CEG/RIOGAS

Concession Contract and Tariff

· Renewable (at no cost) 30-year term, closed-access, exclusive franchise.  No by-pass without the concessionaire’s consent.

· The concession requires the conversion of over 450,000 residential consumers from manufactured gas to natural gas and the rehabilitation of 1,000 km of manufactured gas distribution network into a steel natural gas network.  The conversion of customers must be 100% complete in 7 years (end of 2004) and 25% in 4 years (end of 2001).  To date, CEG has converted over 39,000 consumers and anticipates meeting the necessary goals laid out in the concession contract.

· The investments required must provide a significant public interest and provide adequate returns.

Contract extinction and expropriation protections are:

· Repayment of original investment, and

Lost profits.

· Between tariff reviews, the regulator does not have the ability to reduce tariffs by means of an “x” factor or equivalent.

Tariffs

· Each 5th year beginning at the end of 2002, there is a ROA rate setting mechanism that readjusts tariffs to ensure a 12% real rate of return.  The beginning asset value in this calculation was the minimum bid price at the time of the bid in July 1997 [(US$[   ] MM)], plus the necessary maintenance [and expansion] capex, both adjusted by the yearly IGPM.  It also includes all expenses in the previous year necessary for the operation of business as well as income taxes, adjusted as if there were no interest expenses.  On this basis, the tariff mechanism for CEG/Riogas, unlike that of the electricity sector, maintains the value of the asset base in real terms.

· The required return on assets in 2002 is a real 12%.  In 2007 and beyond, a clearly defined Capital Asset Pricing Model (“CAPM”) formula, which uses Brazilian bond spreads to take account of country risk, determines the return on assets to be used.

· The volume utilized to calculate the per unit tariff is 100% of the previous year's volume.

The table below shows current and historic tariffs for CEG/Riogas by customer category:
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********** 

(CEG)

Tariffs are calculated by taking the 1999 cost of gas and adding a margin designed to provide a 12% real return on the asset base for 2002.  The 1999 cost of gas and the margin are escalated for Brazilian inflation, as measured by IGP-M.  The result is grossed up for PIS/COFINS and ICMS.  In 2002, as a result of the rate review, instead of escalation at inflation the margin portion of the tariff is escalated at 8% to compensate for asset base increases (capital expenditures and IGP-M adjustments) through 2002.  From 2002 to 2004 tariffs are again assumed to escalate at Brazilian inflation.

Revenue taxes included in the historical and projected information are the PIS/COFINS and ICMS which will represent on a combined 15.65% of gross revenues.

************

(RIOGAS)

Tariffs are calculated by taking the 1999 cost of gas and adding a margin designed to provide a 12% real return on the asset base for 2002.  The 1999 cost of gas and the margin are escalated for Brazilian inflation, as measured by IGP-M.  The result is grossed up for PIS/COFINS and ICMS.  In 2002, as a result of the rate review, there is no escalation in the margin portion of the tariff.  From 2002 to 2004 tariffs are again assumed to escalate at Brazilian inflation.

Revenue taxes included in the historical and projected information are the PIS/COFINS and ICMS taxes, which represent a combined 15.65% of gross revenues.

