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Securities Registered Pursuant to Section 12(b) of the Act:

Title of each class Name of each Exchange on which registered
Common Stock, $1.00 par value New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes p No ~

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange
Act. Yes © No b

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes p No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes p No ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein and will not be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K. ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer b Accelerated filer

Non-accelerated filer h Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes = No p

The aggregate market value of the registrant s common stock held by nonaffiliates of the registrant on the last business day of the registrant s
most recently completed second fiscal quarter (based on the closing sales price on the New York Stock Exchange on June 30, 2011) was
approximately $4.7 billion.

The number of shares of the registrant s common stock outstanding at February 10, 2012 was 235,056,441.
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant s Proxy Statement to be filed with the Securities and Exchange Commission pursuant to Regulation 14A under the
Securities Exchange Act of 1934 in connection with the registrant s 2012 Annual Meeting of Stockholders are incorporated by reference into
Part III of this report.
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Statements we make in this Annual Report on Form 10-K which express a belief, expectation or intention, as well as those that are not historical
fact, are forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking
statements are subject to various risks, uncertainties and assumptions, including those to which we refer under the headings Cautionary
Statement Concerning Forward-Looking Statements and Risk Factors in Items 1 and 1A of Part I of this report.

PART I

Item 1. BUSINESS
General

McDermott International, Inc. ( MII ), a Panamanian corporation, is a leading engineering, procurement, construction and installation ( EPCI )
company focused on designing and executing complex offshore oil and gas projects worldwide. We are one of the largest U.S.-based

engineering and construction ( E&C ) companies exclusively focused on the upstream offshore oil and gas sector. Providing fully integrated EPCI
services, we deliver fixed and floating production facilities, pipeline installations and subsea systems from concept to commissioning. Operating

in more than 20 countries across the Atlantic, Middle East and Asia Pacific, our integrated resources include approximately 13,500 employees

and a diversified fleet of marine vessels, fabrication facilities and engineering offices. We support our activities with comprehensive project
management and procurement services. We have fully integrated capabilities in both shallow water and deepwater construction. We believe we

are among the few offshore construction contractors globally capable of providing this wide range of services in many of the larger offshore oil

and gas producing regions in the world. We execute our contracts through a variety of methods, principally fixed-price, but also including cost
reimbursable, cost-plus, day-rate and unit-rate basis or some combination of those methods. In this annual report on Form 10-K, unless the

context otherwise indicates, we, us and our mean MII and its consolidated subsidiaries. MII s common stock is listed on the New York Stock
Exchange under the trading symbol MDR.

Business Segments

Our business segments consist of Asia Pacific, Atlantic, Caspian and the Middle East. The Caspian and Middle East operating segments are
aggregated into the Middle East reporting segment. We also report certain corporate and other non-operating activities under Corporate and
Other. Corporate and Other primarily reflects corporate personnel and activities, incentive compensation programs and other costs, which are
generally fully allocated to our operating segments. Accordingly, we report our financial results under reporting segments consisting of Asia
Pacific, Atlantic and the Middle East. For financial information about our segments, see Note 11 to our consolidated financial statements
included in this annual report.

Asia Pacific Segment

Through our Asia Pacific segment, we serve the needs of national, major integrated and other oil and gas companies primarily in Australia,
Indonesia, Vietnam, Malaysia and Thailand. Project focus in this segment includes the fabrication and installation of fixed and floating
structures and the installation of pipelines and subsea systems. The majority of our projects in this segment are performed on an EPCI basis.
Engineering and procurement services are provided by our Singapore office and are supported by additional resources located in Chennai, India
and Houston, Texas. The primary fabrication facility for this segment is located on Batam Island, Indonesia. Additionally, through our equity
ownership interest in a joint venture, we have developed a fabrication facility located in China. At December 31, 2011 and 2010, our Asia
Pacific segment employed approximately 5,600 and 7,800 employees, respectively.
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Atlantic Segment

Through our Atlantic segment, we serve the needs of national, major integrated and other oil and gas companies, primarily in the United States,
Brazil, Mexico, Trinidad and West Africa. Project focus in this segment includes the fabrication and installation of fixed and floating structures
and the installation of pipelines and subsea systems. Engineering and procurement services are provided by our Houston office, and our New
Orleans office provides specialized marine engineering capabilities to support our global marine activities. The primary fabrication facilities for
this segment are located in Morgan City, Louisiana and Altamira, Mexico. Our Atlantic segment employed approximately 1,600 and 1,300
employees at December 31, 2011 and 2010, respectively.

Middle East Segment

Through our Middle East segment, which includes the Caspian region, we serve the needs of national, major integrated and other oil and gas
companies primarily in Saudi Arabia, Qatar, the United Arab Emirates (U.A.E.), Kuwait, India, Azerbaijan, Russia and Turkmenistan. Project
focus in this segment relates primarily to the fabrication and offshore installation of fixed and floating structures and the installation of pipelines
and subsea systems. The majority of our projects in this segment are performed on an EPCI basis. Engineering and procurement services are
provided by our Dubai, U.A.E., Chennai, India and Al Khobar, Saudi Arabia offices and are supported by additional resources from our Houston
and Baku, Azerbaijan offices. The primary fabrication facility for this segment is located in Dubai, U.A.E. At December 31, 2011 and 2010, our
Middle East segment employed approximately 6,300 and 5,900 employees, respectively.

The above-mentioned fabrication facilities in each segment are equipped with a wide variety of heavy-duty construction and fabrication
equipment, including cranes, welding equipment, machine tools and robotic and other automated equipment. Project installation is performed by
major construction vessels, which we own or operate and are stationed throughout the various regions and provide structural lifting/lowering and
pipelay services. These major construction vessels are supported by our multi-function vessels and chartered vessels from third parties to
perform a wide array of installation activities that include anchor handling, pipelay, cable/umbilical lay, dive support and
hookup/commissioning. See Properties in Item 2 of this annual report.

Our business activity depends mainly on capital expenditures for offshore construction services of oil and gas companies and foreign
governments for construction of development projects in the regions in which we operate. Our operations are generally capital intensive and rely
on large contracts, which can account for a substantial amount of our revenues. A number of factors influence our activities, including:

oil and gas prices, along with expectations about future prices;

the cost of exploring for, producing and delivering oil and gas;

the terms and conditions of offshore leases;

the discovery rates of new oil and gas reserves in offshore areas;

the ability of businesses in the oil and gas industry to raise capital;

local and international political and economic conditions; and

the cost of potential future litigation.
Discontinued Operations and Other Items

Charter Fleet Business
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During 2010, we committed to a plan to sell our charter fleet business, which operates 10 of the 14 vessels acquired in our 2007 acquisition of
substantially all of the assets of Secunda International Limited (the Secunda
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Acquisition ). Based on information obtained through recent discussions with interested parties and external advisors, in December 2011 we
recognized an approximate $22 million write-down of the carrying value of the assets held for sale to reflect their estimated net realizable value.

Spin-Off of B&W

On July 30, 2010, we completed the spin-off of The Babcock & Wilcox Company ( B&W ) to our stockholders through a distribution of all of the
outstanding common stock of B&W. B&W s assets and businesses primarily consisted of those that we previously reported as our Government
Operations and Power Generation Systems segments. Prior to the completion of the spin-off, B&W made a cash distribution to us totaling $100
million.

Our results of operations for the periods presented in this annual report reflect the operations of the charter fleet business and B&W as
discontinued operations.

Vessel Sale

On August 26, 2011, we completed the sale of the DB 23 marine vessel. Cash consideration received from the vessel sale was approximately
$8.0 million, resulting in a pre-tax gain of $7.7 million that is included in our consolidated statements of income for the year ended
December 31, 2011 for the Atlantic segment.

Fabrication Facility

During the quarter ended September 30, 2010, we incurred approximately $21 million of costs to discontinue our development plans for a new
fabrication yard in Kazakhstan, including estimated lease termination costs. After obtaining additional information regarding the discontinuance
of our development plans, in the quarter ended December 31, 2011 we reduced our estimated closure costs by $10 million to reflect our revised
estimate.

Acquisitions

We had no significant acquisitions during 2011 or 2010. We continue to evaluate accelerated growth opportunities achievable through
acquisition or consolidation, in addition to pursuing organic growth strategies.

Contracts

We execute our contracts through a variety of methods, including fixed-price, cost reimbursable, cost-plus, day-rate and unit-rate basis or some
combination of those methods, with fixed-price being the most prevalent. Contracts are usually awarded through a competitive bid process,
primarily based on price. However, other factors that customers may consider include facility or equipment availability, technical capabilities of
equipment and personnel, efficiency, safety record and reputation.

Fixed-price contracts are for a fixed amount to cover costs and any profit element for a defined scope of work. Fixed-price contracts entail more
risk to us because they require us to predetermine both the quantities of work to be performed and the costs associated with executing the work.

See Risk Factors We are subject to risks associated with contractual pricing in our industries, including the risk that, if our actual costs exceed the
costs we estimate on our fixed-price contracts, our profitability will decline, and we may suffer losses in Item 1A of this annual report.

We have contracts that extend beyond one year. Most of our long-term contracts have provisions for progress payments. We attempt to cover
anticipated increases in labor, material and service costs of our long-
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term contracts either through an estimate of such charges, which is reflected in the original price, or through risk-sharing mechanisms, such as
escalation or price adjustments for items such as labor and commodity prices.

We generally recognize our contract revenues and related costs on a percentage-of-completion basis. Accordingly, we review contract price and
cost estimates periodically as the work progresses and reflect adjustments in profit proportionate to the percentage-of-completion in the period
when we revise those estimates. To the extent that these adjustments result in a reduction or elimination of previously reported profits with
respect to a project, we would recognize a charge against current earnings, which could be material.

Our arrangements with customers frequently require us to provide letters of credit, bid and performance bonds or guarantees to secure bids or
performance under contracts. While these letters of credit, bonds and guarantees may involve significant dollar amounts, historically, there have
been no material payments to our customers under these arrangements.

Some of our contracts contain provisions that require us to pay liquidated damages if we are responsible for the failure to meet specified
contractual milestone dates and the applicable customer asserts a claim under these provisions. These contracts define the conditions under
which our customers may make claims against us for liquidated damages. In many cases in which we have historically had potential exposure
for liquidated damages, such damages ultimately were not asserted by our customers. As of December 31, 2011, it is possible that we may incur
liabilities for liquidated damages aggregating approximately $66 million, of which approximately $17 million has been recorded in our financial
statements, based on our actual or projected failure to meet certain specified contractual milestone dates. The date range during which these
potential liquidated damages could arise is from April 2011 to December 2012. Subsequent to December 31, 2011, approximately $28 million of
the $66 million possible liquidated damages were resolved without payment. We believe we will be successful in obtaining schedule extensions
or other customer-agreed changes that should resolve the potential for additional liquidated damages. Accordingly, we believe that no amounts
for these potential liquidated damages in excess of the amounts currently reflected in our financial statements are probable of being paid by us.
However, we may not achieve relief on some or all of the issues.

In the event of a contract deferral or cancellation, we generally would be entitled to recover costs incurred, settlement expenses and profit on
work completed prior to deferral or termination. Significant or numerous cancellations could adversely affect our business, financial condition,
results of operations and cash flows.

Backlog

Backlog represents the dollar amount of revenues we expect to recognize in the future from contracts awarded and in progress. Not all of our
expected revenues from a contract award are recorded in backlog for a variety of reasons, including projects awarded and completed within the
same fiscal period. We generally include expected revenues of contracts in our backlog when we enter into a written confirmation with our
customers. We do not include expected revenues of contracts related to unconsolidated joint ventures in our backlog.

Backlog is not a measure defined by generally accepted accounting principles, and our methodology for determining backlog may not be
comparable to the methodology used by other companies in determining their backlog amounts. Backlog may not be indicative of future
operating results, and projects in our backlog may be cancelled, modified or otherwise altered by customers. We can provide no assurance as to
the profitability of our contracts reflected in backlog.
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Our backlog at December 31, 2011 and 2010 was as follows:

December 31, December 31,

2011 2010

(Dollars in approximate millions)
Asia Pacific $ 1,523 39% $2,176 43%
Atlantic 711 18% 315 6%
Middle East 1,647 43% 2,548 51%
Total Backlog $ 3,881 100% $5,039 100%

Of the December 31, 2011 backlog, we expect to recognize revenues as follows:
2012 2013 Thereafter
(In approximate millions)

Total Backlog $ 3,226 $ 445 $ 210

Of the December 31, 2011 backlog, approximately $347 million is from projects currently in a loss position whereby future revenues are
expected to equal costs when recognized. It is possible that our estimates of gross profit could increase or decrease based on improved
productivity, actual downtime and the resolution of change orders and claims with our customers. Additionally, we have one project that we are
accounting for under our deferred profit recognition policy, representing approximately $144 million of the December 31, 2011 backlog.

Competition

We believe we are among the few offshore construction contractors capable of providing a wide range of services in major offshore oil and gas
producing regions of the world. We believe that the substantial capital costs and specialized skill-sets involved in becoming a full-service
offshore construction contractor create a significant barrier to entry into the market as a global, fully-integrated competitor. We do, however,
face substantial competition from regional competitors and less integrated providers of offshore construction services, such as engineering firms,
fabrication facilities, pipelaying companies and shipbuilders. A number of companies compete with us in each of the separate marine installation
and construction and fabrication phases in various parts of the world. Our competitors by segment are discussed below.

Asia Pacific

A number of companies compete with us in the Asia Pacific segment. These competitors include: Allseas Marine Contractors S.A.; Daewoo
Engineering & Construction Co., Ltd.; EMAS Offshore Pte Ltd.; Heerema Group; Hyundai Heavy Industrial Co., Ltd.; Nippon Steel
Corporation; Saipem S.p.A.; Samsung Heavy Industries Co., Ltd.; Sapura Kencana Petroleum; Subsea 7 S.A.; Swiber Holdings Ltd.; and
Technip S.A.

Atlantic

Our Atlantic segment s key competitors include: Allseas Marine Contractors S.A.; Dragados Offshore Mexico, S.A.; Gulf Island Fabrication Inc.;
Heerema Group; Helix Energy Solutions Group, Inc.; KBR, Inc.; Kiewit Corporation; Saipem S.p.A.; Subsea 7 S.A.; and Technip S.A.

Middle East

Our Middle East segment s competitors include: Hyundai Heavy Industrial Co. Ltd.; Keppel Corporation; Larsen and Toubro Ltd (India);
National Petroleum Construction Company (Abu Dhabi); Saipem S.p.A.; Technip S.A.; and Valentine and Swiber Holdings Ltd.
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Joint Ventures

We participate in the ownership of entities with third parties, primarily through corporations, limited liability companies and partnerships, which
we sometimes refer to as joint ventures or, when we refer to only those that are not consolidated, as unconsolidated affiliates. We generally
account for our investments in joint ventures under the equity method of accounting. Our more substantial joint ventures are described below.

Asia Pacific

Qingdao McDermott Wuchuan Offshore Engineering Company Ltd. We co-own this entity with Qingdao Wuchuan Heavy
Industry Co. Ltd., a leading shipbuilder in China. This joint venture, which commenced in 2009, plans to provide procurement and
construction services to the oil and gas industry, including floating, production, storage, off-loading ( FPSO ) vessel construction and
integration.

Atlantic

FloaTEC LLC. We co-own this entity with Keppel FELS Ltd. This joint venture designs, markets, procures and contracts floating
production systems to the deepwater oil and gas industry. The deepwater solutions provided include tension leg platforms ( TLPs ),
spars and production semi-submersibles. A significant part of this entity s strategy is to build on the established presence, reputation
and resources of its two owners and to contract activity back to its owners.

Deepwater Marine Technology LLC. We co-own this entity with Keppel FELS Ltd. This joint venture expands our services related
to solutions involving TLPs. A TLP is a vertically moored floating structure normally used for the offshore production of oil and gas
and is particularly suited for water depth greater than 1,000 feet.

Construcao e Montagem Offshore, S.A. We co-own this entity with Construcap-CCPS Engenharia e Comércio S.A. (40%) and
Orteng Equipamentos e Sistemas Ltda. (20%). This joint venture plans to provide engineering, procurement and construction
services to the oil and gas industry. A significant part of this entity s strategy is to construct and integrate FPSO modules.
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We provide services to a diverse customer base, including major integrated and national oil and gas companies. Our five largest customers, as a
percentage of our total consolidated revenues, during the years ended December 31, 2011, 2010 and 2009 were as follows:

Year Ended December 31, 2011:

Exxon Mobil Corporation 36%
Saudi Aramco 24%
Chevron Corporation 10%

Abu Dhabi Marine Operating Company *
Al-Khafji Joint Operations

Year Ended December 31, 2010:

Saudi Aramco 40%
Chevron Corporation 15%
Exxon Mobil Corporation 10%
Shell Oil Company. *
Woodside Energy Limited *

Year Ended December 31, 2009:

Saudi Aramco 20%
Ras Laffan Liquified Natural Gas Company 16%
Qatar Liquified Gas Company 12%
Shell Oil Company. 11%
Maersk Oil Qatar 11%

* Less than 10% of consolidated revenues
Customers that account for a significant portion of revenues in one year may represent an immaterial portion of revenues in other years.

Raw Materials and Suppliers

Our operations use raw materials, such as carbon and alloy steels in various forms and components and accessories for assembly, which are
available from numerous sources. We generally purchase these raw materials and components as needed for individual contracts. We do not
depend on a single source of supply for any significant raw materials.

Employees

At December 31, 2011, we employed approximately 13,500 persons worldwide, compared with approximately 15,000 at December 31, 2010.
Approximately 4,300 of those employees were members of labor unions at December 31, 2011, compared with approximately 6,400 at
December 31, 2010. Some of our operations are subject to union contracts, which we customarily renew periodically. We consider our
relationships with our employees to be satisfactory.

Patents and Licenses

We currently hold a number of U.S. and foreign patents and also have certain patent applications pending. We also acquire patents and grant
licenses to others when we consider it advantageous for us to do so. Although in the aggregate our patents and licenses are important to us, we
do not regard any single patent or license or group of related patents or licenses as critical or essential to our business as a whole. In general, we
depend on
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Hazard Risks and Insurance

Our operations present risks of injury to or death of people, loss of or damage to property, and damage to the environment. We conduct difficult
and frequently precise operations in very challenging and dynamic locations. We have created loss control systems to assist us in the
identification and treatment of the hazard risks presented by our operations, and we endeavor to make sure these systems are effective.

As loss control measures will not always be successful, we seek to establish various means of funding losses and liability related to incidents or
occurrences. We primarily seek to do this through contractual protections, including waivers of consequential damages, indemnities, caps on
liability, liquidated damage provisions, and access to the insurance of other parties. We also procure insurance, operate our own captive
insurance company, and/or establish funded or unfunded reserves. However, there can be no assurance that these methods will adequately
address all risks.

Depending on competitive conditions, the nature of the work, industry custom and other factors, we may not be successful in obtaining adequate
contractual protection from our customers and other parties against losses and liabilities arising out of or related to the performance of our work.
The scope of the protection may be limited, may be subject to conditions and may not be supported by adequate insurance or other means of
financing. In addition, we sometimes have difficulty enforcing our contractual rights with others following a material loss.

Similarly, insurance for certain potential losses or liabilities may not be available or may only be available at a cost or on terms we consider not
to be economical. Insurers frequently react to market losses by ceasing to write or severely limiting coverage for certain exposures. Risks that we
have frequently found difficult to cost-effectively insure against include, but are not limited to, business interruption (including from the loss of
or damage to a vessel), property losses from wind, flood and earthquake events, war and political risks, confiscation or seizure of property
(including by act of piracy), pollution liability, liabilities related to occupational health exposures (including asbestos), losses or liability related
to acts of terrorism, professional liability/errors and omissions coverage, the failure, misuse or unavailability of our information systems or
controls or security measures related to those systems, and liability related to risk of loss of our work in progress and customer-owned materials
in our care, custody and control. In cases where we place insurance, we are subject to the credit worthiness of the relevant insurer(s), the
available limits of the coverage, our retention under the relevant policy, exclusions in the policy and gaps in coverage.

Our wholly owned captive insurance subsidiary provides coverage for our retentions under employer s liability, general and products liability,
automobile liability and workers compensation insurance and, from time to time, builder s risk and marine hull insurance within certain limits.
We may also have business reasons in the future to arrange for our insurance subsidiary to insure other risks which we cannot or do not wish to
transfer to outside insurance companies. Premiums charged and reserves related to these insurance programs are based on the facts and
circumstances specific to the insurance claims, our past experience with similar claims, loss factors and the performance of the outside insurance
market for the type of risk at issue. The actual outcome of insured claims could differ significantly from estimated amounts. We maintain
actuarially determined accruals in our consolidated balance sheets to cover self-insurance retentions for the coverages discussed above. These
accruals are based on certain assumptions developed utilizing historical data to project future losses. Loss estimates in the calculation of these
accruals are adjusted as required based upon reported claims, actual claim payments and settlements and claim reserves. These loss estimates
and accruals recorded in our financial statements for claims have historically been reasonable. Claims as a result of our operations could
adversely impact the ability of our captive insurance subsidiary to respond to all claims presented.
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Additionally, upon the February 22, 2006 effectiveness of the settlement relating to the Chapter 11 proceedings involving several B&W
subsidiaries, most of our subsidiaries contributed substantial insurance rights to the asbestos personal injury trust. These insurance rights
provided coverage for, among other things, asbestos and other personal injury claims, subject to the terms and conditions of the policies. With
the contribution of these insurance rights to the asbestos personal injury trust, we may have underinsured or uninsured exposure for
non-derivative asbestos claims or other personal injury or other claims that would have been insured under these coverages had the insurance
rights not been contributed to the asbestos personal injury trust.

Governmental Regulations and Environmental Matters
General

Many aspects of our operations and properties are affected by political developments and are subject to both domestic and foreign governmental
regulations, including those relating to:

constructing and equipping offshore production platforms and other offshore facilities;

marine vessel safety;

workplace health and safety;

currency conversions and repatriation;

taxation of foreign earnings and earnings of expatriate personnel; and

protecting the environment.
In addition, we depend on the demand for our offshore construction services from the oil and gas industry and, therefore, are affected by
changing taxes, price controls and other laws and regulations relating to the oil and gas industry generally. The adoption of laws and regulations
curtailing offshore exploration and development drilling for oil and gas for economic and other policy reasons would adversely affect our
operations by limiting demand for our services.

We are required by various governmental and quasi-governmental agencies to obtain certain permits, licenses and certificates with respect to our
operations. The kinds of permits, licenses and certificates required in our operations depend upon a number of factors.

The exploration and development of oil a>%

Total EDP generation

25.374 28.531 -11,1%
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Pego thermal power station (PES)
4.422 4.168 6,1%

Tapada thermal power station (PES)
6.153 5.404 13,9%

Alqueva hydroelectric power station
100

Auto-producers (IES)
3.858 3.184 21,2%

Import / (Export) net
6.481 2.793 132,0%

Direct sales to ind. clients (incl. in Cogen.)
(461) (532) 13,3%

Pumping
(408) (485) 15,9%

Gross demand
45.519 43.064 5,7%

Synchronous compensation
(35) (31)-11,6%

Own consumption - generation
(8) (3)-166,3%

Own consumption - transmission grid
(10) (10) 3,2%

Transmission losses

(657) (759) 13,4%
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Energy delivered to distribution

44.808 42.261 6,0%

Hydro Coeficient

0,81 1,33 -39,1%

Thermal generation (GWh) 2004 2003 A% Fuel MW
Tapada do Outeiro 5 () Fuel oil 46,9
Carregado Fuel oil/Nat.

327 1.091 -70,0% Gas 710,2
Barreiro 200 195 2.8% Fuel oil 56,0
Setibal 1.689 1.834 -79% Fuel oil 946,4
Sines 9.530 9473 0,6% Coal 1.192,0
Alto de Mira (1) + Tunes 5 26 -80,2% Diesel 197,0
Thermal emission (PES) 11.756 12.619 -6,8%

Electricity demand was very strong once again, up 6.0% in 2004. EDP s total generation in 2004 amounted to 25,374 GWh, down 11% due
to lower rainfall (hydro coefficient of 0.81 vs. 1.33 in 2003). As a result, the contribution of our hydroelectric power plants went down

from 52% to 36% to total EDP generation. EDP contribution to the total energy delivered to the system fell from 66% to 56%

year-on-year, mainly due to a hydrological dry 2004 vs. a wet 2003.
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The fuel oil fired power plants operating under PPAs with REN in the Binding System, registered a 919 GWh decrease in output in 2004
vis-a-vis 2003, mainly at Carregado and Settibal. Remember that under the PPAs, the remuneration of both our hydro and thermal plants is
based on availability rather than output, thus its gross profit was not affected by the fall in electricity generation.

The main contribution to the increase in thermal output came from the two units of TER CCGT which started operating in the
Non-Binding System in 2004, increasing EDP s installed thermal capacity by 784MW. The first unit (TER I) started industrial service on
February 14%, 2004 and contributed 2.6 TWh to total emission while the second unit (TER II) began industrial service on November 1%,
2004 and it s output amounted to 0.8 TWh.

The continued shift in demand from the Binding System to the liberalised market has been met by power stations operating in the NBES
namely EDP s CCGT (TER) and imports following lower average Spanish pool prices vs. 2003.

@ The Alto de Mira (132 MW) power plant was shut down on June 30, 2003.
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EDP Producao®

PES( m) 2004 2003 A%
PPA Capacity Charge 892,0 892,77 -0,1%
PPA Energy Charge 301,2 283,6 6,2%
Steam (Barreiro) & Ashes 6,1 6,1 0,4%
(-) Coal 179,1 130,5 37,2%
(-) Fuel oil 86,3 117,7 -26,7%
(-) Natural Gas 11,9 229 -48,1%
(-) Diesel 0,6 2,7  -78,6%
(-) Electricity Autoconsumption 2,7 3,1 -12,8%
PPA Gross Profit 918,8 9053 1,5%
NBES ( m) 2004 2003 A%
Electricity Sales 217,5 75,3 188,9%
(-) Direct costs (fuel + purchases) 149,1 59,1 152,4%
NBES Gross Profit 68,4 16,2 322,3%
SRP ( m) 2004 2003 A%
Cogeneration 54,6 53,7 1,7%
Small hydro 108 139 -22,1%
(-) Natural Gas (Cogeneration) 36,9 36,4 1,4%
(-) Electricity Purchases 1,9 3,1 -395%
SRP Gross Profit 26,6 28,1 -5,1%

PPA Electricity Gross Profit ( m)

Gross profit in the Public Electricity System (PES) grew 1.5% in 2004 to  918.8 million. Given that gross profit of our power plants operating
in the Public System is not affected by swings in electricity output, due to the stable returns profile of the PPA Capacity Charge, the
improvement comes from lower fuel costs of these power plants than the reference index that EDPP receives through the PPA energy charge

( 277.9 million vs. 301.2 million), a saving that amounted to an extra 13.7 million in 2004:

The increase in the PPA energy charge, which remunerates the fuel consumption of these thermal plants, reflects the strong increase in the
EU coal index during 2004 driven by a sharp rise in demand from China and India.
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The 37.2% increase in coal costs in 2004 reflects the consumption of more expensive coal stocks at Sines (average 49/ton) vis-a-vis 2003
(average 37/ton). The decrease in Fuel oil, Natural gas and Diesel costs follows a reduction in the utilization of these power plants.

Gross profit in the Non-Binding Electricity System (NBES) increased by more than four fold due to: i) the start of industrial service of two
units at TER CCGT and, ii) imports from Spain at lower prices than previous years.

The energy management department, which was transferred from EDP Energia (now EDP Comercial or EDPC) to EDPP in the 4Q2003, is
responsible for the dispatch and management of energy sales for the power station operating in the NBES and procures fuel for all EDPP s
thermal plants.

Gross profit from Special Regime Producers (SRP) decreased because of the 28.2% lower generation at the small hydro power stations with
less than 10 MW, given low rainfall in 2004.

EDPP Generation Gross Profit Growth ( nt)

(M The Special Regime Producers (SRP) Enernova and EDP Bioeléctrica (Renewable Energy) were excluded from EDPP s consolidation
perimeter as from July 2003. For analysis purposes these two companies were excluded from EDPP in both period

@ Only includes sales from the hydroelectric power plants with installed capacity <10 MW (>10 MW are dispatched by the energy
management department

& Gross Profit excluding Services Provided and Other sales .
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EDP Producio ®

Personnel costs ( m) 2004 2003 A%
Total Personnel Costs 117,6 1193 -14%
Early retirement correction 13,2 13,1 0,5%
Social benefits with early retirees 1,3 1,3 05%
Medical care with inactives 3,3 32 53%
Adjusted Personnel Costs 99,8 101,7 -19%
Number of employees 1.792 1.988 -9,9%
Generation activity 1.073 1.184 -9,4%
Maintenance and engineering activity 463 510 -92%
Energy management activity 28

Sub-Holding 228 294 -22.4%
MW/Employee 4,56 391 16,5%
Non-Group Supplies & Services ( m) 2004 2003 A%
Maintenance and specialised works 22,3 21,1 5,8%
Insurance costs 9,1 8,8 3,6%
Surveilance and security 2,8 2,6 7,.9%
Rentals 2,7 24 12,8%
Other 20,1 14,8 35,7%
Total Non-Group S&S 56,9 49,6 14,8%

The Human Resources restructuring plan that EDP initiated in 2003 continued to be implemented in 2004. Headcount at EDPP was down
10% year-on-year or 196 employees. Personnel costs in 2004 benefited from 62 flexible retirements (6 from active duty and 56 from the
early retirement status), 12 negotiated dismissals, 161 early retirements and 1 retirement.

The flexible retirement program, a component of the Human Resources restructuring plan, allowed for a fall in the number of early retirees
(56) in 2004 (92 in 2003), who accepted part payment from the Portuguese Social Security System. This measure allowed fori)a 3.8

million reduction in Personnel costs in 2004 ( 2.7 million for the 2003 reduction and 1.1 million for the 2004 reduction) and an expected
saving of 7.7 million in the next 5 years (salaries of early retirees are booked as Personnel costs under early retirement correction ) and ii) a
reduction in pension liabilities, whose value includes the accumulated salaries of the early retirees until retirement age. On average, for

each early retiree that opts for the flexible retirement program, the pension liability for that employee (both post retirement complement

and accumulated salaries until retirement) drops to 30% of the initial yearly value.

Personnel costs were down 1.4% (-1.9% if adjusted for costs with non-active personnel) despite a 2.8% average salary increase for 2004.

Non-group supplies and services increased due to: i) higher maintenance costs, following the start of operations at the TER CCGT and; ii)
higher telecommunications costs of the power plants remote control. Per MW of installed capacity, maintenance increased less than 1%
from 2003 levels.
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Group Supplies & Services increased 46.3% mainly due to higher charges in 2004 from EDP Valor (shared services unit) and fees from

the Holding company.

Group Supplies & Services ( m)

Specialised works
Rentals
Electricity
Maintenance
Other

Total Group S&S

2004

19,5
3,1
1,5
1,7
1,0

26,8

2003

10,7
34
1,2
1,6
1,5

18,3

A%

82,6%
-8,3%
28,7%
8,8%
-33,6%

46,3%

M The Special Regime Producers (SRP) Enernova and EDP Bioeléctrica (Renewable Energy) were excluded from EDPP s consolidation

perimeter as from July 2003. For analysis purposes these two companies were excluded from EDPP in both periods.
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EDP Produgio ¥

Operating Income Statement ( m)

Energy sales

Services provided

Other sales

Operating Revenues

Electricity

Fuel for electricity generation
Direct Activity Costs

Gross Profit

Gross Profit/Revenues

Materials and goods for resale
Supplies and services - Group
Supplies and services - Non-Group
Personnel costs

Generation centre rentals

Other operating costs (or revenues)
Own work capitalised

Operating Costs

EBITDA

EBITDA / Revenues

Depreciation and amortisation

Compensation of subsidised assets depr.

Provisions
EBIT
EBIT / Revenues

Operating investment ( m)

Binding generation

Non-Binding generation

Other investments

Financial costs (capitalised) and invest.

Total operating investment

Recurring investment
Non-recurring investment

2004 2003 A%
1.482,3 1.325,2 11,9%
38,4 16,9 127,6%
0,0 0,0
1.520,7 1.342,1 13,3%
51,4 65,3 -21,3%
417,1 310,3 34,4%
468,5 375,6 24,7 %
1.052,2 966,5 8,9%
69,2% 72,0% -2,8 p.p.
4,0 3,5 15,5%
26,8 18,3 46,3%
56,9 49,6 14,8%
117,6 119,3 -1,4%
3,6 3,6 -1,3%
3.,3) (3,8) 12,5%
29,1) (37.3) 21,9%
176,5 153,2 15,2%
875,7 813,2 7,7 %
57,6% 60,6% -3,0 p.p.
245,0 230,5 6,3%
(5,0)
11,7 12,7 -7,4%
624,0 570,0 9,5%
1.4
41,0% 42,5% pp.
2004 2003 A%
49,7 66,7 -25,6%
128,7 143,7 -10,4%
14,7 11,1 33,2%
13,5 14,6 -1,5%
206,6 236,1 -12,5%
25,8 34,7 -25,7%
180,8 201,4 -10,2%

EDPP s EBITDA was up 7.7% following: i) the beginning of industrial operations at TER CCGT; ii) efficient fuel procurement at EDPP
and; iii) the transfer of the energy management activity to EDPP from EDPC (ex-EDP Energia).
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Please note that, in 2004, intra-group transactions between EDPP and EDPC in relation to the purchase of electricity in the Spanish
electricity pool to supply electricity to non-binding customers are reflected in the Services provided line.

The Electricity line is not comparable since in 2003 HDN and Hidrocenel (EDPP) were purchasing electricity in the Spanish pool and
selling it to EDPC (EDP s liberalised supplier), while in 2004 the energy management department started acting as an intermediary of
EDPC in these pool transactions. Now most of the electricity purchases are only accounted for in EDPC s books and the energy
management department only records the difference between the pool price and the price contracted with EDPC (see page 9 for more
detail).

EDPP s operating investment decreased 12.5% year-on-year, reflecting the near completion of Venda Nova II and the end of the
construction of first two units of the TER CCGT. Recurring investment in 2003 included works at Setubal power station that don t occur on
an yearly basis (aprox. 7 million).

The Special Regime Producers (SRP) Enernova and EDP Bioeléctrica (Renewable Energy) were excluded from EDPP s consolidation
perimeter as from July 2003. For analysis purposes these two companies were excluded from EDPP in both periods.

Table of Contents 24



Edgar Filing: MCDERMOTT INTERNATIONAL INC - Form 10-K

Table of Conten

EDP Comercial

Operating Income Statement ( m) 2004 2003 A%
Operating Revenues 327,3 99,8 228,0%
Direct Activity Costs 311,7 48,6 541,8%
Gross Profit 15,5 51,2 -69,7 %
Gross Profit/Revenues 4,7% 51,3% -46,6 p.p.
Supplies and services 8,8 7,7 13,4%
Personnel costs 3,6 3,3 10,4%
Other operating costs (or revenues) 5,0 14,2 -64,8%
Own work capitalised 0,4) (1,0) 57,9%
Operating Costs 17,0 24,2 -29,9%
EBITDA 1,4) 27,0

EBITDA / Revenues -0,4% 27,0%  -27,5 p.p.
Depreciation and amortisation 3,8 3,5 11,1%
Compensation subsidised assets deprec.

Provisions 1,0 0,1 901,4%
EBIT (6,3) 234

EBIT / Revenues -1,9% 23,5%  -25,4 p.p.
Operating data 2004 2003 A%
Number of Clients 3.616 1.405 157,4%
Market Share (# of Clients) 75% 73% 1,6%
Number of Employees 77 63 22,2%
Operating Investment (  m) 4.4 6,4 -31,4%

EDP Comercial or EDPC (formerly designated as EDP Energia) is the Group s company that supplies electricity to the Portuguese
liberalised market.

EDPC s Gross Profit is not comparable with the same period last year since the energy management department, previously in EDPC, was
transferred to EDPP. Currently EDPC has a fixed price contract (reviewed periodically) with EDPP s energy management department
which procures electricity (namely in the Spanish pool) on behalf of EDPC. Purchases at the Pool price are charged directly to EDPC s
books and the difference vis-a-vis the transfer price in the contract is charged or received. Through this mechanism, EDPC is isolated from
short-term pool price volatility and the associated risks can be better managed by the specialised personnel at the energy management
activity at EDPP.

There was a strong growth in the number of clients being supplied in the NBES 1,920 at YE2003 to 4,838 at YE2004). EDPC managed to
increase its market share to 75% reaching a total of 3,616 clients at YE2004, up 157%.

Total energy supplied in the NBES grew 67% in 2004 to 6,763 GWh. EDPC s sales grew 61%, which meant a 2p.p. drop in market share.

In order to illustrate the effect of the elimination of the intra-group transactions between EDPC and EDPP, following the transfer of the
energy management activity, we present below the consolidated EBITDA of the two companies.
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EBITDA - EDPP & EDPC ( m)

Operating Revenues
Electricity

Fuel for electricity generation
Direct Activity Costs

Gross Profit

Supplies and services
Personnel costs

Other operating costs (or revenues)
Own work capitalised
EBITDA

EBITDA / Revenues

Table of Contents

2004 2003 A%
1.707,2 1.390,2 22,8%
229,7 80,7 184,7%
417,1 310,3 34,4%
646,8 391,0 65,4%
1.060,4 999,2 6,1%
89,9 56,0 60,4%
121,3 116,4 4,2%
4,5 7.8 -41,7%
(29,5) (27,4) -7,8%
874,2 846,4 3,3%
51,2% 60,9%  -15,9%
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Enernova & EDP Bioeléctrica

Installed Capacity - MW

Wind
Biomass

Total

Generation - GWh

Enernova
EDP Bioeléctrica

Total

Operating Income Statement ( m)

EDP Bioeléctrica
Enernova
Electricity Sales

Direct Activity Costs

Gross Profit
Gross Profit/Revenues

Supplies and services

Personnel costs

Generation centre rentals

Other operating costs (or revenues)
Own work capitalised

Operating Costs

EBITDA
EBITDA/Revenues

Depreciation and amortisation

Compensation subsidised assets deprec.

Provisions

EBIT
EBIT/Revenues

Number of Employees

Number of Employees

Operating Investment ( m)

Operating Investment

Table of Contents

2004

136

145

2004

237
49

286

2004

3.6
20,1
23,7

2,4

21,3
89,8%

34
1,0
0,5

0.4)

(2,0)
2,5

18,8
79,4%

7,0
0.2)
0,0

12,0
50,6%

2004

17

2004

54,5

2003

65

=)

74

2003

128
38

167

2003

2,7
10,7
13,4
2,0
11,3
84,7%

3,3
1,0
0,3
0,2
(0,9)
3,8

7,5
56,4%

3.8

0,1

3,6
27,3%

2003

13

2003

39,7

AMW

72

72

A%

84,7%
28,3%

71,7%

A%

33,3%
88,3%
77,3%

18,4%

87,9%
5,1 p.p.

3,6%
-3,4%
83,9%

-116,2%
-35,1%

149,7 %
23,0 p.p.

81,6%

-29,0%

229,4%
23.4 p.p.

A%

30,8%

A%

37,3%
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As from July 2003, Special Regime Producers Enernova and EDP Bioeléctrica were excluded from EDP Produ¢do s consolidation
perimeter.

Installed capacity in wind farms increased 72 MW during 2004, to 136, due to the start-up of 5 new wind farms: Fonte da Quelha (12
MW), Alto Talefe (12 MW) and Padrela/Soutelo (7.5 MW) in 1Q04; Vila Nova I (20 MW) in 3Q04; and Serra do A¢or (20 MW) in 4Q04.
Enernova also started the re-powering of the Vila Nova I wind farm (6 MW) that is likely to enter into service during the first half of 2005.
The expected IRR of these wind projects is approximately 12%.

The additional 72 MW allowed an 84.7% increase, to 237 GWh, in wind energy production despite lower wind availability in 2004 vs.

2003. However, wind output in the 4Q04 was particularly high due to the additional capacity of 20 MW and to a 34% load factor'” in the
4Q04, when compared to 22% in the 9MO04, as a result of a high number of wind hours during this period.

EDP s renewables EBIT increased more than three fold YoY. The high level of investments in new wind farms has increased own work
capitalised, while the entry into service of those five new wind farms has influenced both the increase in wind output and the increase in
depreciation.

Load Factor: number of equivalent hours to the output of a wind farm relative to the total number of hours in the period, considering the
date of entry into industrial service of each wind farm.
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New Decree-Law for Portuguese Renewable Energy

1)

2)

3)

On February 16™, 2005 the Portuguese Government published Decree-Law no. 33-A/2005 which sets out the framework for the
remuneration of generation from renewable sources.

The new regulatory framework, which updates the value of some variables, provides a clearer and more stable regulatory environment by
granting existing and new generators, tariff stability for a period which can be considered to be long enough to properly remunerate
renewable investors.

For wind farms'" that are already licensed, or those licensed within one year following the publication of this DL, the tariff remains at the
current 88.2/MWh for 2005, adjusted by inflation, for a 15 year term as from the date of the new regulation. After this guarantee period,

the tariff will converge with the pool price level plus a premium for the sale of green certificates @, [Chart 1]

For those wind farms licensed more than a year after the publication of this DL, the initial tariff will be calculated based on the parameters
defined in the new DL, growing at the inflation rate until one of the following occurs: 15 years go by since the generation unit started
supplying the network or the wind farm production reaches 33 GWh. After this guarantee period, the tariff will converge with the pool

price plus a premium for the sale of green certificates @, [Chart 2: Tariff of 73.7/MWh, considering a Wind Farm with a 27% Load Factor
(2,350 hours/year)]

This new regulation is not expected to impact EDP s 2005-2007 Business Plan for two reasons: (i) 40% of our estimated installed capacity
in 2007 (339 MW) is already licensed and so, subject to the old tariff ; (ii) EDP s Business Plan already considers a convergence between
the Portuguese and the Spanish regulatory framework which, by itself, implies a decrease in the remuneration of Portuguese wind
generation.

1. Tariff for Wind farms with establishment licence ®

2. Tariff for Wind farms with establishment licence

For more details on other renewable technologies, please refer to Decree-Law no. 33-A/2005

Assuming the existence of negotiable green certificates. If this is not the case, for an additional period of five years, the tariff corresponds
to those of wind farms starting generating at that time.

Considering a Wind Farm with a 27% Load Factor (2350 hours/year)

11
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Energy Consumption in Portugal

Electricity Sales (GWh)

Energy delivered to Distribution
Sales to EDP power plants

Own consumption - distribution
Distribution losses

Total electricity sales @

Electricity sales - BES ©®
VHV (Very high voltage)
HV (High voltage)

MV (Medium voltage)
SLV (Special low voltage)
LV (Low voltage)

PL (Public lighting)
Electricity sales - NBES ¢
EDP

HV (High voltage)

MV (Medium voltage)
SLV (Special low voltage)
Non-EDP

HV (High voltage)

MV (Medium voltage)
SLV (Special low voltage)

Electricity Clients 5)

Binding consumers

VHV (Very high voltage)
HV (High voltage)

MV (Medium voltage)
SLV (Special low voltage)
LV (Low voltage)

PL (Public lighting)
Non-binding consumers
EDP

HV (High voltage)

MV (Medium voltage)
SLV (Special low voltage)
Non-EDP

HV (High voltage)

MV (Medium voltage)
SLV (Special low voltage)

Total electricity consumers

% Growth

BES & NBES Consumption - 2004

Table of Contents

2004 2003" A%
44.808 42.261 6,0%
(13) (15) 13,0%
(29) (33) 13,0%
(3.451) (3.259) 5,9%
41.315 38.955 6,1%
34.552 34.907 1,0%
1.222 1.115 9,6%
4.340 3.680 17.9%
6.506 8.600  -243%
3.155 3.050 3.4%
18.112 17.296 47%
1218 1.167 4,4%
6.763 4.048 67,1%
4.381 2.724 60,8%
25 46 -44,6%
4.337 2.679 61,9%
19
2.381 1.324 79,9%
24 68  -65,0%
2.343 1.256 86,6%
14
2004 2003 A
5.818.504 5.766.368  52.136
20 16 4
154 130 24
18.184 19.039 (855)
27.306 28.184 (878)
5728.865 5.676.952 51913
43.975 42.047  1.928
4.838 1920 152,0%
3.616 1405  157,4%
1 1 0,0%
2.248 1.404 60,1%
1.367
1.222 515  137,3%
2 2 0,0%
887 513 72,9%
333
5.823.342 5.768.288 55.054
1,0%

BES & NBES Consumption - 2003
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EDP Comercial Market Share in NBES: 64.8 % EDP Comercial Market Share in NBES: 67.3%

Demand for electricity went up 6.1% year-on-year, mostly due to a warm summer, a particularly cold winter and to the fact that
cogenerators opted to sell to the binding system all of the energy they produce. Also note that Portuguese electricity consumption growth
has been historically higher than GDP growth. This is due to the fact that electricity consumption per capita in Portugal is still below the
European average.

Electricity sales in the binding system, which accounted for 84% of total electricity distributed in Portugal, decreased 1.0% year-on-year
mostly due to the continued transfer of some MV customers to the non-binding system. Despite the transfer of some SLV clients to the
liberalised market, this segment continues to grow at an healthy rate of 3.4%. EDPD gained 4 VHV and 24 HV clients that explain the
9.6% and 17.9% growth in VHV and HV segments, respectively.

Full liberalisation occurred in August 2004, nevertheless, the ability of LV clients to choose their supplier still depends on ERSE s approval
of some technical solutions.

2003 Energy Balance was adjusted in 40 GWh to include sales from Soporgen and Energin under sales to EDP Group for final
consumption .

Figures presented include Sales to EDP Group for final consumption.

BES - Binding Electricity System.

NBES - Non-Binding Electricity System.

Figures presented include EDP Group companies.
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EDP Distribuicao

EDPD s Electricity Gross Profit (Regulated Revenues) increased 7.7% year-on-year, due to increased demand and higher than expected
energy costs. This is the result of: (i) a 2.0% increase in allowed revenues for the Use of the Distribution Grid Activity (UDGr), which
accounts for 73% of EDPD s total allowed revenues; (ii) a 1.4% increase in allowed revenues for the Network Services Activity (NS); (iii)
a 10.2% increase in allowed revenues for the Supply in the Public System Activity (SPS); (iv) a 15.0 million decrease in t-2 tariff
adjustments for UDGr, NS and SPS activities; and (v) a 77.1 million increase in tariff adjustments for Energy Acquisition Activity.

Allowed Revenues for the UDGr reflect: (i) a 3.7% reduction in unit revenues for HV/MV and a 2.8% fall in LV unit revenues, as well as
(ii) a 6.1% average increase in consumption.

Allowed Revenues for the Energy Acquisition Activity are mainly related to: (i) a 50.0 million t-2 tariff adjustment that reflects the
recovery of the 2002 differences between EDPD s estimated and real costs with energy acquisition in the non-binding system; (ii)a 13.9
million t-2 tariff adjustment that relates to 2002 differences between the tariff invoiced to final clients (estimated and settled by ERSE) and
amounts paid to REN for energy acquisition; and ...

Regulated Revenues ( mjD 2004 2003(1)
Unit revenue for the UDGr: HV and MV ( / MWh) 9,48 9,84
Electricity delivered to BES/NBES consumers: HV and MV (GWh) 41.613 39.188
Unit revenue for the UDGr: LV ( / MWh) 23,87 24,55
Electricity delivered to BES/NBES consumers: LV (GWh) 22.518 21.512
UDGrtr total allowed revenues 931,8 913,9
Average assets of the NS activity (net of amortisations) 336,1 317,6
Return on average assets of the NS activity (%) 9,0% 9,0%
Assets amortisation of the NS activity 70,4 61,9
Annual structural comercial costs of the NS activity 60,6 68,4
Network Supply total allowed revenues 161,2 159,0
Average assets of the SPS activity (net of amortisations) 47,2 32,5
Return on average assets of the SPS activity (%) 9,0% 9,0%
Assets amortisation of the SPS activity 8.8 3,5
Annual structural comercial costs of the SPS activity 85,6 83,1
Supply in BES total allowed revenues 98,7 89,5
t-2 tariff adjustment for UDGr activity (7,3) (13,9)
t-2 tariff adjustment for NS activity 0,7

t-2 tariff adjustment for SPS activity 0,4 22,7
t-2 tariff adjustments for UDGr, SPS and NS 6,2) 8,8
t-2 tariff adjustment for Energy Acquisition activity 66,1

t-1 tariff adjustment for Energy Acquisition activity 21,3 10,2
Allowed Revenues for Energy Aquisition Activity 87,4 10,2
Total allowed revenues after tariff adjustment 1.272,9 1.181,5
Electricity Sales & Gross Profit ( m) 2004 2003 A%

Table of Contents 32



Edgar Filing: MCDERMOTT INTERNATIONAL INC - Form 10-K

VHYV ( Very High Voltage)
HV (High Voltage)

MV (Medium Voltage)

SLV (Special Low Voltage)
LV (Low Voltage)

Public lighting
Interruptibility discounts
Tariff correction discounts
Invoiced Sales - BES
Invoiced Sales - NBES
Distribution 2001 Reposition
Distribution 2002 Reposition
Distribution 2003 Reposition
Distribution 2002 *
Distribution 2003
Distribution 2004

Tariff Adjustments

Electricity Revenues

(-) Tariff adjustments reposition

Sales to customers before reposition

Electricity purchases

Electricity Gross Profit

51,7 453 14,0%
205,7 1663  23,7%
4903 6184  -20,7%
3040 2902 47%

2.360,8  2.210,2 6.8%
102,0 95,7 6,5%
(304) (26,7 -137%

(0,5) (14)  653%

3.483,5 3.398,0 2,5%
126,6 70,5 79,7%

(6,7)
(57,7  (10,2)
21,3)

17,9

77,0
(13,2)
92,1) 77,9

3.518,1 3.5464  -0,8%
(78,9) 0,9

3.597,0 3.5454 1,5%

2324,1 23640  -1,7%

12729 11815 77%

... (iii) a 21.3 million t-1 tariff adjustment that reflects the 2003 differences between estimated and real fuel costs of energy acquisition for the

LV segments.

The - 92.1 million tariff adjustment recognised in 2004 is made up of - 57.7 million from the reposition of the positive 2002 tariff
adjustment, - 21.3 million from the reposition of the 2003 positive adjustment related to the recovery of differences between estimated and
real fuel costs regarding energy acquisition for the LV segments and - 13.2 million from the tariff adjustment of the year 2004 as real

consumption in the BES was 1.7% above ERSE s estimate used for the 2004 tariffs.

Electricity purchases, which are a pass-through to final tariffs, reflect the decrease in energy sales to the BES and a decrease in fuel costs
(fuel-oil and natural gas) estimated by ERSE when establishing 2004 tariffs. In 2004, fuel costs came above ERSE s estimate: (i) 1H2004

differences in fuel costs for energy acquisition for the HV/MV segments were reflected in the tariffs in the 2H2004; (ii) 2H2004

differences in fuel costs for energy acquisition for the HV/MV segments will be reflected in the tariffs in the 1H2005 and (iii) 2004
differences in fuel costs for energy acquisition for the LV segments will be reflected in the tariffs in 2005 (Note that differences in fuel
costs are calculated on a quarterly basis and passed to the tariffs with a 6 months lag for HV/MV segments and the following year for LV

segments).

M Allowed Revenues for the year 2003 were calculated on the basis of an estimated Energy Balance

@ Extraordinary adjustment regarding a revision made to the 2002 tariff adjustment following a correction to the amounts of electricity

distributed that year
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EDP Distribuicao

Materials ( m) 2004 2003 A%
Own Work Capitalised 110,3 95,3 15,8%
Maintenance Works 13,9 16,1 -13,3%
Materials 1242 111,3 11,6%
Supplies & Services ( m) 2004 2003 A%
Supplies&Services - Group 10,5 90,7 11,9%
Supplies&Services - Non-Group 1149 1156 -0,6%
Maintenance costs 36,1 353 2,4%
Specialised works 34,3 35,6 -3,7%
Communications 16,4 16,3 0,8%
Insurance costs 6,6 57 16,5%
Others 21,5 22,8 -57%
Total Supplies&Services 2164 2063 49%
Personnel costs ( m) 2004 2003 A%
Total Personnel Costs 355,1 3938 -9.8%
Early retirement correction 59,8 75,5 -20,9%
Social benefits with early retirees 8,9 11,1 -194%
Medical care with inactives 14,5 14,0 4,1%
Adjusted Personnel Costs 2719 2932 -7,3%
Number of employees 5.532 6.334 -12,7%

Costs with materials increased 11.6% year-on-year to  124.2 million, of which 89% are mostly related with the distribution grid and
accounted for as own work capitalised . Consequently, costs with materials for maintenance works decreased 13.3% during the period,
benefiting from fewer failures in the network following the efforts made to improve service quality and more favourable weather
conditions.

Group supplies and services rose 11.9% year-on-year due to: (i) higher IT costs (+ 4.4 million) and (ii) an increase in management fees and
costs with information systems invoiced by EDP, S.A. (+ 4.2 million).

Non-group supplies and services decreased 0.6% year-on-year, reflecting: (i) a 2.4% increase in maintenance works, which was
more than compensated by (ii) a 3.7% decrease in specialised works expenses following lower costs with the Contact Centre.

The big savings came from personnel. Total personnel costs were down 9.8% year-on-year despite a 2.8% average increase in salaries.
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In Q4, within the scope of the HR Restructuring Program agreed with ERSE, EDPD negotiated 37 dismissals and 302 early retirements. In
2004, the HR Restructuring Program resulted in a reduction of 791 employees at EDPD 86 negotiated dismissals, 705 early retirements
which added to the 500 employees that were reduced in 2003, totals a reduction of 1,291 employees for the first two years of the program.
We recall that EDPD s target was to reduce its workforce by 1,350 employees until 2006. The Regulatory Asset created for this purpose
currently amounts to 447 million. In addition, EDPD made 25 retirements during 2004.

Another efficiency measure regarding HR, outside that negotiated with ERSE, consists of the flexible retirement . In 2004, EDPD signed
agreements with 281 early retirees to bring forward their retirement age, which implies a total extraordinary cost of 10.5 million and
should enable personnel costs savings of 37 million over the next 5 years. This is reflected in early retirement correction and social
benefits with early retirees items.

All in all, in 2004, the HR Restructuring Program enabled personnel costs savings at EDPD of 33 million ( 22 million from negotiated
dismissals and early retirements and 11 million from anticipating the retirement age). However, these costs reductions, which mostly

impact on the early retirement correction and social benefits with early retirees items, do not show at the consolidated level because EDP
uses the provision, specially created at the Holding level to cover for early retirement costs, directly against the personnel costs line.

Productivity has been increasing consistently. Energy sales per employee increased by 33% over the last 2 years.

Customers/Employee & Sales/Employee

(M The Deferred Income initially created to cover for the costs of the Early Retirees within the HR Restructuring Program was reclassified
under Provisions
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EDP Distribuicao

Operating Income Statement ( m)

Electricity sales - Group
Electricity sales - Non-Group
Services provided

Other sales

Operating Revenues

Direct Activity Costs

Gross Profit

Gross Profit/Revenues

Materials and goods for resale
Supplies and services - Group
Supplies and services - Non-group
Personnel costs

Concession fees

Other operating costs (or revenues)
Own work capitalised

Operating Costs

EBITDA

EBITDA / Revenues

Depreciation and amortisation
Comp. of subsidised assets depreciation
Provisions

EBIT

EBIT/ Revenues

Investment ( m)

Distribution Grid
Information Systems
Other Investments

Operating Investment
Investment Subsidies - Cash
Investment Subsidies - Kinds

(-) Total Investment Subsidies

Operating investment excl. subsidies

2004 2003 A%
86,8 35,7
3.431,3 3.510,6 -2,3%
239 24,7 -3,3%
2,7 1,9 40,5%
3.544,7 3.573,1 -0,8%
2.324,1 2.364,0 -1,7%
1.220,6 1.209,1 1,0%
34,4% 33.8% 0,6p.p.
124,2 111,3 11,6%
10L,5 90,7 11,9%
114,9 115,6 -0,6%
355,1 393.8 -9,8%
186,1 171,7 8,4%
(13,2) (13,4) 1,5%
(196,4) (183,8) -6,8%
672,2 685,9 -2,0%
548,4 523,2 4,8%
15,5% 14,6% 0,8p.p.
3524 345.5 2,0%
(72,4)
47,6 42,7 11,5%
220,8 135,0 63,6 %
6,2% 3,8% 2,5p.p.
2004 2003 A%
414,8 346,7 19,6%
72 14,8 -51,5%
46,5 432 7,6%
468,4 404,7 15,8%
88,0 59,7 47,4%
70,4 61,0 15,3%
158,4 120,8 31,2%
310,0 283,9 9,2%

Even though gross profit increased by a mere 1.0% year-on-year, the company s efforts to improve its operating efficiency enabled a 4.8%

year-on-year increase in EBITDA, up to  548.4 million in 2004.

Concession fees (based on the previous year s LV sales, up 7.2%) reflect a 0.25 p.p. increase to 7.5% in the average rate paid to

municipalities.
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Provisions for the period totalled 47.6 million, up 11.5% year-on-year. In 2003, provisions benefited from a change in EDPD s accounting
procedures (the constitution of provisions for doubtful clients was netted off against the extraordinary gains resulting from the reversal of
this kind of provision), which was not the case in 2004 as most of the extraordinary gains with provisions resulted from the write-off of
existing debts.

The compensation of the amortisation of subsidised assets , which had been until 2003 considered an extraordinary gain, was accounted for
as an operating item.

EDPD s total operating investment increased 15.8% year-on-year to 468.4 million in 2004, of which 89% was invested in the distribution
grid to improve the quality of service. Investment in the distribution grid was up 19.6% year-on-year and allowed for an improvement of
the equivalent interruption time at the MV grid (215 min in 2004, down from 341 min in 2003).
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Hidrocantabrico (100%) - Generation & Supply

Spain Energy Balance (GWh)

Generation

Special Regime

Imports

Market Sales & Purchases
Regulated Distribution

Supply
Exports

Source: OMEL

HC s Net Electricity Generation (GWh)

Hydroelectric
Nuclear

Aboiio
Soto de Ribera

Coal

Castejon CCGT

Total Generation
Pumping
Energy delivered to the Pool

HC s market share in wholesale market

Generation - Selling Price & Fuel Costs

Avg. HC Selling Price to the Pool ( /MWhﬁl)
Avg. HC Fuel Cost ( /MWh)”

Supply - Electricity Sales to Clients

Table of Contents

2004 2003 A%
194.221 183.633 5.,8%
43.959 39.659 10,8%
8.061 8537 -5,6%
246.241 231.830 6,2%
156.704 158.804 -1,3%
78.209 65.561 19,3%
11.328  7.465 51,8%

2004 2003 A%
854 861 -0,8%
1.237 1.257 -1,6%
6.644 6.573 1,1%
3.712 3918 -5,3%
10.356 10.491 -1,3%
1.961 1.546 26,8%
14.407 14.154 1,8%
(109) (127) 13,9%
14.298 14.028 1,9%
7.4% 7,6% -0,3p.p.

2004 2003 A%
33,8 35,8 -5,6%
20,7 16,1 28,6%

2004 2003 A%
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Electricity Supplied (GWh) 4.616 4.712 -2,0%
Sales of Electricity Supplied ( m) 259,1 260,8 -0,7%
Number of Clients 5.276 3.376 56,3%
Gross Profit (Generation + Supply) 2004 2003 @ A%

Revenues 806,1 9114 -11,5%
Direct Activity Costs 546,7 597,6 -8,5%
Gross Profit 2594 313,8 -17,3%

@

2)

3)

Demand in the Spanish electricity market grew 4.0% (REE source) versus 2003, explained by higher economic activity. Hidrocantdbrico s
generation output was up 1.8% in 2004 mostly due to a 26.8% increase in CCGT Castejon s generation in a dry period (Spanish
hydrological coefficient dropped from 1.15 to 0.79), which compensated the 5.3% decrease at Soto de Ribera s electricity generation
following triennial maintenance works at Soto de Ribera III last April.

Pool prices, although lower than in 2003, were able to recover in the last quarter to approximately 40/MWh on average as a result of the
abnormally dry period. It is important to note that in 2004 Hidrocantdbrico was able to account 9.5 million of CTCs by differences as a
receivable, which partly compensated the lower pool price.

During 2004 the increase in fuel costs put pressure on Hidrocantdbrico s generation margins. The increase in the price of imported coal is
mainly explained by demand pressures in China and India, while the cost of natural gas, although lower than in 2003, was influenced in the
last quarter by the increase in the oil price and its derivatives during 2004.

Overall, Gross Profit of the Generation and Supply activities decreased 17% (with a recovery in the last quarter thanks to a higher pool

price) mostly explained by the increase in average fuel costs and a lower average selling price to the pool, which had a negative impact of
64.7 million and 24.5 million, respectively. This was partly offset by the increase in the electricity sold to the pool (+ 5.3 million), positive

CTCs by differences (+ 12.3 million versus 2003) and a better performance of the supply activity which benefited from the average lower

pool prices (+ 5.7 million).

Includes wholesale market, ancillary services and capacity payment.

Excluding hydroelectric emission to calculate the average.

2003 figures include sales and purchases of gas.
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Hidrocantabrico (100%) - Electricity Distribution & Gas Activity

Elect. Distribution (GWh) 2004 2003 A%

Low Voltage 2.254 2.148 4,9%
Medium Voltage 1.057 991 6,7%
High Voltage 5.691 5.520 3,1%
Electricity Distributed 9.002 8.659 4,0%
of which: access clients 1403 1.245 12,7%
Elect. Distribution ( m) 2004 2003 A%

Transmission 7,6 6,4 19.2%
Distribution 93,4 92,6 0,9%
Commercialisation 7,4 77  -3,4%
Elect. Regulated Revenues 1084 1066 1,7%

Direct Clients in Elec. Distribution

Electricity Distribution: Distribution revenues reflect the allowed revenue agreed for 2004 by Decree Law, while the rise in the transmission

revenue is due to the new transmission grid put into service whose remuneration is based on the return on invested capital (10-year Spanish

Treasury Bond plus 150 bps). According to the Decree Law that sets the revenues for the Spanish regulated electricity activities for 2005, of the
2,942.77 million attributed to the electricity distribution activity, 95 million were allocated to Hidrocantdbrico.

Gas Distribution (GWh) (D 2004 2003 A%
Gas Distributed to direct clients 7.227 4.370
Gas Distributed to access clients 14.832 5.257
Total Gas Distributed 22.059 9.627
Gas Supply (GWh) 2004 2003 A%
Basque Country 9.099 2.934
Rest of Spain 1.890 2.777
Gas Supplied 10.989 5.711
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Gas Distribution ( mj» 2004 2003 A%
Transmission 10,5 5,5
Distribution 96,5 63,1
Commercialisation 11,1 5,3
Gas Regulated Revenues 118,0 73,9
Gas Supply ( m) 2004 2003 A%
Basque Country 119,9 65,6
Rest of Spain 25,7 41,5
Gas Sales 145,5 107,0

Direct Clients in Gas Distribution

Clients in Gas Supply

Gas consumption in Spain was up 16% in 2004 because of the increase in electricity generation based on CCGT technology. The increase in the
number of clients, particularly in the liberalised segment, also contributed to this growth.

Gas Distribution: The inclusion of Naturcorp in Hidrocantabrico since August 2003 contributed to the 12,432 GWh increase in gas distributed

in 2004 vs. 2003. With Naturcorp, Hidrocantdbrico had a 7% market share of gas distributed in Spain in 2004 vs. a 4% market share in 2003.
According to the Law which sets the revenues for the Spanish regulated gas activities for 2005, of the 1,179.7 million attributed to the gas
distribution activity, 120.8 million or 10% were allocated to Naturcorp and its subsidiaries ( 108.9 million considering the consolidation method
of its subsidiaries).

Gas Supply: The inclusion of Naturcorp also had an important impact on the gas supplied to liberalised clients. In 2004 Hidrocantébrico had a
5.5% share of the liberalised market (excluding supply to the electricity sector) vs. 3.4% in 2003. As for the total Spanish gas market, both
regulated and non-regulated, Hidrocantabrico sold 18,216 GWh of gas, corresponding to a 7.2% market share (excluding supply to the electricity
sector).

@ Operating data considers 100% of Naturcorp s gas distribution subsidiaries figures, while all financial data considers the consolidation
method.

17
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Hidrocantabrico (100%)

Business Areas

Breakdown

Revenues

Direct Costs

Gross Profit

Gross Profit/Revenues
Personnel Costs

Other (net)
Operating Costs
EBITDA
EBITDA/Revenues
Depreciation

Comp. of subsidised assets
dep.

Provision

EBIT
EBIT/Revenues

# of employees

(0]

Generation & Supply Electricity Distribution Gas Special Regime
2004 2003 A% 2004 2003 A% 2004 2003 A% 2004 2003 A%
806,1 9114 -11,5% 436,8 4281 2,0% 6354 2418 67,8 34,0 99,7%
546,7 597,6 -8,5% 319,9 3154 1,4% 4839 151,5 31,1 17,9 73,4%
2594 3138 -17,3% 116,9 112,6 38% 151,5 90,4 36,8 16,1 129,1%
322% 344% -22pp. 268% 263% 04p.p. 23.8% 37.4% 54,2% 47,3% 7p-p-
38,2 36,2 5,7% 20,7 22,7 -9,0% 17,0 8,7 4,7 4,7 0,2%
31,8 33,6 -5,5% 32,6 19,1 70,9% 234 14,9 3,1 0,2)
70,0 69,8 0,3% 53,3 41,8 27,4% 40,4 23,6 7,8 4,5 74,7 %
1894 244,0 -224% 63,6 709 -102% 111,1 66,8 29,0 11,6 150,0%
235% 26,8% -33p.p. 146% 16,6% -2,0p.p. 175% 27,6% 42, 7% 34,1% 8,6p.p.
95,5 93,3 2,3% 30,6 29,1 5,2% 30,7 18,5 14,1 59 140,5%
0,1 (1,8) (1,5) 0,2)

0,7 0,8 -16,6% 0,4 1,1 -67,2% 0,5 0,0 0,2 0,7 -77,5%
93,5 1499 -37,6% 344 40,6 -153% 81,5 48,2 14,9 5,0 198,7 %
11,6% 16,4% -4.8p.p. 7,9% 9,5% -1,6p.p. 12,8% 19,9% 22,0% 14,7% 7,3p.p-
562 585 -3,9% 357 395 -9,6% 299 277 8,1% 121 98 23,5%

AYoY million

Generation & Supply: The EBITDA of the electricity generation and supply activity fell 22.4% mainly due to higher fuel costs and, to a lesser
extent, lower pool prices in 2004. Nevertheless, lower pool prices were compensated by CTCs and by better supply margins.

The internal transfer of employees to the supply activity had a negative impact on personnel costs. Operating costs remained flat since the
revenues ( other revenues ) associated with the customer relationship management provided to Hidrocantdbrico s distribution activities
compensated the increase in personnel costs.

Electricity Distribution: The rise in regulated revenues, higher revenues from rentals of underground network infrastructure and maintenance
works provided to wind farms contributed to the 3.8% gross profit increase in 2004. Operating costs are not comparable with 2003 because some
of the costs at the holding level are now allocated to this activity (- 9.9 million). On a comparable basis EBITDA would have increased by 4%.

Gas: The 44.4 million increase at this activity s EBITDA is mostly explained by the full year consolidation of Naturcorp, which was acquired by

Hidrocantdbrico in July 2003. It is important to note that the bulk of Gas EBITDA comes from the regulated distribution activity, thus providing

stable operating cash-flows.
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Special Regime: As a result of the capacity increase from 143 MW in 2003 to 346 MW in 2004 (+142 MW in wind, +39 MW in waste and +18

MW in cogeneration), with substantial investment in the period, the net output went up 179% to 586 GWh. It is important to note that, wind

farms reached 223 MW of installed capacity and 272 GWh of electricity output (despite of the stoppages due to lack of wind), contributing with
17.1 million to 2004 gross profit, a 15.5 million increase compared to 2003.

@ In 2003, Naturcorp was fully consolidated since August
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Hidrocantabrico (100%)

Capex ( m)

Generation

Electricity supply
Electricity distribution
Gas

Special regime

Other

Operating investment
Recurring investment
Non-recurring investment

(-) Subsidies

Capex

Financial Results ( m)

Net financial interest paid

Income from group&associated cos.

Goodwill amortisation
Other

Financial results

Goodwill amortization ( m)

Merger goodwill
Naturcorp
Genesa

Other

Total

Extraordinary results ( m)

Fixed assets gains / (losses)
Prior year adjustment (net)
Other gains / (losses)

Extraordinary results

Table of Contents

2004 Capex Breakdown

2004 2003 A%
33,1 212 559%
1.8 52 -663%
387 470  -17.5%
56,6 30,0  88.7%
1680 783  114.6%
9,1 108 -15.8%
3073 1925  59.6%
1351 1113 214%
172.3 812  112,0%
132 149  -11,5%
2941 1776  65,6%
2004 2003 A%
(774)  (844)  83%
3,1 20 529%
SL1) (7000 -16,0%
(1,6) 3.7  568%
(157,0) (156,0)  -0,6%
2004 2003 A%
46,5 46,5 0,0%
32,6 190  71,6%
1.5 1.6  -69%
0,5 28  -82,9%
81,1 700  16,0%
2004 2003 A%
20,9 0,2)
6,6) (11,00  39,5%
13.8 12,8 7,8%
28,1 1,7
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Capital expenditure increased 65.6% compared to 2003, mainly explained by strong investments in the Special Regime activity and by the
full year consolidation of Naturcorp.

Investments in Special Regime had a strong increase in the period with the conclusion of the Albacete wind farm (124 MW), which started
operations in November 2004. During 2004 Hidrocantabrico invested 96.4 million in this project, which is expected to have an IRR of
10.6%. Additionally, Hidrocantdbrico invested 11.0 million in completing 39 MW of waste generation plants.

Regarding the Gas activity, Hidrocantdbrico invested 17.7 million in the gas transport network and 26.3 million in the gas distribution
network in 2004.

Following the financial debt reduction from 1,965 in 2003 to 1,806 in 2004, net interest charges improved by 8.3%. However, total
financial results decreased 0.6% as a result of higher non-cash costs (due to the full year consolidation of the goodwill on Naturcorp s
acquisition).

In the 4Q2004 Hidrocantdbrico divested from non-strategic activities and focused on its traditional business. Hidrocantdbrico sold its
34.964% stake in Retecal, a regional cable operator, to Ono, for 57.5 million in cash, which represented a capital gain of 25.0 million.

19
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Hidrocantabrico (100%)

Income Statement ( m) 2004 2003 A%
Revenues 1.783,6 1.656,4 7,7%
Direct Costs 1.218,6 1.125,1 8,3%
Gross Profit 565,0 531,2 6,4%
Gross Profit/Revenues 31,7% 32,1% -0,4p.p.
Supplies and services 91,8 83.4 10,1%
Personnel costs 97,7 92,8 5,3%
Other operating costs (or revenues) 15,0 6,5

Own work capitalised (15,3) (10,0) -53.5%
Operating Costs 189,2 172,7 9,5%
EBITDA 3758 358,5 4,8 %
EBITDA/Revenues 21,1% 21,6% -0,6p.p.
Depreciation 173,6 150,3 15,5%
Compensation of subsidised assets depr. (3,6)

Provision 0,7 2,7 -74,0%
EBIT 205,1 205,6 -0,2%
EBIT/Revenues 11,5% 12,4% -0,9p.p.
Financial Results (157,0) (156,0) -0,6%
Extraordinary Results 28,1 1,7

Income Before Taxes 76,3 51,3 48,8 %
Income Taxes 23,1 7,2 218,4%
Minorities 17,9 13,0 37,5%
Net Profit 35,3 31,0 14,0 %
Number of employees 2004 2003 A%
Number of employees 1.566 1.569 -0,2%

Consolidated EBITDA in 2004 increased by 4.8% following:

i) the fall in the generation activity s gross margin mainly due to a rise of the imported coal prices since the 4Q2003 and lower pool prices during
2004 (- 89.2 million). This was partly offset by positive CTCs (+ 12.3 million) and a better gross margin in the supply activity (+ 5.7 million);

ii) the 4% increase in the electricity distribution s gross profit (+ 4.2 million), which was due to the increase in regulated revenues and services
provided;

iii) the 17.4 million increase in the special regime EBITDA benefiting from the Cantabrico (65 MW), Arlanzén (34 MW) and Albacete (124
MW) wind farms;
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iv) the 44.4 million increase in the EBITDA of the gas activity following consolidation of Naturcorp since August 2003;

Depreciation increased 15.5% following the full year consolidation of Naturcorp and the investments made in the special regime activity.
Net Profit increased 14.0% following new capacity in wind farms, the full year consolidation of Naturcorp and the capital gain on the sale
of Retecal.

Note: Hidrocantdbrico P&L was proportionally consolidated (40%), while its Balance Sheet was fully consolidated.
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Brazil - Distribution

Energy Sales & Gross Profit

Energy Sales (GWh)

Electricity delivered to distribution
Distribution losses

Residential customers

Industrial customers

Commercial customers

Other customers

Distribution companies

Electricity sales

Third-party access

Total Electricity Distributed

Gross Profit (R$ m)
Residential customers
Industrial customers
Commercial customers
Other customers
Distribution companies
Electricity sales
Third-party access revenues

1
Other Revenues

Total Revenues
(-) Direct activity costs

Gross Profit

Average Tariff to customers (R$/MWh)

Bandeirante Escelsa Enersul

2004 2003 A% 2004 2003 A% 2004 2003 A%
13.442 12.390 85% 8.254 8.185 0,8% 3.606 3.391 6,4%
(1.254) (1.009) 242% (1.076) (997) 79% (578) (533) 8,4%
2.283 2.132 7,1% 1.192 1.195 -0,3% 912 872 4,6%
4.355 5.227 -16,7% 2.498 2.745 -9,0% 580 654 -11,4%
1.235 1.180 4,7% 775 754 2,8% 585 547 6,8%
941 1.004 -6,2% 856 888 -3,6% 762 712 7,0%
305 318 -4.2% 12 30 -60,3%
8.814 9.543 -7,6% 5.626 5.900 -4,7% 2.850 2.816 1,2%
3.375 1.837 83,7% 1.552 1.287 20,6% 178 41 332,4%
12.189 11.381 7,1% 7.178 7.187 -0,1% 3.028 2.857 6,0 %
717,17 599.6 19,7% 329,5 3013 94% 272,0 219,7 23,8%
728.4 7349 -0,9% 3394 3159 74% 111,3 97,9 13,7%
331,9 283.,5 17,1% 195,8 171,0 14,5% 170,2 135,0 26,1%
180,8 164,8 9,8% 149,6 139,7 7,1% 146,2 115,0 27,1%
28,5 26,2 8,9% 1,9 48 -59.8%
1.958,9 1.782.,8 99% 1.042,9 954,0 93% 701,6 5724 22,6 %
121,8 34,1 257,3% 81,6 39,2 108,3% 11,1 2,3 3752%
(129,2) (142.5) 9,3% 64,8) (49,5 -309% (11,6) (11,1) -4,0%
1.951,5 1.674,4 16,5% 1.059,6 9437 123% 701,1 563,6 24,4%
1.237,6 1.235,7 0,2% 672,6 580,2 159% 357,2 28873 23,9%
713,8 438,7 62,7 % 387,0 363,5 6,5% 344,0 2753 24,9 %
2222 186,8 19,0% 185,4 161,7 14,6% 246,2 203,3 21,1%

Total Electricity distributed by Brazilian Subsidiaries (GWh)

Total electricity distributed by EDP s subsidiaries in the Brazilian market increased 4.5% reflecting a stronger economic environment in
that region. This is mostly evidenced in the highly industrialized Sao Paulo region served by Bandeirante, where industrial consumption
(direct + third-party) increased 9%. Consumption in Escelsa s concession area remained flat due to the mild temperatures and high rainfall
during part of 2004 that affected the residential and rural segment, respectively, and also due to the implementation of auto-generation
solutions by big clients. On the other hand Enersul s region saw unusually high temperatures and dry weather during 2004 (residential and
rural), and benefited from strong local economic growth.
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Bandeirante s gross profit increased 63% as a result of the 7.1% growth in consumption and the effect of the tariff increases granted in the
tariff revision of October 2003 (+18.08%) and tariff adjustment of October 2004 (+15.95%). It is important to note that, in October 2004
ANEEL reduced the agreed tariff increase of October 2003, from 18.08% to 10.51%, as a result of a provisional correction of the
company s Regulatory Asset Base. This could have a retroactive impact estimated at R$103.9 million related to excess revenues booked
between October 2003 and October 2004. This amount was fully provisioned in the 9M2004 (please see the 9M2004 Financial Results for
more details).

Escelsa s gross profit increased 6.5% following a flat consumption growth and the effect of the tariff increases granted in the tariff
adjustment of August 2003 (+17.30%) and tariff revision on August 2004 (+4.96%). The tariff increase granted in August 2004 is broken
down as follows: 1) a 6.33% increase from the tariff revision process; ii) a 3.74% increase due to the compensation of the past deviation on
non-controllable costs; and iii) a 5.11% reduction from a negative adjustment in Escelsa s Regulatory Asset Base, which had a retroactive
effect in the tariffs charged to clients since August 2001. As a result, Escelsa is giving back R$56.7 million to tariffs until August 2005,
which were already booked in the 9M2004 (please see the 9M2004 Financial Results for more details).

The 24.9% increase in Enersul s gross profit in the 2004 is mostly related to the strong consumption increase and to the 17.02% tariff
increase in April 2004.

M Includes Tariff Repositions, Tariff Accurals, Taxes over Revenues, Non-Invoiced Electricity and other revenues.
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Bandeirante Escelsa Enersul Generation & Trading o
P&L
R$ million 2004 2003 A% 2004 2003 A% 2004 2003 A% 2004 2003 A%
Revenues 1.951,5 1.6744 16,5% 1.059,6 943,7 123% 701,1 563,6 244% 396,44  231,7 71,1%
Direct Activity Costs  1.237,6  1.235,7 0,2% 672,6 580,2 159% 357,2 2883 239% 2214 1029 115,2%
Gross Profit 713,8 438,7 62,7% 387,0 363,5 6,5% 344,0 275,3 249% 175,0 128,88 35,9%
Gross
Profit/Revenues 36,6% 26,2% 10,4p.p. 36,5% 38,5% -2,0p.p. 49,1% 489% 0.2p.p. 442% 55,6% -1lp.p.
Materials and goods
for resale 6,6 70  -6,5% 10,3 8,6 19,0% 13,9 11,7 19,0% 0,4 0,3 15,0%
Supplies and services 101,5 75,2 35,0% 58,2 43,0 35,4% 45,1 35,7 26,4% 56,4 61,1 -7,8%
Personnel costs 92,0 92,3  -0,3% 73,4 71,0 3,3% 59,2 53,3 11,0% 6,1 4,6 32,0%
Other operating costs
(revenues) 12,0 9,5 26,5% 15,3 358 -57,1% 34 16,2  -79,2% 4,2 2,9 46,7%
Operating Costs 212,2 184,1 15,3% 157,2 158.,4 -0,8% 121,5 116,8 40% 67,0 68,9 -2,8%
EBITDA 501,7 254,7 97,0% 2298 205,1 12,1% 222,5 158,5 40,3% 108,0 59,9 80,3%
EBITDA/Revenues 25,7% 15,2% 10,5p.p. 21,7% 21,7%  0,0p.p. 31,7% 28,1% 3.6p.p. 272% 259% 1,4p.p.
Depreciation 84,5 72,8  16,0% 61,1 59,1 3,3% 55,0 54,6 0,7% 17,1 15,0 14,2%
Provision 109,3 5,6 12,8 17,9  -28,5% 13,5 14,7 -7,8% 3,6
EBIT 307,9 176,2  74,7% 155,9 128,1 21,7% 154,0 89,2 72,5% 87,3 44,9 94,3 %

Financial Debt
(Non-Group + Group)  783,6 790,6 -09% 1.577,8 1.650,1 -44% 544,5 587,5 -713% 660,99 219,8 200,8%
# employees 1.206 1.261 -4,4% 1.227 1.309 -6,3% 902 944 -4,4% 228 196 16,3%

Bandeirante: In 2004 Bandeirante benefited from strong consumption increase and higher tariffs, which contributed to the 97% rise at the
EBITDA level. During this period the company implemented an integrated modernisation program, which had an impact on software fees and
third-party services. This program includes the Customer Care & Service system to improve client management and preventive maintenance
programs, launched in the last quarter, to improve the technical service quality. It is important to note that the equivalent interruption time per
customer decreased 18% from 8.2 hours in 2003 to 6.8 hours in 2004.

Escelsa: Although demand was flat, Escelsa was able to increase gross profit and EBITDA thanks to tariff increases and a slight decrease in
operating costs. In 2004 Escelsa decided to outsource network maintenance services, as well as the call center, incurring therefore in higher
supplies and services costs. This contributed to the reduction of 82 employees and to an increase in personnel costs below inflation.
Additionally, the company incurred in higher costs with services regarding electricity cuts (due to non-payment from clients) and subsequently
re-connections, a measure implemented with the aim of increasing clients collection and reducing bad debts. The equivalent interruption time
per customer increased 7% from 10.7 hours in 2003 to 11.5 hours in 2004, as a result of two incidents in the transmission system (not
considering this, interruption time would have decreased to 10.1 hours).

Enersul: The company benefited from the strong consumption increase and higher tariffs, which contributed to the 40% rise at the EBITDA
level. During 2004 Enersul incurred in higher costs with the mailing of invoices (following a court decision that all invoices have to be send by
post), with electricity cuts and re-connections, and with maintenance of the network (mainly as a result of network increase). It is important to
note that the equivalent interruption time per customer decreased 14% from 11.1 hours in 2003 to 9.5 hours in 2004. Personnel costs were
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affected by annual salary adjustments above 10%.

Generation & Trading: In December 2004 EDP divested from the Fafen cogeneration plant for R$96 million. Therefore, financial figures only
include Fafen until November 2004. Regarding the Lajeado hydroelectric power plant, EDP s right on its output amounted to 1,187 GWh and
electricity sales increased 10.0% from R$80.1 million to R$88.1 million following the tariff increase, which is linked to inflation (IGMP).
Additionally, the 77% increase in energy sold by the trading and supply company Enertrade (from 2,737 GWh in 2003 to 4,849 GWh in 2004),
together with lower supplies and services (decrease of the rental fee paid to Investco owner of Lajeado s power plant), also contributed to the
80.3% increase in EBITDA.

M This section includes Lajeado hydro power plant, Fafen cogenaration until November 2004 and the trading/supply company Enertrade.
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Capex (R$ million)

Bandeirante
Escelsa
Enersul

Distribution

Investco - Lajeado (27.65%)
Fafen

Peixe Angical

Enertrade

Generation & Trading

EDP Brasil S.A. and other

Total Capex

(M Fafen was divested in 2004

Financial Debt (R$ million)

Local Currency

Dollar Denominated Debt
Bandeirante

Local Currency

Dollar Denominated Debt
Escelsa (including Magistra)
Local Currency

Dollar Denominated Debt
Enersul

Distribution

Investco - Lajeado (27.65%)
Peixe Angical

Generation & Trading
EDP Brasil S.A. and other

Total Financial Debt

Financial results (R $ million)

Table of Contents

2004 2003 A%
1199 136,33 -12,0%
108,6 64,5 68,5%

93,7 56,0 674%

322,3 256,7 25,5%

58 202 -71,5%
109,7
700,1 70,3 895,7%
0,5 04  256%
706,3 200,6 252,1%
1,3 38 -653%
1.029,9 461,1 123,4%
2004 2003 A%
293,9 486,1 -39,5%
358,7 42,6 742,4%
652,6 528,7 23,4%
416,9 417,0 0,0%
1.160,8 1.274,4 -8,9%
1.577,8 1.691,4 -6,7 %
310,8 303,3 2,5%
167,6 148,0 13,2%
478,4 451,3 6,0%
2.708,8 2.6714 1,4%
202,7 219,8 -7,8%
4582
660,9 219,8 200,8%
141,8 148,0 -4,2%
3.511,5 3.039,2 15,5%
2004 2003 A%
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Net financial interest paid 407,00 (428,6) 5,0%
Net foreign exchange differences 123,0 192,3 -36,0%
Selic on rationing losses and Parcela A 99,4 173.9 -42,8%
Other (77.4) (16,6) -367,5%
Financial results (262,0) (79,0) -231,5%

Capital expenditure in Brazil increased approximately two fold from 2003 mainly as a result of higher investments in the Peixe Angical
power plant, which should start operations in 2006. It is important to note that the capex figures for Peixe Angical correspond to 100% of
the project, of which EDP owns 60% and Furnas (Electrobras subsidiary) 40%. The project is also being financed through a R$670 million
loan with BNDES. During 2004 EDP equity invested some R$70 million in this project (R$274 million since the start-up of construction).

Investments in the distribution activity increased 25.5% as a result of mandatory investments related to the universal connection program

Universalizag¢do to all low voltage consumers. During 2004, Bandeirante, Escelsa and Enersul invested R$3.2 million, R$25.5 million and
R$36.3 million, respectively. Such investments are expected to be higher in Enersul s concession because of its geographical and
demographic characteristics. Nevertheless, capital expenditure with Universalizacdo is expected to be remunerated in the tariff revisions of
each distribution company.

Financial debt increased 15.5% or R$472.3 million vis-a-vis 2003, mainly as a result of the R$458.2 million funding obtained from
BNDES for the construction of the Peixe Angical power plant. Regarding Bandeirante, the 23.4% increase in external financial debt is
related to the US$100 million funding obtained from IDB (Interamerican Development Bank) to finance investment projects. This long
term US Dollar debt, besides improving Bandeirante s debt profile, is hedged against Real/Dollar volatility.

Financial results were R$183.0 million worse than in 2003, mainly due to:

i) a drop in foreign exchange gains as a result of the lower appreciation of the Real against the US Dollar (+22% in 2003 versus +9% in 2004)
that affects the dollar denominated debt in Brazil. Please note that Escelsa Senior Notes (US Dollar emission) is hedged at the EDP level (see
chart on the next page);

ii) lower accrued interests on the asset to be recovered relating to the rationing losses and Parcela A, following the recovery of receivables
through tariffs, the drop in the selic rate (avg. 2003 22.9% versus avg. 2004 16.3%), and a negative adjustment on the asset to be recovered
(R$25 million impact in this line) - this was partly compensated by lower interests cost from the special loan with BNDES to compensate these
regulatory losses;

iii) a R$54.1 million provision (accounted in other ) related to the doubtful recovery of a loan granted by Escelsa (through Magistra) to ESC90
Telecomunicagdes Ltda., a telecommunications operator where Escela holds a 49% stake (not consolidated).
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Income Statement

Revenues

Direct Activity Costs

Gross Profit

Gross Profit/Revenues

Materials and goods for resale
Supplies and services

Personnel costs

Other operating costs (or revenues)
Operating Costs

EBITDA
EBITDA/Revenues
Depreciation
Provision

EBIT
EBIT/Revenues
Financial Results
Extraordinary Results

Income Before Taxes
Income taxes
Minority Interests

Net Profit

R$ million million
2004 2003 A% 2004 2003 A%
3.920,2 3.362,9 16,6% 1.080,0 972,2 11,1%
2.297,9 2.148,9 6,9% 633,1 621,2 1,9%
1.622,2 1.214,0 33,6% 446,9 351,0 27,3%
41,4% 36,1% 5,3p.p. 41,4% 36,1% 5,3p.p-
31,1 35,3 -11,8% 8,6 10,2 -15,9%
290,4 227,6 27,6% 80,0 65,8 21,6%
254,6 239,0 6,5% 70,1 69,1 1,5%
35,9 66,3 -45,8% 9,9 19,2 -48,4%
612,0 568,2 7,7 % 168,6 164,3 2,6 %
1.010,2 645,9 56,4 % 278,3 186,7 49,1 %
25,8% 19,2% 6,6p.p. 25,8% 19,2% 6,6p.p.
218.4 201,9 8.2% 60,2 58,4 3,1%
141,5 38,2 270,5% 39,0 11,0 253,0%
650,3 405,7 60,3 % 179,2 117,3 52,7 %
16,6% 12,1% 4,5p.p. 16,6% 12,1% 4,5p.p.
(262,0) (79,0) (72,2) (22,9)
(95.4) (166,4) 42, 7% (26,3) (48,1) 45,4%
292,9 160,3 82,7 % 80,7 46,3 74,1%
434 140,3 -69,1% 11,9 40,6 -70,5%
74,8 78,1 -4.2% 20,6 22,6 -8,7%
174,7 (58,2) 48,1 (16,8)

Adjusted Net Profit 2004 (R$ m)

EBITDA increased 56.4% following the rise in consumption and tariff increases at the distribution companies. However, EBITDA does
not reflect the effects of ANNEL s retroactive correction to Bandeirante s regulatory asset base, which implied a reduction of the agreed
tariff in October 2003 from 18.08% to 10.51% and should be confirmed in October 2005. The possible excess revenues of R$81.2 million
booked by Bandeitante in 2004, were already provisioned and are reflected at the EBIT level (a further R$22.7 million related to 2003

booked as an extraordinary loss).

EDP in Brazil is focused on reducing controllable costs, namely through the reduction in the number of employees. Total headcount was
down by 140 (the distribution activity dismissed 179 employees) between 2003 and 2004 but this effort was marred by the inflationary
environment in Brazil, which led to salary adjustments above 10%.

Table of Contents

54



Edgar Filing: MCDERMOTT INTERNATIONAL INC - Form 10-K

Extraordinary results in 2004 include: i) R$58.5 million as prior years costs related to ANEEL s correction on Bandeirante s October 2003
tariff revision and on Escelsa s August 2001 tariff revision; ii) a R$7.6 million capital loss related to the divestment of the 80% stake in
Fafen, which was sold to Petrobras in December 2004 for R$96 million; and iii) a R$9.3 million loss related to the sale of Enersul s Campo
Grande gas turbine, which was sold in the 3Q2004 for a net amount of R$42.3 million.

Net profit increased sharply to R$174.7 million on the back of the good operating performance. Taking into account, the forex loss in
Escelsa Senior Notes held by EDP, which is consolidated at group level, net profit in 2004 would still have been R$116.6 million.

24

Table of Contents 55



Edgar Filing: MCDERMOTT INTERNATIONAL INC - Form 10-K

Table of Conten

Telecoms - ONI Group

Operating Income Statement (  m)

Voice

Data & Internet

Other

Telecommunication services
Equipment sales

Operating revenues
Telecommunication services
Equipment sales

Direct activity costs

Telecommunication services
Equipment sales

Gross Profit

Gross Profit/Revenues
Supplies and services
Personnel costs

Other operating costs (or revenues)
Own work capitalised
Operating costs

EBITDA

EBITDA/Revenues
Depreciation and amortisation
Provisions

EBIT

EBIT/Revenues

Number of Employees

ONI Telecom
Comunitel
Other

Total

Investment ( m)

ONI Telecom
Recurring
Non-recurring
Comunitel
Recurring
Non-recurring

Total operating investment

Table of Contents

ONI Telecom

73,2
61,2
23,5

1579

45

162,5

71,3
42
75,5

86,6
0.4
87,0
53,5%
46,7
274
(0,1)
(0,0)
73,9
13,0
8,0%
44,3
2,2
(334
(20,6%)

2004

572
447
72

1.091

2004

13,0
39
9,2

20,5
0,8

19,7

33,4

Comunitel

162,7
20,9
3,9
187,5
0,8
188,3
115,0
0,5
115,5

72,5
0,3
72,8
38,6%
39,0
23,4
0,2

62,6
10,2
5.4%
20,1
1,7
(11,6)
(6,2%)

2003

559
546
75

1.180

2003

15,2
3,2
12,0
30,9
8,2
22,8

46,2

ONI Group

209,0
79.6
28,8

317,3

8.1
3254
160.6

73
167,9

156,8
0,8
157,6
48,4%
81,3
54,0
0,1
(0,0)
1354
22,1
6,8%
64,2
3.9
(45,9)
(14,1%)

A%

2,3%
-18,1%
-4,0%

-7,5%

A%

-14,8%

19,6%
-23,5%
-33,9%
-90,7%
-13,6%

27,6%

56



Edgar Filing: MCDERMOTT INTERNATIONAL INC - Form 10-K

Voice traffic was up 16.4% year-on-year, mostly due to a 29.8% increase in the corporate segment, of which Comunitel was a big
contributor with a 45.4% increase. ISP traffic decreased 26.8% as a result of the continued transfer of ONI s clients from dial-up to
broadband access.

Operating revenues at Comunitel increased 9.2% year-on-year mostly due to an 11.3 million increase in revenues from pre-paid cards and
a 37.3% increase in revenues from data & Internet services following an improved offer in direct access through ULL (Unbundling of the
Local Loop). The completion of the first phase of the distribution network in Spain is also allowing the company to increase the number of
voice and internet clients.

Operating revenues at ONI Telecom remained stable: (i) an increasingly competitive environment, mostly at the residential level, that
resulted in a 6.5% decrease in revenues from voice services; (ii) a 18.9% decrease in revenues from rented capacity due to the termination
of some contracts, which were partly offset by (iii) a 6.5 million increase in other telecommunications services such as e-services and
infra-structure services. Looking only at the corporate segment, revenues increased 5.3% year-on-year, on the back of innovative products
for small and medium sized companies and improved quality of service.

Operating investment totalled 33.4 million, down 27.6% year-on-year since ONI has completed the bulk of its investments in
infrastructure.
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Operating Income Statement ( m) 2004 2003(1) A%
Voice services 209,0 210,0 -0,5%
Data & Internet services 79,6 76,5 4,0%
Other services 28,8 21,8 31,8%
Telecommunications services 317,3 308,3 2.9%
Equipment sales 8,1 4,5

Operating revenues 3254 3129 4,0 %
Telecommunication services 160,6 166,1 -3,4%
Equipment sales 7,3 39

Direct activity costs 167.,9 170,0 -1,3%
Telecommunication services 156,8 142,2 10,2%
Equipment sales 0,8 0,6

Gross Profit 157,6 142,8 10,3%
Gross Profit/Revenues 48.4% 45,6% 2,8p.p.
Supplies and services - Group 3.8 0,8

Supplies and services - Non-Group 77,5 76,6 1,1%
Personnel Costs 54,0 57,3 -5,7%
Other operating costs (or revenues) 0,1 0,8)

Own work capitalised (0,0)

Operating costs 135.4 133,9 1,2%
EBITDA 22,1 8,9 147,5%
EBITDA/Revenues 6,8% 2.9% 3,9p.p.
Depreciation and amortisation 64,2 68,6 -6,5%
Provisions 3,9 4,3 -9.2%
EBIT (45,9) (64,0) 28,2%
EBIT/Revenues (14,1%) (20,4%) 6,3p.p.

Consolidated operating revenues at ONI increased 4.0% year-on-year, mostly due to: (i) a 4.0% growth in the proceeds from data &
Internet services and (i) a 6.9 million increase in revenues from other telecommunication services such as e-services and infra-structure
services. Proceeds from voice services stood flat at around 210 million.

Gross profit was up 10.3% year-on-year to 157.6 million in 2004 and gross margin increased 2.8 p.p. following: (i) a 1.0 p.p. improvement
in ONI Telecom s gross margin, which benefited from an increase in revenues from direct voice services (which has higher margins than
indirect voice services), lower interconnection costs and a decrease in the cost of leased lines, and (ii) a 1.9 p.p. improvement in

Comunitel s gross margin, reflecting a more profitable mix of telecom services.

The ONI Group s supplies & services increased 5.0% year-on-year, reflecting: (i) a 9.4% decrease at ONI Telecom following a continued
focus on efficiency, with savings being mostly achieved at the fixed network and O&M expenses, which was mitigated by a (ii) 16.0%
increase in Comunitel s supplies & services, following the increase in the company s operating activity. Personnel costs decreased 5.7%
reflecting a headcount reduction.

EBIT improved 18.1 million when compared to 2003, following a 6.5% drop in depreciation and amortisation, reflecting the end of the
amortisation period of part of ONI s assets and a decrease in investment needs.
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By the end of 2004, through a 65 million shareholders loan, ONI [s shareholders fulfilled the first part of a financing plan of 100 million.
The remaining 35 million will be carried out in 2005.

Ending 2004, and in order to fulfil the requirements of article 35 of Portuguese Commercial Companies Code, ONI S.G.P.S. incorporated
into its share capital 324.1 million of accumulated losses and subsequently issued 24.0 million of new shares, which were subscribed
through the incorporation of shareholders loans, resulting in a new share capital of 100 million.

M In order to provide a like-for-like analysis, the 2003 accounts here presented reflect consolidation adjustments: (i) 28.7 million in operating
revenues; (i) - 17.1 million in direct costs and (iii) - 11.6 million in operating costs.
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Consolidated Financial Results & Extraordinary Results

Financial Results ( m)

Income from group&associated cos.
Investment income

Goodwill amortisation

Financial Investments Gains/(Losses)
Net financial interest paid

Net foreign exchange differences

Selic on rationing losses and Parcela A
Other

Financing Gains/(Losses)

Financial results

Income from Equity Method ( m)

REN (30%)

CEM (22%)

Electra (30.6%)

Turbogas (20%)

DECA II (EEGSA (21%))
Other

Total

Goodwill amortisation ( m)

Hidrocantébrico

EBE

IVEN (Escelsa/Enersul)
ACE Holding
Comunitel

Other

Total

Extraordinary Results ( m)

Fixed assets gains / (losses)
(Increase)/decrease in deprec. & provis.
Prior year adjustment (net)
Hydrological correction

Compensation of subsidised assets depr.

Bad debts
Inventory gains / (losses)
Other gains / (losses)

Extraordinary Results
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2004 2003 A%
410 332 23.6%
30,5 36,7  -17.0%

955)  (924)  -3.4%

241) (225 -68%

(3245 (3542)  84%
124 (10,7)
274 503 -455%

(265 (21.8) -213%

(311,2) (3365  7,5%
(3353) (3590)  6,6%

2004 2003 A%

189 280  -32.6%
9.3 106 -12,1%
(8.8)

49 1,1
59 26 1327%
1.9 0,3)

41,0 332 236%

2004 2003 A%
38,3 338  132%

8.8 89  -02%
216 217 0,0%
3,5 43 -17.0%
15,5 161  -33%
7,7 78  -1,1%
955 924 3,4%

2004 2003 A%
49,9) 342
(512)  (56,7)  9.8%
240) (L6)  242%

19,3
79.8

13,1 (151 12,9%
(8.,2) (L4
(184) (4290  57,1%

(164,7)  (14,4)
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Financial Results were influenced by:

A 7.8 million increase in Income from group&associated cos. since last year s results were depressed by 8.8 million accumulated losses
from Electra. This investment was fully provisioned by EDP in YE2003. The decrease in REN was compensated by the increase in both
Turbogds and EEGSA.

Lower Investmentincome following: i) the sale of the Iberdrola stake in the 2H2003 (dividend received in 2003 16.8 million) mitigated
by ii) Galp (14.268% stake) more than doubling its dividend distribution in 2004, to  13.3 million from 6.2 million in 2003; iii)) a 2.3
million increase in dividends from Millennium BCP (4.36% stake) to 12.8 million following the distribution of an ordinary 0.06 gross DPS
(April 2004) and an additional 0.03 interim gross DPS (November 2004).

The 3,4% increase in  Goodwill amortisation mainly reflects the acquisition of Naturcorp (HC) in the 3Q2003.

Net financial interest paid decreased 8.4% following: i) the lower level of average debt in 2004 against 2003 and; ii) lower level of
interest rates, mainly in Brazil.

Net foreign exchange differences in 2004 result from the 9% YTD Real appreciation against the US Dollar (17% in the 2H2004), that
affected the dollar denominated debt of our Brazilian subsidiaries.

Lower accrued interests on the asset to be recovered related to the 2001/2002 Brazilian rationing program ( Selic on rationing losses and
Parcela A ) following: i) the recovery of receivables through the tariffs and ii) the drop in the Selic interest rate (avg. 23% in 2003 vs. avg.
16% in 2004).

Extraordinary Results are explained by:

Fixed assets net losses in 2004 include: i) the write-off of assets ( 11.0 million) related to the decommissioning of the Tapada do Outeiro
power plant, following the end of its PPA; ii) a R$7.6 million ( 2.1 million) loss in the sale of Fafen in Brazil ii) a 35.0 million loss from
impairments in goodwill of Edinfor and ACE (IT business). These impairments were registered following the valuation that preceded the
agreement to sell 60% of Edinfor to LogicaCMG for 81 million. The effective sale of Edinfor will be accounted for in 2005 and EDP does
not expect to register a material accounting gain or loss upon completion of this transaction. These losses were mitigated by a 10 million
capital gain in the sale of Retecal by Hidrocantédbrico in the 4Q2004.

Net increase in deprec. & provisions in 2004 mostly refer to Oni s 47.5 million extraordinary depreciation and provisions that reflect: i)
the reversal of a 40 million tax credit booked in 2002 from the sale of Oni Way to Vodafone. The use of this tax credit is being reviewed

by the authorities and as soon as Vodafone starts to benefit from it, the gain will be booked; ii) the amortisation of the right of use of
Transgds s fibre optic network for three years (5 million), that had been halted in 2002 because of disagreements between Oni and Transgds
on the value of the contract and; iii) a provision for tax contingencies ( 2.5 million).

Prior year adjustments in 2004 include: i) 9.9 million from ANEEL s rectification on Escelsa s August 2001 tariff revision (see pages 21
and 24) and; ii) 6.2 million to account for ANEEL s rectification on Bandeirante s October 2003 tariff revision (this was booked in the
9M2004 as an extraordinary provision) (see pages 21 and 24).

The Compensation of subsidised assets depr. ( 79.8 million in 2003) is now accounted for as an operating item;
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Inventory losses reflect EDPP s downward revaluation of coal stocks (5,6 million).

A 25.1 million cost mostly related with compensations paid in 2004 to early retirees who accepted bringing forward the retirement age
(flexible retirement) included in ~ Other extraordinary gains/(losses) .

27
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Consolidated Income Statement

Consolidated Income Statement ( m)

Electricity Sales

Other Sales

Services Provided

Operating Revenues
Electricity and gas

Fuel

Materials and goods for resale
Supplies and services
Personnel costs

Concession fees

Other operating costs (or revenues)
Own work capitalised
Operating costs

EBITDA

EBITDA/Revenues
Depreciation

Compensation of subsidised assets depr.

Provisions

EBIT
EBIT/Revenues
Financial Results
Extraordinary Results
Pre-tax profit
Income Taxes
Defered Taxes
Minorities

Net Profit

Table of Contents

Changes in EBITDA 2003 - 2004( m)

Consolidated EBITDA build-up 2004( m)

28

2004 2003 A%
6.474,2 6.318,2 2,5%
225,1 138,2 62,9%
5224 521,2 0,2%
7.221,7 6.977,5 3,5%
3.303,1 3.360,3 -1,7%
546,0 398.,0 37,2%
168,1 162,7 3,3%
649,5 632,5 2,7%
642,6 646,6 -0,6%
190,2 175,6 8,3%
12,8 10,3 25,1%
(258,8) (235,6) -9,8%
5.253,6 5.150,5 2,0%
1.968,0 1.827,0 7,7%
27,3% 26,2% 1,1p.p.
875,1 845,6 3,5%
(79,6)
114,1 75,7 50,7%
1.058,4 905,7 16,9%
14,7% 13,0% 1,7p.p.
(335,3) (359,0) 6,6%
(164,7) (14,4)
558,5 532,3 4,9%
256,8 239,3 7,3%
97.,2) (43,7) -122,3%
(41,3) (44,4) 6,9%
440,2 381,1 15,5%
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Consolidated Balance Sheet and Cash Flow Statement

Assets ( m)

Fixed assets

Intangible assets, net

Tangible assets, net

Financial Investments, net
Other assets

Inventories

Accounts receivable - trade, net
Accounts receivable - other, net
Cash and cash equivalents
Accruals and Deferals

Deferred Tax

Total assets

Shareholders equity ( m)

Share capital

Own shares

Retained earnings and other reserves
Net profit for the year

Shareholders equity

Minority interest
Hydrolicity correction account

Liabilities ( m)

Provisions

Financial Debt

Short-term debt & current portion of long-term debt
Long-term debt

Current liabilities

Accounts payable - trade, net

Accounts payable - other, net

Accruals and Deferals

Deferred Tax

Total liabilities

Total liabilities and shareholders equity

Cash Flow ( m)

Table of Contents

2004 YE2003
18.133,1  15.084,1
2.958,5  1.849.7
13.559,3 11.651,6
16153  1.582.8
3.226,1 23348
1686 1592
12974 1.108,7
14821 7794
2780 2875
6410 6224
589,1 6093
22.589,3 18.650,7
2004 YE2003
3.656,5  3.000,0
317 (49,0)
23367  1.965.9
4402 3811
6.401,7  5.298,0
801,0  236,5
3642 3875
2004 YE2003
12577 8196
8.598,8  7.492.7
1.857,8 14575
6.741,0  6.035.3
2.187,6  1.781,9
8495 7826
13381 9993
24324 20184
5459  616,1
15.022,4 12.728,7
22.589,3 18.650,7
2004
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Net Profit

Tariff Adjustment

Adjustment on Rationing Losses and Parcela A recovery
Depreciations

Compensation of subsidised assets depreciation

Goodwill Amortization

Net Provisions

Interests Hydraulicity Account

Forex Differences

Income From Equity Method

Selic on Rationing Losses and Parcela A

Deferred Taxes

Minority Interests

Other Adjustments

Add: Net Financial Interests and other financial costs (or revenues)

Operating Cash Flow before Working Capital
Change in Operating Working Capital
Operating Cash Flow

Capex

Net Operating Cash Flow

Divestments of Fixed Assets

Net Financial Investments

Net Financial Interests and other financial costs (or revenues)
Dividends Paid

Capital Increase

Other Changes in Non-Operating Working Capital

Decrease/(Increase) in Financial Debt
Debt increase through consolidation of 100% of HC

Total Decrease / (Increase) in Financial Debt

29
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440,2
92,1
53,3

875.1

(79.,6)
95,5

8.4
9,3

(12,4)

(41,0)

(27.4)

97.2)

41,3)

133,9

296,6

1.705,5

(41,5)

1.664,0

(1.051,3)

612,7

104,4
(1.350,1)
(296,6)
(268,0)

1.208,0
(143,9)

(133,5)

(972,6)

(1.106,1)
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Income Statement by Business Areas

2004

( m

Electricity Sales
Other Sales
Services Provided
Operating
Revenues
Electricity & Gas
Fuel

Materials and
goods for resale
Supplies and
services
Personnel costs
Concession fees
Other operating
costs (or revenues)
Own work
capitalised
Operating costs
EBITDA
EBITDA/Revenues
Depreciation
Compensation of
subsidised assets
depreciation
Provisions

EBIT
EBIT/Revenues
Financial Results
Extraordinary
Results

Pre-tax profit
Income taxes &
deferred taxes
Minority interests
Net Profit

Enernova &

EDP EDP Information EDP
EDP Produ(;ﬁo(l) EDP Comercial  Bioeléctrica  Distribuicio  HC @ Brazil ONI Technology  Consolidated
1.482,3 324,8 23,7 3.518,1 491.6 995,1 6.474,2
0,0 2,7 198,9 8,1 23,4 225,1
38.4 2,5 239 22,9 84,9 317,3 151,2 5224
1.520,7 327,3 23,7 3.544,7 7134 1.080,0 3254 174,6 7.221,7
51,4 311,7 2.324,1 359.,8 630,8 3.303,1
417,1 2,4 124,2 2,3 546,0
4,0 124,2 3,5 8,6 7.3 20,3 168,1
83,7 8,8 34 216,4 36,7 80,0 241,8 63,0 649,5
117,6 3.6 1,0 355,1 39,1 70,1 54,0 60,1 642.6
3,6 0,0 0,5 186,1 190,2
3.3) 5,0 0,4) (13,2) 6,0 9,9 0,1 3,2) 12,8
(29.1) (0.4) 2,0) (196,4)  (6,1) (0,0 (1,0) (258,8)
645,0 328,7 4,9 2.996,3 563,1 801,7 303,3 139,1 5.253,6
875,7 1,4) 18,8 5484 150,3 278,3 22,1 35,5 1.968,0
57,6% -0,4% 79,4% 155% 21,1% 25,8% 6,8% 20,3% 27,3%
245,0 3,8 7,0 3524 69,4 60,2 64,2 27,8 875,1
(5,0) 0,2) 724) (A4 (79,6)
11,7 1,0 0,0 47,6 0,3 39,0 3,9 3,6 114,1
624,0 (6,3) 12,0 220,8 82,1 179,2 45,9) 4,0 1.058,4
41,0% -1,9% 50,6% 62% 11,5% 16,6% -14,1% 2,3% 14,7%
(95,5) 1.4 (2,6) (345) (628)  (722) (544) (10,3) (335,3)
(17,8) (1,2) 0,5) 2,8 11,2 (26,3)  (50,5) (43,3) (164,7)
510,8 9,0) 9,0 189,1 30,5 80,7 (150,8) (49,6) 558,5
141,2 (2,2) 2,4 47,0 9,2 11,9 4,6 2,9 159.,6
0,2 7,2 20,6 0,1 (7,4) 41,3)
369,4 (6,8) 6,6 142,0 14,1 48,1 (155,6) 45,1) 440,2

Note: Business segment accounts not audited

[¢3)

perimeter

2)

40% Consolidation.
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The Special Regime Producers (SRP) Enernova and EDP Bioeléctrica (Renewable Energy) were excluded from the EDPP consolidation
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Income Statement by Business Areas

Enernova &

2003 EDP EDP Information EDP

( m) EDP Producio’’  EDP Comercial  Bioeléctrica  Distribuicio HC'®  Brazil  ONI  Technology ~ Consolidated
Electricity Sales 1.325,2 64,2 13,4 3.546,4 5422 923,1 6.318,2
Other Sales 0,0 1,9 105,3 4,5 27,0 138,2
Services Provided 16,9 35,5 24,7 15,0 49,1 308,3 159,3 521,2
Operating

Revenues 1.342,1 99,8 13,4 3.573,1  662,5 9722 3129 186,3 6.977,5
Electricity & Gas 65,3 48,6 2.364,0 3582 621,0 3.360,3
Fuel 310,3 2,0 85,5 0,3 398,0
Materials and

goods for resale 3,5 111,3 6,3 10,2 3,9 24,5 162,7
Supplies and

services 67,9 7,7 3,3 206,3 334 65,8 243.5 70,1 632,5
Personnel costs 119,3 3,3 1,0 393.8 37,1 69,1 57,3 66,4 646,6
Concession fees 3,6 0,0 0,3 171,7 175,6
Other operating

costs (or revenues) (3,8) 14,2 0,2 (13,4) 2,6 19,2 (0,8) 0,3) 10,3
Own work

capitalised (37,3) (1,0) 0,9) (183,8) 4,0) (8,4) (235,6)
Operating costs 528,9 72,8 5,8 3.0499 5191 7855 3039 152,2 5.150,5
EBITDA 813,2 27,0 7,5 523,2 1434 186,7 8,9 34,1 1.827,0
EBITDA/Revenues 60,6% 27,0% 56,4% 14,6% 21,6% 19,2% 2,9% 18,3% 26,2%
Depreciation 230,5 3,5 3,8 345,5 60,1 58,4 68,6 24,3 845,6
Provisions 12,7 0,1 0,1 42,7 1,1 11,0 43 0,5 75,7
EBIT 570,0 234 3,6 135,0 82,2 117,3 (64,0) 9,3 905,7
EBIT/Revenues 42,5% 23.5% 27,3% 38% 124% 12,1% -20,4% 5,0% 13,0%
Financial Results (74,8) 0,3) (1,4) (37,2) (62,4 (22,9) (62,2) (12,5) (359,0)
Extraordinary

Results (3.5 1,0 0,1 79,2 0,7 (48,1) (10,1) 4,1) (14,4)
Pre-tax profit 491,7 24,1 2,3 177,0 20,5 46,3 (136,2) (7,3) 532,3
Income taxes &

deferred taxes 163.4 8,4 0,7 42,7 29 40,6 (17,8) 3,0 195,5
Minority interests 0,2) 5,2 22,6 0,8 4,1) (44,4)
Net Profit 328,5 15,7 1,6 1344 124 (16,8) (119,3) 6,2) 381,1

Note: Business segment accounts not audited

(M The Special Regime Producers (SRP) Enernova and EDP Bioeléctrica (Renewable Energy) were excluded from the EDPP consolidation
perimeter

®  40% Consolidation.
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Balance Sheet by Business Areas

Enernova &

2004 EDP EDP Information EDP

( m) EDP Producio’’  EDP Comercial Bioeléctrica Distribuigio HC®  Brazil ONI  Technology ~Consolidated
Intangible assets 13,1 1,9 0,0 7,9 1.425,8 147,0  268,3 28,3 2.958.,5
Fixed assets 4.185,0 86,9 164.,6 4.498,0 2.835,0 1.067,9 2163 69,0 13.559,3
Financial Investments 25,4 10,1 3,5 0,2 106,9 19,2 0,6 0,6 1.615,3
Other assets 3944 140,9 16,8 1.273,1 3914 773,6 1683 65,1 2.948,1
Cash and Equivalents 11,7 4,0 21,1 112,6 94,8 3,7 3.4 278.,0
Accruals and deferrals 53,4 35,3 13,5 140,6 52,6 235,6 1179 25,0 1.230,1
Total assets 4.682,9 279,0 198,5 5.940,9 4.924,2 2.338,2 775,0 1914 22.589,3
Provisions 104,6 1,2 0,3 756,1 91,0 1372 76,4 4,1 1.257,7
Financial debt (group

and non-group) 2.193,0 118,6 72,2 1.228,1 1.817,8 9784  713,6 22,6 8.598,8
Other liabilities 262,2 90,2 70,5 692,1 522,0 405,8 189,9 42,2 2.187,6
Accruals and deferrals 269,2 6,5 5,6 1.673,4 292,0 187,1 489 14,0 2.978,3
Total liabilities 2.828,9 216,5 148,6 4.349,8 2.722,8 1.708,5 1.028,8 82,9 15.022,4
Hydrolicity

correction account 364,2
Minority interests 0,2) 465,4 146,2 0,2 (5,0) 801,0
Shareholders equity 1.854,2 62,4 49,9 1.591,1 1.736,0 483,5 (253,9) 1134 6.401,7

Total liabilities +
equity 4.682,9 279,0 198,5 5.940,9 4.924,2 2.338,2 775,0 1914 22.589,3

Note: Business segment accounts not audited

(M The Special Regime Producers (SRP) Enernova and EDP Bioeléctrica (Renewable Energy) were excluded from the EDPP consolidation
perimeter

@ Full Consolidation
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Balance Sheet by Business Areas

2003

( m)

Intangible assets
Fixed assets

Financial Investments
Other assets

Cash and Equivalents
Accruals and deferrals

Total assets

Provisions

Financial debt (group
and non-group)

Other liabilities
Accruals and deferrals

Total liabilities

Hydrolicity correction
account

Minority interests
Shareholders equity

Total liabilities +
equity

Enernova &

EDP EDP Information EDP
EDP Produ(;ﬁo(l) EDP Comercial Bioeléctrica Distribui¢io HC @ Brazil ONI Technology Consolidated
6,7 0,0 0,8 582,1 151,4 283,6 70,8 1.849,7
4.241,6 88,8 126,1 4.389,2 1.113,5 1.111,7 230,0 95,4 11.651,6
7,7 0,1 0,0 0,2 38,9 16,9 1,4 0,5 1.582,8
1.015,8 16,8 10,5 1.009,5 127,1 798,8 193,6 82,6 2.047,3
10,1 0,2 0,1 30,3 36,3 1044 6,2 2,4 2817,5
68,5 3,5 42 12,7 20,6 219,7 1187 27,1 1.231,8
5.350,4 109,3 140,9 5.442,6 1.918,5 2.403,0 833,5 278,8 18.650,7
92,8 1,1 0,2 341,1 38,7 212,1 37,2 2,3 819,6
2.487,7 52,2 778,1 733,4 989,8 702,8 89,2 7.492,7
754,7 17,6 51,5 1.187,6 173,9 436,5 179,7 114,8 1.781,9
138,0 2,2 4.4 1.568,8 112,5 162,0 46,4 15,3 2.634,5
3.473,2 20,9 108,3 3.875,6 1.058,4 1.800,5 966,2 221,6 12.728,7
387,5
0,2 181,3 96,3 0,1 33 236,5
1.877,1 88,5 32,6 1.566,9 678,7 506,2 (132,8) 53,8 5.298,0
5.350,4 109,3 140,9 5.442,6 1.918,5 2.403,0 833,5 278,8 18.650,7

Note: Business segment accounts not audited

(M The Special Regime Producers (SRP) Enernova and EDP Bioeléctrica (Renewable Energy) were excluded from the EDPP consolidation

perimeter

®  40% Consolidation
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Cash Flow by Business Areas

2004 Enernova &

EDP EDP Information EDP
( m) EDP Producio EDP Comercial Bioeléctrica  Distribuicio HC(I) Brazil ONI Technology  Consolidated
Net Profit 369,4 (6,8) 6,6 142,0 14,1 48,1 (155,6) 45,1) 440,2
Tariff Adjustment 92,1 92,1
Adjustment on
Rationing Losses
and Parcela A
recovery 53,3 53,3
Depreciation 245,0 3,8 7,0 3524 69,4 60,2 64,2 27,8 875,1
Compensation of
subsidised assets
depreciation (5,0) 0,2) (72,4) (1,4) (79,6)
Goodwill
Amortisation 32,5 4.4 18,8 4,7 95,5
Net Provisions 8,5 1,0 0,0 24,0 0,4) 37,6 2,2) 3,6 8,4
Interests
Hydraulicity
Account 9,3
Forex Differences 1,4 0,0 0,8 (33,9) (0,0) 0,3) (12,4)
Income From Equity
Method 2,8 (1,3) 0,5 (0,0) 0,1 (41,0)
Selic on Rationing
Losses and Parcela
A 27,4) 27,4)
Deferred Taxes (13,3) 0,7) 0,0) (38,8) (28,1) 44 0,1) 97,2)
Minority Interests 0,2 7,2 20,6 0,1 (7,4) (41,3)
Other Adjustments 18,5 1,5 6,5) 8,1) 16,5 53,6 39,0 133,9
Add: Net Financial
Interests and other
financial costs (or
revenues) 104,9 1,5 3,2 62,4 30,7 101,5 33,1 6,3 296,6
Operating Cash
Flow before
Working Capital 732,3 0,4 16,6 5553 143,6 253,5 16,4 28,2 1.705,5
Investment in
Operating Working
Capital 43,6 (40,5) (15,8) (29,4) 31,0 (14,4) (1,1) 10,3 41,5)
Operating Cash
Flow 775,8 40,1) 0,9 526,0 1746 239.1 153 38,5 1.664,0
Capex (206,6) “4.4) (54.5) (310,0) (117,7) (284,9) (33,4) (20,4) (1.051,3)
Net Operating
Cash Flow 569,2 (44,5) (53,6) 216,0 56,9 45,8) (18,1) 18,1 612,7

M 40% Consolidation
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EDP Iberian Installed Capacity

Ordinary Regime (MW) 2004 2003 AMW
PORTUGAL

Hydroelectric (PES) 3.903 3.903

Coal (PES) 1.192 1.192

Fuel oil / Natural Gas (PES) 1.760 1.760

Diesel (PES) 197 197
Binding Generation 7.052  7.052

Small Hydro (NBES) 244 255 (11)
Alqueva Hydro (NBES 50% in 2004) 120 120
CCGT (NBES) 784 392 392
Non-Binding Generation 1.148 647 501
Tejo Energia (PES 10%) 58 58
Turbogas (PES 40% in 2004, 20% in 2003) 396 198 198
IPPs Generation 454 256 198
TOTAL PORTUGAL 8.654 7.955 699
SPAIN

Hydroelectric 432 432
Nuclear 166 166

Coal 1.605 1.605

CCGT 393 393
TOTAL SPAIN 2.595 2.595
TOTAL IBERIA 11.249 10.550 699
Special Regime (MW) 2004 2003 AMW
PORTUGAL

Wind 136 65 72
Small Hydro (SRP) 66 56 10
Cogeneration 111 111
Biomass 9 9
TOTAL PORTUGAL 322 241 81
SPAIN

Wind 223 81 142
Small Hydro 3 3
Cogeneration 41 24 18
Waste 72 33 39
Biomass 7 3 4
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

Dated March 3, 2005

EDP- Energias de Portugal, S.A.

By:  /s/Jodo Ramalho Talone
Name: Joao Ramalho Talone
Title: Chief Executive Officer
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