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PRESENTATION OF FINANCIAL INFORMATION

In this Annual Report, Brasil Telecom Participagdes S.A. (previously Tele Centro Sul Participa¢des S.A) a corporation organized under the
laws of the Federative Republic of Brazil, and its subsidiaries are referred to collectively as "our company,” "we", "us" or the "Registrant."
References to our company's businesses and operations are references to the businesses and operations of our company on a combined
consolidated basis for the years 1999 and 2000 and on a consolidated basis for the years 2001, 2002 and 2003 as if the merger of our operating
subsidiary, Brasil Telecom S.A., with each of Telesc, Telegoids, Telebrasilia, Telemat, Telems, Teleron, Teleacre and CTMR (as defined below)
had occurred as of January 1, 1996 and as if the merger of Companhia Riograndense de Telecomunica¢oes CRT ("CRT") with and into Brasil
Telecom, S.A. had occurred as of July 31, 2000. See Item 4 "Information on the Company History and development of the company Historical

Background."

References to (i) the "real” "reais" or "R$" are to Brazilian reais (plural) and the Brazilian real (singular) and (ii) "U.S. dollars," "dollars" or
"U.S.$" are to United States dollars. All amounts in Brazilian currencies that existed prior to the adoption of the real as the Brazilian currency on
July 1, 1994 have been restated in reais. At May 31, 2004, the Commercial Market selling rate (as defined in Item 3 "Key Information Selected
Financial Data Exchange Rates") was R$3.1287 to U.S.$1.00 as published by the Brazilian Central Bank. The exchange rate information in this
Annual Report should not be construed as a representation that any such amounts have been, would have been or could be converted at this or
any other exchange rate.

Our audited consolidated financial statements were prepared in conformity with generally accepted accounting principles in Brazil ("Brazilian
GAAP") which are similar to the Brazilian Corporation Law (Law No. 6404/76, as amended by Law No. 10.330/02), except for the effects of the
recognition of inflationary effects from January 1, 1996 to December 31, 2000, and are consistent with the rules and regulations of the Brazilian
Securities and Exchange Commission (CVM  Comissdo de Valores Mobilidrios), and the accounting standards issued by the Brazilian Institute
of Independent Auditors (Instituto dos Auditores Independentes do Brasil or "IBRACON"). Investors should note that financial statements
prepared in accordance with Brazilian GAAP differ from financial statements prepared in accordance with Brazilian Corporation Law in the
methodology used for the recognition of inflation, among others. See Note 31 to our audited consolidated financial statements for (i) a summary
of the principal differences between Brazilian GAAP and Brazilian Corporation Law as they relate to us and (ii) a reconciliation from Brazilian
Corporation Law to Brazilian GAAP of shareholders' equity as of December 31, 2001, 2002 and 2003 and net income (loss) for each of the years
ended December 31, 2001, 2002 and 2003. Brazilian GAAP when applied to us differs in certain important respects from generally accepted
accounting principles in the United States ("U.S. GAAP"). See Note 31 to our audited consolidated financial statements for (i) a summary of the
principal differences between Brazilian GAAP and U.S. GAAP as they relate to us and (ii) a reconciliation to U.S. GAAP of shareholders' equity
as of December 31, 2002 and 2003 and net income (loss) for each of the years ended December 31, 2001, 2002 and 2003. These audited
consolidated financial statements are referred to herein as the "Financial Statements."

Our audited annual consolidated financial statements for the year ended December 31, 2001 prepared in accordance with Brazilian GAAP and
consistent with the rules and regulations of the CVM and the accounting standards issued by IBRACON included in this Annual Report, have
been audited by Deloitte Touche Tohmatsu Auditores Independentes, as stated in their report appearing in this Annual Report.

Our audited annual consolidated financial statements as of December 31, 2002 and December 31, 2003 and for each of the two years in the
period ended December 31, 2003 prepared in accordance with Brazilian GAAP with reconciliation of shareholder's equity and income
statements to U.S. GAAP, included in this Annual Report, have been audited by KPMG Auditores Independentes, in accordance with the
standards of the Public Company Accounting Oversight Board as stated in their report appearing in this Annual Report.

The "Index of Defined Terms" that begins on page 138 lists the page where each defined term is defined within this document. Technical
terms are defined in the Technical Glossary on page 140.

Certain figures included in this Annual Report have been subject to rounding adjustments. Accordingly, figures shown as totals in certain
tables may not be an arithmetic aggregation of the figures that precede them.
Table of Contents

FORWARD-LOOKING INFORMATION CONTAINED IN THIS ANNUAL REPORT
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This Annual Report contains forward-looking statements. We may also make forward-looking statements in press releases and oral
statements. Forward-looking statements are not statements of historical fact and involve known and unknown risks and uncertainties. The words
"anticipates,” "believes," "estimates," "expects," "forecasts," "intends," "plans," "predicts," "projects," "targets" and similar words are intended to
identify these forward-looking statements.

non non non non non

In this Annual Report, we have made forward-looking statements with respect to, but not limited to:

e our regional marketing strategy;

e our ability to meet our network expansion, service quality and modernization obligations;

e our market share;

e our compliance with International Commission for Non-Ionizing Radiation Protection ("ICNIRP") standards;

e the reduction of our labor force;

e the payment of our debt;

e the material adverse financial effect of any labor, civil or tax claims arising out of acts committed by Telebrdas prior to the effective
date of the breakup of Telebras;

e the retroactive application of state value-added taxes to certain services, including installation services, rendered during the five years
preceding June 30, 1998;

e the growth in demand for cable television services in our region;

e our projected capital expenditures;

e our projected subsidies and financing; and

e our liquidity.

Forward-looking statements are not guarantees of performance. They involve risks, uncertainties and assumptions because they relate to
future events and therefore depend on circumstances that may or may not occur in the future. Our future results and shareholder values may
differ materially from those expressed in or suggested by these forward-looking statements. Many of the factors that will determine these results
and values are beyond our ability to control or predict.

Because these forward-looking statements involve risks and uncertainties, there are important factors that could cause actual results to differ
materially from those expressed or implied by these forward-looking statements. These factors include:

e the performance of the Brazilian economy generally;

e the levels of exchange rates between Brazilian and foreign currencies;

o the telecommunications policy of Brazil's federal government;

e the growth of the Brazilian telecommunications industry as a whole;

e the introduction of competition to the Brazilian telecommunications industry in general and our region in particular;

o the receipt of additional, and/or the revocation of our existing, governmental approvals and licenses;

e the availability of the necessary equipment to maintain, operate and improve our network;

e the existence of difficulties in the operation of our equipment and/or the provision of our services;



Edgar Filing: BRASIL TELECOM HOLDING CO - Form 20-F

e the availability of financing;

e the availability of qualified personnel;

e the business abilities and judgment of our personnel;

e the emergence of new technologies and the response of our customer base to those technologies;
e acquisition by us of other companies; and

e other factors discussed under Item 3 "Key Information Risk Factors."

The reader should not place undue reliance on any forward-looking statement. Forward-looking statements speak only as of the date they are
made, and we do not undertake any obligation to update them in light of new information or future developments. Neither our independent
auditors, nor any other independent accountants, have compiled, examined, or performed any procedures, with respect to the prospective
financial information contained herein, nor have they expressed any opinion or any other form of assurance on such information or its
achievability, and assume no responsibility for, and disclaim any association with the prospective financial information.
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PART I

Table of Contents
ITEM 1. Identity of Directors, Senior Management and Advisors
We are filing an Annual Report under the Securities Exchange Act of 1934, as amended (the "Exchange Act"). Accordingly, this item does
not apply to us.
Table of Contents
ITEM 2. Offer Statistics and Expected Timetable

We are filing an Annual Report under the Exchange Act. Accordingly, this item does not apply to us.

Table of Contents

ITEM 3. Key Information

Table of Contents
Selected Financial Data
Background

The selected financial information presented herein should be read in conjunction with our Financial Statements and notes, which appear
elsewhere in this Annual Report. Our selected financial information is presented on a combined consolidated basis for the years 1999 and 2000
and on a consolidated basis for the years 2001, 2002 and 2003 as if Brasil Telecom S.A.'s merger with Telesc, Telegoids, Telebrasilia, Telemat,
Telems, Teleron, Teleacre and CTMR (each as defined below) had occurred as of January 1, 1996 and the merger of CRT with and into Brasil
Telecom S.A. had occurred on July 31, 2000.

The following paragraphs discuss some important features of the presentation of the selected financial information and our Financial
Statements. These features should be considered when evaluating the selected financial information.

Brazilian GAAP and U.S. GAAP

Our Financial Statements are prepared in accordance with Brazilian GAAP, which differ in certain significant respects from U.S. GAAP. See
Note 31 to our Financial Statements for (i) a summary of the principal differences between Brazilian GAAP and U.S. GAAP as they relate to us,
and (ii) a reconciliation to U.S. GAAP of shareholders' equity as of December 31, 2002 and 2003 and net income (loss) for each of the years
ended December 31, 2001, 2002 and 2003.

Effects of Inflation

Our financial statements until the year 2000, and unless otherwise specified, all financial information included in this Annual Report until the
year 2000, recognize certain effects of inflation and are restated in constant reais of December 31, 2000, all in accordance with Brazilian GAAP.
We used the General Market Price Index, Indice Geral de Precos de Mercado ("IGP-M"), published by Fundag¢do Getiilio Vargas for purposes
of restating our Financial Statements. Inflationary gains or losses on monetary assets and liabilities were allocated to their corresponding income
or expense caption in our combined statements of income until the year 2000. However, pursuant to Brazilian GAAP, our audited financial
statements as of and for the years ended December 31, 2001, 2002 and 2003, no longer recognize the effects of inflation after January 1, 2001
and are not restated in constant reais.
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Change in Accounting Methodology
Depreciation

During our fiscal year 1999, we shortened our depreciation schedule for our automatic switching and transmission equipment from thirteen
years and ten years, respectively, to five years in order to better reflect the estimated useful life of this equipment in light of rapidly changing
technology and industry practices. See Item 4 "Information on the Company Property, plant and equipment" and Item 5 "Operating and Financial
Review and Prospects Operating Results Results of Operations for the Years Ended December 31, 2001, 2002 and 2003 Cost of
Services Depreciation and Amortization."

Accounting Consequences of the Breakup of Telebrds

Our financial statements for the fiscal years prior to 2000 are not necessarily indicative of what our financial condition or results of operations
would have been if Brasil Telecom S.A. had merged with Telesc, Telegoids, Telebrasilia, Telemat, Telems, Teleron, Teleacre and CTMR before
February 2000.

Difference from Financial Statements Published in Brazil

Our statutory financial statements prepared in accordance with the Brazilian Corporation Law (the "Statutory Financial Statements") are the
basis for dividend and tax determinations. Our audited consolidated financial statements for the year 2000 include the effects of inflation through
December 31, 2000, while our Statutory Financial Statements include the effects of inflation only through December 31, 1995. See Note 31 to
our audited consolidated financial statements for (i) a summary of the principal differences between Brazilian GAAP and Brazilian Corporation
Law as they relate to us and (ii) a reconciliation from Brazilian Corporation Law to Brazilian GAAP of shareholders' equity as of December 31,
2001, 2002 and 2003 and net income (loss) for each of the years ended December 31, 2001, 2002 and 2003. Our Statutory Financial Statements
also differ from our Consolidated Financial Statements in respect of certain reclassifications, presentation of comparative information and
consolidation procedures.
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Selected Financial Information

Year ended December 31,

Income Statement Data: 1999 20000 2001? 2002? 2003
(thousands of reais, except per share data)
Brazilian GAAP:
Net operating revenue 3,591,723 4,652,184 6,158,408 7,071,368 7,915,194
Cost of services 2,692,014 3,768,699 4,765,593 5,143,358 5,455,019
Gross profit 899,709 883,485 1,392,815 1,928,010 2,460,175
Operating expenses:
Selling expenses 334,060 379,235 724,507 763,346 821,627
General and administrative expenses 580,457 534,624 624,751 687,462 865,052
Other net operating expenses (income) (22,272) (56,899) 60,875 (121,181) 211,308
Operating income (loss) before net financial expenses 7,464 26,525 (17,318) 598,383 562,188
Net financial expenses (15,662) (20,480) 47,051 330,460 610,159
Operating income (loss) 23,126 47,005 (64,369) 267,923 47,971)
Net non-operating expenses (income) 65,705 (166,753) 85,167 78,312 550,022
Employee's profit share 19,463 18,516 52,783 42,619 3,510
Income (loss) before taxes and minority interests (62,042) 195,242 (202,319) 146,992 (601,503)
Income and social contribution tax benefits
(expenses) 64,089 (74,386) 87,347 916) 261,390
Income (loss) before minority interests 2,047 120,856 (114,972) 146,076 (340,113)
Minority interests (31,253) 31,456 75,720 2,397 171,466
Net income (loss) (29,206) 152,312 (39,252) 148,473 (168,647)
Number of Common Shares (millions)® 124,369,031 124,369,030 128,459,878 130,971,517 132,550,888
Number of Preferred Shares (millions)® 210,029,997 219,863,511 219,863,511 219,863,511 222,670,188
Operating Income (loss) per thousand Common Shares
(reais)® 0.19 0.38 0.67) 2.05 (0.36)
Net income (loss) per thousand Common Shares
(reais) @ (0.23) (1.22) 0.32) 1.13 (1.27)
Dividends per thousand Common Shares (reais)® 0.40 0.34 0.38 0.55 0.54
Dividends per thousand Common Shares (U.S.
dollars)®® 0.22 0.17 0.17 0.16 0.19
Dividends per thousand Preferred Shares (reais)® 0.40 0.34 0.38 0.55 0.54
Dividends per thousand Preferred Shares (U.S.
dollars)®® 0.22 0.17 0.17 0.16 0.19
(1) Presented in constant reais of December 31, 2000.

2) Pursuant to Brazilian GAAP, our audited consolidated financial statements for the years ended December 31, 2001, 2002 and 2003 no longer recognize the

effects of inflation after January 1, 2001 and are not restated in constant reais.

3) Since our present capital structure was not in place for the year ended December 31, 1999, earnings and dividends per share were not presented for those

periods. See Note 3r to our Consolidated Financial Statements.

@) Dividends per thousand shares were converted into dollars at the Commercial Market selling rate of R$1.955 per U.S. dollar on December 31, 2000, of
R$2.32 per U.S. dollar on December 31, 2001, of R$3.5333 per U.S. dollar on December 31, 2002 and of R$2.8892 per U.S. dollar on December 31, 2003,

respectively.
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Selected Financial Information (continued)

Year ended December 31,

Income Statement Data (continued) 19990 2000V 2001@ 2002?@ 2003@

(thousands of reais, except per share data)

U.S. GAAP:
Net income (loss) (380,588) 117,722 (133,894) 279,899 (8,347)
Net income (loss) per thousand shares (reais) ©:
Common Shares Basic (1.15) 0.35 (0.39) 0.80 (0.02)
Common Shares Diluted (1.15) 0.34 (0.39) 0.80 (0.02)
Preferred Shares Basic (1.15) 0.35 (0.39) 0.80 (0.02)
Preferred Shares Diluted (1.15) 0.34 (0.39) 0.80 (0.02)
(5) In accordance with Statement of Financial Accounting Standards ("SFAS") No. 128 "Earnings Per Share," basic and diluted earnings per share have been

calculated, for U.S. GAAP purposes, using the "two class method." See Note 31e to our Consolidated Financial Statements.

10
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At December 31,

1999® 20000 2001 2002 2003

(thousands of reais)

Balance Sheet Data:
Brazilian GAAP:

Intangibles® 1,160,301 472,680 372,536 470,544 531,556
Property, plant and equipment, net® 8,446,680 11,476,414 12,231,013 11,265,991 9,579,821
Total assets 12,351,207 16,695,102 16,399,570 17,154,721 16,636,543
Loans and financing current portion 488,076 1,187,221 448,778 591,874 1,696,958
Loans and financing non-current portion 29,386 2,354,060 2,699,466 3,584,293 2,093,044

Total liabilities (including funds for capitalization and

minority interests) 4,565,577 9,550,008 9,666,203 10,491,289 10,375,112
Shareholders' equity 7,785,630 7,145,094 6,733,367 6,663,432 6,261,431
U.S. GAAP:
Intangibles® 292,898 607,509 724,160 910,511
Property, plant and equipment, net 8,446,680 11,847,183 13,186,333 11,483,967 9,883,100
Total assets 11,549,335 16,584,762 16,673,834 17,626,319 17,318,777
Loans and financing current portion 485,912 1,048,542 307,621 470,462 1,502,689
Loans and financing non-current portion 29,386 2,354,060 2,699,466 3,389,399 1,847,501

Total liabilities (including funds for capitalization and

minority interests) 5,237,504 9,457,843 9,794,184 10,817,968 10,736,513

Shareholders' equity 6,307,831 7,126,919 6,879,650 6,808,351 6,582,264

[€))] Presented in constant reais of December 31, 2000.

2) Pursuant to Brazilian GAAP, our audited consolidated financial statements at December 31, 2001, 2002, and 2003 no longer recognize the effects of
inflation after January 1, 2001 and are not restated in constant reais.

3) Includes the goodwill from our acquisition of a controlling stake in CRT, which was calculated based on book value.

4) Stated at indexed cost up to December 31, 2000, less accumulated depreciation. See Note 3g to our Consolidated Financial Statements.

) Intangibles under U.S. GAAP at December 31, 1999, include the step-up goodwill paid by Solpart Participagdes S.A. ("Solpart") as a consequence of the

exchange of shares between companies under our common control pursuant to our merger with Telesc, Telegoids, Telebrasilia, Telemat, Telems, Teleron,
Teleacre and CTMR. Intangibles under U.S. GAAP at December 31, 2000, 2001, 2002 and 2003 also include the goodwill from our merger with Telesc,
Telegoias, Telebrasilia, Telemat, Telems, Teleron, Teleacre and CTMR and our merger with CRT but do not include amounts relating to our PCS licenses.
See Note 310 to our Consolidated Financial Statements.

11
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Exchange Rates

There are two principal foreign exchange markets in Brazil: the commercial rate exchange market (the "Commercial Market") and the floating
rate exchange market (the "Floating Market"). Most foreign trade and financial foreign currency exchange transactions are carried out on the
Commercial Market. Purchases of foreign exchange in the Commercial Market may be carried out only through a financial institution authorized
to buy and sell currency in that market. The Floating Market rate generally applies to transactions to which the Commercial Market rate does not
apply. Prior to February 1, 1999, the exchange rate in each market was established independently, resulting in different rates during some
periods. Since February 1, 1999, the Central Bank authorized the unification of the exchange positions of the Brazilian financial institutions in
the Commercial Market and Floating Market, which led to a convergence in the pricing and liquidity of both markets. However, each market
continues to have a specific regulation. Most trade and financial transactions are carried out on the Commercial Market. The foreign currencies
may only be purchased through a Brazilian financial institution authorized to operate in these markets. In both markets, rates are freely
negotiated but may be strongly influenced by Central Bank intervention.

Under the Real Plan ("Real Plan"), on July 1, 1994, the real was introduced as the official unit of Brazilian currency, with each real having an
exchange rate of R$1.00 to U.S.$1.00. The issuance of reais was initially subject to quantitative limits backed by a corresponding amount of U.S.
dollars in reserves, but the government subsequently expanded those quantitative limits and allowed the real to float, with parity between the
real/U.S. dollar (R$1.00 to U.S.$1.00) as a ceiling.

From its introduction in 1994 through March 1995, the real appreciated against the U.S. dollar. On March 6, 1995, in an effort to address
concerns about the overvaluation of the real relative to the U.S. dollar, the Brazilian Central Bank introduced new exchange rate policies that
established a band within which the real/U.S. dollar exchange rate could fluctuate. The Brazilian Central Bank initially set the exchange rate
band with a floor of R$0.86 per U.S.$1.00 and a ceiling of R$0.90 per U.S.$1.00 and provided that, after March 10, 1995, the exchange rate
band would be between R$0.88 and R$0.93 per U.S.$1.00. Thereafter, the Brazilian Central Bank periodically adjusted the exchange rate band
to permit the gradual devaluation of the real against the U.S. dollar. On January 13, 1999, the Brazilian Central Bank widened the exchange rate
fluctuation band in which the real was allowed to trade from between R$1.12 and R$1.22 per U.S.$1.00 to a new band of between R$1.20 and
R$1.32 per U.S.$1.00. This resulted in an immediate devaluation of the real to R$1.32 per U.S.$1.00.

Since January 15, 1999 the real has been allowed to float freely. The real devalued to a low of R$2.165 per U.S.$1.00 on March 3, 1999, but
subsequently appreciated to R$1.789 per U.S.$1.00 on December 31, 1999, representing a net devaluation against the U.S. dollar of 32.4%
during 1999. In 2000, the real devalued by a further 8.5% against the U.S. dollar.

Further deterioration in the political and economic environment in 2001, in addition to the Brazilian energy crisis, resulted in the real
devaluing by 15.7% against the U.S. dollar in the year. In the final quarter of 2001, however, the real appreciated by 15.1% from R$2.671 per
U.S. $1.00 at September 30, 2001 to R$2.3204 per U.S.$1.00 at December 31, 2001.

In 2002, as a reaction to political and economic uncertainties, the global economic downturn, the crisis in Argentina and the Brazilian
presidential elections, the U.S. dollar appreciated by 34.3% against the real to R$3.5333 per U.S.$1.00 at December 31, 2002. The real
recovered in 2003, appreciating by 18.3% to R$2.8892 per U.S.$1.00, at December 31, 2003. During the first five months of 2004, the real has
depreciated approximately 8.3% against the U.S. dollar. We cannot assure you that the real will not substantially devalue again in the future. See
" Risk Factors Risks Relating to Brazil."

As of May 31, 2004, the Commercial Market selling rate published by the Brazilian Central Bank was R$3.1287 per U.S.$1.00.
Commercial Market Selling Rate for U.S. Dollars

The following table sets forth the reported high and low Commercial Market selling rates for U.S. dollars for the months indicated.

High Low
December 2003 R$2.9434 R$2.8883
January 2004 2.9409 2.8022
February 2004 2.9878 2.9042
March 2004 2.8752 2.9400
April 2004 2.9630 2.8755
May 2004 3.2118 2.9534

12
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Source: Brazilian Central Bank

The following table sets forth the reported high and low, average and period-end Commercial Market selling rates for U.S. dollars for the
annual periods indicated. The average Commercial Market selling rates represent the average of the month-end commercial market selling rates
(R$/U.S.9) during the relevant period.

For the Year Ended December 31, High Low Average Period End

1999 R$2.165 R$1.208 R$1.816 R$1.789
2000 1.985 1.723 1.835 1.955
2001 2.801 1.936 2.352 2.320
2002 3.955 2.271 2.915 3.533
2003 3.662 2.822 3.060 2.889

Source: Brazilian Central Bank

Brazilian law provides that, whenever there is a serious imbalance in Brazil's balance of payments or reliable information to foresee such an
imbalance, temporary restrictions may be imposed on remittances of foreign capital abroad. We cannot assure you that these types of measures
will not be taken by the Brazilian government in the future. See " Risk Factors Risks Relating to Brazil."

Table of Contents
Risk Factors

The following are risk factors that relate materially to our company and to an investment in our Preferred Shares or ADSs. Our business,
results of operations or financial condition could be harmed if any of these risks materialize and, as a result, the trading price of our Preferred
Shares or ADSs could decline and you could lose a substantial portion or all of your investment.

The information included in this Annual Report concerning Brazil and the ownership of Telecom Italia International N.V. ("TII"), current
name of STET International Netherlands N.V., Techold Participacdes S.A. ("Techold"), and Timepart Participacdes Ltda. ("Timepart"), has been
included herein to the extent publicly available. We have assumed such information to be correct and have not independently verified such
information.

Risks Relating to Our Company

Regulatory developments could affect our services, including placing restrictions on the rates we charge for our services, which could adversely
impact our business

We operate under concessions from the Brazilian Government that authorize us to provide local fixed-line telecommunications services in our
region and long-distance telecommunications services within Brazil, and require us to comply with certain obligations related to rates, quality of
service, network expansion and modernization, and interconnection of our network. Our failure to comply with the terms of the concessions may
result in the imposition of fines or other government actions, including the termination of our concessions. Any partial or total revocation of our
concessions would have an adverse effect on our business.

Our business, including the services that we provide and the rates that we charge, is subject to comprehensive regulation under Brazilian law.
Brazil's telecommunications regulatory framework is continuously evolving. The interpretation and enforcement of regulations, the assessment
of compliance with regulations and the flexibility of regulatory authorities are all marked by uncertainty. Our ability to retain our concessions is
a precondition to our success, but in light of the regulatory framework, we cannot assure you that Anatel will not modify the terms of our
concessions in an adverse manner.

Under Brazilian law, public regime companies, like us, must have the rates that they charge for products and services approved by Agéncia
Nacional de Telecomunicagdes ("Anatel"). On June 20, 2003, Anatel enacted Resolution 341, which provides for new types of Anatel
concession contracts, effective from January 1, 2006 until 2025. The Form of New Concession Contract provides for changes in the way in
which rates are set, for example under the current proposals, the General Price Index - Internal Availability, Indice Geral de Precos
Disponibilidade Interna (IGP-DI), will no longer be used to determine the annual inflation-based adjustments to rates. Private regime companies
that compete with us, like Global Village Telecom or Intelig, do not require Anatel approval when setting their rates and may unilaterally
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determine the prices that they charge for their services. As a result, adverse changes in Brazilian telecommunications regulations and
non-approval or even delays in the approval of rate changes by Anatel, could adversely impact our operations and competitive position.

On May 12, 2004, the Consumer Defense Committee of the House of Representatives approved a bill of law proposing the termination of the
monthly subscription fees charged by the Brazilian telephone concessionaires, including our subsidiary, Brasil Telecom S.A., for fixed line
services. The bill is still subject to the approval of other Committees within the House of Representatives, the Senate and President Lula's
signature. Should this bill be approved, it will have an impact on our rate structure currently in place. As a result, our operations and competitive
position could be adversely impacted.

We may need additional third party financing which may not be available in the future or on terms acceptable to us

In addition to amounts we have already borrowed in 2004, we may require additional third party financing for potential strategic acquisitions
and to commence new operations. During 2003, our net debt decreased from approximately R$3,659.0 million at December 31, 2002 to
approximately R$3,170.0 million at December 31, 2003. During 2004, approximately R$1,840.0 million of our debt will mature and we may
decide to refinance other existing debt in order to reduce costs or extend debt maturities. We do not anticipate being able to finance all of our
funding requirements from cash flow from operations and will need to rely on third party financing in the future. We cannot assure you that such
third party financing will be available on terms acceptable to us or at all.

Certain beneficial shareholders control a large percentage of our voting shares and their interests may conflict with the interests of our other
shareholders, including minority shareholders.

We are controlled by Solpart Participacdes S.A. ( Solpart ), the capital of which is held by Timepart, Techold and TII. The shareholders of
Solpart entered into a shareholders agreement dated July 19, 1998 and last amended as of August 27, 2002 (the "Solpart Agreement"). As our
controlling shareholder Solpart has the power to modify our business plan, modify our dividend plan and sell our material assets, among others.
At December 31, 2003, to the best of our knowledge, Timepart and Techold hold 20.9% and 47.5% respectively of the voting capital of Solpart.
We cannot assure you that any of the Solpart” shareholders will not take any actions that are inconsistent with your interests.

TII is a company controlled by Telecom Italia S.p.A. ("Telecom Italia"). Telecom Italia prevented us from entering in the first auction of
personal communication service ( PCS ) licenses that took place on 2001 and acquired for itself, through various subsidiaries now consolidated
into TIM Celular S.A., ( TIM ), licenses to deploy PCS in the whole country, including Region II, where we provide fixed-line services. As a
matter of Brazilian law, TII and we were deemed to be affiliates and therefore TIM could not initiate to exploit the PCS authorizations before
January 1, 2004 unless either Telecom Italia ceased to be affiliated with us or we anticipated our 2003 universalization targets. In order to allow
TIM to explore immediately its PCS licenses TII, Techold and Timepart agreed to amend the Solpart Agreement on August 27, 2002 by means
of which TII had certain rights suspended subject to subsequent restoration upon the fulfillment of certain conditions and a certain number of
common shares in the Solpart were sold by TII to Techold and Timepart so as to reduce TII”s indirect ownership in Solpart and consequently in
us to below the affiliate level, subject to corresponding call and put rights. Since TII’s departure from our control group, the following events
have occurred (i) TIM acquired authorizations to render national and international fixed-line services, in the full knowledge that we already had
since 1998 an option to provide such services aiming at transforming ourselves from a regional to a national and international carrier; (ii) we,
through a wholly owned subsidiary, 14 Brasil Telecom Celular S.A., acquired authorization to render PCS in Region II; and (iii) we exercised
our pre-existing right aiming at providing the long distance national and international services. Therefore we and Telecom Italia now have
overlapping rights to provide PCS (in Region II) and long distance national and international services (Regions I, II and III). Article 68 of the
General Telecommunication Law prevents the exploitation by the same juridical person, whether directly or indirectly, of the same services in
the same Region. Notwithstanding, TII is now requesting to repurchase its voting stock and return to our control group which is against our best
interests as we and TIM would then be considered affiliates and therefore prevented from offering the same services in the same regions.

Disputes among our controlling shareholders have had and could in the future have a material adverse effect on our management and
operations

We are controlled by Solpart. Shareholders of Solpart have entered into the Solpart Agreement. There have been disputes among the
shareholders of Solpart including in respect to the ownership structure of Solpart and further disputes may arise again in the future. Such
disputes may arise between and among members of our control group with respect to the interpretation, application, performance and exercise of
rights under the Solpart Agreement. Any such disputes could consume significant management time and resources which could have a material
adverse effect on our financial condition and results of operations.

Currently, TII is involved in a dispute with Techold and Timepart relating to TII's attempt to return to our control group. As discussed above,
TII is attempting to return to our control group. On December 19, 2003, Techold and Timepart submitted to the ICC a request for arbitration to
resolve the dispute for Solpart’s control aiming at avoiding that TII exercise control for the benefit of Telecom Italia in an attempt to prevent us,
in our own and in the public interest, from reaching our full potential as a national and international provider of telecommunications services. On
January 16, 2004 Anatel consented that during an 18 month period TII may return to our control group so long as TII does not participate or vote
in any matters related to the overlapping services. After the 18 month period if we and Telecom Italia do not reach an agreement Anatel reserved

14



Edgar Filing: BRASIL TELECOM HOLDING CO - Form 20-F

the right to impose sanctions. In January 2004, TII notified us of its intention to regain its voting stock in Solpart and to restore the suspended
control rights in Solpart as a result of our attainment of the universalization targets. TII filed lawsuits against Solpart, Timepart, Techold and us
to force its return to our control group. To date, TII s requests have not been adjudicated. In the meantime, ANIMEC (the Brazilian Association
of Investors of Capital Markets) filed an injunction before the Conselho Administrativo de Defesa Econdmica ("CADE") (Brazil's Antitrust
Authority) to prevent TII from returning to the control group. On March 17, 2004, the injunction was granted by unanimous decision and TII
appealed from CADE s decision. This matter is still unresolved. We cannot assure you that this dispute will not have an adverse effect on our
management's time and resources or our financial condition and results of operations, particularly with respect to our mobile and long distance
services.

We depend on sophisticated information and processing systems to operate our company, the failure of which could affect our financial
condition and results of operations

Sophisticated information and processing systems are vital to our growth and our ability to monitor our costs, bill customers, detect fraud,
provide customer service, achieve operating efficiencies and meet our service targets, particularly in light of the increasing competition in our
region. We routinely evaluate, upgrade and modernize our systems as needed. Our billing and information systems are continuously being
upgraded and modernized by both in-house technicians and outside service providers. However, the failure of these technicians and service
providers to successfully integrate and upgrade our systems as necessary or the failure in the future of any of those systems to operate properly,
could have a material adverse effect on our financial condition and results of operations.

We may be liable for labor liabilities, including those related to the companies that Brasil Telecom S.A. merged with, which could have an
adverse effect on our results of operations

As of December 31, 2003, we were involved in approximately 18,578 labor proceedings, which include pre-existing labor proceedings of the
companies Brasil Telecom S.A. merged with. As of December 31, 2003, contingent liabilities for labor proceedings in which the risk of loss was
considered "probable" amounted to approximately R$424.0 million and contingent liabilities for which the risk was considered "possible"
amounted to approximately R$625.1 million. The estimated total amount involved in these proceedings is approximately R$1,177.0 million. In
particular, Brasil Telecom S.A. acquired CRT, the leading fixed-line services provider in the state of Rio Grande do Sul in 2000 and, as a result
of such acquisition, we inherited a number of labor proceedings, as well as other tax and civil proceedings. As a result of recent court decisions,
we now regard a portion of our loss relating to these proceedings as "probable" and accordingly, in 2003, we provisioned R$281.5 million of
contingent liabilities with respect to such proceedings. See Item 8 "Financial Information Consolidated Statements and Other Financial
Information Legal Proceedings Labor Legal Proceedings."

Contingencies classified as having a probable risk of loss are recorded under liabilities. Under Brazilian labor law, a change of control,
corporate structure or ownership does not affect the enforceability of pre-existing employment contracts of an entity. Brazilian labor courts have
taken the position that any entity that acquires the control of a manufacturing or commercial establishment becomes liable for the labor liabilities
of its target even when such liabilities originated prior to the date of the acquisition. Although we believe that we have no other material
pre-existing labor liabilities, there can be no assurance that additional material labor proceedings for actions undertaken by the companies Brasil
Telecom S.A. merged with prior to our merger with them, or any other labor liabilities, will not be brought in the future, or if they are, that an
adverse judgment regarding the same would not have a material adverse effect on our results of operations or financial condition.

We may be held liable for engaging in certain activities without an environmental license, which may subject us to fines of up to R$10.0 million,
total or partial suspension of activities in certain states, and/or civil and criminal sanctions. This could have an adverse effect on our results of
operations

In Brazil, environmental licensing is regulated mainly by Resolution No. 237 of 1997 enacted by the Conselho Nacional do Meio Ambiente
("CONAMA") (Environmental National Council). This resolution lists the activities that require environmental licensing and provides that any
activity that has the potential to cause a significant impact on the environment must be licensed.

In Brazil, the federal, state and local levels of government have concurrent jurisdiction to independently determine whether an activity has the
potential to cause a significant impact on the environment, and to require and grant environmental permits for that activity. As part of our normal
operations, we install and maintain ducts, wires, cables and towers for transmission antennae in the states in our region. The installation and
maintenance of ducts, wires, cables and towers for transmission antennae are not listed in the CONAMA Resolution No. 237 of 1997 as
activities that require compulsory licensing. However, there is no guarantee that a jurisdiction will not view this installation and maintenance as
activities with the potential to cause a significant impact on the environment, and thereby require an environmental permit to conduct such an
activity. In any jurisdiction, to the extent that we are required to obtain an environmental permit and have not obtained such a permit, we may be
subject to fines of up to R$10.0 million, total or partial suspension of activities, and/or civil and criminal sanctions. Although we have never
been charged with having conducted our installation and maintenance activities without a proper environmental permit, there can be no
assurances that some state or local authority will not retroactively determine that we have failed to obtain the appropriate state or local
environmental permit, as the case may be, prior to conducting such activities. This could have a material adverse effect on our results of
operations.
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It may be difficult to effect service of process upon, or to enforce foreign judgements upon us, our directors and our officers

We are organized under the laws of Brazil, and all of our directors and officers reside outside the United States. In addition, a substantial
portion of our assets, and most or all of the assets of our directors and officers are located in Brazil. As a result, it may be difficult for you to
effect service of process within the United States or other jurisdictions outside of Brazil upon our company or such persons, or to enforce against
them judgments of courts in the United States, predicated upon the civil liability provisions of the federal securities or other laws of the United
States.

Risks Relating to the Brazilian Telecommunications Industry

We face increasing competition in the Brazilian telecommunications industry. This may have a material adverse effect on our market share,
margins, results of operations and financial condition

The telecommunications industry in Brazil is becoming increasingly competitive. Our public regime fixed-line concessions are not exclusive
and Anatel could grant additional private-regime authorizations in our region. For example, in local fixed-line telecommunications services in
our region, we currently face competition from Global Village Telecom Ltda. ("Global Village Telecom"). To date, Telecomunicagées de Sdo
Paulo S.A. ("Telesp"), Tele Norte Leste Participacoes S.A. ("Telemar"), Embratel Participacées S.A., ("Embratel") and Intelig
Telecomunicagoes Ltda. ("Intelig") have been granted permission by Anatel to provide local fixed-line telecommunications services in our
region. In intraregional long distance services in our region we currently face competition from with Global Village Telecom, Intelig and
Embratel. To date, Albra Telecomunicagdes Ltda. ("Albra"), Portale Rio Norte S.A. ("TIM") and Global Village Telecom have been granted
permission by Anatel to provide intraregional long distance services in our region.

In addition, the Brazilian telecommunications industry is consolidating which results in larger competitors. The controlling interest in
Embratel has been purchased by Telefonos de Mexico S.A. de C.V. ("Telmex") subject to certain conditions precedent. Embratel also provides
local and broadband services in Region I and III through its subsidiaries Vésper S.A. and Vésper Sao Paulo S.A. (together, "Vesper"). Telmex
has also acquired the assets of AT&T do Brasil, now Telmex do Brasil Ltda. ("Telmex do Brasil") and owns the mobile operator Claro, through
its subsidiary América Méviles. Telesp is majority owned and controlled by Telefonica S.A. ("Telefonica"). Telesp has been granted permission
to operate in our local fixed line and long distance markets. We also compete with Telesp in the data services market outside of our region. We
also expect to compete with Telefonica in the wireless market against "Vivo", its joint venture with Portugal Telecom S.A. ("Portugal
Telecom").

Our ability to compete successfully will depend on the success of our marketing, financial and other resources (including our access to capital)
in comparison to our competitors and on our ability to anticipate and respond to competitive factors affecting the industry, including the
introduction of new services, changes in consumer preferences, changes in regulation, demographic trends, economic conditions, discount
pricing strategies by competitors as well as further industry consolidation. Currently, we compete with our competitors primarily on the basis of
features, pricing and customer service. However, we cannot predict exactly which factors in the future will be important in maintaining our
competitive position, such as the increasing need to offer promotions, discounts and other marketing initiatives, or what expenditures will be
required to develop and provide the necessary technologies, products and services to remain competitive. This may adversely affect our market
share and our margins.

In addition, we may also face increased competition due to unbundling regulations. On May 13, 2004, Anatel issued Order (Despacho) no.
172, which establishes rules for partial and full unbundling of local telephone networks and requires us to make our networks available to other
telecommunications service providers. This legislation limits the rate we can charge for partial unbundling to R$15.42 per line. Anatel has not
yet fixed rates for full unbundling, although we expect that these rates will be lower than the rates we currently are permitted to charge. This
legislation is expected to increase competition in the local fixed line and broadband internet access markets by making it easier for new
telephone companies operating under either the public or private regime to enter these markets and for existing providers to provide new
services or enter new regions, since the networks of all telecommunications service providers, including fixed line operators such as us, will be
made available at lower rates. Similarly, this legislation makes it easier for us to provide new services and enter into new regions in competition
with other operators. These regulations are recent and we cannot guarantee whether we can compete effectively in this environment.

The expected increases in consolidation of telecommunications operators in Brazil and the increase in competition in our region due to
unbundling or otherwise, may have a material adverse effect on our market share, margins, results of operations and financial condition.

The telecommunications industry may not continue to grow or may grow at a slower rate

We derive most of our revenue from our fixed-line telecommunications services and have recently commenced offering wireless services. As
a result, we depend on the continuing development and growth of the market for telecommunications services in Brazil. Our ability to increase
our business depends partially on continuing economic development in Brazil. Any economic, technological or other developments resulting in a
slowdown in growth or a reduction in demand for our fixed-line or other services may harm our business and revenues. To remain competitive
we must also diversify our services and there can be no assurance that we will be successful in doing so.
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We depend on other telecommunications services providers. We may not be able to enter into favorable interconnection agreements

In order to receive or send calls from or to customers of other fixed-line and wireless Brazilian networks and international networks we must
interconnect with the networks of our competitors. The Brazilian General Telecommunications Law requires all telecommunications service
providers to interconnect their networks with those of other providers on a non-discriminatory basis. The rates to be paid by one network
operator to the other for the use of each other's network are currently regulated by Anatel. However, beginning in July 2004, interconnection
rates for wireless operators will be freely negotiated. If we are not able to negotiate favorable interconnection agreements in the future, subject to
potential intervention by Anatel under its legal power to establish the terms of agreements between telecommunications companies that cannot
agree on interconnection rates and terms, our operating and financial results may be adversely affected.

The failure to develop and implement the technology necessary to quantify and combat fraud on our network could adversely affect our results
of operations

The fraudulent use of telecommunications networks imposes a significant cost upon service providers, who must bear the cost of services
provided to fraudulent users. We suffer loss of revenue as a result of fraudulent use, and also cash costs due to our obligation to reimburse
carriers for the cost of services provided to fraudulent users. During 2003, we continued to improve our systems in order to implement an
"on-line" fraud management system. However, we have not yet been able to implement our "on-line" fraud management system or to implement
a fraud detection system related to billing.

In addition, we rely on other long-distance carriers for interconnection, some of whom do not have anti-fraud technology in their network. In
2001, we created a fraud management department to provide specialized customer service to customers affected by fraud. During the fiscal year
2002, several automated procedures were created to detect and control possible abnormalities that could represent fraudulent activities and were
placed in various parts of our operations. These control points have a preventive function, and work both pro-actively and, should a fraud occur,
reactively. In 2003, we implemented controlling points to capture fraud events automatically, such as a non-billing mechanism for fraud-blocked
terminals, a cut-off limit system for service usage, and a webpage to gather any fraud claim from the community. These actions achieved a better
level of control in mitigating the risk of loss from frauds as compared to previous years. However, these procedures are still below the level of
accuracy and effectiveness desired and expected for fraud control. Should we not be able to develop and implement the technology necessary to
quantify and combat fraud on our network, our results of operations could be adversely affected.

The failure of other operators to effect bill collection may have an adverse effect on our long-distance services revenues generated through
other providers, on our provision for doubtful accounts, and on the productivity ratio of our call centers.

Anatel Resolution 343, dated July 17, 2003, requires all telecommunications services providers to provide billing and collection services to
other telecommunications services providers with whom they have line or access sharing agreements. As part of our entrance into new
long-distance services markets, we entered into agreements with several mobile telephone operators and fixed-line operators to include our
long-distance services in their telephone bills and provide collection and collection-related services to us and vice-versa. If other operators
experience difficulties with bill collection or collection-related activities, our long-distance services revenues generated from the lines or
accesses of other telecommunications operators, our provision for doubtful accounts, and the productivity ratio of our call centers may be
adversely affected.

The failure to develop and implement the technology necessary to extract, analyze, monitor and take actions upon revenue leakage present in
our revenue stream could adversely affect our results of operations in a competitive environment

Revenue leakage occurs at different stages of the billing process, from ordering the new service to the provider making network switch
changes and establishing accurate billing records reflecting the change. Service providers may lose a significant portion of their annual services
revenue due to services that were never billed. Since 2002 we have been implementing systems and processes which verify the accuracy of
billing and improve our recording of traffic. In 2003, we introduced the following new systems or processes in order to implement our revenue
leakage control which include:

e a "conformity certificate" from Bureau Veritas of Quality International ("BVQI"), an international certification organization which
validates the accurate rates for local, international long distance ("ILD") and domestic long distance ("DLD") calls through our carrier
selection code originating from public telephones;

e the renewal of a "conformity certificate", issued by BVQI and annually required by Anatel, for the collection, registry, rate and billing
process, including the local measured and billed service and the public switched telephone network (Servico Telefonico Fixo
Comutado, or STFC); and
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e a procedure for the analysis and recovery of unpaid invoices, monitoring of the installation of telephone lines and related services, and
monitoring the improper use of terminals.

Notwithstanding our efforts, we continue to face challenges in finding and preventing revenue leakage, including the gathering of data from
multiple sources within our complex network/IT platforms and the reconciliation of such data in order to identify the root cause(s) of leakage.
This identification, prevention, and correction process typically involves multiple operational functions throughout the organization. If we are
not able to develop and implement the technology necessary to detect, quantify, and prevent revenue leakage in our network, our results of
operations could be adversely affected.

Developments in the global telecommunications industry and technology are difficult to predict and a failure by us to respond to such
developments may have a further material adverse effect on our financial condition and results of operations

All companies in the global telecommunications industry must adapt to rapid and significant changes in technology that are often difficult to
anticipate. While we have been upgrading our network with technologically advanced fiber optic cable with a microwave overlay, we cannot
assure you that our network will not be challenged by competition from new or improved technologies in the future. Technological changes may
adversely affect our competitive position, require substantial new capital expenditures and/or require write-offs of obsolete technology. This
would have a material adverse effect on our financial condition and results of operations.

In the event of a natural disaster, war, significant public disturbance or for economic reasons, the Brazilian government could temporarily seize
or permanently expropriate our assets, which could have a material adverse effect on our financial condition and results of operations

The Brazilian government has the authority to temporarily seize all assets related to telecommunications concession in the event of natural
disaster, war, significant public disturbance, threats to internal peace or for economic reasons, and for other reasons related to national security.
In addition, the Brazilian government has the statutory right to permanently expropriate any telecommunications concession and claim any
related assets for reasons of public interest. Brazilian law provides for compensation in connection with losses and damages related to temporary
seizure or expropriation. However, in the event of a temporary seizure or expropriation of any of our assets we cannot assure you that the actual
compensation paid would be adequate or that such payment would be timely. This would have a material adverse effect on our financial
condition and results of operations.

Risks Relating to Brazil

Brazilian political and economic conditions have a direct impact on our business and the market price of the Preferred Shares underlying the
ADSs

Substantially all of our operations and customers are located in Brazil. Accordingly, our financial condition and results of operations are
substantially dependent on Brazil's economy, which has been characterized by frequent and occasionally drastic intervention by the Brazilian
government and volatile economic cycles in the past. In 2003 the real appreciated in value by 22.3% in relation to the U.S. dollar, from 3.5333
reais per U.S. dollar at December 31, 2002 to 2.8892 reais per U.S. dollar at December 31, 2003. In 2003, the Central Bank raised Brazil's base
interest rate by a total of 10.0 percentage points in an effort to stabilize the currency and decrease inflationary pressures. In the past, the
Brazilian government has often changed monetary, fiscal, taxation and other policies to influence the course of Brazil's economy. We have no
control over, and cannot predict, what measures or policies the Brazilian government may take in response to the current Brazilian economic
situation or how Brazilian government intervention and government policies will affect the Brazilian economy and, both directly and indirectly,
our operations and revenues.

Our operations, financial condition and the market price of our Preferred Shares and ADSs may be adversely affected by changes in policy
involving exchange controls, tax and other matters, as well as factors such as:

o fluctuations in exchange rates;

e base interest rate fluctuations;

e inflation; and

e other political, diplomatic, social and economic developments within and outside Brazil that affect the country.

On January 1, 2003, Luiz Indcio Lula da Silva, from the Labor Party, took office as the new President of Brazil. Until now, the economic
policies of former President Cardoso have been continued by the current administration of the Brazilian government. Although the new
government has not departed significantly from previous policies, and the Real appreciated 22.3% against the U.S. dollar during 2003, concerns
remain about the policies of the future of the Brazilian government. While the current administration's policies have to date not been adverse to
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the telecommunications industry, the uncertainty over what policies the current Brazilian government may propose or adopt in the future may
have an impact on our business and may contribute to economic uncertainty in Brazil and to heightened volatility in the Brazilian international
securities markets and thus have an impact on our business.

If Brazil experiences substantial inflation in the future, our revenues and the market price of the Preferred Shares and ADSs may be reduced

Brazil has in the past experienced extremely high rates of inflation, with annual rates of inflation reaching as high as 2,489.1% in 1993
(according to the Brazilian National Consumer Price Index (Indice Nacional de Precos ao Consumidor) published by the IBGE). Inflation itself
and governmental measures to combat inflation have in the past had significant negative effects on the Brazilian economy. Inflation, actions
taken to combat inflation and public speculation about possible future actions have also contributed to economic uncertainty in Brazil and to
heightened volatility in the Brazilian securities markets. If Brazil experiences substantial inflation in the future our costs may increase, and our
gross profit may be affected to the extent that our rate increases and our net operating revenues do not keep up with the rate of inflation.

Inflationary pressures may also curtail our ability to access foreign financial markets and may lead to further government intervention in the
economy, including the introduction of government policies that may adversely affect the overall performance of the Brazilian economy and
thus reduce our revenues.

Adverse changes in Brazilian economic conditions could cause an increase in bad debt provisions for doubtful accounts, which could materially
reduce our earnings

Our business is affected by customers' ability to pay their bills. If the Brazilian economy worsens because of, among other factors:
e the level of economic activity;
e devaluation of the real;
e inflation; or
e an increase in domestic interest rates.

A greater portion of our customers may not be able to pay their bills, which would increase our bad debts and provisions for doubtful
accounts. Losses from accounts receivable reached R$298.0 million in 2003, against R$263.5 million in 2002, almost flat in percentage of gross
revenues terms. However, should economic conditions worsen in Brazil and bad debts increase, this could materially reduce our earnings and
have a material adverse effect on us.

Devaluation of the real may lead to substantial losses on our liabilities denominated in or indexed to foreign currencies and a reduction in our
revenues

The Central Bank has periodically devalued the Brazilian currency during the last four decades. The exchange rate between the real and the
U.S. dollar has varied significantly in recent years. For example, the real/U.S. dollar exchange rate fell from R$1.9554 per U.S. dollar at
December 31, 2000 to R$3.5333 at December 31, 2002. In 2003, the real has strengthened against the U.S. dollar. At December 31, 2003 the
real/U.S. dollar exchange rate was R$2.8892 per U.S. dollar.

A significant amount of our financial assets and liabilities are denominated in or indexed to foreign currencies, primarily U.S. dollars. When
the Brazilian currency is devalued, we incur losses on our liabilities denominated in or indexed to foreign currencies, such as our U.S.
dollar-denominated long-term debt and foreign currency loans, and experience gains on our monetary assets denominated in or indexed to
foreign currencies, as the liabilities and assets are translated into reais. If a devaluation occurs when the value of such liabilities significantly
exceeds the value of such assets, including any financial instruments entered into for hedging purposes, we could incur significant reduction in
our revenues, even if their value has not changed in their original currency. This could adversely affect our ability to meet certain of our payment
obligations.

The proposed changes in Brazilian labor law may affect labor relations

In April 2003, the Lower House reopened the discussions regarding the changes in the Brazilian Labor Law (Consolidagdo das Leis do
Trabalho, or CLT). According to the system currently in force, labor relations are strongly regulated. Although still protecting fundamental labor
rights, the committee in charge of the preparation of a new bill has proposed to include more flexibility in the rules regulating labor relations in
Brazil, allowing for employers and employees to more freely negotiate certain aspects of their employment relations. A revision of union
relations in Brazil may also be discussed. It is not clear whether the proposed changes, if approved by the Congress, would be well accepted by
employees of Brazilian companies, including us, and their respective unions. These changes, if implemented, may adversely impact our business
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in the future.

Restrictions on the movement of capital out of Brazil may hinder your ability to receive dividends and distributions on, and the proceeds from
any sale of the Preferred Shares

The Brazilian government may impose restrictions on capital outflow that would hinder or prevent the custodian in Brazil, or you if you have
exchanged your ADSs for the underlying Preferred Shares, from converting the proceeds relating to the Preferred Shares into U.S. dollars and
remitting those proceeds abroad. Brazilian law permits the government to impose these restrictions whenever there is a serious imbalance in
Brazil's balance of payments or reasons to foresee such a serious imbalance. Although, there is no current material imbalance in Brazil's balance
of payments, there can be no assurance that such an imbalance may not arise in the future or that the Brazilian government will not institute
more restrictive exchange control policies in the future. See Item 10 "Additional Information Taxation Brazilian Tax Considerations."

As a holder of ADSs you may have fewer and less well-defined shareholders' rights than in the United States

Our corporate affairs are governed by our Bylaws and Brazilian Corporation Law, which may differ from the legal principles that would apply
if we were incorporated in a jurisdiction in the United States. Under Brazilian Corporation Law, you and the holders of our Preferred Shares may
have fewer and less well defined rights to protect your interests relative to actions taken by our board of directors or the holders of our Common
Shares than under the laws of other jurisdictions outside Brazil.

Restrictions on insider trading and price manipulation, rules and policies against self-dealing and regarding the preservation of shareholder
interests may not be as detailed, well-established and enforced in Brazil as in the United States, which could potentially disadvantage you as a
holder of our Preferred Shares and/or ADSs. For example, when compared to Delaware general corporation law, Brazilian Corporation Law and
practice has less detailed and well-established rules and judicial precedents relating to the review of management decisions involving duty of
care and duty of loyalty standards in the context of corporate restructurings, transactions with related parties, and sale-of-business transactions.
In addition, shareholders in Brazilian companies must hold at least 5.0% of the outstanding share capital of a corporation in order to have
standing to bring shareholders' derivative suits, and shareholders in Brazilian companies ordinarily do not have standing to bring class action
suits.

Risks Associated with Our Preferred Shares or American Depositary Shares

The relative volatility and illiquidity of the Brazilian securities markets may substantially limit your ability to sell the Preferred Shares
underlying the American Depositary Shares at the price and time you desire

Investing in securities in emerging markets, such as Brazil, involves greater risk than investing in securities from more developed countries
and such investments are generally considered speculative in nature.

Brazilian investments, such as investments in our securities, are subject to economic and political risks, involving, among others:

e changes in the regulatory, tax, economic and political environment that may affect the ability of investors to receive payment, in whole
or in part, in respect of their investments; and

e restrictions on foreign investment and on repatriation of capital invested.

The Brazilian securities markets are substantially smaller, less liquid, more concentrated and more volatile than major U.S. and European
securities markets, and are not as highly regulated or supervised as these markets. The relatively small capitalization and the illiquidity of the
Brazilian equity markets may substantially limit your ability to sell the Preferred Shares underlying the ADSs.

Developments in other countries, including Argentina, may affect the Brazilian economy, market price of the Preferred Shares and your
American Depositary Shares

The securities of Brazilian issuers have been influenced by economic and market conditions in other countries, especially other emerging
market countries. Since the end of 1997, and in particular during 2001 and 2002, the international financial markets have experienced significant
volatility as a result of economic problems in various emerging market countries, including the recent economic crisis in Argentina, Venezuela,
Uruguay and Paraguay have also experienced a significant economic downturn. Investors subsequently have had a heightened risk perception for
investments in such markets. As a result, in some periods, Brazil has experienced a significant outflow of U.S. dollars and Brazilian companies
have faced higher costs for raising funds, both domestically and abroad, and have been impeded from accessing international capital markets.
We cannot assure investors that international capital markets will remain open to Brazilian companies, including Brasil Telecom Participacdes
S.A., or that prevailing interest rates in these markets will be advantageous to us and our ability to obtain additional financing on acceptable
terms or at all. As a consequence, the market value of our securities may be adversely affected by these or other events outside of Brazil. See
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Item 9 "The Offer and Listing Offer and Listing Details." There can be no assurances that future events elsewhere, especially in emerging market
countries, will not have an adverse effect on the market value of our Preferred Shares and our ADSs.

Holding your Preferred Shares in ADS form may subject you to several risks and may jeopardize certain rights relating to voting, dividends and
distributions, and preemptive rights, among others, that you would otherwise enjoy as a holder of Preferred Shares

e In the limited circumstances where holders of Preferred Shares are able to vote, you will be able to exercise your voting rights with
respect to the Preferred Shares represented by ADSs only in accordance with the provisions of the deposit agreement relating to the
ADSs. There are practical limitations upon your ability, as an ADS holder, to exercise your voting rights due to the additional
procedural steps involved in communicating with such holders. See Item 7 "Major Shareholders and Related Party Transactions Major
Shareholders" and Item 10 "Additional Information Memorandum and Articles of Association Voting Rights."

e If you are a resident of the United States you may not be able to exercise your preemptive rights, or exercise other types of rights, with
respect to our Preferred Shares. Your ability to exercise preemptive rights is not assured unless a registration statement is effective
with respect to those rights or an exemption from the registration requirements of the U.S. Securities Act of 1933, as amended (the
"Securities Act") is available. We are not obligated to file a registration statement relating to preemptive rights with respect to our
Preferred Shares. Moreover, there can be no assurance that we will file any such registration statement. If a registration statement is
not filed and an exemption from registration does not exist, Citibank, N.A., as depositary (the "Depositary"), will attempt to sell the
preemptive rights, and you will be entitled to receive your share of the proceeds of the sale. However, the preemptive rights will expire
if the Depositary cannot sell them. For a more complete description of preemptive rights with respect to our Preferred Shares, see Item
10 "Additional Information Memorandum and Articles of Association."

e Payments of cash dividends and distributions, if any, will be made in Brazilian currency to Banco Itad S.A., as custodian for your
Preferred Shares represented by the ADSs, on behalf of the Depositary, which will then convert such proceeds into U.S. dollars and
will cause such U.S. dollars to be delivered to the Depositary for distribution to you, as a holder of ADSs. Holders of ADSs could be
adversely affected by devaluations of the Brazilian currency that may occur due to delays in, or a refusal to grant any, required
government approval for conversions of Brazilian currency payments and remittances abroad of the Preferred Shares underlying our
ADSs. See Item 10 "Additional Information Memorandum and Articles of Association Dividends."

e As an ADS holder, you will be required to pay certain fees to the Depositary in connection with certain events, such as exercising your
rights to purchase additional ADSs and redemption of your ADSs by our company, among others.

e We may agree with the Depositary to modify the deposit agreement at any time without your consent. We undertake to give holders of
ADSs 30 days' prior notice of any modifications that would materially prejudice any of their substantial rights under the deposit
agreement. You will be bound by the modifications to the deposit agreement if you continue to hold your ADSs after the modifications
to the deposit agreement become effective.

Tax reform will be gradually implemented in the following years

In December 2003, the Federal Senate approved part of the tax reform bill that had been under discussion for eight months. The text approved
by the Senate was consolidated in Constitutional Amendment No. 42, enacted on December 19, 2003. Constitutional Amendment No. 42 is
already in force, and provides for an extension on the assessment of the Provisional Contribution of Financial Transfers (Contribui¢do
Provisoria sobre Movimentagdo Financeira - "CPMF"), the assessment of Programa de Integrac¢do Social ("PIS"); and Contribui¢do para
Financiamento da Seguridade Social ("COFINS") taxes on import transactions, and the assessment of COFINS under a non-cumulative regime.

Some important issues originally provided for in the tax reform bill relate to: (i) harmonization of ICMS tax rules, which would be governed
by a single federal legislation applicable to all states; (ii) equalization of ICMS rates; and (iii) limitations on granting tax incentives. If approved,
such measures shall be gradually adopted in 2005 and 2007. The delay in the approval and implementation of the tax reforms bill may negatively
affect the Brazilian economy and capital markets.

Changes in Brazilian tax laws may have an impact on the taxes applicable to the disposition of the ADSs

According to Law No. 10,833, enacted on December 29, 2003, the disposition of assets located in Brazil by non-residents of Brazil, whether
to other non-residents of Brazil or Brazilian residents and whether made within or outside Brazil is subject to taxation in Brazil. Considering the
general and unclear scope of Law No. 10,833 and the absence of judicial guidance in respect thereof, we are unable to predict how the scope of
Law No. 10,833 would be interpreted in the courts of Brazil.

Table of Contents
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ITEM 4. Information on the Company

Table of Contents
History and Development of the Company

We are one of the fixed-line telecommunications companies that resulted from the breakup and privatization of Telebras) by the Brazilian
Federal Government in 1998. We are an amalgamation of the following operating companies formerly controlled by Telebrds:
Telecomunicagoes de Santa Catarina S.A.  Telesc ("Telesc"), Telecomunicagdes de Goids S.A.  Telegoids ("Telegoias"), Telecomunicagdes de
Brasilia S.A.  Telebrasilia ("Telebrasilia"), Telecomunicagées do Mato Grosso S.A.  Telemat ("Telemat"), Telecomunicagoes do Mato Grosso do
Sul S.A.  Telems ("Telems"), Telecomunicagoes de Rondonia S.A.  Teleron ("Teleron"), Telecomunicacdes do Acre S.A. Teleacre ("Teleacre"),
Companhia Telefonica Melhoramento e Resisténcia CTMR ("CTMR"), and our predecessor, Telecomunicag¢des do Parand S.A. Telepar
("Telepar") and CRT, a company formerly controlled by Telefonica S.A. and acquired by us in July 2000.

Our principal executive office is located at SIA/Sul, ASP, Lote D, Bloco B 71215-000  Setor de Indiistria e Abastecimento, Brasilia, DF,
Brazil, and our telephone number is (55-61) 415-1140. Our agent in the United States is CT Corporation System, located at 111 Eighth Avenue,
13th floor, New York, New York 10011.

Historical Background

Prior to the incorporation of Telebrds in 1972, there were more than 900 telecommunications companies operating throughout Brazil. Between
1972 and 1975, Telebrds acquired almost all the other telephone companies in Brazil and thus came to have a monopoly over the provision of
public telecommunications services in almost all areas of the country. Beginning in 1995, the Federal Government undertook a comprehensive
reform of Brazil's telecommunications regulatory system. In July 1997, Brazil's National Congress approved the Lei Geral de Telecomunicagoes
(the "General Telecommunications Law," and together with the regulations, decrees, orders and plans on telecommunications issued by Brazil's
Executive Branch, the "Telecommunications Regulations"), which provided for the establishment of a new regulatory framework, the
introduction of competition and the privatization of Telebrds.

The General Telecommunications Law established Anatel as the regulator of the telecommunications industry in Brazil. Anatel is
administratively independent from the Brazilian Government and financially autonomous. Anatel is required to report on its activities to the
Ministry of Communications and to the Brazilian Congress on an annual basis. In addition, any proposed regulation of Anatel is subject to a
period of public comment, including public hearings. Anatel's decisions may be challenged in the Brazilian courts. Among its functions are the
following:

e to propose the implementation or elimination of services in the public regime;

e to manage the spectrum of radio frequency and the use of orbits;

e to settle conflicts of interest among the companies that render telecommunications services;

e to protect and defend the users' rights;

e to prevent, control and punish penalties of the economic order, in the telecommunications industry;

e to establish restrictions, limits or conditions to corporate groups in obtaining or transferring the concessions, permissions and
authorizations, in order to assure the competition; and

e to establish the rate structure for each kind of services rendered in the public regime.

On January 30, 1998, in preparation for the restructuring and privatization of Telebrds, the cellular telecommunications operations of Telebras'
operating subsidiaries were spun off into separate companies. On May 22, 1998, Telebras was restructured to form, in addition to Telebrdas, 12
new holding companies by means of a procedure under Brazilian Corporation Law called cisdo, or split-up. These new holding companies were
allocated virtually all the assets and liabilities of Telebr4s, including the shares held by Telebrds in its operating companies. The split-up of
Telebrds into 12 new holding companies is referred to herein as the "breakup of Telebras."

These holding companies, together with their respective subsidiaries, consisted of (i) eight cellular service providers, each operating in one of
the regions into which Brazil has been divided for purposes of cellular telecommunications services in the frequency range formerly used by
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each of the former operating companies of Telebrds, (ii) three regional fixed-line service providers, each providing local and intraregional
long-distance service in one of the three regions into which Brazil has been divided for purposes of fixed-line telecommunications, and (iii)
Embratel, which provides domestic (including intraregional and interregional) long-distance telephone service and international telephone
service throughout Brazil.

Set forth below are maps of Brazil showing the locations of the fixed line, long-distance regions and cellular regions into which the country
was split-up following the breakup of Telebras:

We are one of the three holding companies providing local and long-distance services in Brazil. See Item 7 "Major Shareholders and Related
Party Transactions Major Shareholders." In the breakup of Telebrds, we were allocated all the share capital held by Telebrds in Telesc, Telegoids,
Telebrasilia, Telemat, Telems, Teleron, Teleacre and CTMR, companies which provided fixed-line telecommunications service in the northern,
western, central and southern regions of Brazil. See " Business Overview Our Region." In July 1998, the Federal Government sold all its voting
shares of these holding companies, including the shares it held in Brasil Telecom Participacdes S.A. to private sector buyers. The sale of all of
the Federal Government's voting shares in the holding companies to private sector buyers is referred to herein as the "privatization of Telebr4s."
As a result of the merger of Telepar, Telesc, Telegoids, Telebrasilia, Telemat, Telems, Teleron, Teleacre, CTMR and CRT, which ultimately
became Brasil Telecom S.A., our subsidiary, we became the leading local and intraregional fixed-line telecommunications service provider in
our region. The only other relevant fixed-line telecommunications service provider in our region is Global Village Telecom (Sercomtel and
CTBC also operate partially in our region but we do not service the same cities). For intraregional long-distance telecommunications services,
Intelig and Embratel, among others, are providers that are authorized to provide long-distance services in our region.

The other major telecommunications operators which were created as a result of the privatization of Telebrds are: Telemar which is our mirror
telecommunications service provider in Region I, Telesp which is our mirror telecommunications service provider in Region III, and, Embratel
which provides domestic and international long-distance service throughout Brazil. We, Telemar, Telesp and Embratel all operate pursuant to
public concessions granted by Anatel.

Since the privatization of Telebrds, Anatel has continued to implement regulations which further its policy of promoting competition and
quality of service in the Brazilian telecommunications market place. As part of this policy initiative, Anatel has allowed new private competitors
into the Brazilian market to compete directly against us. In addition, Anatel has required us and the other public concession service providers to
meet certain quality and universalization targets before we could compete in other service providers' market areas. On January 19, 2004, we
received certification by Anatel that we have accomplished our universalization targets. Accordingly, we are now authorized to offer local fixed
and domestic and international long-distance telephone services, originated inside or outside our region as well as mobile services in our region.
The certification of other service providers' compliance with universalization and expansion targets, permits other service providers to operate in
our region.

History of Our Company
The following bullet points illustrate a brief history of our company:

e May 22, 1998: The Brazilian Government transferred the ownership of Telesc, Telepar, Telegoids, Telebrasilia, Telemat, Telems,
Teleron, Teleacre and CTMR to us.

e July 29, 1998: Solpart acquired a controlling interest in our predecessor, Tele Centro Sul Participagdes S.A., from the Brazilian
government in the privatization process of Telebras.

e February 28, 2000: Our subsidiary, Brasil Telecom S.A., was reorganized and merged with and into the concessionaires Telesc,
Telepar, Telegoids, Telebrasilia, Telemat, Telems, Teleron, Teleacre and CTMR.

e April 28, 2000: In accordance with our strategy of becoming a national telecommunications company, Brasil Telecom Participa¢des
S.A. changed its corporate name from Tele Centro Sul Participagcdes S.A. to Brasil Telecom Participagoes S.A.
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e July 5, 2000: Brasil Telecom Participagdes S.A s ADSs were listed on the New York Stock Exchange and started trading under new
symbol: "BRP".

July 31, 2000: Brasil Telecom S.A. acquired 98.8% of the corporate capital of TBS Participacdoes S.A. ("TBS"), a company controlled
by Telefonica, which held 85.2% of the voting capital of CRT, representing 31.6% of the total share capital of CRT, for approximately
R$1,500.0 million. CRT was the leading fixed-line telecommunications service company in the state of Rio Grande do Sul. The
acquisition of CRT was financed partly through the use of Brasil Telecom S.A.'s cash reserves, as well as through the domestic
placement of commercial paper worth approximately R$900.0 million.

December 28, 2000: TBS was merged into CRT, and immediately afterwards CRT was merged with and into Brasil Telecom S.A.
Pursuant to its merger with CRT, minority shareholders of CRT were given the right to exchange their CRT shares for Preferred
Shares and Common Shares of Brasil Telecom S.A. The exchange of shares was made based on the market value of Brasil Telecom
S.A.'s shares compared to those of CRT.

November 1, 2001: BrT Servigcos de Internet S.A. ("BrTSi") acquired 15.4% of the total capital stock of iBest Holding Corporation
(which controls iBest S.A.), for approximately R$10.0 million.

November 16, 2001: Our subsidiary, Brasil Telecom S.A., listed ADSs evidencing its Preferred Shares on the New York Stock
Exchange.

December 5, 2001: Our subsidiary, Brasil Telecom S.A., acquired 19.9% of the capital stock of Vant, a leading corporate data
solutions provider, for R$3.9 million from AESCOM Sul Ltda. and Luiz Cruz Schneider together with an option to purchase the
remaining 80.1% after certification by Anatel of compliance with the 2003 targets stipulated in our concession contracts.

e May 9, 2002: Brasil Telecom Participacdes S.A. and Brasil Telecom S.A., joined the Special Corporate Governance Level 1 of the Sdo
Paulo Stock Exchange ("BOVESPA").

June 3, 2002: Brasil Telecom Participacdes S.A.'s shares listed on BOVESPA started trading under new symbols: "BRTP3" for
Common Shares and "BRTP4" for Preferred Shares. Brasil Telecom S.A.'s shares listed on BOVESPA started trading under new
symbols: "BRT03" for Common Shares and "BRT04" for Preferred Shares.

December 18, 2002: Brasil Telecom S.A. acquired licenses for the personal communications system ("PCS") for R$191.5 million
through the auction held on November 19, 2002. The minimum price was R$182.9 million and Brasil Telecom S.A. paid a premium of
3.6%.

February 18, 2003: Brasil Telecom S.A. announced the acquisition of 19.9% of the capital of MTH do Brasil Ltda.("MTH"), a
company that holds 99.99% of the capital of MetroRED Telecomunicacées Ltda.("MetroRED"), for U.S.$17.0 million together with an
option to purchase the remaining 80.1% of the capital of MTH for U.S.$51.0 million after certification by Anatel of compliance with
the 2003 targets stipulated in our concession contracts.

June 11, 2003: Brasil Telecom S.A. acquired, through BrTSi, the entire submarine fiber-optic cable system of 360 Networks Americas
do Brasil Ltda. ("GlobeNet") for U.S.$46.8 million. A total of U.S.$27.6 million was payable on June 11, 2003, with the remaining
U.S.$19.2 million paid within 18 months of the first installment.

June 26, 2003: Brasil Telecom S.A. acquired the remaining capital of iBest Holding Corporation for U.S.$36.0 million.

January 19, 2004: Anatel certified that we had met our universalization targets and authorized us to provide interregional long-distance
services throughout Brazil and international long-distance services, also from any point in the country. We also received authorization
to offer local services out of our original concession area and to offer mobile services in our region.

March 16, 2004: CADE, released a provisory decision determining that TII, one of our former controlling shareholders could not
return to Brasil Telecom's block of control, notwithstanding the authorization from Anatel that they could do so. The outcome is still
pending.

e May 13, 2004: Brasil Telecom S.A. purchased the remaining 80.1% of the capital of MTH for U.S.$51.0 million which could only be
possible once we received certification of our compliance with the 2003 targets stipulated by Anatel in our concession contracts.

e May 13, 2004: Brasil Telecom S.A. purchased the remaining 80.1% capital of Vant for R$15.6 million which could only be possible
once we received certification of our compliance with the 2003 targets stipulated by Anatel in our concession contracts.
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e May 2004: Brasil Telecom S.A. received acceptances of its offer to purchase 63.0% of the shares of Internet Group do Brasil Ltda.'s
("iG") capital stock from certain shareholders for U.S.$100.7 million. The purchase of these shares is still subject to due diligence and
execution of final purchase and sale agreements.

Organizational structure

Brasil Telecom Participagdes S.A. is structured as a holding company and conducts substantially all of its operations through its only and
wholly-owned subsidiary, Brasil Telecom S.A. Brasil Telecom S.A. currently has four wholly-owned subsidiaries, BrT Servigos de Internet
S.A., 14 Brasil Telecom Celular S.A., Vant Telecomunicag¢des S.A. and MTH Ventures do Brasil Ltda. and Brasil Telecom S.A. is subdivided
into eleven operational branches, Tocantins, Goids, Acre, Rondonia, Mato Grosso, Mato Grosso do Sul, Parand, Santa Catarina, Rio Grande do
Sul, Pelotas and the Federal District. For information on our shareholding structure, please see Item 7 "Major Shareholders and Related Party
Transactions Major Shareholders." The following chart sets forth a summary of our organizational structure, including the percentage of voting
capital held in each of our significant indirect subsidiaries as of December 31, 2003. All of our significant indirect subsidiaries are organized and
existing under the laws of the Federative Republic of Brazil, except for Brasil Telecom Submarine Cable System (Bermuda) Ltd. incorporated
under the laws of Bermuda, Brasil Telecom of America Inc. incorporated under the laws of the United States of America and Brasil Telecom de
Venezuela S.A. incorporated under the laws of Venezuela.

BrT Servicos de Internet S.A.

We formed BrTSi in October 2001. Through BrTSi, we provide broadband internet services based on ADSL (Assymetric Digital Subscriber
Line) technology through our internet service provider ( ISP ) BrTurbo. BrTSi is also the parent company of the subsidiaries that operate our
submarine fiber optic cable system which we refer to as GlobeNet, and iBest, our free internet service provider.

iBest

In February 2002, BrTSi acquired 15.5% of iBest Holding Corporation for approximately U.S.$10.0 million. iBest Holding Corporation
controls iBest S.A. ( iBest ), a free internet service provider and important brand name. On June 26, 2003, we acquired through our wholly owned
subsidiary, BrTSi, the remaining capital of iBest Holding Corporation for U.S.$36.0 million, consolidating our 100% ownership of iBest.

GlobeNet (Submarine Fiber-Optic Cable System)

On June 11, 2003, we acquired, through BrTSi, the entire submarine fiber-optic cable system of 360 Networks Americas do Brasil Ltda.
which we refer to as GlobeNet, for U.S.$46.8 million. A total of U.S.$27.6 million was paid on June 11, 2003, with the remaining
U.S.$19.2 million payable within 18 months of the first installment. As part of this acquisition, BrTSi formed five operating subsidiaries: Brasil
Telecom Cabos Submarinos (Holding) Ltda., Brasil Telecom Cabos Submarinos Ltda., Brasil Telecom of America, Inc., Brasil Telecom Subsea
Cable System (Bermuda) Ltd. and Brasil Telecom de Venezuela, S.A. These companies own and operate the GlobeNet fiber optic cable system
that connects the United States, Bermudas, Brazil and Venezuela. Brasil Telecom of America, Inc. is headquartered in Boca Raton, Florida, and
coordinates all GlobeNet s activities and supports the commercial activities of the group in the international market.

14 Brasil Telecom Celular S.A.

14 Brasil Telecom Celular S.A., is our mobile telephony services subsidiary, which we expect to be operational during the third-quarter of
2004. See "--Business Overview--Wireless Services."

Vant Telecomunicagées S.A.

On May 13, 2004, Brasil Telecom S.A. exercised its option to purchase for R$15.6 million the remaining 80.1%, giving us 100%, of the
capital of Vant. This purchase was made possible once we received certification by Anatel of our compliance with our 2003 universalization
targets. Vant offers internet protocol as well as other products to the corporate market throughout Brazil.

MetroRED Telecomunicagoes Ltda.

25



Edgar Filing: BRASIL TELECOM HOLDING CO - Form 20-F

On May 13, 2004, Brasil Telecom S.A. exercised its option to purchase for U.S.$51.0 million the remaining 80.1% giving us 100% of the
capital of MTH. This purchase was made possible once we received certification by Anatel of our compliance with our 2003 universalization
targets. MetroRED is a leading local fiber optic network provider, with 331 kilometers of local area network in Sdo Paulo, Rio de Janeiro and
Belo Horizonte, and a 1,485 kilometer long-distance network linking these three metropolitan areas as well as an internet solutions data center in
Sao Paulo which will provide internet support to our customers. As part of the acquisition, we also acquired a management team with expertise
in these markets.

Intelig

We are engaged in on-going discussions with Intelig s shareholders, France Telecom, Sprint Corp. and National Grid Group PLC, with respect
to a possible acquisition of Intelig. Intelig started operations in 2000, and provides national and international long distance services nationwide
and competes directly with Embratel. Intelig has built out an extensive fixed-line telecommunications network throughout the country. The
terms of any acquisition have not been determined and accordingly, it is not possible to predict the outcome of this process.

iG

In May 2004, Brasil Telecom S.A. received acceptances of its offer to purchase 63.0% of the shares of iG s capital stock from certain
shareholders for U.S.$100.7 million. The purchase of these shares is still subject to due diligence and execution of final purchase and sale
agreements. iG is a free internet services provider. This acquisition will consolidate our already leading position in the ISP market by giving us
more than 50.0% of the dial-up minutes in the Brazilian market as well as an additional three million active internet users.

Table of Contents

Capital Expenditures

Before the breakup of Telebrds, our capital expenditures were planned and allocated by Telebrds on a system-wide basis and subject to
approval by the Federal Government. These constraints on capital expenditures prevented us from making certain investments that otherwise
would have been made to improve telecommunications service in our region. Since the breakup of Telebrds, we are no longer subject to these
restrictions. We are now permitted to determine our own capital expenditure budget, subject to compliance with certain obligations under our
concessions. See  Regulation of the Brazilian Telecommunications Industry Obligations of Telecommunications Companies.

The following table sets forth our capital expenditures on plant expansion and modernization for each of the years ended December 31, 2001,
2002 and 2003.

Year ended December 31,

2001 2002 2003

(millions of reais)

Switching 455.8 235.0 164.0
Transmission 463.1 133.5 136.2
Access Network 1,094.1 212.9 108.8
Data Network 176.3 312.3 209.4
Infrastructure 3125 148.7 37.4
Other investments (V 924.0 963.5 1,138.2
Total capital expenditures 3,425.7 2,005.9 1,794.0
(1) Other investments include the acquisition of PCS licenses, the acquisition of GlobeNet, MetroRED and iBest and investments to replace plant equipment

and other fixed assets generally without altering the capacity of the assets replaced and certain investments in operational and technical support such as
telecommunications management network systems, IT investments and expansion projects.

Our capital expenditures decreased approximately 10.6% to R$1,794.0 million in the year ended December 31, 2003, from R$2,055.9 million
for the corresponding period in 2002. Of our total capital expenditures, R$1,328.2 million related to expansion and modernization of our fixed
telephony operations, R$109.2 million to mobile telephony operations and R$356.7 million to the acquisition of the capital stock of GlobeNet,
MetroRED and iBest. The capital expenditures on the expansion and modernization of our fixed telephony operations consist mainly of updating
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technology and upgrading capacity in relation to our transmission backbone, switching centers, data network and intelligent network.
Expected Capital Expenditures on Plant Expansion and Modernization

We currently expect to invest approximately R$725.5 million in the expansion and modernization of our network during the fiscal year 2004.
For the three months ended March 31, 2004, we had invested approximately R$147.4 million in the expansion and modernization of our
network. See Item 5 Operating and Financial Review and Prospects Liquidity and Capital Resources Capital Expenditures. We expect to finance
our remaining expected 2004 capital expenditures with internal funds generated primarily from our operations.

Acquisition of PCS Licenses

As part of our strategy of providing integrated solutions to our clients, we acquired PCS licenses for R$191.5 million, at an auction held on
December 18, 2002. We paid a premium of 3.6% over the reserve price of R$184.9 million.

On December 18, 2002, we paid the equivalent of 10.0% of the total bid amount at auction. The remaining 90.0% will be paid in six equal
installments annually, respectively due 36, 48, 60, 72, 84 and 96 months after the date of the signing of the term of authorization. These
installments will be adjusted by the IGP-DI index plus 1.0% interest rate over the indexed amount calculated from the term execution date.
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We provide fixed-line telecommunications services in Brazil under concessions which we assumed from each of Telepar, Telesc, Telegoids,
Telebrasilia, Telemat, Telems, Teleron, Teleacre, CTMR and CRT for each of the states in our region. These concessions were granted by the
Brazilian government to us and to each of these companies as a result of the privatization process. Until January 2004, these concessions
authorized us to provide local and intrastate fixed-line telecommunications services in nine states located in the northern, western, central and
southern regions of Brazil and in the Federal District. These concession areas constitute our region. See ~ Our region. As a result of these original
concessions, we are the leading provider of local fixed-line telecommunications services and intraregional fixed-line telecommunications
services in our region. Local fixed-line telecommunications services include all calls that originate and terminate within a single local area, as
well as, installation, monthly subscription, public telephones and supplemental local services. Intrastate fixed-line telecommunications services
include all calls between local areas within a state.

Our business, including the service we provide and the rates we charge, is subject to comprehensive regulation by Anatel, an independent
regulatory agency, under the General Telecommunications Law and various administrative enactments thereunder. The licenses and concessions
under which we operate our fixed-line services imposed certain universalization, expansion and modernization targets on us. On January 19,
2004, we received certification by Anatel that we have accomplished our universalization target. Accordingly, we are now authorized to offer
local fixed and domestic and international long-distance telephone services, originated inside or outside our region. We are also authorized to
provide mobile telephone services in our region. Our competitors in these services are Embratel, Intelig, Global Village Telecom, Telesp,
Telemar, TIM, Claro, Vivo, Companhia de Telecomunicac¢des do Brasil Central ( CTBC Telecom ) and Sercomtel Telecomunicagoes S.A.
( Sercomtel ).

Our Strategy

Our goal is to become a leading provider of integrated telecommunications services in Brazil and South America by maintaining our strong
position in the local and intraregional long distance markets while at the same time enhancing our existing services and developing new services
which complement our existing products and services. We intend to achieve this goal by implementing the following key strategies:

Offer interregional and international long-distance services

We intend to increase our market share in our principal business of providing intraregional long-distance service in Region II. Since
January 22, 2004 we have begun offering interregional and international long distance services and started competing directly with other
regional operators which currently provide such services. By offering interregional and international long-distance services, we expect to be able
to offer our existing corporate and residential clients more competitive and integrated plans and capture market share. We intend to leverage the
strength of the Brasil Telecom brand in Region II and to solidify Brasil Telecom S.A. as the carrier of choice through advertising campaigns that
promote the use of our carrier selection code 14 and the synergies across our growing portfolio of integrated services, including wireless, data
and long-distance services nationwide.

Develop our wireless telecommunications services
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As we have received Anatel's certification that our 2003 universalization targets have been met, we have recently begun offering wireless
telecommunications services using Global System for Mobile Communications ("GSM"), technology through our subsidiary, 14 Brasil Telecom
Celular S.A., and under the brand name "Brasil Telecom GSM". With the introduction of wireless services, we are the only company in Region
II to offer both wireline and wireless services and we expect to leverage this to increase our brand awareness and overall market share. We are
able to offer competitive wireless service plans due, among other things, to the attractive prices paid for our licenses and the favorable terms
available to us from our equipment vendors. We also intend to realize the synergies between our wireline and wireless operations by marketing
to our existing client database, using our existing wireline sales channels, providing integrated packages and sharing infrastructure and
operational systems. We also intend to develop new mobile products and services for the corporate market.

Continue to integrate and acquire high technology network infrastructure in order to position ourselves as a market leader in the Brazilian
corporate market

Our acquisition in June 2003 of GlobeNet, our submarine fiber optic cable system, and our acquisition in May 13, 2004 of MetroRED, our
local fiber-optic network, provided us with a state-of-the-art broadband infrastructure as well as local network capacity. These networks consist
of a 22,000 kilometer submarine fiber optic system connecting us to most of Latin America and the United States, as well as 331 kilometers of
local and 1,485 kilometers of long-distance fiber-optic lines in Brasil, allowing us to expand geographically to three principal corporate markets
outside our region S@o Paulo, Rio de Janeiro and Belo Horizonte. In addition, through MetroRED we obtained an internet center in Sao Paulo
that will host various internet services. We intend to integrate these networks and this center into our existing network and business and to use
this capacity to meet the growing demands for our network and data transmission services in order to become the market leader in both
residential and corporate network and data transmission services.

Develop integrated voice, data and multimedia services for residential and corporate clients

We intend to offer voice, data and multimedia products and services through our existing distribution channels as well as through new mobile
phone stores, which we expect to open this year. Our strategy is to provide a one-stop shopping environment for both residential and corporate
clients, satisfying all of their local, long distance, mobile, network and data transmission service needs. We intend to maximize synergies and
increase client loyalty by providing value-added services and to attract new clients and maintain existing clients by offering competitively priced
products. We also intend to provide integrated customer service which will allow us to improve our service quality as well as increase our sales.

Evaluation of possible participation in consolidation of Brazilian telecommunications industry

The Brazilian telecommunications industry has experienced and may continue to experience consolidation. We continue to evaluate potential
consolidation opportunities in Brazil, which may include acquisitions or other methods of participation designed to increase our market share or
to improve our efficiency.

We are engaged in on-going discussions with Intelig s shareholders, France Telecom, Sprint Corp. and National Grid Group PLC, with respect
to a possible acquisition of Intelig. Intelig started operations in 2000, and provides national and international long distance services on a
nationwide basis and competes directly with Embratel. Intelig has built out an extensive fixed-line telecommunications network throughout the
country. The terms of any acquisition have not been determined and accordingly, it is not possible to predict the outcome of this process.

We are also in discussions with respect to the acquisition of iG, a free internet services provider. This acquisition would consolidate our
already leading position in the ISP market by giving us more than 50.0% of the dial-up minutes in the Brazilian market as well as three million
active internet users.

Our Services

The fixed-line telecommunications services that we offer to our customers consist of (i) local services, including all calls that originate and
terminate within a single local area in the region, as well as, installation, monthly subscription, measured services, public telephones and
supplemental local services, (ii) intraregional long-distance services which include intrastate (calls between local areas within a state in our
region) and interstate (calls between states in our region), (iii) interregional and international long-distance services, (iv) network services,
including interconnection, leasing of facilities and fixed-to-mobile services, (v) data transmission services, (vi) wireless mobile services and (vii)
other services. We do not sell, rent or otherwise provide telephone equipment such as handsets or switchboards. On January 19, 2004, Anatel
certified our compliance with universalization targets which enabled us to provide mobile services in our region and interregional and
international long-distance services in all regions.

The following table sets forth our revenue by type of service for the indicated years. Our rates for each category of service are discussed
below under  Rates. Trends and events affecting our operating revenue are discussed under Item 5 Operating and Financial Review and
Prospects.
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Year ended December 31,

2001 2002 2003

(millions of reais)

Local services 5,548 6,255 6,900
Intraregional (Intrastate and Interstate) long-distance service 1,341 1,748 1,923
Interregional and International long-distance service" 1 1 1
Network services 994 1,021 1,051
Data transmission 324 505 764
Other 250 310 439
Gross operating revenues 8,458 9,840 11,077
Taxes and discounts (2,300) (2,769) (3,162)
Net operating revenues 6,158 7,071 7,915
(1) On January 19, 2004, Anatel certified our compliance with universalization targets which enabled us to provide interregional and international

long-distance service.
Local Services

Local services include all calls that originate and terminate within a single local area in our region, as well as, installation, monthly
subscription, public telephones, and supplemental local services. We are the leading provider of local telecommunications services in our region
with an estimated 96.5% market share. In local fixed-line services, our sole competitor is Global Village Telecom. Global Village Telecom is an
independent service provider operating under an authorization from Anatel. As of December 31, 2003, we had approximately 9.85 million lines
in service. We own and operate public telephones throughout our region. At December 31, 2002, we had approximately 293.3 thousand public
telephones. At December 31, 2003, we had approximately 296.3 thousand public telephones and a ratio of public telephone/ 100 lines installed
equal to 2.77 which meets Anatel s service targets. We also provide a variety of other supplemental local services that include voice mail, call
waiting, call forwarding, conferencing, speed dialing and caller ID.

To date, Telemar, Embratel, Intelig, Telesp, CTBC, Aerotech Telecomunicacdes Ltda. ( Aerotech ), Telefree do Brasil Ltda. (  Telefree ), Impsat,
Easytone Telecomunicagdes Ltda. ( Easytone ) and Transit do Brasil Ltda. ( Transit ) have been granted permission by Anatel to provide local
fixed telecommunications services in our region. We have also been authorized to provide local fixed telecommunications services outside our
region, however as of May 2004, we have not done so.

Intraregional (intrastate and interstate) long-distance service

Calls from one local area in a region to another local area in the same region are referred to as intraregional long-distance calls. Intraregional
long-distance service includes intrastate long-distance calls (calls within a given state in a region) and interstate long-distance calls (calls
between states in a region). Prior to merging into us, each of Telepar, Telesc, Telegoids, Telebrasilia, Telemat, Telems, Teleron, Teleacre,
CTMR and CRT was the exclusive provider of intrastate long-distance service in its state. As a result we became and still are the leading
provider of intrastate fixed-line telecommunications services in our region with an estimated 89.9% intrastate market share and an estimated
75.1% interstate market share at December 31, 2003. Until July 1999, Embratel was the exclusive provider of interstate long-distance service.

Pursuant to Anatel regulations, callers are able to choose a service provider for each long distance call by selecting a carrier selection code
that identifies the carrier. Until July 6, 2003, this was permitted only for calls made from fixed line phones. Since such date mobile callers can
also choose a service provider by selecting a carrier selection code. Our carrier selection code is  14".

As of July 1999, Embratel and Intelig were authorized to provide intrastate long-distance services within the states in our region, and we were
authorized to begin to provide interstate long-distance services between the states in our region. See ~ Competition. As a result we have been
expanding our network to provide interstate long-distance service in our region to compete against Embratel, and Embratel and Intelig have been
expanding their networks to provide intrastate long-distance service to compete against us. Until we complete this expansion, we may lease
transmission facilities from other carriers to complete interstate long-distance calls between states in our region. Telesp, Albra, TIM, Aerotech,
CTBC Telecom, TeleNorte Leste PCS ( TNL PCS ), Telmex do Brasil, Sercomtel, Telefree, Easytone, Transit, Telenova Comunicagoes Ltda.

( Telenova ), Tmais S.A. ( Tmais ) and Global Village Telecom have also been granted permission by Anatel to provide intraregional
telecommunications services in our region.

Interregional and International Service
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Historically, under Anatel rules, regional fixed-line companies, such as us, generally were not permitted to offer interregional or international
long-distance services until December 31, 2003 (the date designed to correspond with the certification of our universalization targets by Anatel).
As a result of Anatel having certified our compliance with universalization targets, on January 19, 2004, we began offering interregional
long-distance and international long-distance services. Interregional long-distance services consist of calls between locations within Brazil.
International long-distance services consist of calls between different regions within Brazil and a location outside of Brazil. In order to provide
these services, we have entered into interconnection agreements with Telemar and Telesp and we will also make use of the cable network we
acquired through the GlobeNet acquisition (linking Brazil with the United States, Bermuda and Venezuela) and through the MetroRED
acquisition (providing network facilities in S@o Paulo, Rio de Janeiro and Belo Horizonte). To date, Telesp, Albra, TIM, Aerotech, CTBC
Telecom, TNL PCS, Telmex do Brasil, Sercomtel, Telefree, Easytone, Transit, Telenova, Tmais and Global Village Telecom have been granted
permission by Anatel to provide intraregional telecommunications services in our region.

Network Services

Our Network services consist of interconnection, lease of facilities and fixed-to-mobile services.

Interconnection services

Interconnection services consist of the use of our network by other telecommunications providers in order to:
e receive calls that originate on our network;
e complete calls that terminate on our network; and
e connect switching stations to our network.

Use of our interconnection services has grown substantially since they were introduced in 1998, as a result of:

e the spin-off of the cellular telecommunications businesses of each of Telepar, Telesc, Telegoias, Telebrasilia, Telemat, Telems,
Teleron, Teleacre and CTMR;

o the breakup of Telebras; and
e the advent of competition in the telecommunications sector in Brazil.

Telecommunications service providers are required to provide interconnection services on a nondiscriminatory basis. Subject to certain
requirements, they are free to negotiate the terms of their interconnection agreements, but if the parties fail to reach an agreement, Anatel will
arbitrate the controversy and establish the terms and conditions of interconnection. See  History and Development of the Company Regulation of
the Brazilian Telecommunications Industry Obligations of Telecommunications Companies Interconnection and  Rate Regulation. The terms of
our interconnection services, particularly the pricing and technical requirements of these services, may affect our results of operations,
competitive environment and capital expenditure requirements.

We provide interconnection services to long-distance providers, such as Embratel, Intelig, Global Village Telecom, espelhinhos , small private
regime operators, and certain operators of trunking services. We also provide interconnection services to the cellular service providers that were
spun off from each of Telepar, Telesc, Telegoids, Telebrasilia, Telemat, Telems, Teleron, Teleacre and CTMR as well as all Band B, D and E
cellular service providers in our region.

Lease of Facilities

Other telecommunications service providers, particularly cellular service providers, lease trunk lines from our company for use within their
own network, which are used for bulk transmission of voice and data messages. Large corporate customers lease lines from our company for use
in private networks connecting different corporate sites. We also lease our telecommunications facilities to Embratel and Intelig in order to
provide access to our network.

Fixed-to-Mobile Services

Fixed-to-mobile services consist of calls that originate in a fixed-line telephone and terminate on a mobile or cellular device. The use of our
fixed-to-mobile services has increased significantly in the past five years as the penetration rate of mobile services in our region has increased.
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Data Transmission Services

We provide a variety of data transmission services through various technologies and means of access. Since 1999, we have invested in data
transmission capacity in response to the growing demand in Brazil for data, images and text transmission services, mainly for corporate
networks and corporate and residential Internet access.

The primary data service that we offer to both residential and corporate clients is ADSL, which we launched in 2001. ADSL is a technology
that allows normal telephone services, as well as delivery of high speed data transmission to virtual private networks or to public internet
networks over existing copper lines. ADSL is an important service because it acts as a primary access or last mile for other services which we
offer such as, BrTurbo, our broadband internet service provider for residential clients and corporations, and Frame Relay, our data transmission
service for corporations. We also sell ADSL accesses to competing ISPs who offer ADSL accesses to their end users. In addition ADSL
provides us with a platform to provide new value added services that increase the average revenue per user such as TvFone , which we launched
in October of 2003. TvFone allows point-to-point videoconferences, over ADSL technology with more than 600kbps, using regular TV and
telephone sets. We intend to continue to invest in our ADSL business in order to better serve the expected increase in demand for this type of
service particularly in the Internet access market.

In 2003 we reached 346,233 ADSL installed ports and 281,900 accesses in service, which represents 120,933 new ADSL accesses added in
2003. This represents a 100.4% growth from the 140,690 accesses in service in 2002, and a growth in the ratio of active customers to 81.4% in
2003 compared to 62.5% in 2002. During 2003 we also increased the number of cities with ADSL services from 172 to 323.

Year ended December 31,

2002 2003 % Change
ADSL
Installed Ports 225,300 346,233 53.7
Accesses in Service 140,690 281,900 100.4

In addition to ADSL, we offer various data transmission services that are designed specifically for corporate clients such as:
o Asynchronous Transfer Mode ( ATM ) and Frame Relay a broadband switching service and data transmission service for corporations;

e Dedicated Internet Protocol ( Dedicated IP ) aleased line which functions as a dedicated gate for access to internet backbone typically
used by internet service providers;

e Digital Dedicated Line Service ( SLDD ) a newly introduced leased dedicated line service which offers wider band width than
Dedicated IP;

e Dial up internet access a remote dial up internet access which we market under the name DialNet . DialNet is used primarily by
corporate internet service providers to provide remote access to corporate networks; and

e virtual private networks based on internet protocol a new product which we market to corporate clients under the Vetor brand name.
The virtual private network offered by Vetor allows companies to consolidate and organize their data communications services and
improve the quality of such services through a virtual private network, which we create for each client using our data transmission
infrastructure.

ATM, Frame Relay, and Dedicated IP, expanded by 24.5% in 2003 compared to 2002. As of December 31, 2003, we had installed 10,245
ATM, Frame Relay or Dedicated IP ports, in 87 cities. The DialNet service increased from 89,020 ports installed at the end of 2002, to 150,174
ports installed in 180 cities at the end of 2003, representing an increase of 68.7%.

Year ended December 31,

2002 2003 % Change

DialNet 89,020 150,174 68.7

ATM / Frame Relay / Dedicated IP 8,232 10,245 24.5
MetroRED
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On May 12, 2004, we purchased the remaining 80.1% stake giving us 100% of the capital share of MTH, the parent company of MetroRED.
MetroRED established its Brazilian branch in August 1997, beginning its commercial operations in December 1998 by providing private digital
telecommunications network to the corporate segment.

Through MetroRED we intend to provide our corporate data transmission services through local fiber optic networks in the Sdo Paulo, Rio de
Janeiro and Belo Horizonte markets. MetroRED has 339 km of metropolitan network in Sdo Paulo, Rio de Janeiro and Belo Horizonte, and
1,485 km of long-distance network connecting these three cities. In addition to its private network, MetroRED also has an Internet solution
center of 3,790 square meters, which offers data center services and support such as co-location and hosting among others. As part of the
acquisition, we acquired a management team with expertise in these markets. Currently, MetroRED has almost 600 clients in Brazil.

MetroRED plays a key role in our strategy to expand outside Region II, due to its excellent positioning in the key data service markets (Sao
Paulo, Rio de Janeiro and Belo Horizonte) as well as its highly qualified executive team. With a technologically advanced data network which
complements our existing networks, MetroRED gives us direct access to main corporate clients in Brazil to whom we can offer national as well
as international services, through GlobeNet s infrastructure. MetroRED s integration with our other services will bring many synergies, not only
on sales opportunities but also in reduction of general and administrative, information technology, and personnel costs. According to a study we
conducted in 2002, approximately 80.0% of the interregional long-distance traffic originating in our region terminates in the three states where
MetroRED has its network. By using MetroRED s infrastructure, we expect to realize savings as we will no longer have to use third parties
infrastructure to complete these calls.

Vant

On May 13, 2004, we purchased the remaining 80.1% stake giving us 100.0% of the share capital of Vant. Founded on October 1999, Vant
was the first telecom company in Brazil to offer 100.0% of its services over the TCP/IP network technology. Through Vant we intend to offer
Dedicated IP and other products to the corporate market throughout Brazil. The Vant acquisition will expand our corporate solutions services to
the other two regions where we were not active.

GlobeNet

We offer bandwidth and interconnectivity to our clients through GlobeNet. GlobeNet was formed in 1998 to provide fiber-optic
communications services in the United States and internationally between the United States and South America. GlobeNet s system is composed
of two armored submarine cable rings, representing approximately 22,000 kilometers of high quality fiber-optic cable, linking Brazil to the
United States, passing through Venezuela and the Bermuda Islands, with an installed capacity of 80Gbps, with the potential to increase to
1,360Gbps.

We anticipate that the infrastructure offered by this system will assist us particularly in the expansion of our corporate data transmission
services. The acquisition of GlobeNet is part of our strategy of becoming a complete telecommunications service company. The GlobeNet
acquisition will allow us to offer integrated services to national and international corporate clients which includes data communications (Internet
and corporate) between Brazil and the USA. In addition, we can reduce our voice and data interconnections costs, and offer international
long-distance services without having to use third party links. Currently we are using only a small percentage of the capacity of GlobeNet to
meet our internal needs. Telemar is also a client of GlobeNet.

Internet Services

In October 2001, we formed BrTSi (a fully owned subsidiary) which provides internet services through BrTurbo and iBest, and data
communications services through GlobeNet.

BrTurbo

We offer broadband Internet services in Region II through BrTurbo, our broadband Internet service provider, based on our ADSL technology.
We created BrTurbo in 2002 as a broadband ISP through which we offer our ADSL access. Through BrTurbo, we offer competitively priced
broadband access as well as modems for purchase and internet content. BrTurbo s content includes live transmission of news, entertainment
channels, video channels with short-length feature films and documentaries and an exclusive on-line games channel. In November 2002,
BrTurbo launched TurboMeeting service, which allows two-line video-conferences.

In 2002, we started BrTurbo Empresas, a line of services aimed at corporate clients, particularly small and medium-sized companies and small
and home offices. As part of these services, we launched BrTData, a portal which offers space for backup and storage of information, e-mail
account, publication of Internet sites and hosting services.

iBest
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We offer free dial up internet services through iBest which we acquired in June 2003. iBest was created in 1999 to develop commercially the
Prémio iBest brand name, an Internet award instituted in 1995 that quickly became a national reference for Internet awards in Brazil. In
December 2001, iBest extended its activities in the Internet market by providing free dial up Internet access. The acquisition of iBest is a
significant step in our Internet strategy. We intend to leverage iBest s large customer base by targeting sales of broadband services (ADSL) to
iBest s dial up customers. In addition to ADSL, we can also offer integrated services such as voice (local and long-distance), data and internet to
iBest s customers, making iBest an important sales channel for us and allowing us to protect an important customer base from our competition.

In addition, iBest is an important traffic generator (incoming calls), which balances our traffic exchange with other networks in our Region.
Traffic drain occurs when a competitor offers free internet services to customers in our region. Because the interconnection regime in Brazil
requires us to pay an interconnection fee to the service provider who completes a call originating from our network, free internet increases the
traffic in only one direction which generates this interconnection revenue for the telecommunications provider. Without a matching increase in
traffic in the other direction, the continued traffic imbalance will result in increasing costs for us. Through iBest, we have been able to minimize
the risk of traffic drain by stimulating the use of iBest through dial up access, thereby increasing incoming traffic to our network.

iG

We also expect to begin offering free internet through iG. Our pending acquisition of iG will consolidate our already leading position in the
ISP market by giving us more than 50.0% of the dial-up minutes in the Brazilian market as well as three million active internet users.

Other Services

We provide telecommunications services beyond local, long distance, network and data transmission services including value-added services
(900, follow-me, voice mail, call waiting) and advertising in the Yellow Pages and advertising on public telephone cards. However, in
accordance with our concessions, we are prohibited from providing cable television services, but we may lease our network to providers of such
services.

Wireless Services

As aresult of our universalization targets certification by Anatel on January 19, 2004, we have begun offering wireless telephony services in
our region in furtherance of our business strategy to provide integrated telecommunications services both in our region and throughout Brazil
using the PCS wireless license we obtained on December 18, 2002. Our license to provide wireless service is valid for fifteen years and may be
renewed for another fifteen years.

We expect to operate on the GSM technology platform throughout Region II and we expect our wireless business will generate revenues in
the following ways:

e usage fees for outgoing calls made and value-added services such as access to the internet, data transmission, short messages, call
forwarding, call waiting and call blocking;

e monthly subscription charges;

e roaming fees;

e interconnection fees received from other operators on incoming calls; and
e sales of handsets.

We have begun offering our wireless services using a relatively low amount of capital expenditure compared to that of some of our
competitors while providing our customers with comparable level of services to that of our competitors, mainly due to lower prices we obtained
for our equipment compared to the cost obtained by our competitors. We expect our coverage to be similar to the Band A operators in the main
metropolitan areas and similar to the Band B operators in the other areas of Region II. We have budgeted U.S.$300.0 million in capital
expenditure through the end of 2005 of which we anticipate 85.0% will be expended in 2004 principally for building out our network
infrastructure and information technology systems. We expect to contain costs and meet our limited expense budget by:

e containing costs via the use of our existing wireline sites and infrastructure (approximately 50.0% of the network);

e sharing cell sites with other companies (approximately 45.0% of the network);
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e initially running our wireless business as one of our divisions and not as a separate business (as is the case for certain of our
competitors), which will allow us to use existing administrative and organizational or infrastructure resources such as our billing,
finance and maintenance departments;

e keeping our subscriber acquisition costs low by using our existing client base and sales channels, linking our marketing strategy to our
existing Brasil Telecom brand rather than creating an additional marketing brand (as has been the case for certain of our competitors).

Our investments in wireless network infrastructure in 2003 have already provided us with coverage in all state capitals in our region. In
addition, our wireless footprint is forecasted to cover 82.0% of the GDP in Region II by the end of 2005.

We intend to provide both our new and existing clients with a complete range of telephony services, including mobile services. We will offer
both pre-paid and post-paid wireless plans and we expect that the ratio of pre-paid to post-paid will initially be 3 to 1. We will target customers
via direct channels such as our corporate stores and kiosks in major cities, via the internet, through our call centers, through our door-to-door
salesforce and through our corporate consultants. We will also use indirect channels such as our dealers, retail chains and other authorized
dealers.

We anticipate that we will be able to gain customers both by targeting new wireless customers in Region II (as of December 31, 2003 market
penetration for wireless services was 31.2%) and by attracting customers from our competitors.

Our Region

Until January 2004, we were authorized by our original concessions to provide fixed-line telecommunications service only in nine states of
Brazil located in the western, central and southern regions of Brazil, and in the Federal District, as listed in the chart below, excluding small
areas in the States of Goids, Mato Grosso do Sul and Parand, which we refer to as our region. We have a unique advantage in this region as we
inherited the telecommunications business in this region upon privatization of Telebrds. Since we received certification that we had met our
universalization targets, we are now authorized to provide interregional long-distance services throughout Brazil and international long-distance
services, also from any point in the country. We also received authorization to offer local services out of our original concession area. Our
primary source of revenues continues to come from operations in our region.

The states in our region cover an area of approximately 2.85 million square kilometers, representing approximately 33.4% of the country s
total area and generating approximately 25.0% of Brazil s Gross Domestic Product ( GDP ) in 2003. At December 31, 2003, the estimated
population of our region was approximately 41.6 million, representing approximately 24.0% of the population of Brazil. Our region has four
metropolitan areas with populations in excess of one million inhabitants, including Brasilia, the capital of Brazil.

The following table sets forth certain key economic data for the states in our region.

Percentage of

Population Population per Brazil's GDP for  Per capita income
State (millions)®V square kilometer” 20002 (R$) for 20002
Parand 9.6 47.96 5.99 6,886
Santa Catarina 54 56.14 3.85 7,903
Distrito Federal 2.1 352.16 2.69 14,377
Tocantins 1.2 4.17 0.22 2,111
Mato Grosso 2.5 2.77 1.22 5,347
Mato Grosso do Sul 2.1 5.81 1.08 5,696
Rond6nia 1.4 5.80 0.51 4,066
Rio Grande do Sul 10.2 36.14 7.73 8,344
Acre 0.6 3.65 0.15 3,042
Goias 5.0 14.69 1.97 4,318

(1) Source: Instituto Brasileiro de Geografia e Estatistica-- IBGE ("IBGE") pursuant to the 2000 national demographic census.
2) Source: IBGE.
Set forth below is a map of Brazil showing the location of our region.

Our business, financial condition, results of operations and prospects depend in part on the performance of the Brazilian economy and the
economy of our region, in particular.
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The following table sets forth a breakdown of our approximate revenues in each of the states in which we operate for the year ended
December 31, 2001.

Mato Rio
Mato Grosso Santa Grande

R$ millions Acre Rondonia Grosso do Sul  Brasilia Goias Tocantins Catarina Parana do Sul Total
Local service 44 110 290 282 690 574 57 680 1,233 1,587 5,548
Intraregional and interregional 9 35 95 71 51 138 28 266 319 329 1,341
International 0 0 0 0 0 0 0 0 1 0 1
Network services 6 28 54 58 103 101 18 133 241 252 994
Data transmission 0 2 9 12 50 24 0 88 80 59 324
Other 1 3 10 8 52 28 3 34 64 47 250
Gross operating revenues 60 178 458 431 947 865 106 1,201 1,938 2,274 8,458
Taxes and discounts (12) (46) (143) (115) (262) (243) (26) (326) (522) (605) (2,300)
Net operating revenues 48 132 315 316 685 622 80 875 1,416 1,669 6,158

The following table sets forth a breakdown of our approximate revenues in each of the states in which we operate for the year ended
December 31, 2002. Since 2002, our consolidated revenues also include BrTSi's revenues, which are not broken down per state.

Mato Rio
Mato Grosso Santa Grande

R$ millions Acre Ronddnia Grosso doSul Brasilia  Goias Tocantins Catarina Parana do Sul Total
Local service 53 134 338 303 747 663 83 853 1,406 1,675 6,255
Intraregional and interregional 12 51 129 88 62 175 39 329 398 465 1,748
International 0 0 0 0 0 0 0 0 1 0 1
Network services 7 26 66 62 114 101 29 131 239 246 1,021
Data transmission 3 8 19 20 94 39 6 126 112 102 505
Other 2 5 11 12 62 36 4 40 74 60 310
Gross operating revenues 77 224 563 485 1,079 1,014 161 1,479 2,230 2,548 9,840
Taxes and discounts 21) (71) 177) (130) (294) (294) (34) 411) (646) (683) (2,768)
Net operating revenues 56 153 386 355 785 720 127 1,068 1,584 1,865 7,072

The following table sets forth a breakdown of our approximate revenues in each of the states in which we operate for the year ended
December 31, 2003. Since 2002, our consolidated revenues also include BrTSi s revenues, which are not broken down per state.

Mato Rio
Mato Grosso Santa Grande

R$ millions Acre Rondonia Grosso do Sul  Brasilia Goias Tocantins Catarina Parana do Sul Total
Local service 57 147 384 341 790 723 98 973 1,545 1,832 899
Intraregional and interregional 11 48 157 88 70 183 43 367 431 525 1,923
International 0 0 0 0 0 0 0 0 1 0 1
Network services 8 31 72 67 124 115 26 131 226 251 1,051
Data transmission 5 13 34 35 125 61 9 177 172 160 764
Other 2 7 18 16 82 42 7 51 105 78 439
Gross operating revenues 84 245 664 546 1,191 1,124 183 1,699 2,480 2,847 11,077
Taxes and discounts 23) (85) (207) (156) (326) (327) (40) (482) (723) (772) (3,162)
Net operating revenues 60 161 457 390 865 798 143 1,216 1,756 2,075 7915
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Seasonality
Our main activity, which is to provide fixed-line telecommunications services, is generally not affected by seasonal variations.
Targets Established by Anatel Applicable to Us

We are required to achieve certain targets established by Anatel and required under the terms and conditions of our concessions, in connection
with the quality and universalization of our services.

Quality Targets

We are required, pursuant to the Telecommunications Regulations and our concession contracts, to meet certain service quality targets relating
to call completion rates, repair requests, rate of response to repair requests, operator response periods and other aspects of our
telecommunications services. Noncompliance with these quality targets can result in certain fines. See ~ History and Development of the
Company Regulation of the Brazilian Telecommunications Industry Obligations of Telecommunications Companies Quality of Service General
Plan on Quality.

The following table summarizes our obligations relating to our quality of service from 1999 to 2005. Our quality of service targets are set by
the Telecommunications Regulations and by the concessions originally granted to each of Telepar, Teleacre, Teleron, Telemat, Telegoids,
Telebrasilia, Telems, Telesc, CRT and CTMR.

Quality of Service Targets beginning
on December 31,

1999 2000 2001 2002 2003 2004 2005
(%) (%) (%) (%) (%) (%) (%)

Call completion rate during peak periods (% of calls
attempted) - Local: 60 60 65 65 70 70 70
Call completion rate during peak periods (% of calls
attempted) - Long-distance:. 60 60 65 65 70 70 70
Maximum monthly repair requests (% of lines in service) 3 3 2.5 2.5 2 2 1.5
Maximum monthly public telephone repair requests (% of
public telephones in service) 15 15 12 12 10 10 8
Operator availability during peak periods (% response
within 10 seconds) 92 92 93 93 94 94 95
Billing inaccuracy (per 1,000 bills issued) " 4 4 3 3 2 2 2
Credit issued within one billing cycle for claimed
inaccuracies (% of cases) 95 95 96 96 97 97 98
Maximum number of uncompleted calls due to network
congestion - Local (% of calls attempted) 6 6 5 5 4 4 4
Maximum number of uncompleted calls due to network
congestion - Long-distance (% of calls attempted) 6 6 5 5 4 4 4
Residential repair response speed (% within 24 hours)® 95 95 96 96 97 97 98
Nonresidential repair response speed (% within 8 hours)® 95 95 96 96 97 97 98
Public telephone repair response speed (% within 8 hours) 95 95 96 96 97 97 98
Response rate to address change requests from residential
users in up to 3 business days 95 95 96 96 97 97 98
Response rate to address change requests from
non-residential users in up to 24 hours 95 95 96 96 97 97 98
(1) A bill is considered inaccurate for this purpose if a customer claims it is inaccurate.

2) Must always be within 48 hours.
3) Must always be within 24 hours.
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The following table indicates the individual performance of each of our concessions in accomplishing their respective quality of service

obligations as of December 31, 2003.

Rate of completed originated local calls -
Morning

Rate of completed originated local calls -
Afternoon

Rate of completed originated local calls -
Night

Rate of completed originated DLD calls -
Morning

Rate of completed originated DLD calls -
Afternoon

Rate of completed originated DLD calls -
Night

Rate of amount of repair requests per 100
accesses in service - Integral

Rate of amount of repair requests per 100
public telephones - Integral

Response rate for user telephones of the
STFC within 10 seconds - Morning
Response rate for user telephones of the
STFC within 10 seconds - Afternoon
Response rate for user telephones of the
STFC within 10 seconds - Night
Amounts of bills with complaints of errors
in every 1,000 bills issued - local mode
Amounts of bills with complaints of errors
in every 1,000 bills issued - DLD mode
Rate of claimed inaccurate bills with credit
issued (for each 100 bills) for the local
mode - Integral

Rate of originated DLD calls not
completed due to traffic jam - Morning
Rate of originated DLD calls not
completed due to traffic jam - Afternoon
Rate of originated DLD calls not
completed due to traffic jam - Night

Rate of originated local calls not
completed due to traffic jam - Morning
Rate of originated local calls not
completed due to traffic jam - Afternoon
Rate of originated local calls not
completed due to traffic jam - Night
Response rate to repair requests made by
residential users in up to 24 hours -
Integral

Response rate to repair requests made by
non-residential users in up to 8 hours -
Integral

Response rate to repair requests made for
public telephones in up to 8 hours -
Integral

Response rate to address change requests
from residential users in up to 3 business
days - Integral

Response rate to address change requests
from non residential users in up to 24
hours - Integral

Quality Performance of Services measured on December 31, 2003

Teleacre Teleron Telemat Telegoias Tele-brasilia Telems  Telepar  Telesc CRT Pelotas
72.75 69.94 70.75 71.87 68.8 72.43 73.69 71.81 71.01 72.93
74.71 72.12 71.22 72.88 70.54 73.43 73.14 71.06 69.95 73.18
73.89 66.31 67.79  59.480D 67.61 70.04 69.39 66.26 68.26 65.98
72.35 68.86 67.64 68.20 66.58 70.47 70.05 70.41 68.99 68.80
68.17 68.59 67.86 69.28 68.69 70.56 69.81 70.38 68.65 68.26
70.39 68.73  64.05(D 65.91 66.08 65.07 65.79  64.98(D 65.69 66.95

1.13 1.55 1.6 1.73 1.53 1.4 1.6 1.72 1.6 1.6
6.76 8.58 10.71 9.42 11.35 7717 7.18 8 7.51 52
99.51 99.51 99.14 99.31 99.76 99.83 99.84 99.90 99.83 100.0
99.85 99.58 99.66 99.59 99.87 99.43 99.88 99.92 99.78 99.65
99.55 99.42 98.45 98.96 99.60 99.17 99.68 99.23 99.29 99.45
2.5 2.06 1.69 2.36 1.66 1.34 2.06 2.27 1.36 1.55
1.91 0.54 0.55 0.32 0.17 0.32 0.2 0.15 0.21 0.09
100 100 100 100 100 100 100 100 100 100
2.16 1.97 242 2.88 3.28 1.76 1.48 1.33 2.04 1.11
3.86 2.24 2.70 3.27 2.00 1.92 2.39 1.37 2.68 2.52
3.93 2.42 4.05 5.35() 3.37 3.15 1.44 1.91 4.04 3.38
2.60 4.03 1.26 0.96 1.55 1.43 0.80 0.94 0.74 1.28
1.39 2.37 0.98 0.80 1.02 0.97 0.88 1.16 1.64 0.57
3.32 9.97(M 2.30 11.40 1.20 3.08 1.05 2.13 1.96 6.3@
99.77 99.62 99.15 99.31 99.26 99.39 99.73 99.33 99.54 99.71
98.94 98.81 98.03 98.73 96.04 99.02 99.05  94.55() 98.55 98.42
99.64 99.24 99.61 99.29 99.72 98.83 98.9 96.9 99.63 99.4
100 100 99.93 99.71 99.57 99.86 99.89 99.33 99.77 100
100 100 99.78 98.94 99.39 98.58 99.57 96.38 98.82 100
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(1) Numbers outside the target due to the traffic jam of Vivo mobile operator route.
2) Numbers outside the target due to the traffic jam of TIM mobile operator route.
3) Numbers outside the target due to a failure in the interface of SGE/SAC system.
Universalization ~ Network Expansion

We are also required under the Telecommunications Regulations and our concessions to meet certain targets relating to network expansion
and modernization. See  History and Development of the Company Regulation of the Brazilian Telecommunications Industry Obligations of
Telecommunications Companies Network Expansion General Plan on Universal Service.

On January 19, 2004, Anatel certified the accomplishment of our network expansion and universal service targets established for 2003 in our
concession contract. We thereby received authorization to provide (i) local and intraregional long-distance services in Regions I and III;
(i1) international long-distance services in Regions I, IT and III; (iii) interregional long-distance service to anywhere within Brazil (iv) wireless
telecommunications services in our region and (v) corporate data services throughout Brazil. In anticipation of these new services, and as part of
our strategy, we made investments in a number of fixed assets, including our wireless service infrastructure and the acquisition of GlobeNet and
iBest in 2003 and the acquisition of the remaining shares of Vant and MetroRED in 2004.

In addition, the authorization granted to us by Anatel to provide local services out of our area of concession imposes certain scope
commitments on us, since it requires us to install telephone terminals in several municipalities, including the capital cities of Regions I and II of
the General Concession Plan, annually, by December 31, 2005.

The table below indicates certain of our obligations relating to the expansion and modernization of our network from 2000 to 2005, and our
performance in accomplishing those obligations as of December 31, 2003.

Company Year ended December 31, ®
status at
December 31,
2003 2003 2004 2005

Minimum number of installed lines (millions) 10.69 8.1 8.1 8.1
Fixed-line service available to all communities larger than (inhabitants) -3 600 600 300
Maximum waiting time for installation of a line (weeks)™" 2 2 1 1
Minimum number of public telephones in service (thousands) 296 216 216 216
Minimum number of public telephones (per 1,000 inhabitants) 8.3 7.5 7.5 8.0
Minimum public telephones as a percentage of fixed lines 2.7 2.5 2.5 3.0
Minimum digitalization level of network (%) 99.0% 95.0% 95.0% 99.0%
(1) Applies only to areas where fixed-line service is fully available.
2) These expansion and modernization requirements are inclusive of the requirements for the CRT concession.
3) Obligation met.
Our Rates

Our telecommunications service rates are subject to comprehensive regulation. See Regulation of the Brazilian Telecommunications
Industry Rate Regulation. Since the relative stabilization of the Brazilian economy in mid-1994, there have been two major changes in rates for
local and long-distance services. Effective in January 1996, rates for all services were increased, primarily to compensate for accumulated
effects of inflation. Effective in May 1997, the rate structure was modified through a rate rebalancing that resulted in higher charges for
measured service and monthly subscription and lower charges for intraregional, interregional and international long-distance services.

For basic plans, our concessions establish a mechanism of annual rate adjustment, based on rate baskets and the use of the IGP-DI price index.
A rate basket is defined for local services (local basket) and long-distance services (DLD basket). The rates for the provision of services through
payphones and the rates for address change are treated separately.

The adjustment index considers the IGP-DI price index variation, discounting the pre-established productivity factor in the Concession
Contract. Within each basket, the rates have a cap price, which can be adjusted up to a percentage above the established index (up to 9.0%
higher for the local basket and up to 5.0% higher for the DLD basket). However, the application of a higher index to one of the items in the
basket will require a balancing of the remaining items so as not to exceed the established limit for such basket.

The local basket includes activation fees (activation of the terminal), subscriptions and local pulse, and represents the weighted average of
these rates. The national long-distance basket includes the many different values of the minute distributed by distance and the times of
application.
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On the adjustment dates for the local and DLD baskets, the rate adjustments for network use are also approved. These rates apply when our
networks are used by other telecommunications carriers.

The maximum adjustment indexes allowed for the baskets within the period of 1999 to 2003 are as follows:

1999 2000 2001 2002 2003

Local Basket 7.9% 14.2% 10.4% 8.3% 16.0%
DLD Basket 5.4% 11.9% 7.7% 4.9% 12.5%
On June 27, 2003, Anatel authorized an increase in rates based on the IGP-DI index, in connection with local and long distance services and
network usage, as provided for in our concession contract. These rate increases were equal to an average of 28.8% on local services, 24.9% on
domestic long distance services and 10.5% on international long distance services. The rate adjustments gave rise to a number of judicial claims
throughout Brazil challenging the adjustments. On July 11, 2003, the Superior Court of Brazil ( STJ ) provisionally ordered that, pending its final
ruling, rates were to be adjusted based on the accumulated IPCA index (Indice de Precos ao Consumidor Amplo) variation over the 12 months
prior to May 2003 (amounting to an average increase of approximately 17.2%). Although a final decision is still pending, on July 12, 2003, in
accordance with the provisional ruling, we readjusted our rates downwards according to the IPCA index, effective retroactively to June 29, 2003.

On September 11, 2003, the Second Federal Court of the Federal District issued an injunction, stating that the rate adjustments should be
based on the IPCA index and not the IGP-DI index which is set forth in the concession contracts of the regional fixed-line telecommunications
companies. The injunction was amended on September 26, 2003 to stipulate that the IPCA index would replace the IGP-DI index in the
concession contracts. The decision was affirmed in preliminary judgements in the 1st Region Federal Regional Court ( TRF ) on October, 20,
2003, the STJ on January, 22, 2004 and the Brazilian Supreme Court ( STF ) on March, 15, 2004. No final ruling has yet been rendered in this
matter.

The following table sets forth the rate adjustments for 2003 for various services, as adjusted by Anatel pursuant to the IGP-DI index, and as
actually applied by us in accordance with the STJ provisional order, pursuant to the IPCA index.

Anatel Actual Rate
(based on IGP-DI) (based on IPCA)
Local services basket 28.75% 16.07%
Installation 41.75% (16.67)%
Residential subscription 25.60% 17.24%
Non-residential subscription 41.75% 17.24%
Trunk subscription 41.75% 11.22%
Pulses 25.60% 17.24%
Phone credits 24.60% 17.24%
Change of address 30.05% 17.24%
Local interconnection 14.34% 3.07%
Domestic long distance basket 24.85% 12.55%
Long distance interconnection 24.85% 12.55%
Average 30.05% 17.24%

Local Rates

Our revenue from local services consists principally of activation and installation charges, monthly subscription charges, measured service
charges and public telephone charges.

The monthly subscription charge is the amount paid for the availability of fixed switched telephone service, regardless of utilization. Payment
of this charge includes 100 free pulses per month for residential clients and 90 free pulses per month for non-residential clients. Any pulses in
excess of such amounts are billed to the customer as a measured service.

Since October 8, 2003, the date of the last rate adjustment, monthly subscription charges (net of taxes) have been R$22.18 for residential
customers and R$29.08 for commercial customers. Since the last adjustment, the pulse charge free of tax is R$0.0894.
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Users of measured service, both residential and non-residential, pay for local calls depending on usage, which is measured in pulses. Pulses
occur system wide every four minutes for most local calls and every sixty seconds for local calls made between certain municipalities. These
system-wide pulses are recorded independently of when the individual calls are actually made. In addition to system-wide pulses, the system
records one pulse for every call when the call is connected. After the first pulse, only system-wide pulses are used in determining the charge for
a call. As a result, the time between the first and the second (system-wide) pulse may vary. For example, for a call being charged using
four-minute pulse increments, the time between the first pulse and the second (system-wide) pulse may vary between one second and four
minutes.

Local call charges for calls made on weekdays between 6:00 a.m. and 12:00 a.m. and on Saturdays between 6:00 a.m. and 2:00 p.m., are
determined by multiplying the number of pulses by the charge per pulse. For calls being made any weekday between midnight and 6:00 a.m., on
Saturdays between 2:00 p.m. and midnight and all day on Sundays and holidays, a caller is charged for only one pulse regardless of the duration
of the call.

The following table sets forth selected information regarding our subscription charges and measured service charges for local telephone
services for the periods indicated.

Year ended December 31,

2001 2002 2003
(reais)
Average rates for local telephone service":
Monthly subscription:
Residential 16.58 18.92 22.18
Commercial 24.59 24.80 29.08
Measured service (per local pulse) 0.07065 0.07624 0.08938
(1) Average rates, net of value-added taxes.
2) Average rates for local telephone service decreased slightly in 2000 mostly due to the monetary restatement into constant reais of December 31, 2000.

Since the date of the last rate adjustment, which occurred in October 2003, we charge an installation fee for a new line between R$8.97 and
R$69.39 (depending on the state) and a fee of R$73.04 when a subscriber changes his/her address.

Domestic Long-Distance Rates

Domestic long-distance calls are measured by the duration of the call and registered in the telephone bill call by call. The value per minute is
defined by the distance involved (rate degrees from one to four), the day of the week and the time of the call. The measurement is based on a rate
unit of one tenth of a minute (six seconds) and the minimum billable time is one minute.

The following table sets forth selected information regarding our domestic long-distance rates during the periods indicated.

Year ended December 31,

2001 2002 2003
(reais)
Domestic long-distance rates:
0 to 50 km 0.47 0.50 0.59
50 to 100 km 0.70 0.73 0.82
100 to 300 km 0.81 0.85 0.95
Over 300 km 1.07 1.12 1.15
(1) Average rates for a domestic long-distance call (interstate), three minutes in duration between the hours of 9 a.m. and noon and 2 p.m. and 6 p.m. (peak

hours) on weekdays, net of value-added taxes.
Network Usage Charges

The network usage rates, responsible for a large part of our interconnection revenue, are applied in the following situations:
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e in DLD calls originating and terminating at our network, executed with the use of the selection code of other providers;
e in calls terminating at our network, originating from networks of mobile carriers; and

e in local fixed-fixed type calls made between two local telephony carriers at the same location. In this case, interconnection revenue
must be of the local carrier that configures a volume of traffic receipt above 55.0% of the total volume of minutes between the two
networks. The revenue will be calculated over whatever exceeds this limit.

The Local Network Usage Rate (Tarifa de Uso de Rede Local TU-RL) is applied when third parties use our local network to complete their
calls. When third parties use our long-distance network the Intercity Network Usage Rate (Tarifa de Uso de Rede Interurbana TU-RIU) is
applied.

The following table sets forth the average per-minute rates that we charged for network services during the indicated years.

Year ended December 31,

2001 2002 2003
(reais)
Network usage rate (local) 0.0501 0.0512 0.05284
Network usage rate (long-distance) 0.0819 0.0860 0.09681
(1) Net of value added taxes. Network usage rates (local and long-distance) refer to the rates that we charged.

As of the date of the last rate adjustment, network usage rates for local and long-distance services were approximately R$0.05284 and
R$0.09681, respectively. The adjustment of rates for network usage in October 2003 was 3.1% for the Local Network Usage Rate and 12.6% for
the Intercity Network Usage Rate.

Our revenue from network services also includes payments from other telecommunications service providers arranged on a contractual basis
to use part of our network. Other telecommunications service providers, such as providers of trunking and paging services, may use our network
to connect a central switching station to our network. Some cellular service providers use our network to connect cellular central switching
stations to the cellular radio base stations. We also lease transmission lines, certain infrastructure and other equipment to other providers of
telecommunications services.

Fixed-Mobile Rates

Cellular telecommunications service in Brazil, unlike in North America, is offered on a calling party pays basis. Under the policy of calling
party pays, a cellular service subscriber generally pays cellular usage charges only for calls made by the cellular service subscriber and not for
calls received. In addition, a subscriber pays roaming charges on calls made or received outside his or her home registration area. Calls received
by a cellular service subscriber are paid for by the party that places the call in accordance with a rate based on cellular per-minute charges. For
example, a fixed-line service customer pays a rate based on cellular per-minute charges for calls made to a cellular service subscriber. The
cellular base rate per-minute charges are generally VC-1 (Communication Value 1) for local calls, VC-2 (Communication Value 2) for calls
outside the cellular subscriber s registration area but inside the region where the respective cellular provider provides service, and VC-3
(Communication Value 3) for calls outside the subscriber s registration area and outside the region where the respective cellular provider
provides service.

We charge our fixed-line service customers per-minute charges based on either VC-1, VC-2, or VC-3 rates when a fixed-line service customer
calls a cellular subscriber. In turn, we pay the cellular service provider a mobile network usage charge for such calls. For local calls, the VC-1 is
applied, and for national long-distance calls, the VC-2 and VC-3 rates are applied.

The criteria for measurement of these calls are defined in the Concession Contract and have the following rules:
e Rating unit: six seconds (one tenth of a minute);
e Billable Minimum: 30 seconds; and

e Billable Calls: only calls with a duration of over three seconds are billed.
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Like the local and DLD basket rates, the value of rates for calls involving mobile telephones are set in the Concession Contract and are
adjusted annually based on IGP-DI price index, after approval by Anatel. The month of reference for the adjustment is February.

During the same month, the values for mobile network use (VU-M) are also readjusted and are used to determine the amount that the fixed
carriers will have to pay per minute, after the execution of calls of the fixed-mobile type, whether in local range or in national long-distance
range.

Since July 6, 2003, by determination of Anatel, mobile telephone customers can choose, via the carrier selection code, the DLD carrier they
prefer to complete their calls, following the same system adopted by the fixed telephony sector. With the introduction of this new system, the
DLD carriers began to take part in this new market.

In February 2002, the VU-M was adjusted, on average, by 10.6% in our concession area. In February of 2003, it was readjusted, on average,
by 22.0% in our concession area and in February 2004 it was readjusted, on average, by 9.2% in our concession area.

On February 14, 2001, Anatel established new price caps for VC-1, VC-2 and VC-3 rates. The VC-1 rate increased by 9.5% while the VC-2
and VC-3 rates each increased by approximately 7.5%, all net of taxes. In February 2002, the VC-1 rate was adjusted by 9.9% and the VC-2 and
VC-3 rates were adjusted by 8.8%. In February 2003, the VC-1 rate was adjusted by 23.5% and the VC-2 and VC-3 rates were adjusted by
22.0%. In February 2004, the VC-1, VC-2 and VC-3 rates were adjusted by 6.99%.

The following table sets forth the average per-minute rates that we charged for network services during the indicated years.

Year ended December 31,

2001 2002 2003
(reais)
VC-1 0.306 0.335 0414
VC-2 0.626 0.694 0.847
VC-3 0.689 0.764 0.932

(1) Net of Value Added Taxes (ICMS). Network usage rates (local and long-distance) refer to the rates that we charged.
Data Transmission Rates

The majority of revenue from data transmission services is generated by monthly line rental charges for private leased circuits. The balance
consists mainly of nominal charges for access to the data transmission network and measured service charges based on the amount of data
transmitted. The following table sets forth selected information about our average monthly line rental charges for private leased circuits during
the indicated years.

Year ended December 31,

2001 2002 2003
(reais)
Average rates for monthly line rental per leased circuit:

Local circuit
4.8 Kbps 174.50 254.75 302.00
9.6 Kbps 174.50 254.75 302.00
64 Kbps 358.75 523.74 586.00
2 Mbps 4,545.11 6,635.45 6,636.00

Long-distance circuit)
4.8 Kbps 750.00 1,094.93 1,303.00
9.6 Kbps 750.00 1,094.93 1,303.00
64 Kbps 2,028.75 2,961.79 3,317.00
2 Mbps 25,731.20 37,565.23 37,566.00

() Average of rates, net of value-added taxes, assuming a transmission distance between 300 and 500 kilometers and a three-year contract.
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The table below sets forth the rates that we charged for ADSL services. These costs do not include the fees normally paid by customers to
their Internet service providers.

Residential Plans Downstream/Upstream Speed Monthly Subscription”
Turbo 300 Up to 300 Kbps/Up to 150 Kbps 79.90
Turbo 600 Up to 600 Kbps/Up to 300 Kbps 99.00
Mega Turbo Up to 1.0 Mbps/Up to 300 Kbps 199.00
Corporate Plans Downstream/Upstream Speed Monthly Subscription®
Rdpido Up to 256 Kbps/Up to 128 Kbps 119.90
Super Rdpido Up to 768 Kbps/Up to 128 Kbps 253.12
Profissional Up to 1.5 Mbps/Up to 256 Kbps 593.44

O Monthly rates in reais, including value-added taxes.
Taxes on Telecommunications Services

The cost of telecommunications services in Brazil includes a variety of taxes. The principal tax is a state value-added tax, the Imposto sobre
Circulagdo de Mercadorias e Servigos ( ICMS ), which Brazilian states impose at varying rates on telecommunications services. The current
average ICMS tax rate for telecommunications services is 25.0%. However, the ICMS tax rate varies between states. In the State of Acre, for
example, the ICMS tax rate is 25.0%, while in the State of Mato Grosso the ICMS tax rate is 30.0%. In the State of Mato Grosso do Sul, the
ICMS tax rate is 27.0%. In the State of Goias, the ICMS tax rate is 26.0%.

The telecommunications tax burden also includes four other federal taxes, the Programa de Integracdo Social; ( PIS ) and Contribui¢do para
Financiamento da Seguridade Social ( COFINS ) which are the two social contribution taxes based on our gross revenues and the Universal
Telecommunications Service Fund ( FUST ) and the Fund for Technical Development of Brazilian Telecommunications ( FUNTEL ).

Until February 1, 2004, PIS was applied at a 0.7% rate and COFINS was applied at a 3.0% rate. Since December 2002, we have been subject
to a 1.7% PIS rate for telecommunications services and may be entitled to PIS credits calculated on our costs and expenses to offset the PIS due
on our gross revenues. Since February 2004, we have been subject to a 7.6% COFINS rate for services other than telecommunications, and may
be entitled to COFINS credits calculated on our costs and expenses to offset the COFINS due on our gross revenue.

The FUST and FUNTEL are imposed on certain telecommunications services at the rates of 1.0% and 0.5%, respectively, of gross operating
revenues net of certain deductions. See Item 10 Additional Information Taxation Brazilian Tax Considerations Other Brazilian Taxes.

In 2003, taxes on telecommunications services represented approximately 27.3% of our annual operating revenues.
Billing and Collection

We send each customer of local services, long-distance services and other services a monthly bill covering all the services provided during the
prior period. We group our customers into six different monthly cycles with six different payment dates. The telephone bill itemizes
long-distance calls, calls made to cellular telecommunications networks, 300, 500 and 800 services and other services such as call waiting, voice
mail and call forwarding.

For interregional and international long-distance services, customers either receive separate monthly bills from each company they use for
long-distance calls or a combined bill issued by us. Customers make payments under agreements with various banks or other alternative agents
by direct payment to a bank or an alternative agent, or by allowing their checking account to be debited.

Pursuant to Brazilian law, subscribers must receive a bill at least five days before the due date. When a payment is not made by the due date,
we must send the customer, 15 days after the due date, a notice informing the customer that they have the right to contest the debt and if
payment is not made within 30 days after the due date, all outgoing service will be suspended, and the customer will only be able to receive
incoming calls. Thirty days after the due date we can block calls originating from such customer s phone. If payment is not made within 45 days
after the due date, we send another notice informing the customer that if payment is not made within 60 days after the due date, all services will
be suspended, the contract will be cancelled and the customer s failure to pay will be reported to a credit protection agency.

At December 31, 2003, approximately 20.1% of our customers accounts receivable were more than 30 days outstanding, 15.4% of our
customers account receivables were more than 60 days outstanding, and 11.5% of our customers account receivables were more than 90 days
outstanding. For the discussion of provisions for past due accounts, See Item 5 Operating and Financial Review and Prospects Operating Results.

Business Overview 43



Edgar Filing: BRASIL TELECOM HOLDING CO - Form 20-F

Network and Facilities
General

The network is the combination of the physical and logical infrastructure which provides telecommunications services and which offers
support to information traffic, whether it is voice, data and/or image.

On December 31, 2003, our plant consisted of approximately 10.7 million installed lines, of which 9.85 million were in service. Of the lines in
service at that time, approximately 72.7% were residential lines, 15.9% were commercial lines, 3.0% were public telephone lines and 8.4% were
other. Long-distance transmission is provided by a fiber-optic cable network and by microwave lines.

The following table sets forth combined information about our network for the periods indicated.

At and for the year ended December 31,

2001 2002 2003
Installed lines (millions) 10.0 10.5 10.7
Lines in service (millions) 8.6 9.5 9.85
Average lines in service for year ended (millions) 8.5 9.1 9.7
Lines in service per 100 inhabitants 21.5 23.1 23.4
Percentage of installed lines connected to digital exchanges 97.3 99.0 99.0
Employees per 1,000 lines installed 0.8 0.5 0.49
Number of public telephones (thousands) 285.7 293.3 296.3

We are required, under the Telecommunications Regulations and our concessions, to meet certain targets relating to network expansion and
modernization. See  History and Development of the Company Regulation of the Brazilian Telecommunications Industry Obligations of
Telecommunications Companies Network Expansion General Plan on Universal Service.

Network Expansion

During the 2001 fiscal year, we slowed our aggressive network expansion carried out in 2000, increasing lines in service by approximately
16.0%, from approximately 7.4 million in 2000 to 8.6 million in 2001, thereby increasing the telephone density in our region to 21.5 lines in
service per 100 inhabitants. During the 2002 fiscal year, we increased lines in service by approximately 10.0% from approximately 8.6 million
in 2001 to 9.5 million in 2002, thereby increasing the telephone density in our region to 23.1 lines in service per 100 inhabitants. At the end of
2003, we had 9.85 million lines in service and the telephone density reached 23.4 lines in service per 100 inhabitants.

Network Modernization

With respect to our network infrastructure, we apply an operating model based on operating efficiency, continuous updates and use of
cutting-edge technological resources to assure flexibility and quality for our users. Our model is based on the following basic objectives:

Flexibility to service the needs of our clients;

Gradual evolution to preserve the investments which have already been made;
Investment optimization through thorough planning for the usage of network resources;
Open and multi-vendor environment;

Flexibility to maximize the introduction of new network services;

Independence for client access;

Maximum operating efficiency; and

High availability and security.

By constantly developing our network infrastructure we work toward creating an integrated model of services and applications, as well as a
single and flexible network accessible to all clients from any location and at any time.

During 2003, the following steps were taken to further the objectives listed above:

a) Duplication of the IP core, with the implementation of QoS (Quality of Service) mechanisms and security;
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b) Implementation of MPLS (Multi Protocol Label Switch) which enables us to provide services based on VPNs IP/MPLS (Virtual
Private Networks based on IP  Redes Privadas Virtuais baseadas em IP);

¢) Introduction of Media Gateway and Softswitch equipment, which enables us to offer new services that use VoIP (Voice over IP).
The services provided through this equipment are based on next generation network technology;

d) Introduction of Service Gateways in the broadband aggregation layer, which enables us to offer a new set of services to our
broadband users;

e) Capillarity of the broadband accesses, which uses technology based on Digital Subscriber Line Access Multiplexer and Home
Phoneline Networking Alliance; and

f) Implementation of hot spots for wi-fi access.

Competition

We operate in the local fixed-line telecommunications, domestic long distance telecommunications as well as in the data communications
markets in our region. We compete primarily on the basis of features, pricing and customer service. In general, the increasingly competitive
marketplace has resulted in decreasing prices for telecommunications services, driven by increasing competition, implementation of new
technology and regulatory oversight. Accordingly, the cost of maintaining our market share has increased and our margins have decreased due to
higher subscriber acquisition costs in the form of advertising and discounts.

As aresult of the certification by Anatel that we have met our universalization targets on January 19, 2004, we started offering interregional
and international long distance services and we recently began offering wireless telephony services in our region in furtherance of our business
strategy to provide integrated telecommunications services both in our region and throughout Brazil. The certification of other service providers
compliance with universalization and expansion targets, permits other service providers to operate in our region. We may now have to compete
in our region against competitors from outside of our region that offer a more extensive array of fixed-line, mobile, local and/or long-distance
telecommunications services throughout Brazil. As the telecommunications industry continues to consolidate, we may also face competition
from larger competitors with greater resources. In addition, we could face increased competition if new or competing technologies are developed
and launched. There can be no assurance that increased competition will not have a material adverse effect on our results of operations and
financial condition.

Local Services

Currently, we are the leading local fixed-line telecommunications services provider in our region, with an estimated 96.5% market share. This
estimate is based on outside consultants statistical estimates using volume of outgoing and incoming local calls of our competitors that
interconnect through our network. Global Village Telecom is our sole competitor in providing local fixed-line telecommunications services in
our region. Our dominant position in the local fixed-line telecommunications market is due, among other things, to the fact that we did not face
any competition in this market until the entry of Global Village Telecom in November of 2000. Global Village Telecom is an independent
service provider operating under an authorization from Anatel. Since then, we have been able to maintain our market share in our region due to
our extensive network and the features, prices and services we offer.

In the short-term, we could lose market share in the provision of local fixed-line telecommunications services as additional competitors are
allowed to enter the fixed-line market in our region. To date, Telesp, Telemar, Embratel, Intelig, CTBC Telecom, Aerotech, Telefree, Impsat,
Easytone and Transit have been granted permission by Anatel to provide local fixed telecommunications services in our region. Our fixed-line
services are also subject to competition from wireless service providers, however such competition is still limited by the fact that rates for
wireless calls are currently much higher than rates for calls on our fixed-line network. We also face competition from wireless service providers
in the low end of the market through the offer of prepaid plans by such wireless providers. This could have a material adverse effect on our
market share, margins, results of operations and financial condition. See Item 3 Key Information Risk Factors Risks Relating to Our Company .
Since January 2004, we have the ability to counteract losses in market share in the local fixed-line market by providing telecommunications
services in other regions.

Intraregional (intrastate and interstate) Long-Distance Service

We are currently the leading intraregional long-distance telecommunications services provider in our region, with an estimated 80.0% of the
intraregional market share. These estimates are based on the volume of outgoing and incoming long-distance calls that select us to carry such
calls by imputing our carrier selection code. Pursuant to Anatel regulations, callers are able to choose a service provider for each long distance
call by selecting a carrier selection code that identifies the carrier. Until July 6, 2003, this was permitted only for calls made from fixed line

Business Overview 45



Edgar Filing: BRASIL TELECOM HOLDING CO - Form 20-F

phones. Since such date mobile callers can also choose a service provider by selecting a carrier selection code. Our carrier selection code is 14",
Accordingly, domestic long distance carriers including us, are now competing in the mobile-line long distance market. As our carrier selection
code 14 was widely used for calls originating from fixed telephones, we quickly gained a significant share of the long-distance calls originating
from mobile phones. Embratel is our most significant competitor in providing intraregional long-distance telecommunications services in our
region with approximately 18.0% of the total market share. The remaining market share is divided among Global Village Telecom, Intelig and
other operators. The licenses awarded to Embratel, Intelig and Global Village Telecom are not subject to the same service quality and network
expansion and modernization obligations that we are subject to under our concessions.

In the short-term, we expect to lose market share in the provision of intraregional long-distance telecommunications services as additional
competitors are allowed to enter the market. To date, Telesp, Albra, TIM, Aerotech, CTBC Telecom, TNL PCS, Telmex do Brasil, Sercomtel,
Telefree, Easytone, Transit, Telenova, Tmais and Global Village Telecom have been granted permission by Anatel to provide intraregional
telecommunications services in our region. As a result of Anatel having certified our compliance with universalization targets we expect to be
able to counteract losses in market share in the interregional long-distance services market by providing these services in other regions.

Interregional and International Service

Historically, under Anatel rules, regional fixed-line companies, such as us, generally were not permitted to offer interregional or international
long-distance services until December 31, 2003. Having received certification by Anatel of our compliance with universalization targets on
January 19, 2004, we began offering interregional and international long-distance services. Due to our unique position in Region II combined
with marketing and promotional pricing, we were quickly able to gain approximately 30.0% of the interregional market share and 15.0% of the
international market share in Region II. We compete primarily against Embratel which has approximately 68.0% and 85.0% of the interregional
and international market share, respectively, in our region. We expect our market share to increase as clients are no longer concerned about
selecting a carrier based on where the call ends.

To date, Telesp, Albra, TIM, Aerotech, CTBC Telecom, TNL PCS, Telmex do Brasil, Sercomtel, Telefree, Easytone, Transit, Telenova,
Tmais and Global Village Telecom have been granted permission by Anatel to provide interregional and international telecommunications
services in our region. This could have a material adverse effect on our ability to increase our market share.

Data Transmission Services

Over the past few years, the data communications sector of the telecommunications industry has shown the highest annual growth rates and
has accordingly attracted many participants. We believe that within data transmission services, the broadband market will grow substantially
over the next few years as broadband, and in particular ADSL, can offer users a single access point through which they can obtain voice, data
and image services. On a national level, Embratel is the largest provider of data transmission services with approximately 50.0% of the total
market share.

We have increased our market share in the data communications market primarily through the development of our ADSL service. We are the
leading provider of ADSL accesses in Region II with approximately 95.0% of the market share of ADSL accesses. This market share in ADSL
is based upon our market share of the local service market as ADSL accesses are provided through the local telephone lines in our region.
Approximately 50.0% of the ADSL accesses we provide in Region II are to our BrTurbo customers. The remaining ADSL accesses are provided
to customers of third party ISP's for which we charge an access fee. Global Village Telecom also provides ADSL accesses in our region. We
also face competition from cable TV operators who provide broadband access through cable modems.

In the corporate data transmissions market, our DialNet service has approximately 85.0% of the dial up service market in our region. This
estimate is based upon our share of the total volume and duration of dial up calls that are made using our network, which we can identify as calls
made to dial up services including our own. We compete in the dial up internet market primarily with Global Village Telecom. We have
approximately 90.0% of the market share for Dedicated IP services in Region II, with the remainder offered by Embratel. We believe that
MetroRED gives us approximately a 3.0% market share in its markets where it faces competition from Telesp, Embratel and Telmex do Brasil.
GlobeNet competes against the submarine cable business of Telesp and Global Crossing. We may face significant competition in all of our data
transmission services if we are required by Anatel to lower the rates we are permitted to charge other operators or ISPs to use our lines.

Internet Services

At December 31, 2003, BrTurbo had an approximate 47.3% market share of the monthly broadband ISP sales in Region II. Br'Turbo was the
leader in terms of number of active clients among the providers operating high-speed access services based on ADSL technology in Region II.
At December 31, 2003, it had 104,624 residential clients and 3,320 business clients. Currently, about 50.0% of the ADSL accesses we provide
are to BrTurbo's clients. BrTurbo competes primarily against the ISPs Terra.com and Globo.com and local area ISPs who operate primarily in
the rural areas.
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Since we acquired iBest, the company has grown mainly in Region II, where it is currently the market leader with approximately 54.0% of the
free internet minutes. iBest ended 2003 with more than 4.5 million registered users of which 1.3 million were active, generating approximately
14 billion dial-up minutes during that year which represents approximately 20.0% of the national dial-up minutes. In Region II, iBest generates
approximately 4.4 billion dial-up minutes which represents approximately 28.0% of the Region II dial-up minutes. The "Prémio iBest" brand
name has become the largest Internet Award in Brazil, with more than 30,000 websites registered in the 2003 edition. iBest's main competitors
in Region II are iG and Pop, which is owned by Global Village Telecom.

Wireless Services

We have recently commenced offering our wireless services. Wireless services are equally competitive and we face competition in Region II
from (i) a joint venture between Telefonica and Portugal Telecom (marketing under the brand name "Vivo"), (ii) Telmex, which competes
against us in our region through América Mdviles (marketing under the brand name "Claro") and (iii) TIM. In addition wireless services
compete directly against local services.

Effects of Competition

The deregulation that started in 2002 and includes our recent certification and authorization to provide additional services inside and outside
our region is expected to increase competition in our businesses. Although we believe we have a unique infrastructure in Region II (having
inherited the incumbent network upon privatization of Telebrds) and we have been developing strategies to effectively protect our business, we
expect that the entry of additional competitors into the market for local, long distance and wireless services in Region II as well as significant
industry consolidation may adversely affect our related revenues. We anticipate, however, that growth in the Brazilian market will generate
higher revenues, especially now that we are able to offer long distance and data services on a nationwide basis and wireless services in our
region. While we expect that local traffic per line will continue to decline as we expand our network to lower-income customers who, on
average, make fewer calls, we expect that our expansion into new business areas will provide us with new growth opportunities.

The impact of these competitive pressures will depend on a variety of factors that cannot currently be assessed at this time, some of which are
beyond our control. Among such factors are the technical and financial resources available to our competitors, the business strategies and
capabilities of our competitors, prevailing market conditions, the regulations applicable to new entrants and us, and the effectiveness of our
efforts to prepare for increased competition and consolidation.

Customer Service

We provide customer service primarily through call centers. In addition we provide services through our website and in physical locations
through lottery booths (which will take payments) and will soon provide service through post offices which will take payments as well as
provide other services.

We have consolidated our call center structure, by merging our 30 pre-existing sites into four sites (Goiania, Campo Grande, Floriandpolis
and Curitiba) while improving the level of service through outsourcing. In order to reduce further overlapping costs, we have closed most of our
stores and centralized our customer service into the call centers.

In an effort to improve service to our corporate customers, we have created a call center which is dedicated to such customers. We have
implemented a customer relationship management system which integrates our systems and provides a database of information for each
customer so that we can provide better service and identify sales opportunities during each contact we have with our customers. In addition, we
are targeting small and medium-sized companies, in order to render more specialized customer services to them.

Sales Channels and Marketing

We have improved our sales channels in order to render specialized customer services in different niches and sectors of our market, but
primarily in the corporate market. Our sales channels consist of direct marketing, our website, and our customer service contacts. Our residential
sales are primarily handled through our 800 numbers or our website. Our corporate sales are primarily handled through direct sales contacts with
our sales representatives. We intend to open shops to sell our mobile services as well as other services.

We have increased our use of direct marketing in conjunction with active and receptive telemarketing as a way of targeting our market sectors
(residential, commercial and corporate). At the same time, we have developed a complete portfolio of products and services, such as SLDD,
Frame Relay, ATM, IP WAN, Dedicated IP, Light IP and DialNet, to meet the needs of our customers.

We have also developed and improved our website, in an effort to deliver some of our services online. Currently, customers are able to access
over 16 different types of services online, including: registration for the purchase of a telephone line, issuance of a second copy of a bill,
consultation of a detailed and summarized bill, download of a bill, verification of receipt of payment, and requests for repairs.
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Intellectual Property

Our business is not heavily dependent on the development and exploitation of proprietary technology. We conduct research and development
in the areas of telecommunications services, but do not independently develop any new telecommunications technology.

Since prior to the breakup of Telebrds, our company, as well as each of the other operating subsidiaries of Telebrds, have contributed to
Fundacdo CPqD  Centro de Pesquisa e Desenvolvimento em Telecomunicagdes ("the Center"), a research and development center formerly
operated by Telebrds which develops telecommunications technology in Brazil. Pursuant to our arrangement with the Center, we have access to
telecommunications software developed by the Center and other technological services provided by the Center, such as equipment testing and
consulting and training services. In addition to the Center, we also depend on manufacturers of telecommunications products for the
development of new hardware and new telecommunications technologies. See Item 5 "Operating and Financial Review and Prospects Research
and Development." and " History and Development of the company Capital Expenditures Research and Development."

Our Trademarks in Brazil

As of December 31, 2003, we had 107 trademarks registered with the Brazilian Institute of Industrial Property (INPI), one of which is subject
to an administrative proceeding for invalidity of registration.

In Brazil, trademark registration has a term of validity of 10 years, after which it can be renewed for additional 10-year periods. The
application for renewal of a trademark must be submitted to the INPI in the last year of validity of the trademark registration, or within six
months after the trademark expiration date upon payment of an additional fee. INPI only refuses a renewal in the event that the renewal fees are
not timely paid. Moreover, registrations are subject to forfeiture actions in case it is proven that the trademark was not used for five consecutive
years. We expect to apply for renewal of registration of all of its material trademarks, so as to avoid their expiration. We believe that our
significant trademarks are protected in all material respects in the markets in which we currently operate.

Besides trademarks duly registered, as of December 31, 2003, the Company had 255 requests for trademark registration filed and awaiting
registration, out of which 20 were opposed by third parties. There are also 12 trademarks in the name of third parties which were transferred to
the Company but whose assignments were not published yet at INPI's website. Among these 12 trademarks, there are eight registered
trademarks, one trademark subject to an administrative proceeding for invalidity of registration, and four requests for trademark registration
being examined by INPI, out of which three have been opposed by third parties.

In relation to trademarks filed by third parties, the Company has opposed to 52 requests for registration. Also in relation to third parties'
trademarks, the Company has requested the invalidity of registration of four trademarks and the cancellation for non-use of four trademark
registrations.

Only entities legally functioning in Brazil, independent service providers and natural persons are permitted to register domain names. Fees are
charged for the annual maintenance of the registered domain name on the Internet.

Our Domain Name in Brazil

As of December 31 2003, we had 161 registered domain names, out of which 97 are registered in Brazil and 64 are registered abroad.

Table of Contents
Regulation of the Brazilian Telecommunications Industry
General

Our business, including the services we provide and the rates we charge, are subject to comprehensive regulation under the General
Telecommunications Law and various administrative enactments thereunder. We operate in each of the states in our region based on the
concessions that were granted to each of Telepar, Telesc, Telegoids, Telebrasilia, Telemat, Telems, Teleron, Teleacre and CTMR. We also
operate outside our original concession area based on the new authorizations received from Anatel as a result of the targets certification. These
concessions and authorizations allow us to provide specified services and set forth certain obligations with which we need to comply (the "List
of Obligations").

Anatel is the regulatory agency for telecommunications under the Regulamento da Agéncia Nacional de Telecomunicagdes (the "Anatel
Decree"). Anatel is administratively independent from the Government and financially autonomous. Anatel is required to report on its activities
to the Ministry of Communications and to the Brazilian Congress. Any proposed regulation of Anatel is subject to a period of public comment,
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including public hearings, and Anatel's decisions may be challenged only in the Brazilian courts.
Concessions and Licenses
General

We operate under two public switched telephone network concessions (local and domestic long-distance), which grant us the right to offer
local and domestic long-distance services in Region II.

Concessions to provide telecommunications services are granted under the public regime, while such services are provided through
authorizations granted under the private regime.

In addition to us, the companies that operate in the public regime in Brazil ("public regime companies") include Telemar, Telesp, Embratel
and certain other local operators. The four primary public regime companies are the primary providers of fixed-line telecommunications services
in Brazil, including local services and intraregional, interregional and international long-distance service. All other telecommunications service
providers, including the other companies authorized to provide fixed-line services in Region II, operate in the private regime ("private regime
companies").

According to the terms of Article 63 of the General Telecommunications Law and of Article 13 of the Brazilian Telecommunications Service
Regulations, public regime companies are subject to certain obligations as to continuity of service, universality of service, network expansion
and modernization. Public regime companies are also subject to Anatel's supervision in regard to the rates that they may charge. On the other
hand, private regime companies are generally not subject to the requirements as to universality of service or modernization, but they are subject
to certain network expansion and quality of service obligations set forth in their licenses.

Public regime companies, such as us, also often offer certain services in the private regime, of which the most significant are data
transmission services. Our wireless services are offered under the private regime, according to a license acquired by us on November 19, 2002.

Fixed-line Services  Public Regime

Each public regime company operates under a concession that expires in 2005. Each public regime company may extend its current
concession for an additional 20-year period. On June 20, 2003, Anatel approved a new General Plan on Quality, a General Plan on Universal
Service and a new form of extension to the concession contracts under which all fixed-line telecommunications incumbents will operate as of
January 1, 2006. See " Obligations of Telecommunications Companies New Telecommunications Regulations." The concessions may also be
revoked prior to expiration. Every second year during the 20-year renewal period, publicly-held companies will be required to pay biannual
renewal fees equal to 2.0% of their annual net revenues from the provision of telecommunications services (excluding taxes and social
contributions) during the immediately preceding year.

Prior to January 2004, we were not permitted to offer interregional long-distance services. Since we achieved the expansion targets for the
network and the universal services in advance, we were qualified to receive a grant for such services, following the corresponding amendments
of the concession contracts, which were signed on January 20, 2004, enabling us to originate long-distance calls in our concession area and
terminate them at any point in the country. See " Obligations of Telecommunications Companies Public Regime Service Restrictions."

Fixed-line Services  Private Regime

The Brazilian Telecommunications Regulations provide for the introduction of competition in telephone services in Brazil by requiring the
Brazilian federal government to authorize four private-regime companies one to provide local services and intraregional long distance service in
each of the three fixed-line regions and one to provide intraregional, interregional and international long distance service throughout Brazil.
Anatel has already granted Global Village Telecom, a private-regime operator, the licenses to operate in Region II. Anatel has also granted
licenses to two other private regime companies to operate in each of the other fixed-line regions and licenses to another private-regime company
to provide intraregional, interregional and international long distance service in competition with Embratel. Concessions and authorizations have
been granted in each fixed-line region for regional fixed-line companies to provide local services, fixed-line companies to provide intraregional
long distance service and other companies to provide interregional long distance and international long distance service. Since 2002, the number
of authorizations which can be given by the Brazilian federal government is unlimited.

After receiving the certification for the accomplishment of our universalization targets, we obtained authorization to provide local and
domestic long-distance services in our Region, under the private sector regime and to regions I and III through the General Concession Plan. In
addition, we were authorized to provide international long-distance services in Regions I, IT and III (the entire country) through the General
Concession Plan. The other primary public regime companies have received similar authorizations.
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Regulation of wireless services PCS

In September 2000, Anatel promulgated regulations regarding wireless telecommunications services for PCS. The new rules allow companies
to provide wireless telecommunications services under SMP authorizations. The PCS authorizations allow new participants in the Brazilian
telecommunications market to compete with existing telecommunications service providers. The PCS regulations divide Brazil into three
separate regions, each of which corresponds to the regions applicable to the public regime fixed-line telephone service providers. PCS services
may be provided within the 1800 MHz band, which contains Bands C, D and E. Accordingly, in addition to the conversion of the Band A and
Band B service providers to PCS authorizations, up to three PCS authorizations may be granted in each PCS region. Anatel held auctions for
PCS authorizations during 2001 and 2002.

The PCS license sets forth certain obligations and targets that must be met by a PCS company. Under these obligations, a PCS company is
required:

e to cover an area equivalent to at least 50.0% of the urban area in 50.0% of the state capitals and cities with more than 500,000
inhabitants by December 17, 2003;

e to cover all state capitals and all cities with more than 500,000 inhabitants by December 17, 2004;

e to cover an area equivalent to at least 50.0% of the urban area in 50.0% of the cities with more than 200,000 inhabitants by December
17, 2005;

e to cover all cities with more than 200,000 inhabitants by December 17, 2006; and
e to cover all cities with more than 100,000 inhabitants by December 17, 2007.

A locality is considered "covered" when the covered area contains, at least, 80.0% of total urban area. Failure to meet these targets may result
in the penalties established in the regulations and, in extreme circumstances, in termination of the PCS license by Anatel.

Obligations of Telecommunications Companies

Like other telecommunications service providers, we are subject to obligations concerning quality of service and network expansion and
modernization. The public regime companies are also subject to a set of special restrictions regarding the services they may offer, contained in
the General Plan of Concessions and Licenses, and special obligations regarding service quality, network expansion and modernization
contained in the General Plan on Universal Service and the General Plan on Quality.

New telecommunications regulations

On June 10, 2003, the Brazilian government promulgated a presidential decree (the "Decree") setting forth a number of changes in the
regulation of Brazil's fixed-line telecommunications sector. The Decree sets forth general policies regarding, among others, universal access to
telecommunications services, stimulation of employment and development of the Brazilian industry in the telecommunications sector,
competition and adoption of rate adjustment policies that take into account Brazilian socio-economic conditions and the financial equilibrium of
the existing concession contracts. The Decree also states that certain changes should be reflected in the terms of each concession contract to be
entered into by each public regime company as of January 1, 2006.

Pursuant to the Decree, Anatel adopted, on June 20, 2003, a new General Plan on Universal Service, which will require fixed-line
telecommunications services providers to achieve certain targets as of January 1, 2006. The purpose of the plan is to allow all Brazilians,
regardless of where they are located or their socio-economic status, to have access to the public switched telephone network. The costs related to
meeting the targets contemplated by the plan are to be paid for solely by the incumbent telecommunications services providers pursuant to terms
stipulated in each provider's concession contract. Anatel may revise the universal service targets, pursuant to the concession contracts, as well as
propose additional targets and accelerate the plan. The plan applies to local, domestic and long-distance service providers in varying degrees.

Telecommunications services providers will be required to:

e install the public switched telephone network to provide access for individual residential, non-residential and "trunk" classes in areas
with more than 300 inhabitants. Priority must be given to requests for individual access made by schools, hospitals, public security
establishments, public libraries, museums, judiciary agencies, federal public prosecutor's agencies, and consumer protection agencies.
Special care and equipment must also be provided for the hearing and speech impaired;
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e activate public telephones ("TUP"), which will allow any person to access the public switched telephone network, regardless of
subscription or registration with the carrier, ensuring that the density of TUPs per general license plan sector is equal to or over 6
TUPs per 1,000 inhabitants from January 1, 2006 onwards. This requirement is less stringent than the targets established by the
General Plan on Universal Service currently in force, which is 7.5 TUPs per 1,000 inhabitants for year-end 2003 and 8 TUPs per 1,000
inhabitants for year-end 2005. We believe this will have a lower impact on our costs and capital expenditures. When activating TUPs,
providers must ensure there are at least 3 TUPs per group of 1,000 inhabitants evenly distributed over the service area. Fifty percent of
the required TUPs must be installed in areas which are accessible twenty-four hours a day and 2.0% must be adapted for every kind of
physical impairment. Local services providers are responsible for meeting the targets in areas located 30 kilometers or less from any
other service area. Domestic and international long-distance providers must meet the targets in those service areas located thirty
kilometers or more from any other service area.

Local service telecommunications services providers will be required to activate and maintain telecommunications services stations ("PST")
in each general license plan sector in varying numbers. Such numbers will be determined by the population measured annually from the years
2007 to 2011. The public switched telephone network incumbent services providers must also activate one PST per general license plan sector in
cooperative service stations ("UAC") in rural areas. For the years 2007 and 2008, the requirement will vary according to the size of the
community. For the year ended 2009, all communities must be served.

The board of directors of Anatel also approved a public hearing with respect to the regulation of special individual access ("AICE"). The goal
of AICE is to meet the needs of lower income households not yet serviced by the public switched telephone network, and the offer, utilization,
rates, payment conditions, call treatment, network usage remuneration and taxation of AICE will be differentiated than for regular residential
telephone services. AICE will be accessed via prepaid cards, which could be used for any type of telecommunications services. The installation
orders of AICE will have to be fulfilled by the concessionaires within 30 days after the registration, according to the General Plan on Universal
Service, effective as of January 1, 2006.

On June 20, 2003, Anatel also approved the Form of New Concession Contract. See "Risk Factors Risks Related to Our Business." In June
2003, we notified Anatel of our intention to extend our current concession. We expect to formally enter into a new concession contract with
Anatel by the end of 2005.

The Form of New Concession Contract contains new terms reflecting the new General Plan on Quality and the new General Plan on Universal
Service described above, which relate to:

e new universalization targets;
e changes in local rate measurement criteria from pulse to minute measurement;

e changes in rate adjustment formulas, including the creation of a telecommunications industry index and a reduction in chargeable rates
for local interconnection rates; and

e areduction in the number of local areas.

Both the new General Plan on Quality and the new General Plan on Universal Service were approved by Anatel on June 28, 2003. They will
only come into force upon the execution of the new concession contract.

From our analysis to date, the major differences in the new Form of New Concession Contract relate to universalization targets and rate
structure. Concessionaires will be required to install telecommunications service centers in a number of locations, including in smaller
communities and the IGP-DI will no longer be used to determine the annual inflation-based adjustments to the rates. The Form of New
Concession Contract also anticipates number portability and resale. This will enable customers to change telecom service providers without the
inconvenience of having to change their contact number, which is especially important for corporate customers.

Public Regime  Service Restrictions

Until December 31, 2003, according to the General Concession Plan, all fixed telecommunications service concessionaires, such as our
company, were prohibited from offering new services, such as mobile services, fixed telecommunications services in the interregional or
international long-distance mode. Embratel was also prohibited from offering local or wireless services. The anticipated accomplishment of the
universalization targets on behalf of the concessionaires enabled them to be exempt from this restriction. See " Network Expansion General Plan
on Universal Service" and " Quality of Service General Plan on Quality." Every publicly-held fixed telecommunications service provider was
authorized, or is in the process of being authorized, to offer all other telecommunications services, except cable television services, provided that
they achieve their respective universalization and service expansion targets.
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Public regime companies are subject to certain restrictions on alliances, joint ventures, mergers and acquisitions, including:

e holding more than 20% of the voting stock of any other public regime company for a five-year period beginning in July 1998. This
prohibition is no longer enforced so long as the acquisition is not deemed detrimental to competition, does not put at risk the execution
of the concession contract and is duly authorized by the necessary agencies;

e mergers between regional fixed-line services providers and wireless services providers (a prohibition that also applies to
private-regime companies); and

e offering cable television services, unless the company offering telephone services has won a public auction to provide cable television
services in the relevant region and no other bidders participated.

Network Expansion  General Plan on Universal Service

Under the General Plan on Universal Service, each regional fixed-line service provider is required to expand fixed-line service within its
region, and Embratel is required to expand access to long-distance service by installing public telephones in every location situated at a geodesic
distance of more than 30 kilometers from the other region serviced by individual fixed telephone service. No subsidies or other supplemental
financing are anticipated for the network expansion obligations of the public regime companies. If a public regime company fails to meet its
obligations in a particular fixed-line region, Anatel may apply the penalties established in the terms and conditions of the concessions.

Quality of Services  General Plan on Quality

Each regional public and private regime company must comply with the provisions of the General Plan on Quality and also with the terms of
their respective concessions, licenses and authorizations. All costs related to the attainment of the goals established by the General Plan on
Quality must be exclusively borne by the respective telephone service provider. The General Plan on Quality establishes minimum quality
standards with regard to:

e responses to repair requests;

e availability of services to users;

quality of public telephones;

e operator availability;

e personal services to users;

e issuance of bills;

e responses to requests for address changes;
e modernization of the network; and

e responses to mail received from users.

These quality standards are measured according to the definitions and quality indicators established by Anatel. Companies are required to
make monthly reports to Anatel regarding their performance in attaining the quality goals. Additionally, companies are obligated to provide
Anatel an in-depth report and analysis regarding each quality goal that is not achieved. Anatel may also collect such data from companies at any
time and without prior notice.

Companies that fail to attain the Anatel quality goals may be subject to warnings, fines, intervention by Anatel, temporary suspensions of
service or cancellations of concessions and authorizations. See " Fines and Penalties" below.

Fines and Penalties

Failure to meet the network expansion and modernization obligations established by the General Plan for Universalization Targets, or any act
or failure to act that harms competition in the telecommunications sector may result in fines and penalties of up to R$50.0 million, as well as
potential revocation of concessions.
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Failure to meet the quality of service obligations established by the General Plan for Quality Targets may result in fines and penalties of up to
R$40.0 million. Although we were able to meet the requirements, we may fail to meet the service quality obligations set forth in the Plan in the
future as a result of certain factors which are beyond our control. See " Business Overview Network and Facilities Network Expansion"
" Business Overview Services."

Interconnection

General rules regarding interconnection are described in the General Interconnection Rule, promulgated by Anatel. All operating companies
providing public-interest services are required, if technically feasible, to make their networks available for interconnection on a
nondiscriminatory basis whenever such a request is made by any other telecommunications provider. Anatel currently sets and adjusts the
interconnection rates between two fixed-line networks as well as between fixed-line and wireless networks. Anatel has allowed fixed-line and
wireless network operators to freely negotiate interconnection rates, subject to a price cap imposed by Anatel.

Unbundling of local networks

On May 13, 2004, Anatel issued Order (Despacho) no. 172, which establishes rules for partial and full unbundling of local telephone networks
and requires us to make our networks available to other telecommunications service providers. This legislation limits the rate we can charge for
partial unbundling to R$15.42. Anatel has not yet fixed rates for full unbundling, although we expect that these rates will be lower than the rates
we are currently permitted to charge. This legislation is expected to increase competition in the local fixed line and broadband internet access
markets by making it easier for new telephone companies operating under either the public or private regime to enter these markets and for
existing providers to provide new services or enter new regions, since the networks of all telecommunications service providers, including fixed
line operators such as us, will be made available at lower rates. Similarly, this legislation makes it easier for us to provide new services and enter
into new regions in competition with other operators.

Rate Regulation

For basic plans, our concessions establish a mechanism of annual rate adjustment, based on rate baskets and the use of the IGP-DI price index.
A rate basket is defined for local services (local basket) and long-distance services (DLD basket). The rates for the provision of services through
payphones and the rates for address change are treated separately.

The adjustment index considers the IGP-DI price index variation, discounting the pre-established productivity factor in the Concession
Contract. Within each basket, the rates have a cap price, which can be adjusted up to a percentage above the established index (up to 9.0%
higher for the local basket and up to 5.0% higher for the DLD basket). However, the application of a higher index to one of the items in the
basket will require a balancing of the remaining items so as not to exceed the established limit for such basket.

On the adjustment dates for the local and DLD baskets, the rate adjustments for network use are also approved. These rates apply when any
networks are used by other telecommunications carriers. There is a rate charged per minute of use of our local network by other carriers
(TU-RL) and another for use of our intercity network (TU-RIU).

From the year 2000 to December 31, 2005, our rates and the other regional fixed-line companies have been and will be adjusted downward, in
real terms, as follows:

K-factor annual productivity adjustments

2000 2001 2002 2003 2004 2005
Fixed-line companies local (services) 0.0% 1.0% 1.0% 1.0% 1.0% 1.0%
Fixed-line companies local (network) 0.0% 5.0% 10.0% 15.0% 20.0% 20.0%
Fixed-line companies long-distance and intercity network 2.0% 4.0% 4.0% 4.0% 5.0% 5.0%

We may also offer alternative plans in addition to the basic service plan. Alternative plans must be submitted to Anatel for approval but are
not currently subject to a price cap.

Companies holding SMP licenses are allowed to freely price their wireless services, provided they are linked to existing service plans
authorized by Anatel. Price caps are adjusted annually, based on the IGP-DI. The interconnection rates are also subject to price caps fixed by
Anatel and adjusted on an annual basis, up to June 2004, when the values will start to be freely negotiated between the parties.

From the third year after the starting date of our concession, Anatel may submit us to the regime of free rating, provided that there is a
large-scale and effective competition among the service providers. Under this regime, the concessionaire can establish its own rates. In the event
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this regime is implemented, Anatel may reestablish the previous regime should arbitrary increases of profits by the carriers or practices
considered harmful to the competition occur.

For information on our current rates and service plans, see Item 4 "Information on the Company Rates".
Termination of a Concession
There are four possible ways that a public regime company's concession may terminate:
e non-renewal upon the expiration of the concession;

e an extraordinary situation in which the public interest is in jeopardy, during which time the Brazilian government may operate the
company. In such cases, the Brazilian government must be legislatively authorized to terminate the concession and the company must
be indemnified;

e termination by the company (by agreement with Anatel or through legal proceedings) as a consequence of an act or omission of the
Brazilian government that makes rendering services excessively burdensome to the company;

e the occurrence of:

¢ asplit-up, spin-off, amalgamation, merger, capital reduction or transfer of the company's corporate power without Anatel's
authorization;

the transfer of the concession without Anatel's authorization;

the dissolution or bankruptcy of the company; or

an extraordinary situation where Brazilian government intervention, although legally possible, is not undertaken since such
intervention would prove to be inconvenient, unnecessary or would result in unfair benefits for the company.

L 2R 2R 2

In the event a concession is terminated, Anatel may occupy the company's premises and use its employees in to continue providing services.

Table of Contents
Property, Plant and Equipment

Our main properties consist of transmission equipment, including Synchronous Digital Hierarchy - SDH and radio link systems, switching
equipment, including local, tandem and transit switching centers, metallic and fiber-optic cable networks, data transmission equipment, network
and infrastructure management systems, which include alternate current and direct current supply equipment, motor-generator groups, air
conditioning, towers, buildings and land surveillance. Since we are a holding company, our property is owned by our subsidiary Brasil Telecom
S.A.

Our land and buildings consist principally of our telephone exchanges and other technical, administrative and commercial properties.
Exchanges include local exchanges, "toll" exchanges that connect local exchanges to long-distance transmission facilities and "tandem"
exchanges that connect local exchanges with each other and with toll exchanges.

Our properties are located in the States of Acre, Rondodnia, Goids, Tocantins, Mato Grosso, Mato Grosso do Sul, Parand, Santa Catarina, and
Rio Grande do Sul, as well as in the Federal District. The buildings used by our management are primarily located in the capital cities of these
states. At December 31, 2003, we made use of approximately 5,108 properties, which 3,257 were owned by our company and 1,851 were leased
from third parties.

As of December 31, 2003, the net book value of our property, plant and equipment was approximately R$8,632.0 million (which includes
automatic switching, transmission and other equipment, buildings and other fixed assets net of accumulated depreciation and work-in-progress
regarding the same).

We have budgeted U.S.$300.0 million for capital expenditure through the end of 2005, of which we anticipate 85.0% will be expended in
2004, principally for expanding our mobile network infrastructure and information technology systems.

Table of Contents
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Environmental and Other Regulatory Matters

We, like other Brazilian telephone companies, are subject to federal, state and municipal environmental legislation and regulation. Our failure
to comply with applicable environmental laws could result in administrative, civil and criminal sanctions against us.

As part of our day-to-day operations, we regularly install ducts for wires and cables and erect towers for transmission antennae. We may be
subject to federal, state and/or municipal environmental licensing requirements due to our installation of cables along highways and railroads,
over bridges, rivers and marshes, and through farms, conservation units and environmental preservation areas, among other places. Currently,
state and municipal environmental agencies in the states within the region have not demanded that we obtain environmental licenses for the
installation of transmission towers and antennae. However, there can be no assurances that state and municipal environmental agencies will not
require us to obtain environmental licenses for the installation of transmission towers and antennae in the future and that such a requirement
would not have a material adverse effect on the installation costs of our network or on the speed with which we can expand and modernize our
network.

We must also comply with environmental legislation on the management of solid wastes. According to CONAMA Resolution No. 237 of
1997, companies responsible for the treatment and final disposal of solid industrial wastes, special wastes and solid urban wastes are subject to
environmental licensing. Should the waste not be disposed of in accordance with standards established by environmental legislation, the
company generating such waste may be held jointly liable for any damage caused with the company responsible for treatment of the waste. In
the States of Santa Catarina, Parand and Mato Grosso, we have already implemented management procedures promoting the recycling of
batteries, transformers and fluorescent lamps. During the current year those management practices will also be implemented in the other states.

In addition, since July 1999 we have been subject, on a provisional basis, to the ICNIRP, which imposes limits on the levels and frequency of
the electromagnetic fields originating from our telecommunications transmissions stations.

Notwithstanding the foregoing, we believe that we are in compliance with ICNIRP standards as well as with all applicable environmental
legislation and regulations. We are currently not involved in any administrative or judicial proceeding involving material liability for
environmental damage.

Table of Contents

ITEM 5. Operating and Financial Review and Prospects
The following discussion should be read in conjunction with our Consolidated Financial Statements and notes, which are included elsewhere
in this Annual Report. Certain important features of the presentation of our Consolidated Financial Statements are described in the introduction
to "Selected Financial Data." See Item 3 "Key Information Selected Financial Data."
Table of Contents
Overview of Results of Operations
Our results of operations are significantly affected by a variety of factors, including:
e rate increases and changes in revenues from network services;
e regulatory factors;
e political and economic factors;
e foreign exchange and interest rate exposure;
e general trends of the telecommunications services industry;
e competitive factors; and

e the attainment by us and other operators of certification that the universalization targets set forth by Anatel have been met.
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Rates Increases and Changes in Revenue from Network Services

Rates for fixed-line telecommunications services are subject to comprehensive regulation. Our concession contract establishes a price-cap
mechanism by which Anatel sets and adjusts rates on an annual basis. The price-cap mechanism consists of a maximum rate, established by
Anatel, that may be charged for a particular service and a weighted average rate for a basket of basic services. The basket of local services
covered by the maximum rate includes all of the services in the basic service plan, such as installation charges, monthly subscription fees and
switched local services (traffic). Subject to certain limits, the rates for individual services within the basket may be increased by up to 9.0%
above the limit, so long as the weighted average rate for the entire basket does not exceed the limit. Other services covered by the maximum rate
include long distance services, which are determined based on five rate categories that vary with the time of day and the distance between the
caller and the recipient, and network usage fees. For a further discussion of the application of prescribed rates to our individual services and
average rates for baskets of services, see Item 4 "Information on the Company Business Overview Rates."

Rate Increases

Charges for local and non-local services changed substantially from 2000 to 2003. In 2000, Anatel authorized us to adjust the rates for our
basket of local services, on average, by approximately 14.0%. In 2001, Anatel authorized us to adjust the rates for our basket of local services,
on average, by approximately 10.0%. In 2002, Anatel again authorized us to adjust the rates for our basket of local services, on average, by
approximately 8.0%. These rate changes had a positive effect on revenues in the corresponding periods.

On June 27, 2003, Anatel authorized an increase in rates based on the IGP-DI index in connection with local and long distance services and
network usage as provided for in our concession contract. The approved rate increases were equal to an average of 28.8% on local services and
24.9% on domestic long distance services. The rate adjustments gave rise to a number of judicial claims throughout Brazil challenging the
adjustments. On July 11, 2003, the STJ provisionally ordered that, pending its final ruling, rates were to be adjusted based on the accumulated
IPCA index variation over the 12 months prior to May 2003 (amounting to an average increase of approximately 17.2%). Although such final
decision is still pending, in accordance with the provisional ruling, on July 12, 2003 we readjusted our rates downwards according to the IPCA
index, effective retroactively to June 29, 2003.

On September 11, 2003, the Second Federal Court of the Federal District issued an injunction stating that the rate adjustments should be based
on the IPCA index and not the IGP-DI index as set forth in the concession contracts of the regional fixed-line telecommunications companies.
The injunction was amended on September 26, 2003 to stipulate that the IPCA index would replace the IGP-DI index in the concession
contracts. The decision was confirmed in preliminary judgements in the TRF on October, 20, 2003, the STJ on January, 22, 2004 and the STF on
March, 15, 2004. No final ruling has yet been rendered in this matter.

The following table sets forth the adjustments in rates in 2003 for various services as adjusted by Anatel pursuant to the IGP-DI index, and as
actually applied by us in accordance with the limits stipulated in the STJ's provisional order, pursuant to the IPCA index (the "Rate Increase").
The Rate Increase has had a positive impact on our revenues for 2003.

Anatel Actual Rate
(based on (based on
IGP-DI) IPCA)

Local services basket 28.75% 16.07%
Installation 41.75% (16.67)%
Residential subscription 25.60% 17.24%
Non-residential subscription 41.75% 17.24%
Trunk subscription 41.75% 11.22%
Pulses 25.60% 17.24%
Phone credits 24.60% 17.24%
Change of address 30.05% 17.24%

Local interconnection 14.34% 3.07%

Domestic long distance basket 24.85% 12.55%

Long distance interconnection 24.85% 12.55%

Average 30.05% 17.24%
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Network Services

We provide access to our network and lease certain network facilities to other telecommunications companies as part of our network service
business. This generates:

e interconnection fees paid to us by mobile service providers and other telecommunications operators (principally Embratel and Intelig)
for the use of our network to complete calls to our subscribers;

e fees from mobile companies for the leasing of transmission facilities, certain infrastructure and other equipment used in transporting
mobile calls within their own internal networks; and

e fees from the rental of our assets, such as points of presence, to other long-distance and mobile companies.

Interconnection fees are set by Anatel. With respect to revenue, the interconnection rate for the use of local networks (TU-RL) increased by
8.6%, 1.7% and 3.1% in 2001, 2002 and 2003, respectively, while the interconnection rate for the use of intercity networks (TU-RIU) increased
by 7.8%, 5.0% and 12.6% in 2001, 2002 and 2003, respectively.

With respect to costs, we pay interconnection fees for using other companies' network to complete our clients' calls. To complete a
fixed-to-mobile call, we pay an interconnection rate for the use of mobile networks (Tarifa de Uso Mével - TU-M / Valor de Uso Movel -
VU-M), which increased by 11.0% and 22.0% in 2002 and 2003, respectively. To complete a fixed-to-fixed call, we also pay interconnection
rate for the use of local networks (TU-RL), and interconnection rate for the use of intercity networks (TU-RIU).

The growth of wireless telecommunications and an increase in long distance usage volumes have resulted in substantial growth of network
services revenues for us and our competitors in 2001 and 2002. While network services revenues have continued to grow in 2003, the rate of
such growth has decreased. Any adverse effect on our competitors' systems that in turn has a negative impact on their interconnection with our
network could have an adverse effect on our financial condition and results of operations.

Regulatory factors

We operate under concessions from the Brazilian Government that authorize us to provide local fixed-line and specified types of
long-distance telecommunications in our region, and require us to comply with certain obligations related to rates, quality of service, network
expansion and modernization, and interconnection of our network. Our business, including the services that we provide and the rates that we
charge, is subject to comprehensive regulation under Brazilian law. Brazil's telecommunications regulatory framework is continuously evolving.
The interpretation and enforcement of regulations, the assessment of compliance with regulations and the flexibility of regulatory authorities are
all marked by uncertainty.

Under Brazilian law, public regime companies, like us, must have the rates that they charge for products and services approved by Anatel. On
June 20, 2003, Anatel enacted Resolution 341, which provides for new types of Anatel concession contracts, effective from January 1, 2006 until
2025. The Form of New Concession Contract provides for changes in the way in which rates are set. For example under the current proposals,
the IGP-DI index will no longer be used to determine the annual inflation-based adjustments to the rates charged by telecommunications
companies. Private regime companies that compete with us, like Global Village Telecom or Intelig, do not require Anatel approval when setting
their rates and may unilaterally determine the prices that they charge for their services. As a result, adverse changes in Brazilian
telecommunications regulations and non-approval or even delays in the approval of rate changes by Anatel, could adversely impact our
operations and competitive position.

Political and Economic Factors

The following discussion should be read in conjunction with the "Business Overview" section included in Item 4 "Information on the
Company." Our financial condition and results of operations are significantly affected by Brazilian telecommunications regulations, including
the regulation of rates. Our financial condition and net income have also been, and are expected to continue to be, affected by the political and
economic environment in Brazil. In particular, our financial performance is affected by:

e economic growth and its impact on demand for telecommunications services;
e the cost and availability of financing;

e devaluation of the real and increase in interest rates;

o the exchange rates between Brazilian and foreign currencies; and
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e granting by Anatel of certain authorizations, certifications and licenses.

We are the leading provider of local fixed-line telecommunications services, as well as of intraregional fixed-line telecommunications services
in our region. As of July 1999, Embratel and Intelig were authorized to and began to provide intraregional long-distance services in our region,
thereby increasing competition for us. In 2000, Global Village Telecom began to provide local and intrastate fixed-line telecommunications
services in our region. To date, Telemar, Embratel and Intelig, among others, have been granted permission by Anatel to provide local
telecommunications services in our region. Telesp, Albra, TIM and Global Village Telecom, among others, have been granted permission by
Anatel to provide intraregional, interregional and international telecommunications services in our region. See Item 3 "Key Information Risk
Factors Risks Relating to the Brazilian Telecommunications Industry We face increasing competition in the Brazilian telecommunications
industry which may have a material adverse effect on our market share, results of operations and financial condition."

In 2002, various factors had a negative impact on the Brazilian economy, including the uncertainties relating to the political and economic
future of Brazil and the political and economic uncertainties of other South American countries, including Argentina and Venezuela. These
factors had an influence in 2002 on the increased unpredictability of the markets in Brazil, the decreased ability to obtain credit and the
decreased investor confidence in the Brazilian marketplace.

During a period of relative economic stability in the first half of 2002, the Brazilian Central Bank decreased the base interest rate ("SELIC")
to a level of 18.0% as of July 17, 2002. However, as a result of the deteriorating economic conditions and the internal political instability caused
by the Brazilian presidential elections in the second half of 2002, the Central Bank increased the SELIC during the second half of 2002 to 25.0%
on December 18, 2002. During 2002, GDP increased by 1.5%.

Beginning in 2003, the continued political and economic uncertainty in Brazil led the Brazilian Central Bank to raise the SELIC to 25.5% on
January 22, 2003 and further to 26.5% on February 19, 2003. The base interest fell from a high of 26.5% to 16.5% at the end of 2003 due to the
improving political situation in Brazil, the growth of the global economy and investors' perception of the Brazilian market.

Notwithstanding a certain amount of economic instability from 2000 to 2002, the economic policies initiated by the new government have
increased stability in the market, leading to an appreciation of the real in 2003 by 18.3% to R$2.8892 per U.S.$1.00 as of December 31, 2003.

The following table shows the GDP growth, the inflation rate, the U.S. dollar exchange rate devaluation (appreciation) and the SELIC rate for
the three-year period ended December 31, 2003.

Year ended December 31,

2001 2002 2003
GDP growth® 1.4 1.5 (0.2)
IGP DI Inflation rat®% 10.4 26.4 7.7
IGP M Inflation Raf®% 10.4 25.3 8.7
IPCA Inflation rate®% 7.7 12.5 9.3
U.S. dollar exchange rate devaluation / (appreciation)®% 18.7 52.3 (18.3)
SELIC(4)% 19.0 25.0 16.3
) Source: IBGE
@ Source: Fundagéo Getiilio Vargas
3 Source: Consumer Price Index IBGE
@) Source: Central Bank of Brazil

Foreign Exchange and Interest Rate Exposure

Our current cost of financing is not materially exposed to exchange rate risk. At December 31, 2003, approximately 5.3% of our indebtedness,
or R$245.6 million, was denominated in U.S. dollars. At December 31, 2003, we hedged approximately 58.4% of our indebtedness in foreign
currency. For the year ended December 31, 2003, loss on foreign currency and monetary restatement amounted to approximately R$25.7
million, due to the depreciation of the real against the U.S. dollar. We also face foreign exchange risk because a significant portion of our
equipment costs, such as costs relating to switching centers and software used for upgrading network capacity, are denominated in U.S. dollars.
Historically, approximately 35.0% our total capital expenditures have been U.S. dollar denominated. See Item 11 "Quantitative and Qualitative
Disclosures About Market Risk Quantitative Information About Market Risk Exchange Rate Risk."

We are exposed to interest rate risk as a consequence of our floating rate debt. At December 31, 2003, 99.5% of our reais-denominated
interest-bearing liabilities bore interest at floating rates. We have not entered into derivative contracts or made other arrangements to hedge
against this risk. Accordingly, although interest rates decreased significantly in Brazil during 2003, if market interest rates (principally the TJLP
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(the Brazilian federal long-term interest rate) and the CDI (the Brazilian interbank deposit rate)) rise in the future, our financing expenses will
increase. Furthermore, at December 31, 2003, approximately 3.1% of our total debt bore interest at floating rates based on LIBOR. At December
31, 2003, the six month LIBOR was 1.2% per annum.

We use swap contracts to limit the risk of increases in our liabilities (expressed in reais) on our foreign currency debt as a result of currency
fluctuations. The swap contracts consist of currency swaps under which an obligation denominated in foreign currency is exchanged for a
real-denominated obligation bearing interest at the CDI rate. The gain (loss) of swap transactions recorded under the Corporation Law Method
offsets the effect of exchange rate variations on our foreign currency indebtedness.

General Trends of the Telecommunications Services Industry

In 1998, Brazil had approximately 20.0 million fixed-line telephones and by the end of 2003, there were 49.3 million. According to Anatel,
wireless subscribers increased from 7.4 million in 1998 to 46.4 million in 2003. Since mid-2003, we have been observing a stabilization in the
growth of the fixed-line telecommunications services market, while the wireless telecommunications services segment of our industry continues
to experience consistent growth. From observing trends in the growth of the wireless intercommunications services industry in the United States
and Europe, we are aware of the necessity to invest in our wireless telecommunications services segment in order to be able to offer integrated
fixed-line and wireless telecommunications services, as well as data transmission services.

We do not expect future material increases in the number of installed fixed-lines and revenues from basic fixed-line telecommunications
services; however, we do expect to generate revenues from wireless telecommunications services. By owning both wireless and fixed-line
telecommunications services networks, we expect to be able to minimize our interconnection costs for outgoing calls and maximize
interconnection revenues from incoming calls. We also expect an increase in revenues from our data transmission services due to the increased
demand for our ADSL and other data transmission services.

Competitive Factors

We are the leading provider of local fixed-line telecommunications services and intrastate fixed-line telecommunications services in our
region. However, we face rapidly increasing competition from companies that already operate in our region, such as Embratel, Intelig and
Global Village Telecom and from companies which have been given permission to operate in our region, such as Telemar, Telesp, Albra, TIM,
Telmex do Brasil, TNL PCS S.A., CTBC Telecom and Sercomtel.

The entry of new competitors in the local market, the long distance market or the other markets in which we compete may have an adverse
impact on our business, financial condition, results of operations or prospects. The extent of any adverse effects on our results of operations and
market share from competition will depend on a variety of factors that cannot now be assessed with precision, some of which are beyond our
control. Among these factors are the technical and financial resources available to our competitors, their business strategies and capabilities,
consolidation of competitors, prevailing market conditions, the regulations applicable to us and to the new entrants, including those pertaining to
providers of wireless telecommunications services, and the effectiveness of our efforts to prepare for increased competition.

Attainment of Certification that the Universalization Targets set forth by Anatel have been met

On January 19, 2004, Anatel certified the accomplishment of our network expansion and universal service targets established in our
concession contract. We thereby received authorization to provide (i) local and intraregional long-distance services in Regions I and I1I; (ii)
international long-distance services in Regions I, II and III; (iii) interregional long-distance service to anywhere within Brazil (iv) wireless
telecommunications services in our region and (v) corporate data services throughout Brazil. In anticipation of these new services, and as part of
our strategy, we made investments in a number of fixed assets, including our wireless service infrastructure and the acquisition of GlobeNet and
iBest in 2003 and the acquisition of the remaining shares of Vant and MetroRED in 2004.

Telemar, Telesp and Embratel have also received certification from Anatel with respect to their network expansion and universal service
targets and accordingly, they can provide services on a nationwide basis in direct competition with us. Having attained our certification, we now
have the authorization to offer telecommunications services outside Region II and to compete directly with Telemar, Telesp, Embratel or any
other telecommunications operator in their respective markets.
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U.S. GAAP Reconciliation

We prepare our Consolidated Financial Statements in accordance with Brazilian GAAP, which differ in certain significant respects from U.S.
GAAP. The following table sets forth a comparison of our net income (loss) and shareholders' equity in accordance with Brazilian GAAP and
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U.S. GAAP as of the dates and for the periods indicated:

At and for the year ended December 31,

2001 2002 2003

Thousands of reais
Net income (loss) in accordance with:
Brazilian GAAP (39,252) 148,473 (168,647)
U.S. GAAP (133,894) 279,899 (8,347)

Shareholders' equity in accordance with:
Brazilian GAAP 6,733,367 6,663,432 6,261,431

U.S. GAAP 6,879,650 6,808,351 6,582,264
See Note 31 to our Financial Statements for a description of the principal differences between Brazilian GAAP and U.S. GAAP as they relate
to us, and a reconciliation of net income (loss) and shareholders' equity for the dates and periods indicated therein.
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Critical Accounting Policies

In preparing our consolidated financial statements, we have relied on estimates and assumptions derived from historical experience and
various other factors that we deemed reasonable and relevant. "Critical accounting policies" are those that are important to the portrayal of our
financial condition and results and utilize management's most difficult, subjective or complex judgments, estimates and assumptions. The
application of these critical accounting policies often requires judgments made by our management regarding the effects of matters that are
inherently uncertain on the carrying value of our assets and liabilities and the results of our operations. Our results of operation and financial
condition may differ from those set forth in our consolidated financial statements, if our actual experience differs from management's
assumptions and estimates. The following is a discussion of our critical accounting policies, including some of the variables, assumptions and
sensitivities underlying the estimates relating to:

e goodwill impairment;
e revenue recognition;
e allowance for doubtful accounts;
e depreciation of property, plant and equipment;
e valuation of property, plant and equipment;
e provisions for contingencies;
o deferred income taxes; and
e provision for pensions.
Goodwill Impairment

In connection with SFAS No. 142's transitional goodwill impairment evaluation, we are required to perform an assessment of whether there
was an indication that goodwill is impaired as of the date of adoption. To accomplish this, we were required to identify our reporting units and
determine the carrying value of each reporting unit by assigning the assets and liabilities, including the existing goodwill and intangible assets,
to those reporting units as of January 1, 2002. We were required to determine the fair value of each reporting unit and compare it to the carrying
amount of the reporting unit within six months of January 1, 2002. To the extent the carrying amount of a reporting unit exceeded the fair value
of the reporting unit, we would be required to perform the second step of the transitional impairment test, as this would be an indication that the
reporting unit goodwill may be impaired. Under Brazilian GAAP, the amount of goodwill and other intangible asset impairment, if any, is
measured based on projected undiscounted future operating cash flows.
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Under the terms of the operating concessions granted by the Brazilian Federal Government, we are obliged to provide a certain minimum
level of services over the entire area covered by our fixed-line operating licenses. Also, we do not possess specific financial information to
determine an allocation of assets and liabilities in a level below the consolidated business nor do we manage different areas of the concession as
if they were separate businesses. We therefore consider the entire fixed-line business to be one reporting unit and accordingly we determined the
fair value, under U.S. GAAP, or the projected undiscounted future operating cash flows, under Brasilian GAAP, of our entire fixed line business.

A determination of the fair value and the undiscounted future operating cash flows of our fixed line business requires management to make
certain assumptions and estimates with respect to projected cash inflows and outflows related to future revenues and expenditures and expenses.
These assumptions and estimates can be influenced by different external and internal factors, such as economic tendencies, industry trends,
interest rates, changes in our business strategies and changes in the type of services we offer to the market. The use of different assumptions and
estimates could significantly change our financial statements. For example, if we had used more conservative assumptions and estimates the
expected future net cash flow may had lead us to recognize impairment charges on goodwill, which would had decreased our results of
operations and shareholders equity In viewing all of our fixed-line assets and liabilities as one reporting unit and performing an initial
assessment on this reporting unit including the assumptions and estimates that we considered appropriate, we were not required to recognize any
impairment loss under either, U.S. GAAP or Brazilian GAAP.

Revenue recognition

Under Brazilian GAAP and U.S. GAAP, revenues from customer calls are based on time used, according to Brazilian law, and recognized
when services are provided. Considering their high turnover and average short life, under Brazilian GAAP revenues from pre-paid phone cards
for public telephones are recognized when the cards are sold. Under U.S. GAAP, revenues from sales of such pre-paid phone cards are
recognized when the cards are used. Deferred revenues are determined based upon estimates of sold but unused public phone card credits
outstanding as of each balance sheet date. Under Brazilian GAAP, revenues from activation and installation fees are recognized upon activation
of customer services. Under U.S. GAAP, revenues and related costs from activation and installation fees are deferred and amortized over five
years, the estimated average customer life.

We consider revenue recognition to be a critical accounting policy, because of the uncertainties caused by different factors such as the
complex information technology required, high volume of transactions, fraud and piracy, accounting regulations, management s determination of
collectibility and uncertainties regarding our right to receive certain revenues (mainly revenues for usage of our network). Significant changes in
these factors could cause us to fail to recognize revenues or to recognize revenues that we may not be able to realize in the future, despite our
internal controls and procedures. We have not identified any significant need to change our revenue recognition policy for U.S. GAAP or for
Brazilian GAAP.

Allowance for doubtful accounts

Under Brazilian GAAP and U.S. GAAP, we provide an allowance for doubtful accounts for accounts receivables for which recoverability is
considered doubtful. Through 2000, we calculated the allowance by applying the ratio of actual losses during the previous year (write-offs to
gross revenues) to amounts overdue up to 90 days. For accounts over 90 days, we determined the allowance based on our historical experience
on such accounts. Effective as from 2001, we based our estimate on our historical collection experience and a review of the current status of all
trade accounts receivable. This estimate considers the ratio of historical losses applied to the different categories of all outstanding amounts
receivable from our customers. In case the value of our estimated allowance for doubtful accounts differs from the amounts not actually
collected due to a deterioration in the financial condition of our customers or otherwise, additional allowance may be required.

Depreciation of property, plant and equipment

Under Brazilian GAAP and U.S. GAAP, depreciation of property, plant and equipment is provided using the straight-line method based on the
estimated useful lives of the underlying assets and in accordance with tax rules. The principal depreciation rates are shown in Note 16 to the
Consolidated Financial Statements. Beginning in 1999, we shortened our depreciation schedule for our automatic switching and transmission
equipment from thirteen years and ten years, respectively, to five years, in order to better reflect the estimated useful life of this equipment in
light of rapidly changing technology and industry practices. Given the complex nature of our property, plant and equipment, the estimates of
useful lives require considerable judgment and are inherently uncertain, due to rapidly changing technology and industry practices, which could
cause early obsolescence of our property, plant and equipment. If we materially change our assumptions of useful lives and if external market
conditions require us to determine the possible obsolescence of our property, plant and equipment, our depreciation expense, obsolescence
write-off and consequently net book value of our property, plant and equipment could be materially different.

Valuation of property, plant and equipment

In accordance with SFAS No. 144, long-lived assets, such as property, plant, and equipment, are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used is
measured by a comparison of the carrying amount of an asset to the estimated undiscounted future cash flows expected to be generated by the
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asset. If the carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized in the amount by which the
carrying amount of the asset exceeds the fair value of the asset. Under Brazilian GAAP, the recoverability of assets as mentioned above, if
negative, would indicate the amount that would be considered impaired.

A determination of the fair value of an asset requires management to make certain assumptions and estimates with respect to projected cash
inflows and outflows related to future revenues and expenditures and expenses. These assumption and estimates can be influenced by different
external and internal factors, such as economic tendencies, industry trends, interest rates and changes in the marketplace. The use of different
assumptions and estimates could significantly change our financial statements, for example if we had used more conservative assumptions and
estimates the expected future net cash flow may had lead us to recognize impairment charges on our property, plant and equipment, which would
had decreased our results of operations and shareholders equity. No impairment losses have been recognized for any of the periods presented.

Provisions for contingencies

Under Brazilian GAAP and U.S. GAAP, provisions for contingencies are recognized for the amounts of probable losses based on legal advice
from our in-house and external legal counsel and management's opinion of the outstanding contingent matters at the balance sheet date. We
continually evaluate the provisions for contingencies based on changes in relevant facts, circumstances and events, such as judicial decisions,
that may impact the estimates, which could have material impact on our results of operations and shareholders equity. While management
believes that the current provisions for contingencies is adequate, there can be no assurance that these factors will not change in the future.

Deferred income taxes

We compute and pay income taxes based on results of operations under Brazilian Corporation Law, which are significantly different from the
Brazilian GAAP figures that are presented in our financial statements in this annual report. Please see note 31 for more detailed description of
the differences between Brazilian Corporation Law and Brazilian GAAP. Under Brazilian GAAP and U.S. GAAP, we recognize deferred tax
assets and liabilities based on the differences between the financial statement carrying amounts and the tax bases of assets and liabilities. We
regularly review the deferred tax assets for recoverability and establish a valuation allowance if it is more likely than not that the deferred tax
assets will not be realized, based on historical taxable income, projected future taxable income, and the expected timing of the reversals of
existing temporary differences. When performing such reviews, we are required to make significant estimates and assumptions about future
taxable income. In order to determine future taxable income, we need to estimate future taxable revenues and deductible expenses, which are
subject to different external and internal factors, such as economic tendencies, industry trends, interest rates, changes in our business strategies
and changes in the type of services we offer to the market. The use of different assumptions and estimates could significantly change our
financial statements. For example, if we had used more conservative assumptions and estimates with respect to our expected future taxable
income, we would be required to recognize valuation allowance charges on deferred income tax assets, which would decrease our results of
operations and shareholders equity. If we operate at a loss or are unable to generate sufficient future taxable income, or if there is a material
change in the actual effective tax rates, the time period within which the underlying temporary differences become taxable or deductible, or any
change in our future projections, we could be required to establish a valuation allowance against all or a significant portion of our deferred tax
assets resulting in a substantial increase of our effective tax rate and a material adverse impact on our operating results.

Provision for pensions

In relation to the post-retirement pension liabilities, we are required to make assumptions and estimates regarding interest rates, investment
returns, levels of inflation for future periods, mortality rates and projected employment levels. The accuracy of these assumptions and estimates
will determine whether we have created sufficient reserves for accrued pension and medical health care costs and the amount we are required to
provide each year as our post-retirement pension costs. These assumptions and estimates are subject to significant fluctuations due to different
external and internal factors, such as economic trends, social indicators, our capacity to create new jobs and our ability to retain our employees.
If these assumptions and estimates are not accurate, we may be required to review our provisions for pensions, which could materially reduce the
results of our operations and shareholders equity.
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New Accounting Pronouncements

In June 2001, FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations. SFAS No. 143 requires the Company to record the
fair value of an asset retirement obligation as a liability in the period in which it incurs a legal obligation associated with the retirement of
tangible long-lived assets that result from the acquisition, construction, development, and/or normal use of the assets. The Company also records
a corresponding asset that is depreciated over the life of the asset. Subsequent to the initial measurement of the asset retirement obligation, the
obligation will be adjusted at the end of each period to reflect the passage of time and changes in the estimated future cash flows underlying the
obligation. The Company was required to adopt SFAS No. 143 on January 1, 2003. The adoption of SFAS No. 143 did not have a material effect
on the Company's financial statements.
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At the September and October 2002 meetings of the Emerging Issues Task Force (EITF), the Task Force reached a conclusion on Issue No.
00-21, Revenue Arrangements with Multiple Deliverables, which outlines an approach to be used to determine when a revenue arrangement for
multiple deliverables should be divided into separate units of accounting and, if separation is appropriate, how the arrangement consideration
should be allocated to the identified accounting units. Specifically, in an arrangements with multiple deliverables, the delivered item(s) should be
considered a separate unit of accounting if (1) the delivered item(s) has value to the customer on a standalone basis, (2) there is objective and
reliable evidence of the fair value of the undelivered item(s) and (3) if the arrangement includes a general right of return, delivery or
performance of the undelivered item(s) is considered probable and substantially in the control of the vendor. The arrangement consideration
allocable to a delivered item(s) that does not qualify as a separate unit of accounting within the arrangement should be combined with the
amount allocable to the other applicable undelivered item(s) within the arrangement. The appropriate recognition of revenue should then be
determined for those combined deliverables as a single unit of accounting. The adoption of EITF 00-21 on July 1, 2003 did not result in a change
in the Company's revenue recognition policies.

In November 2002, the FASB issued Interpretation No. 45, Guarantor's Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness to Others, an interpretation of FASB Statements No. 5, 57 and 107 and a rescission of FASB Interpretation
No. 34. This Interpretation elaborates on the disclosures to be made by a guarantor in its interim and annual financial statements about its
obligations under guarantees issued. The Interpretation also clarifies that a guarantor is required to recognize, at inception of a guarantee, a
liability for the fair value of the obligation undertaken. The initial recognition and measurement provisions of the Interpretation are applicable to
guarantees issued or modified after December 31, 2002. Adoption of FIN 45 did not have a material effect on the Company's financial
statements.

In December 2003, the FASB issued FASB Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities, which
addresses how business enterprise should evaluate whether it has a controlling financial interest in an entity through means other than voting
rights and accordingly should consolidate this entity. FIN 46R replaces FASB Interpretation No. 46, Consolidation of Variable Interest Entities,
which was issued in January 2003. The Company will be required to apply FIN 46R to variable interests in VIEs created after December 31,
2003. For variable interests in VIEs created before January 1, 2004, the Interpretation will be applied beginning on January 1, 2005. For any
VIEs that must be consolidated under FIN 46R that were created before January 1, 2004, the assets, liabilities and noncontrolling interests of the
VIEs initially would be measured at their carrying amounts with any difference between the net amount added to the balance sheet and any
previously recognized interest being recognized as the cumulative effect of an accounting change. If determining the carrying amounts is not
practicable, fair value at the date FIN 46R first applies may be used to measure assets, liabilities and noncontrolling interests of the VIE.
Management of the Company does not expect any significant impact on the Company's financial statements by applying FIN 46R.

FASB Statement No. 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity, was issued in May
2003. This Statement establishes standards for the classification and measurement of certain financial instruments with characteristics of both
liabilities and equity. The Statement also includes required disclosures for financial instruments within its scope. For the Company, the
Statement was effective for instruments entered into or modified after May 31, 2003 and otherwise will be effective as of January 1, 2004,
except for mandatorily redeemable financial instruments. For certain mandatorily redeemable financial instruments, the Statement will be
effective for the Company on January 1, 2005. The effective date has been deferred indefinitely for certain types of mandatorily redeemable
financial instruments. The Company currently does not have any financial instruments that are within the scope of this Statement.

Emerging Issue Task Force No. 01-08 (EITF 01-08), Determining Whether an Arrangement is a Lease, provides guidance in determining
whether an arrangement should be considered a lease subject to the requirements of FASB Statement No. 13 (FAS 13), Accounting for Leases.
EITF 01-08 defines, amongst others, that an arrangement conveys the right to use the property, plant, and equipment if the purchaser has (i) the
ability to operate the property, plant and equipment, (ii) control physical access to the property, plant and equipment, or (iii) it is remote that one
or more other parties will take more than a minor amount of the output and the pricing for the output is not fixed per unit or based on current
market prices at the date of delivery. The consensus is required to be applied to arrangements agreed or committed to, modified, or acquired in
business combinations initiated after the beginning of an entity's next reporting period beginning after May 28, 2003. We have not entered into
significant arrangements since this date.

Table of Contents
Results of Operations for the Years Ended December 31, 2001, 2002 and 2003

The following discussion is based on and should be read in conjunction with our audited consolidated financial statements, as well as under
the caption "Summary Information." The data at December 31, 2001, 2002 and 2003 have been derived from our audited consolidated financial
statements, prepared in accordance with the Brazilian GAAP. Investors should note that financial statements prepared in accordance with
Brazilian GAAP differ from financial statements prepared in accordance with Brazilian Corporation Law in the methodology used for the
recognition of inflation. Pursuant to Brazilian GAAP our audited financial statements as of and for the years ended December 31, 2001, 2002,
and 2003 no longer recognize the effects of inflation after January 1, 2001 and are not restated in constant reais. Brazilian GAAP when applied
to us differs in certain important respects from U.S. GAAP. We have not prepared a reconciliation to U.S. GAAP for any periods, including the

Business Overview 63



Edgar Filing: BRASIL TELECOM HOLDING CO - Form 20-F

years ended December 31, 2001, 2002 or 2003.

The following table sets forth certain components of our net loss, as well as the percentage change from the prior year, for 2001, 2002 and
2003.

Year ended December 31, Percentage change

2001 2002 2003 2001-2002 2002-2003

(thousands of reais, except percentages)

Net operating revenues 6,158,408 7,071,368 7,915,194 14.8 11.9
Cost of services 4,765,593 5,143,358 5,455,019 7.9 6.1
Gross profit 1,392,815 1,928,010 2,460,175 38.44 27.6
Operating expenses:
Selling expensses 724,507 763,346 821,627 54 7.6
General and administrative expenses 624,751 687,462 865,052 10.0 25.8
Other net operating expenses (income) 60,875 (121,181) 211,308 N/A N/A
Operating income (loss) before net financial

expenses (17,318) 598,383 562,188 N/A (6.0
Net financial expense 47,051 330,460 610,159 602.3 84.6
Operating income (loss) (64,369) 267,923 47,971) N/A N/A
Net non-operating expenses 85,167 78,312 550,022 (8.0) 602.3
Employees' profit share 52,783 42,619 3,510 (19.3) (91.8)
Income (loss) before taxes and minority interests (202,319) 146,992 (601,503) N/A N/A
Income and social contribution tax benefits

(expenses) 87,347 916) 261,390 N/A N/A
Loss before minority interests (114,972) 146,076 (340,113) N/A N/A
Minority interests 75,720 2,397 171,466 (96.8) 7,053.4
Net income (loss) (39,252) 148,473 (168,647) N/A N/A
Net Operating Revenues

We generate operating revenues from:
e local services, including monthly subscription charges, measured service charges, public telephones and additional services;
e long-distance services;
e data transmission;
e network services, including interconnection and leasing high-capacity lines; and
e other services, including toll-free, call forwarding and caller ID services.

Gross operating revenues are offset by value-added and other indirect taxes and discounts to customers. The composition of gross operating
revenues by category of service is presented in our Financial Statements and discussed below before deduction of value-added and other indirect
taxes. We do not determine net operating revenues for each category of revenue as we do not believe such information to be useful to investors.
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The following table sets forth certain components of our consolidated net operating revenues, as well as the percentage change from the prior
year, for 2001, 2002 and 2003.

Year ended December 31, Percentage change

2001 2002 2003 2001-2002 2002-2003

(thousands of reais, except percentages)

Local services:

Monthly subscription charges 2,218,784 2,656,631 2,867,244 19.7 7.9
Measured service charges 2,863,073 3,106,544 3,490,010 8.5 12.3
Public telephones 274,218 341,766 394,525 24.6 15.4
Other 191,679 149,643 148,035 (21.9) (1.1)
Total local services 5,547,754 6,254,584 6,899,814 12.7 10.3
Long-distance services:
Intraregional 1,341,288 1,748,190 1,923,094 30.3 10.0
Interregional and International 718 594 562 (17.3) 5.3)
Total long-distance services 1,342,006 1,748,784 1,923,656 30.3 10.0
Data transmission 324,690 504,979 764,059 55.5 51.3
Network services 994,343 1,021,308 1,050,821 2.7 2.9
Other 249,703 310,025 439,031 24.2 41.6
Gross operating revenues 8,458,496 9,839,680 11,077,381 16.3 12.6
Value added and other indirect taxes (2,200,580) (2,670,871) (3,042,487) 214 13.9
Discounts (99,508) (97,441) (119,700) 2.1) 22.8
Net operating revenues 6,158,408 7,071,368 7,915,194 14.8 11.9

Net operating revenues increased 11.9% to R$7,915.2 million in 2003 from R$7,071.4 million in 2002. This growth in net revenues was
principally due to: (i) a 10.3% increase in revenues from local services resulting from a 6.7% increase in the average number of lines in service
to approximately 9.7 million during 2003 from approximately 9.1 million in 2002; (ii) a 51.3% increase in revenues from data transmission
resulting from (a) a 100.4% increase in our ADSL accesses in service, (b) a 91.7% increase in our IP accesses (Dedicated IP, IP Light and IP
Turbo) in service, and (c) a 26.8% increase in the number of our Frame Relays in service at December 31, 2002; (iii) the 10% increase in
intraregional long distance services and (iv) the Rate Increase.

Net operating revenues increased by approximately 14.8% to R$7,071.4 million in 2002 from R$6,158.4 million in 2001. The growth in
revenues in 2002 was principally due to: (i) a 12.7% increase in revenues from local services resulting from a 13.0% increase in our average
lines in service, to approximately 9.1 million at the end of 2002 from approximately 8.0 million at December 31, 2001, higher service charges
for the basket of local services, and an increase in fixed-to-mobile revenues; (ii) an increase in revenues from data transmission resulting from
(a) a 309.2% increase in our ADSL accesses in service, (b) a 116.2% increase in our IP accesses (Dedicated IP, IP Light and IP Turbo) in
service, (c) an 83.8% increase in the number of Frame Relays in service and (d) a 192.4% increase in the number of DialNet accesses in service;
and (iii) an increase in intraregional long-distance services resulting from an increase in fixed-to-mobile revenues. The growth in revenues was
lower in 2002 than in 2001 primarily due to a smaller increase of average lines in service in 2002 of 9.6%, compared to 16.0% in 2001. In
addition, 2001 was the first full year in which net operating revenues reflected our increased telephone network from our acquisition of CRT.

Revenues from Local Service

Total revenues from local services increased by 10.3% to R$6,899.8 million in 2003 from R$6,254.6 million in 2002. This increase was
primarily due to the Rate Increase as well as the increasing penetration of telecommunications services in our region, represented by an increase
in telephone density in our region of 23.4 lines in service per 100 inhabitants at December 31, 2003 from 23.1 lines in service per 100
inhabitants at December 31, 2002. The total number of lines in service increased to 9.9 million at December 31, 2003 from 9.5 million at
December 31, 2002. This increase in penetration was due primarily to increased demand resulting from continued targeted and focused
marketing efforts aimed at increasing the number of lines in service.
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Total revenues from local services increased by approximately 12.7% to R$6,254.6 million in 2002 from R$5,547.8 million in 2001. The
growth of revenues from local service in 2002 primarily reflects the annual rate increase of the basket of local services by approximately 8.3%.
In addition to the rate increase, revenues from local service increased due to the increasing penetration of telecommunications services in our
region represented by an increase in telephone density in our region of 7.5%, from 21.5 lines in service per 100 inhabitants at the end of 2001 to
23.1 lines in service per 100 inhabitants by the end of 2002. This increase in penetration was due primarily to increased demand resulting from
our implementation of targeted and focused marketing efforts aimed at increasing the number of lines in service.

Monthly Subscription Charges

Total revenues from monthly subscription charges increased by 7.9% to R$2,867.2 million in 2003 from R$2,656.6 million in 2002. This
revenue growth is primarily due to the increase in the average number of lines in service during the period, as well as to the rate increase to
residential and non-residential clients of 17.2%. The increase in monthly subscription charges was partially offset by our continued offering of
discounted basic monthly plans to clients who requested line cancellations in areas where we have idle capacity. These discounted monthly plans
were implemented for the purpose of retaining clients in these areas.

Total revenues from monthly subscription charges increased by 19.7% to R$2,656.6 million in 2002 from R$2,218.8 million in 2001. This
growth was primarily due to the increase in the average number of lines in service during the period, as well as to the annual price adjustment of
the basket of local services of 14.0% for residential customers and of 0.6% for nonresidential customers. The increase was due to our
implementation of discounted plans to clients who requested line cancellations in areas where we have idle capacity. These discounted monthly
plans were implemented for the purpose of retaining clients in these areas.

Measured Service Charges

Total revenues from measured service charges, which include charges for pulses used in excess of the fixed monthly allowance and charges
for local fixed-line to mobile handsets, increased by 12.3% to R$3,490.0 million in 2003 from R$3,106.5 million in 2002. This increase was
primarily due to a 15.1% increase in revenues from calls made from a fixed-line to mobile handsets inside the mobile subscriber's home area
("VC-1"), resulting from an increase in 2003 in the number of mobile lines in our region of 36.5%, according to Anatel estimates, as well as
increased telephone density in our region. The increase in VC-1 revenues was partly offset by a decrease in total billed pulses.

Total billed pulses, which include the number of pulses that exceed the fixed amount of monthly free pulses in 2003 decreased by 8.1% to
approximately 12.0 billion. A pulse represents an average of 2.5 minutes of call time. Despite the increase in telephone density, the number of
billed pulses per average lines in service per month decreased to 103.2 in the year ended December 31, 2003, compared to 119.9 in the
corresponding period in 2002, reflecting our increasing penetration into lower income households. This decrease in billed pulses also reflects
lower overall economic growth during 2003, and is consistent with the industry-wide trend of wireless substitution for fixed-line service and
increased use of our ADSL service instead of our dial-up connections. By not automatically disconnecting delinquent clients at switch centers
with idle capacity, we were able to continue to realize revenues by blocking only their outgoing calls, enabling such clients to continue to
generate fees for network service usage on calls they were permitted to receive on their blocked lines.

Total revenues from measured service charges increased approximately 8.5% to R$3,106.5 million in 2002 from R$2,863.1 million in 2001.
This increase was due to the 15.7% increase of VC-1 calls in 2002 resulting from the 24.9% increase in the number of mobile lines in our region,
according to Anatel estimates, as well as increased telephone density in our region. The increase in VC-1 revenues was partially offset by a
decrease in total billed pulses.

Total billed pulses decreased by 3.3% to approximately 13 billion in 2002. Despite the increase in telephone density, the number of billed
pulses per average lines in service per month decreased to 119.9 in 2002, compared to 139.5 in 2001, reflecting our increasing penetration into
lower income households. This decrease in billed pulses also reflects lower overall economic growth during 2002, and is consistent with the
industry-wide trend of wireless substitution for fixed-line service and increased use of our ADSL service instead of our dial-up connections.

Public Telephones

Total revenues from public telephones increased by 15.4% to R$394.5 million in 2003 from R$341.8 million in 2002, primarily due to the rate
increase of 17.2%, as well as a 1.9% increase in the number of public phone credits, which is the total call time purchased by clients on phone
cards, to 5.97 billion credits in 2003 from 5.86 billion credits in 2002. Our revenues from public phone credits are generated from local and
long-distance calls made from public payphones in our region using our prepaid telephone cards by using us to carry the call. This increase in
our revenue from public phone credits was partially driven by an increase in public phone usage by prepaid mobile phone subscribers, because
the rates charged for outgoing calls on fixed-line public telephones are lower than the rates charged on outgoing calls from prepaid mobile
phones. The increase in public telephone revenues was also due to a 1.0% increase in the number of public telephones in service to 296,270 at
December 31, 2003 from 293,282 at December 31, 2002.
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Total revenues from public telephones increased by approximately 24.6%, to R$341.8 million in 2002, from R$274.2 million in 2001. The
increase was due to the 8.4% rate increase in 2002, as well as a 14.2% increase in the number of public phone credits to 5.86 billion credits in
2002 from 5.13 billion credits in 2001. This increase in our revenue from public phone credits was partially driven by an increase in public
phone usage by prepaid mobile phone subscribers, because the rates charged for outgoing calls on fixed-line public telephones are lower than the
rates charged on outgoing calls from prepaid mobile phones. In 2002, the number of public telephones in service increased by 2.5% to 293,282
in 2002 from 285,725 in 2001. The rate of growth of public telephones in service decreased to 2.5% in 2002 from 30.2% in 2001. This
difference was primarily due to the fulfillment of the universalization targets for 2001 that required maintaining all localities with over 600
inhabitants that are not served by fixed telephony, with at least one public telephone accessible 24 hours a day and capable of making and
receiving local, domestic long-distance and international long-distance calls; and at least one public telephone available every 500 meters at all
localities served by fixed telephony.

Other Local Services

Total revenues from other local services which consist primarily of installation fees and line rentals decreased by 1.1% to R$148.0 million in
2003 from R$149.6 million in 2002, due to a decrease in line rental revenues offset by an increase in installation revenues. Line rental revenues
decreased to R$2.2 million in 2003 from R$5.2 million in 2002 as a result of the movement of some customers from rented lines to regular
services in connection with our new promotional plans. Installation revenues increased to R$35.5 million in 2003 from R$32.6 million in 2002,
principally due to a reduction in the discounts we offered with respect to installation fees as part of our periodic promotional plans.

Total revenue from other local services decreased approximately 21.9% to R$149.6 million in 2002 from R$191.7 million in 2001 primarily
as a result of a decrease in line rental revenues combined with a decrease in installation revenues. Installation fees in 2002 decreased by 53.7%
to R$32.6 million in 2002 from R$26.7 million in 2001, principally due to the sale of promotional plans with the waiver of installation fees for
lines installed. We did not offer promotional plans in 2001. Line rental revenues decreased approximately 38.8% to R$5.2 million in 2002 from
R$8.5 million in 2001, as a result of the movement of some customers from rented lines to regular services in connection with our new
promotional plans.

Revenues from Long-Distance Services

At December 31, 2003, our revenues from long-distance services consisted primarily of intraregional (intrastate and interstate) long-distance
calls (both fixed-fixed and fixed-mobile).

Intraregional Long-distance

Our revenues from intraregional long-distance services increased by 10.0% to R$1,923.1 million in 2003 from R$1,748.2 million in 2002.
This increase is due to: (i) a 6.7% increase in the average number of lines in service, with a 14.4% decrease in traffic per line in 2003; (ii) a 5.8%
decrease in VC-2 minutes and a 21.9% increase in VC-3 minutes, which was fueled by the growth in the number of mobile subscribers in our
region and resulting in a combined increase in VC-2 and VC-3 fixed-mobile revenues to R$473.1 million in 2003 from R$385.1 million in the
corresponding period in 2002; (iii) the 12.55% average rate increase in the long-distance services basket in 2003; and (iv) the increase in our
estimated average market share to 89.9% from 86.5% in the intrastate segment, and to 75.2% from 73.0% in the interstate segment, due to our
targeted and focused television, radio and newspaper advertising campaigns. VC-2 minutes are fixed-mobile minutes for calls made from a
fixed-line to a mobile handset outside the mobile subscriber's home area but inside the region where the respective mobile operator provides
service. VC-3 minutes are fixed-mobile minutes for calls made from a fixed-line to a mobile handset outside the mobile subscriber's home area
and outside the region where the respective cellular provider provides service.

Total revenues from intraregional long-distance services increased by 30.3% to R$1,748.2 million in 2002, from R$1,341.3 million in 2001.
This increase was due to: (i) a 12.6% increase in the number of average lines in service in 2002; (ii) a 34.5% and 30.6% increase in the number
of VC-2 and VC-3 fixed-mobile minutes respectively fueled by the growth in the number of mobile subscribers in our region, which resulted in a
combined increase in VC-2 and VC-3 fixed-mobile revenues to approximately R$385.1 million in 2002 from approximately R$256.9 million in
2001; (iii) an average rate adjustment of 5.0% in the basket of long-distance services, implemented on June 28, 2002; and (iv) the increase in our
average market share from 82.2% to 86.5% in the intrastate segment, and from 67.0% to 73.0% in the interstate segment due to our targeted and
focused television, radio and newspaper advertising campaigns.

Interregional and International Long-distance

Revenues from interregional and international long-distance calls consist primarily of long-distance calls to bordering cities adjacent to our
region. Revenues from interregional and international long-distance services decreased by 5.3% to approximately R$562,000 in 2003, from
approximately R$594,000 in 2002. The decrease in 2003 was primarily due to the 30.3% decrease in borderline traffic. Revenues from
interregional and international long-distance calls decreased in 2003 because the services rendered in this segment were limited to interregional
long-distance calls to bordering cities adjacent to our region.
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Revenues from interregional and international long-distance services decreased by 17.3% to approximately R$594,000 in 2002, from
approximately R$718,000 in 2001. The decrease in 2002 was primarily due to the 15.6% decrease in borderline traffic.

Revenues from Data Transmission

Total revenues from data transmission, which include revenues from ADSL, ATM (a broadband switching technology), DialNet (a remote
access service for corporations and internet service providers), Frame Relay (a data transmission service) and Dedicated IP (an internet hosting
service), increased by 51.3% to R$764.1 million in 2003 from R$505.0 million in 2002. This growth was due to the 100.4% increase in the
number of ADSL accesses in service to approximately 281,900 at December 31, 2003 from 140,690 accesses in service at December 31, 2002,
which generated average revenues per line of approximately R$90.1 during 2003, an increase of 31.0% from approximately R$68.8 in 2002. In
addition, the 91.7% increase in the number of IP access (Dedicated IP, IP Light and IP Turbo) in service to 5,057 at December 31, 2003 from
3,638 at December 31, 2002 and the 26.8% increase in the number of Frame Relay accesses in service to 13,080 at December 31, 2003 from
10,319 at December 31, 2002 also contributed to the higher revenues from data transmission over the period. The increase in ADSL subscribers
was driven by increased residential demand while the increase in IP and Frame Relay accesses was due to increased corporate demand. Overall
growth in all data transmission services was due to the expansion of our corporate client base and our ability to provide integrated solutions to
our customers through targeted and focused marketing campaigns.

Revenues from data transmission, which include revenues from ADSL, ATM, DialNet, Frame Relay and Dedicated IP increased by 55.5% to
R$505.0 million in 2002, from approximately R$324.7 million in 2001. This growth was due to the 309.2% increase in number of ADSL
accesses in service to 140,690 at December 31, 2002 from 34,378 at December 2001 as a result of the continued roll out of ADSL services
which were originally introduced in April 2001. The increase was also due to the 116.2% expansion in the number of IP accesses (Dedicated IP,
IP Light and IP Turbo) lines in service to 2,638 at December 31, 2002 from 1,220 at December 31, 2001, the 83.8% increase in the number of
Frame Relay accesses in service to 10,319 at December 31, 2002 from 5,615 at December 31, 2001, the 192.4% increase in the number of
DialNet accesses in service to 59,258 at December 31, 2002 from 20,265 at December 31, 2001 and the 8.7% increase in the number of SLDD
accesses in service. The increase in Dedicated IP, Frame Relay and DialNet accesses was due to increased corporate demand. Overall growth in
all data transmission services was due to the expansion of our corporate client base and our ability to provide new products and integrated
solutions to our customers through targeted and focused marketing campaigns.

Revenues from Network Services

Revenues from network services are generated primarily from interconnection fees paid to us by other telecommunications operators for use
of our network and, to a lesser extent, from leasing fees generated from mobile service providers for the leasing of our transmission facilities,
infrastructure and other equipment, and fees from the rental of our assets, such as points of presence, to other long-distance and mobile
operators.

Total revenues from network services increased by 2.9% to R$1,050.8 million in 2003, from R$1,021.3 million in 2002, due to the increase in
revenues generated from interconnection fees, which represent the majority of revenues from network services (R$835.3 million in 2003). Total
revenues from interconnection fees consisted of R$607.1 million from fixed-to-fixed traffic and R$228.2 million from mobile-to-fixed traffic.
This increase in total revenue from interconnection fees was due primarily to the growth in the number of mobile accesses in our region and,
consequently, higher mobile traffic on our network combined with the Rate Increase.

Total revenues from network services increased by 2.7% to R$1,021.3 million in 2002, from R$994.3 million in 2001 due to the increase in
revenues generated from interconnection fees, which represent the majority of revenues from network services (R$785.8 million in 2002). Total
revenues from interconnection fees consisted of R$607.1 million from fixed-to-fixed traffic and R$178.7 million from mobile-to-fixed traffic.
This increase in total revenue from interconnection fees was due primarily to the growth in the number of mobile lines in our region and,
consequently, higher mobile traffic on our network, as well as growth in fixed-line traffic, combined with the rate increase in 2002. Total
revenues from network services grew at a slower pace in 2002 compared to 2001 as a result of the expansion of other operators' networks which
reduced such operators' need to rely upon our networks.

Revenues from Other Services

Other services consist primarily of supplementary and value-added services such as toll-free, call forwarding and caller ID. Total revenues
from other services increased by 41.6% to R$439.0 million in 2003 from R$310.0 million in 2002. Revenues from supplementary and
value-added services increased by 24.9% to R$348.2 million in December 31, 2003 from R$278.8 million in 2002. This increase was due to
increased advertising campaigns promoting value-added services as part of our strategy to increase average revenue per line.

Total revenues from other services increased 24.2% to R$310.0 million in 2002 from R$249.7 million in 2001. Revenues from supplementary
and value-added services increased by 28.8% to R$278.8 million in 2002 from R$216.5 million in 2001. This increase was due to increased
advertising campaigns promoting value-added services as part of our strategy to increase average revenue per line.
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Charges Against Gross Operating Revenues
Value-added and Other Indirect Taxes

The principal taxes deducted from gross operating revenues are state value added taxes "ICMS", the federal social contribution taxes, PIS and
COFINS, and the telecommunications contributions, FUST and FUNTTEL. We collect these taxes from our customers and transfer them to the
appropriate governmental entities. The current average rate of ICMS is 25.0%. However, the ICMS tax rate varies in some states. In the state of
Rondonia, for example, the ICMS tax rate is 35.0%, while in the state of Mato Grosso, the ICMS tax rate is 27.0% and in the state of Goias, the
ICMS tax rate is 26.0%. PIS and COFINS are currently imposed at a combined rate of 9.3% of gross operating revenues. FUST and FUNTTEL
are currently imposed at a combined rate of 1.5% of gross operating revenues, net of certain deductions.

The total amount of value-added and other taxes increased by 13.9% to R$3,042.5 million in 2003 from R$2,670.9 million in 2002. The rate
of growth in value-added and other taxes reflects the rate of growth in our gross operating revenue during the period and the change in revenue
mix, as there is less tax applicable to certain services, such as interconnection services.

The total amount of value-added and other taxes increased by 21.4% to R$2,670.9 million in 2002 from R$2,200.6 in 2001. The rate of
growth in value-added and other taxes reflects the rate of growth in our gross operating revenue during the period and the change in revenue
mix, as there is less tax applicable to certain services, such as interconnection services.

Discounts

Discounts are generally divided into rebates on: (i) pre-paid telephone cards (typically having commissions of approximately 10.0% over the
face amount sold), (ii) local wireline calls, (iii) long-distance calls, and (iv) intelligent network services (such as caller ID, call forwarding and
conference calling). Discounts increased 22.8% to R$119.7 million in 2003 from R$97.4 million in 2002, primarily due to an increase in the
promotions we offered to maintain our customer base.

Discounts decreased 2.1% to R$97.4 million in 2002 from R$99.5 in 2001, primarily due to a decrease in the promotions we offered to our
customer base.

Cost of Services

Total cost of services increased by 6.1% to R$5,455.0 million in 2003 from R$5,143.4 million in 2002. Our cost of services increased
primarily as a result of an increase in interconnection costs payable to other operators for completing calls originating on our network. However,
as a percentage of net operating revenues, cost of services decreased to 68.9% in 2003 from 72.7% in 2002, primarily due to reductions in
personnel costs and relatively stable materials costs.

Total cost of services increased by 7.9% to R$5,143.4 million in 2002 from R$4,765.6 in 2001. Our cost of services increased primarily as a
result of an increase in interconnection costs payable to other operators for completing calls originating on our network. However, as a
percentage of net operating revenues, cost of services decreased to 72.7% in 2002 from 77.4% in 2001, primarily due to reductions in personnel
costs and relatively stable materials costs.

The following table sets forth certain components of our cost of services, as well as the percentage change from the prior year, for 2001, 2002
and 2003.

Year ended December 31, Percentage change

2001 2002 2003 2001-2002 2002-2003

(thousands of reais, except percentages)

Cost of Services:

Depreciation and amortization 2,597,160 2,614,511 2,517,877 0.7% 3.7)
Personnel 185,843 144,581 129,404 (22.2%) (10.5)
Materials 91,746 78,760 84,263 (14.2%) 7.0
Services 1,689,287 2,057,839 2,370,454 21.8% 15.2
Other 201,557 247,667 353,021 22.9% 42.5
Total cost of services 4,765,593 5,143,358 5,455,019 7.9% 6.1
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Depreciation and Amortization

Total depreciation and amortization costs decreased by 3.7% to R$2,517.9 million in 2003 from R$2,614.5 in 2002, due to a decrease in
depreciation costs associated with CRT assets resulting from the disposal of such assets which occurred at the end of the year which was
partially offset by an increase in depreciation costs associated with the expansion of our network in 2003, through an increase in lines installed to
10.7 million at December 31, 2003 from 10.6 million at December 31, 2002.

Total depreciation and amortization costs increased by 0.7% to R$2,614.5 million, from R$2,597.2 million in 2001, due to the increase in
lines installed in 2002. Depreciation and amortization costs grew at a slower pace in 2002 due to the slower growth in the number of lines in
service during this period.

Personnel

Total personnel costs decreased by 10.5% in 2003 to R$129.4 million from R$144.6 million in 2002. This decrease in personnel costs was
primarily due to the outsourcing of maintenance services for our network, which resulted in a net reduction in our labor force by approximately
305 employees during the period, partially offset by the reclassification, in 2003, of R$12.5 million of employees' profit share to personnel
expenses as a result of a CVM rule that requires that employees' profit share be classified as a personnel expense when a net loss is realized. At
December 31, 2003, we had approximately 5,265 employees, a decrease from 5,571 employees at December 31, 2002.

Total personnel costs decreased by approximately 22.2% to R$144.6 million in 2002, from R$185.8 million in 2001. The decrease in
personnel costs in 2002 was primarily due to the outsourcing of technical and operational services for our network, which resulted in a reduction
in our labor force by 2,319 employees during 2002 to 5,571 employees at December 31, 2002 from 7,890 employees at December 31, 2001.

Materials

Total costs related to materials, such as plastic phone cards and materials for network maintenance (such as cables), increased by 7.0% to
R$84.3 million in 2003 from R$78.8 million in 2002. This increase in material costs was primarily due to the growth in usage of prepaid phone
cards, partially offset by the transfer of costs resulting from our outsourcing of maintenance services for our network to third parties.

Total costs related to materials decreased by approximately 14.2% to R$78.8 million in 2002 from R$91.7 million in 2001. The decrease in
material costs was primarily due to the outsourcing of technical and operational services for our network.

Services

The cost of third party services, which include interconnection costs and the cost of maintaining our network infrastructure, increased by
15.2% to R$2,370.5 million in 2003 from R$2,057.8 million in 2002. This increase was due to the consolidation of expenses relating to our
acquisition of GlobeNet which included the maintenance of the sub-marine cables acquired thereby and, to a lesser extent, by the increased
outsourcing of maintenance services for our network to third parties.

Interconnection costs increased to approximately 16.1% of gross revenues, or R$1,772.1 million, in 2003 from approximately 15.5% of gross
revenues, or R$1,526.5 million, in the corresponding period in 2002. This increase was due to the fixed-to-mobile Rate Increase, mostly in VC-1
as well as directly related to the use of our carrier selection code on calls originating from mobile phones, as we must pay a fee to the originating
mobile phone operator to complete these calls. The increase was partially offset by a decrease in fixed-to-mobile telephone traffic of
approximately 6.8% to approximately 4.1 billion minutes in 2003 from approximately 4.4 billion minutes in 2002. The increase in costs of third
party services was also due to subcontractor costs associated with maintaining our network infrastructure. Subcontracted costs increased by
12.6% to R$598.3 million in 2003 from R$531.4 million in 2002 due to our increased outsourcing of maintenance and fee adjustments resulting
from inflation indexing provisions in the existing maintenance contracts.

In 2002, the total cost of third party services increased by 21.8% to R$2,057.8 million, from R$1,689.3 million in 2001. The increase in 2002
was primarily due to an increase in interconnection costs, and to a lesser extent by the outsourcing of technical and operational services for our
network. In 2002, interconnection costs increased to approximately 15.5% of gross revenues in 2002 from approximately 14.9% of gross
revenues in 2001. This increase was due to the rate increase in 2002 and also to an increase in fixed-to-mobile interconnection costs mostly in
VC-1 which resulted from an increase in fixed-to-mobile telephone traffic. Fixed-to-mobile telephone traffic grew by approximately 10.1% to
approximately 4.4 billion minutes in 2002, from approximately 3.9 billion minutes in 2001. The increase in fixed-to-mobile telephone traffic
was due to the increase in the amount of pre-paid mobile phones which allow mobile customer to receive calls from fixed-line telephones free of
charge in return for a flat monthly fee. The number of mobile phones in our region is estimated by Anatel to have grown by 24.9% to 9.5 million
in 2002 from 7.7 million in 2001. The increase in costs of third party services was also due to subcontracted costs associated with maintaining
our network infrastructure. Subcontracted costs increased by 23.6% to R$531.4 million in 2002 from R$429.2 in 2001 due to our increased
outsourcing of maintenance and technical and operational services.
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Other

Other costs of service, which primarily include fees paid for the rental of equipment and infrastructure, insurance and a fee imposed by Anatel
on providers of telecommunications services for the inspection of switching stations and wireless terminals, referred to as Taxa de Fiscalizagcdo
de Telecomunicagdes, or FISTEL, increased by 42.5% to R$353.0 million in 2003 from R$247.7 million in 2002. This increase was primarily
due to the consolidation of iBest and GlobeNet in the third quarter of 2003.

Other costs of service, increased by 22.9% to R$247.7 million in 2002 from R$201.6 million in 2001. This increase was primarily due to the
increase in internet connection fees associated with the increase in ASDL revenues.

Gross Profit

Our gross profit increased in 2003 by 27.6% to R$2,460.2 million from R$1,928.0 million in 2002, as a result of an increase in our net
operating revenues in 2003. As a percentage of net operating revenues, gross profit increased to 31.1% in 2003 from 27.3% in 2002.

Our gross profit increased in 2002 by 38.4% to R$1,928.0 million from R$1,392.8 million in 2001 as a result of an increase in net operating
revenues in 2002 and a smaller increase in cost of services in 2002. As a percentage of net operating revenues, gross profit increased to 27.3% in
2002 from 22.6% in 2001.

Operating expenses

Total operating expenses, which include selling expenses, general and administrative expenses and other net operating expenses, increased by
42.7% to R$1,898.0 million in 2003 from R$1,329.6 million in 2002. This increase was primarily a result of the increase in general and
administrative expenses in the period, as discussed below.

Total operating expenses decreased by 5.7% to R$1,329.6 million in 2002 from R$1,410.1 million in 2001. This decrease was primarily a
result of the increase in other net operating expenses (income), as discussed below.

The following table sets forth certain components of our operating expenses, as well as the percentage change from the prior year, for 2001,
2002 and 2003.

Year ended December 31, Percentage change

2001 2002 2003 2001-2002 2002-2003

(thousands of reais, except percentages)

Operating expenses:

Selling expenses 724,507 763,346 821,627 54 7.6

General and administrative expenses 624,751 687,462 865,052 10.0 25.8

Other net operating expenses (income) 60,875 (121,181) 211,308 N/A N/A
Total operating expenses 1,410,133 1,329,627 1,897,987 5.7) 42.7
Selling Expenses

Total selling expenses increased 7.6% to R$821.7 million in 2003 from R$763.3 million in 2002. This increase was due primarily to (i) a
27.3% increase in expenses for salaries and bonuses relating to our sales personnel, primarily in the corporate segment in connection with our
retention programs for corporate personnel; (ii) a 13.1% increase of bad debts and provisions for doubtful accounts (connected with the
correspondent increase in revenues); and (iii) the reclassification in 2003 of R$11.7 million of employees' profit share to the personnel expense
component of selling expenses as a result of a CVM rule that requires that employees' profit share be classified as personnel expense when a net
loss is realized. These increases were partially offset by a 27.3% decrease in advertising and marketing expenses.

Bad debts and provisions for doubtful accounts increased 13.1% in 2003 due to our increase in gross revenues. However, as a percentage of
gross revenues, bad debts and provisions for doubtful accounts remained stable at 2.7% of gross revenues for 2003 in comparison to 2002. This
stability in bad debts and provisions for doubtful accounts as a percentage of gross revenues reflects our continued focus on measures to control
bad debt, such as the introduction of prepaid phone cards to mitigate credit risk.
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In 2002, total selling expenses increased by 5.4% to R$763.3 million, from R$724.5 million in 2001, due to higher expenses of services
primarily due to the outsourcing of call center services, offset by a reduction in bad debts and provisions for doubtful accounts. In 2002, bad
debts and provisions for doubtful accounts decreased approximately 18.6%. As a percentage of gross revenue, bad debts and provisions for
doubtful accounts decreased from 3.8% of gross revenues in 2001 to 2.7% of gross revenues in 2002. During 2002, we implemented certain
successful strategies in order to reduce bad debt levels, including (i) the teleaviso service in February 2002, which involves sending a warning
message to previously delinquent clients before their payment date, in order to ensure that they will pay their bills on time and (ii) sending a
collection agreement letter to warn of final disconnections, offering the customers the option to pay their past-due bills in installments before
their lines are cut off.

General and Administrative Expenses

Total general and administrative expenses increased 25.8% to R$865.1 million in 2003 from R$687.5 million in 2002. This increase was
primarily due to an increase in (i) expenses from information technology equipment depreciation; (ii) expenses for regular office services, such
as security, cleaning and maintenance and (iii) the reclassification, in 2003, of R$21.5 million of employees' profit share to the personnel
expense component of the general and administrative expenses. Employees' profit share is required by the CVM to be classified as a personnel
expense when a net loss is realized. As a percentage of net operating revenues, general and administrative expenses rose to 10.9% in 2003 from
9.7% in 2002.

In 2002, total general and administrative expenses increased by approximately 10.0% to R$687.5 million, from R$624.8 million in 2001,
primarily due to an increase in expenses from IT equipment depreciation and in expenses for regular office services, such as security, cleaning
and maintenance. As a percentage of net operating revenues, general and administrative expenses decreased to 9.7% in 2002 from 10.1% in
2001.

Other Net Operating Expenses (Income)

Total other net operating expenses (income) decreased from an income of R$121.2 million in 2002 to an expense of R$211.3 million in 2003.
This increase in expenses resulted primarily from an increase of R$359.7 million in provision for contingent liabilities relating mainly to the
operations of the Rio Grande do Sul branch, formerly CRT. This increase in provision is a result of court decisions in the fourth quarter of 2003,
which now require us to regard our loss relating to a portion of these proceedings as "probable”. The contingent liabilities relate to CRT's
pre-existing labor, civil and tax proceedings, primarily regarding salary issues (following reallocation of CRT staff) and entitlement to bonuses
in connection with dangerous working conditions. We do not expect any material losses in excess of these amounts. See Item 8 "Financial
Information Legal Proceedings".

In 2002, total other net operating expenses (income) decreased, to an income of R$121.2 million, from an expense of R$60.9 million in 2001.
This increase was due to the reduction in the provision for the retirement incentive plan (in 2002, we accounted lay-off expenses only until
March 2002) and the reduction in the write-off of interconnection accounts receivable (recognized in 2001 as other operating expenses and no
longer recognized in 2002).

Operating Income (Loss) Before Net Financial Expenses

Our total operating income before net financial expenses decreased by 6.0% to an income of R$562.2 million in 2003 from an income of
R$598.4 million in 2002. As a percentage of net operating revenues, operating income before net financial expenses decreased to 7.1% in 2003
from 8.5% in 2002.

Our total operating income before net financial expenses increased to an income of R$598.4 million in 2002 from a loss of R$17.3 million in
2001 primarily as a result of an increase in gross profits combined with a decrease in operating expenses. As a percentage of net operating
revenues, operating income before net financial expenses increased to 8.5% in 2002.

Net Financial Expenses

Total net financial expenses represent the net effect of interest income, interest expense and exchange rate and monetary restatement gain and
loss. Our total net financial expenses increased 84.6 to R$610.2 million in 2003 from R$330.5 million in 2002 primarily as a result of:

e a 55.3% increase in our interest expense, to R$841.1 million in 2003 from R$541.9 million in 2002 as a result of higher interest rates
in Brazil in 2003 compared to 2002, which increased the cost of our real denominated indebtedness, as the average CDI in 2003 was
23.3% as compared to 19.1% in 2002.

¢ the increase in interest expenses was offset by a 49.3% increase in our interest income to R$341.2 million in 2003 from
R$228.6 million in 2002, primarily as a result of the increase in average cash balances to R$1,776.4 million in 2003 from
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R$1,030.8 million in 2002.

In 2002, our net financial expenses increased by more than 601.7% to R$330.5 million, from approximately R$47.1 million in 2001, primarily
as a result of:

e a 120.2% increase in our interest expenses, to R$541.9 million in 2002 from R$246.1 million in 2001 as a result of:

¢ a32.7% increase in our indebtedness, to R$4,176.2 million at the end of 2002 from R$3,148.2 million at the end of 2001;

¢ an increase in our interest expense from our U.S. dollar denominated indebtedness, due to a depreciation of the real during
2002; and

¢ an increase in our interest expense from our real denominated indebtedness, due to an increase in Brazilian interest rates as
the average CDI in 2002 was 19.1% as compared to 17.5% in 2001.

Operating Income (Loss)

Our total operating income decreased to a loss of R$48.0 million in 2003 from an income of R$267.9 million in 2002, primarily as a result of
the 42.7% and 84.6% increase in operating expenses and net financial expenses, respectively. Operating loss was 0.6% of net operating revenues
in 2003. Operating income was 3.8% of net operating revenues in 2002.

In 2002, our total operating income increased to approximately R$267.9 million, from a loss of R$64.4 million in 2001, primarily as a result
of the increase in operating income before net financial expenses, partially offset by the increase in net financial expenses. Operating income
was 3.8% of net operating revenues in 2002. Operating loss was 1.0% of net operating revenues in 2001.

Net Non-Operating Expenses
Net non-operating expenses consist principally of equipment disposal in connection with the modernization of our network.

Total net non-operating expenses increased to R$550.0 million in 2003 from R$78.3 million in 2002. Net non-operating expenses are
comprised mainly of the amortization of goodwill we acquired as a result of the merger of our subsidiary, Brasil Telecom S.A., with CRT in
December 2000. Goodwill amortization for CRT totaled R$96.1 million for the year ended December 31, 2003 (See note 8 to our audited
consolidated financial statements). Besides the amortization of goodwill, in 2003 we wrote-off property, plant and equipment related to CRT in
the amount of R$302.7 million, as a result of the physical inventory performed for transmission equipment, tools and instruments and multi-pair
cables, among others. In addition, we wrote off R$20.0 million of other property, plant and equipment for a total of R$322.7 million.

Total net non-operating expenses decreased by 8.0% to R$78.3 million in 2002, from R$85.2 million in 2001. This was due primarily as a
result of an increase in gains on disposal of permanent assets.

Employees' Profit Share

According to Law No. 10,101/2000, all Brazilian companies may compensate employees, in addition to their salary and benefits, with profit
sharing. The amount of such profit sharing is generally determined by negotiations between our company and the labor unions that represent our
employees.

Our employees' profit share decreased 91.8% to R$3.5 million in 2003 from R$42.6 million in 2002 due to the reclassification of R$46.3
million as personnel expenses because we realized losses under Brazilian Corporation Law. Employees' profit share is required by the CVM to
be classified as a personnel expense when a net loss is realized.

In 2002, our employees' profit share decreased by 19.3% to R$42.6 million, from approximately R$52.8 million in 2001. This was due to the
decrease in the number of our employees by approximately 29.4% in 2002. At December 31, 2002, we had 5,571 employees.

Income (Loss) Before Taxes and Minority Interests

Our income before taxes and minority interests decreased to a loss of R$601.5 million in 2003 from an income of R$147.0 million in 2002
primarily as a result of the increase in operating loss and net non-operating expense. As a percentage of net operating revenues, loss before taxes
and minority interests increased to 7.6% in 2003 from 2.1% in 2002.

Our loss before taxes and minority interests decreased to an income of R$147.0 million in 2002 from a loss of R$202.3 million in 2001
primarily as a result of the increase in operating income before net financial expense and a decrease in net non-operating expense. As a
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percentage of net operating revenues, loss before taxes and minority interests decreased to 2.1% in 2002 from 3.3% in 2001.
Income and Social Contribution Tax benefits (expenses)

Income and social contribution tax benefits increased to a credit of R$261.4 million in 2003 from an expense of R$916,000 in 2002. This
increase was due to an increase in loss before taxes and minority interests to a loss of R$601.5 million in 2003 from an income of R$147.0
million in 2002.

In 2002, income and social contribution tax benefits decreased to an expense of approximately R$916,000, from a credit of approximately
R$87.4 million in 2001. This decrease in income and social contribution tax benefits was primarily due to a decrease in loss before taxes and
minority interests to an income of R$147.0 million in 2002 from a loss of R$202.3 million in 2001.

Minority Interests
In 2003, we allocated R$171.5 million of loss to minority shareholders relating to their participation in Brasil Telecom S.A.'s losses in 2003.

In 2002, we allocated a loss of approximately R$2.4 million to the minority shareholders of Brasil Telecom S.A. relating to their participation
in Brasil Telecom S.A.'s losses in 2002.

Net Income (Loss)

Our net income decreased to a loss of R$168.6 million in 2003 from an income of R$148.5 million in 2002, as a result of the increase in
operating loss and net non-operating expense. Net loss was 2.1% of net operating revenues in 2003. Net income was 2.1% of net operating
revenues in 2002.

In 2002, our net loss decreased to an income of R$148.5 million from a loss of R$39.3 million in 2001 as a result of the increase in our
operating income before net financial expense combined with the decrease in our net non-operating expenses, employees' profit share and the

reduction of the deferred tax credits accrued in 2002. Net income was 2.1% of net operating revenues in 2002. Net loss was 0.6% of net
operating revenues in 2001.

Table of Contents
Liquidity and Capital Resources

Cash Flow

The following table sets forth certain components of our source of funds or cash flows for the years ending December 31, 2001, 2002 and
2003.

Years ended December 31,

2001 2002 2003

(millions of reais)

Cash flows provided by (used in):

Operating activities 2,270.7 2,467.4 2,707.3
Investing activities (3,170.5) (1,852.3) (1,636.9)
Financing activities (653.5) 515.5 (710.0)
Increase (decrease) in cash and cash equivalents (1,553.4) 1,130.6 360.5

We use the net cash generated from our operations and from external financing to fund capital expenditures for our network expansion and
modernization, to pay dividends, to meet our anticipated debt-service, and to invest in new businesses.
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We believe that we have sufficient sources of liquidity and capital to meet these requirements for the next few years although we cannot
assure you in this regard.

Cash Flows Provided by Operating Activities

Our primary source of funds continues to be cash generated from operations. Our cash flow from operating activities increased 9.7% to
R$2,707.3 million in 2003 from R$2,467.4 million in 2002. This increase is primarily due to the 11.9% increase in net operating revenues and
the resulting 27.6% increase in gross profit in 2003 compared to 2002.

Cash Flows Used in Investing Activities

Acquisitions of property, plant and equipment continue to be our primary use of cash flow and other capital resources. Our cash flow used in
investing activities decreased 11.6% to R$1,636.9 million in 2003 from R$1,852.3 million in 2002. In 2003, we invested R$1,794.0 million to
expand and modernize our network to facilitate the introduction of new products and services, enhance responsiveness to competitive
challenges, increase the operating efficiency and productivity of our network and meet our network expansion and modernization goals. During
the corresponding period in 2002, we invested R$2,005.9 million to expand and modernize our network.

As part of our strategy to acquire high technology network infrastructure, we invested a total of R$356.7 million during 2003 on our
acquisitions of the capital stock of GlobeNet, MetroRED and iBest. This amount is part of the total R$1,794.0 million mentioned above.

Cash Flows Provided by Financing Activities

We realized a cash outflow from financing activities of R$710.0 million in 2003, as compared to an inflow of R$515.5 million in 2002. The
change from inflow to outflow from financing activities during 2003 was primarily due to (i) R$84.6 million in new loans incurred in 2003,
compared to R$1,249.9 million in new loans incurred in 2002, (ii) a R$128.7 million increase in loans repaid, for a total of R$557.4 million in
loans repaid in 2003, compared to R$428.7 million in loans repaid in 2002, and (iii) an increase in interest on shareholders' equity paid by
R$83.0 million to R$198.3 million in 2003, from R$281.3 million in 2002.

Currently, we are negotiating with BNDES a new credit facility of approximately R$1.0 billion for the expansion and modernization of our
network.

Increase (Decrease) in Cash and Cash Equivalents

In 2003, our cash and cash equivalents increased by R$360.5 million to R$1,956.7 million, compared to an increase in cash and cash
equivalents by R$1,130.6 million to R$1,596.2 million in 2002. The increase in our cash and cash equivalents was primarily due to the higher
cash inflow from operating activities and the decrease in cash flow used for investing activities, partially offset by the outflow for financing
activities in 2003.

Indebtedness

At December 31, 2003, we had R$3,790.0 million of indebtedness, a decrease of 9.2% from R$4.176.2 million at December 31, 2002. In the
twelve months of 2003, our interest expense (including accrued interest) increased by 22.1% to R$603.8 million from R$494.6 million in 2002,
as a result of higher interest rates in Brazil in 2003 compared to 2002 and the following increases in indebtedness:

e On December 1, 2002, Brasil Telecom S.A. issued R$400.0 million of public non-convertible debentures guaranteed by Brasil
Telecom Participacdes S.A. The maturity date is December 1, 2004. Interest on the debentures is equivalent to 109.0% of the CDI rate
and is payable on a semi-annual basis, on June 1 and December 1 of each year, until the maturity of the debentures.

e During the year ended December 31, 2002, Brasil Telecom S.A. drew down an additional R$325.3 million from its long-term credit
facilities with BNDES. Approximately R$71.5 million was drawn from a BNDES credit facility bearing interest at the variable TJLP
rate plus 6.5% per annum. The TILP rate as of December 31, 2003 was 11.0% per annum. Approximately R$253.8 million was drawn
from a BNDES credit facility bearing interest at a rate equal to the rate of appreciation of the U.S. dollar versus the Brazilian real on
an annual basis plus the average annual currency basket rate published by BNDES (Cesta de Moeda) plus 3.85% per annum. See Item
10 "Additional Information Memorandum and Articles of Association Material Contracts BNDES Loan Agreements".

At December 31, 2003, approximately 4.1%, or R$156.5 million, of our total indebtedness was denominated in U.S. dollars, compared to
5.2%, or R$215.5 million, at December 31, 2002. Of our indebtedness affected by exchange variation at December 31, 2003, approximately
66.7% was hedged against significant variations in exchange rates (R$/U.S.$). See Note 31 to our audited financial statements and " Quantitative
and Qualitative Disclosure about Market Risk" below.
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The following table sets forth the repayment schedule of our indebtedness:

At December 31, 2003

(thousands of reais)

2004 1,696,958
2005 755,434
2006 777,391
2007 520,628
2008 and after 39,591
Total Indebtedness 3,790,002

Although our indebtedness decreased to R$3,790.0 million in 2003, and our interest expenses (including capitalized interest) increased to
R$603.8 million for the twelve months of 2003, we expect to be able to repay substantially all of the principal and interest on our indebtedness
with internally generated funds. Net cash flow from our operating activities was R$2,707.3 million in 2003, compared to R$2,467.4 million in
2002. However, there can be no assurances that net cash flow from operating activities will continue to be sufficient to cover these obligations or
that we will not need additional financing in order to repay all principal and interest on our indebtedness as it comes due.

In February of 2004, Brasil Telecom S.A. issued U.S.$200.0 million 9.375% Notes due 2014 in the international market. The notes will
mature on February 18, 2014 unless extended for a period of up to eighteen months from the expected maturity date. The notes have the benefit
of an irrevocable standby letter of credit, as well as an insurance policy provided by the Overseas Private Investment Corporation. The net
proceeds from the notes will be used to finance our 2004 and 2005 investment program.

On March 24, 2004 Brasil Telecom S.A. entered into a Japanese Yen 21.6 billion loan facility arranged by Sumitomo Mitsui Banking
Corporation ("SMBC"), guaranteed by the Japan Bank for International Cooperation ("JBIC") and granted by a syndicate of five commercial
banks (including SMBC). The loan is not secured and bears interest at a rate equal to Yen (LIBOR) plus 1.92% per annum. Interest payments are
due on September 24 and March 24 of each year. Brasil Telecom S.A. borrowed the entire amount available under this facility on March 28,
2004 in the form of a single term loan, which was exchanged into approximately R$576.0 million and which we used to partially finance our
2003 capital expenditures.

Capital Expenditures

Our capital expenditures decreased approximately 9.3% to R$1,794.0 million in 2003, from R$2,005.9 million in 2002. Of our capital
expenditures in 2003, R$1,328.2 million related to expansion and modernization of our fixed operations, R$109.2 million to mobile operations
and R$356.7 million to the acquisition of the capital stock of GlobeNet, MetroRED and iBest. The capital expenditures on the expansion and
modernization of our fixed telephony operations consist mainly of updating technology and upgrading capacity in relation to our transmission
backbone, switching centers, data network and intelligent network. Such expenditures decreased approximately 34.2% compared with 2002
(R$1,783.6 million in 2002). This decrease was due to lower requirements for investment in equipment and networks due to better management
as well as the general slowdown of the Brazilian economy, which resulted in lower equipment and network usage than projected.

We currently expect to invest approximately R$2,000.0 million in the expansion and modernization of our network during the fiscal year
2004, which includes investments of approximately R$850.0 million in our mobile telephone network. At December 31, 2003 we had expected
capital expenditure commitments amounting to approximately R$117.7 million for 2004. For the three months ended March 31, 2004, we
invested approximately R$217.0 million in the expansion and modernization of our network. See Item 5 "Operating and Financial Review and
Prospects Liquidity and Capital Resources Capital Expenditures." We expect to finance our remaining expected 2004 capital expenditures with
internally generated funds from operations. Net cash flow from our operating activities was approximately R$2,700.0 million, R$2,500.0 million
and R$2,300.0 million in 2003, 2002 and 2001, respectively.

Research and Development

We conduct research and development in the areas of telecommunications services, but we do not independently develop any new
telecommunications technology. We have a group of professionals focused on the search of new technology, aiming at the application of this
technology to the development of new services and, also, at adding value to the existing services. This work is performed in cooperation with
suppliers of equipment and systems. As a result of this work, we are the first Brazilian carrier to launch services that use next generation network
architecture.

Since prior to the breakup of Telebrds, we, and each of the other former operating subsidiaries of Telebrds, have contributed to the Center,
which is a research and development center formerly operated by Telebrds that develops telecommunications technology for application in
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Brazil. On August 3, 2001 we entered into two service agreements with the Center, one in the amount of R$7.0 million per year for a three-year
period in order to maintain our access to telecommunications software developed by the Center, and the other in the amount of R$10.0 million
per year for a 2-year period in order to receive technological services provided by the Center, such as equipment testing and consulting and
training services. In addition to the Center, we also depend on manufacturers of telecommunications products for the development of new
hardware and new telecommunications technologies.

Our aggregate expenditures on research and development, including our contribution to the Center, were approximately R$8.0 million, R$3.8
million and R$ 2.6 million in 2001, 2002 and 2003, respectively.

Trend Information

The evolution of the communications needs of our customers has been redefining the role of telecommunications in Brazil. We believe that
the mass use of computers and the internet, the evolution of wireless and data compression technology, and the deregulation of and increased
competition in telecommunications services will continue to increase the demand for telecommunications services in Brazil.

Due to these developments, the value of access and long-distance networks has decreased and the value of telecommunications applications
and services has increased. As a result, telecommunications companies have been seeking to integrate vertically and expand geographically in
order to obtain economies of scale and leverage revenue growth. This is expected to favor those companies with sufficient access to financing.
Although we believe that our company is well positioned to take advantage of this trend, there can be no assurances that we will have access to
sufficient financing in the future or on terms acceptable to us.

As an immediate effect of the geographic expansion and vertical integration, the degree of difference between the traditional players has
diminished and the boundaries between the communications companies (i.e., voice/data via fixed accesses, voice/data via mobile accesses,
Internet and cable modem) have become increasingly narrow. In order to differentiate ourselves from our competitors, we have sought to bundle
our products and services, brand our services and introduce value-added services.

The deregulation and technological evolution of the telecommunications industry in Brazil has intensified the competition in the voice sector
as well as in the data sector. This may have a material adverse effect on our market share, margins, results of operations and financial condition."
In terms of mobile telephony, the auction of licenses for PCS in Brazil has further boosted competition.

We believe that our main strength lies in the regional awareness of our brand name, the technologically advanced level of our network, our
success in the recruitment of top quality employees and our strong internal cash flow generation.

Our key strategies for the period between 2004-2006 are to:
e Offer complete and innovative solutions in telecommunications services;
e Seek excellent relations with our customers;
e Minimize our operational costs while expanding our network and services;
e Attract, develop and retain qualified personnel; and
e Participate in the consolidation of the Brazilian telecommunications sector.
"Off-Balance Sheet" Arrangements
We do not have any off-balance sheet arrangements.
Trading Activities

Our company does not engage in any material trading activities involving commodity contracts that are accounted for at fair value. The only
risk management activities that we engage in is the hedging of some of our U.S. dollar and Yen denominated indebtedness. See Item 11
"Quantitative and Qualitative Disclosures About Market Risk Quantitative information about market risk Exchange Rate Risk."

Contractual Obligations
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The following tables set forth our obligations to make future payments under contracts, such as debt and lease agreements, and under
contingent commitments, such as debt guarantees.

Payments due by period at December 31, 2003

Contractual Obligations Less than 1-3 4-5 After 5
1 year years years years Total

(thousands of reais)

Indebtedness 1,696,958 1,532,825 534,160 26,059 3,790,002
Capital lease obligations 5,894 516 6,410
Operating leases 14,374 7,700 7,440 9,882 39,396
Unconditional purchase obligations 117,694 0 117,694
Other long-term obligations 70,615 70,616 70,616 211,847
Total contractual cash obligations 1,834,920 1,611,656 598,684 120,089 4,165,349
Dividends

We are required to distribute to our shareholders, either as dividends or as tax deductible interest on shareholder equity, 25.0% of our adjusted
net income determined in accordance with Brazilian accounting principles and as adjusted in accordance with Brazilian Corporation Law
including any realization of the net income reserve. We were required to pay a non-cumulative preferred dividend on our Preferred Shares in an
amount equal to 6.0% of the share capital attributable to our Preferred Shares under Brazilian Corporation Law. Law No. 10,303, dated October
31, 2001, which amended the Brazilian Corporation Law requires that we pay a non-cumulative preferred dividend on our Preferred Shares of at
least 3.0% per year of the book value of Shareholders' equity divided by our total number of shares. On December 19, 2002 we amended our
Bylaws to comply with these new requirements. Preferred Shareholders are now entitled to receive a minimum non-cumulative dividend of
Preferred Dividend equal to the greater of (i) 6.0% per year of the value of our total share capital divided by our total number of shares or (ii)
3.0% per year of the book value of our shareholders' equity divided by the total number of our shares. In 2001, 2002 and 2003 we paid dividends
of approximately R$183.6 million, R$281.3 million and R$198.3 million, respectively.

Pension Plans

We participate in a multi-employer defined benefit plan, the "Sistel Plan," that covers our inactive or retired employees who were former
employees of Telebrds. Under this plan, we are contingently liable, together with the other companies that comprised the Telebrds system, for
our proportionate share of unfunded obligations of the plan attributable to our participating employees as well as post-retirement health care
benefits for active and inactive employees that were in this condition until January 31, 2000. Contributions to this plan may be required in case
of an accumulated deficit. As of December 31, 2003 the plan was running a surplus. The retirement health benefits are covered by a
defined-benefit assistance plan, maintained in conjunction with other sponsors from the former Telebrds system who provide
telecommunications services. This benefit assistance plan is provided for participants who were being assisted on January 31, 2000, and for
those assisted under the defined-benefit plans (PBS s) segregated from all the other Sistel sponsors. The contributions are funded by the company
and represent 1.5% of the paychecks of active participants who are associated with the PBS-TCS group (incorporated to the TCSPrev plan in
December 31, 2001). The company s responsibility for this assistance plan is exclusively limited to future contributions. In 2003, the
contributions of the company to this assistance plan were R$125,000. During the year 2000, we withdrew a portion of our funds from the
multi-employer plan in order to establish a separate plan for our current employees who were also former employees of Telebrds. On February
28, 2000, we founded our own private pension entity implementing a defined contribution, variable benefit plan, TCSPrev ("TCSPrev") (Brasil
Telecom's Pension Fund). This plan covers employees who signed terms of membership from February 28, 2000 onwards. Approximately
74.0% of our employees are covered under TCSPrev. Under TCSPrev the sponsoring companies are no longer jointly liable. Instead, each
sponsor is liable only for contributions with respect to its own employees. Joint liability among the plan sponsors continues to exist only with
respect to retired employees, who will necessarily continue under the Sistel Plan, or with respect to the active employees who did not sign the
term of membership to join TCSPrev. The company has another health assistance defined-benefit plan under Sistel which provides health
assistance to retirees and pensioners associated with the PBT-BrT group (incorporated by TCSPrev in December 31, 2001). The contributions
for this plan were fully paid in July 1998 through a single payment. New contributions will be limited to the future need to cover expenses, if
any occur. See Note 22 to our Financial Statements.

Prior to our acquisition of CRT, CRT created a pension program to provide retirement benefits to its employees (Fundagdo dos Empregados
da Companhia Riograndense de Telecomunicag¢ées "FCRT"). Unfortunately the FCRT was not fully funded by CRT. When we purchased CRT
we assumed our proportionate share of the unfounded obligations of the FCRT attributable to those CRT employees that were assumed by our
company (the FCRT covers approximately 25.0% of our current employees (approximately 1.174 employees as of December 31, 2003)).
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We estimate that, at December 31, 2003, our proportionate share of the unfunded obligations of the FCRT attributable to our participating
employees was approximately R$ 3,375.0 million. In an effort to eliminate the existing deficit over a period of twenty years, as of January 2002,
we have been making additional monthly contributions to the FCRT in an amount equal to 57.285% of the combined salary of members of the
FCRT who are employees of our company (48.92% is used for contributions which amortize the deficit and 8.365% is used for normal
contributions). Since February 2003, we have been making additional monthly contributions to the FCRT in fixed amounts to amortize the
deficit, which in 2003 was approximately R$90,460.0 million. In 2003, the normal monthly contribution represented approximately 6.72% of the
combined salary of the members of the FCRT.

For the year ended December 31, 2003, the total cost of the FCRT to our company was approximately R$93,835.0 million. We have
contributed approximately R$90,460.0 million to amortize the deficit, and R$3,375.0 million for normal contribution.

As a result of our potential unfunded obligations under the FCRT, in 2003 we decreased the current portion of our provision for pensions from
R$92.1 million at December 31, 2002 to approximately R$28.0 million at December 31, 2003, and increased the non-current portion of our
provision for pensions from approximately R$409.7 million at December 31, 2002 to approximately R$476.4 million at December 31, 2003. See
Note 22 to our Financial Statements. The TCSPrev defined-benefit plan was created on February 28, 2000 and is subscribed to by approximately
80.0% of the company s employees. In December 31, 2001, all pension plans were incorporated under Sistel, which in turn created groups with
defined contributions, liquidated-benefits (beneficio-saldado) and defined-benefits. The plans that joined TCSPrev, PBS-TCS, PBT-BrT,
Convénio de Administragdo-BrT and Termo de Relacdo Contratual Atipica , maintained the conditions established by their respective original
plans. As of March 2003, this plan was no longer accepting new participants.

This plan kept the same bases as the original plans for contributions by groups of participants, which are determined through actuarial studies
prepared by independent actuaries in accordance with the rules currently effective in Brazil and complying with the capitalization regime for
cost determination. Currently, participants and sponsors only contribute to the internal groups, PBS-TCS (defined-benefit) and TCSPrev
(defined-contribution). In the TCSPrev group, both the participant and the sponsor contribute equally to the participant s individual account, with
the contribution varying from 3.0% to 8.0% of the participant s salary, depending on the age of the participant. The participant may elect to make
further contributions to the plan, although the sponsor is not required to match such contributions. In the PBS-TCS group, the sponsor s
contribution is equal to 12.0% of the participant s monthly salary, whereas the participant s contribution varies according to the age, seniority and
salary of the participant. The participant also has the option of making additional payments into the plan and the size of this contribution depends
on the age when the participant entered into the plan. The sponsors are responsible for all administrative costs and risks of the plan. In 2003, the
contributions of the company to TCSPrev was, on average, 7.31% of the total value of the payroll of the participants who were members of the
plan, totaling R$15.3 million.

As a result of our potential obligations to the PAMEC-BrT assistance plan, in 2003 the company constituted a long term provision for R$ 1.7
million. In 2002, there was no such provision.
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With the reduction of the stake held by TI in the voting capital of Solpart, directors Mr. Carmelo Furci and Mr. Wilson Quintella, and their
respective alternates, resigned on September 11, 2002. During the General Shareholders Meeting held on April 23, 2003 our shareholders
elected Mr. Lénin Florentino de Faria and Mr. Carlos Torres Rodenburg.

The following are the current members of our board of directors and their respective positions.

Name (Age) Position Date Elected
Luis Octavio Carvalho da Motta Veiga (52) Chairman April 19, 2004
Veronica Valente Dantas (47) Director April 19, 2004
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Arthur Joaquim de Carvalho (46) Director April 19, 2004
Fabio de Oliveira Moser (36) Director April 19, 2004
Lenin Florentino de Faria (43) Director April 19, 2004
Carlos Bernardo Torres Rodenburg (47) Director April 19, 2004

Luis Octavio Carvalho da Motta Veiga, has served as a member of our Board of Directors since April 30, 2001. Mr. Motta Veiga is currently
a partner with the law firm of Carvalhosa, Eizirik e Motta Veiga Advogados. Previously, Mr. Motta Veiga was president of Pretrobrds Petrdleo
Brasileiro S.A., Chief Executive Officer of Anglo American Corporation do Brasil Ltda., Rayner Coffee International (London) and Jornal do
Brasil S.A. and director of Banco da Bahia de Investimentos and other companies of BBM Group. Mr. Motta Veiga has also been a member of
the National Monetary Counsel and president of the Brazilian Securities and Exchange Commission (CVM - Comissdo de Valores Mobilidrios).
Mr. Motta Veiga holds a degree in Law from the Federal University of Rio de Janeiro and a post graduate degree in Public Management from
Institut International d Administration Public in Paris, France.

Verénica Valente Dantas, has served as a member of our Board of Directors since April 30, 2001. Ms. Dantas is a partner and managing
director of Opportunity Asset Management Ltda. Prior to joining the Opportunity Group, Ms. Dantas was managing director of Icatu
Empreendimentos e Participagdes Ltda., an investment company in Brazil. Ms. Dantas holds a degree in Business Administration from the
Federal University of Bahia.

Arthur Joaquim de Carvalho, has served as a member of our Board of Directors since April 2001. In August 1998, he was also elected to the
board of directors of Tele Norte Celular Participacdes S.A. and Telemig Celular Participagdes S.A. Mr. Carvalho currently serves as a Principal
of CVC/Opportunity Equity Partners Ltda., a Cayman Island privately-owned investment company. Mr. Carvalho has served as a Senior
Investment Officer for private equity at the Opportunity Group. Prior to joining the Opportunity Group, he served as a Managing Director of
Manuel Joaquim de Carvalho Ltda., an export-oriented agribusiness company. Mr. Carvalho holds a degree in Business Administration from the
Federal University of Bahia.

Fabio de Oliveira Moser, has served as a member of our Board of Directors since April 2004. Mr. Moser is currently manager of the Equity
Management Division Telecommunications, Energy and Petrochemical of PREVI. Mr. Moser held several management positions at Banco de
Brasil S.A. from 1982 to 1999. He also served as Chairman of the Board of Directors and as Administrative and Market Relations Officer of
Fiago Participagées S.A., and as a member of the board of directors of Kepler Weber S.A. Mr. Moser holds a Business Administration degree
from Faculdade Candido Mendes, an MBA in Finance from Instituto Brasileiro de Mercado de Capitais IBMEC, and a Masters degree in
Business Administration from IBMEC.

Lénin Florentino de Faria, has served as a member of our Board of Directors since April 2003. Mr. Faria is currently manager in the
Corporate Governance Management Department of PREVI. He was also manager in the Equity Management Division of PREVI from September
2001 to December 2002. He held the position of division manager in the Administrative Unit Control from September 2000 to September 2001,
and he also held the position of Division Manager of Compliance in the Internal Control Unit from February to August 2000 in PREVI. Since
1980, he has held other positions in several departments of PREVI.
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