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1. Executive Summary

In the context of VARIG's recovery program, the company has appointed
Lufthansa Consulting as technical advisor for preparing a rehabilitation and
recovery plan to achieve a sustainable operating profit.

During the seven weeks following the publication of the Court’s acceptance
of VARIG's request for protection under the Brazilian recovery law until the
date of submittal of the recovery plan, Lufthansa Consulting carried out a
high level analysis of VARIG's current performance and identified optimiza-
tion potentials for the areas mentioned below.

VARIG's future viability is reflected in the operating result projection per-
formed by Lufthansa Consulting. It shows that VARIG'’s operating margin
has the potential to increase from currently 0,7% (January-June 2005) to
5,2% after the first full year of operation with the new structure (assumed to
be 2006), and to about 12% after five years. In order to achieve these re-
sults, the implementation of all improvement measures contained herein and
others still to be identified, and the introduction of a systematic planning,
budgeting, and controlling system with strict revenue and cost control are
necessary.

An overall company strategic plan, which defines VARIG’s goals and objec-
tives including the measures identified, is the base for the necessary action
and implementation plans.

The outlines of this rehabilitation plan, the measures necessary for its im-
plementation (identified by Lufthansa Consulting during its assignment or by
VARIG), as well as the impact these measures will have on VARIG's operat-
ing result within the framework of this business plan in the next five years
are presented in the following chapters.

The business plan covers a period of five years. While the year 2006 and
2007 are planned in detail, a high level approach concerning traffic and
revenue development as well as cost development is used as the base for
the further development from 2008 to 2010.

The fleet assumptions used in the business plan do not necessarily repre-
sent VARIG's final fleet, but are used as a base for cost and revenue calcu-
lation. A detailed fleet study and negotiations with lessors and/or aircraft
manufacturers must follow within the next two to three months in order to
finalize the fleet decision. However, a modernization and harmonization of
the fleet is one of the essential elements of this business plan and must be
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implemented in order to achieve the efficiency gains projected in this busi-
ness plan.

A comprehensive analysis of each measure, fine tuning and /or adaptations
to future developments and unforeseen events as well as a subsequent de-
tailed project plan with specified actions are mandatory in the next weeks
and months.

VARIG’s future viability will depend primarily on the resolution of its current
debt situation, but also largely on improving the airlines’ own operating per-
formance, yields and financial situation. The active cooperation and support
of the government and other creditors is an important precondition for the
viability of this business plan and will be crucial for VARIG's viability.

The following key initiatives to achieve a sustainable operating profit in the
short, medium, and long term are:
I. Further strengthen VARIG's current position as a strong competitor
in the international market
Il.  Maintain and strengthen VARIG's position in the domestic market
lll. Create a clear hub structure in Sdo Paulo’s main airport (GRU) to
enhance the power of the network, attracting additional traffic
IV. Restructure, modernize and harmonize the fleet in order to reduce
unit cost and improve operational efficiency
V. Improve revenue management consistent with competitive position-
ing
VI. Strengthen organizational and strategic decision making and ac-
countability to meet targets and adhere to plans
VII. Clearly define organizational structures, interfaces and responsibili-
ties within VARIG and the VARIG group of companies
VIIl.  Optimize processes to improve efficiency and productivity in all ar-
eas of the company
IX. Adapt personnel count to match optimized company structure
X. Improve product and customer services to re-gain market share
XI. Establish relevant co-operations and alliances and intensify current
alliances to strengthen network and product

VARIG and Lufthansa Consulting have jointly analyzed the following areas
within the past seven (07) weeks:

Corporate Strategy

Corporate Structure

Network Planning

Fleet

Revenue Management

Sales, Distribution

Marketing

Maintenance & Engineering

VARIG Recovery Plan
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= Flight Operations® and Catering
m Information Technology and MIS
= Human Resources

Based on this analysis, and an evaluation of the current financial perform-
ance of VARIG’s operations, a projection of VARIG's Operating Profit & Loss
for 2006-2010 is made. A description of the status quo as well as the rec-
ommendations is shown in the respective chapters.

A long-term structured approach will stabilize VARIG’s operations and fi-
nances. The figure below shows a path for achieving VARIG’s long-term
restructuring.

Figure 1: Airline Restructuring implementation path
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‘g- 6 and Development

41)

sl

o Second Year Third Year

o 'g Year of Service || Year of Efficiency

c

S = . -

5 o Optimal Profitability

S g . High Quality Product

3 5 Improve Service and Services
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O || ——
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22 Consolidation Year of Rehabilitation

s Z

g UD) Stop the Bleeding (Cost Increase SLF Pos?t?ve Operation and

x Reduction) and Improve Yield Positive Cash Flow
Improve Revenue Improve OTP Achieve Profit

Source: Lufthansa Consulting

The most essential measures for the successful implementation of this busi-

ness plan are:

m Restructuring of VARIG's route network and establishment of a clear hub
structure in GRU

m Harmonization and modernization of the diversified fleet

m Establishment of the main operations base in GRU for aircraft, crew and
other operational units

m Introduction of a cost cutting program covering all areas of the company
(e.g. fuel cost)

' Ground Operations was not part of the investigation.
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2.

Introduction

VARIG’s performance in the past years has been characterized by its diver-
sified fleet structure, the vast majority of which are operated under operating
lease contracts, the shrinking of its network and the weakening of its com-
petitive position, especially in the domestic market.

The operating environment for airlines in South America, especially in Brazil,
has become more competitive since the entry of TAM and GOL several
years ago and their subsequent rapid growth, and VARIG’s market and traf-
fic share has dropped accordingly? (domestic market share from 40% in
2001 to 31% in 2004).

External influences such as fixed domestic fares between 1985 and 1991,
fare wars, currency devaluation, complex and costly procedures of raising
foreign capital in the past, oil price development, aviation taxation within
Brazil which in the year 2000 was 100% higher than in Europe and 200%
higher than in the United States”.

In addition to those external factors, internal inefficiencies, a non-competitive
network structure, and frequent changes of the top management in the last
five years have contributed to the destabilization and deterioration of the
situation.

A corporate vision and mission, as well as a systematic and consistent plan-
ning system do not exist.

In this context, VARIG’s operating result has suffered considerably, due to
increased operating cost and reduced efficiency and productivity. The con-
sistently negative net income has contributed to a steady accumulation of
debt. The current status of negative equity with an accumulation of debt,
which in 2005 represented a value of around 300% of its assets, is the out-
come of this development.

% Source: VARIG, May 2005, based on DAC data
% Source: SNEA, Estudo para a Reforma Tributaria, 2000.
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Table 1: VARIG Statement of Income, 2002-2004

STATEMENT OF INCOME
(Figures in US$ 000)
- Flight Revenues 2.377.275 2.174.561 2.487.647
- Taxes on Revenues (36.697) (47.020) (42.279)
- Other Operating Revenues 115.841 78.313 179.409
NET OPERATING REVENUES 2.456.420 2.205.854 2.624.777
- Flight Operations (1.397.866) (1.251.652) (1.566.438)
- Commercial Expenses (363.750) (345.698) (340.337)
- Commissions (174.286) (105.644) (127.182)
- Administrative Expenses (77.760) (50.771) (63.525)
- Other Operating Costs (101.943) (63.116) (61.149)
OPERATING COST (2.115.605) (1.816.882) (2.158.631)
EBITDAR 340.814 388.973 466.146
EBITDAR MARGIN 13,9% 17,6% 17,8%
- Adjusted Operating Lease Rentals (321.696) (238.733) (242.601)
- Depreciation and Amortization (47.310) (31.467) (14.814)
- Other 60.138 (118.556) (11.565)
TOTAL OTHER COSTS (308.869) (388.755) (268.981)
OPERATING INCOME (EBIT) 31.946 217 197.165
- Net Finance Income -117.844 -116.692 -194.402
- Equity in Subsidiaries (43.845) (1.345) (3.598)
- Effects of Translation 16.132 (254.308) (176.703)
- Other Non-Operating Net Income (789.049) (683.612) (92.501)
(1.713) - (378)
NET INCOME (LOSS) FOR THE PERIOD -904.373 -1.055.740 -270.416

Source: VARIG

A dramatic increase in both VARIG's cost base and financial leverage,
weakening the company'’s ability to withstand variations in its cash flow, has
followed. It also undermined the company’s ability to generate sufficient cash
to meet its financial obligations and resulted in the need to suspend interest
and principal repayments. As an example, due to the severe cash flow prob-
lems, in August 2005 only 64 of the 78 aircraft were operating, which means
that 14 aircraft cannot generate the revenues required to pay for their lease
cost of over 40m US$ per year, critically deteriorating the operating result.

The development of net operating revenue and net income in 2002, 2003
and 2004 illustrates the deterioration of VARIG's position.

Recent developments in 2005

In the first six months of 2005, air traffic for all Latin American carriers ex-
perienced a significant growth of 14% in terms of RPK, with intra Latin
American traffic up by 26%, and North American traffic up 10%. (Source:
AITAL).

In the same period, compared to the first six months of 2004, VARIG's traffic
measured in RPK increased by only 6%, 5% on domestic and 7% on inter-
national routes. Overall revenue increased by 18%, due to an improvement
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in yield of 11% and a seat load factor increase by 1 percentage point to
72%.

A limiting factor preventing VARIG from participating in the overall traffic
growth and shifting traffic to the competition, was due to the fact that by June
2005 only 79% of the total fleet of 78 aircraft was operational, and schedules
had to be adjusted on a weekly basis to accommodate the changes in air-
craft availability. This has led to a low reliability and on time performance,
eroding customer confidence.

Cost per ASK rose by 22%, offsetting the positive effects of the revenue
improvement, and increasing the break-even load factor from 69% to 72%.
Main cost drivers were fuel (plus 45%) as well as overhead cost which rose
by 18% compared to 2004.

The resulting decline in operating result by 66% is strongly influenced by
negative performance in the months of May and June due to fare wars jet
fuel price increase.

While domestic performance has shown a dramatic decline in profitability,
international services show a turnaround to a positive result in 2005.

VARIG Recovery Plan
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3. Corporate Strategy

3.1 Status Quo

VARIG was founded in 1927 in Porto Alegre and was transferred in 1945
into the ownership of the newly created Fundacdo Ruben Berta. Within the
past 20 years, VARIG has accumulated debts in the range of approximately
4 billion US$.

For the last several years, the day to day operational imponderabilities have
determined the decision making process. The accumulated debts and the
subsequent cash-flow problems have resulted in a status of management
and business paralysis of VARIG. As early as in 1994 and 1999, finan-

cial restructuring programs were conducted, and in 2000 a corporate restruc-
turing effort was initiated, but not fully carried out.

In various interviews and discussions, representatives of VARIG’s top and
middle management identified the absence of any long-term strategy as part
of the reason for the current situation of the Brazilian flag carrier. In recent

years, several corporate strategic decisions were taken at the Vice President
eve), I 1 :i<ion of the
Fundacdo Ruben Berta (majority owner of VARIG) is based on social tar-

gets, which are not directly compatible with the economic and financial
needs of a commercial airline in a global competition.

Weaknesses / Threats

In spite of a very promising development of domestic and international air
traffic, VARIG has to cope with repercussions of the difficulties in cash flow,
as for instance a sharply reduced production due to aircraft shortage. Such
cash flow problems add to existing weaknesses and threats. VARIG's great-
est pitfalls are:

= A total debt of 4 billion US$ which cannot be paid back from the operating
result

m Permanent endangerment of operations due to creditors’ demands

= High debt and lack of operational cash-flow leading to a grounded fleet of
currently 14 aircraft for which current lease rates are due

m Increased cost of spare parts due to the fact that brokers have to be used
since some business partners supply only against cash

m Diversified fleet with B737-300, B737-400, B737-500, B737-700, B737-
800, B757, B767, B777, MD11 (plus B727 in cargo) with different types of
engines, configurations and tires within some fleets, with a negative impact
on maintenance, operations, commercial, product image, etc.
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m Overstaffing (e.g. VARIG has approx. 1650 Pilots and Co-Pilots, while
industry benchmarks indicate a significantly lower need)

m Non awareness by a minority of employees and managers, as well as the
unions and employees’ associations, of the severity of the current situa-
tion, leading to articulation of individual demands without considering the
endangered status of the entire company

m Lack of consistent and optimized processes in order to match international
competitors’ standards and to ensure efficient operation

m Lack of strategy, leading to optimization in single areas which in several
cases are unfavorable for VARIG as a whole

Strengths / Opportunities

Despite all these problems, there are reasons for a positive outlook. Within
the past seven (07) weeks, the following positive signs within VARIG as well
as in the market were identified:

m VARIG has qualified experts in most areas of the airline business

m The majority of staff and management clearly shows the willingness to
change and actively supports the change process

= VARIG still has an image as safe and reliable carrier in the market

m VARIG is a national symbol for the Brazilians

m The VARIG brand is renown around the world and strongly linked to Brazil

m VARIG has a strong international network linking Brazil with the world

m VARIG has a significant share in the highly lucrative shuttle between Rio
de Janeiro and S&o Paulo

m VARIG is a member of a worldwide airline alliance, the Star Alliance

m The Brazilian market is showing a very positive development, having dou-
bled in the last 10 years.

Short-term /immediate measures

Due to financial and time constraints, for the short term, the focus of the
current approach is on a "recovery / survival strategy" valid for the upcoming
months while ensuring not to limit VARIG’s future possibilities (dependent on
the detailed definition of the strategic framework which is to follow). There-
fore, the current approach concerning short-term measures is determined by
the identification of immediate revenue and cash generation and cost cutting
potential.

The most pressing task at this moment for VARIG is to manage the crisis
and to guarantee operational stability by focusing on customer needs while
reducing costs. The carrier has to offer an efficient, safe, reliable and good
product at reasonable prices. This will enable VARIG to efficiently compete
with its local and international competitors and to strengthen its deteriorating
position as a key player in the airline market in its region. The coming
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months will remain difficult for VARIG, having identified some major financial
obstacles. The management has to consolidate and prepare the organiza-
tion for the years ahead, as the carrier is - overstaffed with very low
productivity of the approximately 12.000 employees with 78 aircraft of which
only 64 are operating for VARIG passenger airline. However, currently
VARIG has expensive financial commitments for the 14 aircraft it does not
operate due to maintenance issues (missing spare parts, engines, etc).
These and other financial barriers have to be solved immediately.

Medium term to long-term measures

The development of a corporate strategy that is revised on a revolving basis
is one of the upcoming tasks for the Top Management. Within the framework
of the overall strategy, which sets the overall direction of the company, the
business strategies of the company’s organizational units have to be de-
fined, specifying the implying actions for the respective business area. Such
strategy development also implies the continuous investigation of competi-
tion, customers, constituents and markets as well as the own company’s
status quo.

The development of the strategy will be supported by Lufthansa Consulting
and possibly a new direct report unit to the President and CEO "Strategy and
Corporate Structure”, to support in this process. An integrated strategy and
business planning process will be established with top priority. After evalua-
tion of the data from the current analysis and identification of the solution for
the current debt situation, a top management workshop can be held to de-
termine VARIG's final strategy, vision and mission. This should then be re-
flected in a newly developed / adjusted vision and mission statements in the
various directorates / divisions to support the overall goal.

The future strategy / vision / mission will include a statement / position on the
following key points:

Markets to serve
Customers

Product

Competition

Technology

Profitability & Growth
Philosophy / Self Concept
Image

Employees
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Conclusion

As a general conclusion of the assessment, a lack of vision at VARIG was
observed leading to an unclear and unformulated strategy, vision and mis-
sion for the company as a whole.

However, most of the constituents have understood the essential importance
of strategy development at VARIG. Since long-term strategic thinking has
not been required in the past, assistance in the delivery of strategic input to
solve the crises and get the airline back on track is required.

Strategy development at VARIG should therefore be divided into short-term

and medium- to long-term measures, which will allow for staff to understand,
comment and engage in strategy development. Full support and commiment
on all levels will be necessary to allow for successful implementation, as will
be the staff who ultimately has to put strategy into action.

Clearly a major reason for the staff's concern is the uncertainty regarding
VARIG's future. Reducing this uncertainty by improving communication is
highly recommendable. In the meantime, management knowledge regarding
the roles of competition, customers, constituents, markets and VARIG itself,
shall be enforced supporting the definition of the future role VARIG can play
in the air transport industry.

In the process of preparing this recovery and business plan, VARIG's top
management will have to face several important strategic decisions, such as
re-locating some units to Sdo Paulo, following the decision to establish
VARIG’s major hub in GRU, and by concentrating the production units such
as aircraft and maintenance facilities in Sdo Paulo, greatly improving effi-
ciency.

The strategic planning system in the future will include for example clear
implications on the potential need for a re-location of certain VARIG units to
S&o Paulo. Other strategic options to be evaluated in the next steps are the
implications of a separated operation of local traffic which is not directly
linked to the international network of VARIG, the position regarding corpo-
rate governance for existing subsidiaries / potential future spin-offs, etc.
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3.2 Recommended Improvement Measures

As stated before, the definition and implementation of a strategy for an es-
tablished company cannot take place within a few days. This entire docu-
ment is designed on an interims strategy, a so-called recovery / survival
strategy. All described measures are concentrated on immediate actions,
while not limiting VARIG in the definition of the future strategy, which will
take place in the fourth quarter 2005. This strategy definition will be sup-
ported by Lufthansa Consulting.

Of immediate importance is the creation of strategic awareness. It is recom-
mended to form a “Strategy and Corporate Structure” function (described
and reflected in the Corporate Structure chapter), This will be the beginning
of a systematic development process at VARIG, which will increase the level
of understanding of the overall strategic direction due to be formulated. A
new culture incorporating a mental change will be established within VARIG,
continuously checking internal and external influence factors (competition,
customers, constituents and markets). The greatest challenge will be to
scrutinize all barriers and to continuously search for optimization potential in
all areas. As an example, the need for lobbying with the relevant authorities
to ensure the necessary participation of VARIG in future decisions, policies
and laws, should be addressed within the strategic framework.

The development of a corporate strategy with clear, precisely formulated and
communicated strategic objectives, both immediate and long term, as well
as strategic plans on how to achieve these objectives and how to success-
fully implement the resulting strategic projects, will be the base of VARIG's
business model and its planning and budgeting processes. In this context of
strategic, operational and tactical planning, continuous cross checks of the
strategic guidelines against the determining factors must be incorporated.
The Top Management together with employees and other key constituents,
supported by the technical consultant, will develop a successful and promis-
ing strategy for the future.

Such strategic effort has to be fostered for the medium term planning hori-
zon with a 5 year Business Plan for VARIG.

Strategic principles included in this business plan

The underlying strategic decision reflected in this business plan is that
VARIG should remain one of the strongest carriers in South America. VARIG
will battle for the position of the leading airline in Brazil, especially by assur-
ing connectivity between domestic and international origins and destinations.
The extensive network in conjunction with the Star Alliance (with even fur-
ther enhanced connectivity) will foster VARIG’s position in this regard. With a
more homogeneous fleet adjusted to market and customer needs, VARIG
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will ensure state of the art transportation within Brazil as well as between
Brazil and other South American destinations, US and Europe. Due to the
extensive cooperation with the other members of Star Alliance, VARIG will
also ensure transportation to Asia and Africa.

VARIG shall maintain a position of one of the largest employers in Brazil with
competitive remuneration for its employees. For the future it is foreseen that
VARIG will remain under very strict cost control while continuously renewing
and reshaping its product according to market demand and profitability tar-
gets. Continuous cost and revenue optimization and cash flow improvement
initiatives will be conducted, all without compromising safety and security,
paving the way to a state-of-the art airline fulfilling customer demands with a
special Brazilian style. Within the time frame of the business plan, VARIG
will subsequently relocate some operational units to Sdo Paulo.

VARIG Recovery Plan
Operational Restructuring Plan

18



3.2.1 STRATEGY 01: Develop and Implement corporate strategy,
vision and mission statement

Current Status:
There is no valid corporate strategy, vision and mission statement available
within the organization.

Measure Description:

In a first instance, the current crisis demands a recovery / survival strategy.
This strategy will take into consideration all factors of influence of the future
strategy definition while remaining flexible for changes. In the 4" quarter of
2005, a consolidated strategy definition and implementation approach will
be conducted. This approach is further supported by all collected informa-
tion and the introduction of a “Strategy and Corporate Structure” function,
as described in the respective chapter.

Future Status:

The introduction of the final strategy after a solution for the current debt
situation has been found will have significant importance for the future busi-
ness of VARIG. This future strategy will set the framework and direction of
the entire company. An integration of the major strategic issues into the
existing Balanced Score Card process should be investigated.

Cost Saving / Revenue Generation Potential:

This measure implies a huge saving potential (avoid unnecessary costs of
unguided, sub-optimal decision making processes). It forms the key to the
optimization of future results. Many of the described improvement measures
of this recovery plan are strongly linked to strategy, as for instance fleet
homogenization, product decisions, network, treatment of subsidiaries, etc.
As far as such measures have an impact on the result, it is directly incorpo-
rated in the respective described measures in the following sub-chapters.
The additional potential for improvement based on a uniform direction for
the “New VARIG” is seen as additional potential for result improvement.

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
Measure will take place within the coming months and will be finalized latest
until end of 2005, depending on the solution of VARIG’s debt problems.
Required Manpower input for the project:

= Collection / development of information for the strategy process

= Top Management Strategy Workshop of approximately 3 days

= New “Strategy and Corporate Structure” function

External assistance is recommended for the set-up, staffing and goal defini-
tion of the unit as well as for the strategy workshop itself.
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Preconditions / Dependencies:
None

Opportunities / Risks:

The required personnel have to be taken preferably out of the existing staff
of VARIG. Nevertheless, this task has not been in the focus during the past
few years and in case no competent employees are found, an external staff-
ing may be considered. This measure has rather to be seen and understood
as long overdue and will lead to significant improvements for the company.
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3.2.2 STRATEGY 02: Implementation and revolving update of a
corporate business plan

Current Status:

VARIG is currently operating on a one year budget planning base only. For
several years, there has been no sound, company wide business plan for at
least the coming 3-5 years, available.

Measure Description:

The current Business Plan is developed by VARIG with the assistance of
Lufthansa Consulting (Technical Advisor for the operational plan) and UBS
(Financial Advisor for the financial plan).

Future Status:

The new Business Plan, as well as the accompanying continuous meas-
urement of real results against the forecasted figures of the Business Plan
will develop into a “natural” controlling task. A revolving revision of the
newly developed Business Plan will have to be implemented.

Cost Saving / Revenue Generation Potential:

A calculation of the implied cost saving / revenue generation potential of this
measure is not possible, although undisputable existing. In any case, the
cultural change within the organization of VARIG to develop a 3 - 5 year
horizon will ensure a stronger focus on planning of all decisions not only on
a day to day basis and lead to significant result improvements.

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
None

Required Manpower input for the project:

Already finalized within the chapter 11 requirement of a recovery plan in-
cluding a business plan for the judges and the creditors.

Preconditions / Dependencies:

None

Opportunities / Risks:

There is no risk related to this measure. The opportunities are described
above.
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4. Corporate Structure

4.1 Status Quo

VARIG is part of the Fundag¢éo Ruben Berta. Within the historically devel-
oped and diversified structure of the Fundacéo, various companies with a
more or less direct connection to the passenger air transportation business
can be identified. It is not the existence of such diversification itself, but the
lack of transparency of business processes within and between the entities
as well as the diverging targets of a foundation with the economic implica-
tions in the international airline business, that are a primary source of con-
cern. The Fundacéo has already stated its willingness to reduce the share-
holding in VARIG to the status of a minority shareholder, which would im-
prove the currently unfavorable processes regarding corporate manage-
ment. Linked to this organizational structure and also a primary cause of
concern is the missing continuity in the leadership of the airline. The com-
pany has seen seven (07) Chief Executive Officers during the past few
years. This continuous change is partially caused by the given corporate
structure. For long-term profitable survival, the company needs a strong and
constant management and control that is not undermined or hindered by
internal stumbling blocks.

Figure 2: Organizational Chart of the Fundag&do Ruben Berta
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VARIG's organization resembles the traditional vertical and partly dysfunc-
tional bureaucratic structure. The current structure was re-designed ap-
proximately 2-3 years ago, based on an external study by Spencer Stuart
dated June 2002. The organization is headed by a CEO / President, leading
three (03) Vice Presidents (CFO, CCO and COO) out of which currently two
(02) positions are not staffed. The Vice Presidents (VP’s) also hold one of
the director positions reporting to the VP in order to allow for a potential fu-
ture change from this VP structure. One of the Vice Presidents is represent-
ing the CEO & President in case of absence and marked as Executive Vice
President for clear identification.

Decision-making has been characterized by very centralized responsibilities
(delegated upwards) and also by very little horizontal communications (silo
mentality) between the organizational units. The span of control is neither
regulated nor related to the specific requirements. Also the entire organiza-
tion shows a trend for fragmentation into very small units. Besides, there is
no consistent system of corporate objectives.

VARIG has seven (07) hierarchical levels reporting to the Board of Admini-

stration:

m Chief Executive Officer (CEO) & President

m Vice President (VP), Chief Financial Officer (CFO), Chief Commercial Offi-
cer (CCO) and Chief Operating Officer (COO), out of which the first two
(02) positions are currently not occupied

m Director

m General Manager

m Divisional Manager

m Coordinator / Supervisor

m Technical / Operational Staff

Figure 3: Organizational Chart of VARIG
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There are six direct reports to the CEO:

Regional Director Brasilia; BSB DC

Regional Director Rio Grande do Sul; POA DS

General Manager Public Relations and Press; RIO GQ

Organizational Development Department; RIO DD

Flight Safety, Accident Investigation & Prevention Department; RIO EA
Legal Affairs Department; RIO DA

Units in charge of strategic questions as well as for organizational structure
are missing in this list. The reason for the two regional directorates is not
transparent at the moment.

The spin-offs of VEM (Maintenance & Engineering) as well as of VARIGLOG
(Cargo and Logistics) were performed in the end of 2001. Since these spin-
offs have not been performed to the last consequence, leaving many grey
areas concerning functions and responsibilities of VARIG and these subsidi-
aries, a lack of transparency with regard to business processes between
them remains. Up to now, a number of employees of the subsidiaries are
initially paid by VARIG (this issue is addressed in the Human Resource sec-
tion of this recovery report). The main issue, however, is that the customer-
supplier relationship has never been defined. VARIG must finally start treat-
ing VARIGLOG as customer and VEM as supplier and ensure that all ser-
vices are continuously benchmarked to potential competitors. There is no
reason for a “quasi-monopoly” for the now independent subsidiaries.

In addition the concept of Shared Services deserves a deeper investigation,
dependent on the future relationship between VARIG and VEM / VARIGLOG
and should be carried out as soon as the future status of the current subsidi-
aries companies is decided.

During the past 20 years, the three (03) airports in Sdo Paulo developed
from approx. five (05) million passengers per year to a total of approximately
27 million passengers per year, while the two (02) airports in Rio de Janeiro
developed only from approximately seven point five (7.5) million Passengers
in 1984 up to approximately ten to twelve (10-12) million Passengers in
2004. Regardless of this impressive shift in customer demand, the main site
/ location of VARIG is still Rio de Janeiro. Maintenance bases are in Rio de
Janeiro and in Porto Alegre and two practically integrated regional airlines
(Rio Sul and Nordeste) have bases in Porto Alegre and Salvador. For the
future, VARIG has to develop a long-term detailed plan to successively
strengthen the core operational location in S&o Paulo.

VARIG Recovery Plan
Operational Restructuring Plan

24



4.2 Recommended Improvement Measures

In the current situation, we recommend to perform only minor changes in the
organizational design, which are obvious from the findings of the analysis in
the various areas.

The very first measure is to initiate a company-wide investigation and project
plan regarding the transfer of the operational home-base from Rio de Ja-
neiro to S&o Paulo. Such investigation must include research on operational
needs as well as external factors, as for instance taxation.

Dependent on the mandatory clarification and decision on the future of the
Air Operator Certificate of Rio Sul and Nordeste, we propose to investigate
the full integration of these subsidiaries.

A new function “Strategy and Corporate Structure” is to be included into the
current organization of VARIG, as a direct report to the CEO & President. In
line with this measure, a verification of the current direct reports will be per-
formed. VARIGLOG and VEM must finally be completely separated, and all
interweaving between VARIG and its siblings still existing must be sorted
out. (This includes a recommendation for the improvement of the VEM or-
ganization).
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A new organizational structure will be included for the VARIG Maintenance
directorate in order to support the legal requirements given by law. This or-
ganizational measure will ensure that VEM is treated as a supplier.

Operations control and dispatch should be centralized in one location, in line
with measure STRUCTURE 01.

Investigation into the possible change of the Flight Training Center from a
cost center into a profit center. In a second step, a sale of the unit should be
envisioned. Independent of the sale, the Flight Training Center must investi-

gate the locations where VARIG as well as third parties would like to have a
figh rining provicer. N

Corporate IT should be repositioned in order to separate IT governance and
IT provider functions. Presently VARIG's corporate Information Technology
(IT) is involved in a mixture of IT governance and IT service provisioning
such as system support, applications development etc.

Human Resource Management is a crucial function in regards to corporate
development and success. HR will either be directly linked as a staff func-
tion to the CEO. The positioning of the General Services function should
also be decided in line with the fine-tuning of the organizational structure.

Initial thoughts regarding rules and regulations of a future VARIG

The development of a final corporate structure, including the necessary tool
kit is one of the major tasks for the new function “Strategy and Corporate
structure”, as soon as the new strategy for VARIG is jointly defined (structure
follows strategy). Targets will be to decrease transactional and administra-
tive costs and to increase productivity, necessary communication and
knowledge exchange focused on the following topics:

m Delegate downwards responsibility maintaining control and improving
teamwork

m Investigate into the Implementation of an administrative shared service
organization with centralized transactional activities and reduced adminis-
trative headcount. Such measure must first of all be started with a fos-
tered / strengthened administrative function within VARIG (as for example
explained in measure STRUCTURE 14). Organizational capabilities can
be segmented into transaction-based (high routine, high volume, sensi-
tive to scale), expertise-based (technically specialized, require consider-
able contact with internal customer) and strategy-based (critical to com-
petitiveness). The approach should start with the transaction-based ser-
vices, as for instance Human Resource, Facilities and Services, Account-
ing, IT. Savings of 20% — 50% of total costs in each field can be envi-
sioned. In a second step, the expertise-based services, as for instance
Tax, Legal, IR, etc.) should be investigated and on a case to case basis

VARIG Recovery Plan
Operational Restructuring Plan

26



included. The strategy-based services should not be included, in order to
ensure the independence of the subsidiaries.

—

m Streamline forecasting, budgeting and planning processes
m Redesign and consolidate facilities
m  Simplify non security relevant work rules

We recommend a transformation of the current general structure into a new
lean structure under the administration board based on a Managing Board
with one President/CEO and three (03) Vice Presidents with clear procedural
rules and complementary objectives. To increase communication and en-
hance knowledge exchange, it is necessary to improve teamwork —for ex-
ample following a matrix structure — by founding cross-functional groups
related to the core processes. In addition, it is mandatory that decisions with
potential strategic impact on the entire company are discussed and agreed
upon in the board. An organizational structure must be implemented in order
to be able to set up and stabilize processes and to define clear interfaces.

The vertical structure should be transferred step by step (as far as it is im-
proved in the aviation industry) into a more horizontal structure based on
processes and customer focus. The legal department — also directly linked to
the president — should be responsible for all legal relevant activities and
documents.

The organizational structure is based on an in-depth process analysis and
definition, leading to the best fitting organizational structure.
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4.2.1 STRUCTURE 01: Corporate Structure, Investigation into a
potential transfer of VARIG’s operational base to S&o Paulo

Current Status:
VARIG is currently operating domestic, regional and international passen-
ger services from its headquarters location in Rio de Janeiro. Within the
past 20 years, traffic dramatically shifted from Rio de Janeiro to S&o Paulo,
the industrial heart of Brazil. VARIG cannot constantly neglect this devel-
opment and has to evaluate a potential move towards the new location of
business. In the context of establishing the main hub in GRU, the opera-
tional base for long haul aircraft and part of the short and medium haul air-
craft must necessarily be located in GRU in order to generate the efficien-
cies included in this business plan.

Measure Description:

Set up of an internal working group, preparing a detailed investigation of all
areas, to investigate if VARIG can move and to make a financial evaluation.
Such evaluation must include the best possible timing and action plan for a
potential relocation. Such a relocation process will not take place within a
short time frame, a sequential action plan as to who will move first and
which departments do not need to be at the hub in the first instance has to
be developed. In the short-term, the immediate stop of hiring people in Rio
de Janeiro should be envisaged.

This is also and especially valid for the fleet and all related services (Main-

tenance) and the cockpit and cabin crews. Special procedures must be

developed for an interim period to allow crews to shuttle between Rio de

Janeiro and S&o Paulo without payment, but also without using working

hours for this shuttles, in case the above mentioned decisions favors a

move to S&o Paulo.

Future Status:

In the long term, most of VARIG production related units should be located

in S8o Paulo. Few others might remain in Rio de Janeiro.

Cost Saving / Revenue Generation Potential:

Savings are to be seen in various areas:

m Staff working time for working and not flying

m Telephone and other communication costs

m Higher productivity by reduction of travel time

m Reduction of direct operating cost through reduction of employee travel
(fuel, catering etc)

m Fewer positioning flights for maintenance

= Reduced office needs in Rio de Janeiro, Porto Alegre and Salvador

These potential savings and the potentially required investment / costs are

to be seen as future additional potential. Some of the current operations are
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already concentrated in Sdo Paulo.

Required investment (Cash-Outflow):

Cash outflow will mostly take place due to:

m Relocation package for staff (part of negotiations for working conditions)

= New / additional office infrastructure in Sao Paulo

m Higher fuel taxation for domestic flights in Sdo Paulo (25%) than in Rio de
Janeiro (04%)

Required time for implementation / Required time for first results:
The in-depth analysis of this measure should be performed within 3 — 6
months time. A completion of this measure will take several years. Never-
theless, initial process improvement (move under one roof) and cost sav-
ings will be generated as soon as the process is initiated.

Required Manpower input for the project:

The planning process for the relocation is a complex project which requires
a full time project management by VARIG and additional management ca-
pacities in the various directorates

Preconditions / Dependencies:

The first precondition is a plan showing the positive financial prospect of the
measure. The full support of the Top Management is mandatory and an
agreement with the Government of the different regions for special tax regu-
lations must be found. Another important pre-condition is to settle an
agreement with the unions regarding their support. There is a strong link to
various measures, as for instance working conditions, network, mainte-
nance, etc.

Opportunities / Risks:

As this relocation is a lasting process, VARIG should carefully analyze the
pros and cons for the relocation (business processes and involved costs
and benefits). Based on a positive outcome of this analysis a

relocation plan must be developed and agreed. Infrastructure restraints
especially in GRU are to be investigated (including gates, transit lounges,
immigration & customs, slots, ground support availability, VEM facilities and
service concept, high airport taxes.
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4.2.2 STRUCTURE 02: Corporate Structure, Final Integration of Rio
Sul & Nordeste

Current Status:

= Integration of two adjacent flight operation organization is incomplete
= Insufficient planning & steering complexity

= Insufficient optimization of structural different organizations
Measure Description:

Final integration of Rio Sul & Nordeste into the VARIG organization
Future Status:

We consider VARIG, Rio Sul and Nordeste as one joint organization
Cost Saving / Revenue Generation Potential:

TBD

Required investment (Cash-Outflow):

The issue of currently negative equity of Rio Sul and Nordeste has to be
solved

Required time for implementation:

3 -6 month

Required time for first results:

6 month

Required Manpower input for the project:

VARIG: TBD; external assistance is recommended

Preconditions / Dependencies:

Negative equity of companies / Legal implication

Opportunities:

- Complexity reduction

- Cost reduction potential

Risks:

AOC Ownership

VARIG Recovery Plan
Operational Restructuring Plan

30



4.2.3 STRUCTURE 03: Corporate Structure, Ensure full separation
of VARIGLOG

Current Status:
The measure described below abstains from a potential sale of VARIGLOG,
which is currently under investigation.

The separation of VARIGLOG from VARIG is not fully in place. For in-
stance, VARIG still pays the salaries of 297 employees on behalf of
VARIGLOG. This payment is reimbursed to VARIG. (Please investigate
measure HR 01 for further details on the salary situation.)

Measure Description:

Clearly separate all functions of VARIGLOG and VARIG and ensure full
disentanglement of the two companies.

Future Status:

Independent, if VARIGLOG remains an affiliate of VARIG, all functions and
processes will be clearly separated.

Cost Saving / Revenue Generation Potential:

There is no direct cost savings potential accounted to the Business Plan.
Nevertheless, it has to be assumed, that the sheer existence of competition
will ensure more favorable results for VARIG than the current situation.
Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
This measure will need a few weeks for the full separation, as contracts of
employees have to be sorted out.

Required Manpower input for the project:

A working group consisting of VARIG and VARIGLOG must be formed.
External support is not necessary

Preconditions / Dependencies:

Full commitment of the Management of VARIG and VARIGLOG
Opportunities / Risks:

The logistic company VARIGLOG has to prove itself as an important player
in the Brazilian market and beyond and must be treated as one potential
buyer of the cargo capacities of VARIG.
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4.2.4 STRUCTURE 04: Corporate Structure, Ensure full independ-
ence of VEM as a Maintenance, Repair and Overhaul (MRO)
entity

Current Status:

The development of VEM as an independent MRO is hampered by the still
existing “Parent-Subsidiary-Relationship” in almost all significant areas. The
contract between the two entities, resulting in a reimbursement of VEM
according to “Power by the Month” represents no challenge to the qualifica-
tions and abilities otherwise crucial to an independent MRO. Example: Cus-
tomer ratio VARIG to others at the start 80/20, at present 70/30. The pre-
sent, very unusual situation surrounding the operator is taken in considera-
tion in this viewpoint. The future of VEM is in the hands of the operator
VARIG.

Valuable time is spent by high-ranking management personnel to fulfill their
managing duties of controlling the various branches within the organization
of the MRO. (Please investigate measure HR 01 for further details on the
salary situation.)

Measure Description:

Provide contractual requirements making VEM accountable for their ac-
tions. Introduce reimbursement for maintenance services according to
“Power by the Hour”. Establish rules of reimbursement, if not adequate at
present, for services provided by VEM other than aircraft maintenance (air-
craft spares handling and storage, common materials, equipment and tool-
ing particular to VARIG).

To meet future expectations it is of utmost importance for the MRO to move

from the present functional structure of organization to a process orientated

organization. Providing customers with the highest quality of service on a

daily basis, it is necessary to have an organizational structure that gener-

ates positive conflicts between the leading units resulting in optimal benefits

to the operator/customer.

Future Status:

VEM will work as if VARIG would be an external customer and will act and

react accordingly. The MRO is an independent Profit Center with its own

budget responsibility. The main processes of the MRO are defined as:

m System Engineering (centralized) is the legislator.

m Production Planning & Control (centralized) is preparing workable
solutions for production and is controlling the results.

m Maintenance Production (de-centralized) is executing the maintenance
requirements.

= Material (centralized) is providing support to production as known.

m Finance, Human Resources, Legal/Contracts, Chief Inspector/Quality
Assurance, Marketing and Maintenance Control Center are staff functions
supporting the MRO operation.
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The products of the MRO are “maintained aircraft” respectively “flight
hours”. Please find below a draft for a process oriented organizational chart
for VEM:

MRO
Finance | IHuman Resources
Legal/Contracts || | Chief Inspector
Marketing -
Engineering Alc Maintenance Alc Maintenance GSE
Hangars Line Stations
PPC Aircraft Overhaul Material

Cost Saving / Revenue Generation Potential:
The savings potential of this measure are to be seen as future additional
savings.

Required investment (Cash-Outflow):
No investment required.

Required time for implementation / Required time for first results:
The clarification process of segregation in administration, planning and en-
gineering functions will require 6 month.

Required Manpower input for the project:

= A working group consisting of VARIG and VEM representatives (of main
maintenance locations) must be formed

= External support is recommended

Preconditions / Dependencies:

The goal of the segregation process must be a clean separation of adminis-
trative and engineering function between operator and MRO. Willingness of
VARIG Management to place the economical risks full in the hands of the
MRO. The readiness of the MRO to accept the challenge of responsibility
for economical success. Clearly defined management guidelines for all
processes (know your goals).

Opportunities / Risks:

For the MRO to prove itself as an important player in the Brazilian market
and beyond. For the operator to use the free market to find the best deal for
the maintenance services it requires according to their standards.

The process oriented organization puts management in the “driver seat”.
The parameters provided by different cost centers gives management full
control over each process including budget and allows corrections as war-
ranted in real time.
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4.2.5 STRUCTURE 05: Corporate Structure and Strategy, Set-up of
a “Strategy and Corporate Structure” function

Current Status:

There is no corporate strategic planning process existing at VARIG. Also
the corporate structure is currently not consistent.

Measure Description:

Set-up of a “Strategy and Corporate Structure” function within VARIG. This
unit should report directly to - and be steered by - the President & CEO.
Future Status:

Regarding the strategy development, this unit will be responsible to support
the Top Management of VARIG in strategy development and introduction.
In addition, the unit will be responsible to ensure that the corporate structure
is broken down into fitting business strategies by the various VP’s and Di-
rectors. Last but not least, it is mandatory that this unit will investigate
trends in the industry and will support the Top Management with information
/ scenarios of the possible development of markets, customers, etc and the
result of the various possible actions / re-actions of VARIG. A clear report-
ing process will have to be part of the Rules & Regulations for the new
“Strategy and Corporate Structure” unit.

“Structure follows Strategy” leads to the second core duty of this unit. They
will be in charge to ensure a fitting (to the strategy) corporate structure.
Principles for lean organization will guide the process oriented investigation
in all areas and lead to significant reductions in the entire organization of
VARIG. This unit shall investigate in detail, which functions should be de-
centralized and which should be centralized. A further investigation regard-
ing the scope of the internal shared services and which services shall be
entirely outsourced, as the current paper only gives a snapshot of the most
obvious changes).

Cost Saving / Revenue Generation Potential:

The set-up of the unit itself does not imply any cash-out, as it will be set-up
out of the existing VARIG employees.

The introduction of lean organization principles will lead to lasting savings
due to the consolidation of currently separate units. Nevertheless, we re-
frain from any quantification of this effort at this point of time and see this as
additional future potential.

Required investment (Cash-Outflow):

There is no direct cash-outflow due to the implementation of a corporate
strategy unit. Nevertheless, this unit and the evolving plans will have signifi-
cant impact on the future cash-outflow and cash-inflow of the company.
Required time for implementation / Required time for first results:

A new “Strategy and Corporate Structure” unit can be implemented within a
few weeks time. It should be possible for the new unit to develop the very
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first concepts and proposals for the management within short time. This has
to be supported by external assistance and is dependent on the qualifica-
tion of the newly appointed staff.

Required Manpower input for the project:
A strategy and corporate structure unit will commence business with just a
single digit amount of members. External assistance is recommended

Preconditions / Dependencies:
Agreement with VARIG Top Management and Human Resource directorate
regarding the corporate structure processes.

Opportunities / Risks:

Huge potential is seen in the better preparation of VARIG to cope with ex-
ternal influences and in the faster action / re-action of VARIG to new devel-
opments.

VARIG Recovery Plan
Operational Restructuring Plan

35



4.2.6 STRUCTURE 06: Commercial - Staff position of VP Commer-
cial and Planning and create balance between sales and
revenue management

Current Status:

Sales Directorate, Marketing Directorate and Planning Directorate currently
report to the Executive Vice President Commercial and Planning (CCO).
This distribution of functions under the EVP Commercial and Planning is
adequate for the efficient management of a modern airline. The Planning
Directorate includes all the functions of a modern Network Management
organization, while the Sales Directorate oversees the domestic and inter-
national sales activities.

The natural conflict arising from these two different tasks must be managed
by organizational and procedural solutions.

See also the section Revenue Management below.
Measure Description:

Future Status:
Balance of power between sales and revenue management function by
allocating them on the same organizational level and staffing functions.

Cost Saving/Revenue Generation Potential:
Included in measures on revenue management and sales
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Required investment (Cash-Outflow):
No investment necessary, as only an organizational change will be imple-
mented

Required time for implementation / Required time for first results:
Immediately

Required Manpower input for the project:

Preconditions / Dependencies:
None

Opportunities / Risks:
None
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4.2.7 STRUCTURE 07: Centralization of Sales Directorate in Sao
Paulo

Current Status:

Out of 540 employees in 4 units reporting to the Sales Directorate, 415 are
already based in Sdo Paulo. E-commerce management, sales administra-
tion management and commercial system management are currently based
in Rio.

Measure Description:

Future Status:

Fast and Coordinated sales decisions will be more important in
the future, to gain market shares.

Cost Saving/Revenue Generation Potential:

Cost savings by reducing personnel costs through synergies and more effi-
ciency. 80 positions less will save about 0,65m US$ per year (including
employers contribution)

Required investment (Cash-Outflow):

The employers obligations amount to approximately 0,2m US$ (one time
payment)

Required time for implementation / Required time for first results:

8 months

Required Manpower input for the project:

3 man months

Preconditions / Dependencies:

Opportunities / Risks:
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STRUCTURE 08:

Current Status:

Coordination of international sales is not centralized
due to the regional organization.
Measure Description:

Future Status:

Better coordination and adherence to company sales policy, reduction of
cost

Cost Saving/Revenue Generation Potential:

Cost Saving:

0,7m US$ per year; represents 10 layoffs

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
6 months

Required Manpower input for the project:

Preconditions / Dependencies:

Opportunities / Risks:
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4.2.9 STRUCTURE 09: Shift the organizational unit of Customer
Relations Management from EVP Operations to VP Commer-
cial and Planning

Current Status:

Customer Relations Management is organized under the VP Operations
who has a supporting function for the commercial units.

Measure Description:

Shift Customer Relations Management to VP Commercial and Planning in
order to have all customer related activities under one roof, increasing cus-
tomer orientation and speeding up communication between the airline and
its customers.

Future Status:

Improved customer orientation and more direct communication between
VARIG and its customers

Cost Saving/Revenue Generation Potential:

No cash out necessary

Required investment (Cash-Outflow):

No investment necessary,

Required time for implementation / Required time for first results:
Immediately

Required Manpower input for the project:

Preconditions / Dependencies:

Opportunities / Risks:
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4.2.10 STRUCTURE 10: Maintenance, Ensure adequate structure of
VARIG maintenance function

Current Status:

The Engineering & Maintenance function is by design unable to fulfill its
obligations on behalf of management. The below described measure ab-
stains from a potential sale of VEM.

Measure Description:

Provide structure of organization to support the legal requirements.

Ensure centralization of the organization in possibly one location (Sao
Paulo) and not combined with VEM Engineering to generate a high level of
identity with operator.

Future Status:

An adequately staffed Engineering & Maintenance function will support the
operator’s intentions and thereby ensure an optimal fulfillment of its aircraft
maintenance requirements. It will be staffed with approximately 20 employ-
ees. Please find below our proposal for the organizational structure.

Engineering
&
Maintenance

Chief Inspector Legal
(airworthiness)

[ I
Engineering Administration

Planning Auditing Budget Contracts
&
Cost Control

Cost Saving / Revenue Generation Potential:

Cost savings are incorporated in the overall projected reduction in Mainte-

nance expenses anticipated for VARIG within the Engineering and Mainte-
nance section of this report.

Required investment (Cash-Outflow):

No investment required. Everything needed is available; it has to be placed
correctly to produce a quality product in the spirit of the decisions made in

2001. staffing should be limited to internal available staff.

Required time for implementation / Required time for first results:
Expected timeframe is 6 months. First results to be expected thereafter.
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Required Manpower input for the project:

No additional manpower required. Selection of qualified personnel from the
present staff assigned to VEM with knowledge of company history and de-
velopment.

Preconditions / Dependencies:
Commitment to improve present situation.

Opportunities / Risks:

As an intermediary between operator an MRO the Maintenance Division will
have a catalytic effect in the cost reducing efforts of the operator. It will be
instrumental in controlling and evaluating VARIG's standard- and quality-
expectations based on free market criteria.
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4.2.11 STRUCTURE 11: Flight Operations, Centralization of Dispatch

Current Status:
Manpower and Relocation:
Before Phase 1:
VARIG currently operates 6 Flight Dispatch Centers with a total of 87 em-
loyees with the following locations:

Before Phase 2:
Flight Dispatch duties and responsibilities are decentralized in the following
offices with the following man-power:

Shift-pattern:

Current shift duties of 6 hours per shift and not more then 36 hours a week
and at least one Sunday off within 4 weeks. This applies to almost all shifts
in all different areas in CCO with only one or two exceptions. As a conse-
guence 4 shifts are needed per day, and no shift over-lapping times are
given in order to brief next shift about any irregularity. This pattern is not
only time consuming and of no advantage to the employees in the Centro
de Controle Operacional (CCO), it is also of no advantage for the company
since no briefing about necessary actions is provided. Thus leading to dou-
ble work and possible misunderstandings.

Measure Description:

Manpower and Relocation:

Phase 1:

Dispatch duties and responsibility including Flight Watch and In-Flight- As-
sistance shall be integrated in phase 1 from abroad into the existing CCO
(GIGCA) as the only one unit, in order to improve effectiveness of the duties
concerned and in order to save costs.

This must be done step by step in order to assure that GIGCA is fully aware
about possible differences and existing deviations in practical workload from
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procedures established within Brazil.
E.g.

Phase 2:

Dispatch duties and responsibility including Flight Watch and In-Flight As-
sistance shall be integrated in phase 2 from one Centro de Controle Opera-
cional, as the only one unit, in order to improve effectiveness of the duties
concerned and in order to save costs. Special attention is also necessary
to identify possible existing differences between RIO and SAO. Most impor-
tant is the availability of automated interfaces between RIO and SAO.

Process reconstruction with:

-centralization in

= |T dispatch solution

= integration of flight planning

= flight watch

= in-flight assistance and

= operation control

= clear functional separation of planning and control for a/c, crew, main-
tenance, dispatch, flight planning etc.

Shift-pattern:
A new shift pattern for all employees in the CCO (Dispatch, Crew-Control,
Maintenance-Control, Weight and Balance, DCS) shall be introduced and
the following example may be used for introduction:

MO TU WE TU FR SA SU

weekl E E L L L N off
week2 off off E E L N N
week3 off off  off off E E L
week4 L L N off off  off E
week5 E L L L N off off
week6  off E E L L L off
week?7  off off off E E L N
week8 N off off off E E L
week9 L N off off  off E E
week10 L L N N off off off

E = Early shift from 0600 — 1525 LT = 0925/0850 (decimal)
L = Late shift from 1400 — 2325 LT = 0925/0850 (decimal)
N = Night shift from 2200 — 0725LT =0925/0850 (decimal)
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Each shift has a total endurance of 0925 hrs minus 0075 for break

that comes to 0850 hours (decimal) net working time. This ensures that for
each shift an over lapping time of 0050 minutes exists. If for any reason
more dispatchers/controllers are needed e.g. in the morning then in the late
shift, simply the shift pattern will turn from L to E, but still the same amount
of working times exists.

This new shift pattern will allow more flexibility, ensures over-lapping times
and gives the employees in the CCO a better opportunity in terms of regular
OFF-days for recovery.

For dispatch following the new pattern including a calculation about times
needed for flight preparation plus a new flight planning system would lead to
the figures as shown below. An analysis has been made based on the flight
schedule data as of 22 July 2005, with the following regulations / assump-
tions:

For flights with up to 2hrs block time =

for flights 0200 — 0600 block time =

for flights of more then 6hrs block time =

Following number of dispatchers must be available per shift:
Early shift:
Late shift:

Night shift:

Plus 1 Disiatcher ier shift for fliiht watch/in fliiht assistance plus

Plus an additional of 30% for off-days, vacation, training a.s.o. gives a
total of

Without the implementation of an automated flight-planning system for all
short-range flights (flights up to 2 hours block time) h
ﬂ. With the introduction of the AOS-Module (AOS = Airline
Operations Support) that would allow the automated calculation of all short
haul flights
Future Status:

Phase 1:

Only two offices in Rio and SAO will exists with full responsibility for Flight
Planning, Flight Watch, In-Flight-Assistance and for all VARIG/VARIGLOG
flights/flight operation worldwide.

Phase 2:

After phase two is finished only one centralized office will exists with full
responsibility for Flight Planning, Flight Watch, In-Flight-Assistance and
Operational Control for all VARIG/VARIGLOG flights/flight operation world-
wide.

Cost Saving / Revenue Generation Potential:
Manpower and Relocation:
Estimated cost savings for wages are of approximately 0,6 - 0,9m US$

VARIG Recovery Plan
Operational Restructuring Plan

45



per year due to less manpower

Shift-pattern:

The new pattern will save some personnel in dispatch and also in ops con-
trol, crew control, WAB and DCS. So for example for Crew-Control a poten-
tial saving of at least 20% in manpower would exists, if an workable IT-
system would assist in crew tracking/crew control activities. Due to time
shortage possible savings could not be identified, but in general a change
from 4 shifts per day to 3 shifts per day must safe same manpower.

Required investment (Cash-Outflow):

Only a new flight plan system with automated interfaces to WAB-it-system,
OPS-it-system and crew-it-system, including the possibility of data trans-
mission using better communication links e.g. INTERNET.

Investment in the reduction of workforce needs further investigation, as the
employees are contracted in various countries.

Required time for implementation:
12 months

Required time for first results:

6 — 12 months

Required Manpower input for the project:

VARIG: 150 man days

Update of documents, information to Cockpit crews, changing of remote
flight planning procedures

Training for member CCO: 3 days per dispatcher. Training for handling
message exchange with the CFMU shall be done with CBT, Internet- train-
ing and for the supervisor, training should be done in Brussels. This training
will last 2 days.

External assistance is recommended

Preconditions / Dependencies
HR Management, contracts
Legal conditions for Dispatch in _: Approval from local regula-
tors will be required to terminate Flight Dispatch in _ Centrali-
zation of - handling in Rio de Janeiro is directly associated with cause of
the Japan routes closure.
Flight Planning Tool with automated interfaces to WAB-it-system, OPS-it-
system and crew-it-system, including the possibility of data transmission
using better communication links e.g. INTERNET.
Connection of GIGZA (CCO) to the Eurocontrol information system via

a) Remote Client Access (RCA) or

b) Remote Internet Access (RIA)
Availability of printer facilities for print out of briefing documents in station
offices concerned.
Acceptance of local authorities for new shifts.

Opportunities:
The higher potential of failure cost avoidance than HR
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Risks:

|

If at one station a dispatcher is still required to file the ATC-flight-plan which
is doubtful since LH has no more dispatchers worldwide except FRA and
HKG, regulations shall be made with local authorities to introduce a proce-
dure to file the ATC-flight-plan without presence of a dispatcher. This task
could be fulfilled by station personnel if required.
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4.2.12 STRUCTURE 12: Flight Operations, Investigation into the
potential transfer of the Flight Training Center into a profit
center

Current Status:

VARIG’s “Flight Training Center” is headed by a General Manager, who is
directly reporting to the Chief Operating Officer. The locations for flight train-
ing are in Porto Alegre, Sdo Paulo and Rio de Janeiro. The unit operates
with total costs of approximately and generates third
party revenues of approximately . The ratio be-
tween VARIG and third party customers ranges at approximately 60 : 40.
Please find below the available “Full Flight simulators” and the “Flight Train-
ing devices” with the respective utilization.
VARIG Flight Trainning Center

Full Flight simulators

FFS | Slots [ Hours | % Utilization

| Total* [Availables *[ Availables [ Used | VARIG | Cong [ Total
ERJ 145 1155 1113 4452 664 0 15 15
B707-300 1155 1070 4280 200 5 0 5
B737-200 1155 1061 4244 1580 0 37 37
B747-300 1155 1111 4444 672 0 15 15
B767-200 1155 1070 4280 1696 26 14 40
B737-300 1155 1072 4288 4620 70 38 108

Flight Training Devices

FFS | Slots [ Hours | % Utilization
| Total* [Availables *| Availables [  Used | VARIG | Cong [ Total
DC10-30 990 907 3628 120 3 0 3
B727-100 990 932 3728 220 6 0 6
B737-300 990 932 3728 300 8 0 8

* Total Slots : Maximum slot time possible
** Available slots: Maximum slot time reduced by mantenance slots

Only the utilization of the B737-300 simulator is satisfying. All other simula-
tors and devices do not reach satisfying utilization rates and especially the
low utilization of the ERJ 145, B747-300 and B707-300 equipment are a
cause of concern, as they are not even flown by VARIG and do not show
sufficient third party demand.

Measure Description:

Investigation into the possible change of the Flight Training Center from a
cost center into a profit center. In a second step, a sale of the unit should be
envisioned. Independent of the sale, the Flight Training Center must inves-

tigate the locations where VARIG as well as third parties would like to have
a Tight raining provicer, NN |

Future Status:
The Flight Training Center will be relocated into one location and offer com-
petitive services for VARIG and third parties.
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The Flight Training Center will be transformed into a profit center, responsi-
ble for its costs and revenues (generated by third party business and
VARIG internal flight training charged to the Director Operations).

The sale of VARIG should not take place earlier than 12 months of experi-
ence with the Flight Training Center as a profit center.

Cost Saving / Revenue Generation Potential:

The centralization of VARIG Flight Training Center in one location will lead

to savings due to reduced need for hotels and duty travel.

More improvements will be reached in two areas:

= Enhanced third party ratios, based on the independent research for
market demands of the Flight Training Center, leading to higher reve-
nues and thus to lower unit costs.

=  Operations will be charged for the Flight Training capacities and a cus-
tomer-supplier relationship will develop between the two units. Trainings
reliability will significantly raise.

A potential future sale will be accompanied with a cash-inflow.

Required investment (Cash-Outflow):

For the transfer into a profit center, no cash-outflow is required. Based on
market investigations and board approval, invest into new equipment might
be necessary. Nevertheless, such invest and the related costs are subject
to a careful financial analysis and have to be justified by the return on in-
vestment.

Required time for implementation / Required time for first results:
The pure transfer into a profit center will take less than 6 months. A future
sale should not be envisioned earlier than 12 months of experience with
Flight Training Center as a profit center.

Required Manpower input for the project:

= A working group must be formed

=  Staffing should rely on current employees
= External support is not necessary

Preconditions / Dependencies:

Full commitment of the Management of VARIG

Staff and unions might be involved (latest as soon as a sale is in discus-
sions). Based on the lessons learned, a clear assignment of personnel
needs to be guaranteed.

Opportunities / Risks:

The Flight Training Center has to prove itself as an important player in the
Brazilian market and beyond and must be treated as one potential supplier
of flight training services to VARIG. Outsourcing in general saves money
within the areas of implementation costs, operational costs and personnel
costs. To a certain degree, fixed costs can be turned into variable ones.
Specification of experts will lead to higher expertise and higher efficiency of
staff. A shared-services function for back-office activities can be imple-
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mented. Tax regulations might have a positive impact also. The second
step has to be accompanied by a carefully developed contract in order to
secure VARIG's interests.

Risks are to be seen in the danger of losing control over management and
quality (seen from the perspective of VARIG). Decentralized budgets are a
continuous challenge. There is also a danger of losing the knowledge, latest
when the profit center is sold to the market. Regulatory issues have to be
investigated.
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4.2.13 STRUCTURE 13: IT, Review IT Strategic Position and Govern-
ance

Current Status:

Presently VARIG corporate Information Technology (IT) mixes up IT gov-

ernance and IT service provisioning such as system support, applications

development etc. VARIG IT has the typical problems of an internal IT pro-

vider: unbalanced overload, lack of commercial model, and lack of ability to

carry upfront investments by its own. There is no well-defined interface be-

tween client and supplier. Clear relation between total cost and service level

is missing.

Measure Description:

Reposition corporate IT to separate IT governance and IT provider func-

tions. Governance functions are IT Strategy, Budgeting, Business Liaison,

Portfolio Management, Architecture, Project Management and Vendor

Management.

Operational and service functions should be transferred according to one of

the following models:

= Model I: transfer to a separate legal entity acting as a business unit
within the VARIG group with its own profit and loss numbers

= Model II: transfer into a partnership model with one dedicated and sta-
ble IT industry partner

= Model lll: buy best of breed

Start neutral evaluation of future IT structure by fourth quarter of 2005. In

order to mediate between Senior Management, Business Line Management

and IT, an external project manager should be appointed.

Decide about future role of provider functions (Business Unit /

Partnering / Outsourcing) by first quarter 2006

Future Status:

Only IT governance functions remain within VARIG organization. Necessary

staff: Optimistic scenario: 30 — 40 Full Time Equivalents (FTE) (based on

VARIG IT estimate). Industry benchmark: approx. 70 FTE

Cost Saving/Revenue Generation Potential:

Reduction of fixed IT staff cost to _ US$ per year. Any project

effort will not be part of fixed cost any longer, but be financed via project

proposals (see IT 01)

Required investment (Cash-Outflow):

Result of proposed analysis

Required time for implementation / Required time for first results:

Fourth quarter 2005

Fourth quarter 2005

Required Manpower input for the project:

VARIG man days 60; external assistance is recommended
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Preconditions / Dependencies:
Readiness of VARIG Management to free 3 fulltime members for project
team for 1 month

Opportunities / Risks:

For Model | type solutions it has to be investigated if VARIG IT has the criti-
cal mass for generating business of its own. M Il models have to ensure
transfer of crucial skills, e.g. about legacy architecture and mission critical
systems.
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4.2.14 STRUCTURE 14: H.R., Adjustments in the Human Resource
Management organization

Current Status:
The department of “Human Resources” is currently linked to the directorate
“Administration and Human Resources” (which is a direct report to the CFO
& President and currently not staffed) and comprises the following entities:
HR Administration, Training and Development, Remuneration, Recruiting
and Selection, Industrial Relations and ID Travel Management. Conse-
qguently the current structure of Human Resources comprises all necessary
functions (organizational-wise). However, the performance of the depart-
ment of Human Resources is generally perceived as weak and seems to be
mainly focused on generic HR functions such as administration and recruit-
ing.
Measure Description:
As HR Management is a crucial function in regards to the corporate devel-
opment and success, the following actions are recommended:
= HR should be directly linked as a line function to the position of the
CFO or linked as staff function to the CEO.
= The current sub-structure of the department of Human Resources
should be streamlined and some entities to be merged.
= The functions of the HR entities have to redefined in order to
enlarge the range and to improve the quality of HR services.
Please note: General Service should either be linked as a line function to
the Human Resource Director or directly to the Chief Financial Officer.
Future Status:
Please find our proposal for the organizational structure of Human Re-
sources below:

Chief Financial
Officer
Human Resource
Management
Indus_trlal —— Labor Law
Relations
HR Recruitin Training &
Administration 9 Development
Remuneration Training
ID Travel Career &
Management Development

Cost Saving / Revenue Generation Potential:
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The change in the organizational structure of Human Resource Manage-
ment aims at direct cost savings. Instead, the new structure is aiming for a
lean structure, which ensures a comprehensive coverage all necessary HR
functions.

Required investment (Cash-Outflow):
There is no direct cash-outflow due to the implementation of the adjusted
organizational structure.

Required time for implementation / Required time for first results:

As most of the entities are already in place, the implementation of the or-
ganizational change will not take much time (approximately 4 weeks). The
major challenge will be to increase the quality and comprehensiveness of
HR services to a satisfying level. For this reason VARIG has to ensure that
people are sufficiently qualified for the defined positions in HR.

Required Manpower input for the project:
The organizational changes can be realized by the department of Human
Resources only. No external support necessary.

Preconditions / Dependencies:
Job descriptions have to be adjusted,
Agreement with VARIG Top Management

Opportunities / Risks:
None
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5. Network Management

Network management, together with Sales, Distribution and Marketing, rep-
resent the central commercial functions of an airline driving the company’s
overall business and profit line. In traditional airlines, operative functions
such as operations and maintenance have driven the airline’s processes,
while commercial functions were performed within the framework of produc-
tion set by these supporting functions.

Coming under increasing competitive pressure, in the 1980s and 1990s air-
lines were forced to become more productive and efficient in order to survive
this competitive pressure. Therefore, the industry shifted from operationally
driven to commercially driven companies. Network management organiza-
tions controlling the airlines’ production, pricing and revenue, and centrally
controlled sales and distribution organizations, were formed that were driven
by maximizing overall profit instead of departmental optima.

For the efficient organization and control of a modern network carrier with a
high share of connecting traffic, a centralized network management structure
comprising the functions of marketing planning/data support, network plan-
ning, schedule planning, revenue management with pricing and yield man-
agement is essential for planning and controlling the company’s revenue
generation and maximizing profitability by optimising cost allocation.

In today’s increasingly competitive environment, VARIG has in practice
many elements of a traditional company. This is documented, for example,
in the fact that network planning has been performed based on maintenance
planning restrictions instead of setting the schedule and maintenance adjust-
ing their planning accordingly. The current organizational framework, which
includes the classic network management functions of network planning,
schedule planning and revenue management with the functions of pricing
and yield management under the Vice President Commercial and Planning
is considered adequate for achieving profit maximization in a dynamic com-
petitive environment. However processes, data, tools, etc., must be adapted
to become more effective and efficient. This performance of this optimization
task is one of the preconditions for a successful implementation of the com-
pany’s business plan.

As far as network management issues are concerned, in the context of this
business plan, Lufthansa Consulting has focused on the benefits VARIG can
achieve from restructuring its route network which is explained in detail in
the chapter concerning network planning, and on the benefits related to fur-
ther optimising its revenue management procedures, systems, and tools,
which is further elaborated in the chapter concerning revenue management.
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6. Network Planning

6.1 Status Quo

Lufthansa Consulting sees that the major strengths of VARIG’s network are

threefold:

m The international network that no other Brazilian carrier offers. Neverthe-
less VARIG faces competition from international carriers such as American
Airlines to the US market (where VARIG captures only - of the total
0&D traffic) or TAP Portugal who is the leader from Europe to destinations
in Brazil (more than 40 weekly frequencies). Also TAM is expanding into
international markets (e.g. New York from October 2005 adding to its twice
daily frequencies to Paris and Miami) and has ordered 15 wide-body Air-
bus A350 aircraft to further expand its international operations. Also GOL
started recently international services by flying to Argentina and code-
sharing with COPA to Panama.

m The highly profitable shuttle market from CGH airport, which faces capac-
ity limitations due to slot-restrictions. Also this is threatened by TAM and
GOL as CGH is one of their major bases. VARIG has to keep its share in
order to safeguard its market presence and profitability.

m The membership into Star Alliance, should be better exploited from a
VARIG perspective to gain additional passengers and revenue to VARIG's
own network.

The domestic market with its 190 million people represents a massive de-
mand base, where VARIG has lost its leadership to TAM and GOL. The last
years have seen fare wars and overcapacity that led to a period of forced
cooperation between TAM and VARIG. As that cooperation ended and due
to the constant fleet shortage problems, VARIG has been progressively
shrinking its domestic network into what it is today. Carriers such as TAM,
GOL have used the opportunity to enter these markets with low fares and
newcomers such as WebJet and OceanAir will underpin competition by in-
troducing high capacity at low fares. All of these are rapidly expanding their
domestic networks and fleets.

The joint VARIG and Lufthansa Consulting team analyzed the network fo-

cused on the performance of:

m Each individual route (e.g. POA-EZE; POA-GRU-CDG-AMS; GIG-GRU-
LAX-NRT),

m Market or route bundles (e.g. Brazil-Argentina; Domestic; Shuttle Service),
and

m The entire network,

based on data provided by VARIG from their own route profitability studies.
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While the market evaluation data exist for the past 3 years, the individual
route data (by flight number only, not including information by Origin & Des-
tination) existed only for the period January 2004 — June 2005, when Luf-
thansa Consulting made the cutover for this analysis.

It has to be noted that while the international network could be analyzed in
some detail, since it has been historically stable and homogeneous, the do-
mestic network could only be evaluated from a high-level perspective. The
operational situation at VARIG forced to frequent *
network changes reflected by changing non-stop flights with individual flight
numbers into multi-leg flights with one single aircraft while keeping one flight
number previously used for another flight with a completely different routing.
The route profitability does not provide information for each of these legs but

for the entire flight only, being therefore a biased source, induced by the
instability of the network.

The above-mentioned “performance” has been viewed as a combination of
paid seat load-factor, break-even seat load factor, operational results, yields
and total passenger numbers for all the routes where these data were avail-
able.

Major findings relate to network strategy, partnering, international and do-
mestic networks and their connectivities, and aircraft allocation. Below
please find the details for each:

m VARIG is not operating a consistent network concept, due to a missing
network strategy and fleet shortage. Many network decisions have been
taken for tactical reasons (e.g. transformation of non-stop flights into multi-
legs), rather than the pursuit of a consistent concept. VARIG is at the
same time a network carrier with no clearly structured hub operations
where the network is based; and a point-to-point carrier competing with lo-
cal and international carriers.

m VARIG is a member of Star Alliance, but from a network perspective the
benefits it takes from this membership are limited. So far, VARIGs network
strategy has been based on late night departures from Brazil, and early
morning arrivals in GRU. While this strategy does create connectivity, it
does not maximize aircraft utilization. The connectivity of VARIG’s network
with that of Star Alliance member airlines via their hubs to capture major
ongoing traffic flows is limited, or VARIG is not flying into member airlines’
hub airports (e.g. ORD for United Airlines) or not even sharing same ter-
minals (e.g. LAX for United Airlines) allowing for quicker connections.

® VARIG has withdrawn from markets where other alliance partners have
entered (e.g. South Africa as soon as SAA started to fly to Brazil, or Portu-
gal where VARIG [ s s
mainly due to aircraft shortage.
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m VARIG does not cooperate to full extent with Star Alliance members or
partner airlines using code-shares beyond gateways. VARIG offers limited
connectivity from GRU to domestic and South American destinations to al-
liance partners arriving in GRU.

m The entire VARIG network produced a positive operating result of 76m
US$, but the year-on-year comparison with 2003 shows a fall of 41% in-
duced by a decline of 66% in the operating result of the international net-
work (27mUS$ in 2004 vs. 82m US$ in 2003). As mentioned above, the
13% rise in yield did not offset the increase in cost. The January-June
2005 period showed a similar falling trend of 69% in the operating result
against the same period in 2004.

m The operating result from the domestic network was positive (-
but grew by just 3% when compared to 2003, not compensating the fall
from the international network. The distribution of passenger revenue be-
tween national and international networks was 43% and 57% respectively;
the 2003 share was similar to this one.

u - of the international routes showed negative full-year operating results

in 2004, keeping the same trend in the 6 months of 2005 for which data

were available

m The overall paid load factor in the international network rose 0,5 percent-
age points to ca. 75,5% in January-June 2005 when compared to January-
June 2004. The full-year load-factor results for 2004 were 76%.

the paid load factor on the SDU-CGH shuttle ser-
vices dropped to ca. 56% in the January-June 2005 period from ca. 66% in
the same period in 2004.

= In 2004, 12 of the international routes _
- had break-even seat load factors of more than 80% (3 are even
above 100%) making it virtually impossible to operate these profitably with
the current yield and cost structures. Nevertheless, the BELF figures im-
proved for some of these routes from January-June 2005.

m VARIG offers only limited connectivity in its main airport (GRU); VARIG is
therefore not able to utilize the full potential of passengers that might
choose GRU as a connecting point on their true O&D itinerary. This affects
the load-factors on all VARIG routes to/from GRU. This statement can be
underpinned by the graph below, which is based on a sample schedule
from August 2005. Due to the fact that only 64 of the 78 aircraft are ser-
viceable, compromises concerning connectivity and hub structure had to
be taken.
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Figure 4: VARIG Hub Structure in GRU, based on Aug05 Network

Hub: GRU

Airline: RJ
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Source: COMPASS by Lufthansa Consulting GmbH, August 2005

m VARIG operates wide-body aircraft (e.g. B777 and MD11) on short sectors
(e.g. GIG-GRU with B777 and MD11), mainly due to fleet restrictions.
These aircraft have higher operating costs, making the rotation not as prof-
itable as it could be.

m The current network has domestic flights using international flight num-
bers. This has been done to have more direct flights to international desti-
nations (e.g. POA-GRU-CDG-AMS; GIG-GRU-LAX) or to reduce connect-
ing times in the reservation systems while using different aircraft types
(e.g. RG8740 CNF-GRU with a B737 connecting to RG8740 GRU-FRA
with a MD11/B777): in GRU, domestic-international=90minutes, interna-
tional-international=60minutes; the systems thereby show a smaller
elapsed time than if the first leg had another flight number. By doing this,
each domestic flight pays international landing and overflight charges, but
has lower fuel costs since international flights are not taxed.

m The current network has ca. 23 domestic stations where aircraft are stay-
ing overnight, adding costs from the maintenance side and restricting the
use for an outgoing morning bank from the GRU hub.

The detailed optimization of the network structure requires a thorough analy-
sis of individual flights and connections in GRU and at arrival airports. This
analysis cannot be implemented in a single step, therefore as next steps the
fine-tuning of the winter schedule 2005/2006 and summer schedule 2006 will
be conducted from October 2005 (see Measure NETWORK 01-03 below).
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6.2 Recommended improvement measures

In order to be successful, VARIG must capitalize on its strongest asset: its
network. Only by truly capitalizing on its network can VARIG expect to re-
verse the current down trend and remain competitive on its domestic and

international markets.

The main improvement measure in the area of network planning is to pro-
ceed to a complete restructuring of VARIG’s network.

The precondition of the network restructuring is the full operational availabil-
ity of VARIG’s fleet. According to VARIG's calculation, these measures have
lead time of three to six months and require costs of around 60m US$. This
cost is included in the calculation of the operating result for 2006.

In the first step, the network restructuring will aim at streamlining VARIG'’s
network. Canceling loss-making routes is an essential step to ensure the
right focus (i.e. on profitable routes) and to quickly improve overall profitabil-

ity.

In the second step, network restructuring will focus on strengthening the
position of GRU as the main hub of VARIG's network. The objective is to
transform GRU into an effective and competitive hub. On the international
front, GRU will position VARIG as the gateway between Lower South Amer-
ica and North America and Europe. On the domestic front, GRU will allow
VARIG to improve its network coverage and connectivity.

The complete network restructuring including a true optimization of the hub
is an extensive and time-consuming task. In order for VARIG to take advan-
tage from an improved network as soon as possible, a phased approach and
breakdown of the network restructuring process into three phases is neces-
sary:
1. Quick-wins for the season winter 2005-2006
2. High-level optimization of the season summer 2006 in prepara-
tion for the IATA Slot Conference (November 2005)
3. Full network re-structuring and hub optimization of winter 2006-
2007 and summer 2007

The network restructuring of VARIG will also lead to additional improvement
measures regarding the fleet, the code share strategy as well as the moni-
toring and controlling of the performance of the network.

Ideally, the fleet must be able to provide the correct capacity for each and
every flight in the new network structure. The new fleet plan must take into
consideration the new routes, hub structure, timings, connection, traffic flow.
To ensure maximum profitability, a new fleet plan must be designed support-
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ing the new network structure of VARIG. The details related to this subject
are discussed in section 1.6 Fleet.

The new network structure will also command a review of the code share

strategy. Until now, VARIG has been limited to get the most out of its mem-
bership in Star Alliance. The new network structure will focus on increasing
the connectivity VARIG’s network to other Star Alliance members. The de-

velopment of a new code share strategy with partner airlines, especially Star

Alliance members, becomes vital. Such an approach will guarantee addi-
tional revenue and an increased load factors for the new network structure.

In a final step, it is necessary and crucial to have in place the process and
all the relevant information to actively monitor the profitability and the per-
formance of VARIG’s network. This becomes possible with the introduction
of an advanced network monitoring and controlling approach providing criti-
cal performance indicators such as detailed and accurate route profitability
(with network contribution data), actual passenger itineraries and up-line-
down-line traffic. Only such an approach can guarantee appropriate man-
agement of the VARIG’s network.
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6.2.1 NETWORK 01: Streamlining of the network

Current Status:

- The currently available data at VARIG does not provide the accurate
and transparent information necessary for the network planning de-
partment to make the right decisions.

- The only available data source reporting the performance of VARIG's
network is the route profitability report.

- The route profitability report, in its current format, is not suitable and
reliable to support network planning decision.

- The current route profitability is not detailed enough. The analysis of the
performance of a specific leg of a multiple leg flight is not possible. The
lowest level of aggregation is by flight number without leg origin and
destination information.

- The current route profitability leads to wrong comparison. There is no
consistency in using a specific flight number for a determined leg origin
and destination. In many cases, the route profitability report is then
comparing results of flight numbers operating different number of legs
and different leg origin and destination. It is almost impossible to com-
pare the detailed results over a short or long time period.

- The data quality of the mentioned report is preoccupying. High-level
data analysis by Lufthansa Consulting indicates the possibility of incor-
rect revenue and cost accounting assignments.

- The network planning department is left blind on the true performance
and network contribution of its routes, making prompt detection of the
gap or performance deficiencies difficult.

- The streamlining of the network based on accurate leg based data is
not possible.

Measure Description:
- Investigation on the current cost and revenue accounting methods
- Development of accurate and appropriate route profitability at the leg
level (Flight number, Leg origin, leg destination):
0 This report should use what is currently available from the cost
and revenue accounting database
o0 The report should, if possible, correct major deficiencies in the
cost and revenue calculation
- Streamlining of the network based on the route profitability at the leg
level
o ldentify loss makers and cut route when possible

)

o Allow to re-deploy the capacity on profitable or potential new
)
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Future Status:

- Network Planning will have access to the minimum data requirement to
support network planning decisions.

- Network Planning will be able to monitor the profitability of the network
at the leg level, however other important information used in network
planning decision will be missing (e.g. true contribution of each leg to
the network)

- Network Planning will be able to proceed with short-term schedule ad-
justments

Cost Saving/Revenue Generation Potential:
- Network streamlining and short-term schedule adjustment is estimated
to generate an additional operating result improvement

Required investment (Cash-Outflow):
- Included in other measures described below

Required time for implementation / Required time for first results:
- 3 weeks /3 weeks

Required Manpower input for the project:

- 1internal specialist from revenue accounting

- 1internal specialist from cost accounting

- linternal IT specialist responsible for current route profitability
- External assistance is recommended

Preconditions / Dependencies:
- The outcome of this measure will serve as the base to implement
“Measure NETWORK 06: Network Monitoring & Controlling”

Opportunities / Risks:
- Risk: Content of the current cost and revenue accounting database do
not allow leg level reporting
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6.2.2 NETWORK 02: Network Restructuring — Quick wins for the
season winter 2005-2006

Current Status:

- During the analysis of the current network structure at VARIG, Luf-
thansa Consulting focused on the summer schedule 2006.

- Due to the urgency of the financial situation, quick improvement needs
to be identified for the coming season of winter 2005-2006.

- It will not be possible to modify the core structure of the schedule before
the start of the season winter 2005-2006 (end of October 2005), how-
ever quick wins can be identified and implemented.

Measure Description:
- Simulation of the network for the winter season
- ldentification of the most important and promising markets
- The focus is likely to be in the schedule operations area
o0 Improvement of the connectivity
o0 Improvement of the capacity allocation
0 Increase of the aircraft utilization

Future Status:

- Network Planning will have in place a schedule for the winter season
generating better results.

- Network Planning will be able to evaluate the measure put in place for
the winter season and use it as guidelines for the summer season.

Cost Saving/Revenue Generation Potential:

- The quick wins for the winter season are estimated to lead to a operat-
ing profit increase of - USS$ per week, i.e. - US$ for the
whole season of winter 2005-2006

Required investment (Cash-Outflow):

- None

Required time for implementation / Required time for first results:

- 3 weeks /5 weeks

Required Manpower input for the project:

- linternal specialist from scheduling

- 1internal specialist from network planning

- External assistance is recommended

Preconditions / Dependencies:

Opportunities / Risks:
- Required to change the winter schedule, which is already sold.
- Impact on customers as rebookings would become necessary
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6.2.3 NETWORK 03: Network Restructuring — High-level optimiza-
tion of summer 2006

Current Status:

- Anoverall network concept that guides the domestic and international
network planning and development efforts cannot be fulfilled due to air-
craft shortage.

- Corroded hub structure that offers connecting passengers limited con-
nectivity to any destination on VARIG’s network

- Strong competition from domestic and international carriers

- Further exploitable Star Alliance membership

Measure Description:

- During the analysis of the current network structure at VARIG, the joint
VARIG and Lufthansa Consulting team developed a high-level concept
of a new network structure for VARIG.

- Design of the hub with clear bank structures aiming at increasing the
connectivity, network coverage and aircraft utilization. The intrinsic ob-
jective to become the gateway of lower South America to Europe and
North America.

- Optimization and fine-tuning of the new concept for the slot “con-
strained” airports impacted by the planned changes:

The new concept includes the following measures (to be fine tuned):

Future Status:

- Network Planning will have an improved summer 2006 taking into con-
sideration slot constraints.

- Inthe case that the required slot was not awarded to VARIG, Network
Planning will be in a position to adjust the network structure accordingly.
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An approximation of the new network structure is illustrated in the graph
below. As opposed to the current hub structure, two clear connecting banks
are visible:

Hub: GRU
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Cost Saving/Revenue Generation Potential:

The optimization of summer 2006 is expected to lead to an operating profit
increase of | N -
summer 2006.

Required investment (Cash-Outflow):
None for the measure itself

Required time for implementation / Required time for first results:
2 months / 6 months

Required Manpower input for the project:

- 1internal specialist from scheduling

- linternal specialist from network planning
- External assistance is recommended

Preconditions / Dependencies:

- Aircraft availability. This concept foresees the use of 79 aircraft, never-
theless with a different structure: less wide-body and more narrow-body
aircraft. It is the same number as available today at VARIG, but 13 air-
craft are grounded due to maintenance problems. To make these 13
aircraft operational, VARIG estimates a lead time of six months and a
total cost of - This cost is included in the business plan for the
year of 2006. If this is not achieved and the total number of aircraft is
less than the required, the summer schedule 2006 will have to be re-
duced accordingly.

- This concept involves the introduction of new international routes and
retiming of multiple flights potentially leading to new slot requirements

- VARIG must negotiate the new required slots for summer 2006 at the
next IATA Slot Conference to be held in November 2005.
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Due to the limited time prior to the IATA Slot Conference and the introduc-
tion of the summer 2006 on the market, a high-level optimization limited to
summer 2006 as first step is required.

The result of this measure will serve as a based for “Measure NET-
WORK 04: Network Restructuring — Full network restructuring and hub
optimization of winter 2006-2007 and summer 2007”

Opportunities / Risks:
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6.2.4 NETWORK 04: Network Restructuring — Full network restruc-
turing and hub optimization of winter 2006-2007 and summer
2007

Current Status:

- The same issues related to the network structure identified for the
summer season apply for the winter season.

- However, due to particular daylight saving times between Europe and
Brazil, the winter and summer schedules differ significantly.

- The optimal network structure for VARIG needs to take into considera-
tion the specifics of both summer and winter seasons.

- Further structural changes to VARIG’s network are required by conduct-
ing a full network restructuring and hub optimization considering both
the winter and summer seasons.

Measure Description:

- Integration of winter’s specifics into the new network structure

- Optimization of GRU (“peaking” Vs “de-peaking”)

- Optimization of the role of GIG in the new network structure (second
hub to support GRU)

- Alignment network concept with Star Alliance partner airlines

- Evaluation of further expansion in 2007 into new markets

Future Status:

- GRU will be an effective and competitive hub

- Onthe international front, GRU will position VARIG as the gateway
between Lower South America to North America and Europe.

- VARIG will expand its international network, underpinning GRU as con-
necting hub

- On the domestic front, GRU will allow VARIG to improve its network
coverage and connectivity

Cost Saving/Revenue Generation Potential:

The full optimization of the network structure is expected to lead to an addi-
tional operating profit increase of - per week, i.e. - for
the seasons of winter 2006-2007 and summer 2007

Required investment (Cash-Outflow):

none

Required time for implementation / Required time for first results:

2 months / 6 months

Required Manpower input for the project:

- 1 internal specialist from scheduling

- linternal specialist from network planning

- External assistance is recommended
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Preconditions / Dependencies:

- Network concept has to be in line with overall vision for VARIG

- Adequate Fleet plan must be designed based on the outcome of the
Network concept

- Schedule coordination with Star Alliance carriers to assure maximum
connectivity between respective networks

Opportunities / Risks:

- GRU infrastructure might required adjustment/expansion to support the
hub operation

- Slot restrictions, Minimum turn time, Minimum connecting time

- Traffic right restrictions, not allowing for expansion of services

- Opportunities to further develop domestic and international network, ex-
ploiting potential from Star Alliance member airlines
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6.2.5 NETWORK 05: Extend code sharing with partner airlines

Current Status:

- VARIG has mainly code share only on its trunk routes

- VARIG does limited code share beyond its gateways

to a full extent

implementation in a few weeks

- VARIG's current code share strategy has historically developed. The
main code share partners from Star Alliance are LH, UA, TP, and AC.
However, there is no consistent overall code share strategy at VARIG

- The handling of code share flights lacks a consistent attention and de-
velopment and more dynamic addition/removal of marketing flights

- VARIG has been unable to capitalize on its membership in Star Alliance
- VARIG is not in a position to measure precisely the performance of its

code-share and SPA agreements, although Star Alliance has been
evaluating a code share evaluation tool that is under consideration for

Measure Description:
- Reuvision of the current code share and SPA agreements

tional code share or SPA agreements
on the new network structure
negotiated and which airlines should be approached

classes, etc.)
- Negotiation support

- Elaboration of a market potential analysis to identify options for addi-
- Simulation and evaluation of the impact of new code share agreements
- Recommendation on which of the existing agreements should be re-

- Contract content support (type of code share, tariff conditions, booking

Future Status:

- Clear code share strategy

- Increased cooperation and benefit from Star Alliance

- Increased revenues and load factors; better network coverage
- Additional sales opportunities without investment

Cost Saving/Revenue Generation Potential:
To be evaluated

Required investment (Cash-Outflow):
To be defined (cost for Star Alliance’s code share evaluator tool)

2 weeks / 3 months

Required time for implementation / Required time for first results:

Required Manpower input for the project:
- 1internal specialist responsible for code share and alliance
- External assistance is recommended

Preconditions / Dependencies:
- none

Opportunities / Risks:
- Take advantage of Star Alliance network
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6.2.6 NETWORK 06: Network monitoring and controlling

Current Status:
The currently available data at VARIG does not provide the accurate and
transparent information that is necessary for the network planning depart-
ment to make the right decisions
Measure Description:
- Revision of the input data and allocation methods from cost and reve-
nue accounting systems
- Definition of the management information required to support the Net-
work Monitoring & Controlling processes
- Design of Network Controlling processes and interfaces between the
various departments of the commercial division (e.g. Network planning,
Revenue Management and Sales & Distribution departments)
- Implementation of Network Monitoring & Controlling, i.e. the manage-
ment information and the controlling processes
Future Status:
- Ability to ensure prompt detection of gaps or performance deficiencies
in the network
- Ability to take the right decisions based on accurate and transparent
information
Ability to apply short-term schedule adjustments leading to profit in-
crease
- Ability to identify loss makers or low value routes leading to a cost re-
duction
- With an enhanced view of the profitability and the contribution of the
routes, VARIG will be in a better position to develop appropriate net-
work planning strategies
- Network monitoring will provide all the necessary elements to steer the
development, the evolution and the success of the complete commer-
cial strategy of VARIG
o Identification of new market potential leading to the expansion
of the network
o lIdentification of connecting traffic potential leading to the devel-
opment of new interline agreements and airline partnerships
0 Assessment of the yield performance through the network trig-
gering new pricing policies
0 Analysis of the booking patterns and load factors leading to
revenue management initiatives
0 A close follow-up on schedule performance instigating schedule
optimization initiatives such as hub restructuring, fleet & capac-
ity planning, connectivity improvement, aircraft utilization maxi-
mization
O Review of the passenger segmentation requiring an improved
marketing, sales and distribution strategy
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Cost Saving/Revenue Generation Potential:

- The benefit of network monitoring and controlling is estimated to lead to
yearly operating profit increases of 45m US$

- The benefit of network monitoring and controlling is a yearly recurring
benefit

Required investment (Cash-Outflow):

To be determined. A Tactical Profitability Model or a Fleet Assignment
Model would require an investments of around - US$ (very rough esti-
mate) in the first year of implementation. This has been considered in the
business plan.

Required time for implementation / Required time for first results:
3 months / 6 months

Required Manpower input for the project:

- linternal specialist representing scheduling

- 1internal specialist representing network planning

- linternal specialist representing marketing & sales

- 1internal specialist representing revenue management
- External assistance is recommended

Preconditions / Dependencies:

- This measure complements “Measure NETWORK 01: Streamlining the
network”. This measure will build on the findings and the improvements
provided by “Measure NETWORK 01"

Opportunities / Risks:
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6.2.7 NETWORK 07: Optimize schedule change decisions

Current Status:
Schedule optimization cannot be based on revenue forecasts and fleet in-
formation. The information for profitability evaluations is not available in the
Scheduling system. So the decisions have to be made based on estima-
tions and selective information.
Measure Description:
Import revenue forecast information from PROS and operational cost data
into the scheduling system NetLine/Sched to enable decisions based on
actual and expected demand. Add additional functionality to the system in
order to do a profitability evaluation and to allocate the right aircraft for spe-
cific flights considering demand and costs.
Future Status:
The operational costs can be reduced by - when revenue forecast
information and fleet information is used for the optimization of the sched-
ule. Based on a cost and revenue analysis, an optimization tool identifies
the candidates for capacity adjustments and takes the necessary actions.
The result is a re-fleeted schedule scenario with increased profitability. The
appropriate equipment can be used for the flights according to the demand.
The usage of less efficient equipment can be reduced.
Cost Saving/Revenue Generation Potential:
' US$ additional revenue (- increase / according to Sabre -

US$ reduced operational costs (- reduction / according to Sabre
0.68%) as per Sabre’s benchmark calculation for tactical fleet assignment
for VARIG.
Required investment (Cash-Outflow):

USS$ per year regular costs for fleet assignment system and

software maintenance
Required time for implementation / Required time for first results:
2 Months
Required Manpower input for the project:
Man days customer 120, external assistance is recommended
Preconditions / Dependencies:
Overlap with Network measures:
- The amount of cost reduction and revenue increase depends on the num-
ber of aircrafts and different aircraft types in use.
- Revenue forecast data extract from PROS is necessary (see REVENUE
05).
Opportunities / Risks:
The decision support is only as valuable as the cost information it is based
upon: solid decisions can only be made based on a thorough cost model.
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6.3

6.4

Interfaces to Human Resources and Organization

The changes introduced to the network put a strong focus of VARIG's opera-
tions at GRU airport. In the future, not only aircraft but also cockpit crew,
cabin crew, ground operations and maintenance personnel have to be based
here, instead of being spread throughout several stations.

The reduction of international or domestic destinations (e.qg. _
-) does not significantly change the sales or operations organizations,
but brings some reductions in ground and maintenance support staff.

Additional information

The following graph illustrates the anticipated timeline for the implementation
of the proposed measures in the area of network planning.

Figure 5: Tentative timeline for Network Planning decisions

2005-2006

Measure/ Time Line Sep. | Oct. Nov. | Dec. | Jan. Feb | Mar. | Apr. | May. | Jun. | Jul

Aug.

Measure 1:
Streamlining of the
network

Measure 2: Quick win
for winter 2005-2006

Measure 3: High-level E 77]
optimization of summer -
2006

Measure 4: Full
network re-structuring for
winter 2006-2007 and
summer 2007

Measure 5: Expand |:|
code sharing

Measure 6: Network ‘
Controlling & Monitoring

1
|
Start of Winter 2005-2006 Start of Summer 2006

Source: Lufthansa Consulting
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7. Fleet

7.1 Status Quo

VARIG's diversified fleet is the result of a historical lack of long-term fleet
planning and short-term financial restrictions, disabling any renewal efforts.
In 1998, VARIG ordered about 50 Boeing aircraft of various types for fleet
renewal and expansion purposes, for which it paid _ a de-
posit. This order was reduced to ca. 30 in 1999 due to cash flow issues
(VARIG was not able to fulfill the pre-delivery payments) and in 2001, after
the Sep. 11™ attacks and the consequent slump in the worldwide aviation
market, VARIG cancelled the order, committing itself to a lease rate and
term restructuring with Boeing that binds VARIG to Boeing aircraft until 2011
(see the Memorandum of Understanding section below), regardless of the
adequacy of these to the airline’s long term needs. At the same time, VARIG

reneiotiated the lease rates with all lessors and achieved a reduction .

During the 2001-2005 period, VARIG introduced aircraft based on short-term
requests, contradicting any long term planning efforts- aircraft introduced
during this period were leased for periods. This allows, on one
hand, for flexibility, but is on the other hand an expensive exercise as short
term lease rates are typically higher than those contracted for longer peri-
ods. Therefore, the fleet structure is not the result of a consistent process,
but the result of specific market situations in which VARIG introduced aircraft
according to current market availability, not considering fleet harmonization
goals (e.g. 2 B737-700 and 2 B737-800 aircraft, while the rest of the B737
fleet are B737 classic).

From a fleet size perspective, VARIG achieved its maximum in 2001 with
118 aircraft, after the integration of the Rio Sul and Nordeste fleets. Since
then, due to the financial difficulties mentioned, VARIG has gradually re-
duced its fleet to achieve the current 78 aircraft, with an average age of 11,5
years. If no contract extension is agreed, the airline will return J§ wide-bodies
(B777,B767 and MD11) and . narrow-bodies (B737) until the end of 2006,
shrinking its fleet to . The constant aircraft shortage has gradually pro-
voked network cuts and market share losses. Therefore, a fleet rollover pro-
gram must start in 2006 in order to achieve a fleet structure that accommo-
dates the company’s market, network and fleet efficiency targets.

From a fleet structure perspective, VARIG's fleet currently consists of 9 dif-
ferent aircraft types (B737-300, -400, -500, -600, -700, -800; B757; B767;
B777; MD11), representing 6 different families (B737Classic; B737New
Generation; B757; B767; B777; MD11) with different engine types and seat

VARIG Recovery Plan
Operational Restructuring Plan

75



configurations even within one family, necessitating a wide range of qualifi-
cations, material and spare parts. A harmonization of the fleet to just three
types could produce, from a maintenance perspective only, a cost reduction
of about 10m US$ (see the Maintenance section). In addition, further high
efficiencies can be achieved in the operations sector by cockpit commonal-
ity, reducing the number of cockpit crew required to operate the fleet.

Figure 6: Fleet Structure as of August 2005

Aircraft Type Aug 05 Comments

MD11 13 with three different seating configurations
B777-200 8 with four different seating configurations
B767-300 3 with two different seating configurations
B767-300 Euroatlantic 2 see comments below

B757-200 4

B737-800 2 with two different seating configurations
B737-700 2

B737-500 10

B737-400 4 with two different seating configurations
B737-300 30 with two different seating configurations
Total Fleet 78

Source: VARIG

Nevertheless, in September 2005, only 64 of the 78 aircraft were operating:
8 B737-300, 1 B737-800, 2 B777 and 1 MD11 where grounded due to lack
of spare parts. As stated above, these missing aircraft provoke network dis-
ruptions that disable VARIG to have a stable production output.

Fixed costs, such as leasing costs, fixed maintenance costs, etc. remain
stable for the entire fleet independent of its utilization. The lease cost of the
grounded aircraft add up to 3,8m US$ per month, as of August 2005. There-
fore, these reductions of the operating fleet not only lead to an increase in
unit cost and reduction in operational reliability, but also to reduced revenue
due to passenger spill caused by the decreased supply.

The fleet plan is intrinsically linked to and dependent on the short and long-
term network planning efforts at VARIG. As soon as a network plan is de-
signed, a plan for a fleet size and structure can be formulated. The informa-
tion contained in this business plan is preliminary and has to be adjusted
accordingly as soon as in-depth long-term network development plans, and
thereby fleet planning plans, are available.

Operational Agreement with EuroAtlantic Airways

VARIG has introduced 2 Boeing 767-300 aircraft under a sub-lease agree-
ment with EuroAtlantic Airways, a Portuguese charter operator. The aircraft
have been brought in to respond to specific charter needs that the available
VARIG fleet could not comply with, such as one-weekly MUC-GIG-MUC
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services from October 2005 to April 2006 for a German tour operator or GIG-
SSA ad-hoc services for an American multinational company.

In fact, as VARIG has had reliability problems with its own fleet, these B767
have also been operating as stand-by capacity for the regular VARIG net-
work. VARIG has never considered these aircraft to be part of their fleet (not
including them in the aircraft count), but since these work as true stand-by
aircraft they should be included.

Memorandum of Understanding with Boeing

Practically the entire fleet is operated under operating lease contracts. On
December 7", 2001, 11 MD-11 aircraft formerly owned by VARIG were con-
verted into operating leases in a Memorandum of Understanding with The
Boeing Company (Boeing), in the context of a restructuring of existing leases
and financings related to these aircraft. In the same Memorandum of Under-
standing an agreement for sale and lease back of two B737 aircraft was
made, with a lease period of five years.

The Memorandum of Understanding stipulates that VARIG issues a promis-
sory note in the principal amount of - USS$ in favor of Boeing. In the
meantime, taking into account the accumulated interests, this amount has
increased to around - US$ by September 2005. The Memorandum also
stipulates that, in the event that VARIG accepts, leases, or otherwise ac-
quires any aircraft not acceptable to Boeing during the note period, Boeing
will have the right to immediately accelerate the obligation of VARIG to then
pay all principal and accrued interest on the Note. In addition, according to
the note, VARIG is obligated to accept, lease (for a minimum period of 5
years) or otherwise acquire a minimum of . New Boeing airplanes during
the Note period.

A production platform with an efficient fleet structure which is adapted to the
network demands, minimizes production cost and maximizes productivity

is one of the key elements for reaching a long term sustainable profit. There-
fore, harmonization of the currently diversified fleet is essential for the long-
term survival and profitability of VARIG. In order to achieve this operating
platform, the necessary fleet harmonization has to be based on an in-depth,
unbiased study taking into account all options available. Since the current
Memorandum of Understanding between VARIG and The Boeing Company
would limit this necessary flexibility for achieving a harmonized and opti-
mized fleet structure, which corresponds to VARIG’s needs, it is strongly
recommended to renegotiate this Memorandum.
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7.2 Recommended improvement measures

For the purpose of this business plan, the following measures have been
identified:

7.2.1 FLEET 01: Review of Memorandum of Understanding with
Boeing

Current Status:
VARIG is bound to an unfavorable contract with Boeing, requiring VARIG to
introduce . Boeing “new or almost-new” (up to 2 years old) aircraft in a 10-
year period ending 2011. A penalty - USS$ + interests is due in case
VARIG breaks this agreement (this amounts to about - USS$ as of Au-
gust 2005). This blocks the entry of potentially more adequate aircraft from
other suppliers and ultimately reduces the financial flexibility of VARIG. At
the same time Boeing is withholding the 21m US$ it received as deposit for
the VARIG order placed in 1998; deposit which is usable only for the
placement of a new aircraft order.
Measure Description:
Review details of the Memorandum of Understanding aiming at creating
more favorable conditions for VARIG. This renegotiation should be tied up
with the presentation of a short- and long-term fleet plan (see measure
FLEET 03)
Future Status:
Assuming that a renegotiation is possible and more favorable conditions
achieved, VARIG would be able to:

- make fleet strategy decisions free from any constraints

- alleviate financial obligations, giving room for improved cash-flow

and liability projections

Cost Saving/Revenue Generation Potential:
To be defined
Required investment (Cash-Outflow):
None
Required time for implementation / Required time for first results:
4-6 weeks
Required Manpower input for the project:
- 1 VARIG representative for aircraft lease contracts
- 1 VARIG lawyer
- External assistance is recommended
Preconditions / Dependencies:
Develop a consistent fleet plan based on short and long-term network plan-
ning efforts that convinces Boeing of VARIG's sustainability and potential as
long-term customer
Opportunities / Risks:
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7.2.2 FLEET 02: Renegotiation of current lease rates

Current Status:

VARIG renegotiated the lease rates of all its aircraft in 2001 and achieved a
reduction of 30% (representing 100m US$ per year). Nevertheless, the
current market situation has evolved so that for some leased aircraft VARIG
is paying more than current market average.

As mentioned above, VARIG's fleet planning has been driven by short-term
decisions. VARIG has therefore been subject to market availability of
needed aircraft. The result is a list of more than 15 different lessors. It is
positive not to be bound to one leasing company, but the variety of lessors
VARIG deals with increases complexity and transaction cost and reduces
bargaining power.

The total amount paid in excess of current market values is - USS$ per
month, as of market value data of August 2005.

It has to be noted that some of the aircraft contracted with these lessor are
nearing the termination of the lease period so that no further lease rate ne-
gotiations are possible. Furthermore, the aircraft market is volatile and
highly dependent on global economic and political variables. The aircraft
values itself reflect projections made by the lessors and risk levels of the
potential customer and its home region.

Measure Description:

Renegotiate lease contracts (rates and terms) linked to the fleet develop-
ment plan (see Measure FLEET 03).

Future Status:

Achieve lease conditions in line with market values.

Cost Saving/Revenue Generation Potential:

For the purpose of this business plan, it is assumed that an agreement be-
tween VARIG and the current lessors will be reached concerning financial
and contractual issues, bringing lease rates down to market values. The
estimated cost reduction of - US$ per month (- US$ per year)
would be achieved.

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:

4-6 weeks

Required Manpower input for the project:

- 1 VARIG representative for aircraft lease contracts

- 1 VARIG lawyer

- External assistance is recommended

Preconditions / Dependencies:

Develop a consistent fleet plan based on short and long-term network plan-
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ning efforts that convinces the selected lessors of VARIG's sustainability
and potential as long-term customer

Opportunities / Risks:
- Volatility of the market
- Solution of VARIG'’s debt situation
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7.2.3 FLEET 03: Integrated short- and long-term fleet development

Current Status:

Beyond having 9 different aircraft types (corresponding to 6 different fami-
lies, meaning specific requirements for pilots, spare parts, engines, etc)
VARIG's fleet will be shortened by 38 aircraft due to the expiration of cur-
rent lease contracts. To keep the production level of the current winter
schedule 2005/2006 and fulfill plans for the summer schedule 2006, a short-
termed fleet development plan, based on extension of current lease con-
tracts, or replacement with additional lease contracts is required. The total
number of required aircraft is based on the concept network schedule as
defined by Measure NETWORK 03. This short-term fleet development
should be targeting first steps towards fleet harmonization, when possible.

This fleet structure leads to a reduction in unit cost and improvement in fleet
and personnel efficiency, as well as a reduction in maintenance cost. How-
ever, further optimization potential will be identified by an in-depth and de-
tailed study of fleet optimization within the next months (see Measure
FLEET 04).

Measure Description:

The short-term fleet development plan has to include a solution for the .
wide-body aircraft and . narrow body aircraft that will leave the VARIG
fleet from September 2005 until December 2006.

For the long-term, VARIG will undertake a fleet strategy process that builds
the bridge between the current situations, the short-term fleet development
plans and the long-term goals of fleet size and structure, based on the re-
guirements as expressed by the network-planning department.

As detailed above, first harmonization efforts can be done by replacing the
leaving MD11 by B777 or other more adequate aircraft (if available in the
market) and the leaving B737-300/400/500 by B737-300. This involves an
agreement with Boeing to rollover the MD11 to the aircraft type identified for
VARIG's long haul fleet. The time frame for this short-term development is
tied to the long-term decisions VARIG has to take concerning its fleet (see
Measure FLEET 04). The end of this plan is depending on the outcomes of
that long-term study and the delivery capabilities of the airframe manufac-
turers.

Future Status:

For the purpose of this business plan, a plan for a harmonized fleet with
only three types of aircraft has been identified which consists of the follow-
ing aircraft:
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Long haul wide body for long haul intercontinental flights

Medium to long haul narrow body for long haul South American and
high volume domestic flights
Short to medium haul for domestic and regional flights

For cost and revenue calculation of this business plan, a fleet of B737-300
is considered as short/medium range solution, a fleet of B777 for the long
range and a fleet of B757 for the medium range.

However, due to the lead-time for disposing the currently leased aircraft, the
business plan assumes a time schedule for phase in / phase out of aircraft.

Cost Saving/Revenue Generation Potential:
Cost savings and revenue generations mentioned in the Network section
and in this chapter are interdependent.

Required investment (Cash-Outflow):
None (replacement by same aircraft at market prices)

Required time for implementation / Required time for first results:
6-8 months

Required Manpower input for the project:

- 1 VARIG representative for aircraft lease contracts
- 1 VARIG lawyer

- External assistance is recommended

Preconditions / Dependencies:

- Established short-term aircraft requirements based on summer sched-
ule 2006

- Repair grounded aircraft (estimated cost at 60m US$)

- Aircraft availability in the market

- Long-term vision for fleet requirements

Opportunities / Risks:
- Unwillingness of lessors to extend contracts, due to VARIG’s historical
bad payment situation
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8. Revenue Management

8.1 Status Quo

Revenue management is an integral part of the central function of network
management. In an airline environment, sales and distribution on the one
hand and revenue management on the other hand must follow conflicting
targets: while sales and distribution strives to maximize sales, revenue man-
agement strives to maximize the revenue for the entire route network by
maximizing revenue per flight. Due to this natural conflict of targets, it is es-
sential to clearly separate the functions of revenue management and sales.

Due to organizational and personnel changes in 2005, this clear separation
is not the case in VARIG at present.

In 2004 and 2005, VARIG’s seat load factor on intercontinental services was
slightly below that of its international competitors. VARIG’s yields, however,
are currently about 30% below that of international carriers serving routes to
Brazil. The average net yield in 2004 was 7.3 US cents, 10.2 cents on do-
mestic services and 6 cents on international services. The revenue man-
agement system applied (PROS5) is considered an adequate base for reve-
nue optimization. However, system instability is causing an estimated reve-
nue loss of around 1m US$ per year (cross check with IT figures). An in-
vestment of- USS$ needed for stabilizing the system is included in the
business plan for 2006, counteracting this revenue loss.

A budgeting and controlling process for the sales force concerning booking
guidelines for certain booking classes of the flight inventory of each flight,
respecting the framework set by revenue management, is in place. However,
if this procedure is not strictly followed, yield erosion can lead to a loss of
revenue.

As an example for the possible effects of not following the correct proce-
dures: If, contrary to existing procedures, sales contracts with travel partners
(corporate clients, agencies) for guaranteed seats in a certain booking class
are made without prior information or coordination with revenue manage-
ment, this can lead to blocking capacities with lower revenue potential which
could otherwise have been taken up by higher revenue passengers, coun-
teracting revenue optimization.

Currently spot checks are carried out in different sales regions to verify the

adherence of sales to the appropriate booking classes. The lost revenue

detected by these spot checks and debited to the travel agencies is around
US$ per month.
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8.2 Recommended improvement measures

In 2005, VARIG has already started to adopt a more stringent revenue man-
agement policy, including yield management and pricing. Targets concerning
revenue per ASK, yield and seat load factor were introduced for the revenue
management controllers in July 2005.

The further strengthening of these measures, organizational and procedural
changes as well as the introduction of specific tools to improve VARIG’s

overall revenue is described as follows.

8.2.1 REVENUE 01: Targets for Revenue Management Controllers

Current Status:

Up to 2005, the targets for maximizing revenue per flight were not specific.
Optimization was done solely via the revenue management system.
Measure Description:

Targets for all revenue management controllers concerning revenue per
available seat kilometer, yield, and seat load factor were introduced in June
2005.

Future Status:

The measure that was introduced in June 2005 will increase the awareness
of revenue management controllers for maximization of revenue by setting
specific targets.

Cost Saving/Revenue Generation Potential:

Net revenue generating potential of - US$ per year (=0.2% of total
net revenue)

Required investment (Cash-Outflow):

0

Required time for implementation / Required time for first results:
Immediate

Required Manpower input for the project:

1 day

Preconditions / Dependencies:

None, introduced since June 2005

Opportunities / Risks:
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8.2.2 REVENUE 02: Enforce spot checks of booking discipline

Current Status:

Currently spot checks are carried out in different sales regions to verify the

adherence of sales to the appropriate booking classes. The lost revenue

detected by these spot checks and debited to the travel agencies is around
US$ per month.

Measure Description:

An increase of these spot checks by around 25% is planned.

Future Status:

The fact of repeated and unannounced spot checks will make the travel

partners more aware of existing rules and regulations concerning revenue

management measures, and therefore increase adherence to company

procedures.

Cost Saving/Revenue Generation Potential:

Estimated net revenue increase of 0,5m USS$ per year.

Required investment (Cash-Outflow):

none

Required time for implementation / Required time for first results:

immediate

Required Manpower input for the project:

1 day

Preconditions / Dependencies:

Opportunities / Risks:
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8.2.3 REVENUE 03: Interface schedule changes

Current Status:

Currently, schedule changes have to be entered into the IRIS inventory
system manually. Reservations that were already made for these flights
need to be transferred one-by-one. Eleven employees are occupied in do-
ing this manual work. Due to this manual procedure, schedules changes
need one week time to be published in the GDS, resulting in a competitive
disadvantage, especially for domestic and short haul flights that tend to be
booked on short notice.

Measure Description:

Implement an interface to transfer schedule changes from the Net-
line/Sched system to the IRIS system. An automatic rebooking functionality
needs to be implemented in IRIS in order to eliminate most of the manual
work (see IT2.1.).

Future Status:

Schedule changes can be published in the GDS with a one-day delay. The
fact that schedule changes done by VARIG are available with a one day
instead of a one week delay will lead to a higher degree of publication of
VARIG's actual offer and can induce a passenger increase of 5% of domes-
tic passengers.

Cost Saving/Revenue Generation Potential:

Revenue Generation:

Additional net revenue potential through availability of schedule
changes to sales force and passengers is - US$ per year (. of
domestic passenger revenue)

Cost saving: salary package for 11 employees - US$ per year
Required investment (Cash-Outflow):

Internal project, already started, no investment

Required time for implementation / Required time for first results:
Going live in December 2005, immediate results

Required Manpower input for the project:

Man days VARIG 20

External assistance is recommended

Preconditions / Dependencies:

Automatic rebooking functionality in the inventory system is necessary to
eliminate manual effort and to increase speed for schedule publication.
Because the measure has a considerable effect on the revenue an interme-
diate modification of the IRIS system is required (see 1T2.1.).
Opportunities / Risks:

The modification of IRIS can only be an intermediate solution, since an in-
tegrated and systematic solution should be followed for the inventory sys-
tem and its interfaces with other systems and functions.
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8.2.4 REVENUE 04: Implement Bid Pricing

Current Status:
Currently, there is no bid pricing for VARIG in place. Prioritization of reser-
vation requests is done considering only the yield of a specific leg. There-
fore, the revenue for a passenger with connecting long-haul flights might be
lost because of a passenger with a higher yield, but only for the single
short-haul leg.
Measure Description:
Implement a bid pricing system, which maximizes not only the passenger
revenue for each individual flight, but also the company’s overall passenger
revenue. Modify the current inventory system to enable the bid pricing func-
tionality or deploy a bid pricing-compliant inventory system.
Future Status:
With bid pricing, the overall passenger revenue of the total network, taking
into account the network structure including connecting passengers and
their entire itinerary, will be maximized instead of maximizing the revenue of
each individual flight.
Cost Saving/Revenue Generation Potential:

US$ additional revenue through network considerations (. of pas-
senger revenue, experience with other airlines)
Required investment (Cash-Outflow):
US$ Invest one-time for bid pricing system and inventory modifications
USS$ regular costs for additional request traffic on the GDS systems

Required time for implementation / Required time for first results:
12 Months

Required Manpower input for the project:

Man days VARIG 960

External assistance is recommended

Preconditions / Dependencies:

Bid Pricing is only useful when the connection traffic is more than 40% of
the total traffic and when the average load factor is at least 65%.
Opportunities / Risks:

Invest can be reduced dramatically (about 3-4m) when changing to a bid
pricing compliant inventory system first.
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8.2.5 REVENUE 05: Ensure PROS System Stability

Current Status:
The system stability of the PROS revenue management is not satisfying. In
2005, it was disrupted by three outages in only two months. On those three
days, no revenue management optimization could be performed. It was only
done the day after.
Measure Description:
Set-up a hot stand-by system with a mirrored database. For 100% availabil-
ity and performance of the PROS systems an additional server is needed,
which is normally idle and can take over the role of any of the other servers
in case of an emergency.
Future Status:
Since problems in revenue management optimization cause extremely high
opportunity costs, the optimization run must have a higher priority than the
system availability for the analysts.
Cost Saving/Revenue Generation Potential:
Revenue Generation:
- USS$ additional revenue
(Avoid lost revenue because optimization cannot be performed due to out-
ages of the Revenue Management system,

USS$ opportunity cost per outage of PROS Group,

US$ opportunity cost per outage of PROS V,
Opportunity cost is . of total revenue maximization potential per day,
At least 3 outages in 2005 already)
Required investment (Cash-Outflow):

US$ one-time invest for MS cluster server and new idle server, no
additional regular costs
Required time for implementation / Required time for first results:
1 Month
Required Manpower input for the project:
Man days VARIG 5
External assistance is recommended
Preconditions / Dependencies:
Service level agreements have to be analyzed and adjusted, outages and
causes have to be tracked and followed-up by a vendor management
Opportunities / Risks:
The system support and the service level have to be reevaluated for the
PROS system. The IBM hosting contract is responsible only for the servers,
operating systems and basic software (like databases). Neither IBM covers
the availability of end services and VARIG applications nor does the VARIG
IT staff a follow-up of application problems. A vendor and quality manage-
ment has to be installed for business-critical applications.
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8.2.6 REVENUE 06: Implement Revenue Management Forecast
Reporting

Current Status:
Revenue forecast can be reported per single flight only. Currently, forecast
reports are compiled manually only for the international market.

Measure Description:

Development of an automatic and flexible reporting of PROS information to
deliver revenue and load factor forecasts on specific markets for the com-
mercial department, cargo, catering and airport shift planning.

Future Status:

Break-even load factor analysis can be done not only for the international,
but also for the domestic market. This way the yield management and
commercial departments are able to base sales and promotional initiatives
on the flight forecast and load factor information in order to fill up the flights
to achieve at least the break-even load factor.

The cargo sales department will receive information about possible cargo
payload for the domestic market based on the booking forecast. By this,
they are able to sell additional payload for flights with excess capacity.

Cost Saving/Revenue Generation Potential:

USS$ potential increase of domestic passenger revenue.
(Projected from International revenue increase of on markets with load
factor below break-even load factor / domestic passenger market in 2004
with 4 months with load factor - below break-even load factor and reve-
nue of - US$)

- USS$ potential increase of domestic cargo revenue
(Projected from International revenue increase of US $/revenue
share for cargo is International - - Domestic

Required investment (Cash-Outflow):
Internal project, no invest

Required time for implementation / Required time for first results:
2 Months

Required Manpower input for the project:
Man days VARIG 80
External assistance is recommended
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Preconditions / Dependencies:

The reporting enables sales initiatives to achieve break-even load factor for
domestic markets. The achievable revenue strongly depends on sales initia-
tives and customer behavior.

Forecast reporting will also be delivered to catering and airport shift plan-
ning for optimization of their plans.

Opportunities / Risks:

When designing and developing a reporting system for PROS one should
consider to create a tool as flexible as possible. Revenue management
information is an important source for business intelligence and is essential
for decision support in all operational and strategic areas. Therefore, reve-
nue management information should not only be available for single defined
reports but for immediate queries as well.
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9. Sales, Distribution and Marketing

9.1 Status Quo

As shown in the chapter dealing with Network Management, Sales, Distribu-
tion and Marketing, together with network management, are the central
commercial functions of an airline driving the company’s overall business
and profit line.

In VARIG’s current organization, the Sales Directorate, the Planning Direc-
torate and the Marketing Directorate report to the Executive Vice President
Commercial and Planning. According to the principles of result maximization,
clear responsibilities and decision structures, this distribution of functions
under the EVP Commercial and Planning is adequate for the efficient man-
agement of a modern airline. The Planning Directorate includes all the func-
tions of a modern Network Management organization, while the Sales Direc-
torate oversees the domestic and international sales activities.

Sales and Distribution status quo

In the organization, sales and network management responsibilities (network
planning and revenue management) are clearly separated. This structure
implies all the essentials for achieving the goal of revenue maximization by
creating a constructive natural conflict between sales and revenue manage-
ment units.

The main objective of the sales force is maximization of the sales within their
region of responsibility. Since sales maximization is based on the totality of
sales, some of which does not translate into revenue for VARIG (for example
prorated sales on other airlines, etc), sales maximization of each sales unit
does not lead to maximization of the company’s overall revenue.

Therefore, revenue management has the task of maximizing the company’s
overall revenue by maximizing the combination of yield and seat load factor-
for the totality of flights.

The natural conflict arising from these two different tasks must be managed
by organizational and procedural solutions.
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Customer Relations Management is currently allocated to the Operations
organization. Since the key functions for defining the product as well as the
sales function, which not only involves customer acquisition but also cus-
tomer retention, are performed by the VP Commercial and Planning, the
function of Customer Relations Management should also be allocated to the
VP Commercial and Planning.

Possible optimization measures are included in this business plan as far as
they are quantifiable at this stage.

Marketing status quo

VARIG’s marketing policy is currently focused on marketing communication.
A clearly defined, consistent overall product, service, and marketing strategy
does not exist.

Since VARIG’s does not have a systematic overall planning and budgeting
process that is derived from a clearly defined corporate strategy and em-
bedded in a systematic and revolving company planning process, the same
goes true for VARIG's marketing plan.

Even though there have been certain marketing initiatives with subsequent
benefits for VARIG, ranging from a conjoint analysis by market research to
the definition of catering concepts for specific parts of the network, an overall
marketing plan which should serve as an important base for the sales or-
ganization’s decentralized marketing and sales plans, is not in place. There-
fore, marketing actions are derived rather from short term, on the spot con-
siderations.

A marketing planning and controlling system including the basic elements
of a systematic and target oriented approach, such as

- customer segmentation

- market segmentation

- identification of target groups

- formulation of strategic marketing objectives

- formulation of short to medium term marketing objectives

- establishment of coordinated measures for reaching these objectives

- establishment of coordinated marketing action plans with measures,
actions, cost and benefit calculations

- marketing controlling

should be established as soon as possible.

The definition of VARIG’s product and service policy is currently not concen-
trated in one organizational unit, but spread out throughout the entire com-
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pany. Decisions concerning customer service and product are made in vari-
ous departments in the Commercial and the Operations Vice Presidency.

This deficit has, amongst other reasons, been one of the reasons for the
greatly diversified product, which does not represent a clear and positive
image of VARIG, its products and services.

It is therefore recommended to centralize all issues concerning the definition
of product and service in one organizational unit in the Commercial organi-
zation. This unit’s responsibility is to define VARIG’s product and service
strategy and policy, taking into account the company’s strategic objectives
as well as the profitability of any product and service related measure. They
should also be responsible for coordinating and controlling all product and
service related projects. For example, decisions concerning cabin configura-
tions, service concept on the ground and in the air, in-flight entertainment
and communication concepts, lounge policy, etc. should be concentrated
under this unit.

As another example, currently, in general, decisions concerning catering
concepts are taken by marketing, but in some cases the catering department
decides on conceptual issues as well. In future, there should be a clear
separation of concept (commercial) and implementation (operations).
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9.2 Recommended improvement measures

Sales and Distribution measures

In order to avoid conflicts of interest, which could have a negative effect on
the company’s result, it is recommended to staff the position of Vice Presi-
dent Commercial and Planning as soon as possible.

All customer related functions should be concentrated in this Organizational
unit, including the Customer Relations function currently located under the
Vice President Operations.

Implementation of the measure with the highest immediate improvement
potential on net revenue, the modification of commission policy, has started
in September 2005. Further continuous optimization of commission policy
will remain of high relevance for the company’s net revenue and its result in
future.

Additional measures that are at this stage not included in the analysis and
consequently in the business plan are the revision of the structure of Gen-
eral Sales Agents world wide, creation of synergies by merging functions of
sales and stations personnel in less frequented stations, the implementation
of a new variable remuneration scheme for the sales force, etc. These will
have to be the subject of in depth analysis within the next months.

Marketing measures

In order to recover the damage done to VARIG by its deteriorating image, a
clearly defined marketing strategy, which is derived from, the overall corpo-
rate strategy, has to be defined.

Based on the principles of a systematic marketing planning addressed
above, this strategy has to systematically address the following principal
issues:

- Product definition intercontinental

- Product definition South America

- Product definition domestic

- Definition of the overall service chain (pre-flight, in—flight, post-flight)

The marketing principles derived from the definition of the marketing strategy
are the base for all product and service decisions, which are to be integrated
in the company’s planning and budgeting process.

In this context, the decision taken in August 2005 to eliminate Business
Class on domestic services must be seen as a short-term cash maximization
measure. Due to the current crisis and the fact that the share of Business
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Class passengers on domestic services is very low, VARIG has decided to
immediately eliminate Business Class on domestic services.

Since domestic services and services to South American destinations - with
a higher share of Business Class passengers - are served with the same
aircraft types, a physical change of the aircraft configuration at this point of
time is not recommended.

It is recommended not to physically change the seat configuration on board
of all aircraft, which operate domestic services at this point in time. Instead,
in the short term it is recommended to sell the entire seating capacity of the
domestic flights as Economy Class and to assign the former Business Class
seats to special customers, such as participants in VARIG’s Frequent Flyer
Program Smiles.

However, a strategic evaluation of VARIG’s class concept has to be made
within the next two to three months. This evaluation and the following deci-
sion concerning VARIG's class concept has to take into account the overall
marketing strategy, production issues (domestic aircraft also serve interna-
tional destinations such as Buenos Aires with a relatively high Business
Class share), and the hub concept linking international and domestic routes
to attract more international passengers beyond Sao Paulo or Rio de Ja-
neiro. In this context, a solution with convertible seats for domestic and
South American flights which can be changed for each flight according to
demand can be considered.

Any issues concerning VARIG’s product and service concept — on the
ground and in the air — should be developed by the marketing organization -
in coordination with all other departments involved, such as catering, ground
operations (for service on ground, lounges, etc.), cabin crew (for service
concepts), maintenance (for aircraft configurations), etc.
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9.2.1 SALES 01: Revision of commission policy for the Brazilian
market

Current Status:

Currently, commission cost of at least . are paid for all sales via travel
partners within Brazil. Since - of VARIG’s gross passenger revenue is
generating from sales within Brazil, commission cost in Brazil is a very im-
portant cost driver. A renewal of the commission concept in Brazil, which
implies the introduction of a more net revenue oriented commission cost
structure, will greatly improve VARIG’s net revenue. The concept has al-
ready been agreed by the major airlines serving Brazil in order to streamline
the relations between airlines and travel partners, improve net revenue and
increase transparency.

Measure Description:

Change the current gross based commission concept to a net based con-
cept for sales from Brazil, thus improving net revenue. The implementation
is planned to start in 2005.

Future Status:

Shift from gross revenue policy and calculation to net revenue, which is
relevant for VARIG’s bottom line, increase of net revenue.

Cost Saving/Revenue Generation Potential:

Net revenue Generation:

&- USS$ per year by agencies, plus - US$ by own sales
Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:

6 months

Required Manpower input for the project:

Internal project already decided.

Preconditions / Dependencies:

Agreement and implementation by other airlines in Brazil

Opportunities / Risks:
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9.2.2 SALES 02: Reduction of personnel in the sales management
organization in Brazil and abroad (Project ICAROQO)

Current Status:

Currently, sales management personnel in Brazil consists of - sales peo-
ple including ticket sales at the airports. Down-sizing the sales force to a
level necessary for the market requirements has been identified as neces-
sary, and the implementation of this project under the name of “ICARO” has
already started.

Measure Description:

Within the project of ICARO, the reduction of sales force has already begun,
starting in Brazil. In Brazil, the work force has been reduced by . and by
restructuring sales locations and organizational optimization measures, the
efficiency of the sales organization in Brazil is being improved.

Future Status:

The ongoing “Icaro” process has already had an important impact on the
Cost reduction in Sales Brazil .

Cost Saving/Revenue Generation Potential:

Cost Saving:

Brazil - USS$ per year, abroad - USS$ per year ; represents - lay-
offs.

Required investment (Cash-Outflow):

Included in the net value of - Uss$

Required time for implementation / Required time for first results:

6 months

Required Manpower input for the project:

Preconditions / Dependencies:

Opportunities / Risks:

VARIG Recovery Plan
Operational Restructuring Plan

97



9.2.3 SALES 03: Decision about future sales platform

Current Status:

Presently VARIG employs an in house inventory called IRIS, which is an
enhanced copy of Atraxis 7. The system kernel is based on IBM TPF tech-
nology, around which various satellites, adaptors and enhancements have
been implemented in the past using various technologies.

Development team consisting of 10 VARIG staff members maintains the
system. Due to the obsolescent architecture additional knowledge is not
easily available on the market.

Operation and Management are outsourced to IBM (see IT 04).

Distribution is managed by the 1A system user platform. However, almost
the same number of revenue is generated via SABRE, other GDS being of
minor importance. Internet bookings only account for 2% of the total book-
ing volume (see SALES 04).

1A system user agreement is valid until 2007. However, VARIG sees itself
bound by the contractual agreement giving it an effective 2% share in Ama-
deus Brazil.

In 2005, VARIG evaluated alternatives for the future of its reservation sys-
tem. It was recommended to stick with the current solution plus additional
enhancements. Neither strategic implications nor setup of the business
case are very transparent.

Current situation and the decision to continue with the legacy platform
imposes major risks and restrictions to VARIG

- Inability to reduce system cost substantially (except for pure purchas-

ing initiatives, (see IT 04).

- Inability to follow future trends due to lack of development resources

- Necessity for funding any project 100% instead of sharing cost

- Risk of rising maintenance cost and slow time to market due to system

architecture reaching end of life cycle
Measure Description:
Decision for IRIS+ has to be reviewed based on clear alignment with busi-
ness strategy proper commercial numbers and optimized project plan (incl.
Tactical measures to cut host system load). Start unbiased analysis taking
into account all possible configurations (VARIG / GDS / GNE / Third party
providers) by fourth quarter of 2005. Freeze IRIS enhancement planning
and projects immediately except for vital maintenance. Prepare intermedi-
ary action plan with very small number of projects having a sound business
case and a high probability of success (see REVENUE 03). Apply strict
project management and review procedures to these projects.

Due do complexity of the situation it is strongly recommended that the
analysis is lead by an external neutral project manager and consulting staff.
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Future Status:

As a result, senior management can decide about future system by the first
quarter of 2006. Depending on that, VARIG can have a flexible and cost
effective system platform for sales and distribution fully implemented by end
of 2007 - 2009, depending on legal scenario of GDS contracts (see SALES
04).

Cost Saving/Revenue Generation Potential:

Direct impact on IT cost: - US$ per year based on first estimate of
VARIG IT in order to verify past analysis. The validity of this number is very
soft. It has to be inspected thoroughly in the proposed analysis.

Enabling GDS bypass (see SALES 04) with ﬁ US$ and bid pricing
(see REVENUE 04) with around - US$ per year.

Required investment (Cash-Outflow):
Estimate will be result of analysis

Required time for implementation / Required time for first results:
Results of analysis by end of 2005 (if properly staffed and managed). Im-
plementation 2007 — 2009, depending on legal scenario

Required Manpower input for the project:
Analysis only:

Man days VARIG: 180 — 300

External assistance is recommended
Implementation effort will be result of analysis.

Preconditions / Dependencies:

Legal assessment of contracts with Amadeus is essential. Analysis must
include all information about future business strategy and corporate portfolio
of VARIG, including transfer of domestic traffic to dormant or new legal enti
ties not bound by 1A agreements, sale of shares of Amadeus Brazil to third
party, etc.

Opportunities / Risks:
If business strategy is not well defined, analysis will not lead to meaningful
results.
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9.2.4 SALES 04: Internet Bookings / GDS bypass for domestic
flights

Current Status:

Only approx. . of VARIG Booking volume is generated via direct bookings
via internet. VARIG being 1A system user, also internet bookings have to
be transferred to 1A. The full booking fee for airline offices (ATO/CTO) ap-

lies.
h of total booking volume of - USS$ per year is unconnected local
traffic, for which the 1A platform generates no major value. Present cost for
these bookings is - USS$ per year.
Measure Description:
Setup up Internet booking platform and bypass GDS. Redirect domestic
bookings to internet sites as far as possible. Internet booking must be ac-
cessible by customer by B2C website as well as via transparent platform by
agents.
Future Status:
New VARIG platform will be primary. GDS will only be involved when nec-
essary.
Cost Saving/Revenue Generation Potential:
USS$ reduction of booking fees. Additional cost reduction possible
by freeing call center capacity ...
Required investment (Cash-Outflow):
To be analyzed in SALES 03
Required time for implementation / Required time for first results:
2007 if only technically restricted
Required Manpower input for the project:
Man days VARIG see SALES 03.
External assistance is recommended.
Preconditions / Dependencies:
See SALES 03.
Opportunities / Risks:
See SALES 03.
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9.2.5 SALES 05: Change trainings partially to online trainings

Current Status:
Currently all trainings in the sales area are done in training centers or simi-
larly. Basic sales trainings of three weeks for each employee in commercial
require a high amount of personnel capacity.
Measure Description:
Basic trainings as well as other selected trainings will be partly changed to
online trainings, increasing personnel efficiency and reducing cost
Future Status:
Reduction of training cost, higher personnel efficiency
Cost Saving/Revenue Generation Potential:
Cost saving:
USS$ per year
Required investment (Cash-Outflow):
US$ for preparation of online training
Required time for implementation / Required time for first results:
2 months
Required Manpower input for the project:

Preconditions / Dependencies:

Opportunities / Risks:

VARIG Recovery Plan
Operational Restructuring Plan

101



9.2.6 SALES 06: Optimization of Direct sales structure and organi-
zation

Current Status:

Currently several call centers in various countries are used for direct sales.
Online sales are not possible in certain cases due to problems on the IT
side and because of VARIG not fully using the capabilities of its web site.
Measure Description:

An optimization of the call center structure, as well as the entire issue of
direct sales, has started and will be further investigated within the next
months, with external assistance. An optimized structure is estimated to be
identified and evaluated by the end of 2005 and implemented in 2006.
Future Status:

Reduction of distribution cost, higher efficiency, higher revenue

Cost Saving/Revenue Generation Potential:

The possible cost savings and revenue generating potential will only be
guantified within the next months and is therefore not included in the result
projection of this business plan

Required investment (Cash-Outflow):

See above

Required time for implementation / Required time for first results:

2 months

Required Manpower input for the project:

3 months

Preconditions / Dependencies:

Opportunities / Risks:
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9.2.7 MARKETING 01: Define a company marketing strategy within
the framework of the corporate strategy

Current Status:

No overall marketing strategy and integrated marketing concept exists
Measure Description:

Develop an overall integrated marketing concept and define the product and
service strategy for VARIG

Future Status:

Clearly defined and implemented product and service chain, clear VARIG
identity, improvement of VARIG's image

Cost Saving/Revenue Generation Potential:

Revenue improvement potential by attracting more passengers, not quanti-
fied for the business plan

Required investment (Cash-Outflow):

Required time for implementation / Required time for first results:

Required Manpower input for the project:
Preconditions / Dependencies
Opportunities / Risks:
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9.2.8 MARKETING 02: Systematic analysis of VARIG’s strategic
class concept on international and domestic services

Current Status:
Due to the current crisis and the fact that the share of Business Class pas-
sengers on domestic services is very low, VARIG has decided to eliminate
Business Class on domestic services. Domestic services and services to
South American destinations - with a higher share of Business Class pas-
sengers - are served with the same aircraft type, a physical change of the
aircraft configuration at this point of time is not recommended.
Measure Description:

1. No physical change of seat configuration on domestic services at

this point

2. Systematic evaluation of VARIG’s class concept in the next months
Future Status:
Clearly defined class concept, additional revenue
Cost Saving/Revenue Generation Potential:
Net revenue Generation:
Assumption in the business plan: Streamlined product by 2007, yield in-
crease by
Required investment (Cash-Outflow):
TBD — assumption for the business plan - US$ in 2007, - USs$in
2008
Reiuired time for implementation / Required time for first results:

Required Manpower input for the project:

Preconditions / Dependencies:

Opportunities / Risks:
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9.2.9 MARKETING 03: Lounges Re-evaluation

Current Status:

VARIG offers several Lounges in Brazil and abroad to their customers.
Some of them are hired (paid per guest) and some of them are own
lounges. The lounge in JFK (New York) is of particular concern. VARIG
pays approximately [ US$ per own guest for the lounge (and even cross-
subsidies third parties with this fee), although competitors offer lounge entry
for a fixed fee of approx. . USS$ / passenger

Measure Description:

Investigation into the existing contract for the lounge in NYC and continuous

comparison of all lounge contracts around the world.

Future Status:

VARIG will ensure that the Marketing concept regarding lounge services is

fulfilled, while controlling the costs.

Cost Saving / Revenue Generation Potential:

With an average of approximately 1343 guests per month and 16116 guests

per year multiplied with the difference of the costs for the lounge to a substi-

tute (other lounge provider) of US$, a total

yearly saving of approximately US$ is feasible.

Re-negotiations of other lounge contracts are seen as additional potential.

Required investment (Cash-Outflow):

TBD (contract penalty)

Required time for implementation / Required time for first results:

TBD (contract)

Required Manpower input for the project:

One legal from VARIG and the local station manager. No external assis-

tance required.

Preconditions / Dependencies:

= Continuation of flights to JFK (currently there are 7/7 flights to JFK.
Changes to either 0/7 due to a move to enhancement to 14/7 in
JFK are possible).

= Contract with the airport authorities must be re-negotiated and lounge
must be separated from the other facilities. The contract for the lounge
must be cancelled.

Opportunities / Risks:

= There might be an opportunity for a Star Alliance lounge in JFK T4.

= Changes in the flight program bear a risk, as they have a high impact
on the profitability analysis of an own versus a third party lounge

= An additional risk is seen as VARIG has to find a lounge contract at
peak hours
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10.

10.1

10.2

Maintenance & Engineering

Status Quo

While searching for improvements and/or changes for the sole purpose of
recovery in the area of Aircraft Maintenance, we have to take in considera-
tion the maintenance responsibilities of the operator VARIG as well as those
of its present aircraft maintenance provider VARIG Engineering & Mainte-
nance (VEM). The separation of the Aircraft Maintenance Division (VEM)
from the Aircraft Operator (VARIG) in 2001 was intended to create an inde-
pendent Aircraft Maintenance Organization (MRO) to be operated as a Profit
Center under the name of VARIG Engineering & Maintenance (VEM).

From the start, the fledgling MRO was depending on VARIG at a ratio of
80/20 with a minimal change to a ratio of 70/30 at present. The goal set at
the start-up phase to reach a midterm ratio of 50/50 does not seem realistic
at this point. The operational conditions of the airline overall did not allow an
independent development of the MRO during the past 3 %2 years.

With all legal requirements considered on paper, the Aircraft Maintenance
Division of VARIG, organized under the VP Operation & Maintenance merely
presents itself as a box in the organization chart with no substantial man-
power and authority to fulfill its responsibilities.

Recommended Improvement Measures

The following recommendations are all cost reduction related and do not
depend on recommendations to be introduced in other organizations. How-
ever, all recommendations introduced to the aircraft operation will further
improve the anticipated benefits in Aircraft Maintenance with additional cost
reductions for the operator. The overall cost reductions for the operator
(maintenance related) are estimated at 25% to 30%.

The cost reductions generated for the operator VARIG will benefit VEM as
well. Freed capacity in almost all areas and aggressive marketing of their
products will help reaching the desired independence and beyond.

Some recommendations will have immediate measurable (financial) effects,
for others preparations are necessary to accomplish the intended results.
The success in general must be a team-effort of the Aircraft Maintenance
Division of the operator VARIG and the MRO (VEM) based on clearly de-
fined goals by management.
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10.2.1

The key to success however, will be the change from the model of “Power
by the Month” to a very detailed calculated VEM-budget with a reimburse-
ment structure following the principle of “Power by the Hour™. A formula
must be adopted to deal with aircraft maintenance related services provided
by the MRO but solely controlled by operator.

To meet future expectations it is of utmost importance for the MRO to move
from the present functional structure of organization to a process orientated
organization. Providing customers with the highest quality of service on a
daily basis, it is necessary to have an organizational structure that generates
positive conflicts between the leading units resulting in optimal benefits to
the operator/customer.

MAINTENANCE 01: Development of a customized mainte-
nance program

Current Status:

The Aircraft Maintenance Program in place is based on Manufacturers
recommendations with little VARIG/VEM experience incorporated. This fact
contributes to an expensive maintenance operation.

Measure Description:

VARIG has to develop a Maintenance Program (customized Maintenance
Schedule {MS}) tailored to the needs of the operator VARIG under the
premises of Safety, Reliability and Economics. For reasons of personnel
capacity this task has to be shared with the Engineering Division of VEM
especially as it concerns the program details for the different fleets and
aircraft configurations. Especially in the area of the biggest fleet (737) the
letter-check intervals will have to be escalated. In a very first step, VEM will
have to inform VARIG about the amounts for (1) routine work, (2) non-
routine work, (3) special items for phase-in and (4) return conditions for
phase out.

Future Status:

With a state-of-the-art Maintenance Program in place inspection intervals
can be escalated, aircraft ground time for maintenance reduced and the
quality of the product Maintenance improved.

Cost Saving / Revenue Generation Potential:

Escalation of letter checks (B737-300, -400, -500)

* The current “power by the month” concept of maintenance cost does not
make the maintenance cost transparent to the customer (VARIG). As op-
posed to the “power by the hour” concept, which incorporates a maintenance
price per flight hour, this concept would give the company more control over
maintenance cost, since the hourly rate is comparable with that of other
maintenance suppliers.
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9.89 Fh x 365 days x 43 A/C -Checks with Fh intervals
9.89 Fh x 365 days x 43 AIC = -Checks with Fh intervals
Difference: - fewer A-Checks to be preformed per year

Estimated cost reductions per year = uUss$

(Even more savings are possible with the planned enlargement of the B737
fleet, but not incorporated into the Business Plan yet). Nevertheless, further
investigations will take place in the coming weeks.

Required investment (Cash-Outflow):
There is no investment necessary to accomplish the task. The engineering
gualifications available will take on the challenge.

Required time for implementation / Required time for first results:
With a working group established (VARIG-Maintenance and VEM) the task
should be accomplished in 6 month, considering the approval process by
government agencies (DAC).

Required Manpower input for the project:

= 1 working-group leader (VARIG-Maintenance)

m 4 planning engineers of System Engineering (VEM)
m External expertise is recommended

Preconditions / Dependencies:
Installation of a working-group

Opportunities / Risks:

Improvement of product quality based on internationally excepted stan-
dards and optimization of manpower and ground-time used to maintain the
fleets.

As a risk have to be considered some of the specific rules in force through
Leasing Contracts. Risks and opportunities have to be weighed and deci-
sions made to the benefit of VARIG and VEM.
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10.2.2 MAINTENANCE 02: Parameters to measure performance of
aircraft maintenance in all sectors

Current Status:

At present only sporadic attempts are made to use tools available to
measure the quality of performance either as evidence or justification.
Measure Description:

Parameters to measure quality performance in all areas of aircraft mainte-
nance must be evaluated routinely. They include manpower requirements,
calculated hours vs. hours used, interaction of different work classifications
and maintaining of allowed ground-times. Each of the parameters must
show a management desired standard of quality. Listing must be based on
local requirements.

Future Status:

Plan and result are compared for every task/check. Deviations (+/-) are
evaluated and corrective measures initiated as warranted.

Cost Saving / Revenue Generation Potential:

Recalculation of Letter Checks:

Standard values A-Check, Lufthansa Technik:

B737 fleets = . Mhr ground time I hrs. Wide body = . Mhr ground time
I hrs. VEM calculation: - Mhr for A-Check (this A-Check currently con-
tains parts of the C-Check).

We estimate at least - reduction in man-hours as feasible (especially in
the C- and D-Checks. Re-calculation of manpower requirements for all
letter checks is a prerequisite for future improvement measures. All possi-
ble measures considered, estimated cost reduction - USS$ per year
Although this assumption is understood to be conservative, further investi-
gation in this measure will take place in the future.

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:

Up to 6 month

Required Manpower input for the project:

External assistance is recommended

Preconditions / Dependencies:

Job description for Planners

Opportunities / Risks:

Using the tools to there full potential, the maintenance production, produc-
tion planning, system engineering and management have control over the
total spectrum of their responsibilities and can react to deviations in a
timely manner to prevent negative (financial) consequences.
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10.2.3 MAINTENANCE 03: Introduce “Non Maintenance Stations”

Current Status:

There are 32 domestic station of a total of 35 staffed with 244 technicians.

In addition own personnel support 18 foreign stations with a total of 56

technicians. Their workload in many cases does not warrant staffing by

own personnel. There is no technical reason for continuing with Transit

Inspections performed by technical staff.

Measure Description:

Abolish Transit Inspection requirements on domestic and foreign stations.

It is not a requirement set by the manufacturer to have technicians / me-

chanics perform this service. Instead have the “pilot not flying” perform the

“Walk-around” (Transit Inspection), a task that is already part of his duties.

This practice is introduced around the world with great success for many

years now. This measure is strongly linked to the measure “MAINTE-

NANCE 01, Development of a customized maintenance program”.

Future Status:

Maintain technical personnel on those stations with multiple transits and

overnights only as well as stations with geographic and other service re-

lated constraints. All other stations are to be protected with “on-call”-

service agreements through 3'd-parties in cases of technical discrepancies

and rectification of snacks. Use Star Alliance in support.

Cost Saving / Revenue Generation Potential:

The cost savings are seen in the area of personnel cost, station allow-

ances, space rental, tools and equipment etc. It is estimated that a total of

Technicians/Mechanics can be returned to home base. This has a total

cost saving of approx. - US$ per year (including employers contri-

bution). The measure will start with stations, where more than one stop

occurs. In a step-wise approach also the one-stop stations will be inte-

grated, to ensure internal as well as authority acceptance.

Required investment (Cash-Outflow):

None, as the freed workforce will be utilized for additional third party work

(following the explanation, that VEM had to turn down approximately

USS$ of external requests. (In case, that layoffs are necessary, VEM is

obliged for payment of approximately - US$)

Required time for implementation / Required time for first results:

Approximately 3 to 9 months with first results following parallel to the intro-

duction- of the reduction potential should be reached after 6 month

Required Manpower input for the project:

None

Preconditions / Dependencies:

m Entering into an agreement with flight crew division to change traditional
practice

m Adaptation of the Maintenance Program in place

m Negotiating changes and achieve acceptance by DAC
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Opportunities / Risks:

The risk involved is statistically under 5%* involvement of 3’d—party help.
Response to assist may be slower than own personnel. All risk factors
must be weighed in view of cost reductions.* Lufthansa Technik experi-
ence. Working conditions are to be included into the investigation, as cock-
pit crew is not expected to work close to fuel.
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10.2.4 MAINTENANCE 04: Control compliance with Aircraft Mainte-
nance Program

Current Status:

VARIG does not adequately control the activities of the aircraft mainte-
nance provider (MRO) as required.

Measure Description:

The controlling function is guarantied by a qualified representation of
VARIG present at all decision-making meetings of the MRO concerning the
aircraft maintenance of the VARIG fleet(s).

Future Status:

The presence of VARIG will not only fulfill a controlling requirement, but
also through its close proximity to maintenance actions planned, he will
have a good understanding of maintenance constraints. It will play a pivotal
role in arriving at final decisions.

Cost Saving / Revenue Generation Potential:

There will be indirect cost savings by assuring decisions considering
VARIG interests.

This savings are to be seen as future additional savings.

Required investment (Cash-Outflow):

No investment required

Required time for implementation / Required time for first results:
Implementation immediately

Required Manpower input for the project:

Assignment to participate in meetings concerning maintenance planning
must be part of Job description of leading personnel of VARIG-
Maintenance

No extra manpower required

Preconditions / Dependencies:

Requirement already in place

Opportunities / Risks:

No risks involved but optimization of the services provided by the MRO
with focus on economics. Safety and Reliability is never in guestion.
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10.2.5 MAINTENANCE 05: Establish Mid- and Long-Term Planning (3 -
5 years)

Current Status:

Mid- and long-term planning in reference to fleet composition and opera-
tion, as it is known in the industry, must be made available. Without, it is
practically impossible for the MRO to establish a mid- and long-term plan-
ning in their areas of responsibility such as:

m Principle strategy and development of the MRO

Production Planning

Manpower capacity

Training

Investments for technical equipment and facilities

Marketing

m (Listing incomplete, does not consider specific local requirements)
Measure Description:

A mid- and long-term strategy for fleet composition and operation, translat-
ing into mid- to long-term plans, in support of the planning requirements of
the MRO and the operator must be made available.

Future Status:

Periodically updated mid- and long-term plans provided by the operator are
crucial to the economical well being of the MRO. It will put the MRO in a
position to react timely to changes effecting their own operation with sub-
sequent marketing efforts.

Cost Saving / Revenue Generation Potential:

Already included in the other estimations regarding fleet homogenization
and general reduction of maintenance costs.

Required investment (Cash-Outflow):

No investment required

Required time for implementation / Required time for first results:

A timeframe of 6 months is estimated for implementation. Within 12 month
results will show.

Required Manpower input for the project:

Quialified staff is available

External assistance is recommended

Preconditions / Dependencies:

No preconditions or dependencies known other than establishing mid- and
long-term plans.

Opportunities / Risks:

Planning stability will be in support of the cost reducing efforts of operator
and MRO.
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10.2.6 MAINTENANCE 06: Aggressive marketing of product(s)

Current Status:

The ratio between maintenance work performed for VARIG and other cus-
tomers was 80/20 in 2001 and has improved to 70/30 at present.

This is by far not a well-balanced ratio for an independent MRO; the de-
pendency on work through VARIG remains an overwhelming necessity.
Measure Description:

Introduce an aggressive marketing program for VEM, intended to gain a
greater share of the domestic and international aircraft maintenance mar-
ket with the mid-term goal of a 50/50 ratio viewing a 40/60 ratio.

Future Status:

With lesser dependency on work through VARIG the chances improve to
overcome fluctuations in work volume created by the prime customer. The
status as an independent MRO will strengthen.

Cost Saving / Revenue Generation Potential:

A revenue generation potential is very real and important to the MRO. The
cost saving measures introduced to benefit VARIG will free capacity, which
in turn will allow accepting customers before additional personnel has to be
considered.

These potentials are to be seen as future additional savings or future addi-
tional revenue generation potentials.

Required investment (Cash-Outflow):

Travel expenses of approximately h USS$ per year

Required time for implementation / Required time for first results:

3 months to modify the present marketing plan. First results to be expected
within 6 months.

Required Manpower input for the project:

Marketing group (sales people on the road) of 6 to 8 members.

No external assistance necessary

Preconditions / Dependencies:

None

Opportunities / Risks:
Group will become the backbone of the independent operation as a MRO.
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10.2.7 MAINTENANCE 07: Personnel allotments for all tasks

Current Status:

Required manpower is assigned to tasks based on past experience and
fair judgment by leading personnel.

Measure Description:

Repetitive inspections, standard tasks and extra work (such as Component
changes) are carefully calculated in terms of technical qualifications re-
quired, time and number of personnel needed. Planners will call upon the
assistance of leading production personnel to recalculate the present struc-
ture (Manpower/man-hours) applying logic and common sense. Newly
established targets will be tested real time and introduced. With conditions
varying from aircraft to aircraft, permanent monitoring is required to recog-
nize developing “roadblocks” and enable the planner to initiate corrective
actions. It is not advisable to publish these changes since they are plan-
ning parameters only and not related to payment structures. However, it
will be the responsibility of supervisory staff of production to assign qualifi-
cations and manpower according to the newly established targets.

Future Status:

Personnel assignments to tasks will be by qualification and calculated time
requirements for routine work. Time requirements to rectify findings are a
percentage of the routine work. Both factors signify 100% of the workload.
After each event planned data will be compared with actual data and ad-
justments are initiated as warranted.

Cost Saving / Revenue Generation Potential:

This measure is strongly linked to measure “Parameters to measure per-
formance of aircraft maintenance in all sectors”, were the savings are al-
ready incorporated.

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
Approximately 6 to 9 months considering external support.

Required Manpower input for the project:

External assistance is recommended

Preconditions / Dependencies:

Management decision to go ahead with project

Opportunities / Risks:

Savings in general and improved supervision over personnel requirements
as well as utilization. No risk just improvements.
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10.2.8 MAINTENANCE 08: Utilization of extended operational
Ground-time for maintenance work

Current Status:

The use of operational ground-time for aircraft maintenance is somewhat
rigid based on principle decisions made with parties concerned at the be-
ginning of a flight-plan period. Considering the permanent changes of an
ongoing flight-operation a greater flexibility is needed to accommodate
maintenance requirements.

Measure Description:

Enhance the flexible approach of using extended ground-times for opera-
tional reasons at any station as time available to perform maintenance
including extra work. This philosophy must include the acceptance of air-
craft and/or equipment changes (on the part of operation control) affecting
stations, other than the base-stations, where capacity is available and ma-
terial/components can be provided.

Future Status:

Only under rare circumstances will it be necessary to ferry or re-route an
aircraft back to a base-station. The norm must be that aircraft with techni-
cal issues is repaired wherever ground-time is available.

Cost Saving / Revenue Generation Potential:

With less time wasted to bring an aircraft back to base but instead using
ground-time available at stops along the scheduled route additional ex-
penses will be kept low, translating into cost savings.

These savings are to be seen as future additional savings.

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
Immediate implementation is possible. Result to follow immediately.
Required Manpower input for the project:

External assistance recommended

Preconditions / Dependencies:

Negotiating program with Flight Operation Department.

Investigate viewpoint of DAC and initiate approval proceedings as required.
Train planners in new practice.

Opportunities / Risks:

Additional improvement of efficiency of operation including cost savings.
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10.2.9 MAINTENANCE 09: New maintenance philosophy to comple-
ment new rotation plans

Current Status:

The maintenance philosophy applied today has all marks of an obedient

behavior towards manufacturers recommendations. The manufacturers

recommendations are to be taken for what they are, recommendations
only. It is the operators freedom to introduce his experience under consid-
eration of safety, reliability and economy to the extent provided by the au-
thority and under consideration of leasing requirements.

Measure Description:

Market opportunities are the driving force of the aircraft rotation plans of

the future. The extremely competitive airline market requires the MRO to

assist its customer with cost reducing measures such as:

m Eliminating Transit Inspections.

m Escalating Check Intervals based on own evaluations and internationally
accepted experiences.

m Rethinking the composition of maintenance checks with the intention of
minimizing the amount of extra out of service days for maintenance rea-
sons.

m Performing routine checks and extra work at stations with extended
ground-time for operational reasons.

Future Status:

Greatly improved efficiency in Maintenance and Line Maintenance per-

formance domestically and abroad.

Cost Saving / Revenue Generation Potential:

Already incorporated within measures MAINTENANCE 01 — 03

Required investment (Cash-Outflow):

No investment necessary

Required time for implementation / Required time for first results:

The implementation period for the proposal is estimated to take 12 months.

First results will be experienced immediately with the introduction of each

segment of the proposal.

Required Manpower input for the project:

No additional internal manpower required.

External expertise is recommended

Preconditions / Dependencies:

Negotiate program with Flight Crew Department(s). Investigate viewpoint of

DAC and initiate approval process where applicable.

Opportunities / Risks:

Achieving international standards in aircraft maintenance. Becoming an

important player in the highly competitive aircraft maintenance market.
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10.2.10 MAINTENANCE 10: Maintenance organizations at stations of
terminating flights

Current Status:

All aircraft receive daily overnight inspections at terminating stations.
Measure Description:

Change overnight inspection requirements for Narrow Body Fleet from 24-
hour calendar time to 48-hour calendar time. Manufacturers propose this
modernized concept to “low cost carriers” for modern fleets.

Future Status:

Incorporate change in existing customized Maintenance Program (MS).
Cost Saving / Revenue Generation Potential:

Reduction of Night-Stop routine maintenance events by 50%.

This savings are to be seen as future additional savings.
Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
Approval proceedings by DAC estimated at 6 month
Required Manpower input for the project:

Locally none

External support recommended

Preconditions / Dependencies:

Acceptance of proposal by DAC

Opportunities / Risks:

Cost reduction, no risk.
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10.2.11 MAINTENANCE 11: Management Information System (MIS)

Current Status:

The Management Information System (MIS) in place, in a statistical format,
is presented to the accountable management periodically. Goals, as quality
standards set by management in each category are the measuring sticks
by which management can/must react to targets missed. Only few quality
indicators are providing targets by which quality can be measured.
Measure Description:

The information provided in the MIS are not meant to be a statistical mass
of production data only. The production data are giving management feed-
back on accomplishments relative to annual workload programs, training
requirements, personnel turnover, statistics on performances including
scheduled/unscheduled out-of-service-days, duration of events, cabin
standard data, incident and accidents etc. Careful analysis and critical
judgment is necessary to identify areas of possible improvements and to
initiate actions. The listing is incomplete; it may have to include in addition
data only relevant to the VARIG operation.

Future Status:

The MIS provides management with a tool to recognize deviations to the
current company policies and standards, allowing changes and adjust-
ments at an early stage minimizing the chances for costly corrections in the
future.

Cost Saving / Revenue Generation Potential:

The cost saving potential is undisputable. However, it is problematic to
estimate any amount because the effects of the tool depend on circum-
stances which cannot be predicted in advance.

This savings are to be seen as future additional savings.

Required investment (Cash-Outflow):

Not evident at this point

Required time for implementation / Required time for first results:
6 month are estimated for implementation

Required Manpower input for the project:

Task already established. Next level of utilization must be reached.
External assistance is recommended

Preconditions / Dependencies:

None

Opportunities / Risks:

The operation will become transparent. No risks
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10.2.12 MAINTENANCE 12: Introduce tool in Aircraft Maintenance to
create Job-Cards

Current Status:

Job-Cards used in Line Maintenance (Transit Inspection — ETOPS,
Monthly Check B777 etc.) are created as a Word-document. The layout in
principle leaves some room for improvement, but represents a workable
solution. Job-Cards in use for all events performed as so-called Hangar
Maintenance (Letter Checks) including A-Checks performed on Line Sta-
tions are starting with a VEM designed coversheet. It includes relevant
data about the job in question. Attached to the coversheet are the relevant
task cards of the manufacturer. This is in many ways a very inefficient
and expensive way of providing work instructions to mechanics on the
floor. The manufacturer is building aircraft he is not maintaining aircraft! It
is self-explaining that the manufacturer has no maintenance experience
and is not considering economic factors important to the MRO and or op-
erator nor can he consider local circumstances. Task cards provided by the
manufacturer contain irrelevant information and references which make
them user-unfriendly resulting in additional time requirements leading to
unnecessary expenses.

Measure Description:

Introduction of a graphic and text tool specially design for job-card devel-
opment such as GATE (Graphic And Text Environment). There are a vari-
ety of similar tools offered on the IT-market. All these tools enable the de-
velopment of user-friendly job-cards based on MPD’s and customized
Maintenance Schedules (MS)considering airline experiences and local
constraints to optimize workflows and to reduce time for performance.

Future Status:

With the introduction of a graphic and text tool the average time required

for “Letter Checks” can be reduced significantly. With factors, such as air-
craft ground-time, Mh/skill, special tools and consumables known this will
allow an exact calculation.

After completion of event a re-calculation is done and adjustments are
made if warranted. There are tools available to measure productivity in all
areas of maintenance. At the same time the quality of work will improve.

Cost Saving / Revenue Generation Potential:

Cost savings can only be estimated based on previous experience in simi-
lar situations (reduction in time for inspection tasks, improved Work-
documentation) They become part of the overall cost reductions and en-
sure that the expectations (goals) are met and exceeded.
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Required investment (Cash-Outflow):
Graphic and text tools are available on the market for
approximately - USs$

Required time for implementation / Required time for first results:
12 months for introduction of the system with first results evident as system
is being used.

Required Manpower input for the project:
The responsible planning department as a whole will be involved.
External support during the introduction is recommended

Preconditions / Dependencies:
Selection of best suited IT-solution

Opportunities / Risks:
Significant cost reduction, improved quality of product and shorter down-
time of aircratt.
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10.2.13 MAINTENANCE 13: Manifestation of VARIG image

Current Status:

Specific standards for the cabin interior and passenger convenience are
not in place. An aircraft-wash schedule for the purpose of external appear-
ance is not established.

Measure Description:

Management must establish cabin standards; they are part of the sales
tools and a trademark of the company. The appearance of the exterior is a
significant part of the company’s image and must be of great concern.
Future Status:

Management must establish minimum cabin standards based on high qual-
ity industry standards. Job-card planning must provide job cards accord-
ingly and start educating the staff. An aircraft-wash schedule has to be
developed (VEM Planning) based on industry standards and local require-
ments. The wash-schedule must be introduced as integral part of the main-
tenance program.

Cost Saving / Revenue Generation Potential:

Cost savings are unguestionable. Clean exterior surfaces save fuel.

An above average cabin standard and a clean exterior have positive sales
effects.

This savings are to be seen as future additional savings.

Required investment (Cash-Outflow):

Designation of aircraft wash station(s) according to local rules (environ-
ment). A detailed investigation is necessary to determine investment that
includes equipment. Aircraft wash crews have to be established at desig-
nated locations. Farm-out of task has to be weighed against constraints
using own personnel.

Required time for implementation / Required time for first results:
12 months. Results are gradually visible beginning with the program.
Required Manpower input for the project:

No extra manpower required investigating project.

Job card planning will be in charge of developing relevant job-cards.
External assistance with experience in the field is recommended
Preconditions / Dependencies:

Guidelines for cabin standards provided by management. Aircraft-wash
destinations are investigated and environmental feasibilities assured. Air-
craft wash schedules must be established.

Opportunities / Risks:

Improvement of company image
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10.2.14 MAINTENANCE 14: Additional external profit due to normali-
zation of maintenance operation

The additional workload for VEM originated by the grounded aircraft is esti-
mated by VEM with - of the total workload (considering productive & non-
productive personnel), also representing the effects of limited spare part
availability.

Estimation: Use of annual budget at a ratio of 62:38 (manpower:material
suggests: - US$ at a ratio _ US$ for labor expenses. ‘
of labor expenses are - US$. As VEM has stated, they had to turn
down requests worth approximately - US$ in 2005. If we assume, that
the same workload “invested” into VARIG due to the cash flow position,
would have been used for third party work, this amount -or even more (due

to a third party markup)- would have been feasible and entirely considered
as profit. Additional profit® in the range of minimum * USs$.

10.3 Additional information

Aircraft Maintenance related cost reductions are explained in 3 major cate-

gories:

1. indirect cost reductions by improving internal structures, new strategies
between operator and MRO and organization(s) through:

Development of customized Maintenance Program

Parameters to measure performance

Introduction of Non-Maintenance Stations

Enhanced Management Information System (MIS)

Introduction of IT-tool to create Job-cards

Reorganization of VARIG Maintenance

Process orientated organization for VEM.

2. direct cost reductions of 25 to 30% directly benefiting the operator, due
to structural adjustments on the part of operator (VARIG) and MRO
(VEM) with immediate budgetary consequences through:

Control compliance with aircraft maintenance program

Establish Mid- & Long-Term Planning

Aggressive marketing of VEM products

Calculation of personnel allotments for all tasks

New maintenance philosophy to complement new rotation plan

3. Cost reductions based on new flexibilities of the restructured operator
(only estimation of cost reductions possible) through:

o New maintenance philosophy to complement new rotation plan

O O O0OO0OO0OO0OOo

O OO0 O0Oo

° This additional profit is only of direct interest for VARIG, as long as VEM is a 100% affiliate
and if VARIG fully benefits of the VEM profits. It is not taken into consideration for the opera-
tional result of VARIG.
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11.

11.1

11.2

0 Manifestation of VARIG image
Flight Operations and Catering

Status Quo

As seen in the fleet section, VARIG operates a diversified fleet with various
configurations. Some systems used are outdated (Crew Pairing, Flight Plan-
ning) or not existent (e.g. Flight Watch, ACARS). Implemented procedures
and their appliance are neither investigated nor controlled. International best
practices are not fully incorporated into VARIG's flight operations area. The
interface for Catering between In-flight provisioning and Marketing are not
entirely clear and synergy losses occur.

The lack of a company strategy leads to a “silo” optimization in all decisions
within the area.

The investigations into the area of Flight Operations and Catering reveal
significant improvement potential related to personnel costs, fuel costs and
other cost factors, as for instance Catering or Air Traffic Control (ATC)
charges.

Recommended Improvement Measures

Generally in the aviation business, Flight Operations is - similar to Engineer-
ing & Maintenance - responsible for significant cost positions of an airline
allowing for corresponding improvements on the cost side.

As pre-condition, some supportive measures such as for instance the instal-
lation and use of ACARS, a reliable Flight Watch and a state of the art tool
for crew pairing as well as Flight Planning are indispensable. Also the close
interaction with the civil aviation authorities is indispensable.

These pre-conditions - combined with an integrated fuel management,
streamlined processes and reduced manpower - will enable VARIG to gain
significant savings with regards to fuel and personnel costs. Process investi-
gation and streamlining, as for instance in the area of catering, allow for
additional savings without compromising quality.

In parallel to the described savings measures, VARIG has to overcome the
silo-mentality and to ensure company-wide uniform decision-making-
processes. The future developments within VARIG will start from the top with
® anew company strategy (please refer to section Corporate Strategy),

® business unit strategy,
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business process definition,

definition of the suiting organization & management of production,
investigation into the mandatory working tools for production,
definition of the manpower qualification,

adjustment of the mandatory manpower

one Flight Base Concept and

one Training Base Concept

All these measures will lead to a streamlined, more efficient and effective
production process. Please find below the respective measures for im-
provement.
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11.2.1 OPERATIONS 01: IFM, Integrated Fuel Management (complete
package)

Current Status:

There is no integrated fuel management process in place at VARIG.

= Various business and/or operation departments engaged with fuel re-
lated management task

= no integrated coordination

= no integrated coordinated fuel conservation activities

Measure Description:

We suggest at first a conceptual project design of Integrated Fuel Manage-

ment in VARIG:

= Fuel supply

= Operation

= Business System Administration

Assessment of fuel related business/operation task

identification of redesign of business processes and operational procedures

implementation of fuel conservation measures

rules and regulation

Please observe detailed activity measures in the single following measures

related to IFM

Future Status:

Fuel management will be coordinated by a centralized Fuel Management

Center, fuel conservation activities will be initiated and coordinated by a fuel

conservation group

Cost Saving / Revenue Generation Potential:

Please refer to the various following measures relating to IFM, where the

cost savings and revenue generation potentials are listed and described.

Required investment (Cash-Outflow):

TBD (LIDO Flight Planning, etc.)

Required time for implementation:

2 — 24 months(part/full program)

Required time for first results:

2 — 12 months

Required Manpower input for the project:

VARIG: 300 man days

External assistance is recommended

Preconditions/Dependencies:

LIDO Flight Planning Tool

ACARS

Opportunities:

Considerable fuel cost saving potential

Risks:

None
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11.2.2 OPERATIONS 02: Fuel Conservation, Destination Alternate

Current Status:

Alternate Aerodromes are not selected on basis of most economical fuel
criteria.

According to VARIG/VARIGLOG fuel policy the selection of an alternate
airport distinguishes between airports with an alternate distance less than
100 NM (Nautical Miles) and above 100NM. For alternates with an alternate
distance less than 100 NM following airport weather minima must exists:
for the Destination: ceiling and visibility 100% above the published minima
(e.g. ILS Minima). For the alternate, the airport forecast must be VMC.

An examination of approximately 80 actual flight plans in June 2005 showed
that no flight plan was calculated with an alternate distance less than 100
NM but all alternates were chosen with an alternate distance above 100 NM
For example: all flights into S&o Paulo Guarulhos ( GRU ) showed the al-
ternate RIO de Janeiro International Airport ( GIG ) instead of choosing
the alternate Sdo Paulo Campinas/Viracopos ( VCP)
It seems that longer alternate distances are taken into consideration after
crew request in order to increase the minim take-off-fuel.
Measure Description:
(part of measure OPERATIONS 01)
= Most economical destination alternates will be traced.
= Different destination alternates will be determined and offered on flight
plan
Change the procedure of selection of alternate airports in order not to dis-
tinguish between alternates distances less or above 100 NM but choose in
general ( airport weather forecast, Notam, aircraft performance a.s.o. per-
mitting ) the alternate with the closed distance from the destination.
Example:
a) CPQ for GRU
b) EWR for JFK
c) CDG for LHR
All destinations which are used by VARIG/VARIGLOG shall be checked in
order to identify closer alternates.
Future Status:
After introduction and implementation by Director Flight Ops some opera-
tional flight plan will show an alternate which is closer to the destination thus
showing lower trip-fuel/minimum fuel required.
= Minimum take-off fuel will be reduced by reduced alternate fuel
= QOccasional payload increase
= Reduced alternate fuel and reduced fuel consumption
Cost Saving / Revenue Generation Potential:

- of total fuel cost
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Since there was no time to check all destinations for better alternate selec-
tion, only spot-checks had been performed.

Savings will be available for all flights inbound S&o Paulo / GRU except for
flights from Rio de Janeiro, since on that leg econ-fueling is required.

The selection of Campinas instead of Rio den Janeiro will result in an mile-
age saving of approximately 150 NM per flight.

Since the reduction in mileage will result in a reduction in Alternate fuel and
thus in lower trip fuel consumption, following savings can be obtained, even
when assuming that the selection of a shorter alternate will only be practi-
cable in 50% of all the cases as in other cases weather and/or Notam does
not allow this selection:

The number of flights is based on flight schedule data as of 22.07.2005
Destination S&o Paulo / GRU
Type of aircraft  number of flights

savings/flight savings total

B737 27
B757 6
B767 3
B777 5
MD11 9
Total 50

Savings for flights to GRU will result in approximately USS$ per year
Destination JFK

Flight GIG — JFK with alternate EWR instead of PHL will result in a mileage
saving of approximately 40 NM thus giving a saving in fuel consumption of
approximately 180KG/DAY for B777 flight.

Type of aircraft  number of flights  savings/flight savings total
B777 1
Savings for flights to JFK will already result in USS$ per year

Destination LHR

Flight GIG — LHR with alternate LGW instead of CDG will result in a mileage
saving of approximately 156 NM thus giving a saving in fuel consumption of
approximately 1000KG/DAY for B777 flight.

Type of aircraft  number of flights  savings/flight savings total
B777 1
Savings for flights to LHR will already result in YEAR

It is estimated that this procedure can be extended to other destinations:
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e.g. alternate SDU for GIG for allowed B737 aircraft which are flying regular
to SDU, e.g. shuttle SDU-CGH vv. GRU for CGH, as first alternate, other
combinations have to be identified.

Cost saving of approximately _ per year

Required investment (Cash-Outflow):

None’

Update of documents, crew training, airport analysis has to be performed by
internal staff.

Required time for implementation:

14 days

After coordination with Director Flight Operation and Fleet manager and
checking documentation, implementation may start immediately
Results are available immediately.

Required time for first results:

As soon as possible

Required Manpower input for the project:
VARIG: 10 days
External assistance is recommended

Preconditions / Dependencies:

Director Flight Operation of VARIG/VARIGLOG must support the decision.
Control functions must be performed by Fleet Management to check the
amount of extra-fuel taken by individual cockpit-crews after the introduction,
in order to avoid contra productivity.

e.g. the lower minimum fuel figures shown in the flight plan shall not be
equalized by taking more extra fuel into consideration.

Opportunities:

=  Fuel conservation

= Marginal additional revenue generation potential
Risks:

None
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11.2.3 OPERATIONS 03: Fuel Conservation, Contingency Fuel Calcu-
lation

Current Status:

Contingency fuel is based on 10% of trip fuel.

Reserve-FUEL for all VARIG and VARIGLOG flights is calculated as fol-
lows:

10% of the trip-flight-time with a fuel flow according to the last route-
segment of the flight before reaching the top-of-descent.

This calculation is based on rules and regulations imposed by the Brazilian
Civil Aviation Authority

The amount of RES-FUEL will be decreased for all

-narrow body aircraft with a flight time of exceeding 3 hours and

-wide body aircraft with a flight time exceeding 6 hours flight time by
applying the fuel-reclearance-procedure.

Load-reclearance is applied in all cases of a load penalty.

Measure Description:

(part of measure OPERATIONS 01)

Contingency fuel should be based on the higher of 5% of trip fuel or 20 min.
cruise fuel

Approval must be obtained from the CAA in order to change the procedure
of calculating the RES — FUEL within VARIG and VARIGLOG fuel policy
according to standard used by other international airlines also belonging to
the Star Alliance.

Following procedure shall be introduced:

RES-FUEL is an amount of fuel, which must be carried to “Unexpected
Deviations” from planned operating conditions.

RES-FUEL is the lesser of 5% of the trip-fuel or fuel sufficient for 20 min-
utes flying time based upon the planned trip fuel consumption. It shall never
be less than an amount to fly for 5 minutes at holding speed at 1500 feet
above the destination aerodrome in standard conditions. The amount of
RES-FUEL is converted into endurance by application of the formula:
RES-TIME = RES-FUEL(KG) : TRIP-FUEL(KG) X TRIP-Time(min)

The procedure of applying the reclearance calculation remains unchanged.
Future Status:

Minimum take-off fuel will be reduced, occasional payload increase, re-
duced trip-fuel

After approval, implementation and adoption by flight crew all operational
flight plan will show the reduced RES-FUEL amount

Cost Saving / Revenue Generation Potential:

Based on the number of actual flights as from 22/07/2005 following amount
of flights had been performed:

VARIG B733 336 flights
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VARIG B757 flights
VARIG B767 flights
VARIG B777 | flights and
VARIG M11 flights

Total - flights  (obviously the number given by CCO does not
include the daily shuttle services SDU-CGH vv since they
operate on a standard flight plan and are not calculated individually )

Therefore these flights are not included in my estimates.

VARIGLOG B722 @ flights
VARIGLOG B72F Jflights
VARIGLOG D1F Qg flights
VARIGLOG M1F [ flights

Total B fiights

Since the reduction in the calculation of RES-FUEL results in a reduction in
aircraft weight and thus in lower TRIP-FUEL consumption following savings
can be obtained:

Data indicate savings in fuel and costs for VARIG Airline

Aircraft type  amount of flights  saving per flight total savings
B733
B757
B767
B777
M11

Savings/day -

Data indicate savings in fuel and costs for VARIGLOG

B722 13flights
B72 F 4flights
D1F 3flights

4flights

Savings per year =
Cost savings of approximately US$ per year
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Required investment (Cash-Outflow):
shall be included in new flight planning System e.g. LIDO

siTA: [ uss
Crew Training, update of documents, training in CCO: - US$

Required time for implementation:

2 — 4months

After approval has been received from CAA Brazil and after coordination
with Director Flight Operation and Fleet manager and after necessary train-
ing has been completed a maximum of 4 weeks for implementation. Results
are available immediately.

Required Manpower input for the project:

VARIG: 20 man days

Within Director Flight Operation ( RIO OZ) 10 man days.

Within General Manager CCO ( GIG CA ) 10 man days for preparation of
documents.

Within CCO 1 hour training per dispatcher. This training could be done dur-
ing shift duties, provided training material has been made available in due
time

Preconditions / Dependencies:

Approval from Director Civil Aviation Authorities must be obtained.

Director Flight Operation of VARIG/VARIGLOG must support the decision.
Control functions must be performed by Fleet Management to check the
amount of extra-fuel taken by individual cockpit-crews after the introduction,
in order to avoid contra productivity.

E.g. the lower minimum fuel figures shown in the flight plan shall not be
equalized by taking more extra fuel into consideration.

Faultless flight briefing and in-flight watch condition

Opportunities:

= Fuel conservation

= Marginal additional revenue generation potential
Risks:

= Rejection of Brazilian CAA

= Non compliance of Flight Crews to new procedure
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11.2.4 OPERATIONS 04: Fuel Conservation, Cruise Speed Calculation

Current Status:

Cruise speed based on fixed speed regime / fixed index speed regime

Measure Description:

(part of measure OPERATIONS 01)

= Development and installation of VARIG cost index

= Development and introduction of variable cruise speed regime based on
VARIG cost index

Future Status:

= most fuel / cost effective cruise speed procedure

= fuel conservation

= minimum takeoff fuel reduction

= occasional payload increase

Cost Saving / Revenue Generation Potential:

1,5% fuel cost assessment

Cost savings of approximately - US$

This amount is based on the investigations in VARIG, that a optimized

cruise speed appliance is not checked. Nevertheless, a thorough investiga-

tion will take place in the future.

Required investment (Cash-Outflow):

None

Required time for implementation:

3 — 5 months

Required time for first results:

3 — 5 months

Required Manpower input for the project:

VARIG: 50 man days

Preconditions / Dependencies:

= Flight Planning System

= Flight planning procedure implementation

=  precise investigation on Rules & Regulations

= dispatch training

= pilot training

Opportunities:

= Fuel conservation

= Marginal additional revenue generation potential

Risks:

None
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11.2.5 OPERATIONS 05: Fuel Conservation, Precision of Zero Fuel
Weight

Current Status:
Precision of EZFW > 1,5 t at T-75 minutes
As one example may serve the cargo figures:
Whenever no actual cargo load data are made available a standard amount
of :

- 200 KG for narrow body aircraft and

- 500 KG for wide body aircraft
are assumed to be on board.
Measure Description:
(part of measure OPERATIONS 01)
Introduction of weight management for precision of EZFW < _
minutes
Future Status:
Precise EZFW (Estimated Zero Fuel Weight) will contribute considerably in
decreasing trip fuel calculation on basis of AZFW (Actual Zero Fuel Weight).
Cost Saving / Revenue Generation Potential:
Trip fuel reduction of -short range, - long range flights _
short / long range flights / day)
US$ m per year
Required investment (Cash-Outflow):

USS$ for weight manager program introduction

Required time for implementation:

2 — 4 months
Required time for first results:
2 — 4 months

Required Manpower input for the project:
VARIG: 25 man days

Preconditions / Dependencies:

Production process redesign

Opportunities:

=  Fuel conservation

= Marginal additional revenue generation potential
Risks:

None
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11.2.6 OPERATIONS 06: Fuel Conservation, Cockpit crew cruise
procedure & performance enhancement

Current Status:

No standard cruise procedure application

Measure Description:

(part of measure OPERATIONS 01)

= Cockpit crew cruise procedure and performance enhancement by intro-
duction of index based variable cruise speed procedure

=  block-time reconsideration and other means

Future Status:

Performance increase: fuel conservation, OTP, passenger connectivity and

others

Cost Saving / Revenue Generation Potential:

US $ 5,0m

This amount is based on the investigations in VARIG, that a optimized crew

cruise procedure & performance enhancement is not adequately checked (if

applied by the crew). Nevertheless, a thorough investigation will take place

in the future.

Required investment (Cash-Outflow):

None

Required time for implementation:

2 — 4 months

Required time for first results:

2 — 4 months

Required Manpower input for the project:

VARIG 100 man days

Preconditions / Dependencies:

None

Opportunities:

Performance enhancement

Risks:

None
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11.2.7 OPERATIONS 07: Fuel Conservation, Weight Watching

Current Status:

Lack of focus on aircraft weight related catering material

Measure Description:

(part of measure OPERATIONS 01)

Installation of catering weight watcher group

“Weight Watchers Working Group Installation”. First investigation into over-

all weight optimization of the operational weight of VARIG aircraft are start-

ing. In average, a reduction of of operational weight saves approx.

USS$ per one way long haul flight. Some samples:

= The already initiated approach to verify the true need for beverages on
the long haul shows an average overload of min. Wt.

= Reduction in newspapers amounts up to more than [ year

= |nvestigation into optimization of Sony devices load is under way

Dozens of additional / potential activities will have to be identified by this

new “Weight Watchers Working Group”, as for instance investigations into

the work pad instead of manuals (OPERATIONS 18), seats, trolleys, gal-

leys, containers, flight entertainment, ...

Future Status:

= Continuous service chain assessment

= weight reduced o/b service

Cost Saving / Revenue Generation Potential:

fuel conservation

Cost savings of approximately - USS$ per year

Required investment (Cash-Outflow):

None

Required time for implementation:

2 — 4 months

Required time for first results:

2 — 4 months

Required Manpower input for the project:

VARIG 25 man days

Preconditions / Dependencies:

None

Opportunities:

Fuel conservation

Risks:

None
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11.2.8 OPERATIONS 08: Fuel Conservation, Aircraft aerodynamical
cleanliness improvement

Current Status:
Unscheduled aircraft aerodynamical cleanliness checks
Measure Description:
(part of measure OPERATIONS 01)
Scheduled aircraft aerodynamical cleanliness checks on i.e. seals, doors,
airframe and engine washing
Future Status:
Positive impact and enhancement of aircraft tail-sign performance factor
Cost Saving / Revenue Generation Potential:
0,5 % increase of aircraft performance factor,
fuel conservation
Cost saving of approximately - USS$ per year
Required investment (Cash-Outflow):
Operating Cost:
USS$ per year for engine wash & inspection/year
Required time for implementation:

2 — 4 months
Required time for first results:
2 — 4 months

Required Manpower input for the project:
VARIG: 30 man days

Preconditions / Dependencies:

None

Opportunities:

= Fuel conservation

= engine life

Risks:

None
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11.2.9 OPERATIONS 09: Fuel Conservation, Water uplift procedure

Current Status:

Full water supply is given to all flights within VARIG ops independent from
any other factor involved. There is no check on length of flight in terms of
block time nor in terms of booked passengers. For the time being the follow-
ing amount of water is always carried on board of each flight:

B737 = KG
B757= KG
B767 = KG
B777 = KG
MD11 = KG

Measure Description:
(part of measure OPERATIONS 01)
Introduction of a simple decision list which must be made available to sta-
tion personnel as well maintenance as well as crew member identifying the
necessary amount of water to be carried on board in regard to:
a) Length of flight and
b) Number of booked passenger
c) Availability of water supply at next destination
E.g.
- For short range flights B737 a reduction of . % of water supply
- For B757 same procedure.
- For B767 reduction on short range flights should be higher than for
long range. A general reduction is to be foreseen
- For B777 the amount of water will be definitively to high, even on
long range sector flights, a reduction is to be foreseen.
The same procedure applies for the MD11 where even 4 tanks for water are
installed with a total weight of - KG.

Future Status:

Aircraft weight reduction by simple water uplift procedure
Cost Saving / Revenue Generation Potential:

Cost saving of minimum - US$ per year

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
For necessary checks to identify the amount of used water quantity a few
weeks. Could be easily implemented, just check the amount of water used
during several flights and introduce a decision making lists, that will take
into consideration the number if booked passengers and length of flight
Could be introduced within 1 — 2 months
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Required Manpower input for the project:
VARIG: 15 man days

Preconditions / Dependencies:
All aircraft must be equipped with a water selection switch.

Opportunities:
Fuel conservation
Risks:

None
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11.2.10 OPERATIONS 10: Fuel Conservation, Block time reconsidera-
tion

Current Status:

Coordination between commercial and flight operation is currently insuffi-
cient in terms of economical block time coordination
Measure Description:

(part of measure OPERATIONS 01)

Establishment of coordinated planning procedures
Future Status:

Block time planning procedures taking economical flight procedures into
account

Cost Saving / Revenue Generation Potential:

Goal setting: . of direct flight operation production cost
Cost saving of approximately USS$ per year
Required investment (Cash-Outflow):

TBD

Required time for implementation:

2 — 4 months

Required time for first results:

2 — 4 months

Required Manpower input for the project:

VARIG 100 man days

Preconditions / Dependencies:

Slot time allocation

Opportunities:

Considerable reduction of system immanent failure cost
Risks:

None
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11.2.11 OPERATIONS 11: Fuel Conservation, Aircraft Loading, Mean
Aerodynamical Chord (MAC)

Current Status:

Insufficient recognition of economical aircraft loading
Measure Description:

(part of measure OPERATIONS 01)

Development and implementation of loading and boarding system with co-
ordinated optimization of aircraft center of gravity (CG)
Future Status:

30% of all flights in improved aft CG situation

Cost Saving / Revenue Generation Potential:
0,1% of total fuel consumption

Cost saving of approximately - USS$ per year
Required investment (Cash-Outflow):

None

Required time for implementation:

2 — 6 months

Required time for first results:

3 months

Required Manpower input for the project:

VARIG: 30 man days

Preconditions / Dependencies:

None

Opportunities:

Fuel savings

Risks:

None
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11.2.12 OPERATIONS 12: Installation of Aircraft Communication Ad-
dressing and Reporting System (ACARS) on long range air-
craft

Current Status:

No ACARS facility

Measure Description:

Installation of ACARS on long range aircraft

Future Status:

= Improvement of operational control by ACARS

=  Flight watch enabled

= Communication improvement for operational decision making

= Ops control => a/c vv.

Cost Saving / Revenue Generation Potential:

Cost saving of approximately - US$ per year and

Additional revenue generation of approximately - USS$ per year
Required investment (Cash-Outflow):

The installation of the ACARS system on the entire long-haul VARIG fleet
would cost - US$. Assuming that in the near future some MD11 and
Boeing 767 aircraft will leave VARIG's fleet and be replaced by other wide-
body aircraft (e.g. B777) we assume a total necessary invest of ap-
proximately - USS$ (as most of the aircraft to be replaced do not have
the required but expensive ACARS hardware).

Required time for implementation:

TBD

Required time for first results:

TBD

Required Manpower input for the project:

VARIG: 50 man days

External assistance is recommended

Preconditions:

Technical feasibility

Dependencies:

This tool is a precondition for various improvement / cost saving measures
within Flight Operations

Opportunities:

Considerable improvement of operational control

Risks:

None
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11.2.13 OPERATIONS 13: Change current Flight Planning Solution

Current Status:

VARIG uses the SITA flight planning system for dispatch. Altogether there
are 6 different systems in use at the Operations Control Center (OCC) with-
out any integration. This leads to immense manual effort for gathering in-
formation from different sources and redundant data input.

As one cost factor impacted by the Flight Planning Tool, ATC charges are
an increasing factor in flight operation and are of great influence to the re-
sults for each airline. The present flight planning system does not allow
optimization in terms of the minimum ATC charges nor does the system
show any amount of money that will came into effectiveness when flying
this route.

Measure Description:

Decide on the already proposed and evaluated flight planning solution with
guaranteed minimum yearly savings of ca. - US$ against the current
flight preparation system. For design and implementation take the recom-
mended organizational changes into account.

Future Status:

A new flight planning solution will provide the dispatcher with a powerful tool
to better control aircraft operating costs (time), fuel costs and ATC charges.
On a particular day it might make more sense to decide on a Minimum Time
Track calculation. This could be the case for delayed flights, which need to
make up lost time. Other days it might be more economical to decide for a
Minimum Cost Track calculation or a Minimum Fuel Track if tank capacity is
a limiting factor. All of this information is available to the dispatcher. A new
flight planning solution includes all of the information in a way that the dis-
patcher is able to make the right decision based on daily operational needs
and for the convenience to the airline.

A Flight Watch system links aeronautical information such as weather and
airspace conditions with other data direct from the aircraft and radar sta-
tions on the ground to calculate the exact position, altitude, speed and di-
rection of an airplane. Fuel reserves and other flight-related data can also
be measured. The results are displayed geographically on the screen di-
rectly from the new Flight Watch system, allowing dispatchers to select
suitable routes or alternate airports without having to carry out a complex
search.

Cost Saving/Revenue Generation Potential:

There are several offers available to VARIG, which include ATC charges,
e.g. avoiding Canary airspace for flights between RIO/GRU and FRA vv will
result in US$ savings per flight. It is in the interest of VARIG to decide
which system should be made available for introduction. But special atten-
tion should be drawn to the fact that automated interfaces between Flight-
Planning and other system like Ops-Control (Net-Line-Ops), Crew Control,
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WAB, DCS and others are made available.
Annual savings are expected at a minimum of - US$ per year in ATC
charges and fuel

Required investment (Cash-Outflow):

Costs of approximately USS$ per year for flight planning system (while
the current provider charges of approx. USS$ are not applicable any
more.)

Costs of approximately ' USS$ per year for flight watch system,
Costs of approximately USS$ per year (ACARS costs for data transfer
of position reports)

Investment of approximately - US$ one-time invest for renewal of .
dispatcher desktops

Required time for implementation / Required time for first results:
6 months

Required Manpower input for the project:
Man days VARIG 240
External assistance is recommended

Preconditions / Dependencies:

= Overlap with improvement measures for operations.

= The system is prerequisite for the centralization and improvement of
dispatch.

=  For using Flight Watch the installation of ACARS in the cockpit is re-
quired, this investment is not included in this measure, please refer to
OPERATIONS 12

Opportunities / Risks:

A modular solution provides a flexible structure for future optimization and
integration for processing and administration of all aeronautical information.
A Flight Watch tool is mandatory for a proactive Dispatch Center, which will
help achieving other savings, like optimizing destination-alternate and in-
flight re-clearance.
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11.2.14 OPERATIONS 14: IT-Solution Crew Management

Current Status:
Around - of the crewmembers work fewer hours than minimum payment
guarantee and therefore receive compensation payments while around -
of the crew works more than the optimum number of hours and get extra
compensation. So the crew planning is not optimized. Please find some
samples:
= Manual production of flight scheduling
= No IT-assist. on economic development of monthly crew rostering
= No automated integration of duty limitation
= No automated integration of request features
VARIG’s employment policies for the shuttle service and for flights between
different time zones lead to unproductive pairing solutions.
Measure Description:
Investigate in personnel (Rules & Regulations / working conditions) first and
analyze requirements for an IT solution based on the business and process
needs. Evaluate system alternatives for their functional capabilities, busi-
ness support, risk to implement and costs to maintain and run. Consider
integration benefits for the complete crew management process and the
operational cost center in order to fully support the business processes.
Future Status:
With a crew pairing system pairings can be optimized to save costs for
compensation payments, standby and deadhead hours as well as travel
costs and expenses. An integrated system can reduce workload in the ros-
tering and tracking and eliminate manual re-planning effort.
Cost Saving/Revenue Generation Potential:

US$ savings in crew salaries, hotel and expenses through opti-
mized and more productive pairings.
(estimated on a 1% reduction of annual crew travel expenses 41.6m US$
and annual Crew salaries: 294,5m US$). This estimation is very conserva-
tive. Industry benchmark assumes optimization potential of approximately 2-
5%)
Required investment (Cash-Outflow):
Investment of - US$ one-time for crew management system and im-
plementation
Required time for implementation / Required time for first results:
6 months
Required Manpower input for the project:
Man days VARIG 480
External assistance is recommended
Preconditions / Dependencies:
Overlap with crew reduction measure is possible.
Unbiased tool evaluation has to be done prior to trial or implementation of a
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specific system. In the evaluation one has to consider investments to be
made but also effort and risk for implementation and most of all the benefit
of the solution.

Result-oriented crew employment Rules & Regulations / working conditions
are necessary to enable pairing for different time-zones, merge crews for
shuttle and longer flights to personnel and additional costs.

Opportunities / Risks:

Before implementing or even installing a trial of a new Sabre release it is
crucial to assess problems of the failed implementation, requirements that
could not be achieved and improvements of the new release. Otherwise the
risk is too high to fail again with the system implementation because expec-
tations cannot be met.
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11.2.15 OPERATIONS 15: Cockpit Crew Capacity Planning

Current Status:

Due to historic developments, the number of active cockpit crew shows a

considerable surplus. In 2001 VARIG operated about 118 aircraft, today

only 78 without adjusting the respective personnel structure accordingly.

Measure Description:

= Identification of true demand of line cockpit crew members in terms of
cockpit crews needed for support duties

= Identification of necessary organizational structure

= ldentification of necessary training structure

= |dentification of necessary support functions

= New organizational production process orientated structure of flight
operations

Future Status:

Lean, production process orientated structure of flight operation. Future

promotions are associated to the station of GRU. It has to be ensured, that

cockpit crew numbers is in line with future fleet and network structure

(avoidance of unnecessary indemnity / training costs).

Cost Saving / Revenue Generation Potential:

VARIG currently employs 1677 pilots for its 78 aircraft, out of which only 64
are operating. This translates to a ratio of 21,5 pilots/aircraft. In a bench-
mark study of 6 major global airlines and 10 Latin-American airlines, Luf-
thansa Consulting concluded that the number of pilots per aircraft exceed
by 43% that of comparable carriers. Since structural issues (e.g. current
network and fleet structures as well conventions with unions) affect these
figures we estimate for the purpose of this business plan a reduction of -
of pilots/aircraft was assumed. A renegotiation of the collective agreement
is highly recommended.

By this measure a saving of - USS$ per year (including employers
contribution) can be achieved. According to current regulations additional
- US$ would be necessary to proceed with the layoffs. However, Luf-
thansa Consulting recommends renegotiating this value as well.

This figure has been taken as a base for the cost planning in the Business
Plan for 2006; from 2007 further productivity achievements will be achieved
by concentrating all operations in S&o Paulo.

Required investment (Cash-Outflow):
TBD

Required time for implementation:

3- 8 months
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Required time for first results:
3 — 12 months

Required Manpower input for the project:
VARIG: 50 man days
External assistance is recommended

Preconditions / Dependencies:
The most important precondition/dependency is to be seen with the fleet
and network development.

Opportunities:

Considerable chances of:

= New working contracts line ops

=  New working rules & regulations line ops

= Redesign spectrum of flight operation management

= Redesigned working processes in flight operation and adjacent depart-
ments

Risks:

Employee dissatisfaction

Union agreement negotiations
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11.2.16 OPERATIONS 16: Cabin Crew Capacity Planning

Current Status:

This measure has to be further analyzed to identify exact saving potentials.
Measure Description:

Identification of true demand of line cabin crew members, incl. training,
management and support. Investigation into the need of a segregation of
continental / intercontinental crews. Optimization of crew quantity (legal
minimum as base and service related extra cabin crews only after verifica-
tion of need and agreement between Operations and Commercial.

Future Status:

Lean, production process orientated structure, quality and quantity of cabin
service department. Future promotions are associated to the station of
GRU. It has to be ensured, that cabin crew numbers is in line with future
fleet and network structure.

Cost Saving / Revenue Generation Potential:

This measure has to be further analyzed to identify accurately saving poten-
tials.

Required investment (Cash-Outflow):

TBD

Required time for implementation:

3 -8 months

Required time for first results:

3 —12 months

Required Manpower input for the project:

VARIG: 30 man days

External assistance is recommended

Preconditions / Dependencies:

The most important precondition/dependency is connected to the fleet and

network development.

Opportunities:

Considerable chances of:

= New working contracts line ops

= New working rules & regulations line ops

= Redesign spectrum of flight operation management

= Redesigned working processes in flight operation and adjacent depart-
ments

Risks:

Employee dissatisfaction

Union agreement negotiation
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11.2.17 OPERATIONS 17: Improvement of Operational Performance by
Pilot work pad

Current Status:
The Dispatching department calculates all Weight-Charts for the different
aircraft and engine types. The pilot uses these tables to interpolate the best
engine thrust depending on aircraft weight, weather conditions, runway
limitations and obstacles.
Measure Description:
Evaluate the business case for installing an automatic take-off performance
calculation. Benchmark the system results with actual calculations, if a more
accurate calculation allows a cost reduction for maintenance due to reduced
engine thrust and a revenue increase for the possibility of additional pay-
load.
Future Status:
An automatic Take-Off Performance Calculation allows cockpit crews or
dispatchers to run instant single point take-off performance calculations.
This is possible on mobile computing devices for onboard use as well as on
normal PCs for dispatchers. Calculations will be based on the systems’
Airport/Obstacle database. A full optimization concerning thrust reduction
and take-off weight is possible.
Cost Saving/Revenue Generation Potential:
A cost reduction cannot be calculated yet, but through a more accurate
calculation of engine thrust more payload and less maintenance costs will
be expected. Experience shows a seven digit savings potential.
Additional savings are to be expected due to the availability of Computer
Based Training
Required investment (Cash-Outflow):
USS$ one-time for airport data

USS$ per year regular costs for software license, software maintenance
and airport data (60 months contract)
Eventually investment for work pads in the range of - UISH
Required time for implementation / Required time for first results:
6 months
Required Manpower input for the project:
Man days VARIG 240; External assistance is recommended
Preconditions / Dependencies:
Depending on the chosen solution pilot work pads could be necessary to do
calculations on board.
Local obstacle information has to be obtained for the calculation.
Opportunities / Risks:
For other airlines an automated Take-Off Performance Calculation leaded
to enough savings in order to justify investments in pilot work pads.
Additional benefits of a work pad regarding adequate self training means
and adequate communication without touching base are to be expected.
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11.2.18 OPERATIONS 18: Inflight-Catering Optimization

Current Status:

VARIG in the past mostly worked on the content of the inflight-catering

product. In other words, meals were reduced or changes in the products

were established.

Measure Description:

Investigation in all inflight contents. Questioning of all possibilities for re-

use, substitutes of same quality but lower price, new contract partners, etc.

Fuel and cash flow savings due to optimized / reduced operational weight

will be included in the Weight Watchers Group measure.

Future Status:

The inflight-catering content will continuously be checked and controlled in

order to ensure that within the given framework of a catering concept (which

is developed within Marketing and is based on competition and strategic

parameters) all savings potential is identified and relevant improvements

are implemented.

Cost Saving / Revenue Generation Potential:

= VARIG passenger use approximately [JJJJ]llil earphones / month. The
earphones can either be purchased or overhauled. Currently approx.
26% of the earphones are collected and overhauled fT
US$/each. The rest is purchased new with a price of US$/each.
VARIG will re-collect and overhaul approx. 65—75% of used earphones.

= Cease snhackbar and sandwich catering on night flights. Utilization sta-
tistics show a minimum in utilization of the catered snackbar and sand-
wich available for the time between services. Due to this, the above
mentioned services is cancelled with immediate effect.

= Revise laundry services at stations abroad. Currently the laundry for
pillows and sheets in FRA is at approximately [JJJJll US$ / month with
14/7 frequencies. In other stations in Europe, as for instance MIL or
MAD, the costs for 7/7 are approx. [l TUS$ / month. FRA and other
stations will be investigated and re-negotiated. (This savings are to be
seen as future additional savings)

=  First revision of newspapers and Journals in domestic service. Cancel-
lation of some journals, a reduction of used amounts of some journals
and a new concept for newspapers for the shuttle service (after 02:00
pm VARIG will serve the “ICARO Express” instead of other newspa-
pers.

= Substitution of costly catering items by less expensive ones. Through
Lufthansa Consulting support in procedure definition, an additional
I USs$ per year were already identified

All above measures, have an estimated yearly cost reduction - USs,
that is already implemented within 3" quarter 2005.
All other savings are to be seen as future additional savings.
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Required investment (Cash-Outflow):
None

Required time for implementation / Required time for first results:
Already implemented in August 2005

Required Manpower input for the project:
No additional external manpower necessary

Preconditions / Dependencies:

A controlling concept for all proposed measures has to be developed and
must be consequently checked in order to ensure that the forecasted sav-
ings are materialized.

This measure is closely linked to the OPERATIONS Measure of Weight
Watching.

Opportunities / Risks:

The savings potential mentioned in this measure is limited to optimization in
the defined marketing catering concept. Due to this fact, all investigations
have to be agreed with Marketing and Cabin Crew in order to guarantee a
smooth introduction without compromising quality.
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11.2.19 OPERATIONS 19: Selection of arrival runway

Current Status:
The present SITA system used in VARIG Flight Dispatch does not show nor
select the arrival runway in the destination airport / reclearance airport.
in regard to

- forecasted wind/weather conditions

- runway availability according performance data

- runway availability according current Notam

- as.o.
Therefore always the longest possible distance from the last checkpoint to
the airport is taken into consideration and fuel necessary is calculated but
not to that specific runway that will be selected/being in use upon arrival
Measure Description:
All Operational Flight Plans should be based on the arrival runway taking
into considerations like

- forecasted wind/velocity at arrival airport

- runway availability according valid Notam

- runway availability according aircraft landing performance data.

- runway strength, single wheel load, published all-up-weights

- published approach procedures.
This selected runway shall be shown to the operating crew on the opera-
tional-flight-plan and be monitored during flight in order to identify possible
changes to the planned data.
Future Status:
All operational-flight-plan will show and be based on departure and arrival
runway. This will lead to less inbound distances in approximately 20% of all
cases
Cost Saving/Revenue Generation Potential:
Savings per year will be = - m US$
Required investment (Cash-Outflow):
Should be part of the new flight-planning-system
Required time for implementation / Required time for first results:
See measure OPERATIONS 13
Required Manpower input for the project:
See measure OPERATIONS 13
Preconditions / Dependencies:
See measure OPERATIONS 13
Opportunities / Risks:
None
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11.2.20 OPERATIONS 20: Shuttle services SDU - CGH and vice versa

Current Status:
Take-off-fuel figures for the flights between SDU and CGH and vice versa
are standardized for B737 aircraft.
e.g. For B737-300 from SDU to CGH = 7.700 KG and
from CGH to SDU = 5.500 KG
Measure Description:
Standard take off fuel figures shall be deleted. The amount of take-off-fuel
shall be based on actual figures e.g.
= aircraft weight,
= flight time,
= alternate selected
= aircraft performance including deviation factor
=  as.o.
Future Status:
Individual take-off-fuel data will be used and standard values be cancelled.
Cost Saving/Revenue Generation Potential:
Since for the time being economic fueling is required for the sector SDU -
CGH only the sector CGH — SDU will really safe costs.
Savings per year will be = 0,1 US$
Required investment (Cash-Outflow):
See measure OPERATIONS 13
Required time for implementation / Required time for first results:
See measure OPERATIONS 13
Required Manpower input for the project:
See measure OPERATIONS 13
Preconditions / Dependencies:
See measure OPERATIONS 13
Opportunities / Risks:
See measure OPERATIONS 13
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11.2.21 OPERATIONS 21: Reduction in Repetitive Flight Plan (RPL)
usage

Current Status:

Repetitive flight-plans ( RPL ) are used for all flights within Brazil and flights
to/from Argentina, Paraguay, and Uruguay. They always refer to one stan-
dard routing and one standard flight level. There is no optimization possible
neither horizontal nor vertical, since routing and flight level are already
stored and may not allow a better solution.

Although the operational flight plan is calculated individually, it will in almost
all cases follow the data and information as stored in the RPL.

Measure Description:

The usage of RPL shall be restricted to the absolutes minimum.

It shall strictly be limited to flights, where definitively no horizontal nor verti-
cal deviation will be expected.

Future Status:

After implementation more flights as of today have to be calculated individ-
ual, but will bring fuel-reductions to the company.

Cost Saving/Revenue Generation Potential:

Based on the amount of:

. flights with a flight time up to one hour
. flights with a flight time 0100 — 0200 hours
= flights with a flight time exceeding 0200 hours

for flight savings might be eligible.

For flights a saving of - trip fuel per fIighW of the flights is

assumed and for . flights a saving in trip fuel of per flight for - is
assumed.

Approximately savings per year =

Required investment (Cash-Outflow):

New flight planning system

Required time for implementation / Required time for first results:
After coordination with Director Flight Operation and Fleet manager and
Station Management individual flight-planning and filing of ATS flight plan
can start immediately. Results are available immediately.

Required Manpower input for the project:

See requirements for installation of a new flight-planning-system.
Preconditions / Dependencies:

Director Flight Operation of VARIG/VARIGLOG must support the decision.
Opportunities / Risks:

None
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12. Information Technology and MIS

12.1 Status Quo

Analysis of VARIG IT reveals the typical problems of an internal IT organiza-
tion not well aligned with business strategy. Project portfolio is not derived
from strategic business goals. Neither project proposals nor running projects
are decided upon in a proper manner. Professional project management is
not implemented sufficiently. Substantial part of IT cost is not correctly ac-
counted for or is taken for free as being part of administration overhead cost,
e.g. effort of own IT personal or of contractors not being hired for particular
projects. The relation of staffing and value contribution is in no way obvious.

In addition, IT support for various business processes can be optimized.
Immediate cost reduction is possible for several infrastructure areas,
whereas implementation of up to date solutions in well defined project sce-
narios can help either to cut transaction cost for business processes or even
to generate substantial additional revenue.

12.2 Recommended improvement measures

Please find in the following sub-chapters the various improvement meas-
ures.

VARIG Recovery Plan
Operational Restructuring Plan

156



12.2.1 IT 01: Establish IT Strategy and Budgeting Process

Current Status:

Presently no dedicated IT budget exists which covers all activities. Projects
are defined by gathering user requests and wishes for IT activities without
clear procedure to define priorities and portfolio. Neither total cost of owner-
ship nor return of investment is normally known. Most projects are rather
small and corresponding to that the number of projects is huge. Much of
work is done more in a day-to-day manner based an single activities that in
a project management environment.

Measure Description:

Establish IT budgeting and portfolio mechanism based on strategic princi-
ples. Any project proposal must provide complete business case including
information about business alignment, total cost of ownership and predicted
return of investment.

Any IT cost incl. internal effort, maintenance, services etc. has to budgeted

in the IT budgeting process, and be controlled appropriately. Cost and effort
have to be based on an IT architecture planning. In that, IT architecture has
to based on application architecture which has to reflect business needs.

Until this framework be established, stop all projects except maintenance
for vital functions and compliance with legal regulations. Require valid busi-
ness case for any new project or restart of existing project by fourth quarter
2005.

Future Status:

Structured planning of IT cost and benefits, complemented with transparent
IT Controlling.

Cost Saving / Revenue Generation Potential:

No direct impact on IT cost, but absolutely necessary in order to discuss IT
cost in some reasonable manner.

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
Implementation can take place in 2005

First results will show in 2006

Required Manpower input for the project:

Man days VARIG 50

External assistance is recommended

Preconditions / Dependencies:

Decision to stop projects enables contingency plan for short-term reduction
of IT staff cost (see IT 02/STRUCTURE 13).

Opportunities / Risks:
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12.2.2 IT 02: Contingency Plan IT Organization & Staffing

Current Status:

Corporate IT of VARIG presently has 138 functionaries and 104 contractors,
generating personnel cost of approximately 9,6m US$ including tax and
benefits. Allocation of personnel and HR budget to the functional teams
within HR is not very clear. The relation of support staff for business critical
vs. uncritical functions is not balanced.

Measure Description:

Based on project freeze (see IT 01), Corporate IT focus on vital processes
and applications, terminate contracts of vendors and allow for fluctuation of
functionaries. Reduction target should be at least 1/3 of present cost of third
guarter 2005. This can be obtained by termination of 80% of vendors con-
tracts and by reduction of number of functionaries by approx. . or equiva-
lent reduction of working time for all functionaries.

Future Status:

After implementation of contingency plan. IT staffing will have to be re-
viewed based on new definition of IT strategic position and governance.
This will further reduce internal IT staff (see STRUCTURE 13).

Cost Saving/Revenue Generation Potential:

Reduction of 80% of vendor volume: - USS$ per year.

Layoff of . functionaries or equiv. reduction of working time: - USS$ per
year

Required investment (Cash-Outflow):

Vendor termination: 0

Layoff of functionaries: - US$ / Reduction of working time: none.
Required time for implementation / Required time for first results:
Third quarter 2005

First results will show in fourth quarter 2005

Required Manpower input for the project:

Man days VARIG 20

External assistance is recommended

Preconditions / Dependencies:

First step to long term repositioning (see STRUCTURE 13). Requires ap-
propriate HR framework.

Opportunities / Risks:
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12.2.3 IT 03: WAN Communication Links, Shift to DSL

Current Status:

As many airlines do, VARIG relies on SITA lines to connect to her remote
locations.

Measure Description:

Shift Communication Links from present SITA lines to DSL, either again
provided by SITA or by third party provider.

Future Status:

Remote locations are connected via DSL

Cost Saving/Revenue Generation Potential:

- USS$ per year.

Required investment (Cash-Outflow):

I uss

Required time for implementation / Required time for first results:
Business plan and project plan by third quarter 2005. Decide and start pro-
ject by fourth quarter 2005. Implementation and results in 2006

Required Manpower input for the project:

Man days VARIG 200

No external assistance required.

Preconditions / Dependencies:

Due diligence of existing SITA contracts. Effort to be verified in project plan.
Opportunities / Risks:

Investment is deduced from benchmark, not from detailed planning. SITA
penalties might cause a problem. Is to be clarified in setup of business plan.
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12.2.4 IT 04: Mainframe Data Center, Renegotiate outsourcing con-
tract

Current Status:

Presently IBM operates Mainframe Data Center. Present contract volume is
approx. 1,2m US$ per month. Contract expired by June 2005. Present op-
eration is based on intermediate agreement. For contract renewal, VARIG
negotiates exclusively with IBM.

Measure Description:

Put IBM contract renewal under competitive pressure. This will enhance the
ability of VARIG to negotiate appropriate prices. Set up joint purchasing and
IT initiative. Approach selected vendors directly and invite them to make
proposal based on the framework of VARIG rehabilitation plan.

Future Status:

Mainframe Data Center is operated by IBM under new contract or by com-
petitor. No functional difference in relation to today.

Cost Saving/Revenue Generation Potential:

Cost Saving Target: Uss$
Optimistic Estimate: Uss$
Required investment (Cash-Outflow):
Option IBM: 0

Option Competitor: to be evaluated in set up of business case

Required time for implementation / Required time for first results:
Tender and decision in fourth quarter 2005.

Impact on cash flow from second quarter 2006.

Required Manpower input for the project:

Man days VARIG 80

External assistance is recommended

Preconditions / Dependencies:

Direct contact with possible IBM competitors before inviting proposals. Bun-
dling of IT and purchasing experience.

Opportunities / Risks:

If substantial price reduction is not feasible, contract only for shorter period
(e.g. 2 years) to enable migration on different platform according to result of
SALES 03.
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12.2.5 IT 05: Mainframe Data Center Downsizing

Current Status:

Besides IRIS reservation system and related applications, several other
systems, e.g. passenger Revenue Accounting, run on the IBM host. Present
cost is 2,9m USS$ per year.

Measure Description:

Set up analysis of possible migration to new technology platform. Findings
should be verified by pilot project migrating a small, non business critical
application.

Future Status:

Result of study will define realistic savings, necessary investment and effort.
Cost Saving/Revenue Generation Potential:

Cost reduction by downsizing can result in savings from 0 to approx. 2,2m
USS$ per year, depending on particular VARIG situation. No rule of thumb
exists.

Required investment (Cash-Outflow):

Result of analysis.

Required time for implementation / Required time for first results:
Result of analysis.

Required Manpower input for the project:

Man days VARIG: TBD

External assistance is recommended

Preconditions / Dependencies:

No migration project should be done without preparation as described
above.

Opportunities / Risks:

If not properly prepared, downsizing applications is an extreme com-
mercial and operational risk. It is not just a technical migration, but for
complex applications comes very close to the implementation of a new sys-
tem. Applications have to be frozen for the entire duration of the migration
project. For business critical applications, a error proof fallback scenario is
necessary. In particular, passenger Revenue Accounting should not be
touched without a successful pilot project, and without the experience
coming out of the migration of a medium sized application in the same
environment.
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12.2.6 IT 06: Desktop Infrastructure, Substitute CUTE Terminals

Current Status:

At the airports VARIG presently relies on a SITA Cute Environment, as
most airlines. In 13 domestic locations, the installations are not really
shared, but used exclusively by VARIG. Technically, it is possible to substi-
tute Cute Infrastructure by dedicated VARIG terminals, printers and net-
works or to switch to other.

Measure Description:

Switch from Cute to dedicated environment.

In a first step, set up proper analysis of possible future scenarios. That has
to include inspection of present SITA contracts with respect to termination
penalties, Airport regulations about access to their environment, and func-
tional and technical requirements for the new solution. Based on that, issue
a Request for Proposal (RFP) to relevant providers.

Future Status:

Airport infrastructure is run by VARIG in defined domestic locations or by
alternate provider.

Cost Saving/Revenue Generation Potential:

Estimated cost savings - US$ per year.

Required investment (Cash-Outflow):

Result of proposal evaluation.

Required time for implementation / Required time for first results:
Result of proposed evaluation.

Required Manpower input for the project:

Man days VARIG 80 — 130

External assistance is recommended

Preconditions / Dependencies:

Legal situation with SITA and Airports has to be clarified.

Opportunities / Risks:

Proposal seems to be more robust and value generating if included in over-
all measure to cut desktop and associated LAN cost (see IT 07).
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12.2.7 1T 07: Desktop Infrastructure, Full Service Model

Current Status:

VARIG presently delivers desktop PCs and related services to the company
in a non integrated manner. E.g. in new project proposals, calculation is
mainly based on hardware cost and related capital cost, with a rather small
amount of effort taken into account for engineering, implementation, ser-
vices, etc. Industry experience shows that hidden cost related to PCs can
lead to total cost of ownership (TCO) being more than two or three times
the initial investment.

Present investment proposals (renewal program, Iris+ proposal, substitution
of CUTE) sum up to investment needs of approx. USS$, hence poten-
tially generating TCO much higher.

Measure Description:

Set up an integrated service model to package all PC related services, de-
livering only highly standardized configurations, including all types of cost in
the pricing model, and transferring all necessary investment and capital cost
to the provider.

In a first step, a scoping study has to be initiated to analyze all desktop re-
lated cost and define complete scope of the model.

Future Status:

VARIG will have an integrated service model, making all PC related cost
transparent and opening up relevant savings potential.

Cost Saving/Revenue Generation Potential:

Lufthansa Benchmark: - USS$ (in one renewal cycle). To be verified in
scoping study.

Required investment (Cash-Outflow):

To be defined in scoping study

Required time for implementation / Required time for first results:
Scoping study 2006 / start of implementation 2006 / first savings 2007
Required Manpower input for the project:

Man days VARIG 100 (scoping study only)

External assistance is recommended

Preconditions / Dependencies:

None

Opportunities / Risks:

None
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13. Human Resource Management

13.1 Status Quo

In the framework of preparing a business plan for VARIG, the goal of this
assessment was the identification of cost cutting potential in regards to Hu-
man Resources. For this reason the analysis of Human Resource Manage-
ment was primarily focused on the number and costs of employees instead
of the performance of the department of Human Resources Management
(i.e. processes, instruments).

Nevertheless Lufthansa Consulting observed that the department of Human
Resources Management focuses mainly on administrative work. This focus
causes a lack of complementary HR services, such as training and devel-
opment, performance measurement, reward and recognition. As these HR
services have only an indirect impact on cost cutting effects, these areas
have not been observed in detail. However, in case of performance im-
provement, these HR processes and instruments have to be tackled.

In regards to the identification of cost cutting potentials, Lufthansa Consult-
ing assessed the following aspects:

=  Workforce

Overtime

Vacation

Absenteeism

Working Conditions / Remuneration / Legal and Corporate Regulations
Current Actions of VARIG's Crisis Management

Based on the information provided by VARIG (status end of May 2005) the
current status can be described as follows:

Workforce

Generally VARIG seems to be overstaffed in many areas. This becomes
particularly obvious in flight operations, where VARIG employs about 1677
pilots and 3081 flight attendants for 78 aircraft. This translates to a ratio of
21.5 pilots and 39.5 flight attendants per aircraft. Taking into account that
VARIG used to have 118 aircraft and has now reduced its fleet to 78 out of
which only 64 are currently operating, the current situation of overstaffing is
obvious.

In a benchmark study comparing VARIG’s crew situation with that of six (6)
major international airlines as well as ten (10) Latin American airlines, Luf-
thansa Consulting compared the number of cockpit and cabin crew per air-
craft.
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Based on this comparison, VARIG’s number of cockpit crew per aircraft is
around 45% higher than that of major global carriers and 55% higher than
Latin American carriers. For cabin crew, the number of crew per aircraft is
comparable to that of major global carriers and - higher than that of the
selected Latin American carriers.

VARIG's situation concerning the number of flight crew is partly due to
VARIG's heterogeneous fleet and the fact that the operational base is not
located in S&o Paulo, causing highly inefficient crew patterns, but also to
legal and corporate regulations, such as the corporate collective agreement
currently in place.

With the efficiency enhancing measures VARIG is currently planning, espe-
cially with the project of moving the company’s flight operations base to S&o
Paulo - an essential part of this business plan — the number of crew neces-
sary to staff the fleet will be gradually reduced. Another important factor is
the move towards fleet homogenization, which greatly increases crew effi-
ciency and reduces the number of flight crew required per aircraft.

Even though benchmarking studies show a further reduction potential,

, and as working assumption for 2007 a further
reduction is planned. At the same time, the number of cabin crew is consid-
ered to stay constant as further calculations are required. Since the number
of cabin crew depends to a great extent on the airline’s service concept,
which has to be reviewed within the next months, this conservative approach
is used at this point of time.

In other technical areas, such as maintenance, IT, sales and outstations the
number of employees has to be evaluated in detail (see technical reports).

VARIG pays about 0,9m US$ the 475 trainees who are working at 25 differ-
ent Brazilian locations. This situation should be reviewed

Although VARIG, VARIGLOG and VEM are individual and independent enti-
ties, a proper reallocation of staff has not happened. Consequently part of
VARIG’s employees is still working for VARIG's subsidiaries. In total 297 of
VARIG’s employees are working for VARIGLOG. The corresponding costs of
11,1m USS$ per year (excluding employer’s contribution) are forwarded to
and reimbursed by VARIGLOG. 150 employees of VARIG are currently
working for VEM in Brazil and abroad. The yearly costs of about 0,9m US$
(excluding employer’s contribution) out of a total of 2,7m US$ (excluding
employer’s contribution) are reimbursed by VEM. The rest of 1,9m US$ (ex-
cluding employer’s contribution) is not charged to VEM.
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Overtime

Despite the apparent overstaffing, VARIG's employees are still working a
high level of overtime. Although some of the overtime is not paid immedi-
ately and therefore does not cause an immediate cash out, employees keep
the right to claim the money, at the latest when they leave the company. In
the first 6 months of 2005, VARIG paid about 0,8m US$ (excluding em-
ployer’s contribution) and still has a backlog of about 1,7m US$ (excluding
employer’s contribution) for performed overtime.

Vacation
The average backlog of vacation is about 13 days per employee.

Absenteeism

Although the existing IT system offers the possibility to administer short term
absenteeism (under 15 days), VARIG is not monitoring short term absentee-
ism. However, VARIG could provide statistics about long-term absenteeism.
During the first 6 months 458 have been absent for at least 180 days (22
pilots, 207 flight attendants and 227 other employees). In average they were
absent about 932 days. Moreover another 582 employees were absent more
than 15 and less than 180 during the same period (22 pilots, 280 flight at-
tendants and 280 other employees).

Working Conditions / Remuneration / Legal and Corporate Regulations
4 different legal regulations (labor law, aviation chapter in the labor law, in-
dustrial collective agreement, and corporate collective agreement) determine
the working conditions at VARIG. The industrial as well as the corporate
collective agreement will expire in December respectively November 2005
and have to be renegotiated.

Currently the working time / flight time is not used in an efficient way due to
the legal regulations and corporate practice. An example for this are all the
employees who are commuting between the place they live and the place
they work. As the working place of employees were not transferred to the
place of the actual work the time spent on commuting is credited to the work-
ing time / flight time account. Another example how working time is ineffi-
ciently used are the stand-by duties. These duties are counted as flight time,
which causes the significant reduction of real flight hours.

VARIG does not have instruments to evaluate performance (neither for
managers nor for employees). Salaries are paid on a 100% fixed basis.
VARIG had in the past as well as in the present problems in financing em-
ployee-related contributions to the social security (INSS) as well to the
FGTS. Currently payments of about 27m US$ are pending. To solve the
financing problem and to pay the debts of the past, financing schemes were
negotiated and established for FGTS and INSS.
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Current Actions of VARIG’s Crisis Management

VARIG has initiated already a number of crisis management measures, such
as stop of recruitments, stop of replacements, stop of salary increases, stop
of external trainings without required trainings (i.e. recurrent trainings for
pilots), establishment of an early retirement scheme.

13.2 Recommended improvement measures

Please find in the following sub-chapters the various improvement meas-
ures.

13.2.1 HR 01: Reallocation of VARIG’s employees to VARIGLOG and
VEM

Current Status:

Although VARIG, VARIGLOG and VEM are individual and independent
entities, a proper reallocation of staff has not happened. Consequently a
part of VARIG’s employees is still working for VARIG's subsidiaries. In total
297 of VARIG’s employees are working for VARIGLOG. The corresponding
costs of 11,1m US$ per year (excluding employer’s contribution) are for-
warded to and reimbursed by VARIGLOG. 150 employees of VARIG are
currently working for VEM in Brazil and abroad. The yearly costs of about
0,846m US$ (excluding employer’s contribution) out of 2,724m US$ (ex-
cluding employer’s contribution) are reimbursed by VEM. The rest of 1,86m
USS$ per year (excluding employer’s contribution) is not charged to VEM.
Measure Description:

Costs that are currently not reimbursed have to be charged immediately to
the respective subsidiary.

As early as possible all employees, being identified to work for the subsidi-
aries only, should be transferred to these companies.

Future Status:

In order to avoid future overlaps of employees amongst the companies of
VARIG Group, every company will employ the staff that it needs and actu-
ally uses.

Cost Saving/Revenue Generation Potential:

297 employees of VARIG are currently working for VARIGLOG (Brazil and
abroad). The yearly costs of 11,1m US$ excluding the employer’s contribu-
tion are currently reimbursed by VARIGLOG. In case that these employees
are no longer needed by VARIGLOG, VARIG is facing additional costs.
Risk for VARIG of additional costs of - US$ per year including
national employer’s contribution plus employer’s contribution for
salaries paid abroad
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Another 150 employees of VARIG are working for VEM. The yearly costs of
about - US$ (excluding employer’s contribution) for 72 employees
are reimbursed by VEM.

Risk for VARIG of additional costs of - US$ per year including em-
ployer’s contribution

VEM is not reimbursing the costs for the other 78 employees. The current
yearly costs for these employees are - US$ (excluding employer’s
contribution). These costs should be forwarded to VEM.

Cost reduction for VARIG of - USS$ per year including national em-
ployer’s contribution plus employer’s contribution for salaries paid
abroad

Required investment (Cash-Outflow):
None

Required time for implementation / Required time for first results:
3 months

Required Manpower input for the project:
VARIG: TBD
No external assistance required.

Preconditions / Dependencies:
Identification of staff, clarification of legal conditions, determination of addi-
tional costs for transfers and negotiations with unions

Opportunities / Risks:
Employees are not willing to be transferred to one of the subsidiaries, resis-
tance by the unions
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13.2.2 HR 02: Layoff of trainees

Current Status:

VARIG pays every year about - USS$ for the 475 trainees, who are
working at 25 different Brazilian locations.

Measure Description:

Laying off trainees as soon as possible as far as an immediate lay off is
possible. Replacement of trainees should not be allowed. In the case that
trainees are working for VARIG free of charge, trainees can still be re-
cruited.

Future Status:

The daily work has to be streamlined, processes optimized and tasks even-
tually reallocated, so that no more trainees are employed in the future.
Cost Saving/Revenue Generation Potential:

Currently 425 trainees are working for VARIG and are costing 75.000 US$
per month (excluding employer’s contribution)

Cost reduction of USS$ per year plus employer’s contribution
Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
1 month

Required Manpower input for the project:

VARIG: TBD

No external assistance required

Preconditions / Dependencies:

Affected departments have to be informed and must prepare for the upcom-
ing loss of workforce

Opportunities / Risks:

Technical areas are depending on trainees as trainees are misused as
cheap workforce, Resistance by technical areas has to be expected, as
work has to be reallocated.
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13.2.3 HR 03: Reduction of workforce and labor costs

Current Status:

Generally VARIG seems to be overstaffed in many areas. This becomes

particularly obvious in regards to cockpit crews, where VARIG employs

1677 pilots for 78 aircraft. But also in other technical areas, such as mainte-

nance, IT, sales and outstations the number of employees has to be evalu-

ated. (see various other technical reports).

Measure Description:

See various other technical reports. Renegotiate the corporate collective

agreement, introduce optimized crew scheduling and reduce work force

accordingly (see text).

Future Status:

See various other technical reports

Cost Saving/Revenue Generation Potential:

For the purpose of this business plan, a reduction of - of the cockpit

crew (See OPERATIONS 15) and of . of the non flying personnel in 2006

is assumed.

Required investment (Cash-Outflow):

= Employer’s obligation from the labor contract, like claim for vacation,
overtime

= Pending payments for FGTS and INSS

m  Payments due to layoffs (i.e. additional 40% of FGTS)

Required time for implementation / Required time for first results:

See various other technical reports

Required Manpower input for the project:

See various other technical reports

Preconditions / Dependencies:

To reduce workforce the current legal and corporate regulations have to be

taken into consideration, Number of employees to be reduced have to be

discussed with technical areas, Procedure for laying off people has to be

developed, Layoffs should be discussed with the unions upfront

Opportunities / Risks:

Resistance of unions and employees, Cash out for compensation payments
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13.2.4 HR 04: Elimination of overtime

Current Status:

Despite the apparent overstaffing, VARIG’s employees are still working a
high amount of overtime. Although some of the overtime is not paid imme-
diately and therefore does not cause immediate cash out, employees keep
the right to claim for the money, latest when they leave the company. In the
first 6 months of 2005 VARIG paid about US$ (excluding employer’s
contribution) and still has a backlog of about (excluding em-
ployer’s contribution) for performed overtime.

Measure Description:

Minimizing the amount of overtime by asking managers to prevent overtime
(i.e. reallocation of tasks, performance enhancement)

Future Status:

Generally overtime should be approved by the Managing Board upfront. In
urgent cases overtime can be executed without approval. Management is
responsible to minimize overtime.

Cost Saving/Revenue Generation Potential:

Currently VARIG is paying its employees about - USS$ per year (exclud-
ing employer’s contribution) due to performed overtime. The Managing
Board should approve paid overtime in order to evaluate its necessity. The
calculation is based on the assumption that 80% of the overtime can be
eliminated.

Cost reduction of - US$ per year including employer’s contribution
Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
None

Required Manpower input for the project:

VARIG: TBD

No external assistance required.

Preconditions / Dependencies:

A quick and smooth running process for approval of overtime has to be
established

Opportunities / Risks:

Management does not impose the elimination of overtime,

Employees will not support this measure due to salary losses

VARIG Recovery Plan
Operational Restructuring Plan

171



13.2.5 HR 05: Reduction of vacation

Current Status:

The average backlog of vacation is about 13 days per employee.
Measure Description:

Managers have to enforce employees to go on holidays in time of overca-
pacities in order to allocate capacities more efficiently (i.e. pilots that are
currently not needed due to grounded aircrafts)

Future Status:

In future managers are asked to manage vacation of their employees more
pro-actively depending on the workload and capacities available

Cost Saving/Revenue Generation Potential:

As currently the existing workforce of VARIG is not fully needed (i.e.
grounded aircrafts cause a lower need in pilots and flight attendants), man-
agers should enforce their employees to go on vacation. Efficient alloca-
tion of workforce according to the workload and decrease of the cur-
rent claim for vacation

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
None

Required Manpower input for the project:

VARIG: TBD

No external assistance required.

Preconditions / Dependencies:

Legal regulations and possibilities have to be evaluated,

Managers have to be informed

Opportunities / Risks:

Resistance of employee to be enforced by the company to go on holiday
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13.2.6 HR 06: Monitoring and Controlling of short term absenteeism

Current Status:

Although the existing IT system offers the possibility of administering short-
term absenteeism (under 15 days), VARIG is not monitoring short-term
absenteeism. However, VARIG could provide statistics about long-term
absenteeism. During the first 6 months 458 employees have been absent
for at least 180 days (22 pilots, 207 flight attendants and 227 other employ-
ees). In average they were absent about 932 days. Moreover another 582
employees were absent more than 15 and less than 180 during the same
period (22 pilots, 280 flight attendants and 280 other employees).
Measure Description:

Registration of short term absenteeism

Development and implementation of procedures to monitor and reduce
absenteeism

Future Status:

VARIG is informed about short term as well as long-term absenteeism and
has implemented procedures to reduce the absenteeism rate.

Cost Saving/Revenue Generation Potential:

Currently short-term absenteeism is neither monitored nor controlled. Con-
sequently no figures are currently available. Taking into consideration that
VARIG had 1040 long-term absentees in 2005, it is very much likely that
there is also a certain degree of short-term absenteeism. Based on the av-
erage monthly salary of 1.350 US$, a decrease of the short-term absentee-
ism by 1% will save about 1,8m US$ per year (excluding employer’s contri-
bution).

Cost reduction per . decrease of - USS$ per year including em-
ployer’s contribution

The 458 long-term absentees have to be evaluated and the options to lay
these people off have to be taken into consideration. As most of these peo-
ple have been replaced in the meanwhile, there is a risk of redundancies
when long-term absentees will return. (|

Risk of additional costs of - USS$ per year including employer’s
contribution, when 10% long term absentees return.

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
Short term absenteeism: none

Long term absenteeism: minimum 1 months

Required Manpower input for the project:

VARIG: TBD

External assistance is recommended

Preconditions / Dependencies:
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To record the working time, it has to be reinsured that existing facilities are
used. A procedures how to monitor, control and manage absenteeism has
to be established. Managers have to be trained.

Opportunities / Risks:
None
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13.2.7 HR 07: Renegotiation of the corporate collective agreements

Current Status:

4 different legal regulations (labor law, aviation chapter in the labor law,
industrial collective agreement, and corporate collective agreement) deter-
mine the working conditions at VARIG. The industrial as well as the corpo-
rate collective agreement will expire in December 2005 respectively No-
vember 2005 and have to be renegotiated.

Measure Description:

Identification of critical components of the current collective agreements,
definition of goals, elaboration of necessary adjustments and development
of applicable negotiation strategies

Future Status:

Existence of collective agreements, which are comparable with industrial
standards and enable VARIG to be more efficient and flexible in managing
the company

Cost Saving/Revenue Generation Potential:

The current corporate collective agreements have to be renegotiated and
disadvantages to be eliminated: i.e. Remuneration, Seniority-related sur-
charge, Working time/Flight hours, Rules for layoffs. The new corporate
collective agreement has to offer VARIG more efficiency and flexibility, es-
pecially in times of crisis. Depending on the determined parameters, sub-
stantial cost savings can be realized. However, before starting the negotia-
tions, a clear HR strategy should be developed and all relevant topics to be
discussed and converted in applicable concepts (i.e. remuneration).
Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:

3 - 5 months

Required Manpower input for the project:

VARIG: TBD

External assistance is recommended

Preconditions / Dependencies:

Although VARIG is in a critical situation and times are favorable for chang-
ing corporate rules, unions will try to defend their members’ status quos. For
this reason it is of utmost importance to define the goal of the negotiations
and to prepare strategies with different options for the negotiations.
Opportunities / Risks:

Improvement of rules in favor of VARIG, although unions may fight strongly
for maintaining the current status quo.
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13.2.8 HR 08: Establishment of a performance related remuneration
scheme

Current Status:

VARIG does not have any instruments to evaluate performance (neither for
managers nor for employees). Salaries are paid on a 100% fixed basis.
Measure Description:

Determination of indicators, which will decide on the bonus to be paid, De-
velopment of a target setting system in order to evaluate performance, Ne-
gotiation with the unions (if necessary), Implementation of performance
based remuneration

Future Status:

Existence and application of collective agreements that ensures VARIG's
national and international competitiveness

Cost Saving/Revenue Generation Potential:

In order to establish an interdependency between personal salary and the
personal / corporate performance, parts of the fixed salary should be trans-
ferred into a performance related salary component. This might be particu-
larly valid for employees with high salaries (i.e. management, pilots) and
high influence on the corporate success. This means that VARIG will only
pay the bonus, if determined goals are achieved.The potential for saving
money depends on the parameters of the defined remuneration scheme.

Example:

15% of the fixed salaries will be transformed into a performance related
component of all employees with a monthly salary of more than 10.000 R$
Potential savings of h US$ per year including employer’s contri-
bution (in case that no goal is fulfilled / reached)

Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:
Depending on the complexity of the underlying target setting system
Required Manpower input for the project:

VARIG: TBD;

External assistance is recommended

Preconditions / Dependencies:

For the development of the remuneration scheme aspects such as fairness,
motivation and target orientation have to taken into consideration. The
transformation of salary components might be a complementary alternative
for salary decreases.

Strong link to Measure HR 07

Opportunities / Risks:

Resistance from affected employees and unions, A performance related
remuneration system can be seen as an alternative to definite salary reduc-
tions
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13.2.9 HR 09: Establishment of a “suggestion box program”

Current Status:

Currently employees are neither systematically asked nor motivated to iden-
tify cost reduction / revenue generation potential due to a lack of leadership,
reward and recognition. Consequently the experience and expertise of em-
ployees is not used to full extent.

Measure Description:

Management should initiate a suggestion box program, to motivate employ-
ees to provide suggestions to improve efficiency and quality.

Future Status:

Establishment of continuous improvement processes in order to reduce
costs and to improve quality, efficiency and safety.

Cost Saving/Revenue Generation Potential:

Employees of VARIG have to be motivated to identify and realize improve-
ment potential. To ensure this on a continuous base it is recommended to
establish a Suggestions Box Program.

The achieved savings depend on the employees’ suggestions
Required investment (Cash-Outflow):

None

Required time for implementation / Required time for first results:

3 months

Required Manpower input for the project:

VARIG: TBD

External assistance is recommended

Preconditions / Dependencies:

In contrast to corporate-wide cost reduction projects the suggestion box
program should motivate employees by rewarding valuable suggestions.
Opportunities / Risks:

People will not be motivated to identify and suggest improvements due to
an inconsistent suggestion box program.
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13.2.10 HR 10: Re-establishment of an early retirement scheme

Current Status:
VARIG has established early retirement schemes, which are offered to cer-
tain target groups. Due to the financially difficult situation, the retirement
scheme was temporarily suspended.
Measure Description:
Redefinition of the early retirement scheme and information of the employ-
ees concerned by the scheme by direct communication
Future Status:
Reduction of workforce
Cost Saving/Revenue Generation Potential:
The current early retirement schemes should be adjusted and be offered to
all employees equal and older than 55 years (93 employees). All other re-
strictions of the current early retirement schemes should be neglected.
Potential savings of - USS$S per year including employer’s contribu-
tion
Required investment (Cash-Outflow):

US$ corporate obligations towards the employee including 140%
FGTS
Required time for implementation / Required time for first results:
1 month
Required Manpower input for the project:
VARIG: TBD
External assistance is recommended
Preconditions / Dependencies:
The early retirement scheme has to be actively communicated to addressed
employees, the scheme has to be attractive to make for people leave
VARIG
Opportunities / Risks:
Non communication of early retirement scheme, Employees do not accept
the conditions of the early retirement scheme
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13.2.11 HR 11: Cockpit-, Cabin- and Ground support crew selection
process

Current Status:
= No professional selection of cockpit & cabin crew members
= Unidentified failure rate
=  Unidentified failure cost
= Quality impact
Measure Description:
Determination of anticipated level of assistance of professionals in any flight
/ ground crew selection process
Future Status:
= Considerable reduction of failure rates
= Considerable reduction of failure cost
= Considerable increase of Quality level
Cost Saving / Revenue Generation Potential:
- US$ failure cost reduction
An even higher potential on quality improvement can be expected.
Required investment (Cash-Outflow):
US$ one time costs for professional selection assistance, i.e. DLR
Required time for implementation:
2 — 4 months
Required time for first results:
6 months
Required Manpower input for the project:
VARIG: 50 man days
External assistance is recommended
Preconditions / Dependencies:
None
Opportunities:
=  cost savings
= quality improvement
Risks:
None
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13.2.12 HR 12: Training Staff Selection Process

Current Status:

training staff

Identification of improvement potential regarding professional selection of

Measure Description:

staff trainers

Tailored selection process for training staff in cockpit-, cabin- and ground

Future Status:

= Undisturbed multiplication of standards in operation

= Improvement of quality in various operation departments
= Reduction of failure cost

Cost Saving / Revenue Generation Potential:
TBD

Required investment (Cash-Outflow):
USS$ for professional selection assistance; i.e. DLR.

Required time for implementation:
3 — 6 months

Required time for first results:

6 months

Required Manpower input for the project:
VARIG: 30 man days
External assistance is recommended

Preconditions / Dependencies:
None

Opportunities:

= failure cost reduction
= quality improvement
Risks:

None

13.3 Additional Information

The backlog of payments to the INSS (social security) has not been consid-
ered in the calculations of all HR related measures. This backlog is not

communicated up to now.
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14. Operating Profit & Loss Projection

14.1 Methodology

During the seven weeks following the publication of the Court’s acceptance
of VARIG’s request for protection under the Brazilian recovery law until the
date of submittal of the recovery plan, Lufthansa Consulting carried out a
high level analysis of VARIG’s current performance and identified optimiza-
tion potentials for the areas mentioned above.

For establishing the recovery plan and the projected operating results cover-
ing the five years of this business plan, the following information was used:

- VARIG’s past annual reports

- VARIG’s route profitability analysis for the years of 2004

- VARIG's route profitability analysis for January to June 2005

- VARIG’s budget 2005

- VARIG’s updated budget 2005 (as of August 2005)

- Lufthansa Consulting’s high level analysis conducted between July

13" and August 26", 2005

On this base, several measures for improving VARIG’s operating result and
achieving a sustainable positive operating income were identified. The iden-
tification and quantification of these measures was conducted on a high level
in order to demonstrate VARIG's future viability.

The estimated impact of these improvement measures deemed necessary
for VARIG on VARIG’s operating result have also been calculated based on
high-level analysis and industry comparisons.

Following this high level analysis, further detailed and in-depth studies for
each of the subjects identified as essential for VARIG's sustained viability
have to be carried out. The measures identified have to be integrated into an
overall company strategic plan, which defines the general goals and objec-
tives that are linked to the measures identified. In this context, the necessary
action plans have to be systematically developed and implemented.

Several of the measures identified on a high level as necessary for the sur-
vival and viability of VARIG necessitate a complete change of the company’s
current policies, structure and processes.

Therefore, for the further detailed evaluation of the necessary measures,
development of subsequent action plans, and implementation of the optimi-
zation measures, Lufthansa Consulting strongly recommends continued
external assistance.
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14.2 Assumptions and critical issues

For projecting VARIG’s operating result for the years 2006 to 2010, the main
assumptions are described below. Further details concerning the underlying
assumptions, the methodology used and the results of the calculations are
presented in the annexes.

In order to achieve the results projected, the implementation of the following
measures is critical:

- Repair of the aircraft currently grounded due to lack of spare parts
etc.

- Restructuring of VARIG’s route network from March 2006

- Establishment of a clear hub structure in Sdo Paulo (GRU)

- Move of the operational base to S&o Paulo

- Re-location of about 320 cabin crew and 60 cockpit crew to Sao
Paulo

- Reduction of work force to match fleet size and achieve a competi-
tive level of efficiency

- Re-negotiation of lease rates in 2005/2006

- Noincrease of cost in 2006

- Introduction of fuel conservation measures

- Fleet harmonization and modernization

The financial projections for VARIG have been developed under the as-
sumption of a continued high growth of domestic traffic within Brazil, al-
though with declining growth rates compared to 2004 and 2003, and of
modest economic growth in the countries to which VARIG is operating within
the next five years. VARIG’s market share in the dynamic Brazilian market is
assumed to decrease slightly due to the intensifying local competition,
whereas in international markets it will increase due to increased capacity
and aggressive positioning. The effect of the improvement measures in-
cluded in the operating and financial result is calculated on conservative
assumptions.

Main underlying assumptions for the calculation of the operating result are:

- Allimprovement measures identified by Lufthansa Consulting are
implemented during the period of the business plan

- Personnel reduction starts in 2005/2006

- - of current cockpit crew is reduced in 2006 to accommodate for
the size of the fleet and the efficiency improvement by the GRU hub
and flight operations base

- The average jet fuel price increases by 2% per year on 2005 levels,
from an average (domestic and international) of 0,60US$ per liter in
2005 to 0,66US$ per liter in 2010.
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- The net passenger yield in US cents for the Brazilian market devel-
ops according to Brazilian GDP development, inflation rate, currency
exchange rate and a yield erosion of 2% in 2006 and 2007 and of
3% from 2008 to 2010 due to rising competitive pressure.

- The net passenger yield in US cents for the international market de-
velops according to the inflation rate development and a 1% annual
increase due to improved product and competitive position.

- The point of sales structure shifts from currently 60% of all revenue
originating in Brazil and 40% abroad to 56% originating in Brazil and
44% abroad

With these assumptions incorporated in the business plan and after the im-
plementation of all measures identified, VARIG's operating margin has the
potential to increase from currently 0,7% (January-June 2005) to 5,2% after
the first full year of operation of the new structure (assumed to be 2006), and
to about 12% after five years. In order to achieve these results, however, a
systematic planning, budgeting, and controlling system with strict revenue
and cost control has to be implemented.
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14.3 Operating Result Projection

After implementation of all improvement measures identified, within the time
frame covered in this business plan, VARIG'’s operating result has the poten-
tial to develop as shown in the following table.

Table 2: VARIG operating result projection by Lufthansa Consulting

Source: Lufthansa Consulting

Depending on the outcome of the subsequent discussion with creditors,
potential investors and banks, this business plan should be updated in 2006.

The successful achievement of the targets described above depends on the
systematic and professional implementation of the measures identified. The
next steps include:

- Analyze further details of proposed measures,

- Set-up action plans, time frames and responsibilities,

- Implement improvement measures.

This requires a systematic and integrated approach, which is recommended
to go hand-in-hand with external professional support.
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15. Annexes

15.1 Annex 1 - VARIG Route Profitability Analysis 2004 per area

15.2
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Annex 2 - VARIG Route Profitability Analysis January to June 2005 per area
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15.3 Annex 3 - VARIG Route Profitability Analysis Jan to June 2005 and LCG projection July to December 2005
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15.4 Annex 4 - VARIG Route Profitability Analysis Jan to June 2005 and LCG projection July to December 2005
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15.5 Annex 5 - Assumptions for operating result projection 2006 to 2010
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15.6 Annex 6 - Passenger projection 2006 to 2010
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& Lufthansa Consulting
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15.7 Annex 7 - VARIG aircraft development projection 2006 to 2010
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15.8 Annex 8 - Summary of Measures, as of report delivered September 5th, 2005
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15.9 Annex 9 - Passenger revenue projection 2006 to 2010 before revenue enhancing measures

VARIG Recovery Plan
Operational Restructuring Plan

195



VARIG Recovery Plan
Operational Restructuring Plan

196



15.10 Annex 10 - Passenger revenue projection 2006 to 2010 after revenue enhancing measures
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15.11

Annex 11 - Operating Result Projection 2006 to 2010,

as of September 9th, 2005

VARIG recovery plan
11. Business Plan 2006 to 2010
OPERATING RESULTS PROJECTIONS

as of September 9th, 2005 DOMESTIC+INTERNATIONAL IN US$(000)
cargo calculated according to VARIG route profitability model AND alguel with belly lease rates 2005 2006 2007 2008 2009 2010
passengers paid 13.845.155 15.073.453 15.919.084 16.626.272 17.356.006 18.002.522
% change vs previous year 8,9% 5,6% 4,4% 4,4% 3,7%
SLF 75% 73% 75% 79% 79% 79%
FLIGHT REVENUE 2.685.326 2.907.522 3.125.485 3.325.337 3.558.453 3.870.131
Net PASSENGER 2.570.326 2.783.839 2.997.991 3.190.031 3.413.825 3.710.578
Net CARGO 107.000 118.683 127.493 135.306 144 629 169.553
TAXES 63.200 66.195 69.505 72.980 76.629 80.461
SMILES 71.200 T4.760 78.4598 82,423 86.544 90.871
NET FLIGHT REVENUE 2.685.326 2.916.087 3.134.478 3.334.780 3.568.368 3.880.542
% change vs previous year 25,3% 8,6% 7,5% 6,4% 7,0% 8,7%
FLIGHT DIRECT COST 1.709.078 1.812.894 1.932.823 1.980.954 2.098.396 2.237.817
AIRCRAFTS 1.447.252 1.525.403 1.612.849 1.635.375 1.730.612 1.839.004
FUEL 9847.308 984.931 1.024.571 1.036.063 1.104.060 1.177.086
MAINTENANCE 259.856 282.568 311.548 311.548 325.486 340.210
MAINTENANCE RESERVE hours flown 77.737 87.700 95.605 98.985 98.985 105.584
TEMPORARY LEASE 0 0
LANDING FEES number of landings, 2007 ff. weighted average inflation 49.383 51.804 55.219 57.553 61.608 65.890
FACILITIES IN ROUTES number of landings, 2007 ff. weighted average inflation 112.867 118.400 125.905 131.226 140.473 150.235
AIRCRAFT OPERATION 84.585 95.425 108.078 117.382 123.251 137.778
TECHNICAL CREW hours flown, 2007 f inflation Brazil 30.618 34.542 38.189 41.477 43.551 48.684
FLIGHT ATTENDANTS hours flown, 2007 f inflation Brazil 53.967 60.883 69.889 75.905 79.700 89.004
FLIGHT SERVICE 177.242 192.066 211.895 228.197 244.532 261.035
PASSENGER SERVICE passenger number, 2007 ff weighted average inflation 111.148 120.108 132.555 144,294 157.051 169.638
HANDLING 66.094 71.958 79.340 83.903 87.481 91.397
PASSENGER AND BAGGAGE  passenger number, 2007 ff weighted average inflation 66.094 71.958 79.340 83.903 87.481 91.397
CARGO 0 0
CONTRIBUTION MARGIN (DIRECT COST) 976.248 1.103.193 1.201.655 1.353.826 1.469.972 1.642.724
% OVER NET FLIGHT REVENUE 36% 38% 38% 41% 41% 42%

VARIG Recovery Plan
Operational Restructuring Plan

198



FLIGHT STRUCTURAL COSTS 697.310 715.627 752.443 850.654 876.288 925.666
AIRCRAFTS 355.380 389.830 410.211 495.241 499.980 521.924
DEPRECIATION aircraft development 10.982 10.982 11.677 12.094 12.094 12.511
MAINTENANCE aircraft development, 2007 ff, weighted ge inflation 88.515 139.765 95.299 102.874 107.261 115.548
OPERATIONAL LEASES 249,495 232.695 206.528 373.230 373.230 386.100
INSURANCE 6.389 6.389 6.708 7.044 7.396 7.765
AIRCRAFT STRUCTURAL OPERATION 190.950 161.950 169.207 179.681 192.831 213.374
TECHNICAL CREW aircraft development, 2007 ff, inflation Brazil 101.082 74.882 83.841 90.952 95.531 106.791
FLIGHT ATTENDANTS 2006 stable, 2007 ff ASK, inflation Brazil 80.868 87.068 85.366 88.699 97.300 106.583
FLIGHT STRUCTURAL SERVICE 150.980 163.847 173.025 175.733 183.476 190.367
PASSENGER DISPACHED passenger number 65.680 71.517 75.530 78.835 82.347 85.415
CARGO DISPACHED 0 0 0 0 0 0
PASSENGER SERVICE passenger number 13.967 15.206 16.059 16.772 17.508 18.161
DISTRIBUTION SYSTEM passenger number 67.075 72.633 76.708 75.115 78.412 81.333
OTHER COST 4,249 4.491 4729 4.961 5.209 5.459
CONTRIBUTION MARGIN 278.938 387.566 449.212 503.172 593.685 717.059
% OVER NET FLIGHT REVENUE 10,4% 13,3% 14,3% 15,1% 16,6% 18,5%
CENTRALIZED STRUCTURAL COST + BRANCHES 241.262 236.605 228.284 228.999 238.625 256.209
BRANCHES 69.841 62.258 68.402 70.736 76.857 82.997
PASSENGER 2006 s.q., 2007ff: passengers, inflation NAFTA 59.863 52.921 58.541 60.438 66.106 71.846
CARGO 0 0 0 0 0 0
ADMINISTRATION 2006 s.q.. 2007f: passengers 9.978 9.337 9.861 10.299 10.751 11.151
CENTRALIZED 171.421 174.347 158.882 158.263 161.768 173.211
FLIGHT OPERATION 2006 s.q., 2007 ASK 21.759 33.668 24157 24.157 25.238 26.379
AIRPORTS 2006 s.q., 2007 number flights, weighted average inflation 5.056 5.056 5.390 5617 6.013 6.421
MARKETING 2006 .q., 2007Ff: passengers, inflation Brazil 32.857 30.216 29.508 28.412 29 659 30.763
ADMINISTRATION 2006 s.q., 2007 passengers, inflation Brazil 81.898 76.457 72721 70.281 69.690 75.756
COMMERCIAL 2006 s.q., 2007ff: passengers, inflation Brazil 29.850 28.950 28.109 29.796 31.169 33.882
PASSENGER 2006 s.q., 2007ff: passengers, inflation Brazil 29.850 28.950 28.109 29.796 31.169 33.882
CARGO 0 0 0 0 0 0
OTHER COST 0 0 0 0 0 0
TOTAL COST 2.647.650 2.765.126 2.913.550 3.060.607 3.213.309 3.419.692
% change vs previous year 28,0% 4,4% 5,4% 5,0% 5,0% 6,4%
net operating income 37.676 150.961 220.928 274.173 355.060 460.850
% NET INCOME / TOTAL NET FLIGHT REVENUE 1,4% 5,2% 7,0% 8,2% 10,0% 11,9%
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Business Plan 2006 to 2010
ROUTES OPERATING RESULT PROJECTION
| 2005 2006 [ 2007 [ 2008 [ 2009 | 2010
STATISTIC DATA
HOURS FLOWN 273.196,04 308.207,24 335.988,99 347.866,36 347.866,36 371.057,45
HOURS 317.872,76
KILOMETRES FLOWN  (000) 197.935 214.198 221.816 221.816 230.316 239.261
NUMBER LANDINGS 150.720 158.110 161.274 161.274 165.577 170.051
FUEL CONSUMED (LITRE) (000) 1.576.105 1.662.966 1.687.301 1.687.301 1.761.967 1.840.828
SEAT/KM OFFERED ASK (000) 39.124.000 42.414.158 43.912.295 43.912.295 45.876.749 47.952.133
PASS/KM CARRIED PAID  RPK (000) 29.205.750 31.013.863 32.913.891 34.572.266 36.256.277 37.913.870
SEAT LOAD FACTOR PAID (%) 74,6% 73,1% 75,0% 78,7% 79,0% 79,1%
TON/KM OFFERED (000) 5.350.874 5.800.860 6.005.755 6.005.755 6.274.428 6.568.272
TON/KM CARRIED PAID (000) 3.196.219 3.304.005 3.602.030 3.783.519 3.967.814 4.149.218
LOAD FACTOR PAID (%) 59,7% 58 5% 60,0% 63,0% 63,2% 63,3%
COSTS PER HOUR FLOWN (000) 9,69 897 8,67 8,80 924 9,22
FLIGHT OPERATIONAL ANALYSIS
AVERAGE COST per ASK cost per ASK in US cents 6,77 6,52 6,63 6,97 7,00 7,13
AVERAGE REVENUE per ASK net flight revenue per ASK in US cents 6,86 6,88 7,14 7,59 7,78 8,09
Net passenger Yield passenger revenue/RPK in US cents 8,80 8,99 9,11 9,23 9,42 9,79
net flight revenue/RPK in US cents 9,19 8,59 8,70 8,81 8,99 9,35
BREAK EVEN SLF % CASK/net flight yield 73,6% 75,8% 76,2% 79,1% 77,8% 76,3%
CARGO REVENUE / NET FLIGHT REVENUE 4,0% 4,1% 4,1% 4,1% 4,1% 4,1%
PASS. REVENUE / NET FLIGHT REVENUE 95,7% 95,9% 95,9% 95,9% 95,9% 95,9%
FLIGHT DIRECT COSTS / NET TOTAL REVENUE 64% 62% 62% 59% 59% 58%
INDICATORS FLIGHT STRUCTURAL COSTS / NET TOTAL REV. 26% 25% 24% 26% 25% 24%
CENTRAL. STRUCT. + BRANCHES / NET TOTAL REV 9% 8% 7% 7% 7% 7%
OPERATING MARGIN 1,4% 5,2% 7.0% 8,2% 10,0% 11,9%
FLIGHT DIRECT COSTS / TOTAL COST 5% 66% 66% 65% 65% 65%
FLIGHT STRUCTURAL COSTS / TOTAL COST 26% 26% 26% 28% 27% 27%
CENTRAL. STRUCT. + BRANCHES / TOTAL COST 9% 9% 8% 7% 7% 7%
AVERAGE PRICE FUEL - USS per LITRE 0,60 0,61 0,63 0,64 0,65 0,66
COSTS ANALYSIS - IN US$
UNIT COST
TECHNICAL CREW 112,07 112,07 113,66 119,23 125,19 131,20
FLIGHT ATTENDANTS 197,54 197,54 208,01 218,20 229,11 240,11
FUEL 3.467,50 3.195,68 3.049,42 2.978,34 3.173,81 3.172,25
HOURS FLOWN DEPRECIATION 40,20 35,63 34,75 34,77 34,77 33,72
MAINTENANCE 1.259,47 1.222,09 1.231,77 1.200,39 1.241,47 1.222,34
OPERATING LEASES 913,25 755,00 882,55 1.072,91 1.072,91 1.040,54
INSURANCE 23,38 20,73 19,97 20,25 21,26 20,93
ASK FUEL 24,21 2322 23,33 23,59 24,07 24 55
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15.12

Glossary

ASK Available Seat Kilometer

AITAL Asociacion Internacional de Transporte Aereo Latinoameri-
cano

AOC Air Operator Certificate

BELF Break-Even Load Factor

BESLF Break-Even Seat Load Factor

CASK Cost per ASK

FRB Fundacdo Ruben Berta

IATA International Air Transport Association

LF Load Factor

m US$ Million US Dollar

RASK Revenue per ASK

RPK Revenue Passenger Kilometer

SLF Seat Load Factor

VARIG VARIG S.A. Viacdo Aérea Rio-Grandense

VARIGLOG |VARIG Logistica S.A.

VEM VARIG Engenharia e Manutencdo S.A.
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