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energy distribution market, through its
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Energias do Brasil
Quality Play in the Electricity Sector

™ energ;dg do brasil

Energias do Brasil is one of the largest privale companies in the Brazilian eleciricity sector,
with a 6% share in the energy distribution market (through Bandeirante, Escelsa ond Enersul)
an oclive commercialization arm (Enertrode] and an inslalled generafion copacity of
approximately 508 MW (0.6% of Brazilion Capacily).

We believe Energios do Brasil is an attractive invesimen! vehicle thol gothers quality assets,
efficieni manogement, strong controlling company ([EDP Porlugal) ond high corporate
govarnance.

(+) Generation business —gﬁpeﬂod capacity growih of 48% from 2005 to 2007 wilth mos!
of its energy already contracted [obout B5%). We believe the company should be able lo
benefit from new investment opporiunities in this segment given its expertise and commit-
menl lo the sechor,

(+) Distribution business - located in regions of high economic growth (overoge 5.5%

: sales growth in the past 2 years) with high cperoting efficiency. We believe this segment

should provide stable and sireng cash generation to foster new investmenis or acquisitions
in the seclor. In addition, there is o hidden opfion related to upcoming lariff revisions
(specially for Bandeirante and Escelsa).

{+) Commercialization business — 2~ largest frading company in Brasil, with a very aclive
role in retaining and capluring new free clients. In our opinion, this company should benefil
from a forecasted free-markel growih of about 36% p.a. from 2004 to 2009.

E+] Synergy gains - the ongoing restrusluring process of the Groug should provide room
or operaling synergies among the disfribution assels as well as other enefits such as a more
efficient cash monogement,

h} Financial leverage — with an U53415 million net exposure 1o US$ and an estimated
et Debt/EBITDA 2005 level of 3.3x, we believe that on ideal rafio for the company should
be between 2.0 te 2.5x. It is worth noting that EDP Pertugal committed to capitalize Energios
do Brasil about U5$200-300 million until March 31%, 2006, bringing it fo its ideal capital
structure,

(=) Universalization CAPEX - the company should invest a relalively high amount in the
universalizotion program for disiribution companies (about R$334 million in the nexi 4
ears). Although we consider this CAPEX fo be neulral to the company's profitability, we
elieve il increases the risk thal Aneel will not be considering the entire amount invested
in determining fulure lariff revisions.

For all these reasons, we believe that Energias do Brasil is a premium company in the seclor,
Given ils strong EBITDA CAGR of 14% from 2004 to 2009, adequate capital structure goin
forward, low income tax rale, low regulatory/operational risk profile and differenfiat
management, we believe it deserves a premium of FV/EBITDA over the seclor average.

HEITHER THIS RESEARCH REPORT HOR AMY COPY OF IT OR AMY PART THEREOF MAY BE TRAMSMITTED OR GIVEN TO
AMY LS., CAMADIAM OR JAPAMESE PERSON
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SUMMARY

Energios do Brasil is one of the largest private companies in the Brazilian electricity sector,
with a 6% share in the energy distribution market' and an installed generation capacity of
opproximately 508 MW? (0.6% of Brozilion Copacity). The company operates in the
distribution (Bandeirante, Escelsa ond Enersul), generation, and commercialization
(Enerirade) business segmeants.

The company’s energy generofion copacity shall increase by approximately 68% from
2005 to 2007. This increase, coupled with its contracts struciure and the positive impact of
market sales growth in the distribution segment, should provide o consolidated EBITDA
growth of approximately 14%p.a. from 2004 to 2009,

The companies’ distribution assets are located in regions of high economic growth and
hove experienced an overage 5.5% sales growth? in the past 2 years. The ongoing
restructuring process of the Group should provide room for operating synergies among
the distribution assets as well as other benefits such as centralized procurement, reduced
overhead costs a more efficient cash management.

According to CCEE, Energios do Brasil trading arm - Enerfrade - is the second largest
energy trading company in Brozil, second only 16 CPFL Brasil. This company plays an
important role in capturing free clients for Energias do Brasil Portfolio, within o market
that is expected to grow approximately 36% p.o. from 2004 to 2009%,

Controlled by EDP (Energias de Portugal) - the 2* largest non-financial group in Portugol
aond the 10" largest Europeon energy company, with quality assets and efficient
management — we believe the company should benefit from the improvements in the
eleciricity sector that should translate into risk-perception reduction; as well as from new
investment opportunities in the generation business.

Regarding the company’s exposure to regulatory risks, we believe that it is now on the
upside. Most of the company's existing and new generation copacity (B5%) is already
long-term contracted. On the distribution side, remains the lack of a final definition on
Baondeirante and Escelsa regulotory asset bases (RAB) - expected for next August and
Cctober.

Given our view that Aneel has changed its affitude towords distributors regarding the
2005 tariff revision process, and that the parameters used by Aneel on these companies
were also conservalive, we believe additional posifive aspects could emerge from the
process, though we are not considering it in our estimates.

In our viéw, the eleciricity sector, after many regulotory ond financial uncerfainties, is
going through a structural change, which is caused mainly by:

(1) Recovery of companies’ financial situation

(2) Reduction in distribution companies’ risk due to the conclusion of toriff revision
processes — The “Kelman Effect”

(3) Good Energy Sales Growth observed so far in 2005 (7.0% versus GDP growth of
2.9%)

(4) The implementation of the sector new model. We believe it will help to reduce the
sector’s regulatory and systematic risks, creating o system with stable and balanced rules.

Looking at Energias do Brasil 2004 and 2003 financials, we can observe o similar trend
with @ good EBITDA growth. We project an EBITDA CAGR of approximately 14% for the
company from 2004 to 2009,

! According fo Aneel

! Considering 51% of Costa Rico and not including 12.7 MW from tharmal plants, which should be shut dewn in the
shor farm. If we were o consider 100% of Cesto Fica {16 MW) and the thermal plants, folol instolled copocity
would reach 529.0 MW

*Totol Distributed Energy

! According fo Abrocesl Estimotes
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As can be seen in the next exhibit, we see long term marginal cost in Brazil as ot least
R$109.0/°000 shares this value compares to the implied price of R$87.0/°000 shares
from the existing energy auctions (next exhibits). This price curve is distorted by the fact
that enly 23% of the incremental distribution companies demand for 2008 and 2009 was
met. Therefore, we believe that in the next energy auctions, when the Federal
Government is to confract all distributors demand, an upward shift in this curve should
occur. This should reduce risk perception towards the sector.

Exhibit 65: Marginal Cost Calculation

Construction Cost
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Source: Pocihval Research

Exhibit 66: Implied Price Curve from Existing Energy Auctions
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{3) Tariff Revision - The “Kelman” Effect:

Too early fo assume gains in next tariff revisions but significant risk decrease

L
This is probably the most important issue to follow going forward: improvements in the
regulatory front. As we have been slating, since Mr. Kelman become the general director
of Aneel this year, we perceive a clear improvement in regulation, os the agency has been

taking more technical decisions as opposed to those more politically oriented in the past.

In our view, the result of this policy is a significant improvement in the financial sitvation of
the companies, better predictability of results and, consequently, a positive change in their
voluations. To name a few, we hove some good examples ranging from Cemig (that had
an extraordinary tariff increase of about 7% - retroactively to 2003), Coelce and Celpe
{with relatively high nominal tariff increase in the Northeast region), and CPFL that had o
neutral result. Last but not least, we also had Light's tariff increase in which Mr. Kelman
should hove played an important role to revert the previous very negative decision (please
refer to our report “Eleciricity Sector: Positive Surprise on Light's Extraordinary Tariff
Readjustment” published on February 2nd).

MEITHER THIS RESEARCH REPORT NOR ANY COPY OF IT OR ANY PART THEREOF MAY BE TRANSMITTED Ui LAVEN 1L
ANY ULS,, CAMNADIAM OR JAPAMESE PERSON



Energias do Brasil € uma das maiores empresas privadas no setor
brasileiro de energia, com agbes de 6% no mercado de distribuicdo
de energia, através de suas subsididrias Bandeirante, Escelsa e
Enersul. No segmento de geragdo, a empresa tem uma capacidade
instalada de aproximadamente 508MW, que devera crescer 68% nos
proximos 2 anos. Ela também opera no negécio de comercializacdo
de crescimento rapido, pela Enertrade.

(3) Revisdo Tarifaria - o Efeito "Kelman”:

Cedo demais para assumir ganhos nas préximas revisdes tarifarias
além da queda de risco significante.

Esse € provavelmente o assunto mais importante a sequir: melhoras
no marco regulatério. Como falamos, desde que o Sr. Kelman se
tornou o diretor-geral da Aneel esse ano, nds percebemos uma
melhora clara na regulacdo, assim que a agéncia vem tomando mais
decisGes técnicas ao contrdrio daquelas que, no passado, tinham
mais orientacgdes politicas.

Na nossa opiniao, o resultado dessa politica é um crescimento
significante na situacdo financeira das empresas, melhor
previsibilidade de resultados e, conseqlentemente, uma mudanca
positiva nas suas avaliagbes. S6 para citar, nés temos alguns bons
exemplos como a Cemig (que teve um aumento extraordinario de
tarifa de 7% - retroativos a 2003), Coelce e Celpe (com aumento de
tarifa nominal relativamente alto na regido Nordeste), e CPFL que
teve um resultado neutro. E por dltimo, mas ndo menos importante,
nés também tivemos o aumento de tarifa da Light no qual o Sr.
Kelman teve um papel muito importante para reverter a muito
negativa prévia decisdo (favor referir a nossa matéria “Setor Elétrico:
Surpresa Positiva no Reajuste Extraordindrio de Tarifa da Light”
publicado em 2 de fevereiro).

(2) Redugdo de risco nas empresas de distribuicdo devido a conclusdo
dos processos de revisdo tarifadria — o “Efeito Kelman”



