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Dear Shareholders,

In accordance with the legal and statutory standards The 2006 Annual Economic Report
for EUROATLANTIC AIRWAYS Transportes Aéreos, SA . has been prepared.

1. THE GENERAL ECONOMIC CLIMATE

1.1. General

The Portuguese economic climate in 2006 showed a favourable progression. The
Gross Domestic Product figures observed throughout the year confirm the optimism that
was forecast in 2005. Although the growth rates are still somewhat modest, the
quarterly GDP figures observed, were higher than those obtained in the previous year.
In the third quarterly this indicator registered a 1,5% growth ( see graph 1).
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Graph 1- Evolution of GDP

( Source: Direcgéo Geral Estudos e Previsdo- Economics Ministry
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The year 2006 is characterised by the initial recovery of the economy, marked by the

positive behaviour of external demand.

Portugal Ano | Il ] IV
Imports of Goods and Services 2005 4,3 3,0 0,7 -0,7
2006 45 2,0 4.7
2007
Exports of Goods and Services 2005 -15 0,1 25 26
2006 86 7,7 8,8
2007

Diagram 1 — Exports and Imports of Goods and Services

(variation rates in volume,%).

However economic growth of the Portuguese economy is still below what is expected

for the Euro zone.
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Graph 2- Comparison of GDP between Portugal and the Euro zone.

(Source: Bank of Portugal)
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The GDP in the Euro zone is said to have grown by approximately 2,6% , Spain having
contributed in a significant manner with a 3,7% rate and we can also point out Germany,
which registered the fastest growth since 2000 (2,4%).

The expected rate in The European Union is placed at around 2,8%, with emphasis on
the Baltic countries which continue to experience growth rates of at least 7%, well
above what is experienced in the Euro zone. However, these countries registered a

slowing down in the GDP progression as regards to the year 2005.

What concerns the World Economy the estimated growth is of around 5,1%, higher than
the 4,5% rate of 2005.

2004 (1) 2005(1) 2006 (2)

GDP
World economy 4,9 4,5 51
United States 4,2 3,5 3,4
Japan 2,3 2,7 2,7
Eurozone 1,8 1,4 2,6
Germany 1,1 1,1 2,4
France 2,1 1,4 -
Italy 0,9 0,1 -
Spain 3,1 3,4 3,8
Portugal 11 0,3 1,2
United Kingdom 3,2 1,8 2,7
Lithuania (3) 7,0 7,5 7,0
Latvia (3) 8,5 10,2 9,8
Estonia 7.8 9,8 9,2
China 9,5 9,9 10,4
Russia (3) 7,2 6,4 6,8
India (3) 8,5 8,5 8,7

1) Source - Bank of Portugal

2) Source — The European Commission, “ Economic Forecast, Autumn 2006

3) Source —World Bank

Diagram 2 — Evoltion of GDP in the world economy (GDP growth rates in %)
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The Asian and Pacific economies are still continuing their rapid expansion, having
attained in 2006 the highest growth rates since 2001. GNP is expected to grow by

9,2%. China is in a prominent role with an increase in GNP of 10,4%.

The expansion verified in the Chinese economy is due essentially to the rise in the

investment component and to the rise in internal consumption. There are attractive

fiscal/tax conditions for foreign investment.

Russia and India also show increases in growth rates, although the latter at a lower

rate.

Parcant change in GNP
10~

2005

East Asia and Eumps and Latin America Middle East and South Asia
the Pacifiz Central Asia ard the Caribbean Morth Afriza

Ecwrce: Warld Bank.

I I]Jl

Sub-Saharan
Alfrica

Diagram 1-GPD evalution / by region

The majority of economies showed a slight increase in inflation, caused, partially, by the

persistent increase in fuel prices.
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Evolucdo da Inflagéo - 2004-2006
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Diagram 2- Inflation increase 2004-2006.
This year the rising progression in fuel prices has persisted, but an inversion of this
tendency has been observed from the fourth quarter. In the last months of 2006 lower
figures were observed in comparison to the same periods in 2005.

Fuel prices progression

25

15
USDIUS6  ———— /\/
— e

05

Jan Fev Mar Abr Mai Jun Jul Ago Set Out Nov Dez

=—2005 ==2004 2003 2002 ===2006

Diagram 3- Evoluc&o do preco do Combustivel 2002-2006.

Board of Directors Reports 2006 7



/2 Mliiitic

As far as exchange rates are concerned, a devaluation of the dollar compared to the
Euro occurred, which signifies an inversion to what we had been accustomed to since
March 2005.

Exchange rates evalution usb/eur)

0,86000
. A /\—/
0,82000
Taxa cambio
—— 2005
0,80000
—=— 2006

=/ A

0,74000

Diagram 4: Exchange rates in 2005 and 2006
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1.2. Air Transport

In accordance with data from The International Air Transport Association (IATA), the
number of passengers carried in 2006 grew by about 5,9%, although there was a slight
fall compared to 2005. This figure is consistent with the growth rates expected in the
long term: 5% to 6%. In the last months of the year there was yet another rise in the

amount of passengers carried (6,7% in November and 6,9% in December), which had
shown a slight fall in the middle of the year, of around 5%.
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Graph 7: The evolution of passengers carried (RPK, %)

Source. IATA
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This slowing down process, verified in 2006 was generally in all regions except in the
Middle East, the only region with a positive figure in the growth rate of passengers

carried. In the last few years rates of above 10% were registered.

20,00%

15,00%

11,4
10,00%
9,9%i

6,3%| 6,4%|
5,00% -|

0,00%

Africa Asia/Pacific Europe Latin America Middle East North America Total

-5,00%

@2005 @ 2006

Graph 8: Comparison in the growth rates in the amount of passengers carried by region in the last two years.

Source: IATA.

Only in Latin America there was a decline in passenger air transportation, due
essentially to problems with the Brazilian airline, Varig. Excluding this problem with

Varig, Latin America experienced a growth rate of 11,5%.

As far as cargo is concerned there was a growth rate of 4,6%, a figure higher than that

observed in 2005 of 3,2%. We can point out the Middle East and North American

regions.
Region RPK FTK

2005 2006 2005 2006
Africa 9,9% 86% 6,9% 59%
Asia/Pacific 6,3% 53% 42% 4,7%
Europe 6,4% 53% 1,1% 1,7%
Latin America 11,4% -24% 05% -2,6%
Middle East 13,1% 15,4% 14,6% 16,1%
North America 8,9% 57% 0,4% 6,0%
Total 7,6% 59% 32% 4,6%

Diagram 3 — Passenger growth rates and amount of cargo transported per region.

Source: IATA.
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As far as load factor rates are concerned, this rose from 75,1% in 2005 to 76% in 2006,
reflecting a higher efficiency of the actual industry. The rise in the load factor rate was
observed in almost all regions, in particular North America where the rate was 80,2%.

There were no particular falls in the rate in any region.

82%

80%

78%

76%

74% A

72%

70%
7,0%

68% - 4,6%

66%

64% -

62%

Africa Asia/Pacific Europe Latin America Middle East North America Total

W 2005 02006

Graph 9. Load factor rate by region in 2005 and 2006

Source: IATA.

The operational result of the air industry was around 10 US billion dollars, close to the
results registered in 2001. Revenues with a growth of around 8% and fuel prices which
showed a lower growth rate compared to 2005 (23% and 49%, respectively) contributed

to this result.
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airways
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Graph 5: Operational costs evolutions and revenue in air industry 2000-2006

Fonte: IATA

The sector shows negative net results but
accumulated losses in the order of 41 US billion dollars. Break even was not attained
merely because two airlines incurred approximately 6 US billion dollars in restructuring
costs: Northwest Airlines and Delta airlines. Apart from the United States of America
only Africa had losses: - 0,5 billion US dollars.

Millions

0

Graph 6: Profit and Loss evolution (net) - Aviation Sector

(Fonte: IATA)
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2. euroAtlantic Business

The business/activity of Euro Atlantic is characterised by the full use of its BOEING 767
fleet throughout the entire year. In the second semester the first BOEING 757-200 was

introduced. Its fleet during the year 2006 was the following:

10

Z'u---

2002 | 2003 | 2004 | 2005 | 2006
W B757-200 0 0 0 0 1
0B767-300 (*)| O 2 5 5 5
@ B737-300 2 2 2 1 0
W L1011-500 1 1 1 1 1

|mL1011-500 @B737-300 OB767-300 () M B757-200 |

Graph 7: euroAtlantic Fleet 2002-2006

(*) — Not includes a BOEING 767-300ER acquired in late December 2006
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The aircraft operated a total of 24,556 Block hours which corresponds to a growth rate
of 15,5%. Thus, we can witness a slowing down in the growth rate which is a feature of
the consolidation of the company/ airline strategy.

30.000,00

25.000,00

20.000,00

15.000,00

10.000,00

5.000,00

2002 2003 2004 2005 2006

Graph 8: Block Hou evolution: 2002-2006

The structure of the business category/branch remained almost unchanged with
predominance in flights ACMI type which represent 78% of flights carried out by Euro
Atlantic.
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Graph 9: Flown hours (BH) by business type (EAA + Consortium)
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In what concerns euroAtlantic’s isolated position, the ACMI flights once again rose in

respect to the previous year approaching the figures registered in 2004.

0,9

0,8

0,7 A
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Graph 15: euroAtlantic flight type evolution - 2003-2006

Like in the previous year the consortium with Varig represented, in terms of Block
Hours, 38% of euroAtlantic’s business, maintaining the operation of its two B-767

associated to this type of operation since 2003.

38%

[ mConsrcio  BEAA DDy Lease |

Graph 16: euroAtlantic holding breakdown (B. Hours)
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The business, in 2006, by airplane, was the following:

1 Lockheed L1011-500 — the aircraft operated ACMI flights (90%) for other airlines.
1 2 BOEING 767-300 — continued to operate within the terms of the contract Varig/
Euro Atlantic Airways, carrying out Charter flights between Europe and Brazil and

flights for Varig.

B.H.
Aircarft 2004 2005 2006
PP-VTE 4.445,79 3.814,1 4483,0
PP-VTC 3.736,01 4.185,0 4847,0

Diagram 4: Evolution of the activity/business of the consortium

1 One of the BOEING 767-300 aircraft was still yielded in Dry-lease to a Dutch
company.

1 2 BOEING 767-300ER were still maintained in the certificate of the air operator of
EuroAtlantic carrying out 71% of ACMI flights for other air carriers.

1 1 BOEING 757-200 which began its operations in June 2006 having carried out a
total of 976 hours of which 60% as ACMI. The low utilisation of this aircraft was
due to technical and logistic problems occurred at the beginning of the operation
and which were later eliminated from August onwards. From then onwards the

aircraft operated extremely well.

In 2006, the company obtained the BOEING 767-300ER which it had operated as
Operational Leasing and in the month of December it added another BOEING767-
300ER to its fleet.

In December 2006, euroAtlantic’s personnel was composed of:

1 54 pilots
1 102 flight attendants
1 82 ground staff.
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Graph 17. euroAtlantic Airways staff number evolution
In 2006 the volume of business was approximately 126 million euros
Evolution in operational profits.
140.000.000
120.000.000
100.000.000
Euro080.000.000
60.000.0001
40.000.000{
20.000.0001
0 4
2002 2003 2004 2005 2006
mSeriesl| 25.533.944 | 34.001.230 | 91.120.714 | 108.119.195 | 125.742.752
Graph 18: Evolution in the business volume
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airways

During this year the company continued the consolidation of the growth initiated in
2003. The growth in the business volume was 16% which reflected in a net result of
10,5 million euros, 75% above that of 2005.

Evolution in the net result.

12.000.000

10.000.000

8.000.000

Euros

6.000.000

4.000.000

2.000.000

0

2002 2003 2004 2005 2006

@ Result.Lig. 88.787 93.306 1.293.782 5.986.825 | 10.472.665

Graph 19: Evolution in the net result.

Next , the evolution of some financial ratios is shown which reflect the subsistence of
Euro Atlantic Airways.
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Graph 20: Evolution of Financial Ratios (200-2006).

3. OUTLOOK

Throughout the year now ending, the company accomplished the outlook lined out in
2005 in relation to the stability of its aircraft fleet and to the restructuring of its ownership
COsSts.

a) In June it accomplished the lease/rent of the BOEING 757-200;

b) In June it purchased one of the BOEING 767-300ER which was in operational

leasing.

C) In October it signed intention letters to extend the operational leasing of three
BOEING 767-300ER, from 2008 to 2013;

d) At the end of December it purchased a BOEING 767-300 in order to increase its
fleet.

A readjustment of the fleet is forecast according to the market requirements.

In 2007 penetration into new markets is forecast, new partnerships and improvements
in the business model. In order to consolidate working levels attained and accomplished
growth, the company is projecting a significant improvement of the offered
product/service, which includes the passenger cabins of its aircraft fleet, its direct

customer service, the passenger service and the logistical and operational technique.

The process, begun in 2005, of adapting the organizational system of the company to

its actual dimension and growth dynamics, with a better delimitation of functions,
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convincing people and strengthening of the horizontal and interdepartmental processes

will continue.

A significant strengthening of the system quality of the company will be carried out as

well as IOSA certification.

The information systems will be restructured via better information technology, evolution

and substitution of software and greater integration of all company subsystems.

The Maintenance and Engineering Management will complete its adaptation process in
accordance to the present requirements of the company, readjusting the personnel and
perfecting its training, adjusting premises, obtaining tools, equipment and aircraft
supplies. By the middle of the first semester EASA Part 145 certification is expected to

be granted and equally by the end of the year DOA certification should be granted.

The internal improvements mentioned above will allow the delivery of a higher quality

product and adjusted to the most demanding markets and projects.

Additionally the management system will be perfected, thus improving productivity and

reducing unitary costs.

As in previous years, the year of 2007 will be difficult and will demand hard work and
creativity in order for the company to consolidate and strengthens its development

dynamics.
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4. CONCLUSION

The management wishes to thank its Customers, Suppliers, Public and Private Entities
and Social Press Members, the relationship and support given which greatly contributed
to what was accomplished in 2006.

Equally to its staff, which in another year, was able to interpret intelligently the
objectives excelled and carry out with hard work the required tasks. The management

wishes to thank with merit all activities carried out.

The board of Directors suggests that the net result of the current financial year which

amounts to EUR 10.472.665,31 is to be applied the following way:

In strengthening the legal reserve: EUR 523.633,28
For balance gratifications: EUR 3.500.000,00

For dividend distribution: EUR 5.000.000,00

= == =4 =5

For transiting results: EUR 1.449.032,03

Sintra, 3rd March of 2007

The Board of Directors

Tomaz Metello

Euclides Batalha

Anténio Alves Dias
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