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PRESENTATION OF FINANCIAL INFORMATION

Embratel Participagdes S.A., a corporation organized under the laws of the Federative Republic of Brazil, was formed upon the
reorganization of Telecomunicac¢des Brasileiras S.A.—Telebras, a corporation organized under the laws of Brazil that, together with its
operating subsidiaries, was the primary provider of public telecommunications services in Brazil. We refer to Telebras, together with its
operating subsidiaries, as the Telebras System. In this annual report, the terms “we,” “us” and “our” mean Embratel Participa¢des S.A. and our
consolidated subsidiaries, unless we indicate otherwise.

On May 22, 1998, the shareholders of Telebras approved the restructuring of the Telebras System to form, in addition to Telebras, twelve
new telecommunications companies, known as the New Holding Companies, by means of a procedure under Brazilian corporate law called

cisdo or “split-up.” The New Holding Companies were allocated substantially all of the assets and liabilities of Telebras, including the shares
held by Telebras of the operating subsidiaries of the Telebras System. The New Holding Companies, together with their respective subsidiaries,
comprise three regional fixed-line operators, eight regional cellular operators and one domestic and international long-distance operator. The
restructuring of the Telebras System into the New Holding Companies is referred to in this annual report as the “Breakup” of Telebras.

We are one of the New Holding Companies formed upon the Breakup of Telebras. In the Breakup, all of the share capital of Empresa
Brasileira de Telecomunicagdes S.A., or Embratel, held by Telebras, which represented 98.75% of the total share capital of Embratel, was
transferred to us. We are a premier communications provider in Brazil offering a wide array of advanced communications services over our
own state-of-the-art network. We are a leading provider of data and Internet services in Brazil, based on revenues and network area coverage.
Our service offerings include advanced voice, high-speed data communications services, Internet, satellite data communications and corporate
networks. Our principal assets are the shares of our operating subsidiary, Embratel. We rely almost exclusively on dividends from Embratel to
meet our needs for cash, including for the payment of dividends to our shareholders. See “Item 5. Operating and Financial Review and
Prospects.”

Financial Statements

The audited consolidated balance sheets included in this annual report as of December 31, 2001 and 2002 and the related consolidated
statements of operations, changes in financial position and changes in shareholders’ equity for each of the years ended December 31, 2000,
2001 and 2002, including the notes thereto, are our consolidated financial statements. The selected financial information presented below
should be read in conjunction with our consolidated financial statements and the notes thereto. You should carefully review the following
discussion when evaluating the selected financial information and in reading “Item 5. Operating and Financial Review and Prospects.”

Accounting Methodologies in Brazil

Until December 31, 1995, publicly-traded companies in Brazil were required to prepare financial statements pursuant to one of two
methods: (1) the corporate law method, which was and remains valid for all legal purposes, including for determining income taxes and
calculating mandatory minimum dividends; and (2) the constant currency method to present supplementary price-level adjusted financial
statements pursuant to standards prescribed by the Brazilian securities commission, known as the Comissdo de Valores Mobiliarios or CVM.

e Corporate law method. The corporate law method, which we refer to as Brazilian corporate law in this annual report, provides a
simplified methodology for accounting for the effects of inflation until December 31, 1995. This method consisted of restating
permanent assets (property, plant and equipment, investments and deferred charges) and shareholders’ equity accounts using indices
mandated by the federal government. The net effect of these restatements was credited or charged to the statement of operations in a
single caption, usually entitled “monetary correction adjustments” or “inflation adjustments.”
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e Constant currency method. The Brazilian Institute of Independent Accountants, or IBRACON, and the Federal Accounting Council, or
CFC, required inflation indexing, known as the constant currency method, of financial statements prepared in accordance with the
accounting principles generally accepted in Brazil, or Brazilian GAAP, when the inflationary effect for the year is significant. Under the
constant currency method, all historical Brazilian rea/ amounts in the financial statements and notes thereto were expressed in constant
purchasing power as of the latest balance sheet date, in accordance with standards prescribed by the CVM for publicly-traded entities.

Changes in Reporting of Results of Operations

Until December 31, 1999, we were required to present our financial statements using the constant currency method in accordance with
Brazilian GAAP, which included restatement to constant purchasing power. In accordance with the discussion paper issued by the International
Task Force of the American Institute of Certified Public Accountants (AICPA), as of January 1, 2000, Brazilian companies have been allowed
to prepare their financial statements in accordance with Brazilian corporate law as the primary basis of accounting in filings with the U.S.
Securities and Exchange Commission, or SEC.

Until 1999, our consolidated financial statements were prepared in accordance with the constant currency method. However, for local
reporting purposes, we prepared our consolidated financial statements in accordance with accounting practices promulgated by Brazilian
corporate law, standards applicable to concessionaires of public telecommunications services, and accounting standards and procedures
established by the CVM, which includes monetary restatement of permanent assets and shareholders’ equity through December 31, 1995.

In order to conform the financial statements made available to our shareholders in the United States of America to the same basis used in
the primary market in Brazil, effective from January 1, 2000, our management elected to change the presentation of our financial statements
from Brazilian GAAP to Brazilian corporate law. Given that this change constitutes a change in the reporting currency, all prior periods
presented have been restated to be in accordance with Brazilian corporate law and to facilitate comparability with subsequent periods.

Brazilian Corporate Law and U.S. GAAP

Our consolidated financial statements are prepared in accordance with Brazilian corporate law, which differs in certain material respects
from generally accepted accounting principles in the United States, or U.S. GAAP. See note 29 to our consolidated financial statements for a
summary of the differences between the Brazilian corporate law accounting method and U.S. GAAP, and a reconciliation to U.S. GAAP of
shareholders’ equity as of December 31, 2001 and 2002, and net income for the three years ended December 31, 2000, 2001 and 2002.

Brazilian corporate law is considered to be a comprehensive basis of GAAP, and it is used as the primary basis of reporting in Brazil. As
described above, Brazilian corporate law does not allow for price-level accounting for periods after December 31, 1995. Under U.S. GAAP,
inflation accounting continued until July 1, 1997, when Brazil was no longer considered to be a highly inflationary economy for U.S. GAAP
purposes.

The amortization of the restatement of fixed assets, which resulted from the inflation accounting in 1996 and 1997 is recognized in the
reconciliation to U.S. GAAP, net of related deferred tax.

Minority Interests

The portion of equity and net income attributable to shareholders other than those of the registrant is reflected as “minority interests” in our
consolidated financial statements. At December 31, 2002, such minority shareholders owned 1.23% of the share capital of our subsidiary,
Embratel. Institutional shareholders, including pension funds, hold approximately 30% of the minority interests in Embratel. These
shareholders obtained their interests in Embratel in auctions held in April 1988, December 1991, and February 1997, whereby Companhia Vale
do Rio Doce S.A., Banco do Brasil S.A. and Centrais Elétricas Brasileiras S.A., then state-owned companies that formerly held interests in
Embratel, sold their interests to the public. The remainder of the minority interests is held by Companhia Brasileira de Liquidag@o e Custddia, a
clearinghouse of the Sdo Paulo Stock Exchange.
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FORWARD-LOOKING INFORMATION

This annual report contains forward-looking statements. We and our representatives may also make forward-looking statements in press
releases and oral statements. Statements that are not statements of historical fact, including statements about the beliefs and expectations of our
management, are forward-looking statements. The words “anticipates,” “believes,” “estimates,” “expects,” “forecasts,” “intends,” “plans,”
“predicts,” “projects,” “targets” and other similar words are intended to identify these statements, which necessarily involve known and
unknown risks and uncertainties. Known risks and uncertainties, some of which are discussed in this annual report, include those resulting from

the following factors:

LENT

2

o the short history of our operations as an independent, private-sector entity;
o the introduction of competition to the Brazilian telecommunications sector;
o the cost and availability of financing;

o the performance of the Brazilian economy generally;

« the exchange rates between Brazilian and foreign currencies; and

o the federal government’s telecommunications policy.

Our actual results of operations may be different from our current expectations, and you should not place undue reliance on these forward-
looking statements. 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.

Certain terms are defined the first time that they are used in this annual report. Technical terms are defined in the “Technical Glossary” that
begins on page 81.
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PARTI

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.
ITEM 3. KEY INFORMATION

A. Selected financial data

The information in this section should be read in conjunction with our consolidated financial statements, and the notes thereto, included
elsewhere in this annual report. Our consolidated financial statements have been prepared in accordance with Brazilian corporate law, which
differs in certain respects from U.S. GAAP. See note 29 to our consolidated financial statements for a discussion of these differences. Such
data as of December 31, 2001 and 2002 and for each of the three years ended December 31, 2002 have been derived from our audited
consolidated financial statements, which appear elsewhere in this document. The information below should be read in conjunction with, and is
qualified in its entirety by reference to, the consolidated financial statements and notes thereto and “Item 5. Operating and Financial Review
and Prospects.” In addition, the following table presents selected financial data as of December 31, 1998, 1999, 2000, 2001 and 2002, and for
each of the five years in the period ended December 31, 2002, which has been prepared in a manner consistent with the information set forth in

the consolidated financial statements.

STATEMENT OF OPERATIONS DATA:
Brazilian Corporate Law
Net operating revenue
Cost of services(1)
Gross profit
Operating income (expenses):
Selling expenses
General and administrative expenses(2)
Other operating income (expenses), net
Operating income (loss) before interest
Interest income
Interest expense
Operating income (loss)
Operating income (loss) per thousand shares —
Basic and diluted
Common shares
Preferred shares
Extraordinary non-operating income —
ILL(3)
Non-operating income (expense)
Income (loss) before income taxes and
minority interest
Income tax and social contribution benefit
(expense)
Income (loss) before minority interest
Minority interest(4)
Net income (loss)

1998

Year Ended December 31,

1999

2000

2001

(in thousands of Reais, except per share data)

$ 4,000,106 § 5,183,927

(2,785,741)
1,214,365

(180,176)
(398,194)
(577,244)
58,751
245,854
(177,124)
127,481

0.38
0.38

(65,975)
61,506

63,585
125,091

(1,513)
123,578

(3,619,914)
1,564,013

(425,895)

(444,091)
65,204
759,231
326,956

(630,416)
455,771

1.37
1.37

(37,650)
418,121

(1,241)

416,880
(5,249)

411,631

$ 6,714,508
(4,399,267)
2,315,241

(795,470)

(697,487)
(12,250)
810,034
203,106

(391,422)
621,718

1.87
1.87

111,224
732,942

(145,312)
587,630
(10,540)
577,090

2002

§ 7,460,956 $ 7,107,078

(4,954,802)
2,506,154

(1,579,596)
(987,958)
(2,951)
(64,351)
192,457
(822,437)
(694,331)

(2.09)
(2.09)

(75,902)
(770,233)

222,088

(548,145)
(5,526)

(553,671)

(4,736,435)
2,370,643

(1,076,085)
(1,109,119)
30,529
215,968
519,193
(1,976,208)
(1,241,047)

(3.73)
(3.73)

198,131
10,989

(1,031,927)

414,196

(617,731)
(8,611)

(626,342)
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Year Ended December 31,

1998 1999 2000 2001 2002
(in thousands of Reais, except per share data)

Net income (loss) per thousand shares —

Basic and diluted:
Common shares 0.37 1.24 1.73 (1.66) (1.88)
Preferred shares 0.37 1.24 1.73 (1.66) (1.88)
U.S. GAAP
Gross Revenues 5,123,234 6,680,342 8,928,691 10,055,068 9,223,094
Cost of services (including gross receipts taxes) (3,908,869) (5,116,329) (6,613,450) (7,548,914) (6,852,451)
Operating income (loss) 447,275 808,268 857,673 (19,918) 433,233
Operating income (loss) per thousand shares —

Basic and diluted:
Common shares 1.36 2.42 2.58 (0.06) 1.30
Preferred shares 1.36 2.42 2.58 (0.06) 1.30
Net income (loss) 418,412 424,743 658,669 (464,250) (677,860)
Net income (loss) per thousand shares —

Basic and diluted:
Common shares 1.27 1.28 1.98 (1.39) (2.04)
Preferred shares 1.27 1.28 1.98 (1.39) (2.04)
Weighted average number of shares

outstanding:
Common shares (thousands) 124,369,031 124,369,031 124,369,031 124,369,031 124,369,031
Preferred shares (thousands) 205,457,214 209,035,064 208,548,130 208,562,219 208,411,830
Cash dividend paid per thousand shares:
Common shares (in Reais) — — 0.4239 0.5674 —
Common shares (in U.S. dollars)(5) — — 0.2168 0.2446 —
Preferred shares (in Reais) — 0.3830 0.4239 0.5674 —
Preferred shares (in U.S. dollars)(5) — 0.2141 0.2168 0.2446 —
BALANCE SHEET DATA:
Brazilian Corporate Law
Property, plant and equipment, net 6,023,703 6,958,154 7,467,125 7,849,429 7,795,867
Total assets 8,527,507 9,653,467 11,762,357 12,458,076 12,845,608
Loans and financing — current portion 155,088 602,235 881,899 1,079,953 2,566,482
Loans and financing — non-current portion 511,085 878,661 1,364,390 2,648,157 2,325,453
Net assets 5,510,581 5,717,988 6,082,170 5,346,672 4,719,793
Capital share 5,256,609 5,069,414 2,134,427 2,273,913 2,273,913
Quantity of outstanding shares (thousands) 334,399,028 332,914,228 332,919,028 332,932,361 332,629,361
U.S. GAAP
Property, plant and equipment, net 6,286,183 7,235,693 7,862,919 8,410,021 8,322,918
Total assets 8,998,963 10,106,562 12,251,542 13,119,401 13,858,778
Loans and financing — current portion 638,044 1,206,005 881,899 1,079,953 2,975,241
Loans and financing — non-current portion 28,129 274,891 1,364,390 2,648,157 2,416,053
Net assets 5,637,273 5,787,147 6,279,877 5,755,091 5,076,697
Capital share 5,256,609 5,069,414 2,134,427 2,273,913 2,273,913
Quantity of outstanding shares (thousands) 334,399,028 332,914,228 332,919,028 332,932,361 332,629,361

(1) Cost of services is presented in accordance with Brazilian corporate law and, accordingly, includes depreciation and amortization charges in addition to interconnection and facilities
fees, personnel expenses, third party services and other miscellaneous costs of providing services. See “Item 5. Operating and Financial Review and Prospects — Operating Results —
Results of operations for the years ended December 31, 2000, 2001 and 2002.”

(2) Employees’ profit sharing expense was reallocated to general and administrative expense in the statements of income for the period, by us and by our subsidiaries, as determined by the
CVM Circular Letter CVM/SEP/SNC No. 01/2003, issued on January 16, 2003. For comparative purposes, operating income (loss) before interest, operating income (loss) and income

5
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(loss) before income taxes and minority interest for the periods ended December 31, 1998, 1999, 2000 and 2001 also reflect such reallocations.

(3) Extraordinary non-operating income — ILL refers to recognition of a tax credit related to the federal government’s imposition from 1989 to 1992 of a tax on certain profits that had not
been distributed. From 1989 through 1992, we paid this tax in accordance with the provisions of tax legislation then in force. In 1996, the Brazilian Supreme Court ruled that ILL was
unconstitutional, since undistributed profits do not represent a taxable event. Based on this decision on the issue, we sought a tax credit to the court in 1999 and received the final
decision affirming the tax credit in 2002. See note 10 to our consolidated financial statements.

(4) Minority interests represent the portion of net income attributable to shareholders other than the registrant.

(5) Calculated using exchange rate of Reais per U.S. dollar at period end. See “— Exchange Rates.”

(6) Includes net book value of R$56.4 million for capital leases in 2002. In 2001, the company was accruing the contracts only for U.S. GAAP purposes. Net book value for December 31,
2001 was R$38.3 million. For Brazilian corporate law purposes in 2001 the amounts were expensed as incurred. See note 15.a.2. to our consolidated financial statements.

Exchange Rates

The following table sets forth the period-end average, high and low noon buying rate, expressed in Reais per U.S. dollar for the periods
indicated.

Exchange Rates of Nominal Reais Per U.S. dollar

Period High Low Average Period End
1998 1.209 1.117 1.161 1.209
1999 2.165 1.208 1.816 1.789
2000 1.985 1.723 1.830 1.955
2001 2.800 1.935 2.368 2.320
2002 3.955 2.271 2.921 3.533
January 2003 3.662 3.276 3.438 3.526
February 2003 3.658 3.493 3.591 3.563
March 2003 3.564 3.353 3.447 3.353
April 2003 3.336 2.890 3.119 2.890
May 2003 3.028 2.865 2.956 2.966
June 2003 (as of June 23, 2003) 2.978 2.849 2.887 2.879

Source: Central Bank of Brazil

B. Capitalization and Indebtedness
Not applicable.

C. Reasons for the Offer and Use of Proceeds
Not applicable.

D. Risk Factors

You should consider the following risks with respect to an investment in our company and investments in Brazilian corporations that are
not normally associated with investments in the securities of issuers in the United States and other jurisdictions.

Risk Factors Relating to Embratel and the Brazilian Telecommunications Industry

The Brazilian telecommunications regulatory environment is uncertain.

The adoption of telecommunications regulations and the privatization of the Telebras System in 1997 have led to broad changes in the
operating, regulatory and competitive environment for Brazilian telecommunications.

6
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The changes include:

establishment of an independent regulator: Agéncia Nacional de Telecomunicagdes — Anatel,
* development of comprehensive regulation of the telecommunications sector;

* sale of a controlling interest in the companies of the Telebras System to private investors; and
* introduction of competition in the provision of all telecommunications services.

All of these developments have materially affected us and the other telecommunications companies, and we cannot predict the effects of
further regulatory changes on our business, financial condition, results of operations or prospects. In reviewing historical information and in
evaluating our future financial and operating performance, you must consider carefully the extensive changes in the structure and regulation of
our industry.

The concessions granted by Anatel that allow us to provide telecommunications services expire in 2005 and we cannot be sure that it will
be renewed.

In Brazil, companies wishing to offer telecommunications services to consumers are required to obtain a concession from Anatel.
Concessions to Embratel have been granted until 2005, subject to certain obligations, with the possibility of renewal for an additional 20 years.
Our business relies on such concessions, and revocation will result in severe adverse effects on us and our financial condition. Although we are
confident that Anatel will renew our concession, we cannot be certain that the concession will be renewed.

We are obligated to meet certain quality of service goals and maintain quality of service standards. Failure to meet such obligations can
result in fines.

We are obligated by Anatel to meet certain quality of service goals, including, for example, minimum call completion rates, maximum busy
circuit rates, operator availability and responsiveness to repair requests. Failure to meet quality of service obligations can result and has resulted
in the imposition of fines by Anatel and other governmental entities. Our ability to meet these goals can be impeded by factors beyond our
control and we cannot assure you that we will meet these goals in the future or that we will not be fined in the future.

We operate in a highly competitive industry with participants that have significant resources and existing customers, which could intensify
price competition and limit our ability to increase our market share.

If we are unable to compete effectively against our competitors, it could lead to price reductions, lower revenue, underutilization of our
services, reduced operating margins and loss of market share. Some of our competitors in certain markets where we operate have, and some
potential competitors may have, competitive advantages including the following:

* greater presence, brand awareness, infrastructure and capilarity;

networks directly connected to each home and businesses;
¢ greater financial, technical, marketing and other resources;

* significantly lower interconnection costs with other networks; and

well-established relationships with customers.

The industry in which we conduct our business is subject to rapid technological changes and such changes could have a material adverse
effect on our ability to provide competitive services.

The telecommunications industry is in a period of rapid technological change. Our future success depends, in part, on our ability to
anticipate and adapt in a timely manner to technological changes. We expect that new products and technologies will emerge and that existing
products and technologies will further develop. These new
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products and technologies may reduce the prices for our services or they may be superior to, and render obsolete, the products and services we
offer and the technologies we use, and may consequently reduce the revenues generated by our products and services and require investment in
new technology. As a result, our most significant competitors in the future may be new entrants to our markets that would not be burdened by
an installed base of older equipment. It may be very expensive for us to upgrade our products and technology in order to continue to compete
effectively.

We are subject to regulatory limitations on most of the prices we can charge our customers.

Rates for most of the telecommunications services provided by us are subject to final approval by Anatel, to which we submit requests for
rate adjustments. Concessions to the regional fixed-line companies and Embratel provide for a price-cap mechanism to set and adjust rates on
an annual basis. We are subject to comprehensive regulations that limit our ability to set tariffs for our services. Such regulations may limit our
ability to respond to potential or actual competition.

Under Brazil’s telecommunications regulatory framework, telecommunications companies have the ability to set their own tariffs beginning
three years after privatization if there is effective competition in the market. In light of existing competition in the long distance market, we
filed on May 15, 2002 a request with Anatel for permission to set our tariffs. However, we are still not certain whether Anatel will approve our
request.

We must successfully implement our business plan, but factors beyond our control may prevent us from doing so, which could have a
material adverse effect on our business.

Our ability to increase our revenues and maintain our position as a leading Brazilian provider of advanced telecommunications and Internet
services will depend in large part on the successful, timely and cost-effective completion of our business plan.

Factors that could affect the timing of the completion of our business plan include our ability to:
¢ manage adverse regulatory changes;

e cope with price wars;

e maintain our access to capital in times of adverse macroeconomic changes;

 enter into necessary contracts with third parties;

e manage costs; and

e attract and retain highly skilled and qualified personnel.
We are exposed to special risks in connection with our international call services.

Revenues from international service also reflect payments under approximately 268 bilateral agreements between us and foreign
telecommunications administrations or private carriers, which are influenced by the guidelines of the international tariff and trade regulations
and cover virtually all international calls to and from Brazil. Various factors, including unauthorized international traffic (commonly known as
bypass), could affect the amount of net settlement payments from U.S. or other international carriers to us in future years. These include
increases in the proportion of outgoing to incoming calls. Calls originated by U.S. carriers currently exceed calls we originate.

Our controlling shareholder may be able to take actions that do not reflect the best interests of our other shareholders.

As of December 31, 2002, WorldCom, through its affiliates, owned 51.8% of our voting shares. As a result, WorldCom is able to elect a
substantial majority of the members of our board of directors and has the power to determine the outcome of most actions requiring shareholder
approval, including, subject to the requirements of
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Brazilian law, the payment of dividends and the disposition of assets. See also “Item 6. Directors, Senior Management and Employees” and
“Item 7. Major Shareholders and Related Party Transactions.” Our relationship with WorldCom provides us with certain competitive
advantages obtained through technology transfer and a management agreement as a result of WorldCom’s experience in the
telecommunications business. WorldCom also provides us with increased negotiating power through alliances with other affiliates, as well as
access to technology, product research and development and purchasing power.

On July 21, 2002, WorldCom filed for protection from its creditors under the provisions of Chapter 11 of the U.S. Bankruptcy Code, after it
disclosed that it had not reported in accordance with generally accepted accounting principles charges, now in an aggregate amount of more
than US$11 billion, on its financial statements during the years from 2000 through the first quarter of 2002. WorldCom disclosed that it intends
to restate and re-issue its financial statements for these years and announced on March 13, 2003 that it will write down its assets by US$79.8
billion, consisting of US$45 billion of goodwill and US$34.8 billion in fixed assets. WorldCom filed its plan of reorganization with the
bankruptcy court on April 14, 2003, and on the same day it announced that it will carry on its business under the MCI brand.

On May 22, 2003, the court approved the plan to be sent to its creditors for a vote.

On June 26, 2002, the SEC announced that it had filed charges against WorldCom, alleging violations of antifraud and reporting provisions
of the U.S. federal securities laws. On November 26, 2002, WorldCom announced that it had agreed to settle its civil lawsuit with the SEC and
has consented to a permanent injunction that will resolve claims brought by the SEC’s suit regarding the company’s past accounting practices.
On May 19, 2003, WorldCom and the SEC submitted a settlement agreement to the U.S. District Court for approval pursuant to which
WorldCom has agreed to pay US$500 million in fines to be distributed to investors. We cannot assure you that developments at or any actions
by our controlling shareholder will not have a material adverse effect on the price of our preferred shares or ADSs or our financial conditions
and results of operations.

We are parties to various legal proceedings.

We are parties to various legal proceedings. Our management believes that such actions, if decided adversely to us, would have a material
adverse impact on our business, financial condition and results of operations. Some of these legal proceedings are with respect to:

o the Breakup of Telebras;

« foreign source operating income;

« withholding tax on remittances to foreign telecommunications companies;

o Contribuicdo para Financiamento da Seguridade Social (COFINS), a federal social contribution charge;
o COFINS levied on inbound traffic;

e Programa de Integracdo Social (P1S) credits raised in accordance with the rules issued by the Superior Tribunal of Justice not accepted
by the Federal Revenue Agency;

e Imposto sobre Circulagdo de Mercadorias e Servigos (ICMS) tax on international outbound traffic and bundled services;
o legal proceedings against Telebras; and

e legal proceedings initiated by Anatel against us.

See “Item 8. Financial Information—Consolidated Statements and Other Financial Information—Legal Proceedings” for a detailed
discussion of these proceedings.
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Risks Relating to Our Preferred Shares and ADSs.

The ADSs generally do not give you voting rights.

Our American Depositary Shares, or ADSs, represent preferred shares of Embratel Participagoes. Under Brazilian law, holders of preferred
shares generally do not have the right to vote at our shareholder meetings. Our preferred shares do not entitle the holder to vote at such
shareholders’ meetings, except under specific circumstances. See “Item 10. Additional Information—Voting Rights” for further information on
this subject.

The preferred shares and ADSs do not entitle you to a fixed dividend.

Under Brazilian corporate law and our by-laws, unless our board of directors decides otherwise, we must pay our sharcholders a mandatory
distribution equal to 25% of our net income as adjusted for this purpose. Therefore, whether or not you receive a dividend depends on the
amount of the mandatory distribution, if any, and whether our board of directors exercises its discretion subject to shareholder ratification to
suspend these payments. See “Item 8. Financial Information—Consolidated Statements and Other Financial Information—Distribution Policy
and Dividends” for a more detailed discussion of mandatory distributions.

You might be unable to exercise preemptive rights with respect to the preferred shares.

In the event of a capital increase, which would result in reducing the proportion of capital represented by preferred shares, preferred
shareholders have preemptive rights to subscribe to preferred shares in proportion to their shareholdings to the extent necessary to prevent
dilution of their interest in our company.

ADS holders may not be able to exercise preemptive rights relating to the preferred shares underlying the ADSs unless a registration
statement under the U.S. Securities Act of 1933, or the Securities Act, as amended, is effective with respect to those rights or an exemption
from the registration requirements of the Securities Act is available. We are not obligated to file a registration statement with respect to the
shares relating to these preemptive rights, and therefore, we cannot assure you that any such registration statement will be filed. Unless we file
a registration statement or an exemption from registration applies, you may receive only the net proceeds from the sale of your preemptive
rights by the depositary of the ADSs or, if the preemptive rights cannot be sold, they will be allowed to lapse.

If you exchange the ADSs for preferred shares, you risk losing certain foreign currency remittances and Brazilian tax advantages.

The ADSs benefit from the depositary’s certificate of foreign capital registration, which permits the depositary to convert dividends and
other distributions with respect to the preferred shares into foreign currency and remit the proceeds abroad. If you exchange your ADSs for
preferred shares, you will be entitled to rely on the depositary’s certificate of foreign capital registration for five business days from the date of
exchange. Thereafter, you will not be able to remit abroad non-Brazilian currency unless you obtain your own certificate of foreign capital
registration or you qualify under Resolution 2,689 of the Central Bank of Brazil dated January 26, 2000, known as Resolution 2,689, which
entitles certain investors to buy and sell shares on Brazilian stock exchanges without obtaining separate certificates of registration. If you do not
qualify under Resolution 2,689, you will generally be subject to less favorable tax treatment on distributions with respect to the preferred
shares. We cannot assure you that the depositary’s certificate of registration or any certificate of foreign capital registration obtained by you
may not be affected by future legislative or regulatory changes, or that additional Brazilian law restrictions applicable to your investment in the
ADSs may not be imposed in the future. For a more complete description of Brazilian tax regulations, see “Item 10. Additional Information—
Taxation—DBrazil.”

The relative volatility and illiquidity of the Brazilian securities markets may adversely affect you.

Investing in securities, such as the preferred shares or ADSs, of issuers from emerging market countries, including Brazil, involves a higher
degree of risk than investing in securities of issuers from more developed countries.
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Investments involving risks relating to Brazil, such as investments in ADSs, are generally considered speculative in nature and are subject
to certain economic and political risks, such as:

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

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

The Brazilian securities market is substantially smaller, less liquid, more concentrated and more volatile than major securities markets in
the United States. This may substantially limit your ability to sell the preferred shares underlying your ADSs at a price and time at which you
wish to do so. The Sao Paulo Stock Exchange—BOVESPA, the only Brazilian stock exchange, had a market capitalization of approximately
US$124.0 billion as of December 31, 2002 and an average daily trading volume of approximately US$197.9 million for 2002. In comparison,
the NYSE had a market capitalization of US$9.4 trillion as of December 31, 2002 and an average daily trading volume of approximately
US$40.9 billion for 2002.

There is also signifiantly greater concentration in the Brazilian securities market. The ten largest companies in terms of market
capitalization represented approximately 48.6% of the aggregate market capitalization of the Sdo Paulo Stock Exchange as of December 31,
2002. The top ten stocks in terms of trading volume accounted for approximately 56.5% of all shares traded on the Sao Paulo Stock Exchange
in 2002.

If we were treated as a passive foreign investment company, a U.S. holder of ADSs would be subject to disadvantageous rules under the
U.S. tax laws.

If we are characterized as a passive foreign investment company, or PFIC, in any year, U.S. holders of ADSs could be subject to
unfavorable U.S. federal income tax treatment. Although we do not believe that we were a PFIC in 2002, there can be no assurance that our
business and activities will not lead to PFIC status for us in the future. PFIC classification is a factual determination made annually and thus
may be subject to change. For a description of the PFIC rules, see “Item 10. Additional Information—Taxation—United States.”

Risks Relating to Brazil

The Brazilian government has exercised, and continues to exercise, significant influence over the Brazilian economy. Brazilian political
and economic conditions have a direct impact on our business and the market price of the preferred shares.

The Brazilian government frequently intervenes in the Brazilian economy and occasionally makes drastic changes in policy. The
government’s actions to control inflation and other policies have often involved, among other measures, wage and price controls, currency
devaluations, capital controls and limits on imports. Our business, financial condition and results of operations may be adversely affected by
changes in policy involving tariffs and exchange controls, as well as factors such as:

¢ currency fluctuations;
¢ inflation;

e price instability;

¢ interest rates;

¢ tax policy; and

¢ other political, diplomatic, social and economic developments in or affecting Brazil.
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The Brazilian government’s actions to maintain economic stability and public speculation about possible future actions may contribute
significantly to economic uncertainty in Brazil and to heightened volatility in the Brazilian securities markets.

Brazil has historically experienced extremely high rates of inflation. Inflation, along with governmental measures to combat inflation, has
had significant negative effects on the Brazilian economy in general. Beginning in December 1993, the Brazilian government introduced an
economic stabilization plan called the Real/ Plan. The primary objectives of the Real Plan were to reduce inflation and build a foundation for
sustained economic growth.

On July 1, 1994, the Brazilian government introduced the new currency, the real. Since the introduction of the real, Brazil’s inflation rate
has been substantially lower than in previous periods. The annual rates of inflation, as measured by the National Consumer Price Index, or
Indice Nacional de Pregos ao Consumidor, were:

Year Rate of Inflation

1993 2,489.1%
1994 929.3%
1995 22.0%
1996 9.1%
1997 4.3%
1998 2.5%
1999 8.4%
2000 5.3%
2001 9.4%
2002 14.7%

Brazil may experience high levels of inflation in the future. We cannot assure you that recent lower levels of inflation will continue. Future
governmental actions, including actions to adjust the value of the real, may trigger increases in inflation. Accordingly, periods of substantial
inflation may in the future have material adverse effects on the Brazilian economy, the Brazilian financial markets and on our business,
financial condition and results of operations.

Fluctuations in the value of Brazil’s currency against the value of the U.S. dollar may result in uncertainty in the Brazilian economy and
the Brazilian securities market, which may adversely affect our financial condition and results of operations and, consequently, the
market value of the preferred shares and ADSs.

As a result of inflationary pressures, the Brazilian currency has been devalued periodically during the last four decades. Throughout this
period, the Brazilian government has implemented various economic plans and utilized a number of exchange rate policies, including sudden
devaluations, periodic mini-devaluations during which the frequency of adjustments has ranged from daily to monthly, floating exchange rate
systems, exchange controls and dual exchange rate markets. Although over long periods, devaluations of the Brazilian currency generally have
correlated with the rate of inflation in Brazil, devaluations over shorter periods have resulted in significant fluctuations in the exchange rate
between the Brazilian currency and the U.S. dollar and other currencies.

Devaluations of the real and continued currency instability could affect our ability to meet our foreign currency obligations in the future
and result in a monetary loss relating to this indebtedness. See “Item 11. Quantitative and Qualitative Disclosures About Market Risk” for
information about our hedging policy. In addition, fluctuations in the value of the real relative to the U.S. dollar can affect the market value of
the ADSs. Devaluation may reduce the U.S. dollar value of distributions and dividends on the ADSs and may also reduce the market value of
the preferred shares and the ADSs.

Brazil has a newly-elected government.

Presidential elections were held in Brazil in 2002. Over the past eight years our government has strengthened democratic institutions and
improved economic fundamentals. The newly-elected government has largely continued the economic policies of the previous government;
however, we cannot provide assurances that the new government

12



Back to Contents

will not change policies in a way that undermines investor confidence and/or adversely affects our operations and/or the price of our preferred
shares and ADSs.

The market’s perception of the risk of investing in Brazil as measured by the spread-over-U.S. treasuries on the Brazilian sovereign debt C-
bonds, has improved since the beginning of 2003 due at least in part to the lessening of uncertainties associated with the economic policies to
be followed by Brazil’s new president. However, there is no assurance that the perception of the risk of investing in Brazil will remain at
current levels or continue to drop.

The pending tax reform in Brazil may result in an increased tax burden upon us, with adverse effects on our financial condition and
results of operations.

The Brazilian government has proposed broad tax reform bills, mainly designed to reduce the public deficit through a tax increase. It is
anticipated that the tax reform will include, for example, the creation of a value-added tax on goods and services which would replace six
existing taxes:

Contribuigdo Social sobre o Lucro Liquido (CSLL), a social contribution tax on profits;
e Imposto sobre Produtos Industrializados (IP1), a federal tax on industrial products;

e PIS, a social contribution tax on salaries;

¢ COFINS, a social contribution tax on gross revenues (operating and financial);

e ICMS, a state tax on the circulation of goods and services; and

e Imposto sobre Servigos (ISS), a municipal tax on services.

In addition, on June 12, 2002, Constitutional Amendment No. 37/2002 extended Contribui¢do Provisoria sobre Movimentag¢oes
Financeiras (CPMF), a temporary tax on financial transactions, until 2004. The CPMF rate will be levied at 0.38% until December 31, 2003,
and will be reduced to 0.08% in 2004, in accordance with this amendment. See “Item 4. Information on the Company—Business Overview—
Taxes on Telecommunications Services.” Although there can be no assurance regarding the outcome of this proposed tax reform in Brazil, it
may subject us to taxes higher than the ones to which we are currently subject, with adverse effects on our business, financial condition and
results of operations.

Restrictions on the movement of capital out of Brazil may hinder your ability to receive dividends and distributions on, and the proceeds of
any sale of, the preferred shares.

The Brazilian government may impose temporary restrictions on the conversion of Brazilian currency into foreign currencies and on the
remittance to foreign investors, such as yourself, of proceeds from your investments in Brazil. 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 a serious imbalance.

Government restrictions on capital outflow may hinder or prevent the custodian of our preferred shares 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. You could be adversely affected by delays in obtaining any required governmental approval for conversion of
Brazilian currency payments and remittances abroad in respect of the preferred shares underlying the ADSs. In addition, the Brazilian
government may institute a more restrictive exchange control policy in the future. See “Item 10. Additional Information—Taxation—Brazil.”

Our creditors may be unable to attach certain of our assets to secure a judgment.

Brazilian courts will not enforce any attachment with respect to property located in Brazil and determined by the court to be dedicated to
the provision of essential public services. A substantial portion of our assets may be considered to be dedicated to the provision of an essential
public service. If a Brazilian court were to make such a
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determination with respect to certain of our assets, those assets would not be subject to attachment, execution or other legal process and our
creditors may not be able to realize a judgment against our assets.

Developments in other emerging market countries may affect the Brazilian securities markets.

Developments in other emerging markets, including Latin America, may adversely affect the market price of our preferred shares and
ADS:s.

Economic and market conditions in other emerging market countries, especially those in Latin America, influence the market for securities
issued by Brazilian companies and investors’ perception of economic conditions in Brazil.

For example, in 2001, after prolonged periods of recession and political instability, Argentina announced that it would not service its public
debt. In order to address the worsening economic and social crisis, the Argentine government abandoned its decade-old fixed U.S. dollar-peso
exchange rate and allowed its currency to float. The Argentine peso experienced an approximate 70% devaluation against the U.S. dollar in
2002.

Crises in Argentina and other Latin America countries have and may continue to affect the perception of risk in Brazil by foreign investors
and impact the volatility in market prices for Brazilian securities. These types of events may adversely affect our ability to borrow funds at an
acceptable interest rate or to raise equity capital when and if there should be a need. Accordingly, adverse developments in other emerging
market countries could lead to a reduction in the demand for, and market price of, our preferred shares and ADSs.

Our financial statements may not give you the same information as financial statements prepared under U.S. accounting rules.

Publicly available information about public companies in Brazil is generally less detailed and not as frequently updated as the information
that is regularly published by or about listed companies in the United States and certain other countries. In addition, although we are subject to
the periodic reporting requirements of the Securities Exchange Act of 1934, as amended, or the Exchange Act, the periodic disclosure required
of foreign issuers under the Exchange Act is more limited than the periodic disclosure required of domestic U.S. issuers. We prepare our
consolidated financial statements in accordance with Brazilian corporate law, which differs in significant respects from U.S. GAAP. See note
29 to our consolidated financial statements.

Risk of error in forward-looking statements.

All statements in this annual report that are not clearly historical in nature are forward-looking. Examples of forward-looking statements
include:

«statements concerning our operations and prospects;

+the expected size of growth in the Brazilian telecommunications market;

« estimated demand forecasts;

*our ability to secure and maintain telecommunications infrastructure licenses, rights-of-way and other regulatory approvals;
*our strategic initiatives and plans for business growth;

*industry conditions;

« funding needs and financing sources;

*network completion and product development schedules;

 expected characteristics of competing networks, products and services; and
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« other statements of our expectations, beliefs, future plans and strategies, anticipated developments and other matters that are not historical
facts.

These forward-looking statements are uncertain, and we cannot assure you that any such statements will prove to be correct. Actual results
and developments may be materially different from those expressed or implied by such statements. You should carefully review the other risk
factors set forth in this section for a discussion of factors that could result in any of these forward-looking statements proving to be inaccurate.

ITEM 4. INFORMATION ON THE COMPANY
A. History and Development of the Company
The Telebras System, the Regulatory Reform and the Privatization

Until 1972, more than 900 independent companies provided telephone services in Brazil. Between 1972 and 1975, Telecomunicagdes
Brasileiras S.A.—Telebras, a company controlled by the federal government, acquired almost all the telephone companies in Brazil,
constituting the “Telebras System.”

Embratel was one of Telebras’ subsidiaries and owned and operated all of the interstate and international telephone transmission facilities in
Brazil at that time. Through the remaining 27 operating subsidiaries, Telebras was the principal provider of local and intrastate
telecommunications service and the leading provider of cellular mobile telephone service. The Telebras System also provided
telecommunications-related services such as data communication, sound and image transmission and other value-added services throughout
Brazil.

On July 16, 1997, the federal Congress adopted Law No. 9,472, the Lei Geral de Telecomunicagoes, or the Telecommunications Law,
which established an independent regulatory agency called Agéncia Nacional de Telecomunicagdes, or Anatel, and provided for the
establishment of a new regulatory framework, the introduction of competition and the privatization of the Telebras System.

On January 30, 1998, in preparation for the privatization, each of the operating subsidiaries, other than Embratel and Companhia Telefonica
da Borda do Campo—CTBC, spun off its cellular telephone operations into a separate company. On April 2, 1998, the Presidential Decree No.
2,534, known as General Grant Plan, or Plano Geral de Outorgas, divided the Brazilian states into three regions. The Telebras companies,
which provided services in each of these regions, were grouped under three holding companies, known as the Teles. Embratel Participagdes
S.A. is the fourth holding company, and was created to control our operating company Embratel and to provide national and international long
distance services for all of Brazil. On June 2, 1998, the operating companies were granted concessions to provide local and intra-regional long-
distance services within one of the three regions. On the same date, we were granted concessions to provide all types of domestic long-distance
services (intra-state, intra-regional and inter-regional) and international long-distance services. On July 29, 1998, the federal government sold
all of its shares in the privatization and, consequently, the control of the twelve New Holding Companies. WorldCom, Inc. (then MCI
Communications Corporation), through its subsidiary, Startel Participagdes Ltda., acquired a controlling shareholder’s interest in our company
for R$2.65 billion.

Following the privatization of the Telebras System, Anatel auctioned:

*licenses for the provision of local and intra-regional long-distance telephone service in each of the three regions (six licenses in total: three
local and three intra-regional long-distance); and

*licenses for the provision of intra-regional, inter-regional and international long-distance telephone service (one for intra-regional and
inter-regional services and one for international services).

These licenses are commonly known as “mirror” licenses since they refer to the same geographical area and services of the then existing
concessions.
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Since the opening of the Brazilian telecommunications market in January 1, 2002, Anatel is authorized to grant an unlimited number of
licenses for the provision of any type of telecommunications service. The most significant licenses granted by Anatel to date are:

*local license in Regions I (Southeast/northeast Brazil), IT (Sao Paulo state) and III (Central/southern Brazil) to Embratel;
*local license in Regions II and III and long distance license in Region I to our competitor, Telemar; and
*local license in Regions I and II and national long distance to our competitor, Telefonica S.A. (Telefonica).

The Company

Embratel Participagdes S.A. is one of the New Holding Companies formed on May 22, 1998 as part of the Breakup of Telebras. Embratel
was founded in 1965 to provide domestic and international long-distance telephone service and was the only provider of such services in Brazil
until January 23, 2000. Our business consists principally of providing domestic long-distance, Internet, data and international communication
services in Brazil to businesses and consumers. Our service products include high-speed data transmission, Internet, frame relay, satellite and
packet-switched data communication, toll-free service and switched and dedicated long-distance service. Beginning in 2002, we also provide
local telephony services in major cities around Brazil.

We operate under a domestic long-distance concession and an international concession, known as the Concession, granted by Anatel on
June 2, 1998. Our Concession has been granted under the public regime. For a description of the public regime, see “Concessions and
Authorizations” below. Together with the three regional fixed-line companies, we are one of four companies in Brazil operating under public
regime concessions. Under the public regime, we are required to perform certain obligations, including principally obligations concerning the
continuous provision of service throughout the country, referred to in this annual report as universal service, quality of service, and network
expansion and modernization. If certain of these obligations are not met, Anatel has the power to impose penalties, including the revocation of
our Concession. See “—Business Overview—Regulation of the Brazilian Telecommunications Industry—Regulatory Agency—Anatel.”

Our network consists of the largest long distance telecommunications network in Latin America providing both national and international
connections to thousands of businesses. The network connects all of the regional fixed-line and cellular operators throughout Brazil. We are the
main provider of high-speed data transmission and Internet in Brazil, utilizing the largest network of broadband fiber optic transmission
systems. The domestic long-distance and international transmission facilities extend to all 26 states of Brazil and the Federal District.
Following the privatization, the competitive environment in which we operated changed. We now face new competitors and are authorized to
offer certain services, which we were previously prohibited from offering. Anatel issued two new licenses to a single new entrant for the
provision of inter-regional long-distance and international long-distance service in competition with us. In addition, Anatel authorized us to
compete with the three regional fixed-line companies in the provision of full intra-regional long-distance service within their regions, including
the provision of certain services that had exclusively been provided by the fixed-line companies. See “—Business Overview—Competition”
and “—Business Overview—Regulation of the Brazilian Telecommunications Industry—Regulatory Agency—Anatel.”

Our headquarters are located at Rua Regente Feijo, 166, Sala 1687-B, Rio de Janeiro, RJ, 20060-060, Brazil and our telephone number is
55-21-2121-6474.

Capital Expenditures

Our priorities include implementing the last mile access network to directly link our corporate clients to Embratel’s long distance network,
adding intelligence to our switching systems to support advanced services and enhancing flexibility in the billing, collections, network and
management systems. In particular, we give high priority to capital projects that bring us closer to our corporate clients. In 2002, we began
offering local service to our top corporate clients, which expanded our product portfolio and allows us to position ourselves as a full service
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provider without relying on the local fixed-line operators, thereby reducing the costs of connecting clients to our network, i.e., our
interconnection costs. Also, we implemented several projects related to billing, call management and improvements in collection systems.

We incurred capital expenditures of R$1.03 billion in 2002, compared to R$1.47 billion during 2001. We estimate that capital expenditures
for 2003 will be approximately R$1 billion, virtually all of which is expected to be funded with internally generated funds from operations.

In 2002, our subsidiary, Star One S.A. signed an agreement for construction of the satellite “C-1". The cost of the project to Star One, S.A.
is approximately equivalent to US$126.1 million. Star One made a 15% downpayment on the estimated project cost in 2002. The project is
expected to be concluded in 2005. See note 15.c in the consolidated financial statements.

The following table sets forth our capital expenditures for the years 2000, 2001 and 2002:
Year Ended December 31,
2000 2001 2002

(in millions of Reais)

Local infrastructure and access 299 397 255
Network infrastructure 452 255 101
Data and Internet service 256 290 348
Other 413 523 331
Total capital expenditures 1,420 1,465 1,035

B. Business Overview

Our business is divided into two segments: telecommunications and space.
Telecommunications Segment

Our telecommunications segment consists principally of providing local, domestic long-distance, Internet, data and international
communication services in Brazil to businesses and consumers. Our service products include high-speed data transmission, Internet, frame
relay, satellite and packet-switched data communication, toll-free service and switched and dedicated long-distance service.

Domestic Long-Distance Service

We provide domestic long-distance telephone service, including intra-regional and inter-regional long-distance telephone service,
throughout Brazil. Before July 3, 1999, we were the exclusive provider of inter-state long-distance service under Brazilian law. Under the
regulatory regime in effect before the Breakup and privatization, each cellular and fixed-line company generally operated within one of the 26
states of Brazil or the Federal District, and we had the exclusive right to carry calls between any two cellular or fixed-line companies. Two of
the three fixed-line regions encompass several states. On July 3, 1999, the fixed-line operators began to provide inter-state telephone services
within their regions. Meanwhile, we were authorized to provide long-distance services within the states, which we did not provide prior to that
date. We rely upon the fixed-line telephone companies and the cellular operators to carry most calls between end users and our network. The
fixed-line telephone companies and the cellular operators, which previously were our affiliates, are now our competitors. During 2002, Anatel
authorized two of the three fixed-line telephony companies to provide inter-regional services.

Our domestic net long-distance telephone service accounted for 58.4%, 61.1% and 61.3% of our total net operating revenues in 2000, 2001
and 2002, respectively.

Since 2000, the Breakup and privatization, our domestic long-distance telephone service has consisted of (i) inter-regional long-distance
telephone service and (ii) intra-regional long-distance telephone service.
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Inter-regional long-distance telephone service consists of all calls that originate within one of the three fixed-line regions and terminate in
another of the three fixed-line regions, and all calls carried by us that originate in one cellular region and terminate in another cellular region.
See “—Competition” and “—Regulation of the Brazilian Telecommunications Industry—Concessions and Authorizations.”

Intra-regional long-distance telephone service consists of all calls that originate in one local calling area within a fixed-line region and
terminate in another local calling area within the same fixed-line region. A local calling area is generally equivalent to a municipality, and there
are usually several local calling areas within an area code. Since July 3, 1999, we have been authorized to provide intra-state long-distance
telephone service, which is a part of intra-regional service. This represents an extension of the service we may offer, since we were previously
restricted to providing inter-state long-distance service. See “—Competition” and “—Regulation of the Brazilian Telecommunications
Industry—Concessions and Authorizations.”

International Long-Distance Services

Until 1999, we were the sole provider of international long-distance telephone services in Brazil. In 1999, Anatel licensed a new entrant,
Intelig, to provide such services in competition with us. Intelig began operations on January 23, 2000. During 2002, Anatel authorized two of
the three fixed-line telephony companies to provide international services. Our international long-distance telephone services generated 14.5%,
11.5% and 9.4% of our total net operating revenues during 2000, 2001 and 2002, respectively.

Revenues generated by international long-distance telephone services are primarily derived from (1) other international telecommunications
operators for incoming calls carried through our network in Brazil and (2) charges for international outgoing calls originating in Brazil. We
must pay a portion of our revenues received from the regional fixed-line and cellular operators for international outgoing calls to other
international operators on whose networks such calls are carried outside of Brazil.

For a description of the new model for the division of revenues between us and the regional fixed-line operators, see “—Rate Regulation.”

Data Communication Services

We provide data communication services, including leased high-speed data communication service, satellite data communication, Internet
services, packet-switched data communication, frame relay and message-handling systems. Data communication services accounted for
approximately 23.9%, 24.3% and 25.8% of our total net operating revenues in 2000, 2001 and 2002, respectively. We own our microwave and
fiber optic data transmission network. The packet-switched networks of the regional fixed-line companies, which are low-speed, are connected
to our low-speed network. We also own metropolitan area fiber-optic networks in major cities with high access capacity to clients and are
expanding our fiber-optic network throughout Brazil in order to increase the quality of services currently provided. We also use our satellite
system to provide additional data communication services.

The three principal customer groups that use our data communication services are financial institutions, governmental entities and large
corporations. Financial institutions primarily use such services for banking operations, telecommuting and inter-office communication.
Governmental entities primarily use such services for data processing, legal and other databases, and voice, data and image integration. Large
corporations primarily use such services for e-mail, data processing, voice, data and image integration, billing and administration.

Other Services

In addition to telephone and data communication services, we provide other services, including text, telex, sound and image transmission
and mobile satellite and maritime communications. The net amounts of these additional services accounted for 3.2%, 3.1% and 3.5% of our
total net operating revenues in 2000, 2001 and 2002, respectively.
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Local Services

On August 16, 2002, Anatel granted Embratel an authorization to provide local telephony services in all regions in Brazil. These services
became operational in a small number of cities in the fourth quarter of 2002, representing a net operating revenue of 0.2% of the total 2002 net
operating revenue.

Subsequent Events

On March 31, 2003, we entered into an outsourcing contract with IBM Brasil for a term of ten (10) years. The contract amount is R$828
million payable over thirteen (13) installment payments. Under the contract IBM Brasil will provide Help Desk, Field Service, network,
Intranet and Extranet technical support, software inventory distribution, and other technical and IT support services.

Space Segment

Our space segment consists principally of Star One S.A., which is a company incorporated by our subsidiary, Embratel, on November 1,
2000, to carry out our satellite operations. We transferred to Star One the rights and obligations related to the space segment services, as well as
the rights and obligations related to the insurance contracts of the satellites, which were used to subscribe to the capital of Star One.

Star One is a leading provider of satellite transponder capacity in Brazil. This capacity is leased to customers for:
e network services;
e up-link trunking; and

o entertainment broadcasting

This segment’s principal customers include television broadcasters, cable operators, telecommunications service providers and financial
institutions. A significant amount of our capacity in this segment is leased directly to our telecommunications segment. Our
telecommunications segment utilizes this capacity, together with equipment and software, for the provision of certain data communications and
other services to our customers.

On June 6, 2003, we signed the share purchase agreement to sell 100% of our shares in Intelsat Ltd. in the amount of R$118.1 million, to be
received, resulting in a non-operating loss of R$18.5 million. As to that date, the outstanding balance of Intelsat was R$136.6 million. Intelsat
Ltd. is a company which provides satellite services located in Washington D.C.

Taxes on Telecommunications Services

The cost of all telecommunications services to the customer includes a variety of taxes. The principal tax is a state value-added tax, the
Imposto sobre Circulagdo de Mercadorias e Servigos, or the ICMS, which the Brazilian states impose at varying rates on revenues from the
provision of domestic and international telecommunications services. The majority of Brazilian states impose a 25% tax rate, however, this rate
varies from state to state.

In September 1996, Complementary Law No. 87/96 was issued and provided rules for consistent imposition of ICMS. One of its provisions
was to call for the abolishment of ICMS for outbound international calls. Based on an official interpretation of this law, the operating
subsidiaries of Telebras were instructed in November 1996 to stop collecting ICMS on outbound international telecommunications. Contrary to
these instructions, some state tax agencies have assessed local fixed-line operators for collection of ICMS on international calls, including those
companies for which the operators provided billing services. These billing arrangements ended as of December 31, 1999. From January 2000,
Embratel began directly collecting ICMS at a rate applicable to each state, on international telecommunications, as a precautionary measure in
order to avoid other assessments. We are unable to predict the outcome of the judicial decisions regarding the interpretation of Complementary
Law No. 87/96.
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In 2000, Complementary Law 87/96 was amended in order to restrict tax credits on fixed asset purchases. As a consequence those credits
are recovered ratably over 48 months rather than in the month that the asset is purchased. Since we have significant capital spending, this
restriction has had an adverse impact on our cash flow and has continuously increased the amount of deferred taxes benefit.

Other taxes collected on revenues include two federal social contribution taxes, which are:
e Programa de Integrag¢do Social — PIS; and

e Contribui¢do para Financiamento da Seguridade Social — COFINS.

Such charges have been applied at a rate of 3.65% (3.0% COFINS and 0.65% PIS) on all revenues since February 1, 1999. As of December
2002, the PIS contribution rate for most providers of goods and services increased to 1.65% and started to be collected on a value-added basis.
However, revenues derived from telecommunications services are subject to a 0.65% rate and is not collected in accordance with the value-
added system. Collection on a value-added basis is supposed to be implemented to COFINS in 2004. This may have an impact on us depending
on the final form of the regulation.

FUST and FUNTTEL Contributions. These two federal contributions, Fundo de Universalizagdo dos Servicos de Telecomunicacoes
(FUST) and Fundo de Desenvolvimento Tecnologico das Telecomunicagoes (FUNTTEL) are applicable to gross revenue from
telecommunications services (not including data and other services), at a combined rate of 1.5% (1% FUST and 0.5% FUNTTEL). In
accordance with the provisions that introduced FUST and FUNTTEL into law, these taxes cannot be collected from customers, and, as a
consequence, are borne by us.

Income Tax, or IRPJ, and Social Contribution, or CSLL, levied on inbound revenues. With respect to income tax levied upon inbound
international calls, we currently pay income tax as well as social contribution on income from such calls as a precautionary measure, pending a
judicial decision on this matter. See note 19 to our consolidated financial statements.

IPI. TP1 is a federal tax on industrial products that is imposed on us in connection with the acquisition of equipment from foreign suppliers.
IPI rates vary with the nature of the equipment. The average rate applicable for telecommunications items acquired by Embratel is 15%.

ISS. 1SS is a municipal tax on services that we pay at an average rate of 5% with respect to various services rendered by us that are not
subject to ICMS. ISS rates may vary amongst Brazilian municipalities, although currently ISS is not levied at a rate lower than 2%.

Billing Administration

We have two core billing platforms. Standard voice products are billed through the Arbor Billing system of CSG Systems International,
Inc. (previously Lucent Technologies). Advanced voice services, data and other services are being billed through our own proprietary billing
system called Faturamento e Cobranga, or FTC.

In the fourth quarter of 1999, we began directly billing and collecting payments from our domestic and international long-distance
telephony customers on a trial basis. We then pay to fixed-line and cellular companies the applicable interconnection charges for such long-
distance calls. See “—Rate Regulation.”

We fully implemented this direct billing in the first quarter of 2000. Prior to that time, we did not directly bill standard voice services to our
end-user customers. Instead, the fixed-line operators were obligated to provide billing and collection services at no cost to us. The regional
fixed-line companies and the cellular companies billed customers for all domestic and international long-distance calls, collected payments
from customers and transferred to us payments for all inter-regional, certain intra-regional and all international long-distance calls carried by
us. All other telecommunications and related services provided by us, including toll-free service, have been and continue to be billed directly
by us.
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The process of implementing direct billing of traditional telephone services represented a major challenge and opportunity for us. It
significantly changed the magnitude of the billing and customer service requirements. We moved from processing a monthly average of 70,000
invoices in 1999 to approximately 8 million invoices per month in 2000, and an average of 10 million invoices per month in 2001 and 2002.

In addition to the increased volume of invoices, another one of the challenges we face is to maintain up-to-date customer data for the
subscribers of the fixed-line companies. Since callers select the long-distance operator on a call-by-call basis, we started operations without a
direct customer database and had to rely on information provided by our competitors, the fixed-line companies, who were required to provide it
under Anatel regulation. Since 2000, the quality of our customer database has constantly improved, due to systems and process enhancements.
We implemented a new Customer Data System (CDS) in early second quarter of 2003 that allows us to accelerate the processing of the
information received from the local companies, reduce errors and better track errors if they do occur. In 2002, we implemented co-billing
arrangements with three local operators, and approximately 11 million customers now have the ability to receive their long-distance bill
through their local carrier. Embratel is one of the few carriers that offers a portfolio of payment options. Besides the traditional direct
remittances and automatic debit, customers can pay their bills online, by credit card, or via co-billing.

Rates

Rate Regulation and Policy

Rates for most domestic and international long-distance switched fixed telephone services, or SFTS, that we provide are subject to the final
approval of Anatel, to which we submit requests for rate adjustments.

On June 2, 1998, when Anatel granted Concessions to the Telebras System companies, it established initial price-caps based on the April
and May 1997 rates. These initial price-caps may be adjusted on an annual basis under a formula contained in the Concession. On June 22,
1999, June 23, 2000, June 25, 2001 and July 7, 2002, we raised our tariffs pursuant to the formula with the approval of Anatel.

Data Communication Prices

Data communications services are not regulated and are subject to price competition. Data prices have been trending downward, and we
expect this to continue.

Domestic Long-Distance Rates

Rates for domestic long-distance calls, including intra-regional long-distance and inter-regional long-distance, are computed on the basis of
the time of day and day of the week when the calls are made, the call’s duration, the distance covered and whether special services, such as
operator assistance, are used. The rates for domestic long-distance calls are established by Anatel and are uniform throughout Brazil. Domestic
long-distance rates are divided into five distance and location components: 0 to 50 kilometers; 50 to 100 kilometers; 100 to 300 kilometers;
over 300 kilometers; and special metropolitan area rates.

Average domestic long-distance rates were increased in June 1999 by 5.5%, on June 23, 2000 by 11.9%, on June 25, 2001 by 7.76% and on
July 7, 2002 by 5.02% according to the General Price Index—Annual Availability, or IGP-DI, pursuant to the formula for domestic long-
distance rates prescribed in the concession agreement.

The following table illustrates our domestic long-distance rates for the periods indicated.

As of December 31,

1998 1999 2000 2001 2002
(in Reais)
Domestic long-distance rates(1):
0 to 50 km 0.32 0.34 0.41 0.48 0.55
50 to 100 km 0.54 0.56 0.68 0.80 0.91
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As of December 31,

1998 1999 2000 2001 2002

(in Reais)
100 to 300 km 0.81 0.85 1.02 1.02 1.02
Over 300 km 1.08 1.13 1.18 1.18 1.18

(1) Rates for a domestic long-distance call, three minutes in duration between the hours of 9 a.m. and 12 p.m. and between 2 p.m. and 6 p.m.
(peak hours) on weekdays, net of value-added taxes.

While these rates apply to most customers, we have developed a variety of promotional and customer retention programs since 2000. The
majority of our customers for long-distance voice services are not “pre-subscribed.” In other words, they do not register with us as customers
before we begin providing services to them. Each time they initiate a long-distance domestic or international call, they choose whether to use
our services by dialing the “21” selection code or some other service provider by dialing another code. Our customer discount programs allow
us to pre-establish the identity of our customers, thereby improving collections from such customers along with increasing customer loyalty
and retention. These programs are designed to increase our market share and promote usage of the “21” selection code. Accordingly, customers
may agree to a specific plan that provides discounts on the rates approved by Anatel.

International Rates

Rates charged for outgoing international calls vary depending on the time of day and day of the week when the calls are made, the call’s
duration, the country of destination and whether special services, such as operator assistance, are used. Maximum rates for international long-
distance service are established by Anatel and are uniform throughout Brazil. We have substantially reduced rates for outgoing international
calls in recent years. This has been in part in response to considerable competition from companies outside Brazil known as telephone service
resellers. Resellers provide customers with the number of an automated callback system located in a country with lower international rates,
allowing calls to be charged outside of Brazil. In order to compete more effectively, we have reduced the cost of outgoing calls to levels similar
to those charged by resellers. See “—Competition.”

On June 22, 1999, the international rates were increased by 1.66%, adjusted on an annual basis as measured by the IGP-DI, pursuant to the
formula applicable to international rates in our Concession, and on June 23, 2000, Anatel approved a rate increase of 3.74%. However, in 2001,
the rates charged for calls to the United States decreased approximately 9%, and to Mercosur (Argentina, Chile, Paraguay and Uruguay),
Germany, Spain, France, Italy, the United Kingdom, Switzerland and Japan, rates decreased approximately 10%. These decreases were a result
of intense competition and the aggressive pricing policy of our competitors in the international long-distance market. In 2002, rates charged for
the countries described above did not change, as shown in the table below.

We have developed a variety of promotional and customer retention programs over the past two years for our international outbound
customers. These programs are designed to increase usage of the “21” selection code for international calls. These represent discounts from the
Anatel approved rates.

The following table illustrates our international rates for the periods indicated. For 1998 and 1999 this table reflects the Anatel approved
rates, not including promotional discounts. All other rates reflect promotional rates.

As of December 31,
1998(1) 1999(1) 2000(2) 2001(2) 2002(2)
(in Reais)
International rates(3):
United States 3.21 3.26 2.10 1.92 1.92
Mercosur 4.50 4.57 2.97 2.67 2.67
Western Europe(4) 5.08 5.16 2.97 2.67 2.67

(1) Anatel-approved rates.
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(2) Promotional rates.
(3) Rate for international calls, three minutes in duration between the hours of 5 a.m. and 8 p.m. on weekdays, net of value-added taxes.

(4) Includes France, Germany, Italy, Spain, Switzerland and the United Kingdom.

Revenues from international service also reflect payments under approximately 268 bilateral agreements between us and foreign
telecommunications administrations or private carriers, which are influenced by the guidelines of the international tariff and trade regulations
and cover virtually all international calls to and from Brazil. These agreements set forth the settlement rates of payment from us to foreign
carriers for the use of their facilities in connecting international calls billed in Brazil and from foreign carriers to us for the use of our facilities
in connecting international calls billed abroad. The settlement rates under such agreements are negotiated with each foreign carrier. Settlements
among carriers are normally made monthly on a net basis.

The major bilateral agreements with carriers in the United States include American Telephone and Telegraph Company, or AT&T, Sprint
International and subsidiaries of WorldCom. Our service agreement with AT&T has been in force since October 1, 1969, but the terms
governing the amounts payable by each party have been renegotiated from time to time. The service agreements with the other United States
carriers have similar terms. Amounts we are entitled to receive from United States carriers have historically exceeded amounts we have to pay
to United States carriers in respect of international calls.

Various factors could affect the amount of net settlement payments from United States carriers to us in future years. These include increases
in the proportion of outgoing as opposed to incoming calls. Calls originated by United States carriers currently exceed calls originated by us.
Net settlement payments from United States carriers could also be affected by decreases in the rates paid by such carriers.

In April 1999, we initiated a program of price differentiation for incoming international calls to Brazil by offering different rates depending
on the destination within Brazil. Calls to the Rio de Janeiro, Sdo Paulo and Belo Horizonte areas were discounted by as much as 50% from the
base rate. This program gave us greater flexibility in competing with other carriers. We continue to negotiate bilateral settlement agreements
with major carriers based on traffic volume in order to promote mutual traffic commitments.

Network and Facilities

We have the largest long-distance telecommunications network in Latin America providing both national and international connections to
thousands of points throughout Brazil.

Domestic Long-Distance and Data Network

We are the main provider of high-speed data transmission and Internet service in Brazil, with the largest national network of broadband
fiber-optic transmission systems. Our network has nationwide coverage with 28,868 kilometers of fiber cables comprising of 1,068,657
kilometers of optical fibers as of the end of 2002. In addition, we use a 100% digital switching system for voice and data and use packet-
switched data communications, asynchronous transfer mode (ATM) and frame relay for data and Internet services. We have metropolitan
digital fiber networks in the largest cities in Brazil with direct fiber or wireless connections to businesses. We are implementing lateral fiber
extensions with commercial buildings connected to metropolitan rings, providing high quality direct connections. We continue to expand
construction of metropolitan digital fiber optic networks to additional strategic cities with a high concentration of busi ness customers. We
utilize digital microwave transmission systems in areas where installation of fiber cables is less cost effective. We also use satellites to provide
services to remote locations within the country.

The following table sets forth certain details regarding our domestic long-distance and data network:

As of December 31,

Network Information 1999 2000 2001 2002

Urban fiber rings (fiber kilometers) 28,578 81,524 90,524 103,824
Optical fiber (fiber kilometers) 974,673 1,045,617 1,068,657 1,068,657
Long-distance Trunks 1,354,000 1,877,486 1,484,730 1,504,440
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The decrease in the number of trunks in 2001 was due to the modernization of our switch network. Several old switch platforms that did not
support centralized blocking of lines were replaced. As a result, the total number of installed trunks decreased while the performance of the
network improved.

International Network

We provide international services primarily through the major international undersea cable systems, which link Brazil with key trading
partners around the world. Embratel’s international submarine cable network reaches all continents through 28 different submarine cable
systems. It includes Atlantis 2, which connects directly to Europe, Africa and Argentina, and Americas II which, together with Americas I,
provides a high capacity link between Brazil and the United States. Atlantis 2 and Americas I, together with Columbus III that connects
Europe to U.S., create the Embratel’s Optical Atlantic Ring with diversity for the traffic capacity and restoration routes among these systems.
This ring is extended through other fiber optical submarine cable systems to Asia, the Middle East and Oceania. To enhance the network
diversity we use some additional capacity in private cables. We have direct international network border connections via digital fiber-optic
cables to Argentina, Uruguay, Paraguay and digital radio transmission to Bolivia. To complement and diversify our international network,
increasing our global service capacity in a cost-effective way, we currently utilize leased satellite capacities from international satellite systems.
The satellite channels are controlled and monitored through our two earth station complexes for international services, one located in Tangua
(in the state of Rio de Janeiro) and one located in Morungaba (in the state of Sdo Paulo). We have three international telephony digital switches
in strategic locations and international data network platforms (Frame Relay, ATM and IPL), all with interconnection to the main international
telecom companies to provide voice and data services worldwide.

Satellite Infrastructure

We currently own and operate a domestic earth station in Guaratiba, located in the state of Rio de Janeiro. This station, activated in 1985,
accesses the Brasilsat A2, B1, B2, B3 and B4 satellites. These satellites cover the entire territory of Brazil, Argentina, Uruguay and Paraguay
and were launched by Arianespace S.A. The satellites are maintained and monitored by us through the Guaratiba earth station.

Regulation of the Brazilian Telecommunications Industry

In July 1997, the Brazilian Congress passed the Telecommunications Law, which became the main basis for regulation of the
telecommunications sector. Anatel regulates our business, including the services we provide and the rates we charge for telecommunications
services, pursuant to the Telecommunications Law, the Telecommunications Regulations and the Concessions and Authorizations.

Regulatory Agency — Anatel

The Telecommunications Law provides a framework for telecommunications regulation. Article 8 of the Telecommunications Law
established Anatel to develop and enforce those regulations. The President of Brazil in Decree No. 2,338 of October 7, 1997, the Regulamento
da Agéncia Nacional de Telecomunicagées, known as the Anatel Decree, set forth the specific functions of Anatel. Pursuant to the
Telecommunications Law and the Anatel Decree, Anatel replaced the Ministry of Communications as the regulatory agency for the
telecommunications sector. Anatel is an independent regulatory agency with its own funding and administration, and exists separately from the
Ministry of Communications and other agencies of the Brazilian Government. However, Anatel maintains a close working relationship with the
Ministry of Communications. Article 19, Section XXIX of the Telecommunications Law requires Anatel to submit an annual report
summarizing its activities to the Ministry of Communications.
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A five-member board of directors, headed by an executive president, manages Anatel. The President of Brazil, subject to approval by the
Senate, nominates the directors of Anatel. Each director serves for a single fixed term of 5 years; directors may be reappointed. In order to
further ensure Anatel’s independence, the first directors have been appointed for different terms, from 3 to 7 years, so that only one director’s
mandate will expire per year, ensuring a staggered appointment of directors in the future. The directors may not exercise any other professional,
business, union or political function (other than university professor), nor may they hold any significant direct or indirect interest in any
company related to telecommunications.

Anatel is financed through the Fundo de Fiscalizacdo das Telecomunicagoes, known as Fistel. Fistel is a fund administered by Anatel and
its funds are currently the sole source of financing for Anatel’s activities. Fistel receives the proceeds of, among others, a tax imposed on
service providers and fees charged for concessions, permissions and authorizations.

Anatel has the authority to propose and issue regulations that are legally binding on telecommunications services providers. Any proposed
regulation of Anatel is subject to a period of public comment, which may include public hearings. Anatel’s actions may ultimately be
challenged in Brazilian courts.

Concessions and Authorizations

Companies wishing to offer telecommunications services to consumers are required to apply to Anatel for a concession or an authorization.
Concessions and authorizations are granted for services in the public regime and services in the private regime, respectively. The public regime
is differentiated from the private regime primarily by the obligations imposed on the companies in the public regime rather than the type of
services offered by those companies. There are only four companies in the public regime, us and the three former Telebras regional companies,
known as the Telcos, that provide switched fixed telephone services, or SFTS. All other telecommunications companies, including other
companies providing the same services as the four public regime companies, operate in the private regime.

Fixed-line Services — Public Regime. The four service providers in the public regime, are the primary providers of the following SFTS to
the general public: local, intra-regional long-distance, inter-regional long-distance and international long-distance. Each of these four
companies holds concessions, as required by the Telecommunications Law. Each public regime concession is a specific grant of authority that
allows the concessionaire to offer a specific type of SFTS and imposes certain obligations on the concessionaire concerning network expansion
(universal service obligations) and continuity of service.

Concessions for Embratel and the Telcos are granted until 2005, subject to certain obligations, with the possibility of full renewal for
additional 20 years or revocation. The current concessions granted to the four companies in the public regime have not required payment of a
fee. The companies are, however, required to pay renewal fees every two years after 2005 equal to 2% of annual net revenues from the
provision of SFTS in the prior year (excluding taxes and social contributions) during the 20-year renewal period.

Fixed-line Services — Private Regime. After privatization, authorizations were granted to new competitors wishing to offer SFTS services,
including local, intra-regional long-distance, inter-regional long-distance and international long-distance, in the private regime. Authorizations
will not be subject to the same obligations concerning network expansion (universal service obligations) and continuity of service to which
concessionaires providing SFTS in the public regime are subject, although individual authorizations may contain certain related obligations.

Obligations of Telecommunications Companies

Providers of telecommunications services are subject to certain restrictions and obligations pursuant to applicable laws and regulations and
their concessions and authorizations.

Public Regime — Service Restrictions. The four providers of telecommunications services in the public regime are subject to a set of special
restrictions regarding the services they may offer, contained in the General Grant Plan.
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Under the General Grant Plan, before December 31, 2001, we were prohibited from offering local SFTS or other telecommunications services
not covered by our authorizations, and the Telcos were prohibited from offering inter-regional long-distance and international SFTS or other
telecommunications services not covered by their authorizations, unless we fulfilled the universal service and network expansion obligations as
described below.

Public Regime — Universal Service and Network Expansion Obligations. The Grant Plan provided certain incentives to encourage us and
the Telcos to fulfill, before December 31, 2003, individual universal service and network expansion obligations according to the Plano Geral
de Metas de Universalizagdo, known as the General Plan on Universal Service.

The Telcos are required to expand SFTS to cover all of Brazil with individual access. We are also subject to the universal service
requirement of providing access to direct-dial domestic and international long-distance service by installing public telephones in remote regions
and isolated communities.

Formal universal service requirements do not apply to SFTS providers in the private regime and to cellular companies, although these
companies are subject to certain similar requirements under their respective authorizations and certain regulations, including obligations to
expand their networks and to provide services without pricing discrimination within customer categories.

We and the Telcos are each individually responsible for financing our respective universal service obligation of network expansion. No
subsidies or other supplemental financings are anticipated to finance our network expansion obligations. If any of the concessionaires fails to
meet its obligations in its region, Anatel may grant authorizations to competing companies to provide the service and may compel such failing
concessionaire to make its network available for the competitor’s use.

The following table sets forth, according to Anatel’s Resolution, our universal service and network expansion obligations for the period
2003-2005. We met all of our obligations in 2002.

Universal Service, Network Expansion and Modernization

Status as of

December 31, Required for the years
2002 2003 2004 2005

Full-Service Public telephone availability (A) in areas with

no fixed switched service that are located 30 km from the

nearest fixed-line telephone and a population of at least 300 300 100 100
Number (estimated) of such localities where availability

requirements must be met 1,240(B) 1,600 2,000 2,500
Number of state capitols connected by digital transmission

system 26 26 26 26

(A) Public telephones available 24 hours a day with domestic and international long-distance direct-dial capability.

(B) Estimate.

Quality of Service—General Plan on Quality. The General Plan on Quality, which is set forth in Anatel Resolution No. 30/98, contains a
series of service quality obligations that are incorporated into the concession contract and its exhibits for us and each SFTS provider. These
include attainment of certain targets such as reducing average dial tone delay, achievement of certain call completion rates for local, intra-
regional long-distance, and inter-regional and international long-distance calls, reducing average operator assistance delay, reducing trouble
reports per 100 lines, reducing average time of repair, reducing average time of installation, increasing billing accuracy, and achieving certain
customer satisfaction levels for public payphones, residential telephony and nonresidential telephony.

The following table sets forth our main quality of service obligations as stated in the List of Obligations for the period 2003-2005 and our
status (as reported in Anatel’s Contract Management and Control System database) with
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respect to each obligation as of December 31, 2001 and 2002. These items are measured and reported on a monthly basis. We are reporting
below the annual averages.

Quality of Service
Status as of Status as of
December 31, December 31, Required for the years
2001 2002 2003 2004 2005
Busy circuit rate during peak periods (% of
calls attempted) (domestic) 7.6* 4.1 5.0 4.0 4.0
Direct-dial call completion rate during peak
periods (% of calls attempted) (domestic) 59.0* 64.7 65.0 70.0 70.0
Busy circuit rate during peak periods (% of
calls attempted) (international, ingoing) 4.8 33 5.0 4.0 4.0
Direct-dial call completion rate during peak
periods (% of calls attempted) (international,
ingoing) 63.0 67.9 65.0 70.0 70.0
Operator availability (% of calls attempted) 93.4 94.2 93.0 94.0 95.0
Public telephone repair response speed
(% within 8 hours) (1 (1) 96.0 97.0 98.0

(1) Anatel is reviewing its position.
*  The goal was not met in the period.

There were a variety of external factors impeding our ability to meet these goals each month during the year. Because our network connects
with those of regional fixed-line operators, regional cellular operators and foreign operators, the quality of service provided by us may also be
significantly affected by the quality of the networks on which calls originate or terminate. We have had various discussions with Anatel with
respect to these issues. Failure to meet these goals does carry the possibility of fines and penalties from Anatel.

For example, when the carrier selection code, known as the PIC code, was introduced in July 1999, the telephony system throughout Brazil
experienced an unusually high rate of busy circuits and certain domestic and international long-distance calls could not be completed. As a
result, Anatel established a non-public administrative process to review these problems. The process resulted in fines of approximately R$55
million, as provided for in the Concession. On April 24, 2001, the lower court issued a decision in favor of Anatel. However, the judge reduced
the penalty from R$55 million to R$50 million due to partial violation of the administrative procedure. We have appealed this decision. See
“Item 8. Financial Information — Legal Proceedings.” However, given the significant improvements in the quality of service we made from
2001 to 2002, and given our ongoing dialogue with Anatel on these matters, we believe that no fines will be assessed against us for failure to
achieve these goals in 2002 for each month of the year.

In addition, in April 2000, the state of Sdo Paulo also imposed a fine of R$30 million on us and on a local fixed-line operator, and mandated
that we refund our customers the value of all phone calls made between July 3 and July 12, 1999. We are challenging these administrative
procedures and fines in order to nullify them. See “Item 8. Financial Information — Legal Proceedings.”

Collective Interest Obligations. Under the terms of the Authorizations relating to the ancillary services we provide in the private regime, we
have some collective interest obligations. We are required to continue offering telex services until Anatel determines that there is another
service that fully replaces telex. We are already in the
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process of obtaining an approval from Anatel for services which will replace them. We have been required to comply with the terms and
conditions of the contracts signed before July 27, 1998 — the date the Authorization was executed — to give the government preferential access
to these services and to notify the government sixty months in advance in the event we decide to discontinue offering such services.

Interconnection. Interconnection is mandatory between all telecommunications networks upon request by any party. Interconnection tariffs
are subject to a price cap established by Anatel. Rates below the applicable price cap may be negotiated between the parties. If a company
offers an interconnection tariff below the price cap, it must offer that price to any other requesting party on a non-discriminatory basis.

Co-location. Co-location means that a party requesting interconnection may place its switching equipment in or near the local exchange of
the network operator whose network the requesting party wishes to use and connect to the network at this point of presence. Co-location is
currently a matter of negotiation between the parties. Anatel stated that unbundling of network elements and services by the providers of such
elements and services are mandatory, according to existing regulation. However, the regulation does not establish which elements and services
shall be unbundled and how unbundling should occur. For this reason, the Telcos have been denying our requests. Anatel declared that it will
enact further regulation on this matter. In an unbundled regime, every network operator is required to provide a detailed list of network services
and elements which may be purchased by a party requesting interconnection and the requesting party then has the right to select and purchase a
subset of the network elements and services available.

Number Portability. Number portability is the ability of a customer to move to a new home or office or switch service providers while
retaining the same telephone number. Full number portability is mandatory within a local area although the rules mandating implementation
have not yet been enacted.

Rate Regulation

General. As of April 1, 1998, the regime used to divide domestic and international long-distance revenues between us and the fixed-line
companies was replaced with a network usage charge for interconnection, as had already existed for use of cellular networks by the fixed-line
companies and for use of the fixed networks by cellular operators. In addition to the network usage charge, we were also required to pay a
supplemental per-minute charge called Parcela Adicional de Transi¢do, or PAT, that supplements the network usage charge. We were the only
entity required to pay PAT charges. We were required to pay PAT charges until June 30, 2001, at which time the charges were phased out.

Price Caps. Concessions with the regional fixed-line companies and Embratel provide for a price cap mechanism to set and adjust rates on
an annual basis. The price cap mechanism consists of a maximum amount, or price cap, stipulated by Anatel, that may be charged for a
particular service and on a weighted average rate for a basket of basic services. The services include all of the services in the basic service plan,
such as installation charges, monthly subscription fees, local, intra-regional long-distance, inter-regional long-distance and international long-
distance service, as well as public telephone service and interconnection charges, including network usage fees. The main baskets for the
regional fixed-line companies are for local services, including installation charges, the monthly subscription fee, and measured usage charges,
and for interconnection services, including network usage fees and equipment rental charges. The main baskets for us are intra-regional long-
distance, inter-regional long-distance, international long-distance and interconnection.

The initial price cap established by Anatel in the Concession is based on the previously existing tariffs. The initial price cap will be adjusted
on an annual basis under a formula contained in the Concession. The formula allows two adjustments to the price cap. First, the price cap is
revised upward to reflect increases in inflation by multiplying the price cap by (1+1(y)), where “y” represents the rate of inflation as measured
by the Indice Geral de Pregos-Disponibilidade Interna, or IGP-DI, an inflation index developed by the Fundagio Getulio Vargas, a private
Brazilian economic research organization. Second, the inflation-adjusted price cap is adjusted downward to ensure productivity gains by

multiplying the inflation-adjusted price cap by (1-K), where K represents a set productivity factor, known as the K-factor.
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In order to provide an incentive to the regional fixed-line companies and us to increase efficiency and to reward consumers of
telecommunications services, Anatel applies a K-factor representing annual productivity adjustments to our tariffs and those of the regional
fixed-line companies. During the period from January 1, 2003 to December 31, 2005, the tariffs of Embratel and the regional fixed-line
companies will be adjusted downward as follows:

K-Factor Annual Productivity Adjustments

2002 2003 2004 2005
Fixed-line companies — local 1% 1% 1% 1%
Fixed-line companies — local interconnection 10% 15% 20% 20%
Embratel-domestic long-distance 4% 4% 5% 5%
Embratel-international long-distance 15% 15% 15% 15%
Fixed-line companies — intra-regional long-distance and long-
distance interconnection 4% 4% 5% 5%

The price cap covers a basket of basic services. While the weighted average tariff for the entire basket may not exceed the price cap, the
tariffs for individual services within the basket may be increased. We may increase the tariff for any individual service by up to 9% for local
services and 5% for long-distance services, subject to a downward adjustment for inflation effects already captured in the annual upward
adjustments of the overall price cap for the basket, so long as it adjusts other prices downward to ensure that the weighted average tariff does
not exceed the price cap.

We may also offer alternative plans in addition to the basic service plan. For instance, a customer might wish to choose an alternative plan
that allows unlimited calling for a set fee rather than pay the per minute fee under the basic service plan. Alternative plans must be submitted to
Anatel for approval, but are not currently subject to a price cap. For information on our current tariffs and service plans, see “—Rates.”

Domestic Long-Distance Rates. Direct-dial domestic long-distance tariffs are calculated per minute for the first minute and per tenth of a
minute for every minute thereafter based on the distance the call must travel, duration of the call, the time of day and the day of the week. As
part of the April 1997 tariff rebalancing, domestic long-distance tariffs were substantially reduced, with an effective reduction of approximately
32%. There are currently 20 domestic long-distance tariffs, based on combinations of five distance categories and four day/time categories. For
a breakdown of our current domestic long-distance tariffs, see “—Rates—Domestic Long-Distance Rates.”

International Long-Distance Rates. Direct-dial international long-distance tariffs are calculated on a per minute basis according to the time
of day and the day of the week when the call is made, the call’s duration and the country of destination (nine country groups). For a breakdown
of our current international long-distance tariffs, see “—Rates—International Rates.”

The General Telecommunications Law provides for freedom of tariffs three years after privatization if there is effective competition.
Considering the existing competition in the long distance market, we filed, on May 15, 2002, a request with Anatel for freedom of tariffs. We
are still not certain if Anatel will approve it.

Network Usage Charges or Interconnection Rates. Other telecommunications companies who wish to interconnect with and use our
network must pay certain fees, primarily a network usage fee known as farifa de uso de rede. The network usage fee is subject to a price cap
stipulated by Anatel. The price cap for the network usage fee specified by Anatel varies from company to company based on the underlying
cost characteristics of each company’s network. The fee is charged on a per distance and/or per minute of use basis that represents an average
charge for a basket of network elements and services.

On April 15, 2002, we filed a complaint with Anatel alleging anti-competitive practices by the three local concessionaires seeking a
reduction of the interconnection rates. Anatel has declared that there are indications of anti-competitive practices, and it is expected to conclude
its review of the matter and forward the complaint to the Brazilian Antitrust Commission, commonly known as the CADE, within the next few
months.
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On February 27, 2003 CADE issued a preliminary order that Telesp must offer the same prices to any other company for the EILD
(Dedicated Line Industrial Exploitation) as those offered to Telefonica Empresas, a Telesp company.

In the end of 2002, Anatel published for public comment new drafts of the Concession Contracts. The concessionaire companies have to
decide by June 30, 2003 if they will extend their contracts under the new terms and conditions. We sent our comments to Anatel and are
waiting for the definitive terms prior to making a decision regarding extension of our Concession Contracts.

Competition

Before the reform of the Brazilian telecommunications system, we were the exclusive provider of inter-state and international long-distance
services in Brazil, although these services were subject to indirect competition from a number of sources. The Telebras companies were the
exclusive providers of intra-state and local telephone services. Since 1995, Brazil has adopted broad regulatory changes intended to open the
telecommunications market to competition. See “—History and Development of the Company.”

Although the privatization of the Telebras System occurred on July 29, 1998, we were not subject to competition in the intra-regional long
distance market until July 3, 1999. On that date, the PIC code was introduced, which allowed customers to choose a particular carrier by dialing
that carrier’s code.

From July 3, 1999 to December 31, 2002, we faced competition as follows:

Region I — Southeast/northeast Brazil. Our three competitors for the provision of intra-regional long-distance services in the southeast
and northeast regions are:

o southeast/northeast Tele, called Telemar (formerly Tele Norte Leste Participagdes S.A.), the holding company of Telemar S.A.,
owned by the National Bank of Economic and Social Development S.A. (BNDES), AG Telecom Participagdes S.A., Asseca
Participagdes S.A., Lexpart Participa¢des S.A., Brasil Veiculos Companhia de Seguros, Fiago Participagdes S.A., L.F. Tel S.A. and
Brasilcap Capitalizagdo S.A.;

o the southeast/northeast mirror authorization holder, called Vesper (formerly Canbra Telefonica S.A.), owned by Bell Canada
International, Velocom Inc., Qualcomm Inc., the Lieberman Group and the Vicunha Group; and

o the national long-distance mirror authorization holder, called Intelig Telecomunicagdes Ltda. (formerly Bonari Holding Ltda.),
which is controlled by National Grid Brazil B.V., France Telecom and Sprint.

Region Il — Sdo Paulo state. Our competitors for the provision of intra-regional long-distance services in the Sdo Paulo state region
are:

o the Sao Paulo state Tele, called Telefonica S.A., owned by Telefonica de Espafia S.A., Portugal Telecom, Iberdrola and Banco
Bilbao Viscaya Argentaria S.A.;

e the Sao Paulo mirror authorization holder, called Vesper (formerly Megatel do Brasil S.A.), owned by Bell Canada International,
Velocom Inc., Qualcomm Inc. and the Lieberman Group; and

e Intelig Telecomunicagdes Ltda. (formerly Bonari Holding Ltda.), the national long-distance mirror authorization holder.

Region Il — Central/southern Brazil. Our competitors for the