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A quick glance at Brazil

Why does Brazil represent an opportunity?

Flexible Society
Social Mobility

No geopolitical or religious problems

5th largest population (196n
people); 5th largest area, 8th large:
GDP (USD 2,0&)

One language across the Natign ¢ KS falt Nbe 2 Af

contrast with BRIC countries O2dzy iU NB Qa&
exporter

A multi-cultural dynamic society
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[ Fiscal Policy ]
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Fiscal Responsibility

= Primary Nominal » The Public Sector Primary Surplus until

31 Decemberwas R$ 1287 bn, representingmore

32 33 2% 3, 33 34
2.7
2.0 _
I I thanthe targetdefinedfor 2011

» Accordingto the BudgetaryGuidelinesLawfor

00 2012 the PublicSectorPrimary Surplustarget is
29 -2.8 - 2.5 -2.6

36 -36 -3.3 2.9% of GDPfor 2011, and 3.1% for 2012 2013
4.5

5.2
Dec/02 Dec/03 Dec/04 Dec/05 Dec/06 Dec/07 Dec/08 Dec/09 Dec/10 Dec/l11

and2014

» In the beginningof the year,a R$ 50 bn expenditurescut was announcedin order to achievethe Primary Surplus

target Additionally,in August,the governmentdecidedto extendin R$ 10 bn (from R$ 118bnto R$ 128bn) thisé S | NX
target, whichwill reachnearly3.2%of GDP

1For 2011, the Budget Law set a nominal target of R$ 117.89 billion, equivalent to 3,1% of GDP, according to Governnteaf@as&D& at the time when the Law was
discussed.



j TeEsoOURONACIONAL

Fiscal Commitment to Debt Sustainability

Gross General Government Debt / GDP and Net Public Sector Debt / GDP
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Source: Central Bank (until 2010).
Note: Does not includPetrobrasand Eletrobras Credits to BNDES International Reserves

* NPSD Forecasts: MF for 2011 and MP (DBGL 2012) fe2Q042
* GGGD Forecasts: STN/MF
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Fiscal Responsibility

Social Security Deficit and PayrglMain expenditures stabilized as % of GDP

B0 -

--Social Security Deficit (% of GC =&~ Payroll Expenditures (% of GD
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» Over the recent years, payroll
expenditurehas been kept stable below

5%o0f GDP

» The recent revenuesand expenditure
performancesindicated a reduction in
the SocialSecurity Deficit from 1.8% of

GDRn 2006to roughly1%in 2011

Source of social security deficit : Ministry of Social Security (until 2010) and Ministry of Planning forecasts (2011).

Source of payroll: Brazilian National Treasury (until 2010) and Ministry of Planning forecasts (2011).
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Macroeconomic Overview

[ Monetary Policy ]
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Inflation under Control

Medium and Long Term Real Interest Rate *

Annual Inflation¢ Target and Performed
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Source: National Treasury Source: Central Bank
* NTNB: CPI linked bonds, Until 340 maturing in 2024, 2035 and 2045, * Market Expectationg Central Bank FOCU%ebruary3/2012

after that maturing in 2030, 2040 and 2050.
» Credibleinflationary expectationshave allowed effective adjustmentsin real FXxrate to buffer external

shocks 8
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Macroeconomic Overview

[ External Sector ]
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Reduction in External Vulnerability

External Debt Evolution Current Account Balance x FDI (US$ bn)

» LowGDRgrowth » HighGDPRgrowth
600% - » HighFXlinkeddebt » LowFXlinkeddebt
0 557.1% —External Debt / Reservas-External Debt / Exports
» W2 FXReservesUSD38 bn » FXReservesUSD327bn (Apr/11)
m Current Account FDI
04 -
400% 349%
200% -
116%
84.5%
O% T T T T T T
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011*
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012*2013*
Source: Central Bank * Source: Central Bank Market Expectations (FOCB8bruary 3/201p

*Until December

» Brazilisa Net ExternalCreditor - U$ 79.2 bn (Decemberll);

» CurrentAccountdeficit hasbeenlargelyfinancedby FDI

10
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Domestic Federal Public Debt (DFR{Non-residents

Foreign Investment in Portfoliq US$ bn

67,8
Fixed Income Bonds
m ADR's 48,1 46,2 30,1
Equities traded in the Internal Marke 9,1
50 7
b
32,1 30,6
6.7 9,1 24,6 ' 7.4
51 J )
’ — —— 6,8 84
V—_ T T T 5’4 T 5’9 T T _ T T T ' 1
-6,8 -6,1 -10,8 -1,0
4,8 -4,0
-0,8
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Source: National Treasury and *Market Forecast

» Thenet inflow of portfolio investmentwas considerablen 2009 and 2010, totaling USh 46.2 billion and

USH 67.8 billion, respectively

11
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Macroeconomic Overview

[ Economic Activity ]
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Growth supported by domestic demand

GDP Growth (€p-Q accumulated) Investment- Gross Fixed Capital Formation

180 +
| Average 2002010 = 4.2% 7 5%
170 +
6.1% 160 1
| Average 1992004 = 2.6
150 4
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130 1
3.3%
2-7% 2.9% 120 4
110 -+
1.3%
100 1
0.3% I 90
- . T
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011*2012*2013*
Source: IBGE Fonte IBGE
*Market Expectation Central Bank/FOCUS-ebruary 3/2012 Note: Seasonally Adjusted (1995 = 100)

» AverageGDPgrowth of 3.6%throughthe last 10 years
» Consumptioris boostedby the strengthof job market, higherincomeand credit;

» Similarlyjnvestmentrate isincreasingo meetthis consumptionand make GDPgrowth sustainable
13
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Growth supported by domestic demand

Public Sector Investment (% GDP)
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Source: IPEA
14
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Growth supported by domestic demand
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15
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Sustainable Credit Growth

Credit (% GDR) Selected Countries (April 2011) Household Debt
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Source: Central Bank, FED, BEApstaf BCRAndec —Debto-income  —Debt Service

. Lo . : Central Bank
* USA: Total Credit: only individuals/ Real estate loan in-26&0 Source: Centra| Ban

» Despitethe significantgrowth in credit / GDPratio in recent years,the Brazilianposition is still below the international
standard Realestateloan, the mostdynamicsectorof the market, with growth rate closeto 50%in the 12 monthsendingin
April,isonly about4%of GDP

» Thepercentageof householdincomeavailablefor the paymentof its debt servicehasremainedstableat around 25% even

duringthe crisis,dueto fallinginterestratesandlongerterms. 16
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Sustainable Credit Growth

Provisions X Default Rate Brazilian Banks Capital Ratio
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—Provisions —Default Rate ==Basel Minimum Capital Ratio (89

Source CentralBank/ The default rate includesthe total credit overdue for more Source: Central Bank

than 90 days Provisiongor nonperformingloansmustbe done on a monthly basis. *June 2010

» Thelevelof provisionshasremainedcomfortablyabovethe defaultlevel by about 2 percentagepoints of the stockof credit

since2002
» TheCentralBankrequiresto BrazilianBanksa more conservativestance(11%) than Baselratios (8%, whichfacilitatestheir

adaptationfor new limits on Baselll (13%). 17
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Macroeconomic Overview

[ Recent Events ]
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Market Expectations for 201:2015

Primary Balance (% GDP) ~02006/12 279 | 280 2.75 2.80

Current Account Balance (US$ billion) ~ 02/06/12  -67.95 7000  -70.00  -70.00
Exchange Rate Year End (R$/US$) 02/06/12 1.75 1.75 1.80 1.83
Inflation (IPCA in %) 02/06/12 5.29 5.00 4.80 4.50
CB Year End Interest Rate - % 02/06/12 9.50 10.75 10.00 9.75
GDP Growth (%) 02/06/12 3.30 4.20 4.45 4.50
Foreign Direct Investment (US$ billion) 02/06/12 55.00 55.00 50.00 50.00

Net Public Sector Debt (% GDP) . 02/06/12 36.95 35.80 34.00  33.50

Source: Central BankMarket Expectations 19
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Improvement of Rating Evaluation

~

wSOSYy U 9@2ftdziAazy 2F . NITAftQa / NSRAG wl GAy3

Speculative Grade InvestmentGrade Outlook
S&P - 2004 2006 2007 2008 2011 (stable)
Fitch - 2004 2006 2007 2008 2011 (stable)
Moody's - 2005 ISP 2006 2007 2009 2011 (positive)
DBRS 2007 2008 2011 (stable)
JCR 2008 2011 (stable)
R&I - 2004 2006 2006 2007 2011 (stable)

Source: Rating Agencies

» Brazilwasthe only countryto becomelnvestmentGradein 2009
» Strengths
ATrackrecordof policy continuity through political transitionsbasedon inflation-targeting regimeandfloating Fxregime
ARemarkableeductionin externalvulnerabilities
Almprovingdebt profile
» Challenges
AlLargeNet Debtratio and relativelyhighdebt burden
ABudgetaryrigidities

< - . . . 20
AStructuraldeficiencies; Taxand SocialSecurityreformsare necessary
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Public Debt Management

[ Annual Borrowing Plan ]
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~ Annual Borrowing Pla

Objective and Guidelines of Federal Public Debt Management

The objective of the Federal Public Debt Management isthat of efficiently meeting the National

Treasury Borrowing Requirements, at the lowest possible long-term financing costs, while ensuring the

maintenance of prudent risk levels. Additionally , the aim is to contribute to the smooth operation of

the Brazilian government securities market.

To achieve this objective , the guidelines underlying FPD management are as
follows :

Increase the average maturity of the outstanding debt

Smooth the maturity profile , with special attention given to short-term

maturities

Gradual replacement of floating -rate securities by fixed -rate and inflation -

linked instruments

Improvement of the External Federal Public Debt (EFPD)profile through

issuance of benchmark securities, buyback program and structured
operations

Development of the yield curve on both domestic and external markets and

growth in the liquidity of federal government securities on the secondary
market

Broadening of the investor base

22
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Objective and Guidelines of Federal Public Debt Management

Lower Limit Upper Limit

Fixed Rate 40% 50%
Inflation Linked 30% 35%
Floating Rate 10% 20%
Exchange Rate 5% 10%

» Thiscompositionis being pursuedgradually,without generatingpressureshat could resultin excessivdransition

costsandtakingin accountthe guidelineof lengtheningthe average-PDmaturity.

23
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Results and Projections

Federal Public Debt (FPD) Indicators*

Limits for 2011

Indicators 2004 2005 2006 2007 2008 2009 2010 2011 **
Minimum Maximum

Stock of FPD* held by the public (R$ Billion)
1,0139 1,571 1,237.0 1,333.8 1,397.0 1,4974 1,694.0 1,866.4 1,800.0 1,930.0
FPD Profile (%)

Fixed Rate 16.1% 23.6% 31.9% 351% 29.9% 322% 36.6% 37.2% 36.0% 40.0%
Inflation Linked 11.9% 16.1% 19.9% 24.1% 26.6% 26.7% 26.6% 28.3% 26.0% 29.0%
Floating Rate 457% 43.9% 334% 30.7% 324% 345% 31.6% 30.1% 28.0% 33.0%
Exchange Rate 242% 17.6% 12.7% 8.2% 9.7% 6.6% 5.1% 4.4% 4.0% 6.0%

FPD Maturity Structure
Average Maturity (years) 2.9 2.8 3.0 3.3 3.5 35 3.5 3.6 3.5 3.7
Percentage Maturing in 12 Months  39.3% 36.3% 32.4% 282% 254% 23.6% 23.9% 21.9% 21.0% 25.0%

* Includes domestic debt (R$ 1,783.06 bilion - Dec/11) and external debt (R$ 83.29 bilion - Dec/11) managed by National Treasury.
** until December

» Percentagef fixedrate securitiest inflation linked securitiesabove60% of the outstanding

» Percentaganaturingin 12 monthsbelow 25% and stableaveragematurity

Note: FPD statistics and its components DFPD and EFPD are monitored in the Federal Public Debt Monthly Report, which can be accessed at
http://www .tesourafazendagov.br/english/hp/public_debt_reporiasp 24
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Financing Strategy

Domestic Federal Public DebtDFPD

» FixedRateSecurities

A TheLTNwill havebenchmarkof 6, 12, and 24 months,andthe NTNFwill havematuritiesof 5 and 10 years
A The3-yearNTNFbenchmarkwill be replacedby LTNwith the samematurity.

A TheNationalTreasurywill attempt to distribute outstandingfixed-rate securitiesin a uniform manneramongthe four maturity
months(JanuaryApril, Julyand October)in eachyear

» Inflation Linked Securities

A Thematurities of NTNB offered throughout2011will be 3, 5, 10, 20, 30 and 40 years
» Floating Rate Securities

A Thenew bondswill havematuritiesin Marchand September

A Theaveragessuancamaturity will exceedthat for FPD(around3.5 years)

External Federal Public DebtEFPD

» Creationand improvement of benchmarksin the external market yield curve through qualitative issuances(10 and 30 year
benchmarks)

» Continuationof the buybackprogramfor securitiesdenominatedin Dollarsand Euros Inclusionof securitiesdenominatedin Real
(BRL)n the buybackprogram

25
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The improvement in composition of Debt has reduced risk

» Theimpact of a stressscenarioof exchangeand
TIS;Z‘Z;‘( 2002 2003 2004 2005 2006 2007 2008 2009 2010

interest rates over the Net Public Sector Debt

Interest
nRZrtZS 1,81% 2,11% 1,86% 1,84% 1,52% 1,61% 1,73% 2,09%  1,00%

(NPSDputstandingwasreducedat 20.1 pp of GDP

Exf?h?”ge 14,99% 11,39% 1,86% 2,08% -0,93% -457% -529% -5,02% -515% between 2002 and 2010 due to changesat the
ale

Total  16,80% 13,51% 3.73% 3,92% 0,59% -2,96% -3,56% -2,92% -3,26% PublicDebtcomposition

Source NationalTreasury

Note: Stressscenarioconsideredof 3 standarddeviationsover the mediuminterest
. . 0.40%

and exchangerate observedat 2002 equivalentof an overshootingof 56.6% on ’

exchangeate andanincreaseof 7.8 on the Selicrate.

0.30% -
*Net PublicSectorDebt

0.20% +

» In particular, the protection created by the fact that we have 010%7

more FXassetsthan liabilities hascompensatedhe interest rate 0.00%

risk, shieldingthe NPSD
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-0.13%
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Source: Central Bank 26
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Public Debt Management

[ Recent Events ]
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Impact of IOF on the yield of fixed rate securities

LTN and NTHNF- Yields(2/3/12)

15%

12% _ 10:5% 1

9% 8.0% e B
6.5%

I I e e e e

3% 25% N N

0%

]
«
§ T T I T . T - T -_I
— -1.1%
- S S -1.6%
3% 250
-3.6%
6% -5.19
9% -7.0%
-12%
-15% 14.9%
Jukl2 Janl3 Janl4 Janl5 Janl7 Jan21
® Nominal Yield Net Yield M IOF Cost

Source: National Treasury 28
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National Treasury PerformanceGreat opportunities merge in the domestic market

NTNF and BREOutstanding and Yield§2/3/12)

67.8 67.8 + 13

%p.y.

8.9

7.5

4.5 4.0 3.8 5.5
M m B

Janl3 Janl4d Janlb Janl6 Janl7 Janl8 Jan21 Jan22 Jan28

B Outstanding (R$bn  -#=NTNF's Yield —*—BRL's Yielc

Source: Bloombergindimaand National Treasury
Note 1: Currently, only the NTN Jan/17 and Jan/21 are issued.
Note 2.: The yield of the NTNis based on the 252 standard while the yield of the BRL is based on thedétandard.
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