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1. DECARATION ANDENTIFICATION OF THE INDIVIDUALS RESPONSIBLE FOR
THE FORM CONTENTS

1.1. Statement and identification of the individuals responsible

Name of the individual responsible for the form contents Gilsomar Maia Sebasti&o
Position Investor Relations Officer

Name of the individual responsible for the form contents Laércio José de Lucena Cosenti
Position CEO anéresident

Thedirectors qualified above state that

(a) they reviewed this Reference Form;

(b) all the information contained in this Reference Form meet the provisions of CVM Instruction No.
480, especially articles 14 to 19;

(c) the set of information contained therein is a trugccurate and complete picture of the
/ 2 YL y & Qa-findndad sft@aNoh, Of the risks inherent to its activities and of the
securities issued by it.
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2.1. |/ 2.2.Regarding the independent auditors, indicate

Auditor: Yes

CVM Code: 2879

Auditor type: National

Name/Corporate name: PriceWaterHouseCoopers Auditores Independetes
CNPJ: 61562112/0001-20

Services provisioning period:

01/01/2012to 12/31/2016

Description of the services hired:

Professional services regarding the external audit of
Company’sfinancial statementsand the review the quarterly
information of the Company (parent compaynd consolidated)

Total amount of the independent
auditors compensation
segregated by service:

There was no compensation in 2017.

Replacement justification:

Replacement by Ernst & Young Auditores Independentes S.S
to the rotation of external auditorsdfr the fiscal year 2017, it
compliance with CVM Instruction 308/99.

Reason presented by thauditor
in the event of disagreement with
the issuer's justification:

N/A

Name of the technical
responsible:

Ricardo Novaes de Queiroz

Services provisioning period:

01/01/2012to 12/31/2016

CPF:

528.099605-00

Address: Av. Francisco Matarazzd, 400, Torre Toring Agua BrancaS&o
Paulo, SP, Brasil, CEBO01-903
Phone:55(11)36743433
Fax 55(11)3674 2@5
e-mail: ricardo.queiro&brpwc.com
Auditor: Yes
CVM Code: 471-5
Auditor type: National
Name/Corporate name: Ernst & Young Auditordadependentes S.S.
CNPJ: 61.366.936/000125

Services provisioning period:

Since 01/01/20170 12/31/2018

Description of the services hired:

Professional services regarding the external audit of
Company’s financial statements and the review the tpry
information of the Company (parent company and consolidate

Total amount of the independent
auditors compensation
segregated by service:

In 2017:

Audit of the financial statement®$ 1,050,0000

Review of software development environmestntrols (ISAER$
202,00000

Others:R$141,976.00

TOTAL: R$,393,97600

Replacement justification:

N/A

Reason presented by the auditor
in the event of disagreement with
the issuer's justification:

N/A
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Name of the technical
responsible:

Luiz CarloMarques

Services provisioning period:

Since 01/01/20170 12/31/2018

CPF:

043.982.27&7

Address:

Av. Presidente Jucelino Kubitschek, 1909, 7th floor, Vila I
Conceicdo, Sao Paulo, SP, Brasil, CEP: 04343
Phone: 55 (11) 2573 3473

Fax: 55 (11) 2573380

e-mail: luizcarlos.marques@br.ey.com

2.3. Provide other information that the issuer deems relevant

The Company policy regarding the hiring of services not related to external audit with the independent
auditors is basedn the principles that preserve their independence. These principles consist of the
followinginternationally accepted standard&) the auditor must not audit his/her own work; (b) the
auditor must not exercise a management role in his/her client; ajdhe auditor must not generate
conflict of interests to his/her clients.

The pocedures adopted by the Company, according to item lll, art. 2 of CVM Instruction No. 381/03:
Before the hiring of professional services other than those related to the eaft@ccounting audit,

the Company and its controlled companies adopt as formal procedure to consult the independent
auditors in order to ensure that the performance of such other services does not affect their
independence and objectiveneascessary to th@erformance of the independent audit services, as
well as obtain the approval of the Board of Directors, with the recommendation of the Audit

Committee.
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3. SELECTED FINANCIAL INFORMATION
3.1. Financial informationc Consolidated
2017 2016 2015
Net equity (in R$) 1,261,576,757.30 1,220,917,208.58 1,237,732,019.31
Total assets (in R$) 2,493,624,898.34 2,443,910,955.95 2,662,075,365.77
Net income (in R$) 2,227,326,563 2,183,784,381.98 1,908,736,897.73
Gross income (in R$) 1,363,851,318.39 1,307,006,494.98 1,202,268,090.01
Net income (in R$) 92,980,267.17 152,658,456.44 195,529,306.83
Number of shares, exreasury 163,405,760 163,344,952 163,438,452
Book value of the share (inRY  7.72051583 7.474472 7.572796
Net income per share (in R$) 0.569015 0.934577 1,196409
Diluted earnings per share 0.56 0.93 1.19

3.2. Non-accounting measures

The company uses and discloses as-accounting measures the EBI&and the EBITDA margin as
showed in the table below:

Consolidated (in thousand R$ 2017 2016 2015
EBITDA 294562 343,917 332,042
EBITDA Margin% 13.2% 15.7% 17.4%

The conciliation between these neatcounting measures and the financial statements follows below:

Consolidated (in thousand R$) 2017 2016 2015
Net Income 93,258 152,269 194,946
Equity pickup 69 - 75
Income and social contribution taxe: 10894 23,252 59,888
Financial result 39,447 36,732 (26,526)
EBIT® 143668 212,253 228,383
Depreciation / Amortization 150894 131,664 103,660
EBITDAY 294562 343,917 332,043
Net Revenue 2,227330 2,183,786 1,908,737
EBITDA Margin% 13.2% 15.7% 17.4%

DThe EBIT is theet profit for the period, plusincome taxeginancialexpense net of financiaincome

@ EBITDAHarningsbefore Interests, Taxes, Depreciation and Amortizatisnj non-accounting
measureprepared by the CompangalculatedwatchingCVMinstructionNo. 527 of October4™, 2012
¢ That consists in theat profit for the period, plustaxes on incomefjnancialexpenses, nefinancial
incomeand depreciation andamortization.
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) EBITDA margin consists of the EBITDA divided by the net revenues of the same period.

The Company understands that the EBITDA and the EBITDA Margin are the measures that most
contributeto TOTVS comparability with otheompanies of the sector in Biband abroad, once the
companies of the sector may present different capital structures and different expense levels with
amortization, especially of intangibles coming from acquisitions.

In general, investments in research and development of them@any are not capitalized, brgj fully
reflected in the research and development expense line of the income statementafidtingthe
EBITDA and EBITDA Margin of the Company.

3.3. Subsequent evert to the last financial statements

Subsequent eventeferto events occurred during the period corresponding to the end of fiscal
year 20T or December 31, 2017 and the date of approval of the issuance of financial
statements by the Company’s Board afddtors, whichwas Februarg5s, 2018.

The Company reporte¢h its financial statements for the year eedl December 31, 2071

availableon the CVM websitewiww.cvm.gov.by and on its own websit in the investor
relations section i¢.totvs.com, that there were no subsequent events related to the 201
financial year.
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Policy for theprofits destination

In R$

2017 2016 \ 2015

Rules for profit retention

The Company has no policy rules establishing additional to those provided b
retention. According toLaw 6,404/76, the Company can retain five per cent (5%
least, for the legal reserve, until it reaches twenty per cent (20%) of the social cg
In the year during which the legal reserve balance plus the amounts of the c
reserves exceeds thyr per cent (30%) of the social capital, the destination of par
the year profit to the legal reserve will not be mandatory. Moreover, accordingwo
6,404/76, the Company magtain the amount related to the capital budget submittg
by the managementvith the justification earnings retention, including the sources ¢
uses of capital, fixed czurrent, and may last upa five (5) years, except icase of
implementation for longer term,of investment project. Theapital budget may be
approved by the General Meeting tesolveon the Company’s financial positiaf the
year andmay bereviewed annually, wheris longer than one fiscal year.

Legal retention (5%) 4,649,01336 7,632,922.85 9,776,465.34
Profit retention inthe 32,543,091 54,237,526.81 58,658,792.13
capital budget

Percentages in relation tq 35.00% 35.53% 30.00%
total profits declared

rules for dividends
distribution

The amountcorresponding to twentyfive per cent (25%) of the net adjusted yea
profit, as foreseen by Article 202 of the Corporations Law, will be destined tg
payment of the minimum necessary dividend.

Frequency of dividends
distribution

At the end of eaclfiscalyear. The Bylaws (art. B4f the Company contain a provisic
regarding the possibility to distribute dividends in shorter periods.

occasional restrictions to
the distribution of
dividends imposed by law
or special regulation
applicable to the issad,
as well as agreements,
judicial, administrative or
arbitral decisions

Currently there are no restrictions regarding the distribution of dividends impose
law or special regulation or agreements applicable to the Company.
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3.5. Distribution of dividendsand retention of net profit
Fiscal Year
(in Reais) 12/31/2017 12/31/2016 12/31/2015
Adjusted net profit 88,331,25381 145,025,534.13 185,752,841.41
Dividend distributed regarding the adjusteét profit 63157895 63.157787 68.421053
wSGdNYy NI GS NBE3IFNRAYy3 i 4422740 7.500476 10.268301
Total dividend distributed 55,788,16(80 91,595,039.79 127,094,049.39
Net profit retained 37,192,10687 54,237,526.81 68,435,257.36
Retention approval date 04/05/2018 04/20/2017 04/26/2016

Year ended 12/31/20% Year ended 12/31/2016 Year ended 12/31/15
NI Amount Payment Amount Payment date Amount Payment date
(R$) date

Interest on capital

Ordinary shares 32,912,24664 10/06/2017 43,605,490.37 08/24/2016 29,195,590.02| 08/19/2015

y 17,434,32903 05/09/2018 40,614,573.51 05/10/2017 31,319,281.04| 01/13/2016

Mandatory dividend

Ordinary shares | 21,451,76461 05/09/2018 36,552,933.04 05/10/2017 5,964,687.25 05/11/2016
Other Dividends

Ordinary shares | 26,893,34%24 | 05/09/2018 43,897,908.95 05/10/2017 72,543,865.58| 05/11/2015

3.6. Statement of dividends on the retained profits or reserves accosint

There were no dividends stated on the retained profitsemerves aaount in thefiscalyears of 20Z,

2016 and 20d5.

3.7. Debtlevel

(Consolidated in R$)

Fiscalyear 12/31/2017

Total amount of the debt adiny nature
Gearing Ratio

1,232,048,14104

0.97659388
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3.8. Obligations according to the nature anghaturity schedule
Fiscalyearg 12/31/2016 (in R$)
Type of Type of Debt Within 1 year 1yearto 3 3yearto5 Over 5 Total
Obligation years years years
Debt Security| Floating Guarantee | 31,709,396.96 | 28,367,720.66| 30,587,000.00 0.00 90,661,117.62
Financing Unsecured Guaranteg 196,012211.37 | 185,174,788.97| 180,544,000.00; 0.00 561,741,000.34
Total Total 227,718,608.33| 213,542,509.63| 211,141,000.00| 0.00 652,402,117.96

3.9. Other relevant information

The adjusted net income for the base payment of dividends presented iiteiime3.5 consists of the
net income of the parentompanydeducted from the amount allocated the legal reserve.
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4. RISK FACTORS
4.1. Risk factors description

a) Risks Related to the Compg

The Company’s success depends on its ability to develop new products and services, integrate acquired
products and services and enhance its existing products and services

The management systems market, which represents the main market in terms of revenue in which TOTVS
competes, is characterized by constant technological advances, evolving standards in computer hardware,
software and communications infrastructure, changiagd increasingly compleglients needs and
frequent improvements in user experience and the launch of new products. If TOTVS fails to anticipate
these developments to enhance and improve its products and services in a timely manner or to position
or priceits products and services to meet market demaalientsmay not buy new software licenses,
subscribe for the use of software and contract services from TOTVS, or it may not be able to compete
effectively for new lients. In addition, standards for networgrotocols, as well as other standards
adopted by the industry or for the Internet, are rapidly evolving. Therefore, TOTVS cannot guarantee that
the standards on which it has chosen to develop new products will allow the Company to continue
competing effetively, considering the characteristics of the business, regions, segments and scope of the
installed portfolio. Any lack of advances in standardizing languages adopted, simplifying structures or
O2y@SNEBSYyOS 27F azfdziAzya Yaayy. | FFSOG GKS /2YLI yeQa

The Company may be subject to risks related to defects in products that can be difficult or even
impossible to be fixed.

We offer technically complex products that, when first introduced or launched as new versions, may
contain software or hardwa defects that are difficult to be detected and corrected. The existence of
defects and delays in correcting them can result in negative consequences, including: (i) cancellation of
orders; (ii) additional warranty expenses; (iii) delays in the receigatablection; (iv) product returns; (v)

loss of acceptance of our products in the market; (vi) misuse of research and development resources that
could be used to develop new products; (vii) low inventory; and (viii) loss of any of our governmental
approvas to sell certain products, whether hardware or software.

We test all our products, but in any case, new defects can be identified after the products have been
delivered. The correction of defects can be thiemnsuming, expensive and difficult. Errors aedurity
breaches of our products could expose the Company to product liability and claims as well as damage the
reputation, which could impact on future sales of products and services.

The Company may be subject to secuiglated risks in transactiongwvolving our products or services.

Fraud protection is of utmost importance timél clients in our solutions. Susblutions can be vulnerable
to security breaches due to defects in security mechanisms in the operating system, the software
application, he hardware platform, or by misuse by users or third parties, which may jeopardize the safety
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of information transmitted or stored during use of our solutions. If the security of our solutions is
compromised, our reputation and acceptance of our solutionfe market may be affected.

IT security measures may be breached or compromised and it may sustain unplanned IT system outages

Anyone who circumvent security measures of the Company and/or its suppliers could misappropriate
proprietary information fromthe Company and/or itslients, or cause interruptions in services or
operations of the Company and itients. The Internet is a public network, and data is sent over this
network from many sources. In the past, computer viruses and software prograndifable or impair
computers have spread rapidly across the Internet. Computer viruses could be introduced into its systems
or those of its tientsor suppliers, which could disrupt the Company’s network or make it inaccessible to
clients or suppliers. curity measures may be inadequate to prevent security breaches. In addition, the

I 2YLI yeQa 5FaGFrOSyadSNI Aa t20FGSR ySIFENI GKS /FYLR RS
risk to aviation accidents. If the mentioned risks materialize, the Cogipdousiness may be adversely
affected. Furthermore, TOTVS may be required to expend significant capital and other resources to
protect against the threat of security breaches and to alleviate problems caused by breaches as well as by
any unplanned unavkibility of the IT systems of the Company or its clients, generally for other reasons,
which could adversely affect it business or operational results.

TOTVS may experience significant errors, delays or security flaws in its products and services

Despite testing prior to their release, software products frequently contain errors or security flaws,
especially when first introduced or when new versions are released. Errors in its software products could
affect their ability to work with other hardwaror software products, could delay the development or
release of new products or new versions of products and could adversely affect market acceptance of its
products. If the Compangncounterserrors or delays in releasing new products or new versions of
products, its financial condition, cash flow and results of operations could be materially adversely
affected. Software product errors and security flaws in its products or services could expose TOTVS to
product liability, performance and/or warranty alas and could harm TOTVS’ reputation, which could
affect its future sales of products and services. In addition, addressing problems and claims associated
with actual or alleged errors or security flaws can require significant time and resources, whidh coul
divert resources and the attention of key employees from other operations, result in unexpected expenses
and have a material adverse effect on its business, financial position and results of operations.

The Company may be subject to risks related to utherized or improper use of our intellectual and/or
industrial property, software or hardware.

TOTVS hasontractual commitments for the protection of our information, source code, object code,
products and services. Measures taken to protect our intali@cand/or industrial property may be
insufficient to prevent appropriation; causing the inappropriate use of our products or making us to
protect our intellectual or industrial property through legal or administrative proceedings. The misuse of
the software and/or hardware by users may also imply in fines for us, when it is provable that we
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contributed to their misuse. In the case of our tax applications (software) there is still a joint responsibility
forecast in some states between the application pdeviand the user taxpayer, for the taxes that were
not collected during the misuse of the product. Thus, the inappropriate use of our products or the
measures taken to protect our intellectual and/or industrial property may result in significant costs and
divert resources and attention of our management and technology team, which could adversely affect
our business, competitive position, financial condition, operational results and cash flows.

The revenue depends substantially on revenue from softwareenge and subscription fees,
maintenance and services, including hardware implementation, customization and consulting and
revenue

The revenue depends substantially on the Company’s enterprise management software and related
services, and more specificallyn the fees charged for its license, subscription of its solutions by the
clients, and on the implementation and maintenance services, which represented almost all of the
revenues. If competition or other market conditions force the Company to substgritaler its prices,

if the demand for enterprise computer software and related services in Brazil decrease, or if the Company
fails to sell new licenses, subscriptions and services, its revenue might be lower than its expectations
which could, as a resylinaterially and adversely affect the operating results, cash flows and liquidity.

TOTVS may be unable to compete effectively in the highly competitive software industry

TOTVS competes with a wide range of companies that are active in the global, ragmbfadal software

and professional services market, companies engaged in the development of open source software, which
may provide free of charge, and companies engaged in consulting and outsourcing activities. Some of its
potential or current competites are involved in a wider range of businesses, and some of them have
larger installedclients bases for their products and services, or have significantly greater financial,
technical, marketing and other resources than TOTVS has, enhancing their ability to compete with the
Company. Also, the Company could lose market share if the companieshath ivcompetes introduce

or acquire new products that compete with the Company’s or add new functionalities that do the same.
In addition, as the enterprise management software market for large businesses becomes increasingly
saturated, some of its compigdrs, such as SAP, Oracle and Microsoft, have indicated their intent to more
actively pursue the market for enterprise management software for sraatl mediumsized businesses,

which could have a material adverse effect on the Company’s businesssrekolperations, financial
conditions and cash flows.

TOTVS growth depends on key members of its senior management team and on its ability to continue
to attract and retain qualified individuals

The future success of the Company depends in large pahiearnployment of key members of its senior
management team. The loss of any key member of its senior management team could materially affect
the¢x{Q o0dzaAySaa FyR 2LISNIGA2Y It NBadzZ daz AF Ada
on the continued service of qualified and key employees, who may have not been trained appropriately.

~

a
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There is substantial and continuous competition in the IT industry for highly skilled sales, technical and
other personnel, as the Company competes in a glokalket for these personnel. As a result, TOTVS
may have to offer higher compensation to attract and retain qualified employees, which may represent
additional costs that may not be offset by improved productivity or higher prices.

Competitors include vends of market business applications (such as ERP, CRM and Bl), collaboration
products and business intelligence products, and those engaged in open source software initiatives, in
which competitors may provide software and intellectual property free and qmamies engaged in
consulting and outsourcing activities

The lower entry barriers, the recent trend towards outsourcing activities to external providers, including
new distribution methods (e.g. Software as a Service) and opportunities presented by threetrated e
commerce, could result in increased competition for the Company’s products through the entry of
systems integrators, consulting firms, telecommunications firms, computer hardware vendors and other
IT service providers.

In addition, TOTVS beliewthat competition tends to increase as a result of consolidations among current
and potentialclientsof its products, as well as among its competitors, or as a result of strategic alliances
between its competitors and other companies. In response to patition, consolidation within the
industries in which we are active and general adverse economic conditions, TOTVS has been required in
the past, and may be required in the future, to discuss discounts for its products and services or even
modify its biling practices. These developments have affected and may continue to affect its business and
results of operations.

TOTVS may fail to achieve its financial forecasts or make inadequate decisions due to inaccurate sales
forecasts or other factors

The reveme, and particularly the new software license revenue, is difficult to forecast. TOTVS uses a
GLALISE AySée aeaidsSyz | 02YY2y AYRdzaGNEB LINI OGA OS> G2
analyzes the status of all its product and servicessaled estimates when dientsis likely to make a

purchase decision and the amount of the sale. These estimates are aggregated periodically to generate a
sales pipeline and may prove to be inaccurate during a particular quarter or over a longer pepad, in

0S50l dzaS (KS LIALIStEAYS GO2yOSNEAZY NIGS¢é 00KS 02y @S
to estimate. A variation in the conversion rate of the pipeline itself can make TOTVS to plan its budget
incorrectly thereby adversely affang its business or results of operations. In particular, a reduction in
demand for information technology or a ée&celeration of the Brazilian or Latin American economy could

reduce the conversion rate in certain periods as purchasing decisions aredietagiuced in amount or

canceled. The conversion rate can also be affected by the tendency of someliehtsto wait until the

end of each month, quarter and fiscal period in the hope of obtaining more favorable business terms.
Because a substantipbrtion of the contracts responsible for generating the software revenue contracts

are completed in the end of the quarter, and its cost structure is largely fixed in the short term, revenue
shortfalls tend to have a disproportionately negative impact tsnprofitability. Delays in even a small
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number of large software license transactions can cause its quarterly results to fall significantly short of
its predictions.

Acquisitions present many risks, and TOTVS may not realize the financial and strategj that were
contemplated at the time of any transaction

The acquisition of assets is an important element of the Company’s corporate strategy, and TOTVS expects
to continue to acquire companies, products, services and technologies. Risks we may endaerite

an acquisition include the following: (i) the acquisition may not contribute to its business strategy, or we
may pay more than its real value; (ii) it may have difficulty assimilating the acquired technologies or
products with its product lines #reby failing to maintain uniform standards, controls, procedures and
policies; (iii) its relationship with current and new employees, clients and distributors could be impaired,;
(iv) the due diligence process may fail to identify technical problems, asigbsues with the acquired
O2YLI yeQa LINPRdzOG ljdz- £t AG& 2NJ LINPRdzOG & (G NHzOG dzNBT
intellectual property, financial disclosures and accounting practices or internal controls; (vi) the
acquisition may radgt in litigation from terminated employees or third parties; (vii) the acquisition may
RAGSNI AdG& YIylF3aSySyidQa GGSyiaAazy FTNRY SEA&aGAY3
authorizations from governmental authorities under competit@md antitrust laws.

Additionally, the process of integrating the acquired operations may not result in expected benefits, which
could adversely affect the Company's business. During this integration process, the Company may face
several risks, including ¢hfollowing:

difficulties of integration, such as (i) higher costs than anticipated to continue the expansion of
distribution channels with quality and capillarity to serve the market, (i) inability to manage more
employees, geographically dispersed, and (iii) inability to dffelst create and implement standards,
controls, procedures and uniform policies;

potential inability to coordinate and integrate sales efforts and development of software to effectively
communicate the possibilities of selling combined products, so @ekbsproducts and successfully
manage the combined sales of products as well as the integration of development activities carried out
by acquired companies, failing to maximize the expected synergies.

Moreover, there may be other unknown liabilities assted with the acquisition and integration of
acquired companies by the Company.

These factors could have a material adverse effect on the Company’s business, results of operations,
financial position or cash flows, especially in the case of acquisititamger companies or acquisition of

a bigger number of companies. As the Company issue shares related to future acquisitions, existing
shareholders may have their holdings diluted, and earnings per share may decline.

TOTVS may be subject to unfavorablesuéts in legal or administrative suits that could adversely affect
its results and financial position

2
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The Company is a party to legal and administrative suits. Unfavorable rulings on these suits may negatively
affect the results and financial position dig Company, if the guarantees contracted and provisions
constituted by the Company are not enough to fully satisfy the total amount that the Company may be
summoned to honor.

The Company may be subject to ribased processes allegations of breach of coglits of third party
intellectual property

The Company is subject to this kind of risk due, in part, to the recent increase in number of patents and
copyrights registered by tech companies. There may be technological improvements, growth and
developmentof new solutions new product mad®y the Company with the objective of meeting demand
market with standards already developed and registered by other companies in the sector information
technology.

The Company may be subject to risks related to raw erétls costs

A portion of our raw materials and/or components for hardware manufacturing has its prices directly or
indirectly pegged to the US dollar. In these terms, their prices and/or prices of its components vary
according to changes in supply and derd as well as the variation of the exchange rate.

Traditionally, several factors that are and will continue to be out of our control contribute to the change
in prices of these raw materials in the international market.

In the case of a significant inciE=ain the prices of imported raw materials or linked to the US dollar, we
may be unabldo pass these costs on to our cliefghich may affect our profit margins and our business.
Additionally, if the price increase is passed on to dignts, our salesnay be reduced and some of our
products may lose certain tax incentives linked to the maximum sales price, which could have a material
adverse effect on our business, financial condition, operating results and cash flows.

The Company may be subject to kisrelated to the provision of software implementation services,
customer assistance and relationship to its exclusive franchises.

28 dzaS GKANR LI NIle& RA&GNRAROdziAZzy OKIFyySta dzy RSN SE
in various region®f Brazil and that, when contracted by clients, are responsible for implementing the
solutions. These franchises are qualified, trained and approved by the Company to provide these services
with the same implementation quality offered by our own salesrei@ds. These measures adopted by

the Company may be insufficient to ensure quality in the provision of implementation services and
costumer assistance and relationship services to our clients, causing financial and operating losses for
clientsthat use ourbusiness solutions and consequently fines and lawsuits for TOTVS, plus any additional
implementation services to be performed by TOTVS to adjust incorrectly implemented solutions made by
franchises; which could adversely affect our business, competibgéipn, market reputation, financial

condition, results of operations and cash flows.
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The Company may not accurately measure the impact and vulnerability defined by the methodology

the management of strategic and operating risks. If the Company is unable to measure with sufficient
information, the results of its strategies and decisions may be adversely affected or resolved upon.

b) Risks related to the Company control

TheCompany does not have one controlling shareholder or controlling group holding more than 50% of
voting capital, which could leave TOTVS susceptible to alliances among shareholders, conflicts between
shareholders and other events arising from the absenca obntrolling shareholder or controlling group

Currently, the Company does not have a controlling shareholder of group. However, it may be that
alliances or agreements between shareholders are formed, which could have the same effect as having a
control goup.

If a control group arises and it has the power of decision of the Company, the Company could suffer
sudden and unexpected changes in its corporate policies and strategies, including through mechanisms
such as the replacement of its managers. Moraoitds possible that we will become more vulnerable to
hostile takeover attempts, and to disruptions that may be associated with these attempts. It may also be
possible that TOTVS becomes a target of attacks by investors attempting to evade the psavisten
bylaws that require a shareholder who acquires more than 20% of its shares to conduct a tender offer for
all shares. The absence of a controlling shareholder or group holding more that 50% of the voting capital
could make certain decisiemaking pocesses difficult, since the minimum quorum required by law for
certain deliberations may not be achieved. In the event that TOTVS does not have a controlling
shareholder holding an absolute majority of voting capital, the Company and its minority shiaeho

may not enjoy the same protection given by the Brazilian corporation law against abuses by other
shareholders, consequently we could have difficulty in obtaining reparations for damages caused. Any
sudden or unexpected change in the management teinthe company policy or strategic orientation,

an attempt at acquisition of control or any dispute among shareholders concerning their respective rights
may adversely affect the business and results of operations.

c) Risks related to shareholders

The marke value of the securities issued by Brazilian companies is influenced by the perception of risk
in Brazil and other emerging economies, which may have a negative effect on the market price of shares
and may restrict the access to international capital mats

Economic and market conditions in other emerging market countries, especially those in Latin America,

may influence the market for securities issued by Brazilian companies. Although economic conditions in

such countries may differ significantly from2eg 2 YA O O2y RAGA2Yya Ay . NIXTAfX
developments in these other countries may have an adverse effect on the market value of securities of
Brazilian issuers.
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Due to economic problems, investors may come to see investments in emerging snaitteheightened
caution. There is no certainty that the international capital markets will remain open to Brazilian
companies or that the financing costs of these markets will be advantageous for TOTVS. Crises in other
emerging market countries could dothe enthusiasm of investors for securities of Brazilian issuers,
including TOTVS, which could adversely affect the market price of the Company shares.

~
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All risk factors discussed under item 4.1 a@pply to subsidiaries and affiliated companies.

e)wAala NBfFGSR (G2 /2YLIyeQa adzJLX A SN&

The Company licenses from suppliers languages and/or technological platforms that could affect and/or
fail to meet the delivery expectations according to the constant evolving product portfolio, and they
may have technical specifications that depend on guxts and platforms, which could have an impact
on technology convergence initiatives.

The dependence on these suppliers and the absence of or flaws in mapping the priority of products and
az2fdziazya O2dzZ R FFFSOG GKS @anydidicoitthiezor t@rdfarin dhe Ay A
technology, interfacing with processes, people and systems. However, the Company cannot ensure that

its suppliers will follow the changes in the external environment, strategic objectives and propositions

with disruptivesolutions.

Risks related to contractual breaches of our suppliers or if there is strike in customs and port services.

Delay or failure on contractual obligations by suppliers may adversely affect our production, sales and
hardware revenues.

Thus, in casof noncompliance, the company cannot guarantee that will be able to replenish its inventory
quickly.

As a portion of our raw materials and/or components is imported, possible strikes may affect the services
provided by customs and port authorities. TSI can also affect the delivery of these materials by our
suppliers.

Ports are also subject to occasional strikes, including dockers and customs officials.
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f) Risks related to clients

Clients of TOTVS products and services may also be impacted if errors, delays or failures (degerbed in
a).

If clientslose confidence in the security of data on the Internet, revenues could be adversely affected

Maintaining the security of computernd computer networks in the software sector is critical for the
Company’s customers. Attempts by experienced computer programmers, or hackers, to gain
unauthorized access to networks or web sites to misappropriate confidential information are currently an
industry-wide phenomenon that affects computers and networks across all platforms. TOTVS, in the
development of new products and in the improving process of existing products, seeks to create features
designed to optimize the security of its products {foe Internet in general) and could lead soml&nts

to seek to reduce or delay future purchases or to purchase competitive products whichtdreeroet

based applications. Cliesitmay also allocate an increasing portion of their capital expendituréiseto
protection of their computer networks from security breaches, which could delay their investment in new
technologies.

Any of these actions bglientscould adversely affect the business and results of operations.

g) risks related to the sectors of theconomy in which the company operates

The Company believes that the risks related to the economy sectors were described on item a) risks
related to the Company, specifically:

T The Company's revenues substantially depends on licenses revenues, subscription,
implementation and maintenance services, generated by ERP and services related to them, and;

1 The Company may not be able to compete effectively in the highly competitive software
industry.

The Company is also subject to risks related to market perfornganc

Our revenues also depend on our sales of hardware platforms. We face increasing competition from
global hardware suppliers. These companies sell hardware, personal computers, servers and computer
peripherals directly to lients and through business alliances with IT service providers such as our
company, worldwide. Changes in pricing or increase in direct salésntsty these companies could
reduce our hardware sales.

h) risks related to the requlation of the sector in whidhe Company operates

The Company is subject to risks related to changes in the tax and labor laws of the countries in which it
has operations, especially in Brazil
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The Company's activities have direct or indirect incidence of taxes, fees and contrilibtibase subject
to change, and may adversely affect our business, financial condition, operational results and cash flows.

These changes may result in higher taxation to be applied: (I) on the gross revenue of the Company; (ii)

on the royalties paidtoM ¢ + { Q LI NIy SNESX 020K Ay . NITAf FyR I 06NER
the hardware solutions offered by the Company; (iv) on financial revenues; (v) on gross profitability; and
especially (vi) on the Company's personnel costs. The adverse infghetse changes in tax and labor

legislation may adversely affect the Company's competitivenesa-viss its competitors, especially
foreigners, in the case of these changes increase taxation only for companies established in Brazil.

TOTVS may not be &bto protect its intellectual property, which may reduce the value of its brands and
products

TOTVS relies on a combination of intellectual property protections such as copyright, patent, trade
secrets, trademark laws, confidentiality procedures acohtractual commitments to protect its
confidential information. Despite its efforts, there can be no assurance that these protections will be
adequate. In addition, it may be possible for third parties to copy or reverse engineer portions of its
productsor otherwise obtain and use its intellectual property, which could adversely affect its competitive
position and reduce the value of its brands and products.

i) risks related to foreign countries where the Company operates

TOTVS might face difficultieé 8 3+ NRAy I GKS SELF yaizy 2F ¢he¢+{Q LINZ

Currently, TOTVS has operations in other markets beyond Brazil, and its strategy further expansion in
these markets. It might face the following difficulties, among others, related téoiteégn markets where

the Company currently operates or will operate in the future: (i) unexpected regulatory changes; (ii)
inability to attract personnel and to manage foreign operations; (iii) changes in tax laws; (iv) changes in
commercial and investmeépolicies and regulations; (v) difficulties in trademark and software registration

and protection; and (vi) cultural and language barriers. If any or all of these risks occur and TOTVS is unable
to overcome such difficulties, it might not be able to impknt our strategy to continue expanding
internationally.

i. Risks related to environmental issues

Ly GKS [/ 2YLI yevédopmebt ZbnimezkialiZatby and implementation of software do not
significantly affects environmental issues.

Regarding the deslopment and commercialization of hardware, the Company only makes the handling,
storage and assembly of components that are produced by third parties. So, in our evaluation, these
activities do not affect the environment in a harmful way. However, iligortant to mention that the
disposal of products and components are carried out by the Company through companies licensed by
environmental agencies and authorized by the Parana Environmental Institute (IAP).
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4.2. Description of the main market risks

The man market risks to which the Company is exposed are associated to inflation, to interest rate and
exchange rate observed in the macroeconomic scenario.

Inflation

The main costs and expenses of the Company are regularly adjusted. An exaexplerafitures adjusted

based on inflation rates previously set are rent and communications expenses. The personnel expenses
(salaries, duties and benefits), which represented approximatel§e4 of the total operational costs and
expenses in the year of 20lare part of regional collective bargaining, which take the inflation rate as a
reference(usually close to IPCA)

In the other hand, the agreements regarding the remgsubscription ananaintenance revenues, which
represented 9.2% of 20t CQaddal net revenues (which covered approximateB.B% of operational costs
and expenses), ardsa annually updated takingflation rate as a referengen general the IGPM index

Historically, the Company updates its price list of software licensedabsciption accessesiourlyrates

of servicesand hardwarebased on inflation rates, however these are A@eurring revenues and there

is no guarantee that the Company will continue to pass on the inflationary impacts on these revenue lines
in the future.

Once the inflation index used to adjust the revenue lines are different from those used to adjust costs and
expensesthe inflation may cause eelevant effect on the Companyéaperations, as observed in 2015,
when the inflation rate usetlo adjustrecurring contracts was materiallpwer than the inflation index

used to update costs and expensaffecting negativellyhe profitability of the business in the period.

Interest rate

The Company's financial instruments are represented by cash and cash equgivatcounts receivable,
payables, debentures, loans and financing, and are recorded at cost plus income or charges incurred and
which, on December 31, 285nd2016 approximated their market values.

¢KS 1S& NRAala NBfl (SR eilichateditdiBe variatignsiin yhé IOfprmantelddid (G A 2 v &
rate (TJLP) and the extended consumer price index (IPCA) for funding from the Brazilian Development
Bank (BNDES), and for the debentures issued, and the variation of the overnight intere & D#tda(

financial investments.

Investments at fair value through profit or loss relate to startups privately held and which do not have
guoted prices in an active market. The fair values of these investments are measured by a valuation
technique or multiplevaluation techniques employed by the market considering the reasonableness the
range of values shown by them. The fair value measurement is the point within that range that best
represents the fair value in the circumstances. Additionally, the biggesstimemt ¢ GoodData refers

to the D Series preferred shares, which havefgnence in case of liquidation.

In order to verifythe sensitivity of indexes for the financial investments that the Company was exposed
to on December 31, 27 three different senarios weredefined Based on the forecast by financial
institutions,the CDI projection for December 2017 was obtained, averaB8y6, and was defined as a
probable scenario (scenario I). From this, variations of 25% (scenario II) and 50% (scgnaeie I11
calculated.
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investment yields. The reference date for the portfolio was December 3%, 2ith a oneyear projection
to check the sensitivity of CDI to each scenario.

Operation Balances ir2017 Risk Proba_ble Scenario I Scenario Il
Scenario (1)
Financial
investments (R$ R$345632 Reduction (CDI) 6.89% 5.17% 3.4%%
thousand)
Financial Revenue R$23814 R$17896 R$11924

* Balances as of December 31, 201

To check the sensitivity of the indexes to which the Company is exposed when estimating the debts as on
December 31, 204, three different scenarios were created. Based on TJLP and the IPCA rates in force on
Decemberdl, 207, the most probable scenario (scenario I) was determined and, from this, variations of

25% (scenario II) and 50% (scenario I1l) were calculated.

For each scenario, the gross financial expense was calculated, not taking into account the tag and th
maturity flow for each agreement scheduled for Z0The reference date used for the financing and
debentures was December 31, Z0QJprojecting the rates for one year and checking their sensitivity in

each scenario.

. Balances in . Probable . .
Operation 2017 Risk Scenario (1) Scenario Il | Scenario Il
Increase
Financing Lines HidegBNDES ~ R$302022 TILP (a) 6.75% 8.44% 10.13%
. . R$ 20,386 R$ 25,491 R$ 30,595
Estimated Finance Expense
Increase
R$65614 IPCA (b) 2.95% 3.69% 4.43%
Debentures (R$ Thousand) TILP (a) 6.75% 8.44% 10.13%
R$203524 CDI (c) 6.89% 8.61% 10.34%
Estimated Finance Expense R$ 21,141 R$ 24,993 R$ 28,866
(a) Longterm Interest Rate
O . NIXYTAfQa 9EGSYRSR /2yadzySNItNAROS LYRSE

(c) Interbank Deposit Certificate

Exchange rate

Some subsidiaries have international operations and are exposexthange risk arising from exposures

in some currencies, such as the U.S. dollar (USD), Argentinian peso (ARS), Mexican peso (MXN), Taiwan
new dollar (TWD), Chilean peso (CLP) and Russian rubles. The Company ensures that its net exposure is
maintainedat an acceptable level in accordance with the policies and limits defined by the Management.

Below are the balances of each group company, showing a positive net exposure, since the exchange gains

exceed exchange losses:

Consolidated net exchangexposure on December 31, 201
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V1
Accounts Cash and Cash Accounts Other Net
Company . . Currency
payable Equivalents receivable  assets  exposure
BematechHardware (2,930 - - - (2,930
Logic Controls Inc. (2,476) 7,004 13,843 8,885 27,256 USD / CNY
BematechAsia Co. Ltd (18) 1,903 366 89 2,340 uUsb / TWD
RJ Consultores México (133) 41 760 48 716 Peso (MX))
CMNet Participacdes 1,245 EUR/ Peso (CHI
oA pag (1,444) 1,040 197 1,038 andARS (
TOTVS México (1,383 (3,005) 1,193 - 2815 Peso (MX))
TOTV&rgentina (2,982 5,970 1914 - 4,902 Peso (AB
TOTVS Corporation (159) 466 552 57,645 58,504 USsD
Total (11,525 19,634 19,668 66,864 94,641

4.3. Lawsuits in progress with provision for contingencies and legal obligations linked to court
proceedings

The Company and its subsidiaries, during the regular course of their operations, are parties in several legal
proceedings related to tax, social security, labor and civil matigased on information from its legal
advisors and analysis of pending ledaims, Management recorded a provision in an amount considered
sufficient to cover the probable losses expected in the outcome of the pending lawsuits. The provisioned
amount reflects the current best estimate of the Management of the Company and itsisuries.

The assessment of likelihood of loss includes assessing the available evidence, the hierarchy of laws,
current case law, the most recent court decisions on each subject, and the evaluation of outside lawyers.

The Company reviews its estimates asdumptions continuously.

The provisions recorded on December 31, 2a8td 205 are as follows:

(R$ Thousand) Provision for

: . 2017 2016 2017 2016
Contingencies
Tax 2,257 2,259 2,827 13,879
Labor 73,762 54,513 78,945 58,816
Civil 34,763 28,551 35,998 29,530
110,782 85,323 117,770 102,225

Taxand Social Security

The Company is defendant in tax matters that focus on the discussion of the municipality, due to ISSQN,
and social security nature. On December 2D17, the provision recorded for these claims is
R®,827thousand (R$3,879thousand in 206).

There is one tax case individually considered relevant by the Company:
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1 Case: 2006.70.00.032676
a. Court:Regional Court of the 4th Region
b. Court LevelSecond Court

c. Date filed:12/18/2006

d. Parties to the case:

Plaintiff: Bematech S.A.

Defendant: Delegate of the Federal Revenue Servi€udfiba

e. Amounts, assets or rights involved (R$ thousarR}B,637 (restated as of Dec/31/207.

f. Main facts: Security mandate to obtain the recognition of illegal/ unconstitutional inclusion of
relevant values to ICMS on calculation base of PIS and COFINS. Process stopped in TRF4 (until the
final decision of the Plenary Supreme Court). There is a judiciabdepdhe amount of R$637.

g. Chance of los®robable

h. Impact in case of loss of suiConversion of the judicial deposit in income.

i. Amount provisioned (R$ thousandNone

Civil

The Company is a defendant in actions for damages filedidaytsfor contract termination, with
additional compensation for damages as well as compensation claims filed by business agents,
related to contract termination with additional billing and insurance claims. On Decemb20B7,,

the provision for these claimsr@untsto R$9,530thousand (R$9,530thousand in 208).

Below the civil proceedings that the Company deems relevant individ@ialthousands)

T Case004674237.2008.808.0024/001223081.2015.8.08.0024
a. Court:11th Civil Court of VitériaES

b. CourtLevel:1rst Court
c. Date filed:07/22/2009

d. Parties to the case:
Plaintiff: Unimed Vitéria Coopeativa de Trabalho Médico
Defendant: TOTVS S.A.

e. Amounts, assets or rights involved (R$ thousarid$l0,436(restated as of Dec/31/2(0)

f. Main facts: Action of indemnification for material damages. Process in impugnation stage of
compliance with judgment.

g. Chance of los®robable

h. Impact in case of loss of sulti the event of the total loss of the suit, the Company must disburse
the amount involve, to be ascertained upon liquidation of the award.

i. Amount provisioned (R$ thousandiR$,084 (restated as of Dec/31/200)

1 Case000134591.2001.8.16.0083
a. Courtit I NI JidticeCourt

b. Court Level3™ Court
c. Date filed:03/31/2011
d. Parties to the case:

Plaintiff: Comercial Atacadista Luciana’s
Defendant: TOTVS S.A.
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e. Amounts, assets or rights involved (R$ thousarR¥’,896(restated as of Dec/31/2070)

f. Main facts:Indemnification for moral and material damages. Pendimdgment of the special
appeal filed.

g. Chance of los®robable

h. Impact in case of loss of sulti the event of the total loss of the suit, the Company must disburse
the amount involved upon the liquidation of the award.

i. Amount provisioned (R$ thosand):R%,896(restated as of Dec/31/200)

Labor

The Company recorded a provision related to lawstilesd by former employeesand third-party
companieswhere allegedecognition of employment, commissions on sales and services, severance pay,
overtime and wage parityThe amountprovisionedis R$8,945 thousand on December 32017 (R$
58,816thousand in 206).

There is no labor claims that the Company deems relevant individually.

Other processes in progress (loss classificatigpossible'™)

Additionally, he Company and its subsidiariagse involved in otheractions, withthe risk of losses
according tolegal counses and the Company management,considered as possibléor which no
provision has beeset up asfollows:

Consolidate Company

Nature R$ Thousand)

2017 2016 2017 2016
Tax 107,517 119384 137,140 163310
Labor 127,544 94,069 161,978 143842
Civil 245,092 252984 272499 276,985
480153 466437 571617 584,137

The Company understands that only those processes whose amounts involved may materially impact its
equity or that of its subsidiaries are relevant. Below are the processes that the Company deems relevant:

Tax and Social Security

The tax and sociaecurity lawsuits classified as possible loss ref@inly, to actions that discuss IRRF
launches, ICMS, IRPJ and CSLL debits on the dPeelismed of ICMS resulting from a government
subsidy.

At December 31, 207 the amount discussed in thesawsuits, classified as a possible loss, amounts to
Amount of $137,140thousand (R#63,310thousand in 206).

 Case19515.000597/2008.4
a. Court:Federal Revenue Service

b. Court LevelLower Administrative Instance
c. Date filed:03/01/2013
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d. Parties to the case:

Plaintiff: Federal Revenue Service;

DefendantTOTVS S.A

e. Amounts, assets or rights involved (R$ thousari@$l1,613(restated as of Dec/31/2(0)

f. Main facts:Assessment notice. The tax authorities considered that the compeate payments

to unidentified beneficiaries, affecting the tax on such amounts, and identified unproved costs by
adding their values to real profit. There was an impugnation and nowadays is awaiting the judgment
of the voluntary appeal.

g. Chance of los$0ssible

h. Impact in case of loss of sult the event of the total loss of the suit, the Company must disburse
the amount.

i. Amount provisioned (R$ thousandNone

Casel148330020332
a. Court:State Revenue Serviog Santa Catarina

b. Court Level2" Administrative Instance

c. Date filed:03/01/2013

d. Parties to the case:

Plaintiff: StateRevenue Service;

Defendant: TOTVS S.A.

e. Amounts, assets or rights involved (R$ thousarid$,368 (restated as of Dec/31/2(0)

f. Main facts:Infraction notce against TOTVS asresponsible for caring ICMS debts on outputs
not taxed by the taxpayer. Responsibility stems from being the manufacturer's output control
software on the taxpayer. Pending judgment by the lower administrative instance.

g. Chance ofdss:

Possible (RE5,79))

Remote (R%,577)

h. Impact in case of loss of suiln the event of the total loss, the Company must disburse the
amount.

i. Amount provisioned (R$ thousandNone

Case10980.729.381/20121
a. Court:Administrative- CARF

b. Court Level2" Administrative Instance

c. Date filed:12/12/2012

d. Parties to the case:

Plaintiff: Federal Revenue Service

Defendant: Bematech S.A.

e. Amounts, assets or rights involved (R$ thousan&$24,627(updated until 12/31/20%)

f. Main facts: In 2016, there was a change in the clasatibn of the degree of risk from remote

loss topossible referring to an infraction notice drawn up by the Federal Revenue requiring IRPJ
(Income Taxand CSL{Social Contributiomn presumed ICMS crediarising from a governmental
subsidy granted by the State of Parana for the years of 2007 to 2009 of the subsidiary Bematech.
This change in the opinion of our legal advisors is due to the existence of jurisprudential dissent.
g. Chance of los$ossible



34
Vi

h. Impact in case of loss of suiln the event of the total loss, the Company must disburse the
amount.
i. Amount provisioned (R$ thousandNone

I Casel10880.946778/201D2
a. Court:Federal Revenu®ffice

b. Court Level1s Administrative Instance

c. Date filed:03/01/2013

d. Parties to the case:

Plaintiff: Federal Revenue Service

Defendant: TOTVS.A.

e. Amounts, assets or rights involved (R$ thousan&$L0,836(updated until 12/31/207)

f. Main facts:Administrative request for compensation @ébts with negative balance of CSLL, but
the compensations were fully glossed. It is awaited judgment by the first administrative instance of
the manifestation of nonconformity.

g. Chance of los$0ssible

h. Impact in case of loss of suiln the event @ the total loss, the Company must disburse the
amount.

i. Amount provisioned (R$ thousandNone

Civil

The civil lawsuits classified as possible losses mainly relate to actions filed by customers alleging certain
problems in the provision of services tmstomers, application default increment, grace period to
canceled contracts and mischarges. The value of these shares amounté&218,499thousand on
December 31, 200(RR76,985thousand on December 31, 26)1

Y Case000130910.2009.8.26.0659
a. Court:15t Civil Court of VinhedoSP

b. Court Level1® Administrative Instance

c. Date filed:03/06/2009

d. Parties to the case:

Plaintiff: Guaicurus Comercio E Assessoria De Microcomputadores Ltda, Ginfor Comercio De
Sistemas E Computadores Ltda., Sogemmercio E Representacfes Ltda., Terena Comercio E
Assistencia Tecnica Ltda.;

Defendant.TOTVS S.A.

e. Amounts, assets or rights involved (R$ thousari@$l45,850(restated as of Dec/31/2070)

f. Main facts: Process of indemnity for complaint of contract cdmmercial representation,
combined with moral and material damages. Process in preparation of expert report stage.

g. Chance of loss:

Probable (R$447);

Possible (R¥D,168;

Remote (65,239

h. Impact in case of loss of sult the event of the total loss of the suit, the Company must disburse
the amount involved, to be ascertained upon liquidation of the award.
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i. Amount provisioned (R$ thousandR$47

{ Case002500455.2008.8.11.0041
a. Court:10" Civil Court of Cuiba

b. Court Level1® Instance

c. Date filed:10/03/2008

d. Parties to the case:

Plaintiff: Tecnopoint Informatica Ltda., Sabianti Consultoria Empresarial LTDA., Valdir Pereira de
Souza Junior E André Giovani Silva Maciel.

Defendant.TOTVS S/A

e. Amounts, assts or rights involved (R$ thousandr$M4,171 (restated as of Dec/31/200)

f. Main facts:Indemnity action for moral and material damages caused by commercial problems
with exfranchisees. Action in the stage of instruction and defense duly presentde:lyompany.

g. Chance of los®0ssible

h. Impact in case of loss of sulti the event of the total loss of the suit, the Company must disburse
the amount involved, to be ascertained upon liquidation of the award.

i. Amount provisioned (R$ thousandNonre

{ Case003179814.2016.8.26.0100
a. Court:38" Civil Court Central Civil Forum

b. Court Level1® Instance

c. Date filed:08/10/2016

d. Parties to the case:

Plaintiff: Reginaves Industria e Comércio de Aves Ltda.

Defendant.TOTVS S/A

e. Amounts,assets or rights involved (R$ thousand$0,224(restated as of Dec/31/2(0)

f. Main facts:Civil action filed by a customer alleging alleged problems related to the product being
implemented, which would have caused damages. Action at the stage ofisagian of evidence
and defense duly presented by the Company.

g. Chance of los$0ssible

h. Impact in case of loss of sulti the event of the total loss of the suit, the Company must disburse
the amount involved, to be ascertained upon liquidatiortre award.

i. Amount provisioned (R$ thousandNone

Labor

Labor lawsuits classified as possible losses refer to lawsuits filed by former employees of the Company
requiring labor claims, as well as from service providers pleading for recognigompddyment and other

labor claim3he value of these shares was1B$,978thousand on December 31, 20{R$.43,842
thousand on 20).
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Y Case001102421.2016.5.03.0013
a. Court:13" Labor Court of Belo Horizonte

b. Court Level1® Instance

c. Date filed:07/04/2016

d. Parties to the case:

Plaintiff: Sindicato dos Empregados em Empresas de Processamento de Dados, Servigcos de
Informatica e Similares do Estado de Minas Gey&NDADOBIG

Defendant: TOTVS S/A

e. Amounts, assets or rights involved (R$ thausl): 18,681 (restated as of Dec/31/2(0)

f. Main facts:Action brought by union questioning the application of labor routines. The Company
filed defense in the lawsuit challenging the merits of the union's claim, as well as the amount
involved. The cass in the first instance.

g. Chance of los$0ssible

h. Impact in case of loss of sult the event of the total loss of the suit, the Company must disburse
the amount involved, to be ascertained upon liquidation of the award.

i. Amount provisioned (R$ thusand):None

4.4. Non-confidential legal, administrative or arbitration proceeding whose adverse party are
managers, former managers, controlling shareholders, former controlling shareholders or
investors

Y Case000127813.2012.5.01.0018
a. Court:15 Labor Court of S&o Paulo

b. Court Level2" Instance

c. Date filed:02/01/2013

d. Parties to the case:

Plaintiff: F.P.R.F.R

Defendant.TOTVS S/A

e. Amounts, assets or rights involved (R$ thousari@dfl1,165(restated as of Dec/3P017)

f. Main facts:Recognition of bond in the statutory period, with payment rights arising from the
employment relationship. Process awaiting judgment.

g. Chance of loss:

PossiblgR$1,019
Remote R$10,1469

h. Impact in case of loss of sulti the event of the total Iss of the suit, the Company must disburse
the amount involved, to be ascertained upon liquidation of the award.
i. Amount provisioned (R$ thousandNone

Y Casel100107639.2016.5.02.0054
a. Court:54" Labor Court of Sdo Paulo

b. Court Level1® Instance
c. Date filed:03/16/2017
d. Parties to the case:
Plaintiff:M. J.
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DefendantTOTVS S/A

e. Amounts, assets or rights involved (R$ thousar@}2,053(restated as of Dec/32017)

f. Main facts:Recognition of bond in the statutory period with paymentrights arising from the
employment relationship and moral damages. Audience awaits.

g. Chance of losfemote

h. Impact in case of loss of sulti the event of the total loss of the suit, the Company must disburse
the amount involved, to be ascertainedapliquidation of the award.

i. Amount provisioned (R$ thousandNone

4.5. Relevant confidential proceedings
The Company is not involved in processes that are relevant and confidential.

4.6. Repetitive or related norconfidential legal, administrative orarbitration proceeding
taken jointly

The Company does not have repetitive or related weonfidential judicial, administrative or arbitral
proceeding taken jointly

4.7. Other relevant contingencies

There are no other relevant contingencies to the best knowlegligthe Company that have not been
covered in the prior items of this form.

4.8. Rules of the origin country and of the country in which the securities are under custody

Not applicable, as the Compahws no securities outside the country of origin.
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5.  RISKMANAGEMENT POLICY AND INTERNAL CONTROLS

5.1. Risk management policy

a. If the issuer has a formal policy of Kamanagement, highlighting in affirmative case
the organ which approved it and the date of its approval, and, if not, the reasons for which
the issuer has not adopted a policy

The Company has a risk management policy in order to support the process of identification, evaluation,
treatment, monitoring and communication of strategic, operational, financial and market @askis
regulatory/complianceisks

This policy was reviewed Ibige Office of Internal Controls, Risks and Compliance, approved by the Board
of Directors and published on 7/6/2017. It is revised every two years or years or whenever specific changes
are made.

The Risk Management ahaternal Controls Policy is available on the Investor Relations website of TOTVS
(http:/fir.totvs.com.br/enu/by-lawspoliciesand-charters).

b. The objectives and strategies of risk management policy, including:

The objective of the Risk Management Policy is to define the guidelines and responsibilities to be observed
in managing risks of TOTVS, incorporating the vision of rigke tecision making process, in accordance
with the marketbestpractices and seekg to prevent the occuence of risks or minimizing theiotential
impacts. The policglsoaims to:

Risk Governance and Culturdhe risk culture must be disseminated across all levels of the Company, and

risk management and monitoring must not be aniactexclusively taken by one executive or department.
Managers are primarily responsible for the eayday management of risks related to their department or
business process and for the dissemination of risk management culture among their team members,
managing exposure to risks through defined action plans monitored by the Board of Directors.

Risk, strategy and definition of objectiveshe risk management strategy must include internal and
external factors, as well as the impact of risks that may lukisimgreement with the guidelines defined by
the Company and may affect the achievement of business objectives and straglegyification,
assessment and treatmentisks must be periodically identified, assessed, prioritized and documented in
a structued manner so as to be adequately treated.

Risks are categorized based on their nature and origin, in accordance with the Risk Categories. For this,
the processes of identification, assessment and treatment of risks must be described.

The methodology gulied in the Company is supported by the components of COSO (Committee of
Sponsoring Organizations of the Treadway) and COSO ERM (Committee of Sponsoring Organizations of the
Treadway CommissiorEnterprise Risk Management Framework) in relation to therial environment,

risk assessment, activity control, information, communication and monitoring.
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Risks against which protection is sought

The main risks to which the Company is exposed are:

Strategic Riskrisks that affect the strategic objectivespnsidering the internal and external
environment.

Operational Risk NAaia NBfFGSR G2 GKS /2YLIyeaQa 2LISNI {7

affect operational efficiency and effective use of resources. They may emerge in different situations,
sud as, for example, fraudulent acts, business interruption, misconduct of employees, flaws in
contracts, resulting in financial and commercial losses, fines imposed by authorities and/or legal and
reputational impacts.

Financial Riskit is associated witthe exposure of the Company to financial/accounting operations
and reliability of its balance sheet. It may materialize as a result of failure in managing the cash flows
to maximize and generate operating cash flow, financial transactions results, fuindiesfments of

cash, possibility of reporting financial, managerial and tax reports that are incomplete, inaccurate or
not appropriate exposing the Company to fines and penalties.

Regulatory/Compliance Riskisks related to compliance with rules and lawsnsidering the laws
that apply to operating segment and to legislation as a whole, both domestic and international
(environmental, labor, civil and tax/fiscal).

Instruments used for protection:

The instruments used for protection are:

Strateqgic Risks (Biness):

After defined the risks by impact analysis and probability, are nominated by Company management
"Owners" for such risks to be responsible for drawing up action plans to ensure its full
implementation in order to minimize the impacts. This prodesaonitored by the Internal Controls,
Risks and Compliance Department. Improvement actions (action plans) are monitored and reported
to the competent hierarchical levels at a frequency defined in accordance with the impact and
vulnerability.

Operationaland Financial Risks:

After defined the risks by impact analysis and probability, are nominated by Company management
"Owners" for such risks to be responsible for drawing up action plans to ensure its full
implementation in order to minimize the impaciBhis process is monitored by the Internal Controls,
Risks and Compliance Department. Improvement actions (action plans) are monitored and reported
to the competent hierarchical levels at a frequency defined in accordance with the impact and
vulnerability.

Organizational structure of risk management:
The Board of Directors should define the strategic objectives ofGbmpany thaguides the risk

identification
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- Determne and validate the revision cycles of the risk control system and their efficiency;

- Determine the risk appetite and tolerance;

- Validate documents containing public information about the risk management model and
transparency of the information praged to internal and external stakeholders;

- Allocate the necessary resources for risk management.

The Audit Committee should supervise the risk management in order to ensure that the methodology
and control mechanismadopted areappropriate, takingrito account the structure, processes and

the evolution ofthe residual risk afterthe implementation of the action plans defined by the
Companyand ensure the financial policies are consistent with the strategic guidelines and risk profile
of the business

The technical advisory committees of the Board of Directors, in turn, are responsible for monitoring
and recommending the acceptance of responses to risks, help the Management define risk
management guidelines, metrics to measure risk tolerance and &ppanonitor actions to
implement mitigatory action plans and report their conclusions to the Board of Directors.

The Internal Contro|Riskand Complianc®ffice is responsible fadentifying, assessing, treating,
monitoring and reporting strategic risktracking the status of Strategic, Operational, Financial and
Regulatory (Compliance) Risks, proposing changes to the Risk Management Policy and submitting
them for approval, drafting the Rules and procedures related to risk management and keep them
updaed, proposing and leading the implementation of operational procedures related to risk
management in line with the guidelines defined by the Management, discussing the
recommendations proposed by Risk Owners to minimize the risks of the company intlinthevi
strategy and purposes defined, monitoring the actions to implement internal controls for risk
management, consolidating the Company's risk assessment by preparing periodical reports and
reporting them to the Board of Executive Officers, Audit Coremjt Strategy and Technology
Committee and Board of Directors, and raise awareness among managers about the importance of
risk management and the responsibility of managers, employees, interns and other TOTRERS.
Internal Audit Teansresponsible foauditingthe risk management processes and internal controls.

The Independent External Audit has the objective of evaluating the environment of internal controls
and risks of the Company considered relevant for the preparation and correct presentatioa of th
Financial Statements.

c. Adequacy of the operational structure and internal controls to verify the effectiveness
of the policy adopted:

The Company has a structure of Internal Controls whose activities involve mapping processes and
helping identify riskgoperational and financial risks, for example) and the respective controls that
mitigate such risks, monitor and suggest improvements of internal controls by the operational areas
and, finally, report any inconsistency or outdated designs of process floles,and procedures whose
amendment may aggravate the controls environment. The internal control structure is periodically
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assessed to check the efficiency of existing internal controls and influences resulting from potential
changes in the Company's @mhal and/or external environment.

¢KS NARA] adGNHOGAZINBI Ay (daNyzX O2ylGAydz2dzate Y2yAil;:
exposure to risks from increasing and hindering business continuity. Improvement actions (action plans),

as well astheir effectiveness, are monitored to guarantee the achievement of the initial purpose,
implementation deadline and efficient risk reduction. This assessment must be carried out once every

six months for risks considered very high and high, and annealtyédium and low risks. With regard

G2 ¢hex{Q A4GNIXrGS3IAO LI FYyYyAydIs | aeaidSYAO NBGJASs

In addition, the Company maintains a Code of Ethics and CordLODEC, which was revised and
approved by the Board of @ictors on 3/2/2018. The document guides participants regarding behavior
patterns aligned with the values and business strategies of the Company. It is a practical guide and
should be used by employees in their daily interactions and decisions based @Gartigany's rationale,

vision and way of being. Training on the Code of Ethics and Conduct is conducted periodically.

As for compliance with the CODEC, a complaints channel is kept open to all internal and external
participants to report ethical or behavidrdeviation. The improvements made as a result of the
determination of the complaints were: dismissal for just cause of professionals with proven evidence
in serious unethical acts; warning and suspension application to professionals with proven evidence
of low and medium severity unethical acts; application of online trainidggening) on the CODEC,;
improvement of the followup process of the complementary channels of client orientation; and
improvement of internal policies, standards and procedures.

5.2. Description of the market risks management policy

a. If the issuer has a formal policy of risk management, highlighting in affirmative case, the
organ which approved it and the date of its approval, and, if not, the reasons for which the
issuer has not adopte@ policy

As mentioned iritem 5.1, the Company has a Risk Management Policy in order to support the process
of identification, evaluation, treatment, monitoring and communication of strategic, operational,
financial and market risks.

This policy was reviewed and approved by @EGand by the Internal Control, Risk and Compliance
Officeron 04/06/2016,and its review is annual or may occur promptly if specific changes are identified.

b. The objectives and strategies of risk managementipg, including:

i risks for which protection is sought

The operational result of the Company may be affected by the local economic changes, mainly regarding
the short and longerm interest rates, government policies to the sector, inflation rate ancharge
policy, as discussed item 4.2.
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il. equity protection strateqgy (hedge)

Historically, the risks presented previougifem 51-b-i) have their effect attenuated becaustne
Companyhas a disseminated clients base, both in terms of income,tasns of industry sectors which
these clients act.

Inflation - The Company believes that the inflationary impact on its operating results is mitigated by the
annual adjustment of maintenan@nd subscriptioncontractsand the periodic adjustments in the prices

of new licensing fees and the hourly rates of sales service projdotgever, asnentioned initem 4.2

this natural protection strategy does not address the residusk f mismatch betweerosts and
expensednflation and the inflation rates applied to maintenance and subscription contracts. Based on
previous periodsthe Company believes these inflation indicataad to converge in the mediurung

term.

Interest Rate- The Company tries to monitor the nenhdebtedness through the comparison of the
operational cash generation and the total debt, as showetkim 3.70f this form.

Exchange rate At this stage of maturity of its international operations, the Company seeks to scale cost
structures andexpensedaking into account their respectivevenues. With respect to the portion of

costs and expenses of TOTVS, even incurred in Brazil, which is influenced by the exchange rate, particularly
the cost of hardware, the Compasgeks to anticipate payménto suppliers todeterminethe exchange

rate and reduceshort-term fluctuations in itsost structure.

iii. instruments used forequity protection (hedge)
The Company does not use, at the moment, any active hedge instrument, in addition to the "natural"
hedgesmentioned in the previous item ("ii"hat consist of:revenuesadjustment based orinflation
indexes(protection against inflation); net indebtednes®nitoring (protection against interest rate) and
cash flow of theparent and consolidated operaiins; andinternational operations with revenueand
costs especially incurred in the same currencies (protection against exchange rates).

iv. parameters used to manage these risks
The main parameters are the representanessof the maintenanceand subscrifjon revenuesof total
revenuesthe recurring revenus, the client satisfaction levethe monitoring of thenet debt level (item
3.7), debt maturity schedulétém 3.8 and the net equity denominated in foreign currency regarding the
total net equity ofthe Company

V. if the issuer operates financial instruments for purposes of asset protection (hedge) and
what are objective that
In the period comprised by this Reference Form, the Company did not conduct operations of this nature

Vi. organizational structue for risks control and management
The Board of Directors, advised by the Audit Commiteeeshown irtem 12.1, monitors the quality and
effectiveness of the risk managemesystem conducted bythe Internal Control Risks and Compliance
Office whichreports to the CFO

c. Adequacy of the operational structure and internal controls to verify the effectiveness
of the policy adopted:

The Company has an Internal Controls structure, whose activities involve mapping processes and helping
to identify risks (operational and financial risks, for example) and the controls that mitigate such risks,
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besides monitoring and suggesting improvengefdr internal controls by the operational areas, Item 5.1
-C.

5.3. Description of internal controls

a. Main practices of internal controls and the level of efficiency of such controls, indicating
any imperfections and measures adopted to correct them.

The Corpany has alInternal ControlsRiskand Complianc®ffice whose purpose is to lead and establish
guidelines for the works related to internal controls and ensure the functioning of the identified controls,
seeking to mitigate riskaccording to the compldty of the TOTVS business and ensure lbest
governanceand marketpractices,jn compliance with laws and regulations.

Still, the process defined by the Company's management aims to provide reasooafittencefor assets
protection, accuracy and reliability of financial reporting, operational efficiency and compliance policies,
standards and procedures.

The methodology used in TOTVS is supported by the COSO (Committee of Sponsoring Organizations of
the Treadway Commissipand in line with the rules established by the Brazilian Securities and Exchange
Commission (CVM) and other regulatory and accounting standards.

Definition of scope and performance:

The activities of the Internal Controldepartmentare based on the mappg of the main risks and
processes deemed relevant according to the strategic goals of the Company.

If there are no controls or unsatisfactory controls to mitigate the existing risks, the impacts on the
respective processes are identified and reportedhe tompetent areas, so that an action plan is draw

up to address the gaps found. The entire process of revision of controls and its results are reported to the
Audit Committee of the Company.

It is the responsibility of the Audit Committee of the Compamypériodically monitor the identified gaps
and the action plans developed by those responsible for the processes, with the objective of eliminating
them and creating controls that mitigate such gaps.

Additionally the following aspects to define the scop&workare taken into consideration:

- Business knowledge

- Strategic goals of the Compgny

- Composition and nature of the financial accounts;

- The possibility of losses resulting from errors and fraud;
- Complexity in the transactions of tlimancial accounts;

b. Organizational Structures Involved:

As already mentioned in Item 5.1/ b)iii.
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c. If and how the internal control efficiency is supervised by the management, indicating
the position of the persons responsible for such monitoring.

After the completion of the mapping of processes, risk identification, control and testing,the
responsibility of thelnternal Controls, Risks and Compliandanagementto report referring the
weaknesses identified to the main responstbfer the pocesses so thahey are aware and can define
action planslt is the responsibility of the Managers of the areas in which the deficiencies were identified
to establish a deadline with Internal Controls for the implementation of the action plans.

d. Deficiercies and recommendations on internal controls included in the detailed report
prepared and sent to the issuer by the independent auditor, in accordance with
regulations issued by the CVM that deals with the registration and the exercise of
independent audiing activity.

All deficiencies identified by external audit, regardless of their classification (Significant deficietiwes,
deficiencies or Oservations related to business and operatioaatag are reported bythe Internal
Controls, Risks and Cofigmcedeparment to the areas and theiofficees thatwere audited, and these

are responsible for defining action plans as well as the dates that they will be implemented. After these
settings, the Internal Audit is responsible for the follow process of the action pla@éming to confirm

the implementatio of theactionplan and verify its effectiveness.

At the last Independent Audit, no significant deficiencies were identified by the independent auditor in
the Internal Audit Improvement Recommendations Report

e. Management comments on the deficiencies idiied in the detailed report prepared
by the independent auditor and on the corrective measures adopted

No significant deficiencies were identified in the detailed report, so there are no relevant comments to
be made by the Company's Board of Executiffecés.

5.4. Significant changes

a) If the issuer has integrity rules, policies, procedures or practices adopted to prevent, detect and
remedy frauds and wrongful acts committed against the government, identify:

i. the main integrity mechanisms and proceduradopted and their adequacy to the profile and risks
identified by the issuer, informing how frequently risks are reassessed and the policies, procedures
and practices are adjusted

Through its Integrity Program, TOTVS adopts integrity mechanisms and preséulprevent, detect and
adequately deal with acts of corruption, fraud and wrongful conduct of any nature against the
government of Brazil or any other country where the Company has operations.
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The Integrity Program is audited annually by an externdl iadependent audit firm that is qualified to
identify possible inconsistencies in the program, as well as opportunities for improvement. The audit
findings are reported to the Audit Committee and the respective action plans are monitored by the
Management

Corporate Policies are approved by the Board of Directors of the Company and are revised every two
years. Rules, Procedures and controls are revised annually, but they may be updated any time on account
of changes in rules, procedures and the risk saenar

In 2017, the Company adopted a set of measures to strengthen its integrity mechanisms, among which
are: (i) implementation and disclosure of the Policy for Commercial and Institutional Relations with Public
Entities; (i) workshops to train commerciglams that interact with public agents; (iijl@arning training

on Commercial and Institutional Relations with Public Entities;(iv) internal restructuring of the Public
Sector Compliance cell; (v) review of the Code of Ethics and Conduct; and (vi) fatingit liotegrity
Program.

With the focus on continuous improvement of the Integrity Program, the following lines of action were
RSaA3aAySR F2NJ wuamyyY O6AO0 YILLAY3I 2F GKS /2YLI yeQa
agents;(ii) reformulation othe training on Code of Ethics and Conduct with the creation of specific
modules considering risk exposure; (iii) keeping records of meetings with public agents; and (iv)
reinforcement of the due diligence of suppliers.

ii. the corporate structures involvedni the monitoring of the operation and efficiency of internal
integrity mechanisms and procedures, indicating their duties, whether their creation was formally
I LILINE GSRZ GKS AaadzSNRa o02RASE (G2 gKAOK GKS& NBLR
their leaders, if any
The Risks, Internal Controls and Compliance Department, through the Internal Controls, Risks and
I 2YLX AL yOS IINBIFZ A& NBalLRyaAaotS F2NJ AYLIE SYSyiGay3
matrix reporting to the Audit Commé#e. The status of the actions is periodically reported to this
Committee, which is responsible for keeping the Board of Directors informed on this matter.

The Risks, Internal Controls and Compliance Department, within the scope of its duties and ahesdtabl
in the Corporate Compliance Policy, has functional independence and access to the information and
documents necessary to perform the activities of the Company's Integrity Program.

iii. if the issuer has any code of ethics or of conduct formally approwedicating:

1 ifit applies to all executive officers, Audit Board members, directors and employees and whether
it also applies to third parties, such as suppliers, service providers, intermediaries and associates

The Code of Ethics and Conduct applies to internal and external stakeholders that have any relationship
with the Company. In the last quarter of the year, the Code was revised by the Company, considering
aspects relevant to the current business scenarowell as structural and language adjustments. The
new Code was approved by the Board of Directors on March 2, 2018.
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1 if and how often executive officers, Audit Board members, directors and employees are trained
on the code of ethics or conduct and on otlstandards related to this matter

To provide employees with expertise and adequate training, the Company offeredeameg training
program on the Code of Ethics and Conduct, which includes a test and the issue of a certificate. The
training should beevised annually. The same training is mandatory for third parties acting on behalf of
the company, which is established in contracts.

In line with said revision of the Code of Ethics and Conduct, the training was reformulated; its content and
approach wee updated, and it is scheduled for launch across the Company in the 2nd half of 2018.

In addition, a specific training program on anticorruption is scheduled for 2018, intended for Directors
and Executive Officers. It is focused on the scope of their aadlkon the Brazilian anticorruption law and
as well as other standards and good practices applicable to this matter.

9 applicable sanctions in the event of violation of the code or of other standards on the issue,
identifying the document where such sanctisrare envisaged

As established in the Code of Ethics and Conduct, any type of violation of its provisions subjects the
offender to penalties that may range from disciplinary measures, such as warning, to termination with
cause, in addition to appropriatedal action, as applicable.

1 body that approved the code, date of approval and, if the issuer discloses the code of conduct,
websites where the document is available for consultation

The Code of Ethics and Conduct was approved by the Board of Directod&2018 and is available for
O2yadzZ GlFrGA2y 2y GKS /2YLIlyeQa Ly@Sad2NI wStlidiAazya
channel (www.totvs.com/eticatotvs).

b) If the issuer has any complaints hotline, indicating, if so:

9 if the complaintshotline is internal or is managed by third parties

The Company has an Ethics and Conduct Channel managed by an outsourced company.

1 if the hotline is open to receive complaints from third parties or if it receives complaints from
employees only

The Ethicand Conduct Channel is designed to receive complaints from employees and third parties such
as suppliers, service providers and business partners.

9 if there are mechanisms to ensure anonymity and protect whistleblowers in good faith

The Ethics and Condu€hannel enables complaints to be reported anonymously or not and ensures
confidentiality of the information and anonymity of the person.

9 issuer's body responsible for investigating the complaints

The Internal Audit unit of the Company is responsiblednalyzing and investigating the complaints
received, as well as reporting the applicable cases to the Ethics and Conduct Commission, which
establishes the appropriates measures to be taken.
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c) If the issuer adopts procedures in a consolidation, acquisition and corporate restructuring to identify
the vulnerabilities and risks posed by improper practices of the legal entities involved.

The Company adopts due diligence procedures for companidsrgaing consolidation, acquisition and
corporate restructuring. The process consists of an analysis of the environment performed by teams from
independent audit firms, as well as a reputational analysis of the legal entities involved. The results are
incorporated into an action plan that consists of synchronized actions with the plan for the merger of
these companies.

d) If the issuer does not have rules, policies, procedures or practices to prevent, detect and remedy
frauds and wrongful acts committed agaitshe government, identify the reasons why the issuer
does not have any controls in this regard.

Not applicable, since the Company does have rules, policies, procedures or practices to prevent, detect
and remedy frauds and wrongful acts committed agaihstgovernment.

5.5. Comments on Significant Changes and Expectations

Through the new risk management methodology established in 2017, the company started to attribute
gualitative analysis to the risks considered strategic. The current prioritization congidseswith the
greatest impact and vulnerability of the controls environment and eventual materializations, which can
be identified in the inserted position of the related risks of the company (item "a" of indicator 4.1).

5.6. Other relevant information

TheCompany did not identify any other relevant information related to the items of Risk Management
and Internal Controls.

6. COMPANY HISTORY

6.1. /6.2/6.4. Constitution, duration and registration date of the Company at CVM

LaadzSNDRa O2yadAi 12131983
LaddzSNRa O2yaidAd PublicCompany

Constitution country Brazil
Duration Undetermined
CVM Registration date 03/07/2006

6.3. Brief historywe

TOTVS had its origin from a services bureau, created in 1969 by Mr. Ernesto Mario Haberkor@Gxalled
- Sistemas Integrados de Geréncia Automatica Ltda. The bureau provided general services in the
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computers area and developed a system that allowed the centralized corporate management, which main
purpose was the automation of administrative processes.1B83, with the appearance of the
microcomputers, the Company was founded, under the legal name of Microsiga Software S.A., joining the
partners Mr. Haberkorn and Laércio Cosentihe,current CE@f TOTVSThe Company had the purpose

of elaborating sofvare for these personal computers and, later, started to act in the integrated corporate
management software market, accessible to medium and small size companies.

CNRY (KS dpnQasx aSOSNIft &aiNIG§S3IAO RSOA ddwhywith g SNB
the creation of the environment necessary to undertake the market leadership that the Company would
accomplish at the end of the decade. A few decisions and events that deserve highlight are:

1990:0pening of the first franchise;

1996:certification of Microsiga Software S.A. in the ISO 9001 standards, being the first Brazilian software
company to obtain such certification;

1997:0pening of the first unit abroad, Microsiga Argentina;

1999: launching of the ADVPL (Advanced Protheugguiage) language developed by the Company
throughout the seven previous years and the entrance of a foreign partner, Advent Inteonal
/| 2N1LIR2 NI GA2yY 6KAOK &ailFNISR (2 K2fR wp: 2F (KS O2Y

2002:Company'shusinesgpurpose chaged to ‘specialied retailingof computer equipment and supplies,
retail sales of apparel andccessories, other activities related pvoviding information services not
specified before, according to the Extraordinary Genegilareholders” Meeting @8/28/2002.

2003:aaquisition of assets of the company Sipros, in Mexico, and opening of Microsiga Mexico;

20051 OljdzA aAGA2Yy 2F [ 2320SydSNI NBLIZNOKIF &S 2F GKS !
BNIESPAR as partner of the Compaanyd constitution of TOTWEMI, in the Extendedusinesdodel;

2006: IPOat the Sdo Paulo Stock ExchanBdM&FBOVESPRAN the Novo Mercado(highest level of
Corporate Governance); and acquisition of RM Sistemas S.A.;

2008: amerdment to the Company's business purpose, accordinghé Extraordinay Shareholders’
Meeting of 04/30/2008, for éthe provision of consultancgervices advisory and developmenbf
computersystems (software}he operation of computerized systems use riglotsn or third partiesthe
provisbn of data procesing servicestraining and the purchase and sale of computers, accessories,
peripherals and supplies, being allowed to import goods and services relatisdrain activity retailing

of wearing apparel and the like and their complememgsearch and tehnological innovation activities,
technical support actity in information technologincludinginstallation,configuration and maintenance

of computer and database programs, provision of management consulting service pret@ssing
activities, hostingportals, providers and infaration services on the Interngts well agarticipate in
other companiesas a partner or shareholdérmerger of Datasul SA ("Datasul"); 1st position of the
Brazilian ERP market and 9th in the world iagkof ERP providerseleased by Gartner; launch of the
web service and customer relationship platform, which allows remote deployment of the Company's
software solutions;consolidation of Microsiga and RMilistribution channelsin TOTVS Franchises
channels to sell antinplement the full TOTVS solutions portfolio.
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according tahe Extraordinary Shareholders” Maw®y of 16/04/2009;O0NB | G A2y 2F aCdzZ f ¢ h¢
involving the TOTVS and Datasul franchises; and creation of segmented software offers, fiathdly

client (series T, 3 ard, and by activity sector, combining components of horizontal and vertical solutions

of the companies incorporated by TOTVS;

20112 amendmentto thed 2 Y LJI opredfaie purpose to include the activity of "software and hardware
NB y (atcébrding tahe Extraordinary Shareholdensleeting of 03/21/2011

2012:Participation of the Company in thiBrasil Maor Rang, which led to the reduction of theax rate

for calculation of thesocialsecurity contribution (INSS) fro20% ofthe payroll to 2.5%between April

and August2012 and 2.0% ofyross revenue, excludirgancellations and discounts, since August 2012.
TheBrasil Maior Rin was established by law 12,546 (resulting from the Provisional Measure 540/11 of
the National Congress), whiehms to relief the payroll tax in several different Brazilian industries, and
information technology is among them

2013:increased investments ithe specialization ofolutions for each type ofarket industry, both
organic, with investments in research and development astructuring of sales teams, as through
mergers and acquisitions, with acquisition of PC Sistemas, RBXail Seventeen; investments in new
technology, such as the acquisition of minority intgrén GoodData and uMov.me; ataunchof an
agnostic clouglatform for process, identity and contemhanagementnamedfluig; amendnent to the
Company's businegsurpose to indica¢ the preponderance of the businepsirposes activities and to
specify that the provision of consultancy in management sesyigader the Company's busingagpose,

is classified as business nagement, according to the Extraordinary SHelders” Meeting of
03/01/2013

2014 maintenance of investments in spedztion of solutions byndustry sector, both organic, with
investments in research and development, and through mergers and acquisitions, with the acquisition of
Virtual Age Technology Solutions Ltda. ("Virtual Age") and Neolog Consultoria e Sistemas S.A. ("Neolog");
the transition promoted by the @npany in itcommercial models, aimedt the expansion ofugscription

sales as Software as Servi&ad@y and the consequent increase in the level of recurrence of the
Company's net revenuegnd the commercial partnership agreement with REDECARD S.A."{;Rede
wherehy the Company an&ede will offer micro and small entrepreneurs the product "Fly01l by TOTVS
with the paymentmeans ofRede, a complete management solution that will integrate thmommerce
transactions to physical stores.

2015:Launch of the newgubscripion model of"'TOTVS Intera" in June 2015 for small, medium and large
O2YLI yASa o6& 6KAOK OfASyida RSTFAYS FyR YIrylF3S GKS
unrestricted and simultaneous access to all the management, productivity and aeitedn software

solutions of TOTVS. The model allows clients to use the solutions in any of the clouds approved by TOTVS
or, if more convenient, in their own infrastructure (on premises).

In addition, the Company maintained investments in specializati@oloitions by type of industry, both
organic, with investments in research and developmant through mergers and acquisitiongith the
corporate reorganizabn between TOTVS and Bematéclorder to create thédusiness solution provider

for Retail wih the widest national coverage and the most complete portfolio of solutions and innovations
for the sector.
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Together, TOTVS and Bematesave the entire retail chain, combining kndww of brickand-mortar

retail and ecommerce, with portfolios of speciaéd solutions such as management systems, point of sale
(POS), commercial automation, fiscal solutionscommerce, mobile, means of payment and
collaboration platform, in a variety of retail stgg@gments, such as food service, supermarkets,
wholesalersapparel and footwear, department stores, electronics and home appliances, construction
materials, drugstores, hotels, car dealerships and passenger transportation, among others.

It is also important to highlight that, on August 2815, the Brazilian Seteaapproved the Bill 863/15,
reducing the tax reliefs on payroll granted in recent years by the Brasil Maior Plan to 56 sectors of the
economy, including information technology,

With the approval of the Bill 863/15, since Decemb®r 2015, the contributin for taxpayers increased
from 2.0% to 4.5% over gross revenues.

2016 Significant progress in the trasition from the licensing model to the software subscription model,
evidenced by the 21.4% growth in subscription revenue, mainly as a consequence of the higher share of
sales to new small and medium clients, specially iTV® Intera commercial model (subscription
commercial model launched in June 2015).

The Company also made progress in integrating Bematech operations, expanding its participation in the
micro segment with the launch of Bemacash, a solution that combinemtregement software Fly01

2T ¢he¢+x{ 6AGK .SYIFI(iSOKQa KINRgIFINB azfdzZirAzyaz | yR
a pointof-sale integrated with the new generation of payment terminals

In August, 2016 TOTVS sold 100% of its partioipain the capital stock of TOTVS Resultados em
hdzia2NODAYy3 [¢5! 6a¢hc¢+{ whé¢ovz O2YLIye F20dzaSR 2y
Outsorcing) services, to Propay S.A. In May of the same year, TOTVS Mexico and TOTVS S.A. acquired
recpectively18.5% and 0.5% of the capital stock of the Russian company National Computer Corporation
(NCC), with the aim of developing and bringing to the Russian market a management system with a
combination of reliability, secutity, data integrity, continuity, higlrformance and scalability, features

Ff NBIF Ré LINBASYGSR Ay ¢he¢x{Q azfdzirAzyao

2017 TOTVS resumed its growth trajectory. Net revenue increased organically by 2.0% bgritien
34.3%growth in subscription revenue, which already accounts for 20.7%taff $oftwware revenue. This
evolution in subscription is the result of the digital journey that TOTVS is going through which is
increasingly transforming it inta subscripton company.

The year 2017 was marked by the launch of the artlfinialligence patform (Carol)designed to expand
the analyticalcapacity and speed up the decisioraking process in a business environment markgd b
everincreasing volumef information and which is an institute whose mission is ¢connect startups,
entrepreneursanddevelopers in order to create new business solutions

6.5. Information about the bankruptcy request based on a relevant amount or judicial or
extrajudicial recovery

Not applicable. There was no such request.



6.6. Other relevant information

The Company did nadentify other relevant information related to its history.
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7. COMPANY ACTIVITIES

7.1. Description of the activities of the company and its controlled companies

The purpose of the companydsinplify the Business world > (i KTddBsatzdl Kechnologlatforms
that generateSpecialized Solutions the core business of our clieniBhis solutions are commercialized
and mplemented in an agile and simple wlaya capillary and digitdDistribution and Business

network, whichstructures allow us to integrate theanovation @mmunity and Developersinto the
TOTVS Ecosystem (more details of this business maltibe presented throughoutems 7.2 and 7.3).

TOTVS9perates in the deMepment of software in the provision of consulting, advisory services,
exploitation of rights to use its own computer systems or third parties, including leasing of software and
hardware, provision of data processing services, training and purchase and sale of compaters, th
accessories, peripherals and supplies, being able to import goods and services related to their main
activity, franchising concession, retail trade of clothing and related articles and their complements,
research activities and technological innovatiawtivity technical support in computer science,

including installation, configuration and maintenance of computer programs and databases, provision of
business management consulting services, data processing activities, hosting, portals, Internet
information providers and services as wa# well as participating in other companies as partner,
shareholder or quotaholder.

In short, the @Gmpany provideso the marketbusiness solutionr all sizes in 10 strategic market
industries,that embracesntegrated enterprise management software, productivity and collaboration
platforms, data and intelligence platforms (or intelligent and collaborative platforms) and-adlded
services such asonsulting, infrastructure (hardware, operating systemdatlase and data center) and
corporate education.

TOTVS has ovér800 direct employees and operates il countries, withown branchesin Brazil,
Argentina,ColombiaMexicg Taiwan, China Portugahd USA

b) Related info about a company of mixed economy

Not applicable. The Company is not a mixagital company.

7.2. Information on operating segments

a) Traded products and services:
PLATFORM SOLUTIONS

Every day countless technologies emerge in the market. Big Data, Artificial Intelligence,
Internet of Thingsre some of the most talked about, tested and used. ERP is the base of all
these new technologies. ERP will always be present, at the core of all these technologies and
as a fundamental pillar of all their processes and countless data integrations thatindgheir

wake.

Management systems have evolved, became platforms and must guarantee comgjiahce
odzaAyS&a NHzZ Sar GFE YR AYF2NNIGAZ2Y &aSOdzNA G
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transformed in open platforms with the goal of enabling integratith APPs and other
market solutions.

TOTVS ERPERP includes the essential and complementary processes for industrial
management, integrating solutions tailored to each field of expertise covered in a productivity
and collaborative platform. This corewers from administrative and financial Back Office, with
full service on legislation, up to essential modules to put into operation any type of industry,
such as engineering, inventory and costs and production planning and control.

TOTVS HRIOTVS has cglete solutions to cover the processes that compose HR suite,
providing the clients with agile and simple human capital management and development, such
as: support to legal requirements and payroll processes, benefits management, control of
SYLX 2 @& &$éues, warkfdide planning, talent attraction and retention, management of
training, management by competences and monitoring results through indicators and action
plans and development of strategic targets.

TOTVFISCALBrazil has one of the heaviestcamore complex tax legislations in the world,
exceeding 300,000 standards, and companies need to follow its constant changes. The
difficulty of maintaining tax risk strategic management becomes greater every day due to a tax
calendar with obligations andug dates that differ among diverse regions in Brazil, in addition

to the need for investment in professionals, software, data storage, advisory, outsourcing,
counselors and legaixpenses.

¢LE | dziK2NAGEQa O2YLX Al yOS & litncaréillybeerseeSaliz Y S &
history and operating process practiced by the taxpayer. With access to electronic documents
(NFe, NF&, NF@, Eventos &ocial, EFD Reinf, etc.), monthly recordkeeping (STATE GIAS,
SINTEGRA, EFD ICMS IPI, EFD ContribumbedicBl and Noperiodical eSocial, EFD Reinf,

Bloco K, etc.) and annual recordkeeping (SPED Contabil, ECF, DIRF, RAIS, etc.), the tax authority
uses its tax expertise for the diverse controls of tax information.

Tax obligations are part of the déy-day activities of any company, regardless of its size and
operation segment. Understanding the Brazilian tax scenario is an extremely complex task,
which requires time, knowledge and constant training.

To support companies, in addition to olmmovation, Maintenance and Technical Support
structure, TOTVS also has the following solutions

TOTVS Tax Intelligengesolution for audit and validation of tax obligations 100% clbaded,
GKAOK AyOftdzRS& ¢he¢+{Q SyGANB GFIE LRNIF2fA2

Calendar of Obligations- support tool for management and monitoring of tax deliveries
provided by TOTVS.

TAF¢ TOTVS Tax Automation Specialized tax solution characterized by data and layout
consolidation. It offers support to the tax process, permeatimgin and ancillary obligations
through statements and calculations. This solution works as a repository of tax information
capable of consolidating data and layouts to meet the requirements of the Brazilian tax system.
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TIF-TOTVS Tax Intelligence powerby IOB- Solution for audit, analysis and validation of tax
obligations developed in partnership with IOB (leading company in the corporate, legal and tax
information market). It is a 100% clothsed solution, which saves time and money of
implementation,providing tax area professional with guarantee, tranquility and accuracy in
delivery of ancillary obligations.

TOTVS considers that ERP, Human Resources solutions and specialized -spgoifant
solutions should be categorized as the hard core of cogdardormation and around them 4
other platforms further address the needs of clients. These include:

Carol Data and Intelligence PlatfornCarol is the quality data and artificial intelligence
platform by TOTVS for interpreting data and recommendittgudes and actionsL G Q& (K S
cognitive intelligence of TOTVS solutionsallows clients to improve ownership of data in
companies and expand the analytical capacity and speed of detis&imng in the face of a
business environment with a growing uole of information, and also serves as a virtual
assistant, answering questions and offering business insights. It uses Deep Learning
techniques, Neural Networks, Genetic Algorithms and Machine Learning solutions to drive a
transformation of the managemenmf companies and their results, in a simple, assertive way
and with solid qualification of data and business information, so that they can take advantage
of opportunities created by the digital economy based on data, sharing and collaboration. It
also hasan infinite learning capacity as a strong feature as its APl (Application Programming
Interface) is open, which allows any person or company to teach it new skills and create other
application models on top of Carol itself.

Data and Analysis Platform TOB\Analytics (by GoodDataBusiness analytics solution that
LINSaSyda REFEGEF Ay | adNHzOGdzZNBR YIYyYySNE O2yazft .,
and intuitive dashboards that enable a very agile management of indicators and results, thus
allowing formuch safer decisiomaking. The tool is available 100% in the cloud, which means

zero spending on infrastructure. It offers indicators and reports in a single place, in a practical

and agile way, eliminating the need to access several different soulceady integrated to

TOTVS ERP, with more than 300 reports and indicators ready and available.

Productivity and Collaboration Platform fluig:Solution aimed at unifying systems,
digitalization, simplifying processes and boosting productivity and businassesore fluid

and intuitive experience. It is the evolution of productivity and collaboration solutions
integrated into a single platform, which enables the creation and fruition of innovation project

of companies, regardless of their legacy systemasigflhas a unique collaborative
communication interface and stores all its content in the cloud, with mobility being part of its
DNA. Users access the information safely, at anytime, anywhere and on any screen. Among its
features, the platform provides tosfor process modeling and management, portal and layout
creation, document management, corporate social network creation, mall for buying and
selling applications, management of identities and collaboratiesaening.

BemaGo loT PlatformRepresents th@ositioning strategy in smart devices and complete loT
solutions, focusing on transforming data into consolidated information to generate business.
bemaGo is a solution composed of an |oT gateway to which sensors that aim to quantify and
qualify people areonnected. The gateway is a smart device that communicates with sensors
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over a wireless network of its own. Information collected by the sensors are handled and sent
to the bema platform cloud, a smart environment with data storage and processing capaciti

so that these can be leveraged by the business, through dashboard that facilitate decision

making, evolving to predictive analysis by using other innovations such as Artificial Intelligence
(Al) and Machine Learning.

SOFTWARE SOLUTIONS

The structuringof offerings by segment is aimed at consolidating business solutions and
processes by economic segment, thereby optimizing the development, upgrade and
innovation of solutions. This enables the solutions offered by the Company to meet needs that
range frombasic back office operations, such as accounts payable, accounts receivable, taxes
and human resources, to mainly the core business of companies, such as control of student
records in a university, inventory control in a manufacturing industry or corngnuc
management in a building company.

The structuring of offerings according to company size is aimed at providing solutions with the
appropriate level of complexity and robustness, taking into account the needs of micro, small,
medium and large companies

2 A0K GKAA AY YAYRI ¢h¢+x{Q LRNIF2ftA2 A& 2NAIY
segments: Agribusiness, Construction and Projects, Distribution and Logistics, Education,
Financial Services, Legal, Manufacturing, Healthcare, Service arigdd®etall as solutions for

Small and Micro Businesses.

1 AGRIBUSINESS

TOTVS has specialized solutions for the agribusiness segment that cover the value chain of the
following subsegments: Sugarcane, Crop Production, Grain Origination, Seed Processing and
Cotton Processing. Solutions that help clients overcome the major challenges of this segment
in their essential processes.

Management of activities and resourceEfficient management of purchases and inventory

of inputs and maintenance items, and apprige¢ management of agricultural activities,

GAGK 2LIG0AYdzY dziAfAT I GAZ2Y 2F @2dzNJ O2YLJ ye Qa NI
employed.

Traceability:Guaranteed traceability of production and inputs used in the process, in addition
to compliance wth tax, social and regulatory requirements of the segment.

Economic and financial managementanagement of production costs among the steps in
the production process, cash flow and identification of key indicators for benchmarking.

Planning and controlAnticipation of actions and incidents to increase the success rate in
production, with realime access to information in order to reduce idleness and wastage.

Mobility: Reduction of time to receive information and assurance of higher quality in field
information records.
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Origination and Processingdrigination of grains with guaranteed traceability in the process

from field to silo, where, later, processing is done to turn a primary product into an
industrialized product with a higher value. TOTVS solgii@rantees optimum storage to the

producer, which is an essential stage in &€ YY2 RA (& Qa Ff2¢ (2 AyRdz
processing and storage.

Core solutions:

TOTVS PIMS Multicrop Rural Productio8olution for managing a multiple crop productio
chain. Enables the production of quality raw material with high productivity, management of
production costs and to ensure compliance of processes and products aligned with regulatory
requirements; everything connected quickly and securely and integratigd TOTVS ERP
solutions.

TOTVS PIMS Sugarcagéolution for planning agricultural management, programming its
resources, operation, logistics and raw material acquisition, and controlling all contracts and
service orders in the fieldlt operates on calculations of productive areas and those
appropriate for planting, identifyig places that need renovation and generating information

to begin Crop Planning.

TOTVS Agro Mobileln control of all steps of the production process, from soil to harvest, the
TOTVS Agro Mobile solution enables the user to input field data, phytosanitary information,
operations by equipment, inputs deployed, quality of operations, among others, setiwing
necessary information to the agricultural system for processing and returning indicators for
mobility.

TOTVS Grain OriginationSupports management of storage, purchase and sale of grains,
connecting rural production, from the receipt of grains atmbir weighing, analysis and
unloading silos for drying and storage, and distribution to delivery to third parties or the
industry.

TOTVS Cotton Processinganagement of the entire processing of cotton before it reaches
textile industries.

TOTVS Seed Pregsing Control over the processing of commercial seeds of grains and cereals,
with safety and traceability of product handling and its entire documentation process.

MANUFACTURING

It is one of the key operating segments of TOTVS, in which best InduBtigodcepts and
practices are applied to solutions and technologies. Its suite of products serves eight major
specialty groups: Extraction and Processing; Pulp and Paper; Chemicals and Recycling;
Metallurgy and Plastics; Capital Goods; Durable Goods; Censboods; Textile and Apparel.

In order to develop solutions focused on the essentials of this segment, we consider the
following value proposition:

Lean manufacturingFlexibility and speed for increasingly customized products with variable
production sales and batches and greater differentiation, as well as application of Lean
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Manufacturing concepts, such as continuous improvement, increase in efficiency, productivity
and cost reduction.

Automated manufacturing Synchronization of the supply chain, appy Industry 4.0
concepts such as digital capture of data and content, collaboration and sharing of information,
machinemachine communication, mobility and connectivity with sensors (IOT) for better
performance in all industry processes.

Sustainable manfacturing: Development and retention of human capital, with knowledge

management, technological innovation and product development combined with
environmental preservation. All this with the management of quality, sustainability and
traceability.

Core Saltions:

TOTVS DPRTheproduct developer systematically separates the previous processes involved
in the creation of a new product, and also manages its innovation. Every launch, release or
new version is made available for production and sale only dfie released and approved by

the team responsible.

TOTVS APSTOTVS APS brings speed in production planning and the ideal process flow by
evaluating the machines and material resources required for the demand placed, whether
arising from orders, saleforecasting or even the production master plan. The goal is to
generate the best delivery schedule possible in each work line of the plant, optimizing cash
flow, and at the same time increasing customer satisfaction with deliveries on schedule.

TOTVS SFGhop Floor Controlg It expands control over records of production stages,
collection collecting of control items, measurement and comparison of Overall Equipment
Effectiveness (OEE) indicators per Work Center, Production Area and Plant, in additien to t
13 indicators composed of performance, availability and quality variables.

TOTVS Quality¢ Composed of modules to make execute and maintain the quality
management system (QMS). This solution covers inspection of material inflows, processes
(production) and equipment (metrology) and is managed by document, audit and
nonconformity control modules.

z

TOTVS MaintenanceL & YIF Ay Gl Aya GKS | @FrAflroAftAGe 2F (K
and equipment, reducing shutdown times and the costs of correctigat@nance, as well as
increasing operator safety. It also manages maintenance processes, tasks and deadlines, as
well as the technical team. Its extension for Fleet Management enables management and
Al @gAy3a gA0GK (GKS O2YLI yeéQa Y2i2N1kR2ft o

TOTVS Environmeat Managementg It focuses on establishing more efficient processes that
generate less waste and surplus material and on the application of policies aligned with
environmental agencies. Implementing it paves the way to obtain recognized environmental
certifications such as 1SO 14001.

TOTVS COMEXExecutes functions in operations, documentation processes and complete
import, export and drawback managerihd financial processed he solution also includes
calculation of all services contracted or provided abroad integrated with Siscoserv, the system
to monitor crossborder transactions involving services and intangibles.
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TOTVS Marketplace Automatic quotation for purchases withn online supplier network,
integrated with ERP. This solution has wigtsed portal for management of the entire process,
including approval and issue of purchase orders electronically, with the best performance
indicators of the procurement team.

TOTVS EMS(Manufacturing Execution Systemg)Monitors each phase of production in the
shop floor, digitally connecting machines and equipment to ERP in order to obtain the
production achieved, materials used, transport, stoppages, losses and rework, translating a
this into realtime visual indicators.

TOTVS&anbang This is the electronic Just-Time model suggested by Lean Manufacturing.
The goal is the ideal consumption of inputs and components for production. The electronic
Kanban replaces physical camdgh virtual ones for visualization and control in real time.
These cards trigger alerts on the correct moment for production and replenishment of items
in quantities and times necessary to keep the line operating in a continuous flow.

LOGISTICS

TOTVS haspecificsolutions for the Logistics segment that meets the challenges faced by
operators of logistics, ports and customs facilities and carriers.

Balanced inventoriesAccuracy of balances and increase in inventory turnover through the
use of purchasereceipt, warehouse management (WMS), inventory optimizer, distribution
resourceplanning (DRP), port solutions and bonded warehouse.

Reduction of cycle tim¥ ! 3Af A& |yR FfSEAOAfAGE Ay 2NRSN
2 NRSNE I eéhnolodidslbughiay sales force automation (SFA), customer relationship
management (CRM), supplier management, marketplace, sales management and credit
analysis.

Lower operating costsIncrease in margin and profitability with management of freight,
invertories, transportation cost, asset maintenance and purchases, among others.

Increase in service levelsreater client satisfaction and loyalty, driving sales through CRM,
transportation management (TMS), logistics optimization, freight management (GFE),
warehouse management (WMS) and yard and concierge management (YMS).

Accurate information Supply of reliable management data through performance indicator
tools (BA), transportation management (TMS), billing, purchase management, tax
management and socialaiform (fluig).

Ontime deliveries:Compliance with Service Level Agreement (SLA) of clients through logistic
cockpit, cargo assembly (OMS), control tower, logistic monitor, automation of cargo terminal
and warehouse monitor.

Logistic visibility:Visibility and traceability in logistics operation through logistics monitoring,
KPIs (GoodData), native management panels and document tracking.

Core solutionsTOTVS TM8& Automates the management of cargo carriers, increasing fleet
productivity to reduce lead time and optimize demand planning. It enables carriers to allocate
vehicles according to the actual business needs, improving fleet use and reducing
transportation cos Also meets all tax requirements and obligations with drivers, such as work
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hours and payment to outsourced employees through the Transport Operation Identification
Code (CIOT) system.

TOTVS WMS (own operation) Warehouse management system for own opg@ras,
organizes physical spaces, automates the receipt, checking, storage, orders, segregation,
dispatch and shipment processes involving both human resources and physical resources. With
the WMS solution, clients can speed up processes, monitor and ramperational flow and
AaSNDAOS tS@Sts 2060FAy GSIYQa LINPBRAZOGAQGAGE
bottlenecks, leading toeduction in stock and inventory levels.

TOTVS OME& Agile management of distribution and dispatch operations, with ctidation

and smart sequencing of sales orders and deliveries, fully integrated with the financial module
through accounts receivable.

TOTVS GRKEManagement and control in contracting and audit of outsourced fleet, optimizing
the levels of quality, efficiecy and timeliness in cargo dispatch and receipt.

TOTVS WMS (logistics operatarManagement and control of storage of thighrty products
(client/bailor). Using radio frequency technology, it automates and optimizes activities of
human and physical resoces, matching their activities to the service order generated and in
receipt, checking, storage, orders, segregation, dispatch and shipment processes.

TOTVS SIeThe integrated port system enables the control of processes necessary to provide
servicesin maritime agents, port operators and customs clearance agents. With regard to
maritime agents, it enables negotiation/scheduling of berth, inspection, coofrptovisions,
payment of lighthouse and lookouts, contracting of pilotage and statement t«. facthe case

of port operators, it allows to escalate and pay the Labor Management Agency (OGMO), lease
equipment, calculate operating costs and issue the laytime statement. In the case of customs
clearance companies, it enables classification of docusjepreparation/signature of
documents debit taxes and quote international transports.

TOTVS SARA Management of storage and operational controls in Customs Facitities
locations authorized to operate with imported goods or goods meant for exportiurasoms
control of the Federal Revenue Service of Br&zihbles recording of information and control
over operations, more agility and operational productivity, traceability and information
security, transparency in processes and reports for decisiaking (Management in addition

to meeting all customs laws.

Logistical Cockpit; Complete suite to manage logistics planning and execution, seeking
optimization and cost reduction. Among the planning functions, cargo assembly considering
the best routesrouting), vehicles, logistics and commercial restrictions, logistics grid (synergy)
and physical placement of cargo stand out. Execution control includes logistics monitoring
(integration with vehicle trackers) and delivery management. The tool also kaSdhect &
Deliver app for field operation by drivers.

TOTVS Mastersales Complete Commercial Intelligence solution that combines SFA (Sales
Force Automation) and CRM (Customer Relationship Management) features. The tool allows
for the inclusion of sak orders through mobile devices, both-cand offline. It controls
commercial representatives, visiting schedules and sales targets. It manages margins and
results. It has builin management indicators and predictive analyzes. CRM performs the
complete management of customers, opportunities (leads) and a$i@es. It has functions
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that are intuitive and based on maps and graphs. It also has different access profiles, for
operational (execution) and managerial (planning and management) levels.

RETAIL

Comprehensive management solutions for retailers, which include automation of
administrative processes to finalization of sale at the paifisale (checkout), including
pricing, RFID, grid management and mix, with information security and integrating stor
management, credit management, mobilitxcemmerce, inventory management solutions.
Offerings are available for the following retail ssbgments: Management of Car Dealerships,
Franchise Networks, Drugstores, Supermarkets, Magazines and Departmeas, Stod
Construction Materials.

Speed and experiencdzaster customer service processes, totally in compliance with laws all
across Brazil.

Efficiency of inventories, logistics and store operatiomgative integration with ERP TOTVS to
monitor the most inportant processes of the business.

Solutions for all retail stagesOperational scope from back officecemmerce and mobility
(2 GKS NBGFAtSNRA th{o

Core solutions:

TOTVS Balancing inventories Management of inventories with the focus on increasing
turnover and reducing stockouts to ensure lower inventory costs and reduction of revenue
losses. All this with indicators to estimate demand and guidelines about what, when, how
much and where to rephish, with high successful rates.

TOTVS Smart Analytics poweredolution focused on usability and user experience, which
brings benefits such as rapid installation of management dashboards at a highly competitive
price, in a 100% SaaS (Software asrai@s model, integrated with TOTVS ERPs and versions
ready for the Retail segment.

TOTVS DMSSolution for management of car dealerships, which includes features such as
portfolio and inventory management; workshop panel with traceability of car parts;
management of car parts, production and budget; analysis of proposals; assessment of used
vehicles; CRM; Credit approval (F&A and FINAME); EDIs with automakers; and complete back
office including accounting, taxation, billing, purchase, payroll, fixedtemseé business
intelligence (BI).

TOTVS EOMMERCE PLATFORMexible ecommerce platform, easily managed and 100%
cloud-based aimed at B2C and B2B. Its benefits include price flexibility; autonomy in products
sold; promotions and important dates; mulises; mobile commerce; marketplace.

TOTVS Retail Commercial Managemer@ommercial control of retailers such as sellers of
footwear, apparels, bed and bath, tablecloths, accessories and department stores, among
others. A tool that allows client to manageoducts by color, size and references, as well as
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categories, brands and collections. All this supporting pricing processes, interstore transfers,
and purchasend distribution control.

TOTVS POSStorefront solution that fully complies with legislatioimtegrated with ERP and
agnostic, has a centralized environment and sales monitor with high usability, and a light and
intuitive interface.

TOTVS AGILE PRESALE®ated to be used by tablets in assisted store sales, natively
integrated with TOTVS POGassisted sale that will conclude the payment of the sale. Allows
sellers to monitor customers as they choose products in an assisted and consultive sale,
enabling upselling and croselling; Enables excellent purchase experience.

TOTVS RMS RETAIL MANKGRT- Back office solution with modules and processes tailored

to Food Retail. Management of goods; Supply (WMS); audit of prices and shelves; Finance; Tax;
Accounting; CRM; Managerial information; Mobility solutions (RF); Integration with storefront
andother TOTVS solutions.

TOTVS RMS MOBILITYProcess solution with Mobile Technology for distribution center
routines. Depends on RMS Retail Management Full or Fit product. Generates receipt of goods,
inventories, price and shelf audit, production ordertums from customers; mobility (RF);
addressing, segregation, audit of addresses, checking and dispatch.

TOTVS RMS B2B PortalWebbased solution for supplier relations, supporting strategic
information on supply, price management aitance. Workflow oproducts, promotions and
tabloids; schedule of visit and delivery; management of current account, finance and viewing
of managerial information.

TOTVS RetaiBack office solution for the store and management, with modules and processes
tailored to Retdi Assisted sale with delivery or pickup; multiple sellers; prevention of losses
and price formation; Panel of indicators; control of obligations required by the National
Sanitary Surveillance Agency (ANVISA); complete management of inventories, purchases,
billing, accounting, taxation and others.

DISTRIBUTION

WinThor Distribuidor Dayto-day control and management of wholesale distributors,
providing support to organize and rationalize logistics resources, the numerous processes and
departments of compan&

WinThor Medicines Solution to meet specific requirements and particular legislation of the
pharmahospital segment, with the integration of its operations and processes and resulting
in efficient and safe management.

WinThorWMY  / 2YLX SGS YIylI3ISySyd 2F 3I22Ra ad2NBR 7
Warehouse Management System or Warehouse Management System, it is an important tool

Ay | 02YLI} yeQa f 2 Idefnédradintelikrit milgslo maximiza ihe uker a8  LIN.
of the physical space, to avoid losses of products and to speed up the process of separation

and dispatch of products.

Radicfrequency Module Enables the use of radicequency technology without the initial
investment for implementation of a WMS. Its use creates more security in logistics operations,
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greater accuracy in receiving and separating goods, increasing the warehouse operational
teamQd LINPRdAzOGAGAGEeI NBRdAzOAYy3a (G(KS 0O2aia Ayd2ft @¢
separating sales orders and inventory.

WinThor RFID Complete, optimum and simpler control of entry and exit of goods and
preparation of inventory in minutes wittadio frequency identification (RFID) tags.

MyFrota: Cloudbased solution for vehicle and equipment fleet management in an easy and
agile manner. It optimizes fleet efficiency through control over maintenance of vehicles and
their parts, directly reflectig in reduced costs.

WinThor Goods Importsvlanagement of processes involving purchase and entry of imported
goods. Control of orders (invoice), shipment, inputs (customs clearance) and transportation of
goods, feeding data on costs and stocks of produtenables clients to generate tax import
expenses (DI) and managerial expenses for cost calculation.

SERVICES

TOTVS has solutions tailored to the following-sagments: Service Providers, Passenger
transport, Utilities and Public sector. Solutions tHzlp clients to overcome the main
challenges in the segment, such as operational control, relationship and qualified manpower.

Control of operations It allows user to optimize allocations and increase productiwtyich

are two major differentials in wining more profitable contracts and reducing operating costs,
considering enormous human resources and pieces of equipment and the complexity in
managing the operation.

Relationship:Promotes quality relationship with final customers, enabling clearer asghelr
understanding of their needs and desires. Thus, the client can plan actions that add value to
business, transmitting safety and continuity of partnership.

Skilled workforce In order to keep final customers always satisfied with the quality ofcesvi
provided, their employees need training, motivation and alignment with business guidelines.

TOTVS solutions directly address these processes and help clients to maintain profitable
contractsand strengthen relationships of trust with final customers.

Core solutions:

Service Managemeng, Full control of the entire process of the company providing qualified
manpower, with management of opportunities through sales pipeline, budgeting and technical
inspection with traceability, safe execution of contracigh higher profitability. From the
operational point of view, it allows for the management of shifts in the operation desk,
contracts, information on entry/departure, and employee working hours. Also useful for
companies with armed surveillance, in whiobntrolling weapons, vests and ammunition is
part of the processes. The module has 2 mobile applications for operational control, of check
in / checkout of service clerks and supervisors, which prevents frauds and enables preemptive
control of potentialabsences at workstations. In addition, the sales team can monitor the
status of lead generation in the mobile app, and the contract team can monitor its contracts
and measurements.
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Equipment Rental Management Management of rentals of light, medium and dwy
equipment that includes segregation, availability for reservations, simple shipments and
materials held by third parties, considering the possibility of human resources management
and related costs, in addition to maintenance and assembly of equipment.

Passenger Transport ManagementSolution for regular passenger transport management
that includes features such as the centralization of data of the entire sales process, ticket sales
accountability control, calculation of commissions paid to agenciek daivers, and price
adjustment. It also manages charter budgets and shifts of drivers and vehicles, in addition to
enabling generation of Federal, State and Local tax obligations, automating financial entries,
accounting records, and payroll payments.

1 COMNSTRUCTION & PROJECTS

TOTVS has specific solutions for the construction, projects / special services, development and
engineering and design sigegments.

Mobility: Integration, interconnection and mobility for the construction site, with project
management readily available and rea@he access to its activities, measurement of physical
progress, record keeping of labor and equipment, and control of transportaticies.

Planning: Creation of service (budget) and activity (performance) spreadsheets and
performance schedule to automate and customize standard distribution curves. All this with
automatic replanning, analysis scenarios, physical, acquisition and fhaplgnning,
equalization of labor and equipment, task sheet management for sieom planning and
allocation of tasks to team#) addition to creation of material packages.

Budget: Improvement in agility and assertiveness in construction work budgeginguring
efficiency in consolidation of sales, in addition to fhe&bela de Composi¢cbes de Precos para
OrcamentogTCPO), or Budget Price Structure Table database, containing previously defined
market price structures and online price update by region.

Monitoring: Analysis of contracts entered into with subcontractors, with revenue deduction,

control over material supply and agreement guides, in addition to reimbursement schedule

FYR 3SYSNIGA2y 2F I 002dzy Ay 3 SyionékoSronitar § 2 Ay C
sales, budget and performance, as well as comparisons of project versions, revisions and
scenarios with work breakdown structure (WBS), inputs, structures and prices. The solution

also controls purchase according to the histogram or existogram to generate material

resource planning (MRP), with approval authority and automatic control of payments, among

other advantages.

Core solutions:

TOP- TOTVS Construction and Projeci$vlanagement of the entire life cycle of a project, with
access to rapid budget, dynamic planning and monitoring of performance and costs to ensure
margin and quality of projects. It also enables calculation of cost, preparation of bill of quantities,
as well as control and allocation of resources.
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Base TCPQ@ Soluion that speeds up budgeting and makes it more agile and assertive, with the
import of TCPO structures and offer of an online update of input prices by region. ¢(E&#®
Partner)

TOTVS Purchase and Billiagintegrated with TOTVS Construction and Prgjeit allows the
increase of productivity with the inclusion and maintenance of moves, quotation map and approval
workflow, facilitating purchase management with efficient control over inventories and billing

TOP Mobileg TOP Mobile enables collectiohaatain locq with access to online and offline input

of information, transport cycle control and measurement of physical progress. The system
integrates with Payroll and Asset Maintenance, revaluing information input, showing the actual
cost of projectasks. (C&R SOFTSITE Partner)

Asset Maintenance Maintenance planning and control. It provides a complete management of all
maintenance engineering process, comprising management of materials, stock items, tools and
equipment, and availability of lab@nd outsourced employees.

TIN- TOTVS DevelopegiSolution for development contract management that enables monitoring
and access to inventories and portfolio, contractual amendments, termination of contracts and tax
obligations.

TOTVS Financial Managemeqtintegrated with TOTVS Developed, it allows efficient control of
receivables, bank communication, negotiation and cash flow, and also default analysis and control
through indicators for decisiemaking.

PVI (Property Sales Portat) Control over sales sitegy of developers, from prospect service to
execution of contract, with total management over commissions paid to brokers. All information is
recorded and accessed in real time, enabling reservation of units for delivery of documentation and
credit anaysis. Virtual proposal simulator estimates more accurate information to prospects. (C&P
¢ PROTOS Partners)

PDC (Client Portal Iy F 2 NX I G A2y YI Yyl 3ISYSyd LRNIFE 2y Odzail:
offers the following services: issue of payment slipsistiltation of contracts, definition of rules

and information on financial transfer from customer to construction company and call center about

the property. (C&R, PROTOS Partners)

EDUCATION

TOTVS has specific solutions for elementary education, hegheration and continued education
sub-segments.

Attracting students:Selection portal and CRM tools for management of entry of students, actions
disclosure actions, online enrollment and monitoring of the admission processes.

Management of delinquency:Smart management of receivables with réiahe analysis of
indicators, from service contracts, grants and agreements, and availability of invoices through the
portal, mobile devices and SMS to flexibilization of receipt and negotiation.
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Student retention Agility and flexibly in academic, teaching and administrative management,
generating reatime information, with indicator analysis, projections of behavior and use of
Artificial Intelligence algorithms through portals and mobility.

Optimization of processes Automation of enrollment, reenrollment and evaluation management,
GAUK | FT20dza 2y al FSitesx 024G NBRAZOUOGAZ2Y YR Ay(:!

solutions:

TOTVS Educationntegrated control of academic management and costs of the institutiom f
O2dz2NES&a |yR aeftftroA (2 G(KS &adGddRSyidiaQ | OFrRSYAO
YEyYyF3SYSyd 2F Tl Odz eQa FOGAGAGASEAD

TOTVS Financial Managememtegrated with Education Management, it allows efficient control
of receivables, bank commication, negotiation and cash flow, as well as default analysis.

TOTVS Selection ProcesSlanagement of entrance exam processes, including the cycle of
attraction of candidates, financial management, space control, resources, tests and activities, and
effective student enroliment.

TOTVS Library Managementontrol of Library catalogue, integrated with TOTVS Education and
TOTVS Financial Management, with #f#ale management of the entire catalogue, borrowings and
returns and references.

TOTVS Evaluation dnResearch Module that prepares test forms, answer keys and surveys,
working as an electronic test tool integrated with several TOTVS Education and $€lgation
Process features.

TOTVS Student Relationship Managemehtodule with tools and processeslaged to student
service (protocols/requirements), control of dropout rates and retention and satisfaction
assessment tools.

Portals and Mobility Provides family, students and professors with access to classroom activity
records from any mobile device.

LEGAL

TOTVS understands the reality of legal service chain and helps law firms and legal departments to
work with flexibility and agility, maintain themselves up to date, through specialized scalable
solutions that control operations, reduce costs, impr@ustomer relations and, consequently, help

the handling of new cases.

Complete management:Procedural, bacbkffice and knowledge management, with career
planning, admission of partners and profitable sizing of teams.

Accessible managemenMobility and availability of access, which provides relationship of quality
with partner offices, in addition to managerial view at any moment.
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Definitive management:Support of operation with specialized bagKice, easy operation and
scalability.

solutions:

For Law Firmg Sisjuri v12

Frontoffice-{ 2 f dzi A2y I @I Afl0fS F2NJ Y20AfS RS@A0Sa
significant work data in Outlook, with access and management performed 100% through email. It
offers access to the modules Tinhegt, Enroliment, Expenses, Processes, Preliminary Invoice, Fee
List, Commitments, Progress, Publications, Correspondents and Agenda

BackOffice: Solution tailored to law firms, which enables the calculation of the profitability of
professionals and reds| contribution margin of teams, service pricing and determination of
contracts, among other relevant issues.

TOTVS Legal DocA document management system (DMS) tool that simplifies and optimizes
document management, with easy access to files accortintheir content. It organizes file
versions, turns files into official documents, provides history of prints and downloads and identifies
document destinations, that is, if accessed or downloaded through USB flash drive, external hard
drive etc.

For LegaDepartments

TOTVS LegaManagement of lawsuits and monitoring of the work performed by partner law firms.

It optimizes the issuance of provision and contingency reports and offers statistical indicators for
complete analysis of the activities in the depnent. It also controls Contracts, Administrative
Proceedings, Powers of Attorney, Corporate Law, Criminal Law, Competitive Bids, among others.

GoodData Management of legal indicators, concerning all operating and managerial activities of
the department such as provisioning of cases, contingency, team goals, requests for legal advisory,
advisory feedback, among others.

Fluig portal for consulting servicestandling of requests for drafting and revision of contracts, with
more dynamic control and redime information on number of pending, late and concluded
requests, as well as indicators on capacity of teams, all in one sole environment.

Legal Task App available for Android and iOS that displays online and offline the deadlines
scheduled in TOTVS bgdeaturing cancellation of deadlines, checkand checlout to hearings,
inclusion of text and audio notes, attachment of pictures and integration with location and contacts

apps.

Legal ProcessApp available for Android and iOS to check lawsuitsénTtOTVS Legal database,
displaying detailed information such as summary of the lawsuit, claims of the lawsuit, status,
provisions by lawsuit or claim, among others.
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Integrations with ERPIntelligent reduction of work and more agility from the integratiath
financial and accounting departments so that legal payments and recording of provisions sent to
accounting department begin to be sent to Accounts Payable automatically.

Artificial Intelligence¢ Through the Carol platform, developed by TOTVS, statisnodels and
algorithms may be created for anticipated analysis of the probability of winning a case, from
defining the best attorney and/or correspondent attorney to handle the case, among other
possibilities.

Outsourcing for Legal DepartmentsManagment of procedural information, including issuance

2T ALISOATAO NBLRNIA 2y (GUKS LR2NIFf2tA2a 2F Of A
injunctions; complementation and revision of procedural information according to the current

stage of the casemanagement of payment of judicial deposits, adverse judgments, settlements,
charges, court costs and income tax; classification of lawsuits by area of law; registration of claims,
contingency by claim and parties involved, probability of loss or suamsingency management

on TOTVS Legal; management and organization of documents; closing of lawsuits and analysis of all
pending matters, among others.

HEALTH

TOTVS develops specific solutions for the health segment to improve clinical performance and
compliance and to generate sustainable financial results for medical offices, clinical centers,
hospitals of any size and health plan providers, and TOTVS is a leader is this segment.

Core solutions:

TOTVS Hospital Management and Clinical CenteExcdlence in management, efficient control

of costs and processes and full integration with various sectors. Providetimealndicator
scenarios that enable managers to take the best decision and contribute to the economic and
sustainable development of &ninstitution.

TOTVS Medical OfficesA 100% SaasS solution for the market of small and medium medical offices.
It includes the main administrative and assistance procedures physicians need to perform their
activities and has a specific and integrated #tatic medical record for various medical specialties.

TOTVS Control of Hospital InfectianManagement of quality of service rendered by healthcare
institutions, focusing on hospital infections, based on rules defined by ANVISA and the Consumer
ProtectionCode (CDC). This solution is integrated with TOTVS systems or any other market system.

TOTVS Hospital Costs Management

Management of effective results of hospital activities by service, input, fees and agreement. It
provides subsidies for negotiatioma pricing of procedures (packages), statement of managerial
results and contribution margin.

TOTVS Healthcare Plan Management (GESpduct tailored to the Medical Cooperatives market,
which manages coverage, waiting period and duration of contraefaudt, adjustment and billing

of monthly payments, and also controls authorizations, recording, disallowances and payments of
medical bills.
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TOTVS Health Plan Operators (Pt.8yoduct that manages and controls costs of Health Plan and
Dental Operators, éntal Plan Operators, SéMfanagement, Group Medicine and Insurance
Companies, with information and agile indicators to facilitate decisiaking.

TOTVS Fast AnalyticsTOTVS business intelligence platform for data analysis and generation of
indicators, integrated with TOTVS solutions or any other market system. It has more than 130
preestablished indicators and is innovative due to its capacity for 100%-bbmetl operation with

low maintenance cost.

TOTVS fluig TOTVS platform for smart communicatiamd management of processes and
documents. It helps health institutions obtain and maintain quality certifications and manages
structured and norstructured content by knowledge and process, considerably increasing the
control over access and distributiaf information.

TOTVS CarglTOTVS businessiented platform for artificial intelligence and machine learning. It
can process large volumes of information and find patterns of behavior in data; it focuses on the
traceability of frauds, generating insighind actions for top management to improve its internal
processes.

FINANCIAL SERVICES:

Specialized solutions for investments, credit, cards and core banking areas, covering everything from
business environment to accounting and operations areas, including management controls and
compliance. A comprehensive software portfolio that offers @pienal efficiency and reliable results.

Core solutions:

Investment Management:lt covers the entire investment operation (assets and liabilities) on
premises and in the cloud, for the administration, distribution, management and custody of funds
and investment portfolios. Subsegments served: Managers of Funds, Securities Dealerships
(DTVMs), Real Estate Brokerage, Custody Agents, Controllers, Private Pension Entities, Family
Offices, Investment Managers, Investors and MRasident Investors and Invesént Clubs. The
solution is also integrated with the principal market agents

Credit: It meets the operational, legal and management demands of the main credit products in
the market. Suksegments served: Banking, Finance Companies, Credit Cooperabisias, S
Security Entities and Development Agencies.

Cardsit manages the operations of Private Label carfilem attraction of new clients, possible
implementation of a credit limit policy in conjunction with credit score, SPC, SERASA and Internal
Risk,as well as the process to authorize transactions, whose payments may be in installments or
by invoice. The platform also enables operational control for organizations that have branded
cards with a processing company. It also offers the option of digitds¢c whose operations are
controlled by clients, without the need to issue a physical card.

Core Bankinglt operates all the processes of a bank in the financial segment, for individuals or
legal entities. It operates from the attraction of clientschuas financial analysis (credit limit, to
evaluation of the various types of loans (Loan, Vendor, Compror, BNDES Financing), as well as
payment flows and accounting. It complies with the regulations of the Brazilian Financial System.



69
Vi

The Platform also offs products for opening of checking accounts, time deposits, management of
guarantees, suretyship, and other features.

1 MICRO AND SMALL BUSINESS

With its line of customized solutions for microenterprises, TOTVS responds to the challenges of
managing a business efficiently and at a low cost. These solutions arentaifier for clients that

seek cuttingedge technology, simple and rapid implementati@and compliance with applicable
legislation, provided by a trustworthy vendor. The software is created by specialists from each
segment: small retailers, small industries, service providers and medical offices.

Manufacturing ¢ Integrates the main areasf the company, speeding up the flow of information
and enabling quick access to the data required for management.

Retail ¢ Complete automation for the point of sales of micro and small businesses. The solution
comprises management systems and equipmaetitjintegrated and at affordable cost, simplifies
compliance with tax obligations and is clebased, which simplifies purchase and installation.

Health¢ TOTVS solution for medical offices and clinics, which provides quick and effective clinical
and firancial management.

Serviceg; Solution that enables control of cash flow, taking into consideration purchase and sale
orders, control of service orders, with allocation of resources and products, control of inputs and
outputs per cost center and profieater, and expenses and revenues by financial category.

Bemacasit Integrated software and hardware solution for micro and small businesses, enabling a
complete point of sale (POS) to the customer and suitable for tax legislation

Solutions in Provisiomf Services

SOFTWARE IMPLEMENTATMDV 8nplementation team deploys only solutions sold by the Company

using the TOTVS implementation methodology, which defines the guidelines, methods, standards and
stages that must be followed from the start of seesdo postimplementation quality controls.

the+{Q 26y dzyAlad IyR FTNIYOKA&ASE F2fft2¢6 (GKS ¢he¢=x{
same techniques for executing tasks and the same tools to implement TOTVS software solutions.

CLOUD COMPUTINGHosting of TOTVS solutions in its own or tedty data center, including a
comprehensive range of valsded services, such as environment preparation, provision of
infrastructure, hardware (servers), operating system, databasedemand productivitytool, emalil
servers, website hosting, applications, technological environment management, backup management and
monitoring, finetuning of databases; monitoring of links and servers.

CORPORATE EDUCATI@Nucational Solutions that use clebdsed environmants for exercise
practicing content and infrastructure for knowledge management and professional qualification, both
on-site anddistance. Designed for clients and institutions that require intensive processes for knowledge
diffusion and certification tht are centralized or geographically distributdthese solutions are offered
exclusively in our accredited network and include:

Onssite or Virtual Training (synchronouspn TOTVS software and business processsng Standard or
customized content OO2 NRAyYy 3 (2 Of ASydya aeadsSyz G ¢hex{Q 2
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Asynchronous training (&earning)on TOTVS solutionghrough the eLearning Center for companies
subscription or dearning Credit for companies and individualslid for one person andne course only.

Distance Learning (DL) ContentFactgqg h ¢ + { Q / 2y Sy 4 CI OG2NE RS@Sft 2L
high or low complexity on TOTVS and IJddTVS solution content. These training initiatives aim to meet

the needs of clients from divegssegments, using what is best in media and pedagogical resources.

TOTVS Education and Certificatiecourse designed to educate and certificate professionals in TOTVS
solutions, using oite and virtual classes with practical exercises in the systemegiagroup activities
and simulations. The course is concluded with the application of TOTVS official certification exam.

CONSULTINGEOTVS Consulting is a strategic business management and information technology
consulting team, based in Sdo Paulo, Ridaleeiro and Belo Horizonte, and operating throughout Brazil
and abroad.

Business management consulting services are grouped as follows:
Management- Organizational Restructuring; Shared Services Center (CSC); and Project Office (PMO).
Strategy- StrategidPlanning; Management by Guidelines; Business Case; and Budget Planning.

Processes Modeling and Process Improvement (MMP); Integrated Process Management (GIP); and
Operating Excellence.

Personnel- HR Structuring; Management by Competencies; Performavianagement; Career and
Remuneration; and Change Management.

IT consulting services offerings are grouped as follows:
Strategy- IT Master Plan (PDTI); Governance (ITIL, COBIT); and Software Selection.

ERP Deployment with Focus on Management, Business, &ridgration layers- PMO (Project
Management); Process Modeling (Blueprint); Communication and Training (Change Management);
Integrated Tests (Management); Data Development and Migration (Management); and AMS (Application
Management and Support).

BEMATECHARDWARE SOLUTIONS

Leader in the commercial automation hardware market, Bematech supplies devices that meet all the
needs of the point of sales. It is recognized for the quality of its products and the technical assistance
network that ensures excellence postsales services. Among other products, the company offers:

Data collection- Data collector that enables user to register data and information, automating business
operations to gain agility and efficiency.

Computers- Computers developed to meet dftore needs, with special design feales ledger and
customer service activities'hey support sales ledger and customer service activities anddffok
operations.

Touchscreen computerg All-in-one touchscreen computers developed to make customer service more
agile and usefriendly.
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Money drawers- Drawers designed to organize and simplify sales ledger and customer service activities
with special design.

Receipt printers- For printirg of invoices, tags, tickets, authentication of documents, among others.
Check printers; Dynamically prints checks and documents, increasing productivity at the time of sale.
Tax printersg For printing of tax receipts, in compliance with the legislabbeach State.

Readers Barcode readers that collect data in a fast and accurate manner, in order to optimize time in
sales ledger and customer service activities.

Microterminal ¢ Registration of information through a keyboard or scanner or scalernMéseetail clients
that need to speed up data input into server.

Selfservice Terminal Electronic service terminals for consultation, issue of passwords and purchases,
which makes customer service more modern and agile.

SAT- Device that generates el&onic invoice in compliance with the tax laws of the State of S&o Paulo.

0P NBGSydzS TNRY (KS asS3aySyid IyR Ala akKFNB Ay
The presentation of information by operating segment is consistent with the internal report provided to
theYF Ay 2LISNI GA2yIlf RSOA&AA2Y YI1SNIFYR (G4KS /2YLJ}l yeé:!
business units: software, services and hardware. Information on the results of each reportable segment
is in the table below:

Software Services Hardware Tota
2017 2016 2017 2016 2017 2016 2017 2016

Net Revenue 1,484,362 1,397,747 508,549 541,848 234,419 244,191 2,227,330 2,183,786

() Costs (218,686) (207,824) (496,784)  (506,545) (148,006) (162,409) (863,476)  (876,778)

(+) Government Subsidy - - - - 6,275 10,639 6,275 10,639
Net Income 1,265,676 1,189,923 11,765 35,303 92,688 92,421 1,370,129 1,317,647

(-) Research and (343,361) (315,309) - - (23,732)  (11,237) (357,093)  (326,546)
Development
Contribution Margin 922,315 874,614 11,765 35,303 78,956 81,184 1,013,036 991,101

Between 2015 and 2017, the five revenue lines of the Company (License Fees, Maintenance, Subscription,
Services and Hardware) accounted for the net revenue as follows:

2017 2016 2015
Licenses 7.5% 7.7% 12.6%
Maintenance 45.3% 45.8% 48.1%
Subscription* 13.8% 10.5% 7.4%
Services 22.8% 24.8% 29.2%
Hardware* 10.5% 11.2% 2.7%

* Comprises all revenues related to commercial models in which there is no ownership transferring of license fees.
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c. profit or loss from the segment and its share in the net income of the issuer:

The level of revenue concentration observedtem 7.2bA & | f 42 20 aSNIWSR Ay
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7.3. Information on products and services related to operating segments

a) Characteristics of the production process:

Components used in the preparation of integrated management software offerings

The integrated management software solutions describeieim 7.2aare formed from the integration

of components sourced from product lines of different technology platforms as the source of its
development: Protheus Line Logix, RM, Datasul, Financi&ic8erand other acquired TOTVS and
incorporated into its portfolio.

Technology Platforms Used

TOTVS Platform is the company's technological platform that supports the development of TOTVS
software solutions, as well as management, business and collabostiations.

Historically, TOTVS has been developing the TOTVS Platform to ensure its technological independence,
offering proprietary development languages and execution environments, which provide support to
current software developers and offer new fuimnalities and features for software solutions. This
includes hardware platforms and operating system options, as well as the choice of databases and
processing and load distribution models among execution environments. This strategy enabled TOTVS to
becane one of the few software companies around the world to own this type of technology.

TOTVS currently meets the various infrastructure requirements for applications in both {heimises

and the cloud models. The TOTVS Platform is the company's respotise need for a Platform as a
Service (PaaS) and serves as the foundation for the Software as a Service (SaaS) offering, and is
complemented by valuadded offerings for Infrastructure as a Service (IaaS) needs.

Languages and technological platforms #re foundation of software development.

ADVPL is currently used in the Protheus product line, while 4GL is used in the Logix line. The TOTVS
Platform infrastructure is responsible for compatibility and adaptability of TOTVS solutions to diverse
operating ystems, databases, architectures and network topologies.

TOTVS beliegds the only company in Latin America to have developed a middleware solution, called
TOTVS Platform. This middleware solution is also used by associated companies. The middlevbgre used
the company ensures its independence of (i) interface; (ii) technological platform; (iii) topology (physical
installation of and communication between the computers used by the company); (iv) connection
(communication between computers); and (v) datadasrotecting clients against any conflict with their
operating platforms. In addition, the middleware domain enables the company and its clients to build a
suite of hardware, operating system, network system and database system that is best suited to thei
preferences, technical needs and investment capacity.

O«
N
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Components of the RM line are developed using Microsoft and Borland technology, while the
development platform adopted is Microsoft .NET. This platform provides us with greater exposure to the
technologies available in the market.

In Datasul line, the coponents are developed using Progress, Java (J2EE) and TOTVS Platform
technologies and both language and platform.

Components of the Financial Services line adopt the PowerBuilder and J2EE/Java development platforms
and languages.

In relatin to Fluig Pl&rm, the components are developed using Java technology.

The Company has also developed a component that enables communication between the Company's
products and software from thirgarty databases, called TOTVS DBAccess. It thus avoids the creation of
numerous versions of its applications.

Research and Development

TOTVS seeks to meet the market demand for software and services, which is reflected in the continuous
efforts of its research and development department to develop stdtéhe-art software aml services.

The core objectives of the Technology and Development areas are:

T Improvement of the technical fundamentals of its software, enabling more efficient development
of solutions;

9 Adoption of new technologies and assessment of their impact;

1 Implementation of technological alternatives that keep the operation of its products protected;
9 Constant improvement of concepts, functionality and usability of software products;

9 Development of special products for clients;

1 Constant pursuit of ew development methodologies to seek software agility and quality;

1 Integration of thirdparty tools; and

1 Constant evaluation of new organizational models and their applicability.

The Company also invests in the development of new products to acoesaadkets. To identify which
products should be developed, TOTVS constantly carries out market surveys to identify business
segments that require tailored solutions and then develops solutions for such segments. The surveys are
also used to analyze, in donction with sales channels, potential segments that could help increase
business volume.

The TOTVS structures currently focused on research, development and innovation are:

R&D CENTER$ LISOA L f ATAYy3 Ay (GKS / 2 YLI y @& ceatershmve éxpetd 4§ S3A O
who understand the specific challenges and needs of each segment, translating them into solutions that
are innovative and aligned with the core business of our clients. Each center has teams specializing in
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product and development, sygort, customer service and relations, services (implementation and
others).

UX LABS Located in S&o Paulo, it is manned by a team of researchers and designers solely dedicated
to exploring market trends and improving the user experience of our soludodsservices through
constant research and field studies with clients. At the Lab, projects are guided by the design thinking
approach and involve empathy, collaboration and creativity, with the aim of constantly streamlining
processes and reviewing thetémfaces and navigability of our products.

IDEXO (Exponential Ideag)it is a nonprofit institute located on an area spanning 1,300 sq. m. at the
TOTVS head office premises in Sdo Paulo. It promotes entrepreneurship and innovation based on co
innovationamong startups, entrepreneurs and developers. Conceived on the open innovation platform
model, and with the potential to host up to 40 startups simultaneously, the initiative connects
companies to entrepreneurs to create new business solutions and sufignt in their delivery to the
consumer. The institute identifies innovative ideas with the potential for adoption and exponential
growth, helping startups to structure business models and connect their solutions to the market.

TOTVS LABS U&AnnovationCenter located in Silicon Valley (California, USA) focused on creating
disruptive solutions in line with the latest technology trends in Big Data, Mobile, Social MetiiZoud.
TOTVS Labs also seeks to identify new business and startup models, estabtistiegic partnerships

and transferring knowledge to other business units of TOTVS. The main technologies worked on at the
Labs involve Artificial Intelligence, 3D Printing, Robotics, Virtual Reality and Augmented Reality.

TOTVS has consolidated @adership of the ERP market in the medium and small enterprise segments.
Investments in research and development, which amounted to more than R$1.2 billion over the last 5
years (approximately 13%6% of net revenue), were essential for TOTVS standingasatcompetition

by bringing innovative solutions power by proprietary technology and by providing-adhled services

Hardware Production (Bematech)

The equipment of the manufacturing process is divided into 3 different categories: own production,
production by thirdparty Bematech projects, and production by thjpdrty OEM products. The focus of
Bematech production is the valwedded products with the Company's strong technological expertise,
such as printers, kiosks and computers. Products witlet added value or low technological field of

the Company are produced by Bematech partners primarily located in Asia. A series of subcontracts are
part of the manufacturing process, with order to optimize the cost of products produced by specialist
supplers scale in parts of the manufacturing process (mounting plates, cable production, etc.).

Overall, the Company has 10 research and development centers in Brazil and 5 research and
development and technological cooperation centers abroad (Mexico, UnitdsS Taiwan, China and
Russia).

b) characteristics of the distribution process

TOTVS licensemnd subscribests software through a combination of sales through direct (own units,
subsidiaries or branches) and indirect (franchises, representatives, agdodealers and business
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agents) channels. The franchise is the main indirect channel. Relationship with indirect sales channels
increases TOTVS' market penetration in both domestic and foreign markets.

Franchises are exclusive distribution channeld based on the TOTVS franchise system (Sistema TOTVS

de Franquia STF). STF defines the geographic regions of operation for each franchise, in which exclusivity

is granted by economic sector (segment). In the regions where they operate, franchises pohspes,

carry out demonstration of solutions (piale, sale and posale), negotiate terms of sale (within the
fAYAGAa LINBRSTFAYSR o0& ¢he¢x{0X YR LINRBGARS {(NIAyAy3
needs, given their local psence ad proximity to clients.

Franchises and representatives receive a percentage of commission on license revenues. Franchises also
receive commission ogsubscription andnaintenance revenue generated by clients based in territories
where they operate, besidadirectly charging for the service carried out.

thex{ Q 2gysena Nirefe@ircé for the operating, commercial and technical activities of
franchises. TOTVS has a department to control, monitor and coordinate franchises, which provides
advisory serices and monitors their operations, as well as commercial, administrative and marketing
strategies. The activities of franchises are also controlled by satisfaction surveys conducted with clients
served by all TOTVS commercial agents.

TOTVS also has its nwervice and relationship unit, TOTVS Private, whose mission is to prospect and
retain large clients.

Own units:TOTVS has 5 own units in Brdzity Mexicq 1 in Colombial in Argentinaand 1 in Portugal.
FranchisesTOTVS ha82 franchises in Brazil arithb across Latin America.

Distributors / Resellers (TOTVS and BematddBYVS has approximately080 distributors in Brazil
mainly dedicated to sales to the micemterprise software market, and micro, small, medium and large
cudomers in the hardware marketin the case of larger retailers, it is carried out direct sales as well as
its logistics to the reseller, while for the resale of medium and small billing and logistics are run by one of
its distributors

Regardng the hardware distribution via resellers,it is important to mention the loyalty program
Bematech Mais. The program aims to strengthen the relationship with resellers and support them in the
development of new businesses, is underpinned by principles sscliraasparency, clear rules,
relationships and support channel. 5,000 resellers are prepared to dissemirat¥ | (i Soldtioms &and
innovation, unique capillarity in the automation market.

Marketing
The annual resources for marketing area in @dpresented 2% of net revenue. Investments have as

main focus lead igeneration and branding. In 281 marketingefforts should continuevith the brand
building work with the main objective to inform the market that TOTVS has innovative and complete
business solutions for each of the ten segments representing the major sectors of ecanaaagition

to generating opportunities to sell softwarespeciallyin the subscription model.

c) characteristics of the markets of operation, particularly:
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i sharein each market

TOTVS essentially operates in the development and sale of integrated management software and,
FOO2NRAY3I (2 GKS DFNIYSNJ INRdzL) addzRe SydaAadt SR
2013-2015z ¢ ¢ ag31.5% of the Latin Americamarket and 3.6% of the Brazilian markef

ERP suite

With Bematech, the Company is also present in at least 30% of the market consideringdd total
1.3 million establishmest as reported by IBGE in tRAC(Pesquisa Annual do Coméryiin 2012.

This pecentage refers to the presence of at least 1 Company product on site or point of sale, and
was extracted from the crossing of internal Bematech data with official data and the RAS30
Annual de Informagdes Sociais) of the Ministry of Labour

il. competitive conditions in the markets

The Company's competitors include providers of commercial market applications (such as ERP, CRM
and BlI), collaboration products and business intelligence products, as well as companies dedicated
to initiatives in open sowce software, in which competitors can provide software and intellectual
property without payment of license, and companies that provide consulting and outsourcing
services. Note that the software market in Brazil does not impose barriers or restrictiotie o

entry of foreign competitors.

d) possible seasonality effects
The information technology industry, including the software industry, has no pronounced seasonality.
However, the second half of the year has historically recorded higher sales volume.

e) keyinputs and raw materials, informing:

In Hardware, the main insumes are:

RAW MATERIAL
CTRL BOARD MP-4200 UL ROHS BR
FONTE EXTERNA DE ENERGIA 24V / 2.5 A - SEM CHAVE LIG/DESL (*)
PLACA MAE RC-8400 IPX1800P1
DISCO RIGIDO SATA S00GB (*)
THERMAL PRINT HEAD ROHM 203DPI1
PLACA CONTROLADORA RB-1000 FI
PLACA MFB 11
FRONT PANNEL DRIVERS BOARD MP-4200 UL ROHS
PLACA CONTROLADORA MP1005 TH
PLACA BASE MP4200TH FI 11
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DESCRIPTION IMPORTED | NATIONAL TOTAL
FONTE EXTERMA DE ENERGIA 24V /2.5 A 55% 45% 100%
DISCO RIGIDO SATA 500GB 2% 98% 100%

I. description of relations with supplierg whether they are subject to government control

or regulation¢ identifying the agencies and applicable laws:

TOTVS development activities are concentrated in its own team of professionals. However, the
Company has suppliers and partners for developing some of its software solutions, as well as
suppliers of databases that are resold to clients, and has providéesimological platforms. There

is no government control or regulation on these relations.

In hardware, the Company, through Bematech, works with suppliers of raw materials and finished
product suppliers. The supplier of greater representation on the pebadosting composition is
bound by contractual instrument, which deals with the operation, forms of pricing, penalties, and
other relevant provisions. It is noted that it has its operation linked to aspects of tax incentives,
according to specific ruled bcomputer items- tax classification NCM".

il possible dependence on few suppliers:

TOTVS uses thiphrty technology to develop a part of its software and technology components,
especially those in the RM and EMS Datasul product lines, which are draslee Microsoft .Net
and Progress platforms, respectively. For more information,itgge 7.3.3 "Technical platforms
dza SR¢ @

In Hardware, the Company, through Bemdiebas dedicated suppliers, depending on the cost,
but in the portfolio of purchasingmetatmechanics, electronics, OENhere approved suppliers
(backup) able to quickly respond to changes in demand or as commercial criteria (cost, payment
terms), take the dedicated supplier of condition

iii.  possible price volatility:
Historically, the pices of TOTVS software and services have not shown significant volatility.

In hardware, a significant portion of the raw materials and/or components equipment has its price
directly or indirectly linked to the dollar. this sense, their prices anal/ prices of its components

vary both according to variations in supply and demand, as according to the fluctuation of the
exchange rate. Traditionally, several factors that are and will continue to be beyond the Company's
control contributed to the change in [@es of these raw materials in the market. In the case of a
significant increase in raw material pricesnight notbe possible to transfer your immediate sales
prices.
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7.4. Clients accounting for over 10% of total net revenue
a) total amount of revenues from lkent

There are no clients who, individually,0 02 dzy & T2 NJ Y2NB GKFy wmm: 2F GKS |/

b) operating segments affected by revenues from client

There are no clients who, individually, accountfwre than 1092 ¥ G KS / 2 YLl yeQa ySi N

7.5. Relevant effects of state regulation on activities

a) governmental authorizations required for carrying out activities and history concerning
public administration for obtaining such authorizations

The Finance Departments of several Brazilian states redhat the Company obtain government
approvals to market certain hardware products (including mteroninals, coupon issuersEECF and SA
Fiscal) and software (fiscapplications and the Electronlavoice), According to acts and agreements
established byhe Ministry of Finance through COTERermanent Technical Council of the Ministry of
Finance Fiscal equipment are certified according to these rules, and tax applications are certified by
registered institutes. There are also decrees and state ordiesithat regulate the actions in the States.
Some products are also regulated by ANATEL, requiring specific certification for their use and
commercialization.

In 2015, the State of S&o Paulo introduced a mewipment for retail control (SB. The RBOO0O FI
equipment was developed to meet this demand, which intensified as of July 2015. In addition, this rule
brought the obligation of updating the tax coupon issuers with more than 5 years of use by new printing
equipment and &T.

Similar situations to thtadescribed in the paragraph above also occur in the introduction of other
technologies, for example the ECF of ICMS Agreement (9@8me mandatory in the State of thealb
Grosso do Sfitbom May 20151t is important to highlight that NFE was also inbduced in sme states,
such as Amazonas and Mato Grosso.

b)Ada&ddzSNRa SYGBANRBYYSy Gl f L2t A0& YR 02adGda Ay
regulations and, if applicable, other environmental practices, including compliance with
international environmentprotection standards

For software and services activities, cuntlg, the Company is not exposdd any environmental
regulations and has no environmental policy. In May 2014, TOTVS joined the United NakpBdobal
Compact, a planned initiative for companies committed to align their operations and strategies with the
ten universally accepted principles in the areas ahhn rights, labor, environmentahd anti-corruption.

Regarding the environmental aspectdated to hardware, the Company also does not carry out activities
subject to specificegulationsof the environmental authorities, since the handling and storage of the



79
Vi

products do not affecthe environmentin a harmful way. In the case of discardspobduds and
components, they are sertd companies duly licensed by environmental agencies and authorized by the
IAP (Environmental Institute of Paranti) carry out the disposal procedure.

c) dependence on patents, brands, licenses, concessiofranchises, and royalties
contracts relevant to activities

TOTVS uses thimharty technology in the development of certain components, as mentioned in item
7.3.e.ii

7.6. Relevant revenues from abroad

ANBE @GSy dzS FNRY OfASyda Ay AKS ESA&RNUNAY O dzf (!
net revenue

The totalrevenuesearnedin Brazild A & & dzS N & rdpseritsapPraximatalyNgBs% of the total

revenue of the Companiparent company andansolidated.

[
N

b) revenue from clients in each of the othercoun§ia | yR A(Ga ¢SAIKG Ay
revenue

Not applicableThe total revenues earned outside Brazil represent approximately 4% of the total revenue
of the Company (parent company and consolidated).

c) Total revenue from other countriesand i SA AKGi Ay GKS A&aadzSNRa a2

Not applicable. The total revenues earned outside Brazil represent approximately 4% of the total
revenue of the Company (parent company and consolidated).

7.7. Effects of foreign regulations on activities

Since thaevenues earned from outséBrazilrepresents 4% of the total net revenueas mentioned in
item 7.6, the Company believes that there are no significant effects on their activities due to foreign
regulation.

7.8. Relevant long term relationships

Sustainabiliy Report
TOTVS will publish the Integrated Repoft 2017 in 2018. This report will be available onrCVM
(http://wvww.cvm.gov.br/) and on the Investor Relations websitgtf://ir.totvs.com/).

In 2017, TOTVS publishétd Integrated Report prepared in the unaudited GRI (Global Reporting Initiative)
for the year 206. This report is available at the CVM (http://www.cvm.gov.br/) and On the Investor
Relations websitehftp://ri.totvs.com/).



http://ir.totvs.com/
http://ri.totvs.com/
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Social and Environmental Responsibility Policy

TOTVS maintains a strong commitment to the protection of the environment and to full compliance with
environmental legislation, developing its productive activities always with the concern of not
compramising the environment, as well as preserving resources, whether natural or not. Procedures that
optimize the use of electric energy, water and othare implemented favoring the sustainable use of
natural resources. Special care, determined by technical principlestaken in the dispensation of
chemical and biological waste, aiming at minimizing environmental pollution and personal risk for its
employees and theommunity. All the projects to be developed take into account the environmental
legislation and the possible impacts to the environment.

This commitment is foreseen in the Code of Ethics and Conduct of the Company, which must be complied
with by all emploges. The code of conduct is available on the Company's investor relations website
(http://ir.totvs.com/).

New Headquarters

In March 2017 TOTVS gathered in only one place almost 3,000 participants, previously distribetesh
locations in the city of S&o Paulo and metropolitan region. For the new headquarters, a "built to suit" lease
agreement was signed, with a minimum duration of 10 years. The new building has photovoltaic cells on
the facade, which transform sunfiginto electricity to serve several workstations and avoid the emission

of more than 500 tons of carbon dioxide per year. The facilities also have a large entrance of natural light
and ventilation, as well as modern systems of air conditioning, reusevaidr treatment plant,
reinforcing TOTVS 'commitment to the environment.

Other initiatives

Global Compact of the United Nations (UN)

TOTVS joined the Gval UN Compact (UN), which is a strategic policy initiative for companies that are
committed to aligniig their operations and strategies with ten universally accepted principles in the areas
of human rights, labor, environment and agtrruption. With over 12,000 corporate participants and
other stakeholders from over 145 countries, it is the largest valyncorporate responsibility initiative

in the world.

Business Compact for Integrity and Against Corruption

TOTVS also joined tiBrisiness Compact for Integrity and Against Corrupfdhe Ethos Institute, whose
mission is toto mobilize, encourage antelp companies to manage their businesses in a socially
responsible and sustainable manner. This compact provides a set of guidelines and procedures that meet
the policies adopted in respect of integrity and acirruption systems.

Institute of Social @portunity (I0S)

TOTVS focuses its investments in social projects by the Social Opportunity Institute (in Portuguese, 10S),

a notfor-profit organization that offers professional qualification for kweome young people and

people with disabilities.

Creatd and maintained by TOTVS and partners, I0S has the structure and support necessary for training
g2dzy3 LIS2LIX S G2 SYyaGSNIGKS 102N YIENyJSG 6A0K ol OKS
technology.


http://ir.totvs.com/
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Universities and other social organizatsalso help us to maintain IOS and implement it in other cities.
With its special characteristics, 10S transforms individuals into citizens through knowledge. Since its
foundation in 1998, more thaB2,000students were qualified. Today, IOS h8sfits n Brazil.

7.9. Other relevant information

The Company has not identified further relevant information related tis kem other than those
disclosed
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8. EXTRAORDINARY BUSINESSES

8.1. Acquisition or sale of any relevant asseit considered as normafor the operation
within the Company business

The Company did not perform any transactions of such nature.

8.2. Indicate significant changes in the conduction of Company businesses

No significant changes have occurred in the conduaifio@ompany businesses.

8.3. ldentify relevant agreements signed by the Company and its controlled companies not
directly related to its operational activities

There are no relevant agreements signed by the Company and/or its controlled companies not directly
related to its operational activities.

8.4. Other information considered as relevant by the Company

The Company did not identify any other relevant information related to this item.
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9. RELEVANT ASSETS

9.1. Relevant noncurrent assets others

The Company has rather relevant norcurrent assets for the development of its activities.

9.1.a. Relevant noncurrent assets
The company does not have anglevant active noncurrent assets to the development of its
activities.
9.1.b. Intangible Assets
Asset Asset Description Duration Events that may result in Consequ.ence of loss of
loss of rights rights

Brand RM 09/08/2019 As per item 9.2. As per item 9.2.
Brand YMF 04/30/2022 As per item 9.2. As per item 9.2.

PROCESSO E SISTEMA DE VENDAS E

PROCESSO E SISTEMA DE IMPLEMEN
Patent DE UM SOFTWARE N/I As per item 9.2. As per item 9.2.

METODO PARA ELEVAR A EFICIENCIA

ECONOMICA DA CADEIA DE ATENDIM

DO SISTEMA DE SAUDE E EFICACIA D
Patent ATENDIMENTO MEDICO N/I As per item 9.2. As per item 9.2.
Brand TOTVS 01/21/2024 As per itemd.2. As per item 9.2.
Brand CMNet 10/27/2022 As per item 9.2. As per item 9.2.
Brand GSR 09/14/2018 As per item 9.2. As per item 9.2.
Brand Unum 09/25/2022 As per item 9.2. As per item 9.2.
Brand MisterChef.net 10/03/2020 As per item 9.2. As per itemd.2.
Brand Bematech 12/24/2023 As per item 9.2. As per item 9.2.
Brand Bemacash 06/18/2023 As per item 9.2. As per item 9.2.
Brand BY YOU 08/24/2020 As per item 9.2. As per item 9.2.
Brand DataSul 11/01/2023 As per item 9.2. As per item 9.2.
Brand Microsiga 11/09/2023 As per item 9.2. As per item 9.2.
Brand FLYO1 01/10/2027 As per item 9.2. As per item 9.2.
Brand Fluig 02/10/2026 As per item 9.2. As per item 9.2.
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9.1.c. Interests in companis
. Type of Country . ) .. Issuer

Corporate Name CNPJ CVM Register .. UF of Origin City of Origin

Company of Origin Interest
Bematech S.A. 82.373.077/0001-71 418-9 Controlled Brazil PR Curitiba 100.00%
Description of activities developed
Development of specialized hardware and software solutions for the retail, hotels and food service segments.

. Book Value Market Value Dividends
Fiscal Year i Date Book Value (RS)
Var. (%) Var. (%) Received (RS)

12/31/2017 -1.434421 0.00 MNSA ;Market Value 12/31/2017 0.00
12/31/2016 0.432785 0.00 N/A ;BDDk Value 12/31/2017 464,075,952.65
12/31/2015 2.091987 0.00 N/A i

Reasons for acquiring and maintaining such interest:

Together, TOTVS and Bematech serve the entire retail chain, combining know-how of brick-and-mortar retail and e-commerce, with portfolios of specialized
solutions such as management systems, point of sale (POS), commercial automation, fiscal solutions, e-commerce, mobile, means of payment and collaboration
platform, in a variety of retail sub-segments, such as food service, supermarkets, wholesalers, apparel and footwear, department stores, electronics and home
appliances, construction materials, drugstores, hotels, car dealerships and passenger transportation, among others. The proposed merger of TOTVS and Bematech
reinforces the value creation for their customers, who will benefit from a more specialized portfolio of solutions and innovations and from a larger national
presence. Bematech distribution network is composed of more than 5 thousand resellers, which will be added to TOTVS s current distribution network.

. Type of Country . ) . Issuer
Corporate Name CNPJ CVM Register . UF of Origin City of Origin
Company of Origin Interest
Ciashop —Solugbes para
. p_ % . P 04.364.470/0001-95 - Controlled Brazil PR Curitiba 70.00%
Comeércio Eletrénico 5.A.
Description of activities developed
Development and licensing customizable computer software and consulting in information technology.
) Book Value Market Value Dividends
Fiscal Year X Date Book Value (R$)
Var. (%) Var. (%) Received (R$)
12/31/2017 20.261262 0.00 MN/A Market Value 12/31/2017 0.00
12/31/2016 45.046768 0.00 MN/A ;Book Value 12/31/2017 -1,004,844.77
12/31/2015 210.911026 0.00 N/A :
Reasons for acquiring and maintaining such interest:
Expertise in the development and commercialization of cloud solutions for e-commerce.
. Type of Country L. . .. Issuer
Corporate Name CNPI CVM Register L. UF of Origin City of Origin
Company of Origin Interest
Datasul Argentina S.A. N/A - Controlled Argentina N/A N/A 100.00%

Description of activities developed

Development and commercial exploitation of own or third party computer programs and technological solutions; technical counsel, consulting and training for

areas related to computing systems; trade of assets and products related to technology.

) Book Value Market Value Dividends

Fiscal Year ) Date Book Value (RS)

Var. (%) Var. (%) Received (R$)
12/31/2017 249.165010 0.00 N/A EMarket Value 12/31/2017 0.00
12/31/2016 -33.453975 0.00 MN/A ;Book Value 12/31/2017 61,850.91
12/31/2015 -4.037151 0.00 MN/A :
Reasons for acquiring and maintaining such interest:
Selective acquisition of competitors that show synergy with TOTVS, aiming to consolidate the market and gain market-share.

) Type of Country . ) . Issuer
Corporate Name CNPJ CVM Register .. UF of Origin City of Origin
Company of Origin Interest

Neolog Consultoria e . .

05.254.381/0001-59 - Controlled Brazil sP Sao Paulo 60.00%

Sistemas 5.A.

Description of activities developed

Neolog is a software developer, service provider of deployment, customization and support services, whose main product is a logistics optimization solution, that
reduces customer freight costs through algorithms for route calculation and truck accommeodation optimally . The company serves large clients in the logistics and

manufacturing segments and markets its solutions in the Saas ("Software as a Service") model.

. Book Value Market Value Dividends

Fiscal Year i Date Book Value (RS)
Var. (%) Var. (%) Received (RS)

12312017 -60.014080 179,321.10 N/A ‘Market Value 12/31/2017 0.00

12{31/2016 -17.064216 0.00 NfA EBDDk Value 12/31/2017 920,703.59

12{31/2015 -2.396696 28,739.77 N/A :

Reasons for acquiring and maintaining such interest:

With this movement, TOTVS reinforces its specialization strategy and position in the logistics sector bringing Neolog's business know-how and solutions to
enhance the Company’s portfolio supply chain portfolio. The combination of the Company's distribution capabilities with Neolog's solutions and expertise helps to

optimize costs and increase efficiency in the main Brazilian sectors.
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) Type of Country . : . Issuer

Corporate Name CNPJ CVM Register . . UF of Origin City of Origin

Company of Origin Interest
TOTVS Argentina S.A. N/A - Controlled Argentina N/A N/A 100.00%
Description of activities developed
Information technology consulting; technical support, maintenance and other information technology services.

. Book Value Market Value Dividends
Fiscal Year ) Date Book Value (R$)
Var. (%) Var. (%) Received (R$)

12{31/2017 53.126431 0.00 N/A §Market Value 12/31/2017 0.00
12/31/2016 -35.554424 0.00 N/A Book Value 12/31/2017 4,623,992.92
12/31/2015 27.367042 0.00 N/A :

Reasons for acquiring and maintaining such interest:

Maintaining a distribution channel in the region is part of TOTVS strategy for consolidating channels and presence in territories deemed strategic for the company.

. Type of Country .. . .. Issuer
Corporate Name CNPJ CVM Register .. UF of Origin City of Origin
Company of Origin Interest
TOTVS Brasilia Software . .
Lid 07.577.599/0001-70 - Controlled Brazil DF Brasilia 100.00%
a.

Description of activities developed

Consulting, counsel and development services for computing systems (software); exploitation of rights to use own or third party computing systems and data
processing services, management of business and sub-licensing of TOTVS brand - may import and export assets and services related to its activities.

} Book Value Market Value Dividends
Fiscal Year ) Date Book Value (RS)
Var. (%) Var. (%) Received (R$)
12/31/2017 -6.637919 0.00 N/A Market Value 12/31/2017 0.00
12312016 10.164781 0.00 N/A ;BDDk Value 12/31/2017 138,691,983.50
12312015 5.565790 0.00 N/A i

Reasons for acquiring and maintaining such interest:

Maintaining a distribution channel in the region is part of TOTVS strategy for consclidating channels and presence in territories deemed strategic for the company.

. Type of Country .. ) .. Issuer
Corporate Name CNPJ CVM Register .. UF of Origin City of Origin
Company of Origin Interest
. British Virgin
TOTVS Corporation N/A - Controlled island N/A N/A 100.00%
slands

Description of activities developed

Information technology consulting; technical support, maintenance and other information technology services.

) Book Value Market Value Dividends
Fiscal Year X Date Book Value (RS$)
Var. (%) Var. (%) Received (R$)
12/31/2017 0.000000 0.00 MN/A EMarket Value 12/31/2017 0.00
12/31/2016 0.000000 0.00 MN/A EBDOk Value 12/31/2017 0.00
12/31/2015 0.000000 0.00 N/A :

Reasons for acquiring and maintaining such interest:

Maintaining a distribution channel in the region is part of TOTVS strategy for consolidating channels and presence in territories deemed strategic for the company.

; Type of Country . ) . Issuer
Corporate Name CNPJ CVM Register .. UF of Origin City of Origin
Company of Origin Interest
TOTVS Incorporation N/A - Controlled USA N/A N/A 100.00%

Description of activities developed

Infarmation technology consulting; technical support, maintenance and other information technology services.

. Book Value Market Value Dividends
Fiscal Year i Date Book Value (R$)
Var. (%) Var. (%) Received (R$)
12/31/2017 2.170323 0.00 /A ;Market Value 12/31/2017 0.00
12/31/2016 -23.978240 0.00 MN/A ;BDDk Value 12/31/2017 59,801,792.40
12312015 40.115910 0.00 N/A i

Reasons for acquiring and maintaining such interest:

Selective acquisition of competitors that show synergy with TOTVS, aiming to complement the portfolio of information technology solutions and Maintenance of a
research and development center for information technology solutions in the United States of America.
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) Type of Country L. ) . Issuer
Corporate Name CNPJ CVM Register .. UF of Origin City of Origin
Company of Origin Interest
TOTVS Mexico S.A. N/A - Controlled Mexico N/A N/A 100.00%

Description of activities developed

Innovation, creation, development and updating of programs; software and hardware trade —may import own and third party assets and services related to

computing activities; general services related to consulting for management of processes and models; granting to third parties of rights to use, trade and sell

services.

) Book Value Market Value Dividends

Fiscal Year ) Date Book Value (RS$)
Var. (%) Var. (%) Received (R$)

12/31/2017 45108911 0.00 N/A EMarket Value 12/31/2017 0.00

12/31/2016 756.360639 0.00 N/A ;Book Value 12/31/2017 5,472,418.09

12/31/2015 -994.931803 0.00 N/A :

Reasons for acquiring and maintaining such interest:

Maintaining a distribution channel in the region is part of TOTVS strategy for consolidating channels and presence in territories deemed strategic for the company.

. Type of Country L. . L. Issuer
Corporate Name CNPI CVM Register .. UF of Origin City of Origin
‘Company of Origin Interest
TOTVS Nordeste Software } .
07.363.764/0001-90 - Controlled Brazil PE Recife 100.00%

Ltda.

Description of activities developed

Consulting, counsel and development services for computing systems (software); exploitation of rights to use own or third party computing systems and data

processing services, management of business and sub-licensing of TOTVS brand - may import and export assets and services related to its activities.

. Book Value Market Value Dividends

Fiscal Year i Date Book Value (RS)
Var. (%) Var. (%) Received (R$)

12/31/2017 0.888980 0.00 N/A Market Value 12/31/2017 0.00

12/31/2016 -5.653799 0.00 N/A EBDDk Value 12/31/2017 67,907,964.21

12/31/2015 6.646023 0.00 N/A :

Reasons for acquiring and maintaining such interest:

Maintaining a distribution channel in the region is part of TOTVS strategy for consolidating channels and presence in territories deemed strategic for the company.

. Type of Country L. . L. Issuer
Corporate Name CNPI CVM Register .. UF of Origin City of Origin
Company of Origin Interest
TOTVS Servigos Ltda. 02.497.398/0001-49 - Controlled Brazil RJ Rio de Janeiro 100.00%

Description of activities developed

The company's purpose is to provide Consulting, counsel and development services for computing systems (software); exploitation of rights to use own or third
party computing systems and data processing services, management of business and sub-licensing of TOTWS brand - may import and export assets and services

related to its activities.

. Book Value Market Value Dividends
Fiscal Year i Date Book Value (RS)
Var. (%) Var. (%) Received (RS)
12312017 0.456349 0.00 N/A ;Market Value 12/31/2017 0.00
12/31/2016 0.000000 0.00 N/A ;BDDk Value 12/31/2017 20,724,241.54
12/31/2015 -17.262713 11,963,665.85 N/A i

Reasons for acquiring and maintaining such interest:

Maintaining a distribution channel in the region is part of TOTVS strategy for consolidating channels and presence in territories deemed strategic for the company.

) Type of Country . ) . Issuer
Corporate Name CNPJ CVM Register .. UF of Origin City of Origin
‘Company of Origin Interest
TOTVS Ventures ) -
15.760.400/0001-72 - Controlled Brazil SP Sao Paulo 100.00%

ParticipagBes Ltda.

Description of activities developed

Participation in other society shareholder, member or in any other legally.

. Book Value Market Value Dividends
Fiscal Year i Date Book Value (RS)
Var. (%) Var. (%) Received (R$)
12/31/2017 2.945061 0.00 MN/A arket Value 12/31/2017 0.00
12/31/2016 -5.162066 0.00 N/A EBDDk Value 12/31/2017 10,755,897.65
12/31/2015 81.870440 2,554,956.20 N/A :

Reasons for acquiring and maintaining such interest:

Selective investments in companies that present technology solutions that are synergistic to the Company's business.
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. Type of Country . ) . Issuer
Corporate Name CNPJ CVM Register .. UF of Origin City of Origin
Company of Origin Interest
TATVD Software Ltda. 09.131.273/0001-40 - Controlled Brazil RJ Rio de Janeiro 100.00%

Description of activities developed

Development and trade of software products and solutions for digital television, regardless of the transmission medium, for both those designed to be installed on
receiver devices and those designed for transmission, including software solutions for content producers and transmitters of digital television signals —may exploit
the right to use own or third party systems and provide services for maintenance, updating and customization of system rights, as well as have interest in other
companies as partner, stockholder or quotaholder.

. Book Value Market Value Dividends

Fiscal Year i ; Date Book Value (R$)
Var. (%) Var. (%) Received (RS)

12/31/2017 37.217198 0.00 N/A imarket Value 12/31/2017 0.00

12/31/2016 -14.899054 0.00 N/A ;BDDk Value 12/31/2017 10,460,693.13

12/31/2015 13.793820 0.00 N/A ;

Reasons for acquiring and maintaining such interest:

Develop an intermediary software layer making it possible to develop interactive applications for digital TV independently from the hardware platform. The
TQTVD interactivity components will enable CRM and e-commerce software, distance learning platforms and mobile systems produced by TOTVS to be integrated
with digital TV services. In addition, part of this technology has been used in the development of TOTVS ERP.

9.2. Information complementary tatem 9.1.b:

The Company has more th&00 trademarks in various classes, betwg@megistered andii) depositd
but not registered, irBraziland abroad

In addition, the Company has approximatélyg trademark applicabns in thelnstituto Nacioml de
Propriedade IntelectuallNPI(National Intellectual Propertynstitute).

BRANDS

Events that may cause loss bfands” rights

According to article 142 of Law No. 9,279, 1996 , other events may cause thebossdrights, among

them, the expiration of the term, without being made an application for renewal in due time (1 year

before the respective registration); by waiving, total or iy, by the holder; and the expiratipat the
request of any person with adéimate interest, if after five years of ¢hgrant of the registrationif the
use of thebrand has not been initiated in Brazor if the use has been interruptefor more than five
years. In additionthe registration may be declared invalid by the IN# officio or upon thirgarty

proposition if the registration is granted in violation of applicable law. Finally, it is impossible to lose the

rights to the brand in the judicial sphere.

Consequence of the loss of tHgands” rights

The losof rights over the brands caust#se impossibility of preventing third parties from using identical

or similarbrandsto indicate competing services or products, since the holder ceases to retain the right to

exclusive use of thbrand, which would harnthe communication between thedihpany and its target
audience. There is also the possibility of the holielbe sued in criminal or civil court for improper use
in the event of infringement of third party rights.
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Events that may cause the loss of rightEdeposited but not reqistered brands

The main event that may cause loss of rights of the deposhad still not registered brandds the
rejection of registration byNPI. INPI is responsible for decidiomy the brandsin Brazil. Itcan reject a
brandregistration requesby third party proceedings, if it intends founded.

Consequence of loss of rights of deposited but not reqgistered brands

If the INPI rejects the registration of such brands, the Company mawdxtin criminal or civil court for
improper use in the event of infringement of third party rights.

PATENTEhe Company ha80 patents, between (i) registered and (ii) deposited but not registered, in
Brazil and abroad.

Events that may cause loss of rights

The main event that may cause loss of rights of the deposited but still not registered patents is the
rejection of registration byNPI. INPI is responsible to decide on the registration of patents in Brazil. They
can reject a patent registration request by thirdparty proceedings, if it intends founded.

Consequence of loss of rights

If the INPI rejects the registration of such patents, the Company may beiswedinal and civil court
for improper use ofr patentand violation of third party rights, and incur costs to pay royalties to such
third parties.



89
Vi

10. a! b!' D9a9b¢Qf / haa9bce({

10.1.9 ESOdzi A S 2FFAOSNBRQ O2YYSyida 2yY
a) overall financial position

2017: Net revenue increased organically by 2.0%, and tofa21227.330 million, driven kihe 34.3%
growth in subscription revenue, which already accounts for 20.7% of total softeaeaue.

Net income decreased 38.8% in the year, mathle to al4.4% reduction in EBITDA anil4a6% increase

in depreciation and amortization expense. The decrease in EBITDA wascaasey by the combination

of the following factors: (i) the more than proportional increasecommercial expenses due tbe
transition to the subscription model; (ii) the growth géneral and administrative expenses, mainly due to
the adjustment of inflation of costs artie additional expenses with the integration of the operations of
companies acquired iprevious periog; (iii) the decline in services income due to the reduced allocation
of professionals; (iv) the decline in contribution margin from hardware, especially on aafahetdecline

in fiscal printer sales and less tax subsilye growth in depreciation andamortization expenses is mainly
due to the: (i) start of depreciation of assets in the nfawilities (e.g. new headquarters in Sdo Paulo); and
(i) infrastructure investments for th€loud operation.

In 2017, the Company danet debt of R$322,344 ition, a decrease of 32.7% wheompared to the
previous year. The reduction in net debt is a consequence of the 56cf#@ase in free cash generation
which was positive by R$308.3 million, mainly as a resufj ¢fie reductionof 92.3% in working capital
investments; and (ii) the reduction in fixed amtangible assets in the period, due to the investments
related to new facilities in 2016.

The information regarding the Company's liquidity in 2017 are detailed in item 10.1.c

2016: Net revenue totaled R$2,183.786 million, a growth of 14.4% over the previous year. This growth was
mainly a result of the consolidation of 2 months of Bematech's results in 2015, compared tmani2
consolidation in 2016. When considering tt2month Bematech result in 2015, net revenue decreased by
3.5%, mainly because of the reduction of revenues from license fees and services.

Net income decreased 21.9% in the year, mainly because of the combination of the decrease of net revenue
and the ncrease of costs and expenses. The reduction in net revenue is mainly due to: (i) the reduction in
license fee revenues mainly due to the transition to the subscription model and the reduction of the
Brazilian economic activity; (ii) the growth in subsiioip sales, which add less revenue in the short term

due to deferred revenue recognition; and (iii) the lower allocation of software implementation teams. The
increase in costs and expenses reflects mainly the salary adjustments made during the yeae and th
investments in the portfolio integration and customer services.

In 2016, the Company presented net debt of R$479.174 million, compared to R$451.925 million in 2015.
The increase in net debt, despite the net operating cash generation of R$260,508, s llieainly due to

the reduction of R$211.643 million in cash, reflecting mainly the partial amortization of the principal
amount of the financing line hired by TOTVS from BNDES in 2013 and amortization of R$48.000 million
referring to the balance remaingnof the principal amount of debentures issued by the Company in 2008.

2015: The Company maintained its historical growth of revenues in 2015, growing 7.7% in net revenues,
with emphasis on the growth of 35.1% in subscription recurring revenue. Net exdecreased 25.8% in

2015, mainly due to the decrease in EBITDA in the period, a consequence mainly of: (i) the decrease in
license fee revenue in the year; (ii) the higher share of subscription sales, which add less revenue in the

TOTVS.A PéginaB9de 242



90
Vi

short term due to defered revenue recognition; (iii) the lower allocation of implementation software
teams; (iv) the IGI (inflation index used to adjust recurring revenues) being significantly lower than IPC
A (inflation index closer to cost inflation) during 2015; (v) theitalthl provision for contingencies
amounting to R$59.022 million and (vi) additional costs with employee termination regarding the costs and
expenses structure adjustments carried out in the second half of 2015, amounting to R$12.902 million.

It is impotant to emphasize that the increase in net revenues and the decrease in profitability in the period
are also a result of the consolidation of the results of November and December of Bematech.

In 2015, the Company presented net debt of R$451.925 millmmpared to net cash of R$67.924 million
in 2014. The change in net debt is mainly due to the payment of R$473.586 million to the former
shareholders of Bematech, related to corporate restructuring with TOTVS.

The information regarding the Company's ligtydn 2015 are detailed in item 10.1.c.

b) capital structure and possibility of share or quota redemption, indicating:

The Company finances its operations through equity and financing lines.

In 2017, the ratio of gross debt and net equity was 56.28mpared to 56.8% in 2016. Thiariation
resulted from a 2.2% increase in gross debt lower than the 3.3% increabarieholders’ equity in the
period.

In 2017, the ratio between gross debt and the total ass#tthe Company was 28.5%. Thato between
shareholders' equity (equity) and total assets was 50.6%.

In 2016, the ratio of gross debt and net equity was 56.8%, compared to 71.0% in 2015. This variation is
mainly due to the partial amortization of the principal amount of the financing line takeRWS from
BNDES in 2013 and amortization of R$48.000 million referring to the balance remaining of the principal
amount of the debentures issued by the Company in 2008.

In 2016, the ratio between gross debt and the total assets of the Company was 2Z8d%atio between
shareholders' equity (equity) and total assets was 50.0%.

In 2015, the ratio of gross debt and net equity was 71.0%, compared to 56.3% in 2014. This variation is
mainly due to (i) the increase in lotgrm loans and financing of the Comnpy, as a consequence of: (i) the

inflow of R$181.055 million from the BNDES financing line contracted by TOTVS in 2013; and (i) the issuance
of 2,170,656 TOTVS common shares, as part of the corporate reorganization with Bematech, which resulted
inaninhB I+ aS Ay &AKIFINBK2f RSNBQ SljdAadie o0& wbyHdnyc YAf
capital stock and R$67.703 million to capital reserve.

In 2015, the ratio between gross debt and the total assets of the Company was 38.8%. The ratio between
shaeholders' equity (equity) and total assets was 54.7%.
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c) payment capacity in relation to the financial commitments

The Company has been fully capable to comply with its financial commitments, since its operations
generate cash and its loans are basiogthnted to clients on a shoterm basis.

Part of its liabilities and receivables derive from the sales and implementation of software, which are
rendered in the countries where these they are sold.

The Company keeps a conservative investment profile and currently does not operate in the risk and/or
derivative markets.

2017: The Company issued simple debentures-canvertible into shares, pursuant to CVM Instruction
476, in the amount of R$200.0ilton, for the purpose of using for working capital, investments in the
corporate purpose and / payment of debts. The Company ended the year with a net debt position, at the
ratio of 1.1x EBITDA (EBITBAncome before Financial Income, Income Tax and r&égtion /
Amortization), and its current liquidity ratio at 1.7, 11.8% over the previous year, indicating the
maintenance of good financial health of the company to honor its stewrh obligations. When analyzing

the general liquidity ratio of 1.1 in 2@, it is possible to verify the capacity to discharge the Company's
long-term commitments.

2016: The Company did not hire relevant financing lines in 2016, and ended the year with a net debt position
of 1.4x LTM EBITDA (EBITE=arnings before interestaxes, depreciation and amortization), with current
liquidity ratio of 1.5, which reinforces the maintenance of the good financial health to honor itstehort
obligations. The overall liquidity ratio for 2016 was 1.0 in the year, compared to 1.05wa2@ 1.4 in 2014.
Despite the reduction in the general liquidity index, it is possible to verify the Company’s capacity to settle
long-term commitments.

The reduction of liquidity ratios in 2016 is mostly a consequence of the reduction of R$211,6a3 imill

cash, mainly due to the partial amortization of the principal amount of the financing line taken by TOTVS
from BNDES in 2013 and amortization of R$48.000 million referring to the balance remaining of the principal
amount of the debentures issued llye Company in 2008.

2015: The Company did not hire relevant financing lines in 2015. In the third quarter, there was the inflow

of R$181.055 million from the BNDES financing line contracted by TOTVS in 2013. The Company ended the
year with a net debt pdson of 1.4x LTM combined EBITDA (EBITBArnings before interest, taxes,
depreciation and amortization) of TOTVS and Bematch, and with current liquidity ratio of 1.8, which
reinforces the maintenance of the good financial health to honor its stesrm obligations. The overall

liquidity ratio for 2015 was 1.0 in the year, compared to 1.4 in 2014. Despite the reduction in the general
liquidity index, it is possible to verify the Company’s capacity to settletemg commitments.

The reduction of liquiidy ratios in 2015 is mainly due to (i) the reduction of the Company's gross cash in
the period, mainly impacted by the payment of R$473.586 million to Bematech's former shareholders
regarding the corporate reorganization with TOTVS; and (ii) the incre@sess debt, mainly reflecting the
inflow of R$181.055 million from the BNDES financing line contracted by TOTVS in 2013.

d) financing sources for working capital and investments in noarrent assets
2015 to 2017: the working capital and investmentsdm-current assets were predominantfijnancedby

resources from financing lines provided by BNDES and debentures issued@®yntipany, as detailed in
item 10.1.f.i.
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e) financing sources for working capital and investments in Roarrent assets to cover
liquidity deficiencies

The Company currently does not have liquidity deficiencies. If, in the future, there is the need to
seek financing linesfor working capital or investments in-ooment assets, the Company con: (i)
hire loans and financing lines fromnivate banks or (ii) issue debt securities, such as debentures.

It is also worth mentioning that the Company, despite not having liquidity deficiencies, has pre
approved financing lines with private banks that can be hired in the very short term, totaling
approximately R$700.000 million.

f) indebtedness levels and characteristics of these debts, also outlining:

I relevant loan and financing agreements

¢KS /2YLIyeQa f2Flya FYR FAYLFIYyOAy3ds &a ¢Sttt Fa
demorstrated in the table below. Note that this information is consistent with the notes 16 (Loans

and Financing) and 17 (Debentures) of 2017 Financial Statements:

ConsolidatedR$ in Thousand)

Annual financial charge 2017 2016 2015
BNDE®ROSOFT TJILP+1.5% a 1.52% p.y. 296,565 451,214 594,285
BNDES PSI 3.5% a 4.0% p.y. 36,701 55,170 69,194
Financial Lease 15.12% a 17.24% 63,454 44,017 -
BNDES Social TJLP p.y. 1,560 2,386 3,182
BNDES Inovagéo TJILP + 0.52% p.y. 3,897 5,347 5,053
BNDES EXIM 5.5% a 8% p.y. - 1,523 2,457
BNDES Internacionalizagéo UMBND+1.82% p.y. - - 2,380
FINAME 7% p.y. - 1,008 697
Secured accounts and other 379 1,076 1,061
Loans and financing 402,556 561,741 678,309
Debentures $t series IPCA+3.5% p.y. limited to TILP+1. - - 24,737
Debentures ™ series TILP+1.5% p.y. - - 24,737
DebenturesSingle Series CDI+2.25% p.y. - 31,877 45,384
DebenturesSingle Series 105.95% CDI 203,524
Premium due to nofconversion 65,614 58,784 49,428
Debentures 269,138 90,661 144,286
Total 671,694 652,402 822,595
Current 224,056 208,123 239,429
Noncurrent 447,638 444,279 583,166

The amounts recorded in necurrent liabilities at the end of each period have tfalowing maturity

schedule:
ConsolidatedR$ in Thousand)
2017 2016 2015
2016 - - -
2017 - - 211,401
2018 - 188,658 209,331
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2019 226,466 251,453 157,194
2020 221,172 4,168 5,240
447,638 444,279 583,166

LeasingThe Company and its subsidiaries hageeralbperating lease agreements fitg branchesas well

as its current headffice, in addition to sheds for the plant and warehouses. These lease agreehmrds
an averagealuration between 5 and 10 yeatseingeach of hem renewable at the end of thease period

at market rates

BNDESONn September 13, 2013, the Board of Directors approved the loan from of R$658.501 million, which
has an amortization period of 72 months, including 24 months of grace period for the principal amount,
released as proof of completion of investments, anddg#id into three sukcredits, as described below:

Sub credit "Athe amount of R$596.835 million, which bears interest of 1.5% per year above the TJLP, to
be invested between 2013 and 2015 on the development of the qualitative solutions offered by TOTVS, i
the range of the BNDE®ROSOFT;

Sub credit "Bthe amount of R$58.466 million, which bears interest of 3.5% per year, to be invested in the
development of its platform named "fluig”, in the range of the BNDES Program of Investment Supporting,
Subprogram Innovation and Machinery and Efficient Equipment

Sub credit "C'the amount of R$3.300 million, which bears TJLP, to be invested in corporate social
responsibility projects to be performed by TOTVS.

In October 2013, the first installment, f&®$250000 million, was made available to the Company. In
November 2014, the second installment, for R$227.647 million, was also made available. In September
2015, it was available the final amount of R$181.055 million.

Bematech, a subsidiary of TOTVS, contracted loans from BNDES, such as BNDES Prosoft, BNDES Capi
Inovador BNDES Internacionalizacaod FINAME, in the total amount of R$76.767 millidfter the
reorganization with TOTVS, BNDES authorized, on October 23, 2015, that TOTVS was included as a
guarantor of these loans. In addition, these loans andrfaing does not have collateral.

Debentures TOTVR008:0n August 19, 2008, shareholders approved raising R$200,000 through the issue
of up to 100,000 Units, represented by Brazilian Depositary Receipts, with each Unit comprising two non
detachable debetures, one of which isiseries convertible and the other i&3eries convertible.

On August 26, 2009, in order to break down the mode of calculation of the: (a) remuneration of debentures
convertible into shares of both series of the 1stprivatelz& 2 F G KS / 2YLI y& 064a5S06Syd
due to nonconversion of Debentures; (c) conversion percentage; (d) premium over price in the event of
mandatory conversion of Debentures, the Company executed the 2nd amendment to the private deed of

the 1st ssue of debentures.

1st series debentureare paid based on the IPCA (Brazil's Extended Consumer Price Index) price increased
by 3.5% interest p.a., limited to TJLP increased by 1.5% p.a., annually payable on August 19. 2nd series
debenturesare paid base on the TJLP increased by 1.5% p.a.;\elfly payable on February 19 and
August 19.

The Company will pay pro rata temporis remuneration owed up to the effective payment day, under the

circumstances: (i) possible debenture conversions; (i) scheduledtaations; (iii) early maturity; and (iv)
final maturity or settlement of debentures.
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The Units couldhave beercompulsorily converted into common shares of the Company, if from the date

of its issuance on, the weighted 360 days of the Company's shaeeage price, calculated on the trading
floors on the Stock Exchange of S&o Paulo and calculated on the date of the Units, in each period, was
greater than the volumeveighted average of the Company's share price, also calculated at the Bovespa
trading €ssions, the period from June 6 to August 31, 2008 ("base period"), plus a premium of 50% of the
weighted value of the shares of the said period, during the first three anniversaries of the debenture,
dropping to 460%, 420% and 4% in subsequent yearBor purposes of calculating the weighted value

of shares of the base period, the historical values were updated based on indexes defined in the
bookkeeping of debentures and updated based on the geometric mean between IPQB6tabh2l + %

TJLP for theumber of days accrued between the date of determination and the date of issue.

If the valuation reached the conditions described above, debenture holdeutd haveconvered the
debentures, and the mandatory conversion could only occur after 2 yearstfre date of issue, i.e., August

19, 2010, up to 18% of the debentures issued up t0.8% in 2011 up to 48% in 2012 and by 60% in

2013. Once the described conditions were met, the Company mandatorily converted 60% of the debentures
into shares.

Thus, the Board of Directors approved, within the authorized capital of TOTVS, the issuance of common
shares, nominative and with no par value share, and consequently increased the share capital of TOTVS as
follows:

Year Stocks Price per stocKR$) | Capital Increase (R$ million
2010 306,870 97.74768 29,996
2011 1,389,191 21.59671 30,002
2012 1,267,849 23.66052 29,998
2013 1,141,532 26.28040 30,000

The conversion price was also the volumeighted average price of the Company shares, calculated

the Bovespa exchange in the base period, plus a premium over the weighted value of shares of that period.
For purposes of calculating the weighted value of shares of the base period, the historical values were
updated based on indexes defined in the kkeeping of debentures.

In August 2015 the Company amortized@6 of outstanding principal of the debentures not converted in
shares, in the amount of R$32@nillion, as defined in the private instrument of deed of 1st issue of
debentures.In August, 201&he Company mortized R$48.000 million referring tde balanceremaining

of the principalamountof the debentures issued by the Company in 2008.

The debentures not converted will be entitled to a roonversion premium, and for debemres of the 1st
series equivalent to the difference between the IR@lus 8% per annum and pay mentioned above, and
for debentures of the 2nd equivalent series interest of 3.5% per annum. Theomrersion premium of
debentures of the 1steries will becorrected by the IP@ plus 80% p.a. and the 2nd series will be adjusted
by TILP plus®%6 per annum. The neconversion premium wuld be paid for a maximum of 6 installments
within 3 years from the date of payment of the last installment of principaliatettest (February 19, 2017).

The debentures have early maturity clauses to the case ofcoompliance with certain financial and non
financial conditions, and other ancillary obligations. On December 31, 2015, 2014 and 2013, the Company
was in full compance with all conditions stipulated.

The issue was not filed with the Brazilian Securities and Exchange Commission, as the debentures issued by
0KS /2YLIlye 461 a8 LINAGFGSte AaadsSR SEOf dzaagsSte (2
no gereral marketing sales efforts.
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Debentures BEMATECH 2004k July 10, 2014, the subsidiary Bematech issued unsecurecomwertible

into and in one series debentures, whose placement was made through a public offering with restricted
placement efforts, inthe amount of R$50.000 million, comprising 500 debentures with unit value of
R$1000 thousand.

The debentures wouldhature in Juf 2019 and had been amortizeddemiannual installments since July
2015. The interesivaspayable in semannual installmerd, calculated by the CDI plus 2.25%, and the first
payment was made on January 10, 2015. With the corporate reorganization involving the two companies,
TOTVS has become guarantor of all the obligations assumed by Bematech regarding the debentures.

The regstration of the debentureshad early maturity clauses in case of roompliance with certain
financial and no#inancial conditions, and other ancillary obligatiodglditionally, on December 22, 2015
Bematech repurchased 20 debentures at the unit valiB$95.0 thousand.

On September 27, 2017, Bematech fully redeemed the debentures subject to its first public issuance in
2014. The total amountf the early redemption was R$.7 million, including interest calculated on a pro
rata temporis basis (DI rate + 2.25% per year) and the written premium equivalent to 0.60% per year.

Debentures TOTVS 2Q10n September 6, 2017, TOTVS issued simplecaovertible debentures, in a
single series, whose placement was made through aipolfffiering with restricted distribution efforts. The
Debentures had a nominal unit value offR,000.00 (one thousand reais) on the isslag¢e, totaling the
amount of B 200,000,000.00 on the issue date. The funds raised will be fully used for workitey, cap
investments in the scope of the Company's @rgie purpose andsr prepayment of debts.

Payment of the emuneration will be made every six months from the date of issue on March 15 and on
September 15 of each year, with the first payment due on Ma&2018 and the last payment due on the
maturity date of the debentures, on September 20, 2020.

The Debentureshould nothave their Unit Nominal Value monetarily restated. The Unit Face Value of the
Debentures will bear remuneration interest correspaimgito 105.95% of the cumulative variation of the
daily average DI rates, based on 252 business days.

The deed of the debentures has early maturity clauses forawnpliance with certain financial and non
financial conditions, as well as other ancillabfigations.

il. other longterm relationships with financial institutions
Company does not maintain other relevant letegm relationships with financial institutions,
besides those outlined ittem 10.f.i

iil. level of subordination between debts
¢tKSNBE AayQiuo

iv.  eventual restrictions imposed to the issuer, especially, in relation to the indebtedness limits
and contracting of new debts, distribution of dividends, disposal of assets, issue of new securities
and sale of share control

BNDES TOTVHhe loan from BNDES hired in 2013 states that it is the Company’s obligation to
maintain, during the term of this Contract, the following financial ratios whose calculation will be
based on the consolidated financial statements, subject to special rami¢ve first semester, and
audited at the end of the year, by external independent auditors registered in Brazilian Securities
Commissiorg CVM.

1. Equity/Total Assets: equal or greater than@; and
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2. Net debt/EBITDA: equal or less than 1.5;

In the event & non-achievement of the indicators, the Company shall constitute collateral, accepted
by BNDES, corresponding to at least.03® of the outstanding balance on loans contracted with
BNDES which exceed.@® of Total Assets of the Company at the time, dmsiti a letter of bank
guarantee be provided by a financial institution with direct exposure, which exce®&026f the
Total Assets of the Company at the time.

If the Net Debt/EBITDA ratio exceeds 2.0, the Company shall constitute collateral, accepted by
BNDES, corresponding to at least 186 of the financing or debt value arising therefrom, or present
bank guarantee in the amount of the debt.

Moreover, the financing contract with BNDES may still have their early maturity if:

- a breach of any obligath incurred by TOTVS with BNDES and its subsidiaries occurs, the
controllership of TOTVS changes after contracting the funding, without prior authorization of BNDES,
or any judicial procedure or event that may affect the collateral in favor of BNDES.occur

-occurs a reduction in the Company’s staff, according to the project submitted to BNDES for obtaining
the financing, without training program for work opportunities in the region and/or relocation
program of workers at other companies.

- there are cademnatory existences of final judgment due to the practice of child labor, slave labor
or crimes against the environment;

- there is an inclusion in the Company’s corporate agreement, bylaws or articles, or companies that
may control TOTVS, of conditidaading to restrictions or loss of ability to pay financial obligations
resulting from this operation.

Debentures TOTVS 200&he deed of 1st private issue of debentures convertible into the Company
shares establishes that the Company shall maintaininduthe existence of Units until their final
YIGdzNRGes 0 €SFradgs Geg2 2F GKS F2ft26Ay3 [/ 2YLN
statements audited by external auditors registered at the Brazilian Securities and Exchange
Commission:

1. Net Debt/EBITDA ratio: equal or less than 4.0;
2. EBITDA/Net Revenues ratio: equal or less tha@%
3. EBITDA/Debt Service: equal or higher than 1.0;

The Units may also early mature if certain events provided for in Clause IV of the private deed of 1st
issue of debentures occur.

(i) Protest of bills against the Company in an individual amounts exceeding R$10.0
million or aggregate amount in a period @dnsecutive 12 months exceeding R$50.0
million;

(i) In-court or outof-court reorganization proceeding filed by the Company;

(iii) Dissolution and liquidation of the Company;

(vt KS Ay OfdzaA2yY Ay &aKINBK2f RSNBAQ F3AINBSYSyYy
date of a provision requiring a special quorum for resolution or approval of matters
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NEAGNROGAY I 2NJ OdzNIiF AfAy3a GKS /2YLI yeQa
as provided for in the Brazilian Corporation Law, or also, the inclusion of aiqmovis

Ay GKS&aS R20dzySyida GKFG AYLEASEAY 6A0 NB
Ala GSOKy2t23A0Ft RS@St2LIVSYydT O0AA0 NB
markets; or (iii) failure to pay the financial liabilities deriving from this opemati

a
a

(v)/ KFy3asS 2F GKS /2YLI yeQa Lldz2N1L2asSas dzyft S
of Units representing the majority of outstanding Units, except for the inclusion of
20KSNJ I OGAGBAGASAE Ay GKS /2YLIyeQa LlzNLI 3
activity;

(vi LILINB@IFf 2F GKS /2YLIlyeQa OFLMAGEE adz20]
to shareholders or due to their decreasing value, when not fully paid to the amount

of receipts, without the previous and express consent of Units holders eapings

the majority of outstanding Units;

(vii) Creation of redeemable shares by the Company without the previous and
express approval of Units holders representing the majority of outstanding Units;

(viii) Sale of effective, direct or indirect share control of @@mpany, by any
means, unless if previously approved by Units holders representing the majority of
outstanding Units;

(ix) The Company acquires share control or shareholding in other entities, joint
ventures or partnerships whose purposes are not reladddformation technology

2NJ LINPGBAAAZ2Y 2F aSNIWBAOSazr OKINIOGSNART Ay3
previously approved by Units holders representing the majority of outstanding Units;

X)/ 2YLI yeQa RSEtAAGAY T TN Yet)of 6% Pdulo StatR  a S N.
Exchanget B3, without the previous and express approval of Units holders
representing the majority of outstanding Units.

BNDES d@natech The loan from BNDES hired by Bematech has the following financial
covenants:

1. Equity/TotalAssets: equal or greater than 49%; and
2. Net Debt/EBITDA: equal or less than 2.0;

It is important to mention that these covenants will be calculated based on the financial
statements of TOTVS S.A., in the same way the covenants of the loan contradted 4§
S.A. from BNDES in 2013.

DEBENTURHESTVS

The debentures issued by TOTVS in 2017 have the following covenant:
1. Net Debt/EBITDA: equaf tess than 2.5
The debentures may be considered prepaid in arrears, and the payment of the nominal unit

value, or balance of the unit value, shall be immediately payable on the occurrence of the
following events:
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failure, by the Issuer, to comply, within the deadlines and forms set forth in

this Issue Indenture, with any monetary obligation related to the
Debentures, that is not remedied within three (3) business days from the
respective breach;

if the indenture of the debentures issue is found invalid, void or
unenforceable;

any form of transfer or any form of assignment or promise to assign to third
parties, fully or partially, by the Company, the obligations assumed under the
issue indenture, without the prior consent of debentureholders;

if the Company and/or any of its subsidiaries that represent more than
FAFTUSSY LISNOSyild 6 wmplolidatedl fet igverdie, in2 Y LI y
accordance with the most recent financial statements of the Company
0awSt SOyl {dzwaARAFNASacd0T FAESa F2NJ
its Relevant Subsidiaries files for voluntary bankruptcy; if any third party files

for the bankruptcy of the Company and/or its Relevant Subsidiaries and the
latter fails to defeat such bankruptcy petition within the legal timeframe;
petition for incourt or outof-court reorganization of the Company and/or

its Relevant Subsidiaries, isfgective of the acceptance of such petition; or
liquidation, dissolution or winding up of the Company and/or its Relevant
Subsidiaries, except if such liquidation, dissolution or winding up arises from

an ownership restructuring involving the Relevant Sdibsies, observing

item (viii) below, and which does not represent an Event of Default;

OGN YyaF2NXYFGA2Y 2F GKS /2YLIyeQa fS3r
corporation, pursuant to Articles 220 to 222 of Brazilian Corporation Law;
redemption or amorization of shares, distribution and/or payment, by the
Company, of dividends, interest on equity or any other profit distribution to

the shareholders of the Company, while the Company is in default with any

of its monetary obligations established in theus indenture, observing the
respective applicable remediation term, except for the mandatory dividends
established under Article 202 of Brazilian Corporation Law, pursuant to the
Bylaws of the Company in force on the date of the debentures issue;

decrea§ Ay GKS /2YLIlyeQa OFLRAGLIEZ Ay | OC
3 of Brazilian Corporation Law, except as may be required by anylaws
regulations or to offset loss;

spinoff, consolidation, merger or stock merger or any form of ownership
restruduring involving the Company without the prior consent of
debentureholders, except for operations involving Subsidiaries or Relevant
Subsidiaries of the Company;

early maturity of bank debt and/or capital market operations of the
Company and/or its Subsdaties, in the local or international markets, in the
individual or aggregate value of more than fifty million reais
(R$50,000,000.00) or the equivalent thereof in foreign currencies;

use of the proceeds from the issue in any other way other than the one
described in the indenture;

AT GKS /2YLIyeQa LIeySyld 2o0ftAdlldAzya
enjoy, at least, the same conditions as the other unsecured debt of the
Company, except for obligations that are legally entitled to preemptive
rights,

court dispute, by the Company for any subsidiary (in accordance with the
definition of control under Article 116 of Brazilian Corporation Law) of the
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issue indenture;

(xiii)  default, by the Company, within the terms and form set forth in the issue
indenture, with any noamonetary obligation related to the debentures, as
established in the issue indenture, that is not remedied within five (5)
business days, as of the date of the redjpee breach, which term does not
apply to obligations for which specific remediation terms have been
determined;

(xiv) evidence that any of the statements made by the Company in the issue
indenture and/or in any other issue documents were false, deceitful or
inaccurate, in the case of the latter, in any relevant aspect;

(xv)  default, by the Company and/or its Subsidiaries, observing the respective
terms for remediation, with any debt arising from loans, financing and
operations in the local or international caplitaarkets, in the individual or
aggregate amount of more than fifty million reais (R$50,000,000.00) or the
equivalent thereof in foreign currencies;

(xvi)  lawful protests of bills against the Company and/or its Subsidiaries, in the
individual or aggregate amounof more than fifty million reais
(R$50,000,000.00) or the equivalent thereof in foreign currencies, for which
the Company is responsible to pay, except if, within five (5) Business Days as
of the date of such protest, the Company provides evidence toltiustee
that: (a) such protest was filed by error or in bad faith by a third party and
that the applicable legal measure has been adopted to render void or
suspend the effects thereof; (b) the protest has been canceled; (c) the value
of the protests has é&en deposited in court; or (d) the protested amount has
been duly settled by the Company;

(xvii) failure to comply with any arbitral award or court decision made final and
unappealable against the Company and/or its Subsidiaries, in the individual
or aggregate mount of more than fifty million reais (R$50,000,000.00) or
the equivalent thereof in foreign currencies;

(xviii) failure to obtain or to renew, cancelation, revocation or suspension of
relevant authorizations, concessions, permits and/or licenses for the
Compand | OUAGAGASAY SEOSLII F2N K2a$8
claimed or disputed by the Company in good faith in courts or administrative
proceedings or those in the process of timely granting or renewal;

(xix)  expropriation, forfeiture or any other act gny governmental authority in
any jurisdiction resulting in the loss, by the Company and/or any Subsidiary,
of the ownership and/or direct or indirect ownership of its assets in the
individual or aggregate amount of more than fifty million reais
(R$50,00(000.00);

(xx)  assignment, sale, disposal and/or any form of transfer, by the Company
and/or its Subsidiaries via any form, free or onerous, of goods, assets and/or
equity interest in its Relevant Subsidiaries, except: (a) via assignment, sale,
disposal and/ortransfer of goods and assets of the Company to any
Subsidiary; or (b) if the proceeds from such event are immediately and fully
used to redeem all debentures, as permitted under the issue indenture;

(xxi)  if the Company no longer has a widely held controliinigrest and becomes
directly or indirectly held by one Controlling Shareholder. For the purpose of
GKAA AGSYX a/2yiNRttAY3d {KINBK2f RSNE
group of persons bound by a voting agreement, or under common control,
who: (a) lolds partner rights entitling them to, permanently (i.e. for three
consecutive shareholders meetings), absolute majority vote of the
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shareholders present in the decisions of the shareholders meeting and the
L2 oSN G2 StSOG Yzad 2 ¥d(h)kfectivelg Xsesl v & Qa
GKSANI LI2g6SNI G2 YIFylFr3S GKS O2NLR2NXGS
bodies;

(xxi) OKFy3S 2NJ FfGSNIGA2Yy 2F (GKS /2YLJI ye Q:
modifies its current core activity, or that adds new prevailing businesses to
these activities or businesses that could represent significant deviation from
the current activities;

(xxiii) failure by the Company to comply, throughout the duration of the issue, with
any covenant, to be calculated on a semiannual basis, on June 30 and
Decembe 31 of each fiscal year, based on: (a) the consolidated quarterly
financial statements of the Company revised by an independent audit firm;
or (b) the consolidated financial statements of the Company audited by an
independent audit firm, including basednothe consolidated quarterly
financial statements of the issuer for the period ended December 31, 2017.

On December 31 of 2017, 2016 and 20tte Company and its subsidiary Bematech were compliant with
all the conditions/covenants stipulated in its abowentionedloans and debentures contracts.

g) Limits of utilization of financing already contracted
The credits obtained from the BNDES have already had their proven use within the limits established in the

contract.
The proceeds in the issuance of the debentures in 2017 will be fully used to meet working capital

requirements, investments related to the corporate purpose of the Issuer and/or prepayment of debt
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h) Significant changes in each item of the financial statents
CONSOLIDATHALANCE SHEET (in R$ thousands)
Vertical Analysis Horizontal Analysis
2017 2016 2015 2017 2016 2015 2017/16 2016/15
Current Assets

Cash and cash equivalents 387,169 214,772 426,415 15.5% 8.8% 16.0% 80.3%  -49.6%
EscrowAccounts 44,615 74,027 75,213 1.8% 3.0% 28% -39.7% -1.6%
Trade accounts receivable 515,545 569,370 565,002 20.%% 23.3% 21.2% -9.5% 0.8%
Allowance for doubtful accounts (89,032) (105,183) (75,860) -3.6% -4.3% -2.8% -15.4% 38.7%
Inventories 44,828 28,219 44,407 1.8% 1.2% 1.7% 58.9% -36.5%
Taxes recoverable 93,097 122,521 81,824 3.™ 5000 3.1% -24.0% 50.7%
Other assets 42,124 48,010 41,212 1.7% 2.0% 15% -12.3% 16.5%

Total Current Assets 1,038.346 951,736 1,157,673 A41.8% 38.9% 435%  9.1% -17.8%

Non-Current Assets

Escrow accounts 7,013 11,137 39,534 0.3% 05% 15% -37.0% -71.8%
Financial assets at fair value 57,645 56,800 68,044 23% 23% 2.6% 15% -165%
Trade accounts receivable 31901 36,913 40,953 1.3% 15% 15% -13.6% -9.9%
Recoverable Taxes 20,695 21,572 17,881 0.8% 0.9% 0.7% -4.1% 206%
Deferred income and social contribution taxe: 104,715 88,658 63,507 4.2% 3.6% 2.4% 18.1% 39.6%
Judicial deposit 61,127 40,903 43,407 25% 1.7% 1.6% 49.4% -5.8%
Other assets 26,844 30,437 18,446 1.1% 12% 0.7% -11.8% 64.8%
Investments 2,349 1,350 - 0.1% 0.1% - s -
Property, plan and equipment 182022 176,270 113598 7.3% 7.2% 4.3% 3.3% 55.2%
Intangible assets 960968 1,028,136 1,099,012 38.36 42.1% 41.3% -6.5% -6.4%
Total PermanentAssets 1,455279 1,492,176 1,504,402 58.%% 61.1% 56.5% -2.5% -0.8%
Total Assets 2,493625 2,443,912 2,662,075 100.0% 100.0% 100.0% 2.0% -8.2%
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Veritical Analysis

Horizontal Analysis

2017 2016 2015 2017 2016 2015 2017/16 2016/15
Current Liabilities
Payroll and labor obligations 148836 140539 133152 6.0% 58% 50% 5.9% 5.5%
Taxes payable 28,725 28,141 18923 1.2% 12% 0.7% 21% 48.7%
Trade accounts payable 108424 73553 86932 43% 30% 33% 474%  -154%
Commissions payable 39,769 43198 56579 1.6% 18% 21% -7.9% -23.7%
Loans and financing 220215 196012 177514 88% 80% 67% 123% 104%
Debentures 3841 12111 61915 02% 05% 23% -683%  -804%
Dividends payable 18487 41561 32885 07% 17% 12% -555% 26.4%
Liabilities from acquisition of investments 47,561 80,822 82,220 1.9% 33% 31% -412% -1.7%
Other liabilities 3,428 8,260 8,563 01% 03% 03% -585% -35%
Total Current Liabilities 619286 624197 658683 248% 255% 24.7% -0.8% -5.2%
Non-Current Liabilities
Loans and financing 182341 365729 500795 73% 150% 188%  -501%  -270%
Debentures 265297 78550 82371  106% 32% 31% 2377% -4.6%
Provision for legal obligations 117,770 102225 90507 4.7% 42% 34% 152% 129%
Liabilities from acquisition of investments 41886 45886 88272 17% 19% 3.3% -8.7% -480%
Other liabilities 5,468 6,409 3,715 02% 03% 01% -147% 725%
Total NonCurrent Liabilities 612762 598799 765660  246% 245% 288% 23%  -218%
Equity
Capital 989841 541374 541374  397% 222% 203%  828% 0.0%
Treasury shares 71495 73443 71012 29% -30% -27% 2.7% 34%
Capital reserve 165079 162024 159213 6,6% 66% 6.0% 1.9% 1.8%
Other comprehensivencome results 1,728 1785 21329 0,1% 01% 0.8% 32%  -916%
Retained profit reserve 170799 582072 520203 6,8% 238% 195% -707% 119%
Additional dividend proposal 5442 7375 66579 00% 00% 25% -262%  -889%
Non- controlling interests 183 272 46 00% 00% 00% -1673% -6913%
Total Equity 1,261577 1,220916 1,237732  506% 500% 465% 33% -1.4%
Total Liabilities and Equity 2,493625 2,443912 2,662075 1000% 1000% 1000% 2.0% -8.2%
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Consolidated Income Statements (in R$ thousahd

Veritical Analysis Horizontal Analysis

2017 2016 2015 2017 2016 2015 2017/16 2016/15

License fees 166660 167,759 239979 75% 77% 126% -0.7% -30.1%
Maintenance 1.009836 1.000753 918556 453% 458% 48.1% 0.9% 8.9%
Subscriptions 307866 229235 140820 138%  105% 74%  343% = 628%
Services 508549 541848 557,718 228% 248% 292% -6.1% -2.8%
Hardware 234419 244191 51664 10.5% 112% 2.7% -40% 3727%
Net Revenues 2,227330 2,183786 1,908737 1000%  1000% 1000% 20%  144%
Cost ofsoftware -86,590 -77284 -75399  -3.9% -35% -4.0% 12.0% 25%
Costs of support -132096 -130540 -89,722 -5.9% -6.0% -4.7% 1.2% 455%
Costs of service -496,784 506545 -507298 -223%  -232% -266% -1.9% -0.1%
Costs of hardware -148006  -162409 -34050 -6.6% -74% -18% -89% 3770%
Gross profit 1,363854 1,307Pp08 1,202268 612% 599% 63.0% 4.3% 8.7%

Operating income (expenses)

Research and development -357093 -326546 -267013 -160% -150% -140% 9.4% 223%
Advertising expenses -49.800 -47029 -49281 -2.2% 22% -2.6% 5.9% -4.6%
Selling expenses -234246  -203818 -152230 -105% -93% -8.0% 149% 33.9%
Commissions -147573 -139639 -155981 -6.6% -64% -8.2% 5.7% -105%
General and administrative expenses -227484 -204532 -187277 -102% 94% -9.8% 112% 9.2%
Management fees -21961 -19,176 -23476 -1.0% -09% -1.2% 145% -18.3%
Depreciation and amortization -147574 -128350 -103077 -6.6% 59% -54% 15.0% 24.5%
Allowance for doubtful accounts -36,695 -49,197 -34562  -16% 23% -18% -254% 423%
Economic Subsidy 6,275 10,639 794 0.3% 0.5% 0.0% -41.0% -
Other net operating income (expenses) -4,035 12893 -1,782 -0.2% 06% -01% -1313% -

. . . 143668 212253 228383 6.5% 9.7% 120% -323% -7.1%
Income before financial effects and equity pickt

Financial income 50,643 74251 121165 2.3% 34% 63% -318% -387%
Financial expenses -90,090 -110983  -94.639 -4.0% 51% -5.0% -18.8% 173%
Equity pickup - - -75 - - 0.0% - -
Income before tax and social contribution 104221 175521 254834 4.7% 80% 134% -406% -311%
Income tax and social contribution -10894 -23,252 -590888  -0.5% -11% -31% -533% -612%
Net income for the year 93,258 152269 194946 4.2% 70% 102% -38.8% -219%
Basic earnings per thousand shares Rf) 057 0.93 1.20 -388%  -223%

Canments on the Company's 2017 and 2@bfisolidated balance sheet

Current Assets: The growth of 9.1% in Current Assets, which increased from 38.9% of Total Assets in 2016
to 41.6% in 2017, was maintue to: (i) an increase of 80.3% in Cash and Cash Equivalents, which
represented 15.5% of Total Assets in 2017, compared to 8.8% in 2016; and (ii) an increase of 58.9% in
Inventories, which increased from 1.2% of Total Assets in 2016 to 1.8% in 2017.
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The increase in Cash and Cash Equivalents was mainly due to the fsdekentures in the amount of
R$200,000 million in September 2017 and net operating déshk in 2017. Among the items of current
assets that contributed to the operating cagénerationthe 9.5% reduction ifradeAccounts Receivable

was mainly due to the greater representativeness of the subscription model, which leads to a reduction in
the average term of and the reduction of 24.0% in tbeoverable &xes line, which reflects the greatase

of tax credits, especially federal taxes throughout 2017.

The increase in the Inventory item is mainly explained by the reduction of 4.0% in hardware sales revenue
in the year,focusedin the second half of 2017.

Non-Current Assets: The decreas@d% in norrecurrent assets, which increased from 61.1 of total assets
in 2017 to 58.4% in 2017s essentially explained by the decline of 6.5%angible assetswvhich went
from 42.1% of total assets in 2016 to 38.5% in 2017, explained by the aationmi of intangible assets
throughout the year.

The reduction of nofturrent asses ina level lower than the reduction in Intangible assets was due to the
18.1% increase ideferred Income tax and social contribution due to temporary differencelated to
provisions and fiscdbsses andegative basesf Income tax and social contribution; and an increase of
49.4% in the Legal Deposits account, due to the progress of lawsuits in which the Congaathgfis

Current LiabilitiesThe reduction of 0.8% Current Liabilities, wich increased from 25.5% of Taallities

in 2016 to 24.8% in 2017 is a result of a combination of the following factors: (i) the reduction of 41.2% in
Liabilities from acquisition of investmerdsie to payments of acquisitioqerformed/ made by TOTVS and

its subsidiaries, mostly with resourcesesentedin the line "Current Assets Escrow accounts which
decreased9.7% in 2017; (ii) the reduction of tilBvidends payabledue to the lowepaymentof interest

on equityin 2007; and (iii) the increase in tHme of Trade Accouniseflecting assets acquired over time

by the Company.

Non-Current Liabilities: The growth of 2.3% in ramrent Liabilitieswhich increased from 24.5% of Total
Liabilities and Equity in 2016 to 24.6% in 2017, éstiy explained by the following factors: (i) growth of
237.7% of Dieentures, for the funding of R&00,000 million in September 2017; (ii) reduction of 58.5% in
Loars and Financing due to the reclassification to the same caption of Current Liabilities of the installments
to be amortized over 2018; and (iii) an increase of 15.2% itirtbd’rovision for legal obligatioracount,
reflecting the forcastingsattributed by the legal advisors to judicial proceedings, combined with the
historical lossesas well as the volume of new lawsuits in which the Compgpgriofto the passive pole.

Shareholders' Equity: The increase of 3iB%hareholders Equity is a resulsestially of Net Income of R$
93.258 million ascertained during the year, deducted from Interest on Equity declared in 2017 that
amounted R$50.346 million. The 82.2% growth in Share capital and the decliadimeRBerveaccount is

a result of the capdl increase, whout the issuance of new sharglrough the capitalization of the profit
retention reserve, approved at the Extraordinary Shareholders' Meeting held in April 2017.

Comments on the Company's 2016 and 2015 consolidated balance sheet

Current AssetsThe reduction of 9.1% in Current Assets from 43.5% of Total Assets in 2015 to 38.9% in 2016
was mainly due to the following factar§) the reduction of 49.6% i@ash and cash equivalents, which
represented 8.8% of total assets2016, compare to 160% in 2015, (idhe 38.7% increase iRrovisions

for doubtfulaccountsand (iii) a 36.5% reduction inventories and (ivincrease of 50.7% in the Taxes to be
recovered

Thevariationin the Cash and cash equivalents itsnmainly due to the partial amortization thfe principal
amountof the financindine takenby TOTV8om BNDE# 2013 andhe amortization of R$48,000 million
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referring to he balanceremainingof the principalamountof the debentures issued by the @pany in
2008

The reduction in Inventories is a reflection of the reduction 8,845 milion in the hardware inventories
and of R$.284 million in raw materials.

The increase in thé@llowance for doubtful accounts is mainly duett® additional provision of R$17.221
million related tothe higher credit riskof a large bent from the servicesegment,booked in the third
quarter of 2016

The increase in the Recoverable Taxes item was mainly due to the increase in credits with Tagoamd
Social Contribution due to withholding taxes.

Long Term Assetthe reduction of 0.8% in Necurrent Assets lower than the 8.2% reduction in Total Assets
raised NorCurrent Assets from 56.5% of Total Assets in 2015 to 61.1% in 2016. Thistvasiatiainly
related to the items: (i) Investment Guarantees; (ii) Financial Assets at Fair Value; (iii) Property, plant and
equipment; (iv) Intangible assets; and (v) Other Assets.

The reduction of 71.8% in the G line of Investment guarantees is maiagul of the redemption of the
guaranteed accounts for payment of acquisitions reflected in the caption Current Liabilitiesstment
acquisition obligations

The reduction of 16.5% in Fair value financial assets, which mainly refer to GoodDasti:ient in 2013,
was mainly a consequence of the appreciation of the real against the US dollar in 2016

The increase of 55.2% in fixed assets is mainly due to investments in the Company's new head office.

The 6.4% reduction in Intangible assets wasnigaiue to the amortization of the Company's intangible
assets throughout the year.

The growth in Other Assets is mainly due to: (a) the amount receivable related to the sale of the BPO
transaction held in August 2016; and (b) the advance payment ofsinficture solutions contracted for
Cloud operation that will be carried out over the next few years.

Current Liabilities: a reduction of 5.2% in Current Liabilities in 2016 lower than the 8.2% reduction in Total
Liabilities and Shareholders 'Equity resulted in an increase of 24.7% in Total Liabilities and Total
Shareholders' Equity, in 2015 to 25.5% il1&0This variation was mainly due to the 80.4% reduction in
Debentures, reflecting the amortization of R $ 48 million referring to the remaining balance of the principal
of the debentures issued in 2008.

Non-current liabilities The decrease of 21.8% iroMNCurrent Liabilities in 2016 was mainly due to the
27.0% and 48.0% reductions in "Loans and Financing" and "Investment Acquisition Obligations",
respectively, due to the reclassification to the items with the same name in the Current Liabilities of the
installments to be amortized over 2017.

ShareholdersEquity: The Company ended 2016 with a Shareholders 'Equity of 1.4% lower than the year
2015. In the year, Shareholders' Equity represented 50.0% of Total Liabilities and Shareholders 'Equity,
compared b 46.5% in 2015The reduction of Shareholders' Equity, despite the increasieeicapitaland
incomereserves, is malp due to the reduction of &9.544 milliorfrom the OthersComprehensivéncome

line, essentially fromthe effect of the appreciation fothe Realagainst the US dollar in 2016 ihet
consolidation of the Balance Sheet of the companies controlled by the Company abroad.
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Comments on the Company's 2017 and 206&6solidated financial and operating performance:

In 2017, net revenue totale®@$2,227,330 thousand, an increas@®% over the previous yedrhis growth
was mainly due to the advance of 6.2% in software revenue, which represented 2/3 of net revenue for the
year.

The revenue from licensing fees ended the year 0.7% lower than B&flécting a 16.2% decrease in sales.

This reduction was due to the migration of a part of the sales pipeline of new clients to the subscription
model, especially smaller clients. The increase in the average ticket in the year is mainly explained by the
higher participation of sales to large clients.

Maintenance revenue has remained stable yearyear, despite being adversely affected by the following
factors: (i) lower volume of license sales in previous periods; (ii) increase in client defaulbsgh@r)
volume of partial cancellation of maintenance contracts due to layoffs at clients; and (iv) the decline in the
IGRM inflation index in 12 months, especially since 2Q17 when the index declined over successive periods.

Subscription revenue amounteB$307,866 thousand, an increase of 34.3% over 2016. The growth of
subscription revenue is consequence of the higher share of sales to new clients of small and medium size,
especially in the TOTVS Intera. In addition to TOTVS Intera subscription, th@fsBEmacash also
O2YyiNAROGdzi SR (2 (GKS 3ANRPGUK 2F &dzoaONALIIAZ2Y NBOSY dzS
management software for microenterprises (Fly0O1 line), contracted under the subscription model, and the
automation and tax hardware agions from Bematech.

Service revenue decreased 6.1% in 2017, mainly due to: (i) the 3.0% decline in software implementation
services in the period due to the slower sales of projects in the year; and (ii) the 11.7% decrease in services
not related to sofware implementation, chiefly in the slower sales volume of the consulting projects.

Hardware revenue was 4.0% lower than 2017, essentially due to the 20.7% drop in fiscal printer sales in the
year, which led to the reduction in the share of fiscal sohgisales of hardware revenue to 15.7% in the
year, down 3.8 percentage points from 2016. Revenue from other hardware solutions grew 2.3% in the
year, mainly driven by the growth in revenue from Bemacash sales.

The cost of Software increased 12.0% whempared to the previous year. This growth is a reflection of
the complementary sales solutions provided by partners.

The cost of Support increased 1.2% when compared to the previous year, as a consequence of the wage
adjustments resulting from collectiveatgaining agreements in the period

The reduction in the cost of services in 2017 is mainly due to the lower volume of projects in the year and
the consequent lower personnel cost in this line, including layoffs for the structure, net of the collective
sahry increases occurred throughout the year.

The decrease in hardware costs in 2017 is mainly due to the reduction in hardware sales in the year. It is
worth mentioning that the cost of hardware also includes depreciation expenses, in the amount of R$3,320
thousand (R$3,314 thousand in 2016).

The growth in research and development expenses in the year mainly reflects the wage adjustments
resulting from collective bargaining agreements in the period and additional investments in innovation
mainly related tahe specialization of the business solutions, to the open platforms and to the segment of
micro and small businesses.
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The advertising expenses represented 2.2% of net revenue in 2017 and 2016. The year on year increased
5.9% of these expenses mainlyleets collective bargaining agreements and updates of contracts with
providers made throughout the year.

Selling expenses and commissions jointly increased from 15.7% to 17.1% of net revenue mainly due to the
growth of Subscription Revenue in the periddhese expenses are directly related to the change in sales
mix between franchises and own branches, as well as related to the net revenue mix, due to the different
levels of variable remuneration and commissioning applied to the revenue lines.

Theincrease in general and administrative expenses in 2017 is mainly due to wage adjustments resulting
from collective bargaining agreements in the period and additional expenses with the merger of
ddz0 AARAINRASA YR GKS AyGSaNtidAazy 2F .SYlF{iSOKQa 2L

The increase in management fees for the year mainly reflecting the provision of bonus for the achievement
of financial and individual targets of executives in the period.

The increase in depreciation and amortization expenses in 2017 resulted mainly due (@ start of
depreciation of assets in the new facilities (e.g. new headquarters in Sdo Paulo); and (ii) infrastructure
investments for the Cloud operation.

Allowance for doubtful accounts corresponded to 1.6% of net revenue in 2017, compare@4ar22816.
The increase in this provision is mainly due to the additional provision of R$17,221 thousand related to the
higher credit risk of a large client in the Services segment.

The financial result was negative in R$39,447 thousand in 2017, 7.4ét thigh prior year, mainly due to
the steeper decline in the Selic rate, which impacted the yield on financial investments, when compared to
the decrease in TILP (LeéRrgn interest rate), which affects interest payments on borrowings

Income Tax and SatiContribution expenses decreased by 53.1% in 2017, totaling R$10,894 thousand. This
reduction is mainly due to the decrease in the income before income tax and social contribution and to the
greater representativeness of interest on equity when compatedincome before tax and social
contribution in the period.

Net Income decreased 38.8% year over year. The change was mainly due to: (i) the 32.3% reduction in profit
before financial effects and equity pick up; (i) the higher negative financial resulid year; and (iii) the
increase of expenses with depreciation and amortization.

This decrease in adjusted EBITDA was mainly caused by the combination of the following factors: (i) the
more than proportional increase in commercial expenses due toruesttion to the subscription model;

(i) the growth of general and administrative expenses, mainly due to the adjustment of inflation of costs
and the additional expenses with the integration of the operations of companies acquired in previous
periods; (i) the decline in services income due to the reduced allocation of professionals; (iv) the decline
in contribution margin from hardware, especially on account of the decline in fiscal printer sales and less
tax subsidy.

Comments on the Company's 2016 &t@l5 consolidated financial and operating performance:

In 2016, net revenue totaled R$2,1886million, an increase of 14.4% over the previous year. This growth
was mainly due to the consolidation ohly two months oBematech's results in 2018ompaed to 12
month consolidation in 2016When considering the @onth result of Bematech in 2015, net revenue
decreased by 3.5% the year.
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The reduction in net revenue in the year is mainly due to: (i) the reduction in license fee revenues, mainly
due tothe transition to the subscription model and the reductiorBrazilian economic activityj)(growth

in sales by subscriptiomhich add less revenue in the short term due to deferred revenue recognaneh

(iii) the lower allocation of software impieentation teams.

Net revenue from licensing fees decreased by 30.1% compared to 2016, reflecting the sales and average
ticket reduction Thisdecreasein the number of sales was mainly due: tG) the downturn in economic
activity in Brazil in 2016, whidangthened the conversion period of the sales cycle, especially among large
clients; and (ii) the migration of a part of the sales pipeline of new clients to the subscription model,
especially smaller client$he reduction in the average ticket is maiagsociated to sales to existing clients,

as a consequenagf the economic scenario.

Net revenue from maintenance increas8®% in the year, totaling RP0Q753 million in 2016When

considering the 12nonth result of Bematech in 2015he growth was 3%.The growth in maintenance

revenue below the average 1@® of 2016 was mainly due to the following factors: (i) reduction of license

sales in previous periods; (ii) contract cancellations due to cliEsfaults; and (iii) partial contracts
cancellatiy & RdzS (2 NBRdAzOUGA2ya Ay QOftASyiliaQ adrFTFz SaLISC

Net revenue from subscription grew 62.8% in the year and totaled R$229288n. When considering

the 12month result ofBematech in 2013he growth was21.4% Thisgrowth in subscription revenue was

due to the higher share of sales to new small and medium clients, especially under the TOTVS Intera model
(subscription model launched in June 2015).

In addition to TOTVS Intetthe solutions Fly01 for micemterprisesandBemacashsolution that combines
FlyOlsolution and the automation and tax hardware solutions from Bematestbo contributed to the
growth in subscription revenue in 2016.

Net revenue from servicatecreasedy 2.8% in 2016 and totaled 54,848 millionWhen considering the
12-month result ofBematech in 2015he reduction wa®f 8.7%.Services revenue in 2016 was negatively
affected by: (i) the reduction in software implementation services, due to the lower sales pace observed
during the year; (i) to the lower level of sales of consulting services; and (iii) the sale of TOTVS RO in August
2016.

Net revenue from hardware totaled R$244.191 million, versus R$51.664 million in\®B&5. considering

the 12month result of Bematech in 2015the hardware revenue decreased 8.9%, reflectinginly the
downturn in the economic activity in Brazil and the changes in tax legislation, especially in the state of S&o
Paulo where fiscal printewere replaced by S@T fiscal equipment, which has a lanievalue.

Cost of software increased 2.5% in the year and totaled R$7#Bdn. When considering the téhonth
result ofBematech in 201,5he cost of software decreased 7.4% reflecting drop in licensing fees sales
and the transition to the subsiption model, as partners for complementary solutions are remunerated
according to the business model that TOTVS practices to its clients.

Cost of support grew 45.5% in the year and reached R$130.540 millieen considering the téhonth

result of Bematch in 2015the cost of support increase 16.3%ainly due to the investments made in
improving the customer service and support processes, involving adjustments to routines, teams and the
Company's service tools.

Cost of servicesvas in line with the sam period of last yearand totaled R$506.545 millioWhen

considering the 12nonth result ofBematech in 2015the cost of services decreased 7.28spite of the
collective salary adjustments made throughout the year, mainly reflecting the lower perserpenses
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due to thelayoffsresulting from the adjustment of the cost and expenses structure promoted by the
Company in 2015.

Cost of hardwardotaled R$162.409 million in 2016, versus R$34.050 million in 20h&n considering

the 12month result ofBematech in 2015the cost of hardware decreased 4.6% in the yehe decrease

in hardware costs in 2016 is mainly due to the reduction in hardware sales and to the appreciation of the
Real against the US dollar, which is an important variable in thef@msation of components used in the
hardware production.

Research and development expensesreased 22.3% in 2016 and totaled R$326.546 millibe. growth

in research and development expenses in the year mainly reflects the wage adjustments resaoitting f
collective bargaining agreements occurred during the yaatthe investments in the integration of the
solutions portfolio of Bematech to TOTVS.

Advertising expenses deeased.6% in the year on year comparison and totaled R$47.029 miftiaimly
reflectingthe revision of the general marketing plan of the Company and the synergiesHfedntegration
of marketing activities of TOTVS and Bematech.

Selling expenses totaled ®¥3.818 million in the year, up 33@ while ommission expenses decreake
10.5% in the same period, totaling R$139.639 millwhen considering the honth result ofBematech

in 2015 selling expenses increased 8.2% and commission expenses decreasedlh289expenses are
directly related to the sales mix between own bchwes and franchises, and to the net revenue mix, due to
the different levels of commissions among the revenue lines.

General and administratey (G&A) expenses increased by%.Mhthe year,totaling R$204.532nillion.

When considering the tfhonth result of Bematech in 2015G&A expenses decreased 10.5%. The
reduction in the G&A expensés mainlyassociatedo the net effect of wage increases for the period and

the lower amount ofadditionalprovision for contingencies made during the year, as a consemuefithe

review of the past outcomes of lawsuits and the circumstances surrounding the new proceedings in which
TOTVS is the defendant.

The drop of 18.3% itManagement feesn the yearresulted primarily from the optimization of the
Company's administrate structure, the integration of Bematech operatioasd the provisioning of
bonuses associated to the achievement of the financial and individual goals for the executives in the period.

The increase in depreciation and amortization expenses in 201&edsuainly from the amortization of
intangible assets from the corporate reorganization with Bematech and the depreciation of investments
made in infrastructure such as equipment and installations.

Allowance for doubtful accountgpresented 2.3% of neevenue, versus 1% in 205. The increase in this
provision is mainly due to the additional provision of R&21 million related to the higher credit risk of a
large client from the services segment.

Financial result wasegative in R$6.732 nillion in 2016 and positive 26526 million in 2015This
variaionA & Yl Ayf & Rdz2S G2Y o0A0 (KS OKFy3aS Ay GKS /2YLJ
3Q15 to net debt irthe fourth quarter 2015 due to the payment of R$4785 million in the corporae
reorganization with Bematech in teurth quarter 2015 (ii) the gain from the sale of the minority interest

in ZeroPaper ithe first quarter 2@5; and (iii) the higher LoAgrm Interest Rate (TJLP) in 2016, which is

used as the inflation adjustmeimdex for the main financial costs of most financing lines and debentures.

Income tax andsocial contribution decreased 61.2% in 2016, totaling R$23.252 million. This decline
mainly due to the decrease in the income beforedsyand social contributiorand to the greater
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representativeness of interest on equity whewer income before tags and social contribution in the
period.

Net income decreased 21.9% in 20d®inly due to: (i) the 7.1% reduction in profit befdieandal effects
and equity pickup, resulting primarily from the combination ahe reduction of net revenue wittabor
inflation, and investments irthe portfolio integration andin a customer serviceand (ii) the negative
financial result for the year

EBITDA(*) for 2016 totaled R$84917 million, 7.4% lower than the Prmrma EBITDA for 2015. Adjusted
EBITDA for 2016 totaled R$3B638million, 21.5% lower than the P#imrma Adjusted EBITDA for 2015. The
Adjusted EBITDA margin ended 2016 at 16.4%, compared to 20.2% in 2015. Then@vobkthe
subscription model, combined with labor inflation and investments in portfolio integration and customer
service essentially explain this reduction in margin

Comments on the Company's 2015 and 2014 consolidated financial and opgmtioomance:

Due to the ownership restructuring between TOTVS and Bematech in 2015, in addition to the following
O2YYSyiGasz GKS | Y2dzyda NBfFGSR (G2 FAaOlIf &@SINIHAmp
in November and December.

In 2015,net revenue totaled R$1,908.737 million, an increase of 7.7% over 2014. This growth is due to: (i)
GKS /2YLIyeQa AYyAOGALFIGAGSE G2 OFLWGdINBE (KS 3INRSGK
business solutions by industry type, and the fluig fplah; and (ii) the growth in recurring revenue from
subscriptions.

Net revenue from license fees fell 19.7% from 2014 to 2015, mainly reflecting the reduction in sales to new
and existing clients. This reduction is mainly due to the downturn in the Bragtonomy, which results

in a longer time for the conversion of the pipeline into sales, and the partial migration of the sales pipeline
of new clients to the subscription model.

Net revenue from services grew 8.4% in 2015, chiefly due to the growsmitices not related to software
implementation, especially those related to consulting.

Net revenue from subscription grew 35.1% in the year to R$140,820 million. This growth was driven by the
higher participation of sales to small and medium clientpeeslly under the TOTVS Intera subscription
model, which contributed to the increase in the number of clients added and average subscription per new
client added.

Net revenue from maintenance totaled R$918.556 million in 2015, an increase of 7.5% ftdmm2dinly

driven by license sales and retention of maintenance agreements, which are annually adjusted based on
pre-defined inflation rates, in most cases the HBHRndex. Growth in this revenue line has been adversely
affected mainly by: (i) the lower “wme of license sales in previous periods; (ii) the suspension of
maintenance due to increased client defaults; and (iii) the partial cancellation of maintenance due to layoffs
at clients, especially large ones.

Net revenue from hardware totaled R$51.664llion in 2015 and included the sales of equipment and
technical support services by Bematech.

The 8.5% decline in software costs in 2015 primarily reflects the drop in sales mentioned above in the
comments on licensing fee revenue.
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Cost of support in@ased 34.4% in the year, chiefly due to wage increases and the growth of subscription
sales in the period.

Cost of services increased 11.4% in the year to reach R$507.298 million. This growth, which was higher than
the growth in net revenue from servicesas mainly the result of: (i) the lower allocation of implementation
professionals on account of the slower pace of software sales, especially of licenses; (ii) additional costs
with rationalization of the cost and expense structure during the seconddia#015; and (iii) wage
increases resulting from collective bargaining agreements entered into during the year, which were higher
than in 2014, on average, on account of higher inflation but which were not fully passed on to projects for
implementation ofthe software sold.

Cost of hardware, which include the sales of equipment and technical support services provided by
Bematech, totaled R$34.050 million. The cost of hardware has been negatively affected by the US dollar
appreciation against the BrazitieReal during 2015. Note that hardware costs also include depreciation
amounting to R$0.583 million.

Research and development expenses increased 13.6% in 2015, due to (ii) additional costs with
rationalization of the cost and expense structure during$beond half of 2015; and (ii) wage increases on
account of collective bargaining agreements during the year.

Advertising expenses increased by 18.9% in 2015, totaling R$49.281 million. This increase is mainly due to
the reduction in advertising and martkeg expenses in 2014 on account of the Soccer World Cup in Brazil.

Selling expenses totaled R$152.230 million in the year, up 15.6%, while commission expenses totaled
R$155.981 million, up 0.6%. The sum of these expenses as a percentage of total neé rmmained
unchanged. These expenses are directly related to the sales mix between own branches and franchises, and
to the net revenue mix, due to the different levels of commissions among the revenue lines.

General and administrative (G&A) expensesdased by 63.7% in 2015 to R$187.277 million. This increase
is chiefly due to the addition of R$59.022 million to the provision for legal contingencies made in the fourth
quarter of 2015, according to the comments related to the Ldegn Liabilities.

Management fees decreased 9.9% between 2014 and 2015, and was mainly influenced by the the provision
for bonus for executives related to the achievement of financial and individual targets in the period.

Depreciation and amortization totaled R$103.077 millio 2015, compared to R$88.928 million in 2014,
increasing by 15.9%, mainly due to: (i) purchase price allocation of the acquisition price of Virtual Age in
2Q15, when there was an extraordinary impact of R$5.458 million from thendrth accumulated
amottization of their intangible assets; and (ii) the purchase price allocation of the corporate reorganization
with Bematech in 4Q15, which increased depreciation and amortization expenses in November and
December in the total amount of R$3.416 million.

Allowance for doubtful accounts totaled R$34.562 million in 2015, equivalent to 1.8% of net revenue, versus
1.6% in 2014. This increase in the allowance is mainly due to higher default levels seen in the market during
the year.

Financial result (financial inme net of financial expenses) was a positive R$26.526 million, resulting in
growth of 101.2% in 2015. This growth primarily reflects the increase in financial income resulting from
higher financial investments in the first nine months of 2015; and theataddof R$9.028 million to the
provision for premium due to neononversion of debentures.
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Income tax and social contribution decreased 38.6% in 2015, totaling R$59.888 million. This decline, which
was steeper than the drop in earnings before income tag aocial contribution, is due to the lower
effective tax rate, mainly resulting from the combination of: (i) the 29.3% drop in earnings before income
tax and social contribution; (i) the 126.8% increase in the effect of differentiated taxation at the
subsidiaries; (iii) the 46.5% increase in the interest no equity; and (iv) the 3.9% increase in the incentive to
research and development.

Net income decreased 25.8% in 2015, mainly due to the combination of: (i) the 34.3% decline in earnings
before financial effects and equity income; (ii) the 101.2% increase in financial result; and (iii) the 38.6%
drop in income tax and social contribution; and (iii) the 38.6% drop in income tax and social contribution.

10.2. The executive officers shall comment on:
a)tKkS NBadzZ Ga 2F AaaddzSNDRa 2LISNFrdA2yas SaLISOAL

i. description of any relevant component of revenues
Company’s main revenues derive from: (i) license fees, which include softwaréorigbe
licensing and sale of third parties software; (ii) softwswbscription, related to the recurring
revenues from clients regarding the use of business solutions (iii) hours of service revenues
related to the implementation of software, training and infrastructure services, outsourced
processes and consulting; (imaintenance related to the supply of new versions and
upgrade of software launched by the Company, containing the adjustments referring to the
entire technological, functional or legal development and help desk (telephone service to
answer questions); an¢{v) hardware, which mainly comprises the sale of equipment and
technical assistance services provided by the subsidiary Bematech.

Software revenue ibookedin accordance with the following models:

(i) Licensing rate, when the ownership of licensessbdutions is transferred to the clienis
recognized when all risks and rewards inherent to the keeare transferred to théuyer
through software @livery and when the amount cdme measured reliably, asell as it is
probable that economic benefitse generated for the benefit of th€ompany.

(i) Subscription, when licenses are made available todiient upon subscription: are
recognized on a monthly basis over the terms of the agreements with customers.

(i) Revenue from maintenance, comprisitgchnological developmest and technical
supportservices (phone or Internetervice for inquiries) areecognized monthly over the
terms of theagreements with customers.

Revenue from services is billed separatatyl bookedas the services angerformed.Billed
revenue that does not meet the recognition criteria is not included in the balances of
respective revenue account and accounts receivable.

Hardware revenue is recognized when there is reliabidance that: (i) the risks amdwards
inherent to the product werdransferred to the buyer; (iifhe economic benefits will flowo
the entity; and (iii) the associated costs and possible returnoofdg may be estimated
reliably.If a discount can probablye granted and the amount can beligbly measured, the
discount igdeducted from revenue as sales are recognized.
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il. factors that materially affect the operating results
The main factors that affected the Cpamy's operating resultisetween 2017 and 201ere:

(I) The decrease in the activity level of the Brazilian economy observed in tBgéast, which
lengthened the sales cycle and negatively impacted the number of clients added, the average
ticket of software saleshe customer retention rate of mainteanceand the drop in hardware
and services sales;

(ii) The migration oé part of the sales pipeline to new clients to the Intera subscription model,
especially among smaller clients, which aggregates less revenue in the short termttiae to
revenue recogition method, themore than proportional increase in commercial expenses
and

(iii) The increase in the Company's reseanl developmentinvestments mainly related to
investments in innovation of its business solutions, which represented tharel5% of net
revenue in the last 3 years, despite the reduction in the growth rate of revenues.

b) Variations of revenues attributable to changes in prices, exchange rates, inflation, changes

in volumes and launching of new products and services
Maintenance and st d ONA LJGA 2y NBOSydzSas gKAOK | 002dzyd F2NJ kL
revenues in 2017, are indexed to KR General Market Price Index) and IPC-A, and adjusted according
to the "anniversary" of each agreement executed with clients.

c) Impact ofinflation, variation of prices of main inputs and products, exchange and interest
rates on operating and financial results of the issuer

A % 4 A 9~

¢CKS /2YLIyeQa 2LISNIiAy3 NBadzZ Ga YIe 6S I FFSOGUSR ¢
and longterm interest rates, inflation index and exchange rates. Historically, the effects of these changes

are softened for the Company, since it has a numerous, varied anddisglbuted client base. The

/| 2YLI yeQa az2Fdel NB I OGABS OfcdiySayf iepresdntatiSe sechid 6iMdEe O 2 Y|
economy.

¢KS AYLIOG 2F AyFil A2y AYyRSESa&a Ol NAl GAZ2yWald) GKS
IPCA are the basis of adjustment of several services used by the Company, among them personnel
expenses (payroll, charges and benefits), travel expgnsommunication and rental, that may increase
according to the negotiations linked to these indexes. Nevertheless, this impact is minimized as recurring
revenues are also indexed by inflation, mostly by-MgRillowing them to be transferred to prices a& has

been occurring historically.

The impact of the 12nonth weighted average IGH on the Company's recurring revenue, excluding the
cancellation of recurring maintenance and subscription contracts over the periods, the positive impact on
the Companys total net revenue was approximately 2% in 2017, 7% in 2016 and 3% 2015,. The impact of
the 12month weighted average IG® and the 12month average IPCA in the costs and operating expenses
was 6% in 2017, 8% in 2016 and 7% in 2015.

Regarding the finandiaesults for 2017, 2016 and 2015, the impact of the inflation indexes was limited to
the nonconversion premium of the 1st series debentures issued by TOTVS in 2008, which is linked to the
IPCA. The impact of inflation related to the debenture convergiemium represented approximately 5%

of financial expenses in 2017, 3% in 2016 and 7% in 2015.
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NIFTAEftQa AyiSNBad NrdS GFENARFGAZ2Y YIFEe FTFFSOOG AYyRAN
increase of this index may cause a slowdown of itnaeats made by the market. Thus, it is hot possible to
quantify the real impact of the increase in the Company's operating result, but it is worth noting that,
2F KA3IK { 9dortinueddo / Sy G N

KAald2NROIffeY RdA2NAYy3I LISNRAR2RA

recording sales growth.

In the financial result, the financing taken by the Company is basically derived from BNDES financing lines
and Debentures linked to the lorigrm interest rate (TJLP) and more recently, foomvertible debentures
linkedto the Interbank Deposit Certificate (CDI). In 2017, interest incurred related to loans, financing and
debentures accounted for 68% of financial expenses, compared to 73% in 2016 and 81% in 2015.

In order to verify the sensitivity of the index to the delasvhich the Company is exposed on the base date
of December 31, 2017, 03 different scenarios were defined. Based on the TJLP and IPCA values in force on
December 31, 2017, the probable scenario (scenario I) for the year 2017 was defined and, fraatigngar

of 25% (scenario Il) and 50% III).

For each scenario, the gross financial expense was calculated not taking into account the occurrence of
taxes and the maturity flow of each contract scheduled for 2017. The base date used for the financing and
debentures was December 31, 2017, projecting the indices for one year and checking their sensitivity in

each scenario.

. . . Probable
Operation Balances ir2017 Risk Scenarid Scenaridl Scenaridll
Increase
Financing; Consolidated BNDES R$302,022 TJLP (a) 6.75% 8.44% 10.13%
Estimated Finance expense R$ 20,386 R$ 25,491 R$ 30,595
Increase
Consolidated debentures R$65,614 IPCA (b) 2.95% 3.69% 4.43%
TJILP (a) 6.75% 8.44% 10.13%
R$203,524 CDI 6.89% 8.61% 10.34%
Estimated Finance expense R$ 21,141 R$ 24,993 R$ 28,866

@ Longterm Interest Rate
). N} TAft Qad 9EGSYRSR
(0) Interbank Deposit Certificate

| 2y adzYSNJ t NAOS LYRSE

The Company has financial investment policies that require that investments fodosvaisk securities

and investments in firstier financial institutions and are substantially remunerated based on percentages
of the Interbank Deposit Certificate (CDI) variation, pegged to the rate, which directly affect the Company's
financial income.The financial income from these investments, which are linkedht ihterest rate,
represented 5@ of the Corpany's financial revenue in 2017, compared 8/&n 2016 and 78% in 2015.

In orderto verify the sensitivity of the inder the financial invesnents towhich the Company is exposed

on the base date of December 31, 2017, 03 different scenarios were defined. @apsajections released

by financial institutions, the average CDI is 6.89% per year and was defined as a probable scenario (scenario
), from it, variations of 25% (scenario Il) and §8%enaridll).

TOTVS.A
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For each scenarithe gross financidhcomewas calculated not taking into account theidence of taxes
on the income of the applications. The base date used for the portfolidDeasmber 31, 2017, projecting
a year and checking the sensitivity of the CDI with each scenario.

Probable Scenario
Operation Balances in 2017 Risk Scenario (I)  Scenario (1)~ (Ill)
Reduction
Financial investments R$345,632 CDI 6.89% 5.17% 3.45%
Financial income R$23,814 R$17,869 R$11,924

The Company's foreign exchange rate exposure is mainly assogititetie purchase of raw materials and
/ or components for hardware manufacturing that historically accountedajmproximately 80% of the
hardware cost.

In addition, ®me subsidiaries have international operations and are exposed to exchange risk arising from
exposures in some currencies, such as the U.S. dollar (USD), Argentinean peso (ARS), Mexican peso (MXN),
Taiwan new dollar (TWD), Chilean peso (CLP) and the Russian ruble. The Company ensures that its net
exposure is maintained at an acceptable level in accordance with the policies and limits defined by the
Management

We present below the balances of each gg@ompany, where we show that the consolidated net exposure
is positive, since the asset balances are higher than the negative balances shown for the years ended
December 31, 2017:

2017
Cash and
Company Accounts cash Accounts Other Net
payable  equivalents receivable assets exposure Currency
Bematech Hardware (2,930) - - - (2,930)
Logic Controls Inc. (2,476) 7,004 13,843 8,885 27,256 USD / CNY
Bematech Asia Co. Ltd (18) 1,903 366 89 2,340 Usb / TWD
RJ Consultorggléxico (133) 41 760 48 716 Peso (MXN)
S EUR/ Peso (CH
CMNet Participacoes S.A. (1,444) 1,245 1,040 197 1,038  and ARS)
TOTVS México (1,383) 3,005 1,193 - 2,815 Peso (MXN)
TOTVS Argentina (2,982) 5,970 1,914 - 4,902 Peso (ARS)
TOTVS Incorporation (159) 466 5562 57,645 58,504 usb
Total (11,525) 19,634 19,668 66,864 94,641

10.3. The executive officers shall comment on any material effects caused by the events
mentioned below or to impacti KS A &aadzSNRa FAYyLFYyOAlLf adGqraSySyd

a) introduction or sale of operating segment

[N
[N
o
<

alFGSNALFE STFSOGa 2y GKS AaadsSNRa FAYyl yOAtbft &
occur, in view of the introduction or sale of operating segment.

b) constitution, acquisition or sale of equity interests

Below, in chronological order, the main mergers and acquisitions of the Company occurred over the past 3
years:
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National Computer @poration (NCC): On July 8, 2016, TOTVS Meéxico and TOTVS S.A. acquired,
respectively, 18.5% and 0.5% of the shares of the Russian company National Computer Corporation (NCC).
The investment in this new company envisages a partnership to develop and lauhehRussian market

a management system that combines reliability, safety, data integrity, continuity, high performance and
scalability already present in TOTVS solutions.

TOTVS RO: On August 1, 2016 TOTVS sold 100% of its participation on theaelpahlTOTVS Resultados

SY hdzia2dzNOAY3a [GRF®D 6da¢he¢+x{ whéo (2 tNRLI& { Pl 6
establishes the payment of an additional variable amount of up to R$5.266 million adjusted by Selic Rate,
whichshallbepaid y oc Y2y idKa I O02NRAy3 (2 GKS YSGNRO&a RST¥
2017.

Bematech: On August 14, 2015, TOTVS and BEMATECH S.A. signed Protocol and Justification having as
object the corporate reorganization resulting in the total awship by TOTVS, of all of Bematech shares.

The reorganization was consummated through the merger of Bematech's shares by a wholly owned
subsidiary of TOTVS (Makira Il) and, concomitantly, the incorporation of the subsidiary TOTVS, resulting in
the migraton of the shareholder base of Bematech to TOTVS. This reorganization resulted in a combined
operation with R$2.2 billion net revenues in 2014.

TOTVS Agro and P2RX: On April 18, 2015, the Company signed Share Purchase and Sale Agreement and
Other Covenantsfor the acquisition of 40% of the capital stock of TOTVS Solu¢cdes em Agroindustria S.A.
OF2NN¥SNI tw- {2fdzeepSa SY DSadn2z2 ! ANRBAYRdAzAGNARLFE [ 0GR
{2t dzepSa SY {2F0g6I NB { ®! & 86.838 milion.TOTVS Agio aidPSRX (a2 G I f
companies that work in development of TOTVS management software and provision of IT services to the

agribusiness segment. TOTVS already held 60% of the capital of TOTVS Agro and P2RX, and with this
acquisition becaméhe owner of 100% of the share capital of TOTVS Agro and P2RX.

Neolog: On February 11, 2015, the Company signed Share Purchase and Sale Agreement and Other
Covenants for the acquisition of Neolog Consultoria e Sistemas S.A. ("Neolog"), by whichyitRgll 47

million for the acquisition of 60% of capital. The Agreement also establishes the payment of a variable
amount, which shall be paid according to the attainment of certain targets for Neolog until June 30, 2016.

c) unusual events or operations

There were no relevant or unusual events between 2015 and 2017.

10.4. The executive officers shall comment on:
a) significant changes in accounting practices

There are no significant changes in accounting practices bet@8é&mhand2017.
b) significant effects fromchanges in accounting practices

The financial statements for the years ended December 31, 2017, 2016 and 2015, reflected in this document
does not contain significant effects of changes in accounting practices in this period.

OAYRSLISYRSY (U I|defiion2 NQ& ljdzt £t AFAS

The Company does not have a track record of qualified opinions issued by its independent auditors.

TOTVS.A Péaginall16de 242



117
V1

10.5. The executive officers shall indicate and comment on the critical accounting policies

I R2LIGSR o0& (GKS A&adzsSNE S3&LISsOdcdodnfing Estimatgsk dn@ 1 A y :
dzy OSNIiF Ay FyR NBtS@OlIyid AaadzSa GKFG éAaftf SELX |
that require subjective or complex judgments, such as: provisions, contingencies, revenue
recognition, tax assets, lonfjved assets, on-OdzNNBy i [ aaSGa4Q dzaSFdzZA AT
currency translation adjustments, environmental recovery costs, assets and financial
instruments impairment test

The preparation of financial statements requires the use of certain critical accounting estimates and
judgment calls by Company management in applying the accounting policies of TOTVS S.A.

Estimates and assumptions that show significant risk and thadl meleigher level of judgment and
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(i) Impairment of tangible and intangible assets, including goodwill

The calculation of fair value less selling costs is based on the avaditdtmation on sale
transactions for similar assets or market prices less additional costs to dispose of such asset. The
calculation of the value in use is based on the discounted cash flow model. Cash flows derive from
the budget for the next five yearqd do not include reorganization activities the Company has not
committed with yet, or significant future investments that will improve the asset base of the cash
generating unit being tested for impairment. The recoverable value is sensitive to the mlisate!

used in the discounted cash flow methodology, as well as to expected future cash to be received,
and to the growth rate used for extrapolation purposes.

(ii) Deferred taxes

Deferred tax asset is recognized for all tax losses not used to thetek it is probable that there

is taxable profit available to allow the use of such losses. Significant management judgment is
required in determining the amount of the deferred tax asset that can be recognized based on the
probable deadline and futurtaxable income levels, as well as future fiscal planning strategies.

(i) Fair Value of Financial Instruments

The interpretation of market data and the selection of valuation methods require considerable
judgment and estimates to calculate the most appriate realizable value. Consequently, the
estimates presented do not necessarily show the amounts that may be realized in the market. The
use of different market assumptions and/or methods may have a material effect on the estimated
realizable values.

(iv) Provisions for Tax, Civil and Labor Risks

The Company and its subsidiaries, during the regular course of their operations, are parties in several
legal proceedings related to tax, social security, labor and civil matters. A provision for contingencies

was set up by management, supported by its legal counsel and analysis of pending judicial
proceedings, in an amount considered sufficient to cover probable losses. The provision amount
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Financial instruments

The Company classifies financial assets upon initial recognition into the following categories: at fair
value through profit or loss and loans and receivables. The classification depends on the purpose for
which the fhancial assets were acquired.
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On December 31, 2017, 2016 and 2015, the Company had no financial assets classified as available
for sale.

The Company's financial instruments are represented by cash and cash equivalents, accounts
receivable, payables, dehtures, loans and financing, and are recorded at cost plus income or
charges incurred.

a) Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for trading and
financial assets designated upon initial recognition at fair value through profit or loss. TOTVS
maintains investments in companies whose share of the isteiseheld indirectly through venture
capital organizations and which are measured at fair value through profit or loss.

b) Loans and receivables

Loans and receivables are ndarivative financial assets with fixed or determinable payments that
are not qioted in an active market. After their initial measurement, these financial assets are booked
at their amortized cost, using the effective tax rate method, less impairment losses. The Company's
loans and receivables are mainly composed of "Accounts rddeiaad other receivables" and "cash

and cash equivalents.”

Fair value measurement

The Company measures financial instruments at fair value on each reporting date. Fair value is the
price that would be received for the sale of an asset or paid for twesfier of a liability through an
unforced transaction between market players on the measurement date.

Fair value measurement is based on the assumption that the transaction to sell the asset or transfer
the liabilities will take place: (i)In the main rkat for the asset or liability; or (ii) In the absence of a
main market, in the most market advantageous for the asset or the liability.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorized \ithin the following fair value hierarchy, based on the lowlestel information that is
significant for the measurement of the fair value as a whole:

A Level 1¢ Market prices quoted (without adjustments) in active markets for identical assets
or liabilities;

A Level 2 Valuation techniques for which the lowelgivel information that is significant for
measuring the fair value is directly or indirectly observable;

A Level 3 Valuation techniques for which the lowelgivel information that is significant for
measuring the fair value is not available.

Adjustment to present value of assets and liabilities

Longterm monetary assets and liabilities are monetarily restated and therefore adjusted for their
present value The adjustment to present value of shdéerm monetary assets and liabilities is
calculated, and only recorded, if it is considered relevant in relation to the financial statements taken
as awhole. Based on the analysies made and management's besttestithe Company concluded
that the adjustment to present value of current monetary assets and liabilities is immaterial in
relation to the financial statements taken as a whole and, therefore, did not record any adjustments.

Translation of balancesenominated in foreign currency
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The functional currency of the Company and its subsidiaries domiciled in Brazil is the Brazilian Real,
the same currency used to prepare and present the parent company and consolidated financial
statements.

With regard to sbsidiaries located abroad considered independent by the Management as they
have administrative, financial and operating autonomy, their assets and liabilities are translated into
Brazilian real at the foreign exchange rate on balance sheet closing detekeir profit or loss are
translated into Brazilian real at the average monthly rates of the periods. Adjustments to
investments arising from foreign exchange are recognized as cumulative translation adjustments
under equity.

Accounts receivable from stomers

Accounts receivable from customers are shown at their net realizable value, and accounts receivable
from foreign customers are restated using the exchange rates in force at the date of the Financial
Statements. Accounts receivable maturing aftee year are discounted to present value.

Accounts receivable are recognized at nominal value and deducted from the allowance for doubtful
accounts, which is set up based on the history of losses by maturity range, which the Company deems
sufficient to coer any losses.

Inventory
Inventory are measured at the lower of cost and net realizable value. The cost of inventories is based

on the principle of weighted average cost and includes expenditure incurred in the acquisition of
raw materials, cost of prodtion and processing and other costs incurred in bringing them to their
existing location and condition. In the case of manufactured stocks and products in progress, cost
includes a portion of general manufacturing costs based on normal operating capacity.

Investments in subsidiaries
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Property, plant and equipment

Property, plant and equipment of the Company are booked at the acquisition cost and depreciation
of assets is calculated according to the strailj method, and takes into consideration the
estimated useful economic life of assets.

Leasing

Leases of property, plant and equipment, of which the Company and its subsidiaries hold
substantially all theisks and rewards of ownership, are classified as financial leases. These are
capitalized at the start of the lease at the lowest value between the fair value of the leased asset and
the present value of the minimum lease payments.

Each payment of the lsa is allocated, part of the liability and part of the financial charges, so that
a constant rate is obtained on the outstanding debt balance. The corresponding liabilities, net of
financial charges, are included in loans. Property, plant and equipmeniradcthrough financial
lease is depreciated over the useful life of the asset.

Payments for operating leases (net of any incentives received from the lessor) are recognized in
profit or loss using the straighine method during the lease period.

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

The anortization of intangible assets is based on their estimated useful lives. Intangible assets
identified, the amounts recognized and useful lives of assets resulting from a business combination
are based on a technical study by an independent specializegph&uy.

Revenues and Expenses

The Company and its subsidiaries earn software license revenue, made up of licensing and
subscription fees, revenue from services that includes consulting fees, revenue from support
services, revenue from maintenance and rewerfrom hardware. Revenues are presented net of
taxes, returns, allowances and discounts, when applicable.

Software revenués recognized in accordance with the following models:

(1) Licensing rate, when the ownership of licenses for solutions is transfeéor¢he
client: is recognized when all risks and rewards inherent to the license are
transferred to the buyer through software delivery and when the amount can be
measured reliably, as well as it is probable that economic benefits be generated for
the berefit of the Company.

(i) Subscription, when licenses are made available to the client upon subscription: are
recognized on a monthly basis over the terms of the agreements with customers.

(iii) Revenue from maintenance, comprising technological developmentseatuhical
support services (phone or Internet service for inquiries) are recognized monthly
over the terms of the agreements with customers.

Revenue from services is billed separately and recognized as the services are performed. Billed
revenue that doesiot meet the recognition criteria is not included in the balances of respective
revenue account and accounts receivable.

Hardware revenue is recognized when therailiable evidence that: (i) the risks and rewards
inherent to the product were transferred to the buyer; (ii) the economic benefits will flow to the
entity; and (iii) the associated costs and possible return of goods may be estimated reliably. If a
discourt can probably be granted and the amount can be reliably measured, the discount is
deducted from revenue as sales are recognized.

The costs related to revenue from licensing fees include the costs of acquisition of databases, the
costs of the media in wibh the products are delivered, and the price of licenses paid to third parties,

in the case of resold software. Costs related to revenue from maintenandeservices consist
mainly of the salaries of consulting and support personnel and other costeddlathose areas.

Expenses with research and development incurred by the development (software programming and
manufacturing) area, linked to new software versions and upgrades of existing software are
registered as expenses for the year in which theyiacurred and are stated separately from selling
costs, in operating expenses.

Taxation
Taxes on sales
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Revenues from sales and services are subject to the following taxes and contributions, by the
following basic rates:

9 Contribution tax on Grogevenue for Social Integration Program (PIS) 0.65% and 1.65%;

1 Contribution tax on Gross Revenue for Social Security Financing (COFINS) 3.0% and 7.6%;

9 Service Tax (ISS) between 2% and 5%;

T National Social Security Institute (INSS) of 4.5%; and

fValueadded ta (ICMS) of between 4% and 12%.

These charges are stated as sales deductions in the statement of income.

Income and social contribution taxesurrent and deferred

The taxation on income includes Income and Social Contribution Taxes, which standatihal

rate of 34% on taxable income recognized using the accrual basis of accounting. Income taxes are
recognized in the income statement, except if related to items directly recognized in equity or
comprehensive income. In this case, the tax is alsogrized in equity or comprehensive income.

Deferred income tax and social contribution assets are recognized only when it is probable that
future taxable income is available and against which temporary differences can be used.

Deferred tax assets and liabilities will be stated net if there is a legal or contractual right to offset the
tax asset against the tax liability, and deferred taxes are associated with the same tax entity and
subject to the same tax authority.

Sharebasd payment
The Company measures the cost of sheeéiled transactions involving employees based on the fair
value of equity instruments on the granting date.

The fair value of each option granted is estimated at the grant date based on theRlacles
option pricing model. For restricted shares, the fair value is the market value of each restricted share
on the grant date.

Government subsidy

Bematech, a subsidiary of TOTVS S.A., enjoys the tax benefit established by State Decree 1,922/2011,
which albws the appropriation of presumed State Goods and Services Tax ("ICMS") credit equivalent
to the rate provided for in the respective output of goods listed in the Decree. This benefit applies

to industrial plants manufacturing IT and automation productsated in the state of Parana and

which meet the requirements of the Law of Information Technology. This credit is given as a subsidy
for investments, for which the Company must:

a) have publications in Interministerial Decree (Finance, Development, Irydastd
Foreign Trade, and Science and Technology); and

b) invest in research and development activities according to item II, paragraph 2, of
Article 1 of State Decree 1,922/2011.

10.6. The executive officers shall explain the relevant items not evidencedthe
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a. the assets and liabilities held by the issuer, directly or indirectly, not included in the

balance sheet (ofbalance sheet items), such as:
i. operating leases, assets and liabilities
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