Edgar Filing: PORTUGAL TELECOM SGPS SA - Form 6-K

PORTUGAL TELECOM SGPS SA
Form 6-K
April 10, 2007

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 6-K

Report of Foreign Private Issuer
Pursuant to Rule 13a-16 or 15d-16 of the
Securities Exchange Act of 1934

For the month of April, 2007

Commission File Number 1-13758

PORTUGAL TELECOM, SGPS, S.A.

(Exact name of registrant as specified in its charter)

Av. Fontes Pereira de Melo, 40
1069 - 300 Lisboa, Portugal

(Address of principal executive office)

Indicate by check mark whether the registrant files or will file annual reports under cover Form 20-F or Form 40-F.

Form 20-F ___X_ Form 40-F
Indicate by check mark whether the registrant by furnishing the information contained in this Form is also thereby
furnishing the information to the Commission pursuant to Rule 12g3-2(b) under the Securities Exchange Act of 1934.

Yes No__ X




Edgar Filing: PORTUGAL TELECOM SGPS SA - Form 6-K

Consolidated Report
2006

Public Company- Avenida Fontes Pereira de Melo, 40  1069-300 Lisboa - Share capital: Euro 395,099,775
Registered in the Conservatory of the Commercial Registry of Lisbon and Collective Person under no. 503 215 058




Edgar Filing: PORTUGAL TELECOM SGPS SA - Form 6-K

Portugal Telecom

Annual report

2006
Financial review 3
Business performance 16
Domestic market 16
International market 23
Employees 28
Capital markets 29
Key events in 2006 35
Subsequent events 38
Prospects 40
Consolidated financial statements 41
Independent auditors _report 127
Corporate Governance Report 131
Glossary 179
Board of Directors 181
Key figures 182
Additional information to shareholders 185
The terms PT , Portugal Telecom Group ,
PT Group , Group and Company
refer to Portugal Telecom and its
subsidiaries or any of them as the
context.
Annual report 2006 1




Edgar Filing: PORTUGAL TELECOM SGPS SA - Form 6-K

Table of Contents

Portugal Telecom

Portugal
Wireline > Retail [PT Comunicag¢des 100%]
Euro 2,072 million (revenues) > Large corporates voice and data [PT Corporate 100%]
> SMEs voice and data [PT Prime 100%]
> ISP and broadband services [PT.COM 100%]
Mobile
Euro 1,502 million (revenues) > TMN 100%
Multimedia > Pay-TV and cable Internet [TV Cabo]
Euro 666 million (revenues) > Audiovisuals
International
Revenues (Euro million)
Vivo 31.38% > Brazil > Mobile 2,105
Unitel 25% > Angola > Mobile 517
Médi Télécom 32.18% > Morocco > Mobile 425
Wireline, mobile, Internet
CTM 28% > Macao > and data 209
UOL 29% > Brazil > ISP, Internet content 176
MTC 34% > Namibia > Mobile 116
Wireline, mobile, Internet
Cabo Verde Telecom 40% > Cape Verde > and data 63
Wireline, mobile, Internet
Timor Telecom 41.12% > East Timor > and data 18
Wireline, mobile, Internet
CST 51% > Sao Tomé e Principe > and data 9

Support companies

Systems and IT [PT Sistemas de Informagdo 100%]; Innovation, research and development [PT Inovacdo 100%];
Backoffice and shared services [PT PRO 100%]; Consultancy and procurement [PT Compras 100%];
Telemarketing and information services [PT Contact 100%]; Pension fund management [Previsao 78.12%]
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Financial review

Consolidated income statement

Consolidated Income Statement (1) Euro million
2006 2005 y.0.y
Operating revenues 6,342.9 6,385.4 (0.7%)
Wireline 1,911.8 2,050.4 (6.8%)
Domestic mobile TMN 1,424 .4 1,455.4 (2.1%)
Brazilian mobile  VivéD 2,104.7 2,037.0 3.3%
Multimedia PT Multimedia 663.8 627.4 5.8%
Other 238.2 215.2 10.7%
Operating costs, excluding D&A 3,919.5 3,889.8 0.8%
Wages and salaries 668.4 667.3 0.2%
Post retirement benefits costs (72.1) (21.6) 233.8%
Direct costs 908.4 881.2 3.1%
Costs of products sold 596.5 652.3 (8.5%)
Support services 230.0 230.2 (0.1%)
Marketing and publicity 155.4 184.4 (15.7%)
Supplies and external services 1,025.5 958.5 7.0%
Indirect taxes 177.3 166.0 6.8%
Provisions and adjustments 230.2 171.5 34.2%
EBITDA @ 2,423.5 2,495.6 2.9%)
Depreciation and amortisation 1,209.8 1,120.7 8.0%
Operating income 3 1,213.7 1,374.9 11.7%)
Financial expenses (income) 126.9 333.1 (61.9%)
Curtailment costs, net 20.3 314.3 (93.5%)
Losses on disposals of fixed assets, net 8.1 1.2 n.m.
Other costs, net 98.4 17.7 n.m.
Income before financial results and taxes 1,086.8 1,041.8 4.3%
Financial expenses (income) 125.0 51.3 143.7 %
Net interest expense 227.2 257.6 (11.8%)
Net foreign currency exchange gains 4.9) (41.3) (88.2%)
Losses (gains) on financial assets (18.3) 8.8 n.m.
Equity in earnings of associated companies, net (131.4) (238.2) (44.9%)
Net other financial expenses 52.3 64.5 (18.9%)
Income before taxes 961.8 990.5 2.9%)
Provision for income taxes (7.7) (323.3) (97.6%)
Net income from continued operations 954.1 667.2 43.0%
Net income from discontinued operations 0.0 21.7 n.m.
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Losses (income) attributable to minority interests (87.4) (35.0) 149.8%
Consolidated net income 866.8 654.0 32.5%

(1) Considering a Euro/Real average exchange rate of 2.7315 in 2006 and 3.0406 in 2005. (2) EBITDA = operating
income + depreciation and amortisation. (3) Operating income = income before financial results and taxes +
curtailment costs, net + losses on disposals of fixed assets, net + other costs, net.

Consolidated operating revenues

Consolidated operating revenues decreased by 0.7% y.o.y in 2006 to Euro 6,343 million, reflecting the reduction of
interconnection rates (a negative impact at the wireline business and TMN of Euro 22 million and Euro 49 million,
respectively), which was offset by a higher contribution from Vivo, due to the appreciation of the Real during the
period, and PT Multimédia.

Annual report 2006 3
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Consolidated Operating Revenues Standalone Revenues by

Segment Euro million

2006 2005 y.0.y
Wireline 2,071.8 2,213.6 (6.4%)
Domestic mobile TMN 1,502.4 1,557.1 (3.5%)
Brazilian mobile  Vivéd 2,104.7 2,036.9 3.3%
Multimedia PT Multimedia 666.5 628.5 6.1%
Other and eliminations 2.4) (50.6) (95.3%)
Total operating revenues 6,342.9 6,385.4 0.7%)

(1) Considering a Euro/Real average exchange rate of 2.7315 in 2006 and 3.0406 in 2005.

Consolidated operating costs

Consolidated operating costs amounted to Euro 5,129 million in 2006, an increase of 2.4% y.o.y, mainly as a result of
the appreciation of the Real. On a constant currency basis, operating costs would have decreased by 2.0% y.o.y in
2006.

Costs ) Euro million

2006 2005 y.0.y % Rev.

Wages and salaries 668.4 667.3 0.2% 10.5
Post retirement benefits costs (72.1) (21.6) 233.8% (1.1)
Direct costs 908.4 881.2 3.1% 14.3
Telecommunications costs 562.6 561.5 0.2% 8.9
Programming costs 149.9 139.6 7.4% 24
Directories 74.4 81.7 (8.9%) 1.2
Other 121.5 98.4 23.5% 1.9
Costs of products sold 596.5 652.3 (8.5%) 94
Support services 230.0 230.2 (0.1%) 3.6
Marketing and publicity 155.4 184.4 (15.7%) 24
Supplies and external expenses 1,025.5 958.5 7.0% 16.2
Indirect taxes 230.2 171.5 34.2% 3.6
Provisions and adjustments 177.3 166.0 6.8% 2.8
Operating costs, excluding D&A 3,919.5 3,889.8 0.8% 61.8
Depreciation and amortisation 1209.8 1,120.7 8.0% 19.1
Total operating costs 5,129.3 5,010.5 2.4% 80.9

(1) Considering a Euro/Real average exchange rate of 2.7315 in 2006 and 3.0406 in 2005.

Wages and salaries _ Wages and salaries increased by 0.2% y.o.y in 2006 to Euro 668 million and represented 10.5%
of consolidated operating revenues. On a constant currency basis, wages and salaries would have decreased by 2.6%
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y.0.y, primarily as a result of the 5.1% y.o.y decrease in the wireline business. These effects were partially offset by
the 5.8% y.o.y increase in wages and salaries of Mobitel (in local currency), PT s call centre business in Brazil, due to
the increase in its average number of employees in 2006 by 1,310 employees, as compared to 2005.

Post retirement benefit costs _ Post retirement benefit costs (PRB) were negative Euro 72 million in 2006, as
compared to a negative Euro 22 million in 2005, primarily as a result of (1) the increase in prior year service gains
(from Euro 137 million in 2005 to Euro 151 million in 2006) and, (2) an improvement in the expected return on assets
resulting from contributions made to the pension funds during 2005 and 2006. In 2006, the prior year service gains of
Euro 151 million are mainly related to the reduction in healthcare benefits (Euro 127 million), in connection with the
changes made to PT healthcare plan in order to maintain its long-term sustainability and financing. In 2005, the prior
year service gains of Euro 137 million are related to: (1) the change in the retirement age in Portugal (Euro 110
million), and
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(2) the change in the pension formula from 90% of the last salary to 90% of the average of the last three years of
salaries (Euro 27 million).

Direct costs _ Direct costs increased by 3.1% y.o.y to Euro 908 million in 2006, mainly as a result of: (1) the 7.4%
y.0.y increase in programming costs to Euro 150 million at PT Multimédia, and (2) an increase in other direct costs by
23.5% to Euro 122 million, primarily due to the growth in content expenses related to 3G services at TMN.
Telecommunications costs, which are the main component of direct costs, increased by 0.2% to Euro 563 million in
2006, with the lower wireline traffic volumes and lower fixed-to-mobile and mobile-to-mobile interconnection rates in
Portugal being more than offset by the increase in telecommunications costs at Vivo, mainly due to the end of the
partial Bill & Keep interconnection regime. Direct costs represented 14.3% of consolidated operating revenues.

Cost of products sold _ Cost of products sold decreased by 8.5% y.o.y in 2006 to Euro 597 million, despite the
increase related to the appreciation of the Real against the Euro (Euro 39 million). On a constant currency basis, cost
of products sold decreased by 14.6% y.o.y to Euro 557 million in 2006, primarily as a result of lower handset prices at
TMN and Vivo, notwithstanding the increase in commercial activity.

Support services _ Support services remained stable at Euro 230 million in 2006. The impact of the appreciation of
the Real against the Euro (Euro 12 million) and the increase of support services at Vivo on a constant currency basis
(Euro 5 million), in connection with the growth in call centre expenses, related to an increase in commercial activity,
were offset by a reduction of these expenses in the wireline business. On a constant currency basis, support services
costs would have decreased by 5.3% y.o.y in 2006. This cost item represented 3.6% of consolidated operating
revenues.

Marketing and publicity _ Marketing and publicity expenses decreased by 15.7% y.o.y in 2006 to Euro 155 million,
due to a reduction across all businesses: Wireline (Euro 3 million), TMN (Euro 5 million), Vivo (Euro 30 million),
and PT Multimedia (Euro 2 million). These effects were partially offset by the appreciation of the Real against the
Euro (Euro 7 million).

Supplies and external expenses _ Supplies and external expenses increased by 7.0% y.o.y in 2006 to Euro 1,026
million, mainly as a result of the appreciation of the Real against the Euro (Euro 33 million). On a constant currency
basis, supplies and external expenses would have increased by 3.2% y.o.y in 2006 to Euro 989 million, primarily as a
result of the increase in commissions at TMN related to an increase in commercial activity. Supplies and external
expenses accounted for 16.2% of consolidated operating revenues.

Provisions _ Provisions increased from Euro 171 million in 2005 to Euro 230 million in 2006. The increase in this
cost item is primarily related to the increases of Euro 51 million and Euro 19 million in
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the wireline business and Vivo respectively. The increase in the wireline business is primarily related to the reversals
in 2005 of (1) a provision for a receivable from Angola Telecom (Euro 23 million) that was received in that period,
and (2) a provision to cover risks associated with the cancellation of certain onerous contracts (Euro 30 million), each
of which favourably affected the amounts recorded for 2005. The increase in Vivo is primarily explained by the
impact of the appreciation of the Real against the Euro (Euro 17 million). In 2006, provisions accounted for 3.6% of
consolidated operating revenues.

Indirect taxes _ Indirect taxes, which mainly include spectrum fees (TMN and Vivo) and other taxes, increased from
Euro 166 million in 2005 to Euro 177 million in 2006, mainly due to the appreciation of the Real against the Euro
during the period (Euro 14 million). On a constant currency basis, this caption would have decreased by 1.7% y.o.y.

Depreciation and amortisation _ Depreciation and amortisation costs increased by 8.0% y.o.y in 2006 to Euro 1,210
million, primarily due to the increase in the contributions of Vivo (Euro 52 million) and PT Multimédia (Euro 17
million). The increase in Vivo s D&A costs is primarily related to the impact of the appreciation of the Real against the
Euro (Euro 51 million), and the increase in PT Multimedia is related to the higher level of capex in 2005 and first half
of 2006. This cost item accounted for 19.1% of consolidated operating revenues.

EBITDA

EBITDA decreased by 2.9% y.o.y in 2006 to Euro 2,423 million, equivalent to an EBITDA margin of 38.2% . The
Euro 72 million reduction in EBITDA in 2006 is primarily explained by: (1) the negative impact of lower
interconnection rates in the wireline business and TMN (Euro 32 million), and (2) the Euro 53 million one-off
reversals of provisions booked in 2005 in the wireline business, as explained above. These effects were offset partially
by the decrease in post retirement benefit costs, mainly due to the increase of prior year service gains in 2006 (Euro
151 million), as compared to the previous year (Euro 137 million).

Euro million

2006 2005 y.0.y Margin
Wireline 1,072.9 1,129.3 (5.0%) 51.8
Domestic mobile TMN 658.7 673.5 (2.2%) 43.8
Brazilian mobile  Vivéd 496.2 507.4 (2.2%) 23.6
Multimedia PT Multimedia 211.1 195.3 8.1% 31.7
Other (15.4) (9.9) 55.4% n.m.
Total EBITDA 2,423.5 2,495.6 (2.9%) 38.2
EBITDA margin (%) 38.2 39.1 (0.9pp)

(1) Considering a Euro/Real average exchange rate of 2.7315 in 2006 and 3.0406 in 2005.
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Net income

Curtailment costs, net _ Curtailment costs amounted to Euro 20 million in 2006, which include net gains related to
the termination of the protocol with the national healthcare system. Excluding this gain, curtailment costs would have
amounted to Euro 229 million corresponding to the reduction of 792 employees.

Net interest expenses _ Net interest expenses decreased by 11.8% y.o.y to Euro 227 million in 2006, primarily as a
result of the reduction of approximately 0.9% in the average cost of debt to 5.7% in 2006. Excluding net interest
incurred by Vivo and the interest cost associated with the equity swaps over shares of PT Multimedia, the average cost
of debt was 3.8% in 2006, as compared to 4.5% in 2005.

Net foreign currency exchange gains _ Net foreign currency exchange gains amounted to Euro 5 million in 2006, as
compared to Euro 41 million in 2005. In 2006, this item included mainly foreign currency gains related to Vivo s US
Dollar debt not hedged to Reais, in connection with the appreciation of the Real against the Dollar, which were
primarily offset by foreign currency losses related to dividends receivable from Unitel (denominated in US Dollars),
following the depreciation of the US Dollar against the Euro in the period. Foreign currency gains recorded in 2005
are primarily related to Vivo s US Dollar debt not hedged to Reais, in connection with the appreciation of the Real
against the Dollar, and to the effect of the appreciation of the US Dollar against the Euro on inter-company loans
granted by PT Finance to Vivo (denominated in US Dollars),

Losses (gains) on financial assets _ Net gains on financial assets amounted to Euro 18 million in 2006, as compared

to net losses of Euro 9 million in 2005. This caption includes mainly the following gains and losses on certain

derivative contracts: (1) equity swap contracts on PT Multimedia shares (gains of Euro 10 million in 2006, as

compared to gains of Euro 25 million in 2005); (2) gains recorded in 2006 related to the financial settlement of equity
swaps over PT s own shares (Euro 24 million); (3) Vivo s free-standing cross currency derivatives (net losses of Euro 4
million in 2006, as compared to net losses of Euro 50 million in 2005), and (4) PT s free-standing cross currency
derivatives (losses of Euro 8 million in 2006, as compared to gains of Euro 14 million in 2005).

Equity in earnings of associated companies, net _ Equity in earnings of associated companies in 2006 amounted to
Euro 131 million, as compared to Euro 238 million in 2005. This item included mainly PT s share in the earnings of
Unitel in Angola (Euro 82 million), Médi Télécom in Morocco (Euro 46 million) and CTM in Macao (Euro 15
million). The reduction in this caption of Euro 107 million is primarily explained by the decrease in the gains related
to UOL (from Euro 175 million in 2005 to Euro 6 million in 2006), which in 2005 included the impact of the
restructuring of PT s investment in UOL, including the disposal of a 16% stake in the IPO of this associated company
in December 2006. This effect was partially offset by the increase in earnings of Unitel and Médi Télécom.

Annual report 2006 7

12



Edgar Filing: PORTUGAL TELECOM SGPS SA - Form 6-K

Table of Contents

Other financial expenses _ Other financial expenses amounted to Euro 52 million in 2006, as compared to Euro 64
million in 2005 and included mainly banking services, commissions, financial discounts and other financing costs.

Provision for income taxes _ Provision for income taxes amounted to Euro 8 million in 2006, as compared to Euro
323 million in 2005. The reduction in this caption is mainly related to: (1) a gain amounting to Euro 134 million
recorded by Vivo following the completion of its corporate restructuring in the fourth quarter of 2006; (2) the
recognition of a tax credit amounting to Euro 53 million in the first quarter of 2006, following the liquidation of a
subsidiary in Portugal; (3) a gain amounting to Euro 142 million recorded in the second quarter of 2006, in connection
with the reduction of deferred tax liabilities resulting from the voluntary taxation of certain capital gains, and (4) a
loss of Euro 16 million due to the adjustments of deferred taxes, related to the change, in the beginning of 2007, in the
municipal surcharge formula from 10% of the annual income tax to 1.5% of the taxable income for the year. Adjusting
for these one-off effects in 2006, the provision for income taxes would have been Euro 321 million in 2006, as
compared to Euro 323 million in 2005, corresponding to an effective tax rate of 33% in 2006 and 2005.

Net income from discontinued operations _ Net income from discontinued operations includes the results of
companies that have been disposed during the reportable periods and the after-tax gains obtained with the sale of these
investments. Having announced the disposal of Lusomundo Servigcos (PT Multimedia s media business) and PrimeSys,
these businesses were reported as discontinued operations in 2005, in accordance with IFRS rules. As a result, the
earnings of these companies were included in this item during 2005 until the effective date of the disposals, which

were concluded on 25 August in the case of Lusomundo Servicos and on 25 November in the case of PrimeSys.
Additionally, in 2005 this item includes net gains with the disposals of Lusomundo Servicos (Euro 17 million) and
PrimeSys (Euro 4 million).

Minority interests _ Gains attributable to minority interests amounted to Euro 87 million in 2006, as compared to
Euro 35 million in the same period of last year. The change in this item is primarily explained by (1) the increase in
the income attributable to minority interests of Vivo (from losses attributable to minority interests of Euro 11 million
in 2005 to income attributable to minority interests of Euro 34 million in 2006), and (2) the income attributable to the
minority interests of MTC (Euro 9 million), which was fully consolidated for the first time in 2006.

Net income _ Net income increased by 32.5% y.o.y in 2006 to Euro 867 million, mainly due to the one-off effects
recorded in the provision for income taxes, the decrease in curtailment costs and the positive impact of the reduction
in healthcare benefits.

13
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Capex
Capex by Business Segment () Euro million
2006 2005 y.0.y % Rev.
Wireline 238.5 233.1 2.3% 11.5
Domestic mobile TMN 188.6 170.2 10.8% 12.6
Brazilian mobile  Vivéd 386.8 361.0 7.2% 18.4
Multimedia PT Multimedia 132.8 119.9 10.8% 19.9
Other 53.8 59.0 (8.8%) n.m.
Total capex 1,000.5 943.1 6.1% 15.8

(1) Considering a Euro/Real average exchange rate of 2.7315 in 2006 and 3.0406 in 2005.

Capex increased by 6.1% y.o.y in 2006 to Euro 1,001 million, primarily as a result of the impact of the appreciation of
the Real against the Euro (Euro 40 million) and the increase in capex across all domestic businesses. On a constant
currency basis, capex would have increased by 1.8% y.o.y in 2006. Total capex was equivalent to 15.8% of
consolidated operating revenues.

Cash flow

[EBITDA minus Capex by Business Segment

1) Euro million

2006 2005 y.0.y % Rev.
Wireline 834.3 896.1 (6.9%) 40.3
Domestic mobile TMN 470.1 503.3 (6.6%) 31.3
Brazilian mobile  Vivé) 109.4 146.5 (25.3%) 5.2
Multimedia PT Multimedia 78.3 754 3.8% 11.7
Other (69.2) (68.9) 0.5% n.m.
Total EBITDA minus Capex 1,422.9 1,552.5 8.3%) 22.4

(1) Considering a Euro/Real average exchange rate of 2.7315 in 2006 and 3.0406 in 2005.

EBITDA minus Capex _ EBITDA minus Capex decreased by 8.3% y.o.y to Euro 1,423 million in 2006. On a
combined basis, the domestic businesses accounted for approximately 97% of total EBITDA minus Capex.

Free Cash Flow Euro million
2006 2005 y.0.y

EBITDA minus Capex 1,422.9 1,552.5 (8.3%)
EBITDA 2,423.5 2,495.6 (2.9%)
Capex (1,000.5) (943.1) 6.1%
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Non-cash items included in EBITDA
Change in working capital

Operating free cash flow

Net disposal (acquisition) of financial investments
Interest paid

Contributions and payments related to PRBs
Income taxes paid by certain subsidiaries

Other cash movements

Free cash flow

Annual report 2006

(52.0)
2284

1,599.4

(142.9)
(317.5)
(279.8)
(51.0)
(27.9)

780.2

(13.3)
(233.5)

1,305.7

364.6
(201.6)
(399.8)

(71.6)

522

1,049.6

291.9%
n.m.

22.5%

n.m.
57.5%
(30.0%)
(28.7%)

n.m.

(25.7%)
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Operating free cash flow _ In 2006, operating free cash flow increased by 22.5% y.o.y to Euro 1,599 million,
primarily as a result of the disinvestment in working capital in 2006, mainly due to the decrease in accounts receivable
from customers and an increase in accounts payable to fixed asset suppliers.

Free cash flow _ Free cash flow decreased from Euro 1,050 million in 2005 to Euro 780 million in 2006, primarily as
a result of the decrease in net inflows from financial asset disposals and the increase in interest paid. In 2005, PT
generated cash in the amount of Euro 365 million, related to the disposal of a number of businesses, namely
Lusomundo Servigos (Euro 174 million), PrimeSys (Euro 102 million) and a 16% stake in UOL (Euro 85 million). In
2006, PT invested Euro 143 million, including Euro 108 million related to the acquisition of MTC in Namibia and
Euro 19 million related to PT s share in the capital increase of BES. Free cash flow before net financial investments
increased by 34.8% y.o.y in 2006. The increase in interest paid at Portugal Telecom in 2006 resulted from both the
annual interest paid on the Eurobonds issued in March and June 2005 and the last annual instalment of interest on the
Eurobond repaid in February 2006. The increase in interest paid at Vivo in 2006 resulted from the debt restructuring
executed during the year.

Consolidated balance sheet

Consolidated balance sheet () Euro million

2006 2005
Cash and cash equivalents 2,083.7 3911.8
Accounts receivable 1,417.0 1,654.0
Inventories 130.3 170.3
Financial investments 631.5 521.7
Intangible assets 3,490.9 3,601.6
Tangible assets 3,942.0 4,062.0
Post retirement benefits 134.1 0.0
Other assets 1,050.4 1,188.1
Deferred tax assets and prepaid expenses 1,291.3 1,519.4
Total assets 14,171.2 16,628.8
Accounts payable 1,115.1 1,136.0
Gross debt 5,840.3 7,584.2
Post retirement benefits 1,807.6 2,6359
Other liabilities 1,995.7 2,147.2
Deferred tax liabilities and defered income 306.5 543.5
Total liabilities 11,065.2 14,046.7
Equity excluding minority interests 2,255.2 1,828.4
Minority interests 850.8 753.7
Total equity 3,106.0 2,582.1
Total liabilities and shareholders' equity 14,171.2 16,628.8

(1) Considering a Euro/Real exchange rate of 2.8118 at year-end 2006 and 2.7440 at year-end 2005.
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Assets and liabilities _ The decrease in assets and liabilities in 2006 is primarily explained by the reduction in gross
debt and cash, resulting from the repayment of the February 2006 Eurobond amounting to Euro 900 million, the
repayment of the December 2006 Convertible Bond amounting to Euro 390 million and the dividends paid by PT and
subsidiaries during 2006 amounting to Euro 581 million.
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The net exposure to Brazil _ The net exposure (assets minus liabilities) to Brazil amounted to R$ 7,537 million as at
31 December 2006 (Euro 2,680 million at the Euro/Real exchange rate prevailing as at 31 December 2006). The assets
denominated in Brazilian Reais in the balance sheet as at 31 December 2006 amounted to Euro 4,939 million,
equivalent to approximately 35% of total assets.

Gearing ratio _ The gearing ratio [net debt / (net debt + shareholders equity)] increased to 54.7% as at 31 December
2006, which compares with 58.7% as at 31 December 2005, while the shareholders equity plus long-term debt to total
assets ratio increased to 53.4% from 46.6% . As at 31 December 2006, the net debt to EBITDA ratio was 1.6 times

and EBITDA cover was 10.7 times.

Consolidated net debt
Change in Net Debt Euro million
2006 2005
Net debt (initial balance) 3,672.5 3,573.2
Less: free cash flow 780.2 1,049.6
Translation effect on foreign currency debt (18.8) 126.4
Dividends paid (D 581.5 4454
Acquisitions of treasury shares 2) 62.1 253.0
Extraordinary contribution to fund healthcare post retirement benefits 302.3 300.0
Other @ (62.7) 24.1
Net debt (final balance) 3,756.6 3,672.5
Change in net debt 84.1 99.3
Change in net debt (%) 2.3% 2.8%

(1) This item included Euro 526 million of dividends paid by PT and dividends paid by other subsidiaries to minority
shareholders. (2) This item corresponds to the notional amount of equity swaps contracted over 7.4 million PT shares
for the share buyback approved at the April 2005 AGM. (3) In 2006 this included mainly Euro 42 million related to
the consolidation of MTC s net cash position and Euro 27 million related to an amount received by PT as a result of
the adjustment in the equity swaps over 30.6 million PT MULTIMEDIA shares.

Net debt _ Consolidated net debt as at 31 December 2006 increased to Euro 3,757 million, as compared to Euro 3,672
million as at 31 December 2005. The positive impact of the free cash flow of Euro 780 million generated in the period
and of the consolidation of MTC s net cash position (Euro 42 million) were more than offset by: (1) the dividends paid
by PT and subsidiaries amounting to Euro 581 million; (2) the extraordinary contribution of Euro 302 million to fund
post retirement healthcare obligations, and (3) the equity swaps contracted in the first half of 2006 over 7.4 million PT
shares with a notional amount of Euro 62 million.
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Consolidated Net Debt Euro million
31 December 31 December

2006 2005 Change Change (%)
Short-term 1,372.7 2,415.6 (1,042.9) (43.2%)
Bank loans 406.9 407.8 (0.8) (0.2%)
Bonds 0.0 899.5 (899.5) n.m.
Exchangeable bonds 0.0 390.3 (390.3) n.m.
Other loans 749.9 589.7 160.2 27.2%
Liability with equity swaps on own shares (I 187.6 102.0 85.6 83.9%
Financial leases 28.4 26.2 2.1 8.1%
Medium and long-term 4,467.5 5,168.6 (701.2) (13.6%)
Bank loans 1,103.4 1,773.9 (670.5) (37.8%)
Bonds 3,133.6 3,138.0 4.4) (0.1%)
Other loans 0.3 31.2 (31.0) (99.1%)
Financial leases 230.2 225.5 4.8 2.1%
Total debt 5,840.3 7,584.2 (1,744.0) (23.0%)
Cash and equivalents 2,083.7 3,911.8 (1,828.1) (46.7%)
Net debt 3,756.6 3,672.5 84.1 2.3%

(1) This item corresponds to the notional amount of equity swaps contracted over 20.6 million PT shares for the share
buyback approved at the April 2005 AGM.

Total debt _ As at 31 December 2006, 76.5% of total debt was medium and long-term, while 62.3% of total debt was
at fixed rates. As at 31 December 2006, 85.8% of total debt was denominated in Euros, 0.4% in US Dollars and 13.7%
in Brazilian Reais. As at 31 December 2006, the only loans with rating triggers were four EIB loans totalling Euro 365
million. PT s rating was lowered to BBB- by S&P, to Baa2 by Moody s and to BBB by Fitch on 3 August 2006.
Following this revision, PT negotiated with EIB the revision of the terms and conditions of these loans. The
agreement signed on 23 February 2007 allows PT to present a guarantee only in the case of a downgrade from the
current rating. PT has fully underwritten and available commercial paper lines amounting to Euro 875 million, of
which Euro 749 million had been drawn down as at 31 December 2006. PT also has stand-by facilities amounting to
Euro 900 million, of which Euro 185 million had been drawn down as at 31 December 2006. As such, the total
undrawn amount of PT s commercial paper lines and standby facilities stood at Euro 841 million as at 31 December
2006.

The 50% share of Vivo s net debt, proportionally consolidated by PT, amounted to Euro 499 million as at 31
December 2006. Approximately 95% of Vivo s net debt is either Real-denominated or has been swapped into Reais.

Net Debt Maturity Profile Euro million
Maturity Net debt  Notes

2007 (711.0) Net cash position

2008 466.8

2009 1,078.0  Includes a Euro 880 million Eurobond issued in April 1999

2010 326.8

2011 124.4
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2012
2013
2014
2015
2015 and
following

Total
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1,201.3 Includes a Euro 1,000 million Eurobond issued in March 2005
61.7
35.7
177.9
995.1 Includes a Euro 500 million Eurobond issued in March 2005 (matures in
2017) and a Euro 500 million Eurobond issued in June 2005 (matures in
2025)

3,756.6
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On 21 February 2006, PT repaid the Eurobond issued in February 2001 (Euro 900 million), and on 6 December 2006,
PT repaid the exchangeable bond issued in December 2001 (Euro 390 million). PT s average cost of debt and maturity
in 2006 was 5.7% and 7.4 years respectively, including loans obtained in Brazil and denominated in Reais. Excluding
Vivo s debt and the interest cost associated with the equity swap over PT Multimedia shares, PT s average cost of debt
was 3.8% in 2006, as compared to 4.5% in 2005. The maturity of the debt excluding Brazil was 7.9 years at the end of
December 2006.

Debt ratings

Current Outlook Last change
Standard & Poor's BBB- Negative 3 August 2006
Moody's Baa2 Negative 3 August 2006
Fitch Ratings BBB Negative 4 August 2006

Following the failure of the tender offer, rating agencies confirmed PT s rating of BBB- (S&P), Baa2 (Moody s) and
BBB (Fitch).

Post retirement benefits

As at 31 December 2006, the projected benefit obligations (PBO) of PT s post retirement benefits, including pensions,
healthcare obligations and salaries to pre-retired and suspended employees, amounted to Euro 4,563 million. The PBO
was computed based on a discount rate of 4.75% for pension and healthcare obligations, and 4.25% for the obligations
related to the payment of salaries to pre-retired and suspended employees. PT s post retirement benefits plans are
closed to new participants since 1994 for pensions and 2000 for healthcare.

Post Retirement Benefits Obligations Euro million

2006 2005
Pension obligations 3,073.8 3,274.1
Healthcare obligations 491.1 912.8
Salaries to suspended and pre-retired employees 997.7 964.7
Projected benefit obligation (PBO) 4,562.6 5,151.6
Market value of funds (2,908.1) (2,515.7)
Gross unfunded obligation 1,654.4 2,635.9
After-tax unfunded obligations 1,216.0 1,911.0

In the second half of 2006, PT made changes to its healthcare plan in order to maintain its long-term sustainability and
financing. These changes include mainly a reduction in the amount that PT pays for each medical act and an increase
in participants contributions (from 1.7% of salary in 2007 until 2.1% of salary in 2009), with these effects leading to a
reduction in healthcare benefits obligations amounting to Euro 146 million. This reduction was recorded in the income
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statement for the component related to vested rights (Euro 127 million), and added to the unfunded healthcare benefit
obligations for the component related to unvested rights (Euro 19 million), which will be recognised over the
estimated period during which these benefits will vest.
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In addition, in December 2006 PT and SNS (National Healthcare System) agreed to terminate the protocol entered
into in 2004 related to the healthcare plan. In connection with this protocol, SNS paid to PT an annual amount per
participant, and PT paid the healthcare expenses incurred by its participants in the SNS hospital network. Historically,
this protocol resulted in a deficit for PT, with this trend being included in the unfunded healthcare benefit obligations.
Therefore, the termination of this protocol with the SNS resulted in a reduction of liabilities amounting to Euro 220
million, which was recorded as a gain in the income statement, under the caption Curtailment costs, net .

As at 31 December 2006, the market value of the funds amounted to Euro 2,908 million, resulting in a gross unfunded
obligation of Euro 1,654 million. The effective performance of the funds in 2006 was 6.8%, which compares with the
expected rate of return of 6.0% . Over the past four years, the effective performance has been higher than the expected
rate of return, namely 8.1% in 2003, 8.1% in 2004 and 8.4% in 2005. The asset allocation as at 31 December 2006
was 41.5% equity, 33.4% bonds, 12.0% real estate and 13.1% cash and others.

Euro million

2006
Gross unfunded obligation (initial balance) 2,635.9
Changes in the consolidation perimeter 2.5
Post retirement benefits costs (72.1)
Prior years service gains not recognised in net income (19.1)
Termination of protocol with SNS (220.4)
Curtailment costs 208.9
Payments and contributions (561.9)
Net actuarial gains (319.4)
Gross unfunded obligations (final balance) 1,654.4
Changes in gross unfunded obligations 981.4)
Changes in gross unfunded obligations (%) (37.2%)

The reduction in the gross unfunded obligation in 2006 is primarily related to the reduction in healthcare benefits, the
Euro 302 million extraordinary contribution made at the beginning of the year and the net actuarial gains amounting to
Euro 319 million.

Net actuarial gains in 2006 included primarily the impacts of the changes in actuarial assumptions (Euro 222 million)
and experience gains (Euro 97 million).
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Shareholders equity (excluding minority interests)

Shareholders' equity _ As at 31 December 2006, shareholders' equity excluding minority interests amounted to Euro
2,255 million, an increase of Euro 427 million during 2006.

Change in shareholders' equity (excluding Minority Interests) Euro million
2006
Equity excluding minority interests (initial balance) 1,828.4
Net income 866.8
Currency translation adjustments (1) (79.9)
Net actuarial losses, net of tax effect 218.7
Dividends paid (526.4)
Acquisition of treasury stock @ (85.6)
Hedge accounting of financial instruments and change in the fair value of investments
available for sale 332
Equity excluding minority interests (final balance) 2,255.2
Change in equity excluding minority interests 426.9
Change in equity excluding minority interests (%) 23.3%

(1) This item is primarily related to the changes in the Euro/Real exchange rate. (2) Related to equity swaps
contracted over 7.4 million PT shares for the share buyback approved at the April 2005 AGM.

Pursuant to Portuguese legislation, the amount of distributable reserves is determined according to the standalone
financial statements of the company prepared in accordance with Portuguese GAAP. Distributable reserves increased
by Euro 720 million in 2005 to Euro 2,728 million in 2006, primarily as a result of the share capital reduction
completed in September 2006 (Euro 1,072 million) and of a corporate restructuring which consisted of the transfer of
the financial investments on PT Comunica¢des and TMN to the new sub-holding for domestic businesses PT Portugal
(Euro 827 million).

Change in Distributable Reserves Euro million

2006
Distributable reserves (initial balance) 719.8
Dividends paid (526.4)
Net income under Portuguese GAAP 658.6
Share capital reduction 1,072.4
Corporate restructuring ) 827.0
Negative cumulative foreign currency translation adjustments (6.8)
Unpaid dividends by certain subsidiaries (14.1)
Other (2.8)
Distributable reserves (final balance) 2,727.8
Change in distributable reserves in the period 2,007.9
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Change in distributable reserves in the period (%) 278.9 %
(1) This item is related to the share capital reduction to Euro 395,099,775, through the decrease in the par value of
PT shares to Euro 0.35, which was completed on 11 September 2006, in connection with the share capital

restructuring approved at the AGM held on 21 April 2006. (2) Sale of PT Comunica¢des and TMN to PT Portugal.
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Operating revenues _ Wireline operating revenues decreased by 6.4% y.o.y in 2006 to Euro 2,072 million. Retail
revenues fell by 11.0% y.o.y in 2006, mainly due to lower traffic revenues and fixed charges resulting from
competition from fixed and mobile operators. The launch of wholesale line rental (WLR) also had a negative impact
on fixed charges. ADSL retail revenues partially offset this performance, increasing by 13.0% y.o.y in 2006. The
13.0% y.o.y growth in pricing plans also had a mitigating effect, with pricing plans already accounting for 16.6% of
traffic revenues. Wholesale revenues increased by 1.4% y.o.y in 2006, underpinned by the increase in leased lines due
to the rollout of mobile 3G networks, as well as the growth in unbundled local loop (ULL) and wholesale line rental
(WLR). Data and corporate revenues increased by 2.3% y.o.y in 2006, primarily as a result of the strong growth in
VPN and circuits.

Wireline Income Statement Euro million

2006 2005 y.0.y
Operating revenues 2,071.8 2,213.6 (6.4%)
Retail 1,173.5 1,318.8 (11.0%)
Wholesale 464.2 457.7 1.4%
Data & corporate 250.5 244.9 2.3%
Other wireline revenues 183.6 192.2 (4.5%)
Operating costs, excluding D&A 998.9 1,084.3 (7.9%)
Wages and salaries 272.0 286.7 (5.1%)
Post retirement benefits costs (71.6) (21.8) 228.2%
Direct costs 346.5 385.5 (10.1%)
Commercial costs 83.3 95.5 (12.8%)
Other operating costs 368.7 338.4 9.0%
EBITDA @ 1,072.9 1,129.3 (5.0%)
Depreciation and amortisation 355.5 358.9 (0.9%)
Income from operations 3 717.3 770.4 (6.9%)
EBITDA margin 51.8% 51.0% 0.8pp
Capex 238.5 233.1 2.3%
Capex as % of revenues 11.5% 10.5% 1.0pp
EBITDA minus Capex 834.3 896.1 (6.9%)

(1) Includes intragroup transactions. (2) EBITDA = income from operations + depreciation
and amortisation. (3) Income from operations = 