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ComPANY DESCRIPTION

Iberia, Lineas Aéreas de Espafia, S.A. engages mainly in the air transport of passengers and
cargo. It also carries on other activities related to its core business, including most notably
handling, aircraft maintenance (of both proprietary aircraft and aircraft owned by other
companies) and distribution through its equity interest in the Amadeus Group, which owns the
Amadeus central booking system.

As a carrier of passengers and cargo, Iberia, Lineas Aéreas de Espana, S.A. operates through a
large network serving three major markets: Spain, Europe and
the Americas.

Iberia, Lineas Aéreas de Espafia, SA. is a fully-fledged
member of the oneworld megacarrier, one of the two largest
airline groups in the world, which facilitates the globalization of
its air transport business.

In 2002, faced by the new competitive scenario that
emerged in the wake of the events of September 11, 2001, and
in view of the challenges and opportunities expected to arise
over the next three years, the Company announced the end of
the 2000-2003 Master Plan, a high percentage of whose
objectives had been achieved. Simultaneously, a new Master
Plan for 2003-2005 was designed. The strategic objectives of this

Master Plan, which was approved by the Board of Directors on December 4, 2002, are as follows:

1. To increase the Company’s routes and flights in order to maintain and strengthen its
leading position at the Madrid and Barcelona hubs.
2.To endow the Company with operational and financial flexibility to enable it to adapt
growth to market trends.
3.To improve competitiveness through a substantial reduction of unit costs.
4. To implement a distribution strategy capable of reducing marketing costs.
5.To implement a new in-flight service model with leading price-service ratios for each
customer segment.
6.To enhance service quality and strengthen the Company’s relationship with high-value
customers by improving the level of punctuality.
7.To maintain a portfolio approach in the management of the businesses.
8.To reduce financing costs by controlling operational and financial risks.
9.To bolster the competitiveness of the Company's human resources.
10.To capitalize on the Company’s alliances to sharpen its competitive edge.

Iberia, Lineas Aéreas de Espafia, S.A’s registered office is in Madrid. The Company’s shares have
been listed on the stock market since April 2001.

BASIS OF PRESENTATION OF THE FINANCIAL STATEMENTS

TRUE AND FAIR VIEW

The 2002 financial statements, which were prepared from the Company's accounting records,
are presented in accordance with the Spanish National Chart of Accounts and other applicable
legislation and, accordingly, give a true and fair view of the net worth, financial position, results of
operations and funds obtained and applied in 2002. These financial statements, which were
prepared by the Company's directors, will be submitted for approval by the Shareholders' Meeting,
and it is considered that they will be approved without any changes.

IBERIA, LINEAS AEREAS DE ESPANA, S.A.

ANNUAL REPORT 2002

G 1

NOTES TO 2002 FINANCIAL STATEMENTS




DISTRIBUTION OF INCOME

The proposed distribution of 2002 income that the Company’s Board of Directors will submit
for approval by the Shareholders’ Meeting is as follows: €14,319 thousand to the legal reserve, a
dividend of €0.04 per share and the remainder to voluntary reserves.

VALUATION STANDARDS

\\J‘/ -
The main valuation methods applied by the Company in preparing its financial statements for
2002, in accordance with the Spanish National Chart of Accounts, were as follows:

A) INTANGIBLE ASSETS

Leased assets are recorded as intangible assets at the acquisition cost of the related item and
the total debt for lease payments plus the amount of the purchase option is recorded as a liability.
The interest expenses on the transaction are recorded under the “Deferred Charges” caption in the
balance sheet and are allocated to income each year by the interest method.

Leased assets are amortized by the same methods as those used to depreciate similar items
of property, plant and equipment.

The acquisition cost of aircraft leased under financial lease contracts is adjusted each year
pursuant to a Ministerial Order dated December 18, 2001 (and was adjusted prior to that date
pursuant to a Ministerial Order dated March 23, 1994), by the net amount of the exchange
differences arising on the adjustment to official
year-end exchange rates of the principal of the
foreign currency lease payments outstanding on
the aircraft recorded as intangible assets in the
reporting year and in the four preceding years.

As a result of the application of this valuation
method, in 2002 the net book value of the aircraft
leased under financial lease contracts was reduced
by €2,718 thousand, €2,797 thousand of which
relate to cost and €79 thousand to accumulated
amortization.

In total, the exchange differences included in
intangible assets pursuant to the aforementioned
regulations have given rise to a cumulative
reduction of approximately €2,249 thousand in the
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net book value of the aircraft leased under financial lease contracts.

Computer software is recorded at acquisition or production cost and is amortized on a
straight-line basis over an estimated useful life of five years.

Intellectual property, which relates mainly to the rights to use various trademarks, is carried at
cost and is amortized on a straight-line basis over ten years.
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B) PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is carried at cost revalued pursuant to the applicable enabling
legislation, including Royal Decree-Law 7/1996.

Pursuant to a Ministerial Order dated December 18, 2001, the acquisition cost and
accumulated depreciation of the aircraft which, recorded as property, plant and equipment in the
reporting year or in the four years immediately prior thereto, were financed through foreign
currency loans, are adjusted by the net amount of the differences arising on the adjustment of
these loans to official year-end exchange rates.

As a result of the application of this valuation method, in 2002 the cost of the aircraft and the
related accumulated depreciation were reduced by €1,766 thousand and €210 thousand,
respectively.

As of December 31, 2002, the net book value of the owned aircraft included cumulative
exchange differences totaling approximately €70,371 thousand.

The foreign currency amounts paid in connection with the arrangement of contracts for the
acquisition of new aircraft as deposits refundable on delivery of the aircraft are classified under the
"Aircraft - Advances on Aircraft” caption (see Note 6) and are translated to euros at the related
official year-end exchange rates. The “Exchange Losses” caption in the accompanying 2002
statement of income includes €29,620 thousand relating to the adjustment of advances on aircraft
to year-end exchange rates.

The Company depreciates the depreciable cost (the difference between the acquisition cost
and the residual value) of its property, plant and equipment by the straight-line method at annual
rates based on the years of estimated useful life of the related assets.

Assets subject to administrative concession whose years of useful life exceed the term of the
related concession are depreciated over the term of the concession.

The estimated residual value of the aircraft and rotatable parts (those assigned to specific
types of aircraft) ranges from 10% to 20% of acquisition cost, depending on the type of aircraft. The
estimated residual value of the other (repairable) aircraft spare parts is 10% of acquisition cost. The
Company depreciates in full the acquisition cost of other items of property, plant and equipment.

The years of estimated useful life of the property, plant and equipment items are as follows:

YEARS OF ESTIMATED USEFUL LIFE

Years
Aircraft 16-18
Buildings and other structures 20-50
Machinery, fixtures and tools 10-15
Land transport equipment 7-10
Furniture 10
Computer hardware 5-7
Rotatable parts 18
Repairable parts 8-10

Flight simulators 10-14
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In order to recognize the unrealized losses arising as a result of the obsolescence of spare
parts, the Company has recorded an allowance for decline in value of these parts. As of December
31, 2002, the balance of this allowance was €2,560 thousand.

In addition, the Company has recorded reversible allowances in order to adjust the net book
value of aircraft ready for sale to their estimated realizable value based on current market prices in
the used aircraft market.

Improvements to aircraft leading to an increase in their capacity or efficiency or to a
lengthening of their useful lives are capitalized to the acquisition cost of the aircraft.

In general, property, plant and equipment upkeep and maintenance costs are expensed
currently. However, for the purpose of ensuring the uniformity of the charges to income each year
for the expenses of periodic inspections and repairs of the fuselages of the B-747, B-757, A-319,
A-320, A-321 and A-340 aircraft, the Company records an allowance based on the total estimated
cost to be incurred, and allocates this cost to income on a straight-line basis during the period
elapsing between two successive major repairs (see Note 13).

The costs of repairs to engines and of all repairs to the MD-87 and MD-88 aircraft are
expensed currently, since the annual expenses tend to be uniform.

C) LONG- AND SHORT-TERM INVESTMENTS

Investments in Group or associated companies and other equity securities, generally unlisted
shares, are carried in the accompanying balance sheets at the lower of cost or market. The market
value is taken to be the underlying book value of the investment at year-end adjusted, where
appropriate, by the amount of the unrealized gains disclosed at the time of subscription or
acquisition and still existing at the date of subsequent valuation.

In order to recognize the unrealized losses on the investments (if cost is higher than market
value), the related allowances are recorded.

Notwithstanding the foregoing, the holdings in the capital stock of the Iberbus companies
(see Note 7) are recorded at cost, since under the related agreements the other shareholder with
an ownership interest in these companies has guaranteed for Iberia, Lineas Aéreas de Espafa, S.A.
the full recovery of the amounts invested.

The effect of applying consolidation criteria to the Company's 2002 financial statements
would be to increase assets by €193,956 thousand, income for the year by €13,932 thousand and
reserves by €146,074 thousand.

Loans to Group and associated companies and other loans and credits granted are recorded
at the amounts delivered and not yet repaid. In order to cover the related bad debt risk, the
Company has recorded allowances for bad debts calculated on the basis of the probability of
recovering the accounts receivable based on their age and on the solvency of the debtor in
question.

Deposits and guarantees given are recorded at the amount delivered.

The Company generally invests its short-term cash surpluses in time deposits that are
recorded at the unmatured amounts effectively disbursed. The interest on these transactions is
recorded as a revenue when earned and unmatured interest at year-end is reflected as an addition
to the balance of the “Short-Term Investments” caption in the balance sheet.
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D) TREASURY STOCK

Treasury stock is carried at cost, which is lower than the average market price in the last
quarter of the year and the market price at year-end.

E) FOREIGN CURRENCY TRANSACTIONS AND BALANCES

Foreign currency transactions and the resulting accounts receivable and payable are
recorded at their equivalent euro value at the transaction date.

The balances of accounts receivable and payable denominated in foreign currencies are
translated to euros at the exchange rates ruling at December 31 of each year. However, following
customary airline practice, the balance of the liability for unused traffic documents is reflected in
the balance sheet at the exchange rate ruling in the month of the sale, as set by the International
Air Transport Association (IATA). The IATA exchange rate for each month is the average exchange
rate for the last five days of the preceding month.

Exchange losses arising as a result of the difference
between the official exchange rates at year-end and the
exchange rates at which the foreign currency receivables and
payables were translated to euros are charged to the
“Exchange Losses” caption in the statement of income,
whereas exchange gains are deferred through the date on
which the related accounts receivable or payable fall due, and
are recorded under the “Deferred Revenues” caption in the
balance sheet, unless negative exchange differences arising on
the same currency for the same or a higher amount have been
charged to income in the current year or in prior years.

Exchange differences arising at the date of collection or payment of foreign currency
receivables and payables are allocated to the “Exchange Gains” or “Exchange Losses” captions, as
appropriate, in the statement of income.

Notwithstanding the foregoing, the positive or negative translation and exchange differences
arising from the financing in foreign currencies of certain of the Company’s aircraft are given a
special accounting treatment pursuant to a Ministerial Order dated December 18, 2001 (see Notes
4-a and 4-b).

F) INVENTORIES

Inventories, basically aeronautical supplies and fuel, are valued at average acquisition cost,
and the related allowances for decline in value are recorded.

The Company has recorded the necessary allowances to recognize the unrealized losses
arising in connection with certain obsolescent and slow-moving warehouse goods.
G) RECOGNITION OF REVENUES AND EXPENSES

Revenues and expenses are recognized on an accrual basis, i.e. when the actual flow of the
related goods and services occurs, regardless of when the resulting monetary or financial flow
arises.

Ticket sales and sales of the traffic documents for cargo and other services are initially credited
0 "Customer Advances” in the balance sheet.
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The balance of this caption reflects the liability for tickets and traffic documents sold prior to
December 31, 2002, but not yet used as of that date. The revenues relating to these items are
recognized when the transport or service is performed.

The Company occasionally sells aircraft which it continues to operate under dry lease
arrangements (in which the aircraft is leased without crew for a given period of time). The gains
obtained on these sale transactions are taken to income on a straight-line basis over the term of
the related lease contract. The “Deferred Revenues” caption in the accompanying balance sheet as
of December 31, 2002, includes, inter alia, the gains obtained on transactions of this kind not yet
allocated to income.

The Company has introduced the “Iberia Plus” card as an ongoing promotional tool whereby
the holder of the card accumulates points for taking certain flights, using certain hotels, renting
cars or making credit card purchases with credit cards covered by the program. The points can be
exchanged for free tickets or other services offered by the companies included in the program. The
"Accounts Payable for Purchases and Services” caption in the accompanying balance sheet as of
December 31, 2002, includes a provision of €47,661 thousand in this connection, based on the
estimated redemption value of the unused points accumulated as of that date.

H) OBLIGATIONS TO EMPLOYEES

Under the collective labor agreements currently in force, on reaching the age of 60 flight
personnel cease to discharge their duties and are placed on the reserve, although their
employment relationship remains in place through their reqgulatory retirement date. The Company
recognizes the costs of personnel placed on special reserve over the active working life of each
employee based on the related actuarial studies.

The “Provisions for Contingencies and Expenses — Provisions for Obligations to Employees”
caption in the accompanying balance sheet includes the liabilities incurred in this connection as
of December 31, 2002.
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The collective labor agreements currently in force also provide that flight personnel who
meet certain conditions may take early retirement (special leave). The Company is required to pay
certain amounts of compensation to these employees until they reach the regulatory retirement
age. The Company records, with a charge to the statement of income in the year in which this
circumstance arises, the provision required, calculated on the basis of actuarial studies, to
supplement the provisions already recorded for employees placed on the special reserve in order
to meet the future payment commitments to the employees concerned. 255 employees are
currently on special leave.

The liabilities incurred in this connection are recorded under the “Provisions for Contingencies
and Expenses — Provisions for Pensions” caption.

The aforementioned amounts were calculated on the basis of actuarial studies conducted by
independent actuaries using the projected unit credit method and based on an assumed interest
rate of 3.5%, PERM/F-2000 P life expectancy tables and an estimated annual CPI variation of 2%.

All liabilities subject to mandatory externalization arising in connection with the retirement
or early retirement of ground personnel in the circumstances provided for in the collective labor
agreements were externalized in August 2001.

1) MONTEPiO DE PREVISION SOCIAL LORETO

The main purpose of the Montepio de Prevision Social Loreto is to pay retirement pensions
to its members (who include the Company's employees) and other welfare benefits in certain
circumstances (death and permanent disability).

Under the current collective labor agreements, the Company and its employees make the
statutory contributions (defined contributions) to the Montepio, as established in these labor
agreements. The Montepio’s bylaws limit the Company’s liability to the payment by it of the
statutory contributions.

The Company's contributions of €19,504 thousand in 2002 were recorded under the
"Personnel Expenses" caption in the accompanying statement of income for 2002.
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J) PROVISION FOR THIRD-PARTY LIABILITY

The Company records under the “Provision for Third-Party Liability” caption in the balance
sheet the estimated amount required for probable or certain third-party liability arising from
legal proceedings and litigation in progress or from outstanding indemnity payments or
obligations of undetermined amount, and collateral and other similar guarantees provided by
the Company. This caption also includes the provisions for the estimated costs, based on
actuarial studies conducted by independent actuaries using the same assumptions as those
indicated in Note 4-h above, of the layoff plan initiated in 1999 and implemented in 2000 and
2001 and of the labor force reduction plan authorized by the Ministry of Employment and Social
Affairs on December 26, 2001.

K) CORPORATE INCOME TAX

The corporate income tax of each year is calculated on the basis of the book income before
taxes, increased or decreased, as appropriate, by the permanent differences from taxable income,
net of tax relief and tax credits, excluding tax withholdings and prepayments.

L) FUTURES AND OTHER SIMILAR INSTRUMENTS

The Company uses these instruments in transactions to hedge its asset and liability positions
and its future flows of collections and payments. It only carries out “nongenuine” hedging
transactions (i.e. those arranged between two parties, establishing in each case the contractual
terms of the transactions agreed upon between them) (see Note 16).

If cash deposits are required as security for the obligations inherent to the aforementioned
transactions, they are recorded under the “Short-Term Investments - Short-Term Deposits and
Guarantees Given” caption on the asset side of the balance sheet.

The expenses relating to transactions involving futures and similar
instruments are expensed currently.

The price differences arising during the term of futures and similar
instruments are recorded as follows:

1. In the case of transactions arranged to hedge exchange rates
relating to asset or liability positions, the related balances are discounted
to present value based on the gains or losses that arise.

2. For the other exchange and interest rate transactions, the price
differences are recorded in the statement of income when the
transactions involving futures or similar instruments are cancelled or
finally settled.

M) ENVIRONMENTAL ACTIVITIES

An environmental activity is defined as being any operation the main purpose of which is to
prevent, reduce or redress damage to the environment.

Investments made in connection with environmental activities are valued at acquisition cost
and are capitalized as an addition to fixed assets in the year in which the related expenses are
incurred, using the methods described in Note 4-b above.
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The expenses arising from environmental protection and enhancement measures are
charged to income in the year in which they are incurred, regardless of when the resulting
monetary or financial flow arises.

The provisions for probable or certain third-party liability, litigation in progress and
outstanding environmental indemnity payments or obligations of undetermined amount not
covered by the insurance policies taken out are recorded, where appropriate, when the liability or
obligation giving rise to the indemnity or payment arises.

INTANGIBLE ASSETS

The variations in 2002 in intangible asset accounts and in the related accumulated
amortization were as follows:

2002 Thousands of Euros
Ministerial
Additions and Order (Note 6)
01-01-02 Provisions  Retirements 12-18-01  Transfers  12-31-02

Cost:
Rights on leased assets 411,510 129,014 - (2,797)  (58,881) 478,846
Computer software 48,101 21,901 (2,639) - - 67,363
Intellectual property 551 - - - - 551
Leasehold assignment rights
and other intangible assets 510 - (110) - - 400
Research and development expenses 465 - (465) -

461,137 150,915 (2,749) (2,797)  (59,346) 547,160

Accumulated amortization:

Rights on leased assets (63,303) (21,376) - 79 25968  (58,632)

Computer software (17,845) (10,661) 937 - (27,569)

Intellectual property (26) (55) - - (81)

Leasehold assignment rights

and other intangible assets (492) 3) 95 - - (400)
(81,666) (32,095) 1,032 79 25,968  (86,682)

Net value 379,471 - - - - 460,478

As of December 31, 2002, the cost of the Company’s fully amortized intangible assets
amounted to €7,000 thousand, the detail being as follows:

DECEMBER 31, 2002 Thousands of Euros
Leasehold assignment rights 400
Computer software 6,600
Total 7,000

The additions in 2002 to the “Computer Software” caption relate basically to investments in
systems integration projects and new de velopments.
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(a) As of December 31,2002,

these amounts included €102,748
thousand of unaccrued interest

at that date, the balancing

entry for which is included under
the "Deferred Charges’caption

in the accompanying balance sheet
as of December 31, 2002.

ANNUAL REPORT 2002

m IBERIA, LINEAS AEREAS DE ESPANA, S.A.

| NOTES TO 2002 FINANCIAL STATEMENTS

In 2002 the Company leased three A-320 aircraft under financial lease contracts. The main
features of the related financial lease contracts are as follows:

FINANCIAL LEASE CONTRACTS

Contract 1 Contract 2 Contract 3
Cost financed (thousands of euros) 43,117 43,117 42,130
Expiration date 12-31-2017 12-31-2017 05-28-2015
Interest rate 6.15% 6.15% 6.8%
Purchase option date 11-30-2012 11-20-2012 09-30-2012
Purchase option (thousands of U.S. dollars) 23,688 23,698 18,911
Lease payments Half-yearly Half-yearly Half-yearly

Also, in 2002 the purchase options were exercised on two leased A-320 aircraft and on certain
leased airport equipment and computer hardware and, accordingly, the cost and related
accumulated amortization of these assets were reclassified to property, plant and equipment

accounts (see Note 6).

The general features of the financial lease contracts (relating mainly to aircraft) in force as of
December 31, 2002, some of which provide for floating interest and lease payments denominated

in foreign currencies, are as follows:

DECEMBER 31, 2002 Thousands of Euros
Cost of the leased fixed assets 484,991
Amount of lease payments paid - In prior years 90,188
-1n 2002 41,397
Amount of lease payments outstanding at December 31 (Note 14) 255,647 (a)
Amount of purchase options (Note 14) 264,914 (a)

The due dates for the lease payments outstanding as of December 31, 2002, which include

the amount of the purchase options, are as follows:

DECEMBER 31,2002
Lease Payments Due in Thousands of Euros
2003 66,581
2004 42,285
2005 40,130
2006 33,856
2007-2012 337,709



PROPERTY, PLANT AND EQUIPMENT

The variations in 2002 in property, plant and equipment accounts and in the related

accumulated depreciation and allowances were as follows:

The transfers relate mainly to the exercise of the purchase option on two A-320 aircraft (see

Note 5).

The buildings constructed on land owned by the Government, mainly at Spanish airports,
and the related fixtures had a net book value of €27,497 thousand as of December 31, 2002. The

COST Thousands of Euros
(Note 5) Exchange
01-01-02  Additions  Retirements Transfers  Differences  12-31-02
Aircraft 2,082,712 19,210  (426,743) 56,883 (1,766)(a) 1,730,296
Advances on aircraft 263,188 30,160  (115383) 6,922  (29,620) 155,267
2,345900 49,370  (542,126) 63,805 (31,386) 1,885,563
Other tangible fixed assets:
Land 3,179 (659) = 2,520
Buildings and other structures 160,562 1,268 (65) - 161,765
Machinery, fixtures and tools 401,701 12,292 (9,110) 1,664 - 406,547
Transport equipment 23,209 167 (797) - 22,579
Furniture 19,940 833 (1,583) 9 - 19,199
Computer hardware 60,278 4,105 (1,619) 3,057 - 65,821
Spare parts 260927 96986  (107,084) - 250,829
Flight simulators 56,579 6,716 (2,064) 2,105 - 63,336
Construction in process 18423 27,246 (18,707)  (11,295) (1,127) 14,540
1,004,798 149,613  (141,688)  (4,460) (1,127) 1,007,136
ACCUMULATED DEPRECIATION AND ALLOWANCES Thousands of Euros
Ministerial
(Note 5) Order of
01-01-02  Provisions Retirements Transfers 12-18-01  12-31-02
Accumulated depreciation:
Aircraft 1,115,601 75,190 (252,159) 24,302 (210) 962,724
Other tangible fixed assets
Buildings and other structures 101,046 3,653 (10) - - 104,689
Machinery, fixtures and tools 273,821 21,397 (8,374) 69 - 286,913
Transport equipment 11,694 2,546 (757) > = 13,483
Furniture 13,829 956 (1,549) - - 13,236
Computer hardware 35,872 9,249 (1,581) 1,597 - 45,137
Spare parts 126,136 16,291 (18,961) - - 123,466
Flight simulators 40,103 3,033 (2,064) - - 41,072
602,501 57,125 (33,296) 1,666 - 627,996
Allowances:
Aircraft 35,919 61,400 (23,209) = 74,110
Other tangible fixed assets 2,562 55 - - 2,617

concessions relating to these assets expire in 2003 and 2009.

(a) Effect of applying
the Ministerial Order dated 12/18/01.
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ADVANCES ON AIRCRAFT

The Company is currently implementing a fleet renewal plan for its short- and medium-haul
aircraft instrumented through a framework agreement entered into with Airbus Industrie G.L.E.
(Airbus) in 1998, to which various subsequent amendments have been made. This agreement
established, on the one hand, the Company'’s firm commitment to purchase between 1999 and
2006, certain A-320-type aircraft and, on the other, certain options on another 40 aircraft of the
same type. 13 of these options were exchanged subsequently for purchase rights in order to make
the aircraft delivery dates more flexible and to make the aircraft subject to the manufacturer’s
commercial and production restrictions (the purchase rights can be converted into firm orders if
notice is given prior to December 31, 2004, and the aircraft must be delivered before December
31, 2007). The aircraft not yet delivered as of December 31, 2002, and the year in which they are
scheduled to be added to Iberia’s fleet pursuant to the agreements entered into are as follows:

AIRCRAFT SUBJECT TO FIRM PURCHASE COMMITMENT

Type of Aircraft 2003 2004 2005 2006 Total
A-320 5 6 2 2 15
A-321 2 5 4 = "

7 1" 6 2 26

AIRCRAFT SUBJECT TO PURCHASE OPTION

Type of Aircraft 2003 2004 2005 2006 Total
A-319 = = 4 5 9
A-320 = 3 2 2 7
A-321 : 5 S 6 1

= 8 6 13 27

Of the six A-320 aircraft to be added to the fleet in
2002, three were leased under a financial lease and the
delivery of the remaining three was postponed until
2003. Also, of the three A-321 aircraft to be added to the
fleet in 2002, one came into service under an operating
lease and the delivery of the remaining two was
postponed until 2003.

In 2002 a new agreement was entered into with
Airbus to add three A-340-600 aircraft to the fleet in
2003. Also, this agreement provided for purchase rights
on three aircraft, which must be exercised prior to
December 31, 2004.

The additions to the A-320 and A-321 aircraft in
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service in 2002 gave rise to recoveries of advances of €44,130 thousand. Also, the additions of
A-340-300 aircraft gave rise to recoveries of €67,720 thousand. The other retirements relate to
advances used to purchase aeronautical equipment.



In accordance with the schedule for the payment of advances stipulated in the respective
agreements, advances of €30,160 thousand were paid in 2002.

The detail of the balance of the "Advances on Aircraft” caption as of December 31, 2002, is as
follows:

ADVANCES ON AIRCRAFT AS OF DECEMBER 31, 2002 Thousands of Euros
Type of Aircraft Subject to Aircraft Subject to
Aircraft Firm Purchase Commitment  Purchase Option/Right
A-319 = 1,288
A-320 76,330 2,002
A-321 49,979 2,146
A-340 21,932 1,430

148,241 6,866

This account also includes advances of €160 thousand paid for the acquisition of engines.

Based on the basic prices established in the agreements, the total cost of the aircraft subject
to firm purchase commitments yet to be delivered as of December 31, 2002, amounted to €1,795
million, of which €520 million relate to the A-340 aircraft and €1,275 million to the A-320-type
aircraft.

AIRCRAFT, PERIOD ADDITIONS

In 2002 the Company acquired one B-747 aircraft for €4,161 thousand, an amount equal to
the purchase option stipulated in the operating lease agreement under which it was operated. The
Company intends to sell this aircraft in 2003.

Also, the Company made certain changes to the B-747, B-757, MD-87, MD-88, A-320-type and
A-340 aircraft which consist mainly of the refurbishment of cabins and the addition of materials,
for a total amount of €16,299 thousand, of which €1,250 thousand are included in the “Transfers’
column. The changes made pursuant to the manufacturers' bulletins (which must be complied
with) amounted to €15,049 thousand.

AIRCRAFT, PERIOD RETIREMENTS

The main retirements in 2002 are summarized as follows:

AIRCRAFT, PERIOD RETIREMENTS Thousands of Euros
Sale Accumulated Allowance for
Disposals Price Cost Depreciation Allowances Major Repairs Gains Losses
7 B-727 aircraft, 6 DC-9
and 15 B-727 engines 3,929 58276 46,546 7,843 - 1,869 1,827
6 A-300 aircraft (a) Gains recorded mainly under
. the “Deferred Revenues” caption

and 12 A-300 engines 17468 216,170 172,561 8,855 20,400 3114 = in the accompanying balance sheet
8 DC-9 aircraft as of December 31, 2002, because
and 17 DC-9 engines 3475 26958 18,441 6,986 (b) S 2421 477 subsequent to these sales, the

- Company entered into operating
2 A-321 aircraft ) lease contracts for the same aircraft.
and 4 A-321 engines 97,161 96,763 2,509 = = 2,907 (a) = (B) Including €475 thousand arising
1 A-320 aircraft from the deposits paid for the lease
and 2 A-320 engines 23802 28576 12,102 2 - 73280 : of two DC-9 aircraft from Binter

Canarias.
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Lastly, the Company entered into an agreement
to sell six DC-10 aircraft and 25 engines (22 DC-10
engines and three A-300 engines). The price agreed
on was €9,154 thousand. These aircraft and engines
were recorded as of December 31, 2002, at a cost of
€149,493 thousand and accumulated depreciation of
€121,146 thousand, with related allowances of €15,600
thousand. As a result of these allowances and the
allowance for major repairs recorded, the sale will not
have a material effect on the Company’s net worth.
The Company has arranged credit memorandums of
USS 3 million in relation to this transaction and the
future entry into service of A-340 aircraft.

OTHER

In 2002 the Company transferred through forced
condemnation to Ente Publico de Aeropuertos
Espafoles y Navegacién Aérea (AENA) -the Spanish
public airports and aviation agency- certain of its
properties, and received €7,341 thousand as
consideration, paid provisionally for the just
compensation determined in the past. The
related gain of €6,318 thousand was recorded
under the “Gains on Fixed Asset Disposals”
caption in the accompanying 2002 statement
of income.

In addition, retirements of spare parts
with a net book value of €88,123 thousand
were recorded, due mainly to their
incorporation into the aircraft (see
Note 19-d).

REVALUATION RESERVE ROYAL DECREE-LAW 7/1996

On December 31, 1996, the Company revalued its property, plant and equipment pursuant
to Royal Decree-Law 7/1996, and paid the single 3% tax. It had previously availed itself of other
revaluation legislation. The detail of the revaluation surplus and the effect thereof as of December

31,2002, is as follows:

REVALUATION Thousands of Euros
Surplus 2002 Balance
at01-01-02 Provision  Retirements at 12-31-02

Aircraft 8,950 (28) (84) 8,838
Land 883 = (183) 700
Buildings and other structures 7,752 (4571) 7) 7,294
Machinery, fixtures and tools 498 (132) (49) 317
Transport equipment 1 - - 1
Flight simulators 275 (273) - 2

IBERIA, LINEAS AEREAS DE ESPANA, S.A.
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The revaluation increased the 2002 depreciation expense by approximately €884 thousand,
and will increase the 2003 depreciation expense by approximately €583 thousand.

The revaluation surplus, net of the single 3% tax, was credited to the “Revaluation Reserve”
caption, with a charge to the appropriate revalued asset accounts, without altering the recorded
accumulated depreciation amount. On January 22, 1998, the tax inspection authorities reviewed
and approved the balance of the revaluation reserve and, accordingly, pursuant to current
legislation, the resolution was adopted to use the balance of the aforementioned reserve to offset
prior years'losses.

ACCUMULATED DEPRECIATION AND ALLOWANCES

As of December 31, 2002, the cost of the Company’s fully depreciated property, plant and
equipment amounted to €311,399 thousand, the detail being as follows:

In order to recognize possible
DECEMBER 31,2002 Thousands of Euros losses arising from the retirements of
aircraft planned for the near future, the

i/tlr”;t.ures - e 122’222 Company has recorded the related
Fac,t'nery’ Ixtures and tools e allowances for decline in value to
urniture : adjust the net book value of these
Computer hardware 21,999 . ) . .
—— aircraft to their estimated realizable
Flight simulators 39,103 L
. value. The provisions recorded to the
Transport equipment 2,521
. allowances and the amounts used as a
Aircraft 12,376 It of the di | de i
Total 311,399 result of the disposals ma g in 2002
were as follows (by type of aircraft):
PROVISIONS AND AMOUNTS USED Thousands of Euros
Period Provisions Amounts
Balance Recorded in 2002 used Balance
at01-01-02 (Note 19-g) in 2002 at 12-31-02
Aircraft;
DC-9 9,364 8,500 (6,551) 11,313
DC-10 6,100 9,500 - 15,600
A-300 9,688 1,700 (8,855) 2,533
B-727 10,767 3,600 (7,803) 6,564
B-747 - 38,100 - 38,100
35919 61,400 (23,209) 74,110

IBERIA, LINEAS AEREAS DE ESPANA, S.A.

ANNUAL REPORT 2002

—=
L ]

NOTES TO 2002 FINANCIAL STATEMENTS



THER TRANSACTIONS INVOLVING THE AIRCRAFT
e Company’s aircraft in service as of December 31, 2002, are summarized as follows:

AIRCRAFT IN SERVICE AS OF DECEMBER 31, 2002

Under Under
Type of Owned by Financial Operating
Aircraft the Company Lease Lease Total
B-727 - (@) - -
(a) Excluding four aircraft B-747 6 - 2 (b) 8
being scrapped. B-757 . 1 18 19
(b) Excluding one aircraft which
was grounded as of December 31, A-319 B - 4 4
2002, because it was being A-320 10 (e) 10 35 55
repaired for its return.
(c) Excluding 17 aircraft A-321 . 2 3 5
being scrapped. A-340 - - 18 18
(d) Excluding six aircraft on which DC-9 - (0 _ _
a sale agreement has been
reached, although the aircraft DC-10 - (d) - - -
have not yet been delivered. MD-87 19 R 5 24
(e) Excluding one damaged A-320
aircraft in Bilbao for which MD-88 13 - - 13
the Company will receive, free of 48 13 85 146

charge, another A-320 in 2004.

One B-757 aircraft leased by the Company under a financial lease contract, with a net book
value of €17,724 thousand as of December 31, 2002, has been mortgaged.

The net book value of the aircraft and engines being sold or scrapped as of December 31,
2002, amounted to €23,074 thousand. As a result of the sale agreements entered into and the
allowances recorded, these transactions are not expected to have a material effect on the
Company’s net worth.

The Company has leased under financial or operating lease arrangements 18 aircraft for a
period of eight years through 2007 (eight A-320, of which one is leased under a financial lease and
the remainder under an operating lease, two A-321 under a financial lease and eight B-757 leased
under an operating lease). These aircraft and the operating lease and financial lease payments are
also securing a bond issue amounting to €496,473 thousand in the European market launched by
the lessor in 2000.

ANNUAL REPORT 2002
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AIRCRAFT OPERATED UNDER OPERATING LEASE CONTRACTS
BOEING AIRCRAFT
B-757

As of December 31, 2002, the Company was leasing 18 B-757 aircraft from various companies
(a different company for each plane). The lease contracts expire in 2003 and 2005, at which time
the aircraft will be returned to the lessors. However, for 16 of these aircraft, at the end of the related
lease term the lessor of the aircraft has a residual value guarantee from International Lease Finance
Corporation.

B-747

As of December 31, 2002, the Company was leasing three B-747 aircraft under operating lease
contracts with Air Atlanta, S.A. (one of these aircraft is grounded since it is being repaired prior to
its return). These contracts will expire in 2004 and 2005 and the Company has deposited a
completion bond of €1,716 thousand in connection with this transaction (see Note 7). These three
contracts may be terminated early by the Company on certain dates in 2003.

AIRBUS AIRCRAFT
A-340

As of December 31, 2002, the Company was operating 18 A-340 aircraft under operating
lease contracts, 11 of which were leased from the "lberbus" companies (see Note 7), in which it has
ownership interests. In the case of the contracts that expire between 2004 and 2007, the Company
will have the following three options: to exercise the purchase option and pay a predetermined
price for the aircraft; to extend the lease for periods of between three and eight years and
mandatorily exercise the purchase option; or to return the planes to the lessor. In the latter case,
should the lessor not find a buyer, the Company is obliged to extend the contracts for a further
two years. In the case of the four contracts that expire in 2003, the Company opted in three cases
to extend the lease period for a further five years (at the end of which there is a purchase option),
and in the case of the fourth the Company opted to return the aircraft.

Another four planes have been leased for nine-year periods, the contracts for which expire in
2009 and 2010, at which time the Company may opt to purchase the planes for a predetermined
price or to return them to the lessor.
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Lastly, in 2002 a further three planes leased under operating lease contracts came into
service. The related contracts expire in 2014 (two planes) and in 2015 (one plane), at which time
the Company may opt to purchase the planes for a predetermined price or to return them to the
lessor; in the case of the contract which expires in 2015, the purchase option may be exercised
when the contract expires or two years prior to this date.

A-319, A-320 and A-321

As of December 31, 2002, the Company was operating 3 A-321 aircraft, 35 A-320 aircraft and
4 A-319 aircraft under operating lease contracts, the main features of which are as follows:

1.12 A-320 aircraft and 4 A-319 aircraft are leased under a contract with International Lease
Finance Corporation, expiring in 2004 (two aircraft), 2005 (seven aircraft) and 2006 (seven aircraft).
When the lease term expires, the Company may extend them twice for one- or five-year periods,
provided that the two extensions do not total more than six additional years, or it may return the
aircraft.

As a result of having entered into this contract, as of December 31, 2002, the Company had
deposited a completion bond of €10,012 thousand, and this amount is recorded under the “Long-
Term Deposits and Guarantees Given” caption in the accompanying balance sheet as of December
31,2002 (see Note 7).

2. Two A-320 aircraft are leased under two contracts expiring in 2004, when the Company
may renew the contracts for a maximum of six further years or return the aircraft.

3. Nine A-320 are leased under contracts expiring between 2012 and 2014, when the
Company will return the aircraft to the lessor. However, the Company may choose to exercise the
purchase option on the aircraft for a predetermined price provided for in the contracts on certain
dates: September 30, 2007 (one aircraft), March 30, 2008 (two aircraft), September 30, 2009 (four
aircraft) and September 15, 2011 (two aircraft).

4. Six A-320 aircraft are being leased under six lease contracts expiring in 2006 (three aircraft)
and 2007 (three aircraft). When the contracts expire, the Company may extend them for a further
five years, provided that it notifies the lessor of its decision 12 months prior to the expiration of the
original lease term, or return the aircraft.

5. Six A-320 aircraft are leased under six lease contracts expiring between 2001 and 2003. In
2001 and 2002 the term of these aircraft lease contracts were extended and their current
expiration dates are as follows: one aircraft in 2006, three aircraft in 2007 and two aircraft in 2008.

6. Three A-321 aircraft are leased under three lease contracts expiring between 2013 and

2018. These contracts provide for the possibility of exercising the purchase option prior to their

definitive expiration (two aircraft in 2012 and one aircraft

\ in 2013); should the purchase option not be exercised

on the dates established, the Company will return the
aircraft on expiration of the related contracts.
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MD-87

As of December 31, 2002, the Company was operating five MD-87 aircraft under operating
lease contracts. The term of the lease contracts is 96 months (expiring in 2005), at the end of which
the Company may exercise the purchase option provided for in the contract or return the planes.

WET LEASE

In recent years the Company entered into several wet lease contracts (lease of aircraft
with crew). NS

Following the events with worldwide repercussions
that occurred in September 2001, the Company decided to
terminate all its wet lease contracts.

In 2002 the Company entered into an agreement with
Air Europa, S.A. to terminate early the wet-lease contract for
six B-757 aircraft. The estimated expenses relating to the
early termination of this contract were provisioned as of
December 31, 2001, and no additional liabilities have been
disclosed as a result of the agreement reached.

LEASE EXPENSES

The lease payments accrued in 2002 for the operating
lease of the aforementioned B-747, B-757, A-319, A-320, A-321, A-340 and MD-87 aircraft
amounted to €370,332 thousand, and this amount is included under the "Other Operating
Expenses” caption in the accompanying 2002 statement of income (see Note 19). The detail as of
December 31, 2002, of the approximate total operating lease payments payable for these aircraft,
and of the related due dates, is as follows:

LEASE EXPENSES
Due Dates Millions of Euros

2003 346

2004 329

2005 246

2006 162

2007 to 2018 644

1,727

Also, most of the operating lease contracts in force stipulate that the lessee must bear the
periodic repair and inspection costs. The Company has recorded the related provision of €40,606
thousand under the “Provisions for Major Repairs” caption.

INSURANCE COVERAGE

The Company has arranged insurance policies for its property, plant and equipment and
intangible assets which sufficiently covered the net book value thereof as of December 31, 2002.
Also, the Company has arranged insurance policies for the aircraft leased from third parties, in
accordance with the conditions stipulated in the related lease contracts. Most of these policies are
with Musini, Sociedad Andnima de Seguros y Reaseguros.
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SUBSEQUENT AGREEMENTS RELATING TO AIRCRAFT

On January 30, 2003, the Company’s Board of Directors authorized the purchase from Airbus
of up to nine A-340-600 aircraft from Airbus and the arrangement of purchase options on a further
three A-340-600 Airbus aircraft to replace the B-747 aircraft.

LONG-TERM INVESTMENTS

y-

‘«‘[/
INVESTMENTS IN GROUP AND ASSOCIATED COMPANIES

The variations in 2002 in the balance of the “Investments in Group and Associated
Companies” caption and in the related allowance were as follows:

GROUP AND ASSOCIATED COMPANIES Thousands of Euros
Cost Allowance

Balance at 01-01-02 145,529 (102,199)

Additions and provisions 6,177 (925)

Retirements or reversals (30,816) 8,652

Balance at 12-31-02 120,890 (94,472)
DECEMBER 31, 2002

Corporate Name / Corporate Purpose Address

Compafia Auxiliar al Cargo Exprés, S.A. Centro de Carga Aérea Parcela 2 p.5 nave 6; Madrid

Cargo transport

Cargosur, S.A. (b) Velazquez, 130; Madrid

Air transport of cargo

Iber-Swiss Catering, S.A. Ctra. de la Mufoza, s/n; Madrid
Preparation and marketing of food
and other services for aircraft

Amadeus Global Travel Distribution, S.A. Salvador de Madariaga, 1; Madrid
Management and operation
of an automated booking system

Venezolana Internacional de Aviacion, S.A. (VIASA) Oscar M. Zuloaga, s/n; Caracas
Air passenger and cargo transport

Sistemas Automatizados Agencias de Viajes, S.A. (SAVIA) Velazquez, 130; Madrid
Computer services applicable to the travel and tourism industries

Touroperador Viva Tours, S.A. Trespaderne, 29; Madrid
Management of package tours

Sociedad Conjunta para la Emision y Veldzquez, 94; Madrid
Gestion de Medios de Pago EFC, S.A.
Issuance and management of payment instruments

Total
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The most significant additions and retirements relate to the following:

1.1n 2002 the Company subscribed to the capital increase at Touroperador Viva Tours, S.A. and
disbursed €2,287 thousand (the amount corresponding to it based on its ownership interest).

2.0n April 9, 2002, the Company participated in the incorporation of Sociedad Conjunta para
la Emision y Gestion de Medios de Pago EFC, S.A. The total amount contributed by Iberia, Lineas
Aéreas de Espafia, S.A. was €3,238 thousand, as a result of which it has a 40% ownership interest in
this company.

3. On July 26, 2002, the Company sold its holding in Binter Canarias, S.A. to Hesperia
Inversiones Aéreas, S.A. for €52,599 thousand. The holding in this company had been recorded at
a cost of €30,816 thousand, with an allowance of €7,398 thousand. A gain of €27,867 thousand was
obtained on this sale, net of the related transaction expenses, and this amount was recorded
under the "Gains on Fixed Asset Disposals” caption in the accompanying 2002 statement of
income.

The information relating to the main Group and associated companies as of December 31,
2002, drawn from their respective audited financial statements, which have not yet been approved
by the related Shareholders' Meetings, or from provisional financial statements in the case of the
Amadeus Group and Touroperador Viva Tours, S.A,, is as follows:

THOUSANDSOF EuRros

Percentage of

Income (Loss)

Direct and Capital Extra- Dividends
Indirect Ownership  Cost Allowance Stock Reserves  Ordinary  ordinary  Received (d)
75.00 670 192 1,896 958 (341) 243
100.00 8,685 (3,649) 6,058 (2,275) (8) 1,261
70.00 3,569 3,005 7,196 4,343 (2,276) 768
27.92 9,902 27,898 679,150 209,463 (124,463) 7,047
45.00 88,446 (88,446) (a) (a) (a) (a) =
75.49 198 - 300 10,608 9,830 (2,933) 5,102
49.00 3,642 (2,280) 2,760 - 208 (187)
40.00 3,238 = 5,200 2,894 (1,758) =
118,350

(a) Venezolana Internacional

de Aviacién, S.As operations were
discontinued in January 1997

and in March 1997 the company
filed for “suspensién de pagos”
(Chapter 11-type insolvency
proceedings- hereinafter “suspension
of payments”) and the process of
liquidation commenced. At the date
of preparation of these financial
statements, it had not been possible
to obtain any recent financial
statements relating to this company.
The risks relating to this holding
were provisioned in full in the
accompanying balance sheet

as of December 31, 2002.

(b) The related financial information
refers to this company’s individual
financial statements, since this
company, which as of December 31,
2002, had holdings in Campos
Veldzquez, S.A. and VIVA, Vuelos
Internacionales de Vacaciones, S.A,
did not present consolidated financial
statements because it was not
required to do so because the three
companies are consolidated in the
Iberia Group.

(c) The dividend rights relating to the
Amadeus Group and Sistemas
Automatizados Agencias de Viaje, S.A.
amount to 18.28% and 72.22%,
respectively.

(d) Also, the Company received
dividends amounting to €1,503
thousand from Binter Canarias, S.A.
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LOANS TO GROUP AND ASSOCIATED COMPANIES

This caption in the accompanying balance sheet as of December 31, 2002, includes the loans
granted in prior years to Venezolana Internacional de Aviacion, S.A. (VIASA) which had been fully
provisioned as of that date.

LONG-TERM INVESTMENT SECURITIES

The detail of the variations in this caption in the accompanying balance sheet as of December
31,2002, and in the related allowances is as follows:

LONG-TERM INVESTMENT SECURITIES Thousands of Euros
9% of
Ownership Balance Balance

at12-31-02 at01-01-02 Additions Retirements Transfers at 12-31-02

Fixed-income securities:

Iberbond PLC 1999 = 35,490 = = (1,170) 34,320
Government debt - 3,333 - - - 3,333
Equity securities:
Interinvest, S.A. 0.1438 30,244 - - - 30,244
Iberbus companies () 24,930 - - - 24,930
Opodo, Ltd. 9.14 9,504 8,172 - - 17,676
Adquira Espafia, S.A. 10.00 3,583 - - ° 3,583
(@) The percentages Cordiem (b) 2,330 22 - - 2,352
S Ot : R |
(b) Holdings of Total cost = 110,350 8,194 (1) (1,170) 117,373
1.86% in Cordiem LLC and Allowances - (37,496) - - - (37,49)

0f 2.07% in Cordiem, Inc.

The main period additions arose from the subscription, in proportion to the Company’s

ownership interest, to successive capital increases at Opodo, Ltd. The amounts disbursed in this

TV connection totaled €8,172 thousand. An allowance of

€7,200 thousand had already been recorded for this
investment as of December 31, 2001.

FIXED INCOME SECURITIES

i ARiA DE HOLINA In September 1999 Iberia, the Company subscribed
to bonds issued by Iberbond PLC 1999 for €39,000
thousand. These bonds form part of an issue relating to
the acquisition of six A-320 aircraft which were
subsequently leased to the Company under a financial
lease contract.

The bonds subscribed to by the Company earn
annual interest of 5.90% which is settled every six months.
3% of the principal is payable each year through the final
maturity on September 1, 2007, when the remaining 85% becomes payable. As of December 31,
2002, the Company had recorded the €1,170 thousand maturing in 2003 under the “Short-Term
Investments” caption in the balance sheet (see Note 11).
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The interest earned in 2002 amounted to €2,091 thousand and was recorded under the
“Other Interest and Similar Revenues” caption in the accompanying statement of income; of this
amount €698 thousand relate to unmatured accrued interest as of December 31, 2002, which was

recorded under the “Short-Term Investments” caption in the balance sheet.

EQUITY SECURITIES

The Company’s holding in Interinvest, S.A. (the majority shareholder of Aerolineas Argentinas,
S.A) was provisioned in full in 1999 due to the accumulated losses incurred by Aerolineas

Argentinas, S.A.

The information relating to the Iberbus companies, which own the A-340 aircraft operated by
the Company (see Note 6), as of December 31, 2002, drawn from their respective provisional

financial statements, is as follows:

IBERBUS COMPANIES Thousands of Euros
Percentage
Group and of Direct Ordinary
Associated Companies Address Ownership Cost  Capital Reserves Loss
Iberbus Concha, Ltd. George's Dock House, IFSC; Dublin -~ 40.00 2,029 6,538 (490) (1,414)
Iberbus Rosalia, Ltd. George's Dock House, IFSC; Dublin -~ 40.00 2,056 6488 (2,659 (1,274)
Iberbus Chacel, Ltd. George’s Dock House, IFSC; Dublin -~ 4000 2283 7,187  (6,081) (536)
Iberbus Arenal, Ltd. George’s Dock House, IFSC; Dublin -~ 40.00 2362 7352  (8,665) (723)
Iberbus Teresa, Ltd. George's Dock House, IFSC; Dublin -~ 4000 2504 6,647 (1,755 (324)
Iberbus Emilia, Ltd. George’s Dock House, IFSC; Dublin -~ 40.00 2497 6,677  (2,006) (270)
Iberbus Agustina, Ltd. George's Dock House, IFSC; Dublin -~ 40.00 2587 6,680 (79) (233)
Iberbus Beatriz, Ltd. George's Dock House, IFSC; Dublin ~ 40.00 2,556 6,701 149 (274)
Iberbus Juana Inés, Ltd. George's Dock House, IFSC; Dublin -~ 4545 1,896 3996 (2,225  (2326)
Iberbus Maria de Molina, Ltd. ~ George’s Dock House, IFSC; Dublin ~ 45.45 1983 4202 (2,565) (2,341)
Iberbus Maria Pita, Ltd. George's Dock House, IFSC; Dublin -~ 4545 2,177 4425 (2,005 (2411)
24,930

The majority shareholder of these companies, Airbus Industrie Financial Services, has
guaranteed for Iberia, Lineas Aéreas de Espafia, S.A. the recovery of the full amount of its
investments in and loans to the Iberbus companies, and, accordingly, no allowance was recorded

for the investments in these companies.

OTHER LOANS

The detail of the balance of this caption in the balance sheet is as follows:

OTHER LOANS Thousands of Euros
Balance Exchange Balance
at01-01-02 Differences Other at 12-31-02
Loans to Iberbus companies 224,725 (35,872) 188,853
Loan to Aerolineas Argentinas, S.A. 3914 - 3914
Other 8,093 = 2 8,095
236,732 (35,872) 2 200,862
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In 1999 the Company granted Aerolinea???gentinas, S.A. two loans of €3,537 thousand and
€2,352 thousand. These loans earn interest at 5.25% and their final maturity is in 2006 and 2000,
respectively.

The total principal of these loans and the related interest, amounting to €6,332 thousand,
were outstanding as of December 31, 2002, of which the portion classified as short term under the
“Short-Term Investments’ caption (see Note 11) relates to the principal and accrued interest which
were not paid on maturity.

Also, the Company has trade accounts receivable from and payable to Aerolineas Argentinas,
S.A. for an approximate net amount of €23,096 thousand.

In addition, the Company provided a guarantee to Banesto, S.A. for Aerolineas Argentinas, S.A.
under which it undertook, in the event of default by the latter, to pay the outstanding amounts of
a mortgage loan secured by two B-747 aircraft. Banesto, S.A. has initiated proceedings to execute
this guarantee and claimed €47,114 thousand from Iberia, Lineas Aéreas de Espafia, S.A. The
Company has set up a restricted deposit for this amount to cover this execution which was
recorded under the “Long-Term Deposits and Guarantees Given” caption.

Furthermore, the Company had provided another guarantee (in U.S. dollars) for Aerolineas
Argentinas, S.A. amounting to USS$ 6 million.

In view of the suspension of payments of Aerolineas Argentinas, S.A, the Company has
recorded a provision of €80,209 thousand to cover the possible bad debts and third-party liability
that might arise from the aforementioned transactions. This amount was recorded under the
"Provision for Third-Party Liability” caption in the balance sheet (see Note 13).

The Company has granted a loan to each of its Iberbus investees. The principal ranges,
depending on the company in question, from USS 11,049 thousand to USS$ 22,101 thousand.
These loans were granted for a period equal to the term of the operating lease for the related
A-340 aircraft and earn annual interest ranging from 5% to 6%. These loans are repayable at one
time when they mature, which, depending on the company concerned, will take place in the
period from 2003 to 2009.

As a result of the renewal of the operating lease contracts for three A-340 aircraft (see Note
6), the maturities and interest rates of the related loans, which were to mature in 2003, are being
renegotiated.

The amounts not yet repaid in this connection, by maturity, are as follows:
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DECEMBER 31, 2002

Maturing in Thousands of Euros
2003 79,019
2004 38,196
2005 38,358
2006 10,536
2007 22,744

LONG-TERM DEPOSITS AND GUARANTEES GIVEN
The detail of the balance of this caption in the balance sheet as of December 31, 2002, is as
follows:

LONG-TERM DEPOSITS AND GUARANTEES GIVEN Thousands of Euros
Deposit for Aerolineas Argentinas, S.A. 47,114
Deposit for convertible debentures (Note 15) 22,573
Deposits and guarantees
for operation of aircraft leased from ILFC (Note 6) 10,012
Deposits and guarantees
for operation of aircraft under dry lease arrangements (Note 6) 2,332
Other 4,400
86,431

TREASURY STOCK

The variations in 2002 in the "Treasury Stock" caption in the accompanying balance sheet as
of December 31, 2002, were as follows:

TREASURY STOCK Thousands of Euros
Balance at January 1, 2002 15,070
Additions 22,343
Reductions (5,517)
Balance at December 31, 2002 31,896

The 24,593,140 shares of treasury stock held by the Company as of December 31, 2002,
represent 2.69% of its capital stock, with an overall par value of €19,183 thousand and an average
acquisition cost of €1.30 per share. The balance of €31,896 thousand of the “Reserve for Treasury
Stock” account as of December 31, 2002, covers in full the net book value of the aforementioned
shares.

The period additions relate to acquisitions made by the Company in 2002.

The period reductions relate to treasury stock disposals on which the Company obtained
gains of €1,982 thousand, which were recorded under the “Gains on Transactions Involving
Treasury Stock” caption in the accompanying 2002 statement of income.
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INVENTORIES

The detail of the balance of this caption in the balance sheet as of December 31, 2002, is as

follows:
INVENTORIES Thousands of Euros
Raw materials and other supplies 95,885
Merchandise 10,333
Work-in process and semifinished goods 5,343
Advances to suppliers 3,480
Allowances (26,027)
Balance at December 31, 2002 89,014

ACCOUNTS RECEIVABLE

The breakdown of the "Accounts Receivable” caption in the accompanying balance sheet as
of December 31, 2002, is as follows:

ACCOUNTS RECEIVABLE Thousands of Euros
Receivable from passenger and cargo agencies 157,216
Receivable from public authorities 46,660
Receivable from airlines 26,199
Receivable from customers at sales offices 37,874
Accounts receivable due to credit memorandums 4,495
Credit card receivables 16,530
Other trade receivables for sales and services 139,633
Sundry accounts receivable 51,603
Doubtful receivables 20,260
Taxes receivable (Note 18) 44,909
Allowances (23,784)

521,595

The balance of the “Receivable from Public Authorities’
caption relates basically to accounts receivable from the
Spanish Directorate-General of Civil Aviation in connection
with the subsidy for residents in the Autonomous Communities
of the Canary Islands and the Balearic Islands and in Ceuta and
Melilla; accounts receivable from several Spanish ministries for
maintaining the aircraft of the Royal Family and the Armed
Forces; accounts receivable from the Spanish Postal and
Telegraph Service and other foreign postal agencies for the
transport of mail; and accounts receivable from foreign tax
authorities.
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The detail of the balance of this caption in the accompanying balance sheet as of December

SHORT-TERM INVESTMENTS

31,2002, is as follows:

The short-term deposits, relating mainly to Eurodeposits, earned average annual interest of

SHORT-TERM INVESTMENTS Thousands of Euros

Short-term deposits 1,133,126
Deposit for convertible debentures (Note 15) 7,524
Other short-term deposits and guarantees 8,392
Unmatured interest receivable 4,427
Loans to Aerolineas Argentinas, S.A. (Note 7) 2418
Iberbond bonds (Note 7) 1,170
Other short-term investments 41314

1,198,371

3.40% in 2002.

SHAREHOLDERS' EQUITY

The variations in the Company’s equity accounts in 2002 were as follows:

In any evaluation of the Company’s net worth as of December 31, 2002, the value of its
treasury stock should be deducted from the equity balance shown in the accompanying balance

sheet.

SHAREHOLDERS' EQUITY Thousands of Euros
Adjust-
Reserve ment of
Additional  Reva- for Capital  Income
Capital ~ Paid-in luation Legal Voluntary Treasury Merger stock  for Divi-

Stock  Capital Reserve Reserve Reserves  Stock Reserves toEuros theYear dends

Balance at
December 31,
2001 712,110 96,454 38 58415 110,645 15,070 165 1,201 29,371 -

Distribution
of 2001
income - - - 2937 17,508 - - - (29371) 8926

Reserve
for treasury
stock = = = - (16,826) 16,826 = = = =

2002
income - - - - - - - 143,188 -

Balance at
December 31,
2002 712,110 96,454 38 61,352 111,327 31,896 165 1,201 143,188 8,926
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CAPITAL STOCK

As of December 31, 2002, the Company’s capital stock consisted of 912,962,035 fully

subscribed and paid registered shares of €0.78 par value each.

As of December 31, 2002, the Company’ shareholders were as follows:

COMPANY’SHAREHOLDERS

Number of Shares Percentage of Ownership
Caja de Ahorros y Monte de Piedad de Madrid 91,290,716 10.00
BA & AA Holdings Limited 91,296,204 10.00
Banco Bilbao Vizcaya Argentaria, S.A. 85,918,876 941
Compaiia de Distribucion Integral Logista, S.A. 61,164,780 6.70
Sociedad Estatal de Participaciones Industriales 49,212,526 5.40
Corporacion Financiera de Galicia 27,404,254 3.00
El Corte Inglés, S.A. 27,387,215 3.00
Iberia, Lineas Aéreas de Espaia, S.A. 24,593,140 2.69
Other including employees 454,694,324 49.80
Total 912,962,035 100.00

In 2001 the Company launched a stock option plan aimed at all its employees. Under the

terms of the plan, once the period for waiver had ended, the number of options accepted
amounted to 24,984,407, for which the interested employees disbursed €7,495,322 as an advance
payment, which was recorded under the “Long-Term Debt - Other Payables” caption in the
accompanying balance sheet as of December 31, 2002.

The option exercise price was established at €1.19, and the employees can exchange 25% of

the options subscribed, in the proportion of one to one, on
each of the following dates: October 3, 2003, February 3,
2004, June 3, 2004, and October 3, 2004. On each of these
dates, the employees can opt to postpone the exercise of
their rights and accumulate them, provided that the market
price of the shares on that date is lower than the exercise
price; otherwise, the right would be forfeited.

In order to cater for the commitments to the employees
of the Company in connection with the stock option plan
described above, the Shareholders’ Meeting empowered the
Board of Directors to issue debentures convertible into
Company shares, with the disapplication of the current
shareholders’ preemptive subscription right, for an amount
of up to €343 million or, alternatively, to deliver shares of

treasury stock. In this connection, in 2002 the Company issued debentures convertible into shares

(see Note 15).

On June 6, 2002, the Company’s Shareholders’ Meeting approved a stock option plan for

directors, executives, certain managers and other line personnel, which will be instrumented
through the issuance of debentures convertible into shares of Iberia, Lineas Aéreas de Espafia, S.A.

The number of stock options will not exceed 18,259,241. The stock option plan, which must be
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implemented within one year

from its approval will have a
duration of five years from the

date on which the options are
effectively granted. The exercise

price of the options was
established at €1.62, in accordance
with the conditions established by
the Shareholders’ Meeting, which in
order to cater for this commitment,
empowered the Board of Directors

to issue debentures convertible
into shares, with the disapplication of
the preemptive subscription right of the
current shareholders and convertible debenture-holders, and to increase capital stock by the
amount required to cater for the applications for conversion of the debentures issued.

In connection with this second stock option plan, and in order to cover possible fluctuations
in the market price of Iberia, Lineas Aéreas de Espafia, S.A. shares, on May 29, 2002, the Company
arranged an equity swap on 18,259,241 shares at a price of €1.92 per share. The equity swap bears
annual interest at Euribor plus a spread on the par value (€35,018 thousand), from which the
dividends relating to these shares are deducted. The equity swap matures in April 2003.

The Company recorded, with a charge to the “Personnel Expenses” caption in the
accompanying statement of income, a provision of €5,478 thousand under the “Provisions for
Contingencies and Expenses” caption in the accompanying consolidated balance sheet as of
December 31, 2002, in order to cover any future loss that may be incurred in settling the equity
swap.

ADDITIONAL PAID-IN CAPITAL

The revised Corporations Law expressly permits the use of the additional paid-in capital
balance to increase capital and establishes no specific restrictions as to its use.

LEGAL RESERVE

Under the revised Corporations Law, 10% of income for each year must be transferred to the
legal reserve until the balance of this reser ve reaches at least 20% of capital stock.

The legal reserve can be used to increase capital provided that the remaining reserve balance
does not fall below 10% of the increased capital stock amount. Otherwise, until the legal reserve
exceeds 20% of capital stock, it can only be used to offset losses, provided that sufficient other
reserves are not available for this purpose.

DIFFERENCES DUE TO THE ADJUSTMENT OF CAPITAL STOCK TO EUROS

In the redenomination of the capital stock to euros, which was approved by the Board of
Directors in 1999, the difference arising as a result of the rounding off made it necessary to reduce
capital and to record a restricted reserve in accordance with current legislation.

REVALUATION RESERVE AND MERGER RESERVE

As a result of the merger by absorption of Aviacion y Comercio, S.A. in 2000, a merger reserve
was recorded.
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Also, Aviacion y Comercio, S.AA, in its merger balance sheet as of January 31, 2000, had

recorded a revaluation reserve as a result of the revaluation made pursuant to Royal Decree-Law
7/1996. Pursuant to current legislation, the Company recorded a revaluation reserve equal to the
amount obtained by applying to the merger reserve the percentage of Aviacién y Comercio, S.A's
total equity as of January 31, 2000, represented by the revaluation reserve recorded by it.

PROVISIONS FOR CONTINGENCIES AND EXPENSES

The variations in 2002 in this caption in the accompanying balance sheet were as follows:

2002 Thousands of Euros

Balanceat  Period Amounts Amounts Balance at
01-01-02  Provisions Used Transfers  Released  12-31-02

Provisions

for pensions (Note 4-h) 47,186 3,755 (11,726) 2,152 - 41,367

Provisions for obligations

to employees (Note 4-h) 452,106 67,897 (13,175)  (54,671) - 452,157

Provision for

major repairs (Note 4-b) 113,166 38,263 (20,626) (2,708) (18,320) 109,775

Provision for third-party

liability (Note 4-j)

667,145 45,400 (104,655 59,458 (10,669) 656,679

1,279,603 155,315 (150,182) 4,231 (28,989) 1,259,978

The provisions recorded in 2002 to the "Provision for Pensions” and “Provision for

Obligations to Employees” captions relate to the amounts accrued in 2002 and the interest
generated by the provision recorded as of December 31, 2002 (see Note 4-h), which are

IBERIA, LINEAS AEREAS DE ESPANA, S.A.
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recorded under the “Personnel Expenses” (€2,103 thousand and €52,072
thousand, respectively) and “Financial and Similar Expenses” (€1,652 and
€15,825 thousand, respectively) captions in the 2002 statement of
income.

The balance as of December 31, 2002, of the “Provision for Third-Party
Liabilities” caption includes €362,319 thousand relating to the estimated
amount per the actuarial studies performed by independent actuaries of
future payments to cater for the obligations to employees who have
already taken early retirement under the conditions envisaged in the
labor force rejuvenation plan implemented in 2000 (824 employees) and
the voluntary layoff plan approved in 2001 and implemented in 2002
(2,465 employees).

On December 23, 2002, the Ministry of Labor and Social Affairs
approved the extension of the labor force reduction plan, which
concluded in December 31, 2002, to December 31, 2004, for ground
personnel, cabin crew and flight engineers until the structural target
headcount relating to the employees in each group has been achieved.
As of December 31, 2002, 463 applications for inclusion under the
extended labor force reduction plan had been received.



The provisions recorded to cover the liabilities arising from the labor force reduction plan in
2002 amounted to €13,000 thousand.

The other provisions in 2002, which were also mainly recorded
with a charge to the “Extraordinary expenses” caption in the
accompanying statement of income (see Note 19-g), relate to the
amount estimated by the directors required for sundry probable
third-party liability.

The transfers shown in the foregoing table relate mainly to
amounts for flight personnel who availed themselves of the labor
force reduction plan.

Also, the amounts used relate mainly, inter alia, to payments
made in 2002 arising from the labor force downsizing plans
described above and other payments.

The remainder of the balance of the “Provision for Third-Party Liability” caption relates to the
estimated amount required for probable or certain third-party liability arising from legal
proceedings and litigation in progress or from outstanding indemnity payments or obligations of
undetermined amount, and collateral and other similar guarantees provided by the Company.

PAYABLE TO CREDIT INSTITUTIONS

The breakdown, by maturity, of the payables to credit institutions as of December 31, 2002
(which related to loans and financial lease transactions -see Note 5), is as follows:

PAYABLE TO CREDIT INSTITUTIONS Thousands of Euros
Due in:
Subsequent
Currency 2003 2004 2005 2006 2007 Years
InEuros:  Principal 70233 29675 28131 23,012 147349 125850
Interest 18,044 16,944 15,635 14479 13,435 14,016
In foreign currencies:
Principal ~ Yen 8,581 - - -
Interest Yen 2,545 - - - - -
Principal ~ U.S. dollar 187 - - - - 35172
Interest U.S. dollar 1,516 61 61 61 61 12,961

101,106 46,680 43,827 37,552 160,845 187,999

The weighted annual average interest rates on the aforementioned loans in 2002 were 4.93%
for euro loans and 3.8% for foreign currency loans, and some of the rates were tied to MIBOR or
LIBOR, respectively.

i
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CONVERTIBLE DEBENTURE ISSUE

As described in Note 12, the Company issued debentures convertible into shares of €1.19 par
value each, in the proportion of one to one, for a total amount of €30,097 thousand, which were
recorded, on the basis of their maturity, under the “Long-Term Debt - Convertible Debentures”and
“Current Liabilities - Convertible Debentures” captions in the accompanying balance sheet as of
December 31, 2002.

The main characteristics of the debenture issue are:

1. Interest rate: Three-month Euribor plus a spread.

2. Maturity dates: October 3, 2003, February 3, 2004, June 3, 2004 and October 3, 2004
(see Note 12).

3. Security: The Company has made a restricted deposit for an amount equal to that of the
issue (see Notes 7 and 11).

FUTURES TRANSACTIONS

The Company’s policy is to actively manage the risks arising from fluctuations in exchange
and interest rates and in fuel prices.

Hedging transactions are arranged to minimize the impact of these variables on the
statement of income. Following is a detail of the transactions arranged by Iberia, Lineas Aéreas de
Espafia, S.A. as of December 31, 2002, based on the following criteria: notional values to hedge
asset and liability positions, and for options, exchange rate hedging and fuel price hedging
transactions, and present values of the income hedged for the other future collection and
payment flow hedging transactions.

FUTURES TRANSACTIONS Thousands of Euros

Hedging of asset and liability positions:
Exchange risk hedging transactions

Cross currency swaps 607,255
Interest rate risk hedging transactions

Interest rate swaps (IRS's) 66,847

Exchange rate hedges 62,070

Hedging of future cash flows:
Exchange and interest rate risk hedging transactions

Cross currency swaps (16,654)
CALL options bought 225,390
CALL options sold 289,457
PUT options bought 78,800
PUT options sold 307,552
Exchange rate hedges 167,721
Interest rate hedging transactions
Interest rate swaps (IRS's) 1,983

Other hedging transactions
Fuel price hedging transactions 278,190
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BALANCES AND TRANSACTIONS WITH SUBSIDIARIES AND ASSOCIATED COMPANIES

The detail of the receivables from and payables to the Iberia Group and associated companies
as of December 31, 2002, is as follows:

The
follows:

DECEMBER 31, 2002 Thousands of Euros
Receivables Payables

Company Short-Term Short-Term
Vuelos Internacionales de Vacaciones, S.A. 1,388
Campos Velazquez, S.A. 340
Compariia Auxiliar al Cargo Exprés, S.A. 4,707 464
Iber-Swiss Catering, S.A. 163 4,521
Iberia Tecnologia, S.A. 224 1,702
SAVIA 1,996 -
Cargosur, S.A. - 2,406
Amadeus Group 2,131 -
Binter Finance B.V. 11,762 =
Touroperador Viva Tours, S.A. 1,025 51
Venezolana Internacional de Aviacién, S.A. (a) 2473 (a) The Company has recorded

M Aui _ ashort-term account receivable of
Iberia México 37 €29,302 thousand from Venezolana
Other 2,177 659 Internacional de Aviacion, S.A. for

which a provision has been recorded
24,185 14,383 inful

Company’'s main transactions with Group and associated companies in 2002 were as

2002 Thousands of Euros
Financial

Services Revenuesand  Services Financial
Company Provided Dividends  Received  Expenses
Vuelos Internacionales de Vacaciones, S.A. - - 24
Compaiia Auxiliar al Cargo Exprés, S.A. 16,376 243 3218 -
Iber-Swiss Catering, S.A. 321 768 61,846 -
SAVIA 11,656 5,102 99
Amadeus Group 23,583 7,047 107,051
Binter Finance, B.V. 338 1,537 2 -
Touroperador Viva Tours, S.A. 408 -
Auxiliar Logistica Aeroportuaria, S.A. - 992 -

The services provided to the Company by Iber-Swiss Catering, S.A. relate to catering services
and materials. The Amadeus Group bills the Company for tickets booked through its system and
the Company receives a commission for each ticket issued through that system.

The services rendered by the Company to SAVIA relate mainly to the charge for the license to

use the trademark, booking services and rent.
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(a) Relating basically to the provisions
for pensions and other obligations to
employees and deferred income
arising from credit memorandums
and provisions for aircraft.

(b) Relating basically to releases of
provisions recorded in prior years for
pensions and other obligations to
employees and for risks relating to
subsidiaries and the use of income
arising from credit memorandums.

IBERIA, LINEAS AEREAS DE ESPANA, S.A.

TAX MATTERS

The "Accounts Receivable” and “Other Nontrade Payables” captions in the accompanying
balance sheet as of December 31, 2002, include the accounts receivable from and payable to,
respectively, public authorities, the detail being as follows:

TAX MATTERS Thousands of Euros
Receivable (Note 10):
Deferred tax asset 32,000
Receivable from foreign tax authorities 3,048
VAT refundable 4133
Other taxes receivable 5728
44,909
Payable:
Personal income tax withholdings 24,116
Airport takeoff and safety levies 10,702
Payable to foreign tax authorities 35,728
Accrued social security taxes payable 38,424
Other payables to public authorities 1,208
110,178

Corporate income tax is calculated on the basis of the income per books, which does not
necessarily coincide with the taxable income.

Since January 1, 2002, the Company (as the Parent Company) has been taxed under the
consolidated tax regime provided for under chapter VIl of Title VI of Corporate Income Tax Law
43/1995.

The reconciliation of the income per books for 2002 to the taxable income for corporate
income tax purposes is as follows:

2002 Thousands of Euros
Increase Decrease Amount

Income for the year per books (before taxes) - - 168,847
Permanent differences 1,304 (547) 757
Timing differences:

Arising in the year 130,915 (a) (1,199 129,716

Arising in prior years - (126,307) (b) (126,307)
Offset of prior years’
tax losses - - (170,890)
Taxable income - - 2,123

NOTES TO 2002 FINANCIAL STATEMENTS




The balance of the “Corporate Income Tax” caption in the accompanying 2002 statement of
income is as follows:

2002 Thousands of Euros
Loss / (Income)
Application of the 35% tax rate
to income per books adjusted by permanent differences 59,361
Add/ (Less):
Tax credits (34,086)
Other 384
Corporate income tax 25,659

The tax assets and liabilities were recorded, on the basis of the recovery date, under the

"Accounts Receivable’, “Long-Term Receivables” and “Other Payables” captions in the
accompanying balance sheet as of December 31, 2002, the detail being as follows:

DECEMBER 31, 2002 Thousands of Euros
Receivable Payable
Short Long Short Long
Term Term  Total Term Term Total
Timing differences
arising in the year S 45,820 45,820 S 420 420
Unallocated
timing differences
arising
in prior years 32,000 305,747 337,747 - 1,463 1,463
Total 32,000 351,567 383,567 - 1,883 1,883

The estimated years for use of the long-term tax assets as of December 31, 2002, are as
follows:

YEAR OF RECOVERY THOUSANDS OF EUROS
2004 42,300
2005 42,300
2006 and subsequent years 266,967
351,567
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The Company’s directors consider that all these assets will be
recovered in not more than ten years.

Current corporate income tax regulations provide certain tax
incentives to encourage professional training, export activity and
investment. The Company availed itself of certain tax benefits in this
connection and recorded tax credits of €1,703 thousand in 2002, of
which €488 thousand were tax credits not used in 2001.

The Company recorded in 2002 domestic and international double
taxation tax credits amounting to €17,756 thousand, of which tax credit
amounting to €8,319 thousand were earned in 2001. Also, €743
thousand were used in this connection in 2002.

Also, in 2002 the Company availed itself of the extraordinary
income reinvestment regime and recorded tax credits amounting to
€14,627 thousand, of which €11,645 thousand related to tax credits not
used in 2001.

In 2002 the Company reinvested the sale price which gave rise to
the gains on fixed assets of €65,311 thousand relating to a tax credit of
€2,982 thousand.

As a result of successive tax audits, the tax inspection authorities issued certain assessments,
which were contested and appealed against by the Company relating to 1993 through 1997
(mainly VAT and personal income tax withholdings).

Also, the Company filed an appeal against the assessments issued in connection with
customs duties for 1998 (second six months), 1999 and 2000 (first five months).

Furthermore, in relation to Aviacion y Comercio, S.A. (@bsorbed by the Company in 2000) a
decision has yet to be handed down on the appeals against the tax assessments issued in
connection with the returns for certain taxes for 1989, 1990, 1993, 1994, 1996, 1997 and 1998.

The directors of Iberia, Lineas Aéreas de Espania, S.A. consider that no tax liabilities additional
to those recorded in the financial statements for 2002 will arise from the resolution of the various
appeals described above.

Also, the directors of Iberia, Lineas Aéreas de Espafia, S.A. do not expect any tax contingencies
that would materially affect the financial statements to arise in connection with the years open for
review by the tax inspection authorities, which are 1998 through 2002 for the Company’s
corporate income tax, and 1999 through 2002 for all other taxes applicable to the Company, and
the years since 1998 for the corporate income tax of Aviacion y Comercio, S.A. and 1999 through
January 31, 2000, for all other taxes applicable to the latter company.

Pursuant to Article 107 of Corporate Income Tax Law 43/1995, it is hereby stated that the
information relating to the merger of the Company with Aviacion y Comercio, S.A. is included in
Note 19 to the 2000 financial statements.
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REVENUES AND EXPENSES

A) NET SALES

The breakdown, by activity, of the Company'’s net sales in 2002 and 2001 is as follows:

BY ACTIVITY Thousands of Euros
2002 2001

Passenger ticket revenues (a) 3,775,996 3,690,269

Cargo revenues 234,080 249,923

Handling (aircraft dispatching and airport services) 233,858 230,712

Technical assistance to airlines 91,333 94,543 ?a) /NC/udmfg orhe/drevinues

recovery or unuse tickets,
Other revenues 72,530 67,952 commercial agreements etc.)
4,407,797 4,333,399 amounting to €294,604 thousand in

2002 and €166,129 thousand in 2001.

The Company is the leading operator in Spain in handling services by virtue of the contract
awarded to it in a public call for tenders organized by AENA. This contract will foreseeably expire,

following successive renewals, in March 2003.

The breakdown of passenger ticket revenues in 2002, by network, is as follows:

BY NETWORK Thousands of Euros
2002 2001
Spain and Europe 2,543,623 2,426,695
Atlantic 1,148,745 1,181,074
Africa and Asia 83,628 82,500
3,775,996 3,690,269

B) OTHER OPERATING REVENUES
The detail of the balances of the “Other Operating
accompanying 2002 and 2001 statements of income is as follows:

Revenues” caption in the

OTHER OPERATING REVENUES Thousands of Euros
2002 2001

Commissions 108,521 116,613
Royalties 7,933 9,917
Rent 9,725 20,130
Deferred revenues credited to income 16,834 8,541
Other sundry revenues 82,307 93,233

225,320 248,434

The revenues from commissions relate basically to the commissions on the sale of tickets for
other airlines, the commissions arising from the franchise agreement with Air Nostrum and the
commissions obtained as a result of the agreements entered into with Mundicolor and

Touroperador VivaTours, S.A.
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C) EXTRAORDINARY REVENUES

The detail of the balance of the “Extraordinary Revenues” caption in the accompanying 2002
statement of income is as follows:

EXTRAORDINARY REVENUES Thousands of Euros
Recovery of provisions for third-party liability (Note 13) 10,669
Other 657
11,326

D) PROCUREMENTS
The detail of the “Procurements” caption in the accompanying 2002 and 2001 statements
of income is as follows:

PROCUREMENTS Thousands of Euros
2002 2001
Aircraft fuel 553,241 629,108
Aircraft spare parts 142,963 138,274
Catering materials 30,904 31,970
Other purchases 15,307 18,688
742,415 818,040

The "Aircraft Spare Parts” caption includes the spare parts initially recorded under fixed assets,
which were used to replace others in the related aircraft in 2002, the net book value of which at
the date of use is recognized as an expense under this caption in the accompanying statement of
income.

The aircraft fuel expense in 2002 totaled €541,400 thousand. However, the related futures
transactions increased this expense by €11,841 thousand.
E) HEADCOUNT AND PERSONNEL EXPENSES

The breakdown of the balances of the “Personnel Expenses” caption in the accompanying
statements of income for 2002 and 2001 is as follows:

PERSONNEL EXPENSES Thousands of Euros
2002 2001
Wages, salaries and similar expenses 989,495 982,775
Employee welfare expenses 321,118 311,508
1,310,613 1,294,283
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The average number of employees, by professional category, in 2002 and 2001 was as follows:

EMPLOYEES
2002 2001
Ground personnel:
Senior managers and other line personnel 1,270 1,345
Clerical staff 6,358 6,620
Other 10,047 10,717
17,675 18,682
Flight personnel:
Pilots 1,859 1,883
Flight engineers 115 153
Cabin crew 4,395 4,590
6,369 6,626
24,044 25,308

F) OTHER OPERATING EXPENSES

The detail of the balances of this caption in the accompanying 2002 and 2001 statements of
income is as follows:

OTHER OPERATING EXPENSES Thousands of Euros
2002 2001 (a) The aircraft lease payments
. amounted to €370,332 thousand and
Commercial expenses 463,861 514,049 €372,423 thousand in 2002 and 2001,
Aircraft lease payments (Note 6) respectively. Hov_vever, the related
futures transactions reduced these
Wet lease - 105,508 expenses by €4,035 thousand and
Dry lease (a) 366,297 350,311 €22,112 thousand, respectively.
(b) Including the expenses for
Other 7479 10,437 subcontracted maintenance work
Air traffic services 322,645 347,681 and the provisions for major repatrs.
(c) Including cargo hold lease
Stopover expenses 42,932 49,887 expenses amounting to €22,047
Incident expenses 19,467 18,802 thousand in 2002 and €5,229
— thousand in 2001.
Navigation charges 226,586 214,079 (d) The fees for financial statement
Aircraft maintenance (b) 96,666 124,969 audit services provided to the various
" companies composing the Iberia
General maintenance 27326 29,989 Group and subsidiartes by the
Booking system expenses 126,322 133,349 principal auditor and by other entities
- - related thereto in 2002 amounted to
In-flight services 104,879 111,821 €371 thousand. Additionally, the fees
Other rent (c) 88,305 70,134 for o(her profess/ongl services
provided to the various Group
Other (d) 283,160 241,529 companies by the principal auditor
2,175,925 2,322,545 and by other entities related thereto in

2002 amounted to €19 thousand.
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G) EXTRAORDINARY EXPENSES

The detail of the balance of the “Extraordinary Expenses” caption in the accompanying 2002

statement of income is as follows:

IBERIA, LINEAS AEREAS DE ESPANA, S.A.

EXTRAORDINARY EXPENSES Thousands of Euros
Provisions for DC-9, DC-10, A-300, B-727 and B-747aircraft (Note 6) 61,400
Period provisions for third-party liability (Note 13) 36,502
Other extraordinary expenses 3,627
101,529

The detail of the compensation of all types earned by the members of the Board of Directors
in 2002 is as follows:

DIRECTORS’ COMPENSATION AND OTHER BENEFITS

DIRECTORS’ COMPENSATION Thousands of Euros
Fixed compensation paid to the Board members 600
Attendance fees 1
Compensation in kind 22
Total compensation 1,043

The insurance and other expenses amounted to €4 thousand.

Also, the detail of the compensation paid to the executive directors in 2002 is as follows:

EXECUTIVE DIRECTORS THOUSANDSOF EUROS

Total compensation 1,225

The social security, insurances and other expenses amounted to €462 thousand.
In 2002 no advances or loans were granted to the members of the Board of Directors and
there are no pension commitments to them.
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ENVIRONMENTAL INFORMATION

The Company, in line with its environmental policy, has been undertaking various activities

and projects relating to environmental matters.

In 2002 the Company incurred environmental expenses of €895 thousand the detail being as

follows:

ENVIRONMENTAL EXPENSES Thousands of Euros
Upkeep, advertising, taxes, indemnities and other 586
Environmental technical services 261
Group transport equipment 35
Environmental publications 8
Environmental charges 5

895

Also, in recent years investments have been
made in Iberia’s industrial areas in Madrid to
enhance the treatment of waste water and the
management of hazardous waste. In addition,
there is a periodic analytical control of the
contaminating parameters of the waste and of
the air emissions. However, these investments are
not material with respect to the Company’s total
property, plant and equipment.

With respect to its aircraft, the Company
continued to implement an efficient
environmental policy. Having completed in 2001
the replacement of aircraft that consumed most
fuel and, accordingly, that generated the highest
air emissions, the acquisition of aircraft, such as
the A-320 and A-340, which are equipped with
new technologies capable of reducing
consumption by 20% continued in 2002
(see Note 6). Also, in 2002 a technical analysis
was carried out for the replacement of
the oldest long-haul aircraft which were
still in service (B-747-200). The final
agreement on this replacement was
reached in January 2003).

The Company considers that any
possible environmental contingencies
that might arise are covered
sufficiently by its third-party liability
insurance policies and by the
provisions relating to probable or
certain third-party liability arising
from litigation in progress or from
outstanding indemnity payments or
obligations of undetermined amount.
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2002 AND 2001 STATEMENTS OF CHANGES IN FINANCIAL POSITION

Following are the Company’s statements of changes in financial position for 2002 and 2001:

APPLICATION OF FUNDS Thousands of Euros
2002 2001
Fixed asset additions:
Intangible assets 150,915 57,549
Property, plant and equipment 121,708 341,966
Long-term investments in Group and associated companies 6,176 -
Other investments 56,221 10,308
Deferred charges 14,549 6,609
Deferred revenues - 415
Dividends paid 8,925 44,625
Repayment or transfer to short term of long-term debt:
Loans 95,160 191,517
Group and associated companies - 10,259
Other accounts payable 687 21
Provision for major repairs 226 10,674
Provisions for pensions 11,726 51,476
Provisions for obligations to employees 13,174 15,209
Provision for third-party liability 103,340 27322
Total Funds Applied 582,807 767,950
Funds Obtained in Excess of Funds Applied
(Increase in working capital) 489,473 -
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SOURCE OF FUNDS Thousands of Euros
2002 2001
Funds obtained from operations 564,752 178,585
Long-term debt:

Other companies 140,146 35,266
Disposals of property, plant and equipment and intangible assets 291,817 431,880
Disposals of long-term investments 51,284 28,339
Early redemption or transfer
to short term of other investments:

Other investments 10,390 1,402
Deferred revenues 9,240 16,278
Provision for contingencies and expenses 4,231
Long-term deferred tax liability 420
Total Funds Obtained 1,072,280 691,750
Funds Applied in Excess of Funds Obtained
(Decrease in working capital) - 76,200

VARIATION IN WORKING CAPITAL Thousands of Euros
2002 2001

Increase Decrease

Increase Decrease

Treasury stock 16,826 15,070 -
Inventories - 967 - 4,856
Accounts receivable 33,436 20,231 -
Current liabilities 165,841 - 353,306
Short-term investments 285,090 - 227,033

Cash 6,649 10,765

Asset accrual accounts - 4,104 8,863 -
Total 501,193 11,720 281,962 358,162
Variation in working capital 489,473 = 76,200

IBERIA, LINEAS AEREAS DE ESPANA, S.A.

NOTES TO 2002 FINANCIAL STATEMENTS
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The reconciliation of the income per books to the funds obtained from operations is as
follows:

RECONCILIATION Thousands of Euros
2002 2001
Income per books 143,188 29,371
Add / (Less):
Depreciation and amortization expense and fixed asset allowances 226,502 184,877
Period provisions for contingencies and expenses 154,000 216,115
Deferred interest expenses and deferred charges 25,004 34,294
Tax asset recoverable at long term 25,578 (19,396)
Net exchange differences on long-term items 4,563 (21,900)
Net exchange differences on fixed asset revaluations 64,690 (547)
Deferred interest revenues (17,446) (9,153)
Net gains on fixed asset disposals (31,083) (14,842)
Recovery of excess provisions and depreciation and amortization (30,244) (63,292)
Recovery of deferred taxes - (156,942)
564,752 178,585

EXPLANATION ADDED FOR TRANSLATION TO ENGLISH

These financial statements are presented on the basis of accounting principles generally
accepted in Spain. Certain accounting practices applied by the Company that conform with
generally accepted accounting principles in Spain may not conform with generally accepted

accounting principles in other countries.



