SOFTWARE MARKET
SUMVARY

Brazil will drive the market growth for corporate software in Latin America in
2004. During 2003, the country recovered from an economic crisis surrounding
the 2002 presidential elections and now paves the way for robust software
demand in 2004. Brazilian companies are expected to spend US$20 billion this
year on information technology (IT), an 8.5% increase over 2003.

As the largest and most dynamic IT market in Latin America, Brazil offers
significant opportunities for U.S. suppliers of IT products and services.
Brazilians have a high regard and strong preference for U.S. technologies and
will buy from U.S. companies that can offer competitive prices.

Brazilian firms are anticipated to spend 28% of their IT budgets on hardware,
35% on software and outsourcing and the reminding on items and services
including voice and data transmission. A notable tendency will be convergence
of voice and data networks such as IP virtual private networks (VPNSs), which
will require investment in greater bandwidth.

Nearly US$ 5 billion is expected to be used to contract IT services, a 9.8%
increase compared to 2003. IT services will account for the largest share in
technological investments, as acquisitions of infrastructure, software and
hardware have to a great extent already been made in the 2000-2003 period.

Industry experts predict total software sales in excess of US$ 9 hillion in
Brazil during 2004. Of this amount, US$ 4.0 billion will be sales of imported
products, almost 70% of which will originate from the United States. The role
of the U.S. as the primary source of software for Brazil paves the way for U.S.
suppliers to introduce new products to this market.

TABLE 1 - SOFTWARE/ SERVI CES REVENUES 2002/ 2003/ 2004

Year 2003
2002 8,000
2003 8,400
2004 9,200

The above statistics are unofficial estimates. (*) Source ABES - 2003 Estimated
Exchange rates: values expressed in U.S. dollars - US$ 1.00 = R$ 2.96 (March
2004)

Mar ket Backgr ound:

On account of Brazil's overall trend towards more liberalized trade policies,
U.S. exporters can expect to expand their sales to Brazil or participate in new
business opportunities that will make Brazil one of the strongest commercial
partners of the United States in this sector.

In the 1990s, a sharp decline in the price of computer hardware resulted in an
increased use of personal computers (PC) in homes, schools and businesses. As a
result of this price reduction, corporate users across industries have been
upgrading their information technology infrastructure. The growth in PC sales

has spurred a corresponding growth in demand for computer software. Industry
contacts predict continued rapid growth in hardware sales, which will stimulate

a corresponding upsurge in demand for software products.

A, MARKET HI GHLI GHTS

For 2004, economists from various institutions predict growth rates from 3.5%
to 3.6% for the Brazilian economy, which is seen as a positive sign of a
reinvigorated IT sector.

From a macro-economic context, IT sector specialists predict a return to
positive growth rates in 2004, although there are disparities in the numbers
provided. For Latin America as a whole, the Gartner Institute predicts growth

of up to 5%, while the Yankee Group expects growth rates to exceed 7%. The



outlook for Brazil alone is even more optimistic due to a return of investments
in the utilities sector.

Brazil software market shows a significant demand in segments such as

utilities, transportation, agribusiness, education, financial services and the

industrial sector. Software products such as SCM (Supply Chain Management), ERP
(Enterprise Resources Planning), CRM (Customer Relationship Management) and BI

(Business Intelligence) are becoming essential tools for business management.

As the trend towards outsourcing technological services continues, Brazil

offers the most attractive market in Latin America for multinationals looking

to centralize mechanical back office functions into regional service centers.
Regionally, in comparison with other Latin America countries, Brazil shows most
signs of improved IT spending in 2004.

Network security will also be a strong component of IT spending this year, but
restricted to installation of firewalls rather than more complex security
strategies. Companies are selecting solutions according to price and quality,
rather than deciding because of the brand name or because of an existing
relationship with a vendor.

Brazil's wireless market is another important IT segment and is growing faster
than the U.S. market. This segment may emerge as one of the world’s most
important markets for wireless security technology.

The idea of buying and selling over a cell phone presents potential prospects
in Brazil. Online shoppers in Brazil spent US$420 million in 2003, up 40% from
2002. The growth was driven by an increase in the average amount of each
transaction, which totaled US$ 110 in 2003 compared to US$ 80 in 2002.

Recently, city, state and federal government procurement offices have been
debating in Brazil a possible preference for "open-source" software (known as
Sof tware Livre in Brazil). Several bills have been introduced in the Brazilian
Congress requiring federal agencies to acquire and use free, unrestricted open-
source systems. Some state and local governments in Brazil have either enacted
or are debating laws that call for open-source systems.

B. BEST PROSPECTS

Spending on IT services in Brazil is projected to overtake investment in
computer hardware by 2004 and increase very rapidly thereafter. A growing
number of cost-conscious Brazilian businesses have been outsourcing their
systems, network management and data processing activities to IT services
providers. This trend is expected to continue.

The “Business to Business” (B2B) segnent is still crawling in Brazil and is
concentrated in a few | arge conpanies. Brazilian conmpanies know they nust rush
to do their homework. Al though a large nunber of Brazilian and nultinational
conpani es nmade significant investnents to devel op e-business, nunbers point to
a different reality. Approximately 5 percent of the B2B transactions (USD 11.8
billion) were made through the Internet. Market analysts predict a 10 percent
growt h of the sector in 2004 and an increase of 5 percent in total inports.

Brazil still has the npst advanced Internet and e-commerce industries in Latin
Anerica. Gowh has been steady, though not as strong as it was in 2000. Due
to the rapid expansion of the Brazilian tel ecomunications sector, this segnent
continues to receive significant investnments, especially in the broadband
segnent. Sone of the factors influencing growh are: (1) |arge user base; (2)
state-of -the-art banki ng equi pnent; (3) large local retailers with strong brand
recognition; (4) a wide array of Portuguese | anguage content providers; and (5)
the Brazilian CGovernment’s new project to extend Internet access to all
citizens.

C END USER ANALYSI S

1 Health



Brazil, in 2003, experienced important advances in the utilization of IT in the

health sector. In the private sector, hospitals and clinics turned to IT to

reduce costs and improve performance by integrating departments such as
hospitality, pharmacy, nursing, procurement and finance. The Department of
Health continues to show progress in the implementation of the National Health
Card (CNS) program, a computerized system created to facilitate patient access

to health services such as assistance in defining and applying public policies.

The program consists of a Unified Health System (SUS) national patient
registry, a second registry of health care providers (clinics, hospitals, etc.)

and a third registry of medical professionals.

In the future, an information system with applications and optical scanning
equipment for member cards will complete the integration of systems and
registries. Implementation of the CNS pilot project took place in 44 cities in

11 states in Brazil. The eventual expansion of an integrated system throughout
the country is planned.

2 Transportation

One of the significant developments that the transportation sector experienced
in 2003 was a trend towards businesses adopting management systems. Significant
investments were dedicated to IT, with heavy emphasis on process integration.

As the Brazilian Government hopes to be able to increase the usage of railroad
transportation for goods, integrating railroads to other transportation modes

to reduce logistical costs, it plans to invest in a national railroad

transportation interchange project designed to interconnect Brazilian

railroads. Currently, Brazilian railroad concessionaires say the domestic
railroad and metro industries can neither keep up with demand nor honor
delivery dates.

The National Bank for Economical and Social Development (BNDES) will open
credit lines for concessionaires to invest in this sector. According to the
President of ANTF, Guilherme Laager, since 1996, private operator investments
in railroads have already surpassed the US$ 3 billion mark.

According to market experts, BNDES will concentrate its resources in areas such
as railroad integration and operations to enable them to strengthen railroad
operation methods and to establish policy control tools for corporate
performance measures.

3 Agri - Busi ness

The year 2003 saw a considerable increase (7%) in business for the agricultural
industry. This represents growth seven times greater than the GDP, which piqued
the interest of software development companies.

A tendency that shows promise for 2004 is the implementation of a tracing

system for the cattle industry. The project, known as “cattle ID is required
by the Brazilian Department of Agriculture, which registered 19 certified
conpanies in the country.

It is expected that by 2007 the tracing systemw || oversee all crops in Brazil
for both foreign and donestic consunption, totaling 180 million registered
animals. |If market predictions hold true, the demand for this system should
increase in 2004, resulting in increased profits and growh in the software
sector.

4 Security

Software vul nerability and increased hacker activity in the global network are
subj ects of great concern to individual users and corporations, but have kept
IT security firns worldwide in a state of steady growth. Brazil is ranked anobng
the countries that suffered the highest anpbunt of security breaches in 2003,
occupyi ng 15" place in the ranking of total nunber of attacks and in 34" place
in attacks per capita, anpbng countries with nore than one mllion Internet
users.



5 Educati on

The star of the Brazilian educational sector in 2003 was the growth of Web-
based distance learning (EAD). Education via the Internet and videoconferencing
became an economically viable option for businesses to maximize employee
participation.

According to the Brazilian Association of Distance Education (ABED), in 2002
there were 33 public and private Brazilian institutions offering 60
undergraduate and graduate courses. At the beginning of 2003, there were 84,713
students in Brazil enrolled in such courses via electronic means.
(www.abed.org.br)

Predictions for this sector point to an increase in profit for distance
learning development companies. This increase is due not only to the rise in
the number of institutions participating in this sector, but also to an
increase in the use of administrative, financial and academic control software
solutions that can integrate campuses.

6 The Financial Sector

In 2003, financial institutions invested primarily in telecommunications

infrastructure and data security. This was necessary in order to bring them up

to date with Brazilian Paynent Systemis (SPB) technology guidelines. The
financial sector is conprised of a strong niche market for |IP voice technol ogy
(Vol P), useful in carrying out conpanies’ financial transactions in the market.

There was also room for growth in IT supply and demand in 2003 in the area of
information integration for banks’ nyriad activities, as well as in distance
custonmer service.

Currently, the Brazilian financial sector is one of the npbst conpetitive and
efficient in the world, according to research conducted by the consulting
conpany Accenture in conjunction with the country’'s main financial
institutions. This study also showed that 15.8% of investnents are earmarked
for research, with an enphasis towards Internet Banking. In this last area,
Brazil is a world |eader, ranked with other countries that experience a high
rate of Internet Banking use.

In another study, the inportance of Internet Banking stands out clearly. As can
be seen in the table below this segment is considered “hot” by banking
i nvest nent groups.

TABLE 2 — | NTERNET BANKI NG | NVESTMENT

I N: QUT:

Internet Banking by Phone
Office Banking Telemarketing

Home Banking Tellers / Branches

PDV(financial correspondence)
Self Service (internal and
external)

Source: www.febran.org.br

This study also predicts that 55% of banks will have a mobile banking system
(allowing access to banking transactions via cellular technology) in use by
2005, and that there will be significant growth in free software (Linux),
especially at official banks. It is the hope that these technological and
business sectors grow to be even more integrated in the near future, being that
the sectors that offer the best investment perspectives are data warehouses and
e-procurement.

7 Tel econmuni cati ons

In 2004 we expect to witness a technological convergence of data, voice, and
fixed and mobile supply due to the mergers of telecommunication giants (as was



the case with mergers of Telefonica and Vivo, Telemar and Oi, and Brasil
Telecom and TIM.).

Although the recent wave of mergers will have a positive effect on
technological advances and integration, the recession that service providers
(installation, operation and network and system maintenance) felt in 2003 is
still a cause for concern.

These developments have encouraged changes in the focus of IT business es’
activities, not to nention a growing interest in partnerships that facilitate
flexibility in an ever-changing sector that only now seens to be energing from
the global crisis of recent years.

The nobst significant topic in this sector in the beginning of 2004 is the
increase in data comunication in cellular teleconmmunications, which is
expected to continue growing for the next few years. Wth the arrival of new
cel lul ar phones capable of sending photographs and real-tinme videos, and at
nore accessible prices, software operators and producers are excited at the
prospect of the public “upgrading” the close to 40 million cellular phones in
the country.

8 Industry and Commerce

The outlook for 2004 is positive for many Brazilian industrial sectors (e.g.:
civil construction, textiles, paper and cellulose, and pharnmaceuticals, anong
others). This outlook is seen as being especially bright for businesses that
develop IT solutions for industrial and comrercial autonation.

In 2003, conmerce in Brazil registered a dip in sales volume in relation to
2002. However, on-line sales increased, especially in the B2C (Business to
Consuner) sector. In this particular sector of electronic interconnection anmong
providers, distributors and commercial partners, on line auctions are the
preferred innovative resource.

Internet-driven Supply Chain Mnagenment (SCM was nost conpanies’ favorite
solution for business managenent. Consequently, the denmand for SCM solutions is
expected to increase in 2004, thereby expanding opportunities for devel opnent
conpanies in this area.

Anong the nost eagerly awaited tendencies for mediumterm prospects, the use of
EPC (El ectronic Product Code) stands out. A type of electronic tag, it was
created for the purpose of inproving organization and stock control
capabilities. Use of EPC technology in Brazil is expected at the beginning of
2005 at an estinmated cost of US$0.03 per tag.

Anot her relevant tendency is an increase in the use of an automated sales
force. In 2003, businesses involved in this area experienced considerable
gromh (from 15% to 20% and 2004 is expected to be an even nobre promnising
year. The concept of an automated sales force has grown with the addition of
call centers, the Wb, conpletely on-line information and the total integration
of different managenent processes.

9 The Corporate Sector

A constant observation in the evolution of IT services is the growi ng use of
busi ness nanagenment software, be it in the interest of unifying all of a firns
activities (as in the case of Enterprise Resources Planning - ERP), or directed
towards specific activities such as Custoner Relationship Managenment (CRM or
Human Resour ce managenent.

Wth an eye towards raising productivity and inproving customer service, the
corporate sector has invested in prograns, work processes and new forms of
managenent in 2004.



TABLE 3 - ESTI MATED | NVESTMENT - CORPCRATE MARKET 2004

Software and Services % Companies investing in
solutions

CRM 60%
Supply Chain Management 57%
Business Intelligence 53%
E-commerce 39%
Internet/Intranet/Extranet 38%
Security 34%
ERP 30%
Industrial Automation 19%
Outsourcing 18%

Source: Mercantile Gazette (a leading Brazilian business daily)

A recent decisive factor in the increased competition among companies has been
Customer Relationship Management (CRM). Together with Supply Chain Management
(SCM), it is currently the principal focus of IT investments in large
companies, which need a complement to Enterprise Resources Planning (ERP) in
order to integrate clients and providers.

Together with document digitalization, Electronic Document Management is
another segment that continues to flourish, judging by recent developments in
corporate plans.

Corporate portals are yet another sector trend. A study done by the

International Data Corporation shows that the Brazilian data communication

market accounted for approximately R$5.6 billion, for an accumulated increase

of 14% the corporate sector accounted for 80% of the segment’s earnings.
Research estimates 27% annual growh through 2007. In the nmediumterm it is
expected that large conpanies’ entire content wll be comunicated via
corporate portals, both internally and externally. This trend has steadily
taken form and is apparent in the developing interest on the part of the “key
pl ayers” in the capacity for interoperation of products and Wb servi ces.

Several Brazilian conpanies are already using Linux. According to a survey by
the law firm Boucinhas & Canpos, Linux is a reality in 1% of the conpanies.
The survey also revealed that 21% of the conpanies interviewed a plan to
i mpl ement open-source sol utions.

10 GOVERNMENT

Recently, governnents at federal, state, and |local |evels have been debating in
Brazil a possible preference for “open source” software in governnent
procurenment and public R&D funding.

Several bills have been introduced in the Brazilian Congress requiring federal
agencies to acquire and use free, unrestricted open-source systens. Moreover,
sone state and | ocal governnents in Brazil have either enacted or are debating
laws that call for open-source systens.

The Brazilian Data Processing Public Service - SERPRO an agency linked to the
M nistry of Finance, is finishing the inplenentation process for the

install ation of open source software. According to M. Sergio Rosa, SERPRO s
Coordi nator of the Open Source Software Program 3 directives are being watched
in the discussion for the inplenmentation of the open source software: (1)
quality; (2) costs; (3) technol ogi cal autonony.

M. Rosa explains that the goal is to inplenent a cultural change, and not a
techni cal change. SERPRO intends to show that open source software is a secure

solution, not just a cheap one. The institution will install in all work
stations the "Open O fice", which is conpatible with to the MSs Ofice, from
M crosoft. The idea is not to uninstall immediately the current software that

is in use; however, after a transitional period, only open source software wll
be used.



The Ministry of Science and Technology reported that from 1993 to 2002 the
country paid a total of US$ 5.7 Billions in intellectual property rights.

Since 1993, the Brazilian government average payment of intellectual property
rights have been growing, from US$ 72 Million to US$ 1 Billion per year.

D. COWPETI TI VE SI TUATI ON
BRAZ| LI AN SOFTWARE PRCDUCTI ON

The software industry is becoming an increasingly important part of the
Brazilian economy. It is made up of developers of packaged and custom software
companies, which embed software in their products and develop Internet-related
software.

TABLE 4 - BRAZI LI AN SOFTWARE | NDUSTRY — ESTI MATED MACRO- | NDI CATORS

No. of software firms in Brazil 4,400

No. of employees in Brazilian software 125,000
firms

Brazilian software export revenue US$ 200 million

Total revenue of Brazilian software firms US$ 5.0 bjllion

Source: Software Economic Studies Institute - IEES, 2003
THI RD COUNTRY | MPORTS

In 2003, the Brazilian Software Association (ABES) reported that Brazil
imported US$ 4.0 billion in software from foreign companies. Of this amount,
U.S. imports represented US$ 3.3 billion while the remainder came from other
countries, predominately Israel, Germany and France.

TABLE 5 - BRAZI LI AN SOFTWARE | MPORTS

Software US$
U.S. Products * US$ 3.3 Billion
Other Countries * US$ 700 Million
Brazilian Production US$ 5.2 Billion
Total Brazilian Market US$ 9.2 Billion
(*) Source: ABES - Brazilian Software Association and SECEX -
“Secretaria de Coneércio Exterior" — Brazil Foreign Trade O fice of

the Mnistry of Industry, Comerce and Tourism of Brazil

E. MARKET ACCESS

I MPORT CLI MATE

For U.S. suppliers interested in Brazil, it is inportant to note certain trade
barriers facing potential U S. software exporters. One of these is the
requi rement that all international noney transfers, such as paynment for

software purchases, be subject to a 17% wi thholding tax. International tax
attorneys have advised that, in certain cases, a U 'S. conpany with proof of
paynent of this withholding tax, can apply for a tax credit against U S. taxes
due on the conpany's incone earned abroad.

Anot her issue for U S software exporters to Brazil is the continued presence
of piracy. Sources differ as to the sales volunme of pirated software in Brazil.
However, industry specialists estimate that sales of pirated software in Brazil
has cost the industry approximately $1.50 billion in 2003 al one.

Al t hough the Brazilian governnent has managed to reduce the piracy rate from
86% in 1991 to 56%in 2001, having introduced a nodern intellectual property
protection |law, rmuch work remains to be done, primarily in nore effectively
enforcing the existing | awns.

Brazilian Custons valuation of software inports for duty purposes varies on a
case- by-case basis. Below are sone inportant taxes that may be assessed for
software inportation.



--Duty on software (HS 8524.39) is assessed on the basis of the carrier medium.
--IPI (Federal tax, like VAT) tax of about 15% applies to the value of the

medium and not to the intellectual property value of the software.

--ICMS (State tax) applies to the total value (plus duty and IPI) of the

software package, including the intellectual property value. ICMS varies from
State to State.

--Both carrier medium value and content value must be stated on the pro-forma
invoice and the commercial invoice.

The Brazilian government has recently instituted a new tax related to royalty

remittances and technical services with transfer of technology that puts many

foreign companies at a significant disadvantage in Brazil. The new tax,

technically referred to as a “social econonic interference contribution” and
known by its acronym ClI DE, inposes an additional 10% surcharge on the current
15% tax on many technol ogy conpanies’ royalty renittances.



