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BRAZIL

COMPLIANCE RATINGS

Monetary transparency 2006 2005 2004 2003
Clarity of roles ooo eoe eee coe
Open decision process soce sece cece eose
Availability of information eccee cccee cecee cooe
Central bank accountability ceece cooe eoee coee
Score 4.00 4.00 4.00 3.75

OUTLOOK & COMMENTARY

Even though Brazil largely complies with the IMF “Code of Good Practices on Transparency
in Monetary Policy’, the legal independence of the Central Bank of Brazil (BCB) -- currently
operating under a de facto autonomy -- is still considered an issue of concern. Only a law
approved by Congress can grant BCB independence, and the widespread perception is that
no major changes can be expected in the near future.

The establishment of a special Ethics Committee at the BCB -- with the task of preparing
specific rules of conduct for its officials -- represents a significant advance in its governance
procedures and is likely to improve monetary transparency. Publicly available information is
of a high quality and the BCB remains committed to further improvements in the timely
dissemination of information. The accumulation of international reserves will continue
during the next year, allowing the country to further reduce its external debt commitments.
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EXECUTIVE SUMMARY

4.00 Compliance in progress

No major changes have affected the framework okiBsamonetary policy this year. The Central BastkBrazil
(BCB) still lacks legal independence and no progitess been made on the subject during Lula’stérsh in office.
This year, both the election campaign -- during clhicentral bank’s autonomy was not discussed -- and
investigations over corruption allegations agagmternment officials and members of parliamenttpatdebate on
BCB’s independence aside. These issues needs &oldressed: many believe central bank independenoéd
allow the BCB to achieve its inflation target withwer interest rates, lower trade tariffs, a simpgéx system and,
above all, a long-term plan to reduce spendingthadet public debt.

The National Monetary Council (CMN) -- composedtod minister of finance, the minister of planningidbudget,
and the BCB governor -- is the government’s mogidrtant economic decision-making body and is resjd for

general monetary policy decisions, including settine headline inflation rate and deciding abouifin exchange
and credit policies. The most important body witthie BCB is the Monetary Policy Committee (COPGMpsked

with setting short-term interest rates in line vilte headline inflation target set by the CMN.

BCB'’s information is timely and user-friendly. Bibhmeets high international standards in disclgsinonetary
policy objectives and progress assessments. Iscsibles to the IMF's Special Data Disseminationn8tad
(SDDS), and meets its standards for monetary rieygort A number of regular BCB publications -- inding an
Inflation Report aMonthly Bulletin and aFinancial Stability Report- are publicly available. Starting this yeae th
central bank discloses monthly information on itdalnce sheet (including audited revenues and expess!
income statements, cash flows, and explanatoryshofehese data are compared with results fronptéeious year.
Additionally, the Bi-Annual Balance Sheet Reportreleased in June and December each year anditsed to
Congress -- is now prepared according to the lat@nal Accounting Standards issued by the Intéynat
Accounting Standards Board (IASB).

The Investor Relations Department within the cédriemk is in charge of collecting information usadhe Market
Expectations RepofMER), which is based on the main short and mediem macroeconomic forecasts prepared
by independent analysts and consulting firms. Tyaar, the central bank has taken advantage ofufabte
macroeconomic conditions to build official interiostal reserves and repay external debt -- includhmeg early
repurchase of all outstanding obligations to thd-]Mepayments to Paris Club creditors, and buybafksivate
external debt. The authorities have liberaliserkifn exchange regulations and eliminated the taxoseign
holdings of public securities.

Brazil's overall score remains unchanged from yastr.
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1. CLARITY OF ROLES, RESPONSIBILITIESAND OBJECTIVESOF CENTRAL BANKS

oo Enacted

The objectives and institutional framework of monetary policy

Central bank objectives and responsibilities

Brazil's institutional framework for monetary polids set out in the Law 4.595 of 1964 (as amended) the
Decree 3.088 of 1999, which establish inflatiorgéding as one of the main central bank objectivébis Law

regulates the Brazilian financial system, and mesithe legal foundations of the Central Bank @z (BCB) and
the National Monetary Council (CMN). As the goverent’s most important economic decision-making hdbg

CMN is responsible for general monetary policy dieis, including setting the headline inflatiorerednd deciding
on foreign exchange and credit policies. The CMNMlso responsible for regulation and supervisibfinancial

institutions. The minister of finance (who serassits chairman), the minister of planning and letdand the BCB
governor are the three voting members of the CMhihse decisions are then implemented by the BCB.

The central bank’s main objectives are the prommotibthe Brazilian currency’s purchasing power giigband the
regulation and supervision of the national finahsisstem. However, the need to adjust money supply andester
rates to promote sustainable economic growth ameldpment complement these main objectives. Amibrg
BCB duties are the formulation and management afatary and foreign exchange policies, in accordavitte the
guidelines set by the government and the managewfi¢iné Brazilian Payment System.

The government’s 2004-2007 Multi-Year Plan (PPAjlinas BCB objectives and guidelines, includingtenisg
commitment to transparency. Quality of informat&ould become more timely and user-friendly, witteduction
in its production costs. Integration of plannibgidgeting and financial control systems, as wekhssessments of
organisational performance should be strengtheémedigh a better use of available resoufces.

The Monetary Policy Committee (COPOM) is the maspartant body within the BCB. Created in 1996, the
COPOM sets short-term interest rates in line with headline inflation target set by the CMN. Thteiest rate
target set by the COPOM is also the target foritiberest rate of th&istema Especial de Liquidacédo e Custddia
(SELIC), and the interest rate for overnight inbark loans collateralised by government bonds tergid with and
traded on the SELIC. The COPOM ultimately decidesnonetary policy in order to achieve the inflatiarget set
by the CMN.

Oper ational autonomy

Brazil's central bank is not legally independenty lin practice enjoys substantial operational aomoy® Its
autonomy reflects its success in building credipiis an inflation-fighting institution since 1999The IMF has
observed that formal central bank autonomy coultp tsolidify the monetary framework.Consistent policy
decisions taken by the past two different admiatikins have been a key component of monetary policy
consolidation, which has resulted in increadedactoautonomy of the central bank.

The approval of Constitutional Amendment 40 in NP3 -- which relaxed certain procedural restrictiamposed
on the national monetary and fiscal systems --rhade reform of the central bank’s legal statuseedsith at the
political and procedural level, by making it possithrough a supplementary law. While the amendrhas had no
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legal impact on the status or operations of the BIEB a first symbolic step that shows the goweent’s will to
introduce a bill extending legal autonomy to thatca bank.

However, not only will a reform of BCB operationsndqluding its operational autonomy) require central
government’s efforts, but also consensus at thgressional level, especially within the governingkérs’ Party
which currently appears divided on this issue. S@emmentators have suggested that the governraenidi yet
settled on a model for central bank independentedamy. Draft bills affecting the BCB’s status kaibeen
prepared individually by a number of legislatorst these are unlikely to be discussed until theegowment defines
a broad strategy to address central bank autonomy.

This year, both the combination of the election paign -- during which the central bank’s autonomgswnot
discussed -- and the investigations over corruptidiegations against government officials and meambaf
parliament have put the debate on BCB'’s indeperelesie. Even though several government officiald BCB
staff remain determined to institutionalise the BE€He factoautonomy, commentators remain doubtful of the
possibility of making significant progress in thean future. Ensuring the BCBde jureindependence would help
develop credit markets further, reduce output Viitlgtand increase the effectiveness of monetanycy.’

Institutional relationship between monetary and fiscal operations

L ending to gover nment

Article 164 of the Federal Constitution forbids tBEB from financing the National Treasury. In pautar, the
central bank may not grant loans to the treasuitp @ny agency or entity that is not a financiatitution. Also, it
may not buy primary issues of federal debt. Initl the Fiscal Responsibility Law (LRF) prohibithe central
bank from issuing securities in order to financdefal government deBt.Treasury balances held at the central bank
are remunerated at the average interest ratelfgoetrnment securities in the BCB'’s portfolio. t€@nding credits,
advances, and overdrafts made by the BCB to thergawent are reported in the BCB’s accounts.

Central bank involvement in therest of the economy

The only significant involvement of the central kaim the rest of the economy is through its coniwbltwo
commercial banks transferred to the BCB for reedigtion and re-privatisation Banco do Estado de Santa
Catarina andBanco do Estado do PiauTheBanco do Estado do Ceardas privatised this year. Also in 2006, the
withholding tax for foreign investors was elimindte

Central bank profit allocation

Allocation of central bank profits is specified Aaticle 7 of the LRF and in the Provisional Meas@¥79-36 of
2001. Under the law, all central bank financiadeds are classified as National Treasury reverusy profits must
be transferred within ten business days after pipeaval of the bi-annual balance sheet. Any nggaialances will
be classified as a National Treasury liability, ahd Treasury will cover the loss within ten dagenf the approval
of the balance sheet. Should the CMN deem it gpf@®, and with the agreement of the BCB’s govertite
central bank may retain up to 25% of any prdfitfhe LRF also requires that the impact and fiscait of the
central bank’s operations be stated quarterly énféluleral government’s Budgetary Directives Lawfoimation on
these items is also included in the explanatorgsof the BCB’s balance sheet, the breakdown ofhvisi reported
on the BCB'’s website.

Oxford AnalyticaLtd. 5Alfred Street, Oxford, OX1 4EH, UK 24
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency November 2006
Brazil

Agency roles performed by the central bank on behalf of the gover nment

The BCB manages the National Treasury account dralbef the government. Starting in January 200,
management of external debt has been fully traresfeirom the BCB to the National Treasury. All rmgement
stages, including the establishment of guidelines strategies, risk management, market decisiodsbadgetary
controls are now centralised at the Treasury. fhsesition process has been conducted smoothlyy eldse
collaboration between both institutions, and haseased efficiency in debt management -- includowg-term
planning -- and information disclosure.

The BCB represents the Brazilian government irdéalings with international organisations suchhesIMF and
the Bank for International Settlements. Open maokerations conducted by the BCB are reportetiénnhonthly
Domestic Federal Public Debt and Open Market Operat Monthly Press Relegsgublished jointly by the BCB
and the National Treasury and available onfine.

A comprehensive regulatory framework to combat nyolaeindering is in place. Law 9.613 of 1998 andt@e

specific regulations broadly ensure financial sectampliance with this framework. Some deficiesc#hould be
addressed, like the legal enactment of informakaigrents and the provision of legal assistance dmutseaty
obligations. Moreover, bank secrecy limits theligbof the securities regulator to supervise teetsr fully and to
exchange information with foreign counterparts.

A National Strategy against Money Laundering (ENGlwas formulated in 2003, and stipulated the esthivient
of a group to articulate joint efforts of differegpbvernment organisations, the Judiciary and thdi®®rosecutor
Office (MPU). Following the creation of the Coulnfir Financial Activities Control (COAF) and theePartment
of Surveillance of lllegal Activities and Supenasiof Foreign Exchange and International Capitalwsl (DECIC),
other initiatives have been taken, including théatldshment of several regional courts specialisimgnoney
laundering and the creation of the Department cfefs Recovery and International Judicial CoopeamnatioRCl)

within the Ministry of Justicé’
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2. OPEN PROCESS FOR FORMULATING AND REPORTING MONETARY PoLICY DECISIONS

eeee Compliance in progress

The framework, instruments and tar gets of monetary policy

Framework and monetary tar gets

The framework, instruments, and targets of monepaticy in Brazil are clear and publicly availabl&he BCB
website includes a concise description of the mtooes and practices followed with regard to monetaolicy
instruments. Under Decree 3.088, Brazil adhereartexplicit inflation-targeting regime for monetapolicy.
Under the FRL, the federal government’'s Budgetamg@ives Laws (which are sent to the Congressnsixths
before the year’s draft budget) must include aneapp< containing the objectives of the monetargdid; and
foreign exchange policies, as well as the parametad projections for major aggregates, variabteks iaflation
targets for the subsequent yé&arln practice, managing the value of the currenay been relegated to a secondary
role but remains important. According to a reddfiff assessment, the central bank’s skilful and Itescapproach

to monetary policy through this inflation-targetinggime has played a vital role in the current maconomic
framework by anchoring inflation expectatiofis.

Brazil has experienced large adverse shocks ipdkg which made the attainment of inflation tasgabre difficult.
The BCB commitment to high standards of transparemz a good communication strategy, together withell-
trained staff, has allowed the BCB to maintain @ity in such an environmerf The BCB'’s adherence to
inflation targeting appears to be stricter thaipiiavious years. For 2005, the target was fixed. 3% with a 2.5%
band on either side. The relatively large intefealinflation targeting (2-7%) has been reduced yfear -- and will
continue during 2007 -- with a 4.5% target and ali2#d on either side.

The BCB is charged with conducting foreign exchamgerations with the objective of promoting a grdu
accumulation of international reserves, havingilfatd the needs of the National Treasury for paytaef interest
and principal on bonds and of Paris Club liabiifi&é The current BCB foreign exchange purchasing pplichich
began in January 2004, is guided mainly by ligyidibnditions in the market. According to BCB offils, the
process should be understood as an effort to adeterinternational reserves in the context of diafion-targeting
policy framework with a floating exchange rate. shiould not be confused with the establishmentnyf @ther
targets for central bank action, such as a floomareiling for the exchange rdfe. International reserves have
continued to increase this year, reaching a rekimtd of more than 78 billion dollars at the enddaftober.

In the past year, the central bank has taken adgartf favourable conditions (positive financialrked sentiment,
ample global liquidity, and rising capital inflow) build official international reserves and retexternal debt In
December 2005, Brazil paid in full -- and earlibann expected -- its entire outstanding obligatiomshe IMF,
amounting to 15.46 billion dollars. The paymenttte Fund was done by the central bank, on belfi#ffeoNational
Treasury. Additionally, on April I8of this year, the National Treasury exerciseaat$ option at par involving the
remaining stock of Brady Bonds on the market. Théasure aimed at eliminating all securities issnatie Brady
Plan context. These bonds resulted from the extatebt renegotiation that began in the 1980’s famidhed in
1994,

In March 2005 -- following the National Audit Colegtrecommendations -- the government made a furstegy
towards the full liberalisation of the foreign ezrlye market. The opening, imposed by BCB Resoli@65,
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facilitates the purchase of dollars and their timngbroad, abolishing limits on volume and legasdtrictions.
Anyone is now able to buy and transfer dollarstbeoforeign currencies to other countries, in amount, with the
sole requirement of informing the authorities oa purpose of those transfers. The measure eliesrat controls
on capital flows, and aims to attract investmentl@assumption that capital will enter the coumgre freely if it
can be withdrawn easil{. During 2006, the authorities have also taken athge of favourable external conditions
to liberalise foreign exchange regulations and ielte the tax on foreign holdings of public sedesit

BCB relationships with counterparties are specified series of circulars delivered directly todiitial institutions
and available on its websité.

Monetary instruments

The central bank employs a variety of instrumeatadhieve its monetary policy objectives, includogen market
operations and liquidity support loans. Once tbadiine inflation target has been set by the CNiie,BCB sets the
SELIC interest rate, a key instrument for monefaolcy.

The BCB exercises monetary and credit controlsetiing reserve requirements for commercial bankstarough
bank re-discount policies. In addition, interegerceilings and mandatory rate reductions are. usbd government
also imposes lending requirements on banks, althdhgy have been reduced in recent years. For @eart
requires commercial banks to set aside a portiotheir net deposits for agricultural loans and lsolending
facilities. There are additional limitations oredit in the form of reserve requirements on batietiand demand
deposits and on credit-allocation requirementssfoall businesses.

The monetary policy-making body

Monetary board

The Monetary Policy Committee (COPOM) is composkthe nine members of the BCB'’s Board of Directoits:
governor and the deputy-governors for Monetary d&yolEconomic Policy, Special Studies, InternatioAéhirs,
Financial System Regulation, Financial Supervisi@ank Liquidation and Privatisation, and Adminisitra
Affairs.'® The governor holds the deciding vote in casesravti'e COPOM is evenly split on a monetary policy
decision. The BCB’s website contains a detailestdption of the COPOM’s composition, structure gmactices?’

The COPOM is charged with setting the SELIC interase target, which is fixed for the period betweaegular
COPOM meetings. The COPOM can also establish aetaonpolicy bias at its regular meetings. Thithatises
the governor to alter the SELIC interest rate tange¢he direction of the bias at anytime betweegutar COPOM
meetings. If inflation breaches the target seth®y CMN, the governor is required to write an opetter to the
minister of finance explaining the reasons why thiget was missed, as well as the measures requsirbdng
inflation back to target, and the time period owhich these measures are expected to take effect.

Procedures for appointment of central bank offticale specified in Law 4.595. The president agpdire governor
and deputy governors, who are eventually confirimgdhe Senate. However, the legislation does petify the
terms of office for high BCB officials, who can lwemoved at any time by the president without theaB#s
approval.

Advance meeting schedule

The BCB’s website includes an annual advance mgsthedule for COPOM meetings -- available in Oetaach
year. Between 2000 and 2005, the COPOM'’s reguésatimgs were held once a month. Starting this,aad due
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to the country’s stable economic situation, COPOMEetings are held eight times a year and lastdays. They
begin on a Tuesday and continue on the following déhe calendar of COPOM meetings on the BCB weksi
regularly updated, and explains activities in detaEight days after each meeting, the committdeases the
minutes via the website. These minutes discussdhsiderations behind COPOM decisions and inctlisigenting
views if the decision is not unanimous. In addifichort statements are released immediately &@POM

meetings.

Public statements on monetary policy

Periodic publications

The BCB has a comprehensive set of regular puldicsit all of which are available on its website both
Portuguese and English. Data on the monetary dmagéts components are published in the monthlggprelease
on monetary policy and credit and in the BCBMnthly Bulletin. Information publicly available through the
Monthly Bulletinincludes detailed data on capital and financialkeig, public finance, balance of payments, and an
overview of the international economy. In additierplanatory notes are provided for some chapt&tghe end of
each quarter the COPOM publishes tmdlation Report which provides detailed information on economic
conditions, as well as on inflation projectionsnfrits most recent meeting. In recent years, in&tiom available
through thelnflation Reporthas increased, and now includes an analysis ofettmomic activity and price
evolution; credit, monetary and fiscal policies;veall as an inflation outlook. Economic indicatar® available on

a weekly basis.

The Financial Stability Report- published twice a year since 2002 -- providgsrimation on the condition of the
financial system, including banking sector assatslabilities, exchange rate exposure, and capiaiquacy ratios.
The publication also describes the condition of ¢bantry’s payments system and reports on any @sabg the
framework of prudential regulation. Stress sces@nd their monetary implications are also outliffe The
Financial Stability Reporhas developed into an important reference toolyiding a reliable picture of the position
and operations of financial institutions.

To generate its forecasts, the BCB uses its ownrageaonomic model, based on projections preparedtsby
Economic and Research Departments. While nothallviariables and parameters of the model are mallicp
Working Papers posted on its website provide soetaildabout the model and the assumptions used.

Public hearings

The BCB is not legally required to conduct publigahings or consultations before monetary policynges. In
practice, however, the central bank’s staff meetsaaauarterly basis with economists from the paveéctor and
representatives of various economic sectors taidsstheir views on regulatory and monetary poli€he BCB also
has an active policy of seeking feedback from deeators affected by monetary policy decisions.

Regulations on data reporting by financial institutionsto the central bank

The BCB is in charge of monitoring and regulatihg tountry’s financial system together with othevernment
entities.  Its responsibilities include the regdat authorisation and monitoring of the activitie$ leasing
companies, real estate credit companies, savingdoam associations, the National Rural Credit 8ps{SNCR),
and the Farming Activity Guarantee Programme (P@&J The regulation, authorisation and monitoring fué t
activities of mutual funds, previously a resporigipiof the BCB, were transferred to the Securitéagl Exchange
Commission of Brazil (CVM) in April 2004
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A critical element of the central bank’s supervis@rocess is the on-site inspection of financiadtitotions.

Monitoring and systematic analysis of their finahaieports to assess the risks assumed by thet#aitinas, and

control of compliance with established limits anithes regulations are essential parts of the BCRBisesvisory

tasks” These duties are conducted through an off-sipersision process. A Supervision Manual assistgrak

bank officials in performing on-site inspectiongdanff-site monitoring, and it enables financialtingions and the
general public to become familiar with the objeetivand procedures adopted by the BEBAdministrative

procedures undertaken by the BCB to sanction fia&mestitutions are reported on its webgiteln 2004,Banco

Santos-- a middle-size bank in S8o Paulo state -- wédnjesti to an intervention by the BCB in accordandt w
established regulations.

The central bank releases -- on a quarterly basisreport on the largest fifty bank conglomerated independent
banking institutions operating in Brazil, rankingriks -- in decreasing order -- based on their TA&sets Less
Brokerage’. The first version is released 60 da#fysr the end of the quarter, with the second amal bne released
30 days later. In accordance with Law 4.595, fimaniostitutions must determine their income asJofie 30 and
December 31 of each year, in observance of theuatiog rules established by the CMN.

The BCB produces a Document Catalogue (CADOC)nlistll the documents that institutions are obligatie
submit to it. It also publishes an Accounting PlainNational Financial System Institutions (COSImhich
describes accounting records and the differentstygfeaccounts to be used by any institution, coaper, bank,
distributor, or broker. Both documents are avadaty subscription. Legal provisions, aimed atjsating the
financial system to the anti-trust authority, wetdmitted to Congress but little progress has Ipegde in this area
during the past year.

In July 2005, a new supervisory structure startechpierate at the BCB, increasing efficiency in periing its
duties. This structure is the result of a stratggview and analysis of supervisory activitiesd @ims to bring
together similar or complementary processes undeoramon organisational unit. The change also takes
consideration the growing need for better cove@geredit unions, micro-credit agencies, and finahimstitutions
that are not subsidiaries of banking conglomerates.

In December 2004, Brazil released a timetable foplémentation of the International Convergence api@l
Measurement and Capital Standards -- commonly krasvBasel I?® The framework lays out the broad elements
for implementation of the three pillars of the neapital accord, to be applied uniformly to all ihgions within the
Brazilian financial system regardless of natioyadit ultimate ownership. Basel Il principles amry implemented
gradually following the current 2005-2011 schedule.
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3. PUBLIC AVAILABILITY OF INFORMATION ON MONETARY PoLIcy

eocee Full compliance

Release of central bank data

Brazil subscribes to the IMF Special Data DissemmmaStandard (SDDS) and meets its requirementsdeerage,
periodicity, and timeliness of monetary data.Timely information on the country’s monetary basepublicly
available. An advance release calendar givingquaeter ahead notice of approximate release daf@shlished on
the central bank’s website and on the IMF DissetionaStandards Bulletin Board. A release caleridarthe
following year is published each December on thé&BQvebsite. A regular notice on the advance dezalendar
is also published in thiglonthly Bulletin

Data on the analytical accounts of the central banekpreliminary when first disclosed. Preliminaigta are duly
identified and are subject to revision. The dagedme final after the approval of the board, foeels after the end
of the reference month. An extensive range of thmees data is available in tHeconomic and Financial
Information section on the BCB’s website. Information on ookioindicators and time series for balance of
payments, money supply, and the financial systethisnsection has been improved in the past year.

The central bank balance sheet

The central bank publicly discloses its balanceestan its website. Periodicity and comprehensissneave
increased in the past year, and balance sheetmaf@mm is now available on a monthly basis, inahgdaudited
revenues and expenditures, income statements, fcash, and explanatory noté$. Moreover, the central bank
prepares @i-Annual Balance Sheet Repertreleased in June and December each year --hwhkisubmitted to
Congress. The balance sheets detail credits &ndial institutions, securities and open markehdsations,
National Treasury transactions and external liagdi Information on National Treasury revenued @xpenditures,
public sector borrowing requirements, and the edftank portfolio is also publicly available. Thalance sheets
include the accounts of the BCB (arranged to fatdi economic interpretation), together with a cotidated
statement of the foreign assets and liabilitieshef public sector. The following assets data argliphed: foreign
assets; credit to the federal government; creditate and municipal governments; credit to thegbei sector; credit
to deposit money banks; credit to other bankingjtirigons; and credit to non-bank financial instituns. The BCB
does not extend credit to non-financial public gorises.

An assessment of the Brazilian economy, its pufdiances and the main economic policy measuressislly
included in theAnnual Report The methodology used to compile the data is detlumented. The BCB reports
daily on the amount and composition of internatimeserves. The central bank’s contingent liabi#it including
restitution claims and other risks inherited fromafcial institutions under liquidation, have beéecorporated into
its balance sheet, under the explanatory notemrect

During the past year, the BCB has adopted the datemal Accounting Standards issued by the Inteynal
Accounting Standards Board (IASB). The first bakisheet under the new accounting rules was reléashine.

In December this year, the first comparative badasizeet will be available in the secdBidAnnual Balance Sheet
Report In order to deal with situations outside the pge®f the IASB, the BCB intends to observe the best
accounting practices of other central baftks.
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L ender of last resort

Whenever the central bank acts as a lender ofrdssitrt, it must conform to established rules anmbrting in its
balance sheet. BCB loans to assist financialtutgins facing temporary liquidity problems arerged for one day,
through standardised repurchase agreement tramssicti

In November 1995, with the creation of the Programuhincentives for the Restructuring and Strengjting of the
National Financial System (PROER), the financiatsyn incorporated a liquidity assistance mechanisiowever,

the Fiscal Responsibility Law precludes its appiara under the original conditions. Despite thise BCB
guarantees the confidentiality of data relatingecific financial institutions or individuals, accordance with the
established banking oversight standards set farthd IMF SDDS?® Some aggregate information about the costs of
restructuring was included in a 2003 Working P&per.

Public information services

The BCB'’s high-quality website is part of its corapensive and reliable communications strategy,sandes as an
important source of information on recent economhévelopments, monetary and survey data, the minoftes
COPOM meetings, and the relevant contact detaitdfafials. The central bank regularly conductsvsys in order
to assess the usefulness of its publications. rimdtion publicly available online also includes gwereleases
concerning domestic federal public debt and operketaoperations, methodological notes on monetarjcy
outlooks for the Brazilian economy and financiabteyn credit operations. The features designeduppast
navigation in the BCB’s website are user-focusdterimg information and easy access to exchangeiatedest
rates data. Investor Relations contents are orhdimeepage, showing the latest reports. A cataldguenline
publications and release dates is also publiclylave.

A quarterlyInflation Report publicly available online, is considered botHatele and comprehensivé.Other BCB
publications include th@uarterly Monetary Programmaets Open Market Reporfwith timely information on the
central bank’s primary and secondary market opmma}i and theAnnual Report In addition, information on
monetary aggregates and financial system crediatipes is regularly provide¥. A variety of Working Papers and
Technical Notes on specific topics of monetary iggmce are regularly posted on the BCB’s websiteress
releases provide information on monetary and fipodicies and open market operations. In additmesentations
made by BCB officials are publicly available.

The BCB provides useful monthly below-the-line data the consolidated operations of the various l¢eoé
government and the non-financial public sectorpublishes data on nominal interest payments fiferdint levels
of government and their primary balances. It gdablishes statistics on the use of government ressufor all
levels of government and the consolidated publitaseon a monthly basis.

The Investor Relations Department within the cdriiemk is in charge of collecting information to ioeluded in

the Market Expectations Repo(MER), which is based on the main short and mediemm macroeconomic
forecasts prepared by independent analysts andiltiogsfirms. Variables forecasted include inftatitrends, GDP
growth, exchange rate fluctuations, SELIC targétsiustrial production, foreign direct investmenfjdatrade

balance. Commentators have praised the comprelemess, reliability and professionalism of the MERjch is

released to the public on Monday each w&ek.

The BCB has been developing a reliable Investoatitels Programme (IRP), which provides adequatetiamely
information to market participants, including stéiis on the main macroeconomic variables. Repeitased
through the IRP also include economic developmeatgjlatory topics, and policy announcements.
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY BY THE CENTRAL BANK

g Compliance in progress

Accountability before a designated public authority

Under the Fiscal Responsibility Law, the BCB is uiegd to present, in a joint meeting with the relety
commissions of Congress, an evaluation of compéianith the objectives and targets of monetary, itrehd

foreign exchange policies, detailing the impact éimel fiscal cost of its operations and the resskiewn in its

financial statements. The presentation -- avalaough the BCB website after its submission dog@ess -- must
take place within 90 days of the end of each sesn&st

The BCB’sBi-Annual Balance Sheet Rep@stalso submitted to Congress for debate, an@8@® governor appears
before the Congress twice a year. During thessiaes the governor and other officials responduestions from

the legislators on a range of economic policy tepiEven though some progress has been made, cdatarsrhave
suggested that the technical capacity of Congtessig be strengthened in order to increase itsrsigmey role®

Financial statement

Audited financial statement

Financial statements, including audited revenuets expenditures are disclosed in BeAnnual Balance Sheet
Report. These data are compared with results from theique year and include information on operatingeraes,
expenditures, and transfers. Methodological nate®mpany the released data.

External and internal audit

Financial statements produced by the BCB are adithiyeboth the Internal Comptroller and the Natiofadit Court
(TCU), which monitors overall public finances. &n1999, the BCB has also used an external audiihiough
current legislation does not require it. KPMG bagn acting as the external independent auditoe £1001.

In late 2004, the TCU released a report recommenthiat the central bank increase transparencysiffoiteign

exchange procedures, which have been revised ipdbeyear. Additionally, the report also pointaat some
shortcomings in the relationship between the BCRI aher financial institutions. Following the TG’
recommendations, the BCB has strengthened thefdke International Operations Department (DEPINgluding

through the recruitment of better-trained staff amgprovements in the public availability of infortian on its

operations.

Conduct of officials

As there is no specific charter for the BCB, ethgtandards for public servants have to be foundhnipus pieces of
legislation regulating the conduct of public emmey. The 1994 Code of Professional Ethics for ieéd&ublic
Servants is publicly available and establishesgasibnal behavioural standards for all civil setsann addition,
the 1990 Statute for Civil Servants, applicablaltqublic employees, sets out individual rightsl aasponsibilities
and establishes disciplinary procedures. Sanctodspenalties for officials are further detailedhe Fiscal Crimes
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Law of 2000. This law applies to officials from &lranches of government and, among other measdetsils
penalties for individuals who engage in credit efiens without due legislative authorisation, whdead loan
guarantees without adequate collateral, or whoeame personal expenditures in the last 180 dagseofperiod in
office.

Also, the government has a Code of Conduct forasdrideral government officials (CCAAF), which ippdicable

to about 700 government officials who manage pubdébt. The Code clarifies ethical rules for thigegory of
officials, establishes rules regarding conflictdargérest, and places limitations on professiowtivdies undertaken
after leaving office. A Public Ethics Commissid@HP) was set up to implement the CCAAF, but itliraged real

power. Upon entry into service, all public offisanust supply a declaration of assets as reqiyetthe CCAAF.

The General Corrector’s Office (CGU) conducts ittigggdions into public officials’ infractions againederal funds
or assets.

During the past year, an Ethics Committee has lestablished within the central bank, with the taSlpreparing
specific rules of conduct for its officials, incling the institutionalisation of senior officialslationships with the
media and market participants. Additionally, an iisman Office Quvidoria) has been created recently at the
central bank. The main tasks of this office areptotect citizens from potential BCB’s abuses amgriove its
operations with the input of the general public.en€ral information on the country’s financial systés also
provided through this offic&.

In 2004, accusations of tax evasion were broughingg high-ranking members of the BCB, includirgyptesident
Henriqgue de Campos Meirelles. These led to thigmaton of the director of monetary policy, Luizigusto de
Oliveira Candiota. Lula granted BCB President Miés -- through presidential decree -- cabinetustaa move
widely seen as a means of increasing his immumiynfprosecution in the event that new evidence ccdod
presented® In December 2004, the Senate voted to ratify deisision, and lawsuits against a BCB president may
now only be brought before the Supreme Court. OBE©B officials remain without any special form kefgal
protection.
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INTERVIEWS

Representatives d@dxford Analyticainterviewed the following individuals during a itiso Brazil between 6 and 8
November 2006:

Banco Central do Brasil

6 November 2006

Renato Jansson Rosek Executive Manager InvBstations Department
César Viana Antunes de Oliveira  Advisor Inve®Relations Department
Luciana Valle Rosa Roppa Analyst Investor Refess Department

Ministry of Planning, Budget and Management

6 November 2006

Geraldo Julido Junior Manager Secretariatenfdral Budget (SOF)
Martin Fortis Advisor Secretariat of FeddBaldget (SOF)

7 November 2006

Antonio Henrique Silveira Deputy-Chief Econariiepartment
Thiago Neto Analyst Secretariat of Planni8g!)
Raquel Porto Mendes Fonseca Analyst Secrets#rRianning (SPI)

National Treasury, Ministry of Finance

8 November 2006

Cléber Ubiratan de Oliveira Head of Department iscéd Studies Department
Fabiana Almeida Rodopoulos Deputy-Head of Departme Fiscal Studies Department
Otavio Ladeira de Medeiros Head of Department blielDebt Management Unit
Jeferson Luis Bittencourt Manager-Investor RetaiGroup Public Debt Management Unit

ADDITIONAL INTERVIEWS

6 November 2006

César Mattos Legislative Consultant Brazilzongress
Vander Gontijo Legislative Budget Consultant Blian Congress
Aércio S. Cunha Legislative Consultant BrazlCongress
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8 November 2006

Fernando A. Blanco Cossio Economist World BBrésilia Office
Mauricio Mota Saboya Pinheiro  Senior Analyst ilge for Applied Economic Research
José Oswaldo Candido Junior Senior Economist itumstfor Applied Economic Research
Paulo Du Pin Calmon Professor University oddilia
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NOTES

! Banco Central do Brasil, Background & Macro Preess available awww.bcb.gov.br

Z2004-2007 Multi-Year Plan, available ataww.planobrasil.gov.br

% ‘Brazil: Report on Observance of Standards andeSgROSC) — Fiscal Transparency Module’, Intermetio
Monetary Fund, December 2001, and interviews irziBré-8 November 2006.

*IMF Executive Board Concludes 2006 Article IV Gartation with Brazil’, IMF Public Information Nate 06/69,
June 2006, available atww.imf.org

® Interviews in Brazil, 6-8 November 2006.

® Fiscal Responsibility Law (Supplementary Law 16May 4, 2000), Article 34.

’ Articles 2-3 of the Provisional Measure 2179-3@\afjust 24, 2001.

® Domestic Federal Public Debt and Open Market Oferat Monthly Press Release

available atwww.tesouro.fazenda.gov.br/hp/relatorios divida ligabasp

° ‘Brazil — Report on the Observance of Standards@odes — FATF Recommendations for Anti-Money
Laundering and Combating the Financing of Terroti$MF Country Report No. 05/207, June 2005.

% These regional courts are located in the maie<iti Brazil: Porto Alegre, Florianépolis, CuritjiRio de Janeiro,
Belo Horizonte, Fortaleza, Brasilia, Recife, VigrGoiania, Salvador, Belém, Sdo Luis, Sdo Paub®zifo Preto,
Campinas, Campo Grande and Foz do Iguacu.

! Fiscal Responsibility Law (Supplementary Law 1@May 4, 2000), Article 4.

12 )\MF Executive Board Concludes 2006 Article IV Guiitation with Brazil’, IMF Public Information Nate
06/69, June 2006, available atvw.imf.org

13 4Inflation Targeting in Brazil’, Henrique Meirelfe October 2004, available atww.bcb.gov.br

4 The central bank is not committed to any spetifiget in this process beyond the general objedivacreasing
the country’s international reserves in the mediarm.

'%|nterviews in Brazil, 6-8 November 2006.

'8 Full explanation of BCB Resolution 3265, availahtewww.bcb.gov.br/rex/CNC/Ftp/quadro%201.pdf

Further BCB Resolutions on Exchange Markets caiotied atwww.bcb.gov.br/?PCAMATUALIZA

7 Seewww.bcb.gov.br/?2BUSCANORMA

www.tesouro.fazenda.gov.br/legislacao/downloadd@itato norm_demab_codip.pdhd
www.tesouro.fazenda.gov.br/legislacao/downloadd#i¥ato _normativo02.pdf

'8 The head of the Investor Relations Office alsdipipates in the COPOM meetings, presenting a suyofthe
latest expectations of market participants on fitfftaand other macroeconomic variables.

1 Seewww.bcb.gov.br/?SISMETAS

20 Banco Central do Brasikinancial Stability Reportsavailable atwww.bcb.gov.br/?RED-FINANCSTAB

2L Article 32 of the Fiscal Responsibility Law andn@e Resolution 43 entrusts the Ministry of Finamdith
monitoring state and municipal debt. The Nationabrigtary Council indirectly controls the public sett
indebtedness by limiting credit provided by finaiénstitutions to the public sector.

2 See Decisdo Conjunta 10 (May 2, 2002)yatw.bcb.gov.br, Instrucdo CVM 405 (February 27, 2004), and
Instrucdo CVM 409 (August 18, 2004), atvw.cvm.gov.br

% The current payment system allows the BCB to neorttie performance of financial institutions motesely.
The Brazilian payment system reform representscargephase of the financial system reform. Onwthele, the
objective is to reduce the possibility that a erisi the financial system -- and consequently e rémal economy --
may occur.

24 BCB Supervision Manual, available atww3.bcb.gov.br/msv/pesquisa/validate.jsp

%5 Administrative Punitive Procedures atww4.bcb.gov.br/?PAD

%6 Schedule for Basel Il implementation is outlinadBiCB Communiqué.2.746 of December 9, 2004.

" IMF Special Dissemination Standard (SDDS) — Bragil
http://dsbb.imf.org/Applications/web/sddscountrgrgirylist/?strcode=BRA

8 BCB's Balance Sheets, available atvw.bcb.gov.br/?BALANCE

29 Conversion of accounting statements to the IASBrirational standard took place in three phasesthd first
one, the BCB and the consulting firm Ernst & Yousmgsessed BCB’s operations to conform them to tt&BIA
accounting rules. The second phase involved atp@ind reformulating the chart of accounts, theoanting
procedures and the managerial systems that inten#ictthe accounting system. The third and lasigghis the
disclosure of accounting statements according 8B Aules.

%0 Complementary Law 105, January 2001.
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%L llan Goldfajn, Katherine Hennings, and Helio MotBrazil's Financial System: Resilience to Shocke
Currency Substitution, but Struggling to Promoteth,” Working Paper No. 75, Banco Central do Brakine
2003.

%2 An independent report produced jointly by the fnétional Centre for Monetary and Banking Studas] the
Centre for Economic Policy Research in 2003 deteethithe essential elements that a good inflatiporteshould
have: central bank’s level of expertise; the congpless of the report; the clarity of the writinglst the quality and
fullness of the information provided; and whethenot the report is intimidating to economists onreconomists.
The study -- available atww.cepr.org/press/P161.htm ranked each country’s Inflation Report ancaskd a top
ten list, where Brazil was ranked in third positiafter the United Kingdom and New Zealand.

%3 Available atwww.bcb.gov.br/?ECOIMPOW

3 Market Expectations Reposyailable atwww4.bcb.gov.br/?2INVESTOR

% Fiscal Responsibility Law (Supplementary Law 16May 4, 2000), Article 9, Paragraph 5.

% Interviews in Brazil, 6-8 November 2006.

3" Ombudsman Office, available atww.bcb.gov.br/?20UVIDORIA

% Provisional Measure 207, 13 August 2004.
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