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Human rights issues addressed
*  Human rights and environment
* Right to health
* Standard of living

Human rights management practices discussed
e Strategy
* Policy
*  Processes and procedures
* Communications

Human rights standards, tools and initiatives mentioned (beyond the Global Compact)
*  Millennium Development Goals
» Universal Declaration of Human Rights

Abstract

This case study describes how Endesa developed and implemented a profitable business model in one of the
poorest regions of Brazil. Endesa is a Spanish utility company that provides electricity to the state of Ceard, a
state that has one of the largest concentrations of rural poor in Brazil. In responding to the basic demands of
their clients, Endesa adopted a waste management project usually led by governments and turned it into a
profitable business venture. The Ecoelce program introduced by Endesa allows rural Brazilians to trade
recycled waste for credits toward their electricity bill. Reflecting Global Compact Principles 7 and 8, the
program demonstrates Endesa’s support for a precautionary approach to environmental challenges and its
dedication to greater environmental responsibility. In addition, the program actualizes important human
rights enshrined in the Universal Declaration, namely the realization of economic rights and the right to an
adequate standard of living. This case study will consider the process Endesa undertook to ensure complete
integration of human rights principles into its business practices.

! Marsha Chien is a graduate of the School of Foreign Service at Georgetown University. She is currently a 2010 J.D.
Candidate at the University of Pennsylvania Law School. Peer review of the case study was provided by: John Sherman,
Senior Fellow, Harvard University and Faris Natour, Director of Research and Innovation, BSR.



1. Company Profile

Established in 1944 and headquartered in Spaine€gnid one of the largest electricity companiethén
world. Operating in ten different countries, 0\&% of the electricity Endesa produces is generated
outside of Spain, and the company has been pulbtantied on the New York Stock Exchange since 1988.
Endesa expanded its operations to Latin Americe®B6. With a controlling interest in Latin Amerisa
largest private electricity group, Endesa operatéshile, Argentina, Colombia, Peru, and Brazil.

This case study focuses on Endesa’s activitieg&ziB Incorporated in 2005, Endesa Brasil isagysgl

in the distribution, generation, transition, ananooercialization of energy. Importantly, 25%of Esds
consolidated assets are located in Brasil. En@eaail provides service to 5.1 million clients and
operates in four Brazilian states: Rio de Janédeard, Goaids and Rio Grande do Sul. Througlethes
activities, Endesa Brasil creates 18,000 direct iaddect jobs and has an installed potency of 1904
megawatts.

Endesa Brasil's business lines are conducted thréwg entities: Ampla, Coelce, Endesa Cachoiera,
Endesa Fortaleza and Endesa Cien. Together, AamglaCoelce distribute electricity to over 240 ditie

in an area covering approximately 95,000 squara@riéters. Endesa Cachoeira and Endesa Fortaleza
operate a hydroelectric plant and thermoelectranplrespectively, and are responsible for energy
generation. Endesa Cien operates a converteramilitates the import and export of energy between
Argentina and Brazil.

2. Case Study
(a) From Sustainability to Human Rights: Endesa’s CGmmmitments

Endesa’s first step toward incorporating humantsghto its business practice was to establishoadr
commitment to sustainability. Recognizing that libmg-run profitability depended on responsible
growth, Endesa’s Executive Management Committeabéshed the company’s Sustainability Policy,
through Seven Commitments to Sustainable Developmdmnch serve as a guide for Endesa’s business
operations worldwide.

This case study focuses on one of those Seven Gaments -- the commitment to the development of
the communities in which Endesa operates. In thitias industry, there is often significant comnity
opposition to the building of infrastructure reldt® electricity generation because of its largdesand
significant impact on social and natural environteersometimes the complaint is that to build the
necessary infrastructure; there is too much digphent of local populations.

Recognizing the need for greater community buyEimgesa in recent years stepped up its commitment to
developing local ties. After analyzing stakeholdgpectations, the company determined that in daler
be a sustainable and profitable business it nesledcome an even more integrated player in thal loc
community.

The ethos extends to Endesa’s individual subs&baend its employees. Each and every Endesa
subsidiary has joined, separately and on its owralbein support of the Seven Commitments. As such
each Endesa entity has developed their own stcaptgns carefully crafted to local conditions. éilthe
plans are subject to an external audit system wilsisbesses their viability as an environmental
management program. In Latin America, for examm@ach subsidiary is audited through annual
sustainability reports, which are publicly avaikbin the internet.



Additionally, each subsidiary has established Snabde Development committees alongside local
partnering organisations to ensure the companysiseglobal commitments. Amplifying these bersefit
is the fact that the standards required by the Cioments are also applied to Endesa’s third party
contractors and suppliers.

Importantly, this worldwide commitment to buildihgcal ties has led Endesa to effectively transitste
original pledge of sustainable development to gdepledge in support of human rights and the Globa
Compact. Endesa’s core business is to providdrigligg, an essential component of the basic human
right to an adequate standard of living. By inahgdin its business plan the concerns of local
communities, Endesa identifies both the businesardgdge of expanding its market reach to peophl of
income levels and its role in ensuring a fundamdntenan right.

With respect to human rights, the importance o€telgty in societal development is clear. Manyilci
and business structures require a safe and comsnaopply of electricity. On a community level,
electricity enables the development of essentifif$tructure such as hospitals, schools, and public
lighting, and, on an individual level, electric@jlows people to refrigerate foods as well as dgvéhsks
such as reading and studying for school at night.

Therefore, it is Endesa’s original commitment tstainable business growth that evolved into a more
targeted commitment to local communities and, exahyt, recognition of the company’'s role in
supporting the basic human right to an adequatelatd of living. The result is that the compargisg-
term strategic plan of sustainability and buildilegal ties mutually reinforces its pledge to suppor
human rights and the Global Compact. And Endesoismdly committed to the Global Compact Ten
Principles, with each and every subsidiary, sepfrand on its own behalf, also committed with the
Global Compact.

(b) Specific Projects: Endesa Brasil’s Ecoelce Program

Endesa Brasil signed on to the Global Compact onMach 2005. Additionally, it supports the
Millenium Development Goals (MDGS$)which seek to move beyond ideas to a results-@ikapproach

to sustainable development. Endesa Brasil's Eegalogram embodies these goals by expanding access
to electricity as much as possible while pursuimgpivative business strategies.

Endesa Brasil distributes electricity to 2.5 mifliolients in the state of Ceara. Located in thetid@st
region, Ceara is home to one of the largest coratiorts of rural poor in Brazil and is often theget of
development projects. In 2001, for example, thel/Bank granted the Brazilian government a $37.5
million loan in support of rural poverty reductiprojects in Ceara.

Endesa Brasil recognized an equally important fmeéhe private sector in combating rural poventy a

implemented the Ecoelce program in Ceard. Basews®arch carried out in 184 communities, Endesa

Brasil observed systematic yet independent probfemisoth the corporation and the community:

1. From the company’s perspective, the rural poputatias most likely to be insolvent and most likely
to engage in theft of electric energy.

2. From the community’s perspective, the rural poparaisuffered from high incidences of disease
which was related to inadequate waste collectictesys.

Faced with this reality, Endesa Brasil developedEboelce program. Under the Ecoelce program,tslien
with reduced purchasing power are allowed to recttogir trash in exchange for discounts on elattric
The objective is to provide the population withaternative way of generating income and redudigg t
population’s reliance on clandestine (and ineffi€jesources of electricity.



Ecoelce operates by means of a management systene whch low-income client need only present a
bill to receive an electronic Ecoelce Card withithdentification data. The client gathers wastel a
brings it to either a fixed or mobile collectionipb Each point is managed in collaboration withiro
partnership with local community associations. elixpoints generally function Monday through
Saturday at easy access locations and mobile pgerierally function weekly or biweekly. Later, a
private company that specializes in recyclableivesrat the collection points and transports theensals

to its processing facilities.

For the clients, each class of waste is weighedvahged depending on the prevailing price for each
material. Each client is responsible for sepagatite materials. Underpinning the program is &esesf
information sessions meant to guide participantseggicling and environmental awareness. Generlly,
kilo of bottles is worth more than a kilo of plasttontainers which are worth more than a kilo of
cardboard. The value is immediately recorded enclient’s card and the discounts are transmitted t
Endesa Brasil's billing system for incorporatiotoithe client’s bill. The equivalence in termseofergy
saved or carbon emissions avoided is also intgrealculated based on accepted scientific standards
Endesa Brasil for inclusion in its annual sustailitstye port.

The computer program supporting this billing systess built in partnership with the University of
Fortaleza, Knowledge Networks and Business Solsfiamd the waste collection company Goncales.
Additionally, all of the information — the locationf collection points, the individually-registered
customers and the total amount of credits obtapeedlient, are accessible via the internet.

Notably, in addition to individual clients, restants and hotels have participated in the initiatidany
times, these commercial entities donate their tsddinon-profits. Since 2007, over 125,000 custam
have benefited from the program, exchanging 5,70@s tof waste for 750,000 Brazilian reais
(approximately $327,510) in discounts on their &leity bills.

3. Analyses

In discussing the company’s commitments to the &l@ompact, Endesa’s Sustainability Development
Manager, Angel Fraile, sometimes refers to a qbgtélbert Einstein: “In the middle of difficultyids
opportunity.” As the quote suggests, there wasifsdgmt “difficulty” facing Endesa in its operatisnn
some regions of Brazil. Clients were often unéblgay their electricity bills and, as a resulieots
sometimes resorted to illicit means of obtainingcticity. These inefficiencies directly affected
Endesa’s bottom line. The solution, however, watha intersection of a larger societal problenhe- t
extremely poor rates of recycling. It was fromstiebnfluence of problems that an “opportunity” was
created.

For Endesa Brasil, the “opportunity” was the falatt 36% of the trash being discarded in rural
communities was recyclable. To address both thgpocations need for solvent customers and
community need for proper waste collection systeBrgjesa Brasil developed the Ecoelce Program.
According to its coordinator, Vinicius de Lima Cuntthe Ecoelce program is a simple initiative lbut i

produces significant results. The benefits ofceelce program are threefold.

First, it results in economic benefits for both tbempany and their low-income clients. For the
company, the program’s potential long-term rewatdsirf its costs. Endesa Brasil's major expenditure
was the one-time cost, approximated$50,000, of developing the software, computer systand
internet databases. The variable cost is minimellanited to the marketing materials required tioe
collection points.



The company, however, benefits from both the imm@daconsumption as well as the significant redactio
in losses it previously bore from clients siphongtectricity illegally and/or failing to pay thealectricity
bill. Specifically, the company calculates thagrhhas been a thirty percent reduction on itsiligton
net losses ratio and a sixty percent reductiont®failure to pay rate. In its first year of ogéra, and
not considering gains from increased consumptiam tduelectricity’s greater affordability, the Ecoel
program translated into a benefit@48,000. After three years, Endesa Brasil receiigefirst returns on
the investment rendering the program not only sedftainable but profitable into the future.

Additionally, as a corollary economic benefit, tBeoelce program fulfills Endesa Brasil’s obligatao

the government. Under concession agreements, riualiBn Electricity Regulatory Agency, ANEEL,
requires Endesa to invest 1% of its net operatiometnue to Research and Development. While it is
considered by the company to be a long-term suweté@nproject, the Ecoelce program fulfills this
requirement in the short-term.

Equally important is the economic benefit to thealopopulation. For the community, the program
allows low-income clients to save their money andfmend their money elsewhere. The president of a
neighborhood association in one of the communitizspldo Pio de Oliveira, noted some thirty percent
of association members who are registered for thgram have not paid anything toward their electric
bill in months. A cabinetmaker, Pio de Oliveriawn bill decreased from forty to eight Braziliaresis

per month. Moreover, Ecoelce contributes to thenemic development of the community. By
providing a private sector solution to waste manag®, Ecoelce alleviates the burden on municigsiliti
while also generating 52 direct jobs and 200 irdij@bs related to the recycling industry.

Second, the program benefits the environment. fogram encourages intensive recycling by low-
income clients and fosters greater environmentaremess. It protects local and global environments
respectively by ensuring less garbage is put iatalfills and decreasing the need for extracting raw
materials. The materials recycled have resultex/ar 1,300 tons of iron ore, over 5.5 tons of @etrm,

and over 560 tons of new glass, being saved fronswoption. Similarly, of the materials recycled,

there were 920,000 kilos of paper collected whaesl 69,000 trees.

Third, Ecoelce strengthens the company’s ties éoctbmmunity and provides a number of social and
health benefits to the company’s customers. Ferctmpany, the program provides Endesa Brasil with
intangible benefits such as increased legitimaayprate in its concession area and a positiveepgon

by the public. For the community, Endesa ensurestir standard of living for the people in allowi
payment via recycled materials. Notably, the numb®f waste-related diseases that occur in each
community have declined. Waste is often a breedmgnd for dengue fever. There is strong anetdota
evidence that, with the reduction of waste on theess, the incidences of dengue have likewisdrot|

4. LessonsLl earned

Given its success, it is even more important te ribait there were several difficulties in launchihg
Ecoelce program. In fact, the original idea was foomed in the rural communities of Ceard. It was
originally proposed for implementation in Rio denigso by Ampla, one of Endesa Brazil's other
business entities. As the second largest cityrazi® however, Rio de Janiero was too large oityto
tackle for a pilot program.

The project idea was left idle until Coelce, EndBsazil's entity in Ceara, picked up the reins. dLey

the manager Odailton Arruda, an innovation teamrmf@oelce developed the Ecoelce program in Ceara.
With the strong support of the communities, espigciacal associations, the Ecoelce program was
finally born.



While it was a relatively straightforward prograinwas a challenge to design the pilot in a wayt tha
benefited all those involved: the clients, the pany, the recycling plants, and the environmertier@
were several factors important to its success:

First, Endesa Brasil introduced the program in comires where it already had built successful
relationships with local associations. Many of finst local associations involved with Ecoelce aém
fact Endesa Brasil's partners in other social mtsje This allowed Endesa Brasil to build credipitind
later attracted other local associations to regsiesilar programs in their communities. In devehgp
new relationships, Endesa Brasil considered theca®ons’ structure, history, and their capacity t
mobilize the local community.

The alliances developed were critical in gainingstin the community. At the beginning of the peog,
representatives of Endesa Brasil were often se¢hdogommunity as distant agents who sought tecoll
on unpaid electricity bills or increase the costetdctricity. This fear required a number of tofnadt
meetings with community leaders and associatioexpdain the Ecoelce program.

Importantly, Endesa Brasil relied on this netwoflcarefully identified partners in both the privatad
public sectors (as well as academic and institatiactors) in order to implement the project. For
example, to establish collection points, Endes&debn local leaders which facilitated the local
population’s acceptance and involvement in théaitiite. While red tape and limited financial resms
sometimes hindered the project’'s development, j@ntures with local leaders facilitated the praces

Second, Endesa Brasil was meticulous in its pastigs and negotiations with recycling companies.
While it reached out to many recycling companié® thallenge was that many companies operate
informally. In order to minimize the costs of inteediaries and other risks, Endesa Brasil partnertd
recyclers who operated at the final step of théecbbn chain, were registered with the governnaerd
obtained environmental certifications.

Additionally, to ensure the Ecoelce program wasieaucally sound, the company had to negotiatera fai
price from its recycling partners. Today, the esiaecycling companies pay for waste collected by
Ecoelce is the same as any other agent operatitigeimespective areas. In the end, the support of
legalized recycling companies greatly facilitated installation of collection points throughout €ea

Third, the Ecoelce program includes an environmeatlucation component. One of the challenges
Endesa Brasil initially faced was the populatidimsited experience with recycling. As a result,désa
Brasil dedicated a portion of its community preaéonhs to trainings on the environment. Additidypal
the people are educated via informational matelagiated at collection points and publicity matisri@r

the Ecoelce program on the internet, television@nthe radio.

Fourth, Endesa Brasil identified a program with owative touches to simplifly waste management
systems:
» Mobile Callection Points. The program utilizes mobile collection points. factt, the Ecoelce
program allows clients to request new collectiom{oin their neighborhood.
 More than Traditional Recycling. The program accepts more than used packaging. They
accept used lead-acid batteries and used coolinglach is sold to companies making soap and
biodiesel.
* Flexibility in Billing. The program allows clients flexibility and contneith respect to their
electricity bills. In other words, when a cliefitooses to recycle the client has control over their
electricity bill. Additionally, clients can followis or her account movements online.



Together, these innovations ensure the Ecoelcagrog responsive to the rural community’s specific
needs.

Fifth, the Ecoelce program started on a small sch&inched initially on 18 August 2006 as a sixatho
pilot, the Ecoelce program operated in Pacajus tmde other low-income communities in the
Metropolitan Region of Fortaleza, the capital obfe The company partnered with Rigesa, Pacajys Ci
Hall and Ultrambiental, and it visited each comntyimin an ad-hoc basis for waste collection purposes
In addition to mobile collection points, there wage fixed collection point in Fortaleza for clietitsng
outside those communities to drop off their wastewas only after the success of this pilot and th
development of a solid business model did the Eeoptogram expand. In 2008, the Ecoelce program
was present in 59 communities with 32 fixed coltattpoints and 27 mobile collection points. Each
point operates weekly or biweekly either in the tBlmza metropolitan area or in interior cities.
Additionally, Endesa had come full circle. It $&t EcoAmpla, a similar program through its sulasyli

in Rio de Janiero, and where the idea was originajected.

Sixth, Endesa Brasil responded to unforeseen ciggkeby being sensitive to all stakeholders invahlve
Many difficulties arose during implementation ardjuired an ad-hoc, if calculated, response by Endes
Brasil. For example, in implementing the Ecoeldegpam, the company initially overlooked the
interests of the homeless population in Ceara, ntdirwhom depended on picking trash as a means of
income. The company was unaware of the homelasstrations with the program until a representative
from the Instituto de Formacdo Empreendedora e &gfiac Permanente who worked with the homeless
called to schedule a meeting. At the meeting, Eadirasil’s Institutional Relations Director, hezdhe
Innovation Management Department and represensafreen the association of homeless trash pickers,
discussed how best to incorporate the involvemdnhameless trash pickers into the program’s
operations. The result was not only the amelioratif stakeholder concerns and up tic in received
recyclable materials, but also the creation of jab® vulnerable segment of the population.

Seventh, Endesa Brasil is continually improving Bemelce program as it recognizes recycling is most
effective when done on a large scale. Industrialsamers often prefer virgin raw materials because
recycled products cannot be purchased in massitaantin response, Endesa Brasil has 1) expatieed
program to meet large scale demands and 2) soeghtelationships with industry partners in order to
increase the variety of recycled materials acceptecbllection points. For example, Endesa Brissil
currently working with cosmetics companies in thepd that the Ecoelce program may soon add
discarded packaging from cosmetics to its listanfeppted materials.

Finally, it is important to note that one of Endssariorities is to fully document albf the program’s
benefits. While Endesa’s economic gains to thepaom are quantifiable, other benefits are not gasil
captured. For example, there is a perception éncthmmunities that disease has declined due to the
program but no hard evidence. The company cortingaeks ways of evaluating the improvements
gained in these human development indicators.

5. Conclusion

For Endesa, the Ecoelce program is not considereldagtable activity. It is an integral part ofeth
company'’s business plan. While it supports vakmreshrined in the Global Compact, the purpose of the
program is to strengthen the company’s relationstithin the communities in which it operates. As
such, the Ecoelce program remains directly tigthéocompany’s overall strategic plan.

The expansion of electricity to new markets cleatpports Endesa’s long-run business plan. Notably
however, not only do Endesa’s returns improve, $mtdoes the quality of life as the community



develops. The program is a model of how to idgrdfiportunities when a company’s business interest
overlaps with society’s interest in ensuring theib&uman rights of its population.

The greater consumption associated with more pexfdading school and relying on basic infrastrrectu
translates into higher profitability for Endesa.ddiionally, company managers are quick to poirtt ou
that this is true even when the community’s neeangls from mere consumption of electricity to a
demand for “efficient” energy. When a country reis, Endesa is able to develop and sell products a
services related to “green” energy.

Understanding, as an electricity company, Endeba%ness model is focused on sustainability. As
Angel Fraile states, “sustainability is part of @NXA.” However, this focus on sustainability shdulot
overshadow an important corollary — the compangimmitment to human rights and that commitment’s
relationship to economic opportunities. Estabhighcloser connections with the community through
social action projects is part of Endesa’s stratefyboth ensuring customers are aware of this
commitment and developing future business linesdelSa Brasil’s Sustainability Manager, Bonanca
Mouteira, noted the community alliances forgedhia treation of Ecoelce have proven to be valuable i
developing additional joint ventures between End&sesil and the government. As a result, the Emel
program has repeatedly been recognized interndiijontm 2008, the Ecoelce program won the World
Business and Development Award (WBDA). Organizgdttie United Nations, the WBDA rewards
business-led initiatives to alleviate poverty andHer sustainable development.

While not without its challenges, the Ecolece pangrclearly demonstrates the value of links between
core business practices and the Global Compact, $)2&d the Universal Declaration on Human Rights.
In addressing the problem of insolvent clients atipant energy theft, Endesa Brasil implemented a
program that addresses the company’s business,rfestss environmental sustainability and provides
source of income to low-income clients.

! The Millennium Development Goals ate as follows: end poverty and hunger, achieve universal education, promote
gender equality, reduce child mortality, improve maternal health, fight against HIV/AIDS, ensute environmental
sustainability, and develop global partnerships.

? The World Bank, Press Release No. 2001/405/LAC, “Brazil: World Bank Approves $144 Million for Rural Poverty
Reduction” (June 26, 2001).



