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Research Update:

Itaipu Binacional Assigned 'BBB-' Foreign
Currency And 'BBB' Local Currency Ratings;
Outlook Stable

Overview

e |taipu Binacional is the |argest hydro power generator in the world, in
terns of electricity production. Brazil and Paraguay each own 50% of the
entity and Itaipu plays an inportant role for both countries.

* W have assessed Itaipu's business risk profile as "strong," as it faces
no denmand ri sk and stable and predictable revenues, as deternined in the
Treaty of Itaipu.

W are therefore assigning a 'BBB-' rating on Itaipu, based on our view
of the "extrenely high" likelihood that the Brazilian governnent woul d
provide timely and sufficient extraordi nary support to Itaipu in the
event of financial distress.

» The stable outlook on Itaipu reflects that on the Brazilian sovereign

Rating Action

On June 30, 2014, Standard & Poor's Ratings Services assigned its 'BBB-'
foreign currency and 'BBB' |ocal currency corporate credit ratings on I|taipu
Bi naci onal (Itaipu). We also assigned a stand-alone credit profile (SACP) of
"bb+' to Itaipu.

At the same tinme, we affirned the 'brAAA" Brazil National Scale, corporate
credit rating on the entity. The outlook on all ratings is stable.

Rationale

Itaipu is 50% owned by the Federative Republic of Brazil (Brazil; foreign
currency: BBB-/Stable/A-3; local currency: BBB+/ Stable/A-2; Brazil Nationa
Scal e br AAA/ Stable/--), through El etrobras-Centrais Eletricas Brasileiras S. A

(El etrobras; foreign currency BBB-/Stable/--; local currency BBB+/ Stable/--);
and 50% by the Republic of Paraguay (BB/ Stable/B), through Adm ni stracio6n
Naci onal de Electricidad (Ande; not rated), as determined in article Il of

the Treaty of Itaipu (Treaty).

The 'BBB-' foreign currency rating on Itaipu reflects our view of the entity's
"bb+'" SACP, plus one notch of support, given our view of an "extrenely high"

i kelihood of the Brazilian governnent providing extraordinary, timely and
sufficient support for Itaipu in a financial distress situation. This opinion
i s based on our assessnent of the followi ng characteristics of Itaipu
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* The "critical" role that Itaipu plays for the Brazilian electricity
sector, as it supplies about 17% of Brazil's electricity denmand.

 The "very strong" link with the Brazilian government, which guarantees
100% of Itaipu' s debt since the construction period and actively
restructured the entity's debt in 1997.

Al though Itaipu is only 50%indirectly owned by Brazil, we consider that the
Brazilian government will provide extraordinary support to all of Itaipu's
potential cash needs based on the follow ng factors:

* About 93%of Itaipu' s revenues cone fromthe electricity sold to Brazil
and Itaipu plays a critical role in supplying about 17% of Brazilian
demand for electricity. This, in our view, mtigates the risks rel ated
with the | ower sovereign ratings on Paraguay.

e In 1997, the Brazilian Treasury supported |taipu's debt restructuring,
refinancing the debt with a smooth anortization profile until 2023.

e The Brazilian governnent guarantees 100% of Itaipu's debt. As of Dec. 31
2013, the Brazilian governnent—through the National Treasury and
El etrobras—is responsible for 99.2%of Itaipu' s debt, being the nost
rel evant creditor for the entity.

* Since the beginning of Itaipu s operations, in 1985, Brazil acquired its
share of Itaipu's electricity generation and the surplus not used by
Par aguay, even during tinmes of |ower energy demand in Brazil, in order to
guarantee the tinely payment of Itaipu's debt. In addition, Brazilian Law
5,899 and its updates, stipulates that distribution conpanies in the
Sout heast and South regions of Brazil, which represent the | argest
consunption markets in the country, have to acquire part of their
electricity supply fromltaipu

e In 1987, when Brazil defaulted on its debt obligations, Eletrobras
continued to purchase Itaipu's electricity and nmake its paynents on a
tinely basis, so that Itaipu could continue paying its debt obligations.

We assess Itaipu' s business risk profile as "strong," given its "excellent"
conpetitive advantage as it's not exposed to volune or price risks, resulting
inthe stability and predictability of its cash flows. The Treaty establishes
the creation of Itaipu, the rules for the entity's electricity generation
sales, and the pillars to determine Itaipu's tariff. The electricity
production is equally divided between the two countries and, should one of

t hem be unable to consunme all of its share, the other has the right to acquire
t he surpl us.

Itai pu as a hydro power generation plant is, in our view, part of the

unr egul at ed power industry, which we assess as "noderately high" risk. Itaipu
is not exposed to the Brazilian or Paraguayan regul atory framework for the
electricity sector. However, the entity is vulnerable to Brazilian and

Par aguay country risks since Itaipu sells electricity exclusively to them

VWi le Brazil has a "noderately high" risk, Paraguay has a "high" risk and,
weighting it by the revenues' flow, it results in a Corporate |Industry and
Country Ri sk Assessnment (ClCRA) of "noderately high" risk. Itaipu supplies

Stable
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about 17% of Brazilian national demand and about 75% of Paraguay's; as such
we view it as an inportant asset for both countries.

We believe that the Treaty of Itaipu has strong nmechanisns to mitigate the
risks involved in the operations of a typical hydro plant, including volune
and price risk. First, Itaipu nust use, as determined in Annex C of its
Treaty, a specific fornula to calculate its tariffs, assuring that operating
expenses, debt service, and investnents will be covered in full until 2023.
This guarantees the stability and predictability of Itaipu' s cash flow
generation and the anortization of its debt until its maturity in 2023. At
that time, Brazil and Paraguay will renegotiate the ternms as to how Itaipu's
electricity will be sold. Second, in accordance with articles Xl Il and XV of
the Treaty, Brazil and Paraguay, through El etrobras and Ande, are comitted to
acquiring ltaipu's electricity production in full, offsetting the demand ri sk.
In order to secure the demand, Brazilian Law 5,899 and its updates, determ nes
that distribution conpanies in the Southeast and South regions of Brazil-which
represent the largest consunption markets in the country—-have to acquire part
of their electricity supply fromltaipu. Finally, Itaipu does not have

hydrol ogy risk as it does not have a conmitnent to buy electricity in the spot
mar ket to honor its contracts, unlike other electric power generation
conpanies in Latin Anerica.

Itaipu is a single-asset hydro plant and the second largest in the world with
20 turbines, resulting in a total installed capacity of 14,000 nmegawatts (M.
Itaipu is located in the Parana river watershed, which is a confluence of a

| arge nunber of rivers in Brazil, thus guaranteeing a high volune of water for
the entity. Also, Itaipu can tap a reservoir covering an area of 1,350 square
kilometers, with a maxi mum vol une capacity of 29 billion cubic neters,
mtigating the risks of insufficient water to produce electricity. In 2013,
Itai pu presented an availability ratio of 96.2% which is inline with the

hi storical average of the plant and also with other hydro plants in Latin
America. By contrast, Three Gorges hydro plant in China, the largest in the
worl d, has an installed capacity of 22,400 MWthrough 32 turbines and a
reservoir area of 1,045 square kilonmeters with a nmaxi mum vol ume capacity of
39.3 billion cubic neters.

Itaipu's financial risk profile is "aggressive," reflecting the entity's

| everaged credit metrics due to its large debt. We believe that interest
coverage ratios are the nost appropriate neasure to reflect ltaipu' s ability
to service its debt, because of the strong predictability of its revenues.
Itaipu's debt is $13.8 billion and the current debt service represents about
50% of its annual cash needs, as of Decenber 2013. The interest rates on
Itaipu's debt are fixed, guaranteeing a strong predictability on the uses of
cash. Also, principal anortization increases as interest paynents dimnish,
resulting in Itaipu' s stable debt service through the years, after the debt
restructurings in 1997.

Itaipu receives its revenues in U S. dollars, which is the sane currency for
99. 7% of its total debt, mtigating any possible currency msmatch. The entity
has some operating expenses denominated in the local currencies of Brazil and

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JUNE 30, 2014 4

1339580 | 301682931



Research Update: Itaipu Binacional Assigned 'BBB-' Foreign Currency And 'BBB' Local Currency Ratings; Outlook

Stable
Par aguay; however we do not consider that these will affect Itaipu.
Qur base-case scenari o assumes:
e Itaipu' s electricity generation will remain about 97,000 gi gawatt per
hour (GM) annually, as there is no track record of drought in Parana
river and due to the presence of Itaipu's large reservoir;
e Itaipu will incur in expenses of about $3.8 billion annually, including
i nterest paynents, debt anortization, operating expenses, and
i nvest nent s;
e Annual tariff adjustnents, as determined in Annex C of the Treaty, wll
generate enough revenues to cover its cash uses;
* Very | ow naintenance investnents of $34 million in 2014 and $10 million
in 2015; and
* In order to avoid any potential dilution of Brazil's or Paraguay's
ownership of Itaipu, all investnents are made through new debt, never
t hrough cash fl ow generation.
Based on these assunptions, we arrive at the followi ng credit measures:
2012A 2013A 2014F 2015F 2016F
EBITDA (Bil. $) 1.6 20 19-21 1921 1.9-2.1
Debt/EBITDA (x) 10.4 76 7.0-7.5 6.5-7.0 55-6.0
EBITDA interest coverage (x) 1.5 2.0 2.0-25 2.0-2.5 25-3.0
A- - Actual ; F--Forecast.
W expect Itaipu to continue servicing its debt obligations, until its fina
maturity in 2023. The mechani sm established on Annex C of the Treaty
guarantees that Itaipu will generate enough cash flows to continue anorti zi ng
its debt.
Liquidity
We assess Itaipu's liquidity as "adequate.” Gven its tariff structure, the
entity does not need to maintain a high cash position. Therefore, Itaipu can
cover all its cash needs in the next 24 nonths, even if its EBITDA declines by
15% 1In addition, the entity has no financial covenants. The nmi n sources of
l[iquidity are
e Cash position of $408.5 nmillion, as of Dec. 31, 2013, of which 94%is
invested in Brazil in banks with an investnent-grade rating;
e Annual funds from operations (FFO of $1.1 billion-$1.2 billion in 2014
and 2015; and
e New debt that will be equal to the anmpunt of its investnents
The main uses of liquidity are:
* Annual debt anortization of $1.2 billion in the next two years; and
e Investnents of $34 nillion in 2014 and $10 nillion in 2015.
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Outlook

The stable outlook on Itaipu reflects our viewthat the entity will continue
to play an essential role in Brazil's electricity sector and will therefore
continue to receive tinely support fromthe Brazilian government, if needed.
Consequently, rating actions on the entity should mrror those on the
Brazilian sovereign.

Any rating action, whether a downgrade or upgrade, would be closely linked to
that on the Brazilian sovereign, based on our view of Itaipu' s continued
"extrenmely high" likelihood of support fromthe Brazilian governnent.

Ratings Score Snapshot

Corporate Credit Rating:

e Gobal Scale Foreign Currency: (BBB-/Stable/--)
» G obal Scale Local Currency: (BBB/Stable/--)
 Brazil National Scale: brAAA/ Stable/--

Busi ness risk: Strong

e Country risk: Mderately high

e Industry risk: Mderately high
e Conpetitive position: Excellent

Fi nanci al risk: Aggressive
e Cash fl ow Leverage: Aggressive

Anchor: bb+

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

« Managenent and governance: Satisfactory (no inpact)
 Conparable rating analysis: Neutral (no inpact)

Stand-al one credit profile: bb+

 Sovereign rating: BBB-/Stable/A-3 in foreign currency and BBB+/ Stabl e/ A-2
in local currency

» Likelihood of governnent support: Extremely high (+1 notch)

Related Criteria And Research

» Key Credit Factors For The Regul ated Unregul ated Power And Gas | ndustry,
March 28, 2014
» Met hodol ogy And Assunptions: Liquidity Descriptors for G obal Corporate

Stable
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Stable
| ssuers, Jan. 2, 2014
* Corporate Methodol ogy, Nov. 19, 2013
» Corporate Methodol ogy: Ratios and Adjustnments, Nov. 19, 2013
e Country Ri sk Assessnent Methodol ogy And Assunptions, Nov. 19, 2013
 Met hodol ogy: Industry Risk, Nov. 19, 2013
« Met hodol ogy: Managenent And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012
e Rating Governnent-Related Entities: Methodol ogy And AssunptionsDec. 9,
2010
Ratings List
New Rating; Qutlook Action
I tai pu Bi naci onal
Corporate Credit Rating
Forei gn Currency BBB-/ St abl e/ - -
Local Currency BBB/ St abl e/ - -
Ratings Affirmed
I tai pu Bi naci onal
Corporate Credit Rating
Brazil National Scale br AAA/ St abl ef - -
Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
col um.
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