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ABSTRACT

The Brazilian electricity sector has undergone majouctural changes since 1995, which
marked the start of privatization, requiring comigarto adopt political strategies, particularly
aimed at influencing regulations. These strategrescarried out through actions that aim to
maximize returns or mitigate losses derived from rtbgulatory environment. The objective
of this article is to present the result of applysn analytic framework for management of
corporate political strategies (MCPS) in the eleityr distribution company Light. The
MCPS framework is composed of a model, method afetence lists and was developed to
help the strategic management efforts of compaimeggulated sectors, considering their
alliances. This application brought contributionsthe theoretical construction of strategic
management of firms subject to regulation and pledi insights for better strategic
management of Light.
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1 INTRODUCTION
he Brazilian economy has undergone great structinahges in many sectors
since 1995, with the shift from a model involvingntrol of strategic sectors
directly by government-owned companies to one ofgpe initiative subject to
regulatory agencies. Among the most affected waBtlazilian electric sector
(BES), the subject of this study. Privatization ukegd the creation of an
institutional and regulatory apparatus to assumqadte provision of public
services with the proper balance of the interef$td¢he various interested
parties. The supply crisis of 2001 (requiring eledly rationing) led to
questioning of the sector’s structure, triggeringeav reform starting in 2004. Its dominant
assumptions were the search for tariff moderatigrthe institutional route, efficiency of
government actions, mistrust of private companesabse of their focus on profits and long-
term planning of electricity supply by the govermmé@.EITE, 2007), along with improved
reliability of supply and universalization of sezgs (TOLMASQUIM, 2011).

The figure of the regulatory agency, created whi teform of 199% is intended both
to keep consumers from suffering abuses by theradamoonopolist utility company and to
prevent the utility from being at the mercy of goweental demands other than those
established in the concession contract (KELMAN, D00n response, company managers
need to formulate and implement political strated@influence regulation. In this article, we
use the expression “corporate political strategibased on Oliver & Holzinger (2008),
defined as the set of strategic actions planned exetuted by firms to maximize the

economic returns and mitigate losses from the e¢goy environment.

The model of the BES is structured in a network,ordy from the physical standpoint
of the power grid, but also from the institutiogalvernance perspective, with a wide range of
actors having complex relationships, forming atrefeal network that is eminently strategic

in nature.

Companies naturally and intuitively try to establaliances and direct their strategies,
based on those alliances, to contribute to thergéne of value. To be effective, this effort

needs models and tools that give priority to thiati@al perspective, i.e., pertaining to

! The Brazilian electric sector is divided into faggments: generation, transmission, distributioeh teading.
Most generation is from hydropower, supplementedth®srmoelectric plants and to a lesser extent hydwi
farms. Almost all distribution and trading companiare now in private hands, and new transmissiah an
generation projects are put up for auction to pevanterprise under long-term concession contrémts
constructionsand-operation;zbut there is still astantial direct public-sector presence in these $agments
through government-controlled companies.
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relationships, notably alliances, and the netwarkmied by them. However, in the BES,
firms’ strategic management regarding regulatiogeneral is eminently ad hoc and ex post,

which can cause inefficiency and ineffectiveness.

The problem, then, is how to help managers in th&ziBan electricity distribution
segment to structure and carry out political sgia® aimed at influencing the regulatory
environment. To address this issue, we carried awtudy and developed an analytic
framework, composed of a schematic map, a strategatysis method and reference lists, to

support management of corporate political strageCPS).

The initial step of the research, involving revieWthe literature and interviews with
executives and specialists in the electricity secforoduced the mentioned analytic
framework, preliminarily presented in Bastos & MdoeSoares (2011) and subsequently
adjusted. In this article, we present the resuftshe case of Light, the main electricity
distribution company in the state of Rio de Janeinowhich the analytic framework was
applied to exemplify its utility and to demonstr&i@w it can add value to the company. The

results provide insight into political strategiesad at regulation.

2 THEORETICAL REFERENCES

The framework used included collective action, ppesipolitical, institutional, agency,
stakeholder and network theories. The theory ofectiVe action aims to identify and
evaluate solutions to the problem of collectiveiactversus individual action (OLSON,
1971). This problem arises when an individual (Jican benefit from the contribution from a
group. Knowing that the group will defend its imsts, the individual, out of cost
considerations, can leave the group and still befrem its actions as a free rider. But if all
individuals do the same, all of them can be harnRasitive political theory recognizes the
interdependent relations among institutional actorsghe formulation of public policies
(RIKER; ORDESHOCK, 1973) and offers a conceptuarapch to identify settings where
the regulator is hostile from the firm’s point akew, by defending the preferences of some
political institutions (HOLBURN; VANDEN BERGH, 2008

Companies are open systems that are increasinglgruhe influence of the public
business environment, marked by a loss of legitintdlaccompanies as social institutions and
recrudescence of government regulation in somesindl segments (ULLMANN, 1985).
The literature on strategic management, startinth@1980s, has reflected the shift, albeit
still timid, from ad hoc to structured (strategpmlitical action by companies, even though in
practice the majority of firms continue acting riaagly (YOFFIE; BERGENSTEIN, 1985).
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The political and regulatory environment is a seus€ uncertainties and risks for many
organizations, which respond to this with specsicategies to influence public policies
(BAYSINGER; KEIM; ZEITHAML, 1985; BARON, 1995; HILIMAN; HITT, 1999;
BONARDI; HOLBURN; VANDEN BERGH, 2004; GARCIA-CANAL;GUILLEN, 2008;
KEIM; HILLMAN, 2008). Management researchers arstjstarting to develop studies of the
development of corporate strategies to influenceegament policies (PEARCE; CASTRO;
GUILLEN, 2008).

One theme of strategic management studies is tlaioreship with stakeholders
(FREEMAN; REED, 1983). Political strategies can &ened at various stakeholders —
shareholders, employees, customers, suppliersg taessociations, etc. — to indirectly
influence lawmakers and regulators (BAYSINGER; KEREITHAML, 1985).

According to Holburn & Vanden Bergh (2004; 2008)mk in regulated segments
should carefully evaluate the institutional targetsheir political strategies. Hillman & Hitt
(1999) propose two approaches - transactional {$&on vision, one at a time) and relational
(long-term vision, continuous treatment of stragsgwith public policymakers) — and two
participation levels — individual (independent effoof the company) and collective (actions
of organized interest groups). In turn, Dahan (2@06poses general strategies for interaction
and pressure, in function of the use of politiesaurces and the roles each of these resources
play in executing strategies: primary, supporting aomplementary.

The agency problem is present in the regulatorytecanwith implications that range
from the level of regulatory policies to that of rhan relations, related to self-interest
(EISENHARDT, 1989), since one of the tasks of autapry body is to mediate multiple
interests. The institutional approach is a coumtetp to the technical demands of
management and productive processes, by focusingh@nanalysis of elements of the
relational networks and cultural systems that mfice the structure and action of
organizations. Institutions are components of aetges ground rules, establishing restrictions
on human action (NORTH, 1990). As pointed out byinKe& Hillman (2008), North
recognized that business activities are insertexhimstitutional context, one that varies from
place to place and evolves with time as a resulthef interaction of organizations and

institutions.

The literature on alliances is still timid regamlirthe relations between private
companies and public entities, especially regartlegrole of the latter in the value network

of the former. The proposal of Rangan, Samii & Véas®ve (2006) to enable the formation
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of public-private partnerships is an exception imast literature on networks and strategic
alliances (GOMES-CASSERES, 1996; GULATI, 1998; GAKWEWICZ; ZAHEER, 1999;
GULATI; NOHRIA; ZAHEER, 2000; KALE; SINGH; PERLMUTER, 2000; KNOKE,
2001).

Among the various models intended to help firmatstically manage their alliances
and networks (MADHAVAN; KOKA; PRESCOTT, 1998; MCEMY; ZAHEER, 1999;
GNYAWALI; MADHAVAN, 2001; CONTRACTOR; WASSERMAN; FAJST, 2006;
DIRKIS; LEWICKI; ZAHEER, 2009), strategic networknalysis (SNA) stands out
(MACEDO-SOARES, 2002). It was developed to consicnpanies that work in alliances
and networks globally (MACEDO-SOARES, 2011). Thisniework has been widely applied
in various business sectors (MACEDO-SOARES; MEND®@NC2010; BASTOS;
MACEDO-SOARES, 2007; TAUHATA; MACEDO-SOARES, 200RJTASSI; MACEDO-
SOARES, 2003) and allows mapping the main allianaed describing the relational
characteristics of the firm’s value network. Thistwiork is formed by the firm in question
and the other strategic actors that interrelateh vitit highlighting its principal strategic
alliances and the types of ties that unite thenmthieamore, this theoretical framework allows
analyzing the strategic implications pertinent ke tadequacy of strategy in the case of

companies in alliances.

Based on the thoughts of Barney (1990) regardiragl ggtrategies, a corporate political
strategy is assumed to be adequate in the ser@sswiing good performance when, given its
characteristics, it allows the firm to marshal Es@nd reduce weaknesses in its alliances, to
enable it to take advantage of opportunities andgaie threats from the regulatory

environment and its relationships.

By incorporating elements of the theories mentiohetk in the SNA framework and
considering the variables pertinent to the strateapalysis of electricity distributors, we
produced a preliminary variation of the model présd in Bastos & Macedo-Soares (2011)
and subsequently refined, including with suppoadnfrapplication of the model to Light.
Therefore, it is important to point out the diffeces between the MCPS framework and its

main starting reference, the SNA framework.

In formulating the model proposed here, we considleglements of the models of
Bailey (1997), Bonardi, Holburn & Vanden Bergh (B)OVanden Bergh & Holburn (2007)
and Oliver & Holzinger (2008), specific for politicstrategies to confront regulation. Indeed,

this model can be considered an evolution of thectire developed by Bonardi, Holburn &
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Vanden Bergh (2006), with the categories of achoiapted for the Brazilian electricity sector,
particularly the stakeholders of the focus compathg sector and its representative

associations. Besides this, we considered direttratirect regulatory strategies.

The working method was adapted in the sense otingedhe case of regulated
companies and their political strategies to faqgquliaion. Therefore, in characterizing the
strategy, we adopted as references the typologiBaitey (1997), Dahan (2005), Hillman &
Hitt (1999), Holburn & Vanden Bergh (2008), OlivriHolzinger (2008) and Yoffie (1985).

Using as a reference the typology of political teses of Dahan (2005), we
restructured the reference list for internal analys focus on the new construct of reputation
(individual and collective). In turn, we developen reference list for analysis of the macro-
environment, based on Austin (1990), with specifctors for the case of electricity

distribution companies.

We also adapted the types of reference connecsivatggic alliances for the case of the
electric power sector with highlight on the specifypes of contracts (concession, supply,
trading and connection), as well as the instrumétadhesion to sectorial bodies and trade
associations. With respect to the constructs flatiomal analysis, this article contributes by
introducing the natures of mandatory or voluntamgs.t We identified various specific
performance indicators, although we did not comphiem for lack of data in the case
studied.

These adaptations and inclusions indicate theraiigy, specificity and value added by
the MCPS framework in comparison with its main seuof inspiration, the SNA framework.

Figure 1 summarizes the MCPS framework, indicatis\gomponents.
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regarding regulation.

Figure 1 — Components of the MCPS Framework.

3 RESEARCH METHODS
We performed a case study by applying the MCPSdvaonk to Light. The case study

method is suitable to help construct theory byrgkinto account the business context in
applying the analysis (YIN, 1994; REMENYI et al99B). The limitations of this method,
such as the impossibility of statistical generdi@g were not hindrances because this was
not our aim. We used various sources of evidenewestigation of documents, survey with
questionnaires and interviews — following the pipie that the triangulation of methods can

lead to convergence of data and validation of diedes (YIN, 1994).

We conducted interviews with 12 officers, supemalents and managers of Light who
work directly or indirectly in the formulation orxecution of the firm’s corporate political
policy aimed at the regulatory environment (peoplethe regulatory, legal, institutional
relations, commercial and operational areas). Tipical and documental research was
carried out between September 2011 and January, 20tPwas typically sectional with a
longitudinal perspective, given that the evidentteroreferred to the changes in the sector’'s
model (1995; 2004). The respondents’ comments supgected to content analysis, followed
the steps suggested by Dallagnelo & Silva (200&):gmalysis, exploration and analysis of
the material, and then interpretation. In the esgilon and analysis step, all the transcribed
interviews were loaded in the Atlas. Tl softwarewhich passages considered relevant were
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codified by following a hierarchy that reflectecetheed for empirical support of the analytic

framework utilized.

The case study was carried out according to thlewolg protocol: a) approval of
senior management; b) identification of a persoadioas the focal point (regulatory area); c)
preparation of a form to identify perceptions; d)igation of the form; e) identification of key
informants; f) disclosure of the study; g) disclesof the form and collection of perceptions;
h) analysis of the forms received; i) formulatiohascript for the in-depth interviews; )
refinement of the script; k) realization of theentiews with the key informants previously
identified; 1) collection of public data on the cpamy and other evidence available from
documents; m) description of the case; n) obtaiiraeany necessary clarifications from the
key informants; and o) consolidation of the datd #me case study. The comments of the
respondents are identified with “R” followed by agsential number, without mentioning

their positions, to respect confidentiality.

4 RESULTS

Founded in 1905 by Canadian investors under theeriime Rio de Janeiro Tramway,
Light and Power Co. Ltd., after undergoing varichanges in structure and focus, Light was
taken over by the Rio de Janeiro state governnmeb®69 and then was privatized in 1996. In
2005 it underwent a de-verticalization processhwite creation of the holding company
Light S.A., the parent of several operational congs, among them Light Servicos de
Eletricidade S.A. (the focus of this study), whitiktributes electricity in 31 municipalities in
the state of Rio de Janeiro (including the cityRad de Janeiro) and has over four million

consumers.

The results are presented according to the anaiy&thod proposed, formed of 10
steps, with steps 2 and 3 related to the so-cditetitional” analysis, i.e., without
considering relationships such as alliances, amoss#, 5 and 6 involving relational analysis,

I.e., considering alliances.
Characterization of the corporate political strateg/ focused on regulation

The first step consisted of characterization ofhitig) corporate political strategy aimed
at regulation. The company’s declaration of missad the values instilled in the employees
do not specifically cover the regulatory questidime principles of collective action are
targeted at a wide range of stakeholders, withiexphention of the state and governments.

Among the guidelines declared by the company isotsiag leadership in institutional and
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regulatory relationships. For this purpose, it Hdeveloped a new internal model for
relationship with regulatory bodies and other tusitbns, so as to present an integrated vision

of the concessionaire and the Brazilian electrata® (LIGHT, 2012).

Light’s political strategy can be seen as intemagtunder the terms proposed by Dahan
(2005), and reaction as proposed by Oliver & Haein(2008), since the company works to
burnish its public image and political reputatiaveell as to collaborate with stakeholders,
with the ultimate goal of sustaining its resourcesipetencies in its relationship with
political actors, notably the National Electric Ege Agency (ANEEL). Among these
resources/competencies, priority is given to orgaional and relational factors, technical
and regulatory expertise and expertise in politachhinistration.

The term “reactive” to describe the company’s sfyat stance was mentioned by
several respondents, implying the entire formutaid actions after a new development in

legislation or regulation (ANEEL or other politicattors).

In terms of strategic planning, there is preparatielated to the known themes,
which are on the regulator's agenda or calendarrégulation, such as tariff
adjustments and revisiohs...] The interactions with the regulatory enviroent are
in response to each change proposed by ANEEL. (R4)

However, with respect to some critical themes, sashenergy losses and customer
default, Light oscillates between the anticipataryd proactive approaches, as defined by
Oliver & Holzinger (2008). There was affirmation thie effort to create value, sometimes by
adjusting to regulation and at times by tryingrifiuence its construction. The concern over

the economic impact of regulation is constant.

There are two main aspects: 1) to reach decisibas are aligned with the

regulations; and 2) to influence the developmentredulation. [...] There is

preoccupation with the economic return of decisiofisterpretations of

regulations/management of risks of fines), but rten concern is the company’s
reputation. [...] There’s always quantification aeding a new rule under discussion:
what the effect on EBITDA will be if that rule igpproved as proposed by the
regulator. (R1)

A perception exists that the regulations tend toirmeasingly demanding — with
respect to economic, service quality and environaleaspects — which guides collective
actions, such as through the Brazilian Associatimin Electric Energy Distributors
(ABRADEE), and individual ones, such as direct eotd with representatives of the

regulator, to try to mitigate disadvantages. Thgdanumber of rules issued by ANEEL

2 Rates are adjusted every year, basically fortiofleand impact of non-manageable costs like enstpply,
whilesrevisionsshappensevery:four or five yearsdihon a more general analysis of changes in thketnand
technology. In both cases, the aim is to preséredihancial balance of the concession contract.
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supports this perception: “The pace of regulatdrgnge is still very fast; the regulations are
still very recent, only dating from the past 10nge&o0 we're still in the infancy of regulation”
(R1).

“The company’s regulatory strategy is part of itai®gic planning and the actions of
the company’s regulation sector is determined ly planning” (R11). Each year, under the
strategic planning ambit, a regulatory scenariooisstructed by the Management Committee,
but “long-term regulatory or sectorial trends act analyzed, such as distributed generation

of smart grids” (R2).

The structuring of strategies via trade associafiomhen originated from previous
agendas, leads to greater internal organizatiorhéithere are previous agendas from the
associations, yes, there is planning [...]; otheewthe subjects are dealt with as they arise”
(R7).

The relationship between ANEEL and Light is amieablith action of the company
oriented to the regulator. Some political actoss thie focus of special attention, such as the
members of the state and municipal governments.ekample, regarding requirements to
bury power lines, which would impact tariffs, “tleeis a triangular relationship of Light/state

government/ANEEL, which has to be managed” (R4).

The main tactics of Light with respect to regulgtanatters have been direct meetings
with technical staff and directors of ANEEL, paip@ation (alone or joint) in public hearings
and consultations and collective action through ABEE. Finally, mention must be made
of the strategic unit of the Light Group, which haierests in various segments of the electric
sector. This guides the group’s activities in th&tribution segment without making Light
dependent on the other segments.

To sum up, there is a habitual reactive and intefagosture, but in an apparent
incoherence, this can oscillate to anticipation prwhctivity. The evidence shows that these
coexist within Light due to the strong impact o¢ tiregulatory theme on the company and the
resources available to deal with it.

Strengths and weaknesses of the company

The second step of the proposed analysis was fdatibn and assessment of the
strategic implications of organizational factorsr Fhis purpose, we used lists of constructs
pointing to desirable/necessary attributes. Thempgarison with the characteristics found in

Light allowed identifying real or potential strehgtand weaknesses. The main organizational
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factors classified as strengths were competencielire, reputation, management style,
leadership style and communication. “The elitethefcompany have to understand the entire
regulatory process, just as in technology compathieg focus on innovation” (R1). There is

strong concern to develop and maintain competemelased to the regulatory setting, since

the market is competitive for professionals witegé qualifications.

The total commitment of senior executives to refguiathemes is a real strength.
“Corporate decisions are attuned to the regulatguestion” (R1), so there is total

commitment among the management corps.

The company’s reputation, or credibility, as ofpan, was highlighted as a strong point:
“Light is not a champion of causes that benefitrdistors, but it does have credibility of its
positions, regardless of the resulting benefitramdack” (R1).

The structuring of the regulatory management pseEesvas identified as a potential
weakness. These processes mainly involve controhefexchange of documents with the
regulator and management of participation in assioris, relations with stakeholders,
participation in events, regulatory obligationshesduled inspections and tariff revisions.
Classification as a weakness does not mean theraigsion by the company in its regulatory
obligations. This implication is a function of ansbination of excessive use of resources,
lower productively than possible and higher riskrefulatory nonconformity. There is a
certain informality in the processes, impairing ithefficiency and thus constituting a
weaknessOn the other hand, management of the reaction hedsted inspections was
identified as a strength of the company. “The netsamhs have to be interpreted, so it is good

to look outside, such as in the pre-inspectionsexout by a service provision firm” (R5).

Systems of transactional information and regulatoriprmation were considered
critical points, and often bottlenecks, configuriag potential weakness. “Processes and
systems tend to be unstable, a situation causddghyturnover and absenteeism, that is, by
the human variable” (R5). All the difficulties regang information technology are magnified
in a retail company, with a huge volume of cust@snanformation and assets. Change of
processes, adjustments of the information techiyolbgt supports them and workforce

training “have been the big challenges of Light5]R
Opportunities and threats from the context

Based on the documental evidence and the responses, identified

macroenvironmentalsfactors related directly or fiadily with the regulatory dimensions,
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which due to their strategic implications resulthmneats or opportunities, real or potential, to
Light. This was the third step of the strategiclgsia method.

We identified real opportunities resulting from therspective for growth of economic
activity and consequent increased energy consumpai® well as low risk of a shortage of
energy supply. The tight labor market poses a tieadat of increased costs and lack of
regulatory expertise.

Even with economic growth, the concession are& aihtains relevant low-income
regions (shanty towns, for example), which is &dhr The large burden of taxes and other
charges on electricity bills contributes to perses for a reduction of the level of tariffs,
representing a real threat. Also, the migratiotfaaje consumers that can potentially purchase

power from other sources or rely on cogeneratianrepresent a loss of revenue.

Another potential threat is related to the youéhative inexperience and ideology of the
technical staff of ANEEL. “ANEEL has a technicah8twith strong ideology, which places
emphasis on the supply of better services to tliatcy, while the upper echelon is [...] more

balanced in outlook” (R1).

The influence of public policies on the decisiohs oegulatory nature was identified as
a leading potential threat, such as the case @wahof the concession contract and tariff
subsidies. In these cases, “the scope of the diggus more political” (R5). “Executives pay
lip service to greater responsibility while lawmekare only interested in votes, [...] so they
make a habit of criticizing the distributor” (R3)he head people at ANEEL, although they
are concerned with independence and have a “vempgtegalitarian vision”, still maintain
“strong relations with the executive branch of tp@vernment” (R7), which can imply
difficulties for distributors.

The complexity of the sector leads to difficultiesestablishing proactive regulatory
management. This scenario poses a real threatjidaneed by the statement that “You see
lawmakers drafting often inconsequential bills, yesae judges rendering preposterous
decisions, and you create an imbroglio within thetar” (R6).

Regarding demographic factors, the fact that thecession area is highly urbanized
was identified as a real opportunity, but the lcpplation growth rate and still serious urban

disorganization were considered real threats.
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Actors of the political value chain

The fourth step of the method is identification tbe actors of the political value
network and evaluation of the strategic implicasienwhether they constitute opportunities or
threats, real or potential, for Light. Based on egen roles, we identified the strategic
actors/partners of the political value network aghit and characterized the company’s
relationships with them.

Among these actors, interest groups in the didiobuarea stand out (e.g., ABRADEE,
Instituto Acende Brasil, or “Light up Brazil Ingiiie”). They can represent opportunities.
Distributors often act as a block. However, a thig benefits one distributor in detriment to
another is always possible.

The actions of other agents in the electricity @eet those engaged in generation,
transmission and trading — always can imply lossesdistributors, so representative
associations linked to these segments are pote¢htedts. However, this is to a certain extent
minimized by the participation of other companiéshe Light Group in these segments.

There are stakeholders that do not pose real thokad to their low organization and
mobilization (e.g., customers). Nevertheless, s$talders of the electricity sector as a whole
can apply pressure in the political and regulagmyironment so as to pose potential threats,
although more tenuously than those from the stdkem® of the company itself. The
executive, legislative and judicial branches, alamith ANEEL and other entities of the
institutional environment, are constant potentiakats, since they influence, to a greater or
lesser degree, the level of legal and regulatomgatels on the company, and consequently its

profitability.

Other companies of the Light Group play an impdrtamle, as sources of real
opportunities, notably through the exchange of nimiation, resources and competencies, as
well as the joint orchestration of the corporatétipal strategy, in line with the particularities

of each company.
Mapping of the ego-network

The fifth step of the method consisted of mappimg ¢go-network of Light. Figure 2
depicts its graphical representation. An ego-netwimispired by Knoke (2001), is a network
composed by a focal company and its main alliannethe ambit of its value network
(MACEDO-SOARES, 2002). It involves actors and th&lirategic ties and covers general

macroenvironmental factors, i.e., all factors tioad greater or lesser extent imply threats and
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opportunities. With respect to the focal companymiore precise terms the network involves
specific macroenvironmental factors, i.e., those #ct directly on the company.

FMG T -
"__________ Other | E
e | associstions A s ~
== o --
_— vl = 5
= T = .

- | i Entities of the 4

=T Institito 71 institutional 5 lI

=7 ’ | Acends Brasil [ S0~y | emironment T 0

. \ Bzl s

'\\ 2y
T Legsiave | {0 )0 N
e branch o = r|

Y

ABRADEE F+sz '

Yo-n vt

i’ ¢

4 |
i - ) Sy Exzcutive =
4 (i T branch
! AR :

Figure 2 — Ego-network da Light
The main actors and their connections with Liglet r@presented by solid lines. There is

a number on each line, from 1 to 10, representiegdiegree of intensity of the connections,
from more (1) to less (10) intense. The connecttbas do not directly involve Light, but that
can relevantly affect the regulatory environment aepresented by thick broken lines,
without any indication of the intensity. These astand their connections are the target of the
political strategy on regulation of Light, i.e.etfe actors are influenced indirectly by means
of other actors with which Light has a direct riglaship. Finally, the influences of public
opinion on actors of the value network — notably &xecutive and legislative branches and
ANEEL - are represented by fine broken lines ardbal “A”. The intermediation of the
media in these relationships and the effects origpblicies, and hence on regulation, are

relevant.

In the graphical representation of Light's ego-raty no distinction was made
regarding the executive and legislative branchethatfederal, state and municipal levels.
Nevertheless, the company’s relationship with ththerities of the state of Rio de Janeiro
and the various municipalities in its concessiogaaparticularly the city of Rio de Janeiro,
are of great importance, and these authoritiegdatewith each other. The complexity of
Light's,ego=networkiis,easily seen in the diagram.

BBR, Vitoria, v. 11, n. 2, Art. 3, p. 62 - 86, ajun. 2014 wwsbronline.com.br
Www.mahnaraa.com



Management of Corporate Political Strategies: thes€ of Light
76

Characteristics and implications of the ego-network

The sixth step of the method consisted of identdythe characteristics of Light’s ego-
network and analyzing its strategic implicationstla level of the company itself and the
industry level (electricity distribution), based bsts of reference constructs of the proposed
framework. Analysis of the industry environmenticaded predominance of opportunities,
while at the company level, strengths and weakness relatively evenly divided. Some of

these strategic implications were particularly vatg, and are shown in Charts 2 and 3.

Construct | Characteristic Strategic Implications atthe Industry Level

Structure of the network

Density High Potential opportunity — High density of alliancespiies a search for
improvements in regulations and good capacity fgueentation when there
are threats to the company’s profitability.

Scope Restricted to | Real opportunity — Captive market in the concessi@a assures
concession are| remuneration in the distribution segment, exceptdite reductions imposed
by ANEEL (e.qg., periodic tariff revisions).

=

Potential threat — Loss of large consumers thatcauire energy from othe
sources or from cogeneration, so that revenue antyes from use of the
distribution network.

Position and | Intermediate in| Potential opportunity — Access to resources/infdromeand shared

centrality relation to the | protagonism to influence regulation, individuallytbrough the trade
distribution association (ABRADEE) is a potential advantage.
segment

Peripheral in | Potential threat — As a distributor, although ohthe largest, it is periphera|
relation to the |in the electricity sector as a whole in terms gfulation/legislation.
electricity However, this threat is minimized because the campapart of a businesg
sector group.

Composition of the network

Identity of Strong Real threat — Practically all of the actors/parnafrthe political network
partners have strengths and can directly influence the edguy environment, notably
in terms of tariff moderation and quality requirerte

Status of Success Potential opportunity — The actors/partners hay# ke open relationship
partners with technical emphasis, allowing them to posifiviuence the profitability
in the segment.

Access to Difficult Potential opportunity — Although it is a regulassyment, with strong efforts
resources by ANEEL to reduce information asymmetry, thistil a source of
advantage for companies to leverage their profitgbi
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Connections

Strength of
the
connections

Strong

Real opportunity — There are strong and lastirgy tevered by formal
instruments, which brings benefits to the industrierms of stability, and
this tends to positively affect profitability. Chges are normally negotiated
and take time to implement, allowing a new adaptesind maintenance of
the opportunity.

Weak

Potential threat — There are informal relationshifts actors from the
legislative and executive branches, both by thepaoy and trade
associations.

Nature of the
connections

Collaborative

Real opportunity — The formal connections with camigs of the group,
with suppliers and actors of the institutional @amiment, particularly the
regulator, have a collaborative nature.

Opportunistic

Potential threat — In the political arena, thermargin for opportunistic
connections (tense and unstable).

Voluntary

Potential opportunity — There are voluntary conioect (e.g., suppliers of
equipment, materials and services) that contributie response to the
regulatory environment and have expected benefits, (absorption of
knowledge and optimization of costs).

Mandatory

Potential threat — There are many connections atédigatory nature,
limiting the capacity for action with economic atgeof the industry. These
tend to favor consumers, society and public pdicéen though ANEEL
has the mission of being independent and of baigrtie interests of
stakeholders in the electricity sector.

Chart 1 — Strategic implications of the allianced aetworks of Light at the industry level

Construct

Characteristic

Strategic Implications atthe Company Level

Structure of the network

Density

High

Real strength — The large number of customers,lisupand political
actors allows access to a wealth of informatiofgtitening the informatiof
asymmetry in relation to the regulator and contiiiguto the company’s
performance.

N

Scope

Restricted to

concession area

Potential strength — The restricted operation ¢éocibncession area, with
limited growth capacity, can lead to accommodadiod poorer
performance in the long run. However, the instaltabf electric meters in
shanty town areas previously outside the regulatrobof the public
authorities has increased revenue by decreasingecbnical losses
(energy theft).

Position and
centrality in
the network

Central: ambit of

the concession
area

Potential strength — Access to resources/informaditd control over
operational management (technical and commerdaialstong as a result
of the high centrality in the concession area. Emiables the accumulatio
of information, knowledge of processes and devekaprof capabilities
that contribute to the company’s performance.

Structural

Exist

Real strength — Consumers that are free to chbesesupplier still need t

D
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holes

pay for use of the distribution network of Lightippliers of network
materials and equipment only reach customers tlirtheg intermediation
of Light; the Council of Consumers places priootythe relationship with
Light and has little access to other actors ofpibltical network.

Type of
connection

Invisible

Real strength — There are strong ties with politcdors who are invisible
especially the personal relations of employeesightwith key elements
of the segment. This can be used in benefit ottdmpany.

Visible

Real weakness — Because the company is regulatetes are public,
which limits the actions to benefit the company.

Pattern of
connections

Direct

Real strength — Direct ties (suppliers, customerg,lator) are beneficial tp
the company, allowing it to accumulate informat&nd experience, which
can be used in the relationship with the regulator.

Indirect

Real strength — There are indirect ties regardieg ¢lationship with
political actors, by means of trade associatiomshis case, all the benefits
expected of direct ties are maintained.

Composition of the network

Identity of the
focal
company

Strong and Real strength — The economic weight of Light igéaand highly favorable.
favorable
Strong and Potential weakness — questioning about the qualisgervices vis-a-vis the

unfavorable

economic importance of the service places the cajpaan unfavorable
position, which is a weakness, since it means eagik costs (e.g., fines).

Status of the
focal
company

Strong and Real strength — The status of Light with partnarthie industry, political
favorable actors and the regulator is high and very favorable
Strong and Real weakness — With respect to public opinionpresgs of organized

unfavorable

society, the media and local political actors, gtaus of Light, although
strong, is unfavorable, with a perception of expenand substandard
services.

Modality of connections

Strength of
the
connections

Strong

Real strength — Lasting ties mostly governed bynfdrinstruments gives
strength, leading to a more informed and objedlizeision-making
process.

Nature of the
connections

Collaborative

Real strength — The connections with other compamii¢he group,
associations, suppliers and public actors in géneduding ANEEL, are
collaborative.

Opportunistic Potential strength — Any time there is a need fbhac actions with
partners to reach the regulator, the company boitg®rtunistic
connections. Normally these originate from persaieal of employees.

Voluntary Real strength — There are voluntary ties, suchidssuppliers of

equipment, materials and services, that help thgorgse to the regulatory
environment and to political actors.
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Mandatory Real weakness - There are many connections of legatdyy nature,
limiting the company’s capacity for action. Thepndeto favor consumers,
society and public policies.

Management of the network

Governance | Not appropriate | Real weakness — There is no structured mechanismdnagement of the
mechanisms various relationships of Light, whether or not cfteategic nature.
Management is ad hoc, which is a weakness.

Routines for | Highly Real strength — There is strong exchange of infaondetween
exchange of | developed distributors, with or without the intermediation 8BRADEE.
information

Experience | Extensive Real strength — The nature of a network in the ssgmprovides the
with multiple company with extensive experience with alliances.

alliances

Alignment of | Adequate level |Potential strength — Interests are not always atigbhut there is discussion
interests that can lead to consensus for collective actioa decision for individual
action.

Measurement Not appropriate | Real weakness — There are no structured instrurfanésmigoing
of measurement of the performance of the alliances.
performance
of the
network

Chart 2 - Strategic implications of the alliances aetworks of Light at the company level

The relational analysis — steps 4, 5 and 6 — redealpportunities and strengths
overlapping with threats and weaknesses, in reldbdhe “traditional” analysis carried out in
steps 2 and 3 of the proposed method. Standinop dhis respect were the strong connections

and voluntary and direct collaborative ties, arelgtrong identity of Light.
Performance

The seventh step of the method involved analysighef company’s performance.
Identification of the portion of Light's performa@anaking a contribution to its corporate
political strategy was an insurmountable challegthough various regulatory performance
indicators were mentioned in the interviews, it wag possible to have access to their
quantitative measures. It was made explicit thaerimal indicators exist, of which the
following can be considered relevant: index of ataece of requests submitted to the
regulator (ANEEL; impacts on EBITDA of each relevaegulatory effect, the main one
being tariff revision; fines avoided or reduceddaegulatory obligations satisfied timely.

There are no indicators of the volume of work, sasmumber of participations in meetings
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of associations, with ANEEL or any other politi@dtors. In an ideal situation, it would be
helpful to measure the degree of influence of Lighthe sector in relation to ANEEL.

With respect to the company’s general performamtech can assumed to result partly
from its corporate political strategy, there isdmrnce of evolution in the period from 2006 to
2010. The company’s financial situation was direewlthe current management took over at
the start of 2010, so the effects of this changebag not yet been reflected in the data for

the period analyzed.
Evaluation of the strategic adequacy

The eighth step consisted of assessment of thegitaadequacy of Light. According to
the research premises, we sought to verify, intlaflthe performance, whether the corporate
political strategy permitted leveraging the stréxisgind minimizing the weaknesses, to enable
taking advantage of opportunities and mitigatinge#its from the macro-environment,

especially the regulatory one.

The analysis from the “traditional” perspectiverread out in the second and third steps,
indicated that the company has strengths that alida face the set of threats from macro-
environmental factors, with highlight on: 1) regoly competencies — from the technical and
motivational standpoints; 2) management style witipowerment of the regulatory area; 3)
culture oriented to regulation; and 4) individualdaorganizational reputation. Regarding
processes and information systems, these are poinp®tential weakness that are being
addressed by management. The set of organizafiactars, based on the evidence gathered,
is consistent with the challenges of the macro+emnent and aligned with the regulatory

strategy direction.

In turn, the relational analysis, resulting froraps 4, 5 and 6, based on identification of
the main actors/partners that interact with Lightl dhe qualification of the existing and
potential alliances established by the company,enobearly revealed the complexity of its
political value network and indicated additionalagtgic implications. ANEEL is the main
actor in the electricity sector. Various relatiopshstand out that play a direct or indirect role
in Light's strategic efforts to curry favor withdhregulator: 1) the representative associations
(ABRADEE and Instituto Acende Brasil); 2) the othmympanies of the Light Group; 3)
suppliers of materials, equipment and specialimdices; and 4) government officials of the
executive branch at the federal, state and munit=pals.
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The analysis from the “traditional” perspective ealed a large number of threats
involving the roles performed by the actors of ltighpolitical value network. In turn, the
strategic analysis from the relational standpoimiveed how the threats can be turned into
opportunities when alliances are established. d¢dati mention can go to the trade
associations. Both in the ambit of the distributemgment and at the level of the company,
the composition and modality of the political netilw@roduce a variety of opportunities and

strengths, respectively.

The analysis revealed evidence that Light's adisiregarding regulation are aligned
with its declared strategy and this strategy hagrtmuted to improve its performance. This
means that no adjustments or improvements are segeaccording to the strategic analysis

undertaken.
Definition of changes in the organizational factorand strategic direction

The next steps are: step 9 — definition of changethe relational or organizational
factors to improve or create the necessary comditfor adequacy of the corporate political
strategy aimed at regulation; and step 10 — regc$iirategic decisions, with adjustments or
adoption of a new strategy. With respect to theaoizptional and relational factors, the
following points were indicated as priorities fonproving the strategic management oriented
to regulation: 1) sustainment of a positive postme techniques to give consistency to the
individual and collective reputations of the compamd to enable it to have an influential
voice in the institutional and regulatory enviromef the electricity sector; 2) emphasis on
improving the regulatory management processes bydization and improvement of
informatics aspects; and 3) development of competerand tools for managing the network
of strategic alliances.

The first point involves maintenance of an existisgength to which, given its
importance, close attention should be paid soithatnot impaired in the future. In turn, the
regulatory management processes have potentiaidorficant improvement, notably with
greater formalization and the possible use of mfatics tools. The aims, already perceived by
the company, would be: regulatory knowledge, mamege of documents and allocation of
responsibilities/time limits for regulatory actionShe solutions for improvement of these
processes should thus include better structuringa afollaborative environment, greater

formalization of the management of documents angébautomation of work flows.
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The relational analysis evidenced the incipientirebf the company’s management of
alliances. The establishment of alliances that\adde to Light's corporate political strategy
aimed at regulation occurs in ad hoc form, evenghahere is a clear intention for influence
and proactivity with the actors of the politicallwa network. The ability for mobilization and
articulation, case by case, was demonstrated,heutise of opportunities and mitigation of
threats in a complex regulatory environment faéirslof the company’s possibilities. This can
be adjusted by developing specific competenciesanaging those alliances, supported by
structured management tools adequate for the ctinduof the corporate political strategy
aimed at regulation. The company does not carryfaumal mapping of the ego-network,
does not plan the construction of alliances onquleg basis and does not engage in any

organized management of stakeholders.

The establishment of alliances with government aties and the media would
minimize the weaknesses due to the generally urdén® image of the company among the
public, a problem caused by the position as distoibat the end of the productive chain that
begins with generation. However, there are varexanples of favorable status in the eyes of
political actors and suppliers, which is a reabsgith, arising from the company’s credibility.
To sum up, there are many examples demonstratiag although the strategic analysis
carried out did not indicate a need for significeannges in Light's strategy, it did show the

emergence of the mentioned adjustments.

5 CONCLUSION

The application of the proposed framework to theecaf Light indicated it can assist
the analysis of strategy and add value to the ggoémaking decisions regarding regulatory
matters, providing various insights that can pdgsénrich the company’s strategies. This is
exactly the purpose of the MCPS framework, anddhnsights were exposed in the last step
of the method — definition of changes in the orgatonal factors and strategic aims — for
which we can suggest three main lines of actiosusjainment of a positive technical posture
for the actors of the political value chain; 2) drapis on improvement of regulatory
management processes; and 3) development of comepteand tools for managing the
network of strategic alliances. The relational ratof the proposed framework contributed to
this, permitting producing richer inputs for anasysf strategy than those provided by a non-

relational approach.

Although this study focused on a single compangraijing in a regulated sector, other

companies of 'similar'size that are also componehtsusiness groups have very similar
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political networks, arguing for the assumption epnoducibility. With respect to smaller
electricity distributors, there are possibly partasities that can still be investigated.

Effective management of corporate political stragggs essential in a setting of intense
production of public policies that orient the regfoky environment, as observed in this study.
The case presented here contributed to refinemmehtdamonstration of the applicability of
the MCPS framework for analysis of strategy, ifiyiproposed in Bastos & Macedo-Soares
(2011). This framework is a suitable tool to helpmpanies in managing their political
strategies. As covered in the Theoretical Framewsektion, the MCPS framework
incorporates a series of components and adaptssatheomparison with its main reference,
the SNA framework. Therefore, it is a practicaltinment in the context of theoretical
construction of companies’ strategic managementurBuapplications to other electricity
distributors and firms in other regulated enviromtsewill contribute to the development of

the analytic framework and the field of theory.
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