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ISA CAPITAL DO BRASIL S.A.
Management Report — 2011

Dear Shareholders,

Pursuant to legal and statutory provisions, managenof ISA Capital do Brasil S.A. (“ISA Capital” or
“Company”) submits the Management Report and tretae individual and consolidated Financial Statetsieand
respective Independent Auditor’'s Report referrimghie year ended December 31, 2011.

MANAGEMENT REPORT

ISA Capital is a Brazilian holding owned by Intexié@ Elétrica S.A. E.S.P, a Colombian mixed-capitaipany
owned by the Colombian government, which is maiehgaged in operating and maintaining electric power
transmission lines.

ISA Capital is the parent company of CTEEP — Corhmde Transmissao de Energia Elétrica Paulistzesinly
26, 2006, holding 57,715,128 common shares issye@TEEP, which represent 89.50% of voting capitadl a
37.81% of total capital. At December 31, 2011, #imve controlling interest in CTEEP was recordedSA
Capital's Financial Statements investment accoant] amounted to R$2.1 billion. Due to the referted
investment, the Company recorded gains amountiff887.2 million in 2011.

ISA Capital and its parent company, Interconexitétrica S.A. E.S.P., are committed with assurimgnmting and
improving the quality of electric power transmissiservices provided by CTEEP, for the purpose giraving
their financial performance as well, by resortimghest practices and world class management mdoelghe
benefit of their shareholders and the community.

COMPANY'S PROFILE

ISA Capital do Brasil S.A. ("ISA Capital” or “Compg”) is a Brazilian holding incorporated as a liedtliability
company on April 28, 2006, and turned into a coagion on September 19, 2006. On January 4, 208 Bithzilian
Securities Exchange Commission (CVM) approvedatsistration as a publicly-held company. ISA Capitals a
publicly-held company until May 27, 2010, when tbempany’s shareholders decided to cancel its ragjiish at
CVM.

The Company’s business purpose includes holdingye@ierest in other companies or ventures, aseanber or
stockholder, partnership in joint ventures, memiiersn consortiums, or any type of business codjmra

ISA Capital is owned by Interconexion Eléctrica SEAS.P. (“ISA”), a Colombian mixed-capital compamyned
by the Colombian government which is mainly engamedperating and maintaining electric power traission
lines, in addition to taking part in activitieséonnection with provision of electric power-relatestvices.

ISA Capital is the parent company of CTEEP - Conmgande Transmissdo de Energia Elétrica Paulista
(“Subsidiary” or “CTEEP”) since July 26, 2006, wh#re Company settled its purchase through a puetider
organized by the Sdo Paulo Government of CTEEPralting interest on June 28, 2006, in the Sdo P&tk
Exchange (BOVESPA).

For the acquisition of 31,341,890,064 common sheoeesponding to 50.1% of common shares issuedTBEP

and 21.0% of its total capital, the Company paid Rillion — corresponding to R$38.09 per thoussinares — to
the S&o Paulo State Government. In addition toahatiunt, ISA Capital paid R$19.4 million to the $Zawlo State
Government as an addition to price of shares aeduir the public tender, in order to offset gootiwifered to

CTEEP’s employees for acquisition of certain loshéres. Such amount paid for acquisition of CTE&Rrolling

interest is subject to adjustment, if any, as esghfin CTEEP shares purchase and sale agreerodrg, determined
based on amounts effectively paid by CTEEP in cotime with supplementary benefit and pension tamier

employees, pursuant to State Law No. 4819/58.

As a part of the privatization process, on SeptariBe2006, the Company purchased another 10,02 CEEEP’s
common shares, corresponding to 0.016% of totaheomshares, for R$229 thousand. That share adquiséfers

to excess CTEEP’s common shares from the publidetesonducted by Sao Paulo government especially to
CTEEP’s employees, under the Bid for Tender for EPFPrivatization No. SF/001/2006.

On January 9, 2007, by virtue of article 254-Atod ICorporation Law and as determined by the redeioeBid for
Tender and CTEEP Shares Purchase and Sale Agred8wr@apital conducted a public offering aucti6@PA”)
of shares issued by CTEEP on BOVESPA. These shagestill in circulation for a value correspondiiag80% of
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the amount paid for CTEEP’s controlling interedn that public offer, the Company acquired 24,5%2,670
common shares issued by CTEEP, which correspoB88.28% of total common shares, for R$30.74 pergand
shares, amounting to R$755.4 million.

As a result of that acquisition, ISA Capital nowld® 55,924,465,821 common shares issued by CTEEP,
corresponding to 89.40% of CTEEP’s voting capitad 87.46% of its total capital. After CTEEP'serse stock
split in August 2007, the Company became holdé&50$24,465 common shares.

The Company later contributed with 1,727,517 comsinares to CTEEP’s capital, 574,927 of which onusi@4,
2009, 594,477 on April 23, 2010 and 558,113 on bdgsr 21, 2011. That contribution results from tive henefit
granted to CTEEP and referring to partial amoriirabf the special goodwill reserve for the yead& 2009 and
2010. Following management’s decision, the Complamther purchased 63,146 common shares at R$5k66 p
share. Consequently, at December 31, 2011, the @myripeld 57,715,128 common shares, which are elguitvip
37.81% of CTEEP's total capital and 89.50% of aing capital.

DEBT IN FOREIGN CURRENCY - "BONDS"

Currently, the Company has a debt in foreign cuyen “bonds” — amounting to US$31.6 million (eques to
R$61.5 million) maturing in 2017. This amount refeéo balance remaining after the restructuring cotetl in
2010, when ISA Capital repurchased US$522.4 millequivalent to R$935.6 million and 94.3% of tdbainus
traded.

COMMITMENTS

While acquiring CTEEP’s controlling interest, ther@pany undertook commitments and obligations uiiefor
Tender No. SF/001/2006, which were or have beéefillédl, as the case may be. CTEEP’s purchase aled sa
agreement entered into on July 26, 2006 has albfecad the Company and its Parent Company to inerta
obligations to be followed while managing CTEEP cannection with previous agreements, corporateg@ance
rules, CTEEP’s employees’ rights, maintenance amtiruity of electric transmission services qualigmong
others. In 2011, ISA Capital paid R$6.3 milliordaR$3.7 million (2010 - R$6.4 million and R$5.1 loih) to the
Sdo Paulo State Government and the shareholderg tplrt of OPA, respectively, for the public offprice
adjustment resulting from obligations set forthLiayv No. 4819/54.

After restructuring of debt in foreign currency bohds" - in 2010, covenants that hindered impleatent of
certain operating activities were eliminated. Copumatly, in addition to better manage its businéSs, Capital
continues to strictly fulfill other covenants emémwith the remaining bondholders.

In addition, it should be noted that the Compang kamplied with all new commitments set forth ire th
Shareholders’ Agreement arising from issuance déeenable preferred shares in March 2010, suchraslative
fixed dividends payable to those shares. In 20ddh shares were entitled to R$220.1 million.

SUBSIDIARY’S EARNINGS

ISA Capital holds 37.81% of CTEEP’s capital and 2011, recognized an equity pickup amounting to 4553
million (2010 - R$306.3 million) and received eags that totaled R$340.8 million, R$241.9 milliohvehich as
dividends and R$98.9 million as Interest on Equity.

PERFORMANCE INDICATORS

ISA Capital’'s revenue is directly associated wikienue from equity pickup referring to investmenCiTEEP, and
the latter's revenue is associated with availgbiit key assets: transmission lines and transfameherefore,
CTEEP invests permanently in order to assure maamtee and operations efficiency and quality. Caaréid that
increase in assets availability may result in déduadn its revenue (variable portion).
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FINANCIAL PERFORMANCE - Consolidated

Revenue from constructiontotaled R$1.1 billion in 2011 (R$693.8 million 2010) due to the positive impact of
construction works of CTEEP's Subsidiaries - Sdoalapi and IEMadeira -, as well as reinforcememitkes and
extension of CTEEP's transmission system.

Revenue from operation and maintenancéotaled R$555.1 million in 2011 (R$442.4 millian2010) mainly due
to restatement of CTEEP’s Annual Revenue AllowedRRreferring to 2010/2011 cycle through 2011/2@%2le,
according to accumulated General Market Price Ir{t&é®M) variation.

Financial revenue from CTEEP’s concession agreements amounted ta6Rillion in 2011 (R$1.4 billion in
2010) reflecting remuneration on balance of comsimn work receivables, which recorded a positiagiation of
21%. In addition, in July 2011, CTEEP and its sdiagies recognized positive adjustments from annaaff

repositioning, that affected its cash flows of R&®4million (R$86.4 million in 2010), such as adjaent in annual
financial revenue, considering that financial &s§®m concession are classified as loans reclksvab

Deductions from operating revenueamounted to R$367.8 million in 2011 and R$295.Rioniin 2010, and they
refer to tax and charges reflecting operating reeegrowth.

Due to the factors mentioned abowet operating revenueincreased by 28.6%, amounting to R$2.9 billion in
2011 (R$2.2 billion in 2010), due to increase ofereue from construction by 59.1%; revenue from afien and
maintenance by 25.5%; financial revenue by 13.78dudtions from operating revenue by 23.5%.

Construction and operation/maintenance costicreased by 39.6%, amounting to R$1.3 billio2@i1 (R$948.2
million in 2010), due to addition of R$ 366.5 nulti referring to expenses incurred from material senices used
in CTEEP’s Serra do Japi and IEMadeira construcdites.

Net operating expenseslid not present any total relevant variations 2R&1 million in 2011 and R$238.3 million
in 2010. Following are some important changes ia freriod: (i) gains from reversal of provisionr fo
contingencies, amounting to R$27.6 million due datipl success in labor proceedings, (ii) consttubf provision
for losses with inventories totaling R$17.9 milljofiii) increase in service hiring expenses amagtio R$6.0
million, and (iv) increase in personnel expenséalittgy R$3.2 million due to adjustment accordingdtte collective
bargaining index for the period.

EBITDA margin was 50.1%, totaling R$1.4 billion in 2011.&%, R$1.1 billion in 2010).

Financial expenses amounted to R$215.9 millionGh12 a 50.8% decrease compared to R$438.6 milli20L0,
due to decrease in expenses incurred from REDEpr@nd higher financial leverage as comparedddast two
years.

Income and social contribution taxes expenses ased by 20.9%, adding R$277.2 million in 2011 agaR$229.3
million in 2010. The effective income and sociahtrdution taxes rate was 24.2% in 2011, compaoe86t3% in
2010. Major permanent differences that addresstian between effective rate and nominal rate apelses from
interest on equity resulting from equity pickup aedersal of provision for equity integrity maingace.

In view of the above-mentioned factongt profit for 2011 totaled R$297.5 million, whereas in 201€® Company
recorded R$104.5 million in loss.

INDEPENDENT AUDITORS

In compliance with the Brazilian Securities Exchar@ommission (CVM) Rule No. 381 of January 14, 2082\
CAPITAL hereby notifies that its individual and amilidated financial statements for the years emdscember 31,
2011 and 2010 were audited by Ernst & Young Teraditdres Independents S.S. (“Ernst & Young Tercdhe
latter has provided solely services related toresieaudit to the Company.
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As regards services not related to external al@i, Capital follows principles that preserve indegence of the
auditor, who must not audit its own work nor penfomanagerial roles or even provide legal counselinkis/her
client.

POLICIES AND PROCEDURES

The Company’s policies and those of its subsidfphibit engaging independent auditors to provielvises that
may cause conflict of interests or loss of thejeotivity.

Management



ISA CAPITAL DO BRASIL S.A.

Balance Sheets
At December 31, 2011 and 2010
In thousands of reais, except where otherwise state

Company Consolidated
Note 12.31.2011 12.31.2010 12.31.2011 12.31.2010
Assets
Current assets
Cash and cash equivalents 6 351,567 257,261 558,862 312,244
Trade accounts receivable (concession assets) 7 - - 1,474,794 1,424,390
Inventories - - 50,052 44,791
Loans receivable 11 9,393 - 9,393 -
24.h and
Interest on equity and dividends receivable 30 84,828 65,844 - -
Receivables - State Finance Department 8 - - 14,906 22,938
Taxes and contributions to offset 9 44,950 36,806 56,276 48,036
Pledges and restricted deposits 12 2,612 2,320 2,612 2,320
Prepaid expenses - - 3,190 2,611
Derivative financial instruments 3la - - 1,673 -
Other 2 59 74,488 35,814
493,352 362,290 2,246,246 1,893,144
Non-current assets
Long-term receivables
Trade accounts receivable (concession assets) 7 - - 5,335,027 4,225,309
Receivables — State Finance Department 8 - - 810,750 681,129
Tax benefit — merged goodwill 10 - - 119,079 147,911
Deferred income and social contribution taxes 29.b 45,058 - 45,058 28,050
Pledges and restricted deposits 12 - - 61,886 42,248
Derivative financial instruments 3la - - 54,195 -
Loans receivable 11 44,653 39,663 44,653 39,663
Inventories - - 145,395 184,264
Other - - 27,617 6,624
89,711 39,663 6,643,660 5,355,198
Investments 13 2,039,320 2,113,593 - -
Property plant and equipment 14 52 37 8,836 9,231
Intangible assets 15 - - 240,152 297,066
2,039,372 2,113,630 248,988 306,297
2,116,305 2,153,293 6,879,870 5,661,495
Total assets 2,622,435 2,515,583 9,138,894 7,554,639




ISA CAPITAL DO BRASIL S.A.

Balance Sheets
At December 31, 2011 and 2010

In thousands of reais, except where otherwise state

Liabilities and equity

Current liabilities
Trade accounts payable
Borrowings and financing
Debentures
Taxes and social charges payable
Taxes in installments — Law No. 11941
Regulatory charges payable
Cumulative fixed dividends payable
Derivative financial instruments
Interest on equity and dividends payable
Provisions

Payables — Law No. 4819/58 — State Finance
Department
Payables — Law No. 4819/58 - OPA

Payables — Fundacéo CESP
Other

Non-current liabilities
Long-term payables

Borrowings and financing
Debentures

Taxes in installments — Law No. 11941
Deferred Social Contribution Tax on Gross

Revenue for Social Integration Program (PIS) amd fo

Social Security Financing (COFINS)

Deferred income and social contribution taxes

Regulatory charges payable

Provisions

Payables — Law No. 4819/58 — State Finance

Department

Payables — Law No. 4819/58 - OPA

Special obligations — reversion and amortization

Equity
Capital

Capital reserve
Goodwill on capital transaction

Income reserve

Non-controlling shareholders
Equity

Total liabilities and equity
See accompanying notes.

Company Consolidated
Note 12.31.2011 12.31.2010 12.31.2011 12.31.2010
325 147 83,338 94,064
16 2,177 1,934 1,009,850 334,347
17 - - 389,825 2,154
18 8,078 2,533 88,351 91,277
19 - - 12,273 10,353
20 B, . 28,824 49,559

24.b 36,004 - 36,004 -
3la - - 27,226 -
24.h - - 147,328 127,978
21 13 11 23,290 22,674
5.a 6,335 8,423 6,335 8,423
5.a 3,715 4,946 3,715 4,946
22 - - 6,244 6,503
- 9 30,185 13,883
56,647 18,003 1,892,788 766,161
16 59,371 52,737 1,043,635 592,769
17 - - 389,636 553,639
19 - - 145,236 144,964
- - 229,519 117,632
29.b - - 42,176 9,352
20 - - 32,334 2,174
21 - - 101,832 161,688
5.a 232,549 215,498 232,549 215,498
5.0 146,068 135,456 146,068 135,456
23 - - 24,053 24,053
437,988 403,691 2,387,038 1,957,225
24.a 840,378 840,378 840,378 840,378
24.d 1,199,400 1,199,400 1,199,400 1,199,400
24.e (7,488) - (7,488) -
24.f 95,510 54,111 95,510 54,111
2,127,800 2,093,889 2,127,800 2,093,889
- - 2,731,268 2,737,364
2,127,800 2,093,889 4,859,068 4,831,253
2,622,435 2,515,583 9,138,894 7,554,639




ISA CAPITAL DO BRASIL S.A.

Income Statements
Years ended December 31, 2011 and 2010
In thousands of reais, except where otherwise state

Company Consolidated
Note 12.31.2011 12.31.2010 12.31.2011 12.31.2010
Net operating revenue 251 - 2,900,805 2,256,286
Construction, operating and maintenance services -
cost 26 - (1,323,409) (948,270)
Gross profit - 1,577,396 1,308,016
Operating (expenses) income
General and administrative expenses 26 (3,408) (17,760) (130,425) (155,693)
Other expenses, net 28 (55,969) (59,139) (86,724) (82,978)
Equity pickup 13.c 345,777 306,266 - -
286,400 229,367  (217,149) (238,671)
Income before financial income and expenses
and taxes on profit 286,400 229,367 1,360,247 1,069,345
Financial expenses 27 (74,220) (586,729) (410,797) (738,982)
Financial income 27 58,798 252,828 194,855 300,385
(15,422) (333,901) (215,942) (438,597)
Profit (loss) before income and social
contribution taxes 270,978 (104,534) 1,144,305 630,748
Income and social contribution taxes
Current 29 (18,507) - (262,713) (222,630)
Deferred 29 45,058 - (14,580) (6,746)
26,551 - (277,293) (229,376)
Profit (loss) before payment to non-controlling
shareholders 297,529 (104,534) 867,012 401,372
Net profit for the year attributed to non-contnodji
shareholders - - (569,483) (505,906)
Net profit (loss) for the year attributed to contraling
shareholders 297,529 (104,534) 297,529 (104,534)
Earnings (loss) per share — Base and Diluted 24.9 0.2074 (0.0809) - -
Average number of shares in the year 1,434,469,504 1,291,382,128



ISA CAPITAL DO BRASIL S.A.

Statements of Changes in Equity
Years ended December 31, 2011 and 2010
In thousands of reais, except where otherwise stated

Balances at December 31, 2009

Capital payment in cash, contribution by sharehoteBC on March 9, 2010 (note 24 a (i))
Establishment of capital reserve in cash, contidiouby shareholder HSBC on March 3, 2010 (note g¥) a

Capital payment in cash, contribution by sharehott®®BC on March 9, 2010 (note 24 a (note 24 a (ii))
Establishment of capital reserve in cash, contidiouby shareholder HSBC on March 3, 2010 (note dote 24 a

(i)

Capital increase in subsidiary

Net profit/(loss) for the year
Payment of dividends - subsidiaries
Interest on equity - subsidiaries
Recognition of accumulated loss

Balances at December 31, 2010

Capital increase in subsidiary

Payment of additional dividends proposed for 2046t¢ 24h)
Goodwill on capital transaction (Note 24e)

Profit for the year

Cumulative fixed dividends paid in the year (Notec?
Cumulative fixed dividends payable (Note 24 b)

Payment of dividends - subsidiaries
Payment of dividends in arrears - subsidiaries
Interest on equity - subsidiaries

Interest on equity in arrears - subsidiaries
Retained earnings reserve

Balances at December 31, 2011

See accompanying notes.

Income reserve

Goodwill Retained

Capital on capital Retained  earnings/accumu Non-controlling Total

Capital reserve  transaction reserve profit lated losses Total equity shareholders equity
839,778 - 5,881 152,764 - 998,423 2,785,803 3,784,226
420 - - - - - 420 - 420
- 839,580 - - - - 839,580 - 839,580
180 - - - - - 180 - 180
- 359,820 - - - - 359,820 - 359,820
- - - - - - - 31,695 35,480
- - - - - (104,534) (104,534) 505,906 401,372
. . - - - - - (429,632) (429,632)
- - - - - - - (156,408)  (156,408)
- - - - (104,534) 104,534 - - -
840,378 1,199,400 - 5,881 48,230 - 2,093,889 2,737,364 4,831,253
- - - - - - - 18,922 18,922
- - - - - - - (123,557) (123,557)
- - (7,488) - - (71488 - (71488)
- - - - - 297,529 297,529 569,483 867,012
- - - - (48,230) (171,896) (220,126) - (220,126)

- - - - (36,004) (36,004) - (36,004)
- - - - - - - (313,595) (313,595)
- - - - - - - 820 820
- - - - - - - (158,693)  (158,693)
- - - - - - - 524 524
- - - 89,629 (89,629) - - -
840,378 1,199,400 (7,488) 5,881 89,629 - 2,127,800 2,731,268 4,859,068
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ISA CAPITAL DO BRASIL S.A.

Cash Flows Statements
Years ended December 31, 2011 and 2010
In thousands of reais, except where otherwise state

Cash flow from operating activities

Net profit (loss) for the ye

Adjustments to reconcile net profit (loss) to caslyenerated by (used in)
operating activities

Non-controlling shareholders

Depreciation and amortization (Notes 14, 15 and 26)
Amortization of bonus - prepaid expenses (Note)16.a
Loss in acquisition of joint subsidiary (Note 28)
Realization of loss in joint subsidiary

Deferred income and social contribution taxes
Deferred PIS and COFINS

Provision for contingencies

Withholding Income Tax (IRRF) recoverable (Note 6)
Residual cost of permanent assets written off

Equity pickup (Note 13.c)
Amortization of goodwill (Note 15)
Capital losses

Interest, inflation and foreign exchange adjustraemt assets and liabilities

(Increase) decrease in assets
Trade accounts receivable (concession assets)
Inventories
Receivables

Taxes and contributions to offset
Pledges and restricted deposits
Derivative financial instruments

Other

Increase (decrease) in liabilities
Trade accounts payable

Taxes and social charges payable

Taxes in installments — Law No. 11941
Regulatory charges payable

Provisions

Payables — Law No. 4819 and Fundacao CESP

Other

Net cash generated by (used in) operating activitie

See accompanying notes.
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Company Consolidated
12.31.2011 12.31.2010 12.31.2011 12.31.2010
29752¢ (104,534) 2932¢ (104,534)

- - 569482 50390¢
13 11 6151 605¢
- 1752 - 1752
- - 2849C -
- - (2,445) -
(45,058) - 58 674€
- - 105,754 602
- - 1,589 31,522
(3,931) - (3,931) -
- - 29 1562
(345,777) (306,266) - -
556¢ 556¢ 8480C 8480C
- 21 - 211
i) 30432¢ 23982 431391
(11,962) (34,489) 1,342,011 1,639
- - (1,1¢61) (582,470)
- - 33584 (58,873)
(7,944) 484 (129,533) (120,772)
(998) (10,901) (876) 191154
(178) 3J5e (19,816) BKHeE
- - (2,088) -
58 (37) (5,822) (76,151)
(9,062) 2BW¢  (1,270,511) (607,556)
16C (105) (8,175) 5211
529t (1,285) (3,224) (889)
- - (9,592) -
25(C - 80z 844k
- - (60,943 (42,787)
(3,319) 25¢€ (3,578) 4z
13) - (39,637) 4772¢
2,372 76€ (115,548) 36,88
(18,652) (5,325) (44,048) 46896°




ISA CAPITAL DO BRASIL S.A.

Cash Flows Statements
Years ended December 31, 2011 and 2010
In thousands of reais, except where otherwise state

Company Consolidated

12.31.2011 12.31.2010 12.31.2011 12.31.2010
Cash flow from investing activities
Property, plant and equipment (Note 14) (28) 2) (2,503) (3,607)
Intangible assets (Note 15) - - (2,336) -
Investments (Notes 13.c and 13.d) (3,262) - (18,544) -
Opening balance of IEMG’s cash and cash equivakritse
moment of controlling interest acquisition - - 2,174 -
Interest on equity and dividends received (note 48d 24.h) 340,872 287,908 - -
Net cash used in investing activities 3582 287,906 (21,210) (3,607)
Cash flow from financing activities
New loans - - 1,554,266 993,458
Loan payment (including interest) (4,498) (1,255,324) (457,872) (1,984,071)
Payment of derivative financial instruments - - (3,931) -
Dividends and interest on equity paid (220,126) - (794,470) (463,767)
Capital payment - 600 13,883 600
Capital increase - - - 28,030
Establishment of capital reserve - 1,199,400 - 1,199,400
Net cash generated by (used in) financing activitie (224,624) (55,324) 311,876 (226,350)
Net increase (decrease) in cash and cash equivalent 94,306 227,257 246,618 239,006
Cash and cash equivalents at the end of the year 351,567 257,261 558,862 312,244
Cash and cash equivalents at the beginning ofe¢he y 257,261 30,004 312,244 73,238
Changes in cash and cash equivalents 94,306 227,257 246,618 239,006

Company

Total interest paid by the Company was R$4,498 §8EB in 2010) referring to borrowing and financaescribed
in Note 16. The Company did not pay income andasamntribution taxes for the year, and used tadits to

offset them instead.

Consolidated

Total interest paid by the Company and its subsidiar the year was R$143,474 (R$191,463 in 20dgfgrring to
borrowing and financing described in Note 16. Tatglome and social contribution taxes paid by CTHEER its
subsidiaries and joint subsidiaries for the yeaoamted to R$ 244,188 (R$76,230 in 2010).

See accompanying notes.
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ISA CAPITAL DO BRASIL S.A.

Value Added Statements
Years ended December 31, 2011 and 2010
In thousands of reais, except where otherwise state

Company Consolidated
2011 2010 2011 2010
Revenu¢
Operating income - - 3,268,689 2,551,543
Other operating income - - 35,798 6,030
- - 3,304,487 2,557,573
Inputs acquired from third parties
Cost of services provided - - (17,485) (484,786)
Materials, electric power, third party services and
other (1,190) (2,983) (1,219,533) (395,787)
(1,290 (2,983 (1,237,018 (88C,573
Gross value added (1,190) (2,983) 2,067,469 1,677,000
Withholdings
Depreciation and amortization (55,982) (68,731) (62,120) (74,777)
Value added generated by the entity, net (57,172) (71,714) 2,005,349 1,602,223
Received in a transfer
Equity pickup 345,777 306,266 - -
Financial income 58,798 252,828 194,855 300,385
404,575 559,094 194,855 300,385
Total undistributed value added 34703 487,380 2,200,204 1,902,608
Distribution of value added
Personnel
Direct compensation (1,204) (1,034) (155,080) (122,580)
Benefits (434) (409) (36,073) (32,483)
Government Severance and Indemnity Fund for
Employees (FGTS) 4) - (10,203) (10,306)
Other - (4) - (4)
(1,642) (1,447) (201,356) (165,373)
Taxes, fees and contributions payable
Federal 16,667 (12,176) (698,755) (582,246)
State (13) (28) (709) (613)
Local - (18,270) (12,576)
16,654 (12,194) (717,734) (595,435)
Compensation on third-party capital
Rental (252) (249) (13,428) (10,910)
Interest, inflation and foreign exchange adjustrment
net (64,634) (574,854) (400,674) (726,348)
Other - (3,170) - (3,170)
(64,886) (578,273) (414,102) (740,428)
Compensation on equity
Cumulative fixed dividends distributed (171,896) - (171,896) -
Cumulative fixed dividends to be distributed (3P0 - (36,004) -
Non-controlling shareholders - - (569,483) (505,906)
Retained profit 89,629 (104,534) 89,629 (104,534)
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1.1.

ISA CAPITAL DO BRASIL S.A.

Notes to financial statements
At December 31, 2011 and 2010
In thousands of reais, except where otherwise state

Operations
Business purpose

The business purpose of ISA Capital do Brasil S'/ASA Capital” or “Company”) includes holding equit
interest in other companies or ventures, as a meorbghareholder, partnership in joint venturesmiership in
consortiums, or any type of business cooperation.

At a privatization auction held on June 28, 2006B@PVESPA, pursuant to Notice SF/001/2006, the Sdiald®
State Government, which was the majority stockholoie CTEEP - Companhia de Transmissdao de Energia
Elétrica Paulista (“CTEEP”) up to then, sold 31,38D,064 of its common shares, which account fot @ of

the common shares issued by CTEEP. The winnereddtistion was Interconexion Eléctrica S.A. E.SIBA").

The financial settlement of the transaction toacplon July 26, 2006 with the resulting transfethefownership
of the aforementioned shares to ISA Capital, a iBaazcompany controlled by Interconexion EléctriSaA.
E.S.P., established to operate in Brazil, thus g CTEEP’s controlling shareholder. This trangactwas
approved by the National Agency of Electric Enef@WNEEL) on July 25, 2006, pursuant to Authorizing
Resolution No. 642/06, published in the Officialz8te on July 26, 2006.

On September 12, 2006 the Company purchased anb®@21,687 common shares issued by CTEEP, held by
the Government of the State of Sdo Paulo, and betiaenholder of 31,351,911,751 common shares.

On January 09, 2007 the Company acquired, throygibhc offering auction (OPA) for the acquisitiofishares
held on BOVESPA, 24,572,554,070 common shares dsbyeCTEEP, corresponding to 39.28% of the total of
this type of shares, pursuant to the public offgriotice published on December 4, 2006.

As a result of this acquisition the Company becémeeholder of 89.40% of the voting capital and 8%of the
total capital of CTEEP. Thus, after the CTEEP’serse stock split on July 12, 2007, the Company iinecthe
holder of 55,924,465 common shares.

Later, the Company paid in CTEEP capital equivatent,727,517 common shares — 574,927 shares onsAug
24, 2009, 594,477 shares on April 23, 2010 and1358shares on December 21, 2011. Such capitalizatises
from CTEEP’s tax benefit resulting from the par@ahortization of the special reserve for mergeddgalb for
financial years 2009, 2010 and 2011. ISA Capitgluaed another 63,146 common shares in an aucfieraess
shares from CTEEP’s capital increase. Consequeatl{December 31, 2011, the Company held 57,715,128
common shares, which are equivalent to 37.81% &KEH's total capital and 89.50% of its voting capita

On March 9 and 19, 2010, in order to restructusefareign-currency-denominated debt contracts (bprithe
Company increased capital twice by issuing prefersbares at the price of R$ 2.020731 per sharégy ful
subscribed by HSBC Finance (Brazil) S.A. Multiplar, as follows:

(i) In the Special Shareholders’ Meeting held on Me&¢2010, under Board of Directors’ Proposal tedated
March 8, 2010, Company’s capital increase by R$@® was approved, R$ 420 of which was allocated to
capital and R$ 839,580 allocated to capital resdvyecreating and issuing 415,691,162 redeemalgfeped
shares distributed into 13 classes, entitled tedfisumulative dividends, which were subscribed @aid-in on
the same date. Accordingly, Company’s capital iaseel from R$ 839,778 to R$ 840,198, comprising
1,256,316,162 shares. In the same meeting, mayddiadend reduction was approved, which decreased
from 25% to 1%, and amendment of the Company’schsi of Incorporation; and
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1.2

ISA CAPITAL DO BRASIL S.A.

Notes to financial statements
At December 31, 2011 and 2010
In thousands of reais, except where otherwise state

(i) In the Board of Directors’ meeting held on Marc®, 2010, a new capital increase was approved within
authorized capital limit, with issue of 178,153,3#®%leemable preferred shares, into 13 classesledntd
cumulative fixed dividends, amounting to R$ 360,0@ich was fully subscribed and paid in on the same
date, R$ 180 of which were allocated to the Comjzargpital and R$ 359,820 to capital reserve.

Accordingly, after both capital increases, as of®@eber 31, 2011, the Company’s subscribed andipaidpital
amounts to R$ 840,378 (R$ 840,378 as of Decembel@®l0) and comprises 840,625,000 common shares and
593,844,504 preferred shares. On May 27, 201@eagled by the shareholders, the Company unlistea f
CVM.

SubsidiaryCTEEP shares are traded on BOVESPA. In additidiEEP has a Rule 144 A American Depositary
Receipts (ADRs) program in the United States. Tégoditary bank for the ADRs is the Bank of New Y,axkd
the custodian bank is Banco Itau S.A.

SubsidiaryCTEEP has its preferred shares included in BOVESR#ex (IBOVESPA), in the Corporate
Governance Index (IGC) and the Electric Energy xdEE).

Concessions

CTEEP is entitled to explore, either directly odinectly, the following Public Utility Concessiongheements for
Electric Power Transmission:

Periodic Tariff Annual Revenue
Review Allowed (RAP)
RAP
Interest Term Maturity in Restatement R$ Base
Concessionaire Agreement (%) (years) (dd/mmlyy) Term Next step index thousand month
Directly
CTEEP 059/2001 (*) 37.8059 20 07.07.15 4 years 2013 Non- IGPM 1,992,484 06/11
CTEEP 143/2001 37.8059 30 20.12.31 n/a n/a Yes IGPM 15,793 06/11
Indirectly
IEMG 004/2007 37.8059 30 23.04.37 5 years 2012 Yes (IPCA) 14,193 06/11
Pinheiros 012/2008 37.8059 30 15.10.38 5 years 2014 No IPCA 7,386 06/11
Pinheiros 015/2008 37.8059 30 15.10.38 5 years 2014 No IPCA 13,474 06/11
Pinheiros 018/2008 37.8059 30 15.10.38 5 years 2014 No IPCA 3,174 06/11
Pinheiros 021/2011 37.8059 30 09.12.41 5 years 2017 No IPCA 4,400 09/11
Serra do Japi 026/2009 37.8059 30 18.11.39 5 years 2015 No IPCA 25,200 06/11
IENNE 001/2008 9.4514 30 16.03.38 5 years 2013 No IPCA 36,435 06/11
IESul 013/2008 18.9029 30 15.10.38 5 years 2014 No IPCA 4,447 06/11
IESul 016/2008 18.9029 30 15.10.38 5 years 2014 No IPCA 8,006 06/11
IEMadeira 013/2009 19.2810 30 25.02.39 5 years 2014 No IPCA 176,249 11/08(**)
IEMadeira 015/2009 19.2810 30 25.02.39 5 years 2014 No IPCA 151,788  11/08(**)
IEGaranhuns 022/2011 19.2810 30 09.12.41 5 years 2017 No IPCA 68,900 09/11

(*) Concession agreement No. 059 of Subsidiary CHEEsubdivided into: SE (Existing Service) refegrio the
energized installations until December 31, 1999 Hih (New Investments) referring to energized ilatmns as
from January 1, 2000. Information related to padddriff review refers to concession agreement 0&2 NI.

(**) According to the concession agreement, RAH b readjusted on an annual basis, after the x@starts up.
Subsidiary CTEEP expects that IEMadeira startswupid-2012 (batch D) and 2013 (batch F).
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ISA CAPITAL DO BRASIL S.A.

Notes to financial statements
At December 31, 2011 and 2010
In thousands of reais, except where otherwise state

Due to acquisition of the shareholding control afFEEP by ISA Capital on June 28, 2006, an amendrent
concession agreement 059/2001 - ANEEL of CTEEP sigised on January 29, 2007, in order to refle thi
reality of the new controlling stockholder. In tlsmendment, the conditions initially negotiated everaintained
and a clause was added defining that the goodwitl ; the auction, as well as the special oblayatiand the
amounts arising from State Law No. 4819/58 deteeahim Sale Notice SF/001/2006, will not be consideby
ANEEL for evaluation of the financial and econontialance of the concession. Further as a resultisf t
amendment, ISA Capital and ISA agreed to make @apintributions to CTEEP

All concession agreements above provide for tHet ol indemnification at the end of the term thdreo
Participation in auctions

(i) Auction 001/2009

Batch C - Porto Velho — Jauru Transmission Line

Batch C refers to the third 230 kV transmissiore licircuit between Jauru (Mato Grosso) and Portch&/el
(Rondbnia), totaling 987 km. Linha Verde Transmiasde Energia S.A. was incorporated on July 2, 21609
develop this venture.

On May 19, 2010, Linha Verde filed a request withNEEEL for prior approval to transfer shares held by
Subsidiary CTEEP to Abengoa Concessdes Brasil Hglds.A. On March 15, 2011, ANEEL, through
Authorization Decision No. 2814, approved the retjuer transfer of shares held by Subsidiary CTE&P
Abengoa Concessdes Brasil Holding S.A.  On AprieG11, Subsidiary CTEEP transferred the sharbsldt in
Linha Verde to Abengoa Concessdes Brasil Holdidg S.

Batch D - Porto Velho — Rio Branco Transmission Lie

This batch refers to the second 230 kV transmiskincircuit between Porto Velho (Rondénia), Abuaréd Rio
Branco (Acre), totaling 487 km. Rio Branco Transsois de Energia S.A. was incorporated on July R920
develop this venture.

On October 29, 2010, Rio Branco filed a requesh vifNEEL for prior approval to transfer shares hél
Subsidiary CTEEP to Centrais Elétricas do NorteBdasil S.A. — Eletronorte. On February 15, 201158\,
through Authorization Decision No. 2774, approvke tequest for transfer of shares held by SubsidiarEEP
to Centrais Elétricas do Norte do Brasil S.A. —tileorte. On May 5, 2011, CTEEP transferred shiresld in
Rio Branco to Centrais Elétricas do Norte do Brasi.

Batch E — Jauru — Cuiaba Transmission Line and Jaur substation

This batch refers to the 500 kV transmission lieéakeen Jauru and Cuiab& (Mato Grosso), totalingkdd8and

the Jauru substation of 500/230 kV. Transmissoréolftassense de Energia S.A. was incorporated gn2]jul
2009 to develop this venture. On May 14, 2010, Blidoy CTEEP transferred shares it held in Matogeose to
Mavi Engenharia e Contrucées Ltda.

(i)  Auction 001/2011

On June 10, 2011, through ANEEL auction No. 0011204 a public session on BM&FBOVESPA, Subsidiary
CTEEP constituted, together with Companhia Hidrétiida do S&o Francisco - Chesf, the Extremoz atinsg
which bought at the auction batch A, comprising C&ara-Mirim - Jodo Camara Il, of 500 kV with 64 kbT;
Ceara-Mirim - Campina Grande lll, of 500 kV with28m; LT Ceara-Mirim - Extremoz Il, of 230 kV with6
km; LT Campina Grande Ill - Campina Grande Il, w8ts km; SE Jodo Camara Il of 500 kV, SE Campina
Grande Il of 500/230 kV and SE Ceara-Mirim of 5080 kV.
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ISA CAPITAL DO BRASIL S.A.

Notes to financial statements
At December 31, 2011 and 2010
In thousands of reais, except where otherwise state

This project involves estimated investment of R®.62million and Annual Revenue Allowed (RAP) of B$.9
million, as of June 2011. Subsidiary CTEEP’s owhigrsnterest in the venture is 51%. Start up oérafion is
scheduled for August 2013.

Presentation of financial statements
Basis for preparation and presentation

The individual financial statements identified &o'mpany" were prepared and are presented in acozedaith
accounting practices adopted in Brazil, which cdegpprovisions contained in Brazilian Corporatioaw,
pronouncements, interpretations and guidance issydtazilian Financial Accounting Standards Bo@i@PC")
and approved by Brazilian Securities and Exchangem@ission ("CVM"). In compliance with current BrAan
legislation, these individual financial statemeptesent an assessment of investments in subsil@nig in joint
ventures by the equity pickup method. As such, gheslividual financial statements are not considess in
accordance with International Financial Reportintgn8ards (“IFRS”), under which such investments tnies
posted at fair value or cost.

The consolidated financial statements identifiedGmnsolidated” were prepared and are presenteddordance
with accounting practices adopted in Brazil, whathmprise provisions contained in Brazilian Corpiamat_aw,
pronouncements, interpretations and guidance isbye@dPC and approved by CVM, which are in compléanc
with IFRS issued by the International Accountingrigtards Board (IASB).

Considering that there is no difference betweensalisated equity and consolidated P&L attributedthe
Company's shareholders as stated in the consdlidiatgncial statements prepared in accordance WS and
other accounting practices adopted in Brazil, dred @ompany’s equity and P&L stated in individualaficial
statements prepared in accordance with accountiagtipes adopted in Brazil, the Company chose &sent
these individual and consolidated financial stateisién one single statement, side by side.

Except for the P&L for the year, the Company hastier comprehensive income. Therefore, the statesrad
comprehensive income are not presented hereire ey are equivalent to the income statementthéoyear.

Both individual and consolidated financial statetsewere prepared based on historical cost, unldsswise
stated, as described in the following accountingctices. Historical cost is usually based on faifug of
considerations paid in exchange for assets.

Functional and reporting currency

The financial statements of the Company and ealbbidiary are stated in reais, which is the curresicthe main
economic environment where those companies opéfatectional currency”).

Significant judgment, accounting estimates and assuptions

Preparing the individual and consolidated finanatdtements requires that management make judgmaset,
estimates and adopt assumptions based on objectdsubjective factors, to determine the approp@aiounts
to record certain transactions affecting assethiliiies, revenues and expenses. Actual figuressudh
transactions may be different from those estimates.

These judgments, estimates and assumptions arwediat least on an annual basis and any adjustraeat
recognized for the period for which those estimatesreviewed.

Critical judgments, estimates and assumptions aefated to the following aspects: recording concgssi
agreements, time of recognition of financial ass#d$ermining construction, operating and mainteeamvenues,
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ISA CAPITAL DO BRASIL S.A.

Notes to financial statements
At December 31, 2011 and 2010
In thousands of reais, except where otherwise state

defining the effective interest rate of financiasats, reviewing credit and other risks in detemmginequired
provisions, including the provision for tax, cigihd labor contingencies.

. Record of concession agreements ( ICPC 01 and GBIPC

When recording concession agreements, the Comparfgrmed analyses involving management’s judgment,
substantially related to: concession agreementgregation relevance, determining and classifyingemses with
construction, expansion and reinforcement as fimhrassets. The accounting treatment for each ezt
agreement and their respective characteristicdeseribed in Notes 3.23 and 7.

e Time of financial asset recognition

Through its subsidiary CTEEP, the Company’s managgrassesses time of financial asset recognitisecdan
economic characteristics of each concession agmer8absequent additions to financial assets aregrézed
only when the construction service related to esmarimprovement/reinforcement of its infrastruetuwhich
represents potential additional revenue generaisoperformed. In these cases, the constructioiyatibn is not
recognized upon contract execution, but in the tooson phase, having financial assets as perracantry.
Indemnification financial assets are recognized mbenstruction is completed, and are included astcoction
service compensation.

. Determining the effective interest rate of the fioal asset

The effective interest rate is the rate that distewxactly estimated future cash flow receiptpayments over
the instrument estimated life. Such interest ratdetermined by the concession agreement and itedixed or
change according to new investments. If an engtyjemws its estimated payment, revenue or intel@st, ithe
financial asset amount recorded is adjusted so asflect estimated effective and reviewed castvgloand the
adjustment is recognized as revenue or expends&lin

. Determination of construction revenue

When the concessionaire provides construction sesyirelated revenue is recognized at fair valud an
corresponding costs are turned into expenses waitistruction services rendered, thus enabling profitgin
computation. In recording construction revenues, @ompany’s management, through its subsidiary GTEE
assesses issues related to primary responsibditycbnstruction service rendering, even when sesviare
outsourced, work monitoring and/or management casiasidering that projects include sufficient miartp
cover construction costs plus certain expenseshmrconstruction period. All assumptions describecein are
used for construction activity fair value deterntioa purposes.

e Asset value subject to indemnification

As set forth in the contracts, if the concessiomses to exist, service-related assets will be sedeby operation
of law to the grantor, by identifying, assessind determining the indemnification payable to thaassionaire,
considering the amounts and dates of its additmrthe electrical system. Through its subsidiary EPE
management considers that the indemnification tichwh is entitled corresponds to the New Replacenv&alue

adjusted by accumulated depreciation of each it€onsidering the uncertainties existing in today'ergy

market, the subsidiary CTEEP estimated the indecatiobn value of its assets based on their cormedipg book
values, which is the minimum amount management nstaieds as guaranteed by current regulation. Cerisgl

that management monitors industry regulation orolgoing basis, should there be changes theretomhutt

change estimates on assets indemnification, theuatiog effects thereof will be addressed on appgosve basis
in the financial statements. However, managemetgrages its commitment to continue defending tA&EEP’s

shareholders’ interests in realizing these assetss to leverage return on capital invested ircession, within
legal limits.
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ISA CAPITAL DO BRASIL S.A.

Notes to financial statements
At December 31, 2011 and 2010
In thousands of reais, except where otherwise state

. Determining maintenance and operating revenues

When the concessionaire provides maintenance aadhiiy services, revenue is recognized at fainevand
corresponding costs, according to the work conqestatus.

Consolidation procedures

The consolidated financial statements include itm@ntial statements of ISA Capital and its subsi\d@TEEP, as
well as their direct, indirect and joint subsidéai

Equity control is obtained when a Company has thegp to control an entity’s operating and finangialicies so
as to receive benefits from its activities.

Subsidiaries and joint ventures of CTEEP are fatig proportionally consolidated, respectively, rasnfthe date
control, joint control, begins through the datetsaontrol, joint control, cease to exist.

At December 31, 2011, interest held in direct amtirect subsidiaries was as follows

Interest %

Financial statements reporting date 12.31.2011  12.31.2010

Direct

CTEEP 12.31.2011 37.8059 37.6041
Indirect

Interligagdo Elétrica Pinheiros S.A. (Pinheiros) 2.31.2011 37.8059 37.6041
Interligagdo Elétrica Serra do Japi S.A. (Serrda&ju) 12.31.2011 37.8059 37.6041
Interligacdo Elétrica de Minas Gerais S.A. (IEMG) 12.31.2011 37.8059 22.5625
Indirect — jointly-controlled

Interligagdo Elétrica Norte e Nordeste S.A. (IENNE) 12.31.2011 9.4515 9.4010
Interligagdo Elétrica do Sul S.A. (IESUL) 12.31120 18.9030 18.8021
Interligacdo Elétrica do Madeira S.A. (IEMADEIRA) 12.31.2011 19.2810 19.1781
Interligacdo Elétrica Garanhuns S.A. (IEGARANHUNS) 12.31.2011 19.2810 -

The following procedures were adopted in the pragiam of these consolidated financial statements:
e eliminating subsidiaries’ equity;

e eliminating equity pickup; and

< eliminating consolidation intercompany assets @uilities, revenues and expenses.

Accounting practices were uniformly applied in@hsolidated companies and their financial yeaches that of
the Company. All consolidated companies had thaanicial statements examined or reviewed by indegein
auditors for consolidation purposes.

Regulatory Financial Statements

Pursuant to Regulatory Decision No. 396 issued DIEEL and published on February 23, 2010, Subsidiary
CTEEP must disclose Regulatory Financial Statem@@R), as from the year ended December 31, 2011.

DCR must contain reconciliation between incomeestah the Income Statements for the Year (DRE) gmegh
for corporation law purposes and the income preskint the Regulatory Income Statements for the YBRE),
as well as reconciliation between balances of amsogroups and subgroups contemplated in the coyfgan
balance sheets and regulatory balance sheets. ANE&I overseeing regulation details referringpreparation
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and review of regulatory financial statements. dh&e for completion and presentation thereof isil/Ag), 2012,
but there is possibility of extension.

Significant accounting practices

Income and expense recognition

Income and expenses are recognized on an acciial ba

Revenue recognition

Revenues are recognized as established by ICPG-B1Q 12 and OCPC 05 - see note 3.23). Concessamai
should record and measure revenues from servigesders in compliance with technical pronounces&RC

17 (IAS 11) — Construction Contracts and CPC 305(1¥8) — Revenues (maintenance and operating ss)yvice
even when such services are performed under aesioghcession agreement. Subsidiary CTEEP revenue
comprises the following:

Construction revenue

This refers to construction, expansion and reirgorent services for energy transmission facilitisch revenues
are recognized according to work completion statnd are calculated by adding PIS and COFINS rates t
investment value, since projects embed sufficieargim to cover construction costs plus expensestter
construction period, considering that a great numifeits facilities comprise outsourced agreemewith
unrelated parties.

Financial Income

This refers to interest recognized under the stitdige method based on the effective interest oateonstruction
revenues receivable. The effective interest ramomputed by discounting estimated future cash dlower the
expected financial asset life on initial book vatfehis financial asset.

Maintenance and operating revenue

This refers to maintenance and operating servidegnergy transmission facilities so as not to intet
availability of such facilities.

Income and social contribution taxes — current andleferred

The subsidiary computes such taxes in light ofiapple legislation provisions, based on net incoatjusted by
the inclusion of non-deductible expenses, exclusdmon-taxable profit and inclusion and/or exotumsiof
temporary differences. The Company decided to adoptAnnual Taxable Profit regime and its subsidiar
CTEEP, as from 2009 chose the Quarterly TaxablétPegime.

Current and deferred income and social contributéoes are computed at a rate of 15%, plus 10%vsum
taxable profit exceeding R$240, whereas socialrimriton tax is computed at a rate of 9% on taxaimefit.
These consider offset of income and social contidbuax losses, limited to 30% of taxable prafiany. Except
for Interligacdo Elétrica de Minas Gerais S.A. MB"), Interligacdo Elétrica Pinheiros S.A. (“Pinhas”),
Interligacéo Elétrica do Sul S.A. (“IESUL") and émligacdo Elétrica Norte e Nordeste S.A. ("IENNBRhich
chose the Taxable Profit regime, the other sub$edizare in pre-operating phase for tax purposed,do not
compute current taxes on profit.
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Deferred taxes arising from temporary differencesenset up in compliance with CVM Ruling No. 371 ,Jane
27, 2002, and CPC 32 (IAS 12) — Income Taxes, amgider historical profitability and expected fuguaxable
profit generation based on a technical study osilfday approved by management bodies.

Recovery of deferred tax assets is reviewed at gaghend and, when future taxable profit is nagymikely to
be available for total or partial asset recoveng, asset balance is adjusted to the amount exptecbedrecovered.

Deferred tax assets and liabilities are measureg@aitcable rates for the period such liabilities expected to be
settled or such assets are expected to be reabasdd on rates set forth in tax legislation effecat each year
end, or when an new legislation is substantiallyraped.

Deferred tax assets are only offset when there lisgal right to offset current tax assets againstent tax
liabilities, and when they are related to taxesaurtle same tax authorities and the Company intendsttle net
value of its current tax assets and liabilities.

3.4. Regulatory taxes and charges on revenue
(@) Taxeson sales

Revenues, expenses and assets are recognized taeesfon sales, except when taxes on sales |evieitie
purchase of goods or services are not recoverabie the tax authorities. In such case, the taxesades are
recognized as part of the acquisition cost of #s=hor expense item, as applicable.

(b)  Regulatory charges

The industry-related charges described below aregiahe Government policy for the Electric Powedustry
and are all defined by Law. Their amounts are sghfby decisions or orders issued by the Natidtiattric
Power (ANEEL), so that concessionaires may chaagéfs on electric power supply from consumers ane
classified under regulatory charges payable acdouthe balance sheets.

(i) Fuel consumption account (CCC)

CCC was created by Decree No. 73102 of Novemb#&B73. Its purpose is to reimburse part of totalegation
cost incurred with provision of electric power piabservice to isolated networks. Such cost comprisests
related to prices of electric power and associgteser as agreed with distribution agents, charges a
unrecovered taxes, electric power service provigioremote areas and engaging of capacity resenassure
electric power supply safety.

(i) Energy Development Account (CDE)
CDE was set forth by Law No. 10438 of April 26, 200or the purpose of providing resources to: igrgy
development of States; ii) competitiveness of epgugpduced from eolic sources, small hydropowemntsla

biomass, natural gas and mineral coal, in areagedeby the interconnected power networks; iii) poting
universalization of electric energy services inwile Brazilian territory.

(iif) Alternative energy source program (PROINFA)

PROINFA was set forth by Law No. 10438 of April 28002 and its objective is to increase the stake of
renewable alternative sources in the electric pgweduction in Brazil, such as: eolic power (windigmass and
small hydropower plants.

(iv) Global reversion reserve (RGR)

RGR was instituted by Decree No. 41019 of Febr@&ry1957. It refers to an annual amount set foytAREEL,

paid in twelve monthly installments by concessiogsi for the purpose of providing resources foersal and/or
takeover of electric power public services, as aslfinance expansion and improvement of such@esyvi

21



3.5.

(@)

ISA CAPITAL DO BRASIL S.A.

Notes to financial statements
At December 31, 2011 and 2010
In thousands of reais, except where otherwise state

(v) Research and development (R&D)

Concessionaires of electric power public distribatitransmission or generation services, permitdéeslectric
power public distribution services and companieth@ized to generate electric power independeettgept for
those generating power exclusively through eolidars biomass plants, performing qualified co-gatien and
small hydropower plants due to exemption, mustyappbercentage of its net operating income in Teldyical
Research and Development projects for the EleBtawer Industry — R&D, in accordance with regulasicaet
forth by ANEEL.

(vi) Inspection Charge (TFSEE)

TFSEE was set forth by Law No. 9427/1996 to bedlewin electric power production, transmission,ritistion
and trading. It is set by ANEEL on an annual basis.

Financial instruments
Financial assets
(vii) Classification and measurement

Financial assets are classified into the followapgcific categories: financial assets at fair vahreugh P&L,
investments held to maturity, financial assets labé for sale and lending and receivables. Whereguity
instrument is not quoted in an active market asdair value cannot be reliably measured, suchrunsgnt is
recorded at cost and tested ifimpairment.

Classification depends on financial assets purposkeis determined upon initial recognition. All végy financial
asset acquisitions or sales are recognized orewritff based on trade date. Regular acquisitionsabes
correspond to financial asset acquisition or sabpiiring assets delivery within the term establisti@ough a
market practice or standard.

The effective interest rate is used to calculateréized cost of a debt instrument and allocateréstegains over
the corresponding period. The effective interede im the rate that exactly discounts estimatediréutash
received during the estimated debt instrumentdifewhen appropriate, for a shorter period of titeenet book
value as of initial recognition date. Revenue mnized based on the effective interest rate ébt thstruments
not classified as financial assets at fair valueugh P&L.

Financial assets and liabilities are offset and amabunt is reported on the balance sheet when theréegally
applicable right to offset recognized amounts dr@G@ompany intends to settle them on a net basigatize the
asset and settle the liability simultaneously.

. Financial assets at fair value through profit or loss

Financial assets are classified at fair value thhoprofit or loss when they are held for tradingrecognized at
fair value through profit or loss. Financial assatfair value through P&L are carried atfair vaknd
any gains or losses are recognized in P&L. Netgjainlosses recognized in P&L include dividendsntarest
gains from financial asset, and are included irh&dgains and losses” in the statement of compsi®income.

A financial asset is classified as trading if (i)is especially acquired for short-term sale; @ (pon initial
recognition it is part of an identified financialstrument portfolio jointly managed by the Compamg has an
actual recent framework for gains in the short tesm(iii) it is a derivative not recognized as efifiective hedge
instrument.

A financial asset, other than those held for trgdimay be recorded at fair value through P&L upaitial
recognition if (i) such recognition eliminates agrsficantly reduces a measurement or recogniti@onsistency
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that would otherwise arise, or (ii) the financiasat is part of a group of managed financial assetkabilities
or both, and their performance is assessed bastdraralue in accordance with the Company’s docuotee risk
management or investment strategy, and when infitoman grouping is internally provided on the samasis;
or (iii) is part of a contract containing one orna@mbedded derivatives and CPC 38 and IAS 39 atltoav
combined contract to be fully recognized at failueathrough P&L.

At December 31, 2011 and 2010, financial assetssiflad under this category are related to cash cash
equivalents and derivative financial instruments.

. Held-to-maturity financial assets

Investments held to maturity are non-derivativaficial assets with fixed payments or payments stibje

determination and fixed maturity date which the @amy intends and has the capacity to hold to nigituhifter

initial recognition, investments held to maturitgameasured at amortized cost under the effectiterdst rate
method, less any impairment losses.

At December 31, 2011 and 2010, the Company hadhaadial assets classified as held to maturity.

. Available-for-sale financial assets

Financial assets available for sale correspondotederivative financial assets recognized as “aédl for sale”
or not classified as: (a) lending and receivab(e},investments held to maturity, or (c) financédsets at fair
value through P&L.

Gains or losses arising from changes in fair valuénancial assets classified as available foesalvhere
applicable, are recorded in "Other comprehensigenre” under equity, until the financial asset ittled, when
they are eventually reclassified to P&L for theipdr

At December 31, 2011 and 2010, the Company hadhaadial asset classified as available for sale.

. Loans and receivables

This classification includes non-derivative finaalcssets with fixed receipts or receipts subjecetermination,
which are not quoted in an active market. Excepterehapplicable, those assets with maturities over 1
months after the balance sheet date are recordkst aarrent assets, which are classified as noregtiassets.

Lending and receivables are measured at amortizedt ainder the effective interest rate method,
less any impairment losses. Interest income isgi@ized by applying the effective interest rate,eptcfor short-
term loans whose interest recognition would be ibenial.

At December 31, 2011 and 2010, the Company’s filshressets classified under this category comprised
accounts receivable (concession asset), receivalféate Finance Department and loans receivable.

(viii) Impairment of financial assets

Financial assets, except for those recognized at fealue through P&L, are measured by impairment
indicators at the end of each reporting period. dimpent losses are recognized if, and only if, éhisrobjective
evidence of the impairment of financial assets assalt of one or more events that had taken pétee initial
recognition, with impact on estimated future cdelv$ thereof.

Carrying value of financial assets is reduced diydny impairment loss for all financial assetscept for trade

accounts receivable, whose carrying value is rediung using a provision. Subsequent recoveries obusts
previously written off are credited to provisionh&hges in carrying value of allowance are recoghigeP&L. In
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2011, CTEEP’s management did not identify any dbjecevidence pointing to impairment of assets, and
provision was set up.

(ixX) Financial assets write-off

The Subsidiary CTEEP writes off financial assetly avhen the contractual rights to cash flows fromets asset
expire, or when it transfers the asset, and sutialigrall risks and rewards of ownership to anetcempany.

If Subsidiary CTEEP neither transfers nor retainsssantially all risks and rewards of ownershipfiofincial
assets, but continues to control the transferred  setasetained interest and corresponding
liabilities in amounts payable are recognized.t Ifétains substantially all risks and benefits haf ttransferred
financial asset item ownership, CTEEP continues retognize this asset, in addition to a
loan secured by revenues received.

In writing off all financial assets, the differenbetween the asset carrying amount and the maimty@icist sum
received and receivable and accrued gain or lodisbeirecognized in "Other comprehensive incometl an
accumulated in equity. In 2011, no write-off ofdircial assets occurred that may impact contraciytas.

Financial liabilities

Financial liabilities are classified at fair valtteough P&L when they are for trading or recognizédair value
through P&L. The other financial liabilities (ina@ing loans) are measured at amortized cost usiraytesed cost
under the effective interest rate method.

Derivative instruments and hedging activities
In 2011, CTEEP and its subsidiary IEMadeira begamse derivative financial instruments.

Derivative financial instruments used in hedgingmions are initially recognized at fair value the date the
derivative operation is engaged, and are subsdguentluated also at fair value. Any gains @askes resulting
from changes in derivatives fair value over therya entered directly in income statements.

For a hedging transaction to qualify teedge accounting purposes, the following requirements are requicebe
fulfilled:

. For the transaction initial date, there is formalcdmentation of the hedging transaction, specifyilsg
classification as well as the objective and risknagement strategy of company management to catrheu
hedge. This documentation should include identificaof the hedging instrument, the item or the dest
transaction, the nature of the risk hedged, thareadf the risks excluded from the hedge, the proispe
demonstration of the effectiveness of the hedglgtionship, and how the Company will evaluate the
effectiveness of the hedging instrument to compenfa exposure to changes in fair value of thegeed
item or cash flows related to the hedged risk;

e There is an expectation that the hedge is higHbcave;

e The hedge effectiveness can be reliably measured; a

« The hedge is assessed on an ongoing basis andhactei@rmined to be highly effective throughoue th
period of the life of the structure of hedge acdmm

At December 31, 2011, subsidiary CTEEP and itsididyy IEMadeira had derivative instruments cldesifas
fair value hedge.

An instrument is classified at fair value throughbffs or loss if held for trading or designatedsagh upon initial
recognition. Financial instruments are recordedaat value through profit or loss if the Companydéor its

subsidiaries manage these investments and makéuyiag and selling decisions based on their faiuea
according to the investment strategy and risk mamegt documented by the Company and/or its subsdia
After initial recognition, changes in fair value thfe hedging instrument and changes in fair vafuie hedged
item attributable to the hedged risk are recognimeétie income statement line related to the hedigea
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3.6. Cash and cash equivalents
Cash and cash equivalents include cash, bank depwsi short-term investments.

For an investment to be qualified as cash equitaieneeds to be readily convertible at known casiount and
should be subject to insignificant risk of changewalue. Therefore, an investment normally quadifas cash
equivalent only when it has short-term maturity, dgample, three months or less from acquisitide.da

3.7. Trade accounts receivable (concession assets)

Financial assets classified as lending and reckigabclude receivables relating to constructionises, financial
income and operating and maintenance serviceselhssvasset indemnification value.

Assets subject to indemnification, recorded whenstuoiction is completed, refer to the estimatedtiporof
unamortized investments made to the end of theesmien period and to which CTEEP will be entitledeceive
cash or other financial assets, while the concassimtract remains effective. As set forth in toateacts, if the
concession ceases to exist, service-related asiiehe reversed by operation of law to the grantyridentifying,
assessing and determining the indemnification paytbthe concessionaire, considering the amourdgiates of
its addition to the electrical system. Through #sbsidiary CTEEP, management considers that the
indemnification to which it is entitled correspontts the New Replacement Value adjusted by accueudlat
depreciation of each item. Considering the uncatitss existing in today’s energy market, the sulbsydCTEEP
estimated the indemnification value of its assetseld on their corresponding book values, whichasntinimum
amount management understands as guaranteed kntcoegulation. Considering that management mamnitor
industry regulation on an ongoing basis, shouldeth®e changes thereto that might change estimatessets
indemnification, the accounting effects thereofl wé addressed on a prospective basis in the fiabstatements.
However, management reiterates its commitment mirmee defending the Company’s shareholders’ istera
realizing these assets, so as to leverage retucagtal invested in concession, within legal Isnit

Based on recoverability assessment conducted b@dhgany, no allowance for doubtful accounts wasige

3.8. Inventories

Inventories are storeroom maintenance items andeaoeded for the lower between cost value andeawizable
value. Inventory costs are determined under theagieecost method.

3.9. Investments

The Company recognizes and states investmentshisicsaries in its individual financial statementsder the
equity pickup method.

3.10. Property plant and equipment

These are basically represented by administratigeta. Depreciation is calculated under the strdiigh method
considering the assets estimated useful lives.

Other expenses are only capitalized when econoenefiis of its property, plant and equipment itdntsease.
Any other expenses are recognized in P&L as expemdeen incurred.

The Company did not deem the property, plant andpeeent balance relevant and, consequently, decgidéedo

adopt the deemed cost method, pursuant to ICPTAB)X6 and 40) — Interpretation on First-Time Adoptfor
Property, Plant and Equipment and for Investmeapéity.
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In addition, depreciation effects arising from fivst periodic analysis of the remaining economgeful life of
property, plant and equipment, as set forth in ICRC(IAS 16 and 40), were not considered material b
management.

Intangible assets
These refer to expenses incurred from ERP-SAP mysteplementation and Company’s goodwill (note 15).
Amortization is computed on the straight-line basi®r the estimated period of useful life of théered to

system and goodwill amortized according to conoesperiod.

In addition, amortization effects arising from tfiest periodic analysis of the remaining economseful life of
intangible assets, as set forth in ICPC 10 (IA%46 40), were not considered material by management

Lease agreements

Subsidiary CTEEP as the leaseholder

e Operating lease

Operating lease payments are recognized as expendes the straight-line method over the agreeraffattive
term, except when other systematic base is moreegeptative to reflect the time leasehold assehao@

benefits are consumed. Contingent payment arisong bperating lease agreements is recognized a&nsap for
the period they are incurred.

. Finance lease

At the beginning of the lease agreement, finanasdes recognized as assets and liabilities obdlence sheet at
amounts equivalent to leasehold item fair valugfdower, at present value of minimum lease payrsen

The discount rate used in calculating present vafuminimum lease payments is the implied leaseagent

interest rate, should such rates be subject tardatation; if lower, an additional leaseholder ficing rate is
used. Any initial direct costs to leaseholder atéeal to the amount recognized as assets.

CTEEP as the leaseholder
Revenues arising from operating lease agreemeatseangnized under the straight-line method overltlase
agreement effective term. Direct initial costs imed in negotiating and preparing the operatingdesre added to

leasehold items carrying amount and also recognizeter the straight-line method along the leaseegent
effective term.

Other current and non-current assets
These are stated at their net realizable value.
Provisions are set up at amounts at which assetsrdikely to realize on the balance sheets date.

Current and non-current liabilities

These are stated at amounts that are known orcdubjealculation, plus corresponding charges, raogeand/or
foreign exchange incurred through the balance shetet where applicable.

Provisions

Provisions are recognized for present obligati@ithér legal or constructive) arising from pastrdgeas long as
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their amounts can be reliably estimated and whettement is likely to take place.

The amount recognized as a provision is the béish@&® of considerations required to settle thégalibn at each
year end, considering risks and uncertainties uyidgrthe obligation. When a provision is measubaged on
estimated cash flows to settle the obligationbdsk value corresponds to such cash flows presdaéyv

When economic benefits required to settle a promigire expected to be partially or fully recovefiean a third
party, an asset is recognized if, and only if, rienbursement therefor is likely to take place d&mlich amount
can be reliably measured.

Provisions are measured at present value of thifoauexpected to settle the corresponding obligatiat an
appropriate discount rate according to the lidbgirelated risks. They are restated through tfenba sheet dates
at an amount estimated considering the likelihobdrounfavorable outcome, based on their naturecamthe
opinion of the Company’s and its subsidiary’s leg@Visors.

Provisions for lawsuits are recognized when the gamy and its subsidiary have a present or non-fizeth
obligation arising from past events, the settlemantvhich is expected to generate an outflow ofneepic
benefits and the related amount can be reliablysorea.

Rationale and type of provision for tax, civil alathor contingencies are detailed in Note 21 (a).

3.16. Pension plans and other employee benefits

Subsidiary CTEEP sponsors pension and health dares fgo its employees, which is managed by Fundacéo
CESP.

Defined contribution pension plan payments are ndma as expenses when services vesting these pagmut
provided.

As regards defined benefit pension plans, beneéihting cost is determined under the Projected iCieudit
Method, based on annual actuarial assessmentdai at each reporting period end. Actuarial ggaimd losses
exceeding 10% of the higher of present value oiihdef plan obligations or fair value of plan assetsorded for
the previous year are amortized over the averduer life expected for the employees joining thenpl@ost of
past services is recognized immediately, to theréxbenefits are granted, or amortized under tragbit-line
method over the average period until benefits ageiiaed.

Any private pension plan obligations recognizedhie balance sheet represents the present valle afefined
benefit obligation, adjusted by unrecognized ad¢aligains and losses and by unrecognized cost sifqgvices,
less fair value of the plan assets. Any assetrgyifiom this calculation is limited to the amouritumrecognized
actuarial losses and the cost of past services, plesent value of refund available and decreadetime plan
contributions.

At December 31, 2011 and 2010, the Company didewmtgnize any actuarial assets or liabilities, agtioned in
Note 22.

3.17. Dividends and interest on equity
The dividend recognition policy is in compliancetiwiCPC 24 (IAS 10) and ICPC 08, which determing tha

proposed dividends based on statutory obligatioedabe recorded under current liabilities. SulsidCTEEP’s
by-laws establish minimum mandatory dividends eglgint to 10% of capital.

The Company’s by-laws establish minimum mandataviddnds of 1% on restated net income pursuantiw.L

Dividends exceeding minimum mandatory dividend rded by management after the reporting period thvh
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the financial statements refer, but before the datd interim financial statements are authorinebet issued, are
recorded under “Additional Proposed Dividends”, endquity.

Subsidiary CTEEP distributes interest on equityjcWhis deductible for tax purposes and considerad pf
mandatory dividends and are directly allocated fR&h to equity.

Business segment

Operating segments are defined as business agifittm which revenues can be earned and expamsasdd,
with individual accounting information, and whospeoating revenues and expenses are regularly redidoy
management in the decision-making process.

CTEEP’s management understands that, while it mized revenues for its construction, operating and
maintenance activities, considering that such regsrarise from a single significant utility conéeasagreement
regarding electric energy transmission, CTEEP Imsane business segment: electric power transarissi

Statements of value added (“SVA”)

The purpose of the statements of value addedstate the wealth created by the Company as wéi ggyment
within a certain period, and these are presenteth®yCompany pursuant to the Brazilian corporatéom as a
part of its individual financial statements and sgpplementary information to the consolidated faiain
statements, since the SVA is not compulsory urtuetkERS.

SVA was prepared based on information obtained femtounting records supporting the financial statets
preparation and in light of CPC 09 — Statement alu¢ Added. The first part introduces the wealtated by the
Company, represented by revenue (gross sales,dingluaxes levied thereon, other revenues and tsffet
allowance for loan losses), inputs acquired froirdtparties (cost of sales and purchases of méepawer and
services from third parties, including taxes addpdn acquisition, effects of loss and recovery ssfets, as well
as depreciation and amortization) and the valuedddceived from third parties (equity pickup, fioeal income
and other revenues). The second part of SVA sttesdistribution of wealth between staff, taxes and
contributions, and equity and debt remuneration.

Statements of Cash Flows (SCF)

Statements of cash flows were prepared by thedotimethod and are presented in accordance with &ulhg
No. 547 of August 13, 2008, which approved accognpronouncement CPC 03 (R2) — Statements of Cash
Flows issued by CPC.

Present value adjustment of assets and liabilities

Long-term and short-term monetary assets and ili@sil are adjusted to present value, when the effec
considered relevant in relation to the overall flicial statements.

The adjustment to present value is calculated tpkito account contractual cash flows and expiitrest rates,
and in certain cases implicit interest rates opeetive assets and liabilities. Therefore, interagts accrued on
revenues, expenses and costs associated withabests and liabilities are discounted with a viewetognizing
them in conformity with the accrual basis of acdinm Subsequently, this interest is reallocatedirtancial
income and expenses in the statements of incommafiges by using the effective interest rate metimogklation
to the contractual cash flows. Implicit interestesaapplied were determined based on assumpticthsaen
considered accounting estimates. At the finandakments dates, the Company and its subsidiaidesod have
any adjustment to present value.
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Earnings per share

The Company calculates earnings per share usingvéfighted average number of outstanding commoneshar
during the period corresponding to the result,dooadance with accounting pronouncement CPC 41 g83)S

Base earnings per share is computed by dividingpn#it for the period by the average weighted nambf
shares issued. Computation of diluted earningfféstad by instruments convertible into sharegny.

Service concession arrangements ( ICPC 01 and OCRI5 — IFRIC 12)

As from January 1, 2009, subsidiary CTEEP andubsiliaries and joint subsidiaries adopted and tisedCPC
01 provisions, issued by CPC (which correspondERIC 12 of international accounting rules enadigdASB),
to classify and measure concession activities. erpretation guides concessionaires on how t¢orcepublic
services concessions granted to private entitibsyw

. grantor controls or regulates which services magtiovided, to whom services must be provided had t
price to be charged; and
. grantor controls — by ownership, usufruct or anjpeotway — any significant residual interest in

infrastructure at the end of the concession term.

For service concession arrangements under ICPCHFRIQ 12), any built infrastructure extended, reiced or
improved by the concession operators should notelserded as their property, plant and equipmemiesi
concession contracts do not transfer to a conaasise the right to control (or own) use of publiensces

infrastructure. Concession operators are only ledtito assignment of such assets ownership forigoowv of

public services, and these (property, plant andpeaent) are returned to grantor after expiratiorcofcession
contract. Concessionaire is entitled to operateirifrastructure in order to provide public services behalf of
grantor, under contractual terms and conditions.

Therefore, under concession contracts within ICRGIBRIC 12) scope, the concessionaire is a septiogider.

The concessionaire builds, extends, reinforcesnpraves the infrastructure (construction servicasgd for

public service provision, in addition to operatisigd maintaining such infrastructure (operation arantenance
services) during a certain period of time. Conaessire must record and measure service income diogoto

Technical Pronouncements CPC 17 — Constructionr@otst (equivalent to the 1AS 11 issued by IASB) &RiC

30 — Revenue (equivalent to IAS 18 issued by IASB).the event a concessionaire performs more tran
service (for instance, construction or improvemestvices and operation services) under one saagligract, any
remuneration received or receivable must be reeegnbased on fair value related to services prayidethe

event the respective amounts are identifiable seéplgr Therefore, payment for construction servia

improvements made in concession assets must Isfiddsas financial asset, intangible asset or both

A financial asset is generated to the extent thatconcession operator has an unconditional canabdght to

receive cash or other financial asset from grafttoconstruction services; and grantor has litd@o other option
to avoid payment, normally because the contraghferceable by law. Concessionaire is uncondifigrentitied

to receive cash if grantor contractually assurest fhayment (a) of preset or determinable amountgbpr
insufficiency, if any, of amounts received from pabservice users with respect to preset or deteabie

amounts, even when payment is contingent on gusgamiade by concessionaire that the infrastructigetsn
specific quality and efficiency requirements. Amuaingible asset is generated to the extent thataheession
operator receives the right (authorization) to geapublic service users. Such right does not cpores to an

unconditional right to receive cash, since the am®ware conditioned to use of the public servicevided. If

concessionaire’s construction services are paitlafigrin financial asset and partially in intanigbasset, each
such concessionaire compensation item must bededa@eparately. The compensation received or raoieihof

both assets must be initially recorded at their\falue received or receivable.

The criteria used to adopt interpretation of cosms®s held by Subsidiary CTEEP

Interpretation of ICPC 01 (IFRIC 12) was deemedliapple to all public-private service contracts wich
CTEEP is a party.
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All concessions were classified according to timarficial asset model, and revenue and cost of cmtistn sites
related to financial assets are recognized undeetolution percentage rate method. Indemnificafinancial
assets are recognized when construction is conapletel are included as construction service congtiems

ICPC 01 (IFRIC 12) provisions were applied to cazsiens related to subsidiaries IEMADEIRA, IESULNRE,
IEMG, Serra do Japi and Pinheiros. Considering ithadt possible to reliably restate historicalajatubsidiary
CTEEP adopted prospective application as from Jgrua2009 for concession contracts existing on dade.

As set forth in the contracts, if the concessiomses to exist, service-related assets will be sedeby operation
of law to the grantor, by identifying, assessing determining the indemnification payable to thaaassionaire,
considering the amounts and dates of its additmrthe electrical system. Through its subsidiary EPE
management considers that the indemnification thvh is entitled corresponds to the New Replacenv@alue

adjusted by accumulated depreciation of each it€onsidering the uncertainties existing in today'ergy

market, the subsidiary CTEEP estimated the indecatiébn value of its assets based on their cormedipg book
values, which is the minimum amount management nstaieds as guaranteed by current regulation. Cerisgl

that management monitors industry regulation oroagoing basis, should there be changes theretomfustt

change estimates on assets indemnification, theuatiog effects thereof will be addressed on approsve basis
in the financial statements. However, managemétetrages its commitment to continue defending tbenGany’s

shareholders’ interests in realizing these assetss to leverage return on capital invested ircession, within
legal limits. This indemnification is part of th@rstruction services compensation and is recognidezh the
construction work is completed.

Subsidiary CTEEP determined fair value of constanctservices considering that projects include rmarg
sufficient to cover construction costs plus cerekpenses for the construction period. The effeciiiterest rate
on financial assets generated by construction ceswvas determined considering shareholders’ expegtof
return on an asset of that nature.

Financial assets are classified as loans and rdels and the monthly financial revenue is recomiegctly in
P&L.

Construction revenue and financial revenue compotedonstruction financial asset are subject teemaf of
cumulative Social Contribution Tax on Gross Reverfoe Social Integration Program (PIS) and Social
Contribution Tax on Gross Revenue for Social SégWinancing (COFINS), recorded under “deferredetaix
account in non-current liabilities.

New and revised standards and interpretations notst adopted

The new pronouncements, amendments to existingoprmements and new interpretations below have been
published and are mandatory for the year beginomdanuary 1, 2012 and subsequent years.

CPC has not yet edited the respective pronouncememi amendments related to new and reviewed IFRS
described in this note. Due to CPC and CVM committrto maintain the set of standards updated, based
updating made by IASB, these pronouncements andficattbns are expected to be edited by CPC andaxepl

by CVM up to its mandatory application date.

The Company and its subsidiaries chose not to trdsoan early adoption of such amendments for their
consolidated financial statements at December B8112and had no opportunity yet to assess theisilples
impact.

IAS 1 - Presentation of financial statements

In June 2011, IASB introduced amendments to IA8 &annection with presentation of items recordeddnity
valuation adjustments (other comprehensive incoimedquity. Those amendments require that the Compa
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aggregate items presented in that account accotdiitg potential realization (transfer to) in rietd earnings
(accumulated losses).

IAS 12 Income taxes

This amendment addressed the determination ofréeféax on investment properties measured at édirev And
introduced the refutable assumption that deferseeddn investment properties measured under thevédire
model in IAS 40 should be defined based on thetfattits carrying amount will be recovered throsglte. This
amendment shall be effective for the annual perimgnning on or after January 1, 2012.

IAS 19 Employee benefits

In June 2011, IASB amended IAS 19 in order to imprthe following areas: (a) recognition of changeset
assets/liabilities on defined benefit plans; ()dfé plan amendments, curtailments and settleméajtslisclosure
about defined benefit plans; (d) accounting of feation benefits; and (e) miscellaneous issuesaglto (i)
classification of employee benefits; (i) mortalitates estimates; (iii) administrative costs and (@) risk-
sharing and condition indexation features. Thangdard shall be applicable for years beginning prafter
January 1, 2013. Major impacts from applicatiotthi§ standard are (i) elimination of the corridaitaria and (ii)
asset return estimate calculation using the saswodit rate used to calculate the actuarial ligbiAApplication
of this standard shall require discontinuationhef torridor method and related records of actugsdais or losses
not recorded as contra entry to equity valuatiojusichent account and use of actuarial liabilitycdisnt rate in
computation of return on assets.

IAS 27 Consolidated and individual financial statenents

IAS 27 was amended in 2011 due to issuance of IEIRSConsolidated financial statements. Consequelits
27 introduced requirements on preparation of imtligi financial statements. This standard is effector years
beginning on or after January 1, 2013.

IAS 28 Investments in associates

IAS 28 was modified in 2011 to include joint vergsrin the scope of this pronouncement, by virtueafity
method being applicable in investments in bothliafés and joint ventures. This standard is efiecfor years
beginning on or after January 1, 2013.

IFRS 9 Financial instruments — Classification and masurement

IFRS 9 completed the first phase of "IAS 39 - Firiahinstruments: Recognition and Measurement"aggient
project. IFRS 9 requires that all financial asdssclassified under the same business model usedhatmage
financial assets and under the contractual featfréimancial assets cash flows. Assets are ihjtialeasured at
fair value adjusted at transaction costs, excepmwih is an asset assessed at fair value througfit pr loss.

Assets are assessed subsequently by the amortimtdnethod or by fair value. The standard also iregu
adoption of one single method to determine impantesses of assets. This standard is effectiveyéars

beginning on or after January 1, 2013.

IFRS 10 - Consolidated financial statements

IFRS 10 requires that the parent company presemsotidlated financial statements. IRFS 10 definestrob
principles and sets forth that controls are theebfw determining entities that must be included tlie
consolidation of financial statements. An investontrols an investee if it is exposed or is &ditto variable
returns due to its involvement with its investerd @& capable of causing an impact on such retoynseans of
its power on the respective investee. This standegffective for years beginning on or after Jagua 2013.

IFRS 11 — Joint arrangements
This IRFS replaces IAS 31 — Interests in Joint Yezxd. IFRS 11 requires that a party to a jointrageanent
determines its contractual type by evaluatingights and obligations therein. IFRS classifies fj@mangements

in 2 types — joint operation and joint venture.dnoint operation, the parties have rights to teeets, and
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obligations for the liabilities relating to the angement. In a joint venture, the parties havetsighthe net assets
of the arrangement. Evaluation of rights and oliiges by the parties to a joint arrangement muke tito
account such arrangement structure and legal b#®sarrangement contractual terms and other faots
circumstances, when these are relevant. This stdslaffective for years beginning on or afterukay 1, 2013.

IFRS 12 - Disclosure of interests in other entities

IFRS 12 requires disclosure of information that ldoallow financial statements users to: (i) undamst
judgments and assumptions used in determiningythe of interest in other entities or joint arrangens; (ii)

understand the interest that non-controlling irgerdiave in group’s activities and cash flows) @wvaluate the
nature and extent of significant restrictions @nability to access or use assets, and settlditiegi of the group;
(iv) evaluate the nature of, and changes in, thlkesrassociated with its interests in consolidatecired entities;
(v) evaluate the nature and extent of its intenesinconsolidated structured entities, as well akne of, and
changes in, the risks associated with such enti{i@s evaluate the nature and extent of its irdesan joint

arrangements and associates, including the nafuend changes in, risks associated with its thiesgsactions;
(vii) evaluate the consequences of changes invitseoship interest in a subsidiary that do not teisuh loss of
control; and (viii) evaluate the consequences sinlp control of a subsidiary during the reportirgyipd. This
standard is effective for years beginning on cegrafanuary 1, 2013.

IFRS 13 - Fair value measurement

IFRS 13 defines fair value as the price that wdaddreceived to sell an asset or paid to transfebdity in an
orderly transaction between market participanth@imeasurement date (i.e., exit price). Thisvalue definition
points out that fair value is based on market widnaand not on specific valuation by an entity efdfore, an
entity's intention to keep an asset or to settlakality is not relevant in determining its faialue. This standard is
effective for years beginning on or after JanuarQi3.

CVM approved the following CPC technical pronouneeis:

e CPC 15 R1 - Business Combination - CVM Ruling N&b 6f August 4, 2011,

« CPC 19 R1 - Interests in Joint Ventures - CVM RyllNo. 666 of August 4, 2011,

e CPC 35 R1 - Individual Financial Statements - CVMiRg No. 667 of August 4, 2011,

* CPC 36 R2 — Consolidated Financial Statements - QRNing No. 668 of August 9, 2011,

e CPC 20 R1 - Borrowing Costs - CVM Ruling No. 6720xftober 20, 2011;

e« CPC 21 R1 - Interim Reporting - CVM Ruling No. 65730ctober 20, 2011;

« CPC 00 R1 — Framework for Preparation and Presentaf Financial Statements - CVM Ruling No. 675 of
December 13, 2011;

e« CPC 26 R1 — Presentation of Financial Stateme@iM Ruling No. 676 of December 13, 2011;

e |ICPC 01 R1 — Concession Contracts - CVM Ruling 8i67 of December 13, 2011; and

e |ICPC 17 — Concession Contracts: Evidence - CVMRuNo. 677 of December 13, 2011.

Obligations assumed upon acquisition of subsidiarC TEEP

According to the share purchase and sale agreeswject-matter of the privatization auction meméid in Note
1, the Company is committed to supplementing paynien CTEEP share purchase price should CTEEP be
released from the burden related to the supplemem@nsion plan payment set forth in Law No. 4889/5
currently discussed in court.

At December 31, 2011, the amount to supplementhase price is composed of two different transasti@s
follows:

a) The amount of R$238,884 (December 31, 2010 — R$223, determined upon acquisition of the first
equity interest through the privatization auctiadhon June 28, 2006, recorded in “Amounts payable
Law No. 4819/58 — State Finance Department” accoRf5,335 (December 31, 2010 — R$8,423) in
current liabilities and R$232,549 (December 31,®20R$215,498) in noncurrent liabilities, the cantr
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entry, in the amount of R$ 188,895, was to “Investie — goodwill on acquisition of equity interest i
subsidiary”, and the difference of R$49,989 wasogeized in the income statement as monetary
restatement of the obligation, in accordance with€onsumer Price Index- Amplified (IPC-A) as from
December 31, 2005. The amount of R$12,803 was reéxed in the income statement for 2011.

b) The amount of R$149,783 (December 31, 2010 - R$4D2), determined upon acquisition of the third
equity interest through public offer for purchadesbares at auction (OPA), held on January 9, 2007,
recorded in “Amounts payable — Law No. 4819/59 -ADORccount, R$ 3,715 (December 31, 2010 -
R$ 4,946) in current liabilities and R$146,068 (Bmber 31, 2012 — R$ 135,456) in non-current
liabilities, the contra entry, in the amount of R#0,306, was to “Investments — goodwill on acqigsit
of equity interest in subsidiary” account, and théference of R$29,477 was recognized in income
statement as monetary restatement of the obligatioraccordance with the Consumer Price Index-
Amplified (IPC-A) as from December 31, 2005. Theoammt of R$8,184 was recognized in the income
statement for 2011.

Cash and cash equivalents

Company Consolidated
12.31.2011 12.31.2010 12.31.2011 12.31.2010
Cash and banks 205 70 2,081 697
Short-term investments (i) 351,362 257,191 556,781 311,547
351,567 257,261 558,862 312,244
Breakdown of short-term investments is as follows:

Company Consolidated
% of CDI 12.31.2011 12.31.2010 12.31.2011 12.31.2010
Bank deposit certificates (CDB) 97.5% to 105.0% 294,028 181,476 344,174 235,831
Repurchase agreements (*) 97.0% to 102.8% 61,289 75,715 216,562 75,716

Provision for IRRF (3,955) - (3,955)
351,362 257,191 556,781 311,547

Short-term investments are measured at fair véltgigh P&L and offer daily liquidity.

Analysis of the Company management as to thesésamggosure to interest rate risk, among otherdisidosed
in Note 31 (c).

(*) Repurchase agreements are notes issued by Jqanoksded that the issuing bank repurchases sathand the
client sells it at predefined rates and terms, animed by private or public notes, depending onbthek's
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availability. Such repurchase agreements must bisteeed at Clearing House for the Custody and rféiad
Settlement of Securities (CETIP).
Trade accounts receivable (concession assets)

Breakdown of trade accounts receivable is as falow
Consolidated

12.31.2011 12.31.2010

Receivables from construction services (a) 6,565,661 5,405,440
Receivables from O&M services (b) 244,160 175,912
Acknowledgment of debt and payment agreement (c) - 68,347
6,809,821 5,649,699

Current portion 1,474,794 1,424,390
Non-current portion 5,335,027 4,225,309

Refers to the amount receivable for constructioxpaasion and reinforcement services of electricrggne
transmission facilities, and includes the estimatagstments made and not amortized until the ehthe
concession and for which the subsidiary CTEEP hdllentitled to receive cash or other financial @ssghen
concession agreement is no longer effective. Tdear interest at the effective interest rate dated for each
concession agreement.

O&M — Operation and Maintenance refers to the partof monthly sales reported by ONS allocated to
compensation of operating and maintenance servieesivable within no longer than 60 days, on ayera

On January 13, 2009, Subsidiary CTEEP signed akntadedgment of debt and payment agreement” with
dealers with overdue accounts receivable. Thisesgemt provides for balance receipt in 36 installimeBy
December 2011, all installments had been receisqut@vided for therein.

These financial assets are classified as lendidgeaeivables.

Accounts receivable are distributed by maturityoews:

Consolidated

12.31.2011 12.31.2010

Falling due 6,784,301 5,633,208
Overdue

up to 30 days 1,353 1,498

from 31 to 60 days 508 846

over 61 days (i) 23,569 14,147

25,520 16,491

6,809,821 5,649,699

(i) Certain network members challenged balancdedih connection with the Basic Network. By virtaéthis
challenge, judicial deposits of amounts owed byhsoembers are currently being made. Subsidiary GTEE
believes that the amounts billed agree with autabions by regulatory agencies. Therefore, it da#gecord any
provision for losses related to such questionings.

Subsidiary CTEEP has no history of losses on adsawteivable, which are secured by structuresuafantees
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and/or access to current accounts operated by #tierdl System Operator (ONS) or directly by CTE#fe],
therefore, did not set up any allowance for doulatbcounts.

Changes in accounts receivable are as follows:

Consolidated

Balances at 12.31.2009 5,087,285
Construction revenue 693,803
Financial income 1,398,245
Maintenance and operating revenue 442,469
Settlement (1,972,103)
Balances at 12.31.2010 5,649,699
Construction revenue 1,103,686
Financial income 1,589,969
Maintenance and operating revenue 555,127
Settlement (2,088,660)
Balances at 12.31.2011 6,809,821

Receivables - State Finance Department

2011 2010
Current Non-current

portion portion Total Total
Obligation acknowledgment and consolidation agreer(e 12,341 - 12,341 30,069
Disposal of real estate (b) 2,565 - 2,565 6,250
Payroll processing — Law No. 4819/58 (c) - 658,764 658,764 533,866
Labor claims — Law No. 4819/58 (d) - 151,986 151,986 133,882
Family allowance — Law No. 4819/58 (e) - 2,218 2,218 2,218
Allowance for doubtful accounts - (2,218) (2,218) (2,218)
14,906 810,750 825,656 704,067

On May 2, 2002, an Obligation Acknowledgment anch€ididation Agreement was executed with the State
Finance Department, whereby the State acknowleithgest owes to subsidiary CTEEP amounts corresingnid
payments originally made by CESP from 1990 to 198©supplementary retirement and pension payaoising
from benefits under State Law No. 4819/58. The arht¢hen acknowledged was restated through Jan@fg,2
according to Sdo Paulo State Fiscal Unit (UFESRY, as from February 2002, according to monthly -N&P
variation, plus 6% p.a. Repayment will be in madé&20 monthly installments, beginning August 102Gnd
termination expected for July 1, 2012.

On July 31, 2002, a Private Transaction Agreemeas executed with the State Finance Department, avitral
estate sale commitment, obligation recognition pagment commitment, whereby the State acknowletigrst
owes to subsidiary CTEEP an amount correspondirigeanarket value of the total real estate areamied by
the State, partially used for the construction ridgns. The State is therefore committed to reirdwaid amount
to CTEEP within 120 monthly installments, beginnimg August 1, 2002 and termination expected foy Jul
2012, restated by monthly IGP-M variation, plueiest of 6% p.a.

These refer to amounts receivable to settle theofigyortion of the supplementary pension plan tatpd by the

State Law No. 4819/58, from January 2005 to Deceribél (note 33). Such balance is not monetariyated
and no yields are recorded until they are apprdwethe State Government. Increase in relation ¢éopirevious
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year is related to settlement by CTEEP of the alilign to pay to retired employees the amounts agveth
Fundacdo CESP on a monthly basis.

(d)  These refer to certain labor claims settled by Biidry CTEEP, relating to retired employees supgmbitty State
Law No. 4819/58, which are the responsibility of thtate Government. Such balance is not monetashated
and no yields are recorded until they are apprdwetthe State Government.

(e) CESP made payment advances for monthly expensaimgeto family allowances, arising from State LAlw.
4819/58 benefits, which were transferred to SubsydiCTEEP upon CESP partial spin-off. Considerihg t
expected loss, management set up an allowancednrdsses under noncurrent assets, amounting2@ R&

There were no significant changes in the statubefespective claims in relation to December 31,02

9. Taxes and contributions to offset

Company Consolidated
12.31.2011 12.31.2010 12.31.2011 12.31.2010
COFINS - - 1,016 3,273
PIS - - 305 803
Withholding income tax 44,950 36,806 53,467 42,425
Withholding social contribution - - 939 776

tax
Other - - 549 759
44,950 36,806 56,276 48,036

10. Tax benefit — merged goodwill — Company and consadlated

The goodwill paid by ISA Capital on acquisition &ubsidiary CTEEP shareholding control process is
economically based on the expected profitabilityimty the concession term, originating from the asitjon of

the concession right granted by the Governmenteusab item b, paragraph 2, article 14 of CVM Ruyilivo. 247

of March 27, 1996, as amended by CVM Ruling No. 8853uly 31, 1998.

In order for the amortization of goodwill not tovedsely impact the dividend flow to stockholdergravision to
maintain the integrity of equity of its acquirerMPAPL) and a special merger goodwill reserve werewge in
accordance with CVM Rule No. 349, of March 6, 2001.

Amortization of goodwill, net of reversal of thegpision and of the corresponding tax credit, istrauwith
respect to P&L for the year and, accordingly, ® tiandatory minimum dividend calculation basis.

Goodwill totaled R$ 689,435 at December 31, 200d sncurrently amortized over the remaining conicess

period, in monthly installments according to thejpcted annual future profitability and as perndittey ANEEL
Resolution No. 1164 of December 18, 2007, as faltow
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Amortization - % p.a.

Concession agreement

Year 059/2001 143/2001 Total
2008 to 2012 12.20 0.10 12.30
2013 to 2015 12.73 0.02 12.75
2016 to 2031 - 0.25 0.25

To better present the financial position of the @any in its interim financial statements, net antoah

R$119,079 (R$ 147,911 at December 31, 2010), whsslentially represents the merged tax credit, vessified

in the balance sheet as current and non-curregtsass tax benefit — merged goodwill, based on @gge
realization, and separately from the remaining galbdwhich is classified in intangible assets.

Changes for the years ended December 31, 2011Cdrida?e the following:

Total Goodwiill Intangible Assets (Note Tax Benefit
15)

Balances at 12.31.2009 519,834 343,091 176,743
Realization for the year (84,800) (55,968) (28,832)
Balances at 12.31.2010 435,034 287,123 147,911
Balances at 12.31.2010 435,034 287,123 147,911
Realization for the year (84,800) (55,968) (28,832)
Balances at 12.31.2011 350,234 231,155 119,079

Amortization is recorded in income statements umdieer expenses, net (Note 28).

Loans receivable

The loan refers to full on-lending by the Companyit$ controlling company Interconexion ElétricsASESP of
the loan raised in 2006 from ABN AMRO BANK, denomiad in US dollars, in the original amount of
US$ 23,800 thousand, whose maturity in a lump swms an July 19, 2007 and interest calculated based o
LIBOR, plus 3.00% p.a. The Company maintained e assumptions for updating such operation, bgarin
semi-annual interest thereon; however, principatioive repaid within eight years in a lump sum jdgaon
January 30, 2017.

On December 15, 2011, ISA Capital entered intoam lagreement with Internexa Brasil amounting to ,B&9,
expiring on December 28, 2012 and bearing intdsased on Interbank Deposit Certificate (CDI vaoia}iplus
0.72% p.a. Such interest shall be payable on aeqlabasis.

Balance breakdown is as follows:

12.31.2011 12.31.2010
Principal 60,510 51,146
Interest 38 8
Exchange variation (6,502) (11,491)
Total 54,046 39,663
Current (Note 30) 9,393
Non-current (Note 30) 44,653 39,663
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Pledges and restricted deposits

Company

These refer to a deposit in Bank of New York torgagee interest paid biannually, which are reldatetbonds
remaining after debt restructure. The balance @fitcount recorded in current assets at Decembh@021 in the
amount of R$2,612 (R$2,320 at December 31, 2010).

Consolidated

In non-current assets, in view of the uncertaintegarding the outcome of the lawsuits to which dieposits
refer, the Company’s procedure is to maintain thdsgosits at their nominal value, not recording &mpe of
monetary restatement or interest thereon.

The balance is broken down as follows:

Company Consolidated
12.31.2011 12.31.2010 12.31.2011 12.31.2010

Notices of violation — ANEEL (Note 21 (a) (iv)) - - 6,076 5,723

Judicial deposits
Labor (Note 20(a)(i)) - - 52,867 27,914

Tax — COFINS (b) - - - 5,668
Social security — INSS (Note 21 (a) (iii)) - - 2,745 2,745
Deposit - BANK of NEW YORK (Guarantee) ,622 2,320 2,612 2,320

Other

198 198

2,612 2,320 64,498 44,568

Current portion 2,612 2,320 2,612 2,320

Non-current portion - - 61,886 42,248

(a) These refer to deposits in connection with lawstaitannul notices of violation issued by ANEEL:

@0

(ii)

(iii)

Deposit made on January 17, 2000, in the amourRR%8,040, in an annulment action filed by
subsidiary CTEEP against ANEEL, related to noti¢eviolation 001/1999-SFE which had fined
subsidiary CTEEP under alleged violations for alagtng the inspection related to disturbances from
interrupted electric power transmission and distidn over a large part of the Southeast, South and
Middle West regions; non-compliance with the “insfi@n report” requirements; and non-compliance
with the legal duty of rendering proper service.

Deposit made on August 29, 2008, amounting to R¥2,limed to annul violation notice No.
062/2007 for not meeting the date establishednfstailation of the 3rd 345/88kV transformer bank of
SE Baixada Santista, authorized by ANEEL Rule NgY. &f May 4, 2004.

Deposit made on September 17, 2008, amounting t64&$for annulment of notice of violation No.
001/2008, related to noncompliance with the datef@estart-up of the Guarulhos - Anhanguera
Transmission Line, in 345 kV, permitted by Authéamy Resolution No. 064/2005 of January 31,
2005.
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(iv) Deposit made on April 18, 2011, amounting to R$,3®8 annulment of notice of violation No.
022/10, which imposed a fine on subsidiary CTEER tu a fact occurred on April 1, 2009, in
Substation (SE) 88kV sector, consisting of an aatimmshutdown of the transformer bank due to
overheating caused by the SE cooling system thatditave been the subsidiary CTEEP’s fault.

(b) Judicial deposits — COFINS

Subsidiary CTEEP has challenged in court the cutisthality of increased COFINS tax base, amounting
to R$ 11,132, and obtained a favorable outcomeOdiober 2009, subsidiary CTEEP withdraw the
portion related to its restatement. In additionSeptember 2011, subsidiary CTEEP received R$ 41,59
for monetary restatement of judicial deposits. ®liasy CTEEP recorded financial income gain, since
the balance recorded on that date was R$ 5,668.

13. Investments
(@ Information on investments in subsidiaries
Information on subsidiary CTEEP
12.31.2011 12.31.2010
Number of outstanding shares as of balance sheet da
Common - ON 64,484,433 63,860,513
Preferred - PN 88,177,132 87,968,467
Total 152,661,565 151,828,980
Equity
Capital 1,162,626 1,119,911
Capital reserves 2,054,370 2,054,369
Special goodwill reserve (i) 147,911 176,744
Income reserve 1,142,512 1,014,124
Proposed additional dividend distribution 31,349 198,021
Future capital contribution 666 666
Total 4,539,434 4,563,835
Net income for the year 915,260 812,171
(b)  Information on investments
12.31.2011 12.31.2010
Shares held — ON outstanding as of balance sheet da 57,715,128 57,093,869
CTEEP Equity 4,539,434 4,563,835
(-) Special goodwill reserve (i) (147,911) (176,744)
CTEEP Equity (equity pickup base) 4,391,523 4,387,091
Percentage of ownership interest of CTEEP 37.8059% 37.6041%
Investment (A) 1,660,254 1,649,726
Goodwill
Unamortized goodwill 231,155 287,123
Goodwill — special reserve (i) 147,911 176,744
Total goodwill (*) (B) 379,066 463,867
Total investment (A+B) 2,039,320 2,113,593

(c) Changes in investment
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Balance at December 31, 2009 2,220,298
Equity pickup adjustment (3,171)
Equity pickup 306,266
Dividends stated for the period (*) (259,287)
Interest on equity stated for the period (*) (94,546)
Amortization of goodwill (55,968)
Balance at December 31, 2010 2,113,593
Subscription of shares through special goodwakerve 28,832
Acquisition of new shares 3,262
Loss in acquisition of new shares (7,488)
Equity pickup 345,777
Dividends stated for the period (*) (264,009)
Interest on equity stated for the period (*) (95,847)
Amortization of goodwill (55,968)
Realization of special goodwill reserve — paynarghares (28,832)
Balance at December 31, 2011 2,039,320

(*) Over the year, the Company received R$340,8%&287,908 in 2010) from CTEEP referring to dividerahd
interest on equity computed for the period andrémeaining 2010 balance payable.

Transactions in subsidiaries

On August 6, 2010, Cymi Holding S.A. notified subary CTEEP of its intention to dispose of its ne&s in
IEMG capital, corresponding to 40% of total capital a third party, for R$14,531 thousand. A megtield by
CTEEP’s Board of Directors on September 6, 2010@mal the call option to buy 40% of IEMG sharesdhay

Cymi Holding S.A., under the terms and conditiohamoffer made by a third party.

After fulfilling all conditions precedent on Febrye3, 2011, CTEEP paid R$ 15,283 for acquisitiontérests in
IEMG. Such amount corresponds to the monetariliated price (Note 28.i).
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Property plant and equipment

This substantially refers to chattel used by then@any and its subsidiary CTEEP, not related tocthrecession

agreement.

In operation
Machinery and equipment
Furniture and fixtures

Other

In operation

Leasehold improvements
Machinery and equipment
Furniture and fixture
Vehicles

Other

Company
Annual
average
depreciation
rate 12.31.2011 12.31.2010
Accumulated
% Cost depreciation Net Net
16% 65 (33) 32 13
10% 31 (12) 19 22
4% 5 (4) 1 2
101 (49) 52 37
Consolidated
Annual
average
depreciation
rate 12.31.2011 12.31.2010
Accumulated
% Cost depreciation Net Net
20% 3,148 (3,086) 62 818
16% 10,436 (4,968) 5,468 4,698
10% 2,759 (1,030) 1,729 1,734
21% 1,536 (803) 733 943
4% 1,116 (272) 844 1,038
18,995 (10,159) 8,836 9,231
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Changes in property, plant and equipment are &sifsi

Company
Balance at December 31, Balance at December

2009 Additions Depreciation ~ Write-offs 31, 2010
Machinery and equipment 20 - ) - 13
Furniture and fixture 23 2 3) - 22
Other 3 - (1) 2
46 2 (11) - 37

Company

Balance at December 31,

Balance at December 31,

2010 Additions Depreciation  Write-offs 2011

Machinery and equipment 13 28 9) - 32

Furniture and fixture 22 - 3) - 19
Other 2 - (1) - 1

37 28 (13) - 52

Consolidated

Balance at December

Balance at December

31, 2009 Additions Depreciation Write-offs 31, 2010
Leasehold improvements 1,530 25 (737) - 818
Machinery and equipment 5,233 2,558 (1,860) (1,143) 4,788
Furniture and fixture 2,264 199 (285) (388) 1,790
Vehicles 336 825 (187) (31) 943
Other 943 - (51) - 892
10,306 3,607 (3,120) (1,562) 9,231
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Consolidated

Balance at December 31,

Balance at December 31,

2010 Additions Depreciation Write-offs 2011
Leasehold improvements 818 (756) 62
Machinery and equipment 4,788 2,225 (1,526) (29) 5,468
Furniture and fixture 1,790 206 (260) ) 1,729
Vehicles 943 70 (280) 733
Other 892 2 (47) (3) 844
9,231 2,503 (2,869) (29) 8,836

Intangible assets

Intangible assets refer to expenses incurred it RB-SAP implementation/structuring project, exdeptraining
expenses that were recorded in the income stateamerfor the goodwill from CTEEP acquisition. Thejgct
started in April 2008 and was concluded in Febri2d@®9, being amortized on the straight line basesr the

period of 5 years.

The goodwill paid by ISA Capital on acquisition@TEEP shareholding control process is economidaled on
the expected profitability during the concessiomteoriginating from the acquisition of the condeasright
granted by the Government, under sub item b, papdge, article 14 of CVM Ruling No. 247 of March, 2ZB96,
as amended by CVM Ruling No. 285 of July 31, 19898odwill is currently being amortized in accordandth
the concession contract that expires in 2015.

Changes in intangible assets is as follows:

Balance at December 31, 2009
Additions

Amortization of software expenses
Amortization of goodwill

Balance at December 31, 2010

Additions
Amortization of software expenses
Amortization of goodwill

Balance at December 31, 2011

Consolidated

Goodwill Software Total
343,091 12,881 355,972
- (2,938) (2,938)
(3X68) - (55,968)
872123 9,943 297,066
- 2,336 2,336
- (3,282) (3,282)
(3X68) - (55,968)
312155 8,997 240,152
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Loans and financing

Breakdown of loans and financing balance is agfat

Consolidated

Maturity
Charges (dd/mml/yy) 12.31.2011 12.31.2010
Foreign currency
Bonds (a) 8.8%p.a. 30.01.2017 61,548 54,671
Foreign currency under hedge accountingd)
CCB Internacional Banco IBBA (i) US$ Variation +pi:./° SN 122,077 i
US$ Variation + 2.1%

Commercial Paper - JP Morgan Bank (ii) p.a. 21.10.2013 159,116 -
Local currency
BNDES (b) (i) 2.3% p.a. above TILP 15.06.2015 328,318 421,146
BNDES (b) (ii) 1.8% p.a. above TILP 15.06.2015 196,251 160,605
BNDES (b) (iii) 2.4% p.a. above TILP 15.04.2023 57,631 37,630
BNDES (b) (iv) 2.8% p.a. above TILP 15.07.2012 229,947 185,134
BNDES (b) (v) 2.8% p.a. above TILP 15.07.2012 71,890 -
BNDES (b) (vi) 2.4% p.a. above TILP 15.05.2025 9,568 -
BNDES (b) (vii) 2.6% p.a. above TILP 15.05.2025 125,434 -
BNDES (b) (viii) 1.9% p.a. above TILP 15.06.2026 48,282 -
BNDES (b) (viii) 1.5% p.a. above TILP 15.06.2026 42,217 -
Promissory notes

4th issue (c) (i) CDI + 0.4% p.a. 12.01.2012 223,048 -

5th issue (c) (ii) CDI +0.4% p.a. 05.07.2012 316,885 -
Banco Bradesco (e) CDI + 2.0% p.a. - 4,365 1,396
Banco do Nordeste (f) 10.0% p.a. 19.05.2030 55,898 56,094
Citibank (g) CDI+1.5% p.a. 11.03.2011 - 8,297
Eletrobras 8.0% p.a. 15.11.2021 391 441
Finance lease transactions 619 1,702
Total foreign and local currencies 2,053,485 927,116
Current portion 1,009,850 334,347
Non-current portion 1,043,635 592,769
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(@) Issue of bonds on January 29, 2007 in the amount bfS$ 554 million

The issue had as agents JP Morgan S.A. and ABNoAeal S.A. and was divided into two tranches: ione
the amount of US$ 200 million, with five-year temmaturing in 2012, interest rate of 7.875% p.a., ealdl
option in 2010 and 2011; and the other tranch&énaimount of US$ 354 million, with ten-year termtuning
in 2017 and interest rate of 8.8% p.a.

(i) Restructuring of foreign-currency-denominatexbt- Bonds

Following ISA Group strategy, which aims at expagdits businesses in Brazil, ISA Capital
management conducted studies, denominated REDdqiyap order to restructure its debt in foreign
currency — bonds and reduce the cost of such iedabss, concurrently creating favorable
conditions allowing expansion of the activitiestloé Company and its subsidiaries.

* US$ 354.0 million bonds maturing in 2017

On February 8, 2010, the Company started restingtimplementation by announcing abroad a
public offer to repurchase in cash all bonds itiésk maturing in 2017 up to outstanding total
equivalent to US$ 354 million. As an integral paftthe operation, in addition to market value
payment of 108.25%, ISA Capital offered 2017 bomddérs joining the public offer up to
February 24, 2010 (early period) a consent fee®% on market value. From February 24 and
March 8, 2010, bond holders joining the offer reediamounts equivalent to 108.25% of market
value. After the offer period, a 91.06% adhesion tofal bond holders was identified.
Accordingly, under conditions established, the Canyp in March 2010, repurchased US$
322.3 million, which is equivalent to 91.06% of tio¢al US$ 354.0 million. Only 8.94% of total
bonds maturing in 2017 are outstanding in the mavieich is equivalent to US$ 31.6 million.

Total amount disbursed by the Company in repuinoga81.06% of these bonds in March 2010
totaled US$ 371.8 million, which is equivalent t8& B65.0 million, broken down as follows: (i)

Principal of US$ 322.3 million, equivalent to R$75Z million; (i) Consent Fee of US$ 37.7

million, equivalent to R$ 66.6 million; (iii) proata interest of US$ 3.2 million equivalent to R$
5.7 million; and (iv) taxes levied on transfersi$$ 8.6 million, equivalent to R$ 15.3 million.

For the US$ 31.6 million bonds remaining in therke the same conditions agreed upon issue
are kept, but without any type of covenants. Theunityt term of the principal amount is still
2017 and interest is still paid on a semi-annualdyan January and July each year, at the rate of
8.8% p.a.

* Bonds of US$ 200.0 million maturing in 2012

As soon as the 2017 bond repurchase public oféer eompleted, the Company, based on the
prerogative of the call option set forth in the egmnent of bonds maturing in 2012, started the
bond repurchase process and, within the periodcanditions established, repurchased 100%
thereof, which amounted to US$ 200 million. Consitg that bonds were repurchased for the
then effective market value of 103.938%, as stiealan debentures for exercising the call
option in 2010, ISA Capital disbursed US$ 212.6lion| equivalent to R$ 380.8 million, for
bond repurchase, as follows: (i) Principal of US®2D million, equivalent to R$358.2 million;
(i) Consent fee of US$7.9 million, equivalent t8 .1 million; (iii) pro-rata interest of US$2.4
million equivalent to R$4.4 million; and (iv) taxdsvied on transfers of US$2.3 million,
equivalent to R$4.1 million.

The effects of that transaction on the Company’s B& shown in Note 27.

()  BNDES

(i) On September 17, 2007, subsidiary CTEEP enteredanban agreement with Brazil's National
Bank for Economic and Social Development (BNDES)aniing to R$764.2 million, reduced to
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(ii)

(iii)

R$601.7 in December 2008. This amount accountg @t of the total investment, which includes
system improvements, reinforcements, modernizatibthe current transmission system and new
projects, and is part of the 2006/2008 Plurianringestment Plan. Repayment is in 78 monthly
installments beginning January 2009. As a guaratheeCompany has given bank sureties taken out
from banks Bradesco, Santander and Banco do Beffgttive up to December 15, 2015, at the cost
of 0.7% p.a., with quarterly maturities. Financiadicators established in contract are: Net
debt/EBITDA = 3.5 and net debt/(net debt + equity).6.

On November 18, 2008, subsidiary CTEEP entered an®$329.1 million loan agreement with
BNDES. Repayment is in 54 monthly installments rasnf January 2011. Up to the beginning of
repayment, charges were paid on quarterly basiggussantee, subsidiary CTEEP has given bank
sureties taken out effective up to June 15, 204t fBanco Bradesco S.A., at the cost of 1.2% p.a.,
with quarterly maturities. Financial indicators adtshed in contract are: Net debt/EBITDA = 3.5
and net debt/(net debt + equity) = 0.6.

On January 14, 2009 CTEEP subsidiary IEMG entenéal @ R$ 70.6 million loan agreement with
BNDES, drawn down on March 27, 2009. This amouainsed to finance approximately 50% of the
Transmission Line (LT) between Neves 1 and Mesgsliastations. Repayment is in 168 monthly
installments as from May 15, 2009. As guarantee,Gompany has given bank sureties taken out
from HSBC bank, effective until March 18, 2010. Theed of bank guarantee was dispensed with by
BNDES, since IEMG attained Debt Coverage Ratio DE8f 1.3% and thus met the condition in the
financing agreement.

(iv) On August 11, 2010, CTEEP subsidiary IEMadeirarecténto a R$ 292.6 million and a R$ 108.7

v)

million loan agreement with BNDES. The amounts &f £63.0 million, R$ 110.0 million, R$ 37.7
million, R$ 36.7 million, R$ 40.0 million and R$ BB million were drawn down on August 30,
October 26, November 24 and December 27, 2010 amé 27 and December 14, 2011,
respectively, corresponding to total funds. Theam is intended to finance the construction of the
Transmission Lines and Substations provided faha concession agreements. Repayment, which
will take place in a lump sum including chargessweatended from on January 15, 2012 to July 15,
2012 (Note 36b). As guarantee, the Company hasngbenk sureties taken out from Banco
Bradesco, Banco Espirito Santo - BES and Santaidke cost of 0.7% p.a.

On December 14, 2011, Subsidiary CTEEP subsidigMadeira entered into a R$280.0 million
loan agreement with BNDES. R$140.8 million wereeasled on December 29, 2011. The amount is
intended to finance the construction of the Trassion Lines and Substations provided for in the
concession agreements. Repayment will take plagelimp sum including charges on January 15,
2012. As guarantee, the Company has given bankiesitaken out from Banco Itau BBA, at the
cost of 0.3% p.a.

(vi) On December 21, 2010, Subsidiary CTEEP, subsidiBSUL entered into a R$18.1 million

financing agreement with BNDES. Such amount wasasgd on February 24, 2011. The amount is
intended to finance the construction of the Trassion Lines and Substations provided for in the
concession agreements. Repayment is in 168 moimktallments as from June 15, 2011. As
guarantee, the Company has given bank sureties takefrom Branco do Brasil, effective until
December 21, 2012, at the cost of 0.95% p.a., sathi-annual maturities. IESUL is required to keep
ICSD of at least 1.3, computed on an annual bsisughout repayment period and after collaterals
are released.

(vii) On December 30, 2010, CTEEP subsidiary IEPinhegotered into a R$ 119.9 million loan

agreement with BNDES. The amount of R$ 91.3 mmlland R$ 28.6 million was drawn down on

January 28 and April 27, 2011, respectively, cquoesling to total funds. The amount is intended to
finance the construction of the Transmission Liaed Substations provided for in the concession
agreements. Repayment will take place in 168 mgrittgtallments as from September 15, 2011. As
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(©)

(viii)

guarantee, the Company has given bank suretiesacted effective up to January 17, 2013 from
Banco Bradesco S.A., at the cost of 0.48% p.ah gitarterly maturities. IEPinheiros is required to
keep ICSD of at least 1.3, computed on an annusisbtroughout repayment period and after
collaterals are released.

On October 28, 2011, CTEEP subsidiary Serra doelapred into a R$93.3 million loan agreement
with BNDES. R$75.0 and R$15.0 million were drawowd on November 18, and December 12,
2011, respectively. The remaining amounts are dgdeto be released in February 2012. The
amount is intended to finance Transmission Lined &nbstations provided for in the concession
agreements. Repayment will take place in 168 mgnitdtallments as from June 15, 2012. As
guarantee, the Company has given bank suretiesacted effective up to February 28, 2014 from
Banco Bradesco S.A., at the cost of 0.65% p.ah guiarterly maturities. Serra do Japi is requiced t
keep ICSD of at least 1.2, computed on an annusisbtroughout repayment period and after
collaterals are released.

Promissory notes

(i) 4th issue — issued on January 17, 2011 amountimf$t@00.0 million and settled on January 11,

(ii)

2012 (note 36.b). Nominal charges correspond to €0.4 p.a. The cost of issue of these
promissory notes totaled R$ 132 and, in accordavite CPC 08 (IAS 39), they were recorded
reducing the amount raised and posted to P&L dwetransaction term. No guarantee was provided
for the promissory notes.

5" issue — issued on July 11, 2011 by subsidiary GT,E&mounting to R$ 300.0 million and
maturing on July 5, 2012. Nominal charges corredgorCDI + 0.4% p.a. The cost of issue of these
promissory notes totaled R$ 190 and, in accordavite CPC 08 (IAS 39), they were recorded
reducing the amount raised and posted to P&L dwetransaction term. No guarantee was provided
for the promissory notes.

Promissory notes issued by IEMadeira on May 18,12GdImounting to R$ 180.0 million, were settled on
September 15, 2011.

Promissory notes issued by Serra do Japi on AgrikD11, amounting to R$ 70.0 million, were setibedJuly
27, 2011.

(d)

(e)

Foreign currency with hedge accounting

(i) On April 20, 2011, subsidiary CTEEP entered intargarnational bank credit bill agreement with

Banco Ital BBA Nassau, under the terms of Law NiB14 of September 3, 1962, amounting to

USD 63,694 thousand bearing exchange variation +p42% In addition, a Swap instrument was

taken out from Banco Itall BBA with the notional walof R$100.0 million and restated by 103.50%

of CDI. The effects of taking out such swap instemiare described in Note 31. The operation has
final maturity on April 26, 2013. Banco Itall BBA gaiaranteed by the credit rights resulting from

adventitious swap operation positive balance adjest.

(i) On October 17, 2011, a US$85,788 thousand long-team agreement was entered into with JP

Morgan Chase Bank, maturing on October 21, 2013ba&ading exchange variation + 2.1% p.a. In
addition, a Swap instrument was taken out from #Pgein Bank with the notional value of R$150.0
million and restated by 98.3% of CDI. The effectshis instrument are described in Note 31.

CTEEP subsidiary IENNE’s secured account with aZR¥ million limit with Banco Bradesco S.A.
Nominal charges correspond to 100.0% of CDI + 2.@%p
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) On May 19, 2010, CTEEP subsidiary IENNE entered atR$ 220.0 million financing agreement with
Banco do Nordeste do Brasil S.A., drawn down oy 201 and 30, September 3 and October 11, 2010.
The amount is intended to finance approximately 4f%he Transmission Line in between substations
Colinas do Tocantins and S&o Jodo do Piaui. Repaywilt take place in 216 monthly installments as
from June 2012 and, until the beginning thereofrghs will be paid on a quarterly basis. As guamnt
the company has given bank sureties taken out Banto Bradesco S.A., effective up to July 15, 2011,
at the cost of 1.8% p.a., with quarterly maturiti€ June 9, 2011, maturity of such bank surety was
extended to July 8, 2012.

(9) On August 4, 2010, CTEEP subsidiary IESUL entemstd ia R$ 17.0 million limit bank credit bill
agreement with Citibank S.A., settled on March@.2 Charges levied thereon were paid on a monthly
basis.

All covenants established in the agreements haga taly observed and met by the Company and itsidialbies
to the date.

Maturities of noncurrent portions are set out die¥es:

Company Consolidated
12.31.2011 12.31.2010 12.31.2011 12.31.2010
2012 - - - 132,449
2013 - - 451,771 132,963
2014 - - 172,425 133,201
2015 - - 98,201 69,183
2016 - - 23,975 5,161
After 2016 59,371 52,737 297,263 119,812
59,371 52,737 1,043,635 592,769
Changes in loans and financing are as follows:

Company Consolidated

Balance at December 31, 2009 1,017,816 2,067,226
New loans - 444,869
Payments (principal and interest) (1,255,324) (1,929,219)
Changes in interest in subsidiary (IESUL) - (11,768)
Interest, inflation and foreign exchange adjustraent 292,179 356,008
Balance at December 31, 2010 54,671 927,116
Additions - 1,350,266
Payments (principal and interest) (4,498) (387,659)
Interest, inflation and foreign exchange adjustraent 11,375 163,762
Balance at December 31, 2011 61,548 2,053,485
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Debentures

Consolidated
Maturity Number of

(dd/mml/yy) debentures Charges 2011 2010
1% series 15.12.2014 49,100 CDI +1.3% p.a. 490,736 490,405
2" series 15.12.2017 5,760 IPCA + 8.1% p.a. 67,117 65,388
Single series [IEMadeira 15.09.2012 420 106.5% of CDlI p.a. 221,608 -
779,461 555,793
Current portion 389,825 2,154
Non-current portion 389,636 553,639

In December 2009, subsidiary CTEEP issued 54,86ferdares amounting to R$ 548.6 million, with the
respective cash inflow in January 2010. THesédries will be repaid on the following dates: Daber 15, 2012,
2013 and 2014; remuneration will be paid on a samital basis, on June 15 and December 15 of eachtiie
third one took place on June 15, 2011, and forth@amDecember 15, 2011.

The 2 series will be repaid on the following dates: Jurfe 2014, December 15, 2015, 2016 and 2017;
remuneration will be paid on the following datesnd 15, 2011, 2012, 2013, 2014, December 15, 2015 and
2017, and the first one took place on June 15, 2011

Financial indicators established in contract aret 8&bt/EBITDA = 3.5 and EBITDA/Financial incomepeanses
=3.0.

In September 2011, the subsidiary CTEEP subsidigiadeira issued 420 debentures amounting to R$ 420
million, with the cash inflow relating to 400 delteres on September 15, 2011 and 20 debentures @& 3,
2011. These debentures are expected to be fulbidepth funds arising from a long-term financirghie taken

out from BNDES.

All requirements and covenants established in greeaments have been duly observed and met by thp&wy
and its subsidiaries to the date.

Maturity of non-current installments is as follows:

Consolidated

2011 2010

2012 - 168,092
2013 163,204 163,206
2014 177,939 176,878
2015 16,164 15,153
2016 16,163 15,155
After 2016 16,166 15,155

389,636 553,639
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Changes in debentures is as follows:

Consolidated

Balance at December 31, 2009 -

Additions 548,589
Payments (principal and interest) (54,852)
Interest, inflation and foreign exchange adjustment 62,056
Balance at December 31, 2010 555,793
Additions 204,000
Payments (principal and interest) (70,213)
Interest, inflation and foreign exchange adjustment 89,881
Balance at December 31, 2011 779,461

Taxes and social charges payable

Company Consolidated

12.31.2011 12.31.2010 12.31.2011 12.31.2010

Income tax 4,227 304 42,618 46,256
Social contribution tax 1,402 - 15,385 16,633
COFINS 1,843 1,801 9,819 9,011
PIS 400 391 2,130 1,955
Scholarship program (i) - - 864 1,542
INSS 17 20 7,541 6,226
Service Tax (ISS) - - 3,421 3,936
Other 189 17 6,573 5,718
8,078 2,533 88,351 91,277

Taxes in installments — Law No. 11941

Due to completion issues, the subsidiary CTEEP dextrits Federal Tax Debt and Credit Returns (DCTéis)
the years 2004-2007, determining tax debts relatestly to PIS and COFINS. With a view to settlitgytax debt,
subsidiary CTEEP opted to participate in the spet¢# installment payment program instituted by
Law No. 11941, of May 27, 2009, and paid R$141,662November 30, 2009, using the benefit of redJaoe=l
and interest rate, totaling R$42,257. The remaimdébe paid over 180 months beginning Novembed20

On June 30, 2011, subsidiary CTEEP consolidate@itslebts with Brazilian IRS and opted to pay thiem80
months for calculating the installments to be pasdrom June 30, 2011. Out of the total installmetiove the
prepayments made in the period from November 30926 May 31, 2011 were deducted and that repredetl
installments already paid. After deducting the psapents, there remained 161 installments to be agiffom
June 30, 2011, in the amount of R$ 975, subjectdaetary restatement by reference to accumulatedCS&s
from December 2009.

Due to the payment option in 180 months, CTEEP igeeé revenue from reduction of fine and interasthie
amount of R$ 21,013 on the total amount due, whiels recognized in financial income. This revenue, f
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purposes of income and social contribution taxe#l, vt be a component of taxable profit of the qany
according to Law No. 11941/09.

Changes for the years ended December 31, 20110ifda2e as follows:

2011 2010

Opening balance 155,317 147,738
Reduced fine and interest (Law benefits) (21,013) -
Monetary restatement on debt 30,202 7,580
Payments made (*) (6,997) (1)
157,509 155,317

Current portion 12,273 10,353
Non-current portion 145,236 144,964

(*)  Until the installment payment arrangement ipgyed by Brazil's IRS, the monthly payment will anmt
to R$ 100.00 (one hundred reais).

Regulatory charges payable

Consolidated

2011 2010
Research and development - R&D (i) 50,364 39,114
Energy Development Account - CDE 1,834 2,179
Fuel consumption bill (CCC) 2,592 3,620
Global reversion reserve (RGR) 4,917 5,629
Alternative energy source program (PROINFA) 1,269 1,143
Inspection fee (ANEEL) 182 48

61,158 51,733

Current portion 28,824 49,559

Non-current portion 32,334 2,174

(i) Subsidiary CTEEP and its subsidiaries recognizaiilities related to amounts billed through tarifi®o of
Net Operating Income), but not applied in the Reseand Development Program (R&D), which are restat
on a monthly basis as from the second month sulks¢do its recognition up to the effective realiaat
thereof, based on SELIC rate, according to ANEEEdR&ions 300/2008 and 316/2008. The amounts payabl
are settled upon completion of each project in Wiiimds are invested.
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Provisions
Company Consolidated
12.31.2011 12.31.2010 12.31.2011 12.31.2010
Vacation pay and social charges 13 11 17,853 16,807
Profit sharing (PLR) - - 5,419 5,786
Voluntary termination program (PDV) - - 6 87
Contingencies (a) - - 101,844 161,682
13 11 125,122 184,362
Current portion 13 11 23,290 22,674
Non-current portion - - 101,832 161,688

Provision for contingencies

Contingencies are assessed and classified on tedudrasis as regards the likelihood of an unfalte outcome

for the Company, as follows:

Consolidated

12.31.2011
Labor (i) 87,807
Civil 3,347
Tax — IPTU (ii) 7,608
Social security — INSS (jii) 1,439
ANEEL (iv) 1,643
101,844

0] Labor

12.31.2010

145,993
3,844
7,527
3,635

683

161,682

Subsidiary CTEEP assumed responsibility for certawsuits at different courts, mainly arising frahe partial

spin-off of CESP and EPTE. It has labor-relatedigiadl deposits amounting to R$52,867 (R$27,914 f&s o

December 31, 2010), according to Note 12.

(i)  Tax— Municipal Real Estate Tax (IPTU)

Subsidiary CTEEP recognizes a provision to covbtgeith several City Governments in the Statead Baulo,
related to proceedings for rectification of area®anting to R$7,608.

(i)  Social security — INSS

On August 10, 2001, the National Institute of Sb8acurity (INSS) served Subsidiary CTEEP a delersy
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notice for non-payment of social security tax ompensation paid to its employees in the form ofIntiekets,
morning snack and basket of food staples for theogdrom April 1999 to July 2001. Management begaa
defense procedures by making a judicial deposituamiog to R$8,243, recorded in non-current asaatder
"Pledges and restricted deposits”. In January 2@hQunfavorable final decision was handed againbsi@iary
CTEEP regarding the meal tickets, morning snackpartl of the basket of food staples, and the reimgiitems
are still pending judgment. Consequently, the partiorresponding to the judicial deposits amounting$ 5,498
was reversed to the Federal Government and wiitteagainst P&L, under general and administratixpemses,
considering that a provision had not been recofdethis contingency.

(v) ANEEL

Subsidiary CTEEP was notified by ANEEL for not megtthe deadline for installation of thé®®ank of
transformers 345/88 kV of SE Baixada Santista, @izhd by ANEEL Resolution No. 197, of May 4, 2004th
fine amounting to R$ 1,981, and for the non-cormué with the deadline for the start-up of the 346 k
Guarulhos — Anhanguera Transmission Line, authdrize Authorizing Resolution No. 064/2005, of Jayuat,
2005, with fine of R$ 886, totaling R$ 2,867. Symiovision was charged against general and admnatigtr
expenses on June 30, 2010.

In addition, subsidiary CTEEP records a provisionburden of defeat relating to ANEEL violation ioet No.
001/1999-SFE, which imposed fine for interruptidretectric energy transmission and distributioraitarge part
of the Southeast, Southern and Middle West Regions.

(v)  Lawsuits involving probable losses

Subsidiary CTEEP is party to tax, labor and ciaivbuits rated by management as involving probaideels,

based on an assessment of its legal advisorseiadtimated amount of R$ 119,512 (R$ 101,252 iDRGhainly
consisting of labor claims, which totaled R$65,{B659,517 in 2010) for which no provisions haverbset up.

(vi)  Changes in provisions for contingencies

Consolidated

Tax — Social security
Labor Civil IPTU — INSS ANEEL Total

Balance at December

31, 2009 147,344 3,219 8,239 5,398 3,642 167,842
Set-up 12,523 966 - - - 13,489
Reversal/payment (23,396) (687) (838) (2,256) 2,959) (30,136)
Restatement 9,522 346 126 493 - 10,487
Balance at December

31, 2010 145,993 3,844 7,527 3,635 683 161,682
Set-up 25,920 1,948 - - - 27,868
Reversal/payment (85,781) (2,668) (79) (2,381) - (90,909)
Restatement 1,675 223 160 185 960 3,203
Balance at December

31, 2011 87,807 3,347 7,608 1,439 1,643 101,844

Payables — Fundacdo CESP

Subsidiary CTEEP sponsors supplementary pensiorhaatth care plans maintained with Fundacdo CESP. A
December 31, 2011, their balance was R$6,244 (R3652010) referring to monthly installments pagahs
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contribution.
(@) Plan“A” - supplementary pension plan

Regulated by State Law No. 4819/58, applied to egg#s hired up to May 13, 1974, it establishes lenpentary
pension plan benefits, additional leave entitlermeasntd family allowance. Funds required to covebiliizes

assumed in this plan are full responsibility of #pplicable Sdo Paulo State authorities, and thexefvith no risk
and additional cost to CTEEP (Note 35).

(b) Plan “B” and “B1” - supplementary pension plans

Plans “B” and “Bl”, regulated by Law No. 6435/77damanaged by Fundagdo CESP, are sponsored by
Subsidiary CTEEP, providing supplementary pensian penefits, the reserves of which are establisimeigr the
fully-funded system.

Plan “B” refers to Vested Supplementary Benefit®ayBSPS), calculated at December 31, 1997 (CTEER)
March 31, 1998 (EPTE), in accordance with curreguiations, and its asset-liability matching waly ddjusted
at the time. CTEEP is fully liable for the annuelwarial result of this plan (deficit or surplus).

On January 1, 1998 (CTEEP) and April 1, 1998 (ERTE)YEEP implemented Plan “B1”, which defines
contributions and related matching responsibilibesveen CTEEP and the participants, so as to etkarplan’s
appropriate asset-liability management. This pleovides pension benefits to employees, former eyggs and
related beneficiaries, in order to supplement treelfits provided by the official Social Securitysggm. The main
characteristic is the mixed model, composed of @¥Defined Benefit (DB) and 30% as Defined Contidiu
(DC). At the date of retirement the Benefit PlarDaffined Contribution (DC) becomes Defined Ben@iB).

(c) Plan PSAP - Transmissao Paulista
On January 1, 2004, the plans sponsored by Subsi@iBEEP, as well as those of the extinguished ERvdte
merged financially, and the individual charactéesbf the related plans maintained, thus formmgPSAP Plan
- Transmissédo Paulista.

(d)  Actuarial valuation
The projected unit credit method was applied fauagal valuation conducted by an independent agtoa
PSAP pension plans sponsored by subsidiary CTEERuE&nt to CPC 33 and CVM Ruling No. 600 (IAS 19),

significant financial information, based on actahreports, are the following:

0] Reconciliation of assets and liabilities

2011 2010
Fair value of asset 2,684,582 2,515,067
Present value of defined benefit plan (2,008,168) (1,800,653)
Restriction on asset recognition (676,414) (714,414)
Liabilities, net - -

(i)  Changes in assets of benefit plan

2011 2010
Fair value of asset in the beginning of the year ,512,067 2,001,707
Contributions by employer 2,036 2,128
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Contributions by employee 2,886 2,707
Return on investments 281,493 612,858
Paid benefits (116,900) (104,333)
Fair value of asset in the end of the year 2,688 2,515,067

(i)  Changes in liabilities of benefit plan

2011 2010
Present value of actuarial liability in the begimgiof the year 1,800,653 1,628,613
Cost of current services 911 (200)
Cost of interest 188,384 178,110
Contribution by beneficiaries 2,886 2,707
Actuarial gains/losses 132,234 95,756
Paid benefits (116,900) (104,333)
Present value of actuarial liability in the end ofthe year 2,008,168 1,800,653
(iv)  Beneficiaries (number of people)
2011 2010
Active 1,447 1,446
Inactive
Retired employees 1,882 1,852
Retired due to disability 37 40
Pensioners 103 85
2,022 1,977
3,469 3,423
(v)  Actuarial assumptions used
2011 2010
Deduction rate of benefit plan liability presentuea 10.50% 10.75%
Expected return rate on benefit plan assets 11.50% 12.00%
Future salary increase rate 4.50% 7.64%
Adjustment index of benefits granted for contingpedvision 4.50% 4.50%
Estimate of mortality rate AT-83 AT-83
Estimate of disabilities Light-Average Light-Average
Estimate of disabled employees mortality rate Ar-4 AT-49

23. Special obligations — Reversion/Amortization

These refer to funds arising from the reversioemes, amortization and portion held at the Subsjd@TrEEP, of
the monthly shares of the Global Reversion Res@R&R), related to investments of funds for expamsibthe
electric public utility and amortization of loanbtained for the same purpose, occurred up to Deeefith 1971.
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According to resolution issued by ANEEL, subsidi@yEEP pays 5% on the RGR amount as interest, on an
annual basis. The manner for the settlement otthakilities has not been defined by the Granfhughority.

Equity
Capital

The Company was organized on April 28, 2006, asnétdd liability company. On September 19, 200t t
Company became a corporation.

On March 9 and 19, 2010, the Company increasedataywice by issuing preferred shares redeemaltieegprice
of R$ 2.020731 each, the redemption of which isdaled to start on April 12, 2013 and end on A@riR016,
and which were fully subscribed and paid in by HIB@ance (Brazil) S.A. multiple bank, as follows:

() Inthe Special Shareholders’ Meeting held on M&cB010, under Board of Directors’ Proposal tedated
March 8, 2010, Company’s capital increase by R¥EMwas approved, R$ 420 of which was allocated to
capital and R$839,580 allocated to capital resdsyesreating and issuing 415,691,162 redeemablenpeel
shares distributed into 13 classes, entitled tedfigumulative dividends, which were subscribed paid-in
on the same date. Accordingly, Company’s capitatdased from R$839,778 to R$840,198, comprising
1,256,316,162 shares. In the same meeting, marddigidend reduction was approved, which decreased
from 25% to 1%, and amendment of the Company’schesi of Incorporation; and

(i) In the Board of Directors’ meeting held on March P®10, a new capital increase was approved within
authorized capital limit, with issue of 178,153,3#2leemable preferred shares, into 13 classesledntd
cumulative fixed dividends, amounting to R$360,8@@ich was fully subscribed and paid in on the same
date, R$180 of which were allocated to the Commaegpital and R$359,820 to capital reserve. Thezefo
Company’s capital increased from R$840,198 to 82&),8omprising 1,434,469,504 shares.

Later, on May 14, 2010, HSBC Finance (Brazil) S\iultiple Bank, then holder of 593,844,504 preferstdres
issued by the Company, sold 50% thereof to Bandondatim S.A.

Accordingly, at December 31, 2011 and 2010, the @amy’'s subscribed and paid-in capital amounted to
R$840,378 and comprises 840,625,000 common shades%8,844,504 preferred shares distributed asvistl

Number of
common Number of
Shareholder shares preferred shares Total %
Interconexion Eléctrica S.A ESP 840,624,995 0 840,624,995 58.60%
Board of Directors 5 0 5 0.00%
HSBC Finance (Brasil) S.A. Banco Mdltiplo 0 296,922,252 296,922,252 20.70%
Banco Votorantim S.A. 0 296,922,252 296,922,252 20.70%
Total 840,625,000 593,844,504 1,434,469,504 100%
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Allocation of profit

As set forth in article 35 of the Company’s art&clef incorporation, mandatory dividends are cakedat 1% of
net income for the year, adjusted under article @PRaw No. 6404/76, and refer to preferred shaegleemable
up to the amount equivalent to fixed cumulativediwnds.

Fixed cumulative dividends are calculated and paich quarterly basis, according to article 6 of Anticles of
Incorporation. Over 2011, the Company paid dividemelated to redeemable preferred shares amouttding
R$171,897.

Pursuant to the referred to article 35 of the Aecof Incorporation, an amount equivalent to 108flet Profit
outstanding after set-up of Legal Reserve, sulifed¢gal limits and mandatory and fixed cumulatdreidends
payable against preferred shares, shall be recardéttome Reserve up to 50% of balance of the eedble
amount of redeemable preferred shares, plus 12(%eaf cumulative dividends and/or amounts reldatednpaid
preferred shares redemptions.

Accordingly, pursuant to article 35 of the refertedArticles of Incorporation, net profit for theegr shall be
divided as follows:

2011 2010
Net profit (loss) for the year 297,529 (104,534)
Set-up of legal reserve (*)
Dividend base 297,529
Mandatory dividends paid (2,975)
Fixed cumulative dividends paid (168,921)
Fixed cumulative dividends payable in January 2012 (36,004)
Setting up of remaining income reserve (note 24.f) (89,629)

(*) Legal reserve plus capital reserve should ragzho a 30% limit on capital according to artigé®2, paragraph
1, of the Corporation Law.

Since the company recorded losses for 2010, th#rberno dividend payment.
Fixed cumulative dividends

The Board of Directors approved fixed cumulativeidiénd payment to preferred shareholders HSBC Eman
(Brasil) S.A. Banco Mdltiplo and Banco VotorantinAS as follows:

Payment Amount per Approval
(dd/mmlyy) Amount share Share  (dd/mmlyy) Year
18/03/2011 (*) 48,230 0.081217 593,844,504 17/3/2011 2010
18/03/2011 59,408 0.100040 593,844,504 17/3/2011 2011
04/04/2011 35,347 0.059522 593,844,504  04/04/2011 2011
05/07/2011 37,286 0.062787 593,844,504  05/07/2011 2011
06/09/2011 39,855 0.067114 593,844,504  06/09/2011 2011
Total 220,126

(*) Paid in accordance to balance of income resacewunt at December 31, 2010 (note 24.f).
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Capital reserve

After the abovementioned decisions, dated Marchn@ &9, 2010, the Company’s capital reserve account
amounted to approximately R$ 1,199,400 at Decerier2011. As previously scheduled, this amount bl
used to redeem redeemable shares distributed htdatses and, as established in shareholdersragrdé and
Brazilian Corporation Law (Law No. 6404/76), as ahed, may also be used to pay dividends to which
redeemable preferred shares are entitled.

Goodwill on capital transaction
After acquiring CTEEP shares in December 2011,Gbmpany recorded gains on percentage variatioetheg

with losses on share purchase price in relatich@éasubsidiary equity per share. Goodwill on cdpitansaction at
December 31, 2011 amounted to R$7,488. That anshatitbe realized when CTEEP shares are sold.

Income reserve

12.31.2011 12.31.2010

Legal reserve (i) 5,881 5,881
Income reserve (ii) (note 24.b) 89,629 48,230
95,510 54,111

0] Legal reserve

This is established at 5% of net income, limite@®8%6 of capital, before any allocations. In therdvegal reserve
balance plus capital reserves exceed 30% (thirtgget) of the Company's capital, allocation ofat pf net
income for the year to legal reserve will not benpailsory, as provided for by article 182, paragraphbf the
Brazilian Corporation Law.

(i)  Income reserve

The portion of net income for the year remainingeatumulative dividends are paid to redeemabléemed

shares shall be allocated to income reserve accondér the Company’s articles of incorporation.i/there are
outstanding redeemable preferred shares, this ateolli only be used for payment of fixed cumulaidividends
to which the redeemable preferred shares areazhtithd also for redemption of the redeemable peafeshares,
as the case may be.

The balance at December 31, 2010 of R$48,230 wihs dsed for payment of fixed cumulative dividends
attributed to the redeemable preferred shares aohMEB, 2011 (note 24c).

Earnings (loss) per share
Base and diluted earnings (loss) per share is leddalithrough P&L attributable to the Company’steolting and

non-controlling interests, based on the weightedraye outstanding common and preferred shareshfor t
respective period.
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The table below shows P&L numbers used to calcllase and diluted earnings (loss) per share:

12.31.2010

12.31.2011
Base and diluted earnings (loss)
Net profit — R$ thousand
297,529
Weighted average number of shares
Common 840,625,000
Preferred 593,844,504

(104,534)

840,625,000
450,757,128

1,434,469,504

1,291,382,128

Base earnings per share 0.2074

(0.0809)

(h) Dividends and interest on equity of subsidiary CTEP

On March 31, 2011 and June 30, 2011, CTEEP Boaiirettors decided to pay dividends in connectiathw
profit recorded in 2010, amounting to R$181,307 B$16,714, corresponding to R$1.194154 and R$037.00
per share, respectively. The controlling sharehroldeeived R$74,464 and non-controlling sharehsldeceived

R$123,557.

In 2011, subsidiary CTEEP paid dividends and irsteom equity amounting to R$915.2 million (R$756nilion

in 2010), R$340.9 million of which went to ISA Cegli

The balance of dividends and interest on equityapbeyby subsidiary CTEEP is R$84.8 million to ISAp&al

(Note 30) and R$147.3 million to the other shardbrd.
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25. Net operating income

25.1. Breakdown of net operating income
Consolidated

12.31.2011 31.12.2010

Gross income
Construction (a) 1,103,686 693,803
Operation and maintenance (a) 555,127 442,469
Financial (b) 1,589,969 1,398,245
Rent 13,703 12,797
Services provided 6,204 4,229
Total gross income 3,268,689 2,551,543
Taxes on gross income
COFINS (177,541) (128,896)
PIS (38,325) (27,967)
ISS (301) (212)

(216,167) (157,075)
Regulatory charges
Fuel consumption bill (CCC) (40,737) (32,524)
Energy Development Account - CDE (26,021) (27,197)
Global reversion reserve (RGR) (54,042) (46,972)
Research and development (R&D) (18,499) (16,202)
Alternative energy source program (PROINFA) (12,418) (15,287)

(151,717) (138,182)

2,900,805 2,256,286

(@) Construction, operation and maintenance services

Revenue related to construction or improvementisesvunder the utility concession agreement is geieed

based on percentage of work completion. Operatimd) raaintenance service revenues are recognizethdor
period for which the services are rendered by Slidgngi CTEEP. When Subsidiary CTEEP renders mone time

service under a utility concession agreement, neeaeceived is allocated in reference to fair vaklated to

services delivered.

(b)  Financial income

Financial income is recognized when future econdreicefits are likely to be generated for CTEEP amdunts
can be reliably measured. Interest income is rezednby the straight-line method based on time afifiective

interest rate on the outstanding principal, andetfiective interest rate discounting exactly estadafuture cash
flow receipts over the financial asset estimatJis-a-vis initial net book value of this asset.

25.2. Periodic review of Annual Revenue Allowed (RAP)
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In accordance with concession agreements as intéaited by ANEEL, every four years from the executitate,
ANEEL will periodically review the Annual Revenudldwed (RAP) of electric transmission, for the posp of
promoting efficiency and reasonable rates.

The review comprises revenue repositioning by deteng:

a) the basis for regulatory remuneration to theeBéstwork - New Facilities (RBNI);
b) efficient operating costs;

¢) the optimal capital structure and the transmissompanies’ remuneration; and
d) the amount to be deemed as tariff reducing compb— Other Revenues.

» First periodic tariff review cycle

Through Resolution No. 488 of June 26, 2007, tkealtef the first periodic rate review of CTEEP vagsproved,
reducing the new Annual Revenue Allowed (RAP) byl866, to be applied to the Base Network - New el
(RBNI) and Other Facilities - New Investments (RCppartions effective on July 1, 2005.

The effects of this rate recomposition were backdab July 1, 2005. The difference in the amouwntected
from July 2005 to June 30, 2007, amounting to R$&®, is being offset in 24 (twenty-four) monthsrogans of
the contractual instrument of an adjustment portion

« Second periodic tariff review cycle

The periodic tariff review as contractually prowidéor in July 2009 was postponed to July 2010. Grdnber
21, 2009 ANEEL published Regulatory Resolution B®&6, which establishes overall concepts, related
methodologies and procedures applicable to the riBed®eriodic Tariff Review Cycle — RTP of electric
transmission public utility.

As set forth by article 6 of Regulatory Decision.[886/09, the tariff review results will be effactifrom July 1,
2009 onwards. Considering this retroactive revied the capital cost reduction for this second cyfcan 9.18%
to 7.24%, gains and losses from tariff adjustmeaftect cash flows expected by subsidiary CTEEP iter
financial assets classified as lending and recégatand, therefore, are recognized as financiabnre
adjustments for the period they occur.

The second Periodic Tariff Review cycle was appdotsy ANEEL Resolution No. 994 of June 8, 2010, and
CTEEP tariff repositioning was reduced by 20.4%heocapplied on RBNI and RCDM portion effective emd 1,
2009.

Given the new revenue retroactive effects, R$82®&&-collected from July 1, 2009 to June 30, 204, be
paid back in 12 (twelve) monthly installments, tlgh contractual adjustment portion.

25.3. Variable Deduction (PV) and Additional to RAP

Regulatory Resolution No. 270, of July 9, 2007 utates Variable Deduction (PV) and additional toRRAV is
the discount in RAP of transmission companies dufé unavailability or operating restrictions aid® Network
facilities. Additional to RAP corresponds to theamt to be added to transmission companies’ revasuan
incentive to improve availability of transmissioacflities. These are recognized as operating aaithtenance
revenue and/or reduction in revenue for the petheg occur.

25.4. Annual revenue adjustment

On June 28, 2011, Authorizing Resolution No. 117dsvissued and established annual revenue allowed of
Subsidiary CTEEP and its subsidiaries from the ision of base network and other transmission fiéesdlifor the
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twelve-month cycle comprising the period from Jujy2011 to June 30, 2012.

In accordance with this Resolution, Subsidiary CPPEEannual revenue allowed (RAP) that was R$ 1788pn
July 1, 2010, increased to R$ 2,008,277 on JuB01], an increase by R$ 247,519, or 14.1%. RABubkidiary
CTEEP and its subsidiaries, which amounted to R&i11®5 on July 1, 2010, increased to R$2,120,592ubn1,
2011, an increase of R$259,397, or 13.9%.

In June 2011, Subsidiary CTEEP RAP effective framy 1, 2011 to June 30, 2012 is as follows:

Concession
agreement Base network Other transmission facilities (DIT) Total
Existing New Out to Adjustment  Existing New Adjustment
assets investments bid portion assets investments portion
59/2001 1,241,581 314,290 - (17,795) 360,076 106,099 (11,767) 1,992,484
143/2001 - 15,925 (132) - - - 15,793
1,241,581 314,290 15,925 (17,927) 360,076 106,099 (11,767) 2,008,277

In June 2011, RAP of Subsidiary CTEEP and its slidses effective from July 1, 2011 to June 30,2&las

follows:
Concession
agreement Base network Other transmission facilities (DIT) Total
Existing New Out to Adjustment  Existing New Adjustment
assets investments bid portion assets investments portion
59/2001 1,241,581 314,290 - (17,795) 360,076 106,099 (11,767) 1,992,484
143/2001 - - 15,925 (132) 15,793
004/2007 14,193 - - - - - - 14,193
012/2008 - - 7,386 - - - - 7,386
015/2008 13,474 - - - - - - 13,474
018/2008 - - 3,174 - - - - 3,174
026/2009 - - 25,200 - - - - 25,200
001/2008 36,435 - - - - - - 36,435
013/2008 4,447 - - - - - - 4,447
016/2008 8,006 - - - - - - 8,006
1,318,136 314,290 51,685 (17,927) 360,076 106,099 (11,767) 2,120,592

Costs of construction, operation and maintenance sgces and general and administrative expenses

Company

Consolidated
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12.31.2011  12.31.2010 12.31.2011  12.31.2010
Expenses Total Total Costs Expenses Total Total

Personnel (1,912) (1,912) (1,713) (169,516) (43,147) (212,663) (203,305)
Services (1,129) (1,129) (2,940) (422,100) (46,788) (468,888) (383,622)
Depreciation (note 14) (13) (13) (11) - (6,151) (6,151) (6,058)
Materials - - (703,797) (1,481) (705,278) (425,779)
Lease and rent (252) (252) (249) (8,298) (5,130) (13,428) (10,910)
Bond amortization - - (12,752) - (12,752)
Contingencies - - (1,598) (1,598) (31,522)
Other (102) (102) (95) (19,698) (26,130) (45,828) (30,015)
(3,408) (3,408) (17,760) (1,323,409) (130,425) (1,453,834)  (1,103,963)

Subsidiary CTEEP’s construction costs totaled R$2® in 2011 and R$134,001 in 2010. Consolidated
construction costs amounted to R$970,176 in 20R$604,495 in 2010. The respective constructionmegeas
shown in note 25.1, include PIS and COFINS ratebé¢ocost of investment amount, the projects inelogargin
sufficient to cover construction costs plus ceripenses for the construction period.
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Financial income and expenses

Company Consolidatec
12.31.2011 12.31.2010 12.31.2011 12.31.2010
Revenug
Short-term investment income 32,797 13,571 58,432 41,809
Mark-to-market adjustment — debt (bond) (Note 16.a) - 230,986 - 230,986
Interest receivable (loans) 1,393 1,502 10,888 10,953
MTM adjustment (CCB International and Commercigh@& - - 2,478 -
Selic interest — tax recoverable 3,192 2,440 3,192 2,440
Monetary variation - - - 8,382
REDI project financial income - 4,329 - 4,329
Exchange variation 21,416 - 21,416 -
Exchange variation (CCB International and Commé&Réger) - - 17,975 -
Hedge transaction adjustment (swap — CCB Intemaljo - - 69,778 -
Hedge transaction adjustment (NDF) - - 7,263 -
Other - - 3,433 1,486
58,798 252,828 194,85E 300,38E
Expense
Interest payable (borrowings) (4,654) (18,449) (77,545) (90,341)
Interest payable (14,934) (9,690)
Charges on promissory notes - - (44,129) (7,911)
Charges on debentures - - (75,603) (57,686)
Charges (CCB International and Commercial Paper) - - (5,312) -
IRRF on remittance of interest (678) (2,867) (678) (2,867)
PIS on interest on equity (1,581) (1,560) (1,581) (1,560)
COFINS on interest on equity (7,284) (7,186) (7,284) (7,186)
Mark-to-market adjustment — debt (bond) (Note 16.a) - (228,599) - (228,599)
Monetary variation (34,394) (23,995) (36,606) (23,995)
Hedge transactions - (23,764) - (23,764)
Financial expenses — REDI project (note 16.a) - (280,161) - (280,161)
Exchange variation (22,994) - (22,994) -
Exchange variation (CCB International) - - (48,474) -
Hedge transaction adjustment (swap — CCB Intemaljo - - (47,197) -
Hedge transaction adjustment (NDF) - - (3,440) R
Other (2,635) (148) (25,020) (5,222)
(74,220) (586,729) (410,797) (738,982)
(15,422) (333,901) (215,942) (438,597)

International transactions of subsidiary CTEEPthat end of the year, recorded net foreign exchdage of
R$30,499 and charges of R$2,834. On the other hewdp adjustment generated a net financial incofme o
R$22,581.

Subsidiary CTEEP conducted two transactions t@ri@iseign funds, as follows:
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CCB International transaction with Banco Itall BB# the year recorded net foreign exchange loss$dBb53
and charges of R$4,663. On the other hand, swastadgnt generated net financial income of R$15f68ehe
same period which maintains cost at 103,5% of CDI.

Fund raising under Law 4131 with JP Morgan Banlkréded a net foreign exchange loss of R$10,946 hathes
at 2.1% p.a. of R$649 and MTM gains of R$2,478tlfer year. On the other hand, swap adjustment gekenat
financial income of R$6,895 for the same periodalthinaintains cost at 98.3% of CDI.

In IEMadeira, cumulative hedge gains (NDF) amourtedR$7,263 and the cumulative hedge losses (NDF)

amounted to R$3,440. Balances are proportiondedXTEEP’s interest in the subsidiary.

Other expenses, net

Company Consolidated
12.31.2011 12.31.2010 12.31.2011 12.31.2010
Income
Compensation of loss - - - 1,214
Disposal of land - - 26,427 1,659
Other - - - 3,157
- 26,427 6,030
Expenses
Amortization of goodwill (Note 10) (55,968) (55,968) (84,800) (84,800)
Loss in variation of interest in
joint subsidiary (IEMG) (i) - - (28,490) (160)
Other (1) (3,171) 139 (4,048)
(55,969) (59,139) (113,151) (89,008)
(55,969) (59,139) (86,724) (82,978)

(i) In February 2011, after acquiring 40% of IEM@péital and becoming holder of 100% of its capgabsidiary
CTEEP revaluated its previous 60% interest atviailue on the acquisition date, recording a losR%28,490 in
the second half of 2011, which corresponds to tfierdnce between the investment fair value (R$38)2nd its
book value (R$51,414).

Income and social contribution taxes
a) Current

The Company and its subsidiary CTEEP monthly pioms income and social contribution taxes basecdhein
income, under the accrual basis of accounting.

By virtue of the Transition Tax Regime (RTT), othe Company and its subsidiaries IEMG, IENNE, IESsd
IEPinheiros recorded income for tax purposes. Fae calculated under the taxable profit basedcopunting
records regime.

Income and social contribution tax expenses foptméod may be reconciled to book income, as fadlow
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Company Consolidated
12.31.2011  12.31.2010 12.31.2011  12.31.2010
Income (loss) before income and social contributés 270.978 (104,534) 1.144.305 630.748
Nominal rates in force 34% 34% 34% 34%
Expected income and social contributions tax income
(expense) (92,133) 35,542 (389,064) (214,454)
Income and social contributions taxes on permanent
differences:
Interest on equity (32,588) (32,146) 53,670 53,395
Reduced fine and interest (REFIS benefit) - - 7,144 -
Amortization of goodwill (19,029) (19,029) (19,029) (19,029)
Maintenance of equity integrity 19,029 19,029
Equity pickup 117,564 104,130 - -
Setting-up of deferred taxes on income and social
contribution tax losses 53,000 - 53,000 -
Offsetting of income and social contribution taxas tax
loss of the Company - (88,297) - (88,297)
Other (263) (200) (2,044) 19,980
Effective income and social contributions tax e>geen 26,551 ) (277,293) (229,376)
Income and social contribution taxes
Current (18,507) - (262,713) (222,630)
Deferred 45,058 - (14,580) (6,746)
26,551 - (277,293) (229,376)
Effective rate - - 18.61% 24.48%

The rate used in the previously presented 20112840 reconciliations is 34%, payable by legal exitn Brazil

on taxable profit, as provided for by applicabbe legislation.

b) Deferred
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The Company recorded deferred tax assets on inaohsocial contribution taxes loss, based on dgeptions

on future gains, which were not expected for thevijmus year.

the next five years according to the expectedzatdin chart:

Tax credits annually used
Income tax
Social contribution tax

Total

2013 2014 2015

Management expects to recover tditsrwithin

Total

6,374

2,294

8,513 8,399 8,244 38971

3,064 3,023 2970 14,029

8,668

11,577 11,422 11,2143,000

At December 31, 2011, the Company recorded a balahdk$184,358 (R$245,283 at December 31, 2010) in
credits on income and social contribution taxes,legich were not recognized in its books, sinesé¢hcredits are

not likely to be recovered within the near future.

Breakdown of deferred income and social contributax assets and liabilities is as follows:

Provision for contingencies
Concession contract (ICPC 01)
Tax loss

Social contribution tax loss

Deferred income and social contribution taxes on
subsidiaries' income and social contribution tdges

Provision for income and social contribution tares
subsidiaries' income and social contribution tdges (ii)

Provision for losses (i)

Other temporary differences
Net

Assets

Liabilities

Company

Consolidated

12.31.2011 12.31.2010  12.31.2011 12.31.2010
34,623 55,307
(134,800) (56,307)
33,131 33,131 -
11,927 11,927 -
718
(718) -
35,926 -
22,075 19,698
45,058 2,882 18,698
45,058 45,058 28,050
(42,176) (9,352)

(i) It refers basically to provision recorded on DecemB1, 2011, amounting to R$82,121, in order totmee
ANEEL Normative Decision No. 367/2009, which setstli the "New Equity Control Guidebook for the
Electric Power Industry". Subsidiary CTEEP prepaaephysical inventory of all its physical assets] #his
work led to identification of accounting and physisurplus, which are currently undergoing a redi@tion
process. Management of subsidiary CTEEP decidgatdeision surplus amounts identified up to now, and
upon completion of reconciliation work, any remaiibalance will be recognized as effective lossThe
provision recorded at December 31, 2011 amoun®@$&2,121. For IRFS purposes, that amount was adjust
by the financial assets fair value review, as réedrin accounts receivable (concession assets).

(ii) Subsidiaries CTEEP IEMG, IENNE and IESUL recordedusnulated tax losses. These subsidiaries do not
have a taxable profit historical record, since itmgdperation is recent and management decidedciu@ total
amount of deferred income and social contributaes.
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For subsidiary CTEEP's management, balance of réefeincome and social contribution tax assets from
temporary differences will be realized proportidyalo contingencies and realization of events tiggag

30.

provision for losses, within an average estimatedogl of 5 years.

Related-party transactions

Key related-party transactions and balances fopéned are as follows:

12.31.2011 12.31.2010
Type of Income/ Income/
transaction Related party Assets  Liabilities (Expenses) Assets  Liabilities (Expenses)
Company
Short-term benefits Management key
* personnel - (6,212) - - (7,517)
Sublease CTEEP - (43) (252) - (39) (249)
IEMG — CTEEP’s
subsidiary 7 34 1 15
IENNE- CTEEP’s
subsidiary 8 99 8 100
Pinheiros — CTEEP’s
subsidiary - 58 3 32
IESUL - CTEEP’s
subsidiary 5 82 - -
Serra do Japi —
CTEEP’s subsidiary 15 85 2 24
Services provided  CTEEP - (86) - @) (86)
IEMG — CTEEP’s
subsidiary - - 132 - 1,658
Pinheiros — CTEEP’s
subsidiary 30 105 - - -
IEMadeira— CTEEP’s
subsidiary 3,226 3,226 - - -
Dividends and
interest on equity CTEEP 84,828 - 65,844 - -
IEMG 529 - - - -
Loans receivable
(Note 11) ISA 44,653 6,381 39,663 - 3,309
Internexa Brasil 9,393 29 - - -

* Refers to management fees.

The Company’s compensation policy does not proviole any post-employment

benefits, employment termination benefits or shased payments.
The sublease agreement comprises the area ocdupikRiA Capital and CTEEP subsidiaries at CTEEP’$hma
building, as well as the apportionment of condomimiand maintenance expenses, among others.

In 2008, a service agreement was entered intoI8#hCapital including, among others, delivery obkkeeping,

tax calculation and payroll processing services.

benefits, other long-term
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In 2009, an agreement was entered into with sulSidCTEEP to provide operating and maintenanceicas\n
its subsidiary IEMG facilities. In 2011, the agment was terminated and services ceased to bedgabvi

In 2011, an agreement was entered into with sulsidCTEEP to provide operating and maintenanceicEsvn
its subsidiary Pinheiros facilities.

In May 2010, subsidiary CTEEP entered into an guepany agreement with IESUL, amounting up to R363,
which can be fully or partially used for up to 2é&mths. Charges levied thereon were received upduarityaand
corresponded to CDI, plus 2.5%. At December 31,12@ere are no balances pending payment relatirigis
agreement.

In 2010, subsidiary CTEEP entered into an intercmypagreement with Pinheiros, amounting up to REM
which can be fully or partially used for up to 24mhs. Charges levied thereon corresponded to Qi3I 1h3%.
At December 31, 2011, there are no balances pemdiyignent relating to this agreement.

In May 2010, subsidiary CTEEP entered into an eumpany agreement with Serra do Japi, amountingpup
R$55,500, which can be fully or partially used égr to 24 months. Charges levied thereon correspbta€DI
plus 1.3%. At December 31, 2011, there are no balkpending payment relating to this agreement.

In 2011, subsidiary CTEEP entered into a techngglport agreement to provide services to the owner’
engineering services management, which will bequeréd by IEMadeira and/or its contractors.

Those transactions will be conducted under speciinditions and negotiated under an agreement kettee
parties.
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31. Financial instruments

(@) Identification and valuation of significant financial instruments

Company Consolidated
12.31.2011 12.31.2010 12.31.2011 12.31.2010
Financial assets
Fair value through P&L
Cash and cash equivalents 351,567 257,261 558,862 312,244
Lending and receivables
Trade accounts receivable
Current - - 1,474,794 1,424,390
Non-current - - 5,335,027 4,225,309
Receivables - State Finance Department
Current - - 14,906 22,938
Non-current - - 810,750 681,129
Loans receivable
Current 9,393 - 9,393 -
Non-current 44,653 39,663 44,653 39,663
Interest on equity and dividends receivable 84.828 65.844 R B
Pledges and restricted deposits
Current 2,612 2,320 2,612 2,320
Non-current _ _ 61.886 42 248
Fair value through P&L
Derivative financial instruments
Current
- - 1,673 -
Non-current - - 54,195 -
Financial liabilities
Trade accounts payable 325 147 83,338 94,064
Amortized cost
Loans and financing
Current 2,177 1,934 1,009,850 334,347
Non-current 59,371 52,737 1,043,635 592,769
Debentures
Current - - 389,825 2,154
Non-current - - 389,636 553,639
Interest on equity and dividends payable
- - 147,328 127,978
Fair value through P&L
Derivative financial instruments -
Current - - 27,226 -
Non-current
Payables — Law No. 4819/58
Current 10,050 13,369 10,050 13,369
Non-current 378,617 350,954 378,617 350,954
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Book value of financial assets and liabilities el@se to their corresponding market values, in canispn to those
amounts that could be obtained had such instruni@s negotiated in an active market or, in laekebf, at net
present value adjusted at the interest rate pragaih the market. No financial instruments haverbeegotiated
in active markets; instead, they are appreciatdéal, as required by prevailing CPC.

On April 26, 2011, subsidiary CTEEP entered intdegivative financial instrument agreement (swapyasao
hedge against currency risk of loans in foreignreney, to cover foreign exchange risk related toelm
Currency Loan under the terms of Law No. 4131, eydt8mber 3, 1962.

On April 29, 2011, Subsidiary CTEEP subsidiary |EMBa entered into a derivative financial instruinen
agreement (NDF), so as to hedge against curresgyafi steel-corner, aluminum and aluminum-cablepsup
agreements.

Subsidiary CTEEP and its subsidiary IEMadeira agdphe hedge accounting method and classifiecattentout
derivative as fair value hedge, according to theupeters set out in Brazilian accounting standd?@ G8 and in
International Standard IAS39. Subsidiary CTEEP &elbhedge accounting.

Financial instrument management is compliant with Eull risk management policy / Financial riskaglines of

CTEEP and its subsidiaries. Gains/losses fromtthissaction and the application of controls to ngenthis risk
are part of the financial risk monitoring adoptsdttee Company and its subsidiaries, as follows:

Consolidated

Reference value Receivables
Short-term Maturity (Notional) Fair value (payables)
12.31.2011 12.31.2011 12.31.2011
Long position:
Swap (Banco Ital) April 2012 7,135 7,135 -
Swap (JP Morgan Bank) October 2013 6,823 6,823 -
NDF (Financial June to September
institutions) 2013 34,067 35,740 1,673
48,025 49,698 1,673
Short position:
Swap (Banco Ital) April 2012 (7,135) (14,396) (7,261)
Swap (JP Morgan
Bank) October 2013 (6,823) (26,788) (19,965)
June to September
NDF (Supplier) 2013 (34,067) (34,067) -
(48,025) (75,251) (27,226)
Net amount - (25,553) (25,553)
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Reference value Receivables
Long-term Maturity (Notional) Fair value (payables)
12.31.2011 12.31.2011 12.31.2011
Long position:
Swap (Banco Ital) April 2012 114,941 114,941 -
Swap (JP Morgan Bank) October 2013 152,293 152,293 -
NDF (Financial June to September
institutions) 2013 14,039 14,498 459
281,273 281,732 459
Short position:
Swap (Banco Ital) April 2012 (114,941) (88,063) 26,878
Swap (JP Morgan Bank) October 2013 (152,293) (125,435) 26,858
June to September
NDF (Supplier) 2013 (14,039) (14,039) -
(281,273) (227,537) 53,736
Net amount - 54,195 54,195
Financing

The rate of loans and financing and debentures kahle is pegged to TIJPL, CDI and IPCA variatiod &n

close to market value.
¢ Debt-to-equity ratio

Debt-to-equity ratio at the end of the period isadlows:

Company Consolidated
12.31.2011 12.31.2010 12.31.2011 12.31.2010
Loans and financing
Current 2,177 1,934 1,009,850 334,347
Non-current 59,371 52,737 1,043,635 592,769
Debentures
Current 389,825 2,154
Non-current - 389,636 553,639
Total debt (i) 61,548 54,671 2,832,946 1,482,909
Cash and cash equivalents 351,567 257,261 558,862 312,244
Net debt (290,019) (202,590) 2,274,084 1,170,665
Equity (ii) 2,163,804 2,093,889 4,895,072 4,831,253
Net debt-to-equity ratio -13.4% -9.7% 46.5% 24.2%
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Subsidiary CTEEP and its subsidiaries enteredlpdo and financing agreements based on debt-tdyeratio.
The companies are compliant with all contractualisks and requirements, as mentioned in Note 16.

Risk management
The main risk factors underlying the transactiohthe Company and its subsidiaries may be ideqtidie follows:

(i) Credit risk — Subsidiary CTEEP and its subsidiaries have ageatsmwith the National Electric System
Operator (ONS), concessionaires and other agent®fulating the provision of services relatedhe base
network for 216 users, with a bank guarantee claLigewise, CTEEP and its subsidiaries have agregsne
regulating the provision of services in other traission facilities (DIT) with 30 concessionairesdasther
agents, also with a bank guarantee clause.

(i) Price risk — Under the terms of the concession agreemengntms of CTEEP and its subsidiaries are
annually adjusted by ANEEL based on IGP-M variatiand part thereof is subject to period review,rgve
four years (Note 25.2).

(i) Interest rate risk — Financing agreements are restated based on TBCR,and CDI variation (Notes 16 and
17).

(iv) Currency risk — Subsidiary CTEEP eliminated the currency riskitsfliabilities by taking out éSwap
derivative instrument, designated as “fair valudde® of the loan agreement in foreign currency érii(d)).
CTEEP subsidiary IEMadeira eliminated the currerisk of its liabilities by taking out a swap deriie
instrument, designated as “fair value hedge”. Sliasf CTEEP and its subsidiaries have no accounts
receivables and other receivables in foreign cayrefSA Capital recorded loans receivable and bwirrgs
payable in foreign currency. The Company did nketaut financial instruments to cover possible ency
risks. Exposure to effects of exchange rate varias considered immaterial by the Company.

(v) Fund-raising risk — Subsidiary CTEEP and its subsidiaries may faffiedties in the future regarding fund
raising with costs and repayment terms adjusteithé cash generating profile and/or their debayepent
obligations.

(vi) Insurance risk — Subsidiary CTEEP and its subsidiaries take ostirgnce against operating and civil
liability risks for their substations. However, giv the difficulty in finding insurance companiedling to
provide insurance coverage against any lossesrémsmission line damages, if any, arising from,fire
lightning, explosions, short circuits and energgiruptions, such risks are not insured. Thus,dajages to
transmission lines may result in significant aduditl costs and investments.

(vii) Liquidity risk — The main source of cash of Subsidiary CTEEP &ndubsidiaries lies in their operations,
especially the use of their energy transmissionesysy other concessionaires and industry agemaudl
amount, represented by Annual Revenue Allowed (RA#3ted to the base network facilities and Other
Transmission Facilities (DIT), is defined by ANERinder prevailing legislation terms. Subsidiary CFEE
manages liquidity risk by maintaining bank crediek and credit lines to take out loans it deergsired, by
monitoring its expected and actual cash flows orpagoing basis, and by combining financial asset an
liability maturity profiles.

Sensitivity analysis
According to CVM Ruling No. 475 of December 17, 808ubsidiary CTEEP conducts analysis on sensitteit
interest rate and currency risks. The Company’sagament does not believe its exposure to the abevioned

risks is significant.

In Subsidiary CTEEP, currency risk arises frompbssibility of loss due to increase in exchangeg#icreasing
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the balances of liabilities from loans and finaigcin foreign currency, referring to taking out af mternational
CCB abroad in April 2011 in the amount of US$ 6&illion and Commercial paper in October 2011 in the
amount of US$85.7 million (Note 16 (d)). In orderensure that significant fluctuations in the leesege rate of
foreign currency to which its liabilities are suffjewill not affect its results and cash flows, tGempany has
derivative financial instruments (swap) — exchatigglge”, representing 100% of this debt principal.

In subsidiary CTEEP subsidiary IEMadeira, this résises from the likelihood of loss due to increasgchange
rates, which increase steel-corner, aluminum aadhiaum-cable supply agreement balances in foreigreocy.
In order to ensure that significant fluctuationghie exchange rate of foreign currency to whicHidilities are
subject will not affect its results and cash flowspsidiary IEMadeira has derivative financial instents —
exchange “hedge”, representing 100% of this debtjmal.

For purposes of defining a probable scenario of ¢herency risk sensitivity analysis, we used thenesa
assumptions established for long-term economic findncial planning of the subsidiary CTEEP. These
assumptions are based, among other aspects, @rah#ian macroeconomic scenario and the opiniomafket
specialists.

As such, in order to evaluate the effects of theatian on the cash flow of Subsidiary CTEEP, teastivity

analysis set out below considers as probable sicettze exchange rate of March 31, 2012, as destribe
currency risk and interest rate risk charts. Thte we considered increase and decrease by 25%0&hd
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Currency risk — Effects on cash flow - Consolidated

Chart 1 — with rate appreciation

R$ thousand

Operation Risk Probable scenario Scenario Il Scenario Il
Financial assets and liabilities
CCB International (Banco Ital) uUsD 111,937 139,922 167,906
Commercial Paper (JP Morgan) usD 145,900 182,376 218,851
NDF (Financial institutions) liability end GBP 46,164 57,663 69,332
NDF (Financial institutions) liability end usD 2,266 2,832 3,399
Swap asset end — CCB International (Banco ltal) DUS (111,937) (139,922) (167,906)
Swap asset end — Commercial Paper (JP Morgan) (145,900) (182,376) (218,851)
NDF (Financial institutions) asset end GBP (46,164) (57,663) (69,332)
NDF (Financial institutions) asset end usD (2,266) (2,832) (3,399)
Difference - - -
Reference for financial assets and liabilities Apciation rate at 25% 50%
USD/R$ rate 1.72 2.15 2.58
GBP/R$ rate 2.69 3.36 4.04
Chart 2 — with depreciation rate

R$ thousand
Operation Risk Probable scenario Scenario Il Smario 1l
Financial assets and liabilities
CCB International (Banco Itau) uUsD 111,937 83,953 55,968
Commercial Paper (JP Morgan) usb 145,900 109,425 72,950
NDF (Financial institutions) liability end GBP 46,164 34,666 23,168
NDF (Financial institutions) liability end usb 2,266 1,699 1,133
Swap asset end — CCB International (Banco Itad) uUsD 111,037) (83,953) (55,968)
Swap asset end — Commercial Paper (JP Morgan) usb (145,900) (209,425) (72,950)
NDF (Financial institutions) asset end GBP (46,164) (34,666) (23,168)
NDF (Financial institutions) asset end usb (2,266) (1,699) (1,133)
Difference - - -
Reference for financial assets and liabilities Depciation rate at 25% 50%
USD/RS$ rate 1.72 1.29 0.86
GBP/R$ rate 2.69 2.02 1.35
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Interest rate risk — Effects on cash flow - Consoliated

Chart 1 — Index risk

R$ thousand
Operation Risk Probable scenario  Scenario Il Scenario lll
Financial assets
Short-term investments 101% CDI 402 498 593
Short-term investments 99.5% CDI 212 262 312
Financial liabilities
Promissory notes ~Yssue CDI+0.40% 1,833 1,834 1,849
Promissory notes ~Hssue CDI+0.48% 7,944 9,755 11,536
Debentures —Siseries CDI+1.30% 13,396 16,221 19,000
Debentures —" series IPCA+8.10% 2,336 2,582 2,825
FINEM BNDES | TILP+2.30% 6,682 7,854 9,015
FINEM BNDES Il TJILP+1.80% 3,775 4,480 5,178
Banco Bradesco CDI+2.0% 126 151 176
BNDES (IEMG) TILP+2.40% 1,193 1,400 1,605
BNDES (IEMadeira) TJILP+2.80% 6,551 7,636 8,710
BNDES (IESUL) TILP+2.40% 198 233 267
BNDES (Pinheiros) TJILP+2.60% 2,660 3,111 3,557
BNDES (Serra do Japi) Sub A TJILP+1.95% 943 1,116 1,287
BNDES (Serra do Japi) Sub B TJLP+1.55% 787 938 1,089
Debentures IEMadeira 106.5% of CDI 5,613 6,953 8,270
Derivatives
Swap IBBA (MTM position) 103.5% CDI 2,524 3,128 3,721
Swap JP Morgan (MTM position) 98.30% CDI 3,569 4,423 5,265
Difference, net (59,516) (71,055) (82,445)
Reference for financial assets
99.5% CDI (March 2012) 9.83% 12.29% 14.75%
101% CDI (March 2012) 9.98% 12.47% 14.97%
Reference for financial liabilities
98.30% CDI 9.71% 12.14% 14.57%
99.5% CDI (March 2012) 9.83% 12.29% 14.75%
100% CDI (March 2012) 9.88% 12.35% 14.82%
101% CDI (March 2012) 9.98% 12.47% 14.97%
103.5% CDI 10.23% 12.78% 15.34%
TILP% p.a. 6.00% 7.50% 9.00%
IPCA % (Accumulated — 12 months) 6.00% 7.50% 9.00%
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Chart 2 — Index drop risk

R$ thousand
Operation Risk Probable scenario  Scenario Il Scenario lll
Financial assets
Short-term investments 99.5% CDI 212 160 108
Short-term investments 101% CDI 402 304 205
Financial liabilities
Promissory notes ~Yssue CDI+0.40% 1,833 1,407 973
Promissory notes ~Hssue CDI+0.48% 7,944 6,102 4,229
Debentures —Siseries CDI+1.30% 13,396 10,523 7,600
Debentures —" series IPCA+8.10% 2,336 2,088 1,837
FINEM BNDES | TILP+2.30% 6,682 5,496 4,298
FINEM BNDES I TJILP+1.80% 3,775 3,063 2,343
Banco Bradesco CDI+2.0% 126 101 75
BNDES (IEMG) TILP+2.40% 1,193 984 773
BNDES (IEMadeira) TJILP+2.80% 6,551 5,454 4,345
BNDES (IESUL) TILP+2.40% 198 163 128
BNDES (Pinheiros) TJILP+2.60% 2,660 2,204 1,744
BNDES (Serra do Japi) Sub A TJLP+1.95% 943 769 592
BNDES (Serra do Japi) Sub B TJLP+1.55% 787 633 478
Debentures IEMadeira 106.5% of CDI 5,613 4,248 2,859
Derivatives
Swap IBBA (MTM position) 103.5% CDI 2,524 1,910 1,285
Swap JP Morgan (MTM position) 98.30% CDI 3,569 2,699 1,815
Difference, net (59,516) (47,380) (35,061)
Reference for financial assets
99.5% CDI (March 2012) 9.83% 7.37% 4.92%
101% CDI (March 2012) 9.98% 7.48% 4.99%
Reference for financial liabilities
98.30% CDI 9.71% 7.28% 4.86%
100% CDI (March 2012) 9.88% 7.41% 4.94%
100% CDI (March 2012) 9.88% 7.41% 4.94%
101% CDI (March 2012) 9.98% 7.48% 4.99%
103.5% CDI 10.23% 7.67% 5.11%
TILP% p.a. 6.00% 4.50% 3.00%
IPCA % (Accumulated — 12 months) 6.00% 4.50% 3.00%
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ISA CAPITAL DO BRASIL S.A.

Notes to financial statements
At December 31, 2011 and 2010
In thousands of reais, except where otherwise state

Commitment assumed — operating lease agreements

In addition to the commitment mentioned in Note&k&y commitments undertaken by Subsidiary CTEEPi&nd
subsidiaries are related to operating lease agmesnfer vehicles and IT equipment, the minimum fatu
payments of which, total and for each period, tated below:

2011 2010

Up to one year 6,210 3,133
From one to five years 8,002 3,411
14,212 6,544

Lease agreements involving subsidiary CTEEP adehseholder refer to sublease agreements withaitsnp
company and subsidiaries. They are described ie BOt- related-party transactions.

Insurance

The specification by type of risk of the Comparng&urance is as follows:

Consolidated

Insured amount — R$ Premium — R$
Type Validity (dd/mml/yy) thousand thousand

Assets (a) 09/07/09 to 19/12/12 2,635,324 2,947
Civil liability (b) 01/09/09 to 19/12/12 33,000 415
National transport (c) 16/07/09 to 15/12/12 231,632 51
Collective personal accidents (d) 01/05/11 to bM/R 26,767 1
Vehicles (e) 02/03/11 to 02/03/12 Market value 35

3,449

Assets -Coverage against fire and electrical damage fordapyipment installed in the transmission substation
buildings and their related contents, storage ro@nd facilities, pursuant to Concession Agreement N
059/2001, clause four, sub-clause eight, itemdttet D, whereby the transmission company must taiain
insurance policies to ensure adequate coveragéeofriost important equipment in the transmissionesys

facilities. It is incumbent upon the transmission companyetiing the assets and facilities to be insured.

Civil liability - Coverage of the repairs for involuntary damagerspnal and/or material, to third parties as a
consequence of the CTEEP’s operations.

National transport - Coverage of damage caused to the Subsidiary C’BEASBets and equipment, transported
within Brazil.

Collective personal accidents Coverage against personal accidents to executivesns and trainees.
Vehicles- Coverage against collision, fire, theft and tipatties.

Given the nature of assumptions adopted to takénsutance coverage, these are not part of an auditarterly
information review scope. As a result, these wertereviewed by our independent auditors.
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Collection lawsuit by Eletrobras against Eletropaub and EPTE

In 1989, Centrais Elétricas Brasileiras S.A. - EFEIBRAS filed a collection lawsuit against Eletrofzau
Eletricidade de S&o Paulo S.A. (currently EletrdpaMetropolitana Eletricidade de S&o Paulo S.A. -
"Eletropaulo”) referring to the balance of a certfimnancing agreement. Eletropaulo did not agreté thie criteria
for monetary restatement of said financing agree¢raad made judicial deposits for the amounts itemstbod to
be due to ELETROBRAS. In 1999 a judgment was issrethe aforementioned lawsuit, ordering Eletropaal
pay the balance determined by ELETROBRAS.

Under the partial spin-off explanatory record oétEdpaulo, made on December 31, 1997 and thatteesul the
establishment of EPTE - Empresa Paulista de Tras$imi de Energia Elétrica S.A. and other companies,
Eletropaulo is solely liable for obligations of amynd referring to acts until the spin-off date,cept for
contingent liabilities whose provisions had bedncaited to the acquirers. In the case in questibthe time of

the spin-off, there was no allocation to EPTE o§ g@novision for such purpose, leaving it clear tabSidiary
CTEEP management and its legal advisors that Flatio was solely liable for said contingency. A¢ time of

the spin-off there was only the transfer to EPT&etsof an escrow deposit in the historical amadirR$ 4.00,
made in 1988 by Eletropaulo, corresponding to thunt that it understood to be owed to ELETROBRAS
regarding the balance of the aforementioned fimapaigreement, and allocation to EPTE's liabilitéshe same
amount referring to this debt.

Therefore, under the partial spin-off explanatoegard of Eletropaulo, EPTE would be responsible tfo
transferred asset and Eletropaulo would be liatniéHfe contingent liabilities referring to the amddemanded in
court by ELETROBRAS. In October 2001, ELETROBRASeented the sentence referring to the financing
agreement, charging R$ 429 million to Eletropauid &% 49 million to EPTE, on the understanding BRTE
would pay its part with the restated amounts ofjtickcial deposit. CTEEP merged EPTE on November2001,
succeeding it in its rights and obligations.

On September 26, 2003 a decision of the Court sticRiof the State of Rio de Janeiro was publisk&diuding
Eletropaulo from the execution of the aforementtbrsentence. Due to these facts, ELETROBRAS filed, o
December 16, 2003, an Appeal to the Higher Coudustice (STJ) and another one to the Federal Swp@ourt
(STF) to maintain the collection regarding Eletrojpa Appeals similar to those of ELETROBRAS werdded
by CTEEP.

On June 29, 2006, the STJ accepted the appealbfilefubsidiary CTEEP, with respect to reversingdbeision
of the Court of Justice of the State of Rio de irarthat had excluded Eletropaulo from the execu#otion filed
by ELETROBRAS.

Due to said acceptance by the STJ, on Decembd0§, Bletropaulo filed a request for amendment dfjjoent,
which was rejected, according to the decision shielil on April 16, 2007, as well as the Appealh®3TJ and
the STF, which sustained the decision of the Higbeurt of Justice, and which final and unappealaelstence
was rendered on October 30, 2008. In view of tliesgsions, which understood that challenges pagrocedure
to determine grounds for execution provided by mBjgdulo where not to be considered, the executfothe
decision filed by ELETROBRAS follows its normal asa as proposed.

With a view to requiring probative continuance tddence the effective liability under said partsgin-off
explanatory record, CTEEP proposed a declaratatgment action in view of the other parties concérimethe
collection lawsuit.

With respect to that debt and in view of the fordatuments of the partial spin-off of Eletropaukubsidiary
CTEEP, according to the understanding of its mamege and legal advisors, holds only the escrow siépo
which was received as an asset from 1988, anddstenproceed in the defense of such right. Orother hand,
the Company has not recognized a reserve for theaintng contingency, which it understands to be the
responsibility of Eletropaulo, to which the debb&ing charged by ELETROBRAS.

Supplementary pension plan regulated by Law No. 4&158
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The supplementary pension plan under State Law4i849/58, which created a State Social Services JFisnd
applicable to employees of government agenciesgemowent-controlled corporations and state-owned and
managed manufacturing services, hired up to May 1974, and provided for the following benefits:
supplementary pension plan, bonus license and yaaiibwance. Funds required to cover plan chargesttze
responsibility of applicable S&8o Paulo State Gowennt agencies. This was implemented according to an
agreement made on December 10, 1999 between thé*&#o State Finance Department and the Company,
effective until December 31, 2003.

Such procedure was regularly performed until Deam#D03 by Fundacdo CESP, with funds from the State
Finance Department, transferred by Subsidiary CTEERmM January 2004 onwards, the State Finance
Department began to directly process those paymeitteout the participation of CTEEP and Fundac&se.

An interim relief decision awarded by the"#abor Court of S&o Paulo was communicated to Slidryi CTEEP
on July 11, 2005, authorizing Fundagdo CESP tomesprocessing the payment of benefits establislyeStaie
Law no. 4819/58, according to the respective raguiain the same manner that had been made uate®ber
2003, with funds transferred by Subsidiary CTEEB.cbmply with said court decisions, Subsidiary CPEE
required to monthly request the necessary fund&tw Paulo State Finance Department, to effectipags them
on to Fundacdo CESP, which must process the pagrtetiie beneficiaries.

The State Finance Department has been transfetwir®ubsidiary CTEEP, since September 2005, an amoun
lower than necessary to comply with the decisiothef49th Labor Court.

In view of the facts above and by virtue of theigien of the 48 Sao Paulo Labor Court, as well as decision of
the High Court of Justice, Subsidiary CTEEP tramsfé to Fundacdo CESP, from January 2005 to Deaembe
2011, the amount of R$1,927,563 for payment of Bsnprovided by State Law No. 4819/58, and receitiee
amount of R$1,268,799 from the State Finance Depant for that purpose. Disallowances betweeratheunts
transferred to Fundacao CESP and refunded by thie Sinance Department, amounting to R$658,764 (8ot
(c)), was initially required by the Company in asnanistrative proceeding, and the relevant coltectiawsuit
against S&o Paulo State Finance Department wasHilBecember 2010.

Subsidiary CTEEP is still endeavoring to overtura tlecision rendered by the™4Babor Court so as to transfer
the responsibility for the pension plan benefit payts established by State Law No. 4819/58 bactkddState
Finance Department. Subsidiary CTEEP also confitmegal advisors' understanding that the expeassiig
from State Law No. 4819/58 and respective regutatie the full responsibility of the State Finampartment
and is analyzing additional actions to protect@mmpany's interests. The Company records thes#odisaces
as "Receivables from S&o Paulo State Finance Depatt (Note 8 (c)).

Subsequent events
Company

Parent company’s dividend distribution

On January 9, 2012, ISA Capital paid cumulativedixiividends to preferred shareholders HSBC FinéBicsil)
S.A. Banco Mdltiplo and Banco Votorantim S.A. Basat the calculation criterion set forth in artiédeof the
Company’s articles of incorporation, each prefersbdre was entitled to R$0.0606, totaling R$36,paifl to
total redeemable preferred shares.

Consolidated
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Loans and financing

On January 11, 2012, the Company conducted therémissory note issue amounting to R$400.0 milkowl
maturing January 5, 2013. Nominal charges corraspmi04.9% of CDI.

On January 11, 2012, the Company settled therdmissory note issue.

On January 13, 2012, addendum to financing agresniertween BNDES and CTEEP’s subsidiary IEMadeira
(note 16 (b.iv)), changing due date from January2lB2 to July 15, 2012, or the date of disburseréfirst
installment of credit line opened by BNDES througihg-term financing agreement, whichever comes. firs
Substation start-up

Substation Salto of CTEEP's subsidiary Serra doslaged up on January 18, 2012.

Dividends and interest on equity

On January 30, 2012, subsidiary CTEEP paid andémtenavailable dividends and interest on equity @ygaf in
the Board of Directors meeting held on December221].

Approval of financial statements

The financial statements were approved and thdiligation was authorized by the Board of DirectonsMarch
21, 2012.
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Independent auditor’s report on financial statemens

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

We have reviewed the individual and consolidated financial statements of ISA Capital do Brasil S.A.
(“Company”), identified therein respectively as Company and Consolidated, which comprise the
balance sheet as at December 31, 2011, and the income statements, statements of changes in equity
and cash flows 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 individual financial statements
in accordance with accounting practices adopted in Brazil and of consolidated financial statements in
accordance with International Financial Reporting Standards (IFRS), issued by the International
Accounting Standards Board (IASB), 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
conduct 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 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
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 qualified opinion.

Basis for qualified opinion on individual and conso lidated financial statements

As a consequence of the debt restructuring carried out in 2010, described in Note 16.a, ISA Capital do
Brasil S.A. recognized issue of redeemable preferred shares, mentioned in Note 24.a, as an equity
instrument which, in our view, should be recognized as financial instrument liability, according to
accounting practices adopted in Brazil, specifically CPC 39 approved by CVM Ruling No. 604, of
November 19, 2009, and IAS 32. In addition, the Company recognized remuneration of the referred to
instrument as fixed cumulative dividend as provided for by its Articles of Incorporation and
Shareholders’ Agreement, and not as financial expense with interest in the form we believe it should
be. Had the Company recognized the referred to share issue as financial instrument liability and had
the referred to remuneration been recognized as financial expense and not as dividend, equity at
December 31, 2011, would be reduced by R$1,200,000 thousand, from R$2,127,800 thousand to
R$927,800 thousand, individual, and from R$4,859,068 thousand to R$3,659,068 thousand,
consolidated. In addition, total liabilities would have increased, from R$494,635 thousand to
R$1,694,635 thousand, individual, and from R$4,279,826 thousand to R$5,479,826 thousand,
consolidated. Net income for the year ended December 31, 2011 would be reduced by R$145,272
thousand, from R$297,529 thousand to R$152,257 thousand, individual, and from R$867,012
thousand to R$721,740 thousand, consolidated, before non-controlling interest.
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Qualified opinion on individual financial statement S

In our opinion, except for the effects of the matter discussed in “Basis for qualified opinion on the
individual and consolidated financial statements”, the individual financial statements referred to above
present fairly, in all material respects, the financial position of ISA Capital do Brasil S.A. at December
31, 2011, its income and cash flows statements for the year then ended, in accordance with
accounting practices adopted in Brazil.

Qualified opinion on consolidated financial stateme nts

In our opinion, except for the effects of the matter discussed in “Basis for qualified opinion on the
individual and consolidated financial statements”, the consolidated financial statements referred to
above present fairly, in all material respects, the consolidated financial position of ISA Capital do Brasil
S.A. at December 31, 2011, and its consolidated financial performance and consolidated cash flows
for the year then ended, in accordance with International Financial Reporting Standards (IFRS) issued
by the International Accounting Standards Board (IASB) and accounting practices adopted in Brazil.

Emphasis of a matter

As described in Note 2, the individual financial statements were prepared in accordance with
accounting practices adopted in Brazil. In the case of ISA Capital do Brasil S.A. (“Company”), such
practices differ from IFRS applicable to separate financial statements only in connection with valuation
of investments in subsidiaries, affiliates and jointly-controlled subsidiaries by the equity pickup method,
which, under IFRS, would be at cost or fair value.

As described in Note 35, Law No. 4819/58 granted to servers of companies under the Sdo Paulo State
control the advantages to which other public service employees were already entitled, particularly
supplemental retirement and pensions, also establishing that resulting expenses are the full
responsibility of the State Government. The operation of the payments involves Fundacdo CESP,
charged with preparing the payroll, and the State Government, which transfers the amount to CTEEP
(which, in turn, transfers to Fundacdo CESP for payment to the end beneficiary.) This has been the
procedure adopted since the spin-off of CESP, which created CTEEP, and, until December 2003, was
fully observed with by all parties. As from 2004, the S&o Paulo State Government claimed the right to
process the payroll and make the payment directly to beneficiaries. In January 2006, however, the
State Finance Office, based on opinion issued by the State Attorney’s Office, began the disallowance
of part of the benefits paid to pensioners and, since then, accounts receivable have been generated
with the Government, as the Company makes the payment of the disallowed installments to pay up
the benefits, as required by decision handed down by the 49" Labor Court. The Company
management, in addition to being broadly and strongly supported by the opinion of its legal counsel,
and also due to the fact the State Finance Office does not discuss its full responsibility of providing the
financial resources for payment of the benefits from application of Law No. 4819/58 established
thereby, understands that it is not necessary to record provision for losses in relation to such accounts
receivable in the Company financial statements.

We do not issue a qualified opinion due to the above-mentioned matters.

Statements of value added

We have also reviewed the individual and consolidated statement of value added (SVA) for the year
ended December 31, 2011, the presentation of which is required by the Brazilian Corporation Law for
publicly-held companies, and as supplementary information under IFRS, whereby no statement of
value added presentation is required. These statements have been subject to the same auditing
procedures previously described and, in our opinion, are presented fairly, in all material respects, in
relation to the overall financial statements.
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Séao Paulo, March 21, 2012.

ERNST & YOUNG TERCO
Auditores Independentes S.S.
CRC-2SP015199/0-6

Luiz Carlos Passetti Marcos Alexandre S. Pupo
Accountant CRC 1SP144343/0-3 Accountant CRC 1SP221749/0-0
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Statement of Officers on the Independent Auditor’'sReport

The Company Officers declare that they have revigwiéscussed and agreed on the opinions expressbe i
Independent Auditor’'s Report.

Sao Paulo, March 21, 2012.
FERNANDO AUGUSTO ROJAS PINTO
CEO

ALEX ENRIQUE OLANO NIETO

CFO

BOARD OF DIRECTORS

LUIS FERNANDO ALARCON MANTILLA
Chairman

FERNANDO AUGUSTO ROJAS PINTO
Vice-Chairman

ALFONSO CAMILO BARCO MUNOZ
JUAN RICARDO ORTEGA LOPEZ

JULIAN DARIO CADAVID VELASQUEZ
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