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Tightening EM financial conditions and political
uncertainties slowing Brazil’s economic recovery.

Key observations from our research:

=  Brazilian GDP rose 1.2% on the first quarter of the year when compared
to the first quarter of 2017, consolidating the fourth straight quarter with
economic growth after a 12-quarter recession period.

= Recent improvements on some activity indicators, such as private
indebtedness and net job creation, are positively impacting consumer
and industry confidence levels.

= Despite that, the rate of recovery is increasingly diminishing ahead of the
presidential elections in October, with important challenges regarding
the equalization of Brazil’s fiscal situation, a wide-open presidency race
and worsening emerging market conditions, which is leading to a large
BRL depreciation and financial outflow.

= |nflation and base interest rates are in historically-low levels, but may
face upwards pressure from political and macroeconomic events in the
next months.

Leonardo Antunes
Managing Director
BroadSpan Capital
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= Brazilian financial markets started strong in 2018, with 3 IPOs amounting
to USD1.8billion (97% increase in volume when compared to 1Q2017),
but activity has since slowed down as companies await for some
definition on the political front and a more stabilized currency. Daniel Silveira
Managing Director
BroadSpan Capital
= Regarding the presidential elections, right-wing congressman Jair dsilveira@brocap.com
Bolsonaro still leads polls with 17% of vote intentions, but the large
number of undecided voters (33%) may shift the result either way. :ed7° fa'de"a Pires
nalys
Broa}:jSpan Capital
ppires@brocap.com
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Key Macroeconomic Indexes

GDP Growth — Quarterly

% Quarter over Quarter

Consumption Growth — Quarterly
% Quarter over Quarter
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The Gross Domestic Product (GDP) — 1H2018 Analysis

Brazilian GDP rose 1.2% on the first quarter of the year when compared to the first quarter of 2017,
consolidating the fourth straight quarter with economic growth after a 12-quarter recession period.

= Although Brazil is firmly back in economic growth trajectory, the rate of recovery is increasingly diminishing
ahead of the presidential elections in October.

= The slowdown in the first quarter was due to a deterioration in most components of the GDP. Fixed
investment growth slowed from 3.8% annually in Q4 to 3.5% in Q1, although still holding up in a level well
above the past 10 quarters prior to Q4 2017. Government spending fell 0.8% reflecting fiscal adjustment
efforts (Q4 2017: -0.4% y/y). On the other hand, private consumption had the best annual growth since Q4
2014, in all likelihood boosted by the historically low inflation rates, decreasing private indebtedness and
improving consumer confidence.

= Both exports and imports growth fell in the first quarter. Although helped by higher commodity prices, total
exports saw a decrease mainly due to lower agricultural production and a high base of comparison due to last
year’s outlier output. Meanwhile, imports grew 7.7%.

= Brazil still has significant issues to deal with in order to secure long-term sustainable growth, such as
financial volatility, the negative effects of exchange rate depreciation on inflation (and thus on the ability of
monetary policy to stimulate the economy), doubts about whether the next government will face fiscal
problems and the consequences of the recent truckers’ strike, among other factors.

- This framework made market estimates form GDP growth in 2018 and 2019 decrease from 2,9% and
3,0%, respectively, in May 2018 to 1,5% and 2,5%, in August 2018.

= |f the country is able to reduce exposure to political developments past the October elections, Brazil has
improving factors that should support the continuation of the economic growth in the short and medium
terms, such as decreasing individual and corporate indebtedness, inventories in stable levels, increase in
hiring, low inflation pressure and solid external accounts.

GDP Composition
% Q/Q-4 growth

2Q15 3Q15 4Qi15 1Q16 2Q16 3Ql16 4Ql6 1Q17 2Q17
Value Added (2,7%) (4,3%) (5,6%) (52%) (3,4%) (2,7%) (2,5%) (0,0%) 0,4% 1,4% 21% 1,2%
Agribusiness 43% (0,1%) 0,6% (6,5%) (4,1%) (3,6%) (1,8%) 185% 14,8% 9,1% 6,1% (2,6%)
Industry (4,8%) (57%) (8,1%) (6,9%) (3,2%) (2,8%) (3,0%) (1,0%) (1,9%) 04% 2,7% 1,6%
Services (2,1%) (3,4%) (4,2%) (3,5%) (2,6%) (2,1%) (2,3%) (1,6%) (0,2%) 1,0% 1,7% 1,5%

Effective Demand (2,7%) (4,3%) (5,6%) (5,2%) (3,4%) (2,7%) (2,5%) (0,0%) 04% 14% 2,1% 1,2%

Consumption (2,1%) (3,9%) (6,1%) (5,9%) (4,9%) (3,4%) (3,0%) (1,7%) 0,6% 22% 2,6% 2,8%
Gov. Spending (1,6%) (1,8%) (2,0%) (0,4%) 0,2% (0,3%) 0,2% (0,5%) (0,8%) (0,6%) (0,4%) (0,8%)
Investment (12,5%) (14,9%) (18,7%) (17,3%) (8,6%) (8,5%) (5,9%) (3,7%) (6,7%) (0,5%) 3,8% 3,5%
Exports 8,6% 2,1% 12,8% 13,0% 3,8% 0,2% (7,6%) 18% 25% 76% 91% 6,0%
Imports (11,2%) (19,9%) (19,7%) (21,3%) (10,2%) (6,8%) (1,1%) 9,8% (3,2%) 5,7% 81% 7,7%
Source : IBGE
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Rising Consumer and Industry Confidence

Recent improvements on some activity indicators, such as private indebtedness and net job creation, are

positively impacting consumer and industrial confidence indexes, which are slowly rising back to above 100
levels.

= Some other factors supporting short-term economic growth are increasing credit availability for private
individuals and companies, historically low inflation and nominal interest rates and industrial inventories at
stable levels, among other.

= Political measures approved since 2016, such as the labor and union reforms, contribute to a more pro-
business environment, while others such as the new TLP rate (new rate for BNDES loans) and the public
spending cap in force reduce long-term investors’ uncertainties on Brazil’s fiscal sustainability.

Consumer Confidence Index Industry Confidence Index
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Brazil Base Nominal Interest Rate (SELIC) and Inflation (IPCA)

On

the last Monetary Committee (COPOM) meeting

on August 2" 2018, the target for the SELIC rate was
kept at 6.50%.

The target for Brazil's Base Nominal Interest Rate
(SELIC) sits at 6.50% since March 2018, when the
Brazilian Central Bank ended a cycle of reductions
started in September 16 (at 14.25%).

- The main reason for the maintenance of
the rate at 6.50% was the exchange rate
depreciation.

According to market analysts and consensus
expectations gathered by BCB, the goal will most
likely remain at 6.50% until the beginning of 2019,
when inflationary pressures will force the Central
Bank to start a monetary tightening cycle.

Despite signaling that the SELIC rate should stay at
6.50% until the end of 2018, COPOM faces
opposed incentives for the next steps: while a
wider output gap, inflation below the target and
well anchored inflation expectations favor the
maintenance of low rates for longer; sharp
currency depreciation (as with other emerging
markets) and local political uncertainty significantly
deteriorated the balance of risks.

Previous COPOM Targets for the SELIC
Target SELIC Rate
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Inflation is at historically low levels, but face risks
from political and economic events.

Inflation in June was at 1.26% m/m, well above the
year ago print and the historical norm for the
period, reflecting the trucker strike at end-
May/early June.

- This monthly rate increased the 12-month
accumulated inflation to 4.38%y/y, when
compared to an average 2.80%y/y in the
past 5 months.

- Nonetheless, the strike’s impacts are
already in fast dissipation, as evidenced by
the drop in the monthly IPCA-15 (similar to
the IPCA, but data is collected in the
middle of the month) from 0.64%m/m (in
July), to 1.11%m/m (in June).

Despite the BRL depreciation and a strong rise in
regulated prices presenting a risk to free market
prices ahead, anchored inflation expectations and
the slow economic rebound should help in curbing
these upward price pressures.

Energy and public transport groups were the main
drivers for lower regulated-price inflation
(1.3%m/m in July vs. 2.4%m/m in June), while
lower food-at-home inflation led to a decrease in
free-market prices inflation (0.7%m/m in July vs.
2.3%m/min June).

Monthly IPCA-15
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Key Short-Term and Medium-Term Challenges

Worsening emerging markets financial conditions. Composition of Primary Expenses

o)
=  Various external macroeconomic factors have led % of Total

to a tightening in EM financial condition. The U.S.

economic growth and increase in nominal tax n n
rates, an appreciated Dollar, commercial tensions 28
and lowering of the international commerce due to 6
protectionism policies in various countries and
geopolitical tensions in Iran, Syria and Russia, 30
among other factors, reduced appetite for riskier
assets.
35
- This framework affected Brazil in
particular, mostly given the country’s fiscal
challenges, the uncertainty around 1997 2007 2017

economic policy after this year’s election . .
and a record low interest rate differential. M Discretionary Expenses

. L L. B Non-Discretionary Expenses: Other
Doubs regarding the equalization of the deteriorating

public accounts. B Non-Discretionary Expenses: Wages

. - . . | -Di i : i i
= Public debt keeps rising in relation to the GDP, Non-Discretionary Expenses: Social Security

reaching 77.2% in June 2018. Recent tax increases
and restrictions on public spending (including the
cap for public spending growth in force since the
beginning of 2017) have been insufficient to
reverse the negative fiscal trends.

Political Uncertainty.

= The race for presidency is still open, with
candidates ranging from the far left to the right-
wing with chances of winning in October.

=  Public expenditure remains high, largely due to the

increase in the expenses in which the government  w  polls show that a high level of voters’ support for

has no discretionary power to reduce, as is the “none” or “void”, reinforcing the point that the
case of social security expenses electoral outcomes remains highly uncertain.
Public Primary Result * The record-high rejection rate faced by current
% of GDP president Michel Temer also indicates an elevated
21.0 level of distrust in the establishment.
19.0 . .
= Even with a market-friendly outcome, the next
17.0 government will still face significant challenges in
15.0 unifying the highly polarized public opinion in
order to implement much needed reforms to
13.0

overcome the fiscal unbalances.
'97 '99 '01 '03 '05 '07 '09 '11 '13 '15 '17

= Net Primary Revenues =——Primary Expenses
Source: BBVA, Brazil Central Bank
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Recent Political Developments and October Elections

Lula Situation and Current Presidency Race.

Former president Lula, serving a 12-year sentence
for corruption after being found guilty by the
appeals court (TRF-4), leads opinion polls for the
presidential race.

- Despite the Worker’s Party (PT) efforts to
enable Lula’s candidacy, he is unlikely to be
allowed to run. Brazilian law bars
convicted criminals to dispute political
offices;

When Lula’s name is removed from the polls, right-
wing Congressman Jair Bolsonaro leads with 17%,
followed by leftist candidates Marina Silva (with
13%) and Ciro Gomes (with 8%).

- Fernando Haddad, the candidate who
would probably replace Lula once his
candidacy is denied, appears with only 2%
of the vote intentions.

Center candidate Geraldo Alckmin, who appears
with 6% of the vote intentions in the latest IBOPE
poll, has recently agreed on coalition with a large
portion of Brazil’s center parties. This agreement
gives him the largest slot in Brazil's obligatory
public television airtime for political candidates,
which should play an important role in driving his
vote intentions up.

Latest IBOPE Election Poll
% of Total Votes, June 28t 2018
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President Michel Temer with Record-High Rejection
Rates.

In recent polls, current president Michel Temer
reached a historical record rejection of 82% of the
population, making him the most unpopular
president in Brazilian history. Unpopular fiscal
reforms, the Trucker’s Strike and slower-than-
predicted economic recovery helped bringing
rejection up.

Trucker’s Strike

On the end of May 2018, a major trucker’s strike
broke out in Brazil, supported by a large portion of
the population. Protesters demanded mainly an
immediate reduction in diesel prices.

- The strike escalated to the point of leading
to fuel and food shortages in parts of the
country.

- The event has had important political
consequences, testing the government’s
ability to lead in an environment of tough
fiscal constraints and reduced political
power.

The government and the Congress responded with
tax cuts, fuel subsidies, tolls reductions and market
protection for independent truckers.

Timeline Until the 2018 Elections

August 15
= Deadline for the registry ~ October 7

of candidacies. = First round of elections.
August 16
= Campaign begins. October 12 to October 26
August 26 = TV & radio campaign for
= TV & radio campaign the Second Round.

begins.

= Second Round of

September 29 elections.

TV & radio campaign ends.
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Financial Markets — 2018 Update on IPOs and M&A Transactions

Initial Public Offerings: starting in strong 1Q2018.

= |n the first quarter of 2018, IPO and follow-on

volumes in Brazil reached BRL6.9 billion (approx.
USD1.8 billion).

- The amount rose 97% on the first quarter
of the year, when compared to the last
quarter of 2017

= |n total, three operations were carried out in the

period, with primary and secondary offerings of
shares.

= |PO announcements had been growing strong

since 2017, but uncertainties brought by the
proximity of the 2018 presidential elections
coupled with less international appetite for
emerging markets’ risk decreased the speed of
initial public offerings after 1Q2018.

IPOs in 2018 (Sector, IPO Volume)

The main sectors in terms of number of
transactions were Healthcare Services (15),
Internet Software and Services (15), IT Consulting
and Other Services (13), Application Software
(12), Commodity Chemicals (11), Renewable
Energy (11) and packaged Foods and Meats (10).

- In terms of total announced transaction
value, main sectors were Paper Products,
Electric Utilities, Aerospace & Defense
and Education Services, reflecting the
largest M&A transactions in this year.

The recent successful wave of IPOs should
contribute to an increase in M&A activity, as re-
capitalized companies with stronger balance
sheets may consider new acquisitions.

Largest Announced Transactions in 2018

Sucessful IPOs — 1Q2018

Mergers and Acquisitions: major

NotreDame | E 9 f E
Intermédica ! n te r ! ® ‘hadea :

i Financial i i

Healthcare | Institutions |  Healthcare |
BRL2,720MM ' BRL722MM ' BRL3,310MM

transactions in

1H2018.

= BroadSpan identified 328 transactions involving

Brazilian targets in the first half of 2018. Those
include M&A, large real estate acquisitions,
acquisitions of mining reserves and acquisitions
of energy plants and projects, among other.

SUZANO

@) PAPEL E CELULOSE ’} Flbrla

In March 16t of 2018, Fibria and Suzano, the largest two
players in the Brazilian short-fiber pulp and paper industry,
announced that the two companies would join their
operations. The transaction involved Suzano acquiring 100%
of Fibria’s shares with cash and shares, in an operation that
valued Fibria at around USD9.2 billion.

(\BOEING € EMBRAER

In July 5t of 2018, Boeing announced the acquisition of 80%
of the commercial aviation division of airplane manufacturer
Embraer for USD3.8 billion

C"Cl

In June 4t of 2018, Enel announced the acquisition of 73% of
energy distributor Eletropaulo for around USD1.5 billion.

C NS Eletropaulo
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BroadSpan Capital Credentials

BroadSpan is an independent investment banking = Complementing its proprietary  structure,
and asset management firm that specializes in Latin BroadSpan is the representative of Mergers
America, the Caribbean and certain segments of the Alliance for Latin America (ex. Mexico, Peru and
u.S. Chile). This global partnership allows BroadSpan

to offer its clients global reach in the execution of
= BroadSpan was founded in 2001 with the cross-border transactions.

objective of addressing increasing demand for
high quality investment banking services among
emerging middle-market companies in Latin
America, the Caribbean and the U.S.

= Additionally, in selected cases BroadSpan has
entered into strategic partnerships with global
players such as Bank of America Merrill Lynch,
Morgan Stanley and Banco Sabadell to provide
investment banking expertise regionally.

= The BroadSpan team is comprised of

. . . BroadSpan Miami BroadSpan Rio de Janeiro
accomplished professionals who have dedicated 1441 Brickell Avenue, Suite 1550 Av. das Américas, 3434, BI. 4,51 406
their careers to emerging markets and spent Miami, FL 33131 Rio de Janeiro, RJ, Brasil - 22640-102
many years in major international financial firms. Tel: (305) 424-3400 Tel: (5521) 2543 5409

10 Professionals 10 Professionals
" With offices in Miami, S&o Pailo, Rio de Janeiro . Big.Faria L, 616G} 1009 Cartera N 99-. 53121 - 4° Ancer
and Bogota, along with collaborative agreements Sao Paulo, SP, Brasil - 01452-002  Bogota, Colombia — 01452-002

Tel: (571) 646 6809
Mergers Alliance
35 Offices
250 Professionals

in selected markets, the BroadSpan team covers Tel: (5511) 4113 0033
Latin America, the Caribbean and certain
segments of the U.S. market across all major

industries.
M Bank of America %7 GS
ergers ankof America MorganStanley  Bancosabadel
®\ Alliance Merrill Lynch
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Relevant Information

Disclaimer

This report aims at providing macroeconomics, financial markets and Brazilian politics information, and even
though the information herein is believed to be reliable as of the date on which this report was issued and has
been obtained from public sources believed to be reliable, BroadSpan Capital does not make any express or
implied representation or warranty as to the completeness, reliability or accuracy of such information, nor does
this report intend to be a complete statement or summary of the markets or developments referred to herein.
Opinions, estimates, and projections expressed herein constitute the current judgment of the analyst responsible
for the substance of this report as of the date on which it was issued and are, therefore, subject to change without
notice. BroadSpan Capital has no obligation to update, modify or amend this report and inform the reader

accordingly
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Company Contact

BROADSPAN CAPITAL LLC

UNITED STATES
MIA: 1441 Brickell Avenue, Suite 1550 | 33131 | Miami |
B +1.305.424.3400

BRAZIL

RJ: Av. das Américas, 3434, Bloco 4, Sala 406, Barra da Tijuca | 22640-102 | Rio de Janeiro | RJ |
& +55.21.2543.5409

SP: Av. Brigadeiro Faria Lima, 1616, Conj. 1009 | 01452-001 | S3o Paulo | SP |

& +55.11.4113.0033

COLOMBIA
BOG: Edificio QBO, Piso 5, Calle 93A, No 13-24 | 110221 | Bogota |
+57.1.667.2554
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