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NOTICE OF ILLEGIBLE DOCUMENT

ON THE MICROFICHE RECORD

Companies House regrets that the microfiche record
for this company, contain some documents, which are
illegible.

The poor quality has been noted, but unfortunately "
steps taken to improve them were unsuccesstul.

Companies House would like to apologise for any
inconvenience this may cause
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i 1993

1.1 In terms of achievements, 1993 was a highly positive vear for VARIG,
reflectiay e oftorts undi riaken to overcome the ditficulties identified in our
previous Annuat Repord, Particularly notewvorthy among our 1993
acconmplishments are the following:

a. inaugurabion ot the strategee route to Bangkok and Hong Kong;:
b, tmalization of studtes for a connection to and from Atlanta in the US.A,

o integration of VARICG into the AMADEUS international reservations nelwork,
thereby enhancing our presence in the global market;

d launching of the VARIG Travel Consortium, the first concrete initiative in
Braztian commercial aviation for mass-marketing of air travel; consumers can
now group together to purchase airfares through a long-term installment plan;
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e. modernteation ot our fleet, the average age of which (95 yedars ) is
amaony; thy lowoest in the waorld;

L anerease in productivity and efficiency with the introduction of a new
uperating plan;

g creation of Caterar Brasil, a joint venture with Caterair International,

for supplying on-board meals as well as for meeting the needs of
PpLying g

outside customers on an industrial scale;

h creation of the Aviation Sciences Institute in conjunction with the
Pontitical Catholic University of Rio Grande do Sul ( PUC/RS );

i. implementation of an operational agreement between VARIG and
Lufthansa; and

j- appointment of an international consulting firm to advise
management in drawing up its overall stralegic plan,

L2 Together with those initiatives, we are expanding the “VARIG
Commitment to Quality” program to all arcas of the Group and to
every level of the organization, Quality Action Groups have been set
up, working in conjunction with top-line consulting firms. Resulls are
already visible and, indeed, recognized by our customers.

1.3 These measures and their etfects on the 1993 resulls are discussed
in the following sections.




2. Market and business envirormnent

2.1 Worklwide demand for VARIG services by market segment was as
tollows { expressed as percentages of passenger-kilometers and of metre
tons per kilotneter of cargo flown, respectively ):

Rautes: all markets Demand by seginent
Passenger Cargo

Domestic e 277 20.6
International ..viineennnn, 72.3 734
B LT Y S 100,0 100.0

International markels by area % breakdown

Passenger Cargo

North America ( U.S.A./Canada ) 16.1

Europe

Latin America  ooecinimiricnne v 6.8
ATICA i crinvvrnisesssssse i eee cernans « (.2

TOHAL v et ee e ens . 73.41

2.2 Despite continued keen competition in the world aviation industry,
VARIG managed once again to enjoy significan! participation in the various
markels where it competes, as shown below:

Number of VARIG 5% Share
Competitors of passenger market

North America ( U.S.A./Canada) 12
Eurape 17
Asia

Latin America 2
Africa

Domestic

MMy in oo f
AL b o N

2.3 Qur domeslic and international route network regularly serves 44
cities in Brazil and another 38 citics in 29 countries around the globe,
distributed throughout the three Americas, Europe, Asia and Africa. As
of December 31, 1993, our non-du plicated routes totalled 469,805 km,
compared with 425,809 km the previous year. The major changes in our
operating network during 1993 are as follows:
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« Inauguration of regular service, Lwice a week, on the
Rio-Seor Paulo-Johannesburg-Bangkok-Hong Kong
route This strategically important route is the first
direct vonnection between Seuth America and two ol
Asia’s most important cities and has already reached
the breakeven point. With this {light, our aireraft no
tonger stop over at Capetown, South Africa.

- Considerable expansion of the range of {lights
provided directly to tourist attractions in the Brazilian
Northeast. Regular or charter {flights are now available
from Europe, the US.A. and Argentina. As a resull, a
total of 193,868 passengers boarded and disembarked
from VARIG international flights in seven
Northeastern cities in 1993.




- Restructuring of our (light grid to rationalize and enhange
productivily and efficiency. This resulted in the suspension of regular
serviee to Barcelona ( Spain ), Iquitos ( Peru ), Panama and Paramarnbo
(Surinam ). Furthermore, flights to Portugat and llaly were
transformed into circular trips, with savings resulting trom the use of a
single aircraft.

24 A cooperation agreement was signed and implemeinted between
VARIC and Lufthansa. As a result, the two carriers jointly began to
serve the important Brazil-Germany market in a coordinated manner.
Users are now offered a series of options. These include, for example,
daily Sdo Paulo-Frankfurt-Sdo Paulo nonstop flights, Rio-Frankfurt-Rio
nonstop flights three times a week, as well as regular service linking
Frankfurt directly with Recife and Salvador.

2,5 Cooperation agreements signed with other airline companies
continue in effect, as follows:

- Ecuatoriana and LACSA; joint flights linking Brasil, Ecuador and
Costa Rica;

- Japan Air Lines (JAL): weekly service between Brazil and Japan
(Tokyo and Nagoya);

- Canadian Airlines Inlernational: flights between Bravil and Canada;
- Scandinavian Airlines System (SAS): linking Scandinavia wilh Brazil;
- South African Airways (SAA): providing joint connections, through
code-sharing, between Johannesburg and Bangkok, a segment of our
flights to Hong Kong,.

2.6 Qur services are sold through a network of 355 VARIG-managed
branches and outlets, 157 of which are located in Brazil and 198
overseas. After detailed studies, in 1993 VARIG joined the AMALEUS
global reservations network which, in the future, should be integrated
with IRIS, our own distribution system. Accordingly, the way is clear
for our Company to make its presence felt more fully and cffectively in
trav el agencies and airline company oultlets throughout the world.

2.7 Some of the measures to be implemented during 1994, within a
wider plan for return (o profitability of all operations, deserve mention
at this point:

~ Implemenlation of the VARIG Mileage Program  SMILES -

beginning in January of 1994, which will provide increasing benelits o
frequent users of our services;

[i]




- Sigmng, of a cooperation agreement with Delta Air Lines in March,
I3 Thes envisages daily air services between Rin-Sio Paulo ane
Atlanta, through cade-sharing with the U.S. carrier. This vital link will
pernut mmediate connections between virtually all major American
and Brazthau cities, in both directions;

- Danly thgthts between Brazil and Japan, based on a cooperation
agreement with Japan Airlines. This will involve continuation of our
weekly thight to Nagoya and launching of a new service to Osaka when
the new Kansai airport is inaugurated in the second hall of 1994,
Beginning June 15, 1994, we will begin operating dail y flights between
Brasland Los Angeles, a key segment of our service 10 and from
fapan.

ang’s Mileage Program

~r

Atlanta




3. Traffic and fleet

3.1 The following statstics show tralfic volumes in 1992 and 19471

All indicators were up. The 8.2% rise in avadable seat-kilometers was
matched by the 8.3% increase in revenue passenger-klometers Revenue
cargo-kilometers rose 11.6% in terms of millions of metric tons.

TRAFFIC STATISTICS 1992
FHOURS FLOWN

International 11,490
Domestic 115,976
Total 233,460
MILLIONS OF KILOMETERS FLOWN
International 96
Domestic 78
Total 174
PASSENGERS CARRIED

International 2,824,494
Domestic 5,633,878
Total B4588,372

AVAILABLE SEAT-KILOMETERS
{ MILLIONS)

International 23,752
Domestic 9472
Total 33,224

REVENUE PASSENGER-KILOMETERS

{ MILLIONS)

International 14,890
Domestic 3,533
Total 20,443
PASSENGER LOAD FACTOR

International H3%,:
Domestic 59%
Total 62%
REVENUE CARGO-KILOMETERS

{ MILLIONS OF METRIC TONS )
International 769
Domeslic 213
Total QRS

1993

124,514
129,331
254,47

101
88
189

3,093,823
6,064,409
9,160,232

2,604
10,223
35,932

16,003
6,128
22,131

62%
59¢%
624

805
291
L09%6

Change

+f.0:%
+11.7!
+8H.K,

+52°,
+1Z B¢
+8.604

+49.pf;
+ 70

+8.37;

+7.8
+Q.00
+8.27;

+7.5%
+10.4¢;.
+3.37%

-1

e

+d.70
+306.6%7
+11.64



32 The table below details the VARIG fleet as of December 31, 1993,

e

with breakdown of average hours-per-day utilization during the year

for eavh tvpe of aircrafl:

Mg n e v wrde s m e mmomeE S rermeem T

Aurcraft Atrcraft in use at Average daily %
_type _JDOCme(‘I’fﬂ,]Q?Q utilization rate .
B-747-400 (Passenger) 3 13.49
B-747-300  (Passenger) 3 12.59
B-747-300 (COMBI 2 10.23
B-747-200B (COMBI) 2 9.43
MD-11 4 11.38
DC-10-30  (Passenger) 7 7.68
DC-10-30 (CARGO) 2 9.20
B-767-300ER (Passenger) 4 12,01
B-767-200ER (Passenger) 6 9.66
B-727-100  (CARGOQ) 2 577
B-737-300 26 7.91
B-737-200 17 6.60
PASSENGER AIRCRAFT 74 8.04
CARGO AIRCRAFT 7 6,78
TOTAL FLEET 81 8.4
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Average daily ulilization increased by 7650 overall in relation to 14942
Average fleel age was 9 5§ years as of December 31, 1993,

3.3 VARIGs fleet underwent the following changes m 1493:

- phasig, in of two MD-11 aircraft in January;

- delivery and phasing in of a B747-400 aircraft in April;

~lease of a B747-200 B aircraft to Acrolineas Argentinas in july, fora
period of no more than two years;

- fease of a DC-10-30 aircraft to LAPSA, from Qctobes, 1993 to January,
1094,

3.4 The adverse conditions faced by the aviation industry made it
necessary Lo revise our fleet plan, resulting in the following measures:

- cancellation of options to purchase five B747-400 aircralt and seven
B737-300 aireraft; ond

all + 1 ¢ o delivery schedules for previously ordered awrcraft,
comt .« with a reappraisal designed to identify the aircraft types
most sutted to our eperating needs m the forthcoming years.

3.5 The previousty phased-out Electra L-128 tleel was completely
disposed of. Twelve units were reexported in 1993 and the final unit left
Brazil at the beginning of 1994,

1t
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4. Qrganization and Human Resources

X T

1.1 In the organizational area, implementation of strategies first
planned in 192 continued through 1993, Qur response to the
halienges of the inlernatianal aviation market 15 to merease our
compuetibiveness, The chiel line of action is improving the quality of our
services by simplilying processes and reduring costs, This has been
possible only due to the commitment of management persoanel Lo the
dissemimation of the “Vision, Values and Mission “ project, and to the
establishment of our macro-objectives of “Profitability, Market,
Qrganization, Professionalism and Quality.”

4.2 The “VARIG Commitment to Quality,” aimed at nothing less than
100 customer satisfaction, is a program whereby we constantly
enhance our working methods, Its essential feature 1s the harmonious
development of all Company areas, Notable benefils have already been
attained - boosts in productivity and greater personal and professional
satisfaction on the part of our colleagues.

4.3 As part of this restructuring project, hierarchical levels have been
rednced; now, throngh employee empowerment, we can provide
switter solutions to cuslumer needs. Simplitication has ted to the
extinction of several positions, including directorshipsa,

44 Alltold, our work force was reduced by 1,568 in 1993, Thi. total
includes early retirements and resignations on special terins, especially
in the case of flight engineers, a function which does not exist on new
areraft. Year-end personnel statistics were as follows:

e L 22, 1993
- Ground personnel 18,366 64,94 16,994 OR.8%
- Crew members 5,836 20.2% 5,669 AL
- Personnel abroad 2,057 7.9% 2 028 8.3
TOTAL STAFF 26,259 100.0% 24,691 100.0%
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45 Human resources traming and development investments tatalled
’ USH 18.2 mullionn 1993, Courses were conducted for 23,424
2 participants trom the operating and administrative areas,

3 4.6 Through the Ruben Berta Foundation, our employevs enjuy

¢ benefits such as subsidized meals, medical/dental care and

¥ opportumbies to participate in cultural and recreational activities. Also,
. VARIG is the principal sponsor of the Aerus Social Security Institute.

Measured in terms of equity, Aerus is the largest provider of
supplementary retirement benefits in the Brazilian private sector.
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5.Economic-Financial Aspects
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i 5.1 VARIG S 1993 financial statements bear witness to the recovery

[ efforts mentioned earlier in this report, even though final 1esults are

,i still negative. Indeed, we have been quite successful in bringing down

! the levels of our losses - - a key step towards returning to profitability.

The reversal of this decade’s loss trond s clearly lustrated inthe
. following table, It shows the Company’s Flight Operating Profit { Loss )
f trends in relation to Gioss Revenues in mitlions of U.S, Dollars:

: Year Gross. Revenues Flight Operating
X Profit (loss )
; 1990 1,949 {85)
199 2,014 (87}
1992 2,095 {371
| 1993 2,611 13

Flight Operating Profit { Loss ) represents the Company's pnmarv
overating profit ( operating revenues, nel of opurating espenses j prior
to net financial income ( expense ), non-operating profit { foss 3
including equity pickup, and Lhe efiects of intlation and { or exchange
variation not resulting from operating activities.

5.2 On the other hand, owing to its many commilmends on the
international market, the Company produces tinancial statements in
U.S. Dollars, in accordance with the internationally accepled accounting
principles of the [nternational Accounting Standards Committee ( IASC ),
It is interesting to nute the substantial difference between the linal IASC
results and those contained in the accompanying financial

statements piepared in accordance with the Brazilian Generally
Accepted Accounting Principles ( Brazil GA Al ). Figures reported to
our fereign ereditors and suppliers indicate a 1993 lows of US$ 97
million, fully 73.5% lower than in 1992.

The main differences between Brazilian and International accounting
principles result from the rsspective treatment of balance sheet
monetary restatement and foreign exchange variations. The latter
basically derive from the rise in the Japanese Yen against the LS. Dollar
( our reference currency for revenue purposes ) and consequently also
against the Brazilian currency.

In previous reports, we have pointed out that m practice toreiyn

exchange variations on long-term ¢perations - - for VARICG the mest

: significant transactions of this Lype - - only repicses t Josses or gaing

‘ upon effective realization. Specifically in our 2., the Cruzeiro Real
balances reflect the revaluation of the Yen against the LLS. Dollar, This
has been aggravated by the unlinking of the ULS. Bollar and the officially

. sanctioned inflation index ( UFIR ) used for balance sheet monstary
restatement, Nevertheless, such “losses” aie mere bookkeeping entries
with no impact on the Company’s cash flows,

'
|
I




[P PRI

3™ W

or

Other positive aspects that should be highlighted for 1993 are the 23%
rise in revenues over 1992 and the increase in gross margin from 31% lo
349, These figures confirm the trends already noted in previous years,
Moreover, financial charges decreased from 8.7% of net revenues in

1992 to 7% in 1993,

5.3 Shares of VARIG ON { registered common ) and PN ( registered
preferred ) stock are traded on all Brazilian stock exchanges. On the Siio
Paulo stock exchange ( Bovespa }, our main market, 730,000 shares of
common stock and 81,610,000 shares of preferred stock were traded in
1993, In terms of profitability, preferred shares rose 2.850%. Book value

of each share was CR$ 44.75 as of December 31, 1993.

5.4 Given the loss for 1993, already menlioned above, no dividends
will be distributed.

5.5 With respect to shareholders’ equity, the Company’s investments in
subsidiaries as ol December 31, 1993 are above the limil set by the
Brazilian Corporation Law { no. 6404/76 ) for purposecs of preparing
consolidated financial statements, [However, since VARIG s assets and
shareholders’ equity already include the results of its subsidiaries
through the equity accounting method, we believe that consolidation
would not be meardngfal to readers, This is especially true if we
consider that almost all our subsid-aries are involved in quite different
business activities with no direct relationship to ours. Furthermore,
given the divestiture plan mentioned in our previous report and
already under way, this situation is transitory.

36 Financial Restructuring. The Company is responsible for fleet
operaling and finance leases, as described in the Notes to Financial
Statement:: Such leases were conlracted in the Jight of scenarios and
trends completely different from those prevalent in this decade. Given
present aircraft market trends, the costs of these leases now exceed
those of vurrently available lease contracts, As there is presentty
considerable excess aircraft lease supply on the market, bargaining
room has now opened up for lease contracts at much lower costs.

Accordingly, we have decided to renegotiate the original lease contracts }
with our creditors, in order to adjust them to the present market yamily WCYTTHDACEAE

. . . . N , . Suontiic name Berthollote esaelsa
conditions, To give this project the required consistency and support, it ¢ ommaon name Brazl nut tree
has been entrusted to the Bankers Trust Securities Corporation, which
has broad and proven experience in the international market.

{t cannot be overemphasized that this initiative will not interfere in any
manner with the Company’s other commitments, especially those on
the Brazilian financial market.




6. Outlook

R T TR

We shall not dwelt on the serious difficelties faced by the world™s
aviation industry mitigated in many nations by massive government
cubsidies. (nstead, it is more fitting that we coneentrate vur
expectations on the future of pur own nation.

We are vonvinced that Brazil is going through a unique phase in both
the pohtical and cconomic spheres. This is an extraordinarily promising
time, as we are headed for an economy that is lcss regulated, more
open and more competitive, but paradoxically more predictable as well
After many repeated and frustrated attempts, conditions are finally
peing created for the nation to achieve it real potential. We are
fortunate that reform of our Constitutivn, the struggle to balance the
government’s accounts and, in particular, institutionalization of «
reliable currency, are now combining 1o produce measires which wiil
wave tremendous impact and lasting beneficial offects. These will be felt
both on the domestic front and in our yenturing into the global
SCONOMY.

Gustainable devetopment and growth isa natural consequence of thas
process of change. The role of commercial aviation, acknowledged as
the best structured transport system in our continental-sized nation,
will doubtlessly be expanded.

VARIG aims to be prepared for the new national and international
challenges.

Although we recoguize that the attainment of { inancial equilibrium has
been hindered by the gories of losses discussed in previous Annual
Reports, our top priarity for 1994 is to achieve precisely this. Once we
attain this goal, our next step will be to structure & recapitalization plan.
Thig will return VARIG to 2 situation where our owWn capital and

third- party financing will be reasonably palanced.

10
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In concluding our 67* Annual Report, we wish to express our sincere
gratitude to our faithful customers who conltinue to honor us with their
preference. We also thank travel and cargo agents whose spint of
cooperation and partnership are vital to our success.

We are further grateful to those Brazilian authorities, especially the Air
Force Ministry and its Civil Aviation Deparlment, who have been
unswerving in their support.

Finally, a word of gratitude and recognition to our personnel. Their
understanding, collaboration and participation clearly demanstrate
their enthusiasm for, and genuine commitment to, our recovery
program. They have inspired in us the certainty that, when the present
turbulence is cleared, VARIG will resume its route to progress.

Porto Alegre, Brazil - March 21, 1994
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Agencies and Offices - Brazil

BRAZIL ¢ 157)

Alagoinhas
Andipolis
Apucarana
Aracaju
Araguaina
Araxa

Arcos

Assis Brasil
Atibaia

Bagé

Bana do Piraf
Barra Mansa
Bauru

Belém

Belo Horizonle
Benjanun Constant
Bento Gongalves
Blumenau

Boua Vista
Brasilia

Brusque
Cachoeira do Sul
Cachoeiro do Hapemirim
Camacari
Campina Grande
Campinas
Campo Bom
Campo Grande
Campos

Canela
Canoinhas
Carajas
Carazinho
Caruaru
Cascavel
Cataguases
Caxias do Sul
Chapecéd
Colatina
Conselheiro Lafaiete
Cotia

Criciiima

Cruz Alta
Cruzeiro do Sul
Cuiabi
Curitiba
Divindpolis
Duque de Caxias
Erexim
Farrapos
Floriandpolis
Fortaleza

Foz do Iguagu
Franca
Francisco Beltrio
Garanhuns
CGoifdinia

Guaira
Guajard-Mirim
Guarapuava
Guarulhos

ljuf

llhéus
Imperatriz
[tabuna

Itajai

[tatina
Itumbiara
Jaragud do Sul
Jodo Pesson
joinville
Juazeiro do Norte
Juiz de Fora
Lages

Lajeaclo

Lavras
Londrina
Macaé

Macapd

i
~3

Mt“.'t‘l-()
Mairipora
Manaus
Marabé
Maringd
Mococa
Mogi das Cruzes
Monte Alegre
Montenegro
Montes Claras
Mossoro
Muriaé
Natal
Nova Iguacu
Novo Hamburgo
Obidos
Usasco
Palmares
Parana-ud
Paranavai
Parnamirim
Yasso Fundo
Paulo Afonso
Pelotas
Petrolina
Petrdpolis
Ponta Grossa
Porto Alegre
Porto Trombetas
Porio Velhio
Pouso Alegre
Recife
Ribeirdo Preto
Rio Branco
Rio de Janeiro
Rio Grande
Rio Verde
Salvador
Santa Maria

Santana do Liveamento
Santana do Livramen!

Santarém
Santo André
Santo Angelo

Santos

Sao Bernardo do Campo
Sio Cactano do Sul
Sao Carlos

530 Francisco do Sul
Sao Gongalo

Sdo Gongalo do Amarante
530 Jos¢ dos Campes
Sio José do Rio Preto
Sdo Leopoldo

Sdo Luis

Sio Paulo

Sete Lagoas

Sinop

Sorocaba

Tabalinga

Tefo

Teresina

Teresopolis

Tijuca

Timbauba

Toledo

Trés Coragoes

Trés Rios

Uberaba

Uberlindia
Uhmuarama

Unido da Vitoria
Uruguaiana

Vigosa

Vila Maria

Vila Mariana

Vila Velha

Vitoria

Volta Redonda
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Agencies and Offices - Abroad
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EUROPE | 55)

Amsterdam
Athens
Barcelona
Bari

Berlin
Eilbao
Bologna
Bordeaux
Brussels
Budapest
Catania
Cyprus
Calogne
Copenhagen
Dusgseldorf
Stockholm
Florence
Frankfurl
Funchal
Geneva

Genoa
Hambury,
[Helsinki
Lisbon
Leghorn
London
Lusemburg
Lyons
Madrid
Marselha
Messina
Milan
Munich
Naples
Nice
Nuremberg,
Oporlo
Qslo
Palermsy
Paris

Prague
Duteaux
Rome
Ruzyne
Sliema
Sofia
Stuttgart
Terni
Torino
Valencia
Verona
Vienna
Vigo
Warsaw
Zurich

AMERICAS (86)
Antofagasta
Arequipa
Asuncion

Atlanta
Baritoche
Barranquilla
Baymaon
Boea Raton
Bogota
Boston
Bridgetown
Bucamaranga
Buenos Aires
Ciali

Cancun
Caracas
Cayenne
Chaco
Chicago
Ciudad de Loste
Cochabamba
Colonia
Concepcion
Céardoba

W ie,
|

{ uenca

L uragaeo
Denver
Phitadeiphing
Guadalajara
Guayayuil

(s uatemala
Haedo ity
Honolulu
Fuouston
Junin

I-.(] [’ﬂ?

Lﬂ Pldi(‘!
[1ma

Los Angeles
Managua
NManta

Mar del Plata
AMaracabo
Medellin




Mendorca
Mercedes
Moeswo
Miamm
Minas
Monierrev
Montevideo
Montreal
New Orleans
New York
Orlando
Qsorna
Panamd
Pereira

Port of Spam
Puerto QOrdas
Punta Arenas
Quito

Rio Negro
Rivera
Rosario

Salto

San Francisco

san Jose

San Martin

San Satvador

Sta, Cruy, de 1a Sierra

Santa Fe

Santiago

Santo Domingo
Seattle

Tegucigalpa

Temuco

Toronto

Trujillo

Tucuman

Valendia

Valparaiso
fancouver

Vora Cruz

Yucatan

Washington
ASIA (31)
Abu Dhabi
Amman
Baghdad
Bangkok
Beirut
Bombay
Singapore
Colombo
Daman
Damasgcus
Dijakarta
Noha
Dubai
Fukuoka
Hong Kong
Istanbul
Jidda
Jousnich
Karachi

kuala Lumpur
Kuwail
Manila
Nagoya
Naha
New Dethi
Okinawa
Osaka
Seoul
Taipei

Tol Aviv
Tokyo

AFRICA (23)
Abidjan
Addis Ababa
Blantyre
CapeVerde
Cairo
Casablanca
Cape Town

Ppbouti
FHarare
Harcourt
Ibadan
Johannesburg
Lagos
Luanda
Mauritius
Maputo
Maoroni
Mairobi
Port Louis
Sal
Salisbury
5L Denis
Tinis

OCEANIA (3)
Auckland
Melbourne
Sydney
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B/JLAME‘ SHEET 5 DEC‘EA/IBER -3’1 199 3 AND 1992

(InThousamda of LLE, Dinlta.w) 3
Fc 5668

19493 1992
CURRENT ASSETS
Cashiand Cash EGUivalents v 46,296 31,694
Accounts Receivable oooiiicncano i, 228,069 242,508
Maintenance and Operating Sapphes wrensssnssnsersesnn (NOtE 3) 110,420 135,453
‘-;poual DPPOSHS wevvvvirrnimminrcnmniesnnicerenooe . (Note 4) 37,621 8,914
Prepaid Expenses and Other .. U PIOTRN 96,253 47,588
CURRBNT AS&ETS 518,76% 466,157 i
1
|
¢
i
LONG-TERM ASSETS ]
Subsidiaries and Associated Companios ..evciuiinnen (Note 5} 13,553 16,597 ‘
Special Deposits evvvveeinnnnes PP (Note4) 114,549 133,004
GLhOE + suerevneanesrneereeas ceten arrebirteeh sretsenson ettt r e e santere 974019
LONG-TERM ASSETS _ J{iﬁz;{_()_g‘ ... 153,620 }‘
{
PERMANENT ASSETS
Investments
Subsidiarivs verviivevrrenans berastasnsa e rera ettt eant i sees {Note 6) 111,356 111,393
Other TRVESHMENLS vavareermciimermmrensorissranscimintors beerresneaie 6,689 6,689
LA 118,082
Property and Equipment
Flight Equipment=Own .evienaees rcsranirsenseeniany {Note 7) 029,469 700,683
Flight Equipment - Lease-Purchase .....covivvins v (Note 7) 1,177,064 899,829
Property and Ground Lquipment ...ooveen vererss orees (NOLEF) 375,305 364,341
2,181,838 1,964,853 ‘
Accurnulated Depreeiation L., R RUPPR serarenes (Note 7) (797,283) _ _ __ (650,855)
1,384,555 1,273,998
Fight Equipment - Lease CORIacts o, {Note 7) 177,682 190,638
WOIK in PrOBress uuvuevmnineres siericrineaninnein, (Note 8) 28,661 46,915
1,590,898 1,511,851
Deferred Charges, NEL i coresnsnimsensrns 13,138 14,857
PERMANENT ASSETS 1,722,081 10644490
TOTALASSETS ___ 2,388,310 2,064,267

The accompanying notes are an integral part of the {inancial statements,
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IIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT HABILITIES
Suppliers C e
Loanwand Mpancing, ... . .

Cutrent Portion - Lease Agreomoents
Avcrued Interest L oL L L

Unearned Transportation Revenues
Feesand Contributions . ., ..,
Wages and Salanes ... oL

Accounts Pavable ...
Acerued Viwation Pav and (Other

LONG-TERM LIABILITII'S

Loansand Fivancng L L. L L L

Lease Agreements ... ...

BT

[

Subsidiarics and Associated Companies

Debentures ..o L
Accounts Dayolie .o Lo L L

ENCAREK 0 kx4 wxewng

pan

EXdE o Le aBkEKnEaM 3 eneny 1 ez

e s e (NOLe 9)

vcanpenuranonse {NOtE 1)

R T T T T PR U,

TeARKCcesERERL Rkenacany x4 ua

KA. e N AAME NN RGN R Ik bpane ka

R R L T Y T PP P T I T Ry
B L L LT R PP P
L T I I T

CURRENT LIABILITIES

s e s e {NOIE )
Crarenenneane (NOLE 1Y

vreseeennecns (INOLE B)
vt (NOLE 1)

FoaMndE Weswewsmares sAmut  we

TONG-TERM LIABILITIES

SHAREHOLULRS EQUITY
‘anlan Capital stock .. L

veer ke wn acesrennecrinens (INGAQ Ih

Capital tobe Homologated oo o 4 v vy

Revaluation Reserves |
Accumulated Tosaes .. .

HeRHKUNEC SENart e At R RMONNELBURH he. miw Kaow

L N e L N T L L T

SHAREHOLDERS' EQUITY

[he accompanving notes are an inte,

FOVAL LIABILITIES AND SHAREHOLDERS' FQuUITY

B T T

13

B2
274,304
146,958

A2,420
112,475
172,241

20,273

52,276

60,033

LU72,978

58,543
LiX®, 134
H,77%9
34,506
1410
1250204,

261,408
22,147
84,705

(03,85

b de7

2,388,349

sral part of the fivang al stalements

2.204,707

1)

110,800
321,81
127,267
36,749
132,104
141,833
215606
53,753
08,027

1010200

43,150
892,553
15,784
0,223
92,828
1,114,568

201,498

12005097
(242,0003)
139,490




STATEMENTS OF INCOME

December 31, 1993 and 1992
([n‘l‘huusamhofu.s Dallars)

1993 1992

GROSS OPERATING REVENUES
Flight REVENUES 1usvreecssmsimissemssunssimisassemisseey sssesssresstess 2,521,639 2,050,707
Vahio-Added Tax (JCMS) weivemnen srsismmenssssmmnssisnmisanrsnes {69,393) {40,089)
2,452,246 2,010,618
2,541,145 2,055,276
Taxes on Revenues (COFINS) oo (24,467) _ {15,480}
Net Operating REVEDUES wovewsssrsssimmmemsatnsisssssssississeseess 2,516,678 2,039,790

OPERATING COSTS
Flight OPerations vu.eee. esressmsssessassmmsasirasaniesmsaran sy (1,451,213) (1,209,320)
Other Operating COSES wiumissmmmsmimmirissssisssnssnmmtssssicnes (35,257) (12,728)
Depreciation of Owned Equipment oo.comeriaseiinncmn s (81,894) (83,937)
Depreciation of Leased EQUIPIMONL wirrerernsrsmnasmissemiesess e (72,088) .. .. (56,065}
(1,642,449) ___ (1,362,650)

GROSS PROFIT ..cvvviisrerarsiasrorsummnassennanissanent 874,229 677,146
Commercial EXPEISES wvuvriescsissinmismssmmeniniaiss s s s mmssasaseses (683,386) (575,763)
General and Administrative EXPEnses coo.evirmmramnies (147,606} __....{138,53%)

OPERATING INCOMEL .. tocorminmamnmmnmssimmnsansinsses s 43,147 (27,151)
Not Financial LOSS «ierrrssesmeerecsrsmssmstraisinasinestisssiisniionisnies {78,485) {125,610)
Net Exchange Loss on Assets and Liabilities

in Other CUITENCIES vvvernrseissssresssirsasnaedurssismmesisn s {40,479) (62,101)
Interest on Long-Term Debt for Flight Equipment wosuieesieserecssnens (83,743)
Equity in SUbSIAIATIES wwewrerrsensrerines e (Note 0) 4,820
Effcels of TEanlation .ioeereeremsssisismmssenissies ey 20,473 (31,930)

OPERATING INCOME L coocisnirmasamimesenismnasnensinssnnssrissonss (134,269) (351,458)
Non-Operating INCOME cueiiriserrs cosrsarerrrniersnmnense: (Note 14) 37 (28,822)

NETLOSS FOR THE YEAR ccruvursinsrmrersesssmssstismssssssssssasrssissss ©7,070) . __(380,250)

2 sy

NETLOSS PER SHARE oovvvsssscsmsassrsssssssssssssisssmsmmsceesses o (010 oy (0.61)

The accompanying notes are an integral part of the financial statements,
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STATEMENTS OF CHANGES IN FINANCIAL POSITION

Degember 31, 1993 and 1992
i Thowandaob U5 ()

T ames i oww THRnE L LTI BT T CWa . nut et n = b eed - EE wv oo u

1493 2
SQURCES
Operations;
Net Loss for the Year ...onvveereieenn. RO (97,170} {380,280)
Depreciation and Amortization .......e.cvves covicrrovssonsensosinss 103,535 106,840
Depreciation - I eased EQUIPMEDL wovvvviieoeisrnseorsesnan oo, 74,085 56,605
Exchange Losses on Long=Term Debl . .vovveovrirnerirnsrsisevsn. 1,835 1,06
Equity in Subsidiaries ... ... vt cerrens e (4,820) 6, 6ir
OENET criviiivi et sn sttt eseaese 6,398

§3,863  (209,095)

Shareholders and Third Parties:
Net Book Value of Property and Equipment Sald —................ 1,930 104,583
Increase in Long-Term Liabilitics ...ocvevvrensvanes oo 129,517 268,388
Decrease in Long-Term ASSelS .o.vviveeriinseseeevreesrersssis o 0,121 e
TOTAL SOURCES ..ecvvirnririeeecreereronns avsnion, e - RLBE 163876
USES
Increase in Permanent Agsets:
IVESUTICTIES ovverrviieisecic i s rres e s v eeeseecssssersiess 1,511 8,438
Property and EQUIPMENE .ouuevivnmnnccnran e voomens s eeenenn, 265,581 169,429
Deferred ChIFEES 1ot ariisirrceree s r e e s are s tess s 5,561 9,327
Increase I LOng-Term ASSCLS .ovvvvureens vonvrererrsinsonsrssresesnns - 7,156
Decrease in Long=Term Debt ...c.ovveevnionervnicsivesvnesssen., 81,077 86,266
Decrease in Other Long-Term Liabilitics ..vvvvrverenenene. 77,84 57,430
Reduction of Net Working Capital from Incorporation of
CRUZEIRO DO SUL S.A. - 5ervigos AGre0s wuvvvvrnvinneisnen.. o - L 062

TOTALUSES vvvoovvonssvssssstssmsmsssssssnssoencssssssrsssneonss | BLE8 34138

CHANGES IN WORKING CAPITAL wcovvevvcscrernconsesiisinnnns . (0157) . (180,262)
L1 163,876

CHANGES IN WORKING CAPITAL ARE REPRESENTED BY:

Current Assets
ALEND Of YCQT uvviiviiiiinnnniieecrieinistinieses e s oo H18, 764 466,187
Al Beginning of Yoar ....vcvvcnviiines vivmvisvennreeccceessesssernns o don 457 537,616

53,012 - FJ.:%E"D

Current Liabilities
ALENA 0F YOOI 11t seonesestennsns (LO72,978) {1,010,2n49)
ALBegInning of Year covcvvivciirns svevevviverecrnomseersns s ALOIR20 4901, 400)
(b2,769) (108803
CHANGES IN WORKING CAPITAL .ovovievincesnvccnrev e (I0157)  (180,200)

-

The sccompanying noles are anintennt part of the hrancal staterents
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SIATEMENTS OF CHANGES IN SHAREHOLDERS' EQUIT:

Years ended December 31, 1993 and 1992
{la Thousands ol U 8, Dollarsy

Revaluntion Surplus Lo
Reserves Reserves -1
PESCRIPTE YN ald-in flapital
Capital o be Flight (Acoumutated
Stock  [Homelogaled | Equipment | Investments Legal Statutory | Losses) Total
Balancen 0% ot Dxcember 31, 1991 ... | 254591 - HeAl | 332 | 2,00 [ 16729 | o6ms) | 51286
~ Capstai Incrcase through Tncorporation
of CRUZEIRO DISUT 5 A, -Servicen
Adreos Edtrsordimary Sharcholders
Mecting of December 16, 1992) ... . .. 6,907 — = - " ES) - 6,907
= Realization of Revahution Reserves ... - - {46,865) {7, 409) = - 51,164 -
= Reversal of Reserves v vouvsser, o e - - - (23,09) | (167,239) 190,329 o
= Net Loss f0r The Your e v v veusscvueens - e - - - = (843, 260) (380,280
Balincesas of Decomber 31, 1992 . e | 261,498 - 9,554 21,043 S [ (242,60%) 139,450
= Capital to be Homelogated
(Exteaordinary Shareholders’ Meeling
ofOctoler 15, 193} L vy e s oo 22,147 — - - .- - 22,147
= Realtzation of Revaluation Reserves .. .. b e (36,933 {4,177) o e 35 592 kS
= Met Loss for the Yeox o e wvomvaceen -1 e - =0 -~ - - B (97,170 (92,1709
Balancen as of December 38, 1993 | ... 261,498 22,147 67,839 16,R66 - - {303,68483) 63,467

The accompanying notes are an Integral part of the financial statenents,




NOTES TO HINANCIAL STATEMENTS

Eliv e g Lo woathe b mvraseros Eingos sal “Stadenienlyy

L. Summary of significant accounting practices
11 Accounting, records
The legal accounting records of the Company are maintamed in Brazilian cruzeiros rears and m AL
dance with local accounting pratices and law., Brazilian corporate law requires monetary correction (price-
feved restatement) of permanent assets (fised assots, deferred charges and permanent investments) and
sharcholders’ equity accounts,
The computed monetary correction amounts are recorded in the respective balance sheet accounts with
the net amount recorded as a gain or loss i the statement of income  Fhe accompanying ULS, dollar linan-
cal statements were transkited from the Brasitian currendy accounts Using the procedure deserbed belon
teuneney translation).
1 2. Currenwy translation
The Company’s hinancial statements in eruzeiros reais have been transhted into U.S. dollars in avcordance
with the rules sel by the International Accounting Standards Committee (JASC), usmy e monetary
ton-monetary methad, Under this Statement, the U8, dollar is the functional currency as Braal s a
“high-intlution country.”
As such, balance sheet accounts are translated into U.S. dollars at current exchange rates for monetary
items and at historical vates for all other items, Revenue and expense accounts are translated af the average
exchange rate w effeet at each month, except for those accounts which relate to assets and liabikitios trans.
lated at historical rates,
Foreign currency translation gains and losses on monela ry items are induded in their respective statement
o income lines. For iwonetary items which do not have relation 1 statement of imcome lines, the gains or
losses are accounted as “gain or loss on transiation.”
The remeasurement into United Stales dollar cquivalents should not be construed as representations that
Brazihan eruzeiro amounts could »e converted into United States dollars at rates of exchange used m th
preparation of the financial statements,
L.3. Mamtenance and operating, supply valuation
Inventories are carmied at the Towest cost: acquisition or market,
L4. Property and Fquipment
Qwned equipment and equipment under purchase leases are translated at historical exchange rates, eeept
tor the flight equipment revalualed in Qctober of 1988,
Depreciation is computed by the straighl-line method at the rates shown in Note 7.
[.ease-purchase
The vost of flight equipment acquired by Jease-purchase is recorded in property and equipment and the
currenl and long-term debt reflected on the balance sheel,
Revaluation ol fhight equipment
In Qclober 1988 the flighl equipment was appraised by a specialized company at market value Of the ap-
praisal write-up, 153 62,621 thausand remain in property and equipment at December 31, 1993 whach
will be recognized in income when realized, cither th rough depreciation or sale,
L5, Investments
Investments in subsidiaries are carried on the equity basis,
Lo, Revenue recognibion
Sales are recorded as current liabilities denominated “Unearned transportation revenues,” and revenues
are recorded when services are rendered,
2. Change in Accounting Policy
Eitfeclive January 1, 1993, the Company changed its method of accounting for the exchange kosses resulting
trom the U.S, Dollar exchange devaluation as compared 1o the yen on forcign currency long=term debt, as
permitted by the International Accounting Standard no. 21, In prior years, the Company used to chage
these exchange losses to the statement of income as incurred, As from January 1, 1993 the above exchange
lsssies have been deferred and have been amortized 1o the statement of income over the remaining hives vl
the fureggn currency debt 1o which they relate,
In the opinion of Management, the deferral of those exchan ze losses equalizes the Company's practice to
those accepted by the industry. The effect of the change was to reduce net foss for 1993 by approxnalely
LISE 38,051 thousand wilh corresponding increase 1 shareholders’ equity as of December 31, 19693 by Lhe
same amount,
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3. Maintenance and Operating Supplics
Thousands of U4 5 Dollary
1952

-t

Spare parts and sundey matetials | 4o o L S 98,841 106,402
Workinprogmess . .7 o vnnenn e nan e 8,757 11,587

fenposin progrees L . . oy .

FRTES  3MMAEATIe R Rk LR EIN AR R X RO ok hrrk s ibetNURY B U SAraL RS R ran. men 2,832 15,464
Lo S - o 18

110430 13545

AT

4, Sipecial Deposils

e, Phousards of U S, Dollars .
Current Long-teem Total
993 12 1993 1902 . 1w e
= As guarantee for ke agreements (Security amd
maintenanee deposity)
Nissholwar ¢ Japan . coveevi v contrima 2,306 .00 22,787 25,779 3,093 27,781
International Lease Finance o, « USA e, [P 15,927 2,302 15,527 23,302
Ansott Workdwide Avalion=USA oovves e v o0 sess poeas - L610 1610 1610 1,610
Westdeutsche s USA s concrconmmsionss oo v we e e 15,607 - - 13,037 15,667 13,087
G A, Group - Treland . wasestans  wn P s 4 o s e = . 8,320 8,120 8,320 £,120
C.ltoh Co. Lid < Japun . v vuons von arvsvien - - 11,404 8,147 11,404 8147
Bavaria Flug Gesellschaft - Germany e vo . . - - 800 4,442 8,940 4,442
Qrix Qure Corp. - Cayman ..uvvrrucen reeeres + « - - 3,05 2,725 3.0 2725
Mitsui Corp, - Japan, ... ... vaee e e = : 3,602 2,329 3602 2,24
SLVEG«Cayman , ., T - 2970 2,688 2,970 2.688
Pepasus Copal Conp -1U0SA ke ae wa e - - 1,500 1,500 b =0 1,500
Global Atrcraft Leasing Lid.» Copmany e v . o oo o s S - 1,500 1,500 1,500 1,500
Adrcraftdg WlIne. « USA . 0, L L, wre v 3.000 2,000 3,000 3,000
Areraft46 91610 <USA . oo vccoer s vt e s a4 - - 1,500 1,500 1500 1,0
17,973 12 R4, 114 99,679 106,087 105,681
= As guarantee for arreraft production (Progress payments)
The Boetng Co =USA .. e i vies 10 vn N 12,918 13,508 5,787 16,869 18,705 0,377
McDonnell Douglaa - USA o v e 0 E— 18,581 37162 2y 600 19,181 37,762
(=} Advances recvived from Marubeni ~USA ... . . . ew . (23,800 — ﬁ?‘."lﬁj) < - (23,806) i_w_(_'!?ﬁ&'i!
%693 3085 6,387 17,469 14,080 20,554
Otherdeposits ... e e e 11,953 3,827 20,018 15,856 32,003 19,683
B RSN LM 133,001 152170 T 14L9I8.

5. Intercompany {ransaction - Subsidiaries and associated companies

Accounts currently receivable from subsidiaries and associated companies are shown under the caption
“Accounts Receivables” and amount io US$ 10,076 thousand (U5$ 4,193 thousand in 1992).

Long-term items reflect loan agreements which provide for interest pursuant to Brazilian finance market

cost, distributed as follows:
Thousands of U.S Dollars

Assels Liabihtiey

1993 1992 1993 1992
FundagSo Ruben Berta s v e o0 o o s e e - - - 14,531
Soc. Brasilefra de Turismo A¢teo - Rotatur Lida . ... .. - 9 24 w
[CARO Editora Ltda. . . . v ceeeernn s & [P - - e 39
RIO-SUL Servigos Afreog Regronals S.A, . arr e - - 6,735 -
InierLocadora 5.4 .o e momeens s aciren s o s 5,638 4,476 - -
VARIG Agropecudna & A et - 1,950 4,629 a -
Expresate Brastlelea de Propaganda Ltda ... - H R -
Cia. Tropical de WIS . i v & | sesunivens « oo oe o s 5,965 6717 - -
SATA Servigus Auxiliares de Transpore AdreaS.A. ... - - - 1,214
) 16,597 6,759 15,784

6. Investments int subsidiaries

Thousands of U.S, Dollars Thousands of L1S, Dollars

Patd-fne Share- Net Qur share (%) Adjusted tiquity

capital holdors' income capital boak Income

stock oquity {toss)} total voting value {loss)
Cia. Tropicaldelfowis . .. L. e s 43,158 26,685 {4,230) 89 85 46.00 23,977 {3,800}
Cia, Tropicalde Hotéis da Amazdnia . . o .. ..., 58,745 23,572 (MR} 64.57 86.78 15,225 (3,708}
Lxpressde Brasieica de Propaganda Lida . ... .. 1,559 1,970 it ) 99.73 1,955 49
ICARO Bditora ltds v orer s e v 1o 501 He2 ) 14,57 19.57 16 )]
Banco VARIGE.A. e v vivrs wire e vees e 11,307 16,137 3,451 46.67 4.2 7,628 1,618
SATA Serv. AuxB). Transporie Adrea 5 A, " 8,246 13,003 1,262 9% 346 9.36 12,90 1,255
RIQ-SUL Serv, Adreps RegionaisS A ... ... . 2,256 37,79 11,764 .78 96,69 36,524 11,306
‘k’ARiGAgmpccu.imS Acid s e s 44,816 53,670 (7.864) AH AL 11,443 {1,671)
InferLocadora $.A BT, N 9,070 1,048 (323) 91.46 246 958 (305)
Othey Companies . ., . 544 -
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o1 The pninapal amount of capitat stock paid into the Company’s subsiaaries dunng, 1993 was as follows.

D ogsin .t Brasibega de I'rnp.nr,.md.n W

7. Property and equipment

§ gt equiprent . ow ned
IEEE Dt ]

Bty

Yu §

o T e ragines

L A PRI patte

72 Fhghtequpment kease punhase
B VRN

[L S (]

B0

WTET T
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sl

I8 oot 207 3menpines

T3 Troperty and growamd equipment

Franung eguipnwent {Plases and
sirgtatoray

et vquipinent simulator
v purchase)

faotmd Lquipment

Vobndos

v ad ot

S Phghtequipment Tease conlracts
B4
| LAt ]

iatol

rar nagreementwitltseny e Ines whikhoncase of Qg equapment, ss bata

u

g R
Accumnlated
S Gont - deprevuation
3 28315
157, 2% (0747
11,755 (") 947}
.2 {$.42)
P L UL R
020,460 IR 28y
L0 B8 (Hay
112,329 {1701
170,349 17 A2y
134,440 {5h,098)
8,000 {4, 150}
24,5 (10,5
e BRI RA
L7 AR
RERG Y (2141
a.01% R AL
41,577 {rg, 570
10447 [ b
T AL
EANC T Ei s
147,961
)
[T, 082
L 2]

v Deprecated at the same rates as he ooated cquepment
7.5 The amounts recorded in Property and equipment under “Lease-Purchase” refer to equipment acquir-
ed through lease-purchase which, owing to their characterislics, such as to the term (Shorter than the ser-
vice life of the equipment) and the sy mbolic purchase option value, are considered purchased ilems,

7.0 The following changes in Property and equipment in 1993 deserve mention:
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A Tl and aperational infracns e
I Carsund pporl eompent

v Putchace and manutecunimy ol 2k Prosecang
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et book
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9, Loans and financing
Loans Jeneminated in 11.8. Dollars
ioto dotlars at rates ir e ab the batance

are considered at their orig
sheet dates.

R -

1993

inal values, Other curren

'Imsanduxt_)f_‘l_.!&gr_._pdhm s

e LA

SHOTbEIIn s o=

cies are transiated

tongterm. .,
Final
1942 _ matysty

1952 19493

9.1, Working capital loans a nd financing
7,74

fleaml
Rradosco N I R e e
Batwew Nasgwal . . . . - 15,641
Banen brani o Bravikim o fasn e 0 L ooe amenn 4,170
bt P b a1 weemtees 10,000
- Bamenmdus J e R 0,000
- Bancade € mduuNaum\:tl - R— o u e wkraeke wee 3,750
_ Banwo diy Projresse " e e he e et 2,146
- Bancode Tokio . - R R rgins EeerERRIR 2,453
I 2,04

wowe oy e W R HECIRS

- Bance tnter Atlfintico
- Tanco Amdtica <o 37 e
L BancoBafry . funt apar wine-

e sy waanateame ok o LR P L
eamsuRnRaRE AL EXRETHES N TAESE wres weaan
e A ERRTER A wTRRRKE RRTRAAEN aan pw B TEERAE ERETAKES

- BancoTontua .
-l&.\mulndus\ualCML et nenemrransy e PR
. . 2,49

Sae

_ parwo Rura

. Banco Cconbmwn - o o 0 @ an meure rene %

o Oithet (23 institutions) P - “n
Abroad

. Citibank - e PR .

- Futeruational Lease Finance Co. vmes | eneeseoar
- Bango MacicnatiUs
- Banco de Créduta Nactonal wassrss = s
. Banco do Estado e G20 PAIUIEA cores nosrsinenne
= Yanco do AraslUSA - TR
~ Torbo Aviationdt 1A

. WisshoTwarapan .- <«
-(‘.’l'.hcr(!.Omsmuﬂom) e 1 en part s

FLEY w

P LR Tl orh okt P
e w p Ekrelr u o an KRR N

» he gwen seskn smhmMEWTES

ur we pe n wEEREeASrRRzHERT LE I ann o Ames wgEawerd
b ke cu AmRasYRTLEET RRET e mas Aia R xmRRARESXE
wnnndsEasknEnE w45 KoeER averaiaEEsLI AR

9,2, Credit lines

firazil
- Hot money (1 institutions) « -

T I vunekmee s #3 NGRS €

Abroad {a) o oe e s wos s

9,39
46,910
s
71,290

109

IR T P
o cumeue s pRIOR  AEEXIMCIANISECE
eeehaschRABEEECABRATAEOTA LR B AT cpaybhanEYREREEARARR

J AL L L prese)

9.3, Financed Imports e e
9.4. Relaled lo property and equipment:

- Gundry oo o e S . 1,137

=
{a) Represented by credit lines otitatned in the US.A. (USS 24 mitlion), Germany (DN
{ESC 94 4 million), renewable, onaverage, every 90 days

9.5, Interest charges

ZBrozit - CDVCETIP and TR plus in
- Abroad - Rates from 5.195% and 10.0% p.a.
Interest accrued on this debt is included in the A

bilitics.

T80

s e

54 17 7 mithon), Yronce (FFR 11

wilh interest charges at va rious rates.

terest rates from 0.5% to 1.5%

cerued interest fine in the bal

10,000
5,700 ;

103,006
19,000

4,569 21059

4,279 .
5,998

q{l?

MAYSS

4,644 s
2,623 = -
3,713 -

323 ~

41,743 6,184

51,5008
70904
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18,000 .
2000

MAY2N

6,258 MARNSG
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5,57l BT,
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Lo 29 Ac 006,
321,511 8,503 93160

4 nililion) and Portugal
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per month

nee sheet under Current fia-
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10, Lease agreements
- . Thowands ot 1S Dallars

Current pothon Loy teem portion T
ot & 2SO | AT | matuy
W 1 ease-purchase
Wodmagion Trist Co USA (LSS 230 1 mathony 12,74 M3LO85 188 4 228,042 HG S Er
olirmngton Trost Ca LA SRS 51 G pylbons 2.9 2,724 PR T AN 46 #3801
Wtoaegion st o 1A (U988 402 9 aleny 12,0m 1% G40 JAR I
YWduoghen Trast Coo 09 16 20 0 analbem 4,904 1413 M
Vit vawng Coo jagas X LS 19 | balhon} 3,20 4, | ERB B 141,54, ke o
M cles b Corp Japan (Y ES 21 T batlis 1.812 6N 12 o 12000 Ik 2
Neatoe Twani i orp = fapan (U4 5 2 million) 2584 2R oty 1,184 FERYS
Unibunaa beaumy 5 A Brazsst iUNS X1 thonsanadg 83 433 |3} e B8
Fohmloavngh s Braaltt™g ™51 thousarml) 3 )% S Pt 11
Munhenleasing s A Brasd (LS 590 thpeamd) 537 KWy Y] T ATPRFS
Franlease s A - Bras) (098 235 thutisand) W Wl W L1 LT
Westdentsche TRA (1% 204 thoveancd) 24 1.284 1 FElenvg
Cibank US4 M 1] L mubhon 2,851 849 8,450 11,1m AN
LA Groupy - USA (U8 20 7 nudlnng [ 1,779 4.7/ Y APR20E2
LA Group U\ (LSESR T onlioni a2 T.0m WA SN, Tk MAY T4
IBM L easing Arr Mere Branliiss 12 ¥ andlhiony 0,75% 3,202 AR 11 e [XENYS
4 Yhers L ,,!a.f:!!{x . h . ‘-_?{a
IR e

L2, Finance lease
International {ease Bipance Co o Py il 'sg 84, 9 ol
O e G ¢ nian (LSS 14 b oty
SELRG Cavmvan sU%E 15 Santbuny

14, 285 T RE? I4 vhi AP N0

LA 13781 15 2 Al

LR LY O & s 1)
US L f )

JEETa. E wﬁ?“ (ﬁ’T

18,3, Maturities of Long-lerm keses
Thousnds of L & Dollars

L. ear DU, . » A S
LU ot WK
190y [5y, 16}
(LA 168,47
LR 1N 2%
1'%n) 112481
UK LR
P EL 53,742
22 52,431
pi 1} I, A

Atter 201 39,20

10.4. Interest accrued on these lease obligations is included in the Acerued interest line in the batance sheet,
under Current liabilities,

11, Debentures

At a Special General Meeling held on September 11, 199), the Company’s slockholders approved the issue
on October 1, 1990 of 130,000 debentures with par value equivalent to 1,000 BTNE (Brastian Ticasury
Fiscal Notes), divided into two series of 65,000 debentures cach

Since February 1, 1991, when the BINF was abolished by decree, the debentures have been restaled
according to the Brazilian managed prime rate - the TRD (Daily Reference Rate),

The maturity dates of the first and second senes are October 1, 1995 and March 1, 1996, respectively, and
they bear interest of 12%. p.a. The debenture agreement also establishes a renegotiation procedure to ad-
just periodically the mterest rates to market rates (premiums). Promiums are caleulated 1o accordarice with
criteria established in the debenture agreement. The maturily dates of the next series are June 1, and july
1, 1994, respectively, The remaining renegotiations will be made in periods to be defined by the Admims-
trative Council, at which time the Company agrees that it will acquire any outstanding debenlures trom
debentureholders who do not accept the renepoliation terms.

10
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Below is a summary of the position on December 31, 1993;
Thausands of U.S, Doliars
Agreedoupon  Agreed-upon
Updated premlum/ premium/

LQuantity  amount Interesl lntsrest ferm
Istearrion o rme smrox s R o feevies wkghE 4 Tasan v %m0 o w0 e reesees 65.000 35,138 2,053 183 to
{11 5d) (a) (6,251) (365} B4
24,887 1,688
ROLBOTICS L uh r v v omare e e e e hroe e . nr e e 65 000 35,128 3,203 Ne&3te
(S3M0) (@} {25,159 {2,658) P94
5,979 545

H 806 2,233 ()

ST IR

(a) Debenturen in treasury,
(1) Tevtereat and premium aceruals are recorded under the heading “Current habilithes = Acerued interest,”
12. Operating leases

The following aircraft and equipment are held under operating leases:
Thousands of U1.8. Dollars

- T

Faqipment o Agreement Monthly
Lessor e a0t Type  Megin | Fapire  Valwe  payment Halanee Cureent Longterm
Bavaria Flug Gesellehaft= Germany  .viens s 2 BZI7300  APRAOY MARSG 30,600 580 13,770 6,10 5D

B OCTA0 OCTAS 19850 598 i 7,176 4784
2370 AUGAL AUCGMNe M0 572 17,732 6,804 10,868
BR37-300 jULMm  JULAZ abd4e) T 3517 4y v
BFIZ300  MAYAO0 MAYMNS 17,00 285 4,560 3420 1,140
B237300  NOVML NOVNG 92850 57 18,632 6,570 12,062
B2T400  JUNSL MAYSG 71,107 1358 W7 16,300 24,4%
3237300 OCTA OCTMe |20 5 18,876 6,864 12,012
Br47-400  JUN®2 MAYS?  B5,160 1,419 58,179 17,012 41,147
3247400 JUNMY MAYNS 89710 1405 7935 17,913 61,292
B737300  BEBBY  JANME 05,140 639 (a) B3% 839 =

Ansett Worldwide Aviation « USA oo onvrinnan -

International Lease Finance Corporalion - USA ..,

Westdeulsehe sUSA i wrieiims o0 onerinies »

GPAGroup - Ireland o o weens senmman oo seanunans B-737-300  OCTRY QCTHY 16500 278 2475 2475 -
M-I NOVAOL NOVSE 110,000 1,850 61,750 22,200 42,550
Nissho (wal Co =~JaPan s cier o0 revmnmrates 50 o B-707. %0 DECARI  FEBYS 95200 V4 (a) 12,012 11,088 24

B767-300  JUNMO  JUNNS 87568 1) 17,849 11,292 6,557
B2A7-300 DGO NOVAS 39249 387(a) 4,310 4,649 4,261
D103 JUNAT JUNMG 30,885 M7 () 12, 5,366 7,602
DCD 3N SEPS0 OCTAS 30,000 11,000 6,000 5,000
O3 DECAO DECAS 20,000 11,500 6,000 5,500
Alrcraft 46916 Ine. ~USA 1o reccorssiiancsasupmeranmms « TKAI0:30  JANST DECHS 30,000 12,004 6,000 6,000
Adrcralt 46,941 Inc, « UBA cevviees » sisersrsseersnn o v [C-1030 MAY®L MAYSG 30,000 14,500 4,000 8,500

{a) Average ianthly paymenl, variable according {o the LIBOR plus a spread of 1.5% p.a.

13. Paid-in capital stock

13.1. The Company’s paid-in capital stock, totalling US$ 261,498 thousand, is divided into 618.561.295 sha-
res with no par value. Of this total number of shares, 354,487,932 are common shares and the remaining
264,073,363 are preferred non-voting shares, distributed as follows:

C. Jtoh o, Ltda, = Japan uesen caven-es aesein w330 .0
Mitsud Corp. = Japam .« v v an v mecocrnsnnueesn

Pegasus Capita) Corpn « USA .+ vans v sonrcnsn ssnnis
Global Arera{t Leaslng Lid, - Cayman ....icieenes

btk et ek led it b3 BT BT KD s 05 e s b e B e BRI P

Sharchokders T " Common shares . Drclorred shares,
« Restding inBrazf) ... . ool . 353,820 216 263.770 M0
* Reskling overseas .. cowismmne o s __ 664.686 W3,223
Tatal 1rusicseremcrcuscannn vony ¢ yna eraes PR 354,487,932 264 073,363

13.2. An Extraordinary General Shareholders’ Meeting was held on Qctober 15, 1993 and approved Lhe fol-
lowing decisions among others:

a) Increase in capital stock in the amount of US$ 22,147 thousand, through issue of 130,401,948 shares with
no par value, Of this fotal number of shares, 74,731,344 are common shares and the remaining 55,670,604
are preferred shares. This was due to capilalization of Fundagio Ruben Berta credits in the Company and
maintenance of preference rights of the other shareholders,




v

b} Changes v the Company’s statutes authorizing the Administrative Concil to decide upon capital in-
crease without previous approval from the Annual Sharcholders’s Meeting up to the mit of 858,438,552
copumon shares and 639,487,934 preferred shares, respecting the conditions prescribed by law and prefe-
rence nights of the sharcholders.,

Such decisions, however, have not been confirmed yet duc to the injunction granted in a lawsuit filed by
minoritary shareholders which discantinued the decisions related to subscription of capital as mentioned
initem a, a fact which was widely disseminated at the lime.

As this temporary judicial decision is related solely lo the suspension of subseription of the capital by the
other sharehoklers, the amount of monetarily restated credits paid in by Furdagio Ruben Berta 1s classified
as Cupital Increase to be Homologated under Sharcholders’ Equity.

14, Non-operating income {loss)
Under the fleet expansion and modernization program a series of Lransagtions were carmed out involving

disposal of aircraft and components, and the obtention of credits granted by manufacturers on the puy-
chase of airceaft and engines and other revenues, as detailed below:

Thougsands ol
s Doltars
s Creditsreceved rom G E L, - 29
= Creduts receved from Me Dennell Douglas 1
- Credits recuaved from T he Boetng Co. . ¥k
+ Other non operating tcome flosses) Al 2oy

Baladl

15, Subsequent Events

The Company is responsible for fleet operating and finance leases rontracted in the hght of market condie
tions conr pletely different from those cu rrently prevailing. As there is presently considh rable excess pircrait
lease supply on the markel, lower lease costs might be obtainable. Accordingly, the Company has decided
to renegotiate the original fease contracts with ils creditors in order to adjust thewy to present conditions.

The renegotiation in question only encompasses the cited vontrets, without affecting the Company’s other
obligations,
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LA AR S AN

INDEPENDENT ALIDITORS’ REPORT El

Tay the
Sharcholders and Board of Dircclors of
“VARIGY, §.A, (Viagio Aérea Rio-Grandense)

L. We have audited the accompanying balance
sheets of “VARIG”, §.A. (Viagio Aérea Rio-
Grandense) as of December 31, 1993 and 1992,
and the related staternent of operations, changes
in shareholders’ equity and changes in finacial
position for the years then ended, These
financial statements are the responsibility of the
Company’s Management. Qur responsibiliiy is
lo express an opinion on these financial
statements baged on our audils.

2. We conducted our audils in accordance with
auditing standards generally aceepled in Brazil,
Those standards reqquire that we: a) plan our

work, considering the materiality of balances,
volume of transactions, and the Company’s

system of internal accounting control; b)

examing, on a test basis, evidence supporting

the amounts and disclosures in the financial
slatemenls; and ¢} assess the accounting
principles used and significant estimates made
by Management, as well as evaluate the overall
financial statement presentation.

»

In cur opinion, the financial stalements referred
to in the first paragraph present fairly, inall
maletiat respecis, the financial position of
“VARIG", 5. A, (Viagio Adrea Rio-Grandense) as

of Deceraber 31, 1993 and 1992, and the results
of its operations, changes in its shareholders
equity and changes in its financial position for
the years then ended, in accordance with
generally accepted accounting principles
{Note 1),

4. As discussed in the Annual Management
Report, during 1993 the Company implemented
several measures restructuring its organization,
management and operations and which resulted
ina return o profit on flight operating activities
for the year. This resuit, however. was not
sufficient to absorb financial charges during the
year nor to reverse accumulated deficit, working
capital deficioncy and the high level of debt.

The reestablishinent of the Company’s
economic-(inancial balance, inherent o its self-
suslaining continuity, will depend, apart from
the constant effort of profit maximization, on
the successful renegotiation of international
leasing contracls as mentioned in Note 15,

5. As discussed in Note 2 10 the financial
statements, effective January 1, 1993, the
Company changed its method of accounting for
exchange losses resulting from the U.S. dollar
exchange devaluation as compared to the yen on
foreign currency long-term debt, as permitted
by the International A<counting Standard
No. 21.

Sio Paulo, Drazil

March 22, 1994
Qﬁup@_}.g Hé L é&o&oe
@' Sosz AN,

Wﬂscé;
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&IEAME SHEEYb DECEMBER 31, 1993 AND 1992

expies o i thoumands of Crizetros Rears)
F

ASSETS

£ ma i AL st e eSS TS TTT T T S8 e T ATES T L M T el

CURRENT ASSETS:
Cash and Cash Buivalents i e scssiesssniiens
Accounts Receivable

Brazilian Government . ......
Subsidiaries and A:,s,ocmlod Comp‘m:cs (9)
Hher RecOivables ovviciiiiiiinnirenssineisrissessesisnssnnsrosiseresssssesssmseensoresns
Less: Allowance for Doubtful Accounts
Less: Uncarned Interest oveviveivereenrnses
Total Acconts RECEIVADIA vviiiivriiiiiesirenviiiesisetseinsrn s oneresrerarersrnetsnrsn
Special DIEPOSItS Lviuiiivireeriision s s s sissscnsenssaneseressseses (4
Maintenance and Operating Supplies v..vounoseonicnsesmnicms e (3)
AdmncesﬁoSupplters
Prepaid E<penses ouveeeorneses o

aEERRAERBE SRR

L P T T N T T TR TR Y PFE PR TPy

TOTAL CURRENT ASSETS

LONG-TERM ASSETS:
Subsidiaries and Associated Companies ....veoseeiiniienrrncimanerseecnnn (9
Special Deposils ..

TOTAL LONG-TERM ASSETS

PERMANENT ASSETS:
Investments
SubsKHATIES woivvervevisiiisniirsi s s s e (9)
OHher INVESUMENES ..vvivviiiieviirsnissenbeseisiniiremsssisstimesnes ainesesananas
Total INVESIMENES cvvieiiiieiiivsiiicn et st e
Property and equipment
Property and equipment ..o e e {0)
Less: Accumulaled Depreciation .. (6)
SUB-OAL 11evirrrerereeviiie s s s st by e s et red e rs s sare s enaned
Flight Equipment - Lease Contracts .....ccccivivernninsinssin e {6
WOrk in PIOBICSS .vvervreerimmrnreresnniessitasniiseiainenismemsrerisasinsossssnssssesss {7)
Total property and equipment ... e
Deferred Charges -
Amortizable EXPEnses e rierveisemsviiinissnminisssonsenessssenee ()
Less: Accumulated AmOrHZation .o (8)
Total Deferred Charges ..o s

TOTAL PERMANENT ASSET 5
'ID’I‘AL ASSETS _

L

marr ¥ s T eI e_a.ms T

.. In December, 1993 currengy

15,097,365

7,380,091
3,121,219
2,279,615
3,285,727

10,820,620

(511,562)

(2,301,010)

12731093

IS
4,901,727

62,829,898
5,177,781
3,900,105
1,309,985
5,551,307

(688,004)

(2,316,637)

74,374,700
12,268,236
35,654,796

5,450,029
10,174,562

75,701,435
2,785,041
40,968,351
5,311,569
8,494,851

153,019,688

143,226,004

e e o]

4,419,548
37,354,901
5,463,207

5,185,215
41,533,066
155,181

e 37,237,656

236,893,462

38,679,102

094632

39,573,734
769,016,056

39,520,261
- S93418
40,213,675

701,106,605

(294,379,367) _ (251,247,757)

474,636,639
57,942,717
9,524,133

449,858,848
59,559,293
16,586,968

542,103,539

- 8,581,614
(4,656,279)

526,005,109

8,998,003
(4,417,524}

3,925,335

4,580,479

585,602, 608

570,799,263

785,859,952

760 0,918, 729

The accompanying notes are an integral part of the financial statements,

.




__LIABILITIES

e

CURRENT LTABILITIES:

SUPPHLLS ot s e e e

Loansand anncmg e rers v e e rs barans Cebrvietare e (10}
Current Portion - Leachbmemcn{s ernaerr e DN (1)
Fees and Contribubions ..o, (14)

Dividends Payable ..
Wages and Salaries ...
Accrued Interest .....

L T T Ty P P T T T PR TP Ty

R L T E TR T I R R R IR TR PRSP I LT

Payable to Other Adrlines ...oueviinn, serar aeens
Accounts Payable ... e e b e e e YT
Unearned ['ransp()rlnlmn R’{‘venues . erernarine s e
Subsididries and Associated Companies oo, peessnreenenss (9)
Provision for:
Vacalion pay «..eecnneineninen rrvrnrenss P
Flight Equipment Overhaul .., S S PN

TOTAL CURRENT LIABIL ITIES

LONG-TERM LIABILITIES;

|0 ETLIPAYSD s o T R LU - (11}
Loans and I'lmncxng e e . (1)
Subsidiarics and A ssoual(_d ( umpa mc rraetene RO ORI %)

Debenttres v recveinaisnine erresenaanes Fdrb s et ety rererrareteatensaetarreas (13)

TOTAL LONG-TERM LIABILITIES _

SHAREHOLDERS' EQUITY:
Paid-in Capital Stock «oooviiiiiniininnnnn, RN e beosreererenausianen
Monetary Correction of Paid-in

Capital Stock .ovrnieinininiinins serersnanns rreraae st araes reeraees reeseneene (15}

Total Paid-in Capital Stack .o cvemviiiininnninicinn,
Capital Increase Subject lo Approval ...oovvinnen. e verreanee (15)
Revaluation Rescrves

Property and Equipment ...............

[OvesStments vuiiiieiiniminnien

Total Revaluation Reserves ...t
Accumulated LossSes uunnieaas

FeY i asEn B sk s E I

Abbundine saanndtrenapaprasinsanan

(15)
rrvereacrveens (15)

TOTAL SHAREHOLDERS’ FQUITY
TOTAL LIABILITIES AND SHAREHOLDERS! L'QUITY

sbteswrissnnans

FUBAP s ER b Er e neud bdd

P e L T T T L L ey PP PR P P T T

Py

26,258,597
122,068,965
47,923,606
56,184,796
78
6,611,099
17,096 473
1,372,410
15,675,354
36,841,740

.

17,479,691

391,040

.. 349,903,849

_In December, 1993 currency

Jlenves 12812

34,525,159
100,540,248
39,760,778
44,311,545
2,122
6,581,309
11,481,166
428,582
16,264,136
41,300,159
100,961

17,460,505

2,853,059

= 215,609,819

129,083,754
19,091,27

2,204,154

11,369,814

407,925,962

4,753,2:7

. 403, L5580

100,78, 777
6,953,569

27,579,342

3,160,987

Accounts Payable ..oooovnievieim e 46,176,965

278,851,557
29,111,229
4,931,300
6,318,208

e 22001,269,

18,213,772

420,918

- 109,369,859

109,720,777

0,477,591
3,647,445

30,740,329
(119,454,534)

40,125,036
(52,220,675)

28, 030 141

9" 095 138

785,859 35,850,952 7

760 ‘118,729

‘The accompanying notes are an integral part of the financial statements.
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STATEMENTS OF INCOME

For the years eruded December 31, 1993 and 1992
{expressed in thousands of Cruzeiros Reais}

Operating Revenues
Flight Revenues ... tresnrmranianees
Loss: Value-Add vd Tax (l(‘MS)
Other verveevsrmane o PP
Total Operating, Revenucs
Less: Taxes on Reveriues - COFINS Lo,

Net Qperating Revenues oo

IR T L e T T L e Y T YT

D R TP Y]

Aapavtirensntnarpaedbbhaun bdn et i dud ity

B T R TRy Y ]

P T N N R T R R P Y]

Operating Cosls

Flight Operations ... e besireessneeeaan
Other Operating Costs .o PP treaves
Depreciaiion of Owned Egquipment oo,
Depreciation of Leased Equipment ..., B S P P
Total Operating Costs ........... trtneanieereearren rrrisenrsaeerens
GROSS PROFIT . T e e A S NN BARAAE KR e saR R era b ares
Commercial Expensus ...............
General Expenses

Executive Salaries ..., veersrrans vearaere vesreeseneseraaaan s
Administrative EXpenses ...uceieenn e B T

Total General EXPENSCS .ouv. covvreniinisismrainmrinssitinmiiiin s s e assas saen
OPERATING INCOMET ........ cvimrenrens PR .

Net Financial Income (Expense)

Financial Income ...oveniis B PP PP

Financial EXpenses .ooviicenennnn e hrreenraneeans brreraressssrniarean

Interest on Long-Term Debl for Flight Equipment .. sy e
Net Financial Income (Expense) ....... et eeseerese et b ennn
Gains (losses) on Foreign Currency Assets and Liabilities ...... vervieiieeann (16)

Investment Income (Loss)
Equity in Subsidiaries ... e (5)
Other Investment Income ..., crererersasnraes srrrserrensas rerrnaraes Crrneiseearsesans

OPERATING INCOMEIT ..o

Non-Operating Income {Loss}
Non-Operating Income .......oocueeesn.
Non-Operating EXpenses ..oooovsnien,

Net Non-Operating Income (Loss) ... vesesriernranaes

N T T N P Y P R T T Y

. (18)
(18)

Pruqrarrddsaunnernandnruninrrunen

A Faddasurasrr b rvasraraannbniiearnns

L T Ty T R P Y P Y P PR T Y P YT T

NETLOSS FOR THE YEAR ..oiviiriminmenminininn
NET LOSS PTER SHARE (IN CRUZEIROS REAIS) wvvicvivenriinininines i,

L R NI P PN P YY)

Sr_ TN o TR STy

In December, 1993 currency

12/31/93

123192

796,375,425
(21,885,560)
27,184,545

651,708,717
(12,729,685)
14,000,238

801,674,410

. (5,798,082)

795,916,328

(166,676,025)
(11,140,606)
(24,555,622)
(26,886,324

633,188,270

e (1,809,325)

648,378,945

(387,921,937)
(1,739,750)
(30,033, 88)
(27,473,240)

(529,258,577)

266,657,751
(212,811,144)

917,317)

o 576,667)

(42,493,984)
11,352,623

16,308,970
(45,317,068)
{26,723,611)

{(447,168,816)

201,210,129
(182,619,496)

(835,195)

—.{40,762,500)

(41,597,695)
(23,007,462)

12,905,979
(48,420,304)
(21,168,077)

(55,731,709)
(38,033,915)

665,871
4,740

{56,632,402)
{4,632,670)
4

(4,678,671)
g2

Gains (Losses) on Non-Interest Monetary Items ..., 17) _

670,611

_(4,309,218)

(86,071,608)
22,701,705

(11,405,063)

P

(4,678,579)

..{4,235,102)
{©3,236,221)

33,443,088
(43,492,637)

11,296,642

(10,049,545)

(74 774 966)

(10'%,28 m,)

(120, 89)

o165

0> i s

The accompanying noles are an inlegral part of the financial stalements
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TATEMENTS OF CHANGES IN FINA NCIAL POSITION

Tt e vears ended December 31, PR3 nd A2
gewpre wwdm qapanibe pl4 TRz Ry

SOURCES

Opetatian

neot 1 ows Lor the Year
Depreciation and Amortization
Depwcialitm~Lensud PRRUPRERL anereerisnessen e
Lquity (1 SUDSIAIATIOE covcnvpunrnonary cxr peonmsentstest
GanwLosses on Long-lerm Assels
Not Book Value of Property and Fgquipment [ IVTTNURUREISNTTETL b
(:mns&u&sesnnLong—Tcrm Liabhties P R
NetBonk\fnhmoflnves’.mnnls .

Prior Yoars' Adjustments

aneran

-n-.-u.-nu--:u.n.uu--u-.

Gub-Tatal e PP TR

Sharehokders and Third Partices’
Longs Term Debt oo

‘Tolal GOUTCES emsrrarvrservesses <00 [T RPPURUUTO PRI L eereavargerrrsnersanes

USES
Tweease in Permanerit Assets -
Property and Equipment e
Diotorred CRATEES worr v

Reduction of Net Working Capitat frem Incor proration of

CruseitadaSul S A L GErvicos AGTEOS Lot 2
lncreasu’mLong—TcrmA:;#cts
Decrease in Tong-Term [IOBE overresrcmnmmenseenes

srr meessateernaiaTTn R
.
o

Changes in Working Capital ..c.c

CHANGL’S iN WORKING CAPLTAL ARE REPRESENTED BY:
Current Assets
At Beginning of Year
lmrmso(Dccrmsv)in Current Assels
Current Liabalities
ALERG O YEAr ceevmmess woreerees s ‘...........
Al Beginning of Year
Icrease in Current Lialilition o severenens
Clanges inWarking Capital ...

P - s car AR AR STt SRR o e R TR 7 A pims ST . waoT T e et T Y

In Pecember, 183 currency

13183 12431002

(F4,77960)  (103,285,760)
14,152,519 41,655,510
2y, /b, 324 27,473,240

(068,871 4,678,671
5,762,020 (16,565 L1708

Se0TAM  I2M9,586

w5541 (25,171,350
19,386 55,34
231,042 (745,430}

e T o (36V8,520)
CARTI9R08  (42,653,941)

57278046 100,239,600

oyo0 a6 L T8

278814 2,647,079
43,5508 b AUBI8H
o re0nsos . 2473
85,434,650 71219242

- 1,894,490
(),100,215 5,657,108
26,95827 . 20 MHTR
18409192 _ 105115621
LR L TSR

Tga0emp | ST.580.00

-
= R R

153,019,688 143,220,00M
pA2ze004 170,857,913
9,793,680  (0,eMMN

0,603,849 (315,609,81)
BIE,600810) | QUETILTOS)
GL94.030) (16,845

QLA03G) | (47,529.865)

The accompanying notes arc a i integral part of {he finangial stalements.
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STATEMENTS OF CHANGES IN SHAREHOLDERS EQUITY

For the years ended December 31, 1993 and 1092
(expressed m thousands of Crazeiros Reals in Decomber)

Capilal
Reserves
DESCRIPTION Paid-in Capital Special
Capital tobe monetary
stock homologated | restatement
A -Balances as of December 31, 1997 .vvviiveneriineieceeeneeneersseennssennns 06,569,747 - 35,403,400
- Capital increase through transfer from reserves (Annual
Shareholders’ Meeting of Aprif 30,1992) vvvvvicvvcnveesscesrecsnnns 39,407,409 s (35,403,400) {
- Capital increase through incorporation of Crazeiro do Sul
(Extraordinary Shareholders’ Meeting of December 16, 1992) ...... 3,813,621 - -
- Equily adjustment relaling 10 prior years .v..eeresrereereerseeessvorsnnes - -
- Realization of revaluation reserves - property and equipment ........ - - s
- Realization of revaluation reserves - investments vouve..rvvessessnn., —- =
- Income tax on net income (ILL) « INVOSEMEDNLS cvevvveenvvvvenevverinan., - - -
~ Reversal Ol reSEIVES ..iviviiiesiiccieeiree i csseas s secerseren s sees s - -
= Net 1088 [OF LhR YOAL 11erreiiieinieviiceminnieneirineesessenseiessessssse sns - - -
B - Balances as of December 31, 1992 109,790,777 s e
- Capital to be homologated (Extranrdinary Sharcholders'
Meeting of October 15, 1993) 1.iivcevnccineiirresciresisesesesseenssens - 6,953,569
- Bquity adjustments relating 10 prior YOars ...vevseersnrcvesseensnnnen, — - -
- Realizalion of revaluation yeserves - Property and Equipment ........ — - --=
- Raalization of revaluation reserves « INVeSIMENts v..v...vvisservesssn, - - -
= NELIosS fOr the Year ....ov.iiiiiviiniieninssssnnersesscessnneenessnns.s — v -
C - Balances as 0f Decembr31, 1993 vevivrivieeeerer o eeeseoreene e sennns. 109,790,777 6,953,569 -
The accompanying noles are: an integral part of the financial statements. .
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Revahntion reserves

Im vt.tnm ut-,

4,223 hlh

(576,171)
3,647,445

(486,458)

B ]

s e b

¥ EEE

Prapervty and
pqulpment

60,177,108

(23,699,517

3,477,591

(% mq 249)

T PV

= e

3,160,987

R

27,579,342

LRSI N

1] :(‘gﬂl

’3 (u ‘3,5'5'5

P

{3,675,550)

=,

e e ot

Surplus reserves

T Q.

‘-:talutorv

L R R L

20,950,662

(20,950,062)

e T A bty 2 & M W EE T I e R 1 WA wne w B T
P — -
e
b row s < rruvarmy caen e e o

e Lo

i ey ey

R

Unrealieed
:m nmv

‘5..58 (H:

(5,258,047

(1 19, M fﬂ.i)

o T3 S

Retained
ear nm;,s

4, [}ﬂ-l L]

(4,104, 009)

{3.686,279
23,640,517
A70,171
i4,582)
200850, 2004
(l'nl"’\,’.!h ,;hh)

{52 .hl('l.(n )

(1,243,600
8,898, 244
6,454

(f ],, L ‘)f)h)

Tatal
"(Kl.?.i\"‘ 14 {

AB13,n21
(B.050.27

(8,582
{ m*-,a:ﬁ,:'hm
'?f,i ns, IBH

£, 933,54
{1. 213,640
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1, Business of the Company

The main business of the Company is operating passenger, cargo, baggage and mail air transport services over both
domestic and international routes, under government concessions or licenses, and rendering related services to third
parties.

2. Presentation of the Financial Statements

In order to upgrade the quality of information provided to investors and to the general public, and in accordance with
instructions issued by the Brazilian Securities Commission {CVM), the Company is presenting only statements in units
of constant purchasing power. This is because Net Loss for the year and the Sharcholders’ Equity are the same as Lhose
determined in the Financial Statements in accordance with Brazilian Corporation Law,

The amounts presented in the Notes to Financial Statements have likewise been monetarily restated to December 1993
currency.

2.1 - Summary of Significant Accounting Policies

a)

b)

Effects of inflation

The effects of the loss of the purchasing power of Brazilian currency on equity components have been recognized in
results for the year based on the change in the nominal value of the Fiscal Reference Unit (UFIR) over the year. Inflation
income determined in accordance with the Brazilian Corporation Law has been reclassified to the respective income
statement accounts to which it relates,

Denomination of foreign currency or index-linked amounts

Current and noncurrent assets and current and long-tex m labitities denominated in foreign currencies or otherwise
index-linked are determined by reference to the appropriate exchange rotes and other indices in cffect at the balance
sheet date.

Allowarnce for doubtful accounts

The allawance for doubtful accounts is based on historical experience and js considered sufficient 1o cover any losses
expecled upon realization.

Maintenance and Qperating Supplies

The Spare Partsand Sundry Malerials and the Work in Progress Inventorics are stated at acquisition or production cost,
inflation-indexed as discussed in Note 2.1,a., which is lower than replacement cost. The Imports in Progress are stated
at costs incurred through the balance sheet date.

Property and Equipment

VARIG's own equipment and that under lease-purchase are stated at monetarily restated acquisition cost, except for
flight eq1ipment revaluated in October of 1988 and monetarily restated from that date on. .

Flight equipment under lease-purchase previously denominated finance leases have symbolic residual vajue and the
characteristics of financed purchases. Therefore, their total value is recorded in Properly and Equipmenl‘ wilh the
corresponding financing reported as Finance Lease Agreements, under Current and Long-Term Liabilities:
Depreciation of own and lease-purchase equipment is computed by the straight-line method at the rates shown in Note
6, with no residual valize,

Equipment under capital lease with purchase options, whose residual value is higher than 25% and therefore are not
characterized as financed purchases, are recorded in Property and Equipment at the outstanding value of the contradt
on the balance sheet date, with the corresponding financing reported as Finance Lease Agreements, under Current
and Long-Term Liabilities. Lease charges are charged directly to the results of operations.

Provisions

The provision for Flight Equipment Overhaul is based on the hours flown and covers future equipment overhaul costs,
except for latest-generation equipment, the overhaul costs of which are recognized as incurred,

.

L T
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DECEMBER 31, 1993

m1 Adpistiments to present value
Current accounts recevable and pavable which ielude bunltan fiture smdlation expectations, have been adjusted to
present value by reference o rates publishid v the Braailian Association of Investment and Developnwat Bunks
(ANBIY

hy Revenue recognition
Saleware recorded asa Currency Liabidity - “Unearned Transportabion Revenues” and revenues derived tromsales are
reogmzed i income at the time that the transpartation services are provided.

1 Pror sear's statements of income

Frear vear'’s statements ob income were translated to Cruzeiros Reats and restated o December 18993 currency, Due to
the merger of CRUZEIRO DUSUT S A in 1992, the Statement of income for that year includes the results ¢ operations

trem October to December, 1992, which are immalerial in the overall context of the Company’s financial statements,
3 Maintenance and Operating Supplies

_ S tlereand

T LTS P TAR
I MTRRTKE 3 TN
2505 80 I LR L )
Y TS A ui] Low
Voo iy bk )

Sparre fartsand sundev ratenals
Work . progliess
Iport wn pragtess

The lower total for maintenance and operating supplies this vear s the result of a Company program to rationahze and
standardiee the inateriais used. This process has been greathe axded by the government’s easing 1p on importalion restric-
tions, which has led to shortened replacement periods

The nnerily restated potion ot the above Dalances vortespoitds (o CRS 20,663,063 thuusand (CR$ 34,312,054 thousand
as of Deramber 31, 19923,

i s——r e e
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4. Special Deposits
CRIthourand e
U . 0.0

) 7 BT/

< o wea e RN ASECLS
N 1m

- As guarantee lor kese contracts
Sequrity Deposity avd Marmtenance Deposity)
Nissholwat Corp - Japan e e " .« (USS 30.1 milllon) 752,081 625,471 9,003,257 5,094,083
International Lease Finance Co 2 18A .., . . . (USS 15.9 million) - 5,1%,037 7,280,129
Ansett Wotkbvade Avistion 1R . e e s (USS L6 million) - - 525,029 503,000
Westdoutache  Lna, P ’ . (USS 15.7 million) 5,108,993 - - 4,073,128
G.P A reup - Ireland Coww o v « {U9% B 3 million) C " B 2,713,109 2,536,849
C. Itoh Co L -lepan ek e - v ee (US$ 114 million) - =« 3718923 2,545,118
Bavarla Flug Gescllschaft CGornmany . v we 0 ..o L. (USS 5.9 nlifon) : 1,937,165 1,387,514
Orix Oure Corp - Cayman e s e s ke 3.1 million} - 995,854 551,246
MitsuiCorp  Japan .. .. .. G e 3.6 mullion) 1,174,698 727,665
SLVEG«Capman . . | e ae ek e aea . 3.0 million) - 968,650 B39, 544
Degasus Capital Corp. - L1SA | - e G e e 1.5 million} - 459,154 468,624
Global Alrcraft Leasiny Ltd - Cayman .. .. . . ., oo (LSS LS million} - - 189,158 468,624
Adrcealt $6.941 Ine, « LA .- . e e e 3.0 million) - RIS 032,248
Alrcralt46.916Ine < SA .. . L . © e 1.5 million) e . S A .

5,861,074 625,471 28,73,5%

= As guaranive {or aireralt produchion (Progress ay ments)
The Boclng Co. - USA .. Ceens ka0 n . « {U5$ 18.7 millicn) 4,212,455 4,220,340 1.B87,268 270,274
Mclonnell Douglas - LSA ., . « (LS8 19.2 miltion) 6,059,395 1L610,230 107,003 187440

Lesst Advances Receved Marbera USA ., 0 07 (0SS 230 million) i) (T.763,268) __(14.866,661) .

2,503,562 963,906 208200 | #4714
= Other Doposits . : - o IBBIW 1105001 &BTIH 4951655
12368236 38500 7334001 | 41.553,006

-

a} An amount of JYE 2,0 billion, equivalent 1o US$ 17.3 million, was deposited to guarantee payment of semi-annual
interest at the Euroyen rate, on a lease-purchase agreement for two B-747/300aircraft; an additional amount of US§ 12.8
million was deposited to guarantee operating lease agreements for two B-767/300 aircraft.

Anamount of US53.1 million was deposited (o guarantee financial lease agreements for three B-747/300 aircrafl t, while

USS 11.3 million was deposited to cover operational lease of three B-747/400 aircraft and US§ 1.5 million was posied to

guarantee operational lease of two B-737/300 aircraft, These deposits are refundable at the end of the leases

Depasits made to guaranlee lease-purchase agreements for two DC-10/30 aircraft (US$ 2 million) and one B-737/300

aircraft (US$ 550 thousand), and an operational lease agreement for two MID-11 aireraft (US$ 4.1 million) and ene

B-727300 aircraft (US$ 1.7 miltion). These deposits are refundable at the end of the leases.

Depcsits made in favor of the institutions mentioned to guaraniee operating lease agreements {(Note 12); the amounts

are refundable upon termination of the lcases,

Deposits made to guarantee financial lease agreements (Note 11); the amounts are likewise refundable updn termina-

tion of the leases.

Deposits made in favor of The Boeing Co. o guarantee aircraft production, as follows:

—Ainnft Quantity, . Usghiillion b B thousany ~Deliwrvdates
B737000 5 129 4,212,455 From 194 on

B-TY300 15 17 59,592 From 19950n
B-7451400 [ 41 1,337,696 From 19%00n

These deposits will be refunded when the manufacturer delivers the aircraft,
The amount of US§ 19.2 million was deposited in the account of the McDonnell Douglas Co. at the Chase Manhattan
Bank in New York, to guarantce production of two MD-11 aircraft (US$ 18.6 miltion) to be delivered in January, 1994,
with option to purchase an additional six such aircraft (US$ 600 thousand). These deposits will be refunded when the
manufacturer delivers the aircraft.

h) Financing was obtained from Marubeni  USA, corresponding to the deposils made in puarantee for produdtion of five
B-737/300 aircraft (USS$ 4.6 million) and two MD-11 aireraft (US$ 19.2 million),




5. Subsidiacdies and Associated Companies
VAR, s ivestments 10 ats subsihanes and associated companies are recorded by the equity method at therr monetanly
restated s ond Dletaids on these investments are as follows as of December 31, 1993

_ ¢ RS thousand B ) ¢ RS thouyrand
"% hare

anln Shareholders’ theomaglorsy . Otapital o agustedbosk Equavapiomse

Saptalstock  Equty | foryear Totl  Veung sl lozed
[P PLN 1 I 106,268 11,144,534 (LSOLeq)  BU RS 9nnl 4 118 620 HEM DN
(NIRRT [ ] WU TN AT TRRIVITE ) 10 oo Ko | R R K] (Lol 66T BTR TR i1 547 THily
Lepin e et de Propavarnde | rda 484,846 LA o WRRIF WP wTy [T T LY by
bosking sl rda 16,17 20d) H51 HeTR T [ A ALY i+t
ZETICPTRAY b T Y 1207 6521 G217, 704 135014 46 657 M 24 g 4 B2
ATy iednaresde Danep Aot S 2420057 16H, 670 242.6H [T R 7Y OIS 24) thd
Boisk £ fare e ganna % A i 12,540,324 FAIH0 R e 12 1%, 754 T4
MARIG Aprops g A 23,575,040 15,002,116 [ R E: o B R T R T ERETR 15610
LU ITRRY FEWETIRY L7880 VM, 192 49 i an v an 2 TRN 41
Che) compaaaes ; LAl I R
AT Hh NT

In fiscal vear 1993 Lhe wapstal stock of Expressdo Brasileica de Propaganda Lida, was paid in, which totalled CRS 250,324
thousand

Intercompany transactions are carried out on normal market terms. Revenues and expenses arsing from such transactions
areimmateral. Resulling balances are shownin Note 9,

¢. Property and Equipment
. RS thousand

e MMER 1M Depreostuasy
Monetanly Aanetanls
rentated Accurmutated reslated Avumulated Amuant rake
ait - depreciabion L vl deprecaon land
i L guipement
Fhgthi Eapopenitesit
BT 9495, " (2,501,958 12 e0s) dewn {49,551, 20) My
HW o h2 141,568 (42,500,272 [ L) (34.208150F 2 Jlandlnb
[H e ERL R XX {2020 f5gy [Z R E g 5555 031} 9 hanpd 200
B URTETAY et 15,902,700 {5, 232,094) Ve B 4,945,159, 8K
Spsare and 5 par parts OR, 580,865 124,870 24) 60,9} 7, [ {35,420,675) t
Tramng epupment  (Plnes and tamulaters) 17,34.531 (+.22%, 600 I BRI w] (WAL, 000 0
Cround bginpirent 52 120.0% {781,430 b T A 173999, 5454 1t
Yehukes . LoaLrM (L4901, 287§ LEIERIA 15,228,207 X0
hwal eebite L L R o L S TR o A K S 2581571 A0apd s @
Testal ey ragapment MILTOT 1186, 722.601) X LIRE FI5. 103,430
I eace purduae
Flight aqtesgertent
BT nay V5.0, 1 [RE AL} R]] F2T AN {1,985 115§ k1
% 1w REAEDR LY 113,550,574) L3N aW {2,200,503 9 5and200
[ 3 et 1] 62,214,435 £24. 747,534 2 125 e {19.811,156) 83
B 57 W FME, WD (21,570,:93) et 31T, | (17,407,312 Ry
B ra" P K . 145,170,157 3520 120,074,554 120,87 630 54
LY IR RT] 21,380,214 {1,205, 246} - 1
Bael 71 Gtenginey [ I e (969,214 [ 1621436} ho
Tramm epoproent Smatators CASIESL O (QT6U85) ARMERN 2,279, 146) 142
Totakleas paehane 425, 1h8 481 L7, 60, vy FA5,n0 Y] AT

R SBMNRST Tl el 425,242,797

a1 D preaatnsi s aliwlatedin s oordance vathabe sery e bfe of he egquipment., which, icthecase ol fightequspnient, sbased onan apprasalreport of Octols p 1988
sty Tlegire, iabed an e samie vade i the cgrapment b veluah they ane relatedd

b1 - The amuunts recorded in Properly ard Equipment ander “Fease-Purchase” refer to equipment acquived through
lease-prrchase whieh, owing to Lheir characteristics, such as the term (shorter than the service life of the equipmeni) and
the symbolic purchase option value, are considered purchased items.

0.2 - The tollowing changes in property and equipment in 1993 deserve mention:

4 RS thousaimd
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6.5 - As a result of the flight equipment revaluation made in October of 1988, depred
written off in the respective amounts of CR3 8,361,286 thousand s 4 CRS 536,901 tho
1993 aperations. Anamount of CR$ 52,513,500 thousand out ¢f the total revaluation amount remains under Property and
Equipment and will be recorded in the results of operations of future years when realized through depreciation or sale,
The respective revaluation reserve st up the time of the revaluation is CR$ 24,934,155 thuusand lower than the remaining
balance in Property and fiquipment, due to partial of fsetting with losses from that year,

6.4 - In accordance with article 2 of Law 820091, depreciation expense and cost of items wrilten off, in the respective
amounts of CR$ 1,692,331 thousand and € R$ 194,286 thousand, wero charged (o resulls of 1993 operations, An amount
of CR$ 14,407,918 thousand out of the total reappraised amount remains under Property and Equipment and will be
recorded in the results of operations of future years when realized through depreciation or sale,

6.5 ~ The principal amounts corresponding (o finance are as follows:

ation expense and cost of items
usand were chaiged (o results of

Punchase
-SRithowsand __ oplom
B7470300 (US$ 1479 million} ., . .. . B . 48,250,720 i
B-237500 (USS 29.6 million) ... - ... . I i} 9,691,997 435
Ridariits
7. "Work in Progress
CRSthougand .
ST N )
- Teuhinical and operational infrastruct e projects
Physacal plant « Rio de Janelro - P e e R ; N 4,271,920 1L705,F 6§
Purchase of real estale - Brasfla .. . G e e e T mrem e w0 3,841,430 3,562,804
Bt ling improvements - Brazil .. . o T " e e . 116,714 .61
= Purchise and manufacture of data pr-cessiny equpmwent . L, .. o A an e, . 216,959 478,813
= Groundsupport equipment ., e Foneearae s v we - 127,390 130,567
= Purchase of Braxtiantforeiga real eatate e . . e e e . 106,435 154,910
Standardization airceaft .. .., ., . . N Sre rwm e , 4,315 1,476,742
= Other fixed assetsin process ... . N T e e 54,970 46.1%
e A 16,566,968
8. Deferred Charges - Amortizable Expenses
— CHS thousand R
Monctarily restated Monctarily restated
e OORAIOWNS_____merlizations
T N T N T oz
= On board service equipment .. .. . S e ke e ene e . 54,461 170,474 (27443) 7 sony
- Leasebold improvements ., .. ,. . . Cowen h e ems ae {a) 959, 194 254930 (623,465) (1,792,025
+ Expenses incurred in puthiog nes ihightiground oquipment inlo service . . . LU} — A I 2 (4.1'!]5.37!! [2.576,51t

srunaieBB1.614 BB, o AE56.279)  lATE 52

(3} Amortizable expenses over lerm of lease or ser e life.

(b) Preoperating expensea, such a4 for lranng of crew

and technieal personnel, Institubional advertiing, standardization,
P-a , stazting when equipment enlers indo servoe

test fiaghts, ele , amonterable ot a eate ut 109

o= cme



9, Intercompany Transactions - Subsidiaries and Associnted Companies

I CHS Ihousand ———
Y1 . Liabilitles
2 13592 12393 123192
Cuncad
Coy Trepnadde BEOIS oo o - v e o e e v 76,367 21160 - -
1 fropualdebivcisdaAmardnia 0 L La s e L s 74,585 60,353 - -
I-puvr'mﬂrasu!wr.\ de Propagaredalads .. . Ce e mn e ae 7,70 30,466 - -
Faeo VARIGS A L L ch ae e - . e e 07,525 74,78 - -
HATA Setv Auu!lan.sdchmporwAémo"‘A oo . e 718,573 65,422 - o
REY SULL Servigoe Adreoa Regionalis S AL .. e , e D 116,237 - . 100,961
Fumdagdo Ruben Bertn e ek e P 1,674,177 WAl - -
Interliwadozatn A - Eoaw o s n e h a Cow e PR TR 91,273 - -
Soi Tiraslerra de Tunsmg Adrun }wl.\mrllda [ o e . . -
VARK: ;\pmpmuim% At e e et e e W e - . 64,303 -
Qutton Ce e e e e . - woo -
13085, s e B0
AU .- 1111, AL WO
. Ashiols Laabilities
UL SO 12 1. S .1 S £ ) L
Long-Term )
Fuidmiv Ruben Berta N . . = 4,539,840
S Brasderra de Tunsme Acrea-Rolabine 1 tda . . 618 2,4 -
R 51 Servigon Adreos Reglonais S A . 2,106,140 102
[CARLY Bidriora | tda . . 12,121
Inteil ocadara § A . . . S 1, (00,00 §.08, 445 -
VARIG Agropecuina S ¢ . . 63495 1,440,150 - -
Expresado Brasbeina de Propaganda L 1da . 239,544 -
€12 Tropical de §Lds . . . 1LM4,558 2,08,016 -
SATA Serv oy Aungliares de Transporte At‘rcu% l\ : e - - 30217

CAdTME 5,185,315 Tinia L 4:130

- B e pe e g
Tlel S DD T T ST T LAt vk

10. Loans and Financing
& B3 thonsand

ST ALTITRGY T % e

. C Shortlem T eng Yo Final
T L T T 1 L ) Maturity
10.1 - Working capital loans and financing
Brazll
Dizidesc o . 2,528,480 . <
Banco Nawenal 6,100,577 LI24 202 =
+ Bangn Francds e Bragdeirg . . 1,360,000 1,7H0L577 -
- {nthanco . ' . . . 3,261,050 3. 124,202
famenndus . U . N 3,261,060 B 3,124,202
= Bancode € r(‘dlluhmonal C e . 1,223,000 1,427,436 N 945,710
- Banco do Progresso Cse s . . . 700,000 - . -
= Banco de Tokio - Caw e 00,000 1,336,692 -
» Dareo Inter AlAnticn v e A 60,000 1,873,651 1,115,985 219 SEFRS
Bateo Asmésica do Hul RS . . 520,000 1,513,206 o -
Banco bafra . w §213,800 219,342 - -
Bansco Inclustrial UMY, o . 960,000 1,008,842 = =
Bance Kural P . . 2,380,950 — . =
- Bango Boondmwg ok e ke e PR B15,000 B B
SANher (23 Institutione) . v we e e e 6 cn . 8,192,693 14,201,47} - 1,.01,89
Abroad
« Ctibank (USS 3%.4 malliony .. . . . 12,822,003 - = 15,931 445
= International Lease Finance Ca - LFjA(USS 12 lrnllh(m) . 2,000,174 1,393,483 1,829,094 2,484,240 M 2001
= Banvo Nacwona) USA (LSS 20 0 million) . . . . 6,522,100 3,124,202 - "
Niseho lwa Corp JAMNAVES 6 0mlhon) . . . . 5,771,760 11,543,520 - TG
Banco de Cridita Macional-USA (U055 13 8 mithor) . 4,500,240 431,357 = -
Bano do Ustado de %0 Paulo-USA (U58 22.0 milon) . - 9,457,048 5,621,501 - -
Barco do Brazl U5A {159 20 0 million) e . . 6,522,100 6,248,405 .s -
- Jombo Aviabon-lUSA (Us$ 109 lmilmn) NN D 1,492,022 - 2,050,528 “ MARME
Nhetst nstitution ) B | A i 8,606,716 052,210 =

a0 G T iRimal TTH R

[




S ]| T SR,

Short-Ten LonpTorm
1273173 1431482 1243193 Lopnim o Matuney

10.2 - Credit lines

Brazil
o Huot Bones (1Tsbiulons] o v oo cmvian e e em n s < wer v n - reserens I 50 14,863,909
Others © AeHes beVens deemen ma mpns nn 4 aawenrrnmavars 15,207,841 322,143
Alzond (i) L T N 4,910,518 H,691,324

2,280,00  25,880 76

10.3 - Financed imports (US$ 33. 1 million) .. cveoee 10703,682 15,952,000

10.4 - Relaled to property and equipment . e 37042 MLIE 9008 L2SLY

L0805 T0050.208 . 10,091,275

(2} Represented by credit nesobtained in the USA (US$2 4 million), Germany (DMK 177 milllony, France (FFR 1.4 million} and Portagal {1 5C 91 4 smlhon] renv alde
onaverage, every A days with interest charges at vanous rates

18.5 - Interest charpes

- Brazil - CDVCETIY and TRD of 0.5% to 1.5% per month

= Abroad - Belween 5.195% and 10.0% p.a.

Interest accrued on this debt is includded in the acerued inferest fine in the balance sheet under Current Liabilities.

11. Leasing Agreements
(RS Thousand

e, MM OO

123193 123102

. e lgzl]ﬂxtl'rlilp;;ﬁ;1| .
SIS Moty

11.1 - Lease-purchase

(a} = Wilmington Troat Co - USA (WSS 221 Tollion) . . 10,680,152 4,7482,813 61,415,734 09,070,43% | LA

b)) = WeinungltonTrust Co - US4 (USFS3.5mmlthon) . . .. . . 99,476 #52,280 16,461,819 10,702,674 DLE 52003
{r; = Wilmington Trirst Co < USA (LSS 202 9milhion) . . . 3,914,134 . 62,268,370 JAMNIINE
{d) -~ WilmingtonTrust Co - 5A (USS 0.0 msllien) . e 1,619 %7 - 4,902,003 - N0
(e)  Ornentleasing Ca etalJapan JYES 19.1 billion) . 114 " ™ 13,842,133 13,087,293 47,424,196 vlesy
(1) =~ NissholIwai Corp etalfapan{IYE$21.7tulion) . . . ... b6, 87 5,005,356 56,212,698 83,977.0W BLC20N
(g} ~ Nissho lwai Corp Japan (L5$3 2oulliony . e e 821,547 720,018 27,0068 905,029 FLUBM

th) - Unibanco Lewag b A - Braz (USS 833 thousand) . . . 271,754 200,352 64,302 DA

(i) = Tok.nLeasing5 A =DBrazil (US$ 753 twassand) o vee . o . 154.99% 81,9% 235,455 FERY

()« Norchen Leasing S A = Brand (USS 790 thousand) .. ..o e . & 7 164,691 85,93 247,036 APRMS

(k) « Franlease§ A.« Brand (Us$ 78 thousand) . . . . ) 115,309 12,370 230,642 DECA5

(I} = Weetdeutsehe - LIGA (UGS 225 thowsand) © ... . . 4 401,815 . 35,334 FEBM

{m)e £ bank-LAA(USEIT Tmubliomy . .. . . .. L. B38,623 2,600,350 1469085 ¢ JAM™7

() = GUA Geop=USA @WUS526 " ) o . o Lo o . 535,857 8,083,833 8,158,603 APR2002
{0 - O DA Group-USA (USSS8 Tmsillion) .0 oo v oo oo cme o 2,187,359 16,408,783 18,154,473 MAYMR
(p) -~ IBM Leasing Are Mere, - Brazil (US$ (2 B million} ... v 0 e 1,000,195 2,320,191 3,627,000 MAYNG

Others .. . . . xmnen wk -k rr vimmesse weese e e e s 526,634 117427 944,403 179,804

13,760,085 35,751,280 275,304,558 222, %6, 282

11.2-Finance Lease

(g) « International Lease Ninance Co FUSA (USS 147 2 milhion) eeneenr. 3,633,893 3,213,354 44,616,827 46,225,714 ARZ003
{11 = OpxQuroCorp Cayman (US55 1 omillion) . . oo o vcanns 7AW 416,620 4,495,080 4,767 701 AUGRN
(5) ~ SLYRG Cayman (1SS 1S.0milllont o e oo wimin o 2,508 379,520 4667280 4,801,688 A1

416151 4,000,498 53,779, 1% 55,800,305
e V06 L IUSOTIE 320003751 TBASLSEY

11.3 - Maturities of long-term leases:

ear Shsthousand
U O 100" X .
A 41,809,308
T G N A 29,961,626
0L e sie v s covmrmauss vt abes sk ssbessssnesnoe e seras aens steers 1 10 17,525,629
002 4 s tmaes o e moarkens Sranrarins Habsarn em KSR © o comeerg e 17,095,547
B00F 14 1uvcries ore s e se - dusraseaans s e S0 £ O € e e £ 20 11,922,310

After 2008 L N ke s ke Nrexreenenu LMENNASRCSRRE $AHE ¢ Kse b vwuneve 8 svies
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11 4 - Lease-prirchase agreements, accounted for as deseribed in Note 6.1, are as follows:

ﬂ)

b)

<)

u}

)

1)

k)

Six B-767200-ER aureraft leased on May 1, 1987 from Wilimington Trust Co. - USA (Trustee and Representative Lessor
for S inshitutions) for 12 years, wilh payments totalling US$ 377.5 mitlion and with an option to purchase at the end of
the lease term tor USS 60000, Payments are semi-annual and bear fixed interest of 8.14% p.a. plus varfable interest of
(L0745 1o 1 254 above the six-month LIBOR rate.

Two B 73730 wreraft leased in December 1991 from Wilmington Trust Co. - USA jor 12 years, with payments totalling
5% 63.2 million and with an eption to purchase at the end of the lease term for US$ 200,00, Payments are quarterly
andd bear interest ot 8.31% p.a,

Two MD-1) aircraft feased on December 14, 1992 from Wilmington Trust Co, - USA for 12 years, with payments
totalling Us$210.2 million and, withanoption purchase at the end of the lease term for US$ 200.00. Payments are made
quarterly and bear variable interest of 0.4% to 3.15% p.a, above the quartely LIBOR,

One DC-T0aireraft on the basis of a 2-year salefleaseback transaction with Wilmington Trust Co. -~ USA dated October
27, 1993, with payments totalling US$ 20 million and with an option to purchase at the end of the lease term for the
same amount. Payments are made quarterly and bear fixed interest of 9.00% p.a.

Three B-7472008 aircraft leased from Orient Leasing Co. - Japan (Representative Lussor for 19 institutions) for 15 vears,
amaunting to JYES 46.8 billion, under an agreement renewed in December 1982, with an option to purchase al the end
tothe lease term for JYES 600. The Yen-denominated equaland semi-annualinstailments include inlerest of 9,154 p.a.
Two B-747/300 aircraft leased in December 1985 from Nissho fwai Carp, - Japan (Representative Lessor lor 27 institu-
tions) for 18 years, amounting, fo JYES$ 33.7 billion, with an option lo purchase at the end of the lease term for Y LS 4K,
Instaliments are semi-annual and bear fixed interest at the rate of 9.0% paa. (154 + 7534 JLPR).

Two CFo-80-C286F engines leased in February 1990 from Nissho fwai Corp. for 5 years, amounting to Us$ 10.9
million, with an option to purchase at the end of the lease term for US$ 50,00, Installments ace guarterly and bear
interest of 1.8% p.a. above 1 IBOR,

Qne B-737-200 flight simulator on the basis of a 7-year salefleaseback transaction with Unibanco Ledsing 5.A. dated
December 30, 1987, amounting to US$ 5.0 million and with an option lo purchase at the end of the lease term for
Cr$ 1.00. Instailmerds are payable semi-anually in Cruzeiro Real amounts, linked to the ULS. Dollar, and bearinterest
of 6.0% p.a. above LIBOR.

Two flight simulators {one 3-707 and one B-727) on the basis of a 7-year saie/leascback transaction with Tokio Leasing
S.A. daled February 5, 1988 and amounting to US$ 3.0 million, with an option to purchase at the end of the lease term
for Cz% 1.00. Installments are semi-annual in Cruzeiros Reais amounts, finked 1o the 1.8, Dollar, and bear interest of
2.52¢% p.a. above LIBOR,

IBM data processing equipment leased on April 27, 1988 from Norchem Leasing S AL for 7 years, amounting to
US% 3.1 million, Instaliments ane semi-annual in Coazeiro Real amounts, linked 10 the VLS. Dollar, and bear interest
of 4.57% p.a. above LIBOR,

IBM data processing equiipment leased on August 1, 1988 from Franlease 5.A. for 7 years, amounting to US% 2.4
million. Installments are semi-annual in Cruzeiro amounts, linked to the ULS. Dollar, and bear interest of 6.0% p.a.
above LIBOR.

Two CFM-56-382 engines leased in February 1989 irom Westdeutsche for 5 vears, amounting to US$ 5.4 million, with
an option to purchase at the end of the lease term for USS 100.00. Instaliments are monthly and bear interest of 1,54
pa. above LIBOR,

m) Four engines (two CFM-56-382 and two CF-6-80C-2B) leased in jJuly, 1992 from Citibank fora 5-year period, totalling

n}

3]

¥

LS5 14,9 million and, with artoplion to purchase at the end of the lease term, for USH 100,00, Installments are semi-an-
nual and bear interesl at 2.7% above LIBOR,

One B-737/3X) aircraft leased in April, 1992 from the G.P A, Group - USA tor 10 years with payments totalling
US$H 29.8 million aii withan option to purchase at the end of {he lease lem for USH 2.5 miltion, Installments are payable
monthly in US$ and bear annual interest of 10.0042% p.a.

Two DC-UMH cargo aircraltin April, 1992 on the basis of a salefleaseback transaction with the G.I. A Group - USA for
a period of 6 years with payments totalling Us$ 70.0 million and with an option to purchase al the end of the lease teem
for US$ 17.5 million. Installments are payable monthly and bear annuai interest of 10.74334% p.a.

sundry IBM data processing equipment on the basis of ¢ »atlease agreements with TBM do Brasil Leasing S.A. fora
period of 42 mounths, in the tolal amount of US$ 11,0 +dion. Monthly installments are payable in Cruzciro Real

amuunts, linked tothe U.8. Dollar, and bearinterest of 16,55 pua, above LIBOR and fixed interestof 15,004 10 16.47% p.a,

u




11.5 - The finance lease agreements, accounted for ag described i Note 6.5, are as follows:

q) Three B-247/300 aircraft leased in April 1991 from International Lease Finance Co, - USA for 12 years, amounting to
US$ 175.5 million with an option to purchase at the end of the lease term for US$ 75.2 million, The December, 1992
balance (USH 147.3 million) is being paid in installments, including a variable charge based on an interest rate of 8.038%
pa.

1) One B-737/300 aircraft leased in August 1991 from Orix Quro Corp. - Cayman for 10 years, amounting to US$ 16.6
million (present value), with an option to purchase at the end of the lease term for US$ 12,7 million, Installments are
payable semi-annually, including a variable charge based on an interest rate of 8,3056% p.a.

s) One B-737/300 aircraft leased in August 1991 from SL VRG - Cayman for 10 years, amounting 1o US$ 16.9 million
{present value), with an option to purchase at the end of as the lease term for USF 13.8 million. Installments are payable
semi-annually, including a variable charge based on an interest rate of 8.24% p.a,

11.6 -Interest accrued on these lease obligations isincluded in the Accrued Interest line in the balance sheet under Current
Liabililics,

12, Operating Leases

DY xR,
Equipment Agreement Monthly Balance Distribution

. |y, Quantity  Type _ Hegn  Expiee = Amount _ payment 124183 Shorticrm Long term
Bavaria Flug Gesellschaft = Germany e seee (1) 2 B237000 AL MARMG K600 510 13,770 6,120 7.650
(2) 2 232300 OCESD  OCTAS 35,880 Kok 11,960 A 4,781
(@) 2 B7370300  ALCHT  AUGRG 3,320 572 12732 B0 10,868

(2 2 BR7H00 JuLmer UL 4,403 Frgl 32,527 9,293 23X
Ansctt Workdwide Aviation =T8A o aa cane 0o (1) 1 B737/300 MAYRH)  MAYAS 17,100 245% 4,560 2,420 1.140
{1 2 B737/300  NOVAI MOV 32,840 547 18,632 6,570 12,062
Inteenatsonal Lease Finance Co. <« USA o o (2) 1 T-2A71400 JUNMT  MAYOG 71,107 1,358 40,75 16,300 25,450
2 B737300 OCTM oLImG 34,320 57 18,850 6,861 12,012
1 B.247400  JUNPZ  MAYMZ 5, 1643 1,419 58,17 12,832 41,147
H B7247100 JUNM3 MAYMS [9,716 1,493 79,235 17,943 61,292

Westdeutachn=USA . - 0 e v 5 Y-737/300 [QSE 1ANMS RS, 190 B3V ta) 834 839 B

GPAGroup-Treland ... . o v cani e 1 B-737/300 QCT/89 (TM4 16,500 275 2,475 2477

2 Mixi1 PNOVIRY NOVSs 110,000 1,850 84,750 22,200 42,550
Nissho lwai Corp. = Japan .. s sie cen s 2 B-762300  DECA9  FEBAY 95,200 24 {0 12,012 11,083 a4
C Ntoh Co. L. = Japam cose e ceen numncscaus sn sune ven (2) 2 B-767/300 JUNSG  JUNSS 87,58 941 2y 17,849 11,292 6,957
Mitsul Corp « Japan . e v v wer vamues ancsmnninnner 12) 2 B0 DEC NOVES 49,249 387 (u 8,410 3,649 4,201
[44] I DCA030  JUNNL  JUNKG IURE 447 (a3 12,968 59066 76472
Pegasus Capital Corp ~ USA oo wvnsininas consmranes (1) 1 DCA10/30 SEA0 OCTAS 20,000 Y} 11,000 6,000 5,000
Global Alreraft Leasing, Lid = Cayman .o ovvaennicas { D00 DECRO  DECAL 30,000 504 11,50 6 000 5,500
Alrcraft 40916 Ine, = UBA oo cunrsuer con v wrervens wune (1) 1 DC-10430 JANML DECHS 30,000 00 12,000 6,000 &,000
Alreraft 46 $1 I - USA soom wae v srcmsnersn eam (1) 1 DO MAYML MAYR 30,000 500 14,5X) 1,000 8500

(a} Average vonthly payment, variable according to the LIDOR plusa spread of 1.5% pua

{1} Pursuant to the agreement terms, the kease may be extended at VARIG's discretion,

(2) When the operating lease expires, and af the Company’s discretion, thess agreewments may be converted into finance keases,
The operating leases are neither recorded in Property and Equipment nor in Short- and Long-Term Liabilities because
they do not have purchase options and therefore they are not considered as purchases.

The balances as of December 31, 1992 which carrespond to the Company’s liabilities, are amortized monthly and charged
to results of operations for the year under the heading Flight Operations, in view of the utilization of the respective
equipment.

13. Debentures

At an Extraordinary General Meeting held on Seplember 11, 1990, the Company’s sharcholders approved the issue on
October 1, 1990 of 130,000 debentures with par value equivalent to 1,000 BTNF (Brazilian Treasury Fiscal Notes), divided
into two series of 65,000 debentures each.

Since February 1, 1991, when the BTNF was abolished by decree, the debentires have been restaied according to the
Brazilian managed prime rate - the TRD (Daily Reference Rate).

The maturity dates of the first and second series are October 1, 1995and March 1, 1996, respectively, and they bear interest
of 12% p.a. The debenture agreemenis also establishes a rencgotiation procedure to adjust periodically the interest rates
to market rates (premiums). Premiums are calculaled in accordance with criteria established in the debenture agreement.
The matuxily dates of the next series are June 1, and July 1, 1994, respectively. The remaining renegotiations will be made
in periods to be defined by the Administrative Council, at which time the Company agrees that it will acquire any
outstanding debentures from, debentureholders who do not accept the renegotiation terms.
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Below is a summary of the position on December 31, 1993

e e SBSthousand
Apreed-upon Agreed upm
Updated premisnd ;;rem\um!
ety amount  interest (b tnterest lerm
1ok sonses 65,000 11,458,663 560 465 1830
(11,564) (a) {2 038,585) (119103} w194
9,450,078 550,362
Prud aenies 45000 11,458,663 1,044,301 M3
(L9I0) (1) (2508927) _(866,6%9) I

b i

(2 aTY BT e

W ALROBU BN b

{a) [whentures in trcasury.
o) Snterest anud prosnium sccruali are recarded nader the heading "Current Laalalitis Avcrued Interest ”

14. Fees and Contributions
These ave broken down as follows:

oot thowand

Ll wmer
= Braphan So¢hiSocunity . .. . L C <. - . 16,%7,868 968217
-~ Foreygn Socidd Security o L oo - Pe . . . B56.507 6,971
~ Guarantee Fund for Length of Service {FGTS) e s 1AZTI0 367,610
- A us Frploayee pension fund . . . . 9561685  17,249910
- Vaue-added tax {JOMS) on arr transpock services - 5,644,579 4,607,376

. . . . P 13,503,562

= Adrport fees
= tuher vbhgabons . .

15. Sharcholders’ Equity
15.1 Paid-in capital stock
The Company’s paid-in capital stock, totalling CR$ 4,353,217,300.27, is divided into 618,561,295 shares with no par value,

Led

Of this total number of shares, 354,487,932 are common shares and the remaining 264,073,363 are preferred non-voting
shares, distributed as follows:

SRR . ... <L L T o . Commonshares | Prefereedshares
Residing in Braril . 353,803,246 263,770,140
Residing overseas . ‘ e 061,086 e ayany

L A0LB73 383

The principai corporate acts during the year were as follows:

a) Annual and Extraordinary General Shareholders” Meetings were beld on April 30, 1993 and, among other decisions,
appraved an increase in the Company’s capital stoch from Crd 420,918,312,591.60 to Cr$4,353,217,366,272.51 through
incorporation of capital stock monetary sestatement veserves in the amount of Cr§ 3,932,299,053,680.91, withoul issue
of new shares.

b) An Estraordinary General Shareholders’ Meetings was held on October 18, 1993 and approved the following decisions,
among others:

b.1) Increase in capital stock in the amount of CR$ 3,160,048, 700.00 through issue of 131,401,948 shares with no par value,
Of this total number of shares, 74,731,344 are common shares and the remaining 55,670,604 are preferved shares.
This was due {6 capitalization of Fundagiio Ruben Berta credits in the Compauy and maintenance of preference nghts
of the other sharcholders.

b.2) Changes in the Company’s statwtes authorizing the Administrative Council to decide upon capital increase without
previous approval from the Annual Sahreholders’ Meeting up o the limit of 858,438,552 common shares and
639,487,934 preferred shares, respecting the conditions prescribed by law and preference righits of the sharcholders.

Such decisions, however, have not been confirmed yet due lo the injunction granted in a lawsuit filed by minoritary

shareholders which discontinued the decisions related to subscription of capital as mentioned initem b1, a fact which was

widely disseminated at the time.

As this judicial decision is related solely to the suspension of subscription of the capital by the other sharcholders, the

amount of monetarily restated credits paid in by Fundagio Ruben Berta is classified as Capilal Increase to be Humologated

under Shareholders” Equity,
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15.2 = Reserves

I accordance with the Brazitian Corporation Law and the Company’s statutes, the Company set up a capital solck mone-
tary restatement reserve, which can be capitalized at the next Annual General Shareholders” Meeting.

15.3 - Revaluation Reserve

The revaluation of {light equipment was approved in Qctober of 1988 (Note 6.3). As allowed by insiruction no, 197 issued
by the Brazilian Securities Commision (CVM) on January 19, 1993, the Corapany chose not to reclassily part of the
revaluation reserves o the Special Monetary Restatement Reserve (Article 2, Law 8200/91), as eslablished by CVM Instruc-

tion no, 189/92.
The balance of the revaluation reserve as of December 31, 1993 is equivalent to the amount of said Spectal Monelary

Restalernent Reserve,

15.4 - Dividends )
The following is the cakulation of the adjusted net loss for dividend distribution purposes, as presceibed by the Brazilian

Corporation Law;
URs thauzand

Larss for tha vear . . . e 174,774, 900)
(4} Reatization of revaluaton reserve .. o e . . . PR o o o Bas e
Adpisted net oss for the year - e N . ) 5,570,717

16. Net Losses on Foreign Currency Assets and Liabilities

These amaunts correspond to the anmount by which exchange gains and losses on foreign currency assels and liabilitics

differ from the results of applying Braziltan inflation indices to the netamounts of these assets and Tabilities.

Major items are;
LABRRowand

) Al

i
e L ommm riw e

B N

Net gains (losses) on permanent asset bnancings

~Funarcings in Japanese Yen {8,054 7,974,503

~Financings in U §. Dotlaes and other cusremors . - N £ 0.1 9 v S T v, LS
(20,856 DA% 13,522,406

Net losses on other assety and halehties denomunatesd i egn (o eneies - ae 07870 18,105,082y

PESYY

17, Gains (Losses) on Deflation of Interest-Bearing Balance Sheet ftems to Present Value
17.1 - The deflation adjustments to present value charged ro results of operations for 1993 and 1991 were:

. ET8 Dousand .
« Cuslomers and accounts receivable and unearned tansportation resentes .. oo J
=Supplices .. o0 o0 . . Ce . s o .
= Reversal of prior years” adpustoents e o - [ e s s (152

ity

‘The calculations adjusted at present value were performed upon the iransactions which, in their nominal value, included
financial charges based on the ANBID rate in effect on the transactiun dates.
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7 - lnthe statements of Income, prepared in currency of Constant Purchas ng P'ower, gans orlosses on monetaryitems
arud detlation wdustments to present value have been reclassified to the respective accounts to which they refate. This
reclassitiation s broken down as follows:

- BeTbapsand ||

AETT DT e e WA s RILMSELT o wEe e r . 2o e e

. RevLasaifications
Fillyindeacd  Netgmins(osses) Adjustments

Carporation before wmSnetary to present Tufly

oo reddwssifotion o eme _ value | sedowd
Wor g f1 % K 21,701,542 785,654,300 1481869 (220,31 75,716,328
Upnratineapenres (LD (547 W14, 17 B40 476 205 380 1629 K 5T
€ ammers 1l ogponines . (56,268,059 (205,750,752 {7.060,3%2) - (22,811,144
Asdtupgaative s pwences (11,530,437} (16,702,202} 4,208,278 (42.443,584)
Mt finans alycome espeasesy L (170,112,671) 41,431,994} WA (%0 T w155 7YLI0%
Metowhange Lo oo avarts and habilitne . on othet cus rencissy . (167,963.002} 129,909,177 - 3,415y
Fyuity iy subsudiartens Hod,219 670,611 47 )
Lot 1% [ hwiedd . . = 547,876,506 {4, 185,614; [EWLIR F Y
Adjustments ko present valiwe N 21,907 175,155 (MO0 71,08
ROk aperatiag mome 2,921,433 5,000,007 70652 L3R
Inthatwenary resalt . J3aL40 S

T ot the sear . (ATMI06) (4774060
Loy Caatns losses) detarled o follow,

subsitiacy and avsoumed sompanies 12 B il 4y
¢ather e ables 1 Ri4.457)
Colleetion on behalfaf thard parties . . . PARACL
Arcoapts pavable . . 5,414,319
trlher panables, .

PR e

thr Lhe simonts coccesponding ta not commereal pxpenses for the year, whith s o respond te the diffesenss betss epn 1he sanes chazged in 1he transactions that indud e
taniabcharges and ANBHD tites in e par valoe

18. Non-Operating Income (Loss)

Under the fleet expansion and modernization program, a series of transactions were carried out involving disposal of
aircraft and components, and the obtention of credits granted by manufacturers on purchase of aircraft and engines and
other revenaes, as detatled below:

S ume
A Rythasand
Ceedits reemsved fromn G 1 418 20 0hgrallion) . 9 R, T40
€ sedits rocewved fromMe Dennel] Doupbas - 1046 1Y 3 malliony R 4,045,075
Credhty recerved from The Bogtng Co - jUisg 6 0 gmllion) TN, G
L Rk vton ogteraling e ome thoenes) '

19. Credits on Purchase of B-767/200ER Aircraft

Upon delivery of six B767/200ER aircraft in 1967, The Boeing Co. granted VARKS a US$ 78.5 million credit to be deducted
from lease payments in 24 seme-arinual installments. In June and December of 1993, the Company received the twelveth
and thirteenth instaliment payment credits in the amount of US$ 7.5 million, which are reflected in nen-gperating income
as described in Note 18,

20. Taxes

20.1 - Value-added tax on goods and services (1CMS)

In wiew of the tax changes instituled by the Federal Constitution in Qctober 1988, the States of the Brazilian Federation
approved collectin of ICMS on domestic air passenger and cargo transport as from May, 1989, on the basis of the national
tax conference (CONFA Z66/88). The Special Presumed Credit rate is 9% for all of Brazil except for the States of $ao Paulo,
Ric Grande do Sul and Parand, where the rate is 8%,
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¢ 20.2 Social Investment Fund (FINSQCIAL)

The rate of the FINSQCIAL (Social Investment Fund) contribution was increased during the period from October, 1988
to March of 1992, On the basis of a decision by the nation's Supreme Court on December 16, 1992, the legal grounds for
such increases were judged unconstitutional.

Tna decision on our suit at the lowest court level, it was decided that legislation enacted subsequent to the 1988 Federal
Constitution are unconstitutional, According to our legal counsel, this means that the contribution in question may be
cakeulaled based on Income Tax effectively due rather on billings. Therefore, the amounts paid during the period are bei ng
considered as tax credits (CR$ 9,335 mitlion) offsct with olher contributions of the same nature. The not effect on income |
Y for the year (CR$ 4,201 million) is reflected under Qther Operating Revenues. i

20.3 - Social Integration Program (PIS)

The Company has also filed suit to challenge the government's col lecting the Social Integration Program (PIS) on Oper-

ating Revenues. Although a court decision has not yet been reached, legal counsel advise that as this tax on companies

. that render services is unconstitutional, such tax is not due and, therefore, the amounts collected after 1988 in the amount

| I of CR$ 7,167 miltion are being considered as taxcredits to be recorded in the Statements of Income under Other Operating
W Revenues.

1 20.4 - Income Tax and Social Contribution i
In light of the loss for the year, neither Income Tax nor Social Contribution (another para-fiseal contribution) are due. Tax

losses for the year ended December 31, 1993, amounting to Cr$ 82.350.896 miliion, will be carried forward and offset

against future laxable income.

cef . 4

T, u s

21, Contingent Credits

Through its legal counse! VARIG has filed suit to be reimbursed by the government for reduced domestic fares in effect
from 1986 through 1991. The amount filed for, approximately US$ 90 million, is based on route concession agreements
and, although favorable decisions have already been made in similar cases, the Company has chosen not to record such
contingent credits in its financial statements. This will only be done when a favorable decision is oblained,

22. Aerus Employee Pension Fund

The Aerus Social Security Institute (Instituto Aerus de Seguridade Social) is an employee pension fund which provides
%) supplementary retirement benefits to airline employees in Brazil.

Ry In order to finance its activities on the basis of actuarial calculations, contributions are paid by employces and sponsoring
companics, which in the Company’ case corresponded to 11.73% of salaries, fora total of CR$ 11,968 million as of Decem-
ber 31, 1993,

According lo the financial statements of Instituto Aerus de Seguridade Social, supporled by the respeclive actuarial
calculations and independent auditors’ report, the mathematical reserves representing liabilities for benefits granted or to
. be granted, in the amount of CR$ 160,915,422 thousand as of December 31, 1993, are covered by the plan’s assets. There-
: 3 fore, there are no contingencies to be recognized by the sponsors.

23. Subsequent Events

!
f 23.1 - On February 27, 1994 the Federal Government issued Provisory Measure no. 434, introducing the URV - Real Value
0. Index and changing wageand price policies. Based on regulation thereof through the date of this report, the effects of such
ﬂ changes are not expecied to aller the Company’s economic-financial situation to any significant degree.

i 23.2 - The Company is responsible for fleet operating and finance leases contracted in the light of market conditions !
! completely different from those currently prevailing. As there is presently considerable excess aircraft lease supply on the ;
|

v
w7

e
P

mazket, lower Jease costs might be obtainable. Accordingly, the Company has decided to renegotiate the original fease ‘
contracts with its creditors in order to adjust them to present market conditions. The renegotiation in.question only encom- i
passes the cited contracts, without affecling the Company’s other obligations, ‘

)
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24, Insurance

The Company maintaing insurance policies in amounts considered sufficient to cover potential risks to its assets and/or
liaibilities, broken down as follows as of December 31, 1993;

VB o
« Aviatien
we Fape
- Gericral
« Sundry risks
- Lafe and
personal actiden®

25. Contingent Accounts

Insured amount

- Cover - SRS thousand |
= Alctalt{engires, aliframen), flight simulators, spare parts 176,001,348
«= Buildings and contents 99,191,521
~ Comprehensive liabality (cargo, passengersand other} 329,508,247
~ Valuables, equipment 3,538,617
=~ AMlemployees 4,038

Liens, pledges, guarantees, insured risks, contracts and similar items are broken down as follows as of December31, 1993:

[nsured riks .
Severance pay (FOTS)

Liuarantees provided for thyaf parties

Spare parts onconsignment

Guarantees obtained from third partses ...

Fnance Jeases oo s
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