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REPORT OF INDEPENDENT ACCOUNT ANTS
(A free translation from the original in Spanish)

Santiago, January 31,2003

To the Board ofDirectors and to the Shareholders,
HQI Transelec Chile S.A.

We have reviewed the accompanying balance sheets ofHQI Transelec Chile S.A. as of December 31,
2002 and 2001, and the related statements of income and of cash flows for the years then ended. The
financial statements (including the respective notes) are the responsibility of the Company's
management. Our responsibility is to express an opinion on these [mancial statements based on our
audits.

We conducted our audits in accordance with auditing standards generaIly accepted in Chile. Those
standards require that we plan and perfonn the audits in order to obtain reasonable assurance about
whether the financial statements are free ofmaterial rnisstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in 'the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as weIl as
evaluating the overaIl financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

ln our opinion, the [mancial statements referred to above present fairly, in aIl material respects, the
[mancial position of HQI Transelec Chile S.A. at December 31, 2002 and 2001 and the results of its
operations and its cash flows for the yeaTs then ended, in conformity with accounting princip1es generally
accepted in Chi1e.
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HOI TRANSELEC CHILE S.A.

STATEMENT OF INCOME

For the yearended
December 31,

~
ThCh$

2.QQl

ThCh$

92,657,749
(24.838.136)

67,819,613
(2.671.765)

65,147,848

89,666,576
(24.860.199)

64,806,377
(3.089.880)

61,716,497

OPERA TING RESUL TS
Sales
Cost of sales

Gross margin
Administrative and selling expenses

Operating incarne

8,788,050
911,926

(5,494,935)
(38,148,996)
(5,025,739)

39,274
(4.096.789)

(43,027,209)

7,176,733
280,386

(5,599,768)
(36,803,464)

(897,550)
(2,900,202)

(30.981.180)

(69,725,045)

NON-OPERA TING RESUL TS
Financial incarne
Other non-operating incarne
Goodwill arnortization
Financial expenses
Other non-operating expenses
Price-level restaternent
Exchange differences

Non-operating results

(4,577,197)
(767.689)

(5,344,886)

18,689,288
(4.355.507)

14,333,781

Income (loss) before income taxes
Income tax

PROFIT (LOSS) FOR nIEYEAR

The accompanying Notes 1 to 30 fonn an integral part of these tinancial statements.



HOI TRANSELEC CHILE S.A.

ST A TEMENT OF CASH FLOWS

For the year ended
December 31,

.G.QQ2 6.QQl

ThCh$ ThCh$

14,333,781

(5,344,886)

67,612
15,324,549

642,563
5,494,935
4,099,337

(39,274)
4,096,789
1,733,278

43,234
15,331,744

687,762
5,599,768

2,900,202
30,981,180
(1,211,032)

CASH FLOWS FROM OPERATING ACTIVITIES
Profit (loss) for the year
Charges (credits) to incarne not representing cash flows:

Loss on sale of fixed assets
Depreciation
Arnortization of intangibles
Arnortization of goodwill
Write-offs and provisions
Price-level restaternent
Exchange differences
Other (credits) charges to incarne not representing cash flows

Decrease (increase) in assets:
Trade accounts receivable and sundry debtors
Inventories
Other assets

(2,985

(6,163

(773,371)
(44,843)
886,044

5,991,106
278,379

5,496,627
(227.134)

48,143,348

1,133,774
6,336,580
(1,791,850)

39.942

54,774,248

Increase (decrease) in liabilities:
Accounts payable and sundry creditors
Interest payable
Incorne tax payable (net)
Value added tax and other taxes

Net cash flows frorn operating activities

443,828,265

(341,179,195)
(10.156.156)

92,492,914

CASH FLOWS FROM FINANCING ACTIVITIES
Bonds payable
Other loans from related companies
Payment of related company loans
Bond issuance and placement expenses

Net cash flows from financingactivities

290,653

(27,282,330)
(381,852)

(17.569)

(27,391,098)

CASH FLOWS FROM INVESTMENT ACTIVITIES
Sale of fixed assets
Recovery ofrelated company loans
Purchase of fixed assets
Other loans to related companies
Other expenses related to investments
Long term investment

Net cash flows used in investing activities

77,124
40,385,220
(10,822,210)

(106,383,141)
(2,789,777)

(79,532,784)

Total net cash flow for the year 20,752,250 67,734,378

EFFECT OF INFLATION AND EXCHANGE ON CASH
AND CASH EQUIV ALENTS

NET CHANGE lN CASH AND CASH EQUIV ALENTS
CASH AND CASH EQUIV ALENTS AT THE BEGINNING OF THE YEAR

CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR

5.252.732
26,004,982
92.043.691

118,048,673

74.593
67,808,971
24.234.720

92,043,691

The accompanying Notes 1 to 30 forIn an integral part ofthese financial statements.

,951)
414

,663)



HOI TRANSELEC CHILE S.A.
(A free translation from the original in Spanish)

NOTES Ta THE FINANCIAL STATEMENTS

As 

of December 31,2002 and 2001

NOTE 1 -REGISTRA TION

Inversiones HQ Chile Limitada was formed as a limited liability company by public deed dated
September 15,2000. The objective of the Company was to invest in shares and public securities. On
October 16,2000, the Company changed its name to Inversiones HQI Transelec Chile Limitada, without
making any change to the Company's objective. On November 23, 2000, the Company changed its name
to HQI Transelec Chile S.A. and was registered as a closed Company with the Chilean Superintendent of
Securities and Insurance Companies, and is subject to its control, under number 729 as from March 22,
2001. The revised objective of the new Company is the exploitation and development of electrical
systems of its own and of third parties pertaining to the transmission of electrical energy, for which they
can acquire and/or make use of concessions, taking into account aIl the benefits that are available by law
to electrical companies.

On October 23, 2000, Inversiones HQI Transelec Chile Limitada (now HQI Transelec Chile S.A.) and
Inversiones HQI Chile Holding Limitada together acquired ail the shares of Empresa Nacional de
Transmision Eléctrica S.A. ("1RANSELEC"), from Empresa Nacional de Electricidad S.A.
("ENDESA ") and Endesa Inversiones Generales S.A.

PeT public deed dated January 18,2001, the Company purchased from Inversiones HQI Chile Holding
Limitada 98,606 shares, corresponding to 0.01% of the share capital in Compafiia Nacional de
Transmision Eléctrica S.A., concentrating 100% of ownership. As a result, Compafiia Nacional de
Transmision Eléctrica S.A. was absorbed by HQI Transelec Chile S.A., the latter assuming aIl assets,
liabilities, obligations and rights of TRANSELEC. The Company directly undertook business operations
associatedwith the transmission of electrical energy which were carried out by the absorbed subsidiary.

NOTE 2 -ACCOUNTING PRINCIPLES

a) Period

The financial statements relate to the twelve-month periods between January 1 and December 31, 2002
and 2001.

b) Basis of preparation

The financial statements of HQI Transelec Chile S.A. at December 31, 2002 and 2001 have been
prepared in conformity with accounting principles generally accepted in Chile issued by the Chilean
Institute of Accountants, and specific instructions and regulations issued by the Superintendent of
Securities and Insurance Companies. The latter predominate over the former in the event of

discrepancy.

c) Basis of presentation

For comparative purposes, the fmancial statements for the year ended December 31, 2001 have been
restated in the percentage of the change in the Consumer Price Index for the year 2002 which amounted to
3.0%.
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d) Price-level restatement

The [mancial statements have been restated in order to reflect the effect of changes in the purchasing
power of the Chilean peso during the respective yeaTs. Accordingly, non-monetaty assets and liabilities
and shareholders' equity have been restated against income. The restatements have been determined on the
basis of the officiaI Chilean Consumer Price Index (CPI) issued by the Nationa1lnstitute of Statistics,
applied one month in arrears, which was 3.0% for the year ended December 31,2002 (3.1% in 2001). ln
addition, the accounts in the income statement have been restated to their year-end values.

e) Operating estimates

The Company has to make accounting estimates to record its accounts receivable and payable from
transmission tons. Final settlements ofthese accounts may extend beyond one fiscal year and can result in
losses or gains for amounts not expected to be significant

f) Foreign currency balances

Balances in foreign currency are adjusted at the exchange rate prevailing on the closing date of the
[mancial statements. Indexed units have been restated according to variations in the corresponding index.

Assets and liabilities in foreign currency and UF have been translated into Chilean pesos at the following
period closing exchange or conversion rates:

Ch$ per unit
.2QQ2. 2QQl

16,744.12 16,262.66
718.61 654.79
741.75 578.18

Unidad de Fomento
United States dollar
Euro

g) Time deposits

Investments in time deposits are recorded at cost plus price-level indexation and accrued interest at year-
end.

h) Resale agreements

ather current assets include purchases of securities under resale agreements, which are recorded at their
initial investrnent value at purchase date plus interest and readjustrnents.

i) Marketable securities

This item includes investrnents in mutual funds, which are valued at their quoted market value at each
year-end.

j)

Allowance 

for doubtful accounts

The Company believes that it is UIll1ecessary to record an allowance for doubtful accounts at each year-
end.
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k) Fixed assets

Fixed assets are valued at restated purchase cost or contribution value at year end. For the year ending
December 31, 2002, the costs of fmancing work in progress have been capitalized during construction
period. Consequently, tinancial expenses amounting to ThCh$ 2,279,053 were capitalized in 2002.

Depreciation is calculated using the straight-line method over the estimated useful lives of the assets,
considering a residual value of 5% for assetspurchased unti11999.

1)

Goodwill

The amount presented as Goodwill represents the difference between the purchase value of shares in
Compafiia Nacional de Transmision Eléctrica S.A. and the proportional equity value of the investment
on the purchase date. This difference is amortized over a 20-year period.

m) Bonds payable

This item includes, in long-term, the obligation incurred in the issuance of bonds by the Company at
nominal value plus readjustments at year end and, in short-term, accrued interest at year end. The
difference between the book value and placement value is amortized until maturity and is presented in
Other current assets and Other long-term assets.

n) Severance indemnities

The provision for severance payments to Company staff upon reaching 15 years of service is presented
at present value on an accrual basis, using an annual interest rate of 6.5% and considering an average
tellure of 40 years (35 years as of December 31, 2001). An average of 75% of the benefit, for staff
with legs than 15 years of service, bas been accrued at present value.

0) Incorne taxes and deferred taxes

The Company provides for income taxes in accordance with current legislation.

ln conforrnity with Tecbnical Bulletin No. 60 issued by the Chilean lnstitute of Accountants, deferred
taxes have been recorded for aIl ternporary differences between accounting balances for assets and
liabilities and the corresponding tax balances, considering the tax rate at the estirnated date of reversaI.
The effect of deferred incarne taxes, which were not previously recorded by TRANSELEC, acquired
by HQI Transelec Chile S.A. on October 23, 2000, are recorded in net incarne as frorn acquisition,based 

on the period of reversaI.

p) Debt security issuance and placement expenses

The Company bas deferred the expenses incurred in the issuance and placement of debt securities
during 2001. These deferred charges are recorded under ather long-term and short-term assets, and are
amortized using the straight-line method until maturity of the obligations.
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q) Staff vacation

ln conformity with Technical Bulletin No. 47 issued by the Chilean lnstitute of Accountants, the
annual cost of employee vacations is recorded as an expense in the [mancial statements on an accrual
basis.

r) Intangibles

This balance consists of rights-of-way which are amortized on the straight-line basis over 40 years in
conformity with Technical Bulletin No. 55 issued by the Chilean Institute of Accountants.

s) Statement of cash flows

Cash and cash equivalents correspond to cash and banks, rime deposits, marketable securities and
investments under resale agreements.

Cash flows from operating activities include aIl business-related cash flows and, in general, aIl cash
flows not defined as from financial or investment activities. The concept of operations used in this
statement is broader than that used in the Income Statement.

t) Derivative contracts

The hedging contracts subscribed by the Company include foreign exchange forward contracts and
swaps and have been recorded at fair value in conformity with Technical Bulletin No. 57 issued by the
Chilean Institute of Accountants.

NOTE 3 -ACCOUNnNG CHANGES

There have been no changes in accounting policies for the period January 1 to December 31, 2002, that
could effect significantly the interpretation of these financial statements.

NOTE 4 -MARKET ABLE SECURITIES

The balance of marketable securities at 2001 year-end corresponds to investments in mutual funds asfollows:

ThCh$

309,272
674,912
515,378

19,102
496,112
435,907
598,311

3,048,994

En!i1Y-

FM Santander
FM Santiago
FM Scotiabank Sudamericano
FM Citicorp
FM Banchile
FM Crédito e lnversiones
FM BHIF

Total
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NOTE 5 -SHORT- AND LONG-TERM DEBTORS

Debtors are summarized as follows:

a) Trade accounts receivable short-tenn

~
ThCh$

11,882,237
158.986

12,041,223

:J:QQ1

ThCh$

8,799,468
403,147

9,202,615

Tolls and transmission charges
Services provided to other parties

Total

b) Trade accounts receivable short and long-term

Currel
Upto90

lQQf
ThCh$

Il,374,328
432.367

Il,806,695

Current
Between 90 and 1 year

f.QQ6 2.QQl

ThCh$ ThCh$

666,895 -
--

Tolls and transmission charges
Sundry debtors

Total

Total Current Long-terrn
W2. 2:QQl W2. 2:QQl

ThCh$ ThCh$ ThCh$ ThCh$

12,041,223 9,202,615 --
432.367 285.024 m.:m: ~

12,473,590 9,487,639 212,277 455,114

-
666,895

NOTE 6 -BALANCES AND TRANSACTIONS WIll! RELA TED COMP ANIES

Significant balances and transactions with related companies are as follows:

a) Notes and accounts receivable

The receivable balance as at December 31, 2002 originates in a loan granted on April 17, 2001 to
Inversiones HQI Chile Holding Ltda. for ThUS$ 169,354. On July 31, 2001lnversiones HQI Chile
Holding Ltda. paid ThUS$ 62,000 of the total debt, ofwhich, ThUS$ 58,144 corresponded to capital
and ThUS$ 3,856 to interest. On September 4, 2002, a second loan was granted amounting to
ThUS$ 500. The amount due is payable in United States dollars and accrues a 7.875% interest on an
annual basis of 360 days. The balance due will be paid from the dividends to be received by
Inversiones HQI Chile Holding Ltda. from HQI Transelec Chile S.A., flfst for payment of accrued
interest and then for capital amortization.

BJ.II Company
Current Long-terrn

2QQ2 2QQl 2QQ2 2QQ1

ThCh$ ThCh$ ThCh$ ThCh$

8.958.412 2.461.069 80.276.160 75.003.994

8,958,412 2,461,069 80,276,160 75,003,994

77.498.840-8

Inversiones HQI Chile Holding Ltda.

Total

.1t

days
~
ThCh$

9,202,615
285.024

9,487,639
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b) Notes and accounts payable

The balance at December 31, 2002 corresponds to services provided by Hydro Québec not yet paid by
the Company.

Short-tenu
R1lI CornDany 2QQ2

ThCh$

529.021

529,021

2QQl

ThCh$

278.264

278,264

O-E Hydro Québec

Total
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tlOTE 7 -DEFERRED TAXES AND INCOME TAXES

a) General information

At December 31, 2002 the Company has provided for incarne taxes amounting to ThCh$ 2,177,503,
considering a tax basis ofThCh$ 13,609,396.

At December 31, 2001 the Company did not provide for income tax due to tax los ses amounting to
ThCh$19,943,874. Nonetheless, as a result of the merger with TRANSELEC, on March 31, 2001 the
Company paid incorne taxes arnounting to ThCh$ 1,285,800, corresponding to the taxable income of
the subsidiary for the period between January 1 and 31, 2001.

At Decernber 31, 2002 the incorne tax provision is presented in cuuent 1iabilities and in 2001 in cuuent
as sets under Recoverable taxes.

2QQ2.

ThCh$

(2,177,503)
(7.116)

(2,184,619)
1,113,285

12.770

(1,058,564)

2..QQl

ThCh$

Income tax provision
ailier taxes

Sub-total
Provisional monthly payments
ailier tax credits

Total

-
(14.761)

(14,761)
1,539,027

1,524,266
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c). Incarne taxes

~ ZQQf.

ThCh$

(2,184,619)
(2,091,304)

(79,584)

2:.Q.Q1

ThCh$

(14,761)
622,359
(89,487)

(1.285.800)

(767,689)

Current tax expense
Deferred tax effect
Amortization on deferred tax complementary accounts
ailier charges

Total income tax (4,355,507)

NOTE 8 -OTHER CURRENT ASSETS

ailier current assets is summarized as follows:

.f.QQ2.

ThCh$

15,265,859
1,084,050

610,120
48.640

17,008,669

2QQ!

ThCh$

4,552,639
1,084,050

610,120
14.600

6,261,409

Securities under resale agreements
Bond issuance expenses
Deferred bond discount
ailiers
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Depreciation for 2002 totalled ThCh$ 15,324,549 (ThCh$ 15,331,744 in 2001). The amount of
ThCh$15,097,715 was charged to Operating costs (ThCh$ 15,309,950 in 2001) and ThCh$226,834
(ThCh$ 21,794 in 2001) was recorded in Administrative and selling expenses.

Assets subject to technical reappraisal correspond to those contributed by ENDESA to 1RANSELEC and
include: land, buildings, electrical equipment, telecommunication equipment, lines, bouses, and
apartments.

NOTE Il -INVESTMENT lN OTHER COMP ANIES

At December 31, 2002, this balance corresponds to an 7.69% (8.33% in 2001) of Sociedad Centro de
Despacho Economico de Carga deI Sistema Eléctrico Interconectado Central Limitada (CDEC-SIC),
whose exclusive objective is to administrate the operations of the power stations and transmission lines
that are interconnected within the electricity system. At December 31, 2002 the value of the investment
is ThCh$ 55,825 (ThCh$ 38,256 in 2001).

Percentage of
participation

%

7.6900

Book value at
2QQ2 2QQl

ThCh$ ThCh$

55,825 38,256

Rill Company

77.286.570-8 CDEC-SIC Ltda.

NOTE 12 -GOODWILL

a) Goodwill is surnmarized as follows:

Year ended December 31,
6.QQ2. 2.QQl

ThCh$ ThCh$

108,743,150 128,172,417
(349,920) (21,487,623)

--2.058.356

108,743,150
(6.845.889)

101,897,261

Opening balance
Transfer to Deferred taxes (1)
Opening equity balance difference (2)

108,393,230
(12.340.824)

96,052,406

Arnortization of goodwill

(1) For the year 2001, the transfer corresponds to the deferred incorne tax asset generated by the
allocation for incorne tax purposes of goodwill to property, plant and equiprnent as a result of the
absorption of TRANSELEC by HQI Transelec. Consequently, goodwill. was reduced by the
equivalent arnount of the deferred tax created by the difference in basis for tax and financial
staternents purposes.
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(2) As a result of the arbitration process -relative to the Share Purchase Agreement dated October 23,
2000 between Inversiones HQI Transelec Limitada (currently HQI Transelec Chile S.A.),

, Inversiones HQI Chile Holding Limitada and Hydro Quebec International Inc., the buyers, and
Empresa Nacional de Electricidad (ENDESA) and Endesa Inversiones Generales S.A. (Enigesa),
the sellers- whereby share buyers undertook to reimburse the sellers the difference between the net
equity of ThCh$ 188,019,844, and the period-end net equity value on the agreement date, if such
difference were positive, on June 29, 2001, an arbitration resolution was rendered by the arbitration
auditors. A net equity at year-end of ThCh$ 190,688,338 was determined, which was greater than
the initial net equity reference by ThCh$ 2,668,494. Since a portion of this amount was recognized
as goodwill at December 31, 2000, goodwill only increased by ThCh$ 1 ,968,870 ~istorical) during
2001.

b) Goodwill and the corresponding amortization is originated as follows:

2002
Amortization Balance of

during the year goodwill

ThCh$ ThCh$

2001
Amortization Balance of

during the year goodwill

ThCh$ ThCh$

BJ1I Company

96.659.380-6 Compaîiia Nacional de
Transmision Electrica S.A. 5.494.935

5,494,935

96.052.406

96,052,406

5.599.768

5,599,768

101.897.261

101,897,261Total

NOTE 13 -INTANGIBLES

Intangibles is summarized as follows:
~

ThCh$

23,833,712
(2.276.305)

21,557,407

2.QQl

ThCh$

23,848,476
(1.622.762)

22,225,714

Rights-of -way
Accumulated amortization

Net value

The arnortization charge to incarne arnounted to ThCh$ 642,563 in 2002 (ThCh$ 687,762 in 2001).

NOTE 14 -OTHER A~SETS

The balance at each year-end is summarized as follows:
2QQZ

ThCh$

342,486
1,747,798
5,336,881
2,286,678
1,190,497

23.397

10,927,737

2QQ1

ThCh$

299,162
2,087,167
6,081,563
2,730,681
1,356,613

24,099

12,579,285

Prepaid expenses general
Deferred expenses on bond placements -UF
Deferred expenses on bond placements -US$
Discount on bond placements -UF
Discount on bond placements -US$
ailiers
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NOTE 15 -ornER CURRENT LIABILITIES

Sundry creditors

The balance of this account at December 31,2002 amounting to ThCh$ 3,266,269 (ThCh$ 2,344,061
in 2001), corresponds to provisions recorded to compensate differences in amounts received by HQI
Transelec. These differences originate from toll and transmission contracts undersigned by the
Company and its clients (principally electricity generation companies), that consider the
recompensation of toll charges defmed in the Electric Law (DFL N° 1). At the CDEC-SIC level,
values of the transmission of energy and power (VIRTs) are determined and paid to and by the
electricity generation companies and the electricity transmission companies. By law as weIl as
contracts, HQI Transelec records incarne relating to the toll charges as informed by the CDEC-SIC.
Any differences between these and the VIRT's is returned to the electricity generating companies once
agreed.

~

a) During 2001, the Company made the fo1lowing public offering of bonds in the local market:

On April 2, 2001 the Company registered the flTst bond issuance for a maximum of UF 10,000,000
with the Superintendent of Securities and Insurance Companies under number 249. Of this amount,
UF 9,200,000 were fmally placed on April 11, 2001.

As 

of December 31, 2002 the risk ratings obtained are the following:

Classifier R!!ting

AA
AA+

Fitch Chile Clasificadora de Riesgo Ltda.Feller-Rate 
Clasificadora de Riesgo Limitada

The terrns of issuance of these bonds are as follows:

Issuer
Securities issued

HQI Transelec Chile S.A.
Bearer bonds in local currency, denominated in Unidades de Fomento.

Maximum issued 10,000,000 Unidades de Fomento divided into
Series A
Series A-l : Up to UF 3,000,000 (3,000 bonds at UF 1,000 each).
Series A-2: Up to UF 4,000,000 (400 bonds at UF 10,000 each).
Series B
Series B-l: Up to UF 1,000,000 (1,000 bonds atUF 1,000 each).
Series B-2: Up to UF 3,000,000 (300 bonds at UF 10,000 each).

Indexation
Arnortization period

Capital amortization

Change in Unidades de Fomento
Series A 6 years and Series B 21 years (6 years of grace and 1 and 15years 

for capital amortization, respectively).
Series A, in one installment, upon maturity, and Series B, payablehalf-yearly, 

in increasing amounts, and effective September 1,2007.
Series A: without early redemption and Series B,: effective September
1, 2009, on any of its denominated dates of payment of interest or
interest and capital amortization.

Early redemption
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Series A and B bonds accrue an 6.20% annual interest rate on the
outstanding capital, expressed in Unidades de Fomento. Interest is
calculated over a period of 360 days, upon maturity and payable half-
yearly in two semesters of 180 dayseach.

Interest rate

Interest payments Half-yearly payments, upon maturity on March 1 and September 1
yearly, starting September 1,2001. Interest accrued at 2002 year-end
amounts to ThCh$ 3,135,741 (ThCh$3,136,961 in 2001) and is
presented in Current liabilities.
This issuance bas no special guarantees, except for the general
guarantee on aIl of the issuer's assets.

Guarantees:

36 months, as from the date of register with the Superintendent of
Securities and Insurance Companies.

Period of placement

b) The Company issued and placed notes in the international market on April1?, 2001 as follows:

As of December 31, 2002 the risk ratings obtained are the following:

Classifier ~
A-
A-
Baal

Standard and Poor's Rating Group
Fitch Ibca. Duff & Phelps
Moody's Investors Service Inc.

Issuer
Securities issued

HQI Transelec Chile S.A.
US$ (Yankee Bonds) traded in the U.S. market.

ThUS$ 465,000 of a single seriesIssue value

Change in United States dollarIndexation

At maturity on Apri115, 2011.Capital amortization

7.875% annual.Nominal interest rate

On April 15 and October 15 each year, effective October 15, 2001.
Interest accrued at 2002 year-end amounts to ThCh$ 5,710,634
(ThCh$ 5,431,035 in 2001) and is presented in Current liabilîties.

Interest payments
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NOTE 17 '- PROVISIONS AND WRITE-OFFS

Provisions at each year-endare as follows:

2.QQ2.

ThCh$

2QQ1

ThCh$
a) Short-tenn provisions

55,149
556,023
390,661
176.341

1,178,174

643,872
400,918
110.522

1,155,312

Employee severance indernnity benefits
Accrued payroll
Employee vacation benefits
Cost of accidents (lines and substations)

Total

b) Long-term provisions

Employee severance indemnity benefits 1.192.343

1,192,343

1.338.278

1,338,278

No write-offs have been recorded during 2002 and 2001 that relate to the se items.

NOTE 18 -SEVERANCE INDEMNrrIES

The change in severance indemnities during each year is as follows:

lQQ2.

ThCh$

1,299,299
38,979
(90.786)

1,247,492

2QQl

ThCh$

1,269,138
39,343
29.797

1,338,278

Opening balance
Price-level restatement
Provision for the year

Short-term
Long -term

55,149
1.192.343

1,247,492

-
1.338.278

1,338,278
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NOTA 19 -EOurrY

ln accordance with Technical Bulletin No. 14 of the Chilean Institute of Accountants, the loss for the
year ending Decernber 31, 2001 bas been adjusted as a result of a correction made in the determination of
deferred incorne taxes at Decernber 31,2001. The amount related to the adjustment is ThCh$ 152,855
(historical), and is summarized as follows:

Originall~ re}2orted

ThCh$

(4,443,881)
(898.184)

(5,342,065)

As restated

ThCh$

(4,443,881)
(745.329)

(5,189,210)

Adiustment

ThCh$

Loss before incarne taxes
Incorne taxes

Netloss

-
152,855

152,855

a) Changes in equity
12/31/2002

Paid-in Accurnulated Net incarne
~ incornelloss (loss) for the vear

ThCh$ ThCh$ ThCh$

319,754,826 3,277,260 (5,189,210)

12/31/2001
Paid-in Accurnu1ated Net incarne
~ ~ (!oss)for the vear
ThCh$ ThCh$ ThCh$310,140,471 

-3,178,720

-(5,189,210)
9,592,645 (57,359)

--

5,189,210

14.333.781

14,333,781

(3,178,720)

(5.189.210)

(5,189,210)

Opening balance
Allocation ofprior-year
incorne

Priœ-level restaternent of equity
Net incorne (1055) for the year

Final balance

329,347,471 

(1,969,309)

Restated balance 329,347,471- 3,375,577 (5,344,886)

b) Number of shares

Number of
~

1,000,000

Number of paid-in
§h;!I§

1,000,000

Voting
~1,000,000~

Single series

c) Capital

Subscribed
~
ThCh$329,347,471

Paid-in
~
ThCh$329,347,471

~

Single series
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NOTE 20 -OTHER NON-OPERA11NG INCOME AND EXPENSES

These are summarized as follows:

2QQG.

ThCh$

2:QQl

ThCh$
Other non-ol2erating incarne:

609,239
47

302.640

911,926

214,394
2,599

63.393

280,386

Prior-year incarne
Miscellaneous incarne
Incorne on disposaI of rnaterials

ailier non-oQerating exQenses:

769,575

19,399

4,120,822
76,834

39,109

5,025,739

155,532
544,239

125
19,348
7,514

Prior-year expenses
Miscellaneous losses
Retired employee benefits
Directors' remuneration
Fiscal and judicial fmes
Loss on disposaI of flXed assets
Loss on sale of flXed assets
Investigation expenses
Prepaid expense amortization

112,580
58,212

897,550
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NOTE 21 -PRICE-LEVEL RESTATEMENT

The net effects of price-level restaternents, as described in Note 2 d), resulted in a net credit to incorne
amounting to ThCh$ 39,274 (charge ofThCh$ 2,900,202 in 2001) and is surnrnarized below.

~ 2QQ2.

ThCh$

2QQ1

ThCh$

CPI
CPI
CPI
CPI
CPI

51,142
13,492,220

678,358
2,858,265
2,957,690

-
14,623,647

744,584
2,080,705
3,332,072

CPI
CPI
CPI
CPI

2,383,212
573,404

1,452,209
988.331

25,434,831

2,093,782
552,223
302,162
414.971

24,144,146

Assets (charges) / credits
Inventories
Fixed assets
Rights
Cash and banks
Goodwill
Notes and accounts receivable

from related companies
Deferred taxes
Other non-monetary assets
Expense and cost accounts

Total (charges) / credits

CPI
UF
CPI
CPI

(10,004,282)
(13,578,621)
(1,997,377)
(1.464.068)

(27,044,348)

Liabilities (charges) / credits
Shareholders' equity
Bonds payable
Non-rnonetary liabilities
Incorne accounts

Total (charges) / credits

Price-level 

restatement net income

(9,535,286)
(13,992,612)

(1.867.659)

(25,395,557)

39,274 (2,900,202)
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NOTE 22 -EXCHANGE DIFFERENCES

The effects of exchange differences during the year 2002 arnounted ta a net charge to incorne of
ThCh$ 4,096,789 (ThCh$ 30,981,180 in 2001), and is summarized as follows:

~ CUITency ~
ThCh$

.6QQ1

ThCh$

Dollars 5,721,772 (130,130)

Assets (charges) / credits
Time deposits
Notes and accounts receivable

from related companies
Forward contracts
Swap contracts

Dollars
Dollars
Dollars

4,716,750
858,226

5.059.856

16,356,604

8,947,370
1,840,167

(9.787.569)

869,838Total (charges) / credits

Dollars
Dollars
Dollars

(1,904)
(20,295,813)

(155.676)

(20,453,393)

(12,804,629)
(19,046,389)

Liabilities ( charges) / credits
Notes and accounts payable
to related companies

Bonds payable
Accounts payable

Total (charges) / credits (31,851,018)

Net 10ss from exchange differences (4,096,789) (30,981,180)

NOTE 23 -DEBT SECURITY ISSUANCE EXPENSES

Expenses incurred in debt securities issued in the local and foreign markets include:
placement fees, legal services, [mancial services, risk classification reports, and printing costs.

stamp fax,

12/31/2002
Abroad

ThCh$

~
ThCh$

I9-ml
ThCh$

Comuosition

Bond issuance expenses
Amortization

Total

2,426,536
(339.369)

2,087,167

6,826,243
(744.681)

6,081,562

9,252,779
(1,084,050)

8,168,729

Balance sheet nresentation

Other cun-ent assets
ailier-ailiers

Total

339,369
1.747.798

2,087,167

744,681
5,336,881

6,081,562

1,084,050
7.084.679

8,168,729
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12/31/2001
Abroad

ThCh$

~
ThCh$

I2.ml
ThCh$

CornQosition

Bond issuance expenses
Amortization

Total

2,709,345
(282.808)

2,426,537

7,446,811
(620.568)

6,826,243

10,156,156
(903.376)

9,252,780

Balance sheet oresenta!jon

ailier current assets
ather -ailiers

Total

339,370
2.087.167

2,426,537

744,680
6.081.563

6,826,243

1,084,050
8.168.730

9,252,780
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NOTE 25 -CONTINGENCŒS AND RESTRICTIONS

a) Restrictions to Management

As a result of the obligations incurred in the bond offerings, the Company is required to meet specificratios 
and obligations, including:

Maintain at aIl times assets free from any encumbrance, assets with a book value equal to or
greater than one point two times the book value of the issuer's total obligations and debts which are
not pledged as actual guarantees on goods and assets owned. These obligatipns include debts
arising from the aforementioned bond offering.

Prohibition to sell, assign, transfer, contribute or dispose of the issuer' s primary assets in any way.

Maintain an individual and consolidated leverage ratio whereby the proportion of Total
liabilitiestrotal capitalization is not greater than zero point seven times.

Maintain at aIl rimes an individual and consolidated minimum equity equal to fifteen millionUnidades 
de Fomento.

b) Direct obligations

There are no direct obligations.

c) Indirect obligations

There are no guarantors or guarantees issued arising from indirect obligations.

d) Pending lawsuits

At December 31, 2002 there are pending lawsuits filed against the Company, in response to which it
bas instituted the corresponding defense, representing a total ofThCh$ 30,712.

Management believes that no significant contingencies will result from the pending lawsuits.

e) ailiers

On December 5, 2002 the Superintendence of Electricity and Gas by notice ~ 7183 filed charges against
the Company for its alleged responsibility in the interruption of the electricity supply in the Sistema
Interconectado Central that occurred on September 23,2002. As of December 31, 2002, the Company
was preparing its answer. The Administration believes that because the event was a "force majeure", the
Company does Dot bear any responsibility with such event.

As of December 31, 2002, the Company had notified in writing to Empresa Eléctrica Guacolda S.A. and
Empresa Nacional de Electricidad S.A., its intention of initiating arbitration proceedings with respect to
matters dealing with the amounts these companies should pay to HQI Transelec Chile S.A. for basic and
additional tolls and in conformity with Article No. 51 G of D.F.L. No. 1 from 1982 of the Ministry of
Mining. The effects of this contingent situation, will be recognized in accordance with generally accepted
accounting principles, when realized, at the end of the proceedings.
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f) Direct guarantees

Book value
ofcompromised

~
ThCh$

946,813

Balance
pending at
12/31/2002

ThCh$

946,813

Guarantees to be
released

12/31/2003

ThCh$

946,813

Creditor of
guarantee

Type of
guarantee~ 12/31/2001

ThCh$

947,176Banco Santiago Conama Guaranty

NOTA 26 -GUARANTEES OBTAINED FROM TIllRD PARTIES

At December 31, 2002 the Company bas received financial guarantees from contractors and third
parties for the completion of constructions, maintenance work and repayment of housing loans,
amounting to ThCh$ 1,381,561 (ThCh$ 1,407,876 at December 31, 2001).

NOTE 27 -LOCAL AND FOREIGN CURRENCY

Assets and liabilities held in foreign currency have been translated to Chilean pesos at their respective
exchange rates at each year-end and are surnmarized as follows (see conversion rates in Note 2 f):

a) Assets
2.QQ2

ThCh$

177,849
29,569

102,575,396

12,041,223
432,367
80,731

601,535
14,582,500
1,742,810

683,359
8,958,412

42,314

2.QQl

ThCh$

112,151
Il,204

84,318,703
3;048,994
9,202,615

285,024
81,145

1,524,266
674,724

4,552,640
1,708,769

Pesos
Dollars
Dollars
Pesos
Pesos
Pesos
Pesos
Pesos
Pesos
UF
Pesos
Dollars
Dollars
Pesos

2,461,069
185,306

Pesos 494,948,884 486,853,373

Pesos
Pesos
UF
Dollars
Pesos
Pesos
Pesos
Pesos

Pesos

Current assets

Cash and banks
Cash and banks
Time deposits
Marketable securities
Trade accounts receivable
Sundry debtors
Inventories
Recoverable taxes
Prepaid expenses
ailier current assets -resale agreements
ailier current assets
ailier current assets
Accounts receivable from related companies
Deferred taxes

Fixed assets

Fixed assets

ailier assets

Investments in other related companies
Goodwill
Long-term debtors
Accounts receivable from related companies
Intangibles
Amortization of intangibles
Long-term deferred taxes
ailier assets

Total assets

Dollars

55,825
96,052,406

212,277
80,276,160
23,833,712
(2,276,305)
17,473,664
10.927.737

656,134,752

192,522,896

14,794,777

38,256
101,897,261

455,114
75,003,994
23,848,476
(1,622,762)
20,244,468
12.579.285

660,661,351

161,794,970

5,007,754

UF
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NOTA28-SANCrlONS

During 

2002 and 2001, the Company, its Directors and Management have Dot been sanctioned by the
Superintendent of Securities and Insurance Companies.

NOTE 29 -SUBSEOUENT EVENTS

There have been no subsequent events between December 31, 2002 and the date these
statements were issued, which could significantly. affect their interpretation.

tinancial

NOTE 30 -ENVIRONMENT AL EXPENSES

At December 31, 2002, the Company bas made no disbursements related with this concept.

Guillermo Espinosa
General Manager

Juan Carlos Rodriguez
Accountant


