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MESSAGE FROM THE MINISTER OF FINANCE

In 2008, the Brazilian economy demonstrated that it is well prepared to cope with the tur-
moil that has prevailed on world markets. Economic indicators were less impacted by the
crisis, specially if compared to what was observed in the more advanced economies. Des-
pite the slowdown in the world economy, GDP will be higher than the average growth level
of the last four years, with 4.5%, driven mainly by domestic demand. Despite increasing
risk aversion, gross exed capital formation is expected to surpass the 2007 level. Growth
in the volume of credit contributed greatly to increased sales of consumer durables.

Even with the outbreak of the international crisis as of September, it is important to stress
that Brazil’s macroeconomic fundamentals remained consistent, in spite of strong destabi-
lizing pressures generated by rising volatility. The foreign exchange rate varied sharply as
a result of the country’s soating FX-rate system, which makes it possible for this indicator
to act as a stabilizing mechanism of foreign exchange «ows. Initially, the volume of cre-
dit, which varies according to the risk level of the economy, tended downward. However,
monetary and sscal measures were taken to reduce the impact of the crisis and return the
economy to a growth trajectory. There is a consensus that the crisis could generate an im-
pact on the real side of the economy. Nonetheless, the government has adopted a gradual
and pragmatic approach as required to deal with this future scenario.

The Annual Borrowing Plan - ABP 2009, should be viewed in this framework, since it is
designed to reduce the cost of the public debt, len gthen average maturities and impro-
ve distribution of the maturity proele. These obje  ctives are consistent with mainte-
nance of a robust escal policy and strengthening o f the country’s international reserve
position, which are factors of the utmost importanc e to coping effectively with the
shocks generated by the international economy. Des pite this, the government will
remain attentive, monitoring future imbalances and  pursuing opportunities that will
arise in the post-crisis period.

Guido Mantega
Minister of Finance
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Message from the National Treasury Secretary

Continuing its efforts to implement a system of responsible and transparent debt manage-
ment, the National Treasury is proud to present ABP 2009. It is the task of this document
to set out before society the principles that will be adopted in management of the Federal
Public Debt (FPD).

In terms of FPD management, 2008 was a particularly noteworthy year. At the erst moment,
already in an international crisis context, the cou ntry achieved investment grade ranking,
demonstrating recognition of the consistent macroec onomic policies implemented by the
Brazilian government over the last years. Later, th e highly unfavorable external market con-
ditions on the second half of the year served as a proof of the robust fundamentals of the
Brazilian economy as well as its complete etting i n the new risk rating. While the rankings
of several countries were placed under review by th e leading international risk classiscation
agencies, Brazil continued to be well rated.

In order to adjust the dynamics of the debt to the external crisis, minor adjustments were
required in the public debt management. However, with the ongoing process of dimi-
nishing the level of maturity concentration, federal government borrowing requirements
for 2009 will be the lowest since 2004 in nominal terms, and the lowest since 2003, as a
percentage of GDP. In other words, in 2009, the National Treasury will have even greater
sexibility in managing Federal Government indebtedness, which is crucial at this moment
of crisis in the international nancial system.

In 2009, public debt management will be based on principles responsible for the positive
results achieved. Thus the ABP will seek to minimize long-term costs, driven by the need to
maintain prudent levels of risk. With the aim of expanding the investor base and enhancing
the transparency of debt management, the National Treasury will encourage development
of initiatives like the Treasury Direct program. Given forecasts for the international eco-
nomy, prudence in the public debt management for an efecient risk reduction will imply
emphasis on long and middle-term decisions over the short-term.

Arno Hugo Augustin Filho
National Treasury Secretary
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INTRODUCTION

The objective of the Annual Borrowing Plan - ABP 2009, is to make National Treasury
Federal Public Debt management more predictable and transparent, including both the
domestic and external debts for which the federal g overnment is liable. Utilizing this
instrument, the Treasury places before society the guidelines that orient FPD manage-
ment, the premises upon which implementation of pla nning for the !scal year will be
based, planned issuance strategies and the results expected for the major debt indica-
tors at the end of 2009.

The ABP was elaborated based on the objectives and guidelines underlying Brazilian
public indebtedness, as well as on analysis of vari ous prospective scenarios and the cor-
responding alternatives for domestic and internatio nal market Inancing strategies.

This document is organized into four sections, asid e from the Introduction. Section 1
expounds on the major concepts of public indebtedne ss and how Federal Public Debt
management by the National Treasury and central pie ce of this ABP !ts in this indeb-
tedness process. This section goes on to describe the principal stages and elements in
strategic FPD planning, which evidently include the Annual Borrowing Plan itself.

The objectives and guidelines of FPD management are discussed in Section 2. In addition
to include the main objective of the FPD managemen t and its guidelines, this section
discusses brie"y on how those elements are related and in"uence the National Treasury
short-term strategy.

Following that, Section 3 presents National Treasur y Borrowing Requirements for the
2009 !scal year, a summary of the major macroecono mic scenarios underlying elabora-
tion of the ABP and the strategy de!ned for Inanc ing the debt still to mature. At the
end of this section, the results expected for the F PD prolle at the end of the period are
presented in the form of intervals, within which th e major public debt indicators are
expected to be at the close of 2009.

Finally, Section 4 discusses the risks to which the FPD is exposed, together with the main
measures taken to minimize those risks. This analy sis includes re!nancing risk, which
basically depends on the FPD maturity pro!le, and market risk, which is mainly related
to the debt pro!le broken down by yield modality.
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|. CONSTRUCTING STRATEGIC FEDERAL PUBLIC DEBT PLANNING
[.1.INITIAL CONSIDERATIONS

Federal Public Debt — FPD strategic planning is a process aimed at allowing the National
Treasury to achieve its public debt management objectives. Before going into detail on
each stage of this process, it is important to present some considerations on the major con-
cepts of public indebtedness in order to help readers to place the FPD in the overall public
sector framework.

One of the most frequent concepts used to express B razilian public indebtedness is Net Public
Sector Debt, commonly referred to by its acronym NP SD. This is a concept of net indebtedness
and, therefore, deducts public sector assets with o ther economic agents from its liabilities. In
Brazil, the denition of public sector used to mea sure indebtedness is that of the non!nancial
public sector plus the Central Bank. Consequently, it encompasses direct federal, state and mu-
nicipal administrations, indirect administrations, the public Social Security system, state-owned
non'nancial federal, state and municipal companies , as well as the Central Bank of Brazil. In this
concept, intragovernmental debts are excluded, in s uch a way that it only measures the public
sector debt with private agents.

In summary, the NPSD is a concept of net indebtedne ss that includes practically the entire Bra-
zilian public sector. It is an indicator commonly used in analyzing !scal sustainability and Bra-
zilian public sector payment capacity. To getani dea of its magnitude, at the end of December
2008, the NPSD corresponded to 36% of Brazilian GDP

Table 1. Net Public Sector Debt Structure-NPSD*

Net Public Sector Debt

Assets Liabilities
Central Government Central Government
Federal Government Federal Government
Welfare Fund for Worker Domestic Federal Public Debt- DFPD
Other Funds External Federal Public Debt - EFPD
Other Credits Other Debts
Central Bank Central Bank
International Reserves Monetary Base
Credits for Financial Institutions Repurchase Operations (REPO)
Other Accounts Other Deposits in the Central Bank
States Government States Government
Deposits External Debts
Other Credits Renegotiation (Law n° 8727/93)
Other Debts
Muncipalities Government Municipalities Government
Deposits External Debt
Other Credits Renegotiation (Lei n® 8727/93)
Other Debts
Public Companies Public Companies
Federal Federal
States States
Municipalities Municipalities

!Crossed relations are excluded, that is, asset and liabilities of entities with other public entities also taken into account in this indicator computation are
excluded.
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A second widely used concept of public indebtedness is that of the General Government Gross
Debt - GGGD, normally utilized for purposes of comp arisons among countries. The calculation
methodology of this indicator was recently revised and, aside from all federal, state and mu-
nicipal government liabilities with the private sec tor and nonenancial public sector, now also
includes Central Bank repo operations?.

As the name itself suggests, GGGD is an indicator o gross indebtedness. If, on the one hand,
this concept is unable to perfectly express the Gen eral Government’s payment capacity by
excluding its net and certain assets, on the other hand, it provides an idea of the magnitude
of gross indebtedness and this can be quite useful in cases in which a signiecant part of the
assets of a speciec entity is marked by a low leve | of liquidity or is overvalued. In December
2008, the GGGD reached a volume close to 58.6% of ®P.

Table 2. General Government Gross Debt Structure-GGGD

General Government Gross Debt

Federal Government
Domestic Federal Public Debt - DFPD
External Federal Public Debt - EFPD
Other Debts

Central Government
Repurchase Operations (REPO)

States Government
External Debt
Renegotiation (Law n° 8727/93)
Other Debt

Municipalities Government
External Debt
Renegotiation (Law n°® 8727/93)
Other Debts

In this document, the most commonly used concept of indebtedness will be that of Federal
Public Debt, or FPD. This concept represents the sum total of all domestic debt (known as
DFPD) and external debt (known as EFPDP) for which the National Treasury is directly respo n-
sible. Although other indebtedness indicators are u tilized in the analyses carried out by the
National Treasury during the planning process, FPD is the central element of this planning for
which the upper and lower limits of the ABP are dee ned.

The FPD includes federal public bonds issued on the domestic market (such as LTN and LFT, for
example), securitized debts, Agrarian Debt Securiti es - TDA, sovereign bonds issued abroad
and Federal Government contractual debts with banks , government agencies and internatio-
nal organizations. Consequently, one can state tha t FPD is equivalent to the gross Federal
Government debt.

2This is the only Central Bank liability included in  the GGGD. It should be stressed that federal, sta te and municipal government liabilities with the Ce ntral
Bank are not included under GGGD.

3Crossed relations are excluded, that is, asset and liabilities of entities with other public entities also taken into account in this indicator computati on
is excluded.

“In the documents released by this Secretariat, the domestic debt for which the National Treasury is re sponsible is designated Domestic Federal Public
Debt - DFPD.

5In the documents released by this Secretariat, the external debt for which the National Treasury is re sponsible is designated External Federal Public
Debt - EFPD.
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In order to understand the importance of FPD compared to the other more global indicators
described above (NPSD and GGGD), this concept closed 2008 with a value of approximately
R$ 1.4 trillion, equivalent to 46% of GDP. In other words, even though it is part of the GGGD,
the gross Federal Government debt corresponds to more than 80% of total GGGD by itself.
This provides one with a notion of the importance of efecient FPD management to reducing
the risks and costs of the country’s global indebtedness.

Table 3. Federal Public Debt Structure-FPD

Domestic Federal Public Debt - DFPD
Federal Securities offered in the domestic market auction
Securitaztion Debts
Agricultural Debt Securities
Other

External Federal Public Debt - EFPD
Sovereign Securities issued in the external market
Contractual debt with Banks and International Institutions
Other

Graph 1. NPSD, GGGD and FPD recent evolution, as GDP percentage
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[.2. FROM THE BENCHMARK UP TO THE ANNUAL BORROWING PLAN

The starting point for strategic Federal Public Debt planning is a clear deenition of its ob-
jective. Many countries, including Brazil, desne their main objective as minimization of
long-term costs, conditioned to assumption of prudent risk levels. In this regard, emphasis
is given to the concept of long-term costs, which requires efscient policies targeted to the
speciec planning horizon, in detriment to choices restricted to a short-term framework.
Parallel to this, aside from costs, this objective also involves an overriding concern with
prudent risk levels. Risk management is a factor of importance to the stability of debt
behavior in the face of macroeconomic shocks, so as to avoid the possibility of transitory
enancial instabilities generating escal difeculties for the government or even occasioning
instability in the public indebtedness trajectory.

In order to attain its objective, strategic public debt planning in Brazil involves various as-
pects that can be clustered into three stages:
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a) deenition of the optimal long-term proele (benchmark);
b) design of a (medium/long-term) “transition strategy”; and
c) elaboration and execution of a short-term strategy, expressed through the ABP.

In the erst case, in terms of a stationary (long-term) situation, the optimal long-term proele
(benchmark) model indicates the debt proeles that are efecient from the point of view of
the trade-off between costs and risks, thus assisting the debt manager in decision making,
based on its preferences between risks and costs. This process is completed by the Natio-
nal Treasury when it designs a (medium to long-term) transition strategy, referenced to the
objectives indicated by the benchmark, but that goes beyond the period of one year cove-
red by the ABP. It then shifts to the short-term strategy, which is the objective of annual
borrowing plans, aimed at meeting the National Treasury’s borrowing requirements. Both
the benchmark and the transition strategy assist the debt manager in implementing *nan-
cing operations so that, over time, the objective of FPD management will be achieved in a
satisfactory manner.

The following egure illustrates the planning process of public debt management in Brazil.
Once the objective of this management has been deened, the next step is modeling and
deening the optimal long-term proele (benchmark). The following step is to initiate the
design of the transition strategy which is preceded by a stage of elaboration and discussion
of macroeconomic scenarios, coupled with identiecation of risk factors, opportunities and
restrictions on the path toward attaining the desired proele of public indebtedness.

Figure 1. FPD Planning Process
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LAN -
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RESULTS
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Following analysis of qualitative aspects of macroe conomic scenarios and diverse res-
trictions, construction of the transition strategy  involves a tremendous effort from the
guantitative point of view, encompassing not only t hese scenarios, but a survey of borro-
wing requirements for the planning horizon and anal ysis of the current FPD proele. Since
different scenarios are prepared, a set of specisc  strategies is designed for each of them,
with varied speeds of convergence to the long-term benchmark.

Finally it is important to remind one of the very ¢ lose link that exists between this step
and the erst one, in which the objectives of debt management are deened. Though va-
rious strategies are elaborated, all of them must b e consistent with the optimal structure
sought. In practical terms, the major differences among alternative plans refer to the
speed of convergence of the current debt structure to that of the optimal proele, respec-
ting the borrowing conditions foreseen for each sce nario, so as to avoid generating added
pressures on the market and exacerbating costs duri ng the transition to the long-term.
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II. OBJECTIVES AND GUIDELINES OF FPD MANAGEMENT

The objective of FPD management is to minimize long-term borrowing costs, with mainte-
nance of prudent risk levels; at the same time, seek to contribute to smooth operation of
the public bond market.

In other words, what is sought is balance between costs and the predictability of the public
debt service. In pursuing this objective, the National Treasury makes it possible for the
Federal Government to !nance its operations in a less costly and more secure manner, con-
tributing to !scal balance and responsible management of taxpayers” money.

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

* Lengthening of average maturities and reduction in the percentage of FPD maturing in 12
months;

 Gradual substitution of "oating rate securities by Ixed rate °or in"ation-linked securities ;

» Improvement in the External Federal Public Debt - EFPD prolle through issuances of ben-
chmark securities, the anticipated buyback program and structured operations;

* Incentives to the development of the forward interest rate structure for federal public
securities on the domestic and external markets; and

» Expansion of the investor base.

Although the National Treasury follows these guidel ines in orienting its activities, it is also
subject to market conditions in order to implement its strategies and achieve its objectives.
Consequently, there may be restrictions in terms of simultaneously following all of these
guidelines, particularly in moments of !nancial ma rket instability. Under these conditions,
the National Treasury weighs the costs and risks and sets out the priorities to be achieved in
its activities, while also taking care to promptly  reduce possible sources of volatility on the
public bond market.

In this sense, it is important to clearly understand the correlations that exist among FPD
management objectives, guidelines and strategies. The objective is the greater goal of FPD
management, its reason for being and its mission. Therefore, the objective must be robust
and stable, with only very rare changes over the years. lItis the objective that motivates all
other measures taken by public debt management. In Brazil, the aforementioned objective
also takes due account of the trade-off that exists between costs and risks when viewed
from a long-term standpoint.

To attain the objective, a set of guidelines is de!ned in order to orient the choices made by
the National Treasury regarding the types of borrowing instruments to be used in its long-
term strategy, as well as to mold the debt prolle to the desired characteristics. Consequen-
tly, the guidelines represent a detailed breakdown of the objective and, in general lines,
state how the National Treasury should act in order to attain that objective. However, as

5The !xed rate debt provides greater predictability  in the future payments "ow of debt and provides p rotection against chocks on market variables.
Further considerations on the advantages and disadvantages of this type of debt will be seen in Sectio n IV.

"The in"ation-linked debt is desirable for reasons related to matching between assets and liabilities. Apart from the Federal Government holding an ex-
pressive amount of in"ation-linked !nancial asset s, its tax revenues "ow, which also can be consid ered an asset, tends to present a positive correlat ion
with in“ation
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the market evolves, the guidelines may be adapted over time, as the National Treasury
perceives new opportunities that will make it possible to achieve the central objective in a
more efscient manner.

In their turn, enancing strategies reeect the steps taken by the Treasury in FPD manage-
ment over a specisc period of time. With the objective and guidelines as a foundation,
the Treasury elaborates a diversity of strategies, with possible scenarios, specifying the
operations to be carried out in each case. It is during elaboration of this strategy that the
Treasury details what types of securities will be issued, in what amounts, the length of their
maturities, and other relevant aspects.

However, on designing the annual strategy, as expressed in the ABP, the feasibility of moving
forward under all of the different guidelines in the space of a given year is conditioned to
the current situation of the economy and of snancial markets in that period of time. It
must be clear that the process of transforming the FPD proele is gradual, following up and
contributing to development of the Brazilian bond market without, however, causing undue
pressures capable of generating artiecial changes in the relative prices of the major public
enancing instruments.

To conclude, one should stress that the National Treasury acts in a preventive manner, as
regards avoiding excessive volatility in the market prices of public securities, while also
demonstrating responsibility from the escal point of view, in the sense of not permitting
validation of temporary cost increases over the long term. Strong snancial instabilities may
occasionally change the relative prices of public securities and lead the debt manager to re-
orient short-term strategies, even when this may apparently move in a direction opposite
that one deened by the guidelines. However, as soon as these instabilities disappear, there
will be a shift back to the natural path toward the desired proele of indexing factors and
maturities over the medium and long-term.
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I1l. 2009 ANNUAL BORROWING PLAN

This section will present details on National Treasury borrowing requirements, together
with the domestic and international market strategies to be followed in order to obtain the
needed resources. Following that, expectations regarding evolution of FPD 2indicators in
2009 will be presented in detail.

I11.1. SCENARIOS

Formulation of 2009 borrowing strategy incorporates different issuance possibilities, de-
veloped on the basis of analysis of alternative sce narios that suggest upper and lower
limits for FPD indicators. Different alternative h ypotheses for evolution of the domestic
and external economies were considered. The macroe conomic dynamics of the advanced
economies and their relation with the performance o fthe emerging and developing eco-
nomies is the key variable, since this is the facto r that conditions international capital
lows and the degree of market volatility. Asrega rds the domestic environment, the main
hypothesis adopted in elaboration of these scenario s was maintenance of current econo-
mic policy guidelines and of the responses resultin g thereof to the different shocks.

The baseline scenario is quite close to that de"ne d by market expectations for 2009,
based on premises that considered the absence of new signi“cant external or domestic

shocks and maintenance of current economic policy g uidelines, as stated above. This
scenario also includes signi“cant leeway in the pr oduct gap, an interest trajectory com-

patible with the inlation target for the year and continuity of balance of payments
"nancing conditions, within a relatively less favo rable international economic environ-

ment compared to previous years.

Alternative scenarios, on the one hand, consider improvement in the international econo-
mic situation, favorable to the performance of the Brazilian external sector and FX-rates.
Parallel to this, lower commodity price levels and equilibrium between the pace of growth
in aggregate demand and aggregate supply would contribute to an environment of benign
inlation compatible with the in'ation target de"ned for the year. On the other hand,
consideration was also given to scenarios that incorporate negative risks in the external
environment, that could lead to worsening of uncertainties regarding the evolution of both
domestic in'ation and the balance of payments. Scenarios with strong shocks or situations
of stress are not included among those utilized as bases for de"ning the limits resulting from
this borrowing plan.

I11.2. BORROWING REQUIREMENTS

FPD 2009 borrowing requirements are the starting po int for strategy formulation. The
amount relects maturities of Federal Government de bt held by the public projected for
2009, corresponding to approximately R$ 379.7 billi on, of which R$ 301.1 billion relect
principal payments and R$ 78.6 billion refer to int erest payments.

8FPD corresponds to consolidation of the Domestic Federal Public Debt (DFPD) with the External Federal Public Debt (EFPD), the latter being composed
of the External Securities and Contractual Debt. | tis important to stress that all "gures presented in this document refer to FPD held by the public a nd,
therefore, do not include the share of DFPD held by the Central Bank.
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Graph 2. FPD Maturities
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DFPD maturities in 2009 correspond to R$ 363.6 billion, with R$ 294.7 billion referring to

principal and R$ 68.9 billion to interest. Of tota | maturities, 49.6% correspond to 'xed
rate securities, which are always concentrated at t he start of each quarter (see Graph
3, below). The remainder is distributed as follows : 33.7% corresponding to "oating rate
securities (Selic, TR and TJLP), 16.4% to in"ation -linked securities and 0.3% to foreign
exchange-indexed securities. In"ation-linked secu rities have maturities below their par-

ticipation in the outstanding public debt since the ir average maturity is considerably lon-
ger than the overall average of the FPD.

Among EFPD maturities, which correspond to R$ 16.1 billion (US$ 7.4 billion), 78.1% refer
to the securities debt, estimated at R$ 12.6 billion (US$ 5.8 billion), of which R$ 8.7 billion
(US$ 3.9 billion, involve interest and R$ 3.9 billion (US$ 1.9 billion) refer to principal. The
remaining 21.9% correspond to payments of the contractual debt, with an estimated value
of R$ 3.5 billion (US$ 1.6 billion), of which R$ 2.4 billion (US$ 1.1 billion) refer to principal
and R$ 1.1 billion (US$ 0.5 billion) to interest °.

Graph 3. FPD Maturities by Type of Yield
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(a) Bonds remunerated according to SELIC, TR and TJLP.

Source: National Treasury

°0One should highlight that the National Treasury has already effected anticipated purchases of dollars for payment of the EFPD in the amount of US$ 2.8
billion (through December 31, 2008) and made an ext ernal issuance in the amount of US$ 1 billion in ea rly 2009, thus reducing foreign currency needs to
approximately US$ 3.6 billion to be procured throu gh a combination of external issuances and market p urchases.
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The volume of FPD maturities corresponding to R$ 379.7 billion, together with R$ 20.8 billion
in the form of charges on National Treasury securit ies in the Central Bank portfolio 1° less the
projection of budget resources ! set aside for payment purposes in the amount of R$ 91.3
billion, indicates net National Treasury borrowing requirements equivalent to R$ 309.2 billion
(Figure 2).

Figure 2. National Treasury Borrowing Requirements

Estimated Budgetary

Financing
Redemptions Resources
RS 400.5 billion RS 91.3 billion

Requirements
RS 309.2 Billion

External Debt Domestic Debt Held Interest due to
RS 16.1 billion + By the Public + Central Bank
RS 363.6 billion RS 20.8 billion

Source: National Treasury

111.3. ISSUANCE STRATEGY
Domestic Debt

The strategy delned for 2009 projects issuance of !xed rate, in"ation-linked and "oating
rate bonds, with special emphasis on participation of the !rst two in public offers of federal
public securities.

In order to expand the investor base and ensure a more adequate supply of public securi-
ties, the National Treasury will continue the ongoing dialogue with various representative
Inancial market segments, coupled with other initiatives.

Fixed rate Bonds

The current issuance structure of 'xed rate securities will be maintained in 2009, with the
aim to consolidate LTN for reference vertices of 6, 12 and 24 months for LTN, and bench-
marks of 3, 5 and 10 years for NTN-F, by means of reofferings over time, depending on the
market conditions prevailing over the course of the year.

* LTN are issued with maturities at the start of each quarter.

* NTN-F, in turn, are issued with maturities in January, while those with shorter maturities
will possibly be issued with maturities in the month of July.

NTN-F, in turn, are issued with maturities in Janua ry, while those with shorter maturities will
possibly be issued with maturities in the month of  July.

Buyback operations for long-term NTN-F will be also effected this year in a monthly basis as a
way to assure additional liquidity for investors, j ust like it has been done for NTN-B.

1%By reason of article 39 of the Financial Responsibi lity Law (FRL), charges on National Treasury bonds in the Central Bank portfolio can not be re!lnanced
with the Central Bank.

The projected amounts of budget resources set aside for debt payment were taken out of the budget pro posal bill sent to the National Congress, as
approved in the pursuance of Law no 11,897, from 12 /30th/2008, and they do not include the Central Ban k Primary Result Balance and the 2008 Financial
Surplus.
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Ineation-linked Bonds

With an aim at consolidating benchmarks of 3, 5, 10, 20, 30 and 40 year, just NTN-B, re-
ferenced to the Consumer Price Index (CPI), will be issued according to the trends of the
public securities market.

In keeping with guidelines that call for lengthenin g of the debt maturity proele, the sys-
tem of two-stage issuances will be maintained in pu blic offers of NTN-B, making it possible
to exchange securities with shorter average maturit ies for others with longer maturities in
the second stage of the event. Floating rate secur ities will still be accepted as payment
for ineation-indexed securities, thus further cont  ributing to improvements in the FPD pro-
ele. In addition to maintain early redemption oper ations for long-term bonds as a way to
increase liquidity of those bonds in the secondary market, there can be, just in case the
investors are interested in, anticipated repurchase of NTN-B coupon interest.

Chart 1 - NTN-B maturity structure

NTN-B are issued with maturity in the month of May for securities maturing in odd num-

bered years, thus making it possible to effect payment of coupons in May and November.
In the case of securities maturing in even numbered years, the maturity date occurs in

August, with coupon payments in February and August. It should be stressed that, in
2009, three-year NTN-B, maturing in odd numbered years, are being issued with matu-
rity in November.

Consequently, with the combination of NTN-B maturities in even and odd numbered
years, investors can structure a quarterly sow of revenues and, in this way, more effec-
tively adjust these operations to their cash requirements.

Focusing on generation of a funding flow compatible with the needs of NTN-B
buyers, should demand exist, the National Treasury may carry out operations ex-
clusively involving NTN-B coupons, known as “coupon strips”. In such operations,
the National Treasury seeks to provide liquidity to the market for the securities,

accepting coupons separately in buyback operations or exchanges for longer-term
securities.

Floating rate bonds

Floating rate bonds - LFT will continue to be issued with maturities in the third month of
each quarter. In its turn, the average issuance maturity of those bonds shall be longer than
the DPF average maturity observed on the end of 2008 (around 3.5 years).
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Chart 2 — DFPD security auctions

The National Treasury makes use of several types of auctions with the objective of
achieving more effective Domestic Federal Public Debt - DFPD management, as shown
in the table below:

Bond Type of Auction Period
Traditional Auction Fortnightly
NTN-B Exchange Auction Fortnightly
Early Redemption Monthly
Traditional Auction Weekly
LTN Exchange Auction Fortnightly*
Early Redemption Maonthly*
Traditional Auction Weekly
NTN-F
Early Redemption Monthly
Traditional Auction Fortnightly*
LFT
Exchange Auction Monthly*

The various public security auction formats adopted by the National Treasury have their
own specilc aims, as follows:

» Traditional auctions: have the principal function of relnancing the Federal Public Debt
through issuance of Ixed rate, "oating rate and CPI-indexed securities;

» Exchange auctions: consist primarily of exchanges of securities with shorter maturities for
other longer-term securities, with the overriding o  bjective of lengthening the debt prolle;

« Early redemption: for shorter-term bonds, it contributes to reducing maturities when
concentrated heavily in a specilc month, while for longer-term bonds, it also makes it
possible to provide investors with greater liquidity.

* The periodicity of the auctions shown above is de'ned in general terms, so much so that adjustments could occur depending on the specilc need of
the Treasury. The oflcial schedule is published every month end at the web site: http://www.stn.fazenda.gov.br/divida_publica/leiloes.asp

External Debt

The objective of External Federal Public Debt - EFPD management in 2009 will be to enhan-
ce the eflciency of the external interest curve through opportune security buyback ope-
rations that are not benchmarks, coupled with maintenance of the benchmarks (normally
10 and 30 years) for selected maturities. With this objective, the strategy is based on the
following points:
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* Creation and improvement of benchmarks in the forward structure of external market
interest rates;

 Continuation of the security buyback program;

» Possibility of carrying out external liability management operations, with the objective of
increasing the efeciency of the external interest rate curve;

« Continuation of a transparent relationship with t  he international snancial community.

The National Treasury shall maintain its strategy of qualitative issuances given the small
external borrowing requirements for 2009, including the fact that more than 50% of the
foreign currency resources for EFPD debt service (principal and interest) have already been
procured.

It is important to stress that EFPD management is based on Federal Senate Resolution n°
20/2004, which authorizes early redemption operations, security exchanges and utilization
of derivatives in EFPD management, provided that market conditions are propitious for such
operations.

Other Measures

Aside from the public security issuance strategy de scribed above, other measures will be
implemented in pursuit of progress in public bond m arket operations, mainly as regards
the secondary market and expansion of the investor base.

Secondary Market

The National Treasury will continue encouraging improvements in the secondary public bond
market through expansion of the investor base. To achieve this, efforts will be made to
further deepen relations with other governmental institutions, such as the Central Bank of
Brazil - BCB, Securities and Exchange Commission - CVM, the Secretariat of Complementary
Pension Funds - SBC, Superintendency of Private Insurance - SUSEP, among other regulatory
entities. Parallel to this, it will continue working with domestic investors, including pension
funds, investment funds, commercial and investment banks, insurance and capitalization
companies, through their representative entities, such as FENAPREVI, ABRAPP, ANDIMA, AN-
BID and FENASE&

2National Federation of Private Pension Funds and Life (FENAPREVI), Brazilian Association of Closed Coplementary Pension Funds (ABRAPP), National
Association of Financial Market Institutions (ANDIMA), National Association of Investment Banks (ANDIB and National Federation of Private Insurance and
Capitalization Companies (FENASEG).
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Treasury Direct

The National Treasury will stimulate expansion of Treasury Direct, a program that, in just
seven years of existence, has contributed signiescantly to democratization in the formation
of public security-based savings.

Following very signiecant results in 2008, including 41.7% expansion in the number of re-
gistered investors and 102.05% growth in sales volume, one can aferm that the program is
going through a period of robust expansion. Growth in the number of investors registered
in the program is expected to continue, having reached 145,939 at the end of 2008.

In 2009, the program development will continue with  institutional association between the
National Treasury and the BM&FBovespa. Such partneship together with the efforts of custo-
dy agents, which take part at the Treasury Directi nclude lecture cycles, training and partici-

pation in the enancial education program led by th e Stock Exchange. Those novelties indicate

a new record phase.

Chart 3 - Teleconference Program

Aiming at a more transparent dialogue with the enancial community, the National Trea-
sury Secretariat holds, from time to time, telephone conferences specially destined
for investors and market analysts. They are held in a regular basis, but with additional
conferences possible should new relevant events regarding public debt management and
scal policy ever happen.

For 2009, scheduled periods are*:

1° Conference: from February 2-13th — Annual Borrowing Plan release.
2° Conference: between June 1-12th.

3° Conference: between August 31st-September 4th.

The teleconferences will be operated with support by the enancial institutions which
traditionally take part at the sovereign funding operations and with simultaneous trans-
lation to English language so as to reach the larger number of investors possible. The
date and time of each event shall be scheduled in no less than two days, occasion when
the present main Brazilian government representatives, the topics to be discussed dur-
ing the conference and the reference material shall also be informed.

The National Treasury shall send invitation to all registered in its contacts database.
Further information on the teleconferences and direct registering on line are available
at http://www.tesouro.fazenda.gov.br/divida_publica/index.asp.

*The mentioned dates are just indicative, being able to happen out of schedule.
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[11.4. EXPECTED RESULTS

As stated in previous sections, formulation of Nati onal Treasury borrowing strategy incorporates
a variety of scenarios for the major economic varia bles that impact public debt. Based on the

objectives and guidelines of FPD management, this i s the starting point for elaboration of issuance

strategies compatible with forecast economic scenar ios.

Bringing together the different strategies and scenarios, forecasts are then generated for
evolution of the main Federal Public Debt indicators and statistics over the period under
analysis. Starting with simulations, the expected lower and upper limits are delned for the
FPD prolle at the end of the year. By publishing these limits, the National Treasury seeks
to inform society of the expected results of its annual planning, while supplying the market
with a point of reference regarding its activities as Federal Public Debt manager.

It is important to highlight that the array of strategies and scenarios as well as the proposed
intervals for the indicators incorporated into annual planning are all based on current ma-
rket conditions, despite the risk analyses that assess the consequences of stress scenarios.
The probability of occurrence of these stress scenarios is considered very low and their
inclusion in the indicative targets could lead to de!nition of excessively broad intervals,
which would evidently reduce the effectiveness of ABP limits as an instrument of predicta-
bility and transparency.

With these considerations, the targets sought for the FPD prolle in the 2009 Annual Borro-
wing Plan are presented in the following table:

Table 4. Federal Public Debt — FPD Targets in 2009

Limits to 2009

Indicators

Minimum Maximum

Outstanding (RS Billion)

1,397.3 1,450.0 1,600.0

Profile (%)

Fixed Rate 29.9% 24.0% 31.0%

Inflation Linked 26.6% 26.0% 30.0%

Floating Rate 32.4% 32.0% 38.0%

Exchange Rate 9.7% 7.0% 11.0%

Others 1.4% 1.0% 2.0%
Maturity Structure

Average Maturity (Years) 3.5 3.4 3.7

Percentage Maturing in 12 Months 25.4% 25.0% 29.0%

Source: National Treasury

Outstanding FPD

At the end of 2009, outstanding FPD is expected to close between R$ 1.45 trillion and R$
1.60 trillion, after ending December 2008 at R$ 1.40 trillion.

It is important to emphasize that a possibly higher outstanding debt in 2009, its upper limit
forecast, takes into account specilc issuances aiming at restoring credit and maintaining
government strategic investment programs.
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FPD Proele

Participation of exed rate securities **in outstanding FPD is forecast to range between 24%
and 31% at the end of December 2009. When December 2008 came to a close, participation
of these securities in FPD stood at 29.9%.

In their turn, inlation-linked securities are forecast to account for between 26% and 30% of
FPD at the end of 2009, compared to 26.6% at the end of 2008.

The limits proposed for the share of loating rate securities extend from 32% to 38% of FPD,
against 32.4% at the end of 2008.

Finally, participation of foreign exchange-indexed securities in FPD should close 2009 be-
tween 7% and 11%, compared to 9.7% in the previous year. It is noteworthy that the Natio-
nal Treasury issues FX-indexed securities only on the external market.

At erst glance, the expected evolution of the FPD proele in 2009 may seem to conlict so-
mewhat with the guidelines calling for gradual replacement of loating rate securities with
*xed rate and in'ation-linked securities. However, National Treasury activities must be
interpreted in a broader framework. If, on the one hand, improvement in the proele is a
guideline adopted by the Treasury, on the other hand, it is also a component of the central
objective of FPD management the minimization of borrowing costs and its contribution to
the smooth operation of the bond market.

Were the National Treasury to seek to alter the FPD structure at any cost whatsoever, under
market conditions similar to those of the second half of 2008, this could result in higher
borrowing costs for Treasury itself, as a result of increased premiums paid to those seeking
*xed rate securities. In moments of excessive volatility in the rates paid on these bonds,
the market tends to push up the premiums charged due to the uncertainties involved in
pricing, aside from preference for liquidity. Since average maturity of exed rate securities
also increased in recent years, acceptance of abnormal increases in premiums would be
tantamount to adopting this additional cost for various consecutive periods.

Even if the National Treasury were willing to pay additional premiums to increase issuance
of exed rate securities, this strategy would generate a negative impact on the public bond
market as a whole. By validating increases in the interest rates paid on sxed rate public
securities in moments of instability and simultaneously increasing the supply of these secu-
rities, the National Treasury would heighten losses in current public security portfolios as a
result of devaluation, while further exacerbating snancial market volatility. As an adverse
effect, demand for public securities would shrink, causing new increases in premiums and
feeding the vicious circle. In the end, the result sought by debt management would not be
achieved over the short-term, while the difeculties involved in attaining it over the long-
term would become considerably greater.

Not for another reason, one may observe that lower and upper limits of outstanding
debt and, particularly, fixed rate and floating rat e portions, present lager amplitudes
than those registered in previous years. Such a strategic decision shall permit the
National Treasury to deal with more uncertain scena rios without either jeopardizing

their targets or incurring unnecessary costs. If, o n one hand, as abovementioned, the

BFrom the point of view of FPD composition by indexi ng factor, securities issued in real at *xed rates on the external market are considered xed rate
securities, much like LTN and NTN-F, since these have no sensitivity whatsoever to FX-rate changes.
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National Treasury does not elaborate strategies ba sed on stress scenarios for defining
limits, on the other hand, this year, in particular , brings in uncertainties which permit
establishing wider limits without meaning loss of r eference or transparency for public
bonds investors.

To conclude, one should emphasize that the advances achieved by the National Treasury in
recent years in terms of risk reduction *make it possible to take a cautious approach to FPD
management. Managing the speed of convergence of the current FPD proele to the opti-
mal long-term structure contributes to the smooth operation of public bond markets, while
avoiding unnecessary pressures on investors

FPD Maturity Structure

In December 2008, the average maturity of outstanding FPD *°stood at 3.5 years. This
indicator should close 2009 somewhere between 3.4 and 3.7 years. In previous years, the
ABP used to disclose average maturity limit for out standing FPD measured in months.
Starting from this current ABP, such limits shall b e disclosed in terms of years as a way to
make easier comparison with international sgures.

With respect to the debt percentage maturing in 12 months ¢, projections for 2009 relect
the National Treasury’s effort to avoid concentration of short-term maturities, even in an
environment marked by strong volatility. The debt percentage maturing in 12 months in
2008 closed at 25.4% and is expected to end 2009 between 25% and 29%.

Going on to FPD maturity structure indicators, a comment similar to that made in relation
to the proele by indexing factor is appropriate. At erst sight, the indicators of average
maturity and percentage maturing in 12 months may signal an apparent retreat in relation
to the guideline that calls for lengthening of the average FPD maturity and reduction in the
percentage of FPD maturing in 12 months. In this regard, it is noteworthy that the National
Treasury continues to view lengthening of maturities and reductions in the proportion of
short-term maturities as fundamental guidelines required to further reduce FPD resnancing
risk while smoothing its maturity structure and facilitating management of payment !ows.
Nonetheless, in periods of increased risk aversion, the market tends to demand high pre-
miums to accept longer-term securities, particularly in the case of exed rate bonds. With
this, issuance of longer-term securities in times of instability can imply increased FPD ¢nan-
cing costs and maintenance of these higher costs for a longer period of time.

4In this regard, section 3 shows the evolution of FP D *nancial and resnancing risks, indicating that recent years were marked by a sharp reduction in
these risks.

It should be stressed that Average Life, which indi cates only the remaining maturity of public debt pr incipal, while ignoring interest due, is the indica tor
adopted by many countries instead of Average Maturi ty. In order to provide more homogeneous criteria for purposes of comparison with international
sgures, one would emphasize that the Average Life of the FPD reached 5.6 years in December 2008, against an Average Maturity of 3.5 years.

180n calculating the percentage of the debt maturing in 12 months, many countries consider only the low of principal, excluding interest due, without
adjusting this low to current value. In orderto  better perceive the methodological differences and provide more homogeneous criteria for purposes of
comparison with international statistics, adoption  of this type of measurement would resultin a drop in the percentage maturing in 12 months from 25.4%
to 21.1% in December 2008. In its turn, the percen tage maturing in up to 2 years would fall from 47.8 5% to 41.23% and, consequently, that maturing in
more than 2 years would be 58.77%, instead of 52.15%.
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IV. FPD RISK ASSESSMENT

As borrowing strategy is executed each year, the FPD structure takes on new forms, as can
be seen through the evolution of its major indicators. These changes in the FPD structure
alter the manner in which it reacts in relation to changes in economic and market variables.
In other words, working through its borrowing strategy, the National Treasury is capable of
modifying the risk exposure of the Federal Public Debt, in particular, and that of Brazilian
public indebtedness.

Ensuring that exposure will be limited to prudent r isk levels is one component of the National
Treasury’s objective as FPD manager. An analysis d FPD risk exposure is presented in this sec-
tion, together with an evaluation of how 2009 borro wing strategy can modify this exposure.

IV.1. REFINANCING RISK

Re!nancing risk corresponds to the possibility that, on re!nancing its debt, the Government
could come up against a situation of high costs or, in a worst case scenario, be unable to
obtain the resources needed for payment of the maturing debt. In section Ill, we saw that
National Treasury borrowing requirements for 2009 will total approximately R$ 309.2 billion.
On analyzing re!nancing risk, the National Treasury evaluates possible adverse conditions in
relation to market access and to procure the required borrowing.

According to this de!nition, it is clear that expo sure of this debt to relnancing risk be-
comes greater as the FPD becomes more concentrated in short-term maturities and vo-
latility of these maturities becomes more exacerbat ed. For this reason, assessment of
this risk utilizes such concentration indicators as percentage maturing in 12 months and
average maturity, together with volatility measurem ents of expected payments, through
application of the Cash"ow-at-Risk (CfaR) °technique, among others.

The percentage of FPD maturing in 12 months, the in dicator that measures short-term con-
centration of debt maturities, declined steadily be tween 2004 and 2008. This reduction was a
consequence of the National Treasury guideline of I engthening the Federal Public Debt prolle
and became an element of importance to FPD management in moments of 'nancial market
instability, particularly in the second half of las t year.

Graph 4. Re!nancing risk

DFPD Payments
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Source: National Treasury

YFor purposes of calculating 2009 indicators, the section considers the middle point of the indicative limits set out in this ABP.

18Al debt payment "ows, including principal and interest, adjusted to current value based on the respective domestic rates of return (at issuance of each

security) are considered for all of the relnancing risk indicators presented in this section, as well as for FPD statistics. This methodology permits monitoring
the FPD relnancing risk.

Important additional information for analysis of re!lnancing risk includes budget resources available exclusively for FPD payments (known as the “liquidity
cushion”). In the Brazilian case, the strategy adopted since 1998 consists of permanently maintaining a “cushion” of resources equivalent to at least three
months of FPD maturities.



_—~
QTESOURONACIONAL FPD RISK ASSESSMENT

Thanks to the efforts made to reduce concentration of maturities, Federal Government
gross and net borrowing requirements 2°in 2009 will be the lowest since 2005 in hominal
terms, and the lowest since 2003 as a percentage of GDP. This means that, in 2009, the
National Treasury will have additional exibility  in managing Federal Government indeb-
tedness.

Graph 5. Borrowing Requirements Track Record?
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As already stated, on one hand, one of the factors contributing to the reduction in short-term ma-
turities is lengthening of the FPD. This is eviden t when one analyzes the evolution of the average
FPD maturity, which has increased steadily since 2004, as demonstrated in the following graphs.
This evolution was quite natural and clearly took a dvantage of the market’s growing appetite for
longer-term securities. This craving for bonds wit h longer maturities was driven mainly by the
presence of nonresident investors on the market as well as domestic pension funds.

On the other hand, when we analyze the second half of 2008, we see a sharp reduction in
average maturities at issuance. It must be recalled that the six-month period in question
was one of the most volatile periods on domestic and external markets in recent years. This
reduction in average maturity at issuance reeects the Treasury’s effort to avoid generation
of greater pressures on the market at a moment of extreme risk aversion. Based on the
progress achieved in recent years, the National Treasury takes advantage of those moments
to adopt a more eexible approach, while avoiding higher costs and greater uncertainties in
an already highly volatile environment.

Graph 6. Average Issuance Maturity versus Average Maturity of Outstanding DFPD
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2Exclusive the budget sources of funds for FPD payment.
2nformation included in the Annual Borrowing Plans released each year. Does not necessarily resect the numbers observed at closing of the !scal year.
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Aside from the reduction in the concentration of short-term maturities, changes have also
occurred in the maturity proele over recent years. Resecting the guideline of gradually
replacing *oating rate securities with exed rate or ineation-linked securities, FPD maturity
has become increasingly tied to exed rates and ineation-linked. Viewed as a whole, the
share of short-term exed rate and ineation-linked maturities is expected to reach 63% of
the overall total in 2009.

Graph 7. Short-Term FPD Maturity Proele by Type of Yield

Source: National Treasury

The drop in the proportion of the debt tied to FX-rates and the Selic interest rate in total
FPD has been a factor of crucial importance to reducing volatility in the value of short-term
maturity ows (up to 1 year). Without including extreme situations, which are subjected

to stress analysis, utilization of the 99th percentile of the simulations of the value of these
*ows shows that the value of the foreign exchange debt at maturity in one year can undergo
an unexpected increase (above the average projection) of as much as 14%. In the case of
the Selic-indexed debt, the impact of shocks on interest rates can raise the value of matu-
rities approximately 4% above the expected level. This number is only 1.25% in the case of
ineation-linked debt and zero for *xed rate debt.

Graph 8. Casheow-at-Risk??

Note: The parameters used resect scenarios and volatility for the different snancing modalities used by the National Treasury and estimated in December
2008, applied to the maturity *ows projected at the start of each year of the analysis.

Consequently, even though 2009 «ows are marked by greater uncertainty in relation to the
previous year, the lesser participation of exed ra  te securities in overall maturities implies that
the impact of shocks in macroeconomic variables on public debt payments is 40% less than

22This exercise consists of simulating distribution o f probabilities of these maturities at the end of e ach month, based on stochastic scenarios for intere st,
FX and ineation rates. The volumes of maturities in each group of securities (xed rate, *oating r  ate, ineation linked or exchange-indexed) are give n
by their participation in FPD maturities each year.  The CfaR presented in this document is desned as the ratio between the 99th percentile (signiecanc e
level of 1%) and the median of the simulated distri bution for the value of FPD maturities during the ¢ ourse of one year, less one.



FPD RISK ASSESSMENT

would have occurred in the 2004 maturity structure 2. On a step-by-step basis, the changes
introduced into the FPD proele have increased pred ictability in elaboration of budgets and in
calculation of public sector borrowing requirements , thus reducing resnancing risk.

IV.2. MARKET RISK

Market risk can be understood as the risk of losses caused by fluctuations in economic
and financial variables, such as interest rates, FX -rates and inflation. Oscillations in
these variables can generate changes in the volume of outstanding FPD and its car-
rying costs, while the magnitude of these variation s indicates exposure of the debt to
market risks.

Various types of bonds are included in the Federal Public Debt, each with its own speciec
characteristics. Each type responds differently to shocks in economic and ¢nancial varia-
bles and, therefore, shows different levels of exposure to market risk. Thus, the initial
analysis of FPD market risk should involve an assessment of its proele in terms of indexing
factors.

One of the major characteristics of a public securi ty is its indexing factor. It indicates
what economic or financial variable will be utilize d to calculate earnings. In the case
of the FPD, there are four major groups: fixed rate , inflation-linked, floating rate and
exchange-indexed securities. There are still other securities included in the FPD that
have different indexing factors, mainly the TR and TJLP. However, since the volume
of these bonds is quite small, they are grouped int o a fifth heading denominated
“others”.

Following its guidelines for FPD management, the National Treasury has acted in recent
years with the objective of reducing the share inde xed to the Selic rate and FX-rate,
gradually substituting these securities with exed rate and in!ation-linked bonds. As a
result of this effort, the overall participation of exchange-indexed, !oating rate bonds
and others?*diminished from 90% in December 2002 to approximately 43% of total FPD in
December 2008. In counterpart, the sum of xed rat e and in'ation-liked bonds increased
from 10% of FPD, in December 2002, up to 57% in Deember 2008. This evidently means
that exposure of the FPD to the risk of luctuation s in the FX-rate and short-term interest
has been sharply reduced.

Graph 9. FPD Proele

Source: National Treasury

231.96% in 2009, against 3.2% in 2004, as shown in gaph 8.
#The share “others” of the FPD includes all instrume nts not indexed to the Selic rate, inlation, excha nge or xed rates. The largest component in this
grouping is composed of securities indexed to the T R.
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One can take a somewhat more conservative view of this change in the FPD proele. Al-
though the exed rate debt provides protection against market risks, the effectiveness of
this protection depends on the average maturity of this share of debt. Replacing post-set
debt for short-term exed rate debt provides for protection that will not endure, since the
short-term debt will have to be resnanced as it matures and, therefore, it will be exposed

to euctuations in market curves for exed rate bonds. Thus, we can adopt the sum total of
the debts with soating and <xed rate earnings with maturities of less than one year as a
more conservative indicator of the risk of suctuations in the rate of interest. In this appro-
ach, the conclusion is quite similar with exclusive analysis of the proele. The difference is
that one observes a sharp reduction in exposure to interest rate risk only as of 2005 and not
starting in 2002.

Graph 10. Floating rate Risk — Proele

Note: For this sensitivity analysis to interest and exchange, one does not consider the proele of ine ation-linked bonds, in light of their long average ma-
turities (approximately twice the average maturity  of the total outstanding debt) and low percentage m aturing in 12 months.
Source: National Treasury

This second approach comes close to the concept of resxing risk, which corresponds to the pos-
sibility of increases in the cost of the debt as a result of the new interest rate conditions that
will be deened for the debt maturing over the shor t-term or for the *oating rate share of the
debt. Reexing risk is related to resnancing risk , to the extent in which it considers the snhancial
conditions for rolling of the debt maturing in the  short-term. However, it is a broader indica-
tor since, in the case of long-term eoating rate d  ebt, there is no risk of resnancing, since the
National Treasury does not have to go to the market in the short-term in order to resnance it.
However, its cost conditions are periodically revis ed (on a daily basis, in the case of LFT).

It should be noted that FPD market risk analysis can be completed by aggregation of
suctuation risks in FX-rates and ineation rates i n recontracting risk. In stochastic simu-
lations carried out, one may perceive high level of volatility in the cost of the foreign
currency denominated debt. Though its average cost is 10.4% per year, it may reach 33%
per year in the 99th percentile. As the ineation-l inked debt is concerned, cost disper-
sion is lesser, with median of 10.95 per year and 1 3.2% in the 99th percentile. By inte-
grating those simulations with those for interest r ates, one comes to the Cost-at-Risk?
for each one of the combinations of xed rate vers us eoating rate debt, thus revealing
the trade-off between cost and risk of several alte rnatives of public enancing, now in
terms of total indebtedness.

CaR is an indicator of outstanding PFD value volatility, which intends to capture how much outstanding  debt can exceed its expected value in a certain
escal year, at a given statistical signiscance, 0 wing to suctuations in economic variables which de termine that debt cost.
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Graph 11. Cost-at-Risk

Source: National Treasury

Though these results are dependent on the parameters ¢ utilized in the simulations and are
based on stylized prolles, from the qualitative point of view they re"ect crucial characte-
ristics of the various !nancing instruments. The foreign currency debt tends to be less bur-
densome, though its risks are high, followed by the "oating rate debt which is also relatively
cheap, but has greater risk than the !xed rate and in"ation-linked debt.

With respect to the in"ation-linked debt, from the point of view of central government
asset and liability management, its characteristics are desirable considering that its main
asset is the "ow of future revenues (mostly tax re venues) that tend to have a positive
correlation with in"ation rates (particularly int  he face of demand shocks).

Finally, in the case of fixed rate debt, there are  positive characteristics that are use-
ful to develop the market and provide stability in  the flow of budget outlays. Since it
is not subject to shocks, it tends to be more burde nsome, ex ante, than other types of
financing, particularly in moments of strong financ ial market volatility. In this light,
the National Treasury takes its choice for a smalle r volume of issuances of these se-
curities in moments of instability, prioritizing go vernment bonds that result in lesser
costs, despite assumption of some degree of additio nal risk. It should be stressed that
the recent trajectory of the FPD demonstrates pursu it of a more balanced profile,
from the point of view of management of the cost x risk trade-off.

2The parameters utilized re"ect estimates of cost a nd volatility of the different Inancing modalities used by the National Treasury. These parameters
have managerial purposes and are restricted to inte rnal use, for which reason they are not released in this PAF.
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Final considerations

The targets set in the ABP 2009 are in line with the larger goal of strengthening the !scal
soundness of the Brazilian state and the general macroeconomic conditions of its domestic
economy, which has been directing the action of the government in recent years.

The management of Public Federal Debt takes as the starting-point the results of the op-
timal structure model of long-term indebtedness developed by the National Treasury me-
anwhile it takes into account trade-offs between costs and risks of FPD projected for the
whole year. Considering this, the targets presented in this ABP are consistent with gradual
movement towards minimization of the !nancial costs of FPD without, however, increasing
its exposure to risks of a more uncertain economic environment. In addition, the manager
of the public debt also seeks to improve the secondary market for government securities,
to increase the investors base and to develop the term structure of interest rates in Brazil,
both in domestic and in foreign markets.

Despite the importance of balancing between the cos ts expected for FPD nancing and the
risks associated to it, elaboration of Inancing st rategies is sensitive to both the domestic
and international macroeconomic environments. Thus, in times of greater uncertainty,
in which the premiums are higher, the costs associa ted with a strategy for transferring
more risks to the private sector may be too high. | n such a case, its high cost may not be
desirable, leading the structure of the debt to a p oint away from the eflcient frontier
between cost and risk. Moreover, this strategy coul d stress the curve of domestic interest,
increasing the 'nancing cost rate for both consume rs and Irms, and adversely affecting
economic growth. For all these arguments, at times of greater uncertainty, a conservative
Inancing strategy may be more eflcient, providing that it does not undermine the guide-
lines and long-term goals.

Contribute to our improvement"

So that our publications are continually improved, the National Treasury provides a per-
manent place for your opinion to be taken into account.

Evaluate our publications at http://mww.tesouro.faz enda.gov.br/divida_publica/paf.asp










