terms of the authorizations and in the case of costs of 
commission for the term of the agreement, as  mentioned in Note (h) below. The useful life 
estimates of intangible assets are reviewed regularly.  
 
Any financial charges on funds raised (that is, without a specific destination) and used to obtain 
a qualifying asset, meaning an asset that requires a si gnificant time to be ready for use, are 
capitalized as a portion of the cost of the asset when it is likely to bring future economic benefits 
to the entity and such costs can be accurately measured. These costs are amortized throughout 
the estimated useful  lives of the assets. 
 
The amounts of the SMP authorizations and rights to use radio frequencies, as well as software, 
goodwill and other items, were recorded  as follows: 
 
(a) Changes in intangibles 
 

 Consolidated  

 Balance for 

2017  

Additions/  

Amortization  Transfers Disposals 

Capitalized 

Interests 

Balance for 

2018  

       

Total cost of intangible assets, 

gross  
28,549,552 1,139,993 (479.811) (1,270) 158,315 29.366.779 

Right to use software  15,957,808 Ȥ 1,186,103 (1,270) Ȥ 17,142,641 

Authorizations 6,391,394 94,148 1,153,428 Ȥ Ȥ 7,638,970 

Goodwill 1,527,219 Ȥ Ȥ Ȥ Ȥ 1,527,219 

Cost of deferred commission to dealers 384,455 Ȥ (384,455) Ȥ Ȥ Ȥ 

List of clients 95,200 - (95.200) - - - 

Right to use the infrastructure of LT 

Amazonas 
198,202 Ȥ Ȥ Ȥ Ȥ 198,202 

Other assets 270,687 Ȥ 36,967 Ȥ Ȥ 307,654 

Intangible assets under development 3,724,587 1,045,845 (2,376,654) Ȥ 158,315 2,552,093 

       

Accumulated amortization  (17,237,025) (1,799,914) 350.894 1,270 Ȥ (18.684.775) 

Right to use software  (12,265,391) (1,416,965) Ȥ 1,270 Ȥ (13,681,086) 

Authorizations (4,497,758) (347,884) Ȥ Ȥ Ȥ (4,845,642) 

Cost of deferred commission to dealers (255,694) Ȥ 255,694 Ȥ Ȥ Ȥ 

List of clients (95,200)  95,200 - - - 

Right to use the infrastructure of LT 

Amazonas 
(42,531) (9,910) Ȥ Ȥ Ȥ (52,441) 

Other assets (80,451) (25,155) Ȥ Ȥ Ȥ (105,606) 

       

Total intangible assets, net  11,312,527 (659,921) (128,917) Ȥ 158,315 10,682,004 

Right to use software (c)  3,692,417 (1,416,965) 1,186,103 Ȥ Ȥ 3,461,555 

Authorizations 1,893,636 (253,736) 1,153,428 Ȥ Ȥ 2,793,328 

Goodwill (d) 1,527,219 Ȥ Ȥ Ȥ Ȥ 1,527,219 
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Cost of deferred commission to dealers 

(Note 2.f)  
128,761 Ȥ (128,761) Ȥ Ȥ Ȥ 

Right to use the infrastructure of LT 

Amazonas (f) 
155,671 (9,910) Ȥ Ȥ Ȥ 145,761 

Other assets 190,236 (25,155) 36,967 Ȥ Ȥ 202,048 

Intangible assets under development (g)  3,724,587 1,045,845 (2,376,654) Ȥ 158,315 2,552,093 

 
 
 
 Consolidated  

 Balance 
for  

Additions/  

 

  Capitalized 
Interests 

Balance 
for   2016 Amortization Transfers Disposals 2017 

Total Cost of Intangible Assets, 
Gross  

26,028,791 1,932,844 323,625 - 264,292 28,454,352 

Right to use software  14,612,475 - 1,345,333 - - 15,957,808 

Authorizations 5,399,023 50,045 942,326 - - 6,391,394 

Goodwill 1,527,219 - - - - 1,527,219 

Cost of deferred commission to dealers 203,892 180,563 - - - 384,455 

Right to use the infrastructure of LT   
Amazonas 

198,202 - - - - 198,202 

Other assets 198,198 17,425 55,064 - - 270,687 

Intangible assets under development 3,794,582 1,684,811 (2,019,098) - 264,292 3,724,587 

       

       

Accumulated Amortization  (15,396,216) (1,833,451) - (7,358) - (17,237,025) 

Right to use software  (10,880,739) (1,377,294) - (7,358) - (12,265,391) 

Authorizations (4,235,831) (261,927) - - - (4,497,758) 

Cost of deferred commission to dealers (101,911) (153,783) - - - (255,694) 

Right to use the infrastructure of LT  
Amazonas 

(32,621) (9,910) - - - (42,531) 

Other assets (58,314) (22,137) - - - (80,451) 

       

Total Intangible assets, net  10,632,575 99,393 323,625 (7,358) 264,292 11,312,527 

Right to use software (c)  3,731,736 (1,377,294) 1,345,333 (7,358) - 3,692,417 

Authorizations 1,163,192 (211,882) 942,326 - - 1,893,636 

Goodwill (d) 1,527,219 - - - - 1,527,219 

Cost of deferred commission to dealers 
(note 2.f)  

101,981 26,780 - - - 128,761 

Right to use the infrastructure of LT  
Amazonas (f)  

165,581 (9,910) - - - 155,671 

Other assets 139,884 (4,712) 55,064 - - 190,236 

Intangible assets under development (g)  3,794,582 1,684,811 (2,019,098) - 264,292 3,724,587 

 
 
Construction in progress represents the cost of projects in progress related to the acquisition of 
4G authorizations and/or other intangible assets during the period of their construction and 
installation, up to the moment when they enter into operation, w hereupon they will be 
transferred to the corresponding accounts for these assets.  In addition, these intangible assets 
were assessed for impairment as at  December 31, 2018 and 2017, with no necessary adjustment. 
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(b) Amortization rates  
 

 Annual rate %  

  

Right to use software  20 
Authorizations  5 to 50 

Cost of deferred commission  to dealers 50 

List of clients  18 

Right to use infrastructure  5 

Other assets 7 to 10 

 
(c) Right to use software  

 
The costs associated with maintaining software are recognized as  expenses as they are incurred. 
Identifiable and unique development costs that are directly attributable to the design and testing 
of software products controlled by the Group are recognized as intangible assets when all 
capitalization criteria are met.  
 
Directly attributable costs, which are capitalized as part of the software product, include costs 
for employees directly allocated to its development.  
 
(d) Goodwill from previous years  
 
The Company and its subsidiary have the following goodwill based on expecta tions of future 
profitability as at  December 31, 2018 and December 31, 2017: 
  
Goodwill on acquisition of TIM S.A. - The goodwill arising from the acquisition of TIM S.A. 
(formerly Intelig) in December 2009 in the amount of R$210,015 is based on the subsid ĂÉĴŘɈĸ 
expected profitability. The recoverability of goodwill is tested annually through impairment 
testing.  
 
Goodwill from TIM Fiber SP and TIM Fiber RJ acquisitions - At the end of 2011, the subsidiary 
acquired Eletropaulo Telecomunicações Ltda. (which subsequently had its trade name changed 
to TIM Fiber SP Ltda. Ƚ Ʌ¨Nd EĂãïĴ ¡yɆȻ ÉĜë !;¡ 0ĤěěņĜĂäÉŁĂĤĜĸ |ĂĤ ëï ZÉĜïĂĴĤ ¡ȭ!ȭ ȺŒÿĂäÿ 
subsequently had its trade name changed to TIM Fiber RJ S.A. Ƚ Ʌ¨Nd EĂãïĴ |ZɆȻȭ ¨ÿïĸï äĤěıÉĜĂïĸ 
were SCM providers in the main municipalities of the Greater São Paulo and Greater Rio de 
Janeiro areas, respectively. 
 
TIM Fiber SP Ltda. and TIM Fiber RJ. S.A. were merged into the subsidiary on August 29, 2012. 
 
The subsidiary recorded the goodwill allocation related to the purchase  of the companies TIM 
Fiber SP and TIM Fiber RJ, at the end of the purchase price allocation process,  in the amount of 
R$1,159,648. 
 
Goodwill from the acquisition of minority interests in TIM Sul and TIM Nordeste  - In 2005, the 
Company acquired all the sha res of the minority shareholders of TIM Sul and TIM Nordeste, in 
exchange for shares issued by TIM Participações, converting these companies into full 
subsidiaries. The goodwill resulting from this transaction amounted to R$157,556. 
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As required by the accounting standards, the Company tests goodwill on business combinations 
involving TIM Group companies annually for impairment, and the methods and assumptions used 
by Management in the impairment testing of goodwill mentioned above are summarized below:  
 
Thï 0ĤěıÉĜŘɈĸ dÉĜÉúïěïĜŁ ņĜëïĴĸŁÉĜëĸ ŁÿÉŁ Łÿï ĸěÉĕĕïĴ äÉĸÿ úïĜïĴÉŁĂĜú ņĜĂŁĸȨ ùĤĴ Łÿï 
purposes of testing the impairment of goodwill on the purchase of the aforementioned 
companies, refer to the business at a consolidated level, and therefore should be assess ed at the 
level of TIM Participações. This methodology is aligned with the strategic direction of the 
Company and its subsidiary . 
 
Consequently, the impairment testing of the goodwill used this CGU (TIM Participações) and the 
value in use method, with the principal assumptions used in impairment testing being 
summarized below:  
 

¶ Progressive decrease of the prepaid customers base and, in accordance with the 
historical trend and the industrial plan /budget , this is being offset by greater penetration 
of postpaië ĸïĴőĂäïĸȨ ĂĜ ĕĂĜï ŒĂŁÿ Łÿï 0ĤěıÉĜŘɈĸ ãņĸĂĜïĸĸ ıĕÉĜ ıĴïıÉĴïë ùĤĴ the period of 
3+2 years, when the cash flow will stabilize and the growth can be estimated based on 
perpetuity.  
 

¶ Operation and maintenance cost estimates considering the change in the client  base, 
occasional scale gains and inflation effects. The inflation rate expected by the Company 
for operational expenses ( 3.97% p.a. on average) is in line with the estimates prepared by 
representative market institutions.  
 

¶ Considering that it is an ongoing business, from the fifth year, a perpetual nominal 
growth rate of cash flow of 2.50% p.a. was estimated.  
 

¶ The discount rate for the estimated future cash flow was 10.70% p.a., while 14.77% is the 
equivalent discount rate to the same value in use excludin g the impact of income taxes 
from the future cash flow.  

 
The impairment test ing on December 31, 2018 showed no need for a provision for losses. 
 
 
(e)  List of clients  
 
As part of the purchase price allocation  process involving the acquisitions of TIM Fiber  SP Ltda. 
and TIM Fiber RJ S.A., contractual rights were identified for the companies acquired to provide 
future services. These contractual rights were evaluated at their fair value as at the acquisition 
date and are amortized in accordance with their est imated useful life on the same date.  
 
(f)  Infrastructure use rights - LT Amazonas 

The subsidiary signed agreements for the right to use the infrastructure of companies that 
operate electric power transmission lines in Northern Brazil. Such agreements fall  within the 
scope of ICPC 3 (IFRIC 4) and are classified as financial leases. 
 
Additionally, the subsidiary entered into network infrastructure sharing contracts with Telefônica 
Brasil S.A. also in the Northern region. In these contracts, both operators optimize resources and 
reduce their operational costs (Note 16).  
 
(g)  Auction and payment of 4G License 700 MHz  
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Intangible assets in progress are substantially represented by costs for the development of 4G 

technology, which include: (i) amounts paid to o btain 4G Licenses; (ii) costs for cleaning the 700 

MHZ frequency band; and (iii) financial costs capitalized on qualifiable assets, as detailed below:  

(i) On September 30, 2014, the subsidiary purchased Lot 2 in the Auction of the 700 MHz band 
in the amount of  R$1,739 million. In December 2014, the Company paid R$1,678 million. The 
remaining balance of R$61 million was recorded as debt, as provided for in the call notice.  

 
The subsidiary is challenging the remaining balance with A NATEL, which is subject to 
inte rest rates of 1% p.m. and monetary adjustment at the IGP -DI. These amounts are 
capitalized by the Company. The impact on the balance for the fiscal year ended December 
31, 2018 was R$5,611 (R$8,313 on December 31, 2017) of interest and R$5,930 (R$443 on 
December 31, 2017) of monetary adjustments.  

 
(ii) Additionally, as determined in the call notice, the Company has borne the costs for the 

cleaning of the frequency band purchased. The nominal amount due from the Company in 
relation to the cleaning of the 700 MHZ frequency of the lot purchased was R$904 million. 
The Company had also an additional cost of R$295 million related to the portion that has 
not been bought in the auction, and that was subsequently split by ANATEL among the 
companies that won the auctio n, totaling R$1,199 million.  

 
In order to perform the spectrum cleaning activities, in March 2015 TIM, together with other 
companies that won the auction, have constituted a Redistribution and Digitalization 
Management Entity for TV and RTV Channels , named ɅEntidade Administradora da 
Digitalização", or ";!7Ɇȭ EĴĤě ȊȈȉȍ ŁĤ ȊȈȉȐȨ ¨NdȨ ÉĕĤĜú ŒĂŁÿ Łÿï ĤŁÿïĴ äĤěıÉĜĂïĸ ŁÿÉŁ ŒĤĜ 
the auction, will disburse amounts in accordance with the schedule provided for in the public 
notice to cover the EAD costs related to th ese cleaning activities. Because the amount 
payable of R$1,199 million relates to a long -term obligation, it was reduced by R$47 million 
ŁÿĴĤņúÿ ÉĜ ÉëďņĸŁěïĜŁ ŁĤ ıĴïĸïĜŁ őÉĕņï ȺɅ!¸yɆȻȭ ¨ÿï 0ĤěıÉĜŘ ěÉëï Łÿï ıÉŘěïĜŁĸ Éĸ at  
April 9, 2015, January 26, 2017 and January 16, 2018 in the amounts of R$370,379, R$858,991 
and R$142,862, respectively. 

 
The license mentioned above relates to the concept of a qualifying asset. Consequently, the 
finance charges on funds raised without a specific destination, used for the purpose of obtaining 
a qualifying asset, are capitalized at the average rate of 8.37% per annum in connection with the 
borrowing and financing in force during the period. The amount capitalized during the period 
ended December 31, 2018 was R$152,480 (R$251,904 as at  December 31, 2017). 
 

16 Finance lease s 

 
Leases in which the Company, as the lessee, substantially holds all of the risks and benefits of 
ownership, are classified as financial leases, which are capitalized at the beginning of the lease 
at the lower of the fair value of the leased item and the present value of the payments provided 
for in the agreement. Interest related to the leases is taken to income as financial costs over the 
term of the contract.  
 
The subsidiary entered into tower lease agr eements, as a lessee, arising from a sale and financial 
leaseback operation involving the sale of an asset and the concomitant lease of the same asset 
by the purchaser to the seller.  
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The subsidiary recognized a liability corresponding to the present value  of the compulsory 
minimum installments under the agreement.  
 
Leases in which the Company, as lessor, substantially transfers the risks and benefits of the 
ownership to the other party (the lessee) are classified as financial leases. These lease values are  
transferred from the intangible assets of the Company and are recognized as a lease receivable 
at the lower of the fair value of the leased item and/or the present value of the receipts provided 
for in the agreement. Interest related to the lease is taken  to income as financial income over the 
contractual term.  
 
Asset leases are financial assets registered and/or measured at amortized cost.  
 
Assets  

  Consolidated  

  2018  2017 

     
LT Amazonas   208,049  205,331 

  208,049  205,331 

     

Current portion   (22,491)  (19,773) 

Non-current portion   185,558  185,558 

 
 
LT Amazonas 
As a result of the agreement entered into with LT Amazonas, the subsidiary entered into network 
infrastructure sharing agreements with Telefônica Brasil S.A. Under these agreements,  the 
subsidiary and Telefônica Brasil S.A. make joint investments in the Northern region of Brazil. The 
subsidiary has receivables against Telefônica Brasil S.A. that have to be paid on a monthly basis 
for a period of 20 years. These amounts are annually r estated by IPC-A. The consolidated nominal 
amount of future installments receivable by the subsidiary is R $499,823. 
 
The table below includes the schedule of cash receipts for the agreement currently in force. The 
amounts represent the cash receipts estima ted in the signed agreements, and are stated at their 
nominal amounts. It is worthwhile noting that these balances differ from those shown in the 
books since, in the case of the latter, the amounts are shown at their present value:  
 

 Nominal  

amount  

 Present value  

Up to December 2019  23,049  22,491 

January 2020 to December 2023  104,871  38,594 

January 2024 onwards  360,767  146,964 

  488,687  208,049 

 
The present value of installments receivable is R$208,049 (R$205,331 as at December 31, 2017), 
of which R$185,558 is principal and R$22,491 is interest accrued up to December 31, 2018. These 
amounts were  estimated as at the date of execution of agreements entered into with the 
transmission companies, projecting future cash rec eipts discounted at 12.56% per annum.  
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Liabilities  
  Consolidated  

  2018  2017 

     
LT Amazonas (i)  359,987  351,063 

Sale of Towers (leaseback) (ii)  1,501,695  1,466,895 

Other (iii)   78,392  69,214 

  1,940,074  1,887,172 

     

Current portion   (205,048)  (176,925) 

Non-current portion   1,735,026  1,710,247 

 
i) LT Amazonas 
 
The subsidiary executed agreements for the right to use the infrastructure of companies that 
ĤıïĴÉŁï ïĕïäŁĴĂä ıĤŒïĴ ŁĴÉĜĸěĂĸĸĂĤĜ ĕĂĜïĸ ĂĜ eĤĴŁÿïĴĜ /ĴÉŝĂĕ ȺɅ^¨ !ěÉŝĤĜÉĸɆȻȭ ¨ÿï ŁïĴěĸ Ĥù Łÿïĸï 
agreements are for 20 years, counted from the date on which the assets are ready to operate. 
The contracts provide for monthly payments to the electric power transmission companies, 
restated annually at the IPCA.  
 
The table below presents the future payment schedule for the agreements in force. These 
amounts represent the estimated disbursements under the agreements executed with 
distributors, and are shown at their nominal amounts. These balances differ from those shown 
in the books since, in the case of the latter, the amounts are shown at present value : 
 

   Nominal 

amount  

 Present 

value  

     

Up to December 2019  43,779  38,255 

January 2020 to December 2023  199,193  64,391 

January 2024 onwards  685,498  257,341 

  928,470  359,987 

 
The consolidated nominal value of future installments due from the subsidiary is R$ 928,470. Its 
present value is R$359,987, composed of R$313,001 of principal and R$46,986 of interest as at  
December 31, 2018, was estimated on the date on which the agreements were signed with the 
transmission companies by projecting the future payments and  discounting these at 14.44% per 
annum . Additionally, the right to use balance of LT Amazonas also includ es R$70,759 related to 
investments in property, plant and equipment made by the subsidiary and subsequently donated 
to the electric power transmission companies. These donations are already included in the 
contract signed by the parties.  
 
ii) Sale and Leaseback of Towers 
 
The subsidiary entered into two Sales Agreements with American Tower do Brasil Cessão de 
NĜùĴÉïĸŁĴņŁņĴÉĸ ^ŁëÉȭ ȺɅ!¨0ɆȻ ĂĜ eĤőïěãïĴ ȊȈȉȌ ÉĜë ZÉĜņÉĴŘ ȊȈȉȍ ùĤĴ ņı ŁĤ ȎȨȌȐȉ 
telecommunications towers then owned by TIM Celular, for an amount of approximately R$3 
billion, and a Master Lease Agreement ȺɅd^!ɆȻ ùĤĴ ıÉĴŁ Ĥù Łÿï ĸıÉäï ĤĜ Łÿïĸï ŁĤŒïĴĸ ùĤĴ É ıïĴĂĤë 
of 20 years from the date of transfer of each tower, under a sale and leaseback transaction, with 
a provision for monthly rental amounts depe nding on the type of tower ( greenfield or rooftop) . 
The sales agreements provide for the towers to be transferred in tranches to ATC, due to the 
need to meet certain conditions precedent.  



TIM PARTICIPAÇÕES S.A. AND 
TIM PARTICIPAÇÕES S.A. AND SUBSIDIARY 

 
EXPLANATORY NOTES TO THE FINANCIAL STATEMENTS -- continued  

As at  December 31 
(In thousands of Reais, except as indicated otherwise)  

 

85 
 

 
In total, 5,873 transfers of towers occurred, being 54,  336 and 5,483 in the years 2017, 2016 and 
2015, respectively. This transaction resulted in a sales amount of R$2,651,247, of which 
R$1,088,390 was booked as deferred revenue and will be amortized over the period of the 
contract ( Note 23). 
 
The discount rate used in the transaction was determined on the basis of observable market 
transactions that the Company (the lessee) would have to pay under a similar lease or loan, as 
mentioned below.  
 
The table below includes the schedule of payments of the agreement in force in  relation to the 
MLA. The amounts represent the disbursements estimated in the agreement signed with ATC, 
stated at their nominal amounts. It should be noted that these balances differ from those shown 
in the books since, in the case of the latter, the amo unts are shown at their present values:  
 
 

  Nominal 
amount  

 Present 
value  

     

Up to December 2019  178,994  146,792 

January 2020 to December 2023  810,060  330,278 

January 2024 onwards  3,484,135  1,024,625 

  4,473,189  1,501,695 

 
The consolidated nominal amount of the sum of future installments payable by the subsidiary is 
R$4,473,189. The present value is R$1,501,695, of which R$1,354,903 was principal and R$146,792 
was interest as at  December 31, 2018. The present value was estimated by projecting future 
payments discounted at the discount rates used on the transaction date, ranging from 11.01% to 
17.08% per annum, and which were determined on the basis of observable market transactio ns 
that the Company (the lessee) would have to pay under a similar lease and/or loan.  
 
iii) Substantially represented by the financial leases of new transmission towers . 

 
 
17  Regulatory credits recoverable  
 
These refer to Fistel credit amounts arising from the reduction of the client base, which may be 
offset by future changes in the base, or used to reduce future obligations, and are expected to 
be used toward settlement of  the TFF payable to Fistel annuall y in the month of March.  

 
18 Supplier s 
 
Supplier accounts payable are obligations to pay for goods or services that were purchased in the 
normal course of business. They are initially recognized at fair value and subsequently measured 
at amortized cost using the effective interest rate method. Given the short maturity terms of 
these obligations, in practice they are usually recognized at the invoice value.  
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  Parent Company   Consolidated  

  2018  2017  2018  2017 

         

  11,770  3,352  4,323,374  3,986,557 

         

Local currency  11,490  2,870  4,158,599  3,868,603 

Suppliers of materials and services (a)  11,490  2,870  4,027,092  3,649,543 

Interconnection (b)   -  -  98,060  155,114 

Roaming (c)  -  -  162  1,051 

Co-billing (d)   -  -  33,285  62,895 

         

Foreign currency  280  482  164,775  117,954 

Suppliers of materials and services (a)  280  482  137,397  80,869 

Roaming (c)  -  -  27,378  37,085 

         

Current portion   11,770  3,352  4,323,374  3,986,557 

 
(a) Represent the amounts to be paid to suppliers for acquisitions of materials and for the 
provision of services relating to tangible and intangible assets or for consumption in operations, 
maintenance and management, as provided for in the agreement between the parties.  
 
(b) This refers to the use of the networks of other landline and mobile telephone operators, with 
äÉĕĕĸ ãïĂĜú ĂĜĂŁĂÉŁïë ùĴĤě ¨NdɈĸ ĜïŁŒĤĴĒ ÉĜë ïĜëĂĜú ĤĜ Łÿï ĜïŁŒĤĴĒĸ Ĥù ĤŁÿïĴ ĤıïĴÉŁĤĴĸȭ 
 
(c) This refers to calls made by customers outside their registration area, who are therefore 
considered visitors to other operator networks.  
 
(d) This refers to calls made by a customer who has used another long -distance operator.  

 
19 Authorizations payable  
 
As at  December 31, 2018, the Company and its subsidiary had the following commitments to 
ANATEL: 
 

 Consolidated  

 2018  2017 

    

Renewal of authorizations (i)  300.253  262.513 

700 MHz frequency band cleaning, net of AVP (ii) -  141.659 

Updated ANATEL Debt (ii) 113.547  98.451 

Guarantee insurance on authorizations  Ȥ  4.077 

 413.800  506.700 

Current portion  (65.464)  (233.173) 

Non-current portion  348.336  273.527 

 
(i) In order to provide SMP services, the subsidiary obtained radio frequency authorizations for a 

fixed period, renewable for a further 15 years. The extension of the right of use includes the 
payment of 2% of the net revenue recorded in the regions cover ed by the authorization that 
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ends every two years. As at  December 31, 2018, the subsidiary had balance due related to the 
renewal of authorizations in the amount of R$300,253 (R$262,513 as at December 31, 2017). 

 
(ii) On December 05, 2014 the subsidiary signed an Authorization Instrument for the 700 MHz 

band and paid an amount equivalent to R$1,678 million, recording the remaining balance of 
R$61 million as financial liability, according to the payment method provi ded for in the call 
notice. Due to the absence of bids for some lots in the Call Notice for the 700 MHZ band, the 
subsidiary, along with other bidders, had to bear a proportion of the costs of these lots. Thus, 
the EAD was organized, with respect to which the total commitment assumed by the 
subsidiary was R$1,199 million. This amount was paid in four  installments adjusted by the IGP -
DI (Note 15.g). 

 
 As at June 30, 2015, the subsidiary filed a lawsuit challenging a surplus charge of R$61 million 

(R$150 million as at  December 31, 2018), which is still pending trial.  
 
     On February 15, 2016, the subsidiary entered into Amendments to the Authorization 

Instruments for the 700 MHz band in order to postpone the date of payment of the 2 nd 
installment of 30% to the EAD. Accordingly, on January 31, 2017, the entity received from the 
subsidiary the amount of R$859 million, corresponding to 60%, regarding the installments for 
the years 2016 and 2017. The fourth and last installment of 10% was paid to EAD on January 
31, 2018, in the amount of R$142.9 million. 

  
 
The authorizations held on a primary basis by TIM S.A. on December 31, 2018, as well as their 
maturity dates, are detailed below:  
 

 Maturity date  

Authorization instruments  

450 MHz 800 MHz, 
900 MHz 

and 
1,800 MHz 

Additional 
frequencies  
1,800 MHz 

1,900 
MHz 
and 

2,100 
MHz 
(3G) 

2,500 MHz 
V1 Band 

(4G) 

2,500 MHz 
(P** Band 

(4G) 

700 MHz 
(4G) 

Amapá, Roraima, Pará, Amazonas and 

Maranhão  

- March, 

2031* 

April, 2023 April, 

2023 

October, 

2027 

Part of AR92 

(PA) Ƚ 

February, 

2024* 

December, 

2029  

 Rio de Janeiro and Espírito Santo 
October, 

2027 

March, 

2031* 

ES - April, 

2023 

April, 

2023 

October, 

2027 

Part of AR21 

(RJ) Ƚ February, 

2024* 

December, 

2029 

Acre, Rondônia, Mato Grosso, Mato 

Grosso do Sul, Tocantins, Distrito 

Federal, Goiás, Rio Grande do Sul 

(except the municipality of Pelotas and 

region) and the municipalities of 

Londrina and Tamarana, in Paraná  

PR - 

October, 

2027 

March, 

2031* 

April, 2023 April, 

2023 

October, 

2027 

Part of AR61 

(DF) Ƚ 

February, 

2024* 

December, 

2029 

 São Paulo - 
March, 

2031* 

Countryside 

- April, 2023 

April, 

2023 

October, 

2027 
- 

December, 

2029 

Paraná (except the municipalities of 

Londrina and Tamarana)  

October, 

2027 

September, 

2022* 

April, 2023 April, 

2023 

October, 

2027 

AR 41, 

except 

Curitiba and 

Metropolitan 

Region - 

February, 

2024* 

AR41, 

Curitiba and 

Metropolitan 

December, 
2029 
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Region -July, 

2031 

 Santa Catarina  
October, 

2027 

September, 

2023* 
April, 2023 

April, 

2023 

October, 

2027 
- 

December, 
2029 

Municipality and region of Pelotas, in the 

State of Rio Grande do Sul 

- April, 2024* - April, 

2023 

October, 

2027 

- December, 
2029 

 Pernambuco - May, 2024* - 
April, 

2023 

October, 

2027 
Part of AR81-

July, 2031 

December, 
2029 

Ceará - November, 

2023* 

- April, 

2023 

October, 

2027 

- December, 
2029 

 Paraíba - 
December, 

2023* 
- 

April, 

2023 

October, 

2027 
- 

December, 
2029 

Rio Grande do Norte - December, 

2023* 

- April, 

2023 

October, 

2027 

- December, 
2029 

 Alagoas - 
December, 

2023* 
- 

April, 

2023 

October, 

2027 
- 

December, 
2029 

Piauí - March, 

2024* 

- April, 

2023 

October, 

2027 

- December, 
2029 

 Minas Gerais (except the municipalities of 

the PGO sector 3 for 3G the radio 

frequencies and others)  

- April, 2028* April, 2023 
April, 

2023 

October, 

2027 

Part of AR31 - 

February, 2030* 

December, 
2029 

 Bahia and Sergipe - 
August, 

2027* 
- 

April, 

2023 

October, 

2027 
- 

December, 
2029 

*Agreements already renewed for 15 years, and therefore TIM is not entitled to a further renewal period.  
** Only complementary areas in some specific States.  

 
 
20  Borrowing and financing  
 
These are recorded as financial liabilities measured at amortized cost, being represented by non -
derivative financial liabilities that are not usually traded before maturity.  
 
They are initially recognized at fair value, and subsequently mea sured based on the effective 
interest rate method. The appropriation of financial expenses based on the effective interest rate 
method is recorded in income, under financial expenses.  
 

Description  Currency  Charges Maturity  2018 2017 

BNDES (1) URTJLP TJLP to TJLP + 3.62%p.a. Dec/19 to Jul/22 578,312 1,945,140 

BNDES (1) UM143 SELIC + 2.52% p.a. Jul/22 489,421 1,911,383 

BNDES (PSI) (1) R$ 2.50% to 4.50% p.a. Dec/19 to Jan/21 56,804 263,972 

KFW (2) USD Libor 6M+ 1.35% p.a. Apr/19 43,420 110,937 

KFW Finnvera (2) USD Libor 6M+ 0.75% p.a. Dec/25 378,595 260,522 

Cisco Capital (3) USD 1.80% to 2.50% p.a. Nov/19 to Dec/20 116,465 198,990 

Total    1,663,017 4,690,944 

Current     (698,728) (1,351,860) 

Non-Current  
   964,289 

 
3,339,084 

 
 
Guarantees:  

(1) Guaranteed by the holding company TIM Participações and collateral of some receivables of the 
subsidiary. 

(2) Guaranteed by the holding company TIM Participações.  
(3) No guarantee . 
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The parent company TIM Participações d id not have borrowing and financing as at  December 31, 
2018. 
 
The financing arranged by the subsidiary with BNDES was raised for the purpose of expanding 
the mobile phone network. The agreements include covenants that require certain financial 
ratios to be attained, calculated semi -annually. The parent company, TIM Participações, has 
complied with these financial ratios.  
 
On December 31, 2017, the Company prepaid R$800 million of the debt to BNDES, reducing the 
debit balance of the facility. In 2018, another R$2,200 million was paid in advance. The decrease 
in the debt balance with BNDES did not change the original payment schedule of the payments 
due to the Bank, the last installment of which matures in July 2022. All prepayments made were 
intended to enable the Company effectively to manage its  indebtedness and cash. 
 
In May 2018, the Company obtained a new credit line of R$1,500,000 from BNDES to finance 
investments in property, plant and equipment (Capex) for the 2017 -2019 period. As at December 
31, 2018, the Company had not used said credit facility, which will be available for use until 
December 2019, and its disbursement is not mandatory. The cost of this credit facility is indexed 
to the variations in the Long -Term Interest Rate ( "TJLP") plus interest of 1.95% per year. 
 
In September 2018, the Company obtained the third tranche of the financing agreement in 
foreign currency to KFW Finnvera, in the amount of US$40 million (or R$167 million). In order to 
eliminate foreign exchange risk, a swap was contracted in advance to cover the whole debt 
amortization schedule.  
 
 
The table below sets forth the status of the financing and credit facilities available:  
 

Type Currency  Date of 
opening  

Term Total amount  Undrawn 
balance  

Amount used 
as at December 

31, 2018 
BNDES (1) TJLP May/18 Dec/18 1,090,000 1,090,000 - 

BNDES (2) TJLP May/18 Dec/19 20,000 20,000 - 

BNDES TJLP May/18 Dec/19 390,000 390,000 - 

Total R$     1,500,000 1,500,000 - 

 
Purpose: 
 

(1) Support for the TIM investment plan for the years 2017 to 2019 including, but not limited 
to, the acquisition  of Brazilian equipment . 

(2) Investment in social projects involving the community.  
(3) Investment solely toward the purchase of machinery and equipment, industrial  systems 

and/or other components manufactured in the country . 
 
¨ÿï NĜőïĸŁěïĜŁ ¡ņĸŁÉĂĜěïĜŁ yĴĤúĴÉě ȺɅy¡NɆȻ ùĂĜÉĜäĂĜú ĕĂĜïĸȨ ĤãŁÉĂĜïë ùĴĤě /e7;¡Ȩ ĴïùïĴ ŁĤ 
ĸıïäĂùĂä ıĴĤúĴÉěĸ Ĥù ŁÿĂĸ ĂĜĸŁĂŁņŁĂĤĜ ÉĜë ÿÉőï ĂĜŁïĴïĸŁ ĴÉŁïĸ ĕĤŒïĴ ŁÿÉĜ ŁÿĤĸï ņĸïë ĂĜ /e7;¡Ɉ 
ordinary operations. The balance as at  December 31, 2018, corresponding to the adjustment of 
the subsidy gran ted by the BNDES for all the PSI lines, was approximately R$70 million. This 
ÉěĤņĜŁ ŒÉĸ ĴïäĤĴëïë ĂĜ Ʌ7ïùïĴĴïë |ïőïĜņïɆ ņĜëïĴ the ɅFĤőïĴĜěïĜŁ ¡ņãĸĂëĂïĸɆ ȺeĤŁï ȊȋȻ ĕĂĜï 
and deferred for the useful life of the asset being financed and appropriated to income i n 
Ʌ¡ņãĸĂëŘ ĂĜäĤěïɆ ȺeĤŁï ȊȑȻȭ 
 
The subsidiary has swap transactions to protect itself fully against any devaluation of the 
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Classificado como Uso Interno 

Brazilian currency against the US Dollar in its borrowing and financing transactions. 
Nevertheless, this is not classified as hedge accounting.  
 
The long-term portions of borrowing and financing on December 31, 2018 mature as follows:  
 

  Consolidated  

2020  343,598 

2021   293,899 

2022  198,625 

2023  32,111 

2024  75,602 

2025  20,454 

  964,289 

 
 
The table below includes the schedule of nominal values of borrowing and financing estimated 
until the termination of the agreements.  
 

  Nominal Value  

   
2019  787.188 
2020   396.786 
2021  323.482 
2022  206.944 
2023  34.577 
2024  76.614 
2025  20.569 

  1.846.160 

 
Borrowing fair value  
 
In Brazil there is no consolidated long -term debt market with the characteristics of the BNDES 
facilities. In addition to the returns on long -term debt, the institutions take into account the social 
benefits of each project for which financing is granted. For the purposes of the fair value analysis, 
given the absence of a similar market and the requirement that the projects address 
governmental interests, the fair value of the borrowing is usually taken to be that shown in the 
accounting records . 
 
The amount of PSI credit lines is recorded at fair value as at the withdrawal date, and the fair 
value is calculated considering the CDI rate as at the withdrawal date.  
Another transaction contracted with extremely specific features is the financing obt ained from 
KFW Finnvera. This transaction is secured by Finnvera, a Finnish development agency. Given the 
features of this transaction, the Company believes that its fair value is equal to that shown in the 
balance sheet. 
 
Regarding the funds raised with C isco Capital and KFW, current market conditions do not indicate 
the existence of any factor that might lead to a fair value for these transactions different to that 
shown in the accounting records.  
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21  Indirect taxes, charges and contributions payable  
 

 
  Parent Company   Consolidated  

  2018  2017  2018  2017 

         

Indirect taxes, charges and contributions payable   447  370  453,941  307,793 

         
Value added tax on goods and services - ICMS  -  -  361,558  236,230 
ANATEL taxes and charges  -  -  21,320  20,431 

ISS  441  365  59,764  47,485 

Others  6  5  11,299  3,647 

         

Current portion   (447)  (370)  (451,169)  (305,266) 

Non-current portion   Ȥ  Ȥ  2,772  2,527 

 
 
22  Direct taxes, charges and contributions payable  
 
The current income tax and social contribution charges are calculated based on the tax laws 
enacted or substantially enacted up to the balance sheet date.  
 
Brazilian tax legislation allows companies to choose quarterly or monthly payments of income 
tax and social contribution. From 2016 onward, the Company chose to make monthly payment 
of income tax and social contribution.  
 

  Parent Company  Consolidated  

  2018  2017  2018  2017 

         

Direct taxes, charges and contributions 
payable  

 
47,285  218  542,213  467,574 

         

Income tax and social contribution   -  -  372,467  391,813 

PIS/COFINS  19,340  212  76,072  38,880 

Other (*)  27,945  6  93,674  36,881 
         

Current portion   (47,285)  (218)  (332,333)  (260,786) 

Non-current portion   Ȥ  Ȥ  209,880  206,788 

 
(*) Basically refers to the subsidiary joining, since 2009, the REFIS program, a federal fiscal 
program that permits the companies to pay the debts due on federal  taxes (PIS, COFINS, IR and 
CSLL) in installments, the final maturity of which will be on October 31, 2024.  
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23. Deferred revenue  
 

  Consolidated  

  2018  2017 

     

Deferred revenues   1,313,467  1,471,363 

     

Prepaid services to be provided (1)  301,621  388,301 

Government grants (2)   63,731  89,036 
Network swap (3)   11,449  20,191 
Anticipated receipts   18,626  22,627 
Deferred revenue for sale of towers (4)   897,112  951,208 
Contractual liability (Note 2.f)   20,928  - 
     

Current portion   (406,867)  (480,431) 

Non-current portion   906,600  990,932 

 
(1) This refers to the reloading of voice and data credits not yet used by customers involving 
prepaid system services, which are appropriated to income when customers actually avail 
themselves of these services. 
 
(2) Refers to the release of funds under the credit facility from the BNDES Investment 
Sustainment Program (BNDES PSI). The total sum of the subsidies granted by the BNDES through 
December 31, 2018, was R$203 million. This amount is being amortized according to  the useful 
ĕĂùï Ĥù Łÿï ÉĸĸïŁ ãïĂĜú ùĂĜÉĜäïë ÉĜë ÉııĴĤıĴĂÉŁïë ŁĤ Łÿï ɅlŁÿïĴ ĂĜäĤěï ȺïŗıïĜĸïĸȻȨ ĜïŁɆ ȺeĤŁï 
29). 
 
(3) Refers mainly to the tr ansfer of onerous contracts and reciprocal fiber optic infrastructure 
(Note 11). 
 
(4) Refers to amounts to be appropriated from sales of towers (Note 16).  

 
 
24  Provision for legal and administrative proceedings  
 
The Company and its subsidiary are parties to legal and administrative proceedings in the civil, 
labor, tax and regulatory spheres which arise in the normal course of their business.  
 
The provision is set up at an amount deemed sufficient and adequate to cover losses and risks 
considered probable, ãÉĸïë ĤĜ ÉĜ ÉĜÉĕŘĸĂĸ ãŘ Łÿï 0ĤěıÉĜŘɈĸ ĕïúÉĕ äĤĜĸņĕŁÉĜŁĸ ÉĜë ãŘ 
Management. Situations where losses are considered probable or possible are subject to 
registration and disclosure, respectively, for their adjusted amounts, and those where losses are 
considered remote are not disclosed.  
 
The updated provision set up for legal and administrative proceedings is made up as follows:  
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  Parent company   Consolidated  

  2018  2017  2018  2017 

         

Provision for legal and administrative proceedings   9,837  2,672  849,408  528,320 

         

Civil (a)  Ȥ  -  111,301  132,422 

Labor (b)  2,646  2,672  435,438  184,311 

Tax (c)  7,191  -  271,214  180,643 

Regulatory (d)  Ȥ  -  31,455  30,944 

 

The changes in the provision for legal and administrative proceedings can be summarized as 
follows:  
 

 

Dec/2017 

Additions, 

net of 

reversals  

Payments  
Monetary 

adjustment  
Dec/2018 

      

 528,320 551,191 (536,647) 306,544 849,408 

      

Civil (a) 132,422 239,705 (324,803) 63,977 111,301 

Labor (b) 184,311 225,864 (114,450) 139,713 435,438 

Tax (c) 180,643 84,990 (96,346) 101,927 271,214 

Regulatory (d) 30,944 632 (1,048) 927 31,455 

 
The Company and its subsidiary are subject to various legal and administrative proceedings filed 
against them by consumers, suppliers, service providers, consumer protection agencies and 
public finance agencies, in connection with a number of issues that arise in the regular course of 
business of the entities. The main cases are summarized below:  
 
a.  Civil proceedings 
 
a.1.  Consumer lawsuits 
 
The subsidiaries are parties to lawsuits that refer to some claims that have been filed by 
consumers at the legal and administrative levels. These claims, which amount to R$86,039 
(R$88,636 as at December 31, 2017) basically refer to alleged incorrect collections, contract 
cancellation, service quality, deficiencies and failures in equipment delivery, and unjustified 
inclusion in credit protection services.  
 
a.2.  Consumer protection agencies 
 
TIM is a party to court and administrative ĕÉŒĸņĂŁĸ ùĂĕïë ãŘ Łÿï yņãĕĂä yĴĤĸïäņŁĤĴɈĸ lùùĂäïȨ yĴĤäĤĜ 
and other consumer protection agencies arising from consumer complaints that include: (i) 
alleged failure to provide network services; (ii) challenges related to the quality of client 
assistance; (iii) alleged violation of SAC Decree; (iv) alleged violation of agreements; (v) alleged 
false advertising; and (vi) discussion of the amounts charged by the Company to its customers 
related to loyalty fines in  the case of handset theft. The amounts involved total R$5,814 (R$4,551 
as at December 31, 2017). 
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a.3.  Former trade partners 
 
TIM is a defendant in lawsuits filed by former trade partners claiming, among others, amounts 
on the basis of alleged non -compliance with agreements. The amounts involved total R$10,378 
(R$13,152 as at December 31, 2017). 
 
a.4.  Others 
 
TIM is a defendant in other non -consumer lawsuits filed by different agents to challenge, among 
others: (i) the renewal of lease agreements; (ii) share subscription; (iii) indemnities; (iv) alleged 
non-compliance with agreements; and (v) collection suits. The amounts involved total R$ 3,060 
(R$18,224 as at December 31, 2017). 
 
a.5  Social, environmental and infrastructure  
 
The subsidiaries are parties to lawsuits involving various agents chall enging several licensing 
aspects, such as environmental licensing and structure licensing (installation/operation). The 
amounts involved total R$239 (R$3,157 as at December 31, 2017). 

 
a.6 ANATEL 
 
The subsidiaries are parties to lawsuits filed against ANAT EL, challenging: (i) a debit related to 
the collection of 2% on revenue from value  Éëëïë ĸïĴőĂäïĸ ȺɅ¸!¡ɆȻ ÉĜë ĂĜŁïĴäĤĜĜïäŁĂĤĜȲ ȺĂĂȻ pro 
rata  monetary restatement applied to the price proposal established in the call notice for use of 
4G frequencies; and (iii) alleged non -compliance with service quality targets. The amounts 
involved are equivalent to R$1,270 (no provision for such cases were established as at December 
31, 2017). 
 
b. Labor proceedings 
 
Below is a summary of the key labor proceedings claims wi th a likelihood of loss considered 
probable: 
 
Refer to various labor claims filed by former employees in relation to issues such as salary 
differences, parity, payment of variable compensation/commission, legal additions, overtime and 
other provision set f orth in the period preceding the privatization process, and also claims filed 
by former employees of service providers who, taking advantage of the labor legislation currently 
in force, require the Company and/or its subsidiary to be held liable for labor obligations not 
complied with by the service providers contracted.  
 
Of the total number of 3, 948 labor claims as at  December 31, 2018 (1,845 as at December 31, 
2017) filed against the Company and its subsidiary, most of them relate to claims involving former 
ïěıĕĤŘïïĸ Ĥù ĸïĴőĂäï ıĴĤőĂëïĴĸȨ ùĤĕĕĤŒïë ãŘ äĕÉĂěĸ ùĂĕïë ãŘ Łÿï 0ĤěıÉĜŘɈĸ ĤŒĜ ïěıĕĤŘïïĸȭ ¨ÿï 
provision for these  proceedings amounts to R$ 426,570, monetarily restated (R$172,467 as at 
December 31, 2017). During the fiscal year 2018, according to the opinion  Ĥù Łÿï 0ĤěıÉĜŘɈĸ ĕïúÉĕ 
counsel, the chances of loss of certain labor claims changed from possible loss to probable loss, 
with the corresponding provision being therefore set up . 
 
A significant portion of th is provision refers to organizational restructuring procedures, of which 
we highlight the closing of the activities of the call centers, as well as proceedings ĴïĕÉŁïë ŁĤ ¨NdɈĸ 
internal sites, which led to the termination of employees. As at  December 31, 2018, the provision 
for these proceedings totaled R$ 27,981, monetarily restated (R$21,758 as at December 31, 2017). 
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c. Tax processes 
 

  12/2018  12/2017 

    

Federal taxes 82,033  33,907 

State taxes  103,546  59,403 

Municipal taxes  1,713  1,738 

TIM S.A. proceedings (purchase price allocation) 83,922  85,595 

 271,214  180,643 

 
The total provision recorded is substantially composed of the following proceedings, and the 
amounts indicated are estimated using the indices established by the federal government for 
taxes in arrears, being linked to the variations in the SELIC rate:  
 
Federal taxes  
 
The provision is substantially composed of the following pr oceedings: 
 
(i) The provision for TIM S.A. has been made for 47 cases challenging the taxes levied on CIDE, 
CPMF, CSLL and IRRF transactions, the voluntary reporting of the penalty regarding FUST 
payments and ancillary obligations. From these cases, the ma in amounts relate to court actions 
in which TIM intends to have the right not to pay the CPMF (a Federal contribution on financial 
movements) allegedly due to simultaneous purchase and sale transactions in foreign currency 
and changes to accountholders as a result of mergers, with updated provision amounts totaling 
R$9,335 (R$9,092 as at December 31, 2017), as well as the amount corresponding to the fine and 
interest on FUST contribution for the year 2009, which does not include the benefits of voluntary 
reporting, for which the amount provided and updated is R$14,060 (R$ 13,516 as at December 31, 
2017). 
 
(ii) Additionally, the Company set up in this quarter a provision for a lawsuit seeking to collect 
social security contribution withheld at a rate of 11%, to which payments made by the Company 
to other legal entities as compensation for sundry activities should have supposedly been subject. 
The amount  provisioned and  updated is R$36,685, with no corresponding figure in December 
2017. 
 
State taxes  
 
The provision is substantially composed of the following proceedings:  
 
(i) The provision for TIM S.A. covers 35 proceedings, of which the most important are: (i) the 
amounts for tax assessments questioning the usage of ICMS debits, as well as the documentation 
supporting the credits appropriated by the Company, for which the updated amount provided is 
R$42,628 (R$14,610 as at December 31, 2017), (ii) amounts allegedly not subject to taxation, 
regarding the provision of telecommunication services, for which the updat ed amount is R$4,829 
(R$4,605 as at December 31, 2017), as well as (iii) the cancellation of telecommunications services 
due to improper invoicing/subscription fraud, and alleged incorrect use of credit and duplication 
of ICMS, the updated amount of which is R$24,646, having no corresponding amount as at 
December 2017. 
 
Municipal taxes  
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These include the amounts involved in assessments questioning the withholding and payment 
of the ISS-source on services provided by third parties with no employment relation ship, as well 
as the payment of own ISS regarding co -billing services. 
 
TIM S.A PPA 
Tax proceedings arising from the acquisition of TIM S.A and included in its purchase price 
allocation process, total R$83,922 (R$85,595 as at December 31, 2017). 
 
d. Regulatory processes 
 
ANATEL has brought administrative proceedings against the Group for: (i) failure to meet certain 
quality service indicators; (ii) defaults on certain obligations assumed under the Instruments of 
Authorization; and (iii) non -compliance with the  regulations of SMP and STFC, among others. 
 
As of December 31, 2018, the amount classified as a probable risk related to Procedures to Verify 
/ĴïÉäÿïĸ Ĥù lãĕĂúÉŁĂĤĜĸ ȺɅy!7lĸɆȻȨ ÉùŁïĴ ěĤĜïŁÉĴŘ ÉëďņĸŁěïĜŁĸȨ ÉěĤņĜŁed to R$31,455 
(R$30,944 as at December 31, 2017). 
 
e. Legal and administrative processes involving possible losses  
 
Civil, labor, tax and regulatory actions have been filed against the Company and its subsidiary 
ĂĜőĤĕőĂĜú É ĴĂĸĒ Ĥù ĕĤĸĸ äĕÉĸĸĂùĂïë Éĸ ıĤĸĸĂãĕï ãŘ Łÿï 0ĤěıÉĜŘɈĸ ĕïúÉĕ ÉëőĂĸĤĴĸ ÉĜë Łÿï 
Management. No provision ha s been set up for these legal and administrative proceedings, and 
no materially adverse effects are expected on the financial statements, as shown below:  
 

 Consolidated  

 2018  2017 

    
 18,734,644  16,757,282 

    
Civil (e.1) 1,046,521  1,286,252 

Labor and social security (e.2)  523,236  763,505 

Tax (e.3) 16,530,061  14,528,617 

Regulatory (e.4) 634,826  178,908 

 
The administrative and legal proceedings assessed as possible losses and monitored by 
Management are disclosed at their updated values.  
 
The main actions where the risk of loss is classified as possible are described below:  
 
 
 
 
 
 
 
 
 
 
 
 




