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Management Report
To Shareholders:

In compliance with legal and statutory provisions, the Board of Directors of Brasil Telecom Participagdes S.A. submits the Management Report,
the Financial Statements for the Company and the Consolidated Financial Statements and the Opinion of the Independent Auditors to the
appreciation of its Shareholders, related to fiscal year ending on December 31, 2004.

Macroeconomic Environment

2004 was a peculiar year due to the recovery of the Brazilian economy, which was leveraged by the increase in exports and by the economic
policy implemented by the Federal Government.

This scenario, together with the deterioration of the monetary and fiscal indicators in the US, led to the appreciation of the real compared to the
dollar, whose exchange rate by the end of the year was R$2.65, a 8.1% drop in relation to 2003.

The inflation rate has been a major concern in Brazil, pressured by the economic recovery and by the increase of commodities prices, such as
petroleum. In the last years, the Brazilian Central Bank has used the interest rate as a monetary policy tool, showing the importance of inflation
control and suggesting a gradual drop of this rate in the coming years. In 2004, the accumulated IGP-DI (General Price Index Internal
Availability) was 12.14%, against 7.67% in 2003, pushed up by the IPA (Price Index in Wholesale). The Selic (Special System for Liquidity and
Custody) rate ended the year at 17.75% p.a., compared to 16.50% in 2003.

Brasil Telecom is working with the maintenance of the growth scenario and the steady inflation fall for the next years. The international context
observed in 2004 suggests world growth recovery, despite the uncertainties associated to the Middle East and to the review of the U.S. interest
rates. Brazilian economic growth is forecasted to have an average increase of GDP above 3% p.a. during 2005/2006.

The Telecommunications Sector

In 2004, the search for new fixed telephones was limited, mainly due to income insufficiency in classes C and D. Despite the recovery of the
economy and the employment rates  which had no effect on the income levels and the development of new market solutions, the inventories of
unused terminals in the concessionaries plant remained high.

Brasil Telecom intensified the actions focused on traffic increase and improvement of the ARPU  Average Revenue per User, by offering new
products and services, expanding the base of broadband subscribers, managing customer loyalty and acquiring the control of MetroRED, Vant
and iG, Brazil s biggest dial up Internet service provider.

As for the mobile telephony market, it continued to experience significant growth rates, due to the interest raised by the prepaid mobile phone,
which allows the user to control his expenses. The mobile plant reached an expressive number of 65.6 million accesses, which represents a
41.5% growth compared to 2003.

One of the most important events related to the mobile telephony market was Brasil Telecom GSM s launch, which took place by the end of
September. Na advertising campaign presented the Company to the customers, where the benefits of the strategy were demonstrated: convergent
offers of products and services. Brasil Telecom GSM introduced a differential in the market, exploiting the existent synergies among its fixed
and mobile networks and operations. After three months of operation, Brasil Telecom GSM has covered 81,2% of the population of Region 11
and has sold 622.3 mobile accesses in service.

Regulatory Environment

The expectation of the approval of a bill that would give the regulatory agencies a new role in 2004 has not been fulfilled. The Executive Body
withdraw its initial request for urgent procedure on the project, which is currently being analyzed by the House of Deputies. Anyway, debates
with regard to the new attributions of the agencies and ministers proceed in several segments of society, and it is impossible to anticipate how
this issue will affect the regulated sectors.

On July 1st, 2004 the STJ (High Court of Justice) decided on the merit of the appeal filed in Federal Court against the tariff readjustment granted
by Anatel based on the IGP-DI, as established by the concession agreements. The terms of the agreements prevailed. During the decision
process, the operators requested to the STJ that the IGP-DI would only be applied after the publishing decision date, what brought benefits to the
users.
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Several judicial actions questioned the charging of the basic PSTN (Switched Fixed-Line Telephone System) subscription. Fundamental to the
economic-financial balance of the service, the basic subscription is not only legal, but also a right granted by the Concession Agreements
established with the Grantor. The basic subscription allows the telecommunications system to work properly, especially, the accomplishment of
the universalization goals and the maintenance of a complex network infra-structure that makes possible the connection between users and
switching centers, as well as among other users located throughout the Brazilian territory. Besides, the basic subscription is charged so the STFC
service can be provided continuously and without interruptions.

In January 27, 2005, the President of the STJ, Minister Edson Vidigal, granted an injunction in the conflict of competence judicious by Anatel,
determining the suspension of the collective processes where it is discussed the validity of the basic subscription charged by the operators of the
PSTN, and determining that in as temporary, the Court of the 2nd Federal Court of the Judiciary Section of the Federal District, solves the urgent
measures until the conflict of competence be judged, once all consumers of Brazil are interested and also because Anatel is part of the passive
pole of the actions.

In the middle of 2003, after a time period of public hearing, a new regulation was issued, reducing the number of local areas all over the country,
altering the extension of local areas to the limits of the municipality district, finishing with conurbated areas in metropolitan regions and
redefining several neighbor areas situated in different municipalities as local areas.

During 2004, public hearings concerning the rules for mean-reverting properties, splitting and allocation of accounts and interconnection has
been published and discussed. These new regulations shall align with the requirements stated in Concession Agreements to be effective as of
January 1st, 2006.

The concessionaries and Anatel continued to discuss the transition process from the current PGMU  General Plan of Universalization Goals to
those established by the new PGMU, to become effective as of January 1st, 2006. These understandings concern the number and the distribution
of public telephones, AICE (Individual Access of Special Class) provision and offering conditions and PST (Telephone Service Outlets)
implementation.

The Group

Brasil Telecom s Group is formed by companies, which operate in the telecommunications sector, specifically in the local and domestic and
international long distance wireline telephony, data transmission, data center, mobile telephony and Internet.

Corporate Structure as of 12/31/2004

Brasil Telecom S.A.

The company in charge of providing fixed line telephony, not only local, but long distance services is Brasil Telecom S.A., public
concessionaire that operates in Region II, as established by PGO  Plano Geral de Outorgas (General Concession Plan), which comprehends the
states of Acre, Rondonia, Mato Grosso, Mato Grosso do Sul, Tocantins, Goids, Santa Catarina, Parand and Rio Grande do Sul, as well as the
Federal District. This Region has four metropolitan areas with a population over one million inhabitants and borders Peru, Bolivia, Paraguay,
Argentina and Uruguay, and can be considered a corridor to Mercosur.

During the last three years, Brasil Telecom S.A. acquired important telecommunications assets, seizing wonderful opportunities. The main goal
was to turn the Company into a complete multi-provider of telecommunications services, where convergence is the basic assumption. It is not
solely the offering of integrated products and services, but this offering being supported by a single network infrastructure and information
technology systems. Currently, no other company in Brazil has the ability to offer each and every product within the telecommunications value
chain.

Brasil Telecom is already operating throughout Brazil, especially in the three main metropolitan areas, not being restricted anymore to its
concession area, which allows the Company to provide services to the corporate market, thereafter improving its share in the data transmission
market, which has the best growth rates of the industry.

Brasil Telecom also acquired an optical fiber sub-sea cable system that connects Brazil to Venezuela, Bermuda and United States, enabling the
Company to have the autonomy to carry its international traffic of voice and data.

The five million clients served by iG, iBest and BrTurbo made Brasil Telecom Group the largest ISP within Latin America and one of the 15
largest Internet providers of the world in numbers of clients.
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Brasil Telecom completed its strategy with the launching of its mobile operation, which took place in September 2004, when the Company
developed some innovative offers initially advertised to the 10 million users of Brasil Telecom s wireline network, who also subscribe 535.5
thousand broadband accesses.

BrT Servicos de Internet S.A.

Throughout the year of 2004, BrTurbo, a portal dedicated exclusively to broadband content, has been reformulated and given new functionalities
and layout. Platform alteration brought technical and visual improvement, allowing for better navigation and interactivity. BrT Servigos de
Internet, parent company of BrTurbo, established new partnerships during the year to review and manage the content, adding value to the portal.

In March, with the commercial launching of the BrTurbo Empresas, our efforts were also directed towards the small and medium enterprises
segment. In order to meet the demands of a growing market, we launched many products: Presenca Web, Webmail Empresarial, Comprova,
Video Conference and BrTurbo VIP. The value added services enabled a 12% increase in 2004 ARPU (Average Revenue per User) when
compared to 2003, despite the competition and the service penetration in classes with lower purchasing power.

In October, we were ahead with the launching of Turbo Video, a service that brought a new concept of video on demand, making it possible to
rent a movie with a single mouse click without leaving home.

The BrTurbo Asas offering, that uses Wi-Fi technology to provide high-speed internet access to occasionally mobile users, was extended to new
localities with the expansion of the hotspots network. At present, BrTurbo Asas has national coverage, BrT Servicos de Internet has an owned
network of 37 hotspots. Aiming at sales leverage, partnerships have been established with computer and Wi-Fi plate resale stores, which
commissioned by access commercialized, conferred more capillarity to BrT s sales points.

As a result, BrTurbo consolidated its leadership in Region II, reaching 266 thousand customers in 2004, a 146% increase when compared to the
previous year. This performance represents a 50% share of Brasil Telecom s Turbo customers.

Grupo BrT Cabos Submarinos

BrT s system of submarine cables (ex-GlobeNet) is formed by the following companies: Brasil Telecom Cabos Submarinos (Holding) Ltda.,
Brasil Telecom Cabos Submarinos Ltda., Brasil Telecom of America Inc., Brasil Telecom Subsea Cable System (Bermuda) Ltd. and Brasil
Telecom Venezuela S.A., all of them 100% directly or indirectly controlled by Brasil Telecom S.A.

BrT Submarine Cables Group consists of an optical fiber network of 22 thousand kilometers, with an installed capacity of 80 Gbps that can be
expanded up to 1,360 Gbps, connecting the United States of America, Bermuda, Venezuela and Brazil.

During 2004, BrT Submarine Cables Group reduced operational costs, renegotiated agreements and developed new businesses in Venezuela, the
Caribbean, the United States, Brazil and other Mercosur countries. In addition, the submarine cables granted Brasil Telecom the necessary
autonomy to carry its international traffic of voice and data (including IP traffic), reducing interconnection and transport costs. Over 2004 only,
Brasil Telecom saved US$ 8 million in renting expenses of international capacity. For 2005, the cost saving estimate is US$ 16 million.

MetroRED

In May, Brasil Telecom became the holder of 100% of MTH Ventures do Brasil Ltda. ( MTH ), with the signature of a US$ 51 million
sale/purchase contract of the remaining 80.1% capital stock of MTH. The latter, in turn, controls 99.9% of the social capital of MetroRED
Telecomunicagdes Ltda. ( MetroRED ).

MetroRED provides data center, Internet and data transmission services, being the first company in Brazil to bring the high quality performance
and security of the optical fiber technology into offices. MetroRED s current 1,600 km of long-distance network connects Sdo Paulo, Rio de
Janeiro and Belo Horizonte, besides 343 km of local network in those cities, reaching 636 buildings, with potential to reach into five thousand
other buildings.

The integration process between MetroRED and Brasil Telecom, which occurred throughout 2004, led to synergies that resulted in opportunities
of joint services sales, as well as in cost reduction, with the lease of facilities outside Region II, and in general, administrative and information
technology expenses. The integration process made services more competitive in the remaining regions of the country, which perfectly matched
Brasil Telecom s strategy of expanding out of Region II. This process will be continued in 2005, and MetroRED will be marketed under the
Brasil Telecom brand.

With a transport network technologically advanced and complementary to that of Brasil Telecom, MetroRED enabled the direct access to main
corporate customers in the country, providing differentiated national and international coverage assistance, together with BrT Submarine Cables
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Group.
Vant

In May, Brasil Telecom became the holder of 100% of Vant s capital, with the signature of a R$ 15.6 million sale/purchase contract of the
remaining 80.1% capital stock of Vant Telecomunicagdes S.A.

Vant was the first Brazilian operator to offer services with a network totally based in IP  Internet Protocol technology. Present in the main
Brazilian capital cities, Vant operates nationwide, offering a vast portfolio of voice and data products.

Like MetroRED, Vant had its processes integrated to those of Brasil Telecom throughout 2004, allowing for the exploitation of synergies.
iBest

iBest, 100% directly or indirectly controlled by BrT, has registered an expressive growth, mainly in Region II, where it is the market leader with
an estimated market share of 43% at the end of 2004. With 1.6 million active users, iBest ranks as the second biggest dial-up access provider in
Brazil. Throughout 2004, the provider generated 16.6 billion minutes and organized the most important Brazilian Internet award, with more than
25 thousand sites registered.

iBest plays a fundamental role for Brasil Telecom, by reducing the risk represented by the interconnection regime effective in the country, by
fostering the traffic due to dial-up connection and as a channel for Brasil Telecom to commercialize data and voice services. It is worth
mentioning the importance of dial-up Internet connection for the development of future broadband users.

iG

In November, Brasil Telecom concluded the acquisition of 24,467,923 shares from iG, representing about 63% of its total capital, for US$ 104.9
million. Since Brasil Telecom Participacdes S.A. already held, indirectly, about 10% of iG s total capital, the Group assumed control of
approximately 73% of iG, consolidating Brasil Telecom as the leading Internet provider in Latin America.

iG was the first Brazilian portal to offer free Internet access. Over the last years, iG s business model evolved in a significant manner, and the
portal started to generate revenues in publicity, e-commerce, broadband, content commercialization, traffic development and paid services, such
as Internet connection accelerator, telephone support, premium e-mail, hosting services, among others.

iG is the biggest dial-up Internet provider in Brazil, with a market share of over 30%. In addition, it is also the biggest wireless content portal in
the country. iG counts on more than three million active Internet access service users and 7.7 million active e-mail accounts.

The clients base of iG, together with iBest s and BrTurbo s, strengthened Brasil Telecom s positioning in Region II, but also in Regions I and III.
The five million clients served by these portals make Brasil Telecom the largest ISP of Latin America and one of the 15 biggest worldwide
providers in number of customers. Additionally, those clients represent an opportunity of growth outside Brasil Telecom s concession area with

the sale of value added services. Just like iBest, iG plays a fundamental role in the development of future broadband customers.

Brasil Telecom GSM

In 2004, all the processes necessary for Brasil Telecom GSM s start up were concluded, comprehending mainly the installation of network
equipment and the integration of mobile telephony with the rest of Brasil Telecom Group s products.

Brasil Telecom became then the biggest integrated telecommunication network in its concession area, which allowed for a vast offering of
solutions in telecommunications, including fixed telephony, broad and narrow band accesses, dial up Internet, data transmission and mobile
telephony.

The full launching of the mobile operations to the public occurred on September 26, with the publication of the benefits derived from the
convergence Unico, Bonus Todo Més, Amigos Toda Hora, Fale por Menos and Bumerangue 14 were widespread and a smashing launching
promotion: the Pula-Pula .

At the time of the launching, Brasil Telecom GSM already counted on 18 thousand monthly post-paid clients from Nosso Celular ( our mobile
phone ) campaign, created in January, 2004, for the Group s employees and people they recommended, which were allowed to purchase mobile
phones under special conditions.
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Products and Services

Brasil Telecom GSM offers three plan options: post-paid, pre-paid and control. In the latter, the customer pays a predetermined monthly amount,
and purchases pre-paid credits when he/she needs a surplus of consumption.

Besides voice services, Brasil Telecom GSM s clients can also count on value added services, such as data transmission via GPRS, and brand
new services in the market, such as Mobile Banking, where a partnership between Brasil Telecom GSM and several banks, such as Banco do
Brasil, allows for the access to balances, extracts and transfers between checking accounts. Among the main voice and data services and
products offered by Brasil Telecom GSM are 102 online, calling ID, voice mail, integrated virtual answering machine, M-meeting, SMS, chat,
messenger, news, entertainment, games, multimedia card, virtual album, WAP, ring tones, wallpapers and screensavers.

Launching Promotion

Unique and revolutionary, Pula-Pula was Brasil Telecom GSM s launching offering. In its post-paid version, the amount of one monthly invoice
is credited on the customer s next month s invoice, while in the pre-paid version the incoming traffic is converted into outgoing traffic to be used
in the following month, provided one card per month is purchased. Pula-Pula is granted until 2010 for the clients that accepted the offering until
the end of December.

With the convergence offerings and Pula-Pula, Brasil Telecom GSM became the first company in Brasil to offer a loyalty program in real time.
The customer needs not to enroll in a program, or accumulate points, consult catalogues, order prizes. All he/she needs is to purchase a mobile
phone from Brasil Telecom GSM to immediately start taking advantage of the convergence offerings and of Pula-Pula. Brasil Telecom GSM
arrived to change the concepts of telecommunications in Brazil.

Owned Stores  One Stop Shop

Brasil Telecom GSM s 16 owned stores, most of them located in malls in Region II, adopted an innovative concept in the Brazilian telephony
market: one stop shop. This means that the Group s entire portfolio of products and services is available at these stores: fixed telephony, ADSL,
phone bill, CDs for free Internet installation, intelligent services, alternative packages with national and international tariffs (DDD and DDI),
accessories, modem and even PCs. This initiative matches the wishes of the customers and explores the competitive differentials of an integrated
telephony operation.

Sales Points

By the end of the year, Brasil Telecom GSM had 2,109 sales points, including 16 owned stores, 48 kiosks, 800 exclusive, non-exclusive and
corporate authorized agents and 1,300 resellers in the main retail chains.

Roaming

The mobility of Brasil Telecom GSM s customers is not limited to Region II, but also extended to the other regions of the country. In the states of
Minas Gerais, Rio de Janeiro, Espirito Santo, Amazonas, Amap4, Pard, Roraima, Bahia, Sergipe, Alagoas, Pernambuco, Paraiba, Rio Grande do
Norte, Ceard, Piaui and Maranhao, no additional is charged for calling and more advantageous tariffs are available, thanks to an operational
agreement signed by Brasil Telecom GSM with one of the mobile operators in that concession area.

Risk Factors
Regulatory Risk

Brasil Telecom operates in conformity with the concession agreements and authorization terms settled with Anatel, the Brazilian
communications agency, as well as with the sector s legal and regulatory, general and specific provisions, some of which require the compliance
of universalization and quality targets, while others establish the conditions for tariff adjustments and the relationship between the operators.
Any change in the rules originally established can negatively affect the business. Therefore, Brasil Telecom follows the regulation evolution,
acting pro-actively in order to minimize the regulatory risk.

Market Risk

Brasil Telecom has 36.9% of its total gross revenue proceeding from local service. The trend of partial fixed-mobile traffic substitution is a
reality Brasil Telecom is duly dealing with. Several actions are underway, such as the creation of new products and services aiming at the
maintenance of local traffic. Furthermore, Brasil Telecom has launched its mobile operation to guarantee that part of the fixed traffic that is
expected to be substituted by mobile traffic continue to be routed by Brasil Telecom s network.
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Competition Risk

The telecommunications sector becomes more and more competitive each year, particularly in long-distance telephony, mobile telephony and
data transmission. Brasil Telecom has an expressive share in the local and long-distance fixed line markets. With regard to the mobile telephony,
the Company launched its operation by the end of September, and in only 3 months of operation it reached a 3.2% market share in Region II, a
result both of a strategy based in convergence and of the launching of revolutionary products. In so doing Brasil Telecom intends to reduce the
effects of the fixed-mobile migration.

The technological evolution, basically related to the introduction of voice services based on IP protocol (Voice over IP or VoIP), also increases
competition as new entrants operate in this market. Therefore, Brasil Telecom owns IP services technology and offers solutions as PABX Virtual
Net and Vetor to the corporate market. Additionally, the investments in infrastructure made by Brasil Telecom in the last years put the Company
ready to provide the most sophisticated services to all segments of clients. Besides, commercial and administrative actions were taken by Brasil
Telecom before Anatel in order to avoid illegal practices that could be adopted by companies, which are not authorized to operate in this sector.

The Company permanently seeks operational efficiency and excellence in customer relationship, which are fundamental factors to consolidate its
prominent position in Region II.

Financial Risk

Brasil Telecom carried a consolidated debt of R$ 4,708.2 million at the end of December, out of which 81.8% were allocated in the long term.
Independently from expanding cash generation, the Company adopts a conservative policy in the use of third party resources, mainly foreign
currency denominated debt. From the total debt, R$ 1,522.3 million was U.S. dollar, yen and currency basket denominated debt, but Brasil
Telecom uses hedging operations to protect 50.4% of this amount.

With regard to the interest rate paid on its loans, Brasil Telecom is placed in a privileged position, considering that the average annual cost of its
debt is equivalent to 68.7% of the Domestic Interbank Rate.

Operational Risk

With the purpose of protecting its assets, Brasil Telecom buys specific insurances, such as the Insurance on Operational Risks and Disruption to
Earnings. The Operational Risk Insurance provides coverage to all assets against material damage caused by fire, lightening, explosion,
windstorm, theft, flooding, water damage, etc. In order to assure the replacement of its assets, the Company monthly updates the amount of lines
installed by branch and their respective value.

Losses resulting from interruption or interference in the running of the business, caused by any possible material damage, are covered by the
Disruption to Earnings policy.

The civil responsibilities of the directors and officers of Brasil Telecom Group are covered by the D & O (Directors and Officers) policy,
contracted by Brasil Telecom Participacdes S.A., which indemnifies third parties up to the maximum limit amount insured, in case of a failure of
the Company s management is confirmed.

Policy [Insured Assets Covered Amount
(million)
(Operational risks Buildings, machinery, equipment, premises, call centers, [R$ 11,745
towers, infrastructure, information technology equipment
Disruption to Earnings Fixed expenses and net earnings R$ 7,371
Guarantee of contractual obligations Compliance with concession agreements RS 121
D & O Directors & Officers IManagement Responsibility [US$ 15
General Civil Responsibility Material and personal damages to third parties RS$ 10
General Civil Responsibility IMoral damages to third parties RS 2
Competition

Six years after the privatization of the Brazilian Telecommunications sector, lines in service have doubled and competition for more attractive
customers became even more driven. Against this scenario, where companies act in a similar way, the competitive differential lies on the
capacity to provide customers with complete solutions. For that reason, Brasil Telecom became a multi-provider of telecommunications services,
aiming to be recognized as a Company that anticipates market opportunities and fully meets its customers needs.



Edgar Filing: BRASIL TELECOM HOLDING CO - Form 6-K

Local Fixed Telephony

Brasil Telecom s dominant position in local fixed telephony market is due to the network capillarity, to the quality of products and services
provided, and to the competitive prices. Although the expansion of the mobile plant provokes a dispute for local traffic, Brasil Telecom s
predominance was maintained all over the year, while the market share reached 95%.

Domestic Long Distance Fixed Service

Today we are the leader in domestic long-distance intra-regional telecommunications market. In the last quarter of 2004, we achieved an
estimated average market share of 91.2% in the intra-sector segment and of 82.3% in the intra-region segment.

After entering the inter-regional and international long-distance markets, on January 19, 2004, Brasil Telecom has continuously increased its
share in these markets, due to the vast advertising campaign of its carrier selection code, the strength of its brand and the competitive price
policy. This allowed us to reach a 48.9% average market share in the inter-regional segment and approximately a 26.6% average market share in
the international one in the last quarter of 2004. Competing in long distance services, both national and international, is a difficult task, as Anatel
grants many authorizations and licenses to newcomers.

Data Transmission

The data transmission market has shown to be promising, awakening more and more the interest among companies. Brasil Telecom s stake in
this market has grown mainly due to the sales of ADSL access and network services. It is worth mentioning that Brasil Telecom achieved the
goals established for the year, reaching 535.5 thousand ADSL accesses in service by the end of December, thus allowing us to keep our
leadership in our concession area.

Mobile Telephony

In spite of being the last one to arrive in Region II, Brasil Telecom GSM bets in its success due to the synergies existing between mobile and
fixed operations. Brasil Telecom is the only Company in the Region with capacity to develop a strategy based on convergence, the prevailing
movement worldwide. Moreover, we have a renowned brand, we count on a team with expertise in the mobile market, and we offer innovative
products.

Strategic Priorities

Through the acquisition of assets, investments in technological evolution and launching of innovative products, Brasil Telecom consolidates the
basis necessary to convergence, a strategic priority of the Company. Thus, in order to strengthen its positioning as an integrated
telecommunications provider, the Company invests in a differentiated relationship with the customer, as well as in operational excellence.

Our national leadership in dial up Internet has recently been consolidated through the acquisition of iG, Latin America s largest ISP in number of
users. The portal has the largest audience in the Brazilian Internet market. With this, Brasil Telecom gains content and expertise in e-commerce
and hosting.

In Region II, digital inclusion is a reality since 98% of Brasil Telecom s lines in service allow for dial up Internet access, and the addition of
approximately one thousand new ADSL accesses per day has practically doubled Brasil Telecom s base of broadband subscribers.

In data transmission, the integration of MetroRED operations assured the continuous growth of our market share. The Cyber Data Centers and
BrT Submarine Cables Group s international infrastructure strengthened Brasil Telecom s positioning as a telecommunications multi-provider. At
present, the Company is a reference in telecommunications integrated solutions.

Once more Brasil Telecom has led a market revolution, pioneering the launching of a mobile operation totally integrated to the fixed one,
surprising the market by conquering 622.3 thousand customers in only three months of operation.

Internally, the endeavors towards excellence in customer relationship continue and restructuring the customer service channels is one of the main
tools to increase users satisfaction. Actions such as improvement of operational processes, cost reduction and gradual evolution of the network,
aiming at optimizing the existing infrastructure supplement Brasil Telecom s priorities.

To remain ahead of competition and to keep providing the Brazilian market with the most advanced telecommunications technology, Brasil
Telecom will continue to innovate in the development of products based on new technologies as VoIP  and in network integration. With this
strategy, the Company intends to increase its ARPU, while shielding the market against competition.
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Network

Brasil Telecom s network infrastructure is a model of operational efficiency that assures flexibility and quality in services rendered by using last
generation technological resources.

The evolutionary process of the network infrastructure was based on a converging model of services and applications following the concept of
sole network, with the necessary flexibility to render different services of fixed or mobile telephony, voice, data or image to any customer,
anywhere, anytime.

In this sense, Brasil Telecom hired a revolutionary structure of services and applications development in 2004 that will mark its entry into a new
era of telecommunications services. It is about the Service Creation Environment, the final element that definitely supplements Brasil Telecom s
Next Generation Network. In this new structure, whose operation is forecasted for 2005, the new services will be implemented in a centralized
way and will be homogeneously and fast available to any user of the telecommunications network. Furthermore, as this structure works with
open market standards, services may be developed and implemented by a much larger range of suppliers. One should point out that in this type
of architecture there is no need of different networks for different services, which allows for shared and consequently optimized use of network
resources.

The transport and access layer to Brasil Telecom s network continues to develop in terms of capillarity of broadband accesses as well as in traffic
capacity. In 2004, equipment with larger processing capacity was implemented in the core of the network, which will allow for the launching of
broader band services. At the same time, the access network will have its own satellite platform, thus enabling the offer of voice and data
services in locations that are remote or non-accessible to the owned conventional networks in and out of Region II.

In 2004, Brasil Telecom initiated the implementation of the first DSLAM IP/Ethernet, equipment that concentrates the ADSL accesses. The
network is prepared to provide support to technologies such as ADSL 2+, which will permit the offering of faster services. The implementation
of MetroEthernet access network was initiated to fulfill new demands.

During 2004, Brasil Telecom added security systems to its IP network in order to avoid and void the effect of attacks and increase the network
reliability.

One of the major challenges for Brasil Telecom in 2004 was to implement in a short time period its mobile network, which uses the most
advanced cellular technology, integrated with the fixed network. In this project the following assumptions were considered:

e 1,800/900MHz GSM technology for voice;
o GPRS/EDGE technology General Packet Radio Service/Enhanced Data rates for GSM Evolution for data;
e guarantee of technological evolution;

e sole voice core distributed in an initial topology of three MSCs  Mobile Switching Center divided in regions according to each region s
level of interest on traffic;

e HLRs Home Location Register geographically separated, assuring security and flexibility;
e sole data core;

e access network distributed in 626 locations served by 1,632 Base Radio Stations;

o GPRS coverage in 100% of served locations;

e sharing of the existing infrastructure;

e integration with the fixed network platforms.

As aresult of the discerning plan for convergence between fixed and mobile networks, Brasil Telecom is launching exclusive and value added
converging services, with competitive differential.

Universalization Targets
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During 2004, Brasil Telecom accomplished all universalization targets established in the General Plan of Universalization Targets, including
one-week activation of individual access.

Quality Targets

Brasil Telecom met or surpassed the quality targets established by Anatel in the 420 measurements occurred throughout the year, except the rate
of originated local calls completed night and the rate of originated local calls not completed night, once there was a congestion in January, due
to problems of the route crossing point of the network of mobile operators, as shown in the table below:

Quality Goals

Indicators

QUALITY OF SERVICE JAN |[FEB [MAR |APR MAY |JUN [JUL [AUG |SEP |OCT [NOV |DEC
Rate of obtaining dialing tone with a maximum waiting

period of 3 seconds (target of 98%) - Morning 99.96 [99.96 [99.97 199.97 199.96 199.98 [99.98 199.95 199.92 [99.96 | 99.95 ]199.96
Rate of obtaining dialing tone with a maximum waiting

period of 3 seconds (target of 98%) Evening 99.97199.96 [99.97 [99.97 199.97 199.97 [99.98 [99.96 ] 99.95 ]99.96 [99.96 | 99.95
Rate of obtaining dialing tone with a maximum waiting

period of 3 seconds (target of 98%) Night 99.97199.96 199.97 199.98 199.97 199.98 [99.99 199.95 [99.98 199.96 |199.97 [99.97

Rate of local calls completed (target of 70%) - Morning [73.24 |173.58 172.38 |72.03 [72.22 |73.25]72.88 [71.91 |72.19|71.41 [{71.55]71.10
Rate of local calls completed (target of 70%) - Evening  |73.73 [73.74 [72.36 |172.47 | 72.63 | 73.37 | 72.66 [ 72.33 [ 72.61 | 71.89 ] 71.60 | 71.02
Rate of local calls completed (target of 70%)  Night 68.8471.99171.22|71.17|71.23|72.36{71.8371.73 [71.36 |70.80 | 71.22 [ 70.45
Rate of local calls not completed (target of 70%)

IMorning 1.23 10.89 10.90 | 1.07 [ 1.38 | 0.67 ] 0.77 [ 0.99 | 0.81 | 1.04 | 0.99 | 0.90
Rate of local calls not completed (target of 70%)
[Evening 148 [ 1.05 1139 10.97 | 1.08 | 0.76 ] 0.66 | 0.97 1 0.85 | 1.03 | 1.05 | 1.26

Rate of local calls not completed (target of 70%) Night| 5.82 | 3.09 | 2.51 | 231 | 2.74 | 1.19 | 1.37 | 1.88 | 1.24 1 243 | 1.73 [ 1.75
Rate of DLD calls completed consolidated amount -

(target of 70%) Morning 71.79171.98 170.93 |71.04 |72.26 | 72.05 [72.21 | 72.28 [72.49 | 71.61 | 71.46 | 72.02
Rate of DLD calls completed consolidated amount -

(target of 70%) _Evening 71.97172.09|71.82 |71.65]72.53|72.98 [72.7172.34[72.56|72.84|71.22]72.14
Rate of DLD calls completed consolidated amount -

(target of 70%)  Night 70.06 | 71.20 |71.15|71.15|71.74|72.14 [70.87 | 71.68 | 71.41 | 71.41 | 71.83 [71.11
Rate of DLD calls not completed due to congestion

consolidated amount - (target of 4%) - Morning 204 1 1.64 [ 2.71 [ 2.18 | 1.88 | 1.94 | 1.51 | 1.47 [ 1.39 [ 1.76 | 2.23 | 1.66
Rate of DLD calls not completed due to congestion

consolidated amount - (target of 4%) Evening 1.61 1190 | 1.63 ] 145 [1.64 | 1.21 [ 1.27 {192 | 1.87 | 1.33 |12.47 | 1.79
Rate of DLD calls not completed due to congestion

consolidated amount - (target of 4%) Night 333 1227 [277 [ 215168 | 1.34 13.03 | 1.85 [ 1.41 [2.57 | 143 | 1.79
REPAIR REQUESTS

Rate of repair requests per 100 accesses of PSTN (target

of 2%) 140 [ 131 | 1451144 1146 [ 135|138 [1.42 | 1.51 | 1.55]1.47 | 142
Rate of attending repair requests from residential users

within 24 hours (target of 97%) 99.62 199.61 198.60 [97.85199.50 |99.54 [99.56 199.59 [99.62 ]99.30 | 99.39 [ 99.37
Rate of attending repair requests from non-residential

users within 8 hours (target of 97%) 99.34199.27198.31 198.04 [99.20 |99.38 [99.22 199.03 [98.99 | 98.65 | 98.73 [98.43
Rate of attending repair requests from public utility

service providers in up to 2 hours (target of 98%) 100 | 100 | 100 ] 100 | 100 | 100 | 100 | 100 { 100 | 100 | 100 | 100

CHANGE OF ADDRESS REQUESTS

Rate of attending change of address requests from
residential users in up to 3 working days (target of 97%) [99.88 [99.88 199.82 |99.88 [99.90 {99.90 [99.75 199.87 199.89 199.89 |99.63 [99.76
Rate of attending change of address requests from
non-residential users in up to 24 hours (target of 97%) 99.31199.43 {99.52199.09 {99.34 {99.40 [99.18 [99.39 ]199.35]99.30 | 98.97 198.96

Rate of attending change of address requests from public
utility service providers in up to 6 hours (target of 98%) | 100 | 100 | 100 | 100 | 100 | 100 ] 100 | 100 | 100 | 100 | 100 | 100

IATTENDANCE BY PHONE

99.56 [99.53198.48 197.35199.70 [99.71 [ 99.70 |1 99.57 [99.24 199.09 | 97.99 | 99.69
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Rate of attending by phone a PSTN user in up to 10

seconds (target of 94%) Morning

Rate of attending by phone a PSTN user in up to 10

seconds (target of 94%) Evening 99.70199.59 199.27 199.29 199.54 1 99.64 [99.68 1 99.60 [99.77 199.49 199.23 [99.47
Rate of attending by phone a PSTN user in up to 10

seconds (target of 94%) Night 99.21 [98.99 [99.07 |98.83 199.85199.67 [96.77 199.53 199.79 [99.91 | 99.88 | 99.70
PUBLIC PHONE QUALITY

INumber of repair requests for public phones per 100

public phones (target of 10%) 8.06 | 7.06 | 7.19 | 6.86 [ 7.62 | 6.69 | 6.93 | 6.49 | 6.34 | 5.32 | 4.31 [ 7.45
Rate of attending public phones repair requests in up to

hours (target of 97%) 99.45199.58 [99.28 |98.87 199.26 199.47 [99.57 199.49 199.30 {99.25 | 99.01 | 98.70
IACCESS INFORMATION CODE TO THE USER

Rate of access information code to user answered in up

to 30 seconds (target of 97%) 98.03 [98.02 [98.03 [98.19 198.31 |98.74 [98.94 [99.08 | 99.22 ]99.17 [98.59 | 98.78
IATTENDANCE TO USER CORRESPONDENCE

Rate of attending correspondence from users in up to 5

working days (target of 100%) 100 | 100 [ 100 ] 100 ] 100 | 100 | 100 | 100 | 100 [ 100 | 100 | 100
CUSTOMER CARE

Rate of providing personal attendance to user in up to 10

minutes (target of 95%) NA [NA |NA [NA |NA [NA |NA |NA [NA |NA [NA |NA
BILL ISSUANCE

INumber of bills with error complaints per 1,000 bills

issued local calls (target of 2%) 1.74 [ 1.61 | 190 | 1.81 | 1.92 [ 1.78 | 1.91 | 1.93 [ 1.91 | 1.93 | 1.94 | 1.96
INumber of bills with error complaints per 1,000 bills

issued DLD calls (target of 2%) 0.29 1026 1044 1047 | 1.37 [ 1.59 | 1.65 [ 1.57 | 1.56 | 1.55 | 1.54 | 1.55
Number of bills contested with refunds to users local

calls (target of 97%) 100 | 100 ] 100 ] 100 [ 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100
INumber of bills contested with refunds to users DLD

calls (target of 97%) 100 | 100 | 100 | 100 | 100 [ 100 ] 100 | 100 | 100 | 100 [ 100 | 100
NETWORK MODERNIZATION

Digitisation rate (target of 95%) 99.19199.27 199.29 [99.30 199.31 |99.52 [99.60 ] 99.60 [99.60 ]99.72 199.72 199.72
[Total number of targets met (target of 35) 33 35 35 35 35 35 35 35 35 35 35 35

N.A. = Not Applicable

Information Technology (IT)

Agility, flexibility and availability are technological strategic guidelines that lead IT actions in the search for convergent solutions that meet
business needs. The implementation of new systems during 2004 was driven towards the following corporate targets:

e customer relationship, acquisition and loyalty;

e commercialization of new products and alternative plans;

e integrated offering;
e value added solutions;
e loss reduction; and

e operation optimization.

Besides supporting the fixed telephony operations and the other business segments of Brasil Telecom, such as Internet and Cyber Data Center,
the IT systems started to support the mobile telephony operation, accomplishing the technological convergence.

Another item in last year s corporate schedule was to integrate of the companies acquired by Brasil Telecom. Thus, part of the IT actions
consisted of extending the systems that assist Brasil Telecom, such as ERP  SAP, billing and CRM - Customer Relationship Management, to

MetroRed and the other companies.
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The main IT projects developed in 2004 are summarized below:
Launching Brasil Telecom GSM

The launching of Brasil Telecom GSM was the largest project carried out by IT in 2004. Unique in Brazil, its objective was to prepare the
mobile telephony operation to be performed from the platforms previously used in fixed telephony, considering services and products
convergence.

All activities of the project were directed by a Plan of Releases, focused initially on the launching of the operations and, then, on the incremental
inclusion of functionalities. Based on this Plan, business management systems (commission, subsidies, business portal, ERP, logistics),
relationship with customers (assistance, sales, agreements), revenue processing (billing and collection) and network management (provisioning,
failure and performance management) were adapted.

Due to the peculiarities of the mobile telephony market, systems that did not exist in the fixed telephony operation were implemented: logistics,
distribution and sales of mobile telephones. In this process, it is worth mentioning the implementation of the stores system, built to support 16
owned stores and 37 kiosks in fast sales, daily activity and cash operation activities, besides retail and corporate channels.

The complexity of this project reflects on some numbers: 223 processes mapped, more than 5,000 functional requirements and 62 agreements
managed. A total of 57 systems were developed or modified to meet the needs of the new operation, including the implementation of platforms
of convergent services as MMS, SMS and pre-paid.

It was also part of this project the structuring of the new call center in Campo Grande, with 400 positions to assist the mobile telephony
operation. An integrated infrastructure was made available with the other call centers, using VoIP technology, with the objective to guarantee a
sole and differentiated assistance.

This project was crowned with the absolute success in the launching of integrated products and daring plans by Br'T GSM. The stabilization of
the platform that supports Br'T GSM was carried out in a very short time period between the launching and the large sales volume at the end of
the year, what made possible the surpassing of the objectives.

To guarantee this stabilization and the necessary adjustments and, still, reduce the time inherent to the learning curve of a team in using new
processes and systems, two actions showed to be fundamental: the qualification of the personnel from the call center and stores and the
monitoring in real time of the performance of all implemented applications.

Convergent Invoicing

Brasil Telecom is committed to introducing a new invoicing solution, since greater speed and flexibility in the configuration of products,
services and tariff plans will permit the Company to operate with agility and efficiency in different business and market segments.

The strategy adopted does not discard the existing systems, but combines the best features of the two worlds. While the new solution assists the
valuing and invoicing processes, part of the system inherited will continue to exist to fulfill specific requirements of the Brazilian legislation.

During 2004, the new solution was introduced to the Corporate, SOHO and Government markets, making the collection process more flexible.
In 2005, the solution will be extended to customers from the Entrepreneur and Residential market.

The functionalities of the invoicing solution were also fundamental to allow for the launching of differentiated plans and convergence, both
strategic items in the launching of Brasil Telecom GSM.

CRM (Customer Relationship Management)

Seen as an essential project for a service provider, CRM aimed at improving customer relationship on the basis of the excellence in assistance.
At BrT, the introduction of CRM includes assistance and sales modules, besides the whole catalogue of products.

During 2004, investments in CRM were directed towards the introduction of new products and functionalities. CRM also provides assistance to
mobile customers in a convergent way, as well as to Corporate, Entrepreneur and Government segments.

The full functioning of CRM will make possible a unique view of the customers needs. Thus, Brasil Telecom guarantees customer s satisfaction
and consequently reaches better efficiency in sales and lower churn rates.
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Provision
The system concerns optimization of the provision processes and guarantee of the service delivery.

In 2004, the efforts were directed towards the introduction of the new version of the system, which leaded to a gain in performance of more than
six times. Additionally, the automation of the IP products family, Frame Relay, ATM, SLDD and Frame Relay Interlan, has been concluded.
Compared to the moment right before its implementation, the time to install the Frame Relay was reduced by 17.8 hours (47.1%)j; as for the
ATM, by 6 hours (22.5%); and for the SLDD by 7.5 hours (30%).

All GSM platforms were connected to Provision and from then on started to use the same automated process of service delivery.
Business Intelligence

Aiming at supporting the Company s initiatives in customers retention, marketing actions and campaigns were reinforced in 2004, based on the
improvement of the BI features. Throughout the year, BI s techniques were focused on:

¢ the identification of clients to advertise ADSL, value added services (caller ID, virtual answering machine) and mobile accesses;
¢ the identification of customers to develop retention actions, like the Ligue-Ligue 14 and DLD offers;
¢ the analysis of customer behavior to support the development of new prducts, as PABX Virtual Net and TvFone;
¢ the identification of competitors customers in order to offer products and services.
Service Quality Guarantee

Brasil Telecom has been steadily investing in systems that aim at improving the monitoring level and the treatment of network failures, which
guarantee the quality of services provided. Nowadays, the Company counts on the following assistance features:

e failure management system covering 100% of the data network;

e management of the entire life cycle of the failure in the network and/or customers claim (FIX), already available for Frame Relay,
ATM, SLDD and EILD products;

e solution to guarantee compliance with the service level requirements agreed with the customer (SLA/SLM). The customers have
access to detailed information on the quality level of the service purchased, on a web portal;

e monitoring of optical network degradation and failure (SGRO), covering the whole of Brasil Telecom s operation in its concession
area, resulting in advantages such as the reduction of the time needed to find a fiber rupture from 3 hours to 3 minutes and the time to
perform a repair from 24 hours to 5 hours and 40 minutes.

Call Center

In 2004, Brasil Telecom elected Customer Relationship as a priority, which resulted in the modernization and expansion of call centers. The
greatest challenge was to implement the concept of a convergent call center, able to respond, in a transparent manner, to any customer (wireline,
mobile, broadband) independently of the location he/she calls and of the phone he/she uses (public, mobile or fixed phones). The investments
carried out made the following results possible:

e implementation of a new call center to support Brasil Telecom GSM;
e expansion of the platforms to unify 800 and the multi-skill assistance;
e updating the call centers;

e checking the assistance by the Audible Answering Unit, improving the customer interface and making available new functions of self
assistance, thus increasing the number of users assisted automatically by the unit. At present, 40% of the total calls originated from
mobile and fixed customers are automatically answered.

15



Edgar Filing: BRASIL TELECOM HOLDING CO - Form 6-K

Revenue Assurance

In 2004, the acquisition of the FMS - Fraud Management System allowed the evolution in the activities of fraud prevention and monitoring
which enabled include two new more acting fronts. The first one was based on the identification of fraud events through configurable rules and
limits to recognize the traffic behavior changes. The second one involved a tool that enabled a real time monitoring of calls and public phones
with fraud profile.

Those tools allowed the intensification of actions to combat frauds in public phones and a significant reduction in interconnection costs due to
fraud.

File Reconciliation

The improvements implemented in the process of traffic reconciliation guarantee Brasil Telecom a loss reduction. The processing capacity has
been increased from 200 to 800 million CDRs (Call Detailed Records) and the extraction time of CDR samples has also been reduced from 15
days to 24 hours, due to the hiring of new features. This action supported and facilitated the negotiation of interconnection liabilities with other
operators.

SOC (Security Operation Center) IT and Network Security

Several benefits were achieved since the actions carried out were focused on IT and network security, especially with the implementation of a
security operation center:

e permanent monitoring of BrTurbo and iBest. No attempt of invasion in those providers succeeded in 2004;

e worm and virus minimization in BrTNet and Multiservico data networks thanks to anti-virus and traffic control and due to the users
actions of prevention and awareness;

e identification and reduction of losses occurred due to SPAM practices;
e combating crime and bank frauds committed against BrT s and subsidiaries users;
e checking and monitoring of vulnerabilities in providers and elements of the network; and
¢ fast and effective response to the misuse of BrT s resources, brand and image on the Internet.
Operational Improvements
To provide services with quality and efficiency, one of the strategic goals of Brasil Telecom motivated a group of actions carried out in 2004:

e implementation of the best practices in IT operational procedures, based on ITIL model IT Infrastructure Library. This action resulted
in improvements in the internal quality of the data center services, acknowledged by the users;

¢ implementation of the VoIP system, connecting more than one thousand lines in BrT s headquarters in Brasilia, offices in Rio de
Janeiro, Sao Paulo, Minas Gerais and in the call center of Mato Grosso do Sul.

Marketing
Entrepreneur and Residential Markets

Creating the concept of customer-entrepreneur, for liberal professionals and micro-entrepreneurs, has placed Brasil Telecom in a unique position
in the telecommunications sector, providing adequate solutions for each customer profile. Brasil Telecom s actions in the Residential and
Entrepreneur segments had the increase of the average ticket and the retention of customers as goals, via differentiated assistance, traffic
incentive and new services offering.

In 2004, plans of additional franchising were launched (50, 100 and 150 pulses), where the client expands the value of its franchising, acquiring
packages of pulses. In this way, Brasil Telecom encourages the local traffic consumption and guarantees additional revenue. The traffic was also
stimulated with the expansion of partnerships with content providers, via voice chat, Ligue Servicos, and with local radio stations and television
networks.
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The intelligent services offering resulted in an 18.1% increase in revenues compared to 2003. It is worth to point out the caller ID, that presented
a growth of 47.7% compared to 2003, reaching a base of 1.4 million active services.

For low-income customers, LigMix offering has been consolidated. LigMix permits the customer to control his/her expenses with fixed
telephony. By the end of 2004, there were 408.3 thousand LigMix service at Brasil Telecom s plant.

In order to make customers from both Entrepreneur and high consumption Residential markets loyal, a differentiated assistance was
implemented in the call centers, with teams, offerings and scripts adequate to the profile of this type of customer.

Small and Medium Enterprise Markets

During 2004, Brasil Telecom carried out actions that brought significant results to the SME market. The stake in the long distance market grew,
with prominence for the inter-regional segment, whose goal defined for the year was surpassed by September. The data transmission products
sold reached a 30% penetration, with increase of the number of accesses in InterLAN and IP Turbo services. Promotional actions resulted in
sales of over one thousand units of PABX 14 in 2004.

The positive results show that Brasil Telecom was right in keeping and improving partnerships with its Authorized Agents. During the year,
qualification systems were developed so as to guarantee speed, precision and quality in assisting this market. The Authorized Agents increased
sales volume by 33% in 2004, being responsible for about 70% of total sales to the SME market, compared to 60% in the previous year.

Public Telephony Market

It is a fundamental market to assist low-income people. Brasil Telecom had a growth of 21.4% in the gross revenue of public telephony. The
better performance resulted from the acquisition of market share in long distance traffic out of Region II, the consolidation and improvement of
the card distribution system, and the adjustment of distribution channels.

Corporate and Government Markets

Brasil Telecom kept its aggressive policy with the corporate and government market, obtaining a 15% growth in gross revenue in 2004,
especially regarding data center, voice and data transmission services. Remaining as market leader is mainly due to developing and offering new
products. The Company sought to emphasize relationships and to develop customized solutions, which led to earning customer s loyalty. In the
same spirit of leadership consolidation, Brasil Telecom participated in 1,140 bid competitions and was the successful bidder in 83% of them.

The integration of MetroRED provided a better customers assistance in Sdo Paulo, Rio de Janeiro and Minas Gerais. Willing to increase its
presence in the national territory, BrT implemented new points in the Northeast region, more specifically in Fortaleza, Recife and Salvador. We
should point out the international connectivity made available through the acquisition of GlobeNet system.

CyDC (Cyber Data Center)

According to the concept of full corporate solution provider, Brasil Telecom Group maintained its policy to offer data center services through its
six CyDCs, located in Porto Alegre, Curitiba, Sdo Paulo, Rio de Janeiro and Brasilia.

Differently from what happened in the recent past, when the market unduly bet on the growth of the data center, based on applications mainly
focused on the Internet, BrT planned its expansion in this market, consciously, aiming at assisting Corporate and Government market s demand
for solutions to reduce IT costs, offering services such as outsourcing, site backup, hosting and collocation, exploring capillarity, connectivity
and convergence.

Seeking to offer data center services and products in Brasilia, Brasil Telecom implemented Latin America s most advanced data center with a
final capacity of 10 thousand square meters, matching the strictest international standards for security and joint availability. The new CyDC
provides very high speed connections for Internet, redundant energy sources, anti-fire systems and surveillance structure.

Broadband

Following the world market trends, Brasil Telecom pays special attention to the Broadband market, developing offerings that enable the fast
expansion of the subscriber base. Therefore, Brasil Telecom has constantly invested in the improvement of service quality, network support,
coverage and mainly in the expansion of the narrow-band customers base, the future broadband customers.
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As a result of this strategy, Brasil Telecom reached 535.5 thousand ADSL accesses in service, in 1.117 locations, which represented a 89.9%
growth in the number of ADSL accesses in service of 2003.

New Products and Services

Ntamero Unico Nacional: allows the receiving of calls in one sole access number, in 4002-MDCU format, in up to 23 locations of Brazil.
Launched in April, the Nimero Unico Nacional is meant for customers that need distributed or centered telephonic assistance with phone sales,
phone banking, cards validation among others. The service also assists customers that make available remote dial-up access in their data bases
for consulting or updating information.

PABX Virtual Net: Brasil Telecom developed new facilities in the PABX Virtual Net, using NGN, network that allows for the integration of
handsets from different technologies, regardless of their location, into one extensive and sole virtual network, with all the facilities a PBX can
offer. This service, meant to companies of any size and segment, allows its users to completely outsource telephony services, assuring the access
to last-generation technologies, flexibility in assistance and reduced telecommunications investments and expenses.

Ligue Ligue Brasil: a HCD - Home Country Direct service, that allows anyone traveling abroad to make collect calls to Brazil. The access is
made through toll free numbers available in countries where the service was launched. The objective is to deliver the same level of service
provided domestically by Brasil Telecom, yet reinforcing the presence of the Company as an ILD provider.

IPL - International Private Line: dedicated line service with international coverage, which grants maximum security and efficiency in data
transmission, voice and multimedia, at any speed and for any amount of information. This solution was launched in November, being directed to
the Corporate, Government and SME markets that demand connectivity between Brazil and the United States.

Turbo Vip: product developed to assist small and medium enterprises that operate critical internet applications via residential access networks.
Realizing the lack of products for small enterprises, Brasil Telecom developed a lower-cost product with both band and SLA  Service Level
Agreement compatible with the needs identified, thus increasing its stake in this market in about 40% in terms of monthly sales volumes.

TVFone: as an alternative to TVFone Flat, Brasil Telecom service that enables the integration between telephones and TV sets by means of the
ADSL technology, the new service, launched in October, seeks to assist customers with lesser needs of connections and talking time. This grants
a lower monthly subscription fee compared to that of TVFone Flat.

Bonus Todo Més: launched by Brasil Telecom GSM, allows the customer to choose a fixed line from Brasil Telecom to earn up to 200 minutes
of free calls to any other local fixed line every month.

Bumerangue 14: allows the Brasil Telecom GSM customer to earn every month the minutes used in long-distance calls with the CSC 14 , to be
used in local calls originated in Br'T GSM s mobile accesses to Brasil Telecom s fixed lines or mobile accesses.

Amigos Toda Hora: allows the Brasil Telecom GSM customer to select up to 14 numbers, in the post-paid version, to call from his mobile, at
any time, day and night, for only R$ 0.10/minute, net of taxes. The numbers selected can be either any operator s fixed-line phones or Brasil
Telecom GSM mobile phones. In the pre-paid version, seven numbers can be chosen, provided one of them is a fixed line number.

Unico: pre-paid integrating mobile phone, fixed line and public phone. The customer purchases pre-paid credits to his pre-paid mobile phone,
but can also use them to make calls from fixed lines, including public phones, by calling an 800 number and informing the destination number.
The cost of the call is subtracted from the credits and the tariff charged is cheaper than that from the pre-paid phone. It is also the only one that
offers free credits in SMS for each recharging, in all cards.

Fale Por Menos: this promotion, valid for up to 14 months, allows the Brasil Telecom GSM customer to pay less, when calling from a Brasil
Telecom fixed line to a Brasil Telecom GSM mobile phone. To call other operators mobile phones, the cost for the customer is at least 60%
higher at anytime.

Tariff Readjustment

On June 30, 2004, Anatel authorized the tariff readjustment for the PSTN companies, according to the criteria and conditions established by the
Local and DLD Concession Agreements, effective as of July 2, 2004. The Basic Local Plan had an average readjustment of 6.89%, whereas for
the DLD Basic Plan the tariffs had an average readjustment of 3.20%.

In addition, in the second semester of 2004 the recovery of the difference concerning the readjustment not fully applied in 2003, due to the
temporary decision issued by the Public Federal Ministry s, was authorized. After the final judgment, two other readjustments were applied in
2004, aiming at recovery, as shown in the table below.
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Average Tariff Readjustments Basic Plan
IPlan 07/02/04 09/01/04 11/01/04 2004
ILocal 6.89% 4.35% 4.17% 16.19%
DLD 3.20% 4.78% 4.56% 13.06%

Customer Relationship

Giving continuity to the improvement and expansion project of the relationship channels, Brasil Telecom elected 2004 as the year of customer
relationship. For that, Brasil Telecom put together each of its employees in the Conte Comigo campaign, with the objective of making them

sensible to the main premises that guided the Company s business plan: Each contact is seen as an opportunity to add value to the customer and

to BrT and The relationship with the customer is a competitive differential .
Innumerous actions were developed in 2004, such as:
e unification of different access numbers to call centers;

e general review of the processes and procedures in customer relationship, focusing on the solution of problems presented in the first
contact;

e implementation of a weekly satisfaction survey panel in the call centers, assessing the quality of assistance in a systematic and
continuous manner;

e review of the call centers attendants monitoring procedure, allowing better assessment of the quality of assistance;
e expansion and improvement of self-assistance channels: Unit of Audible Response, website and self-assistance terminals;

e release of Canal Brasil Telecom magazine with the objective of sending the customers quality information on telecommunications
market trends and product and service portfolio of the Group;

e promotion of meetings with customers of the most different segments of the Corporate and Government markets, with the objective to
understand the value chain of each one;

e creation of a differentiated assistance for Entrepreneur market and small enterprises in the call centers;

e qualification of the Authorized Agents through an Agent Certification program, which includes the validation of their facilities, as well
as, the qualification of their employees.

Throughout the year, 499 million contacts were made through many relationship channels.
Face-to-face Assistant

Brasil Telecom offers 2.4 thousand points of face-to-face assistance in its concession area, distributed in own stores, authorized agents, post
offices and lottery houses.

With the launching of its mobile operation, Brasil Telecom became pioneer in adopting convergent assistance in its stores, i.e., assist the
customer of wireline and mobile telephony or the broadband subscriber in a single place, guaranteeing better comfort and agility to all users.

Investments have been made in the opening of new points of assistance, as well as in the improvement of the existing ones, through refurbishing
the stores, adaptation of the infrastructure system, qualification of the assistants and standardization of the assistance processes.

Throughout the year, more than 12.5 million on-line consultations and 9 million payments were made in 1,787 lottery houses that operate in
partnership with Brasil Telecom. 2.1 million assistance processes were catried out in stores, authorized agents and post offices.

During 2005, 1.6 thousand new points of assistance will be implemented, which will guarantee to Brasil Telecom to close the year with
approximately 4.0 thousand points of face-to-face assistance.

Call Center
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In the call centers, located in five states and in the Federal District, work some 6.2 thousand professionals, who were responsible for 26.5 million
monthly contacts in 2004, of which 24.3 million corresponded to inbound calls and the remaining to outbound calls. The review of the assistance
platforms architecture contributed to the 6.3% increase in productivity of the call centers.

Receptive Sales Centers

Throughout the year, the receptive sales centers underwent a deep change, whose goal was to make out of each contact an opportunity to add
value to the customer and to Brasil Telecom. As part of this process, the Company implemented a series of actions:

e review of the assistance scripts, making them more flexible and focused on the negotiation and on the sales of products and services
according to the customer needs;

e review of the monitoring criteria of quality, emphasizing the attitude and precision of sales;

e review of the recruiting, selection, remuneration criteria, as well as of the training of the attendants;
e intensification of the motivational campaigns; and

e improvement of control tools and management systems.

As a result, the monthly sales of lines in service and intelligent services by attendant increased in 40.5%, while the ratio between sales and calls
answered increased in 86.9%.

Active Sales Centers

The active sales centers commercialized more than 1.2 million products and services in 2004, which represents 35% of the sales made by the call
center, reflecting improvement in the mailing generation process, the flexibility of the scripts, the plan of variable remuneration, the training of
the attendants and the intensification of the motivational campaigns. It is worth pointing out the increase of 56.4% in monthly sales of ADSL
access by attendant.

Active and Receptive Collection Centers
As of July, a process is underway to transform the collection centers in credit recovery units. For that purpose, Brasil Telecom:
e created a vertical structure entirely oriented towards business;
e centralized the active actions in Curitiba;
e reviewed and made flexible the attendants scripts, focusing on argumentation and negotiation;
e implemented the CCA_Wedo collection system in Brasil Telecom GSM;
e implemented a new collection procedure for customers with 75 to 105-day-late bills;
e redesigned the collection cell mission;
e revised the quality monitoring criteria;
e trained the supervisors for a more pro-active and participative management; and

e implemented the blended model, transferring calls from the active to the receptive cells or vice-versa, in cases of idle capacity, thus
increasing productivity.

Retention Centers

The centers specialized in retention were responsible for the loyalty of 1.4 million products and services, as a result of intense incentive
campaigns to engage attendants, retention segmentation for SOHO (Small Office and Home Office) customers, improvement of the control tools
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and management systems and implementation of a variable remuneration plan for attendants.

As aresult, it is worth mentioning the increase of 52% and 415% in the monthly retention by attendant in ADSL and in intelligent services,
respectively.

Assistance to the Directory

A new work philosophy adopted in the call center changed the image of the service in many aspects, bringing greater satisfaction to the
customer. More than 94 million pieces of information were supplied, showing an improvement in the service efficiency and broadening the
customers satisfaction.

Following the orientation of better quality and satisfaction to the customer, Brasil Telecom established partnerships with other companies that
resulted in the creation of 102 PLUS, value added service that allows the customer to make differentiated free consultations, sponsored by the
company consulted.

Cross Selling

In 2004, the automated control system of receptive centers was implemented, allowing attendants non specialized in sales - billing, service and
repair agents  to take advantage of the calls received in order to commercialize products and services, without hindering the levels of assistance
service. As an example, we can bring the sales of the caller ID by the billing cells.

E-mail

In 2004, 110 thousand e-mails were received and answered by specialists exclusively dedicated to assistance via the Internet. This number
represents an increase of 13% in relation to the previous year, a result of Brasil Telecom customers receptiveness to the channel and by the
launching of the mobile operation.

Web

The Internet once more demonstrated its importance in Brasil Telecom s customer relationship strategy:
e 560 thousand customers registered on the website, an increase of 42% in comparison to 2003;
e 175 million consultations to the directory on line, representing a 54% of total consultations to the service;
o 1 million accesses to on-line services.

The customers base allowed for an array of e-mail marketing actions, such as sending approximately 120 thousand monthly electronic
newsletters, thus reducing the costs of communication directed to the customer.

The section Sua Conta (e-billing) was responsible for most of the registrations made and became the website s most important relationship tool:
e 1.5 million services ordered;

e 32 thousand phone bills sent by e-mail in December. The customer receives a secure digital bill ticket, which allows him to either pay
it through Internet banking or print it;

e 15 thousand users joined the Bill without paper service, diminishing the printing and postage costs.

Brasil Telecom launched a new homepage in August, aligning the web channel to its business strategy, based in the offering of complete and
convergent solutions in telecommunications.

Operational Performance
Fixed Telephony

Fixed Telephony Data
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PLANT 2002 2003 2004
Lines Installed (Thousand) 10,548 10,687 10,737
Additional Lines Installed (Thousand) 533 139 50
Lines in Service - LIS (Thousand) 9,465 9,851 9,503
Additional LIS (Thousand) 827 386 (348)
Avg. LIS (Thousand) 9,052 9,658 9,677
LiS/100 Inhabitants 23.1 23.4 22.4
Public Phones/1,000 Inhabitants 7.2 7.0 7.0
Public Phones/100 Lines Installed 2.8 2.8 2.8
Utilization Rate 89.7 % 92.2% 88.5%
Digitisation Rate 99.0 % 99.0 % 99.7 %

Brasil Telecom S.A. s installed plant reached 10.7 million lines, reflecting the addition of approximately 50 thousand lines. This performance is
explained by the fact that the demand for fixed lines was satisfied, if we consider the purchasing power of the Brazilian population.

With regard to the plant in service, that totaled 9.5 million lines at the end of December, Brasil Telecom carried out a debugging process of its
customers base, canceling 348 thousand lines in 2004. As part of this process, the Company concentrated efforts in the analysis of some
customers usage profile, mainly those subscribing to alternative plans. This meant the migration of alternative plans to hybrid ones, known in
Brasil Telecom as LigMix.

Lig Mix offers the customers the possibility to control their expenses with fixed telephony, as long distance or fixed-to-mobile calls require the
purchase of a card. For Brasil Telecom, LigMix, besides being more profitable than many alternative plans, avoids default. At the end of 2004,
the Company had 408.3 thousand hybrid terminals in service in its plant.

The stability of the installed plant, combined with the reduction of the plant in service, resulted in a utilization rate of 88.5% in 2004.
Mobile Telephony

At the end of 2004, approximately 622.3 thousand customers had Brasil Telecom GSM mobile phones, which represent a 3.2% market share
attained in three months of operation. Of this total, the stake of post-paid customers stands out, reaching 33%, which is above market average.
That result reflects the market knowledge acquired by Brasil Telecom Group, the presence of the brand in the corporate segment and the
perception by the customers of the convergence benefits.

Mobile Telephony 12/31/04

Data Transmission

Brasil Telecom continued to expand its market share in data transmission in 2004, despite the strong competition. The performance of the
Company in the offering of ADSL access was one of the hallmarks of the year.

Compared to 2003, ADSL accesses in service grew 90%, reaching 535.5 thousand at the end of 2004. In the last two years there has been a
281% growth. The ADSL access is fundamental in Brasil Telecom s strategy, since besides allowing for better ARPU it enables the Company to
shield its base of high purchasing power customers against competitors.

ADSL Access in Service
With respect to the other data transmission services ATM, Frame Relay, IP  there was a 5.7% increase of installed ports in relation to 2003. The

Dial Net service grew from 150.2 thousand installed ports in December 2003 to 192.2 thousand at the end of 2004, which represents an increase
of 28%.

Consolidated Financial Performance

Revenue
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In 2004, the consolidated gross revenue amounted to R$ 12,763.4 million, 15.2% above 2003 revenue. The revenue growth of R$ 1,686.1
million is basically due to the following factors:

e BrT introduction in the inter-regional and international long-distance segments contributed with additional revenue in 2004;

e the plant expansion of ADSL accesses in service leveraged the data transmission revenue;

e the startup of Brasil Telecom GSM;

e the 7.9% growth in the fixed-mobile traffic; and

o the tariff readjustment authorized by Anatel for the fixed-mobile calls as well as for the local and long-distance basic plans.
The consolidated net revenue totaled R$ 9,064.9 million, exceeding in 14.5% that of 2003.

The consolidated revenue of local service amounted to R$ 4,710.8 million in 2004, an increase of 6.3% in relation to 2003. The rise in revenues
from the local service reflects the local traffic drop together with the tariff readjustment. It is important to mention that during the year BrT
promoted a debugging of the defaulter lines, disconnecting those that would no longer be active in the medium term, thus reducing the plant in
service.

The consolidated revenue of long distance calls amounted to R$ 1,726.1 million in 2004, an increase of R$ 275.6 million or 19.0% superior to
the one booked in 2003. This performance reflects the success of Brasil Telecom in providing inter-regional and international long distance calls,
after the certification obtained from Anatel for the accomplishment with the 2003 goals, which added R$ 248.9 million to the long distance
revenue of the Company. The marketing campaigns developed for the launching of the CSC 14 outside of Region II together with the dominant
position of BrT in its concession area were fundamental for the Company to attain, by the end of 2004, an average market share of 48.9% and
26.6% in the inter-regional and international long distance segments, respectively.

In the inter-networks calls the consolidated revenue amounted to R$ 3,097.7 million in 2004, an increase of 22.2% in relation to the previous
year. The increase in the fixed-mobile traffic and the 7% readjustment for the VC-1, VC-2 and VC-3 tariffs, authorized by Anatel on February 9,
2004, are the main reasons of the increase in revenues.

Concerning interconnection, the consolidated revenue totaled R$ 731.3 million in 2004, a reduction of 12.5% in relation to 2003, reflecting the
increase of market share in the long distance segments and a 10.5% drop in the local network usage tariff, according to what was foreseen in the
concession agreements.

The consolidated revenue in public telephony amounted to R$ 478.8 million, representing 3.8% of the gross revenue in 2004, showing stability
compared to the 2003 revenue. In 2004, the public telephony revenue grew 21.4% due to the number of credits sold together with the tariff
readjustment.

The consolidated revenue of supplementary and value added services amounted to R$ 421.0 million, an increase of 18.1% in relation to 2003,
reflecting mainly a 23.4%increase in the number of intelligent services activated Virtual Voice Mail, Follow-me, Call-Waiting and caller ID
which totaled 7.1 million at the end of the year.

The data transmission segment generated consolidated gross revenue of R$ 1,237.4 million, representing an increase of 49.1% in comparison to
2003. The best performance reflects the increase of 89.9% in the number of ADSL accesses in service in the year and proved that BrT was right
in its strategy of intensifying efforts on a market until 2001 unexplored by the telecommunications industry.

In 2004, precisely, in an only three-month operation, Br'T GSM contributed with a gross revenue equiv