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To the Shareholders,

2001 was a period of intense business activity at the EDP
Group. During the past year we preserved our leadership in
the national electricity sector, we extended even further the
restructuring of our companies and activities in Portugal and
abroad, and, no less important, we fortified our strategic
position in the preparations for the imminent integration of

the Portuguese and Spanish electricity markets.

These initiatives did not, unfortunately, bring about an
improvement in the price of the company’s shares on the
stock market. A number of factors contributed to this
negative trend, amongst which | cite the overriding influence
of the vulnerable global economic conjunture and a period of
heightened instability pervading the world’s leading stock
markets, above all in the wake of the dramatic September 11
events. Indeed, the trend in the EDP share price contrasts
with our conviction that we are reinforcing a strategy and
implementing management measures in a sustained and
consistent manner that will create value for our shareholders

over the medium and long term.

| shall now turn to the most salient aspects of the year under

review.

2001 saw ongoing efforts being directed at consolidating EDP
Distribuicdo’s restructuring, which was initiated in 1999 with
the merging of the four regional distribution companies into a
single entity, whose primary mission is to provide a superior
quality service with even higher efficiency levels to Public
Electricity Sector customers. In 2001, the ongoing process of
re-equating human resources to the company’s real
requirements led to a reduction in EDP Distribuicdo’s
workforce by approximately one thousand workers. This

entailed reorganising in a rational manner the distribution of

the technical units around the country, the launching of new
commercial products in order to satisfy our customers’
needs, and the renegotiation of more than 200 concession

contracts with municipal councils.

With respect to the electricity market’s liberalisation, the
Group strengthened its position in the Non-Binding Electricity
System (Portuguese acronym SENV) via EDP Energia,
successfully retaining within the Group’s fold a large portion of
the liberalised customers who had opted to adhere to the
SENV.

Simultaneously and with the aim of responding to the SENV’s
future requirements, the EDP Group made a start to the
construction of the first 800 MW (2 Groups x 400 MW)
generating units of a new natural-gas-fired combined-cycle
power station at Carregado, the Central Termoeléctrica do
Ribatejo.

2001 was also the year in which EDP - Gest&do de Producéo
de Energia, S.A. (EDP Producao) was incorporated. This new
sub-holding company now coordinates all the companies
associated with the production of electric power and the
provision of allied services. This company will seek to take
advantage of the considerable synergies stemming from the
optimisation of resources and increased efficiency through the
integration of the various companies operating in this

business.

However, 2001 was indelibly marked by a particularly
relevant and representative fact of the significant change in
the direction of the EDP Group’s core business. After a
period of great perseverance and complex negotiations, EDP

secured in December a controlling position in the Spanish



company Hidroelectrica del Cantabrico (Hidrocantabrico),
assuming responsibility for the operational side of the

business.

The EDP Group thus became the first Iberian company to own
significant generating assets on both sides of the border,
distributing electric power in Spain to around half a million

customers.

EDP’s entry into the Spanish market constituted a decisive
step in the Group’s strategy. Its importance is further
underlined by the emergence of an Iberian electricity market
in the wake of a protocol signed at the end of 2001 between
the Portuguese and Spanish governments with this very
objective in mind. Indeed, this protocol expresses in an
unequivocal manner the political will of the two countries to
give continuity to the integration of the two electricity
markets within the context of the sector’s progressive

liberalisation.

Hidrocantabrico represents for EDP not only a growth
opportunity in a market of such vital importance for the
Group, but also the entry into a company boasting an
extremely attractive portfolio of assets, a management
team whose competence has been demonstrated in the
success attained in the liberalisation of Spain’s electrical
sector, and operating and strategic complementarities
that hold out the prospects of significant synergies in the

near term.

Turning the spotlight now to international activity, of

special note in 2001 was the restructuring of our
international investments with the chief object of focusing
more closely on resources and management in the Brazilian

market.

Accordingly, we sold the 25.5% stake in ESSEL - a water

distribution and basic sanitation services company in Chile,

while already in 2002, we sold (subject to the verification
of certain conditions) the 29% shareholding in REDAL,

in Morocco. In both cases, we not only recouped the
initial investment made, but also realised substantial

capital gains.

In the Brazilian electricity distribution business, we
concentrated efforts on obtaining control of the companies in
which we are present, since we believe that this is the route
to follow for implementing the restructuring measures that will
lead to boosting efficiency and the procurement of sustained
positive results in these companies. In this connection, we
concluded in 2001 the process involving Bandeirante Energia
S.A.’s demerger, following which EDP now controls 96.5% of

the post-split new company.

Still in Brazil, but switching our attention to the hydroelectric
generation business — an area offering sound investment
opportunities at controlled risk - the first generating unit
entered into operation at the Lajeado hydroelectric power
station which, in total, will have an installed capacity of S00
MW and where our shareholding is 27%. Also in 2001, we
successfully bid for the concessions to build and operate
hydroelectric power stations at Peixe Angical (452 MW) and
Couto Magalhdes (150 MW).

The less favourable Brazilian macroeconomic environment,
coupled with acute electricity shortages and the subsequent
rationing measures implemented, meant that 2001 was an
extremely difficult year for the various electricity operators
present in the country. With the object of attenuating to a
certain extent this situation, the Brazilian government
demonstrated a clear intention to implement a climate which,
in regulatory terms applicable to the electricity sector, is
intended to be stable and transparent. \We can, therefore,
view the future of our Brazilian operations with added
confidence, while simultaneously looking forward to greater

stability in operating results and a fairer and more equitable



compensation regime that will lead to the sector’s healthier

development.

In the telecommunications arena, the extension of the EDP
Group’s activity to this sector (which was embarked on in
2000] adhered to the logic of optimising the existing fibre
optic infrastructures and taking advantage of the opportunity
created by the liberalisation of the national

telecommunications market.

In 2001, just two years since commencing its operations, ONI
consolidated its prominent position as the leader amongst the
new fixed-network operators, recording voice traffic handled of
about 1,200 million minutes (or ten times more than the
volume attained in 2000).

The consolidation of the strategy laid down by the EDP Group
for its telecommunications activity involved Brisa’s entry into
ONI's capital. This operation not only resulted in the
strengthening of the company’s ownership base, which already
included the solid presence of two other major business
groups (Banco Comercial Portugués and Galp Energia), but it
also fortified ONI's asset base, which now includes the entire
communications infrastructure previously at the disposal of

Brisatel.

Still in 2001, a start was made to reorganising ONI with the
aim of adapting its organisation structure to the new realities
of the telecoms business, where cost flexibility and the ability
to respond to the specific needs of its customers constitute

critical success factors.

Insofar as the EDP Group’s financial and economic
performance is concerned, shareholders will find ample
information throughout this report relating to the Group
results in 2001, as well as selected indicators relating to the
2000 and 2001 financial years. | shall limit my comments

here to the essential aspects of this performance.

The EDP Group’s net income for 2001 was EUR 451
million, which is 18% lower than the EUR 548 million
earned in the previous year. This decrease is fundamentally
attributable to the 7% drop in the Group’s operating profit,
the 17% deterioration in net financial items and the
significant decline in net extraordinary items vis-a-vis the

previous year.

The decrease in operating profit was motivated by two
principal factors. The first is allied to the loss of the operating
margin relating to REN following the sale to the Portuguese
State in the first half of 2000 of a majority shareholding - the
effects of which are partially compensated by the inclusion in
2001 of Bandeirante Energia, S.A. in the EDP Group’s
universe of consolidated companies. The second is due to the
consolidation of the operating results of the
telecommunications business which, in this second year of
operations, made a negative contribution of some EUR 136
million (which was expected considering the initial phase of the

project’s evolution).

As for net interest and financial expense, the trend in 2001 is
essentially ascribable to the higher finance costs associated
with the expansion in the Group’s indebtedness, as well as the
decrease in the equity-accounted results of associated

companies.

Also worth naoting in relation to 2001’s results was the
positive contribution from the international investments, which
represented roughly 15.5% of the EDP Group’s net income.
These results were positively influenced by Bandeirante’s
refinancing operation, via which EDP was instrumental in
advocating the early repayment of about 83% of this

company’s dollar-denominated debt.

This operation, the realisation of which was only possible
after the conclusion of Bandeirante’s demerger, permitted

the Group to obtain a substantial financial gain and the



elimination, at balance sheet date, of a substantial liability in
foreign currency. With this operation, currency exposure
risk, which in recent years has had a major negative
influence on the Group’s consolidated results, has been

considerably reduced.

Reflecting clearly the EDP Group’s commitment to share with
all its shareholders the value created, EDP’s Board of
Directors proposed at the Shareholders’ General Meeting

to be held on 10" May 2002 the payment of a dividend
equivalent to roughly 75% of 2001 net income, or 11.3 cents

per share.

Right from its very beginning, 2002 has presented us with
numerous challenges, to which we will respond with the same
determination and renewed confidence in the strategy mapped

out for the Group.

2002 will be marked by the coming into force of the new
regulations which govern activity in the electricity sector,
namely, the Tariff Regulations, the Commercial Relations
Regulations, the Dispatch Regulations and the Regulations for

Access to Networks and Interconnections.

In November 2001 and in accordance with the Tariff
Regulations published by the electricity sector regulator
ERSE - Entidade Reguladora do Sector Eléctrico, the tariffs
to apply in 2002 were fixed, as were the parameters for the
second tariff regulation cycle covering the three-year period
2002 - 2004.

The new regulatory framework for the next three years will
entail a substantial reduction in the regulated revenues of
EDP Distribuicdo and the widening of the customer base
eligible to join the sector’s liberalised group. For this reason,
EDP will pursue its internal reorganisation drive so as to
enable it to respond in a timely and efficient manner to

these overriding factors. This means endowing EDP Energia

with the necessary resources that facilitate its action in the

liberalised market.

The response to the foreseeable trend in regulated tariffs will
require from the EDP Group in 2002 the implementation of a
stringent cost reduction programme — known as the
"Efficiency 2002" programme, via which it is hoped to
attenuate, albeit partially, the negative effect of the above

restrictions.

Meanwhile, on the Iberian front, we believe that with
Hidrocantabrico it will be possible to build a solid and
competitive platform that will enable the EDP Group to face
with confidence the challenge posed by the edification of the
Iberian market, and to develop the synergies flowing from its

presence on the Portuguese and Spanish markets.

Also in 2002, we expect to continue with the reorganisation
and consolidation of the telecommunications and information
technologies (IT) businesses. We shall continue to extend
and develop the multi-utility initiatives, from which it will be
possible to generate value for the partners involved, while
always preserving quality in the service provided to

customers.

We also envisage in 2002 the consolidation of our strategy of
affirmation and concentration in the Brazilian market, with the
assumption of control or the solidification of beneficial
partnerships in the companies where we are present. In the
light of the political will manifested in this country as regards
the clarification of the electrical market, we are confident that
in 2002 there will be a very significant qualitative change in
the operating and financial performance of the Group

companies.

In 2001, we carried out painstaking and determined work in
order to consolidate the expansion of our business. It was a

year of fine-tuning and strategy realisation, as well as the



guest for new ways in an extremely adverse economic
context. In 2002, we expect to reap the fruits of these
labours, consistently improving the quality of our service,
raising the efficiency of our business areas, and thus creating

value on all the fronts in which we are present.

On the heels of the intense activity of 2001 - centred on the
strategic realignment imposed by market conditions, internal
business reorganisation and the conquest of market position,
notably in the Spanish market -, 2002 will be an equally

challenging year.

We shall remain permanently alert to the relevance on the
strategy pursued so as to adjust it, as and when necessary;
we shall continue to work on the new fronts of internal
reorganisation, of which the creation and development of the
shared-services company — EDP Valor — will be the most

significant example.

But, above all else, 2002 will be the year for consolidating
business and strategy, confident in our conviction that this is
the correct course for fulfilling our principal mission: the

creation of value for our shareholders.

Prassitn #r 24 Rﬂﬂﬁ&amﬁj

Francisco de la Fuente Sanchez
Chairman
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PRINCIPAL CONSOLIDATED DATA

Economic and Financial Data
EUR thousand

2001 2000 A%
EDP Group consolidated
Turnover (1) 5,650,374 4,388,911 28.7%
Operating income (1) 673,532 676,131 -0.4%
Net income 450,833 548,973 -17.9%
Cash flow before capital expenditure (1) (2) 1,231,510 1,232,617 0.1%
Operating capital expenditure (3) 815,169 699,220 16.6%
Financial investment 587,820 1,546,863 -
Net total assets 16,233,143 14,886,931 9.0%
Shareholders' funds 6,086,758 6,204,730 -1.7%
Total liabilities 9,885,668 8,644,957 14.5%
Interest-bearing debt 5,799,124 5,012,368 15.7%
Stock market capitalisation 7,320,000 10,560,000 -30.7%
Return on shareholders' funds (4) 7.4% 8.8%
Capital structure (5) 95.1% 80.8%
Solvency (6) 164.0% 172.2%
Electricity generation (Portugal)
Turnover 1,291,776 1,202,482 7.4%
Operating income 516,266 508,692 1.5%
Net income 288,107 291,721 -1.2%
Operating capital expenditure 140,354 98,413 42.6%
Electricity distribution and commercialisation (Portugal)
Turnover 3,304,058 3,045,459 8.5%
Operating income 185,397 216,972 -9.9%
Net income 187,451 153,866 21.8%
Operating capital expenditure 266,975 239,261 11.6%
Electricity in Brazil (7)
Turnover 690,509 701,390 -1.6%
Operating income 64,610 93,106 -30.6%
Net income 69,847 14,949 367.2%
Operating capital expenditure 65,730 63,828 3.0%
Telecommunications
Turnover 187,923 42,858 338.5%
Operating income -136.,131 -80,170 69.8%
Net income -58,654 -6,549 795.6%
Operating capital expenditure 239,019 219,601 8.8%
Information technologies
Turnover 189,032 115,661 63.4%
Operating income 31,129 16,635 87.1%
Net income 9,848 8,564 15.0%
Operating capital expenditure 70,877 29,998 136.6%

(1) Figures relating to 2000 are pro forma amounts, that is, excluding REN from the consolidation

(2) Net income + Depreciation and Amortisation + Net Provision +/- Hydraulicity Correction

(3) Figure relating to 2000 is the pro forma amount, that is, REN is excluded. Bandeirante's capital expenditure is included on the grounds that this company's balance sheet
was consolidated in the EDP Group in 2000.

(4) Net income / Shareholders' funds

(5) Interest-bearing debt / Shareholders' funds

(6) Assets / Liabilities

(7) Data relating to Bandeirante. Does not include Escelsa/Enersul nor CERJ.
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PRINCIPAL CONSOLIDATED DATA

Operational Data

2001 2000 A%
Number of employees: 14,722 12,674 16.2%
Electricity: 10,823 10,499 3.1%
a) Portugal 9,352 10,492 -10.9%
Generation 2,174 2,271 -4.3%
Distribution 7,178 8,221 12.7%
b) Brazil 1,471 7 -
Telecommunications 1,719 558 208.1%
Information technologies 1,551 915 69.5%
Other 629 702 -10.4%
Electricity business in Portugal
Generation of electric energy (GVWh) 28,282 24,844 13.8%
Sales of electric energy (GVWh) 36,025 34,307 5.0%
Number of electricity customers 5,541,418 5,415,313 2.3%
SEP 5,541,396 5,415,304 2.3%
SENV 22 9 144.4%
Electricity distribution customers / Distribution workers 772 659 17.2%
Distribution sales / Distribution workers (euros) 454 366 24.0%
Electricity business in Brazil
Electricity sales (GWh) (1) 11,727 13,444 -12.8%
Number of customers (1) 1,142,034 2,168,525 -47.3%
Telecommunications
Number of telephone lines 691,000 291,000 137.5%
Portugal 663,000 291,000 127.8%
Spain 28,000 - -
Accumulated telephone service (minutes) 1,197,000,000 115,000,000 940.9%
Portugal 543,000,000 115,000,000 372.2%
Spain 654,000,000 - -
(1) Data relating to Bandeirante. Does not include Escelsa/Enersul nor CERJ.
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EDP’s Governing Bodies

Members of the Governing Bodies of EDP - Electricidade de Portugal, S.A. (EDP Group holding company)

TERM 2000-2002

General Meeting Committee
Dr. José Manuel Galvado Teles Chairman
Prof. Doutor Anténio Campos Pires Caiado Vice-Chairman

Board of Directors
Eng. Francisco de la Fuente Sanchez Chairman
Eng. Jorge Fernando Alves F. Guimaraes Vice-Chairman
Dr. Rui Miguel de Oliveira Horta e Costa Member
Dr. Fernando Noronha Leal Member
Eng. Anténio Manuel Barreto Pita de Abreu Member
Dr. Manuel de Jesus Martins Member
Dr. Luis Filipe da Conceicdo Pereira™ Member
Eng. Jorge Manuel Jardim Goncalves Member
Prof. Engenheiro Jodo Afonso Ramalho Pereira Bento Member
Prof. Doutor Ernani Rodrigues Lopes Member
Prof. Doutor Anténio José Fernandes de Sousa Member

Sole Supervisors

Bernardes, Sismeiro & Associados, SROC, In office
Represented by Dr. Carlos Marques Bernardes, Statutory Auditor
Dr. Severo Praxedes Soares, Statutory Auditor, Alternate

Company Secretary
Dr. Manuel Jorge Pombo Cruchinho, In office

Dr. Anténio José Marrachinho Soares, Alternate

Remuneration Committee
State (Chairman) - Dr. José Salvado Mesquita
Caixa Geral de Depésitos Dr. Victor Lilaia
Banco Comercial Portugués Dr. Filipe de Jesus Pinhal

(1) Co-opted by the Board of Directors

on 8" March 2002, following

the renunciation by the Director

Eng. Vasco Valente. Dr. Luis Filipe Pereira presented
his letter of resignation following
his appointment as Minister of Health.

Executive Committee
From left to right:
Dr. Rui Miguel de Oliveira Horta e Costa
Eng. Anténio Manuel Barreto Pita de Abreu
Eng. Jorge Fernando Alves Ferreira Guimaraes
Eng. Francisco de la Fuente Sanchez

Dr. Fernando Noronha Leal
Dr. Manuel de Jesus Martins






Capital Expenditure

Brazil
EUR thousand

2001 2000
Operating capital expenditure 68,314 63,828
Bandeirante (1) 65,730 63,828
EDP Brasil 2,584 -
Financial investment 244,399 231,726
Electricity generation 34,311 25,703
Electricity distribution 210,088 206,023
Total capital expenditure in Brazil 312,713 295,554

(1) In 2000 Bandeirante was consolidated for balance sheet purposes using the proportional
consolidation method.

In the lberian market

Since 1996 with the publication of the community directive
96/92 CE, the European Commission has been the driving
force behind the energy sector’s liberalisation, advocating the
creation of a future single electricity market in the European

Union.

However, in the near term the integration of the various
electricity markets is encountering a host of physical and
administrative barriers. Examples of this situation are the
reduced electric interconnection capacity amongst the various
European Union countries or the differing local regulations
governing the electricity business. The outcome of this scenario
is that in the initial phase we have seen the creation of various
regional markets.

A patent example of a regional market is the Iberian Peninsula.
Due to the poor interconnections between Spain and France,
the Iberian Peninsula is virtually an island from the electricity
perspective.

The EDP Group has understood for some time that its natural
market would sooner or later be the Iberian market. It has also

(Y

realised at an early stage that there are competitive advantages
to be drawn from establishing operations and assets of

both sides of the border. This realisation gave birth in 1998

to the strategic partnership with the Spanish power utility
Iberdrola.

Midway through 2000, Iberdrola publicly announced its
intention to merge with another operator in the same market,
thereby putting paid to the partnership agreement entered into
with the EDP Group.

After a period of analysis and conversation, EDP concluded a
partnership alliance with a savings bank in Spain’s Asturias
region and a key shareholder in Hidrocantéabrico. On 25*
January 2001, the two companies launched a joint takeover bid
for Hidrocantébrico’s shares.

As a result of this bid, Adysengival (the corporate vehicle
formed in the meantime for the purpose of this operation)
acquired 18% of Cantabrico.

After the Spanish authorities approved this operation, EDP and
CajaAstur concluded a partnership agreement with EnBW (also
a key shareholder of Hidrocantébrico) in terms of which it was
stipulated that the EDP Group would guarantee a 40% stake in
Hidrocantabrico’s capital, as well as assuming responsibility for
the company’s operations, while the remainder of the capital
was divided between EnBW (35%) and the CajaAstur Group
(25%).

This new accord has already been approved by the European
Union’s competition authorities, while the formal aspects of the
respective equity transactions will take place during 2002.

From the EDP Group’s standpoint, the entry into
Hidrocantabrico’s capital represents not only a growth
opportunity in a strategically important market, but also the
control of a company in which the quality of its assets and
management has been clearly demonstrated with the success
attained in the recent liberalisation of the Spanish electricity
sector.



MULTI-UTILITY SERVICES

The EDP Group has been pursuing a multi-utility services
strategy ever since 2000 with the objective of reducing
costs. These costs are associated with the processing of
the commercial cycle of more than 5 million electricity
customers and refer mainly to activities involving meter
reading, the issue and collection of bills and commercial
information systems.

The fulfilment of this strategy is only possible within
the context of partnerships with other companies
providing general consumption services (utilities), more

specifically water and gas, with the aim of diluting the costs

associated with the commercial activities by the customers
of these three businesses. In this regard, the EDP Group
has been seeking to establish and solidify partnerships by
way of participation in the equity of gas and water
companies.

The EDP Group’s acquisition of an 11% stake in GALP
Energia, in an operation realised in January 2000 and
which involved the shareholder restructuring of the national
gas and oil holding company, was already a clear step in
this direction. With this acquisition, the EDP Group
reinforced its shareholding in GALP Energia to 14.27%,
which will not only boost the multi-services project, but also
the development of projects in the area of electricity
generation and cogeneration projects.

It is also with this goal in mind that the EDP Group’s interest in
strengthening its links with the water business must be seen,
namely to the AdP - Aguas de Portugal Group. Negotiations
between the two business groups were held throughout 2001,
with a partnership understanding having been reached at the
end of the year.

All that is needed now is an understanding with AdP’s main
shareholder, IPE - Investimentos e Participacdes Empresariais,
S.A., in order to conclude the operation for the EDP group’s
entry into Aguas de Portugal’s capital.

i

In 2001, multi-utility activity contributed some EUR 13 million to
the EDP Group’s revenue from services. This activity
encompasses meter reading, billing and collection management
services carried out for 300,000 gas customers and billing of
more than 2,000,000 water services customers in more than
one hundred Portuguese municipalities.

The EDP Group continues committed to pursuing this multi-utility
strategy believing that it represents an excellent platform for

reducing the costs associated with the commercial cycle. At the
same time this will be very beneficial for customer convenience.

&



TELECOMMUNICATIONS
Strategy

ONI has stamped its presence in the Iberian market, standing
out as the uncontested leader amongst the new operators,
basing its performance on the fundamental pillars that guide its
strategy:

e consolidation as leader amongst the new operators and as
catalyst for effective market liberalisation;

® maintenance of its positioning as global operator in Portugal
and focus on the business segment at Iberian level;

e continued efficacy in the pace of market conquest, paying
special attention to the efficient use of resources;

e increased control of the network as a form of ensuring high
standards of quality and reliability, with a more comprehensive
portfolio of products and services;

e guest for permanent innovation, both in the approach to
market needs and in the technological solutions required to
satisfy them.

Ever since its constitution in 1998, ONI has been committed to
creating its own space in a still highly regulated sector.
Leadership and innovation have been crucial factors behind
ONI's growth, with significant milestones having been reached
along the road, namely:

19989 First operator’s licence for public telecommunications
networks;
first licence for fixed telephony service provider;

2000 First alternative operator to offer direct-access
telecommunications services using exclusively its own
resources; first alternative operator to implement Virtual
Private Networks Internet Protocal in Multiple Protocol
Label Switching

s

2001 First alternative operator to offer a pre-selection service.

On the strategy front, 2001 was a fundamental year, in
parallel with its strong affirmation on the Portuguese
market, for starting the implementation of the Iberian
option. In this connection, we highlight the following
developments:

¢ reinforcement of ONI's shareholder structure following Brisa’s
entry into the capital of ONI SGPS through the incorporation
of Brisatel, Brisa’s telecommunications subsidiary;

e acquisition of 99.1% of Comunitel, a company focused on the
Spanish business market and with a turnover in 2001 of
approximately EUR 76 million.

Liberalisation and regulation of the Telecommunications
sector in Portugal

2001 was an important year for the telecommunications sector
in Portugal, progressing in a decisive manner to greater market
openness and transparency. For the first time, the new
operators made their presence felt and left an indelible mark in
the fixed telecommunications market, with the incumbent
operator having lost an estimated 8% and 10% of its fixed-line
market share.

In this context, ONI stood out amongst the new operators,
spearheading the market penetration process. By attaining
revenue from telecommunications services of more than EUR
100 million in Portugal, ONI consolidated roughly 40% of the
market share captured from Portugal Telecom (the incumbent
operator), which surpassed the objectives delineated for the
company’s strategic plan.

This performance was achieved in a strongly regulated sector,
as well as marked by factors that influenced the evolution of the
new operators’ activity. Liberalisation has progressed in a
positive manner, although certain constraints still remain.
However, the posture assumed by the ICP (now ANACOM, the
communications authority) leaves a positive message as



regards the acceleration in
the liberalising process, in
concert with Community
directives and with the will and
aspirations of all the new
sector players.

2001 was also supposed to
be the start-up of third-
generation mobile operations.
However, owing to technical
difficulties, namely as
concerns terminal equipment,
this process suffered a delay,
not only in Portugal, but
around the globe. Recent
developments point to some
of these constraints being
overcome in 2002 that will
herald a new stage in the
evolution of the information
society in Portugal, in which
ONI will consolidate its leading role amongst alternative
operators in the Iberian market.

2001 was marked by the consolidation of the liberalisation
process and by the development of new regulatory
instruments for the sector. Of special note during the

year was the liberalisation of indirect-access short-distance
calls and the alteration to the model for internet
interconnection.

Also noteworthy was the Government’s intervention in the
area of UMTS services, extending till the end of 2002 the
deadline for operating start-up of the respective operators
due to the delay in the availability of the terminal equipment.
It also extended to 31 March the period for the compulsory
sale of shareholdings in various operators and establishing a
minimum period of 30 days between the sale of the interest
held by OPTEP in Optimus and the commencement of ONI
Way’s activity.

In the period under review, ONI maintained a constructive

role with the regulator, having participated actively in the
liberalisation process through the submission of credible
proposals and always with a view to boosting market
transparency. However, and despite the intensive legislative
and regulatory activity and the key role played by the
ICP-ANACOM (Telecommunications sector regulator),

it must be recognised that certain constraints of a legal
and regulatory nature were not overcome, notably:

e interconnection tariffs well above European averages, with
particular penalisation in the off-peak timetable and origination
tariffs;

e significant limitations in the implementation of number
portability, in particular due to the delays and lack
of coordination on the part of the principal donor
operator, which complicated the effective portability
of numbers;



e important delays in the implementation of the local loop’s unbundling (OLL), whereby one year after the date fixed for this purpose
by European Union Regulations, loops have been transferred at only 3 pilot stations.

It is hoped that these factors will be re-appraised in 2002, given that in certain cases measures have already been announced in
this connection.

The EDP Group in Telecommunications: ONI

In overall terms, ONI represents some two dozen companies geared to operating in the Iberian market, with the following
organisation:

Spanish Business

Portuguese
Market

Business Market

Shared
Services

Residential Market

Comunitel (99.1%) OniTelecom (100%) OniOne (100%) OniWay (68%]) OniUCall (60%)
Fonocom (100%) OniSolutions (100%) OniWeb (100%) OniTowering (68%) Onisl (100%)
Sky Point (29,1%) OniGRedes (100%) 7 Autor (100%)
Comunedisa (50%) OniMadeira (70%) | R
""" F. Comércio (80%)
Germinus (51%]) OniAcores (60%)
""" Shop. Direct (100%)
Tecnipublic (67 %) i %
Brisatel (100%] 5, L. Com. Online (50%)

""" Cidade Digital (60%)

This market definition allows ONI to adopt an approach that is simultaneously broad in geographic terms and focused
from the standpoint of the specific needs of each macro segment. This organisation was created so as to permit

the subdivision of the ONI Group’s operations into four distinct areas: fixed network, mobile network, internet projects and
support services.

In terms of the Group’s operations, 2001 was a key year in ONI's development, with positive responses having been given to the
majority of strategic and operational question marks which prevailed at the end of 2000 and the early stages of 2001.

ONI responded with commercial efficacy, capacity for technological and processing innovation, and the launching of its Iberia-wide

project to the deceleration in internet expansion, the sluggish liberalisation process, doubts surrounding UMTS and the commercial
difficulties felt by all operators due to the incumbent operator’s dominant position.



The development of the network’s own infrastructure, the
cultivation of a wide corporate-sector customer base, the
accession of hundreds of thousands of residential customers to
the 1080 prefix, the Brisa’s integration into the shareholder
structure, the roaming agreement with TMN (major player in
Portugal’'s maobile communications’ market), are just some
examples of ONI's ability to deliver, supported by an unmatched
shareholder platform in the national market.

In summary, the following are ONI's key operating indicators:

Operating Indicators 2001 2000 A%

Voice services

Active customers (thousand customers) 224 93 140.9%

Direct customers (customers) 261 40 552.5%

Registered lines (thousand lines) 651 295 120.7%

Voice traffic (million minutes) 1,197 372 221.8%
Data services

Direct customers  (customers) 1,648 913 80.6%

Access circuits (circuits) 5,480 4.458 22.9%

Access band (E1 equivalents) 1,026 654 56.9%

Internet traffic (million minutes) 593 252 135.3%

Note: For purposes of comparison, the figures presented for 2000 and 2001 include
12 months of Comunitel's operations

Investment

Being present in a number of markets and segments which
display different maturity phases, from the initial stage

of the UMTS project through to the operating maturity

of the carriers’ segment, the investment function continued
to be one of the drivers behind ONI's activity in both
technical and financial terms, namely in Spain and in the
mobile segment.

Technical investments
The telecommunications services offered by ONI to the
various segments are supported by a modern and integrated

infrastructure, embracing the basic functions of
transmission, access, broad band commutation, narrow
band commutation, private commutation systems, and
technical support functions. The development of this
telecommunications infrastructure is propelled by the
following factors:

e adapting technological platforms to the services made
available;

® geographic coverage of the product range, seeking to reach
the target market areas and minimising the associated
operating costs;

e maintenance of service quality indices, involving the reinforced
capacity to support the growth in the volume and use of

services;

e technological upgrading of the network’s principal functions,
namely in the quest for improved profitability and
performance.

Basic infrastructures
In terms of the development of basic infrastructures, 2001 was
marked by two major facts:

e the integration of Brisatel's network, which added some 950
kms of high-quality fibre optic cable out of an approximate
total of 90,000 kms of FO (fibre optics), and with 69 points
of presence;

e the agreements for the exchange of capacity in Spain, with
Comunitel serving as the pivot for a series of accords which
permitted the financial leverage of the assets in national
territory. The capacity resulting from these agreements will
boost the Iberian business plan and enable ONI to gain control
over some 8,000 kms of infrastructure in the Iberian

Peninsula.

In addition to reinforcing the backbone, ONI continued to
develop network infrastructures at the level of the MAN

s



(Metropolitan Area Network) and LAN (Local Area Network])
and in several forms of direct access, namely FWA

(Fixed Wireless Access), FITL (Fibre into the Loop) and OLL
(Local Loop Supply), with total investments of around

EUR 13 million.

Communications networks

ONI pursued its strategy of developing network
infrastructures in terms of the various platforms:
transmission, narrow band commutation, broad band
commutation, access network (wireless FWA and FH -
Hertzian Beam - and also wireline with FITL and LL - Local
Loop) and technical support functions for operations,
totalling around EUR 43 million.

In this area, of special note is the research currently under way
into the economic feasibility of Powerline technology (utilisation
of the low-voltage power lines for the transmission of voice,
data and access to the internet).

In 2001, technological tests were conducted which
culminated with the demonstrations held at the Electricity
Museum and at ONI's head office, as well as the setting
up of joint work groups with EDP for the project’s
development.

Financial investments

The ONI Group’s financial activity in 2001 amounted to EUR
538 million, of which around EUR 136 million did not
represent cash flow since it involved accounting movements
associated with the Group’s reorganisation, and an additional
amount of some EUR 81 million referring to capital increases
in the mobile business not realised until 2001. Thus, 2001
cash flow associated with financial movement totalled around
EUR 321 million.

The group’s financial activity was centred on three

cornerstones:

e The UMTS project: represented close to half of total financial
investments to the extent that the holding company assumed,

(s

directly and indirectly, close to EUR 231 million in the
reinforcement of ONI Way's shareholders’ equity. The mobile
area absorbed around 44% of the group’s total financial
activity;

The Iberian project: the acquisition of Comunitel and
the increased stake in Germinus represented around
EUR 789 million, the major portion of which was spent
on the acquisition of the telecommunications
operator;

The Group’s reorganisation: as referred to above, accounting
movements represented around EUR 137 million associated
with the ONI group’s restructuring, namely due to the
integration of ONI Telecom in the SGPS universe in the
amount of EUR 113 million.

ONI SGPS reinforced its shareholders’ equity in 2001

by some EUR 264 million, earmarked to support the
holding company’s financial activity, as well as compliance
with the ratios associated with ONI Telecom’s
telecommunications operator’s licence. For its part, the
last-mentioned company reinforced its shareholders’ equity
by some EUR 90 million.

Human resources

ONI recognises that the constitution of a highly motivated
and specialised team is critical for ensuring operating
success, constituting one of the more distinguishing
strategic assets of a telecommunications operator’s
activity.

2001 was marked by the increase in the Group’s workforce,
propelled by two structural factors: the evolution

of the mobile project and by the realisation of operations

in Spain

The principal indicators present the following trend (it should be
noted that the 2000 figures include Comunitel for comparative
purposes):



Human Resources
Telecommunications

2001 2000 A%
no. no. no.
Employees % Employees %  Employees
Distribution of employees:
Geographic
Portugal 1,110 B5% 563 55% 97%
Spain 609 35% 456  45% 34%
By business
Fixed 779  45% 591 58% 32%
Mobile 304 18% 14 1% 2,071%
Projects & Contents 408 24% 246 24% 66%
Support areas 227 13% 188 16% 35%
By career
Marketing & Sales 395 23% 289 28% 37%
Technical 928 54% 472  46% 97%
Admin. Staff 396 23% 258 25% 53%
Total ONI
Group employees 1,719 1.019 69%

Note: In 2000 the employees of Comunitel (Spain) have been taken into account.

The group’s average age is about 30, while at academic

qualification level, there is a relative stability, with the majority of

employees being in possession of higher learning degrees.

INFORMATION TECHNOLOGIES

EDINFOR

Information Technologies (IT) constitute a very important

sphere of economic activity, with EDP assuming a meaningful

presence in this area owing to the fact that it is decisive for

the appreciation in value of the Group’s assets and

business. Thus EDP, through EDINFOR Sistemas

Informaticos, S.A., as the Group company dedicated to the

Information Technologies sector, has been honing its

expertise in this domain.

Strategy

EDINFOR is a wholly-owned EDP Group company. Its activity in

2001 was subordinated to the following strategy:

Strong relationship with the EDP Group.

EDINFOR has assumed the role of the EDP Group’s expertise
centre in the IT field. In this regard, it has supported the
Group in all [T-related initiatives and fortified its relations with
the Group companies, acquiring skills and means based on
the EDP Group’s industrial and service companies’

requirements;

Market leadership and skills development.

EDINFOR is the national leader in the sector specialising in the
provision of Systems Integration services. The company has
been pursuing a strategy directed at one-stop-shopping,
reuniting strong points and the resources capable of supplying
complete solutions for the customers of target markets. Its
main areas of intervention were: Systems Integration,
Process and Applications Outsourcing, Information
Technologies Infrastructures, Geo-referenced Systems,
Graphic and Finishing Solutions and Complementary
Processes. EDINFOR has focused its efforts primarily on large
companies and complex organisations, in particular the
Utilities, Industry, Telecommunications, Central and Local
Public Administration, Banking, Insurance and Health
segments.

Also worth highlighting are the provision of services
to companies in the telecommunications sector,
notably ONI, with whom it has been possible to
develop a closer cooperation, cultivating the synergy
arising from the affinity of the areas in which

they operate.

In the expertise arena, the developments in SAP and
processes for the Web are the most important growth areas
for the company;




e Internationalisation
EDINFOR has focused its internationalisation drive primarily
on Brazil and Spain, supporting EDP’s strategy in this
arena, while taking advantage of opportunities in existing
markets.

Acquisitions

2001 was marked by the creation of the ACE Group,

in which EDINFOR holds 60% of the capital. As part

of the ACE’s business consolidation, a number of
acquisitions of companies in the final phase of specialisation
were made. These companies operate in the following
areas:

e Datawarehouse, following on from an existing partnership that
made it possible to bolster expertise in this field;

e workflow and Document Management, an area not covered by
ACE at the date of its formation, where the target company
had a very interesting customer portfolio;

e development and integration of Microsoft products and
solutions. This company already formed part of CASE’s
traditional business;

e consulting in the areas of strategy, technologies and
information systems. The target company was created by a
qualified group of consultants and operates in an area where
ACE intends to reinforce its expertise.

It should be pointed out that these acquisitions formed part of a
strategy of consolidation and acquisitions of the prime attributes
needed to ensure an offer of complete quality based on the one-
stop-shopping concept.

Reorganisation

During 2001, EDINFOR carried out important reorganisation
steps with a view to improving its market positioning and
taking better advantage of existing strong qualities in the
pursuance of a strategy which points to the probable
constitution of a holding company. Accordingly, business

s

units were created from EDINFOR’s existing divisions and
organisational initiatives evolved with the object of putting
into operation the ACE formation agreement, thereby
assuming a more effective market posture.

The principal action in this domain encompassed:

e creation of the company IT-LOG, formed from a division
already in existence, 100% owned by EDINFOR. This
company’s core business is consulting and the conception and
building of Information Technologies infrastructures, as well as
the selling of hardware and software;

creation of a Call Centre/CRM unit - devoted to the
management and operation of Call Centre/CRM services.
The conduct of this activity will be coordinated with the
recently-formed U-CALL, the product of a partnership
with ONI that is geared to the joint operation of Call
Centre units;

restructuring of the Board of Directors’ Support Units, which
has become necessary in order to respond to the new
demands stemming from the company’s pronounced growth
and the strategic guidelines taken.

As regards the ACE companies, a series of important
reorganisation measures were taken that became necessary
in their first year of functioning and which are designed

to permit a more rapid market affirmation as a key

global supplier of services and solutions in the

information technology and systems’ areas. The

chief aspects of the reorganisation procedures carried

out were:

e implanting at ACE the best industry practices;

e growth through the creation of new companies or
acquisitions, whenever these afford new projects and new

knowledge in emerging business areas;

e consolidation in Portugal of the position as the number 1
service provider in this area;



e business development in other priority markets: Brazil, Spain
and Portuguese-speaking Africa.

Still on the issue of the reorganisation of the ACE companies, of
special note is the GO-ACE project which is still in progress and
is essentially directed at:

e defining and implementing a new organisational
model throughout the Group and applicable to the
ACE companies;

¢ specifying the organisational procedures underlying the
Organisation Model, to be instituted as common practice
within the universe of the ACE companies;

e identifying and materialising business areas and product
ranges by the various ACE companies;

e contributing to the implementation of the company ACE
Gestao, staff of holding company ACE;

¢ launching and monitoring implementation projects at all the
Group companies.

Principal activities

A) Activities for the EDP Group

During 2001, great importance continued to be attached to the
intensive work carried out by EDINFOR on behalf of the EDP
Group companies. Due to their strategic relevance for the
Group and the amounts involved, special reference is made to
the involvement in the SIAG (Integrated Management Support
Systems) and SGCD/ISU (Commercial Management System for
Distribution) projects which partially entered production during
the course of 2001.

Within the ambit of these two major projects, EDINFOR’s
CPD (Data Processing Centre) was the chief protagonist
behind the creation of the environments for both projects,
lending support to the respective project teams. Besides
defining the architecture, the CPD intervened actively in

the acquisition of the necessary equipment and software,
as well as in the installation, configuration and
implementation of the environments. With these equipment
purchases, the CPD became at mainframe level the
biggest Centre in Portugal, and in terms of computer
support for SAP, the world’s 98th biggest (18th at
European level).

The implementation of the Geo-EDP by the S&IG division
(Geo-referenced Systems and Information) was also an
extremely important project. From the standpoint of EDP’s
Systems Master Plan, the Geo-EDP contributed to the new
architecture for the Group’s information systems in general,
and to that of EDP Distribuicdo, in particular, guaranteeing
the integration of the geo-referenced information
management components with the new corporate systems,
namely with the SAP platforms. Activities such as Planning,
Projects and Construction, Dispatching and Maintenance are
this Programme’s prime target areas, endowing them with
powerful instruments for supporting the optimisation of
business processes. Examples of these are customer
connections, resolution of breakdowns, management of
service quality and information updating. This project, by
satisfying the EDP Group’s priority needs in terms of
cartographic data, provides the country with large-scale
mapping information, with a very positive repercussion for
Portuguese municipalities.

The ACE companies participated in some high-profile projects
for the EDP Group, amongst which a consultancy project and
the implementation of the information system for the
deregulated electric energy market on behalf of EDP Energia.
Also noteworthy was the provision of consultancy services in
Billing and Customer Care for ONI, as well as the participation
in the selection and development of ONIWAY’s BSS system
(Business Support System).

In terms of support for IT services to the EDP Group
companies, another highlight is the activity undertaken by the
new company IT-LOG, which sold hardware and software to all
the companies within the EDP universe, provided management



and maintenance services for the Group’s information

technology infrastructures, and executed large-scale and
important projects for the EDP Group and ONI in the areas of
infrastructures and applications development.

Finally, in the area of graphic solutions and finishing, EDINFOR'’s
Finishing Centre was intensely involved in the computerised
development of new publishing solutions for the Group
companies, amongst which the SGCD/ISU project (for EDP and
GDL - Lisbon Gas Company), mentioned earlier on account of
their importance and complexity.

B) Activities outside the Group

In pursuance of initiatives adopted previously, the creation of
ACE led to market share gains and greater visibility outside the
confines of the EDP Group, above all at the level of the ACE
companies. Amongst other projects, two carried out for the
Social Security Services are highlighted:

e Financial Information System — implementation of the SIF
(Financial Information System) for adaptation to the Euro and
POCISSSS (Official Chart of Accounts for Social Solidarity and
Security System Institutions).

e Taxpayers’ Management System - implementation of a
Taxpayers’ Management System at the IGFSS (Social Security
Financial Management Institute).

Owing to its pioneering nature, another noteworthy project
refers to the implementation by ACE of a SAP R/3 application
at the INA (National Administration Institute). This was the
first ever SAP R/3 solution installed at the Central Public
Administration under the ASP regime (Application Service
Provider) for the Public Administration’s administrative and
financial area.

Finally, the ACE companies also provided important maintenance
services to the CTT (National Postal Services] for its SAP-run

ERP (Enterprise Resource Planning) applications.

EDINFOR’s CPD (Data Processing Centre) division also
collaborated actively in the increased extra-Group business

turnover. This division was selected by the company POTABIL (a

consortium between CASE/Edinfor and the Norwegian company
Port-it) for the outsourcing of the ICP’s (Instituto das
Comunicacdes de Portugal, now ANACOM - the Portuguese
communications authority) portability application for national
operators, production of which commenced at the end of
2001. During the final quarter 2001, the CPD was also
involved in the creation of the infrastructure for CASE/Edinfor’s
ASP SAP project.

In the year under review, EDINFOR’s companies and divisions
continued their important support activities and permanent
upgrading of the commercial IT systems of a number of
sanitation, water and gas companies and local authorities in
various regions of the country.

In the area of Geo-referenced Systems, of special note was the
increased collaboration with municipal authorities through the
placing at their disposal of a global solution for urban
management, encompassing cartographic data, specific
applications, integration with the licensing system for private
building works and functionality for public attendance outlets.

Finally, in the Graphics and Finishing area, EDINFOR also
recorded a considerable increase in commercial links with the
BCP Group in the wake of partnerships forged for the supply of



finishing services. In this context, this Group’s finishing
outsourcing has been undertaken by EDINFOR since 1<
January 2001 following the transfer and integration of this
activity at EDINFOR’s Finishing Centre located in Sacavém.
Copidata also made a meaningful effort to reduce its
dependence on the computer-stationery market in line with
the policy aimed at diversifying its product range and founded
on the establishment of partnerships with external entities at
production level.

C) Activities abroad

In Brazil, EDINFOR, Ltda., (often referred to as EDINFOR
Brazil) completed its second year of operations, consolidating
support in the area of information technologies to the
principal shareholder, namely, providing services to EDP
Brasil and Bandeirante Energia in the State of Sdo Paulo. It
also widened its operations to companies outside the EDP
group and Utilities area. The principle highlights in this
domain were the outsourcing projects for CPFL (Companhia
Piratininga de Forca e Luz) and TVCidade (TV cable network
in Brazil), and in the geo-processing area the projects for
Intelig (Telecom) and CERJ (Companhia de Electricidade do
Rio de Janeiro).

With the above-mentioned expansion in activities, EDINFOR,
Ltda. extended its operations to the States of Rio Grande do
Sul, Minas Gerais, Rio de Janeiro, Baia, Sergipe,
Pernambuco and Ceara. The company made important
investments in its Data Centre with the object of improving
its service and keeping pace with EDP’s international
strategy of stepping up its investments in Brazil, namely in
ESCELSA and ENERSUL.

Still in Brazil, the company rendered services to SABESP
which covered ERP, Customer Attendance and Services,
Billing, Operation and Management of the Consumer
Network.

In Spain and with reference to the telecommunications sector,
of note was the implementation of management systems for
PPS Quest prepaids on behalf of XFERA. In Morocco, the

chief assignments were other system implementations at
MEDITEL (maintenance of the PPS prepaid system) and
REDAL (implementation of the Commercial System for
electricity, water and sanitation at the cities of Rabat and
Salé). Finally, in Mozambique, the company was involved in a
re-engineering process project and the implementation of the
SAP/R3 system at the Banco de Mocambique (Mozambique’s
central bank).

CENTRAL-e

2001 saw the effective start-up of forumb2b.com’s business,
with activity becoming more intense in the second half of the
year.

In an economically unfavourable climate and with expectations
surrounding the business-to-business market not materialising,
even so Central-e was able to record a turnover of EUR
1,077.5 thousand.

Two important auctions were realised at forumb2b.com
(dynamic prices solution): the reverse auction for Galp Energia
covering a maintenance service for a crude oil tank at the Sines
refinery (where the saving was 12% when compared with the
normal process) and the auction for the purchase of portable
computers for the CTT (National Postal Services), representing
the first B2B purchase made by the CTT. This operation
resulted in a major saving when compared with the previous
acquisition of similar products and negotiating time with
suppliers.

An electronic buying system was implemented at EDP and Galp
Energia. The company also developed an employment portal for
the Galp Energia Group in partnership with the consulting firm
Cap Gemini Ernst & Young. 2001 was also the year in which
the first community was implemented at forumb2b.com,
dedicated to electronic business-to-business commerce between
PME’s (Small and Medium Enterprises), Forum Digital
Commerce Market.

Insofar as the Public Administration sector is concerned, a



contract was signed between Central-e and the Secretary-
General of the Ministry for Science and Technology covering the
use of forumb2b.com’s buying system.

As was the case in the previous year, 2001 saw large
investments being made with the object of endowing
forumb2b.com with a wide range of services and functionalities
for adhering companies.

A national and international contents channel was made
available on the Forumb2b.com portal in July 2001. This
channel’s primary mission is to provide companies sharing
forumB2B.com’s technological platform with newsworthy
material, incorporating practical cases and national and
international analyses that make a positive contribution to
the understanding of the present state of business-to-
business.

A partnership was forged with the Luis Simées Group

for the transport area as part of the strategy of broadening
the product range. This partnership enables companies
using the Forumb2b.com transaction to contract

transport services on-line, which in conjunction with

the electronic commerce processes, complete the buying
and selling cycle.

In this regard, forumB2B.com makes available the following
applications: Analysis of purchases, suppliers’ directory,
electronic purchases, digital market, buying auctions, proposal
requests, sales auctions, buying control panel, supplier
performance.

DEVELOPMENT OF SHARED SERVICES PLATFORMS
Creation of sub-holding for the service companies

Work continued on reorganising the Group’s structure so as
to adapt it to the growth in the number of constituent

companies and implanting greater demarcation of the
different business areas. In this context, work started in the
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final part of the year on the creation of the sub-holding
company for the EDP Group’s service companies with
a view to:

e coordinating all the companies and organic units with the
principal object of providing transversal support to the entire
Group, amongst which are MRH, Sévida, SCS, EDP Servicos
and EDP Imobiliaria;

e centralising the support functions in the economic-financial,
procurement (negotiation and purchases), logistics and
human resources areas;

e freeing the holding company from the direct coordination of
certain operating areas, facilitating the concentration on the
Group’s major strategic options;

e creating value founded on efficiency gains which this
centralisation permits, as well as by the improved quality of in-

house services.

This gave rise to EDP Valor - Gest&o Integrada de Servicos,
S.A., whose implementation will be gradual, initially
concentrating on serving a group of non-key companies. The
project under way mobilised a significant number of
employees and will make it possible that by the end of the
first quarter of 2003, EDP Valor will also provide services to
the Generating and Distribution companies. Amongst the
priorities laid down for the new company in the near term is
the attainment of substantial savings for the EDP Group
through the centralised negotiation of non-specific general
goods and services.

EDP Valor will therefore play a vital role in the improved
efficiency programme that will allow EDP to successfully meet
the challenges presented by market deregulation.

EDP Valor’s evolution will be marked by the creation of a
strong orientation to its internal customers, based on the
clear definition of the clauses embodied in formal contracts
and which envisage incentives for the improvement in the



quality of service rendered. The investment made in recent
years in systems and communications places at the
company’s disposal a crucial lever for the standardisation of
procedures and thus minimising the impact of geographic
dispersion.

Training of human resources

During 2001, the EDP Group was very actively involved in
vocational training directed not only at employees but also at
third parties. Training embodied the "Development" aspect
referred to in the Human Resources Policy on the one hand,
and reinforcing the partnership relationship with suppliers and
other interested parties on the other.

Similarly, important steps were taken during the year with
respect to the development of the methods and resources
allocated to training activity with the object that these are in a
position to give a speedier and more adequate response to the
needs stemming from the implementation of the Group’s
strategies.

Accordingly, there was a significant increase in the technical
training of executor workers, with particular emphasis

on the thematic area of distribution networks, including

the maintenance of the intensive level of initial training
directed at users, associated with the Navegador and
Cliente Mais projects, of the SAP-run computer platform

at the Group.

In parallel with these two main areas of training activity,
courses were also held covering IT system users,
Development of Management Efficiency, Preventaion and
Safety, Foreign Languages, amongst others of a periodic
nature or reduced scope. In global terms, training initiatives
during the year represented more than 35,000

training days.

As a result of a candidacy submitted previously, part of this
investment thrust was financed by the POEFDS (Operating
Programme for Employment, Training and Social Development),

which contributed with more than EUR 1 million.

The provision of training or consultancy services to non-EDP
Group customers also registered an appreciable increase of
around 60%, not only keeping pace with the development of
management systems and the qualification of EDP Distribuicéo
suppliers, but also as a result of the policy of market expansion
and diversification that has been pursued with the object of
guaranteeing greater efficiency in the resources allocated to
this activity.

In this domain the main highlights were the collaboration
given under the protocol signed with the APIEE (Associacéo
Portuguesa dos Industriais de Engenharia Eléctrica — the
Portuguese Association of Electrical Engineering
Industrialists), the initiatives directed at Empresa de
Electricidade dos Acores (EDA - the Azores electricity
utility), as well as those directed (via Internel) at REDAL
(Morocco), CEM (Macau) and the Angolan Ministry for
Energy and Water.

EDP continued to collaborate closely with CERTIEL
(Associacao Certificadora de Instalacées Eléctricas, an
association responsible for certifying electrical installations),
in particular in work involving the conception of a new series
of information and awareness seminars for installers, to be
conducted in 2002.

In terms of resources, 2001 saw the reorganisation of MRH,
the amplification and consolidation of its expertise base and its
external recognition. In this domain, activity was centred on the
approval by the IEFP (Employment and Vocational Training
Institute), of two educational courses for training staff, MHR’s
accreditation by the ANEFA as promoter of a Skills Recognition,
Validation and Certification Centre (CRVCC) in Seia, the
certification of its quality management system according to
standard NP EN ISO S001:2000. In addition, a start was made
to renewing its accreditation as a training entity by INOFOR for
the entire training cycle, but this time also including distance
learning.

Although all these developments are important for what they
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represent, no less significant was the project for the setting up
of the CRVCC in Seia, not only due to the impact this Centre
may have on the requalification of a meaningful part of the
Group’s resources, but also because it extends the EDP
Group’s resources and know-how in the field of adult
vocational training to a much larger population in this region
of the country.

As for training methods and in response to the new
circumstances surrounding the Group’s activity, decisive
advances were recorded in the use of e-learning.

Indeed, within the scope of the various partnerships forged,
four new distance-learning products were produced with notable
success and developed from a management platform for this
type of training. In addition, two of the Group’s companies with
expertise in this field (MRH and ACE Bnet) were behind the
candidacy for participation in a community R&D project for the
conception and testing of an adaptive e-learning platform
(Alfanet Project).

Still in the realm of innovation, MRH launched a project for the
development of a methodology for evaluating the efficacy of
training, the first pilot run of which took place at EDP Producéo
at the end of the year.

Real estate management

During the year under review, EDP Imobiliaria was involved
in a series of initiatives aimed at enhancing the value of
surplus properties and the vacation offices with a view

to their disposal.

In the case of properties which have the characteristics and

scale for transforming them into property developments, the

result was a surface building capacity of more than 150,000
m? earmarked for housing for the medium-high end of the

market.

Land lots which do not possess these characteristics will be
sold after upgrading, a process that involves the clarification of
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the entities which are the registered owners of such properties
and the gathering of information from the respective municipal
councils and other market players of their present and future
classification.

The past year saw the sale of the Repeses township in Viseu,
and of a plot of ground with an approved project in

Peniche. These sales generated capital gains of more than
EUR 2.3 million.

As regards office premises, the Group began construction of
the Arregaca building in Coimbra, and drew up a PIP (Prior
Information Plan) for the Cabo Ruivo site in Lisbon. These
offices will allow for the concentration of various
departments and the freeing of the most valuable dispersed
premises.

A start was also made to remodelling work at the EDP Group’s
future head office at the Praca Marqués de Pombal, in

downtown Lisbon.

As a consequence of the decrease in staff numbers and the
rationalisation of occupied premises, the Rua Mouzinho da
Silveira building in Lisbon was sold. During the current year the
sale of a further three properties is envisaged, while
simultaneously accommodating EDP Producéo at a single Group
building in Lisbon.

It is the Group’s policy in this domain to reduce the number of
properties, disposing of surplus premises and enhancing the
value of land sites and buildings with a view to their subsequent
disposal.

Health-care services
In 2001, Séavida continued to provide medical and medicinal
assistance to the entire universe of the EDP Group’s employees.

This service complements the National Health Service.

The policy of continued improvement in service quality, as well
as personalised attendance, were goals that remained ever



present in 2001.

The policy of upgrading certain facilities was also pursued, with
special reference to the recoupment works at the Bolh&o
Medical Centre in Oporto, and the new medical post in Sines, to
be inaugurated shortly.

The staff complement rose from 121 at the end of the previous
year to 147 owing to the transfer to SAVIDA of personnel who,
although they previously rendered services to the company,
were legally employed by the companies engaged in the
electricity business.

In the Work Medicine arena, the company continued to
underwrite the provision of health services to all the Group’s
companies and, taking advantage of synergy without
compromising its principal activity, provided services to 171
companies outside the EDP Group.

At EDP Group level a total of 7,800 examinations were
conducted (periodic, admission and occasional), some 54
thousand complementary diagnosis exams, 64 training sessions
on first aid and health education, 15 meetings with safety
commissions and sub-commissions, as well as 146 visits to
work sites.

The quotient between the number of medical exams performed
and the average number of Group workers was situated at
68%. At the end of 2001 a start was made to the creation of
SCS - Servicos Complementares de Saude (Complementary
Health Services), with a view to separating from SAVIDA
activities associated with medical acts that are not covered by
the Protocol with the National Health Service, providing health
care to users not covered by the ACT (Collective Employment
Agreement) and to promote quality and flexibility in the
management of the respective services.

Computer systems
New corporate systems

The year was basically marked by the entry into production of the
essential components for the new SAP-run corporate systems. In

fact and continuing the implementation of the Systems Master
Plan drawn up in 1998, with a view to renovating and adapting
the applications to the changeover to the euro, the intensive
preparatory work culminated in January with the entry into
production (first wave companies) of the Navegador Project —
SAP R/3 and, in November, with the entry into production of the
Cliente Mais (Customer Plus) Project — SAP ISU-CCS.

Simultaneously with the development and production start-up of
the new applications, the entire central processing,
communications and local networks’ infrastructure was
profoundly strengthened, in tandem with the overhaul of user
work posts in order to adapt to the new environments.

Computer security

Still on the guidelines contained in the Systems Master Plan,
and with a view to establishing the mechanisms for improving
the degree of information security and its back-up systems, a
Computer Security Project for the EDP Group’s systems was
conducted. It covered all the processes in the information life
cycle, including the back-up systems (processing, storage and
communications). A number of new documents were approved
encompassing Principles, Organisation and Computer Security
Standards forming part of the Computer Security Manual.

Simultaneously with this project, initiatives were launched
targeted at safeguarding the exposure of the new projects to
the emerging risks. A security Manual for SAP environments
was prepared setting out the security rules to be adopted
during the project and operating phases. Intrusion tests relating
to the EDP Group’s internet platform were carried out, with
positive results, prior to the production of EDP’s most recent
internet site features.

A Computer Security Monitoring Group was formed with the
task of prescribing and coordinating the IT systems security
procedures throughout the EDP Group.

New Systems Master Plan (PDS)

Since the last PDS was drawn up three years ago, the EDP
Group’s economic surroundings, business and information
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systems have evolved significantly, justifying the need to

reappraise the guidelines and initiatives embodied therein.

The impact of the changes in the business environment and the
investments made in information technologies was greater than
anticipated, resulting in a far-reaching restructuring of the
previous Systems Master Plan.

The intensive and in-depth analysis of the present situation,
coupled with the strategic determining factors which map out
the electricity sector’s future, culminated in the drafting of the
new 2001 Systems Master Plan.

This new version of the PDS had as catalysts:

* new market rules;

e customer retention;

¢ consolidation of investments;

e connectivity, including an inclination towards mability;
e the internet era and the collapse of the dot.coms;

e reorientation of the investment in ERP-type applications
to peripheral and collaborative applications (CRM,
B2B, Supply Chain Management, Workflow, amongst
others).

The new version of the PDS is geared towards the development
of initiatives within the ambit of the various business areas and
the organisation of computer-related processes, as well as in
support technologies.

EDP’s site and EDPonto

As part of the Human Resources Policy — to encourage the use
of the intranet within the EDP Group - it was decided to
congregate the various existing intranets under one single entry
point — EDPonto - so as to consolidate the Group’s image and
culture.

(9

Platforms were harmonised and the use of new technologies
fostered with a view to improving staff productivity.

A new version of EDP’s internet site was inaugurated, with
additional features that boosted interactivity with our partners
thus facilitating customer and supplier relations.

Corporate systems - SAP

2001 marked the realisation phase of the Navegador Project
with the entry into operation of the new information systems at
the first-wave companies (holding company, EDP Produc&o and
all the service companies). The Implementation Plan delineated
in 1999 was therefore realised as programmed, with the
conclusion of the work for the preparatory phase of the
project’s second wave in January 2002.

The various corporate systems that made up the information
technologies infrastructure, enveloped in a highly heterogeneous
environment developed internally, was replaced by the SAP R/3
platform. This new application has put at the Group’s disposal
an extremely powerful management support tool that provides
more consistent, real-time information, thereby adding value to
the group and its companies.

The SAP R/3 system has now become the day-to-day tool for
thousands of EDP Group employees. The following key areas are
now supported by the SAP programme: Human Resources
Management, Salary Processing, Financial and Cost
Accounting, Materials Management, Fixed Asset Management,
Treasury and Cash Flow Management, Unconnected Internal
Sales, Investment Projects Management and Maintenance
Works Management. The system incorporates a powerful data
base that makes available management information, rationalises
processes, simplifies circuits, reinforces the internal
customer/supplier relationship, adds value in the execution of
tasks, contributes to professional advancement and
interconnects with other systems — GeoEDP and Cliente Mais
(Customer Plus).

Innovation in communication systems involving interaction with
SAP R/3, the intranet and Lotus Notes, associated with



Workflow processes, have translated themselves into a
vanguard solution for dispensing with red tape, at the same
time eliminating paper and reducing circuits.

The implementation of SAP R/3 was received with great
enthusiasm, right from its initial specification phase launched in
19989 through to its final implementation.

The system’s successful implementation can be attributed to
the commitment, the high level of motivation, the decision
power and the liaison between the various members of the
team constituted for the purpose of managing the entire
process. Other factors also contributed to the successful
launch, such as the direct training given to the substantial part
of the universe of users by the project team members
themselves, as well as the technical and functional monitoring
following the system’s commissioning.

This management support platform will facilitate the adoption of
the new management methods and models imposed by the new
liberalised and competitive landscape.

Fleet and Installations Management and Administrative
Procurement

EDP Servicos (EDP Group company dedicated to activities
involving fleet and premises management and administrative
procurement) managed more than 50% of the Group’s vehicles
and hopes to cover the entire Group during the coming year.

In this area, it was possible to achieve reductions of more than
20% in vehicle maintenance and repair costs, fundamentally
due to the results of negotiating maintenance and workshop
contracts. It was also possible during the year, thanks to the
major support of EDP Distribuic&o, to reduce the Group’s motor
fleet by some 5%.

In the real-estate management area, a number of services were
provided to the Group and to REN. It is hoped in the coming year
to extend real-estate management to EDP Distribuicdo and EDP
Producéao, at least in Lisbon, Oporto and Coimbra.

During the year work was carried out with a view to the
centralisation and negotiation of several security, messenger

and installation maintenance contracts.

The company continued to be responsible for the management
of rental contracts, as well as for complementary services
covering telecommunications, energy, water and equipment at

various installations.

With the aid of an IT system acquired for this purpose, work
continued on drawing up the detailed specifications of installations
and respective occupational situation with a view to building an
essential data base for the effective management of premises.

As regards administrative procurement, contracts were
renegotiated on the Group’s behalf with substantial economic
benefits for the acquisition of vehicles and respective
maintenance services, vehicle rentals, fuel, telecommunications,
postal services, office equipment and consumables, travelling

and accommodation.

This area assumed responsibility for managing the catalogue of
the Group’s routine consumption of goods and services, cutting
the number of articles and implementing uniformisation, with
particular emphasis on stationery materials.

Pursuing the development of the e-procurement project, The
Group are implementing the use of the forumb2b.com portal
for the acquisition of vehicles, stationery, travel and
accommodation services.

OTHER SUPPORT ACTIVITIES

Research and development

The EDP Group’s Research and Development (R&D) and
technological innovation policy was the object of reorganisation
during 2001, with the activities previously carried out by the
Research and Development Office now being entrusted to
Labelec, an EDP Group subsidiary company.



Under this new arrangement, attention was focused on
optimising the Group’s R&D potential so as to promote
competitiveness, notably through new technological solutions
and the development of the technical abilities of its qualified
workforce.

During the past year, the Group participated in 20 R&D
Projects (8 Community and 12 National), 7 of which were
completed during 2001.

These projects cover a vast spectrum of technological sectors,
with special reference to materials, information systems,
telecommunications, automation and control, conventional

electricity generation, renewable energies and the environment.

Of special note are the following areas of intervention:

¢ Conclusion of the development of the Telemetering Project via
PLC (Power Line Carrier) and the installation of some units in
a pilot area of Lisbon;

e Experimentation in the broadband transmission of information,
supported in the Low Voltage Electricity Network — Digital
Power Line (DPL) - a pilot project equipped with internet and
telephony services;

e Promotion and dynamisation of candidacies for Community
projects in new areas, namely; e-learning (Alfanet), micro-
trigeneration (ptrigen), decentralised generation, energy
and domotic efficiency (SAVE Il) and wave energy
(SUBWAVE).

EDP was also represented at several organisation and
international forums dedicated to the R&D area, namely:

e EURELECTRIC - Working Group "Research & Development”;

¢ AIE - "Photovoltaic Power Systems Programme”;

e EnerSearch.com - reinforcing the sharing of experience and
knowledge with other partners.

Laboratory activities

During the year under review, Labelec - the group company
specialising in laboratory activities — continued to be involved in
a considerable number of activities in the applied research and
technological development fields, either independently or
through participation in studies being conducted by the EDP
Group and by other national and foreign entities.

Confirming the growth trend, service provided by Labelec rose
appreciably during 2001 (around 30%), registering values of
25% for the Group and 43% for non-Group entities.

With the aim of complying with regulatory norms relating to the
quality of energy supplied, Labelec intensified the provision of
services in the area of quality monitoring and voltage wave
continuity, with the object of detailing the parameters of service
quality.

Labelec unveiled a new activity in the year under review: the
reconditioning of Measurement Transformers.

For strategic reasons, the traditional manufacturer of this
equipment ceased production and, consequently, the support
for reconditioning of the devices in service (which are estimated
to number around 9,500).

As it has the appropriate testing means and the diagnostic
experience covering the state of the Measurement
Transformers insulation, Labelec equipped itself to undertake
the reconditioning work with the agreement and interest of the
EDP Group companies.



THE EDP GROUPOS MANAGEMENT POLICIES

HUMAN RESOURCES POLICY

Since the EDP GroupOs strategy is strongly founded on its
human resources, its human resources policy addresses three
fundamental areas:

¥ "Vitalise" and "Renovate" the corporate culture;
¥ "Rejuvenate" the workforce;
¥ "Develop” individual skills and the GroupOs expertise.

This policy is underpinned by 33 measures covering the different
aspects of the EDP GroupOs human resources management, to be
put into operation with the assistance of an external consultant.

W ork continued on the re-scaling of staffing requirements at
the Group companies, as a result of which the staff
complement situation by area of Group activity presented the
following distribution at the end of the year:

Number of employees
EDP Group

1998 2000 2001 A%

Portugal 11,430 10,525 9,390 -10.8%
a) Generation 2,371 2,272 2,174 -4.3%
CPPE 1,811 1,699 1,246 -26.7%
Engineering and studies 405 436 408 -6.4%
Other (1) 155 136 520 282.4%
b) Distribution 9,030 8,221 7,178 -12.7%
c) EDP Energia 29 33 38 15.2%
Brazil (2) - 7 1,471 -
a) Generation b b 5] 5]
b) Distribution b 7 1,471 5]

(1) In 2001 are included the employees of Non Binding Generation, Special Regime
Generation and of the Generating Management companies (398 workers, which explains
the sharp increase).

(2) In 2001, with the first consolidation of Bandeirante's accounts, the total number of its
employees have been taken into account.

(3) In 2000 the employees of Comunitel have not been included because this company was
acquired in 2001.

(4) Includes the current employees of overseas affiliated companies, members of the Board
of Directors, in addition to the current employees at EDP, S.A.; EDP ¢guas; Valorigua;
EDP Internacional; EDP Servisos; EDP Imobilifria; Scvida; MRH and Internel. In 1999 also
includes REN employees.

In order to meet these goals, it was necessary to resort to
early retirements and mutual-agreed employment contract
rescissions, while as regards rejuvenation, 184 new employees
were admitted to the Group companies.

However, the age structure remains at the high end, with the
average age being around 45, while the personnel profile is
essentially male (81%).

As part of the human resources policy, the end of the year saw
the staging of the "EDP Group Reunion with New Employees".
This welcoming programme was divided up into three sessions
and covered some 260 new Group employees recruited in
2000 and 2001.

During 3 days (one lecture hall presentation and two visits to
the premises of EDP Produe<o and EDP Distribuis<0), these
employees were afforded the opportunity to become better
acquainted with the Group, its businesses, its technologies and
its people.

The goals of this initiative were achieved, as evidenced by the
level of satisfaction amongst the participants (97%) and which
endorses one of the human resource policyOs slogans "1tOs good
to be a part of EDP!".

The HR module (SAP platform) was put into service at the
GroupOs electrical sector companies, embracing the entire
universe of current employees, as well as the administrative
handling of all pensions-related processes.

A number of other modules dealing with Personnel
Administration and Personnel Development were also
implemented.

Another instrument of human resources policy launched on a
trial basis was the Quiosque Interno MultimZdia (QUIM B an in-
house multimedia kiosk). This interface between the SAP/HR
module, hierarchies, employees and the Human Resources
Departments speeds up the communications between these
parties, making available on their personal computers



(employees/management tiers) important

information for consultation and/or action.

The companyOs approximation to universities
was reinforced by way of direct contacts, with
the EDP Group participating actively in a
number of events organised by these
institutions. EDP also adhered to the Trainee
Programmes which allow final-year students
and recent graduates in essentially the
engineering and management fields to share
knowledge and to experience working in a
business environment.

Furthermore, as a manner of giving support to
staff recruitment, the Group promoted the
submission of candidacies via our home page
on the internet and made available the
respective Candidate Data Bases throughout
the EDP Group.

ENVIRONMENTAL POLICY

The electricity sector companies play a fundamental role in the
development of a sustainable society. From the very outset,
through the reduction of the direct environmental impact of
their own activities: but also in the aspects relating to the final
use of electricity and the manner how this can contribute to
improving environmental, economic and social performance.

The chief national and international concerns pertaining to the
environment in 2001 continued to be centred on the themes
directly relating to EDPOs activities, the evolution of which the
company continued to monitor closely.

The question of climate change merited special attention. There
were significant developments in the field of international
negotiations concerning the Kyoto Protocol. By the end of the
year important agreements had been reached regarding the
manner in which the Treaty would be put into operation.

&

The European Union assumed the intention to ratify the

Protocol in 2002 and to introduce the community scheme for
emissions trading with effect from 2005. Viewing this new fact
as a business opportunity, EDP continued to acquire know-how
in this domain through its participation in a new initiative
promoted by EURELECTRIC in the area of emissions trading. At
local level, and in conjunction with Pricewaterhouse Coopers,
we took part in the exercise entitled "PGETS B Portuguese
Greenhouse Gases & Energy Trading Simulation”, simulating a
national emissions market.

Also worth noting was the approval of the new Community
Directives relating to the limitation of acid pollutant emissions.
The relevant national regulations will force a revision of the
National Emissions Reduction Programme, the initial work on
which EDP participated at the end of the year in conjunction
with other national operators of large combustion
installations.

The Ministry of the Economy presented the E4 Programme at
the end of the year B Energy Efficiency and Endogenous
Energies, which institutes a new framework of driving measures



in the area of energy demand and the use of renewable
energies, that EDP will take advantage of in order to inject a
new dynamic to its action in these areas.

Also in 2001, the revision of the Tariff Regulations introduced
new conditions for upgrading initiatives undertaken by regulated
operators in the environmental field. In this regard, EDP
submitted to the regulator a comprehensive proposal for the
Demand Management Plan to be conducted by EDP Distribuis<o
in the period 2002-2004.

At operating level, the company pursued a number of
environmental protection and promotion actions that give
concrete expression to the principles laid down in its
Environmental Policy.

Under one of this policyOs fundamental strategic cornerstones B
the gradual implementation of Environmental Management
Systems throughout the Group B the Sines thermoelectric
power station was attributed its certification, thereby concluding
the process involving the environmental certification of EDPOs
major thermal power-generating centres. With the assistance

of HIDRORUMO, a start was made to extending the
implementation of Environmental Management Systems to the
hydroelectric generating facilities owned by HDN and
HIDROCENEL.

W ith regard to Environmental Impact Assessment studies into
projects currently under way, the Ministry for the Environment
and Territorial Planning issued a favourable report on the
Ribatejo Thermoelectric Power Station, while work continued on
the preparation of the Comparative Environmental Impact Study
of the Baixo Sabor and Alto C™a hydroelectric schemes.

RISK MANAGEMENT POLICY
Operating risk

The EDP GroupOs responsibilities towards society, the market
and its stakeholders have led to the holding companyOs top

management becoming directly involved in monitoring the
different risks and accident performance.

W ith a view to instituting an appropriate cost and risk-
sharing management system, an international reinsurance
company was formed in 1994 within the GroupOs universe b
Energia RE D headquartered in Luxembourg (favoured
European centre for this area of activity), enabling the EDP
Group to obtain, amongst others, the following benefits:

¥ uniformisation of its insurance programme;
¥ direct access to the international reinsurance market;

¥ retention of part of the risk, through primary material
damage, machinery breakdown and public liability policies;

¥ control and insurance cost stability.

This management instrument positioned the Group in the
international reinsurance market on a par with the other
reinsurance companies, thus reducing the GroupOs dependence
on the market.

With the objective of obtaining specialised collaboration, the
EDP Group receives the regular assistance of an international

assistant, with the following principal goals:

¥ design, management and placing of insurance and
reinsurance programmes;

¥ administration of the primary programmes placed at Energia RE;

¥ preparation of risk-management and prevention programmes
in the engineering areas;

¥ claims management and monitoring of reinsurance inspection
teams.

In 2001, a major awareness and risk control drive was
embarked on through the promotion of the following initiatives:



¥ sharing and characterisation of insurance cover and
claims at meetings with the management tiers of the
Group companies;

¥ top managementOs involvement in monitoring the different
risks and claims trends;

¥ widespread dissemination by the Group companies of an
information and educational brochure concerning the different
policies;

¥ high degree of implementation of the recommendations
emanating from the technical audits realised at the industrial
sites by international reinsurers;

¥ substantial level of capital expenditure on maintenance, with
significant reflections on the safety of installations and
availability level,

¥ significant capital expenditure channelled into environmental
protection technologies and the quality certification of the
industrial installations.

The EDP GroupOs insurance package covers the risks of all the

business areas: generation, distribution, services, information

technologies and telecommunications, as well as the risks of

REN - Rede ElZctrica Nacional, S.A..

The EDP GroupOs insurance portfolio has the following
composition and scope:

Insurance policies which protect employees:
¥ Work accidents;

¥ Personal accidents;
¥ Employees seconded overseas;
¥ Temporary rentals;

¥ DirectorsO and managersO responsibilities.

&

Insurance policies which protect assets:
¥ Property damage and machinery breakdown;

¥ Motor vehicle fleet.

Insurance policies which cover responsibilities to society:
¥ Public liability;

¥ Guarantee.

EDPOs low claims level has allowed us to benefit, in the area of
potential risk relating to property damage and machinery
breakdown in the period 1999 to 2001, from a Long Term
Agreement entered into between Energia RE and the reinsurance
market. This agreement has made it possible not only to keep
insurance premiums relatively low, but also to receive in 2002 a
part of those paid in contractual terms. In 2001 the previous
policy cover and excesses of the preceding year were maintained,
as well as the rate corresponding to the premium paid to the
insurance market and international reinsurer.

In relation to general public liability insurance, there was no
change from 2000 to 2001, whilst with regard to the public
liability of directors and managers, the insurance cover of 2000
was maintained, with the costs borne by the Group decreasing
slightly.

Besides these insurance policies, which are the largest in terms
of the capital involved, EDP maintained its motor vehicle fleet
insured in 2001 on the same conditions as the preceding year.

As regards the insurance to protect employees (work and
personal accidents), there were no changes in cover levels
when compared with the previous year, but the EDP Group was
able to obtain more favourable market terms in placing as a
result of the low claims level of the recent past.

Financial risk

In the EDP GroupOs financial activity, risk essentially resides
in the debt portfolio and consists of interest-rate and



currency risks and, to a more limited degree, counterparty
default risk.

EDP manages interest-rate risk through the use of
interest-rate derivative instruments. These operations have
as their objective reducing financing charges and/or
limiting the impact on finance charges of fluctuations in
market interest rates. To this end, EDP has entered into
swap operations converting fixed interest into variable
rates, as well as some more structured operations
incorporating caps. All the operations are realised over
existing liabilities forming part of the GroupOs debt portfolio
and constitute a perfect hedge in that they provide a match
between the payment/receipt dates of the hedging
operation and the underlying debt, taking into consideration
its capital repayment profile.

At the present time, the EDP GroupOs exposure to currency
risk in terms of debt results from the consolidation of the
Brazilian companies that have foreign-currency denominated
borrowings, namely American dollars, bearing in mind that
the total debt contracted by the holding company is
denominated in Euros. EDP follows attentively the trend in
the BRL/USD and USD/EUR exchange rates and seeks to
identify ways of hedging/mitigating the impact of currency
variations on the finance charges of these companies and,
consequently, on their consolidated results via derivatives or
debt restructuring.

In terms of counterpart risk, in its negotiation and

contracting of all financial operations (debt or derivatives)
EDP takes into consideration the technical capacity,
competitiveness, credit rating, as well as EDPOs exposure to
the entity concerned with a view to avoiding concentrations
of counterparty risk.

Another risk that has recently gained greater relevance

is documentation risk, and in this respect EDP has

adopted market standards whenever possible. In this
connection, all derivative operations are contracted in
accordance with ISDA MASTER AGREEMENTS, while bond

issues are issued via its Programme for the Issuance
of Debt Instruments.

Finally itOs worth to point out that all derivative operations
require Board of Directors approval, which lays down the
operationOs parameters so that it may be executed under
the most favourable market conditions. EDPOs policy is to
enter into derivative operations solely for hedging purposes,
while any speculative operations are totally barred. The
operations are monitored during their maturity term and
periodically their efficacy evaluated in the continuing
pursuance of control and risk-cover objectives, as well as
the market value of the instruments contracted so as to
support decisions concerning the continuity or alterations to
operations realised.

FINANCIAL POLICY

The EDP GroupOs finance function played an important role
during the course of 2001 in supporting the

implementation of the strategies defined by the Group,
namely, in the reinforcement of its position in its domestic
market (Iberian Peninsula), through the acquisition of
Hidrocanttbrico, and in the consolidation of its
internationalisation policy with special focus on the GroupOs
position in the Brazilian market.

At the end of the year under review, the GroupOs consolidated
debt totalled EUR 5,799 million, of which EUR 4,796 million
(not including bank overdrafts of EUR 72 million) corresponds
to debt contracted by the holding company. The Group
maintains its policy of centralising the contracting of interest-
bearing debt at the holding company, except in those cases
where the company is not wholly owned by the Group or their
geographic location does not allow this, as is the case with
the Brazilian companies. Of the debt contracted by the Group
companies, of special note was the EUR 261 million relating
to Adygesinval, the corporate vehicle for the acquisition of
Hidrocantfbrico, EUR 217 million relating to ONI and EUR
115 million relating to Bandeirante. These operations were



the principal factors explaining the EDP GroupOs 15.7%
growth in debt.

Presently, EDP, S.A.Os debt portfolio from the standpoint of
medium and long term borrowings, is composed 60% by bond
loans, with the balance comprising bank and European
Investment Bank loans.

EDP continued to pursue the policy embarked on two years
ago of extending the average maturity period of EDPOs debt
portfolio. In this arena during the year and following the

review and stepping up of EDP, S.A.Os and EDP Finance B.V.0s

Euro Medium Term Notes Programme for EUR 5,000
million, the second 10-year international bond issue was
floated under the programme totalling EUR 1,000 million
with a coupon of 5.875%. In terms of this programme and
via EDP Finance B.V. three private placements were
executed totalling approximately EUR 100 million with
maturities of three, five and seven years, thereby flattening
the EDP GroupOs debt maturity curve.

In medium-term financing EDP effected the partial
repayment of the 22 ™ (EUR 48 million), 23 ™ (EUR 139
million) and 24 ™ (EUR 236 million) bond issues as a result
of the exercise of the put option by bondholders set into
motion by the reduction of the Portuguese StateOs
participation in EDPOs share capital.

On the short-term finance front, a Euro Commercial Paper
programme amounting to EUR 1,000 million, was attributed

the highest rating by the international agencies MoodyOs (P1)
and Standard & PoorOs (A1+). This new short-term funding
instrument affords the EDP Group greater flexibility at extremely
competitive cost. This market allows the Group to broaden its
universe of creditors and boost its exposure to international
investors.

Complementing the above Euro Commercial Paper, a EUR 750
million revolving syndicated credit line was contracted. This
lineOs syndication attracted great interest on the part of banking
entities, with demand exceeding the operation amount by 80%.

At the end of the year, EDP , S.A. had at its disposal contracted
and undrawn credit lines of EUR 1,060 million and unused
commercial paper facilities of EUR 1,495 million, of which EUR
200 million was contracted in 2001 with Banco Santander de
Neg—cios, as Agent and Underwriter.

Turning to the question of managing interest rate attaching
to EDP, S.A.Os debt portfolio and in order to benefit from the
decline in interest rates, EDP entered into some interest
rate swap operations, paying variable rate and receiving
fixed rate. This enabled the company to reduce the finance
charges on certain liabilities, namely in the international
bond coupon of 5.875%. With these derivative operations
and the downward movement in interest rates, the average
interest rate on EDP, S.A.Os financial debt at the end

of 2001 stood at 3.70% (4.65% at the close of 2000),

with no major change taking place between fixed and
variable rate.

The EDP GroupOs debt is denominated in euros, with the
exception of the debt contracted by the Brazilian companies,
whose borrowings are in American dollars and reais.

Of the operations realised during the past year by the
companies in which EDP, S.A. has invested, of special note is
the issue of debentures totalling 250 million reais by Investco
(11% held by EDP).

With the object of reducing currency risk on the EDP GroupOs
debt associated with Bandeirante, a repurchase operation was
transacted involving Brady Bonds which mirrored this companyOs
debt to the Brazilian Treasury. For this purpose, some USD

274 million worth of securities were bought on the international
markets at an average discount of 25%. These securities were
subsequently transferred to Bandeirante, which in turn handed
them over to the Secretary of the Brazilian National Treasury. In
this manner it was possible to eliminate some 93% of
BandeiranteOs dollar debt. At the same time, this operation
produced a significant financial gain for the EDP Group, equal to
the difference between the nominal and market values of these
securities.



W ith regard to medium and long-term ratings, S&P lowered its
long-term to AA- with Negative Outlook, while MoodyOs placed
EDPOs Aa3 rating on observation pending possible downgrade,
at the time of the announcement of the signing of the
Hidrocanttbrico Shareholders Agreement. This agreement
signified the conclusion of the transaction and defined the
parameters for the respective shareholdersO capital
contributions, entailing a future increase in the volume of the

EDP GroupOs assets and liabilities equivalent to EDPOs investment

in Hidrocanttbrico.

At the end of the year, the EDP Group continued to display a
strong capacity to comply with its financial obligations and a
solid balance sheet structure which is reflected in the
financial ratios, such as EBITDA/finance charges with a
value of 5.46 and the capital structure (Debt to Capital

ratio) which attained 91.51% in 2001, placing EDP on

a par with European electricity companies with the best
credit risk.

INTERNAL AUDIT

During 2001, internal audit activity was profoundly marked by
an internal process of reflection of its role and modus operandi
within the EDP Group, during which a broad poll was conducted
involving the companyOs entire macro-structure. The overriding
objective of this exercise was the formulation of the major
guidelines for a more effective internal audit tailored to the
organisationOs needs.

This process led to the establishment of an internal audit
vision centred on risk and the work plan for 2002. The
latterOs fundamental goal is the implementation of an
organisational model for functioning that is consistent
with this vision and with the other guidelines adopted and
capable of responding effectively to the GroupOs present
and future needs.

Current internal audit activity, in line with previous years,
focused on audits aimed at assessing the adequacy of control

systems and operational conformity and the integrity of the
information associated with various transversal processes
involving the Group companies, with special incidence on those