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TRANSREDES - TRANSPORTE DE HIDROCARBUROS SOCIEDAD ANONIMA (TRANSREDES S.A.)
AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS AT DECEMBER 31, 2004 AND 2003

(Amounts expressed in thousands of US Dollars, except per share data)

NOTE 1 - CONSTITUTION AND PURPOSE OF THE Company

Transredes - Transporte de Hidrocarburos Sociedad Andnima (Transredes S.A.) is registered in the city
of Santa Cruz de la Sierra, Bolivia, with address at Km 7%/ Antigua Carretera a Cochabamba. The
Company was formed under the framework of Capitalization Law No 1544, dated March 21, 1994,
by which Yacimientos Petroliferos Fiscales Bolivianos (YPFB) - the Bolivian State owned oil and gas
Company - transferred to the Company assets relating to the transportation of liquids and gas.

The main objective of Transredes S.A. is to carry out oil and gas related activities especially the transport
of liquids and gas in conformity with the Hydrocarbons Law and its regulations. Its activities include
the operation of gas and liquid pipelines within Bolivia, a pipeline (Campero - Arica) and a terminal
in Arica (Chile) under an administrative and operation contract with YPFB.

The consolidated subsidiary companies are:

Gas TransBoliviano S.A. (GTB S.A.), a subsidiary in which the Company has a holding of 51%, which
owns and operates the Bolivian side of the Bolivia to Brazil gas pipeline.

Transredes do Brasil, a subsidiary in which the Company has a holding of 99%, is the vehicle through
which Transredes S.A. holds its investment amounting to 12% of the share capital of Transportadora
Brasileira Gasoduto Limitada (TBG), the Company that owns the gas pipeline from Corumba to Sao
Paulo and Porto Alegre in Brazilian territory.

The main shareholders of the Company are TR Holdings Ltda. [a joint venture between Shell Gas
(Latin America) B.V. and Enron Transportadora Holdings Ltd.], with a holding of 50%, and the local
pension funds “Prevision BBV S.A.” and ““Futuro de Bolivia S.A.” with holdings of 16.78% and 16.79%
respectively.

At December 31, 2004 and 2003, the number of employees working for the Company was 391 and
378 respectively.

NOTE 2 - BASIS FOR THE PREPARATION OF THE FINANCIAL STATEMENTS AND ACCOUNTING
POLICIES

Consolidation

The consolidated financial statements include the accounts of Transredes S.A. and its subsidiaries.
In consolidation, all significant inter-Company transactions and accounts have been eliminated. The
financial statements of Transredes S.A., as an individual entity, are included as attachments | through
IV for information purposes only.

Estimates included in the financial statements

The preparation of the financial statements, in accordance with International Financial Reporting
Standards, requires the use of estimates and assumptions that affect the amounts of assets and
liabilities and the presentation of contingent assets and liabilities at the date of the financial statements,
as well as income and expenses for the period. The more significant areas where estimates are used
are the depreciation and recoverability of long-lived assets. Actual results could differ from the estimates
made by management.
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Translation of foreign currencies

The Company has determined that the US Dollar is the functional currency for the Company. Therefore,
the accounting records are maintained in US Dollars for management purposes, and in Bolivianos for
statutory purposes only. At December 31, 2004 and 2003 there were no exchange controls restricting
the transfer of funds to and from Bolivia, and US Dollars were freely available at the official exchange
rate.

Transactions in Bolivianos and in currencies other than the US Dollar are recorded in US Dollars at
the rate of exchange prevailing when the transactions occur, and monetary assets and liabilities (mainly
the investment in TBG and long term liabilities in currencies other than the US Dollar - see Notes 7
and 8) in such other currencies are included in the consolidated financial statements at year end
exchange rates. Exchange losses for 2004 amounting to USD 1,218 (exchange gains 2003, USD 1,981)
are included in income. The accumulated translation losses arising on the Brazilian investment which
is translated into US dollars at the year end exchange rate are included in Net Equity until realized.

Valuation criteria
Restricted cash

The amount accumulated under this caption is deposited in fiduciary accounts, and is invested in
United States Government Treasury Bills (T-Bills), with average maturities of 86 days and average
interest rates of 2.04% per annum. These investments are accounted for at their market value.

Investment portfolio

The investment portfolio, which arises from operating funds, and is comprised mainly of fixed income,
US Dollar denominated, foreign investments, is managed abroad by two money market funds that
invest in short term instruments with average maturities of 60 days or less. All investments have a
minimum credit rating of A1/P1with immediate liquidity. These investments are accounted for at their
market value.

Fixed assets

Fixed assets contributed by YPFB are included at the fair market value at the date they were transferred
to the Company. The assets acquired subsequent to May 16, 1997 are included at cost.

The depreciation of fixed assets is calculated using the straight-line method. The assets of Transredes
S.A. used in the transportation of liquids and gas (pipelines) are depreciated over their useful life as
determined in the “Regulation for the Transport of Hydrocarbons by Pipeline”, Supreme Decree
N°26116 dated March 16, 2001 [20 years for existing pipelines, 25 years for those pipelines capitalized
during the transition period (May 17,1997 - May 16, 2001), and 35 years for pipelines capitalized
after the transition period].

The pipeline owned by GTB S.A. is depreciated using a unit method. Under this method, depreciation
is calculated by multiplying the cost of the pipeline by a factor determined by dividing the annual
contracted capacity for use of the pipeline by the total design capacity of the pipeline during the
period for which the pipeline is contracted.
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The remaining fixed assets are depreciated over their estimated useful lives using the straight line
method.

Amortization of deferred account

The deferred account {which includes the revenue adjustment made during the transition period, plus
the accumulated interest of 7% on the revenue adjustment and the investments made during this
period (see note 5)} is amortized using a unit method. Under this method, the amortization is calculated
by multiplying the amount accumulated in the deferred account by a factor determined by dividing
the quantity of product transported during the year into the total quantity that is estimated will be
transported during the life of the concession.

Permanent investments

The investments in other companies, over which Transredes S.A. has no significant influence (generally
less than 20%), have been recorded at cost. The cost of the investment in foreign entities - TBG has
been translated into US Dollars at the year-end exchange rate. The translation loss arising from this
procedure is included in net equity until realized.

Operations using financial derivatives

The Company uses financial derivatives to stabilize the impact of non US dollar denominated debt
on current period Net Income. Financial derivatives covering existing exposures are accounted for in
the same way as the item being covered. Financial derivatives used to mitigate exchange rate exposures
are valued at market, with resulting gains and losses taken to income when the gains and losses
generated by the debt that is being covered are recognized.

Financing costs

The Company capitalizes its financing costs within its work in progress, for all projects with budgets
equal to, or greater than, USD 500. Interest is capitalized up until the moment the asset is placed in
service.

Corporate income tax

The Company determines its corporate income tax using the deferred method. This method requires
the accounting of temporary differences between accounting and tax profits or losses at the current
tax rate (25%). These differences arise when the recognition of income and expenses as determined
using tax regulations does not occur in the same period as the recognition of the income and expenses
as determined by accounting principles.

Provision for severance indemnities

The provision for indemnities covers the liability for severance indemnity payable to employees,
contingent or known, accrued at year-end. According to current legislation, after five years of
employment, an employee has a right to indemnity, equivalent to one month’s salary per year of
service, even when the employee resigns.
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NOTE 3 - ACOUNTS RECEIVABLE - ADDITIONAL COMPRESSION

The balance in this account, which at December 31, 2004 amounts to USD 27,549 (Short term: USD
3,408; Long term: USD 24,141) [2003: USD 33,180 (Short term: USD 5,631; Long term: USD 27,549)],
relates to Phases | and Il of the “Cooperation Agreement on Additional Compression”, signed between
GTB S.A. (one of the Company’s subsidiaries) and Petrobras on September 3, 2001. In this contract,
Petrobras agrees to reimburse GTB S.A. for costs incurred in expanding compression up to the 35,000
HP (out of a total of 132,000 HP) required by the system in order to transport the volumes agreed
to in the TCQ, TCO and TCX contracts (see Note 22.4). Phase | costs are related to the construction
of the Yacuses and Chiquitos compression stations, while Phase Il, at a cost of USD 15,798, relates
to the construction of the 1zozog and Roboré compression stations.

According to the payment plan presented by GTB S.A., and accepted by Petrobras, the abovementioned
costs will be reimbursed by Petrobras during the period 2003 through 2012. On February 4, 2003,
GTB S.A. sent Petrobras its first debit note.

At December 31, 2003, Petrobras had paid all but the four first debit notes issued by GTB S.A., in
the amount of USD 2,071 which had been held back until the Brazilian Central Bank received notice
that the construction of the four compression stations were built on time and within the agreed
technical specifications. On January 5, 2004, GTB S.A. received payment in full of the aforementioned
amount.

NOTE 4 - LOANS TO AFFILIATED COMPANIES

The balance in this account at December 31, 2004, which amounts to USD 39,762 (USD 13,713 short
term; USD 26,049 long term) [2003: USD 45,470 (USD 1,183 short term; USD 44,287 long term),
relates to a loan granted to Transportadora Brasileira Gasoduto Ltda. (TBG) by Transredes do Brasil
Ltda. (TDB), one of the Company’s subsidiaries. During the year ended December 31, 2004, TDB
received interest payments in the amount of USD 11,760 (2003: USD 5,280). The balance of this loan
plus interest will be paid through promissory notes during the period 2005 through 2019. Interest
accrues semiannually at a rate of 15%.

NOTE 5 - DEFERRED ACCOUNT

The liquids and gas transportation business is subject to the Hydrocarbon Law (N° 1689), the regulations
for the transport of liquids and gas through pipelines, established by Supreme Decree N° 24398 and
to any Administrative Resolution issued by the Hydrocarbons Regulatory Body (Regulator). Amongst
other powers, the Regulator regulates and approves transportation tariffs on the basis of the following
principles:

= Ensure the lowest cost to consumers in a framework of safety and continuity of service, and create
incentives for those holding concessions so that they can improve the efficiency of their operations.

= Allow those who hold concessions, under the framework of a prudent and rational administration,
to earn enough revenues to cover all their operational expenses, taxes (with the exception of
withholding taxes for remittances abroad), depreciation and financing costs and obtain an adequate
and reasonable return on their investment.

e Ensure that tariffs are set and paid in US Dollars.

57



TRANSREDES - TRANSPORTE DE HIDROCARBUROS SOCIEDAD ANONIMA (TRANSREDES S.A.)
AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS AT DECEMBER 31, 2004 AND 2003

(Amounts expressed in thousands of US Dollars, except per share data)

On this basis, the Regulator recognized that the tariff in effect for the first four year period (May
17,1997 through May 16, 2001) was insufficient for Transredes S.A. to cover costs and enable it to
earn an adequate and reasonable return on its investment. Consequently, during this period, the
Company was allowed to calculate a revenue adjustment for an amount equal to the difference
between actual revenues and the revenue requirement approved by the Regulator. The adjustment
was recorded as deferred revenue in the income statement with a corresponding debit to an asset
account (Deferred Account). This account, together with investments made during this period (which
do not form part of the rate base during this period), accumulated interest at a rate of 7% per annum.

The revenue requirement approved by the Regulator was intended to cover reasonable and prudent
expenses [administration, operation, maintenance, depreciation, taxes (excluding value added tax),
regulator levy, interest payable on long term debt] plus the return on equity, established as 12.5%,
for the first ten years, plus the average US Dollar inflation rate for the past four years, as published
by the International Monetary Fund.

Having been approved by the Regulator, the balance accumulated in the Deferred Account at May
16, 2001 forms part of the post transition period tariff base and will be recovered through future
tariffs. The amortization of the Deferred Account is calculated using a units method.

At December 31, 2004, accumulated amortization of the Deferred Account amounts to USD 16,398,
(2003: USD 10,469) and the amortization charge to income amounts to USD 5,929 (2003: USD
4,917).

NOTE 6 - FIXED ASSETS

The balance in this account at December 31, 2004 and 2003 includes the following:

Gross Book Accumulated Net Book Net Book
Value Depreciation Value Value
2004 2003
Usb Usb Usb usb
Land and Buildings 19,934 1,911 18,023 17,924
Rights of way 60 - 60 60
Pipelines 1,102,575 184,002 918,573 927,016
Vehicles 3,596 2,805 791 1,120
Furniture and fixtures 5,132 1,760 3,372 2,850
Computer equipment 8,362 5,573 2,789 1,725
Materials [net of provision for
obsolescence 2004/2003 USD 2,199] 6,657 - 6,657 6,199
Projects under construction 28,247 - 28,247 31,262
Total 1,174,563 196,051 978,512 988,156

Depreciation for the year amounting to USD 37,204 (2003: USD 39,110) has been charged to income.

Towards the end of 2003, as a complement to the implementation of the new fixed asset module
in the JD Edwards information system, the Company hired a consulting firm by the name of Levin
to review the value of fixed assets received during the Capitalization process. This review resulted in
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an adjustment related to assets physically written off and that, because of their inclusion as part of
larger asset categories in the listings handed over by YPFB, had not been written off the accounting
records. The adjustment, that amounts to approximately USD 1,800, was charged against income in
2003.

Rights of Way

Within the Capitalization process, YPFB agreed to register the Rights of Way transferred to Transredes
at the pertinent Governmental Agency. After analyzing the alternatives to perfect the rights of
Transredes regarding the Rights of Way, management considered that the best option was to adhere
to the Rural Property legalization process set forth in the Rural Reform Law. This mechanism seeks
to legalize property rights in the whole Country within a period of ten years. This property rights
legalization process entails a series of procedures that have different durations, with a minimum of
eighteen months as an average. Following this decision, YPFB signed a contract with Transredes and
the National Rural Reform Institute (INRA), to legalize the rural areas were Transredes has an influence,
which cover 4,218 linear kilometers of pipeline. At December 31, 2004, the Company continues with
its legalization efforts in rural areas where there are approximately 1,800 linear kilometers of pipeline.
Approximately 850 kilometers of pipeline, located in the Departments of Santa Cruz, Chuquisaca and
Tarija, have been issued final legalization documents; the remaining kilometers are still in process.
The legalization process for the rest of the pipelines that require legalization in other Departments
of the Country has not yet started, mainly due to social unrest which has affected the process.

With regards to the Rights of Way that have not been legalized in urban areas, Transredes has
developed a legalization strategy that entails recognition, by the Municipalities through which our
pipelines run, of the respective Rights of Way. At December 31, 2004, the Company has obtained
recognition of the Rights of Way in thirteen of the approximately ninety Municipalities involved.

NOTE 7 - PERMANENT INVESTMENTS

The balance in this account at December 31, 2004 and 2003 includes the following:

Holding 2004 2003

% usb usb
Transportadora Brasileira Gasoduto Ltda. (TBG) 12.0 12,343 12,343
Other investments 289 257

Total 12,632 12,600
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NOTE 8 - DEBT
Debt

The balance in this account at December 31, 2004 and 2003 includes the following:

Last maturity 2004 2003
date
usb Usb
Long term debt
Transredes S.A.
Central Bank loans
BID-611-SF-BO 16-07-2020 9,048 9,405
BID-709-SF-BO 24-03-2023 53,174 55,211
BID-816-SF-BO 23-03-2028 15,815 16,421
OECFBVC1RIC 2 20-12-2018 18,403 19,056
OCC Debt 31-12-2004 - 1,553
96,440 101,646
Suppliers Credit
CONFAB 16-10-2009 5,518 6,622
Multilateral loans
Interamerican Development Bank (IDB) 15-02-2014 59,308 42,724
Corporacion Andina de Fomento (CAF) 15-02-2014 39,538 28,482
98,846 71,206
Total long term debt - Transredes S.A. 200,804 179,474
Mezzanine loans
GTB SA.
TWC - Global Project Fund Ltd. 15-03-2011 217,857 30,000
Darby Latin American Mezzanine Holding 15-03-2011 14,857 16,000
Enron Transportadora Holdings Ltd. 15/03/2011 3,714 4,000
Nederlandse Financierings 15/03/2011 9,286 10,000
Total long term debt - GTB S.A. 55,714 60,000
Total long term debt 256,518 239,474
Less: current portion of long term debt 15,057 12,226
Long term debt 241,461 227,248

The debt of Transredes S.A. relating to major financing, which have various currency denominations,
mainly US Dollars, Euros, and Japanese Yen, were originally drawn by YPFB and were subsequently
transferred to Transredes S.A. The latter has agreed to repay these loans to the Bolivian Central Bank,
by means of acknowledgement and subrogation agreements that have been approved by the financing
entities. Interest rates on these loans vary between 2% and 7.19% per annum.

CONFAB is a Brazilian Company that supplied the pipes used in the YABOG expansion project (See
Note 23.7). The loan took the form of a “suppliers credit” to Transredes S.A., for a period of 8 years,
with semiannual installments, and with a fixed interest rate of 7.53% per annum.

The debt with IDB and CAF was obtained on December 15, 2003 to finance the Company’s investment
program for the period 2001 through 2005, for both continuity of service projects and expansion
projects that are supported by long term firm contracts. The debt is made up of two parts: a) a
committed amount of USD 125,000, which has a repayment period of 10 years and an annual interest
rate that varies between Libor + 4.5% and Libor + 6% for IDB and Libor +5.35% for CAF and b) an
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amount of up to USD 66,000 that the Company managed to commit on December 16, 2004 by
means of a syndication process involving commercial banks. Part b must be repaid by December 2011,
and has an annual interest rate that varies between Libor + 4.25% and Libor + 5.75%.

These financial obligations subject the Company to the following restrictions:

Restrictions on acquiring new financial obligations: The Company may only acquire loans with
equal or less priority (pari passu or subordinated) to the Multilateral debt, to the Central Bank debt,
and to the Bonds. Additionally, the Company may not assume, without the express authorization of
the Ministry of Economy, financial obligations with maturities of more than one year, which result
in the debt service ratio falling below 1.2.

As of the commitment to the Multilateral debt, the Company guarantees compliance with its obligations
with the Multilateral debt, the Central Bank debt, and the Bonds by assigning its revenues from the
transport of hydrocarbons to a trustee. The trustee is obliged to a) manage reserve accounts for the
Company to cover its debt service, b) manage sinking funds, which accumulate funds necessary to
maintain adequate debt coverage ratios and c) transfer remaining balances to the Company.

Restricted cash: The balance of this account as at December 31, 2004 amounts to USD 30,632 (USD
13,814 Debt Service Reserve Account; USD 16,818 Sinking Fund) [2003: USD 12,264 (USD 4,932
Master Account; USD 3,885 Debt Service Reserve Account; USD 3,447 Sinking Fund)].

The Company must accumulate in its reserve accounts an amount equal to six months of debt service
for the Multilateral debt, the Central Bank debt, and the Bonds (this period may be extended to twelve
months in special circumstances). The reserve accounts for each of the debts has as a ceiling the six
(or twelve) month debt service relating to the Multilateral debt.

The Company must accumulate in its sinking funds the amount that is estimated will be necessary
to maintain adequate debt coverage ratios in those periods in which payments are made on the
Bonds. The funds accumulated in the sinking funds may be used to repay, or make early payments
on, the Bonds, and can also be used temporarily to cover other special needs of the Company. The
sinking funds are not offered as guarantee for the debt.

Conditions for the payment of dividends: The Company shall only pay dividends when it has met
all its obligations mentioned in Note 18.

The Company guarantees adequate compliance with these financial obligations with all its current
and future assets without limitation.

The debt of GTB S.A. relates to mezzanine loans obtained on July 26, 2002 for the purpose of assuring
construction of the additional compression needed to increase transport capacity from 16 mmcmd
to 30,08 mmcmd by the year 2004. These loans accrue interest at a rate of 15% per annum, with
an interest rate increase clause applicable in the case the Company obtains Senior Secured Debt.

The creditors of GTB S.A. have no recourse against Transredes S.A.

The annual maturity profile of the long term loans is as follows:
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Year Central Bank CONFAB Multilateral Mezzanine Total
usD usD usD UsD usD
2005 5,382 1,104 - 8,571 15,057
2006 5,382 1,104 6.178 8,571 21,235
2007 5,382 1,104 12,356 8,571 27,413
2008 5,382 1,104 12,356 8,571 27,413
2009 5,382 1,102 12,356 8,571 27,411
2010 onward 69,530 - 55,600 12,859 137,989
Total 96,440 5,518 98,846 55,714 256,518

Operations with financial derivatives

As mentioned in Note 2.4.6, the Company uses financial derivatives to stabilize the impact of non
US dollar denominated debt on current period net income.

At December 31, 2003, the valuation of the current derivative operation amounted to an equivalent
of USD 32,837, resulting in a net payable of USD 99. The effect of these operations on the years
results is a net gain of USD 5,322 that offset the net unrealized loss of USD 5,772 recorded on the
debt denominated in foreign currencies. The implicit cost of entering these derivative operations
amounted to USD 413.

The effect of the derivative operations on 2004 results is a net gain of USD 1,384 that offset the net
unrealized loss of USD 1,632 recorded on the debt denominated in foreign currencies. The implicit

cost of entering these derivative operations amounted to USD 372.

The last derivative operation transacted by the Company was settled on December 17, 2004, and no
further operations have taken place since then.

NOTE 9 - ACCOUNTS PAYABLE AFFILIATED COMPANIES

The balance in this account at December 31, 2004 and 2003 includes the following:

2004 2003
UsD usD
Transredes S.A.
Enron 10 12
Shell 44 16
54 28
GTB S.A.
Petrobras S.A. - 259
Enron International - 12
Shell Gas (Latin America) BV 44 44
44 315

98 343
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NOTE 10 - PROVISION FOR ENVIRONMENTAL LIABILITY

At December 31, 2004, the Company has a provision in the amount of USD 1,320 [2003: USD 1,892
(USD 938 short term; USD 954 long term)] for the environmental cleanup costs of its assets. This
amount, which is the unused balance of the original amount of USD 2,416 assigned to Transredes
S.A. by YPFB, relates to the amount of environmental liabilities quantified by the consultants Iris
Environmental Systems and Dames & Moore Inc. hired by the World Bank and the Ministry Without
Portfolio in Charge of Capitalization. This amount was booked by YPFB, on December 31, 1995, in
accordance with the investment and remedy program established for each installation forming part
of the assets of Transredes S.A.M.

In accordance with the Share Subscription Contract signed between Enron Transportadora (Bolivia)
S.A., Shell Overseas Holdings Ltd., the Ministry Without Portfolio in Charge of Capitalization, the
Cititrust Bahamas and Transredes S.A.M., the Bolivian Government remains responsible and assumes
the total cost of any and all necessary remedial action regarding environmental contamination within
or around the assets of Transredes S.A., caused as a result of any act or omission occurred prior to
the close of the capitalization process (May 16, 1997) or an administrative action against the Company
from any governmental agency or entity.

According to the above mentioned agreement, the cost of the remedial actions for environmental
damage caused by the activities carried out prior to May 16, 1997 had to be identified in a more
rigorous environmental study which Transredes S.A. had to carry out during the twelve months
subsequent to the closing date of the capitalization.

To comply with the clauses established in the Share Subscription Contract, Transredes S.A. hired
Raytheon Engineers and Constructors Latin America, environmental consultants, to conduct a study
of the environmental impact of the activities performed prior to May 16, 1997, which included all
areas and assets that the Company possesses. The Company presented the report issued by Raytheon
Engineers and Constructors Latin America to the Foreign Trade and Investment Ministry for its later
analysis and discussion.

On March 10, 2001, the Company signed an agreement for environmental liabilities with the Foreign
Trade and Investment Ministry, in which it is established that the Company is committed to invest
the amount it was assigned only in the remediation of contaminated soil and water. The work that
must be done, which is included in an attachment to the agreement signed by the parties, must be
finished within a period of no more than three years starting on the date the agreement was signed.
Due to different circumstances, the remediation schedule was modified, and the changes, together
with a new proposed schedule was sent to the Vice ministry of Industry and Commerce on May 10,
2004. In this new proposal, a time extension is being requested as set forth in clause 3.2.2. of the
aforementioned Agreement. At December 31, 2004, the Company has not yet received approval of
the new proposal.

On the basis of the studies mentioned above and the explicit recognition of the Government that it
remains responsible for any administrative order or action initiated against the Company by any
governmental agency or entity for environmental remediation of the damage caused by activities
before the close of the capitalization, management considers that the provision for environmental
liability that has been assigned to the Company, in the amount of USD 1,320 [2003: USD 1,892 (USD
938 short term; USD 954 long term)] is the only obligation of Transredes S.A. regarding the environmental
damage existing or resulting from actions or omissions prior to May 16, 1997. Consequently, no
further amounts have been recorded for environmental liabilities.
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NOTE 11 — BONDS PAYABLE

The balance in this account, which at December 31, 2004 amounts to USD 135,000 (USD 20,000
short term; USD 115,000 long term) [2003: USD 155,000 (USD 20,000 short term; USD 135.000 long
term)], relates to the issue of publicly traded securities denominated as “Transredes Bonds”. The
bonds were issued on June 29, 2001 and September 17, 2001, with a local credit rating of AA2 given
by Pacific Credit Rating S.A.

The characteristics of each series are as follows:

SERIES  AMOUNT CODE PERIOD ~ NOMINAL  INTEREST  DUE DATE NUMBERING
INDAYS ~ VALUE RATE
uUsD uUsD
A 100000000 TRD-EIA01 1,100 1,000.00 10.00% July3,2004  from 001to 1,000
B 400000000  TRD-EIB-01 1,100  10,000.00 10.00% July3,2004  from 001to 400
c 1500000000  TRD-EIC-01 1,100  50,000.00 10.00% July3,2004  from 001to 300
D 2000000000 TRD-EID-01 1,440  50,000.00 10.25% June 8,2005  from 001to 400
E 2000000000  TRD-EIE-01 1,800  50,000.00 10.50% June 3,2006  from 001to 400
F 2000000000  TRD-EIF-01 2,160  50,000.00 10.75% May 29,2007  from 001to 400
Lone 75.000.00000 TRD-E2U-01 2,880  50,000.00 11.00% August6,2009  from 001to 1,500

Series A, B and C were paid in full on the respective due date in 2004. Interest on series D, E, F and
on the Lone series will be paid every 180 days. The principal of the remaining series will be paid on
the due date.

NOTE 12 — DEBT HELD BY SUBSIDIARY COMPANIES

The balance in this account at December 31, 2004 and 2003 includes the following:

2004 2003
Interest Principal Interest Principal
GTB SA. USD USD USD USD
Advances: * * * *
Petrobras Gas S.A. 3,827 6,667 3,258 6,667
Enron (Bolivia) C.V. 1,435 2,500 1,231 2,500
Shell Gas (Latin America) B.V. 1,435 2,500 1,231 2,500
British Gas Overseas Holding Ltd. 957 1,667 820 1,667
El Paso EPED B Company 957 1,667 820 1,667
8,611 15,001 7,360 15,001
Subordinated debt:
Petrobras Gas S.A. 1,882 3,988 1,274 3,988
Enron (Bolivia) C.V. 2,879 6,163 1,939 6,163
Shell Gas (Latin America) B.V. 2,911 6,163 1,939 6,163
British Gas Overseas Holding Ltd. 342 725 231 725
El Paso EPED B Company 342 725 231 725
8,356 17,764 5,614 17,764

16,967 32,765 12,974 32,765
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The debt of GTB S.A. includes: a) obligations with affiliated companies for preoperative costs, which
accrue interest at a rate of 8.16% and have no defined repayment dates, except that they must be
repaid before the Company can pay dividends; and b) subordinated debt, which accrues interest at
a rate of 15% and is payable in quarterly installments up until December 31, 2012.

The creditors referred to above have no recourse against Transredes S.A.

NOTE 13 - REVENUE RECEIVED IN ADVANCE

The balance in this account at December 31, 2004 and 2003 includes the following:

2004 2003

GTB S.A.

2 us us
Short term - —
Petrobras S.A. - Advance payment contract (APC) 23,677 17,660

- Transport capacity option (TCO) 2,025 2,025
25,702 19,685

Long term
Petrobras S.A. - Advance payment contract (APC) 282,190 306,212
- Transport capacity option (TCO) 68,850 70,875
351,040 377,087

The APC contract with Petrobras arises from financing provided to construct the pipeline. Interest
accrues at a rate of 10.07% per annum. Repayment is made through deductions from tariffs payable
by Petrobras to GTB S.A., as set forth in the TCQ Transportation Contract. These deductions are
calculated on the basis of a formula under which 80% of the amount billed (net of VAT), less an
operating expense provision, will be deducted from the amount due. The APC will be paid in full by
January 31, 2012.

The Transport Capacity Option (TCO) gives Petrobras the right to transport 6 million cubic meters per
day for 40 years and carries no interest. This option is recorded as revenue as the obligation is amortized
over 40-years using the straight-line method.

The creditors referred to above have no recourse against Transredes S.A.
NOTE 14 - DEFERRED INCOME TAXES

The consolidated balance in this account, which at December 31, 2004 amounts to USD 42,110
(2003, USD 30,243), is mainly comprised of a) 25% of the difference between the tax and accounting
depreciation rates, and 25% of the deferred revenue and interest accounts, net of amortization, all
of which generate a deferred tax liability, and b) 25% of the accumulated tax loss, which represents
a future benefit that the Company recognizes as a deferred asset and 25% of the provision for
uncollectible accounts that generates a deferred tax asset all of which are offset against the
aforementioned liability. The effect in the income statement for the year 2004 is a deferred tax loss
item in the amount of USD 11,899 (2003: deferred tax loss item in the amount of USD 12,321).
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NOTE 15 - PAID-IN CAPITAL

The subscribed capital of Transredes S.A., which is fully paid, amounts to Bs1,004,812 (USD 193,617),
divided into 10,048,120 shares with a nominal value of Bs100 each.

The proportional net value of each share at December 31, 2004 amounts to USD 40.09 (2003: USD
39.53).

NOTE 16 - PAID-IN CAPITAL IN EXCESS OF PAR

TR Holdings Ltda. the Company that was granted the right to subscribe for 5,024,060 shares of
Transredes S.A., with a nominal value of Bs100 each, paid a total of USD 263,500 for those shares.
This amount was considered a capital contribution dated May 16, 1997. The difference between the
nominal value of the shares issued and the amount paid is USD 167,438. This amount was booked
as a special reserve denominated Paid-in capital in excess of par. The use of this special reserve is to
be determined by the Shareholders Meeting of Transredes S.A.

NOTE 17 - CUMULATIVE FOREIGN CURRENCY TRANSLATION ADJUSTMENT

The debit balance in this account, which at December 31, 2004 amounts to USD 4,468 (2003, USD
4,864), relates to the exchange differences that arise when recording the investments that Transredes
S.A. has in foreign companies. The latter are located in Brazil and use the Real as their functional
currency. These exchange differences are included as a separate component of net equity, until the
investment is sold. The gain or loss arising from the sale of the investment will be included in income
in the period in which the operation takes place.

NOTE 18 - RESTRICTION ON PAYMENT OF DIVIDENDS

In accordance with the Bolivian Commercial Code, the capitalization contract and the covenants in
the debt contracts, the Company may only pay dividends when:

It has constituted a legal reserve, with a minimum of 5% of the net income, until such reserve amounts
to 50% of the paid-in capital. At December 31, 2004, the Company had a legal reserve for USD 8,636
(2003: USD 6,939).

It is up to date with all obligations which have fallen due.

It has complied with the minimum amounts required for the historical and projected debt coverage
ratio.

It has not had an event of non compliance.

Has accumulated the required balances in the reserve accounts.

Has accumulated the required balances in the sinking funds.

The dividend payment is done 30 days after an interest payment on the Multilateral debt.

It has available cash of at least USD 10,000 after the dividend payment.
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NOTE 19 - OPERATING EXPENDITURES-NET

The balance in this account at December 31, 2004 and 2003 includes the following:

2004 2003

usb usb
Personnel 18,528 17,795
Maintenance 7,483 7,310
Infrastructure 6,995 8,244
Professional services 5,395 4,219
General services 2,273 4,080
Communications 1,299 1,189
Others 3,819 4,069
Allocations (5,138) (5,595)
40,654 41,311

NOTE 20 - ADMINISTRATIVE PROCEDURE

OnJuly 18, 2001, the Vice minister of Environmental Affairs issued Administrative Resolution VMARNDF
N°011/01 by means of which it imposed a fine on Transredes S.A. for an amount of Bs12.249
(equivalent to USD 1,520) because of the alleged non presentation of the contingency plan related
to the Desaguadero River. This resolution was appealed by the Company on July 31, 2001 and is still
pending resolution. Based on the opinion of the legal advisors, management estimates that the
Company will not pay this fine. On this ground, no provision has been recorded in the financial
statements as at December 31, 2004 and 2003.

NOTE 21 - COMMITMENTS AND CONTINGENCIES

At December 31, 2004, the Company and its subsidiaries have the following commitments and
contingencies:

Investment of the Capitalization funds

In relation to the cash contribution of TR Holdings Ltda., the Company was obliged to invest the
contributed amount (USD 263,500) within a maximum period of 8 years as of the closing date of
Capitalization (May 16, 1997).

The Superintendency of Hydrocarbons, by means of Administrative Resolution N° 108/02, dated
August 2, 2002, approved compliance of the investment obligations of TR Holdings Ltda., by means
of Transredes S.A., under the Share Subscription Contract N°43/97, dated May 15, 1997.

PRONER project

The Company made a commitment to invest USD 10,000 in rural electrification projects under the
framework of the National Program for Rural Electrification (PRONER). These investments were to be
done through the PRONER Foundation, yet to be established. This investment was approved by the
Board of Directors and ratified by the shareholders. At December 31, 2004, the Company is analyzing
a request presented by the Bolivian Government to modify the original agreement and reassign the
investment funds to projects for natural gas transportation, for home gas distribution, and for the
development of thermoelectric generation.
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GTB S.A. expansion

Under the terms of the existing gas transportation agreement, GTB S.A. had to increase its compression
capacity in stages between September 2002 and March 2003. In order to comply with this obligation,
the Company obtained USD 90,000 in mezzanine financing to cover construction costs. On February
28, 2003, the expansion, which entailed the building of both the Roboré and Izozog compression
stations, was completed and the capacity of the pipeline was increased to 30.08 mmcmd.

Investment in Transportadora Brasileira Gasoduto Ltda. (TBG) - funding agreement

As a shareholder in TBG, the Company has made contributions for the construction of the northern
and southern sections of the Brazilian side of the Bolivia to Brazil pipeline in accordance with the
funding agreement signed by the shareholders. Both sections of the pipeline are currently in operation.
Of the remaining shareholder funding commitment for this project, the Company’s final contribution
amounted to USD 1,400 and was paid on January 10, 2002. However, there is a clause denominated
“funding of overruns” in which the shareholders have committed to invest an additional amount of
USD 101,300, of which Transredes S.A. would be responsible for USD 12,100 in accordance with its
participation in the project. Based on financial projections presented by TBG, Management estimates
that the disbursement of these funds will no longer be necessary.

Tax claim

During the month of November 2003, the Bolivian Tax Administration summoned the Company with
two tax Resolutions claiming Income Tax underpayment in fiscal years 1997 and 1998 for USD 3,171
and USD 4,448, respectively. The Tax Administration’s position is that, when calculating the Income
Tax for those years, the Company incorrectly used as a deductible item, depreciation calculated on
the portion of fixed assets that was the result of a technical revaluation performed on the fixed assets
contributed by YPFB during the Capitalization process. The Company is in disagreement with the Tax
Administration’s interpretation and has initiated legal action in the Bolivian Courts. At December 31,
2004, the evidence phase had concluded, and the Company is waiting to present its closing arguments
before the Judge makes his final decision.

Additionally, in September 29, 2004, the Bolivian Tax Administration summoned the Company with
three new tax charges claiming Income Tax underpayment in fiscal years 1999, 2000 and 2001 for
USD 5,650, USD 5,230 and USD 4,776, respectively. The arguments used by the Tax Administration
are the same as those explained above, and the Company is waiting for the final tax Resolution in
order to initiate legal action similar to that initiated against the Tax Administration for the 1998 and
1997 cases.

Legal claim

On December 30, 2002, Mrs. Carolina Ortiz Paz initiated a law suit against the Company for USD
10,000, claiming reimbursement of damages caused as a result of the ONSZ Il pipeline right of way,
which crosses her land. In the lower Courts, the judge decided in favor of Mrs. Ortiz, and the Company
made an appeal before the Superior Court of the Santa Cruz de la Sierra Judicial District. Additionally,
the Company appealed another Resolution in which the Judge in the lower Courts determined to
exclude YPFB from the case, arguing that this Company was neither defendant nor plaintiff.

On June 18, 2004, the Judge of the Superior Court of the Santa Cruz de la Sierra Judicial District
accepted the inclusion of Yacimientos Petroliferos Fiscales Bolivianos (YPFB), as co-defendant, and
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upheld the exception by prescription presented by the latter. On August 8, 2004, the plaintiff made
an appeal to the Superior Court of the Santa Cruz de la Sierra Judicial District, which, at December
31, 2004, had not yet been resolved. Management estimates that a favorable resolution will be
obtained.

Pressure Guarantee

Transredes S.A. signed a contract with Enron International Bolivia Holdings Ltd. and Shell Gas (Latin
America) BV in which Transredes S.A. makes a commitment to guarantee certain pressure at the point
where the San José - San Matias gas pipeline joins the Bolivia to Brazil gas pipeline. Management
estimates that the total investment required to guarantee the aforementioned pressure will not exceed
USD 8,000. If Enron International Bolivia Holdings Ltd. Or Shell Gas (Latin America) BV do not send
notice requesting pressure maintenance, the guarantee granted by the Company, under this contract,
expires on September 11, 2005.

NOTE 22 - PRINCIPAL CONTRACTS SIGNED BY THE Company AND THE SUBSIDIARIES
Share subscription contract

This contract, which was signed by the Ministry Without Portfolio in Charge of Capitalization, Shell
Gas (Latin America) BV, Enron Corporation, Enron Transportadora Holdings Ltd., Transredes S.A.M.,
TR Holdings Ltda. (made up by the consortium of Enron Transportadora (Bolivia) S.A. - Shell Overseas
Holdings Ltd.) and the Cititrust (Bahamas) Ltd., covers the subscription of the shares, that under the
framework of the capitalization of YPFB, were subject to an international public bid. In addition, this
contract sets forth the responsibilities and obligations of the parties.

Administration contract

By means of this contract, which was signed by the Ministry Without Portfolio in Charge of Capitalization,
Transredes S.A.M., TR Holdings Ltda. (formed by the consortium of Enron Transportadora (Bolivia)
S.A. - Shell Overseas Holdings Ltd.) and the Cititrust (Bahamas) Ltd., TR Holdings Ltda. is granted the
administration of Transredes S.A. for a period of eight years from May 16, 1997.

According to the Share Subscription Contract (see Note 23.1), TR Holdings Ltda. is obligated to
maintain a 50% participation in the share capital of Transredes S.A., or control over its administration,
until such time as the subscribed amount (USD 263,500) has been invested (see Note 22.1).

Additionally, TR Holdings Ltda. can not sell, give up, mortgage, or otherwise transfer its shares in
Transredes S.A. to third parties until such time as the amount mentioned in the previous paragraph
has been invested.

Contracts of debt acknowledgement and payment acceptance

By means of these contracts, Transredes S.A.M. (currently Transredes S.A.) accepts certain loan
obligations drawn by YPFB and agrees to pay them. The guarantees originally given by YPFB in these
contracts were replaced by new guarantees given by Transredes S.A. after the close of the capitalization
process (See Note 8).
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Contracts between GTB S.A. and Petrobras

On September 3, 2001, GTB S.A. signed contracts with Petrobras to cover the transport of gas and
repayment of funds advanced by Petrobras to GTB S.A.. The aspects covered are the following:

Transport Capacity Quantity (TCQ)

Under this contract, Petrobras is committed to pay for the transport of a fixed volume of gas, raising
to a maximum of 18.08 million cubic meters per day from 2003 onwards for 20 years. The tariff has
been fixed in United States Dollars for the period of the contract.

Transport Capacity Option (TCO)

Under this contract, Petrobras has paid GTB S.A. in advance USD 81,000 for the right to transport 6
million cubic meters of gas per day during 40 years.

Transport Capacity Extra (TCX)

Under this contract, Petrobras is committed to pay for the transport of a fixed volume of gas above
the volumes covered by the TCQ and TCO (24.08mmcmd) and up to a volume of 30.08 mmcmd.

Contract regarding guaranteed obligation

This contract, signed between Petrobras S.A. and GTB S.A., establishes the guarantees granted by
the latter on the APC Contract. The guarantee consists mainly of a lien on the pipeline of GTB S.A.
in favor of Petrobras S.A.

Agreement on use of the Yacuses compression plant

This agreement, signed between Petrobras S.A. and GTB S.A., establishes the conditions for use of
three compressors in the Yacuses compression station. The use of this station, which belongs to
Petrobras S.A., has been granted to GTB S.A. under this contract until December 1, 2019.

Firm capacity contract signed with Petrobras Bolivia S.A.

On May 9, 2001, Petrobras Bolivia S.A. and Transredes S.A. signed a firm capacity contract to transport
up to 6 mmemd of gas, for a period of 20 years, from the interconnection of the San Alberto oil field
to the compression plant in Rio Grande. This contract was approved by the Regulator on July 27,
2001. In order to comply with this commitment, the Company expanded its transport system in the
South.

NOTE 23 - PENDING INTERCompany RECONCILIATION OF RECEIVABLES BETWEEN TRANSREDES
S.A. AND ITS CLIENTS

Empresa Petrolera Andina S.A. (Andina)

On November 1, 2002, Transredes S.A. made an appeal to the Superintendency of Hydrocarbons to
resolve a controversy with Andina regarding collection of the Deferred Account surcharge (SCD) and
the Internal Market Subsidy (TEMI) for the period May 17, 2001 through June 21, 2002, for an
estimated amount of USD 2,100. In accordance with the opinion of the Company’s internal legal
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counsel, the Company has a reasonable right to collect on this issue. Consequently, the Company
has recorded an account receivable from Andina with the corresponding credit to income.

During 2003, the Hydrocarbons Superintendency issued a Resolution in favor of Transredes S.A., and
Andina paid the corresponding amount less a balance of USD 132 which, at December 31, 2003,
was being analyzed as part of a volume reconciliation between the parties.

During 2004, Andina supported its non payment of the remaining balance due Transredes by stating
that the amount was not correct. According to Andina, the balance of volumes received and delivered
by Transredes S.A., the procedure out of which the amount to be collected from Andina arises, should
be done on a daily rather than on a monthly basis. Transredes had concurred with this concept earlier
and made the change in July of 2003. During the month of September 2004, in an effort to resolve
the discrepancies of the periods prior to the change in procedure (2000 up until July 2003), Transredes
S.A. completed its calculations using daily balances, and, although it did not arrive at the disputed
amount presented by Andina, the result of the exercise was that volumes were inaccurately invoiced
during the period being analyzed, and that the receivable for Transredes has to be evaluated. At
December 31, 2004, the account reconciliation meeting between the parties is still pending, and
management estimates that the case will be solved no later than the second quarter of 2005.

Empresa Petrolera Chaco S.A. (Chaco)

On December 31, 2002, the Company was undergoing a receivable/payable reconciliation process
with Chaco. This process had its origin in the interpretation of certain clauses of the liquids firm
transport contract signed between the parties that relate to the annual reconciliation between
contracted volumes and those effectively transported and to the recovery of the latter. The amount
in dispute amounted to approximately USD 300 (USD 2,200 claimed by Transredes S.A. and USD
1,900 effectively paid by Chaco S.A.). The remaining balance of USD 300 relates to a volume of
approximately 137 thousand barrels that Chaco delivered as Inventory for the transport system and
believes should be deducted from the amount they owe Transredes. This situation was clarified by
the Superintendency in favor of Transredes in the month of August, 2003 and, at December 31, 2003,
Chaco had still not paid the amount owed.

In addition, Chaco alleged that the amount paid to Transredes S.A. constitutes a payment on account
of volumes to be transported in subsequent years up until 2007, while Transredes S.A. position is that
only 10% of the yearly nominated volumes could be considered a payment on account of volumes
to be transported in the future. The Company’s position has been ratified by the Regulator, thus it
is foreseen that amendments will be made to the Contract in order to clarify the mechanism to be
used.

In 2004, the Hydrocarbons Superintendency approved an amendment to the Contract that allows
the carrier to recover 100% of committed and paid volumes but not transported by the Company
during the years 2003 and 2002. The shipper will be able to recover these volumes during the period
2004-2007 by paying only the variable service charge and subject to available capacity in the system
after considering volumes effectively nominated for both firm and interruptible services.

Maxus Bolivia Inc. - Bolivian Branch (Maxus)

At December 31, 2003, the Company had a dispute with Maxus for an amount of approximately USD
2,500, that arose from the interpretation of the period covered by one of the gas transport firm
contracts signed by the parties. Maxus stated that the Contract ended three years after the date when
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the Contract was signed (January 2003), while the Company made reference to a suspense clause,
that indicated that the period of three years began once the Company had completed the expansion
project necessary to provide the service, which took place one year after the Contract was signed.
Before pursuing arbitration, as established in the General Terms and Conditions for the Transport of
Hydrocarbons (GTCS), the Company agreed to have the Regulator analyze an alternative presented
by Maxus that, respecting the 3 year term stated in the Contract, and the projected ramp up during
this period, would end on the date estimated by the Company. What the Company was looking for
was to assure that the solution to this dispute was transparent and that it did not generate discrimination
or a negative precedent for other contracts.

On March 7, 2004, the parties signed the “Clarification and Account Reconciliation Agreement™, in
which the amount receivable was set at approximately USD 1,500 and a payment schedule of eight
installments was agreed. At December 31, 2004, the balance outstanding relates to the last installment
agreed to, which is due in January 2005.

NOTE 24 - OPEN ACCESS

The Company’s Subsidiary, GTB S.A. is obligated to offer transport services to all interested parties
under the regulations laid down by the Bolivian Vice Ministry of Hydrocarbons. However, the gas
transport agreement between GTB S.A., YPFB and Petrobras gives gas sold under the Bolivia-Brazil
Gas Sales Agreement preference of up to 30.08 mmcmd over all other contracts. It also gives Petrobras
“most favored nation status” with relation to other shippers during the ramp-up period and for a
period of 5 years after the effective date of any contract for other service entered into between
January 1, 2002 and December 31, 2006. Under this clause, the Company may not charge third
parties a tariff which is lower than that charged to Petrobras.

NOTE 25 -ISSUES PENDING RESOLUTION ORIGINATING IN THE RELATIONSHIP WITH PETROBRAS
Most Favored Nation Status

In accordance with the transportation contracts signed between YPFB, Petroleo Brasileiro S.A. and
GTB S.A., Petroleo Brasileiro S.A. has preference in the pipeline over any other shipper due to clause
4.4, in which the contract establishes its most favored nation status treatment. Also, during the ramp-
up period and for a period of five (5) years after the effective date of any contract for other service
entered into between January 1, 2002 and December 31, 2006, the Transporter shall not provide any
competitive service on a firm basis at an adjusted tariff that is less than the combined GSA tariff,
unless transporter revises the capacity rate.

During 2001, the Company signed a firm gas transportation contract with BG Bolivia Corporation
(BG), in which a tariff schedule was established that resulted in a lower tariff than that which was
charged to Petroleo Brasileiro S.A. during operations in 2002. As a consequence of the lower tariff
applied to BG, Petroleo Brasileiro S.A. filed claims against GTB S.A. Additionally, Petroleo Brasileiro
S.A., withheld amounts which corresponded to the difference between the tariff applied to BG and
the tariff applied to Petroleo Brasileiro S.A. that it should have paid for transportation services on the
GTB S.A. pipeline. The amount withheld by Petroleo Brasileiro totals to USD 8,320 (consisting of USD
2,847 withheld in cash and USD 5,473 to be added to the APC). A further claim of USD 507 was also
made but this amount was not withheld.

As a consequence of the actions taken by Petroleo Brasileiro S.A., GTB S.A. made a new transportation
agreement with BG to adjust the tariff applied for services provided to BG in 2002. On November
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18, 2002, GTB S.A. and BG signed an amendment in which a retroactive increase in the tariff, above
the Petroleo Brasileiro S.A. tariff level, for the entire year of 2002 was established. BG agreed to pay
the difference resulting from the retroactive increase in the tariff.

Although the tariff applicable to BG was retroactively adjusted as mentioned in the prior paragraph,
Petroleo Brasileiro S.A. expressed its position, with respect to the withheld amounts, through a letter
sent to GTB S.A. on January 27, 2003. In this letter, Petroleo Brasileiro S.A. stated that it did not
accept the argument of the retroactive increase in the tariff applied to BG, and that it considered that
the withheld amounts are supported by its contracts signed with GTB S.A. YPFB concurred with the
position held by Petroleo Brasileiro S.A..

Capacity charge reduction

GTB S.A. recorded a provision of USD 800, in the financial statements as of December 31, 2002, to
cover the amount claimed by Petroleo Brasileiro S.A. in 2001 because of the tendering shortfalls in
the volumes of gas delivered, which lead to a reduction in the capacity charge of transporter Il during
the months of October to November 2001. During 2002 and 2003, Petroleo Brasileiro S.A. withheld
payments from GTB S.A. based on alleged reductions in the capacity of Transporter Il during 2002
and 2003. The amount withheld by Petroleo Brasileiro S.A. totals to USD 1,542 (consisting of USD
1,525 withheld in cash and USD 17 to be added to the APC).

Use of deemed capacity for interruptible transportation services given to other shippers

According to the gas transportation contracts, any time GTB S.A. uses Petroleo Brasileiro S.A. deemed
capacity to transport gas for third parties on an interruptible service basis, the Company is required
to credit 75% of the associated revenue to Petroleo Brasileiro S.A. GTB S.A’s position was that the
compressors rented from Hanover gave it the additional capacity to deliver 4.4 MMm3/d above
Petroleo Brasileiro S.A. deemed capacity. Only to the extent that the other shippers’ volumes exceeded
the additional capacity did the credit apply. Accordingly, GTB S.A. also identified a series of billing
errors that resulted in a potential overpayment to Petroleo Brasileiro S.A. of USD 1,833 for use of its
deemed capacity. Petroleo Brasileiro S.A. also withheld payments from GTB S.A. for gas transportation
services, from June to December 2002 in the amount of USD 1,412.

Unauthorized Usage Charge

On September 29, 2003, Petroleo Brasileiro S.A. presented its calculations of certain penalty amounts
under the Bolivia Transportation Agreements, relating to claimed Transporter Services Defaults
committed by GTB S.A. in October and November, 2001 with the following claim that “During those
months, GTB S.A. received, transported and delivered gas to BG, under its firm services contract with
BG, in violation of the priority levels established in the Clause 20.4 - “Scheduling Priority”” of the
Bolivia Transportation Agreements. Petroleo Brasileiro S.A. claimed that these actions led to a series
of tendering shortfalls and delivery shortfalls under the TCQ and TCO agreements. Petroleo Brasileiro
S.A. withheld USD 11 and also presented claims totaling USD 1,084 for unauthorized usage charges.

Damages Il Penalties
These penalties relate to failure to deliver scheduled quantities at the Border Delivery Point. Petroleo

Brasileiro S.A. made a claim based on a contract interpretation that GTB S.A. is obligated to discharge
at Maximum Operating Pressure (MaOP) to avoid shortfalls. GTB S.A.’s interpretation is that it is
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TRANSREDES - TRANSPORTE DE HIDROCARBUROS SOCIEDAD ANONIMA (TRANSREDES S.A.)
AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS AT DECEMBER 31, 2004 AND 2003

(Amounts expressed in thousands of US Dollars, except per share data)

required to discharge at pressures sufficient to enter the TBG pipeline as determined by the GTB
S.A./TBG Model, not to exceed the MaOP of the pipeline. Although no amounts have been withheld
by Petroleo Brasileiro S.A., claims totaling USD 5,748 have been presented.

Dispute status

As at December 31, 2004 the dispute resolution was ongoing. An Independent Engineer (IE) was
contracted in June 2004 to create models of the pipeline in stages and determine deemed capacity
utilization and to determine if BG gas deliveries were effected utilizing TCO or TCQ capacity. The
results of the IE’s work contributed to the provision amount which was reflected in the Company’s
accounts as at 31st December 2004.

Provision for claims

At December 31, 2001, GTB S.A. made a provision, for an amount of USD 5,000, against possible
losses which may arise as a result of this claim. Additionally, as discussed in Note 25.2, on December
31, 2002, GTB S.A. recorded a provision of USD 800 relating to the Capacity Charge Reduction. At
December 31, 2004 an additional provision has been made in the amount of USD 7,300, making the
total provision USD 13.100.

NOTE 26 - SUBSEQUENT EVENTS

Between December 31, 2004 and the date of issue of the financial statements, there have been no
events or circumstances that could materially affect the information included in the financial statements.

~
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Brett Wigys Peter Verschuren Stephen Auld @ Bacatreza

President and General Manager Vicepresident Finance Controller Accountant



TRANSREDES - Transporte de Hidrocarburos Sociedad Anonima Attachment |
(TRANSREDES S.A.)

BALANCE SHEET AT DECEMBER 31, 2004 AND 2003
(In thousands of US Dollars)

2004 2003
ASSETS
Current assets
Unrestricted cash 1,899 11,986
Restricted cash 30,632 12,264
Investment portfolio 38,785 21,000
Accounts receivable - trade (net of provision for uncollectible accounts) 12,971 18,771
Accounts receivable - affiliated companies 1,598 2,292
Loans to affiliated companies 7,606 3,493
Other accounts receivable 3,074 3,500
Total current assets 96,565 73,306
Non-current assets
Loans to affiliated companies 99,952 99,574
Deferred account (net of amortization) 131,017 136,947
Fixed assets (net of depreciation) 458,519 453,948
Permanent investments 17,877 18,115
Other assets 6,403 7,095
Total non-current assets 713,768 715,679
TOTAL ASSETS 810,333 788,985
LIABILITIES AND NET EQUITY
Current liabilities
Accounts payable - trade 7,028 8,047
Accounts payable - operations with derivatives - 99
Accounts payable - affiliated companies 54 28
Current portion of long term debt 6,486 7,941
Current portion of bonds payable 20,000 20,000
Interest payable - loans 3,429 1,062
Interest payable - bonds 3,140 2,981
Social security contributions and taxes payable 8,282 4,522
Provisions for expenses 2,972 2,650
Provision for environmental liability 1,320 938
Other liabilities 397 1,095
Total current liabilities 53,108 49,363
Non-current liabilities
Provision for environmental liability - 954
Long term debt 194,318 171,533
Bonds payable 115,000 135,000
Deferred income taxes 39,059 29,524
Severance indemnity 6,033 5,447
Total non-current liabilities 354,410 342,458
TOTAL LIABILITIES 407,518 391,821
NET EQUITY
Paid-in capital 193,617 193,617
Paid-in capital in excess of par 167,438 167,438
Cummulative foreign currency exchange adjustment (4,468) (4,864)
Legal reserve 8,636 6,939
Retained earnings 37,592 34,034
TOTAL NET EQUITY 402,815 397,164
TOTAL LIABILITIES AND NET EQUITY 810,333 788,985
M Gl — 4 =
Brett Wigys Peter Verschuren Stephen Auld ¢ Bacatreza

President and General Manager Vicepresident Finance Controller Accountant



TRANSREDES - Transporte de Hidrocarburos Sociedad Anénima

(TRANSREDES S.A.)

STATEMENT OF INCOME FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

(In thousands of US Dollars)

Revenue from operations
Transport of natural gas
Domestic
Export
Transport and storage of liquids
Domestic
Export
Other income
Less Transactions Tax & Sirese Levy

Total revenue from operations
Operating expenses - net
Depreciation - fixed assets
Amortization - deferred account
Obsolescence - materials inventory

Gross profit

Exceptional operating income
Other income (expenses) - net

Operating profit

(Loss) income from investments in affiliated companies

Interest income
Interest expense

Losses on exchange and derivative operations

Profit before income tax

Income tax - deferred

Net income

Brett Wiggs
President and General Manager

Peter Verschuren
Vicepresident Finance

Attachment Il
2004 2003
16,980 16,085
53,859 49,030
39,384 34,180
8,980 8,464
223 298
(6,603) (5,029)
112,823 103,028
(27,228) (28,167)
(20,691) (24,358)
(5,929) (4,917)
- (1,500)
(53,848) (58,942)
58,975 44,086
- 6,651
2,071 (1,840)
61,046 48,897
(638) 5,960
12,204 8,497
(25,432) (20,118)
(136) (164)
47,044 43,072
(9,535) (9,136)
37,509 33,936
Stephen Auld Jorge Bacarreza
Controller Accountant
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TRANSREDES - Transporte de Hidrocarburos Sociedad Anénima
(TRANSREDES S.A.)

STATEMENT OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

(In thousands of US Dollars)

Cash flows provided by operating activities
Net income

Adjustments to reconcile the net income to cash flows
provided by operating activities

Depreciation

Amortization - deferred account
Provision for indemnities

Provision for obsolescence

Fixed assets and projects disposals

Loss on the translation of long term debt and derivative operations

Interest on loans to affiliated companies

Provision for withholding taxes - interest affiliated companies
Gain (loss) on investments in affiliated companies

Interest on loans

Interest on bonds

Cost of derivative operations

Deferred income taxes

Changes in operating assets and liabilities
Decrease (increase) in accounts receivable - trade
Decrease (increase) in other accounts receivable/other assets
(Decrease) increase in accounts payable
Settlement of derivative operations
Interest payments - bonds
Interest payments - long term debt
(Descrease) increase in social security contribution/taxes payable
(Decrease) increase in other liabilities
Severance payments

Total cash flows provided by operating activities
Cash flows used in investing activities
Decrease in accounts receivable from affiliated companies
Purchase of fixed assets -net
Total cash flows used in investing activities
Cash flows used in financing activities
Dividends payment
Payment of bonds
Payment of long term debt
Increase in MLA financing

Total cash flows used in financing activities

Net increase in cash, restricted cash and cash equivalents

Cash, restricted cash and cash equivalents at the beginning of the year

Cash, restricted cash and cash equivalents at the end of the year

Brett Wiggs Peter Verschuren
President and General Manager Vicepresident Finance

Attachment IV

2004 2003
37,509 33,936
20,691 24,358

5,929 4,917

939 865

- 1,500

127 2,457
136 164
(11,680) (11,271)
(3,147) 3,147
642 (5,961)

8,803 4,158
15,820 16,780

372 413

9,535 9,136
85,676 84,599

5,800 (4,775)

1,917 (4,055)
(1,019) 219

913 6,070
(15,661) (16,550)
(6,430) (4,068)
(636) 1,408
(928) 2,488
(353) (652)
69,279 64,684
14,732 7,960
(25,389) (26,209)
(10,657) (18,249)
(32,254) (84,102)
(20,000) -

(7,942) (16,578)

27,640 71,206
(32,556) (29,474)
26,066 16,961
45,250 28,289
71,316 45,250

Stephen Auld
Controller

Jorge Bacarreza
Accountant



Board of Directors

Annual Report

During the period of 2004, the members of Transredes S.A.
Board of Directors were the following:

Regular Board Members Alternate Members

Peter Weidler (substituted by Orlando Gonzalez Steven M. Hopper (substituted by Brett Russell
on September 3, 2004) Wiggs on April 28, 2004)

Stuart Nelson Goodman Peter Verschuren

Ferudun Ozkaynak Hugo Vits

John Naphan (substituted by Jodo Carlos Ernesto Blanco

Albuguerque on November 23, 2004)
Carlos Kempff Marco Harasic

Juan Azcui Branco Marinkovic (substituted by Eduardo Antelo
on September 3, 2004)

Jaime Villalobos Humberto Rada

During the period of 2004 the positions in the Board of Directors were held as follows:

President
Peter Weidler (substituted by Ferudun Ozkaynak on February 11, 2004)

Vice president
Stuart Nelson Goodman

Secretary
Juan Azcui

The Legal Representatives for the 2004 period were:
Steven Hopper (substituted by Brett Russell Wiggs), Ernesto Blanco, Hugo Vits and Peter Verschuren.
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The Board of Directors held eight meetings during the 2004 period.

Board Meeting held on February 11, 2004. - The following items were approved at this meeting: (i) the appointment
of the board designees; (ii) bid process for the pipelines maintenance contracts; and, (iii) summon to an ordinary
shareholders meeting.

Board Meeting held on March 24, 2004.- The following items were approved at this meeting: (i) 2003 annual accounts,
(if) summon to an ordinary shareholders meeting; (iii) the monitoring points and tele-command valves - OSSA | y
OSSA 1I; (iv) the monitoring point and tele-command valves -river crossings - ONSZ I, Il and OCSC; (v) the liquids
leak detection system phase II; (vi) the expansion and upgrade of the communications system; (vii) the audit and
overhaul of gas measurement bridges; (viii) the intelligent pigging; (ix) treatment of syndication of B loan facility;
and, (x) the amendment of the audit committee regulation.

Board Meeting held on May 26, 2004.- The following items were approved at this meeting: (i) the election of board
officers; (ii) ratification of the TBS - Andina amendment; (iii) ratification of the approval of the 2004-2005 property
insurance program and approval of the 2004-2005 liability insurance program; (iv) the capex budget; (v) the upgrade
in OSSA | - GLP transportation; (vi) the risk analysis OCYI, Il, OCSZ; (vii) ratification of interest assigned for 2001-
2004 intelligent pigging project; (viii) the 2004 external auditors compensation; and, (ix) summon for general
extraordinary shareholders meeting.

Board Meeting held on July 29, 2004. - The following items were approved at this meeting: (i) the maintenance contract
of the radio and satellite communications; (ii) the maintenance contract of the SCADA network; (iii) the resignation
of Peter Weidler; and, (iv) summon of a general ordinary shareholders meeting.

Board Meeting held on August 16, 2004. - The following items were approved at this meeting: (i) the southern liquids
expansion; and, (ii) the OCC phase Il project.

Board Meeting held on September 8, 2004. - The following items were approved at this meeting: (i) summon for
general extraordinary shareholders meeting; and, (ii) the designation of the president, vice president and secretary
of the board.

Board Meeting held on October 27, 2004.- The following items were approved at this meeting: (i) the syndication of
B loan; (ii) the resignation of John Naphan; (iii) summon of a general ordinary shareholders meeting.

Board Meeting held on December 15, 2004.- The following items were approved at this meeting: (i) the election of
board officers; (ii) granting a new power of attorney in favor of Brett Wiggs; (iii) the 2005 opex budget; (iv) the
treasury standards; (v) the firm for a transportation contract for exportation Arica - Total; and, (vi) the GAA expansion
project.



Report of the shareholders

representative comMission

Santa Cruz, April, 2005.

To
Transredes S.A. Shareholders

Dear Sirs:

This letter is to inform that during the 2004 administrative year Transredes’ - Transporte de Hidrocarburos
Sociedad Anonima (“TRANSREDES S.A.”) Inspection Committee was formed by José Antonio De Chazal
and Hans Werner Voss.

Having made that clarification, and complying with articles 335 and 337 of the Commercial Code and the
Company’s By-laws, we would like to state the following:

We have reviewed the Company Annual Report corresponding to the Accounting Period ending on
December 31, 2004.

We have attended, entitled to be heard, but not to vote, the Board Meetings and Shareholders Meetings
held by the Company, while exercising our duties. It was evident to us that all meetings were held within
the scope of the Law and Company regulations.

We have verified the bonds of the Company’s directors in order to exercise their duties.

During the exercise, we have verified the Company’s formal registration before the corresponding institutions,
on national, departmental and municipal levels.

We also verified the conservation of its accounting books, share register, and the books of minutes.

Likewise, we complied with reviewing the TRANSREDES S.A. financial statements as of December 31, 2004
and the corresponding income statement, evolution of the net equity and the cash flow for the period
ending on that date, taking into account the opinion of the auditors Acevedo & Asociados, issued
regarding such statements. The opinion of the auditors indicates that the review was performed according
to auditing standards generally accepted in Bolivia.

The Annual Report and the financial statements are the responsibility of Management whereby the latter
(financial statements) were approved by the Company Board of Directors on March 28, 2005. Our
responsibility is to issue a report regarding the content of the Financial Statements and the Annual Report
for the period during which we performed as members of the TRANSREDES S.A. Shareholders Representative
Commission.
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By the end of 2003 the Company filed a legal process requesting the nullity of two Conclusive Resolutions
by the Internal Revenue Service against TRANSREDES S.A. because of observations regarding the 1997 and
1998 tax periods. Additionally, on September 29, 2004, the Company received from the Servicio de
Impuestos Nacionales a new Inspection of Charges (Vista de Cargos) regarding accounting periods of 1999,
2000 and 2001. Because of the nature of such observations and since there is no positive progress in the
legal process filed by the Company, the same situation may be extended to the accounting periods of
2002, 2003 and 2004 as well.

The process to obtain financing from the IDB and CAF (A and B Loans) concluded successfully late in 2003,
obtaining a loan that enabled Transredes S.A. to ensure the execution of the investment program up to
year 2005. The disbursement of Loan A was executed during the 2004 period and the procedures to ensure
the disbursement of Loan B concluded successfully in December 2004, whereby the expectation is to make
this disbursement effective during the accounting period of 2005.

We reiterate our concern over the need to resolve, as soon as possible, the accounts pending conciliation
for both Transredes S.A. with its customers, as well as its subsidiary Gas TransBoliviano S.A., with its
customer PETROBRAS, which come from previous administrative years. The results could have an important
effect on the Company’s financial results.

We feel that it is relevant to outline the good results obtained by the introduction of the “Electronic
Bidding™ system. After such system was implemented, significant savings were obtained in the acquisition
of goods and services required by the Company during that period .

Based on our task and on the analysis of the above-mentioned financial statements and their notes, we
report that, within the period that were exercised, we did not learn about any important additional aspect
that could affect TRANSREDES S.A. financial statements to December 31, 2004 and the corresponding

Annual Report; therefore, we recommend their approval.

For the Shareholders Representative Commission:

José Antonio De Chazal Hans Werner Voss



Corporate Information

Name

TRANSREDES

Transporte de Hidrocarburos
Sociedad Anénima

Commercial Name
Transredes S.A.

Tax ID (NIT) 1015481021

Legal Representative
Brett R. Wiggs

Stock Market Registration
SPVS-IV-EM-TRD-007/99

Stock Symbol
TRD1U

Commercial Registration
Fundempresa 14200

Address

Km 7 Doble Via La Guardia
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Shareholder Information
Paid-in Capital

Subscribed Capital: Bs. 1,004,812,000.00
Shares Outstanding: 10,048,120
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