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Second Quarter Results



April-June 2003

Second Quarter Summary

	IBERIA GROUP                    Thousand €
	Apr – Jun

2003
	Apr – Jun

2002 (a)
	%
	Accumulated

2003
	Accumulated

2002 (a)
	%

	Operating Revenues 
	1.170.987 
	1.232.488 
	-5,0 
	2.215.512 
	2.291.499 
	-3,3 

	Operating Expenses 
	1.099.046 
	1.124.233 
	-2,2 
	2.194.287 
	2.189.703 
	0,2 

	Operating Income EBIT 
	71.941 
	108.255 
	-33,5 
	21.226 
	101.795 
	-79,1 

	EBITDAR 
	206.951 
	248.277 
	-16,6 
	292.920 
	380.772 
	-23,1 

	Consolidated income after taxes 
	52.555 
	75.235 
	-30,1 
	30.782 
	69.092 
	-55,4 

	Total Shareholders Equity (b) 
	--- 
	--- 
	--- 
	1.311.172 
	1.317.737 
	-0,5 

	In balance-sheet net debt (b) 
	--- 
	--- 
	--- 
	-623.989 
	-714.768 
	-12,7 

	Adjusted net debt x 7 (b) 
	--- 
	--- 
	--- 
	1.820.230 
	1.848.275 
	-1,5 

	Adjusted net debt x 8 (b) 
	--- 
	--- 
	--- 
	2.174.140 
	2.219.327 
	-2,0 

	ASKs (millions) (c)
	13.516 
	13.883 
	-2,6 
	26.705 
	27.283 
	-2,1 

	RPKs (millions) (c)
	9.982 
	10.006 
	-0,2 
	19.439 
	19.362 
	0,4 

	Load Factor (%)(c)
	73,8
	72,1
	1,8 p. 
	72,8 
	71,0 
	1,8 p. 

	Passenger revenues (€ thousand) (c)
	846.942 
	929.005 
	-8,8 
	1.593.212 
	1.727.003 
	-7,7 

	Yield (€ cents) (c)
	8,49 
	9,28 
	-8,6 
	8,20 
	8,92 
	-8,1 

	Operating Revenue/ASK (€ cents)
	8,66 
	8,88 
	-2,4 
	8,30 
	8,40 
	-1,2 

	Operating Expenses/ASK (€ cents)
	8,13 
	8,10 
	0,4 
	8,22 
	8,03 
	2,4 

	Operating Expenses/ASK exc Fuel (€ cents)
	7,15 
	7,11 
	0,5 
	7,19 
	7,06 
	1,8 


Number of shares as at 30-Jun-2003: 912.962.035
(a) Quarterly data 2002 have been restated to correct the effect produced by the sell of Binter Canarias.

(b) June 2003 v December 2002. See notes pages 3 and 4. (c) Iberia L.A.E. data 
Highlights

· Iberia achieved an operating income and consolidated income after taxes of €71.9 million and €52.6 million, respectively, in the second quarter. Consolidated income after taxes in the first half amounted to €30.8 million in a very difficult environment for the airlines.

· The capacity adjustment plan started in March, which mainly affected medium-haul international flights, together with a better behavior of the domestic traffic, improved the load factor in the three sectors in the second quarter, with a 1.8 percentage point rise in the network as a whole. This is the sixth consecutive quarter of improvements in load factors in relation with the same period over the previous years.

· This efficient management of capacity, together with the good performance of Handling and Maintenance revenues, allowed to decrease the impact of the fall in yields (8.6%), and to mitigate the reduction of unit revenues to 2.4%.

· In parallel, the cost-cutting measures put in place, together with the net positive effect of the depreciation of the dollar, allowed to maintain unit operating expenses at a similar level to the second quarter of last year (0.4%), despite the rise in prices of fuel and navigation aids.

· Adjusted net debt decreased slightly mainly due to the reduction of operating leases expenses and, therefore, to the reduction of the value of its equivalent debt.

· During the first half of 2003, Iberia achieved average punctuality of 83.5%, improving by five percentage points over the previous year and placing among the European network carriers with better punctuality.

Consolidated Statements of Income (not audited)

	€ Thousand
	Apr – Jun

2003
	Apr – Jun

2002 (a)
	%
	Accumulated

2003
	Accumulated

2002 (a)
	%

	
	
	
	
	
	
	

	OPERATING REVENUES
	1.170.987 
	1.232.488 
	-5,0 
	2.215.512 
	2.291.499 
	-3,3 

	
	
	
	
	
	
	

	NET SALES
	1.119.503 
	1.180.373 
	-5,2 
	2.114.630 
	2.196.293 
	-3,7 

	Passenger Revenues (b)
	917.726 
	1.000.285 
	-8,3 
	1.732.339 
	1.849.380 
	-6,3 

	Cargo Revenues
	60.024 
	67.451 
	-11,0 
	122.951 
	133.726 
	-8,1 

	Handling
	70.822 
	59.890 
	18,3 
	121.628 
	104.038 
	16,9 

	Technical assistance to airlines
	30.103 
	19.639 
	53,3 
	60.227 
	44.704 
	34,7 

	Other Revenues
	40.828 
	33.107 
	23,3 
	77.486 
	64.445 
	20,2 

	
	
	
	
	
	
	

	OTHER OPERATING REVENUES
	51.484 
	52.115 
	-1,2 
	100.883 
	95.206 
	6,0 

	Rents
	1.916 
	2.402 
	-20,2 
	3.534 
	4.373 
	-19,2 

	Commissions
	30.071 
	24.229 
	24,1 
	55.932 
	48.224 
	16,0 

	Other sundry revenues
	19.497 
	25.485 
	-23,5 
	41.417 
	42.608 
	-2,8 

	
	
	
	
	
	
	

	OPERATING EXPENSES
	1.099.046 
	1.124.233 
	-2,2 
	2.194.287 
	2.189.703 
	0,2 

	
	
	
	
	
	
	

	PURCHASES
	182.223 
	190.594 
	-4,4 
	374.830 
	358.589 
	4,5 

	Aircraft Fuel
	132.655 
	137.003 
	-3,2 
	274.661 
	263.451 
	4,3 

	Aircraft spare parts
	34.712 
	37.638 
	-7,8 
	69.251 
	63.729 
	8,7 

	Catering materials
	6.027 
	7.793 
	-22,7 
	13.108 
	15.111 
	-13,3 

	Other purchases
	8.829 
	8.160 
	8,2 
	17.811 
	16.298 
	9,3 

	
	
	
	
	
	
	

	PERSONNEL EXPENSES
	345.845 
	325.968 
	6,1 
	684.042 
	652.719 
	4,8 

	Wages, salaries, etc.
	262.078 
	245.568 
	6,7 
	518.507 
	493.891 
	5,0 

	Employee welfare expenses
	83.767 
	80.400 
	4,2 
	165.535 
	158.828 
	4,2 

	
	
	
	
	
	
	

	DEPRECIATION AND AMORTIZATION
	42.815 
	41.250 
	3,8 
	85.176 
	81.941 
	3,9 

	VARIATION IN OP. PROVISIONS
	1.673 
	2.890 
	-42,1 
	2.870 
	6.108 
	-53,0 

	
	
	
	
	
	
	

	OTHER OPERATING EXPENSES
	526.490 
	563.532 
	-6,6 
	1.047.368 
	1.090.347 
	-3,9 

	Aircraft leases (c)
	92.195 
	98.772 
	-6,7 
	186.519 
	197.036 
	-5,3 

	     Operating leases
	88.404 
	94.188 
	-6,1 
	177.790 
	189.351 
	-6,1 

	     Wet leases
	0 
	0 
	n.a.
	0 
	5 
	-100,0 

	     Cargo wet leases
	3.792 
	4.583 
	-17,3 
	8.728 
	7.680 
	13,7 

	Other leases
	18.500 
	19.850 
	-6,8 
	38.183 
	38.128 
	0,1 

	Fleet maintenance
	27.189 
	22.453 
	21,1 
	57.752 
	48.950 
	18,0 

	Commercial expenses
	102.488 
	128.079 
	-20,0 
	202.378 
	236.877 
	-14,6 

	Air traffic levies and charges
	90.058 
	91.544 
	-1,6 
	176.741 
	180.606 
	-2,1 

	Navigation-other communication aids
	62.272 
	60.445 
	3,0 
	124.236 
	110.254 
	12,7 

	In flight services
	13.765 
	17.883 
	-23,0 
	27.472 
	35.015 
	-21,5 

	Booking systems
	35.446 
	35.638 
	-0,5 
	70.140 
	70.493 
	-0,5 

	Insurance
	13.723 
	21.486 
	-36,1 
	27.338 
	41.467 
	-34,1 

	Other expenses
	70.852 
	67.381 
	5,2 
	136.610 
	131.522 
	3,9 

	
	
	
	
	
	
	

	OPERATING INCOME
	71.941 
	108.255 
	-33,5 
	21.226 
	101.795 
	-79,1 

	
	
	
	
	
	
	


(a) The consolidated income statement for first quarter 2002 have been restated to correct the effect produced by the sell of Binter Canarias, formalised in July 2002. Therefore, 2002 data does not include the accounts corresponding to Binter Canarias and, thus, the comparison is more homogeneous.

(b) Passenger revenues include issued but unused tickets, previously accounted in current liabilities as customer advances, together with other minor adjustments.

	€ Thousand
	Apr – Jun

2003
	Apr – Jun

2002 (a)
	%
	Accumulated

2003
	Accumulated

2002 (a)
	%

	
	
	
	
	
	
	

	OPERATING INCOME
	71.941 
	108.255 
	-33,5 
	21.226 
	101.795 
	-79,1 

	
	
	
	
	
	
	

	FINANCIAL REVENUES
	9.641 
	12.022 
	-19,8 
	19.672 
	22.917 
	-14,2 

	FINANCIAL EXPENSES
	10.293 
	6.329 
	62,6 
	19.763 
	19.480 
	1,5 

	EXCHANGE GAINS
	-1.844 
	-10.921 
	83,1 
	-2.850 
	-13.928 
	79,5 

	FINANCIAL RESULTS
	-2.496 
	-5.228 
	52,3 
	-2.940 
	-10.491 
	72,0 

	SHARE IN INCOME OF COMPANIES CARRIED BY THE EQUITY METHOD
	6.440 
	2.072 
	210,8 
	13.351 
	7.317 
	82,5 

	AMORTIZATION OF GOODWILL IN CONSOLIDATION
	-1.653 
	-1.653 
	0,0 
	-3.307 
	-3.307 
	0,0 

	
	
	
	
	
	
	

	INCOME FROM ORDINARY ACTIVITIES
	74.231 
	103.446 
	-28,2 
	28.330 
	95.314 
	-70,3 

	
	
	
	
	
	
	

	EXTRAORDINARY REVENUES
	9.070 
	1.860 
	n.s.
	32.634 
	4.584 
	n.s.

	EXTRAORDINARY EXPENSES
	5.577 
	8.654 
	-35,6 
	18.763 
	13.391 
	40,1 

	EXTRAORDINARY INCOME
	3.493 
	-6.793 
	151,4 
	13.870 
	-8.807 
	257,5 

	
	
	
	
	
	
	

	CONSOLIDATED INCOME BEFORE TAXES
	77.724 
	96.653 
	-19,6 
	42.200 
	86.507 
	-51,2 

	CORPORATE INCOME TAX
	-25.169 
	-21.418 
	-17,5 
	-11.418 
	-17.414 
	34,4 

	CONSOLIDATED INCOME FOR THE PERIOD
	52.555 
	75.235 
	-30,1 
	30.782 
	69.092 
	-55,4 

	MINORITIES
	989 
	969 
	2,1 
	1.602 
	1.518 
	5,6 

	ATTRIBUTED INCOME FOR THE PERIOD
	51.566 
	74.266 
	-30,6 
	29.180 
	67.574 
	-56,8 

	
	
	
	
	
	
	


(c) The concept aircraft leases is used to calculate capitalized leases included in the adjusted net debt, which includes the total amount of operating leases + 50% of wet leases + 50% cargo leases. 2002 Annual Leases expenses amounted to €382,383 thousand. To get an approximation of the annual value of aircraft rentals in 2003, leases expenses for the first semester (€182,154 thousand, resulting from operating leases + 50% cargo leases) must be multiplied by 2, this is 364,309. The result is multiplied by 7 or 8 to get the capitalized operating leases. The fleet renewal process and the low interest rates suggest multiplying leases expenses by 8, as it reflects better the equivalent debt.
Consolidated balance sheet (not audited)

	€ Thousand
	Jun – 2003
	Dec – 2002

	ASSETS
	4.822.214 
	4.649.480 

	   FIXED ASSETS
	2.567.020 
	2.460.329 

	      START-UP EXPENSES
	162 
	303 

	      NET INTANGIBLE FIXED ASSETS
	455.606 
	465.281 

	      NET TANGIBLE FIXED ASSETS
	1.253.562 
	1.168.015 

	      LONG-TERM FINANCIAL INVESTMENTS
	506.123 
	474.999 

	          Iberbuses Loans
	173.318 
	188.853 

	          Iberbond Bonds
	33.150 
	34.320 

	          Other
	299.655 
	251.826 

	      LONG-TERM DEBTORS
	351.567 
	351.731 

	   GOODWILL IN CONSOLIDATION
	101.404 
	104.711 

	   DEFERRED CHARGES
	103.879 
	122.229 

	   CURRENT ASSETS
	2.049.911 
	1.962.211 

	      INVENTORIES
	90.034 
	89.964 

	      ACCOUNTS RECEIVABLE
	744.722 
	587.622 

	      SHARES OF THE CONTROLLING COMPANY
	29.694 
	31.896 

	      SHORT-TERM FINANCIAL INVESTMENTS
	1.119.721 
	1.204.683 

	      CASH
	19.592 
	11.957 

	      ACCRUAL ACCOUNTS
	46.148 
	36.089 

	LIABILITIES
	4.822.214 
	4.649.480 

	   SHAREHOLDERS´ EQUITY
	1.311.172 
	1.317.737 

	      CAPITAL STOCK
	712.110 
	712.110 

	      RESERVES OF THE CONTROLLING COMPANY
	410.014 
	302.433 

	      RESERVES COMPANIES CONS. BY THE GLOBAL INTEG. METHOD
	160.129 
	146.197 

	      TRANSLATION DIFFERENCES
	-261 
	-123 

	      INCOME ATTRIBUTABLE TO THE CONTROLLING COMPANY
	29.180 
	157.120 

	   MINORITY INTERESTS
	10.451 
	9.242 

	   NEGATIVE GOODWILL IN CONSOLIDATION
	1.494 
	1.494 

	   DEFERRED REVENUES
	61.215 
	70.475 

	   PROVISIONS FOR CONTINGENCIES AND EXPENSES
	1.245.002 
	1.261.455 

	   LONG-TERM DEBT
	520.642 
	525.975 

	      CONVERTIBLE BONDS
	50.106 
	22.573 

	      PAYABLE TO CREDIT ENTITIES
	447.298 
	480.105 

	         Payable to credit entities
	370.854 
	392.392 

	         Future leasing interests payments
	76.444 
	87.713 

	      OTHER ACCOUNTS PAYABLE
	23.238 
	23.297 

	 CURRENT LIABILITIES
	1.672.238 
	1.463.102 

	 CONVERTIBLE BONDS
	7.524 
	7.524 

	      PAYABLE TO CREDIT ENTITIES
	108.038 
	102.011 

	         Payable to credit entities
	86.840 
	79.383 

	         Future leasing interests payments
	21.198 
	22.628 

	      OTHER ACCOUNTS PAYABLE
	1.554.255 
	1.352.850 

	      ACCRUAL ACCOUNTS
	2.421 
	717 


In Balance-Sheet Net Debt: (CONVERTIBLE BONDS+LONG-TERM PAYABLE TO CREDIT ENTITIES excluding future leasing payments + SHORT-TERM PAYABLE TO CREDIT ENTITIES excluding future leasing payments) – (CASH + SHORT-TERM FINANCIAL INVESTMENTS)

Leasing Interest: Under Spanish GAAP, future interest payments associated with financial leases, calculated with the interest rates existing at the end of each fiscal year, must be included in the Asset side of the Balance Sheet under the account “Deferred Charges”, and in the Liabilities side by increasing the account “Debt from Finance Leases”. In order to calculate the Net Financial Debt with current figures and to be consistent with international practices, the future interest payments associated with financial leases due to this concept must be extracted from Debt from Finance Leases.

Adjusted Net Debt: In Balance-Sheet Net Debt + (Aircraft rentals x 7 or x 8) – (Iberbus loans + Iberbond bonds).

The financial investments in lessor companies created by Iberia to acquire fleet under operating or financial leasing (Iberbus and Iberbond) must be deducted from the total adjusted debt in order to avoid duplicities, as they are already computed as debt.

Iberbond bonds. Long-term financial investment in the Iberbond 99 bond issue that have to be netted with the equivalent liability in the balance sheet.

Iberbus loans. Long-term loans to Iberbus companies. This loans bear 6% interest that Iberia receives and also pays as a part of aircraft rentals. The capitalised debt corresponding to this element of the aircraft rental must be deducted from the off-balance sheet debt (Aircraft rentals x 7 or x 8).

For June 2003: 6% of 173.318 MM/€ x 7 = €72.794 million or x 8 = €83.193 million

For December 2002: 6% of 188.853 MM/€ x 7 = €79.318  million or x 8 = €90.649 million

Group Statements of Changes in Financial Position (not audited)

	€ Thousand
	June - 2003

	
	

	APPLICATION OF FUNDS
	

	
	

	   VARIATION IN DEFERRED CHARGES
	-18.350 

	   VARIATION IN START-UP EXPENSES
	-141 

	   FIXED ASSET ADDITIONS
	364.561 

	   VARIATION IN ASSOCIATES
	-3.307 

	   DIVIDENDS
	35.994 

	   REPAYMENT/TRANSFER TO SHORT-TERM OF LONG-TERM DEBT
	121.104 

	   APPLICATION OF PROVISIONS FOR CONTINGENCES AND EXPENSES
	77.523 

	   VARIATION IN NET WORKING CAPITAL
	-115.409 

	TOTAL FUNDS APPLIED
	461.975 

	
	

	SOURCE OF FUNDS
	

	
	

	   FUNDS FROM OPERATIONS
	180.061 

	   VARIATION IN DEFERRED REVENUES
	-9.260 

	   DISPOSAL OF PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS
	148.679 

	   DISPOSAL OF LONG-TERM INVESTMENTS
	19.239 

	   LONG-TERM DEBT
	121.798 

	   OTHER ADJUSTMENTS
	1.458 

	TOTAL FUNDS OBTAINED
	461.975 

	
	


Operating statistics

	IBERIA GROUP (a) (b)
	Apr – Jun

2003
	Apr – Jun

2002
	%
	Accumulated

2003
	Accumulated

2002
	%

	
	
	
	
	
	
	

	Total
	
	
	
	
	
	

	ATK (Millions)
	1.511
	1.574
	-4,1
	3.007
	3.093
	-2,8

	RTK (Millions)
	1.095
	1.106
	-1,0
	2.152
	2.163
	-0,5

	Load Factor (%)
	72,5
	70,3
	2,2 p. 
	71,6
	70,0
	1,6 p. 

	
	
	
	
	
	
	

	SCHEDULED TRAFFIC
	
	
	
	
	
	

	Nº of Passengers (Thousand)
	6.472
	6.366
	1,7 
	12.190
	11.969
	1,8 

	        Domestic
	3.742
	3.596
	4,1 
	7.065
	6.776
	4,3 

	        Medium-Haul
	1.979
	2.023
	-2,2 
	3.617
	3.700
	-2,3 

	        Long-Haul
	751
	747
	0,5 
	1.508
	1.493
	1,0 

	ASKs (Millions)
	13.516
	13.883
	-2,6 
	26.705
	27.283
	-2,1 

	        Domestic
	3.279
	3.304
	-0,8 
	6.484
	6.490
	-0,1 

	        Medium-Haul
	3.498
	3.638
	-3,8 
	7.025
	6.966
	0,8 

	        Long-Haul
	6.739
	6.941
	-2,9 
	13.196
	13.826
	-4,6 

	RPKs  (Millions)
	9.982
	10.006
	-0,2 
	19.439
	19.362
	0,4 

	        Domestic
	2.445
	2.366
	3,3 
	4.639
	4.503
	3,0 

	        Medium-Haul
	2.429
	2.499
	-2,8 
	4.464
	4.584
	-2,6 

	        Long-Haul
	5.108
	5.141
	-0,6 
	10.336
	10.275
	0,6 

	Load Factor (%)
	73,8
	72,1
	1,8 p. 
	72,8
	71,0
	1,8 p. 

	        Domestic
	74,6
	71,6
	2,9 p. 
	71,5
	69,4
	2,2 p. 

	        Medium-Haul
	69,4
	68,7
	0,7 p. 
	63,6
	65,8
	-2,3 p.

	        Long-Haul
	75,8
	74,1
	1,7 p. 
	78,3
	74,3
	4,0 p. 

	
	
	
	
	
	
	

	CARGO
	
	
	
	
	
	

	Cargo Tones
	50.301
	52.755
	-4,7 
	100.888
	105.259
	-4,2 

	ATKs (Millions)
	294
	325
	-9,5 
	603
	637
	-5,3 

	RTKs (Millions)
	196
	205
	-4,4 
	403
	421
	-4,3 

	Load Factor (%)
	66,8
	63,2
	3,5 p. 
	66,8
	66,0
	0,7 p. 

	
	
	
	
	
	
	

	PASSENGER REVENUES
	
	
	
	
	
	

	Total Euros (Thousand)
	846.942
	929.005
	-8,8 
	1.593.212
	1.727.003
	-7,7 

	Revenue / ASK (cents)
	6,27
	6,69
	-6,4 
	5,97
	6,33
	-5,8 

	Revenue / RPK (cents)
	8,49
	9,28
	-8,6 
	8,20
	8,92
	-8,1 

	
	
	
	
	
	
	


Traffic ATK: (ASKs*90)/1000+ATK cargo

Traffic RTK: (RKTs*90)/1000+RTK cargo

ASKs: Available Seat Kilometer

RPKs: Revenue Passenger Kilometer

ATK: Available Ton Kilometer

RTK: Revenue Ton Kilometer

Year on year variation in Load factor expressed in percentage points

Passenger revenues include only those revenues generated during the period. Therefore, revenues from the cancellation of customer advances as well as other minor accounting regularizations are excluded.

(a) From July 2002, following the sale of Binter Canarias, the Iberia Group's operating statistics only include the company's activities. To get homogenous criteria, data 2002 does not include the activity of Binter Canarias.
(b) From January 2003 traffic statistics follow the sector criteria (geographic aggregation of legs) in the entire network. With the objective of making an homogeneous comparison, traffic statistics corresponding to 2002 follow the same criteria. Thus, following the old criteria, in the case of a passenger flying from Barcelona to Miami via Madrid both legs were accounted in the long haul sector. With the new criteria, the leg Barcelona-Madrid would be accounted as domestic and Madrid-Miami would be accounted as long haul.
KPI

	IBERIA GROUP
	Apr – Jun

2003
	Apr – Jun

2002 (a)
	%
	Accumulated

2003
	Accumulated

2002 (a)
	%

	
	
	
	
	
	
	

	Unit Ratios (€ cents/ask)
	
	
	
	
	
	

	OPERATING REVENUE
	8,66 
	8,88 
	-2,4 
	8,30 
	8,40 
	-1,2 

	OPERATING COST
	8,13 
	8,10 
	0,4 
	8,22 
	8,03 
	2,4 

	     Fuel Cost 
	0,98 
	0,99 
	-0,5 
	1,03 
	0,97 
	6,5 

	     Fleet Maintenance cost
	0,46 
	0,43 
	5,8 
	0,48 
	0,41 
	15,1 

	        Spare parts cost 
	0,26 
	0,27 
	-5,3 
	0,26 
	0,23 
	11,0 

	        Maintenace cost (subcontracts)
	0,20 
	0,16 
	24,4 
	0,22 
	0,18 
	20,5 

	     Personnel cost 
	2,56 
	2,35 
	9,0 
	2,56 
	2,39 
	7,1 

	     Commercial cost
	0,76 
	0,92 
	-17,8 
	0,76 
	0,87 
	-12,7 

	     Aircraft Leases ASK
	0,68 
	0,71 
	-4,1 
	0,70 
	0,72 
	-3,3 

	     Air Traffic Levies and charges 
	0,67 
	0,66 
	1,0 
	0,66 
	0,66 
	-0,0 

	     Navigation aids 
	0,46 
	0,44 
	5,8 
	0,47 
	0,40 
	15,1 

	     Rest 
	1,57 
	1,60 
	-2,2 
	1,57 
	1,60 
	-1,9 

	Net commercial cost / Traffic passenger and cargo revenue (%) (b)
	7,4 
	9,7 
	-23,8 
	7,9 
	9,5 
	-17,0 

	 
	
	
	
	
	
	

	Productivity
	
	
	
	
	
	

	Average fleet utilisation (block hours/aircraft/ day)
	8,57 
	8,80 
	-2,6 
	8,62 
	8,68 
	-0,7 

	Annual average headcount
	26.217 
	25.615 
	2,4 
	25.817 
	25.505 
	1,2 

	ASK per employee
	516 
	542 
	-4,9 
	1.034 
	1.070 
	-3,3 

	     Ground
	678 
	722 
	-6,1 
	1.369 
	1.425 
	-4,0 

	     Ground (without handling)
	763 
	782 
	-2,3 
	1.509 
	1.520 
	-0,7 

	Block hours per technical crew 
	60,3 
	63,0 
	-4,3 
	120,9 
	122,3 
	-1,1 

	Block hours per flight attendant
	27,5
	26,8
	2,6 
	54,3
	52,3
	3,8 

	     
	
	
	
	
	
	


(a) 2002 data does not include Binter Canarias.

(b) Commercial Expenses lowered by Commission Revenues.

Operating Fleet

	IBERIA GROUP (a)
	June

2003
	December

2002 (b)
	June

2002 (c)

	
	
	
	

	Long Haul
	26
	26
	26

	     Own
	5
	6
	5

	     Financial Lease
	0
	0
	0

	     Operating Lease
	21
	20
	21

	     Wet lease
	0
	0
	0

	Short and Medium Haul
	121
	120
	118

	     Own
	42
	42
	42

	     Financial Lease
	13
	13
	13

	     Operating Lease
	66
	65
	63

	     Wet lease
	0
	0
	0

	Total
	147
	146
	144

	     Own
	47
	48
	47

	     Financial Lease
	13
	13
	13

	     Operating Lease
	87
	85
	84

	     Wet lease
	0
	0
	0


(a) End of period.

(b) Does not include a non-available B-747 pending on return.

(c) Does not include Binter Canarias aircraft.

Operational and Financial Performance

Iberia Group Results

Iberia earned consolidated income after taxes of €52.6 million in the second quarter 2003 compared to €75.2 million in the same quarter of the previous year (excluding the results of Binter Canarias for an homogeneous comparison).

In the April-June 2003 period, the Iberia Group generated an EBITDAR of €207 million with a margin of 17.7%, 2.5 percentage points less than the margin achieved a year before. There is a similar difference (-2.6 points) in the operating margin, which was 6.1% in the second quarter 2003. The operating profit amounted to €71.9 million compared to €108.3 million in April-June 2002. This €36.3 million fall was mainly caused by the 8.6% drop in yields caused by excess of capacity and strong competitive pressure in most markets, together with the depreciation of the dollar (which nevertheless had favourable net effects on results). The aggregate amount of the rest of operating revenues was €21.1 million higher than the previous year, offsetting part of the decrease in passenger revenues (€82.6 million). Operating expenses also behaved well, falling €25.2 million compared to the second quarter 2002, despite the rise in the price of fuel and the notable rise in the price of navigation aids in 2003. 

Financial results, the results of companies carried by the equity method and extraordinary results improved €17.4 million over the previous year, contributing to lowering the difference in terms of operating results. Income before taxes was €77.7 million, only €18.9 million below the profits recorded in the second quarter 2002.

With regards to the accumulated results for the first half of the year, Iberia earned consolidated profits of €30.8 million in 2003, compared to €69.1 million in profits achieved in the first six months of 2002. The EBITDAR generated was €292.9 million, which represents a margin of 13.2%, a 3.4 percentage point fall compared to the margin achieved one year earlier. The Iberia Group achieved an operating profit of €21.2 million in 2003, €80.6 million less than the profit obtained in the January-June period 2002. The main factors behind this fall were: the fall in yields (-8.1%) due to the drop in prices and the change in the exchange rate; plus price increases, especially in terms of fuel (25%) and navigation aids (with notable increases in Eurocontrol fees), which were partially offset by the depreciation of the dollar.

Compared to the first half of 2002, financial profits (€7.6 million), the share in profits from companies consolidated by the      equity method (€6.0 million) and extraordinary profits (€22.7 million) all improved, so there was an income before taxes of €42.2 million up to June 2003, compared to the €86.5 million achieved the previous year. 
Capacity and demand

In the second quarter 2003, Iberia improved its load factor by 1.8 percentage points compared to the previous year, the greatest rise among large European companies. Iberia reduced capacity by 2.6% mainly due to the development of an adjustment plan, which mainly affected European routes. The economic downturn, the consequences of the Iraq war and the repercussions of SARS meant that international traffic remained weak in most of the sector in the months of April (after discounting the effect of the different Easter schedule) and May, with no signs of recovery until June. Despite these circumstances, Iberia's traffic measured in revenue passenger kilometers (RPKs) only fell by 0.2% compared to 2002, while the number of passengers rose by 1.7% in the whole network.

In the domestic market, traffic was on an upward trend in the second quarter, stimulated by the development of a new fare model by Iberia, which offers more flexible purchasing conditions and a broader range of fares. RPKs rose by 3.3% compared to 2002, with a small fall in capacity (0.8%) due to additional adjustments in flights between the Iberian Peninsula and the Canary Islands, continuing with the strategy started last year aimed at increasing our share of routes inside the Peninsula, which are more profitable. The load factor rose by 2.9 points compared to the second quarter of the previous year to 74.6%.

Since March, Iberia has reduced its planned capacity for the international medium-haul network, due to the persistently sluggish traffic and excess of capacity in Europe. In addition, the strikes in France in May and June restricted the capacity of European airspace, leading to the cancellation of some flights. As a result, in the second quarter, the number of available seat kilometers (ASKs) fell by 3.8% compared to 2002. This adjustment plan and the improvement of traffic in June, led to a 0.7 point rise in the load factor, which reached 69.4%.

Competition on transatlantic routes increased during the second quarter. On the one hand, new operators appeared in some countries in Latin America; and on the other hand, some network carriers have increased their capacity in the region due to the difficulties that have arisen in the Middle East and Asia. In order to adapt to the evolution of the markets, Iberia made selective adjustments to its capacity, which mainly affected Venezuela and Argentina, so the number of ASKs in the long-haul fell by 2.9% compared to the same period in 2002, with traffic falling to a lesser extent (0.6%). Consequently, the load factor rose by 1.7 points to 75.8%.

In the first half of 2003 as a whole, Iberia improved its load factor by 1.8 points compared to the previous year. Its capacity fell by 2.1%, mainly due to adjustments made to long-haul routes, with a 0.4% increase in RPKs, mainly due to the buoyancy of domestic traffic, which grew by 3.0%.

With regards to cargo traffic, revenue ton kilometers fell by 4.4% in the second quarter and 4.3% in the first half 2003, in both cases compared to the previous year, due to the strong competition from transatlantic cargo fleets and the general weakness of traffic in Europe. 

Operating Revenues

Iberia Group earned operating revenues of €1,171 million in the second quarter 2003, €61.5 million (5%) lower than the figure obtained during the same period of the previous year. Unit operating revenues were 8.66 cents per ASK, 2.4% lower than 2002.

Unit passenger revenue was 6.27 euro cents per ASK, falling by 6.4% compared to the second quarter of the previous financial year. The 1.8 percentage point improvement in the load factor partially offset the poor behavior of yields, which fell by 8.6%, forcing down passenger revenues in the period by €82.1 million (8.8%) less than in 2002. Although the appreciation of the euro compared to other currencies, especially the dollar, had a positive effect on results, it was the cause of approximately 40% of the fall in passenger revenues, while the competitive pressure on prices explains the rest of the difference. International traffic remained weak for most of the quarter; however, the traditional companies decided to bring capacity back to less affected areas, which combined with the growth of new operators that compete mainly on price, led to a situation with excess of capacity and a fall in yields.

As in the first quarter, the European markets suffered from the effects of overcapacity and a notable drop in business traffic, so the fall in revenue in the international medium-haul sector accounted for 48% of the overall fall in the network during the second quarter. The depreciation of the dollar was the main reason for the fall in passenger revenues in the long-haul sector, which represented 38% of the aggregate loss. The passenger revenue figure for the domestic sector also fell, but more moderately.

Cargo revenues fell by €7.4 million (11%) compared to the previous year, mainly due to the parity effect (depreciation of the dollar against the euro) and the fall in the volume of cargo carried, despite the improvement in cargo load factor.

The fall of €90 million in traffic revenues (passenger and cargo revenues) was partially offset by a net increase of €28.5 million in the rest of operating revenues. Handling revenues rose by €10.9 million (18.3%) compared to 2002. The increase of 10.2% in services for third parties (measured in weighted planes handled) caused most of this rise and the rest was due to the increase in unit revenue due to the annual price update and billing for additional services, mainly ground security work. Maintenance revenue grew by €10.5 million, an increase of more than 53% compared to the previous year, mainly due to the increase in engine services for third parties. There were also heavy increases in revenues from commission and revenues from assistance and cargo services: €5.8 million and €6.8 million above the amounts for the April-June 2002 period, respectively. 

With regards to the figures for the first half 2003, consolidated operating revenues fell by €76 million compared to the previous year, which represents a fall of 3.3%. Taking into account that the fall in capacity – measured in ASKs – was 2.1% during such period, unit operating revenues fell by 1.2% to 8.3 euro cents per ASK.

Passenger revenues during the six months fell by €133.8 million (7.7%) compared to 2002; the appreciation of the euro explains 3 percentage points of this fall and the decrease in prices accounts for 5.2 points, while the improvement in the load factor (1.8 points) offset part of that loss. Passenger revenues fell by nearly 11% and 10% in the international medium haul and long-haul sectors respectively, with a more moderate fall in the domestic sector of 3.2%. Unit passenger revenues (per ASK) fell by 5.8% compared to the figure for the first six months of the previous year.

For the six months as a whole, cargo revenues fell by €10.8 million due to the depreciation of the dollar against the euro and the fall in the volume of cargo carried. On the other hand, other revenue items saw significant increases, most notably including: handling revenues, which rose by €17.6 million; revenues from maintenance services for third parties, which grew by €15.5 million; and commission revenues, which rose by €7.7 million.

Operating Expenses

Operating expenses fell by €25.2 million (2.2%) during the second quarter 2003 compared to the previous year. The main factors that contributed to this fall were: the decrease in commercial costs, the savings generated by the cost cutting programs put in place (PROICO), the depreciation of the dollar and the fall in capacity (2.6% in terms of ASKs). On the other hand, the increase in fuel prices and navigation aids brought about significant increases in costs. The unit operating cost (per ASK) for Iberia Group was 8.13 euro cents, slightly higher (0.4%) than that obtained during the second quarter of 2002 (in homogeneous terms, not including Binter Canarias).

During the April-June 2003 period, the average headcount for the Iberia Group was 2.4% above the level for the previous year. The parent company's staff also rose by 2.1% to 24,455 employees: flight employees fell by 1.8% and there was a 3.6% increase in ground staff. The latter change was caused by the 8.3% increase in handling staff, mainly through temporary fixed-term contracts, required for the heavy increase in services for third parties and the performance of new services, mainly security. Flight technical crew rose by 2.7% compared to the second quarter 2002 due to the incorporation of second pilots sufficiently in advance to deal with the expected increase in the company's activity in the future. Meanwhile, flight attendants fell by 3.8%, which made possible to increase its productivity by 2.6%. Excluding handling staff, the rest of the Iberia's headcount fell by 0.9% compared to the previous year.

The growth in handling staff in Iberia and in the Group's subsidiaries (which do not generate ASKs), together with the fall in the airline's capacity (-2.6%) explains the 6.1% fall in the productivity of the ground staff (in terms of ASKs per employee). This fall is only 2.3% if we exclude Iberia's handling staff.

Staff costs rose by €19.9 million compared to the second quarter 2002, which means an increase of 6.1%, due to the increase in staff and the rise in expected inflation to June. The application of the Social Plan had a positive effect on the salary mix, practically offsetting the increases in promotions and bonuses corresponding to the improvement of 2002´results. It is important to point out that payment of the bonuses for improved results in 2002 made in January 2003 partially explains the increase in cost because the payment was accounted from the third quarter the previous year. 

Fuel costs fell by €4.3 million (3.2%) compared to the second quarter 2002. The increase in the price in dollars, which - even with the positive effect of the hedging carried out - was 17.4% higher than the average price for the second quarter of the previous financial year, was offset by the saving derived from the depreciation of the dollar against the euro. The decrease of activity also contributed to the fall in cost (-€3.2 million). Thus, fuel unit cost was 0.98 euro cents per ASK, dropping by 0.5% compared to the previous year.

During the second quarter 2003, leasing costs fell by €6.6 million (6.7%) compared to the previous year, mainly due to the reduction of the interest rates and the depreciation of the dollar against the euro, a gain which exceeded the increase in expenses coming from volume (there are three more aircraft under operating lease).  

The aggregate cost of the maintenance expenses (spare parts, subcontracts and major repair provisions) grew to €61.9 million, €1.8 million (3.0%) higher than the previous year. The significant increase of activity for third parties led to an increase of €5.7 million in the cost of subcontracted services; on the other hand, spare parts fell by €2.9 million, partly due to the appreciation of the euro against the dollar. Net maintenance expenses (lowered by the revenue from technical assistance to third parties) fell by €8.7 million (21.4%) compared to the second quarter of the previous year.

It is noteworthy the saving achieved in commercial costs, falling by €25.6 million (20%) during the second quarter 2003. The new commission framework for Spanish travel agencies since June 1, 2002 has led to a fall in the cost of basic commission and variable sales commissions. In addition, advertising and promotional expenses fell by €9.1 million (more than 60%) compared to the previous year. Thus, the ratio of net commercial costs to traffic revenue fell by 2.3 percentage points to 7.4%.

The cost of navigation aids rose by €1.8 million (3.0%) during the second quarter due to the notable increase in Eurocontrol's rates for air navigation aids since January 2003 and the increase in airport approach fees. The effect of this increases has exceeded the savings due to lower activity and the favorable euro/dollar exchange rate. Navigation aids unit cost rose by 5.8%. Meanwhile, the unit cost of air traffic control charges (which includes landing and handling fees and other variable costs linked to the fleet and crew activity) rose by 1% compared to 2002.

The cost of in-flight services fell by €4.1 million (23%) due to the fall in capacity and the introduction of measures in short and medium-haul flights. Likewise, the fall in premiums for the fleet's insurance policies, signed at the end of 2002, led to a decrease of insurance cost by €7.8 million (36.1%) during the second quarter 2003.

“Other operating expenses” includes various items that have performed the opposite to the second quarter 2002. The most significant increases took place in “Compensation (passengers and baggage)”, which rose by €2 million and “Security and surveillance services”, which were €1.8 million above the cost for the previous year. Aside from these items, the rest of the expenses fell compared to the previous year.    

With regards to the figures for the first half 2003, consolidated operating expenses were €2,194 million, a slight increase (0.2%) compared to the same period of the previous year. The growth in expenses caused by price increases, mainly for fuel and navigation aids and the increase in resources in order to generate greater revenues (handling and maintenance), was almost offset by various cost-cutting measures and the favorable evolution of parity.

Personnel costs were €31.3 million higher than in the first half 2002, which means an increase of 4.8% and is explained by the following increases: 1.3% due to the difference between real inflation in 2002 (4.0%) and that provided for up to June last year; 2.5% for the expected CPI to June 2003; and 1.2% due to the change in the Group's headcount. The implementation of the Social Plan had a positive effect on the salary mix, offsetting other increases due to promotions and payments for improved results in 2002.

The headcount of Iberia, L.A.E., excluding handling staff (which rose by 7.4%, mainly due to the increase in services for third parties) fell by 2.2% compared to the first half 2002. The number of employees covered by the Social Plan in 2003 is 373 people to date, with 347 redundancies having already been carried out. The productivity of the parent company's staff,  excluding handling staff, was 1,676 thousand ASKs per employee, 0.1% higher than the previous year.

Fuel costs increased by €11.2 million (4.3%) during the semester as a result of the significant increase in price (25% after hedging), partially offset by the depreciation of the dollar and the lower activity. The cost of navigation aids rose €14 million (12.7%), mainly due to the heavy increases in fares successively applied by Eurocontrol, which amounted to over 20%: the first in April 2002, followed by another in January 2003. Fleet maintenance expenses (spare-parts, subcontracts and major repair provisions) rose by €14.3 million (12.7%), mainly due to the increase in services for third compared to the same period in 2002.

Iberia achieved a significant reduction in commercial costs, which fell by €34.5 million (14.6%) compared to the first half of 2002, so net commercial costs as a proportion of traffic revenues improved by 1.6 percentage points to 7.9%. Other items that saw notable reductions in costs compared to the previous financial year were: insurance, which fell by €14.1 million (34.1%); leasing costs, which fell by €10.5 million (5.3%), favored by the depreciation of the dollar; and the cost of in-flight services, which fell by €7.5 million (21.5%). 

Extraordinary, Financial and other Non-operating Results

During the second quarter 2003, the financial loss was €2.5 million compared to losses of €5.2 million the previous year, due to the improvement in results from exchange gains, which amounted to a loss of €1.8 million in 2003, €9.1 million less than in the second quarter of 2002, affected by the “corralito effect” in Argentina. For the six months as a whole, there was a financial loss of €2.9 million, a €7.6 million improvement on the previous year's loss. Losses from exchange gains were €2.8 million in the first half of 2003, improving by €11.1 million over 2002. Financial expenses increased by €0.3 million, while financial revenues fell by €3.2 million, mainly due to the fall in interest rates.

The net balance of the share in income of companies carried by the equity method improved by €4.4 million in the second quarter 2003 compared to the previous year's €6.4 million. In the first half of the year, the aforementioned share improved from €6 million to €13.4 million.

Iberia Group obtained extraordinary profits of €3.5 million during the second quarter 2003, compared to losses of €6.8 million recorded during the same period of the previous year, which means an improvement of €10.3 million. In the first six months, extraordinary profits amounted to €13.9 million compared to losses of €8.8 million the previous year. Most of the extraordinary revenues and expenses in 2003 came from fleet-related transactions, most notably the sale and donations of 21 aircraft from the DC-9 and B-727 fleets, which generated a profit of €6.5 million and the capital gain of €3.2 million in the Group's consolidated accounts due to the sale of three DC-10 aircraft. In addition, it is worth pointing out the provision of €2.4 million made for the whole value of the holding in Cordiem.

Net Debt to Equity

In-balance net debt is still negative (in other words, the available cash exceeds the amount of remunerated debt) and amounted to almost -€624 million on June 30, 2003. Cash and short-term financial investments were €77.3 million down on December 2002, mainly due to the schedule of investments in new fleet. Remunerated debt, excluding financial leasing interest, was €515.3 million, €13.4 million more than in December 2002.

Adjusted net debt, which includes capitalization of the operating leases, fell by 2.0% compared to December 2002 (using eight as the multiplier for capitalization) due to the fall in operating lease expenses. Iberia Group´s leverage, measured as adjusted net debt over total resources, was 62.4%, slightly lower than at the close of the financial year 2002. 
On June 30, 2003, the Iberia Group's equity was over €1,311 million. 

Operational Fleet and Variations

In June, Iberia incorporated the first of the three Airbus A340-600s that it will take delivery of this year. This four-engine model, the most modern in the Airbus long-haul family, is set to replace the B747 fleet, as it consumes less fuel, has greater operating efficiency and a greater cargo capacity. In addition, the A340-600 has the same standard certification as the A340-300 (of which Iberia operates 18 units), which allows the pilots to fly any of the two models with the same license. The new model has around 100 seats more than the previous version and is fitted with the most modern communication and entertainment systems for passengers.

During the second quarter, Iberia returned two B757 aircraft that it held under operating lease and also carried out two sale and leaseback transactions (an A321 in April and an A320 in May). Thus, on June 30, 2003, Iberia Group's operating fleet included 147 aircraft of which it owned 47, held 13 under financial leases and 87 under operating leases.

Subsidiaries and Other Business Interests
During the first half of 2003, Savia’s pre-tax profits stood at €7.3 million, an improvement of €1.0 million compared to 2002, due to the 12.4% increase in the number of bookings. Meanwhile, Iber-Swiss' pre-tax profit worsened by €0.45 million compared to 2002 at €1.1 million. Cacesa earned a pre-tax profit of €0.48 million, slightly lower than the figure achieved during the first half of 2002 (€0.52 million). 

Madrid, 30th- July- 2003 
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