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INSTRUMENT OF JUSTIFICATION AND PROTOCOL

OF MERGER

OF

TELEFÔNICA DATA S.A.

INTO

TELEFÔNICA BRASIL S.A.

By virtue of this private instrument, the undersigned parties, through their respective Officers, have agreed
between themselves to enter into this Instrument of Justification and Protocol of Merger (the "Protocol"), in
accordance with articles 224, 225, 226, and 227 of Law No. 6,404, of December 15, 1976, as amended
(the “Brazilian Corporations Law"), in compliance with the applicable provisions of Instruction No. 565, of
June 15, 2015, issued by the Brazilian Securities and Exchange Commission (the “CVM”):

(a)        TELEFÔNICA BRASIL S.A., a publicly-held company, headquartered in the City of São Paulo,
State of São Paulo, at Avenida Eng. Luiz Carlos Berrini, 1376, registered with the National Register of
Corporate Taxpayers of the Ministry of Finance (“CNPJ/MF”) under No. 02.558.157/0001 -62, herein
represented in accordance with its Bylaws ("Telefônica" or the “Merging Company"); and

(b)       TELEFÔNICA DATA S.A., a privately-held corporation, headquartered in the City of Barueri, State
of São Paulo, headquartered at Avenida Tamboré, 341 - Part, Bairro Alphaville, CEP 06460-000, enrolled
in the CNPJ/MF under No. 04.027.547/0036-61, herein represented in accordance with its Bylaws
("TDATA" or the “Merged Company");
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Telefônica and TDATA shall be referred to together as the "Parties" or the "Companies".

1.        JUSTIFICATION.

Whereas TDATA is a wholly-owned subsidiary of Telefônica;
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WHEREAS TDATA's main corporate purpose is the exploration of value-added services, including, without
limitation, the provision of audio, video, image, and text content, applications and the like, and the
exploration of integrated solutions;

WHEREAS, the activities carried out by TDATA are complementary to the corporate purpose of Telefônica,
the operator of telecommunications services and which also carries out activities necessary or useful for
the execution of these services, in accordance with the concessions, authorizations, and permissions
granted thereto, since TDATA carries out additional and complementary activities to those carried out by its
parent company and which add new utilities to the telecommunications service; and

WHEREAS, because of the complementarity of the Parties' corporate purposes, the consolidation of the
activities currently carried out by each of them into a single company is operationally feasible and beneficial
for minimizing costs and simplifying processes;

The Parties understand that the merger of TDATA into Telefônica under the terms and conditions of this
Protocol is justified, since, in addition to standardization of the provision of services, it aims to simplify
Telefônica's current organizational and corporate structure.

2.         SHARE CAPITAL OF TELEFÔNICA AND TDATA

2.1.      Telefônica's Share Capital: Telefônica's current subscribed and paid-in capital is sixty-three
billion, five hundred and seventy-one million, four hundred and fifteen thousand, eight hundred and
sixty-five Brazilian Reais and nine cents (R$ 63,571,415,865.09), represented by one billion, six hundred
and ninety million, nine hundred and eighty-four thousand, nine hundred and twenty-three (1,690,984,923)
registered book-entry shares with no par value, of which five hundred and seventy-one million, six hundred
and forty-four thousand two hundred and seventeen (571,644,217) are common shares and one billion, one
hundred and nineteen million, three hundred and forty thousand, seven hundred and six (1,119,340,706)
are preferred shares.

2.2.      TDATA’s Share capital: TDATA's current subscribed and paid-in capital is five hundred and
seventy-eight million, one hundred and fourteen thousand, two hundred and fifty-nine Brazilian Reais and
fifty-two cents (R$ 578,114,259.52), divided into two billion, seven hundred and four million, one hundred
and twenty-two thousand, five hundred and sixty-four (2,704,122,564) common shares, all registered and
without par value.
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3.         MERGER, VALUATION, AND SHAREHOLDERS’ EQUITY.

TEXT_SP - 15178823v3 2523.1032
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3.1.      Merger: The merger is subject to approval at the Extraordinary General Meetings of TDATA and
Telefônica (see item 5.1, below), to be timely convened in order for them to be held on November 30, 2018.
If approved on the date scheduled for the holding of the meetings, the merger shall produce operational
effects for the companies involved as of December 1, 2018.

3.2.      Base-Date and Valuation: With the merger, TDATA's shareholders' equity shall be fully absorbed
by Telefônica. TDATA's shareholders' equity to be merged into Telefônica was valuated based on its book
value, on the base-date of September 30, 2018 (the “Base-Date"), in accordance with accounting practices
adopted in Brazil (the "Appraisal Report"). The Appraisal Report, in accordance with the provisions of
article 227 of the Brazilian Corporations Law, was prepared by the independent valuation firm BDO RCS
Auditores Independentes S.S., enrolled in the CNPJ/MF under No. 54.276.936/0001-79, ad referendum of
the shareholders of the Parties to this Protocol, and is attached hereto as Exhibit A.

3.3.      Equity Variations: Pursuant to article 224, III, of the Brazilian Corporations Law, the variations in
equity that occurred in TDATA between the Base-Date and the effective date of the merger shall be
absorbed by Telefônica.

3.4.      Shareholders’ Equity: Considering the Appraisal Report, the total value of TDATA's shareholders'
equity on the Base-Date, measured at its book value on the Base-Date and which will be merged into
Telefônica, amounts to one billion, six hundred and ninety-one million, four hundred and thirty-five
thousand, six hundred and twenty-five Brazilian Reais and forty-seven cents (R$ 1,691,435,625.47).

3.5.      Extinguishment of TDATA: With the merger and consequent reversion of all equity to Telefônica,
TDATA shall be extinguished pursuant to article 227 of the Brazilian Corporations Law, the shares issued
by it shall be canceled, according to item 4.2 below, and Telefônica's officers and directors are responsible
for the filing and publication of the acts of the transaction and adjustment of the relevant books and records.

4.         CAPITAL OF THE MERGING COMPANY, SUBSTITUTION OF SHARES, VOTING AND EQUITY
RIGHTS.

4.1.      Capital of the Merging Company: As a consequence of the merger, as described above, there
shall be no capital increase of the Merging Company nor alteration of the shareholding of its shareholders,
since Telefônica has already recorded in its shareholders' equity the value of all TDATA shares.

TEXT_SP - 15178823v3 2523.1032
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4.2.      Treatment of the Shares of the Merged Company: Considering that TDATA is a wholly-owned
subsidiary of Telefônica (there being no minority shareholders in TDATA), as a result of the merger, shares
issued by TDATA shall be canceled and extinguished, pursuant to article 226, paragraph 1 of the Brazilian
Corporations Law

4.3.      Absence of substitution and valuation of shareholders' equity at market prices for purposes
of article 264 of the Brazilian Corporations Law: Given that TDATA is a wholly-owned subsidiary of
Telefônica, there is no substitution ratio of minority shares of the Merged Company with shares of the
Merging Company. Pursuant to the provisions of CVM Resolution No. 559/08 and in accordance with the
opinion of the Department of Corporate Relations - SEP, there is no justification for the "preparation of an
appraisal report based on the net equity value of the shares of the parent company and the subsidiary,
valuating the two assets according to the same criteria and on the same date, at market prices,” provided for
in article 264 of the Brazilian Corporations Law and article 8 of CVM Instruction No. 565/15.

5.         OTHER CONDITIONS APPLICABLE TO THE MERGER.

5.1.      Corporate Acts: Extraordinary General Meetings of TDATA and Telefônica shall be held for
deliberation and resolution regarding the merger, especially for: (a) approval of this Protocol; (b) ratification
of the appointment of the independent valuation firm; (c) approval of the Appraisal Report; (d) approval of
the merger; (e) complementing Telefônica's corporate purpose in order to detail the activities currently
carried out by TDATA and indirectly by Telefônica itself; and (f) authorization for the management of
TDATA and of Telefônica to perform all acts necessary for its implementation.

5.2.      No Right of Withdrawal: If the merger is approved, the activities carried out by TDATA,
complementary to the activities carried out by Telefônica, should be added to the corporate purpose of the
Merging Company, by means of an amendment to its Bylaws to be resolved on in the same act. Due to the
complementary and ancillary nature of the activities to be included in the corporate purpose of the Merging
Company, the merger shall not entail any change in its business or corporate purpose. In addition, as these
activities have been exercised by TDATA, a wholly-owned subsidiary of Telefônica, such activities are
already indirectly performed by the Merging Company. Therefore, there will be no effective change in
Telefônica's corporate purpose, and thus nothing to be said of a right of withdrawal for the merging
company’s shareholders, which are dealt with in articles 136, items IV and VI, and 137 of the Brazilian
Corporations Law.

TEXT_SP - 15178823v3 2523.1032
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5.3. Succession: The Merging Company shall succeed TDATA in its rights and obligations, being liable
for TDATA's obligations under the provisions of articles 227 and 232 of the Brazilian Corporations Law

5.4.      Authorization: The Officers of the Merging Company and of the Merged Company are responsible
for and authorized to take the measures necessary for implementation of the terms and conditions agreed
upon in this Protocol, in accordance with the applicable legislation.

5.5.      Jurisdiction: The parties elect the Courts of the City of São Paulo, State of São Paulo, to resolve
any controversies arising out of this Protocol.

In witness whereof, the Parties have executed this instrument in eight (8) counterparts of equal content and
for one sole effect, together with two witnesses.

São Paulo, October 30, 2018.

Telefônica Brasil S.A.

_____________________________

Eduardo Navarro de Carvalho

_____________________________

Breno Rodrigo Pacheco de Oliveira

Telefônica Data S.A.

_____________________________

David Melcon Sanchez-Friera

_____________________________

Breno Rodrigo Pacheco de Oliveira
Witnesses:
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1. ______________________________                   

Name:

RG:

2. _______________________________

Name:

RG:
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Exhibit A

Appraisal Report

TELEFÔNICA DATA S.A.

Appraisal Report of the Shareholders' Equity,
determined through the Accounting Books

September 30, 2018
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TELEFÔNICA DATA S.A.

Appraisal Report of the Shareholders' Equity,
determined through the Accounting Books

Content
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Appraisal report of the shareholders' equity,
determined through the Accounting Books

Exhibit I - balance sheet prepared as of September 30, 2018
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Exhibit II - Management's explanatory notes on the accounting practices adopted
for the balance sheet

2

Edgar Filing: TELEFONICA BRASIL S.A. - Form 6-K

18



Tel.: +55 11 3848 5880                            Rua Major Quedinho
90

Fax: + 55 11 3045 7363                            Consolação – São
Paulo, SP - Brasil

www.bdobrazil.com.br 01050-030

APPRAISAL REPORT OF THE SHAREHOLDERS'
EQUITY, CALCULATED THROUGH THE
ACCOUNTING BOOKS

To the

Shareholders, Officers, and Directors of

Telefônica Data S.A.

São Paulo - SP

BDO RCS Auditores Independentes S.S., a company established in the capital of the State
of São Paulo at Rua Major Quedinho, 90, registered in the National Register of Corporate
Taxpayers of the Ministry of Finance (CNPJ) under No. 54.276.936/0001-79, originally
registered with the Regional Accounting Board (CRC) of the State of São Paulo under No. 2 SP
013846/O-1, with responsible technical officer Francisco de Paula dos Reis Júnior, bearer of
Identity Card RG No. 9.448.100, enrolled in the Individual Taxpayers' Register of the Ministry
of Finance (CPF) under
No. 007.190.878-13, registered with the CRC under No. 1 SP 139268/O-6, resident and
domiciled in São Paulo - SP, with an office at the same address as the company represented,
appointed by the Management of Telefônica Data S.A. (the "Company") to carry out an
appraisal of the shareholders' equity on September 30, 2018, in accordance with the
accounting practices adopted in Brazil, hereby presents the result of its work as follows:
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1. Purpose of the appraisal

The appraisal of the shareholders’ equity on September 30, 2018, of Telefônica Data S.A.
has the sole purpose of recording the valuation, per the amount of shareholders' equity
calculated by means of the accounting books of the Company, for the purpose of full merger
into its parent company Telefônica Brasil S.A.

The Merger aims to simplify the corporate structure of Telefônica Brasil S.A. and the
concentration of the Company's rendering of services as part of a continuous process of
simplification and promotion of an environment of convergence of Telefônica Brasil S.A.'s
relationship with its customers.

2. Management's Responsibility for the accounting information

The Company's management is responsible for the bookkeeping and preparation of financial
statements in accordance with accounting practices adopted in Brazil, as well as its relevant
internal control determined as necessary to enable the preparation of such financial
statements free of material misstatement, whether due to fraud or error. A summary of the
main accounting practices adopted by the Company is described in Exhibit II, at the end of
this report.

3.    Scope of work and responsibility of the independent auditors

Our responsibility is to express a conclusion regarding the book value of Telefônica Data
S.A.'s shareholders' equity as of September 30, 2018, based on the work carried out in
accordance with Technical Communiqué CTA 20 (R1) approved by the Federal Accounting
Board (CFC) which governs the application of audit examination procedures in the Company's
balance sheet. Thus, we have conducted an examination of the balance sheet of the Company
in accordance with Brazilian and international auditing standards, which require compliance
by the auditor with ethical requirements and that the audit be planned and performed in order
to obtain reasonable assurance that the net assets established for the development of our
appraisal report is free of relevant distortions.

3
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An audit involves performing procedures selected in order to obtain audit evidence regarding
the values recorded. The procedures selected depend on the auditor’s judgment, including an
assessment of risks of material misstatement in the financial statements, whether due to
fraud or error. In this risk assessment, the auditor considers internal control relevant to the
preparation of the Company's balance sheet 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 internal controls of the Company. An audit also includes evaluating the
appropriateness of the accounting policies used and the reasonableness of accounting
estimates made by Management. We believe that the audit evidence we have obtained is
sufficient and appropriate to substantiate our conclusion.

4. Conclusion

Based on the work carried out, we conclude that the shareholders' equity is
R$ 1,691,435,625.47, according to the balance sheet as of September 30, 2018, recorded in
the accounting books and summarized in Exhibit I, at the end of this report, and represents, in
all material respects, the shareholders' equity of Telefónica Data S.A., appraised in
accordance with accounting practices adopted in Brazil.

São Paulo, October 17, 2018.

BDO RCS Auditores Independentes SS
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CRC 2 SP 013846/O-1

Francisco de Paula dos Reis
Júnior    

Counter CRC 1 SP 139268/O-6
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TELEFÔNICA DATA S.A.

Exhibit II

Appraisal report calculated through Accounting Books

Management’s Explanatory Notes regarding the accounting practices adopted for
the preparation of the balance sheet

September 30, 2018

(in Brazilian Reais)

1. The Company and its operations

a) General information

Telefônica Data S.A. (the "Company" or "TData"), is headquartered at Av. Tamboré, 341, part,
in the City of Barueri, State of São Paulo, was incorporated on August 3, 2000, in the form of a
closely-held Corporation, as a wholly-owned subsidiary of Telefônica Brasil S.A. ("Telefônica
Brasil").

TData has as its corporate purpose: (I) The exploration of value-added services, including,
without limitation, the provision of audio, video, image, and text content, applications and the
like; (II) The exploration of integrated solutions, management, and provision of services
related to: (a) data centers, including hosting and colocation; (b) storage, processing, and
management of data, information, texts, images, videos, applications, and information
systems and the like; (c) information technology; (d) information and communication security;
(e) telecommunications; and (f) electronic security systems related to theft, intrusion, fire,
and others; (III) Licensing and sub-licensing of software of any nature; (IV) The management
and rendering of technical maintenance, assistance, and support services in computer science
and equipment related to the Company's activities; (V) Provision of consulting services related
to the Company's activities; (VI) The provision and operation of telecommunications services;
(VII) Commercialization and leasing of equipment and materials necessary or useful for the
exploration of its activities, including precision, measurement, and electronic sensor
equipment; (VIII) Preparation, implementation, and installation of projects related to the
Company's activities; (IX) Management and rendering of engineering and construction
services and execution of related construction works necessary for the execution of projects
related to the Company's activities; (X) Provision of monitoring services related to the
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Company's activities; and (XI) The provision of business intermediation services in general. In
the pursuit of its corporate purpose, the Company may incorporate assets and rights of third
parties into its assets, as well as: I - participate in the capital of other companies; II - create
companies and/or subsidiaries for the execution of activities included in its purpose and that
as a recommendation are decentralized; III - promote the importation of goods and services
necessary for the execution of activities included in its purpose; and IV - enter into contracts
and agreements with other companies that explore telecommunications services or any
persons or entities, with the purpose of ensuring the operation of the services, without
prejudice to its assignments and responsibilities.

6
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TELEFÔNICA DATA S.A.

Exhibit II

Appraisal report calculated through Accounting Books

Management’s Explanatory Notes regarding the accounting practices adopted for
the preparation of the balance sheet

September 30, 2018

(in Brazilian Reais)

2. Basis for preparation and presentation of the balance sheet

The balance sheet as of September 30, 2018, is being presented for the purpose of evaluating
the shareholders’ equity on September 30, 2018, of Telefônica Data S.A. and has the sole
purpose of recording its valuation, per the amount of shareholders' equity ascertained
through the Company’s Accounting Books for the purpose of its total merger into its parent
company - Telefônica Brasil S.A.

The balance sheet was prepared in accordance with the accounting practices adopted in
Brazil, which include Pronouncements, Interpretations, and Guidelines issued by the
Accounting Pronouncements Committee (CPC), which were approved by the Federal
Accounting Board (CFC).

The Company's balance sheet has been prepared and is presented in Brazilian Reais, which is
the functional currency. The functional currency was determined based on the primary
economic environment of its operations.

An asset or liability is recorded as current if settlement is expected to occur within the
12-month period following the base date of the balance sheet, otherwise it will be recorded as
non-current.
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3. Summary of significant accounting practices

a) Cash and cash equivalents

They are held for the purpose of meeting short-term cash commitments, and not for
investment or other purposes. The Company considers cash equivalents to be a financial
investment with immediate liquidity, subject to an insignificant risk of change in value.
Short-term investments qualify as cash equivalents when redeemable within 90 days of the
date of investment.

b) Accounts receivable

They are valued at the value of the services rendered in accordance with the conditions
agreed upon, net of estimated losses for impairment. It includes services rendered to
customers that have not yet been billed by the balance sheet date. The estimated losses for
impairment are recorded at an amount sufficient to cover possible losses and consider mainly
expected delinquency.

7
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TELEFÔNICA DATA S.A.

Exhibit II

Appraisal report calculated through Accounting Books

Management’s Explanatory Notes regarding the accounting practices adopted for
the preparation of the balance sheet

September 30, 2018

(in Brazilian Reais)

c) Inventories

They are valued and stated at average acquisition cost or net realizable value, whichever is
less. It comprises materials intended for consumption, maintenance, or resale. The net
realizable amount corresponds to the selling price in the normal course of business, less
estimated costs required to realize the sale.

The estimated losses for reduction to realizable value are established for the materials and
equipment considered obsolete or whose quantities are higher than those usually marketed
and sold by the Company in a reasonable period of time.

d) Prepaid expenses

They are shown by the amounts actually disbursed related to services purchased and not yet
incurred. Prepaid expenses are appropriated to income insofar as the related services are
provided and the economic benefits are realized.

e) Investments
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Equity interest in subsidiaries is accounted for using the equity accounting method.

Based on the equity accounting method, the investment is accounted for in the balance sheet
at cost, plus variations after acquisition of the equity interest. The income statement reflects
the portion of the income from the subsidiaries’ operations.

When a change is directly recognized in the subsidiaries’ equity, the Company recognizes its
share in the changes occurring and will disclose that fact, when applicable, in the statement
of changes in shareholders' equity and in the comprehensive income statement.

The financial statements of the subsidiaries are prepared for the same period as for the
Company's disclosure. When necessary, adjustments are made so that the accounting policies
are in accordance with those adopted by the Company.

8
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TELEFÔNICA DATA S.A.

Exhibit II

Appraisal report calculated through Accounting Books

Management’s Explanatory Notes regarding the accounting practices adopted for
the preparation of the balance sheet

September 30, 2018

(in Brazilian Reais)

After applying the equity accounting method, the Company determines whether it is
necessary to recognize an impairment loss on these investments. The Company determines
annually whether there is objective evidence that the investment suffered a loss due to
impairment. If so, the Company calculates the amount of the impairment loss as the
difference between the recoverable amount and the carrying amount and recognizes that
amount in the income statement.

When there is a loss of significant influence over the subsidiaries, the Company evaluates and
recognizes the investment at fair value at this time. Any difference between the book value of
invested companies at the time of loss of significant influence and the fair value of the
remaining investment and income from the sale will be recognized in profit or loss.

f) Fixed assets

It is stated at cost of acquisition and/or construction, net of depreciation and provision for
accumulated impairment, if applicable. Said cost includes the costs of long-term construction
project loans when recognition criteria are met.

The costs of the asset are capitalized until it is in the conditions foreseen for its entry into
operation. Expenses subsequent to the entry of the asset into operation and that do not
improve the functionality or increase the useful life of the asset are recognized immediately in
income, on an accrual basis. When significant parts of real property, plant, and equipment are
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replaced, these parts are recognized as an individual asset with a specific useful life and
depreciation. Likewise, expenses that represent improvements in assets (increase in installed
capacity or useful life) are capitalized. All other costs of repairs and maintenance are
recognized in the income statement, when incurred.

The present value of the estimated costs to be incurred in the disassembly of fixed assets
(equipment at rented properties) is capitalized in the cost of the corresponding asset against
the provision for dismantling of assets and depreciated over the useful life of the equipment,
which is not greater than the term of the lease.
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TELEFÔNICA DATA S.A.

Exhibit II

Appraisal report calculated through Accounting Books

Management’s Explanatory Notes regarding the accounting practices adopted for
the preparation of the balance sheet

September 30, 2018

(in Brazilian Reais)

Depreciation is calculated on a straight-line basis over the useful life of the asset, at rates that
consider the estimated useful lives of the assets based on technical studies. The residual
value and useful life of the assets and depreciation methods are reviewed annually, and
adjusted prospectively, when applicable.

An item of property, plant, and equipment is written off when sold or when no future
economic benefit is expected from its use or sale. Any gain or loss resulting from write-off of
the asset (calculated as the difference between the net sale value and the residual value of
the asset) is recognized in the income statement for the period in which the asset is written
off.

g) Intangibles

Intangible assets acquired separately are measured at cost at the time of their initial
recognition. The cost of intangible assets acquired in a business combination corresponds to
the fair value on the acquisition date.

After initial recognition, intangible assets are stated at cost of acquisition and/or formation,
net of amortization and provision for accumulated impairment, if applicable. Intangible assets
generated internally, excluding development costs, are not capitalized, and the expense is
reflected in the income statement in the period in which it is incurred.
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The useful life of an intangible asset is evaluated as definite or indefinite.

The Company has only intangible assets with a definite useful life, which are amortized over
the useful life of the asset per the straight-line method and evaluated in relation to the
impairment loss whenever there is evidence of loss in economic value of the asset. The
amortization period and method for an intangible asset with a definite useful life are reviewed
annually.

Changes in the estimated useful life or expected consumption of the future economic benefits
of these assets are accounted for by changes in the amortization period or method, as the
case may be, and are treated as changes in accounting estimates. The amortization of
intangible assets with defined useful lives is recognized in the income statement in the
category cost/expense consistent with the use of the intangible asset.
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Gains and losses resulting from the write-off of an intangible asset are measured as the
difference between the net realizable value of the asset and the book value of the asset and
are recognized in the income statement in the period in which the asset is written off.

h) Leases

The characterization of a lease agreement is based on substantive aspects related to the use
of a specific asset or assets or, also, the right to use a certain asset, at the date of its
execution.

The Company has financial lease agreements as a leasing company, relating to leasing of IT
equipment (Soluciona IT), for which it recognizes on the date of installation revenue from the
present value of the contract installments in consideration for accounts receivable, classified
as commercial lease property in the condition of lessor.

The difference between the nominal value of the installments and the accounts receivables
recorded is recognized as financial income based on the effective interest rate method in
accordance with the duration of the agreement.
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The Company has operational leasing contracts, in which the lessor does not transfer a
significant portion of the risks and benefits, and their effects are recognized in the income
statement for the period over the term of the contract.

i) Analysis of recoverability of non-financial assets

The Company annually reviews the net book value of the assets for the purpose of evaluating
events or changes in economic, operational, or technological circumstances that may call for
deterioration or impairment. If such evidence is identified and the net book value exceeds the
recoverable value, a provision for impairment is recorded, thus adjusting the net book value
to the recoverable value.

The net sale value is determined, whenever possible, based on a firm sale agreement in a
transaction on a commutative basis, between informed and interested parties, adjusted by
expenses attributable to the sale of the asset, or, when there is no firm sales contract, based
on the market price of an active market, or the price of the most recent transaction with
similar assets.

11
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Losses from continuing operations are recognized in the income statement in expense
accounts compatible with the function of the assets.

An asset valuation is performed annually in order to identify whether there is any indication
that previously recognized impairment losses may no longer exist or may have decreased.

A previously recognized impairment loss is written off only if there has been a change in the
assumptions used to determine the recoverable amount of the asset from when the last
impairment loss was recognized.

The write-off is limited so that the book value of the asset does not exceed its recoverable
value or the book value that would have been determined, net of depreciation, if no
impairment loss had been recognized for the asset in previous years. This write-off is
recognized in the income statement, if applicable.

Value-in-use valuation: the main assumptions used to estimate value-in-use are: (i) revenues
(projected considering growth in the customer base, evolution of market revenues versus
GDP, and the Company's participation in this market); (ii) variable costs and expenses
(projected according to customer base dynamics, and fixed costs are projected in line with the
Company's historical performance, as well as historical growth in revenues); and (iii) capital
investments (estimated considering the technological infrastructure necessary to enable the
provision of services).
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The key assumptions are based on the Company's historical performance and on reasonable
macroeconomic assumptions based on financial market projections, documented and
approved by the Company's Management.

The tests for the recovery of the Company's property, plant, and equipment and intangible
assets did not result in the need to recognize losses for the period ended September 30,
2018, since the recoverable amount exceeds its net book value on the valuation date.
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j) Financial instruments

Financial assets and liabilities must initially be measured at fair value. The criteria for
determining the fair value of financial assets and liabilities were (i) the price quoted in an
active market or, in the absence thereof, and (ii) the use of valuation techniques to estimate
the fair value on the transaction date, taking into consideration the value that would be
negotiated between independent parties, knowledgeable about the transaction and interested
in carrying it out.

The subsequent measurement of financial assets and liabilities follows the fair value method
or the amortized cost method, according to the category. The amortized cost corresponds to:
(i) the amount initially recognized for the financial asset or financial liability; (ii) less principal
amortization; and (iii) plus/minus accrued by the effective interest rate method.

The effects of the subsequent measurement of financial assets and liabilities are allocated
directly to income for the period.

Long-term assets and liabilities with characteristics of financial instruments are initially
recorded at their present value.
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k) Measurement of fair value

Annually, the Company measures financial instruments and non-financial assets at fair value.

Fair value is the price that would be received from the sale of an asset or paid for the transfer
of a liability in a non-forced transaction between market players on the measurement date.
The measurement of fair value is based on the assumption that the transaction to sell the
asset or transfer the liability will occur (i) in the primary market for that asset or liability; or (ii)
in the absence of a primary market, in the most advantageous market for the asset or liability.

The main or most advantageous market must be accessible to the Company.

The fair value of an asset or liability is measured based on the assumptions that market
players would use when defining the price of an asset or liability, assuming that market
players act in their best economic interest.
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Measurement of the fair value of a non-financial asset takes into account the ability of a
market player to generate economic benefits through optimal use of the asset or by selling it
to another market player who would also use the asset in an ideal manner.

The Company uses valuation techniques appropriate in the circumstances and for which there
is sufficient data to measure fair value, maximizing the use of relevant information available
and minimizing the use of information not available.

Annually, for assets and liabilities recognized in the financial statements on a recurring basis,
the Company determines if there were transfers between levels of the hierarchy, reassessing
the categorization (based on the lowest and most significant information for measuring the
fair value as a whole).

For purposes of disclosures of fair value, the Company determined asset and liability classes
based on the nature, characteristics, and risks of the asset or liability and the level of the fair
value hierarchy, as described above.

During the period ended September 30, 2018, there were no transfers between Level 3 fair
value evaluations and Levels 1 and 2.
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l) Provisions

l.1)  General

Provisions are recognized when there is a present obligation (whether legal or non-formalized)
as a consequence of a past event, that it is probable that an outflow of funds involving
economic benefits will be required to settle the obligation and a reasonable estimate of the
amount of that obligation may be made. Provisions are adjusted up to the date of the period
end by the probable amount of the loss, observing the nature of each contingency.

Provisions for lawsuits are presented at their gross amount, without considering the
corresponding judicial deposits and are classified as civil, labor, or tax.

Judicial deposits are classified as assets, since there are no conditions required to present
them as net with the provision.

14

Edgar Filing: TELEFONICA BRASIL S.A. - Form 6-K

APPRAISAL REPORT OF THE SHAREHOLDERS' EQUITY, CALCULATED THROUGH THE ACCOUNTING BOOKS42



TELEFÔNICA DATA S.A.

Exhibit II

Appraisal report calculated through Accounting Books

Management’s Explanatory Notes regarding the accounting practices adopted for
the preparation of the balance sheet

September 30, 2018

(in Brazilian Reais)

l.2) Provisions for civil, labor, and tax lawsuits

The Company is a party to administrative, labor, tax, civil, and regulatory suits, and an
accounting provision was recorded for claims whose likelihood of loss was classified as
probable. The evaluation of probability of loss includes assessing the available evidence, the
hierarchy of laws, available precedents, recent court decisions and their relevance in the legal
system, as well as the opinion of external legal counsel. Provisions are reviewed and adjusted
to take into account changes in circumstances, such as applicable limitation period, findings
of tax inspections, or additional exposures identified on the basis of new matters or court
decisions.

l.3) Provision for devaluation of assets

They refer to the costs to be incurred due to the need to return the sites (locations intended
for installations of equipment on rented properties) to the owners under the same conditions
they were in when the initial rental agreement was signed.

These costs are accrued based on the present value of expected costs to settle the obligation
using estimated cash flows and are recognized as part of the cost of the corresponding asset.
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Cash flows are discounted at a pre-tax rate that reflects the specific risks inherent in the
obligation of retirement of the asset. The financial effect of the discount is recorded in
expenses as incurred and recognized in the income statement as a financial cost. The
estimated future costs of deactivation of assets are reviewed annually and adjusted, as the
case may be. Changes in estimated future costs or the discount rate applied are either added
to or deducted from the cost of the asset.

m) Taxes

m.1) Current taxes

Current tax assets and liabilities of the last fiscal year and prior fiscal years are measured at
the amount expected to be recovered or paid to the tax authorities. The tax rates and
legislation used in calculating the aforementioned amounts are those that are in force or
substantially in force on the date of the end of the period. In the balance sheet, current taxes
are presented net of amounts collected in advance over the fiscal year.
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Current income and social contribution taxes related to items recognized directly in
shareholders' equity are recognized in shareholders' equity. Management periodically
evaluates the tax position taken in situations in which tax regulations require an
interpretation and establishes provisions when appropriate.

m.2) Deferred taxes

The amount of deferred taxes is generated based on temporary differences on the period end
date, between the tax bases of assets and liabilities and their book value.

Deferred tax assets are recognized for all deductible temporary differences, unused tax
credits, and losses, to the extent that it is probable that the taxable income is available for
deductible temporary differences, and unused tax credits and losses may not be used, except:
(i) when the deferred tax asset related to the deductible temporary difference is generated
upon the initial recognition of the asset or liability in a transaction that is not a business
combination and, on the date of the transaction, does not affect the accounting profit or tax
profit or loss; and (ii) in the deductible temporary differences associated with investments in
subsidiaries, deferred tax assets are recognized only to the extent that it is probable that the
temporary differences will be reversed in the near future and the taxable income will be
available for the temporary differences to be utilized.
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The book value of deferred tax assets is reviewed at each period end date and written off to
the extent that it is no longer probable that taxable income will be available in order to allow
all or part of the deferred tax asset to be used. Deferred tax assets written off are reviewed at
each period end date and are recognized to the extent that it becomes probable that future
taxable income will allow deferred tax assets to be recovered.

Deferred tax liabilities are recognized for all temporary tax differences except: (i) when the
deferred tax liability arises from the initial recognition of goodwill or an asset or liability in a
transaction that is not a business combination and, on the date of the transaction, does not
affect the accounting profit or the tax profit or loss; and (ii) on temporary tax differences
related to investments in subsidiaries, where the period of write-off of temporary differences
may be controlled and it is probable that temporary differences will not be written off in the
near future.
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Deferred tax assets and liabilities are measured at the rate of tax that is expected to be
applicable in the year in which the asset will be realized or the liability settled, based on the
rates provided for in the tax legislation and that were enacted on the date of the period end.

Deferred tax assets and liabilities are not discounted to present value and are classified in the
balance sheet as noncurrent, regardless of their expected realization.

The tax effects of items directly recorded in shareholders' equity are also recognized in
shareholders' equity. Deferred tax items are recognized according to the transaction that
originated the deferred tax, in comprehensive income, or directly in shareholders' equity.

Assets and liabilities’ deferred tax are presented net if there is a legal or contractual right to
offset tax assets against tax liabilities and the taxes deferred are related to the same taxable
entity and subject to the same tax authority.

n) Pension plans and other post-employment benefits

The Company sponsors individual retirement plans for active and retired employees.
Contributions are determined on an actuarial basis and are recorded on an accrual basis.
Annually, benefit plans are evaluated actuarially to verify that contribution rates are sufficient
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to create the necessary reserve for both current and future commitments.

The actuarial liabilities of plans with defined benefit characteristics were calculated using the
projected unit credit method. Actuarial gains and losses are recognized immediately in
shareholders' equity (in other comprehensive income).

For plans with defined contribution characteristics, the obligation is limited to the payment of
contributions, which are recognized in the income statement in the respective accrual periods.
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The assets or liabilities of the defined benefit plan to be recognized in the financial statements
correspond to the present value of the defined benefit obligation (using a discount rate based
on long-term bonds of the Federal Government - NTNs), less the fair value of plan assets that
will be used to settle the obligations. Plan assets are assets held by a Closed Supplementary
Pension Entity. Plan assets are not available to creditors of the Company and cannot be
directly paid to the Company. The fair value is based on information about market price and in
the case of listed securities, the published purchase price. The value of any recognized
defined benefit asset is limited to the present value of any available economic benefit in the
form of a reduction in future employer contribution to the plan.

With the adoption of CPC 33 (Revised) on January 1, 2013, the actuarial costs recognized in
the income statement are limited to the cost of service and cost of interest on the defined
benefit plan obligation. Any change in the measurement of the assets and liabilities of the
plans is initially recognized in other comprehensive income and is immediately reclassified
permanently to the income statement.

o) Employee profit sharing

The Company has obligations arising from employment contracts with its employees and
recognizes these provisions during the period. Provisions are recorded so as to recognize the
expense related to employees' profit sharing.
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These provisions are calculated based on qualitative and quantitative targets defined by
Management and accounted for in specific accounts according to position in the groups Costs
of Services Rendered, Selling Expenses, and General and Administrative Expenses.

p) Other assets and liabilities

An asset is recognized in the balance sheet when it is probable that future economic benefits
will flow to the Company and its cost may be measured reliably.

A liability is recognized in the balance sheet when the Company has a legal or constructive
obligation as a result of a past event and it is probable that economic funds will be required in
order to settle it.
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Assets and liabilities are presented in the balance sheet based on the classification as current
or non-current.

An asset is classified as current when: (i) it is expected to be realized or if it is intended to be
sold or consumed in the normal operating cycle; (ii) it is held mainly for trading; (iii) it is
expected to be carried out within 12 months after the disclosure period; or (iv) cash or cash
equivalents, unless there are restrictions on their exchange or they are used to settle a
liability for at least 12 months after the disclosure period. All other assets are classified as
non-current.

A liability is classified as current when: (i) it is expected to be settled in the normal operating
cycle; (ii) it is held mainly for trading; (iii) it is expected to be settled within 12 months after
the disclosure period; or (iv) there is no unconditional right to defer settlement of the liability
for at least 12 months after the disclosure period. All other liabilities are classified as
non-current.

q) Balances and transactions in foreign currency

Monetary assets and liabilities denominated in foreign currency are converted into the
functional currency (the Brazilian Real) using the exchange rate (Ptax) on the date of the
transaction and subsequently converted using the Ptax on the date of the financial
statements. Gains and losses arising from the translation of these assets and liabilities
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between the exchange rate prevailing on the transaction date and the period end are
recognized in the income statement.

r) Adjustment to present value of assets and liabilities

Current and noncurrent monetary assets and liabilities are adjusted to their present value
when the effect is considered relevant in relation to the financial statements taken as a whole.
The adjustment to present value is calculated taking into account contractual cash flows and
the explicit, and sometimes implicit, interest rate of the respective assets and liabilities.
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Accordingly, interest income, expenses, and costs associated with these assets and liabilities
are discounted in order to recognize them in accordance with the accrual basis. Subsequently,
these interests are reallocated in the financial revenues on the income statement using the
effective interest rate method in relation to the contractual cash flows. The implied interest
rates applied were determined based on assumptions and are considered accounting
estimates.

s) Substantial accounting judgments, estimates, and assumptions

Preparation of the financial statements requires management to make judgments and
estimates and to adopt assumptions with support on various valuation bases used in
accounting estimates. The accounting estimates involved in the preparation of the financial
statements were based on objective and subjective factors, based on management's
judgment in order to determine the appropriate amount to be recorded in the financial
statements.

However, the relative uncertainty surrounding these estimates may result in amounts
significantly divergent from those recorded in the financial statements due to the criteria
inherent in the estimation process.

The main assumptions regarding sources of uncertainty in future estimates and other
significant sources of uncertainty in estimates at the end of the period, involving significant
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risk of causing a significant adjustment in the book value of assets and liabilities, are
described below:

s.1) Impairment loss of non-financial assets

A loss due to impairment exists when the carrying amount of an asset or cash-generating unit
exceeds its recoverable amount, which is the highest between the fair value minus selling
costs and value in use. The calculation of fair value minus selling costs is based on
information available for sales transactions of similar assets or market prices minus additional
expenses to dispose of the asset. The calculation of value in use is based on the discounted
cash flow method. The recoverable amount is sensitive to the discount rate used in the
discounted cash flow method, as well as the expected future cash receipts and the growth
rate used for extrapolation purposes.

20

Edgar Filing: TELEFONICA BRASIL S.A. - Form 6-K

APPRAISAL REPORT OF THE SHAREHOLDERS' EQUITY, CALCULATED THROUGH THE ACCOUNTING BOOKS54



TELEFÔNICA DATA S.A.

Exhibit II

Appraisal report calculated through Accounting Books

Management’s Explanatory Notes regarding the accounting practices adopted for
the preparation of the balance sheet

September 30, 2018

(in Brazilian Reais)

s.2) Pension plans and other post-employment benefits

The cost of pension plans with defined benefits and the present value of pension obligations
are determined using actuarial evaluation methods. The actuarial evaluation involves the use
of assumptions about discount rates, future salary increases, mortality rates, and future
increases in retirement and pensions benefits. The defined benefit obligation is highly
sensitive to changes in these assumptions. All assumptions are reviewed annually.

The mortality rate is based on mortality tables available in Brazil. Future increases in wages
and pensions and pension benefits are based on expected future inflation rates for Brazil.

s.3) Fair value of financial instruments

When the fair value of financial assets and liabilities presented in the balance sheet cannot be
obtained from active markets, it is determined using valuation techniques, including the
discounted cash flow method. The data for these methods is based on those practiced in the
market where possible. However, where this is not feasible, a certain level of judgment is
required in order to establish the fair value. The judgment includes considerations on the data
used, such as liquidity risk, credit risk, and volatility. Changes in assumptions about these
factors may affect the reported fair value in the financial instruments.
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s.4) Property, plant and equipment, and intangible assets with defined useful lives

The accounting treatment of investment in property, plant and equipment and intangible
assets includes making estimates to determine the useful life for depreciation and fair value
on the acquisition date, particularly for assets acquired in business combinations.

Determination of the useful lives requires estimates in relation to expected technological
evolution and alternative use of the assets. Assumptions related to the technological aspect
and their future development imply a significant degree of analysis, since the timing and
nature of future technological changes are difficult to predict.
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When a devaluation is identified in the value of the tangible and intangible assets, an
adjustment of the amount is recorded in the income statement for the period. The
determination of the need to record a devaluation loss implies making estimates that include,
among others, analysis of the causes of the possible devaluation, as well as the expected
amount of the devaluation. Factors such as technological obsolescence, the suspension of
certain services, and other changes in circumstances that demonstrate the need to register a
possible devaluation are also considered.

s.5) Taxes

There are uncertainties regarding the interpretation of complex tax regulations and the
amount and timing of future taxable income. The Company establishes provisions based on
appropriate estimates for possible consequences of audits by the tax authorities in the
respective jurisdictions in which it operates. The amount of such provisions is based on
various factors, such as experience with previous tax audits and differing interpretations of
tax regulations by the taxable entity and the responsible tax authority. These differences in
interpretation may arise on a wide variety of issues depending on the conditions prevailing in
the respective Company’s domicile.

The Company evaluates the recoverability of deferred tax assets based on estimates of future
results. This recoverability ultimately depends on the Company's ability to generate taxable
income over the period in which the deferred tax asset is deductible. The analysis considers
the expected write-off schedule of deferred tax liabilities, as well as estimates of taxable
income, based on updated internal projections to reflect the most recent trends.
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The determination of the appropriate classification of tax items depends on various factors,
including an estimate of the timing and the realization of the deferred tax asset and the
expected timing of the payments of these taxes. The actual inflow and outflow of income tax
may differ from estimates made by the Company as a consequence of changes in tax
legislation or due to unforeseen future transactions that may affect tax balances.
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s.6) Provisions for tax, labor, and civil suits

Provisions are recognized when there is a present obligation as a consequence of a past
event, the settlement of which requires an outflow of funds that is considered probable and
may be reliably estimated. This obligation may be legal or tacit, derived from, among other
factors, regulations, contracts, customary practices, or public commitments that create
vis-à-vis third parties a valid expectation that the Company will assume certain
responsibilities. Determination of the amount of the provision is based on the best estimate of
the disbursement that will be required to settle the corresponding obligation, taking into
account all information available at the end of the period, including the opinion of
independent experts, as well as legal advisors.

4)      Shareholders' equity

a) Share capital

The share capital realized as of September 30, 2018, was
R$ 578,114,259.52. The subscribed and paid-in capital is represented by 2,704,122,564
registered common shares with no par value, all owned by Telefônica Brasil S.A., the parent
company and sole shareholder of the Company.
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The shareholders may decide, at a specific General Meeting, on the creation of registered
preferred shares without voting rights up to two-thirds of the total shares issued, with the
preferences and advantages attributed to them in the issuance, observing the provisions of
article 253 of Law No. 6,404/76.

23

Edgar Filing: TELEFONICA BRASIL S.A. - Form 6-K

APPRAISAL REPORT OF THE SHAREHOLDERS' EQUITY, CALCULATED THROUGH THE ACCOUNTING BOOKS60



SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

TELEFÔNICA BRASIL S.A.
Date: October 29, 2018 By: /s/ Luis Carlos da Costa Plaster

Name: Luis Carlos da Costa Plaster
Title: Investor Relations Director
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