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1. WHY INVEST IN THERUGUAYAN ENERGNYDUSTRY

Uruguay is a serious and reliable country, part of a large regional market

In Uruguay,foreign investors receive the same treatment as loca!
investors. Funds may be freely transferred and profits may b
repatriated.

Uruguay belongs to Mercosur, a market of over 240 miliigrabitants
anda GDP of 85 1,950billion.

High economicgrowth in the last few yearsbut stagnancy of the generation capacity

The high growthn electric energydemand as a consequence of high GDP growth rates, the
absence of native fossil resources and the scarce margin to incorporate additional
hydroelectrc generation, led the Government to propos#evelopment policies from
nontraditional local renewable sources

Abundance of renewable energy resources

Uruguay has vast wind and biomass resources, the latter related to the strength of its
agricultural, livetock and foresly industries There already are seversiliccessful cases of§

wind farms and forestry industries that use the waste the produce for the generation (a\éf
energy, instead of causing environmental problems. £

Uruguay has a highly attractivenvestment promotion and export system

TION | Novem

In 2007, Uruguay adopted an investment promotion syster
that allows companies to use up to 100% of investments azjs
income tax payments under certain conditions.

RG

There is also a specific incentives regime for the renewab%
energy industry

The Uruguayan energydustry is attractingmajor foreign investments

There already are several cases of transnational corporations ingestrenewableenergy
in Uruguay, bth in the generation of electricity as well as in biofuels. The tender oMB0
of wind energy is particularly capturing the interest of companies from all over the world.
These investments are being made in a context where foreign direct investmenaguay
has risen 11 times over since 2002 to account for 6.8% of GDP in 2008.

RENEWABLE ENERGY IN ELECTRIC PO
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2. DESCRIPTION OF THRUGUAYAN ELECTRIQNGRATIONNDUSTRY

In Uruguay, thee exists freedom ofjeneration

of electricity.As ofOctober 2009 the distribution
of the electricity generation park is 7.8% private
and 92.2% public (this is, including the plants of
the stateowned utility UTE and of the
UruguayarArgentinean binational dam Salto
Grande).
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Srong econonic growth in the last few years, in

a context of several years of severe droughts and
the subsequent reduction of the hydroelectric
generation, led to the implementation of
consumption restrictions (though without power
cuts). Therefore, there is a strong impulse to
improve the generation backup, both with thermal units and renewadnlergy
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2.1. THEURUGUAYAN ELECTRIGSEM

Sistema
Interconectado
Uruguayo

ZOMA DEL GRAN MONTEVIDED
AREA DE TENDIDCS
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g;fj' Océano
- Atldntico
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— sy | uwemam FuTURA
— I FUTURA
— oy | smess FUTURA
Actualizado: Didembre 2007 [ = = TN & CENTRAL HIDRDELECTRICA Fa FUTURA
| | CENTRAL TERMICA m] FUTLRA

SourceUTE

The detail of the Uruguayan Government generation park atetheof 2008 is presented in
the appendix
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2.2. SHARE OHYDRO GENERATION

Share of hydro generation
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SourceMinistry of Industry, Energy and Mining

The graphaboveshows the strong participation dfydro generation in the current decade.
The significant droughts of 2006 and 2008 explain the Blyreof thermal generation in
those years. However, growing demand for energy and dagce or null margin to increase
hydro generation determine the need to extend and diversify the generation park.

2.3. SALES OFLEECTRIC POWER PEREGIOITYPEN 2008

Sales of electric power per clienttype in
2008

Others
14.0%

Source:Ministry of Industry, Energy and Mining.
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contracts of energy sale by privabperators thatwill cover good part of the demand.

! Note: In order to be considered a large consumer, the client shall contract a normal and peak power equal to

or greater than 200 KW and shall consuameaverage a monthly minimum of 90,000 KWh.

™

)




~

The high participation of electric water heaters in households, which exceeds 90%, has been
highlighted as an interesting opportunifgr the use of solar thermal energidue tothe
energysaving measures implemented by tiBovernmentin the last few years, iis being
consideredthe possibility of offering incentives to important housidgvelopments if they
usethis type of energyo heat water.

3. WHY INVEST IN RENEWAENERGYN URUGUAY

3.1. Rising demand

Severalfactors explainthis growth. These include the strong expansion of economy, with
average GDP growth of 6.7% in 20@008; strong investments in productiveapacity
improvements in real income®f families and the incorporation of several electrical
appliances into the consumption pattern of the Uruguayan population, fostered by a plan
carried out by the public company UTE, which facilitated the access to someicelect
appliances by means of soft loans.

GDP and electricity consumption growtl

10% g
8.4% 8.9%
7.6%

6% 4.9% 5.0%
4%

2%

0%

2003 2004 2005 2006 2007 2008

m Consumption growth ® GDP growth

3.2. VERYGOOD AVAILABILITY RENEWABLENERGY RESOURCES

Y IN ELECTRIC POWER GENERATION | November 2009

As seen onthe wind map, Uruguay has competitive advantages in wind availabiliy.
Additionally, the greatest availability of winds can be found near the largest towns, in %e
South of the country.

RENEWABLE
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3.3. URUGUAY WND MAP
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48% and 40%, gross and net respectively, figures that exceed the average of these
ventures in other countries, whickeldom excee®0%.

Uruguay also has extensive biomass resourdesyed fromthe strength of its agricultural,
livestock and foresy industries Several products, such a€e, other cereals and soybean
increasingly complementraditional livestock, the main exportem. There already are
several successful cases of the utilizationtred waste of thoseactivities and forestryto
generate powesthus avoiding the environmental issues associated with them

Theartificiall F2 NEad F NBlI NBLINSaASydGa now> 27F | NUz3 dg

afforested hectares.
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3.4. FAVORABLE TAX FRAMERIO

Law 16,906 (dated 7 January 1998) decla
that the promotion and protection of domestic
and foreign investment is of national interes
Decree 455/007 updated the regulations of th
law. Investment projects in any industry tha
are submitted and promoted by the Executiv,
Branch may use between 51% and %©@he
amount invested as partial payment o
corporate income tax, according to projec
classification. The normal corporate tax rate
25%.

In addition, moveable fixed assets and civil works are exempt from wealth tax and VAT can
be recovered for purchaseof materials and services for the latter.

Likewise, the law exempts import taxes and charges for movable fixed assets declared non
competitive to domestic industry.

There is also a tax incentivemgimespecific for the renewablenergyindustry, according to
Decree 354/009Thisincludesan IRAE exemptiowhen electric power is sold in the forward
contracts market, according to the following timetable:

e 90% of the incomgbetween 1/07/2009 and 31/12/2017
e 60% of the incomgbetween 1/01/2018 and B/12/2020
e 40% of the incomgbhetween 01/01/2021 and 31/12/2023

4. OVERVIEWOF THE DOMESTIC AREGIONAISUPPLY

R GENERATION | November 2009

Reducedinvestments in generation in the last decades, together with similar scenarios%n
Argentina, have determined a complex panorama in thee of risng demand for the g
aforementionedfactors. Uruguay has a 2,000 MW power interconnection with Argentin@
while with Brazil the same urrently of only 70MW, though there is a project in progress]
to expand the interconnection to 50MW.

N EL

The Uuguayan and Argentinean governments had the need to restrict the demand in the
last few years. Even though Uruguay did not apply any power cut scheme as Argentina;did,
there were savings programs of different magnitude. In a condéxtonstrained supplthe
imports came fronmmachines operatingt high costs.

In order to avoid the implementation of future restrictions, the Uruguayan Government has

investedheavilyin generation,mcorporating different machinegasoil and fuel oil enginel.

RENBWABLE E
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has also cared out tenders (and is still doing so) for private companies to incorporate
renewableenergyto the nationalgeneration matrix.

Due to the energy situation in Argentina, there is also potential for private generbassd
in Uruguay to export to sucmarket, paying transmission telio UTE.

5. GOVERNMENT POLICY

e Greater participation of the privatandustry
in the generation of electric power.

e Streamlining of the regulatory framewor
by means of the creation of independe
bodies for such functions.

e Specific taxexemptionsfor the industry.

o Incorporation of 500 MW in renewablcimss
energy (300 MW of wind energy and 200
MW of biomass)y 20152

e Project of @ LNG regasification plajjbintly with Argentina.

e The thermal backup was improved in the last years, with 300 MW alreaphace and
the ongoingincorporation ofan additional80 MW.

e Expansiorof the interconnection with Braziain additional500 MW.?

e Improvement of energy effiency at all levels.

6. REGULATORFRAMEWORK

Law 16,832¢Electricity Regulatory Framewarkwvas approved in September 1997 and
ratified by the citizenship in a referendum in year 1998.

The main modifications that this law brought about were:

e It established the free generation ehergy generation, enabling the entry of private
players

e (Q(reation of an electric power wholesale market.

e Trade liberalization with the regioffror instance, contracts between generators and
users from Uruguay and Angina areallowed

e Stateowned power utilityUTE is allowed tpartnerwith other companies.

2 Sourcehttp://www.presidencia.qub.uy/ web/decretos/2009/08/931.pdf
®Sourcehttp://www.ute.com.uy/novedades/Ref 39519/INDICEN.doc
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e The regulatory angbroductivefunctions of the State areplit; agencieswith specific
duties are created.

/. TENDERS IN PROCES©AYRUCTUREBF THE CONTRACTS

In the next few monthsstate-owned utility UTE will open a tender \\ [LI 1=
for 150 MW of wind energy exclusively. k u i
Conditions of the generation contracts between the electricigJ e i

public company UTE and private operators:

¢ In the last tender for no#iraditional renevableenergythe agreed price per MW was
USs 90.25, but it is worth noting that currently théeast expensiveelectric
generation machine (fuel oil, with the barrel at &/8) operates atUS 104 per MW
and the most expensive (gas aferates atUS 187.

e Such price is 48% fixed and 5Rfdexed to thewholesale prices of Uruguay and USA
and the Libor rate in 4or 180 days.

In particular, the following is stipulated for the tender of 150 MW of wind enéngthe end
of 2009:

e Contracts with UTE are for eriod
of no more than 20 years.

e There is arequirement for previous
experience, which in practice
necessitates the incorporation of
foreign operators with experience in
generation to the groups presenting
to the tender.

e The tender will also establish the
requirement of at least20% of the
total investment corresponds to
national components, excluding the
connection to the network.

e According to Decree 403/009 companies can contract wind generatorspoivar
between30 MWand50 MW.

v
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It is worth noting that NXz3 dzI € Q& =
investorsa matchrmaking service with potential local partners and suppliers, in order tg
facilitate investment.
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