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In the year 2006, ISA will be recognized as Latin America’s most
efficient economic group in the provision of administration,
operation and transport services in power markets integrated

with telecommunications services.

M I S S I O N

Our mission as an economic group is to provide administration,
operation and transport services in power markets integrated
with telecommunications services, and grow profitably, so as to

generate value to our shareholders.

We act with social responsibility and ethics based upon the integral
development of our people and committed to the sustainable future

and well being of our society.

Our success stems from our commitment to excellence and relentless

efforts to build solid business relations with both customers and suppliers.
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CERTIFICATION OF FINANCIAL STATEMENTS
AND OTHER RELEVANT REPORTS

Medellin, February 12, 2006

To the stockholders of Interconexion Electrica S. A. E. S. P.

In connection with the annual report of Grupo ISA, the undersigned Legal Agent

and Chief Accountant of Interconexion Electrica S. A. E. S. P, hereby certify that:

1. As provided in Article 37 of Law 222 of 1995, before disclosing to you and to
third parties the financial statements of the Company as of December 31st 2005
and 2004, they have previously verified the assertions therein contained, and that

they have been faithfully taken from the books.

2. That in compliance with article 46 of Law 964 of 2005, the financial
statements and other reports relevant to the public related to the fiscal years
ended on December 31st 2005 and 2004, do not contain defects, inaccuracies or
errors that prevent ascertaining the true financial position and operations of the

Company.

-
rd |: | /

ER G. GUTIERREZ P. JAIRO'A. ALZATE P.
eneral Manager Chief Accountant |I

o __TP-8671T
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REPORT FROM THE BOARD OF DIRECTORS AND THE GENERAL
MANAGER

A LETTER FROM THE MANAGEMENT

It is a great honor to present the Management Results of 2005, and the
prospects for both the Grupo ISA and Interconexion Electrica S.A. E.S.P.

In a general manner, we present some outstanding results:

. Net income was $187,179 million for ISA and $200,258 million for the
Group, allowing dividends to keep their growing trend.

Share quote showed considerable increase (170%), highly correlated to
the behavior of Colombia’s securities market.

Service delivery availability indexes outdid minimal regulatory levels.
Customer satisfaction showed in higher performance ratings.

«  Construction of 1,051-km transmission lines in Colombia continued in
order to increase transport capacity to the country’s central and northern
regions.

- Anew Group affiliate was created: XM, Compania de Expertos en Mercados,
that started operations on October 1st.

Affiliate ISA Bolivia commissioned the lines subject of concession ahead of
deadline.

ISA became the eighth partner of Empresa Propietaria de la Red -EPR-,
with 12.5% participation.

On the other hand, the issue of Corporate Governance was a permanent
source of coherent response to the diverse interest groups, and toward uniform
direction of the Group's affiliates. Construction of synergy among all the affiliates
was decisive in the context of the Economic Group's consolidation strategy.

Availing of our people’s capabilities, we respectfully advance along the growth
path. We hope our effort will allow us to benefit from new and outstanding
opportunities to add value to the Corporation and to the Economic Group,
helped by profitable investment, competitive costs of current business, and high
satisfaction levels among our customers.

Volume 1 of the Management and Results Report 2005 reflects the actions
of the Economic Group and Interconexion Electrica S.A. ES.P. -ISA- to meet
our commitments and advance in the pursuit of our Corporate Vision, and it
contains:



«  Reports of the Board of Directors. Operation of the Board of Directors and
compliance with the Good Governance Code.

« Executive Summary. A synthesis of the most relevant actions for both the
Group and ISA.

+ Management Report of the Group. It is a detailed presentation of the
Group's main achievements, and of those of each affiliate.
Management Report of Interconexion Electrica S.A. ESP. -ISA-. It is a
detailed register of goals achieved, results and commitments in service
delivery, management results, and financial statements.
Prospects and commitments.

Volume 2 includes the Consolidated Financial Statement and their
corresponding Notes.

Also included is the Report on Corporate Social Responsibility — ISA 2005, with
a Report on Fulfillment of the Global Pact Commitments.

Finally, we want to express our gratitude to our workers for their dedication
and contribution to the achievement of results, to our customers, for permitting
us to interpret their aspirations and so improve our services, and to our suppliers,
for contributing with their effort to the fulfillment of goals.

Thanks are given to the shareholders for their confidence in ISA's corporate
capabilities, that commits us to the continued generation of value for their
investment; to the financial community, for supporting our business initiatives;
to the State, for allowing us to work by its side in the daily quest for a better
future; to the governments and societies of the different countries where we
are conducting our entrepreneurial activity, for their welcoming trust, that has
allowed us the delivery of services indispensable for their development.

Thanks to our armed forces for their committed and devoted work aimed at
preserving security conditions, without which, service could not continue.

And of course, we thank God, whose perennial presence bestows on us hope,
peace, and optimism to serenely find our daily path.

We reiterate our commitment to continued and enthusiastic work for the

future, established in our corporate vision.

wier G. Gutiérrez P.
eneral Manager

Luis Fernando Alarcon M.
President of the Borrad of Directors
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REPORTS FROM THE BOARD OF DIRECTORS

It is ISA's Good Governance Practice to present an annual report on the
operation of the Board of Directors and on compliance with and development of

the Good Governance Code; see Volume 1 page 106.

In compliance with the rulings of the Securities Commission through
Resolution 0275 of May 23rd 2001, and with the provisions of the Articles of
Incorporation, the Board of Directors of ISA approved the Good Governance
Code presented by Management. Its first amendment took place in September
2003 to modify composition and denomination of the Control Committee, which
changed its name to Corporate Auditing Committee. ISA is currently preparing a
second amendment to update the contents of the Code in view of the securities
market'’s latest dispositions and the Corporation’s structure. Once finished, such
amendment will be disclosed to the shareholders and investors through a mass

communication medium.

Compliance with the provisions of the Good Governance Code is verified with
the aid of evaluation mechanisms by the Corporate Comptroller Office and the
Statutory Auditor, and it is monitored by means of the Mechanism for Compliance
with the Code of Good Governance, whose reports can be viewed online at the

Corporation’s Webpage.



EXECUTIVE SUMMARY
Grupo ISA
It has investments in the power and telecommunications sectors, and its core

business is transport of electric power in Colombia, Peru, and Bolivia, countries

where it has a considerable percentage participation in the total transport grid.

GRUPO

ISA Administration, operation and transport services in

e power markets, as well as telecommunications
1967
POWER COMMUNICATIONS
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With 16,836 km of lines, Grupo ISA is one of South America’'s main international
power carriers, present in all the countries in the Andean Community of Nations.
In Colombia, with ISA and TRANSELCA, the Group has 84% participation in grids
at 220kV or above. In Peru, through Red de Energia del Peru -REP-, and ISA Peru,

participation amounts to 79%; and in Bolivia, with ISA Bolivia, participation is 51%.

It also has international connections between Colombia and Venezuela,

Colombia and Ecuador, and Peru and Ecuador.
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Grupo ISA’s participation in the countries of the target market
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On September 1st 2005, the Group established the new affiliate, XM,
Compania de Expertos en Mercados S.A. ES.P, whose purpose is to carry out the
Operation of the National Interconnected System, as well as the Administration
of the Wholesale Energy Market, which Interconexion Electrica S.A. -ISA- was in

charge of until September 30 of that same year.

In the power sector, advancement of the internationalization process,
consolidation as Latin America’'s main carrier, and materialization of its aspiration

to stand out as markets operator and administrator, continued.

In the telecommunications sector, it remains the leader as carrier of carriers,
shown by its 56% participation in the domestic transport market and 42.6% in
Internettransport.Besides,itsucceededin positioning FLYCOM COMUNICACIONES
as Colombia’s first wireless broadband operator. Participation in the domestic
value-added market is 1.85%.

18 | Report from the Board of Directors and the General Manager



Data transmission network

4,267km of Fiber-optic Network

Microwave National Network

Satellite Network and LMDS Network

Market share

Carrier service

,\/ 56.0% (National)
\ 42.6% (Internet)

Internexa

Value-added service

International Connections
Arcos and Maya Cables

Colombia — Ecuador Interconnection

In this sector, besides its leverage in electric infrastructure development,
the Group owns Colombia’s most reliable grid, it is carrier of carriers at both the
national and the international levels through INTERNEXA, and it delivers value-
added services in the country’s main cities, through FLYCOM COMUNICACIONES.
Its future plans are to enter the countries of the Andean Community of Nations

as a carrier of carriers.

Results in 2005

Grupo ISA saw outstanding results during the period:

- Net income totaled $200,258 million (41.3% over 2004).

- Consolidated operating revenues reached $1,076,495 million.

« Riskratings for bond issues for ISA, TRANSELCA and REP were maintained.

. |t commissioned the Santivanez-Sucre, Sucre-Punutuma and Carrasco-
Urubo lines in Bolivia.

- It participated in biddings for transmission projects in Colombia, Ecuador,
Brazil, Chile, and Bolivia.

« Its new subordinate ISA Bolivia started operations on September 17th.

« ltcreated XM, Compania de Expertos en Mercados S.A. E.S.P, which started
operations October 1st.

« It incorporated subordinate ISA Capital Do Brasil Ltda., headquartered in
Sao Paulo.
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It homologated Service and Social Policies for all of the Group's affiliates.
It implemented Customer Satisfaction evaluation with Walker Information
in all of the Group’s companies.

It advanced restructuring of ISA as an Economic Group, and approved its
corporate control scheme.

It implemented a new remuneration system for the senior managerial
group of each of its affiliates.

It renewed ISO-9001 certification, version 2000 for ISA, TRANSELCA and
REP.

It implemented MySAP ERP in ISA Bolivia, TRANSELCA and XM.

The Group's net income rose 41.3% (from $141,676 million in 2004, it went
up to $200,258 million in 2005), thanks to construction of synergies among the
affiliates, to joined efforts for cost and expenses optimization, to homologation of

policies, as well as to standardization of accounting procedures and practices.
Assets growth reached $330,702 million with the start of operations of ISA

Bolivia, and due to the advancement in construction of the Primavera-Bacata and

Primavera-Bolivar projects. See Table 1.

Grupo ISA Income Statement

$ Million 2004 2005 Variation Var. %
Revenues 1,072,581 1,076,495 3,914 04
Costs and expenses 575,787 588,428 12,641 2.2
EBITDA 705,095 700,049 -5,046 -0.7
Operating income 496,794 488,067 -8,727 -1.8
Non-operating results -246,386 -195,664 50,722 -20.6
Pre-tax income 250,408 292,403 41,995 16.8
Income tax provision 103,554 69,475 -34,079 -32.9
Net income before minority interest 146,854 222,928 76,074 51.8
Minority interest 5178 22,670 17,492 337.8
Net income 141,676 200,258 58,582 413
EBITDA margin 65.7% 65.0%
Operating margin 46.3% 45.3%
Net margin 13.2% 18.6%

Grupo ISA Balance Sheet
Assets 5,542,341 5,873,043 330,702 6.0
Liabilities 2,578,435 2,712,415 133,980 52
Minority interest 320,733 374,398 53,665 16.7
Equity 2,643,173 2,786,230 143,057 54
Total Leverage 46.5% 46.2%

Table 1
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Where are we headed?

In 2006, and based on the strategic direction, Grupo ISA will channel its efforts

toward activities such as:

-+ Ensure value generation.
Widen participation in target market.

- Consolidate unity of purpose and direction, and ensure construction of
synergy.

- Develop organizational capital and implement technological

preparedness.

In the energy sector, its growth strategy will allow the Group to widen its
presence and participation in the electric market, venture into the transport of

gas, and contribute to the integration of energy markets in Latin America.

In orderto be competitive, the power companies will focus their actions toward
generation of value with an emphasis on higher productivity in management
of regulated revenues, increased ancillary services, asset management,
improvement of operational cost structure, and optimization of financial and

fiscal management.

Interconexion Electrica S.A. E.S.P. -ISA-

An energy transmission company with national coverage. It has 8,941
kilometers of transmission lines above 110kV, 46 substations, 10,105 MVA of
transformation, and 3,285 MVAR of compensation. It owns 70% of the National
Transmission System -STN-, and it is currently constructing 1,051 kilometers in two
projects that will allow reinforcement of energy exchange between Colombia’s
central and northern regions: Primavera-Bacata at 500kV, to be commissioned
on December 31st 2006; and Primavera-Bolivar, at 500kV, to enter operation on
March 31st 2007.
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Electric energy transmission grid in Colombia

Companies
ISA

W TRANSELCA
B Others
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Results in 2005

Among ISA's satisfactory results, the following stand out:

Its net income increased 33.7% to $187,179 million.

It became a partner of EPR -Empresa Propietaria de la Red-.

Its stock appreciated 170%.

Itreached 99.942% total average availability, outdoing the goal established
by the Energy and Gas Regulatory Commission -CREG- at 99.651%.

It saw 55.66% advancement of the Primavera-Bacata (UPME 01) Project,
and 47.07% advancement of the Primavera-Bolivar (UPME 02) Project.

It received 83% customer satisfaction rating.

It obtained 91% general reputation rating.

It implemented the Corporation’s restructuring to respond to the roles of
power carrier, strategic operator, and Economic Group’s Parent Company.
It negotiated the collective labor pact covering 86.7% of workers, until the
year 2010.

It joined the Global Pact.

As of December 31st, ISA showed solid financial standing, ratified by Duff
& Phelps de Colombia S.A AAA rating for its Domestic Debt Bonds; and BBB

international rating in domestic currency and BB in foreign currency (equal to the



sovereign ceiling of the Republic of Colombia, with a positive outlook), for long-

term loans, granted by Standard & Poor’s.

Net income grew by 33.7%, from $140,015 million in 2004 to $187,179
million in 2005. Operating revenues totaled $708,281 million, and Operating and
EBITDA margins stood at 50.9% and 67.8%, respectively. The good results of the
subordinates, lower financial costs, and utilization of special deduction for asset

investment, with its resulting lower income tax provision, stand out. See Table 2.

ISA Income Statement

$ Million 2004 2005 Variation Var. %
Revenues 712,206 708,281 -3,925 -0.6
Costs and expenses 341,406 347,515 6,109 1.8
EBITDA 497,804 480,037 -17,767 -3.6
Operating income 370,800 360,766 -10,034 -2.7
Non- operating results -154,268 -120,310 33,958 -22.0
Pre-tax income 216,532 240,456 23,924 11.0
Income tax provision 76,517 53,277 -23,240 -30.4
Net income 140,015 187,179 47,164 33.7
EBITDA margin 69.9% 67.8%
Operating margin 52.1% 50.9%
Net margin 19.7% 26.4%

ISA Balance Sheet

Assets 4,525,552 4,529,459 3,907 0.1

Liabilities 1,869,653 1,742,757 -126,896 -6.8

Equity 2,655,899 2,786,702 130,803 49

Total Leverage 41.3% 38.5%

Table 2

It must be pointed out here that whereas activities related to both the National
Dispatch Center -CND- and the Wholesale Energy Market -MEM- for the whole
period are included in the 2004 Report, for the period of 2005, only the activities
developed along nine months are registered, due to the start of operations of

XM, Compafia de Expertos en Mercados, as an affiliate of ISA on October 1st.
Where are we heading?
Based on the strategic direction, and with an approved cash budget of

$1,534,074 million to fund operations and commitments, ISA will focus its

activities on the following actions:
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Ensure generation of value and achieve appreciation of the companies by
the capital markets.

- Widen participation in the target market, deliver excellent quality services,
and gain recognition in the target market.

-« Reach efficiency through cost optimization, ensure quality, and develop a
model to relate to the corporate milieu.

- Develop organizational capital, and implement both human capital and

technological preparedness.

ISA will keep on centering its business strategy on generation of value,
emphasizing growth; on management of non-regulated revenues; on a structure
by business that will boost the areas of costs and efficiency; on training personnel
for assuming the new challenges; on development and strengthening of
competencies and knowledge in the mid and long term; on the succession plan
for personnel about to retire, and who hold critical positions; and on optimization

of occupational health management, through OSHAS certification process.

1 ECONOMIC GROUP’S MANAGEMENT RESULTS

1.1 International context

The year 2005 saw a favorable performance of the world economy,
characterized by Gross Domestic Product growth -GDP- nearing 3.3%, a figure

slightly below that for 2004, which was an exceptional 4%.

This slight deceleration in production and trade was due to the incentive
policies applied in the United States by the Federal Reserve as of 2001, and to

measures aimed at countering China’s investment boom.

Variable growth levels were observed in the world’s main economies: The
United States and China kept relatively stable growth rates along the year (3.5%
and 9.5% respectively), the European Union showed 1.2% deceleration, Japan

showed 2.8% rebound, and South America’s growth reached 4.0%.

In Colombia, Peru, and Bolivia, GDP grew by 4.3%, 5.6% and 3.6%, respectively;
demand showed significant recovery signals; investment was on the rise; and
improvements were observable in the terms of trade due to the effect of world
growth and variations in international goods and services markets derived from

increased participation of China and India



With respect to price levels (Producer Price Index -PPI-, Consumer Price Index

-CPI-), it is important to highlight the following:

In the United States, inflation experienced an important variation, by going

from 3.3% in 2004 to 4.3% in 2005, explained by sustained fuel price rise.

CPl'in Peru and Bolivia was 1.5% and 4.9% higher, respectively; and PPl rise in

Peru was 2%, accounted for by efficient price control.

The preceding cases show figures lower than the goals set in agreements

with the International Monetary Fund -IMF-,

South America’s macroeconomic conditions: stable prices, low interest
rates, exchange rate stability, and better growth prospects due to international
demand, are an important magnet for public and private investment, and they
generate expectations on expansion and strengthening of electric and energy
sectors, a crucial factor in any country’s economic development. This situation
has made initiatives to increase electric and energy integration of the Andean
and Southern regions of the continent possible, as a solid proposal for reinforcing

regional competitiveness.

1.2 Main results

The Economic Group's management achieved meaningful results, among

which the following stand out:

« Netincome of $200,258 million (41.3% above 2004 figures)

- Consolidated operating revenues stood at $1,076,495 million: 85% from

the Colombian affiliates and 15% from those in Peru and Bolivia.

« Steady risk ratings for bond issues for ISA, TRANSELCA and REP.

In its intent to participate as a partner or shareholder in the capital of other
corporations, associations, joint ventures, consortiums, or any other type of

association, the Group's growth strategies advanced:

- Its new subordinate, ISA Bolivia, started operations on September 17th; it
contributed $365 million to the consolidated net income, $193,020 million

to assets and $134,516 million to liabilities.
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In Bolivia, the 248km Santivafiez (Cochabamba)-Sucre (Chuquisaca) line,
the 176km Sucre (Chuquisaca)-Punutuma (Potosi) line, and the 164km
Carrasco (Cochabamba)-Urubo (Santa Cruz) lines, started operations.

It established XM, Compafia de Expertos en Mercados S.A. ES.P on
September Tst. With $160,142 million assets and $142,879 million liabilities,
this company brought $2,223 million to the consolidated net income.

In November, it incorporated subordinate ISA Capital Do Brasil Ltda,,
headquartered in Sao Paulo. At closing date of 2005, no contribution had
been made by ISA.

It participated in 12 biddings:

— Tunal Compensation, in Colombia.

— Colombia-Ecuador Interconnection, in Colombia.

— ANEEL 2005 biddings (6 groups of power line stretches), in Brazil.

— Charrua-Nueva Temuco, in Chile.

— Abengoa Assets, in Brazil and Chile.

— Tarija-Punutuma Interconnection, in Bolivia.

— Purchase of Schahin assets in Brazil (solution with ECTE pending).

It carried out ISA's organizational restructuring aimed at improving
processes and guaranteeing efficient performance as the Group’s Parent
Company.

It approved a corporate control scheme for the Economic Group and the
functions of evaluation of the companies’' control system, assigned to the
Corporate Comptroller.

It defined a Corporate governance Model for ISA, encompassing relations
amongthe Corporation’smanagement, its Board of Directors, shareholders,
and all other economic agents with an interest in the Company.

It defined the Economic Group's direction, coordination, and control
mechanisms, so as to establish interrelation channels.

It advanced construction of operating synergy and carried out evaluation
of a Shared Services Center for the Economic Group.

It homologated investment, social, integrated risk management, service,
and human management policies for all the affiliates.

It implemented Integrated Risk Management to guarantee business
continuity, increase competitive edge, and preserve integrity of corporate
resources in the face of different risks. Additionally, it homologated risk
identification, evaluation, consolidation and financing proceedings and

standards in every process.



« Itrenewed ISO-9001 certification, version 2000, for ISA, TRANSELCA, and REP.

« It implemented a new remuneration system for the senior managerial
group, with two components: fixed remuneration as an integral salary,
and variable, results-based remuneration, related to compliance with
corporate indicators.

- Itimplemented organizational capital measuring instruments.

« It carried out simultaneous migration to MySAP in ISA, REP, INTERNEXA,
and FLYCOM COMUNICACIONES.

« Itimplemented MySAP ERP in TRANSELCA, ISA Bolivia, and XM.

« It put into operation the Operative Management System -SIGO- for ISA

Bolivia, so standardizing operation.

1.3 Power sector'

Three fundamental factors have an impact on delivery of electric energy

services in Latin America:

Advances in energy integration. At the political level, rulers keep showing an
interest not only in promoting and materializing energy integration agreements,
as part of a wider regional integration agenda, but also in construction of electrical
integration infrastructure, as is the case with the Peru-Ecuador interconnection,
whose commercial outline has been the subject of steady work in order to

facilitate exchange between the two countries.

Increasing importance of the issue of utilities in the political agenda. In the
region, utility companies vie for predictable market prices and subsidies, while
the communities insist on sustained or decreased tariffs, and governments try to

overcome hurdles to balance the need for subsidies and the fiscal situation.

Atmosphere of competition. In the power sector, Grupo ISA focuses its activity
on competitiveness, which demands efficiency, commitment, and adaptability in

the rational use of resources and improvement of quality.
1.3.1 TRANSELCA
This company, in which ISA has 64,9983% stake, is Colombia’s second largest

transmission company. ECOPETROL has 34,9998% share in it, and minority
shareholders have 0.0028% participation.

1 Financial information of affiliates, both Colombian and
international, is homologated under the rules, policies and
accounting practices of the Parent Company.
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The activities it develops are related to high-voltage electric power carrying
services, and those of connection to the National Interconnected System -SIN-in

the Caribbean Coast Region of Colombia.

Its infrastructure consists of 1,517.4 km of lines at 220kV (9.729% participation
in the STN), and 13.98 km of lines at 110 and 34.5 kV.

Along the year, average availability of its grid was 99.86%, a figure higher than
the regulatory goal and than that set internally by the company.

On the other hand, it maintained its AAA certification by Duff & Phelps de
Colombia for the first and second bond issues conducted in 2002 and 2004,
worth $113,000 and $100,000 million respectively. See Table 3.

Income Statement

$ Million 2004 2005 Variation Var. %
Revenues 123,158 132,640 9,482 7.7
Costs and expenses 78,106 85,190 7,084 9.1
EBITDA 76,483 86,389 9,906 13.0
Operating income 45,052 47,450 2,398 53
Non-operating results -33,082 -21,055 12,027 -36.4
Net income 9,563 37,278 27,715 289.8
EBITDA margin 62.1% 65.1%
Operating margin 36.6% 35.8%
Net margin 7.8% 28.1%

Balance Sheet
Assets 908,224 984,873 76,649 84
Liabilities 341,677 348,578 6,901 2.0
Equity 566,547 636,295 69,748 123
Total Leverage 37.6% 35.4%

Table 3
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Net income increase of $27,715 million for the period is explained by the
following factors: higher operating revenues (permitting 13.0% EBITDA increase),
increased financial revenues generated by loans to subordinate companies, lower
losses arising from adjustment to national currency of investments abroad and

collection of receivables, all of which improved net and EBITDA margins.

Investment in assets was $9,693 million, and execution of revenues, expenses

and investment budget was 101%, 97% and 90% respectively.



Along 2005, TRANSELCA paid ISA dividends worth $5,594 million, and made
loans amounting to $45,498 million. See Charts 1,2 and 3.

Other milestones at TRANSELCA

- It started new constructive units for improved electric power service

quality in the cities of Valledupar, Santa Marta, and Cartagena.

- Together with the Centro Nacional de Consultoria -CNC-, it conducted a
Customer Satisfaction Research, utilizingWalker Information methodology.
It obtained 82% overall quality indicator (compared to 74% for 2004), the
result of improvement opportunities implemented during the period to

solve customers’ needs.

- It obtained again the ISO 9001 certification, version 2000, from Instituto
Colombiano de Normas Tecnicas -ICONTEC- in June 2005, which attests

to the company’s steady improvement.

It obtained 10/10 rating upon auditing conducted by the National
General Auditing Office, for national qualification of companies under the

supervision of this control entity.

-+ With support from CNC and participation of 80% of workers, the Company
evaluated the organizational climate and obtained 4.5 rating (two points

above rating upon latest study of 2003).

- It signed the Collective Labor Agreement, valid for the period 2004 - 2007.

- It introduced SAP R/3 as the new platform for TRANSELCA's Integrated
Information System -SIIT-.

For 2006, TRANSELCA expects $133,804 million revenues, $85,114 million
EBITDA, (or 63.6% EBITDA margin), and $23,022 million net income. Additionally, it
estimates investment at $9,912 million, and payment of dividends worth $21,808

million plus extension of an $11,798-million loan, to ISA.

1.3.2 Red de Energia del Peru -REP-

ISA has 30% direct participation in this company, and 30% indirect
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participation through TRANSELCA; Empresa de Energia de Bogota -EEB-, has
40% stake.

REP owns 45 substations; 5,329.9 km of lines at 220kV, 138kV and 60kV, plus

50.1 km at 220kV, implemented for the interconnection with Ecuador.

In the Peruvian market, REP participates with 56.5% of circuits at 220kV, and
with 66.0% adding the circuits at 220 kV and 138 kV.

Along the year, average grid availability was 99.37%, See Table 4.

Income Statement

US$ Thousand 2004 2005 Variation Var. %
Revenues 59,107 58,372 -735 -1.2
Costs and expenses 28,913 31,420 2,506 8.7
EBITDA 43,478 38,091 -5,387 -124
Operating income 30,193 26,952 -3,242 -10.7
Non-operating results -17,825 -10,294 7,531 -42.2
Net income 4,140 11,166 7,026 169.7
EBITDA margin 73.6% 65.3%

Operating margin 51.1% 46.2%
Net margin 7.0% 19.1%

Balance Sheet
Assets 287,675 313,614 25,939 9.0
Liabilities 174,381 166,371 -8,010 -4.6
Equity 113,294 147,243 33,949 30.0
Total Leverage 60.6% 53.0%

Table 4

Execution of revenues budget was 101%, that of expenditures was 101%, and
forinvestments it was 81%. Net income increase with respect to 2004 is explained
mainly: 1) by significant appreciation of the Sol with respect to the US Dollar,
affecting exchange difference, and 2) by a lower tax burden during the period,
a result of accounting recording in dollars for fiscal effects as of 2005, which

eliminates the effects of inflation adjustments.

REP paid ISA dividends worth US$6,600,000 and US$710,000,000
corresponding to reimbursement of capital contributions given in excess, it
made investments worth US$8,528,000, and met contractual indicators agreed

upon with bondholders and financial entities.

30 | Report from the Board of Directors and the General Manager



For its bond issues in the Peruvian capital market, REP's AAA rating from credit
risk rating agencies Apoyo & Asociados Internacionales S.A.C. (associates of Fitch

Ratings), and Equilibrium Clasificadora de Riesgos S.A., was maintained.

EBITDA decrease is explained by the drop in operating revenues, resulting
from the annual settlement scheme of yearly guaranteed remuneration. See
Charts 4,5, and 6.

Other milestones at REP

< It carried out projects for reinforcement and modernization of
the transmission system: renovation of protective relays; uprating
and installation of two 50MVA, 220/60/10kV Itatralfo transformers;
implementation of main and backup Control Centers scheme; and
renovation of the operating management system and second circuit

conductors of the Chimbote-Trujillo 220kV transmission line.

«  Togetherwith the Ministry of Energy and Mines, it coordinated investments
totaling US$80 million to start new electricity generation projects south
of Lima, reinforce the Lima-Paramonga-Chimbote lines, and expand

transformation in Ica, Juliaca, Moquegua, and Marcona.

It kept availability of the electric interconnection line at 220kV between
Peru and Ecuador, which it owns in association with Ecuadorian company
Transelectric. This line operated unloaded most of the time, and on two
occasions it operated with load for one week to meet an emergency at
Machala substation. Even though issuing of the Regulation of Electricity
Import and Export -RIEE- is an important step toward regulation of
international energy exchanges, commercial agreements are still pending

to start operation of that line.

- It obtained 71.4% customer satisfaction rating, which places it within
a normal performance range, according to Walker Information

methodology.

- It controlled 91% of cases of new territorial invasions affecting the
easement zone, thanks to prevention measures implemented to improve

the company’s proceedings.
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It renewed certification for the period 2005-2008, awarded by Bureau
Veritas Quality International -BVQI-.

It obtained labor-climate rating of 4.3, outdoing the established goal of
4.2.

It reduced accident-frequency index to 1.15 for every 240,000 work hours,

through organizational learning and human development actions.

For 2006, REP expects revenues of US$59,813,000 plus US$39,075,000 EBITDA
(or 65% EBITDA margin) and US$11,003,000 net income. Its investment plan totals
USS$7,324,000, and it estimates that US$3,900,000 will be handed to ISA.

1.3.3 ISA Peru

In ISA Peru, ISA has 28.07% direct participation, with 54.86% indirect
participation through TRANSELCA; AC Capitales owns remaining 17.07%.

Its transmission network is made up of six substations (all of them partially
attended), 262 km of lines at 220kV,and 131 km of lines at 138 kV. Its transformation
capacity is 235 MVA, and its reactive compensation is 8 MVAR.

The company’s infrastructure represents 4.4% of Peru’s National
Transmission System; and the grid’s average availability level for the period
was 99.81%. See Table 5.



Income Statement

US$ Thousand 2004 2005 Variation Var. %
Revenues 9,631 9,506 -126 -1.3
Costs and expenses 3,823 4,152 329 8.6
EBITDA 7,956 7,754 -202 -2.5
Operating income 5,808 5,353 -455 -7.8
Non-operating results -3,042 -3,185 -143 4.7
Netincome 1,404 1,598 193 13.8
EBITDA margin 82.6% 81.6%

Operating margin 60.3% 56.3%
Net margin 14.6% 16.8%

Balance Sheet
Assets 57,669 63,075 5,406 9.4
Liabilities 37,901 34,259 -3,642 -9.6
Equity 19,768 28,816 9,048 458
Total Leverage 65.7% 54.3%

Table 5
Reduction by 7.8% of operating income was due to diminished revenues along

the period, the result of settlement adjustments made by the Higher Agency of

Investment in Electricity -OSINERG-, in compliance with regulation. In turn, net

income 13.8% raise is accounted for by lower income tax in 2005, with respect to

2004, the consequence of the accounting recording in dollars for fiscal effects as

of 2005, which eliminates the effects of adjustments by inflation and exchange

rate difference on income tax expenses.

Along the period, ISA Peru registered revenues, expenses and net income

budget execution of 100%, 103%, and 104%, respectively, assuming both budget Operating revenues

and execution according to Colombian regulation. US$ Thousand

In the same manner, it honored its financial obligations and the debt-service
coverage indicator agreed with the lending institutions, which allowed it to
deliver ISA dividends for US$41 thousand. See Charts 7,8, and 9.

Asset value increase is explained by the accounting change to dollars as of
2005, due to the fact that exchange rate to obtain initial balances of that period
was made taking into account the final balances in soles on December 31st 2004,
which include the effects of adjustment by inflation and exchange differences

accumulated on that date.
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It is important to point out that the National Fund for Financing the State’s
Entrepreneurial Activity -FONAFE-, the owner of 17.07% of ISA Peru’s shares,
sold its stake to the Infrastructure Investment Fund, Public Utilities and Natural

Resources, run by AC Capitales SAFI S.A., through public auction.

Other milestones at ISA Peru

It distributed dividends amounting to US$146,159,000.

It met the minimal level required by the Debt Service Coverage Ratio
indicator agreed upon with the creditor banks and necessary to distribute

dividends and extend loans to shareholders.

The Regulation of Electricity Import and Export -RIEE- was published,
which constitutes a regulatory advancement for operation of electricity

export lines.

It finished repairs works on the Aguaytia-Pucallpa line without affecting

either service or availability levels.

It obtained 67% customer satisfaction rating for the general service
quality level upon evaluation conducted through application of Walker

Information methodology.

It obtained a score of 4.7 on measurement of organizational climate and

zero accident index.

For 2006, ISA Peru’s projections are: US$9,739,000 for revenues; US$7,990,000
for EBITDA, 82% for EBITDA margin; and US$2,057,000 for net income. On the
other hand, the company plans to deliver funds to ISA totaling US$511,000.

1.3.4 ISA-BOLIVIA

ISA has direct 51% participation in this Company, 48.99% indirect participation
through TRANSELCA, and 0.01% through INTERNEXA.



