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A free translation from Portuguese into English of Independent Auditor's Report on
individual financial statements in accordance with accounting practices adopted in Brazil
and on consolidated financial statements in accorda nce with IFRS and also with accounting
practices adopted in Brazil

Independent auditor’s report on financial statement s

The Shareholders, Board of Directors and Officers
ISA Capital do Brasil S.A.
Sao Paulo — SP

We have audited the accompanying individual and consolidated financial statements of
ISA Capital do Brasil S.A (“Company”), identified as Company and Consolidated,
respectively, which comprise the balance sheet as at December 31, 2010 and the related
statements of operations, changes in equity and cash flow statements for the year then
ended, and a summary of significant accounting practices and other explanatory
information.

Management'’s responsibility for the financial state ments

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with accounting practices adopted in Brazil, and for the
consolidated financial statements in accordance with International Financial Reporting
Standards (IFRS), issued by the International Accounting Standards Board (IASB), and in
accordance with accounting practices adopted in Brazil, and for such internal control as
management determines is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with Brazilian and International Standards on
Auditing. Those standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the Company's preparation and fair presentation of
the Company'’s financial statements in order to design audit procedures that are



appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal control. An audit also includes evaluating the
appropriateness of accounting practices used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Basis for qualified opinion on individual and conso lidated financial statements

As a result of the 2010 debt restructuring, indicated in Note 25, ISA Capital do Brasil S.A.
recognized the issue of preferred shares redeemable as an equity instruments which, in
our opinion, should be recognized as a financial instrument liabilities, in accordance with
accounting practices adopted in Brazil, specifically Brazilian Financial Accounting
Standards Board (CPC) pronouncement CPC 39, approved by Brazilian Securities and
Exchange Commission (CVM) Rule No. 604, of November 19, 2009, and IAS 32.
Furthermore, ISA Capital do Brasil recognized remuneration of the referred to instrument
as cumulative fixed dividend, as established in its Articles of Incorporation and
Shareholders’ Agreement, and not as financial expenses bearing interest as we
understand it should be. Had the Company recognized the referred to share issue as
financial instrument liabilities, equity as of December 31, 2010 would decrease by
R$1,200,000, from R$2,093,889 to R$893,889, and liabilities would increase by the same
amount, from R$421,696 to R$1,621,696. In addition, had the referred to been recognized
as a financial expense, not as dividend, loss for the year ended December 31, 2010 would
increase by R$107,637, net of tax effects, from (R$104,534) to (R$ 212,271). However,
the recording method adopted by the Company did not change its financial position as of
December 31, 2010.

Opinion on individual financial statements

In our opinion, except for the effects of the matter described in the Basis for qualified
opinion on individual and consolidated financial statements paragraph, the individual
financial statements referred to above present fairly, in all material respects, the financial
position of ISA Capital do Brasil S.A. (“Company”) as of December 31, 2010, its financial
performance and its cash flows for the year then ended, in accordance with accounting
practices adopted in Brazil.

Opinion on consolidated financial statements

In our opinion, except for the effects of the matter described in the Basis for qualified
opinion on individual and consolidated financial statements paragraph, the consolidated
financial statements referred to above present fairly, in all material respects, the financial
position of ISA Capital do Brasil S.A. (“Company”) as of December 31, 2010, its
consolidated financial performance and its consolidated cash flows for the year then



ended, in accordance with IFRS issued by IASB, and accounting practices adopted in
Brazil.

Emphasis of a matter

As described in Note 2, the consolidated financial state. As regards ISA Capital do Brasil
S.A. (“Company”), these practices are different from IFRS, applicable to separate financial
statements, solely as far as assessment of investments in subsidiaries, affiliate and jointly-
owned subsidiaries under the equity method is concerned, whereas for IFRS purpose,
such investments should be assessed at cost or fair value.

As mentioned in Note 36, Law No. 4819/58 granted the employees under Sdo Paulo State
control the advantages already granted to other public employees, particularly retirement
pay supplement and pension plans, and established that expenses arising therefrom are
full responsibility of S&do Paulo Government. Payment management involves Fundacgéo
CESP, who prepares payrolls, and State Government, who remits the amount to
subsidiary CTEEP (who remits it to Fundacdo CESP for payment to final beneficiary). This
has been the procedure since CESP spin-off, which created CTEEP and, through
December 2003, was fully met by all parties. Beginning 2004, Sdo Paulo State
government required the right to process payrolls and pay employees directly.
Nevertheless, in January 2006, based on a report issued by S&o Paulo State General
Attorney’s Office, Sao Paulo State Finance Authorities started disallowing part of benefits
paid to retired employees and, since then, it has been generating accounts receivable from
Government, given that subsidiary CTEEP pays the disallowed portions as benefit
contribution, as required by a decision awarded by the 49" Labor Court. Widely and
strongly supported by its legal advisors’ opinion, and also considering the fact that Séo
Paulo State Finance Authorities are not challenging its full responsibility for providing funds
to pay those benefits related to application of Law No. 4819/58, issued thereby, the
Company’s management understands that no liabilities or provision for losses are to be
recorded in the financial statements of subsidiary CTEEP and, as a result, in the financial
statements of the Company itself in relation to said accounts.

Other matters

Individual and consolidated balance sheets as of January 1, 2009, prepared in accordance
with accounting practices adopted in Brazil then effective, presented as basis for
preparation of the opening balance sheets mentioned in Note 5.1, were previously audited
by other independent auditors, who issued an unqualified report dated March 27, 2009,
with an emphasis-of-a-matter paragraph the matter mentioned in the previous paragraph,
regarding amounts related to Law No. 4819/58.

As part of our audit of the individual and consolidated financial statements as of December
31, 2010, we also reviewed the adjustments mentioned in Note 5.1, which aimed to adjust
opening balance sheets as of January 1, 2009. We concluded that such adjustments are
fair and appropriate.



Statements of value added

We have also reviewed the individual and consolidated statements of value added
(SVA)for the year ended December 31, 2010, whose presentation is required by Brazilian
Corporation Law for publicly-held companies, and as supplementary information under
IFRS, which require no SVA presentation. These statements were submitted to the same
procedures described above and, in our opinion, are presented fairly, in all material
respects, in relation to the overall financial statements.

Sao Paulo, March 16, 2011
ERNST & YOUNG TERCO

Auditores Independentes S.S.
CRC-2SP015199/0-6

Luiz Carlos Passetti
Accountant CRC 1SP144343/0-3



ISA Capital do Brasil S.A. and Subsidiary

Management Report — Financial Year 2010

Dear Shareholders,

Management of ISA Capital do Brasil, in compliance with legal and statutory provisions,
submits to you the Management Report and the related Financial Statements, with the
opinion of Independent Auditors for the year ended December 31, 2010.

Message from Management

ISA Capital do Brasil is a Brazilian holding, whose controlling equity interest is held by
Internexion Elétrica S.A. E.S.P, a Colombian mixed-capital company under Colombia
Government control, and its main business purpose is to operate and maintain an energy
transmission network.

Parent company of CTEEP — Companhia de Transmissao de Energia Elétrica Paulista
since July 26, 2006, ISA Capital holds 57,093,404 common shares issued by CTEEP,
which represents 89.40% of voting capital and 37.60% of total capital. At December 31,
2010, this equity interest held in CTEEP is recorded as investments in the region of R$ 2.1
billion in the financial statements of ISA Capital financial statements.

In 2010, in accordance with ISA Group strategy of leveraging business in Brazil, the
Company restructured its foreign-currency-denominated debt contracts (bonds) so as to
reduce cost of such indebtedness, while creating conditions favorable to escalating
activities of the Company and its subsidiaries.

ISA Capital and its parent company Interconexion Elétrica S.A. E.S.P. are committed to
ensuring, promoting and improving the quality of energy transmission services provided by
subsidiary CTEEP, so as to improve its financial and economic performance by applying
international best practices and management models to the benefit of all shareholders and
the community.

1. Company's profile

ISA Capital do Brasil S/A (“ISA Capital” or “Company”) is a Brazilian holding company,
organized as a limited liability company on April 28, 2006 and then incorporated into a
corporation on September 19, 2006. Then, on January 4, 2007, it was listed by
Brazilian Securities and Exchange Commission (CVM) and, on May 27, 2010, it was
unlisted, as decided by the Company's shareholders.



ISA Capital do Brasil S.A. and Subsidiary

Management Report — Financial Year 2010

The Company’s business purpose includes holding equity interest in other entities or
ventures, as a member, shareholder, joint venturer, consortium member or otherwise.

ISA Capital is a subsidiary of Interconexién Eléctrica S.A. E.S.P. (“ISA”), a Colombian
mixed capital company, controlled by Colombia government, whose business purpose
is operating and maintaining an energy transmission network, in addition to energy
service rendering related activities.

Since July 26, 2006 ISA Capital is the Parent Company of CTEEP - Companhia de
Transmissao de Energia Elétrica Paulista (“Subsidiary” or “CTEEP”), which is the date
on which the public auction for sale of CTEEP controlling stock performed by the S&o
Paulo (SP) State Government at the S&o Paulo Stock Exchange — BOVESPA on
June 28, 2006 was financially settled.

For the acquisition of 31,341,890,064 common shares, which represent 50.1% of
common shares issued by CTEEP and 21.0% of total capital, the Company paid
R$1.2 billion to Sdo Paulo State Government, corresponding to R$ 38.09 per
thousand shares. In addition to this payment, ISA Capital paid R$ 19.4 million to Séo
Paulo State Government as additional price to those shares acquired at auction, so as
to offset premium offered to CTEEP employees for the acquisition of a certain share
lot. This amount paid to acquire equity control of CTEEP is subject to adjustments, as
set forth in CTEEP share purchase and sale agreement, to be determined based on
amounts effectively paid by CTEEP for benefit and pension plan supplementation
purposes to former employees, in accordance with State Law No. 4819/58.

As part of the destatization process, on September 12, 2006, the Company purchased
more 10,021,687 common shares of CTEEP, representing 0.016% of this type of
shares for R$ 229 thousand. This purchase corresponds to the common shares which
were not acquired by CTEEP employees under the SP state government offering
directed to them under the terms of CTEEP Destatization Tender Notice

No. SF/001/2006.

On January 9, 2007, by operation of article 254-A of the Brazilian Corporation Law
and pursuant to referred to Tender Notice and the CTEEP Stock Purchase and Sale
Agreement, ISA Capital conducted at the Sdo Paulo Stock Exchange - BOVESPA a
public offering auction (“OPA”) of outstanding shares of CTEEP issue for an amount
equivalent to 80% of the price paid for CTEEP controlling stock. As a result of this
Auction, the Company acquired 24,572,554,070 common shares of CTEEP issue,
representing 39.28% of total common shares, at the price of R$ 30.74 per thousand
shares, thus totaling R$ 755.4 million.
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Accordingly, ISA Capital became the holder, in the aggregate, of 55,924,465,821
common shares of CTEEP, representing 89.40% of the voting capital and 37.46% of
the total capital of CTEEP. After CTEEP’s reverse split carried out in August 2007, the
number of common shares held by the Company corresponded to 55,924,465.

Later, the Company paid in CTEEP capital equivalent to 1,169,404 common shares —
574,927 shares on August 24, 2009 and 594,477 shares on April 23, 2010. Such
capital payment arises from the tax benefit granted to CTEEP with partial amortization
of special goodwill reserve for financial years 2008 and 2009. Accordingly, as of
December 31, 2010, the Company held 57,093,404 common shares, equivalent to
37.60% of total capital and 89.40% of CTEEP voting capital.

2. Restructuring foreign-currency-denominated debt contracts (bonds)

In 2010, in accordance with ISA Group strategy of leveraging its business in Brazil,
ISA Capital management implemented the restructuring of its foreign-currency-
denominated debt contracts (bonds) so as to reduce cost of such indebtedness while
creating conditions favorable to escalating activities of the Company and its
subsidiaries.

Debt, previously amounting to US$ 554 million, US$ 200.0 million payable in 2012 and
US$ 345.0 million in 2017, amounted to US$ 31.6 million after said restructuring. As a
result of this restructuring, derivative financial instruments (swap) were settled and,
currently, remaining bonds are not covered.

In order to enable such restructuring, in March 2010, the Company increased capital
twice by issuing redeemable preferred shares amounting to R$ 1,200,000 thousand.
R$ 600 thousand thereof was allocated to Capital and R$ 1,199,400 thousand to
Capital Reserve. Accordingly, after both capital increases, at December 31, 2010, the
Company'’s fully subscribed and paid in capital amounted to R$ 840,378 thousand
(R$ 839,778 thousand at December 31, 2009), comprising 840,625,000 common
shares and 593,844,504 preferred shares.

See restructuring details in Notes 1 and 18 a. to the financial statements.
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3. Obligations assumed

The process to acquire CTEEP control, the Company assumed several commitments
and obligations, in virtue of Public Notice No. SF/001/2006, which have been or are
being met as the case may be. CTEEP share purchase and sale agreement executed
on July 26, 2006 also imposed some obligations to the Company and its Parent
Company to be observed in managing CTEEP as regards meeting former
agreements, corporate governance rules, preservation of CTEEP employees’ rights,
maintenance and continuity of energy transmission service quality, among others.
With respect to financial commitments, in 2010, ISA Capital paid R$ 8.4 million and
R$5.1 million to S&o Paulo State Government and shareholders who took part in the
tender offer, respectively, for the purpose to adjust the auction price arising from Law
No. 4819/54 obligations.

According to market practice, the Company then also assumed commitments and
obligations before financing banks and those acquiring bonds, which limited
availability and possibility of Company’s equity commitment in other transactions. By
restructuring debt, major existing commitments, referred to as “Covenants”, which
made implementing certain operating activities of the Company difficult, were
eliminated. Accordingly, in addition to better managing its business, the Company has
been effectively meeting all other commitments assumed.

Nevertheless, it is worth pointing out that the Company should consider new
commitments provided for in the Shareholders’ Agreement arising from new
redeemable preferred shares issued in March 2010.

4. Receipts from subsidiary

Over 2010, given its holding 37.60% interest in CTEEP, ISA Capital recognized equity
pickup amounting to R$ 306.3 million and received proceeds totaling R$ 288.0 million,
R$ 217.1 million of which as Dividends and R$ 70.9 million as Interest on Equity
Capital.

5. Performance metrics

ISA Capital revenue is directly associated with equity pickup gains from subsidiary
CTEEP, whose revenue is related to the availability of its key assets: transmission
lines and transformers. Therefore, CTEEP makes permanent investments so as to
ensure efficiency and quality in maintenance and operations. Furthermore, increase in
non-availability of its assets may generate a discount a discount to its revenues
(variable portion).
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6. Economic and financial performance - Consolidate  d

Gross operating revenue increased by 3.9%, reaching R$ 2,551,542 thousand in
2010, in comparison to R$ 2,455,811 thousand in 2009, arising from a 22.7% increase
in construction revenues and 2.0% increase in financial income, partially offset against
the 11.5% decrease in operating and maintenance revenues.

Construction revenues totaled R$ 693,803 thousand in 2010, in comparison to

R$ 565,468 thousand in 2009, arising from progress in IEMadeira construction, offset
against decrease in CTEEP reinforcement and expansion work and completion of
works of subsidiaries IEMG, IENNE and Pinheiros, or even their starting up their
activities.

Financial income totaled R$ 1,398,245 thousand in 2010, in comparison to
R$ 1,371,068 thousand in 2009, substantially for the increase in accounts receivable
for construction, which reflects progress of CTEEP and its subsidiaries work stage.

Operating and maintenance revenues totaled R$ 442,469 thousand in 2010, in
comparison to R$ 500,001 thousand in 2009, arising from decrease in Annual
Revenue Allowed (RAP), resulting from the second CTEEP periodic tax review cycle,
partially offset against subsidiary Pinheiros’s starting up its activities.

Operating revenue deductions  decreased by 3.8%, reaching R$ 295,257 thousand
in 2010 in comparison to R$ 306,799 thousand in 2009, arising from a 14.6%
decrease in regulatory charges, which reflects reduced consumption by free
consumers and increase in funds to be invested in Research & Development projects
in 2009, partially offset against a 8.3% increase in taxes on revenues.

As a result of the abovementioned factors, net operating revenue increased by 5.0%,
totaling R$ 2,256,286 thousand in 2010 in comparison to R$ 2,149,012 thousand in
20009.

General and administrative expenses  decreased by 33%, reaching R$ 155,358
thousand in 2010, in comparison to R$ 230,690 thousand in 2009.

EBITDA margin was 51.4%, totaling R$ 1,158,726 thousand in 2010, in comparison to
56.2%, R$ 1,208,043 thousand in 2009.

Financial expenses reached R$ 595,979 thousand in 2010, an increase by 68.9% in
relation to R$ 352,888 thousand in 2009, which is substantially represented by
financial expense paid for foreign currency debt restructuring, as well as increase in
subsidiary CTEEP debt charges.
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Income and social contribution tax expenses decreased by 18.0%, totaling

R$ 277,360 thousand in 2010, in comparison to R$ 222,921 thousand in 2009. The
effective income and social contribution tax rate was 28.5% in 2010 and 31.2% in
20009.

As a result of the abovementioned factors, and considering non-controlling interest
amounting to R$ 505,906 thousand, the Company recorded R$ 104,534 thousand
loss in 2010, basically arising from recognition of debt restructuring financial
expenses.

Independent auditors

For the purposes set forth in CVM Rule No. 381, of January 14, 2003, ISA CAPITAL
states that its individual and consolidated financial statements for the years ended
December 31, 2010 and 2009 were audited by Ernst & Young Terco Auditores
Independentes S.S. (“Ernst & Young Terco”) who has been providing only
independent audit-related services to the Company since April 2009.

With respect to services not related to independent audits, ISA Capital adopts
principles that preserve the independence of its auditor, who is not to audit their own
work, or perform management roles or even advocate for its client.

Policies and procedures

Policies of the Company and its subsidiary forbid engaging its independent auditors to
provide services which may generate conflict of interest or loss of objectivity thereof.

The Management



A free translation from Portuguese into English of individual financial statements in
accordance with accounting practices adopted in Bra zil and of consolidated financial

statements in accordance with IFRS and also with ac ~ counting practices adopted in Brazil

ISA Capital do Brasil S.A. and subsidiary

Balance sheets
December 31, 2010 and 2009 and January 1, 2009
(In thousands of reais, unless otherwise indicated)

Company Consolidated
Nota 2010 2009 01.01.2009 2010 2009 01.01.2009
Assets (Restated ) (Restated ) (Restated ) (Restated )
Current assets
Cash and cash equivalents 7 257,261 30,004 1,593 312,243 73,238 124,617
Trade accounts receivable 8 - - - 1,424,390 1,430,606 1,343,671
Inventories - - - 44,791 43,328 31,952
Interest on equity capital and
dividends receivable — Subsidiary 65,844 - - - - -
Receivables from state finance
department 9 - - - 22,938 19,439 19,786
Taxes recoverable 10 36,806 32,148 24,633 48,036 245,465,00 27,873
Pledges and restricted deposits 13 2,320 40,857 55,209 2,320 40,857 55,209
Prepaid expenses - 2,871 2,871 2,611 6,639 5,788
Other 59 22 65 35,815 17,197 22,143
362,290 105,902 84,371 1,893,144 1,876,769 1,631,039
Non-current assets
Long-term receivables
Trade accounts receivable 8 - - - 4,225,309 3,656,679 3,243,022
Receivables from state finance
department 9 - - - 681,129 557,027 454,639
Tax benefit — merged goodwill 11 - - - 147,911 176,743 205,575
Deferred income and social
contribution taxes 30 - - - 28,050 28,420 27,125
Pledges and restricted deposits 13 - - - 42,248 43,946 51,860
Prepaid expenses - 9,881 12,752 0 9,881 12,752
Loans receivable 12 39,663 41,448 64,131 39,663 41,448 64,131
Inventories - - - 184,264 126,854 70,557
Other - - - 6,624 4,382 2,407
39,663 51,329 76,883 5,355,198 4,645,380 4,132,068
Investment 14 2,113,593 2,220,298 2,195,122 - - -
Property, plant and equipment 15 37 46 52 9,231 10,306 8,026
Intangible assets 16 - - - 297,066 355,972 409,552
2,113,630 2,220,344 2,195,174 306,297 366,278 417,578
2,153,293 2,271,673 2,272,057 5,661,495 5,011,658 4,549,646
Total assets 2,515,583 2,377,575 2,356,428 7,554,639 6,888,427 6,180,685
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Company Consolidated
Nota 2010 2009 01.01.2009 2010 2009 01.01.2009
Liabilities and equity (Restated) (Restated) (Restated) (Restated )
Current liabilities
Trade accounts payable 147 252 219 94,064 71,043 36,497
Loans and financing 17 1,934 52,819 105,777 334,347 644,948 451,279
Debentures 18 - - - 2,154 - -
Taxes and social charges payable 19 2,533 7,350 8,787 91,277 95,855 28,263
Taxes in installments — Law No.11941 20 - - - 10,353 9,853 -
Salaries payable 9 - - 10 - -
Regulatory charges payable 21 - - - 49,559 40,018 36,528
Interest on equity capital and dividends
payable - - - 127,978 6,116 4,882
Provisions 22 11 - - 22,674 27,688 34,895
Payables — Law No. 4819/58 — State
finance department 6 8,423 6,891 6,153 8,423 6,891 6,153
Payables — Law No. 4819/58 - OPA 6 4,946 4,322 3,840 4,946 4,322 3,840
Payables — Fundagdo CESP 23 - - - 6,503 6,917 6,210
Other - - - 13,873 29,313 6,806
18,005 71,634 124,776 766,161 942,964 615,353
Non-current liabilities
Long-term payables
Loans and financing 17 52,737 964,997 981,306 592,769 1,422,278 1,492,592
Debentures 18 - - - 553,639 - -
Regulatory charges 21 - - - 2,174 3,269 2,805
Provisions 22 - - - 161,688 167,953 174,152
Taxes in installments — Law No. 11941 20 - - - 144,964 137,885 -
Deferred income and social contribution
taxes 30 - - - 9,352 3,060 637
Deferred PIS and COFINS - - - 117,632 60,218 9,697
Payables — Law No. 4819/58 — State
finance department 6 215,498 210,522 206,127 215,498 210,522 206,127
Payables — Law No. 4819/58 - OPA 6 135,456 131,999 129,263 135,456 131,999 129,263
Special obligations — reversion and
amortization 24 - - - 24,053 24,053 24,053
Total liabilities 403,691 1,307,518 1,316,696 1,957,225 2,161,237 2,039,326
Non-controlling interest 2,737,364 2,785,803 2,611,050
Equity
Capital 25.a 840,378 839,778 839,778 840,378 839,778 839,778
Capital reserves 25.b 1,199,400 - - 1,199,400 - -
Legal reserves 25.i 5,881 5,881 2,346 5,881 5,881 2,346
Income reserve 25.c 48,230 152,764 72,832 48,230 152,764 72,832
Total equity 2,093,889 998,423 914,956 2,093,889 998,423 914,956
Total liabilities and equity 2.515.583 2,377,575 2,356,428 7,554,639 6,888,427 6,180,685

See accompanying notes.
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ISA Capital do Brasil S.A. and subsidiary

Statements of operations and comprehensive income
Years ended December 31, 2010 and 2009
(In thousands of reais, unless otherwise indicated)

Company Consolidated
2010 2009 2010 2009
(Restated ) (Restated )
Net operating revenue 26.1 - - 2,256,286 2,149,012
Cost of operating services 27 - - (948,270) (714,992)
Gross profit - - 1,308,016 1,434,020
Operating (expenses) income
General and administrative 27 (16,712) (6,465) (146,228) (220,106)
Management fees 27 (1,048) (1,222) (9,130) (10,584)
Financial expenses 28 (586,729) (353,616) (896,029) (687,431)
Financial income 28 347,374 272,449 300,050 334,543
Other expenses 29 (55,969) (55,968) (79,808) (104,114)
Equity pickup 14 306,266 322,222 - -
(6,818) 177,400 (831,145) (687,692)
Operating income/(loss) (6,818) 177,400 476,871 746,328
Income loss from discontinued operations
Capital gains/losses (3,170) - (3,170) -
Income/(loss) before taxation/participation (9,988) 177,400 473,700 746,328
Income and social contribution taxes
Current 30 - - (222,630) (278,654)
Deferred 30 - - (6,746) (1,131)
Income/(loss) before non-controlling interest and
reversal of interest on equity capital (9,988) 177,400 244,324 466,543
Non-controlling interest - - (505,906) (539,753)
Reversal of interest on equity capital (94,546) (93,933) 157,047 156,677
Net income/(loss) for the period (104,534) 83,467 (104,534) 83,467
Basic and diluted earnings/(loss) per share (0.072873) 0.099292 (0.072873) 0.099292

The Company computed no other items qualifying as “comprehensive income” under CPC
26 for the periods presented and, therefore, it is not presenting a statement of
comprehensive income.

See accompanying notes.
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ISA Capital do Brasil S.A. and subsidiary

Statements of changes in equity

Years ended December 31, 2010 and 2009

(In thousands of reais, unless otherwise indicated)

Changes in equity
Balances at January 1, 2009 (restated)

Net income for the year (restated)
Retained legal reserve (5%)
Retained profit

Balances at December 31, 2009 (restated)

Capital payment in cash, contribution from
shareholder HSBC on March 9, 2010

Capital reserve establishment in cash,
contribution from shareholder HSBC on March
9, 2010

Capital payment in cash, contribution from
shareholder HSBC on March 19, 2010

Capital reserve establishment in cash,
contribution from shareholder HSBC on March
19, 2010

Loss for the year

Transfer to retained profit reserve

Balances at December 31, 2010

Retained
earnings/
Capital Legal Retained accumulated
Capital reserve reserve profit losses Total
839,778 - 2,346 72,832 - 914,956
- - - - 83,467 83,467
- - 3,535 - (3,535) -
- - - 79,932 (79,932) -
839,778 - 5,881 152,764 - 998,423
420 - - - - 420
- 839,580 - - - 839,580
180 - - - - 180
- 359,820 - - - 359,820
- - - - (104,534) (104,534)
- - - (104,534) 104,534
840,378 1,199,400 5,881 48,230 - 2,093,889

The Company computed no other comprehensive income for the periods reported.

See accompanying notes.
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ISA Capital do Brasil S.A. and subsidiary

Cash flow statements
Years ended December 31, 2010 and 2009
(In thousands of reais, unless otherwise indicated)

Company Consolidated
2010 2009 2010 2009
(Restated) (Restated)
Cash flows from operating activities
Net income (loss) for the period
(104,534) 83,467 (104,534) 83,467
Adjustments to reconcile net
income to cash generated by (used
in) operating activities
Non-controlling interest - - 505,906 539,753
Depreciation and amortization 12,763 2,882 18,810 7,595
Deferred income and social contribution
taxes - - 6,746 1,131
Deferred PIS and COFINS - - 60,023 50,521
Provision for contingencies - - 1,042 3,087
Residual value of permanent assets
written off - - 1,563 175
Equity pickup (306,266) (322,222) - -
Amortization and goodwill 55,968 55,968 84,800 84,800
Capital gains/losses 3,251 - 3,411 -
Interest, monetary and exchange
variation on assets and liabilities 304,329 150,425 431,391 215,948
(34,489) (29,480) 1,009,158 986,477
(Increase) decrease in assets
Trade accounts receivable - - (582,470) (470,589)
Inventories - - (58,873) (67,673)
Receivables 1,484 10,186 (120,772) (92,013)
Taxes recoverable (10,901) (14,178) 191,154 (224,255)
Pledges and restricted deposits 37,852 8,790 39,556 16,732
Other 37) 43 (76,151) 8,621
Increase (decrease) in liabilities
Trade accounts payable (105) 33 22,641 34,546
Taxes and charges payable (1,285) (5,245) (889) 63,785
Taxes in installments — Law No. 11941 - - - 147,738
Regulatory charges payable - - 8,445 3,955
Provisions - - (12,307) (19,425)
Payables 2,156 (11,039) 1,742 (10,335)
Other - - 47,730 19,997
Net cash generated by (used in)
operating activities (5,325) (40,890) 468,964 397,561
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ISA Capital do Brasil S.A. and subsidiary

Cash flow statements--Continued

Years ended December 31, 2010 and 2009
(In thousands of reais, unless otherwise indicated)

Cash flows from investing activities

Property, plant and equipment

Intangible assets

Interest on equity capital and dividends
received

Net cash generated by (used in)
investing activities

Cash flows from financing activities
New loans

Loan payment (including interest)
Dividends paid

Capital payment

New loans

Capital increase

Establishment of capital reserve

Net cash used in financing activities

Net increase (decrease) in cash and
cash equivalents

Cash and cash equivalents at end of
period

Cash and cash equivalents at beginning
of period

Changes in cash and cash equivalents

See accompanying notes.
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Company Consolidated
2010 2009 2010 2009

2 (5) (3,607) (5,243)
- - - (4,342)

287,908 241,078 - -
287,906 241,073 (3,607) (9,585)

- - 993,458 581,009
(1,255,324) (175,822) (1,984,071) (656,607)
- - (463,767) (400,377)

- - 600 36,620

- 4,050 - -

600 - 28,030 -

1,199,400 - 1,199,400 -
(55,324) (171,772) (226,350) (439,355)
227,257 28,411 239,006 (51,379)

257,261 30,004 312,244 73,238

30,004 1,593 73,238 124,617
227,257 28,411 239,006 (51,379)




ISA Capital do Brasil S.A. and subsidiary

Statements of value added
Years ended December 31, 2010 and 2009
(In thousands of reais, unless otherwise indicated)

Company Consolidated
Description 2010 2009 2010 2009

1 - Revenues - - 2,557,573 2,456,093
1.1) Sales of goods, products and services - - 2,551,543 2,455,811
1.2) Other (non-operating) revenues - - 6,030 282
1.3) Revenues from construction of own assets - - - -
1.4) Allowance for doubtful accounts — Reversion/Establishment - - - -
2 — Inputs acquired from third parties (2,983) (2,936) (880,573) (767,988)
(including taxes - ICMS and IPI)

2.1) Cost of products, goods and services sold - (484,786) (281,206)
2.2) Materials, energy, third-party services and others (2,983) (2,936) (395,787) (486,782)
2.3) Impairment of assets / asset recovery - - -
2.4) Other - - - -
3 — Gross value added (1-2) (2,983) (2,936) 1,677,000 1,688,105
4 — Depreciation, amortization and depletion (68,731) (58,850) (74,777) (63,562)
5 — Net value added generated by the entity (3-4) (71,714) (61,786) 1,602,223 1,624,543
6 — Value added received in transfer 559.094 500,738 (205,520) (205,240)
6.1) Equity pickup 306,266 322,222 - -
6.2) Financial income 252,828 178,516 300,385 334,544
6.3) Other, non-controlling interest - - (505,905) (539,784)
7 — Total value added to be distributed (5+6) 487,380 438,952 1,396,702 1,419,302
8 — Value added distribution (487,380) (438,952) (1,396,702) (1,419,302)
8.1) Personnel (1,447) (1,378) (165,373) (160,202)
8.1.1) Direct compensation (including management fees) (1,034) (933) (122,580) (122,685)
8.1.2) Benefits (409) (440) (32,483) (29,122)
8.1.3) FGTS - (5) (10,306) (8,395)
8.1.4) Other (4) - (4)

8.2) Taxes, charges and contributions (12,194) (22,879) (595,435) (659,369)
8.2.1) Federal (12,176) (22,831) (582,246) (648,035)
8.2.2) State (18) (48) (613) (802)
8.2.3) Local - (12,576) (10,532)
8.3) Debt remuneration (578,273)  (331,228) (740,428) (516,295)
8.3.1) Interest (574,854)  (331,028) (726,348) (269,924)
8.3.2) Rent (249) (200) (10,910) (9,177)
8.3.3) Other (3,170) - (3,170) (237,194)
8.4) Equity remuneration (104,534) 83,467 (104,534) 83,436
8.4.1) Interest on equity capital - - - -
8.4.2) Dividends - - - -
8.4.3) Loss for the period / retained profit (104,534) 83,467 (104,534) 83,436

See accompanying notes.
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ISA Capital do Brasil S.A. and subsidiary

Notes to financial statements
December 31, 2010 and 2009 and January 1, 2009
(In thousands of reais, unless otherwise indicated)

1. Operations

18

1.1 Corporate purpose

The corporate purpose of ISA Capital do Brasil S.A. (“ISA Capital” or the
“Company”) includes holding equity interest in other companies or ventures, as
a member or stockholder, partnership in joint ventures, membership in
consortiums, or any type of business cooperation.

In a privatization auction held on June 28, 2006 on the Séo Paulo Stock
Exchange (BOVESPA), pursuant to Notice SF/001/2006, the Sdo Paulo State
Government, which was the majority stockholder of CTEEP - Companhia de
Transmissao de Energia Elétrica Paulista (‘CTEEP”) up to then, sold
31,341,890,064 of its common shares, which account for 50.10% of the common
shares issued by CTEEP. The winner of the auction was Interconexién Eléctrica
S.A. E.S.P. (“ISA").

The financial settlement of the transaction took place on July 26, 2006 with the
resulting transfer of the ownership of the aforementioned shares to ISA Capital,
a Brazilian company controlled by Interconexion Eléctrica S.A., E.S.P.,
established to operate in Brazil, thus becoming CTEEP’s controlling stockholder.
This transaction was approved by the National Agency of Electric Energy
(ANEEL) on July 25, 2006, pursuant to Authorizing Resolution No. 642/06,
published in the Official Gazette on July 26, 2006.

On September 12, 2006 the Company purchased another 10,021,687 common
shares issued by CTEEP, held by the Government of the State of Sdo Paulo,
and became the holder of 31,351,911,751 common shares.

On January 9, 2007 the Company acquired, through a public offering auction
(OPA) for the acquisition of shares held on BOVESPA, 24,572,554,070 common
shares issued by CTEEP, corresponding to 39.28% of the total of this type of
shares, pursuant to the public offering notice published on December 4, 2006.

As a result of this acquisition the Company became the holder of 89.40% of the
voting capital and 37.46% of the total capital of CTEEP. Thus, after the CTEEP’s
reverse stock split on July 12, 2007, the Company became the holder of
55,924,465 common shares.



ISA Capital do Brasil S.A. and subsidiary

Notes to financial statements--Continued
December 31, 2010 and 2009
(In thousands of reais, unless otherwise indicated)

1. Operations --Continued
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1.1 Corporate purpose --Continued

Later, the Company paid in CTEEP capital equivalent to 1,169,404 common
shares — 574,927 shares on August 24, 2009 and 594,477 shares on April 23,
2010. Such capitalization arises from CTEEP’s tax benefit resulting from the
partial amortization of the special reserve for merged goodwill for financial years
2008 and 2009. Accordingly, at December 31, 2010, the Company held
57,093,404 common shares, which are equivalent to 37.60% of CTEEP total
capital 89.40% of its voting capital.

On March 9 and 19, 2010, in order to restructure its foreign-currency-
denominated debt contracts (bonds), the Company increased capital twice by
issuing preferred shares at the price of R$ 2.020731 per share, fully subscribed
by HSBC Finance (Brazil) S.A. Multiple Bank, as follows:

() In Special Shareholders’ Meeting held on March 9, 2010, under Board of
Directors’ Proposal terms dated March 8, 2010, Company’s capital increase
by R$ 840,000 was approved, R$ 420 of which was allocated to capital and
R$ 839,580 allocated to capital reserve, by creating and issuing
415,691,162 redeemable preferred shares distributed into 13 classes,
entitled fixed cumulative dividends, which were subscribed and paid-in on
the same date. Accordingly, Company’s capital increased from R$ 839,778
to R$ 840,198, comprising 1,256,316,162 shares. In the same meeting,
mandatory dividend reduction was approved, which decreased from 25% to
1%, and amendment of the Company’s Articles of Incorporation; and

(i) In Board of Directors’ meeting held on March 19, 2010, a new capital
increase was approved within authorized capital limit, with issue of
178,153,342 redeemable preferred shares, into 13 classes, entitled to
cumulative fixed dividends, amounting to R$ 360,000 which was fully
subscribed and paid in on the same date, R$ 180 of which were allocated to
Company’s capital and R$ 359,820 to capital reserve.



ISA Capital do Brasil S.A. and subsidiary

Notes to financial statements--Continued
December 31, 2010 and 2009
(In thousands of reais, unless otherwise indicated)

1. Operations --Continued
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11

1.2

Corporate --Continued

Accordingly, after both capital increases, as of December 31, 2010, the
Company'’s subscribed and paid-in capital amounts to R$ 840,378 (R$ 839,778
as of December 31, 2009) and comprises 840,625,000 common shares and
593,844,504 preferred shares. On May 27, 2010, as decided by the
shareholders, the Company unlisted from CVM.

CTEEP shares are traded on BOVESPA. In addition, CTEEP has a Rule 144 A
American Depositary Receipts (ADRs) program in the United States. The
depositary bank for the ADRs is the Bank of New York, and the custodian bank
is Banco Itad S.A.

CTEEP has its preferred shares included in BOVESPA Index (IBOVESPA), in
the Corporate Governance Index (IGC) and the Electric Energy Index (IEE).

Concessions

The Company is entitled to explore indirectly the following Public Utility

Concession Agreements for Electric Power Transmission:

Annual Revenue Allowed

(RAP)
Monthly
Agreeme Interest Term base

Concessionaire nt (%) (years) Maturity R$ (mmlyy)
CTEEP 059/2001 37.6041 20 07.07.15 1,746,374 06/10
CTEEP 143/2001 37.6041 30 20.12.31 14,384 06/10
IEMG 004/2007 22.5625 30 23.04.37 12,873 06/10
IENNE 001/2008 9.4010 30 16.03.38 33,327 06/10
Pinheiros 012/2008 37.6041 30 15.10.38 6,756 06/10
Pinheiros 015/2008 37.6041 30 15.10.38 11,383 06/10
Pinheiros 018/2008 37.6041 30 15.10.38 2,903 06/10
IESul 013/2008 18.8021 30 15.10.38 4,068 06/10
IESul 016/2008 18.8021 30 15.10.38 7,323 06/10
IEMadeira 013/2009 19.1781 30 25.02.39 176,249 11/08
IEMadeira 015/2009 19.1781 30 25.02.39 151,788 11/08
Serra do Japi 026/2009 37.6041 30 18.11.39 21,804 05/09



ISA Capital do Brasil S.A. and subsidiary

Notes to financial statements--Continued
December 31, 2010 and 2009
(In thousands of reais, unless otherwise indicated)

1. Operations --Continued
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1.2 Concessions --Continued

Due to acquisition of the shareholding control of CTEEP, an amendment to
concession agreement 059/2001 - ANEEL of CTEEP was signed on January 29,
2007, in order to reflect this reality of the new controlling stockholder. In this
amendment, the conditions initially negotiated were maintained and a clause
was added defining that the goodwill paid in the auction, as well as the special
obligations and the amounts arising from State Law No. 4819/58 determined in
Sale Notice SF/001/2006, will not be considered by ANEEL for evaluation of the
financial and economic balance of the concession.

On May 8, 2009, through ANEEL auction No. 001/2009, on Rio de Janeiro Stock
Exchange, in public session conducted by BM&F BOVESPA, CTEEP took part
in consortia that purchased C, D and E batches, as follows:

Batch C - Porto Velho — Jauru Transmission Line

Batch C refers to the third 230 kV transmission line circuit between Jauru (Mato
Grosso) and Porto Velho (Rond6nia), totaling 987 km. Linha Verde
Transmissora de Energia S.A. was incorporated on July 2, 2009 to develop this
venture. On May 19, 2010, Linha Verde filed a request with ANEEL for early
approval to transfer shares held by CTEEP to Abengoa Concessbtes Brasil
Holding S.A.

This project involves an investment estimated at R$ 380 million and Annual
Revenue Allowed (RAP) of R$ 42.7 million, based on data for May 2009.
CTEEP holds 25.5% interest in the venture, and operations are expected to start
in November 2011.

Batch D - Porto Velho — Rio Branco Transmission Line

This batch refers to the second 230 kV transmission line circuit between Porto
Velho (Rondbnia), Abuna and Rio Branco (Acre), totaling 487 km. Rio Branco
Transmissora de Energia S.A. was incorporated on July 2, 2009, to develop this
transmission line. On October 29, 2010, Rio Branco filed a request with ANEEL
for early approval to transfer shares held by CTEEP to Centrais Elétricas do
Norte do Brasil S.A. - Eletronorte.
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Notes to financial statements--Continued
December 31, 2010 and 2009
(In thousands of reais, unless otherwise indicated)

1. Operations --Continued
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1.2

13

Concessions --Continued

Batch D - Porto Velho — Rio Branco Transmission Line --Continued

On February 15, 2011, ANEEL, through Authorization Decision No. 2774,
approved the request for transfer of shares held by CTEEP to Centrais Elétricas
do Norte do Brasil S.A. - Eletronorte.

Batch E —Jauru — Cuiabd Transmission Line and Jaur __ u substation

This batch refers to the 500 kV transmission line between Jauru and Cuiaba
(Mato Grosso), totaling 348 km, and the Jauru 500/230 kV substation.
Transmissora Matogrossense de Energia S.A was incorporated on July 2, 2009,
to develop these installations. On May 14, 2010, CTEEP transferred shares it
held in Matogrossense to Mavi Engenharia e Contrucfes Ltda.

Corporate restructuring

The Board of Directors, in meeting held on February 11, 2008, approved the
corporate restructuring involving CTEEP, ISA Capital and ISA Participacdes do
Brasil Ltda. (“ISA Participacdes”). ANEEL authorized this restructuring through
ANEEL Resolution No. 1164, of December 18, 2007.

This corporate restructuring was to improve the capitalization and cash flow
conditions resulting from the use of the tax benefit in CTEEP, amounting to
R$ 232,005, referring to the goodwill paid by ISA Brasil in the process of
acquiring the share control of CTEEP and included the following stages:

Capital subscription of ISA Brasil in a vehicle company, ISA Participagfes, with
the conveyance of shares held in the capital of CTEEP to the capital of ISA
Participacdes.

Recording of a provision amounting to R$ 450,363 in ISA Participacdes,
corresponding to the difference between the goodwill paid of R$ 682,368 and
the tax benefit of R$ 232,005.

CTEEP merger of ISA Participacdes net assets, amounting to R$ 232,005,
represented by the tax benefit amount previously mentioned which, in
accordance with the requirements of CVM Rule No. 319/99, was recorded as a
counterparty entry to special goodwill on merger reserve, in equity.
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2. Presentation of financial statements
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2.1 Basis for preparation and presentation

The individual financial statements, identified as “Company” and “BR GAAP”,
were prepared and are presented in accordance with accounting practices
adopted in Brazil, which comprise provisions contained in Brazilian Corporation
Law, pronouncements, interpretations and guidance issued by Brazilian
Financial Accounting Standards Board (“CPC”) and approved by Brazilian
Securities and Exchange Commission (“CVM”). In compliance with current
Brazilian legislation, these individual financial statements present an
assessment of investments in subsidiaries under the equity method.

The preparation of these financial statements considered changes in accounting
practices introduced by technical pronouncements CPC 15 to 40. Effects of
adopting IFRS and the new pronouncements issued by CPC are presented in
Note 5.

The consolidated financial statements, identified as “Consolidated”, “BR GAAP”
and “IFRS”, were prepared and are presented in accordance with accounting
practices adopted in Brazil, which comprise provisions contained in Brazilian
Corporation Law, pronouncements, interpretations and guidance issued by CPC
and approved by CVM, which are in compliance with IFRS issued by the
International Accounting Standards Board (IASB).

The consolidated financial statements are the first to be prepared under IFRS.

As there is no difference between consolidated equity and consolidated P&L
attributable to the Company’s shareholders included in the consolidated financial
statements prepared in accordance with IFRS and accounting practices adopted
in Brazil, and Company’s equity and P&L included in the individual financial
statements prepared in accordance with accounting practices adopted in Brazil,
the Company decided to present these individual and consolidated financial
statements in a single set, side by side.

Both individual and consolidated financial statements were prepared based on
historical cost, unless otherwise stated, as described in the following accounting
practices. Historical cost is usually based on fair value of considerations paid in
exchange for assets.
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2.2

2.3

Functional and reporting currency

The financial statements of the Company and its subsidiary included in the
consolidated financial statements are stated in reais, which is the currency of the
main economic environment where those companies operate (“functional
currency”).

Significant accounting judgment, estimates and assumptions

Preparing the individual and consolidated financial statements requires that
management make judgment, use estimates and adopt assumptions based on
objective and subjective factors, to determine the appropriate amounts to record
certain transactions affecting assets, liabilities, revenues and expenses. Actual
figures of such transactions may be different from those estimates.

These judgments, estimates and assumptions are reviewed at least on an
annual basis and any adjustments are recognized for the period for which those
estimates are reviewed.

Critical judgments, estimates and assumptions are related to the following
aspects: recording concession agreements, time of recognition of financial
assets, determining construction, operating and maintenance revenues, defining
the effective interest rate of financial assets, reviewing credit and other risks in
determining required provisions, including the provision for tax, civil and labor
contingencies.

Recording of concession agreements

When recording concession agreements, CTEEP performed analyses involving
management’s judgment, substantially related to: concession agreement
interpretation relevance, determining and classifying expenses with construction,
expansion and reinforcement as financial assets. The accounting treatment for
each CTEEP concession agreement, as well as its characteristics, is described
in Notes 5.2 (a) and 8.
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2.3 Significant accounting judgment, estimates and assumptions --Continued

Time of financial asset recognition

Through its subsidiary CTEEP, management assesses time of financial asset
recognition based on economic characteristics of each concession agreement.
Subsequent additions to financial assets are recognized only when the
construction service related to expansion/improvement/reinforcement of its
infrastructure, which represents potential additional revenue generation, is
performed. In these cases, the construction obligation is not recognized upon
contract execution, but in the construction phase, having financial assets as per
contra entry. Indemnification financial assets are recognized when construction
is completed, and are included as construction service compensation.

Determining the effective interest rate of the financial asset

The effective interest rate is the rate that discounts exactly estimated future cash
flow receipts or payments over the instrument estimated life. If an entity reviews
its estimated revenues or payments, the financial asset amount recorded is
adjusted so as to reflect estimated effective and reviewed cash flows, and the
adjustment is recognized as revenue or expenses in P&L.

Determination of construction revenues

When the concessionaire renders construction services, related revenue is
recognized at fair value and corresponding costs are turned into expenses with
construction services rendered, thus enabling profit margin computation. In
recording construction revenues, management, through its subsidiary CTEEP,
assesses issues related to primary responsibility for construction service
rendering, even when services are outsourced, work monitoring and/or
management costs, considering that projects include sufficient margin to cover
construction costs plus certain expenses for the construction period. All
assumptions described herein are used for construction activity fair value
determination purposes.
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2.3 Significant accounting judgment, estimates and assumptions --Continued

Asset value subiject to indemnification

As set forth in the contracts, if the concession ceases to exist, service-related
assets will be reversed by operation of law to the grantor, by identifying,
assessing and determining the indemnification payable to the concessionaire,
considering the amounts and dates of its addition to the electrical system.
Through its subsidiary CTEEP, management considers that the indemnification
to which it is entitled corresponds to the New Replacement Value adjusted by
accumulated depreciation of each item. Considering the uncertainties existing in
today’'s energy market, the Company estimated the indemnification value of its
assets based on their corresponding book values, which is the minimum amount
management understands as guaranteed by current regulation. Considering that
management monitors industry regulation on an ongoing basis, should there be
changes thereto that might change estimates on assets indemnification, the
accounting effects thereof will be addressed on a prospective basis in the
financial statements. However, management reiterates its commitment to
continue defending the Company’s shareholders’ interests in realizing these
assets, so as to leverage return on capital invested in concession, within legal
limits.

Determining maintenance and operating revenues

When the concessionaire provides maintenance and operating services,
revenue is recognized at fair value and corresponding costs, according to the
work completion status.

Property, plant and equipment value and useful life

The Company considers that its PP&E balance is not material and, therefore,
decided not to adopt the deemed cost practice, as set forth in ICPC 10 —
Interpretation of First-time Adoption of Technical Pronouncements for Property,
Plant and Equipment and Investment Property.

In addition, depreciation effects arising from first periodic analysis of PP&E
remaining useful life as determined by ICPC 10 were not considered material by
management.
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2.4 Consolidation procedures

--Continued

The consolidated financial statements include the financial statements of ISA

CAPITAL and its subsidiary CTEEP.

Equity control is obtained when a Company has the power to control an entity’'s
operating and financial policies so as to receive benefits from its activities.

Subsidiaries and joint ventures of CTEEP are fully and proportionally
consolidated, respectively, as from the date control, joint control, begins through
the date such control, joint control, ceases to exist.

At December 31, 2010, interest held in subsidiaries was as follows:

Direct
CTEEP

Indirect

Interligagdo Elétrica Pinheiros S.A. (Pinheiros)
Interligagdo Elétrica Serra do Japi S.A. (Serra do Japi)
Interligagdo Elétrica de Minas Gerais S.A. (IEMG)
Interligagdo Elétrica Norte e Nordeste S.A. (IENNE)
Interligagdo Elétrica do Sul S.A. (IESUL)

Interligagdo Elétrica do Madeira S.A. (IEMADEIRA)

Interest %

Financial
statements
reporting date 2010 2009

12.31.2010 37.6041 37.5021
12.31.2010 37.6041 37.5021
12.31.2010 37.6041 37.5021
12.31.2010 22.5625 22.5175
12.31.2010 9.4010 9.4054
12.31.2010 18.8021 37.5021
12.31.2010 19.1781 19.1454

Linha Verde Transmissora de Energia S.A., Rio Branco Transmissora de
Energia S.A. and Transmissora Matogrossense de Energia S.A. are not
included in the consolidation, for CTEEP has not yet paid up its interest in

capital of these companies.

The following procedures were adopted in the preparation of these consolidated

financial statements:
» eliminating subsidiaries’ equity;

« eliminating equity pickup; and

« eliminating consolidation intercompany assets and liabilities, revenues and

expenses.

Accounting practices were uniformly applied to the Company and its

subsidiaries.
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3.1 Determination of P&L

3.2

Revenues and expenses are recorded on an accrual basis.

Revenue recognition

Revenues are recognized as established by ICPC 01. Concessionaires should
record and measure revenues from services it renders in compliance with
technical pronouncements CPC 17 — Construction Contracts and CPC 30 —
Revenues (maintenance and operating services), even when such services are
performed under a single concession agreement. Revenues of subsidiary
CTEEP are:

a)

b)

Construction revenue

This refers to construction, expansion and reinforcement services for energy
transmission facilities. Such revenues are recognized according to work
completion status and are calculated by adding PIS and COFINS rates to
investment value, since projects embed sufficient margin to cover
construction costs plus expenses for the construction period, considering that
a great number of its facilities comprise outsourced agreements with
unrelated parties.

Financial income

This refers to interest recognized under the straight-line method based on the
effective interest rate on construction revenues receivable. The effective
interest rate is computed by discounting estimated future cash flows over the
expected financial asset life on initial book value of this financial asset.

Maintenance and operating revenue

This refers to maintenance and operating services of energy transmission
facilities so as not to interrupt availability of such facilities.
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3.3 Current and deferred income and social contribu tion taxes

Company

The Company decided to adopt the Annual Taxable Profit regime.

Consolidated

The subsidiary computes such taxes in light of applicable legislation provisions,
based on net income, adjusted by the inclusion of non-deductible expenses,
exclusion of non-taxable profit and inclusion and/or exclusion of temporary
differences. Beginning 2009, CTEEP decided to adopt the Quarterly Taxable
Profit regime. Up until 2008, it had adopted the Annual Taxable Profit regime.

Current and deferred income and social contribution taxes are calculated based
on the rate of 15%, plus 10% surtax on taxable profit exceeding R$ 240 for
income tax, and 9% on taxable profit for social contribution tax, considering
income and social contribution tax loss offsetting, limited to 30% of taxable
profit. Except for Interligacdo Elétrica de Minas Gerais S.A. (“IEMG”),
Interligacdo Elétrica Pinheiros S.A. (“Pinheiros”) and Interligacéo Elétrica do Sul
S.A. (“IESUL"), who opted for the Taxable Profit regime, other subsidiaries are
considered to be in their pre-operating phase for tax purposes.

Deferred taxes arising from temporary differences were set up in compliance
with CVM Rule No. 371, of June 27, 2002, and CPC 32 — Income Taxes, and
consider historical profitability and expected future taxable profit generation
based on a technical study on feasibility approved by management bodies.

Recovery of deferred tax assets is reviewed at each year end and, when future
taxable profit is no longer likely to be available for total or partial asset recovery,
the asset balance is adjusted to the amount expected to be recovered.

Deferred tax assets and liabilities are measured at applicable rates for the
period such liabilities are expected to be settled or such assets are expected to
be realized, based on rates set forth in tax legislation effective at each year end,
or when an new legislation is substantially approved.
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Consolidated--Continued

Deferred tax assets are only offset when there is a legal right to offset current
tax assets against current tax liabilities, and when they are related to taxes
under the same tax authorities and the Company intends to settle net value of its
current tax assets and liabilities.

3.4 Financial instruments

a) Financial assets

(i) Classification and measurement

Financial assets are classified into the following specific categories:
financial assets at fair value through P&L, investments held to maturity,
financial assets available for sale and lending and receivables. When an
equity instrument is not quoted in an active market and its fair value
cannot be reliably measured, such instrument is recorded at cost and
tested for impairment.

Classification depends on financial assets purpose and is determined
upon initial recognition. All regular financial asset acquisitions or sales are
recognized or written off based on trade date. Regular acquisitions or
sales correspond to financial asset acquisition or sale requiring assets
delivery within the term established through a market practice or standard.

The effective interest rate is used to calculate amortized cost of a debt
instrument and allocate interest gains over the corresponding period.
The effective interest rate is the rate that exactly discounts estimated
future cash received during the estimated debt instrument life or, when
appropriate, for a shorter period of time, to net book value as of initial
recognition date. Revenue is recognized based on the effective interest
rate for debt instruments not classified as financial assets at fair value
through P&L.
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3.4 Financial instruments --Continued

a) Financial assets--Continued

(i) Classification and measurement--Continued

Financial assets and liabilities are offset and net amount is reported on the
balance sheet when there is a legally applicable right to offset recognized
amounts and the Company intends to settle them on a net basis, or realize
the asset and settle the liability simultaneously.

Financial assets at fair value through P&L

Financial assets are classified at fair value through P&L when they

are recorded as trading or at fair value through P&L. Financial

assets at fair value through P&L are carried at fair value and

any gains or losses are recognized in P&L. Net gains or

losses recognized in P&L include dividends or interest gains from

the financial asset, and are included in "Other gains and losses”, under
the statement of comprehensive income.

A financial asset is classified as trading if (i) it is especially acquired for
short-term sale; or (ii) upon initial recognition it is part of an identified
financial instrument portfolio jointly managed by the Company and has
an actual recent framework for gains in the short term; or (iii) it is a
derivative not recognized as an effective hedge instrument.
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3.4 Financial instruments --Continued

a) Financial assets--Continued

(i) Classification and measurement--Continued

Financial assets at fair value through P&L--Continued

A financial asset other than trading may be recorded at fair

value through P&L upon initial recognition if (i) such recognition
eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise, or (ii) the financial asset is
part of a group of managed financial assets or liabilities or both,

and their performance is assessed based on fair value in accordance
with the Company’s documented risk

management or investment strategy, and when information on
grouping is internally provided on the same basis; or (iii) is part of a
contract containing one or more embedded derivatives and CPC 38 and
IAS 39 allow the combined contract to be fully recognized at fair
value through P&L.

At December 31, 2010 and 2009 and January 1, 2009, financial assets
classified under this category are related to cash and cash equivalents.

Financial assets held to maturity

Investments held to maturity are non-derivative financial assets with
fixed payments or payments subject to determination and fixed maturity
date which the Company intends or has the capacity to hold to maturity.
After initial recognition, investments held to maturity are measured at
amortized cost under the effective interest rate method, less any
impairment losses.

At December 31, 2010 and 2009 and January 1, 2009, CTEEP had no
financial assets classified as held to maturity.
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3.4 Financial instruments --Continued

a) Financial assets--Continued

() Classification and measurement--Continued

Financial assets available for sale

Financial assets available for sale correspond to non-derivative
financial assets recognized as “available for sale” or not classified
as (a) lending and receivables, (b) investments held to maturity, or
(c) financial assets at fair value through P&L.

Gains or losses arising from changes in fair value of financial

assets classified as available for sale, where applicable, are recorded in
"Other comprehensive income” under equity, until the financial asset is
settled, when they are eventually reclassified to P&L for the period.

At December 31, 2010 and 2009 and January 1, 2009, the Company
had no financial asset classified as available for sale.

Lending and receivables

This classification includes non-derivative financial assets with fixed
receipts or receipts subject to determination, which are not quoted in an
active market. Except where applicable, those assets with maturities
over 12 months after the balance sheet date are recorded under current
assets, which are classified as non-current assets.

Lending and receivables are measured at amortized cost under the
effective interest rate method, less any impairment losses. Interest
income is recognized by applying the effective interest rate, except for
short-term loans whose interest recognition would be immaterial.

At December 31, 2010 and 2009 and January 1, 2009, the Company’s
financial assets classified under this category corresponded to trade
accounts receivable and receivables from the State Finance
Department.



ISA Capital do Brasil S.A. and subsidiary

Notes to financial statements--Continued
December 31, 2010 and 2009
(In thousands of reais, unless otherwise indicated)

3. Significant accounting practices  --Continued

34

3.4 Financial instruments --Continued

a) Financial assets--Continued

(i) Impairment of financial assets

Financial assets, except for those recognized at fair value through P&L,
are measured by impairment indicators at the end of each reporting
period. Impairment losses are recognized if, and only if, there is objective
evidence of the impairment of financial assets as a result of one or more
events that taken place after initial recognition, with impact on estimated
future cash flows thereof.

Carrying value of financial assets is reduced directly by impairment loss
for all financial assets, except for trade accounts receivable, whose
carrying value is reduced by using a provision. Subsequent recoveries of
amounts previously written off are credited to provision. Changes in
carrying value of allowance are recognized in P&L.

(i) Einancial assets write-off

CTEEP writes off financial assets only when the contractual rights to cash
flows from such asset expire, or when it transfers the asset, and
substantially all risks and rewards of ownership to another company. If
CTEEP neither transfers nor retains substantially all risks and rewards of
ownership of financial assets, but continues to control the transferred
asset, retained interest and corresponding liabilities in amounts payable
are recognized. If it retains substantially all risks and benefits of the
transferred financial asset item ownership, the Company continues

to recognize this asset, in addition to a loan secured by revenues received.

In writing off all financial assets, the difference between the asset book
value and the matched-against sum received and receivable and accrued
gain or loss recognized in "Other comprehensive income” and
accumulated in equity, is recognized in P&.
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3.4 Financial instruments --Continued

b) Financial liabilities

Financial liabilities are classified at fair value through P&L when they are for
trading or recognized at fair value through P&L. The other financial liabilities
(including loans) are measured at amortized cost using amortized cost under
the effective interest rate method.

Derivative instruments and hedging activities

Derivatives are initially recognized at fair value on the date the derivative
agreement is signed and are once again measured at fair value, including fair
value changes matched against P&L, except when the derivative is
recognized as a hedge instrument.

The Company, pursuant to CVM Rule No. 566, of December 17, 2008, which
approved technical pronouncement CPC 14, later substituted for by CPC 38
and CPC 39, considered derivatives as “hedging derivative financial
instruments” and foreign-currency-denominated debt contracts (bonds) as
“hedged items”, both recorded through February 2010 at fair value. In March
2010, the Company implemented its foreign-currency-denominated debt
contracts (bonds) restructuring, which resulted in settlement of the referred to
hedging derivative financial instruments (Notes 14 (a)).

Subsidiary CTEEP does not have a policy addressing the use of derivative
financial instruments, or any agreements which may be considered as
derivative financial instruments.
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3.5

3.6

Cash and cash equivalents

Cash and cash equivalents include cash, bank deposits and short-term
investments.

For an investment to be qualified as cash equivalent, it needs to be readily
convertible at known cash amount and should be subject to insignificant risk of
changes in value. Therefore, an investment normally qualifies as cash
equivalent only when it has short-term maturity, for example, three months or
less from acquisition date.

Accounts receivable

Financial assets classified as lending and receivables include receivables
relating to construction services, financial income and operating and
maintenance services, as well as asset indemnification value.

Assets subject to indemnification, recorded when construction is completed,
refer to the estimated portion of unamortized investments made to the end of the
concession period and to which the Company will be entitled to receive cash or
other financial assets, while the concession contract remains effective. As
defined in the agreements, upon concession’s ceasing to exist, service-related
assets will be reversed to the grantor by operation of law. Then indemnification
payable to the concessionaire is identified, measured and determined,
considering amounts and dates it was merged to the electrical system. The
Company believes that the indemnification amount to which it is entitled
corresponds to the New Replacement Value adjusted to accumulated
depreciation for each item. Considering currently existing uncertainties in the
energy market, subsidiary CTEEP estimated indemnification of its assets based
on their corresponding book values, which is the amount management believes
to be the minimum guaranteed by regulation in force. Considering that
management monitors industry regulation on an ongoing basis, should there be
changes thereto that might change estimates on assets indemnification, the
accounting effects thereof will be addressed on a prospective basis in the
financial statements. However, management reiterates its commitment to
continue defending the Company’s shareholders’ interests in realizing these
assets, so as to leverage return on capital invested in concession, within legal
limits.
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3.6

3.7

3.8

3.9

Accounts receivable --Continued

Based on recovery tests conducted by the Company, no allowance for doubtful
accounts were set up.

Inventories

Inventories are stated for the lower between cost and net realizable values.
Inventory costs are determined under the average cost method. Net realizable
value corresponds to the estimated inventory sale price, less estimated
conclusion costs and those costs required to complete the sale.

Investments

The Company recognizes and states investments in subsidiaries in its individual
financial statements under the equity method.

() Goodwill

Goodwill or negative goodwill determined upon acquisition of an investment
is calculated as the difference between purchase and book value of the
acquired company’s net assets. Goodwill is based on: (i) inherent goodwiill
of assets, represented by the difference between acquired company’s book
value and fair value o assets and liabilities (recorded under investments)
and (ii) future profitability, represented by the difference between fair value
of assets and liabilities and purchase value (recorded under intangible
assets). Goodwill computed upon CTEEP acquisition is amortized according
to concession contractual effective term.

Property, plant and equipment

These are basically represented by administrative assets. Depreciation is
calculated under the straight-line method considering the assets estimated
useful lives.

Other expenses are only capitalized when economic benefits of its fixed assets
increase. Any other expenses are recognized in P&L as expenses, when
incurred.
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3.9

3.10

3.11

Property, plant and equipment --Continued

Subsidiary CTEEP considers that its PP&E balance is not material and,
therefore, decided not to adopt the deemed cost practice, as set forth in ICPC
10 — Interpretation of First-time Adoption of Technical Pronouncements for
Property, Plant and Equipment and Investment Property.

In addition, depreciation effects arising from first periodic analysis of PP&E
remaining useful life as determined by ICPC 10 were not considered material by
management.

Intangible assets

These are basically represented by expenses with ERP SAP system
implementation. Amortization is calculated under the straight-line method,
considering the estimated useful life of the referred to system.

In addition, amortization effects arising from the first periodic analysis of the
remaining economic useful life of the intangible assets, as set forth in ICPC 10,
were not considered material by management. .

Lease agreements

a) CTEEP as the leaseholder

Operating lease

Operating lease payments are recognized as expenses under 