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Instituto Acende Brasil
Think Tank dedicated to promoting Transparency and Sustainability in
the Brazilian Electricity Sector
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‘Ob'ectives> The development of studies and projects aimed at promoting Transparency and
: Sustainability in the Brazilian Electricity Sector.

Vision > The sustainable evolution of the Brazilian Electricity Sector.

. > To enable private entrepreneurial activity  in the Brazilian Electricity Sector,
Mission e o :
materializing its contribution to Society.

Efficiency
To fulfill stakeholders’ demand for electricity, with quality and efficiency.

Transparency
Values A transparent relationship is clear and genuine. It is the foundation for every
relationship we develop with the counterparts with whom we interact.

Commitment to Brazil
Our concrete contribution to Brazilian economic and social development consists of
a sustainable and efficient electricity supply.
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lian Electricity Sector Brasil
iIcity Sector Reform — Timeline
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* Privatization
program
_interruption

e Creation of ANEEL
(electricity sector
regulatory agency)

\

» Approval of new
electricity regulation
framework

» First energy auction

.  Electricit
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» Development of new
« Beginning of electricity regulation
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* Investments slowdown @
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Distribution Commercialization

\ K 40 Transmission \

Current Installed
Power Generation
Capacity: 103 GW
(Dec. 2007)

Private Investors’
Market Share: 34%
(Installed Capacity)

Companies

» 80K km of High
Voltage
Transmission Lines

e Private Investors'
Market Share: 37%

/ K(Revenue) /

Note:1) Share of total generation in 2006 (MW-hour)
Source: ANEEL, Ministry of Mines and Energy, Electricity Companies’ Annual Reports (2006)
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Growth Assumptions Investment Forecast

Investment Breakdown

Period 2004-2006:
GDP: 4.5%

Energy Demand: 6,41% Average Annual

Investments:

Period 2007-2013: R$ 20.3 billion

GDP: 3.4%
Energy Demand: 5,09%

R$ billion

Distribution

Transmission

Generation

i

Private investments will account for more than 60%

Brazilian Electricity Sector

of total investments in the

Source: Tendéncias, “Setor Elétrico Brasileiro: Cenarios de Crescimento e Requisitos para a Retomada de Investimentos”, November 2003. R$1=US$2.9



ities and Challenges
rowth

acende)Brasil

Generation Capacity Growth (GW)

CAGR =4,5%

99,7

154.,8

2008 2017

Total Investment: R$ 142 billion

CAGR = 3,6%
122,8

86,4

2008 2017

Transmission Capacity Growth (km)

Source: PDE 2008-2017, Empresa de Pesquisa Energética

Total Investment; R$ 39 billion




Opportunities and Challenges

Tariff Overview

Electricity Tariff Breakdown (%0)

Evolution of Electricity Tariff (R$/MWh)

30%

@ Generation
O Distribution

B Transmission
O Taxes and Subsidies

Taxes and subsidies in this chart refer only to the

portion collected from consumers via electricity

bills

According to PriceWaterhouse&Coopers, taxes and

subsidies collected along the whole electricity val
chain (G-T-D) add to 46,3%

Source: ANEEL, 2006

ue

260
244 2°8 249

214

2004 2005 2006 2007 2008

Note: Nominal Values. Average tariff - Brazil
Source: ANEEL-SAD, 2008
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Opportunities and Challenges
Energy Auctions

29%
Sources of Energy Contracted in “New Average Price of “New Energy” Auctions
Energy” Auctions (R$/MWh)
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Source: CCEE @



Opportunities and Challenges
Transmission Tariff Review

T

. . . . 0
Summary of Transmission Tariff Review 6%

Transmission Tariff Review

Company Index (%)

Concessions granted before 2006 are

CEEE 11,64 not subject to tariff reviews

CEMIG -26,30

CESA -21,66 Concessions granted after 2006 are
CHESE -9,96 subject to tariff reviews

COPEL -19,03

CTEEP -29,74 Investment of incumbent state-owned

ELETRONORTE -9,38 companies made after electricity
ELETROSUL 6,42 sec_tor reform is subject to tariff
review

FURNAS -30,05

Source: Terna



Opportunities and Challenges
Distribution Tariff Review

Summary of Distribution Tariff Review 30%

Tariff Review Index for
Companies (%)

Distribution Company

COELCE -7,20%

ELETROPAULO -7,92%
ESCELSA -6,92% All local distribution companies are

subject to tariff review

BANDEIRANTE -8,80%

CEMAT -3,53%

CEMIG-D -18,09%

CPFL -13,69%

Include: companies’ operating
costs and capital cost)

Source: Aneel, 2008 @
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Taxes and Subsidies

Taxes and Subsidies on Total Revenue (2006)

R$ 5,077 bilhdes

Source: Price Waterhouse & Coopers, 2007

R$ 2,181 bilhdes

42.,24% 44,76% 43,70% 46,33%
35,91%
2002 2003 2004 2005 2006
> Generation > Transmission > Distribution >

R$ 32,051 bilhdes

35% of Distribution

Companies Revenue ‘




Opportunities and Challenges
Recovering Profitability

Annual EVA (R$ billion) ROIC vis-a-vis WACC

30% -

1998 1999 2000 2001 2002 2003 2004 2005 2006 2506 -

I u T T T T T T T U T |_| 1
20%
-2,6 U U a8 -2 15% 1 ecove ﬁ ecov ﬁ
c: e 10% -
-6,4 ' 505
0% T T T T T T T T 1
1998 1999 2000 2001 2002 2003 2004 2005 2006

—>—ROIC —e—WACC

-7,8

|| Recovery
13,7

1998 1999 2000 2001 2002 2003 2004 2005 2006

Return on Capital has been lower than the
Opportunity Cost of Capital, but the recent trend
(2004-2006) indicates robust recovery.

ROIC 9% 6% % 10% 4% 7% 9% 10% 11%

WACC 19% 24% 19% 19% 23% 24% 18% 16% 14%

Spread -9% -18% | -12% -9% -19% | -17% | -10% -5% -3%

Source: Stern Stewart & Co “Rentabilidade do setor elétrico brasileiro 1998-2006", available at www.acendebrasil.com.br @



Opportunities and Challenges
Main Issues to Be Closely and Permanently Monitored

Generation

* Equilibrium between
electricity Supply and
Demand

e Socio-environmental
obstacles for the expansion
of generation capacity

Transmission

» Adherence of Periodic Tariff
Reuvisions to the principles of
Regulation based on
Incentives

e Socio-environmental
obstacles for the expansion
of transmission capacity

Distribution

* Adherence of Periodic Tariff
Reuvisions to the principles of
Regulation based on
Incentives

* Regulation of an eventual
energy rationing

e Concessions Renewal

Regulatory Agency autonomy

Funding alternatives given the current global econo

Economic/Institutional

Weight of taxes and subsidies on the electricity ta riff

Governance of state-owned companies

mic scenario
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