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Summary Rating Rationale
The Ba2/Aa2.br issuer ratings reflect the stable and predictable cash flow from Bandeirante's
regulated distribution business, current strong credit metrics for its rating category and its
historically good access to the local banking and capital markets. The ratings are constrained
by the company's high dividend payout ratio and relatively sizeable capital expenditures.

RATINGS
Bandeirante Energia S.A.
Domicile

Sao Paulo, Brazil

Long Term Rating

Ba2

Type

LT Issuer Rating - Dom
Curr

Outlook

Negative

Please see the ratings section at the end of this report
for more information.The ratings and outlook shown
reflect information as of the publication date.

The negative outlook reflects the current negative outlook of Brazil's sovereign rating, as
we understand that the company's rating is constrained by Brazil's Ba2 Bond rating. It also
reflects the expectation of weaker credit metrics in 2016 from lower operating margins because
of lower tariffs and volume sales and costs associated with the company’s energy overcontracting. We expect that the reduction of regulatory assets will partly offset the company’s
lower operating margins in 2016.
Exhibit 1
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Credit Strengths
»

Strong credit metrics

»

Cash flow to benefit from the reduction of regulatory assets in 2016

»

Relatively stable cash flow supported by long-term concession

»

Lower pressure from the holding company EDB to upstream dividends

Credit Challenges
»

Relatively lower tariffs from the fourth tariff review in October 2015
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Decreasing operating margins from lower volume sales and over-contracting

Rating Outlook
The company's operational and financial performance is subject to the evolution of the macroeconomic and regulatory environment
in Brazil as captured by the sovereign rating.

Factors that Could Lead to an Upgrade
In light of the recent rating action and the negative outlook, an upgrade of the ratings is unlikely in the near term.

Factors that Could Lead to a Downgrade
A downgrade of Brazil’s Ba2 sovereign rating will likely prompt a downgrade action for Bandeirante. We would consider a downgrade
action if we perceive a pronounced deterioration in the company’s liquidity. Quantitatively, we could consider a downgrade rating action
if Bandeirante posts weaker credit metric so that CFO Pre–WC over debt becomes lower than 15% and interest coverage falls below
3.0x on a prolonged basis.

Key Indicators
Exhibit 2

[1] Bandeirante Energia S.A.

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics

Detailed Rating Considerations
STRONG CREDIT METRICS TO DETERIORATE FROM LOWER SALES AND OVER-CONTRACTING
Bandeirante had historically posted strong profitability and cash flows as evidenced by the three-year average CFO Pre- WC over debt
ratio of 39.2% and interest coverage of 4.1x as measured as of March 31, 2016. In 2015, these ratios were 48% and 4.4x, respectively.
Notwithstanding, we forecast a pronounced deterioration in the company’s cash flow metrics in 2016 as measured by CFO Pre-WC over
debt ratio because of the combination of lower electricity consumption and the company’s over-contracting position. We estimate that
this ratio will not exceed 20% in 2016 but improve thereafter to beginning thirties based on our assumption of higher annual volume
sales of 3% in 2017 and 2018 coupled with the elimination of the company’s current over-contracting position in the same period.
We estimate that Bandeirante’s volume sales will decrease by 4% in 2016 because of the economic recession, which mainly affects the
industrial consumers. The company’s performance in the first quarter of 2016 corroborates this estimate; Bandeirante’s volume sales
decreased by 4.7% in comparison with the same period of 2015, which does not include short-term market sales.
According to management, Bandeirante’s over-contracting position was 8.4% in the first quarter of 2016. As a result, the company sold
the exceeding energy acquisition in the spot market at much lower prices estimated at around BRL30 per megawatt hour during the first
quarter. Considering the company’s average energy cost of around BRL 180 per megawatt hour, Bandeirante incurred additional costs of
BRL 150 per megawatt hour in the first quarter of 2016. According to management, the costs associated with over contracting were BRL
15.5 million in the first quarter, which annualized will reach BRL 60 million or around 16% of the company regulatory EBITDA.
According to the current regulation, distribution utilities receive tariff increases to reimburse acquisition costs derived from overcontracting up to 5% once a year at the time of their tariff anniversary, which in the case of Bandeirante is every October. In the
interim, the company recognizes these costs as regulatory assets. The costs related to the amount that exceeds 5% is absorbed by
the distribution utility.
This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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We conservatively estimate that Bandeirante’s leverage as measure by the Debt to EBITDA ratio will increase to 3.3x in 2016 considerably
higher than the 2.1x recorded in 2015. We project that starting in 2017 this ratio will converge to around 2.0x.
RELATIVELY LOWER TARIFFS FROM THE FOURTH TARIFF REVIEW IN OCTOBER 2015
According to the Brazilian electricity regulatory model, all electricity distribution companies are subject to periodic tariff reviews every
four to five years in order to transfer any productivity gains to consumers.
In October 2015, the regulator applied the fourth tariff review to Bandeirante, which resulted in a reduction of Part B of the company’s
tariff formula by 2.9%, equivalent to 0.6% of the company’s prevailing tariff as of October 2015. The part B of the tariff formula mainly
consists of the operating costs (Reference Company), depreciation and the remuneration amount. As a result, the company’s regulatory
EBITDA decreased from BRL 411 million in the previous tariff cycle to BRL 385 million, a decrease of BRL 26 million or 6.3%.
We deem this tariff review as relatively positive for Bandeirante given that the reduction in the company’s tariffs were not material. The
rationale for such a small tariff decrease as reflected in the Part of B of the company’s tariff formula, stems from the combination of a
higher WACC of 12.25% (before income tax) up from the previous 11.36%, a relatively sizeable regulatory asset base and the maintenance
of the operational cost structure virtually unchanged from the previous cycle.
Bandeirante has consistently posted higher levels of EBITDA in comparison with that envisaged in the regulator's tariff methodology,
which suggests that Bandeirante has adequately managed its operating costs. We foresee that the company's normalized EBITDA will
most likely keep exceeding the parameters determined by the regulator as soon as the electricity consumption resumes and that the
company’s somehow eliminates its over- contracting position.
CASH FLOW TO BENEFIT FROM THE REDUCTION OF REGULATORY ASSETS IN 2016
Bandeirante, in line with most of the distribution utilities that operate in the southern and south-eastern regions of the country, will
benefit from an expected material reduction in their regulatory assets position.
The reduction of regulatory assets stems from the fact that the company’s Part A of its tariff formula contemplates since October 2015
the expectation of higher costs from the acquisition of the energy from Itaipu and the collection of a higher amount of the regulatory
charge CDE.
Starting in January 1, 2016, the cost of energy from Itaipu decreased by 31% in dollar terms while the CDE amount the company is
obligated to transfer to ELETROBRAS, which manages this regulatory fund, decreased by another 30%.
The company’s tariffs are expected to be overstated until October 2016 when the regulator will remove the exceeding tariff represented
by the so-called financial components. The company will recognize this exceeding tariff as a regulatory liability during this period, which
will dramatically reduce its net regulatory assets and liabilities.
In the first quarter of 2016, Bandeirante’s net regulatory asset and liability position reduced by BRL 296 million more than offsetting
lower operating margins in the period. If this trend remains, Bandeirante’s net regulatory assets of BRL 499 million as of December 31,
2015 will become a regulatory liability of BRL 482 million.
LOWER PRESSURE FROM THE HOLDING COMPANY EDB TO UPSTREAM DIVIDENDS
In light of our expectation that Bandeirante’s cash flow will be boosted by the receipt of sizeable regulatory assets in 2016, we forecast
that the company will be able to comfortably distribute dividends of BRL 249 million as it has recently announced.
Notwithstanding, we understand that its Holding company EDB will reduce the pressure to upstream more sizeable dividends from
Bandeirante because of EDB’s recent capitalization of BRL 1.5 billion executed by EDP Portugal at the end of May.

Liquidity Analysis
Like most Brazilian companies, Bandeirante does not have any committed banking facility to accommodate any unexpected cash
disbursements. Notwithstanding, we deem the company’s liquidity as adequate given its strong cash position of BRL 429.6 million, which
comfortably covers short-term debt of BRL 148.3 million.
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Despite an expected much lower FFO in 2016 from lower volume sales associated with additional costs from the company’s over
contracting position, Bandeirante is expected to receive sizeable amount of regulatory assets, which will offset lower operating margins
during the year.
Bandeirante has adequately managed its liquidity position considering the rather unfavourable environment the Brazilian distribution
companies have been facing since mid-2012.
We believe that EDB`s resilient access to the local banking and capital markets is an important mitigating factor for potential additional
pressure on liquidity. Nevertheless, we feel it is very important that EDB and its subsidiaries, including Bandeirante, remain capable of
securing adequate long-term funding while at the same time balancing capital expenditures and the distribution of dividends to maintain
a capital structure and liquidity position that are commensurate with their current rating category.

Profile
Bandeirante Energia (Bandeirante), headquartered in São Paulo, Brazil, is an electricity distribution utility fully controlled by EDP Energias
do Brasil (EDB; Ba3/A1.br negative), an integrated utility group that is in turn controlled by EDP - Energias de Portugal, S.A. (Baa3 stable).
Bandeirante serves around 1.8 million clients in the eastern portion of the industrialized state of São Paulo. In the last twelve months
ended March 31, 2016, Bandeirante reported net revenues of BRL 3.532 million (USD 992 million), which does not include construction
revenues of BRL 171 million (USD 48 million), on sales of 15.669 GWh, constituting around 3% of the electricity consumed in Brazil's
integrated system.

Rating Methodology and Scorecard Factors
Exhibit 3

Bandeirante Energia S.A.

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. [2] As of 9/30/2014(L); Source: Moody's Financial
Metrics [3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody's Financial Metrics
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Ratings
Exhibit 4

Category
BANDEIRANTE ENERGIA S.A.

Outlook
Issuer Rating -Dom Curr
Subordinate -Dom Curr
NSR LT Issuer Rating
NSR Subordinate

Moody's Rating

Negative
Ba2
Ba3
Aa2.br
A2.br

ULT PARENT: EDP - ENERGIAS DE PORTUGAL, S.A.

Outlook
Issuer Rating
Bkd Sr Unsec MTN -Dom Curr
Jr Subordinate -Dom Curr
Commercial Paper -Dom Curr

Stable
Baa3
(P)Baa3
Ba2
P-3

PARENT: EDP - ENERGIAS DO BRASIL S.A.

Outlook
Corporate Family Rating -Dom Curr
Senior Unsecured -Dom Curr
NSR Corporate Family Rating
NSR Senior Unsecured

Negative
Ba3
Ba3
A1.br
A1.br

Source: Moody's Investors Service

Recent Developments
On April 13, 2016, shareholders approved the distribution of BRL63.3 million and BRL185.6 million of interest on own capital and
dividends, respectively.
On February 25, 2016, Moody's downgraded Bandeirante Energia's issuer ratings to Ba2/Aa2.br from Baa3/Aa1.br, under review for
downgrade on the Global Scale and on the National Scale, respectively. At the same time, Moody's downgraded the BRL 390 million
subordinated debentures to Ba3/A2.br from Ba1/Aa2.br, under review for downgrade on the global scale and on the National scale rating,
respectively. All the ratings outlook changed to negative.
On February 24, 2016, Moody's downgraded Brazil's issuer and bond ratings to Ba2 from Baa3, with a negative outlook.
On December 10, 2015, Moody's placed Bandeirante` s ratings under review for downgrade following the placement of Brazil's issuer
and bond ratings under review for downgrade on December 09, 2016.
On October 20, 2015, the regulator ANEEL approved the fourth tariff review for Bandeirante, which resulted in an averaged 11.65% tariff
increase to consumers. The impact of the part B of the tariff structure, which encompasses the operating and capital costs (remuneration
and depreciation) decreased by 2.9% or 0.60% of the company’s prevailing tariff.
On March 6, 2015, Moody's America Latina Ltda affirmed the Baa3/Aa1.br issuer ratings on Bandeirante. Moody's also affirmed the Ba1/
Aa2.br ratings on BRL 390 million in subordinated debentures issued by Bandeirante that are scheduled to mature in July 2016. The
outlook for all ratings was changed to negative from stable.
On February 27, 2015, ANEEL (the Regulator) approved an extraordinary tariff adjustment for Bandeirante. The tariff repositioning was
set at 32.18%, being 24.89% related to economic part and 7.29% related to financial components. The new tariff was applied on March
02, 2015.
On February 13, 2015, Moody's Investors Service upgraded to Baa3/Prime-3 from Ba1/Not Prime the senior unsecured debt and issuer
ratings of EDP - Energias de Portugal, S.A. (EDP, the group), Hidroelectrica del Cantabrico S.A. and the senior unsecured debt ratings of
EDP Finance B.V. The outlook on all ratings is stable.

5

17 June 2016

Bandeirante Energia S.A.: Annual Update

MOODY'S INVESTORS SERVICE

INFRASTRUCTURE AND PROJECT FINANCE

© 2016 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and affiliates (collectively, "MOODY'S"). All rights reserved.
CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES ("MIS") ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET
VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL
FACT. MOODY'S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED
BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT
RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS
AND PUBLISHES MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND
EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.
MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR
RETAIL INVESTORS TO USE MOODY'S CREDIT RATINGS OR MOODY'S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW,
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED
OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY'S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing the Moody's Publications.
To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY'S.
To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.
Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have, prior to assignment of any rating,
agreed to pay to Moody's Investors Service, Inc. for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Investor Relations — Corporate Governance — Director and Shareholder Affiliation Policy."
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY'S affiliate, Moody's Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY'S that you are, or are accessing the document as a representative of, a "wholesale client" and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as
to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors. It would be reckless
and inappropriate for retail investors to use MOODY'S credit ratings or publications when making an investment decision. If in doubt you should contact your financial or other
professional adviser.
Additional terms for Japan only: Moody's Japan K.K. ("MJKK") is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody's
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody's SF Japan K.K. ("MSFJ") is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization ("NRSRO"). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal and rating services rendered by it fees
ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1031949

6

17 June 2016

Bandeirante Energia S.A.: Annual Update

