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INTRODUCTION

Quifienco S.A. is a sociedad andnima abierta (open stock corporation) organized under the laws
of the Republic of Chile (“Chile”). Unless the context otherwise requires, references herein to
“Quifienco” are to Quifienco S.A. and references herein to the “Company” are to Quifienco together with
its consolidated subsidiaries and the companies in which Quifienco holds significant non-consolidated
equity interests. Unless the context otherwise requires:

“Madeco” refers to Madeco S.A., a consolidated subsidiary 56.1%-owned by Quifienco, together

with Madeco’s consolidated subsidiaries.

*  “VTR”refers to VTR S.A., a wholly-owned consolidated subsidiary of Quifienco, together with
VTR’s consolidated subsidiaries.

o “Telsur” refers to Compafiia Nacional de Teléfonos, Telefonica del Sur S.A., a consolidated
subsidiary, 73.6%-owned by Quifienco through its subsidiary VTR, together with Telsur’s
consolidated subsidiaries.

e “Lucchetti” refers to Empresas Lucchetti S.A., a 93.3%-owned consolidated subsidiary of Quifienco,
together with Lucchetti’s consolidated subsidiaries.

» “Hoteles Carrera” refers to Hoteles Carrera S.A., an 89.9%-owned consolidated subsidiary of
Quifienco.

e “CCU” refers to Compariia Cervecerias Unidas S.A., in which Quifienco owns an indirect 30.8%
non-consolidated equity interest, together with CCU’s consolidated subsidiaries.

» “Banco de Chile” refers to Banco de Chile, a 52.7%-owned non-consolidated subsidiary of
Quifienco, together with its consolidated subsidiaries.

» “Banco Edwards” refers to Banco de A. Edwards, a 51.2%-owned non-consolidated subsidiary of
Quifienco, together with its consolidated subsidiaries. Effective January 1, 2002, Banco Edwards was
merged into Banco de Chile, which is the surviving entity.

» “Habitaria” refers to Habitaria S.A., in which Quifienco owns a 50.0% non-consolidated equity
interest, together with Habitaria’s consolidated subsidiaries.

» “Entel” refers to Empresa Nacional de Telecomunicaciones S.A., in which Quifienco owned a 5.7%
non-consolidated equity interest as of December 31, 2001.

e “Plava Laguna” refers to Plava Laguna d.d., in which Quifienco owned a 39.4% non-consolidated
equity interest until August 20, 2001. On that date, Quifienco completed the divestiture of its 39.4%
interest in Plava Laguna.

»  “OHCH?" refers to O Higgins Central Hispanoamericano S.A., a holding company through which

Quifenco held interests in the financial services business, including a 21.7% non-consolidated

interest in Banco Santiago and its consolidated subsidiaries (“Banco Santiago™) until May 3, 1999.

On that date, Quifienco completed the divestiture of its 50.0% interest in OHCH.

Unless otherwise indicated, references herein to Quifienco’s percentage ownership of Madeco,
VTR, Lucchetti, Hoteles Carrera, CCU, Banco Edwards, Habitaria, Entel and Plava Laguna are to the
percentage of the effective economic interest owned by Quifienco, and in certain cases, by intermediate
holding companies of Quifienco. References herein to Quifienco’s percentage ownership of Banco de
Chile are to the percentage of voting rights owned by Quifienco, either directly or through intermediate
holding companies. See “Item 5. Operating and Financial Review and Prospects”.

The condensed financial statements of VTR, Telsur, Lucchetti, Hoteles Carrera, Banco Edwards
and Habitaria set forth in Item 4 of this Annual Report are derived from the financial statements of the
respective companies which, as of and for the years ended December 31, 1999 and 2000, have been



audited by PricewaterhouseCoopers and, as of and for the year ended December 31, 2001 have been
audited by Arthur Andersen.

The condensed financial statements of Madeco set forth in Item 4 of this Annual Report are
derived from the financial statements of Madeco, which, as and for the year ended December 31, 1999,
have been audited by PricewaterhouseCoopers and, as of and for the years ended December 31, 2000 and
2001, have been audited by Deloitte & Touche.

The condensed financial statements of Banco de Chile set forth in Item 4 of this Annual Report
are derived from the financial statements of Banco de Chile, which, as of and for the years ended
December 31, 2000 and 2001, have been audited by Arthur Andersen.

The condensed financial statements of CCU set forth in Item 4 of this Annual Report are derived
from the financial statements of CCU, which, as of and for the years ended December 31, 1999, 2000 and
2001 have been audited by PricewaterhouseCoopers.

The condensed financial statements of Entel set forth in Item 4 of this Annual Report are derived
from Entel’s Annual Report corresponding to the year 2001, the financial statements of which as of and
for the years ended December 31, 2000 and 2001 have been audited by Deloitte & Touche.

REQUESTS FOR INFORMATION

Written requests for copies of this Annual Report should be directed to Quifienco S.A., Enrique
Foster Sur 20, 14™ Floor, Las Condes, Santiago, Chile, Attention: Cindi Freeman, Investor Relations
Officer. Facsimile requests may be sent to (56-2) 245-6241. Telephone requests may be directed to
(56-2) 750-7221 or (56-2) 750-7100. Email requests may be directed to tfreeman@Iq.cl| Additional
information, including this Annual Report, may be found on the Company’s website at www.quinenco.cl.
The contents of the Company’s website are not incorporated into this Annual Report.

INCORPORATION BY REFERENCE

The Company incorporates by reference in this Annual Report on Form 20-F (1) Banco Edwards’
financial statements at December 31, 2000 and 2001 and for the years ended December 31, 1999, 2000
and 2001 which are included as Item 18 of Banco Edwards’ Annual Report on Form 20-F (“Banco
Edwards” Annual Report”), (2) Banco Edwards’ Guide 3 Data which is included in Item 4 of Banco
Edwards” Annual Report “Information on the Company — Selected Statistical Information”, (3) Banco
de Chile’s financial statements at December 31, 2000 and 2001 and for the years ended December 31,
1999, 2000 and 2001 which are included as Item 18 of Banco de Chile’s Annual Report on Form 20-F
(“Banco de Chile’s Annual Report) and (4) Banco de Chile’s Guide 3 Data which is included in Item 4 of
Banco de Chile’s Annual Report “Information on the Company — Selected Statistical Information”.

EXCHANGE RATES AND CURRENCY

Quifenco prepares its financial statements in Chilean pesos and in conformity with Chilean
generally accepted accounting principles, or GAAP. Chilean GAAP as applied to Quifienco differs in
certain important respects from U.S. GAAP. See Note 26 to the audited consolidated financial
statements of the Company at December 31, 2000 and 2001 and for the years ended December 31, 1999,
2000 and 2001 (together with the notes thereto, the “Consolidated Financial Statements”) contained
elsewhere in this Annual Report for a description of the principal differences between Chilean GAAP
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and U.S. GAAP as they relate to the Company and a reconciliation to U.S. GAAP of net income and total
shareholders’ equity for the periods and as of the dates therein indicated.

Unless otherwise indicated, financial data for all periods included in the Consolidated Financial
Statements and elsewhere throughout this Annual Report have been restated in constant Chilean pesos as
of December 31, 2001. See Notes 2(b) and 4 to the Consolidated Financial Statements. Transactions
which are described herein and which have taken place during 2002 are stated in Chilean pesos as of the
transaction date, unless otherwise indicated.

In this Annual Report, references to “U.S. dollars”, “dollars”, “$” or “US$” are to United States
dollars, references to “pesos” or “Ch$” are to Chilean pesos, and references to “UF” are to Unidades de
Fomento, which are inflation-indexed, peso-denominated monetary units. The UF rate is set daily in
advance based on changes in the previous month’s inflation rate in Chile. See Note 2(b) to the
Consolidated Financial Statements. Percentages and certain dollar and peso amounts contained herein
have been rounded for ease of presentation. Due to the effects of rounding, certain totals may not appear
to directly reflect the sums of their components. This Annual Report contains translations of certain peso
amounts into U.S. dollars at specified rates solely for the convenience of the reader. These translations
should not be construed as representations that the peso amounts actually represent such dollar amounts
or could be converted into dollars at the rate indicated. Unless otherwise indicated, such U.S. dollar
amounts have been translated from pesos based on the Dolar Observado (the “Observed Exchange
Rate”) reported by the Banco Central de Chile (the “Central Bank of Chile” or “Central Bank™) for
December 31, 2001, which was Ch$654.79 = US$1.00. The Federal Reserve Bank of New York does not
report a noon buying rate for pesos. The Observed Exchange Rate for June 14, 2002 was Ch$ = 668.42
per US$1.00.

On January 11, 2002, Argentina abandoned its decade-old fixed Argentine peso to U.S. dollar
exchange rate of one Argentine peso to US$1.00, allowing the peso to float at market rates. From that
date to June 21, 2002, the Argentine peso experienced a 72.7% devaluation against the U.S. dollar; at
June 21, 2002, the peso-dollar exchange rate was 3.66 Argentine pesos per US$1.00.

PRESENTATION OF MARKET SHARE AND OTHER INFORMATION

The market share and other operating and statistical data contained in this Annual Report have
been compiled by the Company based upon statistics and other information obtained from several third-
party sources.

Market shares of bank loans, risk indexes and other operating and statistical data for the financial
services industry in Chile are estimated by the Company based on information published by the
Superintendencia de Bancos (the Chilean Superintendency of Banks).

With respect to CCU’s beverage business in Chile, the Company bases its estimates as to market
share, volume and consumption primarily on information provided by Nielsen Chile. Estimates for
Chilean wine exports are based primarily on data provided by the Asociacion de Vifas de Chile A.G.
(Wineries of Chile). In addition, CCU conducts its own periodic surveys of customers’ purchases and
inventory levels. Market share, volume and consumption data concerning the Argentine beer market are
obtained from the Camara de la Industria Cervecera Argentina (Argentine Beer Industry Chamber, or
“CICA”). CCU believes that the statistics provided by these sources in some cases do not completely
reflect CCU’s market. For instance, the Nielsen sampling base includes only the metropolitan regions of
Chile and not the rural regions of the country (where CCU believes its market share is higher than in the
metropolitan regions, due to the effectiveness of its distribution system). Likewise, the sales of two of



CCU'’s Argentine competitors are not reflected in CICA’s figures because these two companies are not
members of CICA. Thus, CCU has revised market share estimates for Chilean and Argentine beer to
reflect what it believes is a more complete measure of market shares, taking into account (i) reports
published by the Instituto Nacional de Estadisticas (Chilean National Institute of Statistics), (ii) CCU’s
internal sales data, (iii) sales information filed publicly by CCU’s competitors and (iv) import reports
made available by the Chilean and Argentine customs authorities.

Market share, volume and consumption data with respect to Lucchetti’s food products business
in Chile are based on data supplied by A.C. Nielsen Chile S.A. (“Nielsen Chile”). Because Nielsen
Chile’s reports primarily cover supermarket volume sales in the Santiago Metropolitan Region and urban
centers in the remaining regions of Chile, the Company’s estimates of market share for its food products
in the country as a whole are based in part on information made public by the Company’s competitors
and on its own periodic analysis. Consumption and market share data for the Company’s pasta
businesses in Peru and Argentina are estimated by the Company on the basis of information supplied by
Samimp S.A. and A.C. Nielsen Argentina S.A., respectively.

The Company estimates market share and other operating and statistical data with respect to its
telecommunications business in Chile on the basis of information supplied by the Chilean Undersecretary
of Telecommunications and on its own analysis of information provided by market participants, primarily
Telefonica de Chile, the leading telephony provider in Chile.

The Company bases its estimates of market share and other operating and statistical data with
respect to Madeco’s manufacturing businesses on its own analysis of available information which
includes: (i) Madeco’s internal production and sales data; (ii) import and export reports made available
by customs’ authorities in each country in which Madeco operates; (iii) copper sales reports from the
Corporacion Chilena del Cobre (The Chilean Copper Corporation); (iv) production reports from
Madeco’s suppliers of copper rods; (v) import and export reports provided by the Central Bank of Chile;
(vi) sales information filed publicly by some of Madeco’s competitors; and (vii) information informally
obtained from market participants and Madeco’s suppliers. No third parties or other independent
companies have provided estimates or confirmed Madeco’s market share calculations and estimates.
Sources that use methodologies which are not identical to Madeco’s may produce different results.

Occupancy rates and market share data for the Company’s hotel business are estimated by the
Company on the basis of information collected from market participants.

Habitaria bases its market share estimates on figures provided by the Camara Chilena de la
Construccion (The Chilean Construction Commerce) and on reports and analysis generated internally.

Unless otherwise specified, per capita consumption data for countries in which the Company
operates and all regions within them are based on relevant volume and consumption information
provided by the sources described in this section and on data derived by the Company from the most
recent public censuses of populations.

Sources other than the Company use methodologies which are not identical to the Company’s
and may produce results that differ from the Company’s own estimates.



FORWARD—-LOOKING STATEMENTS

This Annual Report includes “forward-looking statements” within the meaning of Section 27A of
the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended. These statements relate to analyses and other information which are based on forecasts of
future results and estimates of amounts not yet determinable. They also relate to the Company’s future
prospects, development and business strategies.

These forward-looking statements are identified by the use of terms and phrases such as
“anticipate”, “believes”, “could”, “expects”, “intends”, “may”, “plans”, “predicts”, “projects”, “will” and
similar terms and phrases. The Company cautions the reader that actual results could differ materially
from those expected by the Company, depending on the outcome of certain factors, including, without
limitation (1) adverse changes in the Chilean economy with respect to the rates of inflation and economic
growth, currency devaluations and other factors, (2) adverse changes in the Chilean political situation,
including, without limitation, the reversal of various market-oriented reforms or the failure of such
reforms to achieve their goals, (3) adverse changes in the international markets for the Company’s
products, including markets in other Latin American countries, such as Brazil and Argentina, as well as
markets in Asia and (5) other factors discussed under “Item 4B. Business Overview”, “ltem 5.

Operating and Financial Review and Prospects” and “Item 7A. Major Shareholders” herein. Readers are
cautioned not to place undue reliance on these forward-looking statements, which speak only as of the
date hereof. The Company undertakes no obligation to release publicly the result of any revisions to
these forward-looking statements which may be made to reflect events or circumstances after the date
hereof, including, without limitation, changes in the Company’s business strategy or planned capital
expenditures, or to reflect the occurrence of unanticipated events.

Vi



PART I

Item 1. ldentity of Directors, Senior Management and Advisers
Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

Item 3. Key Information

A. Selected Financial Data

The selected consolidated financial information for the Company included in the following table
should be read in conjunction with, and is qualified in its entirety by reference to, the Consolidated
Financial Statements of the Company, including the notes thereto, appearing elsewhere in this Annual
Report. The summary financial data for the Company as of and for the years ended December 31, 1997,
1998, 1999 and 2000 are derived from the Consolidated Financial Statements of the Company appearing
elsewhere in this Annual Report, which have been audited by PricewaterhouseCoopers, independent
accountants. The summary financial data for the Company for the year ended December 31, 2001 is
derived from the Consolidated Financial Statements of the Company, which have been audited by Arthur
Andersen, independent accountants. The reports of Arthur Andersen and PricewaterhouseCoopers on the
Consolidated Financial Statements of the Company appear elsewhere in this Annual Report.

The Consolidated Financial Statements of the Company have been prepared in accordance with
Chilean GAAP, which differs in certain material respects from U.S. GAAP. Note 26 to the Consolidated
Financial Statements provides a description of the principal differences between Chilean GAAP and U.S.
GAAP as they relate to the Company and a reconciliation to U.S. GAAP of net income and shareholders’
equity for the periods and as of the dates covered thereby.

In accordance with Chilean GAAP, financial data included in the Consolidated Financial
Statements have been restated in constant Chilean pesos of December 31, 2001. See Notes 2(b) and 4 to
the Consolidated Financial Statements.



At or for the Year Ended December 31,

1997

1998

1999 2000

2001

2001

(in millions of constant Ch$ or thousands of U.S. dollars, except per share amounts)

QUINENCO CONSOLIDATED (1)
Income Statement Data:

Chilean GAAP:

NEL SAIES ... Ch$611,742 Ch$596,926 Ch$438,987 Ch$465,771 Ch$474,037 US$723,953
Cost of sales (441,984) (430,142) (357,164) (371,848) (376,604) (575,152)
Administrative and selling expenses......... (120,951) (116,912) (103,494) (77,762) (79,918) (122,051)
Operating income (10SS)........cccevvrveivnennnne 48,807 49,872 (21,671) 16,161 17,515 26,750
Operating income (loss) per share............. Ch$45.20 Ch$46.19 Ch$(20.07) Ch$14.97 Ch$16.22 US$0.02
Interest iNCOMe ........ccovvvcrvciiinnnes 10,934 20,823 20,971 8,778 7,939 12,125
Non-operating inCoOMe ..........ccccovrerevnnnn. 215,120 51,600 285,818 34,296 102,944 157,216
INtErest eXPENSe ......cceverererereireecrieceens (46,261) (50,800) (43,136) (38,099) (59,009) (90,119)
Non-operating eXpense.........coceevrereeeneene (24,539) (14,495) (54,913) (35,087) (69,792) (106,587)
Price-level restatement gain (loss) (8,561) (8,098) 13,581 (6,159) (10,632) (16,237)
Non-operating results (2)(3)(4)(5) 146,693 970 222,321 (36,271) (28,550) (43,603)
Income (loss) before taxes and minority

INEETESES ..o 195,500 48,902 200,650 (20,110) (11,035) (16,852)
INCOME TAXES....vveevricrieciecee e (31,031) (7,422) (23,098) 7,322 4,750 7,254
Income (loss) before minority interest...... 164,469 41,480 177,552 (12,788) (6,285) (9,598)
Minority interest.........ccocooevvrereeencinenns (71,937) (12,309) (4,504) 6,965 21,794 33,284
Net income (loss) Ch$92,532 Ch$29,171 Ch$173,048 Ch$(5,823) Ch$15,509 US$23,686
Net income (loss) per share ..........cccocoee.e. Ch$92.16 Ch$27.01 Ch$160.27 Ch$(5.39) Ch$14.36 US$0.02
Dividends per share.........c.ccccovveierieiennnes Ch$10.27 Ch$33.89 Ch$8.05 Ch$46.96 Ch$- US$-
U.S. GAAP:

Net sales (Non-financial services)............ Ch$611,741 Ch$596,926 Ch$438,987 Ch$465,771 Ch$474,037 US$723,953
Net interest revenue and expenses

(Financial services)(3)(5) ....ovoeerererereene. - - 25,967 104,862 358,187 547,026
Net income (10SS) ....vvvrereriecrcrciciererinninns Ch$80,577 Ch$4,718 Ch$183,891 Ch$(19,896) Ch$10,916 US$16,671
Net income (loss) per share .........cccc..... Ch$80.26 Ch$4.37 Ch$170.31 Ch$(18.43) Ch$10.11 US$0.015
Balance Sheet Data: (at year end)

Chilean GAAP:

Cash and cash equivalents.............c.c........ Ch$79,570 Ch$161,180 Ch$131,714 Ch$135,435 Ch$52,913 US$80,809
Total current assets............... 398,243 439,217 414,697 383,919 265,751 405,857
Property, plant and equipment.................. 525,875 536,697 454,601 422,123 417,784 638,043
TOtal 8SSELS ....cvverererererereceeeee 1,569,380 1,419,483 1,401,569 1,406,470 1,561,243 2,384,342
Current liabilities.........ccooeevvvvrrrrnn 325,256 278,216 317,961 338,128 255,964 390,910
Long-term liabilities ..........c.ccovevevevriennnn. 360,059 365,340 262,339 306,080 538,029 821,682
Total liabilities....... 685,315 643,556 580,300 644,208 793,993 1,212,592
Minority interest 323,344 228,661 107,358 105,499 89,869 137,249
Shareholders’ equity........ccccoceeeiirciinienine 560,721 547,266 713,911 656,763 677,381 1,034,501

Number of shares
U.S. GAAP:

1,079,740,079

Total 8SSELS......cvvvveriiiiririieieeeene Ch$1,586,492
Non-financial services long-term

1iabilities. ... 366,858
Financial services borrowings............. -
Shareholders’ equity.........c.ccoeevrernenne 529,546

1,079,740,079
Ch$1,419,273
377,818

517,083

1,079,740,079 1,079,740,079

1,079,740,079

Ch$3,921,940 Ch$4,275,966 Ch$10,456,076
257,838 309,674 768,257
2,260,677 2,402,886 7,141,675
700,701 721,303 673,142

US$15,968,594

1,187,289
10,906,817
1,028,027

(1) InJanuary 1997 and February 1998, Madeco acquired 67% and 33% respectively, of the common stock of Ficap
S.A. which had net sales of Ch$144,491 million and Ch$149,520 million and operating income of Ch$19,426
million and Ch$11,909 million in 1997 and 1998, respectively. To compare sales and operating income, the
amounts for 1997 and 1998 should be decreased accordingly.



(2) In 1997 and 1998, non-operating results included net gains on the sales of Startel (Ch$149,276 million), and
VTR Larga Distancia (Ch$16,477 million), respectively. In 1999, non-operating results included net gains on
the sales of VTR Hipercable (Ch$77,492 million) and OHCH (Ch$172,520 million). Non-operating results
included net gains on the sales of shares of Entel of Ch$7,606 in 2000 and Ch$49,569 million in 2001.

(3) In 1999, Quifienco acquired a 51.2% interest in Banco Edwards. The consolidated financial statements of the
Company do not include the financial statements of Banco Edwards because banking operations are generally
not consolidated with non-financial businesses in Chile. Under U.S. GAAP, the financial statements of Banco
Edwards are consolidated. The income statement information for Banco Edwards includes the operations of
Banco Edwards for the last quarter of 1999, or since the date of acquisition.

(4) During 2000, Lucchetti Argentina’s balance sheet was deconsolidated and the investment was adjusted to net
realizable value resulting in a loss of Ch$7,323 million, which was included in the proportional share of net loss
of equity-method investments.

(5) In 2001, Quifienco’s interest in Banco de Chile reached 52.7%. The consolidated financial statements of the
Company do not include the financial statements of Banco de Chile because banking operations are generally
not consolidated with non-financial businesses in Chile. Under U.S. GAAP, the financial statements of Banco
de Chile are consolidated. The income statement information for Banco de Chile includes the operations of
Banco de Chile since January 1, 2001.

Dividends

The following table sets forth a five-year summary of dividends per share:

Period (1) Cash Dividend Per Share Cash Dividend per Share
(in constant Ch$) (U.S. dollars (2))
1998.....oiieeer e 33.89 0.06
1999, 8.05 0.01
2000, 46.96 0.08
2001 - -
2002 (to June 14)...cccccvvvvvennnne 5.75 0.01(3)

(1) Indicates year of payment. The dividend distribution correspond to the distribution of net income
of the previous year.

(2) Based on the exchange rate in effect on December 31 of each year.

(3) Based on the exchange rate in effect on May 9, 2002.

Exchange Rates

Prior to 1989, Chilean law permitted the purchase and sale of foreign exchange only in those
cases explicitly authorized by the Central Bank of Chile. The Central Bank Act, which was enacted in
1989, liberalized the rules that govern the ability to buy and sell foreign exchange. The Central Bank Act
now empowers the Central Bank of Chile to determine that certain purchases and sales of foreign
exchange specified by law must be carried out in the Formal Exchange Market. The Formal Exchange
Market is formed by banks and other entities so authorized by the Central Bank. All payments and
distributions with respect to the Company’s American Depositary Shares (“ADSs”) referred to in this
Annual Report must be transacted in the Formal Exchange Market.

For purposes of the operation of the Formal Exchange Market, the Central Bank of Chile sets a
reference exchange rate (délar acuerdo) (the “Reference Exchange Rate”). The Reference Exchange
Rate is reset monthly by the Central Bank of Chile, taking internal and external inflation into account,
and is adjusted daily to reflect variations in parities between the Chilean peso and each of the U.S. dollar,
the Japanese yen and the Euro. Authorized transactions by banks were generally conducted within a
certain band above or below the Reference Exchange Rate. In January 1992, the Central Bank of Chile
reduced the Reference Exchange Rate by 5% and widened the band for transactions in the Formal
Exchange Market from 5% to 10%. In November 1994, the Central Bank of Chile reduced the Reference
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Exchange Rate by approximately 10%. In November 1995, the Central Bank of Chile reduced the
Reference Exchange Rate by approximately 2%. In January 1997, the Central Bank widened the band for
transactions in the Formal Exchange Market to 12.5%. On June 25, 1998, the Central Bank of Chile
reduced the band for transactions in the Formal Exchange Market to 2% above and 3.5% below the
Reference Exchange Rate. At that time, the Central Bank also announced the elimination of a fixed 2%
(peso re-valuing) factor which had hitherto been taken into account in the annual resetting of the
Reference Exchange Rate. In September 1998, the Central Bank began a gradual widening of the
exchange rate band from 3.5% to 5% above and below the Reference Exchange Rate. In December 1998,
the Central Bank set the exchange band at 8% above and below the Reference Exchange Rate and
provided from the gradual widening of the limits of the band at a daily rate of 0.01375%. In order to
keep fluctuations in the average exchange rate within certain limits, the Central Bank of Chile intervened
by buying or selling foreign exchange on the Formal Exchange Market. In September 1999, the Central
Bank of Chile decided to suspend its formal commitment to intervene in the exchange market to maintain
the limits of the band, and decided to intervene in the market only under extraordinary circumstances and
with advance notification. The Central Bank of Chile also committed itself to provide periodic
information about the levels of its international reserves. The Reference Exchange Rate was maintained
as a medium-term reference for the market and to be used in contracts entered into using such rate. The
Observed Exchange Rate is the average exchange rate at which commercial banks conduct authorized
transactions on a given date in Chile, as determined by the Central Bank of Chile. The Central Bank of
Chile generally carries out its transactions at the spot market rate. Before the suspension of the band,
however, when commercial banks requested to buy U.S. dollars from the Central Bank of Chile, or
requested to sell U.S. dollars to the Central Bank of Chile, the Central Bank of Chile made such sales up
to 2% over the Reference Exchange Rate and carried out such purchases at 3.5% under the Reference
Exchange Rate. Authorized transactions by banks are generally conducted at the spot market rate.
Historically, such rate fluctuated within the band set by the Central Bank with respect to the Reference
Exchange Rate. No assurances can be given that the Central Bank of Chile will not establish the band
limits again.

Purchases and sales of foreign exchange effected outside the Formal Exchange Market are
carried out in the Mercado Cambiario Informal (the “Informal Exchange Market”). The Informal
Exchange Market reflects the supply and demand for foreign currency. There are no limits imposed on
the extent to which the rate of exchange in the Informal Exchange Market can fluctuate above or below
the Observed Exchange Rate. On June 14, 2002, the average exchange rate in the Informal Exchange
Market was Ch$669.25 per U.S. dollar and the U.S. dollar Observed Exchange Rate was Ch$668.42 per
U.S. dollar.

The following table sets forth the low, high, average and period-end Observed Exchange Rates
for U.S. dollars for each of the indicated periods starting in 1997 as reported by the Central Bank the
following day. The Federal Reserve Bank of New York does not report a noon buying rate for Chilean
pesos.



Daily Observed Exchange Rate

(Ch$ per US$)
Period Low(1) High(1) Average(2) Period — end
1997 i 411.85 439.81 419.31 439.18
1998 ..o 439.58 475.41 460.29 472.41
1999 .. 468.69 550.93 508.78 530.07
2000 ... 501.04 580.37 539.49 573.65
2001 ...oiiiiiiiee e 557.13 716.62 634.94 654.79
December 2001........cccccoevvenee. 654.79 682.11 669.14 654.79
January 2002........cccceveeverieienne 648.69 683.11 667.28 676.23
February 2002...........cccovevuenene. 671.86 688.98 678.84 672.30
March 2002........cccovveevreveeeenne, 655.44 670.67 663.26 655.90
April 2002......ccccoveieieiieee 641.75 662.78 650.82 646.44
May 2002.......cccvererrireieiens 650.31 659.14 653.91 655.90
June 2002 (through June 14).... 657.39 668.42 662.45 668.42

Source: Central Bank of Chile

(1) Rates shown are the low and high exchange rates, on a day-by-day basis, for each
period.

(2) The average of monthly average rates during the period reported.

D. Risk Factors
Certain Considerations Relating to Chile and Other Countries in Latin America

The Company is predominantly engaged in business in Chile. Consequently, its results of
operations and financial condition are to a large extent dependent on the overall level of economic
activity in Chile. Although the Chilean economy experienced an average yearly growth of 7.7% between
1990 and 1997, it experienced growth rates of 3.2%, -1%, 4.4% and 2.8% for the years 1998, 1999, 2000
and 2001, respectively. There can be no assurance that economic growth will return to its prior levels.
Factors that would be likely to have an adverse effect on the Company’s business and results of
operations include current or future downturns in the Chilean economy, a return to high inflation and
further devaluation of the Chilean peso relative to the dollar.

In addition to their operations in Chile, some of the Company’s businesses operate in and export
to companies that operate in and export to Argentina, Brazil, Peru and other countries in Latin America
that have at various times in the past been characterized by volatile and frequently unfavorable economic,
political and social conditions. The Company’s business, earnings and asset values may be materially
and adversely affected by developments with respect to inflation, interest rates, currency fluctuations,
government policies, price and wage controls, exchange control regulations, taxation, expropriation,
social instability and other political, economic or diplomatic developments in or affecting the specific
countries in which the Company operates and Latin America in general.

In recent years, Argentina has suffered a prolonged recession which recently culminated in the
current economic crisis, driven by that country’s economic and political instability. Argentina’s
economic activity has continued to contract as its government has imposed restrictions on bank deposits
and withdrawals, exchange controls, suspension of payment of external debt and the abrogation of peso
convertibility. The economic deterioration in Argentina has materially adversely affected and is
expected to continue to materially adversely affect the operations of Quifienco’s 56.1%-owned
subsidiary, Madeco, in Argentina. See “Item 4. Business Overview, Manufacturing—Madeco” and
“Item 5. Trend Information”.



As a consequence of the Argentine peso devaluation at the beginning of 2002, the Chilean
Superintendency of Securities and Insurance (the “SVS”) required Chilean companies, to the extent
possible, to register losses associated with the effects of the Argentine economic crisis and currency
devaluation in their respective financial statements corresponding to the year 2001. For Madeco, this
resulted in an estimated loss of Ch$17,780 million in 2001. In addition, Quifienco’s 30.8%-owned
affiliate company, CCU, reported an estimated loss of Ch$1,806 million in its 2001 financial statements
related to the effect of the Argentine crisis on its operations in that country, and its subsidiary, Finca La
Celia reported an estimated loss of Ch$639 million.

There can be no assurance that the Argentine economy will recover or that a continued and
prolonged crisis could not further materially adversely affect the Company’s operations in Argentina.
Moreover, although the Argentine economic crisis to date has not significantly impacted the Chilean,
Brazilian and Peruvian economies, there can be no assurance that it will not do so in the future.

The economies in which the Company operates and into which it exports the products it
manufactures are also affected by social and political changes. For example, this year Brazil is expected
to elect a new president whose policies could materially adversely affect the Company’s results of
operations and financial position. There can be no assurance that political changes or political instability
in the countries in which the Company operates or into which it exports its products will not materially
adversely affect the Company in the future.

Certain Considerations Relating to the Company
Future Capital Needs

The Company’s operations to date have required substantial amounts of capital, and Quifienco
expects that the Company will be required to contribute substantial additional amounts of capital to
support or expand existing businesses and to enter additional businesses in the future. In prior periods,
the Company’s businesses have met capital needs through internally generated funds and issuances of
debt and equity securities, including to Quifienco. There can be no assurance that capital will be
available in the future as needed on reasonable terms, and the inability to obtain capital would constrain
the Company’s ability to support and/or expand its existing businesses and to maintain or enter new
businesses. An unavailability of capital on reasonable terms could have a material adverse effect on the
Company’s financial condition and results of operations.

Quifienco’s manufacturing subsidiary, Madeco, is required by one of its loan facilities to increase
its capital by at least US$60 million by September 30, 2002, which is expected to be primarily used to
pay certain of Madeco’s short- and long-term indebtedness. See “Item 4. Information on the Company—
Manufacturing—Madeco.” If Madeco’s capital increase, among other refinancing requirements, is not
achieved, Madeco may become in default on part or all of its indebtedness. Madeco has stated that it
expects to increase its capital prior to its September deadline through a preemptive rights offering to
existing shareholders. Quifienco has not determined if and on what terms it would participate in such an
offering. Quifienco expects, however, that it would make a determination regarding such an offering
based on the terms of the offering and based on certain of the terms of Madeco’s loan facilities. There
can be no assurance that Quifienco will or will not participate in Madeco’s expected preemptive rights
offering, or, if Quifienco participates, on what terms it would do so, or the total amount of capital
Quifienco would contribute through such an offering.



Holding Company Structure

As a holding company, the level of Quifienco’s income and its ability to pay debt service
obligations and dividends depend primarily upon receipt of dividends and distributions from its
subsidiaries, equity investments and related companies. The payment of dividends by such subsidiaries,
equity investments and related companies is, in certain instances, subject to restrictions and is contingent
upon their earnings and cash flows. In addition, Quifienco’s level of income has largely depended on the
periodic sale of assets held for investment. There can be no assurance that Quifienco will be able to
continue to rely on certain subsidiaries’ dividends and distributions nor that the Company will be able to
generate the level of gains on the sale of investments that it has shown in the past.

Equity Price Risk

Many of the Company’s businesses are publicly traded entities whose equity value may vary
depending on market value fluctuations. The equity value of Quifienco’s investments could be affected
by downturns in the Chilean securities markets and other securities markets, such as the New York Stock
Exchange, where the equity securities of CCU, Madeco and Banco de Chile are also traded. Quifienco
and its businesses may also experience low trading volumes, which could negatively affect the stocks’
share price and liquidity.

Additionally, Quifienco’s manufacturing subsidiary, Madeco, has stated that it expects to
increase its capital through a preemptive rights offering to existing shareholders prior to September 30,
2002. See “Item 4. Information on the Company—Manufacturing—Madeco.” It is expected that any
Madeco capital increase would involve the issuance of its shares at a price substantially below the
current net tangible book value per share, resulting in substantial dilution in net tangible book value per
share to existing Madeco shareholders, including Quifienco. There can be no assurance that there will
not be such a substantial dilution in net tangible book value per share if Madeco increases its capital.

The Company’s Businesses

Quifienco’s businesses face a high level of competition in the industries and countries in which
they operate. This is generally reflected in prices, costs and sales volumes of the products and services
produced and marketed by Quifienco’s businesses. The Company expects, based on its past experience
and track record, that its businesses will be able to continue to compete within their industries.

Madeco S.A.

Quifienco’s manufacturing subsidiary, Madeco, is currently attempting to implement a
refinancing plan that would restructure its financial liabilities and increase its equity by at least US$60
million, as required by one of its loan facilities. See “Item 4. Information on the Company—
Manufacturing—Madeco.” If this plan is not substantially and timely consummated, Madeco may
become in default on part or all of its indebtedness, which may then be subject to acceleration. An
acceleration of Madeco’s indebtedness would materially adversely affect Madeco’s results of operations
and financial condition, and would materially adversely affect Quifienco’s financial condition. There can
be no assurance as to whether or when Madeco will reach agreement with the banks party to its loan
facilities to restructure the related liabilities, nor as to the terms of any such restructuring. Further, none
of Madeco’s existing shareholders or any other person has committed to participate in a Madeco capital
increase, and there can be no assurance that Madeco will be able to increase its share capital in a amount
sufficient to avoid Madeco becoming in default on its indebtedness.



Lucchetti Peru

Lucchetti Peru, a subsidiary of Quifienco’s food and beverage subsidiary, Lucchetti, is currently
a party to disputes in Peru which involve, among other issues, an attempt by the Municipality of Lima to
close Lucchetti’s Peruvian plant operations based on accusations that its plant’s operations interfere with
special characteristics of an adjacent wetlands area. See “Item 4. Information on the Company—
Business Overview—Food and Beverage—Lucchetti” and “Item 8. Financial Information—Legal
Proceedings.” There can be no assurance that Lucchetti will prevail in this or related suits. If Lucchetti
does not prevail, its results of operations and financial condition could be materially adversely affected,
and Quifienco’s results of operations could be materially adversely affected.

Banking Regulation Restrictions

Banco de Chile is subject to regulation by the Chilean Superintendency of Banks (“SBIF”). In
addition, it is subject to regulation by the Central Bank with regard to certain matters, including interest
rates and foreign exchange. Pursuant to the Chilean General Banking Law, all Chilean banks may engage
in additional businesses depending on the risk of the activity and the strength of the bank. The Banking
Law also applies a modified version of the capital adequacy guidelines issued by the Basle Committee on
Banking Regulation and Supervisory Practices to the Chilean banking system and limits the discretion of
the SBIF to deny new banking licenses. There can be no assurance that regulators will not in the future
impose more restrictive limitations on the activities of banks, including Banco de Chile, than those that
are currently in effect. Any such change could have a material adverse effect on Banco de Chile’s
financial condition and results of operations.

Interest Rates and Foreign Currency Positions

A portion of the Company’s’ debt is subject to variable interest rates, which could have an impact
on the company in periods in which the variable rate rises. A risk also exists with respect to exchange
rate fluctuations on debt instruments maintained in foreign currencies.

Certain Considerations Relating to the Company’s Shares and ADSs
Majority Shareholder

As of the date of this Annual Report, the Luksic Group, which consists of Mr. Andronico Luksic
Sr., his sons, Andrénico Luksic Craig, Guillermo Luksic Craig and Jean Paul Luksic Fontbona, and
companies they control, beneficially own approximately 82.4% of the shares of Quifienco. As long as
the Luksic Group beneficially owns a majority of the outstanding shares, they will be able to elect a
majority of the Directors of Quifienco and determine the outcome of the voting on substantially all
actions that require shareholder approval. See “Item 6. Directors, Senior Management and Employees”
and “Item 7. Major Shareholders and Related Party Transactions”. There can be no assurance that the
Luksic Group’s interests will not differ from the interests of other holders of the Company’s shares,
which may be reflected in the Luksic Group’s control of the Company.

Dividends Affected by Exchange Conditions

The Company’s ADSs trade in U.S. dollars. Fluctuations in the exchange rate between certain
Latin American currencies and the U.S. dollar are likely to affect the market price of the ADSs. For
example, since Quifienco’s financial statements are reported in Chilean pesos, a decline in the value of
the Chilean peso against the dollar would reduce the Company’s earnings as reported in U.S. dollars.
Any dividend the Company may pay in the future would be denominated in Chilean pesos. A decline in
the value of the Chilean peso against the U.S. dollar would reduce the U.S. dollar equivalent of any such
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dividend. A devaluation of the Brazilian, Argentine and/or Peruvian currency would also reduce the
Company’s earnings in Chilean pesos and therefore the earnings reported in U.S. dollars.

Holders of ADSs

Due to the fact that holders of ADSs do not hold their shares directly, they are subject to the
following additional risks:

In the event of a dividend or other distribution, if exchange rates fluctuate during any period of
time when the ADS depositary cannot convert a foreign currency into dollars, the ADS holders may lose
some or all of the value of the distribution. There can be no assurance that the ADS depositary will be
able to convert any currency at a specific exchange rate or sell any property, rights, shares or other
securities at a specific price, or that any of such transactions can be completed within a specific time
period.

In order to vote at shareholders’ meetings, ADS holders not registered on the books of the ADS
depositary are required to transfer their ADSs for a certain number of days before a shareholders’
meeting into a blocked account established for that purpose by the ADS depositary. Any ADS
transferred to this blocked account will not be available for transfer during that time. ADS holders who
are registered on the books of the ADS depositary must give instructions to the ADS depositary not to
transfer their ADSs during this period before the shareholders’ meeting. ADS holders must therefore
receive voting materials from the ADS depositary sufficiently in advance in order to make these transfers
or give these instructions. There can be no guarantee that ADS holders will receive voting materials in
time to instruct the ADS depositary how to vote. It is possible that ADS holders, or persons who hold
their ADSs through brokers, dealers or other third parties, will not have the opportunity to exercise a
right to vote at all.

ADS holders may not receive copies of all reports from the Company or the ADS depositary.
Holders may have to go the ADS depositary’s offices to inspect any reports issued.

Item 4. Information on the Company

A. History and Development of the Company
Overview

The Company is one of the largest diversified companies engaged in the industrial and services
sectors in Chile. It has invested in five main sectors of the economy: financial services; food and
beverage; telecommunications; manufacturing; and real estate and hotel administration.

The Company, which is among the market leaders in each of its major businesses, provides:

< banking and other financial services through Banco de Chile and, until it was merged
with Banco de Chile on January 1, 2002, through Banco Edwards;

e produces, bottles and distributes beer, wine, soft drinks and other beverages through
CCU,

e processes and distributes food through Lucchetti;

e provides fixed telephony and other telecommunications services through VTR;
9



* manufactures copper and aluminum products and flexible product packaging through
Madeco;

» provides hotel services through Hoteles Carrera and, until it was divested in August
2001, through Plava Laguna; and

» develops residential real estate through Habitaria.

In addition, the Company holds a financial investment in Entel, a leading Chilean telecommunications
provider, which complements its existing investment in the telecommunications sector.

Until May 1999, banking and other financial services were also provided through Banco
Santiago in Chile and through banks in Argentina, Peru and Paraguay. On May 3, 1999, these businesses
were divested.

Quifienco, an open stock corporation, operates under the laws of the Republic of Chile. It was
founded in 1957 as Forestal Quifienco S.A., a company engaged in logging and supplying wood to the
Chilean coal mining industry. In the mid-1960s, Andrénico Luksic Sr. acquired a majority interest in the
Company. The Company’s registered office is at Enrique Foster Sur 20, 14" Floor, Las Condes,
Santiago, Chile and its telephone number is (56-2) 750-7221.

The Company’s current structure is a result of transfers and consolidations among Luksic Group
companies at various times, principally in September 1996. Prior to September 1996, the Luksic Group
held interests in the Company’s businesses through several entities controlled by the Luksic family.
During September 1996, these interests were combined within Quifienco through a series of transactions
in order to consolidate the holdings of the Luksic Group. As a result of these transactions, Quifienco
became the principal company through which the Luksic family is active in the industrial and financial
sectors, except those related to mining and railways which continue to be held through another company
controlled by the Luksic family. Although Quifienco continues to be the principal company through
which the Luksic Group participates in the industrial and financial sectors, individual members of the
Luksic family are not restricted from carrying out investments in these sectors individually or through
other Luksic family companies.

Companies controlled by Quifienco include Lucchetti, which was acquired in 1965, Hoteles
Carrera, acquired in 1979, Madeco, acquired in 1983, and VTR, acquired in 1987. The venture with
Paulaner Salvator Beteiligungs A.G. (“Paulaner”) was formed in 1986 to jointly control CCU.
Habitaria, a joint venture with Ferrovial Inmobiliaria Chile Ltda., was established in 1998. The
Company acquired control of Banco Edwards in 1999 and control of Banco de Chile in 2001. Banco
Edwards merged into Banco de Chile in January 2002.

As of the date of this Annual Report, the Luksic Group, which consists of Mr. Andrénico Luksic
Sr., his sons, Andrénico Luksic Craig, Guillermo Luksic Craig and Jean Paul Luksic Fontbona, and
companies they control, beneficially own approximately 82.4% of the shares of Quifienco. As long as
the Luksic Group beneficially owns a majority of the outstanding shares, the Luksic Group will be able
to elect a majority of the Directors of Quifienco and to determine the outcome of the voting on
substantially all actions that require shareholder approval. See “ltem 6. Directors, Senior Management
and Employees” and “Item 7. Major Shareholders and Related Party Transactions”.
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Summary of Developments during 2001
Quifienco

During 2001, Quifienco issued bonds in the Chilean market amounting to UF6.5 million. The
bond issue consisted of two series. Series A, maturing in 2021, amounted to UF2.0 million, and Series B,
maturing in 2008, amounted to UF4.5 million. Quifienco’s bond obligations related to this issue
amounted to Ch$106,836 million (equivalent to UF6.5 million plus accrued interest) as of December 31,
2001.

Financial Services — Banco de Chile

On February 6, 2001, the Company launched a tender offer on the Chilean Stock Exchanges to
acquire 5% of the outstanding shares of SM Chile S.A. (“SM Chile™), the holding company which
directly owned 28% of Banco de Chile, and indirectly held an additional 63.6% through its wholly-
owned subsidiary, SAOS S.A. The tender offer was successfully concluded on February 28, 2001. The
shares purchased included 28.4 million shares of SM Chile’s Series A shares, 550 million shares of SM
Chile’s Series B shares, 21.5 million shares of SM Chile’s Series D shares and 29.2 million shares of
SM Chile’s Series E shares. The shares acquired during the tender offer represented 5% of the
outstanding shares of each series of SM Chile. The cost of the share acquisition in connection with the
tender offer was Ch$36,212 million (pesos as of March 31, 2001).

On March 27, 2001, Quifienco, through its wholly-owned subsidiary, LQ Inversiones Financieras
S.A. (“LQIF™), acquired an additional 35.8% interest in Banco de Chile, pursuant to a purchase
agreement signed by Quifienco and the controlling shareholder group of Banco de Chile on February 2,
2001. The interest in Banco de Chile was acquired through the purchase of shares of Banco de Chile and
SM Chile S.A. The total purchase price was Ch$304,128 million (pesos as of March 31, 2001).

The shares purchased included 1,466.8 million ordinary shares of Banco de Chile, which
represented 3.3% of the outstanding shares of Banco de Chile, 79.5 million shares of SM Chile’s
Series A shares, which represented 14.0% of the outstanding shares of SM Chile, 4,144.1 million shares
of SM Chile’s Series B shares, which represented 37.7% of the outstanding shares of SM Chile, 90.7
million shares of SM Chile’s Series D shares, which represented 21.1% of the outstanding shares of
SM Chile and 18.6 million shares of SM Chile’s Series E shares, which represented 3.2% of the
outstanding shares of SM Chile.

Financing of the transaction in the amount of UF12,437,783 was made pursuant to an agreement
for direct financing with the controlling shareholder group under a two-year interest-bearing note.
Quifenco obtained financing from local and international banks and a local bond issue for the remaining
amount.

Combined with prior share purchases carried out in 1999 and 2000, the Company’s aggregate
interest in Banco de Chile as of March 27, 2001, reached 52.7%. As a consequence, Quifienco, through
LQIF, became the bank’s largest shareholder. The carrying cost of the aggregate investment in Banco de
Chile is Ch$411,398 million (pesos as of March 31, 2001).

The dividend rights associated with Quifienco’s 52.7% interest in Banco de Chile represented
17.8% of the total dividend rights between March 27, 2001 and December 31, 2001. See “—Business
Overview, Banco de Chile” for a description of the rights of the Central Bank over cash dividend
distributions in connection with Banco de Chile’s subordinated debt obligation to the Chilean Central
Bank.
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Since March 27, 2001, the investment in Banco de Chile has been accounted for as an non-
consolidated equity-method investment, as authorized by the SVS. For further information regarding the
results of Banco de Chile and Banco Edwards, whose results are not consolidated into the Company’s
financial statements, reference is made to Banco de Chile’s and Banco Edwards’ Annual Reports on
Form 20-F for the fiscal year ended December 31, 2001.

Food and Beverage — CCU

On March 20, 2001, CCU announced that it had sold a 6.7% interest it held in Union de
Cervecerias Peruanas Backus y Johnston, S.A.A., the leading beer producer in Peru. The pre-tax gain on
sale associated with the disposal of the shares was Ch$16,227 million (value on the transaction date), of
which 30.8% corresponded to Quifienco’s proportionate share.

Food and Beverage — Lucchetti

On June 25, 2001, Lucchetti completed the sale of its subsidiary, Lucchetti Argentina S.A, to
Molinos Rio de la Plata S.A. (“Molinos”), an Argentine-based food producer, for US$29.7 million (value
on the transaction date, net of debt). Lucchetti made a provision for the accounting loss it expected to
incur upon the closing of the sale of Ch$7,323 million in its 2000 year-end financial statements.

On April 26, 2001, as part of the effort to reduce indebtedness, Lucchetti’s Board of Directors
approved a capital increase of Ch$21,000 million through the issuance of 1,000,000,000 new shares. The
capital increase was carried out in the second half of 2001 and as of December 31, 2001, Lucchetti had
issued 871,242,195 new shares for Ch$18,294 million. Quifienco subscribed to 869,708,297 shares for
Ch$18,264 million. Quifienco’s economic interest in Lucchetti increased from 87.0% to 93.3%
following the capital increase.

During 2001, Lucchetti carried out a financial restructuring aimed at reducing the company’s
overall indebtedness level, and reprogramming remaining debt maturities in line with Lucchetti’s future
expected cash flow. As of December 31, 2001, Lucchetti had reduced its interest bearing debt by 46% to
Ch$56,432 million. Proceeds from the above-referenced sale of Lucchetti Argentina and the 2001 capital
increase were used to reduce indebtedness. The debt restructuring mainly involved a refinancing of
short-term debt into a seven-year syndicated credit facility of Ch$36,066 million. As of December 31,
2001, 82.5% of Lucchetti’s interest bearing debt was in long-term facilities.

Telecommunications — Entel

On May 18, 2001 and subsequently on August 1 2001, in privately negotiated transactions
carried out with a group of Chilean pension funds and insurance companies, Quifienco sold an 8%
interest in Entel (4% in each transaction). Proceeds from the sale amounted to Ch$88,821 million and
the pre-tax gain on sale was Ch$49,569 million. Proceeds were used to reduce a portion of Quifienco’s
indebtedness incurred in connection with the Banco de Chile share acquisition in March 2001.
Following the sale of shares, Quifienco’s aggregate interest in Entel was approximately 5.7%.

Telecommunications — VTR
In May 2001, VTR’s 73.6%-owned subsidiary, Telsur, issued bonds in the Chilean market in the

amount of UF1,000,000. The bond issue consisted of two series. Series G, which amounted to
UF400,000, matures in 2005, and Series H, which amounted to UF600,000, matures in 2021.
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Manufacturing — Madeco

Madeco announced on March 27, 2001 that it had sold a 25% interest in Ficap Optel Ltda.
(“Optel”) to Corning International Corporation (“Corning”), for US$20 million (value on the transaction
date). After the sale, Madeco retained a 50% interest in Ficap Optel Ltda. The pre-tax gain on the sale
of its interest was Ch$3,138 million.

On August 3, 2001, Madeco issued bonds in the Chilean market for UF1,500,000 (equivalent to
US$35.5 million on the transaction date). The bond issue consisted of one series maturing in 2004. The
proceeds from the bond issue were used to refinance existing debt.

Real Estate and Hotel Administration — Hoteles Carrera

On May 17, 2001, Hoteles Carrera’s Board of Directors approved a capital increase of Ch$4,287
million through the issuance of 5,358,920 new shares. The capital increase was carried out in the last
quarter of 2001 and as of December 31, 2001, Carrera had issued 2,827,221 new shares for Ch$2,261
million. Quifienco, through its 96.2%-owned subsidiary, Agricola EI Pefion, subscribed to 2,825,264
shares for Ch$2,260 million. Quifienco’s economic interest in Carrera increased from 87.2% to 89.9%
following the capital increase. Proceeds from the capital increase were used to reduce liabilities.

Real Estate and Hotel Administration — Plava Laguna

On August 20, 2001, Quifienco announced that it had sold its 39.4% interest in Plava Laguna to
Sutivan Investments Establishment (“Sutivan™), a Luksic Group company, for US$29.6 million (value on
the transaction date). The pre-tax gain on the sale of its interest was Ch$1,280 million. Under the terms
of the sale agreement, Quifienco has an option to purchase 50% of Sutivan in 2004. For additional
information, see “Item 7B. Related Party Transactions”.

Developments during 2002
Quinfienco

On March 13, 2002, Quifienco reported the estimated effects of the Argentine economic crisis
and currency devaluation on its financial results as of December 31, 2001, in accordance with directives
from the SVS. Quifienco, as a holding company, is exposed to the continuing economic crisis and
currency devaluation in Argentina principally through its 56.1%-owned subsidiary, Madeco and its
30.8%-owned affiliate company, CCU.

Madeco reported an estimated loss in connection with its business in Argentina of Ch$17,780
million (pesos as of December 31, 2001), to be included in results for the twelve months ended
December 31, 2001. The loss corresponding to Quifienco’s participation in Madeco of 56.1% was
approximately Ch$9,975 million. CCU reported in its consolidated 2001 financial statements losses
amounting to Ch$1,806 million in relation to its operations in Argentina. The loss corresponding to
Quifienco’s participation in CCU of 30.8% was approximately Ch$556 million.

Financial Services — LQIF

On January 3, 2002, LQIF’s Board of Directors approved a capital increase of Ch$484,000
million through the issuance of 500,000,000 new shares. On January 22, 2002, Quifienco subscribed to
273,768,064 shares for Ch$265,007 million. Proceeds from the capital increase were used to reduce a
portion of the indebtedness incurred with the Banco de Chile acquisition.
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On June 3, 2002, Quifienco announced that its wholly-owned subsidiary, LQIF, had prepaid a
two-year note that had been granted by the ex-controlling shareholders of Banco de Chile, as part of the
Banco de Chile share acquisition in March of 2001. The obligation, which was originally scheduled to
become due in March of 2003, had an initial face value of UF12,437,783. The note was prepaid with
long-term financing obtained from national and international banks, the proceeds from Quifienco’s bond
offering in 2001, dividend income received from Quifienco’s main operating companies and a US$70
million loan granted by Quifienco’s controlling shareholder, the Luksic Group.

Financial Services — Banco de Chile

Pursuant to authorizations from the Chilean Superintendency of Banks (the “SBIF”) and a
majority of the shareholders from both banks, Banco de Chile, a 52.7%-owned subsidiary of the
Company, and Banco Edwards, a 51.2%-owned subsidiary of the Company, merged their operations
effective January 1, 2002. As a consequence of the merger, Banco Edwards was absorbed by Banco de
Chile, the surviving entity and legal successor.

Under the terms of the merger, Banco Edwards constituted 34% of the surviving entity and
Banco de Chile, 66% of the assets, liabilities and equity of the surviving entity. On January 4, 2002,
holders of Banco Edwards common stock received 3.135826295 Banco de Chile F shares for each Banco
Edwards common share and received 0.862352231125 Banco de Chile F ADSs for each Banco Edwards
ADS. Accordingly, an aggregate of 23,147,126,425 Banco de Chile F shares were issued to shareholders of
Banco Edwards, including 11,845,494,384 F shares issued to the Company, representing its 51.2% interest,
equivalent to 17.4% of Banco de Chile’s 68,079,783,605 common shares. The F shares had all the same
rights as the Banco de Chile common stock except that they entitled holders to receive dividends in 2002
with respect to Banco Edwards’ 2001 net income. These dividends were declared and paid on March 21,
2002, and the F shares were automatically converted on a one-to-one basis into Banco de Chile common
stock.

Following the merger, the Company has a 52.2% interest in the voting rights of Banco de Chile
and a 29.2% economic interest corresponding to dividend rights. Its interest is held through its wholly-
owned subsidiary LQIF, and includes 13,762.3 million ordinary shares of Banco de Chile, which
represent 20.2% of the outstanding shares of Banco de Chile, 377.5 million shares of SM Chile’s
Series A shares, which represented 66.5% of the outstanding shares of SM Chile Series A, 5,811.6
million shares of SM Chile’s Series B shares, which represented 52.8% of the outstanding shares of SM
Chile Series B, 223.4 million shares of SM Chile’s Series D shares, which represented 52.0% of the
outstanding shares of SM Chile Series D and 47.9 million shares of SM Chile’s Series E shares, which
represented 8.2% of the outstanding shares of SM Chile Series E.

The investment is currently being accounted for as an non-consolidated equity-method
investment, as authorized by the SVS. See “—Business Overview, Banco de Chile” for a description of
the rights of the Central Bank over cash dividend distributions in connection with the subordinated debt
obligation Banco de Chile maintains with the Chilean Central Bank. For further information regarding
the results of Banco de Chile and Banco Edwards, whose results are not consolidated into the Company’s
financial statements, reference is made to Banco de Chile’s and Banco Edwards’ Annual Reports on
Form 20-F for the fiscal year ended December 31, 2001.

Food and Beverage — CCU
On May 10, 2002, CCU announced that it had acquired a 50% interest in Kunstmann, a small

premium microbrewery in the south of Chile. The purchase price of the brewery was undisclosed by
CCU on the announcement date.
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Food and Beverage — Lucchetti

On January 23, 2002, Lucchetti completed a capital increase approved and partially carried out in
2001. On that date, Lucchetti issued 128,757,805 new shares for Ch$2,706 million. Quifienco
subscribed to 128,610,448 shares for Ch$2,701 million. Quifienco’s economic interest in Lucchetti
increased from 93.3% to 93.7% following the capital increase. Proceeds were used to reduce
indebtedness.

Manufacturing — Madeco

At the beginning of the year 2002, as a consequence of Argentina’s severe economic crisis and
political instability, Madeco temporarily halted its business activities related to wire and cable and brass
mills in that country. Currently, Madeco’s subsidiary, Decker-Indelqui, has been closed although it is
maintaining a minimal staff, primarily to oversee closing activities, liquidate product inventory and
ensure the security of varied production facilities. In conjunction with its joint venture partner, Corning,
Madeco also decided to minimize its optical fiber cable operation in Argentina.

The deep economic recession in Argentina as well as other adverse economic developments in
Madeco’s main markets in 2001, principally Brazil, has had a material adverse effect on Madeco’s
operations and financial condition. In order to develop a plan to restructure its financial liabilities and
improve its capital structure, Madeco announced on January 14, 2002 that it had retained Salomon Smith
Barney (Chile) S.A to advise it in this process. Madeco is currently negotiating with a group of banks to
obtain more favorable terms on its existing bank credit facilities. The successful renegotiation of these
facilities is expected to be contingent on an increase in the Company’s share capital of up to US$70
million, which is planned to take the form of a preemptive rights offering to existing shareholders, the
proceeds of which would be used to reduce outstanding short-term and long-term debt. For additional
information, see “Item 4. Information on the Company—Business Overview—Manufacturing Sector—
Madeco” and “Item 5. Operating and Financial Review and Prospects—Operating Results of the
Company”.

On June 27, 2002, Madeco announced that it had been notified by Corning Inc., Madeco's joint
venture partner in Optel, which produces optical fiber cable in Brazil and Argentina, that it planned to
liquidate the joint venture. Madeco disagrees with Corning’s position and intends to file an arbitration
suit to resolve this dispute. Madeco's management does not believe that the outcome of this issue will
have a material effect on Madeco's financial position.

On July 1, 2002, the Comision Clasificadora de Riesgo (the “Risk Classification Commission”),
which regulates the investment activities of the pension funds in Chile, ruled that, as a consequence of
the deterioration of Madeco’s financial situation, Chilean pension funds may no longer purchase the debt
securities or common shares of Madeco and, depending on the particular situation of each pension fund,
some of these funds could be required to dispose of part or all of their current holdings over time.
Madeco’s common shares could be eligible to be purchased by the pension funds again if the Chilean
SVS certifies to the Risk Classification Commission that Madeco has complied with certain financial
conditions. Both Madeco’s common shares and debt securities could be eligible to be purchased by the
pension funds if the Risk Classification Commission changes its resolution based on an improved
financial situation of Madeco.
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B. Business Overview
Financial Services Sector

The Company’s investments in the Financial Services Sector are held by a wholly-owned
intermediate holding company of Quifienco, LQIF. LQIF was formed on August 15, 2000 with initial
capital of Ch$10 million (historic value). Since its creation, it has served as the Company’s investment
vehicle for its investments in Banco Edwards and Banco de Chile. As of December 31, 2001, LQIF had
an economic interest in Banco Edwards and Banco de Chile of 51.2% and 52.7%, respectively.
Quifienco’s interest in Banco de Chile is currently being accounted for as a non-consolidated equity-
method interest, in accordance with authorization from the SVS. For further information regarding the
results of Banco de Chile and Banco Edwards, whose results are not consolidated into the Company’s
financial statements, reference is made to Banco de Chile’s and Banco Edwards’ Annual Reports on
Form 20-F for the fiscal year ended December 31, 2001.

At December 31, 2001, as a percentage of Quifienco’s total investments, the investments in
Banco Edwards and Banco de Chile represented approximately 65% of total investments, and as a
percentage of total consolidated assets, the investments, both of which are accounted for on an equity-
method investment basis, represented 40% of total consolidated assets.

Merger of Banco Edwards with Banco de Chile. Pursuant to authorizations from the Chilean
Superintendency of Banks (SBIF) and a majority of the shareholders from both banks, Banco de Chile, a
52.7%-owned subsidiary of the Company and Banco Edwards, a 51.2%-owned subsidiary of the
Company, merged operations effective January 1, 2002. As a consequence of the merger, Banco Edwards
was absorbed by Banco de Chile, the surviving entity and legal successor.

Under the terms of exchange, Banco Edwards constituted 34% of the surviving entity and Banco
de Chile, 66% of the assets, liabilities and equity of the surviving entity. Each Banco Edwards shares was
exchanged for 3.135826295 shares of Banco de Chile common stock. Following the merger, Banco de
Chile had 68,079,783,605 shares outstanding of common stock, all of the same series.

Following the merger, the Company, through LQIF, has a 52.2% interest in the voting rights of
Banco de Chile and a 29.2% economic interest corresponding to dividend rights. Its interest includes
13,762.3 million ordinary shares of Banco de Chile, which represents 20.2% of the outstanding shares of
Banco de Chile, 377.5 million shares of SM Chile’s Series A shares, which represents 66.5% of the
outstanding shares of SM Chile Series A, 5,811.6 million shares of SM Chile’s Series B shares, which
represents 52.8% of the outstanding shares of SM Chile Series B, 223.4 million shares of SM Chile’s
Series D shares, which represents 52.0% of the outstanding shares of SM Chile Series D and 47.9 million
shares of SM Chile’s Series E shares, which represents 8.2% of the outstanding shares of SM Chile
Series E. As part of the merger agreement, the Central Bank of Chile has the rights to 42.8% of future
cash distributions in connection with the subordinated debt obligation Banco de Chile maintains with the
Chilean Central Bank. “See Overview, Banco de Chile” for a description of the subordinated debt
obligation.

LQIF Capital Increase. On January 3, 2002, LQIF’s Board of Directors approved a capital
increase of Ch$484,000 million through the issuance of 500,000,000 new shares. On January 22, 2002,
Quifienco subscribed to 273,768,064 shares for Ch$265,007 million. Proceeds from the capital increase
were used to reduce a portion of the indebtedness incurred as part of the Banco de Chile acquisition.

Prepayment of Obligation with Ex-Controlling Shareholders of Banco de Chile. On June 3,
2002, Quifienco announced that its wholly-owned subsidiary, LQIF, had prepaid a two-year note that had
been granted by the ex-controlling shareholders of Banco de Chile as part of the Banco de Chile share
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acquisition in March of 2001. The obligation, which was originally scheduled to become due in March
of 2003, had an initial face value of UF12,437,783. The note was prepaid with long-term financing
obtained from national and international banks, the proceeds from Quifienco’s bond offering in 2001,
dividend income received from Quifienco’s main operating companies and a US$70 million loan granted
by a company related to Quifienco’s controlling shareholder, the Luksic Group.

Financial Services — Banco de Chile

The Company had a 52.7% interest in Banco de Chile’s voting rights and 17.8% of the
corresponding dividend rights as of December 31, 2001. The Company does not consolidate Banco de
Chile’s results, which are accounted for on an equity-method investment basis in 2001. For further
information regarding the results of Banco de Chile and Banco Edwards, whose results are not
consolidated into the Company’s financial statements, reference is made to Banco de Chile’s and Banco
Edwards’ Annual Reports on Form 20-F for the fiscal year ended December 31, 2001.

Banco de Chile reported net income of Ch$86,968 million, of which Ch$15,527 million
corresponded to Quifienco’s interest in 2001.

Quifienco began acquiring shares of Banco de Chile in 1999, and as of December 31, 1999 it had
an 8% interest, through shares held directly in Banco de Chile and through SM Chile, the holding
company which, as of December 31, 2001, directly owned a 28% interest in Banco de Chile and
indirectly owned an additional 63.6% through its subsidiary, SAOS S.A. Quifienco continued to acquire
shares during 2000, and at December 31, 2000 it had a 12.3% interest.

On December 14, 2000, Quifienco announced that it had entered into an agreement with the
controlling shareholder group of Banco de Chile, led by Empresas Penta, to acquire, through its wholly-
owned subsidiary, LQIF, an additional 35.8% interest in Banco de Chile for UF19,766,052 (equivalent to
US$541.3 million on the announcement date). The acquisition was completed on March 27, 2001.

On February 6, 2001, the Company launched a tender offer on the Chilean Stock Exchanges to
acquire 5% of the outstanding shares of SM Chile S.A. (“SM Chile”). The tender offer was successfully
concluded on February 28, 2001. The shares purchased included 28.4 million shares of SM Chile’s
Series A shares, 550 million shares of SM Chile’s Series B shares, 21.5 million shares of SM Chile’s
Series D shares and 29.2 million shares of SM Chile’s Series E shares. The shares acquired during the
tender offer represented 5% of the outstanding shares of each series of SM Chile. The cost of the share
acquisition in connection with the tender offer was Ch$36,212 million (pesos as of March 31, 2001).

On March 27, 2001, Quifienco, through its wholly-owned subsidiary, LQIF, acquired an
additional 35.8% interest in Banco de Chile, pursuant to a purchase agreement signed by Quifienco and
the controlling shareholder group of Banco de Chile on February 2, 2001. The interest in Banco de Chile
was acquired through the purchase of shares of Banco de Chile and SM Chile S.A. The total purchase
price was Ch$304,128 million (pesos as of March 31,2001).

The shares purchased included 1,466.8 million ordinary shares of Banco de Chile, which
represented 3.3% of the outstanding shares of Banco de Chile, 79.5 million shares of SM Chile’s
Series A shares, which represented 14.0% of the outstanding shares of SM Chile, 4,144.1 million shares
of SM Chile’s Series B shares, which represented 37.7% of the outstanding shares of SM Chile, 90.7
million shares of SM Chile’s Series D shares, which represented 21.1% of the outstanding shares of
SM Chile and 18.6 million shares of SM Chile’s Series E shares, which represented 3.2% of the
outstanding shares of SM Chile.
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The transaction was financed in part pursuant to a direct financing agreement with the
controlling shareholder group for UF12,437,783.Quifienco obtained financing from local and
international banks for the remaining amount.

Combined with prior share purchases carried out in 1999 and 2000, the Company’s aggregate
interest in Banco de Chile, as of March 27, 2001, reached 52.7%. As a consequence, Quifienco, through
LQIF, became the bank’s largest shareholder. The carrying cost of the aggregate investment in Banco de
Chile was Ch$411,398 million as of March 31, 2001 (historic value).

The dividend rights associated with Quifienco’s 52.7% interest in Banco de Chile represented
17.8% of the total dividend rights between March 27, 2001, and December 31, 2001. See “—Business
Overview, Banco de Chile” for a description of the rights of the Central Bank over cash dividend
distributions in connection with Banco de Chile’s subordinated debt obligation to the Chilean Central
Bank.

Founded in 1893, Banco de Chile is one of the largest and most profitable Chilean banks in terms
of return on assets and shareholders’ equity. Itis a full-service financial institution engaged principally
in commercial banking in Chile, providing general banking services to a diverse customer base through a
wide variety of credit and non-credit products, servicing all segments of the Chilean financial market. Its
operations are organized in five principal divisions - large corporations, middle market companies, retail
banking, international banking, treasury and money market operations - and in five non-banking financial
service subsidiaries. Banco de Chile offers international banking services through its branch in New
York, its agency in Miami, representative offices in Buenos Aires, Sdo Paulo and Mexico City and a
worldwide network of roughly 1,000 correspondent banks. It also offers, through its subsidiaries, a
variety of non-banking financial services including securities brokerage, mutual fund management,
financial advisory services, factoring and insurance brokerage. According to information provided by the
Chilean Superintendency of Banks, Banco de Chile was the second largest private bank in Chile in terms
of total lending (excluding interbank loans), with a 12.1% market share as of December 31, 2001.
According to the same source, Banco de Chile was the one of the most profitable banks in the Chilean
financial system in 2001 with a return on equity ratio of 23.7%.

Subordinated debt. During the 1982-1983 economic crisis, the Chilean banking system
experienced significant instability due to, among other things, a recession in most of the world’s major
economies accompanied by high international interest rates, an overvalued peso, a lack of stringent
banking regulation and ineffective credit policies at most Chilean banking organizations. During this
period, Banco de Chile experienced significant financial difficulties, and as a result, the Chilean
government assumed administrative control. In 1985 and 1986, Banco de Chile increased its capital and
sold shares representing 88% of its capital to more than 30,000 new shareholders. In 1987, the Chilean
Superintendency of Banks returned control and administration of the bank to its shareholders.

Subsequent to the 1982-1983 economic crisis, Banco de Chile sold certain non-performing loans
to the Chilean Central Bank at face value on terms that included a repurchase obligation. The repurchase
obligation was exchanged for subordinated debt issued in favor of the Chilean Central Bank in
November 1989, pursuant to Law No. 18,818, which permitted banks to repurchase the portfolio of non-
performing loans previously sold to the Chilean Central Bank for a price equal to the economic value of
such loans.

The repayment terms of Banco de Chile’s Chilean Central Bank subordinated debt, which at
June 30, 1989 equaled approximately US$1.75 billion, required that a certain percentage of its income
before provisions for the subordinated debt, be applied to repay the obligation. The Chilean Central
Bank subordinated debt did not have a fixed maturity and payments were made only to the extent that the
bank earned income before provisions for the subordinated debt. In 1993, 1994 and 1995 Banco de Chile
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applied 72.9%, 67.6% and 65.8%, respectively, of its income before provisions for the Chilean Central
Bank subordinated debt to the repayment of such debt.

In November 1996, pursuant to Law 19,396, Banco de Chile’s shareholders approved a
reorganization by which Banco de Chile was converted to a holding company named SM Chile S.A. that
in turn organized a new wholly-owned banking subsidiary named Banco de Chile to which it contributed
all of its assets and liabilities other than the Chilean Central Bank subordinated debt. SM Chile then
created a second wholly-owned subsidiary, Sociedad Administradora de la Obligacion Subordinada S.A.,
or SAQOS, that, pursuant to a prior agreement with the Chilean Central Bank, assumed a new repayment
obligation in favor of the Chilean Central Bank which replaced the Central Bank subordinated debt in its
entirety.

This Chilean Central Bank indebtedness, for which SAOS is solely responsible and for which
there is no recourse to Banco de Chile or SM Chile, was equal to the unpaid principal of the Chilean
Central Bank subordinated debt that it replaced but had terms that differed in certain respects, including a
rescheduling of the debt for a term of 40 years providing for equal annual installments and a pledge of
Banco de Chile shares as collateral for such debt. The Chilean Central Bank indebtedness bears interest
at a rate of 5.0% per year and is denominated in UF. SAOS is not required to record the entire balance of
the subordinated debt obligation as a liability, but instead accrues a liability equal to its share of
dividends receivable from Banco de Chile. The balance of the subordinated debt as of December 31,
2001 was Ch$880,134 million.

In exchange for assuming the Chilean Central Bank indebtedness, SAOS received from SM Chile
63.6% of the shares of Banco de Chile, which serve as collateral for the Chilean Central Bank
indebtedness. Dividends received from Banco de Chile are the sole source of SAOS’s revenue, which it
must apply to repay the Chilean Central Bank indebtedness. However, under SAOS’s agreement with the
Chilean Central Bank, regarding SAOS’s Chilean Central Bank indebtedness, Banco de Chile has no
obligation to distribute dividends to shareholders. To the extent dividend revenues are not sufficient to
pay the amount due on any installment, SAOS is permitted to maintain a cumulative deficit balance with
the Chilean Central Bank that SAOS commits to pay with future dividends. In the event the cumulative
deficit balance exceeds the equivalent amount by 20% of the total capital of Banco de Chile, SAOS will
be required by the Chilean Central Bank to sell a sufficient number of shares of the stock owned by
SAQOS to pay the entire deficit amount accumulated. In the event of any such sale of shares, the
shareholders of SM Chile have the right of first refusal with respect to those shares.

In the event that Banco de Chile’s shareholders decide to retain and capitalize all or part of its
annual net income, distributing stock dividends among its shareholders, the Chilean Central Bank has the
option to require that the part of such net income corresponding to the shares owned by SAOS be paid in
cash to SAOS. If Banco de Chile distributes stock dividends and the Chilean central Bank does not
exercise the option to require cash, the resulting shares received by SAOS will be sold by SAOS in the
following next 12 months. The shareholders of SAOS will have the right of first refusal with respect to
those shares.

The following diagram presents in summary form the ownership structure of Banco de Chile that
resulted from the reorganization in November 1996 described above:
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Merger with Banco Edwards. As a result of Banco de Chile’s merger with Banco Edwards on
January 1, 2002, the percentage of shares held by SAOS decreased to 42.0%. Dividends received from
Banco de Chile will continue to be SAOS’s sole source of revenue, which it must apply to repay its
indebtedness. However, under SAOS’s agreement with the Central Bank regarding this indebtedness,
Banco de Chile has no obligation to distribute dividends to its shareholders. To the extent distributed
dividends are not sufficient to pay the amount due on its indebtedness, SAOS is permitted to maintain a
cumulative deficit balance with the Central Bank that SAOS commits to pay with future dividends. If the
cumulative deficit balance exceeds an amount equal to 20% of the bank’s capital and reserves, the
Central Bank may require SAOS to sell a sufficient number of shares of Banco de Chile’s stock owned
by SAOS to pay the entire deficit amount accumulated. As of December 31, 2001, SAOS maintained a
deficit balance with the Central Bank of Chile of Ch$9,970 million, equivalent to 3.2% of Banco de
Chile’s capital and reserves. If from time to time, Banco de Chile’s shareholders decide to retain and
capitalize all or part of Banco de Chile’s annual net income in order to finance future growth of the bank,
and to distribute stock dividends among its shareholders, the Central Bank may require Banco de Chile to
pay the portion of net income corresponding to shares owned by SAQOS in cash to SAOS. If Banco de
Chile distributes stock dividends and the Central Bank does not require Banco de Chile to pay that
portion in cash, the shares received by SAOS must be sold by SAOS within the following twelve months.
Any distribution of dividends by Banco de Chile to SAOS would be made pro rata to SAOS and all of its
other shareholders according to their percentage interest in Banco de Chile. Following the merger with
Banco Edwards, Banco de Chile’s capital is divided in 68,079,783,605 registered common shares of a
single series. It’s property structure is: SAOS S.A. (42.0%), SM Chile S.A. (18.48%), and other
shareholders (39.52%). 43.82% of future dividends paid by Banco de Chile will service SAOS’s
subordinated debt obligation with the Central Bank until it is fully repaid.

Strategy. Banco de Chile’s long-term strategy is to maintain its position as a leading bank in
Chile, providing a broad range of financial products and services to large corporations, small and mid-
sized companies and individuals nationwide. The strategy focuses on: (i) delivering superior service that
responds to the specific needs of its customers in each market segment; (ii) enhancing profitability by
increasing revenues from fee-based services through development of new services and active cross-
selling of such services to customers; (iii) continuing to focus on measures that control costs and
otherwise enhance productivity to improve its existing efficiency standards; and (iv) further developing
its international activities.
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The following table shows selected financial information of Banco de Chile and its subsidiaries at
or for the years ended December 31, 2000 and 2001:

Banco de Chile and subsidiaries 2000 2001
(in millions of constant Ch$, except percentages)

INEETESE FEVENUE ..ot Ch$565,595 Ch$515,553
INEErESt EXPENSE ...c.vviveiietcre ettt seene s (355,321) (300,695)
Net INtErESt FEVENUE.......cvcveveveieeeieieieieiererereriee s 210,274 214,858
NEt INErest MArgin.......ccovveeeererieeeiess e 4.2% 3.8%
Provisions for 10an 10SSES.........cccovveeiireere v, (39,483) (45,887)
Total fees and income from Services, Net..........coovvvrrrenenn. 48,624 51,475
Total other operating iNCOME, NEt........ccccovvveeivrreirerreere s 11,269 6,211
Total Other income and expenses (net):

L0AN 10SS FECOVETIES.......cvvvveieirieieieieieeieieee e 9,083 9,646

Other income and eXPenseS, NEL........couvveererrererererieeesenens 1,684 3,344
MINOKILY INTEIESL......veveeieeecere e Q) Q)
Total Operating EXPENSES. ....c.vveverererrererererierereseseereresseseeseseesenes (145,980) (148,247)
Loss from price-level restatement...........ccooveevrevereinneneccienenn (9,422) (5,777)
INCOME LAXES. ....veivievierierieiesee ettt (1,550) 1,346
NELINCOME ...t Ch$84,498 Ch$86,968
TOAl BSSELS ...cveviiiierr e Ch$5,804,801 Ch$6,087,452
Total ADIlILIES ....cvoveveeeeicieicee e 5,410,468 5,689,183
Shareholders” QUILY......ccovvvreererrcere e 394,333 398,269
QuIfienco’s INEreSt %6 (1) .vevvvvvrverereririerere e 12.3% 52.7%

(1) Corresponds to voting rights in Banco de Chile.

The following table provides information on the composition of Banco de Chile’s loan portfolio
and contribution to consolidated net income before tax by segment for the year ended
December 31, 2001:

At December 31, 2001

Percent of
Percentage of Consolidated
Consolidated Consolidated Net
Loans Loans Income(1)

(in millions of constant Ch$, except percentages)

Large COrporations ..........cccevveveevierieeee e Ch$1,612,132 41.8% 8.8%
Middle market cOmMpPanies........ccccvevrvrveriereernrnnnn 980,269 25.4 31.9
Retail banking ........ccccoovvveiiienirinseese e 958,767 24.8 21.1
International banking .........c.cccocvvivviveveicninne s, 275,828 7.2 10.4
Treasury and money market operations................. 12,357 0.3 35.5
Other financial SErviCes........cccvvrvirensienerieennen, 19,467 0.5 12.9
Adjustments & eliminations............ccccceveervreninne. - - (20.6)
Total consolidated ...........cccccoveveeieiiieinene, Ch$3,858,820 100.0% 100.0%

(1) Consolidated net income before tax consists of the sum of net interest revenue and fees and income from
services, net, and the deduction for operating expenses and provisions for loan losses.
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Large Corporations

At December 31, 2001, Banco de Chile had approximately 2,256 large corporate customers.
Loans to large corporations totaled approximately Ch$1,612,132 million at December 31, 2001,
representing 41.8% of total loans at that date. Approximately 8.8% of consolidated net income before
tax for the year ended December 31, 2001 was accounted for by the Large Corporations Division.

In general, the Large Corporation Division services domestic companies with annual sales in
excess of Ch$12,000 million (approximately US$18 million), multinational corporations, financial
institutions, governmental entities and companies affiliated with Chile’s largest conglomerates
(regardless of size). The Large Corporation Division offers companies a broad range of products and
services, including deposit-taking and lending in both pesos and foreign currency, trade and project
financing, and various non-credit services, such as collection, supplier payments and payroll
management. In addition, the Large Corporation Division offers a broad range of banking products and
services including working capital financing, lines of credit, corporate financial services, foreign trade
financing, letters of credit in domestic and foreign currencies, commercial mortgage loans, payment and
asset management services, checking accounts and time deposits, and, through the bank’s subsidiaries,
factoring, brokerage, mutual funds and investment fund management services. All of the bank’s
branches except the Credichile branches provide services to the Large Corporation Division customers
directly and indirectly.

Large corporate customers are engaged in a wide spectrum of industry sectors, including, among
others, heavy industry (approximately 21.4% of all loans made by the division), financial institutions
(approximately 12.2% of all loans made by the division), trade and commerce (approximately 12.0% of
all loans made by the division), real estate and construction (approximately 15.6% of all loans made by
the division), and agriculture (approximately 6.9% of all loans made by the division).

The following table sets forth the composition of Banco de Chile’s portfolio of loans to large
corporations as of December 31, 2001:

At December 31, 2001
(in millions of constant Ch$, except percentages)

Commercial 10anS.........ccovveevevieeriiccieseienn,s Ch$1,000,440 62.1%
CONSUMET 108ANS .....evieiiiieie e 781 0.1
Foreign trade 10ans............ccoooverininiiinic 226,336 14.0
Contingent 10anS..........covveveninienieeeie e 175,739 10.9
Mortgage 10ans........cccceeeieninenineneee e 59,087 3.7
Leasing CONracts........cocevererenenieniieie e 95,889 5.9
Other [0anS .....ccveevveeiiei e 53,860 _ 33
TOMAl e Ch$1,612,132 100.0%

The Large Corporation Division’s loan portfolio consists principally of unsecured loans with
maturities between one and six months and of medium- and long-term loans to finance fixed assets,
investment projects and infrastructure projects. In addition, the Large Corporation Division issues
contingent credit obligations in the form of letters of credit, bank guarantees and similar obligations in
support of the operations of its large corporate customers.

The market for loans to large corporations in Chile in recent years has been characterized by

reduced profit margins, due in part to the greater direct access of such customers to domestic and
international capital markets and other sources of funds. As a result, Banco de Chile has increasingly
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focused on generating fee services, such as payroll processing, dividend payments and billing services as
well as computer banking services.

Banco de Chile is party to approximately 471 payment service contracts and approximately 217
collection service contracts. Under collection contracts, the bank acts as a collection agent for its large
corporate customers, providing centralized collection services for their accounts receivables and other
similar payments.

Middle Market Companies

As of December 31, 2001, the Middle Market Banking Division maintained outstanding loans in
the amount of Ch$980,269 million, which represented 25.4% of the total loans granted by the bank.
Approximately 31.9% of consolidated net income before tax for the year ended December 31, 2001 was
accounted for by the Middle Market Banking Division.

Through the Middle Market Banking Division, Banco de Chile services small and medium-size
Chilean companies. Medium-size companies are generally defined as those with annual sales of less than
Ch$12,000 million (US$18 million) and small or emerging companies as those with sales of less than
Ch$300 million (approximately US$500,000). The Middle Market Banking Division portfolio consists
of approximately 47,968 customers, of which approximately 71% are small or emerging companies. In
terms of loan amount, however, 62.8% of the Division’s total loan portfolio is comprised of medium-size
companies.

The Middle Market Banking Division offers a broad range of financial products, including
project financing, working capital financing, mortgage loans and debt rescheduling, as well as other
alternatives such as leasing operations and factoring (through the Banchile Factoring subsidiary). With
respect to foreign trade, advisory services as well as comprehensive financing and service alternatives are
offered. Other services, which include the payment of compensation, taxes and employee benefits,
payments to suppliers, and automated bill payments, are mainly provided through remote service
channels (Internet) and are made to approximately 20,000 customers. Through other subsidiaries, Banco
de Chile offers customers full-range services in financial advisory, stock brokerage, mutual fund
management, and general and life insurance brokerage.

The following table shows the composition of the middle market loan portfolio as of
December 31, 2001:

At December 31, 2001
(in millions of constant Ch$, except percentages)

Commercial [0aNS ..........ceureeiiriirreeeee s Ch$458,325 46.8%
ConSUMEF 108NS(L)....cvveeiiirierieieeie e 7,048 0.7
Foreign trade 10ans ... 61,705 6.3
Contingent 10aNS .......ccoiiiiiiieeee e 52,442 5.3
Mortgage 10anS .......cccooeeiiiiiiieee e 250,544 25.6
Leasing CONIACES .......cccveeerierierieiieie e 69,006 7.0
Other [0aNS........ccveiieiiiee et 81,199 _ 83
TOAL . Ch$980,269 100.0%

(1)  Certain commercial loans to individuals are classified as consumer loans.
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International Banking

As of December 31, 2001 Banco de Chile had approximately Ch$377,125 million in foreign
trade loans (including foreign trade loans made to the International Banking Division for Ch$275,828
million) and Ch$45,438 million of letter of credit and other contingent obligation relative to foreign trade
operations, representing 9.8% and 1.2% of its loan portfolio, respectively. Other contingent operations
include related to loans the International related in foreign trade loans. Approximately 10.4% of
consolidated net income before tax for the year ended December 31, 2001 was accounted for by the
International Banking Division.

Banco de Chile offers all of its customers a wide range of international banking facilities,
including those related to import and export financing, issuing letters of credit, guarantees and other
forms of credit support, as well as currency swaps, banking and treasury services for corporate
customers, both in Chile and abroad. The International Banking Division (DNI) has two main lines of
business. The first is related to all banking products that involve foreign currency, including those
related to foreign trade. The second main line of business is that of managing the Banco de Chile
international network. This network is made up of two branches, one in New York and the second in
Miami, U.S.A; three representative offices, located in Mexico City, Sao Paulo and Buenos Aires; 942
correspondent banks, of which 90 have established a credit relationship with Banco de Chile and 42 of
which have established account relationships with the bank.

The following table sets forth the composition of Banco de Chile’s portfolio of loans originated
through its New York branch and Miami agency, as of December 31, 2001:

At December 31, 2001
New York Branch Miami Agency
(in millions of constant Ch$)

Commercial [0aNS...........cocvvveieeeeeeeee e Ch$82,679 Ch$32,789
Foreign trade [0anS...........coco o 64,055 21,877
Interbank 10ans.........cccccovveiiiiicccc e 4,010 7,374
Contingent 10aNS.........coveiriiieie e 14,031 11,506
Other [0ANS ......ccveeiieiiiee et 583 498
TOMA oot Ch$165,358 Ch$74,044

Retail Banking

At December 31, 2001, loans made by the Retail Banking Division represented 24.8% of the total
loan portfolio of Banco de Chile. Approximately 21.1% of consolidated net income before tax for the
year ended December 31, 2001 was generated by the Retail Banking Division.
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The following table sets forth information on the composition of the portfolio of loans of the
Retail Banking Division for the year ended December 31, 2001:

At December 31, 2001
(in millions of constant Ch$, except percentages)

Commercial 10ans ...........ccovvveveriiienieine, Ch$44,718 4.7%
CONSUMET 108NS......cvirieiieiieieeie e 200,404 20.9
Foreign trade 10ans...........ccoovoeieiciiiciennns 86 0.0
Contingent 10ans ........cccoeverenenieiere e 938 0.1
Mortgage 10ans .........ccoceeiiieienieiciinee e 498,312 52.0
Leasing CONtracts .........cocevereeeeneeneniesienne 2,262 0.2
Other 10anS........ccoereeieiee e 212,047 22.1
TOAl .o Ch$958,767 100.0%

High- and Middle-Income Individuals. High and middle-income individuals are offered a broad
range of retail banking products, including residential mortgage loans, lines of credit and other consumer
loans, credit cards, checking accounts, savings accounts and time deposits. Mutual funds and brokerage
services are provided to individuals through subsidiaries. At December 31, 2001, Banco de Chile had
outstanding extensions of credit to approximately 162,716 high- and middle-income individuals,
including approximately 21,820 residential loans, 139,710 lines of credit, 56,790 other consumer loans
and 155,760 credit card accounts. At the same date, 192,829 checking accounts, 28,964 savings accounts
and 16,667 time deposits corresponded to this segment (the bank defines high- and middle-income
individuals as those with annual income in excess of Ch$5.2 million (approximately US$8,000,
compared to per capita annual income in Chile of approximately US$4,287 in the year 2001).

Residential Mortgage Loans. Outstanding residential mortgage loans were Ch$493,621 million
as of December 31, 2001, which represented 51.5% of the high- and middle-income individuals
division’s total loans to individuals and 12.8% of total loans.

Residential mortgage loans generally have maturities between five and 30 years and are
denominated in UF. To reduce exposure to interest rate fluctuations and inflation with respect to the
residential loan portfolio, a majority of the residential loans are currently funded through the issuance of
mortgage finance bonds, which are recourse obligations with payment terms that are matched to the
residential loans and which bear a real market interest rate plus a fixed spread over the rate of change in
the UF.

At December 31, 2001, Banco de Chile was Chile’s second largest private sector bank in terms
of residential mortgage loans and, based on information prepared by the Chilean Superintendency of
Banks, accounted for approximately 13.3% of the residential mortgage loans in the Chilean banking
system and approximately 17.1% of such loans made by Chilean private-sector banks.

Credit Cards. The product portfolio includes both personal and corporate cards. As of
December 31, 2001, Banco de Chile had 198,779 valid usable accounts, with 305,587 cards. Total
charges on credit cards during 2001 amounted to Ch$204,405 million, with Ch$163,017 million
corresponding to purchases and service payments in Chile and abroad and Ch$28,199 million
corresponding to cash advances (both domestic and international). As of December 31, 2001, the Bank’s
credit card loans amounted to Ch$35,724 million and represented 16.6% of the Bank’s consumer loans.

The acquirer role processing service is provided by Transbank and the issuer role by Nexus S.A.,
both of which support the banking line of business, in accordance with current Chilean regulations. As
of December 31, 2001, Transbank had 20 shareholders and Nexus had 8 shareholders. Banco de Chile’s
equity ownership in Transbank and Nexus was 8.72% and 12.9%, respectively.
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Debit Card. Banco de Chile has different types of cards with debit options. According to the
relative category, these can be used on the automated teller machines that operate on the local network
(Redbanc S.A.), on the Visa International PLUS network, on the local network of merchants participating
in the local Redcompra debit program and/or on international merchants associated with Electron.

Installment Loans. Consumer installment loans to individuals are generally incurred, up to a
customer’s approved credit limit, to finance the cost of goods or services, such as cars, travel and
household furnishings. Consumer loans are denominated in both pesos and UF, bear interest at fixed or
variable rates of interest and generally are repayable in installments of up to 36 months.

At December 31, 2001, outstanding installment loans were Ch$119,480 million, accounting for
59.6% of the division’s consumer loans. A majority of the installment loans are denominated in pesos
and are payable monthly.

Lines of Credit. As of December 31, 2001, the bank had 142,682 approved lines of credit to
customers and outstanding advances to 112,233 individuals under lines of credit. Individual lines of
credit are generally available on a revolving basis, up to an approved credit limit, and may be used for
any purpose. Advances under lines of credit are denominated in pesos and bear interest at a rate that is
set monthly. At the customer’s option, such loan may be renewed and re-priced for successive monthly
periods, in each case subject to minimum monthly payments.

Deposit Products. The bank offers a broad range of checking accounts, time deposits and
savings accounts to retail customers. Checking accounts are peso-denominated and non-interest bearing.
Savings accounts are denominated in UF and bear interest at a fixed rate of interest. Time deposits are
denominated in pesos, UF and U.S. dollars and most bear interest at a fixed rate with a term of 30 to 360
days. At December 31, 2001, 184,822 checking accounts for approximately 191,356 customers with an
aggregate balance of Ch$158,446 million were maintained with the bank. At such date, checking account
balances totaled approximately Ch$655,791 million and represented 11.5% of the bank’s total liabilities.

Consumer Banking — Credichile. Products and services to the lower-middle to middle income
segments of the Chilean population are offered through Consumer Banking which has a network of 29
Credichile branches and 13 other credit centers. Lower-middle income individuals are defined as persons
with annual income between Ch$1.2 million (US$2,000) and Ch$5.2 million (US$8,000). Credichile
offers its customers a range of products, including consumer loans, credit cards, auto loans and
residential mortgage loans and a special demand deposit account targeted at low-income customers. At
December 31, 2001, Credichile had 98,074 customers and total loans outstanding of Ch$52,227 million.
Credichile provides short to medium-term consumer loans and credit lines. Credichile had approximately
63,812 short to medium-term loans that totaled Ch$42,429 million at December 31, 2001.

The Chilean Superintendency of Banks requires a greater level of reserves for loans with lower
credit classifications, such as those of Credichile. Credichile has rigorous procedures for collection of
past due loans. Collection services are provided by Procobro, an independent collection agency.

Bancuenta. The Bancuenta account is a non-interest bearing demand deposit account without
checking privileges targeted at customers who want a secure and comfortable means of managing and
accessing their money. The customer may use the ATM card linked to the Bancuenta account (which
may include a revolving line of credit) to make deposits or automatic payments to other Credichile
accounts through a network of ATMs available through the Redbanc system.

At December 31, 2001, Credichile had 448,416 Bancuenta accounts, each of which pays an
annual fee, a fee each time the customer draws on the Bancuenta line of credit and interest on any
outstanding balance under the line of credit. All fees and interest due on a Bancuenta account are

26



withdrawn automatically on a monthly basis from funds available in the account. Bancuenta also offers
large corporate customers the ability to pay their employees by direct deposit of funds into the individual
employee’s account at Credichile.

Treasury and Money Market Operations. The Bank offers currency intermediation, instruments
derived for currency and interest rate risk hedging, transactions under repurchase agreements and
investment products based on bonds, mortgage notes and deposits. Also available through the bank’s
delivery channels are investments in mutual funds and stock brokerage. Other services are oriented
towards managing currency, interest rate and maturity gaps and the intermediation of fixed-income
instruments, currencies and derivatives.

Banco de Chile’s portfolio as of December 31, 2001 amounted to Ch$1,649,714 million, of
which 63.3% corresponded to instruments issued by the Chilean Central Bank, approximately 22.4% to
securities from international issues, and 8.4% to mortgage notes issued by the bank.

Distribution Channels and Electronic Banking. The bank’s distribution network includes
branches, ATMs, Call Centers and Internet banking. As of December 31, 2001, the bank’s branch
network consisted of 171 branches and it owned and operated 392 ATMs connected to Redbanc, the
National Automated Teller Machine Network, covering more than 2,645 ATMs. A wide array of
services are also provided by Banco de Chile’s Internet-based service network. As of December 31,
2001, approximately 60,056 individual customers and 10,420 corporate customers performed close to
1.8 million transactions on a monthly basis. Together with other Chilean banks, Banco de Chile is a
shareholder of the Sociedad Interbancaria de Transferencias Electrénicas S.A., a corporation that
executes electronic transfer services and provides support to the operations performed by banks through
the installation, operation, maintenance and development of the systems and equipment involved in
automated electronic fund transfers.

Operations Through Subsidiaries. These products and services, which may not be offered
directly by banks under Chilean Law, include financial advisory services, mutual funds, securities
brokerage services, factoring and insurance brokerage services. Consolidated net income from securities
brokerage services was Ch$4,443 million, which represented 5.1% of the bank’s consolidated net income
in 2001 and net income from mutual funds services was Ch$3,075 million, which represented 3.5% of
consolidated net income for the same period.

Competition. The Chilean market for banking and other financial services is highly competitive,
and the bank faces significant competition in each of its principal areas of operation. The Chilean
financial services market consists of a number of distinct sectors. The most important sector, commercial
banking, includes 25 privately owned banks and one public-sector bank, Banco del Estado. The privately
owned banks have traditionally been divided between those that are principally Chilean-owned, of which
there are nine, and those that are principally foreign-owned, of which there are 16. At December 31,
2001, three private-sector banks, Banco Santiago (16.1%), Banco Santander-Chile (11.7%) and Banco de
Chile (12.1%) and the public-sector bank, Banco del Estado de Chile (11.9%), together accounted for
51.8% of all outstanding loans by Chilean financial institutions. All of the Chilean private owned banks
together accounted for 54.4% of total loans outstanding while foreign-owned banks accounted for 45.0%
of total loans outstanding. A single finance company accounted for 0.6% of total loans outstanding.

The bank considers other private sector banks to be its primary competitors, however it also faces
competition to a lesser extent from Banco del Estado, which has a larger distribution network and larger
customer base than Banco de Chile.

As a commercial bank offering a range of services to all types of businesses and individual
customers, Banco de Chile faces a variety of competitors, ranging from other large, privately-owned
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commercial banks to more specialized entities like finance companies and “niche” banks. The principal
commercial banks in Chile include Banco Santiago, Banco Santander, Banco de Crédito e Inversiones,
BBVA Banco Bhif, Corpbanca and Citibank.

In the large corporations and middle market sectors, the bank considers its strongest competitors
to be Banco Santiago, Banco Santander and Banco de Crédito e Inversiones.

In the retail banking business, Banco de Chile competes with other private sector Chilean banks,
Banco del Estado and finance companies. Among private Chilean banks, they consider their strongest
competitors in the consumer retail market sector to be Banco Santiago, Banco Santander and Banco de
Crédito e Inversiones. In the individual banking sector, particularly with respect to high income
individuals, it competes with both private Chilean and foreign-owned banks and considers its strongest
competitors in this market to be Banco Santiago and Citibank.

Commercial banks in Chile face growing competition from several sources; consolidation,
economic conditions in Latin America, finance companies and department stores. The Chilean banking
industry has experienced increased levels of competition in recent years, including from foreign banks,
which has led to, among other things, greater consolidation in the industry. Banking industry strategies
have, on an overall basis, been aimed at reducing costs and achieving internationally satisfactory
efficiency standards. Banco de Chile believes that in the near future, small and medium-sized companies
will see the benefits from the recent capital market reform, which created new financing alternatives for
emerging companies. As a result of this competitive environment, Banco de Chile’s income may
decrease as a result of the extent and intensity of competition.

Banco de Chile expects the trend of increased competition and consolidation to continue,
particularly in connection with the formation of new large financial groups. In this regard, Banco
Santiago and Banco Santander-Chile, which are now the second and third largest banks in Chile
following Banco Edwards’ merger with Banco de Chile in January 2002, have announced their intention
to merge. The merger would create Chile’s largest bank. Authorization for this merger was granted in
May 2002 by the Chilean Superintendency of Banks. Although Banco de Chile believes it is large
enough to compete effectively in its target market segments, any further consolidation of participants in
the Chilean financial system may adversely affect its competitive position in the industry.

Traditionally, commercial banks in Chile have competed in the retail market against each other,
with finance companies and with department stores, the two latter mainly having traditionally been
focused on consumer loans to middle- and low-income segments. However, finance companies have
gradually disappeared as they have been purchased by the largest banks. At December 31, 2001, there
was only one finance company in the market with a market share of 7.6% of total consumer loans.
Non-bank competition from large department stores has become increasingly significant, with estimates
indicating that it represents around 35% of the banking system’s consumer loans.

The Chilean banking industry has experienced increased levels of competition in recent years
which has led to, among other things, consolidation in the industry. We expect the trend of increased
competition and consolidation to continue, particularly in connection with the formation of new large
financial groups.

Loans

The following table sets forth Banco de Chile’s market share in terms of loans (excluding
interbank loans), and that of its principal private-sector competitors in the Chilean financial system, in
each case at December 31 in each of the last five years, according to information published by the
Chilean Superintendency of Banks:
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Loans(1) Ranking

At December 31, At December 31,

1997 1998 1999 2000 2001 2001
Banco Santiago ........cccccevvereineniece. 17.2% 17.3% 16.1% 15.8% 16.1% 1
Banco de Chile........ccccoovvvveinerieinnnn 12.0 11.7 12.4 12.7 12.1 2
Banco Santander...........cccccveveiveniecinnnnn 12.3 11.7 12.3 115 11.7 3
Banco de Crédito e Inversiones............ 7.9 7.8 8.1 7.9 9.0 4
Banco Edwards (1)........cccceeeevenene 7.5 7.9 7.7 8.3 7.4 5
BBVA Banco Bhif............ccccoeevivenane. 5.0 4.8 5.3 5.8 6.0 6
Total for six private banks............. 61.9% 61.2% 61.9% 62.0% 62.3%

(1) Banco Edwards merged with Banco de Chile on January 1, 2002.

Risk Index. At October 31, 2001, Banco de Chile’s unconsolidated risk index was 2.03%,
compared to the financial system’s risk index of 1.90%.

Credit Quality. At December 31, 2001, Banco de Chile had a ratio of past due loans of 1.29%,
the lowest among the six largest private-sector banks in Chile.

Deposits. Banco de Chile had deposits of Ch$3,306,373 million at December 31, 2001, with a
12.4% market share in unconsolidated terms, according to the Chilean Superintendency of Banks.

Shareholders’ Equity. Banco de Chile’s return on average shareholders’ equity (not including
net income for the year) for the year ended December 31, 2001 was 23.7%, ranking it second among the
six largest private-sector banks in Chile.

Efficiency. For the year ended December 31, 2001, the bank’s efficiency ratio was 56.3%,
ranking it fourth of the six largest private-sector banks.

On January 1, 2002 Banco Edwards merged into Banco de Chile, with Banco de Chile continuing
as the surviving entity. Quifienco expects that with this merger, the newly-merged bank will strengthen
its ability to participate in an increasingly competitive financial services market. Banco de Chile plans to
maintain and improve the bank’s existing infrastructure of branch offices, incorporate a common
technology platform for the commercial and operation areas, and make any required capital expenditures
related to the consolidation process.

Financial Services — Banco Edwards

In 1999, the Company acquired a 51.2% interest in Banco Edwards, a leading Chilean
commercial bank, which until its merger with Banco de Chile on January 1, 2002, offered a broad range of
financial services to corporate and individual customers on a nation-wide basis.

In 2001, Banco Edwards reported net income of Ch$10,103 million, of which Ch$5,170 million
corresponded to Quifienco’s interest. In 2000, Banco Edwards reported net income of Ch$3,276, of which
Ch$1,675 million corresponded to Quifienco’s interest. In 1999, Banco Edwards reported a net loss of
Ch$7,124 million, of which Ch$2,051 million corresponded to Quifienco’s interest.

Quifienco acquired its interest in Banco Edwards during the third quarter of 1999. On August 16,
1999, Quifienco announced that it had agreed to acquire 43.5% of Banco Edwards through an agreement
with Banco Edwards’ controlling shareholders. Through subsequent purchases on the open market and in a
private transaction, Quifienco acquired an additional 7.7%. In December 1999, Quifienco subscribed to a
capital increase equivalent to its 51.2% interest. As of December 31, 1999, Quifienco’s total investment in
Banco Edwards was Ch$202,542 million.
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Additionally, on October 26, 1999, Quifienco entered into an option agreement with Inversiones
Aspen S.A., Inversiones Ever S.A., and J. Ergas S.A. Asesorias (the “Ergas Group”), whereby the Ergas
Group agreed to sell and assign to Quifienco a portion of their preemptive rights with respect to a capital
increase approved by the shareholders of Banco Edwards in October 1999. With respect to the capital
increase, Quifienco in turn agreed, among other things, (i) to subscribe and pay for the amount of shares
corresponding to its equity percentage in Banco Edwards, plus the amount of shares corresponding to the
Ergas Group, (ii) upon any re-offer of preemptive rights by Banco Edwards, to subscribe and pay for at least
that number of shares which will enable Quifienco to sell to the Ergas Group shares representing 33.33% of
the total capital increase and (iii) to transfer to Mr. Jacob Ergas all of the shares corresponding to
Quifienco’s exercise of the preemptive rights assigned to it by the Ergas Group, plus those shares subscribed
for and paid by Quifienco pursuant to (ii) above. Mr. Jacob Ergas agreed to pay Quifienco by March 31,
2003 the same purchase price to be paid by Quifienco for the shares or tender the shares to Quifienco.
Interest on the purchase price accrues at an annual rate of 8.98%, beginning on March 31, 2000, and is paid
annually. To guarantee the payment of the purchase price, the Ergas Group pledged the shares and is
prohibited from encumbering or transferring them.

Effective January 1, 2002 and pursuant to an authorization from the Superintendency of Banks, a
favorable opinion of the Central Bank of Chile with respect to the subordinated debt obligations Banco de
Chile maintains with the Central Bank, and approval by a majority of the shareholders of Banco de Chile
and Banco Edwards, Banco Edwards merged with Banco de Chile. As a consequence of the merger, Banco
Edwards no longer exists. Banco de Chile continued as the surviving entity and legal successor for all
purposes.

Upon completion of the merger, holders of Banco Edwards common stock received 3.135826295
Banco de Chile F shares for each Banco Edwards common share and received 0.862352231125 Banco de
Chile F ADSs for each Banco Edwards ADS. Accordingly, an aggregate of 23,147,126,425 Banco de Chile
F shares were issued to shareholders of Banco Edwards, including 11,845,494,384 F shares issued to the
Company, representing its 51.2% interest, equivalent to 17.4% of Banco de Chile’s 68,079,783,605
common shares. The F shares had all the same rights as the Banco de Chile common stock except that they
only entitled holders to receive dividends in 2002 with respect to Banco Edwards’ 2001 net income. These
dividends were declared and paid on March 21, 2002, and the F shares were automatically converted on a
one-to-one basis into Banco de Chile common stock.

Banco Edwards traced its roots to the founding of the first Chilean private bank in 1866. It was
later nationalized and liquidated in 1972 under the government of President Allende. In 1980, the Edwards
family and certain other investors acquired an interest in the Banco de Constitucion, and changed the name
to Banco Edwards. As of December 31, 2001, Banco Edwards was the fifth largest private bank in Chile in
terms of total loans (excluding interbank loans) with a 7.4% market share according to the Superintendency
of Banks. In addition to traditional banking services such as lending and deposits, Banco Edwards offered a
wide array of credit and non-credit products including financial leasing, mutual funds, investment funds,
securities brokerage, insurance brokerage, corporate advisory services, factoring and securitization services.
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The following table shows selected financial information of Banco Edwards and its subsidiaries at
or for the years ended December 31, 1999, 2000 and 2001:

Banco Edwards and subsidiaries 1999 2000 2001
(in millions of constant Ch$, except percentages)

INEIESt FEVENUE .......vvvviecrrete et Ch$276,836 Ch$303,485 Ch$276,362
INtErest EXPENSE.....cc.cvreiieericerte s (166,894) (195471) (155,720)
Net iNterest reVENUE.........cceveveevevcverierereere e Ch$109,942 Ch$108,014 Ch$120,642
Net interest Margin..........coceeeeereeeennnieenernenes 4.9% 4.4% 4.6%
Provisions for [0an 10SSes..........cccocveevinncicnennne (68,962) (36,427) (44,661)
Other INCOME:......cccoiiiieiere e
Income from Services, Net..........cccoreienincncene 14,607 17,286 25,487
Other operating incCOMe, Net..........ccooevererceeens 6,762 9,215 4,839
Other income and eXPENSES .........ceeerererreererenenne 1,708 (1,146) 7,075
Total other iNCOME ......c.oeveviceiceeee s Ch$23,077 Ch$25,355 Ch$37,401
Operating eXPENSES ........coveveereruereererirereriereenens (70,984) (87,128) (97,402)
Loss from price-level restatement.............cccceeueee (2,526) (7,199) (4,173)
Minority interest in consolidated subsidiaries .... (534) (365) -
INCOME tAXES......civeeiecriecieee et 2,863 1,026 (1,704)
Net iNCOME (10SS) ...vvvrveeeereririeie e Ch$(7,124) Ch$3,276 Ch$10,103
TOtAl @SSELS ...t Ch$2,617,924 Ch$2,914,576 Ch$2,896,470
Total liabilities ......c.cooverrrricereecs s 2,390,265 2,683,629 2,657,099
Shareholders’ equUIty...........ccceereerirrcierreeens 227,659 230,947 239,371
Quifienco’s effective economic interest % (1).... 51.2% 51.2% 51.2%

(1) Quifienco’s interest was acquired during the third quarter of 1999. Its proportional share of the net loss under the
equity method corresponding to Banco Edwards was Ch$2,051 million in 1999.
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The following table provides information as to the composition of Banco Edwards’ loan portfolio
and contribution to consolidated operating income by segment for the year ended December 31, 2001:

At December 31, 2001

Percent of

Percent of consolidated
Consolidated consolidated operating
loans loans income(1)

(in millions of constant Ch$, except percentages)
Individual Banking

High-INCOME ........cocoiiiiiiii e Ch$535,224 24.1% 30.0%
Lower middle iNCOME .......cocvevviiiie e 124,677 5.6 11.1
SUBLOTAL .....ocviiiciiccc e 659,901 29.7 41.1
Corporate Banking

Middle-Market...........ccceveeiirieiicieee e Ch$1,121,789 50.6 30.1
Large COrporations ..........ccooeeverereneneneseeeeee e 420,269 19.0 4.4
SUBLOTAL ..o 1,542,058 69.6 34.5
SUDSIAIANIES. ...ccivvieiiecce e 11,500 0.5 8.0
THEASUNY ..ot 5,049 0.2 16.4
] - | ISR Ch$2,218,508 100.0% 100.0%

(1) Consolidated operating income consists of the sum of net interest revenue, income from services, net, and other
operating income, in each case prior to deduction for operating expenses.

At December 31, 2001, Banco Edwards had approximately 392,200 banking customers. Banco
Edwards used traditional and non-traditional marketing channels which included account executives, an
external sales force, Internet banking services, Bankdirect sites (24 hour service), Call Centers, Mobile Bank
and Mobile ATM services and internet access to reach its customers, which included individuals, large
corporations and small and medium-sized businesses.

Individual Banking

At December 31, 2001, Banco Edwards had approximately 373,500 banking customers. Loans to
individuals represented approximately 29.7% of total loans at December 31, 2001. Approximately 41.1% of
the consolidated operating income for the year ended December 31, 2001 was accounted for by the
individual banking sector. According to statistics maintained by the Chilean Superintendency of Banks,
Banco Edwards’ market share of financial system loans to individuals (excluding standby letters of credit,
mortgage loans, bank guarantees and past due loans) grew to 9.3% as of December 31, 2001 from 8.5% as
of December 31, 1996.
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The following table sets forth information as to the composition of Banco Edwards’ individual
banking loan portfolio for the year ended December 31, 2001:

At December 31, 2001
Percentage of
Consolidated consolidated
Loans loans
(in millions of constant Ch$, except percentages )

High income individuals

Residential 10anS ........coccviiiiiiiice s Ch$256,656 11.6%
Lines of credit and consumer 10ans ............cocevveerieesiesnscee s 136,245 6.1
Credit CArAS ....cvveveeeeeecece e 18,259 0.8
Other [0ANS .....c.oiviiiiececece s 124,064 56
{0 ] o] - | A 535,224 24.1
Lower and middle income individuals — Finandes Division
Residential 10ans .........cccooviiiiie i 58,859 2.7
Lines of credit and consumer 10ans .........c.ccceveveveveveseseseenns 60,637 2.7
CrEAIL CANAS ...t st 4,320 0.2
Other [0ANS ..o 861 0.0
SUDLOLAL ... s 124,677 56
I ] - I Ch$659,901 29.7%

High Income Individuals. Banco Edwards’ retail banking business was principally oriented
towards high income individuals in Chile (defined as annual income in excess of US$21,000, compared to
per capita annual income in Chile of approximately US$4,300). Banco Edwards had Ch$535,224 million of
outstanding loans to high income individuals at December 31, 2001, representing approximately 24.1% of
its total loans at that date. High income individuals accounted for approximately 30.0% of Banco Edwards’
consolidated operating income for the year ended December 31, 2001. Retail banking products to this
segment include residential mortgage loans, lines of credit and other consumer loans, credit cards, checking
accounts, saving accounts and time deposits. Through Banco Edwards’ subsidiaries, mutual funds,
brokerage services and insurance brokerage services were also offered. At December 31, 2001, Banco
Edwards had outstanding extensions of credit to approximately 96,400 high income individuals, including
approximately 8,800 residential loans, 83,900 lines of credit, 48,700 consumer loans and 94,700 credit card
accounts. At the same date, Banco Edwards maintained approximately 91,200 checking accounts, 92,500
savings accounts, 70,700 time deposits and 21,600 mutual fund accounts for high income individuals.

Residential Loans. Outstanding residential loans to high income individuals totaled Ch$256,656
million at December 31, 2001, which represented approximately 38.9% of total loans to individuals and
11.6% of the total loans of the Bank.

Residential loans generally have maturities between five and 20 years and are denominated in UF.
To reduce exposure to interest rate fluctuations and inflation with respect to its residential loan portfolio, a
majority of the residential loans are currently funded through Banco Edwards’ issuance of mortgage finance
bonds, which are recourse obligations with payment terms that are matched to the residential loans and
which bear a fixed interest rate over the rate of change in the UF inflation index. Chilean banking
regulations limit the amount of a residential mortgage loan that may be financed with mortgage finance
bonds to the lesser of 75% of (i) the purchase price of the property securing the loan and (ii) the appraised
value of such property. In addition, Banco Edwards generally required that the monthly payments on a
residential mortgage loan not exceed 25% of the borrower’s monthly household after-tax income.

Lines of Credit and Consumer Loans. Outstanding advances to high income individuals under lines

of credit and other consumer loans were Ch$136,245 million at December 31, 2001, which represented
approximately 20.6% of total loans to individuals and 6.1% of the Bank’s total loans.
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Credit Cards. The bank issued Visa and MasterCard credit cards pursuant to non-exclusive
agreements with Visa International Service Association (“Visa”) and MasterCard International Inc.
(“MasterCard”). At December 31, 2001, the Bank had approximately 94,700 credit card accounts
outstanding with high income individuals, which were estimated to represent approximately 4.9% of the
total credit card accounts outstanding in the Chilean banking system at that date. At December 31, 2001,
the total outstanding balance on Banco Edwards’ credit cards issued to high income individuals was
Ch$18,259 million, representing approximately 2.8% of its total loans to individuals.

Deposit Products. Banco Edwards offered a broad range of checking accounts, time deposits and
savings accounts to individual customers. Checking accounts were peso-denominated, non-interest bearing
accounts. Savings accounts were denominated in UF and bore interest at a fixed rate of interest. Time
deposits were denominated in pesos, UF and U.S. dollars and most bore interest at a fixed rate with a term
of 30 to 360 days. At December 31, 2001, the Bank’s checking account, time deposit and savings account
balances with high income individuals totaled approximately Ch$814,085 million and represented
approximately 30.6% of the Bank’s total liabilities at that date.

Lower Middle-Income Individuals — Finandes Division. Improved economic conditions in Chile
in the last decade and the growth of the Chilean middle class have led to increased demand for consumer
credit by lower middle-income individuals. In order to respond to the consumer credit needs of lower
middle-income customers (defined as individuals with annual income between US$2,500 and US$12,000),
the Bank established the Finandes consumer credit division in 1992. The Finandes division operated under
its own trade name through a network of 17 branches and 11 other points of sale and offers a variety of
consumer credit products, including residential mortgage loans, consumer loans and credit cards. The
Finandes division employed its own credit scoring system and other criteria to evaluate and monitor credit
risk.

At December 31, 2001, the Finandes division had outstanding extensions of credit to approximately
106,000 customers, including approximately 91,200 consumer credit loans (generally denominated in pesos,
with fixed interest rates and having maturities between 12 and 36 months) and outstanding balances on
approximately 17,800 MasterCard credit card accounts. At the same date, Banco Edwards’ outstanding
loans to lower middle-income individuals totaled Ch$124,677 million, representing approximately 5.6% of
Banco Edwards’ total loans at that date. At December 31, 2001, lower middle-income individuals
accounted for approximately 11.1% of Banco Edwards’ consolidated operating income.

Corporate Banking

The Bank’s corporate banking business offered a broad range of products and services. Interest
revenue was earned on extensions of credit to corporate customers, as well as fee income from payment
services, corporate financial advisory services and the sale and purchase of currency forward products.
Normally, corporate customers were engaged in a broad range of commercial activities including
construction, trade, manufacturing and financial services. At December 31, 2001, the Bank had
approximately 18,700 corporate banking customers with approximately 18,300 corporate banking checking
accounts and 8,900 time deposit accounts, and loans outstanding to approximately 9,100 corporate
borrowers. Loans to corporate borrowers represented 69.6% of the total loan portfolio. Approximately
34.5% of consolidated operating income for the year ended December 31, 2001 was accounted for by the
corporate banking sector. According to statistics published by the Superintendency of Banks, Banco
Edwards’ market share of loans to private corporate borrowers (excluding standby letters of credit,
mortgage loans, bank guarantees and past due loans) decreased to 7.5% as of December 31, 2001 from 8.6%
as of December 31, 1995.

The following table sets forth information as to the composition of Banco Edward’s corporate
banking loan portfolio as of December 31, 2001:
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At December 31, 2001
Percentage of
Consolidated consolidated
Loans loans

(in millions of constant Ch$, except percentages)

Middle — market companies

Working capital 10ans............ccocovvivrrnsnissssssinens Ch$521,012 23.5%
Construction 10aNS ..........ccoeeierrceneneneene e 159,729 7.2
Foreign trade 10ans............cccooreeniinccnc e 83,674 3.8
Other [0aNS........ccoveveieeeeceece e 357,374 16.1
SUBLOLAL ... s 1,121,789 50.6
Large corporations
Working capital 10ans............coccoevriiiiincieinneces 308,333 13.9
Construction 10anS ..........cooueeierneeenenneene e 10,594 0.5
Foreign trade 10ans............cccooreeiiiniin e 55,627 25
Other [0aNS.......cc.ooveieieececececece e 45,715 2.1
SUBLOLAL ...t 420,269 19.0
TOtAl o Ch$1,542,058 69.6%

Middle — Market Companies. Corporate banking products and services were primarily oriented
towards the needs of middle-market companies in Chile (defined as those with annual sales of less than
US$40 million). The Bank had Ch$1,121,789 million of outstanding loans to middle-market companies at
December 31, 2001, representing approximately 50.6% of its total loan portfolio at that date.
Middle-market corporate customers accounted for approximately 30.1% of the Bank’s consolidated
operating income for the year ended December 31, 2001.

Middle-market corporate customers were offered a broad range of banking products and services
including working capital financing, lines of credit, corporate financial advisory services, foreign trade
financing, letters of credit in domestic and foreign currencies, commercial mortgage loans, payment and
asset management services, checking accounts and time deposits, leasing, brokerage, mutual fund and
investment funds management services. At December 31, 2001, extensions of credit were outstanding to
approximately 9,600 middle market companies, and the Bank maintained approximately 18,000 checking
accounts and 8,100 time deposits for such customers.

Working Capital Loans. Working capital loans were denominated in pesos or UFs, may have fixed
or variable rates of interest, and generally have maturities between one and 36 months. At December 31,
2001, outstanding working capital loans were Ch$521,012 million to middle-market companies,
representing approximately 23.5% of total loans at that date.

Construction Loans. Construction loans were denominated both in pesos and UFs and generally
had maturities between nine and 24 months. These loans typically were secured by the real property of the
relevant project and were limited in amount to 80% of the anticipated construction cost of the project. At
December 31, 2001, construction loans to middle-market companies totaled Ch$159,729 million,
representing approximately 7.2% of total loans at that date.

Foreign Trade and International Services. The bank had a network of more than 100
correspondent banks worldwide and offered various foreign trade and international services, including
letters of credit from foreign banks, fund transfers and foreign exchange transactions. At December 31,
2001, outstanding foreign trade loans to middle-market companies were Ch$83,674 million, representing
approximately 3.8% of total loans.
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Large Corporations. Large corporations (defined as those companies with annual sales in excess
of US$40 million) included domestic companies, multinational corporations, financial institutions and
governmental entities. Large corporate customers were offered a broad range of products and services
including deposit-taking and a broad range of banking products and services including working capital
financing, lines of credit, corporate financial services, foreign trade financing, letters of credit and
commercial mortgage loans. At December 31, 2001, outstanding loans to large corporations totaled
approximately Ch$420,269 million, representing approximately 19.0% of the bank’s total loans. For the
year ended December 31, 2001, large corporations accounted for approximately 4.4% of the bank’s
consolidated operating income.

Financial Services Subsidiaries. Prior to its amendment by Law No. 19,528, the Chilean General
Banking Law restricted the ability of Chilean banks to provide non-banking financial services. In 1986,
banks were permitted to offer, through subsidiaries, services deemed to be complementary to commercial
banking activities. In accordance with the bank’s strategy of providing financial services on a selective
basis to certain market segments, it established seven subsidiaries that provided the full range of financial
products and services that could indirectly be offered by Chilean banks under Chilean law. These products
and services included stock brokerage services, financial advisory services, mutual funds services,
investment funds services, insurance brokerage services, factoring services and securitization services. The
net income related to financial services subsidiaries was Ch$3,959 million in 2001.

Treasury and Money Market Operations. The treasury area bought and sold fixed-income
instruments and related repurchase agreements, foreign currencies (in the spot and forward markets),
negotiable mortgage instruments and other securities traded in the secondary markets. During 2001, an
aggregate of US$930 million was traded in money market securities and approximately US$30,300
million of foreign currencies was purchased and sold. Treasury and money market operations accounted
for approximately 16.4% of consolidated operating income for the year ended December 31, 2001.

Distribution Channels. Banco Edwards’ distribution network included 86 branches, 290 ATMs
and 142 own self-service terminals throughout the Santiago metropolitan area and Chile’s other principal
business centers. Included among the non-traditional channels were the Internet website, Bankdirect
sites, Call Center, Edwards Mobile and Telephone banking.

Competition. The Chilean financial services market consisted of a number of distinct sectors.
The most important sector, commercial banking, includes 25 privately owned banks and one public-
sector bank, Banco del Estado. The privately owned banks have traditionally been divided between those
that are principally Chilean-owned, of which there are nine, and those that are principally foreign-owned,
of which there are 16.

At December 31, 2001, three private-sector banks, Banco Santiago (16.1%), Banco Santander-
Chile (11.7%) and Banco de Chile (12.1%) and the public-sector bank, Banco del Estado de Chile
(11.9%), together accounted for 51.8% of all outstanding loans by Chilean financial institutions. All of
the Chilean privately owned banks, together, accounted for 54.4% of total loans outstanding while
foreign-owned banks accounted for 45.0% of total loans outstanding. A single finance company
accounted for 0.6% of total loans outstanding.

In the middle-market corporate business, the Bank’s strongest competitors include Banco de
Chile, Banco de Crédito e Inversiones, Banco Santiago and Banco Santander de Chile. In the individual
banking sector, particularly with respect to high income individuals, the Bank competed with both private
Chilean and foreign-owned banks, including Banco de Chile, Banco de Crédito e Inversiones and Banco
Santiago.
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At December 2001, commercial banks in Chile competed in the retail market with each other and
with one finance company, which focused primarily on offering consumer loans to lower and middle
income individuals. Chilean finance companies may engage in certain banking activities and are
supervised by the same regulatory authorities as commercial banks, but are prohibited from engaging in
foreign trade finance, offering checking accounts and engaging in foreign currency operations.
Nevertheless, banks have begun to extend their credit services to these markets, as Banco Edwards has
done through its subsidiary, Finandes.

The increase in competition within the Chilean banking industry in recent years has led to,
among other things, consolidation in the industry. For example, in April 2002, Banco Santiago and
Banco Santander-Chile, the second and third largest banks in Chile, respectively, announced their
intention to merge. The merger would create Chile’s largest bank. Authorization for this merger was
granted in May 2002 by the Chilean Superintendency of Banks. It is expected that the current
consolidation trend may continue, which could result in the creation of larger and stronger financial
groups.

Loans
The following table sets forth Banco Edwards’ market share in terms of loans (excluding

interbank loans), and that of its principal private-sector competitors in the Chilean financial system for
the last five years, according to information published by the Chilean Superintendency of Banks:

Loans(1) Ranking

At December 31, At December 31,
1997 1998 1999 2000 2001 2001
Banco Santiago .........ccccevvereinicnieene. 17.2% 17.3% 16.1% 15.8% 16.1% 1
Banco de Chile (1) ...cocevvvvvireiieiene. 12.0 11.7 12.4 12.7 12.1 2
Banco Santander...........cccccovveieniecinnnnn 12.3 11.7 12.3 115 11.7 3
Banco de Crédito e Inversiones............ 7.9 7.8 8.1 7.9 9.0 4
Banco Edwards (1)........ccccceeenee 7.5 7.9 7.7 8.3 7.4 5
BBVA Banco Bhif............ccccoeevivenane. 5.0 4.8 5.3 5.8 6.0 6
Total for six private banks............. 61.9% 61.2% 61.9% 62.0% 62.3%

(1) Banco Edwards merged with Banco de Chile on January 1, 2002.

Loan Portfolio. At December 31, 2001, Banco Edwards’ unconsolidated loan portfolio (excluding
interbank loans) was Ch$2,205,170 million, ranking it fifth among Chilean private-sector banks. Between
December 31, 1996 and December 31, 2001, the Bank’s volume of outstanding loans (on an unconsolidated
basis) grew at an average annual rate of 7.2%, compared to 6.2% for the Chilean financial system as a whole
during the same period.

Risk Index. At October 31, 2001, Banco Edwards’ unconsolidated risk index was 3.23%,
compared to the financial system’s risk index of 1.90%.

Credit Quality. At December 31, 2001, Banco Edwards had a ratio of past due loans of 3.30%.

Efficiency. For the year ended December 31, 2001, Banco Edwards’ efficiency ratio was 65.3%,
compared to the financial system’s 57.7% efficiency ratio.

Return on Average Shareholders’ Equity. Banco Edwards’ return on average shareholders’

equity (net income or loss divided by average shareholders’ equity) for the year ended December 31,
2001 was 4.3%.
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Regulation and Supervision. In Chile, only banks may maintain checking accounts for their
customers, conduct foreign trade operations, and together with financial companies, accept time deposits.
The principal authorities that regulate financial institutions in Chile are the Superintendency of Banks
and the Central Bank. Chilean banks are primarily subject to the General Banking Law and, to the extent
not inconsistent therewith, the Ley Sobre Sociedades Andnimas No. 18,046 and the Reglamento de
Sociedades Anonimas (collectively, the “Chilean Corporations Law”).

Chilean banks can only conduct activities allowed by the General Banking Law: making loans,
accepting deposits and, subject to limitations, making investments and performing financial services.
Investments are restricted to real estate for the bank’s own use, gold, foreign exchange and debt
securities. Through subsidiaries, they may also engage in certain other specific financial service
activities, such as securities brokerage services, mutual fund management, investment fund management,
financial advisory and leasing activities. Since November 4, 1997, pursuant to Law No. 19,528, Chilean
banks have been allowed to extend the scope of permissible activities to include factoring, securitization
and insurance brokerage. Subject to certain limitations, Chilean banks may own majority or minority
interests in foreign banks.

On January 1, 2002 Banco Edwards merged into Banco de Chile, with Banco de Chile continuing
as the surviving entity. Quifienco expects that with this merger the newly-merged bank will strengthen
its ability to participate in an increasingly competitive financial services market. Banco de Chile plans to
maintain and improve the bank’s existing infrastructure of branch offices, incorporate a common
technology platform for the commercial and operation areas, and make any required capital expenditures
related to the consolidation process.

Financial Services — OHCH

Until its divestiture in May 1999, the Company owned significant equity interests in banks in
Chile, Argentina, Peru and Paraguay that constituted one of the largest private sector financial services
groups in South America. Quifienco’s interests in these banks were held through OHCH, a holding
company in which Quifienco and Banco Central Hispano (“BCH”) each owned a 50.0% interest.
Through OHCH, the Company beneficially owned approximately 21.7% of the outstanding shares of
common stock of Banco Santiago, which as of December 31, 1998 was the largest bank in Chile in terms
of assets, loans and shareholders’ equity. The Company accounted for OHCH’s results under the equity
method; OHCH?’s results were therefore not consolidated into the Company’s financial statements.

Food and Beverage — CCU

The Company does not consolidate CCU’s results, which are accounted for on an equity-method
investment basis. In 2001, CCU’s net income was Ch$38,377 million, of which 30.8% corresponded to
Quifienco’s proportionate share, included in other non-operating income in its consolidated income
statement. Quifienco’s economic interest in CCU at December 31, 2000 and 1999 was 30.8%. The
Company’s interest in CCU is held through a holding company, Inversiones y Rentas S.A. (“IRSA”), in
which the Company and Paulaner-Salvator Beteiligungs A.G., each hold 50% interests. See “Item 8A.
Financial Information—Legal Proceedings” for a description of the pending arbitration requested by the
Company in connection with its interest in IRSA.

CCU, a diversified beverage company, was founded in 1902 and is now the largest Chilean
brewer, the third largest brewer in Argentina, the second largest Chilean soft drink producer, the largest
Chilean mineral water producer and the third largest Chilean wine producer. CCU had a domestic beer
market share of approximately 88% in 2001, 89% in 2000 and 90% in 1999 and a market share in
Argentina of approximately 12% in 2001, 13% in 2000 and 12% in 1999. In Chile, CCU produces,
markets, sells and distributes proprietary brands, including Cristal, the country’s best-selling beer in 2001
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which accounted for 58% of all beer sales by volume, as well as brands under license and distribution
agreements, such as Budweiser, Paulaner and Guinness. CCU produces, markets, sells and distributes
Budweiser brand beer as well as proprietary brands in Argentina. Through its subsidiary
Embotelladoras Chilenas Unidas S.A. (“ECUSA”), CCU produces, markets, sells and distributes
proprietary brands and PepsiCo, Schweppes Holdings Ltd. brand soft drinks and Watt’s nectars. In
addition, CCU has proprietary brands of mineral water which it bottles and distributes in Chile. CCU
also owns a majority interest in Vifia San Pedro, Chile’s second-largest wine exporter and third-largest
winery in the domestic market. CCU also produces plastic bottles and crates for use in its businesses.

Purchase of Kunstmann Microbrewery. On May 10, 2002, CCU announced that it had acquired a
50% interest in Kunstmann Brewery, a small premium brand producer in the south of Chile.

Effect of Argentine crisis on CCU Argentina and other investments in Argentina. In its 2001
financial statements, CCU reported losses in connection with its Argentine operations of Ch$1,806
million, mainly incurred as a result of the currency devaluation. CCU’s subsidiary, Finca La Celia, a
wine producer in Argentina currently in the start-up phase, also experienced a loss associated with the
crisis of Ch$639 million in 2001. CCU’s investment in CCU Argentina represented approximately 18.5%
of CCU’s consolidated assets of Ch$629,403 million as of December 31, 2001. Sales in Argentina
amounted to Ch$51,285 million representing 14.9% of CCU’s total consolidated sales in the same period.
In 2002, the crisis has resulted in a dramatic reduction in the demand for goods and services in Argentina.
CCU Argentina’s sales volume fell by 16.5% and its revenues by 54.7% in the first quarter of 2002,
compared to the first quarter of 2001. CCU’s investment and presence in Argentina is consistent with its
long-term strategy to further develop markets for its products. However, there can be no assurance that
the Argentine economy will experience the growth levels achieved prior to the current crisis, or that it
will recover at all in the near to medium term, which will continue to affect the results of CCU’s
operations in Argentina.

Sale of 6.7% interest in Backus y Johnston. On March 20, 2001, CCU announced that it had sold
a6.7% interest it held in Union de Cervecerias Peruanas Backus y Johnston S.A.A., the leading beer
producer in Peru. The pre-tax gain on the sale associated with the disposal of shares was Ch$16,698
million.

Acquisition of Cervecerias Austral. On November 2, 2000, CCU announced that it had acquired
45,000 shares of Cerveceria Austral S.A. (“Austral”). On the same date, Austral carried out a capital
increase of 1,000,000 shares, of which CCU purchased 878,916 shares. Following the acquisition and
the capital increase, CCU had a 50% interest in Austral, acquired for Ch$4,550 million. The purchase
was financed by CCU’s internally generated resources.

Land purchase in Argentina for Wine Production. In January 2000, CCU’s 60.3%-owned
subsidiary, Vifia San Pedro S.A., acquired 200 hectares of land, near Mendoza, Argentina. In August
2000, it acquired an additional 411 hectares of adjoining land. CCU plans to produce high quality wines
for the international export market.

Strategy. In 2001, CCU modified its strategic plan for 2002-2004, which is built on three
fundamental pillars: (i) Profitability, through the optimization of expenses, margins and capital
employed; (i) Growth in the company’s current businesses and expansion into new businesses and
product categories and; (iii) Sustainability, both internal, in the management of the company’s current
brands, human resources and corporate image, and external, in relationships with the company’s
customers, consumers, suppliers and society as a whole. From these pillars, the company focuses on six
strategic objectives: (1) to make current businesses more profitable; (2) to grow and innovate in current
businesses; (3) to achieve operational excellence in the sales and distribution processes; (4) to increase
knowledge of general consumer habits and trends, along with those of the specific consumers in each of
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the company’s brands; (5) to implement strategic human resources management; and (6) to expand into
new categories by incorporating new beverages or food products.

The following table shows selected financial information of CCU and its subsidiaries at or for
the years ended December 31, 1999, 2000 and 2001:

CCU and subsidiaries

1999 2000 2001
(in millions of constant Ch$, except percentages)
Net Sales:
Beer (1)
Chile ..o Ch$123,051 Ch$123,502 Ch$123,614
ANGENTING ... 48,799 48,794 51,285
TOtal BEEI ..ot v 171,850 172,296 174,899
Soft drinks and mineral water (2).........ccccceeevenene 91,784 100,531 101,305
WINE (3) e 49,255 54,130 66,941
OthEr (4) et 590 259 417
Total net sales ........ccoveeernciencciine, Ch$313,479 Ch$327,216 Ch$343,562
Operating Income:
Beer (1)
Chile ..o Ch$28,623 Ch$27,929 Ch$28,389
ArgENtiNG.....cceieeieierc e (552) (5,614) (6,807)
Soft drinks and mineral water (2).........ccccceeerennne 6,501 9,268 8,943
WINE (3) et 5,539 5,371 9,415
OthEr (4) et 3,137 3,751 3,712
Total operating income .........cccocovevnaee. Ch$43,248 Ch$40,705 Ch$43,652
Non-operating results .........ccccovereieiiniene e 13,097 (8,222) 3,708
MiINOFItY INTEIESE......ccveieeiiie e (4,127) (783) (1,837)
INCOME TAXES ..o (7,764) (5,175) (7,146)
NEt INCOME ..ot Ch$44,454 Ch$26,525 Ch$38,377
TOtAl ASSELS. vttt Ch$641,400 Ch$643,733 Ch$629,403
Bank debt and bond obligations.............cccceceviniiiinnnns 97,561 94,464 70,812
Other lHabilties ......ccovriiiriireeee e 134,520 134,853 147,016
Shareholders’” equIty .........coceiirinieiiceee e 409,319 414,416 411,575
Quifienco’s effective economic interest %.................... 30.8% 30.8% 30.8%

(1) Includes sales of beer, beer by-products and other products such as malt, barley and yeast.
(2) Includes sales of carbonated and non-carbonated soft drinks, nectars, mineral water, powdered juices and related
merchandise.

(3) Includes sales of wine, wine by-products and other products such as labels and corks.
(4) Includes sales of crates and other packaging.
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The following table shows certain operating and statistical data regarding CCU’s beer segment at
or for the years ended December 31, 1999, 2000 and 2001:

CCU - Beer Segment 1999 2000 2001
(in millions of liters, except per capita
information and percentages)

Chile
Total Market Volume Sold. .........cccooevvviiiienenieen, 384 397 396
CCU VoIUmME SOId ..ot 344 352 348
CCU Market Share.........cccooeviernieneneeneneee e 90% 89% 88%
Beer Consumption per Capita (liters)........c.ccoevvvrvnnne. 26 26 26
CCU Average Beer Production Capacity Utilization.. 60% 53% 55%
Argentina
Total Market Volume Sold ...........cccooevvriiiiiinenieen, 1,264 1,231 1,233
CCU VoIUmMe SOld ......oviiiiiiiieeee e 158 155 151
CCU Market Share ........c.ccoeeeverienenieneieseneesie s 12% 13% 12%
Beer Consumption per Capita (liters)..........ccoevvvrvnnne. 36 34 34
CCU Average Beer Production Capacity Utilization.. 52% 53% 52%

Beer Business in Chile. CCU is the largest producer, bottler and distributor of beer in Chile,
accounting for approximately 88% of all beer sales by volume in Chile during 2001. The production and
marketing of beer in Chile is CCU’s principal activity, generating net sales of Ch$123,614 million, or
36% of CCU’s total net sales in 2001.

CCU produces and markets super-premium, premium, medium-priced, and popular-priced beers.
CCU’s premium brand, Cristal, a premium-priced beer, is Chile’s best selling brand, accounting for
approximately 58% of all 2001 beer sales by volume in Chile. Royal Guard is CCU’s proprietary super-
premium brand. Royal Light is a light beer extension of the Royal Guard line, and contains a lower
alcohol content. Escudo, a popular-priced beer, is CCU’s high-alcohol content beer product and the
second best selling beer in Chile. Morenita, a dark beer, and Dorada, a discount brand of lager beer, are
popular-priced beers. CCU also produces, bottles and markets Paulaner brand beer and distributes other
Paulaner products in Chile under an exclusive license from Paulaner Brauerei AG (“Paulaner”),
renewable for successive five-year periods. Pursuant to a license agreement between CCU and Guinness
Brewing Worldwide Limited (“Guinness™), CCU is the exclusive producer and distributor in Chile of
Guinness brand beer. CCU also has long-standing exclusive rights to distribute Budweiser and a right of
first refusal in favor of the Company with respect to the distribution of all other Anheuser-Busch beers in
Chile, though in both cases these rights may be terminated by either party.

Distribution. CCU distributes beer directly throughout Chile to (i) small- and medium-sized
retail outlets, which, in turn, sell beer to consumers for take-out consumption (representing 41% of total
volume sold by CCU in Chile in 2001), (ii) retail establishments, such as restaurants, hotels and bars, for
on-premises consumption (representing 19% of total volume sold by CCU in Chile in 2001), (iii)
wholesalers (representing 22% of total volume sold by CCU in Chile in 2001) and (iv) supermarket
chains (representing 18% of total volume sold by CCU in Chile in 2001). CCU had approximately
37,500 customers for its beer products in 2001, none of which accounted for more than 5% of its total
beer sales by volume. CCU does not maintain any long-term contractual arrangements for the sale of
beer with any of its customers.

Production Facilities. CCU centralizes its beer production in two plants. CCU also has a bottling
facility in Antofagasta. The Santiago production facility, located on the outskirts of Santiago, has an annual
production capacity of 46 million liters per month. The Temuco production facility in Temuco, Chile was
completed during 1999, with a production capacity of 12 million liters per month.

41



Beer Business in Argentina. CCU is one of the largest beer producers in Argentina, with a 2001
market share of approximately 12%. In 2001, CCU'’s beer operations in Argentina generated net sales of
Ch$51,285 million, which represented 14.9% of CCU’s consolidated net sales for the year.

CCU established CCU Argentina at the end of 1994, and in 1995, CCU Argentina acquired a
62.7% interest in CICSA, a brewer located in the city of Salta, and a 98.8% interest in Cerveceria Santa
Fe S.A. (“CSF”), located in the city of Santa Fe. In January 1998, CCU Argentina merged CICSA and
CSF, and CCU Argentina currently holds a 99.2% interest in the combined entity.

In December 1995, CCU Argentina and Anheuser-Busch entered into a license agreement which
provides for CCU Argentina’s exclusive right to produce, market, sell and distribute Budweiser brand
beer in Argentina. In connection with the license agreement, Anheuser-Busch acquired approximately
4.4% of CCU Argentina, with an option until 2005 to increase its aggregate ownership interest to 20%.
In November 1999, Anheuser-Busch increased its ownership interest to 10.8% through a capital increase,
and CCU reduced its participation to 89.2%. Since 1996, CCU and Anheuser-Busch have invested
approximately US$189 million and US$23 million (historic values), respectively, in CCU Argentina. In
April 1998, CCU paid approximately US$8 million (historic value) to acquire the brands and certain
other assets of Cerveceria Cordoba, a regional brewer in Argentina, to further strengthen its presence and
portfolio of brands.

In Argentina, CCU produces and markets premium-priced and medium-priced beers. The
medium-priced beers are the Schneider, Salta, Santa Fe, Cérdoba, Rio Segundo and Rosario brands.
Schneider is CCU’s principal brand of beer in Argentina, comprising 38% of total sales volume by
CCU’s Argentine subsidiary in 2001. CCU began local production of Budweiser brand beer in December
1996, and sales of Budweiser brand beer have since grown to represent 22% of CCU’s Argentine sales
volume in 2001. In addition, during 1997, CCU began importing Guinness brand beer from Ireland.
Export sales represented less than 1% of CCU Argentina’s beer sales volume in 2001.

Distribution. During 2001, approximately 75% of CCU’s beer volume in Argentina was sold
through wholesalers, with supermarkets and retailers accounting for approximately 12% and 14%,
respectively. In 2001, CCU sold its products to approximately 18,700 customers in Argentina, none of
which individually accounted for more than 3% of its total beer sales by volume.

CCU estimates that total beer consumption in Argentina increased at a five-year compounded
annual growth rate of 1.1% between 1997 and 2001. Beer consumption stagnated in Argentina in 2001
due to the depressed economic situation affecting Argentina since 1998 and the volatile political and
social environment which produced in 2001 and continues to produce a high degree of instability in mass
consumer product sales. Nonetheless, CCU believes that its position as one of the largest producers in
the beer market in Argentina, its product portfolio (including its flagship Budweiser beer) and its
marketing and distribution capabilities leaves it well positioned to benefit from future growth of beer
consumption in Argentina, once the country recovers and begins to experience growth again.

Beer Business in Croatia. CCU also has an indirect interest in a Croatian brewery, Karlovacka
Pivovara d.d. (“Karlovacka™), through Southern Breweries Establishment (“SBE”), which is owned 50%
by CCU and 50% by another Luksic Group company. As of December 31, 2001, CCU’s indirect
ownership interest in Karlovacka was approximately 34.4%.

Karlovacka has been in operation since 1856, and its beer brands include Karlovacko Svijetlo,
which is one of the two most popular brands in Croatia, and Rally (a non-alcoholic beer). Karlovacka’s
current annual production capacity amounts to approximately 198 million liters. In 2001, Karlovacka’s
sales amounted to 87 million liters, which represented approximately 23% of Croatia’s total beer
production by volume. SBE, which is not a consolidated subsidiary, contributed Ch$959 million of
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CCU’s non-operating income in 2001. The brewery in Croatia has one production facility, located in the
city of Karlovac, and nine distribution centers throughout the country.

Soft Drinks. CCU is the second-largest soft drink producer in Chile. CCU?’s line of soft drink
and mineral water products includes its own proprietary brands of soft drinks in addition to brands
produced under license from other beverage manufacturers. Under a licensing agreement with Watt’s, a
local fruit related products company, CCU has bottled and distributed Watt’s nectar products in Chile
since 1987. In 2001, CCU’s soft drink, nectar and mineral water products business in Chile generated net
sales of Ch$101,305 million, representing 29.5% of CCU’s total consolidated net sales.

The following table shows certain operating and statistical data regarding CCU’s soft drink and
mineral water segment at and for the years ended December 31, 1999, 2000 and 2001.

CCU - Soft Drinks and Mineral Water Segment
1999 2000 2001
(in millions of liters, except per capita
information and percentages)

Soft Drinks
Total market volume sold(1).........cccoeeverennnnne. 1,351 1,432 1,484
CCU volume sold.........cocereviineiiincieeiees 309 329 340
CCU market share(2) .......ccoeveereeveieneienennns 26% 25% 24%
Chilean consumption per capita (liters) ........... 90 94 96
CCU average production capacity utilization .. 32% 33% 34%
Mineral Water
Total market volume sold(1)........cccoevveienennne. 111 124 127
CCU volume sold.........ccccereiviineininciieieae 64 76 74
CCU market share(2) .......ccocevererenenienienieians 63% 64% 62%
Chilean consumption per capita (liters) ........... 7 8 8
CCU average production capacity utilization .. 29% 32% 28%

(1) CCU company estimates; includes nectars.
(2) Information provided by Nielsen Chile; does not include nectars.

ECUSA, CCU’s wholly-owned subsidiary, is the exclusive producer, bottler and distributor in
Chile of CCU’s proprietary soft drink and mineral water brands, soft drink brands produced under license
from PepsiCo and Cadbury Schweppes, and bottled fruit juice nectars produced under license from
Watt’s. ECUSA has two soft drink and nectar production facilities located in Chile and operates two
mineral water bottling plants in the central region of Chile. In addition, CCU bottles soft drinks at one of
its facilities in the northern city of Antofagasta. The two water sources for these products are owned by

CCU.

Distribution. ECUSA operates its own distribution system in the central regions of Chile and
uses CCU’s beer distribution system in the northern and southern regions of the country. CCU
distributes its soft drink and mineral water products throughout Chile to (i) small- and medium-sized
retail establishments, that in turn sell the beverages to consumers for take-out consumption (54% of 2001
segment volume), (ii) restaurants, hotels and bars for on-premises consumption (9% of 2001 segment
volume), (iii) wholesalers (10% of segment volume) and (iv) supermarkets (27% of segment volume).

Wine. CCU operates Vifia San Pedro (“VSP”), the third-largest winery in Chile in terms of
domestic sales, which in 2001 generated consolidated net sales of Ch$66,941 million or 19.5% of CCU’s

total net sales.

CCU commenced its investment in Vifia San Pedro in 1994 with the purchase of 48.4% of Vifia
San Pedro’s equity for approximately US$17.1 million (historic value). Through subsequent capital
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increases and purchases of shares on the Santiago stock market, CCU’s share in Vifia San Pedro is 60.3%
at December 31, 2001. Vifia San Pedro is a publicly traded company, listed on Chile’s principal stock
exchanges.

The following table shows certain operating and statistical data regarding CCU’s wine segment
at and for the years ended December 31, 1999, 2000 and 2001.

CCU - Wine Segment 1999 2000 2001

(in millions of liters, except per capita
information and percentages)

Total domestic market volume sold ...........ccccoceveivicienns 29 32 43
Total export market volume sold (1)......ccccooeveniieninnnnne 28 34 40
Vifia San Pedro domestic market share (2) ........c.cccceeee. 12% 11% 14%
Vifia San Pedro share of total Chilean wine exports ....... 12% 12% 13%
Chilean consumption per capita (liters).........cccccceeerennene 16 16 17

(1) Does not include sparkling wine.
(2) Information provided by Nielsen Chile.

Vifia San Pedro is one of Chile’s largest producers and distributors of wine in terms of volume
and revenues. Vifia San Pedro produces and markets a full range of wine products for both the domestic
and export markets. Vifia San Pedro’s business includes operation of its own vineyards as well as
mixing, packaging and reselling wines produced by independent Chilean vineyards. Vifia San Pedro
exports wine products to a total of 58 countries worldwide. Vifia San Pedro’s total export sales in 2001
were approximately Ch$46,138 million. Its primary export markets included Europe (67% of total
exports in 2001), Latin America (14% of total sales in 2001), North America (14% of total sales in 2001)
and Asia (4% of total exports in 2001). According to industry sources, exports of Chilean wine
(excluding champagne) increased from approximately 43 million liters in 1990 to 312 million liters in
2001, a compounded annual growth rate of 19.7%.

Vifia San Pedro produces and markets premium, varietal and popular wine segments to domestic
and foreign markets. Vifia San Pedro’s premium wines are produced using selected single-variety grapes.
Vifia San Pedro’s premium red wines are derived from Cabernet Sauvignon grapes, and its premium
white wines are produced from Sauvignon Blanc and Chardonnay grapes. Varietal wines are produced
using a single-variety grape, and varietal blends are produced using a combination of grapes. Vifia San
Pedro uses both Cabernet Sauvignon and Merlot grapes for its red varietal wines, and Sauvignon Blanc,
Chardonnay, Semillon, and Riesling grapes for its white varietal wines. Vifia San Pedro’s popular-priced
wine products are derived from an assortment of grape types, and differ from the premium and varietal
wine products in that the wines are not aged.

Distribution. Vifia San Pedro distributes wines directly in the major cities of Chile and in the
rest of the country through CCU’s distribution system. In the domestic Chilean market in 2001, Vifia San
Pedro sold its wines through the following channels: retailers (33% of all domestic sales); wholesalers
(20% of all domestic sales); supermarkets (39% of all domestic sales); and bars and restaurants (8% of
all domestic sales).

Vifia San Pedro has arrangements with 86 international agents, who facilitate the export of its
wine to 58 countries. CCU has signed distribution agreements with Schenk, one of the largest
distributors in Europe, Asahi Breweries, one of the largest beverage companies in Asia, and Shaw Ross
International, a subsidiary of Southern Wines and Spirits and the main liquor wholesale distributor for
the United States, as well as other distributors.
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Raw Materials. The principal raw materials used in CCU’s production of beer are barley (used
to make malt), rice, water and hops. CCU obtains its supply of barley from local growers and in the
international market. Rice is obtained from local and international suppliers in spot transactions and/or
annual contract agreements. CCU imports hops mainly pursuant to contracts with international suppliers,
primarily in the United States and Europe, which permit CCU to secure supplies for periods of up to four
years. Although water does not represent a major raw material cost, it is nonetheless essential in the
production of beer. CCU obtains all of its water from wells located at its plants, and/or from public
utilities.

The principal raw materials in the production of soft drinks and nectars are water, sugar,
flavoring concentrates, and carbon dioxide gas. Water is obtained from wells located at CCU’s plants
and/or public utilities in Chile. CCU generally purchases all of its sugar requirements from Empresas
lansa S.A., the sole producer of sugar in Chile. CCU purchases flavoring concentrates for the soft drink
brands it produces under license from the respective licensing companies. The flavoring concentrates for
CCU'’s proprietary brands are purchased from third party suppliers in Chile and Germany, which
manufacture the concentrates under contract with CCU. CCU obtains carbon dioxide gas for the
production of both its soft drinks and its mineral water from local suppliers in Chile. CCU owns two
mineral water sources in Chile from which its branded mineral water products are obtained.

The principal raw materials that Vifia San Pedro uses in its production process are grapes, wine
and packaging. Vifia San Pedro obtains 42% of the grapes used for export wines from its own vineyards.
The majority of the wine sold in the domestic market is purchased from third parties.

Historically, CCU has not experienced difficulty in obtaining adequate supplies of raw materials
at satisfactory prices and does not expect to in the near term.

Competition. The most important bases of competition in CCU’s beer, soft drink and mineral
water businesses are capacity, distribution, advertising, product image, pricing, packaging and the
proprietary nature of returnable bottles in Chile, which creates a significant barrier to entry. The
establishment and expansion of capacity and distribution and funding successful marketing campaigns
requires significant capital and financial resources. CCU believes that th