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M E M O R A N D U M

To:





Date:
December 14, 2000




Re.:
EPE – Cuiabá project

Further to our memorandum of October 31 and to several telephone understandings held in the last few days, please find outlined below a summary of the conclusions we have reached so far.

Considering that:

(a) the Cuiabá PPA, whereby EPE assumed the obligation to sell all power its plant generates to FURNAS, was executed on November 17, 1997 based on the winning bid proposal presented by EPE ("EPE's Proposal");

(b) the several changes in the Power Sector legislation occurred after the execution of the Cuiabá PPA have drawn a whole new scenario for the players in this line of business;

(c) EPE's Proposal did not contemplate the obligations introduced by the new Power Sector legislation;

(d) by means of ANEEL Resolution 009 of 1998, later on extended by ANEEL Resolution 367, 2000, and in view of the new legislation of the Power Sector, EPE received the authorization to figure as an Independent Power Producer, as regulated by Decree No. 2003 of September 10, 1996 (“IPP”);

(e) an IPP has the right to freely trade the energy it generates;

(f) despite of ANEEL’s authorization, EPE cannot be considered an ordinary IPP once it delivers all the power it generates to FURNAS;

(g) to carryout its activities ordinary IPPs need to have access and make use of the Interconnected Transmission System;

(h) the access and use of the Interconnected Transmission System is granted to all players of the Wholesale Market (MAE), including the IPPs, upon the execution of the Agreements for the Connection (“CCT”) and Use of the transmission system (“CUST”) and payment of the related fees (to be calculated in accordance with the methodology set forth by ANEEL’s Resolution No. 281 of October 1st, 1999).

We concluded as follows:

1. The legislation currently in force requires EPE to execute the CUST and the CCT in case same is somehow connected to the Interconnected Transmission System.

2. The Cuiabá PPA was executed prior to the introduction of the new rules for the power sector, i.e. in a whole different scenario than the one we face today, and therefore some of its provisions may be deemed inadequate or the agreement judged silent in view of the new relations/obligations established by the new rules.

In view of items 1 and 2 above, EPE may file of a petition with ANEEL requesting a special treatment to the Cuiabá PPA in view of the particularities relating to such agreement, which in certain situations cannot be accommodated by the current legislation; such special treatment meaning that the Cuiabá PPA would have the responsibilities contained therein maintained as they are, hence having FURNAS responsible for the costs with the connection and use of the Interconnected Transmission System.

In case the aforementioned request is denied, EPE may request the review of the economic and financial equilibrium of the Cuiabá PPA based on Section 64 of such agreement and pursuant to Article 65 of Law No. 8,666/93, due to the overcoming of new rules creating unpredicted obligations and costs affecting the relationship between the parties under the agreement.
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